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CORPORATE RESPONSIBILITY PRACTICES OF EMERGING MARKET COMPANIES
— A FACT FINDING STUDY

L. Introduction and key findings

Emerging market companies make up 3.8 per cent of the FT500, the 500 largest global traded
companies' and 4.6 per cent of the Dow Jones Global Index of 2,500 companies. OECD statistics show
that, while the bulk of international investment flows originate in the OECD, non-OECD countries are
increasingly important sources of investment flows. This paper presents a fact finding study of the
corporate responsibility policies and practices of emerging market companies’. The definition of
“emerging market” used in this report is based on World Bank national income categories and is described
in Box 1.

This paper has been prepared as background in support of the discussion at the Corporate
Responsibility Roundtable on 14 June 2005 and is intended to help Roundtable participants address the
following questions:

e To what extent have companies based in non-adhering countries participated in what earlier OECD
research identified as a major trend in international business — that is, companies’ investment in
policies and management and reporting systems that reinforce their ability to comply with law and
with other societal expectations that might not be written down in law books?

e Are there any major differences in the policies, management systems and reporting practices of
companies in non-adhering countries relative to those of companies based in adhering countries?

e What factors motivate emerging market companies to undertake these initiatives (e.g. regulatory
compliance, product market competition, attracting and retaining employees, protection of
reputation)?

e Are companies from emerging markets more or less likely to undertake corporate responsibility
initiatives than they were in the past?

The evidence presented in this paper suggests that, overall, there is not a vast difference in approaches
to corporate responsibility between companies in high-income OECD countries and their emerging market
peers. Indeed the level of comparability is surprisingly high. Certain emerging market business sectors
show substantial engagement in this area, while others show little or no engagement. There is significant

! See http://news.ft.com/reports/ft500 for 2004 listing.

The OECD views the primary contribution of business — its core responsibility — as the conduct of business
itself. The role of business in society is to develop investments so as to yield competitive returns to the
suppliers of capital. In so doing, companies create jobs and produce goods and services that consumers
want to buy. However, corporate responsibility goes beyond this core function. Companies are expected to
obey the various laws that are apply to them and, as a practical matter, must respond to societal
expectations that are not written down in law books.



diversity in the policies and practices of the emerging country business sample, just as there is high
diversity within the OECD sample.

A number of findings stand out:

e Global phenomenon. Corporate responsibility initiatives are common among emerging market
companies — the studies cited and the original data presented in this paper both show that these
companies have participated in the broader trend in international business towards more formal
management in a wide range of corporate responsibility fields. Overall, the report confirms that
such initiatives are a global phenomenon that is very much present in emerging market
companies. But within this broad international business trend, there are striking differences
between countries, even within the same region.

o [mportant regional and sectoral variations. In a result that mirrors earlier findings on OECD
companies’, the study points to significant inter- and intra-regional variations in practice. In most
emerging markets there appears to be a substantial gap between companies that are doing a great
deal and those that are doing little or nothing. Businesses in some emerging markets are leaders
in this area, while others appear to have no involvement. These divergences — both in emerging
markets and in the OECD -- presumably reflect the influence of a variety of factors (e.g.
variations in business circumstances relating to sectoral and geographical factors).

o Leadership. A study of 127 listed companies from emerging markets suggests that some are
leaders in the corporate responsibility field. South African companies, in particular, stand out.
The sample of listed companies in South Africa shows higher uptake in many areas than
comparable samples from many OECD countries.

e  Reasons for uptake. The review of studies looking at “drivers” of corporate responsibility
initiative points to diverse reasons for undertaking such initiatives.

— Home grown phenomenon. In some countries, these initiatives appear to be very much a “home
grown” phenomenon. (For example, South Africa’s corporate governance code calls for corporate
policies, systems and reporting in a wide range of corporate responsibility fields; it has provided a
framework for significant engagement by listed South African companies.)

— Business case. Surveys suggest that the “business case” for corporate responsibility is the same in
emerging markets as it is among OECD companies — studies of Malaysian and Indian companies
show that they adopt such measures in order to attract and retain employees, to improve product
market positioning and to protect reputation capital. Surveys also indicate that companies based
in non-adhering companies (like their OECD counterparts) adopt these initiatives in response to
more demanding regulation and to other government pressures.

— OECD business partners. In some countries, subsidiaries of OECD companies constitute the bulk
of companies active in this area. In others, supply chain considerations and the desire of host
country governments and business sectors to position themselves with respect to the expectations
of global markets appear to be dominant considerations.

e  Growing uptake. The statistical evidence from the review of trends in CR indicators and from
some of the published reports shows growth in emerging market companies’ adoption of these
initiatives.

See Corporate Responsibility: Private Initiatives and Public Goals (2001).



The paper is organised as follows:

e Section II looks at four generic indicators of participation in corporate responsibility initiatives:
1) responses to the Carbon Disclosure Project, 2) inclusion in the Dow Jones Sustainability
Index; 3) use of GRI reporting standards; and 4) certification to ISO14001. These indicators are
used to get a statistical picture of corporate engagement on various corporate responsibility
issues. Four regions are looked at — Central & Eastern Europe, Africa and the Middle East, Latin
America, and Asia.

e Section III looks at what published statistical and survey data say about the levels and nature of
engagement of emerging market companies in corporate responsibility initiatives. Studies are
presented on Africa and Asia, the two regions where extensive statistical research on the relevant
practices of businesses in non-adhering countries has been conducted.

e Section IV presents original data on the corporate responsibility practices of 127 leading
companies in 21 emerging markets. Each company’s corporate website and annual report were
examined using a number of indicators including corporate social investment, anti-corruption
policies and systems, environmental policies and systems, equal opportunities, women on
corporate boards, training, and health and safety.

Box 1. Emerging markets definition

In this paper all countries classified by the World Bank as Low or Middle Income countries are regarded as
emerging market economies. These are countries with a 2003 Gross National Income (GNI) per capita of less than
$9386. The paper pays particular attention to the countries which have corporations included in global market indices,
and are thus most likely to attract global equity investment. Emerging market countries whose companies are included
either on the FTSE All-World index or the Dow Jones Global 2500 (or both) are: Argentina, Chile, Colombia, Egypt,
India, Malaysia, Mexico, Peru, Poland, South Africa, Turkey, Brazil, China, Czech Republic, Hungary, Indonesia,
Morocco, Pakistan, Philippines, Russia, Thailand and Venezuela*.

¢ Sources: www.worldbank.org/data; Dow Jones; FTSE
*Not covered in this research.

II.

Emerging market companies participation in CR initiatives — Four basic indicators
This section uses publicly-available indicators on company involvement in four widely-recognised
global corporate responsibility initiatives in order to provide globally comparable statistics on engagement
by companies from emerging markets. The indicators provide a useful, but only partial, picture of
corporate engagement on corporate responsibility issues®. The four indicators discussed in this section are:
e membership in the Dow Jones Sustainability Index (DJSI);
e registration with the Global Reporting Initiative (GRI);

e responses to the Carbon Disclosure Project (CDP);

e ISO 14001 certifications.

Reference to these initiatives does not constitute an endorsement of them.




The first indicator, the DJSI, regularly analyses each of the approximately 2,500 companies on the
Dow Jones World Index. Using general and industry-specific criteria, the DSJI approach identifies — from
among these 2,500 “eligible” companies -- what it calls “best in class” for “corporate sustainability”
(defined as “a business approach to creating long-term shareholder value. Sustainability leaders embrace
opportunities and manage risks which derive from economic, environmental and social developments’.”)
The roughly 10 per cent of companies assessed as most “sustainable” are included on the DJSL.® While 4.6
per cent of the eligible companies are from emerging markets, a small but still significant 2.8 per cent of
the 318 companies which make it onto the DJSI come from emerging markets.

Put another way, and as Figure 1 indicates, 309 (or 12.9 per cent) of the companies listed in high-
income countries make it onto the DJSI, compared to 7.8 per cent of emerging market companies. This
suggests a smaller gap than might be expected between emerging market and developed market companies.
Not only do some emerging market companies take an active interest in corporate responsibility, but a
number (especially in South Africa and Brazil) are among the global leaders.

A second indicator — GRI registrations -- tells a similar story. The GRI asks reporting organisations
(mainly companies) to register with it when they use GRI indicators in their reporting. While compliance
is not audited and while some companies prefer to use reporting frameworks that are tailored to their
individual situations, GRI registrations provide a rough indicator of company involvement in
“sustainability” reporting’.

Figure 1. Percentage of companies on DJSI by country category
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Source: Dow Jones Sustainability Index, September 2004.

See www.sustainability-indexes.com/htmle/other/faq.html for more details on the DSJI methodology.

Quotes are from the “Frequently Asked questions” section of the DJSI website: www.sustainability-
index.com . See this website for details of the methodology.
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According to the GRI, companies are encouraged to register where they “... have referred to or followed the
Sustainability Reporting Guidelines in preparing their sustainability, social, or environmental report”. They are not
obliged to do so as GRI is a voluntary initiative and “inclusion in the database does not certify the report’s
conformance to the Guidelines”. (www.globalreporting.org)




Figure 2. GRI reporters by country category
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Of the 614 companies registered with GRI in February 2005% 12.4 per cent are based in emerging
markets. As Figure 2 indicates, many of the companies in this 12.4 per cent are subsidiaries or are
otherwise closely associated with OECD companies. For example, 18 of the emerging market companies
are subsidiaries of a single, major consumer goods company and are probably reporting because of
insistence at Group headquarters level. Nevertheless this still leaves 7.2 per cent of GRI companies based
in emerging markets.

A third indicator can be developed from participation rates in the Carbon Disclosure Project’s survey
of companies (the CDP is an initiative of a consortium of major global investors). The survey asks FT500
companies to indicate how they are dealing with climate change and greenhouse gas emissions. Its most
recent completed survey saw 59 per cent of companies respond with information. Emerging market
companies participated in the survey, although at a lower rate than higher income companies, the figures
being reduced sharply by the non-participation of a number of Saudi companies and the Russian oil majors.

A fourth indicator is certifications for ISO 14001, the global standard for environmental management
systems. The past five years have seen a significant increase in the uptake of ISO 14001 certifications.
Figure 3 shows how certifications in high-income OECD countries have increased more than fourfold over
this period, whilst in emerging markets there has been a seven-fold increase.

§ This number excludes reporting organisations which are public agencies, non-profits, universities and

similar.



Figure 3. Growth in ISO14001 certifications worldwide
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Table 1 shows the growth in certification in selected countries. The Chinese figures have grown
especially sharply, and have risen since China’s State Environmental Protection Agency started promoting
ISO in 1996.”

Table 1. ISO 14001 certifications for selected countries

1999 2000 2001 2002 2003
China 222 510 1,085 2,803 5 064
Brazil 165 330 350 900 1008
India 111 257 400 605 879
South Africa 82 126 169 264 378
Russia 0 3 12 23 48

Source: ISO Survey, 2004. Figures for December of each year

? The Chinese figures have been qualified by some observers. For example, ASRIA, in its 2003 report on

SRI in Asian emerging markets, states that “verification of the quality of these standards in China is still an
issue.” (p17)



III. Corporate Responsibility Trends in Africa and non-OECD Asia — Findings of Published
Studies

This section reviews facts and trends regarding uptake of corporate responsibility initiatives by
emerging markets companies based on the findings of non-OECD published studies. It looks at Africa and
at non-OECD Asia, two regions for which statistical studies of business practices in the corporate
responsibility field are available.

Africa

Published studies of sub-Saharan African private initiatives for corporate responsibility present a
variable picture. On one hand, such initiatives are more advanced in South Africa than in any other
emerging market -- these statistics indicate, in many areas, South African business are leaders. On the other
hand, in the remainder of Africa, interest in such initiatives is not common, except among subsidiaries of
major multinationals.

Figure 4. Per cent South African companies reporting on CR issues
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Source: KPMG South Africa, 2004

Note: Survey covered all 154 independent listed companies listed on Johannesburg Stock Exchange



Box 2. South Africa’s King Report
The report calls for:

e Annual sustainability disclosure on social, transformational, ethical, safety, health and environmental
policies and practices.

. Utilisation of an integrated approach to stakeholder reporting that includes a categorisation of issues into the
following levels:

- acceptance and adoption of business principles that can be verified,;
- implementation of practices with adequate evidence to support disclosure; and
- Performance against related adopted business principles.

e  Consideration for disclosure of sustainability items should include:

- relevance to business, scope of disclosure, period of disclosure, expectations of performance
(benchmark), and impact directly attributable to entity action or inaction;

- principles of reliability, clarity, relevance, comparability, timeliness, and verifiability, with a reference to
the Global Reporting Initiative Guidelines; and

- development of guidelines for materiality for consistency, based upon international models and national
definitions.

. Specific sustainability disclosures should include:

- occupational health and safety matters, inclusive of AIDS;

- environmental matters;

- social investment prioritisation, including black economic empowerment initiatives; and
- human capital development, inclusive of employment equity.

. Every company should have a code of ethics that is relevant to its stakeholders, supported by:

- systems to introduce, monitor and enforce;

- assignment of high level authority to oversee compliance;

- assessment of integrity of new appointees and employees considered for promotion;

- exercising due care in delegating discretionary authority to the board;

- communication with and training of employees;

- provision, monitoring and auditing of safe systems for reporting unethical or risky behaviour; and
- evidence of response to offences and consistent enforcement of discipline.

. A statement as to the extent the directors believe the ethical standards have been achieved and, if not at an
acceptable level, then the steps that are being taken to achieve the desired level should be presented.

Companies should consider carefully their dealings with others that do not demonstrate a similar level of
commitment to organizational integrity.

Source: KPMG (2003)

The Johannesburg Stock Exchange (JSE) launched an SRI index in May 2004. All listed companies
are invited to participate and those that choose to do so are assessed against the criteria. Criteria cover
environmental, social and economic issues as well as corporate governance.'® Currently the FTSE/JSE SRI
index covers 51 companies, or about one-third of companies listed on the JSE.

10 For the criteria see www.jse.co.za/sri/background _criteria/background_criteria.doc
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South Africa’s corporate governance code — known as King II — calls for the inclusion of annual
reporting on sustainability. While it specifies in some detail the types of issues to be covered, it does not
specify particular sustainability outcomes. The key features of the King II report are summarised in Box 2.
Compliance with King II is a listing requirement for the JSE. The code includes specific issues of major
concern within South Africa such as employment equity, HIV/AIDS, and black economic empowerment.

The global business consultancy KPMG has conducted eight studies to date on the extent of CR
reporting in South Africa. Their most recent study, published in December 2004, looks at the extent of
sustainability reporting in all 154 independent companies listed on the Johannesburg Stock Exchange
(JSE). In particular it focuses on compliance with the King II corporate governance code. Figure 4 shows
some of the results."" It suggests that South African companies are global leaders on CR reporting
regarding social issues, but tend to be less advanced in relation to environmental matters. For example,
two-thirds of companies report on how they are dealing with AIDS among their employees. Almost 70 per
cent of companies reported having a whistle-blowing ‘hotline” for corruption-related issues.

Asia

Among Asia countries, India and Malaysia appear to be most active in the field of corporate
responsibility. India has a number of companies with long traditions of philanthropic and community
programmes. A paper by Das Gupta and Das Gupta argues that corporate philanthropy in India is shifting
towards Corporate Social Investment (which is a more strategic approach to philanthropy involving the
building of stronger relationships with stakeholders).

A number of leading companies are also actively managing their environmental impacts and this is
evidenced by some major Indian companies producing detailed sustainability reports and exercising
leadership within the broader Indian business community. The Confederation of Indian Industry has
adopted Social Principles and embraced the CSR concept.

A 2001 survey by the Centre for Social Markets (CSM) asked (mainly large) Indian companies to list
the main factors driving changed attitudes to social and environmental responsibility. Figure 5 presents the
results with a combination of awareness, regulatory changes and a changing global/competitive
environment mentioned most frequently.

1 Although data was collected by KPMG regarding the extent to which each company made comprehensive

or only partial disclosure against the complete range of issues covered by King II, the published report does
not provide detailed breakdowns.
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Figure 5. Indian companies’ reasons for changed attitudes to CSR (2001)
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Source: Centre for Social Markets (CSM), 2000.

The emergence of corporate responsibility in Malaysia has been closely linked to that country’s
development plan -- Vision 2020 -- and to the government’s policy of enhancing standards of corporate
governance and business ethics. At a conference on CSR held in Malaysia in June 2004, the Deputy Prime
Minister argued that CSR practices should not be mistaken for acts of philanthropy or charity. He argued
that:

CSR helps improve financial performance, enhance brand image and increases the ability to
attract and retain the best workforce — contributing to the market value of the company by up to
30 per cent. All of these translate into better client and customer satisfaction, improved customer
loyalty and ultimately into lower cost of capital as a result of better Risk Management. Finally
from a national standpoint, a good reputation for CSR will help Malaysian companies compete in
world markets by resolving the potential concerns end users may have in developed markets.
(Conference Report of CSR - Creating Greater Competitive Advantage)

A September 2004 survey by the Malaysian Chapter of the Association of Chartered Certified
Accountants (ACCA) looked at all the listed companies on the Bursa Malaysia. It found an increase,
compared to a previous survey, in the number of companies reporting on social and environmental
performance. Sixty companies (10 per cent) provided environmental information, and 49 companies (8 per
cent) reported on social performance.

As Figure 6 from the ACCA report illustrates, the major drivers for this increased reporting were (in

addition to growing awareness), ‘business case’ issues such as reputation/brand enhancement, promoting
shareholder value, reducing risk and complying with legislation/regulation in Malaysia (and abroad).

12



Figure 6. Drivers of Malaysian interest in corporate responsibility (2004)
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Two cross-country initiatives in Asia, both based in Hong Kong, deserve mention. The Asian
Socially Responsible Investment Association (ASRIA) has been active in researching the investment
climate and promoting increased take-up of corporate responsibility across the continent (www.asria.org).
More recently, CSR-Asia has started publishing regular, detailed information on corporate responsibility
developments, especially in China (www.csr-asia.com).
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IV. Corporate Responsibility Practices of Companies Based in Emerging Markets

Using original data'?, this section reviews the corporate responsibility practices of 127 publicly-listed

companies in 21 emerging markets. Wherever possible the findings are compared to existing data on 1,740
listed companies in a range of high-income OECD countries."”” The 127 companies analysed comprised 22
per cent of the emerging market companies on FTSE’s All-World index. The companies were selected so
that sample would consist of the largest companies on their respective stock exchanges and so that the
emerging market sample would have wide geographical coverage.'

The number of companies analysed, and whether they are categorised as large or medium-sized, is

summarised in Table 2." Even those companies classified as ‘medium’ are substantial in size — to give an
indication, half of the companies in the FTSE100 are classified as medium capitalisation, and 12 of the
French CAC40. Figure 7 shows that the overwhelming number of emerging market companies analysed
come from four sectors — Financials, Resources, Basic Industries and Telecommunications.

All emerging market data in this section based on original research designed and undertaken by J. Baskin
with assistance from M.R. Castro (Feb/Mar 2005). OECD data adapted from closest comparable
aggregates of EIRiS data, and from a forthcoming EIRiS publication providing a snapshot of CSR in
developed countries. Note that in all cases:

e  OECD Western Europe excludes Iceland and Luxembourg

e  OECD Asia Pacific does not include Korea

e  OECD North America covers United States and Canada. Mexico is included under emerging
markets.

e Africa covers companies from Egypt, Morocco, and South Africa.

° Latin America covers companies from Argentina, Brazil, Chile, Colombia, Mexico, and Peru.

° Emerging markets Asia includes companies from China. India, Indonesia, Malaysia, Pakistan,
Philippines, and Thailand.

. CEE includes companies from Czech Republic, Hungary, Poland, and Russia, and also Turkey.

All of the original data used in this section can be made available by the OECD Investment Division on
request.

Using the World Bank definitions of income category (see Box 1).

The base index used for selecting companies is the FTSE All-World index. In the version used in this study (October
2004) the Index covers 2,879 companies in 47 countries/markets. A number of these companies are double lines of
stock and can be excluded from analysis.

The All-World index covers 586 companies in 21 emerging markets — approximately 22 per cent have been analysed
for this study. The index also covers 1,838 companies in high-income OECD countries, and relevant existing data for
comparison has been used for 1,740 companies (or over 96 per cent of these). The missing 4 per cent of the latter are
those for which no reliable data was available. 455 companies from 5 high-income countries on the All-World index
are not covered in this study, either because the countries are not OECD members (Singapore, Taiwan, Hong Kong and
Israel) or, in the case of Korea, because adequate data was not available.

The emerging market companies were selected using the following rule of thumb — the publicly-listed companies with
the largest market capitalization (after investibility weighting) from the FTSE All World index — basically the largest
20 per cent of companies from each country, but not less than 3 and not more than 20 companies from each country.
For practical reasons only 2 Russian companies were finally included.

See www.ftse.com/indices_marketdata/classification_handbook2003v2.pdf for a summary of the
definitions used. There may be two slight biases in the sample, which fortunately offset each other. A

higher percentage of the emerging market companies than the OECD high-income companies are classified
as large. Larger companies are generally more likely to be CR reporters than their medium-sized
counterparts. The emerging market companies also have a higher percentage of Telecom companies in the
sample. Telecoms companies are generally weaker CR reporters than other sectors in emerging markets,
but not in high-income OECD countries.

14



Table 2. Number of companies analysed (by size)*

Large capitalisation Medium capitalisation Total
Emerging Market Total 109 18 127
OECD (High Income) Total 643 1097 1740

*  The exact number of OECD high income companies may vary slightly for specific indicators and exclude a very small number of
companies without data for that indicator

Source: OECD.

Figure 7. Sectoral composition of emerging market companies
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Reporting publicly on corporate responsibility

The research showed that over two-thirds of emerging market companies either produce a
sustainability report or have a specific section on their website or in their annual report covering corporate
responsibility. Whilst precisely comparable data for high-income OECD countries is not available, this is a
high figure and suggests that emerging market companies do not see corporate responsibility as the
preserve of the developed economies.

Some countries’ companies report to a greater extent than others -- all but one of the 16 South African
companies analysed had a specific corporate responsibility website. Even at the lower end, 56 per cent of
Central and Eastern European companies analysed did so too, in short a clear majority of companies in all
regions, as Figure 8 below indicates.

15



Figure 8. Companies with public corporate responsibility reporting
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Corporate Social Investment (CSI)

Corporate social investment is the term often used to describe a company’s investment in a range of
community activities. It includes, but goes beyond, the concept of corporate philanthropy. The statistics
presented in this section rely on the following definitions of ‘partial’’ and ‘extensive’ social investment:

e Partial — some evidence of donations to charitable causes or a community project.

e Extensive — evidence of involvement in a wide range of projects involving significant sums of
money.

As Figure 9 shows, emerging market companies are almost as likely as high-income OECD countries
to report on their corporate social investment and they are more likely to have extensive CSI programmes
in place.

e 72.8 per cent of OECD companies reported CSI activities, compared to 68.5 per cent of emerging
market companies

e 36.4 per cent of OECD companies reported CSI activities which can be regarded as ‘extensive’
(see box for definitions) compared to 50.4 per cent for emerging market companies.

e Africa and Latin America were the leading regions, followed by Europe.

16



Figure 9. Extent of reported Corporate Social Investment (CSl)
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Anti-corruption, conflict of interest and business integrity

This section looks at the sample companies’ policy statements in relation to the fight against
corruption and promotion of business integrity. It classifies codes of ethics in this area as follows:

e Partial — a statement that a code of ethics exists, or a published code of ethics but one with
minimal details or minimal coverage: such as a generic commitment to comply with laws and
regulations, or a code with only partial applicability (for example applying only to board
members but not to employees), or a code with only two or three substantial provisions.

e Extensive — a published code of ethics, applicable to all employees and containing a range of
provisions: on issues such as bribery, facilitation payments, gifts, conflicts of interest

About one quarter (25.2 per cent) of the emerging market companies analysed have an extensive
policies in place. However there are significant regional differences. Latin American and African (mainly
South African) companies have relatively high propensities to develop ethics codes in this field, while
Asian emerging market companies, in general, showed lower propensities to issue such statements.
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Figure 10. Published codes on fighting corruption and promoting business integrity
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Source: OECD.

An effective anti-corruption policy needs appropriate management systems to ensure compliance.
The statistics reported here classify anti-corruption management systems as follows:

Partial — company reports on its ethics management and claims that one or more of the following
exist: employee training, ‘whistle-blowing’ procedures/hotlines, compliance monitoring, or
regular review of the code.

Extensive — company reports on its ethics management and claims, that at least three of the
following exist, and providing credible supporting material or examples: employee training,
‘whistle-blowing’ procedures/hotlines, compliance monitoring, or regular review of the code.

As Figure 11 indicates, the companies in the sample are less likely to make public statements about
their management systems than they are to publish their anti-corruption policies.

Thirty-nine per cent of the emerging market companies could be regarded as having extensive
management systems.

When taking into account companies’ reporting anything about their anti-corruption management
practices, 79 per cent of OECD companies are found to have reported something, whilst only 34
per cent of emerging market companies could do so.

The most advanced emerging market business sample in this area is that of South Africa, where the
local corporate governance code (King II) requires the inclusion of policies and compliance systems in this
area. All 16 of the companies analysed here had a code of ethics (and half of these could be described as
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extensive), and all but one had some form of management system in place to ensure compliance and 31.3
per cent of these could be regarded as extensive.

When focussing on a number of sectors most vulnerable to corruption allegations or business ethics
difficulties, the research showed policies and systems of substance in:

e only two of the 12 emerging market Oil & Gas sector companies
e only one of the six construction sector companies

e only seven of the 22 banks.

Figure 11. Extent of anti-corruption management systems
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Source: OECD.
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Environment

This section looks at corporate environmental policies and management systems based on

methodologies that are linked to the EIRIS and FTSE4Good methodologies. These include:

Environmental policy - The statistics keep track of a range of indicators: reference to key
environmental issues facing the sector; allocated responsibility for the policy; commitment to
using targets; to monitoring/audit; and to public reporting. Other indicators are: association with
globally applicable standards (such as UNEP); commitment to involving stakeholders; addressing
product or service impact; and to strategic moves towards sustainability.

Environmental management systems (EMS)— The statistics keep track of: ISO certification or a
meaningful equivalent covering: having a policy; impact identification; setting targets in all key
areas; documented structures and procedures; auditing; internal reporting and review. The

proportion of the company covered by the system affects its rating.

The majority of emerging market companies in the sample publish details of their environmental
policies (52 per cent) and environmental management systems (53.5 per cent). This is not substantially
lower than the average for high-income OECD countries of about 59 per cent.'®

Figure 12. Companies with any published information about environmental policies/ EMS
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Source: OECD.

The figures are not entirely comparable in that whilst both this study and the OECD comparator data used
rely on public information sources, the OECD data also benefits from information provided by companies
in response to a survey. This may inflate the OECD figures slightly, especially in relation to environmental
management systems.
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Whilst leading Brazilian, Indian and South African companies have high levels of publication by
global standards, Chinese and Malaysian firms appear to pay less attention to this issue. This contrasts
with the picture for Japan, where past research shows leading companies generally paying great attention
to environmental management systems (see OECD 2001").

Table 3. Companies with environmental policies and EMS (larger emerging markets)

(Percentage of sample)

Number of companies % with published

Country assessed environmental policy % with EMS
Brazil 11 81.8 90.9
China 19 31.6 36.8
India 10 80.0 80.0
Malaysia 12 333 33.3
South Africa 16 87.5 68.8

Source: OECD.

Figures 13 and 14 indicate what percentage of companies has ‘substantial’ policies and management
systems in place. The Figures show that:

® a majority of high impact emerging market companies do not have substantial policies and
systems in place and that the same can be said for their developed country counterparts in OECD
and North America.

e Table 4 presents data on the companies in the sample that are from larger countries and that
operate in high environmental impact sectors. Companies from India, Brazil and South Africa
appear to be quite active in the environmental field. Only one of the 16 high impact Chinese
companies in the sample had both a substantial environmental policy and a substantial EMS.

Table 4. Companies with ‘substantial’ environmental policies and EMS

Country Hiah i Number of . W'Fh a substantle_ll With ‘substantial’ EMS
igh impact Companies environmental policy

Brazil 8 5 5

China 16 2 1

India 6 5 5

Malaysia 5 3 2

South Africa 7 6 5

Source: OECD calculations using FTSE data.

17 OECD (2001) Chapter 6.
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Figure 13. Companies in high environmental impact sectors with substantial policies/EMS in place
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Non-discrimination / Equal opportunity

This section looks at the samples companies’ published non-discrimination policies and management
systems based on the following definitions:

e Policies: a partial policy is on which refers in general terms to equal opportunity, or which refers
to non-discrimination on the grounds of gender and race; an extensive policy is more detailed
regarding equal opportunities, such as one going beyond race and gender and including aspects
such as disability or age referred to in ILO standards, or a policy which explicitly covers
company’s global operations

e Non-discrimination management systems: An extensive system includes more than one of the
following: publishing some information on workforce composition (by gender or race etc);
indicating that over 10 per cent of managers are women, or a significant percentage from ethnic
minorities; publishing details of flexible or family-friendly working arrangements, such as
childcare, flexitime, or family benefits beyond statutory requirements; a senior person or section
within the company responsible for equal opportunities. A “partial” system includes any one of
the first three elements listed above.

The special case of South African companies and their high weight in the African sample influences

the data for Africa in Figures 14a and b. South African legislation requires companies to take active steps
to improve the representation of black people (and to some extent women too) in management, as well as
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in share ownership, and in the procurement process. This approach also forms part of the South Africa’s
corporate governance code. Thus, the high propensities in the African sample to deal with this issue in
both policies and management practices appears to reflect pressures coming from legislation and securities
market arrangements.

Apart from South Africa, emerging market companies show relatively low awareness of equal
opportunity issues.

e 40 per cent of Latin American, 37.5 per cent of CEE and 18.7 per cent of Asian emerging market
companies analysed have an equal opportunities policy — but mostly only a ‘partial” one.

o The same number of CEE companies (37.5 per cent), but a far lower percentage of Asian
emerging market (6.8 per cent) and Latin American (13.3 per cent) companies show evidence of
monitoring their employment demographics, as a proxy for the extent to which they have systems
in place. In the main this involves publishing a breakdown of male and female employees.

Figure 14a. Companies with policies regarding non-discrimination
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Figure 14b. Companies with management systems regarding non-discrimination
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Women on Company boards

Information on the percentage of women sitting on company boards, whether in executive or non-
executive positions, may shed light on gender discrimination.

Studies of developed markets indicate that Scandinavian countries, as well as the United States, have
the highest percentages of women on the board — over 21 per cent in the case of Norway. At the other
extreme are the Mediterranean countries of Portugal (0.8 per cent), Italy (2.6 per cent) and Spain (3.8 per
cent) and Japan boards having only 0.4 per cent women. (EIRIS, 2004)

The data from the emerging market companies show Latin American companies at similar levels to
their Mediterranean counterparts. It also shows low levels of women’s participation in the governance of
companies in Asian emerging markets. Of the companies analysed, women comprise:

e 10.5 per cent of board members in Africa;

e 5.1 per cent in Central and Eastern Europe;

e 4.4 per cent in Asian emerging markets;

e 1.9 per cent in Latin America.
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Figure 15. Per cent women on company boards

(Average of companies in sample)

OECD - North America

Africa

OECD - Western Europe

Central & Eastern Europe

Emerging markets - Asia

OECD - Asia-Pacific

Latin America

0% 2% 4% 6% 8% 10% 12% 14%

Source: OECD.

Training

There is no clear distinction between emerging market and high income OECD companies regarding
policies and practices in relation to employee training. Over 70 per cent of companies from Latin America,
Africa and Western Europe publish at least some information on employee training, with CEE not far
behind (at 62.5 per cent).
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Figure 16. Companies reporting on employee training
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Occupational Health & Safety (OHS)

This section presents statistics on occupational health and safety reporting practices based on the
following definitions:

e ‘Partial’ — means at least one of the following is publicly reported by the company;

— senior responsibility assigned for OHS

— one or more significant H&S awards

— details of H&S training

— key OHS indicators (such as accident rates)

e ‘More extensive’ means two or more of these are publicly reported.

As shown in Figure 17, the lowest propensities to report publicly on health and safety are found in the
samples for high income North America and for the Asian emerging markets and the highest - over 70 per
cent of companies -- in both Western Europe and Africa.

Some sectors are more exposed than others in relation health and safety. Of the emerging market
companies assessed, 37 (or 29.2 per cent) are in the following sectors — Construction, Forestry and Paper,
Mining, Oil & Gas, and Steel & Other metals. Of these higher-risk companies, 13.5 per cent provide
‘partial’ information, and almost two-thirds (62.2 per cent) publicly report at the ‘more extensive’ level.
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One-quarter of the high exposure companies (24.3 per cent) do not mention the issue at all on their
websites or in their annual reports. Six out of 7 Chinese companies in higher-risk sectors make no mention
of health and safety.

However, as Figure 18 shows, the overall record of emerging market companies in respect of
reporting on OHS is stronger than that of high-income OECD companies in the same sectors.

Figure 17. Companies reporting on health & safety (OHS)

(Per cent of regional sample)
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Source: OECD.
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Figure 18. Higher-risk companies reporting on health & safety (OHS)
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