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1 Globalization and Corporate Social Responsibility – Anything New? 

In the present chapter we will focus on the problem of globalization and its consequences for 

theorizing on corporate social responsibility (CSR). The social responsibilities of business in 

a market society have been discussed for decades, long before globalization became a catch-

word (see, e.g., Baumhart 1961; Bowen 1953; Donham 1927). The capitalist system, i.e., vol-

untary exchange on free and open markets, is widely considered the best societal coordination 

measure to contribute to individual freedom and the wellbeing of society (Friedman 1962, 

Hayek 1996). Though the functions of the state system have always been a matter of debate 

(see, e.g., Block 1994), it is generally acknowledged that in capitalist societies it is the task of 

the state to establish the preconditions for the proper working of markets, i.e., to define legal 

rules such as property rights and contractual rights, to erect an enforcement body, to provide 

public goods, and to reduce or avoid the consequences of externalities. At the same time, pri-

vate firms are entitled to own means of production and to run a business, i.e. to supply goods 

and services for a return in private profits, as it is the “invisible hand” of the market which 

directs the behavior of firm owners towards the common good. The state, it was assumed, is 

capable of setting the rules in such a way that the consequences of market exchange contrib-

ute to (or at least do not harm) the well-being of society. 

Business firms have to obey the law – this has always been a precondition and has been 

accepted as a minimum social responsibility of businesses, even by the harshest critics of 

CSR (see, e.g., Friedman 1970; Levitt 1970). However, as the system of law and the enforce-

ment apparatus of the state are incomplete there is a likely possibility of regulation gaps and 

implementation deficits which have to be filled and balanced by diligent managers with pro-

social behavior and an aspiration to the common good (e.g., Stone 1975). In as much as the 

state apparatus does not work perfectly there is a demand for social responsibilities of busi-

ness, i.e. corporations are asked to comply to the law when the enforcement body is weak and 
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to even go beyond what is required by law, when the legal system is imperfect or legal rules 

are incomplete. 

With globalization, it seems, the negative consequences of businesses have intensified 

(see, e.g. Mokhiber and Weissman 1999, Korten 2001), as has the public call for corporate 

responsibility (Parker 1998). Several scholarly journals have dedicated special issues to the 

relationship between globalization and CSR (see, e.g., Business Ethics Quarterly 2004, 2006; 

Journal of Business Ethics 2005). Paradoxically, today, business firms are not just considered 

the “bad guys”, causing environmental disasters, financial scandals, and social ills. They are 

at the same time considered the solution of global regulation and public goods problems (e.g., 

Margolis and Walsh 2003; Matten and Crane 2005) as in many instances state agencies are 

completely overtaxed or unwilling to administer citizenship rights or contribute to the public 

good.  

We hold that the solution of globalization problems is not just a matter of degree of en-

gagement in CSR, i.e. of more or less investment of business firms in CSR projects 

(McWilliams and Siegel 2001). Rather we suggest that with globalization a paradigm shift is 

necessary in the debate on CSR. Current discussions in CSR are based on the assumption that 

responsible firms operate within a more or less properly working political framework of rules 

and regulations which are defined by governmental authorities. With globalization, we sug-

gest, this assumption does not hold any more. The global framework of rules is fragile and 

incomplete. Therefore, business firms have an additional political responsibility to contribute 

to the development and proper working of global governance. 

This chapter will be organized as follows: First, in section two, we will explain the con-

cept of globalization. We will describe its conceptual variants and point to some of the phe-

nomena that are associated with this process. Next we will describe the traditional paradigm 

of CSR where the responsibilities of businesses are discussed vis-à-vis a more or less properly 
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working nation state system and a homogenous moral (cultural) community (section three). 

We will argue that both these assumptions become problematic in the current “post-national 

constellation” (Habermas 2001) (section four). We describe the new situation with regulatory 

gaps in global regulation (Braithwaite and Drahos 2000), an erosion of national governance 

(loss of national sovereignty and the exterritorial application of national law) (Kobrin 2001, 

Strange 1996), and a loss in moral and cultural homogeneity in the corporate environment. 

We discuss the consequences of the post-national constellation with the help of two recent 

observations of business firms’ behavior which call for a fresh view on the concept of CSR 

(section five). In section six we describe the necessary paradigm shifts toward a new politi-

cally enlarged concept of CSR in a globalized world. 

 

2 Globalization: A Social and Economic Phenomenon 

2.1 What is Globalization? 

Globalization is one of the most cited catchwords of our time and is used to describe a process 

of social change on the macro level of societies. Today, many social and economic phenom-

ena such as peace, crime, migration, production, employment, technological developments, 

environmental risks, distribution of income and welfare, and social cohesion and identity are 

considered to be affected by the process of globalization (see, e.g., Brakman, Garretsen, van 

Marrewijk, van Witteloostuijn 2006; Cohen and Kennedy 2000; Held, McGrew, Goldblatt, 

and Perraton 1999; Scholte 2005). We define globalization as the process of intensification of 

cross-area and cross-border social relations between actors from very distant locations, and of 

growing transnational interdependence of economic and social activities (see, e.g., Beck 2000; 

Giddens 1990). Giddens (1990: 64) holds that with globalization “the modes of connection 

between different social contexts or regions become networked across the earth’s surface as a 

whole.“ 
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During this process the nation state loses much of its political steering capacity (e.g., 

Beck 2000; Habermas 2001; Strange 1996). The state’s enforcement power is bound to its 

territory while the subjects of state regulation, especially the business firms, have massively 

expanded their activities beyond national borders. At the same time, new social and environ-

mental challenges emerge which are transnational in scope and cannot be regulated or gov-

erned unilaterally (e.g., global warming, crime and terrorism, diseases, etc). Also, new actors 

and institutions, such as international organizations, transnational corporations, non-

governmental organizations, and civil society groups gain political influence. Their activities 

are not limited to a certain territory. Their influence stems from the political power they can 

exert inside and outside the traditional institutions of nation-state politics, e.g., by lobbying, 

public relations, campaigning, knowledge and competence, offering material or symbolic 

support, or threatening with disinvestments or the retreat of resources. As a result we observe 

new forms of governance below, above and beyond the nation state (Beck 2000; Zürn 2002). 

This definition of globalization emphasizes the process aspect of change and is related 

to other concepts that describe the status quo towards this change process develops (“global-

ity”) and the normative claims that are related to this process. The concept of “globalism” is 

used to describe an ideology, i.e., a normative attitude towards the process of globalization. 

While globalization protesters and skeptics reject the idea that the globalization process will 

lead to more prosperity and social well-being in the world (“anti-globalism”) (see, e.g., Klein 

2000), the adherents of globalism are convinced that an unconstrained and borderless world 

economy will make everybody better off (e.g., Irwin 2002; Krauss 1997; Norberg 2003). They 

advocate a primacy of market imperatives over political regulation via the nation state. The 

central idea of modernity – that nation state politics shall define the legal, social and ecologi-

cal framework and the restrictions within which market transactions take place – is abandoned 

in favor of a dominance of economic rationality (see, critically, Beck 2000; Giddens 1990). 
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2.2 What are the Causes of Globalization? 

One could suggest that the globalization process was started to some extent deliberately by 

political decisions. However, it was also caused and/or supported by technological, social, and 

economic developments. The intensified cross border transfer of resources, such as assets, 

capital, and knowledge, is in part a result of the liberalization policy of many nation state 

governments after WWII. The growing cross-area and cross-country social exchange was also 

made possible through technological inventions and achievements (e.g., telecommunications, 

mass media, the Internet, transportation, etc.). The exchange processes are accompanied by a 

growing interdependence between citizens from different communities through the emergence 

of global risks (e.g., nuclear weapons, global warming, global diseases, etc.) which connect 

the destinies of peoples with each other. In the following we will describe some dimensions of 

globalization.  

2.3 Dimensions of Globalization 

• Political Decisions and Disruptions 

The General Agreement on Tariffs and Trade (GATT) at the end of WWII was certainly an 

important factor for the liberalization of the world economy (see, e.g., Hoekman and Kostecki 

1995). At the end of WWII in Bretton Woods politicians from over twenty countries decided 

on the post-war economic order. They shared the conviction that free and open trade would 

lead to world-wide prosperity and would in turn reduce the possibility of war and forceful 

conflicts. The GATT (and later the WTO) member states decided to reduce tariffs and de-

crease non-tariff barriers to trade step by step. This process of liberalization in cross country 

trade and investments was accompanied by a policy of liberalization and privatization in 

many of the industrial states in the Western world. Highly regulated industries with state-

owned or controlled firms and monopolies such as telecommunications, public transport, elec-

tricity, and water were privatized. In the 1980s, the collapse of the iron curtain of the Com-
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munist countries in Eastern Europe, and in many other countries in the world, led to another 

breakdown of trade barriers and encouraged intensified cross-border trade and investments.  

• Technological Developments and Achievements 

The rapid technological development in the communication industry led to a significant de-

cline in communication costs. Perraton, Goldblatt, Held, and McGrew (1998: 143) reported 

that the costs for a 3min phone call from New York to London dropped from 244.65 US $ in 

1930 to 3.32 US $ in 1990 (measured in 1990 US $). The advances in telecommunications 

and in computer technology along with the invention and growth of the Internet have made it 

possible for people to communicate with each other between virtually all points on the earth. 

Along with the decrease in communication costs there has been a dramatic drop in transporta-

tion costs (Perraton et al. 1998: 143). 

• Socio-cultural Developments 

As a result of globalization, the more or less homogenous cultures of the pre-

globalization world were dissolved. New values and life styles have entered the static world 

of traditional cultures: values, attitudes and social practices that were once taken for granted 

have lost their certainty. This process is accompanied by the various migration processes 

which lead to a pluralism of cultures and values and to a growing heterogeneity of social ex-

pectations. 

At the same time we observe the emergence of new social movements, civil society 

groups, and NGOs which aggregate diverse and disparate opinions and concerns into shared 

interests and thus create new identities for people who lose the backing of their traditional 

home culture and their reliance on the capacity of official state agencies to resolve issues of 

public concern. These new social movements can gain political currency outside and beyond 

the traditional institutions of the state system (such as, e.g., political parties, parliaments etc.). 
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• Economic Developments 

On the macro level, the liberalization of trade, investments and financial transactions has led 

to a huge increase both in foreign direct investments and in cross-border trade (see, e.g., 

Brakman et al. 2006; Held et al. 1999). Though some authors suggest that with regard to cer-

tain macro economic measures the situation today is not much different than it was one hun-

dred years ago (see, e.g., Hirst and Thompson, 1996), we hold that we are confronted with a 

new situation without precedent in history. First, economic measures show that for several 

decades the growth rate in the volume of world merchandise exports has been much higher 

than the growth rate of world GDP and that the intra-firm trade has expanded dramatically 

(Held, et al. 1999). Second, the unprecedented interconnectedness of the destiny of people 

from different social settings and distinct locations has created new challenges. 

Also, on the firm level, one can observe an entirely new situation. Business firms are 

able to split up their value chain and to source where the production of goods and services is 

most efficient. By means of technology they are able to collect information about sources, 

qualities and prices, and to coordinate the various value chain processes inside and outside the 

boundaries of the firm.  

Today, large multinational corporations have become very powerful economic and so-

cial agents. The world’s biggest corporations have revenues that equal or even exceed the 

gross domestic product of some developed states (Chandler and Mazlish 2005). The power of 

MNCs is not just based on the enormous amount of resources they control. Their power is 

further enhanced by their mobility and their capacity to shift resources to locations where they 

can be used most profitably and to choose among suppliers applying criteria of efficiency. In 

effect this gives multinational firms the latitude to choose locations and the legal systems un-

der which they will operate (Roach 2005; Scherer, Palazzo, and Baumann 2006). 

However, the power of the MNCs and their leaders is not unlimited. Rather, top manag-
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ers more and more feel the pressure of the global financial markets when they have to respond 

to the profitability demands of investors and have to protect their firms from hostile take-

overs. Institutional investors direct their attention and money to profitable firms and invest-

ments. Corporations that do not earn a high enough profit are sanctioned with disinvestment. 

Managers who do not focus on a high stock price may become the targets of takeovers. All in 

all the global financial market pressures business firms to stress profit and to engage only in 

such projects that will lead to a satisfactory return. Altruistic managers with pro-social atti-

tudes may therefore be suspect in the emerging shareholder society and may be forced to 

adapt their behavior to the expectations of profit seeking investors. 

• The Emergence of Transnational Risks 

The process of globalization is accompanied by the emergence of global risks (Beck 1992, 

1999): Citizens from very different communities and countries realize that their destiny is 

bound together and depends on how economic and political actors in other countries behave, 

though they often have no influence to regulate or determine their behavior. Environmental 

disasters (Tchernobyl, global warming, overfishing of oceans, loss of bio-diversity, etc.), 

global diseases (bird flu, mad cow disease etc.) and social problems (drugs, organized crimi-

nality, terrorism etc.) do not halt at national borders but affect the live of people who become 

aware that their traditional nation state institutions have become unable to protect them from 

harm. 

2.4 Consequences and Challenges of Globalization: A New Phenomenon 

What is new about the current globalization? It is a new phenomenon that our everyday life 

and activities expand over national borders, that new social networks with mutual depend-

ences are created which lead to emerging new responsibilities. Community, work, and capital 

are losing their home and locus and we are confronted with different cultures and life styles, 

while society is pluralized and common traditions, cultural values, and social certainties 
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emerge into a melting pot of various values and life styles. At the same time, we find our-

selves in a world society without a world state and without a world government (Beck, 2000).  

In this new situation the traditional division of labour between nation state politics and 

private business may not be sufficient to guarantee the efficient and peaceful integration of 

society. We hold that with globalization business firms become political actors that have so-

cial responsibilities beyond their economic role, and the mere compliance to the law and rules 

of common decency is not the appropriate response to the new challenges. Next we will de-

scribe the traditional paradigm of CSR that was implicitly based on the separation of political 

and economic responsibilities. Following that we will describe the new “post-national constel-

lation” that calls for a new understanding of CSR. 

 

3 The Traditional Paradigm of CSR 

In 1993, Shell was confronted with a massive but nonviolent protest of the Ogoni Peo-

ple in Nigeria. Led by the writer Ken Saro Wiwa, the Ogoni protested against the fact that the 

money for the oil extracted from their land disappeared into the pockets of the corrupt Nige-

rian military junta while for them there was nothing left but a wasted and highly polluted ter-

ritory. When Saro Wiwa was arrested as a rebellion leader, human rights groups urged Shell 

to use its influence on the Nigerian government to prevent them from executing him. At that 

time, Shell Group Chairman Herkströter argued that the corporation as an economic actor had 

no licence to interfere with political processes and that Shell prefered to remain politically 

neutral (Livesey 2001). 

Whatever the scope of corporate responsibility in management theory and practice, it 

implicitly builds upon the neoclassic concept of a strict division of labor between political and 

economic actors and domains. As the Shell anecdote suggests, this neoclassic thinking is 

deeply embedded in managerial perceptions of societal responsibilities. The corporation as a 
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private actor should focus on profit seeking and public problems should be dealt with by the 

state and its institutions (Friedman 1962; Sundaram and Inkpen, 2004). While corporations 

act on markets, the state provides the stable contexts for these markets by making the required 

infrastructural investments.  

Paradoxically, even in the scholarly debate on CSR, this neoclassic focus is salient. 

Large parts of the literature operate with an instrumentalist understanding of corporate re-

sponsibility, thereby reducing it to another success factor in the corporate pursuit of profits 

(see, e.g., Jones 1995). Whether CSR pays in the long run is a key question of the debate (e.g., 

Aupperle, Carroll, and Hartfield 1985; Berman, Wicks, Kotha, and Jones 1999; Cochran and 

Wood 1984; see critically, Margolis and Walsh 2003; Scherer and Palazzo forthcoming). 

While normative approaches to CSR criticize the economically narrowed world perception of 

purely instrumental research and attempt to ethically embed questions of societal responsibil-

ity (e.g. Donaldson and Dunfee 1999; Solomon 1993), they often leave aside political aspects 

of the CSR issue and do not consider the underlying institutional political order of society and 

the concept of democracy (see critically Scherer and Palazzo forthcoming). Being enmeshed 

in the tradition of neoclassic thinking, the theory and practice of CSR still builds upon the 

idea of an intact nation state that provides a stable context for market activities. Corporations 

should follow the rules of the game as established by the political system and the moral cus-

toms of a given community (see e.g. Carroll, 1979; Swanson, 1999; Whetten, Rands, and 

Godfrey 2002, and even Friedman 1970). Corporate legitimacy, understood as “a generalized 

perception or assumption that the actions of an entity are desirable, proper or appropriate 

within some socially constructed system of norms, values, beliefs, and definitions” (Suchman, 

1995: 574) therefore follows from the corporate compliance with societal expectations. Such 

an institutional isomorphistic approach (DiMaggio and Powell 1983) understands responsibil-



  
 

 

11

ity as a kind of adaptation process in which the organization reacts to external expectations 

(Palazzo and Scherer 2006; Strand 1983). 

What is the concept of democratic institutions that forms the common starting point of 

many of the contemporary conceptions of societal responsibility? In the liberal model of de-

mocracy1 (Elster, 1986), corporations are considered private and thus non-political actors. 

Whenever they step into the political arena in order to participate in processes of political de-

liberation or political problem solving, it is/should be either for lobbying their profit interests 

(Hillman, Keim, and Schuler 2004) or as voluntary acts of discretionary philanthropy (Car-

roll, 1979) that serve, however, strategic corporate goals (Porter and Kramer 2002). Without 

doubt, corporations then and now occasionally enter the political sphere and attempt to influ-

ence decision making in the official political institutions in favor of their interests. However, 

seen from a liberal point of view, this does not transform them into political actors who have 

to justify their behavior towards the citizens of their respective communities. As private actors 

on the market, corporations are freed from any immediate legitimacy demands and thus are 

not required to expose themselves to public scrutiny and justify their behavior as long as they 

comply to the law (Friedman 1962). Only the state as a public and political actor is held ac-

countable by the polity. 

The role of the state in a liberal conception of democracy is to reduce interference in 

private interactions to a minimum in order to guarantee the (mainly economically understood) 

freedom of the citizens. The main task of the state is to guarantee the stability of the societal 

context in which private interaction takes place. The state system and the political actors in 

the administration and in parliament earn their legitimacy from a) maximizing the freedom of 

the private actors by minimizing the regulatory pressure and b) by periodic elections that con-

                                                 
1 Note that we use the terminology of political philosophy. We use the word “liberal” to refer to the historic 
liberal tradition in political philosophy and economics. This school of thought considers individual liberties as 
the main concern of social theory. This is different from the common sense use of of the word in the US where 
liberal in political terms means “left of center”. 
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firm or replace those who hold the power (Elster 1986). While elections can hold political 

actors directly accountable, the legitimacy of the economic actor, due to its private character, 

is conceptualized in a much more indirect way. The markets themselves are regarded as “es-

sentially democratic” (Barber 2000: 286), because as Barber criticizes, “private power, unen-

cumbered by law, regulation or government, is the essence of freedom” (2000: 284). Thus, 

overloading the market with legal or moral prescriptions is considered a threat to democracy 

itself (Friedman 1962; Baumol and Blackman 1991). Via the invisible hand of the market, self 

interested transactions increase the welfare of society as a whole (Friedman 1962; Jensen 

2002). Therefore, corporations are automatically legitimized by the output they produce (see, 

critically, Peters 2004) as long as they consider laws and moral customs as restricting parame-

ters of their essentially economic decisions. 

Considering the legal and moral rules of nationally bound communities as the point of 

reference for corporate legitimacy becomes a challenge against the background of a globally 

expanded corporate playing field (Palazzo and Scherer 2006). As Barber has argued, “we 

have managed to globalize markets in goods, labor, currencies and information, without glob-

alizing the civic and democratic institutions that have historically comprised the free market’s 

indispensable context” (Barber 2000: 275). On the global playing field, the societal environ-

ment that grants legitimacy to corporations consists of a multiplicity of legal and moral de-

mands that confront corporations with contradictory expectations (Young 2004). Outside the 

national box and given that rising level of societal complexity, it seems to be much more de-

manding to answer questions of responsibility (Kostova and Zaheer 1999). Obviously, there 

are no globally enforceable legal standards or broadly accepted moral rules that might circum-

scribe the legitimate activities of multinational corporations (Huntington 1998; Rawls 1993). 

However, the debate on CSR has only begun to discuss the consequences of globalization 

(Matten and Crane 2005; Rondinelli 2002; Spar and La Mure 2003).  
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4 Postnational Constellation 

Liberal democracy has developed under a national constellation with a clear division 

of labor between civil society, government and business (Habermas, 2001). Solidarity, power 

and money are their respective contributions to the stability and flourishing of democracy: 

Through their interaction, citizens create shared values, traditions and cultural identities (soli-

darity). By formulating and enforcing laws, government provides a framework of peaceful 

conflict resolution (power). By their market activities, corporations contribute to the well-

being of society by providing goods and jobs and paying taxes (money). The interaction of 

individual actors and organizational actors on a national playing field is oriented to the limit-

ing parameters of legal prescriptions and moral custom. On the global playing field the au-

thority of both forms of regulation seems to erode. The transnationalization of political, eco-

nomic and cultural problems and activities does not only question the efficiency and legiti-

macy of the established division of labor between civil society, government and business, it 

furthermore seems to change the dynamic between these three pillars of democratic stability. 

Therefore, Habermas (2001) has described the emerging “postnational constellation” as a key 

challenge to democracy.  

Globalization is weakening the power of (national) political authorities to regulate the 

activities of corporations that globally expand their operations. This erosion of the regulatory 

power of (national) hard law has two effects: it forces national governments into a race to the 

bottom; and it opens a regulatory vacuum for transnationally expanded corporate activities. 

a) Race to the bottom effect: Corporate activities of global players take place in a 

transnational context inhabited by political authorities whose sovereignty remains limited 

nationally and who are losing their influence on corporate behavior (Waters 1995; Beck 2000; 

Monbiot 2000; Habermas 2001). Multinational corporations can split their operations and 

shift them to those regions that promise the optimum contribution to profit maximization. In 
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search of cost advantages, they can for instance deliberately determine the places that mini-

mize tax burdens as well as those that minimize the costs of producing goods. Since they are 

able to arbitrate among alternative regulations (Ghemawat 2003), they can decide to produce 

in a country with low wages and weak unions and pay taxes in offshore countries. As a result, 

national governments might be forced into a race to the bottom in order to win the competi-

tion with other countries for attracting corporate investments (Roach 2005; Scherer and Smid 

2000). In their search for cost advantages, multinational corporations thereby undermine the 

ability of the public authorities to set rules, regulate economic activities, and to enforce spe-

cific behaviors within their jurisdictions (Reinicke, Deng, Witte, Benner, Whitaker, and 

Gershman 2000; Beck 2000; Kobrin 2001).  

b) Regulatory vacuum effect: While the sovereignty of political authorities remains na-

tionally limited, some of the key problems of today’s world are transnational problems: global 

warming, AIDS, corruption, deforestation, and human rights are issues that have a strong 

transnational dimension and/or impact. They cannot be solved unilaterally by national gov-

ernments within their geographically limited sphere of influence. Multinational corporations 

are criticized for being a main source of these problems. They are perceived as the driving 

forces behind global warming (Le Menestrel, van den Hove, and de Bettignies 2002), eco-

logical problems in general (Shrivastava 1995), corruption (Nesbit 1998), poverty (Jenkins 

2005), human rights violations (Taylor 2004), and cooperation with repressive regimes (Tay-

lor 2004).  

However, beyond the nation-state, there are not yet sufficiently strong global govern-

ance institutions that could define and impose rules and mechanisms for coping with these 

challenges and sanction the deviant behavior of corporations. International law has been de-

veloped as a legal framework for the interactions of the nation states themselves (Kingsbury 

2003). Its direct application to non-state actors such as corporations is not yet broadly ac-
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knowledged in legal studies (for a critical discussion see Kinley and Tadaki 2004). As a re-

sult, no specific regulations exist that could be used to hold corporations responsible for hu-

man rights violations or the support of repressive regimes (Ranald 2002; Taylor 2004). Inter-

national conventions such as the UN Convention on Human Rights and the International La-

bour Organisation Conventions on the Fundamental Rights of Workers might provide a form 

of universal standards for corporations, but they cannot be enforced on them.  

However, in recent years, the US government and US courts have began to develop 

laws or apply existing laws beyond their own national borders, punishing even non-US com-

panies for corruption via the Foreign Corrupt Practices Act (Avi-Yonah 2003), for human 

rights violations via the Alien Tort Claim Act (Taylor 2004), and for financial fraud via the 

Sarbanes-Oxley Act (Vagts 2003). On the one hand this seems to diminish the space for devi-

ant corporate behavior thus reducing the transnational legal vacuum. On the other hand, such 

a transnational application of US law weakens all the other national governments (Kobrin 

2001). 

Shared values can be regarded as a second source of orientation for corporate actors 

within a society. The more homogeneous these values are, the less often conflicts occur and 

the stronger the overlap of interpretations of what should be done in a given situation. How-

ever, the pluralization of modern society (understood as the threefold process of individualiza-

tion, the devaluation of tradition, and the globalization of society) results in a loss of cultural 

homogeneity. Industrial society in the 20th century was characterized by relative cultural ho-

mogeneity and individuals were caught in a network of stable expectations (Giddens 1990; 

Beck, Giddens, and Lash 1995). At the transition from industrial to postindustrial society, 

choices instead of traditions began to dominate the process of defining and shaping identities 

(Giddens 1990). Norms, values and interests were pluralized, and the cultural background of 

Western societies became more heterogeneous. Globalization with its deconstruction of 
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boundaries confronted individual actors with even more alternative forms of life, thus promot-

ing the pluralization of national cultures even further.  

While operating on a more or less homogeneous playing field, corporations can con-

sider shared moral values and shared mental maps as taken for granted (Strand 1983; Such-

man 1995). In a global and pluralistic context, the taken-for-grantedness of shared convictions 

is lost (Palazzo and Scherer 2006). While being confronted with more and more ethical ques-

tions that arise within their business operations (e.g., child labor, fair wages, slave labor, de-

forestation), multinational corporations are expected to find convincing answers on their own 

(Scherer, Palazzo, and Baumann 2006; Scherer and Palazzo forthcoming). 

 

5 Corporate Behavior on the Global Playing Field 

The above described regulatory vacuum is abused by some multinationals who dem-

onstrate unacceptable or unethical behavior in their global activities, especially in those areas 

where states are weak or almost non-existent (e.g., Mokhiber and Weissman 1999; Korten 

2001). As we have argued, the ongoing process of globalization creates a comparable context 

of transition (national to global economy) with weak governance mechanisms. Some multina-

tional corporations are criticized for abusing the regulatory vacuum. Corporations such as De 

Beers have for instance been accused of profiting from the legal vacuum in African civil wars 

(Roberts 2003; Dunfee and Fort 2003). Exxon Mobil has been accused of collaborating with 

the military forces of corrupt political regimes in Indonesia and elsewhere. Mass graves of 

Indonesians executed by the military forces of the regime were found on Exxon Mobil's prop-

erty (Taylor 2004). Child labor and slave labor have reappeared in the modern sweatshops of 

the supply chains of many multinational corporations. As a consequence, some multinational 

companies such as Wal Mart have been described as the symbol of “what is wrong with 

twenty-first century capitalism” (Beaver 2005: 159). 
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However, the questionable behavior of some multinational companies has evoked a re-

sponse. The postnational constellation is propelling a new distribution of power between na-

tional governments, economic actors, and civil society (Mathews 1997). The smaller influ-

ence of national governments on large corporations is – at least partly – balanced by the poli-

ticization of civil society. What has been labeled "globalization from below" (Beck 2000: 68) 

describes the growing power of civil society actors to influence decision making processes in 

governments and corporations. “NGO's role and influence have exploded in the last half-

decade” (Mathews 1997: 53). With the Internet forcing an ever-growing transparency in cor-

porate behavior, more and more of these civil society activities are directed against corpora-

tions (Dryzek 1999: 44; Klein, Smith, and John 2004) whose business practices are scruti-

nized suspiciously (Spar and La Mure 2003) and who are confronted with growing demands 

(Walsh, Weber, and Margolis 2003) and changing conditions of legitimacy (Palazzo and 

Scherer 2006). 

Under the pressure of changing societal expectations, some global corporations have 

started to intensify their CSR engagement. Many corporate initiatives intrude into domains 

that traditionally belonged to the sphere of political responsibilities of state actors (Walsh, 

Weber, and Margolis 2003). Corporations start human rights initiatives (Matten and Crane 

2005) such as the Business Leaders Initiative on Human Rights of British Petroleum, ABB 

and other companies. They engage in public health, addressing issues such as AIDS or malnu-

trition (Margolis and Walsh 2003). Furthermore, they have begun to engage in initiatives of 

self-regulation in order to fill the described vacuum of global governance (Scherer, Palazzo, 

and Baumann 2006). These activities go beyond the mainstream CSR discussion with its in-

tact division of labor between state actors and economic actors (see, critically, Scherer and 

Palazzo forthcoming). While the traditional understanding of CSR still builds upon the iso-

morphic approach that demands compliance with society’s moral and legal standards, some 
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corporations have started to set or redefine those standards, thereby assuming a politically 

enlarged responsibility (Scherer, Palazzo, and Baumann 2006). 

 

6. Toward a New Paradigm of CSR for the Global Economy 

Current theorizing in CSR is still dominated by an economic view of the firm and an 

instrumental view of CSR projects (e.g., Jones 1995). The stakeholder management approach 

(e.g., Agle, Mitchell, and Sonnenfeld 1999; Frooman 1999; Mitchell, Agle, and Wood 1997) 

as well as the widely accepted attempt to justify CSR with an empirical argument that social 

performance contributes to financial performance (e.g., Berman, Wicks, Kotha, and Jones 

1999; Aupperle, Carroll, and Hartfield 1985; see, critically, Vogel 2005) are common expres-

sions of the underlying economic rationality in contemporary CSR research. Seen from this 

perspective, a “business case” for CSR is made, i.e., the engagement of business firms in so-

cial responsibility is considered similar to an investment in any other product attributes such 

as quality, service, or reputation that contribute to the profit-making of the firm (McWilliams 

and Siegel 2001). The behavior of the business firm is directed towards profit-making and this 

is justified as long as the firm complies with the rules of the game set by the state and defined 

by the morality of the circumscribing social community. It is assumed that it is finally the 

“invisible hand” of the well functioning and well defined market that directs economic behav-

ior towards the common good. However, as we have seen, in a globalized world the capacity 

of the state to regulate economic behavior and to set the conditions for market exchange is in 

decline. We observe failures of the state apparatus of all sorts (e.g., public goods in short sup-

ply, gaps in regulation, lack of enforcement, externalities of market exchange without provi-

sions from the state, etc.). In addition, due to the individualization and pluralization of values 

in social communities the moral standards for business behaviour get fuzzy and lose their re-

strictive power. Under these conditions, economic forces are set free without appropriate re-
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strictions in legal or moral terms. As a consequence, the sole emphasis on economic rational-

ity will not contribute to public welfare, but rather may worsen the situation. Therefore, we 

have to consider new forms of political regulation above and beyond the nation-state in order 

to re-establish the political order and circumscribe economic rationality by new means of de-

mocratic institutions and procedures (Habermas 1996; Scherer and Palazzo forthcoming). And 

in fact with the intensified engagement of social movements and the growing activities of 

international institutions a new form of trans-national regulation is emerging: global govern-

ance, the definition and implementation of standards of behavior with global reach (Fung 

2003, Habermas 2001). There are not only public actors such as national governments and 

international governmental institutions (e.g., the UN, ILO, OECD, etc.) that contribute to this 

new world order, but also private actors such as NGOs, civil society groups, and even busi-

ness firms who play a key role (Scherer, Palazzo, and Baumann 2006). Corporations become 

politicized in two ways: They operate with an enlarged understanding of responsibility and 

help to solve political problems in cooperation with state actors and civil society actors. Fur-

thermore, they submit their growing power and political engagement to democratic processes 

of control and legitimacy. The challenge of CSR in a globalizing world is to engage in a po-

litical deliberation process that aims at setting and resetting the standards of global business 

behavior. While stakeholder management deals with the idea of internalizing the demands, 

values and interests of those actors that affect or are affected by corporate decision-making, 

we argue that political CSR can be understood as a movement of the corporation into envi-

ronmental and social challenges such as human rights, global warming, or deforestation. The 

politicization of the corporation translates into stronger connections of the corporation with 

those ongoing public discourses on “cosmopolitan” or “higher-order” interests (Teegen, Doh, 

and Vachani 2004: 471) and a more intensive engagement in transnational processes of policy 

making and the creation of global governance institutions such as the Forest Stewardship 
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Council or the Marine Stewardship Council or the numerous human rights initiatives that are 

emerging. As we wanted to demonstrate, political solutions for societal challenges are no 

longer limited to the political system but have become embedded in decentralized processes 

that include non-state actors such as NGOs and corporations. This new phenomenon goes 

beyond the mainstream understanding of corporate responsibility. On the global playing field, 

corporations have to be understood as economic and political actors with the above described 

consequences for the conceptualization of CSR (Scherer and Palazzo forthcoming). 
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