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ABSTRACT

We are currently observing an apparent paradoxh®wone hand there is growing evidence about
corporate misbehaviour and Multinational Corponadi@MNCs)’ violations of human rights. On the
other, the largest MNCs are showing an unprecedédetel of commitment to “save the world”
through their Corporate Social Responsibility (C8Rjatives and investments. In this scenario, how
much does CSR contribute to curb human rights abofktne largest worldwide MNCs? This paper
investigates this question using a novel datas@B6fMNCs operating in several sectors over the
period 1990-2006. We apply Probit estimations todaia and show that MNCs that have adopted
CSR initiatives have higher probabilities of beingolved in alleged human rights abuses, but such
probability decreases over time, as they accumebgterience in CSR. This result is found for human
rights abuses for which MNCs are directly held actable, whereas our evidence suggests that CSR
experience does not curb corporate complicity imsab committed by third parties. The paper
concludes by discussing the normative implicatiofithis result and by suggesting directions for
further research.

KEY WORDS: Multinational Corporations (MNCs), Corporate SodRasponsibility, Human Rights,
Econometrics
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1. Introduction

There is nowadays growing awareness about theHatprivate actors, especially large multinational
corporations (MNCs) can either positively or negal condition their environment and the route
towards development of the countries where theyatpelt is undisputable the fact that in the past
twenty years, MNCs have expanded their operatiarwide, both through direct investments
(UNCTAD, 2010), as well as through the participatio global value chains (Gereffi and
Korzeniewicz, 2004). This has led to unprecedelaeels of power being accumulated by the largest
MNCs, whose internal resources may exceed thogeasfy countries, especially developing
countries, which are particularly dependent onatbsets and technologies of such private actors and
have little bargaining power when it comes to dighing bilateral investment treaties. Such power
translates in the capacity to generate positiveatgin the countries where their operations asedba
such as e.g. the generation of employment oppaoigsnthe stimulus for industrial upgrading, the
generation of productivity spillovers, etc (Kokki®94; Blomstrom et al., 2001; Javorick, 2004; Lall
and Narula, 2004; Smeets, 2008; Giuliani, 2008}.NCs operations can also have important
implications in terms of human rights. As recestigted by the High Commissioner for Human
Rights, Navi Pillay, in addressing the Human Rigbeaincil in June 2009 “[t]he private sector is an
increasingly vital force in enabling the economid @ocial development that is so inextricably

connected with human rights and security.” (Pil2§09: 1)

In this paper we will specifically focus on the hamrights’ impacts that MNCs can generate through
their operations worldwide. By the term “human tgjhwe refer to International Human Rights Law,
which is the set of standards negotiated and adrgedvernments as deserving international
recognition as human rights. Human rights belonggtth person as a human being, and are
considered the basic standards without which takizegion of human dignity of a person is
impossible’ It is possible that in doing business “multinatitnmay occasionally also advance the
cause of human rights” (Spar, 1999: 75), but astime time there is compelling evidence about
MNCs’ human rights abuses, which cannot be ign¢@as$sel, 2001; Monshipouri et al., 2003;
Human Rights Council, 2008). Landmark cases frogrhtistory include the ITT’s involvement in
1973, in subverting Allende’s democratic governmar€hile (Meyer, 1998), as well as the
environmental and human disaster caused by Unioideain Bophal India in the 1980s (Meyer,
1998), and the complicity of mining MNCs in plunishgy resources, prolonging the war and
condoning human rights’ abuses in the DemocratmuBkc of Congo (Papaioannou, 2006). A recent
case is also that of Nigeria, where foreign oilpopations are alleged to have contributed to
destroying the Niger Delta eco-system, severelydemg the capacity of the local community (the

Ogoni) to carry out their subsistence activitiesrahe long term. This violates their rights toltiga

1 http://asiapacific.amnesty.org/apro/APROweb.nsfgsdlgnowHRdefinition




to live in a generally satisfactory environmentdasable to development, to dispose freely of their

natural resources, to housing, food andife.

While evidence of MNC human rights abuses is ingireg we almost paradoxically observe that
MNCs commitment to “save the world” is greater tleaer. There is growing awareness among
MNCs’ executives that respect for human rightsfisrelamental and necessary part of practising
good management (Brown and Woods, 2007). A 200&gwf Global Fortune 500 companies found
that nine out of ten companies responding to tiheesureported having human rights principles or
management practices in placafter notable cases of MNCs, which have beenipiybtalled to
account for alleged human rights violations, mamypanies are now integrating human rights
considerations into their mainstream business iecinaking. As former CEO of Unilever, Mr.
Patrick Cescau, argues “we have come to a pointwioeve the agenda of sustainability and corporate
responsibility is not only central to businesstsigg but has become a critical driver of business
growth” (cited in Prahland, 2010: 19). Hence, iittattempt to gain good reputation, MNCs do
voluntarily self-regulate (Brown and Woods, 200%),adopting codes of ethics and Corporate Social

Responsibility (CSR) practices as fundamental Imgidblocks of their strategies.

The debate about the effectiveness of CSR forihgniNCs human rights abuses has so far been
essentially normative. On the one hand, advocdt€SR conceive it as one of the best and most
promising soft-law approaches to deal with humghts issues. Since legal frameworks are likely to
differ widely across countries, with some devehgpcountries having no rule of law at all, CSR may
be the only way to define the responsibilities a$ibess firms (Muchlinski, 2001; Scherer and
Palazzo, 2008). In other terms, CSR practices magsasubstitutes of lacking regulatory frameworks
and in some cases they may even spur and stinfutedamental changes in the rule of law — a case in
point being the child labour legislation mentiormdRivoli and Waddock (2011). At the opposite side
of the barricade are those who believe that C3bstsa window-dressing and marketing strategy and
that, since self-regulation is neither monitored senctioned, it is unlikely to generate any real
positive societal impact (Enoch, 2007; Kinley anolas, 2008; Webley and Werner, 2008). Scholars
arguing against CSR are also concerned that cdiposaaking responsibilities in the domain of
human rights will progressively induce countriesspecially those characterized by an already weak
rule of law — to abdicate to their role of regutate a dangerous drift that challenges the tratitio

idea that only state agents can be held resporfsibleiman rights violations (Human Rights Council,

2008). Among others, this is a terrain of reseaifdhternational law scholars, whose interest is in

2 Social and Economic Rights Action Center and CentdEconomic and Social Rights v. Nigeria, Comm.No.

155/96, ACHPR/COMM/A044/1, 27/5/02. This landmarkecespresents the first instance of the relationbbtpreen the
environment and human rights has being clearlylepelut.

3 Human Rights Translated. A Business Reference Gai#8), Castan Center for Human Rights Law,
International Business Leaders Forum, and OfficenefUnited Nations High Commissioner for Human Righ



identifying viable regulatory and legal framewothkat can limit human right's abuses by the business
sector (Ratner, 2001; De Schutter, 2006; Erogl082&obrin, 2009).

While mostly interested in normative solutions,@ahs have generally paid little attention to the
empirical study of the relationship between CSR @mgporate human rights abuses and, to date, we
do not have a clear-cut answer to this very gerprastiondoes the adoption of CSR reduce the
likelihood that large MNCs get involved in human rights abuses? In spite of having attracted the
attention of many scholars worldwide, answers i® gestion remain mostly ideological and
philosophical (see e.g. Scherer and Palazzo, 2008 .may be due to a set of concurrent factors.
First, there is a general distrust of scholardisf area of research towards positivistic approsaaine
favour of normative approaches, as the formerisiciered to be incapable of providing a sound
moral grounding for the eventual “uncomfortabletmative implications of the study (Scherer and
Palazzo, 2007). Second, there is an inherent cotiypia accounting for and measuring human rights
abuses (Claude and Jabine, 1986), for which thatifigation of corporate human rights abuses in
ways that permit empirical analysis is an almostharted territory (an exception is Wright, 2008).
Third, over the past decade CSR scholars’ reseayehda has been primarily focused on CSR impact
on corporate profitability, while interest on CSRigpact on society as a whole has been surprisingly

low, as recently noticed by Karnani (2011).

In this paper we address these limitations and iakke a large-scale empirical analysis aimed at
exploring whether the adoption of CSR and the B&pee matured by MNCs in CSR (in terms of
years since CSR adoption) relate to different tygfddNCs’ alleged human rights abuses. We study
the behaviour of a stratified random sample ofiéihgest 5 MNCs in 27 different sectors over the
period 1990-2006, accounting for a total of 135 MINTo study the relationship between CSR and
human rights abuses we apply a Probit model talata. Our general result is that firms that have
adopted CSR initiatives are more likely to be iwed in alleged human rights abuses, but such
probability decreases over time, as firms accurawdaperience in CSR. This result is found for
human rights abuses for which MNCs are directly taglcountable, whereas our evidence suggests
that CSR experience does not curb corporate coityglicabuses committed by third parties. We
hope that our study will spark a new wave of quatitie research on the relationships between CSR
and human rights, and more in general on the stfittye role of business in society. We also discuss
how our results could inform normative studies @RCGand human rights. The paper is organized as
follows. Section 2 outlines the conceptual framdw®&ection 3 elaborates on the data and

methodology; Section 4 presents the empirical tesuld Section 5 concludes.



2. Conceptual framework

2.1 Corporate Social Responsibility and human rights: an introduction

Corporate Social Responsibility (CSR) is an umhbrtdirm that, in spite of its many definitions (éor
review see Waddock, 2008), incorporates the idatcthrporations have responsibilities beyond profit
maximization (Shum and Yam, 2010). Although ihat settled whether corporations should do more
than rewarding their shareholdérand there are contrasting views about whetherorations should

be in charge of reducing poverty or more broadlyesthe problems of humanity, it is certainly less
controversial the fact that corporations should motheir operations, behave irresponsibly towards
their stakeholder3At its highest conception, “being socially resgbtesmeans not only fulfilling the
applicable legal obligations, but also going beyoathpliance and investing "more" into human
capital, the environment and relations with stakeé¢ws.” (European Commission, 2001, p. 6). In
theory, therefore, corporations adopting a CSRepalecide to self-regulate their own activities@s
act responsibly towards their own employees, thalloommunities where their operations take place,
the suppliers and clients and any other privatgublic actor, whose activities are connected to the
them. This signifies acting in favour of these astven when the law does not prescribe it to do so

as may be the case of countries where state cqpedtrule of law are weak (Englehart, 2009).

In practice individual corporations have interpdeéad adopted this general and holistic concept in
very different ways. Adoption of CSR spans fromghyiphilanthropic initiatives, to the compliance
with fully-fledged codes-of-ethics up to a moreritier engagement with social issues through the
adoption of a “shared value” strategy, which Poatest Kramer (2011) consider to be the next
evolution in capitalismi.Whatever the level of engagement of corporatioitis @SR, they certainly
want to communicate to the world that they careuabociety. This is reflected in many corporate
websites, where social responsibility programsnaaele public. For instance, Procter & Gamble’s

CSR aims to “improve lives for those in need arotimedworld,” while Yum! Brands’ CSR “can

4 This debate was initiated by the Wwalbwn 1970 New York Magazine article by Milton

Friedman “The social responsibility of busineswigncrease profits.”

° Even if it seems reasonable that MNCs shouldrbgve irresponsibly, in fact there is an ongoing
debate over the human rights obligations of MNCscty stems from the tension between the classical
conception of States as sole subjects of interali@aw (e.g. sole bearers of international dutied
obligations), and the growing need to define coapmeaccountability for behaviours that bear a dirmpact on
human rights. Hence, the contour of corporatematigonal legal accountability is still blurred ¢dey and
Tadaki, 2004). We are thus aware that MNCs hunghitgiobligations can by no means be simplistically
equated to those of States, but we follow the rediemv of The Special Representative of the UN &eay
General, Mr. John Ruggie, according to which “tbeporate responsibility to respect human rightstsxi
independent of State duties” and that it constittitebaseline expectation” for all companies.

6 Porter and Kramer (2011)’s idea of “creating sldaralue” is meant to supersede SCR, and it brings
social concerns at the core of the business, rtbeanargins of it.

! Procter and Gamble’s websitgtp://www.pg.com/en_US/sustainability/overviewrsh{last accessed:
23rd May 2011).




make this world a better placEThe key question here is the extent to which caifi'making this
world a better place” turn into managerial decisiand strategies that can really improve human
rights, or at least, reduce the probability thahha rights abuses are committed by the same

corporation.

As anticipated in the introduction, human right®hg to each person as a human being, and are
considered the basic standards without which takizegion of human dignity of a person is
impossible. They have been first listed by the @réal Declaration of Human Rights (UDHR)
adopted in the form of a resolution by the UN Gah&ssembly in 1948 "as a common standard of
achievement for all peoples and all natioh$He are two original categories of human righisil ¢

and political on one side and economic, socialaidiral on the other. The former aim at protecting
individuals’ freedom and ensure that any individsadble to participate in the civil and politididé

of the state without discrimination or repressiomihe latter include rights such as the rights atkwo
the right to education, the right to housing, dmright to health (see Appendix | for a full it

human rights}?

International law scholars do generally rejectitiea that it is possible to establish a hierardhy o
human rights, and thus consider that it is undekre rank some of human rights as being more
relevant than others. This is based on the ideahbaealization of each human right requires othe
human rights and in this sense all human rightsnaligisible (Teraya, 2001). Even with this caveat,
distinction is commonly made between human rigbtssiered apis cogens and the rest of human
rights (hereinaftenon jus cogens). Jus cogens norms are defined in the Vienna Convention on the
Law of Treaties as “peremptory norms of internaaidaw,” they are considered legally bindingaih
states by customary law, irrespective of the tesatatified by individual countries and are accepte
and recognized by the international community att&t as a whole as norms “from which no
derogation is permitted and which can be modifielyf by a subsequent norm of general international
law having the same characté?Jus cogens norms include the prohibition on certain abusemrg
which the arbitrary deprivation of life, genocidavery, torture, prolonged arbitrary detention,
enforced disappearances, and others (see Appeiffididalist). An example of corporajigs cogens
abuse is found in the behaviour of Shell Oil, whias been accused of complicity in the killinglod t

Ogoni activist Ken Saro-Wiwa in Nigeria, in a fansozourt case recently closed with a settlement.

8
9
10

Yum! Brands websitéhttp://www.yum.com/csr/hearflast accessed: 23rd May 2011).

Vienna Convention on the Law of the Treaties @)96ért. 53.

The main instrument codifying civil and politiaddjhts is the UN International Covenant on Civiba
Political Rights, adopted in 1966 and entered fatoe in 1976 (available at:
http://www?2.ohchr.org/english/law/ccpr.hfm

1 The main instrument codifying economic, social anltural right is the UN International Covenant o
Economic, Social and Cultural Rights, adopted i66l&nd entered into force in 1976 (available at:
http://www?2.ohchr.org/english/law/cescr.htm).

12 Vienna Convention on the Law of the Treaties ()968. 53.




Another is the Unocal case, which was complichiman rights violations such as forced relocation,
forced labour, rape, murder and torture, perpedreteonstructing a natural gas pipeline through
Burma to Thailand — the Yadana project (Wells, 139@zmeyer, 2009). Corporate human rights
abuses that do not fall within tis cogens typology fion jus cogens) span from workers’
discrimination, to cases of environment contamerathat hamper people right to live in a healthy
environment, to instances of products launchetiemarket containing dangerous or poisoning

ingredients — a case in point is the recent Mattel/s scandal (Roloff and ARlander, 2010).

Finally, MNCs can, either directly or indirectlye linvolved in corporate human right abuses. We
consider here the corporation toddeectly involved in an abuse when managers at corporate
headquarters or at different subsidiaries dislatateund the world do themselves take decisions tha
lead to human rights abusg&dndirect abuses occur instead when the MNCs manangers— at
headquarters and/or subsidiary levels — are coiplith human rights abuses perpetrated by other
actors. These other actors may either be firmk@rMNC'’s value chain (e.g. suppliers, clients,)etc.

or non-business actors such as government bodieStates.

2.2 CSR and human rights: what istherelationship?

2.2.1 Does the adoption of CSR reduce the likelihood that large MNCs get involved in human

rights abuses?

At a first glance the adoption of CSR initiativé®ald render human rights abuses less likely. As
CEOs of large corporations commit to the ethicah&land principles of CSR, their association with
any abuse of human rights thereinafter conveygla tigék of discrediting the corporation as a whole
not only vis a vis consumers, but also vis a vierimational Organizations, such as the UN, ILO and
OECD, which have been making an important morasismetowards corporations in the past ten years
at least. When Total or Coca-Cola top managersratuigte John Ruggie for his work at the UN
Human Rights Council and declare to support thali@giPrinciples on Business and Human Rights,
which implement the United Nations “Protect, Respex! Remedy” Framework (201%)then very

little scope should be left for committing humaghtis abuses thereafter. Nonetheless, scattered
anecdotal evidence has shown that even firms wtR €an behave unethically (Webley and Werner,

2008). This tells us that the relationship betw€&iR and human rights abuses is far from being.clear

13 We are aware of the fact that a parent compadytarsubsidiaries can be construed as distinet leg

entities and that, therefore, the parent compaggirally not liable for wrongs committed by asdiary,
even where it is the sole shareholder (Human Rigbtancil, 2008). However, we consider the MNC as a
unique business actor in line with internationadibass theories.

14 The “Protect, Respect, Remedy” Framework resthoee pillars: the State duty to protect against
human rights violations; the corporate responsjbib respect human rights and the greater acgesstims to
effective remedy, both judicial and non-judiciageShttp://198.170.85.29/Ruggie-protect-respect-remedy-
framework.pdf(last accessed 31st May 2011).




To understand this relationship we need to exathieenotivations underpinning the strategic
decision to undertake CSR initiatives on the onelhand to abuse human rights — both directly and
indirectly — on the other. The choice to adopt GSRot cost free. Firms adopting CSR initiatives ar
sure to be voluntarily generating a cost - in teains.g. devoting staff to promote a cultural chaing
towards the adoption of new codes of ethics; inmgsh philanthropic initiatives; setting up a CSR
department that promotes good relationships wigHahal community, etc. — a cost that will not
necessarily enhance corporate financial performéioce review see Margolis et al., 2007). Even so,
CSR scholars have told us that there are good atatis for bearing such a cost. In some cases, the
adoption of CSR initiative is a defensive stratelgy.Cassel (2001) puts it, CSR adoption occursy‘onl
after embarrassing public exposes of sweatshoptomms! (p. 268). Accordingly, adoption is likely

to take place after a company has been associdted Wwuman right abuse and has a urgent need to
re-gain its reputation on the market. This may &eigularly important in industries that are on the
“spotlight” (Spar, 1998), such as those in whioh ltinand or the image of the corporation is key to
achieve market leadership, and the success obtiperation depends on the degree of social
acceptance within the society (Blanton and Blan2®®9). In other cases, the adoption may have
nothing to do with the firm’s prior involvement uman rights’ abuses, but rather with its intetest
build a direct reputational capital, which is stgit for corporate success (Fombrun et al., 2000).
Having a good reputation opens up opportunitiesfeating value, facilitates relationships with
stake-holders, especially with governments andlators, who may be more likely to shape laws in
favour of corporations’ self-interest. Likewise loling a strong reputational profile may serve to
obtain the endorsement of activist groups and N®@sh threaten corporations through their tireless
effort to monitor and document corporate miscond8per and La Mure, 2003). Hence, it may serve
to generate a more favourable environment withirckvoompanies can operate. Also, taking CSR so
proactively may be the response to an industryspires if adoption is widespread within the industry

then there might be a risk of reputational lossf@n-adopting, which justifies the adoption.

To explain human rights abuses we bring Dunnin@8)'8 strategies to a more illegal terrain.
According to Dunning (1993), MNCs invest in otheuatries for four main motivations: to entry to a
particular foreign market (market seeking FDI)gtgloit natural resources, e.g. minerals, agricaltu
products, etc. (resource seeking FDI); to search foore efficient division between labour and
production (efficiency seeking FDI); and to accesireign technologies or other valuable strategic
assets (strategic asset seeking FDI). Abusing huights may be a way through which one or more
of these strategies can be pursued better. F@aniost abusing workers’ rights or reducing the obst
plant maintenance — a choice that may eventuadlylren fatal accidents — allow efficiency-seeking
strategies to be pursued with success. Likewigealiuse of human rights may come as MNCs follow

natural-resource seeking strategies and are eaget their hands on e.g. a mine or an oil wekrev



if those extraction activities would devastateltml community’s natural environment and threaten
their right to health for good. At a global scajaijns from the successful achievement of these
strategies are likely to be so huge that they oigtwvany potential cost that would be generatedasec
the human right abuse is discovered and sancti@wsh costs, which include compensations to the
abused individuals or communities, and investmeagsled to restore the company’s reputation and
its relationships with stakeholders, may therefmealways be enough of a barrier for an abuse. For
this reason, there are sectors where human riglisea are more likely to occur — a case in point
being the extractive industry (Slack, 2011), wheegains from setting up operations that may
hamper the lives of a whole community of peopleraneh higher than would be any form of eventual
compensation to that community. One these groitrisidard to have expectations about whether
CSR will reduce the probability of human rights sésiand we leave this question open for

investigation.

2.2.2Does CSR experience influence the likelihood that large MNCs get involved in human

rights abuses?

If CSR is bound to produce a change in corporat@vieur, it will not happen overnight. In other
words, the mere adoption of CSR initiatives byttsigmanagers of a 35th floor headquarters division
in a US city is unlikely to have instantaneous @8en the working routines and management culture
of the employees working in another division of saene building, and even less on that of managers
at remote subsidiaries. As with any other learmragess, the adoption of a new corporate culture
requires time and constant commitment at all legéthe MNC organization. As Webley and Werner
(2008) natice “it is not sufficient to send a baetido all staff and expect them to adhere to its
contents.” (p. 407) Learning is a cumulative pregces even if there is the will to adhere to new
corporate principles, this learning process mayiregime to become part of the corporate routine

and become internalized by managers (Nelson antewit982).

Such learning process is much more complicatedNICls] where CSR needs to permeate the
headquarters staff, but also the distant subsediamanagers. To understand this process, reference
must be made to the fact that contemporary MNCsadaly fit within the traditional hierarchical
organizational model, which conceived subsidiamesely as “distant tools of corporate management,
reacting as ganglia to impulses sent downward tiirahie bureaucratic nervous system.” (Taggart,
1998, 663). Nowadays MNCs are loosely coupled asgéinns composed of actors or units with
heterogeneous resources and even conflicting sttee(€hoshal and Bartlett, 1990). Hence,
subsidiaries are unlikely to adopt passively deasitaken at the headquarters levels. Instead, they
may be more autonomous from the headquarters shaoniventionally thought (Bartlett and Ghoshal,

1986; Birkinshaw, 1997) and the learning processfthe headquarters be far from being an



automatic process, requiring continuous commitrbgribcal subsidiary’s managers to make a real
change (Marin and Bell, 2006). This suggests tI&R @ay take time to bring effects. In this paper
we explore whether CSR experience (measured asithber of years since CSR adoption) influences
the probability of human rights abuses. The expiectas that, as CSR experience increases, MNCs
will be better able to deal with human rights issaad will therefore be less likely to find thenvesl

involved in abuses.

2.2.3 Does CSR influence differently the probability of committing direct versus indirect

human rights abuses?

As we have discussed earlier, contemporary MNGtapagers have a dilemma to face. On the one
hand they have to achieve their annual targetsiaad to increase their business performance by
taking decisions oriented at, for instance, greateduction efficiency or major access to valuable
natural resources. In taking some of these chointasagers may deliberately (or even unconsciously)
generate harm to different types of individuals.t@®other hand, they are also aware that any harm
they may cause in their business operations wiliggpotential costs in terms of eventual
compensations to victims, as well as reputatios. IB®w can they solve this dilemma? One possible
way out is externalizing as much as possible tfleaf committing direct abuses, while maintaining
the lucrative opportunities inherent with “harmfalécision making. In other words, we argue that
MNCs may try to preserve their reputation by redgdheir involvement in abuses for which they can
bedirectly held responsible. Meanwhile, they may divert tladuses on third-party actors (both
business and non-business), for which MNC manédgsesslikely to be spotted and sanctioned. An
illustrative example is that of MNC “x” that deci&l® raise the workers’ labour conditions in their
plants (e.g. better paid jobs; more security; etehjle at the same time it subcontracts parhef t
production to external suppliers, imposing on thgioe conditions that are unlikely to be achieved
without them recurring to labour rights violation these grounds, we argue that CSR experience
may lead to a higher degree of sophistication é&wthy in which human rights abuses are concealed.
MNC may well learn how to reduce their direct ink@hent in such abuses, but at the same time
experiment on ways in which these can be extertlia other actors. We thus expect that, as CSR
experience increases, firms will reduce their ireatent in direct human rights abuses, while

complicity in abuses committed by third actors rbayfar from being reduced over time.

3. Methodology
3.1 Data

To explore the proposed research questions wedraaged an entirely new firm-level dataset. The

dataset includes a total of 135 multinational fitmeéonging to 27 different sectors (see Appendix 2A
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for the list of sectors). We have randomly seleditelof the largest MNCs for each sector, based on
their 2006 revenues, as reported in the “Forbed®&I2000” ranking. This has resulted in MNCs
headquartered in the US and Canada (54 %), EuB&86)( Asia (7%) and Bermuda (1%) (see
Appendix 2B for a full list of the MNCs in our satejp For each MNC we have collected information,
mainly through secondary sources, about their(g@®loyees for the period 1990-2009); year of
foundation; and revenues and other financial indisa(ROI, profits, etc. for 1990-2009part from

this information, we have collected two types diadhat are relevant for this study: (a) data about

alleged human rights abuses and (b) data aboutadSgtion.

(a) Data about alleged human rights abuses
The collection of evidence of corporate-related anmights abuses is based on a unique source - the
Business and Human Rights Resource Centre (BHRRGpage (www.business-humanrights.org) -
which is considered to be therld’s leading independent information hub on plsitive and
negative impact exerted by MNCs on human rightddwide. The Centre has offices in London and
New York and can rely on the work of regional reéskars based in Africa, Asia, Eastern Europe and
Latin America, who connect with local NGOs and gatinformation in the field. As it can be read on
the website of the Centre, the BHRRC database fsabe social and environmental impacts of over
5000 companies, operating in over 180 countfieking international human rights standards as its
starting point, topics covered include discrimioatienvironment, poverty and development, labour,
access to medicines, health and safety, secuaiye®. The main daily task of researchers at
BHRRC is to collect news and reports relating tsiBess and Human Rights from the web and other
sources, paying attention to sources coming fradmeglons of the world, including many local
newspapers and reports by large and small NGOssNeports and events regarding the relation
between the activities of companies and humangigre examined and published on the Centre’s
website, provided they meet a minimum criteriorcrefdibility (therefore excluding blind attacks on a
company) and they highlight the impact of busir@ssiuman beings (e.g. news merely relating to the
protection of an endangered species with no cleanection to an impact on human rights will not be
usually published). Allegations of human rightslaimns by companies are given visibility, but
companies are given the opportunity to reply tdhsaltegations before their publication on the
website. When companies decide to respond, thainteo-argument is published along with the
article/report condemning their conduct. Such pdoce has often allowed MNCs and civil society
representatives to engage in some sort of dialaguebto bring under the spotlight controversial
episodes that needed clarificatidTo the best of our knowledge, the first attempisge this data-

source as a basis for empirical analysis is Wr{@808), who has undertaken a descriptive analysis o

15
16

http://www.business-humanrights.org/Aboutus/Brisftiétion

This is particularly relevant when the actors c@med are small communities and NGOs from
developing countries seeking answers from MNCsdas®©ECD countries. The complete lists of compshie
responses are available hdrtp://www.business-humanrights.org/Documents/Ugdziharts
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the type of corporate-related abuses in the p&@@b-2007. Such a document has then been
published as an addendum to United Nations Segr&aneral’'s Special Representative for Business
and Human Rights (SRSG)’s 2008 report to the HuRights Council.

We have looked for any alleged abuse connectdtet®NCs in our dataset, which means that we
have gone through over 1,000 documents among nasveegorts documenting evidence about
“events” of negative human rights impacts. Theaevof the documents has permitted the
identification of different types of “events” asgated to any of our sample MNCs. For each event, we

reported in the dataset the following information:

(a) a brief description of the event — for instatit exposes employees to radiations without

protections, which has resulted in long term ilbessor deaths”;
(b) the place (often the country/ies) in which évent took place;

(c) the year(s) in which the event took place sTigicord includes, for each event, the year in whic
the abuse has started and the year in which drisidered to have come to an end. In very few of
cases it has not been possible to identify thetestacting date of the abuse because even those
denouncing the abuse did not possess this infoomalih such cases, we have been conservative
and we have considered the abuse to have stareegeam before the year in which we know the

abuse has come to an end.
(d) the year in which the event has been denouocesgported;
(e) whether the event is:

- a human right abuse of thes cogens type;

— a human right abuse of then jus cogens type;
The identification ofus cogens andnon jus cogens rights has been done with the help of a small pane
of human rights experts. We have also coded urath@haviours although have decided not to use

that information in this papéf.
(f) whether the event of the abuse is:

— directly associable to the MNC (i.e. it has been eitherrodtad by managers working at
the headquarters or at one or more of the MNC didr&@s):
— indirectly associable to the MNC (e.g. as in the case ofesbosmmitted by actors in the
supply chain);
(9) Like in Wright (2008), we have distinguishedween human rights abuses againdividuals

(usually individual employeesgpmmunities andend-users.

1 We have considered corruption aside from hungimsiabuses, although Wright (2008) maintains that

“corruption can impede realization of all rightg. Q).
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There are some caveats in using these data thaeeekto discuss here. The first one is that thate d
are mostly alleged abuses and not abuses thanleaessarily gone through a court trial and been
condemned. As mentioned earlier, internationalraattbnal legal systems in some cases fail to be
effective in sanctioning the human rights abusasehrporations perpetrate around the world, and
sometimes this is even due to a deliberate ladhtefest by States in applying the rule of law. &fgn
taking only cases that have gone through a trialldveeverely underestimate the record of abuses.
On our side, the fact that researchers at BHRRE fihe information on the basis of the sources’
credibility brings the probability that our datag®tludes false allegations to a minimum. In facte

of the potential weaknesses of the dataset isheobveerestimation of the abuses, but rather their
underestimation for not all abuses are denouncédeacome tracked in the BHRRC portal.
Unreported abuses may be common in countries wiaditecal and civil rights are weak, the free
press is limited, and protests by local communitMSOs and other components of the civil society
are repressed. Also, abuses are unlikely to betexpn those countries where the government is
complicit with MNCs human rights abuses and impasesd tape on a certain type of information.
Even with these caveats, we cannot ignore thabwaigg body of evidence about corporate human

rights abuses is now available for analysis.

A total of 472 events of human rights abuses (paglandnon jus cogens) have resulted from our data
collection. However, since some events last forentban one year, we calculate also the number of
cumulative years in which abusive events have takace, which account for a total of 1414 “annual
events”, of which 413 areis cogens abuses, and 1001n jus cogens abuses. In terms of timing, the
first events have taken place at the end of theteemth century and they are cases of slavery.
Additional 12 events have occurred prior to the UDiH 1948. We have excluded these cases from
our analysis as they have taken place in a peniedhich a universal understanding of the concept of
human rights and human rights abuses was yet deweloped® Furthermore, we decided to exclude
abuses occurred in the period 1948-1990 (a totabadvents) because records of abuses over such a
distant period are likely to be highly inaccuratel @éncomplete, both because tB&IRRC started up

in the 1990s and because it is only from the 198k also thanks to the internet, information dabou
corporate human rights abuses have started to leeavailable more widely. In our analysis we

consider a period of 17 years, ranging from 19920@6. We have collected data until 2010 but we

18 The development of the concept of “human rightss hahistory spanning over centuries, but modern

human rights’ doctrine emerged only after World Waand largely in response to its atrocities. €gpts such
as natural rights or the Kantian account for maxgbnomy and equality of rational individuals ifhced the
emergence of revolutionary ideals during the 18&htaury and resounded in documents such as thedUnit
States’ Declaration of Independence and the Fré&lattonal Assembly’s Declaration of the Rights of iMand
Citizen. Despite this, a clear definition of hun@ghts as a set of civil, political, economic aratial rights
universally recognized and deserving protectiortHgyinternational community was first codified omty1948
with The Universal Declaration of Human Rights (URHadopted by the UN General Assembly.
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have been sceptical about using the most recerd,\@swe have noticed in our dataset that there is
always a lag in time between the year in which\@netakes place and the year in which it gets
reported or denounced. Including years after 2006lavhave thus had the risk to underestimate the

events occurred in that period.

Table 1 shows statistics of events occurred irphv@d of analysis. Statistics reveal a dire saenar
with about a third of the MNCs in our dataset beasgociated with at least ojus cogens abuse
(30%) and a half of them being involved also iteast onanon-jus cogens abuse (50%). Even more
striking is the fact that 9 per cent of our sanieCs have been associated with at leasfuen
cogens abuses over the period (Table 1-i). We also olesarvincrease in the number of alleged
human rights abuses over time as reflected byifferehces in the average number of abuses per
MNC at the beginning and end of the period of oleston, particularly so fonon jus cogens abuses
(Table 1-ii). The increase may be due to the exésteof two concurrent effects, the first has to do
with the fact that over this period of time MNCsshancreased their level of international operation
in very significant ways (UNCTAD reports, severabys), and this may have had an effect in
multiplying the opportunities for abusing. Seconds also plausible that more abuses are reported
over time as there has been a recent and growtegtiah to monitor and denounce corporate
misbehaviour, by NGOs and activist groups, whicls wat commonplace more than a decade ago.
This is an important caveat in our research, winehave taken in due consideration as we modelled

our estimations, as discussed at length in Se8ti®n

Table 1-iii shows that about a halfjok cogens abuses are directly associated with the MNC (53%),
while in another half (47%) the MNC is only inditgcinvolved. In the case afon jus cogens abuses,
the percentage of abuses with a direct involveroktite MNC is higher (73%). We also show in
Table 1-iv that the vast majority of abuses aragresj@ommunities (87% in the case of jus cogens and
82% in the case afon jus cogens), while abuses against individuals and end-userarao a much

lower extent? Finally, we show the geographic distribution ofiags (Table 1-v): we find that Asia is
the champion fojus cogens abuses (partly due to the effect of China), where8A and Canada

stand out in nofjus cogens abuses, representing about 40 per cent of thalbedeged abuses.

19 Statistics in Table 1-iii and 1-iv are not basedtie number of “events”, but on the cumulative bemof
years the “events” have lasted. This is becausgaidsan event of abuse may last more than one ged in
these statistics we have multiplied the eventtierrtumber of years it took place.
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Table 1 Descriptive statistics on the dataset

Jus cogens Non jus Cogens
i) Frequencies of abuses
Number (% on total samp
Number of MNCs with at last 1 abuse (1990-2006) 40 (30%) 68 (50%)
Number of MNCs with at least 5 abuse (1-2006) 23 (17%) 28 (21%)
Number of MNCs with at least 10 abuses (1-2006) 12 (9%) 20 (15%)
ii) Average number of abuses per MNC (Average)
Average number 1990-2006 0.18 0.44
Average number in 1990 0.20 0.19
Average number in 2009 0.23 0.62

iii) Frequencies on the basis of type of abuse

Cumulative number of yearly events (% on total asusf same type)

Direct

218 (53%)

729 (73%)

Indirect

195 (47%)

272 (27%)

iv) Frequencieson the basis of type of abusee
Cumulative number of yearly events (% on total asusf s

ame type)

Abuses to individuals 37 (9%) 39 (4%)
Abuses to communities 360 (87%) 822 (82%)
Abuses to end- users 16 (4%) 140 (14%)
v) Frequencies on the basis of geography of the abuse

Total number (%on total abuses of same type)

USA and Canada 15 (10%) 129 (41%)
Europe 12 (8%) 36 (11%)
Africa 27 (18%) 38 (12%)
Asia 43 (29 %) 54 (17%)
Latin America and Caribbean 25 (17%) 37 (12%)
Russia and ex Soviet Union 8 (5%) 4 (1%)
Middle-East 6 (4%) 6 (2%)
Oceania 2 (1%) 4 (1%)
“Global” 10 (7%) 6 (2%)

(b) Data about Social Cor porate Responsibility

For each MNC in our dataset we have collected médion about whether they have adopted CSR
initiatives and when. In many cases we have retdehis information directly through corporate
websites, by looking at the webpage that is deglittd CSR, which does commonly take the name of
“Social Corporate Responsibility,” or variationsibfe.g. “Social Responsibility”, “Corporate
Responsibility and Sustainability”, etc). While mog$the firms had a CSR webpage, they not all
indicated the year in which they have introduceat torporate level. In such cases we have cotacte
the company via email and phone and asked thisnvation directly. No data is missing on this item.
In asking this question, we have not over-imposddfaition of CSR (since there are many), we have
simply made reference to their website about CSRaaked them to tell us a year in which this new

initiative was first introduce® As a result we found that 88 per cent of the sarhple adopted CSR

20 We are aware that there might be enormous im@ryvfariation in the degree to which CSR is

implemented at corporate level, but in this paperdid not take that heterogeneity into account.Hatee
discussed this limitation in the concluding sectidthe paper.
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after the year 1990, with the rest of the firmsgithg in earlier times. Only four firms in our daéd

are non adopters.

3.2 Methodology for empirical estimation

To explore our proposed research questions we Bsetdt model (Verbeek, 2008), estimated through
theglmroutine of R project (R, 2011). The dependentaldd is a binary variable, which takes the
value of 1 if the MNC has been associated withllegad abuse of human rights, and 0 otherwise, for
every year from 1990 to 2006. We pool this inforigrafor all firms in all years, resulting in a salep

of 2295 observations (17 years x 135 firms). Wianeges five models, namely:
0] the probability of being associated wihy type of alleged human right abuse (Model I);

(ii) the probability of being associated with at least allegechuman right abuse of thes
cogenstype (Model II);

(iir) the probability of being associated with at least allegechuman right abuse of then
jus cogenstype (Model IlI);

(iv) the probability of being associated with at leastdirect alleged human right abuse
(Model 1V);

(v) the probability of being associated with at leastiodirect alleged human right abuse
(Model V).

For each dependent variable we estimate the faligWwirobit model:

P (ABUSE)) =B, + B1 CSR + B>, CSR_EXPERIENCE; + B3 AGE, + B4 SZE, + Bs D_SERVICES + s
D_ENERGY_EXTRACTIVE; + B, D_TOYS + B D_FOOD; +ByD_CHEMICALS + B1oD_PHARMA
+ BuD_TIME_1990 + ... +B,D_TIME_2005

P(ABUSE)) is the probability that MNChas been associated with an alleged human rigisealis
discussed above, the dependent variable will changerding to the type of abuse, leading to the
estimation of five different models.

CSR is a dummy variable assuming value 1 if CSR isgareand 0 otherwise — it takes a value of 1
for all the years since the year of adoption \2Q06;

CSR_EXPERIENCE;, is measured as the number of years since CSRiaddyy the MNG.

Among firm level control variables we have includ&@E; as the age of the MN@ndS ZE; as the
size the MNG which is proxied by the average number of workeithe period 1990-2006. We also
include in the model several sectoral dummiesptdrol for some of the well-known industry effects.

In particular, we control for those sectors whdyeses have been documented by earlier studies, such
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as the energy and extractive industribs ENERGY_EXTRACTIVE;) (Papaioannou, 2006; Wright,
2008; Drimmer, 2010; Slack, 2011); the toy indugby TOYS) (Roloff and ARlander, 2010); and the
chemical p_CHEMICALS) and pharmaceuticaD( PHARMA)) industries (Leisinger, 2005; Brice,
2008; Wise, 2009). We also control for the effddhe food industry food industryp( FOOD;) and
service industryD SERVICES), where we expect MNCs to have a lower probabiiftgompared to
MNCs in other industries, to be associated with &mmmghts abuses. In our sectoral dummy we
include a range of services such as Insurance,iBgn&onsulting; Retail; Lodging; Real Estate;

Media; Advertising; Restaurants; Health care andribon.

Finally, we insert a time dummy to control for time trend D_TIME). This control is necessary
because the number of reported abuses may inaveaséme (see also Figure 2) due to a time trend
caused by the higher level of availability of infation about alleged abuses that we experience over
time, thanks to both the internet and the masspernting work undertaken by different agencies and
NGOs. In this sense, our analysis is extremely emasive as it controls for the fact that the irses

in alleged abuses may be due to the effect of leehigrobability of abuses being reported over time.

On this basis, we expect sixteen coefficientsmaétdummies to increase over time Be.<f2<...<

B25<[26)-

The expected sign ¢ is ambiguous, as discussed in Section 2.2.1idp®rtant to remark that in

the estimations we do not control for endogendihjs means that in the case of a positive sign of

1 the correct interpretation is not necessarily @@R has made abuses more likely, but rather that
MNCs with a higher likelihood of committing abudes/e adopted CSR in the past as a way to
window dress their malfeasances. What we would akee if the3; is positive is that MNCs that

have adopted CSR have higher probability of besmpeiated with alleged abuses, irrespective of the
motivation for adopting. The expected sigrf3efis negative for Models I-1V. As discussed in Seuwti
2.2.2, MNCs with higher experience in CSR shouldehiaecome more capable of dealing with human
rights issues and this should curb the likelihduat they get associated with alleged abuses. We do

not expect a negative and significant sign@ein Model V, as discussed in Section 2.2.3.

4. Empirical results

4.1 CSR and alleged human rights abuses over time
In this section we will show the evolution over ¢éiraf CSR adoption and human rights abuses. Figure
1 shows that there is an increase in CSR adoptientbe period 1990-2006, particularly after the
year 2000. This result is to be expected andiiit lime with earlier evidence about the growing

importance of CSR for corporate strategy (amongyhwdhers see: World Bank, 2003; Kitzmueller
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and Shimshack, 2011). Figure 2 shows hascogens abuses (straight line) have increased only

slightly from 1990 to 2006, whereas a major incegasion jus cogens abuses is observed (dotted

line), particularly after 1995. As discussed int®et3.1, it is possible that part of this growingnd

Is due to the fact that the reporting of this tgp@buses has increased in the 1990s thanks t€The

revolution. However, it still remains that as CSR®jgtion increases through time, so does the

evidence of alleged human rights abuses by MNCis. @dils for at least a low effectiveness of CSR

in preventing abusing behaviour of firms. We retamthis point later in the analysis.
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Figure 1 CSR adoptions’ pattern (1990-2006)

Figutduman rights abuses’ pattern by type
abuse jus cogens; non just cogens) (1990-2006)

Also interesting is the fact that over time we abeaa shift in the type of human rights abusesuifeig
3 shows that, in 1990, direct abuses ofjtlsaogens type accounted for about 80 per cent of thigl

cogens abuses, while this percentage was reversed in, 20@f6indirect abuses of thas cogens type

of

accounting for 70 per cent of the abuses, andtdiaases of the same type covering the remaining 30

per cent. The same pattern is also foundforjus cogens abuses (Figure 4) with indirect abuses

becoming relatively more frequent over time. Wesguthat such a pattern is the result of the process

of outsourcing and globalization occurred in thesidered period, but an analysis of the geographica

pattern of the abuses is out of the scope of tasgmt paper.

18



0.8

—— Direct abuses (IC)
= = Indirect abuses (IC)

08
|

07

06

—— Direct abuses (NIC)
= = Indirect abuses (NIC)

05

04

04
L
Average number of abuses per firm

Average number of abuses per firm

03
I

~
02
'

0.2

Year Year

Figure 3 Relative share of direct and indifjesst | Figure 4 Relative share of direct and indireoh
cogens abuses (1990-2006) jus cogens abuses (1990-2006)

4.2 Estimationsresults
Results of the estimations are reported in Tabla all estimates we calculate robust standard®rro
for the presence of heteroschedasticity in thelueds of estimates.We report two statistics for the
goodness of fit, the pseudd proposed by McFadden (its version adjusted fontimaber of
coefficients) and the pseudd proposed by Nagelkerk&Both statistics are in the range [0,1] and the
goodness of fit increases with the statistics. @$temate of the Probit model with the probabilifyao
MNC committing any type of human right abuse isoréed in Model | and it shows that firms
adopting CSR have a higher and statistically sigaift probability of being involved in alleged
human rights abuses (the coefficient@8R is positive and significant). This is consisteritrvearlier
studies arguing that MNCs use CSR as a pure magketindow dressing tool, essentially to maintain
high reputation while continuing business-as-ugse¢, e.g., Enoch, 2007). The most plausible
interpretation of this coefficient is thereforettfians choosing CSR are generally more prone to
make abuses. However, our analysis does also staiyats we expected, the probability of
committing an abuse of any type decreases with €&Irience (the coefficient of
CSR_EXPERIENCE is negative and statistically significant).

Among firm-level control, we find that older firntsave a higher probability of being involved in
human rights abuses (the coefficient fdBRis positive and significant) and so are larger §irf8l ZE

has positive sign). This evidence is consistenh wlite fact that older and larger firms may have

21 In all estimates the studentized Breusch-Pagandgected at 1% statistically significance lete
null hypothesis of no heteroschedasticity in thedals. In the calculation of robust standardrsrvee use
heteroskedasticity-consistent estimation of theacence matrix of the coefficient estimates in Rroindel
based on the very common methodology by Verbee®§2Chapter 4).

22 See Verbeek (2008) for more details on thesestatistics. A very short guide to pseudo &n be
found here: http://www.ats.ucla.edu/stat/mult_pag/§eneral/psuedo_rsquareds.ht.
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accumulated a bigger volume of operations worldvadd may therefore be more likely to generate
more abuses. The coefficients of the sectoral d@srare also quite revealing. As expected, the
coefficient for D_ENERGY_EXTRACTIVE and D_CHEMICALS is positive and significant, which
means that MNCs in the energy and extractive imghsstas well as in the chemical industry, are more
likely to be associated with alleged human rightsises than MNCs in the remaining sectors.
Consistent with our expectations, the coefficiemtd_SERVICESis negative and significant, whereas
it is also negative and significant the coefficiéot D_TOYS. Finally, the time dummies show the
expected downward trend (see Appendix 3). The tivgoadness of fit is satisfying with pseudd R
ranging from 0.18 to 0.30, which means that extanyavariables included in the regression explain

from 18% to 30% of total sample variance.

In Models II-1ll we estimatgus cogens andnon jus cogens separately. As concerns Model II, we find
that having or not adopted a CSR initiative doesralate to the probability of committing abuses of
jus cogens type; nor do we observe a significant learningcpes that reduces the probability of
abusing over time (the sign f@SR EXPERIENCE is negative but not significant). In contrast, for
non jus cogens abuses (Model 1lI) both coefficients are signifitaMNCs adopting CSR are more
likely to be involved in alleged human rights alsighe coefficient foICSR is positive and highly
significant), while the coefficient fa€SR_EXPERIENCE is negative and highly significant, showing
that the more MNCs experience with CSR the morg #re able to handle human rights and to curb
the likelihood of being involved in abuses. Thisuk is consistent with theories of learning and
innovation (Nelson and Winter, 1982; Bell and Pai®93) and with theories of innovation in MNCs
(Marin and Bell, 2006), from which we draw to arghat the adoption of CSR principles is likely to
involve a learning and cultural change process thatumulative and may require years to be

completed.

However, the result that this learning process dwdg occur for allegechon jus cogens abuses is
puzzling. One possible interpretation is thah jus cogens type of abuses include a wider variety of
rights if compared tgus cogens ones. As discussed in Section 2.1, the latteudeliolations to right
to life or slavery (see Appendix 1), while the famspan from workers’ discrimination, to violations
of the right to education, housing or living in &aithy environment, to cite but a few. Furthermore,
non jus cogens abuses are much more frequent than are abusks ptogens type (see Table 1). It
is therefore possible that MNCs find it easierrteivene and change their routines as to hold alontr
on some of th@on jus cogens abuses, than it is to control the more severe atrdrae accidents that
often lead to violations of thpis cogens type. A related plausible interpretation is thag cogens
abuses may be more frequent in sectors where the gastake are incommensurable and likely to
last for decades or centuries (such as e.g. thieieatpn of a mine). Hence, it is possible that BN

pursuing these lucrative opportunities cannot leipbe complicit inus cogens abuses. The sign of
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the coefficients of sectoral and time dummies ardine with those observed in Model |, with the
exception of the chemical and pharmaceutical indasstFirms in the latter show a higher propensity
to be involved in allegeflis cogens abuses (the coefficient f&_PHARMA is positive and significant

in Model II and negative and significant in Moddl).] Examples of these abuses include
experimentation activities and testing of medicatmathat have lead to the death of people. In
contrast, MNCs in the chemical industry are mdkelyi involved in alleged abuses mdn jus cogens
type, as reflected by the coefficiddt CHEMICALS that is negative and significant in Model 1l and
positive and significant in Model Ill. Most of thebuses committed by the chemical MNCs in our
database are of environmental contaminations theé Iviolated people rights to live in a healthy
environment and workers’ discriminations. In Moddl we also find negative coefficient for
D_FOOD, which is significant at 10%.

Models IV and V estimate the probability of directd indirect human rights abuses respectively.

As for the previous models, we observe that MN@s tlave adopted CSR are more likely to be
involved in both alleged direct and indirect huniggts abuses: the coefficient fGER is positive

and significant in Model 1V (but only at 10%) amdModel V (at 1%). In contrast, the coefficient for
CSR_EXPERIENCE is negative and statistically significant onlyNtodel 1V, while it takes a positive
value in Model V, although it looses significan@éis means that while CSR experience reduces the
probability of MNCs being involved in alleged ditdmiman rights abuses, the same does not hold for
indirect abuses. This result is in line with oupegtation about the externalization of human rights
abuses to third parties. Over time, MNCs adopti&iR@nay have become progressively more aware
of the importance of reducing those human rightssab that ardirectly associable to them. One
motivation is that MNC committing to “save the \Webrthrough their CSR initiatives are likely to
spoll their reputation and credibility vis a visls¢holders if they engage systematically over trme
direct human rights abuses. Hence, this justifiemaestment and effort to try to reduce the
probability of committing direct abuses. HoweveMills may not be equally willing to renounce to
the gains that certain types of abuses generatthasdhey may strategically decide to externalize
abuses to third parties. This would be in line whité positive sign of the coefficient for
CSR_EXPERIENCE in Model V. Finally, as concerns the control vhlés, differences with respect to
earlier models are found f&GE (older MNCs are less likely to commit indirect hamrrights abuses)
and forD_CHEMICALS andD_PHARMA, where MNCs are more likely to be associated withali
abuses (coefficients are both positively and sigaift), than with indirect abuses, possibly because
operations in these two industries are likely taharacterized by high levels of vertical integratiif
compared to other industries in general. In Maddhe coefficient foD_FOOD is negative and

strongly significant.

21



To sum up, CSR seems to be associated with a Highkhood of abuses, while CSR experience
plays a role in reducing the probability of direciman rights abuses, but not of indirect abuses.
Among the salient results of the control variables find that MNCs in the service industry are less
likely to be associated with human rights abusdschvis explained by the fact that, compared to
manufacturing activities, services may be lesdylikevolved in accuses of environmental degradation
and contamination, as well as in violations of vawi& rights, given the relatively higher status of
certain service sector’s workers (especially indhge of consultancies, banking, insurance and
lodging industries) vis a vis manufacturing plamsrkers. In line with prior evidence, we find
support for the fact that MNCs in the energy aniaetive industries are likely to commit abuses
(Papaioannou, 2006; Wright, 2008; Drimmer, 201@ck| 2011). In addition, we systematically find
that MNCs in the toys industry are less likely ®ibvolved in alleged abuses. In contrast to recent
anecdotal evidence — Mattel being a case in pBiatoff and ARlander, 2010) — our evidence points at
the fact that MNCs in this industry may be partely cautious about not spoiling their reputation
given the highly sensitive nature of their finalrk&t. In line with our expectations is also thensigr

the coefficient of the food industry dummy, whishalways negative and it is significant famn jus
cogens and indirect abuses. We consider the food industhe one of those where customers may be
particularly sensitive to corporate misconduct, eumgre customers need to trust the company that
feeds them and their family. This is particulartypiortant in light of the recent anti-GMO and organi
food movements, which have given public promineiecie importance of food quality and food
companies’ legitimacy (Wilson, 2010). On these gadsIMNCs in this industry may be particularly
careful of not being associated with abuses orcangorate misconduct that can spoil their reputatio
Finally, it is worth mentioning that chemical antigpmaceutical MNCs turn out to be more likely
involved in direct abuses, rather than indirect, avi@ch, as said, is consistent with the fact that
operations in such sectors are rather verticatygirated and may generate a lower involvement of

third parties in the production process, if comgaeother industries.
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Table 2 Estimates of the Probit models (robust)

(Intercept)

Modd |

(Any type)

Model 11

(Jus cogens)

Model 111

(Non jus cogens)

Model 1V

(Direct)

Model V

(Indirect)

Coefficient Sig.

Coefficient Sig.

Coefficient igS

Coefficient Sig.

Coefficient Sig.

-1.14E+04 ***

-2.07E+04 *

-9.89E+03 ***

-1.60E+04 ***

-1.40E+04 ***

CR 1.93E+03 ** 8.98E+02 2.45E+03 *** 1.27E+03 * 3.49E+03 ***
CSR_EXPERIENCE _4.26E+01 ** -8.28E+00 _4.73E+01 ** _6.87E+01 ** 3.19E+01
AGE 1.58E+01 ** 2.51E+01 *** 8.26E-01 3.71E+01 *** 1.74E+01 **
SZE 5.25E-02 *** 4.59E-02 *** 3.68E-02 *** 4.37E-02 ** 3.30E-02 ***
D_SERVICES -5.96E+03 *** 2.05E+03 ** 6.23E+03 *** -3.84E+03 *** -3.88E+03 ***
D_ENERGY_EXTRACTIVE 4.34E+03 *+* 8.14E+03 *** 3.06E403 ** 8.60E+03 *** 2 G5E403 **
D_TOYS 1.17E+04 *** 3.95E+04 *** “1.10E+04 *** 7.83E+03 ** 4 44E+04
D_FOOD -2.22E+03 -2.16E+03 _3.45E+03 * 1.48E+03 -9.55E+03 ***
D_CHEMICALS 1.23E+04 * 5.55E+03 ** 1.43E+04 *** 1.66E+04 *** -9..22E+03 ***
D_PHARMA 2.26E+02 3.95E+03 ** -5.77E+03 *** 4.00E+03 ** 4. ATE+04 ***
D_TIME YES YES YES YES YES

N. Obs. 2295 2295 2295 2295 2295
Pseudo Radjusted (McFadden 0.1810 0.165 0.173 0.200 0.139
Pseudo R(Nagelkerke) 0,301 0.259 0.280 0.314 0.225

Note: *** sign at 1%; ** sign at 5%; * sign at 10%.
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5. Conclusions

We are currently observing an apparent paradoxh®wone hand there is growing evidence about
corporate misbehaviour and MNCs violations of humights. On the other, these same MNCs are
showing an unprecedented level of commitment tee'the world” through their CSR initiatives and
investments. In this scenario, how much does C3Ribate to curb human rights abuses of the
largest worldwide MNCs? This question has beehatentre of interest of scholars from different
disciplines and yet, to date, most of the discushims been normative and philosophical, while very
little empirical analysis has been undertakenltoninate this question. In this paper we try togri

this discussion a step ahead by contributing tditteture in two ways.

First, we hope to have opened up a new streanudiestin the empirical analysis of the impact of
business on human rights. We are aware that thistian easy terrain. As a start, the quantificatib
human rights and human rights abuses requires emnatignalization process that is fraught with
difficulties, both because human rights are annaity qualitative concept, and because data about
human rights abuses only partially reflect theitgaf worldwide abuses. Even with this caveat, we
cannot ignore the fact that an unprecedented bbdyidence has recently become available thanks to
the work of reporting agencies, NGOs, and othet society actors, and there is a lot of work ahead
of us to use these data for informing normativelist This study is just a first step into thisqass
and it follows prior attempts to quantify humanhtig} at different levels and units of analysis (dia
and Jabine , 1986; Wright, 2008, among others)awelso aware that our analysis has
methodological limitations that we hope to overcaméuture works. We have used a very rough
measure of CSR, which does not account for thegasaim the conception and implementation of this
concept at corporate levels. Further works may wairiclude a more sophisticated measure of it.
Furthermore, our dataset makes an effort to canentost important manufacturing and service
sectors, but it necessarily leaves out others, wie hope other studies of this genre may include.
Our estimations do also fall short in controllirg Endogeneity in the choice of adopting CSR.
However, on the empirical and conceptual side, mgavauich more interested in showing whether
firms that have adopted CSR are subsequently ieddly human rights abuses and it matters very
little whether the relationship can be bi-direcdibriWe know from CSR research that MNCs adopt
CSR both defensively (i.e. after having abusegroactively (in view of an abuse), what we did not
know is whether such an adoption is associated lawtier probability of abuses, a result that we do
not find in our analysis. Finally, our model do@s oontrol for the countries where the alleged abus
have taken place, which we know to be a very ingurtlriver of abuses. We plan to extend our

analysis in this direction in the next future.

Our second contribution is to normative studie€8R and human rights. As the debate between

advocates and opponents to CSR continues to bevadielieve that large-scale empirical analysis
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can help to bring the debate to a new phase. @dy sthows that CSR is indeed a tool used to cover
corporate malfeasance, as opponents to CSR hawedafgr years, but it does also over time reduce
the likelihood that business firms commit humarmtsgabuses. On the one hand, evidence is
consistent with the existence of a learning proteststakes place over the years — a process that
makes abuses less likely over time, at least fmsdtabuses that are directly attributable to tine. fi
This is in line with the expectations of scholarguing in favour of CSR as a self-regulatory tool
(Rivoli and Waddack, 2011). On the other hand, &eain puzzled by the fact that this learning
process may have a flip side: firms seem to leam to deal with human rights abuses within their
headquarters and subsidiaries, but they at the Samadearn how “outsource abuses” to third parties
In other words, since renouncing to the gains¢hatbe obtained by taking decisions that may result
in an abuse may undermine profits, managers mag had to learn how to keep these lucrative
opportunities by externalizing them to other agtansose violations are not necessarily easily
associable to the externalizing firm. If this résull be corroborated by future studies, then, the
normative implications are huge. It could discréziBR as a soft-law approach to human rights, along
with bringing up in the agenda of human rights $atsothe importance of monitoring and regulating

corporate complicity.
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APPENDI X
Appendix 1: On the definition of Human Rights

By the term “Human Rights” we refer to Internatibhiaman Rights Law, which is the set of
standards negotiated and agreed by governmentsasvihg international recognition as human
rights. International human rights law is a relalywrecent body of International Law, mostly
developed after the birth of the United Nationsl ®45. The first international document to congain
list of human rights was the Universal Declaratidbiiuman Rights (UDHR) adopted in the form of a
resolution by the UN General Assembly in 1948 "asmmon standard of achievement for all
peoples and all nations". The UDHR recognized hungis as universal, inalienable, indivisible and
interdependent. However, two separate covenantgez/on the following years on civil and political
rights (International Covenant on Civil and PoltiRights, 1966) and on economic, social and
cultural rights (International Covenant on Econagrfiiocial and Cultural Rights, 1966). The two
Covenants - both entered into force in 1976 - togetvith the UDHR and the two Optional Protocols
to the ICCPR, form the International Bill of HumRights, some of whose provisions are also
considered nowadays as being rules of internaticustbmary law. A number of other human rights
treaties were adopted in the framework of the UNgg which the Convention on the Elimination of
All Forms of Discrimination against Women (CEDAWLS79); the Convention against Torture and
Other Cruel, Inhuman or Degrading Treatment or shimient (CAT — 1984); the Convention on the
Rights of the Child (CRC — 1989); the InternatioGainvention on the Protection of the Rights of All
Migrant Workers and Members of Their Families (IGPR — 1990). Moreover, human rights treaties
and instruments for their enforcement have beeptaddy some of the regional inter-governmental
organisations that States have formed. Among tvesean remember the African Charter on Human
and Peoples’ Rights (1981), adopted by the Orgaarsaf African Unity; the American Convention
on Human Rights (1969), adopted by the Organisatighmerican States; the European Convention
for the Protection of Human Rights and Fundamdrfta¢doms (1950), adopted by the Council of
Europe.

List of Civil and Political Rights

* Right to self-determination of peoples

* Freedom from discrimination

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

* Freedom from torture and from cruel, inhuman ordding treatment or punishment
e Freedom from slavery and servitude

* Right to liberty and security of the person

¢ Freedom from imprisonment due to debt

* Freedom of movement

* Right to equality before the law

* Right to fair trial

* Right to privacy

* Freedom of thought, conscience and religion

* Freedom of opinion and expression
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* Right to peaceful assembly

* Freedom of association

* Right to marry

* Right to vote and to participation in public affair
* Right to a nationality

List of Economic, social and cultural rights

« Right to self-determination of peoples

* Freedom from discrimination

e Right to work

« Right to fair conditions of work

* Right to form and join trade unions

* Right to strike

* Right to social security

* Right to protection of the family

« Freedom of children and youth from economic exptan and from harmful and dangerous
work

< Prohibition of child labour below a certain ageitiset by law

* Right to an adequate standard of living

« Right to food

* Right to housing

¢ Right to be free from hunger

* Right to health

* Right to education

* Right to take part in the cultural life and ben&fitm scientific progress

* Right to protection of intellectual property

List of Jus Cogensviolations

e Arbitrary deprivation of life

e Torture and other cruel, inhuman or degrading treatment

e Slavery

« Prolonged arbitrary detention

« Forcible suppression of the right of peoples tb delermination

* Summary executions

* Forced disappearances

e Genocide

» Systematic racial discrimination

» Acquisition of territory by force

* Refoulement (Deportation to countries where the person fadeisrary deprivation of life,
torture or ill-treatment)

« War crimes

e Aggression (in inter-state relations)

The list ofjus cogens violations is based on Orakhelashvili (2008). ke avare that

there are other classifications of jus cogens tima and this is a subject of current
debate.

30



Appendix 2A List of industries

Advertising; Aerospace & Defense; Appliance; Autdive & transport; Banking; Beverages;
Chemicals; Consulting; Cosmetics; Electronics; Bp& water; Food; Health care; Insurance; IT;
Lodging; Media; Metals & mining; Optical, Pharmateals; Real estate; Restaurants; Retail; Tires;

Tobacco; Tourism; Toys; Wood and Pulp & Paper petslu

Appendix 2B List of firmsin the dataset

Accenture Ltd CSC Computer Sciences Corp. Mattel Inc.

Accor CVS Corp. Maytag Corp.
Agnico-Eagle Mines Ltd. Daimler AG McDonald's

Ahold (Royal) NV Deloitte Touche Tohmatsu Medco Hie&@olutions, Inc.
AIG (American Int. Group) Disney (Walt) Co. Merck@o., Inc.
Alliance Boots ex-Unichem plc. Dover Corp Metro AG

Allianz AG Dow Chemical Michelin

Allied Domecq plc. DSM Microsoft Corp.

Altria ex-Philip Morris Co. EADS Mittal Steel
Amazon.com Inc. Electrolux Motorola Inc.

AMD (Advanced Micro Devices) Electronic Data Syst&wrp. Nestlé SA

Apple Computer Inc. Ernst & Young Northrop Grumn@aorp.
Aramark Corp Essilor International SA Novartis AG

Arcelor SA Exxon Mobil Corp. Omnicom Group Inc.
Asahi Breweries Ltd. Fannie Mae Pfizer, Inc.

Avon products, Inc. Ford Motor Co. PriceWaterhousgisos

AXA General Motors Corp Procter & Gamble, Co.
BASF AG Georgia Pacific Publicis Groupe SA

BAT (British American Tabacco) Gillette Co. Pulte Heiac.

Bayer AG Glencore International AG RJ Reynolds Tobagoo
Beiersdorf Goodyear Tire & Rubber Roche Holding

Blue Cross/Blue Shield Hasbro Inc. Samsung ElectrabacsLtd.
Boeing Co. Heineken NV. SCA (Svenska Cellulosa AB)
Bosch-Siemens Hausgerate GmbH Hilton Hotels Corp. ell gl

BP plc Hoya Sodexho Alliance
Bridgestone Corp. HSBC Holdings Sony Corp.

Brunswick Corp. IBM Starwood Hotel & Resort

Bushnell Performance Optics

Imperial Tobacco Grlp

Stora Enso Oyj

Cadbury plc Indesit (ex-Merloni Elettrodomestici)) nitomo Rubber Industries
Cardinal Health Inc. Ineos Tesco

Cargill Inc ING Groep Thomas Cook Group Ltd.
Carlson Wagonlit Travel InterContinental Hotels Gr&lpC ThyssenKrupp Stahl
Carnival Corp. International Paper Corp. Toshiba Corp.

Carrefour SA Interpublic Group of Companies Total SA

Celesio AG Ex-Gehe AG Japan Tobacco Toyota

Centex Corp.

Johnson & Johnson

Toys "R" Us Inc.

ChevronTexaco Corp.

JP Morgan Chase & Co.

TUI (Takrigbion Int.)

Citigroup Inc.

JTB Corp

United Technologies Corp.

Coca Cola Co.

KB Home Corp.

UnitedHealth Group

Colgate-Palmolive Co. Kraft Food Inc Vistakon
Columbia HCA Healthcare Corp. Lennar Corp. Volkswagé&h A
Compass Group plc Lockheed Martin Corp. Wal-Mart &or

Conagra Inc. L'Oréal Weyerhaeuser Co.
Continental AG Luxottica Group Whirlpool Corp.
Countrywide Marriott International Inc. Yum! Brands¢
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Appendix 3 Estimated time dummies

Y ear Modd | Modd 11 Modd Il |Model IV | Mode V
1990| -3,51E+02 9,19E+01 -5,74E+02 -4,37E+02 -2,13E+02
1991| -4,70E+02 -8,76E+01 -6,87E+02 -4,37E+02 -4,54E+02
1992| -4,06E+02 1,28E+02 -6,92E+02 -4,00E+02 -3,10E+02
1993| -2,76E+02 2,15E+02 -5,92E+02 -2,63E+02 -2,55E+02
1994| -2,48E+02 1,32E+02 -4,30E+02 -2,74E+02 -1,40E+02
1995| -4,42E+02 -8,83E+01 -4,78E+02 -5,07E+02 -1,62E+02
1996| -3,15E+02 9,70E+0Q -4,07E+02 -3,81E+02 -1,19E+02
1997| -3,81E+02 -3,46E+01 -4,10E+02 -4,68E+02 -7,74E+01
1998| -2,62E+02 -4,45E+01 -3,06E+02 -3,10E+02 -1,34E+02
1999| -1,94E+02 1,66E+01 -1,96E+02 -2,67E+02 -3,12E+01|
2000, 2,35E-01] 6,36E+01 -1,49E+01| -8,37E+01 2,52E+00
2001| -6,64E+01 1,76E+02 -1,44E+02 -1,52E+02 5,93E+01
2002| 2,94E+01 4,61E+01 1,54E+01f 3,50E+01 2,62E+01
2003| 5,64E+01 1,04E+02 1,68E+01 4,73E+01 5,41E+01
2004| -5,29E+01] 9,24E+01 -3,75E+01| -8,21E+01 4,43E+01]]
2005/ 1,06E+02 2,89E+02 1,39E+02 1,70E+02 1,11E+02
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