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Frere Jacques, frére Jacques,
Dormez-vous? Dormez-vous?

Sonnez les matines! Sonnez les matines!
Ding, daing, dong. Ding, daing, dong.

(Kinderliedje; melodie in Eerste Symfonie van Mahle







Voorwoord

Het is voor mij altijd een raadsel geweest hoe wetenschapper aan waarheidsvinding kan
doen, als hij zich beperkt tot zijn eigen vakgebmdde wetenschap Uberhaupt. Terwijl
waarheidsvinding toch de opdracht van de wetengdragrhijnt te zijn. Vermoedelijk doelt
men dan op een bepaalde vorm van waarheid, bijeetdbwetenschappelijke of feitelijke
waarheid, maar dat lijkt dan weer eeontradictio in terministe zijn: een waarheid die
voorwaardelijk is kan toch niet daadwerkelijk waar 2ijn

Newton was zich bewust van de voorwaardelijkheich vde waarheid in de
Natuurkunde, wanneer hij kort voor zijn dood zegt:

‘| do not know what | may appear to the world; bautmyself | seem to
have been only like a boy playing on the seashang, diverting
myself in now and then finding a smoother pebbla grettier shell
than ordinary, whilst the great ocean of truth lajl undiscovered

before me.’
(Newton,Brewster, Memoirs of Newtph855)

Maar is het afzien van het onderzoeken van de tgre@an of truth’ voor de natuurkundige

goed verdedigbaar, voor de econoom is een dergdiguding moeilijker te verantwoorden.

Daar waar de Natuurkunde zich beperkt tot de bestugl van dode materie, heeft de

Economie van doen met levende mensen. De men®tislechts een materieel, maar een
bezield wezen. Deze dubbele aard van de mens kfitiet naar voren in Goethe’s ode aan
de geestGeis):

‘Seele des Menschen,

Wie gleichst du dem Wasser!
Schicksal des Menschen,
Wie gleichst du dem Wind"

(GoetheGesang der Geister iiber den Wassdrfiv9;
georkestreerd door SchubeBtgsang der Geister Giber den Wassern D7B20)

Ook Wagner geeft met de uiteenzetting in Bjngblijk van deze realiteitszin:

‘Die drei Rheintdchter:

“Rheingold! RheingoldReines Gold!
O leuchtete noch

in der Tiefe dein laut'rer Tand!
Traulich und treu

ist's nur in der Tiefe:

falsch und feig

ist, was dort oben sich freut!”.'
(WagnerDer Ring des Nibelungei869)




Voorwoord

Indien de Economie zich niet bekommert om de ‘gosatan of truth’ kan het de mens
weliswaar helpen om te gaan met zijn I8tliicksgl en met de winden mee te varen, maar
negeert het diens ziebéelg. Deze ontzielde mens is precieshieno economicudie in de
Economie als uitgangspunt dient. Door deze abstraonceptualisering van de mens en
derhalve eenzijdige opvatting van de werkelijkhesdde waarachtigheid van de door de
Economie gegenereerde inzichten in het geding.aZdet zondermeer slaan met een ‘stick
of het voorhouden van een ‘cafrot concretoook de ziel van mensen kunnen raken, met alle
consequenties van dien. Zonder oog voor de ‘greeaarm of truth’ genereert de Economie
weliswaar relevante functionele inzichten die helde schaarste van alledag te bemachtigen,
maar diein concretosuboptimaal en mogelijk zelfs destructief kunngm z

Het moet het voorgevoel hiervoor zijn geweest dgtainvroeg tijdens mijn studie
Economie motiveerde me niet slechts te confirmexram de Economie, maar er ook op te
reflecteren. Eerst door Filosofie te gaan studelrater ook door mij verder te verdiepen in
andere vormen van waarheidsvinding, zoals religikenst. Zo werd ik mij langzaamaan
bewust van de relevantie om de wetenschappeligietiten in de Economie te verrijken met
inzichten in de ‘great ocean of truth’ en begriprvde geest te ontwikkelen. Want de geest,
of men placht het ook wel ‘liefde’ te noemen, lligle duurzaamheid bij uitstek te zijn:

‘En nu blijft geloof, hoop en liefde, deze driecale meeste van deze

is de liefde.’
(1 Korinthiérs 13:13sStatenvertaliny

Hoewel het volgens Hegel overigens een behoorlijkbideuze opgave is hier begrip
(Erkenntni$ voor te ontwikkelen, juist door de hoge mate wancreetheid ervan:

‘Die Erkenntnis des Geistes ist die konkretesteumiahochste und

schwerste.’
(Hegel,Enzyklopadie der philosophischen Wissenschati@h?)

Ook ik ontkom er niet aan me in dit proefschriftuieen in een bepaalde abstracte taal (het
Engels) en binnen een wetenschappelijke discigtieeEconomie) om de inzichten van mijn

zoektocht in de schaarse tijd en ruimte over tendgea aan voldoende anderen. Een hele
uitdaging, en zeker in tijden van vermoeidheid dnod dan ook niet zelden, net zoals de

Franssprekende denker Derrida, van een pen me¢wsndirecte, en derhalve minder aan
onbegrip onderhevige, werking als een injectiesfsyitinga™:

‘| always dream of a pen that would be a syringe.’
(Derrida,God, the Gift, and Postmodernist®99)

Op die momenten is het altijd weer fijn een bezmkhs in de ogen te kunnen kijken.

! Anders dan heEngelsewoord ‘syringe’ wordt heEransewoord ‘syringe’ door Van Dale in het Nederlandstaald met
‘syrinx’, het zangorgaan van vogels.




Voorwoord

Maar hoewel het proefschrift een proeve van bekvieddnin de Economie is, is wel
(of eigenlijkjuist daaromwel) geprobeerd om daarin zo goed mogelijk begrip vagessst te
laten doorklinken en ontwikkelen. Dit uit zich aleal in de keuze van het subject, namelijk
maatschappelijk verantwoord ondernemen (MVO).

Tijdens het schrijven van mijn proefschrift werdj ikwijls gevraagd wat dat dan
toch eigenlijk behelst, MVO. Hoewel het dan veridigt is om een van de talloze gangbare
definities van MVO te noemen, bemerkte ik dat dat molstaat om de betekenis van MVO
daadwerkelijk inzichtelijk te maken. Effectiever et gebruik van een analogie en het
verschil tussen het hebben van seks en het bednjaa de liefde te expliciteren. Hoewel
zowel het hebben van seks als het bedrijven vatiefide een voortplantingsdaad is en
derhalve in beginsel allebei in het teken staan danrzaamheid, is er toch een relevant
verschil: het eerste is een louter natuurlijk streven dus slechts een lichamelijke activiteit,
het tweede een zelfbewust streven, en dus 60k eaealénde activiteit. Bij het bedrijven van
de liefde heeft men weliswaar seks, en wordt dus dm lichamelijke behoefte bevredigd,
maar het doel van de handeling is anders, namedifkpraktiseren en zelfbewust nastreven
van het goede. Het bedrijven van de liefde heeddrdizor een betekenis die het hebben van
seks mist, maar mist niet zijn functie.

Aangezien het nu eenmaal in de natuurlijke aard emm bedrijf ligt om winst te
maken, is het slechts nastreven van korte termiistweming van een bedrijf als het hebben
van seks: het zondermeer bevredigen van de ngkeutiehoefte en zich daarbij niet
zelfbewust bekommeren om duurzaamheid. Dat kortsijie winstneming dan toch bijdraagt
aan duurzaamheid is niet onmogelijk, maar wordtwad in handen gelegd van het lot
(Schicksal, met alle mogelijke (maatschappelijke) ontwringtidaarbij van dien. Zeker
wanneer het gezag van een codrdinerende instanttreekt. Anders dan korte termijn
winstneming gelijkt MVO meer op het bedrijven vamlgfde: het door bedrijven zelfbewust
nastreven en praktiseren van het maatschappeligdegoen niet slechts korte termijn
winstneming, hetgeen zou leiden tot een flinke wardaming van de bedrijfsvoering en de
samenleving als geheel.

Toch bemerk ik na mijn vertoog vaak de nodige ssed®n eerste lijkt velen MVO
maar belerend en behoorlijk idealistisch: het ia e®oi idee, maar in de praktijk toch
helemaal niet haalbaar? Is het bijvoorbeeld vredatceen klein bedrijf dat onder grote druk
staat zich beperkt tot korte termijn winstneming drmerhaupt te kunnen overleven?
Inderdaad kan men stellen dat het bedrijven van M¥D in alle situaties gemakkelijk is en
soms zelfs (op momenten) niet mogelijk. Laat s@arMVO altijd wordt erkend. Maar dat er
een spanning bestaat tussen korte termijn winstigeran MVO, en niet zelden het één
daarom zal uitmonden in het andere, blijft ook dan waarheid als een koe. In de praktijk
kan dan ook maar zo goed mogelijk met die spanwiagien omgegaan en lijkt MVO toch
vooral te moeten worden beschouwd als nastrevemdigaanaar waarin nu eenmaal (op
momenten) ook tekort wordt geschoten. Dat MVO tath belerend of idealistisch wordt
beschouwd, heeft er dan eerder mee te maken d&teaadequaat mee wordt omgegaan. Wat
dan weer precies het belang van het nastreven %D tdont.




Voorwoord

Een tweede veel voorkomende vorm van scepsis iM¥&@ wordt gezien als naieve
dromerij of zelfs kwaadaardige huichelarij: bedgijvzeggen weliswaar MVO te bedrijven,
maar stiekem gaat het hen in de praktijk onbewespeactievelijk bewust toch gewoon om
korte termijn winstneming. Ook deze tweede vorm se@psis is begrijpelijk. Het is immers
heel verleidelijk voor bedrijven om mee te liftem geld te verdienen met MVO, door (vaak
met veel omhaal) te pretenderen dat ze goed doeaw, met daadwerkelijk MVO te bedrijven
aangezien dat significant meer inspanningen veMgiar impliceert dit dat MVO zelf een
illusie is? Inderdaad kan een bedrijf al dan nmwist doen alsof ze MVO bedrijft, maar dat
kan alleen precieesmdatde hierboven beschreven spanning bestaat en M\& blijkbaar
juist géén illusie is. Zonder de spanning, en datsohderscheid, kan immers het ene niet voor
het andere worden gehouden. Het komt er dan eepdaan oog te krijgen voor het verschil
tussen kunst en kitsch en derhalve adequaat teekubeoordelen of de mooie woorden ook
daadwerkelijke inhoud representeren. Dit adequaktihnen beoordelen lijkt me dan toch te
beginnen met het Uberhaupt onderkennen van de ovenb beschreven spanning, die
spanning leren uit te houden en vervolgens hetikeamen van de inhoudelijke betekenis
daarvan. Precies daaraan heb ik willen proeveit jprdefschrift en MVO en de twee vormen
van scepsis gethematiseerd door te verkennen lkeveenstandigheden het bedrijven kunnen
vergemakkelijken en bemoeilijken om MVO te bednijven (ii) hoe retoriek en substantie
zich tot elkaar verhouden.

Bij de uitvoering daarvan vond ik steun bij veledaren. Natuurlijk ben ik veel dank
verschuldigd aan mijn promotor, Johan Graaflandn&amet hem heb ik deelgenomen aan
het door de Europese Unie gefinancierde IMPACTgubjwaar dit proefschrift een vrucht
van is, en veel hoofdstukken in dit proefschrifnzian ook gezamenlijk werk. Zonder zijn
vertrouwen in mij zou dit nooit zijn gelukt. Ook ma ik de overige leden van de
promotiecommissie voor het lezen en beoordelen diamproefschrift. Gelukkig dat twee
betrouwbare bankiers (wat geen pleonasme schijrzijig, Erik Bieleveldt en Gerben
Hieminga, als paranimf bereid waren achter mijtéas. Tevens dank ik al die verstandige
waarheidlievende, en bovenal de inspirerende, daragn hoogleraren die mij ergens
gedurende mijn zoektocht hebben geholpen, zelfeifmnlijk juist) op al die momenten dat
ik me niet bewust was van mijn onwetendheid. Hgipeliat ik in de toekomst nog vele andere
mensen zoals zij mag treffen. Mijn ouders en grodéss dank ik voor het praktisch tonen dat
een menswaardige huishouding iemands vrijheidb@khot, maar juist eerst mogelijk maakt.
En natuurlijk dank ik ook de rest van mijn familen vrienden, die altijd voor mij
klaarstonden en waaraan ik niet twijfel dat zeldien en welzijn altijd voor mij klaar zullen
staan. Want dat maakt ze nu juist precies tot faraih vrienden.

‘Gotterdammerungs ook een zwart stuk. De wereld zoals die is, zo
slecht als die is, die stort in het stuk in elka@n wat in de laatste
maat gebeurt, is dat Wagner zegt: het enige waahaep voor de
toekomst van de mensheid ligt, is de liefde. Dattkevoorschijn. Als

het andere eindelijk weg is, is het daar al... Bdtet mooie...’
(Hartmut Haenchen, dirigeber Ring des Nibelungelij DNO, 2014)
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Chapter 1

Introduction

1.1 Introduction

Although traditional economic theory states thaefreconomic markets enhance social
welfare, the process of economic liberalization ahobalization in the last decades has
challenged the effectiveness of national regulatitaninternalize externalities resulting from
economic activity, like environmental pollution @Zich, 2006; Cutler et al., 1999). Powerful
economic actors like companies nowadays are opgratnore dynamically and
transnationally, making direct regulation from patl governments to internalize market
externalities more costly. The regulating power naftional governments is furthermore
challenged by higher competition among nation stated companies nowadays more easily
‘shop’ between nations, which pressures nationestab weaken themselves and to
accommodate the primitive needs of companies ifiaking short-term profits) even when
this harms social welfare. A relevant question efee is whether there is a reasonable
alternative for weakened nation states to hand skéras over to the whims of the markets,
other than to impose stronger national barrierdyaib reactions are expected to reduce the
wealth of nations.

One way to address the loss in effective markgulegion is by more cooperation
between nation states, which implies a higher eelee of transnational institutions like the
European Union (EU). Through these institutionstioma states reduce the competitive
pressure amongst themselves and therefore imphmie dapability and reduce the costs to
internalize externalities with direct regulationy lmposing regulations together. As
externalities actually are those issues that atel@alt with at the market, as an alternative to
joint regulations, nations could set up new markegether for missing ones. The EU, for
example, introduced a carbon emission trading systewhich a new market was created for
carbon emissions, often regarded as an importamerrextity. However, a relevant
disadvantage of transnational institutions is thation states often have to sacrifice much
sovereignty for the transnational institution to 8ecisive enough, which might not be
desirable in the case of substantial cultural ages and differences between nation states like
in the EU. Although uniforming those nation stateay make economic transactions less
costly in the short run, too much uniformity caadeto meaningful cultural losses, therefore
eroding fundamental aspects, like trust and triiefss, which as backbone highly contribute
to the wealth of nations. This may cause boomeedfagts creating tensions in and between
the cooperating nation states, as national govemtsneill experience diminished legitimacy
and stress from their own citizens making it eveorendifficult to reach decisions at the
transnational level.

11



Chapter 1: Introduction

Furthermore, one might wonder whether uniformirigead market regulation and
setting up well-functioning missing markets by antcalized transnational government is
practically feasible and desirable at all for atfipiortant externalities. It namely contradicts
with one of the main characteristics of econonbelalization and globalization, namely the
higher complexity of the economic landscape, whidhbe difficult to grasp and control for
a centralized governmental body. Also centrallyigleag effective and efficient new markets
for missing ones will be quite costly in such a gbex environment, therefore diminishing
social welfare. Indeed, especially in the currenbr®mic landscape due to economic
liberalization, market participants are often mibetter informed about what is going on on
the market than centralized actors and social dostn economically free and globalized
world order could therefore be lower when markettippants internalize externalities
themselves without explicit intervention of goveemis.

It therefore may be welfare enhancing to makentiaén characteristic of economic
liberalization and globalization beneficial instedy acknowledging a changed market
environment and therefore use more informal meamasithat encourage market participants
to behave more responsibly themselves. Therefoeehais to acknowledge that politics and
economics are much more intertwined than often estggl in the traditional economic
theory. Indeed, in recent decades, a global nde-ftased public domain has come to the
fore, an increasingly institutionalized transnasibarena of discourse, contestation and action
concerning the production of global public gooadwsjolving private as well as public actors,
which introduces new opportunities and constraimgen global and national governance
(Ruggie, 2004). It is a sphere that is neither joulplor private, but a mixture of the two. The
acknowledgement of the current relevance of this glmbal public domain implies another
kind of response to the increased costs of forewiklation, in which nation states relax the
idea of regulating the markets through formal lawssetting up markets themselves, but
instead try to adapt and facilitate markets in sactvay that market participants tend to
internalize externalities on the market themsel¥éss mitigates the need of governments to
control the increased complexity of the currentreenic landscape and furthermore has the
benefit that decisions can be made and implemesttedpace that neither governments nor
international agencies can match (Ruggie, 2004).rthEtmore, although the
acknowledgement of a non-state based public dostdifiavors cooperation between nation
states in order to reduce their mutual competitdtisagreements about regulating this new
public domain will be less likely to emerge whileese do not require giving up much
political sovereignty to other nation states omsrational political bodies. Nation states
should only agree on how to improve the workingtled transnational public domain and
therefore nor hand themselves over to the whimh@fmarket nor have to impose too high
barriers such that free markets are too much hasdper

Such a global non-state based public domain impBesshift in economic
responsibilities for social welfare from governnmeemd market participants, making market
participants more liable to justify their behavidss companies are often the most powerful
actors on the markets and therefore most ablek® @ this responsibility, this created an

12



Chapter 1: Introduction

interest in corporate social responsibility (CSR)llowing the well-known definition of the
EU, CSR can be defined as the practice in which paoies integrate social and
environmental concerns into their business opearatiand in their interactions with their
stakeholders on a voluntary basis, beyond compignanandatory, legal requirements (EC,
2001).

One of the main institutional mechanisms that stteucompanies to indeed take up
their responsibility for internalizing externalisiethemselves is the reputation mechanism
(Bovenberg, 2002; Graafland and Smid, 2004). Taidlustrated by many cases, in which
companies started to pay attention to CSR aftemaident that damaged their reputation
(Tulder and Van der Zwart, 2003). Companies neeglarm a license to operate by meeting
the expectations of stakeholders with respect éocttmpany’s contribution to profit, planet
and people (Graafland, 2002). Companies that domeet these expectations may see their
market shares and profitability go down (Mcintoslale, 1998). The two relevant conditions
for a well-functioning reputation mechanism arettiaformation about the company’s
behavior is easily being transmitted to many pad¢mtture trading partners and that market
participants collectively punish or reward comparfigr their past behavior. These conditions
are expected to be more easily being fulfilled lie tglobalized and technology-intensive
world order, precisely those characteristics thakenthe traditional way of governance
through formal legislation nowadays more difficuitstead of governance through direct
regulation to take care of the public good, govesnte may nowadays therefore choose to
regulate markets indirectly by improving the woxkiof the reputation mechanism (Graafland
and Smid, 2004).

Also other factors may induce companies to careitaB&R. The relationship between
CSR and innovation, for example, is often regardsda relevant reason of the current
attention to CSR. Several studies have shown ti&R @& positively related to innovation
(McWilliams and Siegel, 2000; Padgett and Galant020 The reason is that innovative
companies are already engaged in improving produigirocesses and products and therefore
have overcome management barriers such as thefdilance or know-how such that they
are more likely to be capable of undertaking orgambnal changes and absorbing new costs
(Ziegler and Nogareda, 2009). There may also beuaat influence from CSR on innovation
(Carrion-Floresa and Innesb, 2010). For exampleir@mmental management systems enable
the development of strategic resources which care e positive impact on innovation
abilities in general and thus also on technologaalironmental innovations (Frondel et al.,
2007; Wagner, 2007). While the literature citedwableaves the causality of the link between
technical and organizational innovation open, Hohbg008) found evidence on the basis of
panel data which clearly indicates an impact ofaargational environmental innovation
(environmental management systems) on technicale@maental innovation.

But CSR will only be a reasonable alternative foect government regulation to
internalize externalities if CSR really has an ietpan society. It is not for nothing that the
EU recently supplemented its definition of CSR bgtinag that CSR is ‘the responsibility of
enterprises for their impacts on society’ (EC, 201Hor CSR to have an impact, first

13



Chapter 1: Introduction

companies must be able to adhere to CSR at atlnist much too ambitious to ask them to
care about this? Besides institutional and econooaicditions like the working of the
reputation mechanism and innovation, other condtiaffect this ability (Brown et al., 2010;
Campbell, 2007; Laudal, 2011). Companies that faocenuch competition, for example, may
have difficulties to adhere to CSR. CSR, therefonay be a nice idea, but maybe just not
feasible for companies and therefore also not soreble alternative for direct government
control. Secondsome say that the company’s engagement in CSR rdieserve anything
else than creating a favorable image and therddaies impacts. Even if it turns out that they
have the possibility to take up CSR, are compareadly taking up their responsibility by
implementing CSR into their operations, or are thest pretending they are doing it (e.g.
Weaver and Trevifio, 1999)? And even if we coulddsured that companies implement CSR
deliberately, does this really have an impact arietp or are those measures not effective at
all and do the externalities in reality still ex{stg. Barla, 2007; Boiral and Henri, 2012; Yin
and Schmeidler, 2009)?

Right now, there is already much empirical litaraton the relationship between CSR
and the financial performance of companies, theeefocussing on the profit dimension of
CSR. But there is not much research that consittergffectiveness of CSR for society in an
integrative way that includes the social and emnmental dimensions. Indeed, various other
authors signal that the time has come to extendebearch to the relationship between CSR
and financial performance by also taking social andronmental impacts into account (e.g.
Margolis et al., 2007; Wood, 2010). This disseotatiherefore considers the benefits of CSR
for society as a whole, instead of only sharehalderd the company, and explores whether
CSR can serve as an alternative for direct govenhmegyulation to internalize externalities.
First, by studying whether and how the intentidret tompanies have indeed materialize into
impacts for society. But even when CSR is founthdwe positive effects on social welfare,
these will only be apparent when CSR is feasiblectampanies at all. Several factors can
hamper and facilitate the CSR potential for comganiherefore, secondly, we study which
economic, institutional and internal factors drdwampanies to adhere to CSR.

The content of this chapter is as follows. Wetfpsesent a literature overview about
the tradition of conceptualizations of CSR and ooafe social performance (CSP) in general.
Next, we identify the gaps in the current empirititdgrature and the resulting research
questions for this dissertation in Section 1.3.Section 1.4, we present the conceptual
framework that will be the guideline in the remanaf this dissertation. Next, in Section 1.5,
we discuss the datasets and methodology that wefansthe empirical analyses in this
dissertation. Finally, in Section 1.6 we preseptdhtline of this dissertation.

1.2 Tradition of CSR and CSP conceptualizations
Since the explicit introduction of CSR by Bowen %89 there has been much debate about

how to conceptualize this concept. Besides unidgioeral definitions of CSR, various
integrative conceptualizations have been desidiladin the well-known works of Caroll in
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Chapter 1: Introduction

1979 and Wood in 1991, in which CSR is extende@&®. In this section, we review the
history of CSR conceptualizations.

CSR and CSP

A necessary condition for conceptualizations of Gfild CSP to appear at all was a changed
conceptualization of companies: were companies édsnpredominantly conceptualized as
closed systems that were and should be rationaligtsired and managed, Boulding (1956)
was one of the first to conceptualize companiesc@splex open systems intrinsically
connected to its environment. In the former coneaiptation, companies were considered as
one of the various possible entities in a marketraat model, which underlies the traditional
doctrines of liberal economic and political the¢Breston and Post, 1975). Like in physics,
this model is amoral and pragmatic and it states tie interplay of forces of self-interest
will, by way of the invisible hand, lead to a hammus social outcome for society. A crucial
characteristic of this abstract model is that eawstity is thought to be isolated from every
other entity and interactions only occur by meaigansactions. Companies are an example
of those entities, but also the government is amred as such an entity in this model.
Boulding’s conceptualization of the company, corpethie fore in a more economically
liberated and globalized world order characteriZzeg huge interdependencies, is a
manifestation of an interpenetrating model. Thermenetrating model acknowledges that
business and society are nor identical nor comlglsteparated, which implies that they can
change the structure of the other, instead ofglisting the volume or character of inputs and
outputs through static exchange relationships. Gongs are not merely economic
institutions, buin concretoalso have a political dimension. Like states, congsreflect and
reinforce values (Wartick and Cochran, 1985).

Freed from the non-reflected use of the market ehquescribing the automatic
discipline imposed by the invisible hand, this nailtdependency of the company and its
environment opened up the possibility that compmaheeve a responsibility other than making
profits. Indeed, the basic idea of CSR is thatiess and society are interwoven rather than
distinct entities (Wood, 1991), which is also aexgnt assumption underlying Freeman’s
(1984) widely used stakeholder management modehpgaaies have a social contract with
society and are moral agents (Wartick and Cocht885). While those who adhered to the
traditional doctrine of the market contract modahcunambiguously state that the only
responsibility of companies is to make profits (dzgedman, 1970), the responsibilities of
companies in an interpenetrating model are lesgoaby This is why ever since discussions
of CSR began, the primary question has been to wbompanies are responsible and for
what (Frederick, 1994; Wood, 2010).

To reduce the ambiguity of the CSR concept, alraadire 1970s scholars suggested
replacing the concept of CSR by ‘corporate socisponsiveness’. Corporate social
responsiveness, called ‘CSR2’ by Frederick (19@4ncerns how companies respond to
social demands. CSR2 is a more pragmatic view thanoriginal idea of CSR (called
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‘CSR1’), emphasizing corporate action instead spaomsibilities and duties. The idea is that
social responsiveness leads managers to a cleapgrasis on the implementation of CSR,

instead of the ambiguity in the responsibilitiesattithe company has. Whereas social
responsibility leans toward philosophical discoursecial responsiveness ‘shuns philosophy
in favor of a managerial approach’ (Frederick, 19987). This made Sethi (1979) to give

different typologies of possible corporate respsnas reactive, defensive, responsive or
proactive without regard to the company’s intergion outcomes.

Many scholars argued that CSR2 was an advancedfmiynking of CSR1, because
CSR1 was operationally dysfunctional. Ackerman Bader, for example, argue that social
responsibility ‘gives little guidance as to the taont of what is to be done beyond “something
more,” and it deflects our attention from much tisamportant’ (Ackerman and Bauer, 1976,
p. 7). Advocates of social responsiveness stateitha a more tangible and achievable
objective than social responsibility. In this walyese scholars pretend that CSR1 and CSR2
are two opposing conceptualizations of CSR.

The first integrative conceptual model of CSR \ad out by Caroll (1979) and later
refined by Wood (1991). The integrative nature bese models, instead of arguing
oppositions and replacements, is what makes theilqueinfWartick and Cochran, 1985).
Caroll deliberately choose the term corporate $@aegormance (CSP) instead of CSR, while
he argued that CSR (CSR1) only referred to thevattinal part of CSP and not also to the
social responsiveness part (CSR2). The CSP modeaioatedges that CSR2 without
principles is unguided and therefore blind, and CS®hout the objectivity of CSR2 does
not materialize and is therefore empty. This imteéredness of both kinds of CSR is exactly
what the CSP model recognizes. For being respangibihe real world, both kinds of CSR
are necessary elements, and the reconciliatiomeftwo kinds of CSR finally led to the
recognition of a third part in the CSP model: tfeas or the impacts of CSR.

In the following sections we discuss in more detaib of the most used CSP
conceptualizations in the CSR literature: Caroll%/9 CSP model and Wood’s 1991/1994
CSP model.

Caroll's 1979 CSP model

Caroll’'s CSP model has three dimensions. The dinstension concerns the four domains of
CSR, in which the different responsibilities of quemies are recognized: economic, legal,
ethical and discretionary. This conceptualizatideady acknowledges that economic and
social responsibilities are not mutually exclusiae,economic responsibility is modeled as a
subset of CSP. Ethical and discretionary respdiigsi differ in the degree of social
expectations: ethical responsibilities refer toigloexpectations of companies over and above
legal requirements, while discretionary (or voli#) responsibilities refer to those
responsibilities about which society has no cladrressage for business and are therefore
left to the company’s judgement and choice (Cad®i79). Caroll later changed the category
of discretionary responsibilities to philanthrogyaoll, 1991). Especially this first dimension
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of Caroll's CSP conceptualization enjoyed (and stijoys) great popularity among scholars,
especially when considered as a Maslow-like pyramiith the economic responsibility as
base and discretionary responsibility at the top.

The second dimension of the model concerns thealsegsues with which the
companies should be concerned (like discriminatmoduct safety, and environment). The
third dimension concerns the possible ways of nmespeness (reactive, defensive,
accommodative, and proactive). Together those dines formed a cube of CSP with
originally 96 cells in which CSP could be assessed.

Wood’s 1991/1994 CSP model
A well-known extension of Caroll’'s CSP model is Vd&®conceptualization of CSP (Wood,
1991; Wood, 2010). This model was slightly revised1994. Figure 1.1 shows Wood's

revised model.

Figure 1.1  Wood’'s CSP model

Principles of social Processes of social Outcomes and impacts
responsibility — responsiveness — of performance
Legitimacy: Environmental scanning: Effects on people and
companies that abuse the gather the information organizations.
power society grants them needed to understand and
will lose that power. analyze the company’s

social, political, legal and
ethical environments.

Public responsibility: Stakeholder management: Effects on the natural and
companies are responsible active and constructive physical environments.
for outcomes related to their engagement in relationships

with stakeholders.

U7

primary and secondary area
of involvement with society.

Managerial discretion: Issues management: Effects on social systems
managers and other a set of processes that allow and institutions.
employees are moral actors a company to identify,

and have a duty to exercise analyze and act on the socidl

discretion toward socially or political issues that may

responsible, ethical affect it significantly.

outcomes.

Wood’'s model consists of three main parts (inst#fatimensions). The first part concerns the
principles of social responsibility and constitutde motivations for companies to be
involved in CSR, the second part the processesaélsresponsiveness, which is the action
part, and the third part, the only one that is oledgle according to Wood, concerns the
outcomes and impacts of CSP.
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The first part resembles Frederick’'s CSR1 (Freterd®78). Other than Wartick and
Cochran (1985), Wood (1991) argues that Carolligrfmart categorization of motivations
cannot be considered as principles, but only aategorization: categories do not represent
motivators or fundamental truths. The categorizatidistinguishes various kinds of
responsibilities, but does not say anything substaabout what these responsibilities really
are.

While the basic idea of CSR is that society andrtass are interwoven, the first part
of CSP acknowledges that society has certain eapents for appropriate behavior and
outcomes of companies. Wood (1991) argues thatetleaxpectations are placed on three
levels: the institutional level, the organizationl@vel and the individual level. The
expectations on the institutional level refer te tegitimacy that a company needs from
society and refers to Davis’s (1973) Iron Law ofsRensibility: if an institution has social
power, that institution must use its power respagsor the power will be taken away by
society. The second level of CSR1 concerns thecipim of public responsibility, in which
CSR is applied to the specific situation of an widlial company. This principle, derived
from Preston and Post's (1975) idea of public resfmlity, frees the CSR concept from
some vagueness: companies are not responsiblelfang all social problems, but they are
responsible for the problems that they have caasellthey are responsible for helping to
solve problems and social issues related to their business operations and interests. But
although the principle of public responsibilityrisuch more specific about the responsibility
the company should take and therefore gives gualdoc setting priorities, it still leaves
substantial room for managerial discretion, therdthprinciple of CSR. This principle
incorporates the idea that social responsibiliiess not met by some abstract organizational
actor, but by animated human beings that are cothgtanaking decisions and choices.
Managers in the company have choices how to fillG8R in practice. It is a major
reinterpretation of Caroll's discretionary categagd refers specifically to the duties of
individual employees as moral agents (Wood, 20IRjs principle is taken from Ackerman
(1975) and shows thain concreto it is unavoidable that managers are also public
policymakers.

The multi-level division of the motivating prindgs of companies to engage in CSR
into institutional, organizational and individuagvel factors shows that there is some
interdependency: managers, for example, have s@uoeetion to act, but are bounded by the
principle of legitimacy and public responsibilitfhis also addresses Friedman’s (1970)
popular argument that managers are not allowedaty \pith shareholder's money: a proper
CSR practice prevents this, as managers are intieedgertain extentnot allowed to ‘play’
with shareholder’'s money. Bt a certain extentthis is also just unavoidable and therefore
even desirable not to prevent, but rather to ergéime reliability of this practice.

The second part of the model concerns social respamess, defined by Frederick
(1978) as the capacity of a company to respon@d@ispressures. This part of the model is
consistent with the work of Ackerman (1975), whggested three characteristic behaviors of
a responsive company: it monitors and assessesoamental conditions (environmental
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scanning), it attends to the many stakeholder ddmataced on it (stakeholder management)
and it designs plans to respond to changing camdit(issues management). While in Caroll’s
CSP model, issues management was the third dinreasid therefore distinguished from the

second dimension of social responsiveness, Woo@1ljl8rgues that issues management
should be conceptualized as a process rather thtdre @&ndpoint of the CSP model.

Although Sethi (1979) argued social responsivenessa replacement of CSR,
Frederick (1978) saw it as a way of implementindRGfhd therefore called it ‘CSR2’. Also
Caroll (1979) already observed that social respemgss is no replacement for CSR, while
companies that are very responsive to social coscenay in the process act very
irresponsibly. This is the reason why principlesl aesponsiveness are modeled as two
distinct, but complementary parts: the responsisene seen as the action part and the
principles as the motivating part. Wood’'s CSP modeés not identify, nor completely
disentangle the principles and actions componentsich generates the possibility to
distinguish principled and unprincipled actionsvasl as specific principles driving various
responsive actions. There seems, however, to bevagieausation in this theoretical model:
principles cause actions (and not the other wayratp This implies that, although principles
and actions complement each other, their natudiffierent as principles have an priori
status and actions not.

Acknowledging CSR1 and CSR2 as two distinct but glementary concepts opens
up the way of an outcome part in the model. Indéeel principles of CSR and the processes
of social responsiveness cause the outcomes aratisyphe endpoint of Wood’s CSP model.
According to Wood, this third part ‘is the only fion that is actually observable and open to
assessment’ and ‘the only place in the CSP modetavany real performance exists’ (Wood,
1991, p. 711). Wood argues that company’s motinatiand responsiveness will be judged on
those visual outcomes. Caroll's model lacks thicome part.

In Wood'’s original 1991 model, the outcome part Wasded into three elements. The
first element concerns the social (in the broadsegimmpacts of corporate behavior. Those
include positive impacts as well as negative impamt society as a consequence of the
company’s behavior. The second and third elemencems the policies and programs
companies use to implement responsibility and nesipeness. Wood conceptualizes these as
the outcomes of the actions the company explicitigertakes to manage its social impacts.
Ideally, the policies and programs are linked te tiiree corresponding principles of
legitimacy, public responsibility and manageriaatetion: they should uphold the legitimacy
of businesses in society, improve the company’ptathdlity and fit with its environment and
create a culture of ethical choice respectively.dynparing the ideal case with the actual
policies and programs, one could assess the pafarenon those issues.

In Wood's revised 1994 model, the third part wals ditvided into three elements, but
now the elements concern effects on social (in shéct sense), environmental and
governance issues respectively. The third part, h@beled ‘outcomes and impacts of

2 Which does not imply that the actions in the so@aponsiveness part may not contribute to makepemies
awareof the principles. This, however, does not chahgeprinciples as such.
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performance’, includes both policies and prograimst also the effects, or impacts, on
stakeholders and the society at large (Wood, 1994y in this revised 1994 model, we see a
distinction being made between the implementatib@$8R (i.e. policies and programs) and
its impacts for three categories of issues (soemljronmental and governance), all being an
element of the third part of the model.

1.3 Gaps in existing empirical literature and rese@h questions

After three decades of extensive research, thegengeral agreement that the research on the
relationship between CSP and the financial perfogeaf the company remains inconclusive
(Aragdn-Correa and Sharma, 2003; Barnett and Salp@@06; Godfrey, 2005; Margolis and
Walsh, 2003; McWilliams and Siegel, 2000; Schalegggnd Figge, 2000; Wood, 2010).
Various authors signal that the time has come tenek the research to the relationship
between CSR and financial performance, by alsstpkito account (i) the drivers of CSP
and (ii) the social and environmental impacts adt®f only impacts on the company’s
financial performance (e.g. Margolis et al., 200/od, 2010).

The company’s interest in CSP is often explainettims of the ‘business case’. The
argument is that CSP contributes to the financiaffggmance of the company, which
stimulates companies to take up responsibilitied there traditionally addressed by the
governments. Research has indeed shown that teemeuch evidence that the corporate
financial performance (CFP) is positively relateddSP (Van Beurden and Gdssling, 2008;
Margolis et al., 2007; Orlitzky et al., 2003). Hoxee, the results of other empirical studies
into the link between CSP and financial performaedber on the company level or the
portfolio level show that a significant positivdatonship is not undisputed. There are many
studies that find no indication of a superior parfance of socially responsible investment
(SRI) funds or SRI indices (e.g. Renneboog e808; Schroéder, 2007). Some studies find a
neutral or negative relationship between CSP and (OBnes and Wicks, 1999; McWilliams
and Siegel, 2000). This also holds more specifidalt the environmental dimension of CSP.
For example, Filbeck and Gorman (2004) do not fandgpositive relationship between
environmental and financial performance, ratherapgosite. Also Telle (2006) does not find
a positive relationship between environmental amthricial performance. The latter
conclusion is supported by Cafién-de-Francia andcé&Safyerbe (2009). Estimating the
effects of 1SO14001 certification on the marketuealof companies, they find that the
relationship is negative for less polluting andslésternationalized companies. Apparently,
CSP is not necessarily a ‘business case’. The aguthat companies care about CSP just to
improve the company’s financial performance theef&eems too superficial. A deeper study
into the underlying drivers of CSP and its impatdsexplain CSP more thoroughly is
therefore warranted.

Recently, research into CSP has become more foausehe institutional roots that
underlie the relationship between CSP and CFP (&guand Jackson, 2003; Brammer et al.,
2012; Campbell, 2007; Matten and Moon, 2008). Thisremore recognition that the
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explanation of socially responsible behavior halsg@ought in these roots. Business behavior
does not occur in a vacuum, but is structured syedonomic and institutional context. In
literature, several articles have emerged thatysthid research question from a theoretical
institutional perspective. For example, CampbedO@) discusses economic and institutional
conditions under which companies are likely to hehia socially responsible ways. Brown et
al. (2010) distinguishes four sets of explanatioh€SP that partly overlap with the factors
described by Campbell, but adds others as wellh ag managers’ values. Besides the
external economic and institutional drivers, thbagrefore also identify internal drivers of
CSP. Laudal (2011) takes stock of drivers and eesrthat particularly influence CSP of
small and medium-sized enterprises (SMEs). Nonehefe studies, however, tests the
influence of the various drivers of CSP simultarspuTherefore, it remains uncertain to
what extent these partial influences are robustrwtested in a broader framework and
whether the estimates are biased by incorrectlyingaout one or more important causal
factors. Furthermore, no extensive research idablaiyet on how the external drivers affect
the internal drivers of the company.

Another major gap in existing literature concettmes effectiveness of CSR as a means
to improve social and environmental impacts of camigs. Investing in CSR does not
necessarily imply that this also contributes toiaowelfare and therefore that responsible
companies indeed supplement or take over respdtisiithat are traditionally assigned to
governments. Although economic impacts on society already well-covered by research
into the relationship between CSP and CFP as wdll$P and innovation, there is almost no
research into the social and environmental impa€t<CSP. More and more companies
nowadays employ various kinds of CSR policies arsfriments, such as codes of conduct,
memberships of global initiatives like the UN Glbb@aompact, 1SO-certifications, and
various types of cooperation with stakeholder atities. Several studies have been performed
to analyze the factors that influence the adoptibthese practices (Aragén-Correa et al.,
2004; Brown et al., 2010; Gadenne et al., 2009;dnd Ho, 2011; Williamson et al., 2006).
But the impacts of these policies and instrumentserms of the realization of social and
environmental goals remain uncertain. There arg W studies into the effectiveness of
CSR. Ammenberg and Hjelm (2003) and Friedman arddR001) looked at the impacts of
environmental management systems and found thastiablishment of a joint environmental
management system in Sweden respectively Britanltedd in environmental improvements.
However, both studies are based on a limited nurobease studies of SMEs and the results
are therefore difficult to generalize. Furthermorarrent empirical studies do not consider
social and environmental impacts in a coherent eptual framework. Because of this limited
evidence, it remains uncertain to what extent tmhination of CSR policies and their
implementation really leads to impacts and theeefmntributes to social welfare. This is a
serious gap in the field of CSR research, becduS&R would fail to have favorable social
and environmental impacts on society, the wholeephmay become redundant.

Most current studies on CSP focus on large compangead of SMEs. Indeed, CSR
has long been perceived as being the provincergé laompanies and not necessarily well

21



Chapter 1: Introduction

adapted to SMEs (EC, 2007). But as CSR becomes maiastreamed and it is more
commonly acknowledged that CSR is not just a ‘lyxgood’, attention is shifting to also
include SMEs (Spence et al., 2003). For 2012, Skiteounted for about 67 percent of total
employment and 58 percent of gross value addettenElU (EC, 2012). As more than 98
percent of all European businesses are SMEs, tlmorience of conceptualizing and
analyzing the CSR impact for SMEs is evident. BMIES are not just miniature versions of
large companies and are often considered as haligtipct characteristics (Curran et al.,
1986; Thomas, 1998). Therefore the way of concdiping CSP of SMEs cannot be simply
copied from the analyses for large companies (Rag6i08). Compared to large companies,
SMEs are characterized by a relative lack of awessnexpertise and long-term strategic
vision, as well as limited time and finances (Ref”2006; Russo and Tencati, 2009; Spence
et al., 2003; Studer et al., 2006; Tilley, 2000; Ii¢el and Frost, 2006; Welsh and White,
1981). In essence, the main difference betweem laoghpanies and SMEs is that, in contrast
to large companies, the majority of SMEs see ldtleno separation of ownership and control
(Beaver and Prince, 2004; Perrini, 2006). This iaglfirst, that SMEs are more embedded in
an informal social network rather than formal staMder relationships (Perrini, 2006) and
generally have a greater understanding of localialland political contexts, more links with
local civil society and a greater commitment to rapieg in a specific area (Baden et al.,
2011). Second, SMEs are more often managed bydteiers (Jenkins, 2009; Spence, 1999).
The CSR policies of SMEs therefore tend to refteetvalues of the managers, because of a
closer relationship between the business and treopal life of the managers (Lepoutre and
Heene, 2006; Murillo and Lozano, 2006). Althougleyhoften do not have a long-term
strategic vision, the owners of SMEs often haveiterm continuity as their first priority: the
survival of the company is often linked with thejesitive of passing the business to their
children (Bridge et al., 1998; Comte-Sponville, 2D0n order to attract and keep staff and
collaborators, who could earn more from multinagiisn they attempt to create a positive
climate with a friendly atmosphere.

Studies that do study CSP for SMEs often suppos¢ firmal procedures are
generalizations which do not fit the nature of SMiEsl that SMEs therefore should not be
asked to implement CSR using formal proceduresrifPe2006; Russo and Tencati, 2009;
Spence et al., 2003; Studer et al., 2006; Till&§0® Welford and Frost, 2006; Welsh and
White, 1981). A more nuanced view, in which is amkiedged that subjective informal and
objective formal types of organization can reintoeach other, is still rare in literature. The
directors, on whom CSP often depends in SMEs, @erhatic in their implementation of
CSR and therefore not use the full potential of teenpany (Jones, 1999). Furthermore,
owners often leave the company for personal readeer®y et al., 2013). Formalization of
CSR, therefore, may improve the internal managemérthe company by making it less
dependent on the subjective judgements of the tdirewhich contributes to the company’s
successful continuation. Furthermore, formal proces can help in making employees and
other stakeholders more aware of CSP and in keefiegfocus on relevant social and
environmental issues.
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The discussion above gives rise to the followirggegch questions:

1. What are the economic and institutional drivers dompanies to invest in CSP
and how do they affect the internal drivers of CSP?

2. Does CSR really affect social welfare or is it jusgtoric?

3. How does the analysis for large companies and Siffees?

1.4 Conceptual framework

Wood’s CSP model, as discussed in Section 1.2 gsnaric conceptualization of CSP. As a
generic model, this model is difficult to measusenaeasures are necessarily specific and not
generic. Indeed, Wood (2010) states that only hiivel fpart of the model is observable and
therefore measurable. It is therefore not surpyighrat Wood (2010) shows that her model
was in 2010 still poorly empirically measured atigo decades of its introduction.

In order to measure CSP, the generic model shaufdifther specified without losing
its core structure. First, as Wood shows that tineet parts of the CSP model are inherently
connected, isolating one part from the othersristbt not possible. Therefore, to measure the
impacts of CSR, we also somehow need to measurethiee two parts of the CSP model to
keep the generic structure of this model intaangpples that guide actions which results in
impacts. This is also what Jamali and Mirshak (2087 in their conceptualization of CSP
when they specify the three elements in the impact of Wood’s model to social policies,
social programs and social impacts. The term ‘$osidbroadly defined here to encompass
social as well as environmental issues. This satibn within the impact part resembles
Wood’s generic structure: policies refer to thenpiple part, programs to the action part and
impact to the impact part of Wood’s model. Althougls not identical, it is also analogous to
the structure of the Total Responsibility Managem€rRM) framework, proposed by
Waddock et al. (2002) for helping companies marggireir responsibilities to stakeholders
and the natural environment. The TRM frameworkheréfore even more applied to the
business level than Jamali and Mirshak’s model. TR& framework consists of three parts:
inspiration, integration and innovation/improvemelmispiration concerns the vision setting
(the guiding part), integration concerns the indign of responsibility into the company (the
action part) and innovation/improvement the craftof continual improvement orientation
(the impact part).

Second, we should nor completely separate theetso@nd the company nor
completely identify them. As we showed above, th®l idea behind CSP is exactly that
business and society are interwoven, but alsondiséntities and therefore each can change
the structure of the other instead of only alterithg volume of the other: they are
interpenetrating each other. Current studies on €8 to separate the two entities too much.
Institutional theories tend to view the companylatermined by the institutional environment
and therefore often neglect the diversity of congmmrand their specific characteristics.
Economic-based approaches, on the other hand, teerabnsider CSP only in terms of

23



Chapter 1: Introduction

company level value maximization (Young and Makh@13). As Wood’s model shows,
however, institutional, organizational and manageectors are intertwined. But at the same
time, we should also acknowledge that society drmd dompany are to a certain extent
separated, as a company’s behavior can be cleatiypglished and assessed as separated
from the behavior of the society as a whole andefloee causal relationships between the two
can be identified. This separation is an omissio/ood’s generic model, probably inherent
to its generic nature.

We therefore split the company and the societyhaut actually modeling them as
two distinct entities. Our conceptual frameworlksli®wn in Figure 1.2, in which the company
and the society are presented as a ring.

Figure 1.2  Conceptual framework
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As Figure 1.2 shows, we follow the generic struetof Wood’s model: principles that
guide actions which generates impacts. As our freonle is necessarily more descriptive to
enable the measurement of the various causal ae#dlips, the principle part misses the
explicit normative connotation that we find in Wa®dnodel and therefore we call it ‘drivers
of CSP’. These drivers affect the CSP of the compptre action part in our framework. CSP
is split into three subsequent parts: CSR rhetd@8R implementation and CSR impact.
Although CSR impact is part of CSP and thereforeeleament of the second part, unlike the
CSR rhetoric and implementation, CSR impact cafeopositioned exclusively inside (nor
outside) the company. As companies are inherergty @f the society, each impact at the
company level is also an impact for the societyisTid why we take CSR impact out and
explicitly model it as the third part of our conteg framework. CSR impact, therefore, is
both an element of the second part and the thirdgiahe framework. We now discuss the
three parts of the framework in more detail.

In the motivational part, we make the same distimcas Wood and split this part into
the institutional, organizational and managerigéle The institutional level is modeled as the
economic and institutional drivers for CSP thatrsfeom society. A relevant economic driver
is the degree of competition: companies operatingvery competitive markets may have
little room to do good as they have to fight foeitlives. On the other hand, companies that
do not face enough competition may be temptedttbagik and not take much care about
society. Institutional drivers explicitly refer tbe legitimacy of the company. Examples are
the market responsiveness of the stakeholders, ntieaitoring of non-governmental
organizations (NGOs) and media and the effect dtistrial organizations. Companies that
rely more on the goodwill from its stakeholders expected to be more willing to increase
their CSP when these stakeholders indeed care @&t

But even within a uniform institutional environmerdompanies are often highly
diverse with dissimilar resource endowments (Bari®g6, 1991; Penrose, 1959), strategic
orientations (Henderson and Mitchell, 1997; Petet893) and market positions (Bain, 1956;
Caves and Porter, 1977), which gives rise to diftereconomic needs and concerns.
Therefore, besides those institutional charactesisif the company’s external environment,
also the internal environment is an important aedeat of CSP. These company-specific
characteristics can be split into organizationaktdes and managerial factors. Examples of
organizational factors are the size of the compamy the sector in which it operates. A key
managerial factor is the individual motivation fo8R. These motivational factors correspond
to the managerial discretion in Wood’s model, asmpany’s motivation is expected to stem
from concrete human beings, especially the manadd¢re company.

Both the external and internal drivers are expetteaffect the CSP of the company.
In our conceptual framework, CSP is the action.pgo CSP is modeled as a process with a
three-part structure. The first part concerns bearic of CSR, often communicated in policy
statements. The CSR rhetoric of the company guidesmplementation of CSR in which
targets are set and programs created, which cdtildately lead to CSR impact. A weak
CSR implementation might also imply weaker impaats society as these are subject to
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greater variability. But this framework also im@i¢hat CSR rhetoric is an achievement in
itself, as companies without CSR rhetoric will bed subject to stakeholder punishment and
rewarding. Furthermore, it may contribute to a sevfsentitiement, conviction and rationality
of action in the organization (Haack et al., 20I})erefore, companies acknowledging and
defining their responsibilities through rhetoric & necessary condition for the CSP
mechanism to function well. But rhetoric can onlenge into realities when they are
effectuated by implementation. Implementation withpolicy guidance is blind and policies
without implementation are empty. In our model réfiere, rhetoric and realities are not two
opposite concepts, as scholars often pose (AshéonthGibbs, 1990; Rodrigue et al., 2013),
but two mutually dependent concepts, which togethergenerate concrete impacts.

In Wood’s model, both implementation and impactsC8R are categorized in the
third part of the model, thereby not recognizingpasible causal relationship between the two
as Wood's model not adequately takes into accduait the company and society are not
identical entities. A first distinction between ilementation and impacts of CSR was made in
Wood'’s revised model of 1994. But also then botmensategorized in the third part of the
CSP model. As our interest is to disentangle thglementation of CSR and its impact on
society, in order to assess whether CSR indeedrialétes and contributes to social welfare,
we clearly distinguish implementation and impactodel them as different parts and
hypothesize a causal relationship between them. tr&@gn to CSR rhetoric and
implementation, which clearly belong to the companypacts belong both to the company
and the society.

1.5 Sample and methodology

We split the analysis in two main parts. One paplieitly analyzes the drivers of CSP, while
using a holistic measure of CSP. The other parli@sp examines CSP and the impacts of
CSR on society, while taking the drivers of CSP doanted. In both parts, we employ an
analysis for large companies and one for mainly SM& the analyses for SMEs, we focus
on Europe, while in the analyses for large companie compare Europe with other parts of
the world. Furthermore, we focus in our analysesacial and environmental issues of CSP
and therefore do not explicitly study the economimension, as many studies already did
this (see above) and the interest of the IMPACTqutp which the research for this
dissertation was part of, was mainly to study theseal and environmental impacts instead
of the economic impacts.

To disentangle the complex relationships betweendtivers of CSP, CSR rhetoric,
implementation and impact, we need an extensive@sdatWhereas major rating agencies like
Sustainalytics, ASSET4 and KLD have developed esxtenCSR data for large companies,
no such systematic dataset exists yet for SMEfo@tjh several studies have been done into
CSR of SMEs (EC, 2007; Spence et al., 2003), abdhstudies do not distinguish between
drivers, CSR rhetoric, implementation and impacbordbver, they are based on samples that
are too small for a European wide econometric amalyf CSR by SMEs. For that reason, we
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developed a large survey to gather data on CSFSKUES in twelve European countries. A
subset of the questions in the SME survey concgrdiivers of CSR was also used for a
survey among large companies as ratings of larggpaaies do not include information on
the drivers of CSR. Combining this information withe CSR ratings for large companies
allows an analysis of the drivers of CSR for lacgenpanies. Furthermore, a reduced version
of the European SME survey was used to gather fdataompanies in China. Table 1.1
summarizes the four datasets. Although the corgetite datasets will be more thoroughly
discussed in the various chapters when the datzctisally used, below we discuss the
characteristics of the various datasets in moraildet

Table 1.1 Overview datasets
Ratings Survey Survey SMEs Survey China
Sustainalytics Sustainalytics
Type of data Rating Online survey Online survey i@nkurvey
Year of registration 2008-2010 2010 2011 2011
Number of questior | - 40 14¢& 24
Number of address | - 1,34¢ 36¢,00z 3,88¢
Sample siz 1,131 212 5,317 10¢
Response ra - 15.8% 1.5% 2.8%
Type of companies Large companies  Large companiesainliMSMEs Mixed
Geographical Global Global 12 European countries | China
coverage (Austria, Denmark, Finland,
France, Germany, Hungary,
Italy, Poland, Spain, Sweden,
The Netherlands, UK)
Measures CSsP Drivers of CSP Drivers of CSP and GSESP
Type of analysi Drivers anc Drivers analysis | Drivers and impac Impact analysi:
impact analysis | large companies | analysis SMEs companies in
large companies China
Chapte 2,5 2 3,6 4

Ratings Sustainalytics

To measure CSP for large companies, we used rdateg from Sustainalytics. Data from

sustainability rating agencies is often used to suea CSP. Sustainability ratings (often
called ‘ESG ratings’ according to their three ovehéng categories of environment, social
and governance indicators) have some beneficialrackexistics compared to other
measurement methods like corporate reputation atolis (Fortune Index) or surveys. ESG
ratings respect the multidimensional nature of C&88,compiled by entities external to the
company, are based on diversified data sourceslambt fully rely on perceptions (Graves
and Waddock, 1994; Igalens and Gond, 2005; Listepedd and Ceton, 2009). Rating
agencies are furthermore specialized in gatherimg kind of information and therefore

expected to be able to combine objective figureth wubjective judgement based on their
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experience with the subject. This reduces the piisgiof miscommunication and therefore
improves the reliability of the data. Rating agescitherefore, can be considered as important
infomediaries in the research on sustainabilitylBiok et al., 2008).

Sustainalytics develops detailed sustainabilittadar large international companies.
Companies are analyzed by local research partnevarious parts of the world using one
consistent methodology, designed in active dialogiih experts, users and companies.
Sustainalytics applies strict criteria for analgginompanies and has adopted a stringent
guality management system of peer reviewing to mnsonsistency and quality. Analysts
consult a large variety of sources to assess a@oynguch as public reporting of a company,
in addition to information from NGOs, internationistitutions, press and governments.
When a company profile is updated, Sustainalytisaies a dialogue with the company to
give it the opportunity for feedback.

We explicitly tested the reliability of the Sustalytics data by doing a comparative
statistical analysis of ESG ratings of Sustainaes/and the ESG ratings of Thomson Reuters’
ASSET4 for companies that are rated by both raigencies. For 2010, we found a bivariate
correlation coefficient of 0.66 (p<0.01), which icates a high convergence. We did a similar
analysis for Morgan Stanley’'s ESG ratings (previpukLD) and found a bivariate
correlation coefficient of 0.63 (p<0.01) for theimgs in 2010 for companies that are rated by
both Sustainalytics and Morgan Stanley’'s ESG ratinghese results contribute to the
confidence of the reliability of the Sustainalytaata.

Sustainalytics assesses companies on about 15€atodi. Generic indicators are
supplemented with indicators specific to the sedtomhich the company operates. The
company's performance is analyzed on several tomagegorized in three overarching
categories: environment, social and governance JESGP is analyzed on the use of formal
policies (like policies on discrimination), the ilementation of instruments (like programs to
increase diversity) as well as on impacts (likerdagender diversity).

Survey Sustainalytics

As Sustainalytics does not gather data on the irieECSP, in November 2010 we set out a
survey among 1,346 companies that are rated byaiBasttics after pretesting the survey
among ten executives. To reduce a possible soestability bias, we explained in a cover
letter that the survey was confidential and to bedufor research purposes only. After three
reminders, in total 324 companies responded, othvBil2 fully completed the survey (15.8
percent). Table 1.2 presents the geographical ageeof the respondents. The categorization
of regions is based on the categorization of dffiettypes of capitalism (Whitley, 1999, 2002;
Hall and Soskice, 2001; Amable, 2003), as usetienlMMPACT-project (Moon et al., 2012).
First, European capitalisms and Anglo-Saxon andastapitalism is distinguished. In
Europe, the role of the government is consideretetdarger than in the US and therefore
CSR in Europe is more coordinated and in the USentiberal (Matten and Moon, 2008).
Second, within the European capitalisms, the UK lathnd are considered more closely
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connected to the US due to the relative prominghaé markets play in the allocation of
goods. Furthermore, scholars often distinguishSbandinavian systems of capitalism from
the Continental European system, due to the fosnesfative openness and redistributive
effort. These differ from the Mediterranean Eurapesystem and the former socialist
economies in East Europe. East European countiéesa included in this dataset, but only
in the SME survey.

A majority of the respondents are companies witadgearters located in European
countries. Of the people who actually filled in thevey, 62 percent of them are working on
a CSR department and 38 percent on an investotiomtaor corporate communication
department. During the process of completing theesy respondents could temporarily store
the unfinished survey which allowed them to delegdte completion of parts to other
employees if specialized knowledge for certain tjoas was needed.

To further study the representativeness of our ggmye compared the average CSP
score of the companies in our sample and all tmpamies in the Sustainalytics database.
The average CSP score of the respondents to theys(59.37) and its standard deviation
(10.17) did not differ significantly from the avgeESG-score (56.49) and standard deviation
(10.18) of the 1,346 companies to which the surwes sent. This indicates that the
respondents are representative for the total saofglempanies rated by Sustainalytics.

As Sustainalytics also does not gather financith,dae used data from Capital 1Q to
supplement the data on CSP and its drivers witantial statistics. S&P Capital 1Q is a
multinational financial information provider headgtered in New York City and a division
of Standard & Poor's. It covers 88,000 companiebally with over 5,000 unique financial
data items and 2,500 industry-specific items.

Table 1.2 Respondents survey Sustainalytics by catm

Region Countries (share of region) Share of total

Anglo Saxon no-EU Australia (19%, Canada (36, US (45% 20%

Anglo Saxon El Ireland (22%, UK (78%) 1C%

Mediterranean Euro| Greece (16%), Italy (19%Portugal (13%, Spain (52% 15%

Scandinavia Denmark (25%), Finland (12%), Norweé)Y9Sweden (54%)| 11%

Continental Europe Austria (14%), Belgium (4%), @ (18%), Germany (30%), 35%
Luxembourg (1%), Switzerland (8%), The Netherla(k£96)

Asia Hong Kong (11%), Japan (67%), Singapore (21%) 9%
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Survey SMEs

In September, October and November 2011, togetitbr @entERdata we fielded the SME
survey. With this survey, we gathered information @SP and its drivers among SMESs in
twelve European countries. As SMEs are expectdabttess able to understand the English
language, a native speaker translated the Engéisdion of the survey in the native language
of the SME. An advanced Language Management Utitisveloped by CentERdata, was
used to coordinate translations and to ensure st@msicontent coverage. We again included a
cover letter to explain the respondents that thgesuwas confidential and to be used for
research purposes only. In order to provide conggawith an incentive to respond, an online
feedback module was created for those SMEs thapleted the survey. The module allowed
SMEs to compare their own CSR with sector-speaifid country-specific average CSR.

Table 1.3 Respondents survey SMEs by country
Region Total number | Number of | Percent of | Number of Response
of SMEs e-mails total responses rate (%)
Anglo Saxon EU (UK) 1,551,381 31,801 2.0 163 0.5
Mediterranean Europe 6,681,294 124,790 1.9 2,100 7 1.
Italy 3,937,495 85,920 2.2 1,534 1.8
Spain 2,743,799 38,870 14 566 15
Scandinavi 947,59: 28,24 3.C 861 3.C
Denmarl 208,89° 8,431 4.C 35¢ 4.2
Finland 202,578 6,039 3.0 240 4.0
Sweden 536,118 13,771 2.6 263 1.9
Continental Europe 4,833,225 137,322 2.8 1,655 1.2
Austria 285,672 11,254 3.9 148 1.3
France 2,345,98t 63,05¢ 2.7 34¢€ 0.t
German' 1,682,04¢ 50,12¢ 3.C 537 11
TheNetherland 519,51¢ 12,88t 2E 624 4.8
East Europe 2,077,983 42,848 2.1 548 1.3
Hungary 561,670 12,155 2.2 223 1.8
Poland 1,516,313 30,693 2.0 315 1.0
Total 16,091,476 365,002 2.3 10,481 2.9

The SME survey was presented to 365,002 compaBi@spercent of all SMEs in these
countries), whose addresses were taken from a aldabf KOMPASS, and after three
reminders in total 10,481 companies responded,hoéw5,317 respondents fully completed
the survey. Table 1.3 presents a more detailedviewerof the response per region and
country. We categorized the regions in the sameagaipn the Sustainalytics survey, but now
also East Europe is included (and non-Europeammsgare not included, as it is a European
survey, neither are some other European counikeslrieland and Portugal). As Table 1.3
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shows, the total number of companies in the twelventries equals 16,091,476/Ne
received many responses from ltaly. This is du¢héolarge number of Italian SMEs. The
response rate was highest for Denmark, Finlandf@and@he Netherlands. In contrast, for the
UK and France we received a relatively low numbieregsponses. When we only count the
respondents that fully completed the survey, theraye response rate was 1.5 percent. This
relatively low response rate is in line withx ante expectations, because the survey is
electronic and relatively long and takes substhatfart from SMEs to complete.

Of the people who actually filled in the survey, g&cent of the respondents held an
executive position and therefore can be assumegetable to assess with at least some
accuracy their CSP and its drivers. Respondentkl quiematurely store the survey results
during the process of filling in the survey, allogi them the opportunity to ask other
employees to continue filling in certain questidrspecialized knowledge was needed.

Because of the relatively low response rate andiplesnon-response bias, we cannot
assume that the outcomes are representative fSiVis in the twelve European countries. In
order to evaluate the non-response bias, we use® waalysis which assumes that late
respondents are more similar to non-respondentsehey respondents (Lin and Ho, 2011).
For this purpose, we constructed a dummy variabid walue 1 for respondents that
responded to the first round, value 2 for resporefésr the first reminder, value 3 for
responses after the second reminder and value 4efponses after the third reminder.
Bivariate correlation analysis showed that the é8p@n) correlation coefficient between this
dummy and the CSP of companies is insignificantO¢R with p=0.39). Based on this
methodology, we therefore find no indication ofgn#ficant non-response bias.

Survey China

In November 2011, we set out a reduced versionhef SME survey among Chinese
companies. The survey was designed in English lagl translated into Chinese by a native
speaker. A member of our research team carriedfaut interviews (in Chinese) with
managers of two domestic and two foreign compaloiested in China to pretest the survey
questions before the final distribution of the s&yvook place. The results were used to
identify problems in the survey, such as compreloendifficulties or inadequate response
options and to improve the survey design afterwaftien the survey, together with a cover
letter in which we secured confidentiality, wasts®en3,888 companies using email addresses
from a database of KOMPASS. The companies areddcat 30 provinces, but the biggest
shares are from Beijing (12 percent), Guangdongpg@ent), Jiangsu (10 percent), Shanghai
(9 percent) and Zhejiang (11 percent). Afterwatds) reminders were sent in two weeks’
time. We received 109 responses, a response ragpobximately 2.8 percent.

3 See: http://ec.europa.eu/enterprise/policies/smesffigures-analysis/performance-review/index_tem#n2-1
(accessed on 1-9-2011).
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Table 1.4 Respondents survey China by company sizgctor and ownership

Number of employees Sector Ownership

Smal (1-50) 22% | Manufacturing 18% | Domestic 74%
Medium (50-300) 36% Other manufacturing  29% Foreign 26%
Large (300-5000) 249% Financial 15%

Giant (> 5000) 18% Other services 38%

Table 1.4 shows that about half of the respondardgsservice companies. Moreover, more
than 70 percent are domestic companies. Furtherrtieesample covers small companies as
well as medium-sized and large companies. The simtuof SMEs is of special importance,
as Chinese SMEs have often been associated withllgaoesponsible behavior (Tang and
Li, 2009).

As the response rate is relatively low, we evadat possible non-response bias, by
using wave analysis which assumes that late regmsdre more similar to non-respondents
than early respondents (Lin and Ho, 2011). Theegfae constructed a dummy variable with
value O for respondents that responded to the foand, value 1 for respondents that
responded after the first reminder and value 2dspondents that responded after the second
reminder. Bivariate correlation analysis showed significant negative (Spearman)
correlation coefficient between this dummy and ahyhe implementation instruments. This
indicates that the non-response bias is not impbitethis study.

Another potential bias that may reduce the qualitythe data is social desirability
bias. In order to reduce social desirability reg@ohias, we explained to the respondents in a
cover letter that the survey was confidential amdbé¢ used for research purposes only. The
identity of the participants would remain anonymolise executives who filled in the survey
thus had little reason to present a more favorpickeire of their company than they knew was
the case. Several studies show that self-repordviior and actual behavior are strongly
correlated (e.g. Bernard, 2000; Fuj et al., 198ate@leben et al., 2002; Warriner et al.,
1984). A final reason to expect that a potentiaiaodesirability response bias will not blur
the analysis is that we found a high variance éensttores of the various components of CSP.

1.6 Outline of the dissertation

Table 1.5 shows the outline of the dissertatioraférs 2-6 were originally written to serve
as independent articles to be published in peeewed journals with different types of
audiences. Therefore, these chapters could alsedakin isolation, some overlap in texts is
present and the chapters are sometimes framedgliitierently.

The focus of the first part of this dissertatiohater 2 and 3, is on the drivers of
CSP. In this analysis, we do not explicity modebRCby distinguishing each individual
element of it (CSR rhetoric, CSR implementation &8R impact), but rather use a single
overall score to measure CSP. Chapter 2 analyeedrivers for large companies by relating
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data from the survey for large companies for devand overall scores for CSP from
Sustainalytics. Chapter 3 analyzes the relatiossfap SMESs, by using the data from the
SME survey.

As we have a much larger dataset for SMEs, thedveork that we use for SMEs can
be more sophisticated than the framework for laxgeapanies. Not only do we distinguish
two types of external drivers (economic and instial drivers) for SMEs, we also add
internal drivers of CSP to the analysis. Furtheenave take the complex structure of the
various drivers into consideration in the conceligation and in the empirical analysis by
using structural equation modeling instead of mplétregression analysis. Since most drivers
that affect CSP of large companies might also affeBP of SMEs, we use a similar
framework in both types of analyses. For exampt&epcompetition is expected to be a
relevant driver for both large companies and SMisyever, some of the drivers of CSP of
large companies are not relevant for SMEs and ftbereve dropped these from the analysis.
An example is mandatory CSP reporting, as SMEsnateexpected to be subject to this.
Other drivers were included, but modified. For epdam the responsiveness of the capital
market was modified to the responsiveness of bamgarticular, as for SMEs these are much
more relevant than every other stakeholder ondipéal market, like shareholders.

Table 1.5 Outline dissertation

Chapter Research gquestion Type of companies Dataset

1 Introduction

2 Economic anc What are the economic ai| Large Ratings Sustainalytic
* institutional drivers of | institutional drivers of and survey
o | CSP CsP? Sustainalytics
E 3 External and interni | What aretheexternal anc | Mainly SME¢ Survey SME
o drivers of CSP internal drivers of CSP and

how do they interact?

4 Impacts of CSR in Does CSR have an impact Mixed Survey China
- China in China?
% 5 Impacts of CSR fc Does CSFhave aiimpac | Large Ratings Sustainalyti
g large companies for large companies?
— | 6 Impacts of CSR fc Does CSR havarimpac | Mainly SMEs Survey SME

SMEs for SMEs?

7 Conclusiol

In the second part of this dissertation, we focusghe relationship between the various parts
of CSP. The question is whether the CSR rhetorittha implementation of CSR contribute
to impacts. The framework assumes that if a commamymits to CSR by using rhetoric, it
has a strong motive to dedicate resources to CSfRuments in order to integrate it into the
organizational procedures and implement CSR attimerete issue level to secure that the
impacts cohere with its rhetoric. Otherwise it rankigh risk that the company’s practice is
found to be opposite to the company’s rhetoric #msl will negatively affect the company’s
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reputation. We therefore expect that a higher l@feCSR rhetoric positively affects CSR
implementation. Subsequently, the implementationC&R may result in improved CSR
impact.

In Chapter 4, we first explore the relationshipwen the various parts of CSP for
companies in China. Although the sample for Chiremapanies is quite small, China is an
interesting case to study CSP as it became thedaemitter of greenhouse gases (GHG) in
2006, 8 percent more than the US, mainly due tdigs foreign trade intensity (Ma and
Chen, 2011). In 2006, China accounted for 10 péroérthe global energy use and was
relying for approximately 75 percent on coal fomgeting its energy (McKibbin, 2006).
Also the large increase in the movement from pe@pla rural to urban areas and the major
role of social networks (often called ‘guanxi coatiens’) shows the expected relevance of
CSR in China (Hu, 2008). A study of Hu and Saich1@) shows that migrant workers often
get less educational and health services than teegts villagers. But although Chinese
companies seemingly agree to conduct CSR and dtdadeimplement various CSR
instruments, the CSR impact in terms of the reiimaof social and environmental goals is
generally considered to be lagging behind substiytiin Chapter 4, we therefore research
whether the CSR rhetoric and programs that Chinesganies have put in place really have
social and environmental impacts. This also makpsessible to consider whether CSR, often
regarded as a Western concept, is also somehoweappa China.

In Chapter 5 and 6, we study more thoroughly howRQ&etoric affects CSR
implementation and how they are related to CSR anga Chapter 5, we focus on large
companies worldwide and use the rating data frostefualytics. In Chapter 6, we study CSP
of European SMEs by using survey data only. Theaggh in Chapter 6, however, differs
from the one in Chapter 5. In Chapter 5, we sinmiplipow our formal conceptual framework
(see Section 1.2) by studying the relationshipsveéeh CSR rhetoric, as expressed with
formal CSR policies, implementation and impacts.Chnapter 6, however, we follow our
framework, but also reflect on it. Due to theirurat SMEs tend to organize CSP in a less
formal way than larger companies and therefore tendhave no formal CSR policies.
Analyzing CSR impact within such a formalized s®jtias our conceptual framework
assumes is then less appropriate. Therefore, westattije analysis and, instead of assuming
formalizations to exist, we study a more fundamlegteestion, namely whether objectively
formalizing CSR contributes to higher CSR impact3MEs, compared to an only subjective
informal way of organizing CSR. This is a more figant change in the framework than in
Part | of this dissertation, where we used the seype of framework for studying the drivers
of CSP both for large companies (Chapter 2) and SkGEhapter 3). We only modified the
framework marginally in Chapter 3 by framing itttee situation of SMEs. But as in Part I
we focus on the company level, a more fundameritahge in the type of framework is
appropriate.

In the closing chapter, Chapter 7, findings arersanized and compared between the
different chapters. Furthermore, policy implicasoare formulated and directions for further
research are given.
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Chapter 2

Economic and institutional drivers of CSP

2.1 Introduction

Globalization, unbounded technologies and growinterdependencies between people,
companies and countries have increased global ptieddy and chances for people,
companies and countries to climb the social ladfee. negative side effects of the increased
openness and economic development, however, areasing negative external social and
environmental effects of production and consumppatterns which threaten human well-
being. As the regulating power of national and rimiional governments is limited in a
globalized world order and the power of companies lncreased, this challenge has
generated a strong interest in corporate socidbprance (CSP)of companies as a new
governance model that replaces centralized regulaty a more collaborative approach
(Hess, 2007; Jensen and Sandstrom, 2011). Poli@maiderstand CSP as a concept used
by companies to integrate social and environmertatcerns into their business operations
and in their interactions with their stakeholdemsavoluntary basis, beyond compliance to
mandatory, legal requirements (EC, 2001).

Research has shown that using CSP as a new goeermandel is potentially
promising, because there is some evidence thdinduecial performance of companies (CFP)
is positively related to CSP (Van Beurden and GigsR008; Margolis et al., 2007; Orlitzky
et al.,, 2003). The argument is that CSP contribtiteshe financial performance of the
company, which stimulates companies to take uporespilities that were traditionally
addressed by the governments. However, the resfilisther empirical studies into the
relationship between CSP and financial performaeitieer on the company level or the
portfolio level show that a significant positivdatonship is not undisputed. There are many
studies that find no indication of a superior parfance of socially responsible investment
(SRI) funds or SRI indices (e.g. Renneboog et24lQ8; Schrdder, 2007) and a neutral or
negative relationship between CSP and CFP (Carfédfratecia and Garcés-Ayerbe, 2009;
Filbeck and Gorman, 2004; Jones and Wicks, 1999VMiams and Siegel, 2000; Telle,
2006). Apparently, CSP is not necessarily a ‘bussnease’. The argument that businesses
engage in CSP just to improve the company’s firelnperformance therefore seems too
superficial. A study into the underlying drivers GSP to explain CSP more thoroughly is
therefore warranted.

Recently, research into CSP has become more foausdde institutional roots that
underlie the relationship between CSP and CFP (&guand Jackson, 2003; Brammer et al.,

* CSP is a broader concept than corporate socidnsibility (CSR), as it encompasses besides tineiptes of
social responsibility also the processes of sa@aponsiveness and impacts of CSR (Orlitzky, 20608pd,
1991). As we use rating data and since all thasettactors are covered in the rating, we maing/the broader
CSP concept in this chapter.
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2012; Campbell, 2007; Matten and Moon, 2008). Thisremore recognition that the
explanation of socially responsible behavior halsg@ought in these roots. Business behavior
does not occur in a vacuum, but is structured syedonomic and institutional context. In
literature, several articles have emerged thatysthd research question from a theoretical
institutional perspective. For example, CampbedO@) discusses economic and institutional
drivers under which companies are likely to behavsgocially responsible ways. Brown et al.
(2010) distinguishes four sets of explanations &8PChat partly overlap with the factors
described by Campbell, but adds others as wellh sisc managers’ values. Laudal (2011)
takes stock of drivers and barriers that partidylafluence CSP of small and medium-sized
enterprises (SMES).

In this chapter, we particularly focus on two ecmimo drivers of CSP: price
competition and technological competition. Van dm\and Jeurissen (2005) hypothesize that
fierce competition reduces CSP, whereas Campb@07R develops the hypothesis that
companies will be less likely to act in sociallspensible ways if there is either too much or
too little competition. If these hypotheses areetrthe government is confronted with a
dilemma, as these hypotheses imply that antitrofityp that stimulates fierce competition
may simultaneously hamper CSP. Empirical reseandh@se hypotheses is, however, absent.
Until now, theoretical studies on the relationshiptween CSP and competition fail to
distinguish between price and technological contipeti It is likely, however, that these two
types of competition may have different effects@®BP. In this chapter, we therefore test the
impact of price competition and technological cofitmsn on CSP separately.

Also with regard to the effects of institutionalivairs of CSP, empirical research is
fragmented and often limited to case studies, apmrent from the literature overviews of
Brown et al. (2010), Campbell (2007) and Laudall(®0 Reputation is often regarded as one
of the most important motivations for companiescare about CSP (Bovenberg, 2002;
Fombrun and Shanley, 1990; Graafland and Smid, ;2004sdon and Wood, 2002). A
relevant condition of a well-functioning reputatiamechanism is that information about the
past actions of the company is available to aleptal future trading partners. Both non-
governmental organizations (NGOs) and media anddatary rules for CSP reporting can
contribute to enhanced transparency of a compa®3P. Recently, the European
Commission announced that it is considering puttorgrard a legislative proposal requiring
companies to publish information on their manageméenvironmental and social issuels.
is therefore important to study the empirical effebat such policies might have on CSP.

Given this present state of research, this chaptite first research into the influence
of price and technological competition on CSP, wisimultaneously offering a quantitative
analysis of several institutional factors on CS®& empirically test our conceptual framework,
we set out a survey to collect information abouwsneenic and institutional drivers of CSP.
We combine the data from this survey with an indeleat source of CSP ratings from an
international rating agency (Sustainalytics).

® See: http://lec.europa.eu/environment/resourceierfity/news/up-to-date_news/08032013_en.htm (aedess
on 1-5-2014).
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The content of this chapter is as follows. Finst, Section 2.2 we present the
conceptual framework. In Section 2.3, we describe $ample and methodology and in
Section 2.4 we present the empirical analysis.i@e@.5 discusses the main findings and
Section 2.6 concludes with policy implications.

2.2 Conceptual framework

In our conceptual framework, we take our startimgnpin institutional theory. Campbell
(2007) provides a theoretical analysis of the eo@n@nd institutional drivers for companies
to act in socially responsible ways. He developsous hypotheses relating CSP to the
degree of competition, government regulation, NGQmsiness schools, industrial
organizations and dialogues with various stakehajgeups. Reputation is often regarded as
one of the most important motivations for compariesact in socially responsible ways
(Bovenberg, 2002; Graafland and Smid, 2004). If A&ks support from fundamental
economic and institutional conditions, stakeholdmes unlikely to reward good behavior or
sanction bad behavior and therefore do not sugpertvorking of the reputation mechanism
to improve CSP (Brammer et al., 2012).

As stressed by the new institutional economics {INot990; Williamson, 1985),
public laws that force agents to behave in a cadper way may be rather costly, because
writing down all contingencies in law and enforcerneosts may generate many transaction
costs varying from negotiations to legal procedutesview of these often high transaction
costs of the legal system, other more informalitumsbns have been developed to reduce
market imperfections. These informal institutioes/ron implicit, self-enforcing contracts in
repeated game situations. Implicit contracts amgedally efficient if the information is
distributed to all potential future trading parthday a reputation mechanism. The reputation
mechanism extends the bilateral punishment to fatdtal punishment, thereby making
reputation a more valuable asset for the company.

The reputation mechanism only works well if sevexahditions are met (Bovenberg,
2002). First, the reputation mechanism is morecéffe if a good reputation is collectively
rewarded and a bad reputation collectively punisfidils depends to a large extent on the
competitiveness on the market. If competition iseat, stakeholders cannot effectively
punish a company for low CSP, as alternativesauking. On the other hand, if competition
is too fierce, companies may reduce their time Zwori making future punishment and
rewarding less valuable. Second, the strength efrédputation mechanism depends on the
availability of the information about the past merhance of the company. The more
information is available, the more transparenhe ¢ompany’s performance and the easier it
is for its stakeholders to punish and reward thagany.

Figure 2.1 depicts the conceptual framework thatuse in this chapter. Below we
shortly discuss the three sets of economic andutishal factors that contribute to fulfilling
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the conditions of the reputation mechanism: priced atechnological competition,
transparency in CSP and collective self-regulatib@SP.

Figure 2.1  Conceptual framework

Economic drivers Institutional drivers
-
Mandatory CSP reportlnp
| Price competition NGOs and media
CSP - |
- — - Industrial organizations|
| Technological competitiof
H6] | .
< I Business schools |

Control variables
Company size, sector, region

Price competition

Stakeholder’'s reactions mainly originate from therket on which stakeholders and
companies interact. The market pressure on indiVidampanies to integrate CSP into their
strategic policies depends heavily on the marksgiarse of customers to the company’s CSP.
Customers may punish companies if they directly algancustomer’s interests, for example
when companies provide low quality products (Anderset al., 1994; Archer and
Wesolowsky, 1996; Kimes, 1999; Landon and Smitl§7)9A high CSP rating may boost a
company’s brand value (Drumwright, 1996) which moeg the company’s most valuable
assets, because it enables the company to attmaet ecastomers (Smith, 2005) and demand
an extra price premium (McWilliams and Siegel, 2013everal empirical studies indeed
show that a good social reputation of a companylitites the support of consumers by
buying or not buying the goods (Alexander, 2002atBdcharya and Sen, 2004; Brown and
Dacin, 1997; Handelman and Arnold, 1999; Maignafp12 Smith, 2003) or by the
willingness to pay a price premium for social proddeatures (Auger et al.,, 2003;
McWilliams and Siegel, 2011).

Market responses to CSP are more effective if tmpany faces market competition
from other companies. Campbell (2007) hypothesikat the effect from price competition
on CSP is non-linear. In situations where comuetitis weak or virtually nil, a low CSP
reputation will not pose a serious threat to thegany’'s sales or profitability, because under
such conditions, customers and suppliers will flaigh costs to boycott the company (Glazer
et al., 2010). It is therefore expected that motiepdend to result in irresponsible corporate
behavior, because monopolistic companies often #&askong strategic motivation for CSP.
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But also companies operating on perfect competitinegkets may care less about CSP. The
theory of slack resources predicts that the aviithalof slack (financial and other) resources
provides a company with more opportunity to inviesCSP (Waddock and Graves, 1997).
But if companies are operating on a market wheie@e grompetition is very fierce, the profit
margins will tend to be low. As a result, these pamies have less financial resources to
make CSP related investments of which the reveougsaccrue in the long run. Segelod
(2000) finds that the scope for long-term investtaatecreases when profit is low, because
companies need to have a sufficient cash flow taltle to develop their long-term project
and make them profitable. Since CSP might be cdstlythe company in the short run,
companies supplying in non-branded, price sensitimesumer markets face therefore high
barriers to implement CSP (Van de Ven and Jeurjs2@0b), because any cost disadvantage
will harm their market share. Another argument wiyancial performance may be a
precursor of CSP is the ‘noblesse oblige’ view.Hand consistent organizational success
may create a sense of obligation among executovgsve back to the community (Orlitzky,
2008).

A case in point is the textile sector during thie [8990sincreasing competition and a
stagnating clothing market put considerable pressur financial returns and triggered low
cost strategies. CSP suffered as a result. For @eann the 1990s C&A was the only
clothing company that was certified for the 1SO1408andard. However, in 2000 C&A
halted its efforts for ISO14001 certification inveeal European countries due to the heavy
administrative burden: the internal and externalitaurequired for ISO certification were
putting too much additional pressure on C&A staiffid so these tasks were reduced to a
minimum. Van de Ven and Jeurissen (2005) theretameclude that CSP by individual
companies is more favourable in imperfect (oligogim) markets.

H1: There is a non-linear relationship between pricompetition and CSP. If price
competition is weak, more competition fosters GS¢bmpetition is fierce, more price
competition decreases CSP.

Technological competition

Although Campbell (2007) only discusses the infeeenf price competition, companies also
compete on innovation (Vickers, 1995). In the frearket perspective of the Neo Austrian
School of economic thought, economic growth doesrasult from price competition, but
rather from the competition in introducing new cam&r goods, new technologies, sources of
supply and new types of organizational structur8shgmpeter, 1976). This kind of
competition commands a decisive cost or qualityaathge that strikes not at the margins of
the profits and outputs of the existing compani&sg, price competition, but at the way in
which the company is constituted. In a competigvwironment with intense technological
competition, innovation is conceded to be essefdragurvival. This type of competition may
provide a positive impulse to CSP, as CSP may Ineeans to innovation. For example,
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environmental management systems enable the dewetdpof strategic resources which can
have a positive effect on innovation abilities iengral and thus also on technological
environmental innovations (Frondel et al., 2007; giwer, 2007). Besides reputation,

innovation is therefore often considered as a elewnotivation for CSP. Several studies
indeed find that CSP is positively related to inaoon (Hull and Rothenberg, 2008;

McWilliams and Siegel, 2000). Empirical evidenceggests that the causality may also go
from innovation to CSP. The reason is that innaeattompanies are already engaged in
improving production processes and products andefiie have overcome management
barriers such as the lack of financial resourcesnomw-how such that they are more likely to
be capable of undertaking organizational changes absorbing new costs (Ziegler and
Nogareda, 2009).

H2: Technological competition fosters CSP.
Transparency in CSP

Besides market competition, an important condifmman effective reputation mechanism is
that stakeholders are well-informed. Transparenc€$P depends on formal as well as on
informal institutions. In Europe, the European Cassion and European governments play a
relatively large role in encouraging (explicity CSBrough endorsement, facilitation,
partnership and soft regulation for CSP (Matten dnidon, 2008). For example, the
government can require companies to publish inftonaabout environmental and labor
issues in their annual report or foster the growatid professionalization of CSP rating
agencies by laying down certain CSP informatiorumenents and quality standards. This
contributes to transparency and enforces the rédpataechanism (Dubbink et al., 2008).

An important informal institution that enforces tinansparency in CSP is the presence
of NGOs and media that actively monitor the CSRaafompany and keep the public and
government officials informed. The role of NGOs anddia has risen due to the changes in
the economic environment during the last decadd® fechnological development has
increased communication possibilities and made &asieg for NGOs and media to
communicate with the public and the companies. Assalt, stakeholders are sooner or more
often being informed about the actions of compartspecially multinationals are targets of
the NGOs, in particular those that are brand-baseldmost vulnerable to consumer boycotts.
Whereas, as a consequence of globalization, compdraive more power and freedom, they
have also been more frequently targeted by NGOsp Wwhve adopted increasingly
sophisticated strategies in dealing with them (Ka2®00). When companies cross borders,
there may therefore be a stakeholder multiplieeatfthat stimulates companies to engage in
CSP and take measures to prevent social and eménaial incidents (Laudal, 2011).

H3: Mandatory CSP reporting fosters CSP.
H4: Monitoring by NGOs and media fosters CSP.
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Collective self-regulation

CSP of individual companies can be strengthenethdystrial organizations. The industrial

organizations may provide a platform for learnimgl @&xperimenting. Under pressure from
market forces and signals from members, the indlistrganization may start to set up

cooperation between members and seek to influetiter smembers that are not yet fully

aware of the threats or opportunities posed byQ8€ trends that are evolving in the market
place. In this way, the industrial organizationsaes a promoter of CSP by providing a
common norm for the companies in the industry, jgiog information on CSP and develop

CSP tools fitting the needs and context of the camgs. Furthermore, as members of
industrial organizations interact more frequentlithwtheir peers, they are more likely to

develop a long-term strategy on their businessiatetests (Campbell, 2007). Therefore a
virtuous circle may arise in which the various mensbstrengthen each other through the
industrial organization.

Besides the reputation and innovation effects dised above, another motivation for
industrial organizations to introduce their own ukagions to ensure responsible practices
stems from the threat of government regulation (Qlaeti, 2007). In that case, self-regulation
is negatively strategically motivated: by reducihgrm to stakeholders through self-
regulation, industrial organizations aim at prei@nof regulation by the state, because state
regulatory intervention may be very costly for theiembers (Laudal, 2011; Moon et al.,
2005).

Besides industrial organizations, companies cap@&@de in networks that are aligned
to business schools. Aguilera and Jackson (20Qf)eathat the legitimacy of managerial
goals, including those related to CSP, depends anagers’ different worldviews and that
these worldviews are influenced by their educalidr@kgrounds. Managers in the United
States, for example, typically receive educatiothwa strong emphasis on finance and
shareholder value as management ideology. Alterlgtibusiness schools may provide more
substantive awareness and training on CSP that fbermindsets of executives. Fligstein
(1990) found that corporate executives’ managersgriés depend on the type of training
they received in business schools. While virtualhn-existent a few decades ago, business
ethics has been integrated into the curriculum oSt™MBA programs. Business schools
provide a normative framework, because managets teeact in ways that are valued by
other managers and other important role modelshair tenvironment. The training on
business schools provides an important benchmarkttis (Campbell, 2007). Hence,
companies will be more likely to favour CSP if theaining in business schools paid serious
attention to it and if business schools continuentorm them through refresher courses and
business publications on CSP.

H5: Information on CSP by industrial organizatioiosters CSP.
H6: Information on CSP by business schools fosiSB.
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Control variables

Besides the variables described above, CSP dependsrious influences that we control for
in the empirical analysis.

First, CSP is affected by company size. Small conigsadiffer in many respects from
large companies (Jenkins, 2009; Spence, 1999).t®welack of resources and experience,
small companies are often less able to explicilyognize CSP issues and are less known
with important CSP standards (Lepoutre and Heef862 Time and a lack of financial
resources, skills and knowledge are commonly ifledtias constraints to CSP by small and
medium-sized enterprises (Studer et al., 2006)o Al reputation mechanism may work
differently for smaller companies, as NGOs for epmwill have more difficulties (and
fewer incentives) to monitor smaller companies.

CSP also depends on the sector in which the compperates. CSP differs widely
across industries (Wirl et al., 2013). The natufeth® production processes or products
determines the type of social and environmentakrextities that a company generates
(Brown et al., 2010). Also the incentive to pursare active CSR policy may differ for
different sectors, as for example the working @ thputation mechanism can vary among
sectors. Brammer and Pavelin (2006) find that emvirental performance affects reputation
positively in none but the chemical, consumer potsluresources and transportation sector.
Three of these sectors are commonly identified rakudtries with salient environmental
issues.

Finally, CSP is conditioned on the culture and ewidhstitutional environment in
which the company operates. In an extensive weltate with a major role for trade unions,
the role and responsibilities of businesses inespavith regard to social and environmental
issues have been traditionally marginal. The mask tleft for companies is to run their
activities in a rational and efficient way, whilespecting the outcomes of the negotiations
with trade unions as well as the extensive govemmegulation with regard to safety and
health standards, equal opportunities, waste didpgm®llution and all other social and
environmental issues regulated by law (De Geel.,2@09). CSP will therefore remain more
implicit and results from mandatory requirementsatfdn and Moon, 2008). As in Anglo
Saxon countries like the UK and the US the welkiate is less apparent than in for example
Germany, one expects a greater potential for C3Reir\nglo Saxon countries. However, the
social environment that gives rise to an extensigtare state may also affect the company’s
orientation. For example, companies operating imbages with a Rhineland model (so called
because it is most notably practiced in Germanyy) bemore inclined to balance shareholder
value with the interests of other stakeholders thigl may be conducive to CSP. Wirl et al.
(2013) note, for example, that Germany and othetigental European countries are much
more concerned about CSP. Therefore, it isanptiori clear what the relationship between
region and CSP is.
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2.3 Sample and methodology

In this section we describe the data and the measamployed to operationalize the
conceptual framework.

Data

To collect data, we developed an online survey. $heey was sent in 2010 to 1,346
companies that are rated by Sustainalytics. Of 1816 distributed surveys, 212 were
returned and completed, resulting in a respongeafat5.8 percent.

Before setting out the survey, we tested the sulweynterviewing ten executives
from companies in various sectors. The aim of therviews was to explore measures to be
used to measure the various factors in order toreemntent validity. If the interviewees did
not understand the questions or measures, we kaagpftortunity to seek, in interaction with
the interviewees, for other phrasings for the sawmm@cept. In this way, we avoided vague
guestions that could lead to misinterpretationHgyrespondents.

To address the potential concerns of social dabiyabias, we used the survey only
for information on the independent variables. C8thgs were taken from another source,
namely the ratings of Sustainalytics. This alsouoed concerns of common source bias
(Podsakoff et al., 2003). Although there is mudslezason to expect social desirability bias
in the responses to the questions in the survethése are less related to social expectations),
we further reduced the potential for social degiitgttbias by explaining to the respondents in
a cover letter that the survey was confidential embe used for research purposes only. The
identity of the participants would remain anonymolise respondents thus had little reason
to mispresent their compafiySince the CSP of any individual company will be teeak to
inversely affect the generic economic and instidil environment of the company, it is not
likely that simultaneity bias will occur.

For the measurement of CSP we used the ratingsisihifalytics. Sustainalytics is a
highly qualified rating agency. In 2010 it was wtBest ESG Research House by IPE/TBLI
Group. It provides ESG research for the NewsweateGiRankings and the STOXX Global
ESG Leaders index family. Sustainalytics developsaited sustainability data for large
international companies. Companies are analyzedobgl research partners using one
consistent methodology, designed in active dialogiih experts, users and companies.
Sustainalytics applies strict criteria for analgginompanies and has adopted a stringent
guality management system of peer reviewing to mnsonsistency and quality. Analysts
consult a large variety of sources to assess a@oynguch as public reporting of a company,
in addition to information from NGOs, internationistitutions, press and governments.
Company profiles are continuously updated to inelutie latest information, such as

® Several studies show that self-reported behavidr actual behavior are strongly correlated (e.g.efual.,
1985; Gatersleben et al., 2002; Warriner et aB419
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occurring controversies. When a company profileuated, Sustainalytics initiates a
dialogue with the company to give it the opportuifidr feedback.

Sustainalytics assesses companies on about 15€aiodi. Generic indicators are
supplemented with indicators specific to the sedtowhich the company operates. The
company's performance is analyzed on several tomategorized in three overarching
categories: environment, social and governance JESEP is analyzed on the use of policies
(like policies on discrimination), the implementatiof instruments (like programs to increase
diversity) as well as on impacts (like board gerdigersity). In our study, we use the overall
company score for 2010, which is calculated by &natytics as a weighted sum of the
individual ESG indicators. The average ESG-scoréhefrespondents to the survey (59.37)
and its standard deviation (10.17) did not diffgngicantly from the average ESG- score
(56.49) and standard deviation (10.18) of the 1 8d@panies to which the survey was sent.
This indicates that the respondents are represenfatr the total sample of companies rated
by Sustainalytic$.

Measures

Table 2.1 describes the measures. The dependaablears the ESG-score. Sustainalytics
measures the ESG-score within a range of 0 (wtstp0 (best). The minimum score in the
sample is 37.4, the maximum score is 87.4 andubsge score 59.4.

The independent variables are measured with sujuegtions. The degree of price
competition and technological competition is meaduby using five options ranging from
‘virtually none’ to ‘very intense’. The other indepdent variables are also measured by five
options, ranging from ‘not at all’ to ‘very muchrable 2.1 shows that companies experience
on average quite intense competition (between nadeleand intense). Furthermore, the
degree of price competition and technological cditipp are almost the same. The
companies in the sample are on average to a sutagidgnificant extent subject to mandatory
CSP reporting, whereas monitoring by NGOs and meslien between significant and
substantial. Companies receive on average betvigeificant and substantial information on
CSP from industrial organizations, while the infation they receive from business schools
appears to play only a minor role.

" In order to test the reliability of the Sustairtily data, we did a comparative statistical analg$iESG ratings
of Sustainalytics and the ESG ratings of Thomsounté&ts’ ASSET4 for companies that are rated by batimg
agencies. For 2010, we found a bivariate corralatioefficient of 0.66 (p<0.01), which indicates mth
convergence. We did a similar analysis for Morgdaany's ESG ratings (previously KLD) and found a
bivariate correlation coefficient of 0.63 (p<0.0fby the ratings in 2010 for companies that areddig both
Sustainalytics and Morgan Stanley's ESG ratinggséhresults contribute to the confidence of thiab#ity of
the Sustainalytics data.
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Table 2.1 Measures

Variable [Content [Measuremen{Mean|SD
Dependent variable
CSF |ESG-score compar |A |59.4 |1o.z
Independent variables

Price competitio The intensity of price competitii B 3.8 |1.2

Technological competition The intensity of competit on quality andproduciB 34 |11
innovation

MandatoryCSPreporting |CSP rporting is subject to mandatory ru C 28 1.2

NGOs and media NGOs and media monitor the compa@$R C 34 | 1.0

Industrial organizations Industrial organizatiomevide information on CSP| C 32| 1.0

Business schools Business schools provide infoomath CSP C 26| 09

Control variables

Company ize Natural logarithm of average total assets and nees 9.€ [1.€

Secto Energy D 10%
Materia D 12%
Industrial D 17%
Consumer D 19%
Healthcare D 5%
ICT D 8%
Financia D 2%

Regior Anglo Saxon no-EU: Australia,Cana, US D 20%
Anglo Saxon EUIrelanc, UK D 10%
Mediterranean Europe: Greece, Italy, Portugal, iSpd) 15%
Scandinavia: Denmark, Finland, Norway, Sweden D 11%
Continental Europe: Austria, Belgium, France, D 35%
Germany, Luxembourg, Switzerland, The Netherlands
Asia: Hong Kong, Japan, Singapore | D 9%

A Rating between 0 and 100.

B 5 options: ‘virtually none’ (1), ‘moderate’ (25onsiderable’ (3), ‘intense’ (4), ‘very intensé)(

C 5 options: ‘not at all’ (1), ‘negligible’ (2), feall but significant’ (3), ‘substantial’ (4), ‘vemnuch’ (5).

D Dummy variable

To measure the control variables, we used data 8astainalytics for sector and country and
data from S&P Capital 1Q for company sfzEor sectors, dummies were used for seven
categories based on the Global Industry Classifinedtandard (GICS). About 58 percent of
the companies in the sample operate in manufagtusectors and 42 percent in service
sectors. Regional dummies are used to indicateldbation of the headquarters of the
companies. A majority of the respondents are fraimofgean countries (71 percent), only 9

percent from Asian countries. Chinese companiesatrécluded in this sample.

8 S&P Capital 1Q is a multinational financial infoation provider headquartered in New York City and a

division of Standard & Poor's. It covers 88,000 pamies globally with over 5,000 unique financiatadaems
and 2,500 industry-specific items.
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2.4 Empirical analysis

Before performing econometric analyses, we screetted data by testing for
heteroskedasticity and outliers. Crossplots betwten dependent and the independent
variables showed no heteroskedasticity, whereagplbtsxindicated no problematic outliers.
Since our sample is reasonably large, non-norntidiyibuted variables will not pose serious
problems. Furthermore, we tested for multicollimggarof the independent explanatory
variables by examining the variance inflation factwIF) (Hair et al., 1998). For each
variable we checked whether the variance inflafemtor was smaller than five, which was
met for all cases.

Correlation analysis

Table 2.2 reports the results of the bivariate eation analysis. The first column shows that
CSP is positively correlated to technological cotitipe, monitoring by NGOs and media,

mandatory CSP reporting and CSP information praVigeindustrial organizations. For price

competition and CSP information provided by bussnesxchools, the correlation is

insignificant. Table 2.2 thus provides a first ication that some economic and institutional
variables are related to CSP.

Table 2.2 Results correlation analysfs

CSP Price Technological | Mandatory CSP | NGOs and | Industrial
competition | competition reporting media organizations

Price competition .09

Technological 21% | 43

competition

Mandatory CSP | .25** | .09 .07

reporting

NGOs anmedie | .35** | .18* .13 32%*

Industrial .16* 19** .15* 23** .25**
organizations

Business schoc | .13 .15* .08 .34 .25%* .36**

@Spearman’s rho; * p<0.05, ** p<0.01.
Regression analysis

In this subsection, we use multiple regression yamalto test the hypotheses. Table 2.3
reports the estimation results. We estimated thredels: the restricted model in which we
only estimate the control variables (model 1), tineestricted model in which we estimated
the control variables and all the drivers togetfrandel 2) and the unrestricted model in
which we also included a non-linear effect froncpreompetition (model 3).

® For price competition squared, we used centefiieg ubtracting the means before creating the poaethe
products), which is a usual method to diminish maltinearity with price competition.
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Table 2.3 Results regression analy$f§

Model 1 Model 2 Model 3

Price competition (H1) -.07 -.48
Price competitiorsquared (H1 41
Technological competitic (H2) .20%* o
Mandatory CSP reportit (H3) .15* JAEx
NGOs and media (H4) .16* .15*
Industrial organizations (H5) .01 .00
Business schools (H6) -.08 -.07
Company size A6** .38** .39**
Energ) 37** .35** 3
Material .34** 31** 30
Industrial .30** .26** .26**
Consumer .18* 12 .10
Healthcare .18* .16* .16*
ICT 23** 21%* .20%*
Anglo Saxon no-EU .0¢ 13 A4
Anglo Saxon El .08 .0t .05
Mediterranean Euro| 27** 27** 2Ex*
Scandinavia .22* .20* .21*
Continental Europe .20 .20 .20
R® 0.33 0.41 0.42
Adjusted F* 0.2¢ 0.3€ 0.3€
AR? .08** .01

F 7.78** 7.22** 6.95**
N 212 212 212

@ Dependent variable is CSP.
® Standardized coefficients; * p<0.05, ** p<0.01.
°The base category for sector is the financial sefdoregion Asia.

As the significance oAR? of model 1 and 2 shows, including the variousehsvsignificantly
improves the model fitThe second column shows that technological conipetimandatory
CSP reporting and monitoring by NGOs and media appe be significant contributors to
CSP, supporting H2, H3 and H4. The effects of thigeoinformation variables are not
significant, and therefore no evidence is found &% and H6. Also the effect of price
competition on CSP is insignificant. The insigrdfit AR> of model 2 and 3 shows that
adding a non-linear effect of price competition slo®t significantly improve the model fit.
Furthermore, the positive sign of price competitsmuared is opposite to prior expectation.
Hence, we find no support for H1Finally, we find several significant influences\afrious
control variables on CSP. The company size hadatively large and significant positive
effect on CSP. Furthermore, many sectors are fdontde more prone to CSP than the

191f we reestimate the model using the bootstrappirghod (with 1000 resamples) to calculate standenats,
the findings do not change: H2, H3 and H4 are sapdpand H1, H5 and H6 are not.
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financial sector (which is the reference sectorhiclv is to be expected as particularly
environmental issues are less salient in the filarsector compared to most other sectors
(Kolk et al.,, 2001). Finally, we find that compasidrom Mediterranean Europe and

Scandinavia have higher levels of CSP than compaimeAsia (which is the reference

region). The results will be further discussed thelo

2.5 Discussion

In this chapter, we investigated the joint influenaf two economic and four institutional
factors on CSP: price competition, technologicaipetition, mandatory CSP reporting,
monitoring by NGOs and media and self-regulationiriustrial organizations and business
schools. For three out of six hypotheses, we fingiacal support.

First, our research shows that it is importantntake a distinction between price
competition and technological competition. We tddte a linear and non-linear influence of
price competition on CSP, but no significant effevtere found. Therefore, we find no
support for the proposition of Campbell (2007) thatincrease in competitiveness stimulates
CSP in weak competitive markets, but discourageB ®Smarkets with fierce competition.
Whereas price competition does not affect CSP, research shows that technological
competition is an important economic condition fGSP. More competition provides
stakeholders on the product market with opportesito reward companies with a good CSP
profile and punish companies that do not meet ti8P &xpectations of stakeholders.
Moreover, if companies face more technological cetitipn, the branding of their products
will be of critical value and this generates an amtant strategic motivation for upholding a
good CSP reputation. Besides reputation considestitechnological competition may also
motivate companies to care about CSP more direalyCSP may lead to more innovation
and therefore a competitive advantage when tecgraabcompetition is present.

Furthermore, transparency in CSP is found to beueia background condition for
good CSP. Companies that are subject to mandatS8fR @porting and therefore are more
transparent will experience stronger CSP reputadftects and this motivates them to a more
active CSR policy. By making information on CSP mdransparent, sustainability rating
agencies will have more access to information. Mis foster self-regulation by market
participants, analogues to the effect of corpofiai@ncial disclosure in the past (Fung et al.,
2006). The rise of the financial reporting systemswot a fully autonomous process. The
American government played a major role by settipg basic reporting framework in 1933-
1934. This extended the scope and reliability ef ittformation collected by rating agencies
considerably and consolidated their position aga player in corporate financial reporting.
Likewise, a basic legal framework in CSP reportcmuld foster self-regulation in CSP
(Dubbink et al., 2008).

Also for monitoring by NGOs and media, we find grsficant effect on CSP. Like
mandatory reporting, active monitoring by NGOs amedia enforces the reputation
mechanism by making company operations more traesparhe tactics of NGOs may vary
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from appealing directly to the companies, orgamjzidlemonstrations, pressuring local
governments and mobilizing media campaigns. Algopifiess may independently operate as a
watchdog of the company’s CSP. That the media aB®$l really have an impact on the
actions of a company is also highlighted by varioases, like the Kenosha case of Chrysler,
the Brent Spar case of Shell, the Dolphin-Tuna casehe construction fraud in the
Netherlands (Grolin, 1998; McMahon, 1999; WrigHi0Q)

We find no evidence that collective self-regulatitmough industrial organizations
and business schools stimulates CSP. However,ghtniie expected that the transparency
generated by mandatory reporting and monitoringNgyOs and media and the resulting
enforcement of the reputation mechanism will mak@ustrial organizations and business
schools aware of the strategic importance of irtidgy CSP in the business organization
which will induce them to inform their members. Thdamental driver of this process is
therefore the transparency in CSP through mand&68# reporting and monitoring by NGOs
and media.

Finally, we find several significant effects of ¢ai variables. First, although all
companies in our sample are large (i.e. have niane 500 employees), we find that size has
a significant positive effect on CSP. This showattthe relationship between CSP and
company size also holds within a group of large pames. Furthermore, we find that
companies from European countries with a fairlygéawelfare state outperform companies
from Asia and from Anglo Saxon countries withinautside the EU with a smaller welfare
state. The interpretation of this result is comgika, because the regional dummies may
capture several different types of influences, sashculture and general government
regulation. Nevertheless, our results do providénditation that the larger potential for CSP
in Anglo Saxon capitalism is not confirmed. Rattiex opposite seems true. This may be due
to the broader orientation than on only sharehol@ddue in European countries. But it may
also indicate that a higher level of governmenulaiipn stimulates rather than crowds out
the inclination of companies to take responsibifity social welfare by signaling the high
priority that social and environmental issues reeén society and the democratic support for
them. CSP may then also be a way for companieseteept costly government regulation.
CSP is also found to depend on the sector in witiiehcompany operates. In particular, we
find that companies operating in the energy, malteéndustrial and ICT sector generally have
a higher CSP than companies in other sectors.

2.6 Policy implications

The results of the empirical analysis have impdarfaolicy implications at the institutional
level.

First, we find no support for the argument of Van\den and Jeurissen (2005) that
CSP is hampered by competition. They argue thatperfect competitive market, individual
companies will have hardly any room to pursue agige CSR policy, because any cost
disadvantage will harm their market share. This lbonean that antitrust policy can easily
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collide with sustainability. Since social or envirnpental investments are costly in the short
run, whereas the long-term benefits are uncergmnfiorcing competition may reduce the
incentive to CSP. The guidelines of the Europeam@ission for the application of Article
101 TFEU (formerly Article 81 of the EC Treaty) tetdahat consumer welfare is the only goal
of EU antitrust law"' Limitations to competition can only be justifie¢ bnprovements of
efficiency, either by lowering costs, increase uality or more opportunities for innovation.
Practices that contribute to overall welfare by iaying CSP are only allowed if consumers
obtain a fair share of the resulting benefit. Thedb antitrust organization NMa states that an
agreement is good if it is profitable for the comigs involved as well as beneficial to
consumers (NMa, 2010). Our results show, howewervidence of a negative influence of
price competition or price competition squared.sT$uggests that there need not be a trade-
off between economic benefits from more competifiibre usual policy goal of competition
policy) and social or environmental benefits. Or ttontrary, we do find evidence that
technological competition stimulates CSP. For C&Rted government policies, it therefore
seems important to distinguish price and technoldgiompetition as two distinct kinds of
competition.

Second, our study indicates that the recent poficgposal of the European
Commission requiring companies to publish inform@ati on their management of
environmental and social issues may foster CSPevew of mandatory and voluntary
sustainability reporting standards and legislaiimr80 countries reveals that the increasing
number of reporters seems to go hand in hand witinereasingly dense regulatory network
of international and national standards, codes gmidelines as well as legislation for
sustainability reporting (KPMG, 2011). Our studyowides support for this increasing
regulation of reporting standards in the last decad

More transparency through social and environmeetabrting will also strengthen the
role of NGOs and media. Our research shows thatntleelia and NGOs are crucial
antecedents of CSP. The government should ther&dkeecare that the quality of the media
is protected and may support NGOs by providing isligxs directed to their watchdog
function.

Finally, with respect to the regional effects, fivel no indications that a welfare state
and government regulation in Western European c@sntrowd out CSP. Capitalism that
balances free market operation and government aggal seems coherent with CSP. This
suggests that non-intervention of governments isanprecondition for companies to take
responsibility for internalizing externalities. Thele of governments as facilitator instead of
regulator (or withdrawer) seems to be most appadgtio encourage CSP.

1 See: http://europa.eu/legislation_summaries/coitipefirms/I26114_en.htm (accessed on 1-5-2014).
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External and internal drivers of CSP

3.1 Introduction

Theoretical and empirical studies on the driversarporate social performance (C&f)ave
shown that CSP is influenced by a multitude of afales. Recently, research into CSP has
become more focused on the institutional roots &PC(Aguilera and Jackson, 2003;
Brammer et al., 2012; Campbell, 2007; Matten anciM®@008). Companies do not operate
in a vacuum: national and international instituicamape corporate decisions by giving rise to
different competitive environments that affect behavior of important external stakeholders
of the company.

Other theoretical studies have conceptualized GSiesulting from a combination of
external factors and internal factors, aiming tegnate the role of economic and institutional
conditions with internal factors that give riseG8P (Brown et al., 2010). The advantage of
this type of literature is that it provides morsight into the interaction between external and
internal factors of CSP. When researchers only omu economic and institutional factors
that drive CSP, there is insufficient consideratfon differences in CSP at the individual
company level given the institutional environme®mn the other hand, studies that only
consider internal factors ignore contextual factbeg might also influence and explain CSP.

In this chapter, we test the influence of exteraald internal factors of CSP
simultaneously. Because of the fragmented charaftére available empirical studies, there
is little knowledge about how economic and inskitnél conditions interact with strategic
motivations of companies towards CSP. The empinaédity of the theoretical models that
aim to integrate institutional theory with a persjpge of the internal factors that drive CSP
therefore remains very fragile. As the relationshipetween external economic and
institutional drivers and internal factors remaiblack box from an empirical point of view,
policy advises based on integrative theoretical el®df the company are still ill-founded.
We aim to fill this gap by testing a conceptualniework that integrates various external
economic and institutional factors with internalbgtgic motivations that influence CSP using
a large sample of European companies that incladge Icompanies as well as small and
medium-sized enterprises (SMESs). In this chapter,ewplicitly model the structure of the
drivers, by distinguishing various economic cormfi (price competition and technological
competition) and institutional conditions (tranggay in CSP through monitoring by non-
governmental organizations (NGOs) and media), awadlyae how their influences on CSP are
mediated by stakeholder’s responsiveness to CSReorapital, product and labor market and

2|n literature, CSP is often distinguished frompmmate social responsibility (CSR). In the modelVébod
(1991, 2010), CSR is one of the dimensions of G®&itely the principle dimension. Besides this dinmns
CSP also encompasses the processes of social sesgess and impacts of CSR.
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by the company’s perception of strategic benefft€8P, which is a direct antecedent of
CSP.

Given the present state of research, this chapa&emseveral important contributions.
First, we provide insight into how various econorai institutional conditions affect CSP.
Empirical research in which economic and institaéibdrivers of CSP are simultaneously
studied is still rare. Campbell (2007) identifiemious economic and institutional conditions,
but does not empirically assess their effects of?.CRurthermore, although he identifies
competition as an important driver of CSP, he doasdistinguish price and technological
competition, although both may affect CSP diffelyent

Second, we explicitly model the process of theatftd the various drivers on CSP
and therefore study how the influence of economid mstitutional drivers is mediated by
stakeholder’s responsiveness and internal compantiyational factors. Although theoretical
research has already developed hypotheses thatugptre black box of how economic and
institutional conditions may influence CSP (Agudleet al., 2007; Brammer et al., 2012;
Campbell, 2007; Doh and Guay, 2006; Gjglberg, 2Qi&kson and Apostolakou, 2010),
there is no empirical research that provides insigio how these influences are mediated by
changing stakeholder’'s responsiveness on capitafjupt and labor markets and internal
company motivations towards CSP. In our empiria#lgsis, we use structural equating
modeling to study these effects and make use oéxaensive survey into CSP of large
companies and SMEs. The survey includes 5,317 coepérom twelve European countries
of which the majority of companies are small andlimm-sized.

The content of this chapter is as follows. Fiist, Section 3.2, we present the
conceptual framework. Section 3.3 describes thepkarand methodology. Section 3.4
presents the empirical analysis and in Sectionn&&liscuss the main findings. Section 3.6
concludes with policy implications.

3.2 Conceptual framework

In our framework, we take our starting point intingional theory that explains CSP by
reference to institutional conditions that makenitre likely that companies act in socially
responsible ways (Aguilera and Jackson, 2003; Bramet al., 2012; Campbell, 2007;

Matten and Moon, 2008). For example, Campbell (200&velops various hypotheses
relating CSP to the degree of competition, govemtnnegulation, monitoring by NGOs and

media, business schools, industrial organizatiomd dialogues with various stakeholder
groups. Other theoretical studies have extendednstgutional analysis with an analysis of
drivers from the internal perspective of the conyp#&Brown et al., 2010). The internal

business environment includes, amongst others, geasiabeliefs and motivations. The idea
underlying this type of models is that externavers affect company behavior only in so far
and through the way in which they are taken up legliating structures, like the behavior of
consumers and internal drivers.
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In our conceptual framework, we explicitly mode¢ tstructure of drivers and build on
the theory of Brown et al. (2010) that institutianBuence CSP by triggering internal drivers,
but also extend the model by distinguishing otheéemal factors that mediate the influences
of economic and institutional conditions. The cqutoal framework combines notions from
institutional theory, stakeholder theory and theotece-based view of the firm. As Figure 3.1
shows, we assume that economic and institutionadlidons influence the responsiveness to
CSP of stakeholders on the capital, product andorlamarket. The stakeholder’s
responsiveness will affect the company’s perceptibthe strategic benefits of CSP which
can be viewed as a direct antecedent of CSP. Tmmade for this causality chain is that if
CSP lacks support from fundamental economic antitutisnal conditions, stakeholders are
unlikely to reward good behavior or sanction baldawsor (Brammer et al., 2012).

Figure 3.1  Conceptual framework

Economic and Stakeholder’s Strategic benefits
institutional drivers responsiveness to CSP of CSP
Price H11

o H5
competition N_ e

Capital market
H7 H2 Profits
Hg C
Technological |, Regulation S
"> . H3
competition > Product market > HL | P
HiC Ha _| Innovatior
H12/ Labor market /
Transparency Hid Reputation
incsp [ ——~ H1s

Control variables: Company size, sector, region, position in thaércha

Below we describe each of the model blocks in nuil, starting with the right-hand side
of Figure 3.1 and working back to the factors digglat the left-hand side of the figure.

Strategic benefits of CSP

Perceptions of the strategic value of CSP are goitant antecedent for behavior. Scholars
have distinguished several types of benefits (Uaaral Shabana, 2010; Kurucz et al., 2008).
One of the most frequently mentioned benefits coreeeputation (Fombrun and Shanley,
1990; Logsdon and Wood, 2002). As predicted byrés®urce-based view of the company,
reputation is a very valuable asset for companieslerlying the resource-based view of the
company is the premise that differences in compgarjormance directly occur as a result of
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the collection of resources companies acquire (@yaand Rodrigues, 2006; Valente, 2012).
Because reputations are complex and the main driokereputation creation are embedded
inside the company, they are likely to be assodiatiéh a high degree of causal ambiguity,
which reduces the extent to which competitors nmaiyaite them (Galbreath, 2005). Orlitzky
(2008) notes that from theoretical and practicaspectives, organizational reputation ranks
as one of the most important mediating variablekiig CSP to corporate financial
performance (CFP). Scandals and accidents caroglasfputations that often require a long
time to build up. In their study into the company®tives for CSP, Brgnn and Vidaver-
Cohen (2009) find that improving the company’s tafion ranks at the first place amongst
the various motives. A strong CSR program can tedipice the probability of these accidents
or limit the reputational damage if they occur (gee and Wallace, 2008). Reputational
effects of CSP are not only important for exterstakeholders, but also to the employees of
the company.

CSP is also perceived to be of strategic valueussc#d may contribute to innovation.
Empirical evidence suggests that innovation careha\positive effect on the adoption of
voluntary environmental programs (Ziegler and Nedar 2009). Ziegler and Nogareda
(2009) find that the adoption of 1SO14001 and am-Emnagement and Audit Scheme
(EMAS) is related to environmental product innovation aedvironmental process
innovation. Frondel et al. (2007) and Wagner (206w that environmental management
systems enable the development of strategic resswahich can have a positive impact on
innovation capabilities in general and thus alsaewhnological environmental innovations.
Managers are therefore expressing interest foroaghies to corporate sustainability linked to
innovation as a way to increase competitivenessrdis also case-based evidence showing
this type of approach may produce the highest piatdmenefit for both the company and the
society (Halme and Laurila, 2009). Once the adoptd environmental innovations takes
place and the competition among companies is moreamentally conscious, there will be
urgency for companies to focus on social demand agdenvironmentally friendly
alternatives (Lee et al., 2006).

Third, intangibles like reputation and innovatioraynbe ways through which CSP
improves the (long-term) financial performance loé tompany (Tribo et al., 2010). Many
empirical studies find a positive relationship beén CSP and profitability (Margolis et al.,
2007; Orlitzky et al., 2003; Waddock and Grave997)%r shareholder value (Tudway and
Pascal, 2006Y There are several ways in which CSP can affeditpbility. For example, it
can improve the company’s turnover (Brown and Dadif97) and help companies to
differentiate themselves from their competitorshwiihe aim of increasing sales and market
share. In the case of SMEs operating in businessismess (B2B) relationships, large

3 There are, however, also studies that falsify teiationship and find no indication of a supeperformance
of socially responsible investment (SRI) funds &l $hdices (Renneboog et al., 2008). Some studiesb d
neutral or negative relationship (Jones and Witk®9; McWilliams and Siegel, 2000). This also hohdsre
specifically for the environmental dimension of CE&Rafion-de-Francia and Garcés-Ayerbe, 2009; Fillaaxk
Gorman, 2004; Telle, 2006).
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customers may demand CSP. Investment in sociaktivés can be as important as
investment in advertising (Gardberg and Fombrur@620CSP can also reduce labor and
other costs, as it may lead to more trust in thengany, stronger commitment from

employees, lower absenteeism and turnover ratgisehproductivity, a more positive attitude
to work, and better conduct (Sims and Keon, 199drbdn and Greening, 1996).

Furthermore, companies investing in pollution preien may reduce the costs for energy,
waste, packaging and transportation, and the rigks accidents. If a company is

environmentally proactive it can lower the costs cofimplying with present and future

environmental regulations and drive down operatiogts, resulting from net cost savings
through enhanced resource use (Berman et al., F9%r and Kramer, 2011; Shrivastava,
1995)

A final example of strategic benefits from CSPhattcompanies that integrate CSR
into their business may be more successful in awgidxcessive regulatory intervention and
in meeting existing regulations. For example, whatempting to enter new markets,
companies with a good CSP reputation rarely faeestime level of resistance as companies
with poor CSP reputations (Lougee and Wallace, 2008

H1: An increase in perceived strategic benefit€ 8P leads to higher levels of CSP.
Stakeholder’s responsiveness to CSP

Stakeholder theory has argued that the strategiefit® from CSP depend on the impact of
the expectations of key stakeholder such as emgsyeustomers and financers (Freeman,
1984; Mitchell et al., 1997; Waddock and Graves97)9 The perceived impact of these
stakeholders and the pressure they put on an ¢hdiVicompany is related to the perceived
stakeholder’s responsiveness to CSP on the regpetypes of markets. First, CSP may
invoke reactions on the financial market. Hamil{@895) found a significant negative impact
of the release of information on the use of toXiernicals on stock prices in the US, whereas
Klassen and McLaughlin (1996) found significantifiee abnormal returns after a company
receives environmental performance awards andfgignt negative returns after negative
environmental incidents.

On the output market, customers may punish compahithey damage customer’s
interests, for example by providing low quality gucts (Alexander, 2002). But customers
may also care about the broader social impact efcttmpany’s operations. A good social
reputation may boost a company’s brand value (Drright; 1996) and increase the demand
(Bhattacharya and Sen, 2004; Brown and Dacin, 18&fidelman and Arnold, 1999) or
willingness to pay a price premium (Auger et ab02; McWilliams and Siegel, 2011).

CSP may also have favorable effects on the labokehaCompanies with a good CSP
are able to attract better employees and improwengtment of existing workers (Albinger
and Freeman, 2000; Turban and Greening, 1996)hé&umbre, several studies have found a
positive relationship between the ethical climate @ company and job satisfaction,
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commitment of the employee, (lower) absenteeismtambver, productivity and favorable
job attitudes and behaviors (Barnett and Schul2®®2; Deshpande, 1996; Trevifio et al.,
1998; Weaver and Trevifio, 1999).

H2, H3 and H4: A company perceives stronger striatdgenefits from CSP if it
perceives that stakeholders on the capital/prodialotr market are more responsive
to its CSP.

Competition

The responsiveness of stakeholders to CSP andethdting strategic benefits of CSP are
conditioned by the economic and institutional eowiment of the company (Brammer et al
2012; Doh and Guay, 2006; Gjglberg, 2009; Jacksdnfgostolakou, 2010).

An important economic condition for CSP is comipeni (Campbell, 2007). In the
literature on CSP, competition is often modeledaimyeneric way. In our framework we
distinguish two types of competition: price competi and technological competition by the
introduction of new consumer goods, new technokgseurces of supply or new types of
organizational structures (Vickers, 1995). Both cericompetition and technological
competition may enforce the effectiveness of marksponses to CSP. In situations where
price competition is weak or virtually nil, a lowSP reputation will not pose a serious threat
to the company’s sales or profitability, becausdaursuch conditions customers have little
choice and hence face higher costs to reward daslpuwompanies for their good or bad CSP.
But even if a company is the only supplier in ataier market segment, the possibility of
competitors inventing a new product that replacks monopolist product creates a
competitive pattern that is very similar to perfpdte competition (Schumpeter, 1976). Also
employees have more opportunities to reward orgtuoompanies for their CSP if they can
more easily find a job because of the presenceonfpetitors. As a derivative effect, also
stakeholders on the capital market will be moresgime to the CSP of the company if there is
sufficient price and technological competition ve tproduct market. If customers can easily
shift to other companies, profitability will be neodependent on CSP. Hence, investors have
a higher incentive to consider the CSP of compainidéiseir investment decisions. More price
and technological competition will therefore enfresponses to CSP on the product, labor
and capital market.

H5, H6 and H7: Stakeholders on the capital/prodabir market are more
responsive to CSP if there is more price competitio

H8, H9 and H10: Stakeholders on the capital/prodabbr market are more
responsive to CSP if there is more technologicaipetition.
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In addition, price competition may also have a direffect on CSP that is not
mediated by the response of stakeholders on thdataproduct or labor market. For
example, Campbell (2007) hypothesizes that fiecsapetition will discourage CSP, because
fierce competition lowers the profit margins. Asresult, companies have less financial
resources to make CSP related investments of ithe&hevenues only accrue in the long run.
The theory of slack resources predicts that thelahibity of slack (financial and other)
resources provides a company with more opportuite invest in CSP (Waddock and
Graves, 1997). Companies supplying in non-brangdde sensitive customer markets face
therefore high barriers to implement CSP (Van de ®ed Jeurissen, 2005).

H11: More price competition reduces the CSP of mpany.
Transparency in CSP

An important institutional condition for effectivaakeholder responsiveness to the CSP of a
company is transparency in information about C®Btitltional theory argues that, for the
reputation mechanism to work well, past behavioagénts should be known, not only with
respect to their actual trading partners, but algh respect to other potential traders in the
market (Bovenberg, 2002)ransparency in CSP depends on the presence ofsN&O
media that actively monitor the CSP of a compartyotigh ICT, the media is increasingly
able to inform people about the activities of comipa anywhere on the globe. Therefore, the
market becomes less anonymous. This makes it dasistakeholders on capital, product and
labor markets to respond to the CSP of a compaayio\Vs cases in the past show that NGOs
and media really affect customers, like the Kenasdse of Chrysler, the Brent Spar case of
Shell and the Dolphin-Tuna case (Grolin, 1998; Mblia, 1999; Wright, 2000).

H12, H13 and H14: Monitoring of CSP by NGOs and imddsters stakeholder’'s
responsiveness to CSP on the capital/product/labarket.

The stakeholder’s responsiveness to CSP thus m®wad important channel through which
transparency in CSP affects strategic benefitsidBes the monitoring of companies by
NGOs and media can also directly affect the comisgmgrception of the strategic benefits of
CSP, because it will make the company more awareepfitational risks. Furthermore,
monitoring of companies by NGOs and media may misease the likelihood of government
intervention if CSP falls short of social expeaias.

H15: Monitoring of CSP by NGOs and media increattes strategic benefits from
CSP.

59



Chapter 3: External and internal drivers of CSP

Control variables

Besides the influences described above, the congpaD$P depends on various other
influences that we should control for.

In literature, it is commonly found that CSP is ipeely affected by company size.
Larger companies have more resources and emplétlyaesmaller companies (Studer et al.,
2006). They can spread the costs of CSP over dasuiad larger turnover. Due to a lack of
sources and experience, smaller companies arealdssto explicitly recognize CSP issues
and are less known with important CSP standardpdliiee and Heene, 2006). Furthermore,
because of their size, large companies attract ratiention from NGOs and media than
smaller companies. For this reason, Lynch-Wood\fitiamson (2007) argue that the social
license motive will not be sufficient to induce sh@mpanies to go beyond compliance to
the law. They are just too small to be visible.sTWill not affect the CSP level directly, but
also indirectly by diminishing the stakeholder'spensiveness to CSP and the potential of
strategic benefits of CSP. Also Spence et al. (ROR@d that the possibilities of a
marketconform environmental policy are limited fitre small entrepreneur, because the
company will find it difficult to get its environnmeal efforts rewarded by the market. Other
reasons why small companies may experience lekshsiftler’'s responsiveness to their CSP
and perceive lower strategic benefits from CSP rhaye to do with the competitive
environment of small companies, because they are often operating on level playing field
markets than large companies.

Besides company size, CSP also depends on the sewetbich the company operates.
The nature of the production processes or proddetermines the type of social and
environmental externalities that a company gensr@eown et al., 2010). Also the incentive
to pursue an active CSR policy may differ for diffiet sectors, as for example the reputation
mechanism varies among sectors. Brammer and Pa(2006) find that environmental
performance affects reputation positively in nong the chemical, consumer products,
resources and transportation sector. Three of tlses¢ors are commonly identified as
industries with salient environmental issues.

Furthermore, CSP is conditioned on the culture atf@r institutional conditions in
the country in which the company operates. In darestve welfare state with a major role for
trade unions, the role and responsibilities of besses in society with regard to social and
environmental issues have been traditionally mailgifihe main task left for companies is to
run their companies in a rational and efficient waile respecting the outcomes of the
negotiations with trade unions as well as the esttengovernment regulation with regard to
safety and health standards, equal opportunitiasterdisposal, pollution and all other social
and environmental issues regulated by law (De @eat., 2010). CSP is therefore expected
to remain more implicit and results from mandateguirements (Matten and Moon, 2008).
As in Anglo Saxon countries like the UK and the th8 welfare state is less apparent than in
for example Germany, one expects a greater potd¢ati&€SP in the Anglo Saxon countries.
However, the social environment that gives risarieextensive welfare state may also affect
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the company’s orientation. For example, companperating in countries with a Rhineland
model (so called because it is most notably pradtioc Germany) may be more inclined to
balance shareholder value with the interests afrastekeholders and this may be conducive
to CSP. Wirl et al. (2013) note, for example, t@rmany and other Continental European
countries are much more concerned about CSP. Tmereat is nota priori clear what the
relationship between region and CSP is.

Finally, we control for the company’s position ihet chain. Public campaigns are
particularly effective if the targeted company &nsitive to public reputation (Brown et al.,
2010). Companies with direct consumer relations espkcially those with brands that they
want to protect are therefore expected to be pdaticvulnerable to public advocacy
campaigns and more inclined to pursue an active 3iRy.

3.3 Sample and methodology
Data

To collect data, we developed a survey that wagetad at SMEs. Subsequently, the survey
was translated into the national languages of tumties in which the companies that were
invited to the survey were located. In contradatge companies that operate internationally,
SMEs are often more locally embedded and theredtse cannot be assumed to understand
the current standard in international languagegl{&m: not translating the survey into the
local languages may therefore result in biasesadvanced Language Management Utility
was used to coordinate translations and to ensameistent content coverage. In order to
reduce the potential for social desirability biaghe responses to the questions in the survey,
we explained to the respondents in a cover lefttar the survey was confidential and to be
used for research purposes only. The identity efgéarticipants would remain anonymous.
Respondents thus had little reason to present a fagorable picture than they knew was the
case™ In order to provide companies with an incentiveréspond, an online feedback
module was created for those SMEs that completeduihvey. The module allowed SMEs to
compare their own CSP with sector-specific and tguspecific average CSP.

Before setting out, we pretested the survey byridgeing ten executives from
companies in various sectors. The aim of the int@rs was to explore measures and wording
to be used in order to secure content validitythd interviewees did not understand the
guestions or measures, we had the opportunity @k, $e interaction with the interviewees,
for other formulations for the same concept. Irs thiay, we avoided vague questions that
could lead to misinterpretation by the respondents.

The survey was sent to 365,002 companies in twElw®pean countries (Austria,
Denmark, Finland, France, Germany, Hungary, ItaBoland, Spain, Sweden, The
Netherlands and the UK), of which the majority cems SMEs. 10,481 companies

14 Several studies show that self-reported behawimt @actual behavior are strongly correlated (Beaamed
Prince, 2004).
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responded to the survey (response percentage &énpeof which 5,317 fully completed the
survey (final response rate of 1.5 percéhijhis relatively low response rate is in line wéth
anteexpectations, because the survey is electronit¢akasd substantial effort to complete.

Furthermore, because of the relatively low respamase, we used wave analysis in
order to evaluate the non-response bias (Lin and2Abl). For this purpose, we constructed
a dummy variable with value 1 for respondents thaponded to the first round of the survey,
value 2 for responses after the first remindery@d for responses after the second reminder
and value 4 for responses after the third remindée wave analysis assumes that late
respondents are more similar to non-respondentsdhdy respondents. Bivariate correlation
analysis showed that the (Spearman) correlatiorificemt between this dummy and the
overall CSP of companies is insignificant (-0.018hwp=0.39), which indicates no non-
response bias. Also Groves (2006) shows that ést lior household surveys) there is little
empirical support for the notion that low resporsesde factoproduce estimates with high
non-response bias. However, notwithstanding thoeraging result, there might still be a
bias in our sample to companies that are awareS#t &t all. Although technically speaking
our sample is large enough to be representativalf&@MESs in the twelve European countries
under research we must keep in mind that any (large) survey wéhd to overrepresent
companies that have higher levels of awarenedseo$ubject of the survey. But as CSR gets
more mainstreamed now and it is more commonly asledged that CSR is not just a
‘luxury good’, this focus on SMEs that are awareC&R is still highly valuable, all the more
since the respondents to our survey show very siverays of engagement with CSR.

To address the potential concerns of common melinsl we carried out Harman’s
single-factor test. If a substantial amount of canmethod bias exists in the data, a single
or general factor that accounts for most of theavere will emerge if all the variables are
entered together (Podsakoff et al., 2003). An @teat principal component analysis on all 80
variables in our analysis (excluding the dummy afales) revealed 18 factors with
eigenvalues greater than 1.0, which together ateduior 59 percent of the total variance.
The largest factor did not account for a majorityhe variance (16 percent).

1572 percent of the respondents held an executisétigo and therefore can be assumed to be ablesesa
with at least some accuracy their CSP and its tiviRespondents could prematurely store the sumsyits
during the process of filling in the survey, allogithem the opportunity to ask other employeesomticue
filling in certain questions if specialized knowtglwas needed.

16 Bartlett et al. (2001) provide a methodology f@tetmining if a sample size is adequate within e
population. Using their methodology, it can be restied that 385 cases are needed to be able toatjeeer
findings to the population of SMEs in the twelverguean countries (which equals 16 million; see &abB)
using an alpha of .05. See also: http://www.nssayonss/home.NSF/pages/Sample+size+calculator ysede
on 1-5-2014).
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Measures

To decide how to measure CSP, we examined thetitnadif CSP models in the literature.
According to Orlitzky et al. (2003), one of the rhasfluential, parsimonious and yet
comprehensive conceptualizations of CSP is Woo&P @odel (Wood, 1991; Wood, 2010).
In her model, Wood synthesizes the various prevattempts to model CSP. It consists of
three parts: principles of CSR, processes of soesponsiveness and impacts of CSR. The
principles of CSR guide the processes of sociglaesiveness (the action part) which can
result in impacts.

Based on this, we operationalize CSP by 76 indisatm general instruments and
issue-specific practices to improve social and mmnental impacts (see Appendix 3.1). The
first type of indicators comprises 16 organizationseasures to integrate CSR into the
company’s organization (Ulrich et al., 1998). Thexand type of indicators concerns six
specific social issues including share of womemianagement, recruitment of employees
from disadvantaged groups, work-life balance, engsotraining, reduction in work place
accidents and sickness absence rate, and laboitioasf suppliers and subcontractors. For
each social issue, the survey includes questiomstdbree procedural measures that facilitate
the organization of CSP accountability in the comp#which is an important aspect of
AA1000), namely: whether companies measure theabpeerformance of these CSR issues,
whether they use targets for the improvement ifioperance in the future and whether they
report the realization of these targets. Besidks, survey includes questions about the
(informal) effort that companies make to improvedh social issues. Efforts refer to concrete
actions that aim to increase CSR impact. For exayrQIT companies can take all kinds of
practical measures to reduce energy consumption freir main operations. Construction
companies can take various practical measures lstitite energy intensive building
materials by less energy intensive materials, saghthe use of environmentally friendly
cooling systems. These actions are often not forexhlinto explicit policy statements, like in
large companies, but limited to doing efforts to agpropriately (Fassin, 2008). The reason
why we added this measure to the survey is thapibeirinterviews indicated that SMEs may
actually proactively foster their CSP without usiftgmal procedures or programs that are
more often used by large companies. Merely meagutie use of formal organizational
procedures may therefore bias the measurement BfaZSMEs. Next, the survey includes
guestions about the impacts for each social issmmgl the period 2007-2010, such as the
increase in the share of women on the board amkeégutive positions. The fourth type of
indicators concern procedural measures and effortisnprove six specific environmental
issues including greenhouse gas (GHG) emissiorsggrtonsumption, the use of renewable
energy, water consumption, waste production angctiag of waste. The final type of
indicators concerns the environmental impacts du2007-2010, such as the growth in
energy consumption. The outcomes reported in T&8Wleshow that the average CSP is
relatively low (27 percent on a scale ranging fro+h00 percent) and that there is substantial
variation in the total scores.

63



Chapter 3: External and internal drivers of CSP

As Table 3.1 shows, the strategic benefits are aredsby four questions regarding
profitability, regulation, innovation and reputatioThe perceived strategic effect of CSP is
largest for reputation and innovation and lowestnogeting government regulation. With
regard to the stakeholder’s responsiveness to G8fpanies perceive employees as the most
responsive stakeholder. CSP particularly motivates own employees. Stakeholders
operating on the capital market are least respensiurthermore, the survey outcomes show
that companies experience on average as much fegicad competition as price
competition. With regard to transparency, compauniesnot seem to be exposed to much
media attention or monitoring by NGOs, which islmbly due to the fact that our sample
includes many SMEs and that many of them operaB2B relations instead of business-to-
consumer (B2C) relations (see Table 3.2).

Table 3.1 Measures

Variable Measurement Mean SD
CSF Average CSF 27 12
Strategic benefi of CSF° CSP imprwves profitability in the long rL 4.1z 1.6€
CSP helps meeting (future) government reguli 4.0¢ 1.67
CSP improves innovative capac 4.27 1.66
CSP limits reputational ris 4.4¢€ 1.6
Stakeholder’sresponsivene | CSP makes it easier to attract inves 2.8¢ 1.6€
to CSP CSP makes it easier to get credit from be 2.6€ 1.57
CSP increases profit margins on prod 3.22 1.6C
CSP inceases turnov 3.2E 1.65
CSP improves inflow of highly qualified employ: 3.72 1.7¢
CSP motivates the employt 4.3¢ 1.62
Competitior Intensity of price competitic 5.07 1.8¢
Intensity of technological competiti 5.1¢ 1.67
Transparency in C® Monitoring of CSP by NGOs a medie 2.3C 1.67

#Measured on a scale from 0 to 100.
® Measured on a seven points scale ranging fromanat’ (1) to ‘very much’ (7).

Table 3.2 presents the descriptive statisticsHerdontrol variables. A substantial part of the
sample consists of very small or small companieth Wgss than 50 full-time equivalents
(FTEs). The number of large companies (with moentB50 FTES) is relatively small, but
because of the large sample in absolute termgetiiderable. Many companies are from the
material, industrial and consumer discretionaryt@edVith respect to regions, Table 3.2
shows that many respondents are from MediterraBeampe. This is due to the large number
of Italian companies to which the survey was séntcontrast, for the UK we received a
relatively low number of responses. Finally, comparin the sample mostly operate in B2B
relations. Only 7 percent of the sample mainlymysells to end consumers.
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Table 3.2 Control variables (% of respondents)

Company size (FTEs in 2007)
0-1C 27 | 10C-25C 9
11-50 37 | >25C 9
5C-10C 18
Sector
Energy 4 | Consumer stapl 4
Material 17 | ICT 4
Industria 19 | Financia 3
Consumer discretiona 18 | Othel 31
Region
UK 3 Continental Europe: Austria, Fran Germany, 31
The Netherlands
Mediterranean Europe: Italy, Sp 39 | East Europe: Hungary, Pole 13
Scandinavia: Denmark, Finland, Swe 14
Position in the chain
B2B 45 | Mainly B2C 5
Mainly B2B 25 | B2C 2
In betwee 23

3.4 Empirical analysis

Before performing empirical analyses, we screeheddata by testing for heteroskedasticity
and outliers. Crossplots between the dependenttl@dndependent variables showed no
heteroskedasticity, whereas box plots indicategradlematic outliers. Given the fact that
our sample is very large, non-normally distributediables will not pose serious problems.

Correlation analysis

Table 3.3 presents the results of the bivariateetation analysis. CSP is significantly

correlated to all other variables except price cetitipn. Also the four variables measuring

the strategic benefits are highly correlated. Femtiore, the two variables measuring the
stakeholder’s responsiveness on the capital maesthighly correlated (r>0.70), and the

same applies to the two variables measuring thetdder’'s responsiveness on the product
market and the labor market respectively.
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Table 3.3 Results correlation analysi’§

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

.36

37 .74

.32 | .53 | .59

24 1 .44 | 42 | 48 | .4C

2C | 47 | .40 | 42 | 3¢ |71

2
3
4
5 34 | .62 | .57 | .6C
6
7
8

2€ | .68 | 46 | .57 | .47 | 52 | 5¢

9 2€ | 67 | .48 | 5€ | .48 | 4¢ | 5 | .77

10 | .32 | .58 | .41 | 5 | .51 | 58 | .5¢ | .57 | .57

11 |34 |59 | .4C |.6C | .52 | .38 | .4C | .52 | .5z | .73

12 -.04 .08 -.04 | -.08 | -.08

13 |11 .11 .07 |.21 |.A2C | .05 | .05 |.0¢ | .11 | .12 | .12 | .06

14 | 3C | .27 | .25 | .28 | .28 | .28 |.2¢ | .28 | .2€ | .2€ | .24

15 |4 |.18 | .16 |.214 |.2C |.1C |.0¢ |.18 |.1€ |.1¢ | .1€ | -.0€ | .0€ | .2C

16 | .07 .07 | .06 | .04 |.04 -08|-04)|.0¢ |.0€

aSpearman’s rho; only correlations with p<0.01 aespnted.

®1: CSP 2: Effect on profitability 3: Effect on rdgtion 4: Effect on innovation 5: Effect on repiat 6:
Effect on investors 7: Effect on credit 8: Effect profit margin 9: Effect on turnover 10: Effect oilow
employees 11: Effect on employee motivation 12cd’>dompetition 13: Technological competition 14:
NGOs and media 15: Company size 16: B2C.

Factor analysis

Due to the results of the correlation analysis #rat theory indicates that clustering some
variables has substantive meaning, we used cortbmndactor analysis to analyze whether
we could cluster the strategic benefits and th&estalder's responsiveness on the capital,
product and labor markets into overarching factdfs.used structural equation modeling and
maximum likelihood estimation to estimate this meament model. The measurement
model, depicted in Figure 3.2, consists of fouttdes: the three types of markets each have
two indicators and the factor ‘strategic motivatibas four indicators. Covariances between
each factor are freely estimated and error terrat dbpeared to be correlated too. Results
from the estimation with AMOS 19 show that a foactbr model fits the data well. Although
the chi-square value is rather high and significéms is due to the very large sample size
(N=5,317) as this fit statistic is very sensitiver sample sizes. Other fit indices that do
correct for the sample size are therefore morabldiindicators of model fit in this case. For
example, the Comparative Fit Index (CFl): valuegéda than 0.95 are generally seen as
confirming a good model fit (Byrne, 2010). The saimdrue for the Tucker-Lewis Index
(TLID), an index that not only takes sample sizeoimaccount but also includes a penalty
function for overparametrization by incorporatirge tdegrees of freedom. As the values of
the CFl and TLI of our measurement model are bd®®,0both indices suggest a very good
model fit. Good model fit is also confirmed by tReot Mean Square Error of Approximation
(RMSEA) measure of 0.04, because it has a valudlemnthan 0.06 (Hu and Bentler, 1999;
MacCallum et al., 1996) and by the StandardizedtRédMean Square Residual (SRMR)
value (values below 0.05 indicate a good model ##sides those favorable global fit
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indices, also the local fit measures are good: igsiré& 3.2 shows, each regression path
between indicators and factors is significant. \WWereéfore conclude that this measurement
model fits the data very well.

Figure 3.2  Results measurement mod&f

Investors
\ 0.80
Capital
Credit market
& 088 respons 0.62 Profitability Regulatior
)
Profit " 0.74 : 0.68
margin 0.88
/ Strategic
Product : motivation
Product market
turnover 4 086 response
0.70
0.84
Inflow Y J ; \ i
employees 086 Innovatior Reputatiol
Labor
market
Employee response
Y 0.85
motivation (4|

& Standardized coefficients; bold indicates p<0.001.
b Chi-square=198, p<0.001, N=5,317, df=19, CFI=0190.99, RMSEA=0.04, SRMR=0.01.
¢ Random errors of indicators are estimated, bushotvn in the figure.

Structural model

In this section, we use structural equation mode(®EM) and AMOS 19 to test the structure
of our conceptual framework and the measurementeimaidonce. SEM enables us to take
into account the covariations between various dégenand independent variables and test
the nomological validity and therefore not only thelidity of the various hypothesized
relationships, but also the validity of the coneéciess of the relationships, i.e. the structure
of the model. The measurement model which wasdestéhe previous subsection is part of
this structural model. Besides including the suedt paths, we also include the various
control variables in the model and again use mamirtikelihood as estimation technique.

The model and its estimates are depicted in Fi§uBeDue to space restrictions, we
excluded drawing the measurement model again (heweke factors are again drawn as
ellipses to indicate that these are indeed latanables), the residual terms of the endogenous
variables and the various control variables. Alethare included in the analysis though.
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Figure 3.3  Results structural equation modeling: c@ modef*™
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& Standardized coefficients; bold indicates p<0.001.
® Chi-square=1,279, p<0.001, N=5,317, df=209, CFI80TLI=0.97, RMSEA=0.03, SRMR=0.02.
¢ Latent variables depicted as ellipse; measurementel estimated, but not shown in the figure.

Given the favorable global fit indices (CFI=0.98,1F0.97, RMSEA=0.03, SRMR=0.02), the
structure of our conceptual model is supported l®y data. Only the chi-square value is
significant, but this is due to the large samp#e sind no reason to reject the model. Also the
local fit is overall quite good, given the many Hiig significant and substantive regression
coefficients. Most hypotheses are supported. Theafegl Multiple Correlation (SMC) of
CSP is 0.33, indicating that 33 percent of itsaate is explained by its predictors. We find a
large positive and significant effect of strategiotivation on CSP which supports H1. Also
an inverse causality from CSP to the perceptiostraftegic benefits from CSP is theoretically
possible as companies that start developing CSheaxpected to be more alert on finding
strategy opportunities for CSR than companies dnatnot interested in CSR. However, we
find no empirical evidence for inverse causatiobmeen CSP and strategic motivation, as
adding this path does not significantly improve nhedel fit. Since the CSP of any individual
company will be too weak to inversely affect theéeemal economic and institutional drivers,
simultaneity is theoretically not plausible betwekese variables.

The perception of strategic benefits depends, geaed, heavily on the market
responsiveness to CSP on the product and laboreteekpectively, supporting H3 and H4.
Although we find an effect of the capital markespensiveness to CSP on the strategic
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benefits of CSP (H2), this effect is negative. Thisprobably due to the fact that the
responsiveness of investors and banks to CSP herr&aw (see Table 3.1). The SMC of
strategic motivation is 0.72, indicating that 72qgaemt of its variance is explained by its
predictors in the model, which is very substanti@r the economic conditions, we find a
small influence of price competition on the respesisess of the capital market (H5), but we
find no influence of the intensity of price compiei on responsiveness of the product and
labor market (H6 and H7) or directly on CSP (H1f)contrast, the intensity of technological
competition is shown to have a significant posiiividuence on stakeholder’s responsiveness
on all the three types of markets, supporting H®Hindicating the relevance of
distinguishing price and technological competitamtwo different types of competition. The
SMCs of the responsiveness of the capital, prodondtlabor market are 0.13, 0.12 and 0.17
respectively. Modification indices furthermore shotwat adding a direct effect of
technological competition on CSP substantially iovess the fit of our model, and therefore
this path was added. Furthermore, we find sigmifigzositive effects of monitoring of NGOs
and media on stakeholder's responsiveness on tpigalcgproduct and labor market and
strategic benefits from CSP, supporting respectittdi2-H15. We also find a direct influence
of monitoring by NGOs and media on CSP, as addiigyeffect substantially improves the fit
of our model. This direct effect was not hypothediz

Table 3.4 Results structural equation modeling: camol variables®

CSP Strategic benefits Stakeholder’s responsivenegssCSP
Capital Product Labor
market market market
Company size 31x** - .Q5*** .0Q*** 15%%*
Energy .04** .03*** - - -
Material - - - - -.04***
Industrial -.03* - - - -
Consumer discretionary .03F
Consumer staples .03F
ICT -.04xxx - - - .05***
Financial -.05*** - - - -
Mediterranean Europe -.09*4 - L7 - .07%
Scandinavi - 16+ -.0gF** Q7 - 140
Continental Eurog - 16x** - .Qgrrx - Ol
East Europ -.0€* - - - 1CF** - 1 2%
B2C .03** .02* .05*** - -

@ Standardized coefficients; * p<0.05, ** p<0.01}¥<0.001

Table 3.4 shows the estimation results for the robariables. To optimize the model fit,
insignificant paths were left out (indicated byaa)b The results show strong support that CSP
is positively related to company size. On top a$ tthirect effect on CSP, company size also
exerts a positive influence on the stakeholdespoesiveness to CSP on the capital, product
and labor market and strategic benefits. Besidablel3.4 shows several significant sectorial
and regional influences and effects of the compamgsition in the chain. The reference
category for sectors is ‘other sectors’ and foliarg the UK. An interesting finding is that
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perceived strategic benefits of CSP are quite sisea for the control variables, indicating
that these strategic benefits are quite uniformscsectors, regions and company sizes.

Mediation analysis

Table 3.5 summarizes the direct, indirect and tefécts of the various economic and
institutional drivers on CSP. To calculate the gigance of the indirect and total effects, we
have to know the standard error of the populatimit is logically impossible to know this
value, we use bootstrapping. With this techniquis assumed that our sample represents the
population from which numerous different samplesr@andomly drawn. This enables AMOS
19 to calculate the standard error and therefor@ssess the significance of the indirect and
total effects. Maximum likelihood bootstrapping teeen used.

Table 3.5 Results mediation analysfs

Direct Indirect Total
Price competition -0.001 -0.001
i (0.002) (0.002)

Technological competitic 0.05¢ 0.03¢ 0.08¢
(0.002) (0.001) (0.002)

Transparency in C¢ 0.131 0.097 0.22¢
(0.001) (0.002) (0.002)
Capital market -0.034 -0.034
i (0.003) (0.002)

Product market 0.128 0.128
i (0.002) (0.002)

Labor marke 0.19¢ 0.19¢
i (0.002) (0.003)

& Standardized coefficients; significance levelsgolasn bootstrapping, by using 1000
bootstrap samples; two-tailed significance levelsMeen brackets.

For technological competition and transparency $PCwe find that both the direct effect and
the indirect effect on CSP through mediation agmificant. For price competition and the
responsiveness on the various types of marketgniyefind an indirect effect on CSP that is
significant. The effect from price competition o8&, however, is very small.

3.5 Discussion

In this chapter, we tested a multi-layered framéwof drivers of CSP by distinguishing
internal factors (strategic CSP benefits), medgtonditions (stakeholder’'s responsiveness
to CSP on capital, product and labor markets) ammh@mic and institutional drivers (price
and technological competition and transparency 8P Ghrough monitoring by NGOs and
media). Using a sample of 5,317 companies fromvsvéluropean countries that consist
largely of SMEs, we find empirical support for 1litaf 15 hypotheses of our conceptual
framework.
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Strategic benefits from CSP are an important aaexat for CSP. The strategic
benefits prove to be an important mediator forittiience of stakeholder’'s responsiveness
on the capital, product and labor market. Strategieefits particularly depend on the market
responsiveness to CSP of stakeholders on the prodod labor market. The more
stakeholders on the product and labor market renesponsible behavior of companies and
punish irresponsible behavior, the higher the peeck strategic benefits from CSP and
consequently the better the CSP of a company. @smonsiveness of stakeholders to CSP on
the capital market provides only a small stratdggoefit to CSP. This is in line with the
interviews that we held with directors of some camips when testing the survey. Many of
them indicated that banks do not consider the (fSReocompany when deciding about the
supply of credit to the company.

Transparency in CSP is found to be a crucial mstibal condition for CSP. Our
research furthermore shows that when analyzingriti@ence of competition on CSP it is
important to distinguish between price and techgickl competition. Technological
competition is an important economic condition tetinulates CSP through enforcing the
stakeholder’s responsiveness to CSP on the capitaduct and labor market as well as by
increasing strategic CSP benefits directly. If camips face technological competition, the
branding of their products will be of critical valuand this creates an important strategic
motivation for upholding a good CSP reputation.comtrast, we find almost no effects of
price competition on CSP. Also if we test for namehr effects of price competition (by
adding price competition squared), no significaffiécts are detected. Hence, our research
does not support the hypothesis of Campbell (2€@at)the intensity of price competition has
a non-linear effect on CSP.

Besides the effects hypothesized by the conceptaalework, we find some other
significant relationships that are not predictedohy framework. In particular, we also detect
significant positive direct effects of technolodicampetition and monitoring by NGOs and
media on CSP. The direct effect of technologicahpetition on CSP may point at possible
positive effects from technological competition immovation and from innovation on CSP,
even when companies are not explicitly aware of tielationship and therefore does not
improve their strategic motivation for CSP (theamation motive is one of the motives of
companies that fosters CSP). In future researciworild be interesting to test for this
mediation by integrating innovation in the over&thmework. Also the direct effect of
monitoring by NGOs and media can be explained byfélet that direct contacts between the
company and NGOs through stakeholder dialogues meke managers more aware of the
strategic benefits of CSP, but may also contribiatemaking managers aware of moral
dimensions of being socially responsible and thimswdate their CSP for other reasons than
strategic benefits.

Finally, we find several significant effects of ¢uoo variables. First, we find that
company size has a significant and substantialtipeseffect on CSP, a finding that is
documented by many empirical studies and discuseeaur conceptual framework.
Furthermore, company size is found to exert a pesiinfluence on the stakeholder’s
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responsiveness on the capital, product and labokatgea The direct effects of company size
on stakeholder’s responsiveness on the capitatiugtoand labor market may be explained
from the notion that stakeholders realize that o@hpanies have less opportunities to care
about CSP because of their limited sources. Thélytherefore be less inclined to punish
small companies for low CSP. Next, in some instanwe find that CSP depends on the
sector in which the company operates. In particwer find that companies operating in the
energy and utilities sector generally have higlerels of CSP than companies in other
sectors, while those companies operating in thesmil, financial and ICT sector tend to
have lower levels of CSP. The coefficients arevesy substantial though. Furthermore, we
find that companies from the UK with a fairly smaitlfare state outperform companies from
Scandinavia and Continental Europe and to a less¢ent also East European and
Mediterranean European companies. The interpretatighis result is complicated, because
the regional dummies may capture several diffetgmes of influences, such as culture and
government regulation. Nevertheless, our resultgrduide an indication of a larger potential
for (explicity CSP in Anglo Saxon capitalism. Filyalin line with our expectations,
companies operating in B2C relations are more wealwith CSP than companies in B2B
relations.

3.6 Policy implications

The results of the empirical analysis have impdrtanplications for government policies at
the institutional level.

First, we find no support for the argument of Van \den and Jeurissen (2005) that
CSP is hampered by (price) competition. They arthat in a perfect market, individual
companies will have hardly any room to pursue agige CSR policy, because any cost
disadvantage will harm their market share. This rbay particularly relevant for small
companies that are often subject to fierce pricapetition. This would mean that antitrust
policy can easily collide with CSP of small compemniand hence with sustainability. Our
results show, however, that the negative influesfcgrice competition (or price competition
squared) on CSP is negligible. We therefore find evidence for a trade-off between
economic benefits from more competition (the ug@icy goal of competition policy) and
social or environmental benefits.

Furthermore, our research shows that it is impotamistinguish between price and
technological competition in the analysis of thereamic drivers of CSP. Whereas price
competition hardly affects CSP, technological cotitipe provides significant positive
incentives to CSP. Governments could make use ef ithportance of technological
competition and the finding that companies are watdid to CSP because it improves the
innovative capacity. Since governments spend sotistasubsidies on innovation programs
in the business sector, there is an opportunitglign innovation policy to sustainability
policy, for example, by making government suppdrinmovation programs dependent on
CSP criteria.
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Third, our research indicates that the stakehddegsponsiveness to CSP on the
product market provides incentives to CSP. A tradil way of government intervention to
stimulate the responsiveness to CSP is to prouitisidies for socially responsible products
and tax products that generate social damage. diiti@u the government could be an
example in its own role as customer by employingetof criteria that takes into account
social and environmental issues of the productghiolby the government.

Finally, investors and banks could do substantiakre to stimulate companies to
improve CSP. The results of the empirical analysdicate that companies are hardly
rewarded by banks if they excel in CSP. Also oteriviews with directors (in the preparation
phase of our research) indicated that many SMHsHaé banks do not consider the CSP of
SMEs in their decisions on supplying credit. In twgrent economic crisis where credit and
supply of capital is scarce, there is right now adgn opportunity for banks and other
investors to put more effort in integrating CSP ditions in their relationship with business
clients.
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Appendix 3.1 Overview of CSP indicators

1. General instruments
Total weight in overall CSP: 0.16 (Weight per instent: 0.01)

For each indicator the options were: 0 no or doknow, 1 yes

1 Internal publicationf a code of condu 9 A confidential person or a confidential compt
procedure/whistleblower procedure

2 External publication of a code of conduct 10 Eshiommittee

3 Active dialogue with NGOs concerning CSR isstied Tdaining program in (issues of) CSR for
employees

4 Cooperation with other enterprises in supply ®hai12 The use of a reference guide or external CSR

to meet CSR goals tool to measure and verify your CSP

5 Partnerships with professional training instis 13 Use of global initiaves as a frame of referel

6 Participation in local initiatives to meet soaig! 14 1SC9001/9002/900
environmental objectives

7 Directol is responsible fc CSR issue 15 1ISC14001Ecc-Management and Audit Scher
(EMAS)/Greenhouse Gas Protocol
8 CSP related remuneration of management 16 SA8000

2. Issue-specific social practices
Total weight in overall CSP: 0.30 (Weight per issti®5)

For each issue, the survey includes questions gheuntensity of the effort to improve (three opis: 0
no, 0.5 incidentally, 1 continuously), measuren@gerformance (two options: 0 no, 1 yes), useaojéts
(two options: 0 no, 1 yes), reporting of performalfiovo options: 0 no, 1 yes)

The sixissue: are:

1 Share of women on board and in executive position

2 Share of employees recruited from disadvantageubg (e.g. ethnic minorities, people with disaieit,
long-term unemployed)

3 Work-life balance

4 Employee training

5 Reduction in work place accidents and sicknessrate rate

6 Labor conditions of suppliers and subcontractors

3. Social impacts
Total weight in overall CSP: 0.12 (Weight per issti®?2)

For each of the six sociissues the survey includes questions abthe change inimpactsduring 200-
2010 (measured by seven options).

4. Issue-specific environmental practices
Total weight in overall CSP: 0.30 (Weight per issti®5)

For each issue, the survey includes questions gheduntensity of the effort to improve (three opis: 0
no, 0.5 incidentally, 1 continuously), measurenwrgerformance (two options: 0 no, 1 yes), useanjdts
(two options: 0 no, 1 yes), reporting of performailisvo options: 0 no, 1 yes)

The sixissues ar:

1 GHG emissions

2 Energy consumption

3 Use of renewable energy
4 Water consumption

5 Waste production

6 Recycling of waste

5. Environmental impacts
Total weight in overall CSP: 0.12 (Weight per issti®?2)

For each of the six environmenissues the survey includes questions abthe change irimpact: during
2007-2010 (measured by seven options).
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Chapter 4
Impacts of CSR in China

4.1 Introduction

The world today faces a complex and multi-facetetda ‘eco-social questions’ because of
the negative external social and environmental ceffeof production and consumption
patterns. As the regulating power of national amdrnational governments is limited in an
economically liberated and globalized world ord#ris challenge has generated strong
interest in integrating the corporate social resgality (CSR) of companies into a new
governance model, and replacing centralized reigmlatith a more collaborative approach
(Hess, 2007). Research has shown that internalexternalities through CSR is potentially
promising, because there is some evidence thdintuecial performance of companies (CFP)
is positively related to corporate social perfore@{CSP)’ (Van Beurden and Gossling,
2008; Margolis et al., 2007; Orlitzky et al., 2003he causation seems to be that CSP and
CFP mutually affect each other through a virtuousle: financially successful companies
spend more on CSR because they can afford it, BIR &lso helps them to become more
successful in the future (Waddock and Graves, 1997)

Overall, the empirical evidence seems to implyt til®e current economic and
institutional conditions provide companies inceesvo pay attention to CSR and (partly) to
internalize external effects. However, although pames may, therefore, be stimulated to
pay attention to CSR, it remains uncertain whe®8R indeed helps to internalize negative
externalities. Today, increasing numbers of comgmrare using various kinds of CSR
policies and instruments, such as codes of condetjronmental certifications and
initiatives to cooperate with stakeholders. Sevstadlies have been undertaken to analyze the
factors that influence the adoption of these pecasti(Aragon-Correa et al., 2004; Brown et
al., 2010; Gadenne et al., 2009; Lin and Ho, 20¥iljamson et al., 2006), but the impact of
these programs on the realization of important adoand environmental goals remains
uncertain. How effective are CSR instruments? Asy tmainly rhetoric instruments? Critical
authors like Banerjee (2008) argue that CSR imnvestare really nothing more than window
dressing. Others argue that whereas the ‘Triplet®im line’ calls on companies to weigh the
effects on stakeholders and the environment aldegsiofit, in practice companies have co-
opted CSR initiatives and have shifted towards sinmss ethics agenda that supports rather
than questions business practices, and have oolyted CSR insofar as it can be aligned to
simple strategic interests (Marens, 2008). As altiggoor social and environmental business
practices continue to be the norm.

" CSP is a broader concept than CSR, as it encoemassides the principles of social responsibilgo the
processes of social responsiveness and impactSRf(Orlitzky, 2008; Wood, 1991).
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There are few studies on the effectiveness of @®Rmenberg and Hjelm (2003) and
Friedman and Miles (2001) look at the impacts ofimmmental management systems and
find that the establishment of a joint environménteanagement system in Sweden and
Britain, respectively, resulted in environmentalpnovements. However, both studies are
based on a limited number of case studies of samallmedium-sized enterprises (SMEs) and
the results are, therefore, difficult to generaliBecause of this limited evidence, it remains
uncertain to what extent the implementation of amlmation of CSR policies and
instruments really results in social impacts ahdrafore, contributes to social welfare. This
is a very serious gap in the field of CSR reseabdtause if CSR fails to have favorable
social and environmental impacts, the whole conoept become redundant.

In this chapter we aim to fill this gap in the taéure. For this purpose, building on the
rich tradition of models on CSP, we develop a cphea framework that distinguishes
between CSR rhetoric, CSR implementation and CSpaatnand describe the relationships
between these concepts. Based on this framewoek rabearch questions of the present
chapter are:

1. Does CSR rhetoric as expressed in a code of condtiotulate CSR
implementation?

2. Does CSR implementation make a difference in théza&tion of important social
and environmental goals?

3. Does CSR implementation mediate the influence d® @&toric on CSR impact?

In order to study these questions, we undertoakgey among companies in China. China is
an interesting case for studying CSR as it becdmadargest emitter of greenhouse gases in
2006, emitting 8 percent more than the US (Ma ahdnC2011). In 2006, China accounted
for 10 percent of global energy use and was relgingoal for approximately 75 percent of
its energy generation (McKibbin, 2006). Also thegk increase in the movement of people
from rural to urban areas and the major role ofadatetworks (often referred to as ‘guanxi
connections’®) shows the expected relevance of CSR in China 2808). A study of Hu and
Saich (2012) shows that migrant workers often hawerer access to educational and health
services than registered villagers. But althougmmanies in China have agreed to put CSR
initiatives into practice and have started to imp&t various CSR instruments, the CSR
impact in terms of realization of social and enmir@ntal goals may be lacking. For instance,
despite two Chinese companies illegally added mislarto the wheat gluten used for pet
food, they both stil won many honors and were &ldas ‘honest and trustworthy
enterprises’ or ‘advanced quality management ense® by the local government
authorities in charge of assessing corporate dnritons to the community and corporate
integrity (Lu, 2009). In some cases, promising G®RIementation initiatives have lost their

18 Guanxi is a very old practice in the Chinese manznt culture and refers to the greater relevarice o
interpersonal bonds over institutional ones. GgtBomething done in China depends less on the favrdaer
and more on the people one knows and how peopltseebligation to each other (Tian, 2007).
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effectiveness due to the lack of commitment of canigs. For example, Reebok introduced a
‘complaint hotline’ for its supplier Fortune Spotis report non-compliance to the code of
conduct. In the initial years following implemeritat, the worker communication system was
frequently used by Fortune Sports workers. Howeteger on, Reebok decided to downgrade
the communication system to reduce costs, and worgeadually lost confidence in the
effectiveness of the system and increasingly erpead that the management revenged
workers that were complaining (Yu, 2009). Tsoi (@Dhotes that companies sometimes not
really do anything with the comments they receir@arf stakeholders. As one interviewee
remarked in the research of Tsoi: ‘If you don’t @mything with it, it is just a conversation’
(Tsoi, 2010, p. 399). These examples show thatethesy be a substantial gap between
formal policies and any actual impact.

This chapter proceeds as follows. Section 4.2 rdesc the conceptual framework.
Section 4.3 describes the sample and methodologyheofempirical analysis. Section 4.4
reports the results of the empirical analysis. linan Section 4.5 we summarize the main
findings and formulate policy implications.

4.2 Conceptual framework

Over the past couple of decades, several theoretiodels on CSP have been proposed in
which CSR policies are represented and linked ti¢ghimplementation and impacts of CSR.
According to Orlitzky et al. (2003), one of the rhasfluential and comprehensive
conceptualizations of CSP is Wood's CSP model (WddP1, 2010), in which various
previous attempts to model CSP are synthesized @all, 1979; Preston and Post, 1975;
Wartick and Cochran, 1985). Wood’s model consisthree parts. The first part concerns the
principles of CSR. The principles are supposeduilathe second part of the model, the
processes of social responsiveness. This is thengeart of the model (Wood, 1991, 2010).
The first two parts of the model result in the fipart, the impacts of CSR. Those impacts
represent a critical missing piece in earlier CSédefs (Wood, 2010). The impact part
contains the effects of CSR on society, in contrashe intentions (in the principle part) and
CSR actions (in the implementation part), whichagn the way in which the company deals
with CSR itself.

Jamali and Mirshak (2007) more specifically applyoMl’'s model at the business
level by specifying social policies, social progsamnd social impacts (where ‘social’ is
defined in the broad sense). Although it is nontaml, the model of Jamali and Mirshak
resembles the structure of the so-called totalamsipility management (TRM) framework
proposed by Waddock et al. (2002) for helping comgmmmanaging their responsibilities to
stakeholders and the natural environment.

In our conceptual framework, as depicted in Figlife we employ a similar structure
to assess the impacts of CSR as developed in tiemdr€SP models and their more practical
oriented spin-offs. Our framework also consiststlufee main parts: a code of conduct
expressing rhetoric (what companies say), impleatamt of various instruments to integrate
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CSR into the company (what companies do) and imipattrms of realization of social and
environmental goals (what companies achieve).

Figure 4.1  Conceptual framework

Rhetoric Implementation Impact
(Words) (Action) (Achievement)
Code of conduct Management systems Environmental issues
H1 .|  Other internal measures Iﬁ' g Social issues

d External cooperation -
Issue-specific procedures

A\ 4

T T

Control variables
Company size, sector, type of ownership, turnovewth

The CSR rhetoric refers to the use of a public aafdeonduct. A public code of conduct is a
public formal statement of principles that defirthe basic responsibilities of the company
towards its shareholders and other stakeholderptéita and Wempe, 1998). A code of
conduct can improve the communication of values andns within the company and
between the company and its external stakeholdard, explicitly shows the company’s
commitment to CSR.

CSR implementatiorefers to general instruments and issue-specifesonmes that the
company uses to apply CSR in practice. CSR impl¢atien can be considered as the action
part of the model and the mediator between rhetmitimpact. We distinguish four types of
implementation instruments: management systems (8®&81S014001, Eco-Management
and Audit Scheme (EMAS) and Greenhouse Gas PrQtamtber internal company measures
(making the director explicitly responsible for CSBSR related remuneration of managers
and CSR training of managers and employees), edteaoperation (an active dialogue with
non-governmental organizations (NGOs), cooperatiith other companies in the supply
chain and participation in local initiatives of ggmments or social organizations) and issue-
specific procedures to target and report the sagidlenvironmental impacts of CSR.

CSR impact refers to the relative improvementhim tealization of CSR goals for the
respective issue at the individual company levsing the period 2007-2010 as a timeframe
for comparison. Examples are greenhouse gas (GH@ys®ns by the company or
workplace incidents.
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The relationships between the three parts in tineeyotual framework are expected to
be as follows. A (publicly) communicated commitmeéaotCSR through the presence of a
code of conduct stimulates companies to implemeg&rozational measures that foster the
realization of CSR. If a company, for example, suibes in its code of conduct that it aims to
reduce its environmental damage, the company r&isoag motivation to implement CSR
measures that integrate these rhetoric into thamzgtional procedures to ensure that the
CSR impact coheres with its rhetoric. Otherwiseiits a high risk that the company practice
will be contrary to the company’s code of condued ahis will negatively affect the
company’s reputation. Companies that have a codmmduct, but fail to show impacts that
are in line with the code of conduct, may expereemoore reputational damage than
companies who also fail to live up to expectatitsosn society but do not have such a code of
conduct. By promising to adhere to certain intemi@ company is more accountable and,
hence, a lack of results that align to the intergimay be perceived as hypocritical. Rhetoric,
therefore, is an achievement in itself. A compamt understands this will only introduce a
code of conduct if organizational measures arentakat integrates the intentions with
concrete actions of the company. For example, 0b28e Chinese textile industry introduced
an industry-wide code of conduct supported by dlammpanies, Chinese suppliers, the
Chinese government and large global retailers (#eue2008). Signatories were required to
embrace both a set of principles and managemenéemygolicies and internal review
processes, including a code of conduct, socialoresipility targets, adequate resources for its
monitoring, training and communication and docuragoh. Hence, the commitment
expressed by support to this code of conduct wimddce the adoption of generic and issue-
specific CSR measures with the expectation thatwhiuld improve the impact of CSR. This
results in the following hypotheses:

H1: The presence of a code of conduct fosters the tisgher instruments that
implement CSR in the company.

H2: The instruments that implement CSR in the compaster the realization of CSR
goals.

If both H1 and H2 hold, we can conclude that CSRI@mentation mediates the influence of
CSR rhetoric, as expressed by the presence of@ aodonduct on CSR impact in terms of
the realization of CSR goals. A further questiorattlthen arises is whether CSR
implementation is a necessary condition for anjuerice of rhetoric on the impacts of CSR
and, therefore, whether CSR implementation is lanfieldiator. Hence, we add one additional
hypothesis:

H3: CSR rhetoric by the presence of a code of conduat all, fosters the realization
of CSR goals only through CSR implementation.
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In all the relationships, we control for compangesisector, the type of ownership and
turnover growth. Due to a lack of awareness, firnomesources and NGO and media
attention, smaller companies are generally consil¢o invest less in CSP (Lepoutre and
Heene, 2006; Studer et al., 2006; Lynch-Wood antiaiison, 2007). Therefore, we expect
that CSP is positively related to company size. @B depends on the sector in which the
company operates, as the nature of the productiocepses or products determines the type
of social and environmental externalities that enpany generates (Brown et al., 2010). In
addition, the strength of the reputation mechan@md, hence, the incentive to pursue an
active CSR policy differs (Brammer and Pavelin, @00Third, a company’s CSP is also
expected to be influenced by the geographic manketich the company operates (Brown et
al.,, 2010). Companies that operate in global marke¢ often less restricted by national law
than companies that do not operate globally. A®sult, they more often face dilemmas
regarding how to deal with social problems and ta@mntheir integrity over country borders.
Furthermore, when companies cross borders, theyebma stakeholder multiplier effect that
stimulates companies to engage in CSP and take umesago prevent social and
environmental incidents (Laudal, 2011). When crgsborders, NGOs and media, for
example, can more easily target companies. Thetesea need to develop a CSR policy to
guarantee consistency in the way they do theimassi. Therefore, we control for the type of
ownership (domestic or foreign). Finally, CSP may ibfluenced by the availability of
financial resources. The theory of slack resoupredicts that companies with more financial
resources have more opportunities to invest in G8Rddock and Graves, 1997).
Furthermore, high and consistent organizationatesg may create a sense of obligation
among executives to give back to the communityi(st, 2008).

4.3 Sample and methodology
Data

In order to collect empirical data about CSR rheformplementation and impact of
companies in China, we developed a survey withetiseds of questions. Collection of CSR
data is inherently difficult, because of low respemates and the potential of selection bias,
social desirability bias and common method biass Thparticularly true for research in CSR
of SMEs, as SMEs are not generally inclined toipiggte in research efforts by responding
to surveys, due to lack of time and capabilitiesrrént research into the CSR impact of
SMEs is, therefore, based on case studies (Ammegndwed Hjelm, 2003; Friedman and
Miles, 2001). However, the samples on which casedies in CSR are based are often very
small. For example, Friedman and Miles (2001) ostiydy two companies from the UK,
whereas Ammenberg and Hjelm (2003) study 25 Swezbstpanies. Therefore, surveys of a
larger scale may be an important complement tdiegistudies, notwithstanding the fact that
response rates are typically low, as is shown lgneresearch into CSR impact in twelve
European countries with response rates varying dextw0.5 percent for the UK and 4.8
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percent for The Netherlands (Graafland and Smid320

Therefore, to improve the reliability of the survégta and to prevent biases in testing
the hypotheses, we used several methodologicabgures suggested in the literature (Lin
and Ho, 2011; Podsakoff et al., 2003; Reynoldd.e1893; Trevifio and Weaver, 2003):
. We selected the addresses of 3,888 Chinese caespgaom the KOMPASS database,
because this database only includes professionale€ companies (as indicated by the
availability of email addresses and websites).

. The survey was designed in English and then ltet into Chinese by a native
speaker to guarantee the quality of the phrasinbeofjuestions.
. A member of our research team carried out foueriews (in Chinese) with

managers of two domestic and two foreign compaloiested in China to pretest the survey
questions before the final distribution of the syvook place. The results were used to
identify problems in the survey, such as compreloendifficulties or inadequate response
options and to improve the survey design afterwards

. To increase the response rate, we sent two rarsngithin two weeks. In line with
Graafland and Smid (2013), the final response veds approximately 2.8 percent (109
responses). This low response rate implies thatresearch is only explorative in nature.
Note, however, that low response rates do not sadgsimply high non-response bias. For
example, Groves (2006) shows that (at least foiséloold surveys) there is little empirical
support for the notion that low response radesfactoproduce estimates with high non-
response bias.

. We used wave analysis to evaluate the non-respbies. For this purpose, we
constructed a dummy variable with value 0 for ggstints that responded to the first round of
the survey, value 1 for respondents that respordied the first reminder and value 2 for
respondents that responded after the second remiBoariate correlation analysis showed
no significant negative (Spearman) correlation toeht between this dummy and any of the
CSR instruments or CSR impact variables. This méis that the non-response bias is not
important in the present study.

. To reduce social desirability response bias, wdagned to the respondents in a cover
letter that the survey was confidential and to $edufor research purposes only. The identity
of the participants would remain anonymous (eventhe researchers). Therefore, the
executives who filled in the survey had little r@ago present a more favorable picture of
their company than they knew was the case. Sestrdies show that self-reported behavior
and actual behavior are strongly correlated (Bekrn2000; Fuj et al., 1985; Gatersleben et al.,
2002; Warriner et al., 1984). A final reason to eotpthat a potential social desirability
response bias will not blur the analysis is thatfeiend a high variance in the scores of the
various components of CSP.

. To test for unobserved heterogeneity among compamwhich might be caused, for
instance, by a different level of social desirapilresponse bias among the responding
companies), we employed the endogeneity test ofian (see below).
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. We tested for common method bias by using Harmaimigle-factor test. A factor
analysis of all 22 variables yields 7 factors watlgenvalues greater than one and the first
factor accounted for only 21.6 percent of the var@& indicating that common method bias is
not a problem in our study.

. Given the small sample, we used the bootstrapmiathod (with 1000 resamples) to
calculate standard errors (Preacher and Hayes).2B88ause bootstrapping does not require
distributional assumptions (such as normally distied errors), the bootstrap can provide
more accurate inferences when the sample sizeali.sm

Measures

Table 4.1 reports the measures that we use. Tsiesi#t of questions that we asked in the
survey concern the four control variables: the siz¢he company, the sector in which the
companies operates, their type of ownership and tinmover growth in the past three years.
Size was measured by the number of employees. Amgliished twelve categories. We
distinguish four sectors: manufacturing (agricudtuiorestry, animal husbandry and fishery;
mining and quarrying; manufacture of food produbisyerages and tobacco; manufacture of
textile and leather products; manufacture of papgmiblishing and printing; oil and
chemistry), other manufacturing (metal industry;nofacture of machines; manufacture of
transport equipment; other manufacture industryectecity, gas and water supply;
construction), finance (finance; real estate) atiteloservices (restaurants, hotels and other
tourism service; wholesale and retail; logisticemenunication services; other service
industry). For ownership we distinguish between dstically-owned companies and foreign-
owned companies. Turnover growth is measured usibgert scale with seven categories
(ranging from less than —3 percent to more thanpet@ent).

The second types of questions are asked to meab@eCSR rhetoric and
implementation. As Table 4.1 shows, we used fiygesyof measures. The third type of
questions measures the (percentage) changes irtsnipa various social and environmental
CSR goals during 2007-2010. We distinguish fouradassues and six environmental issues.
For each specific CSR issue, we distinguish seatggories. Companies that selected ‘do not
know’ (34 percent) were excluded from the empiriaaalysis. Besideshangesin impacts,
we also measured thevel of social impacts in 2010.
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Table 4.1 Measures
Variable | Measurement | Options | Mean| SD
Rhetoric
Code of conduct | Public code of conduct | A | 61%
Implementation
Management systems| 1SO14001/Eco-Management and Audit Scheme/Greent®ase A 15%
Protocol
SA8000 A 8%
Other internal Director is responsible for CSR issues A 70%
measures Managers’ remuneration depends on CSP A 40%
CSR training of managers and employees A 60%
External cooperation | Active dialogue with NGOs concerning CSR issues A 43%
Cooperation with other companies in the supply thaiachieve CSR| A 59%
goals
Participation in local initiatives of governmentssocial organizationg A 66%
Issue-specific Use of targets D 15%
procedures Reporting impact D 11%
Impact
Change in social Change in share of women in management E 4.6 1.4
impact during 2007- | Change in share of employees recruited from miiesrit F 3.9 1.2
2010 Change in number of workplace accidents E 3.2 1.3
Change in share of net profit spent on social ptsje F 4.5 1.3
Level of social impact| Share women in management G 4.5 1.7
in 2010 Share employees recruited from minorities H 2.2 1.0
Number of workplace accidents | 3.1 2.8
Share of net profispent on social projet J 3.1 1.t
Change in Change in GHG emissions E 3.4 1.4
environmental impact | Changi in energy consumptic E 3.5 1t
during 2007-2010 Change in renewable energy (as % of total energy E 3.5 1.3
consumption)
Change in water consumption E 3.9 1.3
Change in waste production E 3.6 1.4
Change in recycling of waste (as % of total wastelpction E 3.8 1.2
Control variables
Company ize Number of employet B 6.2 3.1
Sector Manufacturing A 18%
Other manufacturing A 29%
Financial A 15%
Other services A 38%
Type of ownership Domestic A 74%
Foreign A 26%
Turnover growth Average turnover growth 2007-2010 C 45 1.4

A 2 options: Yes: 1, No: B 12 options: 1=<10, 2=between 10 and 20, 3=betw®eand 50, 4=between 50 and 100, 5=between 100 and
200, 6=between 200 and 500, 7=between 500 and 1§®@tween 1,000 and 2,000, 9=between 2,000 &t 510=between 5,000 and
10,000, 11=between 10,000 and 20,000, 12=>20D@0options: 1=<-3%, 2=between -3 and -.5%. 3=hadtilgnge, 4=between .5% and
5%, 5=between 5 and 10%, 6=between 10 and 20%,0B4>8=no information availabl® Two options: Yes: 1, No: O; The results are the

average of the results for the six categories girenmental impacts and four categories of socrglactsE 8 options: 1=<-5%, 2=between
-3 and -5%, 3=between -1 and -3%, 4=between -1+af6, 5=between 1 and 3%, 6=between 3 and 5%, 7=85%g information available

F 8 options: 1=<-2%, 2=between -2 and -1%, 3=betw@&emd -.5%, 4=between -.5 and +.5%, 5=betweamds1%, 6=between 1 and 2%,

7=>2%, 8=no information availabl& 8 options: 1=0%, 2=<3%, 3=3-5%, 4=5-10%, 5=10-2@%20-50%, 7=>50%, 8=no information
available H 7 options: 1=0%, 2=<3%, 3=3-5%, 4=5-10%, 5=10-26%%20%, 7=no information availableAbsolute nhumbed 7 options:
1=0%, 2=<1%, 3=1-2%, 4=2-3%, 5=3-5%, 6=>5%, 7=rforimation available.
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4.4 Empirical analysis

In this section, we present the results of the d@oglianalysis. Before testing the hypotheses,
we performed factor analysis on the instrumen8 3R implementation to reduce the number
of independent variables. Next, we performed batarcorrelation analysis to obtain insight
into the strength of the correlations between seooidconduct, the implementation of other
instruments and the realization of social and emvirental goals. Third, we used multiple
linear regression analysis to test the hypothésestested for multicollinearity by examining
the variance inflation factor (VIF), but in none thie regression analyses does the VIF of a
variable exceed the cut-off value of five (Hairat, 1998). We also used the bootstrap
method developed by Preacher and Hayes (2008¥tdaiethe significance of the mediation
of the influence of the code of conduct on envirental and social impacts through CSR
implementation. Finally, we test for endogeneitysby using Hausman’s endogeneity test.

Factor analysis

Table 4.2 presents the results of the factor ammalym the instruments of CSR
implementation. We performed exploratory factor lgsia using principal component
analysis with an oblique rotation. The analysisesdgd five factors with an eigenvalue
greater than one and two or more items with a laatligher than 0.50. Loadings of 0.50 or
greater are considered very significant (Hair et98). The factors are easily interpretable.
The first factor represents management systems.sébend factor represents general CSR
implementation instruments concerning the interaald external environment of the
company, such as employee training and externkéistdder dialogue. The third and fourth
factor comprise the use of targets for environmesmta social goals, respectively. The last
factor includes issue-specific reporting of envir@ntal and social impacts.

Cronbach’s alpha was calculated to test the intexmasistency of each factor. A test
result confirms internal consistency if Cronbachlpha exceeds the lower limit of 0.60
(Cohen et al., 2003; De Heus et al., 1995). Talleshows that only the first factor does not
pass this test. Therefore, we do not use this factour analyses.
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Table 4.2 Results factor analysfs

(1)

()

®3)

(4)

)

Variables

Management | General
systems measures

Environmental
targets

Social
targets

Reporting

ISO14C01/EMAS/Greenhouse Gi
Protocol

.82

SA800(

2
73
73

Director is responsible f CSRissue:

2
73
73

Managersremuneratiordepend on
CSP

2
33
.33

CSR training of managers and
employees

.57

Active dialogue with NGOs concerning
CSR issues

71

Cooperation with other companies in tf
supply chain to achieve CSR goals

.58

Participation in local initiatives of
governments or social organizations to
achieve CSR objectives

.62

Use of targets GHG emissions

.61

Use of targets energy consumption

.86

Use of targets renewable energy

71

Use of targets water consumpt

78

Use of targets waste product

.9C

Use of targets recycling wa:

.88

Use of targets women in management

.78

Use of targets recruitment minorities

73

Use of targets workplace accidents

.56

Use of targets social projects

.46

Reporting impacGHG emission

.87

Reporting impact energy consumpi

.86

Reporting impact renewable ene

.92

Reporting impact water consumption

.94

Reporting impact waste production

.94

Reporting impact recycling waste

.96

Reporting impact women in managemé

ent

.53

Reporting impacrecruitmen minorities

00

Reporting impact workplace accide

~
|

Reporting imjact social projec

Eigenvalue

1.34

2.67

4.02

1.46

8.71

Percent of variance explained

4.8

9.5

14.4

5.2

31.1

Cronbac''s alphe

.5€

2
73
73

.9€

.76

2 Principal component analysis, oblimin rotationtt@an matrix.
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Correlation analysis
The results of the bivariate correlation analysesraported in Table 4.3.

Table 4.3 Results correlation analysf8

‘1‘2‘3|4|5|6‘7‘8‘9‘1C|11‘12|13‘14|15‘16‘17‘18|19‘2C

CSR implementatior
2 1
3 22| 41| 1
4 23| .31 1
5 21 20| 1
6 .25 23| 45 1
7 22| .35 29 1

Environmental impact (change
8 33 1
23| 82| 1

10 | .23 34| .24/ 54 5 1
11 68| .78| .47 1
12 21 66| .75 471 .7 1
13 27| 38| .41 44 44 6D 49 52 1

Social impact (change)
14 45| .28 .37, 1
1t 540 1
1€ 33| .27 .28 34 37 .36 1
17 22| .21 44 .51 1

Social impac (level)
18 26| .22 .35 1
1¢ .26 .25 .24 .26 1
20 .27 1
21 26| .36| .38| .21 40 .29 40 24 48

& Spearman’s rho; only significant correlations@®5) are reported.

®1: Public code of conduct 2: ISO14001/EMAS/GHG Beot 3: SA8000 4: General measures 5:
Environmental targets 6: Social targets 7: Repgrthimpact 8: GHG emissions 9: Energy consumption
10: Renewable energy 11: Water consumption 12: &jasiduction 13: Recycling waste 14: Women in
management (change) 15: Recruitment minoritiesngdp16: Workplace accidents (change) 17: Budget
social projects (change) 18: Women in managementel)l 19: Recruitment minorities (level) 20:
Workplace accidents (level) 21: Budget social ptgélevel).

The first column shows that the presence of a pubtide of conduct is significantly
positively correlated with most instruments to iempent CSR. This provides a first
indication that rhetoric and implementation areatedl. For the impacts, the presence of a
public code of conduct is only significantly coatdd to the change in the share of renewable
energy.

For the relationship between implementation and tealization of social and
environmental goals, we find some significant clatiens. Significant correlations are mostly
found for the use of targets and for reportinghef tealization of CSR goals.

Regarding the impacts, the results show that Spemifvironmental impacts correlate
with various other specific environmental impactsl ahe same applies to several social
impacts. These results are robust if we controlcfempany size, sector, type of ownership
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and turnover growth. This might indicate that comipa that are actively pursuing a CSR
agenda for improving social and environmental intpao not merely focus on one issue but
simultaneously consider various environmental auibs issues.

Regression analysis: From rhetoric to implementatio

Table 4.4 presents the results of the multipleeggjon analysis for the relationship between
the presence of a public code of conduct and theimentation of CSR. H1 is supported for
four relationships out of six. For the social magragnt system the effect of having a code of
conduct is only slightly insignificant (p=0.069)hé&se findings indicate that rhetoric in the
form of a public code of conduct is significantglated to CSR implementation.

Table 4.4 Results regression analysis: implementati®

1) (2) (3) 4) ) (6)
Environmental Social General Environmental | Social | Reporting
management | management| measures targets targets
system system

Code of condur | 1.51* 1.32 14+ 37 dexx .04
Company ize 13 25 .0C .02 -.0C .03*
Manufacturing 2.61* 1.49 22* -.35 -.09 -.06
Other 1.62 1.25 17 07 09 | .05
manufacturing
Other servic -.23 -1.32 14 -.28 -.07 .07
Foreign 901 .38 12 01 04 | .04
ownership
Turnover growt | -.18 -.18 .01 -.0€ .02 .0C
R? .33 .26 A1 .09 .08 .16
F 24.20%*¢ 14.32* 1.83 1.46 1.29 2.71*
N 109 109 109 109 109 109
p-value residua) 5y 63 12 95 57 60
public code

3 Column 1 and 2 have been estimated by binary tiogisgression; the Ris the Nagelkerke R-square; the
coefficients are unstandardized coefficients; coluBi6 have been estimated by OLS; the unstandardize
coefficients are reported.

®* p<0.05, ** p<0.01.

¢ For management systems, the chi-square is repastés is a Probit regression model.

For the control variables, we do not find any iefige of foreign ownership on the use of
CSR implementation instruments. Furthermore, we timat reporting of the realization of
CSR goals is more common for large companies toarsinall companies. Management
systems and other general implementation meastgassad more often in the manufacturing
sector (the financial sector is the reference sgctout for the other implementation
instruments no sectorial effects are found.
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Regression analysis: From implementation to impact

Table 4.5 reports the results of the multiple regi@n analysis for the environmental impacts.
H2 is supported for general measures in the caseasfe production and for issue-specific
target setting in the case of renewable energy mauycling of waste. None of the
implementation measures is found to reduce the i(rawGHG emissions, energy and water
consumption. Hence, H2 is only partially suppofftadenvironmental issues.

Table 4.5 Results regression analysis: environmentimpact®

GHG Energy Renewable Water Waste Recycling

emissions | consumption energy consumption | production waste
Code of condu .07 .04 17 A3 .3C .34
Environmenta 55 24 27 05 49 45
management system
General measur -.73 -.7€ -.3C -1.0z -1.22* -.58
Environmental targe 17 .01 57* ¢ .3C .59*
Reporting 1.60 1.56 .48 1.24 .45 1.23
Company size -.04 -.01 -.01 -.02 -.04 -.06
Manufacturing 12 42 72 1.16 .88 77
Other manufacturir .0¢ .87 1.45* 1.1¢ .71 1.07
Other service .64 .T€ 1.51** 1.17 1.0C 1.51*
Foreign ownershi .5€ .64 .07 AL A2 .22
Turnover growth .04 .16 A1 .16 .25* .05
R? 21 17 .33 .19 .18 .40
F 1.69 1.36 3.22** 1.60 1.45 4.34**
N 8C 85 83 84 85 82
F-statistic of 4 residual| .2€ .51 A2 7< .74 A7
from column 1, 3, 4 and
6 from Table 4.%

@ Unstandardized coefficients; * p<0.05, ** p<0.01.

We find no direct effect of the presence of a puldode of conduct on environmental
impacts, supporting H3 that rhetoric, if any, haslyoenvironmental impacts through
stimulating the implementation of CSR instrumerisr the control variables, we find no
effect for size or ownership. There are some sesgecific influences for other services and
other manufacturing, but a clear pattern is missing

Table 4.6 reports the results for the social impadfe test H2 both for changes in
social impacts between 2007 and 2010 and the &dacial impacts in 2010. For tikbange
in social impacts during 2007 and 2010, H2 is nopperted for any of the four

1 The F-statistic is defined as {(RSSr-RSSur)/m}/&8/(n-k)}, where RSSr and RSSur denote the sum of
squares of residuals of the restricted respectivahgstricted equation, m the number of restrictiand n-k the
degrees of freedom (Gujarati and Porter, 200950).2The F(5,70) equals 2.35 at the 5% level.
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implementation instruments and four social dimemsiof CSR, except that the use of targets
increases the presence of women in managementind/enbre support for H2 if thievel of

the social issues is taken as the dependent varibt the share of women in management,
the use of targets benefits gender equality in m@mant. Workplace accidents are negatively
affected by the factor ‘general measures’. If wst tmore specifically for each individual
measure that this factor aggregates (see Table We¥ind that the number of workplace
accidents is particularly negatively related to C8&ning of managers and employees
(p<0.01). The share of net profits donated to $qeigects is also positively related to the use
of general measures as well as to the use of spm@algement systems (SA8000). Once
again, these results show only very partial supfoort?2.

Table 4.6 Results regression analysis: social impic

Women in Recruitment Workplace Budget social
management minorities accidents projects
Change Level Change Level Change Level Change Level
Code of conduct -.06 -.33 -.06 -.18 -.03 .78 21 18-.
Social
management 12 .20 .45 .75 .01 .01 .43 1.57*
system
General measures .18 .07 .55 .45 -1.00 -1.97* .65 441
Social targets 2.01* 1.66** .51 -.45 1.23 -1.40 .78 .36
Reporting -.53 .15 -.21 -.16 -41 1.55 -.42 -.06
Company size .06 .06 -.06 .06 -.04 .38** .03 .08
Manufacturing -.40 -.89 -.26 -.28 31 1.49 .09 -.55
Other 54 66 -27 18 24 80 -.08 44
manufacturing
Other services .04 -.30 -.17 -.32 .13 12 .08 -.58
Foreign 36 15 -19 44 80 1.01 .52 02
ownership
Turnover growtl | .25* .A1C A3 .0¢ .01 -.14 21* Az
R? 0.27 0.21 0.0¢€ 0.21 0.1: 0.3 0.1¢ 0.3C
F 2.54** 2.22* 0.58 1.97* 0.82 4.33* 1.48 3.20**
N 87 101 85 93 71 108 88 94
F-statistic of 4| 0.53 0.19 0.44 0.35 0.63 0.21 0.48 0.29
residuals  from
column 2, 3, 5
and 6 from Table
4.4

@ Unstandardized coefficients; * p<0.05, ** p<0.01.

Furthermore, we again find support for H3 that ohetin the form of a public code of
conduct does not directly affect the realizatiorsotial goals. The presence of a public code
of conduct does not have a significant effect ariasdompacts for any issue.

Regarding the control variables, we find a sigaifit positive effect of company size
on the absolute number of workplace accidents, wisie@vident as large companies will face
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more workplace accidents than small companies méetause of their larger size. We also
find a significant positive effect of turnover grtwon the increase in the share of women in
management and the contribution to social projéldiss indicates that when turnover grows
and employment increases, this creates more oppidesito improve these social issues.

Mediation analysis

To explicitly test the significance of the mediatirole of implementation in the relationship
between rhetoric and impacts, we followed the ssatige of Zhao et al. (2010) to use the
bootstrap estimation technique provided by Preaelner Hayes (2008) to provide reliable
estimates of the significance of the mediation pdiypothesized in our framework. Existing
research mostly uses the method described by Banoh Kenny (1986). They propose
estimating three regression equations: regressig rhediators (instruments of CSR
implementation) on the independent variable (coleamduct), regressing the dependent
variable (CSR impact) on the independent variabbelé of conduct) only and regressing the
dependent variable (CSR impact) on both the indégetnvariable (code of conduct) and on
the mediator (instruments of CSR implementatiomad et al. (2010) show that the second
type of regression equation is superfluous becansthe case of competitive mediation
effects or opposite signs of direct and indirede@s, one could easily fail to observe a
mediating effect.

The indirect effects reported in Table 4.7 showt thdalf of the eight cases where the
implementation of CSR instruments significantlyeats the realization of CSR goals, this
instrument significantly mediates the influencetltd public code of conduct on impacts. In
the other four cases, the mediation effect is mgificant. Furthermore, in two of the four
cases with significant indirect effects, the ta#kct of the code of conduct on impact has a
sign that is opposite to what is theoretically estpd, namely that the presence of a code of
conduct lowers waste production or fosters thegires of women in management.

Table 4.7 Results mediation analysfs

Dependent variable Mediator Direct | Indirect effect | Total
effect through effect
mediation
Renewable energy Environmental targeting A7) .32 A8
Waste production General organizational measures 9 .2| -.18 A2
Recycling of waste Environmental targeting .34 | .30 .63
Women in management Social targeting 06 24 17
(change)
Womer in managemer Social tirgeting .33 24 11
(level)
Workplace accidents (level) General organizationeasures .78 -.19 .60
Budget social projects (level) Management system 18 -. | .18 -.04
Targeting -.18 12 -.07

@Unstandardized coefficients; for the indirect efég the bootstrap estimates are reported, usif h6otstrap
samples; bold indicates significance at the 5%lleve
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Test on endogeneity

Endogeneity of independent variables (e.g. colimiabetween the parameter of a variable
and the error term) may arise for various reassunsh) as measurement errors, simultaneity or
omitted variables. Endogeneity may lead to biastination of coefficients in ordinary least
square estimation (OLS). In our research, one piatazause for endogeneity is measurement
errors due to variance in social desirability bf@asppose, for example, that some companies
are more inclined to inflate their implementatidnGSR and their social and environmental
impacts, then the estimation of the relationshipvben the implementation of CSR and
social and environmental impacts will be upwardigsked. To test for endogeneity, we
employ the Hausman specification test, also knowrthe Hausman test of endogeneity
(Gujarati and Porter, 2009). For this purpose waeddhe residuals of the estimated models
reported in Table 4.4 as explanatory variablefienmhodels reported in Table 4.5 and 4.6 and
reestimated them. For all cases, the F-test stafist the joint significance of the four
residuals for management system, general measiges)f targets and reporting supports the
null hypothesis that the implementation variablesexogenous to impact.

In order to apply this procedure to test for theageneity of the code of conduct in
the implementation equations, we first regressedptiesence of a public code of conduct on
the control variables. Next, we added the residifathis equation to the equations for
implementation. The p-value of the residual (sesérdaw in Table 4.4) shows that we find no
indication of endogeneity in the relationship besweémplementation and code of conduct,
indicating that the code of conduct can be takerbgoexogenous in the implementation
equations.

4.5 Conclusion and policy implications

In this chapter, we examined the relationship betw€SR rhetoric as expressed by the
presence of a public code of conduct (what comaseg), the implementation of measures
to integrate CSR into the company (what compan®samd the realization of social and
environmental goals (what companies achieve).

H1, stating that the presence of a public codeoofluct is significantly related to the
implementation of CSR, is largely supported (in @t of the 6 cases). Endogeneity tests
support that a code of conduct causally stimul#tesimplementation of CSR and not the
other way around. This indicates that a public coleonduct is relevant as it significantly
affects the implementation of CSR instruments. Btiettherefore, is found to be a relevant
prerequisite for impacts. Codes of conducts cortipetompany to explicitly state its specific
responsibilities, thereby improving the workingtbé reputation mechanism. Therefore, it is
important to stimulate companies to acknowledge derfine responsibilities in policy
statements. Because of the reputation mechanissrstép may stimulate further measures by
the company to prevent reputational damage frondémts that oppose the principles stated
in the code of conduct. In our sample, two-thirfishe companies publish a public code of
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conduct. This is in line with the results of Wetlowho finds that a code of conduct is more
common among large Asian companies than large USunopean companies (Welford,

2005). Therefore, one would expect that CSR implegateon will also increase in the future

in China.

H2 is only partially supported by the empiricalabysis. Only for 8 out of the 56
relationships do we find that implementation hasgaificant impact. In particular, the use of
general measures reduces the production of wastehanincidence of workplace accidents
while increasing the contribution to social progedt/sing targets significantly raises the use
of renewable energy, recycling of waste during 2010 and the participation of women in
management. Reporting the realization of the CS&lsgbas no effect on the realization of
social or environmental goals.

Surprisingly, we almost did not find any signifitaelationship for environmental or
social management systems. This is a remarkable dssappointing result. A negative
explanation for this is that companies have ISGifeetions only to show a piece of paper to
their customers and are not genuinely interesteahjmoving the quality of their management
system (Pibia, 2009). A positive explanation i¢ thany CSR instruments are imported from
the developed world, and therefore the problemsttiey aim to encounter may not fit the
Chinese conditions, thus creating a gap of applitalflp, 2009). Implementing company-
specific measures does not lead to this problencalse they can be adapted to the
company’s needs.

Further testing on mediation effects showed thablip codes have a significant
reduced-form effect on the use of renewable enanglyrecycling of waste. However, for the
other environmental and social impacts, no sigaiftdavorable impacts are found.

The government can enforce the process that leadsncrete impacts especially by
improving the working of the reputation mechanis/.relevant condition of a well-
functioning reputation mechanism is that informatadbout the past actions of the company is
available to all potential future trading partnefBovenberg, 2002). Therefore, the
government could strengthen the role of NGOs. T801L0) shows that many companies in
China believe CSR is less developed in China, lmc#uwere is no strong pressure from the
media, customers or the general public. Most NGO&hina are more or less dependent on
the government (Lu, 2009). They often face govemmestrictions that limit their operation.
The Chinese government precludes the formation@Ohl that might challenge it politically,
reduce their control over the whole society orrietstheir autonomy. For example, NGOs are
forbidden to establish regional branches. Theréhardly independent NGOs and this makes
it hard to develop suitable CSR policy. A complicatmight be that many NGOs in China
are still developed-world oriented, and, therefaret sufficiently adapted to the Chinese
context. To improve information exchange, the gowent could also enhance the
transparency of the companies. Transparency in &&8fe stimulated by an increase in the
establishment of codes of conduct and certificatiogreater environmental and social
reporting, and an active dialogue with NGOs. Theegoment could set some minimum
standards for codes of conduct (Kolk et al., 208d foster standardization of social reports,
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which enables the stakeholders to compare theusdompanies. There were only 708 CSR
reports published in 2010 and some CSR reportsamau the performance in a rather vague
way (SynTao, 2010). Reliable information about CiSPa precondition for investors,
employees, suppliers and customers so that theylemmine which companies are serious
about implementing CSR. Like with NGOs, its appiica to the specific Chinese situation
needs to be encouraged, as many standards maybetitbo developed-world oriented
nowadays. Too much regulation to improve the trarespcy of companies may, however, be
too costly and generate additional transactionscd&&thancing the freedom of the media and
therefore making efficient information exchange &mgping into business misbehavior more
interesting for private parties, may contributerémluce those costs. Improvement of the
transparency of companies may initiate a self-@irigrspiral towards greater effectiveness of
the reputation mechanism. Therefore, we expectth@atosts for the government to enhance
transparency will initially be high, but will de@se over time.

Besides transparency of the company, also colegiunishment and rewarding by
stakeholders is a relevant condition for a welletioning reputation mechanism. The
government could enforce the punishing and rewgrdinstakeholders on those markets, for
example by subsidizing consumer organizations liladpsystems and ethical investments.

Finally, it should be stressed that this analysisexplorative in nature given the
relatively small sample of 109 companies. Although used several methodologies to
improve the quality of the data (translation byivetspeaker, pretesting by interviews and
anonymity of respondents) and several methodoldgiésst and enhance the reliability of the
data (wave analysis, Hausman’'s endogeneity testmétds single-factor test and the
bootstrap estimation technique) and found no indinaof selection bias, social desirability
bias or common method bias, further research igired| to validate the findings of this study.
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Chapter 5

Impacts of CSR for large companies

5.1 Introduction

Globalization, unbounded technologies and growintgrdependencies between people,
companies and countries have increased global ptiedy and chances to climb the social
ladder. The negative side effects of the increaggeinness and economic development,
however, are increasing negative external effe€tproduction and consumption patterns
which threaten human well-being. As the regulatpawyver of national and international
governments is limited in a globalized world ordemnd the power of companies have
increased, this challenge has generated a strdegesh in corporate social responsibility
(CSR) of companies (Jensen and Sandstrom, 201dgeth CSR is often seen as ‘corporate
externality recognition’ (Crouch, 2006).

Research has shown that internalizing externallie<CSR is potentially promising
for companies, because there is some evidencehthdinancial performance of companies
(CFP) is positively related to CSR (Van Beurden @&ssling, 2008; Margolis et al., 2007;
Orlitzky et al., 2003). The causation seems tdhla¢ €SR and CFP mutually affect each other
through a virtuous circle: financially successfahypanies spend more on CSR because they
can afford it, but CSR also helps them to becomeemsaccessful (Orlitzky, 2008; Waddock
and Graves, 1997). Overall, these results show tatpanies might have a strategic
incentive to invest in CSR.

However, the ‘business case’ for CSR does not naatically imply that when
companies invest in CSR this also contributes twasavelfare and therefore that responsible
companies indeed internalize externalities thenesehand supplement or take over
responsibilities that are traditionally assignedgmvernments. More and more companies
nowadays employ various kinds of CSR policies arstriments, such as codes of conduct,
memberships of global initiatives like the UN GlbRampact, ISO-certifications and various
types of cooperation with stakeholder initiativ€everal studies have been performed to
analyze the factors that influence the adoptiothe$e practices (Aragén-Correa et al., 2004;
Brown et al., 2010; Gadenne et al., 2009; Lin and 2011; Williamson et al., 2006). But the
impacts of these policies and instruments in termofisthe realization of social and
environmental goals are uncertain. Therefore Baref2008) can argue that CSR initiatives
are really nothing more than window dressing. Otirércal authors argue that whereas the
‘Triple P bottom line’ calls on companies to weigdifects on stakeholders and the
environment alongside profit, in practice comparfiase co-opted it and shifted towards a
business ethics agenda that supports rather trestigus business practices and only adopted
CSR insofar it can be aligned to strategic interéstarens, 2008). In this way, sustainability
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has been perverted to represent sustainable pfGatbo et al., 2013). As a result, poor social
and environmental business practices and outcoorésae to be the norm.

Currently, there are only few studies into theeefiveness of CSR. Ammenberg and
Hjelm (2003) and Friedman and Miles (2001) lookedtre impacts of environmental
management systems and found that the establishoh@nfoint environmental management
system in Sweden respectively Britain resulted neienmental improvements. However,
both studies are based on a limited number of sasdies of SMEs and the results are
therefore difficult to generalize. Furthermore, empirical studies are available yet that
consider social and environmental impacts simutiasly in a framework in which also the
implementation of CSR in the company is includeéc&ise of this limited evidence, it
remains uncertain to what extent the combinationC&R policies (rhetoric) and their
implementation with instruments really leads to aois and therefore contributes to social
welfare. This is a very serious gap in the field>J8R research, because if CSR would fail to
have favorable social and environmental impactsamiety, the whole concept may become
redundant.

This chapter therefore addresses the guestionhehand how CSR policies and the
implementation with instruments have social andirenmental impacts or whether CSR is
only a rhetoric exercise. To adequately investighte research question, we build on the
literature on corporate social performance (CSPHets CSP is considered as a broader
concept than CSR’ and the current CSP models stem & long tradition. Models on CSP
originated from a changing conceptualization of pames: instead of being considered as
closed systems, companies were now acknowledgedeassystems, intricately connected to
their larger environments (Boulding, 1956). ManyRC®odels have been developed since
(e.g. Carroll, 1979; Mitnick, 1995; Orlitzky et aR006; Swanson, 1995, 1999; Wartick and
Cochran, 1985; Wood, 1991). From Wood’s model (Wob@91) on, these models also
consider the impacts of CSR. Based on this traditioCSP models, we develop a conceptual
framework to assess impacts at the business level.

Notwithstanding the many conceptual CSP models tihge been developed during
the previous decades, the empirical measuremedS6f has been turned out to be a difficult
task (Wood, 2010). One of the reasons for thisias teliable reporting about CSP is lacking
(Berthelot et al., 2003; Hess and Dunfee, 2009)iaBle reporting is a necessary condition
for outsiders to be able to empirically study timpacts of CSR (Mitnick, 1995). Owen et al.
(2000) argue that social audits are monopolizeddrporate management, which uses this
instrument as a means to control public relati@wial and environmental disclosures are to
a large extent self-laudatory (Hooghiemstra, 2000prder to improve information on CSP,
independent CSP rating systems have been developedting agencies such as Kinder
Lydenberg Domini (KLD), Thomson Reuters’ ASSET4,g¥0 and Sustainalytics. These
rating agencies assess CSP on various key CSRsissuesing a coherent approach. By
specializing in this field they are supposed tdbter able to judge the information provided
by companies and therefore improve the reliabiityhe information on CSP. They help to
interpret the relevant information for end userd aflso assist by formatting the information
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in a way that allows easy comparison between compafiHess, 2007). Therefore rating
agencies contribute to reducing the gap betweereped CSP and actual CSP (Liston-Heyes
and Ceton, 2009). In the empirical analysis, weetttege use disaggregated rating data from
Sustainalytics to empirically test the conceptuahfework.

The content of this chapter is as follows. Sectidhdevelops a conceptual framework
on CSP that explicitly distinguishes CSR policiggeforic), the implementation of CSR and
CSR impact. Section 5.3 describes the methodologythe measures used in the empirical
analysis. The results of the empirical analysis aresented in Section 5.4. Section 5.5
presents the conclusion and policy recommendations.

5.2 Conceptual framework

Given the numerous existing definitions of CSR iterature, defining CSR is complex
(Dahlsrud, 2008). Because the definition of CSHiffaise, also the measurement of CSR is a
challenge. An attempt to integrate the various apgines to CSR into a coherent framework
is the CSP model. According to Orlitzky et al. (3DOone of the most influential,
parsimonious and yet comprehensive conceptualimtiaf CSP is Wood’'s CSP model
(Wood, 1991, 2010). In her model, Wood synthesihesvarious previous attempts to model
CSP (Carroll, 1979; Preston and Post, 1975; Waric#t Cochran, 1985). Wood’'s model
consists of three parts. The first part conceregtinciples of CSR. This first part of the CSP
model actually presents what most scholars nowac&y38CSR’, which is therefore narrower
defined than CSP (Orlitzky, 2008; Wood, 1991). Hnciples are supposed to guide the
second part of the model, the processes of s@sabnsiveness. This is the action part of the
model (Wood, 1991, 2010). The responsible compargngaged in environmental scanning
to identify what is important for its stakeholdeRurthermore, the company is engaged in
various stakeholder relations and involved in isswagement. The first two parts of the
model result in the final part of Wood’s model tltamnsiders the impacts of CSR. Those
impacts represent a critical missing piece in ealiSP models (Wood, 2010). The impact
part includes policies, programs, practices, effect stakeholders and effects on society and
is divided in three groups: effects on people arghwoizations, effects on the natural and
physical environments and effects on social sysemdsinstitutions.

Wood’'s model is quite generic and therefore Iggdieable to analyses at the business
level (Wood, 2010). Jamali and Mirshak (2007) thene further specify the three elements in
the impact part of Wood’s model to social policissgial programs and social impacts. The
term ‘social’ is broadly defined here to encompassial as well as environmental issues.
This specification within the impact part resemBlésod’s generic structure: policies refer to
the principle part, programs to the action part iamplact to the impact part of Wood’s model.
Although it is not identical, it also resembles thgucture of the Total Responsibility
Management (TRM) framework, proposed by Waddoc#le{2002) for helping companies
managing their responsibilities to stakeholders #mel natural environment. The TRM
framework is therefore even more applied to therass level than Jamali and Mirshak’s
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model. The TRM framework consists of three partaspiration, integration and
innovation/improvement. Inspiration concerns th&on setting (the guiding part), integration
concerns the integration of responsibility into tlm®mpany (the action part) and
innovation/improvement the crafting of continuapiravement orientation (the impact part).

Like the current frameworks to assess CSR impaa, specify a conceptual
framework for the impacts of CSR at the businegsllthat resembles the generic structure of
the models discussed above (a principle part thateg the action part which generates the
impact). The conceptual framework that we use in analyses is depicted in Figure 5.1.
Below we explain the parts of the conceptual framwas well as the various relationships
in more detail.

Figure 5.1 Conceptual framework

Rhetoric Implementation Impact

Environmental progran

Social programr
Environmental policie Environmental

Social policies Socia

T |

Control variables
Company size, sector, region, CSP reporting, CSRmance, profitability

Policies refer to the company’s rhetoric, defined Rhee and Lee as ‘a company’s
environmental [or social] intention declared ex#édhy or internally in formal arguments,
including written and published symbolic statementieclarations and slogans about
environmental [or social] management’ (Rhee and, L&#03, p. 177). By stating their
policies, companies acknowledge and define thejpaossibilities (Skjaerseth and Wettestad,
2009). Policies are often defined in dialogue wifib relevant stakeholders (Bergstrom and
Diedrich, 2011). We distinguish the environmentahehsion and the social dimension.
Environmental policies make statements about iskkegyreenhouse gas (GHG) emissions
and the use of renewable energy and social CSRig®labout issues like discrimination and
working conditions.

Policies may or may not lead to the implementatérprograms companies use to
integrate CSR into the company’s organization. en@ntation is distinguished from the
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actual realization of CSR goals. As implementatisnguided by CSR rhetoric, CSR
implementation can be considered as the actiongfatte model and the mediator between
rhetoric and impact. Programs on specific issueassBHG emissions and working conditions
can be part of a more generic management systemadément systems can be divided in
management systems regarding environmental issliles 18014001, EMAS and the
Greenhouse Gas Protocol) and social issues (likg08@). Companies registered in the Eco-
Management and Audit Scheme (EMAS) are legally d@np run an environmental
management system and report on their environmanfacts through the publication of an
independently verified environmental report. The&@thouse Gas Protocol (GHG Protocol)
is an international accounting tool to understaqdantify and manage greenhouse gas
emissions. SA8000 is a global social accountabdtgndard for decent working conditions,
developed and overseen by Social Accountabilitgrimational (SAI).

The impacts of CSR refer to the realization of C8&als in the social and
environmental dimension at the business level. Eptesn are working conditions of
employees or waste production by the company.

The relationships between the various parts offthmework are expected to be as
follows. First, if CSR is cost efficient in the Igrrun, CSR that is implemented into the
company can be considered more valuable than tlme faemulation of CSR policies, since
once implemented, CSR is less imitable and sulestitel as it becomes part of the company
itself. According to the resource-based view of tieenpany, only by implementing a CSR
policy, sustained competitive advantage can bebkstied. Underlying the resource-based
view of the company is the premise that differerinesompany performance directly occur as
a result of the collection of resources companiegugie (Branco and Rodrigues, 2006).
Companies can enjoy sustained competitive advanfafeey possess resources that are
valuable, rare, inimitable and non-substitutabheleled, implementation can be considered as
‘built-in” CSR and policies only as ‘bolt-on’ CSRB4rth and Wolff, 2009). Also Valente
(2012) finds that the implementation of CSR leawsustainable competitive advantage, as
those companies are better able to manage theirto@ycomplexity and networks.

By implementing CSR, the company adheres to a higghesl of obligation as the
policy gets more specific and concrete thus makimgore difficult for the company to by-
pass responsibility. As a consequence, underpesiocen will create a risk as it may reduce
the credibility of the company. The reputation nmeubm is expected to play an important
role here in aligning rhetoric and impact. As potelil by the resource-based view of the
company, reputation is a very valuable asset farpamies. Because reputations are complex
and the main drivers of reputation creation areegdied inside the company, they are likely
to be associated with a high degree of causal antpjgvhich reduces the extent to which
competitors may imitate them (Galbreath, 2005; Risband Dowling, 2002). In this way,
reputation allows a company to achieve persistemfitpbility or sustained superior
performance. Companies run considerable reputdtiosies when CSR rhetoric and CSR
impact do not coincide. A company that formulatgs#icy but generates a negative impact
will be regarded as hypocrite and, given a welletioning reputation mechanism, be

101



Chapter 5: Impacts of CSR for large companies

punished by its stakeholders. Based on these amgsmé is therefore expected that
companies that have policies on CSR will also imp@at CSR.

Our framework also implies that CSR rhetoric is achievement in itself, as
companies that do not formulate a policy (but haggative or positive impacts) will be less
subject to stakeholder’s punishment and rewardtngthermore, rhetoric may contribute to a
sense of entitlement, conviction and rationalityastion in the organization (Haack et al.,
2012). So companies acknowledging and defining tfesponsibilities through rhetoric is a
necessary condition for the CSP mechanism to fanetiell. But rhetoric can only merge into
realities when they are effectuated by implemenatiimplementation without policy
guidance is blind and policies without implemerttatiare empty. In our model therefore,
rhetoric and realities are not two opposite corgegs scholars often pose (e.g. Ashforth and
Gibbs, 1990; Rodrigue et al., 2013), but two muyudépendent concepts.

We therefore posit two hypotheses, which in theidoal part of this paper will be
tested for several specific environmental and $asaes:

H1: CSR rhetoric fosters CSR implementation.
H2: CSR implementation fosters CSR impact.

If both H1 and H2 are supported, we can conclu@é @5R implementation mediates the
influence of CSR rhetoric on CSR imp&%#A further question that then arises is whether
CSR implementation is a necessary condition for sfiyence of CSR rhetoric on CSR
impact. Or does CSR rhetoric also exert a direffuemce on CSR impact? Case studies
indicate that the answer to the latter question im@yegative. For example, studies on the
effectiveness of the Responsible Care Initiativéhef American Chemistry Council (formerly
known as the Chemical Manufacturers Associatioonsd that these initiatives were hardly
effective in improving safety and environmental fpanance in the industry (Hess, 2007).
Therefore, we add one additional hypothesis:

H3: CSR rhetoric, if at all, fosters CSR impactyothlirough CSR implementation.

In testing the core relationships in our conceptiramework, we control for various
influences in the external and internal businessremment. First, we control for the size of
the company. Several studies show that the sizbeoEompany influences its CSP. Smaller
companies differ in many respects from large congsa@lenkins, 2009; Lepoutre and Heene,
2006; Murillo and Lozano, 2006; Spence, 1999). antipular, smaller companies are often
organized on a more informal basis and, due telada sources and experience, are less able
to implement CSR programs (Lepoutre and Heene, )200®e, finances and a lack of skills

20 Which does not imply that rhetoric is a necessanydition for impacts: it could be that the implertation of
CSR goes together with the publication of policgtasients simply as a signal of a company’s comnmitme
Still, explicitly stating its intentions with rhato is supposed to reinforce implementation, beeaiisCSR
rhetoric is present, the next step of implemen@&R is expected to be necessary to reduce remaatieks.
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and knowledge are commonly identified as constsamtCSR by smaller companies (Studer
et al., 2006).

Second, the sector in which the company operatexpected to affect CSP. The
nature of the production processes or products rrdetes the type of social and
environmental externalities that a company gensr@@eown et al., 2010). Also the incentive
to translate CSR policies into implementation pangs and impacts may differ for different
sectors, as for example the reputation effects f@®# vary among sectors. Brammer and
Pavelin (2006) find that environmental performaaéfects reputation positively in none but
the chemical, consumer products, resources andpwatation sector. Three of these sectors
are commonly identified as industries with salienvironmental issues. Finally, the sector
(and regional) dummies also control for divergeenhtls on the demand side of the market.
For example, the financial crisis after 2008 causegbr shocks in the demand for goods that
affected production by sectors and regions in difiie ways and this may have influenced the
impacts at the business level.

Third, institutional theory states that the ingdtdnal setting in which companies
operate differs between regions (Aguilera and Jatk&003; Brammer et al., 2012). In an
extensive welfare state with a major role for traoeons, the role and responsibilities of
businesses in society with regard to social andremwmental issues have been traditionally
marginal (De Geer et al., 2009). CSR will therefoeenain more implicit and results from
mandatory requirements (Matten and Moon, 2008). éi@w, the environment that gives rise
to an extensive welfare state may also affect tbepany’s orientation. For example,
companies operating in countries with a Rhinelarati@h may be more inclined to balance
shareholder value with the interests of other $takkers and this may be conducive to CSP.
This implies that although CSP may depend on redimam exact relationship is natpriori
clear.

Fourth, we control for the reporting quality of tbempany. Transparency in CSP is
one of the key conditions for a well-functioningpuation mechanism (Hess, 2007).
Companies need to communicate their CSR policiemlementation and impacts in a
credible way to enable outsiders to check the coyipaCSP (Mitnick, 1995). The quality of
reporting is further enhanced when independentiansdcheck it and when the company uses
GRI guidelines, as standardization makes it edsiethe public to assess the company’s
responsibility.

Fifth, we control for CSR related corporate gowrre. CSR related corporate
governance concerns the integration of specific @G&Rsures into the corporate governance.
An important measure to facilitate the integrat@dnCSR into the company’s practices is to
make the director or a member of the board expliciésponsible for CSP. The more
institutionalized CSR activities are by the assigntof organizational responsibilities in the
organization, the more likely it is that it will gerate social and environmental impacts. This
instrument can be further enhanced when managerseararded for good CSP by linking
their remuneration to relevant CSP indicators. Muegyo and Thorne (2005) show that
executive remuneration positively affects CSP, Batrone and Gomez-Mejia (2009) and
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Rodrigue et al. (2013) do not find an effect onismmental performance and therefore
conclude that these are only symbolic measures.

Finally, companies may find it easier to transkiteir CSR policies into (costly) CSR
implementation programs if the companies are mooétpble. The theory of slack resources
predicts that better financial performance potdigtisesults in the availability of slack
resources which provides opportunities for comparie invest in CSR (Waddock and
Graves, 1997). Another argument why financial penfince may be a precursor of CSP is
the ‘noblesse oblige’ view. High and consistentamigational success may create a sense of
obligation among executives to give back to the momity by favorable CSR impact
(Orlitzky, 2008).

5.3 Sample and methodology
Data

Getting good data to measure CSP and especially i@PRct is quite challenging (Wood,
2010). For our empirical analysis, we use ratintadeom rating agency Sustainalytics. Data
from sustainability rating agencies is often usedneasure CSP. Sustainability ratings (often
called ‘ESG ratings’ according to their three ovehéng categories of environment, social
and governance indicators) have some beneficialrackexistics compared to other
measurement methods like corporate reputation amolis (Fortune Index) or surveys. ESG
ratings respect the multidimensional nature of C&8,compiled by entities external to the
company, are based on diversified data sourceslambt fully rely on perceptions (Graves
and Waddock, 1994; Igalens and Gond, 2005; Listepdd and Ceton, 2009). Rating
agencies are furthermore specialized in gathermg kind of information and therefore
expected to be able to combine objective figureth wubjective judgement based on their
experience with the subject. This reduces the pihisgiof miscommunication and therefore
improves the reliability of the data. Rating agescitherefore, can be considered as important
infomediaries in the research on sustainabilityl{Biok et al., 2008)

Sustainalytics develops detailed sustainabilittadar large international companies.
Companies are analyzed by local research partnevarious parts of the world using one
consistent methodology, designed in active dialogigh experts, users and companies.
Sustainalytics applies strict criteria for analgginompanies and has adopted a stringent
guality management system of peer reviewing to mnsonsistency and quality. Analysts
consult a large variety of sources to assess a@oynguch as public reporting of a company,
in addition to information from non-governmentalganizations (NGOSs), international
institutions, press and governments. When a compganfile is updated, Sustainalytics
initiates a dialogue with the company to give & tipportunity for feedback.

Other studies often use aggregated CSP measuresséss CSP, like a composite
rating index (Chen and Delmas, 2011), or aggregat@us dimensions, although those
dimensions used to be only weakly correlated (Beretaal., 1999; Johnson and Greening,
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1999). Furthermore, by using aggregated ratings ritot possible to research the impacts of
CSR, as for this it is necessary to distinguish amelsure the various parts and the
relationships of the CSP model. In our study, werdfore use the underlying indicators
instead of the aggregated ratings compiled of thodieators. Sustainalytics’s overall CSP
rating is based on the assessment of companiebaut 450 indicators, 52 of which are
generic or cross-sectional indicators. All indicatare assessed on a scale from 0 (worst) to
100 (best). The company's CSP is analyzed on deta@pas and categorized in three
overarching categories: environment, social ancegmnce (ESG). CSP is analyzed on the
use of policies (like policies on discriminatiofpplementation (like programs to increase
diversity) as well as on impacts (like board gerdleersity).

In order to test the reliability of the data of &usalytics, we did a comparative
statistical analysis of ESG ratings of Sustainas/and the ESG ratings of Thomson Reuters’
ASSET4 for companies that are rated by both radgencies. For 2010, we found a bivariate
correlation coefficient of 0.66 (p<0.01) which indtes a high convergence. We did a similar
analysis for Morgan Stanley’'s ESG ratings (previpukLD) and found a bivariate
correlation coefficient of 0.63 (p<0.01) for theimgs in 2010 for companies that are rated by
both Sustainalytics and Morgan Stanley’'s ESG ratinfhese results contribute to the
confidence of the reliability of the Sustainalytidata. For the purpose of our research, an
advantage of using Sustainalytics ratings over Kiaings is that the Sustainalytics rating
system more explicitly distinguishes between ratingpolicies, implementation and impacts
of CSP.

In order to test for common method bias, we caroetdHarman’s single-factor test. If
a substantial amount of common method variancdsixigshe data, a single or general factor
that accounts for most of the variance will emeifgall the variables are entered together
(Podsakoff et al., 2003). An unrotated principahponent analysis on the 19 indicators taken
from the Sustainalytics database that we use redeafactors with eigenvalues greater than
one, which together accounted for 60 percent oftdked variance. The largest factor did not
account for a majority of the variance (22.6 petcerhis indicates that common method bias
is not a great concern.

Measures

Based on the available indicators in the Sustaiitalydataset, we operationalize the
conceptual framework as presented in Figure 5.2.0Wtnguish two kinds of chains: four
environmental chains and two social chains. Theénshare controlled for possible interfering
effects as outlined in the previous section. Tablesummarizes the various measures that we
use.
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Figure 5.2

Operationalization of conceptual framewrk
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Table 5.1

Measure

Variable

| Indicator

| Description

|Mean |SD | N

Rhetoric

Environmental issues

Environment [ Environmental policy |  Assessment of mgany’s environmental policy [ 408 34.4 113
Social issues
Discrimination Policy on discrimination Assessmaita company’s policy to reduce 42.6 30.8 1130
discrimination
Working Policy on working Assessment of a company’s formal policy on working | 15.0 30.1 397
condition$ conditions hours and minimum wages
Implementation
Environmental issues
GHG emissions Program on GHG Company has taken initiatives to reduce its GHG 44.1 39.8 1130
emissions emissions from sources that are owned or contrbied
the company
Renewable energ Program on renewablg Company has taken initiatives to increase the @ise o 15.4 24.8 1093
energy renewable energy
Water Program on water Assessment of programs to reduce water use 29.7 7 32385
consumptioh consumption
Waste productidh | Program on waste Assessment of programs to reduce hazardous waste | 24.4 30.7 354
production generation
Social issue
Diversity Program on diversity Company has takétiaitives to increase the diversity off 19.7 22.6 1130
its workforce
Health and safety | Program on health and | Company has employee health and safety programs ah®0.9 334 | 417
safety related targets
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Impact
Environmental issues
GHG emissions GHG emissions The carbon intensity of a compampisulated by 46.0 39.8 1048
dividing total annual Scope 1 & 2 absolute GHG
emissions of a company by annual sales
(t.CQO, equivalents/USD m.sales)
GHG emissions trend Carbon intensity trend. Curyeat's carbon intensity 25.2 334 | 1048
level is compared to the average of the past yeaes
Renewable energyl Renewable energy Share of conspamgwable energy consumption 14.0 34.1 10p5
Water Water consumption Company's external cost of watiated impacts 55.5 39.5 255
consumptioh
Waste production | Waste production Company's external cost of wasltgad impacts 65.4 284 412
(2009%
Social issues
Gender diversity Board gender diversity Assessroeshare of women on a company's board 58.6 35%.2 9510
Health and safely | Lost-time incidents rate Assessment of trenddompany's lost-time incident rate ~ 66.6 332 514
Number of fatalities Company is transparent abatatlfaccidents and how the 58.7 26.9 | 457
company's performance has developed over time
Control variables
Company size Total assets, total Natural logarithm of average total assets and nezefor | 9.5 15 1102
revenues 2007, 2009 and 2010
Sector (GICS) Energy Energy .06 .24 1131
Material Material .10 .30 1131
Industrial Industrial 15 .36 1131
Consumer Consumer discretionary, consumer staples 22 A1 1131
Healthcare Healthcare .06 .24 1131
ICT Information Technology, telecommunication sees 11 .31 1131
Financial Financial .26 .44 1131
Utilities Utilities .04 .20 1131
Regiorﬁj Anglo Saxon non-EU Australia, Canada, New Zeal&ifsl, .48 .50 1131
Anglo Saxon EU Ireland, UK .09 .28 1131
Mediterranean Europe Greece, ltaly, Portugal, Spain .08 .27 1131
Scandinavia Denmark, Finland, Norway, Sweden .06 4 .2 1131
Continental Europe Austria, Belgium, France, Geynaoxembourg, .20 40 1131
Switzerland, The Netherlands
Asia Hong Kong, Japan, Singapore .09 .2 1181
CSP reporting CSP reporting quality Company published a sustdihateport in the last 2 26.9 29.2 1129
years and it made use of the guidelines of the &lob
Reporting Initiative (GRI) for its report. It algwovides a
review of the application level of GRI.
Director Responsibility for CSP af Extent to which responsibilities for CSP are impéatted | 52.7 35.7 1091
responsible for the board level at the board level. Average over 2008-2010
CSP
CSP bonus Executive remuneration Extent to which executive remuneration is exphcitl 8.9 23.0 1091
linked to CSP linked to sustainability performance targets. Ageraver
performance 2008-2010
Financial return ROE, ROA, ROC ROE, ROA and ROCer&ge over 2007-2010 7.3 5.6 1032

21f not stated otherwise, all indicators are meadwm a scale from 0-100, whereby 0 is worst ariid @est.
® Sector-specific indicator

¢ Measured in millions of dollars.
4 Dummy variable

The first set of variables concern various CSRqpedi in 2008. The measure environmental
policy measures the extent to which a company makesof a formal environmental policy
that guides its environmental CSR activities. Weehdata for this variable for almost all
companies in our sample (1,130 out of the total,&B1 companies). For social policies, we
use two variables. Policy on working conditionsaisector-specific indicator and therefore
only applies to specific sectors. This also imptiest the sample is smaller, in this case 397
companies. The mean value of 15.0 indicates thavenage the companies in these sectors
have no or only a weak policy on working conditions
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For CSR implementation we use four environmental &wo social measures. All
measures refer to 2009. The environmental variablegsure whether companies have taken
initiatives to decrease GHG emissions or increbseuse of renewable energy. We also use
two sector-specific implementation variables: agpaon on water consumption and a program
on waste production. Besides these four environahémiplementation variables, we use two
implementation variables concerning social issmasnely programs that foster diversity in
the company and programs to reduce health and/satedents.

We measure CSR impact for four environmental d&unelet social issues. All measures
are measured in 2010, except the waste produdtorwhich we only have data for 2009.
The carbon intensity of the company is measurel b variables: (i) as the assessment of
the ratio between the absolute emission level ambver in 2010 and (ii) the trend in the
past three years. Sustainalytics uses the methgylaleveloped by the Greenhouse Gas
Protocol to categorize GHG emissions. For the tremdcarbon intensity in 2010,
Sustainalytics compares the 2010 intensity withaberage of the three previous years (2007,
2008, and 2009). The third environmental impaciade concerns the share of renewable
energy that the company consumes. Water consumptighwaste production are again
sector-specific indicators and therefore not abééldor all the companies in our sample. Of
the three social measures, one measures the shacemen on the board, whereas the others
measure the trend in lost-time incidents and thmbar of fatalities related to health and
safety issues. Both the trend in the lost-timedenis rate and the number of fatalities are
sector-specific indicators.

We furthermore control for several influences. Biee of the company was measured
by the logarithm of the average of total revenuas tatal assets of the company during 2007
till 2010. By taking the average, we reduce posshiases due to temporary influences. All
the financial data in our analysis is taken frora 8&P Capital 1Q databadkFor sectors,
dummies were used for eight categories. Sectorg whkassified according to the Global
Industry Classification Standard (GICS). We aggregathe IT and telecommunication
services sector for parsimonious reasons, as leatiors will resemble each other in terms of
CSP. Most companies in our sample are from thenfiigd (26 percent) and the consumer (22
percent) sector. For region, we created six regiclenmy variables. A majority of 48
percent of the companies has their headquarteas iAnglo Saxon country outside the EU.
We also control for the quality of the CSP repatof the company and to control for CSR
governance, we use two variables. The first vagiabéasures whether the responsibility for
CSP is located at the board level. The second hlarianeasures whether executive
remuneration is explicitly linked to CSP. To cohtimr slack resources, we use, as suggested
by Griffin and Mahon (1997), a combination of varsomeasures for financial performance:
return on assets, return on sales and return otyedhe use of three year averages reduces
the impact of possible accounting inconsistenclefifson and Greening, 1999).

21 5gP Capital 1Q is a multinational financial infoation provider headquartered in New York City and a
division of Standard & Poor's. It covers 88,000 pamies globally with over 5,000 unique financiatadaems
and 2,500 industry-specific items.
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5.4 Empirical analysis

Before performing statistical analyses, we tested Heteroskedasticity. Plots showed no
heteroskedasticity between the independent andlépendent variables and no problematic
outliers were detected. Given the fact that our gdanis reasonably large, non-normally
distributed variables will not pose serious proldem

Correlation analysis

We first conducted bivariate correlation analysistudy the simple relationship between the
various variables. Table 5.2 and Table 5.3 showctireslation between the variables in the
environmental and social chain respectively. Asl@alh2 shows, many correlations are
significantly different from zero. The correlati@oefficients, however, are not very high.
Spearman’s rho between environmental policy andgyparas on GHG emissions of 0.48
shows that 23 percent {Rof the variation of environmental policy is sharevith the

programs on GHG emissions. This means that 77 peafehe variation is to be explained

by other variables. This indicates that the retetiops seem to be quite complex.

Table 5.2 Results correlation analysis: environmeal chains®®
1 2 3 4 5 6 7 8
2 | .48 1
3 |.30* 48** 1
4 [ .19+ 25** 9% 1
5 |.14* 23+ A3 42 1
6 |.12% 20%* A2%* 15 2% 1
7 |.18* A43+* 23** 2% 12* 16* 1
8 |FFE | .39% 26** A1 A7+ A3* 21 1
9 |.30% 18** .02 A7+ .05 -.01 -.06 -.02 1
10 | .05 12+ .06 3% .01 .08 .01 11 26**

@ Spearman’s rho; * p<0.05, ** p<0.01.

®1: Environmental policy 2: Program on GHG emissi@sProgram on renewable energy 4: GHG
emissions 5: GHG emissions trend 6: Renewable grerBrogram on water consumption 8: Program on

waste production 9: Water consumption 10: Wasteyction.

Table 5.3 Results correlation analysis: social chag®®
1 2 3 4 5 6
2 .32% 1
3 18% 23+ 1
4 37 20%* 26** 1
5 .30% 37* .09 .10 1
6 4% .07 A1 -.01 18** 1
7 18* 26%* 13% .07 33+ .03

@ Spearman’s rho; * p<0.05, ** p<0.01.

® 1: Policy on discrimination 2: Program on diveysdt Board gender diversity 4: Policy on workingndiions

5: Program on health and safety 6: Number of fiali7: Lost-time incidents rate.
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Table 5.3 shows the correlation coefficients of ¥iaeious social indicators. As with
the environmental indicators, many correlations sagaificantly different from zero, but the
absolute value is not very high, again indicatirgpeplex causal structure.

Regression analysis

We distinguish four environmental chains (GHG emiss, renewable energy, water
consumption and waste production) and two socialinsh (gender diversity and working
conditions). For each chain, we performed a mudtiglgression analysis that corresponds to
the various paths as depicted in the frameworkigare 5.2. Table 5.4 summarizes the results
for the environmental chains, Table 5.5 for theiadochains. Blank cells indicate that the
variable was not entered in the specific relatigmsm each of the chains, we furthermore
included the six control variables. For sector, tagk the energy sector as reference sector.
When the dependent variables are only availablesfwcific sectors (namely for water
consumption, waste production and working cond#)pthe sectors that are not included are
indicated by an ‘X’ in the table. For region, weedghe Anglo Saxon region outside the EU
as reference region.

The results in Table 5.4 show that the existencesrofironmental policies has a
significant positive influence on the implementatiof environmental programs for GHG
emissions, renewable energy, water consumption veaste production. Therefore H1 is
supported for all the four environmental issuese Timdings regarding the relationship
between implementation and impacts are mixed. feth KHG emissions and the use of
renewable energy, we find a strong and significpositive relationship between the
implementation of programs and impacts. For GHGssions, this relationship holds both for
the absolute GHG emissions in 2010 as well agi@itiend in GHG emissions. However, we
do not find such a relationship for water consumptand waste production. This might be
due to the fact that those issues are sector-&pexiid therefore the sample is smaller.
Therefore, H2 is only partially supported for thevieonmental issues. Finally, for none of the
issues we find direct effects of environmental gieb on environmental impacts. This means
that H3 is supported and therefore that, if at @8R rhetoric changes CSR impact only
through the implementation of CSR.

For the control variables, for many issues we fndignificant positive influence of
company size on CSR implementation as well as gaats. We also find various sectorial
influences (compared to the energy sector), regimilmences (compared to Anglo Saxon
non-EU countries) and significant and substantiasitpre influences of CSP reporting.
Furthermore, we find that when the director is oesible for CSP this improves the
implementation of programs significantly in threat @f the four relationships. Only the
influence on programs on water consumption is #igimsignificant (p=0.06). Making the
director responsible for CSP raises the CSR impalyt in one out of the four relationships.
Responsibility of the director for CSP thereforeimhaaffects CSR impact indirectly by the
mediation of CSR implementation. We do not find aignificant influence of a rewarding
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scheme in which the remuneration of the directeidinked to CSP. This might be due to the
relatively low number of companies that have introed such a scheme yet. Finally, no
evidence is found for the theory of slack resouroaedy for the impacts for the issues water
consumption and waste production, financial retairsignificant at the 10 percent level.

Table 5.4 Results regression analysis: environmentssue$

Implementation Impact

Program Program on | Program on | Program GHG GHG Renewable | Water Waste
on GHG renewable water on waste emissions | emissions | energy consumption | production
emissions | energy consumption | production trend (2009)

Environmental | .25** .07** .13* .16** .06 .01 -.03 .04 .02

policy (.03) (.02) (.05) (.06) (.04) (.04) (.03) (.07) (.05)

Program on A1+ J12%*

GHG emissions (.04) (.03)

Program on 51+

renewable (.37)

energy

Program on .01

water (.07)

consumption

Program on .08

waste (.05)

production

Company size 6.84** 2.11*% 3.34* -.28 1.83 1.94* 1.61 1.53 .45
(.86) (.62) (1.61) (1.56) (1.05) (.89) (.84) (2.56) (1.52)

Material 14.99** 6.90 X 1.98 5.71 6.69 11.84* X -.64
(5.14) (3.71) (5.38) (6.06) (5.14) (4.98) (4.88)

Industrial 13.97* 10.06** -3.30 X -2.66 3.21 4.75 -22.79 X
(4.81) (3.47) (4.89) (5.67) (4.81) (4.68) (29.14)

Consumer 11.11* 13.28** 13.79* -4.49 -7.22 -.55 4.42 -49.84** X
(4.68) (3.37) (5.55) (30.00) (5.51) (4.67) (4.56) (6.48)

Healthcare 10.01 11.10** X 5.71 20.98** 34.29** 4.87 X 1.10
(5.80) (4.19) (5.33) (6.82) (5.78) (5.64) (5.99)

ICT 11.28* 17.72* -10.87* 5.82 2.98 -.04 3.70 -13.19 -9.32*
(5.20) (3.76) (5.15) (5.01) (6.13) (5.19) (5.10) (28.26) (4.56)

Financial -2.39 9.38** X X 16.48** 14.27** 10.54* X X
(4.79) (3.46) (5.67) (4.81) (4.66)

Utilities 13.56* 22.81* -16.86** -.26 10.02 17.84** -11.53 20.98** 15.76**
(6.16) (4.45) (5.90) (5.87) (7.26) (6.15) (6.05) (6.16) (5.34)

Anglo Saxon 9.58* 5.48 -.10 -9.33 10.52* -2.78 1.24 3.07 -10.66

EU (3.88) (2.80) (6.95) (8.50) (4.66) (3.95) (3.77) (8.46) (8.02)

Mediterranean | -10.35* -1.11 -5.79 -8.29 4.07 1.06 -6.26 10.44 -5.82

Europe (4.18) (3.02) (6.73) (7.12) (5.06) (4.29) (4.05) (8.21) (6.51)

Scandinavia 7.14 -1.31 -9.86 -13.93* 22.20** 1.59 9.45* 11.26 -1.27
(4.37) (3.15) (6.29) (6.68) (5.24) (4.44) (4.23) (9.17) (6.27)

Continental 8.54** 4.68* -3,95 -7.42 9.71* .34 6.63* -21 -3.49

Europe (2.77) (2.00) (4.66) (4.57) (3.37) (2.86) (2.69) (6.59) (4.46)

Asia 16.75** -13 -12.31* 8.53 4.83 9.20* -11.16** 6.43 7.19
(3.63) (2.62) (5.71) (6.21) (4.31) (3.66) (3.52) (7.91) (5.77)

CSP reporting .29%* .15%* .18** .19** .14 A1+ 2% -.03 .04
(.04) (.03) (.07) (.07) (.05) (.05) (.04) (.08) (.06)

Director .19** .07** .13* .10 .09* .07* .05 .03 .01

responsible for | (.03) (.02) (.06) (.06) (.04) (.04) (.03) (.07) (.06)

CsP

CSP bonus -.01 .00 11 -.10 .00 -.02 -.01 -.01 .02
(.05) (.03) (.07) (.07) (.05) (.05) (.04) (.09) (.07)

Financial return | .09 =21 17 -.05 21 .16 -.09 .92 .68*
(.20) (.15) (.32) (.32) (.24) (.20) (.20) (.51) (.31)

R? .39 .18 21 A2 .18 .17 .25 .50 A2

Adjusted R .38 17 .18 .08 .16 .15 .23 45 .06

F 33.90** 11.94** 5.92** 2.63* 10.52** 9.78* 16.8** 9.54** 2.07*

N 986 986 343 316 954 954 986 170 286

@Unstandardized coefficients; standard errors beteackets; * p<0.05, ** p<0.01.
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Table 5.5 Results regression analysis: social i
Implementatlon Impact
Program on | Program on Board gender Number of Lost-time incidents
diversity health and safety | diversity fatalities rate
Policy on discrimination .08** .05
(.03) (.04)
Policy on working conditions -.08 -.02 .00
(.07) (.09) (.08)
Program on diversity 3%
(.05)
Program on health and safety .01 27
(.09) (.10)
Company size 4.99* 2.27 3.23* -6.73* 4.66*
(.57) (1.87) (.85) (2.21) (2.19)
Material 8.53* -11.01 -4.17 X 20.48**
(3.36) (6.26) (4.88) (7.35)
Industrial 2.54 X 7.36 -14.00* X
(3.15) (4.55) (6.16)
Consumer 5.14 -11.63 17.12* -7.33 3.38
(3.05) (6.40) (4.42) (6.93) (7.53)
Healthcare 4.74 X 15.64** X X
(3.79) (5.49)
ICT 3.07 .97 8.26 -13.32 4.34
(3.41) (6.38) (4.93) (18.54) (7.43)
Financial 1.16 X 17.46** X X
(3.13) (4.54)
Utilities 3.92 X 16.33** X X
(4.01) (5.81)
Anglo Saxon EU -7.04%* 31.26** -13.60** -3.11 3.80
(2.55) (11.48) (3.70) (11.42) (13.68)
Mediterranean Europe -4.89 -6.28 -25.66** -19.38 2.37
(2.73) (11.43) (3.96) (11.31) (13.29)
Scandinavia 2.32 9.89 17.40** 7.01 6.96
(2.88) (8.09) (4.16) (8.60) (9.47)
Continental Europe .57 12.89* -15.23* -7.17 -4.58
(1.80) (5.82) (2.60) (6.63) (6.90)
Asia 2.07 -2.29 -41.54% -3.49 -3.18
(2.42) (7.09) (3.50) (7.49) (8.24)
CSP reporting 14%* .36%* .05 .25%* .08
(.03) (.08) (.04) (.09) (-10)
Director responsible for CSP .06** -.05 A1+ -.09 .09
(.02) (.07) (.03) (.08) (.08)
CSP bonus -.01 .15 .03 .07 -11
(.03) (.09) (.04) (.09) (-10)
Financial return -.06 -.70 91* -.67 42
(.13) (:37) (.19) (:45) (:45)
R’ .23 .34 31 31 .23
Adjusted B .22 .27 .29 21 .15
F 16.34** 5.29* 22.38* 3.05* 2.80**
N 986 159 986 116 157

#Unstandardized coefficients; standard errors bet@ackets; * p<0.05, ** p<0.01.

Table 5.5 shows the results from the regressiotysisgor the two social chains. Overall, the
results for the social chains partly support thedtlgesized conceptual framework. We do
find a significant positive influence from a polioy discrimination on the implementation of
a diversity program, but we do not find a positimfluence from a policy on working
conditions on the implementation of a program oaltheand safety. We should, however,
keep in mind that working conditions is a sectoeesfic issue, and therefore also the sample
is much smaller (160 companies instead of 987 caiepafor the other social issue). H1,
which states that CSR rhetoric raises the impleatemt of CSR, is therefore partially
supported for the two social issues. The relatignbletween implementation and impact is
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found to be significant for two out of the thred¢at®nships, namely for gender diversity and
the trend in lost-time incidents rate. This implileat the evidence for this relationship is quite
strong for the social dimension, supporting H2.alinp Table 5.5 shows that in none of the
cases social policies have a significant directetfon the social impact. Hence, we find again
support for H3 that, if at all, CSR rhetoric fost€@SR impact through CSR implementation.

Size is found to have a significant positive inflae on the implementation of a
program on diversity, the diversity impact and gregformance on the number of fatalities
and the trend in lost-time due to incidents on w@kplace. The coefficient for fatalities,
however, is negative and the trend in lost-timeitp@s This implies that the larger the
company, the higher the number of fatalities, betlower the trend in the lost-time incidents
rate. This is somewhat counterintuitive, as one ldv@xpect both coefficients to have the
same sign. Like for the environmental dimension, deefind some differences between
sectors and regions for the social dimension. Tifexteof CSP reporting seems to be less
relevant in the social dimension than in the emmental dimension (the effect is only
significant in 3 out of the 5 models). The direcb@ing responsible for CSP fosters both the
implementation and impact of diversity, but no eféeare found for health related programs
or impacts. CSR related remuneration schemes arahdial return again both have no
significant effects.

Mediation analysis

In order to explicitly test the significance of tineediating role of implementation in the
relationship between rhetoric and impact, we fodovthe suggestion of Zhao et al. (2010) to
use the bootstrap estimation technique providedPt®acher and Hayes (2008). Table 5.6

presents the results.

Table 5.6 Results mediation analysfs

Dependent variable Direct Indirect
GHG emission .0€ .03
GHG emissions trer .01 .03
Renewable energy -.03 .04
Water consumption .04 .00
Waste production .02 .01
Board gender diversity .05 .01
Number of fatalitie -.02 .0C
Lost-time incidents ral .0C -.02

@Unstandardized coefficients; for the indirect efég the bootstrap estimates
are reported, using 1000 bootstrap samples; bdidates significance at the
5% level.

As Table 5.6 shows, environmental and social psdido not have significant direct effects
on the various independent variables, but only iBggmt indirect effects through the
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implementation of CSR, which supports H3. We do firad significant indirect effects for
any of the sector-specific issues (water consumpticaste production, number of fatalities
and trend in lost-time incidents rate).

5.5 Conclusion and policy implications

In this chapter, we developed a conceptual framkewmassess the social and environmental
impacts of CSR and the role of CSR implementatidthima company. Building on previous
CSP models, our conceptual framework of CSP cansisthree parts: policies (rhetoric) on
CSR in which companies acknowledge and define respitities, the implementation of
these policies to integrate CSR into the compaasgsinization and a part that consists of the
impacts on society. The three parts are mutuallted. It is hypothesized that policies
improve implementation and via implementation tmepacts. Having a policy without
implementation is not expected to have an impabeseé relationships were argued by the
various kinds of motivations companies might haweatign rhetoric and realities. First,
following the resource-based view of the compamyasset that is valuable, rare, inimitable
and non-substitutable gives companies a competitistegantage. Whereas policies are
relatively easy to copy, implemented CSR issues mpeh more company-specific and
therefore more difficult to copy. Furthermore, canyes whose impacts are not in line with
the promises formulated in their policies run tis& of damaging their reputation even more
than companies with similar (or worse) impacts tHat not raise expectations by such
policies. This is another reason why companieshhsae policies on CSR issues are expected
to also implement these issues in the organizalipnprograms. Using those programs
decreases the risks of a visible and harmful g&pden rhetoric and realities. The core model
is controlled for several influences in the intérf@ompany size, CSP reporting, CSR
governance and slack resources) and external lsssamironment (sector and region).

In the empirical part, we test the conceptual gauork for four environmental issues
(GHG emissions, renewable energy, water consumpinohwaste production) and two social
issues (gender diversity and working conditiond)hdugh the analysis is necessarily limited
to a small subset of all social and environmergsliés that fall under the CSR umbrella due
to the scarce data availability, the findings pdisti support our hypotheses. For all four
environmental issues we find that H1, which statkat CSR rhetoric fosters CSR
implementation, is supported. For the social issHidsis only supported for gender diversity,
but not for health and safety issues. Although thight be due to the smaller available
dataset for these issues, it could also be exmlaigethe fact that health and safety issues are
often more regulated than gender diversity. Theati@iship between policies and
implementation might therefore be weaker for thassues. H2, which states that
implementation fosters impact, is supported for twothe four environmental issues. For
water consumption and waste production, no sugpddund, which might again be due to
the much smaller sample as these issues are opligage for companies in specific sectors.
Another explanation might be that GHG emissions smwable energy are salient issues

114



Chapter 5: Impacts of CSR for large companies

and more intensively monitored by society. Notriyiup to the expectations on these issues
may therefore be more costly, as the reputationhar@em works better for these issues. For
the social issues, H2 is supported for two outhefthree issues. That it is not supported for
fatalities might be due to the low number of fdaias. H3, which states that rhetoric, if at all,
only fosters impacts through the implementatiorC&R, is supported for all environmental
and social issues that we studied, showing theasal= of implementation as mediator.

Based on the conceptual framework and empiricalltg the following policy
implications can be formulated. First, as rhetodeems to significantly affect the
implementation of CSR and is therefore found toapeimportant element of CSP, it is
important to stimulate companies to acknowledge define responsibilities in policy
statements. Industrial organizations and busineissaés can help to generate awareness of
the company’s responsibilities towards society.ubtdal organizations can provide their
members a platform for learning and experimentinth \CSR and provide tools that help
developing CSR policies that fit the company’s esluculture and context as well as inform
the company about instruments to implement theiicies. In this way, the industrial
organization acts as a promoter of CSP. Compariesatso cooperate in networks that are
aligned to business schools. Business schools mmyde information and training that form
the mindsets of executives. Fligstein (1990) fodhat corporate executives’ management
styles depend on the type of training they receindalisiness schools. Hence, executives will
be more likely to acknowledge CSR responsibilitieteir teachers in business schools paid
serious attention to it and if business schoolstinoa to inform them through business
publications on CSR.

As our results show that CSR rhetoric leads tdementation and implementation to
impacts, self-regulation is found to positively tidvute to social welfare. We, however, also
found that an adequate implementation of CSR witthia company is crucial. More
specifically, CSR policies only affect social wedavhen they are also implemented into the
company. Various measures can be taken to helpaaegpto implement CSR and assess the
impacts of their actions. Various global managensstems have been developed which
companies can use to integrate specific CSR isdikesthe Eco-Management and Audit
Scheme (EMAS), the Occupational Health and Safepddement System and SA8000.

An adequate implementation of CSR also requirgerteng of CSP. By fostering
transparency, reporting will stimulate companiesnsorow the gap between rhetoric and
realities. The regression analysis shows that & Iggality of CSP reporting directly
stimulates CSR impact for GHG emissions, renewadrlergy and fatalities as well as
indirectly the impacts for water consumption, wasteduction and gender diversity through
fostering implementation. Also the acceptance spoasibility for CSP by the directors of
the company fosters impacts. However, linking egeuremuneration schemes to CSP does
not seem to contribute. Apparently, the instituiliration of CSP in the company is not
primarily fostered by providing board members wittonetary incentives, but rather by
measures that make explicit that CSP is part of grefessional responsibilities as a business
leader.
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Finally, governments could take several measupesrthance the process. For
example, it could help improving the reporting giyaby stating minimum requirements for
reporting as well as fostering the comparabilitysotial reporting by subsidizing efforts to
standardize reporting formats. However, the govemmnshould be aware of the high level of
diversity in CSP across different sectors and raard good balance between self-regulation
and government regulation.
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Chapter 6
Impacts of CSR for SMEs

6.1 Introduction

Much research has been done into the relationskivden corporate social performance
(CSP) and corporate financial performance (CFP)n(\Beurden and Gdssling, 2008;
Margolis et al., 2007; McWilliams and Siegel, 20@x]litzky, 2008; Orlitzky et al., 2003;
Waddock and Graves, 1997). However, the questiogtiveln corporate social responsibility
(CSR)22 contributes to the creation of social and envirental value has rarely been
addressed. Nevertheless, it is a relevant quesfi@SR were not to have such an impact, it
is doubtful that this form of self-regulation carifes a serious alternative for direct
government regulation aimed at internalizing exaéties from market operations. Most
previous studies merely assume such an impactfa Bow companies can be encouraged
to get involved in CSR. But if it were to appeaattiCSR does not benefit, or hardly impacts
on, the social and environmental dimensions ofaogkelfare, it would not be a credible
alternative for direct government regulation, aralid therefore assume a lower priority than
it has just now.

Several conceptual studies have been carried ouottel the transformational process
from the initial rhetoric to CSR, through its orgaational implementation, to its impacts on
society (Carroll, 1979; Mitnick, 1995; Orlitzky al., 2006; Swanson, 1995, 1999; Wartick
and Cochran, 1985; Wood, 1991). Although severgligoal studies have been performed to
analyze the factors that stimulate companies te gk CSR (Aragdon-Correa et al., 2004;
Brown et al., 2010; Gadenne et al., 2009; Lin amg BD11; Williamson et al., 2006), the
impacts of these policies and instruments in terofsthe realization of social and
environmental goals remain largely uncertain. Semeirical studies do consider the impacts
for society at large, but they lack a thorough sssent of it. Ammenberg and Hjelm (2003)
and Friedman and Miles (2001), for example, looledthe impacts of environmental
management systems and found that the establistoh@nfoint environmental management
system in Sweden and Britain respectively resultedenvironmental improvements.
However, both studies are based on a limited nurobease studies of SMEs and the results
are therefore difficult to generalize.

What is more, most current studies on CSP focuarge companies instead of SMEs.
For 2012, SMEs accounted for about 67 percenttaf @nployment and 58 percent of gross
value added in the EU (EC, 2012). As more than &&gnt of all European businesses are
SMEs, the importance of conceptualizing and anatyzhe CSR impact for SMEs is evident.

22| literature, CSP is often distinguished from C3$iRthe model of Wood (1991, 2010), CSR is onehef
dimensions of CSP, namely the principle dimensiBesides this dimension, CSP also encompasses the
processes of social responsiveness and impactSRf C
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CSR has long been perceived as being the provihtarge companies and not necessarily
well adapted to SMEs (EC, 2007). But as CSR becam@® mainstreamed and it is more
commonly acknowledged that CSR is not just a ‘lyxgood’, attention is shifting to also
include SMEs (Spence et al., 2003). SMEs diffedamentally from large companies in that
they are more embedded in an informal social ndtwather than formal stakeholder
relationships (Perrini, 2006). SMEs, for examples more often managed by their owners
than are large companies, in which ownership andrabare usually separated (Jenkins,
2009; Spence, 1999). The CSR policies of SMEs toerdend to reflect the values of the
managers, because of a closer relationship betteebusiness and the personal life of the
managers (Lepoutre and Heene, 2006; Murillo ancahoz2006).

Many studies suppose that formal procedures arergkrations which do not fit the
nature of SMEs (Perrini, 2006; Russo and Tenc@092 Spence et al., 2003; Studer et al.,
2006; Tilley, 2000; Welford and Frost, 2006; Wedsid White, 1981). The general opinion in
literature, therefore, is that SMEs should not enpént CSR using formal procedures. In this
chapter, we question this assumption and study helhetome degree of formalization can
contribute to CSR impact even for SMEs. Formal edaces can improve the internal
management of CSP as they help to embed the maerag@mCSP within the company, for
example, making CSP less dependent upon the sivgjegtdgements of its director.
Furthermore, formal procedures can help in makimgleyees and other stakeholders more
aware of CSP and in keeping the focus on relevaoiakand environmental issues. We
therefore hypothesize that the formalization of CBR measuring it, setting targets and
reporting on the realization of targets, contribiotés quality and its impact.

The content of this chapter is as follows. In Smt®.2, we introduce the conceptual
framework that will guide our empirical analysisdgoresent the hypotheses. Then, in Section
6.3, we describe the sample and the methodolog$ettion 6.4 we present the results of the
empirical analysis. In Section 6.5 we discuss #milts and in Section 6.6 we derive policy
implications.

6.2 Conceptual framework

In literature, several models on CSP have beenosesp that link CSR principles and
processes to CSR impact. According to Orlitzky let(2003), one of the most influential,
parsimonious and yet comprehensive conceptualimtiaf CSP is Wood’'s CSP model
(Wood 1991, 2010). In her model, Wood synthesihesvarious previous attempts to model
CSP (Carroll, 1979; Preston and Post, 1975; Wadiuk Cochran, 1985). It consists of three
parts: the principles of CSR, the processes ofaboesponsiveness and the impacts of CSR.
The principles of CSR guide the processes of soesponsiveness (the action part) which
can result in impacts. Those impacts represenitiaatrmissing piece in earlier CSP models
(Wood, 2010). The impact part includes policiesgoams, practices, effects on stakeholders
and effects on society and is divided in three gsoleffects on people and organizations,
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effects on the natural and physical environmentd affects on social systems and
institutions.

Wood’s model is quite generic and therefore lggsieable to analyses at the business
level (Wood, 2010). Jamali and Mirshak (2007) thene= further specify the three elements in
the impact part of Wood’s model to social policiescial programs and social impacts. The
term ‘social’ is broadly defined here to encompassial as well as environmental issues.
This specification within the impact part resemBlésod’s generic structure: policies refer to
the principle part, programs to the action part mmoiact to the impact part of Wood’s model.
Although it is not identical, it also resembles thucture of the Total Responsibility
Management (TRM) framework, proposed by Waddoc&l.ef2002) for helping companies
managing their responsibilities to stakeholders #mel natural environment. The TRM
framework is therefore even more applied to theifass level than Jamali and Mirshak’s
model. The TRM framework consists of three partaspiration, integration and
innovation/improvement. Inspiration concerns tr&on setting (the guiding part), integration
concerns the integration of responsibility into tlm®mpany (the action part) and
innovation/improvement the crafting of continualpiravement orientation (the impact part).

Current frameworks to assess CSR impact, howdeeus on the organization and
implementation of CSR for large companies and @se applicable to CSP of SMEs, defined
as companies with less than 250 employees. SMEsdargist miniature versions of large
companies, but are often considered as havingndistiharacteristics (Curran et al., 1986;
Thomas, 1998). Therefore the way of conceptuali@i® of SMEs cannot be simply copied
from the analyses for large companies (Fassin, 2008

In essence, the main difference between large coiepand SMEs is that, in contrast
to large companies, the majority of SMEs see littleio separation of ownership and control
(Beaver and Prince, 2004; Perrini, 2006). Thereimany scholars use the social capital
approach as a tool for understanding CSR in thetegbnof SMEs, since informal
relationships, trust and solidarity are importaot SMEs (Avram and Kuhne, 2008;
Granovetter, 2000; Murillo and Lozano, 2006). Sbcipital in relation to SMEs is often
considered as the product of cooperation betwesgonusinstitutions, networks and business
partners and stresses the embeddedness of the rEBNdEenvironment (Spence et al., 2003).
SMEs generally have a greater understanding ofl ladtural and political contexts, more
links with local civil society and a greater commént to operating in a specific area (Baden
et al., 2011). This facilitates information exchangithin networks and informal punishment
of companies that do not take enough responsil§fipence et al., 2003). SMEs are therefore
better placed than larger companies to take adgantéthe fact that society and the media
revere qualities such as honesty, integrity and ah#ity to apologize (Sarbutts, 2003).
Furthermore, the stocks of social capital tendeacsélf-reinforcing and cumulative, as trust
and networks tend to grow progressively. This ieplihat SMEs rely much less on formal
structures and rules than large companies do, latdhey often prefer informal contracts to
formal contracts. Furthermore, although they ofiennot have a long-term strategic vision,
the owners of SMEs often have long-term continagytheir first priority: the survival of the
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company is often linked with the objective of pagsihe business to their children (Bridge et
al., 1998; Comte-Sponville, 2004). In order toadtrand keep staff and collaborators, who
could earn more from multinationals, they attengptreate a positive climate with a friendly
atmosphere.

Many studies therefore suggest that SMEs haverlesd for formal procedures in
order to successfully implement CSR. Moreover, SMHBay also experience greater
difficulties in implementing formal procedures thlmger companies due to SMEs relative
lack of awareness, expertise and long-term stmategion, as well as limited time and
finances (Perrini, 2006; Russo and Tencati, 20@@&n8e et al., 2003; Studer et al., 2006;
Tilley, 2000; Welford and Frost, 2006; Welsh and it#&h1981). Indeed, Graafland et al.
(2003) find that large companies make more usenstruments that foster transparency in
CSP, for example, a code of conduct, ISO certificaaind social reporting. Therefore, while
CSP of large companies may be institutionalizedrnganizational structures and policies,
CSP of SMEs predominantly depends upon the valndsammitment of the current owner-
manager (Wallace et al., 2010).

Still, it is not ana priori certainty that the effectiveness of their CSR r$fevould not
be improved if SMEs were to use certain types ofmtd procedures, namely those that
increase the quality of the internal managemer€®R. The directors, on whom CSP often
depends in SMEs, can be erratic in their implentemtaf CSR and therefore not use the full
potential of the company (Jones, 1999). Furthermoweers often leave the company for
personal reasons (Leroy et al., 2013), and, inetltgsumstances, formalization of CSR can
contribute to the company’s successful continuatiosrmalizing CSR makes it possible for
outsiders to check the CSR efforts and hence makiEsSmore accountable for their past
behavior. Formalization may also contribute to dreititernal communication and awareness
of CSP and is therefore expected to influence Gpact.

We model the effect of formalization as a moderpgffect, and not as a causal effect,
in order to acknowledge the fundamental differermween the paradigm for large
companies and SMEs. In statistics, moderation sceuren the relationship between two
variables depends on a third variable, called ftioelerator’, which affects the strength of the
relationship between the dependent and independeiatbles (Baron and Kenny, 1986). In
our conceptual framework, CSR effort is the indejgam variable and CSR impact the
dependent variable. The two hypotheses that welaeve that CSR efforts improve CSR
impact and that the degree of formalization of GHiarts, by measurement of the CSR effort,
the use of targets and (internal) reporting ofrédization of targets, increases the quality of
the internal management and hence enforces thiéoredaip between CSR efforts and CSR
impact. The conceptual framework is depicted inuFegs.1.
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Figure 6.1  Conceptual framework

Degree of
formalization

H2

CSR effort v ,| CSRimpact
H1

Control variables
Company size, sector, region

Our conceptual framework is used to test two hypsis:

H1: If SMEs put more effort into improving a coeier CSR issue, that effort generates
more favorable impacts on the CSR issue.

H2: The influence of CSR efforts on CSR impactemees with the degree of
formalization of the CSR process by measuring ti&R @ffort, using targets and
reporting the realization of these targets.

Efforts refer both to policies and the implememnatiof CSR measures. The concept of
‘effort’ encompasses both formal and informal instents and concrete actions that aim to
increase CSR impact. For example, ICT companiegaianall kinds of practical measures to
reduce energy consumption by their main operatidnsomotive industries can take various
measures to increase the use of recycled matarals minimize that of rare materials.
Construction companies can take a number of padcticeasures to substitute energy
intensive building materials by less energy inte@msimaterials, such as the use of
environmentally friendly cooling systems. Thesaas are often not formalized into explicit
policy statements, as in large companies, butdidnto making an effort to act appropriately
(Fassin, 2008).

The degree of formalization of the CSR effort refés the implementation of three
types of formal procedures (as a share of formdliaformal instruments): measuring CSR,
setting targets and reporting the realization efséhtargets. The measurement of CSR first
requires identification of indicators to evaluake tpolicies that the company is taking to
improve its CSR impact. After the selection of mators, the management will have to
develop methods to collect data for the indicatdisis offers quantitative or qualitative
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information of the organizational performance andldes the setting of targets to improve
performance in the future. A third formal step @sreport the impacts. Internal reporting
provides an instrument for analyzing how the impaetiate to the targets previously set.
Based on this analysis, plans for improvement eaddyveloped and targets redefined. If the
impacts are also externally reported, this will ldeadialogues with outsiders about the
company’s CSP.

The impacts of CSR, the third part of the moddkmréo the realization of CSR goals
in the social and environmental dimension and foegeeto the contribution of CSR to social
welfare. Examples of environmental impacts are dhange in energy consumption, waste
production and water consumption. Examples of $atipacts are the change in the presence
of women on the board of the company or the chamg&kness absence. These impacts can
be negative and therefore reduce social welfargh(as an increase in greenhouse gas (GHG)
emissions), but also positive and improve socidfaxe (like a rise in the use of renewable
energy).

There are several contextual factors that shouldopérolled for. First, we control for
the size of the company. When a company gets lafgenal measures are necessary to
organize CSR as the communication needs to spargerlspace and, furthermore, outsiders
are supposed to be more interested in checkingdhgany’s CSP. Also within the SME
cohort, differences in size may contribute to défeces in CSP.

Second, the sector in which the company operatgsimflaence CSP. Companies in
those sectors where environmental and social isaueanore prominent (like the energy
sector and textile sector respectively) are expetdtebe more prone to vigilance on these
issues. The nature of the production processesonlupts determines the type of social and
environmental externalities that a company gensr@Brown et al., 2010). For example,
companies in the construction sector take partictdaie of the safety and health aspects of
CSR, because of the nature of the building prodess.the textile sector, child labor and
other social issues in the supply chain are a fpoait (Fassin, 2008). The environmental
background of suppliers is important for the canstion and chemical sector, but does not
receive a high priority in the retail and financsalctor.

The region in which the company operates is algeeted to influence CSP. CSP is
conditioned by the culture and wider institutiomsivironment of the company. One would
expect that companies located in regions charaettry extensive welfare state regulation
would be less inclined to assume social respoitgibilecause government regulation and the
role of labor unions are both stronger (De Geal.et2009). CSR will remain more implicit
than explicit and will arise out of mandatory reguients (Matten and Moon, 2008).
However, the environment that gives rise to anrestte welfare state may also affect the
company’s orientation. For example, companies dipgyan countries with a Rhineland
model may be more inclined to balance shareholdguev with the interests of other
stakeholders and this may be conducive to CSP.iiffpes that although CSP may depend
on region, the exact relationship is agpriori clear.
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6.3 Sample and methodology
Data

To collect data, we developed a survey that wagetad at SMEs. Before setting out the
survey, we pretested it by interviewing ten exa@sgifrom companies in various sectors. The
aim of the interviews was to secure content validit exploring the measures and terms to be
used in assessing the relevance of the variousrfadf the interviewees did not understand
the questions or measures, we had the opportumiseék in cooperation with them, other
ways of formulating the same concept. In this wag, avoided vague questions that could
lead to misinterpretation by the respondents. Syubes#ly, the survey was translated into the
national languages of the countries in which thdig@pating companies were located. In
contrast to large companies that operate intemallyy SMEs are often more locally
embedded and therefore cannot be assumed to nmeetuthent standard in international
languages (English): not translating the surveg the local languages could therefore result
in biases. An advanced Language Management Uity used to coordinate translations and
to ensure consistent content coverage. In ordeedace the potential for social desirability
bias in the responses to the questions in the yumwe explained to the respondents in a cover
letter that the survey was confidential and to Isedufor research purposes only. The
participants would remain anonymous. Respondents fiad little reason to present a more
favorable picture than they knew to be the ¢ase.order to provide companies with an
incentive to respond, an online feedback module evaated for those SMEs that completed
the survey. The module allowed SMEs to comparer thein CSP with sector-specific and
country-specific average CSP.

The survey was sent in 2011 to 365,002 compamesvélve European countries
(Austria, Denmark, Finland, France, Germany, Hupg#ely, Poland, Spain, Sweden, The
Netherlands and the UK). The e-mail addresses ohpemies were obtained from
KOMPASS. From these 365,002 companies (2.3 perckiadl SMEs in these countries),
5,317 respondents fully completed the survey (nespaate of 1.5 percent). This relatively
low response rate is in line witx anteexpectations, because the survey is electronic and
requires substantial effort to complete. When wendeSMEs as companies with less than
250 employees, 90 percent of those 5,317 respandentSMES?

Because of the relatively low response rate arsdipte non-response bias, we cannot
assume that the sample is representative for aE$SM the twelve European countries. To
evaluate the non-response bias, we used wave anallich assumes that late respondents

% several studies show that self-reported behavidr actual behavior are strongly correlated (e.gvBeand
Prince, 2004; Curran et al., 1986; Granovetter020Bomas, 1998).

24 Bartlett et al. (2001) provide a methodology fatetmining if a sample size is adequate within wemi
population. Using their methodology, it can be restied that 385 cases are needed to be able toatjeeer
findings to the population of SMEs in the twelverguean countries (which equals 16 million; see &abB)
using an alpha of .05. See also: http://www.nssayouss/home.NSF/pages/Sample+size+calculator sede
on 1-5-2014).
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are more similar to non-respondents than earlyomdgnts (Lin and Ho, 2011). For this
purpose, we constructed a dummy variable with valéer respondents that responded to the
first round, value 2 for responses after the freninder, value 3 for responses after the
second reminder and value 4 for responses aftethingé reminder. Bivariate correlation
analysis showed that the (Spearman) correlatiofficeat between this dummy and CSP is
insignificant (-0.012 with p=0.39). Based on thisethodology, we therefore find no
indication of a significant non-response bias.

To further check and possibly correct for non-cese bias, we use Heckman’s two-
stage estimation procedure (Heckman, 1979; Lee3)198 this procedure, first a selection
equation is estimated to obtain a correction fadtbe inverse Mill's ratio) for each
respondent. In this equation, the chance of respgno the survey is regressed on various
company characteristics by using a Probit or Logitlel. The inverse Mill’s ratio reflects the
difference between the actual response and preldiesponse and expresses the degree that
the response is influenced by unobserved charatitsriof the companyn the second step,
the correction factor is added as an extra varigblihe substantial equation (the model that
was otherwise estimated without correcting for i@ bias). By adding this variable, one
removes the selection bias part from the error temmich eliminates the bias from the
estimators. Results are discussed below.

In order to test for common method bias, we caroedHarman'’s single-factor test. If
a substantial amount of common method bias existise data, a single or general factor that
accounts for most of the variance will emerge if the variables are entered together
(Podsakoff et al., 2003). An unrotated principainponent analysis on the indicators used in
the survey revealed 15 factors with eigenvalueatgrethan one, which together accounted
for 58 percent of the total variance. The largestdr did not account for a majority of the
variance (13.7 percent). This indicates that commethod bias is not a great concern.

To reduce the chance of inverse causality, therdep@ variable is measured in terms
of changes in impacts. If we would measure the déget variables in terms of levels, one
cannot disregard the possibility of inverse catisakor example, companies that have high
levels of sickness absence rates or high levelSl6G emissions might be expected to be
prone to put more effort into CSR and to measanget and report on it, because their weak
CSP (in terms of levels) may invoke negative respenfrom stakeholders. There are no
theoretical reasons for such inverse causality fiompacts on efforts or use of formal
measures if impacts are measured in terms of clangtead of levels. Therefore, we can be
more confident that if we find support for our hyfpeses, we may interpret these results also
as evidence of a causal relationship from effant$ iamplementation of formal procedures on
impacts.
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Measures

Table 6.1 and 6.2 report the descriptive statistiche measures and control variables that
are used in the empirical analysis.

As Table 6.1 shows, we distinguish four social fmd environmental issues that are
measured in each part of the model. For each sacidl environmental issue, efforts are
measured on a three points scale ranging from Oeffart), 0.5 (incidental effort) to 1
(continuous effort). Measurement, targeting anarpg are each measured on a binary scale
(0 no; 1 yes). We construct the degree of formabmafor each social and environmental
issue as an average of measurement, targetingemadting. CSR impact is measured on a
seven points scale for the change in the respecéixiable between 2007 and 2010. The cut-
off values of the options differed in order to opitie the fit with the supposed distribution.
For example, for energy consumption we used tHeviahg seven categories: 1 Decreased by
more than 5%; 2 Decreased by 3-5%; 3 Decreased-3%;14 Not changed very much; 5
Increased by 1-3%; 6 Increased by 3-5%; 7 Incredasednore than 5%. For energy
consumption, we measured both the change in ersnggumption as well as the change in
the use of renewable energy between 2007 and 20dGweeraged the scores on the seven
points scale. For waste, we measured the changaste production and recycling of waste
between 2007 and 2010 and also averaged the scores.

Table 6.2 describes the control variables. Weindjsish five regions: UK (Anglo
Saxon), Scandinavia (Denmark, Finland, Sweden),ti@amal Europe (Austria, Germany,
France, The Netherlands), Mediterranean Européy,(I&pain) and East Europe (Hungary,
Poland). Table 6.2 shows that most companies in sample (39 percent) are from
Mediterranean countries. This is due to the langmlver of SMEs in Italy compared to other
countries (Perrini, 2006). Only three percent & 8MEs in our sample are from the UK. For
sectors, dummies were used for eight categoriesiefime sectors, we followed the Global
Industry Classification Standard (GICS). We aggtedga@oth the IT and telecommunication
services sector and the energy and utilities séotareasons of parsimony, as it is reasonable
to assume that these sectors will resemble eaehn ithierms of CSP. Most companies in the
sample operate in the industrial sector, followgdhe consumer discretionary and material
sector. No companies in our sample operate in thalthcare sector. To enhance the
description of the sample, we used five differere¢ €lasses in Table 6.2, but in the empirical
analysis we will use a continuous variable to measize (the natural logarithm of total
employment).
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Table 6.1 Measures
Variable | Mean [ SD | | Mean | SD
CSR effort®
Social Environmental
Women on board and in executive| .43 41 GHG emissions .58 Y,
positions
Inflow of disadvantaged people .39 .37 Energy consumption and use of .67 .37
(such as ethnic minorities, renewable energy
handicapped people, long-term
unemployed) to employment
Work-life balanci .5¢ .37 Water consumptic .6C AC
Work place accidents and sickness .81 .32 Waste production and recycling of | .77 .34
absence rate waste
Degree of formalizatior?
Social Environmental
Women on board and in executive| .10 .18 GHG emissions .15 .24
positions
Inflow of disadvantaged people A1 .18 Energy consumption and use of .22 .25
(such as ethnic minorities, renewable energy
handicapped people, long-term
unemployed) to employment
Work-life balance .14 .19 Water consumption .19 .23
Work place accidents arsickness 27 .2 Wasteprodudion andrecycling of .24 .23
absence rate waste
CSR impacf
Social Environmental
Percentage of women on board and4.25 1.00 | GHG emissions 3.54 1.20
in executive positior
Inflow of disadvantaged people 4.20 91 Energy consumption and use of 3.66 .79
(such as ethnic minorities, renewable energy
handicapped people, long-term
unemployed) as percentage of tota
inflow
Number of overtime hours as a 3.90 1.12 | Water consumption 3.65 111
percentage of total FTEs
Sickness absence rate 3.84 1.01Waste production and recycling of wastg 3.62 .80
@Measured on a three points scale: 0 (no efforf)(idcidental effort), 1 (continuous effort).
® Constructs based on average scores for measurgargeting and reporting (each of which are
measured on a binary scale).
¢ Measured on a seven points scale.
Table 6.2 Control variables (% of respondents)
Company size (in FTE in 2007)
0-10 27 | 100-250 9
11-50 37 | >250 9
50-100 18
Sector
Energy 4 Consumer staples
Material 17 | ICT 4
Industrial 19 | Financial 3
Consumer discretionary 18 Other 31
Region
UK 3 Continental Europe: Austria, France, Germany, 31
The Netherlands
Mediterranean Europe: Italy, Spain 39 East Eurbpaigary, Poland 13
Scandinavia: Denmark, Finland, Sweden 14

126




Chapter 6: Impacts of CSR for SMEs

6.4 Empirical analysis

Before performing statistical analyses, we scregheddata by testing for heteroskedasticity
and outliers. No problems were detected here. Gihenlarge sample size, non-normally
distributed variables will also not pose problems.

Correlation analysis

Table 6.3 and 6.4 report the results of the bitarizorrelation analysis of the variables
concerning, respectively, social and environmergffbrt, formal implementation and
impacts.

As Table 6.3 shows, the formal implementation afisloissues and the size of the
company show a significant positive correlation étirissues. Effort, formal implementation
and the corresponding impact part are highly cateel, except for work-life balance for
which the correlation is not significant. As exptt the correlation between the formal
implementation of measures to counter work acc&lantd the number of work accidents is
negative.

Table 6.3 Results correlation analysis: social ise<®

1 2 3 4 5 6 7 8 9 10 11 12

329 |1

31 | .23 1

21 | 22% .25* 1

22%% | .56** 14% 15% A3 1

.26%* | .18* A2* .18** Al 37 1

2
3
4
5 | 517 | 23~ | .20 | .15~ |1
6
7
8

.08** | .14* 2% .35% .26** 27* 29%* 1

9 23*% | 13 A1 A1 .20%* A1 A1 .09** 1

10 | .03 27 .08** .08** .06** 22% .06** .08** A7 1

11 | -01 .04x* -01 -.03* -.02 .00 .01 -.03 .08** 167 1

12 | -.02 -.02 =07 | -07* | -.04* | -.04* | -.03* -10* | -.01 .02 .18** 1
13 | .09** | .25** .03** 21% A7 24* A1 33** .18 ** A2% .02 -.06**

2 Spearman’s rho; * p<0.05, ** p<0.01.

® 1: Effort women on board 2: Effort disadvantage@ort work-life balance 4: Effort work accidents
5: Formalization women on board 6: Formalizatiosadivantaged 7: Formalization work-life balance 8:
Formalization work accidents 9: Impact women onrtddED: Impact disadvantaged 11: Impact work-
life balance 12: Impact work accidents 13: Compsing.

Table 6.4 shows that each formally implemented renwvhental issue demonstrates
significant positive correlation with the size dfiet company and that effort, formal

implementation and impacts are highly correlatedept for waste production and recycling
of waste, for which the correlation is not sigrdiint. Also the signs of the coefficients are as
expected.
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Table 6.4 Results correlation analysis: environmeat issue&’

1 2 3 4 5 6 7 8 9 10 11 12
2 B8 |1
3 487 | 56% |1
4 437 | ag= | 52% |1

5 50" | .35% | .28% | 247 |1
6

7

8

.35% .50** .30 .28%* .58** 1
.29%* .33% .54* 31 A48 .63** 1
.28** 31 .30 A4 .50** .63** .62** 1

9 =27 | -20% | -5 | - 14 | -28% | =200 |- A7 |- 16% | 1
10 S b S24% |- 14% | 120 (- 16% | -24% |- 16%F |-l 5% AT 1
11 100 | - A3% | -24% | - 156% | - 117 | - 16% | -26%F |- 16% A4 A5* 1

12 | -A1% | -12% | -10% | -18% |-11 |-14= [-13% |- 18" | 24= | 37= | .34= |1
13 | A7 | 20% | 11= | .11™ | .25% | .29% | 20" |24 |-09% |-09* |-03
@ Spearman’s rho; * p<0.05, ** p<0.01.

® 1: Effort on GHG emissions 2: Effort on energy semption and use of renewable energy 3: Effort atew
consumption 4: Effort on waste production and réngcof waste 5: Formalization of GHG emissions 6:
Formalization of energy consumption and use of wetlde energy 7: Formalization of water consump8on
Formalization of waste production and recyclingvediste 9: Impact GHG emissions 10: Impact energy

consumption and use of renewable energy 11: Impatér consumption 12: Impact waste production and
recycling of waste 13: Company size.

-.052**

Regression analysis

Table 6.5 and 6.6 report the estimation resultthefmultiple regression analysis for social
issues and environmental issues respectively. Asudsed above, we applied Heckman'’s
two-stage estimation procedure to correct for asipdes selection bias. We first estimated the
inverse Mill's ratio by regressing the chance thatompany responded to the survey on the
number of employees, sector, region and year ohdation of the company for the
companies for which data for these explanatoryaldes was available (89% of the full
sample of 365,002 companies) by using the methoggsed by Lee (1983). The inverse
Mill's ratio was subsequently added to the variousdels in Table 6.5 and 6.6. As for most
models the inverse Mill's ratio has a significariteet, it seems important to correct for
selection bias, as unobserved factors that affectésponse rate of the company apparently
also influence their CSR impact. But although tldue of the estimators slightly change
when adding the inverse Mill's ratio, the effecfsnost parameters are still significant when
the models are estimated without including the isgeMill’s ratio.
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Table 6.5 Results regression analysis: social issfie

IMPACT
Women on board Recruitment disadvantaged Work-lifebalance Sickness absence

*k *% * *
Effort on issue 39 46 -10 -1l
Etfort * Degree of 39% 55+ 07 36+
formalization of issue
Company size 07 -.01 .02* .01
Energy .28 .07 .26 14
Material -.01 -.02 -.08** .04
Industrial .05 .04 .03 .05
Consumer discretiona | .08 .05 .00 -.01
Consumer staples 22% .10 .16 -.02
ICT 14* .06 -.00 .03
Financial .22* -.06 .00 .07
Mediterranean Europe | -.15 -.05 -.02 .30%*
Scandinavia -.01 15 .19 .16
Continental Europe .08 12 .33** 37+
Eas Europ¢ -.16 -.02 .18 .32
Inverse Mill's ratio .08* -01 .18** 13%*
R? .08 .08 .03 .02
Adjusted R .07 .07 .03 .02
F 25.28** 24.99** 8.91** 7.13*

#Unstandardized coefficients; * p<0.05, ** p<0.01.

Table 6.6 Results regression analysis: environmentssue$

IMPACT

GHG emissions Energy Water Waste
Effort on issue - 43 -.06** -.36** -.05**
Effort * Degree of formalization of _ggr 08 76 08
issue
Company size .03* .00 .03** .00*
Energy .17 .01 .26** .02
Material -.02% -.01 .01* .01
Industrial .05 .01 .14** .01
Consumer discretionary .02 .00 .07 .01
Consumer staples .03 .01 .00 .00
ICT .01 .01 .13 .01
Financia -.04 -.02 -.04 .01
Mediterranean Europe .13 .01 21* 07
Scandinavia .09 .02 .20 07
Continental Europe .09 .02 .28** 07
East Europe .01 .03* .20 .07
Inverse Mill’s ratio .13 .01* .14** .01**
R? .08 .09 .07 .06
Adjusted R .08 .08 .06 .06
F 26.24** 28.55* 22.10* 19.56**

@Unstandardized coefficients; * p<0.05, ** p<0.01.

Overall, the results show that when a company makesffort on an issue, there is a
significant positive generation of CSR impact. Tdrdy exception is work-life balance, for

which the influence is not significant. Lookingthe influence of the moderator of the degree
of formalization, we see the same pattern as feritfluences from effort: for each issue
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where CSR effort has a significant influence onaetp, the degree of formalization also has
a significant influence.

For the control variables, the evidence is mix&derall, Continental European
companies seem to have slightly better social @Ggpact than the UK (the reference region),
except for sickness absence. SMEs in the UK hatterbenvironmental impacts than SMEs
from other regions. For the sectorial differendes évidence is mixed. The material sector
performs significantly better than the referenceugr (‘other sectors’) on the implementation
of almost each environmental issue. The size ofcthmpany significantly influences the
impact of CSR (negatively) for all environmentaluss, except GHG emissions, but only for
one out of the four social issues (women on bodrd)s suggests that much of the influence
of size is already taken over by the formalizatranable, which is highly correlated with the
size of the company, as we found in the previobsection.

6.5 Discussion

In this chapter, we developed and tested a conakframework on the impact of CSR for
SMEs. Until now, CSR impact have not been adequatstessed and therefore it remains
uncertain whether self-regulation through CSR ceally serve as an alternative for direct
government regulation to internalize externalitiesm market operations. Furthermore, in
this chapter we focused on SMEs and not on largepenies, as SMEs generate the biggest
part of GDP in the EU. Because of their smalleresifamily business culture and
embeddedness in their local environments, SMEdeaeinclined to use formal procedures
for CSR. Nevertheless, formal procedures may Hedpriternal management of CSP. To test
this hypothesis, our framework for SMEs expliciticorporates the degree of formalization
to foster CSR impact, not as a causal effect, bud enoderator on the causal effect of CSR
efforts on CSR impact. In our empirical analysig, mrake use of a unique dataset with 5,317
SMEs from twelve European countries to estimatefi@mework.

Results show that for most social and environmeistales, making an effort on an
issue generates a significant and substantial itnpmnce, we find evidence for H1 that if
SMEs are putting effort into CSR, the impact of Clfiproves. This indicates that those
SMEs making a continuous effort really contribuiesbcial welfare.

Furthermore, formalizing CSR by measuring perforogamsing targets and reporting
also contributes to the impacts by positively matiag the relationship between CSR effort
and the resulting impacts. This supports H2 thatitibensity of formalization of CSR issues
moderates the relationship between making an eéfod the resulting impact. This result
challenges the common opinion in literature thaESMn contrast to large companies, should
not formalize CSR because they are different iruneafrom large companies (e.g. Fassin,
2008). Although the result does not falsify thisreoonly-held opinion, since we explicitly
model a moderating effect and not a causal effeeteby acknowledging the need to use a
different approach for SMEs, it does show that faimation might contribute to impacts. In
particular, the interaction between subjective rimfal CSR measures and objective formal

130



Chapter 6: Impacts of CSR for SMEs

measures seems to be very fruitful in generatingacts for SMEs. A reason might be that
formalization helps SMEs to create awareness ankesn&SP less dependent upon the
sometimes erratic subjective judgements of thectbre

As expected, size is positively correlated with fleemalization of CSR. Larger
companies, even within the SME cohort, often haeeentime and finances to formalize CSR
(e.g. Spence et al.,, 2003) and, furthermore, neewbe systematic and therefore formal
structure to communicate CSR within the company &nds external stakeholders. This
result adds support to the common opinion in litee that smaller companies should be
analyzed in a different way to large companies, thiatl we correctly model the formalization
of CSR as a moderating effect and not just anataesal effect.

6.6 Policy implications

The findings of the analyses give rise to the fwitay policy implications. It is important for
governments to acknowledge the specific nature MES Because of their smaller size,
imposing regulatory compliance of CSR dispropomwityn increases the non-productive
overheads of SMEs (Haigh and Jones, 2006). Howevieenever SMEs become aware of
CSR or, in a later phase, gain practical experi@fitke benefits of CSR, they tend to become
more involved and this might subsequently genesatelf-enforcing spiral. Governments
should therefore help SMEs take their first stefps, example through initial awareness
raising and, in a later phase, by suggesting tbis ttm deal with CSR more formally. This
will enhance the self-enforcing spiral, as our lssshow that formalization has a positive
moderating effect on impacts. Awareness raisingpzagms, surveys and the accompanying
feedback tools are therefore taken to be appra@piatruments to foster CSR impact from
SMEs. Industrial organizations could also play le twere, as they are often better informed
about the specific circumstances of their memteusthermore, they can help to overcome
the specific constraints on SMEs, such as lacknaé, tfinances and knowledge (Klewitz and
Zeyen, 2010). They can provide SMEs substantivermétion about current trends and
requirements in CSR and can serve as a mechanisogthwhich SMEs can form networks
that collectively work on CSR and possibly reinoreach other. When SMEs are on track,
SMEs may also be encouraged to formalize their @®&®selves and this may help them
with their internal management and to strengthemselves. This will reinforce the self-
enforcing spiral to greater awareness and imprdwe dquality and durability of the
management of CSR because subjective visions gmglesnented with objective measures
(andvice versa
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Conclusion

In the first section of this chapter, we discuss timdings of the previous chapters. The
findings on the drivers of CSP and the impacts 8RCOwill be further interpreted in the
discussion in Section 7.2 and 7.3 respectivelyeBam this discussion, we formulate policy
implications in Section 7.4 and limitations andedtions for further research in Section 7.5.

7.1 Findings

The central questions posed in this dissertatiermdrat the drivers of CSP are and whether
intentions of companies as formulated in CSR pedi@and implemented by programs really
result in impacts. The rational for CSR is thahight be an alternative for direct government
regulation to counter negative externalities fromef market operation. In a complex
economically liberated, globalized world orderwhich the regulating power of governments
seems to be less effective and the transactiors agstlirect regulation high, more self-
regulation by the market might improve social wedfaAs companies are often a powerful
market player, they are the natural choice to tdiee lead in taking over some of the
responsibilities that has traditionally been assthto governments. Although in the recent
decades companies indeed seem to take over sothesef responsibilities, no research has
been done yet to the question whether CSR indeeefite social welfare, and can therefore
be a credible alternative to direct government laggan on markets, or whether it is only a
way of window-dressing as many people and autharsc

This dissertation explores these questions byepmalizing the relevant relationships
and empirically tests these by using various tygfesata. We first introduced the conceptual
framework building on the tradition of CSP concegizations and by acknowledging that
CSP is built on the notion that society and the gamy are not two completely distinct
entities, as in the traditional way of thinking,tbaotertwined and therefore nor completely
distinct, nor identical: companies are operatinthinisociety and society is inherently part of
the companies. We then split the analysis in twrparts. The first part analyzes the drivers
of CSP and therefore the effects of society ondahmpany. We performed two analyses
based on two different datasets. The first analgsislied the economic and institutional
drivers for large companies based on CSP data fxorating agency, supplemented with
survey data on the drivers of CSP. The second sisadyudied the economic, institutional and
internal drivers for SMEs and large companies togietcompletely based on a large scale
survey that we sent out in 2011 to mainly SMEswelte European countries. These two
types of datasets were also used in the secondptre thesis, but then we focused on the
effects of the company on society and thereforaripacts of CSR. In the chapter based on
the SME survey, we explicitly acknowledged the etiént nature of SMEs compared to large
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companies and therefore reflect on the use of fizateons, which in literature are often
considered as being less appropriate for SMEshdn part, we also added a chapter on the
impacts of CSR in China, to explore how the ofteest®rn oriented way of doing CSR might
be applied to the Eastern Chinese culture.

Drivers of CSP (Chapter 2 and 3)

After the introductory chapter, Chapter 2 presetits analysis of the economic and
institutional drivers of CSP for large companiessd on Brown et al. (2010), Campbell
(2007) and Laudal (2011), we hypothesize a coneg¢ftamework in which we focus on the
influence of competition and institutional condit® We use rating data from a sustainability
rating agency to measure CSP and a survey to gaditeon drivers, to which 212 companies
from various parts of the world responded.

Results from the empirical analysis show that itingortant to distinguish the
influence from price competition and technologicampetition on CSP. We do not find a
significant effect of price competition on CSP ¢afsot a non-linear effect). However, results
indicate that technological competition positivelffects the level of CSP, which might be
explained by acknowledging that CSP might be paditiassociated with innovation capacity
and that technological competition might generalearaness among companies on the
strategic benefits of CSP. Besides technologicalp=iition, also the transparency in CSP is
found to have a significant effect on the level@BP of companies. Companies that are
subject to mandatory reporting and a higher le¥elan-governmental organization (NGO)
and media attention do have higher levels of CSRjcating that higher levels of
transparency and pressure from NGOs enhance CSRhérexplanation might be that they
make companies more aware of CSP. We do not fifrderge that collective self-regulation
through industrial organizations and business dshexhance CSP, which might be due to a
lack of awareness of industrial organizations amsirtess schools of the benefits of CSP. The
availability of slack resources also does not hevgggnificant effect on the level of CSP and
therefore the theory of slack resources is not supd. We furthermore found that larger
companies tend to have higher levels of CSP andcthapanies from European countries
with in general a fairly large welfare state oufpen companies from Anglo Saxon and
Asian countries. Although the latter finding isfaifilt to interpret unequivocally, it might be
explained by the notion that European companies tefiocus less on shareholder value only
and that a higher level of government regulatiom@iates rather than crowds out companies
to behave responsibly.

In Chapter 3, we again study the drivers of CSR,building on Chapter 2 we now
also explicitly model the transmission mechanisrtwien institutions and CSP by mediating
structures and internal motivational variables. $tevey was targeted at SMEs, and therefore
framed accordingly, but also sent to large commaniesides studying the effects from
economic and institutional drivers on CSP, we asadied the effects of stakeholder’s
responsiveness and strategic motivation of comparie 5,317 companies fully completed
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the survey, we had enough observations to tesfuthestructure of the model by using
structural equation modeling.

Results show that the strategic motivation of comge to CSP is an important
antecedent for the realized level of CSP. Strategtivation can be further specified by the
innovation motive, profit motive, regulation motivand reputation motive, of which
especially the reputation motive is found to behhigsignificant and substantial. The four
types of motivation seem to be highly correlated #rerefore jointly measure the underlying
concept of strategic motivation.

The strategic motivation is found to be positivaffected by the responsiveness of the
labor and product market on the company’s leveL8P. When employees favor companies
with higher levels of CSP and customers tend to imaye products or pay higher product
margins for products from responsible companiess improves the company’s strategic
motivation for CSP and therefore the level of tbenpany’s CSP. The responsiveness of the
capital market, though, is not in line with the egftions, as the effect is significant, but
negative, although not very substantial. This iaths that banks nowadays do not provide
much strategic motivation to companies to enharse.C

The empirical results furthermore indicate that tbgponsiveness of the stakeholders
on the labor, product and capital market is affedig the transparency of the company and
the level of technological competition. Only where tCSP of companies is transparent,
stakeholders on the various markets are enablekéoup their role in motivating companies
to enhance their CSP, otherwise they lack the médion to reward or punish companies.
Furthermore, technological competition is foundota relevant condition for stakeholder’'s
responsiveness, as without enough competitionebtdélers do not have alternatives and
therefore lack the power to respond to irrespoashi@havior. Price competition, however,
does not have any effect on the stakeholder’s respeness nor directly on the level of CSP.
This again shows the relevance of distinguishinigepand technological competition when
considering the effect of competition on CSP.

Technological competition also has a direct eftecCSP on top of the indirect effects
through mediation by stakeholder’s responsivenadsst&rategic motivation. The direct effect
of technological competition on CSP may point atgdlole positive effects from technological
competition on innovation and from innovation on RCSven when companies are not
explicitly aware of this relationship and therefal@es not improve their strategic motivation
for CSP (the innovation motive is one of the matiwé companies that fosters CSP). We also
find a direct effect from the monitoring of NGOsdamedia on CSP, which can be explained
by the fact that direct contacts between the compand NGOs through stakeholder
dialogues may make managers more aware of thegitabenefits of CSP, but may also
contribute to making managers aware of moral dinogssof being socially responsible and
thus stimulate their CSP for other reasons thaxesjic benefits. In contrast to the analysis in
Chapter 2, where we did not include a complex stinecinto the conceptual framework, we
can therefore now say that both interpretationghef effect of transparency in CSP are
adequate, as both the direct and indirect effddimosparency in CSP are significant.

135



Chapter 7: Conclusion

Again, we find that the larger the company, thehbigthe CSP of the company, both
directly and indirectly through the higher levelstdkeholder’s responsiveness. Furthermore,
as expected, companies on the business-to-cons®2€) market tend to have higher levels
of CSP than companies operating on a businesssiod®s (B2B) market, probably because
the latter types of companies will in general bssleisible and therefore more difficult to
target by its various stakeholders. We furthermbnel that companies from the UK
outperform companies in other European regionschvimight indicate a larger potential for
CSP in Anglo Saxon capitalism. The interpretatidrinis result is however complicated as
the regional differences might capture severaleices, like culture but also differences in
regulatory conditions. Finally, the results indeeamall sectorial differences: CSP tend to be
slightly above average in the energy and utilisestor and slightly below average in the
industrial, financial and ICT sector. Although aboaverage CSP in the energy and utilities
sector is expected, as those sectors have moeats@lsR issues, lower CSP in the industrial
sector is difficult to explain.

Impacts of CSR (Chapter 4, 5 and 6)

Do we take CSP in the first part of this disseotatas an aggregated construct to focus
completely on its drivers, in the second part waufoon the different components of CSP and
explicity model CSP as a relationship between wdwhpanies say they do (rhetoric), the
implementation of CSR and what companies actuallyiewe (realities). This second part
consists of three analyses: an explorative studg @SP in China, a study into the
relationship between CSR policies (rhetoric), immpdmtation and impacts for large
companies worldwide and a study into CSR impadEumope that explicitly recognize the
special nature of SMEs that tend to organize CSRlass formal way than larger companies.
In Chapter 4, we perform a study into the CSP ohganies in China. This study is
explorative as we use data from a small survey bachvonly 109 companies responded.
China is an interesting case as its business fgadgdlt with many social and environmental
scandals and furthermore because of the speciakenatf its economy. It is therefore
interesting to explore whether CSR, often considler® a typical Western notion, also works
in China and how it works. Results of the empiriaahlysis show that Chinese companies
that explicitly state their commitment into a caafeconduct tend to better implement CSR
through various organizational measures. Compathias communicate their commitment
(rhetoric) to external stakeholders subject theweseto the reputation mechanism and are
therefore supposed to have a strategic incentiverganize CSR well into the company.
However, we do not find much support that the im@atation of CSR also leads to real
achievements and therefore provides a contributmnsocial welfare for most issues
examined. Only 8 out of the 56 relationships weligti showed a significant CSR impact.
Also the impacts of the use of environmental andadananagement systems were found to
be very small. Although we found some significamdifect effects from the use of public
codes on CSR impact through the implementation ®IRCno significant direct effects were

136



Chapter 7: Conclusion

found, which suggests that if codes of conduct ridomte to impacts, then only through the
implementation of CSR. Improvements in the consuwnpbf renewable energy and the
recycling of waste, for example, were only found®significant when mediated by the use
of environmental targets.

In the second analysis, in Chapter 5, we extendrtbéel on CSP and use rating data
for 1,131 large companies worldwide to study thatienship between CSR rhetoric, CSR
implementation and CSR impact. As we argue, botétoric and implementation are
important factors for CSR to have impact. As weeheating data for three years, we can use
time lags in the model. We test the model for feavironmental issues (greenhouse gas
(GHG) emissions, renewable energy, water consumpaiod waste production) and two
social issues (gender diversity and working cood#). Some of those issues (water
consumption, waste production and working condg)oare only measured for specific
sectors and therefore only a smaller number of rebsens are available. For all
environmental issues and gender diversity, we fivad policies on these issues significantly
positively affect the implementation of these issugy using programs. For working
conditions, we do not find a significant effect. dimmentation, on its part, improves the
impacts for GHG emissions and the use of renewahézgy, but not for the sector-specific
issues water consumption and waste production. $igsificant effect is also found for
gender diversity and working conditions (except wihmpacts are measured as number of
fatalities). Furthermore, for all issues under Btigation, we find that if policies generate
impacts, this is only the case when those issuesalso implemented by using programs.
Implementation is therefore found to be a full nagoli of the influence from policies and
therefore a crucial element in the process frontorieto realities. The size of the company
seems to play an important role: the larger thepaomg, the more CSR is implemented and
the larger the impacts. We should, however, keepiimd that all the companies in the sample
are relatively large and SMEs are not includechia &inalysis. Reporting on CSP is found to
be a relevant generic organizational measure toawgpCSR impact. Furthermore, the results
show that for many issues, making the director amsjple for CSP improves the
implementation of CSR and therefore the impactswéier, we do not find a significant
effect of linking the director’'s remuneration to E;Svhich might also be due to the relatively
low number of companies in the sample that havednuiced such a measure yet.

In Chapter 6, we explicitly acknowledge the differ@ature of large companies and
SMEs and use the data from the SME survey whicludes 5,317 European companies.
Most of the current literature suggests that, dutheir different nature, SMEs should not be
asked to formalize CSR by for example setting t@rged reporting about achievements. We
study a more nuanced view in which we acknowletigedifferent nature of SMEs compared
to large companies, but that formalization mighiphe improve the impacts of CSR also for
SMEs. Therefore, we treat formalization as a péssitoderating effect, instead of a causal or
mediating effect on the impacts of CSR. Resultsastimt larger companies indeed tend to
formalize CSR more than smaller companies. Furtbegnfor most environmental and social
issues examined, doing effort on an issue has mfisant and substantial effect on the
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company’s impact on that issue. Formally implenrentCSR by measuring performance,
using targets and reporting positively moderatés riblationship. Therefore, contrary to the
common opinion in literature, for SMEs, formally plementing CSR positively contributes
to the impacts of CSR. Especially the interactietween subjective informal CSR effort and
objective formal measures seems to be fruitfuldnegating impacts.

7.2 Discussion of drivers of CSP

In this section we further discuss and interpretfthdings of the two analyses on the drivers
of CSP and show their mutual relationships. Marsults that we found were similar in the
two different analyses, which strengthen the befieheir significance.

Conceptual frameworks and datasets

Both Chapter 2 and 3 analyze the drivers of CSR, thay use different conceptual
frameworks and datasets. In Chapter 2, we use fdata a sustainability rating agency
(Sustainalytics) to measure CSP and sent out amiaudd survey to gather data on drivers.
The benefit of this approach is that we used tvWiedint datasets for the drivers of CSP and
realized CSP, therefore diminishing a possibleaadesirability bias and strengthening the
evidence for the relationships between drivers@8®&. The disadvantage of using the dataset
from Sustainalytics is that the dataset has non lspecifically developed for answering our
research questions, although it still provides vesgful information for this purpose. The
survey on drivers for large companies was senhtordy small number of companies (1,346
that were available in the rating data) and theeethe sample was relatively small (212
companies). Due to the limited number of compairiethe sample, we could not make our
conceptual framework too complex. Therefore, weragsed from introducing a complex
structure in the conceptual framework and only ttlie reduced form effects from the
various drivers on the level of CSP.

Although in Chapter 3 we only use one dataset hacefore the possibility of a social
desirability bias is larger, the survey we desigaedl sent out could be adjusted to the
research questions of this dissertation and incled@bles that are especially of interest for
SMESs. As the sample is larger (5,317 companiey ftdimpleted the survey), we could also
study the most important internal drivers (the @asi types of strategic motivation) and the
structure of drivers, therefore enabling to distiisy direct and indirect effects and allowing
more sophisticated interpretations of the results.

Competition
The results show that it is important to distinguigrice competition and technological

competition when considering the effect of compmtion CSP. Both analyses to the drivers
of CSP show that technological rather than priceaetition significantly and substantially
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affects CSP. As the second analysis shows thahtémyical competition affects CSP both

directly and indirectly (through stakeholder's respiveness and strategic motivation), at
least two explanations for this effect are tenablest, CSP seems to be positively related to
innovation capacity. Indeed, Ziegler and Nogare@809) show that the adoption of

environmental management systems is related toramaental product and process

innovation. Second, technological competition &fe€CSP indirectly through a significant

positive effect on the responsiveness of stakensldsly when stakeholders have something
to choose, they are empowered to reward and pwaistpanies for good and bad behavior
respectively. It is interesting that we find aneetf of price competition in none of the two

analyses and therefore no support is found foptheosition that CSP is hampered by price
competition (Van de Ven and Jeurissen, 2005). Euartlore, we also did not find any support
for the proposition of a non-linear relationshiptvoeen price competition and CSP

(Campbell, 2007).

Transparency

Besides identifying technological competition asiaportant economic driver of CSP, the
analyses in both Chapter 2 and 3 show the empmeabance of the role of NGOs and media
in generating transparency and therefore in driv@®pP. Active monitoring by NGOs and
media enforces the reputation mechanism by makamgpany operations more transparent.
The tactics of NGOs may vary from appealing diredidb the companies, organizing
demonstrations, pressuring local governments anbilizing media campaigns. Also the
media may independently operate as a watchdogeofdmpany’s CSP. That the media and
NGOs really have an impact on the actions of a @mps also highlighted by various cases,
like the Kenosha case of Chrysler, the Brent Spae ©f Shell, the Dolphin-Tuna case or the
construction fraud in the Netherlands (Grolin, Z9g@&Mahon, 1999; Wright, 2000).

Chapter 3, in which we tested the complex structidirérivers, shows that NGOs and
media have a direct as well as an indirect effectGSP. The indirect effect via the
stakeholder’s responsiveness illustrates that Bta#lers can only react to the company’s CSP
when NGOs and media provide them with the inforomato do so. It is, however, important
to remark that we did not account for the qualityh® information they provide, which will
be considered below when discussing the policyicapbns. The direct effect of NGOs and
media on CSP can be explained by the fact that gjeexerate awareness about CSR in the
companies. This actually is a prerequisite for esnsceptible for strategic motivations of
CSP at all.

In Chapter 2, we also study the influence of mémgareporting in generating
transparency. As SMEs are expected not to be deldjgo mandatory CSP reporting, this
driver was not included in Chapter 3. Chapter 2nghthat government regulation of CSP
through mandatory reporting has a significant pasieffect on CSP. Companies that are
subject to more transparency perceive a strongettagon motive and this motivates them to
a more active CSR policy. By making information @8P more transparent, rating agencies
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will have more access to information on CSP. ThiB fester self-regulation by market
participants, analogues to the effect of corpofiatencial disclosure in the past (Fung et al.,
2006). The rise of the financial reporting systemswot a fully autonomous process. The
American government played a major role by settipg basic reporting framework in 1933-
1934. This expanded the scope and reliability efitfiormation collected by rating agencies
considerably and consolidated their position aga player in corporate financial reporting.
Likewise, a basic legal framework in CSP reportomuld foster self-regulation in CSR
(Dubbink et al., 2008).

We do not find any support of an influence of istlial organizations or business
schools that provide information to companies of® CSspecially the absence of an effect of
industrial organizations is quite remarkable, as would expect that the type of information
industrial organizations provide make companiesenaavare of the strategic effects that CSR
has on their profitability, reputation and innowati Furthermore, they could provide tools or
instruments that companies can use to integratei@®Rheir operations.

Strategic motivation and stakeholder’s responsigsras mediators

In the second analysis, in Chapter 3, we explid#éigt the effect of the motivation of the
company on the level of CSP. Motivation is regardedhe mediator between stakeholder’s
responsiveness and the level of CSP. We do fingrafisant and substantial effect from a
company’s strategic motivation for CSP on the lesfeCSP. Strategic motivation appears to
be a combination of four types of motives: the profotive, reputation motive, innovation
motive and regulation motive.

Stakeholder’s responsiveness to CSP on productadadt markets is found to be a
relevant driver of CSP. This shows that once congsaperceive that employee turnover will
decline and product margins, product turnover amdivation of employees increase with
CSP, this provides them with a strong strategidwaton to integrate CSR into their strategy
and policies. Furthermore, as the analysis in Giepshows, stakeholder’'s responsiveness is
a relevant mediator for the effect of technologimaipetition and monitoring by NGOs and
media on CSP.

It would be interesting to disentangle the efigficteputation and innovation as drivers
for companies to invest in CSP. Reputation referthé legitimacy of the company, giving it
a license to operate, and is generally considesedteaditional argument for CSR. Innovation
helps the company to improve its market positionplogitively differentiating its product
from competitors and is often considered as a malevant argument these days to adhere to
CSR (Asongu, 2007). Although our findings do notkmat possible to decide which
influence is most important, our analysis providese indications that both are important.
First, our analysis shows that several variables thcilitate the working of the reputation
mechanism are relevant: reputation is acknowledgedan internal driver of CSP, the
responsiveness of stakeholders improves strategtovation, and transparency (monitoring
by NGOs and media and mandatory CSP reportingjusd to be a significant driver of CSP.
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Other variables show that also innovation is anartgnt driver: respondents give a high
score on innovation as being a motive for CSR.Harrhore, technological competition has
an effect on CSP, both directly and indirectly tha responsiveness of stakeholders. Current
CSR literature does not always take account ofr¢hevance of both types of influences on
CSP. One could, for example, question whether &n@pEP reputations are really good
reflections of underlying CSR values and behavibrstudies on CSP, these CSP reputations
are often used to measure CSP (Van Beurden andif@)s&008; Liston-Heyes and Ceton,
2009). It also challenges one of the findings ditgky et al. (2002) that the effects of CSR
on financial performance mainly stem from the efeaf the company’s reputation instead of
improved organizational efficiency. Our findingsoshthat companies perceive innovation
these days as another important strategic driv&S#H.

Company size

The size of the company is in both studies in Pddund to be a relevant parameter in
predicting the level of CSP: the larger the compdhg higher the level of CSP. The second
analysis shows that the effect is both direct amiréct. The indirect effects are mediated by
the higher level of stakeholder’s responsiveneshably because larger companies are easier
to monitor than smaller companies, which providekeholders with more information to
decide whether or not to reward or punish a compdre results indicate that the
responsiveness of stakeholders to CSP of small@panies is not as strong as for large
companies. One would have expected that, as tadielsolders are often more involved with
the company and therefore at least the qualithefibformation and its interpretation might
be superior, CSP of small companies is better ramtthan for large companies, but this is
apparently not the case.

7.3 Discussion of impacts of CSR
Conceptual frameworks and datasets

In comparing the results of the three analysedenmpacts of CSR, we should keep in mind
that we use three different conceptual frameworid @atasets. In Chapter 4, we use data for
109 companies in China, both large companies anBEsSMs we used survey data, we were
able to adjust the questions to our conceptual dvaonk. Due to limited sources, however,
we could not make the survey too long. Togetheh wite relatively small number of
observations, our conceptual framework is necdgsaot too complex. Although we use the
three relevant parts (rhetoric, implementation angact) and study their relationships, the
rhetoric and implementation part both only congémeric instruments like a code of conduct
and management systems. This study, thereforgplsrative.

In Chapter 5, we use a dataset with only large @mgs from Sustainalytics. This is
the same dataset as we used in Chapter 2, but modowot just use the overall CSP score
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but the various underlying indicators. The issukat tSustainalytics researches can be
constructed like a tree. Three main pillars aretirdisished: environment, social and

governance. Below this level several topics aréirdjsished like operations, products and
services, and employees. Under these topics wevéindus indicators. Research is ultimately
conducted at the indicator level. The about 15Q0catdrs that Sustainalytics uses can be
divided into two different types: generic indica@nd sector-specific indicators. The generic
indicators are applied to every company in the lsega. The sector-specific indicators are
only assessed for the companies for which theyedeant. Within each of the two classes of
indicators, Sustainalytics roughly distinguishesli¢gators on policies, programs and on
impacts for various social and environmental isstiégerefore, in our conceptual framework,

we are able not only to distinguish the varioustpand estimate their relationships, but,
contrary to Chapter 4, also do this on an issueiipéevel for each part.

In selecting the relevant issues for our analysi€hapter 5, we limited them to social
and environmental issues. Furthermore, we excltldesk issues for which there was no data
on one of the three parts (rhetoric, implementasiod impact). After that, we were left with 2
generic environmental issues (GHG emissions angwable energy consumption), 2 sector-
specific environmental issues (water consumptiod waste production), 1 generic social
issue (gender diversity) and 1 sector-specific adomsue (working conditions). For the
generic issues, we could use the whole sample 11¢bBnpanies), for the sector-specific
issues we used a subsample from those 1,131 coespamother benefit of using this rating
data is that we had data for three years (20079 20@ 2010) and therefore could also
introduce the time factor.

In Chapter 6, we used the same survey as we us€&hapter 3. Compared to the
dataset for large companies from Sustainalyticthénsurvey we were able to frame it to also
apply to SMEs. Therefore, we for example explicdlgtinguish informal and formal ways of
implementing CSR and therefore do not assume tirapanies have formal policies on CSR
issues at all but can also just ‘do effort’ on CE&Rrthermore, we were able to gather data on
four environmental issues (GHG emissions, energysaemption, water consumption and
waste production) and four social issues (womerb@ard, recruitment of employees from
disadvantaged groups, work-life balance and sickabsence rate) for all the 5,317 European
companies.

Overall, we do find many significant relationshipsit not for all issues and they are
often not very substantial. Below we discuss thdifigs in more detail.

Implementation as mediator

In both Chapter 4 and 5, we model CSP as a praceskich the implementation of CSR in

the company mediates the influence from rhetoscstated in policies, on achievements or
impacts. In both analyses, we find that if policiedeed result in impacts, then only through
the implementation of CSR. In other words: only wh@SR is somehow implemented into
the organization, rhetoric can result in realitig¢his is a relevant finding and shows the
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relevance of encouraging companies not only togmtetheir visions, but also to implement
them in a specific way into the organization. Tdies not imply, however, that rhetoric is not
an important element of CSP itself. Exactly in fatating their ideas and stating their
pretentions, companies bind themselves in showiag tesponsibilities. When companies do
not live up to those responsibilities, and the ¢omas for a well-functioning reputation
mechanism are fulfilled, not achieving the pretehdesults will be rather costly, as this will
diminish their reputation. Rhetoric itself, thenedpis a relevant prerequisite and guidance for
an adequate CSR implementation and a crucial eleofi¢he process to CSR impact.

When we look at the findings more specifically, fivel fewer impacts of CSR in the
analysis on companies in China than in the secoatysis on large companies worldwide. In
the analysis on Chinese companies, we find thatnwdiecode of conduct is in place,
companies also tend to implement CSR, but only @auiBof the 56 relationships we also find
a significant impact. We do, for example, find ampact for renewable energy and recycling
of waste, when a code of conduct and environmeatgets are in place. In the analysis on
large companies, we find for almost each issue é&dn(except working conditions), that
when a company has a policy on that issue, it #@sds to implement it by using programs.
However, we only find impacts for GHG emissions &mel use of renewable energy and not
for the other two environmental issues examinedigwaonsumption and the recycling of
waste). This might be due to the fact that theetatvo issues are sector-specific and therefore
we could only use a subsample for the analysis.débh social issues examined (gender
diversity and working conditions), though, we fimapacts when policies and implementation
of those issues are in place. As the analyses apiteh 4 and 5 differ significantly with
respect to conceptual frameworks and datasets,eashawed above, it is difficult to draw
strong conclusions here.

Implementation as moderator

Organizing CSR, however, can be done in a formaf, sy using policies, programs and
targets or more generic management systems, luiran informal way. In Chapter 6, we
explicitly acknowledge the different nature of SM&smpared to large companies. As they
are smaller, SMEs tend to be much more embeddetiein local environment and the
director often is more involved into the daily opgons. Their organization of CSR therefore
tends to be more informal than for larger compan&dl, our analysis shows that using
formal organizational CSR measures positively dbates to the impacts of CSR. We find a
moderating effect (together with a direct effecinfir doing effort on impact) for three social
issues (gender diversity, recruitment of employlees1 disadvantaged groups and sickness
absence rate) and four environmental issues (GH@sems, energy consumption, water
consumption and waste production). Only for theiessiork-life balance, we do not find a
moderating effect, nor a direct effect of doingoeffon the impacts. Although most current
literature on SMEs tends to shun formal CSR measmwr&MES, the significant moderating
effect shows that an adequate mix of a subjectiiermal organization and an objective,

143



Chapter 7: Conclusion

formal organization is very fruitful for SMEs. This not strange, as too many subjective
elements may make the company vulnerable for ttagieof the director. On the other hand,
too much formalization, especially in smaller comiga, can be improper for SMESs, as they
often just lack the time and finances to do thistttkermore, by diminishing subjectivity in
the company, it may crowd out intrinsic motivatidntrinsic motivation is subjective by
nature.

7.4 Policy implications

The findings in this dissertation give rise to wals specific policy implications for
governments.

First, as we find strong empirical support forasifive effect on the level of CSP of
technological competition, but no effect of pricenpetition, governments should distinguish
these two types of competition when considering atenpetition and CSR policy. As
technological competition improves the companygeleof CSP, innovative environments
should be encouraged. It should be noted, howehat,we did not study whether too much
focus on innovation might harm CSP and thereforethdr there exists an optimal level of
technological competition. One could, for examglggue that companies that are changing
too much tend to neglect their fundamental str@ctand its roots due to time pressure,
thereby ultimately decreasing social welfare ouget Governments therefore not only have
the responsibility of fostering innovation, but @l®f evaluating the right amount of
innovation and therefore keeping an eye on theamaiility of the society. As our results do
not show any effects of price competition on C$Reems that price competition is not as
important in CSR policy as technological competitio

Second, although we find the relevance of stakkitd responsiveness to strategic
motivation of companies and therefore in contribgtito higher levels of CSP, the
responsiveness of the financial market, and moeeiipally banks, seems to be lacking. Also
in our interviews with directors from SMEs to p&t®ur survey, we discovered that many
were disappointed that banks too often only comssifaple financial figures when making
their lending decisions to them, instead of alsesatering the company’s other contributions
to society. As providers of funds are often powkestakeholders, this is a missed chance. One
way to deal with this is that banks get convindeat &also considering these extra-financial
aspects of corporate performance reduce the risttstterefore the costs of their portfolio.
This, however, is solely a strategic motivation fanks. One might wonder whether banks
cannot be asked to take more responsibility thaty s they are institutions that can really
make a difference here and have a special respliysitor social welfare. Especially
nowadays, when the irresponsible behavior of bamid the financial sector in general, is
generally considered as the main cause of the recisis in the world economy, one would
expect some more awareness and therefore morefoydhese initiatives. Governments and
central banks are expected to be able to stimblatks and financial institutes to consider
CSP when lending to companies by for example imvgsh long-term relationships with
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their clients. Only through these long-term relasibips, banks can judge the responsibility
their clients take for the social welfare othemtimaaking profits.

Third, we find that NGOs and media play a relevaie as drivers of CSP. Not only
do they provide stakeholders with the informatidreyt need to strategically motivate
companies to improve their CSP levels, they alswemse the awareness of companies of
CSR as such and therefore directly contribute & dtrategic motivation of companies to
CSP. What we, however, did not study is the rol¢hefquality of information from NGOs
and media. As the role of NGOs and media has begoare important these days, also the
number of hypes and therefore wrongful rewardingl gmunishment of companies has
increased. A relevant question, therefore, is hHosvduality of information can be sustained
and therefore the effort that stakeholders androzgéions take to really understand what a
company is doing, as wrongfully rewarding and phimig can easily diminish social welfare.
One could then even assert that it is better nehtw, than not knowing that one mistakenly
thinks to know something. It is exactly contribgfito this wisdom that is the responsibility of
governments. In The Netherlands, for example, themment introduced courses to enhance
the ‘media wisdom’ of the youth. Furthermore, gawveents can also improve the quality of
information by encouraging companies to report aeirt CSP and by facilitating an
environment in which reporting is a honest way ofmmunication between companies and
stakeholders, in which companies know what stalddisl ask them to report and
stakeholders take the effort also to interpretrédports, instead of only reacting on abstractly
reported facts. Rating agencies, with their expertif tapping into the informational needs of
stakeholders and experience in interpreting comipamgporting, might function as an
important mediator here. As rating agencies mdionbus on large companies, ways have to
be found how to involve SMEs in this process. Tedbgical tools, which better enable them
to compare their CSP with their peers, might coote here.

Fourth, governments should acknowledge that lagmpanies and SMEs cannot be
approached in the same way in CSR policy. As SMEséien more embedded in the local
environment, often depend heavily on the directamiglvement and have fewer financial
resources than large companies, SMEs are oftendedjas being less able to formalize CSR.
Therefore, it is also less advisable to ask therdadhat, as this may generate aversion to
CSR. Still, we find that a right mixture of subjeet informal organization and objective
formal organization of CSR is fruitful in fosteringSR impacts. Therefore, governments
should encourage SMEs to at least try to objeatifgrnal organizational management issues.
Governments could, for example, improve the supmort knowledge that industrial
organizations and business schools provide. Oulysthows that these organizations do not
contribute much to the CSP level of companies Bgtenhancing their commitment, SMEs
can be supported to think more carefully aboutrt@$P and the optimal way for them to
organize it in their company.

Fifth, we find that companies that operate on B# market tend to have higher
levels of CSP than companies that operate on thig rBarket. This can be explained by the
fact that companies that deliver to consumers anemisible and therefore more subjected to
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the working of the reputation mechanism and theutan motive is found to be a
significant and substantial motive for CSP. It #fere seems reasonable to encourage B2C
companies to also take care of the CSP of the coiepa&arlier in the supply chain. There is
much interest nowadays in supply chain managem@ptiernments can improve this
management by enhancing the reporting requireneen@SR, also for B2B companies.

Finally, our results show that CSP levels increag®n directors are being made
responsible for the company’'s CSP. We do, howemet, find support that linking the
director’'s remuneration to CSP improves the leeél€SP, but the relatively low number of
companies that already have implemented this meamsight explain this. Still, we think that
linking remuneration to CSP might be a smart polespecially nowadays when the public
opinion, at least in The Netherlands, is strongjgiast bonuses. By making the achievements
of public goals broader than only making profitstmd the bonus, these bonuses will not only
be more acceptable for citizens, but also mordyfesward the director’s real contribution to
the company and the society. This will be quitéhallenge, though, as it is not that easy to
assess this kind of performance. Alternatively, enamformal ways of dealing with a
director’s extra-financial contribution may be metd, like granting him more sovereignty
and other non-monetary rewards.

7.5 Limitations and further research

Although this study covers as many relevant aspiectshe analysis into the rhetoric and
realities of CSR as possible, this study is necégsaibject to many limitations that give rise
to further research. We distinguish conceptualeswhometric limitations and shortly discuss
some of them. We also discuss some possible egteniir the empirical research.

Conceptual limitations

The question to the rhetoric and realities of CSRased in this dissertation is very broad
and quite pretentious. This is mainly due to the faat this dissertation was written as part of
the extensive IMPACT-project, in which this questimas explored. Although this broad
approach contributes to a better understandingeoptoblem at hand and therefore generates
a research agenda, in future research a stronges fon various parts would be warranted.
For example, the relationship between the variarsspof the CSP model should be further
studied, which would not only contribute to imprdvéheoretical underpinnings of the
relationships, but also to stronger definitions tbé various parts. In more thoroughly
examining the relationship between CSR rhetoric anplementation, for example, one
might examine the difference of CSR rhetoric asgmiori part and CSR implementation as
an a posterioripart. As the model that we now use is conceptuglie generic, there is a
high risk of contamination of the various partse@fication of the model could counter this.
This also holds for the various specific social andironmental issues that we study:
due to the broad question, we cannot more thorgqughidy the various specific issues in
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isolation. Much is written, for example, about theue of board gender diversity. By studying
this literature and focusing on this specific issuere concrete implications could be derived
from the analysis.

Besides that the conceptual framework is relatiggyeric, we also had to restrict it.
Most importantly, we assume that CSR impact at cbmpany level affects social and
environmental trends at the level of society ingame way. This assumption, however, could
be questioned. These social and environmental itapcthe business level have direct as
well as indirect effects on society. The directigbionpact concerns the effect that a change
in CSR in an individual company will have on theisblevel, merely from its being part of
the broader environment. For example, if a compaeguces its GHG emissions on
production sites, this will directly lead to a (dipaverall reduction of GHG emissions at the
social level. Likewise, if a company improves inder diversity, it will directly lead to a
small increase in gender equality at the sociatll¢in proportion to the company’s size).
Besides these direct effects, the impacts at teeess level may have indirect social effects
by affecting CSP of other companies. Such indineqtacts arise from the diffusion of CSR
conducted in companies into their specific sectmd ultimately the macro environment.
Once a company has established CSR impact, vdaoters effectively act as multipliers in
that they put pressure on companies operatingersfime sector to imitate their innovative
peer, which leads to diffusion of CSR, multiplyitige initial direct impact of a single
company’s CSR impact. Companies with higher leeéI€SP may contribute to a cultural
change in the sector to take better care of CSfPefitre fostering CSR impact at the macro
level also indirectly. However, companies that hhigh levels of CSP may also discourage
other companies to invest in CSP or even encouttzgya to specialize themselves in doing
business without investing in CSP. The significanfehese effects also depends on the
behavior of the other market participants, liketoogers that care about CSP or not. It also
shows the possible relevance of industrial orgdiuira to coordinate the behavior within the
sector. Depending on the net effect of these factbe overall indirect impact can range from
very negative to very positive, but it could als® regligible if they balance each other out.
Moreover, these indirect impacts may not only afieen a change in CSR impact of the
company, but also from the CSR implementation apamg undertakes. This is because a
company’s CSR policies and programs might havgrmasing effect on its peers, especially if
rhetoric and measures are more easily observedrtizacts. In short, further research on the
relationship between CSR impact at the businesd lavd CSR impact at the level of society
is advisable.

Econometric limitations

First, most of the empirical research is done dha for only one year. The only exception is
the study on the impacts of CSR for large compamiesvhich we use rating data for three
years. This means that in most studies we canmotuat for the time dimension in the causal
relationships and therefore have fewer opportuiteidentify causality. Therefore, it would

147



Chapter 7: Conclusion

be interesting to redo the analyses and use datdifferent years. Panel data, especially for
the extensive survey on European SMEs, which 5¢@tipanies fully completed, would be
valuable for getting more insights into the relavaaationships.

Second, many relationships in our study are sulegbossible reverse causality.
Strategic motivation, for example, could also beisesl by CSP, although we cannot
explicitly test this. Although we tested for endongity by using Hausman'’s endogeneity test,
it would be more appropriate to use instrumentaiades to exclude reverse causality.
Proper instrumental variables to test for thesatimiships, however, are difficult to find.
This is another reason for using panel data inréutesearch, as using time lags is a fruitful
way of countering inverse causality.

Third, we found out that it is difficult to obtaigood financial data from SMEs.
Therefore, we were not able to control for sladoreces in the analysis for European SMEs.
In the analysis for large companies, however, wendo no significant effect of slack
resources on CSP. Furthermore, the effect of thed & competition could be used as a proxy
for slack resources, as it is conceptually cleat shack resources are expected to be lower the
higher the level of competition.

Extensions for empirical research

In presenting the results, we discovered sevetalasting influences of control variables,
which we did not further study. We shortly disctwe of them.

First, we find some influences of the sector inakhihe company operates, but did not
further study them. In the analysis for large comes in Chapter 2, we find that the energy,
material, industrial, healthcare and ICT sectorehawhigher level of CSP than the consumer
and financial sector. As especially the energy ematand industrial sector are expected to be
subjected to higher levels of negative externaaf, their relatively higher level of CSP is as
expected. In the second analysis where also SMEmeluded, we again find that companies
in the energy sector have higher levels of CSP thasther sectors, although we do not find
higher levels in the material and industrial sectdso when we studied the impacts of CSR,
a univocal interpretation of the findings was nasgble. Therefore, although sectorial
differences are apparent per issue, we cannotifigentclear structure and further study is
therefore warranted.

Second, it would be interesting to further study itifluence of the region in which the
company operates. We found that companies from geam countries with a fairly large
welfare state outperform companies from Asia amunfrAnglo Saxon countries within or
outside the EU with a smaller welfare state. Theselts indicate that the larger potential for
CSR in Anglo Saxon capitalism is not supported hRathe opposite seems true. This may be
due to the broader orientation than on sharehold@due only in Continental European
countries. But it may also be due to the fact gmternment regulation stimulates rather than
crowds out the inclination of companies to takepoesibility for social welfare by signaling
the high priority that social and environmentaluiss receive in society and the democratic
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support for them. The interpretation of these itssid complicated, however, because the
regional dummies in our analysis may capture séwbff@rent types of influences, such as
culture and general government regulation. Moreassh is therefore warranted.

Amsterdam, 15 september 2014
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