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ABSTRACT

Public corporations are under immense pressure to re-direct cesaawards
maximizing the value that accrues to non-shareholding stakeholdetise ofirm.
Stakeholders such as employees, customers, suppliers, government,anckdize
community at large, continually put pressure on firms to improve dhgotate social
(including environmental) performance (CSP). But do increased stakel@o@nds
result in subsequent improvements in firms’ CSP? In this diseert | argue that
stakeholder pressure (SP) is successful in enhancing the carparaensitivity to
stakeholder issues through improvements in the stakeholder govemadicanisms —
institutions that safeguard stakeholder interests and maxirtakehelder welfare —
within the firm. Using advanced panel-data analysis techniques, irmonihat
stakeholder pressure is successful in influencing firms to improzakmwesses in
stakeholder governance mechanisms. | also introduce the role of mahdigeretion
in devising and influencing stakeholder governance mechanisms. | propose ahdtfind
stakeholder pressure is less effective in strengthening stakehgtmernance
mechanisms in organizational and environmental contexts where mahagersore
room to exercise discretion. Further, stakeholder governancbamesms partially
mediate the relationship between stakeholder pressure and subsequent CSP.

In the second part of the study, | focus on the practical inita of
discretionary managerial spending on corporate financial oqmeaince (CFP).
Stakeholder theory contends that when firms are receptive to stadethalémands

they can also increase the value accrued to the firms’tebldegs. According to this



view, it is possible for a firm to enhance simultaneously both®B @nd its CFP. Yet,
after nearly two decades of research on this topic, regzarahe divided on the exact
nature of the CSP-CFP relationship. | introduce the role of managappropriating
the benefits arising out of CSP. | propose and test a set of srtbdélinclude contexts
in which managers exercise discretion as moderators of tlimmeldap between CSP
and CFP. Results indicate that when rigorous empirical testingnducted, the CSP-
CFP relationship ceases to be statistically significant andchat moderated by
managerial discretion contexts.

Finally, | re-investigate the link between CSP and CFP with aicpkar
emphasis on the discretionary nature of CSP spending. Firms maye dboosest in
CSP due to a variety of endogenous pressures, and if there is evifiseteselection
by firms to pursue social performance, omission of these algetseof CSP from an
analysis of the CSP-CFP relationship may provide inconsisteuits.ek propose that
researchers investigating the link between CSP and CFP needédot not only for the
endogeneity due to omitted variables, but also for the endogeneityrof's decision
to engage in CSP. | employ statistical corrections ftecden model issues to re-
estimate the CSP-CFP link using stakeholder pressure as et@redia firm’s decision
to engage in CSP. | find that once sample selection erroraxa TSP is indeed
positively related to CFP. Implications, directions for futureeegch and possible

extensions are also discussed.
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CHAPTER ONE
INTRODUCTION
Overview

Public corporations are under increasing amounts of pressure froatysati
large to re-direct resources towards the value-maximizatiomtioér constituents
besides shareholders (Donaldson, 1982). Indeed, in a recent survey, dthithe-f
(74%) of Americans say, now more than ever, businesses must shderslap,
courage and commitment in keeping corporate citizenship among the toedsusi
priorities” (GolinHarris, 2009). In order to ensure that companies @p kerporate
citizenship as one of their goals, secondary stakeholders such asngent activist
groups, environmental advocates, NGO’s and communities attemptuenod a firm’s
practices and policies through regulatory threats, campaigns, arad swvements
such as protests and consumer boycotts. There is considerablehabat examines
the mechanisms of these social movements and their impact on atomrak change
and outcomes (e.g., Davis, McAdam, Scott, & Zald, 2005; Eesley & Lenox, 2006;
Kassinis & Vafeas, 2006; King, 2008; King & Soule, 2007; Lounsbury, 2001; Reid &
Toffel, 2009).

Increasingly, researchers have turned their attention towdmelsptimary
stakeholders of the firm such as employees, suppliers, buyers andeps of capital
who also demand that firms favor their social and environmental stéeo¥er pure
wealth maximization objectives desired by other shareholdersieofiitm (Monks,
Miller, & Cook, 2004). Because primary stakeholders have direct ctaons with the

firm, they possess legitimate channels such as letter wrdirgct communication with



top management or directors and posing questions at general meéfimese
opportunities allow stakeholders to voice their concerns (Hirschman, 1&Fénding
strategic decisions which impact the organization’s sociaporesbilities. More
formally, those stakeholders of public corporations in the UnitedsState also own
shares in the firm, can file proposals on social and environment&sigoncerning
their firm. Since the 1970’s, stakeholders of public corporations in thedJ States
have used these proposals to urge firms to adopt and implement piblatiesprove
corporations’ social (including environmental) performance (ESP)

Although a significant majority of large public corporations in theted States
are already “stakeholder oriented” (Agle, Donaldson, Freemanrsede Mitchell, &
Wood, 2008), the new millennium has seen a sharp increase in tred andi
environmental nature of demands made to businesses through stakeholdealgropos
Indeed, almost half of all stakeholder proposals filed at US puabtigorations during
the first few years of this decade were concerned with sacélenvironmental issues
(Monks et al., 2004). This trend is likely to continue; impending institadi changes
approved by the Securities and Exchange Commission (SEC), whitHates
stakeholder proposal activity in the United States, are a harbioigesigorous
stakeholder proposal seasons in the future (Sweeney, 2010). Becauswldtake
proposal activity is on the rise, organizational researclaees also increasingly

interested in stakeholder actions, plus organizational response&ebadtier proposal

! For the purpose of this dissertation CSP will rédea corporation’s performance on both social and
environmental fronts. Managing relations with caséos, suppliers, buyers and the community at large,
ensuring fair pay, improved work environment, nasedmination at job etc. are described as social
issues. Avoiding business in “sin” industries andmries, reducing emissions, preparing sustaiityabil
reports, gearing up for climate change and ensudmgoration’s actions do not inflict harm on the
general external environment etc are considereti@maental issues.
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activism (Laplume, Sonpar, & Litz, 2008; Sjostrom, 2008). For example, avhahe

outcomes of stakeholder demands? Is the pressure exerted by stafeebotcessful in
inducing change in the way businesses operate? What changes mzairgaal

structure does stakeholder pressure induce to succeed in influengoruyate policies
and strategy? What are the implications of stakeholder pressuréhé target
corporation’s social and financial performance? Thus far, prioaresen the results
of stakeholder activism reveals mixed views, provides conflictisglie and offers
unclear answers to most of the questions raised above.

On one hand, researchers suggest that businesses do factor stakebséteepr
in their decision making (Berry & Rondinelli, 1998). By being respanto social and
environmental concerns, firms garner the support of stakeholdersgreghut costs,
acquire legitimacy, and avoid negative publicity and/or adverse regul@ansal &
Roth, 2000; Chiu & Sharfman, 2009; Sharfman & Fernando, 2008). On the other hand,
some researchers conclude that in general, because most pr@wesatsuccessful,
activism simply “lack[s] the power to create significant cogperchange” (Haigh &
Hazelton, 2004: 59). Increasingly, it is argued that stakeholdersactmay not be an
effective tool for influencing firm strategy or outcomes (Sjostrom, 2008)lions  of
people invest in public firms, and in present times, are also imeghasnxious about
the prospects of their investment bringing about greater soo@l. BBecause links
between stakeholder activism and corporate social performaneeramnxed, it would
be useful to investigate the impact of stakeholder-oriented propmsadirm’s social

and environmental “bottom line”.



In this dissertation, | explain the conflicting conclusions of presearch by
introducing the role of corporate managers in shaping the firnpemes to shareholder
proposals. Corporate managers control most of the corporate reseourios are
necessary to achieve the objectives targeted by stakeholddvestigFrooman, 1999).
Because managers hold a central position in the organization, they ue@te the
setting of CSP strategy and the disbursement of funds for CSRnevds. Seminal
research on top manager strategic decision-making suggestmdhagers exercise
flexibility in decision-making (Sharfman & Dean, 1997), and tremendisgetion or
“latitude of managerial action” (Hambrick & Finkelstein, 1987: 37%®rostrategy
formulation and resource allocation activities. Although in public cotjpos
directors hold the fiduciary responsibility of representing stakignointerests, top
managers have huge informational advantages over directors. CEDintrézately
involved and exercise considerable control over the selection ofasegdlonks &
Minow, 1995) and subsequent committee decisions sometimes involving even their own
compensation (Johnson, Porter, & Shackell-Dowell, 1997). Managers alsdhleave
own goals, e.g., minimizing their employment risk (Amihud & Lev, 1981),
maximizing their power, prestige, and salary (Hambrick & Fistegh, 1995).
Therefore, to study the effect of stakeholder activism on @§®&ires the inclusion of
the “role of managers as a party with specific interebisile, 2001: 25); interests
which may often collide with those of both firm owners and other Btdélers (Jensen
& Meckling, 1976).

In this study, | propose that changes in the firm’'s respons&akeholder

pressure are shaped by managerial influences. | also expktint is possible for



stakeholder pressure directed at the improvement of a firmst€®8ften end up only
strengthening the stakeholder governance control mechanismke- diésign of

institutions that induce or force management to internalize theneedff stakeholders”

(Tirole, 2001: 4) within the firm. Managerial discretion contestiapes the creation or
effectiveness of stakeholder governance mechanisms resulting d$takeholder

pressure. The strength of stakeholder governance mechanisms mayrimpact the

subsequent level of CSP by the firm. To test this theory, | mbdelole of managerial

discretion contexts as a moderator between the stakeholder prasdustakeholder

governance relationship. Figure 1 shows the models that weee tasthis section of

the dissertation.

Next, | focus on the practical implications of the discretionzature of CSP
spending by studying the relationship between corporate socfafmppance (CSP) and
corporate financial performance (CFP). Nearly two decades @rodsen this topic has
revealed mixed findings (Orlitzky, Schmidt, & Rynes, 2003) and theteebatill wide
open. Studies relying on stakeholder theory argue that satstfikdholders are key to
improving the organization’s overall effectiveness which, in turnddet® improved
financial performance (Donaldson & Preston, 1995). Motivated employe®snitted
suppliers, and loyal buyers are more cooperative towards filmthwroject a socially
superior image. Accordingly, such stakeholders increase their eahascing
contributions to the firm enabling a simultaneous increase in &EPCFP (Dutton,
Dukerich, & Harquail, 1994; Greening & Turban, 2000). On the other hand, researc
from the agency and rent appropriation perspectives suggests thatybstedieholders

may accrue significant unobserved benefits generated by compet#dentaged



FIGURE 1
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firms, thereby leading to reduced levels of observed financiabipeaice (Coff, 1999;
Surroca & Tribd, 2008). Investigations launching on both these views haxeakesl
at least one theoretical and one empirical consideration. Thes§it® concerns the role
of managers in controlling benefits arising out of CSP. The sassnd stems from the
discretionary nature of CSP spending and the omission of relevanedenés to CSP
from estimation of models investigating the CSP-CFP link.

First, the central role of managers in controlling CSP investsprovides a
compelling argument for including managerial discretion contexts imadel
investigating the CSP-CFP relationship. | address this issuesbyg a model of the
CSP-CFP link with managerial discretion contexts as a modefcond, firms may
choose to invest in CSP based on a variety of relevant antecedbntsX( Sharfman,
2009). Some of these antecedents may in turn influence corporatecidina
performance. Omission of relevant CSP antecedent variables franvestigation of
the CSP-CFP relationship introduces a specification error in adgels inducing a
sample-selection bias in our estimates (Heckman, 1979). Procdedasgimate such
models without applying proper statistical corrections would leadnt@ndogeneity
problem and results in incorrect inferences drawn from inconsiegimates (Greene,
2008). | therefore explicitly include the decision to invest in C$Bding the Heckman
selection model (Heckman, 1979). Specifically, in the first stagestl whether the
decision to invest in CSP is indeed endogenous. If statistica testfirm my
hypothesis, | model the CSP-CFP relationship after controlinthe factors impacting
the CSP investment decision. Figure 2 shows the models tested sethtion of the

dissertation.



FIGURE 2

CSP and Performance: The Role Of Managerial Discretion and CSP Antedents
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Importance of This Research

The first contribution of this study is a clarification of thaer played by
managers in devising and implementing CSP initiatives propossthkgholders. Most
previous research implicitly assumes away this role or failexplicitly model it in
empirical investigations. In this study, | include manageriatrdt®n contexts as a
moderator of the stakeholder pressure and CSP relationship. I, éfigtempt to
answer the question of not only whether managers matter, birtalubow exactly do
they matter. Activist stakeholders are desirous of engenderiaggehwithin the
organization; this study informs stakeholders of the consequences roéftbeis and
why they may or may not see the results of their activism.

The second contribution of this study is to show that although stakeholder
proposals are targeted at improving the firm’s ultimate CSPgeh#&akes the path
through the design and enhancement of stakeholder governance mecharpsoecess
which is influenced by managerial discretion. Specifically thieis, study confirms the
direct effects of stakeholder pressure on the stakeholder governaahanisms and
the moderating role of managerial discretion. Research oftemsés on corporate
governance mechanisms as indicators of how well the firm govwesoss related to
stakeholders. This study clarifies why these two may not bengynous, and why
stakeholder governance should be treated as a distinct construct ies stfdi
stakeholder activism and CSP. In testing the activism and stdeehgbvernance
relationships, this study includes measurable indicators of stakehgddernance

which may benefit future research on the topic.



The third contribution of this research is to provide further ecgliglarity to
the ambiguity surrounding the CSP-CFP relationship. If the decisionwdst in CSP is
determined to be endogenous, this study will provide evidence thatgmipirical
investigations using similar data may suffer from a spedtificaerror. This may help
explain the non-significant relationship observed in many studies &rdcompelling
reasons for future researchers investigating the CSP-CFP liekptitly model the
endogeneity of the CSP decision in addition to the endogeneity due to omitted variables.
A resolution to this debate also has theoretical and practoplications. For
management researchers, evidence of a positive relationship b&d8&eand CFP will
provide empirical support to arguments made in favor of instrumentalagedcy
stakeholder perspectives (Donaldson & Preston, 1995; Freeman & Evan, 1990). A
negative relationship between these two constructs will provide medgerce to
agency theory perspectives (Friedman, 1970; Jensen, 2001). Finallgel#tianship
does not exist, the rent appropriation perspective would seem to provadbest
theoretical lens to further examine the CSP and CFP relatpnBbr management
professionals, shareholders and stakeholders, evidence of the exawtiondi of CSP
spending on CFP will help untangle the gridlock in which these grofipa &@nd
themselves battling over resource allocation decisions.

The fourth and final contribution of this research is the specific
acknowledgement of the role of managers in impacting the valake accrues to
stakeholders. Again, the intent of this study is to show that evemitames the CSP-
CFP relationship is inconclusive, it is not because there is nolyindeassociation

between the two constructs. It is because managers possessdoeslatitude in their

10



actions and can appropriate the excess value generated $fjedasitakeholders,
thereby reducing the levels of observed CFP.

Overall then, this study highlights the central role of manaigedevising and
implementing corporate strategies such as CSP. Contexts in miaichgers possess
greater latitude in decision making are shown to impact not oelyfdimation and
strength of stakeholder governance mechanisms, but the resulting t®rpocsl
performance and the ensuing benefits accrual into corporate financiahpsante.
Organization of This Dissertation

This dissertation proceeds as follows. In Chapter Two (Literd&Rengew and
Hypotheses), | present a review of relevant stakeholder presstakeholder
management, managerial discretion and corporate social perfornitenailes. After
presenting the literature reviews, | develop two sets of hypeshelhe first set of
hypotheses link stakeholder pressure with stakeholder governancesritgrgsotheses
for the moderating role of managerial discretion on the relationship betweenostizke
pressure and stakeholder governance and on the relationship betwesholda&
pressure and corporate social performance. In the second sgiodhdses, | propose
that the relationship between CSP and CFP is moderated by mahalssretion
contexts, and that the decision to invest in CSP is endogenous. In Chhpter
(Methods), | describe the data, sample, and variable construatidnthe general
analysis techniques | employed. In Chapter Four (Results) |iexpia research
methodology applied to test each hypothesis and present the @&stiis analysis.
Finally, in Chapter Five (Discussion), | provide a discussion of ithdings, some

avenues for future research and a conclusion.
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CHAPTER TWO
LITERATURE REVIEW AND HYPOTHESES

In this chapter, | present a review of the literature on statehalctivism and
its outcomes. In the first section of this chapter, | sped¥i@dress the most formal
type of stakeholder activism: stakeholder pressure on the organitabogh proposal
writing. | introduce the concept of stakeholder governance mechanisnssitations
designed to align managers’ interests with those of stakeholdeasdistinct concept
from corporate governance which describes control mechanisms desigoeersee
managers for the purpose of safeguarding shareholder wedgkielop hypotheses to
link stakeholder proposal activism with the strength of stakeholdsergance
mechanisms. | then introduce the moderating/mediating role ofgaaakdiscretion in
shaping the stakeholder governance mechanisms. | complete thee@t®n of this
chapter with development of hypotheses linking stakeholder pressurehaodtizke
governance mechanisms and corporate social performance using hyptithesssdel
the moderating role of stakeholder governance mechanisms and nndigeretion.
Figure 1 displays the layout of the proposed theoretical model.

In the second section of this chapter, | revisit the debate on the watine link
between corporate social performance (CSP) and corporate &hgrerformance
(CFP). | explain that previous research may have overlooked the ptssibiCSP
investment decisions being endogenous. | offer methodological suggestidmsy to
obtain more consistent estimates of the impact of CSP on CKjud that managerial

discretion contexts can allow managers to shape or even dhsdifpood” that comes
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out of a firm’s CSP. Figure 2 displays the layout of the proposedetiedrmodel for
this section of the chapter.
Stakeholder Activism — Why Now?

Economic growth in the United States has led to improved standahdggf
quick dissemination of information, increased awareness and highat@sipéctations
of the responsibilities of corporations towards the larger environménhwhich they
operate (Reilly, 1990). Public corporations are under increasing amoiuptessure
from society at large to re-direct their resources towardsvahge-maximization of
other constituents besides their shareholders (Donaldson, 1982). Déspitecént
downturn in the economy, public perception of the role of business rentpiasky
focused on the social and environmental responsibilities of thelfideed, in a recent
survey, “three-fourths (74%) of Americans say, now more than businesses must
show leadership, courage and commitment in keeping corporate citzembng the
top business priorities” (GolinHarris, 2009: 2). Organizations areuatable to their
stakeholders more today than ever and cannot just turn away fromakdeigands by
treating them as a cost of doing business (Wood, 1991). Indeed thietongiability
of corporations depends on addressing the needs of all stakeholders, wkéshswocial
and environmental issues an essential component of the modern corponaten’s
“bottom line” (Heath & Palenchar, 2009).

In order to ensure that corporations remain cognizant of their sao@l
environmental responsibilities, and stay committed to resolving soara
environmental issues, secondary stakeholders such as activist gnovpsnraental

advocates, NGO’s and communities attempt to influence a fprastices and policies

13



through regulatory threats and social movements such as protestgoasumer
boycotts. Past research has closely examined the mecharisosal movements and
their impact on corporate decision-making (Davis et al., 2005). ¥amge, research
suggests that it is possible for social movements to influen@niaegional policies
towards their employees (Scully & Segal, 2002). Secondary stakelgotagrs, such as
communities, can influence organizations to become more cognizanheaf t
environmental footprint, adopt recycling programs and reduce pollutioslefE&
Lenox, 2006; Kassinis & Vafeas, 2006; Lounsbury, 2001; Reid & Toffel, 2009).ISocia
movements such as protests and consumer boycotts, attempt to inftoepoeate
policies by threatening to draw negative attention towardthanization’s lack of
corporate social performance. Negative publicity for the firm su@le to recruiting
top talent or to attract investments from socially concernedsioke (Turban &
Greening, 1997). Research confirms that consumer boycotts and praasindeed
negatively impact corporate financial performance indicators ssctstock prices
(King, 2008; King & Soule, 2007; Pruitt, Wei, & White, 1988).

However, not all external pressures are successful in infhgerocganizations
and in achieving activists’ goals (Johnston, 1994). Members of stakelgotdgas often
vary in their awareness, ability and initiative in championing $acases (Rowley &
Berman, 2000). Activist groups may have divergent or even competingststevhich
complicates the attainment of broad agreement on the priorigguds to be raised, and
the exact mode of pressure to apply on target organizations tovectiesired
objectives (Mark, Irene Hanson, & Kimberly, 2004; Wolfe & Putler, 2008gre is a

high probability of a lack of commonality in goals, economic irgisievision, and the
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assessment that the organization will be receptive to activiéimeh further impedes
collaboration among stakeholder groups (Butterfield, Reed, & Lemak, 2B8dause
secondary stakeholder do not control valuable resources required drgdmézation to
operate, succeed or survive, they may lack the visibility, legdynand salience in the
minds of managers and hence may lack the power to bring about chahigethe
organization through activism (Agle, Mitchell, & Sonnenfeld, 1999; Frooman, 1999;
Mitchell, Agle, & Wood, 1997). For all these reasons, scholars areasiagly turning
towards alternate mechanisms that stakeholder groups employké&ther demands
more salient to the organization; stakeholder activism through proposalg is one
such mechanism.
Stakeholder Proposals

Stakeholders desirous of voicing their concerns regarding an orgamig&SP
can engage in social activism through a variety of ways. Thedicactly communicate
with top management or directors, ask questions at general meetiitgdetters, or, if
they own shares in the company, formally file stakeholder propo&atsakeholder
proposdl is a written (not exceeding 500 words) recommendation, requirement or
demand that the company (board of directors and/or top management)ettia c
actions. For example:

“A proposal can ask a company to adopt a human rights policy, to issue

a report on how it plans to mitigate risks pertaining to greenhouse gas

emissions or to implement ethical codes of conducts for its supply chain”
(Sjostrém, 2008)

2 For the purpose of this dissertation, the terraksholder proposals” will refer to those proposettich
raise social and environmental issues. These patgpasge filed by equity holders with the express af
pressuring the firm to maximize its CSP. By cortir®e term “shareholder proposals” will be used fo
proposal activity that targets corporate governassges within the firm with the ultimate aim of
safeguarding shareholder wealth.
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Stakeholder proposals can be filed by individuals and groups who holdtzt268¢ or
1% of shares of a public corporation continuously for one year; owners ofhsivar¢o
demonstrate their eligibility for filing the proposals (Logsd&nvVan Buren, 2008;
O'Rourke, 2003). Once a properly filed proposal is received, firaysdacide to accept
or reject it based on its relevance to the firms’ mission anctilge and the feasibility
of acting upon the suggestions. If accepted, the issue raised inoffesglr has to be
included in the proxy reports of the firm and is voted upon by all sbkters in the
company’s next general meeting. A proposal which receivesjarity vote from all
shareholders is still non-binding, and may be implemented subject apphneval of
management and the board of directors.

Stakeholder activism through proposal writing has at least fourfitseenger
stakeholder activism through social movements. First, anyone whe th& requisite
number of shares in the organization can submit a stakeholder proposal hatiis the
same legal importance as proposals submitted by large stakshdlties empowers
stakeholders to attempt to bring social change through individual aatioout having
to create a consensus among a broader group for collective. &#oond, activism
through proposal writing is a legal channel of communication (Msém, 2004).
Managers have a fiduciary responsibility to attend to the demarntes# stakeholders
who own equity in the firm (Eisenberg, 1976). Written proposals requisponse by
managers which forces them to acknowledge the issues beied azd to submit their
responses on record. The proposal mechanism thus allows stakeholdetsatd e
formal written responses from managers to issues managersanhatherwise address

directly. Third, managers are known to be more receptive to the denudrsalient
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stakeholders than those of stakeholders who do not command importameie uneiv
(Agle et al., 1999; Mitchell et al., 1997). Through proposals, atdic&gn communicate
and garner the support of other shareholders which increases the bargawer of
the stakeholders behind the initially submitted proposal and enhéeceslience of the
issue under consideration. Proposals are an efficient method of aghtled objective
because regulation requires corporations to bear all costssd#nainating proposals
through proxy statements using the corporation’s communication channedy,F
research suggests that stakeholder activism through proposagwsitlso a preferred
vehicle for social movement stakeholders. Activists, NGO'’s, unions, and lspéesiast
groups often purchase shares in organizations they are tarfyetimgtests in order to
alert managers to their demands and to make their demands nieme &ad legitimate
in the eyes of top management and other stakeholders (Anderson, Ritasshall, &
Mitchell, 2007; Guay, Doh, & Sinclair, 2004; Hoffman, 1996).

Outcomes of stakeholder proposakRrior literature provides a mixed picture of
the success of stakeholder proposals in bringing about changepanations’ social
performance. On one hand, some researchers have expressed optimistheove
influence of stakeholder activism on corporate policy. Research ssghas firms
garner the support of stakeholders, acquire legitimacy, reduce iogist @and avoid
negative publicity and/or adverse regulation when they demonstsgensaveness to
social and environmental concerns (Bansal & Roth, 2000; Chiu & Sharfman, 2009;
Sharfman & Fernando, 2008). The expectation of such benefits compelssbasite
factor stakeholder pressures in their decision making (Berry & Relligi1998).

Specially, since institutional investors increasingly pressimmesfto address social
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issues, the salience of CSP issues for firms has also iadr¢&parkes & Cowton,
2004). This has led some scholars to opine that the more stakeholdsss pre
organizations for CSP, the more likely it is that organizationsimalease their CSP
(Campbell, 2007).

On the other hand, some researchers argue that because suggedtided in
stakeholder proposals are non-binding and subject to process-constraiségiepa
proposals remains difficult, if not impossible (Engel, 2006). Indeed, wheto a vote,
the majority of stakeholder proposals fail to get even 10% suppom fother
shareholders (Logsdon & Van Buren, 2008). Other researchers suggeasithters
little whether a proposal gets accepted, rejected or settledeofsthe voting process;
“no real changes to core policies are made” in response to stakehctitesm (David,
Bloom, & Hillman, 2007: 98). These dismal results have led somerchses to
conclude that most proposals go unsuccessful and can hence be dedihect. In
short, shareholder activism ‘lack[s] the power to create sigmficorporate change’
(Haigh & Hazelton, 2004: 59). There is therefore a growing doubt amontp s
researchers concerning stakeholder activism as an effectivefdoahfluencing
corporations’ strategies towards improving their social and enviroameetformance
(Lawrence & Morrell, 1995; Sjostrom, 2008).

In general, past research on the affect of stakeholder pressurBsms to
increase their corporate social performance has adopted a sovekent theoretical
lens and largely predicted outcomes based on institutional perspettoxssver, the
mixed findings in the literature reveal that existing theoaétapproaches may be

insufficient to fully explain the impact of stakeholder pressure &P.CWhether
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stakeholders have been insisting on the wrong set of outcomes @95) or
researchers have ignored other possible outcomes besides an imptove@®P also
remains an open question. Research on the outcome of sharehtiemnaeproposals
filed by equity holders to improve the corporation’s financial perfoiceaholds the
potential to inform these questions. As previously stated, in thisrthien, | draw a
distinction between stakeholder and shareholder activism; thus farhaethlargely
been treated as homogenous types of investor activism.

Some intriguing parallels can be drawn between research on dtddeh
activism — equity holders’ pressure on firms to focus on soadl environmental
issues, and shareholder activism — suggestions by shareholdensglinrahagement
and directors towards safeguarding shareholder wealth. Both kirt$iviEm emanate
from an inherent difficulty of measuring the effectiveness ahagerial strategy in
implementing the desires of the owners of the firm. Below, | rdesdriefly the
similarities and differences between these two types afisot provide a brief
overview of the literature on stakeholder pressures and explain howngdityg more
agency-theoretic predictions from the shareholder literaturéeanus predict possible
outcomes of stakeholder pressure on firms.

Shareholder Activism — Purpose and Outcomes

In contrast to the stakeholder activism literature, sharehald®ism literature
has largely viewed activism antecedents and outcomes througdpeany theory lens.
In public corporations, shareholding owners (or principals) are segdarfabm
organizational control and decision-making activities (Berle & Meal832).

Professional managers (or agents of shareholders), usually hold atiform
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superiorities over shareholders and are therefore entrusted & stnategic decisions
for the firm. A central tenet of agency theory is that manalgagents and shareholding
principals have divergent predilections towards the allocation rof f@sources (Ross,
1973). Agency theorists argue that not all managerial decisiamgmze shareholder
wealth; because managerial pay and prestige is tied to fiowtly self-interest
compels them to minimize their employment risk and maximibeir t own
compensation by often engaging in projects that destroy shaeehalldie (Amihud &
Lev, 1981; Baumol, 1967; Hambrick & Finkelstein, 1995; Jensen, 1986; Jensen &
Meckling, 1976; Marris, 1964). Shareholders therefore appoint a board ectodg
delegated with a fiduciary responsibility to represent sharehaoitienests within the
organization, and to oversee and advise managers in setting corpoedégys
(Easterbrook & Fischel, 1991). All publicly held corporations in thetédhiStates,
regardless of size, are required by the various corporate ¢tdwiheir state of
incorporation to have a board of directors. Thus the board of directtihisfsypower to
hire, compensate and fire managers, has assumed the central thk corporate
governance of US firms (Finkelstein & Hambrick, 1996; Jensen, 1993).

The ultimate goal of shareholders is the protection and maxionzaf their
wealth, but it is difficult, or too costly, for non-specialist i#eolders to ascertain the
real consequences of professional managers’ strategic dedsicgisareholder wealth
protection and maximization. In search of an optimum solution to “cOntrahagers,
shareholders entrust the board of directors to both incentivize and muit@gers.
Directors in turn employ means ranging from salaries, cosioms, and stock options

to conducting regular meetings to discuss strategies plus revigectives and

20



performance targets (Eisenhardt, 1985, 1989). To this end, various corporate
governance mechanisms that address the structure of managempainsaton, board-
compensation independence and diversity, and safeguards against manageri
entrenchment have been enacted and perfected within the firrBi{esfer & Vishny,
1997 for a review). These mechanisms are specifically destgr@otect shareholders
by ensuring that managerial actions and board oversight areofiamm with
shareholder desires of protecting and growing their investments inrthe fir

If shareholders suspect that despite the existence of theseatergovernance
controls, the actions of board members or management threatendtar goals, they
engage in activism through proposal writing to inform directors (apdrtanagement)
of their concerns. A review of the shareholder activism lteeaindicates that while
activism may not always result in the long term improvement irratipeal and
financial efficiency of the firm, it may be successful chi@ving governance changes
within companies (Gillan & Starks, 2007). This has led to the caodubat rather
than achieve directly the primary objective of protecting and miakig shareholder
wealth, activism can help strengthen corporate governance mechaniisrim the firm.
Corporate governance mechanisms in turn help shareholders monitor amtiree
managers to keep shareholder goals paramount in manageriaataking (Davis &
Thompson, 1994). For example, shareholder proposals can “call for trmesdind
poison pills, reject paying “greenmail”’, require confidential vating make other
changes in the rules that govern relations between shareholdecsordi, and top-level
managers” (Karpoff, Malatesta, & Walkling, 1996: 366). Shareholdesnsctis hence

best understood as a conduit for both dispersed and organized shareholders t
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strengthen the corporate governance mechanisms within the firthefaitimate goal
of safeguarding shareholder wealth.

Below, | describe how theoretical approaches employed in sharelastigsm
research can be applied to stakeholder activism to better warkergs outcomes.
Stakeholder activism research has so far focused on the uliimatevement in CSP
as the primary result of stakeholder pressure. Perhaps other lictesnges within the
firm are a more plausible outcome of stakeholder activism.

Stakeholder Activism - Purpose and Outcomes

Stakeholders desirous of bringing social changes through firm sctom
relatively more dispersed than those shareholders interestedfeguaaling their
wealth. While shareholder activism is dominated by large bloclsharfeholders such
as pension funds, mutual investment groups, and insurance funds, stakelliden ac
is usually spearheaded by individuals, religious organizations sudheamterfaith
Council on Corporate Responsibility (ICCR), NGOs, or other groups acting on behalf of
a group of stakeholders with common interests (Campbell, GillaiNid&n, 1999;
Monks et al., 2004). It is much harder for individual stakeholders tosunea
guantitatively the true impact of a firm's efforts to madmithe welfare of its
constituents such as employees, suppliers, or buyers than to #ssdésmncial
performance (Coff, 1999; Tirole, 2001). Whereas, volatility in the incetream or
market value of firms instantly draws attention from analystéy egregious departures
from stakeholder social and environmental agendas are punished Hiohitigéassinis
& Vafeas, 2002). This allows managers to pursue stakeholder valueytest

initiatives without much concern for being reprimanded for their actions.
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From an agency theory perspective, the information asymnigttween
management and stakeholders is even more egregious than the¢rbstvareholders
and managers. Recall that shareholder activism attempts to in@niinis information
asymmetry by designing and strengthening several corporatengoce mechanisms
within the firm which serve to monitor and incentivize managersil&ily, | propose
that in order to investigate the impact of stakeholder activism,rgasonable to turn
our attention towards those corporate governance mechanisms thighfitrm which
facilitate the monitoring and incentivizing of managers to mingntize information
asymmetry and to maximize the corporate social and environmenianpance of the
firm. Next, | describe why internal control mechanisms dickcexclusively at
improving the social performance of firms are required to supplethenprevailing
corporate governance mechanisms, which are designed specifocaihe purpose of
safeguarding shareholder wealth in the firm.

Stakeholder Pressure and Stakeholder Governance

Since social and environmental issues have gained increasingtamgmn
visibility, and legitimacy in the minds of stakeholders, pressireaunting on firms to
be better corporate citizens (Chiu & Sharfman, 2009; Sharfman, 1994)sponse,
organizations are scrambling to alter their corporate goveenar@hanisms to also
address social issues. However, a conflict remains in the ofgdatction between
these two modes of governance (Jensen, 2001). While both normative amtensal
stakeholder theorists contend that shareholder wealth maximizatwrstakeholder
welfare are mutually achievable goals, and by extension, corpg@ternance

mechanisms can also be helpful in fostering socially responsatiavior (Donaldson
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& Preston, 1995; Freeman, 1984; Freeman, Wicks, & Parmar, 2004), agencstsheor
of a more rational leaning argue otherwise (Friedman, 1970; J&t¥n,Sundaram &
Inkpen, 2004). Ambiguity in understanding the causal mechanisms through G&

is linked with financial performance (Orlitzky et al., 2003), avtlence that managers
often “hide” behind such spending to earn personal benefits, often baniSRet® the
realm of an agency problem for the firm (Jensen, 2001). Thus, fretakaholder
perspective, traditional corporate governance mechanisms are paagloreffective

in controlling supposedly wasteful spending by encouraging the same.

The ambiguity over the efficacy of corporate governance mechaniam
enhancing firms’ CSP also adds to the complexity in understandinguticemes of
stakeholder’s activism. Corporate governance mechanism have evolfugthéw only
one agenda; the protection and maximization of shareholder wehléif¢5& Vishny,
1997). Most corporate governance measures, by design, do not helpoktake
activists’ broad social and environmental causes. For exampleralesedicates that
strong corporate governance, such as ownership and general board estrpictsir
safeguards against managerial entrenchment, work to reversamamesin CSP and
steer them towards the corporate goal of shareholder wealth otéBarnea &
Rubin, 2010; Brammer & Millington, 2005; Surroca & Tribd, 2008). Other evidence
suggests that even when corporate governance mechanisms arsfsugtésducing
better social outcomes, they may only be effective in elgifirm responses along
narrow strategic dimensions which may only help a select te@kelsolders (Johnson &
Greening, 1999; Kacperczyk, 2009). It follows then that corporations’ coocept

governance structures for corporate social responsibilityther design of institutions
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that induce or force management to internalize the welfare kérstiders” (Tirole,
2001: 4), should be treated separately from studies of the effegtstihg corporate
governance mechanisms on firms’ CSP. Next, | briefly deschédimited existing
work on the topic of governance mechanisms designed exclusiveimpmve the
corporate social performance of firms.

Stakeholder governance mechanism&iesearch on stakeholder activism
targeting organizations’ corporate social performance isgstiving (Sjostrom, 2008).
A literature review indicates that most studies that haveeaddd the emergence of
those corporate governance measures which explicitly safeguasddia¢ interests of
stakeholders, use a case analysis methodology (e.g., De Wit, &&dbputen, 2006;
Lovdal, Bauer, & Treverton, 1977; Mackenzie, 2007; Ricart, Rodriguezarg&ttz,
2005; Spitzeck, 2008)

Earlier in this dissertation, | pointed out that the shareholderisatiliterature
indicates that not all proposals are accepted; some proposalstladeawn because
stakeholders manage to acquire some support from the firm fangnéne requested
changes. Because institutional and social pressures are uswatlgssful in creating
structural changes within the organization (Greening & Gray, 1984)) the changes
agreed upon by managers occur in those mechanisms within the firrh afec
designed to ensure that a particular social objective is mbeifuture. Prior research
shows that stakeholder proposals usually ask for general chamgasdes within
organizations rather than focus on specific desired outcomes (PgoSipicer, 2006).

Stakeholder activists themselves do not anticipate the entire propbsaaccepted and

% Of these studies the only empirical study was cotetl by Spitzeck (2009) on firms in the United
Kingdom.
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implemented; they are prepared to accept a thoughtful respongedasadion that the
firm will continue to pursue the issues raised (IRRC, 1993: 1). Tisesitso evidence
that even if proposals are successful, rather than creatingdongchange, they force
the organization to make minor internal adjustments (O'Rourke, 2003)fi&yBgithe
argument is that the greater the pressure of stakeholders orngtrazation, the more
the organization will strengthen its internal control system@lltéws then that rather
than directly achieve the objective of increased CSP, stakehpidssure may be
successful in achieving changes in internal control mechanismgavatn managerial
interests and behaviors such that they become more aligned wighdters than
shareholders.

H1: Stakeholder pressure is positively associated with the subsequent

overall strength of stakeholder governance mechanisms within the firm.

Somewhat similar to corporate governance mechanisms, stakeholdaragmee
can also encompass several mechanisms of incentives and all@fatimmirol rights
which may each help re-align managerial interests with thafsestakeholders
demanding social changes. Absent any large legal restrictions megera to pursue
social and environmental initiatives, and an unclear impact of CSRlisgeon firm
financial performance (Orlitzky et al., 2003); it is reasonatue consider that
stakeholders might prefer control mechanisms to align managehns steikeholder
demands. Drawing on research on the impact of corporate governacicensems on
CSP, | present two such control mechanisms that might improve theéonmaniof
social issues within the firm and hence hold the potential to beeonmutcome of

stakeholder pressure.
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Corporate social responsibility (CSR) board committe€som an agency
theoretic perspective, dispersed stakeholder principals are in mompd® assess
correctly the impact of managerial agents on the social and eneandahperformance
goals of the firm. The board of directors thus becomes a de-faal for stakeholders
to evaluate and compensate managers for their role in furthéakehslder objectives.
However, “[tlhe work of the board is done in committees” (Lorsch &Mer, 1989:
59). Board committees allow the delegation of board responsitgismaller groups
of board members facilitating the separation of tasks and funckonsexample, the
compensation committee is ubiquitous in modern public corporation boardsh@ioget
with the audit committee, the compensation committee performolbef evaluating
CEO performance and designing appropriate incentives to ensé& @B not stray
from the shareholder wealth protection objectives of the firm (Qo&y&imon, 1998;
Laux & Laux, 2009). Special board committees have been a favoriteftsbareholder
activists to ensure specialist board members can oversee [modssanagers, and for
organizations to signal their legitimacy to regulatory bodiek siscthe SEC (Harrison,
1987).

Evidence from UK suggests that the use of corporate respanysibdard
committees to incorporate corporate responsibility issues isearsth (Spitzeck, 2009).
An examination of board composition of US corporations also inditaéesmergence
and prevalence of committees for the purpose of augmentinghgxistmmittee board
structures (Evan & Freeman, 1993). CSR board committees are ettwist insuring
that the corporation complies with its social responsibility pdi@ad standards and

that adequate controls are in place to monitor management is cogplhith social
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objectives (Cochran & Wartick, 1988). Mackenzie (2007) explains th& B&ard
committees are responsible for reviewing CSR issues, spesisligs that may have a
potentially negative impact on the company’s business and nepupdtis which pose
financial risks to the firm (Ricart et al., 2005). CSR committaélso review company’s
external reporting on issues of social concern (Lovdal et al., 1977).

Stakeholder proposals are intended to highlight social issues andr riegaite
committees are generally designed to provide traditional cogpogatvernance
oversight. Therefore, it is likely that stakeholders attributdith@s lack of attention to
social and environmental performance to an absence of concern withimnthior
social and environmental issues. Research shows that the rislene@ of special
board committees directed towards improving CSP can signal to concexkeldostiers
that the firm is indeed responsive to their demands (Greeningp§, &994). It follows
then, that under pressure from stakeholder activists, the firm iméyt foeneficial to
create committees that specifically address stakeholdeesissStakeholder pressure
may thus result in the creation of dedicated CSR committees. Or formally,

H2: Stakeholder pressure is positively associated with the subsequent

presence of CSR board committees in the firm.

CSR board committee compositiofihe composition of the board of directors is
instrumental in assessing the effectiveness of manageraegt (Baysinger &
Hoskisson, 1990). Likewise, the composition of the committee could alseebeas a
legitimate target for shareholder activism. Most committeenbers are appointed by
managers and are more likely not to objectively evaluate oicadiyt scrutinize

managerial actions. CEQ'’s seek to appoint members who are dghimgily similar,
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and share the same management philosophies as themselves bedausesstors are
more sympathetic to CEO’s (Westphal & Zajac, 1995). Most comenithembers
appointed by management are also beholden to the corporate wealthizateim
objective of other large shareholders and may not necessarily ptakedolder issues
as diligently; the votes cast by such committee membens dtesal their allegiance to
corporate management (Zajac & Westphal, 1994). Therefore, scholarfohgvargued
for the importance and necessity of stakeholders to be repmsamtéhe board of
directors in public corporations (Jones & Goldberg, 1982).

From an institutional perspective, representation of stakeholders ohokeg
committees may provide a perception of legitimacy to organizatand enhance their
normative approval by government and society (Luoma & Goodstein, 1999; leyer
Rowan, 1977). The legitimacy of board committees is strengthenednd loeembers
are truly recognized by society as experts on social issuesre known to be
sympathetic to stakeholder causes. Committee members, wimoasecognizant and
sympathetic towards stakeholder causes, can use their expesihdenowledge to
provide better advice to managers on social and environmental iSuwes.board
members are also desirable to most large stakeholder groups whighth#egrevalence
of a homogenous group of shareholder-centric directors in most firmsehStders
demand board members who are different in their background, experience and
perspective than other members of the board. For example, CALRERSarge
pension fund which is known for its activism on board diversity isslues.recently, a
top executive at CALPERS bemoaned:

“On most boards, everybody looks the same and thinks the same”
(Chon, 2010)
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CALPERS is demanding that committee members be elected drdist of
directors compiled by the pension fund itself. To that end, CALPRERS&mMpiling a list
of stakeholder-sympathetic professionals such as union leaders, envitahac#vists,
NGO members etc. to be nominated to the board of directors of tangetwith poor
corporate governance (Chon, 2010). Shareholder activism research sdhedtsuch
appointments are a mutually beneficial arrangement. Those boarderseemho
implement shareholder proposals have lower chances of losing thedt $ear and
directorships than those who go against shareholder initiativesn(irtiFerri, &
Stubben, 2010). In sum, it is likely that stakeholder activismaislb be successful in
changing the composition of the CSR committee towards a mdehslder-friendly
committee, or formally:

H3: Stakeholder pressure is positively associated with the subsequent

presence of stakeholder sympathetic members on board CSR committees.

Thus far, | have relied on institutional theory and agency thieopyedict that
stakeholder activism results in changes in internal control amesins within the firm.
Next, | address the question whether stakeholder pressuabvays successful in
creating change within the organization, or, there are factors withimghaipation that
may mitigate this impact. In effect, | define and establistbthendary conditions of the
theory presented above. In doing so, | explain that institutional a@dcyagheory
assumptions of principals being successful in alleviating informasymmetries by
designing effective control mechanisms may not always hold Rekying on upper-
echelons research (Hambrick, 2007; Hambrick & Finkelstein, 1987), liredatutional
theory assumptions when | explore the possibility of managerialetimt contexts in

influencing the outcomes of stakeholder pressure. In contexts whaegena exercise
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more discretion in firm decisions, their impact on firm outcorsestronger (Crossland
& Hambrick, 2007; Finkelstein & Boyd, 1998; Finkelstein & Hambrick, 1990).
Resulting control mechanisms within the firm may therefore be shapeémtrevarted

by managerial intervention.

Managerial Discretion

Much of the research on stakeholder proposal activism is groundeduraes
dependence and institutional theories. Scholars espousing the redepeoelence and
institutional views have long argued that primary stakeholders possssurces which
are required by firms to operate successfully, acquirenegily, succeed competitively,
and perhaps even survive (DiMaggio & Powell, 1983; Pfeffer & Stat®78). The
reliance of the firm on key stakeholders creates an organiziatestwairce dependence
relationship between stakeholders and the firm (Pfeffer, 1978).&geeiccording to
the institutional perspective, organizations acquiesce to stakehdieteends in order
to maintain legitimacy and align their practices and poliadesanform to the social
pressures placed on them (Deephouse, 1999; Meyer & Rowan, 1977).

However, research from a strategic choice perspective iedithait managers
use their discretion in combating various stakeholder pressurescererthe firm, and
in structuring the firm’s relationships with its stakeholdersiv&) 1991; Pfeffer &
Salancik, 1978). In doing so, managers try to find ways to increas@webargaining
power, which denotes the potential for strategic choice (Child, 199an&al &
Pfeffer, 1978). Some resource dependence scholars concede thatanatipressures
may not be entirely deterministic; even under external pressure managerstnategic

choices which allows managerial behavior to range from symbolidiscretionary

31



(Hrebiniak & Joyce, 1985; Pfeffer & Salancik, 1978). Indeed, extemsitutional
pressures create opportunities for managers to be “both stratedjiopportunistic”
(Hoffman, 1999: 366) in exploiting the uncertainty caused by institutional change.

Those managers, who are under pressure from stakeholders to pursilie soci
issues, exhibit a similar range of strategic behavior. Te, dasearch on stakeholder
activism and CSP has largely focused on the direct relatiorsttipeen the two
constructs with a particular emphasis on the divergence of sharehaltistakeholder
goals (see Sjostrom, 2008 for a review). A practical realityhef modern public
corporation is that it is managers, not shareholders or stakeholdbo set CSP
strategy, determine social and environmental investment threstamidscontrol all
other resources vital to the fulfilment of stakeholder demandsoffan, 1999).
Because professional managers have strategic informationahtagea over other
members of the organization, especially stakeholders, they enjoy théantosiomy of
choice” within the organization (Child, 1997: 53). Therefore, it is likbjt managerial
responses to stakeholder activism are determined by both the imstitygressure on
the firm, and circumstance which determine the “latitude of maizdgetion” allowed
to top managers over resource allocation decisions (Hambrick & Biekel1987: 371,
Hrebiniak & Joyce, 1985).

Managerial discretion theory explains that there are several
organizational and environmental contexts that might determine tbhataxt
which CEO’s matter to organizations strategy and policy (Firdals&
Hambrick, 1990; Haleblian & Finkelstein, 1993). Management research has

subsequently used both the organizational and environmental indicators of these
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contexts to demonstrate the role they play in impacting manhdetaetion’s
relationship with various organizational phenomena. For example, cbdeas
used these contexts to investigate the moderators of theomelap between
CEO compensation and firm performance (Finkelstein & Boyd, 199%), t
management team tenure and organization outcomes (Finkelstein & ielgmbr
1990), internal alignment under regulatory constraints (Pete@eé&d, 2007)
and managerial hubris and risk taking (Li & Tang, 2010).

Likewise, in this dissertation, | propose that certain organizdtiameé
environmental contexts affect managerial discretion. In organizhtiama
environmental contexts which allow greater latitude to managedecision-
making, managers have a greater impact on firm outcomes (kam&r
Finkelstein, 1987). In such situations, the agency costs of managediadtitin
are also high (Lang, Poulsen, & Stulz, 1995). For example, excdssloas
available to managers are a positive indicator of a high-discraituation
(Jensen, 1986). Similarly, research indicates that debt is an zatjanal level
indicator of a low-discretion situation because debt reduces theyagests of
high managerial discretion (Stulz, 1990). Thus, | leverage manbdmsgeetion
theory as a conceptual bridge between the predominantly detstrmini
institutional and power dependence theories and the overwhelminglygenaha
agency theory to explain the role of high-discretion situations ipirstpahe

outcomes from stakeholder pressure.

Stakeholder pressure, stakeholder governance, and the moderating role of

managerial discretion context€Corporate social responsibility is often understood as
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the “management of discretion” (Ackerman, 1975: 32-33) within the spbére
managerial actions. In other words, managerial discretion exteride realm of those
managerial actions which are taken in pursuit of increasing pom@on’s social
performance (Carroll, 1979). For example:
Management can almost always rationalize any action by invoking its
impact on the welfare of some stakeholder. An empire builder can justify
a costly acquisition by a claim that the purchase will save a couple of
jobs in the acquired firm; a manager can choose his brother-in-law as
supplier on the grounds that the latter's production process is
environmentally friendly - (Tirole, 2001).
Thus any study of the effects of stakeholder activism on CSfaires
the inclusion of the “role of managers as a party with speaaifgzests” (Tirole,
2001: 25). As discussed earlier, often these managerial inteagst®llide with
the interests of the owners of the firm and other stakeholdersefde&
Meckling, 1976). In such circumstances, it is expected thattsifdes pressure
will not remain the sole force that determines the design amagshr of
stakeholder governance mechanisms within the firm. Spedficall
organizational and environmental contexts which present opportunities to
managers to exercise discretion will influence the existarcstrength of
stakeholder governance mechanisms resulting from prior stakeholder eressur
Managerial discretion assumes supremacy at the very beginnintheof
stakeholder proposal submission process. Stakeholder proposals aredréguire
submitted to the company’s executive office which allows managepsepare their

responses before other organizational constituents can provideningir Managerial

responses to stakeholder proposals stem out of legal discretionmidetktrby the
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regulatory environment) that allows managers tremendous leewagsponding to
stakeholder criticism of their shortfalls in pursuing items of social sggmfte.

One of the many different reasons stakeholder proposals bstause they can
be declared “non-strategic” by management. The determinatlmased on managerial
assessments that the proposal is not significantly relatdtietcoperations of the
company because it concerns itself with less than 5% of the cgiapatal assets, net
earnings and gross sales (Ingram, Coco, Cummins, & Gumbs, 2001). Maasgeot
only privy to the operations within the firm but also exerciserobmver the various
accounting decisions that lead to the reporting of financial peafocento stakeholders
(Murphy, 1996). In high-discretion situations, managers gain even cooiteol over
these processes (Bowen, Rajgopal, & Venkatachalam, 2008) andbdaarifr over-
rule stakeholder demands. Even when voted upon and accepted by a nudjority
stakeholders, stakeholder proposals are non-binding. Because most mamageose
committed to the status-quo (Hambrick, Geletkanycz, & Fredrickson, ifg3not
surprising that top management is often in defiance or even outteghél when
stakeholders accuse them of some wrongdoing (Vandekerckhal,e2007)

High-discretion situations also mean that CEO’s have the fre¢dgitk and
choose some causes and then champion them inside the firm. For examggppnse
to pressure from stakeholders to improve the social performartbe éifm, managers
may create specialized departments within the firm and stafh with professional
managers to signal their commitment to social issues withdualBcimproving the
bottom line on social performance (Brammer & Millington, 2003;&atarroll, &

Buchholtz, 2003) . Managers are also known to deploy a barrage of tactcsfer
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their organization from stakeholder pressure; these tacticse rénogn reputation
management and impression management to pure rhetoric and imageey, (2006;
Snider, Hill, & Martin, 2003; Ulmer & Sellnow, 2000). In such cases wimeanagerial
action is disconnected with any substantial structural changbs whe firm which
might serve to monitor managers, we will likely see no chamgetakeholder
governance mechanisms stemming from stakeholder pressure orrntheRBcent
research posits that stakeholder pressure on firms may in factdagalyst for wider
discretion” (Phillips, Berman, Elms, & Johnson-Cramer, 2010: 178) affotded
managers.

Often managers enhance their discretion by pitting one politoalition
(stakeholders) against another (owners). For example, maragedeny the payment
of overtime pay by appealing to shareholder instructions of econagron labor costs.
Managers are also known to adopt an instrumental approach towdrest sa
stakeholders. In response to stakeholder pressure, managers wsttttldarge
stakeholders, however, even when they do acquiesce to powerful stakehchaeige
is often more symbolic than substantial (David et al., 2007). It follitwes that the
creation of stakeholder governance mechanisms within the firm lsallee influenced
heavily by situations in which managers exercise discretion. Or,

H4. Managerial discretion contexts weaken the positive relationship
between stakeholder pressure and subsequent overall stakeholder
governance

Managerial discretion contexts and board CSR committeégen though the
board of directors holds the fiduciary responsibility of representaigeBolder interests

and oversees managerial strategy, top managers have huge informatioaatiages
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over most directors. To the extent that CEO’s are intricatelglved and exercise
considerable control over the selection of directors (Monks & Minow, 1996
subsequent committee decisions sometimes involving even the CEO’s own
compensation (Finkelstein & Boyd, 1998; Johnson et al., 1997). Managéasaavn to
insert themselves into key committees in order to ensure no dedittiding balance of
power against them. Although outside directors are often used toibrsogne neutral
perspectives, research indicates that managers are oftssiut in installing outside
directors who are instrumental in further entrenching managénmvtine firm (Wade,
O'Reilly, & Chandratat, 1990). Managers make every effort to agpeaonform to
demands of board independence, yet these efforts are purposely desighed t
ineffective (Westphal & Graebner, 2010).

| therefore argue further that it is likely that high disior situations in which
managers exercise tremendous influence over setting of corpansengnce policy
within the firm, will also offer managers a chance to influedlcange in stakeholder
governance policies resulting from stakeholder pressure. Resultaigehelder
governance mechanisms will therefore be shaped more by msndgeisions than
external pressures. It is likely that stakeholder-oriented gehaim the board
composition, such as the strength of board CSR committees, isvglacted by the
high discretion situations. The essence of these argumentstisechin the following
hypothesis:

H5: Managerial discretion contexts moderate the relationship between
stakeholder pressure and the strength of board CSR committees such
that the higher the managerial discretion, the weaker the board CSR

committees.
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Stakeholder pressure and corporate social performarnoehe previous
sections, | have explained how stakeholder pressure is not alwagssiut in
achieving the desired objective of maximizing firms’ CSP. biriking parallel
to the outcome of shareholder activism, stakeholder activism possdsgs
most of its steam impacting the stakeholder governance mechamignmsthe
firm. If this is true, and stakeholder pressure manages to dramsthe
stakeholder governance measures within the firm, then anyoreaip between
stakeholder pressure and CSP should at least weaken when stakeholde
governance is used as a control variable in the model.

H6: Stakeholder governance mediates the relationship between
stakeholder pressure and CSP such that any relationship between
stakeholder pressure and subsequent CSP is weakened when stakeholder
governance is introduced as a mediating variable in the model.

Managerial discretion plays a somewhat similar role in possiltéring any
improvements in CSP that may arise out of stakeholder pressuteer Ea
explained how certain organizational and environmental contexts might al
managers tremendous latitude of action. As a result, managergigzietion in
dealing with pressures exerted by stakeholders. Managers usgigbestionary
powers to weaken stakeholder governance mechanisms. In high discretion
contexts, managers are more likely to weaken the CSP resutiomg
stakeholder pressure. The following hypothesis formally caph@&essence of

the arguments made in the preceding sections:

H7: Managerial discretion contexts weaken the positive relationship

between stakeholder pressure and CSP

Corporate Social Performance and Corporate Financial Performance
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Having traced the links between stakeholder pressures, corpora&magose
mechanisms, managerial discretion and corporate social perfornmatice previous
section, | now turn towards the relationship between a corporationa peciormance
(CSP) and its financial performance (CFP). The link betwe®R éhd CFP has been a
contentious topic in much of prior research; to date, scholars adedion the exact
nature of the relationship and the debate is ongoing. A better undemgtasfdihe
impact of CSP on CFP can help resolve apparent conflicts betvad@hasider theory
and corporate governance theories. For example, if reseaatbleigo confirm that
increased CSP does indeed benefit the financial performarficegfthen stakeholders
may find it easier to pressure organizations to direct meseurces towards the
maximization of the general welfare of stakeholders. A resoluwf this debate may
also help organization craft better and more balanced governamtemsns which
incentivize and monitor managers to enhance both the social and dinaexdormance
of the firm. Much criticism of stakeholder literature stemasrf the inability of research
to clearly guide decision-makers on how to balance competikghsiler demands;
additional insight into the nature of the CSP-CFP relationship hbklgpdtential to
address this concern.

Motivated by the significance of this debate, in this secticth@fdissertation, |
will re-explore the relationship between CSP and CFP. | wguea that in order to
understand the nature of the relationship, researchers must inotudeterating role
of managerial discretion. In addition, | will explain that empiricvestigations of the
CSP-CFP relationship could benefit from an additional methodologicald=yation. It

is my effort that through a consideration and resolution of at tesstheoretical and
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one methodological concern respectively, research will be abldtey baderstand the
true underlying relationship between corporate social performancecammbrate
financial performance.

CSP and CFP — Theoretical and methodological consideratiddsarly three
decades of research examining the link between CSP and CHvieated mixed
findings and conflicting results (Brammer & Millington, 2008; Gnf& Mahon, 1997,
Margolis & Walsh, 2003; McWilliams & Siegel, 2001; Orlitzky &t, 2003). In this
hotly contested debate, research launching on normative and instrustakédnolder
theories has argued that improvement in CSP can result ineshtisdkeholders who
are key to improving the organization’s overall effectiveness (Domalds Preston,
1995). Firms which project a socially superior image attract vaitetl employees,
committed suppliers and socially conscious buyers and investors wimdeepositive
and are more cooperative towards such firms (Dutton et al., 1994; Fo&l3hanley,
1990; Greening & Turban, 2000; Hillman & Keim, 2001; Turban & Greening, 1997).
Some scholars have also advanced the notion that balancing the needsvefse
group of stakeholders constrains management from making selfgemviastments
thereby economizing on agency costs (Freeman & Evan, 1990). Reseamiwusie
that improvements in CSP may increase the value-enhancing caotrgodtom
stakeholders and minimize agency costs which may collectivetyease the
corporation’s financial performance (Hill & Jones, 1992; Jones, 1995).

On the other hand, some researchers have argued that the corpopatmary
goal is to protect and maximize the wealth of shareholderst§f@ook & Fischel,

1991; Friedman, 1970; Levitt, 1958). Researchers declare that requirmagena to

40



pursue two seemingly disparate objectives of shareholder hweatitection and

stakeholder welfare maximization may divert valuable resoucdkdefined causes,
detract managers from efficiently running the firm, and maytesadly serve neither
stakeholders nor shareholders (McWilliams & Siegel, 2001). Imgesti CSP comes at
some costs to the firm and resource diversion towards unclear goaialmay have an
adverse effect on a firm’'s financial performance (AlexanderBé&chholz, 1978;

McWilliams & Siegel, 2000). Challenging the notion that betteakedtolder

management reduces agency costs, agency scholars contend thiadpgtpiteholders
against each other, managers may in fact accrue private beimefite guise of

increasing general stakeholder welfare (Jensen, 2001).

Finally, research from a rent appropriation perspective has propos#ukian
avenue through which a corporation’s engagement in CSP may be unatdeice a
positive spillover effect on its financial performance. Iwisll known that the prior
performance of firms enables them to invest in improvementsunef@SP (Waddock
& Graves, 1997). However, when successful firms cater to poweakelsblders such
as buyers, suppliers, employees and the community at large, stekeholders may
accrue significant unobserved benefits generated by the(@off, 1999). Such rent
appropriation may in turn result in subsequently reduced observed tévaléirm’s
financial performance. A joint consideration of the above explanatewesls that it is
likely that research examining the link between CSP and C&Pfimd either a modest
positive or a non-significant relationship between the two constructs.

Although the normative stakeholder, agency and rent appropriation tbhabreti

perspectives provide compelling reasons for why the link betweéhab8 CFP can
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either be positive, negative or inconclusive respectively, empiesallts are far from
confirmatory of any one theoretical perspective. Many rebeecconclude that the
heterogeneous results found in prior research are perhaps duertoiermeasuring
CSP and CFP, problems with the samples used, or omission ofntel@vebles from
the models (Garcia-Castro, Arifio, & Canela, 2010; Margolis & Wal?003;
McWilliams & Siegel, 2000). In this dissertation | draw on pasearch and propose a
model in which two other important considerations are added; th@frol@nagers in
controlling benefits arising out of CSP and the discretionary @abéirsocial and
environmental spending. The aim of introducing a possible moderatingtmegdi
variable and an additional methodological consideration is to expldreefithe exact
nature of the link between CSP and CFP. | demonstrate thak eoflagssociation
between the two variables in prior research does not mean tHatianship does not
exist; rather it is confounded by either role of managers exegctheir discretion or a

methodological problem in model specification.

CSP and CFP — The role of managerial discretioimcreasingly, researchers
are finding that the relationship between CSP and CFP is alsiblgas®derated by
several exogenous variables (Margolis & Walsh, 2003; Russo & Fouts, 198¥). T
discretionary nature of CSP spending and the central role of nranageontrolling
CSP investments provides a compelling argument for including managjeaedtion in
a model in which managerial discretion contexts possibly modeh&tecyclical
relationship between CSP and CFP.

Research has long argued that even if managers pursue soesgbnsible

initiatives, it is for their personal gain, not shareholder or stallehdienefit. Quite
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often, managers use social issue investments to further theicangar goals at the
expense of the firm and other stakeholders (Friedman, 1970). Pursusigrabatives
also enhances CEO’s image in the eyes of their subordinates.s GiEE©’seen as
visionary by their employees when they emphasize stakeholdezsvahd autocratic
when they emphasize economic values (Sully de Luque, Washburn, & Waldman, 2008).
Thus, it is likely that benefits arising out of CSP are noyfappropriated by the firm
but, are usurped by managers who gain utility at the expenserehstuers in creating
a “warm glow” affect around the firm through excess CSP sper{@amea & Rubin,
2010).

Managers also accrue private benefits from socially dirdat@dexpenditures.
For example, philanthropic giving by the firm provides an opportunityrfanagers to
influence the image they present to important stakeholders, adgatioeir own
interests while marginalizing the firm’s social image @yal1991). Managers ensure
their firm’s contributions are reflected as their personaleagment; managers of large
corporations join relevant associations and socialize with otheagers to achieve this
purpose (Galaskiewicz & Burt, 1991). Therefore, it is possible Herfirm’'s “good
deeds” to be overshadowed by managers’ personal image and migsethe
stakeholders who hold the capacity to reward the firm for iteebeorporate social
conduct.

Firms with satisfied stakeholders are able to extract rogttality inputs from
their suppliers, buyers and employees. Inputs from these motivatpioyees,
committed buyers and loyal suppliers can help firm’s improve {@ductivity and

performance (Becchetti, Di Giacomo, & Pinnacchio, 2008). Yet, emapidaeidence
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suggests that powerful internal stakeholders, such as managensapft®priate the
rewards from such firm efforts (Kim, Hoskisson, & Wan, 2004). G8fhding is also
often used as a tool by managers to further entrench themselthesfirm. Inefficient
managers are known to “play well” with social investors, environateattivists, and
NGO'’s to get into their “good books” and use these vocal stakeholdansstighe
threats of takeover by dissatisfied shareholders (Cespa & Ce&@id. In doing so,
managers of inefficient firms protect themselves from belisgiplined by the market
for corporate control (Jensen & Ruback, 1983). Strong satisfied stakehaluerare
accustomed to a generous treatment by collusive management theakem an
unattractive target for corporate raiders looking to disciplinffiarent firms (Pagano
& Volpin, 2005). Thus, managers are allowed a “free hand” to indulge im wthge-
destroying activities which may result in subsequent reductionshe financial
performance of the firm (Surroca & Tribo, 2008). Because managdigeretion
contexts accurately predict when managers can exerciseageginfluence on firm
strategies (Finkelstein & Hambrick, 1996), it follows that managediscretion
contexts will impact the relationship between CSP and CFP. Meogsply, in contexts
where discretion is high, the positive impact of CSP on CFP wouldea&ened. |
capture the essence of the arguments made above in the following hypothesis:

H8: Managerial discretion contexts moderate the relationship between

CSP and CFP such that, higher the level of managerial discretion

contexts, weaker the CSP-CFP relationship..

CSP and CFP — Sample selection problemt all firms find it necessary to

engage in investments that observers can categorize as saaidllgnvironmentally
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responsible. Firms may choose to invest in CSP based on a \araattecedents. For
example, Chiu and Sharfman (2009) explain that firms’ investmenS8SIiA are a
function of their visibility in the eyes of their stakeholders. leafyms, or those firms
which operate in particularly high-visibility industries, attractore stakeholder
attention when they lack in their CSP commitment. They also fourichidpaer slack
resources are a strong predictor of whether a firm engageéSmn Yet, all these CSP
antecedents are also related to a firm’s financial perforenaRor example, size,
industry membership and slack resources are consistently eediafllstrong predictors
of financial performance of firms (Gooding & Wagner, 1985; Mil&yow, &
Sharfman, 1993; Singh, 1986). Thus, the choice of firms to invest inllgocia
responsible activities is not independent of a cost-benefit aspalf/gingaging in CSP.
In other words, to the extent that the factors that compel fonengage in CSP are in
turn associated with a firm’s financial performance, the dmcisf the firm to invest in
CSP may be endogenous. An omission of relevant antecedents tonGShmadel
investigating the CSP-CFP link would introduce a sample selection bias irtimates
when only firms that choose to invest in CSP are included (Hatkir®/9). Results
from such analyses would fail to generalize for all firbecause empirical results
would provide inconsistent estimates derived from analyses of non-rasalimmples
(Greene, 2008). Therefore, an examination of the CSP-CFP relatiostshuld take
into account all such factors that impact the firm’s decisiomv¥est in CSP and its
financial performance.

An appropriate statistical methodology to resolve the endogeneity of the

decision of firms to invest in CSP is to adopt the Heckman’s (19785tep estimation
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procedure. Specifically, in the first stage of this model, it ba tested whether the
decision to invest in CSP is indeed endogenous. Subsequent to the aketudtdest,
one can proceed to model the CSP-CFP relationship while contrdlinge factors
impacting the CSP investment decision. This procedure is anaef&atistical method
for resolving sample-selection problems and has been used in manageseenth to
explain the inconsistent findings of empirical inquires into the catpaliversification
and performance, and CEO duality and performance relationshipspéCé& Kedia,
2002; lyengar & Zampelli, 2009).

The specific application of the Heckman (1979) selection model taathpls-
selection endogeneity problem of the CSP-CFP investigation islasgol

CFPit = do+ 01Xit+ 92Ci+eit 1)

Equation (1) shows the model used to investigate the financial parfoerof the firm
where X;; represents firm characteristics such as size, slack, industnybership etc.
which are known to affect the performance of the firm. The modéudes the
dichotomous ternC; to denote the decision of the firmto invest in CSP. Under
ordinary conditions, OLS estimation of equation (1) would yield unbiased and
consistent results as long @sis exogenous. If however, the decision of firms to invest
in CSP is not random but is spurred by factors that alsot @&fean’s performanceC;
will no longer be exogenous and OLS estimation would suffer fronteatsm bias if
conducted on samples of only those firms for which CSP is observedédnvedrds,
the sample selection hypothesis for CSP states that firmtdoandomly decide to
invest in CSP; rather they choose such investments based on obsewwbserved

factors which may also affect firm performance.
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Heckman (1979) shows that the sample selection bias is quite rstmila
specification error where relevant antecedent variables aigtedmn a model.
Following Heckman’s (1979) suggestions, and in order to resolve theiggtduias,
Ci is determined in a separate model as shown below:

Ci = PLi + Uy

C =1if G >0, otherwise C=0

()

In equation (2) the decision of firms to invest in CSP is repredeny C;" which is

determined by another set of firm characteristicgiianduy is the error term. In order
to correctly identify equation (2) we require variables which ichpafirm’s decision to
invest in CSP. As suggested by Chiu and Sharfman (2009), an importaoftemd
overlooked antecedent to CSP is the explicit stakeholder pressaedpbn highly
visible firms to increase their CSP. Visible firms areatsore likely to be included in
financial indices tracked by investors, and often end up being theionfy/ihcluded in

a sample in which the relationship between CSP and CFP is ahalyee visibility of

firms also affects the level of social pressure thegivec(Pfeffer & Salancik, 1978).
Research on stakeholder activism through proposal writing indicaé¢slarge and
well-known firms persistently attract more stakeholder propdhkals those firms that
are relatively smaller and less visible (Proffitt & Spjc2006; Rehbein, Waddock, &
Graves, 2004). Therefore, | explore stakeholder pressure exeredjlihstakeholder
proposals as a relevant antecedent to CSP. | use this anteteammitrol for the

sample-selection bias of the CSP and CFP relationship. Acgbrdinpropose the

following hypotheses:
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H9: Corporate social performance is positively associated with

corporate financial performance once sample selection bias is removed.

In this chapter | provided a literature review of stakeholdaviam and
described how observing other outcomes can help us determine the true
effectiveness of stakeholder activism. | developed hypotheses linking
stakeholder pressure to stakeholder governance mechanisms wittimmthie
introduced managerial discretion contexts as a possible moderattire o
relationship between stakeholder pressure and stakeholder governance and
stakeholder pressure and corporate social performance. Finaltsoduced the
moderating role of managerial discretion in shaping the link betwegporate
social performance and corporate financial performance. | concltided
chapter by introducing a methodological correction to researthoote utilized
in past research to examine the CSP-CFP relationship. In thecimapter, |
provide details on the data sources | utilized and the sample andlearia

construction strategies I used.
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CHAPTER THREE
METHODS

In this chapter, | describe the various data sources that | usedsiouct
the samples for testing the hypotheses. | have also provided detatlse
construction of variables and explain the different methods used ttdh&es
hypotheses. Most of the data used for this dissertation came pudficly
available archival data sources. Below, | provide detailed descrptf the
data sources and my sample selection and variable construction methodology.
Data Sources

Stakeholder proposalsThe Investor Responsibility Research Center
(IRRC) compiles the shareholder proposal data, which includescgbgals,
submitted each year to all S&P 1500 firms. IRRC makes the daitalae
through Risk Metrics for the past 20 years (1997 through 2007). | usedsthe R
Metrics shareholder proposal database to acquire data on the goecarad
social responsibility proposals received by all firms folyathirs available in the
database. Because the aim of this study is to investigatentpact of
stakeholder proposals, | targeted only those proposals that raised autial
environmental responsibility issues (SRI).

Financial data.| gathered firm-level financial data from the Standard &
Poor's Compustat North America Database. The Compustat datab#se is

world’s leading database providing objective financial information orerni@n
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13,000 US and international public firms serving almost the entire world’
market.

Corporate social and environmental performancEhe corporate social
performance data was obtained for all firms covered in the Kibgdenberg
and Domini Research & Analytics, Inc. (KLD) database. KLD s®eaal choice
investment advisory firm specializing in evaluating publiclyglé@ firms in the
United States for their social and environmental performanceu3@éef KLD
data to operationalize corporate social and environmental performance
pervasive in management research (e.g., Hillman & Keim, 2001; Jol&son
Greening, 1999; McWilliams & Siegel, 2000; Sharfman & Fernando, 2008;
Turban & Greening, 1997). CSP ratings from KLD have been asskessbeir
validity (Sharfman, 1996) and this database is considered to be onehlssthe
sources available for social and environmental performance (Gatves &
Waddock, 1994).

KLD employs independent analysts who conduct extensive research on
companies to provide investment advice to socially conscious inveKidos.
analysts use a variety of data sources to screen firmsangile a rating on
corporations social and environment responsiveness (SR) or social
issues/irresponsiveness (SInalysts gather indicators in five major areas of
community, diversity, employee relations, product, and environasesttown in

Table 1, to construct ratings on a scale of 0 to 30 for SR and -30 to O for SI.

* The same CSR screening process also yields tredBviarket Social Index (BMSI) launched by KLD
in 2001. BMSI is a subset of the Russell 3000 index is comprised of nearly 3000 companies
categorized in the SR category by KLD analysts.

50



Table 1: KLD Dimensions and Their Description

Strengths

Concerns

Product

Benefits to the
disadvantaged
Quality

R&D innovation

Other strength

economicallyAntitrust disputes

Marketing/Contracting controversies
Product safety
Other concern

Environment

Beneficial products & services
Clean energy

Management Systems Strength
Pollution prevention

Recycling

Other strength

Agricultural chemicals
Climate Change
Hazardous waste
Regulatory problems
Ozone depleting chemicals
Substantial emissions
Other concerns

Employee relations

Cash profit sharing
Employee involvement
Health and safety strength
Retirement benefits strength
Union relations strength
Other strength

Union relations concern
Health and safety concern
Workforce reductions
Retirement benefit concerns
Other concern

Community

Charitable giving

Innovative giving

Non-US charitable giving
Support for housing

Support for education
Volunteer programs strength
Other strength

Investment controversies
Negative economic impact
Tax disputes

Other concerns

Diversity

CEO

Board of Directors

Promotion

Work/Life benefits

Family benefits

Women & minority contracting
Employment of the disabled
Gay & Lesbian policies

Other strength

Controversies

Employee Discrimination
Non-representation
Other concerns
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Stakeholder governance mechanism®ata on overall stakeholder
governance mechanism was obtained from the KLD database. Kld als
compiles the concerns and strength of several stakeholder-orientedagmeer
mechanisms in six related components. (1) Accounting strengthsoandrges,

(2) Strength and concern over limits on top management or board conpgnsat
(3) Company ownership of other socially strong or weak compéhjeluality

of transparency in reporting on a wide range of social and environmenta
performance measures, (5) Involvement of the company in any notgworth
controversies, and (6) Other controversial issues. Table 2 dispheys t
stakeholder governance measures and their description.

Table 2:KLD Stakeholder Governance Measures and Their Description

Strengths Concerns

Company recently rewarded low annu&ompany recently rewarded high
pay to CEO (< $500,000) or outsidannual pay to CEO (> $10mil) or
directors (< $30,000) outside directors (>$100,000)

Company owns, or is owned by, anoth&€ompany owns, or is owned by,
company KLD has rated as sociallgnother company KLD rated as

strong having social concerns.

Company reports on a wide range @&@ompany is weak in reporting on
social and environmental performancsocial and environmental
measures performance measures

Company has an exceptional record {dompany is involved in noteworthy
maintaining transparency anaontroversies surrounding its
accountability when dealing with state anvolvement in state or federal level
federal level US or non-US politics. US or non-US politics.

Company has a unique and positiveompany is involved in controversies
corporate culture that promotes socigalirrounding its social and
performance environmental performance

Company is involved in accounting
related controversies

Adapted from KLD Ratings Definitions
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Data on committee structure and composition was obtained from the
Capital 1Q database which provides firm level data on the tateicand
composition of the board of directors, presence of CSR committeeshand t
composition of CSR committees for firms that comprise a widetyanf stock
market indexes.

Dependent Variables

Corporate social performancePrior research argues against using a
consolidated index of CSP and suggests that the strength and weaktimgss r
compiled by KLD conceptually represent distinct constructs (N}t &
Berman, 2006). To construct a measure of social and environmental
performance, | separately added the strengths and weaknesses f®r the
community, diversity, employees, environment and product dimensions shown
in Table 1. Two sub-variables nam&&P strengtrand CSP weakneswere
created for each firm per year to represent its strengtiols weaknesses in
corporate social and environmental performance over ti@®P strength
(Cronbach alpha = 0.82) is the sum of a firm's scores on all dixength
dimensions shown in Table CSP weakneg€ronbach alpha = 0.7) is the sum
of the firm’s scores on all five weakness dimensions. To compgreesults
with prior research which largely uses a combined measu@S#ef, | created
CSP overall(Cronbach alpha = 0.5) as the sumG8P strengthsand CSP
weaknessCronbach alpha values above 0.7 are generally considered acceptable

by social scientists (Nunnally, 1978).
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Corporate financial performance.l followed prior research and in most
models used the return on assets (ROA) to proxy for firm pedoce. ROA
was constructed as the ratio of net income to total assatso Ichecked the
robustness of the models with other operationalizations of perfornagnegurn
on sales (ROS) constructed as the ratio of net income andasalagturn on
equity (ROE) computed as the ratio of net income and sharehetpety.
Because these measures are highly correlated with each othsed Ithese
variables interchangeably in most models.

| also used Tobin’s Q as a more “forward-looking” performaneasure
which takes into account the growth opportunities available to firms
(Lindenberg & Ross, 1981). The ratio is computed as the [market value of
common stock + book value of preferred stock + book value of debt) / book
value of total assets], where market value of common stock gupicdsat year-
end times shares outstanding. In some models, | used an approximation of
Tobin’s Qpresented by Chang and Pruitt (1994) computed as the ratio of market
value (sum of market value of common equity, book value of preferrek, stoc
and book value of debt) to book value of total assets. This approximation is
highly correlated with Tobin’s Q and has the benefit of requiringefexariables
thus improving sample size where observations for some variables are missing
Independent Variables

Stakeholder pressureFollowing prior research (David et al., 2007), |

took a count of total social issue proposals submitted to the corponatarei
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year. Construction of this variable in this fashion allows me teaktra
longitudinally the trend of stakeholder-oriented proposals submitted to a firm.

Stakeholder governanceBecause of the multidimensionality of this
construct, | used separate strength, weakness, and overall mseadure
stakeholder governance in all models involving this variable. |1 added t
strength and concern scores on all stakeholder governance dimesisamsin
Table 2 separately to construct tls¢akeholder governance strengtémd
stakeholder governance weaknessiables. | then added these two variables to
construct thestakeholder governance overaleasure

Presence of a CSR committeghis is a dichotomous variable that takes
on the values of 1 when a company has a committee dedicatedidab st
environmental issues within its board of directors. The existenceuch
committees is indicated in most company texts by exprbssing of committee
names such as “public policy”, “social responsibility” or “susthiliy issues”
committees etc. Table 3 provides details on all the CSP diamensind sub
dimensions, plus commonly found committee titles in the directors data obtained
from Capital 1Q. The last column of the table shows the keywlogdgployed to
match committee names to CSP dimensions. | analyzed the comtfents
committee memberships of directors to match occurrences of the keywords. The
variable takes on values of 1 for companies in which there was omhe suc
committee. For companies in which no directors were found to meetithea,

the variable was set to zero.
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Table 3: Construction of Presence of a CSR Committ&ariable

CSP dimension  Sub-dimensions Committee titles Keywords ed
to construct
variable

Community Responsibility Corporate responsibilitiRespon

Corporate social Social
responsibility
Ethics Ethics Ethic
Ethics and Conflict of  Conflict
Interest
Environment Environment Environment health & Environment
safety Waste
Environmental & Pollut
compliance Clean
Environmental policy  Climate
Hazard
Ozone
Recycl
Emission
Sustainability Sustainability Sustain
Sustainable

Development
Sustainability
Community & Public

Affairs
Product Quality Safety & quality Quality
Safety committee Safety
Innovation Safety health & Innovation
R&D environment Research
Product innovation Prevention
Research &
development
Employee Employee health Employee health Employee
relations and Retirement planning Retirement planning Retire
well-being Pension Pension Pension
Benefits Benefits Benefit
Health Health Health
Family
Women
Minority
Government Public Public relations Public
Regulation Regulation & oversight Regulat
Relations Government relations  Relation
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Presence of a stakeholder sympathetic member in CSR comenithis
variable was constructed as a dichotomous variable taking on valde# af
CSR committee member was deemed sympathetic to stakeholOees.
determination of whether a director was “stakeholder-sympathetis’'made by
following prior research (Kesner, 1988; Kosnik, 1990). | examined those
directors who were a member of a CSR committee and whose caneipast
company affiliations, and occupations matched companies whiafataick high
in corporate social responsibility ratings. This variable e@ded as 1 when a
director within a CSR committee was found to be associated wither firm
which was ranked in the top quartile of overall CSP scores in yeiars. The
variable was coded as 0 otherwise.

Strength of CSR committeed used the proportion of stakeholder
sympathetic directors on all CSR committees as a measthe sfrength of the
CSR committees. The proportion of stakeholder sympathetic direstensiply
the ratio of the number of stakeholder-sympathetic directors omitteas with
the total number of directors in the CSR committees (Luoma &d&em,
1999). Determination of “stakeholder-oriented” directors followed shme
guidelines as explained in the variable construction of the presehce
sympathetic members in the committee above.

Managerial discretion.Hambrick and Abrahamson (1995) adopted a
multi-method approach to validate certain organizational and environmental
factors with assessments from a panel of business and acadgmitseThey

confirmed that most of the organizational and environmental factoygekted
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were indeed representative of contexts which impact managesietion.
Given the sensitivity of my constructs of interest to both fimmal andustry
factors; corporate social performance or stakeholder goveraaadikely to be
influenced by both firm and industry level factors (Orlitzky, 2001)will
measure discretion at both levels of analysis.

Firm sizehas been used as both a positive and a negative indicator of
managerial discretion. On one hand, because larger firms aretslovake
dramatic changes (Aldrich, 1979), they may also engender strongubraea
structures which put limits on CEO discretion (Mintzberg, 1978). Orother
hand, larger firms usually acquire greater market power and ce: a
controlling influence over their task environment allowing managerateyre
discretion (Reid, 1968). Prior research has however indicated thetffelces of
firm size on managerial discretion may be more negative thasitiveo
(Finkelstein & Hambrick, 1990). Similar to other recent researangusize as
an indicator of contexts of managerial discretion (Li & Tang, 20itD}his
dissertation | operationalize firm size as the natural logssets. As a validity
check, I also used the natural log of sales to compute firm size.

Unabsorbed slacks a positive organizational indicator of managerial
discretion contexts. Slack presents the organization with various opions
which to act (Cyert & March, 1963), offering managers discretmihtoose
from any of those options (Hambrick & Finkelstein, 1987). | operationalize
unabsorbed slack as both the current ratio - current assets dividadregt

liabilities and quick ratio - current assets - inventories rtecu liabilities
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(Bourgeois, 1981).Debt is a negative organizational indicator of managerial
discretion contexts because higher debt may constrain discrgtepending by
managers (Jensen, 1986). | operationalized debt as the ratio oétonddbt to
total assets and also as the ratio of debt to shareholder’s @canty, Ofek, &
Stulz, 1996). R&D intensity is another positive indicator of managerial
discretion contexts. Prior literature informs that researchderdlopment is an
exploratory activity (Cyert & March, 1963). Higher R&D expensesirred by
the firm are indicative of greater managerial control over b@t$ource
allocation and determination of organizational goals (BurgelmaGréve,
2007). Increased R&D expenditures may also increase the “informat
asymmetry” between providers of capital and CEQO's increast(@ <powers
over decision making (Heeley, Matusik, & Jain, 2007). For all theasons,
higher R&D is considered a valid organizational indicator of maiger
discretion contexts (Hambrick & Finkelstein, 1987). Following priceszch, |
will operationalize this variable by taking the ratio of R&kKpenses and sales
(Cohen & Levinthal, 1989) to minimize the impact of differencesrm fales
on R&D expenditures. Because R&D expenses are not reported @oge |
number of companies, inclusion of this variable reduced samples size
dramatically reducing the power to observe an effect (Cohen, 199@&xefore
filled the missing values of R&D by zeros. In order to ensurethis procedure
did not introduce a bias in my results, | created a dummy vaiiRibléhat took

on values of 1 if R&D intensity was filled with zeroes and Oeothse. All
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models usingR&D intensityalso usedRDI as a control variable and the co-
efficients were reported if statistically significant.

Market munificenceis an environmental level indicator of high
managerial discretion contexts. Munificent markets provide mpp®rtunities
and resources to firms. Hambrick and Finkelstein (1987) argue tHaghn
growth industries, firm-level decision making takes on an “ergregurial”
mode (Mintzberg, 1973) allowing managers tremendous “strategic degfrees
freedom” (Porter, 1980: 230). Lieberson and O’Connor (1972) found market
growth to be an important determinant of managerial influence awerpiiofit
margins. | followed prior research (Boyd, 1990; Keats & Hitt, 1988) used
past five year average growth in net sales as an indicatonuaificence.
Following the method outlined by Keats and Hitt (1988) and explained by
McCleary and Hay (1980), | treated the natural log of indusalgs over the
past five years in a time series, where industry classditavas based on the
two-digit SIC code to which the firm belonged. The variable was ctedpoy
taking the anti-log of the regression co-efficient.

Market uncertainty was another environmental level indicator of
managerial discretion. Competitively unstable markets put grdateands on
CEOs who in turn use latitude in their decision-making in orderci@ase their
role in designing and implementing firm strategies (Hambrickigkelstein,
1987). Following prior research, the volatility of net sales initlgeistry over
the past five years was taken as a valid indicator of industigbihisy (Boyd,

1990; Keats & Hitt, 1988). The variable was constructed as the antflog
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standard errors of the regression co-efficient obtained during thewedion of
themarket munificenceariable.

Market complexitywas used as the third and final environmental
indicator of managerial discretion contexts. Complex environmeotdlyhave
higher competition and a prevalence of competitors. In highly conweetit
markets, CEO actions are less visible to observers (ZajaazerBian, 1991)
and outcomes may be causally ambiguous. Hambrick and Finkelstein (1987)
argue that although environment complexity is a valid indicator ofagerial
discretion contexts, the direction of affect on managers’ disar&annot be
unequivocally predetermined. Therefore, | used environment complexigy a
indicator without an a priori declaration of its direction of impattmanagerial
discretion. | based my computations on the number of competitors in the
industry (Palmer & Wiseman, 1999). Industry concentration was meabured
the Herfindahl-Hirschman index (HHI) which has been tested to berna
reliable indicator of industry structure (Bailey & Boyle, 1971). Fahdadustry
defined by the two-digit SIC code in COMPUSTAT, the index e@sputed as
the sum of squared market share of sales of all firms in the industry.

Control variables.Firm size, debt, firm slack and R&D intensitiere
also used as control variables in most regressions to contrdidogftect of
these variables on relevant dependent variables. For all modelstryndnd
year effects were controlled. To control for industry effectsatlerage level of
the dependent variable in the industry (defined at the two-digit I8Vel)

excluding the values for the focal firm was used. For crodsesat and panel
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random-effects models, year effects were introduced using dunmaplea and
remained in the regression if they were jointly significantr fixed-effects
panel models, year effects were introduced using two-wayd-etiects
estimation methods (Baum, 2006). The inclusion of time control variables
enhances the robustness of estimates to contemporaneous autocoi@datkon
& Katz, 1995).
Analysis

All models use data on industrial firms only because accountingodati;mancial
and non-industrial firms is incomparable with the accounting datadusirial firms.
Data on firms was retained only if firm assets, salesRd expenses were positive.
To analyze Hypothesis 2 and Hypothesis 3, | used cross-sectionalrdggession
analysis because the dependent varigiiesence of a CSR commiteedpresence of
stakeholder sympathetic member on CSR comnhittéetake on values of either O or 1.
For analyzing Hypothesis 5, | used ordinary least squares (@p&ssion. | tested the
residuals of OLS regressions for heteroskedasticity usingeasBh-Pagan / Cook-
Weisberg (Breusch & Pagan, 1979; Cook & Weisberg, 1983) test and whéreweitl|
hypothesis of constant variance was rejected, | used the he Wiiter{Huber, 1967,
White, 1980) sandwich estimator which provides consistent standard errone
presence of heteroskedasticity. | confirmed that using fixethdoWhite estimator
suggested by Davidson and MacKinnon (1993) does not alter the findings.

For all the other hypotheses, | used panel data estimation because inoffmsed
degrees of freedom and improves the efficiency of estimatesethycing multi-

collinearity (Hsiao, 2003). To reduce any remaining multi-collimgabetween
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variables and interaction terms, | followed prior research (CoheherCoNest, &

Aiken, 2003) and centered predictor variables around their means beéatngr
interaction terms. After all regression estimations, | inggzkvariance inflation factors
to ensure the average values were well under 2 and the conditionrnofmiifoe design

matrix was well under 30 to suggest multi-collinearity did not @opeoblem (Belsley,

Kuh, & Welsch, 1980; Greene, 2008; Neter, Wasserman, & Kutner, 1996).

Using panel-data techniques also allowed me to model anydiretdime-invariant
unobserved heterogeneity. Stable firm characteristics suchrnascapabilities, or
industry-related advantages could exert an influence over corpoete performance,
stakeholder governance, and corporate financial performance. i@mis§ such
unobserved effects from my models would cause an endogeneity biasestithates.
Modeling unobserved time-constant variables as a “fixed-éféaaiids the bias and
aids in correct inference of statistical results (Greene, 2088)ever, whenever
unobserved characteristics are uncorrelated with regressansatest obtained from a
fixed-effects estimation are less efficient than those woéthifrom a random-effects
estimation (Greene, 2008). Therefore, this conservative estimatbnique was only
deployed if time-invariant effects had a statistically gigant effect within the model.
A Hausman test (Hausman, 1978) helped me confirm the decision tothesefixed-
effects or random-effects estimation. The null hypothesis oftake states that the
variables omitted from the model are not related to the independwtlea included
in the model. Wherever | rejected the null hypothesis and problenmsiofeneity were
found, | used fixed-effects estimation to obtain consistennhag#s of the impact of the

independent variables on the dependent variables (Wooldridge, 2002).
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Heteroskedasticity and serial correlation in the error team lgias the standard
errors of regression co-efficients which may lead to incorrderences. | tested all
fixed-effects panel-data regression models for group-wisedséedasticity by using a
modified Wald test. The test was constructed by Greene (2008naheinented in
STATA by Baum (2001). | tested for autocorrelation using a methagested by
Wooldridge (2002: 282-283). This test is robust in the presence of conditional
heteroskedasticity and has good size and power in reasonablysgangées (Drukker,
2003). Wherever | found problems of heteroskedasticity and serialatmmne | used
cluster-robust standard errors which are unbiased for clusteredatzdrg@anel data
(Froot, 1989; Williams, 2000; Wooldridge, 2002).

| used the statistical package STATA 10.0 to run the analysesixEdeeffects and
random-effects panel data regressions were implemented usirgggeommand. A
logit analysis for Hypotheses 2 and 3 was conducted usintpgitecommand. OLS
regression to test Hypothesis 5 was implemented usingegiesscommand. Finally,

the probit analysis required for Hypothesis 9 was conducted usipgalbie command.
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CHAPTER FOUR
RESULTS

In order to test Hypothesis 1, | took all of the available datatakelsolder
governance provided by KLD for the years 2005 to 2008 and merged it with stakeholder
pressure data from Risk Metrics and firm level financiahdedam COMPUSTAT for
the years 2004 to 2007 arriving at an initial sample of 1115 observatio$68 firms.
Using prior years of data to construct the independent and controllgaralmws for
stronger arguments in favor of the direction of potential caydatiin the independent
variables to the dependent variable. In order for firm observatioms group to be
meaningful, | restricted the panel to at least three ydarsrnsecutive observations per
firm where data on all variables was available. | ended up ant final unbalanced
panel of 659 observations on 175 firms over four years.

Table 4 presents the descriptive statistics of the relevaiables in the sample
based on the year with the most observations (2007). Changing thedgpesarsot
meaningfully alter the correlation results. The bi-variate tatioms between the
independent variablestakeholder pressureand the three dependent variables,
stakeholder governance strength, stakeholder governance weakness and stakeholder
governance overall,are statistically significant(p<0.01) The direction of the
correlation co-efficient indicates that stakeholder pressure onipagi@ns is positively
associated with the strength of stakeholder governance mechamsimsegatively
related to the weakness and overall stakeholder governance mehsurpkyed two-

way fixed-effects panel data regression estimation dfternull hypothesis of the
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Table 4: Correlations, Means and Standard Deviations for All Variables Usetb Test Hypothesis 1

Means s.d. 1 2 3 4 5 6
1. Stakeholder pressure 3.19 2.89
2. Firm size 9.54 1.19  0.507
3. Performance 0.07 0.07 0.158 0.00
4. Debt 0.22 0.14 -0.121 -0.14 0.342
5. Stakeholder governance strength 2.62 2.83 0.313 0.47" 0.152 -0.234
6. Stakeholder governance weakness  -5.54 3.28 :0.490-0.44" -0.192  0.202 -0.329"
7. Stakeholder governance overall -1.46 1.79 -0.202 -0.03 -0.0557  -0.000117 0.493 0.659"
N = 175 (for year 2007)

"p<0.05" p<0.01,” p<0.001



Hausman (1978) test was rejectgd=19.23, p<0.05. The null hypothesis of the Wald
test suggesting no group-wise heteroskedasticity was  also ctegkje
(¥’=76328.93, p<0.001)indicating problems of heteroskedasticiSimilarly a test for
serial correlation rejected the null of no first order secairelation F =114.225,
p<0.00J). | therefore report cluster robust standard errors. Table &misethe results
of the panel data regression analysis run in three models, e#chthe three
dimensions, strength, weakness and overall of the stakeholder govedsgerelent
variable. All models show statistically significant model fit stafsst

Table 5: Fixed-Effects Regression Analysis Testing Hypothesis 1

Dependent variable: Stakeholder governance

Variables Strength Weakness Overall

Model 1 Model 2 Model 3

Stakeholder pressure -0.0405 -0.155 -0.0982"
(0.0493) (0.0589) (0.0355)

Firm size -0.0591 -0.169 -0.134
(0.386) (0.513) (0.339)

Performance 0.558 -1.352 -0.390
(0.979) (1.228) (0.814)

Debt 0.986 -0.625 0.227
(1.374) (1.951) (1.244)

Mean industry stakeholder 0.305°

governance strength (0.0976)

Mean industry stakeholder 0.204

governance weakness (0.104)

Mean industry stakeholder 0.203

governance overall (0.0875)

Constant 2.223 -2.107 0.361
(3.712) (4.831) (3.155)

F 3.557" 15.62" 10.65"

R? (within) 0.0753 0.225 0.129

N= 659, 175 firms over 4 years — unbalanced panel

Heteroskedasticity and serial correlation robusstelred standard errors are in parentheses

"p<0.05" p<0.01,” p<0.001
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In Table 5, The co-efficient cftakeholder pressurs negative and statistically
significant(p<0.01)in Model 2 and Model 3 for botstakeholder governance weakness
and stakeholder governance overalépendent variables respectively. The co-efficient
of stakeholder pressuréails to achieve statistical significance for the stakeholde
governance strength dependent variable in Model 1. The resultsstiygtealthough
stakeholder pressure may be unable to strengthen stakeholder goeemeasures
within the firm, it may be successful in improving the weaknessestakeholder
governance mechanisms. The negative sign on stakeholder pressure in Model 3 suggests
that perhaps the overall measure for stakeholder governance ishi@iy influenced
by the weakness scores than the strength scores; henceinglaat use of strengths,
weaknesses and overall measures as separate dependent variables.

Hypothesis 4 investigates the moderating role of managerialetdan on the
stakeholder pressure and overall stakeholder governance relationship.hypo¢isesis
4, | constructed the organizational and environmental discretion indidedonsdata
corresponding to the time frame of stakeholder pressure (2004 to 2tdmerged it
with the initial sample used to test Hypothesis 1. The regutiample contained 1076
observations on 453 unique firms. Table 6 shows the means, standard dewiadions
correlations of the variables used to test Hypothesis 4 for #1207, chosen because
it contained the largest number of observations. Using anotheroregerierating the
correlation table does not materially change the resultgafate correlations show a
strong association between the three dimensions ofstakeholder governance
dependent variable arstakeholder pressur&orrelations between the regressors are

however low and show no cause for concern. In order for observationsfiomsltio be
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Table 6: Descriptive Statistics and Correlation of Variables Used to Teslypothesis 4

Means sd. 1 2 3 4 5 6 7 8 9 10 11 12 14 15
1.Stkhldr gov (s) 2.64 279 -
2.Stkhidr gov ()  -5.48 329 034 -
3.Stkhidr gov(o)  -1.42 1.77 048 067 -
4.Industry avg (s) -1.4 1.06 -0.03 0.16 0.13 -
?V'V')“dus"y ag 55 209 -015 028 015 075 -
6.Indsutry avg (0) -1.4 1.06 -0.03 0.16 0.13 1 0.75-
7.Performance ) o, 007 019 -022 -005 -015 -02 -015 -
8.Stkhldr pressure  3.15 289 0.28 -049 -024 -0.1-0.21 -0.1 0.19 -
9.Firm size 9.53 1.19 045 -044 -006 -017 -0250.17 004 049 -
10.Firm debt 0.21 014 -026 023 001 014 023 140. -033 -0.14 -0.16 -
11.Firm slack 1.46 077 -008 -002 -008 002 201002 029 -011 -028 -027 -
12.R&D intensity  0.03 009 005 -01 -005 009 1®. 009 -02 002 -003 -013 049 -
14.Market 1.07 005 015 -003 0.1 015 -0.04 0.15 011 006002 -024 014 008 -
munificence
15.Market 1 0 006 -009 -013 -022 -014 -022 022 01 0 008 002 -011 -032 -
uncertalnty
16.Market 0.07 008 -0.15 -0.14 -025 -04 -023 -04 015 110. -0.05 -0.05 004 -0.16 -0.05 053
complexity

N=166 for year 2007
Correlation co-efficients with a magnitude gredbem |0.164re statistically significant gi<0.05



meaningful, 1 limited the sample to those firms which had at |dase years of
consecutive data on all relevant variables. The final sample stoHgpothesis 4
comprised of 664 observations on 176 firms over four years. Year effectsused in
all models initially, but dropped later because their joint ctfferas statistically
insignificant; keeping the year effects in the regression does not altendireg§.

| failed to reject the null hypothesis of the Hausman #6s10.4, p=0.24)
indicating that random-effects would deliver more efficient es@® than a fixed-
effects estimation. | re-confirmed this decision by running taey&h-Hansen (1982)
test of overidentifying restrictions which is robust to condition&étoskedasticity and
within-group correlation (Hayashi, 2000). The test statistiedaio achieve statistical
significance(p=.08) which indicated that the omitted fixed-effects would not cause an
endogeneity problem in my estimates and | was correct in choosexgdam-effects
estimation over a fixed-effects one (Wooldridge, 2002). As a tihatk, | also ran a
Breusch-Pagan (1980) LM test for random effects to make surg asandom effects
estimation was preferred over using a pooled ordinary leastesgegression. The null
hypothesis of no random effects was rejectga293.06, p<0.001)and therefore |
proceeded with a random-effects panel data estimation to test Hypothesis 4

| ran three separate regressions with the three dimensiorssalkéholder
governance (strength, weakness, and overall) as dependent varigsigts are
presented in Table 7a, 7b and 7c respectively. Within each taile skeveral models,
starting with the control variables only in Model 1. | then introdutedindependent
variable in Model 2, and then subsequently entered the organizatioektiseretion

context variables in Model 3, followed by their interactions stkkeholder pressure in
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Table 7a: Results of Random Effects Estimation of Hypothesis 4

Dependent variable: Stakeholder governance strength
Model1 Model2 Model 3 Model 4 Model 5 Model 6

Industry average stakeholder governance .38 0.37 0.31" 0.29" 0.35" 0.24”
(0.07) (0.07) (0.07) (0.07) (0.07) (0.07)

Performance 1.76 1.91 2.84 2.63 2.28 2.74
(1.06) (1.08) (1.38) (1.33) (1.13) (1.33)

Stakeholder pressure 0.04 -0.02 -0.03 0.04 -0.03
(0.04) (0.04) (0.04) (0.04) (0.04)

Firm size 0.82" 0.82" 0.83"
(0.13) (0.14) (0.13)

Firm debt -0.48 -0.75 -1.05
(0.89) (0.92) (0.90)

Firm slack -0.26 -0.10 -0.09
(0.11) (0.14) (0.14)

R&D intensity 1.02 0.48 0.02
(1.37) (1.60) (1.51)

R&D intensity missing indicator -0.76 -0.70 -0.97
(0.35) (0.35) (0.36)

Stakeholder pressure x firm size 0.02 0.01
(0.03) (0.03)

Stakeholder pressure x firm debt -0.40 -0.50
(0.29) (0.30)

Stakeholder pressure x firm slack 0.13 0.14
(0.06) (0.06)

Stakeholder pressure x R&D intensity -0.26 -0.28
(0.59) (0.58)

Market munificence -0.31 0.27

(2.02) (2.04)



Market uncertainty

Market complexity

Stakeholder pressure x market munificence
Stakeholder pressure x market uncertainty
Stakeholder pressure x market complexity

Constant

1.60
(56.83)
-5.20"
(1.73)
-0.45
(0.56)
-21.87
(12.42)
0.71
(0.45)

1.46
(0.27)

67.51
(57.72)
-6.84"

(1.77)

-1.14

(0.56)

-23.23
(12.15)

0.56

(0.42)

2.10
(0.33)

L

N
R-sq within
Wald °

624
0.07
54.11"

624
0.09

145.17

166 firms over four years, (unbalanced panel)
Heteroskedasticity robust standard errors in phesig
p<0.05 p<0.01, p<0.001



Table 7b: Random Effects Regression Testing Hypothesis 4

Dependent variable: Stakeholder governance weakness
Model1 Model2 Model 3 Model 4 Model 5 Model 6

€L

Industry average stakeholder governance .52 047 0.40~ 0.40~ 047" 0.40°
(0.07) (0.07) (0.07) (0.07) (0.07) (0.07)

Performance -351  -3.49 -4.38" -4.44" 3,71 -4.47
(1.33) (1.29) (1.47) (1.52) (1.32) (1.55)

Stakeholder pressure 0297  -0.227 -0.17 -0.27" -0.16°
(0.05) (0.05) (0.05) (0.05) (0.05)

Firm size -0.75" -0.817 -0.78"
(0.15) (0.16) (0.16)

Firm debt -0.31 -0.64 -0.61
(1.05) (1.10) (1.11)

Firm slack 0.01 -0.06 -0.07
(0.17) (0.19) (0.19)

R&D intensity -2.22 -2.00 -2.51
(1.26) (1.38) (1.31)

R&D intensity missing indicator 0.80 0.77 0.73
(0.37) (0.38) (0.39)

Stakeholder pressure x firm size -0.07 -0.05
(0.04) (0.04)

Stakeholder pressure x firm debt -0.45 -0.23
(0.41) (0.41)

Stakeholder pressure x firm slack -0.07 -0.09
(0.08) (0.08)

Stakeholder pressure x R&D intensity 0.15 -0.27
(0.55) (0.53)

Market munificence -1.98 -2.55

(2.30) (2.34)



Market uncertainty

Market complexity

Stakeholder pressure x market munificence
Stakeholder pressure x market uncertainty
Stakeholder pressure x market complexity

Constant

32.31
(92.58)
-0.52
(3.04)
1.02
(0.64)
-1.42
(18.27)
-1.34
(0.62)

-2.63
(0.42)

-15.09
(92.05)
-0.50
(3.13)
1.45
(0.66)
1.34
(18.44)
-1.19
(0.62)

-3.20
(0.49)

V.

N
R-sq within
Wald °

624
0.17
130.95

624
0.19
208.55"

166 firms over four years, (unbalanced panel)
Heteroskedasticity robust standard errors in phesig
p<0.05 p<0.01, p<0.001
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Table 7c: Random Effects Regression Testing Hypothesis 4

Dependent variable: Stakeholder governance overall
Model1 Model2 Model 3 Model 4 Model 5 Model 6

Industry average stakeholder governance .38 0.35 0.36" 0.35" 0.32" 0.32"
(0.07) (0.07) (0.07) (0.07) (0.07) (0.07)

Performance -1.00 -0.80 -0.70 -0.87 -0.76 -0.91
(0.82) (0.83) (0.96) (0.97) (0.82) (0.98)

Stakeholder pressure 0117 041" -0.09 -0.10" -0.08
(0.03) (0.03) (0.03) (0.03) (0.03)

Firm size 0.02 -0.02 -0.01
(0.10) (0.10) (0.10)

Firm debt -0.44 -0.74 -0.85
(0.67) (0.70) (0.71)

Firm slack -0.15 -0.09 -0.09
(0.11) (0.12) (0.12)

R&D intensity -0.53 -0.68 -1.29
(0.88) (2.01) (0.94)

R&D intensity missing indicator 0.08 0.09 -0.05
(0.25) (0.25) (0.26)

Stakeholder pressure x firm size -0.03 -0.03
(0.02) (0.02)

Stakeholder pressure x firm debt -0.39 -0.33
(0.25) (0.25)

Stakeholder pressure x firm slack 0.03 0.03
(0.05) (0.05)

Stakeholder pressure x R&D intensity -0.04 -0.29
(0.39) (0.37)

Market munificence -1.29 -1.31

(1.50) (1.52)



9,

Market uncertainty 11.60 22.72
(50.74) (51.28)
Market complexity -3.26 -3.56
(1.69) (1.77)
Stakeholder pressure x market munificence 0.40 0.21
(0.44) (0.45)
Stakeholder pressure x market uncertainty -12.00 -11.74
(11.80) (11.53)
Stakeholder pressure x market complexity -0.34 -0.30
(0.41) (0.40)
Constant 0837  -091"  -0.947 -0.89" -0.96" -0.89"
(0.17) (0.17) (0.22) (0.22) (0.17) (0.22)
N 640 624 624 624 624 624
R-sqg within 0.07 0.08 0.08 0.09 0.10 0.10
wald ° 34.60°  48.34"  52.54” 57.79" 63.03" 79.11"

166 firms over four years, (unbalanced panel)
Heteroskedasticity robust standard errors in phesig
p<0.05 p<0.01, p<0.001



Model 4. Environment level discretion context variables and theiraictien with
stakeholder pressure were entered in Model 5. Finally, Model linmgach table
presents the results of the full model and is used to report thiesr@he co-efficient of
stakeholder pressure and its interaction with the organizationaneronmental
discretion context variables is only statistically significant Table 7b where
stakeholder governance weakness was used as a dependent variabign Dmetlse
interaction of stakeholder pressure and market munificence is podihie indicates
that while the direct effect of stakeholder pressure is teviale weaknesses in
stakeholder governance mechanisms, in munificent environmental contbetre
managers may exercise more discretion, stakeholder pressuessiseffective in
improving the weaknesses in stakeholder governance mechanisms thvehfirm.
Therefore, Hypothesis 4 was confirmed using stakeholder governandeamsns
weakness indicators and market munificence denoting managerial discretiextont
For testing Hypothesis 2 and 3, | used the most recently awadata (2010) on
director committee memberships. For the independent variable, thesetbst recently
available data on stakeholder pressure (Z00Me two-year separation between the
independent and dependent variable serves two purposes. First, the laggedesof
our model would allow stronger causal arguments to be made indatioe direction
of impact of the independent variable on the dependent variable. Setamges in
organization structure due to institutional pressures are liketyetet organizational

resistance (Oliver, 1991) and hence take some time to manifestdaives; a period of

® At the time of writing the results of the analysRisk Metrics released shareholder proposal data f
2008 and 2009. Supplemental analyses using thefrdatathe latest available year (2009) are incluished
the third column in Table 9 and Table 10.
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three years would appear to be sufficient separation between stikepmssure and
subsequent changes within organizational stakeholder governance sgugantrol
variables were constructed using data for the same ye@e asdependent variables.
The initial sample for testing Hypotheses 2, 3 and 5 was constrisgtemerging
director committee membership data for 1055 firms with stakeholéssyre data on
212 (385 for the year 2009) firms resulting in a final merged saoifpliata on 78 (136
for the year 2009) firms.

In order to account for the effect of firm size on the exigeot a CSR
committee | took the natural log of total directors in the campaDebt and
performance were also used as control variables to remove otgararanfluences on
the dependent variables. To remove the effect of industry, | compogedverage
number of directors in the industry excluding the number of direataifsei focal firm.
Table 8 presents the descriptive statistics for the variaisied to test Hypothesis 2 and
Hypothesis 3. Bi-variate correlations between both dependent varipl#ssnce of a
CSR committeeand presence of a stakeholder sympathetic member on the CSR
committee with stakeholder pressure, firm sizand industry effectsare positive and
statistically significant.

Table 9 presents the results of the logit analysis withpteeence of a CSR
committeeas a dependent variable. Results are presentexialkeholder pressurand
control variables constructed from both 2007 and 2009 in separate columns labele
respectively. Because logit estimation is quite sensitive terdekedasticity (Davidson
& MacKinnon, 1993) | have reported robust standard errors for staligtierence. |

have reported theseudo-Rwhich is a recommended goodness-of-fit measure of logit
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Table 8: Descriptive Statistics of Variables Used to Test Hypothesis 2, 3cbb

Variables Means s.d. 1 2 3 4 5 6 7

6.

1.Presence of a CSR committee .45 .50 -

2. Presence of a stakeholder "
sympathetic member on the CSR 0.40 0.50 090 -
committee

Kkk

3. Strength of CSR committee 0.18 0.22 0.89 0.81 -

4.Stakeholder pressure 192 176 03§ 035 025 -

5. Firm size 2.44 .38 030 0327 020 030 -

6. Industry effects 12.06  1.50 039 039" 0327 039 026 -

7. Debt 19 13 020 -020 020 -018 -0.12 -0.02 -

8. Performance .08 .07 0.09 0.04 0.09 0.19 0.09 0.15 "-0.29
N=78

"p<0.05" p<0.01,” p<0.001



Table 9: Result of Logistic Regression Testing Hypotheses 2

Dependent Variable: Presence of a CSR committee on
the board of directors, 1 = Yes, 0 = No

Independent Past pressure (2007) Recent pressure (2009)
variables
Stakeholder pressure 0.493 0.196
(0.258) (0.140)
Firm size 1.038 2.572
(0.791) (0.858)
Industry effects 0.509 0.0670
(0.251) (0.206)
Debt -3.219 0.320
(2.250) (1.506)
Performance -2.241 0.649
(3.786) (2.732)
Constant -8.991 -7.453
(3.590) (2.811)
N 78 136
Wald y* 15.54~ 12.00
Pseudo R 0.224 0.0927

Heteroskedasticity-robust standard errors in pass#s
p<0.05 p<0.01, p<0.001

Table 10: Result of Logistic Regression Testing Hypotheses 3

Dependent variable: Presence of stakeholder

Independent variables sympathetic member, 1=Yes, 0 = No
Past pressure (2007) Recent pressure (2009)
Stakeholder pressure 0.248 0.148
(0.233) (0.133)
Firm size 1.588 3.180"
(1.312) (0.923)
Industry average 0.593 -0.0836
directors (0.298) (0.196)
Debt -3.963 -0.781
(2.516) (1.596)
Performance -4.237 0.621
(3.408) (2.795)
Constant -10.97 -7.140°
(4.915) (2.702)
N 78 136
Wald y* 16.74° 14.30
Pseudo-R 0.229 0.101

Heteroskedasticity-robust standard errors in pass@s
p<0.05 p<0.01, p<0.001
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models because of its similarity with tRéof OLS regressions (Veall & Zimmermann,
1996). Based on these results, Hypothesis 2 was confirmed; stakgh@ssure is
positively associated with the presence of a CSR committdee firm. Note that the
estimates from the analysis using stakeholder pressure and ocariatile data from
2009 has a similar positive sign but is not statistically sicgmfi. These results may
lend support to my choice of using a two year lag as a reasoesiieate of the
strategy implementation horizon of these organizations.

Hypothesis 3 changes the dependent variable to the presence kélelstar
sympathetic member on the CSR committee. Table 10 presentsstiits & the logit
regression testing Hypothesis 3. The results indicate thathstdke pressure has a
positive impact on the presence of a stakeholder sympathetic membiie CSR
committee. Using stakeholder pressure data from 2009 does not chamjedthion of
this positive effect. However, the co-efficients of regressestimates are not
statistically significant and hence, Hypothesis 3 was not coaflr In order to confirm
whether | lacked the statistical power to detect an effeahd@, 1992), | ran a power
analysis tailored for logistic regressions (Friendly, 2001g f@st results indicate that
with high probabilities of the presence of stakeholder sympatiedicmber in the
committee at both the mean and mean plus one standard deviation vals®bblder
pressure, | needed at least 300 observations to detect an effect.

Hypothesis 5 proposes that the organizational and environmental discretion
variables will moderate the relationship between stakeholder peessdrthe strength
of CSR committees. | used data from 2008 to construct the organitatinda

environmental discretion variables. Table 11 presents the results of the @¢Si@y

81



Table 11: Result of OLS Regression Testing Hypothesis 5

Dependent variable: Strength of CSR committee

Model 1 Model 2 Model 3
Stakeholder pressure 0.02 0.00 0.02
(0.01) (0.03) (0.03)
Firm size 0.06 0.06 0.06
(0.04) (0.05) (0.05)
Industry effect 0.04 0.02 0.03
(0.02) (0.02) (0.02)
Performance 0.09 -0.17 0.02
(0.30) (0.37) (0.29)
Organizational
Size 0.05
(0.03)
Debt -0.22
(0.19)
Slack -0.00
(0.04)
Environmental
Market munificence -0.06
(0.78)
Market uncertainty -14.92
(22.73)
Market complexity 0.28
(0.96)
Stakeholder pressure x size 0.00
(0.01)
Stakeholder pressure x debt 0.11
(0.16)
Stakeholder pressure x slack 0.00
(0.04)
Stakeholder pressure x market -0.16
munificence (0.25)
Stakeholder pressure x market 4.44
uncertainty (22.11)
Stakeholder pressure x market 0.18
complexity (1.10)
Constant -0.41 -0.21 -0.38
(0.212) (0.22) (0.27)
N 78 75 78
R 0.13 0.23 0.16
F 473 4.69" 5.73"

Heteroskedasticity robust standard errors in phesgs

"p<0.05" p<0.01,” p<0.001
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testing Hypothesis 5. None of the main effects or interactionstevith either the
organizational or the environmental variables are significant. Tdrerélypothesis 5
was not supported.

In Hypothesis 6, | am interested in finding out whether stakeholdermmvee
mechanisms carry over the influence of stakeholder pressureRoT@Sconstruct the
sample, | merged the stakeholder pressure data from 2004 to 2007 withDih#ata
on stakeholder governance and CSP from 2005 to 2008 in order for the digdction
potential causality to remain from the independent variable to thendent variable.
The resulting merged sample contained 1115 observations on 468 uniqueTfiens
sample was further reduced to 660 observations on 175 firms upon impbsing t
requirement of at least three consecutive observations for eacfofiinclusion in the
sample. | confined the data to at least three consecutive obsesvpér firm because |
planned to use a lagged dependent variable in the model. Past CSexisearely
strong predictor of current CSP and omission of this variable woulnlis bias the
results. To confirm the inclusion of this variable, | conducted a Ran(ik@69)
regression specification error test without the first lagC&P. | rejected the null
hypothesiqp<0.05) which states that there are no omitted variables in the signes
Once the first lag of CSP was included, | failed to rejecttiie(p=0.18).1 included all
other previously identified control variables to account for the impfaittm size, debt,
performance, firm slack and R&D intensity on the CSP of a.fifiear effects were
included but were found to be jointly insignificant and were hence reinbgm the
model. | ran a Breusch-Pagan (1979) test and rejected the null hsipothie

homoskedasticityy”=14.91, p<0.001) hence heteroskedasticity-robust standard errors
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Table 12: Descriptive Statistics and Correlation of Variables Used to B¢ Hypothesis 6

Means s.d. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
CSP strength  5.18 285 -
csp 571 3 -0.24 -
weakness
CSP overall -0.27 1.8 0.59 0.64 -
Stakeholder 3,6 91 032 055 02 -
pressure
Stakeholder
governance 2.63 2.8 0.66 -0.3 0.27 0.28 -
strength
Stakeholder
governance -5.5 3.3 -0.38 0.37 0.01 -049 -0.33 -
weakness
Stakeholder
governance -1.43 1.77 0.17 0.11 0.22 -0.24 0.48 0.67
overall
Mean
industry CSP  5.18 1.75 041 0.04 0.36 0.17 0.18 -0.18 -
strength
Mean
industry CSP  -5.71 1.78 0.04 0.29 0.28 -0.28 -0.02 0.08 0.06 090. -
weakness
Mean
industry CSP  -0.27 1.19 0.33 0.25 0.47 -0.09 0.12 -0.07 0.03 70.6 0.68 -
overall
Firm size 9.54 1.2 05 -0.64 -0.13 049 045 -0.44006 015 -031 -0.12 -
Performance 0.07 0.07 0.24 0.05 0.23 0.19 0.19 2-0.2-0.05 0.17 0.05 0.16 0.04 -
Debt 0.21 0.14 -0.34 -0.15 -0.39 -0.14 -0.26 0.22 -0.22 -0.09 -0.23 -0.15 -0.33 -
Firm slack 1.45 0.77 -0.03 0.28 0.21 -0.11 -0.09 .020 -0.08 0.29 0.28 0.42 -0.28 0.29 -0.27 -
i'f]f‘e[r’]sity 003 009 016 017 027 002 005 -0.1 041005 034 -004 -02 -012 048 -
R&D missing 0.38 049 -0.26 -0.16 -0.34 -0.11 -0.130.22 0.1 -0.34 -0.21 -0.41 0.09 -0.18 0.31 -0.350.29

N=164, for year 2007.
Correlation co-efficients with a magnitude gredbem |0.08re statistically significant g<0.05



were used and are reported. After the estimation, | conducted elandBond (1991)
test of autocorrelation and failed to reject the null hypothesibdth first £=0.25)and
second [§=0.65) order auto-correlated disturbances. The results of this testsudagt
serial correlation was not a problem and it alleviated concernsing the lag of the
dependent variable as an independent variable in the regression (Keelg &8@4d).

As before, | ran three separate tests with CSP strengthkness and overall as
dependent variable, stakeholder governance strength weakness andnoeasalles as
the mediating variable respectively and stakeholder pressure aslependent variable
in all models. Table 12 provides the descriptive statistics ancklabons for the
variables used to test Hypothesis 6. The year 2007 was chosen bebadsie largest
number of observations; choosing another year for running the camedaalysis does
not change the findings. Because lagged CSP variables are higldiatsatwith CSP
by construction, they have been omitted from the table. All otheables exhibit
correlations within acceptable limits. | ran collinearity diastics after the regression
analysis. Because the mean VIF was 1.5 and all the individualallies were under 2,
| found no concern for issues stemming from multicollinearity.

In Hypothesis 6, | proposed that stakeholder governance mechanidims wi
mediate the relationship between stakeholder pressure and CSP. Resedlicleeas de
mediator as a variable that accounts for all or part of thetdektionship between an
independent variable and a dependent variable (Baron & Kenny, 1986&kséss the
effect of mediation, | followed the recommendations of Judd and K@r@#84) and as a

first step regressed CSP on stakeholder pressure. In the sezphdegressed CSP on
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Table 13: Results of OLS Regression Testing Hypothesis 6

CSP strength CSP weakness CSP overall
Model1l Model2 Model3 | Model4 Model5 Model6| Model7 Model8 Modi®
First lag of CSP 0.92" 0.92" 0.88" 0.89" 0.86 0.86 0.91" 0.90" 0.88"
(0.02) (0.02) (0.02) (0.03) (0.04) (0.04) (0.03) (0.03) (0.03)
Mean industry CSP 0.06 0.06 0.07" -0.03 -0.04 -0.04 0.04 0.04 0.04
(0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.04) (0.03) (0.03)
Firm size 0.05 0.09 0.06 -0.23" -0.21° -0.18" -0.05 -0.01 -0.01
(0.04) (0.05) (0.05) (0.07) (0.07) (0.07) (0.03) (0.03) (0.03)
Performance 1.42 1.62° 1.32 -0.06 0.34 0.66 0.85 1.14 1.27
(0.58) (0.59) (0.58) (0.68) (0.70) (0.74) (0.43) (0.44) (0.45)
Debt -0.52 -0.52 -0.47 -0.42 -0.56 -0.57 -0.38 -0.43 -0.43
(0.27) (0.27) (0.27) (0.34) (0.36) (0.36) (0.23) (0.23) (0.24)
Firm slack -0.14 -0.15 -0.14 -0.13 -0.15 -0.16 -0.15" -0.17" -0.16"
(0.07) (0.07) (0.07) (0.09) (0.09) (0.09) (0.05) (0.05) (0.05)
R&D intensity 0.82 0.90 0.72 2.46" 2.71 2.83° 1.787 1.977 1.977
(0.78) (0.78) (0.79) (0.91) (0.94) (0.93) (0.35) (0.36) (0.35)
R&D missing 0.08 0.05 0.05 -0.22 -0.26 -0.30 -0.06 -0.10 -0.12
(0.09) (0.09) (0.09) (0.12) (0.12) (0.13) (0.07) (0.08) (0.08)
Stakeholder pressure -0.03 -0.03 -0.06 -0.05 -0.03 -0.03
(0.01) (0.01) (0.03) (0.02) (0.01) (0.01)
Stakeholder 0.08™ 0.04 0.05
governance (0.02) (0.02) (0.02)
R* 0.908 0.909 0.913 0.878 0.880 0.881 0.859 0.862 0.864
F 556.50° 514.17° 488.59" |377.23° 352.30° 332.13" |331.67° 310.46° 27747

N =452, 162 firms over three years

Robust standard errors in parentheses. Year eff@gts jointly insignificant. A constant was used bo-efficients are not reported.

"p<0.05" p<0.01,” p<0.001



both stakeholder pressure and stakeholder governance. This two-steglupe is
guantitatively similar to the method recommended by Baron and Kenny (1986 )cim whi
an addition step is included after the first step involving a ssge of the dependent
variable on the mediating variable. The two methods “yield identstimates of
mediation when the dependent variable is continuous and ordinary regresssad”
(MacKinnon, Warsi, & Dwyer, 1995: 45), as is the case in this analysis.

| present the results of the OLS regression | ran tdtgsbthesis 6 in Table 13;
| ran three separate models for each dimension of the dependaitiezaModel 1,
Model 2 and Model 3 present the results with CSP strength as teeddep variable,
Model 4, Model 5 and Model 6 present the results with CSP weakn#ss dspendent
variable. Finally, Model 7, Model 8 and Model 9 present the resulls@& overall as
the dependent variable. In the first model of each set (Model 1, Maohel Model 7), |
entered all the control variables identified in prior researcthdrsecond model (Model
2, Model 5 and Model 8), | entered the stakeholder pressure vaoatdgermine if it
could incrementally explain changes in CSP. Finally, in the thiodehof each set
(Model 3, Model 6 and Model 9), | included the mediating variabéketolder
governance mechanisms. In Table 13, results indicate that thet effstakeholder
pressure on CSP is indeed mediated by strengths and weakmesstekeholder
governance mechanisms.

While the methods outlined by Judd and Kenny (1981) and Baron and Kenny
(1986) allow researchers to test meditational hypotheses, the Gobeinan mediation
tests allows researchers to assess the statisticaficagoe of the mediation effect.

(Baron & Kenny, 1986; Goodman, 1960; MacKinnon et al., 1995; Sobel, 1982). |
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employed a Sobel-Goodman mediation test to ascertain whether stitejmlernance
carried the impact of stakeholder pressure to CSP. In Table Bdel gresented the
results of three mediation significance tests, run on all tdeggendent variables
separately. In all tests, co-variates shown in Table 13 wsceilcluded. The co-
efficients of the three tests are statistically sigaific(p<0.05) for CSP overall; 16% of
the total effect of stakeholder pressure on CSP overall is reddiay overall
stakeholder governance. In other words, stakeholder governance pangdllates the
relationship between stakeholder pressure and CSP.

Table 14: Results of Sobel-Goodman Tests

Dependent variable: CSP
Strength Weakness  Overall

Sobel -0.84 -1.91 -2.15
Goodman-1 -0.83 -1.88 -2.09
Goodman-2 -0.86 -1.94 -2.20
Proportion of total effect mediated0.10 0.19 0.16
N=452

"p<0.05" p<0.01,” p<0.001

In Hypothesis 7, | proposed that managerial discretion contexts nwdkea
relationship between stakeholder pressure and CSP. In order thetddypothesis, |
merged data on managerial discretion context variables taken fromt@ABD7 to
correspond with data on stakeholder proposals from 2004 to 2007. | matchedahis dat
to CSP data for the years 2005 to 2008 to maintain temporal sepdrativeen the
independent and the dependent variables. The resulting sample consistédi5of
observations on 468 firms. As before, | ensured that each firm heasathree years of
data on all variables. The final merged sample used to run theiarw@gsisted of 664
observations on 176 firms over four years in an unbalanced panel. TabsplEyslihe
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descriptive statistics and correlations between variablesh®ryear 2007, chosen
because it had the largest number of observations. Correlationsdmastter years do
not differ significantly from those presented in Table 15. | alao collinearity
diagnostics and determined that the condition index of the design matrix was 21, a value
much lower than the recommended threshold of 30 indicating there ikehe o
problems of multicollinearity (Belsley et al., 1980). | tested éndogeneity due to
omitted variables and rejected the null of the Hausman(}és242.20, p<0.001)
Because year effects were also jointly significant | prdedewith the conservative
two-way fixed-effects panel data estimation method. All modetsewtested for
heteroskedasticity and serial correlation. | rejected the rnypothesis of
homoskedasticity specified by the Wald tegt612.58, p<0.001)The null hypothesis
of no serial correlation using Wooldridge’'s (2002) test was algxtes (F=43.54,
p<0.001) Therefore, | used and have reported cluster-robust standars.. &esults of
the estimation with the three dependent variables, CSP strengthw€&kness and
CSP overall are presented in Table 16a, 15b and 15c respectively.

For each dependent variable, | ran the regression first with belycantrol
variables and present those results in Model 1 of the respectigeltaModel 2, | have
shown the results of adding the independent variable stakeholder priegsutiee
regression. Model 3 in each table shows the results of including #we amd
interaction effects of organizational discretion variables ankeltdder pressure.
Model 4 shows the main and interaction effects of environmental tlstreariables

with stakeholder pressure. Finally Model 5 in each table shows the results ofgrunni
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Table 15: Descriptive Statistics and Correlation of Variables Usetb Test Hypothesis 7

06

Means  s.d. 1 2 3 4 5 6 7 8 9 10 11 12 13 14
1.CSP strength 5.19 2.84 -
2.CSP weakness -5.74 3.01 -0.24 -
3.CSP overall -0.28 1.8 0.59 0.65 -

4.Mean industry CSPs  5.19 1.75 0.41 0.05 0.36 -

5.Mean industry CSPw  -5.74 1.79 0.05 0.28 0.27 90.0-

6.Mean industry CSP -0.28 1.19 0.33 0.24 0.47 0.670.69 -
7.Stakeholder pressure  3.16 2.9 0.32 -0.55 -0.2117 0. -0.27 -0.08 -

8.Firm size 9.54 1.19 0.5 -0.63 -0.13 0.15 -0.31 .120 0.48 -

9.Debt 0.21 0.14 -0.34 -0.14 -0.38 -0.22 -0.08 20.2 -0.14 -0.15 -

10.Performance 0.07 0.07 0.24 0.06 0.23 0.19 0.02.150 0.19 0.04 -0.33 -

11.Firm slack 1.46 0.77 -0.02 0.27 0.2 0.29 0.28 420. -0.1 -0.28 -0.27 0.29 -

12.R&D intensity 0.04 0.09 0.17 0.16 0.26 0.4 0.06 0.34 0.02 -0.04 -0.12 -0.2 0.49 -

13.Market munificence  1.07 0.05 -0.04 -0.02 -0.05 0.06 -0.04 -0.07 0.05 -0.02 -0.24 0.11 0.14 0.08 -
14 .Market uncertainty 1 0 -0.07 -0.13 -0.17 -0.12 0.23 -0.26 0.11 0.01 0.08 0.22 0.02 -0.11 -0.32 -
15.Market complexity ~ 0.07 0.08 -0.13 -0.1 -0.18 210. -0.16 -0.28 0.12 -0.05 -0.07 0.15 0.04 -0.15 050. 0.53

N=165, for year 2007
Correlation co-efficients at and above |0.16| tatistically significant at p<0.05
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Table 16a: Fixed-Effects Panel Data Regression Results Testing Hypesis 7

Dependent variable: CSP strength

Model 1a Model2a Model 3a Model 4a Model 5a

Lag of CSP strength 0.13 0.13 0.13 0.11 0.11
(0.06) (0.06) (0.06) (0.06) (0.06)

Mean industry CSP strength 0.17 0.17 0.18 0.09 0.10
(0.08) (0.08) (0.08) (0.09) (0.09)

Performance 0.60 0.59 0.82 0.58 0.78
(0.70) (0.70) (0.99) (0.69) (0.97)

Stakeholder pressure -0.00 -0.01 -0.01 -0.01
(0.03) (0.03) (0.03) (0.03)

Firm size 0.27 0.23
(0.20) (0.17)

Debt -0.40 -0.27
(0.92) (0.96)

Firm slack -0.04 -0.09
(0.14) (0.15)

R&D intensity 1.22 1.07
(1.35) (1.38)

R&D missing -0.08 -0.16
(0.22) (0.22)

Market munificence 0.67 1.11
(2.21) (2.37)

Market uncertainty 87.96 93.79
(52.00) (51.89)

Market complexity 7.89 7.41
(4.21) (4.21)

Stakeholder pressure x firm size 0.01 0.01
(0.02) (0.02)
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Stakeholder pressure x debt 0.09 0.10
(0.20) (0.23)

Stakeholder pressure x firm slack -0.03 -0.02
(0.04) (0.04)

Stakeholder pressure x R&D intensity 0.33 0.34
(0.52) (0.53)

Stakeholder pressure x market munificence -0.13 -0.14
(0.41) (0.46)
Stakeholder pressure x market uncertainty -13.88 -14.68
(5.44) (5.61)

Stakeholder pressure x market complexity 0.37 0.37
(0.22) (0.23)

Constant 3.6%4 3.64" 3.59" 4.08" 4.09"
(0.49) (0.49) (0.53) (0.54) (0.59)

R? (within) 0.234 0.235 0.244 0.274 0.283

F 17.36" 14.74° 8.228" 8.513" 6.030"

N=455, 165 firms over three years, unbalanced panel
Heteroskedasticity and serial correlation robumtdard errors in parentheses

Two-way fixed effects were used, year effects vjeirtly significant in all models, co-efficients hoeported.

"p<0.05" p<0.01,” p<0.001
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Table 16b. Fixed-Effects Panel Data Regression Results Testing Hypesis 7

Dependent variable: CSP weakness
Model 1b  Model 2b Model 3b  Model 4b  Model 5b

Lag of CSP weakness 0:19 0.19 0.18 0.19 0.17
(0.07) (0.07) (0.07) (0.07) (0.07)

Mean industry CSP weakness 0.00 0.00 -0.01 -0.04 -0.05
(0.10) (0.10) (0.10) (0.09) (0.09)

Performance 0.81 0.84 0.48 0.82 0.36
(0.97) (0.96) (1.35) (0.99) (1.45)

Stakeholder pressure 0.03 0.04 0.03 0.04
(0.04) (0.04) (0.04) (0.04)

Firm size -0.18 -0.25
(0.48) (0.52)

Debt -3.63 -3.76°
(2.37) (1.38)

Firm slack -0.19 -0.12
(0.22) (0.23)

R&D intensity 3.36 3.57
(2.37) (2.35)

R&D missing -0.60 -0.66
(0.62) (0.61)

Market munificence -5.27 -6.61
(2.43) (2.73)
Market uncertainty -10.21 -22.42
(69.14) (75.14)

Market complexity -3.14 -2.64
(3.41) (3.14)

Stakeholder pressure x firm size 0.02 0.01

(0.04) (0.03)



Stakeholder pressure x debt 0.24 0.33

6

(0.27) (0.27)
Stakeholder pressure x firm slack -0.06 -0.06
(0.07) (0.07)
Stakeholder pressure x R&D intensity 0.80 0.89
(0.75) (0.73)
Stakeholder pressure x market munificence -0.82 -0.60
(0.62) (0.72)
Stakeholder pressure x market uncertainty 3.19 0.47
(8.00) (8.73)
Stakeholder pressure x market complexity -0.27 -0.12
(0.39) (0.45)
Constant -4.83 -4.81" -4.81" -5.04" -5.07"
(0.69) (0.69) (0.72) (0.65) (0.70)

R? (within) 0.176 0.178 0.223 0.205 0.251
F 9.068" 7.600" 5.004" 6.218" 5.687"

N=455, 165 firms over three years, unbalanced panel

Heteroskedasticity and serial correlation robumtdard errors in parentheses

Two-way fixed effects were used, year effects vjeirtly significant in all models, co-efficients hoeported.
"p<0.05" p<0.01,” p<0.001



Table 16c¢. Fixed-Effects Panel Data Regression Results Testing Hypesis 7

Dependent variable: CSP overall
Model 1c  Model 2c  Model 3¢ Model 4c  Model 5¢

G6

Lag of CSP overall 0.16 0.16° 0.16 0.17 0.16
(0.06) (0.06) (0.06) (0.06) (0.06)

Mean industry CSP overall 0.04 0.04 0.02 -0.02 -0.03
(0.12) (0.12) (0.12) (0.12) (0.12)

Performance 0.74 0.76 0.72 0.74 0.64
(0.52) (0.52) (0.77) (0.52) (0.77)

Stakeholder pressure 0.02 0.02 0.01 0.02
(0.02) (0.02) (0.02) (0.02)

Firm size 0.03 -0.02
(0.24) (0.25)

Debt -2.00° -1.97
(0.74) (0.74)

Firm slack -0.12 -0.11
(0.12) (0.12)

R&D intensity 2.30° 2.31
(0.75) (0.73)

R&D missing -0.33 -0.39
(0.39) (0.40)

Market munificence -2.26 -2.69
(1.53) (1.61)

Market uncertainty 39.85 37.48
(35.40) (38.08)

Market complexity 2.77 2.91
(2.57) (2.55)

Stakeholder pressure x firm size 0.01 0.01

(0.02) (0.02)



96

Stakeholder pressure x debt 0.15 0.21
(0.14) (0.15)
Stakeholder pressure x firm slack -0.04 -0.04
(0.03) (0.03)
Stakeholder pressure x R&D intensity 0.55 0.59
(0.25) (0.25)
Stakeholder pressure x market munificence -0.52 -0.42
(0.32) (0.34)
Stakeholder pressure x market uncertainty -5.31 -6.77
(4.37) (4.82)
Stakeholder pressure x market complexity 0.02 0.10
(0.22) (0.24)
Constant -0.32 -0.327 -0.24 -0.34” -0.22
(0.05) (0.05) (0.15) (0.05) (0.15)

R? (within) 0.0481 0.0500 0.101 0.0657 0.117
F 3.546" 3.017" 3.171" 2.478" 3.010"

N=455, 165 firms over three years, unbalanced panel
Heteroskedasticity and serial correlation robumtdard errors in parentheses

Two-way fixed effects were used, year effects vjeirtly significant in all models, co-efficients hoeported.

"p<0.05" p<0.01,” p<0.001



the regression on the full model with all the variables included asdused to report
the findings. Based on the results of the regression, the interaftistakeholder
pressure with one organizational discretion variaBl&l intensityin Table 16c) and
one environmental discretion context variabheatket uncertaintyin Table 16a) is
statistically significant ap<0.05 However because the main effect of stakeholder
pressure on CSP in those models is not statistically significamll not attempt to
interpret the moderation effects; Hypothesis 7 was therefore not confirmed.

In Hypothesis 8, | proposed that managerial discretion contexts nedbea
relationship between corporate social performance (CSP) and cerparancial
performance (CFP). In order to test the hypothesis, | rde@@P data on all available
years (2005 to 2008) with firm financial performance data from 2006 to 20G9.
temporal separation would allow me to make a causal argumervar bf CSP
impacting CFP and not the other way around. The organizational andreneintal
discretion variables were gathered for years corresponding t® fggarhich CSP data
was available (2005 to 2008). The initial merged sample consisted obb%66vations
on 1970 firms over four years. As before, in order to ensure there ayapson the
time series, each firm was required to have at least toresecutive years of data to be
included in the sample. | dropped extreme values for the dependeatileaand some
independent variables to ensure that no single observation or set of bbserva
influences the regression estimates. The final sample containedoB42B8/ations on
1144 firms. The use of a lagged dependent variable as an explanatabjeveeduced

the size of the final regression sample to 3107 (3620 for Tobin's @rwai®ns on
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Table 17: Descriptive Statistics And Correlations For Variables Usedo Test Hypothesis 8

Means s.d. 1 2 3 4 5 6 7 8 9 10 11 12
1.ROA 0 017 -
2.Mean industry ROA 0.04 0.13 -
3.CSP strength 2.1 222 014 007 -
4.CSP weakness 236 199 -007 -013 -046 -
5.CSP overall 013 11 007 -005 059 044 -
6.Firm size 7.37 16 022 014 061 -0.63 005 -
7.Debt 0.4 018 0 -0.05 0.3 -0.18 -0.03 032 -
8.Firm slack 2.43 1.93 -001 -005 -023 0.3 0.04 -048 -049 -
9.R&D intensity 0.06 023 -026 -0.03 -005 014 007 -034 -0.11.310 -
10.R&D missing 0.38 049 -0.03 -0.07 -0.09 -014 -021 0.1 0.14 260 -0.22 -
11.Market munificence 1 o7 0.04 -001 -003 -008 002 -007 -005 -0.1D05 003 004 -
12.Market uncertainty  q 0 006 023 -001 -005 -006 007 003 -005 1%0. 0.06 -0.32 -
13.Market complexity g og 006 005 021 -001 -004 -004 0.15 005 050. -0.14 -0.05 -0.17 055

N=1056 for year 2008

Correlation co-efficients above |0.7 | are stai@dly significant at p<0.05
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Table 18a: Fixed-Effects Regression Results Testing Hypothesis 8

Dependent variable: Return on assets

Variables Model 1a Model 2a Model3a Model4a  Model 5a
First lag of ROA -0.25 -0.25" -0.25" -0.25" -0.25"
(0.04) (0.04) (0.05) (0.04) (0.05)
Mean industry ROA 0.57 0.58" 0.60" 0.57" 0.59"
(0.08) (0.08) (0.08) (0.08) (0.08)
CSP strength 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Firm size 0.05 0.05
(0.02) (0.02)
Debt 0.09 0.09
(0.04) (0.04)
Firm slack 0.00 0.00
(0.00) (0.00)
R&D intensity -0.09 -0.09
(0.04) (0.04)
R&D missing -0.00 -0.00
(0.03) (0.03)
Market munificence -0.01 -0.07
(0.10) (0.10)
Market uncertainty -0.84 -0.63
(2.46) (2.47)
Market complexity -0.19 -0.16
(0.17) (0.18)
CSP strength x firm size 0.00 0.00
(0.00) (0.00)
CSP strength x firm debt 0.02 0.02
(0.02) (0.02)
CSP strength x firm slack 0.00 0.00
(0.00) (0.00)
CSP strength x R&D intensity -0.03 -0.03
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(0.03) (0.03)

CSP strength x market munificence 0.03 0.03
(0.04) (0.04)

CSP strength x market uncertainty 1.22 1.28
(0.83) (0.83)

CSP strength x market complexity 0.01 -0.01
(0.03) (0.03)

Constant 0.02 0.02" 0.02 0.02" 0.02
(0.00) (0.00) (0.01) (0.00) (0.01)

R’ 0.146 0.146 0.163 0.147 0.164

F 44.80" 38.42° 16.96" 18.01" 12.11"

N = 3107 observations — 1056 firms over four y¢arbalanced panel)
Heteroskedasticity and serial correlation robush@ard errors in parentheses
"p<0.05" p<0.01,” p<0.001
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Table 18b: Fixed-Effects Regression Results Testing Hypothesis 8

Dependent variable: Return on assets

Variables Model1b  Model2b  Model3b  Model 40  Model 5b
First lag of ROA -0.25 -0.25 -0.25 -0.25 -0.25
(0.04) (0.04) (0.05) (0.04) (0.05)
Mean industry ROA 0.57 0.57" 0.60" 0.57" 0.60"
(0.08) (0.08) (0.08) (0.08) (0.09)
CSP weakness -0.01 -0.01 -0.01 -0.01
(0.00) (0.00) (0.00) (0.00)
Firm size 0.05 0.05
(0.02) (0.02)
Debt 0.10 0.10
(0.04) (0.04)
Firm slack 0.00 0.00
(0.00) (0.00)
R&D intensity -0.06 -0.06
(0.05) (0.05)
R&D missing -0.00 -0.00
(0.03) (0.03)
Market munificence -0.00 -0.06
(0.10) (0.10)
Market uncertainty -1.12 -0.80
(2.41) (2.47)
Market complexity -0.21 -0.15
(0.19) (0.19)
CSP weakness x firm size 0.00 0.00
(0.00) (0.00)
CSP weakness x firm debt -0.03 -0.03
(0.01) (0.01)
CSP weakness x firm slack -0.00 -0.00
(0.00) (0.00)
CSP weakness x R&D intensity -0.01 -0.01

(0.01) (0.01)
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CSP weakness x market munificence 0.02 0.02
(0.03) (0.03)
CSP weakness x market uncertainty 0.79 0.56
(0.74) (0.74)
CSP weakness x market complexity -0.00 0.01
(0.02) (0.02)
Constant 0.02™ 0.02™ 0.02 0.02™ 0.02
(0.00) (0.00) (0.01) (0.00) (0.01)

R? 0.146 0.147 0.164 0.147 0.164
F 44.80" 35.86" 15.24" 16.68" 10.92"

N = 3107 observations — 1056 firms over four yéanbalanced panel)
Heteroskedasticity and serial correlation robumtdard errors in parentheses
p<0.05 p<0.01, p<0.001
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Table 18c: Fixed-Effects Regression Results Testing Hypothesis 8

Dependent variable: Return on assets

Variables Model 1c Model 2c Model 3c Model 4c Model 5¢

First lag of ROA -0.25 -0.25 -0.25 -0.25 -0.25
(0.04) (0.04) (0.05) (0.04) (0.05)

Mean industry ROA 0.57 0.57" 0.60" 0.58" 0.60"
(0.08) (0.08) (0.08) (0.08) (0.09)

CSP overall -0.00 -0.01 -0.00 -0.01
(0.00) (0.01) (0.00) (0.01)

Firm size 0.05 0.05
(0.02) (0.02)

Debt 0.08 0.08
(0.04) (0.04)

Firm slack 0.00 0.00
(0.00) (0.00)

R&D intensity -0.06 -0.07
(0.05) (0.05)

R&D missing 0.00 -0.00
(0.03) (0.03)
Market munificence 0.00 -0.06
(0.10) (0.10)
Market uncertainty -0.92 -0.86
(2.46) (2.46)
Market complexity -0.20 -0.15
(0.18) (0.18)
CSP overall x firm size 0.00 0.00
(0.00) (0.00)
CSP overall x firm debt 0.00 0.00
(0.03) (0.03)
CSP overall x firm slack 0.00 0.00
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(0.00) (0.00)

CSP overall x R&D intensity -0.02 -0.02
(0.02) (0.02)

CSP overall x market munificence 0.07 0.08
(0.06) (0.06)

CSP overall x market uncertainty 4.19 3.76
(2.08) (2.09)

CSP overall x market complexity -0.01 -0.00
(0.05) (0.05)

Constant 0.02" 0.02” 0.02 0.02” 0.02
(0.00) (0.00) (0.01) (0.00) (0.01)

R’ 0.146 0.146 0.162 0.147 0.163

F 44.80" 37.33" 16.07" 17.39" 11.49"

N = 3107 observations — 1056 firms over four yarbalanced panel)
Heteroskedasticity and serial correlation robushéard errors in parentheses
"p<0.05" p<0.01,” p<0.001
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Table 18d: Fixed-Effects Regression Results Testing Hypothesis 8

Dependent variable: Tobin’s Q

Variables Model 1d  Model 2d  Model3d  Model 4d  Model 5d

First lag of Tobin’s Q -0.04 -0.04 -0.08 -0.04 -0.09
(0.03) (0.03) (0.03) (0.03) (0.03)

Mean industry Tobin’s Q 0.62 0.627 0.54" 0.627 0.55"
(0.07) (0.07) (0.06) (0.07) (0.06)

CSP strength -0.03 -0.02 -0.03 -0.02
(0.02) (0.02) (0.02) (0.02)

Firm size -0.51" -0.52"
(0.06) (0.06)

Debt 0.23 0.22
(0.15) (0.15)

Firm slack -0.02 -0.02
(0.02) (0.02)

R&D intensity 0.44 0.45
(0.34) (0.34)

R&D missing -0.00 -0.02
(0.12) (0.12)

Market munificence 0.26 0.45
(0.39) (0.38)

Market uncertainty 1.55 2.19
(9.82) (10.46)

Market complexity -0.54 -0.75
(0.78) (0.75)

CSP strength x firm size 0.03 0.03
(0.01) (0.01)

CSP strength x firm debt -0.05 -0.04
(0.06) (0.06)

CSP strength x firm slack -0.00 -0.00
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(0.01) (0.01)
CSP strength x R&D intensity 0.29 0.30
(0.22) (0.22)
CSP strength x market munificence 0.23 0.30
(0.15) (0.16)
CSP strength x market uncertainty 3.75 3.42
(5.00) (5.17)
CSP strength x market complexity 0.30 0.31
(0.19) (0.22)
Constant 0.49" 0.49" 0.57" 0.49" 0.58"
(0.09) (0.09) (0.10) (0.09) (0.10)
R’ 0.287 0.287 0.332 0.288 0.334
F 176.8 141.4 56.62 65.59 40.26

N = 3620 observations — 1259 firms over four y¢arbalanced panel)
Heteroskedasticity and serial correlation robushéard errors in parentheses
"p<0.10, p<0.05," p<0.01,” p<0.001
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Table 18e: Fixed-Effects Regression Results Testing Hypothesis 8

Dependent variable: Tobin’s Q

Variables Model 1e Model 2e Model 3e Model 4e Model 5e

First lag of Tobin’s Q -0.04 -0.04 -0.08 -0.04 -0.08
(0.03) (0.03) (0.04) (0.03) (0.04)

Mean industry Tobin’s Q 0.62 0.61" 0.55" 0.60" 0.54"
(0.07) (0.07) (0.06) (0.07) (0.06)

CSP weakness -0.03 -0.04 -0.03 -0.04'
(0.02) (0.02) (0.02) (0.02)

Firm size -0.53" -0.54"
(0.06) (0.06)

Debt 0.22 0.21
(0.15) (0.15)

Firm slack -0.02 -0.03
(0.02) (0.02)

R&D intensity -0.05 -0.05
(0.18) (0.18)

R&D missing -0.01 -0.01
(0.13) (0.12)

Market munificence 0.26 0.55
(0.40) (0.39)

Market uncertainty -0.16 1.08
(9.92) (10.51)

Market complexity -0.75 -0.96
(0.79) (0.77)

CSP strength x firm size 0.01 0.01
(0.01) (0.01)

CSP strength x firm debt 0.08 0.06
(0.07) (0.07)

CSP strength x firm slack 0.01 0.01
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(0.01) (0.01)
CSP strength x R&D intensity 0.15 0.15
(0.12) (0.12)
CSP strength x market munificence -0.23 -0.34'
(0.17) (0.18)
CSP strength x market uncertainty 5.16 7.48
(3.57) (3.31)
CSP strength x market complexity -0.21 -0.25
(0.18) (0.21)
Constant 0.49" 0.50" 0.62" 0.50" 0.64"
(0.09) (0.09) (0.10) (0.09) (0.10)
R’ 0.287 0.287 0.333 0.289 0.335
F 176.8 144.0 56.61 67.33 41.51

N = 3620 observations — 1259 firms over four y¢arbalanced panel)
Heteroskedasticity and serial correlation robush@ard errors in parentheses
"p<0.10, p<0.05," p<0.01,” p<0.001
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Table 18f: Fixed-Effects Regression Results Testing Hypothesis 8

Dependent variable: Tobin’s Q

Variables Model 1f  Model 2f  Model 3f  Model 4f  Model 5f

First lag of Tobin’s Q -0.04 -0.04 -0.08 -0.04 -0.08
(0.03) (0.03) (0.03) (0.03) (0.04)

Mean industry Tobin’s Q 0.62 0.61" 0.55" 0.60" 0.53"
(0.07) (0.07) (0.06) (0.07) (0.06)

CSP overall -0.06 -0.07 -0.06 -0.07
(0.03) (0.03) (0.03) (0.03)

Firm size -0.51" -0.52"
(0.06) (0.06)

Debt 0.25 0.24
(0.15) (0.15)

Firm slack -0.02 -0.02
(0.02) (0.02)

R&D intensity 0.13 0.13
(0.24) (0.24)

R&D missing -0.00 -0.00
(0.13) (0.12)

Market munificence 0.21 0.46
(0.39) (0.38)

Market uncertainty 3.20 6.04
(10.43) (11.32)

Market complexity -0.59 -0.72
(0.81) (0.83)

CSP strength x firm size 0.03 0.03
(0.02) (0.02)

CSP strength x firm debt 0.00 0.00
(0.10) (0.10)

CSP strength x firm slack 0.00 0.00
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(0.02) (0.02)
CSP strength x R&D intensity 0.30 0.30
(0.18) (0.18)
CSP strength x market munificence -0.12 -0.22
(0.32) (0.34)
CSP strength x market uncertainty 18.66 23.18
(12.76) (12.62)
CSP strength x market complexity -0.12 -0.17
(0.29) (0.28)
Constant 0.49" 0.49" 0.61" 0.51" 0.63"
(0.09) (0.09) (0.10) (0.09) (0.10)
R’ 0.287 0.288 0.334 0.289 0.336
F 176.8 143.9 56.21 67.00 40.63

N = 3620 observations — 1259 firms over four y¢arbalanced panel)
Heteroskedasticity and serial correlation robush@ard errors in parentheses
"p<0.10, p<0.05" p<0.01,” p<0.001



1056 (1259 for Tobin’'s Q) firms. Descriptive statistics and coramatifor the year
2008 (with the largest number of observations) are presented in Tallbdifing the.
year for which correlations are tested does not change moénds. Overall, all
variables have reasonable correlations amongst each other. Collineamiysticg
reveal that the condition number for the design matrix is well uBdet ran tests of
endogeneity, heteroskedasticity plus serial correlation anctedj¢he null for all of
them. | therefore proceeded with two-way fixed-effectsnestion with cluster-robust
standard errors.

For each dimension of CSP strength, weakness, and overall atsepetr of
models was analyzed and the results are presented in Table 18and8b8c
respectively. In each table, Model 1 only included the control variaMeslel 2
introduced the effect of the independent variable. Model 3 introduced taerization
discretion indicators and their interactions with CSP, Model 4 tegg¢he same with
environment discretion variables. Finally, Model 5 presents thetsesfuhe full model
including all variables. Based on the results of the analysis, notie a@irganizational
or the environmental discretion indicators moderate the relationsgdretCSP and
Performance. These results indicate that when all other reldaatdrs such as
specification errors and assumption violations are controlled, th@nslaip between
CSP and CFP is reduced to statistical insignificance. Therkfgpethesis 8 could not
be confirmed using ROA as an operationalization for firm performance.

| conducted a power test using thewerregcommand in STATA 10.0. The
results indicated that | had sufficient statistical poweddtect an effect in a regression

of five variables focused on the relative effect of adding one poediariable. | re-ran
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all models using ROS and ROE as dependent variables but the nesudtsnot
materially different and hence are not reported. | then used TdDis a dependent
variable in the same regressions. The results are presentednatp@ee separate tables,
Table 18d, 18e and 18f, each testing CSP strength, CSP weaknessPandeC8l as
the key independent variable and organizational and environmentalidisanelicators
as potential moderators of the relationship between CSP and perternBased on the
results in Table 18c, while overall CSP emerged as a salligsignificant predictor of
performance {<0.05 none of the interactions with either the organization or the
environmental discretion variables turned out to be statisticghyificant. Therefore
Hypothesis 8 is rejected using all generally accepted operanatiatis of firm
performance.

Finally, in Hypothesis 9, | test whether the relationship betv@h and CFP
suffers from a sample selection problem. In order to testhypsthesis, | followed
prior research (Campa & Kedia, 2002; Heckman, 1979) and adopted a tdpee-s
approach. In the first step | estimated the CSP-CFP relhipis a sample with all
industrial firms that report financial performance regardtédbeir selection into KLD
CSP rankings. In the second step, | took the probability of a fild8B being rated by
KLD as a proxy for a firm’s decision to engage in CSP, aneraeéned the antecedents
of this decision. In particular, as hypothesized, | use stakeholdssyre as a likely
factor impacting a firm’s decision to engage in CSP. | sdedoredicted results and
after applying statistical transformations, used the tramsfdrvariable in a regression
predicting the relationship between CSP and CFP. The final stegrisdcout in a

sample restricted to only those firms whose CSP is ranked By Klking this method,
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| effectively replicated prior work which has used only thosagiwhose CSP ratings
are ranked by KLD to investigate the CSP-CFP relationship. #awthe results of my
estimation would include the statistical correction | have apglieaccounting for the
endogenous decision of firms to engage in CSP. Thus the results fooneghession
would provide the unbiased estimates and correct inferences of ringtich of
relationship between CSP and CFP having accounted for the endogeablgnpof
self selection (Heckman, 1979).

| began by merging all the available CSP data (2005-2008) Kildmwith all
the available financial data on industrial firms from COMPUSTiAM the years 2006
to 2009 in order to keep the direction of potential causality from ©SEFP. The
initial merged sample contained | then merged data on stakeholdésticess from
Risk Metrics for the years 2004 to 2007 in order to retain thetiineof potential
causality from stakeholder pressure to CSP. | also merged cuatrable for various
steps of the estimation process. In order to estimate the EBPr@8ationship,
organizational level control variables were constructed to coincittetiaé duration of
the independent variable CSP (2005 to 2008). When estimating the stak@hesdeire
and CSP regressions, | used organizational control variables contesgqsato
stakeholder pressure for the years 2004 to 2007.

The merging of CSP data with CFP data resulted in 9909 observafiens
before, | limited the sample to at least three consecutives ygatata on all variables
for each firm. | used Tobin’s Q to denote market-based finapeidbrmance of the
firm. | also included the lagged values of the dependent variable plusquasinting

financial performance as relevant predictors of the curreitin’s Q of the firm.
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Because | found problems of endogeneity due to omitted variables, gresip-w
heteroskedasticity and serial correlation, | used the twofixag-effects estimation
method and have reported cluster-robust standard errors. Thedmple used to run
the first stage of the regressions consisted of 9754 observations ofir@&9dver four
years (actual date ranges from year 2004 to 2009 for different variables).

As a first step, | created a dichotomous varialgeision to engage in CSP
which took on values of 1 if the CSP ratings were available and eepoyt KLD; the
variable was coded zero otherwise. In Table 19, | have reporteceshts of the
regression using the decision to engage in CSP as a predidton gferformance. In
Model 1, | only entered the primary control variables. In Model 2, | ddae predictor
variable and it was statistically significafpt<0.05) indicating the main effect of CSP
on CFP. | then tested the robustness of my specification by introftice lagged
values of performance in Model 3 and the first lag of the dependenblieanaviodel 4
respectively. | then ensured that the predictor remains a smmiifvariable if added
after these control variables were included in the model. Modab%ss the results of
the regression run with the addition of predictor variables and Modab\essthe full
model when the predictor is entered as the final variable iretvession. These results
appear to indicate that there is a statistically sigmficeegative relationship between a
firm’s decision to engage in CSP and financial perform#n<.05).

In the second step, | used tihecision to engage in CSRiriable as a dependent
variable and used several possible predictor variables identifipdanresearch in a
probit model. A probit model is recommended in the second step (HecKi9z9)

because the variabtkecision to engage in C3&kes on values of 0 and 1. The purpose
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Table 19: Fixed-Effects Regression Results Testing Hypothesis 9

Dependent variable: Tobin’s Q

Varniables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Firm size -0.185 -0.182" -0.202" -0.193" -0.211" -0.207"
(0.0330) (0.0330)  (0.0293) (0.0285) (0.0290)  (0.0290)
Firm slack -0.000201 -0.000199 -0.000127 -0.000192  -0.000271 -0.000268
(0.000532) (0.000529) (0.000510) (0.000524) (0.000572) (0.000567)
Firm leverage 0.192 0.192” 0.195~ 0.252" 0.261" 0.261"
(0.0548) (0.0548)  (0.0546) (0.0544) (0.0542)  (0.0542)
Mean industry Tobin’s Q 0.698 0.700" 0.702” 0.670" 0.676 0.677"
(0.0516) (0.0515)  (0.0515) (0.0499) (0.0505)  (0.0504)
Decision to engage in CSP -0.0616 -0.0593 -0.0700 -0.0694
(0.0300)  (0.0299) (0.0295) (0.0297)
Past performance 0.00362" 0.00364 0.00212 0.00210
(0.00107)  (0.00117)  (0.00103) (0.00102)
Lag of Tobin’s Q (1yr) 0.104~ 0.1127 0.1137
(0.0172) (0.0172)  (0.0172)
Constant 1.464" 1.477" 1.588" 1.392™ 1.449" 1.458™
(0.208) (0.207) (0.187) (0.185) (0.188) (0.187)
R? (within) 0.312 0.313 0.316 0.326 0.328 0.329
F 336.0" 296.7" 265.8" 246.6" 265.5" 241.6"

N=9754, 2591 firms over four years, unbalanced pbane
Heteroskedasticity and serial correlation robusstelr standard errors in parentheses.
p<0.05 p<0.01, p<0.001



Table 20: Heckman Selection Model Testing Hypothesis 9

Tobin’s Q | Decision to engage in CSP Tobin’'s Q
Model 1 Model 2 Model 3 Model 4
Lag of Tobin’s Q (1yr) 0.113 0.0874~
(0.0172) (0.0215)
Mean industry Tobin's Q  0.677 0.819"
(0.0504) (0.0309)
Past performance 0.00210 -0.0326
(0.00102) (0.0153)
Firm size -0.207 -0.285"
(0.0290) (0.0570)
Debt 0.261 0.3137
(0.0542) (0.0849)
Firm slack -0.000268 -0.0138
(0.000567) (0.0124)
Decision to engage in CSP  -0.0694
(0.0297)
Lambda 0.255
(0.120)
Stakeholder pressure 1.7217
(0.242)
Firm size 0.472" 0.455"
(0.0116)  (0.0118)
Performance 0.175 0.197
(0.151) (0.149)
Debt -1.007"  -0.988"
(0.0962)  (0.0963)
Firm slack 0.00168  0.00160
(0.000533) (0.000520)
Constant 1.458" -3.9487  -3.985" 2.069"
(0.187) (0.160) (0.175) (0.442)
N 9754 9711 9711 4548
Pseudo R 0.297 0.306
v’ 2080.3 1944.8
R? (within) 0.329 0.360
F 241.6° 156.1

Heteroskedasticity robust errors are shown in gheses
Year effects were used in all regressions, co-efiis are not displayed

"p<0.10, p<0.05" p<0.01,”

p < 0.001
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of this step is to account for possible explanations for a fidatgsion to engage in
CSP. | limited the sample to those observations over which | hadreaviestigated the
models in Table 19, in order to reduce other differences betwegriesa Thus Model
1 in Table 20 is run on the full sample of 9754 observations. Model 2 addINd use
stakeholder pressure and therefore the total number of observati@asiced to 9711.
Finally, in Model 4, the sample comprises only those observationsviicch the

variabledecision to engage in CS&kes on values of 1.

To test Hypothesis 9, | also introduced the role of stakeholder presstirens
as a relevant predictor of the decision of a firm to engage i CBe results of this
analysis are presented in Table 20. In Model 1 of Table 20, &texpéhe regression
analysis presented in Table 19 as a starting point to ebtaaliaple parameters over
which further investigation will proceed. In this model, Tobin’'s Qvagras the
dependent variable. As displayed, the co-efficient ofdeeision to engage in CSP
variable is negative and statistically signific§pt0.05) This result replicates the main
results shown in Table 19. In Model 2, | ran a probit estimation \Wwetdécision to
engage in CSPas the dependent variable and entered accepted and established
predictors of a firm’s decision to engage in CSP as com&ngdbles. In Model 3, |
introduced the role of stakeholder pressure as a relevant predifiton’s decision to
engage in CSP. As shown, the co-efficient of stakeholder pressuable is positive
and statistically significan{p<0.05) This indicates that the pressure on firm’s to
engage in CSP is indeed a factor in firms’ decision to pursuel qoaitormance.
Finally, In Model 4, | use the statistically corrected varidéhebdg which accounts for

the endogeneity of a firm's decision to engage in CSP and aetinthe correct
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relationship between CSP and CFP. This regression is estimatedomyethose
observations for which CSP data is available from KLD, i.e. obsensafor which
decision to engage in CSBkes on values of 1. The results of this regression show that
the co-efficient oflambdais positive and statistically significa(@<0.05) This means
that the relationship between CSP and CFP is indeed a positiveftenesample-
selection error is removed. Thus, Hypothesis 9 was supported ushg'sTQ as a
measure of financial performance.

| attempted to replicate these results with other indicatioperformance but the
results with Tobin’s Q as an indicator of financial performapoesent the clearest
picture of the dynamics of a sample selection problem in thetigegion of the CSP-
CFP relationship. In the next chapter, | discuss the resutiy @nalysis and how these
results relate to my theory and the broader investigation metadiationship between

CSP, stakeholder governance mechanisms and CFP.
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CHAPTER FIVE
DISCUSSION

In this dissertation, | looked deeper into the relationship betwedelsilder
pressure and CSP. | argued that one possible reason therembignity surrounding
this relationship could be the presence of intervening factois. fesearch questions
whether activism by shareholders directed at improving an org@emzasocial and
environmental performance meets its goals, i.e., improves the CBR®f(Sjostrom,
2008) . Results of such investigations are mixed and researchassvéadge that it is
difficult to observe direct changes in organizational behavior porese to stakeholder
activism, and compliance may take other forms (Lee, 2008). Ta betterstand the
outcomes of stakeholder pressure, | focused specifically on theofradakeholder
governance mechanisms. Departing from the various theoretical appsoased in
prior literature, | used an agency theory framework (DaviBh&mpson, 1994; Jensen
& Meckling, 1976) to hypothesize that pressure on firms to incréese social and
environmental performance is at least successful in achievingsal changes within
the firm concerning stakeholder governance mechanisms, if na@vauaithe ultimate
goal of improving CSP. To the best of my knowledge, this is thieginpirical study in
a US setting to investigate explicitly stakeholder governancgerktloutcomes of
stakeholder pressure, and to establish boundary conditions of this relationship.

The results demonstrate that stakeholder pressure is assodthtédenwquality
of overall stakeholder governance within the firm. In particular,Spresexerted by

stakeholders can be successful in pressuring the board of directoeate specialist
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committees to address the concerns of stakeholders. Strategie stioatars have long
acknowledged the power held by external constituents to influenceéustiluchanges
within the organization (Child, 1997). Institutional theorists too have steyhebe
possibility of organizations strategically complying with stakders’ demands without
sacrificing precious resources (Oliver, 1991). The findings inghidy are consistent
with these arguments. | find that pressure from stakeholdersaessiial in changing
the structure of stakeholder governance mechanisms. From an atigenaiz point of
view, response to stakeholder pressure comes in the form oflalésenal structures
that may be relatively less costly to change than improving CBEehwequires
discretionary spending and in turn raises costs (Friedman, 1970).

The results of the stakeholder pressure and overall stakehgddernance
relationship tests also reveal that stakeholder pressure isumdgssful in improving
weaknesses in stakeholder governance mechanisms, not in augmewmgagce
strengths. Stakeholder pressure had a positive impact on stakeholdgnagoe
weaknesses, but there was no association between stakeholder @edsstekeholder
governance strengths. This implies that firms react to stadkehptessure by focusing
only on areas of concerns within their stakeholder governance mgeisanlhese
results mirror the findings of the shareholder activism litgeain which researchers
found that stakeholder pressure was most successful in removing wsesknes
corporate governance mechanisms such as the existence of poiso(Gpiin &
Starks, 2007). Evidence from recent stakeholder proposal activityirelgmates that
firms are increasingly improving their environmental disclospiractices to pacify

concerned stakeholders (Kropp, 2011). Such acquiescence and promises
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improvements signals compliance to stakeholders who subsequentlyt@agridedraw

resolutions. Thus, while these results confirm the utility and sscoé stakeholder
activism in bringing about organizational changes, they also higlthghteality that
overall, stakeholder pressure may not induce more positive organizatianidrebut

rather a less negative one.

The tests of mediation concerning the stakeholder pressure andalS&P
confirm the theory presented in this dissertation. Stakeholder gowe mechanisms
do at least partially mediate the stakeholder pressure and €&Pnship and the
relative magnitude of the total effect that is mediated coulédddigh as 20%. To
recast, while changes in stakeholder governance mechanismsatagcount for all
the impact of stakeholder pressure on CSP, they at least chanmebttmt effect. In
light of these results, it may be useful to explore organizatistnattures related to
social issue handling when researching processes that leadhatiges in an
organization’s CSP. Much of the research on CSP antecedentstésedearound
organizational variables such as firm size, need for legitimacy andrelsmlrces (Chiu
& Sharfman, 2009). Inclusion of stakeholder governance mechanisms couilolyposs
provide additional explanations for why firms engage in CSP.

In this study, | contributed to both stakeholder theory and corporate gouerna
literatures. Corporate governance is more commonly referresl tloed'structures and
processes by which an organization's assets and activitiesvaergeen” (Hambrick,
Werder, & Zajac, 2008). The oversight of managerial activitiesosrgted in economic
assumptions that shareholders’ invested wealth needs to be protedtethaimized

because they are separated from the control of the corporatida Bé&teans, 1932;
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Shleifer & Vishny, 1997). Departing from traditional agencgaity arguments and
assumptions, | ascribe more importance to social issue shareharhdetise protection

and maximization of the “social wealth” generated within then.fiExisting research
building on stakeholder theory has attempted to impact corporate governance
mechanisms in order to harmonize them with the needs of socialshaveholders.

The results of this study confirm that stakeholder activisndyiehanges within the
stakeholder governance mechanisms within the firm which are digtme traditional
corporate governance mechanisms. This implies that in order tevacstakeholder-
centric goals, corporate governance could even be supplanted with stakebaotder
governance mechanisms.

In this dissertation, | also introduced the role of managers dsethdecision-
makers of the strategy involving CSP. Past research has sglyrieften assumed
away this important stakeholder within the organization when invéstig&SP as an
outcome. Drawing upon managerial discretion theory (Hambrick & Fsteal 1987) |
argued that the impact of managers on strategic decisigpecting CSP is stronger in
certain organizational and environmental contexts. To test thesethkgps, |
introduced contexts identified in prior research in which managerskaown to
exercise more discretion, as moderators of relationships betwsahalder pressure
and stakeholder governance mechanisms. The results indicate thdiyri oranagers
matter, but also they counteract the pressures exerted bhdties. In munificence
markets, managers possess greater managerial discretiomoanter stakeholder

pressure by thwarting improvements in weak stakeholder governaeckanisms.
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Social-issue proponents need to remain alert to the reality gtabreger management
may often not subscribe to the stakeholder point of view and may even “push back”.
The results of this study also inform empirical research on GB®-CFP
relationship. As explained in the dissertation, researchers hdieited substantial
interest in examining the CSP-CFP relationship and for th&lagears there seems to
have been a series of studies aimed at determining the exae ohthis relationship.
Based on empirical research on the topic, the dominant view hasatgdwibwards the
acceptance of a mild positive relationship between CSP and CHRKet al., 2003).
Concurrently, researchers have noted that the results derived fosh empirical
investigations may be suspect because researchers often usid anvanreliable
measures of CSP and CFP (Van Beurden & Gossling, 2008), failed twlcfumt
relevant variables (McWilliams & Siegel, 2000), and made weaknaggts of causality
leading to statistically incorrect estimates plus possilayéd inferences (Margolis &
Walsh, 2003; Post, Preston, & Sachs, 2002). To ensure that my adalysst suffer
from such problems | included all identified variables in economsatadels to avoid
endogeneity issues, maintained temporal separation between predictiepamtient
variables to avoid potential problems of reverse causality, and nuedlternate
explanations by using rigorous analytical techniques. Despite havirficiesuf
empirical power to detect and effect, the results of my igedsdin yielded a
statistically insignificant main effect of CSP on CFP. Tésuits do not change when |
use alternate measures of financial performance. In recesmircbs other scholars have

arrived at a similar conclusion. When subjected to a rigorous methockdlsgrutiny,
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the CSP-CFP relationship turns out to be a statisticallyniigignt one and not a mild
positive one (Garcia-Castro et al., 2010; Surroca, Tribé, & Waddock, 2010).

However, even recent research did not consider the possibility ofe$lodtsr
being impacted by a sample selection problem. In this study, kated the
endogeneity problem arising due to sample selection which is inherstudies which
use only those firms whose ratings are reported by KLD to tigats the CSP-CFP
relationship. The results in my dissertation indicate that tlagioeship between CSP
and market based financial performance is indeed positive amstici#ly significant
once sample selection bias is removed. To the best of my knowledysitly is the
first to draw researchers’ attention towards a possible sasefgetion bias that exists
in estimating the CSP-CFP relationship and the problem of genegalionclusions
based on studies of only those firms which are selected by KLEgort CSP
rankings. Future research would benefit from ensuring that sanapée not biased
before proceeding with an estimation of the CSP-CFP relationship.
Implications for Stakeholders

Stakeholders’ demands expressed through shareholder proposals comprise a
wide gamut but surprisingly, demands for the design and implementatgmveiance
mechanisms that align managers’ interests with those oélgssue stakeholders is
almost non-existent (Sjostrom, 2008). The results of this studyatedibat corporate
compliance takes many forms, one of which is the creation of stalezbu@ntric
governance mechanisms within the firm. In the absence of corenetence linking
stakeholder pressure with CSP, stakeholders desirous of achievigrggsr@n social

and environmental issues would perhaps be better served by tatpetiogation and
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change of governance structures within the firm to bring thelmenwith the interests
of stakeholders. Such stakeholder governance structures can in turmdmedgers
navigate the conflicting pressures of wealth maximizing sharehodshetsocial-issue
stakeholders.

Recent rule changes by the SEC allow stakeholders an unprecedéiace
over who to appoint to the board of directors of public corporations (H&lBsarman,
2010). Stakeholders should find themselves even more empowered to bringcdalut
change by advocating the appointment of stakeholder sympathetic members tath rela
gualifications to the board of directors. Such directors can in tofluence
organizational policy for the betterment of stakeholders by momgomanagerial
actions and ensuring that managerial motives are aligned with those of sdakehol
Implications for Managers

The results of this dissertation also has implications for geasaStakeholders
are key to the success of any organization (Greening & Turban,.208f)ted, the
modern corporation has come to ascribe an inordinate importance toh-wealt
maximization objectives, managers need to stay cognizant of #us 1€ social-issue
stakeholders. Eliciting positive inputs from important stakeholdsgaires addressing
those issues which are salient to stakeholders. Therefore, exegutiyeneed to check
the impulsive reaction of working against the will of stakeholdersni effort to retain
their own discretion (David et al., 2007) and allow structural changgsnwthe
organization that may facilitate stakeholder welfare.

Another implication for managers is that social and environmegaés have

gained widespread importance in the eyes of stakeholdeia@edsingly the board of
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directors is taking it upon themselves to oversee the organizatiofosrpance in these
areas. Many large US corporations have begun to institute goegermaechanisms
which are intended to safeguard stakeholder interests withifirtheAccording to a
recent report, formal board oversight of CSP exists at 65% of&Re180 and about a
fifth of the Russell 1000 member companies (Freeman & Bennette, Zd®rts are
increasingly advising organizations to drop a reactive stamck amlopt a more
integrated approach to CSP by including social-issue consaleyatn strategic
decision-making at the top of the organization (Spitzeck, 2010). Ansasietal
pressures, the board of directors could be compelled to couple CEQiwes or even
pay to not only the attainment of a financial competitive advantagealso the
achievement of social performance. Managers are therefdreadvesed to adopt a
proactive stance to handling social and environmental issues wighiotvn sphere of
influence.
Limitations and Directions for Future Research

In this study, | have used social-issue proposals to proxy &kelsblder
pressure though admittedly, stakeholders adopt a wide varietgssyses mechanisms.
Recent events lend credence to the notion that disenfranchisedhddtids adopt
activism through proposals as a means of voicing their opinions.ridieherom the
Gulf of Mexico affected by BP’s oil spill purchased shareshi corporation to be
eligible to participate in the annual shareholder meeting (Webic¥eigh, 2011).
Focusing only on stakeholder proposals therefore provides theoreticangmdcal
clarity to the arguments raised within this dissertation andethdts obtained from the

analysis respectively. However, generalization to outcomes of iofloemal means of
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stakeholder pressure should be treated with caution. Future reseatdhbenefit by
replicating this line of inquiry using the oft-researched informabns of stakeholder
pressure, such as boycotts, petitions and other social movements (Davis et al., 2005).

While | did find evidence of structural changes in the form xagtence of
committees and overall quality of stakeholder governance meashess, were no
statistically significant evidence of stakeholder pressuceeeding in appointing more
stakeholder sympathetic members to stakeholder committees. Mlpomgplanation
could be the lack of statistical power to detect the effeatal®e logistic regression
uses maximum-likelihood estimates, many researchers belatestich estimation
requires fairly large samples (Long, 1997). Future research doetekfit from
collecting more data and defining the stakeholder sympathetitoare more narrowly
to achieve more variance in the dependent variable. Another possimlitlyl be to
collect data at intervals so a more longitudinal sample can dostracted. A
compilation of committee composition over time would enable resear¢cbemodel
any effects of time trends on board composition. Recent rulegehdy the SEC
allowing stakeholders to directly appoint directors to the board beyanother
institutional change that may affect the phenomena.

| adopted the traditional agency-theoretic view of managers halmsggent
predilections than the shareholders of the firm. The creation kérsikler-centric
committees indicates at least some acceptance on the paanafers to stakeholder
demands. Prior research indicates that managerial actions domh&n of corporate
governance mechanisms may be only “window-dressing” to pladatkhslders

(Westphal & Zajac, 1998). Even in the face of shareholder actiwsanagerial
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response is “symbolic rather than substantive” (David et al., 2007: 98)eFesearch
could undertake an inquiry along similar lines based on the resuftéssalissertation.
For example, researchers could look in a more fine-grainednt@ynanagerial actions
of shaping stakeholder-centric governance structures in responstakeholder
activism. Research could explore whether such changes indeed syiefantive
improvements in corporate social performance or they are wtilbalic actions by
managers intended to deflect stakeholder demands.

Another limitation of this study is that the data used for armigstomprised of
only US firms. Future research could enhance the generalizabilitthe theory
presented in this dissertation by replicating it in other countwéhk different
institutional settings. A promising area of future research doalthe test of the theory
presented in this dissertation in countries which espouse relathaly stakeholder-
protective views and where managers exercise limited disereBecause of the
existing corporate laws, rules and regulations, stakeholder issuwesiemands are
different in the US than in other countries. Similarly, corporateeghance mechanisms
vary according to the constraints imposed due to country-level irstgutAguilera &
Jackson, 2003). Crossland and Hambrick (2007) find that manageriattidisctoo
varies across institutional contexts. For example, they find that ¢gountry such as
China which is known to espouse collectivist values (Redding, 1993), nmanage
exercise less discretion. If the results of replicated esudiary across different
discretion-limiting contexts, one could argue that there are iptaultboundary

conditions of the theory presented in this dissertation. Findingscbf ftudies could
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provide more insights into the success of activism on social igswserging market
contexts.
Conclusion

Past research has largely focused on improvements in C8R @stcome of
stakeholder activism. Because of mixed findings, researcheesiimplicitly assumed
that stakeholder activism is unsuccessful in bringing about chamgbs: the
organization. In this dissertation | focused on changes in stakehgtdernance
mechanisms within the firm as a possible outcome of stakeholds=upee | confirmed
that stakeholder pressure exerted through social-issue proposatsdiat corporations
results is associated with the existence of stakeholder-ceammenittees within the
board of directors, and improvements in weaknesses of stakeholdemayme
mechanisms. | also introduced the role of managers exercisiagtion of design and
change in stakeholder governance mechanisms. Managers exerigstiretion in
uncertain environments by blocking improvements in stakeholder goweernan
mechanisms. Stakeholder governance mechanisms partially méwkatelationship
between stakeholder pressure and CSP such that at least 20% ftédhis enediated.
In a re-investigation of the relationship between CSP and financial perfornhémaed
that once all methodological corrections are employed the CSP fiaadcial
performance relationship is statistically insignificant. Howelvevas able to confirm
that the relationship between CSP and market-based finandairpance suffers from
a sample-selection bias. Upon removal of this bias from es8mtite relationship

between CSP and market based financial performance turned out to be positive.
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