It is clear that to restore trust, companies have to demonstrate that our
presence, particuldrty in the poorer countries and the emerging market
economies, is a source of human progress. [. . | The standards have to be set by
example from the top - from the Board, from the Chief Executive from senior
management, reaching down through the executive teams. They have to give
life to the rules and the values of a company. They have to lead.

Overview
‘The last 10-15 vears have witnessed an
increased degree of scrutiny and
interest in the way that multinational
companies {MNCs) manage their
supply chains with regard to social
issues such as working conditions.
Codes of conduct have been one
important mechanism by which
companies have sought to integrate
more responsible working practices
into their.supply chains. In this article,
we argue that, in order for companies
to truly translate their codes of
conduct from something that is
developed at headquarters to
something that has meaning and
impact on the factory floor, there are a
number of steps that must be taken
and factors to consider. Implementing
a-code of conduct is something that
requires time and resources.

John Browne, Group CEO, BP plc’

Furthermore, it has broad implications
for operational practice. Our central
argument is that, in order to be truly
effective, the code must be core to
business operations. As such, the need
for top-level commitment with regard
to implementation of a company’s
code - the type of commitment
expreséed by John Browne, CEO of BP

- cannot be underestimated.

Introduction

Implementing a code of conduct
throughout a supply chain can be a
challenging and daunting task,
particularly if your supply chain is
vast and your suppliers number

“several thousand. We provide here a

short summary of the steps required
to implement a code of conduct
developed at the headquarters of a

multinational corporation to its

1 ‘Leading Yoward A Better World? The Role of Multinational Corporations in Economic and
Social Development of Poor Countries’, speech by Jobn Browne, CEO of BR Harvard, 3 April

2002. Found at www.bp.com.
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supplier factories, highlighting the
implications that this process has on
overall operations. It is based on
extensive research and factory-level
training programmes conducted by
the authors.?

Through this work, we have identified
some common elements that can be
used by companies in translating their
codes into practice, namely:

+ Creating a shared vision;

» Developing understanding and
ability;

+ Integration into operations;

= Measurement, feedback,
improvement and remediation.

A permeating theme throughout all of

. these elements is dialogue, both
internally across different

depariments but also externally with
suppliers and other important
stakeholders.

Creating a shared vision

The creation of a shared vision refers
not just to the development of the
code of conduct itself but also, more
broadly, to what the company hopes
to achieve through the
inplementation process. In our
experience, initially, it is usually
external pressures or fears thereof
that push an organisation to take

action. In practice this involves the
CEQ and senior management of a
company committing the organisation
to the development and
implementation of a code of conduct
through its supply chain by allocating
resources (human and financial),
educating those involved and affected
by the process and ensuring steps are
taken so that it is integrated fully into
operations.

You have to consciously make a
decision about what your company
values are, Not just talk about them.
They have to be strong enough to
make improvements in product, how
you lead and you have to
demonstrate how they impact on you.

Footwear Manager, MNC
Headquarters .

It is this final point that can often be

willing at times to make difficult

decisions and set examples both for
the MNC staff and the supplier ‘
factories. We will discuss this :
potential conundrum in further depth?':'i
later in this article. For now, the mai

point is that it is not sufficient to



starting point”

“case, or, in simple terms, linking the

granting of orders/business with the

commitment to adhere to the code of
conduct.

. The way to do this is to first let the

~ factory know that they have to do this

 to get business and then, if they
implement the code, they could use
this to get more business.

MNC Director

One of the greatest challenges for
large MNCs with vast supply bases is
identifying the starting point. For
these companies, this means
identifying all their suppliers and
determ{ning- exactly how far down the
supply chain they wish, or are able, to
implement their code of conduct.
Based on the experience of companies
that have been implementing their
codes for many years now, we would

suggest starting small ~ commencing
with first-tier suppliers, followed by
second-tier suppliers and so on.

It is important to bear in mind that

the creation of a vision is not -

‘necessarily a sequential process, or

necessarily structured or complete
prior to starting the impleméntation
process. This is particularly the case
with regard to the need to integrate.
In our experience, working with a
wide variety of brands and retailers,

.we have yet to find a firm that has

completeiy.developed a vision that has
been integrated into all operations.

Developing understanding and ability
Increasingly, most firms, both buyers
and suppliers, have some
understanding of codes of conduct. At
the very least they know what a code
of conduct is and what it attempts to
achieve. Ten years ago, this was not
the case for both MNCs and suppliers.
However, the development of
undérstanding and ability requires
more than a simple awareness of the
existence of the code of conduct. It
requires an understanding of the
implications for each individual’s own
area of work or operations. In
practical terms this means that, at
both the MNC level and the supplier
level, people need to be trained to
understand the code, in terms of what
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“the integration of the code of conduct into
operations often presents the greatest
challenges to companies™

it will and will not do and why it is
important in today’s marketplace.

- Specific explanation of the purpose

. and intent of the code for a particular
-manager or worker’s location and
function should be given. Finally,
there should be a clear enunciation of
senior management’s vision of and

| commitment to the objectives

" embodied in the code.

There are various ways that this can
be achieved including training and the
development of clear guidelines,
standards and goals. These tools need
to be supported by consistent views
from all parts of the organisation. At
the supplier level, when training is
conducted, care must be taken to

ensure that it takes into account the
demographics of the workers and
managers. This should have the
specific focus of building the supplier
factory’s capacity in the long term to
take ownership of the code
implementation programme, Once
again, we must point out that there
are resource implications to this (both
in terms of finances and time), to the
MNC and the supplier factory.

Integration into operations

As stated earlier, the integration of the
code of conduct into operations often
presents the greatest challenges to
companties. It requires a number of
important considerations including



‘the structure and assignment of
*I;eSponsibilities, integration with other
corporate and job function, as well as
‘the development of mechanisms for
feedback and remediation. While
feedback and remediation
‘mechanisms are discussed separately
in the next section, we raise them
here to highlight the need to ensure
that they too are integrated into
operational performance.

What must be pointed out is the
interlinkage of each of these processes
- with decisions made in one process
directly impacting others. For
example, decisions made regarding
budgets, size and structure of
compliance, or code of conduct
implementation teams, can directly
affect the possible choices regarding
training, mechanisms for feedback
and consequently the overall success
of code implementation.

a. Structure and assignment of
responsibilities

There is no simple template with
regard to determining the structure of
the CSR/code of conduct department.
Generally, the decisions made by
suppliers appear to be driven by what
is specifically or contractually
mandated of them. At the MNC level,
the decisions will be impacted by the
size of the company, existing

reporting arrangements, available

budget, and the overall structure of

the organisation, its history and

culture. The two general approaches

are centralised and decentralised but
whichever approach is adopted, in our
experience, field personnel are an

integral component for any proper

functioning of a MNC code -

oo

implementation programme. The
nature of the responsibilities that may
be allocated to regional staff is
extensive including:

+ Communication;

* Scheduling of audits;

* Approving vendors/suppliers;

* Monitoring of supplier factories;

* Development of in-factory teams,
etc.

However, it must be remembered that
having effective CSR/code of conduct
staff including field personnel
requires an investment in full-time
positions with a suitable level of
professional competency. There tend
to be very few companies that regard
their field compliance staff as
professionals in terms of providing
definitive job descriptions,
performance appraisals, bonuses for
good performance and opportunities
for advancement. Furthermore, some
companies do not even have these
things for their headquarters
CSR/code of conduct staff. This often
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leads to challenges of staff retention
as well as accountability for non-
performance, further escalating the
integration challenge and decreasing
the likelihood of effective
implementation.

. b. Integration with other corporate

- and job functions

Understanding and taking account of
the implications that code

. implementation may have on

- corporate functions in general, and
consideration of how code

- responsibilities might be integrated

| with these functions, tends to pose the
. greatest challenges to companies in
implementing their code of conduct
effectively. The reason for this can be
- traced to a conflict of priorities, For

| instance, if you are a sourcing
manager, whose performance is judged
solely on your ability to obtain
products at a lower price, you will
have very little interest in code of
conduct principles that may force you
" to work with suppliers that have
higher prices. This is not a new
phenomenon for companies.
Management has always faced some .
degree of conflict with their suppliers:
for example, quality versus price
versus delivery time. In order to

- overcome this challenge, the

~ organisation as a whole, with the

. senior management’s backing, must
require the code of conduct to be a top

priority. It is only when company
representatives rank code of conduct
adherence as high as their
requirements for quality standards,
price and on-time delivery, that we
can say integration has truly been
reached. '

Truly integrating a code into an
organisation requires the organisation
to consider the potential impact of all
jobs on achieving the vision embodied
by the code. Often in our experience,
global enterprises focus their
considerations on the CSR or
compliance team, ignoring other
crucial actors. In Table 1 we list a few
positive and negative examples we
have seen of how a company’s vision
of impact with regard to compliance
can have far-reaching and far-away
consequences.

We do not have the space in this
article to discuss the role of all the
various departments in-depth. We
have already outlined the factors
traditionally of concern to those
determining sourcing and highlighted -
the need to ensure that code of
conduct requirements are added to
this list. At the same time, it is worth
mentioning a few other departments,
which can be party to the conflict
scenario outlined above.

§

Typically products are designed in the &
R&D department with designers
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