5. There is a compelling ‘market failure’ argument for government intervention. At one
level, firms identify corporate social responsibility as a source of competitive
advantage and hence are willing to invest time and money to ensure a leadership
position. But at another level, private firms need social legitimacy to operate
effectively both at home and abroad. This legitimacy is built up slowly over time, in
response to the concrete actions of all companies working within a local area.
Because building this social legitimacy takes time and money and because it benefits
all companies regardless of whether they have contributed to it or not, there is a short-
run incentive for companies to ‘free ride’ on the aura of social responsibility
established by other firms. This is especially true where governance structures in host
countries are weak or where an industry’s supply chain makes it difficult for
consumers to express their values directly through their purchasing decisions.

6. Corporate social responsibility at home and abroad is necessary to maintain social
support for globalization. Canada’s economic interests are well served by an
expanding, open, rule-based international economic order. In the wake of public
protests in Seattle and Washington, regaining public support for globalization should
be a top priority for Government. Media reports of corporate complicity in human
rights abuses have the potential to sap Canadians’ support for global economic
engagement and provide potent ammunition to globalization’s more strident critics.
Moreover, there is growing recognition among academics and practitioners that
sustained economic growth depends on good governance, the rule of law, and the
existence of a strong civil society. By permitting companies to profit from
‘governance failures’ in violent and/or corrupt societies, the Canadian Government is

undermining the long-run interests of all Canadians.

I11. Proposed Policy Framework

The Government needs to enact a comprehensive package of reforms to positively
influence Canadian corporations in their commercial activities overseas. Government

policy should be based on the following four propositions:

1. the vast majority of Canadian firms conduct their international operations

responsibly;

2. a small minority of firms violate minimum Canadian and international
standards, thereby threatening Canada’s reputation;

3. the main role of Government is to champion global corporate citizenship in
the Canadian business community and to actively facilitate ongoing business-

NGO dialogue in the area of corporate social responsibility; and

4. a subsidiary but still necessary role for Government is to provide concrete
incentives that reward good behaviour and punish firms that consistently and

egregiously violate Canadian and international standards.



