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PREFACE TO THE REVISED DRAFT 

This is our second working draft of a major project.  

This paper is part of an ongoing research project and is a work in progress.  It doesn’t yet reflect all of the thinking and experience of CLCR.  Some sections are relatively well developed; others are not and need more attention or critical reflection.  Even in this less than complete version this paper is the only source that attempts to examine in detail what the High Road for business is.   We are therefore making it available as a reference tool despite its shortcomings. 
We have benefited from the feedback of several readers and hope that this version has been improved. 

 INTRODUCTION

The robust American economy has made the United States the richest country in the world.  However, this marvelous prosperity has failed to yield the hoped-for concomitant non-material benefits.  Trust and social capital are diminishing.  Ethics abuses are widespread.  Race continues to divide the nation.  While most Americans go to school, and many continue on to post-secondary classes, large numbers have failed to acquire an education needed for work, citizenship and the good life.  Violence is pandemic.  The health status of Americans is well below that of residents of less wealthy nations.  And prosperity itself is enjoyed by only a portion of the population, a situation exacerbated by rising inequality – an inequality rapidly leading to a bipolar society.      

The facts of these problems are not grounds for pessimism, but require a realistic assessment of the nation’s assets and challenges.  Such a realistic assessment requires new thinking and new actions.   That is what this paper is all about.  

We do not have an American particularistic point of view.  In fact, our concerns are with global society and our thinking is enormously informed by learning from around the world.  The problems we face are not unique.  Just as we are unusually prosperous, so too the problems we face are more intense than elsewhere.  But all late industrial nations are facing these same problems.  The difference is one of degree, and perhaps of timing.  

Our thesis is that important elements of the solutions to the challenges of a late industrial society can be met when business adopts certain practices.  We call this set of practices the High Road.   High Road practices benefit workers and communities, but we also hold that they materially benefit the businesses that adopt them.  

This paper will take a first cut at identifying these practices.  We will illustrate some of them with stories from the food industry in the Chicago area and from the personal experience of the authors.       

In our society (or any society) the economy and the health of society reflects the activity of the market, the state and civil society.  This paper focuses on the role of businesses and the impact High Road business practices can have on their performance and profitability.  Business activity and contribution alone are not enough.  They must be matched and complemented by equally High Road and sophisticated practices by those in the public sector and civil society.  There are some required features of society that are outside the capacity of the business community to provide.  The role of the state and civil society, and the High Road practices they must adopt, are beyond the scope of this particular paper and will be addressed elsewhere.

PLANNING THE JOURNEY

Origin of the High Road

The notion of the High Road has its origin in the industrial retention and community development research, and in the work of the Center for Labor and Community Research.  This background is best articulated in Dan Swinney’s 1998 paper Building the Bridge to the High Road.
  Here is a brief summary of some of Swinney’s ideas most salient to the present project:   

The gap between the haves and have-nots in the U.S. is increasing despite favorable short-term aggregate economic indicators.  This is a result of disinvestment and deindustrialization, which are in turn a result of capitalists increasingly turning to speculation and short-term profits and away from production.  More and more capitalists have lost their sense of symbiosis with their communities.  Some have abandoned their duty of stewardship and with it the social contract that functioned in the first part of the twentieth century.  This deviation has been enabled, but not caused, by technological progress that allows the very rapid flow of capital around the world.

The "market" takes the blame for much of this, but Swinney points out instead that the market is a neutral mechanism for transactions, not a teleological entity that dictates to its participants.  Poor business plans, ineffective execution, lack of succession planning and similar fixable firm level business issues are frequently the causes of job loss.  The short-term values that some owners and managers bring into the marketplace have caused other job losses.  Only in a minority of cases has obsolescence or "market necessity" been behind job losses.   

The High Road Vision is of a society that is environmentally and economically sustainable, creating jobs and livelihoods that allow true human development, not mere subsistence.  The High Road Vision regards productivity, efficiency and profitability as essential but asks: What values and priorities are driving decisions within the limits of the market?  How do we use the surplus value generated by the market?  How creatively and effectively do we use non-market capacities to accommodate the market's limits?  

To carry this vision beyond utopian dreaming or naive comunitarianism, those who would follow the High Road must implement a dynamic strategy over the next several decades.  This strategy incorporates popular control of the micro- and macro- economy.  Labor and community groups must turn from their traditional oppositional redistributionism to a new role as creators and generators of wealth.  Labor (organized and unorganized) occupies a crucial strategic position and must adopt capital strategies, that is an "integrated approach to trying to affect all aspects of the structure, finance, and operations of both single employers and entire industries."  Labor and community need to recognize the benefits of alliances with each other.  They must use a much broader array of tools to achieve this vision, including some of the traditional tools of capitalism.  Market forces are among these tools, but when markets fail, other tools exist to provide correction, including social action.  Government is just one of several essential tools, not the source of all solutions. 

Business has a crucial role to play in this vision. Swinney makes an important distinction between those who seek a fair return through increasing productive capacity and those who seek a return only through speculation.  Businesses on the High Road are to be embraced and supported, businesses that choose to take the Low Road are to have these practices blocked.  

Building the Bridge is rich with examples of High Road and Low Road practices that illustrate the argument.  These examples are anecdotal, however.  Here our attempt is to begin to think through and analyze the definitions, nature and difficulties of High Road business practices.

Although this present paper is about business, it is important to note that all societal actors are faced with the choice between the High Road and the Low Road. Building the Bridge rejects the customary labeling that treats all businesses, unions, government, or community activists as automatically bad or good, depending on where one stands. Building the Bridge criticizes - in some detail - low road businesses, many traditional community development activities that displace residents and promote low road jobs, and unions that resist stepping up to members' contemporary needs.  At the same time Swinney explains the essential role of High Road businesses, especially those with a high degree of entrepreneurship, in equal detail.  The critical roles of progressive labor and community development efforts are also examined.   

What the High Road Is

The High Road is composed of a set of practices, and we will discuss the specifics of these a bit further on.  First there are some general points that will guide the discussion.  

1. High Road practices favor long-term value maximization.  

2. When measuring economic value, High Road practitioners and advocates primarily consider intrinsic economic worth, not simply the price someone is willing to pay.  For example, a dwelling could be valued at the cost to construct a duplicate while a share of stock is worth the present value of its expected future cash flows.  In other words, the High Road privileges productive activity over speculation.

3. In order to be compelling to stakeholders, long-term value maximization should exceed in present value terms the sum of conventional short-term value maximization strategies.  (There are other measures that are useful but not at the exclusion of present value.)

4. High Road practices should have stakeholder benefits that are quantifiable and measurable.  

5. In addition to the measurable benefits, High Road practices will also have ethical benefits that should be reasonably demonstrable, even if not quantifiable or absolutely provable.  

6. High Road practices should have benefits at both the macro- and micro- level, that is, at the level of the individual firm and worker as well at the level of the larger community or economy.    

Are there High Road firms or only High Road practices?  Certainly most companies operate with a mix of high and low road practices.  At this stage of the development of the High Road concept it is premature to label a company.  But the High Road (or the Low) can certainly predominate at an individual firm.  A company can also genuinely base its decision making on High Road principles, even if its actions fall short some of the time. 

In at least one sense there can be High Road companies.  Some firms engage in High Road practices for a short-term gain.  Others adopt a practice as part of a corporate social responsibility or philanthropic effort that is grafted onto the major activity of the business.  These practices are done when they are convenient and abandoned when they are not.  This sort of High Road practice is tangential to the core of the business, and the firm can be said as lacking High Road Intent.  A High Road company is one in which High Road practices are an integral part of the day-to-day operations.  High Road firms have incorporated High Road practices into their culture and internal expectations.      

Incorporation of the High Road into the firm’s culture is an absolutely critical point.  Managers, like most of us, tend to look for “magic bullets” to solve problems.  Therefore, they adopt seemingly simple, often fashionable, processes, such as TQM, Enterprise Resource Programs,  Six Sigma, etc.  They adopt these because they are copying a process from a successful company.  The trouble is that most of the time it is not the process that made the company being copied successful.  Processes are simply artifacts of a firm’s culture. Edgar Schein writes

The term “culture” should be reserved for the deeper level of basic assumptions and beliefs that are shared by members of an organization, that operate unconsciously, and that define in a basic “taken-for-granted” fashion an organization’s view of itself and its environment.  These assumptions and beliefs are learned responses to a group’s problems of survival in its external environment and its problems of internal integration.  They come to be taken for granted because they solve those problems repeatedly and reliably.  This deeper level of assumptions is to be distinguished from the “artifacts” and “values” that are manifestations or surface levels of the culture but not the essence of the culture.
    

The failure of corporate ethics and corporate social responsibility (CSR) movements to fundamentally alter corporate behavior (as reported by many leaders of these movements) can be explained by the failure of ethics and CSR to be incorporated into companies’ deep cultures. 

One reason why many companies engage in a mix of High and Low Road practices is that there is often conflict among High Road practices.  For example, maximum environmental protection is sometimes in conflict with the availability of family sustaining wages in a community, as in the case of maximum protection of the spotted owl causing the termination of many high paying jobs in the forest products industry.  

Just as High Road practices sometimes conflict, they are also sometimes mutually reinforcing, as we shall see when we discuss these practices individually.

The concept of the High road applies universally, but individual High Road practices must be culturally specific.  The High Road must not be used as an excuse to impose one set of values on another culture.  Stakeholders from different cultures differentially value various goods and balancing is required.  This is not to endorse value relativism or to excuse a company from doing what is clearly wrong.  There is broad recognition by most of mankind that there are some behaviors that are always wrong and that some are always right.  It is the vast middle ground where balance based on cultural sensitivity is required.
     

The High Road for business is first and foremost a worldview that sees the firm as tightly woven into the fabric of a community.  Looking out from the High Road, one sees an integrated society.  Workers are customers and citizens.  Business leaders have an obligation to their communities and their communities to them.  

This is not a new concept.  Think of any classic small town where business leaders are community leaders.  The hardware storeowner realizes that her workers are the customers of the drug store and supermarket and that the workers in those other businesses need to learn an adequate living so they can afford to buy at the hardware store.  She may have no kids but works hard on school committees because she needs educated workers and needs future customers who get good jobs.  Customers are treated well in the expectation of reciprocity, besides which a betrayal of trust will be quickly known by all in a small town.  This simplified trip to an imaginary Grover’s Corner is based on a far more complex reality that we cannot discuss here.  The point is that many businesspeople have always operated on the basis of being a part of their community.  The fact that this worldview has waned in the last half of the 20th century is tragic but not irreversible.           

Communities have had tough going in recent years.  Attempts to address the deeper community problems through the classic political process have not led to much success.  Again we do not have the space to fully discuss the dynamics of this process. But it is our thinking that practices of the past few decades are clearly inadequate.
  We think that business is uniquely placed to positively affect communities.  Not because business should take on an increased burden of leadership.  Rather, we see that certain High Road practices, operating in the day-to-day course of normal operations, can have enormous positive influence.  

Our larger thesis is that High Road business practices, mediated through the mechanism of subjective competence, increase the stock of social capital, which in turn strengthens civil society and thereby democratic government, while at the same time improving the health status of the community.  Fully exploring this is a major piece of work beyond the scope of the present limited project, but the reader may wish to keep this thesis in mind as we move forward with our discussion.      

The Context of the High Road: The Work of Others

There are a number of important efforts that might be gathered together under the umbrella of Improving Business Behavior.  We have borrowed heavily from these, as the citations throughout this paper demonstrate.  The Appendix provides a review of some of these, including stakeholder theory; corporate social responsibility; business ethics coursework, ethics codes, and ethics officers in firms; compliance requirements; and codes of conduct.

These approaches differ in two fundamental ways from High Road concept:  

1. A High Road practice is an integral part of the culture of the firm.  It is a way of doing business, not a non-essential accessory.  By no means are we the first to recognize the necessity of this, but other efforts have had difficulty operationalizing this integration.  Marjorie Kelly, a leader of the corporate social responsibility (CSR) movement recently wrote:

[Fifteen years ago] what we all wanted to do… was change things.  Looking back over the years, I’m struck by how little change of real substance has taken root… The lesson is that all the things that CSR has been measuring and fighting for and applauding may be colossally beside the point.  Because they fail to tell us what’s really going on inside companies. What’s going on is a single thing: unremitting pressure to get the numbers, by any means possible… If we want to know why the corporate social responsibility movement has accomplished so little of substance here’s the reason: the pressure to get the numbers overrides everything else.
  

Commenting on Kelly’s article an ethics professor wrote “She is so right about how the focus is not internal.  We need to go beyond corporate citizenship.”

2. High Road business practices are integrated into the community.     

HIGH ROAD BUSINESS PRACTICES 

Now we come to the heart of this report, the identification of High Road business practices.  For each we will attempt to describe the practice, explain why and how it is a High Road practice and summarize the available evidence that the practice is beneficial both to firms and to workers and communities.  

We are convinced of the financial benefits to companies of High Road practices.  This conviction comes from decades of experience and the financial success of firms that we have been associated with that utilized these practices.  But our anecdotal evidence is hardly sufficient: We have scoured the literature in order to present research that is rigorous, well done and convincing.
  

The list of High Road practices we have set forth below shows the breadth of such practices.  While this is a comprehensive list it does not pretend to be complete. Some practices may go by different names in other circumstances – the taxonomy is unimportant, it is the nature of the practice that matters.

Managing for the Long Term
 

While once it was broadly accepted that companies had legitimate responsibilities to their workforce, to the local community, and indeed to the country as a whole, this paternalistic ethos has been replaced by one of selfishness and greed, where the chief executive’s pay and the growth of short-term shareholder returns appear to be the only benchmarks against which companies measure their success.

Entrepreneurs starting and operating businesses have always been motivated by long-term returns.  This isn’t their only motivation, of course.  Some are enthralled with an idea or product.  Some love to build organizations and/or physical things.  Some want to leave a legacy.  And some just love to sell.  But to the extent that the entrepreneur’s motivation is economic, his horizon is almost universally long-term.  This isn’t altruism, it’s realism.  It takes time to build a business, to amortize start-up or reinvestment costs, to build a base of loyal customers.  No legitimate business is founded with the intent that it will only be in existence for a few months.  No businessperson thinks you can run a business successfully solely with a short-term time horizon.  This is why family run public companies are 5 to 6% more profitable and are valued 10% higher by the stock market.
     

Yet many major companies behave as if quarterly results actually are meaningful.  Why do firms seemingly manage in a way that all thinking business people realize is irrational?  In large measure this is because some stockholders have successfully promulgated the (misnamed) “shareholder value” paradigm.  Executive rewards, especially stock options, are based on short-term changes in stock price.
  In a lesson in unintended consequences, even the government has hopped on this bandwagon by legislating that executive pay above a certain level can be justified by short-term changes in stock price.  (Of course, all publicly traded firms don’t really manage the business on a short-term basis.  Many continue to manage the business the only way they really can, on a long-term basis. Some of these companies acknowledge this long-term strategy and tell investors so.  Some others manage the business long-term but manage investor relations on a short-term basis.  The temptation to use creative, even fraudulent, accounting to do this can be overwhelming, as recent events have demonstrated.)    

What has happened is simple on one level: stock speculators have replaced long-term investors as the dominant force in the stock market.  The explanations for this change on a deeper psychological and sociological level are far from simple and go beyond the scope of this paper.         

There has always been stock speculation; the change is the extent to which speculators dominate the market and influence business.  Yet speculation is not a productive economic activity.  It adds no value.  Worse, the many firms that really try to manage on a short-term basis harm the firm and destroy real intrinsic value, while devastating workers, their families and communities.  Customers and suppliers are also frequently victims of this ill-advised strategy.  Short-term management decreases real shareholder value.  

Think about mass layoffs.  It is commonplace for a firm with a lagging stock price to layoff 10,000 people.  The stock price then takes a jump up.  Yet a sensible business person or investor    

would want to avoid this firm.  If the firm can get along profitably without these 10,000 workers, why were they on the payroll in the first place?  Management must have been terribly incompetent to be overstaffed by thousands of workers.  On the other hand, if the firm really needs those workers and the layoff was simply to placate the speculators, then the firm’s future profits will be impaired.  Either way, mass layoffs are a sign of management incompetence and rational investors will avoid the stock of firms that engage in this practice.  A bit later we shall present some evidence of this. We are not arguing that layoffs are never necessary.  Market demand for a product does diminish, and productivity sometimes improves, so fewer workers are required.  Almost always these things happen gradually and so one would expect a rational firm to adjust its worker numbers gradually as well.  Gradual adjustments allow the firm to use attrition and other less destructive workforce reduction methods in place of at least some layoffs.  In rare cases a calamity occurs that may justify mass layoffs, e.g., the precipitous drop in demand for travel to Asia due to SARS, but these situations are very rare.  In most cases sudden, mass layoffs are a sign of poor management.      

We are not arguing that corporate profits are a bad thing or that a corporation that focuses first and foremost on profits is not on the High Road.  Profits are necessary and good.  In fact we think High Road practices contribute to profits.  But short-term share prices have remarkably little to do with profits, rather they have more to do with meeting market expectations of reported earnings, expectations customarily established by stock analysts without a day of business operating experience.  

Nor are we arguing that shareholder value is not a valid goal.  The real economic value of a company is the present value of its expected cash flows over a period of time. A sensible investor will analyze a firm, calculate her estimate of the future cash flows, and then discount that estimate based on her assessment of risk.  The price at which the stock is trading will probably not realistically reflect that value on any given day.  Rather, the stock price will reflect demand for the stock.  (In the heady days of the tech bubble many companies were trading at multiples that bore no conceivable relation to future cash flows.  At least one company was valued so richly that it would have had to grow to a sales volume equal to the entire U.S. economy before it could generate a cash flow sufficient to justify its stock price.)  So-called momentum investors are counting on the “greater fool theory,” that is, they are hoping that there will always be someone who pays less attention to the underlying economics of a company than they did and will buy the stock at an even more inflated price than they paid.  

Does this speculation work? Sure, some of the time, just as some people win the lottery.  The problem comes in when companies are managed in a way to please speculators.  This is destructive to economies as a whole because productive capacity may be sacrificed to short-term stock price manipulation.  Firms wishing to make the stock move this quarter will be tempted to delay investment in new products or productivity enhancing measures, cut back on maintenance hoping that the inevitable breakdowns will happen sometime in the future, and reduce expenditures on human capital that are needed for long-term prosperity.  Sooner or later the future catches up with such firms and they are no longer competitive, thereby eroding the long-term value of those stockholders left holding the bag, and denying the economy the productive capacity that they squandered.     

Fashions in Finance 

In the past decade it was fashionable to utilize leveraged buyouts (LBOs).  Essentially this practice involved taking on huge amounts of debt to buy a firm’s stock and take it private. The debt was repaid by selling some of the acquired firm’s assets and cutting costs in any way possible.  This disinvestment process starved firms of capital investment while increasing their interest payments.  Even some of the largest and most powerful financial firms have come to recognize the folly of this strategy and the importance of adequate capital.  A consulting colleague of ours recently told us of lengthy discussions he had with the Distressed Capital unit of a major well-known financial services company.  Their business model is based on the fact that many of the LBOs have underinvested, have large debts and are consequently failing.  The financial service firm plans to inject large amounts of equity capital into these firms, get the debt off the balance sheet, invest in the business and replace the managers that made the disastrous decision to disinvest.   

Management for the long term is a critical High Road practice.  Arguably it is the most important High Road practice because it is a precondition for many other High Road practices.  Investments in these practices require time to implement and time to earn a return.  Firms that mange for the long term adopt the following High road practices:


Objective, Long-term Shareholder Value  

Well managed firms don’t ignore the interests of shareholders.  In fact, there is a case to be made that firms that manage with long-term shareholder value as their single most important objective maximize social values.
  Maximization of long-term values requires adequate investment, loyal employees with adequate skills, attention to the needs of customers, productive supplier relationships and other actions that are High Road practices.     

Reinvestment

A business must constantly renew itself.  Machinery and equipment wear out.  Customer needs and tastes change so new and/or modified products are necessary. In competitive industries the constant search for innovation is a requirement for survival.  All of these things take investment dollars.  A High Road firm reinvests an adequate share of its profits to remain competitive and maximize long-term shareholder value.  At the same time this strategy benefits employees and communities by preserving and enhancing productive capacity.

The Importance of Productivity

Productivity is output per unit of labor.  Rising productivity is the only way to increase aggregate living standards.  Think of a simple family farm with three working family members.  Let’s say they each work 50 hours per week and collectively produce 500 bushels of corn.  If they improve their technology and can produce 1000 bushels with the same amount of labor their revenue will double.  Their profits will more than double because their fixed costs (things like the mortgage on the land) won’t change.  Now they have a choice.  They can keep working as many hours and spend the additional profits.  Or they can work just 40 hours per week and produce 4/5ths as much, or 800 bushels.  If they choose this alternative they have increased revenue, increased profits and have the benefit of added leisure.   

When a firm increases its productivity it also increases its long-term value because the value of future cash flows will increase.  Productivity increases also allow for real wage increases (as opposed to wage increases that simply keep up with inflation).  Finally, there is social utility in having the additional products.  (The firm could not sell additional products if there was no use or demand for them.) 

Seeking to increase productivity is a High Road practice.  Productivity can be improved by reorganizing work and methods, improving the skill levels of workers, and by investing capital. 

Adequate, Appropriate Capital per Worker

Workers need tools. A person with a shovel might dig three feet of a ditch an hour, while someone with a backhoe might dig 30 feet.  The backhoe operator can be paid more than the shovel operator because she is more productive.  But this requires that the employer invest in the backhoe and this takes capital.  Without adequate investment, firms cannot obtain their optimal long-term value and workers cannot become productive enough to earn high wages.  

Does this mean machines are replacing workers?  To some extent, yes.  Nationally, total employment in manufacturing has declined. This does not mean that American manufacturing is declining.  Actually, each American consumes more American made manufactured goods than ever before.  How can both of these statements be true?  The answer is found in the enormous increase in manufacturing productivity.  It simply takes much less labor to produce a given quantity of goods.  Although manufacturing represents a smaller share of the economy, its output is increasing in absolute numbers.  This is somewhat obscured by the fact that productivity improvements are often passed on to customers in the form of lower prices.
  

What is the role of international trade in all of this?  This is controversial.  While some U.S. manufacturers have clearly been hurt by foreign competition others have been helped by their ability to export; while still others benefit from offshore sourcing.
  After a careful review of the technical literature our conclusion is that increasing productivity is by far the most significant reason for declining manufacturing employment but that increased offshore sourcing has had some, probably modest, effect.    
The story is much the same worldwide.  Joseph Carson reports that he and his colleagues

Examined data for the world's 20 largest economies. Based on our findings, deterioration in America's manufacturing employment is not unique but reflects a global shift in factory payrolls. Indeed, though American manufacturers undoubtedly have relocated in search of lower overhead, factory jobs are still disappearing in the majority of developed and developing countries.  Of the 20 largest economies, only five showed an increase in manufacturing employment between 1995 and 2002… According to our analysis, between 1995 and 2002 roughly 22 million jobs were lost globally, a decline of 11%. Yet over the same period, global industrial production jumped more than 30% -- a remarkable gain in productivity. Losses in the US of 2 million jobs over the same period matched the global average of 11%.  

One of our more interesting findings is that, taken on its own, China's job losses are double the average of the remaining 17 countries* for the same seven-year period. Manufacturing employment in the 17 largest economies other than China fell a little more than 7%, from 96 million in 1995 to 89 million in 2002. In contrast, China's fell a whopping 15% in the period, from 98 million in 1995 to 83 million in 2002.  Notwithstanding the continuous influx of foreign investment and new employment, China has been unable to escape the drive toward productivity enhancement and the resultant downsizing of the manufacturing workforce. In 2002 alone, although nearly 2 million factory jobs were created, China's manufacturing employment level for the year was below 1998 and far below 1995.

These new developments are certainly bullish for both the US and global economies, as manufacturers will need to continue to invest in innovative technologies in order to remain competitive.

Higher productivity is good.  It benefits consumers who pay less in constant real dollars for most goods, it benefits workers remaining in manufacturing who are paid more than their counterparts in other sectors, and it benefits the overall economy by raising living standards.
  Because manufactured goods cost relatively less, there is more disposable income to spend on services. This high productivity has also resulted in manufacturing workers’ being paid more, on average, than workers with comparable education and skill levels in other industries.  This is not due to corporate altruism.  At one Chicago plant it costs $30,000 for each minute that the assembly line is down.  Clearly, it’s important that the company have skilled, reliable workers that can keep the line running.  Hourly wage costs are relatively unimportant compared to worker capacity.                                        

Unfortunately, the disposable income we don’t spend on goods has not resulted in enough good service jobs to replace the good jobs lost in manufacturing.  This may change as price increases in services continue while there are price decreases for manufactured goods.
  

Capital therefore is a necessary prerequisite for good wages.    

(Capital intensive, high productivity jobs are likely to remain in the United States and other major industrialized nations, even increase, as long as these nations retain certain comparative advantages, especially educated, prepared workers.  Low skilled workers will suffer as low wage, low skilled jobs are exported.  It is imperative from society’s point of view that workers acquire the needed skills.)
   

Research, Development and Product Innovation

Society benefits from many new products.  (Maybe not always in major ways.) Certainly the firm and its stakeholders benefit from new products.  New products require investment.  

There is a virtuous cycle of economic growth and social equity on a sustainable basis. In this virtuous circle, firms take the initiative to develop more complex business products and more sophisticated businesses strategies.  These will help create higher margin businesses, which provide the fuel to make more investments in the workforce.  A more highly educated workforce stimulates a higher rate of innovation, and higher rates of innovation yield the ability to sell increasingly complex goods and services.  Seeing the world in this way makes it possible to think of developing sustainable competitive advantages and overcoming centuries of static comparative advantage [based on the exploitation of natural resources or low wages].
 

<<This section is incomplete in this draft.>>

Worker Consultation, Influence and Control
Worker participation, empowerment, influence and control have a decades-long history.  Of all the High Road practices, employee involvement is one that has a large body of evidence supporting its contribution to profits.  Employee involvement evolved from business practices supported by compelling research in the workplace.  Employee involvement has been embraced by business because it has been demonstrated to work.  At the same time, employee involvement may be the High Road practice with the single greatest impact on the well being of communities.    

Employee involvement as we know it really started in the 1940s.  Its fundamental insight is that employees who actually do the work know most about it and are best positioned to know how to improve performance.  Employee involvement processes are many and varied, and known by many names that 

…At the minimal end permit workers to suggest improvements and, at the substantive end, give all employees the ability, motivation, and authority to continuously improve how the organization operates.

In the 1920s the British Research Council’s pioneering research showed that work could become more meaningful in ways that would increase satisfaction, productivity, and quality.  [In the famous Hawthorne-Western Electric] experiments of the late 1920s through the 1930s… a small group of workers who were given increased control over the work process felt that high productivity was a group goal, and were cohesive and increased productivity substantially; groups that feared that high productivity would lead to layoffs restricted their output. 

One hundred years ago Frederick Taylor was the architect of the widely popularized “scientific management” concept in which work was broken down into a series of specialized tasks with management determining the “one best way” to do each task.  This system, interchangeably known as Fordist or Taylorist, resulted in the first modern assembly lines, with each worker doing a very specific, highly repetitive task.
  Partly as a result of the Hawthorne work, around mid-century, job enlargement began to replace scientific management in order to take better advantage of worker knowledge and skill while at the same time improving worker motivation and skill acquisition.  By the 1960s there was considerable evidence that job enlargement worked.  Schoderbek and Reif reviewed some of the more rigorous studies of the day:

[IBM found that] although the process of combining a number of specialized tasks into one enlarged job increased costs (wages were increased and additional inspection equipment purchased), the higher costs were more than offset by a number of benefits including higher quality, less idle time, and increased job satisfaction.  These improvements were considered evidence of the advantages that could be gained from giving the worker more responsibility and a greater variety of tasks to perform.  In addition, the elimination of the inspector and setup man upgraded the job of machine operator one level in the organizational hierarchy, thus increasing the prestige and status of the workers at the lower level of the organization [while saving the costs of these additional positions.]

Detroit Edison [who had adopted job enlargement in some accounting departments] ran a cost study of the billing and bookkeeping functions of 122 electric utilities.  The results showed that the most highly specialized firms had, on the average the highest costs; the companies with the least amount of [job] specialization had the lowest costs.  More important, there was a 40% difference in costs between the two groups.

One of the first controlled experiments regarding job design was done by Richard Marks in a unionized manufacturing company.  It was concluded that [job enlargement], besides bringing about improvements in productivity and quality had: 

1. Increased the flexibility of the production process.

2. Permitted the identification of individual deficiencies in production and quality.

3. Reduced [indirect costs] such as material delivery and inspection.



4. [Improved worker satisfaction.] 

Abraham Maslow developed his influential conception of a hierarchy of human needs.  Once the most basic needs (physiological, safety) are satisfied they no longer act as motivators.  Since “a satisfied need is not a motivator” organizations must rely on the higher needs (esteem, self-actualization) in order to motivate employees.
   Two important management thinkers – Douglas McGregor and Frederick Herzberg – built on Maslow’s hierarchy of needs, Mayo’s Hawthorne experiments, and early job enlargement efforts to create the essentials of the modern employee involvement movement.   

Douglas McGregor called the conventional command and control management practice, which assumes that workers are by nature indolent and indifferent to organizational needs, Theory X.  Theory X managers did provide for workers’ physiological and safety needs, i.e., reasonably adequate pay and a reasonably safe workplace.  But since  

A satisfied need is not a motivator of behavior… the [needed] motivational emphasis [has shifted] to the social and perhaps the egoistic needs.  Unless there are opportunities at work to satisfy these higher-level needs, people will be deprived; and their behavior will reflect this deprivation… The philosophy of management by direction and control – regardless of whether it is hard or soft – is inadequate to motivate because the human needs on which this approach relies are today unimportant motivators of behavior.  Direction and control are essentially useless in motivating people whose important needs are social and egoistic… People deprived of opportunities to satisfy at work the needs which are now important to them, behave exactly as we might predict – with indolence, passivity, resistance to change, lack of responsibility, willingness to follow the demagogue, unreasonable demands for economic benefits.  It seems we are caught in a web of our own weaving.  

In other words, managers get the workforce they deserve.  McGregor proposed Theory Y that holds:

The motivation, the potential for development, the capacity for assuming responsibility, the readiness to direct behavior toward organizational goals are all present in people.  Management does not put them there.  It is a responsibility of management to make it possible for people to recognize and develop these human characteristics for themselves.  The central task of management is to arrange organizational conditions and methods of operation so that people can achieve their own goals best by directing their own efforts towards organizational objectives… Another way of saying this is that Theory X places exclusive reliance upon external control of human behavior, while Theory Y relies heavily on self-control and self-direction.

The concept [of job enlargement] pioneered by IBM and Detroit Edison is quite consistent with Theory Y.  It encourages the acceptance of responsibility at the bottom of the organization; it provides opportunities for satisfying social and egoistic needs.

…Participation and consultative management provide encouragement to people to direct their creative energies toward organizational objectives, give them some voice in decisions that affect them, [and] provide significant opportunities for the satisfaction of social and egoistic needs.
  

The other seminal thinker was the psychologist Frederick Herzberg, here describing the results of the first Pittsburgh study that led to his theory:

Five factors stand out as strong determiners of job satisfaction – achievement, recognition, the work itself, responsibility and advancement – the last three being of greater importance for lasting change of attitudes. These five factors are [infrequently correlated with job dissatisfaction].  A further word on recognition: it referred to recognition for achievement rather than to recognition as a human-relations tool divorced from any accomplishment… When the factors involved in job dissatisfaction were coded, an entirely different set of factors evolved.  These factors were similar to the satisfiers in their unidimensional effect.  This time, however, they served only to bring about job dissatisfaction and were rarely involved in events that led to positive job attitudes.  Also, unlike the “satisfiers,” the “dissatisfiers” consistently produced short-term changes in job attitudes.  The major dissatisfiers were company policy and administration, supervision, salary, interpersonal relations and working conditions.
[The “satisfiers”] all seem to describe man’s relationship to what he does: his job content, achievement on a task, recognition for task achievement, the nature of the task, responsibility for a task and professional advancement or growth in task capability… Rather than describe mans’ relationship to what he does, the “dissatisfier” factors describe his relationship to the context or environment in which he does his job… Since the dissatisfier factors essentially describe the environment and serve primarily to prevent job dissatisfaction while having little effect on positive job attitudes, they have been called the hygiene factors.  This is an analogy to the medical use of the term meaning “preventive and environmental.”  The “satisfier” factors were named motivators since other findings of the study suggest they are effective in motivating the individual to superior performance and effort. 
     

Herzberg goes on to describe nine additional studies, mostly performed by other investigators, focusing on 17 different occupations that verified his original research.

There are important implications for managers arising from Herzberg’s theory.  First, while pay and other hygiene factors are important in order to prevent dissatisfaction, they are not sufficient to motivate and achieve top performance.  The importance of the nature of the work itself, responsibility, and achievement all support the concept of job enlargement and other employee involvement mechanisms as critical.  Note that recognition and advancement necessarily come after – and are the result of – the work, responsibility and achievement.

Secondly, Herzberg sees man as embodying a duality: a pain avoider concerned with hygiene factors and a self-actualizing being concerned with motivation factors.  Any individual has this dual nature but one part of the duality is normally dominant.  Employers should logically seek to recruit and select employees who are dominated by the motivation factors.  

Several other related business movements have intersected with employee involvement, most notably a variety of quality programs, all of which rely on employee participation in one form or another.  These have had mixed success because many firms adopt various quality processes without integrating these with corporate culture or strategy.  

From the late 1960s through the 1990s “Japanese management” came to symbolize the implementation of employee involvement, especially around quality issues.  Generally these were adaptations of the thinking we have been describing here, although Japanese business leaders were much quicker to grasp the importance of these ideas and to implement them, to their great competitive advantage.  Shigeru Kobayshi provides a fine case study of these principles in action, and their benefits, in a Sony operation.
  

We have taken the time to review the history of employee involvement because in so doing we have been able to lay out the complexity underlying what is a simple idea: pay attention to the people who do the work.  Understanding this complexity, and the origins of the underlying principles in psychology, sociology and empirical business experience, will be useful when we explore how employee involvement affects communities.  This history has also cited some of the evidence that supports the profitability of employee involvement.  This evidence is obviously not contemporary and the next logical question becomes “Is there current evidence?”  The answer is an emphatic “Yes.”  We will mention only a few recent studies.  

In a rigorous “single time-series quasi-experiment” in a Canadian dairy-processing firm, Schuster and colleagues evaluated the effect, over a period of five years, of the implementation of a “seven-step strategy to obtain improved … performance through employee centered management.” Employee centered management is defined as a management strategy in which individuals have the power to influence decisions, information about the organization’s operations and performance, and adequate training to operate with an understanding of the business. The key components of this intervention strategy tested were:

1. Maximum input from employees on five “essential business factors” (quality, customer service, cost-effectiveness, innovation, and managing the environment).

2. Encouraging every employee to be an individual manager of his/her job

3. Management use of input from those employees closest to the issues.

4. Empowerment of employees through sharing of decision-making authority.

5. Placement of employees in “work teams;” each team has a leader, whose role “quickly evolves into a facilitator/coaching relationship” (through work teams, members “provide input into the problem-solving and decision-making processes”).

6. Establishment of the “fairness/equity system;” each team elects a representative to the “Equity Committee” whose job it is to monitor the management system, to resolve issues of “fairness/equity” and to recommend new policy or changes to existing policy; the Equity Committee does not deal with issues covered by the union contract

Researchers tracked the progress of the strategy over a five-year period, using operating income before non-recurring expenses as the measure of financial performance. The study showed an increase in operating income of 66% over the average operating income for the five-year period prior to implementation of the plan – during a period in which the performance of other companies in the dairy processing industry was “essentially flat.” Researchers calculated a coefficient of determination between the human resource variables measured and financial performance of .75. In other words, “the change in the condition of the human organization… explains… 75% of the variation in financial performance…”  Researchers looked at possible external factors that could explain this increase in financial performance and determined that “… the only plausible interpretation seems to be that the improvement in organizational performance is a direct consequence of employee centered management and employee-recommended changes resulting from the intervention.” In fact, the financial performance of the firm’s competitors during the same period did not change. The firm emerged as an industry-leader, and was named “Dairy Processing Firm of the Year” in North America in 1992.

In a nationally representative study of manufacturing and non-manufacturing businesses, Black and Lynch found that “Practices that encourage workers to think and interact to improve the production process are strongly linked to increased productivity.” Not surprisingly, when we recall the earlier discussion about the nature of corporate culture and the need to fully integrate High Road practices into a company’s culture and strategy, Black and Lynch conclude that how a work practice is implemented is more important than the practice itself.  

Unionization had a mixed impact on productivity.  Unionized plants with traditional manager-worker relations [Theory X, if you will] had extremely low productivity; unionized plants that have adopted new workplace practices, incentive-based compensation and employee participation not only were more productive than their old-fashioned unionized peers, but also outperformed nonunion plants that had adopted similar new workplace practices.
 

A study by Banker and colleagues examines the impact of “High Performance Work Teams” (HPWTs) on manufacturing performance. The study was conducted over a 21-month period at a unionized plant of a Fortune 500 firm, covering the months before and after the introduction of HPWTs. Researchers controlled for extraneous influences on quality and productivity, effectively isolating the effects of HPWTs.  The plant recorded a 38% reduction in defect rates and a 20% improvement in labor productivity after the adoption of HPWTs. A year after the initial studies, researchers reported that the HPWTs were continuing to “contribute to manufacturing performance improvements…” and were “functioning effectively.” The research emphasizes the importance of High Performance Management as a system of practices (or “bundling”). In particular, these practices include: extensive training; job-rotation; and selective hiring practices to be sure employees fit with the organization’s culture.
  

A 2002 paper by Lynch and Black reviews a number of studies that conclude that “the adoption of a coherent system of human resource practices such as flexible job definitions, cross training, and work teams results in substantially higher levels of productivity.” They go on to demonstrate that 30% of the growth in U.S. manufacturing output in the 1993-1996 period can be attributed to adoption of such workplace practices.

Freeman and colleagues found that “employee involvement has a strong and positive impact on employee well-being.”
 The 1997 National Study of the Changing Workforce concluded that the quality of employee’s jobs and the supportiveness of their workplaces are far more important predictors of job satisfaction, commitment, loyalty to employer, job performance, retention and productivity than wages or fringe benefits.  “Job quality is defined as autonomy on the job, learning opportunities, meaningfulness of work, opportunities for advancement, and job security.”

The stakeholder theory, corporate social responsibility, ethics, compliance and compact movements all advocate treating workers well, in other words engaging in good employment practices.  Stakeholder theory suggests that workers, like all stakeholders, should be consulted. CSR goes further and argues that good employment practices, as well as traditional corporate citizenship activities (philanthropy, corporate volunteerism, etc.) will lead to a positive reputational effect that will positively impact employee recruitment, motivation and retention.  It seems to us that this approach leads to a view of good employment practices and corporate citizenship as cost centers.  Mangers, actually implementing employee involvement in a manner based on the principles articulated by industrial psychologists and management researchers, view employee involvement activities as profit centers, that is investments that have a positive return.  Employee involvement as a profit center is an integral part of the firm’s strategy and core competencies.  Cost centers may be important, or even required, but are always vulnerable to cost cutting.    

Most large firms say they have some form of employee involvement, but many of these programs are little more than buzzwords without substance.  Even where firms have genuine programs the percentage of employees that participate is often relatively small.
  

By now it should be abundantly clear that the profitability of employee involvement in its many manifestations has been repeatedly demonstrated in study after study in all kinds of businesses in all manner of cultures.  So why isn’t it practiced universally?  Arguably there are several reasons.  

Employee involvement is difficult.  Managers must convince employees that it is in their interest to participate.  Just because employee participation ends up benefiting workers doesn’t mean the workers know or believe this up front.  Successful employee involvement programs require substantive, not superficial, involvement in decisions about matters important to them.  Managers must be willing to cede some or all control.  Consultative or “purely advisory shop-floor arrangements are not likely to achieve sustainable improvements in productivity.  Such improvements require work reorganization and a broadening of employee participation in decisionmaking.”
 Jeffrey Pfeffer and others hold that it is essential to look at employee involvement or high performance management as systems, not individual practices.  Pfeffer describes these essential components:

1. Employment Security.

2. Selective Hiring of New Personnel.

3. Self-managed teams and decentralization of decision making as the basic principles of organizational design.

4. Comparatively high compensation contingent on organizational performance.

5. Extensive training. 

6. Reduced status distinctions and barriers across levels.

7. Extensive sharing of financial and performance information throughout the organization (“open-book management”).

In a rigorous study, Ichniowski and colleagues found that a similar combination of employee involvement practices resulted in a 6.7% greater output in the steel finishing industry when compared to traditional Taylorist management practices.

Besides being complex and difficult, genuine employment involvement is hard psychologically and emotionally for some managers.  McGregor noted in 1957: “Only the management that has confidence in human capacities and is itself directed toward organizational objectives rather than toward the preservation of personal power can grasp the implications of this emerging theory.”
  Many contemporary managers lack that confidence in others, still seek to cling to personal power, and sometimes have personal objectives that conflict with the objectives of their organizations.  

Managers sometimes simply do not want to change.
  

Finally, many managers simply do not trust workers, an issue we turn to next.  

Trust and Open-Book Management
The traditions of the workplace are rife with reasons for distrust.  Managers are afraid of workers who shirk while workers fear exploitation and unfair treatment. These are “the reciprocal vulnerabilities and uncertainties that are inherent in hierarchical relationships.”
   

Despite the mutual vulnerabilities, trust is an essential component of successful employee involvement.  Workers have to trust that management will not use their ideas in a way to reduce employment security.  Management has to trust workers to make the best decisions.  Perhaps hardest of all for many managers, workers must be trusted with sensitive information.  

All successful employee involvement programs share information.  After all, how can anyone make a good decision or do what is best for the organization without the available information?  Today, sharing information is sometimes called “open-book management.” The basic assumption of open-book management is that “a company performs best when its people see themselves as partners in the business, rather than as hired hands – when they concern themselves not just with doing their jobs, but with the business objectives of the company.”
  (This is an important part of what Swinney means when he talks about capital strategies.)  Open-book management goes beyond sharing a few aggregate numbers; it requires sharing all of the information that is required for employees to make good decisions.   

Besides being important as a component of broader employee involvement programs, open-book management can, by itself, be beneficial to the bottom line.  There is a good deal of published anecdotal evidence that individual companies have adopted open book management and improved their numbers.
  There is also some multi-company research, but it is not terribly rigorous.  The National Center for Employee Ownership looked at 50 companies for a three-year period before and after the year in which the target company implemented open-book management. For each company, they calculated the average rates of sales and employment growth for each period, compared those rates with competitors, and subtracted the difference. The conclusion: revenues of open book companies grew, on average, 1.66% faster than those of their competitors, and 2.2% faster if the open-book company also had an employee stock ownership plan.
 Pfeffer provides some quantitative evidence about the benefits of open book management, but it’s not certain that the business gains are tied to this practice alone, or if they are a result of other HR practices.

Open-Book Management Pays Off for a Radio Station

One of us, who is a consultant, was asked to help turnaround a radio station.  The property had many years of losses and the owners had poured in more than $1,000,000 in subsidies.  This subsidizing was unknown to any of the station employees, however, including the station manger.  The owners did not want to worry the employees! The two consultants met with the owners prior to visiting the station.  Having a long, successful history with open-book management, the consultants asked the owners if they could share financial data with the employees and the owners agreed.  In a two-day visit to the station the consultants met with each staff member.  They exchanged a number of ideas but also laid out the financial situation and indicated that the owners did not wish to continue the subsidies.  Perhaps some of the consultant ideas were helpful, but the most important effect of this intervention was that the employees learned that there was an organizational need that was being unmet.  McGregor was quoted earlier as saying “The motivation, the capacity for assuming responsibility, the readiness to direct behavior toward organizational goals are all present in people.” And so it was in this case.  Sales increased by 45% within the year, all by the simple expedient of telling workers what needed to be done.

Weir Pacific Valves: Disclosing Information Improves Labor Relations and Worker Productivity 

The year was 1974 and demand was booming for equipment used in the production of petroleum and other energy sources.  Despite this strong demand, a Scottish firm, Weir Pacific Valves, continued to incur massive losses.  The firm was started many years before as a joint venture with the majority being owned by a leading Scottish engineering (metal manufacturing) firm and a minority stake held by an American company.  In an effort to make the company profitable, the venture partners agreed that the American firm would take over management of the company.  It soon became apparent that the problem was productivity.  The engineering designs were good, the workforce was experienced and well trained, but the size of the workforce was 50% bigger than the plant’s production required.  The issue was work rules. For example, when a part was complete, a machine operator would stop and call for a material handler, even though the part was light and the machine operator could easily have replaced it with another.    

British labor relations in those days could best be described as awful.  There was almost complete distrust of workers on the part of management and that distrust was more than returned. (Some workers at the firm could recall the days when there was corporal punishment of workers administered by foremen in the shipyards along the River Clyde.)  There were no legally binding labor contracts and British unions were free to strike over any work rule changes or layoff, and they almost always did so.  The local union leaders opposed the private ownership of firms and were historically unsympathetic to management pleadings. 

What to do?  The key decision was to adopt what was called a “disclosure policy;” where management would share ALL information about the business with the workers (with the exception of personnel files).  Management also established a management/community/labor partnership, starting with the local Labour Party Member of Parliament—Hugh Brown.  (Hugh Brown was an avowed Socialist, “I’d rather we owned this plant than you, but since we don’t and you do, I’d rather it was making money.”) Open-book management hadn’t been invented back then and the decision to trust the workforce with confidential financial and sales information, including sales strategy and bidding plans for specific customers, was not easy.  A regular series of meetings with all workers was established where management disclosed everything.  

The results were impressive.  The union came to accept the need for greater productivity, including the need for position eliminations that included all foreman positions.  Productivity improved to the levels of the most efficient American plants. Several months later, labor and management negotiated a new contract with a pay-for-performance component that allowed the Scottish workers to earn much higher wages.  As far as is known, no sensitive information ever got to a competitor.                   

Worker Achievement, Esteem and Communities

When workers participate more they obviously interact more with each other and with management.  This interaction builds interaction skills, habits and trust. Ichniowski, Shaw, and Gant call this an: 

Organization's “connective capital” – that is, the stock of human capital that employees can access through their connections to other workers – as an input in its production function. [Connective capital is just one kind of social capital.]  Employees develop connective capital through communications links with other employees in order to tap into the knowledge of their co-workers as they seek to solve problems together. Employees in plants with [employee involvement] practices are working in environments with higher levels of connective capital, because the richer set of inter-worker linkages in these plants give workers access to the knowledge, ideas, and experience of a wide array of co-workers. The high levels of connective capital appear to be an important reason for … productivity gains realized.
 

When workers learn a skill they can transfer that skill to another situation.  The skills, habits and trust acquired in building connective capital at work are the same skills used in building social capital in any setting.  Just what is social capital?   

“Social capital refers to connections among individuals – social networks and the norms of reciprocity and trustworthiness that arise from them.”
  

Social capital can be acquired and possessed by an individual.  Then it is a private good that is “the totality of all actual and potential resources associated with the possession [by the individual] of a lasting network of more or less institutionalized relations of knowing or respecting each other.”  Social capital can also be acquired and possessed by a group or society.  In this case social capital refers to “features of social organizations, such as trust, norms, and networks.”  This kind of collective social capital is a public good that can be drawn upon to solve problems of collective action.
   

Social capital acquired by individuals in one domain of their life can be utilized in another.  The social capital (in the form of connective capital) acquired at work as a result of employee involvement can be transferred to civil society and civic participation.  (Civil society refers to non-governmental collective activity.
  Civic participation refers to the formal political processes related to government.)  Workers who participate at work are better able to participate in the larger society.  In the same way citizens who are actively engaged in civil society or the formal political process will acquire skills that facilitate their participation at work. 

Here is where the psychology and sociology of Maslow, McGregor and Herzberg become reconnected to our argument: just as employee involvement appeals to and satisfies the “higher” self-actualization needs of workers, so to does engagement in civil society and democratic politics.  The worker who actively participates at work satisfies needs and is thereby motivated in the work setting.  This same worker will also be more likely to seek the same rewards (that is, satisfy the same needs) in civil society.  Employee involvement thereby provides a motivation for involvement in civil society and democratic politics.  This motivation is reciprocal: citizens who are actively involved in civil society and/or politics will be more motivated to participate at work.    

To sum up: the skills, rewards (in the form of need satisfaction) and motivations related to employee involvement on the one hand are the same as the skills, rewards and motivations related to participation in civil society and civic affairs.  There is a reciprocal relationship among the domains of a person’s life. 

Does the fact that an individual has the skills and motivation to participate mean that he will do so?  It turns out that the motivation provided by needs satisfaction and the skills acquired at work are necessary but not sufficient for participation in civil society and formal politics.  The final element is a willingness to participate.  Willingness to participate is provided by the sense that participation will have some beneficial effect, that is, that the individual is able to successfully participate.

Subjective competence is the belief on the part of an individual that she can exert influence.  Almond and Verba introduced this concept as it relates to political influence:

Though the individuals' perception of their own ability may not mirror the objective situation, it cannot be unrelated to that situation.  If any individual believes he has influence, he is more likely to attempt to use it.  A subjectively competent citizen, therefore, is more likely to be an active citizen.
 

Almond and Verba found that individuals who participate at home, at school, and, especially, at work are more likely to participate in politics than those who do not.  

[This] reflects a relationship between the extent of opportunities to participate in job decisions and the extent of subjective political competence.  In each [of the five nations studied] those who report that they are consulted about decisions on their job are more likely than the others to score high on the scale of subjective political competence.  The same relationship exists between informal job participation (freedom to protest) and sense of political competence.  Those respondents who report that they feel free to protest decisions are more likely to feel subjectively competent to influence the government.    

It is, of course, impossible to conclude that there is a unidirectional flow of influence from patterns of participation on the job to patterns of participation in politics.  It is quite likely that opportunities for job and political participation have a reciprocal effect on each other:  that is, the relationship between perceived ability on the job and perceived ability to participate in politics may represent not merely a generalization from the work place to the political sphere, but a generalization in the other direction as well.

There is evidence that the impact of participation in nonpolitical decision making - at home, school, and job - is cumulative.  The individual who has consistent opportunities for nonpolitical participation is more likely to generalize this to political participation.

In addition to being of value in the study of political systems, the concept of subjective competence is of equal value in the study of economic and social behavior.  Indeed, the relationships among the social, political and economic spheres are omnidirectional and reciprocal: high subjective competence in any one of these spheres is likely to raise subjective competence in the others.  Thus, someone who has a high sense of economic competence will tend to have a relatively high sense of political and social competence.   

Our argument is that the High Road business practices that constitute genuine employee involvement, mediated through the mechanism of subjective competence, increase the stock of social capital, which in turn strengthens civil society and thereby democratic government, while at the same time improving the health status of the community.  Does it?

This complete argument is, as far as we know, relatively new and therefore there are no studies that demonstrate all elements of the thesis.  There is research that demonstrates each piece of the argument.  We have reviewed the effects of employee involvement on the firm and how this builds social capital and subjective competence.  Now we’ll take a brief look at research on the effect of social capital and employee involvement on communities.  

Putnam showed that there was a correlation between social capital and the civic, civil and economic performance of regions in Italy.
  Other studies have confirmed that the startling economic success of Emilia-Romagna is a result of “collective foundations such as interdependence among economic agents and the conventions of dialogue and reciprocity, and in some cases a culture of social and civic solidarity.”
  Reciprocity and trust are critical ingredients of Emilan economic success.  Civil society and the workplace generate both the habits and skills of reciprocity and trust and these are continually bi-directionally transferred between domains of life and reinforce each other.
  

In an extremely well documented study of social capital in the U.S., Putnam shows the relationship between social capital and education, child welfare, safe and productive neighborhoods, prosperous regional economies, health and personal happiness.
  

Birner and Wittmer explore how local communities use social capital to create political capital, “which they employ in their struggle against domination – with remarkable success.”
    

In Turkey the economic success of several cities known as the “Anatolian Tigers” is said to be the result of local business organizations that “give primacy to community over individuality.” These organizations believe that “the extent to which organic [social and cultural] is produced and reproduced in a given community determines the degree of success in economic life.”
    

Turning to health status, there is interesting evidence that the health status of a worker is directly related to the amount of control she has on the job.  For example, the relative risk for heart disease among the lowest levels of the British Civil Service, who have little control or influence over their jobs or work, is four times greater than among members of the higher grades, who have a great deal of control. Studies from Sweden and the United States also show a correlation between coronary heart disease and having little control at work. Bus drivers in San Francisco, who must follow a schedule but have no input into establishing that schedule nor any control over traffic conditions that may disrupt the schedule, have a higher prevalence of hypertension, as well as diseases of the gastrointestinal tract, respiratory system and the musculoskeletal system than similar workers who have more control over their job situation.
  The importance of control is further illustrated by experiments that have demonstrated that rats who can predict and control experimental events have better health status than rats who have no predictive ability or control.
   

Employee involvement has been demonstrated to increase profitability of firms that genuinely adopt it as an integral part of their culture.  Employee involvement satisfies the higher needs of workers. And employee involvement benefits communities by supplying citizens with social capital and the subjective competence that translates into the willingness to use it.  This is a reciprocal relationship: social capital and subjective competence acquired at work benefit the community and social capital acquired in the community benefits the workplace.  Arguably, employee involvement is the High Road practice with the most comprehensive and durable benefits to a community. 

Employee involvement is also a critical mechanism by which workers and community can influence strategies of the firm and be drivers of the creation of wealth, as suggested by Swinney in Building the Bridge. 

Employee Ownership and Board Participation: A Special Case of Involvement?

Employee ownership is a very important High Road practice, but not because it is an example of employee involvement.  Employee ownership provides a way for workers to earn and accumulate wealth.  It is clear that assets, i.e. wealth, are more important than income in reducing income inequality.  Employee ownership helps workers and builds communities as a result of this wealth effect, especially because, as is the case with Employee Stock Ownership Plans (ESOPs), “company stock appears to come on top of, not in place of, other compensation.”
  ESOPs do tend to provide better retirement benefits.  

Employee ownership has other benefits to workers and communities as well.  It is positively associated with greater employment stability that does not come at the expense of productivity. Studies have shown a small, one-time positive productivity effect when a firm becomes employee owned.  This productivity jump is sustained but not repeated.  Firms that are employee owned are also more likely to survive.  Certain forms of employee owned firms, such as coops, are “an expression of collaboration among individuals” and therefore build social capital.

From the point of view of the firm, sales, employment, and productivity all grow faster in companies after they set up their ESOPs than would have been expected based on their performance relative to comparable companies prior to setting up their plans.

From the point of view of workers, wages are not necessarily higher in worker owned enterprises but employment is more stable.  Differences in wages and employment between worker owned and capitalist enterprises were examined in a detailed study from Italy, the market economy with the greatest incidence of worker owned enterprises.  Wages were about 14% lower on average in the coops than in matched capitalist enterprises and these wages tended to be more volatile, a natural function of “profit” distributed to worker-owners being considered wages under Italian law.  Market shocks (such as changes in input prices, demand, etc.) are absorbed by wages and tend not to result in changes of employment.  In other words wage reductions are preferred to layoffs and wage increases are utilized rather than adding new workers.
 

Employee ownership can also create the opportunity for employees to dramatically expand their knowledge and experience to include all aspects of production and innovation, risk, management, markets, and governance in an in-depth way in the place where they spend most of their waking hours.  This knowledge not only increases the richness of life but also is a pre-requisite for more complex leadership roles in society.  Active participation in firm governance also builds social capital. 

Employee ownership is not necessarily associated with genuine, substantive employee involvement. Employee ownership describes a formal, structural relationship.  In contrast, employee involvement is a functional set of processes.  The two are not related, though neither are they in conflict.  They simply have little effect on each other.  

Day to day control of the work and significant influence on company strategy are part of employee involvement, but this does not imply or require a role for employees in corporate governance. Harry Hansmann argues that even in a good model of employee ownership, such as Mondragon, the formal processes are designed in part to dampen political forces and the electoral mechanisms function mainly to ratify management proposals.  

Political representation performs relatively poorly when there is any significant conflict among participants. “The principal role of voting in firms is much as it is in democratic governments: not to aggregate and communicate preferences, but simply to give the electorate some crude protection from gross opportunism on the part of those in power.”
  When there are heterogeneous owners, voting is often a device to attenuate the owners’ will.  These notions are supported by an examination of numerous plywood coops in the U.S. by Pencavel.  He describes the special efforts needed to reduce or eliminate conflicts among non-homogeneous workers.
  

This is not to diminish the enormous community, social and individual benefits of Mondragon or other forms of employee ownership. Of course, worker ownership is real at Mondragon -- individual coops can and do withdraw from Mondragon and ultimately a majority of worker-owners can oust management. And individual Mondragon enterprises do have employee involvement. In the US and elsewhere, there is a broad range of cultures and values associated with “employee ownership” ranging from the most narrow, traditional, and limited to the most creative, expansive, and participative.  Out of the 11,000 or so ESOPs, the overwhelming majority have very traditional management/employee relationships.  But a growing number are innovative in developing high levels of participation and involvement in all aspects of the firm.  The same is true in well-known centers for employee ownership such as Mondragon.  There is a range of experiences and cultures including the traditional as well as the robust experiments with democracy and involvement.  

Employee representation on corporate boards of directors has proved to be ineffective as a mechanism of employee involvement, although it has other benefits.  This is true in studies in the U.S. and also overseas, most significantly in Germany, where workers have board representation as a matter of law.
  Such representation can protect stakeholder interests, including those of shareholders.  Worker representatives tend to know and understand the business better than other part-time, non-management directors.
 

Equitable Employment and Labor Practices

Employee satisfaction comes from factors such as the nature of the work, achievement, and responsibility… the motivation factors.  That’s the positive side of employee relations.  It’s clear that the motivation factors relate to corporate success. But employees can become dissatisfied, of course, and it’s the hygiene factors that create this dissatisfaction.  A manager’s job is to motivate employees using the motivation factors and prevent their dissatisfaction by attending to the hygiene factors.  This is the self interested reason firms adopt High Road employment practices.      

Employee loyalty pays off.  It costs money to recruit and train a new employee, so it is cost efficient to retain long-term employees.  Furthermore, experienced employees are more efficient and effective at their jobs, and long-term employees are better at generating customer loyalty. In addition, long-term employees often refer other good candidates for jobs.  The impact of employee loyalty on the bottom line will vary from to firm, of course.  Bain Consultants were able to calculate that for stockbrokers, improving annual retention from 80% to 90% results in an improvement of 155% in the net present value (in profit dollars) of each new broker hire.
     

Employee security is also important.  As noted earlier, mass layoffs are often a sign of poor management.  

Executives see layoffs as a fast way to fight sagging profits…  But economists and consultants who studied the relationship between layoffs and corporate performance during and after the 1990-1991 economic recession say that downsizing sometimes damaged customer relationships and slammed the morale of the surviving workers.  “The evidence that downsizing boosts productivity is very weak,” says Alan Blinder.  He notes that several studies found that such cost-cutting often hurt companies more than it helped.  A study by Watson Wyatt Worldwide found that fewer than half of the companies it surveyed after the 1990 recession met profit goals after downsizing.  Mercer Management Consulting found that 68% of the “cost-cutters” it studied didn’t achieve -profit growth for five years.  And Bain & Co. found companies that announced mass layoffs or repeated layoffs underperformed the market over a three-year period.
     

Human capital, the capacity of a firm’s employees that comes from education, training, experience and skill, turns out to be positively related to a firm’s market value, after adjusting for other components of market value, such as physical or monetary assets.  “The impact of human capital may occur in two ways: the specific knowledge of workers at businesses may directly increase business performance, or a skilled workforce may indirectly act as a complement to improved technologies, business models or organizational practices.”

The Freedom to Organize and Associate

Cooperation among individuals is the foundation of civilization.  Freedom to cooperate and associate is therefore one of the most fundamental liberties.  Unions are one expression of cooperation and collective action.  From the community’s point of view, unions increase the all-important stock of social capital.  It has also been shown that unionization tends to reduce inequality.
  The freedom of workers to associate and form unions, or other organizations for that matter, is an essential High Road practice.  

Within the firm, unions represent the effort of workers to define the labor contract collectively, not only in their negotiations with management, but also in the internal debate on what constitutes a reasonable contract.  Unions provide contact among the workers in a company with workers in other companies, and relations with other sectors of society.  This broad framework promotes education, accountability, solidarity, and political action.  

Unions protect the contract rights of the individual in conflicts with management as well as with other workers.  In employee-owned companies, unions are an essential protection of minority rights in conflict with majority will.  

Good managers value good unions for a variety of reasons.  Unions provide organizational structure in production.  They make it possible to have structured agreements among representatives, making negotiations more efficient and typically improving the content. Strong CEOs want strong managers, who inevitably make mistakes if they are doing their jobs.  With unions, employees have protection from those errors.  This system can strengthen everyone in their part of a company’s necessary division of labor.   Unions are also a source of information for the company about what is going on in other firms within the sector. Additionally, the parent union can be a source of broader information about the company and other firms in its sector, and it can provide financial and other resources to meet the needs of the company and the workers.  Workers who are active in a union also learn “people skills” that often result in their selection to enter management.   

As in all human undertakings, labor organizations and their leaders range from the excellent and competent to incompetent and corrupt.  Within labor there are “High Road” and “Low Road” unions shaped by history, leadership, and composition.  As with local management, each situation requires concrete analysis to determine action and policy. A Low Road union organization can block access to information, just as can Low Road management.  

What is the effect on firms of unionization?  Belman did a thorough analysis of over 50 studies looking at the effect of unionization on firm performance. The majority of studies found that unions are associated with higher productivity.  Those that found no positive effects found either no effect or a negative effect associated with a poor labor relations climate.  Organized firms have lower rates of profit than nonunion firms do.  This is true in virtually all data sets and specifications.  Although the findings are tentative, the labor relations climate appears to determine the effect of unions on firm performance.  Unions can improve or degrade firm performance, depending on the relationship between workers and managers. It is the handling of conflict, not unions, which affects productivity.  Low trust/high conflict environments, elevated levels of grievance activity, work stoppages, and dissatisfaction are not conducive to employees doing more than is required to earn a paycheck and avoid dismissal.

A comparison of two well-known airlines illustrates the point that the labor relations climate and management actions determine outcomes. Both Southwest and United are heavily unionized. Southwest pays at or above the market, has never had a layoff and has the lowest employee turnover rates in the industry (about 6%).  It is the fastest growing major airline and consistently the profit leader (and the only profitable major carrier post 9/11).  It is known for good on-time performance and relatively few customer complaints. It has the lowest operating costs among the major airlines.  While the company and the union bargain hard over wages, both remain flexible over work rules.  This has resulted in a high-wage company with extremely high productivity and very good customer relationships.
  

In contrast, United has had a history of horrible labor relations that ultimately was the cause of its financial collapse. Management has been very controlling with little employee involvement and minimal discretion. Despite being (prior to its bankruptcy) the largest employee-owned firm in the U.S., management hired a “Vice President, People”(human resources) that actually publicly opposed worker ownership. Unions have reacted by insisting on very restrictive work rules that hammer productivity.  Prior to 9/11, the pilots conducted a crippling work slow down that disrupted schedules and caused widespread customer defections. The pilots had the largest financial stake in the company so this action was against their own financial interests.
  Given management actions at these two carriers, it’s hard to imagine a different outcome no matter what the degree of unionization.  

Unionized employees tend to quit less frequently than nonunionized employees.

<<This section is incomplete in this draft. >>

Family Sustaining Wages and Benefits

There are a number of anecdotal studies demonstrating the direct benefits and importance of adequate worker compensation to firms’ profits.
  The indirect benefit of paying adequate wages and benefits to workers is that workers who are unable to support their families are also consumers unable to purchase products.  Better paid workers buy and consume more goods and services.   

Empirical research consistently shows lower quit rates in unionized than in non-unionized organizations. Two main arguments are offered by researchers about why quit rates are lower when employees are unionized.  The first of these concerns union effects on wages; the monopoly bargaining power of unions leads to higher wages in unionized settings.  These higher wages “lock” employees in, making them unwilling to risk less money and worse benefits with a different employer.  The other argument explaining the correlation between lower quit rates and employee unionization is that it is not simply unions’ bargaining power but their ability to establish “voice” mechanisms. Nonunionized employees are less likely than unionized employees to vocalize their dissatisfaction with work because they are less likely to have access to grievance mechanisms.  A study of the trucking industry attempted to understand how compensation and/or voice affect quit rates among unionized and non-unionized workers. The conclusion was that the relationship of unionization to quit rates and tenure was accounted for by compensation (pay and benefits), and not by voice mechanisms.

<<This section is incomplete in this draft.>>

Employee Diversity

Negative discrimination based on race, gender, age, national origin, religion and other ascriptive, non-job-related characteristics was commonplace, even the norm, in the U.S. up until the 1960s.  The Civil Rights and women’s movements sparked a number of legislative and cultural changes that has reduced, but by no means eliminated, this negative discrimination. 

The problem of race and employment has been succinctly summed up: “While racial discrimination persists and employer discussions of soft skills sometimes undervalue the character, values, and life skills of minority job seekers and workers, it is also true that the historic isolation of many communities of color from economic opportunity has resulted in a lack of job readiness skills, and the confidence that job seekers can indeed obtain desired success by diligently working for it.”
 

“Many white Americans think racial discrimination is no longer much of a problem.  Many blacks think otherwise,” a position supported by considerable evidence.  In a recent study white and black college students posed as job applicants for low-skilled work at 350 companies.  The students had similar job histories. 14% of black applicants were called back for a second interview compared to 34% of white applicants.  Some of the applicants told employers that they had a criminal record.  This dropped the call back rate to 5% for blacks and 17% for whites.  The 14% call back rate for blacks without a record is about the same as the 17% rates for whites with a prison record.  In other words, “the disadvantage carried by a young black man applying for a job as a dishwasher or a driver [just for being black] is equivalent to… a white man to carrying an 18-month prison record on his back.”
          

It is not surprising then to learn that in the fourth quarter of 2002 the unemployment rate of black Chicagoans was 17.3% compared to 10.0% for whites.  The labor force participation rate for black males age 16 to 24 is a dismal 48% compared to 70% for whites.  In the prime working ages of  25-54 the participation rate of black males is 74% compared to 91% for whites.

Legislation outlawing discrimination is effective up to a point.  Companies and their managers who wish to avoid the costs of litigation or the loss of contracts that require an affirmative action component adopt – at least nominally – non-discrimination policies.  In medium- and large- sized firms, there are usually at least some managers who genuinely wish to make employment decisions in a non-discriminatory manner. These managers are usefully bolstered in their positive arguments by the existence of the negative sanctions of the law.  Finally, if compliance to avoid negative consequences causes a change in behavior that behavior may become habitual and, after a while, the would-be discriminator may come to appreciate the benefits of not discriminating.   

But there are limits to the compliance model.  First, it really can’t stop all discrimination.  The clever manager who really wishes to discriminate can do so, at least in the case of some positions.  Thus one finds some companies with minorities and women concentrated in less critical positions.  The firm may well look good statistically but in fact keep the key decision- making jobs for a favored group.  Even if the firm as a whole does not discriminate, some individual managers may be able to get away with it.  Secondly, compliance is tied to things that can be measured. A firm may have a well-written affirmative action plan, run employment advertisements in minority newspapers, have all the forms and records in perfect order and still fail to hire certain classes of employees, at least for some positions.  Finally, compliance does not address the deeper, subtler cultural factors that result in racism.  “Employer assessments of the soft skills of current or potential workers are invariably subjective, [so] racial discrimination can enter into such assessments.”
  Soft skills really are important to job performance, but they can also be used as a cover for discriminatory behavior. Institutional racism is untouched by compliance.  

Fortunately, the business case for non-discriminatory hiring and promotion is strong and simple.  The employer who does not discriminate on the basis of race, gender, age, national origin, religion, or for other reasons has a bigger applicant pool to choose from.  Not only does she have a bigger pool, but companies who are known as good places for minorities and women to work will be favored by some of those applicants, giving them a competitive advantage.  

There is a common misunderstanding that the law calls for quotas, racial preferences or other actions that may discriminate against white males.  This is simply not true.  The law says that negative discrimination on the basis of race, gender, and other physical, cultural, or religious characteristics is illegal.  Those firms who are subject to affirmative action requirements must go a bit further and take affirmative steps to identify minority applicants from non-traditional sources.  That’s it.  Private employers are always permitted to select and hire the most qualified candidate based on essential job requirements.  So where did racial preferences and quotas come from?  Some employers have adopted these as an easy way to comply with the law, thinking that if the numbers are “right” they will not have a compliance problem.  (While the government might be less apt to notice an employer whose workforce mirrors the community, the employer is still vulnerable if a worker or applicant can demonstrate discrimination.)  Regrettably, this “easy way out” has had negative consequences and has led to minority and women workers being branded as “affirmative action” employees.  It is fairly easy to justify a hiring decision based on real qualifications to the person who didn’t get the job or promotion; it is much harder to do so if the decision was based on an arbitrary quota.      

Anti-discrimination and affirmative action are laws and regulations that make up the compliance model.  Companies that genuinely adopt non-discrimination and affirmatively seek non-traditional applicants will have the benefits of a larger applicant pool.  Communities benefit because a portion of the population is no longer systematically excluded from employment and/or promotion.  This leads to a more cohesive community.  

Achieving true diversity moves beyond compliance and is more of a mind set.  The goal of diversity management is to “create and nourish a work environment where differences are respected, acknowledged, valued and managed effectively.  Achieving diversity is spurred on by the desire to remain competitive.”
  A workplace composed of diverse individuals brings a richer mix of backgrounds to problem solving and results in a broader range of alternatives and ultimately better outcomes.  

Minority and female customers are often more likely to buy from companies that address their needs and from salespersons who look like them. For example, Nancy Woodhull, president of Gannett News Media, maintains that the U.S.A. Today’s marketing success is largely attributable to the presence of people from a wide variety of cultural backgrounds in daily news meetings.  Avon Corporation gave black and Hispanic managers authority over markets in inner-cities.  These formerly unprofitable sectors improved to the point where they are now among Avon’s most productive U.S. markets.
   

Successful diversity management can reduce costs by making the workplace more hospitable to women and minorities, thereby reducing the costs of absenteeism and turnover.  For instance, Ortho Pharmaceuticals has calculated its savings since it implemented diversity management at $500,000, mainly from lower turnover among women and ethnic minorities.
       

One important component of diversity, or affirmative action for that matter, is nurturing a pool of people for jobs in the future by implementing training programs in minority communities so they can later get jobs.  Advanced Micro Devices (AMD) and Cisco have benefited from doing this. AMD could not find enough skilled workers for its semiconductor fabrication facility in Austin, Texas, so it was recruiting and relocating 70% of its technicians to Austin from other cities across the country.  Each out-of-town hired employee cost AMD $12,000 in recruiting and relocating costs.  AMD invested in the development of a regional training and apprenticeship program (school to work) with minority students in low-income areas near Austin.  It took a leading role in creating a consortium with other companies, government agencies, and non-profits to design vocational training programs focused on the electronics industry. Fifty-four percent of all graduates of the training program have been hired by AMD. The company has already recovered the $733,682 it invested in the program from the money it saved in relocation and associated costs while improving its reputation in the community. Cisco directly hired 5% of graduates from its training program to then train network technicians.  This also served to increase its external workforce capacity (the students became third-party service providers) to service its products – particularly at schools). The training program resulted in new product development and sales leads.  Cisco could sell to more schools once students themselves learned to maintain the equipment.  Cisco was able to place certified network technicians that graduated from the training programs in key supplier firms to provide training there.  Finally, the program enhanced Cisco’s reputation and relationships.

For maximum benefits from diversity, it is not enough to have a diverse workplace, that is, to hire a diverse workforce and hold some diversity training sessions. Despite the proliferation of training initiatives which encouraged employees to value a wide range of physical, cultural, and interpersonal differences, most studies show that such training alone rarely leads to desired long-term changes in attitudes and behavior.  To gain competitive advantages from having a diverse workforce, organizations must proactively value and use differences to benefit the organization.  Among the components needed to transform traditional organizations into multicultural ones are:

1. Leadership:  top management’s support and genuine commitment to cultural diversity is crucial.  Leaders must take strong personal stands on the need for change, role model the behaviors required for change, and assist with the work of moving the organization forward.  Sloganism is not enough.  Top management commitment is crucial, but not sufficient – champions are also needed at lower organizational levels.

2. Training:  awareness training and skill building training. 

3. Research:  evaluate the change effort.

4. Culture and management systems audit: uncover sources of potential bias unfavorable to members of certain cultural groups, and identify ways that corporate culture may inadvertently put some members at a disadvantage

5. Organizations must implement management and human resource policies and practices that indoctrinate cultures of mutual learning and cooperation.
 Flexibility, employee involvement, and participative decision-making are critical. 

We have cited a number of studies that point out the positive bottom-line benefits of genuine diversity management and we find this evidence compelling, in part because of our own positive experience with diversity.
  We need to acknowledge, however, that the literature is far from unanimous, some research showing no benefit (although no harm) to companies’ profits from diversity programs.  We think the difference among researchers has to do with the word “genuine.” Most companies of any size have a diversity program of some sort, but it may not be part of the culture and therefore fail to really change behavior.  Behavior change is required to change outcomes.  It comes as no surprise that merely having a diversity program does not correlate with higher profitability.  While all companies can benefit from enlarging the talent pool from which they draw, some firms in stable industries with no potential customers who are not white males may get less benefit from diversity than an Avon or U.S.A. Today, both of which obviously can benefit from broadening their customer base. A business strategy characterized by exploiting new product and market opportunities by engaging in and supporting new ideas; novelty; experimentation; and creative processes that may result in new products, services, or technological processes is the type of environment where the added amount of creativity and innovative information from a diverse employee population will provide an economic advantage.

Workforce Development

It is obvious that workers need skills to be productive.  While some skills can be acquired prior to joining a firm, for example from school or from previous work experience, these skills will usually not be sufficient or specific enough for the specific machinery, processes and technologies of any given individual firm.  So some level of training at the workplace is almost always required.  Frequently, this training may have no more than an informal on-the-job orientation.  Workers also need to be trained when technology changes.  Once again, this training is often quite informal.  

While some level of training is nearly universal, we assert that High Road workforce development involves some degree of formality, rather than implemented on an ad-hoc basis, and provides all of the skills required for optimal productivity and adaptation to new technology.  Typical characteristics of High Road workforce development programs include:

· Competency-based training, with learning objectives clearly set forth and demonstration of competency required for “graduation.”  Pre- and post-testing is essential.  

· Instructors with good teaching skills geared for adult learning and expertise in the job-related skills they are teaching.

· Integration of classroom, laboratory, and on-the-job learning.

· Skill acquisition that is related to career paths.

· Accreditation by industry and educational organizations that provide for portability of skills.

CLCR frequently assists firms and government agencies to develop training programs with these characteristics.  We measure the outcomes and results payoff for companies and employees.

Cheesecake Company Sees a Positive Return on Investment for its Training Programs

A cheesecake company decided to train employees in Workplace English-as-a-Second-Language (ESL), ESL-email, Food Handling & Sanitation, and Good Manufacturing Practices.  The total number of training transactions was 151 enrollments with 146 completions.  Approximately twenty employees were enrolled in more than one course. Company managers assigned training enrollment based on their perception of employee and production requirements.  One key decision of who attended what training was that all employees, regardless of their level or position in the company, were required to have current knowledge in food safety and good manufacturing practices because these practices are closely monitored by city and federal food inspectors.  Therefore, any new employees who directly handled food and any employees who had not received training in these two key sets of skills went through the training.  

The company uses two measures of errors in production called: “seconds” and “no-shows.”  The “seconds” are the cheesecakes that have minor errors, such as cracks, that prevent them from being sold at full retail price, so they are sold as seconds in their outlet store. Seconds are recorded as a percentage of top quality cakes.  If there are three seconds per one hundred excellent cakes, then the rate of seconds is 3%.   “No-shows” are the result of tallying how many cakes make it through the entire production process versus how many started from the batch.  So, if a batch normally would produce 100 cakes, and 98 make it through the mixing, forming, baking and finishing, then there is a loss of 2 out of 100 or the rate of no-shows is 2%.  Analysis of data from the company collected over the 40-month training period shows that error rates declined. The seconds percentages dropped from 3.6% in September 1999 to 0.9% in December 2002.  The same trend is observed in the no-show percentages, which were 4.7% in September 1999 and dropped to 2.2% by December 2002. 
Although it is always difficult to prove whether training can directly cause productivity improvements, we have extremely strong evidence here that this training was very influential.  What we suggest from our work with the company and the analysis of the data is that the impact of the training of the past two years has generated more than an improvement in specific skills; it has altered the business culture of the firm.  The culture has changed so that most of the employees are now focusing on common production and food safety goals, and they can communicate to each other about how to achieve those goals in ways that were not happening before the training.  According to the Executive Vice President of Operations, for each one-percent reduction in rejects, the company saves $150,000.  Over the past two years, over $270,000 was saved in the reduction in seconds, and over $280,000 was saved by reducing the percentage of cheesecakes that could not be sold at all.  $58,000 was expended by the company and $58,000 was spent by public subsidy.  This means that for every $1 spent on training the company netted $4.74.
  

Training Programs Foster Employee Participation and Efficiency

A metalworking firm undertook employee training with the help of CLCR.  Sixty-five percent of the trained workers were promoted in responsibility and pay. Throughput increased 5% by lowering rework and rejects of parts. According to a company official,

The company now has a 10% lower rework and reject rate. The training that the employees received is transportable in the event that they decide to pursue other employment options.  This provides an incentive to the employees to learn the new techniques and we benefit from their skills, even with that risk.  For instance, as a result of this training, the employees reorganized the rack room where the equipment is built to hold the parts in the tanks.  They are now finding ways to reuse the hand-built racks to avoid much of this labor intensive work.  Our estimate is that no less than 10 hours of work is saved per week as a result of this reorganization.

Improved communications between shifts have fostered an improved sense of camaraderie, making the firm a more pleasant place to work. The remaining workers are continuing to come to management with suggestions and ideas to make the firm more competitive.  For instance:

1. The employees suggested a modification that improves throughput by 15% on a particular job.  Although the specific modification is proprietary, it involves how the materials are handled during the polishing process.

2. There is now a change in the type of packing material used that cuts waste and improves efficiency, contributing to the 10% lower rework rates.

3. Smoother transitions between the shift operations suggested by employees minimize

                    “duplication of efforts.” 

Despite these positive results, why don’t more firms adopt good training practices?  One major reason is the free-rider problem.  Firms fear that if they expend dollars to train employees, then those employees will be “poached” by competitors who don’t spend money on training.  Regrettably, this is more than a theoretical fear.  Nevertheless, we believe that while some poaching is inevitable, overall the benefits outweigh the costs.  For one thing, employees prefer to work for employers with good workforce development programs.
  For example, some university hospitals are able to attract and retain the very best nurses by offering free tuition for classes that offer cutting edge professional learning opportunities.  Moreover, they are able to do this at wages comparable to those paid by community hospitals.  

Some companies also fail to make an investment in training because of their short-term orientation.  Training pays off over time and it is easy to forgo the initial expense in order to meet quarterly profit targets.  

Many firms have fewer than 50 employees.  At this size it’s difficult to employ a training officer responsible for overseeing quality training.  In many other developed countries there is a public or tripartite system that takes on some or all of this responsibility, something we lack in the U.S.     

Finally, some companies are not convinced that training pays.  This is partly the result of research that is less than compelling. Ann Bartel summarizes the results, strengths and weaknesses of a number of studies of training’s return on investment, including six econometric analyses of large samples of firms, four econometric case studies, and 16 company-sponsored case studies. She concludes that the econometric studies of large-sample databases do not provide much guidance on the question of the employer’s rate of return on investments in training.  Why?  First, data on costs of training are not usually available in these datasets, thereby limiting the findings to estimates of productivity impacts.  Second, by using data on heterogeneous firms, these studies may not accurately model diverse production processes.  Third, most studies may be affected by the endogeneity of the training decision (i.e. the firm’s performance level influences its decision to invest in employee training).

The econometric analyses applied to case studies address the first two limitations of the large-sample studies.  However, the estimated rates of return depend on the assumption regarding the skill depreciation rate.  Assuming that skills depreciate 5% per year, the estimated rates of return range from 7 to 50 percent. 

Although 14 of the 16 company-sponsored studies use faulty methodologies that preclude relying on their results, the two solid studies reported returns on their investments in the range of 100-200%.  These estimates are higher than those reported in the econometric case studies.  It is likely that the stronger results reflect better measurement of the training programs’ impacts resulting from the use of more appropriate measures of productivity.  Whereas some of the econometric case studies used wages as a proxy for the workers’ productivity, the two company-sponsored case studies used actual productivity measures.
 

Companies are also skeptical of training because a lot of it is ineffective.  It simply does not meet the standards described above.   

Supplier Relationships

Suppliers are critical to a company’s success.  They are also critical to a community.  Fair and equitable treatment of suppliers is a High Road practice. 

Herrigel explains that international competition in manufacturing has dramatically escalated since the early 1980s.  The advanced industrial regions of the world are all comparably developed economically and technologically; so technological change is very rapid.  Firms have created more market instability by accelerating the introduction of new products for short-term advantage.  To remain competitive, original equipment manufacturers (OEMs) are increasingly simplifying their structure while increasing the integration of conception and execution.  This means that they are reorganizing internally by confining their production to areas where they have expertise and by developing multifunctional teams that incorporate a combination of development, finance, production, and purchasing roles.  They are also increasingly relying on outside suppliers for parts and technologies, and insisting that these suppliers adopt the same organizational forms in production as the purchasing firm with similar benchmarks and norms. The end goal is a decreased number of suppliers and increased quality of products of the remaining suppliers.  Herrigel cites studies that show evidence that this type of organization lowers costs and enhances production quality and flexibility.

Reorganizing their operations to meet the requirements of the OEM can be very difficult for small and medium-sized suppliers. Smaller US firms endure greater exposure to the market, often finding themselves asked by OEMs to reduce prices or take responsibility for additional services without remuneration.  Price cuts often come out of suppliers’ already low margins, making less capital available for strategic plans, R&D, technology development, capital investments and workforce training.  Suppliers often find themselves in a vicious cycle with limited hope of becoming more productive. 

The OEM typically takes one of two approaches -- a High Road approach or a Low Road approach:

1. The Lopez Strategy, named after the notorious GM/Opel and VW purchasing manager from the early 1990s, is an example of a Low Road approach.  The basic message of this approach is: comply with OEM demands at the OEM’s desired cost or lose the business.  Lopez’s obsession on cost led to lower quality, less innovation, and inflexibility.
 

2. In the High Road approach, large firms focus on diffusing knowledge of new-style production techniques among suppliers with the goal of ultimately strengthening the independent technological development capacity of small and medium-sized suppliers.  This is a collaborative model that makes the supplier a long-term partner with the OEM.  Herrigel provides some interesting discussion on how European firms do this through collaborations that include regional governments, local secondary associations and local technological training centers.  Initiatives in Wisconsin have also demonstrated that government involvement in improving supplier performance can be successful.

Honda’s High Road Approach to Supplier Development

Honda is one OEM that exemplifies the High Road approach to developing good relationships with suppliers.  Honda’s goal is to change suppliers’ organizational and technological capabilities so that production is leaner, i.e., suppliers are highly reliable with respect to quality and delivery and have the ability to respond quickly in case of problems.  Although some OEMs may encourage suppliers to develop lean capabilities on their own or seek help from consultants, Honda implements its training program itself with the suppliers.  Its goal is to have a “lifetime relationship” with suppliers.  Its development program is called BP (best process, best performance, best practice) where a cross-functional team of personnel from Honda and the supplier work intensively for weeks or even months on improvement projects in the supplier’s plant.  One objective is to develop suppliers’ capabilities so that they are more self-reliant and less reliant on advice from Honda over time. Suppliers do not have to pay for the training—only for the minimal costs of tools and materials required for core production improvements.  

The basics of Honda’s BP program include:

1. Involving members from a variety of departments and levels of the supplier to encourage new ways of thinking about production practices and to insure a variety of perspectives and participation.

2. Making performance data available to workers so that they can see whether or not change leads to better performance. (“Open-book” management.)

3. Using a process called “root cause” analysis whereby teams are taught to ask a series of “why” questions.

4. Examining actual parts, places, and situations to best understand the context of problems.

5. Eliminating waste whenever possible (waste is defined as anything that interferes with the smooth flow of production).

Results are impressive. Honda reported productivity increases averaging 50% at the 53 Honda suppliers participating in BP as of 1994.  But not all suppliers were equally successful.  Firms had to be open to the notion of transparency and employee involvement and willing to make an investment where that was called for. What really matters is a supplier-customer relationship that generates high motivation for learning and high trust between provider and recipient for the transfer of complicated bodies of knowledge like lean production.

Supplier Diversity

As with employee diversity, there is both a compliance model of supplier diversity, which has some marginal benefits, and a genuine diversity approach where the benefits are much greater.  The compliance model generally takes the form of government contractors or subcontractors being required to set aside a certain percentage of a contract’s value for minority and/or female vendors.  This approach has genuinely helped some minority and female owned businesses to overcome discrimination and obtain contracts.  Unfortunately, this mechanical approach has sometimes resulted in Byzantine regulations and procedures, has increased the costs of some public contracts and fostered a flock of so called “minority contractors” whose only business purpose is to give regulatory cover to white male owned firms.  

Genuine supplier diversity is different.  It is voluntarily adopted by companies for business reasons.  As Toyota puts it, more diversity among suppliers leads to more ideas and thereby better products. For companies that sell to minorities and females, it also makes sense to purchase from their potential customers, both to financially support those who support the company and to improve the marketing image among potential customers. 
  

<<This section is incomplete in this draft.>>

Customer Relationships

Customers become more profitable over time.  Frederick Reichheld was able to demonstrate the increase in the net present value of an average customer in a number of different industries.  “If a credit card company, to take one example, can hold onto another five percent of its customers each year (increasing its retention rate from, say, 90 to 95 percent), then total lifetime profits from a typical customer will rise, on average, by 75 percent.” 
  The increases in profitability for the twelve industries studied ranged from 35% for software firms to 95% for advertising agencies.  These benefits are a result of the cost of acquiring a new customer; the tendency of existing customers to increase the volume of their purchases; the reduced costs of selling, entering, filling and delivering an order to a familiar customer; and referrals of new customers by existing customers.   

<<This section is incomplete in this draft.>>

Ecological Sustainability

The existence of pollution is not a matter of debate in the U.S. today—the reasons why we need clean drinking water, clean air, and uncontaminated earth are self-evident.  What has been a source of contention is how we can recover and preserve our natural resources while maintaining the economic viability of our industries.  It is expected that over the next 10 years, the Clean Water Act, Clean Air Act and other U.S. laws will impose regulations that will cost businesses hundreds of billions of dollars.
  In spite of thousands of pages of environmental law and the expenditure of billions of dollars, control technologies and regulatory standards have failed.  In the U.S., 40% of the waterways are polluted, and air emissions of priority pollutants, except for lead, are basically undiminished.
   The EPA’s toxic release inventory revealed that U.S. companies alone emitted 10.4 billion pounds of toxic materials to the environment in the first year (1988) the inventory was used.
   

Because of failures like these, in 1990 there was a major shift in the EPA’s environmental strategy from end-of-pipe pollution control to pollution prevention.  A 1995 survey by the trade magazine Pollution Engineering shows that 55% of its readership shifted the environmental focus of their companies to pollution prevention in the first half of the 1990s.
  End-of-pipe pollution control is where emissions and effluents are trapped, stored, treated, and disposed of using expensive, non-productive pollution-control equipment. In contrast, pollution prevention involves reducing, changing, or preventing emissions and effluents through better housekeeping, material substitution, recycling, or process innovation.
  To encourage voluntary pollution prevention on the part of industry, the EPA has promoted the environmental strategy as a cost-effective alternative to control and disposal costs.    Do pollution prevention activities really bring economic benefits to those companies who employ them?

There is substantial evidence that they do.  Both macro- and case studies show that through pollution prevention, companies can realize significant savings, resulting in a cost advantage relative to competitors.  First of all, pollution prevention reduces the firm’s compliance and liability costs which results in better cash flow for the firm.  At the Dow Chemical Company, for example, end-of-pipe pollution-control projects lost 16% on every dollar invested.  Conversely, the return on pollution-prevention projects averaged 60% between 1985 and 1995.
   

Hart and Ahuja
 examined the relationship between pollution prevention and firm performance.  The data for the independent variable—emissions reduction—were gathered from the Investor Responsibility Research Center.  The dependent variables were operations and financial performance measures, which came from Compustat data on companies comprising Standard and Poor’s 500 for 1989-1992.  The sample included 127 firms in manufacturing, mining, or production of some kind.  A minimum of four firms per industry was required to ensure stable and reliable industry means, and control variables included research and development intensity, advertising intensity, capital intensity and leverage.  The results of the regression analysis of the impact of emissions reduction on firm performance point to the conclusion that it does indeed pay to be green.  Emissions reduction showed a significantly positive relationship with operating performance (return on sales and return on assets) one year after emissions were reduced, and a significant positive correlation with the companies’ return on equity within 1-2 years after emissions were reduced.  In other words, returns on sales and assets were significantly benefited in the following year; while it took about two years before return on equity was affected.  The authors explained the lag time in the effect on the return on equity in this way: poor environmental performance may affect a firm’s cost of capital, which is likely to affect the return on equity with a time lag because it requires that a) the market becomes aware of the firm’s environmental performance and reflects this in the cost of capital, and b) the firm raises capital at this new cost level.  Overall, the data from this study suggest that a strategy to reduce emissions does not negatively impact the bottom line, even among those firms that have already drastically reduced emissions levels.

A study called The Emerging Relationship between Financial and Environmental Performance based on environmental and financial data from 206 companies in the U.K. Financial Times Stock Exchange (FTSE) 350 index also found a link between firm environmental performance and the cost of capital.  The study, undertaken by Viktor Lysyuk for the U.K.-based organization Business in the Community, used the Business in the Environment Index (BiE Index) which benchmarks companies’ environmental management and performance in key impact areas such as energy consumption and solid waste emissions.
  The study found a statistically significant correlation between environmental performance and volatility in stock price.  The report claims that low stock price volatility benefits the company financially because it allows the company to tap capital markets at a lower price.  The report does emphasize, though, that the cause of the relationship is unclear and that further studies are needed for a definitive answer.

The environmental profile of a company has also been shown to affect its market value.  Using data from an environmental consulting firm and the EPA, Barth and McNichols put together a model that measures the stock market value of 1,100 firms over a 10-year period against their assets and liabilities.  In their analysis, the greater the environmental liability, the lower the share price of the firm.
 

What follows is a summary of the results of case studies that Smith compiled in his book Profit Centers in Industrial Ecology that show how pollution prevention activities have paid off for firms.  

1. Pollution prevention

Minnesota Mining and Manufacturing (3M) implemented a Pollution Prevention Pays program in 1975.  The program is part of an employee suggestion plan centered on reducing material and energy costs, reducing pollution potential and developing new technologies to develop new products.  The program eliminated 130,000 tons of air pollution, 4,500 tons of water pollutants, 13,500 tons of sludge and solid waste and over one billion gallons of wastewater.  These reductions occurred because of input from technical employees.  Estimates place the company’s worldwide savings at over $750 million.

2. Toxic substance substitution

One activity with potential for profit lies in replacing organic solvents with less toxic solvents, water-based cleaners, or other cleaning technologies.  Pullbrite Inc. of California, a manufacturer of stainless steel tubing components, cut its use of a hazardous chemical--sodium hydroxide--in half when it substituted a nonhazardous chemical--magnesium hydroxide--in one phase of its wastewater treatment.  Magnesium hydroxide costs less than sodium hydroxide, so the company saved money on material costs and no longer had to store hazardous materials on-site.  Because the filter cake produced using magnesium hydroxide is drier and more compact, they also realized cost savings by producing half the amount of material, even though business increased more than 350%.  The filter cake is shipped to a facility that recycles the metals and uses the leftover hydroxides for fertilizer products.

3. Waste reduction

A company can increase profits by reducing the amount of waste that it pays to dispose of either by selling the waste product to another company for use as raw material, decreasing the amount of wasted material, reusing the waste product, or by not creating it in the first place.  For example, the Chrysler Corporation reduced its release of regulated chemicals by 74% between 1988 and 1993 by altering the manufacturing line to paint vehicles of the same color “en masse,” thereby reducing color change cleaning.  Annual releases of regulated chemicals were cut by 500,000 pounds for an annual savings of $3 million with no capital investment.

4. Profitable alternatives and new technology

Cominco America, Inc. reengineered its fertilizer plant to reduce waste generation while maintaining full production levels.  The convection section and heating coil modules were replaced with more efficient units which improved heat transfer and reduced nitrogen oxide emissions while lowering fuel consumption.  Additional new equipment was installed to recover wastewater for conversion to steam.  Fuel consumption was lowered by 22% and nitrogen emission rates were reduced by 35%.  Water use for steam production declined by over 110 million gallons per year which saved $65,000.  Reductions in natural gas usage saved over $1.7 million annually.  With a capital cost of $16 million, the company expects a simple payback in about six years from the plant restart date.

5. Recycling

Although it is better for a company’s bottom line to eliminate waste materials rather than recycling them, when they can’t be eliminated, sometimes recycling efforts can repay the costs of, and even make a profit on, recycling certain items, especially in urban areas.  For example, the Baxter Healthcare Corporation initiated a waste reduction program focused on recycling.  Using employee suggestions, the company set waste reduction goals for its packaging operation, resulting in 90% more plastic being returned to the manufacturing process or sold to the supplier for reuse.  Only one-eighth of 1% of the raw material purchased ended up as scrap, saving the company $9 million over ten years.

6. Waste exchanges

Waste exchanges provide a forum for one organization to take another organization’s waste products as raw material for its manufacturing processes.  Hundreds of businesses use these exchanges each year in the U.S. to save money.  In 1992, the Southeast Waste Exchange reported 402 exchanges of 98,150 tons of material with savings to various businesses, based on tipping fees, of $9,027,283.
  

If pollution prevention is so cost-effective for firms, than why haven’t all firms implemented such programs?  Reasons include the inflexible nature of some firms’ management culture, the confusing and inconsistent nature of some EPA regulations, and financial barriers.  Successful pollution prevention relies on continuous-improvement methods focused on well-defined environmental objectives.  Such a strategy is people intensive and depends upon skill development through employee involvement.  It is sometimes called “total quality environmental management”, because it is consistent with total quality management strategies.  In their experiences with companies who are environmental leaders, researchers have identified necessary components of profitable pollution prevention programs:  

· Senior management support for the program where environmental advocacy is a shared value of the leaders of the firm. 

· Detailed documentation of each step in every industrial process. 

· Inventory control where management practices are improved to prevent waste, damage, and spillage.

· Training programs in reduction/prevention techniques for employees. 

· Preventive maintenance—instituting routine leak and spill detection of storage areas while maintaining equipment at optimum performance levels. 

Companies without well-developed quality-management processes in place may have difficulty in measuring the gains, and therefore justifying the costs, of pollution prevention projects.  Leadership inertia, employee resistance, and lack of time and expertise were other barriers identified by EPA officials who have worked with industries trying to implement profitable pollution prevention programs.
   

Industries reported to the EPA that other impediments to developing a cost-effective pollution prevention program include confusing and sometimes inconsistent federal laws and their enforcement procedures. Businesses following the directions of one federal agency can find themselves in violation of another.
   According to The Conference Board’s survey, Managing Environmental Affairs, 76% of the 1200 U.S. firms surveyed believed environmental standards to be reasonable and/or technically feasible, but many of these companies said that the complexity of environmental regulations caused overlapping and sometimes conflicting rules governing the same waste.
  

Many of the barriers to implementing cost-effective environmental management programs arise from finance and cost issues, especially for small and medium-sized companies.  These financial barriers include:

· Accounting systems that misallocate or ignore current environmental costs and risks

· Limited allowable project payback periods

· Lending institutions policies that rely on standard accounting methods that conceal true environmental costs

· Insurance policies that do not take into account risk reduction potential

· Lack of adequate information on the price margins earned by a “green” image

Most experts said that the best ways to overcome barriers in implementing a successful pollution prevention program are centered on collaboration with stakeholders.  Stakeholder integration such as with the EPA, community groups, or environmental groups may help firms identify opportunities for reducing emissions.
  Industries reported to the EPA that information exchange on pollution prevention technologies and methods via industry forums and grants to support state on-site technical assistance programs were particularly helpful.

Partnerships with suppliers can also help firms realize the economic benefits of pollution prevention.  For example, WHYCO Chromium Company—a metal finisher—established a partnership with its customers who coated their parts with more oil than necessary when sending along their parts to prevent them from rusting while they sat in warehouses prior to shipping.  By working with these clients, WHYCO developed a just-in-time delivery system, reducing the amount of oil needed, and reducing costs associated with disposing of used oil.
  

Collaboration is particularly important for multinational firms in developing countries where, according to the Brundtland Report, environmental sustainability is especially threatened.
  Even though most of the world’s resources are consumed by one-sixth of the world’s population (who live in developed countries), most polluting industry activities such as commodity processing and heavy manufacturing have relocated to the developing countries.
 Multinational firms must minimize the environmental burden created by their components in developing countries.  One example of a multinational firm with this priority is The Body Shop, which explicitly attempts to take materials from the developing world in a way that contributes to social, economic, and ecological sustainability.

Safe Workplaces and Safe Products

Every year, nearly 6 million U.S. workers are injured at work or become sick because of their jobs, and nearly 6,000 are killed on the job.
  According to Liberty Mutual, the nation’s leading provider of workers’ compensation insurance, U.S. companies pay $155 billion to $232 billion for the direct and indirect costs of workplace accidents.
  Direct costs include wage replacement payments and medical care expenses, and indirect costs include low employee productivity and the cost of hiring or training replacement workers. 

Research shows that companies that make a long-term commitment to a health and safety program can reduce the number of accidents in their workplace and have a positive return on their investment.  The Liberty Mutual Group administered a survey called The Executive Survey of Workplace Safety to 200 executives from 125 medium-sized firms (employing 100 to 999 workers) and 75 large companies (employing more than 1,000 workers) representing a range of geographic locations and industries in the U.S.  Almost all (95%) of those surveyed believed that workplace safety has a positive impact on their company’s financial performance, and 61% believed that their companies receive a return on investment of $3 or more for each $1 they invest in improving workplace safety.  

Case studies confirm the notion that investing in a good health and safety program reduces work place accidents and can improve a company’s bottom line.  For example, the Central Artery/Tunnel construction company has a workers’ compensation loss ratio of 23% and a general liability ratio of 12%.  These low numbers are due to a consolidated safety program that includes drug testing, contractor financial safety incentives, mandatory safety and health training for all workers, job hazard analysis, and a zero-accident philosophy.  Managers believe that loss ratios and growing income from investment of premiums will likely pay for the program and may even generate an $8 million surplus once the tail of the insurance program expires.  The recordable rate of nonfatal injuries for the project is 7.6 per 100 workers per year, compared with a national average of 13.
  

In another case study, Southern Fineblanking, a 225-employee metal stamping plant in South Carolina, reduced the number of worker accidents by 33% and the average cost of each injury from $1400 to under $500 with the use of a behavior-based safety (BBS) program.  Goodyear Tire and Rubber Company and PPG industries also use the process and have favorable results.
 

Company executives surveyed by the Liberty Mutual Group identified key elements of their work safety programs.  Almost all (98%) of those surveyed reported that direct employee participation is necessary for effective workplace safety.  Employee training, management commitment, and internal communication were identified as the most important elements of effective workplace safety programs by 25%, 22%, and 16% of those surveyed, respectively.  Respondents also reported that benchmarking the company’s workplace safety performance is an important tool for improving workplace safety performance over time.  

A review of the literature revealed other elements critical to effective workplace safety programs.  They include:  

1. Being prepared to make a long-term investment in the program. 

2. Creating incentives for employees.

3. Marketing and promoting the safety program extensively among all managers and employees.

4. Putting voice mechanisms in place to allow employee participation in decision making.
 

5. Reengineering work processes to make it easier for workers to engage in safe behaviors.
 

While safety programs can pay off for companies, critics say that some work safety programs unfairly blame workers when accidents occur.  Nancy Lessin, the health and safety coordinator for the Massachusetts AFL-CIO, explains that in most cases, the root cause of workplace accidents and injuries are workplace hazards, not the workers.  In the magazine Management Review, William Atkinson summarizes an example that Lessin gives of how workers can unfairly be blamed for workplace accidents:

At a Boston workplace, employees were injuring their hands because they attempted to unstick machinery themselves, but they had received extensive training on the proper procedure for getting a machine unstuck, which emphasizes shutting the machine off and calling maintenance.  Given this training, the employees are at fault, right?  Not according to Lessin; if you dig deeper, you’ll find that the maintenance crew was downsized and that it can take 20 minutes to two hours for them to fix the machines.  Meanwhile, the employees must meet daily production quotas or risk being terminated.  “In other words, the workplace simply could not function if employees didn’t break the safety rules,” Lessin says.
 

Lessin recommends that employers consult with workers and their unions to come up with safety programs that are fair and effective for everyone.
  James Reston of the University of Manchester agrees that workers are often unfairly blamed for workplace hazards.  He emphasizes the need to design processes and equipment in ways that reduce the probability that accidents will occur:

Rather than being the main instigators of an accident, operators tend to be the inheritors of system defects created by poor design, incorrect installation, faulty maintenance and bad management decisions.  Their part is usually that of adding the final garnish to a lethal brew whose ingredients have already been long in the cooking.

According to Restin and Bill Hoyle of the Oil, Chemical and Atomic Workers International, the design system is the only system in which primary protection takes place.  All other safety systems, including behavior-based worker training programs, provide only secondary prevention by reducing the probability or severity of an accident.  The best way to prevent injuries and hazards is by fixing the workplace, not the workers.

The study of worker health and safety also recognizes the influence of psychosocial factors on employee health.  Since the 1960s, work-related stress has been recognized as an important factor promoting chronic and debilitating disease, such as cardiovascular heart disease.
  Recall also the evidence presented in the earlier section Worker Achievement, Esteem and Communities about the effects of worker control at work on health status.  According to The Human Factors Inventory, designed by the St. Paul Insurance companies to assess employee attitudes about stress in the workplace, several risk factors associated with workplace stress include: reduced productivity, low morale, personal stress and alcohol and drug use. At one firm interventions to address workplace stress reduced accident claims by half within three years. 

Studies show that workers’ personal health and wellbeing can be made consonant with organizational effectiveness.  One study by Dr. James Browne identified human resource management (HRM) practices that correlate with both macro-level measures of organizational outcomes (organizational effectiveness) and micro-level measures of employee well-being (job stress and job satisfaction).  His survey relied on a random sample of 1,162 employees representing all plant personnel of a major manufacturing company in the Northeast U.S.  Results showed that certain HRM practices were significantly correlated with employees’ assessments of organizational effectiveness, employee job stress and job satisfaction.  The HRM practices included information sharing with the workforce, continuous improvement (feedback), employee empowerment (voice mechanisms allowing employee participation in decision making), selective hiring, training for new and experienced workers, internal career opportunities, incentive pay, and employment security via workforce stabilization and employment continuity policies.
  These HRM practices hold promise for enhancing employee job satisfaction and preventing work-related stress while promoting organizational effectiveness.  

Note the close linkage between effective safety programs and employee involvement, a linkage we will see again in this paper.

<<The section on product safety is incomplete in this draft.>>

Building Local Communities

It is commonplace to equate “community building” with philanthropy or other acts of corporate generosity.  We have argued that these are good practices, perhaps even High Road practices.  The difficulty is that these practices, such as providing financial assistance to community efforts, are not central to the purpose or strategy of the firm and are therefore expendable.  

We see the role of business in building communities as more integrated and fundamental.  

To facilitate community building, the firm must first be managed for the long term.  This is because short-term actions often harm communities directly, and many High Road practices require a considerable length of time to implement. Some High Road practices really only make sense in a long-term context.  Managing for the long term increases the real shareholder value of the firm.

The second way that a firm can facilitate community building is by adopting genuine employee involvement practices.  These will increase firm profitability while building skills and social capital that will spillover into civil society and the democratic process of government.  

Thirdly, the company should adopt the other High Road practices described in this paper.  Table 1 shows how these practices positively affect communities in at least one of two principal ways.  Building social capital refers to intangible benefits.  Building community wealth refers to the material benefits of a practice.  Of course, this table vastly oversimplifies but may help make some of the connections among High Road practices somewhat clearer.    

Table 1.  High Road Practices and their Role in Building Communities 






Requires           
Benefits from
Builds
       Builds 






long-term          
employee
social            community




horizon?    
involvement?
capital?        wealth?


Reinvestment


Yes
   
Better decisions 
 n/a*
      Yes (higher pay, security)

High productivity


Yes

Yes, essential       Yes
      Yes (higher pay, security)

Adequate capital per worker
Yes

Better decisions
 n/a
      Yes (higher pay, security)

Research and development

Yes

Yes

 n/a
      Yes (human capital)

Open-book management

Yes

Yes

Yes
       n/a

Employee ownership

 No

Yes

Yes
      Yes (wealth, security)

Freedom to organize

 No

 n/a

Yes
      Yes (security)

Family sustaining wages

 No

Yes

 n/a
      Yes (income)

Employee diversity

 No

Yes

Yes
      Yes (equality)

Workforce development

Yes

Yes

Yes
      Yes (human capital)

Good supplier relationships
Yes

Yes

Yes
      Yes (supplier firms do better)

Supplier diversity


 No

Yes

 n/a
      Yes (supplier firms do better)

Good customer relationships
Yes

Yes

Yes
      Yes (fewer defective products)


Ecological sustainability

Yes

Yes

 n/a
      Yes (health, property values)

Safe workplaces


Yes

Yes, essential
Yes
      Yes (reduced injury costs)

Safe products


Yes

Yes

 n/a
      Yes (reduced injury costs)

*n/a means no important effect.

Weyerhaeuser Mill:  Putting Complementary High Road Practices in Motion for Company and Community Benefits

In 1976 we met Paul Fossum, who was general manager of Weyerhaeuser’s local forests, saw mill and laminated beam plant. in Cottage Grove, Oregon.  Forest products was the town’s dominant industry and Weyerhaeuser was the largest single employer.  Another firm had two large mills in the community along with several companies with smaller operations.  Cottage Grove then had above average employment in the travel, retail and health care sectors, so while Weyerhaeuser was the largest employer, it was by no means a company town.

At our initial meeting, Paul was candid about the future of the forest products industry.  He foresaw an employment decline by 1978, because of factors related to the growth cycle of trees, productivity and commercial issues.  Fossum reiterated this message at every opportunity in order to prepare the community for this decline.

The company was constructively involved in all manner of civic ventures and generous with its human and financial resources.  Fossum was chairman of the board of trustees of the local hospital.  Under his leadership, the board brought in a first-rate management firm to run the facility. State of the art obstetrics and intensive care units soon attracted specialists to the community.  These efforts had a substantial economic impact in Cottage Grove, and brought quality medical care 30 minutes closer to residents, including, of course, Weyerhaeuser employees.  A big and complex problem at the time was improving the schools, and Paul encouraged his employees to get involved. Two of them successfully ran for the school board.  Like many communities, Cottage Grove had an annual festival in the summer.  When the head of the sponsoring group retired, a Weyerhaeuser manager stepped up to the job. Some of the work in these community efforts inevitably had to be done during working hours. 

While Weyerhaeuser people were active, they were never domineering. As a matter of fact, the company was one of many creative, energetic and influential players in the town.

What effect did all this activity have on the company?  The Cottage Grove operations were consistently profitable in a cyclical business where profits are rarely consistent.  In fact, in 1981 the company’s Cottage Grove facility was its only profitable lumber operation; so profitable that it pulled the entire division into the black.  More remarkable still, in that same year, one of the two mills was modernized and rebuilt.  A worker would leave his old manual workstation and come back the next day to operate a computer-controlled automated machine.  Productivity records were set in the midst of this change and disruption.

A short while ago, we sat down with Paul Fossum to talk about his management style.  Here are some edited excerpts from that discussion:

CLCR:  How did Weyerhaeuser come to be so active in the community?

PF:  In George’s time (when George Weyerhaeuser was CEO), unit managers were expected first to take care of the land.  That was an absolute.  If you didn’t take care of the land, you were gone.  Secondly, you were expected to take care of the community.  Usually our involvement was welcome, but I was always careful not to push when we were not wanted.  

CLCR:  Did this community involvement benefit the company and increase profitability?  

PF:  No question.  It was a way of creating pride in the employees.  Of course when you are as profitable as we were then, top management pretty much let us do whatever we wanted to do.


Sometimes our involvement helped us directly.  The city needed to put in a new water line out past the mill, but couldn’t raise the money to do it.  The council was also considering an annexation ordinance that could have hurt us.  So we built the water line.  We didn’t give the 

money, we built it.  Dug the hole, laid the pipe.  The city got a new water line, and adopted language in the ordinance that was favorable to the company.

The Everett mill [the plant Fossum had run before coming to Cottage Grove] was losing money before I got there.  One of the first things I did was talk to the Safety Director and told him to do whatever it took to reduce worker accidents.  He asked what the budget was and I said: I just told you, whatever it takes.  One of the Safety Director’s most effective safety measures was pretty corny I guess.  Every week a group went without an injury, the foreman got a candy bar.  It was immediate, public recognition.  The guys competed fiercely to earn the candy bars.  When we hit 2 million hours without an accident, every worker in the plant got a fine saw with his name engraved on it. Within a matter of weeks, the mill turned profitable.

I quickly realized that Weyerhaeuser gave unit managers a great deal of freedom.  Shortly after I became one, the Number Three turbine in the mill broke down.  Replacing it would cost $350,000, a big number then.  I thought I should call my boss but he wasn’t in, so I called his boss.  He got on the phone and said, “You say it’s the Number Three turbine?  That’s odd, it was always the Number Four that was shaky. What are you calling for? Replace it!”  Like most great managers, he could “feel” the business.  He knew what needed to be done and he’d soon know if I didn’t know.

When people who reported to me were involved in the community, I expected to be told about decisions that might impact the company.  I expected the people who reported to me and the people who reported to them to be active in the community.  

I’m probably proudest of the fact that more of the people now in senior management 

positions worked for me than for any other unit manager.

Paul Fossum considers himself a good lumberman, an industry accolade.  We consider him a good High Road business person.  After retiring from Weyerhaeuser, Paul and his wife Moira started a travel agency in Alameda, California.  Despite the dismal condition of the travel industry in general and the disastrous elimination of agent commissions by airlines, the Fossum’s business is profitable.  Paul is active in the community, recently serving as a member of the planning commission. Moira just completed a term as President of the local Chamber of Commerce, during which she oversaw a threefold increase in membership.  High Road practices are transferable.

What are the lessons from this illustration of a High Road company?  How does it 

relate to our discussion so far?

1. The cultural expectations of the company, starting with the Chief Executive, demanded sound, sustainable forest management practices, “taking care of the land” as Fossum called it.  This culture also encouraged paying attention to the community where the company had operations.

2. Fostering pride in a job well done with immediate, as well as longer-term, recognition for good work were essential parts of this High Road manager’s path to profitability.  This is an example of Herzberg’s motivation factors in action.

3. Seemingly unconnected High Road practices are connected and complimentary.  Fossum used a safety program to meet multiple objectives: it reduced accidents, thereby saving money and increasing productivity.  It directly benefited workers, who did not get injured. The pride it generated was a means to recognize worker achievement.

4. Leadership is essential.  Without George Weyerhaeuser’s corporate leadership or Paul Fossum’s local leadership, this story couldn’t be told.  Other forest products companies in the area had much more traditional corporate citizenship efforts that were essentially public relations programs.

5. Managerial success requires paying attention to where the work gets done.  Knowing the details of the business facilitates better management.  Because Weyerhaeuser’s top management could “feel” the business, they did not need to rely on bureaucratic controls and could give unit managers freedom.  This freedom translates into job enrichment for the unit managers, itself a motivation factor.

6. Civil society, civic engagement and the workplace are synergistic.  Cottage Grove had a good deal of social capital.  Weyerhaeuser contributed to this social capital by sound management at work and encouraging and supporting employee participation in civil society and civic affairs.  This participation in turn enabled workers to hone skills they could use on the job.

<<This section is incomplete in this draft.>>

APPENDIX



THE WORK OF OTHERS

This appendix presents a review of current thinking by others.  Some of the issues and debates are very relevant to this project.  Recent efforts to improve business behavior include 

1. Stakeholder theory;

2. Corporate Social Responsibility; 

3. Business ethics coursework, ethics codes, and ethics officers in firms; 

4. Compliance requirements; and


5. Codes of conduct.

Treating these movements as distinct is useful for analytical and discussion purposes, but in practice there is considerable overlap.

“Stakeholders are persons and groups that stand to benefit from, or be harmed by, corporate activity… Stakeholder theorists have challenged traditional views that lie at the nexus of modern economics and management theory.”
  Stakeholder theory holds that a firm should be managed to meet the needs of multiple constituents and challenges the special privilege of the goal of shareholder return.  While no thoughtful writer questions the importance of shareholder value, the argument is that this should be balanced with other values. 

The Clarkson Principles, reproduced here, were developed by a group of scholars beginning in 1995 to give managers guidance about how to implement stakeholder theory:  

1. Managers should acknowledge and actively monitor the concerns of legitimate stakeholders, and should take their interests appropriately into account in decision-making and operations.

2. Managers should listen to and openly communicate with stakeholders about their respective concerns and contributions and about the risks that they assume because of their involvement with the corporation.

3. Managers should adopt processes and modes of behavior that are sensitive to the concerns and capabilities of each stakeholder constituency.

4. Managers should recognize the interdependence of efforts and rewards among stakeholders, and should attempt to achieve a fair distribution of the benefits and burdens of corporate activity among them, taking into account their respective risks and vulnerabilities.

5. Managers should work cooperatively with other entities, both public and private, to insure that risks and harms arising from corporate activities are minimized and, where they cannot be avoided, appropriately compensated.

6. Managers should avoid altogether activities that might jeopardize inalienable human rights (e.g., the right to life) or give rise to risks which, if clearly understood, would be patently unacceptable to relevant stakeholders.

7. Managers should acknowledge the potential conflicts between (a) their own role as corporate stakeholders, and (b) their legal and moral responsibilities for the interests of stakeholders, and should address such conflicts through open communication, appropriate reporting and incentive systems, and, where necessary, third party review.

Stakeholder theory requires managers to balance competing interests.  Michael Jensen criticizes stakeholder theory on just that ground.

A firm that adopts stakeholder theory will be handicapped… because, as a basis for action, stakeholder theory politicizes the corporation, and it leaves its managers empowered to exercise their own preferences in spending the firms resources.  [Too many measurements, with no indication of relative importance, allows managers to select what is important.]  Multiple objectives is no objective… In implementing organizational change, managers must have a criterion for deciding what is better, and better should be measured by the increase in long-term market value of the firm.  

Total value is the sum of the values of all financial claims on the firm – including equity, debt, preferred stock, and warrants… Social welfare is maximized when all firms in an economy maximize total firm value.  Social value is created when a firm produces an output or set of outputs that are valued by its customers at more than the value of the inputs it consumes (as valued by their suppliers.)  Firm value is simply the long-term market value of this stream of benefits.

The real issue here is what firm behavior will result in the least social waste – or equivalently, what behavior will get the most out of society’s limited resources – not whether one group [say shareholders] is to be more privileged than another.

To the extent that stakeholder theory argues that firms should pay attention to all their constituencies, the theory is unassailable…  It is obvious that we cannot maximize the long-term market value of an organization if we ignore or mistreat any important constituency.  We cannot create value without good relations with customers, employees, financial backers, suppliers, regulators, communities and so on. Enlightened stakeholder theory… can take advantage of most that stakeholder theorists offer … to measure and evaluate the firm’s management in its relations with all important constituencies.  Enlightened stakeholder theory adds the simple specification that the objective function of the firm is to maximize long-term firm market value.  [This emphatically does not mean short-term market value or earnings per share.]   

Resolving externality and monopoly problems is the legitimate domain of the government.
 

Much of what is called corporate social responsibility, or corporate citizenship, consists of a business providing assistance – financial or otherwise -- to a community effort.  Corporate volunteer programs, adopting a school, loaning an executive to the United Way, or sponsoring a homeless shelter are typical examples.
  The use of corporate resources to help in these ways is certainly a High Road practice but this practice does not mean that a firm is attempting to internalize the High Road.  These types of activities are not central to the operation of the business.  Rather, they are grafted on.  The same company that loans an executive to the United Way can, at the same time, dump noxious effluent into the water, layoff 10,000 workers in order to meet a Wall Street analyst’s quarterly earnings projections and not deliver what it promised to its customers.  

Some in the corporate social responsibility movement have attempted to go well beyond philanthropy.  Arguably, CSR is developing into a more comprehensive model in Europe.  In the United Kingdom, Business in the Community defines the elements of CSR in the following way:

Community investment is often the most visible side of a company's social responsibility programmes. This investment takes the form of charitable donations, staff time and skills, plus donations in kind. 

Corporate social responsibility towards the environment involves making management decisions which minimise negative impacts and costs arising from production processes. The thinking behind a company is represented by its principles. 

Ethical principles reflect the values of the company, determined within the context of the values of its stakeholders and the society in which it operates. 

A civilised society recognises the right of every individual to liberty, freedom of association and personal safety. These form the basis of a code of human rights found at the core of national and international law across the globe. 

Businesses can have a real social impact through their marketing activities. This can strengthen their competitive edge - or damage it. Key issues include ethical advertising, relationships with suppliers, relationships with customers, distribution, packaging, and the manufacturing process itself, whilst Cause Related Marketing can have a direct effect on sales. 

Companies are like people - each has a unique personality. Just as people recognise each of us by the way we communicate and the way we behave, so a company should reflect its own unique character to the world. Business impact in the workplace means recognising the business benefits and the wider social impact of good employment policies. This not only covers the traditional areas of recruitment, remuneration, and training, but also the growing concerns - and opportunities - of issues such as diversity and equal opportunities.
  {British spelling as in the original.}

Businesses engage in CSR activities for a variety of reasons.  Some do so because of a genuine feeling that they are part of a community and it is their responsibility to provide whatever resources they can to strengthen that community.  Many come to CSR as a risk avoidance strategy, i.e., they proactively adopt a practice that will prevent criticism from arising, or deflect it if it does.  The hope is that CSR activities will prevent customer defections and legal difficulties.  Others view CSR as a marketing or public relations strategy.  Cause related marketing is an example.  Finally, companies adopt some CSR practices as a way to recruit, motivate and retain employees.  For example, corporate volunteer programs have a positive effect on employees.

Steve Rochlin and colleagues at Boston College’s Center for Corporate Citizenship describe these differing motivations as being the result of different drivers: values (executive or corporate moral values and a desire to “give something back”), compliance, intangibles (factors such as reputation, brand, relationships, and/or trust that can provide a competitive advantage by differentiating the company from its competitors), and market drivers (activities that broaden sales or recruitment activity to previously ignored or under served groups).
         

Specific CSR practices, like High Road practices, are culturally specific, as Bradley Googins argues:

Although companies operate in the world of global commerce, they are still consciously and unconsciously embedded in their nation-state or even local setting.  Each company is caught within the culture, traditions and pressures of its own state . . .  .  Corporate citizenship in the United States continues to march down a different path from much of the rest of the corporate citizenship movement across the globe.  Corporate citizenship in the United States reflects a peculiar mix of US values and ideologies that are both its strength and its vulnerabilities.
  

Cultural isolation is one of the reasons:

Although the United States has always been somewhat isolated geographically and unique in its role of government and its reluctance to adopt global standards such as the metric unit, there seems to be an even greater isolation developing as it might pertain to corporate citizenship.  Most recently the US has been holding out against policies such as the Kyoto principles, and other global treaties on trade, oceans and fishing.  Similarly, very few US-based companies have signed the UN Global Compact.  It is not surprising, then, that US companies have been slow to develop global corporate citizenship.  Although quick to move into new markets and relocate manufacturing units, there remains a cultural divide between the US and other countries, with little recognition that this may be an issue for the US, and few mechanisms or movements to overcome this barrier.  This factor has considerably slowed movement in the US towards global corporate citizenship.

The recent foreign policy of the Bush administration has only increased this isolation and the sense of American exceptionalism.  

Business ethics typically refers to formal programs (classes, codes of conduct, procedures, ethics officers, etc.) that encourage employees to act according to policy.  Ethics arises from a moral and philosophic foundation, whereas CSR is somewhat more empirical and practical.   

Compliance with law and regulation is one of the reasons that ethics codes, ethics officers and ethics education are so popular (98% of Fortune 1000 have formal ethics documents).  “Much of this activity has been attributed to the 1991 U.S. Sentencing Commission Guidelines for organizational defendants.  The Guidelines prescribe more lenient sentences and fines to companies that have taken measures to prevent employee misconduct.”
  There is an irony here that ethics programs are adopted so that the punishment for wrongdoing is reduced rather than as a means to reduce wrongdoing.  Recent exposure of several cases of massive corporate fraud has resulted in the adoption of additional laws and regulations.  Compliance oriented programs have limited effectiveness, as noted ethicist Lynn Sharp Paine writes:

Conduct that is lawful may be highly problematic from an ethical point of view… The law does not generally seek to inspire human excellence or distinction.  It is no guide for exemplary behavior – or even good practice.  Those managers who define ethics as legal compliance are implicitly endorsing a code of moral mediocrity for their organizations.

Organizational ethics means more than avoiding illegal practice; and providing employees with a rule book will do little to address the problems underlying unlawful conduct.  To foster a climate that encourages exemplary behavior, corporations need a comprehensive approach that goes beyond the often punitive legal compliance stance.  An integrity-based approach to ethics management combines a concern for the law with an emphasis on managerial responsibility for ethical behavior.  Though integrity strategies vary in design and scope, all strive to define companies’ guiding values, aspirations, and patterns of thought and conduct.  When integrated into the day-to-day operations of an organization, such strategies can help prevent damaging ethical lapses while tapping into powerful human impulses for moral thought and action. Then an ethical framework becomes no longer a burdensome constraint within which companies must operate, but the growing ethos of an organization… An integrity strategy is characterized by a conception of ethics as driving force of an enterprise.  Ethical values shape the search for opportunities, the design of organizational systems and the decision-making process.
  

Too often ethics is not a “driving force of the enterprise” but an adjunct.  Too often pursuit of quarterly profits to please Wall Street is the only driving force.  Ethics programs that simply focus on processes that comply with the law don’t work.  Management must “walk the talk.” A study of several ethics programs discovered

The importance of designing an ethics program that is perceived by employees to be first and foremost about shared organizational values and about guiding employees to act on their ethical aspirations… Employees judge top management’s motives in implementing an ethics/compliance program…  It is important that they perceive it to be a sincere attempt to have all employees do what’s right rather than just an attempt to create legal “cover” for executives.

Ethics specialists recognize the importance of making ethical behavior an integral part of the culture of the firm, a key part of the High Road platform.   

Business ethics as a discipline has not, however, been terribly successful.  Not that there aren’t ethical firms: there are many.  It’s just that the proliferation of ethics programs has not correlated with an increase in ethical behavior.  Precisely because the most ethical firms have incorporated ethics into their culture as a driving force they hardly need an ethics program.  They may have one but it doesn’t change much because it only really needs to keep things on track.  Conversely, ethics programs in firms where management is not willing to alter values will not be effective.    

John Boatright argues that many in the field think the purpose of the corporate ethics movement is to produce Moral Managers, that is, managers who not only act morally but who think morally.  The problem is that the Moral Manager Model tends to be applied to high level decisions while most business – the day-to-day transactions – is conducted at lower levels. The model leaves out consumers, who also make business decisions.  The model rests on the notion that the firm – and its leaders – is the appropriate level of study. “What is the alternative to the Moral Manager Model? The alternative is a conception of business ethics that focuses on individuals acting in a marketplace.  Markets rather than organizations would be the focus of business ethics. And the fundamental problem is how to [create] moral markets.”  Instead of ethical responsibility resting solely with business leaders, the Moral Market Model “would place responsibility on all of us to improve the business system.  That is, to create more efficient markets and more effective regulation.”
  

Although controversial among more traditional ethicists,
 this is an interesting concept.  It gives a larger role to workers and the community in that ethics is everyone’s responsibility.  It understands markets as incorporating different values and that the market participants may change these.  And it makes rules and regulations an important tool of ethical improvement – an effective counter to neo-liberal doctrine.  Kelly notes that “The ultimate lesson of Enron is that system design requires our conscious choice. It cannot be left to some invisible hand.”
 Boatright’s vision is quite consistent with Swinney’s call in Building the Bridge for a greater role for labor and community.   

“The invisible hand does not work by inducing business firms to pursue the goals of society as a matter of conscience and goodwill.  Rather, when the rules are designed properly it gives management no other option.  Instead of increased responsibility the motto of the Moral Market Model ... might be ‘Reduce Options.’”  This is where the role of the state, and of other societal actors with the potential to enforce the social contract, becomes central.  Instead of increased stakeholder participation in decisions that will be made by a hierarchy of managers, the Moral Markets Model encourages active participation in a market, including by employees and investors, “A conception of the corporation in which individuals become independent by bargaining with others.”

From the outset we have said that we believe that High Road practices pay off economically for companies that adopt them.  As a practical matter, we also think that making the business case for these practices is one way to get them to spread.  In a sense this a behaviorist approach: it is the practices, or behavior, of the firm that matter, not the motivation.  Some ethical thinkers are troubled by this.  Lynn Sharp Paine raises some provocative issues:

Today’s confidence that “ethics pays” is a welcome advance from “ethics is a luxury we can’t afford.”  Appreciation of the interdependencies between ethics and economic outcomes can help to strengthen both.  Nevertheless, “ethics pays” is in its own way troubling as a credo for business leaders in the 21st century.  In suggesting that ethics must be legitimated by economics, it devalues ethics as an independent point of reference on the quality of life and society.  In suggesting the perfect harmony between ethics and economics, it denies the harsh realities that ethics and economics sometimes make conflicting demands.  Perhaps most dangerous of all, it invites the abandonment of ethics in the face of economic difficulty – a time when, arguably, ethics is most needed.  

The supposed alliance between ethics and economics is highly contingent.  It depends both on how ethical behavior is defined and on the surrounding social and institutional context.  To the extent that ethics requires compassion for the weak or even forbearance from harming them, it is likely to generate very little in the way of an economic payoff, particularly in a society that idealizes opportunism.  Diffuse harms whose victims are either unidentifiable or without recourse often pass without economic penalty.  Failure to acknowledge the contingent nature of many observed linkages between ethics and economics is dangerous.  Lulled by the comforting belief that “ethics pays” we become vulnerable to complacency toward the attitudes and institutions necessary to make this proposition true.  Yet “ethics pays” is hardly an eternal verity – true unconditionally and without qualification.   

The intellectual currents propelling the “ethics pays” argument conceal a dangerous undertow.  On the surface, ethics appears to be gaining importance as a basis for reasoning and justification.  At a deeper level, however, it is being undermined.  For implicit in the appeal to economics as a justification for ethics is acceptance of economics as the more authoritative rationale.  Rather than being a domain of rationality capable of challenging economics, ethics is conceived only as a tool of economics.  At risk are not only our grip on important non-economic values, but also our very capacity for moral discrimination. From “ethics pays” it does not follow that “if it pays, it must be ethical.”
  {All text is from the original but some sentences have been reordered.}

A number of codes of corporate conduct have been promulgated and adopted by some companies over the years.  This movement started in its modern form with the Sullivan Principles, a code of operating principles adopted by major corporations operating in South Africa in the late 1970s.  It took more than a year for Reverend Leon Sullivan to negotiate these principles with 12 leading firms because:

We live in an era in which institutions still resist dealing with issues of accountability, morality and social justice. Why rock the boat when it is the boat of prosperity and power?  The result is a collective “moral muteness” that is manifested in the inability or unwillingness to exercise one’s ethical voice. Moral muteness can be overcome by an act of moral courage,
 

as exemplified by firms adhering to the Sullivan principles.  Arguably, corporate actions had a major effect on bringing about the end of apartheid.

At the World Economic Forum in Davos in 1999 UN Secretary General Kofi Annan began the groundwork for the UN Global Compact, a set of voluntary principles for multinational companies: 

1. Support and respect the protection of international human rights within their sphere of influence.

2. Ensure that each corporation is not complicit in human rights abuses.

3. Uphold freedom of association and the effective recognition of the right to collective bargaining.

4. Eliminate all forms of forced and compulsory labor.

5. Effectively abolish child labor.

6. Eliminate discrimination with respect to employment and occupation.

7. Support a precautionary approach to environmental challenges.

8. Undertake initiatives to promote greater environmental responsibility.

9. Encourage the development and diffusion of environmentally friendly technologies.

This type of code certainly encourages High Road practices.  

The new paradigm is a social ecology view that emphasizes intrinsic linkages between economic activities and social and ethical values.  The license to operate rests on the community’s willingness to trust the firm, and trust must be earned through performance.  When the expected performance includes commitment to honesty, integrity, equal opportunity and fair treatment of employees, customers, and risk bearer these values must be integrated into the firm’s strategy and operations…  Whether presented as a matter of  “social responsibility,” “good business,’ “enlightened self interest,” or “corporate citizenship,” the participation and involvement of leading firms is essential and unavoidable.
    

The weakness of the code approach is precisely that firms often do not really integrate these values into the firm’s strategy and operations.  
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