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About this paper

This paper examines how the Chinese business community can best use international sustain-
ability standards to enhance their competitiveness in global markets and more effectively

place themselves on a sustainable economic pathway.

It highlights the opportunity for Chinese businesses, supported by enabling public policies,
to become a force in shaping the next generation of sustainability standards in global markets
as a competitive strategy consistent with China’s broader interests. Doing so will require
deeper engagement in existing standards initiatives, and a more explicit role amongst the
communities that have developed and now govern them. Effective engagement in such stan-
dards is a means of off-setting competitive disadvantages, and creating competitive advantages

when businesses and nations choose a more sustainable development path.

This paper sets out both strategic options for businesses and policy options for the Chinese

government to realise sustainable development and competitiveness goals.

This work is part of the research project on China’s “sustainable trade strategy”
organised by the International Institute for Sustainable Development (IISD), the State Coun-
cil’s Development Research Center, and the Chinese Ministry of Commerce. The work is
funded by the Swiss State Secretariat for Economic Affairs (SECO) and also partnered with the
Chinese Central Party School, the Chinese Academy of Social Sciences, St. Gallens Univer-
sity, and the International Centre for Trade and Sustainable Development. The work remains
the copyright of SECO and was commissioned by [ISD. Research and writing by AccountAbility
and the DRC. The full volume of work from this research is published in its entirety and is

available for sale or upon request.
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Sustainability, Soft Power and Competitiveness

“Responsible competitiveness... blends forward-looking corporate strategies, innovative
public policies and engaged and vibrant civil societies. It is about creating a new generation
of profitable products and business processes underpinned by rules that support societies’
broader social, environmental and economic aims.”

Pascal Lamy, Director General of the World Trade Organisation’

For China to maintain a fast pace of economic growth, it must forge international competi-
tiveness strategies, underpinned by increased resource efficiency and ‘harmonious develop-
ment’. This is relevant both domestically and in relation to the needs and perspectives of
other communities and nations.? Chinese business and government roles in promoting sustain-
able development® are increasingly important in the global economy and global trade.* Assur-
ing the international community of the consistent and balanced application of this two-fold,
interdependent pathway requires its consistent and demonstrably effective practice by China’s
increasingly visible business community.® Failure to achieve global recognition of China’s
commitment to develop sustainably will accentuate the negative and threatening aspects of
the China brand, which will in turn lead to restrictions in the scope of China’s business
community in global markets, and so limit China’s economic success and its harmonious

development, at home and internationally.

Credible and demonstrable sustainable development practices are, in short, a pre-requisite for
China’s transition to a major economic and political global player. This requires the Chinese
business community to, at a minimum, demonstrate compliance with environmental and
social performance criteria enshrined in both inter-governmental agreements and national
legislation of those countries in which Chinese businesses operate. Compliance with inter-
national and national law however, whilst necessary, is not sufficient for Chinese transna-
tional corporations (CTNCs) to succeed in global markets, or for China to establish an
acknowledged, benign presence and global role. Beyond these traditional legal frameworks
are a more complex and dynamic category of rules evolved on the basis of norms, expecta-
tions and interests articulated by a wide variety of global citizens, including consumers,
employees, investors and those active participants in more formal political processes. These
interests are increasingly voiced through blended market signals and political processes that
can be unfamiliar and uncomfortable for Chinese business. These blended processes can

impact the financial bottom line of a business, in addition to being part of a wider evolution



of the role of business in society, and thus the relationship between business strategy, public
policy and citizen action. Pascal Lamy, Director General of the World Trade Organisation,
summarises the essence of this new trading environment by saying, “Responsible competi-
tiveness...blends forward-looking corporate strategies, innovative public policies and engaged
and vibrant civil societies. It is about creating a new generation of profitable products and
business processes underpinned by rules that support societies” broader social, environmen-

tal and economic aims.”®

Many of the rules that Mr. Lamy refers to are non-statutory sustainability standards that have
been negotiated between businesses seeking to stabilise their operating environment, and
civil society organisations seeking ‘civil regulation’ to govern international businesses beyond
the scope governments are willing or able to legislate for.” Governments and other public
institutions are often involved, but in convening, mediating and financing roles, not as statu-
tory agents overseeing the application of the law. Despite much debate, the WTO Technical
Barrier to Trade (TBT) committee agreement has no guidelines on how such voluntary inter-
national standards bodies seek to influence market conditions through non-statutory means.?
The WTO has so far not reacted to such standards, with some scholars suggesting the WTO
and members create “a norm of leaving ‘transnational regulatory space’” for sustainability

standard setting.?

Most prominent are those sustainability-related standards developed through the Interna-
tional Standards Organisation (ISO), including ISO14000 environmental standards, and the
ISO 26000 Social Responsibility Guidelines that are currently in development.’® But over the
last decade, a new generation of sustainability standards has emerged to cover everything
from global tea trade to extractive industries, carbon emissions, labour standards and sustain-
able forestry. The institutions that create and often subsequently steward these standards are
mostly governed by coalitions of businesses, civil society organisations and public institu-
tions. Due to their growing scale and wide convening power, these standards bodies increas-
ingly play ‘gatekeepers’ to decide the legitimacy of international businesses that seek to
operate profitably in global markets." For example, accessing consumer markets, especially
higher-value segments; purchasing premium branded foreign companies; and securing natu-
ral resources or international capital through public listings or private equity, all depend in
no small part on a company’s ability to demonstrate its visible support of, and adherence to
these standards. Further, many of these standards have moved out of the margin into the main-

stream of global markets. Forestry, fisheries, textiles, mining, pharmaceuticals, finance and
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chemicals are but a few of the sectors that now embed such standards in the heart of their

respective international markets in pursuit of one or other aspects of sustainability.

Voluntary sustainability standards, often developed and stewarded by business with civil
society, labour organisations and the state are, in this sense, a primary route through
which businesses, and so the nations they are associated with, exercise ‘soft power’ in

global markets in pursuit of international competitiveness and broader societal goals.

This paper focuses on how CTNCs can best engage in these ‘soft’” dimensions of international
operations, and specifically how to deal with voluntary sustainability standards in securing
competitiveness in global markets and fulfilling China’s broader policy aims. The ‘harder’
dimensions of China’s competitiveness, such as finance, information, technology and infra-
structure, are perhaps better researched and understood, and are clearly necessary enablers
of success in international markets and in furthering sustainable development objectives.
However, these ‘softer’ dimensions, and crucially their relationship to these harder dimen-
sions, are less well understood as a potential for enhanced competitiveness, but also for their

potential restrictive impacts.

Avoiding adherence to such standards is the current pathway taken by most Chinese busi-
nesses. In many instances, Chinese businesses see these standards as inappropriate or diffi-
cult to adopt given the ‘residual’” markets open to Chinese late-comers. Centrally, however,
most Chinese businesses do not engage because of unfamiliarity with the rules of the game,
weak networks with the relevant organisations, and a lack of guidance from the Chinese
Government, especially for state-owned enterprises. Furthermore, these initiatives are
perceived by Chinese businesses as barriers to entry to global markets.’ Indeed, whilst in
the main not designed to prevent a new generation of businesses from emerging nations estab-
lishing themselves as global players, these standards have been developed and are in the
main stewarded by Western businesses, acting with largely European and North American
civil society organisations and public institutions. So whilst seeking, for example, to protect
workers or forests, or reduce drug prices to poorer communities, they are in practice domi-
nated by incumbent institutions and could become, or in some cases may be, ironically,

actual impediments to sustainable development.

Emerging economy companies from other nations are increasingly gaining knowledge and

overcoming suspicion about these voluntary mechanisms and the organisations behind them.



For example, Bolivia offers key lessons with its twelve years of using the Forest Stewardship
Council standard to enforce its mandatory legal forest management, motivated by robust and
credible verification, access to new markets and reputational gains.'® South Georgia uses the
Marine Stewardship Council to certify the sustainability of its fish products, largely in response
to an international campaign by the international NGOs that effectively convinced US restau-
rants to stop serving fish from this region.'* Increasingly, some emerging economy companies
are becoming players in the design of new sustainability standards, notably in the case of the
ISO 26000 standard, but also in the field of sustainability reporting and assurance through
their engagement in the development and promotion of the Global Reporting Initiative’s G3
Sustainability Reporting Guidelines and AccountAbility’s AAT000 Sustainability Assurance
Standard. Chinese businesses are, however, at a significant disadvantage to their emerging
economy competitors in this regard. Compared, in particular, to companies in Brazil, India
or South Africa, Chinese businesses lack experience, domestically, in engaging with civil
society and creating active community partnerships that go beyond philanthropy in shaping

market conditions.

Overall, avoidance of engagement in such standards initiatives is not a considered
strategic option, but a default. As a result, Chinese businesses often automatically

adopt immature strategies for themselves and China’s broader good.

China’s global prominence requires that it makes clear and visible decisions as to how to
deal with such standards. But deciding whether to engage in any specific standards initiative
must be informed by a broader strategic framing that places each initiative in relation to one
of three possible pathways that China pursues in aligning its approach to sustainability,

economic growth and associated competitiveness drivers:

1. Normalisation (Compliance): where it serves China’s interest to comply with prevailing
sustainability standards, indicating a strategy of engagement on terms already established

in international markets.
2. Exceptionalism (Opting out): where China’s optimal strategy is, in the short or longer term,

to avoid compliance with prevailing international standards, relying instead on its own

standards tailored to its own needs and preferences.
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3. Transformational (Engaging and Influencing): where China’s interest are best served by
seeking to reshape international sustainability standards, whether by becoming active

participants in existing initiatives, or by promoting alternatives as new international norms.

That is, China’s response to specific sustainability standards should be based not on
pre-conceived judgments, but on each according to their merits in relation to one or more

of these pathways.

The paper concludes that:

A Sustainability standards are a means of off-setting competitive disadvantages or creating
competitive advantages when businesses and nations, like China, choose to develop more

sustainably.

A Chinese businesses, supported by enabling public policies, will pursue varied approaches
between differing standards, but over time will become a force in shaping the next gener-
ation of sustainability standards in global markets as a competitive strategy aligned to

China’s broader interests.
A Doing so requires deeper understanding and engagement in existing standards initiatives
and the players behind them, and a more prominent Chinese role amongst the communi-

ties that have developed and now govern them.

A Practical means for realising this are set out as both strategic options for businesses, and

policy options for the Chinese Government.

The paper has been organised into the following sections:

A Section two briefly outlines salient aspects of the broader and policy historical contexts of
CTNCs.

A Section three summarises major opportunities and threats that face the Chinese business

community as it emerges onto the world stage.
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A Section four discusses ‘responsible competitiveness’ and the place of sustainability stan-

dards in global markets.

A Section five presents a framework for strategy and policy analysing specific sustainability

standards.

A Section six draws out broad conclusions and specific recommendations.

The significance of the topic covered cannot be over-estimated for China and the global
community. China’s development will require access to technology and raw materials, and a
continued will of the international community to maintain open markets for China’s products,
services and international investment flows. Sustaining this will require facets of the inter-
national community to overcome perceptions of a ‘China threat’. This in turn requires that
Chinese business engages fully in advancing a more responsible competitiveness. For China
and the broader global community, the increasingly apparent weaknesses in our inter-govern-
mental, multilateral frameworks pose huge risks to our efforts to secure a sustainable devel-
opment path for one and all. Sustainability standards developed by state and non-state actors
are essential to overcome both this governance failure and the inability of the capital markets

to provide adequate market-based solutions.
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This paper examines how the Chinese business community can best use international sustainability
standards to enhance their competitiveness in global markets and more effectively place themselves

on a sustainable economic pathway.

It highlights the opportunity for Chinese businesses, supported by enabling public policies, to
become a force in shaping the next generation of sustainability standards in global markets as a
competitive strategy consistent with China's broader interests. Doing so will require deeper
engagement in existing standards initiatives, and a more explicit role amongst the communities
that have developed and now govern them. Effective engagement in such standards is a means of
off-setting competitive disadvantages, and creating competitive advantages when businesses and

nations choose a more sustainable development path.

This paper sets out both strategic options for businesses and policy options for the Chinese

government to realise sustainable development and competitiveness goals.

The full paper can be downloaded at www.accountability21.net
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