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n thinking about the emerging relationship

between the United States and the global econ-

omy, | am struck by a rather curious anomaly:
The more dominant our status as a military, eco-
nomic, and geopolitical superpower, the more
dependent we seem to have become on the rest
of the world. Global interdependence is more than
a new cliché-it is a sobering reality.

Global terrorism is widely considered to be the
transcendent threat to our national security. Here,
too, we urgently need the continuing cooperation of
the rest of the world, as we are learning-a bit reluc-
tantly—in our sobering post-war experience in Irag.

We would also do well to remember the sage
caveat of one French observer, who said that “when
economics gets important enough, it becomes polit-
ical,”—an idea that rings especially poignant next to
Herbert Stein’s pungent remark that “if something
is unsustainable, it tends to stop.”

We are now confronted with at least two such
“unsustainables” that could easily unsettle the global
political economy: our unprecedented current
account deficits and the emerging global aging crisis.

For years, leading international economists have
said that the U.S. could sustain a current account
deficit of 2-3 percent of the GDP. Today, the melan-
choly fact is that America’s current account deficit
is at record-shattering levels, about 5 percent of GDP
and climbing. In the 1980s, when the U.S. experi-
enced its previous record current account deficit,
at about 3.5 percent of the GDP, the dollar fell by
one-third on a trade-weighted basis and about half
vis-a-vis the yen. Possible scenarios on our mind-
numbing current account deficits include some
potentially troublesome outcomes. These should
stimulate Americans to do everything possible to
manage our economy, and most particularly our
deteriorating fiscal outlook, better than we are today.
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Global aging—by which | mean both the explosion
in both the longevity and the sheer numbers of
elderly, combined with an unprecedented drop in
birth rates; and the shrinking future crop of taxpay-
ing workers in most developed countries—this is
another prime candidate for unsustainability. In
our pay-as-you-go, unfunded world of senior bene-
fits, there is virtually unanimous agreement that the
implied tax increases or benefit cuts or increases
in debt-or all of the above—are both unsustainable
and unthinkable in economic, political, or indeed
moral terms. Europe’s and Japan’s predicament is
even more sobering than ours.

The conventional wisdom tells us that, given the
toxic politics of reforming these senior benefit pro-
grams in a timely manner, only a crisis—perhaps in
our financial and exchange rate markets—will ener-
gize a solution. But let us be clear: This has serious
implications for us all, particularly in our tightly
linked capital markets.

Both of these unsustainable scenarios dramatize
the need for sound, courageous, and cooperative
management of our domestic economies and the
global economy.

Returning to my basic theme of the new urgency
of global interdependence, a further comment on
the U.S. role: The United States has become the
engine of the world economy but even more impor-
tant is seen, however grudgingly, as the example of
what a 21¢-century economy is likely to be. Among
the mature countries in the world, the U.S. is one
of very few that is generating sufficient domestic
demand to absorb exports from the emerging mar-
ket countries and others. It is one of very few that
has demonstrated the flexibility and, in particular,
the labor mobility to define and weather the rapid
technological, scientific, business, and financial
innovations that characterize the global economy.



It is one of very few that has developed both the
capital market structure to sustain risk-taking and
the institutions to reward business success and
deal with business failure. As a result, productivity
has grown rapidly, the standard of living has leapt
ahead, and the U.S. has attracted professionals and
skilled and unskilled labor from around the world.
Even our mistakes, such as the extensive corporate
governance scandals that emerged in 2001-2002,
are studied around the world.

So, in many ways, the world seems more depend-
ent than ever on the U.S. economy.

At the same time, the U.S. economy is also more
dependent than at any other time since perhaps
the nineteenth century on the rest of the world
economy, and thus on growth and financial stability
abroad. One reason is the simple fact of globaliza-
tion, longstanding in the financial markets but
now also a fact of life in the production of goods
and, increasingly, services, making the national
economies of mature and emerging countries
increasingly more tightly linked and interdependent.
A second reason is that the United States has
become the world’s largest debtor: Until our yawn-
ing savings-investment gap closes, the U.S. requires
an unprecedented steady and reliable inflow of
savings from the rest of the world.

As a result, the U.S. also has a crucial stake
in the strength and effectiveness of institutional
frameworks in other countries, as well as of the

international economic institutions. The Bretton
Woods institutions may require reforms, but the
U.S. has every interest in strengthening them,
rather than allowing them to wither. Similarly, the
U.S. has an important stake in seeing that the latest
round of trade negotiations under the World Trade
Organization comes to a successful conclusion.
There is an obvious need for greater direct U.S.
engagement in institutional development in individ-
ual countries as well.

Moreover, the U.S. stake in emerging market
countries provides a rich agenda for the United
States to engage its economic partners in the
mature economies. We have a common interest
in resolving the current global imbalances in a
manner that continues to raise, not just maintain,
the standard of living in the mature economies—
an especially challenging task given the daunting
demographic developments lying ahead for the
world’s wealthy countries. And we have a large
common interest in raising the standard of living
and increasing the economic integration of the
emerging market countries, since we know from the
post-World War Il experience that economic integra-
tion and prosperity together provide a strong bul-
wark against global instability and, now, terrorism.

A more visible and robust U.S. commitment to
strengthening international economic architecture
and performance would enhance U.S. “soft power,”
arguably something just as important to its long-run
national interests as its role as a military power.
This would also help reduce both the generalized
turbulence in the increasingly integrated and inter-
dependent world economy and the added turbu-
lence caused by the two current “unsustainables”
| have mentioned—America’s massive current
account and domestic deficits and what can safely
be called the global aging crisis.
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[though Total is based in Europe, that doesn’t

necessarily mean we see things so very

differently from our counterparts in other
regions. Increasingly, multinational companies
like ours face the same conditions, challenges,
and opportunities wherever they operate, as global-
ization profoundly reshapes today’s world.

In the years leading up to September 11", that
world may have been lulled into complacency. The
euphoria that greeted the fall of the Berlin Wall and
the hopes raised by the Middle East peace process
had created a burst of optimism that democracy
and stability would spread. But the geopolitical ten-
sions stemming from the terrorist attacks on the
World Trade Center have been a wake-up call to
multinationals about the ongoing risk of global ter-
rorism. Since multinationals often work in high-risk
countries, terrorism is a major concern. Many of our
own teams, for instance, have to manage such risks
in their day-to-day operations.

But heightened sensitivity to sustainable develop-
ment and a re-examination of the legitimate role of
companies in society make for a more fundamental,
sweeping change that is having an even greater
impact on how companies operate and expand glob-
ally. Economic, energy, environmental, and political
uncertainties are fueling a preoccupation with these
issues, but there is also a widely held belief that
nations and government organizations cannot
resolve the challenges of globalization without the
support of companies. As a result, companies are
being asked to develop solutions to help alleviate
fundamental problems such as global warming,
inequality between industrialized and developing
countries, and access to energy. The spotlight is
on corporate social responsibility.

As an energy and chemical company operating
in 120 countries, Total is inevitably a major player
in this global process. We were pursuing sustainable
development long before it attracted broad media
coverage, and our core commitments include:
= reducing our environmental footprint

and industrial risk;
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= |everaging oil and gas resources;

= developing new energies;

= fostering equity and diversity in our labor
relations and human resources; and

= integrating our operations into local communities.

Our initiatives leverage a high degree of technolog-
ical know-how and innovation, and require constant
management oversight. The human factor heightens
this complexity, as does the diversity of situations
in which we operate. This is particularly true where
social, societal, and ethical issues are concerned,
which is why | will be focusing on them here.

The operations of a multinational like Total gener-
ate considerable wealth. How to use that wealth
to drive local and regional development is a key
societal concern for us. The question of how best
to contribute to regional development is particularly
sensitive in emerging countries, where our capital-
intensive industrial projects can create social insta-
bility if not properly handled.

Any local or regional response must first take
the full measure of the situations, cultures, and con-
straints involved—programs can be effective and effi-
cient only if we clearly understand the priorities of the
people concerned. Communities in non-OECD coun-
tries are more focused on health and education, for
example, while those in OECD nations tend to empha-
size continuous improvement in the quality of life.

Getting things right also means listening to and
dialoguing with the people in neighboring communi-
ties to understand their needs. Front-line partner-
ships enable us to identify the right project at the
right time in the right place. This is why we continue
to form partnerships with NGOs that have strong
local ties; and why we promote active participation
by local communities. It is the best way to ensure
the long-term success of the development process—
even after Total leaves.

This approach to community relations is not
restricted to European companies. In fact, we in
Europe have probably not done as much to formal-
ize our societal practices as our North American
counterparts. At Total, we’ve been focusing on for-



malizing this process and promoting experience-
sharing among regions and businesses for the
past year or so.

In the area of human resources, we feel that
corporate social responsibility means ensuring
that baseline labor standards are set so that our
employees are united on a level playing field within
the company. Not to sound clichéd, but | think that
the special emphasis on this at Total probably stems
from our European sensibilities. Corporate stan-
dards are also the best way to ensure equity,
one of our core values.

Our salary policy, for example, aims to provide
all employees across the globe with total compen-
sation that is competitive in their market and that
rewards both individual and corporate performance.

We have also created a corporate body to monitor
the current insurance and retirement plans of all
our companies worldwide. Our goal is to go beyond
national requirements and, when necessary, offset
the lack or inadequacy of government-mandated
programs, thereby contributing to the financial
security of employees and their families.

Our ethics-related actions and responsibilities,
too, we frame within the context of more universal
principles that transcend borders. Civil society
is increasingly concerned with ethics and human
rights—both corporate and personal—and, as respon-
sible citizens, employees must be able to take pride
in their company’s ethical record. This is a positive
development for society as a whole, wherever people
live or work, but ethical issues are often so complex
that there is no simple answer—especially for compa-
nies like us operating in challenging environments.

At Total, our actions, standards, and practices
must comply with the ethics, corporate values,
and principles set out in our Code of Conduct.
The Code—a benchmark for employees and people
outside Total-upholds the universally recognized
principles of the Universal Declaration of Human
Rights and the International Labour Organization.

The cultural, political, geographic, and economic
diversity that multinationals deal with every day
make strict ethical principles and rules crucial—
Total’s management closely tracks how our Code of
Conduct is being applied in a wide variety of circum-
stances. These scenarios can sometimes be very
challenging for the local population—political insta-
bility, lack of democracy, internal divisions, war-and
they can also place serious ethical demands on our
teams, as they seek to apply our values in countries
that are not democracies without imposing a cul-
tural model perceived as alien to local principles.
The Code of Conduct is a valuable aid in our ongoing
efforts to strike the right balance.

But it is not enough on its own-we have to
help people apply these values in their day-to-day
activities. This requires practical training, advice,
and oversight, which is provided by our Ethics
Committee, set up in March 2001. Anticipating
and preventing problems in these areas is the
duty of everyone in the company.

Transparency is another key concern for the
oil industry, and here our position is unambiguous:
We will participate in measures that would enhance
transparency, for example, within the framework
of a supranational organization that would publish
consolidated revenue figures with the agreement
of the governments concerned. And we contributed
to the Extractive Industry Transparency Initiative
(EITI), endorsed by the G8 at the Evian Summit in
June 2003 in the Action Plan on Fighting Corruption
and Improving Transparency.

Managers and employees alike must set an
example in this area. We must all take personal
responsibility and conduct ourselves ethically in
both our personal and professional lives. There
is no room for a double standard.
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Imost everywhere in Asia, economic growth

has slowed down perceptibly in recent years.

Japan is in its second decade of stagnation
and, even with the recent optimism about recovery,
expects to eke out only a modest growth in 2003.
The “four little dragons” of the 1980s and early
’90s-Singapore, Hong Kong, Taiwan, and South
Korea—have not done much better since the Asia
financial crisis of 1997-98. Singapore, which was
accustomed to 8 percent or higher growth every
year before 1998, has had two negative growth
years since then (1998 and 2001) and appears to
be heading into another one this year. Hong Kong
experienced -5 percent growth in 1998 and has
averaged about 4 percent growth since then—lack-
luster compared to its record before 1998. Taiwan
has gone from 6-8 percent annual growth in the
decade before 1998 to an average of 3-4 percent
since then. South Korea, after recovering from a
6.7 percent contraction in 1998, has performed
erratically, and in fact experienced sequential quarter-
to-quarter contraction in the first half of 2003. The
other smaller economies in South Asia have behaved
more or less similarly to the four little dragons.

The only major strong-growth economy belongs
to China. There, the growth has averaged above 6
percent since 1998. What caused the slowdown in
economic growth in all the countries outside China?
There were perhaps many reasons, but the biggest
reason may be one word: China. For more than a
decade now, China has acted as a strong magnet
for manufacturing industries. China has a large avail-
able workforce of good quality; its wage levels are
low compared to most of the developing nations in
Asia; and its national and local governments have
been very solicitous in attracting investments, tech-
nology, and talents.
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After more than a decade of strong growth,
China’s magnetism shows no sign of weakening.
Only a small percentage of the potential workforce
is tapped. As manufacturing goes inland from the
coastal area and as China’s agricultural economy
converts to industrial, the potential availability of an
industrial workforce is almost unlimited. The wage
levels are rising, but have a long way to go before
they catch up even with most of the developing
countries. As to the government’s efforts to attract
investors and expatriate and repatriate talents, well,
success feeds upon itself, and the national and local
governments certainly show no sign of tiring so far.

China’s climb up the manufacturing technology
ladder has been fast. In the late 1980s and early
‘90s, aside from the state-owned heavy industries,
China’s manufacturing consisted of light industries
using what was generally considered lower-end
technology—textiles, bikes, shoes, etc. In the mid
’90s, China got into PCs and electronic assembly.
Now it is building up critical components industries,
such as semiconductors.

In expanding the size, the technology, and the
range of its manufacturing, China is doing what
Japan and the smaller countries in East Asia did
in the decades after World War Il. In the process,
China is, to a significant extent, out-competing
other Asian countries and taking over the position
that the other countries, including Japan, enjoyed
in the world supply chain.

What should the other Asian countries do?
Basically, the companies in the other countries
have responded with a two-part solution. First,
move manufacturing to China when economics



requires and politics permits. This part of the
solution has met with reasonable success, at least
from the companies’ point of view—indeed, compa-
nies’ very success has led to slower growth for their
home countries’ economies.

The second part of the solution is to create a
new business model or business that will allow the
company to continue to operate competitively in
the home country. This new model or business
might be variously described as more marketing-

oriented, more knowledge-based, or higher value-
added. Many companies in Asia are attempting this.
Even companies in China are trying to upgrade to
higher levels of value-added as they gradually cap-
ture more and more older-style manufacturing.

But to succeed in creating new business models
and businesses requires lots and lots of innovations,
entrepreneurship, and investments. Do the coun-
tries of Asia have the educational system and social
culture to spawn the necessary innovations and
entrepreneurship? Do they have the financial institu-
tions to provide the investments? Do the govern-
ments maintain enough of a level playing field,
so that small entrepreneurial companies don’t get
snuffed out or gobbled up just when they begin
to have a little success?

Social, cultural, and institutional challenges cre-
ate their own limits to economic growth, which are
quite different from the limits imposed by environ-
mental and natural resource constraints. Faced
with these challenges, constant self-renewal-as the
United States seems capable of—appears to be the
only way to keep lifting the economic plateau. Japan
reached a high plateau in the late 1980s and has
stayed there since then. Will it lift itself to a higher
one? Each of the four little dragons seems to have
reached its own plateau in the years after 1997-98.
Will they lift themselves to higher plateaus? It’s
hard to be optimistic, because societal, cultural,
and institutional transformations are difficult and
take a long time.

But one waits and sees.

THE CONFERENCE BOARD 2003 ANNUAL REPORT

13



	Contents
	President's Letter
	Chairman's Letter
	Commission on Public Trust
	Restoring Public Trust Conference
	Annual Essays
	Global Interdependence
	Corporate Social Responsibility
	Lifting Asia's Economic Plateau

	Building Bridges
	Topic Directory
	Corporate Citizenship / Business Ethics
	Corporate Governance
	Economics
	Management / Operations
	HR / Organizational Issues
	Strategy / Finance
	Marketing / Communications

	Financials
	Statement of Financial Position
	Statement of Activities

	Global Counsellors
	Board of Trustees
	Addresses



