Corporate Governance in Action

Over time we have seen large corporations, in many cases with multinational operations, begin to play an increasingly significant role in modern
society. This in turn has put the governance of these corporations into focus.
Against the this background, Corporate Governance in Action helps provide
a framework for examining corporate governance through a focus provided by
external pressures on large corporations. It also brings together the approach
of economics and finance with theories in organization studies, such as aspects
of resource dependency theory. This framework takes into consideration not
only the market relations of modern corporations but also their dependence on
regulators and different kind of scrutinizers.
This thoughtful book is a complete research guide that provides a new
understanding and applicable framework for advanced students, academics
and researchers in the area of corporate governance and the related
disciplines.
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Preface

This monograph is an illustration of the long-term character of scientific
work. Basically, it is the result of the research program “Global Enterprises
and Mediators in Society” (GEMS) funded by the Bank of Sweden Tercentenary Foundation. However, this project in turn is clearly based on the
earlier research programs “European Management and Organization in
Transition” (EMOT; 1991–1997) with support from the European Science
Foundation, the Creation of European Management Practice (CEMP; 1997–
2001) funded by the European Union and “Transnational Governance and
the Transformation of States” (TREO; 1995–1999) funded by the Swedish
Research Council. The final analysis and writing up of the project had support from yet another project funded by the Swedish Research Council on
Roles of Corporations in Global Society. All these projects have aimed at a
better understanding of the role of various management principles in modern society.
GEMS itself was a five-year research program, involving a dozen researchers, that has produced four Ph.D. dissertations and a large number of other
publications. This volume is an effort to bring the research results together.
We have worked with what we describe as a networked approach to research.
Individual projects have pursued specific agendas and research questions, yet
we have coordinated the projects through frequent meetings throughout the
project. In these sessions, our common questions have been continually reiterated and developed, and following revisions, the individual projects have
developed. For example, after our initial studies the role of the media became
increasingly important for the project, and new subprojects were launched
that revolved around the creation of business news.
We acknowledge the financial support for the research with gratitude and
wish to express our deep appreciation to colleagues in the Department of
Business Studies at Uppsala University as well as in our international network for continuous stimulating exchanges. We are also very grateful to
Donald MacQueen for assisting us in the language editing of the text.
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Resituating Corporate
Governance
Lars Engwall, Jaan Grünberg, Josef Pallas,
Kerstin Sahlin, Linda Wedlin, Stefan AroraJonsson, Helena Buhr, Katarina Buhr, Magnus
Frostenson, Ingemund Hägg, Laurence Romani,
Lars Strannegård and Karolina Windell

Introduction
Corporate governance has become a widely discussed and researched area
in the recent decades (cf., e.g., Shleifer and Vishny 1997; Fligstein and Choo
2005; Wright et al. 2013; McGahan 2014). Often these discussions and
research have been, and still are, concentrated on a few well-established
mechanisms (e.g., incentive systems), on regulation (e.g., financial markets
frameworks) and on particular actors (e.g., investors)—i.e., a strong focus
on the financial aspects. In an effort to add to the earlier discourse, the present volume aims to provide an understanding of the governance of business
corporations that includes institutions and processes beyond those that are
generally denoted as corporate governance. In this way we are responding
to the call from Tihanyi, Graffin and George (2014: 1539)
to consider emergent, contextual trends that are reshaping . . . governance in organizations [by broadening] conceptions of governance
[thereby raising] new research avenues on the effectiveness and efficiency of nongovernmental organizations, governmental bodies, proprietorships, and other forms in the creation of value through the
deployment of organizational resources.
Our effort draws inspiration from the insights of the early management
and organizational scholars who showed that understanding organizations
entailed looking beyond the formal organization and pointed to how organizations functioned in action (Gouldner 1954; Dalton 1959; Thompson
1967). In this way, we offer an analysis of governance that includes considerable institutional complexity and ambiguity, as well as the actions and
efforts to handle and contain such complexity and ambiguity.
In the following, we will first provide a brief overview of extant approaches.
We will then discuss three significant changes that we consider to be important reasons for developing a broader framework for the analysis of corporate governance landscape. In a subsequent section, we will illustrate, by
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means of three empirical cases, how these changes have put new demands
on the analysis of corporate governance. Against this backdrop, we then
briefly summarize our proposed approach, which will be more extensively
presented in Chapter 2. Finally, in this chapter, we will recapitulate the contents of the book.

Extant Approaches
Theoretical considerations concerning corporate governance were long
the domain of legal theorists. Such models sprung from the formulations
of corporate law in the nineteenth century. The twentieth century saw the
arrival of economic theories of corporate governance. Although some of
the early work was in the area of institutional economics (e.g., Veblen 1899
and 1904), in the latter part of the last century, the financial conception of
corporate governance had become dominant. In such models and theories,
the issue of corporate governance is often seen as a matter of the interplay
between owners and managers (see, e.g., Alchian and Demsetz 1972; Fligstein 1990; Keasey, Thompson and Wright 1997; Barca and Becht 2001;
Carlsson 2001). Some others have instead chosen to focus on the relations
between corporations and their various stakeholders (see, e.g., Freeman
1984; Aoki, Gustafsson and Williamson 1990; Freeman et al. 2010). However, a problem with this approach is the definition of stakeholders. Freeman
et al. 2010: 208) thus point out that the common definition of stakeholders
is too inclusive:
Indeed, on this definition, one could imagine virtually anyone, or any
organization . . . Given such a wide view of what the term might mean,
the notion of stakeholder risks becoming a meaningless designation. If
all are stakeholders, then there is no point in using the term.
More recently alternative approaches have started to appear, as demonstrated by the contributions in the handbook by Wright et al. (2013) and
a textbook (Goergen 2012) that includes a chapter on gatekeepers—i.e.,
financial analysts, credit rating agencies, corporate governance rating agencies, etc. However, the focus is still on the financial aspects of corporate
governance.
A stream of writings by organizational scholars interested in the diffusion,
variation and adoption of governance practices across areas and settings has
also opened avenues for more institutionally inspired models of corporate
governance (cf., e.g., Fiss 2008; Tihanyi, Graffin and George 2014). Such
studies have covered issues such as governance processes of boards of directors (McNulty and Pettigrew 1998; Cowen and Marcel 2011), the political
dynamics surrounding CEOs (Ocasio 1999; Zhang and Wiersema 2009;
Gomulya and Boeker 2014) and the decoupling associated with the spread
of governance mechanisms (Zajac and Westphal 1995). Studies focusing on
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the diffusion of corporate governance practices have shown how these are
significantly embedded in normative and cultural values and framings. For
instance, Davis and Greve (1997), in a study of practices to counter hostile
takeovers by firms, found that poison pills spread rapidly through shared
directorships, while golden parachutes were slower to spread through local
and regional élite groups and networks. Furthermore, studies by Fiss and
Zajac (2004) demonstrate the international spread of the shareholder value
principles. Westphal and Zajac (1994), for their part, show that incentive
plans for management are adopted by corporations in different settings,
sometimes decoupled from actual governance practices (see also Belogolovsky and Bamberger 2014). However, although decoupling may occur,
corporate governance processes are also adapted to fit local circumstances
and contexts, leading to variation in corporate governance practices (Fiss
and Zajac 2004). Other studies have also noted processes of translation and
adaptation of corporate governance principles and practices in the rapid
worldwide diffusion of corporate governance codes (Aguilera and CuervoCazurra 2004; Enrione, Mazza and Zerboni 2006). In addition, corporate
governance research has also come to look at the legitimacy of governance
processes and the impact of governance on corporate reputations (Bates and
Hennessy 2010; Delgado-García, De Quevedo-Puente and De La FuenteSabaté 2010; McDonnell and King 2013) and the way that media plays a
role in corporate governance (Bednar 2012; Jansson 2013). Finally, changes
in the corporate governance landscape are starting to enter research through
studies of the role of activism from shareholders as well as various interest
organizations (King 2008; Crespi and Renneboog 2010; Judge, Gaur and
Muller-Kahle 2010).
Despite the fact that the aforementioned research, and other work in
these traditions, largely focuses on relatively traditional actors involved in
corporate governance—such as boards of directors, CEOs and managers
and investors—and the relations between them, they nevertheless point to
an increasing awareness of the need to include new mechanisms and processes for understanding corporate governance. Such studies include political, social and cultural processes linked to corporate governance practices.
These studies show how corporate governance mechanisms and principles
are neither stable nor uniform systems that can be understood without reference to their social and institutional contexts and settings, and without
recognition of the multitude of interorganizational and interpersonal relationships that make up the structure of such governance systems.
Together these later studies point to the need for a broader approach to the
governance of corporations, recognizing both a broader set of actors, interests
and forces that shape corporate behavior and the processes that construct
both meaning and practices of corporate governance. In so doing, it is very
important to recognize that the corporate governance landscape has undergone considerable changes in the past few decades. In the following section,
we will discuss three such changes that we consider particularly significant.
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Three Significant Changes in the Corporate
Governance Landscape
In developing extant approaches to analyze the governance of modern corporations, we need to acknowledge that the corporate governance landscape
has changed. Our analysis has pointed to three such broad developments in
modern society that have been particularly significant:
First, transnationalization, i.e., increasing relationships and interactions
between various national actors across country borders as well as the
development of transnational regulation (cf., e.g., Bruszt and Holzhacker 2009; Iriye 2014).
Second, regulatory changes, i.e., waves of deregulation—since the 1980s
facilitating movements of capital and goods and increasing marketization, but also occurrences of re-regulation (cf., e.g., Morgan and
Knights 1997; Balleisen and Moss 2010; MacAvoy and Schmalensee
2014).
Third, the rise of scrutinization, the increasing tendency of examining
and inspecting modern organizations, corporations as well as public organizations, through formal arrangements (auditors), critical
reporting (media) or various kinds of protests (voluntary organizations) (cf., e.g., Power 1997; Doh and Teegen 2003; Hjarvard 2013).
Transnationalization
Although transnational corporations were important in the world economy
even before World War II, the period after 1945 has been a boom time
for transnational corporations (Casson 1990; Tolentino 2000). They have
increased both in number and in size. Following the deregulation of financial markets in the 1980s, with a subsequent increase in rapid capital flows
around the world, the global corporations could grow not only organically
but also, largely, through mergers and acquisitions. As a consequence, corporations, as well as the settings in which they operate, have grown and
developed transnationally (cf., e.g., Hubbard 2013).
The observation that corporations as well as their environments are
increasingly transnationalized is supported by the development of less
nationally bounded corporate boards. In a data set of almost 150 of the
world’s largest companies for the period 1995–2005, Staples (2008) thus
found that boards of directors in these companies grew more heterogeneous
in terms of nationality during the period. The main driver for the increase
in heterogeneity pointed out by Staples is transnational acquisitions, with
already heterogeneous boards having a greater propensity for such deals,
thus creating a mutually reinforcing process. Staples also points out that
these globalized boards are much more common in corporations based
within the European Union in comparison to the United States and Japan.

Resituating Corporate Governance 5
Similar evidence is provided by Carroll (2002), who focused on Canadian
boards of directors in which the tight nationally oriented networks of
directors became more international and the traditional relations to banks
became more “episodically enacted” (p. 339). Carroll points to changes in
governance and regulation, changing norms in the business community and
the transnationalization of capital as driving forces.
The aforementioned development of transnationalization has been reinforced by the evolution of modern information and communication technology. It has facilitated global financial markets with a concentration in a
few significant stock exchanges such as those on Wall Street in New York
and the City of London, but also the transnational NASDAQ. The business
world has also experienced an altered mix of ownership, where both private
equity and institutional ownership are becoming increasingly important. In
addition, there has been the rise of a number of new, sophisticated financial
instruments, which, like the other changes, have been of great importance
to both companies and governments. Their significance, complexity and, in
particular, their risks became dramatically evident during the financial crisis
in the wake of the bankruptcy of Lehman Brothers in 2008, which made
markets shudder all over the world (Williams 2010).
However, modern information technology has been important not only
for the development of financial markets. It has also contributed significantly to the emergence of a highly concentrated transnational media industry with some very powerful actors controlling different kinds of media
channels (see Engwall, Kipping and Üsdiken 2016, particularly Chapter 15).
These in turn have become significant for corporations both as scrutinizers
and as partners.
Because of the aforementioned factors, the analysis of corporate governance must reach beyond national borders and acknowledge how modern
corporations are subject to transnational demands. Corporate governance is
no longer simply a national phenomenon.
Regulatory Changes
As corporations have grown larger and increasingly global, the limits of
national regulation of such entities have become evident. National legislations are thus sometimes played out against each other in the competition
for international investors. In addition, an increasing share of regulation
takes place between and among nations. Such transnational regulations
do not rely on the coercive power of the nation-state, but rather evolve in
processes of negotiation (Djelic and Sahlin-Andersson 2006) and take the
form of standards (Brunsson, Jacobsson and Associates 2000) and other
legally non-binding soft rules (Mörth 2004). Therefore, there have been
attempts to move beyond a state-centered perspective on regulation. As
an alternative to focusing on the state alone (Baldwin and Cave 1999),
efforts have been made to open up for the multitude of interest groups

6

Lars Engwall et al.

involved in regulation (Marks, Hooghe and Blank 1996). Such groups may
include non-governmental organizations (NGOs) (Boli and Thomas 1999;
Hedmo 2004), international organizations (Braithwaite and Drahos 2000),
business interest groups (Pulver 2004), civil society groups, think tanks
(Stone 1996; McGann 2016) and professional associations and standardizing bodies (Djelic and Sahlin-Andersson 2006; Hedmo, Sahlin-Andersson
and Wedlin 2006).
The aforementioned does not mean that regulation is stateless, however.
Rather than a state in retreat (Strange 1996) or “the end of the nation-state”
in favor of globalization (Ohmae 1995), what we are seeing is that a great
deal of regulation still has important origins from governments and nation
states. Despite significant societal changes such as European integration, the
nation-state remains a dominant and sometimes even strengthened actor
(Moravcisk 1993; Milward 1999). However, while the state is, and most
likely will continue to be, an important regulator (Hirst and Thompson
1996), it is likely to take on new roles in the increasingly transnational regulatory processes. Among activities in society that appears to attract increasing attention from the state are those of the welfare sector, such as health
care and education.
Another important actor in regulatory processes appears to be corporations
themselves. New means and modes of regulation, relying in part on voluntary principles and mechanisms for compliance, have entailed that corporations engage in self-regulation, voluntary agreements, self-evaluations and
certifications, etc., actively participating in the regulatory process (Ayres and
Braithwaite 1992; Hedmo, Sahlin-Andersson and Wedlin 2006). Research
has also noted how corporations are actively taking part in rule-setting activities, through interest representation, lobbying, official stakeholder consultations and other activities (Coen 1998; Jutterström 2004; Buhr, K. 2008).
This means that corporations are taking an active part in policy-making and
regulatory activities and interacting with regulators to develop and refine
regulatory mechanisms and processes.
The aforementioned implies a challenge to the perception of corporations
as “recipients” of rules and regulations, or as rule-followers, and paves the
way for a view of them as proactive in the shaping of regulatory mechanisms and principles. In other words, regulatory changes provide another
strong argument to further develop extant theories of corporate governance.
The Rise of Scrutinization
The past few decades have also seen the rise of a number of mechanisms and
techniques for evaluating and scrutinizing the performance of companies
and other kinds of organizations. They have been reflected in the work that
has followed Michael Power’s introduction of the notion of the audit society
(Power 1997), work on rankings (Wedlin 2006) and research on standardization (Brunsson, Rasche and Seidl 2012).
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The range of scrutinizing also extends into moral and ethical social dimensions (Boli 2006). Thus, in the past few decades, corporate social responsibility has emerged as a global trend incorporating business corporations, states,
international organizations and, in particular, NGOs (Sahlin-Andersson
2006; Carroll 2008). With this trend, sets of NGOS put pressure on corporations to act and to present themselves in certain ways. Hence, it is important
for modern corporations to deal with those norms. As a result, the pressure
on corporate actors to answer questions about the consequences and legitimate scope of their actions becomes part of, and is mixed with, other aspects
of corporate governance. Various kinds of organizations push corporations
to be accountable, not only for abiding with laws and providing consumers
with decent products but also for external effects of corporate activity as
well as the role of the corporations with regard to human well-being and
social and environmental responsibility in general. The ability to handle such
confrontations seems to become increasingly important for corporations, not
least to obtain and maintain legitimacy (Dowling and Pfeffer 1975; Pfeffer
1978; Pfeffer and Salancik 1978; Suchman 1995).
A significant feature of the rise of scrutinization is the mediatization of
society. Corporations, and other organizations for that matter, are being
more and more closely scrutinized by the media and are thus quite sensitive
about their reputation. As a result, the role of the media in corporate governance has changed dramatically in the last few decades through a strong
expansion of business coverage in the media (cf., e.g., Grafström 2006; Pallas, Strannegård and Jonsson 2014). A particularly significant change in the
present century has been the explosion of various social media channels and
platforms, as they are not only adding to the number of scrutinizers but also
changing the way scrutiny is undertaken (cf., e.g., Meikle 2016).
The media is sometimes described as being everywhere, shaping and
reflecting our lives, tastes and aspirations. In contrast, the media remains
surprisingly absent in theories and studies of corporate governance, which
have tended to leave the media outside the core business of governance,
control and management. However, in present times the various media have
become significant scrutinizers of corporations. All too often, what is missing from the conceptualizations of the role of the media is the fact that the
objects of media attention, the corporations, are far from passive. Communication departments, media strategists, communication consultants and
public relations specialists are omnipresent in society. They shape agendas,
channel attention and craft arguments. They need to be taken into account
if contemporary corporate governance is to be understood, and in order to
achieve this, we need a concept of the business corporation that allows for
such an analysis (Grünberg and Pallas 2013).
The rise of scrutinization as well as the aforementioned transnationalization and regulatory changes constitute further strong reasons, in addition to what we said by means of introduction, to further develop extant
approaches to corporate governance. In order to further emphasize this,
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before introducing our approach, we will provide some examples illustrating their significance.

Three Cases of Corporate Governance in Action
Since we in the present volume are emphasizing corporate governance in
action, we it is appropriate to present cases that illustrate the reasoning of
the previous section but also add evidence to the argument for a broader
approach to corporate governance. First, we present the TeliaSonera case,
that is, the corporate governance problems of the Swedish-Finnish telecommunications company in relation to its expansion into Eurasia. Our second
case is that of Volkswagen and the disclosure that the company had cheated
in some of its emission tests, while the third case is constituted by the International Consortium of Investigative Journalists (ICIJ) and its revelations
of tax evasions. At the end of the section, we will provide some conclusions
that will pave the way for the following brief summary of our approach,
which will be presented more extensively in Chapter 2.
TeliaSonera
In the wave of regulatory changes of the telecommunications industry, the
earlier state monopolies in Finland (Post-och televerket) and Sweden (Televerket) were partly privatized in 1997 and 2000, turning into Sonera and Telia,
respectively. In 2002, the Swedish company acquired Sonera, thereby creating the TeliaSonera Corporation, still with a degree of considerable state
ownership from the two nations (History of Telia Company 2016). In
this way, a transnational company emerged. It was transnational not only
through its owners and its operations in Finland and Sweden, however. The
company was also quite active on other international markets. At the end of
2005, it thus had 80 million customers (23 million in the Nordic countries
and 57 million in the international market) (Annual Report of Telia Sonera
2005)—a figure that had increased to 157 million in 2010 (Annual Report
of TeliaSonera 2010).
A particular expansion had occurred in Euroasia in countries like Afghanistan, Tadzhikistan, Turkey and Uzbekistan. These markets in general, and
Uzbekistan in particular, turned out to be associated with a number of problems, however (Hedelius 2015: esp. 161–205, see also Milne 2013). In April
2012, a Swedish television team broke the news that the company had collaborated with the secret service of Uzbekistan, and in a second program
in September 2012, they told viewers that considerable amounts of money
had been paid out to the eldest daughter of the Uzbekistan dictator Islam
Karimov. This led to extensive coverage in other media, but also actions
from the Swedish Police (investigating bribery) as well as the Swedish Ministry of Finance in its capacity as part owner of the company. The company responded by taking advice from a communication consultancy and
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by commissioning an investigation by a law firm. The latter, in a report in
late January 2013, concluded that it had not been able to detect any illegal
activities but could not exclude that this had been the case. As a result, the
CEO resigned and the Swedish Ministry of Finance, again as part owner,
reshuffled the board, allowing only two members of the old board to stay
on. The new board came to rely on formal policies on ethics as well as membership in the UN Global Compact to assure that TeliaSonera had changed
its behavior. In 2015, the company even decided to leave Eurasia, which is
expected to take some time (Annual Report of TeliaSonera 2015). However,
the earlier actions still haunt the company: In September 2016, the Financial
Times reported that Dutch and US authorities intended to fine the company
about USD 1.4 billion for its alleged briberies in Uzbekistan (Milne 2016).
The TeliaSonera case clearly illustrates the three changes in the corporate
landscape discussed in the previous section. The TeliaSonera Company was
obviously part of a transnational development and experienced regulatory
changes. It also became subject to increasing scrutinization, in this case by
the media, and responded by seeking external expertise. Although it has yet
not been determined whether the company was involved in illegal actions,
it is evident from the development that it had broken norms and thereby
had to act in the field of governance. Obviously, the case shows how corporate governance goes beyond the principal-agent relationship and financial
matters. In this particular case, it is also evident that roles are blurred: the
government, which is supposed to be the regulator, was also a part owner.
Volkswagen
The history of the German Volkswagen goes back to the late 1930s. Since
then it has become a very significant employer in Germany and one of the
world’s largest vehicle manufacturers (Bowler 2015). In the latter capacity,
it has sold vehicles all over the world, including the United States, where
stricter emission standards for motor engines took effect in 2009. The
year before, Volkswagen had introduced its new Clean Diesel, which the
company claimed would meet the standards. The cars were also passing
laboratory tests with flying colors. In this way, the company in the following years won several environmental rewards and even received tax breaks
(Ayapana 2015).
However, in 2013, a research center pointed out, “Sensors and electronic
components in modern light-duty vehicles are capable of ‘detecting’ the start
of an emissions test in the laboratory” (Weiss et al. 2013: 31). In other
words, vehicles passing the laboratory tests may very well produce much
higher emissions on the road. Later reports from researchers at the University of West Virgina (Franco et al. 2014 and Thompson et al. 2014) showed
this to be the case.
These findings and other evidence prompted the Environment Protection Agency (EPA) to issue a Notice of Violation to Volkswagen on
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September 18, 2015, followed by a second EPA Notice of Violation on November 2, 2015 (for this and the following, see US Environmental Protection
Agency 2016). Seventeen days later, on November 19, 2015, these notices
forced Volkswagen to acknowledge, “The defeat device has existed in all of
its U.S. 3.0 liter diesel models since 2009.” This was followed by a complaint
by the Department of Justice on behalf of EPA against Volkwagen for alleged
violations of the Clean Air Act. Consequently, on June 28, 2016, Volkswagen
entered into a multi-billion-dollar settlement, which was approved on October 25, 2016, by the US District Court for the Northern District of California.
In addition, the company had to recall many millions of cars for adjustment.
Thus, in a period of about twelve months Volkswagen had been accused
of cheating on its emission tests, had admitted that the company had done
so, had to recall millions of cars and had to pay out large sums of money.
Obviously, this had considerable consequences for corporate governance.
The Volkwagen CEO, Martin Winterkorn, tried to stay on, but had to resign
on September 23, 2015, declaring, “I am doing this in the interests of the company even though I am not aware of any wrongdoing on my part” (Winterkorn 2015). Later on, other top executives in Volkswagen also had to go. In
the process, the negative media coverage all over the globe was vast (cf. New
York Times, September 23, 2015). Needless to say, Volkswagen stock prices
experienced a dramatic decline.
It should be obvious that the Volkswagen case also points to the transnationality of corporate governance. However, it also emphasizes the significant role of regulation, in this case a regulation that the company tried to
evade. Another very strong feature of the case is the role of scrutinizers, in
this case researchers and inspection agencies. Once again, the complexity of
modern corporate governance is evident.
The International Consortium of Investigative Journalists
In 1997, the American journalist, Charles Lewis, started an organization
called the ICIJ. It grew out of the Washington based Center for Public Integrity, founded in 1989, describing itself as “one of the country’s oldest and
largest nonpartisan, non-profit investigative news organizations” with the
mission to “serve democracy by revealing abuses of power, corruption and
betrayal of public trust by powerful public and private institutions, using
the tools of investigative journalism” (Center for Public Integrity 2016). The
creation of ICIJ meant an internationalization of these activities and a focus
“on issues that do not stop at national frontiers: cross-border crime, corruption, and the accountability of power.” This organization is built on a collaboration of roughly two hundred journalists in 65 countries (ICIJ 2016a).
Among its many projects, we will here focus on leaks regarding tax evasion.
On November 5, 2014, ICIJ attracted considerable news attention for
what has been labeled the Luxembourg Leaks. Based on an examination
of almost 28,000 pages of documents, ICIJ in this project revealed that

Resituating Corporate Governance 11
340 multinationals—among them companies such as Pepsi, IKEA, AIG,
Coach, Deutsche Bank, Abbott Laboratories—had evaded taxes through
secret deals with the Luxembourg government. They also demonstrated
how the global accounting firm PricewaterhouseCoopers had been a significant consultant to the multinationals to obtain more than 500 tax rulings.
As a result, some companies had paid less than 1 percent in taxes by exploiting tax mismatches and using hybrid loans. At the same time, many of them
had limited presence in Luxembourg, which is demonstrated by the fact that
more than 1,600 companies can be found at one address: 5, rue Guillaume
Kroll (ICIJ 2016b; see also Houlder 2014).
About a month after the first report, on December 9, 2014, ICIJ came out
with a second report that added another 30 companies to the list of tax
evaders, among them the Walt Disney Company and the US multinational
conglomerate Koch Industries. The reports also revealed that PricewaterhouseCoopers had not been the only advisor to the tax-evading companies.
The three other accounting firms in the Big Four group—Ernst & Young,
Deloitte and KPMG—had also been assisting these companies (ICIJ 2016b).
The Luxembourg Leaks led to considerable media attention but also
actions from the European Parliament and the European Commission. For
the latter, it was particularly sensitive that the then newly elected European Commission President Jean-Claude Juncker had been the Luxembourg
Prime Minister at the time of the deals (Houlder 2014).
So far, the legality of the revealed tax arrangements has not been questioned. On the other hand, legal actions have been taken against the employees of the accounting firms that had acted as whistle-blowers. Two of them
were given suspended sentences and small fines in June 2016, while a third
was acquitted (Bowers 2016). However, even if the companies have not
been brought to court, the Luxembourg Leaks have had quite negative consequences for the companies in question, both the tax-evading companies
and the Big Four advising them, sparking considerable criticism regarding
unethical behavior.
Problems similar to those of the multinationals in the Luxembourg Leaks
affected the Swiss bank HSBC in February 2015 as ICIJ, in what has been
called the Swiss Leaks, made public information about 100,000 of the
bank’s clients. It was revealed that the bank had offered services to “clients
who had been unfavorably named by the United Nations, in court documents and in the media as connected to arms trafficking, blood diamonds
and bribery” (ICIJ 2016c). Needless to say, this was not favorable for the
image of the Swiss bank. It had not only taken money that had been earned
illegally, but it had also helped these clients evade taxes.
The ICIJ case further emphasizes the three changes mentioned earlier, but
particularly how a scrutinizing organization can play a very significant role
in corporate governance. Again, it should be evident that corporations are
not only subject to market forces but also the object of scrutiny by the media
and interact with regulators.
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Some Further Evidence
The three cases presented have demonstrated the significance of transnationalization, regulatory changes and the rise of scrutinization. However,
they have also pointed out how corporations relate to advisors and other
external actors in order to manage their reputation. This can be further illustrated by adding the case of the German corporation Siemens. After facing
media reports in 2006 that it had systematically used consultancy fees for
briberies of almost EUR 500 million, it turned to external bodies for help.
Siemens approached Michael Hershman, co-founder of Transparency International, and engaged him as an advisor. In addition, a law firm was commissioned to perform an investigation, and substantial funds were allocated
to a long-term program with the aim of supporting non-profit organizations
that are fighting corruption (Dietz and Gillespie 2012).
The earlier actions are not limited to corporations that have been scandalized, however. Adding just two examples, we can first mention the Anglo-Dutch
multinational consumer goods company Unilever’s work with UNICEF to
improve sanitation worldwide and to stop the spread of disease-causing
germs (UNICEF 2016). In a similar effort to demonstrate social responsibility, the Swedish retail-clothing multinational H&M communicates that the
production processes of the clothes in their stores do not involve child labor
(H&M 2016):
We take a clear stand against all use of child labour and it is a minimum
requirement for all factories producing for H&M. Today it is rare that
we discover any workers below the statutory minimum age in our supplier factories. We continuously monitor compliance with this essential
requirement in all factories. If we discover any person below the statutory minimum age we have a clear policy in place that guides us to act
in the best interests of the child.
A multitude of other examples could be added, thereby further underlining
that international organizations, NGOs, business associations, institutional
investors, different kinds of advisors and the media all play an increasingly
important role in shaping business activities both nationally and internationally. Our conclusion is, therefore, that the governing of modern corporations
constitutes a globalized and organized landscape with actors, interests and
expectations that are new or have become more salient in putting pressures
on corporations. In order to make sense of the governing of corporations in
the modern world, we therefore need to develop a systematic understanding
of the interplay among all these actors, interests and expectations.

Our Approach
Against the aforementioned background, the central argument of this book,
which we will develop further in Chapter 2, is that business corporations
are embedded in a field of governance that basically includes three types of
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actors, namely (1) regulators, (2) market actors and (3) scrutinizers (media,
NGOs, auditors, etc.). The structure and organizing of this field has significant consequences for how corporate governance plays out in practice.
This means that we shift the focus from the narrow view of corporate governance, which according to Shleifer and Vishny (1997: 737) is simply “the
way in which suppliers of finance to corporations assure themselves of getting return on their investment.” We also go beyond the approach of business corporations as bundles of resources (Wernerfelt 1984) or nexuses of
contracts (Aoki, Gustafsson and Williamson 1990). Instead, we stress the
role of embeddedness and reciprocity in the field of governance. Hence,
embeddedness means that our suggested approach focuses on the various
demands on corporations in the field of governance. In addition, reciprocity
means that our approach takes into consideration the two-way interaction
between the governors and corporations. In other words, it is not simply
that corporations are impacted by regulators, market actors and scrutinizers; companies, in turn, are at pains to shape and control the multiple interests that confront them.
Our approach means that new actors, beyond principals and agents in
the traditional corporate governance literature, are in focus for the analysis.
Their activities bring new values, norms and ideals to the standards and
practices of corporate activities. Therefore, it is becoming more and more
important and necessary for corporations to relate to them. Particularly,
corporations are paying more and more attention to social and environmental concerns, in addition to more traditional ideals such as shareholder value
and their financial evaluation. This is also changing the relationships and
processes of governance in contemporary corporations. Similar processes
are also in evidence in government agencies, professional organizations, academic institutions and other organizations. Through the analysis of governance surrounding business corporations as well as corporate responses to
various kinds of governors, the present volume will therefore bring attention
to governance processes that are of broad significance throughout society.
The approach we present in this volume should be seen as complementary, rather than contradictory, to the established traditions. Our effort to
study corporate governance does not exclude conflicts of motivation as a
fundamental governance problem; such conflicts have always existed and
will exist in the future. However, we argue that it is important to take into
consideration the fact that investors are not monoliths with one clear view
of adequate corporate actions. Instead, investors constitute a conglomerate of different groups with varying interests and time horizons. Therefore,
even the simple relationship between investors and corporate leadership is a
matter for continuous negotiation and interaction. Such continuous interaction also occurs between corporations and other actors in society. Among
the latter, too, there are multitudes of actors that have different interests in
relation to corporations.
As we tried to sketch out earlier, contemporary corporations are largely
governed in new constellations of organizations, interests and forces.
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Models that depict corporate governance as a fairly stable set of relations
and processes that are uniform across contexts and settings are therefore less
adequate for understanding contemporary governance. From what many
observers have noted about the changes in the organizing of global financial
systems and markets, we can no longer assume that corporate governance
processes are concerned only with single, isolated and stable relations and
dependencies, or that they are only concerned with the workings of the capital market, whether national or transnational.
The title of the book, Governance in Action, alludes to James Thompson’s
(1967) seminal work Organizations in Action, where he emphasized that
organizations are exposed to contradictory goals, environmental pressures,
technological shifts and coordination problems. We find his insights into
how organizations relate to and interact with others to be the key to understanding not only how organizations operate but also to how corporate
governance is enacted in contemporary society.
Our purpose with this volume is to further elaborate the understanding of
modern corporate governance by asking the following question:
What are the significant characteristics of modern corporate governance?
Dealing with this question, we have made use of the extant literature but also
to a large extent empirical research, using a wide range of data-collection
methods. Most prominent among these are interviews, which have been
employed to understand both highly contemporary and historical processes
of governance. The empirical material rests on hundreds of interviews, altogether twelve weeks of participant observation (of financial analysts, business journalists and communications executives). In addition, the analysis
of documents has been a significant feature of the research. The results from
these earlier studies have been presented separately in a number of dissertations by members in the research team (see Buhr, H. 2006; Buhr, K. 2008;
Frostenson 2006; Grafström 2006; Göthberg 2007; Pallas 2007; Petrelius
Karlberg 2007; Wedlin 2004; Windell 2006) as well as in other publications
(e.g., Buhr and Grafström 2007; Grafström, Göthberg and Windell 2008;
Grafström et al. 2006; Grafström and Pallas 2007; Grünberg and Pallas
2009, 2013; Hedmo, Sahlin-Andersson and Wedlin 2006; Jonsson, Greve
and Fujiwara-Greve 2009; Kjaer, Erkama and Grafström 2007).
This empirical research and the extant literature have made it possible to
develop the framework that we will present in more detail in the following
chapter. Before turning to this presentation, in the final section of this first
chapter we will summarize the contents of the chapters to come.

Outline of the Book
In the next chapter, as mentioned, we will develop the theoretical arguments for resituating corporate governance as a process embedded in an

Resituating Corporate Governance 15
organizational field containing regulators, market actors and scrutinizers.
We will spell out a set of ideal types that characterize each governing relation. However, we will also emphasize that, in practice, governing relations
do not work in isolation from each other but rather in interaction and
interplay.
After Chapter 2, follows four chapters (Chapters 3–6) where we deal with
corporate governance in relation to the three aforementioned types of governors (regulators, market actors and scrutinizers). Again, it is important to
keep in mind that we recognize that they are interrelated and embedded not
only in each other but also in the institutions of global society. Nonetheless,
it is essential to see their distinctive features first. Our approach can thus
to a certain extent be seen as similar to that of the British author Lawrence
Durrell, who in his famous Alexandria Quartet, including the novels Justine
(1957), Mountolive (1958a), Balthazar (1958b) and Clea (1960), portrayed
the same social interactions from different perspectives. Thus our approach
focuses on a set of interrelated governing relations. We expect to find that
the governing relations often overlap, interplay, intertwine and even conflate
with each other. The chapters of this volume all depict corporate governance
as embedded, but they do so from different standpoints.
Chapter 3 analyzes the relationships between corporations and regulators. Recent research has pointed to dramatic changes in these relations.
While many corporate regulations are nationally based, as mentioned earlier, we see an expansion of transnational regulations. Such regulations are
often soft in nature, building on both voluntariness and the active participation of the regulated. There is also a prevalence of overlapping regulations,
often with elements of reciprocity and self-regulation. Corporations are thus
not only subject to regulations but also increasingly take part in developing
and sustaining regulation and regulatory mechanisms. The chapter analyzes
the main features of contemporary, particularly transnational, regulation
and its implications for the governance of businesses and corporations. Two
empirical cases are studied in detail. First, the UN Global Compact, which
illustrates how the interpretation of the agreement’s principles evolved in
reciprocal dialogues and how the roles between those regulating and those
being regulated became blurred in the process. The second case is that of
aviation in the European Union Emissions Trading Scheme, which points to
the same kind of process being present in an instance of formal regulation.
In Chapter 4, we deal with market actors by focusing on the classic governance relation between investors and corporations. It is true that we have
pointed out earlier that traditional corporate governance models are inadequate, in that they focus almost entirely on such relations. However, a study
of corporate governance should not, and cannot, exclude these relations as
unimportant for the governance of corporations. Nevertheless, these relations need to be understood as being embedded in a whole set of other
governing relations, and to wider processes of societal change and development. In the chapter, we give a detailed account of the interaction between
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the top management of large Swedish corporations and their investors. In so
doing, we identify three groups of owners: cross-border investors, national
block-holders and national retail owners, and point to the significant roles
of informal discussions, road shows and annual general meetings for the
interaction with these investors. Furthermore, we show how corporate governance ideas are articulated through corporate governance codes, global
organizations and networks as well as intermediaries in the form of rating
institutes and proxy advisory services.
In Chapter 5, we turn to scrutinizers, with a primary focus on NGOs.
Their emergence has entailed that corporations have to deal with demands
for what has become labeled as corporate social responsibility (CSR). This
has appeared as a global trend encompassing business corporations, states,
international organizations and various organizations of civil society. Our
analysis specifies the roles assumed in these evolving governing relations,
and the resulting necessity for businesses and corporations to participate in
such governing relations in order to organize and to meet challenges that
follow from them. Through case studies, it is shown how the interaction
modes can span from criticism through activism, over collaboration toward
common goals, to dependence relations. It is demonstrated how normative
ideas about the role of business in global society shape governing relations.
In Chapter 6, we further develop our analysis of scrutinizers through an
analysis of the role of the media. We start out with a discussion of the role
of media as embedded in institutional processes and then provide an historical overview of the growth of both business media and the coverage of
businesses in traditional media. Next, using empirical studies, we present
four roles of business media in relation to corporations: (1) scrutinizing,
(2) informing, (3) agenda-setting and (4) legitimizing. In relation to these
roles, we have identified three types of corporate responses: (1) news providing, (2) organizing of media interactions and (3) co-creating of field-level
practice that guides the long-term corporate media interactions. The processual dynamics are found to be reminiscent of those in typical governance
relations: mutual dependence and negotiation of solutions. The interaction
between the media and corporations is characterized by “embedded agency.”
In Chapter 7, against the background of the four preceding chapters, we
turn to the relations between regulators, market actors and scrutinizers, on
the one hand, and corporations, on the other, in the field of governance.
We start out with direct relations between corporations and governors and
then turn to indirect relations by means of commercial and non-commercial
intermediaries, such as consultants, corporate interest organizations, etc. In
addition to these, we show in the chapter that corporations handle their
relations to governors by means of boundary-spanning units such as offices
for public relations, investor relations and media relations. In this context,
we identify three main corporate strategies: persuasion in relation to regulators, promotion in relation to market actors and protection in relation to
scrutinizers. Finally, we introduce the concept of the editing corporation.
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In Chapter 8, we summarize and discuss our results. We especially point
to the significance of embeddedness and reciprocity in the field of governance, whereby corporations interact with regulators, market actors and
scrutinizers. Finally, we present implications of our research beyond the
corporation, for organization theory, for further studies, for management
education and for management.
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