Reconciling Economic Imperatives with Social Priorities: The Global Compact

By Georg Kdl and
John Gerard Ruggie

United Nations

Paper Presented at:
Carnegie Council on Ethics and Internationd Affairs
New York
25 February 2000
Comments are welcome:
Email: kell@un.org

Email: ruggie@un.org

Thisisarevised verson of a paper originaly presented at a conference entitled, “Governing the Public
Domain Beyond the Era of the Washington Consensus? Redrawing the Line Between the State and the
Market,” Y ork University, Toronto, Canada, 4-6 November, 1999. The views expressed herein are
those of the authors and are not intended to implicate the United Nations in any manner.



INTRODUCTION

The internationa economic order congtructed by the West after World War 11 reflected a
highly advantageous configuration of factors that produced a generation of sustained economic
expansion. The world digtribution of economic power favored an open and non-discriminatory
gpproach to organizing internationa economic relations. There was broad ideological consensus
regarding the role of the state in ensuring domestic employment, price stability and socid safety
nets. A commensurate body of economic andysis and policy prescriptions existed that enabled the
date to act on these preferences. The mgor corporate actors were nationa in scope and
internationa economic relations largely comprised arms-length transactions among separate and
diginct nationd economies. As a result, point-of-entry barriers to economic transactions
condtituted meaningful tools of economic policy. The prevailing form of nationaism was the civic
not ethnic kind, which facilitated international economic cooperation and, in the case of Western
Europe, the process of supranationd integration. A set of internationd organizations was put in
place that expressed and supported the postwar compromise of embedded liberdism, as it has
been cdled (Ruggie, 1982), most importantly the Bretton Woods indtitutions, the GATT and the

United Nations.

Much has changed in the past hdf century to erode the efficacy of this st of underdandings
and arrangements. However, no factor has been as consequentid as the expanding and intengfying
process of globdization (Ruggie, 1996). At bottom, globaization hasincreasingly disconnected one
sngle dement — networks of production and finance — from what had been an overdl system of

1



indtitutiond relations, and sent it off on its own spatid and tempord trgectory. This has produced
two disequillibria in the world politicd economy, which will persst unless and until the srictly
economic sphere is embedded once more in broader frameworks of shared values and

ingtitutiondized practices.

Thefirgt is between the strictly economic sphere, and the broader frameworks of shared
vaues and practices within which the economic sphere has been embedded at the nationd level.
The second imbaance is in internationd governance dructures. There has been a dgnificant
expanson of globa economic rule making over the past decade. But it has been amed largdly at
creting the indtitutiond bases for the functioning of globa markets. The rights of globa corporate
actors have been secured, for example, and condderable efforts have gone into the creation of
corresponding rules for the globd trading regime — such as TRIPS and TRIMS. These rules have
been codified and means provided for their enforcement. But these expressons of rule-making have
not been matched by comparable efforts on behaf of other globa concerns, such as the
environment, human rights or poverty or for that matter food safety and internationd cartds. In

fact, in some instances, previous commitments in these areas have been weskened —eg., ODA.*

The mgor capitdist countries have the domestic and indtitutiona capacity to protect
themselves from the worst negative effects of thisimbaance. But the rest of the world is far more

vulnerable, and this vulnerability has been exacerbated by the neo-liberd orthodoxies the so-cdled

! For example, Official Development Assistance (ODA) from Devel opment Assistance Committee
(DAC) Member countriesfell by 21% from 1992 to 1997; as a proportion of their combined national income, it
fell by one-third. These are the largest declines since the inception of the DAC in 1961 (Organization for



Washington consensus. Large parts of Africa have become economically marginalized.

Our reading of history suggests that imbalances of this sort are not long sustainable.
Indeed, the embedded liberdism compromiseitself was an innovative response to precisely these

kinds of imbalances at the national level, which had caused the system to blow up in the 1930's.

A key chdlenge for the internationd community, therefore, is to devise for the global
economy the kind of inditutiond equilibrium that existed in the poswar international economic
order. Cdls for a new Bretton Woods or for a new economic architecture reflect this quest,
athough they show little Sgn of significant progress. We focus here on the longer-term interplay
between two sets of key actors in the global economy, transnationa corporations (TNCs) and
transnationa Non-Government Organizations (NGOs), and we do so from the indtitutiona venue

of the United Nations.

Civil society actors are increasingly targeting TNCs and the trading system as leverage by
means of which to pursue broader socid and environmenta concerns. We contend that this
dynamic interplay provides great potentid for attempts to bridge the imbal ance between economic

globdization and the governance structures that it has left behind.

One modest ingance of this clam is the globd Compact initiated by United Nations

Economic Cooperation and Devel opment, 1999).
2NGOs are broadly defined here as any non-profit voluntary citizens group that is constituted at
thelocal, national or international level.



Secretary-Generd Kofi Annan a the Davos World Economic Forum in January 1999 chdlenging
the internationd business community to help the United Nations implement universd vaduesin the
aress of human rights, environment and labor. ° The initiative has been well received by the
corporate community and, a minimum, gives added momentum to the growing recognition that
markets require shared values and inditutiondized practicesif they areto survive and thrive. Inthis
chapter, we first describe briefly the component parts of the globa compact; we then offer an

account of its pogitive reception; and findly we draw some conclusions from the case.

THE GLOBAL COMPACT

The Globad Compact chdlenges individud corporations and representative business
asociations to demongtrate good globa corporate citizenship by embracing nine principlesin the
aress of environment, labor and human rights, and by advocating for stronger United Nations
organizations in those and related areas.  The nine principles are derived from the Universa
Declaration of Human Rights (UDHR), the Rio Declaration of the United Nations Conference of
Environment and Development (UNCED) held in 1992, and the four fundamentd principles and
rights at work adopted at the World Economic and Socid Summit (WESS) in Copenhagen in 1997
and reaffirmed by the ILO in 1999. The areas and principles chosen are those that are most
relevant at the corporate level and a the globa rule making leve, while a the same time rooted in
solid international commitments and even treaty obligations. The ILO, OCHR and UNEP are

partner agencies within the UN itself.

% See http://www.un.org/partners/business/



The Compect is pitched at both the micro and the macro-level. While recognizing that
governments have the main responsibility for implementing universd vadues, anove festure of the
Compact isthat corporations are asked to embrace these values directly, in their own sphere of
operation. Specificaly, they are asked to incorporate them into their misson statements and to
trandate them into concrete corporate management practices.

A key todl to facilitate the adoption, implementation and dissemingation of these commitmentsisa

web ste (www.un.org/partners/bus ness/globcomp.htm) congtructed with the help of corporations,

business associations, the partner agencies and NGO's. The website showcases good corporate

practices and eventually best practices and it features commentaries by NGO's.

The Globa Compact is not designed as a code of conduct. Instead, it is meant to serve as
aframework of reference and didogue to stimulate best practices and to bring about convergence
in corporate practices around universaly shared values. Of coursg, it is possible for the Compact

to evolve into an instrument of greater precision if and as conditions warrant.

Chdlenging TNCs in particular to become good corporate citizens that accept
respongbility commensurate with the power and rights they enjoy ensures that corporations from
developing countries are not punished for lacking the capacity to behave in the same way
(Bhagwetti, 1998). At the macro-levd, or theleve of globd rule making, the Globd Compact tries
to enligt the business community in an advocacy role on behdf of UN. At the globd rule-making

levd, asgnificantly strengthened United Nations in terms of authority and resources would fill an
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important governance gap that has been the source of tenson and has threatened to undermine
multilateraliam, as was witnessed a the Third Ministerid Meeting of the World Trade Organization
in December 1999. A United Nations capable of effectively addressng environmentd, labor and
human rights concerns, in short, would aso help ensure a sustained commitment to the globd trade

regime.

There are pogtive indications that the internationd business community is responding to the
chdlenge. The ICC on 5 July 1999, adopted a statement arguing for a stronger UN as the most
sensible way forward. The ICC aso pledged to work with UN agencies to implement the Global
Compact at the corporate level.* Individual corporations have lent their support and have assisted

in the congtruction of the website, as have leading ngo’ s in the areas covered by the Compact.

If the Globa Compact were to succeed, it would have accomplished two things. The
United Nations would have enlisted the corporate sector to help close the gap between the Strictly
economic sphere and the broader socia agendas that exidts at the globd leve today: which the
corporate sector itsdlf created. The UN would have gained corporate backing for a more robust
UN role in human rights, environment and labor standards, thereby responding to imbaance in

globa governance structures mentioned above.

On the sde of the business community, success will depend in no smdl measure on the

capacity of globa business associations to mobilize sufficient advocacy support for strengthening



globa governance gructures in the environment, development, human rights and labor. Only
business assodiations can drcumvent the collective action problems faced by individud firms. In the
absence of aggregate corporate representation, collective respongbilities can neither be formulated
nor implemented. The internationa community should have a keen interest in promoting

representative business associations.

At the corporate leve, the question is whether a sufficient criticd number of mord first
moverswill articulate a commitment to embrace socid responghilities, and whether they have the
power to establish dominant industry-wide corporate socia purposes. A closely related question
iswhether TNCswill continue to respond to multiple pressures on an ad-hoc basis or whether their
response will converge around universal vaues. The plethora of voluntary initiatives and codes,
including labdling schemes, that have emerged over the past years a the corporate, sectord and
nationd leve have severd shortcomings: they are sdlective in content due to the absence of uniform
definitions; many lack trangparency and provide for inadequate representation of their supposed
beneficiaries; and it is not clear to whom they are accountable® As these shortcomings become

apparent, pressure for arrangements based on more stable globa platforms may increase.

The answer to these questions has a great ded to do with how the dynamic tenson that

exists today between TNCs and NGOsis played out. We turn now to that subject.

* The ICC has already endorsed the notion that a stronger UN in the areas of labor, human rights
and the environment is the most sensible way forward to secure open markets.
® See |LO (1999b) for acomprehensive overview.



THE DYNAMICS OF CHANGE

The relationship between market and society at the globd leve is dowly being reshaped.
The main protagonists are TNCs, and NGOs. And the struggle involves two complementary sets
of concearns. Fird, it isagruggle over prevailing socid expectations about the role of corporations,
egpecidly large TNCs isthe busness of busness merdly business, or isit something more? Second,
it isagruggle over the globd trade regime, specificdly the extent to which it should accommodate
avaiedy of sodd agendas. Human rights, labor slandards and the environment fegture prominently

in both instances. Let ustake a brief look at the two sats of actors and the issues at stake.

Therise of TNCsin the wake of lower barriers to trade and investment has been widdy
documented. FDI flows have steadily increased over the past decades, both in absolute terms and
in relaion to trade and output. The activities of TNCs have dso become more truly transnational
as the share of employment, turnover and profit generated in foreign markets has grown. © At the
sametime, TNC strategies to take advantage of broadened market access-have generated new
gpproaches to integrated manufacturing networks and marketing strategies that put a premium on

globa image and branding.

Therole of NGOsin theinternationa arena has only recently attracted serious atention and
is not yet wdl understood. NGOs have long been active in internationa affairs, including a the

United Nations (Kane, 1998). However, in recent years their impact has sgnificantly expanded.



With the award of the 1997 Nobel Peace Prize to the Internationa Campaign to Ban Landmines
came widespread acknowledgment of their growing poalitical influence. Their subsequent rolein
bringing to a hdt the OECD sponsored negotiations on a Multilatera Agreement on Investment

(MAI) was further evidence of their powers of persuasion (Henderson, 1999).

The effectiveness of NGOs has much to do with their ability to use the Internet to tap into
broader socid movements and gain media attention. Relying on hi-tech, low-cost means of
grassroots advocacy around single issues, they have demondtrated the effectiveness of decentralized
and flexible structures combined with non-formalized communication and decision making.” Some

NGOs have transnationaized their structures, in a manner comparable to TNCs?®

Corporate Social Responsibility

The changing relationship between society and the corporate community is illustrated by
prevailing expectations about corporate socid responghbility’ (CSR) (Friedman, 1984; Donaldson
and Dunfee, 1994). While the use of stakeholder pressure to influence the behavior of corporations

isasold as busnessitsdf, the meaning of CSR has changed dramaticdly over the past decade. As

®Since 1990, the average transnationality index of the top 100 TNCs has increased from 51% to
55%, largely aresult of the growing internationalization of assets especially between 1993 and 1996.

" See Peter Wahl on www.global policy.org/ngos/wahl.htmfor agood review of recent trends. Also
see Abe Katz, chairman of the US Business Council, who devoted his farewell speech to the issue of how
NGOs are using the Internet to slow down liberalization (L ucetini, 1998).

8 In particular, environmental NGOs such as WWF (World Wildlife Fund) and Greenpeace, but also
Al (Amnesty International), Human Rights Watch and many others.

? CSR can be understood as the conditions under which society grants private corporations the
right to pursue the maximization of profits. Thissocial contract between a corporation and its host society
implieslegal requirements or can be understood to include implicit assumptions and expectations. See




recently as 1990, the interaction between business and society remained largely confined to local
or nationa scenes, and the conventiond view that the mgor respongbility of businessisto produce

goods and services and to sell them for a profit was not serioudy questioned.

As liberdization has expanded business opportunities and generated globa corporate
networks, the bargaining balance in many societies has shifted in favor of the private sector, and in
developing countries particularly to TNCs™ But this shift, in turn, has provoked atempts by civil
society actors and others to orchestrate counter-measures. Unlike the static responses triggered
by the fira wave of sgnificant transnationdization of the in the early 1970s, however, today’s
countervailing movements have focussed on the socid responghility of corporations, and on ways
to dter corporate behavior through public exposure. Effective use of communications technology
and the willingness of the internationd mediato carry tories about corporate misdeeds has grestly

increased public focus on corporations.™

The interaction between NGOs and TNCs around the issue of CSR is highly dynamic and
evolving rapidly.™? But two distinct approaches are taking shape (Sethi, 1994b). At one end of the
gpectrum, numerous NGOs continue to pursue confrontationa gpproaches, gpplying awide range
of campaign tools such as provocation, consumer boycotts, litigation and direct protest (Cramb,

1999). At the other end, a growing number of NGOs including the most transnationd, such as

United Nations Conference on Trade and Development (UNCTAD, 1999) for agood overview of the social
responsibility of TNCs.

19 Sales of leading TNCs exceed GDP of regional giants such as Thailand and South Africa (UNDP,
1999, p. 32).

" These groups have targeted ("naming and shaming" ) high-profile corporations such as Nike,
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Amnesty Internationd, Human Rights Watch, WWF and others, have entered strategic partnerships
with TNCs, recognizing that corporate change leaders can become effective role models or

advocates for broader societal concerns.

These partnerships are in an early stage of development, and they are often sponsored by
aneutra broker such as agovernment agency or business NGO.*® Some TNCs are developing
‘stakeholder policies, thus trying to cope with the increasing influence and busi ness-orientation of
NGOs. These nove forms of busnesssNGO didogue have dready brought about significant
changes in sdected areas, especidly corporate environmenta practices. It remains to be seen
whether these experiments will evolve into lasting sructures for bridging socid and busness

interests.

Corporations, on the other hand, have had to learn that globdization Srategies, particularly
globa branding, have crested not only new opportunities but aso vulnerabilities (Wild 1998).*
Protecting image and brand names has quickly evolved asamgor chdlenge tha had to be met if

globalization strategies were to succeed.

Shell and Rio Tinto.

2 For agood discussion forum see www.mailbase.ac.uk/lists/business-ngo-rel ations/

13 Examplesinclude the U.K. ethical trading initiative, the development of national ethics codesin
Canada and Norway and the work of the World Bank on best practicesin the extracting industry. Many
other initiatives are sponsored by business NGOs such asthe WBCSD (World Business Council for
Sustainable Development) and the PWBLF (Prince of Wales Business L eaders Forum).

¥ |_arge corporations no longer advertise their products by the country of origin ( e.g. "madein
Japan") but establish global brand names and corporate images. These intangibl e assets have become
important in establishing aglobal presence and by some estimate make up as much as 40% of the market
value of corporations.
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The need to protect the corporate image has fostered an array of corporate responses,
ranging from private sector initiatives a the firm and industry leve, to private/public partnership
goproaches, as well as a renewed interest in regiond and internationa sectord initiatives (ILO,
19994). Depending on their vulnerability towards public scrutiny together with the environment and
the degree of exposure in which they operate, a few TNCs have publicly broken rank with
conventiond views and embraced concerns for human rights, the environment and labor in their

mission statements, management practices and annua reporting™ (Cramb and Corzine, 1998).

Transnationds are subject not only to externd pressure but dso to internal needs. Many
have begun to confront the chalenge of how to integrate into one globa corporate culture the
increasing number of diverse nationd cultures of ther officers and employees. Success or fallure
can have adirect impact on the bottom line. The corporate interest in business ethics and good
citizenship is, in part, a reflection of this concern. In essence, corporations that take
transnationalization serioudy in corporate staffing and governance have dowly moved toward the
aticulation of ever broader sets of vaues, which are not otherwise essentid to contracting or
market functioning, in the attempt to define the culturd bonds that hold the company together (The

Conference Board, 1999; Environics Internationa Ltd et. a, 1999).

The corporate propensty to respond to civil society concerns and the degree to which
these responses are interndized in corporate practices a so depends on their market power. Only

under conditions of imperfect markets can individuad executives afford to guide corporations toward

1 BP and Shell, two front-runners in this movement, caused considerable bewilderment in the
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greater ethica norms (Sethi, 1994a).

Overdl TNC responses reman highly uneven. While a smal but growing number have
taken a public gand on ethical issues, it is unclear whether this is a temporary experiment that
remains limited to a rdaively smal number of leading globd corporations - mogly active in
consumer products and natura resources - or whether it herdds a dominant future trend. Even
where innovative responses have been taken, corporations show varying degrees of trandating
good will declarations into actua management practices, corporate performance and reporting

(Watts, 1998).

The Trade Debate

At the globd rule-making leve, the relationship between trade, on the one hand, and socid,
environmental or human rights issues on the other, has emerged as a flash-point of controversy
between commercid interests and civil society groups, mostly of developed countries — as the
whole world saw at Sesttle. Over the past few decades, successive waves of lower trade and
investment barriers have made very gpparent the effects of different nationa policies. Cdlsfor a
levd playing field and for minimum standards to avoid a race to the bottom have become louder
and varying coditions have been formed to pressure governments to use trade as a means to

enforce higher standards or directly change the trading rules to accommodate socid agendas.

business community when they included human rights and sustai nable development on their annual report.
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Those who oppose linking trade with other concerns have argued that this would put too
much stress on the trading system, thereby rendering it ineffective; and that it would not solve the
problems at hand because the trading system is not designed to solve labor, environmenta and
human rights issues. Moreover, opponents are deeply concerned that seeking to impose such
gandards through the trade regime would be an open invitation to exploit them for protectionist
purposes, to the grave disadvantages of the devel oping countries and the trade regime asawhole.

Instead, developing countries argue, higher standards in areas such as environment can only be
achieved through the process of accumulating skills, cgpitd and technology. Higher sandardsin
areas such as the environment cannot be imposed, they argue but can only be achieved through an

incrementd process of accumulating skills, capitd and technology.

Interestingly, the views of developing countries are increasingly converging with those of
TNCs - and outward oriented corporations of any sze, forming a potentidly powerful policy

codition that has not yet been fully redlized.*®

The conflict over trade rules was evident in the debates following the concluson of the
Uruguay Round. A compromise declaration was reached a the firsd WTO Minigterid meeting in
December 1996, where it was confirmed that the IL O was the competent body to ded with labor
issues, and where a decison was taken to keep environmenta issues merdly under review within

the WTO framework. This was only a temporary lull, however. As preparations for the Third

18 Thisis evident when comparing policy statements of the International Chamber of Commerce
and of developing countries. The convergence has gradually proceeded over the past few years, to a point
where positions are sometimes virtually indistinguishable.
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Minigterid Mesting of the WTO gained momentum, conflicts around these issues became more

intense again.’

As pressure by civil society actors has intensfied, various attempts have been made to
appease their concerns by increasing the transparency of the WTO and by searching for
compromises® President Clinton, for example, proposed in an ILO speech to “build alink” with
labor (Clinton, 1999). Renato Ruggiero, as Director Generd of the WTO, stressed the need for
baancing globd governance dructures, culminating in his proposd for a World Environment

Organization (Ruggiero, 1999).

The Third Minigterid Meeting of the WTO in Sesttle in early December 1999 thrust civil
society movements into the public consciousness. Their common denominator was the use of trade
to advance ahost of other issues. With 30,000 protesters and about 20,000 labor union members
marching in the dredt, the Seettle event demondrated vividly how trade and large corporations have

become the target of citizen's groups.

The collapse of the Sesttle talks and the failure to agree on another round of trade
liberdization was not the result of pressure from the street however. The talks had to be sugpended

because trade negotiators failed to bridge conflicting views, especidly in the area of agriculture

" arge demonstrations in Genevain 1998 showed that the WTO and big businesshave become a
target of social movements of all sorts.

'8 A dialogue forum on development and the environment was held in March, see
http://www.wto.org/wto/index.htm and of arrangements have been made that allows NGOs to attend some
debates.
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where the EU tried hard to deflect pressure to reduce farm subsidies. Y &, the demondtrations and
the movements preceding them, especidly in the U.S, had their impact. In an interview after the
Sedttle talks, the European Union’ s trade commissioner Pascd Lamy went on record by blaming
the collgpse of the Sesttle taks on the pressure of looming US presidentid dections and President
Clinton's call in Sesttle for labor standards to be indluded in trade agreements™. In the same ven,
India's chief representative at Sedttle said that President Clinton’'s remark about labor standards
“made dl the developing countries and least-developed countries harden their views. It created

such afuror that they al fdt the danger ahead”.?

The Serttle experience showed that civil society groups are increasingly powerful a the
corporate, nationd and internationd levels and that inter-governmentd organizations such asthe
WTO have yet to learn how to respond. The fact that over 90% of the NGOs that attended the
Third Minigerid Meeting in Seettle came from OECD countries indicates a srong northern bias.
The voices of the people of the developing countries' remain unheard, and in those cases where
developing countries NGOs do participate they are often subsidiaries of NGOs hosted in OECD

countries.

The Sesttle meeting confirmed once again that opponents of trade liberdization represent
highly heterogeneous groups with different motivations. The spectrum of protestersincluded asmal

anarchig minority, alarge number of 9ngle issue groups concerned with the environment, hedth and

¥ See N. Buckley (1999, Dec. 7) Collapse of Seattle talks blamed on US. The Financial Times.
% Reported by CeliaW. Dugger(1999, Dec. 17) Why Indiaand Others See U.S. as Villain on Trade,
New York Times
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human rights, trade unions who fear that structura adjustments due to market openness are not
offset by pogtive effects of increased competition, and powerful economic interests that seek

government protection in areas such as sed and textiles.

Numerous activids took up the cdl to rdly againg exploitation and environmenta
destruction in developing countries, while a the same time ignoring the basic fact thet trade remains
the most viable path to escape poverty and that developed countries continue denying poor
countries market access in areas where they stand a chance to compete. Protesters readily took
up the dogans of the A.F.L —1.C.O. but were gpparently not influenced by development oriented
NGOs who understand that poverty is the main cause of child labor and environmenta destruction
in poor economies and that trade and investment have overdl a positive and mutudly reinforcing
consequences for human rights, development and the environment. This gpparent hypocrisy led

many observers and commentators refer to developing countries as the red losers of Seettle.

What the debate on CSR and trade have in common

The interaction between TNCs and NGOs a the corporate level and the controversies

around global trade reved a number of consequential tendencies.

Firgt, contrary to conflicts between markets and society during the 1960s and 1970s

-- for example, the controversa debates around the UN Code of Conduct for TNCs —the issue

17



a stake today is not in the main ideologica. Opponents of globdization do not advocate an
dternative ideology. While they seem united in ther intention to oppose markets, most of them
thrive because of economic good times and their operations and networking hinge criticaly on the

free access to information technology.

Indeed, most transnationd NGOs take positions againg TNCs and trade not because they
inherently oppose thair legitimacy or functiond efficacy. They do so primarily because it promises
to leverage their own specific interests and concerns. This drategic pogtioning is greetly facilitated
by the fact that the trade regime is not static in its relation to society, nor does it represent a
concrete thing. The trade regime is intersubjective in character and reflects the shared meanings
and understandings attributed to it by the rdlevant actors (Ruggie, 1998). Asaresult, issues can
aways be characterized in more than one way. In Stuations of choice, the act of characterization
itsdf can be drategic in the sense that the actors select a characterization not on the bass of

objective facts but on the positiond implications of one formulation over the other (Wolfe, 1999).

If such drategic postioning is a centrd feature of current debates this carries consderable
risks, especidly in circumstances where it overlaps with real economic interests in protection -
seeking indugtries or other interests. The mogt likely losers are those thet are not party to the game

- consumers everywhere and developing countries in particular.

However, while environmenta and human rights NGOs may be motivated srategicdly in

the debates around trade and TNCs, their pogition is given added mora weight by the imbaance
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in current globa governance structures. Thereisa stark contrast between the available indtitutiond
mechanisms to define and enforce globd rules that advance the economic interests of TNCs and
the under-funded and rdatively weak UN agencies charged with advancing the causes of the
environment, development, human rights and labor. And a the United Nations, thereisawide gap
between the ambitious goas and broad commitments embodied in various United Nations
conferences on socid issues and the degree to which governments are willing to honor such

commitments.?

Findly, there are some dgns that dements in the globa corporate community are
themsdves increasingly concerned by the unsugtainability of the current imbaance in globd
governance gructures, recognizing that global markets no less than nationd ones need to be
embedded in broader frameworks of socid vaues and practices if they are to survive and thrive
(ICC 19983, 1998b, 1999)*. As aresult, they have begun to look to the United Nations to play
alarger role in setting norms and standards that express not merely the functiond vaues of direct
interest to busness, but dso broader globa socid issues. At Sedttle, Kofi Annan invited
participants to view the United Nations as a part of the solution to the problem with which they

were grappling (Annan, 1999).

' The follow-up process to UNCED exemplifiesthistrend. Indications are that “ Copenhagen +5”
will be comparably sobering.

# Thereis an interesting difference between the financial community, especially Wall Street, which
continues to oppose any regulation of global markets, and corporations that actually invest long-term
productive capital. The rift became obvious during the peak of the Asian Financial crisis, with the latter
warning about the need for at least some regulation of financial markets.
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CONCLUSION

Globdization may be afact of life, but it remains highly fragile. Embedding globd market
forcesin shared values and indtitutionalized practices, and bridging the gaps in globd governance
dructures are among the most important challenges faced by policymakers and corporate leaders
dike Thefuture of globdization may hang in the bdance. This chdlenge hasto be met a the micro-
leve, where we beieve the move toward articulating and acting upon universd vaues offersavigble
gpproach. And it hasto be solved at thelevd of globa rule-making, where we bdieve srengthening
the role of the United Nations has a productive role to play. The Globa Compact isintended as
a contribution to both though by its ver nature and scope, it can only make a modest contribution.

Let us draw some conclusions from the case.

One can readily appreciate why corporations would be attracted to the Globa Compact.

It offers one stop-shopping in the three critica areas of greatest externd pressure: human rights,

environment and labor standards, thereby reducing their transaction cogts. It offersthe legitimacy

of having corporations sgn off onto something gponsored by the Secretary-Generd — and, far more

important, the legitimacy of acting on universdly agreed to principles that are endhrined in covenants
and declarations. And, the corporate sector is fears that the trade regime will become saddled with
environmenta and socid standards and collgpse under their weight; in comparison, a sronger UN

inthese aressisfar preferable.

The NGO community is divided over the gpproach. The smdler and/or moreradicd Sngle
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issue ngo's believe that the United Nations has entered into a Faustian bargain a best. But the
larger and more transnationdized NGOs have concluded that a dtrategy of “congructive
engagement” will yield better results than confrontation, and they are cooperating with the United
Nations. At the sametime, it is no doubt true that without the threat of confrontation, engagement
would be lesslikely to succeed. The developing countries have yet to teke apogtion. They fully
support efforts to keep the trade regime free of additiond conditiondities and barriers. But they
are dso worried that working with TNCsto improve ther practices could become a Trojan Horse
to put pressure on the governments of those countries. And if we succeed in our endeavor, the

imbaance in globa governance structures will be somewhat attenuated.

The experience of working together on the Globa Compact has aso brought grester
coherence to the United Nations entities active in this domain, and the hope that connected
behavior accomplishes far more than fragmented action. Thus, the Globd Compact may sgnd that
the United Nations may become a more sdient player in the post-Seettle game of forging new

instruments through which to manage the consequences of globdization.
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