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Abstract

Using a sample of firms that are present in majoclsnarket indexes, | show that selling to foreign
countries with higher levels of press freedom ttienhome country has a disciplinary effect on thrad’

CSR performance. My results show that a Chinese firat sells in the United States would have, on
average, an environmental score, whose valueseaneén 0 and 100, higher by 27 than if it was rsglli
exclusively to China. The social performance arel ¢bncern for the respect of human rights in the
supply chain would also be higher. These resutigige support for the hypothesis that in countvigh
higher levels of press freedom firms are more eggds public scrutiny, which may lead to highereisv

of CSR performance in order to attract ethicalligoted consumers and/or to avoid consumer awareness

campaigns and boycotts.
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Over the last decades, the role of globally-opegatirms in the regulation of the
economy has become increasingly important. Nowadagse firms cooperate across borders
with other private and public actors, establishinlgs, regulations and institutions that build up
private regimes of global governance (Willke, 200%hey implement socially responsible
measures, adopt voluntary codes of conduct andecatgpwith NGOs and other civil society

members.

According to Vogel (2006), some practices and pitileopic activities that existed
already a century ago could be considered as a fofniprimitive” Corporate Social
Responsibility (CSR). However, even if companiegeheen implementing socially responsible
measures since the XIXth century, it is not uri# fast three decades that a major interest in
CSR issues has emerged. This is probably dueasit ile part, to the boycotts suffered by large
firms such as Nestlé, Dow Chemical, Nike and Shedl,well as the increasing concern of
consumers and civil society for the consequencethefbusiness activity on society and the
environment. Presently, consumers, activists ahdrativil society members are private actors
that bring social and environmental issues to tienaon of firms. Experts and reporters can
also participate in the process, not only by idgimg issues, but also by making them salient
(Bonardi & Keim, 2005). The process, which involdles discussion of these issues in the public
arena, is facilitated in countries where the frgeesh and the freedom of the press are

guaranteed by democracy (Habermas, 1996).

In this paper | test whether the level of pressdmm in foreign markets has a

disciplinary effect on firms by raising their ermiimental and social performance. Indeed, in



countries where the press is free, firms are malgest to scrutiny by consumers, reporters,
activists and other civil society members. As aultesn order to increase their market share
and/or to avoid consumer awareness campaigns aywbt® firms have more incentives to
maintain a good reputation by implementing CSR messs Therefore, firms selling in foreign
countries with higher levels of press freedom stia@xhibit, all other things being equal, higher

levels of CSR performance.

| perform a study at the firm level using a sampiat contains the firms present in the
major stockmarket indexes. | show that the presedom in the foreign markets has a
disciplinary effect on firms as long as the presgedom in the foreign markets is higher than in
the home market. Indeed, when a firm enters foreigmkets whose press freedom is lower or
equal to the home market, the CSR performancentiaeiagers consider adapted to the home
market should also be sufficient for the foreignrke#s’ requirements. However, entering
markets with more press freedom than the home ppwhibuld lead a firm to become more
socially and environmentally responsible. An idicdition strategy that relies on the press
freedom gap between the international markets hachome country provides support for this
hypothesis. According to the data, a Chinese flrat sells in the United States should have, on
average, an environmental score, whose valuesetveebn 0 and 100, higher by 27 than if it
was selling exclusively to China. The score in $beiety dimension of CSR, whose values are
also between 0 and 100, should also be higher biyl@feover, the concern about the health, the
safety and the training of its employees, as welth& concern for the respect of human rights in

its supply chain, would also increase.



The identification strategy must address two paénsources of bias that might
contaminate the results. First, there could berssveausality due to the firms’ market entry
decisions. Indeed, firms with higher levels of C@kht prefer foreign markets with high levels
of press freedom, where they have a competitivaatdge, while poor performers might avoid
these markets. While the press freedom gap betthedioreign markets and the home country is
the explanatory variable, | introduce the presedaen in the foreign markets to control for a
potential reverse causality problem. The presefrficeverse causality should result in positive
and significant estimate for this variable’s cog#fnt. Since the estimate is never significantly
different from zero, reverse causality is unlikedybe a source of bias. Second, there could be
confounding factors that contaminate the resultemes country-level time-invariant
characteristics could have an impact both on thB @&formance displayed by this country’s
firms and their market entry choices, which deteesithe value of the explanatory variable. The
same applies to industry-level time-invariant cleteastics. To address these issues, | introduce

country and industry-fixed effects.

The results | obtain have two implications. Fiisternationalization towards countries
with higher levels of press freedom than the homentry has a disciplinary effect on firms,
thereby increasing their CSR performance. Secdwdrdsults suggest that in markets where the
level of press freedom is higher firms encountengetitors that are, on average, more socially

and environmentally responsible than in markets Veiss press freedom.



THEORY AND HYPOTHESES

Firms decide to implement socially responsible raessfor a variety of reasons. While
some authors address the question using a costitbamalysis approach (Baron, 20083;
Ferndndez-Kranz & Santalo, 2010), cultural factarsld also affect the management’s decision
to implement socially responsible measures, indégetty of these measures’ effect on profits.
Indeed, decision-making processes within the firepahd, at least to some extent, on the
managers’ and workers’ cultural background (Boking Hofstede, 1987; d’'lribarne, 2003). On
the other hand, a survey of 643 middle managers/esthdhat propensity to engage in socially
responsible behavior is positively related withf&nscendence values (universalism and
benevolence), with positive affect and with monadl aeputation-based reasoning styles (Crilly,
Schneider, & Zollo, 2008). Finally, personal valudedp a firm’'s decision makers decide the
relevance of a signal from the firm's environmemd avhich issues deserve their attention, while
they also determine the top management receptigeneshanges in the organization, products

or processes (Bansal & Roth, 2000).

From a cost-benefit analysis perspective, the ratitus of profit-maximizing firms to

be socially responsible are summarized by FernadKdaaz and Santalé (2010: 456):

“From the consumer side, CSR practices may incrgaeéts because they directly
increase consumer willingness to pay for the firnodpct [...]; prevent consumer
boycotts [...]; or they credibly signal to the conger the unobserved high quality of the
firm products [...]. Good CSR standards can helatteact more or cheaper sources of
capital from altruistic investors or investors tbansider that socially responsible actions
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signal the high quality of the management tearh Responsible firms may also benefit
from improved employee morale and retention [Eifally, businesses could use CSR as
a means to preempt more costly regulatory actiarjs o avoid taxes [...] and even to
influence regulations in such a way that their cetitprs face higher costs than the firms

practicing CSR”

Therefore, high levels of CSR performance can lgg@ad strategy to attract ethically-
oriented consumers and/or charge a higher pricéhoproducts. Indeed, exhibiting high levels
of CSR performance can work as a signal of a prislgpiality to affluent consumers who
believe that a reliable and honest firm tends todpce better goods and services (Siegel &
Vitaliano, 2007). In such cases, CSR is an instnirteeadvertise the quality of the products and
sustain brand loyalty. However, the literature ®sfg that most consumers buy a greener
product only if its price is not superior, it comigem a brand they know and trust, it can be
found in stores they already frequent, it doesimgly a major change in habits to use, and has
at least the same level of quality as the lessrgedternative (Vogel, 2006). Moreover, even if
ethical consumerism can sometimes involve a largeket share, such as the free-range egg
sales in the UK, niche marketing remains the nasmith, 2008). In any case, a high level of
CSR performance can attract consumers who are gwtavith environmental and social
issues. Indeed, CSR seems to be a source of conpetivantage for firms with products that
embody ethical and social values, such as The B®liyp, Ben&Jerry’'s or Whole Foods

(Castaldo, Perrini, Misani, & Tencati, 2009).

Furthermore, consumers might stop buying a firmradpcts for the firm’s perceived

failings in the field of CSR. According to Castaléd al. (2009), the main motivation for
6



companies to engage in CSR activities is avoidowas penalties. Thus, exhibiting a high level
of CSR is expected to reduce the likelihood of comsr awareness campaigns and boycotts.
Indeed, some years ago, before the 2010 Gulf ofiddexil spill, British Petroleum had adopted
a green position, while Exxon Mobil had decidedofgpose the Kyoto Protocol. Even if both
companies have received activist pressure, thesymeon Exxon Mobil seemed to be stronger
(Baron, 2003). However, by choosing a responsiv&tipa the firm’s management might also
invite private politics and increase the likelihoofbeing a target of activists. Indeed, activists
who want to draw attention to an issue might detadarget the most visible firms, regardless of
the actual magnitude of the firm’s impact on thebbpem (Porter & Kramer, 2006). Despite the
fact that a firm’s positioning as socially cons@omight invite private politics, low CSR
performances increase the likelihood of activistsgure, as suggested by the Exxon Mobil
example and the attacks on Monsanto (Robin, 200&refore, CSR is likely to protect firms

from activists’ attacks, especially in environmentsere the press is free.

To sum up, high levels of CSR performance shoulgeap to ethically-oriented
customers and protect the firm from consumer avem®igampaigns and boycotts. The potential
benefits of maintaining a good reputation and tis& of exposure of a firm for socially
irresponsible behavior is larger in countries whire firms’ behavior can be exposed by the
media and freely discussed by consumers, actiast civil society. Therefore, the incentive for
managers to choose high levels of CSR performahoeld be higher when a firm sells in

markets with more press freedom.



A previous study showed that there is a positiveretation between a country’s press
freedom and the responsiveness of this country\&er sector to environmental concerns (Dick
& Zingales, 2002). However, this result does natvprthat there is a causal relationship from
the press freedom in the market to the CSR perfocmaFirst, there could be confounding
factors at the country level that explain the pesicorrelation between the press freedom and
the environmental performance, without the formaing the cause of the latter. For example, a
higher prevalence of postmodern values in a cowdntd have contributed historically to high
levels of press freedom and, at the same time greater concern of the country’s private sector
for environmental issues. Second, even if there avaausal link from the press freedom in a
country to its private sector's CSR performancesoiild be completely unrelated to the home
market. For example, in countries where the press expose a firm's deeds more easily,
managers and board members might have an incemdivehoose high levels of CSR
performance. Indeed, most managers are likely toobeerned about their reputation in the eyes
of shareholders, future employers, their commusiied their families (Dyck & Zingales, 2002).
In order to assess the impact of the press freedothe foreign markets on the firms’ CSR

performance, a study at the firm-level is required.

The disciplinary effect of the press freedom in floeeign markets should only be
observable for the firms that have entered foreigkets with higher levels of press freedom
than the home country. If a firm that sells exalagy in the home market enters a foreign market
with less press freedom than the home market, 8RR @erformance that the managers consider
adequate for the home market should be sufficientife new market. However, if there is more

press freedom in the new market than in the honuatop the firm might have an incentive to



increase its CSR performance in order to meet #dve market's requirements. As a result, the
disciplinary effect of the press freedom in theefgn markets should only be observed if there is

more press freedom in the foreign markets thaherhbme market.

Therefore, firms selling in foreign markets with ragress freedom than in the home
country should exhibit a higher CSR performancepiider to attract foreign consumers and

decrease the likelihood of consumer awareness dgngpar boycotts.

Hypothesis 1. As long as there is more press fmeeidothe foreign markets than in
the home country, the press freedom in the foreigrkets has a disciplinary effect

on the firm’s CSR performance.

Finally, Brown, Vetterlein and Roemer-Mahler (201di$tinguish two types of actors
within a firm: internal actors (company managemamd the operational staff that work at that
firm) and external actors (NGOs, investors and ipuéittors). Thus, consumers, activists, the
media and society at large, excluding those whdvar the firm, are external actors. If firms
respond to the press freedom in the foreign mankéts the intention of attracting ethically
concerned consumers and avoiding consumer awareca&sgaigns and boycotts, the
disciplinary effect of the press freedom in the kets should be stronger in the CSR dimensions

that affect external actors than on those thathifeernal actors.

Hypothesis 2. The disciplinary effect of the prfessdom in a firm’s foreign markets

on the CSR performance exhibited by the firm igngfer on the dimensions of CSR



that affect external actors (the environment andedy at large) than on those that

affect internal actors such as the workforce.

Since CSR is a multidimensional concept, it is fedo evaluate the CSR performance

of firms on several dimensions and, thereforeest this hypothesis.

DATA AND METHODS

Sample

The sample includes the 4012 firms covered by theefd database (Thomson-Reuters)
on December 6, 2011. This database provides thes'flESR performances on environmental
and social issues. According to Thomson-Reuteess#imple covers firms that are constituents
of major indices, including: MSCI World, FTSE 108ussell 1000, S&P 500, ASX300,

NASDAQ100 and STOXX 600.

Variables
| consider a total of eight dependent variableseggnting different dimensions and
subdimensions of CSR performance. The explanatariae accounts for the level of press

freedom of a firm’s foreign market&dgreign Markets Press FreeddnSince the identification

1 On November 8, 2011, the detailed list of the éedicovered by Asset 4 Universe was: S&P/TSX COMPBES
INDEX (Canada), SMI INDEX (Switzerland), DAX INDEXGermany), CAC 40 (France), FTSE 100 INDEX
(United Kingdom), FTSE 250 INDEX (United Kingdon8&P 500 INDEX (USA), NASDAQ 100 INDEX (USA),
DJ STOXX INDEX (Europe), Russell 1000 INDEX (USAS&P ASX 300 INDEX (Australia) and MSCI World
Index.
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strategy relies on the press freedom gap betweeiiotleign markets and the home market, it
requires a variable that accounts for the pressitmn in the home countriA¢me Country Press
Freedon). The country of domiciliation assigned by the Wecope database (Thomson-
Reuters) is used as a proxy for the home countnig @hoice is justified because the country of
domiciliation is, in most cases, where the firnmisorporated, where the head offices are located
and were it has been historically locafedoreover, the home country is often the first neark

or at least one of the firm's largest markéts.

Firm size, profitability and leverage are contra@riables that account for firm-level
characteristics that might affect the CSR perforoeahere are two indicators of size: market
capitalization and net sales. The international ketai average environmental regulation
stringency is introduced as a control variable witenindicator of environmental performance is
the dependent variable, while the internationalkets’ average social safety net protection is a

control variable for the dimensions of CSR reldtedocial issues.

2 The country of domiciliation is a proxy for therhe country. Of the 1286 firms for which there isithset of data
in terms of all the variables, including both iratiars of size, | kept the 25% of the sample withldrgest firms. Of
these firms, only 3% were founded in a totally eliént country than the country of domiciliation. @ other
hand, 97% of the firms in the subsample had theldugaters exclusively located in the country of dmimtion
Therefore, it is reasonable to assume that massfin the sample for which there is a full set afadwere founded
and have their headquarters in the country of didiation, or are the result of mergers in whichesdst one of the
firms is from the country of domiciliation.

3 Of the 1286 firms for which there is a full setdzfta in terms of all the variables, the first near&nd the country
of domiciliation are the same in 94% of the caseBile for 2% of the firms the country of domiciliah is
mentioned as one of the firm’s markets, but noffitse one. Therefore, more than 96% of the subsarfgs which

there is a full set of data sells in the countrglomiciliation.
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Dependent variables.The indicators of CSR performance are obtainenhftioe Asset4
database (Thomson-Reuters). This database prowadeseasure of global environmental
performance Environmental Scode There are also seven subscores in the sociatrdiion
(community, human rights, product responsibilitiyedsity&opportunity, employment quality,
health&safety and training&development). First, dlaulate the 2009-2010 average of each
subscoré In order to test hypothesis 2, | use these ssubscores to construct two indicators
of CSR performance in the social dimension. Fitst, average of the community, human rights
and product responsibility subscores is a proxytler performance on the society dimension
(Society, which concerns external actors. Second, | aeethg four subscores related to the
workforce, that s, diversity&opportunity, employnte quality, health&safety and
training&development to obtain a proxy for the CB&formance in the workforce dimension
(Workforcg, which concerns exclusively internal actors. TWedue of all the scores and
subscores of CSR performance is comprised betwemmd0100. Finally, the Asset4 database
also providesHuman Rights Breach Contractax dummy variable which is equal to unity if the
managers report to be ready to end a partnerstitp avsupplier who does not respect human
rights and zero otherwise. This variable is a prdey the reported concern of the firm’'s
managers for the CSR performance in the supplynchanensions. Thus, | consider four
dimensions of CSR performance (environment, socwtyrkforce, supply chain). Support for
hypothesis 2 requires that the disciplinary effecthe workforce dimension is significantly
smaller than in the other three dimensions, or ewetetectable. If the disciplinary effect in the
workforce dimension is not significantly differefitom 0, the four Asset4 subscores related to

the workforce Diversity&Opportunity Employment Quality Health&Safety and

* The 2009-2010 average increases the sample siambygd 12% with respect to the 2010 average. Tthes2009-

2010 average allows the exploitation of a higheowamt of information on firms.
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Training&Development can be used as dependent variables to confirmatisence of a

disciplinary effect in the workforce dimension.

Foreign Markets Press Freedom.The indicator of the level of press freedom in the
foreign markets is a weighted average of levelresp freedom in the markets where a firm sells,
for the 2002-2010 period, excluding the home caurfirst, | collect the data available on each
firm’s ten most important markets in terms of sdt@sthe 2002-2010 period, which is available
in the Worldscope database (Thomson-Reuters). 8ecdattribute to each market the level of
press freedom of the corresponding country usiegpitess freedom index, which is available
since 2002, on the Reporters Without Borders wel@eporters Without Borders, 20F1n
order to facilitate the interpretation of the reggien coefficients, the Press Freedom Index is
recoded so that the level of press freedom is Wk and 10 and increases with increasing
levels of press freedofThird, | calculate a weighted average of the lexfepress freedom of
all the markets, excluding the country of natidtyalior every year between 2002 and 2010. The
weight for each market is the fraction of salestlat market, with respect to the total
international sales. Finally, | average these \&ameer the entire 2002-2010 period to obtain the

value ofForeign Markets Press Freedom

® When one of the firm’s markets is constituted bgrenthan one country (“Africa/Australia”, “Pakistah Sri
Lanka”, “All other countries”, etc.) the data orathmarket is discarded because it is not possibéttibute a level
of press freedom to this market. However, wherttadl countries in the area have a high level of pfesedom
(“European Union Countries”, “USA/Canada”, “Benelugtc.). | attribute to that geographic area ti@922010
average level of press freedom of all the counttfieé belong to the following United Nations gequriz areas:
North America, Australia&New Zealand, Northern Bpecand Western Europe (United Nations Statistiegsiain,
2012). All the countries in these geographic adisglay high levels of press freedom. The objectiveo remove
from the database as few observations as possiilenaimize the loss of information.

® The Press Freedom Index can adopt values betwaad 015.5, and it increases with decreasing levejsess

freedom. The recoding assumes a linear relatiort®tiween the original index and the new indicator.
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Home Country Press Freedom The level of press freedom in the home country is
required to identify the disciplinary effect of ke to foreign markets with higher levels of
press freedom than the home market. Each coungitrisuted the median of the annual press
freedom index in the home country for the 2002-2@&6iod’ The data are available at the

Reporters Without Borders website (Reporters WitlBarders, 2011).

Firm Size. Larger firms tend to face significant stakeholderssure and, as a result, they
exhibit on average higher levels of corporate donat(Adams & Hardwick, 1998; Brammer,
Pavelin & Porter, 2009) and, more generally, higlesels of CSR performance (loannou &
Serafeim, 2012; Jackson and Apostolakou, 2010xohtrol for firm size, | introduce the firm’s
market capitalization at the end of 2010, in woili USD, in the regressions. The market
capitalization data is retrieved from the Datastredatabase (Thomson-Reuters). | check the
robustness of the results to replacing the marépitalization by the net sales. The firm’s net
sales at the end of 2010, in billion USD, are aldé in the Worldscope database (Thomson-
Reuters). In previous studies where the dependamdble was an indicator of CSR, firm size
has been introduced as a regressor either in lewvals logarithms (Jackson and Apostolakou,
2010; Brammer et al., 2009; loannou and Serafebi22Waddock and Graves, 1997). | also
check the robustness of the results to using thealdogarithm of the market capitalization and

the sales.

" The press freedom index tends to change littlmfyear to year. However, some unusual event thapéms on a
given year can result in an unusually high or longss freedom index on that year. The median mimsihe

impact of extreme values of the index on the pfiesssiom level that characterizes the 2002-201®deri
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Profitability. While profitable firms have more resources for C3iRns with poor
financial performance are more likely to restrichmagerial discretion over CSR expenditures
(Adams & Hardwick, 1998). Some studies that use fprofitability as an explanatory or a
control variable when the dependent variable isditator of CSR performance find a positive
relationship between the two (Adams & Hardwick, 89%annou & Serafeim, 2012), while
others do not find any significant relationshipvbe¢n them (Brammer et al., 2009; Jackson &
Apostolakou, 2010). More generally, a meta-analgéia51 studies published between 1972 and
2007 shows that, on average, the correlation betW@®R and corporate financial performance
is positive but weak (Margolis et al., 2009). THere, the return on assets in 2010 is introduced

to control for firm profitability. The data is régved from Worldscope (Thomson-Reuters).

Leverage High levels of firm leverage can constitute adam upon future returns
(Brammer and Pavelin, 2006), while imposing on firmgh debt contracting costs, which has a
negative impact on the firms’ resources available@SR (Adams and Hardwick, 1998). The
value of this control variable is the firm’'s delst @ percentage of total assets in 2010, available

in the Worldscope database (Thomson-Reuters).

Foreign Markets Environmental Regulation. Since there is a positive relationship
between civil liberties and post-materialist val@kemlehart, 2000), it is likely that in countries
with higher levels of press freedom the public srenconcerned about environmental and social
issues. Therefore, in countries where the preg®és politicians face a public that pays more
attention to these issues and, simultaneously, dheynore concerned about the potential impact

of media exposure on their own reputation (Dyck i&gales, 2002). Therefore, higher levels of
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press freedom should increase the incentives fotigians to introduce environmentally and
socially friendly regulations. As a result, a fithat enters a foreign market with a higher level of
press freedom than the home country might be fexedore stringent environmental and social
regulations, thereby increasing its environmental social performance. | introduce the foreign
markets’ average of the World Economic Forum (WEifeicator of environmental regulation
stringency. This control variable is calculatedhgsihe procedure designed feoreign Markets
Press Freedombut with the WEF indicator of environmental regfion stringency instead of the

press freedom levél.

Foreign Markets Social Regulation.When the dependent variable measures social
performance, the proxy for the social regulatiaingency is the foreign markets’ average of the
WEF indicator of social safety net protectionsltalculated following the same procedure as for

Foreign Markets Environmental Protectidn

The identification strategy
When a firm enters a foreign market with lower lsvef press freedom than the home

country, there is no reason for the managers tafgntdee level of CSR performance displayed.

8 In this case, | could not consider that there waggegraphic areas with a maximum environmentahgémcy.
Moreover, since the WEF indicator of environmemégjulation stringency was only available since 2084 2004
data is used for the 2002-2003 foreign sales dséore calculating the foreign markets’ average, ithdicator,
whose values are between 1 (very lax environmerggulation) and 7 (among the worlds’ more stringent
environmental regulation), is recoded so thatdisi® is between 0 and 10.

° Since the WEF indicator of social safety net pzo® was only available for 2009 and 2010, the®068ta is used
for the 2002-2008 foreign sales data. Before catmug the foreign markets’ average, the indicatdrpse values
are between 1 (no formal social safety net proyid#ection from economic insecurity in the evenfalf loss or

disability) and 7 (full protection), is recodedtbat its value is between 0 and 10.
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On one hand, an increase in the level of CSR pedaoce is unnecessary because the media
pressure is not stronger in the foreign market thahe home country. On the other hand, there
is no reason to lower a level of CSR performaneg thanagers consider adapted to the home
market requirements. However, when the press & frethe foreign markets than in the home
country, we should observe a disciplinary effectha press freedom in the foreign markets on
the firm’'s CSR performance. Therefore, the pressdom gap between the foreign markets and
the home market should only have an impact on t8R @erformance as long as this gap is
positive. As a result, | model the relationshipwestn the press freedom in the foreign markets

and the indicator of CSR performance as follows:

CSR, =a +vy ma>EO, ForeignMarketPressreedory, - HomeCountryPresQ:reedor;gs]
(1)

+0 xics + Eics
wherei represents the firng its home countrysis the industry sector arXlis a column
vector that contains all the controls ad@ row vector with the coefficients. If hypothegiss

verified,y should be positive and significant.

However, the model | test is:

CSR, = a + B ForeignMarketsPressFreedom,
+ 0 [Foreign MarketsPressFreedom x PositiveGapics]
+ ¢ [HomeCountryPressFreedonQs x PositiveGaplcs]
+0 Xt 6, + U, + &

ICs
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wherePositive Gaps= 1 if Foreign Markets Press Freed@e®> Home Country Press

Freedoms and O otherwised. andys are country-specific and industry-specific fixdteets.

The first difference between models (1) and (2het | introduce the variablEoreign
Marketsin the RHS. While | expect that entering marketthwnore press freedom than the
home country affects positively the level of CSRfpenance, market entry decisions could also
be determined by the firm's CSR performance. Marsagé firms with high levels of CSR
performance might have an incentive to choose darenarkets with high levels of press
freedom, where being socially and environmentalgponsible can confer a competitive
advantage to the firm. On the other hand, managdnsns with low levels of CSR performance
might avoid markets with high levels of press fra®gd where the risk of public exposure is
higher. Therefore, reverse causality could contatgithe OLS coefficients. Since my aim is to
identify the causal impact of the press freedonthie foreign markets on the firm's CSR
performance, this problem must be addressed. le\hnt of reverse causalitypreign Markets
Press Freedonand the CSR performance indicator would be paditicorrelated. In such a
case, we would expegt to be upwards biased (Acemoglu, Johnson, & Robin2001). A test
on S that is not able to reject the null hypothe8is- 0 indicates that the presence of reverse

causality is unlikely.

Moreover, if we ignore the country-specific and theustry-specific fixed effects in (2),
as long asf is not significantly different from 0 and = —¢p = y, models (1) and (2) are
equivalent. Therefore, testify= 0 and o = —¢ allows ascertaining that the disciplinary effect

is due to the press freedom gap between the foreagkets and the home country.
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Some country-specific time-invariant charactersstiould affect simultaneously the CSR
performance and market entry decisions, which detexrsForeign Markets Press FreedoifRor
example, strong post-materialist values in a cquotiuld have a positive impact on the CSR
performance of the country’s firms and, at the séime, render potential foreign markets with
low levels of press freedom less attractive. Toresisl this problem, | introduce country-fixed
effects @), by attributing the country of domiciliation thappears in the Worldscope database
(Thomson Reuters) to each firm. It should be nobed these country fixed effects also absorb

the impact of the press freedom in the home couwntrghe firm's CSR performance.

Similarly, firms in a given industry might have comn characteristics that affect
simultaneously their CSR performance and their etadntry decisions. For example, let's
consider firms in countries with low levels of pgefseedom that belong to industries that are
characterized by high levels of environmental pannce because the industry simply does not
pollute. These firms are more likely to exhibit gy levels of environmental performance and,
simultaneously, they might also be more likely mbee foreign markets with high levels of press
freedom, because there is no risk of being expésednvironmental issues. | control for this
potential source of bias by introducing industrgteefixed effects g&). To construct these fixed
effects, each firm is attributed the industry sedtmat appears in the Worldscope database

(Thomson-Reuters?.

9 The 25 industry sectors are: Aerospace; Apparetpiotive; Beverages; Chemicals; Construction; Biified;
Drugs, Cosmetics & Health Care; Electrical; Elesics; Financial, Food; Machinery & Equipment; Meta
Producers; Metal Product Manufacturers; Oil, GasalC& Related Services; Paper; Printing & Publigfi
Recreation; Retailers; Textiles; Tobacco; Transam; Utilities; Miscellaneous (Woldscope datakashomson-

Reuters)
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It should be noted that one of the dimensions oR@8nsidered in this study Kuman
Rights Breach Contractprwhich is a dummy variable. Therefore, Human Rights Breach
Contractor is the dependent variable, | estimate the probision of model (2): All the

regression models are run using STATA (StataCorp LP

RESULTS

Descriptive statistics

The descriptive statistics of the variables ares@néed in Table 1. There are 3965 firms
out of 4012 for which there is data available om ¢buntry of nationality and the industry sector.
Of these, 83% are domiciled in OECD countries, /fibout one in four firms is domiciled in
the United States of America. When only the 128&difor which there is a full set of data in
terms of all the variables are considered, 87%effirms are domiciled in the OECD countries,
while the proportion of American firms is also apgmately one in four. When only the firms
for which there is a full set of data are considerhe variables’ mean values do not change

significantly.

1 Pr(HumanRightsBreacQS =1 X) = ¢>(a + [ ForeignMarkets, + o [ForeignMarket$tS>< PositiveGanCS]

+ ¢ [HomeCountry, x PositiveGap. |+ & Xy + 6, + )

where X contains all the regressors
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Table 1. Descriptive statistics of the variables

VARIABLES Observaions M Devaton value  vale
Dependent variables (Scores)

Environmen 371: 48.7¢ 31.4t 9.14 94.5:
Society 3715 48.4: 24.1¢ 9.4% 96.5¢
Workforce 371: 49.17 24.6: 5.7t 95.51
Human Rights Breau 371% 0.0¢ 0.2¢ 0 1

Diversity&Opportunity 371: 48.4: 30.8¢ 4.8t 96.2:2
Employment Qualit 371% 49.8¢ 28.9¢ 2.71 97.7(
Health&Safet 3715 47.6:% 29.6¢ 3.1¢ 97.9¢
Training&Developmer 371% 50.5: 30.81 5.5C 95.0¢

Explanatory variables

Foreign Market Press

1695 8.64 1.88 1.60 10.00
Freedom
Home Countr Prest 3944 9.02 1.36 2.29 9.96
Freedom
Positive Ga 1681 0.4% 0.4¢ 0.C0 1.0¢
Firm Size 363¢ 15.15 1.45 6.2z 19.8:
Profitability 3657 5.0z 11.0: -178.3¢ 209.9¢
Leverag: 368( 19.41 23.1% 0.0C 321.2¢
Foreign Market: . 1672 7.15 1.41 248 10
Environmental Regulation
Foreign Markets Soci 1421 6.69 1.50 1.76 10

Regulation

The effect of the press freedom in the foreign masds and the firm size on CSR

performance

Table 2 reports the results for the four dimensiohsCSR considered (environment,
society, workforce and supply chain) when the iathc of size isMarket Capitalization

21



Columns (1) to (3) report OLS results for the thommtinuous CSR performance indicators,
while column (4) reports probit marginal effecténce Human Rights Breaclis a dummy

variable. As discussed previously, country and #tduspecific fixed effects have been
introduced in all the regressions. The resultsrabeist to replacing the market capitalization by
the net sales, as well as when natural logarithrthefindicator of size is used instead of the

level.

Two necessary conditions are required for hyposhdsito be verified. First, the
coefficient forForeign Markets Press Freedomust not be significantly different from 0, which
also means that, even if it is not possible to nueentirely the existence of an attenuation bias
or an omitted variable bias, the presence of reveasisality, due to the fact that firms with high
(low) levels of CSR performance tend to enter (dvéoreign markets with high levels of press
freedom, is unlikely. Second, the coefficientsla# first and second interaction terms should be
positive and negative, respectively, and not sigaiitly different in absolute value. The Wald
test failed to reject the null hypothesis that éheeefficients are equal in absolute value in all
four regressions (the Wald test’s p-values werevben 0.20 and 0.99). Therefore, the results in
Table 2 provide support for hypothesis 1: as losghe level of press freedom in the foreign
markets is higher than in the home country, there disciplinary effect of the press freedom in
the foreign markets on the firm’s CSR performartdewever, the effect is not detected in the
workforce dimension. The firm size coefficient esties are positive and strongly significant.
This could be explained by the fact that large §irmne more visible or that they might have more

resources to dedicate to CSR.
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Table 2. The disciplinary effect of the foreign makets’ press freedom on the four
dimensions of CSR performance considered

(&) @ ®) @
VARIABLES Environmen Societ Workforce Human Rights
Breach Contract:
Foreign Market -0.5: 0.1< 0.5€ 0.01
Press Freeda (0.89 (0.74 (0.55 (0.01
Foreign Markets Pre 4.02** 3.82%** 1.7¢ 0.18**
Freedom x Positive (p (1.76 (1.16 (1.78 (0.085
Home Country Pre -4 47 -3.88*** -2.07 -0.18**
Freedom x Positive G (1.94 (1.29 (1.83 (0.089
Firm Size 36€E.0C** 314.0C***  33C€.0C** 2.53***
(45.3 (55.3 (46.0) (0.62
Profitability -0.18*** -0.0¢ -0.07 -0.0C
(0.053 (0.09 (0.05) (0.00
Leverag 0.0¢ -0.0C 0.0¢ -0.0C
(0.06) (0.05) (0.09) (0.00
Foreign Market 2.84***
Environmental Regulatic (0.92
Foreign Market 0.51 1.18** -0.01
Social Regulatio (0.68 (0.52 (0.01)
Constar 14 .50** 32.00*** 26.70***
(5.97 (5.47 (5.11
Observation 1,41¢ 1,30¢ 1,30¢ 1,13¢
R-square 0.35¢ 0.32¢ 0.357
Robustness chec: the dsciplinary effect after excludir the following control variables
Profitability 3.88** 3.78*** 1.7C 0.18**
(1.76 (1.16 (1.78 (0.08)
Foreign Narket: 4.17* 4,11%** 2.45 0.1¢
Environmental/Social Regulati (1.81 (1.30 (1.78 (0.10
Profitability, 4.03** 4.08*** 2.3¢ 0.1€
Foregn Market: (1.82 (1.30 .77, (0.10

Environmental/Social Regulati

Notes: The unit of observation is the firRositive Gaps equal to 1 if the press is freer in the foreign
markets than in the home country and 0 otherwisebiPmarginal effects are reported in model (4)
Country-fixed effects and industry-fixed effecte ancluded in all the models. The robusntess check
section reports the estimates of Fareign Markets’ Press FreedomPositive Gap coefficient when the
variables mentioned are removed from the regressiodels. Below each coefficient robust standard
errors, clustered by country of nationality, anearted in brackets.

tp<.10 P <.05 **p < .01
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According to the estimates in Table 2, when theraye level of press freedom in the
foreign markets, whose values are between 0 anth@@ases by one unit, the performances in
the environmental and the society scores, whosgesahre between 0 and 100, are higher by
approximately 4. The probability that the firm iencerned by the respect of human rights in its
supply chain also increases by approximately Ohkrdfore, according to the data, if a Chinese
firm was selling in the United States instead dlirgg exclusively in China, we would expect
this firm’s environmental and society scores tohiigher by 27. The firm would also exhibit

considerably more concern for the respect of hungdats in the supply chain.

The introduction of profitability as a control vable could potentially bias all the
regression coefficients. Indeed, CSR is endogenaith respect to corporate financial
performance (Flammer, 2012). First, there are ummiable firms characteristics that might
result in a higher likelihood to implement longrelICSR strategies and, simultaneously, in a
higher financial performance. For example, wellhaged firms are also better at managing
CSR (Vogel, 2006). Besides managerial talent, ghyit (2001) mentions social capital,
organizational learning, and organizational knowkeds likely predictors of both high social
and financial performance. Moreover, past CSR anantial performance can be correlated
with present values of CSR and financial perfornearkirms that were more profitable in the
past might be more likely to have dedicated ressito CSR and be more profitable in the
present. High levels of CSR performance in the pastd also have contributed positively to
high CSR levels in the present and, simultaneolislye contributed to a higher present financial
performance. Indeed, Waddock and Graves (1997) é&ntpirically that corporate social
performance is positively correlated with prior dnture financial performance. To rule out the

possibility that the introduction d®rofitability as a control variable generates an endogeneity
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bias in the coefficient that captures the discaalyneffect, | run the same regressions without this
control variable. The estimates of this coefficiafter removindProfitability from the regression
models are reported at the bottom of Table 2. Thgmtude and the statistical significance of
the disciplinary effect are similar regardless dietherProfitability is included in the regression
models or not. Therefore, it is unlikely that thegence oProfitability in the regression model

contaminates the estimate of the disciplinary éffec

Moreover, the regulation control variables couldoaintroduce a bias in the regression
estimates. Columns (1) and (3) show a positiveticglship between the CSR performance and
the environmental and social regulation stringenfile this suggests that environmental and
social regulation in the foreign markets may hawdgsaiplinary effect on firms, it is also possible
that firms with high (low) levels of environmentahd social performance tend to enter (avoid)
foreign markets with stringent environmental andigloregulations, respectively. If this was the
case, the coefficient of this potentially endogenoegressor would be positive and significant
(Acemoglu et al.,, 2001). Because the coefficiemtscolumns (1) and (3) are positive and
significant, the regulation control variables coudé introducing a bias in the coefficient
estimates. Therefore, | evaluate the effect of wkolg regulation control variables from the
regression models. The magnitude of the coeffictbat captures disciplinary effect on the
performance in the environmental, society and sugplain dimensions changes little when
these control variables are excluded from the s=jwe models, while the coefficient remains
statistically significant, except in the supply rhalimension. The same applies when both

Profitability and the regulation control variables are excludech the regression models.
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Table 3. The disciplinary effect in the workforce dmension

@ @ ©) @
VARIABLES Environmen Societ Workforce Human Rights
Breach Contract
Foreign Market 0.51 0.8z 0.4z 0.4¢
Press Freedo (0.70; (0.50; (0.78; (0.67;
Foreign Markets Pre -1.97 -0.07¢ 5.35** 3.72%**
Freedom x Positive G (341) (2.36; (2.20; (1.10;
Home Country Pre 1.7¢ -0.0¢ -5.89** -4.12%**
Freedom x Positive G (3.42 (2.49, (2.24, (1.21
Firm Size 414%** 225%** 329%** 387***
41.7 (66.8 (49.0; (45.8
Profitability -0.0¢ -0.0C -0.0¢ -0.11
(0.06) (0.08 (0.10; (0.07;
Leverag 0.0t 0.0t 0.0¢ -0.01
(0.06; (0.05; (0.04, (0.05;
Foreign Market 1.82%** 1.01 0.64 1.23*
Social Regulatio (0.62 (0.61 (0.69 (0.73
Constar 26.20*** 17.80*** 36.30*** 26.60%**
(6.07 (5.27 (7.21) (5.79
Observation 1,30¢ 1,30¢ 1,30¢ 1,30¢
R-square 0.33i 0.28¢ 0.31( 0.31¢
Robustness chec: the dsciplinary effect after excludir the following control variables
Profitability -2.04 -0.0¢ 5.29** 3.64***
(3.39 (2.38 (2.19) (1.09
Foreign Markets Socialegulatior -0.9: 0.5C 5.72** 4.43***
(3.21 (2.43 (2.17 (1.23
Profitability, -0.9¢ 0.5C 5.66** 4, 35%**
Foreign Markets Socialegulatior (3.19 (2.45 (2.15 (1.24

Notes: The unit of observation is the firRositive Gaps equal to 1 if the press is freer in the foreign
markets than in the home country and 0 otherwisein@y-fixed effects and industry-fixed effects are
included in all the models. The robusntess checki®ereports the estimates of tRereign Markets’
Press Freedomx Positive Gapcoefficient when the variables mentioned are nadofrom the
regression models. Below each coefficient robustdard errors, clustered by country of nationarg
reported in brackets.

tp<.10 P <.05 **p < .01
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In order to confirm that the disciplinary effectabsent in the workforce dimension, |
apply the regression model of Table 2's columnt{B}he four Asset4 subscores used in the
calculation of Workforce The estimates reported in Table 3 show thatethgractually a
disciplinary effect of the press freedom in the kforce dimension, but only in two
subdimensions, namely health&safety and training&ttgopment. Therefore, these results
invalidate Hypothesis 2. The results are robusexoluding eitherProfitability, or Foreign

Markets Social Regulatigmr both, from the regression models.

According to the estimates in Table 3, when theaye level of press freedom in the
foreign markets, whose values are between 0 anthdéf®ases by one unit, the health&safety
and the training&develompent subscores, whose salue between 0 and 100, increase by
approximately 5 and 4, respectively. Thereforeoating to the data, if a Chinese firm was
selling in the United States instead of sellinglesiwzely in China, we would expect this firm’s

health&safety and the training&develompent subsstwebe higher by 34 and 27, respectively.

DISCUSSION AND CONCLUSIONS

In this article, | examine the disciplinary effeat the press freedom in the foreign
markets where a firm sells on its CSR performaiite. results show that a higher level of press
freedom in the foreign markets than in the homentguleads a firm to be, on average, more
socially and environmentally responsible than & Hales were restricted to the home country.

Moreover, selling in foreign markets with highewvdés of press freedom than in the home
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country increases the likelihood of being concerabdut the respect of human rights in the

supply chain.

The disciplinary effect of the press freedom in tloeeign markets on the CSR
performance has been conceptualized as a marledt,effiotivated by the managers’ wish to
attract ethically-oriented consumers and avoid gomes awareness campaigns and boycotts.
However, there are potentially other explanatioois the results obtained in this study. For
example, if firms were more likely to conduct fameidirect investment (FDI) in the countries
where they sell than in other foreign countrieg, idhentification strategy | have chosen would
not guarantee that the disciplinary effect | hastentified operates exclusively through the
foreign markets. If some parts of the productioncpss are more likely to be located in the
firm’'s foreign markets than in foreign countries ev the firm does not sell, the disciplinary
effect of the press freedom in the foreign marleetsld be due to the presence of production

units.

FDI involves not only investment in manufacturirgrgs in foreign countries, but also in
a dedicated distribution network or brand buildiigessard, 2003). FDI, as a firm's
internationalization process, can respond to types$yof demands the international environment
imposes on firms: the demands for global-scaleiefiicy, or strategic integration requirements,
and the demands for nationally responsive strageg@ie national responsiveness requirements

(Bartlett & Goshal, 1987; Doz & Prahalad, 1984).
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Strategic integration requirements push firms wate subsidiaries where the inputs are
most productive and/or cheaper, in order to redinee average cost of production. If the
production process is located exclusively in oneifph country, the firm can also cut down
production costs by exploiting economies of sc8lace the location of foreign production units
responds to the availability, the productivity aihé cost of the inputs, is unlikely to result in
spatial concurrence of markets and production |oitsubsidiaries). Therefore, in this case, it is
unlikely that the disciplinary effect of the prdssedom in the foreign markets is actually driven

by the presence of production units in the foremarkets.

The demand for local responsiveness originates ftbme local characteristics of
consumer tastes, distribution channels, governmeglations and, more generally, from the
social and political environments in the foreign rkeds. The location of subsidiaries is
determined by the need to adapt the product, dsawéhe advertising and distribution strategies,
to the particularities of the country where thenfisells. The internationalization strategies that
respond to the particularities of foreign marketad to spatial concurrence of markets and
subsidiaries. In this case, other local charadtesidesides the market could also explain the

disciplinary effect of the press freedom on the Gf8Rormance.

In case of spatial concurrence of markets and mtomtu units, three other factors than
the market could explain the positive correlati@tween the press freedom in the home country
and the firm’s CSR performance. First, managershinige more concerned about their own
reputation in countries where the press is free thedt actions can be easily exposed in the

media (Dyck & Zingales, 2002). Second, the managrrsure can determine their decisions
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concerning CSR performance: higher levels of pfessdom could be associated with stronger
post-materialist values and a higher concern fovirenmental and social issues. Third,
maintaining a good firm reputation might be a gggtto attract the most productive managers

and workers, as well as to keep turnover rates low.

However, three facts support my hypothesis that diseiplinary effect of the press
freedom in the foreign markets is not a manageutation effect or a managers’ culture effect
or a workforce productivity effect and, therefod®es not result from FDI. First, it seems that
most managerial decisions concerning CSR poligiedaken either in the home country and/or
by home country nationals. Indeed, previous reteseems to support the idea that the drivers
of CSR are top executives (Swanson, 2008), whorgéyevork in the head offices located in
the home country. Second, despite globalizatiorgrdm of directors have remained heavily
biased toward home country nationals (Jones, 2006, are likely to have incorporated the
cultural values of their home country. Therefore,si unlikely that the disciplinary effect
observed is due to a managers’ reputation effead oranagers’ culture effect in the foreign
country. Third, the disciplinary effect in the wéwkce dimension is strong in the health&safety
subdimension, which is related to accidents anckplace-induced illnesses, two types of events
that are particularly visible to external actordjile it is absent in two other subdimensions
related to the employees’ satisfaction. The effsctalso positive and significant in the
training&development subdimension. However, thi tasult may simply reflect a firm’s effort
to increase its labor productivity. Therefore,ist more likely that the disciplinary effect
observed in the environmental and social dimensiriSSR is motivated by the firm’s concern

for its public image than for the firms’ reputationthe eyes of its employees.
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The disciplinary effect of the press freedom infii@ign markets | have identified raises
new questions: which part of the effect is due he effort to attract ethically-concerned
consumers and which part can be attributed toitkenmnanagement policy implemented to avoid
reputational damage? How does the disciplinary ceéffebserved depend on the firm’'s

characteristics?

The positive correlation between size and CSR padoce also raises a question about
how firm size can affect the impact of increasing kevel of CSR performance on the likelihood
of being the target of activists and consumer btigc&ven if this likelihood should decrease
with increasing levels of CSR performance, by cimagpa responsive position and by publicizing
the firm’'s good deeds, managers might increasditimes visibility and invite private politics
(Baron, 2003). This could be a disincentive for sofiims to increase their level of CSR
performance and become one of the top firms in $eahCSR performance. However, the
disincentive might be less important for large Btravhich are already highly visible due to their

size, than for smaller firms.

The main conclusion of this study is that interoadlization towards new markets where
there is more press freedom than in the home cplvats a disciplinary effect on firms from
countries with low levels of press freedom. It ddoalso be noted that the positive effect of the
press freedom in the market on the firms’ CSR perémce suggests that any firm that enters
markets with higher levels of press freedom facespetitors that are, on average, more socially

and environmentally responsible than in the homentg. Finally, the results obtained in this

31



study also indicate that CSR as a regulatory mashmais more efficient in environments where

the press is free.
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