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1.
Success or failure of global market economy? The moral dimension

After the breakdown of the Soviet empire in 1989, the market-based economy became generally accepted as the global economic model. While on the European continent, most people today only reluctantly acknowledge the benefits of socialism, it is widely agreed that a free market economy has to be both socially inclusive and ecologically responsible if it is to be both inclusive and sustainable over time.

The very latest experiences have proved that the sustainability of the market economic system is by no means guaranteed. The Asian financial crisis of the 90s clearly demonstrated that a free market economy is not without its costs, and the continuing crisis in Russia's economy is an excellent, albeit an unfortunate example of how a transformation to a market based system is not without its problems. Indeed, one cannot escape the fact that the emergence of global capitalism brings with it an entirely new set of risks. We wisely have to expect an »endangering of the system as a whole in the case of intensified crises, e.g. so-called system risks in the financial markets«. (Tietmeyer 2001).

Trying to find a single reason for, or solution to the challenges of the global market economy in a particular country or in a particular region is unlikely to be successful. In fact, what we often observe is that, in such a situation, mutual recriminations occur: economists accuse politicians and politicians accuse economists; while the average citizen frequently sees the moral defects of both protagonists. In any case, it is already sufficient that if one of the three elements, whether it be economics, politics, or morality, does not work, it can cause serious difficulties for the capitalist system.

In seeking to present my own views on this issue, I am heartened to find that my analyses are largely confirmed by the views and explanations of John Dunning in his recent book Global Capitalism at Bay (Dunning, 2001). In particular, Dunning distinguishes between three types of failures of the capitalist system.

1.
A failure of markets: moral hazard, inappropriate macroeconomic politics, excessive speculation (property and stock market), an inappropriately valued currency, manipulated exchange rates, cross-border and intra-firm transfer prices, bad timing of short-term debts, presence of a strong black market and the abuse of monopoly power.

2.
A failure of the institutions: inefficient functioning of the regulatory and supervisory systems, an inadequate legal and financial infrastructure, shortcomings in the protection of ownership rights, lack of accountability and/or transparency and inadequate standards in financial reporting.

3.
A failure of moral virtues, which lies at the core of the failure of the markets and institutions. Such failures include crony- and Mafia-capitalism, bribery and corruption, lack of truthfulness, trust and social responsibility, and excessive greed of the investors or institutions.

Dunning investigated these different factors as they affected the recent economic crises in seven countries, viz: Japan, Korea, Indonesia, Thailand, Hong Kong, Malaysia and Russia. He found out that each of them demonstrated failures on all three levels. While each had its own particular failures, all demonstrated serious systemic defects in their particular brand of capitalism. 

In this context, he was able to identify the following relationships.

-
The inadequate infrastructure for international commercial transactions is often associated with bribery and corruption and with excessive self-interest and greed;

-
bad functioning on the level of macro-organisations is often correlated with dishonesty and fraud, a lack of trust, or the ability to compromise, and inadequate group loyalty;

-
inadequacies in the legal system, e.g. regarding crime prevention, are frequently related to Mafia- and casino-capitalism;

-
an insufficient banking, finance and accountability system can sometimes be a nesting ground for opportunism, slackness and lack of discipline;

-
an inadequate social architecture with indifference towards the needs of others can encourage a lack of personal sense of duty and social responsibility;

-
the shortcomings in the protection of the rights of ownership is often associated with a carelessly irresponsible attitude.

All this leads Dunning to conclude that moral virtues are not marginal or artificially put on features in shaping global capitalism, but that it is justified to talk of a »moral ecology« which is both interactive and interdependent with the economic function of the main institutions of capitalism, viz markets, governments, civil society and supranational organisations.

2.
Necessity for an ethical framework

One conclusion we draw from the Dunning model is that ethics do not only denote moral appeals, but moral action. Nevertheless a strain is often present in the economy, as within the contemporary stock market, in order to create the pressure to reform which can turn into a political agenda. Meanwhile, the recent protests against globalisation have raised the question of the social acceptability of the new globalised economic system. This acceptance would still not be guaranteed even if the global companies and markets, the national governments, national institutions and intermediate organisations worked efficiently. For today, it is the ethical framework on which they are based which is being increasingly questioned, even though this framework must not be equated with an over-administration of ethics in every detail.

We strongly believe that in the long run, global capitalism will only be accepted if it is socially acceptable. After all, in a democratic society the majority of the electorate has to be repeatedly convinced on at least three issues:

(i)that the economic system is rewarding for themselves and for those for whom they feel responsible in any way;

(ii)that economic participation (»inclusiveness«) and social justice are integral parts of the objectives of this economic system; and 

(iii)that a strong ethical framework supports both the operation and effects of the global markets and the extramarket institutions and that this framework influences the behaviour and the decisions of those who are directly involved in the process of production and distribution.

Not least does a look at history show that successful economies have always been supported by a strong moral basis. (Lal, Chapter 2 of this volume). The economic systems valid up to a certain point started to collapse at the very moment their ethical basis was undermined, or a new social system appeared as a feasible alternative. In the words of Dunning again, »It is necessary for individual and social moral virtues to be strengthened and reconfigured in a way that is consistent with a knowledge-intensive, alliance-based, multicultural society, and will best enable market and extramarket institutions to work together to promote efficient growth and social justice. Only then will the global market place be an acceptable servant of individuals and society and not an unacceptable master.« (Dunning, 2001, p.40).

3.
Cross-cultural ethical values and standards. Is a global consensus possible?

Every word can be understood and every term defined in different ways. One should not then be surprised that morally loaded terms like »integrity« may have various meanings depending on the cultural context in which they are used. It is generally known that the word »integrity« stems from the Latin »tangere« = »to touch«. The Latin »integer« means »untouched«, »unscathed«, »respectable«, »unharmed«, »whole«. Integrity can therefore be interpreted as being free from moral or ethical misdemeanours and being respectable and incorruptible. [This, incidentally, is not to be confused with being completely free of faults or errors or even being infallible.] However, most Americans tend to interpret the term integrity as keeping to given laws rather than interpreting them in the wider Latin or German sense.

How can this difficulty be resolved? We may offer two suggestions.

1.
It is not necessary to use such terms formally, but rather to fill them with meaning. If in German the meaning of the word »integrity« extends to being incorruptible, honest, and truthful, and there is a general agreement of the words and actions spoken or written, then this is a clear example for the necessity to start interpreting »global ethic« with a more concrete and comprehensive meaning.

2.
It will be possible to interpret even a single expression unambiguously if it is not used in an absolute manner, but with respect to a specific situation. If in a particular context, people are reminded of »integrity« in the face of a particular event of corruption, then it will be obvious in Germany as well as in America what this means. Or, to widen the question and quote an example given by the American sociologist Michael Walzer: »When the citizens of Prague took to the streets in the revolutionary year of 1989 and their banners simply demanded ›justice‹ or ›truth‹, the special situation made their intentions completely clear: ›Justice‹ referred to the abolishment of particular party privileges, an unbiased legislation and the termination of random imprisonment, and ›truth‹ demanded an end to the official lies and persistently misleading information through the media. Across all national, cultural and religious boundaries, these words were understood so well in all the world that an international solidarity with the people in Czechoslovakia evolved.« Michael Walzer, Thick and Thin. Moral Argument at Home and Abroad, Notre Dame/Ind. 1994, 1f.

In this way, such terms can, and do express something like a bundle of elementary ethical values and standards, or core ethics. Nevertheless, abstract terms cannot suffice in the formulation of a global ethic that is capable of implementation; rather the moral values and standards have to be filled with meaning.

4.
Contents of a cross-cultural ethical framework

In this respect, the UN Global Compact, which was initiated by the general secretary Kofi Annan in 1999 offers a valuable starting point. The claims it makes on the global economic system are three fold: (i) respect and support of human rights, (ii) the elimination of all forms of forced or child labour and (iii) a response to ecological challenges. These claims are based on the conviction that everywhere on earth - i.e. in all societies, cultures and religions - people need to recognise and accept comparable basic pillars which allow them to live together peacefully without conflict and compromise to their interests and concerns.

In this respect, the contents of the UN Global Compact are very much in accord with the ideas of the Chicago Declaration Toward a Global Ethic of the Parliament of the World’s Religions in 1993. Both documents focus on the absolute respect of human dignity. But whereas the UN Global Compact takes human rights, the outline of general working conditions, and environmental protection as starting points, and presupposes the broad acceptance of the underlying ethical principles, the Declaration of the Parliament of the World’s Religions starts from a number of ethical principles, and then seeks to tackle social and ecological demands from this perspective. In consequence, the Global Compact does not directly embrace such concepts as truthfulness or fairness which are the pre-requisites for trust, which, in turn, are fundamental pre-requisites not only for true democracy and a state founded on the rule of law, but also for a sustainable market based economy. Trust or mistrust are then the outcome of truthful or untruthful, fair or unfair behaviour.

At this point the OECD-guidelines for multinational enterprises (MNEs) (OECD 2000) can be quoted. These contain very specific ethical guidelines, notably

-
how any claim for disclosure requires the will to truthfulness, honesty, transparency.

-
how any claim for environmental protection as well as public health and safety requires reverence for life, all life including that of animals and plants;

-
how any claim to refrain from slush corruption and bribery requires both a basic attitude towards justice and fairness and the will to encompass a just economic system;

-
how any claim to avoid any kind of sex, colour or age discrimination at the workplace, implies the ethical conviction of the partnership of man and woman and the necessity for equal rights.

Lest anyone assumes that we are making only abstract and general statements they should read the already mentioned Declaration Toward a Global Ethic. There, principles stemming from ancient ethical and religious traditions are applied to contemporary situations (see for example the chapter about »solidarity and just economic systems«). Alternatively one should read the suggestion for a Universal Declaration of Human Responsibilities as it was presented in 1997 by the InterAction Council of former heads of state or government, then chaired by the former German Bundeskanzler Helmut Schmidt. The nineteen articles of this document express the same principles in more legal terms. They deserve to be thoroughly discussed at a future UN general assembly. Even an exchange of views on the content and form of such principles would help to raise the awareness in the world community about shared values, standards and attitudes. However, the declaration also deserves to be taken as a broad basis for the ethical charter of every large company.

All this leads us to conclude that the question of upgrading of cross-cultural global values and behavioural standards which is crucial for the success of global capitalism can, indeed, be satisfactorily addressed.

5.
Which are the common human basic values and standards?

The elementary human values and standards of the major ethical-religious traditions, as they are expressed in the declarations mentioned above, were formed by individuals who, themselves, are part of a highly complex socio-dynamic process in the course of evolution. This means that where needs of life and human urgencies revealed themselves, regulations for human behaviour became unavoidable; and with these, priorities, conventions, laws, precepts, regulations, ethical values and social norms took root. And thus, a lot of what is proclaimed as God's commandment in the Hebrew bible, in the New Testament and in the Koran can also be found in the religions and philosophy of Indian and Chinese origins.

But this also means that people have to continuously experiment with ethical norms and solutions within developing concepts and models; and train and test them over generations. After periods of such testing and training, new norms are eventually recognised, but sometimes - if times change completely, they are undermined and abolished again. In other words morality like economic systems and technological advance goes through frequent periods of creative destruction. The question is whether or not we are currently living in such a time.

Throughout the planet, there is great concern about events as they are unfolding; and more than anything else, September 11th, 2001 brought these vividly to the fore. It is commonly felt that despite, and partly because of, globalisation, the world in which we live is religiously and politically torn apart, full of military conflicts and lacking in moral inspiration or orientation; we also live in an age in which many traditional mores have lost their credibility; when many institutions have been drawn into deep identity crises; and when in many, ethical standards and norms are either marginalised or unstable with the result that many, particularly young people, hardly know what is good and bad in different areas of life.

All this points to the need for a new moral consensus within society, and a return to an acceptance and practice of minimum human values and standards. For this, the armoury of spiritual and intellectual resources available to human kind, from each religious and all philosophical traditions should be used, as it has been done in the respective declarations of a global ethic. No single religion or philosophy can force its particular values and standards upon the others. But from the richness of their spiritual and intellectual resources each religion or philosophy can contribute to a new ethical consensus in society.

Therefore, the reception of the idea of a global ethic at the highest levels of the Christian churches, and the agreement between them which is beginning to emerge, gives cause for hope.

In his report at the eighth general assembly in Harare 1998, the Moderator of the World Council of Churches, Catholicos Aram I., explained: »We are committed to the development of a basic common ethic that may lead societies from mere existence to meaningful co-existence, from confrontation to reconciliation, from degeneration of moral values to the restoration of the quality of life that restores the presence of transcendence in human life. Global culture must be sustained by a global ethic that will guide the relations of nations with each other and with the creation, and will help them to work together for genuine world community. Such a global ethic, the idea of which was launched by the Parliament of the World´s Religions in 1993 should not reflect the Western Christian ethos; it must be based on a diversity of experiences and convictions. The church, together with other living faiths, should seek a global ethic based on shared ethical values that transcend religious beliefs and narrow definitions of national interests. Human rights must be undergirded by ethical principles. Therefore dialogue among different religions and cultures is crucial as the basis for greater solidarity for justice and peace, human rights and dignity. Religions must work together to identify areas and modes of cooperation in human rights advocacy.«

Again, in his speech to the Papal Academy of Social Sciences on 27th April 2001, Pope John Paul II declared in the context of globalisation »As humanity embarks upon the process of globalisation, it can no longer do without a common code of ethics. This does not mean a single dominant socio-economic system or culture which would impose its values and its criteria on ethical reasoning. It is within man as such, within universal humanity sprung from the Creator's hand, that the norms of social life are to be sought. Such a search is indispensable if globalisation is not to be just another name for the absolute relativization of values and the homogenization of life-styles and cultures. In all the variety of cultural forms, universal human values exist and they must be brought out and emphasised as the guiding force of all development and progress.«

So what are the human values and standards which, in our contemporary and globalising world, can be regarded as universally valid and acceptable? On the basis of our previous observations on the concept of a global ethic, we have shown that the basic values which underlie all other values are: humanity and reciprocity. Derived from them are a number of core values.

6.
Ethically founded management

All this is not to suggest we are proposing a moralism which is specific to the needs of global capitalism. Indeed, it is not an ethic which is imposed on the economy deductively, but rather one which suggests itself from the economic processes. The market economy and the ethic which underpins it are not mutually exclusive. No ethic can demand that an employer acts against his own interests, permanently and systematically. On the contrary, (as Chapter 14 will demonstrate in more detail), ethically responsible managerial strategies have a chance of success today since the public's attention has been drawn to the issue of the morality of the market place, and often shows disapproving reactions to morally questionable conduct.

It is not an easy question, how under a rational criteria of costs and benefits, the conduct of companies can be reconciled with the ethical standards we are recommending. Dr Wolfram Freudenberg, a member of the board of trustees of the Global Ethic Foundation, has briefly reflected upon this question. (Oral intervention at Baden-Baden 2001). Let me summarise his views, dealing first with some doubts expressed about the desirability or practicality of a global ethic for corporations, and then turning to the perceived advantages.

1.
Objections. The doubts most often expressed refer to the competitive pressures and the primacy of striving for efficiency and profit. Generally the reasoning goes as follows:

∑ It is indeed legitimate to show tolerance towards different customs, and to adapt to them (especially if these amount to proper selfishness) (Dunning, chapter 1 of this volume).

∑ If the insistence on high ethical standards is too strong, competitors with less scruples will win; and 

∑ the management will tend to avoid risks (and not endanger their own careers) rather than search for unconventional and new solutions.

 2.
Advantages. Here the central theses are:

∑ Striving for profit is subject to spontaneous behaviour and not just in response to ethical externally imposed regulations. Thus, long-term goals tend to gain more importance compared to short-term ones. A negative public opinion is avoided and the chance of social acceptance of the business in question increases.

∑ The prerequisites of co-ordinated and calculable behaviour within the cultural and social diversity of a global economic environment, are improved. The stability and consistency of complex units, which - depending on size and diversity - are increasingly organised and managed at a subsidiary level is enhanced.

∑ Putting ethical standards into practice emphasises long-term goals. Thus, the management concentrates more intensely on the fundamental and strategic interests of the company and its stakeholders. This entails a move away from hectic day-to-day routine.

∑ Qualified personnel not only with professional but also with social competences are attracted to the business:

∑ There is a positive influence on prices, goals, composition and character of shareholders. Since the introduction of the Dow Jones Sustainability Group Index, in the US in 1999, a trend towards ethical-ecological investments has spread; thus, more transparency and public interest in ethical-ecological questions has been created.

∑ There is likely to be more stability and reliability of business relations with suppliers and buyers who operate according to similar principles.

∑ If the company has a good image and its long-term commitment to ethical standards is credible, an improvement in dealing with ecologically and politically delicate projects can be expected.

All this leads us to conclude that there is likely to be a positive relationship between a corporation's ethical standards and (i) its performance in the long run, (ii) its socio-political acceptance and image, (iii) the quality (including the environmentally friendly quality) of its products, and (iv) its ability to recruit and retain productive and co-operative employees. Moreover, such a strategy is entirely in conformity with the principles of social market economy, since it allows a balance between the freedom and responsibility of management, a long term view of corporate goals, and a better appreciation of the objectives and opinions of the most important »stake-holders«, in the value-added process.

7.
Ethical competence

Only somebody who possesses a strong ethic himself can give clear and instructive orientation to others, as is required by strong leadership. This is achieved through pre-set goals and values, the strict observance of standards and regulations, and a positive and sympathetic approach towards both employee participation and customer satisfaction. As one successful manager, Professor Reinhold Würth has recently put it, »Whether a company is run more in the style of a big family or a strictly rational organisation or a monarchical hierarchy, the decisive prerequisite for its survival and its long-term success is, after all, ›integrity‹, which very concretely means: that one can rely on the company in every respect, that one is never fooled, lied to or outmanoeuvred, but that despite all business efficiency one feels always treated in a decent and honest manner.« (Oral intervention at Baden-Baden 2001).

All this means that the management of a company should promote a clearly defined reflection on the question of ethics. And this should be done in the awareness that in today's global environment the spirit of a company will increasingly depend strongly on the entrepreneurial and co-operative spirit of the labour force, in addition to that of senior managers and the board of directors. 

In taking our argument further, let us give an analogy. Anyone who has had to navigate a large ship through a stormy sea at night, knows the risks of navigational errors which may lead to the destruction of the vessel, a loss of human lives and environmental damages. Today, however, there are many navigational instruments for all kinds of measurements and calculations on board, which help direct and control the ship's movements to an optimal extent, so that it can reach port as fast, economically and safely as possible. Indeed, the modern »integrated« navigation systems frequently employ more informational measuring devices than necessary, in order to ensure this objective is met.

At the same time, even with the most sophisticated equipment, a navigator, steersman or pilot still depends on a navigational chart. This chart, which is veined with unchangeable co-ordinates, is determined by a certain scale and marked by the north-south direction as given unalterably by the compass. Only on this basis can the position at a given moment and the course which is to be steered be determined, and the necessary decisions be correctly made.

This image may be easily applied to the economic dimension. A chief executive who has to navigate a global enterprise through the storms of globalisation, and is not only responsible for a single department, but for the course of the company in general, has at his disposal a variety of technical, financial and organisational information and technical aids , so that he can regularly assess its condition and position. Indeed, a visual image of the project is often projected on a screen for him with the different options - supported by statistics, diagrams and prognoses -, and they have to make the decisions. For those decisions, analytical skills, the ability to make decisions and to assert oneself are undoubtedly essential if complex connections are to be recognised and dealt with in the shortest possible time, and to utilise both human and physical resources and capabilities efficiently.

But also in managing a company, certain qualities beyond the technical and organisational instruments and the solid psychological constitution are required. Referring to my navigational image again, these include:

1.
A clear identification and awareness of the goals of the company. Such an identification and awareness is not only necessary for the wellbeing of the company and its shareholders, but that of its other stakeholders, e.g. the clients, employees and suppliers. Indeed, the function of business aims should be viewed in a wider context, which comprises the welfare of the citizens of the societies in which they operate (for example in the form of creating workplaces, paying taxes, supporting the cultural scene);

2.
A sense of orientation, which is more than mere knowledge of information, and which in an integrated perspective keeps the overview, thus making a realistic evaluation and promotion of the appropriate business strategy a workable proposition.

3.
A system of co-ordinates which embrace globally valid, unchangeable ethical standards; and which are independent of time or space, and encompass as their standards the principle of humanity together with the Golden Rule;

4.
A set of ethical guidelines which include an uncompromising conscience, which works irrespective of upheavals and changes in global, economic and political events (fusions, takeovers, trimming, decentralisation, mismanagement), and which may exert a critical influence on important decisions in the tough reality of everyday business. 

An awareness of the aims, a sense of orientation, high moral standards and an inner compass - all of these are structural elements of the ethics of business behaviour and of the individuals managing and working within corporations.

8
How can a global ethic become generally accepted?

This is a question repeatedly asked, and not only by sceptics. The answer is in no way other than by an acceptance and practice of the UN-Global Compact, which is now claimed to have gained UN status. But it is worth remembering, it was a long process before this international consensus with respect to human rights, humane working conditions and demands for the protection of the environment, was reached. All these questions, similar to those about peace and disarmament and gender equality and the absence of racial discrimination took a long time, to be tackled seriously, and at a global fora. Yet such changes as these are the prerequisites for a change in the awareness of humankind towards a general human ethic.

Many people can help in this matter; not only the intellectual, spiritual and political leaders of the world, but the mass of ordinary people of good will who already do what they can to promote and practice an understanding of a new global ethic. For the sake of a peaceful social existence on a local (in innumerable »multicultural« and »multi-religious« towns and villages), as well as at a national and global level, the need for a shared common ethic is more important now than ever.

Thus what happens in their narrow or wider areas of life largely depends on the individual person and their motivation. When some time ago I asked the magnanimous founder of our Global Ethic Foundation - Count von der Groeben - about the motivation for his initiative, he reached for his wallet and showed me a small old piece of paper. It carried words by Mahatma Gandhi about the »Seven social sins in today's world«, which reads as follows:

Wealth without work,

Consumption without conscience,

Knowledge without character,

Business without morals,

Science without humanity,

Religion without sacrifice and

Politics without principles.
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