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2.6: The United Nations and the Impact on Trade

&b Learning Objectives

After reading this section, students should be able to ...

1. Understand how and why peace impacts business.
2. Describe the role of the United Nations.
3. Identify how global businesses benefit from political and economic stability

The final section in this chapter reviews an institution, the United Nations, whose primary purpose is to promote peace between
countries. Peace fosters stability and that stability provides the framework for the expansion of business interests and trade.

Why Does Peace Impact Business?

The opening case study demonstrated how political, economic, and military instability in Europe led to two world wars and
eventually the development of the EU. It’s clear that conflict between countries significantly reduces international trade and
seriously damages national and global economic welfare.

It’s worth noting that there is a wide range of businesses that benefit from war—for example, companies in industries that
manufacture arms, plastics, clothing (uniforms), and a wide range of supplies and logistics. Companies such as BAE Systems,
Lockheed Martin, Finmeccanica, Thales Group, General Dynamics, KBR (Halliburton), Rolls-Royce, Boeing, and Honeywell are
just some of the world’s largest companies in this sector, and all receive benefits that are woven into economic and trade policy
from their respective governments directly as well as through general preferences in trade policies and agreements.

v Did You Know?

Industrialized countries negotiate free trade and investment agreements with other countries, but exempt military spending
from the liberalizing demands of the agreement. Since only the wealthy countries can afford to devote billions on military
spending, they will always be able to give their corporations hidden subsidies through defence contracts, and maintain a
technologically advanced industrial capacity.

And so, in every international trade and investment agreement one will find a clause which exempts government programs and
policies deemed vital for national security.

Nevertheless, military conflict can be extremely disruptive to economic activity and impede long-term economic performance. As a
result, most global businesses find that operating in stable environments leads to the best business operations for a range of reasons:

o Staffing. It’s easier to recruit skilled labor if the in-country conditions are stable and relatively risk-free. Look at the challenges
companies have in recruiting nonmilitary personnel to work in the fledging private sectors of Iraq or Afghanistan. Even
development organizations have been challenged to send in skilled talent to develop banking-, finance-, and service-sector
initiatives. Historically, regardless of which country or conflict, development staff has only been sent into a country after
stability has been secured by military force. Companies have to pay even higher levels of hardship and risk pay and may still
not necessarily be able to bring in the best talent.

¢ Operations. In unstable environments, companies fear loss or damage to property and investment. For example, goods in
transit can easily be stolen, and factories or warehouses can be damaged.

o Regulations. Unclear and constantly changing business rules make it hard for firms to plan for the long term.

o Currency convertibility and free-flowing capital. Often countries experiencing conflict often impose capital controls (i.e.,
restrictions on money going in and out of their countries) as well as find that their currency may be devalued or illiquid.
Financial management is a key component of global business management.

While bilateral or multilateral trade doesn’t always dissuade countries from pursuing military options, countries that are engaged in
trade discussions are more likely to use these forums to discuss other conflict areas. Furthermore, the largest global companies—
Siemens, General Electric, Boeing, Airbus, and others—have the economic might to influence governments to promote initiatives
to benefit their companies or industries.
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Business in Conflict Zones: Angola and Conflict Diamonds

Angola, located in southern Africa, is a country that faced internal devastation from an intense civil war raging from its
independence in 1975 until 2002. For many businesspeople, Angola may seem a relatively obscure country. However, it is the
second-largest petroleum and diamond producer in sub-Saharan Africa. While the oil has brought economic success, the
diamonds, known as conflict or blood diamonds, have garnered global attention. Even Hollywood has called attention to this
illicit trade in a 2006 movie entitled Blood Diamond as well as numerous other movie plots focusing on conflict diamonds,
including one in the James Bond franchise.

So what are conflict diamonds? The United Nations (UN) defines them as follows:

Conflict diamonds are diamonds that originate from areas controlled by forces or factions opposed to legitimate and
internationally recognized governments, and are used to fund military action in opposition to those governments, or in
contravention of the decisions of the Security Council....

Rough diamond caches have often been used by rebel forces to finance arms purchases and other illegal activities.
Neighbouring and other countries can be used as trading and transit grounds for illicit diamonds. Once diamonds are brought to
market, their origin is difficult to trace and once polished, they can no longer be identified.?

First discovered in 1912, diamonds are a key industry for Angola. During its twenty-seven years of conflict, which cost up to
1.5 million lives, rebel groups in Angola traded diamonds to fund armed conflict, hence the term conflict diamonds. Some
estimate that Angola’s main rebel group, National Union for the Total Independence of Angola (UNITA), sold more than $3.72
billion in conflict diamonds to finance its war against the government.3

These morally tainted conflict diamonds, along with those from other conflict countries, were bad for the global diamond
industry—damaging the reputation and integrity of their key commodity product.

In 1999, the UN applied sanctions to ban the Angolan rebels’ trade in conflict diamonds, but a portion of diamonds continued
to be traded by the rebels. The UN conducted extensive investigations. “The Security Council’s diamond campaign is part of
an ongoing UN effort to make sanctions more selective, better targeted and more rigorously enforced instruments for
maintaining international peace and security.”*

Eventually, the UN, various governments, the diamond industry, and nongovernmental organizations, including Global
Witness, Amnesty International, and Partnership Africa Canada (PAC), recognized the need for a global system to prevent
conflict diamonds from entering the legitimate diamond supply chain and thus helping fund conflicts. The process that was
established in 2003 provides for certification process to assure consumers that by purchasing certified diamonds they weren’t
financing war and human rights abuses. As a result, seventy-four governments have adopted the Kimberley Process
certification system, and more than 99 percent of the world’s diamonds are from conflict- free sources.”

The Kimberley Process and global attention have addressed a critical global-business ethics issue. By taking collective ethical
action, the global diamond industry, including firms such as De Beers, Cartier, and Zale, have not only done the right thing but
have also helped preserve and grow their businesses while restoring the reputation of their industry.

For example, South African De Beers is the world’s largest diamond mining and trading company. Prior to UN action and the
Kimberley Process, De Beers was buying conflict diamonds from guerilla movements in three African countries, thereby
financing regional conflicts. One UN investigation in Angola found that rebel forces bartered uncut diamonds for weaponry,
thereby allowing the civil war to continue in 1998 despite international economic and diplomatic sanctions. In 1999, under UN
pressure, De Beers decided to stop buying any outside diamonds in order to guarantee the conflict-free status of its diamond.5

Today, De Beers states that 100 percent of the diamonds it sells are conflict-free and that all De Beers diamonds are purchased
in compliance with national law, the Kimberley Process, and its own Best Practice Principles.7

Angola is still dealing with the loss and devastation of an almost thirty-year conflict with its quality of life among the worst in
the world in terms of life expectancy and infant mortality. Nevertheless, the country has made rapid economic strides since
2002 and is now one of the fastest-growing economies in Africa. Conflict diamonds are no longer traded in Angola. The
country is a Kimberley Process participant and currently produces approximately 9 percent of the world’s diamonds.?
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The United Nations

The United Nations (UN) was formed in 1945 at the end of World War 1II to replace the League of Nations, which had been formed
in 1919. Its original goals remain the same today: to maintain international peace and security; to develop friendly relations
between nations; and to foster international cooperation in solving economic, social, humanitarian, and cultural issues. There is an
underlying premise of human rights and equality. Almost all of the world’s countries are members—currently 192 nations—with
only a few smaller territories and Taiwan, out of deference to China, given observer status and not membership. The UN is funded
by member countries’ assessments and contributions.

The work of the UN reaches every corner of the globe. Throughout the world, the UN and its agencies assist refugees, set up
programs to clear landmines, help expand food production, and lead the fight against AIDS. They also help protect the
environment, fight diseases, reduce poverty, and strive for better living standards and human rights. Although the UN is often best
known for peacekeeping, peace building, conflict prevention, and humanitarian assistance, the organization also works on a broad
range of fundamental social, economic, environment, and health issues. In the Ethics in Action sidebar on Angola, you learned how
the UN led the way to resolving the problem of conflict diamonds and partnered with the global diamond industry to develop a
long-term solution to a thorny ethical trading problem and promote peace and stability in former conflict countries like Angola.

A secretary-general leads the UN and serves for a five-year term. Structurally, the UN consists of six main bodies:

1. General Assembly. This is the deliberative body of the UN and consists of all of the member countries that meet in regular
sessions throughout the year. All of the members have an equal vote in the General Assembly.

2. Security Council. This body is responsible for addressing issues related to peace and security. It has fifteen members, five of
which are permanent country representations—the United States, the United Kingdom, Russia, China, and France. The
remaining ten are elected by the General Assembly every two years. As you may expect, there’s a great deal of political
wrangling by countries to be on the Security Council, which is deemed to have significant power. All decisions by the Security
Council are supposed to be binding on the rest of the member nations of the UN.

3. Economic and Social Council (ECOSOC). This body is responsible for issues related to economics, human rights, and social
matters. A number of smaller commissions and specialized agencies carry out this council’s work. The ECOSOC works closely
with the World Bank and the International Monetary Fund.

4. Secretariat. The Secretariat oversees the operations of the UN and is technically headed by the Secretary-General

5. International Court of Justice. Located in The Hague, this body hears disputes between nations. The court consists of fifteen
judges who are elected by the General Assembly and the Security Council. The court reviews cases concerning war crimes,
genocide, ethnic cleansing, and illegal interference by one country in the affairs of another, among others.

6. UN Trusteeship Council. While an official part of the UN Charter charged with overseeing all trustee territories under UN
custody, this body is currently inactive.
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Figure 2.6.1:The United Nations System Source: The United Nations

v Did You Know?

A strong UN is the world’s most effective voice for international cooperation on behalf of peace, development, human rights,
and the environment. The UN has also sought to forge partnerships outside of the traditional diplomatic arena. One such
partnership that is of growing interest to private sector businesses is the UN Global Compact. This is a strategic policy
initiative for businesses that are committed to aligning their operations and strategies with ten universally accepted principles.
Why would companies want to align their businesses with these principles? For starters, some businesses see it as a way to be a
good global corporate citizen, a label that they can use to attract and retain the best workforce as well as use in marketing
efforts to exhibit their global corporate responsibility. The UN is motivated to engage the private sector in helping solve the
world’s most pressing problems, often with for-profit solutions.

The United Nations Global Compact presents a unique strategic platform for participants to advance their commitments to
sustainability and corporate citizenship. Structured as a public-private initiative, the Global Compact offers a policy framework
for the development, implementation, and disclosure of sustainability principles and practices related to its four core areas:
human rights, labour, the environment and anti-corruption. Indeed, managing the enterprise risks and opportunities related to
these areas is today a widely understood aspect of long-term “value creation”—value creation that can simultaneously benefit
the private sector and societies at large.

With over 7700 business participants and other stakeholders from more than 130 countries, the Global Compact offers
participants a wide spectrum of specialized work streams, management tools and resources, and topical programs and projects
—all designed to help advance sustainable business models and markets in order to contribute to the initiative’s overarching
objective of helping to build a more sustainable and inclusive global economy.’

Companies use their participation in the UN Global Compact to illustrate that they are good global corporate citizens, in an effort to
satisfy the objectives of consumers, suppliers, and investors as well as government and nongovernment entities—all of whose
support a global company needs to achieve its global business objectives.
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One example is Coca-Cola and its adherence to maintaining its good global business citizenship also earns it the ability to influence
trade and economic policy with governments and organizations that can positively impact its business interests in select markets
around the world. For example, Coca-Cola highlights its commitment on its website and in global reports. The company explains
on its website, “In March 2006, The Coca-Cola Company became a signatory to the United Nations (UN) Global Compact,
affirming our commitment to the advancement of its 10 universal accepted principles...in the areas of human rights, labor, the
environment and anti-corruption. Several of our bottling partners are also signatories.”'°

? The Ten Principles of the UN Global Compact

Human Rights

e Principle 1: Businesses should support and respect the protection of internationally proclaimed human rights; and
e Principle 2: make sure that they are not complicit in human rights abuses.

Labour

 Principle 3: Businesses should uphold the freedom of association and the effective recognition of the right to collective
bargaining;

e Principle 4: the elimination of all forms of forced and compulsory labour;

e Principle 5: the effective abolition of child labour; and

e Principle 6: the elimination of discrimination in respect of employment and occupation.

Environment

o Principle 7: Businesses should support a precautionary approach to environmental challenges;
o Principle 8: undertake initiatives to promote greater environmental responsibility; and
e Principle 9: encourage the development and diffusion of environmentally friendly technologies.

Anti-Corruption

« Principle 10: Businesses should work against corruption in all its forms, including extortion and bribery.'!

UN as a Business Partner

The UN has a very clear diplomatic role on the global stage. It’s also important to remember that it works closely with the private
sector, which actually carries out the vast amount of services and projects around the world. Global businesses sell to the UN just
as they do to their own governments and public-sector organizations. Each arm of the UN has a procurement office. The UN
Procurement Division does business with vendors from all over the world and is actively working to increase its sources of supply
from developing countries and countries with economies in transition.

? Key Takeaways

o While certain industries (e.g., defense companies) benefit from conflict, in general global firms prosper best in peaceful
times. The primary impact for businesses is in the areas of staffing, operations, regulations, and currency convertibility and
financial management.

e The United Nations (UN) was formed at the end of World War II in 1945. Its original intent remains the same: to maintain
international peace and security; to develop friendly relations between nations; and to foster international cooperation in
solving economic, social, humanitarian, and cultural issues.

e The six main bodies of the UN are the (1) Secretariat, (2) Security Council, (3) General Assembly, (4) Economic and Social
Council, (5) International Court of Justice, and (6) UN Trusteeship Council. The Secretary-General leads the UN.
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