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Abstract

This thesis strives to theorize and empirically investigate the relationship between the institutional
environment of multinational enterprises (MNEs) and their engagement in policymaking for environmental
sustainability, as well as their environmental performance. Along with institutional theory, we utilize
Giddens’s structuration theory to develop our hypotheses. The thesis consists of three main objectives.
Objective I (one) involves a systematic literature review to identify existing gaps. The review reveals two
sets of findings that serve as the foundation for defining Objectives II and III, as well as subsequent
empirical studies to address those objectives. The first set includes research gaps identified from
inconsistencies in the results of prior research. The second set encompasses areas that appear
underdeveloped and require further research. Filling those research gaps will shape our contribution to the
scholarship.

Objective II aims to empirically explore the relationship between institutional pressures and MNEs' climate
policy engagement. The study investigates how institutional forces in both home and host countries
influence MNEs' approach to environmental governance. Our findings suggest that normative forces
significantly influence MNE policy engagement. However, the study does not find a significant statistical
support for regulative and mimetic forces.

Objective 11 is set to examine the impact of institutional pressures on MNEs' environmental performance,
particularly in reducing greenhouse gas (GHG) emissions. The study reveals that the density of NGOs in
the MNE's home country is pivotal in positively affecting their environmental performance. Additionally,
regulative forces in both home and host countries positively influence MNE environmental performance.
Conversely, home-country institutional voids negatively impact MNE environmental performance.
Notably, primary industry and total fossil fuel subsidies per GDP (as control variables) do not significantly
influence MNE environmental performance. Hierarchical multiple binary logistic regression is our primary

statistical tool in both empirical studies. An extended abstract is available after the table of content.

Keywords: institutional pressures, environmental sustainability, environmental governance,

environmental performance, multinational enterprises, quantitative methods
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Extended Abstract

This thesis delves into the topic of "Institutional environment and MNEs’ environmental
sustainability: How do institutions impact MNEs’ engagement in environmental governance?"
The primary objective is to explore the relationship between Multinational Enterprises (MNEs)
and the institutional environment concerning environmental governance and environmental
performance of MNESs. To achieve this, the research draws upon two fundamental theoretical
frameworks, Institutional Theory and Giddens's Structuration Theory, to comprehend how
MNESs' behaviors and involvement in environmental governance, as well as their environmental
performance, are shaped by external institutional forces.

Chapters one and two of the thesis lay the foundation for hypothesis development by elucidating
MNEs' crucial role in societal sustainability transitions, where they contribute to environmental
governance through policy engagement with government agencies and NGOs. The significance
of collective environmental governance lies in its capacity to connect diverse stakeholders and
accelerate sustainability transitions. However, despite the advancements in environmental
governance literature, the specific role of MNEs and the way the institutional environment
impacts their policy engagement has not received adequate attention.

Borrowing from Giddens’ Structuration theory, MNEs are not passive of societal change in
sustainability transitions, but also, they could be active influencers within the dynamic network
of actors that impact transition policies. As they hold substantial power and agency, they may
lobby for political coalitions that promote or hinder sustainability transitions, depending on their

vested interests. In other words, MNEs, as agencies, are influenced by macro-level changes in
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societal transitions towards sustainability while actively contributing to such transitions through
their influence on policymaking processes within environmental governance. The study seeks to
address research gaps by exploring how institutional forces impact MNEs' engagement in
environmental governance and their environmental performance.

By employing Institutional Theory, the research aims to discern how normative, regulative, and
mimetic pressures shape MNEs' environmental policy engagement and their environmental
performance. To address the research questions, the thesis incorporates three main objectives.
Each objective is achieved by conducting a study that will be described shortly.

Objective I: Conduct a thorough literature review to identify gaps in prior studies concerning
institutional forces and MNEs' environmental sustainability. This review allows for a better
understanding of the existing body of knowledge in the field and lays the groundwork for
subsequent empirical investigations (Studies addressing Objectives II and III). Further details
will be provided in the following paragraphs.

Objective II: Empirical research is undertaken to examine the relationship between institutional
pressures and MNEs' climate policy engagement. This objective delves into the influence of the
institutional environment in both home and host countries on MNEs' engagement in
policymaking processes concerning environmental sustainability. The study sheds light on how
various institutional factors affect MNEs' approach to environmental governance by analyzing
real-world data.

Objective I1I: Another empirical investigation is conducted to explore the impact of institutional
pressures on MNEs' performance in reducing greenhouse gas (GHG) emissions. This objective

seeks to ascertain how the strength or weakness of institutional environments in MNEs' home
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and host countries influence changes in their environmental performance. By quantitatively
analyzing secondary data from reputable sources such as Carbon Disclosure Project (CDP), the
study aims to provide valuable insights into the complex interplay between institutional factors

and MNEs' environmental performance.

Methodology

The study addressing Objective I is a systematic literature review. Regarding Objectives II and
111, our study employs internal realism ontology and positivism epistemology. From the
perspective of axiology, the study lies between the Aristotelian school and the Applied school,
incorporating theoretical foundations with practical metrics to test some theory Hypotheses. Both
objectives II and III entail a deductive empirical and non-experimental quantitative approach,
utilizing cross-sectional designs and secondary data. Hierarchical multiple binary logistic
regression is our primary statistical tool in both empirical studies.

We created a dataset by compiling data from diverse sources, including data from reputable
entities such as the Carbon Disclosure Project (CDP) and the World Bank, ensuring the rigor of

the empirical analyses.

Objective I and results

Objective I of this study is to address gaps in the literature related to institutional pressures and
MNESs engagement in policymaking for environmental sustainability. The study adopts a
systematic literature review method to identify some gaps. The associated study to Objective I,

utilized a systematic approach by reviewing 152 articles from scholarly journals, of which 72.4%
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were quantitative, 25.8% qualitative, and 1.8% mixed-method studies. In terms of the samples
used in these articles, data was collected from 74 countries. The most considerable contribution
to the samples came from US multinational enterprises, accounting for 31% of the articles.
Germany, France, and Spain were the following top contributors, each contributing around 20-
25% of the articles' samples.

The analysis was based on two main inquiries: (1) identifying areas in which there are
contradictions or discrepancies present in the literature and (2) determining the questions, issues,
or areas of research that remained unaddressed or were given inadequate attention in the
reviewed literature. The findings are presented as follows. The first section focuses on
inconsistencies found in prior studies related to the impact of environmental regulations on
adopting environmental practices.

The results encompass studies investigating the impact of various institutional pressures on
firms' adoption of environmental practices. Scholars have explored how environmental
regulations and stakeholder pressures, including government pressure, influence the
implementation of Environmental Management Systems, energy efficiency initiatives in
organizations, and many other environmental sustainability performance measures (P. Arora &
De, 2020; Christmann, 2004; Darnall et al., 2008; Fremeth & Shaver, 2014; Maas et al., 2018,;
Penasco et al., 2017; Tatoglu et al., 2014; M. Wagner, 2015). While many studies support a
positive relationship between institutional forces and corporate environmental performance,
some inconsistencies emerge. For instance, Marshall et al. (2010) found no association between
perceived pressures from regulators and certain environmental practices in wineries based in the

US and New Zealand. Similarly, Kawai et al. (2018) reported no link between regulatory
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pressures and implementing Environmental Management Systems in Japanese manufacturing
firms. As the variation in results may be attributed to differences in regulatory quality and
specific contextual factors (Dau et al., 2021), we strived to re-examine some of the
inconsistencies. This logic has shaped our third objective (Objective III) and the respective
study.

The second section discusses underdeveloped areas of research, specifically the limited attention
given to environmental governance in the realm of MNEs' environmental sustainability. The
study highlights the need for further research on how normative, regulative, and mimetic
isomorphisms explain MNEs' engagement in environmental policymaking. The review suggests
that the relationship between societies and MNEs is dynamic and requires examination through
the lens of Giddens' structuration theory. Actors within a social system, including MNEs, are
influenced by and influence societal structures and institutions, emphasizing the importance of
understanding how institutional pressures affect MNEs' engagement in environmental
policymaking. This part has resulted in our second objective (Objective II) and the associated

study.

Importance of addressing the research gaps (Potential research contribution)

MNESs operate in intricate environments influenced by institutional forces, significantly
impacting their strategic decision-making processes. Understanding this relationship is crucial
for two main reasons.

It helps comprehend how institutional pressures influence MNEs' decisions to adopt sustainable

practices. Normative pressures can drive MNEs to embrace sustainability to align with societal
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expectations and maintain legitimacy (Tashman et al., 2019). Regulative pressures, conversely,
may push MNEs to comply with environmental regulations to avoid sanctions or damage to their
reputation (Aragon-Correa et al., 2020).

Furthermore, this understanding informs policymakers in designing effective environmental
policies. By recognizing the types of institutional pressures faced by MNEs, policymakers create
incentives for sustainable practices and encourage MNEs' involvement in policymaking
processes promoting sustainability (Liou & Rao-Nicholson, 2021).

Further studies in this area could improve environmental performance across MNEs and

societies, benefiting both MNEs and policymakers in their pursuit of sustainability.

Objective II and results

Objective II was to investigate the relationship between institutional forces and MNEs'
engagement in environmental policymaking for sustainability. The results revealed that
normative forces, represented by the number of home-country environmental non-governmental
organizations (NGOs) per capita, significantly influenced MNE policy engagement. Countries
with a higher density of environmental NGOs put more pressure on MNEs to align their
practices with sustainability goals. However, the study did not find a significant link between
MNE policy engagement and the home-country's climate change performance or the presence of
international environmental agreements (representing mimetic and regulative forces,

respectively).
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Furthermore, the research demonstrated that home-country institutional voids' negatively
impacted MNE policy engagement. Weak institutional frameworks could make it challenging for
MNESs to implement environmental regulations, reducing their motivation to engage in
policymaking for sustainability. On the host-country level, international environmental
agreements did not significantly influence MNE policy engagement, highlighting the
complexities of MNE decision-making across borders.

While the influence of host-country environmental NGOs on MNE policy engagement
approached significance, further investigation is required to understand their impact better.

Our findings for Objective Il revealed the importance of normative forces and strong institutional
frameworks in shaping MNE behavior in environmental policymaking. Policymakers were urged
to strengthen institutions, combat corruption, and promote civil society participation to create an
enabling environment for MNEs to actively contribute to environmental policy development and
implementation.

Please note that subjects such as pollution haven countries that in some cases might deliberately
be manufacturing house of MNEs are very important and relevant; but they are excluded from

the scope of this research.

Objective III and results
Objective III aimed to investigate the relationship between institutional forces and the

environmental performance of MNEs. Through a comprehensive analysis, valuable insights were

! Institutional voids refer to the absence or inadequacy of supportive regulatory and governance structures.
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obtained, shedding light on the factors that significantly impact MNEs' environmental
performance while identifying those that do not.

Among the significant variables, the number of environmental NGOs per capita in the MNE's
home country emerged as the most influential factor positively affecting environmental
performance. This finding aligns with previous research that highlights the crucial role of civil
society organizations in promoting environmental sustainability. Environmental NGOs play a
pivotal role in pressuring MNEs to adopt environmentally responsible practices and contribute to
creating a supportive regulatory environment.

Another key factor that positively influenced MNEs' environmental performance was the
presence of international environmental agreements in both home and host countries. Such
agreements signify a commitment to environmental protection and provide a regulatory
framework that encourages MNEs to adopt sustainable practices in their operations in home and
host countries.

Conversely, the study found that home-country institutional voids had a negative effect on MNE
environmental performance. MNEs operating in countries with weaker institutional frameworks
may encounter challenges in implementing robust environmental practices. This finding
reinforces the importance of strong institutional environments in facilitating environmental
responsibility among MNEs.

The study also examined control variables, including primary industry and total fossil fuel
subsidies per GDP, which were found to have no significant influence on MNE environmental

performance. This suggests that operating in a specific primary industry sector or the level of
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fossil fuel subsidies relative to GDP does not substantially impact MNEs' environmental
performance.!

Analyzing the relative importance of the variables, it became evident that the number of home-
country environmental NGOs per capita played the most crucial role in influencing MNE
environmental performance, followed by the presence of international environmental agreements
in both the home and host countries. Home-country institutional voids also had a substantial
impact but in the opposite direction, hindering MNE environmental performance.

This research highlights the critical role of civil society organizations, regulatory frameworks,
and supportive institutional environments in driving MNEs' environmental performance. The
findings support the significance of normative and regulative forces while indicating that
mimetic forces, such as emulating peer companies, do not predict MNEs' environmental
performance.

The findings of the study addressing Objective III have important implications for policymakers,
MNEs, and civil society organizations aiming to enhance environmental sustainability in the
context of multinational corporations. Understanding the influence of institutional forces can
assist in devising effective strategies to encourage environmentally responsible practices among

MNESs and foster a positive environmental impact.

Research Implications
Policymakers should be aware of the influential role that normative forces, particularly

environmental non-governmental organizations (NGOs), play in driving MNEs' engagement in

! Canada could be a good example for this.
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environmental policymaking. Encouraging the formation and active participation of
environmental NGOs can foster an environment conducive to sustainability practices and
establishing stricter environmental regulations. While mimetic forces and international
environmental agreements have limited influence, policymakers should not rely solely on
regulatory compliance and industry peer pressure. Instead, they should focus on creating
comprehensive and effective regulatory frameworks, ensuring the involvement of relevant
stakeholders in the policymaking process. Additionally, policymakers should prioritize
strengthening institutional frameworks, combating corruption, and improving regulatory
enforcement to enable MNEs to engage in sustainability efforts. This may involve promoting
transparency, providing incentives for sustainable practices, and fostering collaboration between
MNEs and civil society organizations.

Industry leaders should recognize the significance of normative forces and the importance of
engaging with environmental NGOs to enhance their environmental performance. A more
significant number of environmental NGOs in the MNE's home country positively affect their
environmental sustainability. Therefore, industry leaders should actively collaborate with
environmental NGOs, seek their guidance, and align their practices with sustainability goals
advocated by these organizations. Relying solely on mimetic forces or peer companies to
improve environmental performance may not be sufficient. Instead, industry leaders should
develop unique strategies and initiatives based on normative and regulative forces, such as
engaging with environmental NGOs and complying with international environmental
agreements. Moreover, industry leaders operating in countries with weaker institutional

frameworks should be aware of the challenges they may face in implementing robust
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environmental practices. They should work towards strengthening institutional environments
through collaboration with policymakers, advocating for regulatory improvements, and
promoting corporate social responsibility.

Civil society organizations and environmental activists should continue their advocacy and
engagement efforts to push forward the sustainability agenda with industry leaders for adopting
sustainability best practices and policymakers for implementing stricter environmental
regulations. The study highlights the significant influence of normative forces on MNE policy
engagement and environmental performance, represented by the number of environmental
NGOs. To leverage their role as influential stakeholders, environmental NGOs should actively
work towards building partnerships with MNEs and policymakers. Such collaboration can help
drive positive change by influencing MNEs' strategic decision-making and encouraging
policymakers to design effective environmental policies. Civil society organizations are crucial
in shaping corporate behavior and promoting sustainability practices. Therefore, environmental
activists should continue to raise awareness, conduct research, and mobilize public support to
hold MNEs and policymakers accountable for their environmental performance and policy

actions.

Future Research

Future research on MNE policy engagement and climate-change governance could focus on
several areas to enhance our understanding of MNEs' policy engagement and environmental
sustainability efforts. Firstly, exploring the influence of contextual factors, such as different

countries' cultural, political, and economic characteristics, can provide valuable insights into how
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institutional forces shape MNEs' responses to environmental pressures. Cross-national
comparisons can help identify country-specific factors influencing MNEs' engagement in
climate-change governance. Moreover, a comparative analysis of environmental governance
systems across countries can shed light on the effectiveness of regulatory frameworks,
enforcement mechanisms, stakeholder involvement, and industry-specific regulations,
contributing to improving environmental governance in the context of multinational business
operations. The role of multi-stakeholder collaborations in driving environmental sustainability
is another area for future research. Investigating the dynamics, challenges, and outcomes of
partnerships between MNEs, civil society organizations, governments, and local communities
can provide insights into effective mechanisms for promoting sustainable practices and achieving
environmental goals. Additionally, exploring the interplay between normative and regulative
forces in shaping MNEs' policy engagement can provide a comprehensive understanding of the
drivers behind MNEs' engagement in climate-change governance.

Regarding future research on MNE environmental performance, longitudinal studies can offer
insights into the dynamic relationship between institutional forces and MNEs' environmental
performance. By examining changes over time, researchers can uncover mechanisms, temporal
dynamics, and long-term effects of institutional pressures on MNEs' environmental performance.
Understanding the mediating and moderating factors that influence the relationship between
institutional forces and MNEs' environmental performance is also essential. Factors such as
organizational characteristics, industry-specific dynamics, and stakeholder interactions can shape
MNES' responses to institutional pressures, and exploring these factors can provide a nuanced

understanding of the relationship. Moreover, considering sector-specific contexts and conducting
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sector-specific studies can provide valuable insights into the relationship between institutional
forces and MNE environmental performance. By addressing these research directions, scholars
can contribute to a better understanding of MNEs' policy engagement and environmental
performance, thus informing policymakers, industry leaders, and civil society organizations in
developing effective strategies and policies to promote environmental sustainability within the

global value chain.
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Chapter 1

Introduction
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Chapter 1: Introduction

In 2015, the United Nations introduced 17 global goals as Sustainable Development Goals
(SDGs) to address the grand challenges of our and subsequent generations (Van der Byl et al.,
2020). At least seven SDGs, including SDGs 6, 7, 11, 12, 13, 14, and 15 (Figure 1), directly or
indirectly, are linked to environmental issues. Climate change is a grand challenge requiring

substantial and immediate action (SDG 13).

Climate change is a serious threat to ecosystems and societies. Consequences of climate change,
such as extreme weather, hurricanes, and floods, might damage infrastructures and disrupt
supply chains (Goldstein et al., 2019; Whitmarsh, 2009; Zhenmin & Espinosa, 2019). Climate
change also could increase droughts and water shortages, which lead to poverty and undermine
food security (Mann & Gleick, 2015). To combat such issues, humanity must address factors
causing climate change, such as greenhouse gas (GHG) emissions, land conversion, water
pollution, the decline in biodiversity, chemical exposure, and waste disposal in the next few
decades (Arora et al., 2018; UNEP, 2021). Many of these challenges are linked to businesses and
organizations across the globe and could affect and disrupt their operations. On the brighter side,
however, businesses and organizations can contribute to overcoming such challenges through
their responsible actions and innovations. Nonetheless, due to the multi-dimensionality and
complexity of grand challenges, all efforts require orchestration and normative directionality by
policymakers and macro-level environmental governance (Kohler et al., 2019). Environmental

governance refers to modes and mechanisms to steer society toward environmental sustainability

(Jordan et al., 2015).
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Figure 1: 17 SDGs initiated by the UN in 2015 (Source: UNEP!)

Multinational Enterprises (MNEs) as actors in societal Sustainability Transition (ST) contribute
to environmental governance through partnerships and coalitions. They also create intermediary
institutions, such as associations and unions, to lead collective actions. Intermediaries connect
different actors to facilitate and accelerate the sustainability transition (Barrie et al., 2017;
Ingram, 2015). Moreover, intermediaries help destabilize incumbent regimes in transitions by
influencing policies (Barrie et al., 2017; Ingram, 2015). In addition, MNEs’ engagement in
public-private partnerships (PPPs) and other forms of cross-sectoral social partnerships (CCSPs)

play crucial roles in sustainability transitions, which will be discussed in the following sections.

Regarding environmental governance, sustainability transition is a multi-actor process and

requires the engagement of various stakeholders such as NGOs, corporations, and states. The

L https://www.unep.org/explore-topics/sustainable-development-goals
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actors interact to determine modes and mechanisms for steering society toward environmental
sustainability, called environmental governance (Jordan et al., 2015). Environmental governance
consists of policy and regulatory systems to help to achieve environmental goals. While
environmental governance literature has substantially developed in recent years, the role of
MNEs in environmental governance, including hybrid, private, and transnational governance, has

not received sufficient attention.

MNE:s also tend to participate in sustainability transition from the power and agency perspective
in transitions. It is believed that sustainability transition could result in winners and losers
(Kohler et al., 2019). Therefore, incumbent industries would try to maintain their vested interests
by influencing policies and transition pathways. Corporations have the power to try to lobby for
political coalitions to either expedite or obstruct the sustainability transition (Geels & Schot,
2007). In summary, MNEs are not solely impacted by societal sustainability transition; but also
influence other actors in a dynamic network of actors that affect transition policies. Such policies
could either destabilize (and eventually phase out) incumbent industries or expedite and
accelerate new regimes.

The role of MNEs in sustainability transition and combatting climate change has attracted
considerable attention in recent decades. MNEs play an essential role in the global economy due
to their footprint across different countries and their impacts on global value chains (GVCs).
MNEs account for one-third of the world GDP and half of the global exports (Cadestin et al.,
2018). From a climate change perspective, a significant portion of global CO2 emissions relates
to MNEs’ global value chain. In 2016, 18.7% of total global CO2 was emitted by MNEs (Zhang

et al., 2020). To reduce GHG emissions, MNEs face different local, national, and transnational
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environmental policies and regulations. Thus, MNEs adopt different strategies in responding to
climate-change-induced policies and regulations, and each strategy could have different
implications for MNEs and their stakeholders. Therefore, MNEs tend to influence environmental

policies in their operational jurisdictions.

The arguments on the relationship between government regulations and corporate environmental
and business performance in contemporary management literature go back to the landmark paper
of Porter and van der Linde in 1995. They believe environmental regulations improve firms’
innovativeness and environmental and economic performance. Majumdar & Marcus (2001)
found that well-designed regulations contribute to firms’ productivity. Regulation, generally, is
seen to be a driver for eco-innovations and higher firm environmental responsibility. For MNE:s,
green innovations enable them to enjoy first-mover advantages in new markets and build firm-
specific advantages (Lieberman & Montgomery, 1988). While several studies in international
business have been focused on the role of government regulations (usually in the sense of
regulatory pressures) on MNEs environmental performance, our study aims to (1) map recent
literature on the interplay between sustainability actors and environmental-policy institutions (2)
shed light on the contemporary efforts in linking policy environment to MNE environmental
sustainability performance, (3) propose new avenues for research that have not attracted
sufficient attention in international business literature. Our study also strives to distinguish the
complexities MNEs face in dealing with the multi-institutional environment in their home and

host countries.
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Statement of the problem

Our study is built upon the premise that MNEs’ response in addressing climate-change policies
are part of a broader phenomenon as societal Sustainability Transition (ST). The theoretical
rationale behind that is the notion of Giddens’s Structuration Theory. MNEs as agencies are
constrained by “rules and resources, or sets of transformation relations, organized as properties
of social systems” (Giddens, 1984, p25). In other words, macro-level changes in societal
transitions toward sustainability could prompt corporate-level strategic decision-making or
agentic roles. Structuration theory emphasizes the influence of structure and agency equally in
the sense that we cannot understand one without the other. While MNEs are impacted by a
transformational change toward sustainability, for example, they undergo a stringent regulatory
environment; they also contribute to such transitions by influencing policymaking processes in

environmental governance (Figure 2).

Societal Transition
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Figure 2: Interplay between societal sustainability and MNEs' environmental sustainability
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Transition refers to changing from one system and method to another (Cambridge Dictionary,
2021). Sustainability Transition (ST) is a shift to a re-imagined and sustainable society (Silva &
Stocker, 2018). Grin et al. (2010) believe that transitions toward an environmentally sustainable
society require radical shifts in socio-technical systems. Markard et al. (2012, p 956) highlight
societal sustainability transition as a “long-term, multi-dimensional, and fundamental
transformation processes through which established socio-technical systems shift to more
sustainable modes of production and consumption.” Such characteristics make the sustainability

transition a complex phenomenon.

Kohler et al. (2019) explain some characteristics of ST. First, ST involves different socio-
technical systems such as markets, cultural meanings, policies, and technologies. Thus, ST
requires multi-dimensionality and co-evolution of socio-technical systems. Second, ST is a
multi-actor process. Actors and social groups with various resources, capabilities, beliefs, and
interests interact to push their agenda forward. Third, ST includes both changes in systems
transforming to sustainable practices such as electric vehicles and the existence of locked-in
unsustainable path-dependencies such as fossil-fuel-based transportation. Fourth, ST can be
contested due to actors’ interests and tendencies toward different innovations and pathways.
Finally, ST requires normative directionality by policymakers through regulations, standards,

and other instruments, which is a central theme of this study.

One of the key concepts in sustainability transition is a shift in socio-technical systems. Such a
shift involves dynamic processes at three levels of analysis: landscape, socio-technical regime,
and niche (Geels, 2002, 2004; Smith et al., 2010). First, a landscape refers to an exogenous

environment, such as social change and grand environmental challenges impacting socio-
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technical development. Second, socio-technical regimes include rules and institutional structures.
This part would be a main input to our study. Third, niches, which is a protected space for radical
innovations. Pioneers and entrepreneurs initiate novelties at the niche level. Emerging radical
innovations need protected space to thrive. The protected space is built by policies and rules,
forming new regimes (Geels, 2006). While radical innovations emerge, they also put pressure on
incumbent regimes. The alignment of radical innovations and landscape triggers transformative

changes from incumbent regimes to new regimes.

As mentioned earlier, sustainability transition encompasses various actors, policies, and
regulations. Both destabilizing policies that result in the phase-out of unsustainable methods and
innovation policies that encourage and incentivize sustainable practices play a crucial role in
sustainability transitions (Loorbach et al., 2017; Rogge & Johnstone, 2017; Stegmaier et al.,
2014). The question that may arise here, and has not attracted much attention, is how such
policies and regulations impact MNEs’ behavior in environmental governance and their
environmental performance. This would contribute to MNEs’ environmental sustainability
literature, given that most scientific endeavors in exploring MNE environmental sustainability
have been focused on either corporations per se or those external policies and regulations that
have become obsolete in the contemporary policy literature. Along with structuration theory, our
study utilizes institutional logic to explain how normative and regulative pressures influence

MNESs’ environmental engagement in environmental governance.

According to institutional theory, firms seek legitimacy by responding to external pressures.
DiMaggio & Powell (1983) argue that firms tend to adjust to external forces to increase their

similarity with other firms. They identify three types of mechanisms, including coercive,
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mimetic, and normative isomorphisms. Corporations tend to gain legitimacy by adapting to
formal and informal rules and regulations. Another implication of institutional theory in our
research is the degree of strength/weakness of institutional environment (i.e., institutional void)
in various jurisdictions that might impact MNEs' environmental sustainability differently. Our
study aims to investigate three pillars to better understand the interplay between societal
sustainability transition and MNEs’ environmental performance: institutional forces, MNEs’
engagement in environmental governance, and MNEs’ environmental performance improvement

(Figure 3).

Institutional Forces
MNE non-market
strategies

MNEs' Engagement
in Environmental

Governance
( MNEs'

Environmental
Performance

Signal to other actors

Thesis focus

Figure 3: Three pillars of the study

Research questions

Considering the discussion above, our study strives to contribute to the scholarship by filling

some gaps in the literature. The following are the questions that our study aims to answer:

34



Memorial University of Newfoundland
Faculty of Business Administration UNIVERSITY

Research Question 1: What are the institutional factors (at the country level) impacting
MNESs’ engagement in environmental governance? How do they influence MNEs’
engagement in policymaking for environmental policies?

Research Question 2: How do institutional pressures affect MNEs’ environmental
performance in home and host countries?

Both questions encompass the institutional forces in home and host countries.

Thesis structure

To address the questions above, we strive to attain three objectives. Objective I (one): Conduct a
thorough literature review to identify gaps in prior studies concerning institutional forces and
MNESs' environmental sustainability. This review allows for a better understanding of the
existing body of knowledge in the field and lays the groundwork for subsequent empirical
investigations (Studies addressing Objectives II and III).

Objective II: To undertake empirical research to examine the relationship between institutional
pressures and MNEs' climate policy engagement. This objective delves into the influence of the
institutional environment in both home and host countries on MNEs' engagement in
policymaking processes concerning environmental sustainability.

Objective III: Conduct an empirical investigation to explore the impact of institutional pressures
on MNEs' performance in reducing greenhouse gas (GHG) emissions. This objective seeks to
ascertain how the strength or weakness of institutional environments in MNEs' home and host

countries influence changes in their environmental performance.
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To achieve the objectives above, the thesis is divided into five chapters. In the next chapter
(chapter two), we discuss the background and theoretical underpinnings of the study. It also
includes a thorough systematic literature review describing the research subject from the
perspective of the seminal and most recent papers, delineating key findings from prior studies,
and finally identifying gaps in the literature on MNE’s environmental sustainability and
institutional theory. Chapter two basically addresses Objective I (one) of this thesis. Chapter
three deals with research design and methodology. It encompasses research philosophy and
paradigms (including ontology, epistemology, and axiology), research approach, research design,
and methodology, and finally, discusses how to ensure the validity and reliability of the research.
At the end of chapter three, we discuss the governing philosophical and methodological
approaches applied to this study. Chapter four is concerned with theoretical development, where
we develop and discuss the key Hypotheses of this study and provide the respective modeling
and statistical analysis. It is divided into three sub-chapters: sub-chapter one, theoretical
development for Objectives II and III. Then we have sub-chapters two and three, where we
conduct modeling and statistical analysis to address Objective II and III. The study associated
with Objective II aims to test hypotheses related to the relationship between the institutional
environment and MNE’s policy engagement. That includes hypotheses one, three, and five. The
study associated with Objective III examines the relationship between institutional pressures and
environmental performance. That encompasses hypotheses two, four, and six. Then, there is
chapter five, which provides conclusion and discussion. In chapter five, we discuss the results

obtained from this study and their implications for both the academic community and
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practitioners. We also discuss the limitations of our study and directions for future research.

Figure 4 depicts the overall structure of the thesis and the key deliverables in each step.
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Chapter 2: Background and theoretical underpinnings

Theories are nets to catch what we call ‘the wortld’: to rationalise,
to explain, and to master it. We endeavour to make the mesh
ever finer and finer.

Karl Popper (1902-1995)

Objective 1: To conduct a thorough literature review to identify research gaps
Literature Review

Design and approach of the systematic review

The selection of articles for the literature review included two steps: (I) identifying relevant
articles and (II) screening the articles. To study the regulatory and policy environment on MNE
environmental performance, this study uses five sets of keywords for searching in international
business, policy, and sustainability literature. Keywords for search include set 1: Coercive,
Environmental, Government pressure OR Government power, Institutional pressure OR
Institutional power, Regulatory pressure OR Regulatory power, and Stakeholder pressure OR
Stakeholder power; set 2: Policy + Environmental sustainability, Environmental management,
Environmental performance; set 3: Regulation + Environmental sustainability, Environmental
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management, Environmental performance; set 4: Regulative distance, environmental, Regulatory
distance, Institutional distance; and set 5: Regulation, CSR, Policy. Table 1 shows a summary of

search strings used in the literature review.

Table 1: Search strings for the literature review

Coercive + Environmental
“Government pressure” OR “Government power” + Environmental
Set 1 “Institutional pressure” OR “Institutional power” + Environmental
“Regulatory pressure” OR “Regulatory power” + Environmental
“Stakeholder pressure” OR “Stakeholder power” + Environmental

Policy + “Environmental sustainability”
Set 2 Policy + “Environmental management”
Policy + “Environmental performance”

Regulation + “Environmental sustainability”
Set 3 Regulation + “Environmental management”
Regulation + “Environmental performance”

“Regulative distance” + environmental
Set 4 “Regulatory distance” + environmental
“Institutional distance” + environmental

Regulation + CSR

Set 5 Policy + CSR

After the search process with keywords above, the articles were analyzed for data extraction and
coding. The articles came out from the search were published in journals such as Journal of
International Business Studies (JIBS), Journal of World Business (JWB), International Business
Review (IBR), Management International Review (MIR), Journal of International Business

Policy (JIBP), Journal of International Management (JIM), and Global Strategy Journal (GSJ).
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Table 2: Journals associated with articles used for the literature review

Journal category

Journal

Specialized 1B Journals

Journal of International Business Studies (JIBS)

Journal of World Business (JWB)

International Business Review (IBR)

Management International Review (MIR)

Journal of International Business Policy (JIBP)

Journal of International Management (JIM)

Global Strategy Journal (GS))

Specialized CSR and
sustainability journals

Business & Society (BAS)

Business Strategy and the Environment (BSE)

Specialized economics, policy,
and politics journals

Research Policy (RP)

Global Environmental Change (GEC)

Business & Politics (BAP)

Politics & Society (PAS)

American Journal of Political Science (AJPS)

Generic management journals

Academy of Management Journal (AM))

Strategic Management Journal (SMJ)

The articles found in the policy and political science realm, were published in five journals,

including Research Policy (RP), Global Environmental Change (GEC), Business & Politics

(BAP), Politics & Society (PAS), American Journal of Political Science (AJPS). For

sustainability related topics, the search brought up articles from Business & Society (BAS) and

Business Strategy and the Environment (BSE). Finally, the rest of the articles for the literature

review came out from generic management journals such as the Academy of Management

Journal (AMJ) and the Strategic Management Journal (SMJ). Table 2 and Figure 7 depict

number of articles used in this literature review, and their respective journals.
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The literature review addresses the following questions:

= What is the role of stakeholder and institutional pressures on MNEs’ engagement in
environmental governance and their environmental performance?

*= How do institutional void and regulatory quality impact MNEs’ engagement in
environmental governance and their environmental performance?

= How does the regulatory environment affect firm-specific advantages (FSAs) and
home/host country location advantages (CSAs)? What are the implications of such
advantages for MNEs?

* How does home (or host) country environmental policy impact MNEs subsidiary in

another jurisdiction (i.e., spillover effect)?

To answer the questions above, I found 152 articles from scholarly. Forty-six articles are not in
the organizational context and are excluded. Among 106 articles remaining, forty-eight articles
are closely related to the topic, but they are not in the IB context. Therefore, the final sample
includes fifty-eight articles addressing three contexts: environmental sustainability, policy
environment, and MNEs. In terms of research methodology, as depicted in Figure 7, 72.4% of
articles are based on quantitative studies (QN), 25.8% qualitative studies (QL), and 1.8% mixed
method (MM).

Figure 5 shows the processes completed for article selection.
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Figure 5: Article identification and screening process

For data coding, this study uses article titles, authors, journal titles, year articles published,
research methodology, the industrial sector of research samples, sample size, the home and host
countries in which MNEs operate, policy-related constructs (PRC), the role of PRC,
operationalization of PRC (usually in quantitative method), response variable to PRC, and key
findings. The term ‘Policy-related constructs’ (PRC) refers to variables and constructs in the
sample articles that are directly related to environmental policy. Data prepared for this study are
summarized in Table 3 to Table 11. Figure 6 shows countries that contributed to the samples of

the articles in the literature review (% of contribution).
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Figure 6: Countries contributed to the samples of the articles in the literature review

(% of contribution).

The samples of the articles used in this review consist of data from 74 countries. The greatest
contribution to the samples comes from the US MNEs, in which 31% of articles used data from
the US MNEs. As depicted in Figure 6, the following top contributors include Germany (24.1%),
France (20.7%), and Spain (20.7%).

Regarding the journals, 62% of articles come from specialized IB journals, 14% from specialized
policy and political science journals, 14% from specialized sustainability and CSR journals, and

10% from generic management journals. Details about each journal are shown in Figure 7.
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EQON mQL = MM

Figure 7: Percentages of articles used from each journal (left). Articles by research methods (right)
ON: Quantitative, QL: Qualitative, and MM: Mixed Method

Figure 8 depicts the number of articles in the sample journals based on the year published. The

graph shows that the number of articles has increased throughout the last decade.
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10

Figure 8: Number of articles published by year

Porter and van der Linde’s hypothesis on environmental regulations and firm

competitiveness

Porter & van der Linde (1995) contend that strict but flexible environmental regulations improve
firms’ innovativeness and environmental and economic performance. Their arguments were built
on six premises. First, regulations are to address resource inefficiencies and potential
improvements. Porter & van der Linde (1995) believe pollution is a form of resource inefficiency
hidden in the product life cycle and undermines competitiveness. Second, regulations would
require data gathering, which would make corporations more aware of their systems. Third,
regulations make environmental investments more attractive due to reduced risks and
uncertainties. Fourth, regulations stimulate and trigger innovativeness. Fifth, regulations provide
minimum requirements for every entity to ensure actors cannot behave opportunistically (i.e.,

leveling the playing field). In other words, all entities in a field need to invest in innovations and
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other related processes to meet regulatory requirements. Finally, if regulations cannot offset
compliance expenses in the short term, they’ll at least enhance environmental outcomes.

Porter and van der Linde’s hypothesis highlights that firms should be able to offset compliance
expenses in the long run through their innovations and improve business and environmental
performance. For MNEs, as Porter & van der Linde (1995) and Lieberman & Montgomery
(1988) argue, when firms initiate new practices and innovations, they can take advantage of first-
mover (or early-mover) advantages. Porter & van der Linde (1995) point out two responses firms
provide while encountering government regulations: fighting regulations and finding solutions.
They believe some firms in the US tend to fight regulations while some firms, such as German
and Japanese, try to innovate and find a solution. The following section discusses how first-
mover advantages lead to MNEs’ green Firm-Specific Advantages (FSAs).

In addition, Porter & van der Linde (1995) argue the notion of bad versus good regulations. They

believe the quality of regulations contributes to the level of expected competitiveness.

Location-specific advantages, firm-specific advantages, and environmental

regulations
The notion of Location (Country) Specific Advantages (CSAs) and Firm-Specific Advantages
(FSAs) are cornerstones in international business literature. CSAs refer to advantages provided
by locations (foreign countries) where MNEs operate (Rugman & Verbeke, 1998). Growing
markets, effective financial systems, and industrial clusters are examples of CSAs. In terms of
this study, a high-quality environmental regulatory regime in a jurisdiction that stimulates

investments in MNEs' environmental sustainability could be a good example of a CSA.
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On the other hand, Firm-Specific Advantages (FSAs) come from firms’ competencies and
resources within their boundaries (Rugman & Verbeke, 1998). Firm knowledge absorptive
capacity, experience, and innovation capacity are examples of FSAs. As Porter and van der
Linde (1995) and Lieberman and Montgomery (1988) argue, first-mover (or early-mover)
advantages can lead to FSAs for firms that adopt environmental sustainability practices and
innovate accordingly before other rivals.

Using a resource-based view, Rugman & Verbeke (1998) link corporate strategy and
international environmental policy. MNEs’ environmental innovativeness is associated with
MNESs' resource capacity in the sense that when MNEs have strong resource capacity, they can
further develop national and international-level capabilities (FSAs) in response to the pertinent
environmental pressures. However, when a resource-based response is weak, that could result in
compliance rather than the creation of FSAs. Thus, policies offering new resources are critical in
developing green capabilities (green FSAs).

Moreover, Rugman and Verbeke (1998) discuss the interaction between environmental policy
alignment in home and host countries and the resource problem at a national level, arguing that
when government regulations are consistent between home and host countries, MNEs operating
in countries with stronger economies can better compete internationally by developing green
competitive advantages in their home countries.

In dealing with environmental regulations, MNEs need to consider two primary factors: (1) time
horizon, in a sense that when environmental regulations impact MNEs, and (2) whether the

impact of environmental regulations is conflicting or complementary with MNE's performance
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(Rugman & Verbeke, 1998). Various configurations of FSA-CSAs are applied to assess the
impacts of environmental regulations on MNEs' competitiveness and strategies.

Another location-specific characteristic of MNEs’ business environment is pollution haven
countries. Pollution haven countries usually suffer institutional void and lack strong
environmental regulations and enforcement, consequently attracting pollutant industries.
Rugman and Verbeke (1998) argue that MNEs can take advantage of pollution haven countries
to avoid regulatory pressures. Regulations may also induce MNEs to locate their polluting
activities in countries with less stringent environmental regulations to benefit from the host
country’s institutional void (Ans Kolk & Pinkse, 2008).

In terms of the cross-border mobilization of FSAs-CSAs, Kolk & Pinkse (2008) investigate the
impact of environmental regulations on CSAs and FSAs' transferability. They utilized the idea
that climate change-induced FSAs can be formed by three mechanisms: evolution,
transformation, and substitution. These mechanisms are connected to MNEs' capacities to
develop new upstream and downstream value chain capabilities. Regarding the transferability of
green FSAs, the author believes that MNESs’ capability development can occur in their
headquarters, regional centers, and national subsidiaries. Kolk & Pinkse (2008) conclude that
environmental decisions made at the corporate headquarters and resulting in non-location-bound
FSAs tend to have a more lasting impact on the sustainability outcomes than location-bound
FSAs initiating in subsidiaries.

Moreover, the authors found that country and regional regulations (such as EU ETS) contribute

to their institutional environment and consequently impact CSAs and MNEs' green FSAs
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transferability. They believe newly adapted FSAs (green FSAs) can be a key driver of MNEs’
growth and longevity.

Prior studies have also discussed the role institutional pressures play in MNE FSA/CSAs.
Institutional pressures comprise coercive mechanisms such as formal regulations and rules
(DiMaggio and Powell, 1983). A lack of appropriate regulations and environmental policies
could result in an institutional void that might impact MNEs' ability to create FSAs. Moreover,
the degree to which MNEs are embedded in the institutional environment of home and host
countries may contribute to FSA creation. Pinkse & Kolk (2012) argue how home, host-country
and supranational institutional embeddedness can affect MNEs' green FSAs. They found that in
response to the institutional failure of climate change, MNEs are surrounded by a complex web
of the home and host countries and supranational institutions (both formal and informal
institutions). MNEs’ ability to effectively develop climate change-induced competitive
advantages requires a careful balance in their embeddedness in all three contexts. Misalignment
(and imbalance) between host, home, and supranational institutional embeddedness (or lack
thereof) can be a source of competitive disadvantages for MNEs.

In addition, prior international business studies have investigated MNEs' environmental
performance as a component of corporate social responsibility. MNEs' environmental
performance as a non-market strategy has strategic value for MNEs operating in countries with

weaker market-supporting institutions (El Ghoul et al., 2017).
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Table 3: Policy and regulatory environment and MNE's Specific Advantages (FSAs) and Country Specific Advantages (CSAs) (*: Not Available)
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Current scholarship in the CSR sphere suggests that CSR (including environmental performance)
helps firms improve their competitive advantages by reducing transaction costs and access to
further resources in countries with institutional voids. In other words, environmental
performance (as part of CSR) helps firms fill institutional voids (El Ghoul et al., 2017). Such
capacity requires further investigations. For example, examining how can firm’s size modify that
effect. Although the literature has not paid sufficient attention to this question, some studies tried
to answer it.

Vormedal & Skjerseth (2020) examined the impact of environmental regulations on fish farming
companies of various sizes in Norway, the UK, Chile, Canada, the USA, the Faroe Islands, and
Ireland. They found that regulatory burden could have asymmetrical distribution among various
players. It may impact firm competitive advantages differently so that small firms in the fish-
farming industry tend to oppose stricter regulations, while large companies are not against
stricter regulations. This might be due to the ability of larger firms to adapt to new regulations
and the struggles of small firms in doing so. Vormedal & Skjerseth (2020) conclude that firms’
dynamic capabilities, economy of scale, flexibility in production, and technological capabilities

are expected to be antecedents of firms’ adaptability to more stringent environmental regulations.

Regulatory pressures and MNEs environmental sustainability

Prior studies have extensively examined the role of regulatory pressures and regulatory distance
between home and host countries on MNEs' environmental sustainability. Our study summarizes
the results of several management studies on that front. Many constructs have been used in prior

studies, including regulatory pressures, coercive pressures, environmental regulatory stringency,
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fines and penalties, regulatory threat, government pressures, perceived pressures from regulators,
regulatory influence, regulatory stakeholder influence, regulatory stakeholder pressure, and strict
enforcement. Some of the constructs above bear similar concepts to one another.

The findings suggest that overall regulatory pressure positively impacts corporate environmental
sustainability. However, the mechanisms of such an impact are different. Maas et al. (2018)
found that perceived regulatory pressures positively affect stakeholder pressure, contributing to
firms' adoption of environmental practices. The impact of stakeholders’ expectations is also
examined in prior studies. Chan & Ma (2016) found that external environmental orientation
(including stakeholders' expectations) positively contributes to proactive environmental
strategies.

In addition, Hartmann et al. (2021) found the role of management commitment as a driver
contributing to MNEs' environmental sustainability. They argue that regulative pressure on
MNEs in their home country improves their environmental performance and MNE management
commitment to renewable energy.

Regulatory pressures also affect MNEs' behavior in voluntary disclosures. For example,
Chithambo et al. (2020) argue that regulatory pressure positively impacts voluntary Greenhouse
Gas (GHG) disclosure. In addition, GHG politics at the national level contribute to carbon
disclosure (Guenther et al., 2016). Fortanier et al. (2011) investigate how strict enforcement of
CSR standards enhance the harmonization of CSR reporting. Their findings suggest that MNEs
that adhere to global CSR standards demonstrate more harmonized CSR reporting.

Regarding MNE GHG performance variation between home and host countries, Nippa et al.

(2021) found that MNEs maintain better carbon performance than domestic firms. However, the

54



Memorial University of Newfoundland
Faculty of Business Administration UNIVERSITY

carbon performance gap between MNE-affiliated and domestic plants is narrower in host
countries with more stringent market regulatory systems.

Regulatory pressure also predicts the adoption of green practices within organizations.
Carberry et al. (2019) examined perceived regulatory pressures, green information system (IS)
adoption, and managerial commitment to green IS adoption. Their results suggest that
managerial perceptions of the strength of regulative pressures are positively associated with
green IS adoption and managerial commitment to green IS adoption.

From the corporate environmental strategy standpoint, regulatory pressures might impact firms
differently depending on corporate environmental strategies. Buysse & Verbeke (2003) discuss
three corporate environmental strategies: reactive strategy, pollution prevention, and
environmental leadership. Their findings suggest that perceived regulatory pressures are higher
for firms pursuing pollution prevention strategies. Chan (2010) also conducted a study to
examine how regulatory stakeholder influence (RSI) affects environmental strategy. They
explored regulatory stakeholder influence using a mediated construct of external environmental
orientation. External environmental orientation measures the responsiveness of managers to
environmental demands based on managers’ perceptions of external stakeholders (Chan, 2010).
The author concludes that firms’ external environmental orientation positively affects their
environmental strategy, contributing to firm performance. In addition, Chan (2010) found that
regulatory stakeholder influence has a positive impact on external environmental orientation.
Regulatory stakeholder influence also positively moderates the linkage between environmental

orientation and environmental strategy.
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For firms that lack an accountable approach to environmental sustainability, Halme et al. (2020)
argue two configurations that improve their environmental performance: First, the exogenous
pathway, in which in the absence of accountable ownership, strong external pressure and
environmental management systems improve environmental performance. Second, the
endogenous pathway comprises external pressure impacting accountable ownership,
environmental system organization, and the integration of environmental responsibility into core
business activities.

Along with regulatory pressures, another frequently applied construct in the literature is coercive
pressures. Coercive pressures refer to formal and informal rules such as regulations, laws, and
codes of conduct (DiMaggio and Powell, 1983). Firms tend to adapt to coercive forces, called
coercive isomorphism. Vargas-Sanchez & Riquel-Ligero (2016) investigate the role of coercive
pressures on environmental sustainability on a longitudinal basis. Their study suggests a positive
relationship between coercive pressures and corporate environmental sustainability. Furthermore,
Vargas-Sanchez & Riquel-Ligero (2016) believe coercive pressures maintain and reinforce
environmental sustainability over time. Moreover, coercive pressure influences adoption of
environmentally sustainable practices (Famiyeh et al., 2021).

Prior sustainability studies have also utilized ‘government pressures’ and ‘environmental
regulatory stringency.’ Kolk & Pinkse (2007) argue how government regulations could shape
MNES' political activities. They believe MNEs tend to shape policy in countries with strong
government pressure for climate change. However, in countries with low government pressure,

MNEs tend to adopt more voluntary actions in government programs. In addition, Christmann
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(2004) found that perceived government pressures are associated with the adoption of high
internal global environmental performance standards and MNE self-regulation.

Some sustainability studies have used the notion of institutional pressures, a broader term than
regulatory pressure. Institutional pressures encompass three forces: coercive, mimetic, and
normative forces (DiMaggio and Powell, 1983). To gain legitimacy, corporations tend to
increase their similarity with other corporations [called isomorphism]. Thus, along with the
regulatory pressures, our study includes institutional pressures due to coercive forces in the
institutional pressure concept. However, that should be considered with the caveat that
institutional pressures encompass other forces (i.e., mimetic and normative). For example, Chang
& Gotcher (2020) found a moderating role of institutional pressure between co-production
(international buyer-supplier) and environmental innovation ambidexterity. Chang & Gotcher
(2020) argue that Institutional pressure positively moderates the direct linkage between co-
production and environmental innovation ambidexterity. The relationship between those two
variables is stronger where institutional pressures are higher.

Institutional pressures are not the only motives for the adoption of environmentally sustainable
practices and their consequent outcomes. Darnall et al. (2008) investigate motivations for
adopting Environmental Management Systems (EMS) and their impacts. They found that various
motivations tend to have different business outcomes. For example, more comprehensive EMS
with employees’ commitment and export motivations has a greater contribution to business

performance than institutional pressures.
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Table 4: Stakeholder and institutional pressures (*: Not available)

Policy Predicto Response
Author(s) |JournalYear Method Main Sectors Sar.nple Home | Host | Related | Role of |Operationalizati ! Variable to Key findings
ology size | country | country | Construct| PRC on of PRC  |Variable PRC
(PRC) of PRC
Julia Hartmann, Manacement Regulative pressure on MNEs in their home]
Andrew C 33 Reoulative |Predictor njmi%; l’elt (o country to improve their environmental
Inkpen,and | JIBS |2021| QN Oil and Gas 90 T * cguiative ) Fredicto 1 * o cHtto performance contributes to firms’
countties pressure | variable renewable .
Kannan ner management commitment to renewable
Ramaswamy enerey energy.
China,
Finance and. Vietnam, Host-countty secondary stakeholders
Insurance service, Banglade . . .
. . Responsive (including government) have a strong
Transportation/logi sh
Yang Pok Ik . > .| Korean | Secondary . . CSR and impact on both responsive and strategic
= stics setvice Indonesia using a 7-point
Rhee, Chansoo Al . foreign |stakeholder|Predictor| . Strategic CSR | CSR [including environmental activities] of
.| BAS (2021 QN Manufacturing 177 , Russia, Lo . Likert scale (See * . . . S
Park, and Bui . . subsidiati| [demand/ | variable . [including foreign subsidiaries. Furthermore,
(textile/leather, Thailand, Appendix T) . .
Petersen . ; e es pressure] environmental [secondary stakeholders have more influence
electric/electronic, Philippin L. . T
and auto parts) cs initiatives] on strategic CSR initiatives than on
Food and Grocery Mexico, fesponsive actions.
Mongolia
Samuel
Famiyeh,
Robert.A. . . .. .
Opoku Coercive |Predictor Environmental Coercive pressure is positively associated
poOkt, RP |2021] QN Mining 164 * Ghana . Appendix I * . with the adoption of environmentally
Amoako pressure | variable sustainability . o
Kwarteng sustainable practices in firms.
Disraeli Asante-|
Darko
. Latin . . .
Textiles and America A dichotomous Direct stakeholder pressure contributes to
garments, Food, Aroenti question that the adoption of Environmental
Chemicals, ( sentn . asked the . Sustainability Practices (ESP) by Latin
Punit Arora Machinery and , Bolivia, D Predictor| respondents if e American firms. Moreover, organizational
> | JWB 2020 ON . 986 Chile, * stakeholder . i . * Sustainability T > 08 .
Prabal De equipment, metal . variable |they had received . agency such as international quality
. Colombia pressure ’ Practices (ESP) . . . ’
products, Plastics & stakeholder certification positively moderates the
rubber, Non- B u; dor pressure to be linkage between external pressures and the
metallic mineral I\Zexic(()) ? socially and adoption of proactive ESP policies.

! Used carbon intensity indicator, change in CO2 equivalent emissions per unit of GDP. Data from Environmental Performance Index by the Yale Center for Environmental Law and
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products, and Panama, environmentally
Electronics Paraguay, responsible.
Peru, and
Uruguay)
Moderati
ng
between . .
. Institutional pressure has a positive
co- Moderating . . .
. moderating impact on the direct linkage
. productio| between co- © . .
Kuo-Hsiung IT and Bicycle Institutiona|Moderato nand |production and between co-production and environmental
Chang, Donald| IBR (2020 ON i 124 | Taiwan Appendix . prod innovation ambidexterity. Where
Industry 1 pressures r environm| environmental S -
F. Gotcher . . institutional pressure is higher, the
ental innovation . . . .
. . . .| relationship between those two variables is
innovatio| ambidexterity
stronget.
n
ambidext
erity
Two configurations contribute to improve
European-based environmental performance: First,
. large companies exogenous pathway, in which in the absence
Minna Halme, & P s b ¥ .
Jukka from the Different accountable | of accountable ownership, strong external
. s automotive, external |Explanat ownership pressure and environmental management
Rintamaki, Jette construction, Buropea ressure o Fuzzy-set value (Goal settin; systems improves environmental
Steen Knudsen,| BAS 2020 QL | . cton, 19 n pressu Y | definition (see * 08 ) P
information, and . (including |Construc . and shaping [performance. Second, endogenous pathway,
Leena L companie] . Appendix A) . . . L
Lankoski. and communication s regulations) t strategic CSR | that comprises external pressure impacting
. s technology (ICT), management) accountable ownership, environmental
Mika Kuismal . . S . .
retail, and textile system organization, and the integration of
sectors environmental responsibility into core
business activities.
PRC is
moderati
ng the .
relagéiomh PR s
; " |moderating the| While CSR ratings contribute to a risk-
Julian F. OECD data p relationship | mitigating effect, such impact is negatively
. . 1 Regulatory [Moderato between . ’
K Ibel, Timo | GSJ (2019 QN Various 604 Note distance . based on 14 CSR between CSR moderated by regulatory distance
Busch dimensions catings ratings and | (Regulatory distance between home country
anc{g\ firms’ default |of rating agencies and firms’ home counttry).
risk.
firms’
default
risk.

1 Germany, Switzerland, United States, Australia, United Kingdom, Italy, Canada, France, Netherlands, Finland, Sweden, Spain, and Japan
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Manufacturing,
Finance and
insurance, Banking,
Edward J. Health care, .
Education, See items are
Carberry, . .
H Government, [Institution used to measure | Social . P
Pratyush Professional and 1 Respon Reoulati moveme Social movement activism influences the
Bharati, David | BAS [2019] QN OTeSSIon? 425 Us * al o Response Heguiative ov * perception of institutional regulative
other setvices, Regulative | variable institutional nt e
L. Levy, and . . .. pressure and diffusion of green IS.
Abhiit Transportation, pressure pressure (RIP) in | activism
J Information Appendix A
Chaudhuty
technology (IT) and
telecommunications,
Utilities, and Retail
and wholesale trade
Financials, Materials,| all six dimensions
Dawn L. Keig, Energy, Consumer of the Worldwide Corporate Formal institutional distance negatively
. . . Europe, . . .
Lance Eliot Discretionary, Asia. and Formal Predictor Governance Social moderates between MNEs international
Brouthers, IBR |2019] QN | Consumer Staples, 408 L * institutional . Indicators, * Performance | scope (# countries MNE operates in) and
. . North . variable . . ) . . .
Victor B. Telco, Information America distance updated and (including their social performance (including
Marshall Tech., Healthcare, e published by the environmental) environmental).
and Utilities World Bank.
Local . The role of Government on the pursuit of
Byung 11 Park, . South * Predictor . * . e .
Adam H. Cave IBR |2018] QN Various 118 Korea governmen| . Appendix I IJV CSR Corporat.e Social Responslblht} for IJVs in
t foreign markets is not supported.
Using
“institutions”
data in tbe World Moderates
Economic Forum
between Global
Global
.. CSR .
.. . Competitiveness . MNEs global commitments to
Mining, oil & gas, commitment .
; Report by Environmental CSR (as well as Human
. . consulting, finance, R and Local CSR | . .. .
Colin David . . utilizing the . rights) positively contributes to MNEs local
and information Europe, | South |Regulatory [Moderato . responsiveness . . .
Reddy and BAS (2018| QN 93 . . ¢ section * . responsiveness in host countries. Such a
technology Asia, NA| Africa | distance r s (CSR is .
Ralph Hamann governments phenomenon is stronger when the
hardware and measured based .
efforts to regulate regulatory distance between home and host
software . .. on ’ .
economic activity . countty is lower.
Environmental
focuses on
, and Human
respondents . .
. rights criteria)
perception of
regulatory
burden.
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Compliance with environmental standards
Gre 35 Complianc contributes to increased average order
Diqtelh%rst Manufacturing and devgilo i ewith |Independ| Inspections Order volume volume of 4% in export. Results also
- > | AJPS |2018] QN 08 981 P * environme | ent conducted by * . suggest that compliance with environmental
Richard M. retail g . . in trade . . ..
Lock " ntal Variable | external auditors standards is gained without undermining
ocke countties . .
standards performance on price, delivery, or product
quality.
(1 item; 3-point
Likert scale:
1=not important,
2=moderately
. . important,
Norifumi ? .
. 3=very The impact of regulatory stakeholder
Kawnai, Roger Regulatory . . EMS . ’
. 1 Predictor | important); How % . | pressures on Environmental Management
Strange, IBR |2018] QN Manufacturing 123 Japan | Note' [stakeholder . . Implementatio . S S0
° variable |important do you System implementation in subsidiaries is not
Antonella pressure . n
Zucchella consider the supported.
influence of local
government on
your subsidiary’s
environmental
practices?
. Electronics and data Firms’ . . .
Ricky Y. K. . . External . . External environmental orientation
H processing, Textiles . . efforts in|  Proactive . . \ .
Chan, b . * environme |Predictor . . . (including stakeholders' expectation)
. MIR |2016] QN and garments, 414 China . Appendix I |scanning | environmental . . .
Katherine H. Y. o ntal vatiable . positively contributes to the practice of
Electrical . . develope|  strategies g . .
Ma . otientation proactive environmental strategies.
appliances, and Toys d markets ©
Alfonso L .
Vargas In a longitudinal basis, results suggest that
) . . Coercive |Predictor . Environmental |the positive impact of coercive pressures on
Sa nchezand | MIR (2016 QN Recreation 108 Spain * . Appendix * e P P  COCTCIVE pressure
F . pressures | variable Responsibility | environmental sustainability is maintained
rancisco J. . -
Riquel LigeJr o and reinforced over time.
Number of]
. internation The number of environmental treaties
Julia Hartmann, 42 al Predictor Data from (oo ratified by a country is positively associated
Klaus JWB [2015] QN * 2724 . * : ) : ; *  |Environmental | " y YIS b y 8
countries environme | variable | United Nations with corporate environmental performance
Uhlenbruck . Performance . .
ntal treaties of manufacturing firms in that country.
ratified

1 United States, Czech Republic, United Kingdom, Germany, Hungary, Poland, France, Nethetlands, Canada, Belgium, Portugal, Spain, Turkey, Italy, Mexico, Romania, Russia, Sweden,
Denmark, Ireland, Montenegro, Slovakia, and Switzerland
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Based on the
classification
scheme of the
Environme European Environmental regulatory distance between
. Union’s (EU), cross-border countries predicts cross-border eco-
Antoine ntal e . P
Dechezleptétre 45 SO Predictor Euro emission diffusion of innovation patent inflow. The lower the
. p | RP 2015 QN Automobile 183101 . * cguiatory | Fredic standards (e.g., new environmental regulatory distance, the
Eric Neumayer, countries stringency | variable . . .
. . Euro 2, 3, etc.), technologies higher cross-border patent inflow.
Richard Perkins and . 8l g P
. Countries’ reen tech) | Environmental regulatory stringency is not
distance y gency
regulatory associated with cross-border patent inflow.
stringency is
coded on a scale
of 0 to 5.
Applvine a state- Share of total Utilities that need to enhance their
) 5 fe l} regulatorv ower environmental performance by adding
olicy called enirate dby renewable sources to their portfolio, face
pRenZwable %tilities from VO regulatory spillovers: Peer regulations in
Adam R. Peer Predictor Portfolio renewables (the .e)ilimail ]u.ﬂ;.dl ;tlons;nill.reglﬂanonstlﬁh ¢
Fremethand J.| SMJ |2014| QN | Renewable Power | 127 Us * < O Standard (RPS), mote  |CSIDOT Jurscictions. TACINgS suggest tha
Myles Shaver regulations | variable the authors renewables. the firms tend to increase their portfolio in
identify the better > renewables to improve their environmental
strin enc}r of the environmental performance when peer firms face more
Rpsg Oliyci in formance of! stringent regulations in other jurisdictions.
slzates s pe tlr?e lanctj O Similar linkage for neighbor jurisdiction is
’ p not supported in this study.
Fabienne 10W~tech Strict Ordinal variable o MNE:s that adhere to global CSR 'standards
. manufacturing, . . Harmonization | would demonstrate more harmonized CSR
Fortanier, Ans MIR (2011 QN high-tech 250 Note! * B " odictor based on Lenient, of CSR reporting. However, stricter enforcement
Kolk, and . ote nt of CSR | variable | Average, and . o >
Jonatan Pinkse manufacturing, and standards Strict reporting mechanisms of such standards do not lead
services to stronger harmonization.
Light industry (e.g., Hong
textile & wearing Kong,
apparel, plastics, Us, External environmental orientation
electronics, leather Japan, R Firm external positively impacts firm environmental
. ; . o .
Ricky Y.K. JWB |2010[ QN & fur, foods) and 356 Western China |Stakeholder Prec.hctor Appendix I environmental strategy, which then it affects firm
Chan Heavy (e.g., Europe, variable . . performance. Regulatory stakeholder
. . o . Influence otientation g L
industrial machinery, Taiwan, influence has a positive influence on
chemicals, and external environmental orientation.
production and South
distribution of EastAsia

1 US, Japan, South Korea, France, Germany, UK, Belgium, Finland, Italy, Luxembourg, the Nethetlands, Norway, Spain, and Switzerland
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energy, transport
equipment)
R, Scott External pressures from regulators are not
. Sco . . .
. . associated with three environmental
Marshall, Perceived Implementatio . . .
. US and . practices including implementation of
Michele E.M. . pressures |Predictor . n of . . . .
. JWB 12010 QN Winery 486 New . Not available . energy reduction practices, implementation
Akoorie, Ralph ’ . from variable environmental ’ .
Zealand . of practices for measurement and
Hamann, regulators practices on . .
. monitoring of environmental impacts, and
Paresha Sinha . . .
practices for recycling of materials.
Question for
environmental
managers about
“how important . L . .
. Different motivations in the adoption of
Canada, the influence of .
Germ blic authoriti Environmental Management Systems
. ermany ublic authorities . .
Nicole Darnall, K P th (EMS) have different business outcomes.
. was on the . . .
Irene » > Regulator |Predictor . Business More comprehensive EMS with employee’s
. JIM |2008] QN 1355 |Hungary, . . environmental . L
Henriques, influences | variable . . Performance commitment, export motivations,
and the practices of their .
Perry Sadorsky . O environmental R&D have greater
d United facility? L .
s contribution to business performance than
States Answers: “not .
. " institutional pressures.
important,
“moderately
important,” and
“very important.”
governmen
t
environme
ntal Government environmental regulation is
Yousef Eiadat, regulation; Adoption of an| negatively associated with environmental
Aidan Kelly . Managerial | Predictor . environmental |innovation strategy. Furthermore, perceived
Y | JWB [2008] QN | Chemical Industry | 119 | Jordan £ ) Appendix : . 8Y: TUFhCITOLS, p \
Frank Roche, ’ perceptions| variable innovation |stakeholder pressures (including local public
Hussein Eyadat of strategy agencies) are not associated with
importance environmental innovation strategy.
of
stakeholder
pressures
While the coefficient for fines and penalties
. Forestry, mining Fines and |Predictor Corporate is positive, it is not significant. However, the|
Pratima Bansal| SM] |2005| MM 3’ ’ 45 Canada . . Note! Sustainable ’ . .
and oil and gas penalties | variable author believes that the regulation
Development .
enforcement for sustainable development

! Two components: (1) the number of times that a firm gets a fine or penalty under the Canadian Environmental Protection Act (CEPA) and the Canadian Fisheries Act (CFA). (2)
Other number of fines or penalties that were not covered under CEPA and CFA. (i.e., disclosed in the annual report)
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was new and not consistent at the time of
the study.
Adoption of
G Perceived high internal Perceived government pressures is
Petra . R " iepend overnment lobal associated with adoption of high internal
. AM]J |2004] QN | Chemical Industry | 512 Us * nt ent & * & 1 adoptio &1 10t
Christmann ’ Vagiabl pressures environmental global environmental performance
pressures | Variable (Appendix A) petformance standards and MNE self-regulation.
standards
1’11;1 \5361:2?2’{ Three strategies are discussed as firms’
Kristel Buy Chemical, Natural ional environmental strategies: reactive strategy,
ysse . national (and . . . .
and Alain sMj [2003] QN resources, 197 Belgium * Regulatory Prec.hctor regional) * Environmental po]luuop prevention, and env1ronmegtal
Verbeke Manu.factunr.lg, stakeholder| variable governments and strategy leadership. Results suggest that perceived
Light industries Influence of local regulatory pressures is higher for firms
public agencies pursuing prevention strategy.
Table 5: Actors’ dynamism and co-evolution of institutions (*: Not available)
Author(s) [Journal| Year Method| Main Sample Home | Host | Policy Related | Role of Oisiéiiossl \Z rr?ji)cl;oé ¢ Response Variable Kev findin.
- ology | Sectors size |country|country| Construct (PRC) | PRC to PRC <y &8
’ PRC PRC
Interplay between Interplay between | Firms’ strategic responses to institutional
firms' non-market firms' non-market | pressures are dtiven by social norms,
Serae ' capabiﬁﬁeg, . capabi]jti{zs, firms’ ability in non-market negotiations
Poisson-de Electric . 1mplem§nta'non 1mplerne.nta.uon of | and Pghdcal ties,. and the companies’
Haro. Alex JWB | 2020 | QL utilities 3 Spain * | of organizational * Case study * organizational ab1ht'y to mod1fy their structure,
Bitelltine change, firms' change, firms' core particularly their core technical
core capabilities, capabilities, and | capabilities. The fit between those drivers
and stakeholder stakeholder is crucial in firms strategic choices while
pressures pressures responding global sustainability pressures.
Co-evolution
Co-evolution between Co-evolution The interrelationships between firms
between institutional between (including IJVs), local governments, and
Ans Kolk and inst:_itutional en'vironr'nent insFitutjonal the central government are dynamic and
Stephen BAS | 2017 | QL |Automobild * China » environment . » (mclu.dmg _environment co-evolutionary in adopting CSR and
Tsang (including policy policy (including policy [sustainability policies. Environmental (and
environment) and environment)| environment) and [social) priorities could be different among
industry/firm and industry/firm  |different actors including local and central
dynamics industry/firm dynamics governments of a country.
dynamics
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Local governments affect MNEs CSR
Byung II Park, particularly when primary stakeholder
Agnieszka South Local Predictor MNE CSR such as consumers are not‘strong; enough
. . IBR | 2014 | QN Various | 312 * . Appendix I * (including ) i . N )
Chidlow, Jiyul Korea government | variable T D However, when primary stakeholders are
Choi CAVIFORME strong, the role of local governments will
not prevail.
Table 6. Policy mix and policy instruments (*: Not available)
Method| Main Sample | Home | Host Policy Related Role of |Operationalization| Pre'dlctor Re§p onse .
Author(s) [Journal Year olo Sectors size countrv| count Construct PRC of PRC Variable of| Variable to Key findings
gy untry| countty | (prc) PRC PRC
Results suggests that higher levels
. of host-country Feed in Tariff
A continuous licy generosity is positively
Panikos variable that poticy gence 1y I,) .
. associated with a firm’s choice of
Georgallis, Solar FiT (feed-in measutes the Location | location for an investment in
Joao Abino-| ypq 12001 | QN | energy 202 EU | EU Tariff)C; licy | Predictor | average price (in * hoi Oc(af FEDI| solar cnery. Morcover, firm’s
Pimentel and| J | cnetsy O Y | variable |€/KWh) of the FiT caoiee 1o solat Chetgy. ATOTCOVET, T ¢
Nina investment Generocity offered by a in solar energy) | non-market experience positively
oy moderates the relationship
[Kondratenko, potential host . .
country between host-country FiT policy
" generosity and investment in solar
energy.
Using comparative
analysis between
firms in different MNESs maintain better carbon
Michael areas based on the performance over domestic firms.
Nippa, patent’s home In host countries with more
Sanjay Various 25 EU | Host country country including Plant.C;.lrbon stringent market regulatory
a7 JIBS 12021 ON |. . 6279 EU . R Moderator| 7 * Emissions
Patnaik and industries Countries| institutions Foreign EU-New CAGR systems, the carbon performance
Markus MNE Parent, gap between MNE-affiliated
Taussig Foreign EU-15 plants and domestic plants is
MNE Parent, and narrower.
Foreign Non-EU
MNE Parent.
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Among different configurations
A composite of the drivers of FDI in
. measure of three renewables by MNEs, state-
Patizll:luguni incentive-related owned MNEs tend to be more
K n, tJu Enerov 17 (289 14 4 Predictor policy indicators Greenfield FDI risk averse than private firms.
J untunen, JIBS 12021 QL Y Greenfield . . public SO £ 6m World Bank’s yreentic State-owned firms tend to take
Sarianna Utilities |. countries|countries| . . vatiable in renewables fh
Lundan. and investment) incentives Regulatoty advantage of host-country
Tiina Ri’tvala Indicators for incentives. However, private
Sustainable Energy- firms overall tend to invest more
RISE. than state-owned firms in
renewables.
Binary variables: 1 if| National source of funding for
e public subsidies eco-innovation contributes to
PCnsnna Subsidies from received from local, firms’ decision in investing in
Pz;ii;c;ei (1) national regional or central Likelihood of | eco-innovation, but international
Rio JIM (2017 QN Various 932 Spain % sources (2) | Predictor | government. 1 if investing in funding does not. In addition,
Desid i industries ‘ International | variable | subsidies received eco- when it comes to EU, results
Reil errlo sources. (3) EU from international innovations suggest that decision for eco-
_](f))f Cfa;l)‘ ETS regulation sources. 1 if firms innovation adoption is associated
are affected by EU with the EU ETS for firms that
ETS. are covered by that system.
Valeria innovation Policy mix with a more balanced
Costantini, CCOTNOVATON | struments (both demand-pull
Francesco Residential 23 Balanced policy| Predictor performance in and technology-push instruments)
. RP [2017| QN * OECD | * o potiey) Fred Appendix I energy Sy-pustne )
Crespi, sector untri mix variable ficien tends to have a greater impact on
Alessandro <0 e " ehrf ? o eco-innovation performance of
Palma cehnologies energy efficiency technologies.
Valeria innovation The comprehensiveness of policy
Costantini, COTIMROVALON | i is positively associated with
Francesco Residential 23 Comprehensive| Predictor R eco-innovation performance
. RP [2017| Quant * OECD * . . . Appendix I energy . )
Crespi, sector countrics policy mix vatiable efficienc Nonetheless, extra simultaneous
Alessandro technol. Y policy tools might diminish policy
Palma cehnologies mix effectiveness.
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Table 7: Voluntary environmental initiatives and disclosure

Method| Main |Sampl| Home | Host Policy Related Role of O'per.ational Preéictor ResPonse .
Authot(s) | Journal |Year olo Sectors | e size | countrv | count Construct PRC | lzation of | Variable | Variable Key findings
8y untty | countty | (prc) PRC of PRC | to PRC
Regulatory quality in a sense of stakeholder-
supportive regulations is key for the integration,
Transparen measurement, and reporting of corporate
cyand |sustainability. In countries that regulations do not
reliability of] give primacy to stakeholders (rather than
Addisu A. Institutional |Predictor sustainabilit|  shareholders), regulations could be partially
Lashitew JIBP 12021 QL . : EU, US . change variable * . y reporting|  successful in pushing corporations forward in
and effective sustainability reporting. New
petformanc| development in regulatory and policy sphere is
€ emerging, such as regulatory regime in the EU.
Moreover, other policy initiatives are required,
such as policies that incentivize corporations.
Lyton
C}}Zti thambo Consumer
Ishmael g00d§ and
:Tingbani SCIvices, o . .
Godfre d’ Ut'lhnes, ' . Disclosure Regglatory pressure in this study is proxied by
Afrifa BSE [2020] QN Oil and. 215 UK * Regulatory Predlctor Proxled by * of GHG ﬁrm size. Results suggest that regulatory pressure
Agyapong Gas, Basic pressure variable | firm size emission is positively correlated with voluntary GHG
Ergnest ’ matetials, disclosure.
Gyapong, Cgmmunic
Isaac Salzyi 'I? tion, and
Damoah echnology
Perception of]
a country’s
Edeltraud national and
Guenther, international
Thomas Europe, climate Carbon
Guenther. NA. Independ politics as disclosure
Frank > BAS |2016] QN Various | 1120 Asi : * GHG Politics ent ided by * P GHG politics contribute to carbon disclosure.
ran sia Variable | Provided by performanc
Schiemann, Pacific Germanwatc €
and Gabriel h for the year
Weber before to the
CDP
disclosure.
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Automotiv
e
clectronics
and USA,
clectrical Germany For the
Ekrem equipment, , France, government
Tatoglu, Food, Italy, pressure, they adoption
Erkan textile, UK, measured the level of
Bayraktar, leather and Switzetla item using voluntary Stakeholder pressures (including perceived
Sunil JWB |2014] QN glas§, 193 nd, Turkey Stakeholder Predictor . survey for environme government policies) influence the level O_f
Sahadev, Chemical Netherla pressure variable |"Governmen ntal voluntary environmental management practices
Mehmet and nds, t policy manageme (VEMPs) by MNE subsidiaries.
Demirbag, pharmaceut] other EU drives the nt practices
Keith W. icals, Trade countries need to (VEMPs)
Glaister and and green." See
hospitality, Asian Appendix
financial countries.
services
and
engineering
N Europe, Explanat MNE MNE§ tend to participate in shaping policy in
ns Kolk, NA Government political | countries with strong government pressures for
Jonatan BAS (2007 QL Various 218 Asi ’ * overamen oy * strategy in | climate change mitigation. Moreover, in countries
Pinkse sia- pressures | Construc climate |with low government pressure, MNEs likely adopt
Pacific t 8 1 pre i Y P
change | more voluntary actions in government programs.
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Poisson-de Haro & Bitektine (2015) conduct three case studies to explore the interplay between
firms' non-market capabilities, implementation of organizational change, firms' core capabilities,
and stakeholder pressures. They argue that firms’ strategic responses to institutional pressures
are driven by social norms, firms’ ability in non-market negotiations and political ties, and the
companies’ ability to modify their structure, particularly their core technical capabilities. The fit
between those drivers is crucial in firms’ strategic choices while responding to global
sustainability pressures.

Another concept that has recently attracted substantial attention is the notion of policy mix
(Rogge & Johnstone, 2017; Rogge & Reichardt, 2016). Policy mix refers to a set of various and
complementary policy instruments that are applied to address problems in sustainability
transition (Borras et al., 2013).

Costantini et al. (2017) examine how a balanced policy mix impacts eco-innovation performance
in energy efficiency technologies. They found that policy mix with more balanced instruments
(both demand-pull and technology-push instruments) tends to have a greater impact on the eco-
innovation performance of energy efficiency technologies. Their findings also suggest that the
comprehensiveness of policy mix positively contributes to eco-innovation performance.
Nonetheless, extra simultaneous policy tools might diminish policy mix effectiveness.
Furthermore, prior studies indicate the importance of environmental policies in adopting
practices and strategies that enhance MNE GHG performance and environmental sustainability.
For example, Georgallis et al. (2021) found that higher levels of host-country Feed-in Tariff

(FIT) policy generosity is positively associated with a firm’s choice of location for an investment
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in solar energy. However, such a relationship is positively moderated by MNE's experience

dealing with non-market strategies.

Regulatory and institutional distance between home and host countries

In international business (IB) studies, concepts related to the distance between home and host
countries are prominent and highly applied. In the environmental sustainability sphere,
regulatory distance and the institutional distance between home and host countries have been
discussed in prior international business and sustainability literature. Environmental regulatory
distance is usually measured by relative regulatory stringency between host and home countries
(Dechezleprétre et al., 2015).

Dechezleprétre et al. (2015) investigate how environmental regulatory stringency and distance
affect the cross-border diffusion of new technologies (green technologies). They found that
environmental regulatory distance between countries predicts cross-border eco-innovation patent
inflow; the lower the environmental regulatory distance, the higher the cross-border patent
inflow. However, the results suggest that environmental regulatory stringency per se is not
associated with cross-border patent inflow, but the regulatory distance between the two countries
is. Their findings are intriguing, indicating how important the concept of distance is in IB
research.

Regulatory distance is also utilized as a moderator variable in IB sustainability literature. Reddy
& Hamann (2018) investigate 93 MNEs in mining, oil & gas, consulting, finance, and

information technology hardware and software in Asia, Europe, and North America. They found
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a moderator role for regulatory distance in the positive association between MNEs' global
commitments to Environmental CSR and MNEs' local responsiveness in host countries. Results
suggest this relationship is stronger when the regulatory distance between home and host country
is lower. Kolbel & Busch (2021) discuss the moderating role of regulatory distance in the linkage
between CSR ratings and risk mitigation effect. Kdlbel & Busch (2021), using data from 604
firms, found that CSR ratings contribute to a risk-mitigating effect. That impact is negatively
moderated by regulatory distance (i.e., the regulatory distance between the home country of
rating agencies and the firms’ home country).

The institutional distance between home and host countries is also applied as moderating
variable in prior studies. Keig et al. (2019) examine the role of formal institutional distance on
MNE social performance (including environmental performance). They conclude that formal
institutional distance negatively moderates between MNEs international scope (i.e., the number
of countries an MNE operates in) and their social performance (including environmental

performance).

Policy spillover effect and MNEs environmental sustainability

In the environmental policy realm, policy spillover refers to “an effect of an intervention on
subsequent behaviors not targeted by the intervention” (Truelove et al., 2014, p 128).
Intervention could encompass any attempt to stimulate behavior change and decision-making at
the organizational level. A positive spillover effect occurs when a policy increases pro-

environmental behavior in a group not initially targeted by the policy. In contrast, when a pro-
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environmental policy decreases, the pro-environmental behavior of a non-targeted group is called
a negative spillover effect. Similar concepts are applied in cross-border environmental policies.
Cross-border actors can send and receive environmental policy signals worldwide.
(Dechezleprétre et al., 2015). This might be due to the possibility of diffusion of innovations in
cross-border and international trade of green technologies, products, and services
(Dechezleprétre et al., 2012; Huber, 2008). In other words, environmental policy signals received
by MNEs, either from their host countries or countries that they do not operate in, induce MNEs
to innovate in clean technologies. For example, Aghion et al. (2016) show that U.S. policies on
automobile emissions induced Japanese and German manufacturers to respond to the new
regulations rapidly. Within a similar research context to Aghion et al. (2016)’s study, Hascic et
al. (2008) found that foreign regulations are positively associated with firms’ domestic
innovations. Lanjouw & Mody (1996) observe that strict regulation in the US automobile
industry stimulates innovations in Germany and Japan. Furthermore, analyzing patent
applications in seven OECD countries between 1985 and 2003, Popp et al. (2011) found that
foreign regulation contributes to domestic innovation.

Peters et al. (2012) observe that demand-pull policies induce country-level innovation spillovers,
which might disincentivize [national] policymakers to engage in domestic market creation. The
authors then suggest the necessity of supranational demand-pull policies to address the spillover
issue.

MNESs’ operations in various jurisdictions allow them to develop green FSAs (firm-specific
advantages) in one country and to replicate, redeploy, and recombine those advantages in

countries with different environmental policies and regulatory stringency. For example, eco-
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innovations developed by MNEs in a country could bring the first-mover advantage for them in
other countries with less stringent environmental regulations.

Fremeth & Shaver (2014) investigate two types of environmental policy spillover effect by
exploring 127 US utilities: environmental policies impacting their peers and policies adopted by
neighboring jurisdictions. The authors’ findings suggest that firms tend to increase their portfolio
in renewables to improve their environmental performance when peer firms face more stringent
regulations in other jurisdictions. However, the findings do not support the notion of neighbor-
jurisdiction policy spillover.

Costantini et al. (2017) examine how environmental policies might affect eco-innovation
performance in energy efficiency technologies. The authors found the policy spillover effect as a
significant phenomenon that contributes to the eco-innovation activities of host countries. Their
findings suggest that both demand-pull and technology-push policies adopted in foreign

countries are positively associated with eco-innovation performance in host countries.
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Table 8: Policy spillover effect

. Policy Related Operational
Method | Main | Sample | Home y Role of .P . Response .
Authot(s) | Journal |Year olo Sectors size | count Construct PRC ization of Variable to PRC Key findings
gy y (PRC) PRC
Policy spillover effects are found significant in shaping eco-
innovation activities in host countries. Moreover, both
demand-pull and technology-push policies adopted in foreign
Valeria countries contribute to eco-innovation performance in host
. . . . countries. In terms of the role of similarity between domestic
Costantini, Similarity in eco-innovation . S .
Francesco 23 olicy mix | Predictor etformance in and foreign policy instruments and mixes, findings suggest that
- RP  |2017| Quant |Real state * OECD poticy . Appendix I P . cross-border similarity in demand-pull and technology-push
Crespi, . between variable energy efficiency . . . . 4
countries . . policies contributes to eco-innovation performance of Energy
Alessandro countries technologies . C . .
Palma Efficiency technologies in host countries. Furthermore, in
terms of balance in policy mix (balanced application of
instruments), findings show that cross-border similarity in the
policy balance between demand-pull and technology-push
instruments is associated with eco-innovation performance.
. Environmental
Antoine . . . .
regulatory . Environmental regulatory distance between countries predicts
Dechezlepr : Relative cross-border . . .
. . distance . . . . cross-border eco-innovation patent inflow. The lower the
étre, Eric [Automob 45 . Predictor [environmenta| diffusion of new . . .
RP  [2015| Quant . 183101 . (telative . . environmental regulatory distance, the higher cross-border
Neumayer, ile countties . variable | 1 regulatory technologies . . . .
S environmental ¢ ’ patent inflow. Environmental regulatory stringency is not
Richard stringency (green tech) . . .
Perkins regulatory associated with cross-border patent inflow.
) stringency)
Share of total [Utilities that need to enhance their environmental performance
power generated | by adding renewable sources to their portfolio, face two
Adam R. by utilities from | regulatory spillovers: Peer regulations in external jurisdictions
Fremeth Neighboring . renewables (the |and regulations in neighbor jurisdictions. Findings suggest that
Renewabl P Predictor 1 . . . <
and J. SMJ |2014| Quant 127 US jurisdiction . more renewables, | firms tend to increase their portfolio in renewables to improve
e Power . variable . .
Myles regulations the better their environmental performance when peer firms face more
Shaver environmental | stringent regulations in other jurisdictions. Similar linkage for
petformance of | neighboring jurisdiction regulations is not supported in this
the plant) study.
Binarv Firms that are directly threatened by government regulation on
Erin M. Variablre}’ 1. a social issue, are likely to engage in practices consistent with
Reid and . Regulatory |Predictor ’ . the aims of a related social movement. This result could also
. SM 2009 N Various 524 Us . regulatory |Public disclosure . .
Michael W. J Q threat variable gulatory be supported for a firm that is not directly threatened by
threat 0: b o AR
Toffel . regulation but other firms within the same institutional field
otherwise .
are threatened by regulation.

! Applying a state-level regulatory policy called Renewable Portfolio Standard (RPS), the authors identify the stringency of the RPS policies in states.
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Environmental performance could be the degree of adoption of eco-innovations. Prior studies
suggest that policy instruments have various impacts on the adoption of eco-innovations. For
example, Penasco et al. (2017) examine how subsidies from (I) national sources, (II)
International sources, and EU ETS regulation affected investing in eco-innovations in 932 firms
based in Spain. Their findings indicate that the national funding sources for eco-innovation
contribute to firms’ decisions in investing in eco-innovation, but international funding does not.
In addition, when it comes to the EU, results suggest that the decision for eco-innovation

adoption is associated with the EU ETS for firms covered by that system.

Regulatory quality and institutional voids in home and host countries

Regulatory quality is a multi-faceted phenomenon. Prior studies have investigated factors such as
the flexibility of regulations and clear goal as components of regulatory quality (Majumdar &
Marcus, 2001; Porter & van der Linde, 1995). Kaufmann et al. (2011) believe environmental
regulatory quality deals with formulating and implementing sound policies and regulations that
promote environmental sustainability.

Regulatory quality contributes to the adoption of CSR standards, including environmental
standards. Dau et al. (2021) investigate the impact of regulatory quality on adopting CSR
standards and the moderating impact of the regulatory quality between global integration and the
adoption of CSR standards (including environmental performance). The authors found that (1)
regulatory quality significantly contributes to the adoption of CSR standards, and (2) in countries
with higher regulatory quality, the impact of global integration on the adoption of CSR standards

1s more substantial.
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A sound regulatory system also supports the private sector. Patnaik (2019) argues that in
economies with a supportive regulatory system for the private sector, regulators tend to be more
susceptible to influence interest groups. “Even if political actors have a priori ideological
preferences, they face established channels within the existing regulatory system that impact
their ability to respond to political strategy efforts (Patnaik, 2019, p 1144).”

In addition, regulatory quality impacts sustainability disclosure and reporting behavior. Lashitew
(2021) argues that regulatory quality in the sense of stakeholder-supportive regulations is critical
for the integration, measurement, and reporting of corporate sustainability. In countries where
regulations do not give primacy to shareholders (than stakeholders), regulations push
corporations forward in effective sustainability reporting. Moreover, Wang & Li (2019) discuss
the interplay between regulatory quality, subsidiary ownership control, and information control
by MNEs when it comes to Corporate Social Irresponsibility (CSI). Their findings suggest that
public disclosure of CSI in host countries is negatively associated with equity control of foreign
subsidiaries when host countries have higher regulatory quality. However, such an impact is
weaker and displays a near-zero slope when host countries have lower regulatory quality. In
other words, ownership control is more salient in host countries with relatively higher regulatory
quality. Furthermore, Li & Zhou (2017) believe that in countries with higher regulatory quality,
policies identify a broader range of corporate social irresponsibility formally and explicitly.

On the flip side, however, lack of regulatory quality is identified with various notions such as
regulatory fragmentation and policy uncertainty. Lister et al. (2015) investigate the role of
regulatory fragmentation and policy uncertainty on the underperformance of transnational

environmental governance in maritime shipping. The authors believe a growing regulatory
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fragmentation and policy uncertainty stalls environmental regulatory progress. They argue that
the maritime shipping sector suffers from the complexities of transnational environmental
governance, including international agreements, fragmentation in national and regional
regulations, an increasing number of not-necessary-aligned multi-stakeholder initiatives, and
rating processes.

The regulatory system is part of the institutional environment. That is why some scholars have
investigated the role institutional voids play in MNE environmental performance. Institutional
voids, the weakness/lack of institutional structure that enable and support both firm market and
non-market strategies, bring in both opportunities and challenges for MNEs (Biggart et al., 2004;
J. Doh et al., 2017; T. Khanna & Palepu, 1997). Zheng et al. (2015) found that perceived
uncertainty in CSR regulation weakens the positive link between insider CSR pressures and
sustainability initiatives.

Kolk & Pinkse (2008) discuss that regulations induce MNEs to locate their polluting activities in
countries with less stringent environmental regulations to take advantage of the host country
institutional void. The authors also provide insights into how institutional misalignment in the
host, home, and supranational context can hamper the development of green FSAs (Pinkse &
Kolk, 2012). As discussed earlier, the authors believe that misalignment (and imbalance)
between host, home, and supranational institutional embeddedness (or lack thereof) can be a
source of competitive disadvantages for MNEs. In addition, Rugman & Verbeke (1998) argue
the regulatory consistency between home and host countries. They point out that when
government regulations are consistent between home and host countries, MNEs operating in

countries with more robust economies can better compete internationally by developing green
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competitive advantages in their home countries. However, when regulatory forces are
inconsistent between home and host countries, MNEs avoid regulatory pressures by moving
some operations to pollution haven countries. That might raise a notion of the relativity of

institutional voids between home and host countries for further investigation.
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Table 9: Regulatory quality and institutional voids

A Method Main Sample| Home Host ey sy Role of O.per'a tional Re§ponse .
uthor(s) | Journal | Year 1 Sect . ¢ ¢ Construct PRC ization of Variable to Key findings
ology ectors size country | country (PRC) PRC PRC
Luis
Alfonso
Eh'lz;llljléth World Bank | Adoption of Regulatory quality has a positive and significant
M. Moore . 133 ' I R 1o Group’s CSB standards i@pact on the 'adop'tion of CSR standarc.ls. In ac'ldjtion,
]onathan, JIBP | 2021 QN Various 11992 coui;grieq Various qualic variable Development | (including |in countries with higher regulatory quality, the impact
P. Doh ) Indicators | environmental of global integration on the adoption of CSR
‘an d ’ (WBGDI) | responsibility) standards is stronger.
Margaret
A. Soto
Regulatory burden have asymmetrical distribution
among various players and may impact their
Norway competitive advantages differendy: In this stuc}y, the
Itja UK Chil:i authors found that small firms in fish-farming
Vormedal I Ca,na da ’ Stricter prcdi . lindustry tend to oppose stricter regiﬂatio;s]i while
ish-farming ’ . redictor orporate arge companies are not against stricter regulations.
agij g: BAP | 2020 QL industry 15 Ugi’ot:e . eiz;?lr;?;?;al variable : responses | This is due to the ability of larger firms to adapt with
Skjargseth Islands. and new regulations anFl struggl.e's.of small firms in doing
Irela;q d so. Firms® dynamic capabilities, economy of scale,
flexibility in production, and technological capabilities
could be antecedents of firms’ adaptability capacity to
stricter environmental regulations.
Wortld Bank
and indicates In economies in that regulatory system is perceived to
Bricks and “percep.ti.ons be more supportive of the. private sector, regulators
Ceramics. Cement of the ability of] tend to be more susceptible to be influenced by
. I the interest groups. “Even if political actors have a priori
and I;:frelz’sco € government to| Allowance gap |ideological preferences, they face established channels
Sanjay S 24 EU Pro-business | Predictor | formulate and | (Allowance in |within the existing regulatory system that impact their
Patnaik JIBS ] 2019 QN COIT f;:izns’t?elf s, 1322 members . regulatory | variable | implement EU ETS ability to respond to political strategy efforts.”
Paper, Re ﬁning’ sound poligies system) Research ﬁndi.ngs suggest thgt collective politicalv
Roaq,ting and > and regulations strategy, competition between interest groups to gain
Sil;ltering that permit and more benefits, has led to an average of eighteen
promote percent surplus of emissions permit between 2005 and
private sector 2012.
development.”
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Peter Austria, .
Rodgers France leiiviag
Peter > Looistics and Polan d’ interplay of | Service MNEs utilize various CSR tactics along with
Stokes Transgjortation IT Ru%qia, Coercive CSR, CPA, and| Corporate Political Activities (CPA) to compensate
Shlomf’) MIR | 2019 QL RIZtail an d, ’ 9 ROI‘I;;II’I;&I Ukraine ressures * * Coercive institutional voids. Such CSR activities evolve with
Tarba Telecomm’unication USA ? P actions of actions (including coercive activities) initiated by
Zahee:: Norwa,y government government agencies.
Khan and Turkey agencies
MNEs adopt information control as a strategic
response to public disclosure of Corporate Social
Moderatine the Irresponsibility (CSI) in host countries. CSI
relado§ contributes to MNEs’ higher subsequent information
. control. In terms of regulatory environment, host-
between public litv. “th .
disclosure of country regulatory quality, “the degree to which
Stephani . |policies and regulations are effectively formulated and
tepanie 140 Regulatory corporate social implemented”, has different impacts on ownershi
LuWang | JIBS | 2019 QN several industries | 3528 * . . Moderator| World Bank | irresponsibility P L P Stip
and Dan Li countries quality in the host control. Public disclosutre of CSI in host countties is
country and negatively associated with equity control of foreign
subsigia ) subsidiaries when host countries have higher
ownersh? regulatory quality. However, such an impact is much
controlp weaker and displays a near zero slope when host
countries have lower regulatory quality. In other
words, ownership control is more salient in host
countries with relatively higher regulatory quality.
Brazil,
China,
Egypt,
Hong
Peter Kogg,
India, T . .
Tashman, Malaysia Home-country institutional voids contribute to
\;\;/;[Jenuna . . Mexico, S. Institutional | Predictor| World Bank CSR MNEs (.:SR decpuphng (}ncludmg env1ronmental
arano JIBS | 2019 QN several industries 333 K * . . . CSR), particularly in emerging-market countries. CSR
orea, void variable WGI Decoupling . .
and Russia decoupling occurs when firms overstate their CSR
Tatiana Singz;i)oze petformance in their disclosures.
Kostova S. Africa,
Taiwan,
Thailand,
Turkey, and
UAE
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CSR (including environmental performance) as a non-
market strategy helps to improve firms’ competitive
Sadok El Moderating advantages by redgcing traqsacti@n costs ax'ld access to
Ghoul From Fraser | between CSR further resources in countries with 11'15t1tuuonal VQlds.
Omran:: o Institute’s o S—— Ip other.words, CSR has the capacity to help filling
Guedhami| JIBS |[2017| QN 4 industries | 11672 * 5 | Institutional by 4 o Economic | (including | Situtional voids. As a moderator, country-level
and countries void Freedom of | environmental institutional environment impacts the 'rela'nor'l
Yongtac the World | performance) between CSR and firm value, the weaker institutions
Kim and firm value the more positive the linkage between CSR and firm
value. Thus, CSR has the strategic value for MNEs
operating in countries with weaker market-supporting
institutions.
Regulatory innovativeness (applying various policy
Marcus L . Regulatory | Predictor | From World | level of EMS instruments and tools) is positively related to the
Wagner JWB | 2015 QN | Various industries | - 2000 : . inno%:iiveness variable |Values Survey [implementation implementation of envirgnmental management
systems.
. PRL . L .
Qingin ' ) moderatin Percel.v'ed uncertainty 1n'CS.R regulation weakens the
Zheng, Information and Perce'lvedv b . i positive link between insider CSR pressures and
Yadong JWB | 2015 QN technology, spcial 289 China China uncertainty in Moderator| Appendix I ez]iisl;ls;r e 'sustainabi]ity ir'litiatives. Similar hypothesis for.
Luo, service, machinery, CSR d outsider pressures is not supported. Although findings
Vladislav and others. regulatioms2 1;11‘16:;1;;5)3111 ~ |suggest that firms will respond to outsider stakeholder
Maksimov initiativesty CSR pressures by adopting sustainability initiatives.
Rule of law is positively associated with cross-country
differences in CSR responsiveness. In addition, that
Susan I . relationship would be weaker for smaller firms as well
Young and Appatel Predictor Heritage CSR as firms with fewer customers. In terms of customer
MorIa v JIBS | 2014 QN manmfacturing 612 |23 countries * Rule of law variable Foundation Responsivencss size, the impact of rule of law on CSR responsiveness
Makhija Indices (HFI). would be stronger for firms with smaller customers.
Finally, the positive effects of rule of law on CSR
responsiveness will be stronger for firms with a high
skilled workforce.
Rewarding regulations, that stimulate learning and
Paola . Interplay . help to create network in chal .cornrnunjt'ies, is
Percs- PAS | 2013 QL Agri-food 5 Nicaragua " Rewardlng between » Env1r9nm.e{1tal conduclve to change in orgaxpzatmnal practices and
Aleman regulation constructs sustainability | routines. This type of regulations belps to seize local
know-how to upgrade production process and
products.

1 Belgium, France, Germany, Hungary, the Netherlands, Norway, Sweden, Switzerland, and the United Kingdom.

2 PRL is moderating between (a) insider and (b) outsider pressures and Sustainability initiatives
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El Ghoul et al. (2017) discuss that CSR activities, including environmental initiatives as a non-
market strategy, can mitigate institutional voids. They argue that CSR successes reduce
transaction costs and provide MNEs with further access to resources in countries with
institutional voids. In other words, CSR has the capacity to help fill institutional voids.
Moreover, as a moderator, country-level institutional environment impacts the relation between
CSR and firms’ value; the weaker the institutions are, the more positive the linkage between
CSR and firms’ value. Thus, CSR has the strategic value for MNEs operating in countries with
weaker market-supporting institutions. Along with CSR initiatives, MNEs adopt political
activities to compensate for institutional voids (Rodgers et al., 2019).

Institutional voids also affect MNE's disclosure strategies and sustainability reporting. Tashman
et al. (2019) found that home-country institutional voids contribute to MNEs’ CSR decoupling
(including environmental CSR), particularly in emerging-market countries. CSR decoupling
occurs when firms overstate their CSR performance in their disclosures.

In summary, the interplay between regulatory quality and institutional voids in host and home
countries and their impacts on MNE environmental sustainability have not received sufficient

attention in prior studies.

Rule of law and MNE environmental sustainability

The rule of law refers to the extent to which established legislatures are the basis of conduct for
governmental organizations and the size and quality of law enforcement by governments

(Bingham, 2011). Gainet (2011) believes that consistency in laws and policies over time results
in a clear and predictable regulatory system. In the bigger picture, the rule of law indicates that

everyone should be subject to the law, including governments (Brander et al., 2017). MNEs’
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operations in various countries require a better understanding of the rule of law in each
jurisdiction.

One of the prominent research themes in the nexus of the rule of law and MNEs' non-market
strategies is how the rule of law affects corporate social responsibility (including environmental
responsibility). For example, Young & Makhija (2014) investigate the relationship between the
rule of law and CSR Responsiveness. They found both a direct effect and moderating effect on
the rule of law. In a direct impact, the rule of law tends to be positively associated with cross-
country differences in CSR responsiveness. In addition, that relationship is weaker for smaller
firms as well as firms with fewer customers. Concerning customer size, the impact of the rule of
law on CSR responsiveness tends to be stronger for firms with smaller customers. Finally, the
positive effects of the rule of law on CSR responsiveness are stronger for firms with a highly
skilled workforce.

Another avenue in prior studies was how corruption influences MNE sustainability activities.
Ramirez (2021) conducted case studies to explore how public policy affects energy democracy
and partnership building for renewables. The author found that corruption (along with poor
accountability and poor dissemination of information about renewable energy) is a crucial
impediment to achieving energy democracy, and partnership building is a lack of good
governance. loannou & Serafeim (2012) apply panel data from 42 countries to investigate the
impact of corruption on corporate social performance. They found that corporate social
performance (including environmental performance) is lower for companies located in countries

with a higher level of corruption.

83



Memorial University of Newfoundland m

Faculty of Business Administration UNIVERSITY

Please note that our study does not ignore the possibility that MNEs deliberately benefit from the
corruption in ways that allow them to avoid environmental or social responsibility. Some may
argue that corruption is also co-created a la structuration. While that is a valid discussion to
pursue, we address that as a limitation to our study, as it has been excluded from the scope of our
research.

In summary, the number of articles addressing the rule of law, corruption, and MNE
environmental sustainability in the targeted journals is relatively low. Given the importance of

the subject, it seems that it is a research gap in the literature.

Environmental governance, actors, and MNE environmental performance

Environmental governance is modes and mechanisms to steer society toward environmental
sustainability (Jordan et al., 2015). Environmental governance involves policy interventions,
regulatory systems, knowledge mobilization, and environmental incentives (Lemos & Agrawal,
2006). It comprises various processes that engage stakeholders such as corporations, NGOs,
governments, and communities. Environmental governance also incorporates the notion of social
justice in the sustainability transition. Paavola (2007) believes environmental governance should
deal with conflicts between actors in the sustainability transition. The central concept in the latter
definition is that environmental governance is not just a matter of efficiency but social justice
(Lemos & Agrawal, 2006). Environmental governance generally consists of seven functions:
exclusion of unauthorized users, regulation of authorized resource uses and distribution of their
benefits, provisioning and recovering costs, monitoring, enforcement, conflict resolution, and

collective choice (Paavola, 2007).
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Environmental governance structures or modes of environmental governance vary from a top-
down, centralized monocentric system to a decentralized, community-based polycentric
arrangement (Andersson & Ostrom, 2008; Morrison et al., 2019; Ostrom, 2010).

Abbott & Snidal (2009, 2010, 2013, 2021) discuss the notion of the governance triangle
comprising the public, civil society organizations, and the market. The public indicates
individual states, coalitions between states, and international organizations. Market signifies
corporations, investors, and industry associations and intermediaries. Civil society organizations
(CSOs) include NGOs, coalitions, networks between NGOs, and other CSOs. Figure 9 depicts an

example of the environmental governance triangle in climate change.

State

Market CSO

Figure 9: Governance triangle

Driessen et al. (2012) list various modes of environmental governance based on the type of
actors and their roles in governance. It includes centralized, decentralized, public-private,

interactive, and self-governance (Figure 10).
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Centralized Decentralized
governance governance

S S
/7 \ A%
M cs / \

M cs
Public—private Interactive Self-governance
governance governance
M——S / S\ M——-cs
CS M —CS S
— dominant role; «<—— equivalent role; - - - background role

S, central state; s, decentralized state; M, market; CS, civil society

Figure 10: Environmental governance structure

(Driessen et al., 2012)

As an example of the importance of environmental governance with the engagement of MNEs,
Ramirez (2021) investigates the role of governance in developing renewable energies in local
communities. Ramirez (2021) believes MNEs' partnership with local communities facilitates
achieving a decentralized renewable energy configuration. In addition, the dissemination of
information about renewable energy investments should be facilitated by public policies at
various levels, including federal, state, and municipalities. Finally, the author argues that the
critical challenge in achieving energy democracy and partnership building is the lack of good

governance.
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Dennis
Kolcava, Environmental co-regulation is supported by
Lukas GEC |2021] QN . 1941 |Switzerland|  * Public-private co-[Response Appendix I % " citizens subject to firms’ transparency and
Rudolph, regulation variable monitoring requirements and existence of regulatory
Thomas threat if voluntary activities fail.
Bernauer
(1) Public policies should enhance educations in
terms of sustainable development and renewable
energy. MNEs should contribute to developing
renewable energy education programs. (2) Local
communities should be encouraged by public
policies to be engaged in renewable energy
Wind Energy investments. MNEs partnership with local
Jacobo enetgy . ' . democracy, communities facilitates achj'eving a de'centrfajiz.ed
Ramirez JIBP |2021| QL investme 30 Mexico * Public policy * * * Partnership| renewable energy configuration. (3) Dissemination
I;t building for|of information about renewable energy investments
renewables | should be facilitated by public policies at various
levels including federal, state, and municipalities. (4)
Along with corruption, poor accountability, and
poor dissemination of information about renewable
energy, the key challenge in achieving energy
democracy and partnership building is lack of good
governance.
Maritime shipping is under-regulated sector in
environmental realm. Four conditions are identified
Underperfo| that stall regulatory progtess including a growing
Jane Lister rmance.of regulatory frz.lg'mentatjon and Policy uncer'ta_inty
René ? R transnation| gther condlpons are I.OW environmental issue
Taudal Maritime Denmark, O S D iccox . al visibility, poor interest @gnment, and a bro'ademng
Poulsen GEC |2015| QL shipping 37 Germany, * el iy variable * * environmeniscope of en\flrovnmental issues). Authors behey§ that
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Hard law and state regulation
Governments can impose and enforce a command-and-control type of environmental regulations
to control the environmental conduct of MNEs under their jurisdiction. As discussed earlier,
several studies have suggested that such efforts, overall, make a positive impact on MNE
environmental sustainability (Maas et al., 2018; Vargas-Sanchez & Riquel-Ligero, 2016). In
prior studies, top-down governance and state regulations have been discussed with concepts such
as regulatory pressures, government pressure, coercive pressures, environmental regulatory

stringency, and the magnitude of fines and penalties for non-compliance.

Private governance, MNEs, and civil society organizations
Private governance encompasses private actors in the environmental regulatory sphere. It
includes corporate self-regulation, private politics and civil society pressures as civil regulations,
and co-regulation between the market (firms and the relevant associations) and civil society
organizations (CSOs). Private governance, also called soft law, refers to the environmental
actions of non-governmental institutions, self-regulation, and voluntary initiatives. Establishing
and adopting voluntary standards, memberships of environmental-advocacy institutions, and
voluntary goal setting in GHG emission reduction are examples of self-regulation and the
components of the soft law (Jordan et al., 2013; Kolk & Pinkse, 2007). Prior studies suggest
various notions in terms of how government pressures affect MNEs’ voluntary actions and self-
regulation. Christmann (2004) found that the perceived government pressures are associated with
the adoption of high internal global environmental performance standards and MNE self-

regulation. Kolk & Pinkse (2007) investigated government pressures on MNE political strategies
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in climate change. They found that MNEs tend to shape policy in countries with strong
government pressures for climate change mitigations. This can be part of the efforts that MNEs
might take to impact sustainability policies either with or without positive intentions.

Moreover, Kolk & Pinkse (2007) argue that MNESs are likely to adopt more voluntary actions in
government programs in countries with low government pressure. Chithambo et al. (2020) also
examine the relationship between regulatory pressures and voluntary GHG disclosure. The
authors argue that regulatory pressure contributes to voluntary GHG disclosure.

On the other hand, some scholars believe that the lack of government pressure for environmental
regulations allows firms to take advantage of first-mover adopters and leadership benefits in
voluntary actions (Bonardi & Keim, 2005; Child & Tsai, 2005).

In addition, some studies examined how civil society affects organizational practices. For
example, Carberry et al. (2019) found that social movement activism influences the perception of

institutional regulative pressure and diffusion of green information systems.

Hybrid governance, private-public partnerships, and co-regulations
Hybrid environmental governance involves a network of public institutions and private actors
steering society toward environmental sustainability (Salamon, 2002). In the hybrid governance
model, negotiation among actors and persuasion is critical. Prior studies in the MNE sphere
demonstrate that MNEs tend to participate in public-private partnerships for environmental
governance. Kolk & Pinkse (2007) found that MNEs tend to cooperate with policymakers in
reducing GHG emissions. The authors observe that MNEs try to push their agenda forward
through voluntary initiatives and market-based policies such as emission trading schemes. In

addition, from a broader stakeholder perspective, public-private partnerships in environmental
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governance have public support in democratic societies. Nonetheless, the authors believe their
findings do not support that the goals of MNEs in getting engaged in public-private partnership
is confined to public good. The literature suggests that in many cases MNEs try to forge public-
private partnerships to protect their vested interest. For example, Christmann and Taylo (2002)
belive that MNEs tend to participate in environmental policymaking to protect their business
interests.

Kolcava et al. (2021) investigate the public support of partnerships in hybrid environmental
governance. They found that in democratic societies, people tend to support hybrid
environmental governance and private-public co-regulation subject to some conditions. Those
conditions include inclusive decision-making, transparency, sufficient monitoring, and the
possibility of government intervention if the co-regulation arrangement fails.

In addition, the literature includes two other important modes of environmental governance,
including polycentric and transnational governance. Grand environmental challenges such as
climate change are complex and transnational phenomena. Ostrom (2010) argues that
environmental problems require collective action by actors. While global efforts should continue
addressing grand environmental challenges, polycentric efforts facilitate and expedite
environmental sustainability performance, such as reducing GHG emissions (Jordan et al., 2015;
Ostrom, 2010). Polycentricity in environmental governance consists of public and private actors
and links various decision-making nodes that previously were independent. In the polycentric
system, each unit is still independent regarding norms and rules at their local level, but they
cooperate with and learn from one another in terms of experimentation and knowledge in the
social learning process (Jordan et al., 2015; Ostrom, 2010). This demonstrates the notion of

mutual adjustments, adaptive learning, and social learning among actors in polycentric
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environmental governance (Andersson & Ostrom, 2008; Ostrom, 2008, 2012). In other words,
polycentricity in environmental governance deals with actors at various levels of governance that

impact each other’s decisions.

— International borders

— Polycentric system —— Relationships of power Centers of authority

Figure 11: Polycentric