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Preface

International institutions have contributed a great deal to the development of
a free access to global markets, giving chances for economic development
and reduction of poverty, especially to developing countries and countriesin
the process of transformation to market economies. Multinational enterprises
(MNEs) have become the most important actors in this global market of
goods and capital.

Many activities of the MNES have had positive effects on the developing
and transforming countries, but some negative effects on the economy, on
income distribution, other social aspects and on the environment in these
countries have been observed. In some of these cases, national states are not
able to control and avoid these negative effects. The question arises whether
international institutions can play arole in thisimportant task.

In this discussion there are many divergent interests of governments, bu-
reaucrats, manager of MNES, NGOs and special interest groups. Therefore
the Centre for the Study of International Institutions at the Faculty of Social
and Economic Sciences of the University of Innsbruck has tried to bring
together economists doing research in this field on a scientific basis in a
conference. The aim of the conference was to discuss, how far the manage-
ment of MNEs takes into account negative aspects of their activities, how
national states or international institutions control the activities of MNES and
how the role and strategies of international institutions could be changed to
minimise the negative effects without hampering the positive effect of MNEs.

The second International CSI Conference on ‘Multinational Enterprises
and International Institutions— Global Players— Global Markets’ was held on
20-22 November 2002 in Innsbruck. Selected contributions of this confer-
ence on international institutions are published in this book.

We are very indebted to the Oesterreichische Nationalbank for financial
assistance to set up the Centre for the Study of Internationa Institutions,
which would not have been possible without this support.

We are aso very grateful to the Osterreichische Forschungsgemeinschaft
(Austrian Research Association) who supported the second Conference on
International Institutions and financed this publication.

We thank Masmedia Publishing, Graphic and Business Services of Zagreb,
Croatiafor granting permission to Professor Daniel Daianu to reproduce here
parts of his previously published paper.
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Last but not least we also want to express our deep appreciation to the
Tiroler Sparkasse Bank for sponsoring the Béhm-Bawerk Lecture, to the
members of the Advisory Board, especially my friends Christian Smekal,
Karl Socher (both University of Innsbruck), David Sapsford (University of
Lancaster) and John Toye (University of Oxford), and to Richard Hule (Uni-
versity of Innsbruck), Gudrun Eder (CSl/University of Innsbruck) as well as
Helga Landauer for making the conference such a successful event.

John-ren Chen
Innsbruck



Introduction
Karl Socher

The creation of international institutions after the Second World War had the
aim of inducing economic growth and reducing poverty in the industrialised
and developing countries by freezing markets for goods, services and capital
from restrictions and creating a stable international monetary system. Later,
environmental protection became an important aim and, after the breakdown
of planned economies in socialist countries, liberalisation, deregulation and
privatisation (‘Washington Consensus') were implemented in the transition
economies. In this process of globalisation, multinational enterprises (MNES)
have become the most important actors in the global markets.

The aim of the second International CSI Conference was to discuss the
controversial questions raised by critical economists as well as non-govern-
mental organisations (NGOs) concerning the power and influence of today’s
global market players. One question was whether the activities of MNEs are
in conformity with the aims of the global international institutions: economic
growth, development, reduction of poverty and protection of the environ-
ment. Do their managements take into account negative effects of their
activities? Another question was whether market or government failures pre-
vent countries achieving their aims, so that global international institutions
have to act and have to be adapted to eliminate these failures in order to
minimise the negative effects without hampering the positive effects of the
activities of MNEs.

CORPORATE GOVERNANCE OF MNES

In Chapter 1, John-ren Chen refers to the tasks of governments to correct
market failures (especially by the production of public goods and by internal -
ising externalities) and to create a framework for good corporate governance.
These two tasks cannot be fulfilled by sovereign states alone, because the
activities of MNEs and NGOs go beyond borders and a good corporate
governance system is important for an efficient resource alocation and a
stable financial architecture.
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It is atask for international institutions to spread knowledge about corpo-
rate governance rules especially to developing and transition countries and to
ascertain that corporate governance of MNESs accords with these rules. Chen
discusses the different aspects of a good corporate governance system espe-
cially as they are incorporated in the OECD’s Principles of Corporate
Governance. He concludes that, in the dynamic global economy, corpora-
tions have to innovate and adapt their governance practices, and similarly the
legal and regulatory frameworks have to be adjusted to the new needs of the
community.

John H. Dunning, giving the ‘Béhm-Bawerk Lecture’, spoke on the moral
challenge of global capitalism. He proposes a responsible global capitalism
as a means towards a richer, healthier and more meaningful lifestyle and not
as an end in itself. In order to move towards this inclusive and acceptable
global capitalism, the organisational structures of markets, governments and
international institutions needs to be reconfigured. To achieve responsible
global capitalism, an acceptable moral ecology is needed underpinning the
attitudes, motives and behaviour of itsindividuals and institutions. This ecol-
ogy needs a continual reappraisal and careful nurturing by the appropriate
incentives and enforcement mechanism.

The upgrading of moral attitudes and values could be reached either by a
bottom-up approach (from NGOs and so on) or from a top-down approach
(for instance the Global Compact approach by the UN). Both approaches
could be guided by religious revelations. Dunning refersto his 1998 proposal
that an annual meeting of a group of the world's religious leaders should be
convened. As an alternative course of action he proposed in thislecture a UN
Commission on the Moral and Ethical Implications of Globalisation.

He ends in a plea to all international business scholars to integrate the
moral and ethical dimension in their analysis and seek to explain how global
capitalism might work to the greater good of a larger number of people
throughout the world.

Hans Hinterhuber, Kurt Matzler, Harald Pechlaner and Birgit Renzl first
describe the different corporate governance systemsin the USA, Great Britain,
Germany and Japan. They conclude that the ‘ power-base’ for legitimising the
strategy of a corporation is larger, more complex and more political in Europe
than in the USA. Therefore, in a European corporation, not only the priorities
of shareholders but also those of the stakeholders, like the employees, the
government and the environment, are included in the strategies. This example
should be followed by MNEs in their own interest. The many rules for corpo-
rate governance systems developed by international ingtitutions (the UN Code
of Conduct, UN Globa Compact, ICC Guidelines, OECD Guidelines and
others) do not have much impact on the governance of MNEs, because they
have only voluntary compliance and are not enforced by many governments.
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However they have been useful for the codes of ethics which many firms
have formulated, serving all stakeholders’ interests.

MERGER CONTROL OF MNES

Oliver Budzinski discusses the problem of cross-border merger control, which
has become widespread during the recent globalisation process, with mega-
mergers forming large global MNES. It needs cross-border merger governance
by aninternational institutional arrangement to coordinate the national merger
controls.

However neither centralism, in the form of a uniform global competition rule
and enforcement, nor decentralism can adequately cope with the problem.
Centralism inhibits learning and innovations, decentralism lacks consistency
and leads to conflicts between the different national merger controls.

Budzinski proposes a multi-level system of institutions, which could prob-
ably emerge from the International Competition Network (ICN) which was
founded in 2001 by an initiative from the USA and is supported by the EU
against a centralised solution of the WTO.

TAXES ON MNES

Francesca Gastaldi and Maria Grazia Pazienza try to find out whether MNESs
in the Italian textile and clothing sector pay fewer taxes than local enter-
prises. Because capital mobility has become higher and taxes on capital are
different, MNEs may try to avoid high taxation by shifting profits to low-tax
countries.

On the other hand, governments may try to compete with lower taxation of
foreign capital to attract investments. International organisation (such as the
OECD) try to restrict this tax competition, because it could lead to a beggar-
my-neighbour policy. Gastaldi and Pazienza give empirical evidence that
domestic firms pay higher taxes than MNEs, which have a lower profit rate,
suggesting that they aim at minimising the tax burden. However, the authors
do not find clear evidence for profit shifting, either by leverage or by transfer
pricing practices.

MNE WAGESAND LABOUR STANDARDS

Matthias Busse challenges the conventional perception that MNES set up in
lower labour standard countries. To the contrary, he can show that the level of
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labour standards is positively associated with a foreign direct investment
(FDI) inflow. Then he discusses the arguments for and against internationally
binding rules for labour standards. He proposes not to set hinding rules
through international organisations, because they may be unfair to guiltless
workers and firms and therefore wasteful. He considers that product labelling
is a more effective approach, which alows for voluntary commitments. For
international institutions like the ILO there remains the task of monitoring
the observance of labour standards and its violations.

Vuduyagi Balasubramanyam and David Sapsford state some propositions
about the relationship between MNEs and wages:. for instance, that FDI is
attracted by low-wage locations, foreign firms pay relatively higher wages
than domestic firms, especialy to skilled workers, and disperse production
across countries, thereby fragmenting the labour market. The MNEs become
monopsonists in certain sectors of the international labour market and distort
the resource allocation even within the domestic economies. This monopson-
istic power of MNEs cannot be controlled by the legislation of national
governments.

The authors propose to create a multinational trade union and, because the
transnational collective bargaining may not reach a pareto-efficient alloca-
tion, to create a Transnational Labour Court to oversee this bargaining.

MARKET ENTRY OF MNES

Brian Portelli finds that liberalisation of FDI in least developed countries
introduces new economic actors, the MNES, which are supposed to act as an
engine of growth by increasing the competitiveness of indigenous resources
and capabilities. But, as the author shows, this requires a major restructuring
of the existing economic system to increase the absorptive capacities and the
capabilities of the country. An FDI-led upgrading of the host country system
needs many steps in a virtuous interactive process between MNEs and the
host economic agents.

Klaus Weiermair and Mike Peters first describe the rise of MNEs in tour-
ism and the theories which try to explain this rise. They show to what extent
MNEs may be capable of outcompeting the small and medium-sized enter-
prises in apine tourism in Austria, and give some indications for economic
policy intervention on behalf of the small and medium enterprises. govern-
ment sponsoring of education and training to correct market failures in
education, anational and international competition policy against monopolis-
tic pricing of MNEs, and development of new forms of organisations for
cooperation between small and medium enterprises and sponsoring of inno-
vations.



Introduction 5

INTERNATIONAL FINANCIAL INSTITUTIONSAND
FINANCIAL MARKET STABILITY

Daniel Daianu, in a wide-ranging discussion of temporary problems of the
world economy, warns of fundamentalism in policy making and asks for
more creative policies which acknowledge particular circumstances.

He cites many examples in developed, developing and transition countries.
At the level of the international financial institutions, failuresin development
policy had been made by applying the ‘Washington Consensus’ rigidly, but
there is not only one way or one best practice. The backlash against
globalisation is a reminder of the perils of such monalithic policies. Free
trade and capital flows are not in all circumstances conducive to economic
growth and stability.

New theories show us the importance of multiple equilibria and undermine
some constructs of neoclassical economics. Also the different institutional
set-ups in transition countries make clear that there has to be a wide variety
and creativity of policy making.

Klaus Liebscher, Governor of the Oesterreichische Nationalbank (Central
Bank of Austria) deals with the measures used in the EU and global financial
institutions to increase the stability of financial markets.

National governments and national banks cannot handle the necessary
governance of world financial markets. Financial stability is a global public
good. Most of the financial crises of the past decades were caused by political
interferences in the supervisory process, weak regulations and lack of public
sector accountability and transparency.

Liebscher discusses the measures of the European Monetary Union of
Badle Il and the Financial Sector Assessment Program of the IMF as good
examples of international efforts at coordination and cooperation to avoid
financial crises in the future. There are also private initiatives of self-regula-
tion, for instance the International Council of Securities Associations (ICSA).

The central pillars of the international financial system (institutions, mar-
kets and the infrastructure) have been strengthened in recent times, but further
progress has to be made in implementing many practices which are already
recognised as desirable. Thislast sentence could be said to be the ‘ Leitmotiv’
for most of the authors of this book, who discussed and proposed many
initiatives for a better corporate governance of MNEs and reforms for inter-
national institutions to achieve more growth and stability and less poverty in
the world economy.



1. Internationa institutions and corporate
governance

John-ren Chen?

THE ROLE OF INTERNATIONAL INSTITUTIONSIN THE
GLOBAL COMMUNITY

The economics of international institutions is concerned with problems of
international public goods and cross border externalities, such as how to
provide international public goods, how to regulate market failures and how
to regulate cross border externalities. A public good has two crucial proper-
ties, namely non-rivalry and non-excludability of its consumption. Both public
goods and externalities can be limited geographically or not. Therefore there
are local public goods (LPGs) as well as global public goods (GPGs). Those
local public goods which are limited geographically within a country have
been considered in the theory of the state since the beginning of economics as
a discipline. A national government has the sovereignty to provide the na-
tiona public goods and to regulate the failures of the national markets, but
sovereign states have appeared incapable of providing globa public goods
efficiently or of regulating failures of global markets effectively without
international cooperation. The main reason is the existence of both global
players and conflicts of interest between the sovereign states. It is obvious
that an individual sovereign state is incapable of regulating activities of
global players effectively since the latter can switch their activities between
different countries. Among the global players multinational enterprises (MNES)
and international non-governmental organisations (NGOs) are the most ac-
tive in the modern global society. International institutions (I1s) and
international organisations (10s) have been able to provide a favourable
infrastructure for international coordination and cooperation. In this chapter
no distinction is made between Ils and 10s. Kindleberger (1986) identified
the following GPGs: trading systems, international money, capital flows,
consistent macroeconomic policiesin a period of tranquillity and as a source
of crisis management when needed. Stiglitz (1995), on the other hand, identi-
fied the following six GPGs: global security, global economic stahility,
knowledge, global environment, humanitarian assistance (for example for

6
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families) and global health, especially the control of contagious diseases (see
also Chen, 2001).

These identifications of GPGs are neither complete nor exclusive between
the different GPGs. While Kindleberger only considered those GPGs which
are needed for running a sound global economy, Stiglitz also took into ac-
count those which are used for a sustainable world economic development.
For a‘perfect’ sustainable world development more GPGs are needed. Peace,
culture and education can therefore be identified as additional GPGs. Con-
sumption (or production) of a good generates not only benefit (or cost) to the
consumer (or producer) but also to the society. Thus there are private benefits
(or costs) and also public benefits (or costs) generated by consuming (pro-
ducing) a good. The difference between the private and public benefits (or
costs) is called an externality. A public good involves in general substantial
externalities. Because of its externality a public good tends to suffer from
underprovision, since it is often rational for the individual actorsto let others
provide the good and to enjoy it as afree rider, free of charge. Thisistrue for
an LPG aswell asa GPG.

The identification of GPGs given both by Kindleberger and by Stiglitz
contains very broad categories of GPGs. They are not only related but also
not exclusive; for instance, global security and global economic stability are
strongly complementary to each other. Knowledge is also highly complemen-
tary to both of these. Ideas and instructions for an appropriate answer to a
guestion or solution to a problem are generally called knowledge. Math-
ematical theorems, computer programs, laws of chemistry and physics, and
laws of economics accordingly belong to the above definition of knowledge.

Knowledge, which is central to successful development, is recognised not
only as a public good but also a GPG. Non-rivalry and non-excludability are
the two critical properties of a public good. Knowledge as a PG is both non-
rival and non exclusive. The first property means that consumption by one
individual does not detract from that by another: ‘he who receives an idea
from me, receives instruction himself without lessening mine’ (Thomas
Jefferson). Knowledge of a mathematical theorem clearly satisfies this prop-
erty. Thisimpliesthat thereis zero marginal cost from an additional individual
enjoying the benefits of the knowledge. The second property (of non-exclud-
ability) of a public good implies that no one can be excluded. In other words,
the cost of excluding an individual from the enjoyment of a public good is
very high. Because of these two special properties knowledge will usually be
underprovided by the private sector. Recognising that knowledge is a GPG
and also central to successful development, the international community has
to take over a collective responsibility for creation and dissemination of
knowledge for perfect sustainable development. Knowledge of a good corpo-
rate governance system (CGS) is essential for efficient global resource
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allocation as well as sound global financial architecture and therefore crucial
for perfect sustainable global development. Ils are thus invited to provide
good CGSs.

The OECD as a global international organisation has taken over a collec-
tive responsihility for the creation and dissemination of a GPG — knowledge
for a sound corporate governance system: OECD, Principles of Corporate
Governance (in the following discussion in this chapter, Principlesis used as
an abbreviation). In its Preface, the OECD underlines the character of the
CGS as a GPG and encourages its widespread use:

Because good corporate governance is a shared responsibility, the OECD wel-
comes and encourages the widespread use of the Principles by governments,
private associations, companies, investors and other parties committed to improv-
ing corporate governance practices. The OECD looks forward to co-operating
with countries ..., with international organizations, regional organizations and
private sector bodies in the collective effort to strengthen the fabric of corporate
governance around the world.

This chapter is organised as follows: after the discussion of the role of 1Is
in the global community in the first section, some special characteristics of
the modern world economy are presented in the second Section. In the third
section a brief discussion about corporate governance (CG) and the main
issues studied within the CG are given. In the fourth section therole of aCGS
in global resource alocation and financial stability is discussed. In the fifth
section the OECD Principles of Corporate Government are briefly reported.
In the final section some core elements of a good CGS are proposed.

SOME SPECIAL CHARACTERISTICS OF THE MODERN
WORLD ECONOMY

The following special characteristics of the modern world economy are es-
sential in emphasising that the knowledge of good corporate governance is
central to the efficiency of resource allocation and stable financial architec-
ture. First is the separation of ownership and management in the modern
business community. The thesis of the separation of ownership from control
forms the basis of the new theory of capitalism, a phenomenon held to be
sufficiently dissimilar from its classical forbear to possess revolutionary im-
plications, not only in the sphere of economics, where it originated, but also
in the spheres of sociology and politics (see Beed, 1966). The separation of
ownership and management has been a prevailing property of the American
business community for more than half a century; according to Berle and
Means (1932) in most individual large companies the control is not influ-
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enced subject to or identical with the ownership to any significant degree, for
ownership is so widely distributed that no one individual or small group has
even aminority interest large enough to dominate the affairs of the company.
Therefore, since typically within the large company there is an implicitly
complete separation of ownership from control because of the wide disper-
sion of shareholdings, a similar situation characterises the socia context,
such as the direction of industry by persons other than those who have
ventured their wealth. The consequence of this separation induces the so-
called principal—agent problem. The owner or owners of a modern enterprise
(especidly alarge one), in general do not have the ability or capacity to run
the business, therefore managers are hired for this purpose. Managers of
enterprises have their own interest, which is not identical to that of the
owners. Also there exists asymmetric information between them. Since the
owners (or shareholders of a company) let managers run their business they
need to check whether the business is being run in their interest and whether
the managers are doing their best to manage the enterprise. It is obvious that
the action of managers has external effects on the owners of the enterprise.

A second characteristic concerns big and small shareholders. In a modern
enterprise, especialy a large publicly held share company, there are usually
many shareholders consisting of small and big investors, with much more
control or power over the enterprise exercised by the large shareholders.
Therefore large investors are more able to protect their interest and even
dominate in the control of the enterprise. Since the small shareholders have
little power and because of the widely distributed ownership with minor
interest to control they tend to be free-riders, and leave control of the enter-
prise to large shareholders. The share of ownership is quite different in
different countries of the world. According to Schleifer and Vishny (1996),
large shareholdings, especially majority ownership, are relatively uncommon
inthe USA. But in the rest of the world, large shareholdings are the norm. In
Germany, large commercia banks often control over a quarter of the votesin
major companies. Gortan and Schmid (1996) estimate that about 80 per cent
of the large German companies have over 25 per cent non-bank shareholders.
In smaller German companies, the norm is family control majority owner-
ship, or pyramids. In Japan, large cross-holdings as well as shareholdings by
major banks are the norm. In France, core investors (with cross-ownership)
are common. In most of the rest of the world heavily concentrated share-
holdings seem to be the rule. Because of the uneven distribution of power to
the detriment of the small shareholders a good CGS has therefore to concern
itself with protecting their interests against the expropriations of the big
shareholders and the management of the company.

There are several ways for investors to invest their money and, similarly
for firms to obtain financial product capital. Roughly speaking, there are two
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categories of financial contracts, debt and equity. A debt is a contract in
which a borrower obtains some funds from the lender and promises a pre-
specified stream of future payments to the lender. Usually the borrower
promises in addition not to violate a range of covenants, such as maintaining
the value of the firm’s assets. An equity represents an ownership of a share of
the firm’'s net capital. People holding equities of a firm are shareholders.
Unlike lenders or creditors, shareholders are not promised any payments in
return for their financial investment in the firm. They often receive dividends
at the discretion of the board of directors. Unlike lenders, shareholders do not
have aclaim to special assets of the firm used as collateral for a debt contract,
but a shareholder typically gets the right to vote for the board of directors.
Even thisright is not universal, since many countries have multiple classes of
common stock. The voting rights for small shareholders are of limited value
unless they are concentrated. But concentrated action by a large group of
shareholders is required to take control via the voting mechanism, therefore
most small shareholders do not even have an incentive to become informed
on how to vote. Preference shares are a specia financial contract with a
character between a debt and an equity.

In thisintroduction | do not intend to discuss the details or the differences
of the ways in which the suppliers of finance to corporations assure them-
selves of getting a return on their investment. It is important to point out the
variety of possibilitiesfor both the corporations and the investors to make an
‘optimal’ decision on corporate finance and portfolio investment, respec-
tively. Since the financial market is not perfect, for reasons such as
asymmetrical information, moral hazard and principal—agent problems, the
proposition of Modigliani-Miller is not appropriate for the real business
world. Because of differences in preference with respect to risk and uncer-
tainty, different optimal portfolio combinations of debt, preference equities,
equities and other financial assets will be the rule for financial investors. A
corporation will in general carry out its optimal use of product capital. Owing
to the imperfect competition on financial markets described above, some
regulations are needed, especially to enable the suppliers of finance to corpo-
rations to assure themselves of getting areturn on their investment.

In a modern economy not only shareholders and managers but also
stakeholders are important actors. A corporation, as a producer, needs not
only capital, but also labour, as an indispensable production factor, and
customers, as buyers of its outputs. Theoretical propositions suggest that
‘perfect’ competition would force firms to minimise cost and provide an
efficient resource allocation, but sincein real life alot of markets for products
and also for labour are not perfectly competitive, regulations are needed to
resolve the market failures. Markets for products are not perfectly competi-
tive either because of the different market power, asymmetrical information
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between their buyers and suppliers, and also because of the long-term charac-
ter of transaction contracts, especialy for durable goods. On a product market
suppliers usually have much higher market power and get more information
about the quality of the product than the buyers. Because of the long-term
character of a transaction contract, customers who buy the durable product
need to be assured of its usefulness. Therefore a justification for the regula-
tion of business to correct failures of markets was already given by the
classical economist John Stuart Mill (1962, p. 227): ‘trade is a socia act.
Whoever undertakes to sell any description of goods to the public, does what
affects the interest of other persons, and of society in general, and thus his
conduct, in principle, comes within the jurisdiction of the society’.

Employees have in general had weaker bargaining power over an employ-
ment contract than the employer. Furthermore, because of the high degree of
specialisation in the modern economy, specific skill is needed. Skilled labour
has to undergo lengthy training. This implies that the people who have
invested in obtaining a specific skill need to be assured of getting the desired
reward for their effort. The corporate governance mechanism should provide
this assurance. Otherwise a specific skill will be underprovided. Additionally
productivity of labour has played acrucial role in the good performance of an
enterprise. Different measures have therefore been applied to enforce the
productivity of labour. Workers' participation in management has been infor-
mally or formally implemented as a way to increase motivation of labour. In
most European countries workers' participation in management is usually in
the form of a legally formal mechanism which permits representatives of
workers to influence organisational decisions. A corporation carries out its
activities in the society through the headquarters, the plants and subsidiaries
and utilises local public goods and causes environmental pollution just like
other members of the society. Public goods have been provided by public or
private producers, but they are generally regulated. To provide public goods
both local and national authorities collect taxes. Taxation is an important
example of a CGS in the modern business community. In general, a firm's
audited balance sheet has been used for the purpose of assessing its tax
liability. This imposes a role on the management to provide business infor-
mation to shareholders, investors, banks and others in the society and to the
state. Obviously there are entirely different interests for the state as collector
of tax and for the shareholders as payers of tax. The single balance sheet has
to serve these conflicting purposes. Because internationally there are differ-
ences in the standards of accounting and auditing systems, a single nationally
audited balance sheet seems unable to fulfil this dual role of MNEs.

For the suppliers of finance and corporations the most important perspec-
tive on corporate governance (CG) is an agency perspective because of the
separation of ownership and control. For the suppliers of finance the main
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guestion to be answered with respect to CGSisto know how investors get the
managers to give them back their money. For the employees as stakeholders
the most important question with respect to the CGS is how to ensure that
their rights, which are protected by law, are respected.

In addition, as mentioned in the preface of the OECD Principles, the best
run corporations recognise the business ethics and corporate awareness of the
environmental and social interest of the communities in which they operate,
because these can have an impact on the reputation and long-term perform-
ance of corporations.

CORPORATE GOVERNANCE

Corporate governance in the narrow sense deals with the ways in which
suppliers of finance to corporations assure themselves of getting a return on
their investments. Schleifer and Vishny (1996, p. 2) identify the following
questions for corporate governance. How do the suppliers of finance get
managers to return some of the profits to them? How do they make sure that
managers do not steal the capital they supply or invest it in bad projects?
How do suppliers of finance control managers? According to the OECD,
‘Corporate governance relates to the internal means by which corporations
are operated and controlled” (OECD, Principles of Corporate Governance,
1999, p. 5). Following this definition, corporate governance deals not only
with the ways in which the suppliers of finance to corporations assure them-
selves of getting a return on their investment but also with the means to
ensure that corporations take into account the interests of a wide ranges of
constituencies, as well as of the communities within which they operate, and
ensure that their boards are accountabl e to the company and the shareholders.

The Program Committee of the 2nd CSI Annual Conference follows the
definition of the OECD Principles. In the second section of this the external
effects of a corporation in a modern economy were explicitly presented.
Thus, according to the economic theory of the states, governments have to
play a central role in shaping the legal, institutional and regulatory climate
within which individual corporate governance systems are developed. But in
our global world economy, where there are global players (such as MNEs and
non-profit-oriented NGOs), the sovereign state is not able to regulate these
global players. Therefore international institutions are called on to provide a
global legal, institutional and regulatory climate for developing good corpo-
rate governance systems. Additionally the external effects caused even by
nationally active corporations can influence other countries because of inter-
national interdependence of economic activities. Therefore the role of Ils has
been essential, especialy in providing GPGs. Knowledge has been identified
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as a GPG. A good CGS can aso be classified as a CPG of the category
‘knowledge’ which can be efficiently provided by lls.

In the modern world economy the importance of private corporations for
the welfare of individuals has increased, as market-based approaches to eco-
nomic policy have been adopted in aimost all countries of the global society.
Private corporations have been the most important actors to create jobs,
produce goods and services at reasonable prices, generate tax income and
increasingly to manage our financial resources; they are also mainly respon-
sible for our sustainable global development. Because of growing reliance
worldwide on the private sector, the CG issue has similarly increased in
importance. Although governments play a central role in shaping the legal,
institutional climate for developing an individual CGS, the main responsibil-
ity lieswith the private sector. The different legal and institutional frameworks
of individual countries as well as the responsibility of the private sector have
been the main reasons for there being different CGSs in the world. Among
the current developed countries of the world, the United States, Germany,
Japan and the United Kingdom have some of the best CGSs. The differences
between them are probably small relative to their differences from other
countries. In this volume Hans Hinterhuber discusses these best CGSs of the
developed countries.

THE ROLE OF A CORPORATE GOVERNANCE SYSTEM IN
GLOBAL RESOURCE ALLOCATION AND FINANCIAL
STABILITY

The corporation has been established as a legal entity to do business as an
individual would but with the added ability to assemble and use the capital
of numerous individuals and can therefore undertake tasks beyond the
reach of any single person. The liability of investors has been limited to the
amount of their original investment. The powers and responsibilities of the
managers who are charged to run the business are defined, and the investors
as owners who in general do not run the business of the enterprise by
themselves are assured of a vote on the significant affairs of the corpora-
tion. The MNEs have in general been transnational corporations. The
separation of capital from management has significant implications for the
modern global economy.

Thefirst is managerial capitalism versus traditional capitalism. Traditional
capitalism is characterised by enterprises with the classic entrepreneurs who
own and run the business by themselves with the objective of profit
maximisation. Manageria capitalism is characterised by corporations with
separation of ownership from management. A lot of publications have identi-
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fied the managerial motives as saary, security, power, status, prestige and
professional excellence and have summarised the objective of the managerial
decision as to realise their aims as fast as is permitted by the capital market
on the one hand and by their product markets on the other (see Marris, 1963,
1964), Williamson, 1963, 1966) or to maximise the rate of growth of sales
(see Baumol, 1962).

The second implication is the fast growing influence of large corporations
both nationally and internationally with an increase in their market powers,
which imply imperfect markets or market failures. The third implication is
the need for a good CGS. With a few exceptions, such as Du Pont and, to a
lesser degree, Firestone and Ford, which have participated actively in man-
agement, among the 200 largest corporations in the United States there are
few in which owners exercise any important influence on decisions (see
Galbraith, 1970, p. 91).

The recent corporate scandals of US corporations, the Enrons and World
Coms, and the financial crises in Asia, Russia and now in Argentinia have
made amply clear to other countries around the world why the issue of
transparency and accountability in CG is so important for investor confidence
and for overall national economic performance. The bosses of companies
such as Enron and World Com violated investors' trust, brought ruin on their
companies owners and caused (national) financial turmoil as well as eco-
nomic instability. The financial crises in individual countries in our global
community, such as the Asian crisis, have induced contagion effects in an-
other countries. These experiences have shown the important role of the CGS
in global resource allocation and financial stability.

Making an investment is a decision with long-run effects in the returns on
the investment and on the wealth of the individual investor. Because of
asymmetrical information between the corporation and the investors, a CGS
is essential for the suppliers of finance. A good CGS will increase the trust of
investors and enable corporations to receive financia resources. Since both
returns and risks are important determinants of portfolio decisions of the
investors, a reduction in risk with similar returns will increase investment
volume, reduce the price (expressed in interest burden of the production
capital) and increase capital input and production activities. On the other
hand, a bad CGS does not prevent the managers from expropriating the
competitive return after the capital is sunk. In such a CGS corporations find it
hard to gain the investors' trust and therefore it is not easy to raise external
finance for running a business and a higher price has to be paid. In a global
financial market countries with a good CGS will obtain more financial re-
sources and reduce the cost of capital. An improvement of the CGS strengthens
the confidence of domestic investors in a country’s own corporations and
stock markets. This in turn matters greatly to the long-term competitiveness
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of corporations and to the overall health and vitality of national economies
and global economic devel opment.

Empirical studies have shown that less developed countries (LDCs) in
general do not have agood CGS. Thusthe international community, through
institutions like the World Bank or UNCTAD has a collective responsibility
for the creation and dissemination of knowledge for development, includ-
ing a good CGS. The OECD recognised that good CG is a GPG and
developed a set of standards and guidelines for good CG. It tries to cooper-
ate with countries within and beyond OECD membership, with |Os such as
the World Bank and the IMF in the collective effort to strengthen the fabric
of CG around the world. Countries whose CGS is bad can increase their
access to global financial resources and make a crucial contribution to
creating a sound financial structure. LDCs in general have low saving rates
and need financial resources from the international capital market to sup-
port their economic development. But, because of their ‘bad’ CGS, the
LDCs have found it more difficult to reap the benefits of the global capital
market. If they are to attract financial resources especially long-term financial
capital from outside, their corporate governance arrangement must be cred-
ible. Therefore improving the CGS in LDCs can reduce the international
difference in interest rates and enable an integration of the international
financial market. In this way an improvement in efficiency of resource
allocation can be expected.

THE OECD PRINCIPLES OF CORPORATE GOVERNANCE?

Acknowledging the importance of a CGS for the overall national and interna-
tional economic performance, the OECD, in conjunction with national
governments, other relevant 10s and the private sector, developed a set of
corporate governance standards and guidelines in 1998 and published the
Principles of Corporate Governance in 1999 (hereafter the Principles).

The Principles consist of a preamble and five sections which represent the
rights of shareholders, the equitable treatment of shareholders, the role of
stakeholders in corporate governance, disclosure and transparency and the
responsibilities of the board, respectively. Part of the Preamble reads as
follows:

The Principles are intended to assist member and non-member governments in
their efforts to evaluate and improve the legal, institutional and regulatory frame-
work for corporate governance in their countries, and to provide guidance and
suggestions for stock exchanges, investors, corporations, and other parties that
have arole in the process of developing good corporate governance. The Princi-
ples focus is on publicly traded companies. However, to the extent they are
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deemed applicable, they might also be a useful tool to improve corporate govern-
ance in non-trades companies, for example, privately held and state-owned
enterprises.

Increasingly, the OECD and its Member governments have recognised the
synergy between macroeconomic and structural policies. One key element in
improving economic efficiency is corporate governance, which involves a set of
relationships between a company’s management, its board, its shareholders and
other stakeholders. Corporate governance also provides the structure through
which the objectives of the company are set, and the means of attaining those
objectives and monitoring performance are determined. Good corporate govern-
ance should provide proper incentives for the board and management to pursue
objectives that are in the interests of the company and shareholders and should
facilitate effective monitoring, thereby encouraging firms to use resources more
efficiently.

The Principles focus on governance problems that result from the separation
of ownership and control. Some other issues relevant to a company’s decision-
making processes, such as environmental of ethical concerns, are taken into
account ...

The degree to which corporations observe basic principles of good corporate
governance is an increasingly important factor for investment decisions. Of par-
ticular relevance is the relation between corporate governance practices and the
increasingly international character of investment. International flows of capital
enable companies to access financing from a much larger pool of investors. If
countries are to reap the full benefits of the global capital market, and if they are
to attract long-term ‘patient’ capital, corporate governance arrangements must be
credible and well understood across borders.

The Principles acknowledge that ‘ There is no single model of good corpo-

rate governance. At the same time, work carried out in Member countries and

Wi

thin the OECD has identified some common elements that underlie good

corporate governance. The Principles build on these common elements and
are formulated to embrace the different models that exist.

The Principles comprise the following:

The rights of shareholders: the corporate governance framework should
protect shareholders’ rights.

The equitable treatment of shareholders: the corporate governance frame-
work should ensure the equitable treatment of all shareholders, including
minority and foreign shareholders. All shareholders should have the
opportunity to obtain effective redress for violation of their rights.
Theroles of stakeholdersin corporate governance: the corporate govern-
ance framework should recognise the rights of stakeholders as established
by law and encourage active cooperation between corporations and
stakeholdersin creating wealth, jobs and the sustainability of financially
sound enterprises.

Disclosure and transparency: the corporate governance framework should
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ensure that timely and accurate disclosure is made on all material matters
regarding the corporation, including the financial situation, performance,
ownership and governance of the company.

5. The responsibility of the board: the corporate governance framework
should ensure the strategic guidance of the company, the effective moni-
toring of management by the board and the board’s accountability to the
company and the shareholders.

SUMMARY REMARKS

Summarising the above discussion, a good CGS for a modern enterprise has
to take a number of points into consideration. First, the private sector has to
take initiatives to develop best practice in CG to realise its objectives of
running businesses.

Second, the problems of CG have resulted from the separation of owner-
ship and control of finance. Managers of a modern enterprise not only have
more information than their owners, but in addition they make business
decisions and actually run the business. Because of the different interests of
management and ownership, especially in large companies usually character-
ised by the separation of ownership and management, a good CGS has to be
able to assure the investors of getting a return on their investment.

Third, because of externa effects and asymmetrical information, regula-
tions are needed to correct market failures and to improve efficiency of
resource allocation. Policy makers have to develop legal and regulatory frame-
works for CG.

Thus Ils, governments and the private sector are responsible for good CG,
especially for MNEs which in general are characterised by the separation of
ownership from management. While I1s provide favourable infrastructure for
cooperation of national governments who have to play a centra role in
shaping the legal, institutional and regulatory climate within which indi-
vidual CGSs are developed, the main responsibility lies with the private
sector.

Since government has to reflect its own economic, social, legal and cul-
tural circumstances in developing its legal and regulatory framework for CG,
and the private sector has to develop its own practice for CG, there is no
single good CG. A legal and regulatory framework for CG has to provide
sufficient flexibility to allow markets to function effectively and to respond to
expectations of shareholders and other stakeholders. In a dynamic global
economy, corporations must innovate and adapt their CG practices so that
they can meet new demands and grasp new opportunities. Similarly the legal
and regulatory frameworks have to be adjusted to the needs of the new
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development of the community. Therefore, in the study of CG, both theoreti-
cal and empirical contributions have been able to make important contributions
to create new knowledge for the GPG.

NOTES

1. | amindebted to Dr Richard Hule for his valuable comments.

2. The OECD is going to revise the Principles of Corporate Governance discussed in this
section because of several scandals of multinational enterprises in recent years. The focus
of the revision is how to improve the transparency in corporate governance. A process of
‘peer review’ should contribute to a progressive improvement of the rules proposed by the
OECD Principles of Corporate Governance in individual countries.
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2. Global capitalism: the moral challenge
John H. Dunning!

INTRODUCTION

Itisjust over 14 years since the fall of the Berlin Wall, and the burgeoning of
the Internet and e-commerce. These events, the one political and the other
technological, coupled with the extensive liberalisation of cross-border markets,
and the advent of several new players on the world economic stage, heralded a
new era for the global community. In the last decade, a plethora of scholarly
and popular monographs and articles have explored the implications of this
phenomenon, popularly referred to as ‘globalisation’. In the beginning, there
was nothing but praise for it; then, in the mid-1990s, its downsides began to be
highlighted. More recently there has been a ‘backlash’ against the ‘backlash’,
fuelled in part by the tragic events of 11 September 2001 and their aftermath.
My reading of the latest contributions on the subject by such analysts as
George Soros (1998, 2002), Thomas Friedman (2000) Paul Streeten (2001) and
Joseph Stiglitz (2002), is that they are showing a much more redlistic and
balanced appreciation of the constraints and challenges of globalisation. | sense
that there is a growing feeling that if we can ‘get it right’ (and ‘right’ includes
the right way to globalise), global capitalism, as it is now emerging, can help
achieve many of the economic and socia aspirations which most people hold
dear, better than any other aternative currently (and | stress currently) on offer.
(Dunning, 2000; Friedman, 2000; Fukuyama, 1999; Sen, 1999).

If we get it right. ‘If" is clearly the critical word. What, then, needs to be
done to devise and monitor a global economic architecture which is efficient,
morally acceptable, geographically inclusive and sustainable over time? In
what follows | will try and identify a few of the more important conditions
which, | believe, need to be put in placeif thisis to be accomplished. Severa
of these, particularly the economic prerequisites, have aready been well
aired elsewhere.® Because of this, my thoughts and views will focus on (what
| perceive to be) the essential moral foundations of the global architecture if
it isto meet the demands likely to be made of it.

More particularly, | propose to explore, and base my observations on, three
propositions:

20
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1. Responsible global capitalism (RGC) (and | will define what | mean by
this later) should not be considered as an end in itself, but rather a means
towards providing aricher, healthier and more meaningful life style for
individuals and their families; and of advancing the economic objectives
and the social transformation of societies.

2. Inorder to move towards a more inclusive and acceptable global capital-
ism, the organisational structures and strategies of each of its participating
organisations and institutions (markets, civil society, governments and
supranational agencies) need to be reconfigured and strengthened.

3. RGC can only be achieved and sustained if there is a strong and gener-
ally acceptable moral ecology underpinning the attitudes, motives and
behaviour of its constituent individuals and organisations; in a transform-
ing global society, this ecology needs continual reappraisal and careful
nurturing by the appropriate incentives and enforcement mechanismes.

GLOBALISATION, GLOBAL MARKETSAND GLOBAL
CAPITALISM

Let me now briefly define the main global concepts | shall deal with in this
presentation. These are globalisation itself, the global market place and
global capitalism. Each has its own distinctive meaning, although, all too
often, they are treated as if they were one and the same. By globalisation, |
mean the connectivity of individuals and institutions across the globe, or at
least, over most of it. Such connectivity may be shallow or deep, short or
long-lasting. It may be geared to advancing personal or institutional inter-
ests and economic, cultural or ideological goals. There are many channels
of cross-border connectivity, but the Internet is the quintessential vehicle of
modern interpersonal and intercorporate communications. Globalisation is
amorally neutral concept. In itself, it is neither good nor bad, but it may be
motivated for good or bad reasons, and used to bring about good or bad
results.

The ‘global market place’ refers more specifically to the flow of goods,
services and assets across national boundaries which are mediated through
the market place, the price, quantity and quality of which is determined by
the participants in the market. All of us, directly or indirectly, participate in
global markets; look, if you will, at the labels of origin on the goods each of
us buys at our local supermarkets. As workers, too, many of us are helping to
supply goods and services for sale in export markets, or are employed by
foreign-owned firms. In our leisure pursuits, we may travel abroad, look at
foreign TV and purchase the services of foreign airlines, hotels and ethnic
restaurants. All of uslike to get the best deal we can out of the market; indeed
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the market system is designed on the premise that the self seeking of its
participants yields socially beneficial results.

The concept of ‘global capitalism’ (GC) is more difficult to get a handle
on. There is really no such thing as a global capitalist system today in the
same way as thereisaglobal firm. For thisto be so there would have to be a
single and centralised system of global governance. Instead, what we have
is a large number of distinctive national (or regional) capitalist systems
each of which are connected through a network of cross-border economic
relationships, and particularly through the free or relatively free movement
of goods, services, capital and information across the globe (Hall and
Soskice, 2001). | use the word ‘system’ advisedly. GC, as a social system,
embraces much more than global markets. It includes a set of non-market
organisations within which the market is embedded and which, together,
characterise aglobal society (Hamlin, 1995). Inter aliait is the task of these
institutions to set the rules and monitor the behaviour of markets, to engage
in a variety of market-facilitating and/or regulatory activities, and to pro-
duce public goods and services, which, left unaided, the market is unable or
unwilling to produce.*

GC, then, is asystem made up of individuals, private commercial corpora-
tions, civil society, governments and supranational agencies. Each has a
unique and critical role to play in advancing and sustaining the goals of GC;®
and it is on GC rather than globalisation or the global market place that |
propose to focus my thoughts. More especially | shall be asserting that if
RGC isto achieveitsgoals (and | will describe these more fully alittle later)
there has to be a set of ethical ground rules to which all its constituents must
adhere. It is not enough for the organisations of RGC to perform efficiently;
they have to do so in a way which conforms to certain ethical standards. For,
at the end of the day, the answers to the questions of ‘what goods and
services should be produced’, ‘how and where best to produce them’ and
“how the resulting benefits be distributed — the three tasks which RGC must
seek to address — critically depend on the values and virtues of the individu-
alsand ingtitutions participating in the system. Unless these values and virtues,
including those which are not easily translated into a monetary value, are
factored into the workings of RGC, then its economic benefits are unlikely to
be either fully realised or sustainable.

The interaction between the moral obligations of the participants in the
RGC system — be they individuals or organisations — is a complex and
changing one. It has long been acknowledged that, if the market systemisto
be both efficient and equitable, the transacting participants must behave in a
socially responsible manner. But some commentators® take this a step further
and assert that there are certain endogenous features of the market which
ensure the required standards of honesty, truth, reciprocity and integrity.”
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However, this claim may be questioned whenever markets are intrinsically
imperfect, uncertain or volatile, or where its participants behave in a non-
competitive way. And it is these features of global markets on which those
who are the most critical of them tend to focus.®

Similarly it is generally accepted that good government does not just mean
that national administrations should perform their tasks efficiently, but that
they should do so without corruption, dishonesty or nepotism, and with a
commitment to transparency, accountability and the pursuit of social justice.
History, indeed, is replete with examples of private enterprises, labour un-
ions, governments and NGOs eroding the benefits of societal capitalism by
their unacceptable moral codes and behaviour.

At the same time, the ethical content of RGC must also reflect the wider
social and cultural mores of society. These are likely to be highly contextual
over time and space. Thus societies with a Confucian tradition are likely to
interpret the ideal conduct of their capitalistic organisations differently from
those steeped in a Christian or Jewish tradition, while the strong emphasis
currently placed on individual freedom by Western societies is likely to
generate mind sets and behaviour (for example, towards education, innova-
tion and entrepreneurship, and to the idea of social safety nets) very differently
than the erstwhile Communist countries or Islamic communities. The ques-
tions then arise, ‘ Should today’s RGC be modified to reflect these different
attitudes and virtues? and ‘Does its emergence demand that, as, when and
where appropriate, these mores, or their prioritisation, be harmonised?

THE TASKS OF RGC

| have suggested that the success of RGC is best judged by its ability to
deliver economically efficient and socially acceptable answers to three ques-
tions: ‘what to produce’, ‘how to produce’ and ‘how to distribute the benefits
arising from global economic activity. | have further averred that each answer
must rest on both the capabilities and the intentions of each of the participat-
ing institutions, and on the moral outcomes of their actions. Let me now
explain what | mean by evaluating the current status of RGC.

The Goals of RGC: the ‘“What Should be Produced?’ Question

Until quite recently, the efficacy of alternative economic systems was largely
measured by the market value of the individual goods and services produced.
The aggregate of these individual values was the gross national (or domestic)
product per capita. Not surprisingly, then, the main goal of capitalism was
perceived to be that of increasing GNP (or GDP) per head.
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Such a measure is increasingly viewed as only a partial reflection of
economic and social wellbeing, though sages of yesteryear were no less
critical of the benefits of material wealth per se.® Thisis partly because it is
recognised that money prices, even when markets work well, do not necessar-
ily reflect real economic welfare (adollar alocated to reducing such ‘bads’ as
AIDS, or crime prevention, is counted the same as that spent on housing and
food). Moreover such an index excludes those goods and services which are
not transacted in the market place, or those to which it is difficult to attach a
price tag, such as the protection of the environment, road safety, a far
judicial system and reducing hospital waiting lists, not to mention such
intangible benefits as reputation, sovereignty and, most of all, freedom of
choice. Several attempts have been made to devise more acceptable measures
of living standards. The United Nations Development Program, for example,
has compiled a human development index (HDI) which adds to GNP per
head such variables as life expectancy and educational attainment (UNDP
2000).%0

However, the point | wish to emphasise is that, in evaluating the efficacy of
RGC, we first need to establish the criteria by which we are to judge it.
Exactly what are the objectives and aspirations of society which, if they are
to be met, involve the use of scarce resources? Such goals and aspirations, it
should be observed, are not static; new goods and services are continually
entering the salad bowl of economic welfare, and many of these either are not
marketed or take the form of public goods, that is goods we share with other
people. At the same time, consumer preferences are often highly contextual.
Compare, for example, the contents of a desirable living standard of a mod-
ern English or Canadian family with those of its counterpart a century ago; or
those of an average Japanese with an average Nigerian family today.

What of the specific impact of global capitalism on societal objectives?
The main impact is surely twofold. First, thanks to modern travel, TV and
information channels, there is an increasing awareness of the desires and
preferences of people throughout the world. Thisis leading to both a conver-
gence and a divergence of consumer wants and expectations. Demand is
converging for such global products as Nike shoes, mass-produced cars,
musical and sporting events, five star hotels, some TV programmes and
financial services. But, there is also divergence to cater for localised needs
and tastes: ethnic food, indigenous tourist attractions, and intangible assets
such as ethnic culture are examples. Second, | sense that part of the aware-
ness is a growing recognition that ‘man does not live by bread alone’, and
that values such as reputation, personal security, adequate health provision,
minimum |labour standards and environmental protection must be reprioritised
and addressed by the institutions of RGC. And | repeat that these values,
some of which have a high mora content, are germane to our discussion
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whenever and wherever their attainment involves the use of the world’'s
scarce resources.

Production and RGC: the ‘How and Where Best to Produce Question’

The second task of RGC is to produce the type, quantity and quality of goods
and services that global society wants in the most efficient and socially
acceptable way. Again most economists accept there are some goods and
services best provided by the market, some by non-market organisations (e.g.
by governments or NGOs) and some jointly by the private and public sector.
The costs and benefits of production are also likely to vary according to the
location of that production. In the textbook case of perfect competition, the
market is fully up to meeting these objectives. But, increasingly, in an uncer-
tain, unstable and innovation driven global economy, and one in which
international public goods are being increasingly valued, this ideal state of
affairsisfar removed from reality.

More often than not, markets — be they product, finance, technology or
labour markets — are structurally or intrinsically imperfect and, in many, but
not all, instances globalisation has exacerbated these imperfections. In par-
ticular, cross-border movements of corporate and financial capital tend to be
much more volatile than their domestic equivalents. An innovation-led
economy is, almost by definition, an economy of change and creative de-
struction. Global markets today are frequently dominated by afew large firms
or interest groups which, because of their size and geographical scope, can
exploit such market failures as information asymmetries, moral hazards and
monopoly power to their own advantage; and in so doing they may be
tempted to behave in an unacceptable way.!! Some factor inputs e.g. un-
skilled or semi-skilled labour and some kinds of activity are location-bound,
and cannot easily respond to global market signals. Attempts to regulate the
conduct of market participants and to help producers and workers to adapt to
changing market needs have been around since the mid-nineteenth century.
But, the impact of recent technological advances and globalisation has added
a new, and more urgent, dimension to the debate. At the same time, demands
by consumers for more transparency and accountability, and a closer moni-
toring of the behaviour of producersin sensitive markets, are becoming more
vocal.

In short the standards expected from the value-adding activities of the
organisations of RGC are being continually upgraded, while the moral under-
pinning of these activities is becoming a more integral part of their success.
Thisisparticularly seen intwo directions. Thefirst isin the dramatic increase
in the number of cooperative ventures concluded between firms (including
many across national boundaries) which, themselves, are reactions to the
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demands of the global market place and knowledge-based economy. It is here
where the virtues of relational assets such as trust, reciprocity and forbear-
ance are the sine qua non of business success.'?

The second direction relates to the growing ease with which companies
can tap global markets for their inputs, either by way of trade or by foreign
direct investment (FDI). The ability to engage in both the horizontal and the
vertical division of labour by MNEs has dramatically increased as transport
costs and tariff barriers have declined. But one ethical challenge arising from
the shifts in the ‘where’ of production, demanded on efficiency grounds, has
been the growth of sweat shops and the use of child labour in several poorer
developing countries, notably in East Asia. As | shall demonstrate later, there
are several parallels between such downsides of globa capitalism and the
‘dark satanic mills' of nineteenth-century Britain, so vividly portrayed by
William Blake.

RGC and the Distribution of Income: the ‘Who GetsWhat’ Question

It is often said that capitalism is a better instrument for the creation of wealth
than it is for the equitable distribution of its benefits. Indeed some would go
asfar asto say that this latter task is the responsibility of governments rather
than that of markets. Certainly it is widely acknowledged that the market
economy, left to itself, islikely to result in an uneven distribution of income.
Economists usually explain thisin terms of the differential productivity of the
factors of production, and the ability of some individuals and institutions to
command large economic rents for goods and services which are absolutely
scarce, or where they have the power to prevent or eradicate competition.
Whatever one's conception of a fair wage or saary, it is a fact of life that
there is only one Bill Gates, one Michael Jordan, and one David Beckham,
while it is also human nature to charge what the market will bear for one's
services. At the same time, it seems to me somewhat incongruous that, while
deploring enormous income differentials between individuals and the exces-
sive profits of some firms, we, as consumers, are often all too ready to pay
large sums of money to buy the goods or services they provide.

Again there is nothing new in this attribute of free markets. It has always
rewarded success (as judged by its own criteria) and penalised failure. How-
ever it is worth remembering that success can be both short-lived (as in the
sporting world), unpredictable (as in the world of business) and fickle (asin
the world of entertainment) and that high rewards may have taken much
investment in time and money to achieve. And, | repeat, it has always been
accepted by capitalist societies that it is the responsibility of non-market
institutions, and particularly governments, to put right any perceived injus-
tices of the market place.
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So why is this issue of equity and social justice such a central part of the
agenda of those critical of GC; and why are so many of us schizophrenic in
our attitudes to wealth creation and wealth distribution? | would suggest
three reasons. First, globalisation — and all the features associated with it —
have exposed us as never before to the huge resource and income gaps both
between countries and within countries. For example, it is estimated that 90
per cent of the world’s innovatory capacity resides in the Triad nations which
account for only 10 per cent of the world's population (UNDP, 2000). How-
ever, of greater moral concern, perhaps, is the fact that over a billion people,
or one-quarter of the world’s population, live on less than one dollar a day
(World Bank, 1999/2001), while the 100 or so richest individuals in the
world (probably more than half of whom live in some of the poorer countries)
have amassed fortunes worth more than this combined income.

Second, | perceive there is a heightened sense of awareness by the manin
the street in the richer nations about the extreme economic deprivation of
those in the poorest regions of the world. However, when this comes to
taking action which might redound to their disadvantage, there is a good
deal of ambivalence and hesitancy.'® At a governmental level (as seen by
the reaction to appeals to millennium debt cancellation and to the boosting
of aid), there is an anxiousness to avoid upsetting the workings of the free
market, or offending future voters by an unacceptable reprioritising of
objectives. Third, and, perhaps, most importantly, there is currently no
supranational form of governance which can correct or lessen any eco-
nomic or socia inter-country inequities arising from the global market
place, in the same way as national governments can, and do, help to miti-
gate the effects of intra country inequities. Nor is it clear that there is, or
could be, common consensus on the contents of global social justice. Be-
cause of this, | do not foresee any easy or comprehensive answer to this
particular moral dilemma of RGC, but, as | shall explain later, | believe the
teachings of the leading religions of the world offer a useful — and a global
— basis for such a consensus.

CAN WE LEARN FROM HISTORY ?

| have already alluded to the fact that much of the debate over the content and
performance of RGC is but arehearsal, albeit an extended and more complex
rehearsal, of that which was sparked off by the emergence of industrial
capitalism two centuries ago. | think it may be instructive to pause for a
moment and consider how our Victorian forefathers dealt with the challenges
of this new phenomenon at the time, and what, if any, lessons we might draw
from their actions.
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A recitation of the challenges posed by nineteenth-century capitalism would
contain amost all those posed by its modern counterpart, except that its
geographical ambit rarely extended beyond national boundaries. Such social
downsides as child labour, prostitution, the absence of safety nets, the lack of
an appropriate legal and social infrastructure, limited property rights, inad-
equate hygiene or safety regulations, harsh working conditions, financial
fraud, unemployment, widespread poverty and an increase in serious crime
al ran alongside the unprecedented increases in material welfare (Searle,
1998).

Of course, not al these social ills could, or should, be attributed to laissez
faire capitalism. Many, indeed, were inherited from the libertarianism of the
pre-Victorian era, and the results of the Napoleonic wars; but, certainly, most
were exacerbated by the new industrial age. What then was the response to
these challenges? There were many and varied, but | will pinpoint just one or
two which are of particular relevance to our present interests.

First, successive governments stepped in by enacting a variety of laws and
regulations, starting with the Factory Act of 1833, to improve working condi-
tions, and initiating a series of major reforms with respect to health, sanitation
and housing (Himmelfarb, 1995). No less important, they widened the fran-
chise of the electorate (the 1832 Reform Act saw the true beginnings of
inclusive democracy) and pioneered compulsory and free education. The
introduction of limited liability and legislation to protect property rights
followed. Both local and central governments helped provide and finance
public utilities and new means of transport. Successive administrations, not
to mention the Queen herself, did much to set and support (but not to enforce
by legislation) a moral ecology for Victorian society.* In particular, stress
was placed on the importance of family life, self-discipline, prudence and
social responsibility, virtues which Max Weber (1930) so much admired in
his study of the Protestant ethic and the spirit of capitalism.

Secondly, the nineteenth century saw a spectacular rise in the role of civil
society, in the guise of religious organisations, friendly societies and philan-
thropic agencies. These early NGOs took upon themselves the task of
ameliorating the worst social effects of a new industrial age, including those
arising from unrestrained urbanisation. There was a strong humanitarian
motive behind this movement, which was as much in evidence in the USA as
in the UK (De Tocqueville, 1981).

The third response, and this occurred more abruptly across the English
Channel, was to replace, partly or wholly, capitalism with socialism or social
democracy. Here the argument was that, however much capitalism may have
pushed out the boundaries of material wealth, it had failed dismally to ensure
the social wellbeing of the majority of people. It was, de facto, an exclusive
economic system, and governments were either unable or unwilling to inter-
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vene in the workings of the market to foster more inclusiveness. Those
espousing a socialist economic cause believed it to be a morally superior
system, as it was based on the philosophy of ‘to each according to his needs,
from each according to his ability’.

Fourth, and interacting with each of the first three responses, there was a
concerted and vigorous effort by Victorian novelists such as Charles Dickens
and Charles Kingsley, and reformers and commentators such as Elizabeth Fry
and Herbert Spencer to expose some of the social and mora downsides of
industrial capitalism and to encourage more humane, prudent and responsible
behaviour on the part of both firms and the UK government. At the same
time, the preaching of the Protestant ethic by clerics and Christian moralists
such as Thomas Chalmers and F.D. Maurice, the moralising by such writers
as Samuel Smiles and the example set by Queen Victoria and her household
not only helped inculcate large swathes of the population with such virtues as
thrift, temperance, self-discipline and duty, but also strengthened the hand of
the non-market institutions of the day. Prominent examples include the emer-
gence of a clutch of charitable enterprises and socially responsible firms,
such as Rowntrees and Cadburys, and of several philanthropic, civic and
educational institutions, such as Toynbee Hall.*

So what now of the modern stage of capitalism? Like its predecessor, it is
heralding a new phase of economic organisation. Like its predecessor, it is
being fuelled by a succession of new ideas, dramatic technological break-
throughs and a widening and deepening of cross-border commerce. Such
events are challenging established values, economic structures, organisa-
tional modes and life styles by their speed, scope and intensity and, in so
doing, are creating a host of social disruptions and moral challenges. But they
are also occurring at a time when the cult of individualism is reaching new
heights, and the legitimacy of such concepts as solidarity and community is
being vigorously questioned.

At the same time, there are some unique features of the globalising economy
that offer their own particular challenges. First, and most obviously, the
geographical radius of the market place, through such means as commerce,
travel and the Internet, is now embracing institutions from more diverse
ideologies, socia structures and cultures than ever before. Secondly, the
critical engine of modern wealth creation is human capital. Such an asset is
the main source not only of innovation, entrepreneurship and the upgrading
of managerial and organisational expertise, but of ideals and moral values as
well .16

Third, we are entering an age of global alliances, where, to better advance
their own economic objectives, individuals, enterprises, governments and
other non-market organisations need to cooperate in a wide variety of ways.
As evidence of this, we see a huge explosion in all forms of cross-border
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inter-firm coalitions and inter-government agreements over the past two dec-
ades (UNCTAD, 2000). Fourth, today we live in amulticultural global village,
and one in which (notwithstanding the burgeoning of fundamentalism) the
religious source and underpinning of values, at least in Western societies,
plays aless influential role than it did a century or more ago. This, as | shall
explain later, has considerable implications for the extent to which, and the
ways in which, society’s stock of moral capital can be upgraded.

These four aspects of the modern global society present both problems and
opportunities to the institutions of RGC. On the one hand, we have far more
knowledge and experience than we had in the past on how to deal with the
challenges and imperfections of the global market place; and there are far
more non-government agencies seeking solutions to these challenges and
imperfections than ever before. On the other hand, modern capitalism com-
prises more uncertain and volatile characteristics than those of its predecessors,
while some of the nineteenth-century reactionsto its less desirable effects are
not as readily available today. In particular (for the moment at least) religious
revelation as a mentor to moral behaviour is not as strong or pervasive as it
once was. At the same time, even some of the most vocal critics of RGC
concede that socialism, at least the nineteenth and twentieth-century variety,
is not currently a feasible alternative economic system.'” Neither is a return
to the traditional society of the pre-industrial age. But, as | shall suggest later,
there remain elements of both forms of organisation which, if redesigned and
updated, could well help fashion sustainable RGC of the twenty-first century
and, not least, of the moral standards underpinning it.

THE MORAL DIMENSION

In taking my thoughts a step further, | want now to briefly look at the concept
of morality itself. Here, | am going to eschew any philosophical debate, and
take a pragmatic approach. In this context, | shall interpret moral behaviour,
first, in a negative sense, as the absence of immora behaviour (which is
generally more easily identifiable); and, second, as behaviour which is per-
ceived to be ‘right’, not just by the persons or institutions engaging in it, but
by the wider community of which they are part. In this sense, moral behav-
iour is a step removed from amora behaviour. | shall also define moral
capital as the accumulated stock of virtues and values which determine or
influence moral behaviour.

Now, of course, this begs the question of what is ‘right’ and takes us to the
heart of the debate about absolute and relative moral values. To what extent,
and in what circumstances, is the ‘right’ moral behaviour transcendent of
persons or institutions, and of time and space; and to what extent is it
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culturally or otherwise contextual? This latter view — the ‘when in Rome do
as the Romans do’ view — is currently the dominant one of the libertarian
ideology of much of Western society. Moral and ethical relativism appears to
reign supreme, but not, | might add, among Eastern societies and particular
interest groups. Yet, in practice, in al societies, there are ‘no-go’ areas and
there are patterns of behaviour which, except in extreme cases, or by minority
groups such as terrorists, are thought to be fundamentally wrong.

For myself, | am fully taken with the idea of a pyramid of morals. At its
apex there are a limited number of universally, or near universally, accepted
moral absolutes. The philosophy behind these cardinal valuesis a‘do as you
would be done by’ philosophy?® which the Dalai Lama (1999) has chosen to
embrace under the twin desires of ‘happiness and ‘avoidance of suffering’.
Tom Donaldson (1996) identifies three of these absolutes: respect for human
dignity, acknowledgment of basic rights and good citizenship, the latter being
defined as ‘the need of members of a community to work together to support
and improve the institutions on which the community depends’ (p. 54).

Further down the pyramid we can identify other values which, to a greater
or lesser extent, and depending on how near to the apex they are, veer
towards the absolute or the relative. Thus, as examples of the former (and
some cultures would regard these as fundamental) are such virtues as truth-
fulness, reciprocity, honesty and justice. At a slightly lower level are such
virtues as trust, solidarity, reliability and loyalty, while most culturally rela-
tive of all are likely to be those such as as duty, prudence, forbearance,
diligence and a sense of guilt or shame.

So, let us accept, as all great sages and religions in history have accepted,
that it is possible to identify a set of globally accepted moral values, while
there are others which are specific to particular societies, institutions and
individuals; and which may also change over time.

What now of the implications of RGC for moral standards? Capitalism has
always set a high premium on certain virtues, although in some instances in
its wake it has fostered some unvirtuous characteristics, such as greed, ac-
quisitiveness, corruption and insensitivity. But today’s RGC, if it is to be
sustained, has its own unique moral imperatives. Not only do some behav-
ioural mores need to be upgraded, and be more generally practised in a global
community, but globalisation itself is a compelling reappraisal of the content
and significance of particular virtues. In one of my earlier contributions
(Dunning, 2000) | identified three of these, which | named the three Cs:
creativity, cooperation and compassion.

First consider creativity. In today’s knowledge-based economy it is critical
to encourage the moral virtues which promote human resource development,
innovation, initiative and entrepreneurship. These include, at the level of the
individual, the desire for self-betterment, diligence and perseverance and, at a
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societal level, the actions by governments to promote the intellectual, emo-
tional and spiritual potential of all its constituents (the opposite of the ‘cog in
the wheel’ syndrome.)

Secondly, there is cooperation. For reasons alluded to earlier, we are
moving out of an age of hierarchical capitalism into one of alliance capital-
ism. This is placing a premium on the moral virtues needed for fruitful and
sustainable coalitions and partnerships, whether within or between organisa-
tions, such as trust, reciprocity and due diligence, not to mention mutually
acceptable ethical standards. In addition to their self-generated stock of tech-
nical and organisational competence, firms will increasingly need to draw
upon the entrepreneurship, capabilities and associations of other organisa-
tions, and, to do this successfully, they need to build up their relational assets,
in essence, which comprise the mativation and capabilities of both managers
and workers to get the most out of collaborative agreements (Dunning, 2002).

Such alliance capitalism, then, demands a reordering and reprioritisation
of moral values, and an attitude of mind which Michael Novak has called
solidarity, and which he defines as ‘the upgrading of personal responsibility,
initiative and fulfilment which results from cooperation and communion with
others’ (Novak, 1991). The question now arises, do the institutions of RGC
currently have the necessary stock of moral capital to make this work? Will
trust be upgraded as a moral virtue, and will its radius be extended to distant
places?

Of course the unique nature of RGC is precisely that it exposes cross-
border economic and social activity to a mosaic of cultural mores. Here the
question arises as to whether there is, or should be, an ideal or dominant
moral ecology to which individuals and organisations throughout the globe
might ascribe, which, at the same time, acknowledges and respects the more
sensitive components of cultural diversity. This surely is an area where the
combination of the virtues of moral suasion and emotional intelligence needs
to be fostered.

The moral absolutes versus moral relatives debate is not the only one
relevant to our current interest. One other worth mentioning, although | do
not have the space to dwell on it at length, is the distinction between the kind
of socially responsible behaviour which, in the end, benefits the individual or
organisation practising it (what Charles Handy, 1998, has called ‘proper
selfishness' and that which has no expectation of gain, that is, pure unselfish
behaviour. The latter kind of behaviour is, in fact, quite widespread. It is
obviously practised within families, but, also among many NGOs, such asthe
Red Cross (founded in 1864), philanthropic and religious organisations and
disaster relief agencies.

What are the implications of RGC for the two kinds of virtue? Here, as an
example, | come to the third of my C virtues, compassion. Compassion | take
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to incorporate such virtues as benevolence, fairness, justice and empathy
towards others' suffering, be it material or social. One of the attributes of
RGC isthat it challenges each of usto widen our ‘radius of compassion’, but
to what extent is this a necessary ingredient for its sustainability? Let me put
the question another way around. What are the likely consequences of the
absence of compassionate behaviour, namely indifference or even hostility
towards those who, through no fault of their own, are currently ill-served by
GC or are excluded from its benefits? | think, in the long run at least, as
history has demonstrated time and time again, they could be extremely seri-
ous, and cut at the very heart of Western civilisation as we know it today.

This, then, suggests the need for the richer countries (and particularly
those which have benefited from globalisation) as a matter of virtuous self-
interest, if nothing else, to help upgrade the economic capabilities and social
welfare of their poorer neighbours, to lower or remove import barriers on
their products and, wherever possible, to relieve their debt burden.®

This, of course, is not to deny that even the poorest developing countries
can do much to help themselves. Corruption, for example, is endemic in
many regimes. It is a'so an unpalatable fact that no fewer than 28 of the 40
poorest nations of the world are currently in the midst of armed conflict or
have recently emerged from it (HM SO, 2000, para. 78). In several developing
and some transition economies, a considerable part of private savings (40 per
cent in the case of sub-Saharan Africa), is held abroad rather than being
directed to domestic economic development.?° Moreover, if nothing else, the
East Asian economic crisis of the late 1990s exposed the imperfections and
fragility of the financial and institutional architecture of several countriesin
the region.

HOW BEST TO PROMOTE AND UPGRADE MORAL
BEHAVIOUR

I now come to the central part of my presentation. Assuming that improving
the moral standards of the institutions of RGC, and those of their participants,
is necessary to broaden and deepen its inclusiveness, and to sustain it in a
socially acceptable way, how can this best be achieved in aworld made up of
countries with many distinctive cultures, ideologies and types of government
regimes, and at different stages of economic development?

| want to suggest we should take a dual approach to answering this ques-
tion. Oneisa‘top-down’ approach and the other is a‘ bottom-up approach’.?
The former approach is one in which moral attitudes and standards are
encouraged (e.g. by means of example or suasion) or enforced (e.g. by means
of laws and regulations) on one group of individuals and organisations, by
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another group of individuals or organisations, at a higher level of governance.
Examples include, at a macro level, the legal prohibition of the possession of
hard drugs, and anti-monopoly legislation and, at a micro level, school au-
thorities disallowing or discouraging anti-social behaviour among their
students. The ‘bottom up’ approach implies the spontaneous or internalised
upgrading of mora values and conduct by individuals, firms or interest
groups, which may act as a ground swell affecting the values and conduct of
the organisations of higher governance. We have seen that many of the
nineteenth-century, social, educational and health reforms arose in this way.
Today individuals and NGOs are among the most vocal activist groups plead-
ing, for example, for the abolition of human rights abuses, racial discrimination,
unsafe goods and the employment of child labour; and, more positively, for
upgrading environmental, health and labour standards. Again one can use this
approach to see how each of the three tasks of RGC may be upgraded, and
also how the particular institutions involved may prefer to adopt, or be
influenced by, one or other approach. Let me give just a couple of examples
of what | mean.

Take first societal goals and the means of better achieving these goals by
a bottom-up approach. Where the present system is perceived to be deficient
in delivering these, consumers, both individually and collectively, can use
their purchasing power to exert a powerful influence both on supermarkets
not to stock certain products, and on corporations not to engage in, or to
buy from suppliers that engage in, unacceptable business practices.?? Con-
sumer activism is, in fact, very much alive. A Gallup poll in Britain in the
mid-1990s found that three out of five UK consumers were prepared to
boycott stores or products because they were concerned about the ethical
standards of the suppliers. A survey in the USA, at about the same time,
revealed that 75 per cent of Americans would not buy from stores selling
goods produced in sweat shops, while a more recent UK poll showed that
three-quarters of respondents made their choice of products on a green or
ethical basis (Hertz, 2000, pp. 119-20). Corporations, too, such as The
Body Shop and Benetton, have quite spontaneously tried to incorporate
these values in their product and production profiles.?® Though this fre-
quently takes the form of ‘proper’ selfishness, it can still exert a positive
influence on the goals and quality of RGC.

These are examples of a bottom-up approach, which is now being further
abetted by the Internet. Though not without its downsides, | believe that e-
commerce could well inject a further element of my third C, compassion, into
the value chain and further buttress the sustainability of RGC. | also like the
idea of shareholder activism, which has been, at least partly, responsible for
the launch of a series of ethical funds in several stock markets and, in
London, of an ethical share index (FTSE 4 GOOD) comprising 283 publicly
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guoted companies (each of which has to meet certain environmental, human
rights and social standards to merit inclusion).

| cannot, at this point, resist a comment about the role of NGOs in the
global economy. NGOs, as a twenty-first-century version of civil society of
the nineteenth century, can perform an essential and valuable function. They
can, and do, prick the social conscience of the other organisations of RGC;
and they can, and do, engage in a variety of value-adding activities which
neither markets nor governments are able or willing to undertake.

NGOs are, of course, a highly heterogeneous group of organisations rang-
ing from philanthropic societies through religious, educational and arts-based
institutions to political activists and consumer pressure groups. Each has its
own particular agenda. Sometimes this is central to the issues addressed by
RGC, and sometimes not at all. But certainly there is little doubt that, as a
result of their activism, issues such as debt relief, human rights, the environ-
ment and safety standards (to name but a few) have been raised much higher
on the agenda of world leaders and international fora than they would other-
wise have been.

Where | think the NGOs go awry, or are in danger of going awry, isfirstin
associating themselves with the kind of violent (and anti-democratic) demon-
strations we have seen in Seattle, Genoa and elsewhere; but secondly, and
more importantly, in attacking the capitalist system in toto, rather than par-
ticular issues or the unwillingness (or inability) of its organisations or
organisations to properly get to grips with their concerns. It is rarely that
globalisation per seis the cause of such disquiet. As much as anything, it is
technological advance, the concentration of economic power and the inability
or unwillingness of some (but not all) of the organisations of capitalism to
deal adequately with the phenomena of global connectivity.?* | also believe
that NGOs tend to underestimate the progress which has been made towards
RGC (on the part of both MNEs and governments) and the role RGC itself
could play to meet their own needs and aspirations. Indeed | believe that the
smart civil activists are those who acknowledge that RGC can help them to
achieve their objectives, and know how to use it, rather than destroy it.

Wheat of the top-down approach? Thisis essentially to do with law making,
regulatory and other enforcement mechanisms. Let me concentrate on the
role of national governments. While (as | have already said) | do not believe
that governments should determine the ethical mores of society, it istheir job
to provide an infrastructure and a safety net, which encourages the kind of
virtues which make up an acceptable moral ecology. This is exactly what
corporate, civil and criminal law, backed by appropriate policies, example
and suasion, seeksto do. And it is the quality of these ingredients of capital-
ism which separates the thriving economies in the world from the rest, and
which sustains the former in times of social upheaval better than the latter.
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A casein point is the reintroduction of capitalism into the Russian Federa-
tion in the early 1990s. When the erstwhile communist country was opened
up, the IMF and World Bank stepped in to aid its transition to a market-based
economy. But almost the entire focus of the guidance given by these two
institutions was directed to removing the technical barriers to free markets,
and to do so according to the principles of the Washington Consensus. Yet
what was no less needed from the West was its help in establishing a modern,
transparent and corruption-free political, legal and banking system, and to
provide the moral underpinnings for free markets, characteristics which had
been absent in Russia for the past three generations.

As a result, the aftermath of the Cold War saw little effort being made to
reform the Federation’s institutional framework, or to encourage the renais-
sance of civil society which had been dormant for so long. To this extent, the
West failed the erstwhile Soviet Union; it offered the key to a new material-
ism without the social and moral capital necessary to support and sustain it.
As aresult, over the last decade, there has been a huge increase in crime and
kleptocracy,® and in income inequality, while the real economy has shrunk
by up to athird (Stiglitz, 1998). Should we not be surprised, then, that, in a
recent poll, four out of five Russians indicated they would support areinstate-
ment of the old communist state? All too late, the protagonists of free global
markets have begun to realise that, without the right institutional infrastruc-
ture and moral ecology, the profit motive, particularly when combined with
full capital market liberalisation, rather than offering the right incentives for
wealth creation is likely to set in motion a drive to strip assets, and ship the
proceeds abroad.

A more positive example of the top-down approach is the role the UN has
played, over the years, in promoting a constructive dialogue among the
constituents of global capitalism. The most recent initiative, which is now
involving several hundred firms and an impressive array of NGOs and gov-
ernments, is that of a‘Global Compact’ launched in 1999 at Davos by Kofi
Annan (Kell and Ruggie, 1999). Itstask is primarily to encourage businesses,
and especialy MNEs, not only to behave in an ethically responsible way, but
to make a compact with the UN to do just this, and to work with governments
who do so. It is based on nine moral and social principles grouped into three
headings: human rights, labour standards and environmental protection.

Whether this will be a major influence in advancing or sustaining global
capitalism remains to be seen, but | think it is a step, among many others |
might add, in the right direction.
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THE DRIVING FORCES OF MORAL BEHAVIOUR

What then drives (or should drive) the individuals and institutions shaping
RGC to behave as they do? What is the source of their moral standards and
what influences them to upgrade these standards? | shall eschew the ‘ nature’
versus ‘nurture’ debate and, instead, draw upon Brian Griffiths's threefold
categorisation of the sources of moral values influencing business conduct,
which he made in a perceptive contribution three years ago (Griffiths, 1999).

Thefirst source is one to which we have already referred, and what Griffiths
terms ‘enlightened self-interest’. This philosophy acknowledges few moral
absolutes and is fully consistent with the current cult of self-centred and
secular individualism. But, because of its particularity, its subjectivity and its
unpredictability, both Griffiths and | would aver it is too insecure a founda-
tion on which to build RGC, although, as | have already acknowledged, a
‘when in Rome’ type cultural relativism may be appropriate at the lower end
of the moral pyramid.

The second source is adherence to a global ethic based upon a universal
consensus on ‘particular human values, criteria and basic attitudes' (Kung,
1998). This ethic is particularly associated with the German theologian,
Professor Hans Kung, although other analysts such asAmitai Etzioni, George
Soros and Francis Fukuyama come near to endorsing it. It was first promul-
gated at an inaugural meeting of the Council of the Parliament of the World's
Religionsin Chicago in 1993. It is based very much on a‘do as you would be
done by’ credo which emphasises the need for a broad consensus among the
different institutions of global capitalism. At the top of its moral pyramid it
identifies such basic virtues as respect for human dignity and reciprocity; and
at the next layer, the core values of non-violence, solidarity, justice and
truthfulness. It then seeks to encompass these values in a series of overlap-
ping circles which embrace the main institutions of global capitalism.

The strength of this particular approach, as Lord Griffiths observes, isinits
acceptance of both religious pluralism and secularism, its inclusive geo-
graphical coverage and the fact that it ‘carries with it no baggage from the
past’. At the same time, it recognises that the quality of global society cannot
be enhanced without ‘the consciousness of individuals' — and that is the rub.
Exactly how is this done? If there is a concern | have with this concept, it is
that it tendsto be ‘al thingsto all men’, and it isleft to each individual to find
his or her moral salvation. Nevertheless it is a huge advance in helping us to
formulate and better understand the moral prerequisites for sustainable RGC.

The third source of moral standards identified by Griffiths is the revealed
monotheistic faiths of Christianity, Islam and Judaism, though | would extend
these to embrace at |east some of the Eastern religions. It is my understand-
ing that the difference between this approach and that of a global ethic is that
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the former believesit to be an absolute necessity for there to be some kind of
external (that is, beyond self) revelation or inspiration which prompts and
guides the spontaneous moral behaviour of individuals and organisations. In
other words, it is not enough to identify a number of commonly accepted
virtues as set out, for example, by the Parliament of the World's Religions
which must be embraced by any global consensus. What is also required is a
belief in a supreme being (or the principles enumerated by the disciples of a
supreme being), which guides and inspires one's conduct,?® in a morally
uplifting way.

Now clearly, in this post-modern age, for the time being at least, a morality
based on religious belief, as opposed to religious teachings, is unlikely to
appeal to the majority of individuals, especially in the West; and certainly
Professor Kung's more eclectic approach seems to offer more realistic prom-
ise. Yet the impact of this third way should not be underestimated. Not only
do the magjority of the people in the world claim allegiance to one or other of
the religious persuasions and seek to live their lives by the moral precepts
laid down by them; no less relevant is the fact that each of the monotheistic
persuasions is globally oriented and inclusive. ‘ Go into the world and preach
the gospel’ was the command of Jesus Christ.?”

Indeed, in many respects, we aready have the makings of a global moral
architecture to meet the responsibilities of global capitalism, and far more so
than we have any consensus about the appropriate global economic or potential
governance systems. At the same time | believe that the religious persuasions
are currently having a bad press and that indeed, to make their message heard
more clearly and persuasively, they need to put their own houses in order. With
this in mind, in 1998, | put forward a proposa that an annua or biannual
meeting of a group of the world's religious and spiritual leaders — rather like
that of the Group of 8 in the economic domain — should be convened. The brief
of the group would be to identify, promote and monitor a set of common
ground rules and enforcement mechanisms for upgrading the moral content of
GC and to provide information about, and undertake research into, the interac-
tion between mora and ethical values, cultura diversity and the content and
consequences of GC. An aternative course of action might be for the UN to set
up a high-level Commission of Eminent Religious (and other?) Persons on this
subject. Again the commission might be supported by a secretariat which
would collect information, undertake research and give advice, e.g. viapublica-
tions, conferences and media presentations to both religious institutions and to
the participants in GC. One model for such an entity might be that of the
Commission on Transnational Corporations set up by the Economic and Social
Council in 1972 (UN, 1974).

How much common ground is there between the major religions as to the
moral challenges of GC? What are the differences? How fundamental are
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they? How far can these be resolved or the dignity of those holding them be
preserved? What part does — indeed should — religion play today in identify-
ing and prescribing moral virtues and patterns of ethical conduct? Are the
challenges of globalisation demanding a reappraisal or adaptation of the role
of religion as a moral stimulant? Can (or should) religious precepts and
teaching play a more important role in upgrading the quality of cooperative
and (particularly) covenantal relationships? What of the interaction between
the religious teaching and practice and that of the beliefs and actions of civil
society? These are just afew questions which deserve more serious scholarly
attention than they currently receive.

While it is understandable that the practicability or effectiveness of this
kind of proposal should be treated with some scepticism, it is worth record-
ing that history provides many examples of an upsurge or reconfiguration in
religious beliefs and practices which have helped enhance the moral attitudes
and values of individuals, and through them the ethical conduct of institu-
tions. It is also to be observed that, frequently in the past, the influence of
religion has been most strongly felt in times of political turmoil or economic
crisis, or when religious beliefs and customs were themselves under threat.
Such events provided a sense of immediacy to reappraise both the value of
particular virtues and their likely impact on the social content and conse-
guences of economic activity. The question of interest is whether we are in
such times today.

SUMMARY AND CONCLUSIONS

The time has come to sum up the main points of my presentation. | started
with the proposition that, at its best, global capitalism (as | defined it) is, in
our present state of knowledge, the most efficient economic system for creat-
ing and sustaining wealth. But | quickly went on to say that its efficacy must
be judged in relation to its willingness and capabilities to meet the broader
economic and social goals of society. In this, as things stand today, it is
currently found wanting for three reasons. Thefirst isthat its institutions, and
particularly the market, are less well designed for the production and ex-
change of public or social goods and services than private goods and services,
and that the former are becoming a rising component of our daily welfare.
The second is that there are a series of “technical” failures in each of its
organisations judged by their ability to meet the demands of the majority of
the world's people. The third is that the moral underpinning of these same
organi sations needs reconfiguring and upgrading.

| suggested that, up to now, the attention of scholars has been primarily
directed at reducing these imperfections which range from specific distor-
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tions, such as monopoly power, to the instability of international financial
markets at a time of volatility, uncertainty and the ease with which capital
and technology can move across national boundaries. Rather differently,
however, my focus has been to identify and evaluate the kind of current moral
deficiencies of the institutions of global capitalism, which constrain not only
the willingness and capability of the system to operate efficiently and equita-
bly, but also the content and quality of societal values as awhole.

| then went on to distinguish between absolute and relative moral values
and argued that globalisation was leading to a convergence of the former, but
a divergence of the latter. This, in and of itself, called for the virtues of
tolerance and patience. In identifying the virtues especially needed to up-
grade and sustain RGC, | focused on those embodied in the 3 Cs: creativity,
cooperation and compassion. | then went on to indicate how a top down (or
externally imposed or influenced) approach, and a bottom-up (a spontaneous
or internally generated) approach to upgrading moral attitudes and values
were complementary routes, athough, | suggested, the balance of choice
between these two options was likely to vary between interest groups and
societies over time and according to the particular aspect of RGC being
considered.

| finally tackled (albeit somewhat tentatively) two related questions. From
where do our moral values come and what must be done to promote those
most relevant to RGC? | explored three possibilities. The first was a nurturing
of such values primarily through the stick (punishment of bad behaviour) and
carrot (praise of good behaviour), in order to steer self-interest in the right
direction. Second, | examined the value of a global ethic; third, | looked at
the role of the religious revelation, which might guide both top-down and
bottom-up approaches. Here | suggested that, in addition to a reasoned
acceptance of the need for an upgraded moral ecology, there was an addi-
tional, external, source of authority, and that all monotheistic faiths believed
in this, although they differed in their emphasis on, or prioritisation of,
particular virtues.?® | argued that this put a huge responsibility on the part of
the religious leaders to present a vociferous, reasoned but conciliatory, united
front on this issue — without, | might add, straying too much into the meth-
odological territory of economics and politics. Can we not conceive of a
group of five, six or seven (or whatever number) of religious leaders to
perform a similar task in the moral domain to that of the Group of 8 in the
economic and political domain? Is this such a pipe dream?

Finally | would like to think that all of us engaged in the teaching and
research of international business (IB) will grasp the cudgel in exploring the
relevance of morally related issues to the functioning of global capitalism and
the global market place. It is too important a subject to be neglected. Of
course, for along time, IB scholars have identified the importance of culture
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in influencing the success of firms, and countries; and some economists,
notably the Nobel Prize winner Amartya Sen, have argued for moral issues to
be more widely embraced by economists. Sen’s recent book on Devel opment
as Freedom is a brilliant exposition of the fact that the transformation of
societies through economic development cannot be successfully achieved
without a simultaneous reappraisal and upgrading of moral standards. My
pleais for mainstream IB scholars to integrate the moral dimension in their
analysis and thinking, as they seek to explain how global capitalism might
both benefit and be made more acceptable to a much larger number of people
across the planet; and for each of its organisations to work in a holistic and
cooperative manner to achieve this goal.

NOTES

1. | am indebted to Jack Behrman, Peter Buckley, Mark Casson, Tony Corley, Peter Hart,
Robert Heilbronner and Steve Kobrin for the helpful comments they made on an earlier
draft of this chapter. This chapter also contains material which was published in avolume
edited by J.H. Dunning (2003), The Moral Challenges of Global Capitalism, published by
Oxford University Press. | am indebted to the Templeton and Carnegie Bosch Foundations
for financial support in the preparation of this chapter.

2. Seeespecialy Friedman (2000), Gray (1998), Hertz (2000), HM SO (2000), Soros (1998),
Stiglitz (1998) and the World Bank (2000).

3. Asreviewed and identified, for example, in Dunning (2000), Dicken (2000), Hirst and
Thompson (1999), HM SO (2000) and Svetlicic (2000).

4. Amartya Sen (1995) reminds us that the production of public and/or not for profit goods
and services are part of the capitalist economic system and that non-market institutions
are frequently in a better position to supply these goods and services. Many years earlier,
Fred Hirsch (1976) argued that, in post-industrial economies, social goods and services
(health, safety, pollution control, parks and so on) were assuming an increasing role in the
GDP of countries.

5. In 1991, the Pope gave his definition of responsible capitalism ‘as an economic system
which recognises the fundamental and positive role of business, the market and private
property and the resulting responsibility for the means of production, as well as the free
human creativity in the economic sector’ (as quoted by Sirocco, 1994, p. 18).

6. See, e.g., thewritings of Smith (1776), Hirschman (1982), Gray (1992), Barry (1995).

7. Albert Hirschman has called this the ‘doux-commerce’ or civilising force of markets
(Hirschman, 1982).

8. Much of the defence of the market as amoral system rests on the assumption that markets
are ideally competitive (or perfect in the economists’ sense). But, as Soros (1998, p. 197)
has pointed out, if this is so, such markets de facto exempt participants from a moral
choice as long as they abide by its rules. Only when markets are less than perfect (as
indeed is usually the case) does the issue of choice enter the picture. And, in such a
situation, there is absolutely no reason to suppose that there is something inherent in the
market which will force al of its participants to behave with moral responsibility.

9. To quote from Aristotle, for example, ‘Wealth obviously is not the good we seek, for the
sole purpose it serves is to provide the means of getting something else. So far as it goes
the ends we have already mentioned (pleasure, virtue and honour) would have a better title
to be considered the good, for they are to be desired for their own account.” (Quoted by
Handy, 1998, p. 15.)

10. More generally several studies have questioned the idea that economic welfare (as nor-
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mally measured) buys happiness. A report compiled by Robert Worcester in 1998 for
Demos found that there was little correlation between GNP per head and people's ‘ per-
ception’ of their own contentment or happiness; another more recent study (Cooper et al.,
2001) has shown that, while real incomes and consumption have more than trebled in the
UK, Italy and Germany over the past 30 years, reported happiness levels in those coun-
tries have declined. By contrast, other surveys have suggested there is quite a significant
correlation between economic freedom and economic prosperity (Johnson et al., 1999).
Such behaviour includes corruption, the bypassing of safety or hygiene regulations, and
questionable labour practices (as in the case of some sweat shops and child labour). Of
course, these are not new concerns, nor are they specific to globalisation. But they have
been exacerbated and brought to the public awareness as a result of globalisation.

As set out in some detail in Buckley and Casson (1988), Dunning (2002).

There are, however, outstanding exceptions to this statement. It has been estimated, for
example, that private charitable contributions by US individuals and private institutions to
the betterment of living standards in developing countries exceed those of the Federal
government by more than six times (Cowley, 2002).

Victorian moralists believed in a strictly limited view of the state. T.H. Green, for exam-
ple, was opposed to paternal government. He wrote, ‘ The State should promote morality
by strengthening the moral disposition of the individual, not by subjecting the individual
to any kind of moral tutelage’ (Green, 1941, quoted in Himmelfarb, 1995). Wise words,
and highly relevant to today’s debate.

Set up as a microcosm of civil society in 1884 by the Rev. Samuel Barnett, Vicar of St.
Judes in London, Toynbee Hall was not a charitable institution. Instead of providing
economic relief, it dispensed learning culture and social amenities, and it did so in
Whitechapel, the poorest district of London. The Hall was dedicated to the memory of
Arnold Toynbee, who believed the Victorian middle classes had a duty both to set an
example and to educate the working classes in the concept of citizenship (Himmelfarb,
1995).

To quote from Michael Novak, ‘Human capital includes moral labels, such as hard work,
cooperativeness, social trust, alertness, honesty and social habits such as respect for the
rule of law (Novak, 1999).

At the same time, as one observer (Rothkopf 2002) has put it, * Somewhere in the world
today walks the next Marx ... we may not know from which region he will hail or his
particular approach. But we can be sure that someone, somewhere will offer an alternative
vision’ (page 2).

From time immemorial, most, if not all, major faiths and moral philosophies accept this as
one, if not the, universal moral value. Each religion and philosophy has its particular
manner of expressing it. In the Christian faith, for example, it is essentially contained in
Christ’sinjunction ‘ Thou shalt love thy neighbour as thyself.

HMSO (2000).

Such aflight of sorely needed capital can be reversed. In Uganda, for example, following
domestic economic reform, and a crackdown on corruption, net private capital more than
doubled as a percentage of GNP in the 1990s (HM SO, 2000, para. 153).

See also the incisive comments made on an earlier contribution of mine (Dunning, 2000)
by Buckley and Casson (2001).

Noreen Hertz, in her discussion of this issue, quotes the words of two CEOs of leading
brand name corporations. One told her, ‘What we fear most is not legislation’ and the
other, ‘If people think corporations are powerful they haven’'t been in a corporation ...
Consumer choice does not allow us to have unfettered power’ (Hertz, 2000, p. 126).

In 1999, following a series of exposures of the use of child labour and sweat shops by
some of the leading US apparel manufacturers and clothing retailers, a group of these
corporations joined with human rights and labour representatives to establish a Fair
Labour Association. Inter alia, the association would formally accredit auditors to certify
companies as complying with an agreed code of conduct relating to minimum wages and
working conditions including restrictions on child labour and working hours. This was
followed by a Workers Rights Consortium, a body comprising university students and
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officials and labour and human rights campaigners (Friedman 2000, p. 206; Hertz, 2000,
p. 138). At the same time, as mainstream economists frequently point out, in the past, the
first stage of economic development of industrialising countries has always taken the form
of something akin to sweat shops. The question which moralists and others have to
address is not so much ‘whether’ but ‘what kind of " sweatshops.

24. For arecent examination of the panoply of NGOs and popular transnational movements,
see, e.g., Sinnar (1995/6), Scholtz et al. (1999), Ostry (1998), Vakil (199