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CHINA HAS THE OPPORTUNITY TO ENHANCE COMPETITIVENESS THROUGH SHAPING THE
NEXT GENERATION OF INTERNATIONAL SUSTAINABILITY STANDARDS

“Sustainability, Soft Power and Competitiveness”
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April 19, Boao, China - ‘Advancing Sustainable Competitiveness of China’s
Transnational Corporations’ is a paper that is part of China’s long-term “sustainable
trade strategy”, a research project by Chinese and international think tanks, and is
presented at the Boao Forum for Asia today. It is an in-depth analysis of China’s
opportunity to maintain fast-paced economic growth through enhancing competitiveness
of transnationalising Chinese businesses, mainly through engagement in international
sustainability standards.
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Dr. Long Guogiang, co-author and deputy director of the Foreign Economic Research
Department of the Development Research Center of the State Council, says “Chinese
companies “going out” not only need to strengthen their hard power, but must enhance
their soft power as well.”
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“Chinese enterprises will play a key role in shaping tomorrow’s global markets and their
impact on sustainable development. This paper examines current practice and outlines
potential roles for business strategy and public policy in advancing the responsible
competitiveness of Chinese enterprise in trade and investment”, said Simon Zadek, co-
author and Managing Partner at AccountAbility.
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Credible and demonstrable sustainable development practices are a prerequisite for
China’s transition to a major economic global player. Failing to achieve global recognition
of China’s commitment to sustainable development will accentuate the negative aspects
of the China brand, which will in turn limit China’s economic success at home and
internationally.
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Both the business community and the government need to play a key role in assuring the
international community that Chinese transnational corporations are moving to surpass
the traditional legal frameworks existent in the countries in which Chinese businesses
operate. They should do this through exercising ‘soft power’.
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Different from ‘harder’ dimensions of China’s competitiveness (i.e. finance, information,
technology and infra-structure), the ‘softer’ dimensions can’t be underestimated. They
are tools to deal with issues concerning different sectors in society.
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Voluntary sustainability standards are a means to exercise strategic ‘soft power’ in global
markets in pursuit of international competitiveness. They are often developed and
stewarded by businesses and states or groups that Chinese businesses have less experience
working with, such as civil society. Due to their growing scale and wide convening power,
these standards groups often end up playing a gatekeepers role to decide the legitimacy
of international businesses that seek to operate in global markets.
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Thousands of sustainability standards encompass hundreds of sectors. For example, the
Forest Stewardship Council (FSC), which already certifies ten percent of the world’s
forests, gives smaller companies using their logo automatic branding and access to higher
value consumer markets, while preserving forests. Other standards are used by investors,
governments, or other stakeholders in evaluating companies’ commitments to social and
environmental rules, such as the Equator Principles on project finance or membership in
the United Nations Global Compact.
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Despite its international recognition and importance to the global business community,
adherence by most Chinese businesses is not happening due to:

2 Schweizerische Eidgenossenschaft
Confédération suisse
Confederazione Svizzera

" " Confederaziun svizra
International  Institut

L]
Institute for  international du
Sustainable  développement Federal Department of Economic Affairs FDEA
Development durable State Secretariat for Economic Affairs SECO




nﬂl: @AccountAbility

JE BB EARMEAE BRI A 2 #0A B IR e BN R LA 2, (ER AR A K%
g, EZHE T

e Perceptions that these standards are inappropriate and/or difficult to adopt given
the ‘residual’ markets open to Chinese late-comers;

e Unfamiliarity with the rules of the game;

Weak networks with the relevant organisations that build the standards;

o Perception that voluntary sustainability standards are entry barriers to global
markets - and indeed whilst not designed to prevent a new generation of
businesses from emerging nations to establish themselves as global payers, these
standards have been developed and are in the main stewarded by Western
businesses (i.e. they can protect workers and forests or reduce drug prices to
poorer communities, but they are in practice dominated by incumbent institutions
and could become actual impediments to new players);

o Default, rather than resulting from a strategic business decision.
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Due to the importance of using international sustainability standards as a ‘soft power’ to
enhance responsible competitiveness but at the same time the fact that some standards
may not apply to the Chinese broader context and interest, the Chinese business
community has an opportunity to become a force to shape the next generation of
international sustainability standards.
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This paper concludes that, for China to gain prominence and strategic importance in this
space, it requires a deeper understanding and engagement in existing standards initiatives
and the players behind them, and a more prominent Chinese role amongst the
communities that have developed and now govern these existent standards.
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Both business and public policy would need to work side by side to create the environment
that allows such strategy to develop.
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"When we began to work with the Chinese government on a Sustainable Trade Strategy for
China we assumed that the key issues would all revolve around how trade policy was
crafted in the Ministry of Commerce and other parts of the public service relating to
trade. Instead, one of the most exciting outcomes is the recognition that the Chinese
corporate sector has emerged as a key player in determining China's trade policy. Both
through China’s reaction to and participation in the development of private and voluntary
standards and the role of Chinese investment at home and abroad, the panorama of
China's trade policy has been fundamentally transformed in just a few years
time. Understanding this is essential to shifting Chinese trade into more sustainable
channels," said Mark Halle, Executive Director, 1ISD Europe.
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This paper gives practical strategic advice to companies and government officials about
both traditional hard power and newer soft power aspects of Chinese companies’ foreign
investments. It offers the Chinese government advice on incentives that help Chinese
companies embed economic, social and environmental sustainability into their business
practices. This work also gives companies a strategic framework for selecting which, if
any, international sustainability standards will help them achieve access to new markets
by assuring wider stakeholders of their sustainability goals. It offers Chinese companies
means of addressing standards that discriminate against or block market access to Chinese
companies.
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“One important finding of this research is that Chinese companies have important
strategic choices. Choices such as whether to engage with, ignore, or seek to influence
existing sustainability standards — or to build consensus and recognition around future
generations of Chinese-developed standards in international markets. These choice centre
on how deeply Chinese companies see sustainability issues impacting their future
competitiveness,” said Joshua Wickerham, co-author and China Representative at
AccountAbility.
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“There is a great potential for more sustainability in global trade if China is prepared to
adapt some of the recommendations regarding a more sustainable trade approach. This
can most effectively be done by training publicly owned entities in introducing resource-
efficient production methods that also respect high quality standards”, Hans-Peter Egler,
Head of Trade Promotion, SECO.
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The full volume of China’s “sustainable trade strategy” will be published later this year.
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The report is available in English and Mandarin at www.accountability21.net.
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o Chinese State Council’s Development Research Center - www.drc.gov.cn

e AccountAbility - www.accountability21.net

¢ International Institute for Sustainable Development - www.iisd.org

e The State Secretariat for Economic Affairs SECO - www.seco.admin.ch

o H[E [ 5B & T H O —www. dre.gov.cn

e AccountAbility—www.accountability?1.net

o [EFRATHEE & LT —www. iisd.org

o HiHERFRBUMZA 55 S —www.seco.admin.ch
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