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Abstract
Research summary: Building on the comparative

capitalism's notion of institutional complementarities,
we examine whether firms’ simultaneous adoption of
managerial entrenchment provisions (MEPs) and
corporate social responsibility (CSR) reinforces or
undercuts one another in influencing firm financial
performance. We propose that the financial impact of
such configurations is contingent on the country's insti-
tutional setting. In Liberal Market Economies (LMESs),
where firms face strong pressures to achieve short-term
goals, the combination of MEPs and CSR creates share-
holder value, particularly when firms engage in inter-
nally oriented CSR projects. Conversely, in Coordinated
Market Economies (CMEs), where institutions already
curb short-term demands, the combined adoption of
MEPs and CSR initiatives destroys shareholder value,
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particularly when this CSR is external. Overall, our
study enhances understanding of the institutional com-

plementarity between corporate governance and CSR.
Managerial summary: This study examines how two

organizational practices, managerial entrenchment pro-
visions (MEPs), and corporate social responsibility
(CSR), combine between them to improve or reduce
firms’ financial success. Our analysis demonstrates that
institutional framework has a strong influence on their
combined effect. When the institutional context sup-
ports solutions to coordination problems among eco-
nomic agents through market-based arrangements,
MEPs allow the implementation of strategies directed
to promote long-term investments and relationships. In
this case, MEPs when paired with CSR allow generating
intangibles that contribute to create shareholder value.
Contrarily, in frameworks with coordination mecha-
nisms based on nonmarket arrangements, the joint
adoption of MEPs and CSR destroys value by increasing
the power of managers and blockholders to extract
rents at the expense of firms’ minority shareholders.

KEYWORDS

comparative capitalism, corporate governance, corporate social

responsibility, managerial entrenchment, shareholder value

1 | INTRODUCTION

Considerable strategy research is concerned with how to ensure that senior management acts in
the benefit of firm shareholders. Corporate governance scholars, for example, studied the degree
to which governance provisions, such as the takeover market, prevent managers from engaging
in activities that fail to maximize stakeholders’ long-run value (Aguilera, Desender, Bednar, &
Lee, 2015). Also, the corporate social responsibility (CSR) literature developed a corporate control
perspective (Filatotchev & Nakajima, 2014), according to which firms’ CSR constitutes a form of
self-regulation that limits the set of acceptable actions that corporations can adopt when inter-
acting with their stakeholders (Matten & Moon, 2008; Scherer & Palazzo, 2011). Either through
the adoption of corporate governance provisions or through the engagement in CSR, scholars
predicted less room for managerial opportunism and higher incentives for generating shareholder
value. The empirical evidence, however, produced mixed findings regarding the influence of take-
over threats, CSR, and other governance arrangements on firm value.

Some research attributed this inconclusive evidence to the independent evaluation of the
impact of each provision, neglecting the configurational relationship of these arrangements as
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well as where they are embedded (Aguilera, Filatotchev, Gospel, & Jackson, 2008; Misangyi &
Acharya, 2014; Rediker & Seth, 1995). The effectiveness of a corporate governance provision is
therefore said to increase or decrease depending on the combination of provisions—the so-
called corporate governance bundle (Rediker & Seth, 1995; Sundaramurthy, Mahoney, &
Mahoney, 1997). Inspired by the governance bundle thesis, several studies have explored how
multiple governance provisions work interactively to generate firm value (Bell, Filatotchev, &
Aguilera, 2014; Lewellyn & Fainshmidt, 2017; Misangyi & Acharya, 2014; Oh, Chang, & Kim,
2018). To date, however, this research has primarily focused on the study of complementarity
or substitution among corporate governance arrangements at the firm level, paying less atten-
tion to how the governance bundles interact with the national institutional system to create or
destroy firm value (Misangyi & Acharya, 2014).

In this study, we explore the effectiveness of governance bundles by focusing on the com-
plex interplay between arrangements that thwart corporate control (i.e., managerial entrench-
ment provisions or MEPs) and CSR activities. We argue that the combined effect of MEPs and
CSR on firm value is explained by their complementarity (or lack thereof), which in turn
depends on the governance rationale behind their adoption—rationales that may vary from
country to country. When MEPs and CSR are adopted with the same rationale (i.e., they are
coherent between them), they will work together as complements by mutually reinforcing each
other to enhance firm value. Yet, as each national institutional system may possess a distinctive
dominant governance logic (Aguilera, Judge, & Terjesen, 2018; Crossland & Hambrick, 2011),
we expect this coherence between MEPs and CSR to be fundamentally different across coun-
tries, therefore affecting firms’ ability to create value differently.

In developing our argument, we draw upon comparative capitalism scholars’ observation
that institutions vary across countries but that the variation is not as large as to preclude the
formation of shared national institutional settings or “varieties of capitalism” (VOC; Amable,
2003; Fainshmidt, Judge, Aguilera, & Smith, 2018; Hall & Soskice, 2001; Jackson & Deeg, 2008;
Whitley, 1999). To explore the influence of VOC on the effectiveness of corporate arrangements,
we adopted Hall and Soskice's (2001) framework, which distinguishes Liberal Market Economies
(LMEs) from Coordinated Market Economies (CMEs). LMEs are characterized by a stock
market-based financial system, fluid labor markets, education and training systems offering
general skills, a limited use of networks and alliances among firms, and a concentration of
firms’ decision-making power in top management. On the other hand, CMEs are characterized
by a bank- or state-based financial system providing patient capital, strong internal labor mar-
kets based on employment protection, training systems that promote firm-specific skills, an
extensive use of networks and alliances among firms that favors the internalization of three
stakeholder groups’ interests—top management, shareholders, and workers—in firm's decision
making (Kang & Moon, 2012).

Based on these institutional differences, we examine how MEPs and CSR coalesce to shape
firm value in firms located in these two distinctive types of capitalisms. We propose that, in
LMEs, the adoption of MEPs relaxes short-term market pressures and, hence, empowers man-
agers to embrace a long-term perspective in decision making, such as the engagement in mutu-
ally beneficial long-term relations with firm stakeholders through CSR. This coherence
between MEPs and CSR is likely to generate positive firm value. In contrast, in CMEs, non-
market (negotiated) institutional arrangements exert strong influence on firms’ governance and
CSR. In this context, we argue that discretionary increases in MEPs and CSR do not appear to
target the creation of shareholder value. Rather, CSR activities exceeding the stakeholders’
negotiated expectations accompanied with the adoption of MEPs can be justified by the
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reputational rents and private benefits that CSR may grant to top managers and large share-
holders (blockholders), typically at the expense of minority shareholders. We tested, and found
support for, our argument using a dataset that combines information on social, environmental,
and governance dimensions with other firm- and macro-level variables of a sample of 3,187
publicly listed corporations from 37 countries. Taken together, our theory and findings contrib-
ute to the configurational perspective on corporate governance and to comparative strategic
management by (a) showing that shareholder value does not automatically follow from a partic-
ular corporate governance bundle, but it is contingent on the country-level institutional frame-
work, and (b) examining the contextual conditions for the emergence of positive
interdependencies between corporate governance provisions and CSR.

2 | THEORY AND HYPOTHESES

A central premise of comparative institutional analysis is that “institutions matter” for
explaining organizational outcomes, and that substantial variation exists across countries in
terms of the institutions that matter most (Amable, 2003; Hall & Soskice, 2001; Whitley, 1999).
Despite national diversity in institutions, countries tend to cluster into distinct institutional set-
tings that define the “rules of the game” regarding how economic actors coordinate their
actions in order to obtain competitive advantages and solve conflicts of interests among differ-
ent stakeholder groups (Bell et al., 2014; Hall & Soskice, 2001; Haxhi & Aguilera, 2017; Jack-
son & Deeg, 2008). Different typologies of institutional settings have been proposed in the
literature (e.g., Amable, 2003; Whitley, 1999), yet the most influential is probably that of Hall
and Soskice (2001), which has been widely validated to cluster advanced industrialized coun-
tries (Fainshmidt et al., 2018; Witt & Jackson, 2016).

Hall and Soskice (2001) identified two varieties of capitalism (VOC), the Liberal Market
Economies (LMEs) and the Coordinated Market Economies (CMEs), whose characteristics
are summarized in Table 1. Though all nations function with multiple logics, it is quite
likely that one logic would dominate all others (Aguilera et al., 2018). For LMEs, the logic
of the market is the dominant one. Firms hinge on competitive market relations to resolve
coordination problems with their finance suppliers. The governance of firms is oriented
toward shareholder value maximization and demands from other stakeholders are subordi-
nated to shareholders’ interests. Financing decisions in stock markets are usually based on
short-term profitability (Flammer & Bansal, 2017), which could reduce the managerial
interest on CSR activities (Kacperczyk, 2009), given CSR long-term payoffs (Eccles,
Ioannou, & Serafeim, 2014). In contrast, firms in CMEs address coordination problems
between managers and suppliers of capital through nonmarket arrangements. In CMEs,
stock markets are less developed and firms are (a) generally owned by blockholders,
(b) highly dependent on long-term debt financing, and (c) reliant on tightly interconnected
relational business networks. Patient capital supplied by blockholders and banks reduces
the pressure to increase short-term profitability (Aguilera & Jackson, 2003; Schneper &
Guillén, 2004). Thus, CME firms can afford to adopt a long-term orientation and invest in
projects generating returns in the long run, such as long-term relationships with
stakeholders.

Though VOC is sometimes subject to some criticism (Fainshmidt et al., 2018; Judge,
Fainshmidt, & Brown III, 2014), as discussed in our Robustness Checks section, it has advan-
tages in terms of parsimony and capacity to explain countries’ economic organization and, more
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importantly for our purposes, studies applying VOC show that this framework offers a powerful
conceptual tool to capture the influence of institutions on firms’ corporate governance (Fiss,
2008) and CSR (Kang & Moon, 2012), as we articulate next.

2.1 | Varieties of capitalism and managerial entrenchment provisions

Countries’ bundle of institutions defines how power over decision making is distributed within
firms, starting with the degree of discretion available to CEOs (Crossland & Hambrick, 2011)
and followed by the rights and influence of employees and other stakeholders (Aguilera & Jack-
son, 2003). In LMEs, dispersed ownership of corporations normally concentrates authority in a
single insider group: the top management team. The market-driven financial system counter-
balances the many risks associated with this insider power by exerting significant pressure to
meet short-term goals. In turn, this pressure can lead insiders to adopt a myopic view and forgo
projects with long-term payoffs (Gourevitch & Shinn, 2005), unless managers adopt MEPs,
which grant them further insider power (e.g., Humphery-Jenner, 2014; Kacperczyk, 2009; Stein,
1988). In firms exposed to takeover threats, such greater insider power may lead to firm value
enhancement, when managers use the extra protection to invest in long-term projects, such as
firm-specific investments in R&D and human capital (Mahoney, Sundaramurthy, & Mahoney,
1997; Pugh, Page, & Jahera Jr, 1992; Sundaramurthy et al., 1997, Wang, Zhao, & He, 2016).
However, if managers use the protection granted by MEPs to allocate firm resources for their
personal benefit, the long-run competitiveness of the firm can be compromised (Mahoney et al.,
1997). Hence, given the interdependence among MEPs, other governance provisions, and
resource-allocation decisions, some authors suggest the need to adopt a contingency approach
to examine the conditions under which MEPs enhance firm value (Sundaramurthy, 2000).

In contrast to LMESs, hostile takeovers are seen by CMESs’ national governments as a threat
to the coordinated, stakeholder-centered logic and, for this reason, takeovers have been largely
discouraged by national institutions (Goergen, Martynova, & Renneboog, 2005; Humphery-Jen-
ner, 2012; Schneper & Guillén, 2004). Even though institutions curtail the threat of takeovers,
many leading corporations in CMEs complement such institutional protections by adopting
additional firm-level governance provisions (Goergen et al., 2005; Humphery-Jenner, 2012).
Such adoption of MEPs requires the approval of the company's board, which typically repre-
sents the blockholders’ interests (Goergen et al., 2005), so any escalation in entrenchment might
be interpreted as a strategy of managers and blockholders to reinforce their insider power in
the firm and potentially pursue their private benefits at the expense of the company's overall
financial performance. Consistent with this idea, empirical evidence for CMEs (e.g., Crongvist,
Heyman, Nilsson, Svaleryd, & Vlachos, 2009) shows that entrenchment discourages invest-
ments in projects that lead to more shareholder value.

2.2 | Varieties of capitalism and CSR

Given the imperfect protection of the interests of societal stakeholders by country-level institu-
tions (Scherer & Palazzo, 2011), some corporations expanded their responsibilities beyond
purely instrumental motives and demonstrated an increased awareness and involvement in the
resolution of societal concerns through their engagement in CSR (Brammer, Jackson, & Matten,
2012; Matten & Moon, 2008; Scherer & Palazzo, 2011). From this perspective, CSR encompasses
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a large array of voluntary and explicit attempts of corporations to integrate social and environ-
mental concerns in their long-lasting interactions with their stakeholders, through activities dif-
ferentiated from those that reflect the social responsibilities of government (Matten &
Moon, 2008).

In LMEs, where institutions to channel stakeholder demands are absent or minimal, CSR is
an opportunity for firms to differentiate themselves from their peers (Aguilera, Rupp, Wil-
liams, & Ganapathi, 2007). These instrumental reasons may clash with a stock market-based
financial system that limits the magnitude and duration of CSR investments that do not add
shareholder value. Firms are allowed to establish and develop relationships with stakeholders,
if through these relationships firms expand their opportunities, beyond market-based transac-
tions, for value-creating exchanges (Hillman & Keim, 2001; Surroca, Tribé, & Waddock, 2010;
Wang & Bansal, 2012). Yet, for these opportunities to materialize, firms need to operate within
a long-term horizon (Eccles et al., 2014; Flammer & Bansal, 2017), which is possible if managers
are relieved from the pressures to meet short-term performance goals and provided with appro-
priate incentives to engage in long-term relationships with stakeholders (Flammer, Hong, &
Minor, 2019). Yet, this value-enhancing view of CSR in LMEs is not exempt from criticism.
Rather than contributing to create value, firms’ engagement in CSR can be part of a managerial
strategy to leave legacies, enhance their personal reputations, pursue career opportunities, and
enjoy private benefits associated with the control of the firm (Barnea & Rubin, 2010; Cespa &
Cestone, 2007; Hemingway & Maclagan, 2004; Pagano & Volpin, 2005; Prior, Surroca, &
Tribo, 2008).

In contrast to LMEs, CME firms’ responsibilities toward stakeholders are normative
(Matten & Moon, 2008). This institutionalization of stakeholder expectations puts significant
pressure on firms to comply with the normative expectations for acquiring legitimacy
(Brammer et al., 2012) and, thus, leaves little discretion for firms to engage in differentiated
CSR activities (Jackson & Apostolakou, 2010). Once legitimacy is granted, value-maximizing
firms should have little interest in expanding CSR further (Matten & Moon, 2008). Yet, firms
and their insider groups may have conflicting interests. Research has shown that corporate
insiders can use CSR programs as ceremonial acts to secure their personal reputations and get
their stakeholders’ approval for decisions that enlarge insiders’ private benefits while hurting
overall firms’ financial performance (Barnea & Rubin, 2010; Surroca & Tribd, 2008). In this
case, the adoption of CSR would destroy value if CSR is feeding the firms’ internal power
(Hawn & Ioannou, 2016).

2.3 | Coherence between managerial entrenchment provisions
and CSR

The VOC framework suggests that, within each variety of capitalism, one logic may dominate
all others and that corporate practices may operate as complements when they are both
designed following this overarching institutional logic—a market or a nonmarket coordination
logic. Complementarities, in this context, refer to the mutual enhancement of two or more prac-
tices in a particular institutional setting to generate greater positive returns (Aguilera et al.,
2008; Witt & Jackson, 2016). We take this argument further and stress that corporate arrange-
ments such as MEPs and CSR (a) might deviate from the dominant logic within the variety but
(b) they may still be designed following a coherent rationale: That is, both arrangements may
follow the same logic, even when this logic is not dominant. When these conditions are present,
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then, the resulting configurational bundle may lead to positive firm outcomes, as well. This
argument is in line with the notion of governance deviance as a competitive strategy (Aguilera
et al., 2018). Based on this notion, we propose that the coherence in the adoption rationale of
both MEPs and CSR, in each variety of capitalism, will influence their firms’ value. In other
words, MEPs that grant higher insider protection may offer higher returns when coupled with
the implementation of CSR if both practices are designed under the same logic, even when that
logic is not the country's dominant one.

As previously discussed, the market logic of LMEs limits the options for firms to engage in
valuable long-term interactions with stakeholders. For this reason, we argue that the rationale
behind the adoption of MEPs, which deviates from the dominant logic, shows great coherence
with that of CSR, as both arrangements can reinforce each other to extend firms’ decision time
horizon and increase organizational performance and legitimacy. Specifically, to develop CSR
projects with superior long-term payoffs, firms should cultivate deep and lasting relationships
with their stakeholders. The logic of the market behind the takeover activity and its short-term
orientation toward profit maximization is incoherent with the establishment and maintenance
of these long-term CSR relationships (Waddock & Graves, 1997). For example, Graham, Har-
vey, and Rajgopal (2005) reported that three-quarters of the executives they interviewed would
sacrifice projects that could generate long-term economic value if their implementation would
imply not meeting short-term earnings expectations. This myopia caused by the short-term ori-
entation of capital markets could be alleviated by means of MEPs. In effect, a strong protection
against the market-based discipline may shield managers from short-term pressures on perfor-
mance and allow for the adoption of a long-term orientation in resource allocation decisions
(Stein, 1988). This long-term horizon is important to develop, strengthen, and maintain ongoing
relationships with firm stakeholders (Flammer & Bansal, 2017). Such long-term repeated inter-
actions enable firms to enlarge the range of value-enhancing exchanges with their stakeholders
beyond what is available through market interactions (Hillman & Keim, 2001).

Along with these lines, research has shown that with greater insider power (granted by
MEPs), managers could assume more bidding and profitable investments toward their stake-
holders. For example, Flammer and Bansal (2017) find that managers, when relieved from
short-term market pressures, are more likely to adopt a long-term perspective in their value cre-
ation decisions, which will lead them to invest more heavily in building strong and long-lasting
relationships with their stakeholders."

Given the foregoing arguments, we argue that the rationales with which MEPs and CSR
programs are adopted in LMEs, though deviating from the dominant market logic, are coherent
so that MEPs and CSR reinforce each other in a positive way by mutually generating greater
financial performance. Hence, we expect:

There is, however, a risk that, once relieved from the market pressure, managers may take advantage of their
immunity to pursue their personal agenda and use CSR to promote their social image. Past research seems, however, to
reject this possibility based on two arguments. First, the use of CSR for entrenchment purposes is not necessary, once
the MEPs have been approved. Managers may have little incentive to share with stakeholders the private gains
expropriated from shareholders if stakeholders’ support is not needed to keep their power within the firm (Cespa &
Cestone, 2007). And second, if the motivation for CSR were self-promotion, the CSR investment would be directed to
highly visible and discretionary areas such as charitable giving, promotion of education, support of the arts, or
initiatives to protect the natural environment (Crongqvist et al., 2009; Surroca & Tribo, 2008), instead of developing
stakeholder relationships that bind actors to long-term commitments (Witt & Jackson, 2016).



SURROCA ET AL.

Hypothesis 1 (H1) In firms operating within LME institutional systems, the interaction
between the extent of managerial entrenchment provisions (MEPs) and corporate social
responsibility (CSR) activities has a positive impact on corporate shareholder value.

In contrast, we argue that, in CMEs, MEPs and CSR are adopted following incoherent ratio-
nales. Firms in this institutional setting are characterized by the presence of large shareholders
that grant patient capital, releasing pressure on managers to focus on current performance
(Aguilera & Jackson, 2003; Schneper & Guillén, 2004). Such blockholders’ commitment opens
opportunities to invest in projects that generate long-term returns, such as enduring collabora-
tive relationships with stakeholders (Hall & Soskice, 2004). In this type of capitalism, incentives
to engage in such long-run projects are preserved by corporate laws that make it difficult for a
potential bidder to launch hostile takeovers and override the implicit social contracts with
stakeholders (Schneper & Guillén, 2004). In short, the legal and ownership protection of
insiders and the long-term collaboration with stakeholders are corporate arrangements that fol-
low the dominant logic of nonmarket coordination.

Contrary to what we have argued in LMEs, adopting MEPs in a CME does not necessarily
afford corporate insiders with greater incentives to invest in superior long-term projects (given the
lack of short-term pressure on shareholder value). Instead, research shows that entrenchment is
associated with a strengthening of insider power, which leads insiders to enjoy larger private bene-
fits of controlling the firm, make less efficient investment decisions, and finally achieve lower corpo-
rate financial performance (Crongvist et al., 2009; Goergen et al., 2005; Humphery-Jenner, 2014).
This self-interested orientation of managers when adopting MEPs, represents a notable deviation
from the dominant logic of corporate governance in CMEs, according to which the interests of all
firm stakeholders should be balanced (Aguilera et al., 2018). In terms of the model of Aguilera et al.
(2018), MEPs would therefore represent a form of deviance that under-conforms with the norms
and expectations set by the CME's institutional environment.

Moreover, according to the logic of nonmarket coordination of CMEs, firms should meet,
not exceed, institutionally-based expectations when addressing stakeholders’ interests
(Matten & Moon, 2008). So, while matching the expectations of stakeholders gives firms the
legitimacy required to operate, exceeding them over-conforms with the dominant logic
(Aguilera et al., 2018) and does not necessarily lead to positive organizational outcomes
(Powell & DiMaggio, 1991), but to catering private benefit interests.

Hence, the rationales for the co-adoption of MEPs (under-conforming the dominant logic in
CME:s) and CSR activities (over-conforming the dominant logic in CMEs) are not coherent nor
aim to generate firm value. Instead, they are explained in terms of facilitating the accumulation
of private benefits by corporate insiders. By reinforcing their power with additional MEPs,
insiders may collect private benefits of reputation enhancement from CSR. In particular,
through an engagement in CSR that goes beyond societal expectations, insiders, differently to
minority shareholders, can enhance their reputations as individuals who respect their commu-
nities, employees, suppliers and customers, and the natural environment (Barnea & Rubin,
2010). The visibility of these insiders contrasts with that of minority shareholders who cannot
claim that they are responsible for their firm’s CSR, but bear part of its cost. Hence, there is a
reputational rents transfer from minority shareholders to insiders.

In sum, in CMEs, the rationale for enhancing insider power through the adoption of MEPs
is not coherent with the rationale of further engagement in CSR beyond normative expectations
(Matten & Moon, 2008). Hence, the joint adoption of both corporate arrangements is likely to
damage the financial performance of CME firms. Hence, we expect:
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Hypothesis 2 (H2) In firms operating within CME institutional systems, the interaction
between the extent of managerial entrenchment provisions (MEPs) and corporate social
responsibility (CSR) activities has a negative impact on corporate shareholder value.

24 | Type of CSR actions

To further unpack the theoretical mechanism at work in our hypotheses (i.e., coherence in the
rationales behind the adoption of MEPs and CSR), we believe that it is important to explore the
type of CSR actions that firms undertake. In the argument leading to Hypothesis 1, the CSR activ-
ities that, when paired with MEPs, enhance shareholder value are those that aim to establish and
maintain long-term relationships with stakeholders. These relationships will facilitate the devel-
opment of trust and mutual gain and with that the provision from stakeholders of valuable firm-
specific resources. In contrast, in Hypothesis 2, CSR programs do not appear to target the creation
of shareholder value: They seem to be ceremonial acts to secure/enhance the personal reputations
of top managers and blockholders and get their stakeholders’ approval for decisions that may
enlarge insiders’ private benefits. So, in Hypothesis 1 (for LMEs), CSR activities involve substan-
tive actions that pursue the development of organizational capabilities through the fulfillment of
stakeholders’ expectations. In contrast, in Hypothesis 2 (for CMEs), CSR activities may involve
visible initiatives and communication activities that seek the public endorsement of the firm with-
out further substantive content. This duality in CSR activities is addressed in the typology of
Hawn and Ioannou (2016), which distinguishes between internal and external CSR.

Internal CSR reflects an inward-looking perspective and involves substantive actions
targeting those internal stakeholders upon which the firm relies on developing intangible
resources that are critical for business success. These actions often require significant resource
commitments and dictate notable organizational changes in core practices, norms, structures,
and routines. The adoption of internal actions is reflected in changes in corporate policies
(e.g., policies to reduce emissions) as well as in a wide variety of CSR implementation practices
(e.g., CSR committee). In contrast, external CSR reflects communication patterns and highly
visible public initiatives intended to influence external audiences to generate public endorse-
ments of the firm, its management, and its practices. The category of external actions comprises
both claims that firms make to show a commitment to socially desirable behaviors (e.g., claims
to provide pension funds or health care to employees) as well as reports and other disclosures
through which the firm reviews its past CSR outcomes and explains its future goals, targets,
and plans (e.g., reports on initiatives to reduce, reuse, recycle, substitute, phase out, or compen-
sate CO, equivalents in production).

Based on this distinction, we refine our argument put forward for LMEs, our Hypothesis 1, by
suggesting that MEPs and CSR mutually reinforce one another to create value particularly when
the managers take advantage of the absence of short-term market pressures to invest in internal
CSR activities. In effect, when relieved from short-term market pressures, managers may invest in
prosocial actions that contribute to the accumulation of intangible firm-specific resources but that
often require significant organizational changes and, for this reason, take relatively longer to
materialize in firm value improvements. We see these actions as instrumental CSR (Aguilera
et al., 2007). In contrast, the rationale for the joint adoption of MEPs and CSR in CMEs, our
Hypothesis 2, is the accumulation of private (including reputational) benefits by corporate
insiders. This rationale makes it more likely that an entrenched manager would focus on external
CSR to appease external stakeholders. Hence, MEPs coupled with externally oriented CSR actions
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end up primarily satisfying the interests of managers and blockholders at the expense of minority
shareholders. These arguments are summarized in the following hypotheses:

Hypothesis 3a (H3a) The effect proposed in Hypothesis 1 will be stronger for Internal CSR
than for External CSR.

Hypothesis 3b (H3b) The effect proposed in Hypothesis 2 will be stronger for External CSR
than for Internal CSR.

3 | METHODS
3.1 | Data sources and sample

We construct our data set by combining three main archival data sources: Thomson Reuters’
ASSET4, Datastream, and Worldscope. Data on MEPs and CSR were gathered from ASSETA4.
This database provides auditable and systematic information for publicly traded global firms on
their CSR. The final outcome of the database is a set of performance scores for four pillars—eco-
nomic, environmental, social, and governance—and an overall CSR performance score. These
scores range between 0 and 100. Although this database is relatively new, it has already been
validated in CSR research (e.g., Bettinazzi & Zollo, 2017; Eccles et al., 2014; Flammer &
Kacperczyk, 2019; Hawn, Chatterji, & Mitchell, 2018; Hawn & loannou, 2016; Ioannou &
Serafeim, 2012; Luo, Wang, Raithel, & Zheng, 2015).

Stock market data were collected from Datastream and accounting information from
Worldscope. To construct our sample, we depart from the ASSET4 universe of firms for
which data on CSR and MEPs were available during the 10-year period, 2002-2011
(13,215 observations). After excluding countries with only one observation and observa-
tions with missing data on our key variables, the final sample consists of an incomplete
panel data of 10,588 firm-year observations for the 2002-2011 period, representing a total
of 3,187 corporations, which are headquartered in 37 countries. Comparison tests
between corporations covered by ASSET4 that lacked full information (N = 14,677) and
those included in the analyses (N = 10,588) showed no significant differences between
both samples, suggesting that attrition does not seem to be of great concern.

The countries represented in our sample account for 87% of the World GDP in 2011.
In accordance with our theoretical framework, countries were classified into LMEs and
CMEs following the framework of Hall and Soskice (2001) and its subsequent refinements
for assigning countries with ambiguous systems to the two types of capitalism
(e.g., Ahrens, Schweickert, & Zenker, 2015; Mariotti & Marzano, 2019). This latter case
refers to European state-led market economies such as France, Greece, Italy, Portugal,
and Spain, which have been classified as CMEs because of their closeness to this configu-
ration (Hall & Gingerich, 2009; Kang & Moon, 2012). Moreover, in order to provide fur-
ther robustness to the analysis, we also differentiate the 37 countries into developed
countries and nondeveloped countries (which include new-developed, emerging, and
developing economies), and distinguish between LMEs and CMEs in each group using
the taxonomy of Fainshmidt et al. (2018). Chile, Hong Kong, Israel, Singapore, and
South Africa are, thus, classified as nondeveloped LMEs; while those countries with high
level of centralized coordination of the economic activity were categorized as
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nondeveloped CMEs. This latter group includes China, India, Indonesia, and Russia
(state-led), Brazil and Mexico (family-led), Czech Republic and Poland (collaborative
agglomerations), and Turkey (hierarchically coordinated). The final classification is
shown in Table 1. We explore the sensitivity of our findings to alternative typologies in
the Robustness checks section as well as in the Supporting Information.

3.2 | Dependent variable

Shareholder value has been approached by means of Tobin's Q, which is obtained by dividing
the sum of the company's market equity value plus book value of debt by the overall amount of
assets (Hawn & Ioannou, 2016). For robustness (Supporting Information), we also consider the
return on assets (ROA) and the return on equity (ROE), obtaining similar findings.

3.3 | Independent variables
3.3.1 | Managerial entrenchment provisions

We adapt our data to the entrenchment index developed by Bebchuk, Cohen, and Ferrell (2009).
Our variable of MEPs is the sum of five dummy variables, one for each of the following provisions:
Staggered boards are coded one if the corporation has a board in which directors are divided into
separate classes (typically three) with each class being elected to overlapping terms. Limitations on
amending bylaws or the charter are coded one if the corporation has a provision limiting share-
holders’ ability through majority vote to amend the corporate bylaws and/or the corporate charter.
Supermajority to approve a merger is coded one if the corporation requires more than a majority
of shareholders to approve a merger. Golden parachutes is coded one if the corporation has intro-
duced a severance agreement that provides benefits to management/board members in the event
of firing, demotion, or resignation following a change in control. Finally, poison pills are coded
one when, in the event of an unauthorized change in control, the corporation gives to their com-
mon shareholders the right to buy additional shares of the corporation or the acquirer or both at a
bargain price when the acquirer accumulates a certain percentage of shares in the corporation.

3.3.2 | Corporate social responsibility

In line with previous research examining cross-national drivers and consequences of CSR
(e.g., Cheng, Ioannou, & Serafeim, 2014), our CSR measure is the result of aggregating the pil-
lars of social performance, environmental performance, and economic performance, and gives
equal weight to each one (Cheng et al., 2014). For robustness, however, we conduct a principal
components analysis of the three dimensions, uncovering similar results.

To test 3a and 3b, we used Hawn and Ioannou's (2016) indexes of internal and external CSR.
Adding to the authors’ description, in Supporting Information, we provide a complete descrip-
tion of the items used in each index. We compute the indexes by adding, using the same
weights, the respective items and, then, standardizing the resulting two measures. The
Cronbach's alpha are 83.04 for internal CSR and 88.04 for external CSR, which suggests a good
internal consistency and reliability of the measures.



SURROCA ET AL.

» | WILEY_

3.4 | Control variables

To control for potentially confounding effects on firm value, we include in our analyses vari-
ables to account for organizational characteristics. The first set of variables reflects corporate
governance characteristics, which are collected from ASSET4. We include in our analyses mea-
sures of the quality of governance like board tenure, CEO duality, board size, blockholder own-
ership, and the existence of dual-class shares. Though board tenure, measured as the mean
tenure among the members of the board, is typically connected to greater experience, commit-
ment, and competence of directors; some research has shown that large tenures are detrimental
for the value creation, because directors may be more likely to be friend and collude with the
CEO, rather than monitor managers (Vafeas, 2003). CEO duality has been primarily shown to
reduce the effectiveness of the board of directors as control mechanism (Rechner & Dalton,
1991), though some studies have also underlined the positive consequences of the duality
(Donaldson & Davis, 1991). This variable is a dummy coded one when the CEO is also Chair-
man of the board, and zero otherwise. Board size is measured as the total number of board
members. The problems of communication and coordination within the board are likely to
increase with the number of board members, so a negative impact of this variable is expected
on firm value (Yermack, 1996). Our variable blockholdings is computed as the difference
between 100% and the percentage of free-float shares and it is, either, connected to minority
expropriation (negative effect on performance) and to monitoring efficiency (positive effect;
Burkart, Gromb, & Panunzi, 1997). We measure dual-class shares as a dummy coded one if the
corporation uses such type of shares, and zero otherwise. Empirical evidence has documented
the negative consequences for firm value of dual-class shares (Gompers, Ishii, & Metrick, 2010).

Finally, we include some control variables: Size is measured by the log of total assets. Lever-
age is the log of the ratio of the book value of debt to total assets. The connection of the previous
variables with firms’ performance is an empirical issue (Surroca et al., 2010; Waddock &
Graves, 1997). As Hawn and Ioannou (2016), we control for intangibles that may positively
affect firm value. The first measure of intangibles, Asset intangibility, is the log of the ratio of
intangible assets to total assets. We take a log scale in order to reduce skewness. The second
proxy is R&D intensity, which is measured as R&D expenses to total sales. We include Mean
Tobin’s Q as a way to control for the interaction of sector and year. Our regressions also include
firm- fixed and time effects.

3.5 | Empirical methodology

To test our hypotheses, we rely on panel data firm-level analyses with fixed effects, given that
Hausman tests reveal the existence of possible correlations between explanatory variables and
the error term (Wooldridge, 2010). The empirical model to examine the effects of MEPs and
CSR on shareholder value is:

Tobin’s Q;; =p; + f, CSR;;_; + 3 MEPs;;_; + 8, MEPsXCSRy,_; + 35 Size; + Leverage;,
+ p; Intangible assets;, + s R&D intensity;, + $, Board tenure;; + $,, CEO duality;
+ f1; Board size; + 1, Blockholdings,, + f3,; Dual class shares;; + ;, Mean Tobin's Q;
+ 1,y + O
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