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Global Compact — Making it Happen

THE GLOBAL
COMPACT

| | m This document is a result of the Global Compact Policy
© Ofilnglegaa Dialogue 2002 on Business and Sustainable Development.

It presents an action template that enables companies to
replicate and scale up the good practices that integrate the Global
Compact principles into company performance.

It is the result of a working group composed mainly of
business practitioners, UN representatives, labor and civil society
organizations familiar with the Global Compact.

Their discussion revealed a lot of convergence towards key
elements of business practice and led them to propose a
“performance model” that would assist more companies in
embracing the Global Compact principles and successfully integrate
them throughout their operations.

The document is conceived as a practical guideline. It
explains the key elements of the model and refers to the main tools
and practices that bring it into operation.
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| A blueprint for more and better performance

THE GLOBAL
COMPACT

The objective of a performance model is to align business

Global Compact : .y
performance with the Global Compact principles.

principles

By model we mean a system of rules, practices and means
to achieve a set of results. By performance we mean a minimum of
inputs and efforts to achieve the best results in the shortest time.

In other words this describes a blueprint or road map to help
business to embrace the Global Compact principles and move
towards a satisfactory performance without detracting from their
other business goals.

It is important that this performance model addresses the
needs of the broadest group of businesses: global operations, small
companies, developed and developing economies.

It should also present a low barrier of entry and allow for
incremental improvement.

Finally, for the sake of replication and dissemination it
should have the appeal of a set of management techniques that
ensure business success.

Business models « are at heart, stories — stories
that explain how enterprises work »

Joan Magretta: What management is: how it works, and why it's
everyone’s business (Free Press, 2002)
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Wanted! — the vanilla performance model
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Global Compact
principles

« elite » network
nnovative policies
Shared learning

caviar

Code of Conduct
Compliance
Verification

strategic

management framework

Cod-liver oll

vanilla

There are three approaches to evolve a performance model
for the Global Compact:

An up-front effort to define tight rules to implement the Global
Compact principles and report on implementation. Compliance
would be independently verified and violations denounced. Many
NGOs have expressed their preference for this approach. But it
needs a long drawn process of negotiation and it ends with a high
barrier of entry. This cod-liver oil approach will turn off the most
willing business.

A forum process amongst the early adopters to explore
dilemmas and innovative solutions. This presents a high value for
companies with strong global brands and a dedication to
excellence. But this caviar network magnifies the barrier of entry
perceived by those with lower global ambitions and corporate
resources.

The chances for replication and scale up depend on a
vanilla approach that borrows from a familiar management
framework with proven effectiveness.

the first Policy Dialogue discussion around implementation
identified most elements present in the now classic best practice
models of Quality and Productivity management . We suggest
therefore a vanilla approach that borrows shamelessly from the
schools of quality and productivity improvement.

The three approaches are not mutually exclusive. They can
become part of the same learning cycle. The vanilla model, in due
time leads to stricter performance and disclosure of progress.
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A never ending cycle of improvement

THE GLOBAL
Ty Quality management models are built on the principle of
continuous improvement to achieve world class in a context of

continuously more demanding, competitive benchmarks.

While they present a minimal barrier of entry they take the
organization through a never ending cycle of improvement steps.
This cycle is named, after its author, the Deming Cycle or the Plan-
Do-Check-Act cycle.

In the context of integrating the Global Compact principles
this means that a company would make a first assessment of where
it stands relative to the 10 principles. While this is not a trivial task it
also does not require perfection. The 80/20 rule that filters the top
D easiest opportunities for improvement is a good way to start.

Plan
strategy

X
S

[ Set goals a > Act on the top opportunities by setting specific performance

VAV [ Implement ] objectives

v Plan the resources and steps to achieve the objectives
Do what is planned to reach the objectives
Status Check the results achieved against objectives and plans
assessment

Act to correct deviations, integrate learning from doing and
setting a new set of objectives for further improvements,

and so forth...
and so forth...
and....

Check
progress
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A performance framework

THE GLOBAL
o] The continuous improvement cycle works through the

various elements of the corporate model. Waves and fads of

management disciplines have proposed various complexities.

In the quest for a vanilla model we propose a model derived
from the Malcolm Baldrige Quality Award and the European
Foundation for Quality Management. Thousands of small and large
companies around the world have used these frameworks in their
drive for competitive advantage.

The typical framework articulates 4 categories of
management elements:

Vision —what organization do we want to become?

Enablers —Who will get us there and by which means and
practices?

Results — what improvement and impact will we make?

Reporting — how do we measure and communicate our
achievements?

The 4 categories closely reflect the steps in the continuous
PDCA cycle. Reporting of results against the vision informs the set
of enablers to correct or maintain course.

Continuous
improvement
discipline
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Performance enablers
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Vision

Leadership

Empowerment

Policies

Resources Strategy

Processes

Innovation

Reporting

The strength of a business is based on the balance and

perfect integration of a set of elements that, together, are necessary

and sufficient to ensure excellence in every objective the business

chooses to pursue.

These elements must be present whether the business is a
small or large bank, super-market, plantation, pharmaceuticals
producer or management consultancy.

What differs are the skills and tools needed in performing

the tasks. Those also vary to a certain extent with the cultural
environment where the business operates.

In relation to the Global Compact it will be particularly

interesting to focus on the best tools  and skills needed in the

various elements of the performance framework. While a business

may be world class in producing and distributing electricity it may
well need to equip its leadership and enhance its policies with
specific tools to deal with human rights or corruption in foreign
concessions.

Global Compact Toolbox

/

-

The participants in the Policy Dialogue identified a set of tools
and methods that contribute, in their experience, to a n efficient
implementation of the Global Compat. They are options that
companies can select and combine for an adapted
implementation.

These tools and methods are listed in relation to each
performance element of the model. Some tools address mo re
than one element.

~

J
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Holistic results
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Vision

Impact on Impact on

people value
Impact chain

on society

Reporting

In this performance model results include more than the
core financial and direct operational output parameters.

They also include the progress the organization makes in
the efficiency of the enabling elements. While it is important to
preserve the core framework, the processes, tools  and resources
must progress.

Of particular importance is the assessment of impacts and
benefits for society and the perception by employees and key
partners in the value chain.

The concept of results is holistic and therefore stimulates a
holistic vision of the role of the business in its social environment.
This holistic perspective implies a wider description of the business
boundaries, not just the legal and physical entity, but an
organization that interacts with nature and communities in many
ways through its material, financial and information flows.
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Vision

THE GLOBAL
PR \/ Most companies change through « trigger » events. Too
often it is a public relation or competitive crisis; sometimes it is a

Global Combact brnciles Stakeholders dialoales visionary process when management reaches into core values and

a purpose greater than profit alone.

Vision is a shared ambition to achieve a highly desirable
future (or survive a close and immediate threat).

In Built to Last, (Random House, 1998) Collins and Porras have
identified the value premium created by companies with a consistent
vision that integrates the contribution the company makes to society.

The universal principles of the Global Compact enrich the
company vision. This is where they must be integrated. They are
« first » principles, not a result of a well constructed business case
(but there are also many business arguments to validate this
integration). They require a local and global perspective.

Vision is not formed in ivory towers. It is best grounded in
dialogue with employees and key stakeholders and not overlooking
the younger generation.

It is however a key responsibility of top management to
make sure that a vision is formulated.

Global Compact Toolbox

Review of the Ten Global Compact principles and the  ir
background

Analyze major environmental, social and governance (ESG)
world trends

Employee and stakeholder dialogues

Scenario planning ( a relatively sophisticated meth od)
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Leadership

THE GLOBAL
SN This is about management driving the vision through the
organization. It is not just top management but the leaders of every

team and function.

Leadership implies being personally involved where it
matters, as a role model of values and action and as a supporter of
the teams responsible for reaching the objectives derived from the

Leadership vision (see Policies and Strategy).

It must therefore be accessible to the staff and listen.

Leadership must create coherence between the Vision and
all the other enablers. It must also create a consistent drive and
take the organization through complete PDCA cycles.

The Global Compact principles require tough choices: how
far ahead should one operate of local competition and government
practice? How much should one monitor and influence suppliers
and customers practices? How frank about failures in a culture
where only success counts? How much time for the Global
Compact versus other job priorities?

Vision

Global Compact Toolbox

/ Translate the Global Compact principles into the prac tical \
language of the company with examples.
Listening and dialogue sessions in sensitive operati ons

Encourage employees to discuss the tough choices betwee n
principles and operational constraints

Draw on Global Compact Learning Forum and case studi  es
collection

Form a board or top management committee to guide

\ implemenation /
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Empowerment

THE GLOBAL

Rl This is about releasing the full potential of people in line with

the vision. The best practices include:

the overall alignment of all people management activities
with the vision,

the care in recruitment, training and career progression,
the setting of individual and team performance targets,
the delegation of decision making, resources deployment
the freedom for initiative, the allowance for mistakes
mpowermen the reward system for performance and breakthroughs

Vision

Leadership

This means relating the Global Compact principles to
tangible choices with adequate information and supporting clear
stands on sensitive issues.

A spirit of direct partnership is essential with the workforce
across geographies to fully live up to the principles and energize the
continuous improvement and innovation capacity of the
organization.

Global Compact Toolbox

In-house learning sessions

Draw on Global Compact Learning Forum and other educat ional
programmes

Encourage employees to participate in community progra mmes
Adapt the performance feedback and reward system
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Policies and strategies

THE GLOBAL
COMPACT o
Vision
Leadership
Empowerment

Policies
Strategy

Leadership and Empowerment is best consolidated and

structured by:

a formal set of objectives,

policies that determine in advance the desired and prohibited
practices and activities,

plans that articulate for every part of the organization the
activities, the objectives and resources with deadlines and
responsibilities

a communication to employees, business partners, shareholders

and stakeholders.
Most companies document and review periodically a

Mission statement, Principles or Core Values, Strategic plans and
detailed business plans.

This is the core of where the organization spells out its

culture (the way we work) and its specific ambitions (what we will
achieve in this next period). This is also where it should spell out
specific policies and objectives in relation to the Global Compact
principles.

Global Compact Toolbox

-

Testing existing policies for alignment with Global Comp act
principles

Inspiration from international declarations: OECD Gu idelines,
UNEP Cleaner Production Declaration, Amnesty Interna  tional
Human Rights Guidelines, etc.

Written, distributed statement of principles

A plan of action — what we will do

~

J
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The allocation of resources
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COMPACT

Vision

Leadership

Empowerment

£ Policies
Strategy

This is about the management of the means to implement
the strategy and equip the employees with what they need to

achieve their targets. Resources are counted in several categories:

the efficient allocation of financial resources
the management of material assets

the management of technologies

the management of information and knowledge

The Global Compact principles tend to relate mainly to the
category of resources that are “intangible” like brand reputation,
community relations, potential liabilities. They have nevertheless a
large impact on total shareholder value. It is therefore important to
understand how the appropriate strategy and allocation of
resources create value from the integration of the Global Compact
principles.

Global Compact Toolbox

-

Testing existing budgets and investment plans for cons istency
with policies and action plans

Risks and opportunities assessment

Favour investment in problem avoidance rather than proble m
mitigation

Assign responsibilities to executive management, not j ust a
specialized staff function.

~

J
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Innovation and processes
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Vision
Leadership
Empowerment
Policies
Resources
Strategy

Processes
& -
Innovation

/ Activity Based Accounting reveals true costs of environme ntal \

- J

Implementation is all in processes - thousands of logically
connected actions. But status quo is also about processes.
Continuous improvement is about

understanding the key processes that create improvements
the process of target setting and communication throughout the
organization
and particularly
the process of innovation.

Innovation thrives in organizations that foster system
thinking and contacts and dialogue beyond the usual boundaries of
business. Innovation also stems from mastering the paradox
between between seemingly conflicting goals. By embracing radical
goals and commitments beyond business-as-usual, organizations
trigger innovative thinking.

The Global Compact principles create dilemmas for
business and are therefore a source of innovative solutions that
open new markets and strengthen competitive advantage.

Global Compact Toolbox

and social action plans

Risks and opportunities assessment

Internal audits for « smouldering » issues

Life Cycle Assessment, Eco-design, SA8000, AA1000, ISO 14000
Setting stretched goals to inspire breakthroughs

Collective actions like Industrial Ecology

Public Private Partnerships
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Influencing or satisfying commercial partners

Cooperation and transactions with customers and suppliers

provide a company with its financial added value. This is where it

also confronts its competition.

At some stage the implementation of the Global Compact

principles will involve suppliers and customers. Some companies
with high credentials and performance in their own operations have
been accused of tolerating their suppliers’ or distributors’ poorer

standards.

There are potential conflicts between the traditional results

of customer satisfaction and an interference regarding their

environmental, labor and human rights practices. There are also
many opportunities for alliances because there are precisely very

few things a company can move alone.

A fine balance between satisfying the needs of commercial

partners and influencing their practices as an advocate for the

Global Compact will be a critical test of real commitment in the eyes

of most employees and many observers.

Global Compact Toolbox

Sector-wide codes of practices
Suppliers and customer audits

Product Life Cycle Stewardship and supply chain manage ment

standards
Environmental Product Declarations, product labelling

THE GLOBAL
COMPACT o
Vision
Leadership
Empowerment
Policies
Resources
Strategy
Processes
& .
Innovation
Impact on
15
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People satisfaction

THE GLOBAL

PR Vision This measures impact on employee satisfaction and morale.
Many companies have noted that their commitment to principles
beyond profit has a positive impact on recruitment and retention of
talented employees.

Some of the tough choices made by the leadership about
high standards, zero tolerance of unfair and unethical practices will
Leadership affect the employees in the regions where governments and
competitors ignore compliance with the Global Compact principles.
This will require special attention and support..
Empowerment
Policies
Resources
Strategy
Processes
& .
Innovation
Impact on
value
chain

Global Compact Toolbox

Dialogue and Listening sessions for feedback on per formance
and dilemmas
Employee satisfaction surveys
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Impact on society — local, global

THE GLOBAL
Rl Visi This measures the perception of company performance by
Ision society. But society needs to be understood practically as a
composite of groups of concerned stakeholders.
local communities where the company operates
human rights, labor, environmental organizations
_ business networks
Leadership the new sector of rating consultancies
Empowerment Local communities are directly affected by the companies
'y business operations. When they perceive improvements and
Resources Policies particularly positive responses to their needs they respond in
Strategy facilitating the license to operate.
Distant observers and analysts rather facilitate the license to
Processes grow because they influence access to capital through public
& pressure or praise.
Innovation

Showing results against the Global Compact principles is
both a multi-local and a global challenge.

Impact on
value
chain

Impact on
people

Global Compact Toolbox

Site community opinion surveys or impact assessments
Local and corporate advisory panels
Analysis of rating agencies reports and benchmarks
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The bottom line(s?)
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Vision

Leadership

Empowerment

Policies
Resources
Strategy

Processes
& .
Innovation

Impact on Impact on

people value
Impact chain

on society

Reporting

The continuous improvement cycle does not work without a
set of specific measurements that reflect actual performance. The
measurements also need to be relevant to all actors concerned by
the performance.

The performance needs:
to be compared to the targets set for the period

to be compared to the one of competitors and, amongst them,
the best-in-class

to include parameters that measure the improvements of
processes, not only outputs

Progress against objectives derived from the Global
Compact principles add a social and environmental ledger to the
financial results. This provides an augmented perspective of how
the company makes a positive contribution to the society in which it
operates. Yet the core contribution will remain its consistent and
improving creation of wealth for all its employees, owners,
associates and the economy at large.

Social and environmental excellence enhance shareholder value
only as long as the company generates an economic profit.

Global Compact Toolbox

The Practical Guide on Communication on Progress
Making the Connection: The GRI G3 Guidelines and th e Global
Compact COP.
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Managing stakeholder dialogue

THE GLOBAL
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Transparency, stakeholder dialogues, partnerships are the
buzz words of the current search for new forms of governance that
better align the limited liability company with the needs of civil

} 4 society.

But business cannot become casually everyone's business.

eadershi The process of stakeholder engagement needs
management and continuous improvement like all other critical
Empowerment processes. It should interlink with specific elements of the
performance model:
Resources Policies 8’ the leadership who must welcome, support stakeholder input
4 Strategy © and integrate the inputs into
E the vision so that the business responds to social needs
Processes % the understanding of impacts and improvements
& o the communication of results against targets and the dialogue
Innovation e
g about further needs.
]
)
)]

Impact on
value
chain

Impact on
people

Global Compact Toolbox

Screening of relevant stakeholders
Employee dialogues
Community, corporate or project advisory panels
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A self assessment tool

C The performance model includes a distinct element for
L measurement of results. But those obsessed with quality and
A;A productivity can’t just stop there. They also want a way to assess

how well they implement the model itself.
best in class for years VAV O

The implementation of a performance model is a journey of
\Y%4

O

organizational transformation. It takes time, efforts and learning. It
takes an organization through various degrees of improvement:

integration of the enablers — from simple awareness that

repeat gains and positive trends . . .
something must be done to continuous improvement.

the results obtained also evolve in degrees of excellence and
breadth of scope, from a few signs of progress to repeated years

many positive results of best-in-class performance.

The first stages of adoption are however no more than
compliance with a comprehensive business model. Performance
and competitiveness only result from strategy — the coherent use of
the model to achieve stretched objectives and be different and

some results

Case studies and better than competitors.
shared learning
about managing change As the Global Compact seeks case studies from

.

anecdotal companies it should focus on the most useful: stories of change

from one stage to another. The Global Compact also invests in
Learning Forums — their most useful outcome would be a set of
proven tools  that enable and facilitate change.

Compliance zone < Competitive Strategy zone

continuous Global Compact Toolbox

awareness model in place innovation  deep integration .
improvement

[ Best here to adopt a standard Total Quality assessment method ]
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Selected Sources
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Web

UN
www.unglobalcompact.org and links
www.uneptie.org/pc/cp/
www.undp.org/mdg/

Quality management models

www.efgm.org
WWWw.asq.org

Guidelines

www.oecd.org/EN/documents/0,,EN-
documents-93-3-n0-14-n0-93,00.html

www.amnesty.org.uk/library/books3.shtml#1

www.transparency.org/knowl intro.html
www.globalreporting.org/

Business learning networks

www.wbcsd.org

www.iblf.org
www.bsr.org/index.cfm

www.chemicalguide.com

Books and Publications

Collins, JC, and Porras, JI (1994) Built to Last: Successful Habits of
Visionary Companies. New York; Harper Collins

Elkington, J. 2001. The Chrysalis Economy: How Citizen CEOs and
Corporations Can Fuse Values and Value Creation. Oxford; Capstone
Senge, P. (editor). 1994. The Fifth Discipline Field Book: Strategies
and Tools for Building a learning organization. New York;
Currency/Doubleday

UN Environmental Program (UNEP). 2002. Global Environmental
Outlook 2003. London; Earthscan

UN Development Program (UNDP). 2001. Human Development report
2001. New York and Oxford; Oxford University Press. On line at
http://undp.org/hdr2001

Watts, Ph. Holiday, C. Schmidheiny, S. 2002. Walking the Talk: the
Business Case for Sustainable Development. Sheffield; Greenleaf
World Business Council for Sustainable Development, World
Resources Institute, UNEP. 2002. Tomorrow’s Markets — Global
Trends and Their Implications for Business. Washington, DC; The
World Resources Institute.
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Performance that matters...

Human Rights Environment Labor standards Anti-corrup

Global Compact
principles

tion
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