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ABSTRACT

Previous research suggests that companies tendatd against negative media coverage or
activists’ attacks by self-regulating in the forrh increased investments in Corporate Social
Responsibility (CSR). But to what extent is thisam&nism able to discipline companies? And do
companies self-regulate as a short-term responsenddia criticism, or as a longer-term
reputation building mechanism? Answering these tiues is critical to better understand how
companies consider sustainability practices. Is fraper, we use a sample of the 350 largest
British companies in terms of markets capitaligatmd a dynamic data panel approach to study
the impact of negative public exposure in relatiorenvironmental issues on these companies’
investments in environmental CSR. We find that otilg subsample with the 50% largest
companies in the sample respond to the negativdicp@xposure by increasing their
environmental performance, while the smaller congsmo not. This result, together with the
fact that it takes companies two years to achieveigher environmental performance, is
consistent with the idea that firms consider CSRcpces as a long-term investment in
reputation, as an intangible asset. Indeed, p@xposure in the future is more likely and more
potentially damaging for larger companies, prowdihem with more incentives to invest in
CSR-mediated reputation insurance. Smaller compangy also fail to have sufficient volume

of activity to invest in this reputation insurarfoeed cost.
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INTRODUCTION

Some environmental accidents that have appeardtieinmedia, such as the Seveso
(1976), Bhopal (1984), Chernobyl (1986) aksxon Valdez (1989) accidents, have had a
substantial impact on how companies integrate enmiental concerns into their strategies
(Hoffman & Bansal, 2012). While media exposure aHact corporate environmental strategies,
civil society organizations such as NGOs can akeehan impact on companies’ environmental
practices through “bad cop” strategies (Lyon, 2Q0X&ch as the public exposure of companies’
poor environmental records. Civil society organad also regularly use the media to make
environmental and social issues salient (Bonardké&im, 2005). Moreover, the spread of
information technologies has given the media and society organizations a huge capacity to

disseminate information about the companies’ emvitental and social records.

Public exposure by the media and civil society oiz@ions in relation to an
environmental accident or for a poor environmergabrd can damage a company’s reputation in
the eyes of customers, investors, suppliers andogtegs and negatively affect revenues and
financial performance (Baron, 2003; Fombrun, Gargp& Barnett, 2000; Kassinis, 2012).
Therefore, this negative public exposure shouldultesm the adoption of environmentally
responsible measures, in order to repair the coypatamaged reputation and/or acquire
“reputational capital” able to protect the compd&mm reputational damage in case of additional
exposure (Minor & Morgan, 2011). But to what extennegative public exposure in relation to
environmental issues able to promote companiegstments in environmental CSR? And do
companies self-regulate in response to negativdicpelsposure as a short-term response to

public criticism to repair their damaged reputasioor as a longer-term reputation building



mechanism? Answering these questions is criticdletber understand the relationship between
negative public exposure for environmental accisleat poor environmental records and

environmental sustainability, as well as how fircegssider sustainability practices.

The purpose of this paper is to provide insighte these questions using a sample that
contains the FTSE350 constituents, that is, the IaB@est British firms in terms of market
capitalization, and a panel data approach. Theptiisary effect of negative public exposure in
the environmental dimension is identified by exphg the companies’ intertemporal variation in
the companies’ environmental performance and negatiblic exposure. Intuitively, this means
that the estimators used identify the effect by parmg the increase in a company’s
environmental performance observed when this compas been negatively exposed with the
increase exhibited by the same company at anothiet ;m time when it has not suffered any
negative exposure. The advantage of this approadhait it controls for any time-invariant
company-specific characteristic that could contat@nthe coefficients, such as the fact
successful companies with well-known brands maynioee likely to appear in the media and,
simultaneously, implement more environmentallyfidly measures. We also control for
company-level time-varying characteristics, namghe, cashflow, cash, profitability, leverage
and visibility in the media. Moreover, the introtioa of time-fixed effects controls for any
unobserved time-varying determinants of the enwvirental performance that affect all the
companies in the same fashion. Finally, since pubtposure and the increase in environmental
performance may both depend on past environmeet&bmance, we also include lags of this
variable in the regressors. With the introductidrihese lags we end up with a dynamic panel

data model. Since the econometric literature shibnasthe fixed-effects panel data estimates of



dynamic panel data models are biased (Nickell, 1,98%& must check the robustness of the
results obtained with the classical fixed-effectsgl data estimator using the Arellano-Bond

estimator (Blundell, Bond, & Windmeijer, 2012).

The contribution of this study to the literature the determinants of CSR is twofold.
First, we provide a clean causal estimate of tHecefof negative public exposure for an
environmental accident or a poor environmental néécon a company’s environmental
performance. While small companies do not seened¢pand to negative public exposure in the
environmental dimension, large companies do. In gshbsample that contains 50% largest
companies, negative public exposure on one givar jgads to an average increase of the
indicator of overall environmental performance wse un this study, and whose values are
between 0 and 100, of approximately 3. Considethag, in this subsample, a company is
negatively exposed, on average, one in every fouive years, the effect of negative public
exposure on a company’s environmental performawves tme could be substantial. We also
find that the response is not immediate, but thabakes two years for the negative public

exposure to result in a higher environmental pentorce.

Second, we discuss how these findings suggestatftat,negative publicity has increased
the managers’ perceived risk associated with pightdamaging future negative public
exposure, one of the main objectives of such respeness is to acquire reputation insurance
able to protect the company in the future. Indégdier companies are more visible than smaller
ones and thus at a higher risk to be exposed agaey also have more to lose if they are

publicly exposed than smaller ones. Moreover, tieeace of smaller companies’ responsiveness



suggests that these companies’ volume of activay often be insufficient to invest in the CSR-

mediated reputation insurance fixed cost.

NEGATIVE PUBLIC EXPOSURE AND ENVIRONMENTAL PERFORMANCE

Negative Public Exposure

Existing literature in management shows that pdgfasion in a country is positively
related with the private sector’s responsivenesntoronmental issues in this country (Dyck &
Zingales, 2002) and that media visibility has aigpgesimpact on a company’s CSR performance
(Nikolaeva & Bicho, 2011; Zyglidopoulos, Carroeorgiadis, & Siegel, 2010). The literature
also shows that emission reductions were largettiicompanies that suffered the largest drops
in stockmarket value in 1989 after the informatadsout toxic emissions released by the EPA
appeared in the media, regardless of the companiyial level of emissions (Konar & Cohen,
1997). Therefore, negative public exposure in mamlidets in relation to an environmental
accident or for a poor environmental record mayadtde to pressure companies to adopt

environmentally-responsible measures.

Civil society organizations’ confrontational strgiees are also able to pressure companies
to adopt socially- and environmentally-responsitvleasures (Bansal & Roth, 2000; Eesley &
Lenox, 2006; Lenox & Eesley, 2009; Lyon, 2010b)meowvell-known companies that have been
negatively exposed by NGOs and media outlets iatio#l to environmental issues have
responded by taking into account the public’'s damsaRor example, when Greenpeace occupied
the Brent Spar on April 30, 1995, and used the maesdia to inspire protests across Northern
Europe, within the next two months Shell responidepublic pressure by renouncing to its plans
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for deep-sea disposal (Bakir, 2005). More recentiyMarch 2010, Greenpeace launched an
attack on Nestlé for the use of unsustainable malrftom the Indonesian supplier Sinar Mas in
its products. Soon after the attack, Nestlé stogmeaicing palm oil from Sinar Mas and sought
the help of an external partner, Forest Trust,sish in its exchanges with Greenpeace and to
start auditing its palm oil suppliers (lonescu-Son& Enders, 2012). In May 2010 Nestlé also
joined the Roundtable for Sustainable Palm Oil. Titexature also shows that the number of
environmental groups per capita has a positivecefia the reductions in toxic emissions by a

state’s private sector (Maxwell, Lyon & Hackett,120.

Activist campaigns seek to obtain the targeted @mgijs compliance by inflicting harm
on companies (Baron & Diermeier, 2007). Accordiaghtese authors, harm can take a variety of
forms: the disruption of operations, lawsuits, bmiy& protests, public criticism, reputational
damage and criticism against individual executiisruption of operations imposes direct costs
on the company, while lawsuits entail legal costiswever, the other forms of harm are only able
to impose costs on companies if the public leabmitithe activist campaign through the media
or other public sources of information. Moreoverer the disruption of operations and lawsuits
may provide additional benefits to the activisttliey are reported by the media, thereby
increasing the total amount of harm inflicted te tompany. Therefore, most of the time activist
campaigns are successful only to the extent tlreinformation reaches the public. Indeed, the
sullying of a company’s reputation in the media rbayone of the most important harms NGOs

can inflict on companies (Lyon, 2010a).

Activists rely heavily on the media to make isssasient (Bonardi & Keim, 2005).
Indeed, while activists can communicate their negahformation directly to the public through
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their own publications and websites, it may be meffecient to communicate the information
through the news media because it is a low-coshmehinformation transmission (Baron, 2005)
and it is able to reach a larger public. Protests l@oycotts that receive no media coverage are
likely to be invisible to the broader public andéstors (King & Soule, 2007). Since more media
attention to a boycott, or an activist campaignkesathe company more likely to respond to the
activists’ demands (King, 2008), activists oftermpete for media attention as a strategy for
influencing public perception about a corporati®@aron, 2005). The literature also shows that
the impact of media coverage of a protest on tmepamy’s shareholder value increases with the
number of paragraphs written in the press abouptbtest (King & Soule, 2007). According to
another empirical study, it is likely that corpaalecision-makers view boycotts as a more
serious threat to their reputations than to thaiesrevenues (King, 2008). In sum, the literature
suggests that, whenever a company is targeted toyiség; the main driver of change is the

reputational damage resulting from public exposure.

Since media tend to target companies that allowpthsrayal of a dramatic conflict
(Rindova, Pollock, & Hayward, 2006), environmenaaidents or poor environmental records
are likely to be reported by the media because #asily lend themselves to dramatization.
Moreover, Einwiller, Carroll and Korn (2011) shohat the public is highly dependent on the
media to learn about companies’ social and enviemal records. They also show that the
media tone concerning the information on environtaleand social performance is positively
correlated with the companies’ emotional appealdifdahally, a survey among the clients of
retail chains offering fair trade products in Itafhows that negative social responsibility

associations has a stronger influence on produsbcagions than positive ones (Castaldo,



Perrini, Misani, & Tencati, 2009). Indeed, the pall emotional response to bad news is
stronger than to good news (Soroka, 2006). In aaoording to the literature, (i) environmental
accidents and companies’ poor environmental recaredikely to appear in the media, (ii) the
public relies heavily on public sources of inforioatsuch as the media and other sources of
public information, such as civil society organi@as’ publications and websites, to learn about
the companies’ environmental records and (iii) tieganews in relation to environmental issues
is likely to have a strong impact on the public geaf the company. Therefore, negative public

exposure in relation to environmental issues cad te substantial reputational damage.

CSR and Reputation

The adoption of environmentally-responsible measwan be driven by the belief that
companies have a moral commitment towards society that value is created through
cooperation with stakeholders, in order to impr@weryone’s circumstance (Berman, Wicks,
Kotha, & Jones, 1999; Freeman, Wicks, & Parmar420Bowever, CSR is also motivated by
the company’s concern about its reputation and ihatffects its financial performance (Godfrey,
Merrill, & Hansed, 2009). Corporate reputationhg tperceptual representation of a company’s
past actions and efforts and future prospectsdéstribe the company’s overall appeal to all its
key constituents” (Fombrun, 1996: 72). A good refian is likely to have a positive impact on
corporate financial performance, consumers’ peroeptof product quality, employee morale
and productivity, as well as on access to capBahfimer & Pavelin, 2006). Therefore, it is an
intangible asset that can confer competitive acdagan{Deephouse, 2000). On the other hand, a
damaged reputation can negatively affect revenodspeofitability, reduce the ability to attract

financial capital and talented employees, weakepl@yee morale and make policymakers and
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government agencies more skeptical of the compduyse actions (Baron, 2003; Fombrun et
al., 2000). Because companies depend on both altand external actors for critical resources
(Kassinis, 2012; Pfeffer & Salancik, 2003), a daethgeputation can negatively affect revenues
and profits. Since empirical evidence suggests thatompany's higher environmental

performance results in a better reputation (BraménBavelin, 2006), when a company has been
publicly exposed for an environmental accident @oar environmental record, the adoption of

environmentally-responsible measures can allowdhispany to repair its damaged reputation.

However, preventing reputational damage in caskitofe negative exposure may even
be a stronger motivation than simply repairing mdged reputation. Indeed, the literature shows
that an increased awareness of the threat of wegatiblic exposure and its consequences on the
company’s reputation and profitability may be erfodgr a company to adopt environmentally
responsible measures, even if it has not suffetddigpexposure. Sam and Innes (2008) found
that American companies in industries that wereenfogquently subject to boycotts were also
more likely to participate in a voluntary environmi& program, even if they had never been
themselves the target of a boycott. Another exangpléhe decision of Novartis in 2001 to
provide Coartem, an anti-malaria drug, at a cospatients in the developing world, after
multinational giants such as Pfizer and Merck haflesed from accusations that patent and
pricing policies made drugs unavailable to peoplédeveloping countries who needed them. At
the time, the Novartis website mentioned that theasure “was a carefully considered decision
on the part of Novartis in weighing its economispensibilities to shareholders with its societal
responsibilities. Intangible benefits - such asutapon, credibility and, ultimately, sustainalyilit

- counterbalance any potential loss of revenuepa(® La Mure, 2003: 94). Additionally, the



literature shows that the Union Carbide’s Bhopahdter not only led many chemical companies
to join the American Chemistry Council’s Resporsilifare Program, but that joining this
program actually benefited its participants in teraf financial performance. Indeed, while the
accident led to an increase in the stocks’ votatdif chemical companies, the stock volatility of
chemical companies that subsequently became membéhe American Chemistry Council’s

Responsible Care Program decreased more thanriemembers (Barnett, 2007).

When a company is negatively exposed in the media cother public sources of
information in relation to environmental issues,nagers probably become more aware of the
potential impact of negative exposure on the comgameputation, leading to an increase in the
perceived likelihood of future negative public expee and the expected magnitude of the
damages associated to it. As a result, the expdmedfits of an increase in the company’s
environmental performance as a way to preventuhed development salient issues (Bonardi &
Keim, 2005) and to acquire “reputation insurandttprotects the company from reputational
damage in case of future negative public exposMiadr & Morgan, 2011) increase. In other
words, the perceived value of CSR as an intangibset with “insurance-like” property (Godfrey
et al., 2009) that provides companies with a “nesierof social goodwill” (Werther & Chandler,
2005) increases. Godfrey et al. (2009) found thatitnpact of a negative event that is reported
by the media on a company’s stockmarket returtmasr for companies that previously engaged
in CSR activities than for those who did not. Areet/study has also shown that companies with
a stronger reputation in the domain of CSR expeddnss decline in their market value when
they are deleted from the Calvert Social Index (Delowton, Howton & Siegel, 2010).

Moreover, Brammer, Pavelin, & Porter (2009)’s fimglithat companies with subsidiaries in
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countries of concern in terms of political rightedacorruption exhibit higher levels of corporate
donations also suggests that CSR activities ard bgecompanies as a source of reputation

insurance.

The mechanism suggested by Godfrey et al. (20€l#8sron the assumption that CSR
signals altruistic behaviour to stakeholders, amdengenerally, to the public. If a company has a
good environmental record, stakeholders are mketylio believe that a negative incident in the
environmental dimension is due to bad luck or maléeness rather than malevolence or lack of
commitment to social and environmental issues (M&dviorgan, 2011). As a result, they may
be more lenient in their punishment of the compang the tone of the news coverage might be
less critical. Godfrey et al. (2009) results praviedmpirical support for this mechanism: CSR
activities aimed at secondary stakeholders are efteetive in preserving financial performance
when the company is negatively exposed in the mdelaken CSR activities aimed at the

company’s trading partners.

Finally, the literature suggests that CSR measurag actually be more effective at
acquiring reputational capital than at repairindaanaged reputation. Lamin and Zaheer (2012)
found that, while companies’ responses to publcusations of sourcing from sweatshops did
not have a positive impact on the tone of the medigerage after the accusation, the tone was
less negative for companies that had experienaedyerage, a larger proportion of news with a

positive tone over the year preceding the eveat,iff) for companies with better reputations.

The timing of the increase in environmental perfance that follows negative public
exposure can provide insights into the company’svatons for implementing environmentally-

responsible measures after negative public exposuthe objective is to repair a damaged
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reputation, the environmentally-responsible meassetected by the managers should lead to an
increase in the environmental performance in aivellg short period of time. Longer response
times, together with Lamin and Zaheer (2012)’s ltsswould suggest that acquiring reputation

insurance is one of the main drivers of the comgsinesponsiveness.

Moreover, if the companies’ responsiveness to meggtublic exposure in terms of the
adoption of environmentally-responsible measures avaven by the managers’ concern for the
company’s future reputation and the preservationtled company’s profitability, larger
companies should also be more responsive to negatiblic exposure than smaller ones. First,
larger companies have more visibility in newspap€rapriotti, 2009), face more stakeholder
pressure and are more likely to be the target ofetivist campaign (King, 2008, Lenox &
Eesley, 2009). Second, the gains (losses) assddiata good (bad) reputation are likely to be
more important for larger companies. Therefore, ithidal expected probability of negative
public exposure and the associated expected rggnabhtlamage are higher for larger companies.
Assuming that present negative public exposureaffihe managers’ perceptions, resulting in a
certain percentage increase in the expected pidyadfi future negative public exposure and in
the expected magnitude of the subsequent reputhtiamage, as mentioned above, the expected
increase in the long-term reputational damage tiegurom future exposure should be higher for
larger companies than for smaller ones. Indeed,fr@pdet al. (2009) find that, in case of
negative public exposure, previous CSR activities raore effective in preserving shareholder
value for large firms than for small ones. Therefoonce they have been publicly exposed,
managers in larger companies have more incentvesiplement environmentally-responsible

measures to acquire reputation insurance for thaduhan in smaller ones. Moreover, if we
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consider the cost of implementing these measuresfa®d cost that the company incurs in to
acquire reputation insurance, the average fixetlisdswer for larger companies than for smaller
ones. In sum, the implementation of environmentaigponsible measures to acquire reputation

insurance is more likely to pass the cost-benefilysis for larger companies.

In the next section, the objective of our empirisaldy will be twofold. First, we will
provide a clean causal estimate of the effect gfatiee public exposure in the environmental
dimension on the companies’ enviromental perforreaecond, we will provide deeper insights
on the motivations’ behind the companies’ respornsesegative public exposure in terms of
CSR by evaluating how long it takes for a compamyntrease its environmental performance

after being negatively exposed and whether a coypagsponsiveness depends on its size.

DATA AND METHODS

Sample

The sample contains the constituents of the FTSER&&kmarket index on December 31,
2012, that is, the 350 largest companies listether_ondon Stock Exchange in terms of market
capitalisation. We focus on British companies bseathe source of the data concerning the
negative public exposure, the Corporate Critic lola¢a, is a product of the Ethical Research

Consumer Association (ECRA), a British not-for-praiulti-stakeholder co-operative.

13



Variables

While the dependent variable is the increaseEmvironmental Performance, the
company’s environmental performance indicator, &x@lanatory variable idNegative News,
which captures whether a company has been puldiqhpsed for environmental accidents or a
poor environmental record at least once on a giwsr. To evaluate the extent to which a
company’s responsiveness to negative public expasuthe environmental dimension depends
on the company size, we use two indicators of $\eeSales andAssets, which are also control
variables for the size. Other company-level costtbht are introduced in the regression models

areCashflow, Cash, Profitability, Leverage andMedia Visibility.

Environmental Performance. The indicator of environmental performance on [
day of each year is retrieved from the Asset4 dmabThomson-Reutersy.Asset4 provides
environmental, social and governance (ESG) infoionato investors. Over 130 analysts collect
publicly available data on 900 data points thattwap ESG characteristics of over 3500
companies from these companies, news sources, skatiange filings, NGOs and the Carbon
Disclosure Project. Every answer to each data pgoes through a multi-step verification and
process control, including data entry checks, aatethquality rules and historical comparisons.
It is also regularly updated as new public inforimratbecomes available. Asset4 analysts then

transform this qualitative and quantitative dat@ iconsistent units that allow the calculation of

L All the information we provide in this section ®ime Asset4 data draws on public documents founseireral
Thomson-Reuters websites:
http://cdnl.im.thomsonreuters.com/wp-content/upsd2@12/04/ASSET4-ESG-Data-Factsheet.pdf
http://extranet.datastream.com/News_Events/newwtdegp 2011/Infostream_ Q3 11 v4.pdf
http://extranet.datastream.com/data/ASSET4%20ESBfdents/ASSET4_ESG_Methdology FAQ 0612.pdf

as well as from personal communications with ThamReuters’ staff in charge of the ESG content.

2 According to a personal communication with Thom&euters staff, each company’s ESG scores arelatddu
for each fiscal year. Each score on a given figeal appears in the database on every day ofitieat fyear. Since
fiscal years do not necessarily coincide with cdéeryears, collecting the data on the last dayeafr ¥ guarantees
that it does not capture the company’s performamgear t-1.
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scores in four dimensions (environmental, sociatporate and economic), using and equal-
weighted framework and a benchmarking approach.t Tfilaeach score on a given year
represents the company’s performance in that dimensvith respect to all the Asset4
constituents (the Asset4 universe) on that yearaued a scale that goes from 0 to 100he
Asset4 scores have already been used in other €El&fd studies that rely on cross-section or
panel-data approaches (Cheng et al., 2014; loa8n8erafeim, 2012; Luo et al., 2014). The
indicator we use in this studignvironmental Performance, is equal to the Asset4 environmental
score. The data are available for 266 companiethefsample within the 2001-2011 period.
Sometimes the data on a company is only availalslsdme years. Therefore, the panel data is

unbalanced.

Negative News. The 1995-2012 data on negative public exposurmédia outlets, as
well as in NGOs’ and other civil society memberabfications and webpages, is retrieved from
the Corporate Critic Database (CCD), provided by HCRA, for each of the 266 companies
with available Asset4 data. The ECRA collects dat@nvironmental and social issues related to
companies from major British and non-British medliglets, including BBC News, the Financial
Times, The Guardian, The Independent, The Obsemter, Times and The Telegraph. It also
collects information on companies from NGOs ancepttivil society organization publications
and websites, as well as corporate communicatindther public sources of information. With

this information, the ECRA generates companiesomés for each event related to a socially or

% Since a company’s environmental score is calctlatging a benchmarking approach, it is dependenthen
environmental performance of all the other constita in the Asset4 universe. Therefore, a chandbeimsset4
universe on a given year could push the environahesttore of all the companies in our sample upwands
downwards with respect to the previous year evethénabsence of a change in their environmentdbpeance.

However, this should not be a problem for our ifieattion strategy. First, the average value of sample’s

environmental score is not significantly differdrgtween any pair of years within the 2001-2011querSecond,
even if there had been a change in the Asset4 rsgivithat had affected this average, the time-figédcts

introduced in our regression models should coritroit.
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environmentally-related issue, which ECRA uses atcuate each company’s ethical rating
(Ethiscore). These records, available in the CClibpwaus to construciNegative News; , a
dummy variable that is equal to unity if comparthyas been negatively exposed in relation to an
environmental accident or for a poor environmemggiord at least once during year t in the
media or in a civil society organization’s publicat or website, and zero otherwise. Boycott
calls related to environmental issues are alsauder because they are a source of negative
public exposuré.ECRA does not hold any record related to any kihssue for 65 companies
out of 266. ECRA states that whenever it does it records on a company, one can consider
that its ethiscore is “OK”. Therefore, we assumeg these 65 companies have not been publicly
exposed in relation to environmental accidentshamrtsomings and we attribute O Megative
News, It should be noted that the results do not changermcompanies for which ECRA does
not hold records are excluded from the sample, usxahe identification strategy relies

exclusively on the intertemporal variation of thretal

Net Sales. Company size may have a positive impact on negatiedia exposure, as
mentioned above. The literature also shows thgetatompanies tend to have, on average, larger
environmental performances (loannou & Serafeim, 220lackson & Apostolakou, 2010).
Therefore, we introduce the company’s annual nlessa billion USD as a control variable. This
indicator of size also allows us to evaluate whetliecompany’s responsiveness to negative
public exposure in the environmental dimension ddpeon size. The data are available in the

Worldscope database (Thomson-Reuters).

* A document with the detailed procedure followecttdlect data from the Corporate Critic Databasavailable
upon request.
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Assets. The literature has used a company’s assets astebkwariable that accounts for
company size (Lenox & Eesley, 2009) and as a pfoxthe amount of resources a company can
devote to dedicated legal and public relationsf stafoush back activists’ requests (Eesley &
Lenox, 2006). Therefore, in addition et Sales, we introduce company’s total assets in billion
USD as a control variable. Whenever we gt Sales to determine whether a company’s
responsiveness to negative public exposure dependshe company’s size, we test the
robustness of the results to usisgets as an indicator of size insteaddt Sales. The data are

retrieved from the Worldscope database (ThomsorneR&u

Cashflow. Company cashflow is a proxy of the availabilityfohds and accounts for the
fact that, regardless of the company’s size, inngsh CSR may be facilitated by the access to
liquid capital (Eesley & Lenox, 2006). On the otland, cashflow may also capture the excess
resources that a company can devote to countengcdigruption costs imposed by negative
public exposure, making the company less vulnerabié (King, 2008). We follow Eesley and
Lenox (2006)’s procedure to calculate cashflow: thkie of this variable is the income before
extraordinary items plus amortization and depremiatas well as depletion. The data required to
calculate this variable, in billion USD, has beestrieved from the Worldscope database

(Thomson-Reuters).

Cash. The company’s stock of cash is also a proxy ofabeess to liquid capital (Lenox
& Eesley, 2009) and thus it is included in the esgion models as a control variable. The data, in

billion USD, is available in the Worldscope datab&Bhomson-Reuters).

Profitability. While profitable companies have more resource<CBR, companies with

poor financial performance are more likely to nestrmanagerial discretion over CSR
17



expenditures (Adams & Hardwick, 1998). Some studieg use company profitability as an
explanatory or a control variable when the dependeriable is an indicator of CSR
performance find a positive relationship betweenttho (Adams & Hardwick, 1998; loannou &
Serafeim, 2012), while others do not find any digant relationship between them (Brammer et
al., 2009; Jackson & Apostolakou, 2010). While pediility may be positively correlated with
CSR performance, highly profitable companies mago abe more publicly visible and,
consequently, more likely to be exposed in the met@herefore, the annual return on assets is
introduced to control for company profitability. @hdata is retrieved from Worldscope

(Thomson-Reuters).

Leverage. High levels of company leverage can constituteuaén upon future returns
(Brammer & Pavelin, 2006), while imposing on comiganhigh debt contracting costs, which
has a negative impact on the companies’ resourcasable for CSR (Adams & Hardwick,
1998). Moreover, high levels of leverage might i company at risk of bankruptcy, negatively
affect its reputation and, as a result, influensevisibility and likelihood of exposure in the
media. Thus, leverage is also introduced as a @omériable to account for these potential
sources of endogeneity. The value of this varigbkbe company’s debt as a percentage of total

assets in a given year. The data are availableeiftorldscope database (Thomson-Reuters).

Media Visibility. Even if company size is a proxy for the companyiedia visibility
(Brammer & Millington, 2008), we introduce the nuemntof times a company has appeared in the
major English-language publications each year aadatitional control for company visibility,

regardless of the issue discussed and the tonkeohdéws, which can be positive, negative or
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neutral. The data is retrieved from the LexisNadasabase selecting the option “exclude share

indexes”.

The ldentification Strategy

Since our objective is to evaluate whether companyegative media exposure related to
environmental issues is a driver of the increas¢hen environmental performance, the model

should be:

Environmental Performance, - Environmental Performancg, ; =

|
=a + B Negative News;; ; +0 X, 1 + 1 + N, +&; ¢

whereEnvironmental Performance; is company i's environmental performance in year t
andNegative News;; is a dummy variable equal to unity if company $ lb@en negatively exposed
concerning an environmental issue at least onggean t and zero otherwis¥;; is a column
vector that contains all the control variablé&t(Sales, Assets, Cashflow, Cash, Profitability,
Leverage andMedia Visibility). Companies at a higher risk of suffering enviremtal accidents
may be more likely to implement environmentallyp@ssible measures and, simultaneously, to
be exposed in the media in relation to environmestaes. Therefore, company-fixed effects
(W) should be included in the model to control foryanompany-level time-invariant
characteristic that might be simultaneously coteelawith environmental performance and

negative exposure (or any other of the right-hadd sariables). Finally, time-fixed effectg)
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control for any time-varying characteristic thaty each year, affects the environmental

performance of all the companies in the same fashio

However, since the increase in environmental perémce can depend on previous
environmental performance, we need to introduce yases of this variable in the regressors. It
should be noted thadegative News ., and profitability may also depend on past envirental
performance. Indeed, while low levels of environtaéperformance in previous years may have
attracted the attention of media and civil societganizations, high levels of environmental
performance in the past may have made the firm npooditable in the present. Thus, the
introduction of lags ofEnvironmental Performance controls for any potential bias in the
estimated coefficients that could be due to theetation of past environmental performance

with both the increase in environmental performaarog any of the right-hand side variables.

Since we want to determine whether the compangpgarse to negative public exposure
in terms of an increase of environmental perforreailscimmediate or not, we must also add
additional lags ofNegative News to Model (I). This modification also allows us ¢ontrol for a
potential source of endogeneity: the increase wirenmental performance arikgative News ;.

1, as well as the financial performance, could ddpmmthe company’s negative public exposure
in previous years, that is, in t-k with>k2. First, the main hypothesis is that past negatiedia

exposure affects the company’s environmental respeness. Second, the amount of news
coverage devoted to a company’s particular attlsipositively related to the proportion of the
public who define the company by this attribute rfGth & McCombs, 2003). Therefore,

companies that have acquired a negative reputdtimugh previous negative exposure may be
more likely to be negatively exposed again. Indebd,literature shows that activists are more
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likely to target firms that have already been tégdein the past (King, 2008; King & Soule,
2007). Third, since negative exposure can geneegigtational damage, it might lead to a lower

financial performance (Fombrun et al., 2000).

Therefore, the coefficients of interest are fhén the model:

Environmertal Performancg, - Environmertal Performancg, ; = a +

J
y Environmertal Perforrnanca-’t_l+Z:ej Environmertal Performanag,_; +
=2 (I

K
ZBk Negative News;  +0 X, 1+ +n, + &
k=1

where J> 2 and K> 1. The classic fixed-effects estimation procedtekes on a
transformation of the regression model in which the@ividual’'s average of each variable is
substracted from that variable. Such a transfoonadilows the analyst to eliminate the fixed-
effects termy; from the regression model and, as a result, imag the coefficients of interest.

When this transformation is applied to Model (b} the right hand side of the equation there are

two terms, (Environmental Performance;,_, — Environmental Perf ormancel) and

(¢ —5g), that are correlated. These terms are correlategécause the

Environmental Performance, and g, which are the individual averages of
Environmental Performance;; and g;, respectively, are correlated by construction.sThi
problem emerges because Model (ll) is actually aadyic panel model, as shown if we

transform Model (II) into:
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J
Environmental Performance, = o +Zej Environmental Performance,_; +
=1

K (i
ZBk Negative News, , +0 X, ; +H; +N,+ €
k=1

where J,K> 1 and8;=1+y.> In dynamic panel data models, the fixed-effecinesties of
the coefficients of the dependent variable’s lagmconsistent (Blundell et al., 2012). Indeed, in
models with only one lag of the dependent varialNiekell (1981) proved mathematically that
the fixed-effects estimate of the coefficient ok ttagged dependent variable is downwards
biased. While the literature does not provide inEgpn the extent to which the estimates of the
other variables’ coefficients are biased, the Amd-Bond estimator uses a GMM procedure that
provides consistent estimates for dynamic panel daidels (Blundell et al., 2012; Cameron &
Trivedi, 2005)° The Arellano-Bond estimation procedure cannot fmelied to Model (I1), but
can be applied to Model (Ill), which is a transfaton of Model (Il) that displays the level of
Environmental performance on the left-hand sideil®we run all the regressions using Model
(1), it should be noted that the coefficient estites for all the lags dfiegative News and the
control variables represent the marginal effects tioése variables on the increase in

environmental performance.

®> Since we exploit exclusively the intertemporaliadon of the data, the fixed-effect estimates odddl (I11)’s

coefficients of the lags olNegative News and the control variables are exactly the same tha fixed-effects
estimates obtained with Model (I1), except Environmental Performance at t-1.

® In the Arellano-Bond estimation procedure, compéirgd effects are removed from Model (lIl) by apipg a
first-differences transformation. The OLS estimatjwrocedure of the first-differences model leadéntmnsistent
estimates because on the right hand side of the-differences model Epvironmental Performance .i-

Environmental Performance, ) is correlated withei-¢(1). The Arellano-Bond estimator solves this probleith a

panel GMM estimation procedure that uses the adedags of the dependent variable and the firdeihces of all
the other regressors as instruments for the fifitrdnces equation.
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Finally, to determine whether a company’s respaTsdgs to negative public exposure in
the environmental dimension depends on the compasiye, we introduce interaction terms of
past values ofNegative News and Net Sales (or Assets). If larger companies tend to be more
responsive, the estimated coefficients for the rawigon terms should be positive and
significantly different from 0. We additionally teshe effect of size on responsiveness by
separating the sample into two subsamples accotditige median size and running regression

Model (1) for each of the subsamples.

RESULTSAND DISCUSSION

Table 1 reports the descriptive statistics of tlagiables. The probability of negative
public exposure of one company in one given ye&awden 1995 and 2012 and in relation to
environmental issues is 9%. If only the subsampl258 companies for which there is a full set
of data is considered, the means of the varialdesad differ significantly from the means of the

whole sample.

The first and the second column in Table 2 regwtdoefficient estimates of Model (lII).
Column (1) and (2) report the estimated coeffigeabtained with the fixed-effects and the
Arellano-Bond estimator, respectively. The estirdatalue for Model (111)'s6; is always below
one, regardless of the estimator we use. Stisé+y, Model (Il)’s y must be negative, that is,
higher levels of environmental performance lead, awerage, to lower increases in this

performance. This is consistent with the literatrgndings that environmental CSR is a
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resource with decreasing marginal returns (FlamrB@43) and that poor performers in the
environmental dimension appear to be more likelytake action to increase environmental

performance (King & Lenox, 2000; Lyon & Maxwell, @Q).

The comparison of the coefficient estimates offitst lag of environmental performance
in columns (1) and (2) shows that the fixed-effeessimate of the coefficient of the lagged
dependent variable is downwards biased, as exp¢hliielell, 1981). The results also suggest
that there might also be a downwards bias in tkedfieffect estimated coefficients of the
Negative News lags. While the standard errors associated wikdlestimates do not allow us to
conclude that these coefficients are downwardsebiase rely on the Arellano-Bond estimator

for all the other models tested in Table 2.

The results in Column (2) show that negative pulglposure in the environmental
dimension is a shock that disciplines the compéegding to an increase in the environmental
performance two years after the negative publicosype. While it may take some time for
companies to implement environmentally-responsibéasures, the fact that the increase is not
immediate is consistent with the view that the iempéntation of environmentally-responsible
measures goes beyond repairing a damaged reputatidnaims at acquiring “reputation
insurance” . Column (2)'s estimates are robusth® addition of the present value and the
forward lag of Negative News, as shown by Column (3)'s results. Indeed, themeted
coefficients ofNegative News at t and t+1 are not significantly different framero, which is
consistent with the absence of omitted variablas mhight affect both negative public exposure
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in relation to environmental issues and the comisagryvironmental performance. Therefore, the

results suggest that column (2) should be the beadhmodef’®

In Table 2, columns (4) to (6) explore the effectompany size on its responsiveness to
negative public exposure for an environmental aaticdr a poor environmental record. To that
end, we add to column (2)'s model a second lagne@fmet sales, as well as the interaction terms
of Negative News andNet Sales at t-1 and t-2 and report the results in colud)n (Ve repeat the
procedure withAssets instead ofNet Sales and report the results in column (5). Finally,uroh
(6)’'s model contains the second lag of bbit Sales and Assets, as well as all the interaction
terms introduced in columns (4) and (5). None @f ititeraction term estimates is significantly
different from zero, suggesting that a company&spoasiveness to negative public exposure in
the environmental dimension does not increase €oredise) with the company’s size. Finally, it
should be noted that in columns (2) to (6) the &artpst p-value does not reject the null
hypothesis that the overidentifying restrictions &alid, which suggests that the Arellano-Bond

instruments are truly exogenous. Moreover, the Ipegof the Arellano-Bond test of order 2

show that, as expected, there is no correlatiowe® (e, — &;,—1) and(g;¢—» — &;1-3)-

Eesley and Lenox (2006) found that the likelihobatta company that had been targeted
by secondary stakeholders within the United Stegsgonded positively to the activist's demand
decreased with increasing company assets. Theyestggfjthat a company with a larger asset

base has more resources to push back the staketiadéenands. While companies with larger

" Moreover, when a third lag d&nvironmental Performance is added to Column (2)’s model, the coefficienttu$
additional lag is not significantly different frofd and the coefficient oNegative News at t-2 is positive and
significantly different from zero.

® The results are also robust to repladiey Sales, Assets, Cashflow, Cash andMedia Visibility with their respective
natural logarithms. Additionally, they are robustréplacing the net sales with the market capaébn, which was
retrieved from Datastream (Thomson-Reuters).
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asset bases may have more resources to push bewkicsgecondary stakeholders’ demands
when confronted with proxy votes or costly lawsuitghich constitute 79% of the secondary
stakeholders’ actions in Eesley and Lenox (200&isple, our results suggest that, on average,
more assets and/or cash do not make British compdess responsive to negative public
exposure. It should be noted that negative publmosure can be related to different types of
activists’ actions, including protests and boycolist that activists can also expose a company
without making clear demands and that negativeipudposure can also be unrelated to an
activist campaign. Moreover, even if an activistnpaign that is publicized is associated to one
or more demands, the adoption of environmentakpoasible measures that eventually lead to
an increase in environmental performance in ordexcguire “reputation insurance” may not be

directly related to activists’ demands.

It should also be noted that the panel data resulfBable 2 suggest that a temporary
increase in the company’s assets leads has a vegatpact onEnvironmental Performance,
regardless of whether the company has been nelyagx@osed or not. When a company’s
resources and managerial attention are focusedawirgy by investing in assets, these resources
are not available to implement socially- and envinentally-responsible measures. In other
words, when companies are growing, they have lessurces to invest in the CSR-mediated

reputation insurance intangible asset.

We perform an additional test of the effect of camp size on its responsiveness to
negative public exposure in the environmental disi@m by splitting the sample into two
subsamples according to the median size in termeebfsales and running the benchmark
regression model for the subsamples, using both fittezl-effects and the Arellano-Bond
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estimator. The results, reported in Table 3, shmat the disciplinary effect of negative public
exposure is exclusively driven by the 50% largeshpanies in the sample. These companies are
much more likely to be exposed at least once iivengyear than the smaller ones, as the average
values ofNegative Newsat t-2 for the two subsamples reported at the botibthe table show. It
should also be noted that the results at the botibthe Table 3 show that larger companies
have, on average, higher environmental performartbes smaller companies, which is
consistent with the literature (loannou & Serafei@12; Jackson & Apostolakou, 2010). If the
sample is split according to the median valu@Assets instead ofNet Sales, the results we obtain

are similar.

To sum up, while a company’s responsiveness to tiveggublic exposure in the
environmental dimension does not seem to incretessdity with the company’s size, as the
results for the interaction terms in Table 2 suggesarge company is more likely to be exposed
than smaller companies. Contrarily to what happeiis its smaller counterparts, this company’s
negative public exposure results, two years aftetsyan a value oEnvironmental performance,
which is between 0 and 100, that is 3 units abbeevalue it would have exhibited in the absence
of such exposure (Table 3). Taking into account #&ch company in the subsample that
contains the 50% largest ones is exposed, on axevag in every four or five yedrshe overall
impact of negative public exposure in relation tavionmental issues on the company’s

environmental performance is non-negligible.

° The average annual likelihood of negative publisasure in the subsample of the largest compasi@<R (Table
3), which means that a company is publicly exposadqverage, one in every 4.5 years.

27



While increasing size does not lead to increasiegponsiveness to negative public
exposure in the environmental dimension, the result consistent with our hypotheses that once
a company has reached a certain size, (i) theaserén the expected benefits from acquiring
reputation insurance that results from the neggtivielic exposure they have suffered becomes
large enough and (ii) the company is able to aftbel CSR-mediated reputation insurance fixed
cost. An alternative explanation for a positiveeeffof size on the company’s responsiveness to
negative public exposure is that larger compan@® imore resources for CSR. However, if this
was the case, we would have observed that reporesgencreases gradually with size. With a
fixed-effects estimation procedure we found that ¢cbefficient ofNegative News at t-2 for the
first quartile was 2.91, with a level of confidenae97%, while for the second quartile it was
2.36, with a level of confidence of 80¥%These results, together with the lack of resparsgs
to negative public exposure of the subsample tbatains the 50% smallest companies, suggest
that reality is closer to a situation in which canpes only invest in CSR-mediated reputation
insurance once they have reached a certain stberrthan a situation in which a increasing size
results in an increasing availability of resourdesimplement environmentally-responsible

measures.

Table 3's estimates foAssets also suggest that when one of the large compansies
focusing on economic growth, that is, when we oleser temporary increase in the company’s
assets, it probably invests less in environmen&Rhan in the absence of growth, regardless of
whether the company is publicly exposed for an remvnental accident or a poor environmental

record, which is consistent with the idea that tapon insurance is an intangible asset. Indeed,

19 The Arellano-Bond estimation procedure could regpplied to the first and the second quartilehefsample in
terms ofNet Sales, due to the size of the subsamples, which wasrall to apply this procedure.
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the largest companies’ fixed-effects estimate Assets is negative and significantly different
from zero. While the Arellano-Bond estimate fAssets in Table 3’s last column is not
significantly different from zero, its value is ratye. Table 3's estimates also suggest that a
temporary increase in the smaller companies’ caghfirobably leads to more investments in
environmental CSR, suggesting that cashflow isuwial resource for the implementation of
environmentally responsible measures in small conesa Existing literature already showed
that firm cashflow is positively associated withe ttompanies’ compliance with activists’
demands (Eesley & Lenox, 2006; King, 2008). Thigdgts results suggest that this is only the
case for smaller companies and that large compageiesrally have enough cashflow to face the

implementation of environmentally-responsible measu

CONCLUDING REMARKS

In this study we examine the effect of negative ligpubxposure for an environmental
accident or a poor environmental record, eithehenmedia and/or in civil society organizations’
publications and websites, on the companies’ enuiental performance. Negative public
exposure at least once in a given year leads a aoynfo exhibit, two years afterwards, an
environmental performance score, whose values etweelen 0 and 100, that is 3 units above the
value it would have had in the absence of such @xgo The effect is only observed for the 50%
largest companies in the sample, which tend not tunéxhibit higher environmental scores than
smallest companies, but are also more likely tdesuiegative public exposure in relation to
environmental issues. The effect of negative pubkposure on one given year on the largest
companies’ environmental performance score, togetita the fact that each of these companies
in this subsample is exposed, on average, onedrydour or five years, suggests that this effect
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is non-negligible. Moreover, our results also ssgghat CSR is more efficient in terms of
environmental sustainability in societies where phess is free and the civil society is protected
by democratic rights. Indeed, in democratic enviments, the diffusion of information through
the media and civil society’s organizations and sitels contributes to the public sphere’s
functions of “warning system with sensors that,uio unspecialized, are sensitive throughout

society”, as well as to the problematization ofistat issues (Habermas, 1996: 359).

The fact that it takes two years to observe theegse in environmental performance and
that only the largest companies respond to puldgative exposure is consistent with the view
that when the company’s size is large enough,ntipementation of environmentally responsible
measures to acquire reputation insurance providesagh expected future benefits, in terms of
protecting the company from future negative expesta pass the cost-benefit analysis. It is also
consistent with the view that CSR-mediated repaitaitisurance can be conceptualized as a fixed

cost that only large companies are able to afford.

It should be noted that while we find that largenpanies tend to respond to negative
media exposure in the environmental dimension bgptadg environmentally-responsible
measures, the managers of some of these compaaiggpmfer not to do so. The literature
suggests that if the costs of complying with thebljguand/or the activist's demands after
negative media exposure are higher, managers ssdikely not to comply with these demands
(Lenox & Eesley, 2009; Spar & La Mure, 2003). Compa may also engage in more publicly
visible and/or cheaper types of CSR measures loat them to signal social and environmental
responsibility, without addressing the issue thegany has been exposed for (Chen, Patten, &
Roberts, 2007). An ambitious CSR positioning magoahcrease the likelihood that negative
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corporate events are publicized in the media awiteiprivate politics (Baron, 2003; Luo, Meier,
& Oberholzer-Gee, 2012). Finally, demonstratingiaoand environmental responsiveness may
not be credible in some industries, such as tohawecear energy, and weapons manufacture,

where negative perceptions are particularly sti@rgmmer & Pavelin, 2004).

One of the limitations of this study is that ife&used on British companies. Indeed, CSR
performance is dependent on country-specific chearatics (loannou & Serafeim, 2012;
Jackson & Apostolakou, 2010). Yu’s (2005) economigdel shows that high levels of public
environmental awareness leads resource-constralé&®Ds to substitute lobbying the
government for public persuasion through the metias suggests that in countries with high
levels of concern for environmental issues and NGO density, companies are more likely to
be negatively exposed for poor environmental recoMoreover, in countries where clients,
investors and other stakeholders are more sensttie@vironmental issues, managers also have
more incentives to respond to public criticism Bgdming more environmentally responsible, in
order to avoid the negative consequences of repntdtdamage. Therefore, in countries with
high levels of concern for environmental issues, oy is the risk of negative exposure in
relation to environmental issues higher, but marsagee also more likely to respond to this
public exposure. As a result, in these countribsg, disciplinary effect of being negatively
exposed for a poor environmental record shouldidpeen than in countries where the concern for
environmental issues is low. However, further rededas needed to evaluate the impact of
country-level characteristics on the companiegoesiveness to negative public exposure by the

media or by civil society organizations in termseaf/ironmental CSR.
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TABLE 1
Descriptive statistics of the variables

Variable Number of M ean Standard  Minimum Maximum
Observations Deviation Value Value

Environmental Performance 1935 62.60 26.74 9.56 97.18
Negative News 6264 0.09 0.29 0.00 1.00
Net Sales 5095 4.52 17.72 0.00 293.30
Assets 5124 18.09 111.54 0.00 2394.57
Cashflow 4940 0.48 1.98 -20.39 26.49
Cash 4800 0.28 1.04 0.00 20.96
Profitability 4907 7.35 11.70 -127.76 185.33
Leverage 5072 21.12 19.76 0.00 206.38
Media Visibility 5076 288.63 1502.68 0.00 60631.00
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TABLE 2
Thedisciplinary effect of negative public exposurein relation to environmental issues

(1) ﬁZ) ﬁ3) ﬁ4) ﬁ5) ﬁ6)
Fixec- Arellanc- Arellanc- Arellanc- Arellanc- Arellanc-
VARIABLES effects Bonc Bonc Bonc Bonc Bonc
Environmente 0.20%** 0.37%** 0.36%** 37 .36 0.36%**
Performance e-1 (0.03 (0.05 (0.05 (0.05 (0.05 (0.05
Environmenta 0.011 0.12%** 0.11%** 0.12%** 0.12%** 0.12%**
Performance et-2 (0.03 (0.04 (0.04 (0.04 (0.04 (0.04
Negative News &t+1 1.7¢
) (2.23
Negative News &t 1.3
) (1.75
Negative News &t-1 0.27 1.6¢ 2.21 2.44 2.3t 2.4¢
) (1.44 (1.43 (1.52 (1.52 (1.50 (1.52
Negative News &t-2 1.91* 3.11* 3.66*** 3.13** 2.67* 2.84**
) (0.98 (1.24 (1.26 (141 (1.34 (1.45
Negative News &-3 -0.92 -0.8¢€ -0.3¢ -0.8¢ -0.92 -0.91
(1.26 (1.51 (1.54 (1.52 (1.51 (1.52
Net Sales at-1 -0.04 -0.01 -0.0C 0.1C 0.0< 0.0¢
(0.03) (0.0€) (0.0€) (0.09 (0.07 (0.08
Net Sales at-2 -0.01 0.0z
) (0.07 (0.08
Negative News &t-1 x -0.14 -0.0t
Net Sales at-1 (0.10 (0.12
Negative News &t-2 x -0.01 -0.0¢
Net Sales at-2 (0.08 (0.11
Assets at-1 -0.17 x> -0.1 ] %** -0, %** -0.10%*** -0.10%*** -0.10%***
(0.03 (0.03 (0.03 (0.03 (0.03 (0.02
Assets at-2 -0.0t -0.04
) (0.03 (0.03
Negative News é&t-1 x -0.0t -0.04
Asset: att-1 (0.04 (0.06
Negative News &-2 x 0.0< 0.0t
Asset: att-2 (0.03 (0.03
Cashflow at-1 -0.1€ -0.0C -0.0z -0.0¢ -0.22 -0.1¢
(0.25 (0.22 (0.21 (0.23 (0.27 (0.28
Cash at-1 0.21 0.34 0.31 0.21 0.1< 0.1<
o (0.29 (0.67 (0.67 (0.64 (0.69 (0.68
Profitability att-1 0.11* 0.09¢ 0.097 0.1C 0.11 0.11
(0.05 (0.07 (0.07 (0.07 (0.07 (0.07
Leverage at-1 -0.12%** -0.0¢€ -0.0¢ -0.0€ -0.0€ -0.0€
o (0.04 (0.04 (0.03 (0.04 (0.04 (0.04
Media Visibility att-1 0.0C -0.0C -0.0C -0.0C -0.0C -0.0C
(0.00 (0.00 (0.00 (0.00 (0.00 (0.00
Constar 60.99*** 33.11%** 33.04*** 38.12%** 33.68*** 39.26***
(3.08 (4.90 (4.90 (5.07 (5.07 (5.19
Observation 1,33¢ 1,10¢ 1,10¢ 1,10¢ 1,10¢ 1,10¢
R-square ) 0.21
Number oicompanie 227 211 211 211 211 211
Sargan Test-value 0.5C 0.5z 0.4 0.4¢ 0.4¢
Arellanc-Bond test 0.6< 0.5¢ 0.6< 0.6< 0.64

p-value (orderz

Notes:While the regressions were run with Environmental Performance at &s the left-hand side variable, all
the coefficients represent the marginal effects of the variables on the increase in Environmental Performance
except for the coefficient of Environmental Performance at t-Ifor a detailed explanation, see pp. 21-22). The
unit of observation is the company. The estimatmdu(either fixed-effects or Arellano-Bond) is gfied at the top
of each column. Time- and company-fixed effectsiactuded in all the models. The Sargan test nyfidihesis is
that the overidentifying restrictions are valid.eTArellano-Bond test null hypothesis is that therao second order
autocorrelation of the first-differenced error tstnBelow each coefficient robust standard erroesraported in
brackets. In column (1) the standard errors aedisstered by company. p*<.10 **p<.05 ***p<.01
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TABLE 3

The dependence of the disciplinary effect of negative public exposurein relation to
environmental issues on company size (indicator of size: Net Sale¥

Complete samp 50% smallest compani 50% largest compani
VARIABLES Fixec- Arellanc- | Fixec-effects Arellanc- Fixec- Arellanc-
effects Bond estimator Bond effects Bond
estimato  estimato estimato estimato estimato
Environmenta 0.20%** 0.37%** 0.22%** 0.23* 0.18*** 0.36**
Performance &-1 (0.03 (0.05 (0.05 (0.11 (0.05 (0.15
Environmenta 0.01 0.12%** 0.01 0.0t 0.0cC 0.16*
Performance &-2 (0.03 (0.04 (0.04 (0.06 (0.04 (0.086
Negative News &t-1 0.27 1.6¢€ -3.1¢ 0.77 0.8C 1.5t
(1.44 (1.43 (2.91 (2.76 (1.73 (1.69
Negative News &t-2 1.91* 3.11* -1.4C 1.8¢ 2.63** 3.15**
(0.98 (1.24 (1.96 (1.50 (.11 (1.60
Negative News &t-3 -0.92 -0.8¢ -1.9¢ 2.3¢ -0.51 -1.81
(1.26 (1.51 (2.70 (2.93 (1.44 (1.75
Net Sales at-1 -0.04 -0.01 4.6: 5.4z -0.0z 0.0t
(0.03 (0.06 (4.96 (4.65 (0.03 (0.0%)
Assets at-1 -0.11%*= -0.11%** -0.3z 0.37 -0.09*** -0.04
(0.03 (0.03 (0.75 (0.68 (0.02 (0.09
Cashflow at-1 -0.1¢€ -0.0C 4.58%** 3.02%** -0.4z -0.14
(0.25 (0.22 (1.09 (1.00 (0.39 (0.27
Cash at-1 0.21 0.34 0.09: -5.1z2 0.3C 0.4¢
(0.29 (0.67 (7.40 (6.74 (0.32 (0.64
Profitability att-1 0.11** 0.1C -0.0¢ -0.0¢ 0.18** 0.19*
(0.05 (0.07 (0.06 (0.06 (0.09 (0.11
Leverage at-1 -0.12%*= -0.0¢ -0.04 -0.0: -0.17%*= -0.0¢
(0.04 (0.04 (0.04 (0.04 (0.05 (0.0%)
Media Visibility at -1 0.0C -0.0C 0.00* 0.0C -0.0C -0.0C
(0.00 (0.00 (0.00 (0.00 (0.00 (0.00
Constar 60.99***  33.11*** 51.31%** 46.21%** 71.29%** 36.67**
(3.08 (4.90 (11.4 (15.3 (4.79 (9.42
Observation 1,33¢ 1,10¢ 53C 42E 80¢ 80¢
R-square 0.21 0.2¢ 0.1¢
Number of companie 227 211 103 88 124 124
Sargan Test-value 0.5C 0.67 0.8C
Arellanc-Bond test
p-value (order 2 0.64 0.07 0.65
Average value o
EnvironmentaPerformanc 62 S0 e
fverage value of Negati 0.13 0.04 0.22
Notes:While the regressions were run with Environmental Performance at &s the left-hand side variable, all

the coefficients represent the marginal effects of the variables on the increase in Environmental Performance
except for the coefficient of Environmental Performance at t-Ifor a detailed explanation, see pp. 21-22). The
unit of observation is the company. The estimasad (either fixed-effects or Arellano-Bond) is &fied at the top
of each column. Time- and company-fixed effectsiactuded in all the models. The Sargan test nylidthesis is
that the overidentifying restrictions are valid.eTArellano-Bond test null hypothesis is that therao second order
autocorrelation of the first-differenced error tetnBelow each coefficient robust standard erroes reported in
brackets. When the fixed-effect estimator is uskd,standard errors are also clustered by compdime average
values reported at the bottom of the table cornedpto the 2001-2011 period.

*p<.10 **p<.05 **p<.01
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