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ABSTRACT OF THE DISSERTATION
ENVIRONMENTAL PERFORMANCE OF MULTINATIONALS: A COMPARATIVE
STUDY BASED ON CLIMATE CHANGE STRATEGY
by
Santhosh Narayanan
Florida International University, 2014
Miami, Florida
Professor Sumit Kundu, Major Professor

In the context of distinctive international business phenomena of global
environmental concern i.e., climate change, this dissertation addresses two research
questions. Does multinational enterprise (MNE) orientation (global- or regional-
orientation) have an influence on the carbon performance of the multinational? Is there
any significant home country effect that drives carbon performance?

Stakeholders are increasingly watching the green performance of the firms and
investors are looking for information of how firms deal with externalities such as carbon
emission. Environmental capabilities are increasingly becoming the core competence of a
multinational enterprise. This also enables the MNE to be an active entity and play a key
role in global environmental governance. Defining carbon performance as the capability
of firms to integrate climate change strategy into the overall strategy, this dissertation
used resource-based view and institutional theory as the theoretical framework along with
the concept of regionalization of firms. We argue that differences in integrating strategy
to reduce carbon emission (carbon performance) are related to MNE orientation and

home country effect. Using a sample of 324 firm-years drawn from the carbon disclosure



project reports 2011, 2012, and 2013, we analyzed the data running a logistic regression.
We found that global-oriented MNESs had better carbon performance compared with
regional-oriented MNEs (p<0.05). We also found home country effect to predict carbon
performance of the MNE (p<0.10). Further, MNESs in environmentally non-sensitive
industries were likely to have better carbon performance regardless of whether they are
global-oriented or regional-oriented. This result was against the hypothesized
relationship. One of the reasons for this result could be projected good image by the firms
in environmentally non-sensitive industries because of cost advantage. Lower
environmental institutional distance between home and host country of a firm increased
the likelihood of its carbon performance regardless of its orientation as global or regional
(p<0.05). We found the climate strategy as dynamic and rapidly evolving. Since the
regulatory requirements are expected to be stricter in the near future, the role of business
in climate strategy and carbon governance should be comprehensively studied further

with clear measurement parameters.
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CHAPTER I
INTRODUCTION

“Business is seen as a part of both the problem and the solution; international
climate change policies must therefore encourage businesses to make a more positive
contribution” (World Investment Report, 2010: 100). This concern is reflected recently
from two different but important sectors. First, the CEO of Unilever put forth that
deforestation accounting for 15% of global warming will affect business models of
companies, risk the society at large, and lead boycotts by consumers (Polman, 2014).
Second, the Obama administration estimates the losses to the U.S. economy on account
of climate and weather loss as $100 billion for the year 2012 and is in the process of
framing new rules to combat climate change. The Environmental Protection Agency
(EPA) on June 2, 2014 unveiled a plan to limit carbon emissions from power plants
(Whitehouse website, 2014; Bloomberg, 2014). With a huge potential for savings, for
U.S. consumers and businesses, of around $464 billion by 2030 (Cleetus et al, 2009), the
climate change movement is considered to be a global social movement forcing changes
in business practices (Reid and Toffel, 2009). The increasing attention of firms, investors
and other stakeholders on socially responsible activities is also reflected in the fact that a
group of 722 institutional investors with a combined $87 trillion assets is part of the
carbon disclosure project which is analyzed in this dissertation.

The recent developments on climate change are a reflection of the importance
governments and firms have placed on their socially and environmentally responsible
activities. They emphasize the radical change in the way people look upon how MNEs

are related to their natural environment where they function, their relationship with



investors, local communities, workers, domestic companies, suppliers, and host
governments (loannou and Serafeim, 2012). This is evidently a great leap forward from
the traditional view mainly suggesting environmental policies and practices of a firm
having a significant influence on the cross-country legitimacy of the firm (Bansal, 2005)
and also their reputation across cross-country institutional environments (Dowell et al,
2000). The ninth principle of the United Nations Global Compact exhorts businesses to
“encourage the development and diffusion of environmentally friendly technologies”.
The supporting role played in social responsibility by transnational corporations has
already extended beyond their own legal boundaries and often increased their influence
over the activities of value chain partners. (Transnational Corporations, UNCTAD
August 2011).

The importance of business in global environmental governance has been
specifically pointed out by scholars (Levy, 2005). The governance by MNEs is far more
difficult in the case of global climate change, where greenhouse gas emissions are
diffused across and woven with business processes of production and transportation
system of the modern economy (Ruggie, 2004).The period after the recent financial
crisis, in particular, has provided an opportunity to overhaul the financial system across
the world and also during that process to address climate change concerns (Shrivastava
and Busch, 2013) as investors are increasingly considering climate change as a risk factor
in business (Mercer, 2011). So businesses have started considering climate change
strategy (climate strategy) as fundamental for their competitive strategy even though
governmental regulatory pressures may have forced many of the firms to comply with

the rules in the initial stages (Enkvist et al., 2008). The notion that businesses can provide



solutions to combat climate change has received enough attention for businesses to
acknowledge this on their agenda (Pinkse and Kolk, 2009). What is more interesting is
that multinational companies (MNES) act as a guiding factor pushing innovation and
promoting learning that is ultimately resulting in increased firm value (KPMG survey,
2011). Investors now expect to get information about environmental “externalities” such
as carbon dioxide emissions which investors believe is key to firm performance (Lubin
and Esty, 2010) and, thus, ‘investor-driven governance networks’ are playing an
important role in global economy (MacLeod and Park, 2011). The decision making
process of managers is crucial in the technological innovation process for a firm as the
legitimacy of the innovation process and/or product is very much linked to and co-
evolves with “sociopolitical legitimacy’ (Hall et al., 2014). Confirming this point, a
Goldman Sachs Report (2009) found that, among Global 800 companies with average
market capitalization of US$ 3 billion across the areas of performance key to their
industries, 60 percent of those companies have assigned either their board members or
their top management with clear duties and responsibilities to ensure carbon emission
reduction of the company.

Lundan (2011) in a book review aptly puts that the fundamental difference in the
strategies related to a global concern of climate change with that of traditional issues such
as toxic pollution, more local in nature, is an important issue that international business
research has to address. There is a need to empirically test assumptions of new frontiers
in international strategy (Ricart et al., 2004). However, there are very few empirical
studies at firm-level on climate change, an issue which Pinkse and Kolk (2009) call a

‘distinctive international business issue’ where institutional failures across countries



matter. In this context, voluntary sustainability initiative gains prominence as a
governance mechanism for promoting the development of voluntary environmental
standards (Wijen, 2014). Even though broader areas of corporate governance and
environmental performance have been empirically studied earlier, the results are both
fragmented and contradictory (Walls et al., 2012).

This dissertation takes into account the relevance of Hoffman’s (2005) and Pinkse
and Kolk’s (2009) call for considering controls on Green House Gas (GHG) emissions as
a strategic concern induced by market forces rather than just an environmental issue
arising out of social and regulatory pressures. Since MNEs can make significant
contributions for a low-carbon economy through their global value chain process
modification, technological upgradation, and related innovation in accordance with the
national, international and supra national rules (World Investment Report, 2010; Ricart et
al., 2004), the need to integrate these considerations into core business operations and
strategy (Porter and Kramer, 2006) can be expected to vary with the orientation of MNEs.
MNEs also differ in their environmental capabilities and environmental performance
requirements based on a variety of factors. Factors such as available resources and
capabilities, scale and scope efficiency of operations, reputational requirements, industry
requirements, host country requirements, and home country environmental standards, are
likely to affect environmental strategy for MNESs. In the context of a distinctive global
environmental concern of climate change, therefore, this dissertation argues the superior
effect of global-oriented MNEs as compared to regional-oriented MNEs on the
environmental performance, in the context of adopting carbon emission reduction

activities and incorporating them into the strategy of the firms. Since the strategy of



multinationals is emphatically influenced by their home country (Elango and Sethi, 2007;
Porter, 1990), this dissertation would also consider two different groups of
multinationals, examining the effect of country of origin on environmental performance.

This dissertation investigates the effect of firm-level, institutional level and
industry level associations on strategies relating to climate change. We argue that there
would be difference among firms’ regional- or global-orientation in adoption of climate-
related strategies that will be reflected in their environmental performance (Rugman and
Verbeke, 1998; 2004). The two research questions put forth are: a) whether MNEs with
global-orientation have better environmental performance compared to firms with
regional-orientation on issues of global scope such as adopting climate change strategy;
b) whether the home country of the MNE affects the environmental performance of
MNEs originating from Europe and U.S. This dissertation uses resource-based view
(RBV) and institutional theory as the theoretical lens to study the issue while drawing
from the regionalization concept of Rugman and Verbeke (2004). This study is expected
to enhance the understanding of ‘sustainability’ at the firm level in the context of a global
phenomenon, climate change, a major concern of all stakeholders and especially
institutional investors. In this dissertation, the expressions climate change performance,
climate strategy, and carbon performance are used interchangeably to denote
environmental performance.

The dissertation is arranged as follows. The second chapter will deal with the
literature review, followed by theoretical framework and hypotheses development in
chapter three. Chapter four consists of methodology; chapter five narrates the results

followed by a discussion in chapter six.



CHAPTER II

LITERATURE REVIEW

SUSTAINABILITY

Since Taylor’s (1911) influential work on the systemized, scientific, and
efficient approach to management, organizations have evolved through a highly
transactional to transformational management (Delios, 2010). During this evolving phase,
socially favorable change and socially oriented initiatives would increase the firm’s
expenses (Ambec & Lanoie, 2008). Nevertheless, the flow of private-sector investment
into the clean technology market place has been estimated at more than $200 billion a
year — with accelerated growth not just in the developed countries such as U.S. and
Europe but also in China, India, and the developing world (Lubin & Esty, 2010). These
companies are investing substantially in these initiatives: a) to comply with the national
and international regulation on climate change, especially after various national
governments started ratifying the Kyoto protocol, and b) many companies have found
that sustainability and green firm specific advantages are a best fit for their strategic
growth.

Laszlo et al. (2005) described how stakeholders are becoming a new fast-growing
source of business advantage. They offered a practical approach to building competitive
advantage by identifying and acting on stakeholder-related business risks and
opportunities. The most commonly used distinction of environmental technologies is
between end-of-pipe (EOP) and cleaner technologies (Del Rio 2009). The author

considered cleaner technology as a superior choice because it cuts waste at the source.



Further, the author also emphasized the importance of taking into account for future
research both internal and external factors to the firm and their interplay with
environmental technologies into account. Wagner (2007) identified how environmental
management system (EMS) and the interaction with environmentally concerned
stakeholders are associated with the probability of firms pursuing innovation in general,
and specifically, environmental innovation. The author found that the level of EMS
implementation is what matters, not the signal from certification that takes place (or does
not take place) after implementation.

The potential benefits of adoption of “‘green’ technologies and building of a
‘green’ image by firms are explored by Chen (2008). Previous research had pointed out
that companies are compelled to engage in environmental management to comply with
regulations and also to appeal to ‘green’ consumers (Berry and Rondinelli, 1998; Hart,
1995; 1997; Rugman and Verbeke, 1998). Chen argued numerous benefits accrue from
environmentally friendly innovation: first mover advantages in different markets, ‘green’
product differentiation from competition, higher prices for green products, pre-empting
consumer backlash to irresponsible practices while promoting a positive corporate image
and a further subsequent competitive advantage from these activities (Chen et al., 2006).
Videras and Alberini (2000), in their study of manufacturing firms in the Standard &
Poor 500, point out that gaining competitive advantage as one of the possible reasons for
firms to participate EPA’s voluntary environmental program.

The study by Christmann (2004) found that multinationals tend to standardize
different environmental policy dimensions as a result of characteristics of multinationals

also yielding to pressures from different external stakeholders. Their study further



implied that multinationals are less likely to exploit the differences between countries in
environmental regulations to operate in countries with weak regulations for dirty
operations. At the same time, another study in the USA where environmental regulations
are strong, foreign owned establishments generated more waste, but also managed more
waste than U.S. owned establishments (King and Shaver 2001). So there seems to be no
commonality in the operations of multinational companies as far as their operations and
location of operation is concerned. According to Porter and Kramer (2006), four broad
reasons for corporate social responsibility were: “moral obligation, sustainability, license
to operate and reputation.” Hart (1995) articulated a natural-based view of the firm and
discussed the competitive advantage a firm can attain through three inter-related, path
dependent activities: “pollution prevention, product stewardship and sustainable
development.” These innovative environmental strategies by firms help in development
of firm-specific capabilities which in turn give competitive advantage against
competitors. This view propounded by Hart is an important contribution in order to build
theory on environmental protection by the firm while building competitive advantage.
This aligns with the transformational nature of multinationals’ (Bartlett and Ghoshal,
1989; Delios 2010) conception of transformational relationship of MNEs with the
stakeholders.

Hoffman (1999) showed that institutional influence can lead firms to conform to
uniform or similar environmental strategies, whereas recent research (Delmas and Toffel,
2008; Walls and Hoffman, 2013) is focusing on why firms are having heterogeneous

environmental strategies for the same issues that they face. Ruggie (2004) had found that



greenhouse gas emission is very much diffused and interwoven with modern production
and transportation systems.

In the twenty-first century, issues regarding corporate governance have shifted
progressively toward contemporary social issues such as climate change that are relevant
to various stakeholders such as law makers, consumers, shareholders, and corporate
managers (Walls et al. 2012). Some firms in the U.S. took advantage of the uncertainty
that the Kyoto protocol brings about to make their own strategic objectives for reduction
of Green House Gas (GHG) emission even though the U.S. lacked a mandatory GHG
emission reduction program (Hoffman 2005). According to Hoffman (2005), climate
change represents a radical transition similar to the transition that happened from
typewriters to computers except thatclimate change is a recent and unique global
phenomenon. This argument is recently augmented by Lubin & Esty (2010), when they
suggested that climate change related strategy is a ‘megatrend’ that is happening similar
to the earlier “megatrends’ such as Information Technology Revolution and Quality
Management Circles. Pinkse and Busch (2013) examined why firms still adopt a
constraint of adopting carbon norms.

Christensen et al (1987) highlighted the environment to be dynamic, resulting in
changes in corporate strategies. Investment in sustainability improves the competitiveness
of a country (Esty and Charnovitz, 2012) as well. Lundan (2011) opined that MNESs are
likely to lead, shaping many of the solutions to mitigate climate change, which, according
to Porter and Kramer (2011), “need strategic corporate social responsibility to make the
most significant social impact and reap the greatest profits.” One of the important

components of strategy as stated by Christensen et al. (1987) is to acknowledge



obligations to societal actors other than internal stockholders or primary external
stakeholders. Firms in high carbon emitting industries are in the process of reducing
carbon emission of their business process, activities and operations (Gow, 2009).

The notion of Lubin and Esty (2010) that sustainability is an emerging business
‘megatrend’ bringing about fundamental and persistent changes in the way companies
compete (Lubin and Esty, 2010) seems to widely acknowledged in the current research
agenda (Berchicci et al., 2012; Hoffman, 2005; Pinkse and Busch, 2013) by providing
priority to research on sustainability from the perspectives of internal competencies of
firms as well as from the external opportunities for the firm. Their emphasis is on the
fundamental shift which persists, compelling firms to adopt a climate change strategy.
Ruggie (2004) also had suggested that, unlike the existing environmental issues which
have global concern such as those pertaining to marine pollution in high seas, climate
change would be more challenging because of the need to fundamentally shift the
production and transportation processes of the world’s modern economy. Aligning of
sustainability and climate change integration is found as a priority strategy, for example,
BMW group (CDP Global 500 Report 2011). According to Porter (1996), strategy refers
to making trade-offs to choose a distinct set of activities in order to achieve a sustainable
competitive advantage that extends beyond simply attaining operational effectiveness.
Strategy requires constant change (i.e., rediscovering strategy) since it is important for
firms to achieve uniqueness and to avoid competitive convergence. Thus, according to
Porter, leadership of a firm ensures that a given firm is able to shift its productivity
frontiers outward by creating strategic fit to attain strategic positioning. Increasing

demand for climate change strategy is related to the firm’s recognizing the demand for
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low-carbon technologies (Hoffman, 2005). Rowlands (2001) suggested that the ability to
adapt to climate change depends on multiple strategic options a firm may pursue. The
best approach may be to encourage new technologies keeping in view long-term
sustainable development through Clean Development Mechanism (CDM). Bansal and
Gao (2008) stated the need for developing specific firm capabilities, capital investments,
and adherence to regulations to deal with technical challenges thrown by the
environmental issues. At the national, regional, or international level, the support of firms
is critical as it represents the productive resources of the economy and is essential to
achieve sustainable development (Bansal, 2002).

Kolk and Pinkse (2008) discussed how climate change can induce development of
new firm-specific advantages (FSASs), or modify their current FSAs. Country-specific
advantages (CSAs) act as the initiator of new firm-specific advantage development. Since
nations differ in their environmental regulation and implementation, development of
uniform FSAs is both difficult and not warranted. Even after the majority of countries
ratified the Kyoto protocol, institutional failure in reducing climate change activities
continues to vary by country (Kolk and Pinkse, 2012). The MNEs may try to develop
environmental or ‘green’ FSAs that can be scaled across the borders through knowledge
assimilation and transfered across their internal networks.

Previous studies on environmental strategy by the firms are mainly related to
toxic pollution (Berchicci et al., 2012). The negative externalities focused on by earlier
studies on environment and business tended to have local focus (Lundan, 2011).
Alternatively, as Christmann (2004) pointed out, standardizing their environmental

strategy is advantageous to MNEs to use their resources and also to manage those
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resources efficiently. At the same time, differentiation using Corporate Social
Performance is used as a strategy by firms with lower levels of innovation (Hull and
Rothenberg, 2008). The focus on research was on the local area of business and the
environmental impact mainly based on toxic pollution or other local environmental issues
based on saliency at a particular location. Lundan (2011), recently observed that one of
the important international business research issues is the degree to which strategies
related to climate change are fundamentally different from issues related to toxic
pollution which until now have been studied more in International Business research.
Cordano et al. (2010), based on their study of US wine industry, observed that
appropriate Environmental Management Practices, when voluntarily adopted by firms
and supported by trade associations, can facilitate change in fragmented industries, e.g.,
the wine industry. Hoffman (2005) made similar observations on US companies
adopting Green House Gas reduction activities even though regulations did not demand it
then. The strategic reasons for companies adopting and following voluntary greenhouse
gas emission reduction activities depend on the priorities and policies of each company
and therefore are found to vary depending on the company (Hoffman, 2005). These
companies were found to be multinationals, or primarily U.S. market oriented, from $350
million to $186 billion annual sales. Hoffman also observed that these companies
included public, private, and government-owned and were from very diverse industry
sectors such as oil, pharmaceuticals, and financial services. It would be interesting to note
that the main conclusion of the paper by Sharma and Vredenburg (1998) is that proactive
environmental strategies to counter uncertainties helped firms gain distinct environmental

capabilities in the Canadian oil and gas industry. They found that environmental

12



responsiveness strategies explained about 20 percent of the emergence of environmental
capabilities. These capabilities include technological innovations, efforts to reduce waste
and energy use, attempts to build partnerships, and so on.

The studies on environmental performance have used different measures for
measuring it. For example, Al-Tuwaijri et al. (2004) proposed environmental
performance as the ratio of the amount of hazardous waste recycled to the amount of
hazardous waste generated and computed as a disclosure measure. According to King
and Shaver (2001), conflicting predictions for the environmental performance of foreign
vs. domestic firms exist in the literature. They elaborated that some authors found foreign
firms to have difficulty in adapting to the local host conditions. Another group suggested
that, depending on the home country regulations of the foreign firm, they will have
superior technological capabilities and have better environmental performance at host
countries.

The relationship between environmental performance and financial performance
is also varied. Hull and Rothenberg (2008) state support for the argument made by
Waddock and Graves (1997) i.e., Corporate Social Performance (CSP) pays off. Their
interaction result showed that firms with a low level of innovation may use CSP as a
strategy to increase profitability. Another incentive for managers is found in polluting
industries where focusing on improving their firm’s environmental performance is often
financially rewarded (Berrone and Gomez-Meija 2009).

Sustainable development is steadily becoming prominent in international
investment policymaking (WIR, 2012) and it implies investment policy should have

increasing emphasis on the promotion of specific types of investment such as “green
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investments” and “low-carbon investment” (WIR, 2010). “Low-carbon foreign
investment can be defined as the transfer of technologies, practices or products by TNCs
to host countries — through equity (FDI) and non-equity forms of participation — such that
their own and related operations, as well as use of their products and services, generate
significantly lower GHG emissions than would otherwise prevail in the industry under

business-as-usual (BAU) circumstances” (WIR 2010: 103).

REGIONALIZATION

Rugman and Verbeke (2004) studied how the sales of 380 companies varied
across NAFTA, the European Union, and Asia, which they called as ‘triad’ regions. They
found that more than eighty percent of the sales of more than 80 percent of these firms
was within their home region ‘triad’. So the authors argued that home region
concentration of sales would have definitive impact in formulation of optimal strategies
of the companies. They, therefore, suggested that different activities in the value chain
could be related with varying levels of globalization and linking of upstream firm-
specific advantages (FSAs) with downstream FSAs such as branding, which often
follows a home region-oriented strategy.

Earlier, from a resource-based view, Rugman and Verbeke (1998b) argued that
strong response from the firms to an environmental obligation warrants developing and
enhancing strategic capabilities which should be sufficient enough for the firms to
outperform the average competitor by being green alone. They used the micro-level view
point of the company or its managers to investigate, because green investments are

initiated by the company, its drivers, and its facilitators. They also discussed macro-
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aspects of the role of environmental regulations on the competitive position of countries
and the resulting micro-level aspects, of consequences for the multinationals. Rugman
and Verbeke (2008) extended their research by focusing on the difference between
manufacturing and service industries apart from adding asset dispersion as another
parameter. Climate change being a global issue, MNESs may not be able to approach this
as a separate issue for each country (Pinkse and Kolk, 2012) and this could mean that
there is a need for regional or global-orientation in MNEs dealing with this issue.
Consequently, the firms that are regional and global could have different motivations and
capabilities in dealing with an environmental issue of global dimension that at the same
time warrants different institutional obligations in different countries.

Tong et al. (2008) observed that country-industry interaction has value in the
growth options of firms based in different countries. Earlier research suggested that good
environmental performers had a positive association with profitability (King and Lenox,
2002). Climate change provides a situation for transition of products (Hoffman, 2005).
Financially successful emission reduction warrants an evaluation of the MNE’s strategic
positioning with respect to its emissions. This can be a measure to instill sustainability in
every link of their value chain. Further, Rugman and Verbeke (2004) pointed out that one
of the major reasons that MNEs prefer regionalization to globalization was because they
can integrate their value chain quickly and effectively. Alternatively, Christmann (2004),
suggested that MNEs implemented uniform environmental policies to reduce complexity,
similar to implementation of other functional policies on a global scale.

Multinationals that are competing internationally are exposed to different risks

such as sudden fluctuation in prices of raw materials, dearth of raw materials at the
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sourcing point, unexpected and drastic changes due to innovative technologies sprouting
up and disrupting the entire value chain of the company; and investing heavily in highly
risky R&D and capacity building which new entrants might heavily undermine (Jones
and Levy, 2007). These risks are competitive in nature and those multinationals that have
operations and sales in multiple countries, therefore, face higher risk.

The higher risk that MNEs face with increase in their multinationality, along with
the supporting role played in social responsibility in extending beyond their own legal
boundaries and increasing their influence over the activities of value chain partners
(Transnational Corporations, UNCTAD August 2011), would mean MNEs with global-
orientation would have much more risks than home region-oriented multinationals.
Knudsen (2011b) suggested the UN Global Compact may be perceived less valuable for
companies that primarily operate at home. The author also pointed out that those Western
companies primarily producing or selling in the well-regulated home markets or host
markets are less likely to benefit from UN Global Compact membership. Firms from
countries whose economy was intertwined strongly with global economy were found to
comply with UN Global Compact standards (Knudsen, 2011a). These differences seem to
warrant different actions from globally and regionally oriented firms. Husted and Allen
(2006) distinguished between ‘local CSR’ that reflects a firm’s responsibilities to its local
population vs. ‘global CSR’ that reflects a firm’s responsibilities based on commonly
accepted standards across countries and different societies. Apart from this, corporate
social responsibility seems to be linked to an MNE’s adoption of global and local
environmental standards. There can even be financial implications for having stringent

global environmental standards. In a study Dowell et al. (2000) found that firms with
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single global environmental standards have better market performance than those firms
that are complying with lower environmental standards of host countries.

Christmann and Taylor (2001) in their study on China found ownership of assets
across countries, having customers across countries, and exporting to developed countries
resulted in the MNEs from developing countries voluntarily regulating their
environmental performance. The geographic location to develop firm-specific advantages
(FSASs) uses country-specific advantages (CSAS) as the starting point for developing or
enhancing FSAs at the specific geographic locations within the corporation and,
therefore, for the MNE’s climate change policy, may pose a threat in one location and an
opportunity in another location (Kolk and Pinkse, 2008). This is important strategy
research which looks at developing firms-specific-advantages based on climate change.
Similar views can be noticed in the publications such as the World Investment Report.
For example, the World Investment Report (2010:100) exhorts businesses to actively
contribute towards mitigating climate change. One of the major requirements suggested
to achieve this end is to incorporate guiding principles on MNEs and foreign investment
into climate regime policies. In other words, it is about integrating international
investment policies into the climate change framework. Overall, global environmental
performance and environmental capabilities development is not only a matter of firm-
level strategic consideration, but also have an increasingly crucial role in policy making
and governance, both at the country level and at the supra national level.

Rugman and Verbeke (2001) highlight three levels of non-location bound
advantages and location bound advantages, e.g., home country, host country, and

networks. In another perspective, Manev and Stevenson (2001) suggested that large
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cultural distance may not always present insurmountable problems at the micro-level as
previous research has indicated that managers can use strong expressive ties with peers
with smaller cultural distance and can use strong instrumental ties with peers who are
from larger cultural distance. They argued that horizontal links between the managers of
various subsidiaries are important factors for organizational learning in the MNE.

A firm from a country with well-developed institutional support is likely to be well-off
(in good competitive position) as the country-specific advantages can facilitate the
growth of the firm (Rugman and Verbeke, 2001). This would mean that MNEs from
developing countries would have a disadvantage compared with the MNEs from
developed countries (Cuervo-Cazzura & Genc, 2008). The authors argued that on
internationalization to other developing countries, developing country MNEs may,
however, have an advantage over developed country MNEs because of former’s
familiarity in operating in a similar institutional context. The authors build on the theory
that homogeneity of conditions between home and host markets is likely to be beneficial
because they tend to face less liability of foreignness (Zaheer & Mosakowski, 1997). The
springboard perspective (Luo & Tung, 2007) suggested the acquiring of strategic
resources by developing country MNEs in order to reduce their institutional and market
constraints in their home country. Successfully combining knowledge from across the
border locations gives a competitive advantage because this knowledge tends to be
acquired or replicated by other firms (Kogut and Zander, 2003; Martin and Solomon,
2003). By combining and exploiting knowledge from different subsidiaries in different
locations, multinationals can improve their innovation quality and superior performance

(Phene and Almeida, 2008). Husted and Allen (2006) found that global corporate issues
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had more or less the same priority for all MNEs, but global MNEs had less priority for
corporate social responsibility that were country-specific as compared to the

multidomestic and transnational MNEs.

INDUSTRY TYPE

Apart from countries, industries also establish regulatory processes for making
sure that standards and quality are maintained (Campbell, 2007). State support is essential
for the industry to effectively implement these regulations without which many times
industry self-regulation fails (Karkkainen, Fung & Sabel, 2000: 697).

The type of industry is expected to influence the environmental performance of
firms (Hoffman 2005; Perez-Batres et al 2012; Lopez et al 2009). Berrone and Gomez-
Meija (2009) found that CEOs in polluting industries focusing on improvement of the
firm’s environmental performance are financially rewarded. Porter and Kramer (2006)
pointed out that the potential impact of corporate social responsibility issues varied from
business to business units, industry to industry and place to place. They also opined that
implication of carbon emissions is likely to differ for different industries. For example,
they stated that while carbon emissions could be a generic issue for a financial firm, it
could have major negative impact on the value chain for a transportation-based company,
while for a company that manufacture vehicles based on consumption of fossil fuels this
could warrant an overhaul in their competitive strategy towards manufacture of non-fossil
based vehicles. Any technological strategy for innovation has to consider overcoming
technological uncertainty as well as societal uncertainty, and the latter involves multiple

secondary stakeholders (Hall et al., 2014). The impact for societal acceptance is likely to
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differ with challenges a society is facing and the nature of the industry. Hall et al. (2014),
further emphasized that science-based firms have a natural inclination to deal with the
cognitive part of the legitimization process and to downplay the sociopolitical
legitimization process.

To have financially successful emission reduction, firms require strategic
positioning with respect to emissions and this is particularly important for companies
whose product development process involves higher toxic emissions (Hoffman, 2005).
Perez-Batres et al. (2012) observed that firms in “dirtier’ industries were more transparent
in sustainability reporting compared to firms in “‘cleaner’ industries. Lopez et al. (2009)
mentioned previous studies (for example, Chadee & Mattsson, 1998) to show that
internationalization patterns varied with industry type because of industry-wide
differences in complexity and cost in internationalization. Measures to control
greenhouse gas emissions are more challenging for high carbon-dependent sectors that
include coal, gas, autos, electricity generation, transportation, cement, agriculture,
aluminum, and paper (Jones and Levy, 2007; Pinkse and Busch, 2013). However,
according to Lash and Wellington (2007), regardless of the industry type such as the
traditional smokestack industry or a ‘clean’ business like investment banking, companies
are increasingly dealing with the effects of climate change.

While conceiving the Carbon Disclosure Project, the Rockefeller Foundation
estimated that stock prices of firms could fall up to 40 percent for industries that are
carbon-sensitive and 29 percent for non-carbon sensitive industry, e.g., banks that do not
have any carbon mitigation strategies. The Rockefeller Foundation thus perceived

differential risk for high carbon-emitting and low-carbon emitting industries as far as
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stock market reaction for the implementation of carbon risk management strategies was
concerned. According to Verrecchia (1983), the firms’ decision to disclose or not disclose
their corporate information is contingent upon the costs associated with the disclosure.
Unless the perceived benefits associated with the disclosure are greater than the
proprietary benefits, firms will not disclose. Kolk and Pinkse (2008) observed that carbon
dependency is high for firms in certain types of industries that are heavily dependent on
fossil fuels, such as cars and coal based electricity generation. Reducing their carbon
emissions in the short term is difficult because it would demand radical change in the
configuration of their principal assets and machineries.

Lyon and Shimshack (2012) in their study based on Newsweek’s Green Rankings,
ratings on company environmental disclosure, used an event study methodology and
found that the rankings had significant impact on shareholder value. Firms in retail,
financial services, pharmaceuticals, banks and insurance, technology, and consumer
products received favorable sustainability ratings from Newsweek’s Green Rankings
while those in the utilities, healthcare, basic materials, and oil and gas sectors received,
on average, unfavorable performance ratings (Lyon and Shimshack, 2012). According to
a report by Pike Research in Boulder (Greenbiz.com, April 2012), energy efficiency is an
area where American industries can increase their competiveness. The report examined
four categories: energy intensive industries; large non-energy-intensive industries; mid-
sized non-energy intensive industries; and small manufacturers. With tightening of
regulations, firms in heavier polluting industries or those with older technologies often
wage a constant battle to reduce emissions incrementally (Bansal, 2002). According to

Ghemawat (2001) the industry also has an impact on the international commerce of the
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firms. Cho and Patten (2007) classified firms into environmentally sensitive and non-
environmentally sensitive based on industry membership. Further, they classified worst
performers and better performers based on the Kinder, Lyndenberg & Domini (KLD)
database to test their hypotheses. They found that among non-environmentally sensitive
(non-ESI) firms there was significant difference in performance in their non-monetary
disclosure. The worse environmental performers had a better non-monetary disclosure
compared to better environmental performers. Pinkse and Busch (2013) found that firms
in certain industries, e.g., electric firms, where cost-effective coal based power plants are
higher polluters than those with fossil fuels, would find it very difficult to reduce carbon
dependency in the short run. Amit and Schoemaker (1993) introduced the concept of
strategic industry factors that are dynamic and varying where each firm with managers
who behave with ambiguity and often arrive at suboptimal choices try to align their
strategic assets in tandem with strategic industry factors to get the competitive advantage.
So there will be an attempt to align firm resources and capabilities to the changing
strategic industrial factors and manager’s decision making process. Organizational
structure and processes contribute to the effectiveness of how a firm becomes successful.
This is pertinent in a disclosure of environmental performance, as disclosed information
is relevant to investors and other stakeholders who act on that information (Lewis et al.,

2014).

INSTITUTIONS

European vs. U.S. Multinationals:

Institutions represent the rules of the game that influence and structures human

behavior and thus organizations are bounded by those rules (North, 1990). The
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institution-based view has its focus on the institutional conditions within countries which
may be formal or informal; static or evolving (North, 1990; Peng et al., 2008). This is the
economic view of institutions. Businesses are not usually stand-alone entities, but are
embedded in the institutional context of a nation and hence managers have to take
decisions within the context of the institutional environment of firm operations. This
would mean that the performance of firms has an association with the institutional
context of firm operation (Busenitz, Gomez, & Spencer, 2000). Ingram and Silverman
(2002: 20) argued that institutions directly determine the options a firm has as it
formulates and implements strategy to create competitive advantage.

In a seminal article, Scott (1995), proposed three dimensions to measure
institutional distance. The measures are the regulatory, cognitive, and normative aspects
of institutions. Based on the sociological view proposed by Scott, institutions comprised
of regulatory, normative, and culturally-cognitive pillars that, together with associated
activities and resources, provide stability and meaning to social life (Scott, 1995; 2008).
Regulatory pillars are the laws or regulations, and they often use coercive mechanisms of
control. Legal institutions have dual roles of constraining the actors as well as
empowering action. Normative rules “introduce a prescriptive, evaluative and obligatory
dimension into social life” (Scott, 2008). The basis of compliance is a social obligation
and is referred to as normative isomorphism (Dimaggio & Powell, 1983). Finally, the
way individuals interpret these institutions is cognitive and is influenced by cultural
factors. Institutions supported by one pillar, with time and as a result of environmental

changes, can be sustained by the other two pillars. Scott argued that the institutional
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distance implied a difference in these three aspects between nations, and therefore, can be
expected to influence the strategic similarity that firms pursue in different countries.

MNEs have better access to different national and supranational stakeholders
including the United Nations, who are in a good position to contribute to the creation of
global behavioral norms (Kolk & Van Tulder, 2005), because they might have
convergence in the perception of climate change measures as the cognitive, normative,
and regulatory institutional pressures change (Scott and Meyer, 1994), and are likely to
have some similarity in environmental policies. There is a potential liability of origin
(Ramachandra & Pant, 2010) where, in a global arena, an MNE’s green reputation tends
to be closely associated with the political stance of their home country (Dunning &
Lundan, 2008).

Legitimacy has a role in the process because institutions seek to establish and
maintain their legitimacy. A firm gains legitimacy by acting in accordance with the rule
or laws, or by adhering to normative standards and on moral grounds, or on the basis of
being recognizable and culturally supported. MNEs based in different home and host
countries need to gain legitimacy because these MNEs have their own institutional
profiles (Kostova and Zaheer, 1999). They argued that, therefore, an understanding of
institutional change, and the ways that firms can influence such change, is essential to
comprehend strategy.

One way to achieve legitimacy for MNEs in the host environment where they
operate is by adapting business practices and processes to the host country’s institutional
context (Kostova and Roth, 2002). However, operating in different institutional contexts

in a globalized world warrants the MNEs to bring in what the authors christen as
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‘international institutional legitimacy’ and standardize their managerial actions across the
different institutional contexts, while increasing the transparency of their operations.
However, according to Kostova, Roth & Dacin (2008) institutional embeddedness in host
countries is more complex than that in a home-country setting as MNEs operate in many
different host-country contexts that are often divergent or even inconsistent. This was
also found in the context of climate change mitigation strategy (Pinkse & Kolk, 2009). It
is interesting to notice that there was a tussle between the U.S. government (also China,
Russia, and India) and European Union over the European Union plan to charge foreign
airlines for their carbon emissions (Financial Times, April 17 2012). Cantwell et al.
(2010) succinctly puts this process as “the interplay between dynamic configuration of
MNE activities and the evolution of external and internal institutions is predominantly
determined by how the MNEs adjust their strategies and structures to cope with the
uncertainty and complexity of this interplay.”

Firm-specific advantages (FSAS) arising from institutional embeddedness have
conventionally been considered as a home-country advantage (Murtha & Lenway, 1994).
Based on their home-country, firms are likely to differ in their FSAs because countries
differ in their abilities and priorities to assimilate or reject pollution (Christmann and
Taylor, 2001). However, another point of view was put forth by Christmann (2004). The
author argued that MNEs have an influential role in transferring green best practices
across geographical borders, helping to fill institutional voids by leveraging expertise
built up in other contexts (Rugman and Verbeke, 1998). The transfer and assimilation of
environmental best management practices promotes the possibility of environmental

standardization across the countries where the MNE is operating.
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According to King and Shaver (2001) existing literature revealed conflicting
results for the environmental performance of foreign vs. domestic firms. They suggested
that the capabilities of the firm are dependent on the conditions and regulations in the
foreign firm’s home country. There are many studies that support this finding. For
example, institutional pressures significantly determined the strategic responses of a firm
in the oil and automobile industries (van deWateringen, 2005). Campbell (2007) in a
study of determinants of Corporate Social Responsibility showed that the way firms treat
their stakeholders depended on the institutions that exist to protect them. Delmas (2002)
found, interestingly, that only very few firms from US implemented 1SO 14000 as
compared to their European counterparts. Purvis and Grainger (2004) suggested that,
based on the perspective of developed countries, sustainable development is primarily
about conserving the environment; from the perspective of the developing world, it
means continued pursuit of development with the aim of reducing poverty and attaining
the status of modern societies.

Kolk and Mulder (2011) suggested that the inherent regulatory uncertainty in
climate change policy may benefit some companies if they recognize and capitalize on
the opportunities early to shape emerging rules and framework in their favor. The authors
considered institutional differences between Europe and US where the former encourages
adopting certification system for environmental management standards, whereas the latter
institutional environment did not support certification process. After the 1987 Montreal
Protocol US companies were actively challenging climate science in reducing the ozone
depleting substances as industrial countries were mainly targeted for carbon emission

reduction activities (Jones and Levy, 2007).
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The legal, financial, property rights, and other institutions are found to differ
across nations and, in turn, stakeholders’ influence on upper echelons varies accordingly
(Aguilera & Jackson, 2003; Roe, 2003). Sethi and Elango (1999) suggested that factors
affecting firms in the global arena include resources of the firms, the structure of the
industry in which the firm operates, and home country factors. According to the authors,
‘country of origin effect’ is comprised of (1) resources and industrial capabilities, (2)
cultural values and institutional norms, and (3) national government’s economic and
industrial policies.

According to Bansal (2002), in order to address the challenge of sustainable
development, it has to be institutionalized in the regulations, norms, and mindsets of
Americans, as well as in the systems, structures, and practices of organizations. Campbell
(2007) cited that the previous literature highlighted a comparison between Sweden and
the U.S. to point out differences. Sweden, through consultative process with various
stakeholders such as environmentalists, business people, political parties, and
bureaucracy, came up with pragmatic regulatory mechanisms addressing both economic
and environmental consequences. However, in the U.S., owing to lesser consultative
processes, non-pragmatic regulations were passed resulting in less effective regulation
than in Sweden (Lundqvist, 1980). According to Chandler (1962), the industry self-
regulatory agreements of firms were often quelled by courts when legal issues arose
between the member firms and they moved to court cases. This is predominantly
observed in the U.S. Maignan and Ralston (2002) studied firms in three European
countries i.e., France, Netherlands, United Kingdom, and U.S. to understand their

commitments to socially responsible behavior. They found that firms had three
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motivations for socially responsible behavior: (1) managers valued socially responsible
behavior; (2) managers believe that this improves firm’s financial performance, and (3)
stakeholders such as NGOs, law makers and customers force firm to behave in this
manner. They found differences in responses across the four countries. Acemoglu et al.
(2001) relied on history to explain why different institutions are better in some countries
compared to others. They tested that colonies where Europeans faced higher mortality
rates are today substantially poorer than colonies that were healthy for Europeans. The
rationale behind this is that Europeans built institutions in colonies where they could
survive. In places where the mortality rate was high, they could not build those
institutions and they just got resources (gold, ivory, etc.) and left the colonies. The
mortality source for this study was the malaria and yellow fever.

From an economic perspective, institutions can impact the economy. Institutions
affect the performance of the economy by their effect on the costs of exchange and
production (North, 1990). The political environment has been found to impact MNEs and
entry mode sequence (Delios & Henisz, 2003). Henisz (2000) found that political hazard
affects country growth rates. Also, according to Henisz and Zelner (2001) honest
commitment from the government not to acquire or expropriate the assets of MNEs will
result in reduction in the risk of investment in the host country. In addition, under strong
institutions there is no need to divert financial and managerial resources from economic
activity to political rent seeking, enabling higher investments in tangible economic
infrastructure. Responding to weak institutions by forming business groups (Khanna &
Rivkin, 2001) or by applying relationship based strategies (Peng, 2003) diverts company

resources. Khanna and Rivkin (2001), based on their study of business groups in fourteen
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emerging markets, found that sustained difference in profitability may vary across
institutional contexts.

Guler et al. (2012) found the diffusion of 1SO quality standards occurred through
country level institutions beyond the firm’s technical aspects and efficiency. Peng (2003),
following the institutional changes in transition countries, predicts that as institutions
develop, firms “move from a relationship-based, personalized transaction structure
calling for a network-centered strategy to a rule-based, impersonal exchange regime
suggesting a market-centered strategy”. The driving factors or principal norms of
European external climate policy are: (i) effective multilateralism and adherence to
international law, (ii) sustainable development, and (iii) the precautionary principle and
climate science (Van Schaik and Schunz, 2012). By using the precautionary principle the
European Union takes the initiative in public policies which are yet ambiguous and
debated substantially in the scientific community. This seems to be a big impetus for the
European Union to uphold climate change science. Chandler (1990) had suggested the
influences that the home country of the MNE have on the subsidiaries during
internationalization. Phene and Almeida (2008) suggested the positive effect of home
country firms on the scale of subsidiary innovation. The effect of normative power in
home country diffusion of environmental policies in the context of climate change was
studied by Braun (2012).

Van Schaik and Schunz (2012) observed that the leadership of the European
Union in climate change related negotiations is because of the emphasis of norms in their
institutional context. They further elaborated, based on discussions in the Kyoto Protocol

in 1997, that the European Union, while standing up for legally binding carbon emission
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reduction targets for industrialized countries, agreed for developing countries not to
reduce their emissions. However, the stand of U.S. differed. The U.S. wanted developing
countries such as China and India also as part of the accord. The argument of U.S. was
the developing countries in the near future will increase their carbon emissions in an
exponential manner. So the U.S. focused on the economic interests. U.S. and United
Kingdom lagged behind Germany in strict air-pollution regulations which enabled
German companies to thrive in environmental technology production and related trade

(Porter, 1996).

INSTITUTIONAL DISTANCE

The institutional contexts where MNESs operates across borders differ. According
to Ghemawat (2001) distance in terms of cultural, administrative, geographic, and
economic distance matters for the international commerce of the firms. The impact also
varies along with product and industry type which supports the conceptual model of this
paper. Institutional distance is another important reflection of the cross-country
difference. It can be captured and measured as cross-country differences (Kostova &
Zaheer 1999). A definition of institutional distance was given by Xu and Shenkar (2002:
608) as “to the extent of similarity or dissimilarity between the regulative, cognitive, and
normative institutions of two countries”.

The International Business literature has consistently considered the host country-
market conditions a motive for the MNE to internationalize (Galan, Gonzalez-Benito and
Zuiiga-Vicente, 2007). The firms are strongly interwoven in the broad institutional and

industrial context where they operate (Delios, 2010) and can be considered as dominant
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social institutions. So the credibility of the political institutional context and regulatory
policy are important to the MNE in determining the level of investment in the host
market (Delios and Henisz, 2003). One way to minimize the effect of political hazard is
the ability to learn, to detect, and to safeguard against opportunistic behavior by host
government or partners (Henisz, 2000). As the distance between the home and host
country increases, with its regulatory/institutional, cultural, and economic components,
the non-location bound FSAs begin to decay (Rugman and Verbeke, 2008).

The attention of researchers recently has been increasingly focused on
environmental or green aspects of institutional commitments and differences. Aguilera-
Caracuel et al. (2012) showed that the environmental institutional distance between the
home country and the host country, along with the MNE’s financial performance, had an
impact on the environmental standardization decision in multinational companies.
Recently, Berry et al. (2010) showed that how different distance dimensions can be used
to examine how, why, and when cross-national distances influence managerial decisions.
Measuring the efforts for sustainable development by companies and providing those
measurements to the relevant stakeholders can reduce institutional distance between
societal actors and firms (Bansal, 2002). Aguilera-Caracuel (2012) highlighted the need
for further attention on institutional distance in terms of environmental issues between
countries where headquarter and subsidiaries of a firm are located.

Low institutional distance may help adjust the legitimacy requirements of a
country that has a similar institutional profile to the home country of a MNE (Kostova
and Zaheer, 1999; Xu and Shenkar, 2002). Transferring of strategic resources to the

subsidiaries, then, is easier, favoring a standardization decision. Internal creation of
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environmental capabilities and standards within MNEs can also happen if the institutional
distance is high (Christmann, 2004), thus standardizing their environmental practices in
order to attain international legitimacy in all the locations where the MNE operates
(Kostova et al., 2008). Standardizing decisions of managerial practices will be more
likely when there are low legitimacy requirements owing to low institutional distance,
and will be less likely when high institutional distance prevails because of liability of
foreignness (Aguilera-Caracuel, 2012). Even though climate change is a global issue
where most of the nations are involved, there is no binding global agreement to all the
nation actors, as country level institutional failure is a key issue (Pinkse and Kolk, 2012).

Interestingly, companies are also found resorting to voluntary environmental
regulation and disclosure as a signal to regulatory authorities not to formulate stringent
regulations and to avoid specific monitoring of the environmental activities of a firm
(Lyon and Maxwell, 2002). This behavior is clearly visible in industries such as chemical
manufacturing and nuclear power plants (Reid and Toffel, 2009).

The type and functioning of MNEs have relevance to their strategy. Martin and
Jarillo (1991) suggested an integrated firm characterized by high coordination, while
Roth and Morrison (1992) focused on decentralization of decision making, i.e., giving
subsidiaries global responsibilities/mandates in specific areas. In the case of global
mandate, the subsidiaries work with headquarters to develop and implement strategies.
Further, all the subsidiaries of a MNE cannot be treated equally as the subsidiaries have
different capabilities (Bartlett & Ghoshal 1986; Roth & Morrison 1992). This is
important for this dissertation’s research question because it suggests varying

opportunities and incentives in following strategy at the subsidiary level. Bartlett (1986)
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suggested three types of organizations, i.e., global, multinational, and transnational.
Global organization is world market oriented, and its profit relies on economics of scale,
global manufacturing, and centralized control of operations. The multinational
organization is localization oriented and focuses on the differentiation of products in each
country. The transnational organization tries to coordinate operations in all host countries
and focuses on the economies of scale, economies of scope, and differentiation at the
same time. Transnational organization is a preferred strategy /structure because,
according to Bartlett (1986), in host countries both efficiency and responsiveness are
required. This was later supported by Prahalad and Doz (1987). In their Integration
Responsiveness framework the authors suggested that almost all companies competing
internationally need to balance between two forces: being responsive to local economy
while also being able to benefit from integration. They classified firms under three types:
global, multifocal, and responsive. This classifications of strategies is significantly
influenced by institutional distance. The expense and benefits that a firm may accrue
because of voluntary disclosure are mostly uncertain and hence decision to disclosure
may depend on the top management of the company (Clarkson et al., 2008). Phene and
Almeida (2008) found the multinationals can improve their performance through quality
innovation using their capabilities to combine and exploit the knowledge from different
subsidiaries in different locations. They argued that experience and knowledge gathered
from the firm affiliates in the host countries is crucial in influencing the scale and quality
of innovation of the multinational. When there is a global environmental challenge in the

form of climate change, it would be easier and more important for global-oriented MNEs
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to opt for standardization of business operations and capabilities across its operating

affiliates.

CARBON DISCLOSURE PROJECT

Espeland and Sauder (2007) in their study on law school responses, by school
administrators, faculty and staff to the school rating by U.S. News & World Report
rankings observed that poor ranking diminished the attractiveness of school to external
funders and high quality applicants. Voluntary or non-voluntary projects that publish
firms’ environmental performance have been characterized as the “third wave” in
environmental regulation, after command and- control and market-based approaches
(Tietenberg, 1998). Earlier, Harte and Owen (1991) analyzed annual reports of British
firms and found a general increase in firms’ environmental disclosure over time,
implying the willingness of firms to disclose their own environmental standards. Some
firms also reveal the industry standards. Some firms reveal both, firm’s environmental
standard and industry environmental standard, without providing details. Consistent with
the observation of Harte and Owen (1991), the ‘third wave’ wave perceived by
Tietenberg (1998) seems to have taken a key role in determining environmental
performance of the firms because stakeholders are having increasing interest voluntary
disclosures reports on sustainability.

Campbell (2004) used word count technigue for analysis and found positive
association between the extent of environmental disclosure and industry classification.
The author suggested that social legitimacy was the reason for variation in environmental

disclosure over the years and across industries. There were differences in the types of
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disclosures. Walden and Schwartz (1997) categorized environmental disclosures into
financial or nonfinancial disclosures. The study revealed a significant increase in both the
quantity and quality of environmental disclosure across all the four industries they
studied.

The carbon disclosure report is published each year by a London based Carbon
Disclosure Project (CDP). Eighty percent of respondents of a survey of managers of top
500 companies in the world foresaw their firm would be affected by the climate change
and the related changes in regulations (Boiral, 2006). Increasingly, different actors across
sectors such as political actors, civil society, NGOs, and investors are framing climate
change as an opportunity. The most striking feature of business responses to climate
change, as reflected in these reports, is their inconsistency, ambiguity, heterogeneity, and
limited scope. The heterogeneity in response reflects not only the degree to which a firm
IS acting, but also which of many possible actions it takes (Jones and Levy, 2007).
Further, Chatterji and Toffel (2010) argued that company ratings by other agencies are
important to companies because that reduces the information asymmetry between the
company top management and various other stakeholders, which in turn, is associated
with company’s performance. In the case of CDP, it should be more important for a
company, because investors are directly involved and the legitimacy of that company can
be threatened if negative information is published (Hunter and Bansal, 2007).

Since many of the international agreements including the Kyoto Protocol have led
to conflicts of interest between countries, many of the countries did not adopt stricter
rules to reduce carbon emissions. This was mainly to avoid companies moving their

assets to other less stringent regulatory locations. CDP is focusing on companies and not
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nations, so the conflict between nations is expected not to directly undermine the carbon
emission reduction efforts.

The CDP asks top managers of world’s largest public companies certain
questions that are co-signed by the participating institutional investors to disclose
information regarding their climate change related strategies. The information asked
includes the risks and opportunities that climate change poses to their companies, what
strategies they use to capitalize the opportunities and mitigate the risks, and details of the
carbon emissions in their firm. These disclosures are extensive and a large number of
MNEs from U.S. are also part of this disclosure project although it is neither a norm nor a
requirement for firms in the U.S.

Bansal (2002), based on a study of 1SO 14001 standards, suggested that the
perceived importance of adopting quality standards by companies is positively related to
the perceived performance hurdle. If the internal programs of the companies comply with
the external schemes for carbon reduction, those companies will have a competitive
advantage over their competitors who have to adapt to their already running programs
(Hoffman 2005).

The information on climate change related risks and opportunities shared among
the firms through their disclosure reports. The sharing of climate change related concerns,
exposures, and opportunities across firms helps firms to better analyze the issue internally
among themselves and to come up with effective climate change policies to reduce
carbon emissions and improve profitability at the same time (Lash and Wellington, 2007,

Carbon Disclosure Project, 2011). The policy makers at national level and supranational
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level are expected to benefit from such disclosure programs involving multinationals that
have excellent global reach.

The analysis focuses mainly on the data of CDP, a London-based NGO that
represents more than 722 institutional investors with a combined $87 trillion in assets
under management at the time of publishing the CDP Global Report 2013. The
respondents for the survey leading to the CDP Global 500 report for the year 2013
include 81% of Global 500 companies. “In May, 2002 the Rockefeller Philanthropy
Advisors organized the Carbon Disclosure Project, mobilizing $4 trillion in institutional
investors to petition 500 large corporations to quantify their Green House Gas (GHG)
emissions” (Hoffman, 2005). Observed in CDP Report 2013, the companies in the report
had approximately double the total average return of the Global 500 between January
2005 and May 2013. Sixty eight percent (269) of the Global 500 companies have
integrated climate change activities into their overall strategy. The companies reported
1,780 emission reduction activities in 2013 including energy efficiency, low carbon
energy installations, and behavioral change.

This dissertation extends Chatterjee and Toffel’s (2010) argument on how firms
respond to ratings. Since the company’s profit and loss is dependent on how important
the company’s response to CDP is for stakeholders. The evaluation is particularly
important because a poorly rated company would be considered risky by the investors
because of the possible negative impact on government and on civil society (Delmas and
Toffel, 2008). A variety of stakeholders, including environmental activists, will notice if
a MNE has a poor environmental rating which in turn could result in conflicts, agitations,

law suits (Lenox and Eesley, 2009) and further negative publicity for the MNE.
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Government alone cannot regulate a global situation such as climate change
(Ruggie, 2004). Since the Kyoto Protocol came into existence, firms have been
increasingly participating with governments and non-governmental organizations in
global environmental policy formulation and implementation (Andonova et al., 2009).
Another motive of firms participating in environmental programs was to conceal their
poor environmental compliance history from monitoring agencies such as the
Environmental Protection Agency (Arora and Cason, 1996). Through multiple forms
institutional pressure can act upon organizations (Delmas and Toffel, 2012). The
voluntary disclosure is strategically important as it is relevant to investors and other
stakeholders such as customers, regulators, and NGOs. This is particularly important in
an ‘investor-driven’ governance network. Griffin et al., (2011) recently studied
companies that disclose greenhouse gas emissions through CDP and observed that
investors not only rely on the disclosed data but use their own estimates of non-disclosed
emission amount as value relevant. So they argued that stock prices reflect greenhouse
gas emissions from channels other than CDP disclosure. This would imply that there is
likely to be no incentive for the companies not to disclose their greenhouse gas emission
details through the CDP. In the case of U.S., prior to the EPA’s GHG mandatory
Reporting Rule, which became effective December 29, 2009 and requires reporting of
carbon emissions for 2010 and thereafter (EPA, 2009), carbon emission disclosures were
not required by any national regulatory body in the U.S. A recent proposal by the EPA in
June, 2014 to reduce the carbon emission of power plants in the U.S. by 30 percent of the
level of 2005 by the year 2030 is an important step in the U.S. as far as governmental

policy on climate change is concerned. Even though the steps announced are specifically
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aimed at coal based power plants which are the most carbon polluting enterprises, this is
expected to act as a strong signal to businesses to formulate appropriate strategy. The
strategic options to use the carbon emission reduction activities in the business process
are not equal for all the diverse firms in different industries. The potential to send
credible signals to different concerned entities about the viability of carbon emission
reduction is essential (Pinkse and Busch, 2013). The investors associated with carbon
disclosure project (CDP) force firms to be accountable to disclose (Kolk et al., 2008).
Firms are found to proactively respond to regulations in jurisdictions where they do not
have any operations (Fremeth and Shaver, 2013). This would indirectly indicate that the
other stakeholders like environmental groups, apart from primary stakeholders such as
investors, have an influence in the choices that a firm makes. It is likely that the CDP,
thus, had an impact on the strategic choices that firms make with regard to carbon
emission reduction activities and processes as part of the firm strategy or as the core

strategy.

RESOURCE BASED VIEW

Penrose (1959) recognized that heterogeneity in products and services as a result
of firm’s resources gives unique advantage to the firm over its competitors. Wernerfelt
(1984) conceptualized it later as a resource position barrier that gives a firm advantage
over another firm after establishing strength in the existing market. This is relevant for a
MNE that is internationalizing to ensure that its unique strengths are harnessed, sustained,
and maintained while trying to gain and accomplish new competitive advantages. Barney

(1991) explained that the peculiarities that these resources and capabilities need to have
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to provide competitive advantage are value, inimitability, rarity, and non-substitutability
by other resources. Thus, the resource-based view assumed that firms are heterogeneous
within an industry in regards to their strategic resources and that resources are not
perfectly mobile across firms and as a result heterogeneity can be sustained. Accordingly,
the competitive advantage lies on firm resource heterogeneity and immobility. Barney’s
(1991) conception of valuable firm resources was in relation to the external environment
where the firm operates so that it can capitalize on opportunities and/or nullify the threats
it faces. The external environment is dynamic and evolving and so are the firm’s resource
strengths and capabilities. In order to meet the challenges posed by climate change, firms
have to acquire and complement their resources to get a competitive advantage over
competitors. Peteraf (1993) emphasized four cornerstones of competitive advantages:
heterogeneity of resources among competitors, imperfect mobility of strategic resources,
ex ante limit to competitors of these assets, and ex post limits to competition. Once these
criteria are met, competitive advantage results and the ability of the firm to implement a
strategic resource superiority results in firm performance. Managerial resources and
capabilities in the form of top management are crucial in generating rents as top
management is immensely valuable and hard to imitate (Castanias and Helfat, 1991).
Grant (1991) extended this view by focusing on intangibility of assets. Amit and
Schoemaker (1993) conceptually tried to highlight how firm specific resources can add to
competitive advantage within changing strategic industrial factors dependent on multiple
influences. They introduced the concept of strategic industry factors that are dynamic and
varying. Each firm with managers behaves with ambiguity and often arrives at

suboptimal choices trying to align strategic assets in tandem with strategic industry
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factors to get a competitive advantage. So there will be an attempt to align the firm
resources and capabilities to the changing strategic industrial factors and manager’s
decision making process. Organizational structure and processes contribute to the
effectiveness of how a firm becomes successful. Thus, managerial and organization
behavior and decision making are also added to the potential resources and capabilities
that lead to the competitive advantage of a firm. The authors explain the characteristics of
strategic assets that are inimitable, complementary, non-substitutable, low tradable,
appropriable, more firm-specific, durable, and scarce to provide competitive advantage to
the firm. The strategic assets decisions were examined throughout in light of resource
market imperfections, bounded, and variable rationality within and across the firms.
Prahalad and Hamel (1990) conceptualized core competency which is distinctive
expertise that a firm develops over a period that is critical for its long-term growth. The
core competencies have to dynamically evolve and adapt to the new situations that the
external environment of the firm provides. In the context of environmental capabilities
development as a core competence, climate change challenge provides firms with a huge
challenge to develop new core competence. Dierickx et al. (1989) suggested that markets
for many strategic assets such as reputation did not exist and these assets are strategic to
the firm to the extent the assets are not tradable, not imitable, and not substitutable.

The fit between what a firm is capable of doing with respect to the opportunities
available is an important aspect of the resource-based view framework (Russo and Fouts,
1997). Hart (1995) proposed the natural-resource-based view (NRBV) of the firms as a
framework to explain that companies have three key strategies, i.e., (i) pollution

prevention practices/waste management, (2) product stewardship, a focus on the

41



reduction of waste at every stage of the product’s life cycle, and (3) sustainable
development which is producing and consuming products that are sustainable with the
environment. Aragon-Correa and Sharma (2003) extended Hart’s framework where they
argued that the general business environment has an important role in the development
and effectiveness of a proactive environmental strategy. Climate change is challenging
businesses to sharpen its environmental capabilities and to cater to the needs of the new
external environment. Christmann (2000) empirically tested Hart’s (1995) ideas and
found that the interactions between environmental strategies and the firm’s
heterogeneous, unique assets lead to cost advantages for the firm. By developing superior
environmental capabilities that capitalize the external opportunities, a firm improves its
international competitive position (Aguilera-Caracuel et al., 2012). Rugman and Verbeke
(19984, b) argued that firm-specific advantages along with country-specific advantages
determined the environmental strategy that a firm would follow. Developing ‘green’
environmental capabilities or ‘green’ firm-specific advantages is important for a firm to
address a serious environmental issue such as climate change while remaining profitable
(Kolk and Pinkse, 2008). To implement a proactive environmental strategy and to
develop environmental capabilities necessitates huge investment by firms (Christmann
and Taylor, 2011). Developing superior environmental resources and capabilities by
MNEs is also dependent on home country environmental standards (Porter and van der

Linde, 1995).
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CHAPTER Il
THEORETICAL DEVELOPMENT AND HYPOTHESES

In the emerging market context, Peng et al. (2009) proposed an institution based
“tripod” approach to considering firm strategy, particularly international business strategy
that considers institutions as well as industry and resources. The tripod of firm strategy
includes “industry-based competition, firm-specific resources and capabilities, and
institutional conditions and transitions”. This dissertation uses a similar approach. The
comparison of environmental performance/capabilities of global and regional-oriented
firms primarily focuses on the firm specific capabilities, because the global oriented
firms’ capabilities and resources are expected to differ from that of the regional oriented
firms. By focusing on the effect of industry type on environmental performance of MNEs
and their possible difference in association with MNE orientation, the difference in the
degree of relationship on the environmental capabilities/performance of firms based on
their industry is also assessed. The third part of the tripod, i.e., institutions, is focused in
this dissertation using two parts: a) effect of environmental institutional distance in the
relationship between global and regional-oriented MNESs and their environmental
performance, and b) differences in performance for MNESs originating from the
institutionally different European Union and the U.S. The conceptual model of the study
also supports the suggestion of Sethi and Elango (1999) and Ricart et al. (2004) that
factors affecting firms in the global arena include resources of the firms, the structure of

the industry in which the firm operates, and home country factors.
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Figure 1: Conceptual model of the study
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In order to propose the first hypotheses, this dissertation uses the Resource Based
View (RBV). The RBV as a theoretical lens was earlier used to study the relationship of
regionalization and firm performance by Qian et al. (2008). The fit between what a firm
is capable of doing with respect to the opportunities it has is a major focus of RBV
(Russo and Fouts, 1997). The environmental strategy has recently become a fundamental
aspect of the multinational strategy as discussed in the literature review. Understanding
the relationship between resources and capabilities in attaining a competitive advantage
and profitability is one of the fundamental aspects of strategy formulation.

Capabilities and resources that direct a firm’s development and environmental
capabilities for competitive positioning are becoming a core part of firm strategy
(Hoffman, 2005; Enkvist et al., 2008). Grant (1991) suggested that RBV predicts the
direction of firm performance as: firm’s resources lead to capabilities, then capabilities
lead to competitive advantage which leads to firm performance. However, in order to
achieve a sustained competitive advantage firms should have valuable, rare, imperfectly
imitable, and non-substitutable resources [VRIN] (Barney, 1991). Firms may gain
advantage over their competitors by developing resource position barriers so that new
firms take time to gain customer loyalty, production experience, and technological leads
(Wernerfelt, 1984). This is supported by Hart’s NRBV (1995) where the emphasis is on
the “constraints and opportunities provided by the environment” by the influence of
external stakeholders in moving a firm towards sustainable growth. This could mean that
external stakeholder demand would decide when the unique resources a firm is trying to
acquire would be valuable and inimitable (Russo and Fouts 1997). Firms that have

operations in markets dispersed across the world are more likely to face different
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challenges and opportunities and a more daunting task of managing and possibly
integrating their operations. Based on this idea, this dissertation argues that the external
environment will have a greater say in the case of global-oriented firms than for the
regional oriented firms.

Climate change strategy has given firms a great opportunity to gain a sustainable
competitive advantage. Goldman Sachs Report (2009) assessed the performance of 800
global companies with an average market cap of USD $3 billion and observed that there
are significant differences in companies taking action for climate change performance.
Those companies that are adept at reducing their greenhouse gas (GHG) emissions by
changing products and or processes, developing new management skills or technologies
to produce less greenhouse gas, and trading in emission credits will find an advantage in
the climate change market (Hoffman, 2005). It is also suggested that competitors,
suppliers, buyers, consumers, investors, and government adopt GHG reductions either
because they operate in ratified regions or because they see a proactive stance in GHG
reductions as sound business strategy.

Sustainability has become a philosophy reflecting broader social and economic
development (Bartlett et al., 2008). The environmental policy and strategy of the firm has
a significant influence on its gaining legitimacy (Bansal, 2005), and the legitimacy of the
firm, in turn, strengthens the social and economic goals of the firm. In the context of
climate change, Pinkse and Kolk (2012) recently argued that it is difficult for
multinationals to address the global issue of climate change on a country-by-country
basis. Global-oriented firms have their resources dispersed across the world or they need

to distribute the resources across the world. In both the cases integrating their resource
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capabilities is very important. Hence, it is expected that the integration of carbon
reducing activities as a strategic-fit (Hoffman, 2005) would be different for firms with
regional orientation versus those with global orientation (Banalieva and Sarathy, 2010).
This dissertation argues that firms that are global-oriented will have a higher need for
gaining legitimacy and also better resource deployment capabilities for the execution of
environmental strategy across the operating locations.

Another demand for legitimacy comes from the very fact of a firm’s being a
global-oriented one. In this era of globalization, where multinationals are expected to be
carriers and distributors of value, in order to reduce the opposition (Stiglitz, 2002) to
globalization, multinationals are expected to be cautious when adopting a global strategy.
Evidence shows that MNEs with global orientation are likely to use more
environmentally friendly practices compared to regional oriented MNEs (Transnational
Corporations, UNCTAD 2011). This observation is supported by Aguilera-Caracuel, et
al. (2012) when they suggested that multinationals “benefit from higher environmental
standards in their home market because such standards induce them to develop superior
environmental management capabilities, which improve an MNC’s international
competitiveness”.

There are firm-level differences in capabilities, over and above the differences
due to industrial influences on social issues, depending upon the firm’s competitive
positioning (Porter and Kramer, 2006). Firm-specific advantages (FSAS) that are
advantages specific to the firm regardless of its location (Rugman and Verbeke, 1992)
with respect to environmental capabilities could be expected to be more pertinent for

global-oriented firms than that for regional-oriented firms as the former can standardize
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their competence across the countries, thus improving the efficiency of governance.
Standardization is likely to enable the global-oriented multinationals to have lower cost,
better management, and more effective utilization of their environmental strategies,
especially with regard to an environmental concern of global dimension such as climate
change. Advanced environmental capabilities also improve an MNC’s competitiveness
across nation borders (Aguilera-Caracuel, et al., 2012). The importance of a global
environmental standard is reflected in higher market values as measured by Tobin’s g,
comparing high performing firms to firms defaulting to less stringent or poorly enforced
host country standards (Dowell et al., 2000). This indicates that the firm with superior
environmental resources have an incentive to standardize its capabilities across nation
borders. Therefore, better environmental performance in the form of carbon emission
reduction strategy requires breaking the dominant logic (Prahalad, 2005) of the firm as
the climate change strategy is a recent phenomenon. This would mean firms should have
core competencies to use for producing innovative products for competitive advantage
(Prahalad and Hamel, 1990). In the context of climate change, carbon friendly innovative
products are an important means to capitalize on the opportunity for the firm to break the
dominant logic. The global-oriented firms are likely to have better resources,
capabilities, and market opportunities to profit from the innovation through the scale and
scope of their global outreach. Therefore, global-oriented MNEs are likely to successfully
combine cross-country operational knowledge to develop competitive capabilities and
advantages that are difficult to replicate by other MNEs (Husted and Allen, 2006; Martin

and Salomon, 2003)
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The transfer of the valuable capabilities by MNEs within their internal networks
(Bartlett and Ghoshal, 1989) is likely to influence their competitive advantage in the case
of the firm’s climate change strategy. These environmental capabilities will be
increasingly essential for the competitive advantage of the firms (Hart and Dowell, 2011).
The valuable, rare, inimitable and imperfectly substitutable resources, apart from
providing competitive advantage, will also act as resource position barriers (Barney,
1991; Wernerfelt, 1984) and are likely to help global-oriented multinationals more than
the regional-oriented multinationals, as global-oriented multinationals can complement
‘resource barriers’ with entry barriers in different markets when developing new business
models. One of the high salience factors of climate change impact is that early change in
business models might be a source of competitive advantage (Delmas and Montes-
Sancho 2010; Kolk and Mulder, 2011). Companies may build or enhance firm-specific
advantages based on their country-specific advantages on climate change and the
transferability of firm-specific advantages across locations would depend upon whether
the latter is location bound or not (Kolk and Pinkse, 2008). Increased multinationality
would allow flexibility in acquiring, allocation of resources, scope, and scale efficiency
along with learning and knowledge transfer opportunities from diverse market

environments (Kennelly, 2000; Kirca et al., 2012). Therefore,

Hypothesis 1: MNEs with global orientation will outperform MNEs with regional

orientation on carbon performance ceteris paribus.
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The potential market growth provided by countries differs because of the
differences in inherent country-level properties and these differences between countries
do not diminish substantially even with the phenomenon of globalization (Tong et al.,
2008). These country effects are important for firm performance (Makino et al., 2004).
High environmental standards in a home country will result in superior environmental
capabilities for MNEs and this will help improve international competitiveness when
other countries raise their environmental standard (Porter and van der Linde, 1995).
However, the properties of the operational conditions of MNESs are equivocality,
ambiguity, and complexity. This results in a unique ‘institutional story’ for each MNE
regardless of whether they operate under similar or different institutional pressures
(Kostova et al., 2008). The ability of MNEs to be an efficient vehicle of cross-border
transfer of green best practices (Christmann, 2004) to fill the institutional voids by
leveraging expertise built up in other contexts (Kolk, 2010; Verbeke, 2010) will be
influenced by home and host country of the MNE.

Sethi and Elango (1999) emphasized the role of ‘country of origin effect’ based
factors in shaping the strategic choices and operational modes of multinationals. Carbon
intensive industries such as oil and automobile sectors had their firms’ strategic responses
significantly determined by their institutional environment (Levy and Kolk, 2002; Levy
and Rothenberg, 2002; van deWateringen, 2005). Governments can affect decision
making of MNE in such a way as to not alter its strategic fit, or, in some cases, its
policies encourage firms to alter strategies like exporting or off-shoring instead of
importing or producing domestically (Murtha and Lenway, 1994). Without a regulatory

framework on climate change debate, firms will not get clear signals on how to behave in
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that market (North, 1990). Immediately after the Montreal Protocol (1987), U.S.
companies, unlike their European counterparts, actively challenged climate science in
reducing the ozone depleting substances as industrial countries were mainly targeted
(Jones and Levy, 2007). There can be a potential liability of origin (Ramachandra & Pant,
2010), where in a global context, a multinational’s ‘green reputation’ tends to be
enmeshed with the political stance of their home country (Dunning & Lundan, 2008).
The difference between U.S. and Europe has been pointed out by Stewart (1993) where
he mentioned that most environmental groups and much of the industry, along with many
politicians in the U.S., believed that more stringent U.S. regulatory standards results in
significant competitive disadvantage for the nation. The implementation of ISO 14000
was done by relatively few firms in the U.S. as compared to their counterparts in Europe
which was due to the institutional differences between U.S. and Europe in encouraging
the certification process. There was also considerable variation in the national regulatory
responses on climate-change, with European Union coming up with European Union
emission trading scheme (EU ETS) while U.S. rejected the Kyoto Protocol (1997).
According to DiMaggio and Powell (1983), multinationals tend to be isomorphic in order
to abide by the institutional requirements of the country. So the MNESs originating from
the European Union would have to develop environmental capabilities that conform to

the institutional requirements of their home country. Therefore,

Hypothesis 2a: MNEs from European Union will have better carbon performance

compared to MNEs from U.S. ceteris paribus.
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However, Hoffman (1999;2005) have argued that without any regulatory pressure in
home-country in regard to climate, many US MNEs took strategic choices to capitalize
the external situation proactively through strategies to innovate in this regard. Further,
forward looking firms expect that regulations in other jurisdictions can be adopted at the
home country, constraining their businesses and opening them up to greater competition
in either product market or in resource market affecting firm performance (Fremeth and
Shaver, 2013). The main opposition to adopting climate related standards as a business
norm in the U.S. is that it will make MNEs from U.S. incur higher cost and undermine
the competitive advantage against MNESs from other countries that do not abide by the
carbon standards and follow a climate strategy. Environmental regulations, in general,
except climate change regulations, are traditionally very stringent in the U.S. and hence
this institutional context has helped MNEs from U.S. develop ‘green competencies’
(Rugman, 1998). It should, therefore, be quite easy for MNEs from the U.S. to develop,
acquire, and encourage ‘carbon competencies’. Therefore, with regard to climate change,
MNEs from U.S. are likely to pursue a proactive, positive strategy that drives innovation

and firm performance. Hence,

Hypothesis 2b: MNEs from U.S. will have better carbon performance compared

to MNEs from European Union ceteris paribus.

Christmann (2004) showed that multinationals deal with a complex global context
in standardizing environmental policies. The author argued that industry pressure leads to

environmental policy standardization in a multinational; firms try to enhance their
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legitimacy by copying their successful competitors. The value of resources varies with
industry and time (Collis and Montgomery, 1995) and hence industry can be expected to
influence the resource utilization of the multinationals. Further, depending on the
institutional context an industry operates, the technological strategies of a firm in a
specific industry may differ because of likely differences in the sociopolitical
legitimization process (Hall, et al., 2014).

The multinationals face pressure for local responsiveness and for global
integration, the exogenous factors that multinationals has to adapt to (Birkinshaw et al.
1998) and the relationship between global integration and performance may vary
substantially from one industry to another (Birkinshaw et al., 1995). The same industries
tend to be similar and different industries tend to be dissimilar because of market
peculiarities and pressures for operational conformity (Sethi and Elango, 1999). This
would imply that global integration of environmental capabilities is likely to be
influenced by the requirements and incentives that an industry provides. Recently, in the
Emission Trading Scheme (ETS) of European Union, objectives to curtail surplus carbon
dioxide emissions were watered down in response to lobbying from energy-intensive
industries (UNCTAD report, 2011). Berchicci et al. (2012) found that environmental
performance affects corporate strategy and does so in different ways for clean firms vis-
a-vis dirty firms. Similarly difference between industries is obvious as the impact of
India’s green rating project was different for dirty and clean plants (Powers et al, 2011).

There are differences in environmental capabilities and expectation of
performance and real performance across different environmentally sensitive or

insensitive industries. Cho and Patten (2007) observed that firms in environmentally
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sensitive industries were more likely to disclose some type of environmental information
such as expenditure on pollution control through their annual reports and/or websites.
The environmentally sensitive industries are expected to have better performance as
compared to other industries because of high visibility of their environmental polluting
activities. This point is supported by (Goldman Sachs Report, 2009, Figure 2), when they
observed the effectiveness of response to climate change to vary across industries and to
have created opportunities and competitive advantage that were important for investment
performance. The report also highlighted that the proportion of companies taking active
steps is high in carbon intensive sectors compared to the companies in the less carbon
intensive sectors. The finding is substantiated by Kolk and Mulder’s (2011) finding that
high-salience industries (such as oil and gas, automobiles, and utilities), when confronted
with climate change regulation had issues as their core activities in fossil-fuel based
business models were threatened. Greenhouse gas intensive industries such as utilities,
energy, and materials had companies whose valuation of stock price by investors were
more negative than for other industries (Griffin et al., 2011). These industries have
difficulty reducing their carbon emissions in the short run, because that would require a

major revamp of their core assets and processes (Kolk and Pinkse, 2008). Therefore,

Hypothesis 3a: Industry type will be associated with carbon performance.

Hypothesis 3b: Industry type will be associated with MNE orientation and carbon
performance such that MNEs in environmentally sensitive industries will have

better carbon performance compared to non-environmentally sensitive industries.
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The motivations for a multinational to go abroad are determined by the host
country conditions of the markets that are targeted (Galan, Gonzalez-Benito and Zufiga-
Vicente, 2007). Since multinationals have their own institutional profile regardless where
they are operating, they need to gain legitimacy in all the host countries in which they are
operating or targeting to move (Kostova and Zaheer, 1999). Since organizations are
embedded within the general industry and institutional conditions and pressures where
they operate (Delios, 2010), naturally the similarity of institutions becomes one of the
important factors to influence the strategy of the firm. The degree of similarity of
institutions between two or more countries is reflected in institutional distance between
home and host countries (Kostova and Roth, 2002).

Based on the strategies of firms participating in the Climate Challenge program
(participating years 1995-2000), Delmas and Montes-Sancho (2010) showed that late
joiners and early joiners within the voluntary agreements adopt different strategies
because they face different institutional pressures. Aguilera-Caracuel et al. (2012)
showed that the environmental institutional distance between the home and the host
country, and the headquarter’s financial performance have an impact on the
environmental standardization decision in multinational companies. Aguilera-Caracuel et
al. (2012) have highlighted the limited attention of the role of institutional distance and
environmental issues, especially when institutional pressures have increasingly
compelled multinationals towards embracing corporate social responsible activities
(Sharfman et al., 2004). As the distance from the home country increases, with its

regulatory/institutional, cultural and economic components, the non-location bound FSAs
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become subject to decay (Rugman and Verbeke 2008). Narrowing of institutional
distance between societal actors and firms would happen if the results of the corporate
sustainable development measurements are given to the organizational stakeholders
(Bansal, 2002), i.e., investors associated with the carbon disclosure project. We,
therefore, expect that institutional distance has an influence on the firm performance as
distance also influences managerial decision-making which is the center point of the

firm’s strategic decisions.

Hypothesis 4a: Institutional distance will be associated with carbon performance.

Hypothesis 4b: Institutional distance will be associated with MNE orientation and
its carbon performance such that MNEs with low institutional distance will have

better carbon performance compared to those with high institutional distance.

From the discussion, institutional distance is indirectly related to carbon performance.
The firms that are highly internationalized are more likely to face different institutional
pressures compared with the firms that are less internationalized. Global-oriented MNEs
are more likely to be dispersed all over the globe and hence institutional distance of
global-oriented MNEs is likely to be higher than that of regional-oriented MNESs. Since
institutional diversity warrants global-oriented MNES to abide by different rules and
regulations and at the same time be under scrutiny of several NGOs and other agencies,
they are likely to give adequate attention to be environmentally proactive in those

industries where visibility is high. Previous research suggests that MNES in the service
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sector having a higher degree of home-region orientation than those of MNEs in the
manufacturing sector (Rugman and Verbeke, 2008), implying that MNE-orientation is

related to industry type also. Therefore,

Hypothesis 4c: The effect of institutional distance on carbon performance will be

different for global-oriented versus regional-oriented MNEs.

Hypothesis 4d: The effect of industry type on carbon performance will be

different for global-oriented versus regional-oriented MNEs.
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CHAPTER IV
METHODOLOGY

SAMPLE AND DATA SOURCES

The public database of the carbon disclosure project (CDP) in their website
(https://www.cdp.net/en-us/pages/about-us.aspx) is described as “the largest collection
globally of self-reported climate change, water and forest-risk data.” The main sample
consists of Global 500 firms that are part of the carbon disclosure program. The data on
carbon performance index is from the reports published by the CDP, a London-based
NGO that represents more than 722 institutional investors with a combined $87 trillion in
assets under management. The carbon performance data was found available from the
year 2010 through 2013. This is voluntary disclosure information, and carbon emission
reduction and climate change strategy as well as the associated measuring mechanism is
evolving. Therefore, the sample from the recent CDP reports is considered to reflect
reality better and hence this dissertation will focus mainly on the latest years for the
empirical analysis. To that extent, this report can be considered as a convenience sample.
In order to observe the general trends and patterns, all four years, from 2010 through
2013, are used. However, for conducting logistic regression analysis for the effect of
firm-orientation and firm’s home country effect on carbon performance, this dissertation
uses the data from the years 2011 through 2013 for the reasons explained under the sub-
heading logistic regression. The analysis of the CDP report is expected to, however,
provide a greater understanding of the real process on climate strategy that is happening

in the business sector, where ambiguity in policies across the nations exist.
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The firm-level and segment level data are supplemented by Compustat Global
and Bloomberg. In addition, the annual reports of firms and ORBIS, and SEC filings

were used to get affiliate level data.

CDP REPORTS

A total of 500 firms participated in the CDP over the years 2010 through 2012
and in 2013, 404 firms participated. Eighty-one percent of the companies listed on the
Global 500 companies participated in the CDP in the year 2013. However, this is a
smaller number of companies than those participating in previous years. The possible
reasons for reduction in the number of companies participated in the CDP survey will be
discussed in the discussion section. One of the observations that the CDP survey report
highlights is that there is consensus among corporate businesses to acknowledge
accountability and transparency regarding carbon emission activities and climate change
policies. The CDP reports mentions that businesses interest is reflected in the fact that the
quality of disclosed information has increased over the years.

Table 1: Industry wise, number of firms participated in the CDP

Industry/Year 2013 2012 2011 2010
1 Consumer Discretionary 47 60 56 46
2 Consumer Staples 47 45 37 44
3 Energy 40 57 53 54
4 Financials 97 111 157 119
S) Healthcare 30 38 0 35
6 Industrials 40 49 55 53
7 Information Technology 29 38 39 40
8 Materials 35 42 47 42
9 Telecommunication

Services 22 30 29 32
10 Utilities 17 30 27 35

Total Firms 404 500 500 500
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Table 1 provides the total firms in the CDP report for each of last four years.
There are firms that do not fall under any of the six performance categories (A, A-, B, C,
D, and E) in the CDP reports. Table 2 shows that the proportion of firms falling under
one of the six performance categories A through E, increased from 63 percent in the year
2010 to approximately 91 percent in the year 2013. One plausible reason is that by 2013,
many firms that are not serious of climate change strategy did not participate in the
survey even though absolute number of firms falling under the performance category

decreased in 2013.

Table 2: Proportion of firms in each performance categories (A to E)

Years/Number of MNEs 2013 2012 2011 2010
Total in the CDP report 404 500 500 500
Total in performance ratings (A through E) 367 347 339 315
Percentage to total firms (90.8) (69.4) (67.8) (63.0)

Table 3 shows the distribution of firms under different performance categories
industry wise through the years 2011-2013. The year 2010 was omitted because the
performance data for that year was in the process of improvement and therefore for the
final analysis, the data for the three consecutive years 2011-2013 was used. The financial
sector is predominant in all the performance categories. The possible reasons are
analyzed under the discussion section. As expected, for a new global environmental
concern, carbon performance, firms were found to concentrate at the lower performance
groups of B, C and D, while E had a lower percentage of firms compared to that of the
carbon performance category of A-. The carbon performance category B had the highest

number of firms constituting 36.8% of total firms. Another interesting observation is that
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while the financial sector had a large number of firms in the high carbon performing
category, the energy and utilities sectors which are more visible and carbon intensive had

fewer firms.

Since Table 3 lists the industry-wise distribution of all the firms for all the three
years 2011, 2012, 2013, it may not reflect the trends over the years. To highlight this
point, Table 4 is provided for the last year 2013. Interestingly, there is not any firm from
Information Technology and Telecommunication Services under the carbon performance
category ‘A-‘. Under the performance category “B’, all the industrial sectors had more or
less the same number of firms except the Information Technology sector which had the
lowest. This observation for the year 2013 differs when we look at the data for 2011-2013

in Table 3, where Information Technology sector is not the lowest.

Table 3: Industry wise, firms under different carbon performance categories

. High Carbon Low Carbon Performers
Industrial Sector Performers Total
A A- B C D E

Consumer 14 6 0 27 25 5 117
Discretionary

(11.7) (13.0) (10.3) (9.9 (15.1) (8.5) (11.2)

Consumer Staples 12 7 48 26 13 2 108

(10.0) (15.2) (12.4) (9.5) (7.8) (3.4) (10.3)

Energy 4 3 34 33 19 6 99

(3.3) (6.5) (8.8) (12.0) (11.5) (10.1) (9.4)

Financials 43 9 84 71 43 19 269

(35.8) (19.6) (21.7) (25.9) (25.9) (32.2) (25.6)

Healthcare 4 3 29 10 10 3 59

(3.3) (6.5) (75 @37 (6) (5.1) (5.6)
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Industrials 10 8 29 35 20 3 105
(8.3) (17.4) (75) (128) (121) (5.1) (10.0)

'T”Jgggnoﬁgg; 15 2 29 17 13 7 83
(12.5)  (4.4) (75) (62)  (7.8) (11.9) (7.9)

Materials 7 6 40 29 8 9 99
(5.8)  (13) (10.3) (106)  (4.8) (15.3) (9.4)

gg:f’/‘i:ge”;m””'ca“o” 5 0 25 14 9 5 58
(4.2) (0) 64) (51) (54) (85) (5.5)

Utilities 6 2 30 12 6 0 56
(5.0)  (4.4) 7.7 (44)  (36) (0) (5.3)

Total 120 46 388 274 166 59 1053
(11.4)  (4.4) (36.8) (26) (15.8)  (5.6) (100)

Figures in parentheses are percentage to Total (1053); years 2011-2013

Table 4: Industry wise, firms under different carbon performance categories (2013)

Industry/Performance A A B C D E
Consumer Discretionary 8 5 14 9 6
Healthcare 1 3 15 5 4
Industrials 5 4 15 8 3
Information Technology 9 0 8 4 5§
Materials 3 2 15 9 4
Telecommunication Services 3 0 12 2 3
Utilities 2 0 13 1 1
Total 57 22 161 81 38

Table 5 provides information on the number of companies falling into each

performance category with the proportion based on total firms in the CDP report of that

particular year. The proportion of firms falling under performance category ‘E’ has
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decreased over the years, while firms falling under performance category ‘D’ has shown
an overall increase over the years except for 2013. The performance category ‘C’ shows
more or less a stable proportion of firms. Performance category ‘B’ shows that the overall
proportion of firms falling under it has increased in 2013 as compared to 2010.
Performance category ‘A-‘ has more or less same percentage firms falling under it for the
years 2011 and 2013. Interestingly, however, performance category ‘A-‘do not have any
firms in 2010 and 2012. Performance category ‘A’ has shown a substantial increase in the

proportion of firms.

Table 5: Performance of firms as a proportion to the total firms
Year/Performance A A- B C D E Total
2013 57.00 22.00 161.00 81.00 38.00 8.00 404
(14.1) (5.5 (39.9) (20.1) (09.4) (2.0) (100.0)

2012 34.00 0 136.00 86.00 69.00 22.00 500
(6.8) 000  (27.2) (17.2) (13.8) (04.4) (100.0)

2011 2900 2400  91.00 107.00 59.00 29.00 500
(5.8) (48)  (182) (21.4) (11.8) (05.8) (100.0)

2010 48.00 0 155.00 102.00 10.00 0 500

(9.6) 0 (31.0)  (20.4) (2.0) (0.0) (100.0)

Total implies total firms in All categories in each year of consideration
Parentheses is percentage of firms in that year with respect to the total firms for that year

MEASURES
DEPENDENT VARIABLE: CARBON PERFORMANCE.

In their approach of ‘organizational greening’ Hunt and Auster (1990) classified
environmental strategy into different stages. They detailed developmental stages through

which firms can progress and they emphasized the contrast between relatively superior
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environmentalism and a deeper, a more encompassing approach that indicates
proactiveness and voluntary leadership. Schot and Fischer (1993) also made a distinction
between compliance driven firms and firms that adopt more proactive environmental
strategies. The same is reflected in Roome’s (1992) model of environmental strategy that
contrasts “compliance-oriented” with “compliance-plus” organizations that can be
considered equivalent to compliance and proactive strategy. A similar conception is
found in Bartlett and Ghoshal’s (1989) classification of multinational-stakeholder
relationship into responsive, transformative, exploitive, and transactional in nature.
Further, this implies that corporations have to go through the value web as mentioned by
Elkington (2004) where different firms are at various stages at a specific time.

The definition for environmental performance used in this study is based on the
definition given by Walls et al. (2012). Walls et al. (2012) defined “environmental
performance as the result of a firm’s strategic activities that manage its impact on the
natural environment.” This dissertation measures environmental performance as the
extent to which climate change strategy is integrated driving into mature climate change
initiatives. These activities or initiatives can vary substantially from proactive approaches
that require firms to build and integrate specific capabilities and resources to reactive
solutions that minimally meet regulatory standards or ceremonial adoption (Hart, 1995;
Kostova and Roth, 2002).

The dependent variable is the carbon performance index, a categorical variable,
which indicates the implementation of carbon emission activities and processes into the
business systems. In the CDP report, performance was grouped into six categories: A, A-,

B, C, D, E. The first two groups have either integrated climate change strategy fully or
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partially and considers it as priority. So in this dissertation, firms coming under the first
two groups of A and A- categories are combined and considered as high performing
firms, and the firms coming under the remaining categories are classified as low
performers. “The performance score assesses the level of action, as reported by the
company, on climate change mitigation, adaption and transparency. Its intent is to
highlight positive climate action as demonstrated by a company’s CDP response. A high
performance score signals that a company is measuring, verifying, and managing its
carbon footprint, for example, by setting and meeting carbon reduction targets and
implementing programs to reduce emissions in both its direct operations and supply

chain” (CDP report, 2011).

INDEPENDENT VARIABLE: MNE ORIENTATION

The foreign sales to total sales percentage had significant positive association
with all dimensions of social performance while other measures of multinationality had
relative weak relationship (Kennelly, 2000). The independent variable of this study is the
extent of foreign sales outside the home region of the MNE as a proportion to its total
sales (regional or global orientation of MNES) of the multinationals (Rugman and
Verbeke, 2004, Rugman and Oh, 2010). The independent variable is a dummy that takes
on a value of 1 if the orientation is global and 0 if the orientation is regional. For the
purpose of this study, if the home region sales are less than or equal to 50 per cent of the
total sales, the firms are considered to have global orientation; otherwise they are
considered to have regional orientation. Data was obtained from Compustat Segments

database and Bloomberg.

65



INDEPENDENT VARIABLE: EUROPEAN OR US MNE.
Another independent variable of this study is a dummy variable taking value of 1

if the MNE is headquartered in European Union and 0 if the headquarter is in U.S.

INDEPENDENT VARIABLE: INDUSTRY TYPE.

MNEs in environmentally sensitive industries face stricter regulatory scrutiny and
are more likely than firms in non-environmentally sensitive industries to publicly disclose
to CDP (Reid and Toffel, 2009). The business models of MNEs in the high salience
carbon industries have direct effect on climate change (Kolk and Mulder, 2011). Based
on Cho and Patten’s classification (2007), the firms are distinguished into that operate in
environmentally sensitive industries which include firms in the auto and transport,
integrated oils, utilities and other energy industrial sectors to be coded as “1’. For other
firms in consumer discretionary, consumer staples, financial services, health care,
materials & processing, producer durables, technology, and other industrial sectors to be

coded as ‘0’. They are christened as non-environmentally sensitive industries.

INDEPENDENT VARIABLE: ENVIRONMENTAL INSTITUTIONAL DISTANCE.
The Environmental Sustainability Index (ESI) in 2002, benchmarks the country’s’
ability to protect their natural environment, published by Yale Center for Environmental
Law and Policy and Center for International Earth Science Information Network of
Columbia University (Esty et al 2005; Aguilera-Caracuel et al., 2012). This index utilizes

multiple datasets into 21 indicators and five categories of environmental sustainability.
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The environmental institutional distance between countries was calculated as
difference in the absolute value between the global ESI value of the headquarters’ and
subsidiaries’ countries. Regardless of whether a MNE has one or more subsidiaries or
affiliates in a country, that country was considered only once for calculating
environmental institutional distance. That means, if country A and country B has, say 1
and 10 subsidiaries respectively, both the countries will have the same weightage for
calculation. Following Hair et al. (2008) the variable was normalized. ESI values close
to zero would show that headquarters’ and subsidiaries’ countries have similar
institutional profile, whereas higher values show that differences between the institutional
profiles of the countries are higher and therefore those countries protect their natural

environment differently.

CONTROL VARIABLES

Alnajjar (2000) examined association between individual firm characteristics,
namely, size, profitability and industry classification, and social responsibility disclosures
and found that only size was related to disclosure. The Corporate Social Responsibility
(CSR) ratings are affected by firms’ size (Johnson and Greening, 1999). Videras and
Albini (2000) suggested that owing to their visibility to consumers and regulators, larger
firms are more likely to join voluntary environmental programs. Bansal (2005) used firm
size as a control for studying sustainability development in firms, stating that both
resource utilization and institutional pressures are influenced through firm size. Aragon-
Correa (1998) in a study of firms in Spain found that firms’ corrective approaches to

natural environment were dependent on the firm size. Firm size is included as a control as
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larger firm size has greater influence on community, other stakeholders and was
measured as log of total assets, where total assets is in million dollars.

Substantial investment is needed for implementing environmental programs by
the firms (Christman and Taylor, 2001). The slack resources of a firm can be a motive for
investing in the environmental programs by that firm. Therefore, we control for slack
resources as the ratio of current assets over current liabilities (Bansal, 2005).

The financial performance of the firm can have implications for participating in
the voluntary disclosure program as these firms have enough ability to sustain the costs
associated with participation. Following Bansal (2005) and Aguilera-Caracuel et al.
(2011) the return on equity of the MNE for the corresponding year was used as a proxy to
control the financial performance. Return on Equity measures the net income obtained
per shareholder equity and therefore is considered as a better reflection of financial
performance for this study based on the MNEs participating in the voluntary CDP where

investors are directly involved.

STATISTICAL TECHNIQUE

In order to test the hypotheses, the logistic regression model is used, as the
dependent variables are dichotomous to examine predictive effect of orientation of MNEs
on the carbon performance and also on the predictive effect of home country, European
and US multinationals, on carbon performance. Logistic regression is appropriate in
estimating a binary dependent variable using the maximum likelihood estimation
procedure (Tansey et al., 1996). The statistical analysis for logit models are based on

binomial distribution.
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CHAPTER V
RESULTS

The CDP report has evolved and gone through the financial crisis period; this
dissertation considered data from recent three years (2011, 2012, 2013) of CDP reports
for three reasons: First, the last three years of data from CDP reports will give a larger
sample size. Second, it will give a realistic picture of business environment with respect
to climate change. Third, after the recent financial crisis, drastically evolving climate-
related compliance requirements imply that the firms have to transform their resources
into capabilities that help them achieve competitive advantage through the *green/climate
competencies’ alone (Rugman and Verbeke, 1998).

Hence, the sample selection was based on random sample of 108 firms each year
(2011, 2012, 2013), which was part of the CDP report where carbon performance data
was available. Therefore, the sample size for logistic regression analysis of the global and
regional-orientation of multinationals on carbon performance has 324 firm-year
observations.

Table 6: 2 x 2 matrix of MNE orientation and carbon performance

Globa Region Tota

Orientation/Performance | al |
High performers (A and A-) 93 36 129
(39.

(28.7) (11.1) 8)

Low performers (B,C,D,E) 60 135 195
(60.

(18.5) (41.7) 2)

Total firms 153 171 324
(100

(47.2) (52.8) .0)

Figure in parentheses represent the percentage with respect to total firms (324) for 2011-2013
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The sample used for logistical regression analysis for testing the hypotheses for
the effect of orientation of MNEs on carbon performance, has a distribution of 153 firm-
years under global orientation and 171 firm-years under regional-orientation which
corresponds to 47.2% and 52.8% of the total sample size of 324 firm years. Under the
high performers, 93 global-oriented firms and 36 regional-oriented firms were observed
corresponding to 28.7% and 11.1% of the total sample. This distribution shows a definite
dominance of MNEs with global-orientation in the high carbon performing group as
compared to the regional-oriented MNEs. With regard to the low performing MNEs,
regional-oriented firms dominate the global-oriented firms in this sample. So this 2x2
matrix tabulation reveals that global-oriented MNEs have an advantage over the regional
oriented MNEs. Whether this apparent relationship is statistically significant or not will
be tested using the logistical regression analysis.

Table 7 shows the distribution of the sample of 324 firm-years (108 firms and 3
years, i.e., 2011-2013) into different industry-sectors. There are total of 129 firm-years
under high performers (A and A-) and there are 195 firm-years under low performers (B,
C, D, and E). So, out of the total sample of 324 firm-years, high carbon performing firms
consists of 40.4% while low carbon performers comprise a majority of 61.1%. This is in
alignment with the trend - higher number of firms under low performance and fewer

numbers of firms under high performance in the CDP reports 2011-13.

Table 7: High and low performers - Industry wise distribution

High Low
Performers Performers Total
Consumer Discretionary 15 21 36
(4.6) (6.5) (11.1)
Consumer Staples 18 18 36
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(5.6) (5.6) (11.1)

Energy 6 21 27
(1.9) (6.5) (8.3)
Financials 30 33 63
(9.3) (10.2) (19.4)
Healthcare 6 15 21
(1.9) (4.6) (6.5)
Industrials 15 21 36
(4.6) (6.5) (11.1)
Information Technology 15 18 33
(4.6) (5.6) (10.2)
Materials 12 18 30
(3.7) (5.6) (9.3)

Telecommunication
Services 5 15 20
(1.5) (4.6) (6.2)
Utilities 7 15 22
(2.2) (4.6) (6.8)
Total companies 129 195 324
(39.8) (60.2) (100.0)

High performers include MNEs falling under performance categories of A or A- and Low
performers fall under B or C or D or E categories in the CDP reports

Table 8 shows the distribution of US and European multinationals across the
different performance categories. The figures in the parentheses indicates the percentage
of US multinationals to combined number of US and European multinationals in the CDP
survey reports from 2010 through 2013. The US and European multinationals in the CDP
report maintains almost an equal proportion throughout all the years from 2010 through
2013. However, the distribution of US and European multinationals across different
performance category varies. The US companies have been gradually increasing their
presence in A performance category over the years as compared to European companies

(exception in the year 2010). In the A- performance category, the US firms are leading
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the European firms as in the year 2013. In C performance category currently less number
of US firms and in C D and E categories US firms dominate European firms.

The performance categories ‘B’,“C’, “D’, and ‘E’ shows that each of these
categories have more or less same proportion of firms falling under the category in the
year 2010 and 2013. For the performance category ‘A-*, there are two years with no firms
falling under this category and comparing the other two years 2011 and 2013, there is an
increase in the number of firms. There is increase in proportion and in absolute number

for firms coming under the performance category ‘A’ over the years.

Table 8: Performance distribution of European and US multinationals

Year Firm A A- B C D E Total
2013 European 29 7 65 18 5 2 126
USA 17 14 52 31 19 3 136

(36.96) (66.67)  (44.44)  (63.27)  (79.17) (60.00)  (51.91)

2012 European 21 0 48 23 14 10 116
USA 8 0 56 31 29 4 128

(27.59) (53.85)  (57.41)  (67.44) (2857)  (52.46)

2011 European 16 13 36 28 19 7 119
USA 6 7 39 41 19 11 123

(27.27)  (35.00)  (52.00)  (59.42)  (50.00) (61.11)  (50.83)

2010 European 27 0 65 26 1 0 119
USA 11 0 57 48 6 0 122
(28.95) (46.72) (64.86) (85.71) (50.62)

The figure in parentheses indicates the proportion of US multinationals as a proportion to the combined
number of US and European multinationals, under each performance category for each year

The final sample for analysis of the home country effect on carbon performance is

given in the Table 9. The proportion of European (61.41%) and U.S. MNEs (38.6%).
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Table 9: Sample of European and US multinationals used for the analysis
High Performers Low Performers Total

European 83 116 199
(25.6) (35.8) (61.4)
U.S. 46 79 125
(14.2) (24.4) (38.6)
Total 129 195 324
(39.8) (60.2) (100.0)

DESCRIPTIVE STATISTICS

Out of the sample of 324 MNEs from the CDP Global reports 2011, 2012 and
2013. The sample consisted of 57*3=171 firms with regional-orientation and 51*3=153
firms with global-orientation. The dummy variable industry type, with the mean of 0.44,
indicates that there was not much difference in the distribution of firms in both the
environmentally sensitive industries and non-environmentally sensitive industries (Table
10).

Table 10 shows the correlation between different variables for testing the
relationship of MNE- and home country-orientations on MNES’ carbon performance.
MNE orientation (global and regional) and the dependent variable carbon performance
had significance level at p<0.05. Similar degree of strength of correlation is noticed
between European and US MNEs with carbon performance. This shows that MNE
orientation and Home country of MNESs have significant association with carbon
performance of the MNEs. There is also significant correlation (p<0.05) between MNE
orientation and Environmental institutional distance. Firm size is also significantly
correlated with firm-orientation. This indicates that the big MNEs are having statistically

significant association with MNES’ orientation.
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Interestingly, environmental distance has a negative significant association with
the industry type, where environmentally sensitive industries are coded as 1 and non-
environmentally sensitive as 0. The negative correlation implies high institutional
distance associated with non-environmentally sensitive industries and lower institutional
distance less associated with environmentally sensitive industries. This would also imply
that MNESs in environmentally sensitive industries are probably internationalizing to
countries with similar institutional profiles as their own country as compared to the
MNEs in environmentally non-sensitive industries. All the significant associations are at

p<0.05.

Table 10: Descriptive statistics and correlation

Mean SD 1 2 3 4 5 6 7 8

1 Carbon Performance

2 Global/Regional Orientation .47 50 .24%*

3 European/US MNEs 61 b5 .19**  0.15

4 Industry Type 44 49 10 A8** 17

5 Environmental Institutional .04 51 12 24%% 12 -0.18**
Distance

6 Financial Performance .09 89 .17 .16 A1 -0.02 .01
(ROE)

7 Firm Size (Log of Total 110 15 .05 26 10 10 A1 .15
Assets) 7

8 Slack Resources 1.7 99 -015 -001 0.08 -012 02 .12 -.06

Note: The correlation for 108 firms on an average for three years, 2011, 2012, 2013

Logistic regression was run with the dependent variable as carbon performance.
The results with odds ratio for the independent and control variables are given in Table
11. The model had a significant likelihood ratio of chi square at 11.29 to 11.87 with p
<0.05. This implies that each one of the models as a whole fit significantly better than a

model with no predictors. The results indicate that the ratio of foreign sales to total sales
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(FSTS), the proxy of MNE orientation, is significant with a p <0.05. Therefore, the
analysis shows that there is difference in the performance between the firms with global-
orientation vs. regional-orientation as initially reflected in the high correlation of 0.24 at
p<0.05 (Tablel10). The odds-value of 5.22 for the FSTS in Table 11 implies that the odds
for global-oriented MNEs to have better environmental performance than regional-
oriented MNEs is 5.22. Therefore, hypothesis 1 is supported.

Models 2 to 5 indicate tests for hypotheses 2 to 4. Home country of European
Union increased the odds that MNEs would disclose carbon performance by a factor of
3.97 (p<0.05). The interaction between the MNE-orientation and industry type had an
odds ratio of 2.1 but did not yield any statistical significance. That would mean the
carbon performance of global- vs. regional-MNEs is not differently influenced by the
industry type. However, there is main effect of industry type on carbon performance in all
the models (p<0.1). Therefore hypothesis 3a is supported. The variable industry type is
significant with odds ratio less than one, meaning that environmentally non-sensitive
industries have better carbon performance, and this is true for both global- and regional-
MNEs because of no interaction effect. This is an interesting revelation of this study
where MNEs in environmentally non-sensitive industries had a better carbon
performance as compared to those in the environmentally sensitive industries. Therefore,
our hypothesis 3b is not supported.

The environmental institutional distance by itself has significant impact in the
model at p<0.5. Hypothesis 4a is supported. The odds ratio of around 0.30 for
environmental institutional distance implies that MNEs with higher environmental

institutional distance between home and host country of operation have odds of 0.30 to
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have better carbon performance as compared to MNEs with low environmental
institutional distance between home and host country. In other words, when the
institutional distance between the home country of MNE and its host country of operation
is high, the MNE is likely to have poor carbon performance. The interaction of MNE-
orientation with the environmental institutional distance did not yield any statistical
significance. This would imply that higher environmental institutional distance has a
negative effect on the relationship with carbon performance of the MNE regardless of
whether it is global-oriented or regional-oriented. In other words, the lower (closer) the
environmental institutional distance between home country of MNE and host country of
MNE affiliates, the higher the likelihood of carbon performance. Another important
observation is that the control variable slack resource and financial performance
measured as return on equity was significant (p<0.10). Therefore, hypothesis 4b is
supported and 4c is not supported.

When European and US MNEs are compared for their carbon performance, the
odds ratio obtained was 3.97 (p<0.10). So the result validates that home country
institutional effect exists for carbon performance in the context of European and US
MNEs. Thus, hypothesis 2a is supported. These results support the observation in Table 8
that US MNEs are seen dominating in the low performing category and European MNES

slightly dominating over the US MNEs in the high performing category.
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Table 11: Logistic regression results

1) ) (©) (4) ©)
Control variables
Total Assets (log) 0.953 0.909 0.923 0.945 0.935
(0.162) (0.166) (0.161) (0.168) (0.159)
Slack Resources 0.432* 0.428* 0.442* 0.451* 0.4446*
(0.210) (0.208) (0.206) (0.212) (0.200)
Financial Performance 0.184* 0.182* 0.178* 0.189* 0.176*
(ROE) (0.102) (0.100) (0.108) (0.104) (0.101)
Independent variables
MNE orientation 5.22** 4,99** 4,92%* 4,75%* 4.20%*
(Foreign Sales to Total (3.12) (2.96) (3.21) (3.41) (2.98)
Sales, FSTS)
(H1, predicted odds ratio
>1)
European US MNEs 3.97* 4.09*
(H2a,predicted odds ratio (2.79) (2.99)
>1)
(H2b,predicted odds ratio
<1)
Industry Type 0.391* 0.404* 0.354* 0.402* 0.337*
(H3a, predicted odds ratio (0.345) (0.399) (0.368) (0.401) (0.339)
is significant
H3b, predicted odds ratio
>1)
Environmental Institutional 0.301** 0.320** 0.287** 0.310** 0.299**
Distance (0.102) (0.104) (0.099) (0.109) (0.101)
H4b, predicted odds ratio
<1)
MNE orientation x Industry 2.10 2.06
Type (2.97) (2.88)
H4d, predicted odds ratio
>1)
MNE orientation x 3.49 3.44
Environmental Institutional (2.04) (2.05)
Distance
H4c, predicted odds ratio
>1)
Year effects Yes Yes Yes Yes Yes
Observations 324 324 324 324 324
Pseudo R? 0.162 0.179 0.163 0.188 0.179
Chi? 11.34 11.37 11.87 11.29 1177
0.031** 0.027** 0.026** 0.030** 0.027**

Note: Models use logistic regression estimates (odd-ratios) with standard error parentheses. *p<0.10, **p <
0.05, *** p<0.01. The dependent variable is carbon performance of the firm and is binary. All models
include year effects.
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CHAPTER VI
DISCUSSION

This dissertation argued that firm-capabilities, institutional pressures arising out
of differences in institutional context, as well as industrial influence, are associated with
an environmental concern of global dimension, carbon performance of multinational
companies. The institutional pressure also includes the voluntary sustainability initiative
(Wijen, 2014) which in this dissertation is the CDP report. Carbon performance was
measured as the evidence of climate strategy adopted by firms, into their business
processes and in value chains. The dissertation builds up the theoretical framework
separately based on resource-based view, institutional approach, and industrial influences
to elucidate the different facets and drivers of carbon performance (climate strategy) of
MNEs. However, there will be combined influences of these three factors on each
individual firm which are also taken into account by focusing on each one of these three
factors individually to explore the possible dimensions and processes that determine the
carbon performance of MNEs. Thus, this dissertation empirically addresses the unique
environmental issues of climate change (Lundan, 2011) which is a distinctive
strategically driven international business issue (Pinkse and Kolk, 2009).

One key argument of this dissertation is that there exists difference in carbon
performance of MNEs based on their orientation: either global or regional. The
classification of global- and regional-orientation of MNESs is based on the ratio of home
regional sales to total sales of MNEs. If the ratio is less than or equal to 0.50, the MNE is
classified as global-oriented MNEs. If the ratio is greater than 0.50, those MNEs are

classified as regional-oriented MNEs. The theoretical framework for this argument was
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based on the resource based view. The results confirmed that the MNEs with global-
orientation have a better carbon performance than that of MNEs with regional-
orientation. Since the climate change is a global concern (Ruggie, 2004), the global-
oriented MNEs as carriers and distributors of value (Stiglitz, 2002) have global outreach,
capacity and need for high carbon performance across borders. Consequently, firm-
specific advantages and their transfer will be more valuable, easy and profitable for
global-oriented MNEs compared with that of regional-oriented MNESs. The better carbon
performance (climate performance) by global-oriented MNEs is relevant because the one-
size fits all approach was not found to work in different institutional settings as observed
in the disastrous performance by Monsanto in internationalizing its standard technology
worldwide (Hull et al., 2014). Hence, global-oriented MNEs, even though they have
better resources and capabilities to standardize the climate capabilities across different
borders, effectively utilizing the capabilities successfully across the globe remains a
challenge. The global-oriented MNESs are also under more pressure to consider
differences in their climate strategy in different institutional settings across the world
compared to regional-oriented MNEs. To broadly generalize the result, would imply a
competitive advantage for global-oriented MNES to base their competitive advantage on
climate strategy. The main challenge is to make sure the ‘water-bed effect’, (Wijen,
2014) where the solution to carbon emission reduction creates another problem
undermining the competitive advantage of the MNE --doesn’t happen.

We found that the industry type impacts the carbon performance of the MNEs.
However, contradicting the hypothesis that MNES in environmentally sensitive industries

will have better carbon performance, the results partly supported that MNES in non-
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environmentally sensitive industries have a better carbon performance. This is an
interesting result that contradicts what literature suggests. One of the reasons for this
result could be that firms are participating in the CDP for publicity purposes and
internally firms are skeptical of the true impact the program participation can provide for
their environmental performance (Videras and Alberini, 2000). It could also be that firms
are resorting to ‘greenwashing’ to avoid accusations from stakeholders (Delmas and
Curuel Burbano, 2011) in order to avoid adverse reputation (Hoffman, 2005) or to avoid
litigation risk mainly in the U.S. (Lash and Wellington, 2007). It is noted that the MNEs
that are intensively dependent on carbon in their business processes cannot change their
competitive strategy at once and their decision to participate in the voluntary
environmental performance disclosure programs is because of their visibility to
consumers (Pinkse and Busch, 2013). We have seen that MNEs from non-
environmentally sensitive industries such as financials are participating in the CDP and
represent a major group of firms having high carbon performance. Other factors such as
reputational benefits for the firm, its visibility across various stakeholders, and its
complementary assets may also determine how firms respond to institutional pressure,
apart from their firm-specific environmental capabilities, even if they are from the same
industry. So to project good image for carbon intensive industries, is different than it is
for companies in the oil industry. Industries such as mining, steel, and cement, even
though are also carbon intensive industries, are less scrutinized and therefore not required
as much to project a good image for external stakeholders (Pinkse and Busch, 2013).
Another interesting result is that the institutional distance measured as

environmental institutional distance had a significant effect (p<0.05). The main effect of
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environmental institutional distance is, therefore, stronger than that of the industry type
(p<0.10). Low environmental institutional distance between home and host country of
MNE had a higher likelihood of higher performance for both global- and regional-
oriented MNEs. In other words, there is no interaction effect of MNE orientation and
environmental institutional distance associated with carbon performance of the MNE.
This observation supports the finding of Aguilera-Caracuel et al. (2012) that low
environmental institutional distance allows MNESs to gain legitimacy easily and also to
transfer environmental standards easily within their network.

Supporting Makino et al.’s (2000) observation that country effects are important
for firm performance, carbon performance was found to be superior for MNEs from the
European Union compared to MNEs from U.S. This can be considered natural because
the European Union has traditionally have been vociferously supporting the carbon
reduction strategy adoption regardless of whether other developing countries adopt or
not. This was not the position of the U.S. till recently. So the home country institutional
effect as well as the global institutional context of politics has played a significant role in
the emergence of carbon emission reduction policies by different governments. The
debate of undermining profitability was a serious concern in the U.S., even though
recently U.S. development did not stagnate but rather accelerated when strict air pollution
was controlled by the Clean Air Act, 1963 and its subsequent modifications. Similarly,
proponents argue, carbon friendly businesses can promote innovation and provide a
competitive advantage to companies while providing a better, healthy world for the future

generations. Some of the staunch opponents continue questioning the basis of the climate
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science but climate science is getting wider acceptance since the recent droughts,
wildfires, and other climatic disasters and reported health issues related to climate issues.
Climate change is an environmental issue of global concern and sustainability is
increasingly becoming a subject of interest for MNE strategy. Pressure from
stakeholders, especially from global institutional investors, has made adopting and
adapting to climate change strategy a more pertinent issue of immediate concern. The
role of business in global environmental governance has become a reality in many areas
and the role is increasingly sought by many supra national agencies (Ruggie, 2004; Levy,
2005; loannou and Serafeim, 2012). Voluntary disclosure programs as a first step can be
considered to strengthen not only as a strategy for individual firms but also as industry
partnership and governmental partnerships. This seems to be more relevant as the
environmental protection agency (EPA) in June 2014 has come up with a proposal to
substantially cut carbon emissions in the power sector of U.S. by the year 2030. If this is
to be considered as a signal to the world, future innovation and strategies are likely to be
carbon-friendly. Earlier, Swiss Re, the world’s largest reinsurer, had requested energy-
intensive firms to disclose whether they are meeting carbon reduction obligations under
any accord such as the Kyoto Protocol. In the current situation, this requirement is likely
to prevail widely across insurers and reinsurers. The concept of carbon insurance is
increasingly considered to be relevant and similar to the category of fire insurance. Fire
is rare to occur but an occurrence means huge loss. These developments are likely to lead
to high insurance premiums and even to affect the coverage of the carbon polluting firms.
Since the influence of ‘investor-driven climate change governance networks’ was

found to have significant role and authority in global environmental politics (MacLeod
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and Park, 2011), this dissertation focused on the CDP where 722 institutional investors
representing $87 trillion in assets are co-signatories, along with the Carbon Disclosure
Project (a non-governmental organization), in requesting carbon emission and strategy
information from the Global 500 MNESs. Another aspect that is relevant is that firms are
found to adhere to carbon norms either voluntarily or as a response to stakeholder
pressure (Pinkse and Busch, 2003). It is relevant to note that Unilever, for example, has
created a consumer goods forum where big manufacturers and retailers worth $3 trillion
in sales together have decided not to sell any products from activities such as illegal
deforestation (Polman, 2014). This activity, of course, will have ramifications across the
entire supply chain associated with these manufacturers and retailers.

How this mechanism would unfold and affect the fundamental strategies of the
firm is yet to be clearly understood. This dissertation focuses on the relationship between
MNEs and carbon performance and is important for several reasons. First, several recent
major initiatives, especially by non-governmental organizations, exert pressure on firms
to increase transparency through disclosures of climate change information. Second, our
inquiry enhances knowledge on environmental sustainability and performance literature.
The effect that global- or regional- orientation of multinationals have on their
environmental performance is important because both financial and environmental
performances are complementary to each other. Third, we consider firm effect,
institutional effect, and industry effect as determinants of the carbon performance of the
MNEs. We found that home country of MNEs is a determinant of its carbon performance
even though not very significant. Regardless of home country effect or MNE orientation,

institutional distance and industry type also determine the effect of carbon performance
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of MNEs. Fourth, both depth and breadth of internationalization are accounted for in this
study by using both sales measure and institutional distance measure. Fifth, since climate
change related strategy and performance is a recent development and still evolving, we
explored the effect of industry type on the effectiveness of implementation.

Our major research objective was, however, to capture the effect of MNE
orientation and home country effect on the commitment to ‘sustainability’, especially
when climate change related strategy is considered as a ‘“megatrend’ similar to what the
business enterprises witnessed in the case of information technology and total quality
management (Lubin and Esty, 2010). To this extent, this study contributes to the
international business literature by showing that firms with global orientation and from
home countries that institutionally support and promotes climate friendly strategies are
likely to perform better in climate change related strategy that do not warrant local
responsiveness.

The influence of corporations on global policy making was visible, for example,
in the pressure they put during WTO agendas in pharmaceutical regarding intellectual
property rights. However, the dropping of Multilateral Agreement on Investment in the
1990s due to a coalition of 600 organizations from 70 countries opposing it stating that
MNEs will challenge domestic environmental and labor standards (Ruggie, 2004) is to be
noted. Therefore, the managers of MNESs need to take into consideration the global
climate change strategy not as another issue to ‘project a good image’ (Pinkse and Busch,
2013). This would mean that climate capabilities will be an important component of
environmental capabilities of MNESs in their strategy to make the business profitable

(Porter and Kramer, 2006). This would address the need and call by the United Nations,
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through its various agencies, for MNESs to play a greater role in social and
environmentally responsible activities. Another implication for regional-oriented MNES’
managers is that once lower performance is cross-validated and confirmed there is a
possibility that governments will come up with stricter regulations and/or scrutinize the
regional-oriented MNEs more rigorously for their carbon performance. The scrutiny from
regulators can be stricter if the environmental institutional distance between home and
host country is high. It is obvious that a regional-oriented MNE with high institutional
distance between its home and host county is more likely to come under the radar of the
host country regulator. So, to that extent this can be considered as a wakeup call,
especially for regional-oriented MNEs to consider their strategy. However, there is need
for cross-validation in order to generalize this effect because, as Kolk and Perego (2013)
noticed, previous studies have indicated high environmental performance of firms

followed by both more and less voluntary disclosure by the firms.

LIMITATIONS AND FUTURE RESEARCH

The dissertation focused on a voluntary disclosure report, CDP to analyze the
research questions. The data available showed certain peculiarities. First, some of the
Global 500 companies contacted for the online survey did not to respond completely or
responded only partially, either in one year or many years.

Second, some of the companies, over the years reported variation in their carbon

performance. Since the carbon performance is measured as evidence of climate change
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strategy into the overall business strategy, the variation in performance is not expected in
the consequent years.

Third, some drastic changes within the performance categories, mainly in the A-
performance category, were observed in the year 2012. There is continuous evolution of
CDP process and companies gearing up to adjust to the voluntary disclosure mechanism
suggested by recent discussions on climate change (Doha, 2012). On the positive side,
the recent emphasis on climate change strategy promotion by the U.S. government may
act as an important signal and incentive to businesses to improve their climate strategy
and to adapt to environmentally friendly business practices and policies in a more
effective manner. Given the fact that the European Union already has a good institutional
environment promoting climate policy and strategy, and the U.S. has a majority of large
global firms these developments would imply that the poor carbon performers are likely
to be under increasing scrutiny in the near future. Obviously, investors are about to
keenly observe firms’ environmental performance. Indeed, they already are monitoring
environmental performance, and climate related emissions are accounted into their
valuation as reflected in the stock prices of the companies; hence we can expect the CDP
report in near future to encompass richer details of climate related strategy of firms.

Fourth is more of a measurement reason. The carbon disclosure by firms has 50
percent weight in calculating the carbon performance index. This could mean that high
carbon emitters might disclose the details in order to improve legitimacy and reputation
because those sectors have higher visibility in the society as well as to regulatory

authorities.
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Fifth, the classification of industry type that we have adopted from the previous
literature of Cho and Patten (2007) might have to be modified in the case of carbon
emitters because this is a new and evolving phenomenon, unlike the traditional
environmental performance issues such as toxic gas emission, water pollution,
deforestation, and waste disposal. However, this suggestion is based only on a possibility,
because it is noticed that non-environmentally sensitive firms are very actively
participating in the voluntary disclosure process.

Sixth, the sample of 324 firm-years was selected based on the complete data
available for the firms after omitting partial and missing values. However, given the fact
that it is extremely difficult to get accurate data on climate change strategy of MNEs, the
sample used is statistically sound and incorporated three years in order to accommodate
the year-to-year fluctuations. To that extent, the analysis captures the variance to provide
an exploratory understanding of what is happening in the corporate sector strategic
orientation on climate change.

Seventh, the sample used is from a carbon disclosure report, a non-governmental
organization where there is no legal commitment for the MNESs to disclose the data
except that their disclosure may come under the scrutiny of the investors. However, since
the focus of the study was comparison of strategy and investors by themselves are
essentially the largest influential stakeholders of company strategy, this dissertation helps
us to better understand the strategic orientation of companies related to climate change.

Eighth, while there are supporters proposing that business and social competency
go hand in hand and/or are the one and the same, there are other views suggesting that

drivers of competitive advantage need not necessarily drive social responsibility (Marcus

87



and Anderson, 2006). The extent to which climate strategy is actually driven by firm’s
competitive advantage will be an interesting aspect to investigate.

Ninth, climate change related strategy is recent and rapidly evolving. The CDP
requires firms to adopt Global Reporting Initiative’s (GRI) framework. The measures
used by firms are not uniform even within an industry. The disclosure has different
scopes such as reporting total emission and direct emissions, and firms tend to differ on
their reporting. This could affect the performance measure because a minimum score of
50 in carbon disclosure is required for consideration with respect to categorization into
the performance band.

Tenth, the finding of Rugman and Verbeke (2008) that MNEs in the service sector
had a greater degree of home-region orientation than those in the manufacturing sector.
The sample in this dissertation was predominantly comprised of non-service firms and
this could be one reason that we found global-oriented MNEs had a significant difference
over the regional-oriented MNEs. If the sample were predominantly service-oriented
firms, the result could have been different. However, the observation that service sector
firms in financials and information technology sectors were active in the high carbon
performance category would weaken that argument. Such a study would require a more
effective measurement mechanism and its standardization for each industry and
comparison across the industries.

Finally, the climate performance score recognizes evidence of action taken by
firms to integrate climate change strategy into their overall strategy, activities, and

processes. Hence, while the carbon performance score give us the performance in terms
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of evidence of action, the score alone might not be sufficient to find out the real low
carbon emitters at present and compare their real performance.

A combination of both qualitative and quantitative studies, focusing on firm,
industry, and institutional factors, might be required to enhance our knowledge in this
evolving research area which is gaining attention by academic scholars, practitioners,
non-governmental organizations, and national governments. The methods can also be
compared that with other existing measures of environmental performance to give us a
better insight into the environmental capabilities and strategies of the firms with respect
to climate change performance. The possibility of ‘greenwashing’, where the firms
selectively disclose positive information about its environmental performance, is high for
firms that are more likely to have positive environmental performance (Lyon and
Maxwell, 2006). Pinkse and Busch’s (2013) argument that firms in high carbon salient
industries will be scrutinized by various stakeholders, therefore are more likely to adopt
‘greenwashing’ is relevant. It would be an interesting future study to explore the high
carbon performers as evidenced by their carbon disclosure for real carbon performance.
To examine the carbon performance in the context of emerging market MNEs including
Japanese MNEs and comparing MNEs from ‘triad” would be another interesting research

exercise.

CONCLUSION AND IMPLICATIONS

When the traditional notions of competitive advantage are becoming obsolete,
innovativeness through environmental capabilities will usher competitive advantages for

firms (Porter and van der Linde, 1995). The recent emphasis on climate change strategy
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by President Obama and the proposal by EPA in June, 2014 regarding reducing carbon
emissions followed the argument of Porter (1990) in his book The Competitive Advantage
of Nations. Porter observed that countries with strict environmental standards lead in
exporting products affected by the very strict environmental regulations. Proponents of
climate change policy in the U.S. argue that with the enactment of Clean Air Act, 1990
aimed at addressing ozone depletion, the competitiveness of US companies was not
undermined. Carbon clean economy and competitiveness are complementary to each
other benefitting a large variety of stakeholders in the present as well as future
generations.

Berchicci et al. (2012) focused on a new type of capability. environmental
capability, as a determinant of acquisition choice. Recent reports from international non-
governmental organizations such as Greenpeace (Greenpeace, April 2012) focus on dirty
energy consumption caused by information technology giants such as Apple, Amazon,
and Microsoft, while appreciating the steps taken for clean energy by Google, Yahoo, and
Facebook in the new arena of “‘cloud’ data centers. According to this report, if the cloud
had been a country, it would have had the fifth largest electricity demand in the world.
Social movements are increasingly shaping government policies (Reid and Toffel, 2009)
regarding environmental obligations for the firms. Developing countries are also
matching the developed world in this external stakeholder pressure for conformance to
environmental safety. Recently, investors have focused their attention on the
‘sustainability’ dimension and capabilities of companies in their assessment.

This dissertation investigated the likelihood of global-oriented multinationals to

have better competitive capabilities with respect to regional-oriented multinationals in
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pursuing environmental capabilities, especially in relation to an environmental issue
affecting countries across the globe. Further, home country effect on the climate strategy
of MNEs was explored through comparing MNEs from European Union and U.S. Both
the variables industry type and institutional distance were studied as main and interaction
effects. The result showed superior carbon performance for global-oriented MNEs
compared with regional-oriented MNESs. Home country institutions have a role in
predicting the carbon performance of MNEs, as evidenced from the superior performance
of European MNEs. Another interesting finding was MNESs in non-environmentally
sensitive industries were likely to have better carbon performance which was against the
hypothesized relationship. Lower institutional distance between the MNE and its
operating locations increased the probability of having better carbon performance.

We found that firms with global-orientation, as measured by the depth of
internationalization, have better environmental performance with regard to a global
environmental issue, i.e. carbon performance. These findings have direct implications for
the investors given the fact that a group of 722 institutional investors with a combined
$87 trillion assets are part of the carbon disclosure project and the recent respondents
include 81% of Global 500 companies. These findings also have implications for both
managers and public policy makers. Since the top managers are the decision makers, this
study informs managers that firms with a higher proportion of foreign sales have a
responsibility to better their environmental performance on global environmental issues.

In this dissertation, we also measured the breadth of internationalization by
bringing in the environmental institutional distance between home country and host

country of MNE affiliates. Therefore, our results also indicate that having a higher
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proportion of foreign sales over and above the regional sales influences managers to
consider environmental regulation and concerns of different countries. Similarly, more
than the number of subsidiaries, top managers at the headquarters may have to consider
the similarity of institutional profile between the home and host country to standardize
their environmental policies and strategies. Firms may find it easier to have a
standardized strategy on an issue of global concern such as climate change, because that
could be an easier option to execute and also enable the company to avoid the criticism
that they are having double standards in environmental strategy in different countries. At
the same time, firms with regional-orientation may not necessarily be concerned much
about the allegation of double standards because they are geographically closer to the
host countries and more likely to be closer institutionally and culturally. Public policy
makers can use the results of this study while monitoring the implementation of
environmental performance of the MNESs operating in their countries. The national
governments may need to persuade MNEs with regional orientation ceteris paribus to
improve the environmental performance as far as climate change performance is
concerned. Comparing the institutional distance of the MNE network and home country
of MNEs can also inform the national government about the environmental capabilities
and legacy that a particular MNE is likely to have. Then the government can negotiate or
interfere, if required. Another important aspect for consideration is that since integrating
climate change strategy into the firm’s core strategy will lead to green firm specific
advantages, this could have implications for new products that global-oriented firms
might develop. Organic, sustainable products and processes might have important

implications, especially in industries such as agriculture, food processing, and restaurants.
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This strategy can have multiple advantages to the firm such as reputational benefits,
higher profitability by targeting a niche market, universal appeal across space and time,
and aligning their environmental capabilities environmentally, thereby building customer
loyalty and thus providing competitive advantage from their competitors. Social and
environmental commitment, then, doesn’t have to be enforced through coercion,
regulation, or incentives, nor there is any requirement on the part of firms to adopt
cosmetic socially responsible activities that are greenwashing. The environmental
capabilities and strategy of the firm will naturally be sustainable and environmentally
friendly.

In conclusion, this study investigates how the regional- and global-orientation of
the MNE and its home country’s institutional effect affects environmental performance
by taking a look at a critical global environmental issue - carbon performance. The study
found that global-oriented firms have better environmental performance than regional-
oriented companies. Given the definition of our measure of carbon performance, the
implication is that global-oriented firms have environmental capabilities better integrated
into strategy than regional-oriented firms. This study also reported that industry effect
and institutional distance affects the carbon performance of the MNEs. The home country
of the MNE, through its institutions, shapes the strategic choice and environmental

capabilities of MNEs.
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Figure 2: Industrial sectors vary in their GHG emissions

Share of total market capitalization vs. share of direct GHG emissions
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