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Abstract Multinational enterprises (MNEs) venturing
into emerging economies operate in relatively unfamiliar
environments that, compared with their home countries,
often display a high degree of administrative distance (i.e.,
differences in social rules, regulations, and governmental
control and enforcement mechanisms). At the same time,
many MNEs face the question of how intensely to commit
to corporate social responsibility (CSR) in emerging
economies, given the often relatively lower social stan-
dards in those countries. This research addresses the
question of how administrative distance, MNE subsidiary
size, and experience in the host country relate to the extent
to which MNEs strategically commit to CSR in their
emerging economy subsidiaries. We argue that the greater
the administrative distance between MNEs’ home and host
countries, the lesser the MNE subsidiaries strategically
commit to CSR. At the same time, we predict that the
larger the size of MNE subsidiaries (as a proxy for local
subsidiaries’ available resources), and the longer their
experience in the host country, the more the MNE
subsidiaries strategically commit to CSR. To test our
hypotheses, we use data from a large-scale, cross-industry
survey of 213 subsidiaries of Western MNEs in Asia,
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Introduction

The question of how intensely to engage in corporate social
responsibility (CSR) ranks high on the agenda of multi-
national enterprises (MNEs) (Reimann et al. 2012).
Increasingly, firms move away from isolated social activ-
ities (e.g., making selective donations) toward establishing
CSR as an overarching business activity, to increase the
authentic value of their commitment (Hart and Milstein
2003). Such emphasis on strategic commitment to CSR
might be particularly important when operating in emerg-
ing economies, a context in which administrative require-
ments for CSR are often relatively lower than in developed
markets (Lee 2011; Yang and Rivers 2009). In addition,
MNESs have long been accused of harboring exploitative
intentions in emerging economies, such as taking advan-
tage of low local labor rights or poor working standards for
their own profit (Christmann and Taylor 2006). However,
research has only scarcely explored the role of different
administrative environments on MNE subsidiaries’ strate-
gic commitment to CSR in emerging economies. Further-
more, despite general acknowledgment that firms’
commitment to CSR is resource consuming (Russo and
Perrini 2010), scant research has investigated the role of
MNE subsidiary size (as a proxy for subsidiaries’ available
resources) and MNE subsidiary’s experience in the host
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country (as a proxy for accumulated knowledge and
awareness of the local situation) in determining their stra-
tegic commitment to CSR in emerging economies. To
further augment knowledge in the area, we investigate the
following research question: How do administrative dis-
tance, MNE subsidiary size, and MNE subsidiary’s expe-
rience in the host country (as a proxy for accumulated
knowledge and awareness of the local situation) relate to
the extent to which MNE subsidiaries strategically commit
to CSR in emerging economies?

We define strategic commitment to CSR as the extent to
which MNE subsidiaries make clear their strategic inten-
tions and direction to CSR (Pirsch et al. 2007), which
provides guidance to their organizational members on the
seriousness attached to CSR issues (Boswell and Boudreau
2001). Strategic commitment to CSR involves the dedica-
tion of resources, such as channeling management attention
to CSR (Carter and Jennings 2004), making CSR an inte-
gral part of the local business strategy (Aguilera et al.
2007), placing CSR at the center of corporate branding
(Sen and Bhattacharya 2001), and defining and monitoring
measurable targets regarding social performance (Mar-
rewijk et al. 2004). By implementing such guiding princi-
ples, MNEs can provide their organizational members a
“framework of meaning” (Jarzabkowski 2005, p. 95) with
which they can align their actions (Noda and Bauer 1996).

With our research, we investigate an apparent paradox
MNEs face in emerging economies. On the one hand,
MNESs’ need to build legitimacy with local constituents
increases with rising cross-country distance (Kostova and
Zaheer 1999; Lee 2011) and higher visibility of the firm
(Gonzalez-Benito and Gonzalez-Benito 2006; Meznar and
Nigh 1995). Prior research suggests that CSR can help
building legitimacy in emerging economies (Reimann et al.
2012). On the other hand, MNEs face rising costs and
complexities in administratively distant countries (Eden
and Miller 2004; Kostova and Zaheer 1999), which,
depending on their local subsidiary size, might force them
to dedicate their scarce resources on their core business and
thus limit their ability to move away from isolated CSR
activities to develop a true overarching strategic commit-
ment to CSR (Campbell et al. 2012).

Along these lines, we aim to contribute to the literature
in two ways. First, we break new ground by employing
institutional theory to investigate the role of administrative
distance on MNE subsidiaries’ strategic commitment to
CSR in the specific context of emerging economies. Sec-
ond, we extend findings on the impact of firm size and local
experience on MNE subsidiaries’ strategic commitment to
CSR from a developed country context to the context of
emerging economies.

To empirically test our hypotheses, we use a large-scale,
cross-industry sample of 213 subsidiaries of German
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corporations in Brazil, China, the Czech Republic, Hun-
gary, and India. Furthermore, we combine the sample data
with country-level data drawn from the World Bank’s
Governance Indicators on the administrative environments
of the countries in our study. By focusing on this hetero-
geneous subset of emerging economies, we capture good
variance of home-host country distance. The sampled
countries all possess heterogeneous administrative and
economic backgrounds and follow unique scales and scope
of transformation to more rule-based administrative
frameworks (Peng 2003; Peng et al. 2008), placing them at
different relative administrative distance to the MNEs’
home country, Germany.

The remainder of this article proceeds as follows: We
begin by examining administrative distance as the core
concept of this study. Then, we present the research
framework and hypotheses. Next, we provide the study’s
methodology and empirical results. Finally, we discuss the
research findings and limitations and offer further direc-
tions for research in the field.

Administrative Distance and MNEs’ Strategic
Commitment to CSR

Differences between countries, frequently measured as
institutional distance along various dimensions (Berry et al.
2010), influence firm strategy in several ways, including
entry modes, ownership strategies (Delios and Beamish
1999; DiMaggio and Powell 1983; Gaur and Lu 2007
Meyer and Rowan 1977; Xu et al. 2004; Xu and Shenkar
2002; Yiu and Makino 2002), and staffing strategies
(Boyacigiller 1990; Gaur et al. 2007; Gong 2003; Harzing
2001). Recently, research has also begun to shed light on
the role of distance on firms’ stance on CSR. One dimen-
sion of distance that might be particularly influential in this
regard is administrative distance, which captures differ-
ences in local rules, regulations, and governmental control
and enforcement mechanisms (Ghemawat 2001; Kaufmann
et al. 2006).

Prior research has argued that such distance increases a
firm’s risk of being met with distrust by local stakeholders
(Lee 2011; Yang and Rivers 2009), which can increase a
firm’s disadvantages in accessing local resources and
markets. Especially in the context of emerging economies,
MNESs face such legitimacy challenges, manifested in a
frequent accusation that MNEs exploit locally weaker
administrative standards for their own profit (Christmann
and Taylor 2006; Korten 1995; Vernon 1998; Walter
1982). In the particular context of CSR, Campbell et al.
(2012) analyze the influence of administrative distance on
“social” mortgage lending practices of foreign bank
subsidiaries in the United States, finding a negative link
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Fig. 1 Research framework and results of structural equation modeling

between the two constructs. We expand these inroads by
taking a broader, more strategy-focused perspective—
namely, the strategic commitment firms place on social
issues—and by focusing on the context of emerging
economies, in which the notion of CSR and legitimacy
challenges might differ from the Western world. To com-
pute administrative distance between the countries in our
sample, following the proven method of Campbell et al.
(2012), Ghemawat (2001), and Lavie and Miller (2008), we
capture data on countries’ administrative frameworks from
the World Bank’s Governance Indicators, including voice
and accountability, political stability and absence of vio-
lence, government effectiveness, regulatory quality, rule of
law, and control of corruption.

Research Framework and Hypotheses

Our research framework comprises the relationships
between home-host country administrative distance, MNE
subsidiary size, and MNE experience in the host country
(three antecedents) and MNE subsidiaries’ strategic com-
mitment to CSR in emerging economies. In addition, we
test for the moderating role of MNE subsidiary size and
MNE experience in the host country on the relationship
between administrative distance and MNEs’ strategic
commitment to CSR. Figure 1 depicts the research
framework and the results.

--------- » Insignificant relationship

Administrative Distance and MNE Subsidiaries’
Strategic Commitment to CSR

Administrative distance between firms’ home and host
countries refers to differences in countries’ rules, regula-
tions, and governmental control and enforcement mecha-
nisms (Ghemawat 2001; Kaufmann et al. 2006). To predict
the relationship between administrative distance and MNE
subsidiaries’ strategic commitment to CSR in emerging
economies, different lines of theory are available, but they
lead to controversial conclusions.

On the one hand, CSR can serve as a means for MNEs to
improve their local legitimacy in emerging economies
(Bartlett et al. 2007; Gifford and Kestler 2008; Reimann
et al. 2012). This suggests a positive relationship between
administrative distance and MNEs’ strategic commitment
to CSR because MNEs have greater difficulties in building
rapport with local constituents the more distant home and
host country are (Kostova and Zaheer 1999; Lee 2011).

On the other hand, strands of research have posited a
negative link between administrative distance and MNEs’
strategic commitment to CSR in emerging economies.
First, according to Walter’s (1982) “pollution haven”
theorem, MNEs might take advantage of administrative
cross-country differences and allocate their subsidiary
operations to the countries that have less strict regulation
and less stringent control and enforcement mechanisms in
CSR-relevant areas (Christmann and Taylor 2001). Thus,
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as long as emerging economies’ administrative environ-
ments do not provide sufficient inducements for firms to
strategically commit to CSR as part of their local business
conduct or apply little, if any, corresponding penalties,
MNE subsidiaries will likely not commit to CSR (Yang
and Rivers 2009).

Second, institutional theory, in particular the “concept of
isomorphism” (i.e., foreign firms’ adoption of conduct
similar to those of local firms), proposes a negative link
between administrative distance and MNEs’ strategic
commitment to CSR. According to prior research, iso-
morphism helps foreign MNEs survive in distant environ-
ments (Deephouse 1996; DiMaggio and Powell 1983;
Kostova and Zaheer 1999; Meyer and Rowan 1977). By
isomorphically adapting their business conduct to that of
local incumbent firms, MNE subsidiaries are likely to avoid
potential pitfalls (that might put them at a disadvantage to
local competitors) and thus operate successfully in the
foreign environment (Kostova and Zaheer 1999). There-
fore, when operating in administratively distant emerging
economies, MNE subsidiaries may mimic the relatively
low levels of strategic commitment to CSR of local
competitors.

Third, Campbell et al. (2012) empirically find that
administrative distance is negatively related to some forms
of CSR (social mortgage lending practices of banks) in a
developed country context. They argue that with rising
administrative distance, foreign affiliates have difficulties
in dealing with contextual uncertainties, leading to “lia-
bility of foreignness” (LOF), or the extra costs incurred
from a firm’s foreignness in a new business environment
(Mezias 2002; Zaheer 1995), which ultimately decrease
firms’ ability to commit to resource-intensive CSR. Espe-
cially when operating in highly administratively distant
emerging economies, MNEs must cope with additional
costs related to devoting their local subsidiaries’ resources
to aspects such as “monitoring, dispute settlement,
opportunistic behavior of local partners, and lack of trust in
unknown partners” (Gaur and Lu 2007, p. 88). In turn,
LOF might limit MNEs’ ability to allocate their subsidi-
aries’ resources to strategically commit to CSR in emerg-
ing economies.

In summary, despite the commitment to CSR as a
potential way to build much-needed legitimacy, we argue
that greater administrative distance increasingly restrains
MNE:s from committing to CSR because of their potential
advantages from cross-country administrative arbitrage,
isomorphic pressures to mimic local incumbents, and sig-
nificant degrees of LOF. Thus, we hypothesize the
following:
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H1 The greater the administrative distance between
MNESs’ home and host countries, the lesser is the MNE
subsidiaries’ strategic commitment to CSR.

MNE Subsidiary Size and MNE Subsidiaries’ Strategic
Commitment to CSR

MNE subsidiary size, measured by MNE’s number of
subsidiary employees (e.g., Aragén-Correa 1998; Elsayed
2006), may affect the level of MNEs’ strategic commit-
ment to CSR in emerging economies for two reasons. First,
the larger the subsidiary, the higher is its visibility among
local constituents (Gonzalez-Benito and Gonzalez-Benito
2006; Meznar and Nigh 1995) that, according to legitimacy
theory, often scrutinize MNEs’ strategic commitment to
CSR to judge the firms’ conformance to local values and
beliefs (Suchman 1995). Particularly in an emerging
economy context, in which MNEs are often accused of
harboring exploitative intentions (Christmann and Taylor
2006), large and, thus, more visible MNE subsidiaries may
have a strong incentive to strategically commit to CSR as a
means to prevent reputational damages and enhance local
legitimacy.

Second and in line with Bowen (1999), firm size not
only captures an organization’s visibility but also extends
to a firm’s availability of managerial slack resources
(Brammer and Millington 2006), which help develop a
firm’s strategic commitment to CSR. That is, committing
the firm to CSR is a resource-intense management chal-
lenge, including “gathering information on [CSR-related
standards in a local environment], passing this information
up through the organization and liaising with internal
planners” (Galbreath 2010, p. 514). The larger MNEs’
subsidiaries, the greater may be their access to the mana-
gerial resources required to conduct these tasks (Johnson
and Greening 1999; Perrini et al. 2007) and to formalize
their internal management processes directed to CSR
commitment (Donaldson 2001), including an “improved
issues management architecture that facilitates improved
social responsiveness” (Brammer and Millington 2006,
p- 9). In contrast, smaller MNE subsidiaries may more
likely dedicate their scarce managerial resources on
strengthening their core business activities (Udayasankar
2007) and short-term economic survival (Munilla and
Miles 2005), by concentrating on developing their local
production facilities, their supply chain, and their sales,
client, and distribution networks in emerging economies.
To test this perspective, we hypothesize:

H2 The larger the MNE subsidiaries’ size, the greater is
their strategic commitment to CSR.
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Host Country Experience and MNE Subsidiaries’
Strategic Commitment to CSR

From a theoretical perspective, two different lines of
argument on the influence of host country experience on
strategic commitment to CSR can be made, leading to
differing predictions regarding the relationship. First, when
a firm enters a foreign market, it faces deficiencies in
knowledge of the local environment, which can constitute a
significant competitive disadvantage compared with local
incumbent firms (Delios and Beamish 1999; Hymer 1976).
Scholars like Davis et al. (2000) and Gaur and Lu (2007)
argue that through a process of acculturation and experi-
ence, firms can over time reduce their unfamiliarity and
build up the knowledge and capabilities (Barkema and
Vermeulen 1997; Delios and Beamish 2001; Luo and Peng
1999) required for effective and efficient operation in the
host country. Thus, at the early stages of strategy design,
MNESs’ priority might lie in allocating firm-internal
resources to primarily strengthen the core business (Mu-
nilla and Miles 2005). For example, MNEs might need to
allocate their management capacities to their production
facilities, their supply chain and distribution networks, and
to ensure compliance with the administrative requirements
of the host country (Gaur and Lu 2007). When MNEs have
firmly established their business operation in the host
country environment, they might use the now freed-up
management capacities to commit more strongly to CSR.
Thus, we would expect that MNEs over time increase their
commitment to CSR as a legitimacy-catalyzing vehicle in
their host country operations (Gardberg and Fombrun
2006).

On the other hand, when operating in unfamiliar envi-
ronment, firms often resort to isomorphic strategies, i.e.,
they try to align their own business practices with those of
local competitors (Miller and Eden 2006; Zaheer 1995). In
the case of emerging economy host countries, CSR com-
mitment of local competitors will often be relatively low
(Lee 2011; Yang and Rivers 2009), so that for many
MNEs, a process of isomorphic adaptation likely implies a
lowering of their own CSR efforts during the adaptation
process. Early in the subsidiary’s life, business practices
often still resemble those of the headquarters, since sub-
sidiary management is not yet familiar with the new
business environment and does not know well how to
adapt. Over time, firms have more opportunity to observe
local competitors’ approaches, including their stance on
CSR, so that the possibility for isomorphic behavior and a
resulting lowering of CSR commitment increases.

While both of these lines of arguments appear plausible,
recent empirical research by Salomon and Wu (2012)
counters the notion of increasing isomorphic adaptation
over time. Particularly, these authors find that general

isomorphic behavior in distant environments does not
increase with local experience, but remains constant. We
therefore expect that the described mechanics leading to a
positive link between host country experience and com-
mitment to CSR play out more strongly, and we tentatively
put forth:

H3 The longer MNEs’ experience in respective host
countries, the higher is the degree to which they integrate
CSR elements into their subsidiary strategies.

Moderating Effects

Our argumentation leading to H1 proposes that MNE
subsidiaries can be restrained from committing to CSR
because of (1) their advantages from cross-country
administrative arbitrage, (2) isomorphic pressures to mimic
local incumbents, and (3) the significant degrees of LOF in
emerging economies. We hypothesize that these mechanics
work less strongly for larger subsidiaries and for subsidi-
aries with longer host-country experience—that is, that
subsidiary size and host country experience not only
directly affect strategic commitment to CSR but also pos-
itively moderate the link between administrative distance
and strategic commitment to CSR.

First, larger firms have higher visibility both locally and
internationally (Gonzalez-Benito and Gonzalez-Benito
2006; Udayasankar 2007) and therefore may be more
careful not to take advantage of lower social standards in
administratively distant emerging economies. Second,
because of their greater resource availability (Brammer and
Millington 2006; Perrini et al. 2007), larger subsidiaries
may be less affected by LOF. Thus, we hypothesize the
following:

H4 The larger the MNE subsidiaries’ size, the weaker is
the negative impact of administrative distance between
MNEs’ home and host countries on MNE subsidiaries’
strategic commitment to CSR.

With longer experience, firms are able to more accu-
rately interpret differences in their host country’s local
rules, regulations, and governmental control and enforce-
ment mechanisms (Gaur et al. 2007). That is, experience
allows firms to better deal with the local environment,
overcome liabilities of foreignness and thus reduces the
relevance of home-host country administrative distance for
the firm’s conduct (Henisz and Williamson 1999). Thus,
we expect:

HS The higher the MNE subsidiary’s experience in the
host country, the weaker is the negative impact of admin-
istrative distance between MNEs’ home and host countries
on MNE subsidiaries’ strategic commitment to CSR.

@ Springer
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Table 1 Computation of
administrative distance

Euclidean distance calculated
using Kogut and Singh’s (1988)
formula

n = 213 (total sample)

Methodology

We analyzed the subsidiaries of German firms in five host
countries: Brazil, China, the Czech Republic, Hungary, and
India (Table 1). Because the literature provides no uni-
versally accepted definition for “emerging economies” or a
fixed set of countries belonging to a group of emerging
economies, we follow Dow Jones and the Forbes-accred-
ited Euromoney Institutional Investor Company, both of
which use the term, to select the countries in our sample
(Dow Jones Indexes 2010; Ehrgott et al. 2011). The five

Indicator Country
Germany  Brazil China Czech Republic  Hungary  India
n=71 n=42 n=29 n=15 n =56
1. Voice and accountability 0.00 0.70 0.11 0.12 0.08 0.81
2. Political stability and 0.00 1.74 231 0.00 0.07 4.71
absence of violence
3. Government effectiveness ~ 0.00 3.20 2.07 0.58 0.81 2.40
4. Regulatory quality 0.00 272 3.10 0.32 0.17 3.46
5. Rule of law 0.00 4.67 4.80 0.76 0.74 2.62
6. Control of corruption 0.00 3.31 5.24 2.16 1.30 4.49
Euclidean distance 0.00 2.72 2.94 0.66 0.53 3.08
Table 2 Sample distribution by industry
Industries Share in
sample (%)
Electronics 7.9
Automotive 23.8
Chemicals, pharmaceuticals, oil and gas 16.8
Mechanical engineering 253
Consumer goods 7.9
Wholesale and retail trading 1.9
Other® 16.4
n=213

countries in our sample represent a high level of German
foreign direct investment, represent economies from the
world’s major emerging growth regions (Asia, Eastern
Europe, and Latin America), and have varying adminis-
trative distances from Germany.

Data Collection and Sample

For data collection, we mailed a standardized questionnaire
to the respective subsidiary heads. To compute the score
for administrative distance between Germany and the
respective host countries, we followed previous research
(Campbell et al. 2012; Ghemawat 2001; Lavie and Miller
2008), used the 2007 World Bank Governance Indicators,
and applied the Euclidean distance calculation' (Kogut and
Singh 1988). Table 1 shows each country’s overall
administrative distance from Germany.

Two pretests with eight CSR and international business
scholars and seven managers from a diverse range of

! Euclidean distance formula:

n
AD. =" [l — 1,/ Vi),

i=1

where AD, is the administrative distance between country c¢ and

Germany, n is the number of indicators for a particular measure (six
for AD,), I refers to institutional indicator () for country c, I, refers
to institutional indicator (/) for Germany (g), and V; is the variance of
indicator I.
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Table 3 Sample distribution by company size

Share in
sample (%)

Company size (annual revenue
of local subsidiary)

<25 million EUR 38.3
25-50 million EUR 15.9
50-100 million EUR 12.6
100-250 million EUR 15.9
250-500 million EUR 5.6
500-1,000 million EUR 5.6
1,000-2,500 million EUR 4.7
2,500-5,000 million EUR 0.5
>5,000 million EUR 0.9

n =213

industries and regions helped improve clarity of the item
wording. In total, 778 potential respondents in the five
countries were approached through the German Chamber
of Commerce. All were subsidiaries that had local pro-
duction or logistic operations in the target country, with
only one subsidiary per parent firm in each country. The
overall response rate was 27.4 %, with a total response of
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213 subsidiaries (see Table 1)>. Tables 2 and 3 show the
diversity of industries and firm size.

Scale Development

We used or adapted existing scales from Banerjee et al.
(2003), Carter and Jennings (2004), and Judge and Douglas
(1998) to measure the dependent variable “MNE sub-
sidiary’s strategic commitment to CSR.” We formulated
the associated items as statements, which asked respon-
dents to indicate their level of agreement on a seven-point
Likert-type scale, anchored by “strongly agree” and
“strongly disagree.” The country-level independent vari-
able “administrative distance” is based on items from the
2007 World Bank’s Governance Indicators. Table 1 pro-
vides a list of the included items.

For the measurement of the firm-level independent
variable “MNE subsidiary size”, we followed extant lit-
erature in drawing on the number of employees (e.g.,
Aragdn-Correa 1998; Elsayed 2006). In this, we asked the
respondents to indicate the number of their local sub-
sidiary employees as a proxy for their local subsidiaries’
slack resources available to strategically commit to CSR
in light of rising LOF (extra costs) in emerging econo-
mies. To reflect the likely diminishing marginal effect of
additional employees, we used the natural log of the
number of employees for calculating the model (Mishra
and Modi 2013; Gaur et al. 2014; Peng and Beamish
2014).

The firm-level independent variable “MNEs’ experience
in host countries” refers to the number of years that the
respective subsidiary in the country has been in existence.
Also for this measure, we used to natural log to reflect
likely diminishing marginal effects (Riaz et al. 2014).

Key Informant Issue

To ensure the robustness of the results against key infor-
mant issues, we sent the survey only to the heads of the
respective subsidiaries and asked them to report both the
number of years they had held their current position and the
intensity of their involvement in social issues at their
subsidiaries (Kumar et al. 1993). The average respondents’
(mean) tenure in their current position was 8.2 years; their
average involvement scored 5.4 (with a range from 2 to 7
on the Likert-type scale), demonstrating adequate knowl-
edge of respondents on all aspects. To mitigate social
desirability bias, we applied the other-based questioning
technique (Armacost et al. 1991), asking subsidiary heads

2 This sample resulted from the same data collection effort that is the
basis for Reimann et al. (2012).

to answer the survey questions with regard to their country
subsidiary as a whole. We also guaranteed anonymity to all
respondents.

Control Variables

To ensure the robustness of the structural model and con-
sistency of our findings across a range of different settings,
we introduced four additional control variables. First, we
controlled for industry because the level of commitment to
CSR may differ from industry to industry, either because the
nature of operations in some industries is particularly sen-
sitive to CSR issues or because public awareness of certain
industries is greater as a result of increased media coverage
(Gonzalez-Benito and Gonzalez-Benito 2006; Kolk et al.
2001). Second, we controlled for MNE subsidiaries’ people
orientation in organizational culture, measured by adapting
existing scales from O’Reilly et al. (1991), Chatman and
Jehn (1994), and Carter and Jennings (2004), as a proxy of
MNE local managers’ intrinsic motivation to help local
people by defining their firms’ strategic commitment to local
CSR (Carter and Jennings 2004). Third, we controlled for
social pressure from government, applying existing scales
from Reimann et al. (2012), because emerging economy
governments have recently begun to attach greater impor-
tance to CSR as part of their country development programs
and to assign MNEs integral roles in those programs. Fourth,
we controlled for social pressure from middle management,
also applying existing scales from Reimann et al. (2012)
who found that middle management influences CSR prac-
tices in emerging economies.

Results

We applied structural equation modeling using the AMOS
software to test our hypotheses. We assessed the measure-
ment model of the constructs using confirmatory factor
analysis. Following Byrne (2001), we identified items to be
eliminated using the modification indexes as provided by
AMOS. We excluded some construct items from further
analyses to improve goodness of fit of the structural model
(see Appendix 1). Finally, each of the remaining scale items
had a factor loading of at least 0.40, and all factor loadings
were highly significant (p < 0.0001), suggesting that con-
vergent validity exists for the indicators (Gerbing and
Anderson 1988). Table 4 provides the correlations among
the constructs.

We used the Chi square/degrees of freedom ratio (y*/df),
Bentler’s (1989) comparative fit index (CFI), the Tucker—
Lewis index (TLI), the goodness-of-fit index (GFI), the
adjusted goodness-of-fit index (AGFI), and the root mean
square error of approximation (RMSEA) to assess the fit of
the structural model (Dion 2008). The resulting values (;(2/
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df ratio: 0.949; CFI: 1.000; TLI: 1.002; GFI: 0.984; AGFI:
0.956; and RMSEA: 0.000) indicated a satisfactory fit
(Bagozzi and Yi 1988; Hu and Bentler 1999).

To empirically assess the moderation effect of MNE
subsidiary size and MNE experience in the host country on
the relationship between administrative distance and MNEs’
strategic commitment to CSR (H4, HS5), we applied the
method of interaction moderation (Baron and Kenny 1986).
Here, we computed the interaction term between the two
respective antecedent constructs (standardized values of
administrative distance multiplied by standardized values of
MNE subsidiary size for H4; standardized values of
administrative distance multiplied by standardized values of
MNE experience in host country for H5) and added this term
as a additional independent variables (antecedent) to our
structural equation model (Edwards and Lambert 2007).

The results from the hypothesis testing appear in Fig. 1;
the solid lines represent a significant relationship (p < 0.05)
between the constructs, and the dashed lines indicate the lack
of a statistically significant relationship. H1 and H2 were
statistically supported; H3, H4 and H5 were not supported.

Discussion and Summary

First, and as expected, we found that administrative distance
between MNEs” home and emerging economy host countries
is negatively associated with their strategic commitment to
CSR in emerging economies (H1). This finding ties in with
institutional theorists who argue that MNEs often use
administrative cross-country differences for their own ben-
efits (Christmann and Taylor 2006) and with scholars who
attest to MNESs’ isomorphic adaptation to local incumbent
firms’ conduct (Deephouse 1996; DiMaggio and Powell
1983; Kostova and Zaheer 1999; Meyer and Rowan 1977).
Furthermore, the observed negative link between adminis-
trative distance and MNE subsidiaries’ strategic commit-
ment to CSR extends previous findings of Campbell et al.
(2012) in two ways: first, from the developed country context
to the context of emerging economies and, second, to a
broader definition of CSR commitment. That is, we show that
despite MNEs’ need to embrace CSR in an effort to trans-
form their emerging economy stakeholder relationships
from conflicted or neutral to cooperative (Bartlett et al.
2007), MNEs may face hindrances in committing to CSR in
emerging economies because of the significant challenges
and LOF they encounter when operating in an emerging
economy.

Second, we confirmed a positive relationship between
MNE subsidiary size and MNE subsidiaries’ strategic
commitment to CSR in emerging economies (H2). In doing
so, we extend previous findings from a developed country
context to the context of emerging economies, arguing that
larger and more visible organizations face more scrutiny

from local constituents to engage in CSR than smaller
organizations (Gonzalez-Benito and Gonzalez-Benito
2006; Meznar and Nigh 1995) and that larger organizations
have a greater ability to apply slack resources to the defi-
nition of their commitment to CSR (Bowen 1999; Bram-
mer and Millington 2006; Udayasankar 2007).

Third, we did not find support for the expected positive
relationship between MNE experience in the host country
and commitment to CSR (H3). Also, we found no mod-
erating effects of MNE subsidiary size (H4) and MNE
experience in the host country (H5) on the link between
administrative distance and commitment to CSR.

Summarizing, our study offers several useful insights for
scholars and practitioners. We find that firms tend to
commit less to CSR in their subsidiaries the higher home—
host country administrative distance is. This relationship
appears to be stable, regardless of firm size and experience
in the host country. While we are careful to interpret these
findings, they provide some indication that firms purpose-
fully decide to commit less to CSR in distant environments,
and that this decision is not changed much over time. For
managers, it is important to be aware that competitors
might act according to this pattern, since it might present
threats (if competitors manage to achieve cost advantages
through these strategies), as well as opportunities when a
firm can manage to differentiate itself by committing more
strongly to CSR against the trend. Scholars have pointed to
advantages that such above-average CSR commitment can
bring (Golicic and Smith 2013), particularly with regard to
improving stakeholder relationships (Bartlett et al. 2007;
Gifford and Kestler 2008; Reimann et al. 2012). Further,
we find very clearly that large firms place higher emphasis
on CSR in their emerging economy subsidiaries than
smaller firms. This raises several important questions
regarding both the reasons for this difference, and for
potential outcomes. Do smaller firms commit less to CSR
because they are under higher economic pressure and have
less resources available (Perrini et al. 2007), or do they feel
they can afford to commit less because they are “under the
radar” of public scrutiny (Gonzalez-Benito and Gonzalez-
Benito 2006)? Regarding outcomes, is it that commitment
to CSR pays out less for smaller firms than for large firms,
or would managers of smaller firms be well advised to pay
more attention to this topic? In any case, managers of
smaller firms might want to review their level of CSR
commitment, and look for opportunities for their firms to
differentiate by creating value for employees and com-
munities with the resources available.

Limitations and Further Research

Several limitations to this study could represent worthwhile
avenues for further research. First, we focus our
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investigation on the context of Western firms’ operations in
emerging economies. A particularly noteworthy expansion
of this empirical scope would be to compare our findings
with contexts in which emerging economy firms operate in
other emerging economies. While general living conditions
in such context are often relatively similar between home
and host country, administrative distance can still be
substantial.

Second, future studies could expand the measurement
scope of MNEs’ strategic commitment to CSR that we
applied herein—for example, by including aspects targeted
at environmental goods (Aguilera-Caracuel et al. 2012) or
on CSR in the broader supply chain (Pagell and Shev-
chenko 2013; Thornton et al. 2013)—and thereby apply a
more holistic proxy for MNEs’ strategic commitment to
CSR in emerging economies.

Third, we focused on administrative distance as one
aspect of cross-country distance to keep the theoretical
discussion to a manageable level. Further research might
complement this perspective by taking into account addi-
tional measures of distance. A starting point in this regard
is the work of Berry et al. (2010), which outlines nine
dimensions of cross-national distance: economic, financial,
political, administrative, cultural, demographic, knowl-
edge, connectedness, and geographic aspects.

Fourth, following Shenkar’s (2012) call not only to
examine effects from country-level distance but also to
investigate potential mechanisms that help firms overcome
the negative effects of distance, we encourage CSR
research to examine additional firm-level variables (other
than MNE subsidiary size) and their wider effects on
helping MNEs overcome LOF while enhancing local
legitimacy in distant environments.

Appendix 1: Questionnaire Scale Items

MNE subsidiary’s strategic commitment to CSR
In my country, our company

...has defined measurable targets regarding social performance.
(0.81)

...puts social soundness in the center of its corporate branding.
(0.83)

...makes social sustainability an integral part of our business
strategy. (0.93)

...places a lot of top management attention on social issues. (0.88)

Composite reliability: 0.886; coefficient o: 0.88; average variance
extracted: 0.661

Eliminated items (reason for elimination):

...positions itself as a leader regarding social innovations. (high
internal correlation)

Social pressure from government

@ Springer

Government regulation in this country
...currently sets strict social standards for my company. (0.83)
...is likely to increase pressure if my industry does not improve
socially by itself. (0.89)
...actively pushes for social improvement in my industry. (0.91)

...Is expected to increase pressure regarding social efforts within
the next 3 years. (0.85)

Composite reliability: 0.89; coefficient a: 0.89; average variance
extracted: 0.68

Eliminated items (reason for elimination):

...is lobbied by activist groups to increase social standards for my
industry. (high internal correlation)

Social pressure from middle management
The middle managers in our company

...have started projects to enhance our company’s social
performance. (0.84)

...want our company to make a positive social contribution to the
local community. (0.88)

...speak up if they feel our company can improve socially. (0.85)

Composite reliability: 0.82; coefficient a: 0.82; average variance
extracted: 0.60

Eliminated items (reason for elimination):

...show initiative to advance social causes. (high internal
correlation)

...show a personal sense of obligation toward social conduct. (high
internal correlation)

MNE subsidiary’s people orientation in organizational culture
Organizational culture in your subsidiary
Our company’s organizational culture is strongly characterized by
...being people oriented. (0.76)
...fairness. (0.88)
...being supportive. (0.88)
...the desire to be a good corporate citizen. (0.70)

Composite reliability: 0.82; coefficient o: 0.81; average variance
extracted: 0.53

Fit indices for overall measurement model: Xz/df = 1.742;
CFI = 0.965; GFI = 0.919; AGFI = 0.884; TLI = 0.956;
RMSEA = 0.059

Standardized factor loadings are in parentheses

All items were measured on a seven-point Likert-type scale where
1 = “strongly disagree” and 7 = “strongly agree”

Respondents were told, “Please answer all questions with regard to
your local subsidiary (not your international corporation) unless stated
otherwise”
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