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ABSTRACT

This paper explores the interplays between institutional and organisational variables in explaining heterogeneity among firms
in CSR/ESG disclosure under voluntary regimes and in different institutional contexts, within the neo-institutional perspective.
Moderating hypotheses hold that the relationship between CSR/ESG and Formal Institutions is affected by stakeholder pressure
and firm size. The study uses fixed-effects multiple linear regression on a sample of 841 MSCI World Index listed companies over
the period 2008-2016. Using the Bloomberg ESG disclosure score as the measure of voluntary CSR disclosure, we find that or-
ganisational characteristics explain most of the variation in firms' CSR/ESG disclosure, whereas variations in legislative factors
at a country level explain less. Further, we show that external stakeholder pressures play a central role in the association between
coercive formal institutions and firms' CSR/ESG, as well as firm size. We confirm the normative and mimetic isomorphism to-
wards legitimacy-seeking attitudes rather than coercive mechanisms in the CSR/ESG domain. The study expands prior research
on neo-institutional forces driving CSR/ESG disclosure. They may not always act as constraints on CSR/ESG disclosure, since
companies self-regulate their voluntary behaviour under global governance. The study also aims to inspire explorations of the

consequences of introducing mandatory regulations for nonfinancial CSR/ESG information.

1 | Introduction

In an increasingly interconnected global economy, multina-
tional firms exhibit significant heterogeneity in their nonfinan-
cial performance, reflecting the diverse institutional, cultural
and economic environments in which they operate. As compa-
nies face rising expectations for accountability beyond financial
metrics, variations in nonfinancial performance have become a
critical lens through which to assess corporate behaviour across
different national contexts. Multinational companies (MNCs)
are also increasingly held accountable for their broadly defined
nonfinancial performance in addition to their financial perfor-
mance, necessitating an understanding of the growing heteroge-
neity among them in terms of CSR approach. Various measures
have been employed to assess this environment, including insti-
tutional pressures (DiMaggio and Powell 1983), cultural systems
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(Hofstede 1983), institutional pillars (Scott 1995), the Variety
of Capitalism approach (Hall and Soskice 2009 and national
business systems (NBS) (Whitley 2003). CSR's issues have tra-
ditionally been measured through firms’ environmental, social
and governance (ESG) performance across differences in na-
tional institutions (Gallego-Alvarez and Quina-Custodio 2017;
Ioannou and Serafeim 2012; Ortiz-de-Mandojana et al. 2016;
Shahzad et al. 2016).

Numerous scholars have examined institutional antecedents of
CSR practices in different countries, highlighting gaps between
formal regulations and actual corporate conduct. Relevant
research (Chapple and Moon 2005) finds that cross-country
variations in ESG performance cannot be explained solely by
cultural or economic differences and highlights the role played
by national institutions, often moderated by megadiverse
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transactional organisations (Marano and Kostova 2016). Despite
a considerable body of existing literature, International Business
(IB) studies still lack a definitive conclusion on the factors ad-
dressing heterogeneity among firms' corporate CSR/ESG prac-
tices (Cupertino et al. 2022; Terzani and Turzo 2021). Ioannou
and Serafeim (2023) called for robust empirical explorations
of the antecedents to social performance heterogeneity across
firms and more specifically, how differences in country-level
institutions or NBS impact this heterogeneity in Corporate
Social Performance and Disclosure (Campbell 2007; Maignan
and Ralston 2002). The heterogeneity among CSR practices
and ESG performance among firms is context-dependent, vary-
ing based on the specific regulatory and institutional environ-
ment in which reporting takes place (Campbell et al. 2014; Xu
et al. 2022), as well as due to a lack of standardised CSR/ESG
reporting frameworks (de Silva Lokuwaduge and De Silva 2022;
Ilhan et al. 2021).

The drivers of ESG disclosure are still unclear, especially how
national institution variables drive ESG performance. Previous
empirical studies have suggested that ESG disclosure varies be-
tween countries and companies due to the discretionary nature
of the information to be disclosed and the way it is presented
(Roy and Mukherjee 2022). Researchers have previously recog-
nized the importance of the relationship between institutions
and corporate ESG performance, but empirical examination of
the nature of the relationship across geographical locations has
been limited to specific contexts and has not been from a com-
parative perspective. Moreover, as the studies are country-or
industry-specific, the results are often contradictory.

Building on these gaps, our study seeks to investigate how for-
mal institutional factors shape firms' CSR/ESG disclosure in
voluntary reporting regimes and how this relationship is mod-
erated by stakeholder pressure and firm size. Understanding
these dynamics is crucial for both scholars and policymakers, as
it sheds light on the extent to which institutional environments
influence corporate sustainability practices beyond regulatory
compliance.

A theoretical lens with which to look at this phenomenon
is neo-institutionalism (Jackson and Deeg 2008; Ntim and
Soobaroyen 2013; Westney 1993), which explains how differ-
ences in countries' institutional constraints determine compa-
nies' internal structures, processes, decisions and performance.
Institutional forces refer to external influences pushed by the
country which encourage firms to take on more social respon-
sibility (Pinheiro et al. 2023). Regulations play a major role in
shaping corporate ESG performance (Linnenluecke 2022). Al-
Mamun and Seamer (2022) conclude that institutional qual-
ity determines firms' corporate social responsibility (CSR).
Nevertheless, it is widely acknowledged that there are wide vari-
ations in these regulations across countries. This implies that
regulators are not able to follow a universal best practice. ESG
disclosure, being a subset of nonfinancial information, tends to
vary significantly even when mandatory, as it does not adhere
to standardised formats as in the case of financial information.

For testing the institutional variables, we adopted the Adusei
and Sarpong-Danquah (2021) model, which considers the six
formal variables for country governance: political stability and

absence of violence, control of corruption, rule of law, regulatory
quality, government effectiveness and voice and accountability.
We analysed the role of institutional quality variables on firms'
CSR/ESG performance over a period of 9years (2008-2016), in
order to determine and analyse diversity at an institutional level.
In order to filter out the biases of mandatory legislation, we per-
formed our analysis in voluntary reporting regimes. Thus, under
voluntary reporting regimes, a clear differentiation of CSR/ESG
disclosure among firms is not obvious, so that differences are
ascribable mainly to different legal and regulatory settings.
Further, institutional settings play a crucial role in considering
the consequences of CSR reporting and ratings at a political
level and employing further mandatory regimes (Benlemlih and
Girerd-Potin 2017; Maisel and Cokins 2015).

Institutional pressures significantly shape businesses and their
behaviour to gain legitimacy amidst uncertainties (North 2003;
Meyer and Rowan 1977). According to North (1994), institutions
consist, among other things, of formal characteristics. Formal
institutions refer to the wide range of written rules, codified
regulations, established standards and compelling instructions
that shape the boundaries of relations, interactions, transactions
and behaviours in a country (North 1990). They encompass a
series of regulatory establishments, laws, property rights and
legal norms that, to some extent, enable the standardisation and
supervision of various activities and practices carried out in the
country (Spicer et al. 2000).

Regulations play a significant role in shaping corporate ESG
performance. However, there are wide variations in these
regulations across countries, implying that regulators are
unable to follow a universal best practice. The regulatory
and legal framework of a country is shaped by formal institu-
tions (Williamson 2000) that vary across nations. We adapted
Williamson's framework to our strategy to test the effect of
country governance pressure on firms' ESG practices.

The existing literature is primarily concentrated on the impact
of institutional factors on corporate governance (Boateng et al.
2022; Duong et al. 2023; Humphries and Whelan 2017) and less
on CSR/ESG. Resorting to societal analysis to explain corpo-
rate ESG disclosure is a natural extension of existing research.
A large body of literature has failed to draw a definite conclu-
sion about the factors responsible for corporate ESG disclosures
(Terzani and Turzo 2021).

For empirical analysis, panel data regression is used to examine
the effect of selected institutional and country-level governance
variables on CSR/ESG disclosure in the sample. Most of the ear-
lier studies also used regression analysis to ascertain the associ-
ation in emerging or depressed areas (Alshbili and Elamer 2020;
Gomez and Garcia 2020; Miniaoui et al. 2019; Pinheiro
et al. 2022), as well as in developed countries (Mooneeapen
et al. 2022). To avoid subjective bias, third-party measurement
(Bloomberg 2023) of corporate ESG disclosures is adopted for
better comparability.

The structure of the paper is as follows: Section 2 reviews the
theoretical background on institutional quality and CSR/ESG
reporting and development of hypotheses. Section 3 describes
the data and methodology used in the analysis, including the
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sample of international firms, the period of study and the vari-
ables measured. Section 4 presents the empirical results, ana-
lysing the impact of institutional quality on CSR/ESG reporting
and the moderating roles of stakeholder enforcement mecha-
nisms and firm size. Section 5 evidences several implications
for policy and governance and provides insights into the role
of institutional and organisational factors in shaping CSR/ESG
practices.

2 | Background and Hypothesis Development

2.1 | Formal Institutions and ESG/CSR: Their Role
in Coercive Mechanisms

Companies operate within a complex institutional environment
characterised by a variety of rules, regulations and policies
that influence their daily and strategic operations (Campbell
et al. 2014; Xu et al. 2022). This environment is defined by
national and international laws, industry standards, environ-
mental and social regulations and economic policies estab-
lished by governments (Amenta and Ramsey 2010; Powell and
DiMaggio 2012; Gagliardi 2008). Understanding and adapting
to these institutional influences is critical to companies' long-
term success, allowing them to navigate the complexities of the
market, maintain regulatory compliance and promote sustain-
able practices.

In relation to institutional isomorphism, several studies high-
light the importance of the ‘coercive isomorphism’ resulting
from pressures exerted on organisations both formally and in-
formally by other organisations on which they are dependent,
such as the legal/regulatory system within which organisations
function (DiMaggio and Powell 1983). Accordingly, in the CSR/
ESG research sphere, one would expect the weakness or strength
of the legal system to act as an influential institutional factor in
the demand for CSR/ESG development.

Institutional theory (IT) complements social theories and sup-
ports businesses in making these choices. Recent studies have
explored the influence of institutional factors on CSR disclosure
(Risi et al. 2023). Some authors argue that companies increase
CSR disclosure in response to strong regulatory or normative
pressures (Do$ and Pattarin 2021). Additionally, companies
tend to mimic the behaviour of larger firms and follow similar
practices, leading to institutional isomorphism among organisa-
tions (Moll et al. 2006). Dissemination of international sustain-
ability guidelines, such as the global reporting initiative (GRI)
guidelines, incentivises alignment with international standards
(Darnall 2022). Firms feel compelled to homogenise their prac-
tices to meet formal and informal expectations and pressures
from institutionalised stakeholders (Shepard et al. 1997).

IT emerged with seminal studies by DiMaggio and Powell (1983),
Meyer and Rowan (1977) and Zucker (1987), becoming a corner-
stone in organisational studies. Complementary to Legitimacy
Theory, IT elucidates how organisations perceive and respond
to social change and institutional pressures (Bouilloud et al.
2020). It emphasises external factors influencing organisa-
tional behaviour within an open system framework, where na-
tional institutions play a crucial role. National institutions, as

conceptualised by North (1991) and Scott (2008), govern social
exchanges and provide stability to social life, shaping relation-
ships between companies and stakeholders. Differences in na-
tional institutions lead to diverse organisational configurations.
DiMaggio and Powell (1983) identified coercive, normative and
mimetic forces exerted by institutions on companies, compelling
them to adapt similarly in order to survive. More specifically,
organisations in a particular field engage in similar practices be-
cause they are required to do so (coercive), imitate one another
(mimetic), or are simply doing what is appropriate (normative).
Failure to do so may result in legal and social penalties, as or-
ganisations seek legitimacy for their actions within national
systems.

The neo-institutional theory (Elamer 2017; DiMaggio and
Powell 1983; Meyer and Rowan 1977; Scott 1995, 2013) explains
how firms accept and respond to the alteration of institutional
and social pressures and anticipations to gain legitimacy. It
focuses on the behaviour of companies who are motivated by
societal pressure to adapt to norms and rules which are highly
respected by that society (DiMaggio and Powell 1983; Powell
and DiMaggio 1991; Greenwood 2013). The core premise of neo-
institutional theory emphasises the impact of external institu-
tional factors on organisations’ behaviour. The neo-institutional
underpinning highlights the normative and mimetic isomor-
phism. The normative mechanism conforms to socially ac-
cepted norms and values within the institutional environment,
such as expectations from stakeholders or cultural beliefs.
Normative isomorphism is especially driven by a desire for le-
gitimacy and social acceptance and organisations may adopt
common practices to align with the expectations of their envi-
ronment (Aerts et al. 2006). Mimetic isomorphism occurs as a
response to manage uncertainty. In the mimetic mechanism,
one important force is represented by the societal perception of
country governance quality. When organisations are not sure
about their course of action, they tend to follow competitors that
they perceive to be better informed. According to Zucker (1987),
firms mimic the behaviours of successful peers to gain legiti-
macy and acceptance within their institutional environment.
This behaviour is driven by a desire for legitimacy rather than
efficiency. Meyer and Rowan (1977) argue that organisations
conform to institutionalised practices to signal their legitimacy
and ensure survival in uncertain and risky environments. This
conformity helps firms navigate complex and unpredictable en-
vironments by aligning with established practices.

In Williamson's (2000) model (New Institutional Economics),
the institutional pressure is mainly consistent with the legal
framework that deals with formal rules, polity, judiciary and
bureaucracy. Rule of law, regulatory quality and the legal sys-
tem are explicative variables at this level that act as the coercive
mechanism in the context of institutions. Coercive isomorphism
depends on the external pressures from the legal and regulatory
spheres and codes of conduct that lead to organisational change.
In the case of corporate CSR/ESG practices, the examples of
coercive forces are legal and regulatory requirements of the re-
spective countries in which the corporations operate (Aerts et al.
2006). Formal institutional pressures are rule-based and create
stability in the business environment. These formal institutions
create and enforce the rule of law through governments via leg-
islation and enforcement. Consistent with this notion of formal
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institutions (North 1990; Scott 1987), regulatory efficiency in-
cludes factors such as how citizens participate in selecting their
government, as well as the presence of freedom of expression
and a free media. Regulatory institutions are codified and are
often more consistent across various cultures, encompassing the
voice citizens have in their own country. Country stability and
governance effectiveness are also part of national governance
(Henisz and Delios 2004). This is inclusive of the conditions and
settings by which governments are created and changed, how
laws are made and enforced and the systems by which govern-
ments operate (Kaufmann et al. 2011). All of these elements in-
fluence how willing or able firms are to implement CSR/ESG
practices reflecting the economic social responsibility within
the firm (Hopkins 2012).

Governance and the rules for governance are of particular
importance for the selection and design of efficient rules, for
their diffusion and finally, for their enforcement, including
surveillance, dispute settlement and punishment of violations
(Borrmann et al. 2006, 348). These governance mechanisms,
encompassing both formal institutions and regulatory frame-
works, play a crucial role in shaping corporate behaviour,
including their approach towards CSR and environmental sus-
tainability practices (ESG).

Due to the rise of new forms of global governance in addition to
the state, some argue that there has been a decline in the gov-
ernance capability of nation-states (Scherer and Palazzo 2012).
Nevertheless, how nations manage their authority remains
crucial to the success of CSR and ESG practices among firms
(Mirchandani and Tkerd 2008).

2.1.1 | Institutional Diversity and CSR/ESG: The Role
of Stakeholder Orientation in the Normative Mechanism

According to North (1994), external pressure also comes from
institutions. One such pressure consists of enforcement char-
acteristics. In the CSR/ESG domain, one of the most strongly
emphasised elements in the organisational fields is the level
of pressure exerted by external stakeholders on organisations
(Dashwood 2012; Fernandez-Feijoo et al. 2014; Reverte 2009).

Under the insights of North (1994), we consider stakeholders to
potentially represent a mechanism by which organisations are
encouraged and enforced into social and responsible behaviour.
Stakeholders may exert economic incentives and reciprocal
sanctions for companies to behave in line with stakeholder in-
terests (Hahn 2015). Hahn argues that effective reciprocal
stakeholder sanctions represent a strong mechanism to imple-
ment normative stakeholder demands for prosocial corporate
behaviour. Conceptually, the author enforces stakeholder influ-
ence on firms' behaviour. In our opinion, this is consistent with
normative isomorphism towards CSR/ESG disclosure (Matten
and Moon 2004; Hyatt and Berente 2017).

El Goul et al. (2017) found higher CSR engagement in countries
with weak institutions and liberal governments. Comparing
the US and EU, some authors reported that mandatory non-
financial reporting in the EU correlates with better ESG scores
(Cicchiello et al. 2023). Other authors have verified the existence

of profound differences between more liberal and more co-
ordinated market economies (CMEs). Their results showed
that firms operating in the more liberal market economies of
Anglo-Saxon countries have higher ESG scores than firms in
the more CMEs of continental European countries (Jackson and
Apostolakou 2010). Amor-Esteban et al. 2018; La Porta et al.
1997; Doupnik and Salter 1995, focus on the influence of legal
systems on accounting and disclosure policies (Ball et al. 2000).
Studies highlight civil law environments, robust law enforce-
ment and concentrated ownership as influential in CSR disclo-
sure (Garcia-Sanchez et al. 2016).

Some empirical studies have found that, in general, the insti-
tutional environment has a positive effect on the ESG perfor-
mance of companies (Baldini et al. 2018; El Khoury et al. 2023;
Ortas et al. 2015). Despite this, it is still unclear how certain
features of the national environment can promote or constrain
ESG performance. The voluntary or mandatory aspect is con-
troversial when considering its effects on companies’ freedom
to report (Kolk and Perego 2008). Coluccia et al. (2018) showed
that a stricter regulatory system does not impact ESG perfor-
mance. However, Ortas et al. (2015) found that in countries with
stricter regulation, organisations use ESG performance to align
with legislation and to meet stakeholder needs. Mooneeapen
et al. (2022) and Baldini et al. (2018) conclude that legal vari-
ables have a heterogeneous effect and recommend further ef-
forts to examine the moderating effect of internal and external
factors. The approach to CSR differs in comparative analysis.
For instance, the US employs an explicit approach, emphasis-
ing individual organisations' responsibility for societal inter-
ests, leading to concerns about comparability and verifiability
of information (Bernow et al. 2019). In contrast, Europe adopts
an implicit approach, viewing organisations as part of wider in-
stitutions addressing societal interests. In Europe, CSR is often
driven by coercive reasons rather than a purely instrumental
approach (Matten and Moon 2008). Nevertheless, recent studies
confirm the alignment tendency in CSR/ESG disclosure among
countries, as US firms have higher innate incentives to per-
form better in sustainability reporting than their counterparts
worldwide (Maignan and Ralston 2002; Brammer and Pavelin
2005) and differences in ESG sustainability disclosure between
the United States and other countries (e.g., European, Asian,
Latin American and African) have significantly decreased as
firms start to adopt rigorous ESG reporting practices globally
(Chappie and Moon 2005; Visser et al. 2005).

For our intents, under voluntary reporting regimes, despite
legal differences, countries exhibit close similarities in ESG
benchmarking, as indicated by Singhania and Saini (2022).
Furthermore, companies may enhance ESG disclosures to re-
spond to normative pressure by exhibiting sustainability perfor-
mance and corporate citizenship, irrespective of region or law.
Differences in disclosure requirements under voluntary regimes
are likely absent across regions also because CSR goes beyond
compliance with legal, regulatory and contractual obligations,
due to its voluntary nature (e.g., McWilliams and Siegel 2001;
Liang and Renneboog 2017). Disparities between firms are
likely minimal due to the relative lack of awareness and devel-
oped CSR/ESG tools in voluntary reporting frameworks. Due
to this, differences may come from the stakeholder orientation
of the capitalistic system in which firms operate. According to
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Dhaliwal et al. (2012) stakeholder orientation is a measure of a
country's business culture, which can influence the importance
of CSR/ESG issues in business operations at the national level
(Williams and Aguilera 2008). More importantly, countries dif-
fer in their degree of stakeholder orientation, which is defined as
the extent to which management's vision of its roles and respon-
sibilities includes the interests and claims of non-stockholding
groups such as customers, suppliers, employees, communities
and the general public (Mitchell et al. 1997). These differences in
stakeholder orientation are reflected in the substantial variation
in public awareness of and regulatory attention to, social and
environmental issues (Dhaliwal et al. 2014; Simnett et al. 2009).
In a stakeholder-oriented business culture, a broad spectrum of
stakeholders is seen by society as possessing a legitimate inter-
est in corporate activities. Management in more stakeholder-
oriented countries will be more responsive to the information
demands of the stakeholder groups and will therefore produce
higher quality (more numerically explicit, proactive, forward-
looking and informational, as opposed to promotional) CSR
disclosure (Van der Laan Smith et al. 2005). In contrast, in a
shareholder-oriented business culture, companies’ primary
goal is to maximize shareholder value, while other stakeholder
groups have less legitimacy in influencing corporate activities
and performance (Bradley and Botchway 2018).

2.2 | The Organisational Factors in ESG/CSR: The
Role of Firms' Size in the Mimetic Mechanism

Although the variation in ESG practices across firms may be
addressed by deep-seated institutions at a country level rather
than organisational-level factors (Schaltegger and Horisch 2017;
Hahn and Kiihnen 2013; Baldini and Liberatore 2016), neo-
institutional theory claims that in the organisational legitimacy
approach, the survival of a company depends on its acceptance
by society (DiMaggio and Powell 1983; Meyer and Rowan 1977).
In the 2000s, hierarchy of Williamson's framework there are
formal organisations that deal with allocation of resources and
where company characteristics play a key role. According to
past and also recent literature on resource-based theory (RBT),
company size, as a proxy for available financial slacks, has a sig-
nificant effect in explaining the corporate social performance
of companies (Gregory 2024; Reverte 2009); a firm's resources
and the capacity to deploy them in a co-ordinated manner, de-
termine decisions on investments in socially responsible ac-
tivities (Branco and Rodrigues 2006; Surroca et al. 2010). In
particular, slack resources have been found to be important de-
terminants of CSR (Leonidou et al. 2017; Lepoutre and Heene
2006; McWilliams and Siegel 2001; Surroca et al. 2010). Slack re-
sources are broadly defined as excess resources currently avail-
able on demand to a company (Mishina et al. 2004).

This fruitful stream of research has consistently focused on
the formal and informal institutional, as well as company-
level, domains of CSR. However, it has not fully addressed
how both institutional and company-level CSR domains inter-
relate simultaneously (Aguinis and Glavas 2012; Schwartz and
Carroll 2003). There remains a gap in the literature as to how
those broader institutional forces, whether formal or informal,
influence corporate-level CSR actions (Young and Makhija
2014). When analysing the correlatory mechanism between

company size and ESG scores and socially responsible invest-
ment, Drempetic et al. (2020) reveal that the main element that
drives ESG scores is firm size, which mainly determines the
data availability and resources for providing ESG data on the
market. They provocatively conclude that ESG is not necessarily
addressing Sustainable Investments. They only find an explana-
tion for organisational legitimacy.

In our opinion, we expect larger firms' behaviour to be less
dependent on the institutional context, as they are the first
movers in capturing organisational legitimacy and inspiring mi-
metic behaviour due to global governance mechanisms, which
weaken the institutional forces of the countries where these
firms are legally based. We expect that for larger firms, coun-
try governance should have less of an effect than for smaller
firms, which are more proactive in aligning their attitudes to-
wards larger ones. Furthermore, relatively small companies are
pursuing legitimacy and could be compelled to align with these
diverse institutional pressures, thereby conforming, as the mi-
metic mechanism of isomorphism suggests, to social norms and
formal laws (Peng and Beamish 2008; Weber 1978).

2.3 | Hypothesis Development

In order to corroborate the core assumption of IT, which argues
that organisational behaviour is determined by the country's
institutional setting and alongside the conclusion of Ahmed
and Uddin (2018), according to which CSR/ESG practices are a
social phenomenon shaped by external economic forces, ideolo-
gies, national economic conditions and state policies, we develop
a framework in which formal institutional settings are tested
with regard to companies’ CSR/ESG disclosure. This suggests
that regulatory systems influence companies to exhibit levels of
ESG performance De Villiers and Marques (2016).

In our work, we identified country governance determinants as
a measure for formal and coercive institutions through a global
compilation of governance quality data by Kaufmann and Kraay
(2023), utilising the Worldwide Governance Indicators (WGIs),
2023 Update.

Following the hypothesis:

H1. Formal institutions have significant and positive effect on
firms' CSR/ESG disclosure.

Drawing from National Business Studies (NBS), Aguilera et al.
(2007) argue that companies face varying pressures to engage in
CSR activities due to exposure to institutional diversity. Ioannou
and Serafeim (2012) further explore this aspect, utilising the
NBS approach to analyse how companies’ CSR/ESG perfor-
mance is shaped by differences in national institutions.

Institutional Diversity has been investigated from a variety of
perspectives. Jackson and Apostolakou (2010) find that com-
panies in less co-ordinated market economies (LMEs) exhibit
lower levels of CSR compared to those in CMEs. Moreover,
Meyer and Wafimann (2011) delves into how national institu-
tions influence international companies’ CSR/ESG activities,
particularly environmental efforts. His findings underscore the
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impact of institutional differences between countries on envi-
ronmental issues. This collective body of research highlights
the intricate interplay between institutional environments and
firms' CSR/ESG practices, shedding light on the broader societal
and economic implications of these dynamics. These forces act
as normative pressure towards CSR/ESG practices.

To define our research design, and to test whether normative
pressure indeed mediates the relationship between CSR/ESG
disclosure and formal institutions, we will adapt the classifica-
tion of countries according to their own corporate governance
system developed by La Porta. They distinguished between
different legal traditions. They argued that countries with an
Anglo-Saxon legal tradition have tended to favour a shareholder-
centred model of country governance. Most of the recent work
in the comparative institutional analysis literature assumes that
the entire set of mutually reinforcing institutional elements re-
sults in a given type of Country Corporate Governance (Aoki
1994, Hall and Gingerich 2004, Hall and Soskice 2009). Porta
et al. 2008 distinguish between common law and civil law coun-
tries. These two legal traditions present distinct characteris-
tics that could potentially influence firms' CSR/ESG practices.
Previous studies have observed that the civil law system is more
stakeholder-oriented while the common law system focuses on
protecting shareholders (Frias-Aceituno et al. 2013). Studies ex-
amining the relationship between CSR/ESG and country cor-
porate governance have consistently found that firms from civil
law countries, with a robust stakeholder governance structure,
are more likely to get involved in reporting of sustainability in-
formation in order to obtain stakeholders' approval (see Frias-
Aceituno et al. 2013; Smith 2007). Consistent with previous
literature (e.g., Maher and Andersson 2000, Hall and Gingerich
2004, Hall and Soskice 2009; Aguilera and Jackson 2003), coun-
tries vary in their degree of stakeholder orientation as norma-
tive pressure and these differences are reflected in substantial
variations in public awareness and regulatory attention to social
and environmental issues (Dhaliwal et al. 2014; Garcia-Castro
et al. 2008; Allen et al. 2007).

We add the interactions between the stakeholder/shareholder
oriented model and institutions on CSR/ESG disclosure. We
therefore predict that the positive association between CSR/
ESG disclosure and formal legal institutions will be more pro-
nounced in countries that are stakeholder-oriented.

H2a. Institutional diversity moderates the effects of formal in-
stitutions on CSR/ESG disclosure.

In order to test the role of organisational variables in associ-
ation with country governance factors, we started from the
well-acknowledged positive relationship between firm size and
ESG disclosure by these companies (Bissoondoyal-Bheenick
et al. 2023). In order to explore the more nuanced relationship
between firm size, country institutional factors and CSR/ESG
disclosure, we defined a company size threshold to test its ef-
fect on CSR/ESG. We considered that larger multinational cor-
porations have sufficient resources and capabilities to adapt to
and manage variations in institutional contexts across different
countries, thereby reducing the effect of firm size on their ESG
disclosure. A large firm can lessen regulatory pressures from
governments and environmental regulatory agencies (Watson

et al. 2018). At a company level, we make the hypothesis that,
while organisational variables may play an important role in
determining a company's propensity for CSR/ESG disclosure
in general, this role becomes more significant when consid-
ered alongside country institutional factors. This could indicate
that the size of companies, in association with resources and a
greater or lesser degree of reliance on the external environment,
can prompt the effects of countries' regulations and policies to
improve CSR/ESG disclosure.

H2b. The relationship between CSR/ESG disclosure and for-
mal institutions is stronger for smaller firms.

From this, we expect that formal institutions may explain their
effect on CSR/ESG disclosure under a specific company size
threshold (smaller firms), given that a large firm can lessen reg-
ulatory pressures from governments and agencies (Watson et al.
2018). Smaller firms, particularly, within MNCs, often have
limited resources and depend more on external factors, such as
country governance regulations, to guide their CSR/ESG disclo-
sure practices. Second, smaller firms may face greater risks as-
sociated with poor governance and environmental/social issues,
making them more incentivised to improve their ESG practices
in response to governance pressures. Third, smaller firms tend
to be more adaptable and flexible in responding to regulatory
changes and stakeholder expectations, allowing them to directly
respond to country governance factors affecting ESG disclosure.
Finally, smaller firms are often subject to increased investor and
stakeholder pressures to enhance their CSR/ESG disclosure,
stemming from responsible investors, ethical funds, or stricter
regulations in certain jurisdictions. Our hypothesis also is sup-
ported by previous works in this field. Singh et al. (2008, 171)
found support for the thesis that environmental legitimacy can
explain the ‘higher propensity of younger organisation to die.’
In order to survive, smaller firms tend to invest in CSR/ESG re-
porting to gain better sustainability ratings, which are used to
demonstrate the legitimacy and ethical business practices of the
company for (SR) investors.

This means that the investment company also has the commit-
ment to earn its legitimacy from society by adhering to a soci-
ety's norms, while executing its core business of investing. The
legitimacy of an investment company within society is earned
once that investment itself has the approval, or legitimacy, of
that society.

3 | Research Design

We posit that the heterogeneity in stated objectives of CSR/ESG
reporting regulations across countries is crucial for generating
research questions, interpreting empirical results and design-
ing reporting standards (Haji et al. 2023). We studied the ESG
disclosure in the period 2008-2016 during which ESG/CSR re-
porting was voluntary. CSR/ESG practices are viewed as a social
phenomenon shaped by external economic forces, ideologies,
national economic conditions and state policies (Ahmed and
Uddin 2018). The variation in practices across firms may be ad-
dressed by deep-seated institutions at a country level rather than
organisational-level factors (Baldini et al. 2018). CSR report-
ing regulations differ due to socioeconomic development and
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national interests, with economically developed nations aiming
for transparency, comparability and resource-efficient markets.

We applied a two-way fixed-effects model with country-level
fixed effects and year fixed effects. This specification allows
us to control for both unobserved heterogeneity between coun-
tries and common temporal shocks that may affect all firms. By
using country-level fixed effects, we account for time-invariant
differences across countries, while year fixed effects control for
changes over time that impact all firms simultaneously. This ap-
proach allows us to account for unobserved heterogeneity across
countries while capturing the effect of year-specific events or
trends, ensuring that the estimated relationships between legal
pressure, regulatory pressure, enforcement mechanisms and
ESG performance are robust with regard to these potential con-
founding factors (Manita et al. 2018; Shahzad et al. 2022).

In the multivariate regression, as the variables have different
units of measurement, we standardised their values in order to
enhance interpretation and results.

The existing literature has examined the influence of country
governance factors on companies’ behaviour regarding CSR/ESG
disclosure (Al-Mamun and Seamer 2022; Coluccia et al. 2018;
Dos$ and Pattarin 2021; Gomez and Garcia 2020; Mooneeapen
et al. 2022; Ortas et al. 2015; Roy and Mukherjee 2022). In line
with this research stream, we aim to verify hypothesis H1 and
test whether formal variables have a significant and positive
effect on ESG/CSR disclosure. Moreover, we aim to further
investigate this analysis by exploring how this relationship is
influenced by stakeholder orientation (H2a), specifically fo-
cusing on membership in shareholder-oriented countries or
stakeholder-oriented countries and how this relationship is af-
fected by company size (H2b), distinguishing between small and
large companies. To achieve this objective, we conducted two
multiple regressions incorporating interactions between the ex-
plicative variables and a dummy variable. In the first case, the
dummy variable represents the stakeholder orientation of the
country in which the company operates, while in the second
case, it represents the company's size.

To test H2a and verify whether and how country-level legal fac-
tors influence the ESG score in stakeholder-oriented countries,
a panel regression was performed on all companies, introducing
a dummy variable that measures stakeholder orientation and
takes a value of 1 for firms operating in ‘shareholder countries’
and a value 0 for companies belonging to ‘stakeholder countries’.
In pursuit of this goal—as previously stated—in the multiple
regression, in addition to examining the relationships between
the CSR/ESG score and the explicative and control variables,
we also analysed the interactions between formal institutions
and the dummy variable to determine whether the different
stakeholder/shareholder orientations influence the relation-
ship between the explicative variables and the CSR/ESG score.
Similarly, to test hypothesis H2b in the multiple regression, the
interactions between size and formal variables were also exam-
ined to test the role that size plays in ESG reporting.

In order to test our proposed hypotheses, we subsequently de-
scribe the sample selection, the variables utilized and the model
of our regressions. Figure 1 explains our theoretical framework.

3.1 | Sample and Data

We collected constituents’ data from the Thomson Reuters
DataStream, extensively used in the literature (Dziri and
Jarboui 2024; Fandella et al. 2023; Gutiérrez-Ponce and
Wibowo 2024), accessed in January 2024. The original sam-
ple comprised companies belonging to the MSCI (Morgan
Stanley Capital International) Index, operating in different
countries. The index represented the companies with the larg-
est capitalisation operating in the following international con-
texts: From Europe: Denmark, Sweden, Norway, Finland,
Netherlands, Switzerland, Belgium, Austria, France, Germany,
United Kingdom, Italy, Portugal, Greece, Spain. From Oceania:
Australia, New Zealand. From North America: USA, Canada,
Mexico. From South America: Chile, Brazil. From Asia:
Singapore, Japan, Hong Kong, Korea, Malaysia, Philippines,
Thailand, India. From Africa: South Africa. From the initial
sample of 1513, we removed companies operating in the bank-
ing and insurance sector (227 firms). We then applied several
selection filters to the original dataset to remove outliers. We se-
lected all the firms whose information on ESG ratings, explica-
tive and control variables is available. These filters reduced our
final sample to 841 companies.

In order to measure stakeholder orientation and distinguish be-
tween stakeholder-oriented countries and shareholder-oriented
countries, we adopted the methodology proposed by Botero
etal. (2004) and identified an indicator for each country. We then
estimated the average score of this indicator and constructed a
binary variable by categorising countries with values above the
average with a value equal to 1 and countries with values below
the average with a value equal to 0.

Countries with scores above the median were considered
stakeholder-oriented countries (Denmark, Sweden, Norway,
Finland, Netherlands, Switzerland, Belgium, Austria, France,
Germany, United Kingdom, Italy, Portugal, Greece, Spain,
Australia, New Zealand, Canada); otherwise, they were con-
sidered shareholder-oriented countries (United States, Mexico,
Chile, Brazil, Singapore, Japan, Hong Kong, Korea, Malaysia,
Philippines, Thailand, India, South Africa). From our results,
329 firms belong to stakeholder-oriented countries and 512 to
shareholder-oriented countries.

For each company, we collected ESG score, explicative and con-
trol variables relating to the period 2008-2016 (9years), a period
during which ESG reporting was predominantly voluntary in
both geographical areas analyzed. ESG score from Datastream
is a unique indicator that considers the three aspects of ESG re-
porting: environmental, social and governance. Datastream was
used also to collect control variables.

As regards formal institution variables, we derived variables
from the World Bank Development Research Group from the
WGIs: https://www.worldbank.org/en/publication/worldwide-
governance-indicators#:~:text=The%20Worldwide%20Gov
ernance%20Indicators%20(WGI,across%20countries%20and%
20over%20time, accessed in January 2024). This expresses the
national governance quality of more than 200 countries, start-
ing from 1996 (the earliest observation). They are considered,
according to Bjernskov and Rode (2019), a measure of political
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FIGURE1 | Hypotheses model.

and legal formal institutions to determine the effect of govern-
ment quality on CSR/ESG performance. These indicators are
constantly updated and used by literature through the following
six variables (Kaufmann et al. 2010) whose values lie in a range
from —2.5 to 2.5.

All variables are Winsorised at the 1% level to reduce the influ-
ence of outliers.

3.2 | Dependent Variable

To assess the level of CSR/ESG disclosure, we used the ESG
score provided by Bloomberg, a leading global data provider
that offers comprehensive nonfinancial disclosure information
(Scalet and Kelly 2010; Delmas and Blass 2010; Lai et al. 2016).
Bloomberg evaluates companies annually by collecting publicly
available ESG information from the ASSET4 data set, which
companies disclose through CSR reports, annual reports, corpo-
rate websites and other public sources. Bloomberg also conducts
proprietary surveys to estimate disclosure scores. It gathers ESG
information on globally listed companies, including published
information and news and aggregates it into a single value.
According to Gillan et al. (2021), we consider the terms CSR and
ESG as being interchangeable.

With regard to the Bloomberg ESG score, the credibility of this
score is widely acknowledged (Yoo and Managi 2022; Murphy
and McGrath 2013; Giannarakis 2014; Giles and Murphy 2016)
and it is also considered an increasingly crucial provider in in-
vestment processes (Dyck et al. 2019; Krueger et al. 2020).

For our purposes, the ESG score reflects the quantity of CSR
information a firm discloses to the public. A higher ESG dis-
closure score indicates a greater amount of nonfinancial infor-
mation disclosed by the firm. Shareholders and stakeholders

can utilise the disclosure scores to assess a company's level
of transparency in CSR/ESG disclosure. We selected the com-
bined ESG score, considering that there is an emerging con-
sensus that the three aspects of environmental, social and
governance are interconnected and should be viewed holisti-
cally. In our opinion, the ESG score reflects companies’ level
of ESG practices: companies report their activities and their
involvement in ESG practices in order to gain consensus from
stakeholders.

3.3 | Explicative and Control Variables

We selected formal institution variables as they are widely dis-
cussed and used in literature (Aghazada and Ashyrov 2021;
Aman 2023; Dobrowolska et al. 2023; Mustra and Skrabi¢ 2014)
and are constantly updated. In accordance with Kaufmann
et al. (2010), the following six variables were selected:

« Voice and accountability: perceptions regarding the degree
to which the populace of a nation can engage in electing
their government, alongside liberties such as freedom of
speech, freedom of assembly and an unrestricted press.

« Political stability and absence of violence/terrorism:
Perceptions regarding the probability of the government
facing destabilization or overthrow through unconstitu-
tional or violent methods, encompassing politically driven
violence and acts of terrorism.

« Government effectiveness: Perceptions concerning the
quality of public services, the effectiveness of the civil ser-
vice, its independence from political influence, the efficacy
of policy formulation and implementation and the govern-
ment's credibility in upholding these policies.

« Regulatory quality: Perceptions regarding the government's
capacity to devise and enforce effective policies and regu-
lations conducive to fostering private-sector growth and
development.

« Rule of law: Perceptions regarding the level of confidence
agents have in and their adherence to societal norms and
regulations, including the quality of contract enforcement,
protection of property rights, effectiveness of law enforce-
ment agencies and judicial systems, as well as the preva-
lence of crime and violence.

« Control of corruption: Perceptions regarding the degree to
which governmental authority is utilized for personal bene-
fit, encompassing various forms of corruption ranging from
minor to significant, as well as the phenomenon of elites
and private interests exerting undue influence or control
over the state.

The abovementioned variables represent what we previously de-
fined as country legal variables.

They range from —2.5 to 2.5 and are specific for each country.
Despite the limited variability in space, the variables nonethe-

less vary over the years, capturing the evolution of institutional
factors in each of the examined countries. This evolution over
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time, from the year 2008 to 2016, allows us to grasp the impact
of the variables on companies’ behaviour regarding CSR/ESG
disclosure and to mitigate the impact of fixed effects. We use
such variables to test the coercive mechanism exerted by formal
institutions.

In the econometric model, we also included several control vari-
ables used frequently by literature to measure the level of CSR/
ESG disclosure of the company: LN total assets to measure com-
pany size (Orazalin and Baydauletov 2020; Sharma et al. 2020),
company age (Masoud and Vij 2021), leverage to express finan-
cial situation (Giron et al. 2021), ROE to measure profitability
(Orazalin and Mahmood 2020; Ting 2021) and probability of
default Syears as a measure of company risk (Attig et al. 2013;
Chang et al. 2017; Cheng et al. 2014). Control variables were se-
lected from the Datastream database.

To control for the mediating role of institutional diver-
sity (Normative Mechanism), we selected Stakeholder/
Shareholder Orientation. Country stakeholder orientation
absorbs the fixed effects of firms and is used in interaction
with quality of government variables. This variable is intro-
duced into the panel model to control for nonlinear effects in
the relationship between legal factors and ESG, as well as the
relationship with time, aiming to account for specific unob-
served temporal shocks for different capitalism groups and to
control for temporal events that are not observed. The interac-
tion between time and variety of capitalism is employed as an
additional control beyond the inclusion of time fixed effects in
the model. We adopted the methodology proposed by Botero
et al. (2004) and estimated a score for each country; we then
categorised the countries based on the average scores assigned
in ascending order of stakeholder orientation. Countries with
scores above the mean were assigned a value of 0; otherwise,
they were assigned a value of 1.

To control for the mediating role of size threshold (Mimetic
Mechanism), we ranked the logarithmic value of total assets.
We constructed a binary variable by classifying organisations
with assets above the median as ‘large firms’ (value equal to 1)
and those with assets below the median as ‘small firms’ (value
equal to 0).

3.4 | Econometric Models

To test H1 and to verify the effects of formal institutions on
firms' CSR/ESG, we performed the following model using
STATA software (Model 1):

ESG = « + f formal institutions + f controls

where ESG is our dependent variable, measured by the
Bloomberg ESG score.

» Formal institutions variables:
o VA is voice and accountability.
o PSis political stability.
o GE is government effectiveness.
o RQ is regulatory quality.
o RLis rule of law.

o CC is control of corruption.

« Controlvariables:

o AGE is measured by the time since the company's date of
foundation.

o ROE is the return on equity.

o LEVERAGE is the ratio between financial debt and
equity.

o DEFAULT (probability Syears default) is a measure of
company risk.

To test H2a and H2b we added two moderating variables:
Moderating variables:

« DIVERSITY=STAKEHOLDER ORIENTATION (binary
variable);

« SIZE is the natural logarithm of total company assets.

As with the first (the effects of formal institutions on CSR/ESG
disclosure in stakeholder and shareholder-oriented countries),
the following model was applied (Model 2).

ESG = +f formal institutions + # controls

+p formal institutions x stakeholder orientation

where known symbols are augmented by: Stakeholder orienta-
tion, taking the value of 1 for companies belonging to shareholder
countries and 0 for firms operating in stakeholder countries.

As with the second (size effects on the relationship between for-
mal institutions and CSR/ESG disclosure), the following model
was applied (Model 3):

ESG =x+f formal institutions+ g controls

+p formal institutions X size

where size takes the value of 1 for large companies and 0 for
small companies.

This study used the panel data analysis technique. This analysis
can be performed in a fixed effects or in a random effects model.
To choose between these two regression models, the Hausman
test was performed. Based on the test results, the preferred model
is the fixed effects model at the company and time level. As re-
gard the explicative and control variables, the Granger-causality
test was performed to exclude endogeneity (Juodis et al. 2021).

Table 1 explains our set of variables.

4 | Results and Discussion
4.1 | Descriptive Findings

Descriptive statistics were determined separately for the sam-
ple of companies belonging to stakeholder- and shareholder-
oriented economies, aiming to comprehend the levels of all
variables according to institutional diversity. This approach
allows for a better understanding of the levels and potential
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differences regarding institutional pressures among different
economies, as well as similarities and differences in CSR/ESG
reporting and control variables.

Tables 2 and 3 show the descriptive statistics.

As regard the dependent variable, we can see that the average
score for stakeholder companies is much higher than that of
shareholder ones. Specifically, the first group has an average
score of 42.07, while the second one lags behind with an aver-
age score of 30.08. Upon scrutinising other ESG score statistics,
however, the significance of this discrepancy is less evident. The
minimum score recorded for stakeholder companies stands at
4.5, while the maximum reaches 80.58. In comparison, share-
holder companies have a minimum score of 8.33, higher than
the stakeholder group and a maximum of 73.97, fairly close to
the stakeholder group.

We believe that a satisfactory ESG score should be above 50%,
with a value equal to or greater than 50. However, the average
values demonstrate that ESG reporting is not yet satisfactory,
having not reached a score of 50 in either of the two contexts, at
least by 2016, in a mainly voluntary reporting domain. This is
consistent with Fiechter et al. (2022) with regard to several an-
ticipatory elements for improved CSR/ESG performance. The
authors applied their research to a comparison between Europe
and the United States and reported that EU firms had higher
expected benefits from the early adoption strategy regarding
CSR legislation. They found that firms within the directive's
scope responded by increasing their CSR activities, even in
a voluntary regime. We similarly observed that firms under
the CSRD scope are mainly in stakeholder-oriented econo-
mies, which exhibit a higher ESG intercept. We observed that
stakeholder-oriented economies outperform the shareholder
ones in ESG performance by exhibiting higher levels of ESG
disclosure under voluntary reporting regimes. Nevertheless, an
examination of the trend for the indicator between 2008 and
2016 reveals a consistent uptick in both samples and a similar
parallel trend over time. This trend is confirmed by the maxi-
mum values of the two samples, close to 74 in the shareholder
countries and above 80 in the stakeholder countries (Figure 2).

This result suggests mimetic CSR/ESG behaviour by companies
even in different institutional contexts. Globally, companies are
increasingly mindful of CSR, displaying greater emphasis on
transparent reporting.

Turning to explicative variables, it is noteworthy that, except for
rule of law, the average values for stakeholder countries margin-
ally exceed those in the shareholder-oriented context. Notably,
the disparities become more pronounced when considering the
maximum values. These findings align with expectations, as
stakeholder-oriented countries are recognised as having a stronger
institutional presence compared to the shareholder-oriented ones,
which follow a more liberal framework. From the highlighted val-
ues, it is likely that formal institutions exert greater pressure in
stakeholder countries compared to the shareholder ones.

In terms of control variables, comparable values were ob-
served between the two different contexts, with no substantial
discrepancies.

4.2 | Multivariate Analysis

To test our hypotheses, we performed a multivariate analysis
using the previously described variables. The results are sum-
marised in Table 4 (Models 1-3).

We posit that the heterogeneity in stated objectives of CSR/ESG
reporting regulations across countries is crucial for our results.
The multivariate regression indeed shows different results for
stakeholder and shareholder firms.

Analysing the initial segment of the table, we can verify the H1.
The results show that formal institutions seem to have a significant
effect on the CSR/ESG score. Consistent with existing literature, in-
stitutional factors appear to be significant for CSR/ESG disclosure
(Al-Mamun and Seamer 2022; Do$ and Pattarin 2021; Mooneeapen
et al. 2022). The H1 seems to be confirmed by our results.

To test our H2a, we aimed to verify if this effect varies between
stakeholder/shareholder-oriented countries. To this end, we
applied econometric Model 2 (second portion of Table 3). The
result of the interaction shows that formal institutions are
significant for stakeholder-oriented countries (dummy=0)
and not significant for non-stakeholder-oriented countries
(dummy=1). It appears that the coercive mechanism is stron-
ger in stakeholder-oriented economies. The institutional diver-
sity context of the firm (stakeholder or shareholder orientation)
plays a mediating role (Benlemlih and Girerd-Potin 2017). In a
stakeholder-oriented context, formal institutions exhibit a sig-
nificant pressure on the CSR/ESG score, confirming the nor-
mative mechanism coming from external stakeholder pressure
towards CSR/ESG disclosure.

For companies operating in shareholder-oriented countries,
formal institutions were found to be nonsignificant. In a liberal
country where CSR/ESG disclosure is exclusively voluntary,
country-level legal variables seem not to have a significant effect
on it.

As concerns control variables, we observed that most of these
variables were significant predictors of the CSR/ESG score.

The leverage shows a negative effect: in general, as companies’
financial risk decreases, companies tend to increase their CSR/
ESG disclosure in order to gain appreciation from the market,
in terms of organisational legitimacy. Regarding the probability
of default, the regression shows a non-significant relationship.
The indicator is expressed in nominal values; in order to read
the beta, it is necessary to divide the coefficient by 100 (Chang
et al. 2017; Cheng et al. 2014).

Company age is significant, having a positive coefficient. As
company age increases, companies tend to increase their CSR/
ESG disclosure (Song et al. 2024).

Finally, companies with higher profitability and size tend to pro-
vide more information on CSR/ESG to gain appreciation from
the market, in terms of organisational legitimacy. Furthermore,
it is possible that larger and more profitable companies tend to
increase CSR/ESG disclosure as they have more resources to de-
vote and more advanced reporting systems (D'Amico et al. 2016;
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TABLE 2 | Descriptive statistics of firms operating in stakeholder-oriented economies.

Variable Mean Median Std. Dev. Min Max
ESG 42.066 44.6281 14.301 4.545 80.578
VA 1.333 1.304 0.172 0.912 1.738
PS 0.638 0.554 0.38 —-0.474 1.46
GE 1.551 1.568 0.349 0.28 2.251
RQ 1.495 1.606 0.335 0.626 1.976
RL 1.608 1.70 0.368 0.275 2.1
CcC 1.641 1.682 0.505 -0.03 2.447
AGE 75.093 60.5 63.518 0 363
SIZE 10.035 0.896 1.867 5.031 15.081
ROE 15.323 12.937 30.57 —135.994 1059.74
LEVERAGE 6.291 2.995 10.665 1.018 175.738
DEFAULT 0.015 0.011 0.015 0 0.224

TABLE 3 | Descriptive statistics of firms operating in shareholder-oriented economies.

Variable Mean Median Std. Dev. Min Max
ESG 30.083 26915 14.641 8.333 73.967
VA 1.097 1.110 0.018 1.07 1.11
PS 0.553 0.58 0.116 0.4 0.68
GE 1.47 1.470 0.007 1.46 1.48
RQ 1.347 1.280 0.109 1.256 1.5
RL 1.609 1.610 0.009 1.596 1.62
CcC 1.383 1.380 0.012 1.37 1.4
AGE 62.161 46 47.344 0 225
SIZE 9.604 9.522 1.473 5.218 14.761
ROE 19.268 14.108 39.966 —120.756 629.268
LEVERAGE 4.3 2.735 6.044 1.045 143.683
DEFAULT 0.009 0.006 0.009 0 0.102

Garcia-Sanchez 2008; Orazalin and Mahmood 2020; Ting 2021).
Size appears to influence the level of CSR/ESG scores more
than others. The literature has extensively investigated the in-
fluence of size on sustainability (Bartolacci et al. 2020) and has
thoroughly demonstrated that CSR/ESG involvement is linked
to firm size, as larger companies are more visible in the mar-
ket (Blombéck and Wigren 2009; Watts and Zimmerman 1990)
and are more likely to disclose information compared to smaller
ones (Adams et al. 1998; Baldini et al. 2018; D'Amico et al. 2016;
Roberts 2003). Therefore, as their size grows, companies tend to
increase CSR/ESG disclosure in order to earn appreciation from
stakeholders and legitimacy from the market.

The role of firms' size is also relevant in moderating the relation-
ship between formal institutions and CSR/ESG score (H2b). The

last part of Table 3 demonstrates the moderating effect for small
companies. Namely, the effect of coercive mechanisms is stronger
for smaller firms which are more under pressure to ensure a CSR/
ESG disclosure level aligned with their counterparts. Larger com-
panies, in line with existing literature (Drempetic et al. 2020),
produce CSR/ESG information regardless of coercive isomor-
phism, but consistently with mimetic and normative mechanisms
of isomorphism towards external stakeholder pressure and legiti-
macy urgency (Latapi Agudelo et al. 2020; Bednarova et al. 2017).

5 | Conclusions

This paper explores the interplays between institutional and or-
ganisational variables in explaining heterogeneity among firms
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= TABLE 4 | Regression results with interactions.
ESG disclosure Coef. SE Sig.
9 - VA —8.785 0.596
PS —4.699 0.327
- GE 2.479 0.769 *
3
RQ 1.125 0.498 ok
RL 6.745 0.856 *
o
= cc 0.407 1.054
AGE 1.047 0.221 *
&1 , , . ‘ SIZE 7.261 0.249 wat
2008 2010 2012 2014 2016
ROE 1.238 0.226 *
ESG Stakeholders Economies
ESG Shareholders Economies LEVERAGE —2.144 0.248 ok
FIGURE 2 | ESG score trend 2008-2016 stakeholder/shareholder- DEFAULT 0.339 0.254
oriented economies.
Stakeholder —3.573 131.575
orientation=1 # VA
in CSR/ESG disclosure under voluntary regimes and different Stakeholder 1.033 0.809 *
institutional contexts. orientation =0 # VA
The study uses a panel multiple linear regression on a sample of Stgkeho.lder 3.226 116.273
841 MSCI World Index-listed companies over the period 2008 orientation=1# PS
2016. The Bloomberg ESG disclosure score is used as the mea- Stakeholder 5.287 0.384 ook
sure of voluntary CSR disclosure. orientation=0 # PS
Our results show that formal variables have a positive and sig- St:.;lkeho.lder 6.942 137.607
nificant effect on ESG disclosure. To further the analysis, as orientation=1# GE
mentioned, we also examined the role of stakeholder orientation Stakeholder 2.888 0.802 *
and size in the relationship between formal variables and the orientation=0 # GE
ESG score.
Stakeholder 3.714 122.467
We found that external stakeholder pressures play a mediating orientation=1# RQ
role in the association between formal institutions and firms' Stakeholder 1.189 0.522 o
CSR/ESG, as well as their size. orientation=0 # RQ
. . c e Stakehold 3.951 104.498
This study expands prior research on neo-institutional forces ? N O, .
.. . . . . orientation=1 # RL
driving CSR/ESG disclosure, analysing coercive, normative and
mimetic pressures. Stakeholder 5.411 0.925 ok
orientation=0 # RL
For coercive mechanlsms, we tested formal legal country pres- Stakeholder 3.137 34.069
sures on which the company depends (e.g., laws and regula- . .
. . o orientation=1 # CC
tions). We found that in multinational panels, these pressures
alone are not particularly significant. Stakeholder 1.921 1.131 *
orientation=0 # CC
For normatwe. mechan@ms, we tested the moderating role of Size=1# VA 7466 0.813
stakeholder orientation in the relationship between ESG score
and formal legal institutions. We found that coercive mech- Size=0# VA 8.932 091 B
anisms work and have an effect only in stakeholder-oriented Size=1# PS _4122 0.463
economies, where the force of law is associated with external )
normative pressures. Such a normative mechanism enforces the Size=0#PS 4.963 0.487 *
coercive pressure only in stakeholder-oriented economies. Size=1#GE ~12.369 21.814
For mimetic mechanisms, we tested the moderating effect of or- Size=0# GE 5.758 118 e
ganisational firm size, focusing on isomorphism by imitation of Size=1# RQ ~1.849 0.691
other organisations, especially under conditions of uncertainty.
We confirmed that the coercive mechanism works only when (Continues)
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TABLE 4 | (Continued)

ESG disclosure Coef. SE Sig.
Size=0 # RQ 2.398 0.733 ok
Size=1# RL 2.633 1.153
Size=0# RL 5.237 1.258 *
Size=1#CC -0.707 1.479
Size=0 # CC -1.132 1.564
Mean dependent var 37.702 SD dependent ~ 15.534
var.
R? 0.333 Number of obs 4020
F test 166.631 Prob>F 0.000
*%p <0.01.
**p <0.05.
*p<0.1.

associated with relatively small firm size, even within multina-
tional listed corporations. In this sense, the coercive mechanism
is reinforced by the mimetic mechanism, pushing relatively
smaller firms to align with larger ones.

Applying the neo-institutional and NBS frameworks—which
posit that companies within similar or different NBS exhibit
comparable or divergent ESG performance and CSR practices
(Selznick 1996; Frederick 2006; Boiral 2007)—we demonstrated
that in stakeholder-oriented economies, corporate CSR/ESG
behaviour is significantly influenced by the formal quality of a
country's institutions, despite the presence of international stan-
dards or codes.

Additionally, we found that company-level determinants ex-
pressing size and resource variables positively influence ESG
disclosure levels in the panels (Yu and Van Luu 2021). Company
size also has a positive effect when it is associated with relatively
small sizes. We found that smaller firms are more sensitive to
country governance variables, adopting ESG practices for com-
pliance and legitimacy. This also confirms that the impact of
governance variables may shape the behaviour of smaller firms
through mechanisms of organisational and legitimacy seeking,
prompting them to exhibit heightened sensitivity and respon-
siveness to ESG issues. While smaller firms appear to be more
sensitive to governance variables, adopting ESG practices for
compliance and legitimacy reasons, larger firms may not exhibit
the same sensitivity, for reasons we do not explore in this paper.

Furthermore, we found that for the full period under voluntary
disclosure requirements (2008-2016), stakeholder firms (mainly
European firms) outperformed other firms under voluntary dis-
closure requirements. Nevertheless, over time, CSR/ESG tends
to align worldwide, confirming that the isomorphism effect
seems to occur in different contexts. Companies in stakeholder-
oriented economies, where there are stricter regulations and a
greater focus on sustainability, exhibit more developed CSR/
ESG behaviours. This result suggests influences on other di-
verse companies, to convergence led by mimic isomorphism at-
titudes towards CSR/ESG practices, in order to gain legitimacy
and respond to increasing social and market pressures. This

also supports the idea that ESG disclosure is primarily ‘legiti-
macy and organisational-seeking’ rather than profit-oriented
(Schaltegger and Horisch 2017). The concept of ‘organisational
legitimacy’ aligns with stakeholder theory (Deegan 2002) and the
risk of ‘blaming and shaming’ in front of stakeholders (Schéfer
et al. 2011) and supports the neo-institutional theory (Hahn
and Kiihnen 2013). MNCs adopt similar practices to maintain
global consistency. Even in the absence of uniform mandatory
regulations, companies tend to standardise their ESG practices
to meet the expectations of global stakeholders, contributing to
mimetic isomorphism. In this sense, it bears remembering that
Rathert (2016) highlighted that, for multinational corporations,
CSR behaviour is influenced by host-country institutions in
order to gain legitimation.

By establishing a link between the macro (i.e., institutional
level) and micro (i.e., corporate level) levels of analysis, we are
contributing to the flourishing IB literature that explores the
implications of institutional diversity. We have also been able to
demonstrate that institutional diversity plays a mediating role in
the relationship between country-level governance institutions
(legal system and quality of country governance) and CSR/ESG
disclosure. It also seems that institutions significantly impact the
variation in CSR/ESG disclosure among stakeholder-oriented
companies (Ioannou and Serafeim 2023) but overall, there are
significant company-level effects to consider, as well as a global
isomorphism emerging among multinational corporations.

By presenting evidence of the impact that legal institutions have
in influencing firms' social performance within different NBS,
our study has policy implications. In fact, for policymakers, our
study has identified key levers, at the country level, to strengthen
the understanding of how legal institutions can enhance social
performance and hopefully, it contributes to the discussion of
how institutions themselves could be reformed or even trans-
formed to further promote and ultimately achieve social goals
globally. Policymakers can improve regulations, standardise
reporting frameworks and promote stakeholder engagement to
support sustainability. At a company level, stronger board over-
sight, integrating CSR/ESG into core strategies and fostering a
corporate culture of transparency and accountability are crucial.
Supporting smaller firms and promoting international collabo-
ration on CSR/ESG standards can also drive better outcomes.
Overall, these measures can enhance corporate contributions to
sustainable development and address global environmental and
social challenges.

Moreover, our study contributes to the literature on institutional
isomorphism (coercive, mimetic and normative pressures) by
showing how global pressures and transnational interactions
shape corporate practices towards CSR/ESG. It provides empir-
ical insight into how institutional isomorphism operates in di-
verse institutional contexts, contributing to the understanding of
how companies respond to external pressures to legitimize and
maintain their reputation. Therefore, normative, non-regulatory
pressures—that is, the informal, widespread, proactive goals,
values and norms at play across a variety of stakeholders—are
critical for understanding substantive environmental strategies.
In contrast, regulatory and coercive pressures generally do not
provoke substantive action unless they align with the legitimate
strategies and normative inclinations of the organization.
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A limitation of our study is that, while we examine the sensi-
tivity of smaller firms to governance variables in adopting ESG
practices, the behaviour of larger firms in this regard has not
been fully explored. Additionally, the focus on firms listed in the
MSCI World Index may limit the generalizability of our findings
to other regions or firm types. Future research could further in-
vestigate the differing responses of larger firms to governance
factors and explore CSR/ESG practices across a broader range
of firms and institutional contexts. For those reasons, we recom-
mend that future research further investigate the role of formal
and coercive institutions among firms' behaviour under global
governance.
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