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Good morning, it is a great pleasure to be hemauld not think of a better venue to review and
debate corporate responsibility (CR) and its ecdnamnd political context. Chatham House has

long played a catalytic role in this realm, givimgjce and opinion to new concepts and ideas.

Undoubtedly, in the past decade genuine advanoces Ibeen made by companies and investors
across the globe to better understand and addregmmental, social and governance issues.
However, during this same period, sentiments relaieglobalization and international trade appear
to have come full circle. Based on the noises balage in many countries, it is reasonable to ask:
Is it 2008 or 19987 Growing concerns over inegyajdb losses and protecting industry cannot be

ignored.

And so, | find it a particularly intriguing time tiscuss the future of corporate responsibilitywHo
do we reconcile the advances made in recent yémoaigh voluntary corporate change and

government soft power, with the growing calls festraint of trade and investment?

The United Nations-Corporate Responsibility Link

Indeed, it was the need to address the gaps arkhesses in global governance that led the United
Nations to start actively collaborating with theivate sector in the late 1990’s. From the

Organization’s founding days, commerce, trade avéstment were understood to be critical to

securing global development, human rights and peBug only in the post-Cold War era of rapid



global economic integration did it become politigdeasible for the United Nations to engage with

business.

By the late 1990’s, the need for action was unrk@iée. The gap between commercial advances
and the relative neglect of human rights, social anvironmental issues had provoked a backlash.
Short-term profits and non-uniform standards wére morm as businesses ventured around the
world. Companies were increasingly under fire fobsandard conduct — often in relation to labour

abuses, environmental degradation and corruptistamces. In developed countries, job fears and
national security concerns fed a rising discontard call for protectionism. And in many ways, it

appeared the rest of the world did not figure & ginowth and opportunity associated with massive

increases in international investment and trade.

Within the United Nations, a new way of thinkingglae to emerge. Traditionally, UN values — such
as freedom, tolerance, dignity, social progresad lbeen used to forge a common understanding
among nations and peoples through state-to-st&ores. However, international law — with its
conventions, declarations and agreements — wasften not being effectively implemented at the
national level. Cynics even implied a negative elation between the ratification of conventions

and subsequent action on the ground.

And so, the idea of the Global Compact was bornothpanies were willing to voluntarily embrace
universal values, if they chose to act in a pritleddpway wherever they did business — then the
social legitimacy of open markets and the globainecy could be strengthened. Maybe the
growing backlash against free trade and multiléima could be tempered by building
environmental, social and governance pillars intsitiess operations. Moreover, by projecting
universally legitimized principles as a basis foti@n, a totally new way of diffusing international

norms would be available — complementing what tWedzke a state-to-state affair.

The United Nations entered the corporate respditgiloealm in 2000 by launching the Global
Compact. The initiative asks companies around tbddato voluntarily commit to internalizing

principles in the areas of human rights, labourirenment and anti-corruption, and to enter into
partnerships that help advance UN goals, such asMilennium Development Goals. Since
launching, the Global Compact has become the larged most global corporate citizenship



initiative in the world with 5,000 signatories -080 from business and 1,000 from civil society and
other non-business groups. Participants are bas@&@0 countries. In many cases they have also
joined together locally to develop country-leveb@l Compact networks, which can now be found

in over 70 countries.

Corporate Responsibility in 2008

The corporate responsibility movement has groweresively in the past decade. But can we say
what difference it has made? Has it produced significhange?

There are, indeed, a number of very important agreents and trends that signify real advances.

First, today CR is globalThe search for the proper balance between mankeeratives and

societal expectations is not new. And while everrkat and society has its own past, its distinct
legal and institutional characteristics, somethemgyaordinary has happened. Starting in the 1970’s
and 1980’s, important impulses came from the UStard UK — which subsequently became the
premier platform for new ideas and innovations. &gaorporate responsibility is at home not only
on the west coast of the United States or in thg &fi London, but equally in Shanghai, Cape
Town, Delhi, Sdo Paulo and countless other plamgsand small. From Chile to China and South
Africa to Sri Lanka, businesses and stakeholdees jaining CR networks and entering into

partnership initiatives. In short, CR has gone glob

Second, global integration has triggered converg@nound values and principlégore interesting

than global growth is that in an integrated woddrporations — irrespective of their own past and
background — seem to converge around values andigs that the international community has
long legitimized. Consider:
* The increase in number of companies that have huiglats specific policies. While still far
from common, this was practically unheard of teargeago.
* Some of the most effective and comprehensive exasnpt corporate responsibility can
now be found in emerging markets.
* The need for cooperation to fight collective chadjes — such as corruption and climate
change — has brought corporate competitors togethveays not previously imagined.

* The cooperation between NGOs and companies is cegeated.



* And, across the world, business schools are incatipg CR into research and curriculum

development.

Third, CR is filling governance voidsCorporate responsibility would hardly exist if all

governments were to act in the best interest af fieople. All too often, governments fail to or
lack the capacity to provide for essential publbods, such as health, education and protection of

the environment.

Business has adapted significantly to this dynamicften finding pragmatic and collaborative

approaches to filling voids in the areas where thegrate. Today, issue networks are thriving and
making a real difference. Companies are not onfyagimg in projects and donating resources on
the ground, they are also developing practicalstdoladvance shared concerns and pressing for

needed policy changes.

“Business statesmanship” today is not just aboategting intellectual property rights or shaping
regulation for trade and investment. It is alsowbadvocating solutions for issues such as good
governance and climate change. Companies take #teps not simply out of humanitarian
concern. By addressing aspects of the societalegbnihat are lacking, business is strategically

filling voids that could otherwise hamper its atyilio operate, compete and thrive.

Fourth, the nature of enterprise risk and rewardhignging.Global integration and value chains

have changed the nature of enterprise risk. Nodongn companies turn to and take refuge behind
a single home government. A fundamental rethinkioiy how to evaluate exposure to
environmental, social and governance risks is umagr The mainstream capital markets —
including major institutional investors — have begground-breaking efforts to recalibrate their
investment strategies and models. Indeed, a newtias entered the lexicon of finance: “ESG”, for
environmental, social and governance issues. khgrizes the materiality of and the interplay
between these issues — be they related to clim@age, human rights or anti-corruption. This
emerging dynamic was bolstered by Goldman Sacleswrels in 2007 which showed that addressing

ESG issues is a necessary precondition for ensarecmmpany’s performance and long-term value.



The astounding growth of the UN Principles for Raspble Investment (PRI) since its launch in
2006 reflects this important trend. PRI inviteggl&ainstitutional investors — both asset owners and
managers — to commit to a set of six principlesigiesl to put ESG issues into the core of
investment decision-making. The initiative has motlgan 300 signatories representing

approximately $13 trillion in assets.

Fifth, non-financial reporting is on the risEompanies around the world are increasing efforts

publicly disclose ESG information. In 2005, the dbCompact instituted our Communication on
Progress (COP) policy which requires participamtscommunicate annually on their actions to
implement the ten principles. At the time, thergevgerious concerns that strict enforcement of the
policy would contradict the voluntary nature of timtiative and lead to the deactivation of a

majority of our business participants. Experienas proven otherwise.

Yes, over 900 companies have become inactive Heué thas also been a burst in reporting thanks
to concerted efforts and the development of trgnmesources. Over 3,000 COPs reside in our
database for public vetting. Work is now being ddmemany groups — including the Global
Reporting Initiative, academic institutions, meediad investors — to analyse and assess the content

of such information.

In combination, these five developments providedence that a fundamental shift has occurred
over the past decade. Not only has the conceptRoE®lved and become a global phenomenon,
but, incredibly, market drivers are starting teenmalize signals that connect directly with theiéss
CR has long advocated. In short, today a compaatyilty to compete, gain trust and ensure long-
term financial viability can more clearly be linkamlissues of responsibility and public disclosure.

And in the past ten years, Wave seen that a rise in corporate responsibility cglp build market
legitimacy at the micro and macro levels. It cahate benefits and minimize negatives. Building
principles into the marketplace is helping to suppmodernizing forces in many countries.
Corporate responsibility is helping to accelerae diffusion of international soft law. As hopet, i
is providing opportunities for spreading the valaesl principles that the international community

has long considered to be fundamental to peacetigeration and prosperity.



But can we assume that these promising developmelhtsontinue? Can we be optimistic that the
business case for CR will be established more tbffugen years from now, will we be closer to
achieving market sustainability and inclusion anudy significant scale? Will educators ensure that
the next generation of business leaders masteGtbbal Compact as well as marketing? Will
analysts apply ready models to assess ESG risks oppdrtunities? Will globalization be

synonymous with a race to the top?

Globalization Remains Fragile

A glimpse at today’s public policy sentiments swsjgehat globalization remains incredibly fragile.
The public support required to sustain opennesgaising in many important countries. National
economic populism is on the rise. So is inequalityere are indeed dark clouds gathering on the
horizon. The globalization debate is as fierce toaayt was ten years ago — when the modern CR

movement ignited.

Should we be alarmed by surveys, such as the mteqmpleted by BBC World Service, which
show that a majority of people believe that glatation is growing too quickly? What does it mean

if economic populism undermines support for muiéifal trade agreements?

The hard truth is that there is no blueprint faybgll economic integration and cooperation. Yes, the
diffusion of technology and its wealth-creating eeff is irreversible. However, the political
counterpart to sustain globalization is not. Todhg, rule-based multilateral trading system remains
the only global component with some solid foundadioBut even so, political will to conclude the

Doha round does not appear to be gaining strength.

The creation of a global marketplace remains coediedt is an unfinished experiment. On the one
hand, we know that the presence of business prevlte best chance for growing and sustaining
economies; that market expansion will be requicetheet the MDGs; that hundreds of millions of
people have been lifted out of poverty in recentades — the most rapid poverty reduction in
history — thanks to globalization; and that produtgt has been spurred by international trade and
investment. But, we also see that inequality is\gisn developed and developing countries; that

there are still 1 billion people living in dire cumstances.



History tells us that populism often favors exofusiinstead of inclusion, division instead of
cooperation. And as long as there are serious igagavernance and opportunity, this will remain
the case. These failures test the willingness afesp to support open markets. These failures
convince people to associate dilemmas with busireegsmnsion, to blame “outsourcing” for

unemployment, to fear foreign ownership of capital.

Looking Ahead
What does this mean for the future of CR? And hbautd the CR movement respond?

| have no doubt that CR will fail to flourish if 8@ norms of non-discrimination in trade and
investment are abandoned. The business case focdaDRot be adequately established in the
absence of competitive and open markets. The maitgedls that business responsibility is starting
to produce would be crowded out by policy distartioand interferences that cater to narrow

interests.

Those of us who have been busy beating the drucorpbrate responsibility will need to redouble
our efforts over the next ten years to build on rieny promising advances made so far. Simply
put, much work remains to be done to lay the fotindafor an age of global prosperity and

peaceful cooperation. There are many important siexts for us to take:

First, CR must go much deeper and furti@hile the Global Compact counts some of the werld

largest companies among our 5,000 signatories, mevkthat there over 70,000 transnational
companies and countless smaller businesses NOTgetgdNew examples of human rights
violations, worker exploitation and corruption ar@o often revealed. Companies devoid of
responsible practices are still winning contract&l anaking profits. A key step will be for

committed companies to spread responsible practioegust to their subsidiaries, but throughout

their supply chain.

Second, it is essential to nurture the emerging higtween responsible investment and TRis is

arguably the most promising way to more strongtplagssh the business case. More efforts need to
be made on public disclosure of relevant infornmgt@and this information needs to be made more
accessible for use by analysts, civil society addcators. For our part, the Global Compact will



strengthen the link with GRI, and | hope that tbgetwe will soon be able to offer a useful
repository of ESG information so that market evatues and perceptions will increasingly reward

good performance and recognize implementation gaps.

Third, convergence must continudt is now important to rally around globally-apted

frameworks, otherwise | fear that the CR movemeiitnever be able to make a deep impact and
will fizzle out. Governments can help to make thagppen through their soft power capabilities.
And | hope that those institutional players thativety work against convergence will soon
abandon narrow institutional interests, recogniZingt the stakes are too high to fall back into
reactionary modes and tactics. Specifically, suppgpthe development of ISO 26000 as a practical
tool for the implementing globally established rastents — such as the Global Compact and GRI —
would go a long way to build much-needed CR cajescéaround the world.

Fourth, we must welcome efforts by new entrantertibrace CR, while also providing incentives

that motivate front runners to keep pace and girgxtion Balancing the needs of early starters and

advanced performers does call for different inaasj but should be seen as contributing to one end
goal: building inducements for continuous perforc@nimprovements with a truly global
perspective. CR would fail if it were only aboupgerting national champions. It must be first and

foremost about building a truly global marketplace.

Fifth, civil society must remain vigilan¥While CR is now being brought to scale by profassl

service providers that are building on the worktsthby civil society, there remains an important
role for civil society organizations. Over and abobeing a partner in implementation, their
continued vigilance will be required to ensure thasinesses resist the temptation to take easy
escape routes. It is not enough for business tesfon specialized engagement opportunities while
neglecting core issues that are also impacteddiy dperations. Indeed, it would be wrong to allow
for “offsets” that serve to ignore other respondibs. For CR to be credible and achieve full

impact, it must be systematic and comprehensivavering all relevant issue areas.

Civil society vigilance in relatively neglected asg such as human rights and anti-corruption, is as
important today as it was ten years ago. | hopd snciety will not abandon its traditional
watchdog role.



Sixth, the relationship between regulatory and mtaty approaches remains criticahile today

there is much better understanding that the twot moiplement each other, there is still much
confusion. The conditions under which complemetytarest works are poorly understood. More
research in this area is needed to produce pddilexant guidance, and public policy makers will

need to more fully explore the repertoire of saftver incentives available to them.

Finally, when it comes to specific issue areas @itemma situations, fresh efforts need to be made

to identify best solutions and scale them uysing impact assessment tools more widely valph

but more needs to be done. This is true for pastnes to achieve the MDGs, coalitions to reduce
corruption, and efforts to combat climate change,eikxample. We must encourage innovation and
exploration. lllustrative examples of good perfonoa are still important, but increasingly we need

to find ways to better connect them with effectpedblic policy making.

To conclude, | believe that we have a historic oppoty at hand. Indeed, our world is facing

enormous challenges for which there are no easyeass Serious imbalances between economic,
political and social worlds necessitated the mod&fRimovement. This is still the case today. We
must not lose sight of our goal: global markets nzositribute to a world where all people can live

in societies that are prosperous and peaceful.

In the past ten years, through corporate respditgibie have been able to make real advances to
build environmental, social and governance piliats globalization. But, today CR still serves as a
stop-gap for the shortfalls in global governancee Wust work to ensure that the global
marketplace will induce all nations to fully incomate universal values into their societies. Until

that day comes, corporate responsibility will remaivital solution.



