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ABSTRACT

Management research on Corporate Social Respatys{iSR) focuses almost exclusively on the impct
CSR on profitability or corporate value. A largelgglected question is whether CSR impacts posytioel
society. We address this gap in the literaturexpjaging the relationship between CSR adoption (as
reflected by corporate declarations to adopt CIRips) and corporate involvement in alleged human
rights abuses. Using information on 140 large adedrcountry corporations, we find that there is a
relationship between CSR and alleged human ridhuses, but that the nature of this relationshipegar
according to the type of abuse: firms that dediatee CSR-adopters appear less likely to be inebtiian
non-adopters in the worst of the abuses fiile cogensbuses), but more likely than non-adopters to be
involved in other types of “less serious” abuse. (ilo—jus cogenabuses). Also, over time, the adoption of
CSR reduces corporate involvement in direct ababegedly committed by management, or by a
subsidiary, but not indirect abuses allegedly cotteniiby complicit third parties (e.g. suppliersents,

etc.). Our analyses contribute to the theory onrtipact of business on society and have some niwenat
implications for corporate abuses of human rights.

Key words: Corporate Social Responsibility, Alleged Human Réghbuses; Panel Data.
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INTRODUCTION

The oil giant Shell has agreed to pay $15.5m itieseént of a legal action
in which it was accused of having collaboratedhe execution of the
writer Ken Saro-Wiwa and eight other leaders of tbgoni tribe of
southern Nigeria. The settlement...was one of thgektrpayouts agreed
by a multinational corporation charged with humaghts violations. (The

Guardian, Tuesday 9 June 2009)

We believe companies have a role to help supporidmental human
rights in line with the legitimate role of businesswve look for practical
ways to support human rights directly related to business activities.

(The Shell Olil, “Environment & Society” Web Pagds2 December 2011)

We are living an apparent paradox. Most global e@afions have introduced Corporate
Social Responsibility (CSR) in their strategies #rmr CEOs make bold statements about the
importance of respecting human rights in businiegsat the same time we are overwhelmed with
news about corporate human rights abuses, unetiebalvior and misconduct. How can this be
explained? Management research on CSR focusestadgsively on the reasons that lead
corporations to invest in CSR policies (McWillialausd Siegel, 2001; Aguilera, Rupp, Williams, &
Ganapathi, 2007; Sprinkle and Maines, 2010) antherinmpact of CSR on corporate profitability
or corporate value (Harrison and Freeman, 199%mdit and Keim, 2001; Margolis and Walsh,
2003; Orlitzky, 2008; Wang and Qian, 2011). Rekliness attention is devoted to understanding
whether CSR can truly benefit society (Karnani, Q& question that Margolis and Walsh (2003,
p. 297) believe could have been explored “befoshing off to find the missing link between a
firm’s social and financial performance”. CSR caméfit society in at least two ways. One is

through all the discretionary actions (Carroll, @97he positive responsibilities, and profound



changes corporations undertake in favor of empkythe environment, or society at large (Rivoli
and Waddock, 2011). The other is by respectingndgative duty to do no harm, which implies
respecting human rights while conducting businggsations. While generally overshadowed by
the more positive side of social responsibility, theus on the negative duty to do no harm has
gained momentum thanks to the recent release dPtimtect, Respect and Remedy” (PRR) United
Nations (UN) Framework on business and human ri@agygie, 2010; Cragg, Arnold, &
Muchlinski, 2012), which describes transnationapooations as having responsibility to avoid
infringing on the rights of others. In the presegearch we focus on this latter type of societal
impact and investigate a largely ignored questire: corporations that declare to have adopted
CSR practices less likely to cause harm in the gondf their business? In other words, are such
corporations less likely than non-adopters to belwed in allegations of human rights abuses?
While there may be a difference between corporattbat declare to have adopted CSR and
those that have not, we are not naive about CSptedo Earlier work shows that global
corporations can be simultaneously socially resiptsmand socially irresponsible (Strike, Gao, &
Bansal, 2006), as the spread of operations worlelwidy lead corporations to build reputation
through certain CSR policies and to seek oppoisifor profit by taking irresponsible decisions. A
case in point is the oil extraction companies mMiger Delta, which meet CSR positive duties by
contributing to community development, but failnbeet the negative duty not to harm local
livelihood conditions (ldemudia, 2009). It shoulot ive surprising, therefore, that corporations are
caught out infringing a human right, in spite o¥img declared to have CSR policies in place. The
important question is whether this is less lik@ytcur over time, as corporations accumulate
experience with CSR and allow their employees tn €SR core ideas and precepts into practical
actions not to harm. This brings us to our secasearch question: does corporate involvement in
alleged human rights abuses decrease as the nomjears since the introduction of CSR policies

increases?



To investigate these questions, we created a mataset including information on 140 of
the largest US, Canadian, EU and Asian (Japan anth¥orea) corporations, in 28 sectors
(including primary, manufacturing and services). €ach corporation, the dataset includes
information on declarations of CSR adoption ancoy associated alleged human rights abuses in
the period 1990 to 200Bformation on alleged human rights abuses is téken the Business and
Human Rights Resource Centre (BHRRC), considerée tine world’s leading independent source
of information on business and human rights wortihwiThe dataset includes other information that
is used as control variabl@he econometric analysis shows that there is igekhip between
CSR and alleged human rights abuses, but thatatiueenof this relationship varies according to the
types of abuses. We find that corporations stragetfieir human rights abuses: those with CSR
policies are less likely to be involved in allegat of the worst human rights abuses [ug.cogens
abuses), which include, for example, cases of sjaaed arbitrary deprivation of life. In contrast,
they are more likely than non-adopters to be invibiveallegations of other types of “less serious”
abuses (i.eno—jus cogenabuses), such as on-the-job discrimination or faitarguarantee safety
standards in the workplace, which are less likelggark reactions from observers inside and
outside the corporation. We find also that, overeti only involvement in allegations of direct
abuses, committed by managers of the corporatian its subsidiaries tends to reduce, but not of
indirect abuses, committed by complicit third pest{e.g. suppliers, clients, etc.)

Our findings contribute to the scholarly debatdlmimpact of CSR on society. This paper
answers the call for a positivistic approach toahalysis of the impact of CSR on society. Most
positivistic/quantitative studies involving CSR amgented towards proving its impact on corporate
profitability, which is raising concerns among mess ethics scholars (Scherer and Palazzo, 2008),
while the impact on society is based mainly on dotad evidence. This work contributes to the
quality and nature of the debate on the impacusfriess on society, and particularly to the strand
of conceptual research that seeks to define a congmoamd between economic-aligned

perspectives of CSR that emphasize the instrumeakaé of CSR for profitability, and duty-



aligned perspectives, which instead understand GfBRom moral grounds (Weaver and Trevifio,
1994; Jones and Wicks, 1999; Scherer and Pala@®8) 2Finally, more research along the
directions traced by the present work could havgoirtant normative implications for sustainability
managers, governments, and practitioners in pofiaking organizations, as discussed in the

conclusion to this paper.

LITERATURE REVIEW AND HYPOTHESES

Research on CSR, human rights, and business easiog. Landmark events, such as the
undisputed connection between Shell and the arpitesassination of Ken Saro-Wiwa in 1995
(Wettstein, 2012), or the Enron scandal in 200¥eh@mompted management scholars to pay more
attention to the social repercussions of businessatipns. Yet very little is known about the role
and relevance of CSR in reducing corporate invokmnm human rights abuses. Many classic and
earlier definitions of social responsibility includleas a baseline expectation, the negative duty not
to harm. Carroll (1979) describes social respofisil@s consisting of four layers: it is first and
foremost an economic (profit making) and legal geesing the law) responsibility. Then there is a
layer of ethical responsibility- that is, “ additalrbehavior and activities that are not necessarily
codified into law but nevertheless are expectedusiness by society’'s members.” (Carroll, 1979,
p. 500) and the last layer includes a whole sétlistretionary responsibilities”, among which are
philanthropic initiatives or donations. Sethi (19%&kes a distinction between ‘social obligation’
and ‘social responsibility’, the former being apesse to market forces and legal constraints (Sethi
1975, p. 70), and the latter implying bringing “porate behavior up to a level where it is congruent
with the prevailing social norms, values and exgkans of performance.” (Sethi, 1975, p. 62)
Jones (1980, p. 59-60) defines social responsilalt“an obligation to constituent groups in
society other than stockholders and beyond thaicpieed by law and union contract”. Over the

years, CSR concepts and definitions have proliéeréCrane et al., 2008) and, in spite of their



differences, the voluntary nature of CSR to comtrlto the wellbeing of different stakeholders has
tended to overshadow the negative duty not to dmhahich at best has been taken for granted.
As recently noticed by Lange and Washburn (20130p) “the corporate social responsibility
(CSR) literature tends to focus on the meaninghdf expectations for responsible behavior, rather
then on the meaning of irresponsible behavior.’sTémphasis on positive duties is also reflected in
the way corporations have put CSR into practice:usual focus is on the promotion of initiatives

in favor of their employees, the environment, ameldcommunity at large (Wanderley et al., 2008),
with companies dedicating considerable resourceslialeclaratory exercises demonstrating their
“good” actions, described in detail in their annsastainability reports.

Recently, the PRR Report of the UN Special Reptasgr for Human Rights, John
Ruggie, has put human rights at the core of theakaesponsibility concept (Ruggie, 2010): “the
corporate responsibility to respect applies tgralman] rights”, which are identified by the 1948
Universal Declaration of Human Rights (UDHR), anctle 1966 International Covenants on Civil
and Political Rights and on Economic, Social anttutal rights. Human rights are commonly
understood as inalienable fundamental rights takvhiperson is inherently entitled simply because
she or he is a human being, whatever her or hismaity, place of residence, sex, national or
ethnic origin, color, religion, language, or anfi@t status. They are conceived as universal rights
because they apply everywhérd list of internationally recognized rights ispated in Appendix
A.

Reference to universal human rights has becomensalince corporations increasingly are
locating their production activities in developioguntries, which are often characterized by weak
state capacity and rules of law, and where legaldstrds are lower than those in more advanced
countries — for example, less strict workers’ righd environmental regulations. In such cases,

corporations may be caught infringing universal hamghts although abiding by the local law.

! Seehttp://www.ohchr.org/EN/Issues/Pages/WhatareHumaniRiaspxlast accessed 2nd April 2012.




In this research we explore the relationship betwdszlarations of CSR adoption and alleged
human rights abuses. We consider the declarati@&& adoption as the act through which
corporations make an open and explicit commitmeielot business in a law-abiding, moral and
ethical way, and state that they will undertakegie$ and articulate responsibility for societal
interests and in favor of different stakeholdersa{fédn and Moon, 2008). Next, we consider that an
abuse of human rights has occurred if the corpmrathrough its decision making, is either directly
or indirectly involved in an alleged abuse, defimedthe basis of the UDHR and subsequent

covenants. In this respect, our research embrageiversal human rights’ perspective.

CSR and the Respect of Human Rights

Are corporations that declare to adopt CSR pragtiiess likely to be involved in alleged
human rights abuses in the conduct of their busth@$iere are contrasting ideological answers to
this question and good theoretical motivationsujgp®rt both positive and negative predictions. We
investigate this question empirically and can forabeltwo alternative hypotheses.
On the one hand, we adopt the stance of critiedries on CSR (Kuhn and Deetz, 2008), which,
for different reasons, express skepticism towandsappropriateness or usefulness of CSR - from
free market perspectives (Friedman, 1970) to aliteft perspectives (Banerjee, 2007; Enoch,
2007) - and we argue in favor of an increase ipa@te abuses with the declaration of adoption of
a CSR policy. Different concurrent elements justifis argument. First, corporations obtain direct
economic advantages from infringement of certaindmunghts. There is substantial case-study
evidence showing that, to keep labor and otherymaoh costs to a minimum, to secure
advantageous pricing conditions on inputs, and/abtain the access to lucrative resources,
corporations have, deliberately or not, infringesian rights (Frynas, 1998; Meyer, 1998; Litvin,

2003; Soares de Oliveira, 2007). On purely econderios, these abuses carry a cost, in the form

2 We take this position because it has become thepsed position in the practice of business andamrights;
however, we are aware of the tension between waland relativistic views on human rights (Donahis1996;
Velasquez, 2000).



of reputational backlash and/or compensation tovittems of abuses (Fombrun, Gardberg, &
Barnett, 2000), but these costs are only poteatidldepend on whether the abuse is discovered,
denounced, and punished — which the corporationatdally predict. Hence, corporations may
behave imprudently and risk their operations leattiniguman rights abuses if this brings certain
economic advantages.

Under these circumstances, companies that havardddb have adopted CSR policies may
actually put in place a set of CSR-related acasifprecisely to minimize the potential costs of
abuses, by engaging in preemptive positive disesunsth potentially problematic stakeholders
and in other window-dressing activities. As Calv@p@08, p. 796) puts it “companies can use
corporate philanthropy to buy-off or silence comiities that oppose their activities”. Hence,
should there be any abusing behavior by the cotiporahe local community will be discouraged
from denouncing it. Failure to denounce is likadyotcur in contexts where corporations undertake
several positive CSR policies to build local trusgitimization, and social acceptance (Rajak,
2011). Additionally, some CSR-related activitiesynb@ instrumental to securing the favor of the
local governments, as a guarantee that abusingioelhvll be tolerated and will be unlikely to be
punished — especially in countries where governsardg weak and corrupt. In principle, this
scenario would result in more abuses, whose charfde=ing denounced are lessened by the effect
of CSR. But declarations of CSR adoption is likielyoroduce an important additional effect, which
boosts the discovery and reporting of human rigbtsses — even in the cases in which they are not
fully denounced by the abused subjects: it putpa@tions into the spotlight. Earlier research
shows that the more companies expose their ethnchsocial ambitions, the more likely they are to
attract critical stakeholder attention (Ashforth &idbs 1990, Morsing and Schultz, 2006), hence
corporations that declare to have CSR strategiptate are more likely than companies without
them to be monitored by NGOs, civil society, angl tiredia, which are likely to reveal and diffuse

evidence of any perpetrated abuse. On these groumdsgue that:



Hypothesis 1a. Companies that declare to adopt p8iRies are more likely to be involved

in alleged human rights abuses than companies vat88R policies in place.

On the other hand, we can formulate the opposipetmesis that the declaration of CSR
adoption induces in corporations higher attentomoral values, which is reflected in managerial
decisions not to do harm. This may well be the tesfud sane intention of the corporation not to do
harm, to fully adhere to CSR values once havingrmdgted to them. But it may also have to do
with the costs related to a misaligned behaviowbeh what is declared through CSR and what is
actually done. In this respect, we draw on orgdiupal justice theories (Greenberg, 1987; 1990)
and more specifically on studies that bridge CS& @aganizational justice (Rupp, Ganapathi,
Aguilera, & Williams, 2006; Aguilera et al., 200, argue in favor of the hypothesis that
corporations with CSR strategies in place arellksk/ to be involved in human rights abuses than
non-adopters, all other things being equal. Thetesgjic decision to adopt CSR policies is generally
taken at the top management level but, to becofeetefe, a CSR culture and values need to
trickle down to all organizational levels. Ruppaét(2006) suggest that employees judge whether
corporate behavior and outcomes are coherent hétisacial values portrayed by the CSR
initiatives or policies. If they perceive a misaligent between them, their psychological needs for
control, belonging, and morality are threatenedveflth of studies in the organizational justice
literature finds that the performance of employieasfluenced by different dimensions of
corporate fairness (Colquitt, Conlon, Wesson, Pp¥tee Ng, 2001; Cropanzano, Byrne, Bobocel,
& Rupp, 2001; Colquitt, 2004; Robbins, Ford, & Teitr 2012) on which basis we argue that a
perceived misalignment between CSR values and agbehavior may produce generalized
dissatisfaction, stress, and reduced job perforeamane of which is in the interests of the
corporation. Furthermore, incoherence between C8kyand corporate activities may lead to
reactions from outside the corporation (Rupp et2&l06). Reputation is the first thing to sufféret

credibility that a firm has taken years to buildgynvanish immediately when the firm is associated

9



with allegations of human rights abuses, whichuim tmay threaten corporate value and
profitability (Fombrun et al., 2000). Furthermotiee integrity of corporations and their corporate
social performance may increase their attractivefasthe best talents (Greening and Turban,
2000).

Hence there are two reasons for supporting thethgs below: either corporations that
have declared to adopt CSR are sincere in pursusage policy not to do harm while conducting
their businesses, or their internal and externaicgiseactions push them to adhere as closely as
possible to their proposed values, and minimizée ttences of doing harm. Corporations that have
not adopted CSR policies may not be subject todheeskinds of pressure. We therefore formulate
the following hypothesis:

Hypothesis 1b: Companies that declare to adopt CG3Rigs are less likely to be involved

in alleged human rights abuses than companies vat88R policies in place.

The Longitudinal Perspective

Our second research questtankles the effect of CSR adoption over time. Sihedr initial
declaration of CSR adoption, companies may take toractually bring changes in the behavior of
managers and employees at all levels of the caliparaVe argue that corporate involvement in
allegations of human right abuses will tend to dase as the number of years since CSR adoption
increases. In our view, this effect is likely to ¢hdloth for corporations that use the declaration of
CSR adoption for window-dressing purposes (our Hypsis 1a), as well as for corporations that
take CSR seriously and do their best to avoid aaglvement in human rights abuses (our
Hypothesis 1b). In the latter case, we find a qfi@e the Procter and Gamble’s (P&G)
Sustainability web-page to be illustrative of otguament: “In order to deliver our environmental

and social programs, we must engage our employ@asobjective is to equip all P&G employees
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to build sustainability thinking and practices itheir everyday work® Building up a
“sustainability thinking and practice” is a taslkttnvolves the creation of new organizational
routines (Nelson and Winter, 1982) and new combionatbetween the codified knowledge coming
from CSR precepts and codebooks, with the idiosticcand tacit knowledge embodied in
corporate employees (Polanyi, 1967; Nonaka and U&ke1994). None of this occurs overnight:
organizational learning processes are cumulatiyciwmeans that they build on pre-existing skills
and knowledge (Dosi, Freeman, Nelson, Silverber§o&te, 1988) and therefore changes in the
way business is conducted tend to be incrementateapdre time to be accomplished. This
argument holds particularly for large multinatiooalporations, where CSR ideas and principles
need to trickle down from the headquarters to distabsidiary managers (or the reverse, see
Ghoshal and Bartlett, 1990). Therefore we consialreéven in the case of corporations whose
CEOs are willing to avoid involvement in human tghbuses, such a process is not instantaneous:
it will take time to refine and it will be more likeas the corporation accumulates experience in
CSR, and corporate employees at all levels arevatldime to familiarize and incorporate the
proposed CSR core values into their business peacti

In the case of corporations that use CSR as windi@ssing tool, we argue that such a
strategy is not sustainable over long periodsmétiA prolonged misaligned behavior between what
is first declared through CSR and what is actuddlige is detrimental to any corporation in terms of
both internal and external reputation (Fombrun.e2800). Hence, over time, the burden of CSR-
related declarations will become heavier, and tstscconnected to the loss of reputation higher.

On these grounds we formulate the following hypsigie

Hypothesis 2: The longer the number of years sinealéeclaration of CSR adoption, the

less will be the corporate involvement in humarmtigbuses.

? http://www.pg.com/en_US/sustainability/overvievirsh Last Accessed 15th February 2012.
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Differencesin Types of Human Rights Abuses

So far, we have considered human rights abusesiagla type. However, they show some
differences which are worthy of discussion. A distion should be made according to the gravity
of the abuse. International law scholars generajbct the idea that a hierarchy of human rights
can be formulated, arguing that the achievemegtoh individual human right requires fulfillment
of other human rights and in this sense humangigte indivisible (Teraya, 2001). Nevertheless,
we can make a distinction between abuses thatsepreiolations ofus cogensiorms and other
abusesJus cogensorms are defined in the Vienna Convention on the bf Treaties as
peremptory norms of international law: they arestdered legally binding on all states by
customary law, irrespective of the treaties radifiy individual countries and are accepted and
recognized by the international community of States whole, as norms from which no derogation
is permitted, and which can be modified only byilasequent norm of general international law
having the same charact@us cogensorms include prohibitions on certain abuses, wiclg
arbitrary deprivation of life, genocide, slavermytttire, prolonged arbitrary detention and enforced
disappearance (see Appendix A for a complete Bgt)example of a corporajes cogensbuse is
represented by the Unocal case, which was found tmplicit in human rights violations
including forced relocation, forced labor, rape rdas, and torture, perpetrated during the
construction of a natural gas pipeline through BatmThailand — the Yadana project (Wells,
1998; Holzmeyer, 2009). We consider abuses ojuhieogensype as the worst type of abuse.
Other human rights abuses can be classifietbgas cogensand span from worker discrimination,
to cases of environmental contamination that infing people’s rights to live in a healthy
environment, to instances of products launchechemtarket that contain dangerous or toxic
ingredients.

We also make a distinction between direct and eudiabuses. We define direct abuses as
those involving a corporation or one of its subkeidis, and indirect abuses as those in which a

corporation (and/or its subsidiaries) is found tabmplicit with a third actor (e.g. a supplier, a
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client, a government agency, etc.) that has corathitie abuse. Since contemporary production is
organized mostly along global value chains (Ger&fB6), several indirect human rights abuses
are being committed by local suppliers and subeatdrs (Yu, 2008; Cruz and Boehe, 2008).
Corporations may have differing capacity to prevamnmnanage different types of abusiss
cogensabuses are more of a problem in terms of theiricapbns once they are discovered, but
also are rarer events thao-jus cogenabuses. Direct abuses are probably more easilgptavle
than indirect abuses, because many corporationetdoave complete control over the operations
of their suppliers (Lim, 2008) or of other thirdrpaactors. In this research, we extend analysis of
the impact of CSR on alleged human rights abus#dsete four types of abuses. We do not
formulate specific hypotheses for each type ofgaitbabuse and we leave the theoretical

interpretations of our results to the Discussiaztiea.

METHOD

Sample

To test our hypotheses we focus on large corporativith headquarters in an advanced
country. Large corporations are more powerful, monsible, and their human rights
adherence/abuses tend to be more frequently meditdny the press and NGOs, than those of
smaller companies. Large firms also have the ressuto invest in CSR policies and manage
human rights abuses. The focus on advanced cosigrjestified by the fact that they have a longer
history of adoption of explicit CSR policies (Matteand Moon, 2008), which makes it easier to
assess their impact over time. Drawing on the FRoBebal 2000 ranking for 2006, we selected
140 large corporations across 28 sectors, nam8lZ (Rev. 4 codes in brackefsficcommodation
(I55); Advertising (M73); Aerospace & Defence (C3Qutomotive (C29); Banking (K64);
Beverages (C11); Chemicals (C20); Computer Elaatso(C262); Consulting (M70); Cosmetics

(C2023); Electrical Equipment (C27); Energy (BOBpod & Beverage Service Activities (156);

* The Forbes industry classification does not canfar ISIC. We recoded Forbes firms and sectorsthed 1SIC
sectors and drew our sample from the recoded list.
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Food Products (C10); Footwear & Wearing ApparelJ@nhd C14); Health care (Q86); Insurance
(K65); IT (J61); Metals & Mining (B06-07-08); Optt Instruments (C267); Pharmaceuticals
(C21); Pulp & Paper products (C17); Real Estate8]L®Retail trade (G47); Rubber and Plastic
products (C22); Tobacco (C12); Tourism (N79); Tdg324). We adopt a stratified random
sampling approach with equal allocation, by randosdlecting from the Forbes list five firms in
each of the listed sectors. Our interest is na@ gample that is representative of the Forbes Globa
2000 firms — the majority of which are banks - utvorking with a sample that both includes the
largest corporations in the world and also reprasantide range of primary, manufacturing and
service industries. For this reason we choose aaledjocation strategy. The population of Forbes
2000 firms within our selected industries, thatgorated from an advanced country, numbered
1236, with an average of 44 firms per sector. Hamgesample covers about the 10 percent of the
firms in the Forbes list. The final sample includems from the US and Canada (54%), Europe
(38%), Asia (Japan and South Korea) (7%) and Bean{li#h).

For each corporation we collected information daggdd human rights abuses, declarations
of CSR adoption, and other details used to constuiccontrol variables (size, year of foundation,
country of origin). Our analysis covers the peri890 to 2006 (see below)Ten percent of our
sample firms underwent a merger or acquisition (M&Hring the period of observation; we

account for this change in the analysis.

Dependent variables: Alleged Human Rights Abuses.

We analyze whether corporations that declare tpta@8R policies are more (or less) likely
to be involved in alleged human rights abuses (Hygsds 1a and 1b), and whether the number of
years since CSR declaration of adoption has anatmpa the probability of being involved in an
alleged abuse (Hypothesis 2). The collection andsm&ment of human rights abuses was not

straightforward. There is very little quantitativerk in this area, despite several calls for more

® We are aware that our sample is based on a 208 which means that the firms in our analysisevanked as
the largest public firms at the end of the peribdur analysis. However, this ranking was not ysedr to 2003.
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research on the field (Claude and Jabine, 1986).fitai problem was to identify a sufficiently
comprehensive source of information which includtata on alleged abuses of human rights
perpetrated by the business sector worldwide. VWjarozed a focus group to which were invited
law and business and human rights experts to digbescritical methodological challenges related
to our project. The outcome was that the BusinedsHuman Rights Resource Centre (BHRRC) as
a valid source of information. The BHRRC is consadke the world’s leading independent
information hub on the positive and negative impaoterted by corporations on human rights and
was the source used for the Addendum to SpecialeReptative John Ruggie’s 2008 report to the
UN Human Rights Council (Wright, 2008). The Certtas offices in London and New York and
relies on the efforts of regional researchers basedfrica, Asia, Eastern Europe, and Latin
America, who interact with local NGOs and gathdoiimation in the field. The BHRRC database
“covers the social and environmental impacts ofrd®@00 companies, operating in over 180
countries. Taking international human rights stadglas its starting point, topics covered include
discrimination, environment, poverty and developtpndabor, access to medicines, health and
safety, security, tradé”. BHRRC researchers collect news and reports relatinBusiness and
Human Rights from the web and other sources, aayaalday basis, paying attention to sources in
all regions of the world, including local newspapand reports produced by large and small NGOs.
News, reports, and events focusing on the relati@tween the activities of companies and human
rights, are examined and are published on the BHRRBsite provided they meet a minimum
criterion of credibility (therefore excluding blirattacks on companies). They highlight the impact
of business on human beings (e.g. news relatitiget@rotection of an endangered species but with
no clear connection to an impact on human rightsotsusually published). Since allegations of
human rights violations by companies are made pubtimpanies have an opportunity to respond
to any allegations before their publication on B{¢RRC website. If companies do respond, their

counter-arguments are published along the artreles/ts condemning their conduct.

6 http://www.business-humanrights.org/Aboutus/Brisftiéption Last accessed 15 January 2011.
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We used this information source to search for alfiegbuse connected to the corporations in
our sample. It resulted in more than a 1000 docwsnencluding news and reports providing
evidence of “events” of negative human rights inipad/e analyzed each document, and codified
the information into a dataset in three stagesstFiwo research students (supervised by the
authors) downloaded the documents and saved tbariafion on abuse events in separate coded
files. For instanc&irmA-1-neg, indicates that the file includes news ports referring to a distinct
human rights abuse in whidhrmA is involved as a corporation — e.g. sexual discration in the
workplace. Second, a third research student reghehte exercise to check that no document or
relevant information was missed in the first staage] where appropriate updated the file containing
the documents reporting the abuses. This procegsaimund 12 months to complete. In a third
stage, we entered reported information on eachvithail event of human rights abuse into a
dataset, which included the following items:

(@  aunique code for each distinct event of abusesétitmr “event”);

(b)  each event code was associated with the firm-leveé;

(c) a brief description of the event — e.g. “it exposetployees to radiation without protection,
which has resulted in long term illness or death”;

(d)  year(s) in which the event took place, includiray, éach event, the year in which the abuse
is known to have started and the year in whick dansidered to have ceased;

(e)  the year in which the event was first denouncectported,;

() whether the event is:

- a human right abuse of thes cogens type. Examples of this type of abuse in our
dataset include e.g. documented cases of unautkogigperimentation in the pharmaceutical sector
of vaccines that have led to infant malformatiomsl aeaths; slave-labour working conditions,
including child exploitation; use of chemicals iroguction processes that have resulted in the death

of employees and people in nearby communities;
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- a human right abuse of thmm-jus-cogendype. Examples of this type of abuse in our
dataset include e.g. workplace discrimination (Hase ethnic group, sex, health conditions, etc.);
union busting and other work-related violationsyimnmental contamination or commercialization
of final products that have endangered human health

(g9) whether the event of the abuse is:

- directly associable to the corporation, which inelsicabuses committed by managers
working at the headquarters or at one or more otdingorate subsidiaries worldwide;

- indirectly associable to the corporation, whichliles abuses committed by third-party
actors which have connections to the corporation.

Data on human rights events were collected up ¢oyear 2010. However, due to the
existence of a time lag between the year in whichalause has been committed and the year in
which it was first reported, we decided to limit aamalysis to the 1990-2006 cohort. This choice
was influenced by the fact that, over the perio@dmdlysis, the average reporting lag is 4.37 years:
hence the years after 2006 would have systematiaalllerestimated events that occurred in that
period. Our choice to start the analysis at 199®dsed on two considerations: first, that the
BHRRC began in the 1990s, and second that it ig fsom the early 1990s that information on
corporate human rights abuses started to become widely available, especially due to increased
accessibility to the internet.

Once the information was codified into the dataset,asked a human rights expert, with
experience of working for BHRRC, to check the esett ensure there were no errors or
misunderstandings in the events reported, andtieatoding of abuses into the different types (
cogens no-jus cogensdirect and indirect) was accurate.

We were conservative and careful in our codinghédrimation on human rights abuses; also
the BHRRC filters out information on abuses fromaliable sources. However, our data do have
some shortcomings. We include information on altegbuses, which may not be finally judged as
such by a domestic court. However, in reality, oalyymall minority of reported human rights
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abuses go through the judicial system. The lackamfeffective international law regulatory
framework (and the fact that relevant treatiessaldom incorporated into national legal systems)
(e.g. Kobrin, 2009), the often low level of proieat granted by national legislation, and the
weakness of many governments in respecting theafulaw (e.g. due to widespread corruption
and/or incompetence in the judicial branch) makdifftcult for victims of abuse to access formal
justice and to have their cases heard in fair dicgys. Even when this does occur, the courts may
take several years to reach a final decision andp#inges frequently embark on negotiations to
reach a “friendly settlement” which per se is nofirdéve proof of guilt. Hence, relying only on
abuses that have gone through a final judicial gi@ciwould be problematic. Another potential
weakness of the dataset is not the overestimati@bos$es, but rather their underestimation since
not all abuses are denounced and tracked in theREHportal. Unreported abuses may be common
in countries where political and civil rights areak, freedom of the press is limited, and protests
by local communities, NGOs, and other components\wilf society are repressed. Also, abuses are
unlikely to be reported in those countries whergegoments are complicit in corporate human
rights abuses and impose bans on this type ofnrdtion. Despite these caveats, we think that our
dataset is an accurate selection of the availabipireeal evidence on corporate human rights
abuses, and reflects what is available to anafysisscientists, on these abuses.

Our dependent variablehtuman right abuse is a binary variable indicating whether a firm
at timet has been involved (coded as 1) or not (coded as @hy type of alleged human right
abuse. We also constructed four other dependerables based on the type of abuse, namaly
cogens abuseno-jus cogens abusdirect abuseandindirect abuseFor instance, we constructed a
dependent variable fgus cogens abusevhich is a binary variable indicating whethettiate t a
firm has been involved in an allegationjo$ cogensabuse (coded as 1) or not (coded as 0). We

did the same of the other three types of abuses.
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Explanatory variables.

Our explanatory variables ar€SR,a binary variable taking the value 1 if the firradh
explicitly declared to have adopted CSR at titnand CSR experienceeporting at period, the
years since firm’s declaration of CSR adoption.otnfation on corporate CSR adoption was
retrieved directly from corporate websites, by logkiat the web-page dedicated to CSR, which
commonly is identified as “Social Corporate Resjiafity,” or variations of this (e.g. “Social
Responsibility”, “Corporate Responsibility and Sasability”, etc.). While most firms have a CSR
webpage or include CSR information in their AnnRalports, not all corporations indicate the year
when CSR policies were formally introduced intoitheorporate strategy. In such cases, we
contacted companies directly, via email or phorieer& are no missing data for this item. In asking
for the information, we did not impose a definitiohCSR, we simply referred to the company’s
CSR website and asked what year CSR was first fgramaroduced at the corporate level. We are
aware that the CSR-related variables we use in phiger do not account for the different
commitments and resources that corporations dd@oBSR, but our interest here is in whether or
not they adopted explicit policies, which per sarmsimportant strategic decision for the firm. We

nevertheless discuss and defend the choice o¥dhigble in the conclusion to the paper.

Control variables.

Over the years, human rights scholars have cond@tensive research on the conditions
that give rise to the emergence of corporate humgduts abuses. Qualitative evidence suggests that
some industries are more exposed than others icakfroblems and corporate complicity with
human rights abuses. We thus control for a firnobging to the energy and extractive industries
(Dummy Energy and Extractiv@Papaioannou, 2006; Wright, 2008; Drimmer, 208Iaick, 2011);
to labour intensive industries such as the footwseat textile industriesDummy Footwear and
Textil® (Arnold and Bowie, 2003) and the toy industry [Bband ARl&ander, 2010), and to the

chemical Dummy Chemicajsand pharmaceuticaDUmmy Pharmaceuticpindustries (Leisinger,
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2005; Santoro and Gorrie, 2005; Brice, 2008; W2§8)9). We control also for the service sector as
a whole pummy Service where we consider firms may be less likely tarbalved in abuses of
human rights because they are not involved in netufing activity. The reference group is all the
other industries. We control also for the size i torporation izg, using average number of
workers in the period 1990-2006, since larger firrhecause of the larger number of their
operations, may be involved in more abuses; foatfeeof the corporatio®ge, and for its country

of origin (Dummy country of origin based on the evidence that different cultureg vaédue human
rights and ethics differently (Christie et al., 20@iley and Spicer, 2007; Matten and Moon,

2008).

Analyses

We test our hypotheses through the following baseticonometric model:

Pr(ABUSE)= Bo + B: CSR + B, CSR experience+ B; TIME DUMMIES, + B; CONTROLS + iy~ (1)

where Pr(ABUSE) is the probability of firm to be involved in an alleged abuse at tim&/e run
one estimation for each type of alleged abuse, hameman rights abuse$ncluding any kind of
abuses)jus cogens abuspso-jus cogens abusedirect abusesandindirect abusesPr(ABUSE) is
explained byCSRand byCSR experiengevhich have been previously defined. We also idelu
control variables (CONTROLS) (i.e. industry congiasize, age, and country of origin) and a time
dummy (TIME DUMMIES), which we include in all thes&mations because the number of alleged
abuses may increase over time due to the expeome@ased availability of information on
corporate human rights abuses on the Internet, a@nd result of the massive reporting work
undertaken by various agencies and NGOs (see Bi@ugefor time trends). Our analysis therefore

is conservative since it controls for the fact timeteases in alleged abuses may be due to thet effe

20



of a higher probability of abuses being reportedrdime. As expected, the signs of the coefficients
of the time dummies are increasing over time.

Our analysis presents two main critical methodalalgconsiderations. First, the presence of
unobserved heterogeneity at firm level which ourtoas cannot fully account for — which suggests
use of panel data estimafeSecond, we suspect endogeneity on the var@BRsince the factors
that lead firms to declare to adopt CSR may bestrae factors that promote abusing behavior —
this suggests use of an instrumental variable &hfiroach to control for endogeneity.

To account for both of these problems we proceefblésvs. First, we run the test for no
endogeneity (Wooldridge, 2010, pp. 352, 358) tesssvhether an IV approach is necessary. Next,
we run a Hausman test to check whether the unobdeneterogeneity is uncorrelated or is
arbitrarily dependent on the observed explanatornialbkes, in order to decide between a random
effects (RE) or a fixed effects (FE) framework (Vitb@ge, 2010, p. 328). The rejection of the null
hypothesis in the Hausman test suggests the ube ¢fE estimator. Based on the results of the no
endogeneity and Hausman tests we selected the appsbpriate estimation method from among
RE, FE, RE-IV and FE-IV approaches for each depeindariable. The dependent variables have
specificities that in principle also justify diffemt estimation approaches. For instance, in the ahs
the dependent variable beipg cogens abusese believe measurement errors will be less likely,
because such abuses refer to the worst and masis@uman rights violations, which makes their
reporting more thorough and more likely to be cresigdated by the press and other actors such as

NGOs. This means that the errors are less likebettess serially correlated, which means also that

" Time dummies’ coefficients are available upon esju
8 Tests for the absence of unobserved heterogefwitpldridge, 2010, p. 299) are rejected in all mgressions.

o Another possible methodological consideration devifrom the fact that our dependent variables #re a

binary. However, endogeneity is hardly tractablbimary response models unless specific assumpdicnsade (see,
e.g., the discussion on bivariate probit estimationWoolridge, 2010, p. 595). The presence of ueoled
heterogeneity at firm level would impose restriet@ssumptions (see Woolridge, 2010, p. 630) artdeasame time
Random Effects and Fixed Effects estimations pmvahsonable estimates of Eq (1) (see WoolridgH),20. 608).
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the FE framework is the most accurate estimatiothate— an intuition that is corroborated by the
results of the Hausman test (see Restflts).

The IV of CSRfor firm i is measured as the share of firms in our dathséinging to the
same sector as firmthat declare to have adopted CSR at tirfeevariable we calCSR contagion
This variable reflects the well known contagion @i and Waddock, 2011) or mimetic
isomorphism effect (Matten and Moon, 2008), wherebgnpanies emulate the behavior of direct
competitors in the adoption of a CSR policy. Thed8R contagiomsatisfies the two conditions for
IV: it is expected to be strongly correlated to CRRcause of the contagion effect mentioned
above, and it is weakly correlated to abusing bemawy firm i. First step estimates, reported in
Appendix B, suggest th&SR contagioms a good IV.

In all the estimatep-values are calculated on the basis of robust stdreteors given the
presence of serial and cross-sectional correlatidine errors (we test for this, see Wooldridge
2010, p. 319). For all the models we report théssies of the adjustedRAlso, to enable
comparison of these statistics across all estimatiethods we report the percentage correctly
predicted, as recommended by Wooldridge (201078) b the case of binary dependent variables.
All the estimates are madeland performed by routines contained in severakgges, primarily

plm (Croissant and Millo, 2008).

19 FE estimates suffer from the well known attenuatias in the presence of measurement errors (Wdgkl 2010,
p. 365).
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RESULTS
Descriptive Statistics

Table 1 provides summary statistics and correlatfonghe variables in our analysis. The
correlation among different kinds of abuses suggt they should be analyzed separately in the
econometric estimations. Figure 1 shows the cunvelatumber of companies in our sample that
declared to have adopted CSR policies in the per@®iD-2006. We observe an increase over time,
especially after the year 2000, in line with evideron the growing importance of CSR for
corporate strategy (among many others see: Wontdk B2003; Kitzmueller and Shimshack, 2012).

At end of time period, only four of our sample ferdid not have in place a CSR policy.

Table 2 reports frequency distributions on the imement of our sample firms in different
kinds of abuses. Over the period 1990-2006, someeéfent of the companies in our sample were
involved in at least one case of alleged abuseaamahd a third were involved in allegationgud
cogensor indirect abuses (33% and 27% respectively).r@ve same period, more than half the
sample was involved in at least one allegemtjus cogensor direct abuse (54% and 52%

respectively).
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Figure 2 shows that while the percentage of congzainivolved in at least one alleged abuse
of thejus cogengype (straight line) has not increased over theéopel990-2006, the percentage of
companies with at least om@-jus cogensbuse (dotted line) has increased over time - taciar
of 3. Figure 3 shows that the percentage of congsainvolved in allegations of at least one direct
(straight line) or indirect abuse (dotted line) Inasreased over time. The growing trends observed
for almost all the types of abuses is mostly duanidncrease of the media coverage and NGOs’

reporting of abuses over time. For this reasonysestime dummies in the estimations.

Estimations

Table 3 reports the results of the regression apralysed to test Hypotheses 1a and 1b and
Hypothesis 2. We run separate regressions forrdiiteypes of abuses. The first column in Table 3
reports the results of the regression consideliing@es of abuses (i.e. dependent variableuisan
rights abuses The coefficient of CSR is statistically signdiat with a positive signpE0.078,

p<0.01), supporting Hypothesis 1a, which predibtt torporations with CSR policies in place (as
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reflected by the declaration of adoption made lgyfthm) are more likely to be involved in allged
human rights abuses than non-adopters. Howeven wigelook at the different types of abuses
(Columns 2-5) we find that this relationship varéesording to the kind of abuse. In particular, the
coefficient becomes negative when the dependerdhbtaris the probability of being involved in a
jus cogensabuse (Column 2): in this case firms that havdaded to adopt CSR policies are 7.5
percent less likely than non adopters to be inwbivean allegation gius cogensabuse, supporting
the predictions of Hypothesis 1b. For all otherdsrof abuses (Columns 3-5), our results support
Hypothesis 1a: the coefficients in the regressiwhen the dependent variablens-jus cogens
abuses($=0.045, p<0.05)direct abusegp=0.153, p<0.05) anddirect abusegp=0.028, p<0.10)
are all positive and significant. In summary, wedfithat firms that have declared to have CSR
policies are more likely to be involved in all kindl alleged abuses, with the exception of the worst

kind, jus cogensbuses.

The second set of findings concerns the effect dbrayer period of time since the
declaration of adoption of the CSR policy, on thebability of involvement in an alleged abuse.
We find support for Hypothesis 2 only when we cdesdirect abusess the dependent variable
(Column 4): in fact, the probability of being inveld in a direct abuse decreases over time by 0.3
percent per year. In contrast, the coefficients rawn-significant for the dependent variables of
human rights abuse€olumn 1),no jus cogens abus€Solumn 3),andindirect abuseg¢Column
5). Finally, whenus cogens abuseas the dependent variable (Column 2), the probighof a firm
being involved in this type of abuse increases Byp@rcent per yeap£€ 0.005, p<0.05), which

contrasts with the prediction in Hypothesis 2.
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Insightsfrom the Control Variables

Since all the control variables excégeare time invariant, we report them only for the RE
estimations, that is, only when the dependent klesareno-jus cogens abusedirect abusesor
indirect abusegAppendix C)'* We find that companies operating in the energy eximactive
industries have a higher chance of being involvedliegations of direct abuses compared to the
reference group, largely confirming the qualitatesdence on this subject (Papaioannou, 2006;
Wright, 2008; Drimmer, 2010; Slack, 2011). Chemioainpanies are more likely to be involved in
alleged direct anaho-jus cogensbuses, but less likely to be involved in allegedirect abuses,
which is in line with the high vertical integratiasf firms in this sector. Footwear and textile
companies, on the other hand, are more likely tobelved in allegations afio-jus cogensbuses
and are almost 50 percent more likely than thereefe group to be involved in indirect abuses — a
result that is in line with the global disintegaatiof manufacturing activities in this industry.yro
industry companies are less likely to be involvadallegations of direct human rights abuses
compared to the reference group, which reflectddbethat in this sector companies may be more
careful about damaging their reputation, givensiesitivity of their final market — and this despit
anecdotal evidence to the contrary (see the Matsek; Roloff and ARlander, 2010). Another
interesting result is that European corporatiomesless likely than US and Canadian corporations to
be involved in allegations of direct abuses — altebat may be explained by the fact that the EU’s
institutional system has traditionally differed frothe North-American system (i.e. higher
engagement of governments in economic and soctalitees, higher institutional protection of
employees and other stakeholders’ rights, morelaggghmarkets, etc.), which may have resulted in
more prudent behavior from EU companies when dgahith potential risks of human rights
abuses (Matten and Moon, 2008). Finally, we firat targer firms are systematically more likely to

be involved in all three types of abuses, consistatht their larger worldwide operations.

M For FE estimations we control also fage which is never statistically significant.
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DISCUSSION

Understanding the impact of CSR on society requakisg account of its impact on the
corporate duty to respect human rights. John Ru@@es, p. 17) described the responsibility to
respect as “a baseline expectation, [since] a cagpnpannot compensate for human rights harm by
performing good deeds elsewhere”. Drawing on adtiéva theories, our predictions about whether
firms that have declared to have CSR policies a@lould have a higher (or lower) probability to
be involved in alleged human rights abuses were.ope also suggested that longer established
CSR policies would reduce the chances of the cognpaimg involved in allegations of human
rights abuses. Our analyses generally provide stpgathe existence of a relationship between
declarations of adoption of CSR policies and aliega of human rights abuses, but show that the
nature of this relationship varies according totile of abuse. Companies that declare to have
introduced CSR policies, compared to non-adopéeesless likely to be involved in the worst types
of abusejus cogenswhich include slavery, systematic racial discriation, and arbitrary
deprivation of life. Our interpretation is thatghype of abuses is susceptible to strong justice
reactions both internal and external to the corpamaln the eyes of internal and external
observersjus cogensbuses may be far less defensible than other tfpasuses, and therefore
they imply extraordinarily high costs, in termshaith reputation loss and compensation costs,
which should be clear disincentives for this kindehavior. On these grounds, corporations may
seriously commit to avoidance of these kinds ofsalsuHowever, we observed the opposite pattern
for no-jus cogengbuses, which include less serious, and thus totmable types of abuse. Here
our results are in line with critical left CSR thexar (Banerjee, 2007; Enoch, 2007; see Kuhn and
Deetz, 2008 for a review), since a plausible intetgdion is that CSR is used instrumentally by
corporations to “sugar the pill” of themo-jus cogenabuses. The costs of association with these
kinds of abuses may not be so high, and thus mayobh the risk.

Hence, our results are consistent with the viewdhganizations fear justice reactions and

strategize their human rights behavior. Besidey theicate that organizational justice theory (Rupp
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et al., 2006; Aguilera et al., 2007) combined witl view that corporations are self-interested
organizations (Jensen, 2002), is useful to prexigborate behavior in the presence of CSR. At the
same time, our evidence does not provide suppothéidea that CSR adoption provokes a moral
conversion across the whole organization — as feaged by business ethics scholars (Gond et al.,
2009). Also, while studies on organizational leaghemphasize the importance for competitiveness
of knowledge accumulation over time (e.g. Nelsod @finter, 1982; Nonaka and Takeuchi, 1994),
we observe that when the learning is related t@bikty to manage human rights, corporations are
slow learners and in many cases do not seem to &ail. In this respect, we observe that
companies may act strategically by reducing, omee ttheir involvement only in direct abuses
while continuing to commit indirect abuses — a rethdt could hide a potential “outsourcing” of
corporate abuses to third parties.

This latter result can be explained by the higloertiol maintained by corporations on their
internal operations and the greater difficulty inmeal in controlling third-party actors, which are not
owned by the corporation. For instance, with resfesuppliers, Apple’s recent Supplier
Sustainability Progress Report (Apple, 2012) showghk tevels of suppliers’ non-compliance with
the labor rights standards set by Apple — deshgecbmpany’s notable attempts to monitor and
guide compliance. But lack of control of indiretiuges over time can also be explained by the
expected lower justice reactions when abuses aoeiased with third-party actors rather than
members of the corporation. Companies’ respongilfor the companies in their value chains has
received prominence only recently (Mares, 2010)@oding complicity between third-party actors
and corporations is often less than straightforwhrrnational Commission of Jurists, 2008).
Hence, it is plausible that, along with being mooenplex to control, indirect abuses bear costs — in
terms of reputational losses and compensation ediség are much lower than those connected to
direct abuses. At the same time, third-party algiactors may lure corporations into exploiting

advantageous business opportunities.
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Finally, on the learning side, we found that cogterinvolvement in allegations jfs
cogensabuses shows a significant, albeit modest, inereasr time. Hence, corporations that have
declared to have CSR policies in place are lestyltkebe involvedn jus cogensibuses compared
to corporations that have not adopted CSR polibesthey are generally unable to maintain
prolonged moral austerity. This result is puzzlamgl is certainly deserving of some qualitative
insights from in-the-field research. One possibigl@nation for it might be that, after some yedrs o
having a CSR policy in place, during which corpenaputation has not been damaged by
involvement in any cases of severe abuse, soms fiefax their control ojus cogendiuman

rights, increasing the chances of involvement imlausing event of this kind.

Contributions

The results have a number of implications for ti8RGiterature. Early work on CSR
focused on whether CSR should exist or not (seedifran, 1970; Jensen, 2002), and more recent
research has begun a shift to “why it does exidtiaffects the economy” (Kitzmueller and
Shimshack, 2012, p. 52). Most management reseafogused on “building a case for CSR” and
demonstrating the value for corporations (McWilleand Siegel, 2001; and Margolis and Walsh,
2003 for a critical appraisal). What has remairsgdely unexplored is the analysis of the value that
CSR has for society, which recent contributions olestrate to be a highly controversial subject of
inquiry (see e.g. Karnani, 2011 vs. Rivoli and Waald 2011). This paper contributes with new
empirical evidence to this subject, and this imtoelps to speculate on the fundamental question of
whether CSR is likely to be a win-win strategy éompanies and society, and if so, why. In the
short run, the advantages for society may come fr@mower involvement ijus cogensbuses by
CSR adopters, whereas companies may still bemeffit the lucrative opportunities tied no-jus
cogensabusesOver the long run, society can benefit from CSRulgh companies’ more limited
involvement in direct abuses, whereas they canlsameously take advantage from indirect abuses.

It is hard to conclude that these scenarios camstd win-win situation, but given the inherent
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complex tension between business and societakstierthis seems to be a realistic appraisal of the
impact of CSR on society.

On the conceptual side, we believe that our rebgawtentially contributes to a middle
ground between different perspectives on CSR, ggestied by Weaver and Trevifio (1994). Jones
and Wicks (1999) and Scherer and Palazzo (200&) d€bate on CSR was originally developed
based on two scholarly positions (Swanson, 1998.frst is the economic-aligned perspective,
represented largely by management scholars, wheidemCSR as beneficial as long as such a
policy does not conflict with profit maximizatiorlowever, it is often considered to be “value free”
and unable to provide a morally-grounded theor€ 8R (Jones and Wicks, 1999; Scherer and
Palazzo, 2008). The second is the duty-alignedopetive, which is grounded in moral philosophy
and ethics and argues in favor of CSR, but on #seshof its moral merits and not as an instrument
for profit or value maximization (Bowie, 1999; Goatlal., 2009; Cragg, 2012). These two strands
of scholarly research are methodologically distante the former tends to adopt positivistic
research methods, while the latter is essentiaéipitetical and normative. In their 1994 article,
Weaver and Trevifio (1994, p. 140) called for soewenciliation between these approaches and
for “normative theorists to be concerned with thassitudes of application and empirical theorists
to be self-conscious about the moral purposes afwuaek”. A similar call was made by Jones and
Wicks (1999), who suggested that if we, as a spciksire a moral and practical organizational
response to the spread of intensively competitiaekets, some convergence between these two
approaches and their grounding theories will beessary. We think the present paper goes some
way towards a convergence: on the one hand, iteppbsitivistic research to investigate “value-
rich” research questions; on the other hand, wipkes fresh evidence to promote a more practical
and less utopian ethicist approach to CSR.

On normative grounds, our research endorses thePBR framework's focus on the
responsibility to “respect.” Our empirical evidenegnforces the view that it is necessary to move

beyond the traditional notion that only States stiobe held responsible for human rights
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violations, and agrees with the need to enforcenteehanisms that allow corporations to be held
accountable for their own violations (Muchlinski,(Q Ruggie, 2008; Kobrin, 2009), including
violations that are “allowed” in some of the hosuntries, but are do not conform to the Universal
Declaration of Human Rights. Unfortunately, theiciehcies of international law on this subject
(Muchlinski, 2012), and the unwillingness or inceipa of many host countries effectively to
regulate the operations of foreign corporationsnifdiaell, 2006; OECD, 2006; De Jonge, 2011),
suggest that the hard-law way alone is unable fidlyddress the problem of corporate human
rights abuses. One of the ways through which these&tions are being addressed is through a new
approach to the formulation of foreign investmealigees. In recent years, a growing number of
International Investment Agreements (IlA), partanly Free Trade Agreements (FTAs), have
included clauses oriented to enhancing corporaeer of the environment and human rights of
host countries, not included in the original Bilalelnvestment Treaties (BITs) (Aaronson, 2007;
World Investment Report, 2010; 202%)Although the effectiveness of these policies hetsty be
demonstrated, their diffusion in principle couldseahe settlement of investor-State disputes in
local tribunals. The evidence of increasing hunights abuses provided by this work is certainly
an encouragement to policy makers to continue doess these issues in FTAs.

Our research suggests that corporate self-regal#timugh CSR may be effective to some
degree, in constraining abuses. Evidence that coiepghat have declared to have CSR policies in
place are less likely to be involved in alleges cogensabuses is an indication that CSR works to
prevent the worst abuses. Our conjecture is thatrésult is related more to the costs of strong
justice reactions from different types of stakehddé¢han to a thorough moral conversion of the
corporations involved — not least because otherthisee would have been a reduction in other
kinds of abuses. On these grounds, we believeahatof the most powerful incentives for self-

regulation is stakeholder awareness of the existand relevance of corporate abuses, which will

12 This process has its origins in the mid-1990s ésge the NAFTA preamble’s reference to environtakeand labor
considerations), but has become salient only in¢bent years, as highlighted by UNCTAD 2010 anti12@/orld
Investment Reports.
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influence their justice reactions. While awarenem®paigns have increased since the early 1990s,
we see a need for more to be done to increasehstiglee sensitivity towards all kinds of abuses,
especiallyno-jus cogensbuses, which tend to be less prominent in thesreewd to be much more
easily tolerated or forgiven thans cogensabuses. One of the recommendations from this vgork
that governments should play a bigger role, throadiication programs so that future generations
are more aware of human rights issues, and effigrtdGOs and international organizations to get
the human rights responsibilities of corporationgr@agendas of trade and industry policy.

Finally, our results suggest that dealing with iiedi abuses will be one of this century’s
most important challenges. Corporate sustainabiigyagers will need to pay much more attention
to indirect abuses, and the disclosure of abusediy global suppliers and clients must become
part of their transparency agendas. This wouldlifatg the work of NGOs and the media in
monitoring abuses and stimulating more responsiidbavior along the supply chain. Self-
regulation is probably the most effective way taldwith indirect abuses since proving legal
complicity of corporations with third-party actois fraught with difficulty (Clough, 2008;

International Commission of Jurists, 2008).

Limitations and areasfor futureresearch
This paper has some limitations which it is hopelll stimulate further research along the

directions indicated below. Measuring human rigalgises is without doubt one of the major
challenges of this project; the concept of humghts abuse is complex and highly qualitative and
studies on the impacts of and/or violations of homghts are mostly qualitative. However,

measurement of human rights abuses at country isveecoming more common (Claude and
Jabine, 1986; Barsh, 1993; UN, 2007; UN, 2008; &all 2008), because it is the only way to
monitor abuses and allow cross country comparisomer time. We have extended this

measurement to corporate abuses although cogrotahe fact that our dataset does not include

unreported abuses and that, despite careful sgrute abuses we count have not necessarily
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become the objects of final judgments by domesticinbernational courts. Hence, we use
allegations of abuses as a proxy of human rightses

Another limitation is that our estimations do nonhtrol for the countries where the abuses
took place, which can influence both the probapiiit abuses being committed and of their being
denounced or reported. However, our researchesdsted in how the adoption of CSR as a global
corporate strategy relates to human rights abusespective of where they took place. Also our
unit of analysis is the whole corporation ratheanthndividual subsidiaries, which means that
abuses may be occurring in several countries asdh®e time; thus controlling for country-effects
within our estimation approach was not possiblgrédmising line for future research would be to
analyse similar research questions, but at thel lefethe subsidiary. We know from the
International Business literature that there isidevheterogeneity within corporate units in the way
that CSR policies are implemented, and the wayshich human rights are recognized; hence
extending the focus to the subsidiary levels waqrovide additional insights into the relationship
between CSR and human rights abuses.

We also acknowledge the limitations of our operali@ation of CSR. Our variable
registers only the declaration of CSR-adoption alegs not account for cases in which the
companies declare to have CSR policies but thegffieact have only a CSR web-page, which
includes information about codes of ethics, and €&8&ed initiatives (e.g. charity, and other
positive responsibilities) that are just fake. Wdidwe that, since we are dealing here with the
largest and most visible advanced countries’ catpams, it is highly unlikely that they declare the
false on their websites or when asked by our telaoutatheir CSR policies. Hence, in spite of our
caution with this concept, we do believe that detlan of CSR adoption do reflect the explicit
adoption of CSR policies.

Certainly, our measure of CSR as binary variablelccoaise concerns, since it does not
account for the differences across corporation®ims of the resources devoted to CSR policies.

However, our measure is less likely to suffer frareasurement errors than indicators based on
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gualitative information provided in companies’ aahteports, which are clearly influenced by the
different communication efforts of these companier than by their different commitment to
CSR. Also, longer term data on hard investment€&R (i.e. balance sheet data) and qualitative
annual or sustainability reports are not availaBliernative indicators of CSR — such as those
included in the CSR Hub Portal and the Global Repgrnitiative (GRI) - are available only for
the most recent years and thus are not usefuh@optrrposes of this study. Financial sustainability
indexes, such as the Dow Jones Sustainability 1iDd$81); the FTSE KLD 400 Social Index (and
derivative indexes) and the FTSE4Good, are widslduin the economic analysis of corporate
social performance, but most suffer from two mamitations that make them unsuitable for our
study. First, their use would introduce selectiggshn the sample, because in most of them only
firms that are considered to operate in a sustiraid ethical manner are listed, and given sectors
(e.g. tobacco) are excluded by definition (an ekoepare the KLD’s ‘exclusionary screens’).
Second, decisions about companies’ listing are rgdgeevaluated by a panel of experts that also
undertake media and stakeholder analysis, whichnseaich indexes are likely to include
dimensions of our dependent variable — for instaacBrm listed on the DJSI can be suspended
should the firm be involved in a human rights s@nBurthermore, with the exception of the KLD
Social Index, which was introduced in 1990, theeotindexes are quite recent (e.g. 1999 for the
DJSI; 2001 for the FTSE4Good). The KLD Social Indsxonly available for US large public
companies, while a similar index with a global spathe FTSE KLD Global Sustainability Index —
was introduced only in 2009. Limiting the analyses US firms would have been reductive,
especially considering the significance of countfyorigin effects in our analysis. For these
reasons, none of the alternatives suggested aberesaslopted in this study. It should be mentioned
also that our research questions are about &figtion which refers to the strategic decision and
subsequent declaration to engage in explicit CSIRips. We consider that, irrespective of the

investments devoted to these initiatives, a comphat/declare to adopt CSR policies is explicitly
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‘outing’ their core values and beliefs, for strategurposes, and this has a value in itself thatikh
not be understated.

To conclude, we consider this study to be a firdirst step in a new line of empirical
research on the social impact of CSR, and we Hugitart the future more quantitative data on firm-
level CSR investments will be systematically au@#aover time. This constitutes a major challenge
for this field of research, which requires extensteflaboration with the business sector over the
reporting and sharing of this kind of informatidn.this sense, one of the practical implications of
this study is related to these data being maddadlaiwhich would be of immense help to analysts
trying to account for the economic and societal iobpaf CSR. Indeed, sharing this kind of
information should become part of companies’ CSKcigs in the future. We believe also that this
area of research would benefit from collaboratieween academia and NGOs or organizations
such as the BHRRC, over the codification of infotiova on corporate human rights abuses into

datasets, which could be made freely availableholsrs and analysts.
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APPENDIX A
List of Civil and Political Rights

A Right to self-determination of peoples

A Freedom from discrimination

A Right to an effective remedy for violations of righ
A Right to life

A Freedom from torture and from cruel, inhuman omdding treatment or punishment
A Freedom from slavery and servitude

A Right to liberty and security of the person

A Freedom from imprisonment due to debt

A Freedom of movement

A Right to equality before the law

A Right to fair trial

A Right to privacy

A Freedom of thought, conscience and religion

A Freedom of opinion and expression

A Right to peaceful assembly

A Freedom of association

A Right to marry

A Right to vote and to participation in public affair

A Right to a nationality

List of Economic, social and cultural rights

A Right to self-determination of peoples

A Freedom from discrimination



A Right to work

A Right to fair conditions of work

A Right to form and join trade unions

A Right to strike

A Right to social security

A Right to protection of the family

A Freedom of children and youth from economic expt@n and from harmful and dangerous
work

A Prohibition of child labour below a certain ageiliset by law

A Right to an adequate standard of living

A Right to food

A Right to housing

A Right to be free from hunger

A Right to health

A Right to education

A Right to take part in the cultural life and bené&fiim scientific progress

A Right to protection of intellectual property

List of jus cogensviolations

A Arbitrary deprivation of life

A Tortureand other cruel, inhuman or degrading treatment

A Slavery

A Prolonged arbitrary detention

A Forcible suppression of the right of peoples tb defermination

A Summary executions
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A Forced disappearances

A Genocide

A Systematic racial discrimination

A Acquisition of territory by force

A RefoulementDeportation to countries where the person fadeisrary deprivation of life,
torture or ill-treatment)

A War crimes

A Aggression (in inter-state relations)

The list ofjus cogenwiolations is based on Orakhelashvili (2008). ke awvare that there are

other classifications glis cogenwiolations and this is a subject of current debate
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APPENDIX B

TableB1. First step regressions

CSR CSR CSR
(Human right (Jus cogens (Direct abuses)
abuses) abuses)
M odel FE-1V FE-1V RE-IV
Estimation P2SLS P2SL S P2SL S
method
Variables
TIME DUMMIES YES YES YES
CSR contagion .83 (.04)*** .83 (.04)*** 79 (.04)***
Age .04 (.01)*** .04 (.01)*** .00 (.0Q)***
CSR experience -.01 (.00)** -.01 (.00)** .01 (.00)***
Size - - .01 (.02)
Dummy Service - - .02 (.05)
Dummy Energy and - - .01 (.08)
Extractive
Dummy Toys - - .03 (.11)
Dummy Chemicals - - -.09 (.11)
Dummy - - -.10(.12)
Pharmaceutical
Dummy Footwear - - A1 (.11)
and Textile
Dummy Europe - - .01(.04)
Dummy Asian - - -.01 (.08)
Dummy Other - - 18 (.23)
Countries
Number of 2280 2280 2280
observations
Adjusted R A4 44 A7
**  p< .05
*% % p< 01

Note: Robust standard errors are in brackets.
P2SLS=Panel Two-Stage Least Squares.

APPENDIX C
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Table C1. Coefficients of the control variablesin the RE estimations

No-jus cogens Direct Indirect
abuses abuses abuses

M odel RE RE-1V RE
Estimation method POLS P2SLS POLS
Variable
TIME DUMMIES YES YES YES
Age .00(.00) .00(.00) -.00(.00)
Size .09(.02)*** .09(.02)*** .07(.02)***
Dummy Service -.08(.05) -.03(.04) -.02(.05)
Dummy Energy and Extractive .12(.08) .31(.10)*** .09(.08)
Dummy Toys -.12(.08) -.14(.07)** -.05(.05)
Dummy Chemicals 55(.16)*** 59(.14)*** -.12(.11)
Dummy Pharmaceutical -.12(.14) .13(.18) -.12(.05)**
Dummy Footwear and Textile A41(.18)** .09(.12) A7(.25)*
Dummy Europe -.07(.05) -.14(.04)*** .03(.05)
Dummy Asian .19(.09)** 11(.07) .10(.08)
Dummy Other Countries -.19(.09)** -.20(.07)** -.15(.08)*

*  p< .10
> p< .05
*k * p< 01

Note: Robust standard errors are in brackets.
POLS= Pooled Ordinary Least Squares; P2SLS=PaneiStage Least Squares.
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Variables Mean | Min| Max | Sd. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18
1 | Human rights

abuses 026 | O 1 0.44
2 | Jus cogens

abuses 012| O 1 0.33 .63**

3 | No-jus cogens
abuses 002| O 1 0.04] .85**  31*
4 | Direct abuses | 0.18| O 1 0.39] .08** .49**  69**
5 | Indirect abuses | 0.12| O 1 0.33] .63** 55** 5O  18**
6 [CSR 033| O 1 0.47| .15** .06** .16** .13** . 14*
7 |CSR experience 4.83| 0 | 141| 16.82 .05* .04** .05** .05* .06** .41*
8 |CSR contagion | 0.28 | 0 1 0.27| .02* 02* 25** 17* 17** | 58* 26**
9 | Age 73.91| 0 | 207 | 47.86 .05* .03  .01* 12% -08* 02* | 17** . 18*
10| Size 10.98(7.31|13.87| 1.16 | .03* 29* 22%  2G5*  21% (Q9* ,09** .06* .12*
11| Dummy Service| 0.36 | 0 1 0.48] -.16** -.04* -16* -13* -06* -13* -13* -21% .(Q9*  12**
12 | Dummy Energy

& Extractive 007| O 1 0.26| .11** .14** 07** .16** .09* -02 03 -.05* -.08** .05* -.21**
13| Dummy Toys 004| O 1 0.19| -.11** -07* -09* -08* -07** .07 .02 .13* .03 -1** -14** -05*
14| Dummy

Chemicals 004 | O 1 0.19] .21* -05* 25* 27* -06* .08* .12* | 12% |12 .01 -14* -05* -.04*
15| Dummy

Pharmaceutical| 0.04 | 0 1 0.19) .02* .04* -.04* .05* -06** -02 -04* -07** .11* -02 -14** -05* -04* -.04*

16 | Dummy

Footwear & -

Textile 004| O 1 0.19) .11* .07* .15 -01 .24* .03 -.04*  .04* -.09** .14** -14** -05* -04* -.04* -.04*
17 -

Dummy Europe| 0.38 | O 1 0.49 -.01 .00 -01 -06* .07* .02 -10*.01 .08** .12** .00 A8* 15 09** .01 .01
18 | Dummy Asia 0.07| O 1 0.26f .01 .02** .11** .06** .05* -.07* -.03 .01  -10** -04* -15** -08** -0*5 -.05* -05* -.05* -.22*
19 | Dummy Other

Country

001| O 1 0.08 -.05 -03 -.04* -04* -03 -.01 -.02-.04* -12** 05* .11** -.02 -02 -02 -02 -02 -.07**-.02
* p< .05
* p< .01

Table 1 Descriptive Statisticsand Correlations
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Table 2 Frequency of Alleged Abuses

Human  Juscogens No- jus Direct Indirect
right abuses cogens abuses abuses
abuses abuses
Number of companies with 80 (60%) 44 (33%) 73 (54%) 70 (52%) 36 (27%)
at least 1 abuse (1990-
2006) (% on total)
Number of companies with 44 (33%) 25 (19%) 31 (23%) 36 (27%) 24 (18%)
at least 5 abuses (1990-
2006) (% on total)
Number of companies with 31 (23%) 13 (10%) 22 (16%) 25 (19%) 16 (12%)
at least 10 abuses (1990-
2006) (% on total)
Average number of abuses 1.36 0.19 0.49 0.42 0.26
per company (1990-2006
Average number of abuses 0.84 0.21 0.21 0.32 0.10
per company in 1990
Average number of abuses 1.83 0.24 0.67 0.48 0.44

per company in 2006
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Table 3 Results of Regression Analyses

Human Juscogens  No-juscogens Direct Indirect
right abuses abuses abuses abuses

abuses
M odel FE-IV FE-IV RE RE-1V RE
Estimation P2SLS P2SLS POLS P2SL S POLS
method
Variables
TIME DUMMIES YES YES YES YES YES
CONTROLS NO NO YES YES YES
CSR .08(.02)*** -.07(.02)*** .05(.02)** .15(.06)* .03(.02)*
CSR experience .00(.00) 5.2e-2(.00)*  -.00(.00) -2.6e-2(.00)* .00(.00)
Number of 2280 2280 2280 2280 2280
observations
Percent correctly .90 .94 .82 .84 .89
predicted
Adjusted R .04 .01 12 .09 .06
Test of no Q7*x* .Q5*** .03 .08*x* .01
endogeneity
Test of no serial S1FF* 58**F* H4Fr* RN ek B63***
correlation in
residuals (coeff.)
Hausman test RE vs (.00) (.00) (.30) (.78) (.26)

FE or RE-IV vs FE-

IV (p-value)

*  p< .10
> p< .05
*k * p< 01

Note: Robust standard errors are in brackets.
POLS= Pooled Ordinary Least Squares; P2SLS=PaneiStage Least Squares.
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FIGURES

FIGURE 1 Cumulative number of declarations of CSR adoption in the period 1990-2006
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FIGURE 2 Per centage of firms according to type of abuse:

Alleged jus cogens and no-jus cogensin the period 1990-2006

—— Jus Cogens abuses J
= = MNaoJus Cogens abuses \

o ]
t"’)_ L
o

[ih]

w

3

o]

[

[ii]

C

[s]

- w

8w

=

(]

£

=

w

E o©

= T

u_ a

[=]

@

()]

i

C

w

2

@ w

o v
o

1990 1995 2000 2005

Year



FIGURE 3 Percentage of firms according to type of abuse:

Alleged Direct and Indirect abusesin the period 1990-2006
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