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Avoiding the Pitfalls of Responsible Leadership

Hao Chen, Yangran Gong
School of Economics and Management, Tsinghua University
Christof Miska
Vienna University of Economics and Business
Over the past two decades, Chinese companies have been learning from their
international counterparts in the global market arena on how to realize corporate
responsibility (CR) initiatives. However, the attendant learning process is still rather
slow, and results are not always satisfactory. According to the 2018 UN Global Compact
statistics, a total of 286 Chinese companies are actively involved in CR initiatives,
aligning strategies and operations with universal principles on human rights, labor, the

environment, anti-corruption, and actions that advance societal goals.

Many Chinese companies consider CR as a “language” which could be learnt and used to
communicate with local governments, international investors, and consumers. While CR
has many facets, such as social or ecological sustainability, most Chinese companies
usually engage in corporate philanthropy — since for many of which it is quite easy to
donate rather than to thoroughly align strategies and operations with longer-term social
and environmental sustainability targets. With an increasing number of Chinese
companies going abroad, where they hope to find new markets and considerably invest,
they as well tend to face an important issue: it is becoming increasingly harder for them
to simply ignore their adverse societal, environmental, and also their cultural impacts in
both the Chinese domestic as well as in foreign markets as they continue focusing on
economic growth only. However, many companies lack the willingness or/and the
competencies to do more than simply engage in corporate philanthropy or even to realize

“good” corporate philanthropy.

Given the current direction toward the innovative, coordinated, green, open, and shared
progress China is aiming for, how could Chinese business leaders play along and help the
country proactively achieve the balanced development among economy, society, and the
environment? Echoing these developments and shedding light on the question how

business leaders can contribute to a sustainable future, we introduce Responsible



Leadership (RL) as an approach which potentially could provide much insight for

Chinese business leaders if they avoid a number of pitfalls.
What is the Responsible Leadership Approach?

Christof Miska and colleagues in their RL research (e.g., Miska, Hilbe, & Mayer 2014;
Miska & Mendenhall, 2018) tend to conceptualize the phenomenon in terms of two
categories, building on Glnter Stahl and Mary Sully de Luque’s approach (Stahl & Sully
de Luque, 2014): “doing good” and “avoiding harm”. “Doing good” means engaging in
activities that are aimed at enhancing societal welfare, such as going beyond legal
requirements to support community development; designing employee-friendly
workplaces; employing disabled workers; realizing corporate philanthropy, etc. In
contrast, “avoiding harm” means refraining from any activities that have harmful
consequences for a company’s stakeholders and society, such as strictly enforcing safety
regulations for employees; avoiding discrimination in hiring practices; safeguarding

environmental protection, ensuring product safety; abolishing corruption; etc.

An approach to RL implies two key assumptions: First, business leaders fully comply
with legal regulations and law. Second, they make ethical and discretionary choices in
meeting stakeholder requirements, in particular when no laws and regulations exist. In
other words, they know what the ‘right thing to do is’, based on a strong core of personal

values and ethical motivations, which are like an inner moral compass.

The discretionary nature of RL from a business leader’s point of view can lead to various
pathways toward RL and different interpretations of responsibility. These can be
explained by the evolvement of business-society relationships over the last few decades.
Miska and colleagues (Miska et al., 2014) describe three such perspectives based on the
“degree of stakeholder inclusion” and “scope of responsibility” that business leaders take
into consideration. The first defines the degree to which business leaders consider
different sets of stakeholders. The second describes the bandwidth of diverse types of
responsibilities business leaders consider. The three paradigmatic perspectives are: agent,

stakeholder, and converging views (See in Table 1).

Table 1. Three Paradigmatic Perspectives



Degree of

Paradigmatic Scope of o )
) Stakeholder o Characteristics Potential challenges
Perspective ) Responsibility
Inclusion
e might violate the
Managers act as legitimate interests of
agents for non-shareholding
Agent View Low Narrow shareholders, with the stakeholders
key goal to maximize | e could jeopardize a
shareholder value company’s long-term
legitimacy
e strategy changes may
shift a company’s
responsibility focus,
Business leaders possibly affecting its
design strategies credibility and
Converging aimed to reconcile legitimacy
. Medium Medium shareholder-value e changes in a
View maximization with company’s
societal and management could
environmental targets result in inconsistent
strategies and variably
changing responsibility
foci over time
e involves considerable
complexity beyond
Business leaders ‘business as usual’ and
attempt to contribute can be demanding for
to sustainable societal business leaders
and environmental e requires that business
Stakeholder ) developments by leaders have strong
) High Broad )
View taking true ethical values, clearly

responsibility for
pressing problems like
poverty or climate

change

understand the various
stakeholders a company
affects directly and
indirectly, and that they
have the necessary

skills and competencies




(e.g., perspective-
taking abilities, self-
identity, social
flexibility)

Adapted from Miska, Hilbe, & Mayer (2014).

Business leaders who adopt any of these three generic perspectives on RL usually engage
in both “doing good” and “avoiding harm”- to varying degrees and in various forms
though, since each perspective implies a different understanding of responsibility.
Ultimately, business leaders need to choose the approach that is most appropriate to
them, depending on how they define for themselves their discretionary choices and based
on their personal core values and ethical motivations. At the same time, they need to face

the corresponding consequences and potential challenges.

Business leaders who assume an agent view are often driven by Milton Friedman’s

understanding of responsibility in that ‘the social responsibility of business is to increase

its profits’. Following such a purely economic-focused logic, business leaders are agents
of shareholders and solely responsible to maximize profits and shareholder value.
Currently, this approach appears to be one of the most prevalent among business leaders
in China. It also explains why many Chinese companies consider CR as a public-relations
tool and an extra cost to the company. Following a pure shareholder-primacy mentality
may, to some extent at least, explain some of the large-scale scandals and ironically as
well bankruptcies of the last few years — such as the case of Lehman Brothers’
insolvency. A fully focused agent-view exempts shareholders and other stakeholders
from requesting other types of responsibility, and it could create unsolvable paradoxes

among economic, social, and environment targets.

In contrast, business leaders who assume a stakeholder view tend to consider broad
stakeholder networks through an ethical lens. Such leaders attempt to contribute to
sustainable development by assuming responsibility for pressing problems, such as
poverty, climate change, or epidemic diseases. For example, Wei Lihua, founder of
Junlebao, established the brand in 1995 by producing and selling yogurt products. When



the “Melamine Crisis” in 2008 crushed the baby-milk-powder market in China, he was
deeply shocked and filled with pity to see a “milk rush” among Chinese consumers. After
the crisis, the majority of Chinese consumers lost faith in Made-in-China milk products
and tried in all ways possible to purchase international brands, in foreign markets, at
extremely high prices. Wei Lihua was determined to address the issue, despite the
market’s novelty and risks it imposed for him and his company, believing that it was his
duty to rebuild trust in the Chinese milk industry not only as an honest business man but
also as a Chinese. He also made it clear that Julebao would not overcharge since he
believes it’s not ethical to do so. After four years of hard work, Julebao’s baby milk
powder has won the A+ certification of the British Retail Consortium and gained

consumer trust in China.

Converging views on RL can be considered a hybrid approach between the agent and the
stakeholder perspectives. Business leaders who assume a converging view tend to follow
strategic considerations along the lines of ‘good ethics is good business’. They identify
the issues their companies can resolve most effectively and from which they gain the
greatest competitive advantage. Companies like Nestlé and other international players
have developed such approaches. The NESCAFE plant in China is a good example of
how a company by focusing on its strengths addresses social and environment issues and
gains strategic advantages. Instead of purchasing green coffee beans directly from
available certified farmers (e.g., Fairtrade), Nestlé spent years in the Yunnan Province in
China working closely with local farmers, providing them with technology, professional
training and consulting services, and financial supports to help them develop better
farming practices. As a result, the company was able to purchase high-quality, certified
standard coffee beans from local farmers at reasonable prices; in turn, local farmers were
able to improve their farming capabilities and sell their coffee beans to other companies
such as Starbucks, helping improve their quality of life. However, after about three
decades of development, Nestlé is being challenged. Questions have been raised about
whether such a model is truly sustainable; whether a single breed of coffee beans is a risk
to local growers; whether the reliance on Nestlé might be too strong for local farmers to

seek alternative opportunities.



Micro, Meso, and Macro Influences as relevant for RL

Business leaders are naturally embedded in companies, countries, cultures, and societies
as Stahl and Sully de Luque (2014) underline. While a business leader my be convinced
that, for example, the stakeholder perspective is the only right way to follow, company
strategies and policies as well as the institutional environment may not be supportive. RL
theory acknowledges such contingencies stemming from the immediate company context
and the external environment, which clearly differentiates it from traditional leadership

concepts (See in figure 1).

Ultimately, either of the three generic perspectives on RL—agent, stakeholder, and
converging views—is subject not only to the individual business leader and his or her
characteristics (micro) including core values, ethical motivations, and skills and
competencies necessary to enact RL, but needs as well to be reflected upon in connection
with organizational aspects (meso), such as corporate strategy, the business model, and
corporate cultures, as well as institutional and societal influences (macro) including laws,
regulations, governmental policies, and supranational initiatives like the United Nations’

Sustainable Development Goals (SDGS).

Figure 1. RLA

Business leaders’ characteristics and competencies

RL means that business leaders act on the basis of their core values and ethical
motivations, which implies also the consideration of their history, relationship with

others, and aspirations as well as the necessary skillset to understand and manage the



various relationships with diverse stakeholders. In this regard, authenticity and

accountability are important aspects. As one example, Yang Huayi, founder of

YingMaYunChi (Bt 5 Z=3th), spent the first six years of his business dedicated to

changing the quality of the land in Enshi, Hubei Province in order to ensure that the land
is safe to grow and produce zero-residue organic tea. Clearly, it is troublesome for an

entrepreneur to run a business without any income during the first six years. However,

what kept him going was his true heart (#]-0:). He believes that in order to make business

work, one should be truthful to oneself, to the employees, and to the business.

Numerous skills and competencies have been suggested to be important for RL including,
among many others, perspective-taking abilities, social flexibility, and self-identity
competencies. A clear understanding of one’s identity, for instance, as suggested by the
self-identify concept is important since business leaders need to maintain their core
ethical values independent of external pressures from various global and local

stakeholders with diverse agendas and expectations.
Organizational and institutional influences on RL

In addition to strong core values, ethical motivations, and the necessary skills and
competencies to enact RL, business leaders need to consider as well influences and
contingencies stemming from the organizational context and the broader institutional and
cultural environment. With regard to company influences, business leaders need to
consider, for example, corporate strategy, HRM systems, corporate culture, and corporate
governance mechanisms. Several companies have put considerable efforts into
safeguarding the organizational context’s support of RL. For example, COFCO, one of
the leading suppliers of agricultural products in China, has been actively training leaders
who are professionally capable and ethically accountable. From management selection,
staffing, training, performance appraisal to evaluation and promotion, COFCO has been

paying great attention to the development of responsible leaders. Based on best practices,

the COFCO Leadership Development Center (‘8 B 45Fx) designs specifically dedicated

courses and programs focusing on two key aspects—* Zhong (&), with integrity and



high ethical standards” and “Liang (&), with competency and capabilities”, supported by
scholars from top Chinese business schools including Tsinghua SEM.

Mike McNamara, CEO of Flex, a world-famous Sketch-to-Scale® solutions provider,
believes that corporate culture is one of the most important assets to determine its
sustainable future. He and his team have been building a strong corporate culture around
Corporate Social and Environmental Responsibility (CSER) and a matching HRM
system well-aligned with corporate values and culture. This is as well reflected in the
recent developments toward artificial intelligence and robots. While due to these
technological advancements more and more jobs are being cut, the company has been
paying close attention to employee development rather than laying off people, which is
what many competitors tend to do. In their Zhuhai manufacturing facilities, one of the
largest worldwide, Flex has been supporting local Chinese employees to improve their
competencies and skills in meeting the future technological challenges. Employees can
even pursue university degrees sponsored fully by Flex Zhuhai through the Employee

Education Assistance Program.

Business leaders need to understand and integrate the organizational context and
institutional environments into their decision making, based on strong foundations of
personal core values and ethical motivations, in order to determine what specifically
constitutes “doing good” and “avoiding harm”. When support from the organization and
institutions are hard to seek, business leaders need to proactively find creative ways to
address the pressing challenges of our time and identify new opportunities, or even

develop new rules of the game.

Yili is certainly among the pioneers in China. Around the core company value of
“Nourish for Life”, Yili has been gradually building corporate governance mechanisms
and management systems to facilitate RL. In addition, after joining the UN Global
Compact in 2017, the company refined its CR framework and related programs and
integrated nine SDGs into its daily operations. This is a result of more than a decade of
persistence and efforts in exploring and innovating. However, still the key question is

how Yili manages to continually integrate RL in its strategies and operations. The answer



lies in all levels—the Chairman, the team, the company as a whole, stakeholders
including suppliers, employees, communities, the government, NGOs, universities, the
environment—all of which are considered with regard to RL. Following the “Yili
Principle”, the management team is given important roles in achieving CR outcomes,

motivated not only by monetary incentives but also supported by corporate culture and

values. For example, “high quality (7 /)" is the core of the quality-control

department. Their daily job is not only to ensure high quality of their products, but also to

make efforts in meeting high environmental standards.
Five Pitfalls to Avoid

Following a RL approach, business leaders have the opportunity to reconcile economic,
social, and environmental targets, and in this way achieve sustainable development.
Therefore, business leaders have both the privilege as well as the obligation to enact RL.

However, some important pitfalls should be avoided.
No.1 Do not always focus on economic indicators only.

It is a recurring theme that business leaders tend to perceive trade-offs between economic
responsibilities on the one hand and social and environmental responsibilities on the other
hand. Oftentimes, companies find it hard to put a price tag on “doing good” or “avoiding
harm”. Also, it is not always feasible, possible, or sensible to measure social and
environmental impacts in the same way as economic gains are measured. Therefore,
business leaders need to accept that a sole focus on economic indicators most likely
results in constant difficulties to reconcile economic with social and environmental
responsibilities. This is not because of actual trade-offs but because CR and sustainability
require longer-term perspectives, whereas a sole focus on economic indicators could

simply work well with a short-term lens.

Business leaders who prioritize economic goals often tend to mainly adopt monetary and
instrumental incentives that directly or indirectly aim at increasing or maintaining
companies’ economic gains. These are rarely appropriate to achieve social or
environmental sustainability goals. Instead, companies should also introduce non-

monetary and non-instrumental incentives for stakeholder engagement that go beyond



and complement economic targets. Therefore, demonstrated sense of care and duty of
assistance or personal corporate citizenship are potential attributes that could be used in
addition to traditional monetary criteria as part of business leaders’ and managers’

performance evaluations.
No.2 Do not consider ““doing good™ and ““avoiding harm’ as the same categories.

Frequently, companies tend to engage in “doing good” activities only and neglect the
“avoiding harm” category, such as in the cases of tobacco companies donating money to
do research on curing lung cancer or mining companies spending millions of dollars on
CR intiatives while they keep importing blood diamonds. Often, such approaches might
be perceived as greenwashing by various stakeholders with fatal consequences for
companies including boycotts or negative press worldwide. In addition, due to the fast
changing institutional environment and increased expectations for companies to
emphasize sustainable development, “doing good” alone is not sufficient to make a true
difference.

No.3 Do not throw company strategy out of the window but neither let strategy dictate

responsibility.

Business leaders need to keep in mind that it is not strategy that makes a company
responsible or sustainable. Instead, corporate strategy should be used as a tool rather than
the means to realize RL. Ultimately, strategy needs to be the fundamental base that
supports RL. Companies have been long exposed to the idea of ‘doing well by doing
good’, which is not a very new concept and in the light of sustainable development is a
rather limited approach toward achieving sustainable development, since it focuses on
grand societal and environment challenges only from the narrow perspective of the
company. For business leaders, and in particular for new millennials to be the future
leaders, it is imperative to achieve true, positive, and tangible societal and environmental

impacts, rather than simply making them part of corporate strategy.
No.4 Do not believe that it is a “one-size-fits-all”” approach.

A prototypical, standard approach toward RL does not exist. As we discussed above, the

combination of micro, meso, and macro aspects makes RL rather complex, yet important.
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Therefore, business leaders need to carefully make “case-by-case” decisions, which
might involve the need for creative and innovative solutions. Business leaders might need
to develop new rules of the game and become standard setters rather than standard
followers. However, in defining such new standards, they need to carefully consider their
personal core values and ethical motivations, the organizational environments in which
they work as well as the broader institutional and cultural context. In fact, there are many

different routes and many forms for business leaders and their companies to realize RL.
No.5 Do not believe that RL is a single-player approach.

While business leaders’ core values and ethical motivations are a key element of RL, this
does not imply that a single business leader alone should enact RL. Instead, as we
discussed, they need to consider organizational and institutional influences and reach out
to stakeholders directly and indirectly as well as obviously and unobviously affected by
“doing good” and “avoiding harm”. In addition, building a sustainable future can only be
successfully achieved through collaboration among governments, the civil society, the
private sector, and non-governmental organizations. This is particularly exemplified in
SDG #17: “Partnerships for the goals”. In fact, some of the rather traditional industries
have already taken initiatives toward increased partnerships. For example, the
International Council on Mining and Metals (ICMM) was initiated by major mining and
metal companies in the world. Currently, the ICMM brings together 27 mining and metal
companies and over 30 national and reginal associations. This collaboration is supported
by continuous dialogue with a broad range of stakeholders including governments,
international organizations, representatives of communities, and indigenous peoples, civil

society, and academia.
Epilogue

Business leaders are like fish in the ocean. Without a healthy ocean, all fish will

eventually die.

Looking into the future, it is becoming less and less “valid” for companies to separate
their economic responsibilities from social and environmental targets. Therefore, the

imperative for RL requires that business leaders consider economic, social, and
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environmental objectives as inseparable pieces of the same puzzle. RL, based on sound
core values and ethical motivations on the part of business leaders, therefore encourages
future leaders to explore creative, yet meaningful routes to safeguard a sustainable future

—not only for businesses but also for society as a whole.
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