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FOREWORD

by Professor Bill Valentino

Do you believe that corporate social responsibility (CSR) is not simply about looking, feeling and acting
good? Do you wonder why currently learning how to be a practitioner of CSR is less about strategic
business thinking and more about marketing and communications? Do you have doubts about why the
current methods of CSR education predominantly emphasize theories, awards ceremonies and other
promotional events, show-and-tell case studies, eye-catching sustainability reports, ethics courses in
MBA programs and zealous moral, rational and economic arguments?

If you have responded affirmatively to these questions, you are definitely already reflecting deeply
on why a strategic CSR perspective is important, and perhaps you have already realized how it can be
useful to the bigger picture of managing an organization in China. Practitioners and the companies who
employ them need a starting point for comprehending how CSR fits into China’s hyper-competitive
business environment. In a situation where shifting priorities must be managed dynamically, CSR has
emerged to transform many interrelated networks of problems and issues facing companies into a
strategic map. This represents a mindset that facilitates adapting traditional business thinking and
practices to a dramatically changing world.

Strategic and design thinkers have the ability to look at the world around them and frame, focus and
explain what is happening. They can transform these observations and trends into comprehensible
and action-oriented knowledge. The partnership of two organizations | immensely value and respect,
Harmony Foundationand SynTag have succeeded in writing this CSR guide with exactly this outcome
in mind.

Harmony and SynTao have meticulously collected experience and information in this guide, which are
vital to practitioners who need it to understand and effectively implement CSR in their companies,
especially in the context of China. A guide such as this did not exist so they had to create it. In doing
so, they have illuminated the emerging discipline of CSR by providing managers and professionals
in companies with a map for making CSR an integral part of a company'’s strategic business model
and planning process. The strategic and design views of the authors rest on dedicated, inspiring and
impressive backgrounds in research, experience and deep practical wisdom, which they have acquired
over decades of participation in the evolution of CSR globally, but most importantly in China.

CSR has become ubiquitous in China; educating practitioners in the capacities, mindsets and tools to
implement it is where this guide will have its deepest impact. The authors’ work frames the issues and
focuses on strategic and conceptual thinking as opposed to the feel-good, look-good and act-good aura
that makes CSR seem more like charity or PR. Consequently, the authors reveal a strategic process that
responds far more effectively to a rapidly changing world and its needs.

China’s economic miracle is anchored in social stability. Its ongoing economic success calls for
sustainable growth based on a new ideology of the Chinese government that focuses on a more
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balanced society. Here is where a new brand of CSR with Chinese characteristics is emerging.

On a policy level the Chinese government has placed great emphasis on strengthening social balance
and creating a harmonious society to ease destabilizing forces that are growing in China today. This
reflects the government’s preeminent task of putting China’s development on a more sustainable track
and ensuring continued stability.

Since 2005 China has repeatedly stressed the mantra of building a harmonious society. The principle is
fundamentally about putting people first based on the ubiquitous ideology of a “scientific outlook on
development.” China’s new government promises to accelerate this movement.

Observing the rapid changes and transformation of China, it is easy to understand how, given the huge
size and scope of what is taking place in China today, the focus on CSR as a factor vital to harmony,
stability and sustainable development, is critically important for China and the world.

This guide delivers what the title promises — a clear analysis, a reference work, a field manual for
practitioners of CSR in China. It is a guide that maps out the uncharted course of sharing the basic
knowledge needed to make CSR strategic and results-oriented for both company and society. It
forecasts and recommends how to go about using CSR, not to predict the future but as a means to
create it.

China has changed radically in the past three decades and continues to change at an even faster pace.
The pathway to a sustainable world is filled with challenges - technological, political, social, ethical,
economic and environmental. Challenges of the mind are the biggest we face in understanding why
we should care, how we interact with the world around us, and how achieving sustainability forces
everyone to choose not to be bystanders but active participants. It is critical for businesses in China now
more than ever to grasp that this is happening and how to recognize the opportunities it offers.

This Guide should be further taken as a strong argument for better education, for promoting CSR in
a way that it becomes a mindset for how everyone thinks and reflects on how their jobs and careers

contribute to creating a more sustainable world. Academia needs to create a discipline for CSR
practitioners and companies, a professional career path that focuses on strategic processes, purpose
and impacts.

As someone who has given so many presentations, lectures and classes on the topic of a strategic CSR
perspective and sustainability, | am passionate about helping people learn how CSR melds a mix of
business goals and societal expectations into an attempt to define the future direction and place of
business in society.

My teaching and research at Beijing Normal University have focused on five identifiable trends in
China that are important elements of business strategy that make CSR increasingly relevant. These are:

affluence, ecological sustainability, globalization, the flow of information and brands.

Increasing affluence in China has pushed CSR upward on the agendas of companies because it leads
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to changing social expectations. These expectations are enhanced by a growing concern for the
environment, as can be witnessed in the rise of public activism regarding environmental issues in China.

Globalization is exposing China to a global audience and the behavior of foreign and domestic firms
are coming under greater scrutiny. This magnifies the complexity of doing business around the world
parallel to the growing expectations of the increasingly sophisticated Chinese domestic audience.

The fact that China is increasingly online and connected has caused a revolution in communications
which has given the Chinese public previously unimaginable abilities to monitor companies, and widely
and quickly disseminate information on actions that they perceive as irresponsible or unsustainable.

The flow of information ultimately affects brands, which are more valuable than ever because of
the competitive advantage they hold. In this respect CSR has taken on the task of protecting a very
important investment that is essential to every company’s continued success. CSR is not rocket
science. It is basically common sense combined with an enlightened self-interest approach to company
management and decision-making. It is impossible to prescribe a best CSR mix to deal with China’s
rapidly changing business landscape because CSR depends a lot on industry context and diverse
strategies of individual companies for delivering value to a very broad range of stakeholders.

Effective strategy provides companies with sources of sustainable competitive advantage. The purpose
of CSR is to identify these sources by understanding that the interdependence between market, strategy
and stakeholder needs must be strategically planned.

Finally, teaching, writing about and practicing a strategic CSR perspective always make me think of this
guote from Einstein: We can't solve problems by using the same kind of thinking we used when we
created then:

Change is needed in how we educate, learn about and effectively integrate CSR into business
operations. This Guide from Harmony and SynTao is not only a huge leap in that direction but more
than that, it gives the tools and hope to current practitioners of CSR and future professionals in this
field to be confident that great changes are within their imagination and grasp. Thanks for the strategic
and design thinkers who have made the invaluable contribution of this Guide for CSR in China.

-- Bill Valenting January 1%, 2013, Beijing
Bill Valentinois a Professor and Deputy Director of the China Institute for Social Responsibility at Beijing Normal
University’s School of Social Development and Public Policy and an Adjunct Professor at Tsinghua University’s Centre

for International Communications. Retired in 2011 as the VP of Corporate Social Responsibility for a large multinational
company in China based in Beijing, he has been living and working continuously in China since 1987.
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EXECUTIVE SUMMARY

In recent years companies from around the world have flocked to China, attracted by its rapidly growing
economy, expanding markets, cheap labour, and low standards for environmental protection, health
and safety. That is changing -- dramatically.

By October 2011 there were over 730,000 multinational corporations (MNCSs) registered in China.
Although MNCs brought the concept of Corporate Social Responsibility (CSR) to China, studies show
under-performance, both in comparison to their practices in developed countries and with respect to
rising Chinese expectations.

While CSR is relatively new in China, it has developed quickly. Both Chinese governments and the
public increasingly demand that businesses improve their performance on public health, environmental
protection, worker safety and social development. Regulatory compliance and image marketing will be
inadequate.

In practice, however, it matters less what motivates improved performance and more how one responds
in effective and practical ways that benefit not only business, but society as well.

Theprimary purpose of this guide is to help CSR practitioners and business leaders to make that transition to
society-based CSR and to

. understand the public’s view of CSR and the benefits of substance over appearance,
. grasp the importance of CSR in China and trends that lie ahead,

. develop meaningful CSR programs that meet societal and business needs,

« build long-term community relationships through productive partnerships, and

. learn from successful experiences and best practices in CSR.

Chapter one delivers a brief history of CSR and makes a compelling case for society-oriented CSR, an
approach that aligns business values and behaviour with the expectations and needs of stakeholders.
This is known as Transformational CSR.

Chapter two examines CSR in China -- history, state of the art, laws and regulations, CSR performance of
multinational corporations (MNCs) and challenges going forward.

CSR development in China has gone through three stages since the 1990s — introduction, observation
and development. Now the Chinese government is poised to use CSR to address social and
environmental issues as part of economic and social reforms, and to promote sustainable development.

At present, there are over 30 CSR-relevant national laws, regulations and guidelines in China. Chapter
two highlights the most important ones directly addressing CSR, as well as guidelines from Chinese
business associations and stock exchanges. The most widely used CSR reporting guidelines in China for
MNCs are the UN Global Compact and Global Reporting Initiatives. Alternatively, the framework most
commonly used by SOEs in China is CASS CSR2.0, developed by the CSR Centre at the Chinese Acade
of Social Sciences (CASS).
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Finally, chapter two looks at internal and external CSR challenges facing MNCs in China, including
poor coordination with local branches and suppliers, failure to address more stringent regulations
and increasing public expectations, inadequate integration of CSR and sustainability in planning and
decision-making, and weak community relations.

Chapter threebegins by making the business case for CSR in China. Subsequently, it provides practical
information on how to analyze current practices and improve CSR by engaging stakeholders, including
government, employees, media, NGOs, business partners and customers. Recommendations address
vital topics including how to

. improve cooperation between headquarters and branches,

. advance CSR through human resources,

« conduct self-evaluation on CSR,

« Strengthen community engagement,

« improve philanthropy,

. find and work with capable NGO partners, and

. upgrade CSR reporting.

Case studies presented in this guide focus on the positive, offering examples of companies whose
CSR strategies and sustainability programs have increased both corporate and societal benefits.
Unfortunately, negative examples are easily found elsewhere.

Options Going Forward

Every society reaches moments of reckoning and China is no exception. Seriously contaminated food,
water and air, with consequent damage to public health and the environment, have led to rising social
unrest and political action. Demands for a higher level of performance on labour, health, environmental
stewardship and social development are growing louder and resulting in concrete actions by government
and the public. It would be prudent for business to respond proactively to these calls for action.

Each company, therefore, has its own decisions to make: to continue business as usual, with a risk of
being compelled to change and therefore left behind, or to align its business strategy and sustainability
outcomes to meet the needs of society. Motivated by ethical business principles, forward-looking
companies that are successful over the long term will be those which operate with social and
environmental responsibility as core values. They will earn far greater possibilities to enhance their
competitiveness and brand approval by actively pursuing improvements in overall conditions in the
communities where they operate and in the world that is the market for their goods and services.

This publication may have been written for MNCs operating in China, but it is much more. It is a
blueprint for success for multinational or state-owned enterprises in China or anywhere in the world.
It promotes greater cooperation between business and society in order to achieve beneficial social,
economic and environmental outcomes.

Our hope is that senior business leaders, as well as CSR proponents, will find this guide useful in shaping
better business strategies and practices that are based on a sound understanding of CSR and a renewed
commitment to forming effective partnerships with society in order to achieve a more sustainable future.
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INTRODUCTION

BACKGROUND OF THIS RESEARCH

The majority of economists now agree that by 2030 the Chinese economy will overtake that of the
United States. In anticipation, foreign companies have increasingly entered the People’s Republic of
China (PRC) . According to the Ministry of Commerce, PRC, by the end of October 2011, there were over
730,000 foreign companies registered in China.

Vice commerce minister Gao Hucheng said at the fifth round table meeting with multinational
corporation leaders on June 22, 2012 that 490 out of the world top 500 companies have funded and
established more than 1,600 research and development centers and regional headquarters i China
Foreign-invested firms have reaped great benefits from China’s huge market. Sales by these companies
in China exceeded 33 trillion RMB ($5.24 trillion USD) in 2010 alone.

While China’s modern development has been remarkable, it has been accompanied by considerable
harm to public health, social development and the environment. While foreign companies brought the
concept of Corporate Social Responsibility (CSR) to China through their supply chain management, most
CSR programs remain driven by public relations and marketing, or are used to cover up bad behaviour.
Few companies truly view societal needs as a priority. Studies show that many leading MNCs tend to
practice less CSR in developing countries, including China, and put more emphasis on CSR in developed
countries where they face more pressure from their consumers and investors (Lam, 2009).

There are various reasons for the insufficient CSR performance of MNCs in China:

. Some companies do not recognize or respect the development of CSR in China and just follow the
rules, taking advantage of weaker social and environmental requirements;

. Some companies are just operating branches with limited authority. Their CSR has to follow head
office instructions, even if the head office knows little about CSR requirements and societal needs and
expectations in China; and

. Some companies are at the early stage of settling down in China. Their funds and activities are
focused on launching their business in China; they fail to appreciate CSR as part of that process.

1 ZO% WITAAAXPYAX VIIEIPITIiTriolTil }vs v8ziio606iTXZ8u
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INTRODUCTION

This approach will have growing consequences. Momentum is building for action to address this deficit.
As Hon. Sergio Marchi, past president of the Canada China Business Council, said during an International
Coaching and CSR Conference in Beijing in 200@n“era where CSR is developing in China, and where
the government is looking for business to lead, there is a great opportunity for companies to distinguish
themselves, to be entrepreneurial in CSR, and to build reputations as good corporate”citizens

It is prudent to respond to these calls for action -- and they are growing louder. MNCs operating in China
need to improve their performance on public health, worker safety and environmental protection, and
at the same time contribute to social development. Such action is not only fair, but also is increasingly
essential for success in China.

This presents two challenges. The first is to make sure that MNCs have a clear understanding of China’s
rising CSR expectations and how to get the job done successfully. The second is to ensure that what
Chinese companies learn from MNCs are best practices, and not bad habits.

PURPOSE OF THIS GUIDE

Clearly there is the need for a comprehensive and practical CSR guide which can be used by companies
to develop and implement a successful CSR program for China. Existing guides are either too general or
they focus on individual companies or industries.

This guide, therefore, is meant to help CSR teams and leadership in MNCs to

. understand CSR from a societal point of view and to value the benefits of substance over
appearance,

. gain knowledge of the CSR state-of-the-art in China,

. develop meaningful CSR which meets both societal and business interests and needs,

. build long-term relationships with local communities through reliable partnerships with
civil society, and

- share successful experiences and lessons learned.

We hope that senior business leaders and CSR practitioners alike will find this guide useful in shaping
their business strategies more effectively through better understanding of CSR as part of their business
mandate. In addition, we hope to see this guide become a valued reference for other CSR practitioners
and advisors, such as consultants, Chinese domestic companies, academics and government officials.
We hope that it will help to steer marketing and branding-based CSR more toward society-focused
social and environmental regeneration practices that are beneficial to both society and business.

RESEARCH APPROACH

This guide is based upon extensive research that includes benchmark studies and surveys, CSR policies,
issues and cases in China, as well as corporate websites of selected international companies. In addition,
§Z]e E « E Z o0°} E Ae u%}v Ju%}ES v8 ~Z Pu] o]v «I(E u A}E
Initiative (GRI), the United Nations Global Compact, ISO26000 and others.
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INTRODUCTION

Moreover, we also incorporate the Harmony Foundation’s substantial experience working with business
and within China, SynTao’s working experience with their clients and their considerable knowledge
about CSR practices in China, and the knowledge and insight contributed by a host of expert advisors
and reviewers.

AUTHORSHIP

Lanlin Bu and Michael Bloomfield initiated and managed this CSR guide project. They were principal
authors, leading and coordinating the project, and are responsible for its overall design, development
and final content.

Lanlin Bu is the Leader of Harmony’s China Program, promoting public engagement and cooperation
among business, government and communities in addressing environment and development issues. Her
Master degree in Urban Planning, Bachelor degree in Architectural Design, experience of over ten years
as urban planner in China and extensive research on CSR provide her with profound insights into the
changes in China and how business and society can work together to achieve sustainable development.

Michael Bloomfield, Founder and Executive Director of the Harmony Foundation of Canada, has broad
experience with environment, community development and international issues. Since 1985, he has
led Harmony to build bridges between business, government and communities on environment and

development issues, pioneering work for which the Foundation has been widely recognized. His insights
on conflict resolution, cooperative problem solving and ethical decision-making assist many others to

take positive action.

The principal authors were delighted that SynTao agreed to join the effort. We acknowledge with
appreciation the support of Peiyuan Guo, General Manager of SynTao and the research and writing
provided by Jiali An from SynTao for sections of Chapter 2 and Chapter 3.

Ms. Jiali An is a senior research manager at SynTao specializing in CSR and Socially Responsible
Investment (SRI) issues. Ms. An has conducted studies ranging from supply chain management to
water scarcity and from CSR report assessment to corporate governance. She contributes to several
of CSR reports and consultancy projects. Ms. An received her Master's degree in Humanities from the
University of Jyvaskyla, Finland. She also holds a BA from the Finance and Economics University of
Jiangxi in China.
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The idea of social responsibilities supposes that the corporation
has not only economic and legal obligations but also certain
responsibilities to society which extend beyond these obligations.




CHAPTER 1 OVERVIEW OF CSR

1. Brief History of CSR

In Ancient Mesopotamia (1700BC), King Hammurabi’s code said if a builder built a house for someone,
and did not construct it properly, and the house which he built collapsed and killed its owner, then that
builder should be put to death. This might be the earliest example of business social responsibility in
human history.

Modern CSR started in the middle of"2@entury. Howard R. Bowen published his seminal bSokijal

Z *%}ve] J0o]Y « }( $Z in[993, anduasva result, he has been called “Father of CSR.” In 1963,
Joseph W. McGuire stated in his boBkisiness and Societyd Z | }(*} ] 0 E *%}ve] JO]Y « op
§8Z 8§ 83Z }E%}E Y}v Z » v}S }voC Iviu] v o P o} o]P Y}ve u3 o}
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Then scandals in the late 1980s, on Wall Street and in the USA defense industries, eroded public trust
in big business. As more unethical corporate practices were exposed worldwide, scrutiny of corporate
behaviour became the norm. Customers organized campaigns against alleged unethical business
practices by companies such as Nestle, Union Carbide and General Motors, among others. General
Dynamics established the very first corporate ethics office in the USA, after the firm was investigated by
the USA government for pricing scams (The Economist, April 2000). Companies reacted to these public
campaigns by adopting CSR as risk management and public relation tools. Ever since then, it has largely
stayed that way.

By the end of 20 century, three oil industry events -- Exxon’s oil spill in Alaska in 1989, Shell’s planned
sinking of Brent Spéaoil platform in 1995 and the execution of nine Ogoni activists due to a perceived
“quid-pro-quo” agreement between the Nigerian military and Shelkriggered an unexpected public
backlash against multi-national corporatish(Azer, 2001). After that, reports about sweatshops

ZBrentSparA « E}ESZ ~ }]o *$§}JE P v § vl Ero} JvP p}C Jv 8Z & vs }]o. 0o U }% E § C
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producing for Nike, Disney and other companie
raised further public demands for corporate
social responsibility. By 2000, most majo
corporations had made some commitment to the

. ] 1950 1960s-1980 19805-2090 After 2000
principles of CSR; howevegs: CEOs celebrated startof | ‘arlystage, | Becamerisk | Tocreate
CSR’s ability to create shareholder value | [SEEAAN BESUEREN B LT value

. . . /i
enhancing brand image, critics became eve
more concerned that CSR was less about peo) /
and the planet than it was about public relations Chart 1:Brief History of CSR

and profits” (Azer, 2001).

2. Components of CSR

Since the concept of CSR was created, there never has been a clear, widely accepted definition. A few
other terms are commonly used, including corporate responsibility, corporate accountability, corporate
ethics, corporate citizenship, business sustainability, triple bottom line and responsible business.

Instead of joining the debate on definition, we prefer to focus on the major components of CSR, which
generally include the following:

2.1 Environmental protection

Take a precautionary approach to environmental issues and responsibilities; take responsibility for
the impact on the environment caused by business, working proactively to improve performance in
reducing environmental damage significantly and using natural resources and energy more efficiently
throughout all operations.

2.2 Labour health and security

Avoid all forms of forced and compulsory labour; eliminate discrimination with respect to recruitment
and employment; treat all workers fairly; uphold the principle of freedom of association and recognize
the right to collective bargaining; provide necessary protection for workers and ensure that employee
health and safety meets international standards; provide training and career development.

2.3 Human rights
Treat all individuals respectfully, regardless of their background or personal characteristics; avoid all

forms of forced and compulsory labour whether directly or indirectly connected to one’s own business.

2.4 Stakeholder/community engagement
Understand and respect the needs and concerns of stakeholders and engage them sincerely in decision-

making; help with local employment creation, education, social investment, health and other public
interests; form partnerships with local organizations and encourage employees to volunteer for
community initiatives.

CSR Guide for Multinational Corporations in China Harmony Foundation 7
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2.5 Business ethics
Ensure accountability, transparency, ethical conduct, compliance with all laws and regulations and
respect for stakeholder interests; work against corruption in all forms.

2.6 Corporate philanthropy
Provide disaster relief and invest generously in ongoing social development, culture, education, public

and environmental health and safety.

3. Misunderstandings of CSR

The basic principle upon which CSR is based is that companies should contribute to social and
environmental benefits that make the world a better place to live. Unfortunately, over the past couple
of decades many CSR practices are little more than public relations campaigns designed to build
favourable images for companies or to market their products. At a time when world problems such as
environmental degradation, poverty, and social injustice are perceived to be more serious than ever,
these image building practices are drawing increasing criticism, particularly when important causes are
manipulated for commercial purposes.

The question is this: How can we do a better job with CSR to bring about benefits for society as well
as for business? For some insight, let’s take a look at a few prevalent misunderstandings of CSR, as
exhibited in current practice:

3.1 CSR is charity, and my company doesn’t make sufficient profit to contribute.

According to the World Business Council for Sustainable DevelopmEBHR “is the continuing
commitment by business to behave ethically and contribute to economic development while improving
the quality of life of the workforce and their families as well as of the local community and society at
large” At the very lowest level, CSR requires businesses to comply with laws and regulations. However,
beyond their legal responsibilities, companies also have ethical responsibilities. This means not causing
harm to society and the environment, and being accountable if harm should happen to occur. These two
levels of CSR are the responsibility of all companies, without exception.

In addition to legal and ethical responsibilities, businesses have a philanthropic responsibility. While it
is true that companies need to be profitable to be able to provide financial support for charitable and
community programs, even companies at the start-up stage should build a sense of responsibility into
their corporate culture, and can do so by providing in-kind or volunteer support to NGOs and charities
through employee volunteer programs. Donations of time can be augmented by providing supplies,
contacts and introductions.

3.2 Using CSR as a good marketing and public relations tool.

When Milton Friedman published his article "The Social Responsibility of Business Is to Increase its
Profits” in theNew York Tim@&lagazine in 1970, he referred to CSR programsgsoctritical window-
dressing’ Now that decades have passed, is CSR still window-dressing? Globescan Radar Report 2012
shows that 81% of Canadians think companies use CSR to improve corporate image, not to contribute

CSR Guide for Multinational Corporations in China Harmony Foundation
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to society (Hill+Knowlton Strategies Canada, 2012). CSR has been used as a public relations tool for
decades, and this approach is broadly accepted as general business practice. Most companies, when
they develop their CSR programs, first consider what the company will get from CSR, such as customer
loyalty, brand approval and additional opportunities for new product promotion. Companies want
and deserve appreciation for the good they do, but are self-promoting events such as luxurious award
ceremonies, media-based grand openings, or use of charities in order to be associated with important
causes actually effective in generating public support and respect?

3.3 Aslong as my company complies with local regulations, I'm a good corporate citizen.
In general, developing countries tend to have lower standards on environmental protection, labour
rights, public health and social benefits. All MNCs face the same dilemma, that is, which standard to
follow -- local ones in the operating areas which may promise higher profit in the shorter term but also
accrue higher risk of future problems, or the highest possible international ones which might cost more
but will provide greater benefit to employees, local communities and the environment? The essence of
the question is what do you care about more — company profits or responsible citizenship that produces
benefits for society and company alike?

As a classic case, let’s take a look at Union Carbide’s downfall. In 1969, the USA chemical company was
encouraged by the Indian government to build a pesticide plant in the city of Bhopal. Instead of abiding
by employee health and safety and environmental protection laws in West Virginia, the site of another
major plant, Union Carbide set up its pesticide plant in Bhopal, based on India’s much weaker legal
standards. In 1984, the worst corporate disaster on record happened — tons of lethal methyl isocyanine
gas, a chemical used to make pesticides, leaked from storage tanks and descended in a toxic cloud over
thousands of unsuspecting residents living near the plant.

Approximately 2,500 people died and hundreds of thousands more were poisoned by the chemical. In
1989, the company was charged $470 million for the damage done. Union Carbide was eventually taken
over by Dow Chemical Company. The area around the plant in Bhopal still remains highly toxic and many
victims of the incident continue to suffer, inadequately cared for and insufficiently compensated. Union
Carbide and its reputation were destroyed because of poor judgment and performance before, during
and after the Bhopal disaster.

Now, think again: if a company complies with only the lowest legal requirements, is it a good corporate
citizen? Is it a successful business strategy?

3.4 CSRis a political means to improve my company'’s relationships with government.

In the fall of 2010, the Harmony Foundation held a training session on CSR for about thirty of China’s
mayors and vice mayors, where Oliver Young from the American Chamber of Commerce (AMCHAM)
in China made a presentation to the mayors. He asked the mayors to guess who the foreign invested
companies believe are their most important stakeholders. Most mayors guessed “customers.”
“Interestingly, many companies think that government is their most important stakeHo(@kver

said. Hence, it is not hard to understand why companies want to use CSR as means to improve their
relationship with governments.

CSR Guide for Multinational Corporations in China Harmony Foundation 9



10

CHAPTER 1 OVERVIEW OF CSR

There is nothing wrong with improving relationships with government through CSR. However,
companies need to be cautious and ensure that what the government wants is in the community’s
best interest. For instance, local government might want to build a new hydro power plant, while the
community is strongly against the idea because the construction will not only destroy wild habitat and
adversely change people’s lifestyles, but also it will cut the river into small lakes and reduce or eliminate
access to fresh water.

Transparency and constructive working relationships with community groups are indispensable to

effective CSR. Ensuring that important community needs are met is vital to achieving positive outcomes
over the long term. Governments come and go but the local community endures.
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In an ideal world, CSR would function as a built-in, self-regulating mechanism whereby businesses
monitor and ensure their compliance with legal and ethical standards, as well as international codes of

conduct. Consequently, businesses would embrace responsibility for the impact of their activities on the

environment, consumers, employees, investors, communities and anyone else within their sphere of

influence. Furthermore, businesses would promote social good at least as much as their own interests
by encouraging healthy, sustainable community development. To achieve that, we need to steer

marketing-basedransactional CS®wards society-focuse@iransformational CSR.

While the term Transformational CSR enjoys wider use, we acknowledge Canadian Business for Social
Responsibility (CBSR) for its role in promoting and disseminating its principles. Transformational CSR
refers to a proactive strategy to inspire and infuse CSR throughout an organization and to engage
stakeholders in a process of leadership and accountability.

In practical terms the distinction lies between proactive and reactive, and whether a company’s level

of performance can be identified as “compliance, operational, strategic or transformational” CSR. The
differences among these four categories are compared in Table 1:
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Table 1: Comparison of CSR Performance
(Adapted from CBSR Resoljce

Performance Compliance K% & Y}v| o Strategic dE& ve(}E&u Y|}v o
Rilvers Commitment to CSR
Leadership . : . . IVe% ]E Y}v|o
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Jobs . . dE]% 0 }O}u o]v
— . Philanthropy Sustainable and N
0, ° M
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taxes Long-term
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L Inform Consult Involve W ESv El u%}A E
Approach
Ivd PE Y}v }( ~Z
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Minimal C % E}i 3 }E& (pS8tratégic Plan performance assessmeht
. . Programs central to
Y}iv Random programs Targeted programs | Coordinated program business mission
A op Y} Minimal Internal audit 3" party assurance | Stakeholder assessment
Z %o} E Y v Pegal requirements Wu o] & o Y}ve WMuue] E %o} E Y VIPansparency

1.  Principles of Transformational CSR

1.1 Values-based Leadership

The UNIDO Report 2002 mentioned the three generations of CSR — practice philanthropic activities,
incorporate CSR into the company’s integral business strategies, and pursue public good as an intrinsic
part of business goals; it is the third generation -- public good -- which transformational CSR embodies.

Harvard professor Michael Porter’s concept of “shared value” emphasizes buastirfess must
reconnect company success with society progreBansformational CSR requires that companies
address societal and environmental issues from a shared-value perspective, achieving economic
success while ensuring social progress and environmental sustainability.

1.2 Commitment of Top Management

Research has clearly shown that sustainability strategies are typically top-down, and that the most
effective implementation occurs when senior management is clearly committed to the strategy.
Therefore, one member of senior management should be the direct leader of the CSR team, reporting

2 ZO%WIIAAAX «EX 1¢]18 ¢l (posl.o ¢l.o | 9TI&E u AYEIITI(JE9TIAE ve(}EuU Y}v 0911 ~Z9Ti&

* The term ‘values’ means principles or standards of behavior; one’s judgment of what is important in life.
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directly to the CEO and Board.

In order to initiate and implement a shared-values strategy throughout the organization, the CEO and
executives should
. incorporate social and environmental impacts into company decision making at all levels,
. integrate social and environmental values into corporate culture and create incentives to
encourage socially and environmentally responsible behaviour, and
. adopt a life-cycle approach in order to identify, measure and manage the social and environmental
impacts of corporate activities (Epstein, 2009).

1.3 Focus on long-term sustainability instead of short-term marketing and profit pursuit
Transformational CSR requires long-term strategic priorities that weave throughout the entire
organization, and ensures that employees are aware of and involved with the company’s overall
CSR strategy. Transformational CSR balances shareholder and corporate interests with social and
environmental responsibility and investment.

1.4 Empowerment of stakeholders
Transformational CSR requires not only making stakeholders aware of company decisions or

accomplishments, but also engaging them in decision-making and problem solving. Stakeholders should
have regular opportunities to express their opinions and offer suggestions on the company’s products and
services, community investment and overall performance -- social and environmental as well as economic.

1.5 High accountability and transparency

Besides issuing public reports on CSR, Transformational CSR asks companies to provide accountable and
consistent information on an ongoing basis. Transparency is essential for not only public trust but also
for accountability in business practice and management. Success and ongoing improvement require
high levels of both transparency and accountability.

1.6 Tangible and assessable goals
In addition to financial targets, companies should establish specific social and environmental goals

with assessable indicators, such as carbon emission reduction, amount of water conserved, number
of graduates from sponsored education programs, successful civil society relationships, etc. They must
also create systems to ensure that they meet these goals as carefully as they would develop systems to
monitor progress on financial targets.

2. Benefits of Transformational CSR

A consistent and systemic CSR strategy will bring a company long-term benefits that include the
following:

2.1 Enhanced reputation and brand loyalty
These do not arise from short-lived advertising and media campaigns, but from broad and long-
lasting stakeholder loyalty and societal support due to the company’s contributions to society and the
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environment. An increasingly sophisticated public supports sincere investment in society and rejects
“green washing” and other forms of artificial image building.

2.2 Privilege of getting operating approval from key stakeholders

In Edelman’Srust Barometer 2007 port, based on a survey of 3100 educated and prosperous people
from 18 countries in Europe, North America and Asia, over 74% of people refused to buy products or
services from companies they don't tristCompanies who voluntarily reduce negative environmental
impacts through innovative products and services, who contribute to societal justice and community
development and who demonstrate strong social responsibility, gain trust and appreciation from
government and society as well as employees, investors and customers.

People Take Action Against Companies They Do Not Trust

185%
183%

n

Refused to buy their products or use their servic

174%

L 180%
Criticized them to people you know 119%

180%

Refused to invest in them. 172%

. . I 5506
Investigated more about their activities 134%

Supported legislation controlling or limiting their activities 145%

Refused to work for them. 146%

Ignored their attempts to communicate with you 149%

Written a letter or e-mail complaining to the media,_ . 145% O North America
politician, or an official third-party. |31g]’0%6 %o OEU

OAsia

Shared your opinion and experience on the wep 136%

. _ [ 14% i
Actively demonstrated or protested against thent. . 24% Ranked by North America
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Chart 2: People Take Action Against Companies They Don’'t Resbufce: Edelman Trust Barometer 3007

2.3 Attracting and retaining talent
According to a global workforce study by Towers Perrin, CSR is the third most important driver of
employee engagement and retention. (TIME, May 28, 2012)

2.4 Healthy, educated communities with clean environments

These are the cornerstones of a stable society, a place where business can thrive for a long time.
Moreover, businesses gain many benefits. They spend less on health problems, cleaning up the air,
remediating degraded land and water, and they have greater access to well-trained workers and well-

® ZO©%WIIAAAX+0] *Z E Xv 31%!| 00Cl ou viS§Eu3r E}u § Er]E o v
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educated professionals. A degraded society, whether it is the result of conflict, negligence or neglect,
certainly is not an ideal place for business or life. In contrast, prosperous, healthy societies provide
other considerable benefits to business including tax incentives, research and development funding and
infrastructure.

2.5 Benefits from positive stakeholder relations
Transformational CSR values the opinions of all stakeholders, not just shareholders. Through regular

and efficient engagement, companies develop and maintain positive relations with staff, investors,
customers, partners and society in general. A Harvard University study found that stakeholder-
oriented companies showed four times the growth rate and eight times the employment growth
compared to companies that are heavily or entirely shareholder focused (Kotter and Heskett, 1992).
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Serious social and environmental issues and greater public
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China has the fastest-growing economy in the world. With an average Gross Domestic Product (GDP)
growth rate averaging 10 percent over the past 30 years, China surpassed Japan in 2010 and became the
A}Eo [+ » }vro EP «5 }viuC L E 8Z h~AX Z]v ]* v} 0}vP E 3Z %}+3 Er
VA]J]E}vu v3 0 3 v E U pus Z » PE}Av &} | C %0 C €E ]Jv 8Z Po} o }
JooJ}v v E]J]e]vP }lu Y uvuUszZz Zljve u&®lI S O § h” "iiAXO6 ]Joo
in 2010, 17.4% more than a year earlier (Bloomberg, 2011). China’s trade surplus expanded to USD $13.05
billion in May 2011, according to China CustbrExports, mainly from trade with the USA and Europe,
recorded a 19.4% year-on-year growth, and imports also soared 28.4% from a year earlier (Jackson, 2011).
While China remains the centre of the world’s manufacturing, it has become much more.

The rise of the Chinese economy has put China front and center on the global stage of the business
AJEo0o X 8§ 8Z +«u YuU e« E]}pe e} ] o v VA]JE}vu v3 0 Jeep s v PE

increasingly raised expectations that companies in China should meet global standards for CSR and
JVESE] us $3Z ]JE (]JE «Z E 8} u YIvU ¢} J o A o0o}%uvs v VA]JE}vu

CSR is a relatively new, but rapidly emerging, concept in China. Along with modernization and rapid
economic growth over the past 20 years, companies in China are gradually shifting away from
focusing entirely on profit maximization, toward more attention on business ethics and meeting their
responsibilities for addressing social and environmental issues. The principles of CSR and rising public
expectations encourage companies to go beyond the minimum requirements regarding product safety,
environmental protection, labour rights, and community development imposed by the government. It

also requires companies to respect all stakeholders, including employees, consumers, suppliers, and local

Juupv]Y sU v 8} v JE%}IE § 3Z « FAE% 3 YIve Jv3} §Z Ju% VC[e pe]v

dZ }ve <uvd A 0}%u v3 }( ~Z ]Jv Z]v Z e uv EP}v SZE 3 P +W
and development.

1. Introduction Stage: 1990s to 2000

Before the economic reforms of the 1990s, the Chinese “command economy” was under a strict policy of “central
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gradually shifted their manufacturing locations, making China the “world’s factory.” Hundreds and
thousands of original equipment manufacturers (OEMs) made products for their overseas customers
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CSR began in China during the 1990s by MNCs as part of their supply chain management. During
this period, CSR requirements from MNCs mainly focused on labour conditions and supply chain
management. For instance, in 1990s, Reebok imposed its labour-related codes of condéregbok

Human Rights Production Standardsyi its suppliers in China. However, to mitigate the negative
effect of increased production costs on its profit margin, local management often sought less costly
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During the process of supply management, MNCs enlisted their Chinese producers and suppliers to
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occasional seminar. In most cases their commitment was weak.

Therefore, Chinese supply companies were compelled to comply with CSR norms imposed by MNCs,
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of CSR to China, people treated the concept quite defensively and regarded CSR as “a new type of trade
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Labour Law (passed in 1994).

2. Observation Stage: 2000 to 2006
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But attitudes were changing in the academic world. Scholars started to debate in public whether
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Corporate Social Responsibility and Chinese Sbéiety Tsinghua University’s Research Center for
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Contemporary China, a subsidiary of the Department of Sociology, drew great attention from the

Chinese media and society. The researchers examined MNCs’ CSR and SA8000, an auditable social
EY. Ylv 8v E (JE v3 AJEI%0 +U @E}es 00 ]v pu*3E] o » 3} E-
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companies to “act in good faith, accept the supervision of the government and the general public, and

E *} ] o E *%}ve] Jo]Y » ~EW U TiifieX ~"]v 8§Z vU ~Z v Z]v vs E

3. Development Stage: since 2006

Now the pressure to pursue CSR came from both within and outside of China. Externally, Chinese
Ju% v] « P}JvP Po} o0 *}pPZ3% o0 P]Yu C C Jv }JE%}E YVP Ju%k E}A «u

the request of western-based MNCs and foreign governments. Chinese companies had to show that

they were meeting minimal standards in the production process in order to participate in the global

u I8 ~>]vU 1iideX /vd Ev 00CU (}EuU EoC 3 5 r}Av V8 E% E]s » Vv
CUlE }% vV E %}EYVP }v A E]}pue YA]Y « ~D}}v ~ ~Z vU TiiieX

In 2006, sixty-six members of the Executive Committee of Foreign Investment Companies (ECFIC), a

e« o(rE Ppo 8§ }EP v]i Y}v (J& DE « Jv Z]v U JeidquP O (A YRV yW3S6Z
in which they agreed to promote MNCs’ CSR in China and commit to the harmonious development of
He]v oo v ¢} ] 8C SZE}UPZ « o(rE Ppo Y}v }v A 0A Jeep o ep Z < 0 /
employment, employee rights, environmental stewardship, social welfare, corporate information

]J* 0}eu@®E U v JE%IE § ][YI veZ]% ~& vPU 1iiiV D}3}E}o U TiidoeX d.
ulvP DE ¢« Jv Z]v (}JE E} V]VP "Z % E Y C}V *u%%0C Z ]v u v

In 2007, more than 1400 MNCs in China publisi®etVritten Proposal for Fulfilling Social

Responsibilitie, advocating compliance with regulations and laws, high product and service quality,

employee protection, harmonious employment relationships, biological environment protection and
v EPC }ve EA Y}v ~& vPU TiiiV W™'U 7ii6eX

D vGC (J&pueU ¢ ujv E* Vv ee} ] YIve (} pe]vP }v 72Z } UEE v Z]lv
fifiieX ¢ @& epo3U uvC ~Z A E -+« AE +35 0]*Z U Al3Z & u}v] - Z
some remained skeptical, the general

public’s attitude towards CSR gradually

became more positive. Companies were
enthusiastic about using this new public

E o Y}ve §}}0 8} % E}u}s 3$Z ]E ]u
brands. It was considered fashionable to be

o]jvl AlJ8z ~zU A v ](8Z %E Y
Chart 3: CSR Development in China for society were modest at best.
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1. More Related Laws and Regulations

On May 12, 2008, a deadly earthquake hit China’s Sichuan province, killing about 70,000 people and
leaving millions homeless. This natural disaster triggered the rapid expansion and development of CSR
in China. After the tragedy, Chinese society was extremely disappointed by the small amount that
MNCs donated, compared with the philanthropic behavior of Chinese companies, and called them “iron
E}}esS E&-U_ *Cu }o }( u]l]® EoC A CeX }C }©e P Jved SZ -« Ju%o V]
V % U3 u vC DE ¢ Jv8} %ou 0] & o0 Y}ve @E]e » ~& VPU JfiiieX dZ ]E)
}( MoSuE o ]+ Ev «}v ~Zu}YA S §Z Z]ve P}A Evu vs 3} }ve
(E}8 W  Z %8 & /// /A ulv e 38Z ]+ E V8 %Z]o VEZE}%] %% E} Z » }( Z]v
*% ]. 8} §Z ~] Zp v ESZ«p |l U 8} Joopul]v 8§ AZ E A <8 EvV }u% Vv] * Vv }
§Z C VvV ]Ju%E}A §Z + YA v ee }(3Z]E )v Y}ve v ~"Z «3E § P] X

In 2008, the state-owned Assets Supervision and Administration Commission of the State Council
(SASAC) announced @orporate Social Responsibility Guidelines for Central Level State-Owned
Enterprises$} v }JUE P 3 § r}Av VE E% E]e « ~*"K ¢ 3} % EY % & ]v
2008, the Ministry of Commerce issu&SR Guideline for Foreign Investment Compadrast)(

Azl z A « Jvs v 8§} « § §Z 10©}u o]v (}E DE [ ~"Z % E Y v Z]
oJu]d 3S}U 70 Z]ve o0 Ae v E Pupo Y}ve v id ]Jvd GEv Y}v o }VA vY
SA} u i}@E <8} | &£ Z vP U "Z VPZ ] v "~Z viZ vU o0°¢} %M 0]*Z S3Z ]
*§ EYVP Jv Tii0X

2.  Maturing Chinese companies

'YJA Evu vs Jv]Y YA eU u ] VvV %M 0] A%} pE IVA]v §Z Z]v -
As customer and investor awareness grew, people started to embrace the concept of CSR and they
increasingly demanded that companies be socially and environmentally responsible. Subsequently, the
<u *Y}v cA13 Z (E}u AZ § ] ~Z 8} Z}YA 8} VvepE 3Z 5 }u% V] ¢ (pO.
Ju% V] » g U]© SZ ]JE veA E+ C (}oo}A]JvP Jvs EvV Y}v 0o ¢85 v E X

By 2009, over 55,000 Chinese companies were certified under the 1ISO14001 environmental
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management system standard, which exceeded certifications in the rest of the top ten countries
combined.

Meanwhile, different global standards and indicators, such as the United Nations Global Compact

V '0} 0 Z %}EYVP /v]Y YA « ~'Z/+U A E JvEE} p §} Z]v X }E
website, 272 Chinese companies have joined the UN Global Compact since 2000, which is more than
§Z hv]s§ <]vP }uU ~}usz <}E }E % U v 8§Z vpu E }( % EY ] %o
(UN, 2012a).

3. Growth in CSR Reporting

*% ] 0oC L & 1116 AZv 8Z uv 8}EC E %}EYVP E Ppo Y}v §}} +
Jv 8Z vpu & }( "Z E %}ESe $Z S AE E o « U v §Z vpu E }vYvy

Since the first CSR report, by the State Grid Corporation of China, more and more companies have
jumped on the bandwagon of CSR reporting. SynTao’s recently pubkdsshrch on CSR Reporting

in China 201khows that the number of CSR reports published in China increased from 23 in 2006 to

1001 in 2011. Over 60% of the CSR reports were from SOEs while 182 out of 1001 were from foreign-
invested or Sino-foreign joint venture enterprises. While the number of CSR reports from all industries

Jv @ « USZ .vv]ol]v pus3EC E vl Z]PZ 3 A]l3Z }A & iii9 PE}ASZ
(SynTao, 2011).

Although the number of CSR reports is rising, on average, the quality of the CSR reports issued by
Zlv e Ju% V] ¢ ]J*e v}E C & ¢ Ye( S}EC v 3Z & ] ZpP A E] Y}v &}
v <p 0]3 YA oCX t]8Z]v 8Z v & (uSuE U PE}A]JvP Jvs Ev Y}v o u ]V}
Ju% V] ¢ 3} Ju%eE}A "AZ E %}EYVP v %E Y « Av (LESZ EX /v E
E o]lI]vP 8Z § S I]JvP "~"Z E %}EYVP ¢« E]}u*oCU E 8Z E $Z v - u &
§}uv P 7~Z YA]Y e v }pud3 }u e up ZulE + YA oCX

4.  Trends of CSR development in China

ANZ lv Z]v ]e «Z]L]JvP 8} Z] A © E .5 A13Z Z]v e v Y}v 0o *Ce3 u-
% E eeu@E e E]e]vPX Z]v e Yl ve Z A V ] % %}]V$ C 83Z %}}E

E Uv JvP Ju% E}A u v3X Z]v e Ju% v] » AZ} A v§ §} U}E Ju% Y
Jv @ <]JvPoC (}oo}A ]Jvd v Y}v o ~Z «8v E X Z]ve P}A Evu vie o
and are using CSR to address social and environmental issues during the current economic and social

E (JEuUU v 8} % E}u}s 7« ] vY. A 0}%u vs_ A]8Z]lv "~Z Eulv]}iue *}

2012).

On the road towards better CSR practice, NGOs are playing a stronger role in social and
environmental practices. According to the Chinese Ministry of Civil Affairs, as of 2008, China
had around 400,000 registered NGOs and probably close to 3 million, based on unofficial
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estimates. Socially focused NGOs provide direct services to impoverished rural areas and urban
communities, and to people with disabilities. Environmental NGOs are important in raising
public awareness and participation and improving conditions. They offer invaluable input to
environmental decision-making and they help business, government and community groups
work together on practical projects. MNCs, local government and NGOs have started to work
together on moving CSR beyond good intentions to social and environmental progress (Zadek,
Forstater & Yu, 2012). However, one must be careful to distinguish between legitimate NGOs

e« EAJVP §Z % p 0] ]Jvs G 3 v 35Z}+e ul}sS]A 8 C }8Z E P} o+
(Note: Z %o& G /// @& e+ » }u }( 3Z }u%o A]5C E}pv E'Ke v)EZ ]E VYA]Y -,
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1. Company Law of PRC

dZ 18 ] o JVSE} u YIv }( ~Z Jv Z]v v SE ICE&hpaE LW | E A C
E Ale v 1iidU AZ] Z }8 ] ooC &}}I + § : vu CB@pdry Lhd@ids, iEtieo @ }( 3.

JMEe* }( }]vP pe]v eeU Ju% VC upe3 }u%oC A]3Z o A v uJv]est
to social morality and business ethics, act in good faith, subject itself to the government and the public
supervision, and undertake social responsiBi(lyPC, 2005).

The 2006Company Lawaid a good foundation for CSR practice in China. Although encouraging CSR
practice is not the major reason for tft@ompany Lawevision, CSR can be found implicitly in other
relevant laws such as thénvironmental Protection Lay989),Consumer Protection La¢1994),
Labour Law(1995),Trade Union La2001) and_abour Contract La\{2008).

2. SASAC Guidelines

The State-owned Assets Supervision and Administration Commission (SASAC) of the State Council
supervises and manages the state-owned assets of enterprises under the supervision of the Central
Government, excluding financial enterprises. In 2008, SASAC announcé&btperate Social
Responsibility Guidelines for Central Level State-Owned Enterpnidesxplicitly requested the wide

% E Y }( ~Z ~~ 7~ U Tii6eX

Since most large companies in China are state-owned, the SASAC guideline revealed the Chinese central
government’s official position toward CSR. It conveyed its message in four {@8R: is a concrete

U *UE }( % EIu}YVP ¢} 1 0 Z u}vCV Ju%o u v8 Y}v }( "Z ] Ju%k}ES v
CSR is the unavoidable option for sustainable development; and CSR is a necessity for the SOEs to
% EY ]% 3 Jv 8Z Jvs Ev Y}v’(Lin ABIO;SASAC, ROPS.C

3. SEPA Guideline for Green Security
In February 2008, China’s State Environmental Protection Administration (SEPA) issGeddilae
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for Green SecurityThirteen categories of environmentally sensitive industries were put under strict
supervision. These industries are thermal power, metallurgy, chemical industry, petrochemicals, coal,
building materials, papermaking, beverage manufacturing, pharmaceuticals, fermentation, textile,
fur and mining. Any companies fitting into these categories must pass a special inspection by the
0} o VA]JE}vu v3 0 % E}S Y}v u]v]*SE Y}v (JE %%0C]JvP (}E \
E <u]E « 0]°3 Ju% v] « Jv VA]E}vu vS8 00C * ve]YA v peSE] » 8} C
§ 8Z lu% v] e[ ]* & Y}v}iv @& Ppuo & +]*U p8uv S}EC ]* o}epC
environmental events happen (Lin, 2009; SEPA, 2008). This was an important step forward despite the
%}ee] 0 EJel }( ]V %}0]Y o0 ]vd E( E v ]Jv o} o VA]J]E}vVU v 0 %o E}S

4. CBA CSR Guidelines

Kv : vp EGC iTU 11i6U 8§82z Z]v VIJVP ¢} ] Y}v ~ U =« o(rE Ppo 8}
Chinaissued }E % }E & "~} ] 0 Z *%}ve] ]0]SC 'u] o]v « (}ETHK§guideline /veY s
recommended that CSR reports should include economic responsibility, social responsibility, and
environmental responsibility (CBA, 2009).

5.  CSRC Announcement [2009]

/v u & TiidU §Z Z]lv N~ HE]Y ¢ Z Puo S}EC }uul]ee]}v ~ ~Z «U
and Exchange Committee (SEC) in the USA, released a document -- Announcement [2009] No.34:
Guidance Announcement on the proper preparation of 2009 Listed Company Annual Reports and
Related Taskswvhich encouraged Chinese listed companies to disclose annual CSR reports together
with annual reports in 2010 (CSRC, 2009). Similarly, CSRC’s Announcement [20105Nm&iice

VVIUV U VS }V 8Z %o E}% E % E % E Y}Iv }( Tiii >]e8 Ju% yvC vvpu
E o  Jv u E Tiiiu A} 3§ vZ v uvs}( ~Z]v]Y YA U v Jeo
JV(}EuU Y}v ]v JE v Al8Z 8Z o A ~ ~Z U fiiieX

6. Stock Exchange Guidelines

Shenzhen Stock Exchange (SZSE) CSR Guideline

In September 2006, the Shenzhen Stock Exchange (SZSE) posted its CSR guidelines for listed companie
covering stockholder and creditor protection, employee protection, supplier, client and consumer

% E}S YIvU VA]E}vu v3 0 % E}S Y}v v eues Jv o A 0}%u vE3U %o}
(SZSE, 2006)The Guide is promulgated on the Company Law and the Securities Law with purposes
of achieving scientific development, building a harmonious society, advancing toward economic and
*°} ] 00C epesS ]Jv o A 0}%u vE3U Vv % E}u}YVvP "’ (LI BOPEESESE RO0G). E -« %

Disclosure was initially voluntary, but the Shenzhen Stock Exchange changed its policy in 2008 and
required mandatory disclosure for all companies in the SZSE 100 index. However, listed companies that

E v}S]v op Jv 82 ~enr il ]Jv &£ v Yoo Z}}e AZ 5Z & }E v}$ §}
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£ ZVP X LE }oo YVP §Z "Z & %}ESU §Z

Shanghai Stock Exchange (SSE) CSR Guideline

I
A ]88 pv & 8Z "0]°3 Ju% vC JV(}EuU Y}v Je o}ep@E _

e Y}vX

nZ vizZ v "8} 1 E

In May 2008, the Shanghai Stock Exchange (SSE) released itgtpwn }v. VA]E}vu vS o /v(}EuU Y

Disclosure for Companies Listed on the Shanghai Stock Exchad@otice on Strengthening
Social Responsibility of Listed Companiequiring listed companies briefly to disclose publicly any

JV(}Eu Y}v E 0§ 38} +}] 8CU 8z VvA]J]E}vu v v §Z
(SSE, 2008).

}viugu

}E Vi

The Shanghai Stock Exchange requires mandatory CSR report submission from three types of
companies: companies in the financial industry such as banks and insurance companies; companies

who are components of SSE’s Corporate Governance fhalest;companies cross-listed on overseas

markets, e.g. Hong Kong, NYSE, NASDAQ, and London etc. If a company does not fit into any of the
three types, CSR disclosure is voluntary. Similarly, the Shanghai Stock Exchange collects the CSR reports

and posts them online.

List of CSR Related Laws in China

NAME OF THE LAW YEAR OF PUBLISHING/REVISING
VA]J]E}vu v o WE}S Ylv > A i666

Trade Union Law 1992

Product Quality Law 1993

P Jved hv( ]E }u% YY}v > A 66

Jvepu E WE}S Y}lv > A 661

Labour Law 1994

VA]JE}vu v o E}]* W}oouY}v WE A vVYijasn A

to( E }v Y}v > A i660

D E]v VA]E}vu v§ o WE}S Y}v >A (06066
]E WloopY}lv WE A vY}v > A Tili
Foreign Equity Joint Venture Law 2001
K H% Y}v o ]+ « WE A vY}v > A T
WE} p Yiv A (8C > A Tt
tju v[e Z]PZ3+e v /vE E 3 WE}S Y}v Bk

Renewable Energy Law 2005
Company Law 2005
Enterprise Income Tax Law 2007
Labour Contract law 2007
v EPC }ve EA Y}v > A 1116
Food Safety Law 2009
Social Insurance Law 2010

8 The SSE Corporate Governance Index includes companies with best corporate governance performance listed on the Shanghai
Stock Exchange. This index is adjusted every July, and it has 276 companies following the July 2012 adjustment.
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>]e3 }( ~ZrZ o8 Z Pupo Y}ve " 'u]l o]v e ]v Z]v
REGULATIONS YEAR OF PUBLISHING

~ ~

—_—

eWE}Z] ]YVP 8Z he }( Z]Jo > }uE Z Ppo VY}v i
eD]v]upu t P Z Ppo Y}v ~D]V]*S3EC }( > }IHE v "~} ] o™ REJSCe
e”"8 5 }uv ]Jo[+ u]v]*SE YA Z Pupo Y}ve }v &}uv Y}ve (ARG

GUIDELINES

e} ] 0 Z *%}ve] 10]3C /veSE@EpU Y}ve 8§} >]e8 Ju% v] ¢ ~"NenTPiO

e 'U] O]V ¢ }v >]°8 Ju% v] o[ VA]JE}vu v3 0 /V(}EuU Y}v JTi0depE ~"" «
« CSR Guidelines for Central Level State-Owned Enterprises 2008

« Guideline on Enhancing the Supervision and Management of Environmental

WEIS YIv JE >]+8 Ju% v] * ~ Z]v [+ A W » 1o
e« "Z 'u] o]v e (}E &JvvVv]o /veYSuY}ive Jv Z]v ~ e 7110
« SASAC Guideline 2010
« CASS CSR Guideline 2.0 2012
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VHU E }( E %}EYVP Pu] oJve s EA =« (E u A}YEIle (JE "Z E %}EY
o AoU $8Z u}*8v}s o E 8Z hv]s E Y}v 'o} o }u% & v 3Z 'o} o
Kv 8Z Ju Y 0 A 0 3Z u}*S Ju%}ES v3 }v Je A~AAr AZ iXi A 0}%o C
CSR at the Chinese Academy of Social Sciences (CASS).

1. UN Global Compact

> uv Z ]Jv :poC 1iiiU 8Z hE 'o} 0 }u% 8 ]* 3Z A}Eo [+ 0 EP 5 A}
JvlY YA A]13Z }A & 06iii % EY ]% vSe ]Jv u}E 38Z v idi }Uv3E] X dzZ }
a set of ten principles that cover issues including human rights, labour standards, the environment and

VYr JEEU% YIvX dZ E E 3A} %E]Ju EC P} oo EY po $ Jv 8Z hE
SV % E]JV %0 ¢ Jv pe]v se  YA]Y ¢ E}uv $Z A}Eo0o v 3§} 3§ oCI \4
P} oeU Jv op JvP 8Z DJoo vv]uu A 0}%u v3 '} 0¢X /8 Je v} 3 v E
performance by using predefined indicators; rather, it is a voluntary, principle-based initiative.
Companies that join the UN Global Compact are expected to implement, disclose, and promote the ten

HV]A Ee+ 0 % E]V %0 *X ,JA A EU % EY ]% YVP }lu% v] » E Vv}§ E <]
~hEU Tiit sU v 8Z C Z A PE § G £]]0]5C vV E %}EYVP }v 3Z |E %o
openly about their progress. At this time, 272 companies from China participate in the UN Global

Ju% 33U Al3Z §Z E0] *3 % EY ]% Y}v} HEE]VP ]Jv 1iii ~hEU 1ii1 X

dZ hE '0} 0 }u% 8 Z » |8« E]Y X 083Z}uPZ ]88 ©E & 8Z % EY ]%o
% E]V %0 « EPu oC E 3}} E} Vv APH Jv % E Y ~<vp e vU Tiiie
*C VvV *}u }Ju% v] + Z A <]Pv 3Z hE '0} 0 }u% 3§ A]JSZ}uS %E VY

& Pouliot, 2006). Furthermore, the UN Global Compact is not a regulatory instrumefd atuntary

JvlY YA §Z 3§ & 0] ¢ }V %o 0] }uvs Jo]lSCU S@E ve% €& v Cand ]e o}ep
§Z % E]v ]%0 o« & A]38Z}us ]Jv JvP u Z v]eue 8} Z}o JE%IE Y}ive
“blue washing® with UN approval (Knudsen, 2011; UN, 2011). Finally, the UN Global Compact doesn't
provide clear performance measures (Knudsen, 2011). To make the UN Global Compact more useful in
% E Y Vv U}JE & J]oU ]Jv]vP u Z v]eus v SE Ve% E v E %} EVYV

° oM rA «Z]vP u ve }A EJVP ]Jv <<p 3 % E(}EuUuv Al]§Z <]JoC } 5 ]v EY. Y}vX
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UN Global Compact Ten Principles

HUMAN RIGHTS
iX He]v se o ¢Z}U0O *P%0%}ES VvV E *% S SZ % E}S Y}Iv }(]vs Ev Y}
2. Make sure that they are not complicit in human rights abuses.

LABOUR STANDARDS
iX He]v oo ¢ ¢Z}puo p%Z}o (E }u }( **}]1YIv v + YA E }Pv]Y}v }(
bargaining.
dX dZ o]Ju]v Y}v }( oo (}JEu- }( (}E V. }u%poe}EC o }IHEX
AX dz + YA  }o]Y}v }( Z]Jo o }pEX
0X dZ oJulv Y}v }( ]® &Julv Y}V ]V G *% 3 }( uU%o0}Cu vs Vv } H%o

ENVIRONMENT
OX He]v eo o E ol 8} cu%%}ES % E pY}v EC %% E} Z 5} VA]E}
06X hv ES3 | Jv]Y YA ¢« 8} % E}u}3 PE & E VA]E}vu v3 0 E *%o}ve] ]t
06X v JuE P §Z A 0}%u v v J+pe]}v }( VA]E}vu vS 00C (E] v oC

ANTI-CORRUPTION
i[iX pe]v se o eZluo A}EI P Jves }JEEP% YIV ]v 00 ]S (}EuUe* ]Jv op JvP

2.  Global Reporting Initiative (GRI)

dZ '0} 0 Z %}EYVP /v]Y YA ~'Z/e« Ppu] o]v + ue 8} A & }u <}u ](
of the UN Global Compact. Founded in 1997, GRI is a non-profit organization that works towards

a sustainable global economy by providing sustainability reporting guidance. GRI has developed a
comprehensive sustainability-reporting framework, which has become a widely accepted global

3 v E }( % %IE SZ]® A E-]}v }( $Z 'Z/ Pu] o]v ~'ie A e 0 pv Z
than 3,000 experts participating in its development. The current 3.1 version of the GRI guideline, its
epue3 Jv ]0]8C E %}EYVP (E u A}EIU A « .v]ez v D €& Z 1iiiX /8§ £
gender, community and human rights-related performance (GRI, 2012a).

GRI guidelines provide a detailed list of what should appear in a sustainability report. It includes Strategy
and Profile, Economic, Environmental and Social Performance, which consists of Labour Practices
and Decent Work, Human Rights, Society and Product Responsibility. One inherent problem is that
Ju% Vv] o pe]VvP 'Z/ & %}EYVP (E u A}YEI E (E 38} Z}}e Az § &z
}v8Z o A o }( %P 0] ]* 0o}ep@E U 8Z C «o(r 0 E 3Z %%o0] Y}v o
N%oOpe _ ~=+ ] AJo o 3§ ZoAo]( £5 EvoAE]. Y}v A« puYoll
%0 VV]VP 8} v 0 8Z e+ o(r Aop Y}v %E Y ]Jv iz (JuESZ A E-]}vU

In 2012, 463 companies in mainland China and Hong Kong followed the GRI guidelines, with the earliest
«§ EYVP Jv T11iU v 8Z vpu E }( }u% V] » Z « Jv E - AECC & ~'Z/U

CSR reports from companies following GRI guideline is higher than those who do not; they meet more detailed
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reporting requirements on social, economic and environmental responsibilities. Companies in financial and
VA]JE}vu v8 00C * Ve]YA Jv ue3@E] + 3v 38} UulE Jv8 E 5 Jv E %}EYVP unc

Chinese companies are somewhat disadvantaged because it is more difficult for them to adopt

international guidelines such as UN Global Compact and GRI guidelines without cultural adaption.

For example, the first two principles of the UN Global Compact are related to human rights, which

are approached differently in China, compared to western countries. Another deterrent in China is

that following GRI guidelines is considered a demanding task that is seen as a luxury for most Chinese
Ju% v] *X t]3Z A EC 0]©0 Jv VYA U 8Z 3Ju% v] e E o0 *+ 0]l 0C 3} A

the knowledge and expertise to understand GRI guidelines and adopt them for their organizations.

Without pressure from government, the public and other stakeholders, very few companies are willing

§} (Joo}A 'Z/ Alopvd EJoCX ,}JA A EU 5Z]+s u C «}}v Z vP ne }( 8z
Zlv e Ju% Vv] c AZ v 3Z C }% E 3§ }A Ee U « A oo e« E]e]JvP }u Y

dZ Ju Y (E u A}YEI (JE ~Z ]Jv Z]v u Jvd} AEl*3v 38} Z 0% }u%o
% % 0C]vP Jvd E&v Y}v o Pu] oJveU v 08 EGU 8} v o Z]ve }Iu% V]
stock exchanges.

Responsibility Management
3. CASS-CSR Guideline e e
* Responsibility integration
Although the Shanghai and Shenzhe = R:fsgzgiﬂﬁiilmﬁ:urm::ﬁn
Stock Exchange guidelines built the * Nespeuibllityoseach

(uv YIv }( *"Z & %}EYVP

’ ] }V S VSe (} E z ] vu sz Environmental ali::(::sw“w
general in practice and only focused Or  Responsibility * Customer
listed companies. In addition, many CSl  mesmme | * Partners
reports from Chinese companies are toc eﬁi\«;::.gg& /"I‘

“sketchy” or unclear in terms of theme  polution reduction /

and framework, and somewhat random in //
terms of content, due to lack of practical _ A 4
CSR reporting guidelines. Therefore *  Government

the Research Center for CSR at th Effslsf:;umon

Community engagement

ChineseAcademy of Social Sciences (CAS
published its CASS-CSR 1.0 guidelil
in 2009 to help state-owned Chinese
companies more effectively structure
§Z |E "Z & %}EYVPX ~lv §Z vU ~r Z e« Iv¥Yvp 3} JukE}A 3Z n
]Jvi Ev Y}vos3v E -+ v 0} ov U Vv ]85 %Wl 0]Z ANp NZ OTXT ]V
2011, over 60 companies stated that they followed CASS-CSR 2.0 in their CSR reports, including SOEs,
Ju oY % EJA S Ju% v] + v }u (}E ]PY JVA 3 Ju% v] X

Chart 4: Four-in-One Model (CASS-CSR 2.0)

JUu%0 }( Z]PZo]PZ&e (E}u A~Ar ~AZ iXi & A}ESZC }( © vYlv Z & X |
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Azl Z ]« <+ }v 8Z ~3E]%0 }O}u o]v _ Vv SeeGhartihe ‘@our-in-@ned%o s ~
model integrates responsibility management and social, environment and economic responsibility into
one, with emphasis on the importance of responsibility management, which includes responsibility
*SE § PCU E *%}ve] ]0]3C P}A Ev v U E *%}ve] ]0]3C JvE PE YIvU (
communication and responsibility research. CASS-CSR 2.0 includes 21 responsibility management
Jv] 8}Ee }A E]JvP ~Z «3E § PCU P}A Ev v U ]Jvd PE Y}vU % E(}CE
The other highlight is that CASS-CSR2.0 fully considers the characteristics of different industries and
provides supplementary indicators for 46 industries (CASS-CSR 2.0).

Now, CASS is undergoing revision of CASS-CSR 2.0 and will publish CASS-CSR 3.0 in the spring of 20:

dz AvsP }( "™o E+Z]% }v ~"Z E %}EYVP |Jv Z]v ] §Z § §Z
* VIVI% E}.S ul Pv Cu}YAS C %Mn 0] ]JvsS € *SU v}S C }uu
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1. Social Accountability 8000 (SA8000)
In 1997, Social Accountability International (SAI), a NGO based in New York, launched SA8000,
a voluntary standard for workplaces, based on International Labour Organization (ILO) and UN

JVA vY}veX

It has nine aspects:

child labour forced labour

Z o08Z v  (S8C (E }Ju }( e} ] Y}v v E]PZ3 8} }oo YA
] EJul]v Y}V ]* 1% 0]v EC % E Y .

AYEI]VP Z}puE- E upv E Y}iv Uv P uvs «Ce3 u-

SA8000 was introduced to China at the end of 2003, and it had a significant impact in the very

early stages of China’'s CSR development. SA8000 was first considered a trade barrier imposed by

MNCs; therefore, it caused great repercussions. In fact, in 2004, the Certification and Accreditation
UJv]*SE Y}v ~ =« }(WZ ] 8Z &8~ 6iii EY. YIVA e« v}s epuld o ]v

JA A EU §Z  ]e pee]}v JA & ~ 6iii u}vP ul] » v }8Z & JvGp vY o -
}voC JvSE} u §Z ]Jvs &v Y}v o ~Z ]v]Y YA ]Jv8} Z]v U ps o} 8 ppPzs
had become an important component for business sustainable development. SA8000 is also became a
very important reference for some of China’s CSR standards and guidelines, such as CSC 9000T.

C §Z §Z]E «p €& E }( TiifU 8i1 }u% v] » Jv Z]v Z Ev &Z ~ biii

2. 15026000

ISO26000 is an internationally accepted voluntary guidance for social responsibility, but not a
certification or regulation. Companies can choose the parts they believe are most reasonable and
+ YA &} (Joo}AX /[AKT0iii E oo o e Av }E 3Zu-}(°*}] o E %}ve]

B ZO%WIl.v v Xe]lv X JuX vIilTiidiiiilitTioiitioAIiXeZsuo
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« KEP v]I Y}v P}A Ev v « Human rights
e > JUE % E Y - « The environment
e« & |E }% E YVP % E Y - . Consumer issues

« Community involvement and development.

ISO26000 was published in Chinese near the end of 2011. According to a subsfilesurvey of
W}eSrwWp o] Y}v  YA]Y « Z onipre and imbokei©hinese companies have come to know

and accept 1ISO26000, and the Chinese government is planning to develop nationally suitable social
E *%}ve] ]10]SC S v & U Jv op JvP "ru}sSZ E_ S v & e }v /MKTO]
3V E U epZ « Aop YIvU ¢} ] 0 E «%}ve] 10]3C E %}EYVPU v ]v

3. China Social Compliance 9000 for Textile and Apparel Industry
(CSC9000T)

CSC9000T is the first industrial CSR standard in China. SAI, the organization that launched SA8000,
% ESv E Al§Z 8Z Z]lv E Y}vodZAZYo V %% E o }uv ]Jo ~ Ed
V % E}u}s e} ] o ]o}Pu Jv A}EI%O0 « }( 83Z %% E ol5 £Yo =+ §
CNTAC formulated CSC9000T, based upon Chinese laws and regulations and relevant international
}JVA vY¥}veU ¢ A oo ¢ 0]PV]VvP A]8Z Z]v e HOSHE 0 % © EveV ]v 1ii

CSC 9000T covers twelve aspects:

DvPuvs ~r"CeS ue ] EJu]v Y}v

dE hv]}ve ~ }oo YA EP ]Jv]vP Z]lo > }uE " :pA v]o t}EI E- &
Forced or Compulsory Labour Employment Contracts Wages and Welfare

, E e°u VS v e K Hu% Y}v o, o8Z v ~ (38C

In June 2008, CNTAC released @itena Sustainability Reporting Guidelines for Apparel and Textile
Enterprises (CSR-GATHE3)ina’s first sustainability reporting guidance system to guide the social
E %}EYVP % E Y }( £EY0o }Ju% v] <X

4, Call for a Chinese National CSR Standard

t]3Z u vGC "~Z (E u A}EIele3 v E +« A 0}% C ¢}
N

S]itveU ]
8Z & ] v]vE +¢]vP uv (JE Z]ve v Y}vo . 3

] pe st
Z s v & Aloc
With the Chinese government and industry increasingly engaged in international standard setting,
Zlv e 7~Z e5v E e+« E }VA EP]JVvP A]SZ]yvP BONMi}wlor }yveX P}Y YvP
JVA EP v A]8Z Jvd Ev Y}v o ~Z «8v @& « ] 8} A}] 3Z Ju%e}e]Y}\
A18Z Z]v e 0P 0o VvV %u o] (Z%¢lFoGtater@ YuR0¥2)s

2 h@% WIllu ] X]}10iii o}PP vXe ITIi{iliTIEIOGrWWKr”A "r/AKridllir"pEA CrWE « v3 Y}VviX% (
B ZO0%WIIAAAX% o0 v §r§8 £Y0 X }Jul v8 X% (

CSR Guide for Multinational Corporations in China Harmony Foundation 33



34

CHAPTER 2 CSRin CHINA

dzZ Z]v - EY. Y}v v E ]8Y}v PvC~E «Upuv E 3Z ~"sv E
~n eU ]e A}EI]VP 8} JVA «YP § 3Z Ju%o u v3 Y}v }( /A"Ki0iii v }3Z E
] MEE v30o0C A 0}%]vP Z]v [s v Y}vo ~Z EY. Y}v ¢Ce38 uX dz A)
and remains at the preliminary stage. Some MNCs were invited to join the working team, such as GE

and Siemens. About 50,000 companies now are under pilot practice of the national CSR standards.
WE YY}v E- Jv Z]v 0] A 832 33Z vVY}lvo ~"Z«3v E--ucC 0 uv Z

/5 ]+ o] A 8Z 3 38Z Jvl]Y ov Y}vo ~pveloy YBv JAJo&]*YVP Eupo « vV
% E Y + ]Pv . HOA EI P Jve3 3E EE] U & SZ E SZ v -
*% ]. V Y}V O %E]}E]Y X EA uve (JE pe]v e 8} }VvSE] pusd 3}
to continue to be advanced through a broader range of measures on issues, such as labor to energy
8] vCU ES3Z E 8Z v SZE}uPZ +]vRDadek, ¥irstater & Yu,2012). E
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1.  History of the Development of MNCs’ CSR in China

tZlo 8Z Z]+*8}EC }( u} Ev Jvd v Y}v o }u% V] * }% & YVP Jv Z]
AZ v WV e}v] ¢ 8 u% ]88« JiJvP E v ZU ~Z % E Y ] V[ v}V oC

1.1 Introducing CSR to China

During the late 1990s, due to protests around the world about sweatshops, some large MNCs started
to apply social and environmental standards to their suppliers in China. The campaign for factory audits
Plv A] © vY}v v Vv IuE P §Z A 0}%u vs }( ~Z ]v Z]v X

1.2 Leading CSR in China
From 2000 to 2006, CSR of MNCs developed rapidly. Through supply-chain management, especially the

Ju%eo u v3 Y}v }( ~ 6iii v }3Z € *} ] 0 E *%}ve] ]0]3C 3 v E +U DE =
on labour issues to their Chinese suppliers. Moreover, MNCs began to share their CSR understanding
Vv A% E]v AlS8Z §Z ]E Z]v e+ % ESv E*X PE]VP §Z]e «$ P U DE
He]v oo vYY ¢ C 8Z %u 0] A]S3Z E *% 5 8} ~Z % E(}EuU v U *%
had not yet engaged CSR as a working concept.

1.3 Facing increasing pressure on CSR

Since 2006, CSR has been in a fast-growing stage in China. As public pressure has intensified, more
v u}&@ Z]v e }lu% v] e Z A Puv 8} & o]l 8Z «<]Pv]. v }( ~zZX

companies released their CSR reports increased by 311% in 2008, reaching a total number of 1001 in

T1ii ~ACvd }U TiiieX D}E }A EU 8Z <}0] "Z % @& Y « }( *}u Z]v ¢ ]

%S v X /v ( 88U ]Jv iiioU 8ZE Zlv e Ju Y VS E%E]e U Z]v E
China Petrochemical Corporation, and National Grid, edged themselves into the world top 100 CSR
Rankings list, issued by Fortune magaZine

Comparatively, the advantage for MNCs gradually faded away. Some leading brands, including KFC,
Shell, Wal-Mart and Unilever, were blamed for applying lower standards to customer service in China.
&UESZ Eu}E U o}vP Al3Z 8Z + v v38 SE v }( AE%}+ v P YA VA

¥ ZO%WITAAAX Z]lv  1o0CX }uX vIZ<%ZITiioriflidl }vs v8z6iT6iAXZsu
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related to MNCs, suspicions and mistrust arose over their double standard in China and other countries
with regard to all CSR issues.

2. Current State of MNCs’ CSR

D}E & Vv30CU *}u DE + Z A %] PE § E © vY}v 8} VA]E}vu viU Z
making improvements through their supply chains and improving CSR training; furthermore, some
MNCs have established solid philanthropic programs involving environmental protection, community

Ju%e E}A u vdU p Y}v vZv uvd v PE] poSuE o A 0o}%u viX

2.1 Environment, Health and Safety (EHS)
According to the_abour Law of the People’s Republic of Ghitmvironment, Health and SafetiyHS)

E A% S S} 8}% % E]J}E]Y ¢ (JE }u% v] X DE « Z A }VvEE] ps
awareness about EHS and have helped to nurture more local CSR talent. Some even publish special EHS
reports to disclose issues, such as employee exposure to poisonous materials, and the frequency of
*]Pv]. vS ]Jv] vsSe }E u i}lE ] vs8eX

Case 1: GE and EHS Academy in China

GE ]+ A}EI]vP 3}P 8Z E A]S8Z }8Z E }u% v] » §Z 8§ ]Jv op torD ESU ,}v
IVV}A YA Wo Y ¢ 8§} ep%%}ES v A |~ uC Jv ZJv [* 'M VP }VP % E}
been developed in cooperation with the Institute for Sustainable Communities (ISC) and Lingnan

}oo P }( *Z}vPeZ v hv]A E+]SCX dZ % E}IPE u E Ae }v 8Z /A% EVY-
from GE and other companies to provide high-quality training to new groups of Chinese EHS managers
on a regular basis. This training is open not only to GE suppliers but also to more than 70 companies

v Vvivi%eE}.S  e]eX

2.2 Supply Chain Management
} 3} }v p S ] « 3 }( Epo ¢ }us8o]Vv]vP 8Z E *%}ve] Jo]lY ¢ }( }u%o
“commitments voluntarily made by companies, which put forth standards and principles for the conduct
}( pe]v oo YA]Y ¢ ]v §Z (QEGB, 28G4&joThe early 1990s witnessed a series of media
E%}e o }( A 8¢Z}% }v ]Y}ve ]Jv 8Z P Eu v3 v (}}SA E Jv pe3E] X [/
Pv 3} }%S } <« }( }vpus s} E eepE <51 Z2Z}o E+ SZ 8§ SZ ]JE *Yu%?
workers’ rights.

In China, MNCs typically compel suppliers to adopt and implement the MNCs’ codes of conduct and
*}] 0 E *%}ve] ]0]13C 3 v E « o]l ~ 06iiiV }83Z EA]- U 3Z C % E]A 3§z
as suppliers. Current codes of conduct usually cover several social responsibility issues -- social security,
worker treatment, labour rights and labour standards.

* OECD Survey 2001 op cit at 8.
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d o TW DE ¢ /u%o u vYvP } ¢« 3}( }v pus$]v Z]v

Adidas-Salomon Department 56 >]©0 t}} e Puma
Avon Debenhams Levis Strauss KO©}rs E- v
And | DKNY Li & Fund Redwing
Asda Eckerd Marks &Spencer Reebok
Auchan GAP D © o Roots
B&Q GE McDonald Safeway
Body Shop GH Warner Monoprix Sears
BT Hasbro Nike Siplee
CDC Hallmark New Balance Tomy
Carrefour H&M New Look Toys “R” Us

po & ~ p | Iceland NEXT Tiger
Costco K Swiss Pentland Timberland
C&A K Mart Polo Target
Disney <]vP..Z & Philips Van Heusen Wal-Mart
Dayton Konhl Promodes Woolworths

E}SW A£SE § (E}u "DpoYv Y}vo }E%}IE § "} ] o Z (bh3008) ]0]5C

Major social responsibility standards in China

SA8000

Based on internationally recognized human rights principles, SA8000 provides transparent,

Uu sHuE o U A E]. o E <puJ]E u vses (}E EY(CJVP % E(}EuUu v ]v Vv]\
(}E o }JWEU Z 08Z v + (8CU (E 3}u }( e**}]1 YIvU ]e EJulv Y}vU
ZYWE+U E upv E YIvU Vv u Vv P uvs «CeS ueX

ICTI

ICTI, the International Council of Toys Industry, developed a single, efficient and coherent ethical

standard, including the Code of Business Practices and an auditing protocol, to be adopted by

factories. Upon successful completion of an ICTI certification audit, a factory is awarded an ICTI
EY. § ¢ % E}}( }I( Yu%o] v AlZZ 53Z } [* % E}A]]}veX
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2.3 Conducting CSR Training
Most MNCs that understand the growing importance of CSR and Chinese expectations increasingly

emphasize CSR training in China, which typically includes three major aspects:

. upgrading labour skills as a whole,
. A 0}%]vP ~Z A & v ee v plo]JvP ~Z % ]o]Y ¢ }( Z]v e 5§ +U v
e % E}A] JVP % ]. NZ Jv(}EuU Y}v v SE Jv]VvP 8} U i}E *p% % 0] Ee*X

While the emphasis on skills development too narrowly defines CSR, it does demonstrate that CSR
% E Y ] PE}A]JvVPU v ¢« & «po38U DE ¢ ]Jv Z]v E ]Jv E +]VvPOC %o

Perhaps for efficiency, many manufacturing enterprises centralize their training sessions in the two
ui}® uvp( SpHE]vP vs E-U z VPSSl Z]JA E o038 & v W Eo Z]A G
}18Z E DE « Z A Ju% E}A +}ESs 3} JVE « "Z A E vV ee v ]o]sC
subsidiaries.

2.4 Philanthropic Programs

Devotion to charity has proven to influence customers’ purchasing behaviour. Based on a survey
conducted in 2006 by AC Nielsen, more than 50% of customers would choose the services and products
from enterprises that actively participate in charifyLeading MNCs have noticed, and have been
more actively participating in charity, with the most notable efforts directed to support community
improvement, poverty alleviation, environmental protection, and education enhancement as well as
E }A EC (E}u v SuE o o0 ul]Y X

Despite substantial growth in GDP, many people in China still struggle with poverty, unhealthy
VAJE}vu v8e v 3Z o | }( Hn Y}V o }%%}ESuV]Y «X dZ ¢ Z 00 VP =«
}v 1Y}lve }( 0]( (JE u vC Z]v ¢ % }% 0 X

Certainly there is enough room and urgent need for more philanthropic CSR programs. Moreover,
%}*]YA %Z]o VEZE}%] ]Jv]Y YA « Ev }u% v] * P}} E %pus Y}ve Al3Z
well as the general public.

While government policies and practices must lead the effort to provide communities with good

U Y}V vV U%O0}Cu VS8 }%o %} ESUV]Y * v Z 03ZC VvA]JE}vu v3U }u%o
Zlve uEl 38 & E *}v 0C A% 5 &} JvVA ¢85 ]Jv e} ]l o A o0}%uvs v
More than simply the right thing to do, these initiatives nurture the healthy, prosperous, educated
luupv]Y « 82 8 E §Z S %0 ¢ 3} } pe]v ee }JA E §Z o0}VP § EuX

¥ ZO%WIIAAAX 00E} <0 8} Z]v X }uliiiolifliél «E&r rv] oe}vr.v «rP}} rlerP}o rlvr Z]v
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Table 3: Cases of Philanthropic Programs

CSR in CHINA

Area Cases

The residents in the Mt. Everest area suffer from inhospitable climate and geog

aphic

Community conditions. DuPont China provides them with a group of innovative energy-saving buildings,
Improvement Ju § Ju%e E}AJVP 8Z ]E o]AJvP }v ][Y}veU AZ] Z Z » %E}A v §}
the welfare of local residents.
Amway has been sponsoring the ‘New Year Charity Concert’ during the spring festival since
Poverty 2004, aimed at raising funds for poor and handicapped children and other vulnerable groups.
oo A] Y}y € TiiiU 08 }v &S- Z v Z o Alsz §}S o plv }(| }us ool

more than 700 million RME

Environment

Wal-Mart launched a series of science popularization activities in 2010. All 175 stores in 90
cities across China participated, aiming at creating a better understanding of the impacts of

W @E}3§ Y }yglobal warming on people's daily lives among the communities, and promoting low-garbon
lifestyles.
Vv /v :pv 1iiiU D & e vl v Z]v z}u8Z A 0}%u v3 &}uv| Y}v i}]\
hu Z&USUE ~§ E &uv _ Al8Z Jv]Y o (pv JvP }( ii u]loo]}v ZD U (}E
Enhancement | " ¢y (J& +3p vEe Jv 82 ,}%° A Z}}o +Ce3 u
d} Ju% E}A $Z VvuSE]Y}v v Z 03Z }v ]Y}ve }( Z]lo & v|]v §Z
A 3 Ev Z]v L & D C 1iiouU §Z Z]v &}pv Y}v (JE WIA ESC c
Post-Disaster WE}}PE uu Vv zpu ~ Z]v ¢ Jv]Y § AKv zp v S} < Z1A Clp @& y

Z }veSEU

KA €& inUiii Z]Jo E v ]Jv ] Zu v v
meals with milk and eggs, and kitchen equipm&ht

JA @& f1Ufil Z]Jo & v ]

K;C, Pizza Hut Yum & ZJS and East Dawning restaurant across China, the “One Yuan” program
Edicted 3.84 million RMB in 2008 and a total of 400 million RMB through the end of

2011.
V ZUVV V

In summary, the development of CSR for MNCs in China has experienced its ups and downs. With

v S

HV E% E] v Jv }viuYvP ~Z Jvs Ev Y}v 00CU DE + % E}A] A
NZ v 8Z Z]v e pe]v ee A}JEO U % EY po EoC & 08 38} Jvs Ev 0 }¢
S§E ve% 0 VYVP Vv Ju%o u vYVP 8Z ]E Po} o AE% E]v 3} Z]v U u v
W}IE pv E+3 v JvP }( 0} o HOSUE Vv /AE% S Y}ve o 8} © u%sSe 8
( Er8}}r(E <p v8 U%Z ] }v ~Z ¢ %P o] & o Y}ve 3}}0 }E S} u § «
] %% }]viu v3X ~ Z}o Ee+ %}]vs }us 8Z 3§ 3Z E A E v} 8] vs ]

s} 4 S ]Jv §Z oU v }8Z EG EPpu SZ S 0o} 0 }u% v] U Jv (
§Z upoYv Y}v o l}ve3} & %E} YA oC]v ~Z ~t}Eo }viuC Zz « € Z

7' ZO%WIIAAAX uA C uX Jul EY 0 X%Z% M] ATd

B ZO% WIlv AeX vEAX vITIiTiAlilii6iTiXeZ8uo

¥ ZO%WIHAAAIXSZulX }uliiitl}v Cpu v
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1. Internal Challenges

1.1 Conflicts between the head office and local branches

KLv DE J[¢«Z <<ypug &S E+ S Eu]v ]S }A E 00 "Z «SE S PCU J(SZ C Z
(Joo}A §Z +3CE 8 PC A]J$3Z A EC oJu]d G A£]]o]3CX Kv % E} o u J» 832
of understanding of local needs and the social context that the branches do. Therefore it is not rare that

AZ v o0} o0 ]eep @EJ]e U Yu oC E *%}ve ] pvo]l oC e Z E v Z
and wait for approval before proceeding.

Kv % E}u]v v8 /E u%o0 ]+ §Z § «}u DE « A E E]VY ]I e "N]E}v E}}eS
in Sichuan. It was not only because the amount of donation from those MNCs was relatively small
Ju% E 3§} 3Z ]JE E Avp e v 8} }v Y}ve (E}u Z]v e }u% Vv] U pus
E & 38} c0}AoCX dZ E % E  v38 YA (E}u }v DE [* "} ] 0 Z *%}ve]
§Z 8 Zlve E®VZeeAE E<(PE &} E %}ES 8§} Z <«u ES E+ (JE «
tedious and slow, as the branch had to wait for the board’s decfSion.

1.2 Lack of CSR talent

Av NZ ]e Yoo E o YA oC v A3} ZlvU 3Z AJo o %}}o }( & 0 vVvE v
§Z % EA ¢]A A 8 EV U%Z *]* }V %op 0] & o Y}ve v u EI YVP Z « u
S +¢ Z A %M 0] & o YIve v u EI YVP IPE}uv X dZ]eU Jv SpEvVU Z
JuP }AE epedv X ¢ JoosovYvIU (JEuUE'vEoDVPE]} CE
for China commented at an interview with Harmony on Oct. 29, 2012]%t ]8 pos 8§} E Eu]S v
talent as the candidates usually lack both knowledge and experience .Gf CSR

1.3 Lack of senior executive involvement in CSR

IV uvGC DE eU ~Z ¢ + uu E+ E 0} 8 ]V %pu 0] E o YIve }E u EI Y
% ES3u v3eX dZ C o} § v 8§} 0}A Jv E vl v JvGp v X e+ @& *puos

regard the CSR department as unimportant beyond building and repairing the corporate image.

2 7ZO%WIITAAAXPIVPC]*Z] }X YulE A«ITiiiiAliTd6A1IX *% /E
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1.4 Lack of employee engagement

This happens when employees are unaware of or are uncertain about the company’s CSR initiatives,
JE 8Z C Z A v}§ v ]JvVA}oA v &z ]*ltvru IJvP % E} <« v E
% E]}E]SC C}v %pu o] & o Y}ve v u EI YVPX

2. The challenges of Strategic CSR

Companies may encounter the following challenges when revitalizing their CSR programs:

2.1 Challenges in developing strategic CSR, rather than “precautionary” CSR
E} u} d 8 ]°JU 82 Z ]JEu v }( 8Z }Ipuvi]o (JE © E }E%IE 5§ ]YI v
Al*}E (}JE KDZKE }E%}E Y}vU } « EA 32 5§ ~Z Jvl]Y YA « C : %o
“focus on legal and regulatory compliance, risk management and philanthropic activities, which are
often precautionary measures to prevent misconduct rather than an attempt to increase corporate
valu€' through strategic CSR (Nobuo, 2006). This is true for most MNCs in China. The challenge is how
to identify local needs, align a company’s long-term CSR initiatives with these needs and establish
+ YA v }VP}]vP }uupv] YIv A]JSZ I C <31 Z}o E-+X

2.2 Challenges in recognizing the need to “localize” CSR strategies
CSR strategies are essentially driven by stakeholder expectations (Commission, 2001). International

V Z}u r }JuvSEC A}] ¢ E Ju%}ES v3U us o} o0 «3 1 Z}o E PE}U%oe
for company responsibilities. Therefore strategic CSR requires cooperation with Chinese stakeholder
PE}u%e v Vv uv E*S v JvP }( SZ ]E }v Eve v SZ posSuE o }vs A
}oo }E Y}v upe3 Jv op ]JAJo ¢} ] 8C PE}u%e+ v 0} 0 E ] vieX

2.3 Challenges in finding local NGO partners

NGOs provide their business partners with skills and knowledge of local issues and contacts invaluable

§} + YA 2~z YA]Y X dZ C o0°} % E}A] A op o }vv Y}ve 8} 0} o
*Ju Yu « ( Z 00 VP ¢« v ]JvP v }}% & YVvP A]$3Z o} o E'Ke Jv Z]v

below:

e« dZ & & Vv}S8 VIUPZ AE% E] Vv U % E}( **]}v 0 E'Ke }% E YVP }v
VA]J]E}vu v8 0 Jeepn U % ] 00C }ude] }(ui}E PE v o} Y}veX
« Due to the early stage of development of Chinese civil society, local NGOs are weak in
many aspects compared to their counterparts in developed countries. For example, some
Z]v e E'Ke Z A 0]©0 A% E] v A]S8Z % E}PE u A op Y}v }E %oC
« Z0o YA oC (AEKe E SEHNOC ]V % v v3 v Z A V. %o %o E}A C
accepted by the public.
« Many Chinese NGOs have a government background or belong to the government, which
]+ 1+ & v3 (E}u §Z} }( A 0}% JMUVSE] X dZ « E'Ke &E SC%]
and not as accountable as grass roots NGOs.
e t]SZ ¢} uvgC E'Ke Jv Z]v U ]S v Z oo vP]vP §} S Gul]v SZ E %
capacity of NGOs in China.
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However, rather than avoiding NGOs, companies should assist them, as part of their support, to improve

their organizational and project management skills and their professional capacity for dealing with

u ] UP}A Evu v8 v pe]v eeX /v SUEVU E'Ke }JL v }VSE] pd +3E}VvP }
social and environmental issues.

3. Challenges along the Supply Chain

dZ E o0} E Z 00 VP ¢ ]v Ju%o u VYVP "~Z % E}PE u O0}VP SZ <l %o %

3.1 Limited capacity of suppliers

Zlv ] }v }( 8Z u}e3 Ju%}®ES vS ¢}uE JvP u EI 8« Jv 3Z A}Eo X 038Z)
small and medium enterprises (SMESs) in China as their suppliers, many do not provide adequate training
or exercise due diligence in ensuring compliance with CSR programs. Consequently, suppliers may

£ E ] ]Jveu8 ] v3 Jv8 Ev o }vEE}o v o | ~Z A E vV ee v }uuldu vi
Z A V epe% 35 Y }JE zZ A $u ooC }luu]l]® (E p }E (JEP EC 3§}
invalid results and embarrassing judgments.

3.2 Increasingly stringent environmental regulations along the supply chain

dz VvA]E}vu vs ]Jv Z]v Z + & E]}E § E uY o0oC o}vP A]38Z ]5-
}v Ev ]e E]*]vPX "SE] § E VvA]E}vu v3 0 E Puo Y}ve Z A V %o oo
§}u 38Z +« E Ppo Y}ve v EJ]e]JVP %pu 0] AE% § Yive E u PJvP 8§}

As the Chinese government’s new laws aim to increase transparency, accountability and efforts to
oV A 0}%u vS A]8Z VA]JE}vu vS8 0 % E}S Y}vU u vC Vv 0Ce3e % E ]
Ju% v] » AJoo ( 0}e E « EuYVCX DE ¢ Vv £ % 3§ PE}A]JVP % E ceuE

3.3 Multiple suppliers within one CSR system

When suppliers are widespread, it is even more challenging to maintain effective social and
environmental standards throughout the supply chain. International companies often have to
deal with quite different suppliers at the same time. Suppliers, in turn, are affected by various
territorial, administrative, industrial or even cultural influences, providing a tough challenge for CSR
Ju%eo u v3 Y}vU ee eeu vs8 v uv P u vsX

4.  Challenges from Growing Public Expectations

t]$Z2 32 PE § v PE}A]JvP JvGu v }( DE «U 8Z P Vv E 0 %u 0] 8 vV
on these companies than on domestic ones. CSR issues related to MNCs are magnified by intense
media coverage. Therefore there is real risk of lost reputations, disenchanted customers and
decreased market share when companies fail to live up to their espoused values and ethical

PU] o]v «X &}E /&E u%o U « A E 0 ]V %% E}% E] § 1% E Y}iveU ]v 0]
material that fell to the ground, and other poor practices in one of the McDonald’s franchises in

A volSpuvU  JilvP A E A%} C Z]v [ o EP «§ v Y}v o ds v SA}EI
McDonald’s corporate image, even though McDonald’s China immediately apologized through its
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}8 1 o u] E*}.rinccpRtrast, the public typically shows more tolerance towards local restaurants
Juu]J«vP S§Z ¢ u u]eS | X

It is also worthwhile to mention that as the Chinese business environment continues to mature so

does civil society, including the rapidly emerging local NGOs. As a result, MNCs face more and more

e EuYVC }v AZ Jeep o ]Jv Z]v X /% Aloo v *¢]3C 8} ul Yu oC v
Zlv "~Z 3 § PCU u}A]JvP (E}u & YA %pu o] & o Y}ve u} o 8} %

*U% %} ES %}e]YA Jvv Y}ive 8§} JAJo ¢} ] 3C VvV % E}A] % E Y o
A 0}%u v8U Z 03ZU pu YIvU v VA]JE}vu v 0 % E}S Y}vX

2 ZO%WIl.v v X]( VPX }ule8} IIE}ooliiiTiiiolfiood6iiXeZ3uo
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Exploiting low labour and environmental standards may bring
short-term economic gains, but impose huge costs on society
by harming public health, social justice and the environment.
Companies responsible for these harmful practices are
increasingly being exposed and very likely will lose public trust,
goodwill and market share as a consequence.
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