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Twenty years ago | published a scholarly article that introduced the concept of
embedded liberalism.* It told the story of how the capitalist countries learned to reconcile the
efficiency of markets with the values of socid community that markets themsdavesrequirein
order to survive and thrive. That lesson did not come to them easlly.

In the Victorian era, policy concern with the level of domestic employment and price
gtability was subordinated to maintaining the externd vaue of currencies and, less consigtently,
to the drictures of free trade. But the growing democratization of nationd politicd life made that
posture increasingly unsustainable, and the first so-caled golden age of globdization unraveled.
In the period between the two world wars the opposite was true: the unfettered quest for
nationd policy autonomy — pushed by the politicd l€ft, right and center dike — steadily
undermined and ultimately destroyed an aready fragile international economic order.

When aworkable baance finaly was struck it took on somewhat different formsin
different countries, reflecting nationd politica redities. in the US, the New Ded or Keynesian
date, and in Europe socid democracy or the socid market economy. But the underlying idea
was the same: agrand socia bargain whereby dl sectors of society agreed to open markets,
which in some cases had become heavily administered if not autarchic in the 1930s, but dso to
contain and share the socid adjustment costs that open markets inevitably produce. That was
the essence of the embedded liberalism compromise: economic liberdization was embedded in

socid community.



Governments played a key role in enacting and sustaining this compromise: moderating
the volatility of transaction flows across borders and providing socid investments, safety nets
and adjustment assistance — yet dl the while pushing internationd liberdization. In the
industrialized countries, this grand bargain formed the basis of the longest and most equitable
€conomic expangon in human higory.

So what is the problem today? For the industridized countries, it is the fact that
embedded liberalism presupposed an international world. It presupposed the existence of
national economies, engaged in external transactions, conducted at arms length, which
governments could mediate at the border by tariffs and exchange rates, among other tools. The
globdization of financid markets and production chains, however, chalenges each of these
premises and threatens to leave behind merely nationd socid bargains.

The developing countries, of course, never enjoyed the privilege of cushioning the
adverse domedtic effects of market exposure in the first place. The mgority lack the resources,
indtitutiona capacity, internationa support and, in some ingtances, the politica interest on the
part of their ruling dites. Asaresult, large parts of the developing world have been unable to
exploit the opportunities offered by globdization for achieving poverty reduction and sustainable
development.

Thus, “our chdlenge,” United Nations Secretary-Generd Kofi Annan derted the World
Economic Forum in January 1999, ten months before the so-caled Battle of Seettle, “isto
devise asmilar compact on the globa scae, to underpin the new globa economy. ...Until we

do,” he predicted, “the globa economy will be fragile and vulnerable — vulnerable to backlash



from dl the“iams’ of our post-cold-war world: protectionism, populism, nationdism, ethnic
chauvinism, fanaticism and terrorism.”

Embedding the globd market within shared socia vaues and inditutiona practices
represents atask of historic magnitude. The reason is obvious. thereis no government at the
globd leve to act on behdf of the common good, asthereis a the nationd level. And
internationd ingtitutions are far too week to fully compensate. Accordingly, this chapter
examinestherole of certain socia processes and movements in triggering the emergence of
more inclusve forms of globa governance. Specificdly, | focus onthe contribution of the
dynamic interplay between civil society, business and the public sector over the issue of
corporate socid responsibility.

The chapter isdivided into two main parts. First, | describe some of the main drivers of
the anti-globalization backlash, especidly the growing anxieties in the indudtriaized countries that
the socid embeddedness side of the equation islosing out to the dictates of globdization. Then |
examine the evolution of voluntary initiaives involving civil sodiety and the globd business
community to promote corporate socid responghbility as one means of responding to the many
chdlenges of globdization. In that context, | also summarize the key features of Annan’s Globa
Compact, aUN initiative to engage the corporate community, in partnership with civil society
and labor, to implement human rights, labor standards and environmentad sustainability in its
globa domain. The burden of my argument, with due gppreciation for the irony, isthat the
corporate sector, which has done more than any other to create the growing gaps between

globd economy and nationd communities, is being pulled into playing akey bridging role



between them. In the process, aglobd public domain is emerging, which cannot subtitute for

effective action by states but may help produce it.

THE BACKLASH

The globdlization backlash has many sources, some better reasoned than others. But
three negative attributes of the recent era of globa market integration stand out as having
animated particular concern.

Firg, the benefits of globdization are didtributed highly unequdly. Asthe IMF's
Managing Director, Horst Kéhler, has conceded, “the disparities between the world' s richest
and poorest nations are wider than ever.”* Large parts of the developing world are left behind
entirdy. Africaislessintegrated into the globa economy today than a decade ago, and insofar
asitis itislargdy through commodity exports, which works to Africa s disadvantage as
commodity prices have fdlen steedily.

Moreover, gpart from China, income disparities among the world' s people, as
distinguished from countries, either have not improved significantly during the past three decades
or actually may have become worse, depending on how they are measured.”> Much the same
holds for globa poverty rates. Even in the United States, the unprecedented boom of the 1990s
barely budged the income shares of the bottom twenty percent of households, and then only
briefly.®

Thereisno fully satisfactory or universdly accepted explanation of the relationship
between these disparities and globdization. But their coexistence over an extended period of

time, coupled with excessve clams for globdization’s beneficence by some of its most powerful



advocates, themselves feed criticism and outright oppogtion, including by a growing number of
mainstream economists.’

Second, the backlash istriggered by a growing imbaancein globd rule making. Those
rules that favor global market expansion have become more robust and enforceable in the last
decade or two — intellectud property rights, for example, or trade dispute resolution through the
World Trade Organization. But rulesintended to promote equally valid socid objectives, be
they labor sandards, human rights, environmenta quality or poverty reduction, lag behind and in
some instances actualy have become wesker.? One result is the Situation where considerations
of patent rights have trumped fundamenta human rights and even pandemic threets to human life
— & least until that clash became unbearable for the world' s conscience over the HIV/AIDS
trestment issue in Africa®

Third, for many people globdization has come to mean gregter vulnerability to unfamiliar
and unpredictable forces that can bring on economic ingtability and socid didocation, sometimes
a lightning speed. The Asan financid crids of 1997-1998 was such aforce — the fourth but not
last mgor internationd financid crigsin just two decades. Indeed, the integrity of cultures and
sovereignty of statesincreasingly are seen to be a risk. Even in the most powerful countries,
people worry for their jobs, wonder who isin charge and fear that their voices are drowned out
in globaization’swake.

The long struggle that ultimately resulted in the embedded liberalism compromise
suggests that disparities of this sort are socidly unsustainable. Unless they are attended to they
are bound to trigger some of the “isms’ of which Annan warned — disrupting and potentialy

undermining the open globa economy. What is more, the backlash againgt globdization has



particular bite because it is driven by not only, or even primarily, the poor and the wesk. Its
vanguard includes large numbers of people in the most privileged societies the world has ever
known.

Therefore, let uslook briefly at some of the issuesthat trigger peopl€e s anxieties about
globdization in the indudtridized countries, and how much staying power their concerns are
likely to have. Much of the debate about whether globdization is adversely affecting the socid
embeddedness of market forces focuses on its impact on levels of public expenditure and on
public policy, especidly in areas related to socid safety nets, wage and employment leves, and
more eusive issues of identity and accountability.

Public Expenditure

Vito Tanzi and Ludger Schuknecht document the evolution of public expenditure in the
industriaized countries going back to 1870.%° Over the course of the subsequent 125 years,
spending grew from an average of 10.7 percent of gross domestic product, to 45.6 percent.
The two world wars and the Great Depression accounted for Sgnificant increases. But the most
dramatic expansion took place between 1960 and 1980, and in that period socia expenditures
— for education, hedlth, pensions, unemployment benefits and the like — more than doubled on
average. Thiswas aso the period of the most significant reductions in barriersto trade and
monetary flows by the industridized countries. Research by politicd scientists aslong ago asthe
late 1970s demonstrated a relationship between the two: the most open economies aso tended
to lead in socid spending.™ Broadly spesking, this pattern was in kegping with the embedded
liberadlism compromise of providing a certain measure of domestic compensation for the risks

atending greater international openness.?



The 1980s and 1990s saw the emergence of growing skepticism about the role of the
date, especidly in the United Kingdom and the United States. For a variety of reasons, some
subgtantive, others politica, prevailing economic theory and public attitudes began to shiftina
neolibera (the preferred term for neo-laissezfaire) direction.”® Though public spending
continued to increase, it was at a dower pace. And it was purchasing fewer socia services, in
part due to the declining cost-effectiveness of some interventions, and in part because arapidly
risng public sector debt burden consumed an ever greater fraction of overal government
spending.** A period of reform and retrenchment ensued.

Tanzi and Schuknecht predict areduction in public expenditure relative to GDP in the
years ahead, reflecting less favorabl e attitudes toward the role of the state (which may be
patidly off-set in the United States by the effects of 9/11 and corporate malfeasance), coupled
with greater fiscd congraints due to demographic shifts, among other factors.

But what exactly isthe relaionship between these trends and globdization? An
increasingly widespread view holds that global market integration induces governments to
pursue greeter fiscal audterity, ease regulatory and tax burdens on business, and strongly
discourage certain policy optionsif not ruling them out atogether™® — owing to the relative
increase in capitd mobility if nothing dse’” Geoffrey Garrett has examined aspects of this
reaionship dosdy — and skepticaly — for some time. In abook published in 1998, he argued
that socid democracy continued to thrive where powerful left-of-center parties were alied with
strong and centralized trade unions — irrespective of differences in the extent of market
integration.™® In other words, domestic coalitiona politics appeared to be a more powerful

explanation of socid spending and related policy outcomes than globaization. ™



But in arecent and more comprehensve saigtica andysis Garrett has modified some
of hisearlier conclusionsin a least three key respects. He now finds that year-to-year increases
in totd trade do have a negative effect on government spending, even though historicdly a
country’ s exposure to trade was an important determinant of fiscal expansion.?® He shows that
increased internationd financid openness produces asmilar result. And he finds that over time
the average mix of taxation in the OECD countries has become somewhat |ess progressive —
that is, “more revenues have been raised by tax sources that target poorer people.”?* Foreign
direct investment had no such effects.

The magnitude of these changes remains smdl and patterns of variation among
countries, and across different market segments for the same country, are exceedingly complex.
Neverthdess, they may sgnd agradud shift in the palitical economy of industridized countries,
away from an earlier “compensatory” approach to managing the effects of increased openness,
towards more of a*“competitiveness’ modd. Thiswould confirm that popular anxiety about
globdization, though possbly exaggerated, is not without any basisin fact. Recent moves by the
United States Congressto limit offshore corporate tax havens and to couple President Bush's
“fast track” trade negotiation authority with assstance to adversely affected workers indicate
that even America s lawvmakers — seemingly inured to thisissue for the past two decades— have
begun to recognize its political sdlience.

Income and Employment
In the United States, organized labor has been among the most ardent opponents of

globdization, epecidly of further trade liberdization. Although third party presdentid candidate



Ross Perot coined the phrase, 1abor’ s concern has been driven by fear of a“giant sucking
sound” of well-paying jobs being exported to low wage countries.

Thereislittle dispute that median family income in the United States has been stagnant
for two decades while worker productivity has been growing.?® And there can be no
disagreement that this gap coincides with large increases in trade exposure.

But there any consensus ends. Edward Leamer has developed a sophiticated
economic mode and presents country-based evidence partly supporting the globaization
hypothesis®* In contrast, Robert Lawrence and Matthew Slaughter’s statistical study leads them
to conclude that “trade had nothing to do with the dow increase in average compensation,” that
low rates of productivity increases in the non-traded goods sector of the American economy
has been responsible?® Paul Krugman, among others, has argued that technological change,
especialy information technology, is the main cause®

Disentangling and establishing these and other factors with any degree of certainty,
Leamer acknowledges, “may be inherently too complex for economists to handle.”*” Dani
Rodrik suggests that the link between globdlization and its labor market effects may be largdy
indirect, through shifts in relative bargaining power.?® Globalization makes the services of large
numbers of workers more easily substitutable across national boundaries, Rodrik argues, asa
result of which the leverage of immobile labor vis-avis mobile capita erodes. Thus, in the
neoliberd countries workers are obliged to accept greater ingtability in earnings and hours
worked, if not lower wages dtogether; to pay alarger share of their own benefits (as has
become dl-too-evident in the area of pensions) and improvements in working conditions; and to

accept more frequent job changes. Along smilar lines, Jagdish Bhagwati uses the term



“kaledoscopic” rather than “flexible’ to describe the highly volatile U.S. labor markets, thereby
better conveying the nervousness they induce? In the more traditional socia democracies and
socid market economies where income levels and employment are more secure, labor is
obliged to accept higher rates of chronic unemployment and lack of job creation.

Thus, the impact of globdization on wage stagnation in the U.S. and high unemployment
in Europe remains a minimum an open question for the economy as awhole. Of coursg, it is not
an open question for workers in the industries affected most directly by job-displacing imports,
who may have to accept lower-paying work. And if domestic compensatory measures erode at
the same time, as discussed in the previous section, then labor’ s opposition to globalization
should hardly come as a surprise.
| dentity and Accountability

Onthe eve of the WTO's 1999 Sesttle minigterid meeting, the University of Maryland's
Program on Internationd Policy Attitudes published a study of American’s attitudes toward
trade, and globalization more broadly.® A solid magjority expressed support for trade
liberdization in principle. Only 30% felt it was going too fast; the rest that it was proceeding at
the right speed (62%) or too dowly (23%).

But in practice business was seen to be the prime beneficiary: 61% of respondents felt
that business was better off as aresult of lower barriers, compared to only 25% who believed
workers were. Overwhelming mgorities felt that US trade policymakers were giving “too little’
congderation to “working Americans’ (72%), “the genera public’ (68%) or “people like you”
(73%). Furthermore, 60% felt that policymakers paid to little attention to trade’ s “impact on the

environment.”
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However, overal support for trade liberaization soared (to 84%) when respondents
were offered the option that the government would help workers adapt to changes associated
with increased trade. Moreover, 78% felt that the WTO should consider issues like |abor
standards and the environment when it makes trade decisions; and respondents were fully
prepared to support trade sanctions to advance these (and related) socia goals. Asfor
globdlization — conceived as the broader process of growing interconnectedness in the world —
respondents saw it as having a mixture of postive and negative eements, with the positives
moderately outweighing the negatives.

In short, the Maryland study makes it clear that the American public isfar from being
protectionist. But it views the benefits of open trade to be unequally distributed, and safeguards
for workers, labor standards and the environment to be inadequate.

In arecent survey of Canadian public attitudes Matthew Mendelsohn and Robert Wolfe
further differentiate attitudes toward trade liberdization from attitudes toward globdization. And
they conduct a causal analysis rdlating those attitudes to rdlevant attributes of the respondents.™

Mendel sohn and Woalfe find that Canadians strongly support new trade agreements
(65% positive responses), including a Free Trade Area of the Americas (67% postive). But
they are dubious about encouraging more rapid globaization (only 45% pogtive). Moreover,
while respondents strongly favored international cooperation and policy coordination — asis
typicd of Canadians attitudes — they fundamentaly opposed ceding nationa control over labor
and workplace standards (amere 27% positive) or standards for social programs (just 17%) —

consequences they closdy associate with globaization.
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The causdl chains behind these differences are even more striking.* The authors find
that Canadians attitudes toward trade reflect individuas caculations of sdlf-interest as
economic agents— their leve of education or kill, for example, and thus their sense of persond
competitivenessin the globa marketplace. But interest-based factorsfall utterly to account for
views about globalization. So whereas education, for example, is strongly related to attitudes
toward trade, it isirrelevant to how the respondents feel about globaization. Instead, responses
to globalization reflect Canadians sense of identity as citizens and their core vaues concerning
the kind of society in which they wish to live— and the respondents viewed the Canadian
welfare Sate as a core feature of both.

If thisistruein Canadait is bound to be dl the more so within European Union
countries, where identity politics is doubly jolted by globalization and politicd integration — the
latter itself being, in part, aresponse to globdization.

To sum up, the industridized countries appear to have passed through the 1990s with a
fraying of domestic socid safety nets, though not a dismantling. But the trend lines have been
heading in negative directions. Moreover, anxieties about globaization appear to reflect
individuas fears not only about potentia economic risks and losses, but also losses measured in
terms of identity and control. Unless these doubts about gobdization are countered, therefore,
they can only be expected to grow.

But, as we shdl now see, those same anxieties about globdization dso have helped
generate and sudtain civil society initiatives amed a managing the adverse effects of

globdlization more directly, without waiting for states or internationa organizations to get around
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to acting. | now turn to that subject, beginning with a brief sketch of the expanding role of civil

society in globd governance.

VOLUNTARY INITIATIVES

Once upon atime, governance a the internationa level was entirely a datist affair.
Whether the ingruments were internationd aliances, regimes, law and organizations, or
transnational networks of nationa bureaucracies, states both monopolized the conduct of
governance and they were the primary objects of their joint decisons and actions. That was the
foundationd premise of the traditiona system.

In recent decades, actors and forces for which the territorial state is not the cardina
organizing principle have begun to outflank the state externaly and to gnaw away at its
governance monopoly from theingde. They may be driven by universa vaues or factiona
greed, by profit and efficiency congderations or the search for sdvation. They include globa
financia markets and production chains, civil society organizations and such uncivil entities as
transnationa terrorist and crimina networks.

The place of non-state actors and movements remains poorly understood in the
maingream literature, largely because they tend to be viewed, implicitly if not explicitly, through
the lenses of an “indtitutional substitutability” premise® That isto say, if other ingtitutiona forms
a theinternationa level do not have the potentid to replace the territoria state they tend to be
regarded as unworthy of serious congderation: interesting in practice, perhaps, but not in theory.
And the fact isthat the state is not disgppearing, even in the increasingly integrated European

Union.**
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Neverthdess, dgnificant indtitutiona developments are evolving at the globd levd,
among them the emergence of what we might cal aglobd public domain: an arena of discourse,
contestation and action organized around globa rule making — atransnational space that is not
exdusvdy inhabited by states, and which permits the direct expression and pursuit of human
interests, not merely those mediated by the state® One of its mgjor driversis the expanding role
of civil society, and the interplay between civil society organizations and the global corporate
sector.® Thisingtitutional development does not and cannot take the place of states, but it
introduces new dements and new dynamics into the processes of globa governance.

Civil Society Organizations

Red world players have come to recognize the involvement of civil society organizations
(CSOs) in severd areas related to globa rule making — where by “recognize’ | mean that the
other playersregard CSOs participation to be more or less legitimate, and in varying degrees
they actually count on them to play those roles® In other words, the roles have become
inditutionaized — much as, for example, the environmentad movement did within the
industrialized countries a generation ago.*®

To begin with, civil society organizations have become the main internationd providers
of direct assstance to people in developing countries, be it foreign aid, humanitarian relief or a
variety of other internationally provided services. Governmental entities, such asthe United
States Agency for Internationa Development, largely have become contracting agencies while
CSOs deliver the goods.

In anormative vein, CSOs play increasingly important roles in generating, degpening

and implementing transnaionad normsin such areas as human rights, the environrment and anti-
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corruption. They do so through their own globa campaign activities, but o by direct
involvement in officid governance forums like the UN’ s human rights machinery, where the
documentation provided by an Amnesty International, for example, carries weight precisdy
because it is detached from any nationa interest.*

CSO coditions dso have become a ggnificant, if il episodic, force in blocking or
promoting internationd agreements. Two exemplars have acquired iconic status. The most
celebrated blockage was of the Multilateral Agreement on Investment, negotiated at the
Organization for Economic Cooperation and Development (OECD), which would have been
the high water mark of the neoliberal quest in the 1990s*° And the most dramatic instance of
successfully promoting a new agreement — even participating fully in its negotiation — is the land-
mines ban, which was begun, literdly, by two people with afax machine, and ended up heping
to produce an internationd treaty over the opposition of the most powerful bureaucracy in the
world’'s most powerful state: the US Pentagon.** More conventional CSO |obbying contributed
to the cregtion of the Internationa Criminal Court. CSOs aso are a powerful source of palitical
pressure for reforming internationa organizations, epecidly the Bretton Woods indtitutions and
the WTO.*

Codlitions of domestic and transnationd civil society networks aso perform
indispensable roles in the defense of human and labor rights, environmental standards and other
socid concerns within countries where the normal political process impedes or opposes
progress in those areas. A key mechaniam is the so-called boomerang effect, first identified by

Keck and Sikkink, whereby domestic civil society actorslink up with internationa actors,
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including other CSOs, states and internationa organizations, to bring externad pressure to bear
on the target state(s).”®

Finaly, civil society organizations have become amgor force to induce greater socia
respongbility in the globa corporate sector, by creating trangparency in the overseas behavior
of companies and their suppliers and creating links to consumers back home™ The last of these
is of greatest interest for the purposes of the present chapter.

Corporate Social Responsibility

The rights enjoyed by transnational corporations have increased manifold over the past
two decades, as aresult of multilatera trade agreements, bilatera investment pacts and
domedtic liberdization. Along with those rights, however, have come demands, led largely by
civil society, that corporations accept commensurate obligations. To oversmplify only dightly,
as governments were creating the space for TNCs to operate globdly, other socia actors have
sought to infuse that space with greater corporate socia responghility.

Civil society organizations have joined issue with the globa corporate sector for severa
reasons. Firg, individua companies have made themsalves targets by doing “bad”’ thingsin the
past: Shell in Nigerig, Nikein Indonesia, Nestlé in relation to its breast milk substitute products,
unsafe practices in the chemica industry as symbolized by Union Carbide s Bhopa disagter,
upscae appard retailers purchasing from sweatshop suppliers, unsustainable forestry practices
by the timber industry, and so on. Even where companies may be bresking no laws, they have
been targeted by activist groups for violating the companies own sdlf-proclaimed standards or
broader community norms in such areas as human rights, labor practices and environmenta

sustainability. CSOs seek to induce companies to undertake verifiable change.
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Second, the growing imba ance between corporate rights and obligationsitself has
become amgor factor driving CSO campaigns and, as | suggested earlier, it has particular
resonance where it touches on life-and- death issues like HIV/AIDS treatment and related public
hedth crises. In that particular instance, the pharmaceutica industry’ s pricing policy, combined
with its ingstence on protecting patent rights, prevented access to trestment for millions of poor
people in poor countries. Civil society successfully framed price reductions as a corporate
obligation.

Gradually, however, the sheer fact that the corporate sector, unlike states and
international organizations, has globa reach and capacity has become its most compdlling
attraction to other socid actors, together with its ability to make and implement decisons a a
pace tha neither governments nor intergovernmenta agencies can possibly match. In the face of
globa governance gaps and governance fallures, civil society — and increasingly other actors as
well, induding dates — seek to engage the corporate world' s globd platform to advance
broader socid objectives. Kofi Annan’s Globa Compact, discussed below, is based entirely on
thisrationae.

The universe of transnational corporations consists roughly of 63,000 firms, with more
than 800,000 subsidiaries and millions of suppliers®™  Improving those companies socia and
environmental performance has direct benefits for their employees and the communitiesin which
they operate. But equaly important is the potentid for generating positive socid spillover effects.
In the developing world, the adoption of good practices by mgor firms may exert an upward
pull on the performance of local enterprises in the same sector.*® And in the industridized

countries, the gradud diffusion of good practices by mgor companies socid and environmentd
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performance abroad may lessen the fear that a globa “race to the bottom” will undermine their
own policy frameworks for achieving socid incluson and economic security at home.

In sum, as aresult of pressure from civil society, companies and business associations
began to accept, on avoluntary basis and at a modest pace, new corporate socid
responghilitiesin their own corporate domains, and more recently vis-a-vis society a large. The
decison by firmsto engage is driven by avariety of factors, but above dl by the sengtivity of
their corporate brands to consumer attitudes.

Certification Ingtitutions

Transnationa corporations have adopted scores of codes of conduct and negotiated
others within industry associations and with CSOs. Gary Gereffi and his colleagues call these
“ certification ingtitutions.™*” By now they exist in most major economic sectors, induding mining,
petroleum, chemicals, forest products, automobiles as well as textiles, gpparel and footwear. A
recent OECD survey inventoried 246 codes, though the total number remains unknown.®® In
that survey, labor standards (heavy concentration in the gpparel industry) and environmental
concerns (high in extractive sector) dominate other issues addressed (148 and 145 cases
respectively), with some codes including both.

Theinitid wave condsted largely of unilaterd company codes. They made it possible for
firmsto clam that their behavior was governed by a code of conduct, but without, for the most
part, sharing its details with the public. Of the 118 companies with individua codesincluded in
the OECD survey, for example, only 24 indicated any form of public disclosure of accompany
compliance.®® And company codes are far more likely to address practices found objectionable

by industridized country consumers than possibly more pervasive problems that entail fewer
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reputationd risks— in the area of labor standards, for instance, workplace harassment and child
labor dominate, with freedom of association trailing well behind.

Individua exceptions have dways existed, such as Levi Strauss, which pioneered a
transparent worldwide code for manufacturing and contractors as long ago as 1991.%° In 2002,
the Roya Dutch/Shdll group became the first company to combineits socid and financid
reports into one, beieving that investors should see the full picture of the company’s
performance.® In the interval, some branded appardl retailers began to audit supplier
compliance with company codes, in many cases using respected third-party insruments like
SA8000.%2 Two mgjor standardized systems for reporting companies socid and environmental
performance are now on stream as well, AccountAbility1000 and the Globa Reporting
Initiative.>

Other companies are learning that talk is not cheap. Nike, for example, isin the
Cdifornia courts under that state’ s Unfair Business Practices Act, accused of making
misrepresentations, false satements and materia omissonsin literature about working
conditionsin its supply chain in an attempt to maintain or increase sdes. The Cdifornia Superior
Court ruled that Nike' s promotiona statements were not protected as free speech but
congtituted commercia speech, and it dlowed an individua consumer’s suit againgt the
company to go forward.>*

The most ambitious and typicaly the most transparent certification arrangements tend to
be sectord in scope, and to involve several companies and/or business associations dong with
civil society participants. Their ams range from ensuring that the price paid to cooperatives of

gandl-scde family farmers growing coffee beans in Costa Rica includes a premium for growing
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the beansin an environmentally sustainable manner (Fair Trade Certified Coffee); to ensuring
that plywood ending up a Home Depot and other participating home improvement outletsis
produced in accordance with sustainable forestry practices (Forest Stewardship Council); to
certifying that sweatshirts sold in college bookstores or cashmere swesaters destined for Fifth
Avenue department stores and upscae suburban mals are knitted in conditions that meet
agreed labor standards and conditions (Workers Rights Consortium, and ether the Fair Labor
Association or an individua company code with compliance audited by SA8000). A
certification inditution called Responsible Care — triggered by Bhopa — now operatesin the
U.S. chemicd industry, while the Globa Mining Initiative was recently launched in that sector.

Many such arrangements now exist — there are 22 additiond certification ingitutionsin
the forest products industry done, for instance, and the U.S.-based Workers Rights Consortium
is closaly coordinated with European initiatives like the Clean Clothes Campaign.™ Their rate of
increase over the past decade has been extraordinary.
The Global Compact

Kofi Annan coupled his 1999 warning to the world' s business |eaders about the fragility
of globdization with an initiative cdled the Globa Compact (GC). It isnot a code of conduct —
which has been amagjor point of contention vis-&- vis anti-globaization activist groups>® A
partnership between the United Nations, business, internationd labor and mgor transnationd
civil society organizations, the Compact instead seeks to engage companiesin the promotion of
certain UN principles within corporate domains>” The principles themsaves are drawn from the
Universal Declaration of Human Rights, the Internationa Labor Organization’s Fundamental

Principles on Rights a Work and the Rio Principles on Environment and Development.”®
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Companies are encouraged to move towards “good practices’ as defined through multi-
stakeholder diaogue and partnership, rather than relying on their often superior bargaining
position vis-a-vis nationd authorities, especidly in smal and poor sates, to get away with less.
The Compact employs three indrumentsto achieveitsams.

Through its“learning forum,” it is designed to generate consensus- based understandings
of how a company’ s commitment to the nine principles can be trandated mogt effectively into
corporate management practices. Theideaisfor the UN to publicize these norms, thereby
providing a sandard of comparison for — and adding public pressure on — industry laggards.
The learning forum is il initsinfancy and o its performance cannot yet be assessed.

By means of its“palicy didogues,” the Compact generates shared understandings
about, for example, the socidly responsible posture for companies when operating in countries
afflicted by conflict. This particular did ogue has explored how companies can conduct impact
assessments and reduce the risks that their own behavior may fuel such conflicts; achieve
greater transparency in their financid transactions with the parties to conflicts; and devise
revenue sharing regimes that will benefit loca populations™ The results from these didogues
play anormative rolein the broader public arena, and they directly inform the UN’sown
conflict prevention and peacemaking activities.

Findly, through its“partnership projects’ in developing countries the Compact
contributes to capacity building where it is needed most. Ongoing cases include support for
microlending, investment promotion, HIV/AIDS awareness programs for employees in sub-
Saharan Africa, devising sustainable dternatives to child labor, and ahost of initiativesin

ecoefficiency and other dimensions of environmental management. One of the success stories at
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the Johannesburg World Summit on Sustainable Devel opment was the Globa Compact
partnership effort to promote investment in the least developed countries®

Companies initiate participation in the Compact with aletter of commitment from their
Chief Executive Officer to the Secretary-Generd, a step that often requires Board approval.
Since akickoff event in July 2000, some 400 companies worldwide — based in Europe, the
United States, Japan, Hong Kong, India, Brazil, Thailand and elsewhere — have done so.

Organizationdly, the Compact comprises a series of nested networks. The Secretary-
Generd’s office provides strategic direction, policy coherence and qudity control. The
participating UN agencies, companies, internationd labor, transnationd NGOs, and university-
based research centers do the heavy lifting in the learning forum, policy didogues and
partnership projects.

The Globa Compact has triggered severa complementary regiond, nationd, and
sectord initiatives. Typicdly, they take a subset of interested GC participants beyond its
minimum commitments. For example, Norway’ s Statoil and the International Federation of
Chemicd, Energy, Mine and General Workers Unions reached an agreement within the GC
framework whereby Statoil is extending the same |abor rights as wdll as hedth and safety
standards to dl its overseas operations that it appliesin Norway — induding Vietnam,
Venezuda, Angola, and Azerbaijan.®? A Nordic Globa Compact Network has been
established, as has a“ Friends of the Globa Compact” network in Germany, both pursuing
additiona work programs of interest to their participants. Filot projects for country-level
counterparts — “local compacts’ — are under way in some twenty developing countries, under

the leadership of the United Nations Development Program. In addition, a number of initiatives
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intended for other purposes have associated themsalves with the GC. The most unusud isthe
multi- takeholder Committee for Mebourne, which incorporated the GC principlesinto the
drategic plan it developed for that Audrdian city (City Plan 2010), and is encouraging dl firms
doing business there to embrace them.®®

As noted, the Compact is not a code of conduct but asocial learning network.® It
operates on the premise that socidly legitimated good practices will help drive out bad ones
through the power of transparency and competition. The UN General Assembly could not
generate a meaningful code of conduct at thistime even if that were deemed desirable; the only
countries that would be eager to launch such an effort are equdly unfriendly to the private
sector, human rights, labor standards and the environment.® In any event, many of the GC's
principles cannot be defined at this time with the precison required for aviadle
intergovernmenta code. No consensus exists on precisaly what a*“ precautionary approach”
comprises — that in the face of environmenta uncertainty the bias should favor avoiding risk —
even though the principle was enshrined at the 1992 Rio Conference. Smilarly, no consensus
exigs, even among advocates, on where, in long and complex chains of reationships, to set the
threshold of corporate “ complicity” in human rights abuses.® Accumulated experience — through
trid, error and socid vetting — will gradudly fill in the blanks.

Moreover, ex ante tandards often become performance cellings that are difficult to
change — witness the inability of the U.S. Senate to muster the political will to improve
automobile fuel efficiency standards thet have not been dtered since 1985, long before the

prevalence of so-called sports utility vehidles® In contrast, the Compact seeks to peg company
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performance globdly to evolving internationa community-based “ good practices,” thereby
potentialy “ratcheting up” performance on an ongoing basis.®

The Globa Compact is based on principles that were universally endorsed by
governments, thus stipulating aspirationd gods of the entire international community. It enligts
partners in the corporate sector and civil society to help bridge the gap between aspiration and
redity — to become agencies for the promotion of community norms. Thus, the Compact isa
heterodox addition to the growing menu of responses to globdization's challenges that engage
the private sector — including corporate codes of conduct, socid and environmenta reporting
initiatives, and various other means to promote and monitor corporate socid respongbility.
A Global Public Domain

Despite the gresat progress that has been achieved in promoting voluntary initigtives, their
scope remains limited. For example, the Forest Stewardship Council has certified 70 million
acres of forests, which amounts to a mere four percent of the total acreage controlled by timber
companies.® Smilarly, sdes of Fair Trade Certified coffee are estimated to have been 30
million pounds in 2001, atiny fraction of total global coffee sales. ™ Fewer than 200 firms out of
atotal of 1,500 participate in the US chemica industry’ s Responsible Care program. ™ Of the
400 companies subscribing to the Globa Compact, perhaps no more than afourth are deeply
engaged. And so on, throughout other industry sectors. By themsdves, therefore, they do not
and cannot condtitute the entirety of solutions.

At the same time, these company-based initiatives are Sgnificant nat only for what they
achieve directly, however, but also because they are triggering broader second-order

consequences. Consider some of the main eements and actors.
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Frd, the investment community has shown growing interest, which brings large amounts
of capitd into play. Insruments for socidly respongble investment, like the Domini and Calvert
mutua funds, are proliferating, and mgor pensons funds, including America s larget, the
Cdifornia Public Employee Retirement System, have made socidly responsible investment a
priority.”

Second, the public sector is dowly entering the picture. Severd OECD countries — the
UK, France and the Netherlands — have begun to encourage or require companiesto engagein
socid reporting, for example, and to promote corporate socid responghility through other
means, the European Union has issued a green paper on the subject.” And the 2002 World
Summit on Sustainable Development would have been an outright faillure were it not for the
many public-private partnership projects it generated.™ Some governments entered these in part
to avoid more binding commitments, to be sure, including the United States, which sought to
avoid any targets or timetables; but they aso look to such partnerships asameansto leverage
limited resources, and to learn by doing in the face of high risk and uncertainty.”

Where labor isincluded in voluntary initiatives— as in the Globa Compact — it gansa
globd platform that may help compensate for, and possibly overcome, its stagnant and even
ghrinking platform at the nationd level. Indeed, no socid partner has made more effective use
of the Globa Compact than labor.

Perhaps the mogt significant development paliticaly is the emergence of anew advocate
for amore effective globa public sector: businessitsdf. Corporate leaders a the frontier of
corporate socid responghility issues have begun to redize that the concept isinfinitely dadtic:

the more they do, the more they will be asked to do. As aresult, busness |eaders themselves

25



have begun to ask, “Where isthe public sector?” Three dlite globa business groups— the World
Economic Forum, International Chamber of Commerce, and World Business Council for
Sugtainable Devel opment — recently launched governance initiatives, not to curtail the public
sector but to darify where private sector responsibility ends and public responsibility begins.”™

Smilarly, in the saggering HIV/AIDS trestment crissin Africa, asthe mgor
pharmaceuticd companies have been forced to lower their prices, and as employers such as
Anglo American Mines have been obliged to begin gratis trestment programs for their
employees— athird of whom are infected in Anglo’s case — they have become strong advocates
for public sector capacity building in education and public hedth dike. ”’

Findly, a the end of the day the accumulation of experience inevitably will lead to a
desire for greater benchmarking, for moving from “good” to “best” practices and even formd
codification, so that some of the “soft law” products of voluntary initiatives are likely to become
“harder” law down the road. The advocates will include industry leadersto lock in their own
fird-mover advantages, or wanting aleve playing fidd vis-a-vis laggards — as happened when
several mgjor energy companies lobbied the U.S. Congress
for some form of greenhouse-gas limits after President Bush rejected the Kyoto Protocol.”
Laggards have a harder time opposing standards based on actua achievements by their peers
than ex ante standards.

Thisterrain is fraught with strategic manipulation and the potentid for shirking. But it
aso opens the door to more firmly ingtitutionaizing an emerging globd public domain by
bringing the public sector into it. Globdization was a one-way bet for the business community:

governments were needed to create the space within which business could expand and
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integrate, but they were not otherwise welcome. The combination of globa governance gaps
and governance fallures, however, created an organizationa niche that civil society actors began
to occupy, and from which they have been engaging the globa business community in the
attempt to baance its newly acquired rights with new socid respongbilities. Now we are dowly
beginning to come full cirde: business wants help to channel some of the pressure it facesinto
the congruction of at least minimaly effective public sectors, including a the globd levd. This
sets of up the possibility of avery different political dynamic then existed as recently asthe

1990s.

CONCLUSION

When we reflect on how hard it was and how long it took to indtitute the origina
embedded liberdism compromise a the nationd level, the prospect of achieving asmilar socid
framing of globa market forces seems exponentialy more daunting. But if there is one smilarity
between the two eras, and the two levels of socid organization, it isin the respective roles of the
private sector as an inadvertent transformationa force — be it the hegemony of the great “trusts’
in the late 19™ century, the abysmd failure of financid ingtitutions in the interwar period, or the
spread of multinationa corporate empires today. The internationd politica arenadiffers
radicaly, characterized, asit is, by the absence of government. And so at the globa level there
will be many more zigs, many more zags, and quite probably many more failures. But our
discussion has outlined both a dynamic of possible change and a possible trgjectory.

| have argued that, as aresult of the expansion of civil society and its engagement with

the corporate sector, agloba public domain is emerging. | take that to mean an arena inhabited

27



by various actors for whom the territorial state is not the cardind organizing principle, aswell as
by sates, and wherein avariety of human interests is expressed and pursued directly, not merely
those mediated — promoted, filtered, interpreted — by the state. Indeed, some areas of globa
public policy would barely exist wereit not for non-state actors. And in addition to the
traditiond machinery of interstate governance, the likes of essentidly private certification
ingtitutions are becoming significant components of globa rule making. But private governance
produces only partid solutions, and its own unfolding brings the public sector back in.

It isdifficult at this early stage to be more precise, and thusit is doubly imperative not to
exaggerate ether the virtues or the defects of these ingtitutiond developments. In view of the
fragility of voluntary initiatives like certification ingtitutions and the Globa Compact, it seems
highly implaugible to depict them as expressons of the rise of globd “ corporatism,” for example,
let done conjuring up the ghost of corporatism’s fascist ancestry as a scenario for the globa
future.” At the same time, it also seems at least premature to view them as expressions of
cosmopolitan democracy.®® Grester plurdism, perhaps, but we are along way from turning rich
country consumers, the employees of transnationa corporations or even dedicated activigtsinto
globa citizens. Moreover, the skewed distribution of agential capacity between North and
South istoo pronounced, accountability problemstoo pervasive and the distributiond
consequences of these kinds of globa governance instruments too poorly understood for usto
believe that they reflect some new stable equilibrium.

What we can say isthat afundamenta recalibration is going on of the public-private

sector balance, and it is occurring at the gobd level no less than the domestic. Haltingly and
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erdicdly, something akin to an embedded liberdism compromise is being pulled and pushed

into the globa arena, and the corporate connection is a key element in that process.
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