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On the Foundations of Corporate Social
Responsibility
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ABSTRACT

Using corporate social responsibility (CSR) ratings for 23,000 companies from 114
countries, we find that a firm’s CSR rating and its country’s legal origin are strongly
correlated. Legal origin is a stronger explanation than “doing good by doing well”
factors or firm and country characteristics (ownership concentration, political insti-
tutions, and globalization): firms from common law countries have lower CSR than
companies from civil law countries, with Scandinavian civil law firms having the
highest CSR ratings. Evidence from quasi-natural experiments such as scandals and
natural disasters suggests that civil law firms are more responsive to CSR shocks
than common law firms.

THE CLASSICAL VIEW IN FINANCE on modern corporations takes a shareholder
value maximization perspective, which holds that corporations are account-
able only to profit-maximizing shareholders, and apart from their contractu-
ally determined obligations, have no responsibility to serve other stakehold-
ers’ interests or to enhance society’s welfare (Friedman (1970), Bénabou and
Tirole (2010)). In reality, however, corporations often focus on objectives be-
yond profit maximization and participate in activities that improve other
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and Liège), EFMA 2014 Conference, 2014 China International Conference in Finance, Harvard
Business School Conference on Sustainability and the Corporation: the Big Ideas, Vigeo’s Cor-
porate Social Responsibility Conference ‘Assessing Corporate and Sovereign Intangible Capital’
(Paris), and the 2nd Geneva Summit of Sustainable Finance for helpful comments and suggestions.
All errors are our own.

DOI: 10.1111/jofi.12487

853

http://crossmark.crossref.org/dialog/?doi=10.1111%2Fjofi.12487&domain=pdf&date_stamp=2017-03-21


854 The Journal of Finance R©

stakeholders’ welfare, such as providing employee benefits, investing in
environment-friendly production processes, selecting suppliers that avoid the
use of child labor, and organizing projects to help the poor in less-developed
countries. Indeed, corporate social responsibility (CSR), a term frequently used
to describe such stakeholder-oriented behaviors, has increasingly become a
mainstream business activity (Kitzmueller and Shimshack (2012)). This raises
the question of why do some firms want to be socially responsible rather than
pure profit maximizers, and more importantly, why firms in some countries
engage in CSR to a greater extent than firms in other countries.

The common explanation for why companies invest in CSR is that doing so
enhances profitability and firm value,1 a relationship often referred to as “doing
well by doing good” (e.g., Dowell, Hart, and Yeung (2000), Orlitzky, Schmidt,
and Rynes (2003), Renneboog, Ter Horst, and Zhang (2008, 2011), Guenster
et al. (2011), Deng, Kang, and Low (2013), Flammer (2015), Krueger (2015),
Dimson, Karakaş, and Li (2015)). Other studies consider the inverse, that is,
“doing good by doing well,” by examining whether it is only well-performing
firms that can afford to invest in CSR (e.g., Hong, Kubik, and Scheinkman
(2012)). However, neither of these “doing good—doing well” arguments can
explain the cross-firm or cross-country variation in CSR. For instance, if on
average CSR enhances firm value, why do some companies adopt a CSR-
oriented strategy whereas others do so to a lesser extent, and why do com-
panies in some countries systematically invest more in CSR than companies in
other countries? In addition, these “doing good—doing well” arguments mostly
take CSR to be a voluntary initiative. Extant studies also usually take only
one perspective on CSR, such as employee satisfaction (Edmans (2011, 2012),
Edmans, Li, and Zhang (2014)), environmental protection (e.g., Dowell, Hart,
and Yeung (2000), Konar and Cohen (2001)), corporate philanthropy (e.g.,
Seifert, Morris, and Bartkus (2004), Masulis and Reza (2015), Liang and Ren-
neboog (2016)), or consumer satisfaction (e.g., Luo and Bhattacharya (2006),
Servaes and Tamayo (2013)), and test CSR relations for only one country (typ-
ically the United States). However, CSR spans multiple dimensions of firm
behavior and captures a firm’s effort to address various externalities that it
generates in the process of pursuing profit maximization (Tirole (2001)) that
are not internalized by shareholders (Magill, Quinzii, and Rochet (2015)). This
multidimensional and externality-driven nature of CSR suggests that it should
be fundamentally related to not only a firm’s own choice but also regulations,
institutional arrangements, and societal preferences. Moreover, beyond looking
at CSR as a mechanism to address externalities, we consider CSR as a more
fundamental tradeoff between a shareholder focus and an other-stakeholder
focus (at the firm level) (Ferrell, Liang, and Renneboog (2016)), as well as be-
tween rules and discretion by institutions governing economic life. Such trade-
offs, as we argue, hinge crucially on a firm’s explicit and implicit contractual

1 Bénabou and Tirole (2010, p. 2) define CSR as “sacrificing profits in the social interest.” Follow-
ing many other studies, here we adopt a broader definition of CSR that focuses on firm activities
that improve social welfare but not necessarily at the expense of profits (or shareholder value).
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environment, which is likely to be shaped by legal rules and enforcement mech-
anisms that differ across countries.

In this paper, we examine whether differences in CSR practices across coun-
tries can be explained by relating CSR to a country’s legal origin, which has
been shown to systematically shape various country-level institutions and
the firm-level contracting environment (Doidge, Karolyi, and Stulz (2007), La
Porta, López-de-Silanes, and Shleifer (2008)). In the context of CSR, a coun-
try’s legal regime determines how “public goods” should be provided by the
private sector (corporations): through regulations and rules, firm discretion,
or government involvement in business (Kitzmueller and Shimshack (2012)).
A country’s legal regime also shapes the explicit and (more often) implicit
contracts between shareholders and other stakeholders through its effect on
governance structures and the decision-making process.2 A common law origin
is a more discretion-oriented system that supports private market outcomes,
places fewer ex ante restrictions on managerial behavior (but discourages in-
appropriate or unacceptable behavior by relying on ex post sanctions such as
litigation or other judicial mechanisms), and favors shareholder protection. A
civil law origin, in contrast, is associated with state intervention in economic
life through rules and regulations (e.g., an ex ante delineation of acceptable
behavior) and a “stakeholder view” (La Porta, López-de-Silanes, and Shleifer
(2008), Allen, Carletti, and Marquez (2015), Magill, Quinzii, and Rochet (2015)).
The level of CSR in a country is therefore a result of both a governance tradeoff
concerning the rights and preferences of shareholders and other stakeholders,
and the form in which this tradeoff is made (i.e., by rules or discretion).

To empirically test the legal origin view of CSR, we employ several newly
assembled international databases on firm-level CSR that together cover more
than 25,000 large public companies around the globe. Our CSR data measure
corporations’ engagement in and compliance with environmental, social, and
traditional corporate governance (“ESG”) issues, where engagement refers to a
firm’s voluntary investment in CSR projects while compliance refers to behav-
ior that a firm is required or encouraged to follow.3 Engagement and compli-
ance activities across the different ESG dimensions capture various aspects of

2 For example, in Germany, corporations are legally required to take into account the interests of
employees through the system of codetermination, which requires that employees and shareholders
have an equal number of seats on the supervisory board (Allen, Carletti, and Marquez (2015)).
Moreover, the harmonization laws of the European Community include provisions permitting
corporations to take into account the interests of creditors, customers, potential investors, and
employees and the corporate laws in Japan presume that Japanese corporations exist within a
tightly connected and interrelated set of stakeholders, including suppliers, customers, lending
institutions, and friendly corporations (Donaldson and Preston (1995)).

3 For example, engagement in ESG may include a company’s voluntary R&D investment in an
environmentally friendly project (the “E” dimension), an employee training program designed to
increase employee welfare or productivity (the “S” dimension), or a voluntary increase in gender
and racial diversity of the board of directors (the “G” dimension). Compliance with ESG may
include following environmental regulations on CO2 emissions (the “E” dimension), guaranteeing
working conditions above the minimum requirements in factories located in developing countries
(the “S” dimension), or consulting investors on management compensation (say on pay) (the “G”
dimension).
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stakeholder issues.4 As our main focus is on nonfinancial stakeholders (stake-
holders other than shareholders, which are protected by corporate governance
mechanisms), our CSR samples mostly rely on the “E” and “S” dimensions,
giving little weight to the “G” dimension.

Using these comprehensive global CSR data, we find that legal origin appears
to be the strongest predictor of CSR adoption and performance at the firm level,
stronger than alternative factors such as political institutions, regulations, so-
cial preferences, and a firm’s financial and operational performance. Firms
with a common law origin score significantly lower on various CSR ratings
than civil law firms, while firms from the Scandinavian legal regime obtain the
highest scores on most of the CSR ratings. These results survive the inclusion
of a large set of country- and firm-level control variables and the use of dif-
ferent estimation methods such as Ordinary Least Squares (OLS), generalized
least squares (GLS), and random-effects ordered probit models. The results
are further supported by several quasi-natural experiments of global disasters
and scandals that shift societal demand for CSR that allows us to control for
country fixed effects to rule out alternative explanations based on country-level
channels. In these experiments, we find that firms in civil law countries are
more responsive to large natural disasters and industry scandals such as food
safety and oil spill pollution. Such responsiveness does not appear to be ex-
plained by changes in firms’ market shares. When we investigate a number of
economic mechanisms for the association between legal origin and CSR, we find
that firms in civil law countries face less shareholder litigation risk but more
regulations concerning stakeholder welfare, rely more on supermajority rules
among shareholders, and have stronger state involvement in their businesses,
all of which are strongly related to higher CSR scores. Overall, the results sug-
gest that there is a strong link between firm-level CSR and country-level legal
origin, which may help explain cross-country variation in CSR.

The paper proceeds as follows. Section I lays out the theoretical foundations
on the relation between legal origin and CSR. Section II describes the data and
empirical strategies. Section III presents empirical results from our baseline
models. Section IV presents additional evidence from disasters and scandals.
In Section V, we present evidence on the economic mechanisms behind our
main results. Section VI concludes.

I. The Legal Origins and CSR

Social arrangements between private citizens, corporations, and the gov-
ernment vary significantly across countries of different legal origin. La Porta,
López-de-Silanes, and Shleifer (2008) consider a country’s legal origin as the
style of social control behind its economic life. Common law countries rely more

4 Similarly, the European Federation of Financial Analysts Societies (EFFAS) interprets ESG
as the need to focus on: (1) energy efficiency, (2) greenhouse gas emissions, (3) staff turnover, (4)
training and qualification, (5) maturity of workforce, (6) absenteeism rate, (7) litigation risks, (8)
corruption, and (9) revenues from new products.
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heavily on private market outcomes. The idea is that, under perfect markets,
maximizing profit in the interest of shareholders leads a firm to act in the
best interest of all stakeholders such as consumers, workers, and shareholders
(Magill, Quinzii, and Rochet (2015)). In contrast, in civil law countries, the
state plays a stronger coordinating role in factor markets. These countries typ-
ically have stronger unions, which has led to, for example, stricter regulations
regarding dismissal or a wider scope of collective bargaining agreements (at
the industry level), as well as stricter consumer protection laws, which place
more restrictions on prices and regulate product markets to address various
stakeholders’ interests (Botero et al. (2004), Djankov et al. (2008), La Porta,
López-de-Silanes, and Shleifer (2008)).

In addition, countries under different legal regimes manage conflicts be-
tween firms, their suppliers, and their customers differently. Countries with a
common law origin rely to a greater degree on ex post settling up through judi-
cial mechanisms, whereas civil law countries rely more heavily on rules-based
mechanisms that restrict behavior ex ante (Enriques (2004), Cheffins and Black
(2006), La Porta, López-de-Silanes, and Shleifer (2008), Issacharoff and Miller
(2009), Cox and Thomas (2009), Gelter (2012)). The different balance between
rules and discretion in corporate decision making in civil versus common law
countries is likely driven by supply- and demand-side considerations, which
lead to predictions about differences in CSR activity across legal regimes. On
the supply side, CSR may arise as an alternative response to market failures
due to inefficient regulations (e.g., de Bettignies and Robinson (2015)). The fact
that a wide variety of stakeholders can more easily make claims, and benefit
from stronger protection, in civil law than in common law countries implies that
there may be less need for firms in civil law countries to behave in a socially
responsible way over and above meeting regulatory requirements, in which
case CSR strategies would be largely redundant in light of the constraints
and requirements already in place under the civil law regime. On the demand
side, the level of CSR in a country may reflect consumers’ and other citizens’
preferences for corporations to be altruistic and prosocial (Bénabou and Tirole
(2006, 2010)). Based on this demand-side view, the fact that civil law countries
have stricter regulatory protection of stakeholders may reflect stronger social
preferences, in which case we would expect stronger CSR behavior in civil
law countries because more is expected of firms in this environment. In sum,
CSR is likely to be an equilibrium outcome reflecting the demand for voluntary
“good behavior” and the availability, as well as efficacy, of substitutes for this
behavior. In this context, the relation between CSR and legal origin depends
on which set of forces (supply- vs. demand-side considerations) dominates.

The above tradeoff leads to empirical predictions on the underlying mech-
anisms that connect legal origin and CSR. In common law countries, CSR
adoption is determined largely by corporate discretion, whereas in civil law
countries, CSR adoption is determined by rules, which can be either explicit
(such as laws and regulations) or implicit (such as societal preferences). For
example, in civil law countries where the risk of shareholder litigation against
management or directors is lower, firms have more freedom to engage in CSR
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activities (which are often beyond regulation) (Enriques (2004), Cheffins and
Black (2006), La Porta, López-de-Silanes, and Shleifer (2008), Issacharoff and
Miller (2009), Cox and Thomas (2009), Gelter (2012)). Similarly, when a firm’s
decision-making process is ex ante insulated from the short-term pressures of
shareholders (for example, through the presence of a supermajority vote re-
quirement in the corporate charter or bylaws), the firm will be more willing to
engage in CSR activities, which are often more long-term oriented in nature
(Cremers and Sepe (2016)). Furthermore, CSR is expected to be more prevalent
under stronger regulations and government interventions on stakeholder is-
sues, as CSR could potentially “safeguard” a firm’s fiduciary duty as mandated
by law, with this function under different legal regimes again depending on the
relative supply- versus demand-side forces.

II. Data and Empirical Strategy

Detailed definitions and data sources for all of our variables are summarized
in Table I (for various CSR variables and sustainable country ratings) and
Appendix A (for explanatory variables).

A. CSR Data and Descriptive Statistics

In recent years, a variety of ESG indices measuring firm-level CSR perfor-
mance have been constructed using different rating methodologies (e.g., some
are based on a box-ticking approach—“compliance,” while others are based on
interpretative analysis—“engagement”). We have extensively discussed the re-
liability of these different ratings with practitioners, policy makers, and data
providers. Because of the concern that the “G” component of ESG measures
overlaps with traditional corporate governance issues, which are materially
different from the other stakeholder issues (Krueger (2015)), in this paper we
deliberately employ databases that minimize the weight on corporate gover-
nance issues while putting more emphasis on environmental and social issues.

Our main data on CSR performance come from Morgan Stanley Capital In-
ternational’s (MSCI) Intangible Value Assessment (IVA) database.5 The IVA
indices measure a corporation’s environmental and social risks and opportu-
nities, that is, large environmental and social externalities, the costs of which
the firm may be forced to internalize in the future. The ratings also take into
account the extent to which a company has developed CSR strategies designed
to manage its specific risks and opportunities. Such rating methods capture
both the legally mandated aspects (unanticipated costs associated with regu-
latory penalties and lawsuits) and voluntary aspects (risk management strate-
gies and strategies to capture potential opportunities) of CSR. Importantly,
companies are rated in comparison to their industry peers across international

5 In contrast to credit rating agencies, which are paid by the firms (whose products) they rate,
CSR rating agencies are financially independent from the rated firms and thus conflicts of interest
are largely avoided.
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On the Foundations of Corporate Social Responsibility 863

markets, and therefore a firm’s rating does not depend on the local environment
and rules. Companies with the best CSR “performance” (CSR score) within
its industry on a global scale are rated AAA (the top rating), while compa-
nies with the worst CSR performance are rated CCC (the lowest rating); the
remaining firms are rated AA, A, BBB, BB, and B. We convert these alpha
ratings to numeric scores from 6 to 0. Information needed to complete the IVA
ratings comes from several sources, including corporate documents (environ-
mental and social reports, annual reports, securities filings such as 10Ks and
10Qs, Web sites, etc.), environmental groups and other NGOs, trade groups
and other industry associations, government databases,6 periodical searches
(e.g., Factiva and Nexis), and financial analysts’ reports. Following a review
of various corporate documents, the MSCI analysts usually interview senior
executives at the companies, most often in the environmental area. When com-
paring companies, the data are normalized by the most relevant, available
factor, such as domestic sales or production. The ratings are available from
1999 to 2014,7 and cover over 23,000 large public companies (past and current)
in major equity indices worldwide, including all companies of the MSCI World
Index, the MSCI Emerging Markets Index, the MSCI US, Canada, United
Kingdom, Australia, and South Africa indices, the FTSE 100 and FTSE 250
(excluding investment trusts) indices, the ASX 200 Index, and the Barclays
Global Aggregate—Corporate Index. For this large sample with global cov-
erage, MSCI constructs 29 ESG categories,8 among which a few categories
such as Labor Relations, Industry-Specific Carbon Risk, and Environmental
Opportunity receive the highest weights in the global rating, while the weight
on traditional corporate governance is below 2%. The detailed composition of
the IVA ratings is shown in Table I. We triangulate our analysis based on
the IVA rating (the overall CSR rating) using the RiskMetrics EcoValue21
Rating and the RiskMetrics Social Rating (hereafter EcoValue Rating and
Social Rating), which capture the environmental and social aspects of CSR,
respectively.

6 Government databases include, for example, central bank data, U.S. Toxic Release Inventory,
Comprehensive Environmental Response and Liability Information System (CERCLIS), and RCRA
Hazardous Waste Data Management System. For European companies, many other information
sources are available.

7 There are two waves of IVA data: the first wave is from 1999 to 2011, and the second wave is
from 2011 to 2015. To match our financial data, we truncate the IVA ratings to 2014. The method
for calculating the overall IVA ratings is the same across the two waves. The first-wave data have
more detailed information on the ratings of the 29 sub-ESG categories.

8 A key ESG issue is defined as an environmental and/or social externality that has the potential
to become internalized by the industry or the company through one or more of the following triggers:
(1) pending or proposed regulation, (2) a potential supply constraint, (3) a notable shift in demand,
(4) a major strategic response by an established competitor, or (5) growing public awareness or
concern. Once up to five key issues have been selected, analysts work with sector team leaders to
make any necessary adjustments to the weights in the model. Each key issue typically comprises
10% to 30% of the total IVA rating. The weights take into account the impact of companies, their
supply chains, their products, and the financial implications of these impacts. For each key issue,
a wide range of data is collected to address the question: “To what extent is risk management
commensurate with risk exposure?”
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Our main sample comprises 403,633 firm-time observations from 114 coun-
tries that span 123 industries (based on MSCI’s industry classification). We
employ other CSR indices provided by various ESG rating agencies with a
global scope to cross-validate our results. These indices include Vigeo’s corpo-
rate ESG ratings and Thomson Reuters’s ASSET4 ratings. The country cover-
age and number of observations are shown in Appendices B to D. In contrast to
the MSCI IVA data, which focus on engagement (developing strategies to man-
age risks and opportunities), the Vigeo ESG data are more CSR compliance-
oriented as they apply a check-the-box approach to rate firm- and country-level
compliance with the conventions, guidelines, and declarations of international
organizations such as the United Nations, International Labor Organization,
and Organization for Economic Co-operation and Development (OECD).

B. Methodology

As the IVA ratings measuring a company’s ESG performance are integers
ranging from 0 to 6 and are not normally distributed, we first use the non-
parametric Wilcoxon rank-sum (Mann-Whitney) test in a univariate analysis
that compares median ESG values across different legal origins and between
capitalist and socialist countries. We then apply reduced-form regressions to
analyze the association between a company’s CSR and its country’s legal origin,
political institutions, social preferences, and corporate characteristics (includ-
ing financial performance). Given that some of our key explanatory variables
(e.g., legal origin) are time invariant and we would like to draw inferences
on the population, we use random-effects models in this panel setting. We
conduct our estimations using OLS, random-effects GLS, and random-effects
ordered probit models. The latter are estimated by means of maximum likeli-
hood and consider the discrete, ordinal nature of the ratings and rating changes
in a panel data setting (the same method has been used in, e.g., Alsakka and
Gwilym (2010)). The general specification can be expressed as:

y∗
it = αt + β ′Legalc + δ′Xit + γ ′Zct + εit, (1)

where Legal is a vector of different types of civil law origin, Xit is a vector of
firm-level financial and governance variables, and Zct is a vector of country-level
control variables. Except for legal origin, all of the variables are time-variant
in nature. Note that i, t, and c denote firm, time, and country, respectively.
The dependent variable, y∗

it, is the firm-level CSR rating. In the case of ordered
probit models, y∗

it is an unobserved latent variable linked to the observed ordinal
response categories yit:

yit =

⎡
⎢⎢⎢⎢⎢⎢⎢⎢⎣

0 if y∗
it ≤ μ1

1 if μ1 < y∗
it ≤ μ2

2 if μ2 < y∗
it ≤ μ3

3 if μ3 < y∗
it ≤ μ4

4 if μ4 < y∗
it ≤ μ5

5 if μ5 < y∗
it ≤ μ6

6 if μ6 < y∗
it

⎤
⎥⎥⎥⎥⎥⎥⎥⎥⎦

. (2)
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The μ’s represent thresholds to be estimated (along with the coefficients
β and γ ) using maximum likelihood estimation, subject to the constraint that
μ1 < μ2 < μ3 < μ4 < μ5 < μ6.

We also run a few quasi-natural experiments on some (largely) exogenous
shocks to CSR demand and examine the differences in response by legal regime
using OLS estimation while controlling for country, industry, and year fixed ef-
fects. Controlling for country fixed effects in the quasi-natural experiments
enables us to rule out alternative explanations based on other country-level
factors such as ideologies, cultures, and social norms. In these quasi-natural
experimental settings, we also investigate changes in market share to disen-
tangle them from possible consequences induced by legal origin. Furthermore,
we explicitly include several institutional and governance variables to explore
potential mechanisms linking a firm’s CSR and its country’s legal origin in a
two-stage setup.

C. Variables

In our main analysis, the dependent variable in equation (1) is the over-
all IVA rating, which aggregates all environmental and social dimensions of
CSR after converting them to ordered integer scores ranging from 0 to 6. In
robustness tests, we use individual dimensions of the IVA rating as alterna-
tive dependent variables, as well as the CSR ratings from two alternative CSR
samples—Vigeo and ASSET4—which are normalized ratings ranging from 0
to 100. Explanatory variables in the main analysis are as follows.

C.1. Legal Origin

Our main explanatory variable is legal origin, which captures the legal tra-
dition of the country in which the firm is headquartered. Following La Porta
et al. (1998), La Porta, López-de-Silanes, and Shleifer (2008), Djankov et al.
(2008), and Spamann (2010), we classify legal traditions into five categories, as
denoted by the following dummy variables: English Common Origin, French
Civil Origin, German Civil Origin, Scandinavian Civil Origin, and Socialist
Origin (both current and former socialist countries). In robustness tests, we re-
classify current and former socialist law countries into their presocialist legal
origin (either French civil law or German civil law).

C.2. Political Institutions

We use several country-level variables to capture the effects of political in-
stitutions, which may both shape and reflect social preferences for CSR. First,
we include Political Executive Constraints, developed by Polity IV, to proxy for
the constraints on expropriation by the political elites. As Glaeser et al. (2004)
explain, “[Political executive constraints] is the only measure that is clearly not
a consequence of dictatorial choices, and [ . . . ] can at least loosely be thought
of as relating to constraints to government” (p. 282).
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Second, we include Corruption Control, which measures the extent to which
politicians are constrained from pursuing their self-interest (through corrup-
tion). While other political variables capture democracy and aggregate so-
cial (stakeholder) preferences, we focus on limits to corruption because they
are most closely connected to North’s (1981) conception of institutions as
“constraints.”

Third, we include a country’s Regulatory Quality from the World Bank to
proxy for the government’s effectiveness in addressing social responsibility and
market externalities in implementing policies and regulations that promote
private sector development. CSR investment may be supported or limited by a
country’s regulatory environment.

In robustness tests, we also control for a country’s capitalist model using
the Heritage Index of Economic Freedom (Economic Freedom Index), which
consists of a broad series of subindices measuring different aspects of govern-
ment interference in business activities, such as government spending, fiscal
freedom, business freedom, labor freedom, and monetary freedom. Not surpris-
ingly, these subindices are highly correlated with one another, and thus we only
include the overall score as a control, rather than the individual subindices. In
unreported regressions, we also include the subindices in the regression one at
a time; the results for our key explanatory variables do not change.

C.3. Blockholder Ownership

Including different types of blockholder ownership in our model is important
as different ownership types reflect different investor preferences. In particular,
different types of blockholders may favor different CSR policies and can use
their voting power to implement those policies. Blockholders are defined as
investors who hold more than 5% of the company’s total shares. We classify
their ownership stakes into Government Held Shares, Corporation Held Shares,
Pension Fund Held Shares, Investment Company Held Shares, Employee Held
Shares, Other Holdings, and Foreign Held Shares. The sum of all blockholder
ownership stakes equals a company’s Total Strategic Holdings. The remaining
holdings comprise Free Float Shares.

C.4. Firm-Level Financial Variables

A standard control variable is Firm Size, measured by the (logarithm of)
total assets of the company. To capture the “doing good by doing well” effect,
we also control for firm performance as proxied by the return on assets (ROA).
In robustness tests, we add the market valuation of the firm, which we capture
using Tobin’s Q (market-to-book ratio of assets, MTB Assets).

C.5. Other Country-Level Controls

In equation (1), we further control for a country’s level of economic devel-
opment using the (logarithm of) GDP per capita (Ln (GDP Per Capita)) and
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On the Foundations of Corporate Social Responsibility 867

Figure 1. Corporate social responsibility and legal origin by country.

a Globalization Index. GDP per capita captures income and wealth effects, as
people in richer countries are more likely to care about sustainability, whereas
those in poor countries are more worried about daily economic survival. The
globalization index captures the spillover of CSR standards across countries, as
corporations in more globalized countries are under greater pressure to com-
ply with international conventions and principles that prescribe acceptable
corporate social conduct.

From Vigeo, we also obtain country-level sustainability ratings that comprise
the ESG scores of more than 170 sovereign countries. These ratings are based
on the analysis of more than 130 CSR risk and performance indicators in three
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domains: (1) environmental protection, (2) social protection and solidarity, and
(3) rule of law and governance. By supplementing our firm-level CSR ratings,
these country-level ESG ratings give a more comprehensive picture of social
responsibility and stakeholder orientation around the world.

III. Results

A. Descriptive Results

We first plot in Figure 1 (Panel A) the distribution of country-level sustain-
ability ratings on a world map using the adjusted Vigeo sustainability ratings.
Ratings are rescaled to eight categories representing the degree of a country’s
sustainable development in terms of environmental responsibility, social re-
sponsibility, and institutional responsibility (rule of law and governance), with
darker shading indicating a higher rating. In Figure 1 (Panel B), we plot the
distribution of legal origins around the world. As can be seen comparing the
two panels, countries with a higher social responsibility (sustainability) rat-
ing are more likely to be civil law countries than common law countries, with
Scandinavian countries having the highest scores.

We turn the above color maps into numbers in Table II, but here we use
firm-level CSR data and compare the mean CSR ratings for countries belong-
ing to different legal origins. In addition to the overall CSR rating (IVA Rating)
and two general ratings on environmental and social policies (EcoValue Rat-
ing and Social Rating), we also report results for the various components of
the CSR subcategories, which represent benefits for different types of stake-
holders.9 The variance of the ratings is shown in parentheses. Comparisons
of the means of the CSR indices across legal origins show that firms under
the English common law system have lower CSR scores along most ESG di-
mensions than those under civil law systems. Firms from the Scandinavian
and German legal origins have higher CSR scores than those from the En-
glish common law system, especially in terms of environmental issues, as indi-
cated by EcoValue Rating and the subcategories Environment, Environmental
Management Capacity, Environmental Opportunity, Industry-Specific Carbon
Risk, Environmental Strategy, Environmental Management Systems, Environ-
mental Accounting Reporting, Certification (e.g., ISO14000), etc. Among social-
and labor-related issues, firms with a French legal origin assume more CSR
than those with an English or German legal origin, as can be seen from
the scores on Social Rating and the subcategories Human Capital, Stake-
holder Capital, Employee Motivation and Development, Labor Relations, Health
Safety, Customer Stakeholder Partnerships, Human Rights Child and Forced

9 For example, the CSR benefits for shareholders and creditors can be inferred from Strategic
Governance, Strategic Capability and Adaptability, Traditional Governance Concerns, etc. CSR
benefits for employees—the recognition of human capital—are captured by Employee Motivation
Development, Labor Relations, Health and Safety, etc. The benefits for customers are summarized
by the categories Customer Stakeholder Partnerships, Intellectual Capital and Product Develop-
ment, Product Safety, etc. Environmental issues are crucial to all types of stakeholders.
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Labor, etc. The English common law system has higher scores than civil law
systems in the domain of the firm’s interactions with local communities and
traditional corporate governance concerns. Companies with a socialist legal
origin have the lowest levels of CSR across the board.

We further compare differences across legal origins for various aspects of
CSR using a nonparametric test (Wilcoxon rank-sum (Mann-Whitney) test).
Table III shows that the differences in ESG performance (overall and by com-
ponent) are highly statistically significant across legal families, and that civil
law countries consistently score higher than common law countries along all
ESG subfields. Among the civil law countries, we find that firms in coun-
tries with a German legal origin have higher CSR scores than their coun-
terparts with a French legal origin in terms of environmental policy (Eco-
Value Rating, Industry-Specific Carbon Risk, and Environmental Opportu-
nity), but the French legal origin firms have higher CSR scores in terms of
social issues and labor relations than German legal origin companies. Fi-
nally, firms from capitalist economies attach more attention to ESG issues
than those from current and former socialist countries (Russia, China, and
some Eastern European countries). Overall, the descriptive results suggest that
there are systematic differences in various ESG ratings across different legal
origins.

B. Main Results

We now turn to regression analysis to formally test the relation between
CSR and legal origin as well as other country- and firm-level characteristics.
In Table IV, we present results using different estimation methods. Column (1)
reports OLS results using the baseline set of control variables. Column (2)
uses the same variables as in column (1) but the model is estimated by GLS.
Columns (3) to (5) extend the GLS model by including additional control vari-
ables. Columns (6) and (7) report results obtained using random-effects ordered
probit models (with some control variables missing due to convergence in max-
imum likelihood estimations). The dependent variable in all regressions is the
overall IVA rating at the firm level, which is a proxy for a company’s engagement
in and compliance with various environmental and social issues. Following La
Porta et al. (1998), La Porta, López-de-Silanes, and Shleifer (2008), Djankov
et al. (2008), and Spamann (2010), we take the English common law origin as
our benchmark and therefore omit it from the models, and we exclude former
and current socialist countries, which, as Aghion et al. (2010) argue, are in
transition and not in equilibrium.10 Only in a robustness test do we include
the socialist countries and recategorize them according to their presocialist le-
gal origin (either German civil law or French civil law) (see, e.g., column (7)).

10 This is confirmed by consistent CSR underperformance of firms in (current or former) socialist
countries, which are still under an autocratic or dictatorial regime. We exclude these countries from
the sample used in our main specification, focusing on differences between common law systems
and civil law systems (and their subsystems).
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We include industry and year fixed effects, and cluster standard errors at the
country level in all estimations.

Several important observations can be made. First, the coefficients on the
French, German, and Scandinavian civil law origins are positive and statisti-
cally significant across all specifications, regardless of the estimation method
used. The results further imply that on average firms under a civil law system
have a higher CSR score than those under the English common law system.
The economic effects are substantial: on average firms in civil law countries
have a 7% higher CSR score (or a half-grade on a 0 to 6 scale) than firms in
common law countries (columns (1) and (2)). The difference is even larger—at
more than 14%, or 0.85 to 1 of a grade—when we add more control variables
such as a firm’s investment opportunities (market-to-book ratio), the firm’s de-
gree of shareholder orientation (Anti-Director Rights Index), and the economic
freedom index capturing the degree to which the country follows a capitalist
model (column (5)). Taken together, the results support that civil law firms
score significantly higher than common law firms on the overall IVA index. The
legal origin theory in the law and finance literature argues that common law
(French civil law) countries generally have the strongest (weakest) investor pro-
tection, financial development, and economic efficiency (La Porta et al. (1998),
La Porta, López-de-Silanes, and Shleifer (2008)). Our findings echo this theory
and are consistent with the prediction under the demand-side story that higher
CSR reflects stronger social preferences for stakeholder claims in civil law
countries.

The second main observation from Table IV is that political institutions—
Corruption Control, Political Executive Constraints, Regulatory Quality, and
Economic Freedom Index (the type of capitalist model)—are not strongly asso-
ciated with firm-level CSR. GDP per capita is not a predictor of CSR, whereas
a country’s degree of globalization (whose correlation with the legal origins
dummies is low (below 20%)) is a strong predictor of firm-level CSR: companies
in more open and globalized economies have higher CSR scores.11

Looking at the firm-level variables, Table IV shows that firm size is strongly
related to CSR performance: on average larger firms invest more in CSR. The
coefficients on ROA are positive and significant in most specifications, in line
with the “doing good by doing well” hypothesis. Market valuation (Tobin’s Q)
is not strongly related with CSR, except in specification (7). We also find that
on average a firm that has stronger investor protection (a high score on the
Anti-Director Rights Index) invests more in CSR.

11 Before we conducted the regression analysis, we checked the correlations between different
explanatory variables to determine whether multicollinearity is a concern, but this is not the
case. For example, the correlations between Ln(GDP per capita) and the legal origin dummies
French Civil Origin, German Civil Origin, and Scandinavian Civil Origin are 30.2%, 8.7%, and
9.2%, respectively, and the correlations between Political Executive Constraints and the regulatory
constraint and corruption control measures are 35.6% and 32.1%, respectively.
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C. Robustness Tests

C.1. Alternative Theories

As La Porta et al. (1998, 1999) state that legal origin may shape the own-
ership structure of a company, we examine whether the relation between CSR
and legal origin captures the effect of a firm’s ownership structure. To do so,
we add to the benchmark GLS model (model (2) of Table IV) total ownership
concentration and the ownership share held by different types of sharehold-
ers. The results are reported in Panel A of Table V. We find that both the
statistical and economic effects of legal origin hold after including the various
ownership variables. Furthermore, the coefficients on the ownership variables
themselves are mostly insignificant. Therefore, the percentage stakes in the
hands of different blockholders are not likely to be proxies for legal origin.

One criticism of the legal origin theory is that legal origin dummies are prox-
ies for national culture and values, which have been shown to be strongly re-
lated to economic outcomes (Stulz and Williamson (2003), Guiso, Sapienza, and
Zingales (2006), Tabellini (2010)). To address this concern, we follow La Porta,
López-de-Silanes, and Shleifer (2008) and control for religion as well as the Hof-
stede cultural dimensions, which are widely used cultural indices that capture
social attitudes and norms (Hofstede and Hofstede (2005)). The six cultural
indices comprise Power Distance, Individualism, Masculinity, Uncertainty
Avoidance, Pragmatism, and Indulgence (for definitions, see Appendix A).
In addition, in line with the Weber thesis that differences between Protes-
tantism and Catholicism in terms of work and social ethics have affected capi-
talist development and corporate growth (see Iannaccone (1998) for an overview
of the economics of religion), we include the binary variable Protestant, which
captures whether a country has a Protestant majority. The results are reported
in Panel B of Table V. Again, the cultural and religion variables do not make
much of a dent in the explanatory power of legal origin, and the explanatory
power of the cultural variables themselves is statistically insignificant, weak,
or not persistent. We therefore conclude that the cultural explanation does not
hold.

C.2. Alternative Dependent Variables

As mentioned above, we obtained the IVA data in two waves: the first wave
spans the period 1999 to 2011, and the second wave spans 2011 to 2014. The
overall IVA rating that we use in the above tests combines the IVA ratings from
the two waves, but we also have ratings for different dimensions of CSR for
the first wave. Thus, in additional robustness checks, we repeat the baseline
tests but replace the dependent variable in Tables IV and V—the overall IVA
rating—with (i) the general IVA scores for each of the two waves (models (1)
and (4) of Table VI) to shed light on whether possible changes in CSR mea-
surement methodology affect the results, (ii) environmental scores capturing
a CSR focus on various ecological targets and efficiency (Environmental Score
for the 2011 to 2014 wave in model (2), RiskMetrics EcoValue Rating for the
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1999 to 2011 wave in model (5), Opportunity in Cleantech in model (8), En-
vironmental Opportunity Factors in model (11), Sustainability Risk in model
(12), Industry-Specific Carbon Risk in model (13), Environmental Strategy in
model (14), Environmental Management Systems in model (15), Environmental
Accounting Reporting in model (16), Environmental Training and Development
in model (17), Environmental Strategic Competence in model (19), and Envi-
ronmental Performance in model (20)), and (iii) social scores capturing a CSR
focus on employees, customers, suppliers, and the community at large (Social
score for the 2011 to 2014 wave in model (3), RiskMetrics Social Rating for
the 1999 to 2011 wave in model (6), Labor Relations in model (9), and Product
Development, Safety, and Materials in models (7), (10), and (18)). The results in
Table VI reveal that the wave-specific IVA scores and the various environmen-
tal and social indices are strongly and consistently correlated to legal origin.
Moreover, we confirm that, relative to firms with English legal origin, firms
from civil law countries have higher CSR scores. In 18 of the 20 models (the
exceptions being models (2) and (9)), firms with a Scandinavian legal origin
have the highest CSR scores.

C.3. Alternative CSR Samples

Another concern with our main analysis could be that our finding that civil
law firms have higher CSR ratings than their common law counterparts is
driven by our CSR data. Although we have shown that the results hold across
specifications with different dependent variables, such similarity could be due
to the fact that the different dependent variables are based on similar rating
methodologies (developed by MSCI). To address this concern, we repeat our
main tests using two alternative CSR samples with global coverage: (i) Vi-
geo’s corporate ESG (panel) data, which cover the environment, human rights,
human resources, business behavior (customers and suppliers), community
involvement, and corporate governance, and (ii) Thomson Reuters’ ASSET4
(panel) data, which comprise a company’s engagement in and compliance with
environmental and social aspects.12 Table VII shows that that our previous re-
sults largely survive: firms with a civil law origin continue to have higher CSR
scores than those with a common law origin. The only exception is in model (6),
where Corporate Governance is the dependent variable: the three civil law dum-
mies have a negative sign, indicating that firms with an English legal origin
have higher corporate governance scores than firms with a French or German
legal origin. This finding is not unexpected in light of extant empirical evi-
dence, as this Vigeo subindex measures traditional governance concerns that
focus on shareholder protection (rather than stakeholder protection). The fact

12 ESG information is available for more than 4,300 global companies based on more than 250
key performance indicators and more than 750 individual data points covering every aspect of
sustainability reporting. The sample includes MSCI World, MSCI Europe, STOXX 600, NASDAQ
100, Russell 1000, S&P 500, FTSE 100, ASX 300, and MSCI Emerging Market. On average,
10 years (from 2002) of history is available for most companies.
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that firms with a common law origin have a stronger shareholder orientation
(i.e., stronger corporate governance) is indeed consistent with the traditional
law and finance view. In sum, the results across our various robustness tests
support the demand-side prediction that firms in civil law countries invest
more in CSR.

IV. Evidence from Scandals and Disasters

The results so far show that there is a strong and consistent correlation
between a firm’s level of CSR investment and its country’s legal origin, with
civil law firms investing more in CSR than common law firms. This is an
average effect. Based on the demand-side arguments, a potential reason why,
on average, firms in civil law countries have higher levels of CSR investment
than firms in common law countries may be that they are more responsive
to the change in the demand for CSR. This argument describes a marginal
effect. To examine the role of a “responsiveness” channel, we conduct several
quasi-natural experiments of “shocks” to CSR demand. Doing so also allows us
to control for country fixed effects (to take into account the influence of time-
invariant country-level factors) while still examining the effects of legal origin
by means of interaction terms. We estimate these tests using a differences-in-
difference (DiD) approach. In general, a DiD estimation can be specified as:

CSRict = Ac + Bt + Cs + βXict + γ Ilt + εict, (3)

where Ac, Bt, and Cs are country, year, and sector (industry) fixed effects,
respectively, Xict are the relevant firm- and country-level controls, Ilt is the
interaction between legal origin (civil law) and the year dummy such that the
estimated impact of legal origin (civil law in year t) is captured by the OLS
estimate γ̂ , and εict is an error term. Standard errors are clustered across firms
and over time to account for serial and cross-sectional correlations.

We conduct three quasi-experiments related to unexpected corporate scan-
dals or natural disasters, which, as we argue, move firms in the relevant in-
dustries “out of equilibrium” and magnify the costs and benefits of different
legal regimes. We deliberately choose shocks that had a huge global impact
so that we can make comparisons across legal regimes. These shocks include
the Chinese milk scandal in November 2008, the Deepwater Horizon oil spill
in March/April 2010, and the Asian earthquake and tsunami in December
2004. We distinguish two responsiveness channels of CSR. One is a consumer
channel, whereby the unexpected shocks trigger shifts in consumer demand
and changes in firms’ market share that force companies to adjust their CSR.
The other is a legal channel, whereby firms in a more CSR-friendly legal envi-
ronment (stronger stakeholder orientation in the spirit of the law) tend to be
more responsive to shocks and supply more social goods. In our analyses be-
low, we try to disentangle these two channels. We use the ASSET4 sample for
these analyses because it has detailed sub-CSR scores for items such as cash
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donations and spill and pollution controls, which directly correspond to each of
the shocks considered.

A. The Chinese Milk Scandal and Product Responsibility

The 2008 Chinese milk scandal was a food safety incident in China involving
milk and infant formulas as well as other food materials and components that
had been adulterated with melamine. Twenty-two Chinese diary companies,
including market leaders such as Mengniu, were reported to have contaminated
products. By November 2008, China reported an estimated 300,000 victims,
with six infants dying from kidney stones and other kidney damage, and an
estimated 54,000 babies hospitalized. The World Health Organization referred
to the incident as one of the largest food safety events it had faced in recent
years. The incident raised severe concerns about food safety, not only in China
but all over the world, as many food manufacturing and processing companies
import food materials and components from China or have foreign operations
in China. The European Union, European Commission, and the U.S. Food and
Drug Administration all tightened food safety checks and regulations in the
wake of this incident.

The Chinese milk scandal also raised food-related companies’ awareness
about their responsibility to ensure their product safety. We therefore use the
Product Responsibility rating of ASSET4 to compare companies’ reactions—
across legal regimes—in terms of improving their own product safety as mea-
sured by their product responsibility scores. We exclude Chinese firms from
the sample to avoid the (expectedly strong) local impact on our international
results. Column (1) of Table VIII presents the results. The DiD estimator is
the coefficient on Civil Law × Post-2009. The coefficient is positive and sta-
tistically significant with a nontrivial economic magnitude, indicating that on
average food-related companies in civil law countries improved their prod-
uct responsibility performance by more than 5% (a coefficient of 5.344 on a
scale of 100) in relation to firms in common law countries. As a robustness
check, we run the same regression on the product safety rating from the IVA
sample. As can be seen in column (2) of Table VIII, the coefficient on Civil
Law × Post-2009 is still positive and significant. Given that the IVA rat-
ing is on a scale of 0 to 10, the economic magnitudes are similar across the
two regressions (5% to 7%). Taken together, the results point to a higher re-
sponsiveness of firms in civil law countries following this food product safety
scandal.

B. The Indian Ocean Earthquake and Corporate Donations

The 2004 Indian Ocean earthquake and tsunami was one of the deadliest
natural disasters in recorded history. On December 26, 2004, an undersea
megathrust earthquake triggered a series of devastating tsunamis along the
coasts of most landmasses bordering the Indian Ocean, killing over 230,000
people in 14 countries and inundating many coastal communities. The plight
of the people affected prompted a worldwide humanitarian response. In all,
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the worldwide community donated more than $14 billion in humanitarian aid;
while some funds came from national governments, most were corporate cash
donations.

While corporations regularly donate money in normal times, the earthquake
and tsunami led to a surge in corporate donations as part of the relief ef-
fort. Godfrey (2005) and Patten (2008) argue that philanthropic giving (as
a response to disasters) is perceived as a genuine manifestation of a firm’s
underlying social responsiveness. We therefore compare cash donations (in-
cluding both direct cash giving and cash giving via a corporate foundation)
made in 2005, right after the disaster, by corporations in our sample. We cal-
culate corporate cash donations following the standard approach as in Masulis
and Reza (2015), and focus on cash donations as a proportion of total cash:
Ln(1 + cash donations/total cash) × 103. Column (3) of Table VIII reports the
results from this experiment with the same control variables as before. Here,
the coefficient on Civil Law × Year 2005 is the DiD estimator. The reason
for interacting the civil law dummy with a year dummy rather than with a
postdisaster dummy (e.g., Post-2005) is that, unlike the food scandal, which
likely shifted CSR demand and had lasting effects on corporate CSR policies,
donations are disaster-specific and are made only in the year of or following
a disaster, rather than in all subsequent years. (Below, in a placebo test, we
examine the role of donation timing). Again, the interaction coefficient is pos-
itive and statistically significant, indicating that firms in civil law countries
donated on average more money than those in common law countries right
after the Asian earthquake disaster. This finding suggests that a firm’s under-
lying social responsiveness (as manifested by philanthropic giving after natural
disasters) is stronger in civil law countries than in common law countries.

C. The Deepwater Horizon Oil Spill and Corporate Environmental Concerns

The Deepwater Horizon oil spill, also known as the BP oil disaster, began
on April 20, 2010 in the Gulf of Mexico on the BP-operated Macondo Prospect,
as a result of the Deepwater Horizon oil rig exploding and sinking. This in-
cident is considered the largest accidental marine oil spill in the history of
the petroleum industry. The spill had a severe environmental impact. The
U.S. government estimated the total discharge at 4.9 million barrels (210 mil-
lion U.S. gallons, or 780,000 m3), which directly polluted 68,000 square miles
(180,000 km2) of ocean and had a devastating effect on marine life in the
Gulf.

The Deepwater Horizon oil spill was an environmental shock to all energy-
related industries in terms of the environmental consequences of their produc-
tion and operations. We therefore compare, across legal regimes, corporations’
environmental CSR activities after the oil spill. Using the detailed CSR in-
dices of ASSET4, we measure a company’s environmental CSR investment
with three variables most closely related to oil spills and pollution controls
under the ASSET4 environment classification, all of which are on a scale of
100: (1) Spill and Pollution Control, which captures a company’s direct risk
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management policies related to oil spills and pollution, (2) Environmental R&D
Spending, which captures a company’s efforts in developing new technologies
that are more environmentally friendly, and (3) Clean Energy Products, which
captures whether a company substitutes its energy-intensive products with
products using new technologies and clean energies. Columns (4) to (6) of Table
VIII report the results using similar tests as in columns (1) and (2), except that
the DiD estimator is now the coefficient on Civil Law × Post-2010. The coeffi-
cients on the three environmental performance variables are all positive and
statistically significant, indicating that on average energy-related firms in civil
law countries upgraded various aspects of their environmental performance—
by strengthening their spill and pollution controls, investing more in envi-
ronmental R&D, and developing more clean-energy products—by 7% (7-grade
increase on a 100-point scale) relative to energy-related firms in common law
countries. In a robustness check we interact the civil law dummy with the
year 2010 dummy (columns (7) to (10)), and find similar results, both statisti-
cally and economically. Taken together, these results suggest that companies
from different legal regimes respond differently to the oil spill shock, with such
differences in responses both immediate and persistent over time.

D. Placebo Tests

We conduct several placebo tests on alternative industries and event years
for the scandals and disasters analyzed above to rule out potential industry-
and year-specific confounding effects. For the food scandal, we estimate identi-
cal models for several nonfood industries (including the oil and gas industry).
Similarly, for the oil spill disaster, we estimate identical models for several
nonoil-and-gas industries (including the food industry). The alternative indus-
tries other than the food and the oil and gas industries include software and
IT services, professional and commercial services, and financials. For the In-
dian Ocean earthquake and tsunami disaster, which triggered corporate dona-
tions from firms across all industries, we rerun the model for alternative years
during our sample period. The results for these placebo tests are reported in
Table IX, with Panels A and B presenting results for product responsibility
and environmental performance ratings in alternative industries after the food
scandal and the oil spill disaster, respectively, and Panel C presenting results
on corporate donations for alternative years. We find that the milk scandal had
no impact on nonfood industries for firms in civil law countries, as the coef-
ficients on interaction Civil law × Post-2009 are not statistically significant.
This finding supports the results presented in Table VIII and suggests that
firms’ CSR reactions in the area of food safety are specific to the food industry.
Likewise, we note that the oil spill disaster did not affect other industries in
terms of corporate environmental actions after the disaster. The placebo tests
on alternative years for the Indian Ocean earthquake and tsunami also support
our previous results: the interactions between the civil law dummy and years
not affected by a global disaster are not statistically significant, in contrast to
the interaction between the civil law dummy and the postdisaster year (Year

 15406261, 2017, 2, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/jofi.12487 by D

epartm
ent O

f G
eological Sciences, W

iley O
nline L

ibrary on [19/03/2025]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



On the Foundations of Corporate Social Responsibility 887

T
ab

le
IX

E
vi

d
en

ce
fr

om
S

ca
n

d
al

s
an

d
D

is
as

te
rs

:P
la

ce
b

o
T

es
ts

T
h

is
ta

bl
e

re
po

rt
s

pl
ac

eb
o

te
st

s
re

la
te

d
to

th
e

re
su

lt
s

of
Ta

bl
e

V
II

I.
In

P
an

el
A

,
th

e
de

pe
n

de
n

t
va

ri
ab

le
is

th
e

pr
od

u
ct

re
sp

on
si

bi
li

ty
sc

or
e

(f
ro

m
A

S
S

E
T

4)
fo

r
w

h
ic

h
di

ff
er

en
ce

s-
in

-d
if

fe
re

n
ce

s
(D

iD
)

es
ti

m
at

io
n

is
co

n
du

ct
ed

fo
r

in
du

st
ri

es
n

ot
ex

pe
ct

ed
to

be
af

fe
ct

ed
by

th
e

C
h

in
es

e
m

il
k

sc
an

da
l.

In
P

an
el

B
,a

D
iD

es
ti

m
at

io
n

is
pe

rf
or

m
ed

fo
r

th
e

sp
il

l
an

d
po

ll
u

ti
on

co
n

tr
ol

in
de

x,
th

e
en

vi
ro

n
m

en
ta

l
R

&
D

in
ve

st
m

en
t

sc
or

e,
an

d
th

e
cl

ea
n

en
er

gy
pr

od
u

ct
sc

or
e

(f
ro

m
A

S
S

E
T

4)
on

in
du

st
ri

es
n

ot
ex

pe
ct

ed
to

be
af

fe
ct

ed
by

th
e

oi
l

sp
il

l
di

sa
st

er
.

In
P

an
el

C
,

a
D

iD
es

ti
m

at
io

n
is

pe
rf

or
m

ed
fo

r
ca

sh
do

n
at

io
n

s
on

ye
ar

s
n

ot
ex

pe
ct

ed
to

be
af

fe
ct

ed
by

th
e

ts
u

n
am

id
is

as
te

r.
T

h
e

co
n

tr
ol

va
ri

ab
le

s
ar

e
th

e
sa

m
e

as
in

Ta
bl

e
V

II
I.

A
ll

re
gr

es
si

on
s

co
n

tr
ol

fo
r

co
u

n
tr

y,
ye

ar
,a

n
d

in
du

st
ry

fi
xe

d
ef

fe
ct

s.
*,

**
,a

n
d

**
*

in
di

ca
te

st
at

is
ti

ca
l

si
gn

ifi
ca

n
ce

at
th

e
10

%
,5

%
,a

n
d

1%
le

ve
ls

,r
es

pe
ct

iv
el

y.
S

ta
n

da
rd

er
ro

rs
ar

e
cl

u
st

er
ed

at
th

e
co

u
n

tr
y

le
ve

la
n

d
re

po
rt

ed
in

pa
re

n
th

es
es

.

P
an

el
A

:C
h

in
es

e
M

il
k

S
ca

n
da

l:
A

lt
er

n
at

iv
e

In
du

st
ri

es

O
il

an
d

G
as

S
of

tw
ar

e
an

d
IT

S
er

vi
ce

s
P

ro
fe

ss
io

n
al

an
d

C
om

m
er

ci
al

S
er

vi
ce

s
F

in
an

ci
al

s
D

V
=

P
ro

du
ct

R
es

po
n

si
bi

li
ty

(1
)

(2
)

(3
)

(4
)

C
iv

il
L

aw
×

P
os

t-
20

09
4.

15
9

0.
29

1
–4

.5
83

15
.8

7
(3

.8
46

)
(4

.7
23

)
(4

.6
69

)
(1

3.
53

)
O

bs
er

va
ti

on
s

1,
51

7
66

5
78

0
1,

75
4

C
on

tr
ol

va
ri

ab
le

s
Ye

s
Ye

s
Ye

s
Ye

s
C

ou
n

tr
y

F
E

Ye
s

Ye
s

Ye
s

Ye
s

Ye
ar

F
E

Ye
s

Ye
s

Ye
s

Ye
s

In
du

st
ry

F
E

Ye
s

Ye
s

Ye
s

Ye
s

(C
on

ti
n

u
ed

)

 15406261, 2017, 2, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/jofi.12487 by D

epartm
ent O

f G
eological Sciences, W

iley O
nline L

ibrary on [19/03/2025]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



888 The Journal of Finance R©

T
ab

le
IX

—
C

on
ti

n
u

ed

P
an

el
B

:D
ee

pw
at

er
H

or
iz

on
O

il
S

pi
ll

:A
lt

er
n

at
iv

e
In

du
st

ri
es

C
on

su
m

er
G

oo
ds

S
of

tw
ar

e
an

d
IT

S
er

vi
ce

s
P

ro
fe

ss
io

n
al

an
d

C
om

m
er

ci
al

S
er

vi
ce

s
F

in
an

ci
al

s

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

(7
)

(8
)

(9
)

(1
0)

(1
1)

(1
2)

D
ep

en
de

n
t

V
ar

ia
bl

e
=

S
pi

ll
an

d
P

ol
lu

ti
on

C
on

tr
ol

E
n

vi
ro

n
m

en
ta

l
R

&
D

C
le

an
E

n
er

gy
P

ro
du

ct
s

S
pi

ll
an

d
P

ol
lu

ti
on

C
on

tr
ol

E
n

vi
ro

n
m

en
ta

l
R

&
D

C
le

an
E

n
er

gy
P

ro
du

ct
s

S
pi

ll
an

d
P

ol
lu

ti
on

C
on

tr
ol

E
n

vi
ro

n
m

en
ta

l
R

&
D

C
le

an
E

n
er

gy
P

ro
du

ct
s

S
pi

ll
an

d
P

ol
lu

ti
on

C
on

tr
ol

E
n

vi
ro

n
m

en
ta

l
R

&
D

C
le

an
E

n
er

gy
P

ro
du

ct
s

C
iv

il
L

aw
×

P
os

t-
20

10
0.

74
6

4.
66

7
2.

50
8

1.
11

4
4.

00
1

5.
96

8
2.

53
5

9.
55

3
–5

.2
61

0.
81

2
–2

.3
83

–8
.7

79
**

*
(0

.9
50

)
(3

.7
47

)
(1

.9
81

)
(0

.8
07

)
(4

.9
70

)
(4

.1
40

)
(1

.5
80

)
(9

.9
62

)
(4

.5
43

)
(0

.9
42

)
(6

.0
74

)
(2

.3
67

)
O

bs
er

va
ti

on
s

2,
38

1
1,

29
6

2,
38

2
66

3
65

2
66

7
77

3
26

4
78

0
21

6
10

1
1,

75
9

C
on

tr
ol

va
ri

ab
le

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
C

ou
n

tr
y

F
E

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
ar

F
E

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

In
du

st
ry

F
E

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

(C
on

ti
n

u
ed

)

 15406261, 2017, 2, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/jofi.12487 by D

epartm
ent O

f G
eological Sciences, W

iley O
nline L

ibrary on [19/03/2025]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



On the Foundations of Corporate Social Responsibility 889

T
ab

le
IX

—
C

on
ti

n
u

ed

P
an

el
C

:I
n

di
an

O
ce

an
Ts

u
n

am
i:

A
lt

er
n

at
iv

e
Ye

ar
s

D
V

=
C

as
h

D
on

at
io

n
/C

as
h

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

(7
)

(8
)

(9
)

(1
0)

C
iv

il
L

aw
×

Ye
ar

-2
00

4
11

.8
2

(1
8.

03
)

C
iv

il
L

aw
×

Ye
ar

-2
00

5
16

.8
7*

(9
.5

63
)

C
iv

il
L

aw
×

Ye
ar

-2
00

6
–1

5.
90

(9
.8

13
)

C
iv

il
L

aw
×

Ye
ar

-2
00

7
2.

97
1

(6
.1

19
)

C
iv

il
L

aw
×

Ye
ar

-2
00

8
10

.7
9

(9
.4

93
)

C
iv

il
L

aw
×

Ye
ar

-2
00

9
5.

84
0

(7
.0

49
)

C
iv

il
L

aw
×

Ye
ar

-2
01

0
–2

4.
80

(1
9.

77
)

C
iv

il
L

aw
×

Ye
ar

-2
01

1
–0

.2
33

(6
.3

89
)

C
iv

il
L

aw
×

Ye
ar

-2
01

2
4.

66
4

(1
1.

88
)

C
iv

il
L

aw
×

Ye
ar

-2
01

3
–0

.8
88

(7
.7

78
)

O
bs

er
va

ti
on

s
10

,3
53

10
,3

53
10

,3
53

10
,3

53
10

,3
53

10
,3

53
10

,3
53

10
,3

53
10

,3
53

10
,3

53
C

on
tr

ol
va

ri
ab

le
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

C
ou

n
tr

y
F

E
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

ar
F

E
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
In

du
st

ry
F

E
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s

 15406261, 2017, 2, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/jofi.12487 by D

epartm
ent O

f G
eological Sciences, W

iley O
nline L

ibrary on [19/03/2025]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



890 The Journal of Finance R©

2005), which is positive and significant. This implies that the difference in cash
donations between common law firms and civil law firms is likely to be driven
by year-specific disaster events.

E. Changing Market Shares Following Scandals

As mentioned above, differences in CSR responsiveness across legal regimes
may be driven by changes in firms’ market share, that is, consumers in some
countries may react more to these shocks, with their demand for CSR shifting
more, which would force companies to react more strongly in terms of improving
their CSR performance (de Bettignies and Robinson (2015)). Differences in such
consumer demand shifts may coincide with differences across legal regimes. An
alternative explanation is that firms in more CSR-friendly legal regimes (i.e.,
civil law countries) respond more per unit of shock, which is a direct legal
channel.

To disentangle these two channels, we investigate whether the above shocks
are associated with changes in firms’ market share, whether market share
changes, if any, are further related to changes in CSR practices, and whether
these relations differ across legal regimes. The Chinese milk scandal and the
Deepwater Horizon oil spill disaster provide distinct settings in terms of indus-
try composition, and thus are ideal for investigating the impact of the consumer
channel. In particular, the oil and gas industry is dominated by large interna-
tional firms originating from different legal regimes (such as Total S.A. in
France, BP in the United Kingdom, ExxonMobil in the United States, Royal
Dutch Shell in the Netherlands, and Statoil in Norway), whereas the food
industry comprises many smaller local firms. The food scandal may shift con-
sumer demand away from the larger food companies (which are tracked by CSR
data providers) toward small, local producers (which are largely untracked),
whereas domestic consumer demand for oil and gas is relatively inelastic due
to the oligopolistic nature of the local industry (though consumers may shift
their demand across large international firms following an energy scandal). If
our findings above regarding differences in CSR responsiveness across legal
regimes are driven mainly by changes in market share (i.e., companies change
their CSR practices in response to a decline in market share as consumers shift
to other companies), we would expect variation in the effect of the shock on mar-
ket shares for food/energy, as well as in the effect of market share changes on
firms’ CSR practices across legal regimes.

We test this consumer channel by using the change in a company’s mar-
ket share of sales revenue in its industry following the shock as a proxy for
consumer demand shifts. For the food scandal, we define an “industry” as the
domestic industry of all companies in a certain year, while for the oil spill dis-
aster, we define an “industry” as the global industry of companies within our
sample13 in a certain year. Panel A of Table X reports results on changes in the

13 Market shares for oil and gas companies are calculated on an “in-sample” basis: all firms in
the ASSET4 database with a CSR score are considered. When we calculate the market shares on
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domestic market shares of our sample companies, which are mostly large firms,
in response to the Chinese milk scandal and the correlation between these mar-
ket share changes and the product responsibility score (ASSET4) of companies
in food-related industries after the scandal. We find that the domestic market
share of our sample firms (mostly large firms with CSR ratings) declines fol-
lowing the scandal, likely toward smaller, local food producers (which do not
have CSR ratings), and that this effect arises not in the year of the scandal but
over the five-year period subsequent to the scandal. We next test whether the
shifts in our sample firms’ market share following the food scandal are related
to the product responsibility scores of food sector firms in civil and common law
countries in the postscandal period. We find that the changing market shares
after the scandal are not significantly correlated with changes in CSR in either
civil law or common law countries, which works against the argument that dif-
ferences in CSR responsiveness between common law and civil law countries
are driven by a decline in market shares. Panel B of Table X reports results on
changes in international market shares in response to the oil spill and their
correlation with oil and gas companies’ spill and pollution control scores after
the shock. Subsequent to the oil spill shock, we observe a small though signifi-
cant change in market share in firms operating in the traditional energy sector
(which could result from a consumer demand shift away from the legacy energy
firms toward firms active in alternative energy). A large shift in market share
is unexpected given that alternative energy production, while growing, is still
a small part of the market relative to traditional carbon-based energy produc-
tion. Panel B also shows that the market share shift does not differ between
firms with civil or common law origin: we do not find a significant correlation
between changes in oil and gas companies’ market shares after the spill and
changes in the spill and pollution control index. Taken together, these results
support the legal channel for the differences in CSR responsiveness across legal
regimes that we document.

V. Economic Mechanisms

The results above show that systematic differences in CSR across legal
regimes are not likely to be driven by changing market shares. In addition, in
our benchmark models in Table IV, we find that institutional variables such as
Regulatory Quality, Political Executive Constraints, and Anti-Director Rights
Index are not statistically significant and that their inclusion does not affect
the significance of the legal origin dummies, which suggests that they are not
likely to be the channels through which legal origin operates. In this section,
we directly test additional possible mechanisms at both the country level and
the firm level as outlined in Section I. These tests are based on the idea that
CSR in civil law countries is more rule-driven whereas CSR in common law
countries relies more on ex ante discretion and ex post settlement.

all listed firms (on a global scale), irrespective of the availability of a CSR score, the results do not
change.

 15406261, 2017, 2, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/jofi.12487 by D

epartm
ent O

f G
eological Sciences, W

iley O
nline L

ibrary on [19/03/2025]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



894 The Journal of Finance R©

We first use the shareholder litigation risk index developed by La Porta et al.
(1998) and Djankov et al. (2008) to test for the ex post settling up mechanism
in common law countries (as opposed to the rule-based mechanism in civil law
regimes). When the risk of shareholder litigation is low, firms are more willing
to engage in CSR activities that often go beyond what is required by law, and
common law countries tend to utilize ex post shareholder litigation mechanisms
to a greater extent to empower shareholders to sue corporate directors (La
Porta et al. (1998), Issacharoff and Miller (2009), Cox and Thomas (2009),
Gelter (2012)). Similarly, we investigate whether the level of CSR is higher
when a firm’s decision-making process is ex ante insulated from the pressures
of its (different types of) shareholders through the presence of a supermajority
vote requirement in its corporate charter or bylaws, which is more prevalent
under civil law systems (Hopt (1997), Cheffins and Black (2006)).

Another mechanism of interest relates to regulations and the direct involve-
ment of the government in business. As argued by La Porta et al. (1999) and
Botero et al. (2004), legal origin proxies for the state’s tendency to intervene
in economic life: civil law countries tend to rely more on regulation and state
intervention, whereas common law countries tend to rely more on markets and
contracts. To test for this mechanism, we use several country-level indices in-
cluding an employment laws index, a collective bargaining laws index, and the
prevalence of state involvement in the economy.

We conduct our tests on these economic mechanisms in two stages: in the
first stage we regress each of the channel variables on the civil law dummy, and
in the second stage we regress the overall CSR rating on the channel variable
“predicted” from the first stage, that is, on the variation in the channel variables
that is explained by legal origin. Control variables are included in both stages.
This approach is akin to an IV approach except that the civil law dummy is not
treated as the IV for the channel variable, as it is possible that civil law can
operate on CSR through channels other than those that we consider here.

Table XI presents the results. We find that, in the first stage, civil law origin
is negatively correlated with shareholder litigation risk (model (1)), and pos-
itively correlated with the presence of supermajority rules (model (3)), labor
and union laws (models (5) and (7)), and the degree of state involvement in
the economy (model (9)). In the second stage, we find that shareholder litiga-
tion risk is negatively correlated with the level of CSR (model (2)), whereas
the other channel variables are all positively correlated with CSR (models (4),
(6), (8), and (10)). These results are consistent with the notion that civil law
countries rely more heavily on rules-based mechanisms that restrict behavior
ex ante and reflect a stronger focus on (or demand for) stakeholder orientation
in these societies, which implies that rule-based mechanisms are related to
higher levels of CSR. We again point out that this analysis is not conclusive
as other channels could potentially explain the link between legal origin and
CSR, and civil law may function through other mechanisms that are positively
related to firms’ CSR. Nevertheless, the significance in both stages is indicative
of greater reliance on ex ante constraints and less ex post settling up in civil
law countries driving the link between civil law regimes and CSR.
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VI. Conclusions

La Porta, López-de-Silanes, and Shleifer (2008, p. 326) claim that “Legal
origins—broadly interpreted as highly persistent systems of social control
of economic life—have significant consequences for the legal and regulatory
framework of the society, as well as for economic outcomes.” Motivated by this
insight, in this paper we examine whether legal origin helps explain cross-
country variation in an increasingly important business activity, namely, CSR.
We assess a firm’s CSR by using proxies for corporate stakeholder concerns,
such as environmental and social policies, and by analyzing large-scale public
and proprietary databases covering over 25,000 securities of large corporations
around the world. We find strong support for the legal origin explanation of
CSR scores, much more so than for alternative explanations, such as CSR’s
relation with social preferences, regulatory quality, political institutions, and
culture at the country level and ownership structure, corporate governance,
and financial performance at the firm level. CSR scores are higher in civil law
countries than in common law countries, and on average companies with a
Scandinavian legal origin have the highest CSR scores. This is consistent with
demand-side arguments that CSR reflects social preferences for good corporate
behavior and a stakeholder orientation, and that such social preferences are
more embedded in rule-based mechanisms that restrict firm behavior ex ante,
mechanisms that are more prevalent in civil law countries. Such rule-based
managerial constraints are less common in common law countries where ex
post settling up mechanisms (i.e., judicial resolutions) are more important. In
additional evidence we find that the positive link between civil law origin and
CSR can be explained by, among other potential channels: lower shareholder
litigation risk, the presence of supermajority rule in a firm, stronger labor reg-
ulations, and a high degree of state involvement in business. Evidence from
exogenous scandals and disasters further suggests that companies in civil law
countries are more responsive than those in common law countries in terms of
improving their CSR practices when these shocks occur, and that this respon-
siveness is not likely to be driven by shifts in market share.

The relevance of our findings is twofold. At the macro level, our results shed
light on the role of legal origin in driving financial and other economic outcomes,
a question subject to debate since La Porta et al. (1998) first introduced this
thesis (e.g., Rajan and Zingales (2003), Roe (2006), La Porta, López-de-Silanes,
and Shleifer (2008), Spamann (2010)). Still, while the debate in the law and
finance literature focuses mostly on the protection of investor rights as well
as economic freedom and efficiency based on contracting and institutional ar-
rangements as governed by legal rules (areas in which the common law origin
appears to be “superior”), little is known about how similar mechanisms relate
to the welfare of other stakeholders. We show that the common law system
supports CSR to a lesser extent than civil law regimes. This is consistent with
La Porta et al.’s premise: the common law tradition emphasizes shareholder
primacy and a private market-oriented strategy of social control, and perhaps
because of this emphasis, it is also less stakeholder-oriented. Stakeholder rights
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are usually protected by rules and a state-desired approach to social control.
Of course, CSR may be a result of both rules and discretion, as we find that
the level of CSR is highest under the Scandinavian legal regime, which lies
somewhere between heavily rule-based and discretion-oriented systems.

At the micro level, our findings contribute to our understanding of what
drives CSR, which has recently attracted much interest in finance. While ex-
isting studies focus mostly on the financial and strategic motives for CSR in
specific countries and in specific economic settings, we extend the scope of CSR
research to a global scale by using several large CSR samples with interna-
tional coverage to analyze the determinants of CSR at the country level, a
question that has received little attention to date. In addition, we show that
our results hold for both CSR engagement and CSR compliance, which sug-
gests that CSR does not merely focus on corporate strategic actions to boost
financial performance (engagement), or compliance with the rules. Rather, both
engagement and compliance are systematically related to differences in legal
regimes across countries. This focus on the legal contexts underlying CSR also
contributes to the broader theme of corporate governance, especially to the
shareholder-stakeholder tradeoff in modern corporations.

We caution that none of our arguments or findings are meant to suggest that
the equilibrium level of “total” social responsibility is higher in civil countries.
Rather, the results simply show that on average common law societies invest
less in CSR. Indeed, some recent studies consider the extent to which CSR
crowds out the provision of public goods provided by other actors (Graff Zivin
and Small (2005), Baron (2008)). In this sense, the higher levels of CSR in
civil law countries may reflect constraints to a larger degree than managerial
objectives. Therefore, firms in different countries may have different value-
maximizing levels of CSR, and it is possible that the legal regimes in some
countries can constrain their firms from achieving such value-maximizing lev-
els, either due to regulations or by shaping a firm’s attitude toward stake-
holders via governance devices. Overall, the level of CSR in a country reflects
the intersection of the supply of socially responsible behavior by firms and the
demand for CSR practices by society, and our findings suggest that a coun-
try’s legal origin may be a primary force behind the equilibrium result. This
result underscores the profound role that the legal regime plays in economic
life and suggests that CSR—an increasingly important business activity—is
fundamentally related to the legal origin of a country.

Initial submission: December 8, 2014; Accepted: July 28, 2016
Editors: Bruno Biais, Michael Roberts, and Kenneth J. Singleton
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Appendix A: Definitions of Independent Variables

Variable Definition

Laws and Regulation

Legal Origins The legal origin of the company law or commercial code of each country in
which the focal firm is headquartered. We distinguish five major legal
origins: English common law, French commercial code (civil law),
German commercial code (civil law), Scandinavian civil law, and
socialist (former or current) law. In alternative specifications, socialist
law is classified as either French civil law (e.g., Russian Federation) or
German civil law (e.g., China). Source: La Porta et al. (1998), Djankov
et al. (2008), La Porta, López-de-Silanes and Shleifer (2008), and
Spamann (2010).

Anti-Director
Rights Index
(ADRI)

The Anti-Director Rights Index (ADRI) was first developed by La Porta
et al. (1998) as a measure of investor protection against corporate
management, and later revised by La Porta et al. (2008) and Spamann
(2010). All three ADRIs consist of the same six key components: (1)
proxy by mail allowed, (2) shares not blocked before shareholder
meeting, (3) cumulative voting/proportional representation, (4)
oppressed minority protection, (5) preemptive rights to new share
issues, and (6) percentage of share capital to call an extraordinary
shareholder meeting. Each component is a dummy variable and the
ADRI is formed by aggregating the value of all six components. The
index ranges from 0 to 6, whereby a higher value of the index indicates
stronger shareholder protection. Source: La Porta et al. (1998), La Porta,
López-de-Silanes and Shleifer (2008), and Spamann (2010).

Shareholder
Litigation

The shareholder litigation index is from the “judicial remedies” component
of the ADRI and measures whether shareholders can challenge
resolutions of the board and/or management if they are “unfair,
prejudicial, oppressive, or abusive.” It equals one if the company law or
commercial code grants shareholders either a judicial venue to challenge
the decisions of management or of the assembly or the right to step out
of the company by requiring the company to purchase their shares when
they object to certain fundamental changes, such as mergers, asset
dispositions, and changes in the articles of incorporation, and zero
otherwise. Minority shareholders are defined as those shareholders who
own 10% of share capital or less. Source: La Porta et al. (1998), La Porta,
López-de-Silanes and Shleifer (2008), and Spamann (2010).

Employment
Laws Index

This index measures the protection of labor and employment laws,
calculated as the average of alternative employment contracts, the cost
of increasing hours worked, the cost of firing workers, and dismissal
procedures. Source: Botero et al. (2004).

Collective
Bargaining
Laws Index

This index measures the protection of collective bargaining laws as the
average of labor union power and collective disputes. Source: Botero
et al. (2004).

(Continued)
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Appendix A—Continued

Variable Definition

Political Institutions
Political

Executive
Constraints

The Political Executive Constraints (Decision Rules) Index consists of the
following dimensions: (1) Unlimited Authority: There are no regular
limitations on the political executive’s actions (as distinct from irregular
limitations such as the threat or actuality of coups and assassinations);
(2) Intermediate Category; (3) Slight to Moderate Limitation on Political
Executive Authority: There are some real but limited restraints on the
executive; (4) Intermediate Category;
(5) Substantial Limitations on Political Executive Authority: The
executive has more effective authority than any group to which is it is
accountable but the executive is subject to substantial constraints that
group imposes on it; (6) Intermediate Category; (7) Executive Parity or
Subordination: Accountability groups have effective authority equal to
or greater than the executive in most areas of activity. Source: Polity IV.

Corruption
Control

The extent to which public power is exercised for private gain, including
petty and grand forms of corruption, as well as the “capture” of the state
by elites and private interests. Coded from –2.5 to 2.5, with higher
values corresponding to better governance outcomes. Source: World
Governance Indicator—World Bank.

Regulatory
Quality

The ability of the government to implement sound policies and regulations
that promote private sector development. Coded from –2.5 to 2.5, with
higher values corresponding to higher levels of regulatory quality.
Source: World Governance Indicator—World Bank.

Economic
Freedom
Index

The Heritage Index of Economic Freedom focuses on four key aspects of
the economic environment over which governments typically exercise
policy control: rule of law (including property rights and freedom from
corruption), government size (including fiscal freedom and government
spending), regulatory efficiency (including business freedom—the
efficiency of government regulation of business, labor freedom, and
monetary freedom), and market openness (including trade freedom,
investment freedom, and financial freedom). The index ranges from 0 to
100, with a higher score indicating the country has a higher degree of
freedom (e.g., 0 indicating “repressive” and 100 indicating “negligible
government interference”). More detailed definitions of each individual
category of freedom can be found at: www.heritage.org. Source: Heritage
Index of Economic Freedom.

Economic Development
GDP per Capita GDP per capita is gross domestic product divided by midyear population.

GDP is the sum of the gross value added by all resident producers in the
economy plus any product taxes and minus any subsidies not included in
the value of the products. It is calculated without making deductions for
the depreciation of fabricated assets or for the depletion and degradation
of natural resources. Data are in current U.S. dollars. Source: World
Bank.

Globalization
Index

The KOF Index of Globalization measures three main dimensions of
globalization: (1) economic, (2) social, and (3) political. In addition to the
three indices measuring these dimensions, an overall index of
globalization and subindices are also calculated, which capture (1)
actual economic flows, (2) economic restrictions, (3) data on information

(Continued)
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Appendix A—Continued

Variable Definition

flows, (4) data on personal contact, and (5) data on cultural proximity.
Data are available on a yearly basis over the period 1970 to 2010. A
higher score indicates a higher degree of globalization. Source: Swiss
Federal Institute of Technology Zurich (ETH).

State Involvement Fraction of nonagricultural GDP due to state-owned enterprises (SOEs).
Source: World Bank.

Culture
Power Distance “Power distance” is defined as the extent to which the less powerful

members of institutions and organizations within a country expect and
accept that power is distributed unequally. A higher score indicates a
large power distance between individuals. Source: Hofstede and
Hofstede (2005).

Individualism “Individualism” refers to the degree of interdependence among members of
a group and defines people’s self-image in terms of “I” or “We.” In
individualist societies, people focus on themselves and their immediate
family whereas in collectivist societies people belong to “in-groups” that
take care of them in exchange for loyalty. A higher score indicates more
individualism. Source: Ibid.

Masculinity/
Femininity

A high score on the “masculinity/femininity” dimension indicates that a
masculine society is driven by competition, achievement, and success,
with success being defined by the “winner” or “best-in-field.” A low score
means that the dominant values in the feminine society consist of caring
for others and quality of life. A feminine society is one where quality of
life is the sign of success and standing out from the crowd is not
admirable. Source: Ibid.

Uncertainty
Avoidance

“Uncertainty avoidance” captures how a society deals with the fact that
the future is uncertain and the extent to which the members of a culture
feel threatened by ambiguous or unknown situations and have created
beliefs and institutions that try to avoid uncertainty. A higher score
implies a higher level of uncertainty avoidance. Source: Ibid.

Pragmatism “Pragmatism” describes how society reconciles some links with its past
while responding to the challenges of the present and future. Normative
societies that score low, prefer to maintain time-honored traditions while
viewing societal change with suspicion. Societies with a high score
encourage thrift and efforts in modern education as a way to prepare for
the future. Source: Ibid.

Indulgence/
Restraint

This dimension captures the extent to which people try to control their
desires and impulses, based on the way they were raised. Relatively
weak control scores high on “Indulgence” and relatively strong control
scores high on “Restraint.” Source: Ibid.

Protestant A binary variable that indicates if the country has a Protestant majority or
not. Source: Chen (2013).

Ownership and Board Structure
Government Held

Shares %
The percentage of total shares held by a government or government

institution if these holdings amount to 5% or more of the company’s total
shares. Source: Datastream.

Corporation Held
Shares %

The percentage of total shares held by one company in another if these
holdings amount to 5% or more of the company’s total shares. Source:
Datastream.

(Continued)
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Appendix A—Continued

Variable Definition

Pension Fund Held
Shares %

The percentage of total shares held by pension funds or endowment funds if
these holdings amount to 5% or more of the company’s total shares.
Source: Datastream.

Investment
Company Held
Shares %

The percentage of total shares held as long-term strategic holdings by
investment banks or institutions seeking a long-term return if these
holdings amount to 5% or more of the company’s total shares. Holdings by
hedge funds are not included. Source: Datastream.

Employees Held
Shares %

The percentage of total shares held by employees, or by those with a
substantial position in a company that provides significant voting power
at an annual general meeting (typically family members) if these holdings
amount to 5% or more of the company’s total shares. Source: Datastream.

Other Holdings % The percentage of total shares held strategically, and outside one of the
above categories (government, corporations, pension funds, investment
companies, employees), if these holdings amount to 5% or more of the
company’s total shares. Source: Datastream.

Foreign Held
Shares %

The percentage of total shares held by a shareholder domiciled in a country
other than that of the issuer if these holdings amount to 5% or more of the
company’s total shares. Source: Datastream.

Total Strategic
Holdings %

The percentage of total shares held strategically and not available to
ordinary investors if these holdings amount to 5% or more of the
company’s total shares. Holdings of 5% or more held by the hedge fund
owner type or the investment advisor/hedge fund owner type are regarded
as active, and not counted as strategic. Total strategic holdings represent
the sum of all the above categories (government, corporations, pension
fund, investment company, employees, other holdings, foreign held, etc.).
Source: Datastream.

Total Free Float
Shares %

The percentage of total shares available to ordinary investors or the total
number of shares less the strategic holdings as defined above. Source:
Datastream.

Supermajority
Rule

Dummy variable equal to one if the company has a supermajority vote
requirement (75%) or qualified majority for amendments of charters and
bylaws or lock-in provisions. Source: ASSET4 (Thomson Reuters),
BoardEx, and Orbis.

Financial Variables
ROA Return on assets: net income divided by total assets. Source: Compustat

Global and Compustat North America, cross-validated and supplemented
with Datastream.

Tobin’s Q The sum of the market value of equity and the book value of debt, divided by
the sum of the book value of equity and the book value of debt (MTB
assets). Source: Datastream.

Firm Size The logarithm of total assets. Total assets reported in local currencies are
converted to U.S. dollars using the corresponding year-end exchange
rates. Source: Compustat Global and Compustat North America,
cross-validated and supplemented by means of Datastream.

Market Shares The market share, calculated as the company’s sales revenue as a
proportion of the total sales revenues of its industry.
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