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ABSTRACT

In my dissertation, I investigate the role of culture, governance, and institutions in
the antecedents and outcomes of firm’s socially responsible behavior vis-a-vis corporate
social responsibility (CSR). This is a multi-disciplinary and multi-national study in scope,
drawing on cultural sociology, finance, and strategy literature on corporate governance
and law and institution theory in economics. Empirical work is based on comprehensive
multi-country, firm-level dataset for environmental, social and governance (ESG)
corporate practices from Thompson Reuters’ Asset4, Worldscope, and other databases. In
the first essay, | examine how national and corporate culture depicting long term
orientation influences the extent of CSR activities globally. In the second essay, |
investigate how corporate ownership and the identity of controlling shareholders affect
the extent of sustainable environmental CSR. In the third essay, | analyze whether
strategic and tactical CSR influence firm values differently. Together, this dissertation
contributes to our understanding as to what drives organizations to integrate the interests
of stakeholders into strategy formulation concerning CSR; and how corporate CSR
behaviors are influenced by diverse internal and external factors such as corporate
governance, culture, and institutional environments.

Perhaps the first and best known model of corporate social responsibility (CSR) is
Carroll’s (1979) graphical depiction of CSR. In the form of a pyramid, Carroll suggests a
four-part definitional framework: CSR is the economic, legal, ethical, and discretionary
expectations that society has of organizations, or the set of business responsibilities to
society (Carroll, 1979, 1991). The economic responsibility of a firm can be fulfilled

without much pressure from society or stakeholders, as it is related to the most basic goal
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of a company, profit maximization for shareholders or owners. The legal responsibility
defines legal requirements set by a government and regulatory authorities within which
firms are to conduct their businesses. The ethical responsibility is not as well-defined nor
with clear boundaries; nevertheless, firms tend to respond to pressures from societal
institutions such as the media, non-governmental organizations, or local communities.
Finally, the firm may have a discretionary philanthropic responsibility depending on
managerial or board preferences or social norms (Carroll, 1991, 1999). Thus, the pyramid
is designed to provide a sustainable stakeholder framework.

The first essay, “Long term orientation and corporate social responsibility,”
investigates what drives a firm to engage in CSR activities beyond its economic and legal
responsibilities. We theorize on the time implication of stakeholder theory and
empirically examine the relationship between time orientation and CSR at the national
and firm levels. Using comprehensive firm-level data from 44 countries for a three-year
period from 2010 to 2012, we confirm our hypotheses that social and environmental CSR
activities will be higher when a country has a long term orientation culture, and when the
firm has a long time horizon and is concerned with future value creation. Using a
multilevel analysis, we also investigate how national level culture interacts with firm-
level time horizon. We show that long term orientation national culture heightens the
effect of a firm’s long time horizon on CSR. All results are robust across various
econometric models, including panel regressions, multilevel models, Heckman selection
models, and under various data assumptions.

The second essay, “Corporate ownership and sustainability practices,” examines
how the structure of corporate ownership and owner identity influences corporate
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environmental practices. We find that concentrated ownership structure is associated with
lower sustainable environmental CSR. However, this effect varies significantly
depending on the identity of the largest controlling corporate shareholders. When the
largest controlling shareholder is an institutional investor, the level of sustainable
environmental CSR decreases. We find that sustainable environmental CSR is lower
when the institution is, for example, a hedge fund, and higher when the institution is a
long-term oriented pension fund or public-minded sovereign fund. Finally, if a firm is
based in a stakeholder-oriented civil law country, the negative association between the
institutional ownership and CSR is mitigated.

The third essay, “Strategic and tactical CSR and firm value,” analyzes whether
there is a significant difference between strategic and tactical CSRs in terms of their
impact on firm value. The strategic CSR—which requires longer-term, holistic
stakeholder relationship management and sustained planning—is more likely to
contribute to firm value than tactical CSR which is transient, incremental, and
spontaneous. However, tactical CSR can be a better strategy than strategic CSR under
highly uncertain market environments. Empirical result based on comprehensive global
firm-level data for the period from 2002 to 2012 does show that strategic CSR contributes
to firm value more than tactical CSR. However, when a firm operates globally with
market uncertainty or when the firm is in high tech industry with a rapid technological

cycle, tactical CSR is shown to create higher value than strategic CSR.
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CHAPTER 1

TIME ORIENTATION AND CORPORATE SOCIAL RESPONSIBILITY

Introduction

Two opposing perspectives offer explanations of the relationship between
shareholders and corporate social responsibility (CSR). The first, based on agency theory
(Jensen and Meckling, 1976), views CSR as costly because its activities assist employees
and other stakeholders at the expense of shareholders (Friedman, 1970; Surroca and
Tribo, 2008). While Jensen (2010) himself has acknowledged the need to consider the
interests of all corporate stakeholders to maximize long-term firm value, calling for
“enlightened value maximization,” such an observation has not historically been a part of
the agency theory framework. The second perspective, associated with stakeholder theory,
views CSR as an investment in long term growth, as it may lead to an increase in firm
value in the long run (Freeman, Wicks, and Parmar, 2004; Hillman and Keim, 2001).
Additional support for this perspective comes from stewardship theory (Davis,
Schoorman, and Donaldson, 1997), which suggests that corporate executives do not
necessarily seek personal gain but rather aspire to be responsible stewards of firm
resources, disseminate their personal values, and/or enhance social legitimacy, which
may help ensure the firm’s long term survival (Meyer and Rowan, 1977).

Decisions on CSR engagements require a long time horizon since it takes time to
cultivate multiple stakeholders. Sufficient time is necessary for building intangible assets
as those take time to develop, deploy, and obtain payoff. In the resource-based view

(Barney, 1991, Peteraf, 1993), intangible assets such as social capital, legitimacy, and



reputation, can be viewed as inimitable resources that can be leveraged to enhance
competitive advantage (Hart, 1995; Russo and Fouts, 1997; Hillman and Keim, 2001).
Wang and Bansal (2012) show that long term orientation increases the return on new
ventures. Building relationships with stakeholders also takes time as it requires new
organizational capabilities (Teece, Pisano, and Shuen, 1997) and its gains accrue over the
long term. Acquisition of such organizational capabilities, which may include dealing
with employees, suppliers, customers, or the community at large in a sustainable fashion,
requires changes in organizational routines and or structure, and may be difficult to
achieve in the short term (Flammer and Bansal, 2017). Flammer and Bansal (2017) argue
that a firm’s long time horizon increases its proclivity to invest in stakeholder
relationship, however, work on the role of time horizon in CSR remains very thin.

At the national level, several studies have looked at CSR from a comparative
institutional perspective. Young and Makhija (2014) examine the role of labor institutions
on CSR in the global apparel industry, while loannou and Serafeim (2012) study the
effects of country-level institutions such as political, labor, education and cultural
systems on CSR. Waldman et al. (2006) examine the effects of institutional collectivism
and power distance on CSR in 15 countries. However, while CSR is a cultural process
(Matten and Moon, 2008), there is no systematic investigation of the role of time horizon.
Thus, the question of whether firms under different cultural norms demonstrate different
CSR behaviors remains open. To our knowledge, no CSR study to date has specifically
utilized the time horizon as its key lens, and none have taken a multilayered approach

simultaneously using national and firm level data.



In this paper, | theorize on the temporal facet of stakeholder theory and examine
its effects on a firm’s CSR activity at the national and firm levels, inclusive of
interactions across these levels. At the country level, | expect CSR activity to vary with
the national culture in which the firm is embedded, with longer term orientation
associated with higher CSR activity. At the firm level, I similarly hypothesize that
companies with long time horizon will be more inclined to engage—or invest—in CSR
activities. Using a multilevel analysis, | also investigate how the long term orientation at
the national and firm levels interacts with each other; specifically, whether the effect of
long time horizon at the firm level is augmented by the national cultural trait.

Empirically, this paper examines the effects of time orientation on a firm’s CSR
in a panel of global firms from 44 countries. To obtain robust and multilayered evidence,
| use various methods: panel regressions and a hierarchical linear model suggested by
Peterson, Arregle, and Martin (2012), as well as the Heckman selection model to address
possible selection bias caused by missing CSR entries. | find consistent evidence across
methods that CSR activities are higher when the country has a long-term orientation
culture and when the firm has long time horizon and is concerned with future value
creation. | further document that the time horizon effect on its social and environment
CSR engagements at the firm level is heightened by long term orientation at the national
level.

This paper seeks to contribute to three streams of literature: CSR, global corporate
governance, and international business. First, to the best of my knowledge, this is the first
paper to systematically examine the impact of time preference on CSR, and do so from a
multilevel perspective, weaving financial, strategic, and international business
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approaches into an integrated whole. Second, this paper addresses selection bias,
inquiring why some firms choose to engage in CSR (or have ratings in CSR database)
while others do not disclose or engage in CSR. Third, | synthesize and apply institutional
and stakeholder theory and time horizon literature, simultaneously embedded in the
cross-national knowledge base. In so doing, | am able to identify and treat various aspects
of time orientation from a rich interdisciplinary and international perspective, in the
process contributing to underlying theories concerning institutions and stakeholders.
Finally, this paper is responsive to the call to take social welfare into account in research,
challenging the vantage point equating private shareholder wealth and social welfare
(Jones et al., 2016). CSR is one mechanism through which firms can serve the interest of
stakeholders and promote social welfare above and beyond the corollary of shareholder

value.

Theory and Hypotheses

As discussed above, CSR decisions require long term perspective because CSR
takes time to cultivate multiple stakeholders and because the benefits might not be
immediate (i.e. likely to accrue over time). CSR can signal a firm’s positive image by
creating social capital and providing legitimacy that can buffer the firm from negative
shocks (for example, in the case of a public relations controversy). This is, in a sense, a
slack resource that can be deployed during a crisis when the firm is at its most vulnerable
state (Shenkar and Yuchtman-Yaar, 1997). This intangible asset cannot be accumulated

without continued long term investment in stakeholder relationships, including the



community. In a similar vein, Ortiz-de-Mandojana and Bansal (2016) argue that social
and environmental practices create organizational resilience in the long term.

As noted, two seemingly conflicting perspectives exist vis-a-vis CSR. Agency
theory (Jensen and Meckling, 1976) views CSR as an expense, reducing profit or cash
flows for shareholders even if it may promote employee morale or societal interests
(Friedman, 1970; Surroca and Tribo, 2008). It has been suggested that short-term
managerial incentives lead managers to pursue short-term results, reducing long-term
investment in CSR engagement or research and development (R&D). Taking the long
term perspective, stakeholder theory (Freeman, 1984) views CSR as an investment,
consistent with firm value maximization (Freeman et al., 2004). Social and environmental
practices boost labor productivity (Edmans, 2011), elicit support from other significant
stakeholders (Henisz, Dorobantu, and Nartey, 2013), and decrease a firm’s operational
risk exposure to unfavorable market events (Godfrey, Merrill, and Hansen, 2009).
Similarly, Jensen (2010) acknowledges the need to consider the interests of all corporate
stakeholders to maximize long-term firm value, calling for “enlightened value
maximization.” From this stakeholder orientation perspective, firms likely pay attention
to salient stakeholder relations that affect or are affected by corporate activities or
outcomes (Freeman, 1984), making them more likely to consider CSR when the
stakeholder is in possession of power and or legitimacy (Mitchell, Agle, and Wood,
1997). Indeed, by engaging in CSR in response to societal needs, a firm may gain social
and political legitimacy, which can help ensure its long-term survival (Meyer and Rowan,
1977). CSR may thus signal responsiveness to the concerns of key stakeholders (Bansal

and Roth, 2000).



Varying time preference, which stems from economic interests and/or cultural
orientation, influences the strategic decisions of a firm. As implicitly articulated by the
stakeholder theory, a long term perspective is required in order to build intangible assets
such as reputation and stakeholder relationship, which takes time and implies long
accrual and hence deferred gain. In addition, a longer time horizon alleviates myopic
behaviors and increases the proclivity to invest in stakeholder relationship (Flammer and
Bansal, 2017). Corporate engagement in social and environmental issues is one example
of the intertemporal choice of an organization. Varying time preference due to economic
interests or cultural orientation influences strategic decisions of a firm. As implied by the
stakeholder theory, long term perspective is required to build intangible assets such as
reputation and stakeholder relationship. It takes time and its gain accrues over the long
term.

An intertemporal choice refers to decisions in which the timing of costs and
benefits are spread over time (Loewenstein and Thaler, 1989); the best choice in the short
term is not the same choice that is best over the long run, and vice versa (Laverty, 1996).
Deficiencies of myopic managers and investors are well recognized in scholarly (e.g.,
Porter, 1992; Shleifer and Vishney, 1990) as well as popular circles. The latter is
exemplified by a statement made by Richard Lambert, the head of the Confederation of
British Industry: “If you concentrate on maximizing value to shareholders over the short
term, you put at risk the relationships that will determine your longer-term success.” (The
Economist, 2010). Various authors (Stein, 1989; Thakor, 1990; Bebchuk and Stole, 1993;
Bushee, 2001) argue that myopic firms tend to pursue short-term results, manipulate
quarterly earnings, and distort capital allocation; reducing long-term investments such as
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R&D. Narayanan (1996), Murphy (2003) and others attribute this short-termism to
managerial incentives or compensation tied to short-term performance, or to institutional
investors with a short-term horizon. Thus it is plausible that a firm’s long term orientation
can rectify the myopic behavior of its managers, enabling it to pursue long term strategies
such as CSR. This should hold regardless of the drivers for the firm’s long-term
orientation, whether they are managerial incentives, innate management values, pressure
from controlling investors, or the national culture in which the firm and its managers are
embedded.

Firms are sensitive to how they are perceived by others, including the general
public, as their reputation may have potentially significant and wide-ranging impact not
only on sales but also on employee recruitment and motivation and on their relations with
the government, their investors, and their business partners (note, for instance, the
inclusion of CSR scores in Fortune’s list of Most Admired Companies) (Shenkar and
Yuchtan-Yaar, 1997). In addition, normative institutions, such as the national or local
culture, may affect personal belief systems and affect the behavior of organizational
actors. Executives may therefore choose to act as a “good steward” of their assets and
resources rather than as opportunistic seekers of private gain, bringing their personal
values to their organization (Davis et al., 1997).

The above review of prior theoretical and empirical research suggests the
importance of the time dimension and the potential influence of national culture on CSR.
However, no comprehensive multi-level study of the relationship between time horizon
and CSR examines the antecedents at the firm and national level as well as the
interactions across levels, which I endeavor to do in the present study.

7



Long-term Orientation as National Culture

Organizations are embedded within a broader social structure (DiMaggio and
Powell, 1983), and as such organizational behaviors are in part socially constructed.
Organizational behaviors, including CSR engagement or the way corporate executives
build the relationship with stakeholders, are affected by the cultural and socio-economical
environments in which firms are embedded (Aguilera, Rupp, Williams, and Ganapathi,
2007; Hall and Soskice, 2001; Matten and Moon, 2008). As noted earlier, however, there
has been no scholarly cross-fertilization between institutional theory and short-termism,
or broadly time orientation (Laverty, 1996). Despite this, it is clear that the culture of the
country in which a firm is based influences its values and governance, and, by extension,
its CSR behavior. As Guiso, Spienza, and Zingales (2006) state, national culture has an
effect on preferences, beliefs and fundamental economic decision-making, imposing
informal constraints on human behavior. Culture may also influence the design of
managerial compensation and “a propensity to save and invest” (Hofstede, Hofstede, and
Minkov, 2010). In particular, I suggest that the long-term orientation of the home culture
would be a factor influencing the proclivity of a firm to engage in CSR.

Long Term Orientation (LTO) is the fifth dimension in Hofstede’s cultural index
(1993, 2010), not included in his original work (1980) and rooted in his later cooperation
with Michael Bond (Hofstede and Bond, 1988); it was initially labeled ‘Confucian
Dynamism’ to reflect its roots in Chinese Confucian philosophy. Ranking high on Long
Term Orientation, as countries such as China and Singapore do, implies fostering
pragmatic virtues oriented toward future rewards and preference for delayed gratification,
if necessary, at the expense of contemporary profits. In contrast, a low rank on this

8



dimension, exemplified by the US and other Anglo-Saxon cultures, would indicate a
tendency to focus on immediate gains. In the GLOBE project, high future orientation
similarly suggests patience and working towards long term success, spiritual fulfillment
along with material success, and flexible organizations (House, Hanges, Javidan,
Dorfman, and Gupta, 2004). While the sensitivity to cultural traits, including Long Term
Orientation, varies depending on the characteristics and conditions of firms and
controlling shareholders, there is a consensus that such variations will be contained
within the national norm. Thus, since CSR outcomes take long to realize, it follows that a
long term orientation of the country in which a firm is embedded would be a crucial
driver of CSR.

Hypothesis 1: Long-term orientation of its home culture increases a firm’s CSR.

Long Time Horizon (LTH) at the Firm Level

The time horizon is a temporal factor affecting organizational decisions (Ancona,
Okhuysen, and Perlow, 2001). A decision regarding social investment is an intertemporal
choice that may not accrue benefits in the short run. Such investments may not contribute
to quarterly earnings or other short-term outcomes, but they are crucial to the building
and nurturing of intangible assets such as social capital, legitimacy, and reputation, which
take time to form, deploy, and generate a payoff (Hart, 1995; Russo and Fouts, 1997,
Wang and Bansal, 2012). Managing stakeholders, which is a crucial part of such
investment, requires new organizational capabilities in order to implement social
investment. Acquiring such organizational capabilities, which may include dealing with

employees, suppliers, customers or the community in a more sustainable manner, requires
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changes in organizational routines or structures, and may be difficult to achieve in the
short term (Flammer and Bansal, 2017).

Rewards from social and environmental practices may accrue over the long run.
Intangible assets accumulated from social investment may elicit support from
stakeholders (Henisz, Dorobantu, and Nartey, 2013), or serve as a buffer for an
organization, shielding it from unfavorable market events (Godfrey, Merrill, and Hansen,
2009). Given the characteristics of intangible assets as well as the uncertainty of short-
term variabilities, it is hard to predict direct and tangible benefits of CSR investment in
the short run. To the extent that social and environmental practices are associated with
stakeholder interests, the long time horizon (LTH) at the firm level is also pertained to
long-term organizational strategies such as CSR. Related empirical findings suggest that
long time horizon increases a firm’s proclivity to invest in stakeholder relationships and
contribute to value creation (Edmans, 2001; Hillman and Keim 2001; Ortiz-de-
Mandojana and Bansal, 2016; Flammer and Bansal, 2017).

Managerial incentives (Narayanan, 1985) or an increase in equity-based
compensation (Murphy, 2003) may contribute to an increase in managers’ myopic
behavior, which may lead to underinvestment in long-term projects (Bebchuk and Stole,
1993). Evidence suggests a firm increases investment in stakeholder relationships when
long term incentives are provided to its managers. Stein (1989) developed a model where
myopic corporate behavior in efficient capital markets leads to a reduction in long-term
investments such as R&D. He demonstrates that capital market pressures determined by
takeover attempts and the financial slack that permitted to fund its investment, contribute
to myopic behavior by managers. For example, short term-minded investors might sell

10



their stock and thus lower the firm value if R&D investments erode quarterly earnings,
resulting in decreased R&D allocation. Since the fruits of CSR are garnered in the distant
future, CSR is incompatible with the behavior of myopic firms or firms with short time
horizon (Graves and Waddock, 1994).

Hypothesis 2: A firm’s CSR is higher if the firm (or its management) has a long

time horizon.

Interactions between National and Firm Temporal Effects

In the previous section, | suggested that both long term orientation (LTO) at the
national level and long time horizon (LTH) at the firm level, result in higher CSR
engagement. In this section, | examine how the national and firm-level temporal factors
interact. | argue that the relationship between the temporal orientation of a firm and CSR
is contingent upon the national culture. Specifically, LTO of a country and LTH of a firm
would interact and reinforce each other, creating a virtuous circle.

| suggest that a LTO culture would amplify the positive influence of LTH of a
firm on CSR for several reasons. First, the normative informal institutions help create
regulations or guidelines on CSR disclosures and encourage socially responsible
managerial practices. For instance, in attempting to promote longer term organizational
culture, regulations may include corporate mandatory sustainability reporting, which
effectively promotes CSR (loannou and Serafeim, 2016). In addition, various culture-
based isomorphic and institutional pressures trigger social and environmental practices

(Briscoe and Safford, 2008; Matten and Moon, 2008). It is plausible that firms would
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undertake more CSR in response to these formal and informal institutional pressures on
responsible engagements.

Second, national differences explain the diversity of corporate governance, which
is an influential factor in the organizational decision (Shleifer and Vishny, 1997; Hall and
Soskice, 2001; Denis and McConnell, 2003). To illustrate, in Germany and Japan, bank
loans are more important than bonds as a source of debt financing than in the US or UK,
suggesting a differential effect of corporate governance regimes: bank vs. market-based
governance schemes. Generally, market-based governance is characterized by ownership
dispersion, shareholder orientation, and impatient short-term orientation, in contrast,
bank-centered governance shows more ownership concentration, stakeholder
consideration (e.g., creditors, employees, community), and patient long term culture
(Weimer and Pape, 1999). Since corporations build the relationship with stakeholders in
line with societal or national institutions (Hall and Soskice, 2001), it follows that there
should be an interactive relationship in the temporal effects between the firm and the
national level. That is, in a county emphasizing a long term relationship, firms would be
more concerned about the relationship between firm and stakeholders in the long term.

Thirdly, patient longer-term cultures may also promote the presence of long-term
minded activist institutions interested in the mobilization and deployment of resources
toward long-term social enterprises. An example is a socially responsible investment (or
public pension funds) that tends to have a long investment time horizon and may raise
their voice on various ethical issues as well as environmental, social and governance of
firms. Another example is Principles for Responsible Investment, a non-governmental
organization and partner of the United Nations that emphasizes long-term value creation

12



and encourages institutional investors to consider social, environmental and governance
issues in their investment decisions. | conjecture that the influence of these institutional
activists is more important in long-term oriented countries, which reinforces the effect of
a firm’s LTH on CSR.

Fourth, social norms influence personal values, and individuals may bring their
own values into an organization. Stewardship theory (Davis, Schoorman, and Donaldson,
1997) suggests that corporate executives and or controlling investors do not necessarily
seek personal gain but rather wish to be responsible stewards of firm resources,
disseminate their personal values, and/or enhance social legitimacy. In a country which
puts high value on long term relationship, decisions on social investment may be
encouraged and become more acceptable to others, compared to a country where a short-
term value maximization is emphasized." In sum:

Hypothesis 3: The relationship between a firm’s long term proclivity and CSR

engagement is heightened if the firm is located in a country with long term

orientation culture.

! Alternatively, one might suggest that the relationship between country and firm level
temporal orientations could be substitutive rather than complimentary. To illustrate, in a
country with LTO culture, the positive relationship between a firm's LTH and CSR may
become weaker if the societal long-term mindset and infrastructure is taken for granted
by the firm, lessening the need for the firm to engage in long term projects such as CSR.
This implies that the effects of long term orientation at the firm and country levels can be
substitute. Whether the two temporal effects are complements or substitutes is an
empirical issue. However, complementarity is more likely if corporate management is
responsive to general societal norms or pressures stemming from LTO culture of the
country in which the firm is located.
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Data and Methods
Data and Sample

Data on CSR were obtained for all listed firms around the world from Thompson
Reuters ASSETS4, which is now part of Datastream. The ASSET4 database is more
comprehensive than the older KLD database, and contains CSR data for more than 4,000
listed firms in 50 countries. The CSR data are available for each firm and includes three
dimensions of corporate CSR activities: social, environmental, and governance.

| constructed a sample of all publicly listed firms in 50 countries. It includes both
firms with CSR performance index in ASSET4, and firms who did not report their CSR
engagement to the public for a three-year period from 2010 to 2012 in Datastream. |
restricted the sample to firms with total assets of at least 10 million US dollars and
required firms to show the ownership percentage and identity of the largest shareholder. |
screened out firms that violate the basic balance sheet identity. | also required that the
total number of firm-year observations be at least 25 for each country, and with a
minimum of 10 CSR observations during the sample period. Overall, | have 66,290 firm-
year observations, which include 10,705 CSR firm-year observations and 55,585
observations without CSR entry in 44 countries. These data are then combined with firm-
specific variables obtained from Worldscope, a part of the Datastream database.

Table 1-1 presents the number of observations for CSR and non-CSR firms by
country (Panel A) and by industry (Panel B). Of the 10,705 CSR observations, 2,853, or
26.7% are U.S. firms. Compared to the global CSR percentage of 19.3%, US firms
appear to be more engaged in CSR than the average world firm. Countries outside the US
with high CSR observations include Japan, the UK, Australia, and Canada, in that order.
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However, in terms of the number of observations doing CSR as a percentage of total
firm-year observations in a given country, Japanese firms are actually below the world
average at 16.1%, while the UK, Australian and Canadian firms are engaged in CSR
above the world average.

Panel B shows that, shows that, of the 47 two-digit SIC industry classifications,
those with more than 5% of total CSR observations include chemicals and allied products;
depository institutions; electrical equipment; electric, gas and sanitation services; and
metal mining. However, in terms of the percentage of firms doing CSR in a given
industry, insurance is number one at 43%, followed by utilities (communication; electric,

gas and sanitation services) and transportation.
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Panel A: By country

Table 1-1: Number of observations

CSR firms Non-CSR firms Total
Country N CSR Index N N % CSR
Australia 814 0.351 1987 2801 29.06
Austria 44 0.629 119 163 26.99
Belgium 73 0.560 199 272 26.84
Brazil 203 0.624 264 467 43.47
Canada 753 0.381 2772 3525 21.36
Chile 56 0.437 383 439 12.76
China 214 0.325 5050 5264 4.07
Colombia 26 0.386 65 91 28.57
Czech Republic 12 0.510 14 26 46.15
Denmark 69 0.646 219 288 23.96
Egypt 23 0.221 236 259 8.88
Finland 74 0.770 220 294 25.17
France 257 0.822 945 1202 21.38
Germany 217 0.712 1028 1245 17.43
Greece 43 0.483 278 321 13.40
Hong Kong 404 0.326 2598 3002 13.46
India 204 0.527 4672 4876 4,18
Indonesia 53 0.509 630 683 7.76
Ireland 38 0.358 66 104 36.54
Israel 39 0.451 853 892 4.37
Italy 131 0.651 463 594 22.05
Japan 1111 0.574 7288 8399 13.23
Luxembourg 12 0.643 48 60 20.00
Malaysia 111 0.422 2047 2158 5.14
Mexico 59 0.480 163 222 26.58
Netherlands 100 0.765 152 252 39.68
New Zealand 32 0.447 211 243 13.17
Norway 61 0.619 367 428 14.25
Philippines 50 0.396 173 223 22.42
Poland 69 0.405 713 782 8.82
Portugal 33 0.779 77 110 30.00
Russia 78 0.511 413 491 15.89
Saudi Arabia 16 0.294 222 238 6.72
Singapore 145 0.388 1583 1728 8.39
South Africa 181 0.646 441 622 29.10
South Korea 286 0.570 3628 3914 7.31
Spain 122 0.775 229 351 34.76
Sweden 131 0.724 515 646 20.28
Switzerland 182 0.572 391 573 31.76
Taiwan 328 0.397 3285 3613 9.08
Thailand 55 0.562 1176 1231 4.47
Turkey 61 0.567 293 354 17.23
United Kingdom 882 0.647 2047 2929 30.11
United States 2853 0.456 7062 9915 28.77
Total 10705 0.506 55585 66290 16.15

16



Panel B: By industry

CSR firms Non-CSR firms Total

Industry N % N % N % CSR
Aariculture, forestry, and fishing 46 043 630 11 676 6.80
Metal mining 555 5.11 2368 4.16 2923 18.99
Oil and gas extraction 487  4.48 1526 2.68 2013 24.19
Building construction 264 2.43 1608 2.83 1872 14.10
Heavy construction 126  1.16 980 1.72 1106 11.39
Other metal and mining 74  0.69 489 0.86 563 13.14
Food and kindred Products 353 3.25 2,106 3.7 2459 14.36
Textile mill products 18 0.17 1,036 1.82 1054 1.71
Apparel and other finished products 49 045 577 1.01 626 7.83
Lumber and wood products 37 034 324 0.57 361 10.25
Paper and allied products 102  0.94 783 1.38 885 11.53
Printing and publishing 108 0.99 625 1.1 733 14,73
Chemicals and allied products 650 5.98 4,089 7.19 4739 13.72
Rubber and plastics products 86 0.79 718 1.26 804 10.70
Stone, clay and concrete products 143 1.32 996 1.75 1139 12.55
Primary metal industries 257 2.36 1,844 3.24 2101 12.23
Fabricated metal products 88 0.81 1,247 2.19 1335 6.59
Industrial and commercial machinery 447 411 3,216 5.66 3663 12.20
Electrical equipment 571 5.25 4683 8.24 5254 10.87
Transportation equipment 359 3.3 1,437 2.53 1796 19.99
Measuring instruments 291 2.68 1,505 2.65 1796 16.20
Other manufacturing 235 217 1,022 1.8 1257 18.70
Motor freight transportation 62 057 402 0.71 464 13.36
Water transportation 118 1.09 627 1.1 745 15.84
Transportation by air 141 1.3 257 0.45 398 35.43
Communications 430 3.96 697 1.23 1127 38.15
Electric, gas, and sanitary services 561 5.16 1,254 2.21 1815 30.91
Other transportation 137 1.27 404 0.7 541 25.32
Wholesale trade, durable goods 130 1.2 1,490 2.62 1620 8.02
Wholesale trade, non-durable goods 155 1.43 915 1.61 1070 14.49
General merchandise stores 141 1.3 356 0.63 497 28.37
Food stores 136 1.25 333 0.59 469 29.00
Apparel and accessory stores 91 0.84 350 0.62 441 20.63
Eating and drinking places 71  0.65 442 0.78 513 13.84
Other wholesale and retail trade 196 1.8 984 1.73 1180 16.61
Depository institutions 605 5.57 1,500 2.64 2105 28.74
Non-depository credit institutions 64 059 436 0.77 500 12.80
Security and commodity brokers 284 261 1,155 2.03 1439 19.74
Insurance carriers and agents 430 3.95 571 1.01 1001 42 .96
Real estate 265 244 1,854 3.26 2119 12.51
Holding and other investment offices 479 441 1,883 3.31 2362 20.28
Hotels 73 0.67 525 0.92 598 12.21
Business services 522 4.8 3,838 6.75 4360 11.97
Amusement and recreation services 58 0.53 364 0.64 422 13.74
Health services 68 0.63 351 0.62 419 16.23
Engineering and accounting 200 1.84 1225 2.15 1425 14.04
Other services 106 0.98 843 1.49 949 11.17
Total 10,869 100 56,865 100 67734 16.05
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Dependent Variable: CSR Index

CSR at the firm level in Asset4 is composed of three sub-indices — social,
environmental, and governance. The social CSR index measures a firm’s CSR
performance on employment quality, health and safety, training and development,
diversity, human rights, community, and product responsibility. The environmental CSR
index includes information on resource or emission reduction, renewable energy usage,
and environmental R&D expenditure. The governance CSR index indicates a firm’s
corporate governance, e.g., board structure, compensation policy, board function, and
shareholder rights. Behind the three sub-CSR indexes are more than 250 key performance
indicators, computed by the data vendor based on over 750 individual, auditable and
public data points with multistep verification and process control.

Following Waddock and Graves (1997), Cheng, loannou, and Serafeim (2014),
among others, the overall CSR index was computed as an equally weighted average of
the component indexes. However, my analyses include social and environmental CSR,
but not corporate governance that represents an issue of its own. Unreported results show
that those findings remain robust regardless of whether the governance component is

included in CSR index or not.

Independent Variables

This paper utilizes independent variables at two levels: country and firm. To
gauge time horizon at the level of national culture, I use the Long Term Orientation
measure obtained from Hofstede et al. (2010), supplemented by Future Orientation from
GLOBE. A high score on that measure indicates an emphasis on future value and a
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willingness to delay gratification if needed to achieve a long-term goal. To enhance
reliability and robustness, | also use the GLOBE Future Orientation measure as
recommended by Shenkar (2001), among others.

Following previous literature (Mahoney, Sundaramurthy, and Mahoney, 1997), |
adopt two measures of long term investment decisions to operationalize time horizon at a
firm level: R&D intensity and capex intensity. The R&D intensity is R&D spending
scaled by total assets. Since R&D guarantees neither immediate nor certain outcomes, it
will be more likely for firms with a long-term horizon. Second, similarly, Capex intensity

is defined as capital expenditure scaled by total assets.

Control Variables

I include various control variables at the firm and country level. At the firm level,
I include firm age, which is defined as years since founding in natural log, firm size
measured by the natural log of total asset in million U.S. dollar, return on asset (ROA)
measuring firm profitability, dividend payout ratio, and leverage which is total debt
divided by total asset. These variables appear as controls in most existing work on CSR
(e.g., Walls, Berrone, and Phan, 2012; Di Giuli and Kostovetsky, 2014). Country-level
controls include the rule of law, GDP per capita growth, and market cap to GDP. The
rule of law, which is from the Worldwide Governance Indicator database, reflects
perceptions of the extent to which agents have confidence in and abide by the rules of
society; in particular the quality of contract enforcement, property rights, the police, and
the courts, as well as the likelihood of crime and violence. The source of other country
level variables is the World Bank database. The market cap to GDP is a measure of
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financial market development. In all models, industry and year dummies are also

included as controls.

Results

Empirical Models

| employ panel regressions with industry and year effects and firm random effects
with robust clustered standard errors. However, it is possible that there will be
endogenous selection bias if the possibility that a given firm has a CSR entry is not
random. | mitigate this concern on disclosure bias by estimating with Heckman selection
models. Additionally, I follow suggestions by Peterson, Arregle, and Martin (2012) and
estimate a hierarchical linear model (HLM) to incorporate multilevel interactions inherent
in hierarchically nested data. Together, | obtain robust and consistent results regarding

my hypotheses.
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Table 1-2: Descriptive statistics and correlation matrix

Panel A: Descriptive statistics

w/ CSR entry w/o CSR entry Difference
N  Mean S.D. Median N Mean S.D. Median inmean

CSR CSR Index 10705 0.506  0.301 0.500 55585  0.000 0.000 0.000  0.506***
Social sub-index 10705 0.505 0.311 0.499 55585 0.000 0.000 0.000  0.505***
Environmental sub-index 10705 0.507 0.321 0.500 55585  0.000 0.000 0.000 0.507***

Firm R&D intensity 10705 0.013  0.033 0.000 55585 0.013 0.043 0.000 0.000
Capex intensity 10431 0.052 0.069 0.034 54157 0.049 0.224 0.026  0.003***

Firm age 10705 21.552 12.538  19.000 55585 14.283 9.094 13.000  7.269***

Firm size 10705 17900 28400 5806 55585 986 4271 202  16914***

ROA 10705 0.058 0.083 0.052 55585 0.026 0.114 0.037  0.032***

Leverage 10705 0.237 0.174 0.221 55585 0.207 0.192 0.167  0.030***

Dividend payout 10705 0.248 0.262 0.189 55585 0.146 0.234 0.000  0.102***

Largest owner portfolio debt/equity 10705  0.780  1.120 0.717 55585 0.545 3.989 0.132  0.234***

Largest owner portfolio ROA 9860 0.061 0.076 0.070 44476  0.015 1.445 0.043  0.046***

Country Long term orientation 10705 0491 0.251 0.410 55585 0.602 0.264 0.600 -0.111***
Rule of law 10705 1.262 0.765 1.610 55585 0.844 0.939 1.300 0.418***

GDP per capita growth 10705 2.077 2.586 1.661 55585 3.420 3.426 2226 -1.343***

Market cap to GDP 10705 1.089  0.705 1.007 55585 1.056 0.784 0.946  0.033***

This table presents descriptive statistics for all firm and owner variables for all 44 countries in the sample. ***, ** * represent

significance at 1%, 5% and 10% levels (two-tail), respectively. Total firm-year observation is 67,734.
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Panel B: The correlation matrix

Table 1-2: Descriptive statistics and correlation matrix

1 2 3 4 5 6 7 8 9 10 11 12 13 14
CSR performance 1.00
Long term orientation -0.10 1.00
R&D intensity 0.01 -0.05 1.00
Capex intensity 0.00 -0.03 -0.02 1.00
Firm age 031 -0.03 -0.03 -0.04 1.00
Firm size 051 -0.03 -0.04 -0.02 0.22 100
ROA 0.10 0.07 -0.27 -0.01 0.04 0.02 1.00
Leverage 0.06 004 -016 0.02 0.02 005 0.00 1.00
Dividend payout 0.16 0.05 -0.06 -0.03 013 010 025 -0.07 1.00
GDP per capita growth -0.14 033 -0.07 001 -019 -0.0r 014 004 -0.03 1.00
Market cap to GDP -0.02 -0.07r 0.00 -0.01 -003 -0.03 0.00 -010 0.02 0.05 1.00
Rule of law 0.14 -036 009 -001 0.21 0.07 -016 -0.09 -0.02 -0.57 0.18 1.00
Largest owner portfolio debt/equity 0.02 -0.05 -0.01 000 0.02 004 -001 011 0.00 -0.03 -0.01 0.03 1.00
Largest owner portfolio ROA 001 000 o000 o000 001 001 o003 001 002 000 O0.00 0.00 0.00 100

The table presents the correlation matrix of all firm and country variables.
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Univariate Analysis

Table 1-2, in Panel A, presents a univariate analysis of both firms with and
without CSR ratings for firm specific and country variables for the entire sample.
Compared to firms without CSR ratings, firms with ratings show a lower level of
ownership concentration, as judged by the percentage share of the largest owner or by the
sum of the shares of the top three largest owners. CSR firms tend to be larger, older, more
profitable, more leveraged, and with a higher dividend ratio than firms without CSR
ratings. There is no difference in R&D intensity but Capex intensity is somewhat greater
for CSR than non-CSR firms. These results anticipate some empirical results; however,
being univariate, their implications are preliminary.

In Panel B, | examined Pearson correlations. It does not reveal any excessively
large correlations between pairs; the highest correlation is between the two country level
variables, the rule of law and GDP per capita growth (0.57). The variance inflation
factors (less than 10) indicate that no multicollinearity problem exists in the correlation

matrix.

Multivariate Regressions

Table 1-3 presents basic multivariate results from the panel regressions with
industry and year fixed effects with robust cluster standard errors. In addition to national
long-term orientation (LTO) and firm-level long time horizon (LTH) variables, and their
interactions, five firm-level controls (firm age, firm size, ROA, leverage, and dividend
payout) and three country control variables (GDP per capita growth, market cap to GDP,
and the rule of law) are included in all models.
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Table 1-3: Time orientation and CSR: Panel regression

1) ) @) (4) ()
LTO 0.051*** 0.033* 0.035*
(0.018) (0.019) (0.019)
R&D intensity 0.181** -0.306**
(0.077) (0.151)
Capex intensity 0.052* -0.064
(0.027) (0.057)
LTO x R&D intensity 1.183***
(0.309)
LTO x Capex intensity 0.308**
(0.124)
Firm age 0.043*** 0.044*** 0.045*** 0.043*** 0.045***
(0.005) (0.005) (0.005) (0.005) (0.005)
Firm size 0.075*** 0.076*** 0.077*** 0.076*** 0.076***
(0.003) (0.003) (0.003) (0.003) (0.003)
ROA 0.004 0.004 0.005 0.007 0.005
(0.017) (0.017) (0.018) (0.017) (0.017)
Leverage -0.045***  -0.043***  -0.047***  -0.042***  -0.045***
(0.016) (0.016) (0.016) (0.016) (0.016)
Dividend payout 0.020*** 0.020*** 0.019*** 0.019*** 0.019***
(0.005) (0.005) (0.005) (0.005) (0.005)
GDP per capita growth -0.003***  -0.003***  -0.003***  -0.003***  -0.003***
(0.001) (0.001) (0.001) (0.001) (0.001)
Market cap to GDP -0.032***  -0.031***  -0.031***  -0.031***  -0.031***
(0.004) (0.004) (0.004) (0.004) (0.004)
Rule of law 0.026*** 0.020*** 0.021*** 0.025*** 0.027***
(0.006) (0.006) (0.006) (0.006) (0.006)
Industry FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Constant -0.745%**  -0.745%**  -0.746***  -0.748***  -0.750***
(0.054) (0.054) (0.054) (0.054) (0.054)
N 10705 10705 10431 10705 10431
Wald Chi-squared 4662.60*** 4556.83*** 4534.27*** 4705.36*** 4801.85***
RZ-within 0.0140 0.0137 0.0135 0.0137 0.0142
R%-overall 0.3394 0.3397 0.3376 0.3431 0.3397

This table shows estimations with random effect models, using data with CSR entry. * p < 0.10,
**p < 0.05, *** p < 0.01; robust clustered standard errors in parentheses.
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The first thing to note is that the coefficients of LTO are positive and significant
at the 1% level in the model (1). This confirms H1, i.e., firms based in a high LTO home
country tend to engage in more CSR. Regarding the effect of firm LTH proxied by R&D
and capex intensity, | find the R&D intensity to be positive and statistically significant at
5% in the model (2), and capex intensity also to be positive and significant in the model
(3). These results support H2 that CSR increases with time horizon of the firm.

Model (4) and (5) are estimated with the interaction term between the national
and firm-level time orientation terms. The interaction term between LTO and R&D
intensity is positive and significant at 1% level in the model (4), while the interaction
term between LTO and capex intensity is positive and significant at 5% level. These
confirm H3, i.e., a firm-level temporal effect is heightened by LTO at the national level.
To sum up, CSR is positively associated with LTO at the national level, with LTH at the
firm level, and with the interaction effect between the two. Remarkably, LTO’s own
effects remain positive and significant when the interaction terms are included in the
model (4) and (5). The own effect coefficients of R&D and capex intensity, however,
turn negative or insignificant with the interaction terms, but even so, the combined own
and interaction coefficients remain positive and significant.?

Regarding the effects of firm-level control variables, the CSR index is positively
associated with firm age, firm size, and dividend payout ratios, and negatively with
leverage, at the firm level. Interestingly, the effect of firm profitability on CSR is positive
but statistically insignificant. Concerning country controls, it is surprising that CSR is

associated negatively with GDP per capita growth and financial market development

2| also tried pooled OLS regressions, and the results are identical.
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measured by the size of stock market cap relative to GDP. However, the effect of the rule
of law is positive and statistically significant, suggesting that a firm based in a home
country with higher level of contract enforcement and property rights is more likely to
engage in social and environmental practices.

One last note here is that although firm age is considered as a control rather than a
hypothesized variable here, it is arguable that firm age could also be another proxy
variable for LTH at the firm level. Older firms might be more likely to engage in CSR
due to their innate long term perspectives rooted in their history. One can expect that a
firm with a longer history, ceteris paribus, may enable managers to take a longer term
perspective, given its stability and experiences. Additionally, older and established firms
may possess greater resources and capabilities, whereas younger firms may suffer from
liability of newness (Stinchcombe, 1965). Stinchcombe notes that a firm with a short
history may not have standard organizational routines or structures established, and the
role identification and formation process may be relatively inefficient as a result. Thus,
priority may be given to new organizations, as they may not be equipped to consider
long-term investment such as CSR. Consistent with this expectation, | find a positive and

significant effect across all models.

Heckman Selection Model

The above analysis may be subject to selection bias if there is a non-random
chance that a given firm has CSR entry. Actually, a firm’s CSR decision may also be
endogenous in the presence of unobservable or omitted variables that may influence the
firm’s decision on CSR. | address problems of sample selection and endogeneity by
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estimating Heckman’s two-step selection model with instrumental variables (Heckman,
1979). | combine the treatment sample of firms with CSR and the control sample of firms
without CSR entries described in Table 1-1 and 1-2. In the first stage, | estimate probit
function of the likelihood of a firm’s decision on the binary variable on CSR entry; in the
second stage, | use the predicted value of firm CSR entry likelihood along with the
inverse Mill’s ratio for selection bias correction and other variables to determine the level
of CSR performance.

| selected two owner investment characteristics as instrumental variables (1V) — (a)
ROA on the overall personal investment portfolio of the largest shareholder, and (b) the
debt to equity ratio for the overall personal investment portfolio of the largest shareholder.
These two variables are for the personal investment portfolio of the controlling
shareholder and hence exogenous to the firm’s CSR performance index while having a
significant influence on CSR entry, satisfying both exogeneity and relevance conditions
of an IV. For instance, the profitability of the overall investment portfolio of a controlling
shareholder (e.g., a holding company) may influence the firm’s choice of disclosing CSR
information (and being a CSR firm) since the firm may incur additional costs in
publishing a sustainability report, reporting their emission reduction and so forth.
However, the general policy of the controlling owner or a holding company may not be
related to the level of CSR performance of an individual firm.

Table 1-4 estimates the same models as in Table 1-3 using the Heckman’s two-
stage selection model. For the first stage, | observe that the two Vs, the ROA and debt to
equity ratio for the largest owner’s personal investment portfolio, are indeed highly
significant statistically. As expected, the profitability of the controlling owner’s personal
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investment affects the probability of being a “CSR firm” positively, while the debt to
equity influences such probability negatively. The predicted values of firm CSR from the
first-stage estimation are used to generate a Hackman’s lambda (the inverse Mills ratio),
which is included as an additional regressor to correct for selection bias in the second
stage. The existence of a sample selection bias requires both significant lambda as well as
significant independent variables of interest (Certo, Busenbark, Woo, and Semadeni,
2016), as | have found. This suggests that a firm level CSR entry (disclosure) is driven in
part by an endogenous selection process. However, in the Heckman model with Vs, all

basic results survive after selection bias correction in the second stage.
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Table 1-4: Time orientation and CSR: Heckman selection model

(1) (2) ®3) (4) (5)
The Second Stage Results (the dependent variable is CSR Index)
Long term orientation (LTO) 0.028** 0.006 -0.010
(0.013) (0.013) (0.014)
R&D intensity 0.595*** -0.132
(0.086) (0.156)
Capex intensity 0.161*** -0.182**
(0.041) (0.071)
LTO x R&D 1.641***
(0.308)
LTO x Capex 0.904***
(0.158)
Firm age 0.039*** 0.038*** 0.039*** 0.038*** 0.039***
(0.004) (0.004) (0.004) (0.004) (0.004)
Firm size 0.121*** 0.125*** 0.124*** 0.121*** 0.120***
(0.005) (0.005) (0.005) (0.005) (0.005)
ROA 0.270*** 0.291*** 0.285*** 0.283*** 0.267***
(0.036) (0.039) (0.039) (0.036) (0.037)
Leverage -0.051*** -0.037** -0.052*** -0.033** -0.053***
(0.015) (0.015) (0.016) (0.015) (0.016)
Dividend payout 0.111%** 0.116*** 0.111%** 0.109*** 0.109***
(0.010) (0.010) (0.010) (0.010) (0.010)
GDP per capita growth -0.020*** -0.020*** -0.020*** -0.019*** -0.021***
(0.001) (0.001) (0.001) (0.001) (0.001)
Market cap to GDP -0.034*** -0.033*** -0.033*** -0.033*** -0.034***
(0.004) (0.004) (0.004) (0.004) (0.004)
Rule of law 0.018*** 0.013*** 0.015*** 0.016*** 0.018***
(0.004) (0.004) (0.004) (0.004) (0.004)
Industry FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
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Constant ~1.431 %% -1.499%*+ ~1.482% %+ L1417 ~1.402%x+
(0.094) (0.099) (0.100) (0.093) (0.093)

The First Stage Results (1Vs only reported, the dependent variable is CSR disclosure; country and firm controls are included
with industry and year fixed effects)

Largest owner portfolio debt/equity -0.062*** -0.043*** -0.045%** -0.064*** -0.066***
(0.007) (0.007) (0.007) (0.008) (0.008)

Largest owner portfolio ROA 0.598*** 0.840*** 0.929*** 0.553*** 0.636***
(0.120) (0.112) (0.118) (0.119) (0.124)

Lambda (Inverse Mill’s ratio) 0.078*** 0.082*** 0.079*** 0.074*** 0.073***
(0.012) (0.012) (0.012) (0.012) (0.012)

N 54336 54336 53041 54336 53041

Wald Chi-squared 2720.28*** 2420.94*** 2380.51*** 2749.16*** 2683.87***

This table shows Heckman’s two-stage regression results for CSR index in the second stage using the sample of all firms with
and without CSR entry. The first stage is a probit estimation of CSR disclosure as a function of two instrumental variables in
addition to all firm/country variables. * p < 0.10, ** p < 0.05, *** p < 0.01; standard errors in parentheses.
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Specifically, long-term orientation is positive and significant in the model (1),
supporting H1 as in Table 1-3. The R&D and capex intensity, used to proxy time
orientation at firm level, are both positive and significant at 1% level in model (2) and (3),
respectively, again confirming H2. The interaction terms are positive and statistically
significant at 1% level in model (4) and (5), consistent with H3 as before. It is remarkable
that the coefficients of the interaction terms in Table 1-4 are no greater compared to the
panel regression results in Table 1-3: the LTO-R&D interaction now has 1.641 vs. 1.183
before, and the LTO-capex interaction has 0.904 vs. 0.308. The usual panel regressions
underestimate the effects of the multilevel interactive effects compared with the
Heckman results with selection error corrections.

Table 1-5 estimates the effects of alternative cultural traits from GLOBE (future
orientation, performance orientation, uncertainty avoidance, human orientation, power
distance, collectivism (institutional, in-group), gender egalitarianism, and assertiveness),’
as well as additional traits from the updated Hofstede’s classification beyond the long-
term orientation examined above (power distance, individualism, masculinity, uncertainty
avoidance, and indulgence). Variance inflation factor analysis shows that
multicollinearity is not a serious concern. | am encouraged to find that the effect of future
orientation from GLOBE is positive and statistically significant at 1%, validating the
similar effect of long term orientation from Hofstede that firms whose home country has

a culture of patience and long time horizon tend to engage in more CSR.

% Cultural traits from GLOBE consist of two parts: ongoing practices and behaviors (as is)
and values or strongly held beliefs (should be). [ used “as is” index since I are interested
in how current cultural norms and behaviors affect corporate strategies.
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Table 1-5: Alternative national culture variables on CSR

1) )
GLOBE (as is)
Future orientation 0.105***
(0.013)
Performance orientation -0.200***
(0.017)
Uncertainty avoidance 0.022**
(0.010)
Human orientation -0.105***
(0.011)
Power distance 0.076***
(0.017)
Institutional collectivism -0.013
(0.013)
In-group collectivism -0.063***
(0.009)
Gender egalitarianism 0.032**
(0.014)
Assertiveness -0.008
(0.017)
Hofstede
Long term orientation (LTO) 0.232***
(0.018)
Power distance 0.060**
(0.031)
Individualism 0.189***
(0.023)
Masculinity -0.274***
(0.016)
Uncertainty avoidance 0.005
(0.017)
Indulgence (vs. restraint) 0.078***
(0.027)
Lambda (Tnverse Mill’s ratio) 0.036*** 0.034***
(0.009) (0.009)
Firm controls Yes Yes
Country controls Yes Yes
Year FE Yes Yes
Industry FE Yes Yes
Constant -0.558** -1.345%**
(0.246) (0.095)
N 53189 53117
Wald Chi-squared 4762.53*** 4242 .89***

This table shows Heckman’s two-stage regression results for CSR index in the second stage using
the sample of all firms with and without CSR entry. The first stage is a probit estimation of CSR
dummy as a function of two instrumental variables in addition to all firm and country variables. *
p <0.10, ** p < 0.05, *** p < 0.01; standard errors in parentheses.
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The new results indicate that firms in a home country that is high on gender
egalitarian in GLOBE and low on masculinity in Hofstede tend to engage in more CSR,
suggesting that one of the inducements of CSR would be egalitarianism. Another
interesting result is that firms in uncertainty avoidance culture, where reliance on social
norms and rules is important to alleviate unpredictability of future events (House et al.,
2002), generally engage more in CSR (although results are significant using GLOBE but
not using Hofstede). This may be related to the desire of firms to hedge operational risk
exposure in an unpredictable and unstructured environment (Godfrey et al., 2009), or it
may represent a search for social legitimacy (Meyer and Rowan, 1977) that enhances
long-term survivability. Indeed, uncertainty-avoiding cultures, such as Japan, have been
known to participate in ritualistic behavior, suggesting they may engage in CSR as a
socially palatable ceremonial function. At any rate, these results are tangent to the
primary thrust of this paper, which is the CSR effect of long time horizon at the firm and
country levels. The heterogeneous effect of cultural traits on CSR is worthy of its own

study.

Multilevel Model

Traditional linear models assume that observations are a random sample from the
population and that scores on the dependent variables are independent of each other. The
multilevel model can handle cases where the assumption of independence is violated, as
in the case when data are nested or hierarchical. In this section, | re-examine the basic
hypotheses again using the hierarchical linear model (HLM) that accounts for shared

variance in hierarchically structured data. The HLM simultaneously estimates
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relationships within and between hierarchical levels of nested group data by the
maximum likelihood method and is more efficient econometrically than pooled OLS or
panel regressions.”

The multilevel estimations of basic models by HLM are reported in Table 1-6.
Both model (1) and (2) provide evidence in support of the cross-level interaction effect.
To illustrate, model (1) shows that as the firm-level long time horizon (LTH) measured
by R&D intensity increases by one unit, its CSR index increases by 0.766 for a firm with
an average LTH. However, a unit increase in firm-level LTH increases CSR by 1.801
with an increase in the country’s LTO cultural index increases by one unit. Similarly,
model (2) also shows the amplification of the firm-level LTH (measured by capex
intensity) on CSR as it interacts with country-level LTO. That is, the positive and
significant coefficient of the interaction term indicates that a firm’s LTH is more strongly
associated with CSR when the firm is located in a country with LTO culture. In sum, the
HLM results provide evidence in support of an amplified effect of national LTO culture

on firm LTH in their effects on CSR engagement by the firm.

* 1 have computed the intra-class correlation (ICC), which indicate the proportion of the
total variation due to country differences. For organization research, ICCs of 0.05, 0.15
considered as small and large, respectively (Hox, Moerbeek, & van de Schoot, 2010).
The ICC in my sample is 0.17, which means that differences across countries account for
about 17% of the variability of firms’ CSR engagement.
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Table 1-6: Time orientation and CSR: Multilevel estimations

1) )
Long term orientation (LTO) 0.017 0.017
(0.077) (0.078)
R&D intensity 0.766***
(0.076)
Capex intensity 0.235***
(0.039)
LTO x R&D 1.801***
(0.282)
LTO x Capex 0.855***
(0.142)
Firm age 0.041*** 0.041%**
(0.003) (0.003)
Firm size 0.101*** 0.101***
(0.002) (0.002)
ROA 0.101*** 0.098***
(0.028) (0.029)
Leverage -0.041*** -0.063***
(0.013) (0.013)
Dividend payout 0.054*** 0.053***
(0.009) (0.009)
GDP per capita growth -0.002 -0.002
(0.001) (0.001)
Market cap to GDP -0.017 -0.017
(0.016) (0.017)
Rule of law 0.057*** 0.057***
(0.018) (0.019)
Industry FE Yes Yes
Year FE Yes Yes
Constant -1.156*** -1.142%**
(0.051) (0.052)
N 10705 10431
Wald Chi-squared 5911.98*** 5602.93***

This table shows hierarchical linear model (HLM) results for CSR index, using data with CSR
entry. * p<0.10, ** p < 0.05, *** p < 0.01; standard errors in parentheses.
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Table 1-7: Robustness check with alternative national variables on CSR

1) ) @) (4) ()
Long term orientation (LTO)  0.153*** 0.144%**  (0,139***
(0.033) (0.033) (0.034)
R&D intensity 0.222%** -0.326**
(0.077) (0.152)
Capex intensity 0.051* -0.057
(0.027) (0.055)
LTO x R&D intensity 1.373***
(0.328)
LTO x Capex intensity 0.289**
(0.128)
Firm age 0.049***  0.049***  0.050***  0.049***  0.051***
(0.005) (0.005) (0.005) (0.005) (0.005)
Firm size 0.074***  0.075***  0.075***  0.075***  0.074***
(0.003) (0.003) (0.003) (0.003) (0.003)
ROA -0.012 -0.009 -0.007 -0.010 -0.012
(0.017) (0.017) (0.018) (0.017) (0.017)
Leverage -0.053***  -0.050***  -0.054***  -0.049***  -0.053***
(0.016) (0.016) (0.016) (0.016) (0.016)
Dividend payout 0.017***  0.018***  0.017***  0.017***  0.017***
(0.005) (0.005) (0.005) (0.005) (0.005)
GDP per capita -0.000 -0.006 -0.004 -0.001 0.001
(0.006) (0.005) (0.006) (0.006) (0.006)
Legal origin_France 0.098***  0.119***  (0.121***  0.096***  (0.101***
(0.014) (0.013) (0.013) (0.014) (0.014)
Legal origin_German -0.085*** -0.005 -0.005 -0.095***  -0.086***
(0.021) (0.011) (0.011) (0.021) (0.021)
Legal origin_Scandinavian 0.166***  0.180***  0.185***  0.166***  0.171***
(0.020) (0.020) (0.020) (0.020) (0.020)
Legal origin_Socialist -0.173***  -0.118***  -0.117***  -0.173***  -0.172***
(0.027) (0.023) (0.023) (0.026) (0.026)
Legal origin_UK - - - - -
Industry FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Constant -0.842***  -0.750***  -0.764***  -0.845***  -0.856***
(0.078) (0.075) (0.075) (0.078) (0.078)
N 10705 10705 10431 10705 10431
Wald Chi-squared 5138.1***  4890.4***  4850.4***  5202.7*** 5290.8***
R*-within 0.012 0.012 0.012 0.012 0.013
R%-overall 0.356 0.355 0.353 0.362 0.357
This table shows estimations with random effect models, using data with CSR entry. * p < 0.10,

**p < 0.05, *** p < 0.01; robust clustered standard errors in parentheses.
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Finally, Table 1-7 estimates the same model in Table 1-3 with alternative country
level control variables, using the random effects panel regressions. | include legal origin
variables — France, German, Scandinavian, Socialist, and UK legal origins. The UK legal
origin is used as a baseline category. Also, GDP per capita is added as an additional
country level control variable. All results test H1 to H3 indicate that original results are

robust to alternative country level traits.

Discussion

The present study focused on the impact of time horizon at the national and firm
levels on CSR behavior. I find that having a long time horizon increases the propensity of
a firm to engage in CSR behavior. As hypothesized, CSR increases with long term
orientation in the national culture. In addition, CSR increases with R&D intensity and
with capex intensity. I also find that the national cultural effects reinforce the relationship
between long term horizon of a firm and its CSR practices. All results are robust across
various models, including Panel regression, HLM and Heckman selection models, and
data assumptions. The main results remain robust to the inclusion of governance index of
CSR in the dependent variable, to additional controls such as administrative costs, and to
the use of US subsample.

This study makes several contributions to the CSR and the corporate governance
literature. First, I believe that this paper is the first to relate CSR engagement to the time
horizon at both the nation al and firm levels. Second, this is the first paper to examine
CSR pattern as a function of time horizon using a panel of global firms from around the
world. Third, in a departure from existing work that uses only CSR firm data, this paper
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compares characteristics of firms with and without CSR ratings globally and perform
Heckman’s two-step model to correct for selection bias. This paper thus provides a more
comprehensive picture of CSR behaviors and drivers that can tell us more about the
phenomenon.

Finally, while I did not directly measure whether agency or stakeholder/
stewardship theory provides a better prediction regarding CSR behavior, this study
suggests that the predictive power of those theories might depend, among other factors,
on the time orientation of owners and firms, with short term oriented firms fitting more
with an agency theory perspective while long term firms fitting more with a stakeholder/
stewardship approach. This can lead towards broader questions, e.g., the cultural
relativity of economic and organizational theories, or the role of corporate culture and the
top management team in affecting CSR. Another interesting question, necessitating
longitudinal research, is whether a change in firm ownership, says a buyout by an

institutional investor, will lead to expanded CSR behavior.

Limitations and Suggestions for Further Research

I note several additional limitations of the present work and identify the areas of
future work. First, the ASSET4 database uses only publicly available sources such as
annual reports, CSR reports, NGO websites, etc. The use of public and independent
sources confers credibility on the database it deserves as the only objective and
comprehensive source of corporate CSR data globally. However, the Thompson CSR
database is a result of two corporate decisions — a decision by a firm to engage in some
forms of CSR activity and a decision to disclose such activities to the public. I did not
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attempt to distinguish between the two decisions in this paper, so the reported results on
CSR activity or performance may be biased if the disclosure decision is not random.

Second, while in this study I have focused on national culture, the effect of
country-level governance factors such as law, institutions, quality of governments, and
corporate governance regimes, can also be important for global firms in the context of
overall CSR or its specific components. Such variables could affect the time horizon of
firms (for example, having a stable government and other institutions may facilitate a
longer time horizon), or they could influence CSR decisions in other ways, for instance,
by mandating certain behaviors that may be voluntary in other countries.

Third, another interesting topic is the role of multinational corporations as an
agent of convergence or transmission of CSR practices internationally. A related topic
would be an isomorphism, that is, the degree to which companies imitate the CSR
behavior of market leaders or other visible firms over time.

Finally, the CSR is a composite index, in this case, of seven social and three
environmental CSR indices, which are heterogeneous even within the sub-categories. For
instance, the social CSR includes employment quality, health and safety, training and
development, diversity, human rights, community, and product responsibility, and the
environment CSR includes emission reduction, resource reduction, and product
innovation. In addition, there are governance categories that I have not included.

A preliminary attempt at separate estimations of social versus environmental CSR
confirms the positive effect of a firm’s R&D and capex intensity on CSR as well as the
heightened interaction effect of country LTO on the firm-level LTH effect. However, the
positive effect of long term orientation as a host country culture on overall corporate CSR
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mainly stems from environmental CSR activities rather than social ones. I am agnostic as
to the reasons for this difference and leave it to future research. Those social and
environmental heterogeneous categories are generally lumped together under the
sustainable corporate social responsibility umbrella. Clearly, they are ripe areas for

focused, disaggregated studies.
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CHAPTER 2

OWNERSHIP, INSTITUTIONS, AND SUSTAINABILITY PRACTICES

Introduction

Shareholders affect business’s activities and decisions. The modern corporation
presupposes primacy of shareholder interests as the defining objective of the firm (Berle-
Means, 1932), although it is subject to adaptation for agency costs due to the divergence
of interests between ownership and management (Jensen and Meckling, 1976). The
influence of owners on corporate affairs is even greater in the case of a firm with large
controlling shareholders (Shleifer and Vishny, 1986), whether it is about a narrowly
defined profit-maximizing project or one promoting CSR. La Porta, Lopez-de Silvanes,
and Shleifer (1999) document that, in contrast to diffuse ownership consisting of small,
atomistic shareholders, usually assumed in the U.S., concentrated ownership by
controlling shareholders (whether minority or majority) is common in many parts of the
world.

While the influence of owners on corporate performance is increasing, in
particular on the matter of sustainability issues, existing empirical work on the effect of
ownership on CSR is fragmented and inconclusive. Existing ownership studies are
largely confined to a single ownership category (e.g., institutional) or country (e.g., the
United States), limiting the consideration of heterogeneous explanations for the
inconsistent findings. For instance, Graves and Waddock (1994) find no link between

institutional ownership and CSR, whereas other studies report a positive (Jo and Harjoto,
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2011; Johnson and Greening, 1999; Neubaum and Zahra, 2006) or negative relationship
(Walls, Berrone, and Phan, 2012).> One plausible explanation for the inconsistent results
may be the differing time lenses of firms and owners, potentially stemming from their
economic interests or cultural value orientation. While a number of studies have looked at
CSR from this comparative perspective, they largely covered different ground. Young
and Makhija (2014) examined the role of labor institutions on CSR in the global apparel
industry, while Ioannou and Serafeim (2012) studied the effects of country-level
institutions on CSR, and Waldman et al. (2006) examined the effects of several GLOBE
cultural traits on CSR in 15 countries.

The present study focuses on the impact of ownership structure and formal
institutions on corporate sustainability practices. As hypothesized, sustainability practices
decrease with concentrated ownership structure and shareholding of institutional
investors. The influence of the largest controlling owners is found to be statistically
significant; when the largest owner is institutional investors rather than other types
environmental related practices will decrease. Those effects, however, can be mitigated
when a firm is based on a civil law country where stakeholder interests are more valued
than in common law counties where shareholder are highly highlighted. Empirically, |
examine the effects of time orientation on a firm’s CSR in a panel of global firms from
2002 to 2012.

This study makes a number of contributions to the CSR and corporate governance

literature. First, I believe that the present work is the first to relate CSR engagement to

> The scope of Walls et al. (2012) is narrower, focusing on the effect of institutional
ownership on environmental performance, while other studies mentioned examine the
effect of institutional ownership on CSR index, which includes social and environmental
CSR performance.
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the ownership structure and identity, and simultaneously national institutions. Second,
this is the first paper to examine the pattern of CSR as a function of corporate ownership
and identity of the largest owners using global firm and ownership data from around the
globe. This paper thus provides a more comprehensive picture of CSR motives and
drivers that can tell us more about the phenomenon. Third, | identify and treat various
aspects of owners and institutions from a rich interdisciplinary and international
perspective, in the process contributing to underlying theories such as agency and

stakeholder.

Theory and Hypotheses

Ownership Concentration

Two seemingly conflicting perspectives exist with regard to CSR and its
contribution to the firm. Agency theory (Jensen and Meckling, 1976) views CSR as an
expense, reducing profit or cash flows for shareholders, although it may promote
employee morale or societal interests (Friedman, 1970; Surroca and Tribd, 2008). In
contrast, stakeholder theory (Freeman, 1984) views CSR as an investment, consistent
with firm value maximization (Freeman et al., 2004) because it can boost labor
productivity (Edmans, 2011), elicit support from other significant stakeholders (Henisz,
Dorobantu, and Nartey, 2013), and decrease a firm’s operational risk exposure to
unfavorable market events (Godfrey, Merrill, and Hansen, 2009). In fact, some argue that
CSR can signal a firm’s positive image and reputation, providing legitimacy that buffers

it from negative measures undertaken by key stakeholders such as government agencies
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or the public at large; a slack resource to be deployed when the firm is most vulnerable,
e.g., during a crisis (Shenkar and Yuchtman-Yaar, 1997).

There are a number of reasons why large controlling shareholders are likely to
take an agency perspective with respect to CSR. First, as Shleifer and Vishny (1986)
argue, large inside shareholders may use their privileged positions to pursue private
interests by expropriating corporate resources (e.g., personal loans at a favorite rate,
benefiting from opportunistic IPO allocation, executive perk, and so forth). Such
shareholders may not be thrilled with the firm spending money on CSR for labor or social
issues from which they do not seem to benefit. Assuming that the interests of controlling
shareholders diverge from those of other stakeholders such as employees, creditors, or the
society at large, the reduction of CSR expenditure appears to be good for shareholders,
and is all the more enticing for controlling shareholders.

Second, the actual control exercised by large inside shareholders is often greater
than their cash flow ownership would indicate (La Porta et al, 1999). This is particularly
so in cases of family-owned and controlled firms and business groups due to the
pyramidal or circular ownership structure among group firms. Block-holders can use their
market positions (e.g., board seats, alliances with other shareholders, and activist tactics)
to wrest control beyond their cash flow ownership. Thus, given the opportunity for rent
extraction and additional controls, the largest inside shareholders may be less likely to
engage in shareholder value-decreasing activities (Amihud and Lev, 1981), and more
inclined to use their power to enforce their interests (Thomsen and Pedersen, 2000).

Both of these points suggest that the more concentrated corporate ownership is
(which gives more power to controlling shareholders), the less likely the firm is to be
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involved in CSR (since it may not serve the interest of the controlling shareholders). In
sum, an increase in equity ownership by controlling shareholders may lead to less CSR
for two reasons: one, controlling shareholders will likely view CSR as value-reducing
and will have the power to refrain from or arrest such investment; two, CSR may reduce
the resources available for private consumption by controlling shareholders regardless of
their perspective on CSR.

Hypothesis 1: 4 firm’s CSR decreases with an increase in a firm’s ownership

concentration.

An alternative viewpoint to consider is that controlling shareholders hold a
stakeholder perspective, which considers CSR a value-creating investment. From this
perspective, controlling shareholders do not solely look for private gains and can be
motivated by relational and moral considerations as well (Aguilera, Rupp, Williams, and
Ganapathi, 2007). Firms likely pay attention to salient stakeholder relations that affect or
are affected by corporate activities or outcomes (Freeman, 1984), making them more
likely to consider CSR when the stakeholder has power and legitimacy (Mitchell, Agle,
and Wood, 1997). Further, by engaging in CSR in response to societal needs, a firm may
gain social and political legitimacy, which may help ensure its long-term survival (Meyer
and Rowan, 1977). CSR may thus indicate a sense of social responsibility and
responsiveness that will satisfy key stakeholders (Bansal and Roth, 2000).

Moreover, as noted earlier, firms are sensitive to how they are perceived by others,
including the general public, as their reputation may have potentially significant and
wide-ranging impact not only on sales but also on employee recruitment and motivation.
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Further, it may affect their relationship with governments, investors, and business
partners. In addition, stewardship theory (Davis, Schoorman, and Donaldson, 1997)
suggests that corporate executives or controlling investors may act as a good steward of
their assets and resources rather than as opportunistic seekers of private gain, and would
like to bring their personal values to their organization. With salient stakeholders such as
controlling insider owners, firms are more likely to be responsive and engage in CSR.
As a first approximation, I posit that, regarding for-profit private enterprises, H1
is more likely than the alternative, although the final verdict will have to await empirical

work.

Owner Identity

This paper provides further evidence of the effect of ownership on CSR by
focusing on situations when the largest controlling shareholder is an institutional investor.
The influence of owners on corporate affairs is even greater in the case of a firm with
large controlling shareholders (Shleifer and Vishny, 1986), whether it is about a narrowly
defined profit-maximizing project or one promoting CSR. La Porta, Lopez-de Silvanes,
and Shleifer (1999) document that, in contrast to diffuse ownership consisting of small,
atomistic shareholders common in the US, concentrated ownership by controlling
shareholders (whether minority or majority) is the norm in many parts of the world.

Thomsen and Pedersen (2000) argue that the identity of large controlling
shareholders is an important factor influencing corporate strategy as well as market
valuation. Shleifer and Vishny (1986) suggest that large shareholders act as a monitor,
providing an important if the partial solution to the free-rider problem. In contrast, in a
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corporation with many atomistic shareholders, none may be motivated or have the tools
with which to adequately monitor managerial performance. Maug (1998) sees the choice
of large shareholders selling shares (“Wall Street walk™) versus monitoring and
increasing voice in the firm as a tradeoff between liquidity and control. Since this
tradeoff may differ depending on the time preference of different investors, it follows that
the level of CSR would depend on time horizon of large controlling investors that can
influence corporate managerial decisions.

Several studies show correlations between CSR and various owner types. CSR
has been found to be positively related to managerial ownership in the United States
(Johnson and Greening, 1999) but negatively in Korea (Oh, Chang, and Martynov, 2011).
The authors suggest that the institutional context in various countries would matter;
different degrees of institutional pressures or lack of transparency in some countries/
financial markets may influence managerial incentives and decisions on CSR. Similarly,
institutional contexts lead to inconsistent results when director ownership is investigated.
The effect of ownership by outside directors is insignificant (Oh et al., 2011) but negative
and significant when both managerial and director ownership is jointly considered
(Barnea and Rubin, 2010). The effects of employee ownership and private individuals
ownership on CSR are generally negative (Dam and Scholtens, 2012), possibly because
socially responsible investment is still a niche market to private individuals with limited
information processing and a small investment scale. However, unlike other institutional
holdings such as mutual fund and investment bank funds, pension fund ownership has
shown a positive and significant effect due to its different evaluation criteria for
managers and investment strategies (Johnson and Greening, 1999). | am not aware of any
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study that examines the effect of institutional investors on CSR using global firm-level
data.

Among large controlling shareholders, financial institutional investors received
much attention in empirical business and finance. Bushee (2001) and others use
institutional ownership as indicative of market pressures exerted on management. Gaspar
et al. (2005) argue that most institutional investors have a short-term perspective,
providing feeble monitoring and producing poor long term performance. On the other
hand, there is evidence that institutional shareholders actively engage in managerial
monitoring in special situations such as mergers and acquisitions (Chen, Harford, and Li,
2007).

| argue that most institutional investors such as mutual funds, finance companies,
commercial and investment banks, and asset management firms are short-term oriented in
their investment time horizon due to short-range managerial incentives and capital market
pressure. If so, institutional ownership would be negatively associated with CSR. This is
more so for financial institutions with relatively short time horizons. Relative to industrial
corporations, pension funds or public-oriented firms, financial institutions tend to act
more as a passive ‘investor’ pursuing short-term financial gains, rather than acting as a
firm’s ‘owner’ seeking long-term value creation.

An interesting phenomenon with regard to institutional investors is a socially
responsible investment. In response to social activism, socially responsible investment
(SRI) funds or public pension funds increase their voices in various ethical, social, and
environmental issues as well as corporate governance. In addition, Principles for
Responsible Investment (PRI), a non-governmental organization and a partner of the
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United Nations, emphasizes long-term value creation and encourages institutional
investors to consider social, environmental and governance issues in their investment
decisions. Institutions that are signatories to PRI now reached over 1,500. In this case,
institutional investors, acting as the largest controlling shareholder, may facilitate more
CSR. However, these initiatives are relatively recent and rather minor in scope.
Institutions, even when they do consider social initiatives, tend to use CSR as a negative
screening. Institutional investors may not invest in socially irresponsible firms that do not
meet the social criteria, but institutions may be less inclined to check up on the firm’s
CSR after they made an investment in them. That is, social responsibility criteria or CSR
may be important in initial investment decisions but not necessarily in subsequent
decisions. Moreover, since earnings or investment performance is often evaluated on a
quarterly basis, managers and investors could be myopic. Thus, engaging in CSR that
may bear fruit over the long haul becomes less attractive.

Hypothesis 2: 4 firm’s CSR activity is lower when its controlling shareholder is

an institutional investor.

Legal Origin

Organizations are embedded within a broader social structure. Thus
organizational behaviors are in part socially constructed (DiMaggio and Powell, 1983).
Organizational behaviors, including CSR engagement or the way corporations build the

relationship with stakeholders, are affected by the cultural and socio-economical

® In contrast to short-term oriented financial institutions that have a negative effect on
CSR, Johnson and Greening (1999) report a positive effect of managerial ownership on
CSR. The effect of employee ownership is negative (Dam & Scholtens, 2012)
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institutions in which firms operate (Aguilera, Rupp, Williams, and Ganapathi, 2007; Hall
and Soskice, 2001; Matten and Moon, 2008). La Porta, Lopez-de-Silanes, and Shleifer
(2008) consider two types of countries legal origins: common law and civil law countries.
Common law countries rely on a market system, focusing on maximizing the profits of
shareholders and strengthening the degrees of protection among shareholders is
associated with the better financial market (La Porta, Lopez-de-Silanes, Shleifer, and
Vishney, 1997) and higher valuation (La Porta, Lopez-de-Silanes, Shleifer, and Vishney,
2002). In contrast, civil law countries have weaker investor protections and possibly
stronger protections for consumers.

In a similar vein, international corporate governance literature contrasts two
corporate governance models, shareholder, and stakeholder models. The underlying view
of the shareholder model is based on agency theory. Thus, the ultimate effect of
ownership on firm value is considered as depending on the tradeoff between the
alignment of the incentives between managers and shareholders on the one hand, and the
entrenchment effects of the managers on the other. The stakeholder model, however,
explores whether and why corporations attend to the interest of stakeholders along with
their own immediate firm's interests (Allen, 1992). As such, the stakeholder model
suggests that firms have various relationships with many groups, stakeholders who affect
and are affected by the actions of the firms (Freeman, 1984). According to Freeman,
firms should satisfy a variety of stakeholders, not only shareholders. Those stakeholders
are categorized into two groups; primary stakeholders are those who have direct and
formal relationship with business and those continuing participation of business are
required, whereas secondary stakeholders are those who can influence the operation of
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firms but do not engage in formal transaction with the organization (Clackson, 1995;
Freeman and Velamuri, 2008). Since shareholders (stockholders) are also a part of
stakeholder groups, the fundamental perspectives are based on trust, not an agency and
principal model. In particular, Jones (1995) suggest that firms conducting business with
stakeholders have an incentive to demonstrate a sincere commitment to ethical behavior,
trying to incorporate economic theory and ethics.

The above comparisons between two regimes suggest that in a stakeholder-centric
or civil law country, CSR engagement can be driven by formally by regulations or by
societal expectations. For example, stronger movements from socially responsible
investment (SRI) is likely in civil law than common law countries. In common law
countries, shareholder protections are stronger, hence the interests of other stakeholders
through CSR and other means would be less of an issue. Therefore, in a country which
emphasizes various stakeholders’ interests, institutional investors would more likely to
consider social, environmental and governance issues in their investment decisions. Thus,
| posit that institutional investors are more likely to be insulated from the short-term
pressures in a civil law country, thus myopic behaviors of institutional investors can be
mitigated if a firm is based in such country.

Hypothesis 3: The relationship between an institutional ownership and CSR

engagement is mitigated if the firm is located in a stakeholder-centric civil law

country.
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Data and Methods
Data and Sample

The data on corporate social responsibility (CSR) were obtained for all listed
firms around the world from Thompson Reuters ASSETS4. The ASSET4 database
includes updated CSR data as those in older KLD database, and contains CSR data for
more than 4,000 listed firms based in 50 countries. The CSR data are available for each
firm and includes three dimensions of corporate CSR activities: social, environmental,
and governance.

Starting from the ASSETS4 global database, | construct CSR firm sample from
2002 to 2012. All in all, I have a total firm-year observation of 26,177. These data are
then combined with firm-specific variables obtained from the Worldscope and World
Bank.

Table 2-1 presents the number of observations by country. Among others, the US
firms are more frequently engaged in CSR than the average world firm. Countries other
than the US with high CSR observations include Japan, the U.K., Australia, and Canada,
in that order. Table 2-2 reports descriptive statistics of all firm, ownership, and country

variables.
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Table 2-1: Number of observations by country

Country N Mean S.D. Median
Australia 1404 0.389 0.287 0.268
Austria 154 0.552 0.308 0.608
Belgium 226 0.548 0.333 0.603
Brazil 260 0.570 0.272 0.649
Canada 1678 0.371 0.278 0.239
Chile 74 0.432 0.247 0.446
China 289 0.330 0.225 0.255
Colombia 30 0.361 0.287 0.181
Czech Republic 20 0.484 0.186 0.496
Denmark 208 0.552 0.307 0.569
Egypt 28 0.196 0.127 0.137
Finland 221 0.745 0.255 0.866
France 797 0.756 0.237 0.867
Germany 662 0.665 0.305 0.819
Greece 181 0.484 0.290 0.446
Hong Kong 740 0.327 0.258 0.194
Hungary 12 0.856 0.081 0.876
India 243 0.506 0.296 0.485
Indonesia 66 0.405 0.255 0.354
Ireland 122 0.389 0.241 0.333
Israel 58 0.387 0.261 0.313
Italy 428 0.526 0.357 0.513
Japan 3190 0.622 0.327 0.779
Kuwait 10 0.145 0.048 0.134
Luxembourg 32 0.576 0.205 0.554
Malaysia 135 0.368 0.232 0.295
Mexico 93 0.476 0.330 0.457
Morocco 14 0.233 0.174 0.129
Netherlands 311 0.674 0.276 0.777
New Zealand 82 0.449 0.276 0.412
Norway 209 0.552 0.315 0.577
Philippines 56 0.372 0.243 0.270
Poland 82 0.356 0.243 0.272
Portugal 102 0.671 0.275 0.784
Russia 122 0.419 0.260 0.401
Saudi Arabia 22 0.297 0.273 0.165
Singapore 373 0.333 0.257 0.208
South Africa 211 0.577 0.278 0.671
South Korea 368 0.612 0.328 0.772
Spain 416 0.688 0.278 0.817
Sweden 465 0.662 0.291 0.783
Switzerland 521 0.587 0.314 0.687
Taiwan 378 0.448 0.305 0.378
Thailand 72 0.500 0.291 0.440
Turkey 83 0.515 0.316 0.537
United Kingdom 2787 0.601 0.271 0.657
United States 8142 0.407 0.309 0.243
Total 26177 0.498 0.320 0.460
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Table 2-2: Summary statistics

N Mean S.D. Median

Firm Environmental CSR 26177 0.498 0.320 0.460
Institutional ownership 25911 0.098 0.140 0.050

ROA 26177 0.060 0.083 0.054

Firm age 26177 2.834 0.783 2.996

Leverage 26175 0.250 0.189 0.232

Dividend payout 26177 0.244 0.256 0.188

Owner Ownership concentration 26177 0.182 0.180 0.107
Turnover 23407 0.202 0.236 0.157

Insurance 26177 0.031 0.173 0.000

Pension fund 26177 0.012 0.109 0.000

Venture capital 26177 0.001 0.035 0.000

Hedge fund 26177 0.214 0.410 0.000

Private equity fund 26177 0.008 0.090 0.000

Bank and trust 26177 0.027 0.161 0.000

Investment advisor 26177 0.283 0.450 0.000

Country  Civil law 26177 0.386 0.487 0.000
Per capital GDP growth 26177 1.146 2.825 1.640

Market cap to GDP 26177 1.119 0.695 1.046

This table presents descriptive statistics for all firm, owner, and country variables for all

observations in the sample.
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Table 2-3: Correlation matrix

1 2 3 4 5 6 7 8 9 10 11 12
Environmental CSR 1
Institutional ownership -0.16 1
ROA -0.02 0 1
Firm age 0.25 0.01 -0.06 1
Leverage 0.04 0.04 -013 -0.03 1
Dividend payout 0.13 -0.08 0.2 0.1 -0.01 1
Ownership concentration -0.05 -0.18 006 -022 -0.01 0.04 1
Owner portfolio turnover  -0.06 0.16 -0.02 -0.04 0.03 -0.08 -0.24 1
Insurance 0.08 -0.01 -0.04 0.13 0.03 0.02 -0.1 -0.11 1
Pension fund 0.01 -0.02 0.01 0 001 -001 -004 -001 -0.02 1
Venture capital -0.01 001 -001 -002 -0.01 0 -0.01 0 -0.01 0 1
Hedge fund -0.02 0.11 0 005 -001 -003 -024 025 -0.09 -0.06 -0.02 1
Private equity fund -0.03 011 -0.01 -0.12 0.08 -0.03 0.01 01 -002 -0.01 0 -0.05
Bank and trust 0.07 -0.08 -0.06 0.11 0.02 0.01 -0.09 0.06 -0.03 -0.02 -0.010 -0.09
Investment advisor -0.02 0.27 0.02 0.06 -0.01 -0.03 -0.3 02 -011 -007 -0.02 -0.33
Civil law 025 -036 -0.08 0.01 0.03 0.08 0.15 -0.15 0.14 0.04 0.02 -0.24
Per capital GDP growth -0.07 0.02 0.13 -0.1  -0.03 0.05 0.13 -006 -002 -001 -0.010 -0.08
Market cap to GDP -0.14 0.04 0.11 -0.03 -0.07 0.03 012 -0.02 -007 -0.04 -0.01 0.01

13 14 15 16 17 18
Private equity fund 1
Bank and trust -0.02 1
Investment advisor -0.06 -0.1 1
Civil law -0.01 0.15 -0.25 1
Per capital GDP growth -0.01 -0.02 -0.04 0.06 1
Market cap to GDP -0.01 -0.06 0 -035 0.20 1

The table presents the correlation matrix of all firm, owner and country variables.
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Prior to a multivariate analysis, | examine Pearson correlations between firms and
owners on the one hand, and country level variables on the other (see Table 2-3). | do not

find high correlations among variables.

Dependent variables

The environmental CSR index includes information on resource or emission
reduction, renewable energy usage, and environmental R&D expenditures. Behind the
environmental index, there are 32 sub items explaining resource reduction, 41 items for
emission reduction, and 25 items measure production innovation. Those items are
computed by the data vendor based on over individual, auditable and public data points

with multistep verification and process control.

Independent variables

First, I use ownership concentration, which is defined as the percentage of equity
ownership by the largest shareholders or as the percentage of ownership by the largest,
second largest and the third largest shareholders, combined. This is a more
comprehensive measure than the percentage of total institutional ownership or the sum of
institutional ownership that are 5% or more used in existing work (Walls et al., 2012; Di
Giuli and Kostovetsky, 2014). Second, for ownership type, | use the percentage of equity
held by the largest shareholder, classified by four groups — institutions, corporations,
public owners, and individuals. Institutional investors include banks, asset management
firms, investment advisors, hedge funds, insurance companies, pension funds, private
equity, and venture capital firms. Corporate investors include non-financial corporations
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and holding companies. Public owners consist of government agencies, sovereign wealth
funds, foundations and research firms. Individual owners represent entrepreneurs,
individual or family investors. Lastly, the legal origin variable indicates whether a

country has a common law or civil law system.

Control variables

Various control variables, at the firm and country levels are included. At the firm
level, firm size measured by taking the natural log of a total asset in millions of U.S.
dollar. Firm age is measured by the logarithm of the number of years since a firm’s
founding. ROA (return on assets) is included to control for financial performance. | also
include firm dividend payout ratio to control for returns to shareholders, and leverage
operationalized by total debt divided by total asset. These variables appear as controls in
most existing work on CSR (Walls et al., 2012; Di Giuli and Kostovetsky, 2014). In all
models, industry and year dummies are also included as controls. Country-level controls
include growth in per capita GDP, and market cap as a percentage of GDP, which

measures levels of financial market development.

57



Table 2-4:

Ownership and environmental CSR

1) (2) 3) (4)
Ownership concentration -0.032** -0.041***
(0.013) (0.013)
Institution -0.113*** -0.113***
(0.017) (0.019)
Civil law 0.082*** 0.070***
(0.008) (0.009)
Institution x Civil law 0.124***
(0.041)
Firm size 0.067*** 0.066*** 0.064*** 0.064***
(0.003) (0.003) (0.003) (0.003)
ROA 0.007 0.005 0.010 0.007
(0.019) (0.019) (0.019) (0.019)
Firm age 0.046*** 0.050*** 0.049*** 0.050***
(0.004) (0.004) (0.004) (0.004)
Leverage -0.008 -0.006 -0.006 -0.006
(0.017) (0.017) (0.017) (0.017)
Dividend payout 0.020*** 0.019*** 0.018*** 0.018***
(0.005) (0.005) (0.005) (0.005)
Per capita GDP growth -0.003***  -0.003***  -0.004*** -0.003***
(0.001) (0.001) (0.001) (0.001)
Financial market development ~ -0.020***  -0.019*** -0.009** -0.009**
(0.004) (0.004) (0.004) (0.004)
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Constant -0.815***  -0.793***  -0.808*** -0.772%**
(0.041) (0.041) (0.040) (0.040)
N 26175 25909 26175 25909
R-squared within 0.160 0.161 0.161 0.163
R-squared overall 0.311 0.319 0.324 0.331

*p<*p<0.10, ** p <0.05, *** p < 0.01; robust clustered standard errors in parentheses.
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Results

Table 2-4 reports the results of random effects panel regressions, using a sample
of global firms in ASSET4 database. | find that that ownership concentration, measured
by either the share of the largest shareholder of the firm or the sum of the combined top
three ownership shares, is statistically significant and negative, indicating that CSR
declines with an increase in ownership concentration. This supports the agency theory
view of CSR (H2), and is inconsistent with the stakeholder or stewardship theory view of
CSR.

| also find significance in terms of specific owner type. For example, | find that
when the larger shareholder is an institutional investor, CSR decreases, supporting H2.
However, untabulated results indicate that when the largest owner is a public institution,
CSR increases. These results are consistent with the notion (Thomsen and Pedersen, 2000)
that the identity and characteristics of a controlling owner are important determinants of
major corporate decisions. More specifically, the result on institutions (H2) is consistent
with the results from U.S. firms (Johnson and Greening, 1999; Neubaum and Zahra,
2006), and may be related to the generally short-time horizon of financial institutions
(acting as passive investors rather than owners) in contrast to industrial firms, family
firms, or public firms. The notion that financial institutions are relatively short-term
oriented is supported by the investment turnover data: the average investment turnover
rate of institutional owners (31.8%) is higher than that of all other types of owner average
(7.7%).

The result on public-oriented investors may be related to their objective function
that promotes social or public interests (which is consistent with the stakeholder model).

59



Those public-oriented investors include sovereign wealth funds, state-owned enterprises,
foundations, or private firms controlled by public entity.” These entities purport to
promote public interests or otherwise aid public policies beyond maximizing corporate
profits. Li and Zhang (2010) find that ownership concentration is positively related to
CSR for state-owned enterprises in China while no such relationship is found for non-
state owned firms. Granted that politicians may not be particularly long-term oriented in
the U.S., however, compared to financial institutions, publically oriented firms and
institutions may arguably have a longer-term perspective ceteris paribus, comparatively
speaking.

Lastly, column (4) of Table 2-4 suggests that legal origins as a measure of formal
institutions mitigate the negative effects of institutional investors, supporting H3.
Regarding firm controls, the CSR index is associated positively with firm size,
profitability, firm age, and dividend payout ratio. Concerning country controls, it is
somewhat surprising that CSR is related negatively to GDP per capita growth and the size

of stock market relative to GDP. The rule of law is statistically significant and positive.

Additional Analyses

I also investigate whether the findings differ among the different types of
institutional investors acting as controlling shareholders. The expectation was that when
they are the controlling shareholders, long-term oriented institutions such as life
insurance companies or pension funds will induce the firm to engage in CSR, whereas

institutions with short time horizons such as hedge funds, banks, and private equity firms

" Some examples include investment arms of a government agency such as City of Tampa, Abu Dhabi
Investment Authority, and Ohio Bureau of Worker's Compensation, as well as philanthropic organizations.
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may be associated with a reduction in CSR. I find the latter to be the case when the
largest owner is venture capital; for the former, support is solid for life insurance firms
but weak for pension funds. Still, these results lend credence to the notion that myopic
institutions with a short time horizon will be less interested in CSR, while those with a
longer time horizon will be more interested in CSR.

Some existing studies, such as Bushee (2001) and Zahra (1996), have also
considered time horizons of different institutions, but findings in this paper are broader in
scope and global in coverage. These results are encouraging and provide further support
to the basic notion that CSR increases with firms controlled by long-term oriented owners.
First, firms with controlling owners that have short-term investment horizon (higher
ownership portfolio turnover rate) decrease CSR, lending support to H2. Second, it is
interesting that insurance companies, known to be relatively long-term oriented in their
investment horizon, have a positive and significant effect on CSR index. However,
pension funds and venture capital firms have statistically insignificant effects on CSR.
While Neubaum and Zahra (2006) and Eccles, loannou, and Serafeim (2014) find a
positive effect of long term oriented funds (e.g., pension funds) on CSR in the U.S., my
results are inconclusive with the global sample, possibly due to the uncertain effect of
under-developed financial infrastructure as well as other general economic and social

factors.
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Table 2-5: Institutional ownership and environmental CSR

1) )
Insurance ownership 0.157** 0.146**
(0.062) (0.062)
Pension fund ownership -0.015 -0.026
(0.116) (0.115)
Venture capital ownership -0.255*
(0.153)
Hedge fund ownership -0.017
(0.035)
Private equity fund ownership -0.010
(0.090)
Bank and trust ownership -0.098
(0.065)
Investment advisor ownership -0.025
(0.031)
Firm size 0.069*** 0.069***
(0.003) (0.003)
ROA 0.002 0.002
(0.025) (0.025)
Firm age 0.054*** 0.054***
(0.006) (0.006)
Leverage -0.015 -0.015
(0.021) (0.021)
Dividend payout 0.028*** 0.028***
(0.007) (0.007)
Per capita GDP growth -0.002* -0.002*
(0.001) (0.001)
Market cap to GDP -0.002 -0.002
(0.009) (0.009)
Year FE Yes Yes
Industry FE Yes Yes
Constant -0.913*** -0.909***
(0.048) (0.048)
N 15074 15074
Wald Chi-squared 2520.0*** 2540.5***
R-squared within 0.1811 0.1812
R-squared overall 0.3237 0.3243

*p<*p<0.10, ** p < 0.05, *** p < 0.01; robust clustered standard errors in parentheses.
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Table 2-6: The effect on social and environmental CSR sub-index

(1) ) ) (4)
DV: Social Index DV: Environmental Index
Ownership concentration -0.039** -0.061***
(0.017) (0.017)
Institution -0.101** -0.140***
(0.044) (0.044)
Public 0.119*** 0.086***
(0.031) (0.031)
Corporation -0.042** -0.052***
(0.019) (0.019)
Individual -0.207*** -0.257***
(0.030) (0.030)
Lambda 0.001 0.003 0.021** 0.022**
(0.009) (0.009) (0.009) (0.009)
Firm controls Yes Yes Yes Yes
Country controls No No No No
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Country FE Yes Yes Yes Yes
Constant -1.146%** -1.114%** -1.304***  -1.251***
(0.079) (0.079) (0.079) (0.080)
N 43,649 41,625 43,649 41,625
Wald Chi-square 4,281.47 4,400.43 5,542.84 5,659.65

This table shows Heckman’s second stage results for total CSR and non-CSR sample. " p < 0.10,
“p<0.05 " p<0.01; standard errors in parentheses.

63



In addition, I also investigate whether the findings differ between two different
CSR categories Table 2-6 reports the results of sub-index estimation. The results for the
second stage from Heckman selection model confirm all basic results on CSR
qualitatively. However, the effects of public investor category are positive but larger in
magnitude for social CSR than environmental, while ownership concentration and
institutions are negative but larger in absolute values for environmental than social CSR.
The reasons for these differences are not entirely clear, but it does suggest that, in CSR
research as well as in others, one size may not fit all and that a spectrum of heterogeneous
CSR activities may need a separate study of their own. | further consider those results in

the Discussion section.

Discussion

The present study focuses on the impact of ownership and formal institution, the
legal origins on CSR behaviors of a firm. As hypothesized, CSR decreases with
ownership concentration and under institutional investors. The influence of the largest
controlling owners is found to be statistically significant; when the largest owner is
institutional investors rather than other types, CSR practices decrease. Those effects,
however, are mitigated when a firm is based on a civil law country where addresses
stakeholder interests more than common law counties.

I investigate whether the findings differ among the different types of institutional
investors acting as controlling shareholders. The expectation was that when they are the
controlling shareholders, long-term oriented institutions such as life insurance companies
or pension funds will induce the firm to engage in CSR, whereas institutions with short
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time horizon such as hedge funds, banks, or private equity firms may be associated with a
reduction in CSR. I find the venture capital to be the latter case; for the former, support is
solid for life insurance firms but weak for pension funds. Still, these results lend credence
to the notion that myopic institutions with a short time horizon will be less interested in
CSR while those with longer time horizon will be more interested in CSR.

Lastly, I observe a significant difference in the factors that drive corporate
inclination to engage in social versus environmental CSR. Some factors, such as a firm’s
public investor category increase social CSR more than environmental CSR while the
effects of others, such as largest owner share or institutional investor category are more
solidly negative on environmental than social CSR. I am agnostic as to the reasons for
this difference and leave it for future work. However, I can surmise that the two CSR
types are viewed differently by owners and companies and given a longer time window
would have examined whether such perceptions have changed over time, e.g., due to
increased attention to environmental degradation.

This study makes a number of contributions to the CSR and corporate governance
literature in the global context. First, I believe that this work is the first to relate CSR
engagement to ownership structure and identity while also simultaneously relating it to
national institutions. Second, this is the first paper to examine the pattern of CSR as a
function of corporate ownership and identity of the largest owners using global firm and
ownership data from around the globe. I thus provide a more comprehensive picture of
CSR motives and drivers that can tell us more about the phenomenon. Finally, while I do
not directly measure whether agency or stakeholder/ stewardship theory provides a better
prediction regarding CSR behavior, this study suggests that the predictive power of those
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theories might depend, among other factors, on the ownership structure and owner
identity, with short-term oriented owners such as institutional investors fitting more with
an agency theory perspective while long term firms fitting more with a stakeholder/
stewardship approach. This can lead towards broader questions, e.g., the cultural
relativity of economic and organizational theories, or the role of corporate culture and the
top management team in affecting CSR. Another interesting question that invites
longitudinal research is whether a change in firm ownership, like a buyout by an

institutional investor, will lead to expanded CSR behavior.

Limitations and Suggestions for Further Research

I note several limitations of the present work and identify potential areas of future
work that can address them. First, the Thomson Reuter ASSET4 database uses only
publicly available sources and those confer credibility on the database. The Thompson
CSR database is based on two decisions —one decision by a firm to invest in social and
environmental CSR activities and the other decision to disclose such engagement to the
public.

Second, there are more types of the largest shareholders that can be considered.
Beyond institutional largest controlling shareholders, I also examined public-oriented
entity, corporate, and individual investors that are the largest shareholders. In untabulated
results, I find that the effects of both types of investors, corporate and individuals, are
negative on CSR, but greater variability is possible. For instance, the depth and width of
corporate CSR activity may depend on the nature of business and management profile of
corporations. Similarly to the extent that the preferences of controlling shareholders are
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heterogeneous, their effect on CSR of the firm they control may also be heterogeneous.
For instance, more often than not, family-controlled firms may have a longer-term
perspective than non-family firms with well-diversified ownership structure (Anderson
and Reeb, 2003). If so, the expectation is that family firms are likely to engage in CSR
more than non-family firms. Investigation of this potential heterogeneity in the case of
family vs. non-family firms is a subject of future work.

Lastly, another interesting topic is the role of multinational corporations as an
agent of convergence or transmission of CSR practices internationally. A related yet
different topic would be an isomorphism, that is, the degree to which companies imitate

the CSR behavior of market leaders or other visible firms over time.
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CHAPTER 3
STRATEGIC AND TACTICAL

CORPORATE SOCIAL RESPONSIBILITY AND FIRM VALUE

Introduction

“Strategy without tactics is the slowest route to victory. Tactics without strategy is
the noise before defeat.” - Sun Tzu, The Art of War.

In the area of Corporate Social Responsibility (CSR) research, one of the most
widely studied topics is the link between CSR and firm performance. In many studies,
CSR is conceptualized as a single dimension of corporate strategies, despite the fact that
it can be of both strategic and tactical types. Discussions on strategy versus tactics go
back to ancient military strategy books, and in the 1980s, scholars began to adopt the
strategic and tactical aspects of military strategy. Strategic aspects describe the process of
establishing overall goals and of planning how to achieve those goals, whereas tactics are
concern with implementation using human, financial and technical resources (Slevin and
Pinto, 1987). Strategic management involves a holistic formulation and the
implementation of major goals and initiatives by top management on behalf of owners
(Nag, Hamrick, and Chen, 2007), as well as “the determination of the basic long-term
goals of an enterprise, and the adoption of courses of actions,” (Chandler, 1962), and
provides consistent guidance in response to internal and external environments
(Mintzberg, 1987). Since the essence of strategy is holistic and consistent planning, long
term perspectives are innate in strategy, while short-term, atomistic, and spontaneous

elements can generally be considered tactics.
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Time horizon is widely investigated in many disciplines such as management,
finance and accounting. It has shown that short-termism generates concerns; firms tend to
pursue short-term employment, manipulate quarterly earnings, and distort capital
allocation; reducing long-term investments such as R&D to meet a short term target
(Bebchuk and Stole, 1993; Bushee, 2001; Stein, 1989; Thakor, 1990). On the other hand,
long term perspective is considered beneficial; long term investors lead better post-
merger performance (Chen, Harford, and Li, 2007) and executives’ long term incentives
lead to increase in firm value (Flammer and Bansal, 2017).

However, “long-termism and short-termism both have their virtues and vices—
and these depend on context” (The Economist, 2014). While the long-term perspective
ensures the consistency of purpose, an agile, short-term thinking can provide flexibility
and real option benefits that may be important at the time of uncertainty and rapid
environmental changes. Thus, a long term strategy and short term tactics can be
complementary rather than mutually exclusive depending on internal and external
uncertainty. Within a bundle of possible firm approaches to CSR, a firm can be strategic,
addressing social and environmental issues with a long term plan, and at the same time
can elect a tactical solution, responding to social need spontaneously. Given the existing
evidence in favorable to long term perspectives of a firm, are there any benefits of short
termism?

In this paper, first, | distinguish and investigate influences of strategic and tactical
CSR on firm value. | posit that strategic CSR engagements are more likely to contribute
to firm values than tactical CSR do. However, when firms are under uncertain
environments, | posit that tactical and spontaneous CSR can be a better strategy than
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strategic CSR. First, if a firm operates across countries, firms may attenuate the influence
of their liability of foreignness by better pursuing tactical CSR rather than strategic one.
Secondly, if a firm operates in a high tech industry which associated with high
uncertainties, strategic CSR requiring long term dedication is not necessarily beneficial.

Using global firms from 2002-2012, | examine an association between CSR, and
firm value, focusing on strategic and tactical actions, and moderating effects of both
strategical and tactical CSR on the relationships between a firm’s multinationality and
market value, and that between industry uncertainties and market value of a firm. For this
period, | utilize 22,438 total firm-year observations, and find supporting evidence.

This study contributes to general management and CSR research in two ways.
First, departing from the general consensus, it highlights and recognizes the roles and
importance of tactical CSR strategy. Secondly, this study reflects and addresses CSR
activities of MNE that carry varying scope and depth, incorporating international
business literature. International business-related aspects have been less explored in CSR
research, despite the fact that multinational companies play a critical role in CSR

domestically and globally.

Theory and Hypotheses
Corporate Social Responsibility (CSR) has become a critical part of the broader
corporate strategy. Increasing internal and external pressures on an organization has
required them to accept broader social responsibilities. Instrumental, relational, and moral
motives lead actors such as firms to push for positive social change (Aguilera, Rupp,
Williams, and Ganapathi, 2007). Instrumental motives are based on Friedman’s argument
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that the social responsibility of a corporation is to increase its profits, thus CSR reduces
shareholder’s wealth (Friedman, 1970). Secondly, stewardship theory posits that there is
a moral imperative for organizational actors to do the right thing, without regard to how
such decisions affect firm performance (Donaldson and Davis, 1991). These personal
morality-based values will be infused into the organizational values, and thus could be
integrated into a firm’s strategies, leading to social changes (Aguilera et al., 2007). Lastly,
relational motives indicate that the pressures from stakeholders make firms engage in
CSR activities (Clarkson, 1995). The stakeholder theory suggested by Freeman (1984)
argues that firms should satisfy a variety of stakeholders, not only the shareholders, since
it would increase in firm value in the long run (Freeman, 1984; Freeman, Wicks, and
Parmar, 2004). In here, the stakeholders are those who can affect, or are affected by the
achievement of a firm, including, but not limited to employees, suppliers, customers, and
local communities.

As implied, the stakeholder-centric mind is associated with long-termism, which
emphasizes all corporate stakeholders along with shareholders to achieve sustainable
growth. The stakeholder model is a “patient capital” model because it takes time to
develop relationships with multiple stakeholders in contrast to the shareholder model
which is based on impatient capital and market values rather than relationships. Existing
empirical work on the link between CSR and general firm performance supports
stakeholder theory, which suggests that CSR is positively correlated with financial
performance. While a majority of findings suggest a positive relationship (e.g. Orlitzky,
Schmidt and Rynes, 2003), recent studies explore and demonstrate nonlinear
relationships as well (e.g. Barnett and Salomon, 2012). Several mechanisms have been
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suggested, including greater employee satisfaction (Edmans, 2011), better access to
capital (Cheng, loannou, and Serafeim, 2014), insurance like protections under
operational risks (Godfrey, Merrill, and Hansen, 2009), intangible resources that mediate
CSR and value creation (Surroca, Tribo, and Waddock, 2010), and sociopolitical
legitimacy (Wang and Qian, 2011), among others.

However, strategic actions based on long term perspective may not always bring
better outcome. Departing from general consensus on greater advantages of long term
investors, a few authors acknowledge the value of short termism. For example, Thakor
(2016) developed a model, suggesting owner’s short termism can benefit a firm by
limiting managerial rent-seeking behaviors and accelerating decisions based on faster
learning. Instead, for a firm under highly uncertain and rapidly changing environments
spontaneous actions would be more beneficial. It should be noted, however, that the
potential benefit of short-term thinking is consistent with real options model, as it
provides flexibility at the time of environmental uncertainty and rapid changes.

In the CSR context, a majority of previous literature regards CSR engagement as
one general construct and is less clear on how the various CSR approaches —strategic and
tactical actions serve as a mechanism that increases firm value, while a few studies
distinguish strategic and tactical CSR (Bansal, Jiang and Jung, 2015). Also, fewer studies
on benefits or values of short term oriented strategy have been undertaken.®

Given the variety of CSR policy related approaches in a global market, a crucial

question arises regarding the distinction between strategic and tactical CSR, in particular,

® The strategic benefit of outsourcing rather than continued in-house production at the
time of market uncertainty has been examined by Choi, Ju, Kotabe, Trigeorgis, and
Zhang (2018).
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how it may be associated with firm value. To explore contingent conditions that may
discourage long term strategy and encourage short term tactic, | investigate two
conditions; uncertainties stemming from international business and uncertainties coming

from high tech industries.

CSR and Performance

Empirical studies of CSR are mainly about the initiatives/motivations, the
outcomes of CSR, and mediators and moderators between a CSR and relationship
outcomes. Among them, most studies focus on the relationship between CSR activities
and firm performance. Findings regarding this relationship offer mixed results due to
inconsistency in defining CSR and firm performance, the research samples, and research
design, and the misspecification of models (McWilliams, Siegel, and Wright, 2006);
however, a meta-analysis of over 30 years of empirical studies provides a relatively clear
picture on the relationship between corporate CSR engagement and financial performance
(Orlitzky, Schmidt, and Rynes, 2003; Margolis, Elfenbein, and Walsh, 2007). In this
specific area, they find that CSR is positively correlated with financial performance,
rejecting the idea that CSR is necessarily inconsistent with shareholder wealth
maximization (Friedman, 1970). Further, they find that this relationship tends to be
bidirectional and simultaneous, forming a virtuous cycle. A recent study elaborates on
this and concludes that the relationship is likely U-shaped, indicating that firms with low
corporate social performance have higher financial performance than firms with moderate
corporate social performance, but firms with high corporate social performance have the
highest financial performance (Barnett and Salomon, 2012).
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Various factors have been identified as mechanisms that link CSR and superior
performance. This factors include greater employee engagement (Edmans, 2011), better
access to capital (Cheng, loannou, and Serafeim, 2014), insurance like protections under
operational risks (Godfrey, Merrill, and Hansen, 2009), intangible resources that mediate
CSR and value creation (Surroca, Tribo, and Waddock, 2010), sociopolitical legitimacy
(Wang and Qian 2011) and so forth. Further, the past actions of a firm, such as its
engagement in CSR activities, contribute to the accumulation of intangible resources
within a firm. To explain this, Surroca, Tribo, and Waddock (2010) posit that the positive
link between CSR and financial performance relies on the mediating effect of intangible
assets such as firm reputation or better human resources. As such, they suggest that firms
can develop intangible assets by maintaining close relationships with their primary
stakeholders.

While most prior research has adopted a broad understanding of CSR, this paper
argues that varying time horizons in terms of corporate CSR actions affect value creation.
To be specific, strategic CSR refers to activities that require substantially dedicated time
and resources, whereas tactical CSR refers to transient and incremental social
engagements (Bansal et al., 2015).

Scholars have focused on the question of which stakeholders really matter. Many
argue that stakeholders matter who possess the power to influence a firm, or affect the
legitimacy of the stakeholder’s relationship (Mitchell, Agle, and Wood, 1997). Some
researchers also divide those stakeholders into two groups, primary and secondary
stakeholders (Clarkson, 1995; R. Freeman and Velamuri, 2008). Primary stakeholders are
those have a direct and formal relationship with business, and those continuing
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participation in business are required. In general, primary stakeholders include
shareholders, investors, employees, owners and so forth. Secondary stakeholders are
those who can influence the operations of the company but do not have engaged in
formal transactions with the organization, including society, media, local communities,
governments, and nongovernmental organizations (NGO) and so forth.

As strategic CSR is also related to primary stakeholders who can influence firm
profitability in a more direct way, those engagements tend to link to firm value. To
illustrate, a relevant study indicates that employee satisfaction is positively correlated
with long term shareholder returns, and that socially responsible investing screens may
improve investment returns (Edmans, 2011). In contrast, emphasizing tactical CSR can
be viewed as greenwashing, may not generate the virtuous circle of CSR and superior
performance. In particular, this is more likely when a firm is only active in tactical, one-
time social contribution, but not in substantial areas which need to be routinized in their
operating process. It is plausible that higher emphasize on tactical CSR can be viewed as
greenwashing, resulting in reduced firm value due to resources expended to such CSR.’

Therefore, | posit that long term minded strategic CSR is more likely to generate
higher market value when compared to tactical CSR. Tactical CSR, such as philanthropic
activities or donations, is less long term, less consistent, and less holistic hence may not

increase the market value of a firm. Thus, | propose Hypothesis 1 as follows:

® In a similar vein, two types of CSR engagements are suggested: internally and
externally focused actions (King, Lenox, and Terlaak, 2005, Hawn and loannou, 2016).
The former actions pertain to primary stakeholders, while the latter activities are related
to secondary stakeholders who reside in the outside of organizations. Between those two
internal and external CSR, the higher gap—too much on internal CSR compared to
external one—can be detrimental for market value (Hawn and loannou, 2016).
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Hypothesis 1: Strategic CSR, compared to tactical CSR generates greater firm

value.

Multinationality and Firm Value

To multinational enterprises, CSR engagement can serve as one way to deal with
the liability of foreignness, which refers to costs of doing business abroad arising from
new environments in the global market. The unavoidable cost of doing business abroad,
or liability of foreignness could be addressed by increasing public recognition. To
illustrate, the Sichuan earthquake in China, 2008 adjusted local consumers’ attitude
toward MNE as a response to the scale of donation and prompt aid response. Further,
when the Ministry of Commerce disclosed a list of MNE donors who donated to the
earthquake relief effort, consumers reacted to those who donated too little, calling for
boycott or protests, whereas customers reacted favorably toward firms who gave more
generously.

As such, developing a close relationship with various stakeholders is critical to
MNE in the process of executing business activities in a multi-country setting, MNE are
more likely to be involved in issues such as human rights, labor practice, environment,
fair operating practices, or consumer issues as their business scopes tend to span over
various dimensions. As several studies shown, large and well-known companies are more
likely to be targeted as they are more visible and more heavily related to critical
environmental and social issues (Rehbein, Waddock, and Graves, 2004).

Secondly, the liability of foreignness, as a cost of doing business abroad, affects a
firm’s CSR policy. This could be overcome by increasing public recognition of firm
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capabilities and performance. While MNEs in other countries tend to suffer from low
recognition from the public, those other caring behaviors tend to draw media attention,
providing a firm’s identity, culture and so forth. To illustrate, CSR engagements such as
local community activities, increasing customer satisfaction, or supplier compliance
management are likely to be covered by media and attract attention, and may even reduce
the effect of liability of foreignness. In this sense, | posit that caring for broader societies
of MNE is important as it accumulates intangible assets, firm reputation, and thus help to
deal with the liability of foreignness in the global market. This is only applicable to
MNEs with global operations.

Hypothesis 2: Both strategical and tactical CSR engagement positively moderates

the relationship between the multinationality and firm value.

Internationalization comes with costs that the expanding firm needs to endure
(Johanson and Vahlne, 1977; Zaheer and Mosakowski, 1997). Those costs include costs
of acquiring knowledge about the foreign market, establishing its legitimacy,
coordinating costs and so forth. Among others, one way to establishing a foreign firm’s
legitimacy in host counties is building reputation and networks with various stakeholders.

Despite the expected benefits, executing CSR strategies of MNES can be an issue
that is hard to tackle as those issues are multi-organizational and multinational. Under
certain circumstances, a firm might find that their long term strategic approach is not
practical, or that it is less efficient in achieving their short term purpose.

First of all, there are unacknowledged CSR related issues by MNE. Although
there are increased attentions and awareness of social issues, MNEs sometimes fail to
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acknowledge those issues, or fail to take appropriate actions despite the fact that issues
are explicit and resolvable. It could also stem from the geographical, cultural and
regulatory distances between the home and host countries.

Secondly, CSR which relates to unobserved processes involves the
responsibilities not from direct contract, thus with less control and enforcement power.
For example, when it comes to labor issues, MNEs might be able to observe and
acknowledge and adapt the code of conduct for suppliers, who have a direct contractual
relationship, but not for the second tier or beyond suppliers.

Finally, unintended results could occur when businesses and organizations try to
operate in a socially responsible way. MNEs might find more possibilities of creating
moral conflict when they implement CSR strategy, such as the child labor forbidding
policy of MNEs that can lead to an increased poverty in surrounding communities
(Donaldson and Dunfee, 1999). Given those challenging aspects, strategic CSR activities
which require intensive interactions with stakeholders with high resource commitments
are likely to be retained. On the other hand, tactical CSR like philanthropic donations
fulfills social responsibilities in an effective way for MNEs. In a similar vein, Godfrey et
al. (2009) suggest that CSR activities, particularly aimed at society at large, represent a
potential method of creating value for shareholders and provide insurance like benefits in
the face of certain types of negative events of a firm.

Also, given that firm’s positive, nonconforming actions are more likely to attract
attention and recognized by stakeholders that are not well served (Rindova, Pollock and
Hayward, 2006), tactical CSR such as community donations are more likely to attract
more media attention and is also more likely to increase legitimacy and reputation. Those
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intangible assets would help to cope with competitive disadvantages in foreign markets.
Thus, when it comes to MNES’ international diversification and firm value, tactical CSR
rather than strategic becomes more critical.

The additional possible mechanism is levels of commitment to foreign operations
of MNEs. MNEs make a decision to commit resources to foreign countries at a certain
point, depending on firms resources, risk approach, market uncertainties, and so forth.
(Johanson and Vahlne, 1977). When the level of commitment to a foreign market is low,
long term and dedicated strategic social and environmental investments might not
optimal. More formally, I propose Hypothesis 3 as follows:

Hypothesis 3: Given the extra uncertainty of operating abroad, tactical CSR of

MNE is likely to have a greater positive moderating effect on the relationship

between the multinationality and firm value than strategic CSR.

Uncertain Environments and Firm Value

The long term strategic view may not always be the best choice for increasing
firm value. While a view that short-termism induces firms to be less attentive to
stakeholders is a pervasive view, unfavorable behaviors of a firm could be both long term
and short term (Roe, 2013). Moreover, it is possible that interests of managers are not
necessarily better aligned with long-term oriented stakeholders than short-term minded
shareholders (Fried, 2015).

In general, under normal circumstances, dedicated strategic CSR engagement
would be beneficial. Tactical actions such as one-time charity donations, might not lead
to the development of a closer relationship with various stakeholders along a longer time
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horizon. However, uncertainties that firms face can vary. Firms may find that they need
to plan more for the short term, or do not find needs to dedicate to a certain group of
stakeholders yet due to, for example, industry regulation-related uncertainties.

In particular, firms operating in high tech industries may find higher need to plan
more for a short term rather than long run. First, the industry life cycle of high tech firms
indeed has been shortening, and this will limit the potential incentive and benefits to
invest in a certain type of stakeholders, such as suppliers.

Second, it is hard to predict a market; it is always possible to face ‘new wave’ in
the market on demand side or disruptive technology on horizon on the supply side. Those
would provide reasons to defer long term plan and take a short term view.

Thirdly, slack resources allocated for social investments can be cyclical
depending on their nature of industry. A certain high tech industry but not all them, is
highly cyclical. Among others, the semiconductor industry is one with those
characteristics. Constant upward and downward cycles in terms of demand force firms
invest in cyclical products as well, with the risk of lacking slack resources accordingly. In
this case, one-time commitment could be an easier option depending on slack resources.

For those reasons mentioned above, | thus posit that if a firm is operating a highly
uncertain industry or industry with fast product cycle, such as high tech industry,
strategic CSR which requires constant and substantial resources will not be the best
option, compared to tactical CSR actions.

Hypothesis 4: When a firm is in high tech industry subject to rapid technological

changes, tactical CSR is likely to have greater moderating effect on firm value

than strategic CSR.
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Data and Methods

Data and Sample

| tested my hypotheses using two primary databases: Thompson Reuters
ASSETS4 which reports CSR performance of firms globally, and Worldscope which
provides international business related financial and industry information. Following
previous CSR research, | focus on social and environmental aspects (Cheng, loannou,
and Serafeim, 2014; loannou and Serafeim, 2012). The social CSR index measures a
firm’s CSR performance on employment quality, health and safety, training and
development, diversity, human rights, community, and product responsibility. The
environmental CSR index includes information on resource or emission reduction,
renewable energy usage, and environmental R&D expenditures. Those indexes are based
on individual and auditable, public data points with multi-step verification and process
control. | combined financial and international business related data obtained from
Worldscope with the CSR performance data. The final sample is an unbalanced panel,
which includes 22,249 firm-year observations during the period of 2002-2012 across 47

countries.

Dependent Variable
The dependent variable is operationalized as Tobin’s ¢, measuring the firm’s value,
which is the ratio of a firm’s market value to the replacement cost of its assets.

Specifically, following Chung and Pruitt (1994), Tobin’s q is calculated as follows:
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Tobin’s q = A firm’s share price x number of common stock shares + liquidating
value of a firm’s outstanding preferred stock + the value of the

firm’s short term liability net of its short term assets)/total assets

Independent Variable

Among others, two key independent variables are tactical and strategic CSR
activities. Following previous literature (Bansal et al., 2015), | classified items in the
Community domain as tactical CSR; those measure activities toward maintaining a firm’s
reputation within the community such as the amount of donation. The tactical CSR
activities tend to require less commitment in term of time and resource, and less
adjustment in a multi-national context. The need for adjustment stemming from cultural
or institutional difference is less likely to arise, compared to substantial CSR.

Strategic CSR, on the other hand, concerns about a firm’s commitment to
environment, employee’s benefits, safety, health, diversity, human rights, and product
responsibility. The target stakeholders can be both primary and secondary, but in both
cases firm need to adjust organizational structures or routines with a long term
perspective.

In sum, tactical CSR is measured as the total evaluations of all a firm’s social
performance in community domain, while strategic CSR is measured as the equally
weighted average of each sub-component in other domains, including environment,
employee quality, health and safety, training and development, diversity, human rights,

and product responsibility.
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Following previous studies, the degree of globalization is gauged by foreign sales
percentage out of total sales (Capar and Kotabe, 2003). As a robustness check, | also used
alternative measure, the percentage of foreign assets out of total assets.

To operationalize distinction between strategical and tactical CSRs, two measures
are used: one is a gap between strategical and tactical CSR, and the other is a ratio,
strategical CSR divided by the tactical.

Following the Hatzichoronoglou (1997), | coded a firm is in a high tech industry
based on their two digits SIC code. High tech industries include but not limited to
aerospace, computer, electronics, pharmaceuticals, scientific instruments, and chemical

industries.

Control Variables

I control for additional aspects that have the potential to affect a firm’s
performance. First, firm size (natural log of a total asset in million U.S. dollar), firm age
(natural log), and leverage (total debt/ total asset) are included as larger, older and less
leveraged firms tend to better perform. These variables appear as controls in most
existing work on CSR (Di Giuli and Kostovetsky, 2014; Walls, Berrone, and Phan, 2012).
| also include R&D intensity, which is R&D spending scaled by total assets. Since firm
value can be affected by institutional environments and industry overall performance and
economic environments, industry, year, and country dummies are included as additional
controls in all models.

Table 3-1 demonstrates a number of observations by country, and its strategical
and tactical CSR performance. Firms in some countries are more active in strategic CSR
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than tactical. | can find this pattern mainly in European countries, including Denmark,
France, Germany, Hungary, Spain, Sweden Switzerland and so forth. In other words,
stakeholder centric countries demonstrate higher strategic CSR engagements. On the
contrary, countries such as U.S., Canada, China, Australia with more shareholder

governance show higher tactical than strategical CSR engagement.

84



Table 3-1: Number of observations by country

Strategic CSR Tactical CSR

Country N Mean S.D. Mean S.D.
Australia 1035 0.471 0.104 0.496 0.077
Austria 148 0.513 0.112 0.470 0.068
Belgium 195 0.514 0.113 0.494 0.076
Brazil 219 0.555 0.110 0.545 0.086
Canada 1187 0.463 0.102 0.506 0.083
Chile 67 0.463 0.111 0.508 0.090
China 224 0.422 0.090 0.479 0.089
Colombia 28 0.427 0.130 0.500 0.059
Czech Republic 17 0.498 0.060 0.544 0.077
Denmark 188 0.513 0.112 0.472 0.074
Egypt 20 0.390 0.070 0.476 0.073
Finland 214 0.572 0.085 0.497 0.071
France 779 0.596 0.092 0.520 0.079
Germany 636 0.565 0.110 0.511 0.074
Greece 162 0.493 0.106 0.500 0.083
Hong Kong 507 0.433 0.094 0.486 0.077
Hungary 11 0.651 0.041 0.580 0.050
India 205 0.525 0.112 0.538 0.074
Indonesia 21 0.528 0.140 0.576 0.051
Ireland 111 0.446 0.059 0.462 0.069
Israel 47 0.449 0.111 0.490 0.083
Italy 412 0.533 0.128 0.510 0.077
Japan 2978 0.493 0.120 0.504 0.088
Kuwait 10 0.355 0.014 0.516 0.028
Luxembourg 31 0.503 0.054 0.495 0.059
Malaysia 103 0.477 0.099 0.543 0.071
Mexico 76 0.505 0.146 0.520 0.096
Morocco 11 0.447 0.084 0.497 0.076
Netherlands 281 0.576 0.089 0.537 0.065
New Zealand 66 0.461 0.075 0.488 0.057
Norway 186 0.543 0.102 0.496 0.076
Philippines 38 0.435 0.096 0.552 0.067
Poland 62 0.445 0.105 0.493 0.086
Portugal 99 0.564 0.099 0.549 0.065
Russia 83 0.489 0.093 0.498 0.073
Saudi Arabia 10 0.395 0.113 0.480 0.079
Singapore 282 0.437 0.094 0.506 0.077
South Africa 177 0.575 0.089 0.573 0.058
South Korea 296 0.522 0.135 0.536 0.086
Spain 406 0.580 0.115 0.532 0.084
Sweden 409 0.551 0.091 0.494 0.068
Switzerland 498 0.523 0.112 0.491 0.079
Taiwan 259 0.463 0.127 0.480 0.102
Thailand 58 0.516 0.104 0.560 0.067
Turkey 71 0.511 0.098 0.523 0.070
United Kingdom 2476 0.539 0.090 0.538 0.067
United States 6850 0.470 0.103 0.505 0.075
Sum 22249
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Table 3-2 provides descriptive statistics for all variables in my models. Average
Tobin’s q is 1.9 with a standard deviation of 1.31. The average percentage of
international sales is 33.8% for the sample. The average index for tactical CSR and
strategic CSR is 0.499 and 0.51, respectively, indicating that the degrees of tactical CSR
are slightly higher than the strategic CSR. The gap variable which measures the
difference between strategic and tactical CSR is negative, indicating that firms undertake
more tactical than strategical CSR actions. Similarly, the ratio is less than one, indicating

greater tactical actions are taking place.

Table 3-2: Descriptive statistics

Variable N Mean S.D. Median
Tobin's Q 22249 1.943 1.309 1.653
Strategic CSR (SCSR) 22249 0.499 0.113 0.491
Tactical CSR (TCSR) 22249 0.510 0.079 0.514
Gap (SCSR-TCSR) 22249 -0.010 0.079 -0.015
Ratio (SCSR/TCSR) 22249 0.979 0.157 0.970
Foreign sales 22249 0.340 0.347 0.275
Foreign assets 22249 0.177 0.262 0.036
High tech 22249 0.083 0.276 0.000
Firm size 22249 15.831 1.629 15.647
Leverage 22249 0.250 0.186 0.232
R&D intensity 22249 0.016 0.036 0.000
Firm age 22249 2.853 0.779 2.996
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Table 3-3: Correlation matrix

1 2 3 4 5 6 7 8 9 10 11 12
1 Tobin'sQ 1.00
2 Strategic CSR (SCSR) -0.12  1.00
3 Tactical CSR (TCSR) -0.10 0.72 1.00
4 Gap (SCSR-TCSR) -0.08 071 002 1.00
5 Ratio (SCSR/TCSR) -008 071 003 099 1.00
6 Foreign sales 002 026 010 0.27 0.28 1.00
7 Foreign assets 000 017 009 015 015 051 1.00
8 High tech 004 005 -0.01 008 008 017 004 100
9 Firmsize -033 039 038 017 017 -005 0.00 -0.11 100
10 Leverage -0.07 0.02 0.00 0.04 004 -010 -001 -009 011 1.00
11 R&D intensity 017 009 001 011 011 024 003 023 -016 -0.17 100
12 Firm age -019 023 019 013 013 005 0.05 007 021 -0.03 0.05 100
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Prior to a multivariate analysis, Pearson correlations for all variables used (see
Table 3-3) are examined. The correlation between tactical and strategic CSR variables as
well as gap and ratio of the two variables are not low and thus I did not include those
pairs in an equation. For all other pairs, none of the correlations appear to raise concerns
for the analysis. For all other pairs, none of the correlations appear to raise concerns for

the analysis.

Results

To investigate the relationship between both strategic and tactical CSR, and firm
value, | estimate firm value measured by Tobin’s g as a function of both types of CSR,
firm multinationality, industry characteristics, and firm-specific control variables,
including firm size, leverage, R&D intensity, and firm age.

Table 3-4 reports the main regression results of estimating a firm value, with
robust cluster standard errors. To recall, Hypothesis 1 predicts that the positive effect of
CSR on firm value will be greater for strategic CSR than for tactical CSR. Model 1 and 2
estimate strategic and tactical CSR activities, respectively, as baseline models. Model 3
and 4 estimate the effects of tactical and strategical CSR actions on firm value, one with a
gap between those two, strategical CSR subtracted by the tactical, and the other one as
ratio, strategical to tactical CSR. The results indicate that putting emphasis on strategic
CSR engagement receives greater rewards in a market, demonstrating a significant and
positive effect on firm value. Consistent with Hypothesis 1, the results suggest that long
term, strategic CSR activities such as improvement of environmental issues, employment
quality, health and safety, and training and development, and socially responsible product
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development are more likely to receive higher market returns than those tactical activities
concerning community. As such, the results support Hypothesis 1.

Model (5) and (6) of Table 3-4 estimate the moderating effects of tactical and
strategical engagement, respectively, on the relationship between globalization and firm
values. H2 predicts a positive moderating effect from both types of CSR engagements on
the relationship between multinationality and firm value. While findings from previous
literature range from positive, negative, and curvilinear (both U-shaped and inverted U-
shaped) relationships (Collins, 1990; Gomes and Ramaswamy, 1999; Tallman and Li,
1996), I find that an increasing proportion of foreign sales decrease firm value on
average in a global setting. Two moderating variables show that the negative effects of
globalization would be mitigated if firms actively participate in strategical and tactical
CSR. Both coefficients are positive and significant. Therefore, the H2 is supported,
suggesting that both types of social engagements can positively influence the relationship

between the multinationality and firm value.
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Table 3-4: The effect of strategic and tactical CSR on firm value

1) ) (©) (4) (%) (7) (8)
Strategic CSR (SCSR)  1.048*** 0.620*** 1.169***
(0.160) (0.191) (0.161)
Tactical CSR (TCSR) 0.814*** 0.103 0.872***
(0.178) (0.213) (0.181)
Gap (SCSR-TCSR) 0.834***
(0.193)
Ratio (SCSR/TCSR) 0.327***
(0.095)
Foreign sales -0.596***  -1.019***
(0.193) (0.223)
Foreign sales x SCSR 1.306***
(0.377)
Foreign sales x TCSR 2.128***
(0.440)
High tech 0.953***  0.639**
(0.287) (0.304)
High tech x SCSR -1.479%**
(0.504)
High tech x TCSR -0.901
(0.573)
Firm size -0.261***  -0.240*** -0.232*** -0.229*** -0.264*** -0.242*** -0.260*** -0.239***
(0.015) (0.014) (0.013) (0.013) (0.015) (0.014) (0.015) (0.014)
Leverage -0.116 -0.118 -0.141 -0.139 -0.113 -0.123 -0.102 -0.107
(0.117) (0.117) (0.117) (0.117) (0.117) (0.117) (0.116) (0.117)
R&D intensity 4.367*** A 525***  ABEQx**  ALT7F*R 4 312*%** 4 451%** 4.317***  4.505***
(0.731) (0.730) (0.732) (0.732) (0.731) (0.730) (0.722) (0.727)
Firm age -0.196***  -0.190*** -0.187*** -0.186*** -0.197*** -0.190*** -0.198*** -(0.190***
(0.024) (0.024) (0.023) (0.023) (0.024) (0.024) (0.024) (0.024)
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
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Industry FE Yes Yes Yes Yes Yes Yes Yes Yes

Country FE Yes Yes Yes Yes Yes Yes Yes Yes
Constant 5.711*%**  5.453*** 5 748***  5369***  5953***  5816***  5.635***  5.397***
(0.213) (0.204) (0.215) (0.210) (0.226) (0.220) (0.213) (0.205)
N 22249 22249 22249 22249 22249 22249 22249 22249
R-squared 0.227 0.224 0.224 0.223 0.228 0.226 0.229 0.225

This table presents panel regression results of strategical and tactical CSR indices on firm value. The dependent variable is Tobin’s g. All
regressions include all control variables and year, industry, and country fixed effects. The sample period is from 2002 to 2012. *, **, and
*** imply two-tail significance at 10%, 5%, and 1%, respectively.
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Hypothesis 3 posits that the magnitude of moderating effects is larger for tactical
CSR as opposed to strategic CSR. The coefficients of strategical and tactical CSR are
1.31 and 2.23, respectively, suggesting that tactical CSR generates higher firm value
when a firm operates in global regions. This result provides support for H3. While the
negative coefficient of international sales suggest difficulties in dealing with foreign
consumers and operating in foreign markets, those difficulties can be alleviated by
performing CSR, especially, tactical CSR. The Wald test examining the equality of
coefficients across the two models, suggest that the two interactions effects are
significantly different.

Finally, Hypothesis 4 suggests that putting a high emphasis on strategical CSR
under uncertain environment would be necessarily beneficial for a firm value. Results for
Hypothesis 4 are shown in Model (7) of Table 3-4. Although the high tech variable is
significantly positive at the 1% level, indicating that firms in the high tech industry are
associated high firm values, those effect would be mitigated if those firms are active on
strategical CSR. On the other hand, tactical CSR engagements in the model (8) is not

significant, suggesting that those do not necessarily weaken the relationship.

Additional Analyses

| conduct several robustness checks. First, | re-run all specifications with one year
lagged dependent variable, Tobin’s g. Table 3-5 reports full results with a decreased
number of observations, 17,958. The results verify that the coefficients of the gap
between strategic and tactical CSR and the ratio of those two are very similar to results in
Table 3-4. As can be seen, the moderating effects of strategical and tactical CSR on the
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relationships between internationalization and firm value are again very similar to
original base estimates, 1.46 and 2.12 at the 1 % level, respectively. Finally, the
interaction term of strategical CSR and uncertain environment is significantly negative as
before (p<0.01), suggesting that dedicated strategic social and environmental

engagements may not contribute to firm value under a highly uncertain high tech industry.
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Table 3-5: Robustness check with one year lagged dependent variable

1) ) @) (4) (©) (6) (@) (8)
Strategic CSR (SCSR) 0.719*** 0.239 0.865***
(0.161) (0.187) (0.162)
Tactical CSR (TCSR) 0.508*** -0.220 0.578***
(0.195) (0.230) (0.198)
Gap (SCSR-TCSR) 0.645***
(0.205)
Ratio (SCSR/TCSR) 0.242**
(0.103)
Foreign sales -0.672***  -1.010***
(0.211) (0.244)
Foreign sales x SCSR 1.462***
(0.396)
Foreign sales x TCSR 2.119***
(0.475)
High tech 1.128*** 0.742**
(0.327) (0.331)
High tech x SCSR -1.743%**
(0.559)
High tech x TCSR -1.046*
(0.617)
Control variables Yes Yes Yes Yes Yes Yes Yes Yes
Year and Industry FE Yes Yes Yes Yes Yes Yes Yes Yes
Country FE Yes Yes Yes Yes Yes Yes Yes Yes
Constant 5.602***  5416***  5.644***  5351***  5888***  5794***  5509***  5350***
(0.232) (0.223) (0.230) (0.234) (0.246) (0.237) (0.232) (0.225)
N 17958 17958 17958 17958 17958 17958 17958 17958
R-squared 0.211 0.210 0.210 0.209 0.213 0.212 0.214 0.211

This table presents panel regression results of strategical and tactical CSR indices on firm value. The dependent variable is Tobin’s g. All
regressions include all control variables and year, industry, and country fixed effects. The sample period is from 2002 to 2012. *, **, and
*** imply two-tail significance at 10%, 5%, and 1%, respectively.
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Secondly, an additional concern is whether the proportion of foreign sales may
not be the best proxy for the levels of internationalization of a firm. Thus, as an
alternative measure of a firm’s globalization, the percentage of total foreign assets out
of total assets is used for a robustness check. Table 3-6 reports regression results of
specifications with globalization variable. Two moderating variables are positive and
significant, again supporting Hypothesis 2, and the magnitude is larger in the model (2),
confirming Hypothesis 3.

Thirdly, 1 also employ firm random-effect specifications to investigate both
within-firm and across-firm variations in the panel dataset. Table 3-7 suggests that the
random-effect specification results are largely consistent with the previous baseline
results, except for one for the high tech and strategic CSR interaction which becomes

insignificant, although the sign of the coefficient is still consistent with Hypothesis 4.
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Table 3-6: Robustness check with foreign assets measure

1) )
Strategic CSR (SCSR) 0.820***
(0.169)
Tactical CSR (TCSR) 0.537***
(0.194)
Foreign assets -0.593*** -0.726***
(0.211) (0.279)
Foreign assets x SCSR 1.355***
(0.386)
Foreign assets x TCSR 1.613***
(0.521)
Control variables Yes Yes
Year FE Yes Yes
Industry FE Yes Yes
Country FE Yes Yes
Constant 5.860*** 5.609***
(0.221) (0.212)
N 22249 22249
R-squared 0.228 0.225

This table presents panel regression results of strategical and tactical CSR indices on firm value.
The dependent variable is Tobin’s g. All regressions include all control variables and year,
industry, and country fixed effects. The sample period is from 2002 to 2012. *, **, and ***
imply two-tail significance at 10%, 5%, and 1%, respectively.
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Table 3-7: Random-effect specifications

1) ) (©) (4) (%) (6) () (8)
Strategic CSR (SCSR) 0.844%*** 0.696*** 0.871***
(0.099) (0.120) (0.102)
Tactical CSR (TCSR) 0.644*** 0.402*** 0.636***
(0.104) (0.136) (0.108)
Gap (SCSR-TCSR) 0.270***
(0.101)
Ratio (SCSR/TCSR) 0.092*
(0.051)
Foreign assets -0.204** -0.336***
(0.098) (0.126)
Foreign assets x SCSR 0.428**
(0.200)
Foreign assets x TCSR 0.680***
(0.249)
High tech 0.291* 0.083
(0.165) (0.189)
High tech x SCSR -0.337
(0.287)
High tech x TCSR 0.072
(0.344)
Control variables Yes Yes Yes Yes Yes Yes Yes Yes
Year and Industry FE Yes Yes Yes Yes Yes Yes Yes Yes
Country FE Yes Yes Yes Yes Yes Yes Yes Yes
Constant 7.157*** 7.016*** 7.178*** 7.070*** 7.231%** 7.130*** 7.137%** 7.013***
(0.164) (0.165) (0.166) (0.167) (0.168) (0.170) (0.164) (0.166)
N 22249 22249 22249 22249 22249 22249 22249 22249
Within R-squared 0.138 0.138 0.137 0.136 0.138 0.138 0.138 0.138
Overall R-squared 0.209 0.205 0.204 0.203 0.210 0.206 0.210 0.206

This table presents panel regression results of strategical and tactical CSR indices on firm value with random effect specification. The
dependent variable is Tobin’s g. All regressions include all control variables and year, industry, and country fixed effects. The sample
period is from 2002 to 2012. *, **, and *** imply two-tail significance at 10%, 5%, and 1%, respectively.
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Finally, I consider the possibility that a firm’s decision on the level of
engagements in strategic and tactical CSR is endogenous. To address this concern, an
instrumental variable (IV) regression method is used to reexamine the relationship
between the two types of CSR and firm value. Two instruments are chosen—free cash
flow at the firm level, and natural log of GDP per capita at the country level, both lagged
by one year—each addressing supply and demand sides of CSR. The former measures a
firm’s slack resources which enable substantial, longer term social and environmental
investments, while the latter gauges the level of per capita income of individuals in the
country which influences the societal demand for two types of CSR. | expect a country
with a higher GDP per capita is associated with a higher level of sustained strategical
CSR such as labor standards, or environmental requirements, rather than philanthropic
behaviors which are more temporal. Both instruments are exogenous, and also satisfy an
exclusion restriction that they do not have a direct influence on firm value.

| first estimate the gap or the ratio between the strategic and tactical CSR as a
function of the natural log of lagged GDP per capita and free cash flow as instruments,
plus controls. I then regress the firm value (measured by Tobin’s q) on the predicted
values of strategic vs. tactical CSR gap or ratio, along with foreign sales ratio, firm size,
leverage, R&D intensity, firm age, with year, industry, and country dummies and
constant. The Sargan J-test shows that the system is overidentified so that the two-stage
least squares (2SLS) method is appropriate. The results in Table 3-8 show that the
coefficients of strategic vs. tactical CSR gap and ratio are both positive and statistically
significant at 1%. These results provide further evidence in support of Hypothesis 1 in the
basic model that the difference between strategical and tactical CSR is associated with
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firm value: that is, the more strategic CSR relative to tactical CSR, the higher the firm

value indicated by Tobin’s q.

Table 3-8: Instrumental variable (1) -2SLS regressions

1) )
Gap (SCSR-TCSR) 56.085***
(5.294)
Ratio (SCSR/TCSR) 30.566***
(3.097)
Foreign sales -0.435*** -0.516***
(0.118) (0.134)
Firms size -1.044*** -1.082***
(0.083) (0.092)
Leverage -0.403** -0.312*
(0.174) (0.187)
R&D intensity -1.994* -1.971
(1.209) (1.320)
Firm age -0.477*** -0.466***
(0.053) (0.057)
Year FE Yes Yes
Industry FE Yes Yes
Country FE Yes Yes
Constant 19.535*** -10.381***
(1.383) (1.657)
N 16538 16538
Wald Chi-squared 485.348*** 433.681***

This table reports results of instrumental variable, two-stage least squares regression of the
predicted values of gap and ratio of strategical and tactical CSR on firm value. The dependent
variable is Tobin’s g. All regressions include all control variables and year, industry and country
fixed effects. The sample period is from 2002 to 2011. *, **, and *** imply two-tail significance
at 10%, 5%, and 1%, respectively.
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Discussion

The present study investigates two aspects of corporate social responsibility. First,
between strategical and tactical CSR, which is more likely to lead higher firm value?
Second, are there any conditions that tactical CSR more contributes to firm value than
strategic CSR? 1 find that strategic CSR indeed is more likely to contribute to firm values
than tactical CSR do. However, if a firm operates internationally, firms can attenuate the
costs which arise from being a foreign player in a market and lower firm value by
engaging in spontaneous tactical CSR rather than strategic CSR. This implies that a
firm’s difficulties in dealing with foreign consumers and operating in foreign markets can
be alleviated by performing CSR, especially tactical CSR.

Furthermore, industry uncertainties present another contingent condition; if a firm
operates in a high tech industry which is associated with high uncertainty, strategic CSR
requiring long term dedication may not be beneficial. | find supporting evidence, using
22,438 total firm-year observations for 2002-2012. Specifically, strategic CSR is more
likely to increase firm value, compared to tactical CSR in general. However, tactical
strategy becomes more valuable for MNEs who operate across countries. This also
applies to companies under uncertain environments, namely firms in high tech industries
where there is a higher demand to plan for the short term rather than long term due to a
short industry life cycle and innate uncertainty.

A long-held view in the literature has been that a managerial decision based on
long term perspective is superior to short-term actions. The purpose of this study is to
examine the values behind and role of short term tactics vs. long term based strategies,
and how those strategies impact firm value. | hope that this paper provides insight into
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the relationship between corporate social investment and firm performance and extends
the theoretical and empirical literature to demonstrate different influences of various

types of CSR engagements.
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