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1. Introduction

The past 20 years have been marked by a significant number of scandals involving
questionable, abusive or criminal commercial practices. One of the most striking ex-
amples was the bankruptcy of Enron, which involved accounting fraud aimed at con-
cealing financial losses from certain speculative transactions. Such scandals were not
limited to fraudulent financial practices; they also involved the use of child labour
(Nike, Reebok, etc.), mismanagement (Nortel, Vivendi, etc.) or environmental issues
(Total, BP, etc.).

This type of behavior reflects the ‘wilding” (Derber 2010) of certain commercial and
financial practices resulting from the normative void caused by the State’s withdrawal
from its regulatory role. The shift from government regulations to a market-driven
regulatory process that started in the 1980s with the privatization, liberalization and
deregulation processes created a normative void conducive to the development of
such economic practices (Stiglitz 2003; Sales/Beschorner 2006). More recently, the
international financial crisis demonstrated the wide-ranging, disastrous effects of capi-
talism whenever the market is the only regulatory force. These elements all demon-
strate that taking ethics into consideration is not only a moral issue but also a condi-
tion for the sustainable operation of local, national and international commercial prac-
tices.

The private sector response to these excesses involved various measures to re-
establish confidence among the stakeholders and vis-a-vis public opinion. The first
response came in the form of codes of conduct put in place by individual companies.
Standards organizations then appeared, still in the private sector, including various
institutional actors such as representatives of civil society or NGOs, universities,
companies and so forth. These private sector organizations that produced standards
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were either sector-based, as in the case of the Fair Labor Association (FLA) in the
textiles sector and Responsible Care in the chemicals industry, or intersectorial in the
case of Social Accountability 8000 (SA 8000) and AccountAbility 1000 (AA 1000).
These initiatives all had one thing in common: they promoted the use of ethical and
responsible practices within multinational companies. Generally speaking, this shift
involved an increase in private sector prerogatives (Cutler et al. 1999; Cutler 2003;
Hall/Biersteker 2002). The development of these private sector standards organiza-
tions appeared in conjunction with the evolution of the concept of Corporate Social
Responsibility (CSR) which companies incorporated into their value chain.

This thesis will examine this phenomenon by studying Multinational Companies
(MNC) that were faced with fairly substantial governance issues, looking specifically at
their response to these types of behaviors as well as the path they followed in relation
to CSR. The focus of this research will be to answer the following general question:

How did companies that experienced a profound crisis in governance rebuild their organizations?

More specifically, I will analyze the mechanisms put in place by such companies to
rebuild their organizations as well as the process they used to incorporate CSR into
their value chain, where applicable. I will also study and analyze how the standards
issued by private-sector standards organizations were incorporated into this process.
In this regard, I will attempt to answer the following two sub-questions

(1) What motivated companies to adopt one or more normative standards?

(2) How were these standards incorporated into the organization?

The process employed by the companies to adopt and adapt, where applicable, these
normative structures will also be investigated.

2. Institutional pressure

Organizations in general and MNCs in particular cannot be examined in isolation and
independently from one another. MNCs function alongside other MNCs as well as
other types of organizations including NGOs, standards organizations, public organi-
zations, unions, universities, think tanks, and so forth. These actors interact both for-
mally and informally, directly and indirectly, visibly and invisibly. The impact of the
environment and more specifically the actors functioning within the environment, are
key to analyzing an organization’s actions, and in the context of this thesis, the actions
of MNCs. Neo-institutional theoties (Zucker 1977/1983/1987; Meyet/Rowan 1977,
Scott 1987/1994/1995; Powell/DiMaggio 1991) and more specifically the theoriza-
tion of institutional pressure within organizational fields developed by Powell and Di-
Maggio (1991) are key theoretical elements I will use to determine the weight and role
of actors involved in the CSR process undertaken by certain MNCs. The authors de-
fine an organizational field as follows: “By organizational field I mean those organiza-
tions that, in the aggregate, constitute a recognized area of institutional life: key sup-
pliers, resource and product consumers, regulatory agencies, and other organizations
that produce similar setvices or products. The virtue of this unit of analysis is that it
directs our attention not simply to competing firms, [...] but to the totality of relevant
actors.” (DiMaggio/Powell 1983: 148). According to DiMaggio and Powell, the orgari-
zational fields in which organizations function tend to become homogenized through
the process of institutionalization. In that regard, the authors distinguish three types of
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mechanisms, derived from the environment, organizations and institutional change
vectors: coercive isomorphism, mimetic isomorphism and  normative isomorphism (DiMag-
gio/Powell 1983/1997; Powell/DiMaggio 1991). Coercive isomorphism results from both
formal and informal pressures exerted on organizations by other organizations upon
which they are dependent and by cultural expectations in the society within which
organizations function (DiMaggio/Powell 1983: 150). In our case, this may involve
pressure exerted by public or private actors, focused on incorporating a specific ethi-
cal dimension into the company. Mimetic processes emerge as a response to uncertainty
that encourages companies to imitate one another (DiMaggio/Powell 1983: 151).
Some companies will be inspired by what others have done, for example, by adopting
the same responsible governance structures. Finally, nommative processes stem from pro-
fessionalization and the development of the conditions and methods associated with a
specific occupation (DiMaggio/Powell 1983: 152). It would be the sector itself
through its training structures or professional organizations that would encourage
change in certain production practices.

These vatious forms of institutional constraints seem a prioti to be essential to define
the three key research elements in the analysis: First, the underlying reasons the com-
pany initiated the reforms; second, the form such reforms took; and third, the roles
played by the vatious organizational actors in the company’s development.

3. Organizational Learning

To examine the way in which the reforms were initiated and undertaken within com-
panies and to eventually answer both the general question ‘How did companies that
had experienced a profound crisis in governance rebuild their organizations?” and the
second sub-question ‘How were these voluntary standards incorporated into the or-
ganization?” I will apply the organizational learning concept developed by Argyris &
Schoén (Argyris/Schon 2002; Argyris 2003). Their theotization seems relevant in that it
will enable to determine the type and scope of the reforms undertaken by the compa-
nies undet study.

Argyris and Schon defined two types or levels of learning (2002). The first level called
single-loop learning entails practical, ad hoc answers to specified problems, without ques-
tioning the underlying values that led to the problems. The second level, or double-loop
learning, involves dealing with problems in ways that surpass the simple behavioral
adjustments performed in single-loop learning. In double-loop learning, the values underlying
the problem are called into question and are adjusted. Chris Argyris developed the
idea that a number of entrenched “defensive routines” (1986/2003: 66-84) prevent
organizations from questioning the values underlying the actions they take. Defensive
routines defined by the author as “[...] any action or policy designed to avoid surprise,
embarrassment, or threat” (Argyris 1986: 75) limit learning which is a characteristic of
single-loop learning. For an organization to promote learning, the author maintains that it
is essential to change these defensive routines at the individual and organizational
levels by explaining and critiquing the ideas that underlie the actions. Constructive
reasoning should be encouraged as opposed to defensive reasoning (Argyris 2003: 73t.).
It is imperative to publicize this way of thinking throughout the organization and en-
sure it becomes part of the corporate culture.
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This theoretical framework, in connection with organizational learning, will allow to
track a MNC’s post-crisis CSR process in light of the analysis of the type of reforms
implemented within the organization.

4. Methodology

I will apply a case study approach in this research, and will select two companies, with
different issues and from different sectors, so as to enhance opportunities for compar-
ison.

This study will combine a literature search relative to the target companies as well as
the standards they have adopted and semi-directive interviews conducted within the
companies. The goal is to interview key actors in the ethics-related reform process,
namely the management team and those in charge of the CSR process, where applica-
ble. The information gathering will be focused on the following six points or themes:
the companies’ history and structure; the governance issue or issues the companies
experienced; the reforms undertaken; the standard or standards selected as well as the
registration process; proposed audit or sanction mechanisms; and finally the relation-
ships with relevant organizational actors such as other MNCs, stakeholders, standards
organizations, public organizations and so forth. The information required to answer
the main research question ‘How did companies that experienced a profound crisis in
governance rebuild their organizations?” and for the second part of the inquiry into
how the private standard or standards are applied by the companies will be derived
from these sources. In relation to the conditions leading to the application of the
standards I hope to answer the following main questions: What reforms were imple-
mented? Where did the voluntary standards fit in chronologically and structurally?
How were the reforms and standards selected?

The next step will entail gathering information on the standards selected by the com-
panies. The focus here will be on three main themes: a) the organizations’ origins and
their objectives; b) institutional data such as their organizational structure and govern-
ance methods; and c) the presence and type of control mechanisms and sanctions.

These various sources of information whether from internal and external documents
combined with the interviews will allow for the triangulation of the units of analysis.
My analysis will focus on evaluating the content of the material gathered from the
various sources, namely the themes referred to above. The triangulation of the com-
pany-related units of analysis gathered from the various sources will allow to examine
the reforms the company initiated following the crisis in governance. Using these
elements, I will

(1) compile and analyze the reforms undertaken;

(2) analyze on the basis of Argyris’ organizational learning theory the type of learning
(single-loop or double-loop) embraced in the change process;

(3) define the voluntary standards adopted chronologically and structurally as part of
the rebuilding process;

(4) update the reasons that motivated the company to adopt the standard or stand-
ards; and

(5) study the institutional pressures that impacted the type of reforms embraced in
general and the type of standards adopted in particular.
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I will then compare the elements associated with the standard or standards adopted by
the companies with the previous elements of information gathered from within the
companies to determine whether a process to adapt the standards existed within these
MNCs. These elements will allow to examine both the reform process initiated by a
company while trying to rebuild itself in the aftermath of an ethics issue and the role
and impact of the voluntary standards deployed.
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