TO WHAT EXTENT DOES NEGATIVE PUBLIC EXPOSURE ON ENV IRONMENTAL
ISSUES INCREASE ENVIRONMENTAL PERFORMANCE?

Abstract

Media outlets can expose a company for environnmhectadents. NGOs and other civil society
organizations and networks can also negatively sxpoompanies for poor environmental
records through the media and/or their own pubbeatand webpages. Using a sample with the
350 largest British companies in terms of markedipitalisation and a dynamic data panel
approach, this study shows that negative publicosue in relation to environmental issues
leads to an increase in the company’s environm@atdbrmance within the following two years
and that this effect is driven by the largest congsin the sample. This disciplinary effect is
able to explain around 30% of the increase in therenmental performance of the 50% largest
companies’ of the sample that took place betweddl 26hd 2011. The rationale behind this
result is that negative public exposure entailsit&jonal costs for the companies that have been
exposed. Increasing the level of environmentalggardnce may allow these companies to repair

their damaged reputations and/or protect themsé&gasadditional exposure.



Some environmental accidents that have appeardigeirmedia have had a substantial
impact on how companies integrate environmentakceors into their strategies. Indeed, the
Seveso (1976), Bhopal (1984), Chernobyl (1986) Breon Valdez1989) accidents, which
were widely reported by the media, contributedhe integration of environmental protection
into the company’s strategic concerns in the 1&80% and early 1990s (Hoffman & Bansal,
2012). While media exposure can be a driver of ghan the corporate environmental strategy,
civil society organizations such as NGOs can abgehan impact on companies’ environmental
practices through “bad cop” strategies such aspiaic exposure of the companies’ poor
environmental records (Lyon, 2010a). The pressune companies generated by these
confrontational strategies is likely to have inc®@& over time. Indeed, the number of
international NGOs has increased from less thaf(01li8 1960 to more than 57,000 in 2012
(Union of International Associations, 2013). Moregvthe spread of information technologies
has given civil society organizations, as well be tnedia, a huge capacity to disseminate
information about a company’s practices and to hrebthe public around environmental issues.
Finally, since the media have gatekeeping powat, i) the ability to filter the information, the
internet allows public access to all the informattbat the media does not broadcast or publish

(Palazzo & Scherer, 2006).

Being publicly exposed by the media and civil stcierganizations in relation to an
environmental accident or for a poor environmentégbrd can damage a company’s reputation
in the eyes of customers, investors, supplierseanployees and negatively affect revenues and
financial performance (Baron, 2003; Fombrun, Gargh& Barnett, 2000; Kassinis, 2012).

Therefore, negative public exposure in relationetovironmental issues may result in the



adoption of environmentally responsible measunesyrder to repair the company’s damaged
reputation and/or acquire “reputational capitalleato protect the company from reputational

damage in case of additional exposure (Bourdie801®linor & Morgan, 2011).

Using a sample of companies that contains the itoests of the FTSE350 index, that is,
the 350 largest companies in terms of market dagateon that are listed on the London Stock
Exchange, and a panel data approach, this studydeempirical evidence that negative public
exposure in relation to environmental issues, eitihéhe media or in civil society organizations’
publications and websites, has a positive impack @ompany’s environmental performance.
This disciplinary effect is identified by exploigrnthe companies’ intertemporal variation in the
level of environmental performance and negativelipubxposure. The advantage of this
approach is that it controls for any time-invariaampany-specific characteristic that could
contaminate the coefficients. Moreover, | contayl dompany-level time-varying characteristics,
namely size, profitability, leverage and visibility the media. Finally, the introduction of time
fixed effects controls for any unobserved time-wagy determinants of the environmental
performance that affect all the companies in thmestashion. Since a model able to identify the
disciplinary effect requires the introduction ofi$¢aof the dependent variable in the regressors,
and these lags introduce a bias in the fixed-eff@einel data estimator used to quantify the
disciplinary effect, | check the robustness of thsults obtained using a dynamic panel data

approach with the Arellano-Bond estimator.

This study makes two additional contributions te #xisting literature on the drivers of

environmental performance. First, it shows that thseciplinary effect of negative public



exposure in relation to environmental issues omigte for the largest companies in the sample.
Second, it quantifies the extent to which this tiegapublic exposure is able to explain the
companies’ increase in their environmental perforoea The data show that this public exposure
is able to explain approximately 30% of the inceeas the environmental performance

experienced by the 50% largest FTSE350 companiesba 2001 and 2011.

INTRODUCTION

Some well-known companies that have been negatieeposed by NGOs and media
outlets in relation to environmental issues hawspoeded by taking into account the public’s
demands. For example, when Greenpeace occupidsrémé Spar on April 30, 1995, and used
the mass media to inspire protests across NortBarope, within the next two months Shell
responded to public pressure by renouncing toléespfor deep-sea disposal (Bakir, 2005). It
should be noted that the boycott reportedly led &0% decline in sales at some German Shell
stations during the height of the protests (Sn2008: 285). More recently, in March 2010,
Greenpeace launched an attack on Nestlé for theotismsustainable palm oil from the
Indonesian supplier Sinar Mas in its products. Safiar the attack, Nestlé stopped sourcing
palm oil from Sinar Mas and sought the help of atemal partner, Forest Trust, to help in its
exchanges with Greenpeace and to start auditingdtsy oil suppliers (lonescu-Somers &
Enders, 2012). In May 2010 Nestlé also joined tbarRitable for Sustainable Palm Oil. A third
example is the repeated media exposure of SheigierMlelta oil spills (Arnott, 2010; Duffield,

2010; Vidal, 2012). Nowadays, Shell's webpage “@aks in Nigeria” (Shell Global, 2013)



provides the company’s views on the issues raigetthd activists and the press. In the workers’
rights dimension, a classical example is Nike, Whicas repeatedly exposed in the 1990s for
poor working conditions in the ‘sweatshops’ and tise of child labor. This public exposure
eventually resulted in Nike’s adoption of morerggent measures than those required by the Fair
Labor Association agreement, such as not hiringpaeybelow 18 in its footwear plants and
meeting US air quality standards in the workplaBar¢n, 2003). These examples show that
pressure from stakeholders is one of the drivercasporate environmental responsiveness

(Bansal & Roth, 2000) and, more generally, of CSR.

Several studies that use company-level quantitatata suggest that companies respond
to potential or actual negative public exposureobgoming more environmentally responsible.
Sam and Innes (2008) found that American compani@sdustries that were more frequently
subject to boycotts were also more likely to pgrate in a voluntary environmental program,
even if they had never been themselves the tarfgathmycott. Another study that examined
company behavior in response to toxic release tovgmlisclosures suggests that it is disclosure
and not the fact of being a heavy polluter thatdragmpact on the company’s reduction of toxic
emissions (Konar & Cohen, 1997). Maxwell, Lyon afackett (2000) also showed that, in the
United States, the number of environmental growgrsgapita at the state level had a positive
effect on the companies’ reductions in toxic enaissiin the states. Finally, Lenox and Eesley
(2009)’'s study showed that some companies respandactivists’ demands concerning
environmental issues, and evaluated how the liketihthat a company responds to these
demands depends on the company’s characteristies,type of activist group and the

characteristics of the demand itself. While a comypgaat has been targeted by activists and, as a



result, has been publicly exposed in relation teeanironmental issue, sometimes responds to
the activists’ demands by addressing this issiejrtipact of negative exposure can also trigger
other responses that increase its environmentdbrpeasince, such as the adoption of an
environmental management system or a code of conbtuother words, the effect of negative
public exposure on the company’s environmentalgserdnce can go beyond complying with
the activists’ demands. Moreover, companies are atsnetimes negatively exposed by the
media in relation to an environmental accident,hsas an oil spill, without the initial
intervention of activists or other civil society meers. This type of exposure, whose origin is
not the civil society, could also have a disciplinaffect on the company’s environmental

performance.

The literature shows that press diffusion and theirenmental performance of a
country’s private sector are positively related ¢R¥% Zingales, 2002) and more media exposure
seems to lead to higher CSR performances (MamiDgsgupta, Laplante, & Jong, 2008;
Nikolaeva & Bicho, 2011; Zyglidopoulos, CarrolleGrgiadis, & Siegel, 2010). However, none
of these studies distinguishes between good nedidad news. Since the public is more likely
to perceive as important the subjects and the agtons that receive the greatest media
attention (Fombrun & Shanley, 1990), the positiedationship observed between media
exposure and CSR performance by these studies simloly be due to the fact that media
exposure increases company Vvisibility, which imtlgads to the adoption of environmentally

responsible measures (King & Lenox, 2000).



The media tend to target companies that allow tbergyal of a dramatic conflict
(Rindova, Pollock, & Hayward, 2006), and environtaraccidents or poor environmental
records lend themselves easily to dramatizationrelher, the public depends more on the
media to learn about the companies’ reputation dgieas that are difficult to observe directly,
such as the social and environmental performantesy about the dimensions that can be
directly experienced, such as the product’'s charatics (Einwiller, Carroll, & Korn, 2010).
Therefore, the public’'s demand of information orm tnvironmental and social records of
companies, together with the media bias towardsndtia events, makes environmental

accidents or companies’ poor environmental recbkdly to be reported by the media.

Besides the media, activists and other civil sgcietembers also publicly expose
companies for poor environmental records. In otdemake these issues salient, they use not
only their own publications and websites, but atselia outlets (Bonardi & Keim, 2005). While
civil society organizations target companies witopenvironmental records in order to foster
change concerning the environmental issues thegid@®nimportant, they also tend to choose the
companies that will give the maximum visibility tbe issue (Porter & Kramer, 2006). More
precisely, they tend to target the largest and misgtle companies, as well as those that have a

particularly high environmental impact (Lenox & kg 2009).

Moreover, negative news tends to have more impacthe public than good news
(Soroka, 2006), which makes the consequences cdétimegmedia exposure on corporate
reputation rather serious. Einwiller et al. (20¥06und that the media tone concerning the

information on environmental and social performarwas positively correlated with the



companies’ emotional appeal. Moreover, a surveyrantbe clients of retail chains offering fair
trade products in Italy showed that negative somaponsibility associations had a stronger
influence on product associations than positiveso(@astaldo, Perrini, Misani, & Tencati,

2009).

Finally, the consequences of a damaged reputatam ke substantial. Corporate
reputation is the “perceptual representation obmmany’s past actions and efforts and future
prospects that describe the company’s overall dpgped! its key constituents” (Fombrun, 1996:
72). A good reputation is likely to have a positimgpact on corporate financial performance,
consumers’ perceptions of product quality, employea&rale, productivity and turnover and
access to capital (Brammer & Pavelin, 2006). Theesfit is an intangible asset that can confer
competitive advantage (Deephouse, 2000). On therotland, a damaged reputation can
negatively affect revenues and financial perforneanreduce the ability to attract financial
capital and talented employees weaken employee lencaad make policymakers and
government agencies more skeptical of the compédnyse actions (Baron, 2003; Fombrun et

al., 2000).

Highly confrontational actions tend to impose higlmosts on companies than less
confrontational actions such as letter-writing caigps (Eesley & Lenox, 2006). Indeed, the
threat of a boycott or the sullying of a compangéputation in the media may be the most
important harms NGOs can inflict on companies Ly2010a). External actors that engage in
confrontational actions against companies can gastantial leverage over them, because these

companies depend on external actors for criticebueces (Kassinis, 2012; Pfeffer & Salancik,



2003). Stakeholders’ demands may be addressedtorilye extent that they have a positive
effect on financial performance (strategic stakdbolmanagement), but they can also be
addressed because managers consider that compaviesa moral commitment towards the
stakeholders’ welfare and towards society and Wadie is created through cooperation with
stakeholders in order to improve everyone’s cirdamse (Berman, Wicks, Kotha, & Jones,

1999; Freeman, Wicks, & Parmar, 2004).

Therefore, since (i) negative news on companiéikealy to be reported by the media, (ii)
civil society organizations target companies witdopenvironmental records and use the media
and their own publications and websites to expdm=se companies, (iii) the public relies
substantially on the media and information providsdcivil society members to learn about
companies’ environmental records, (iv) the pubdiariore sensitive to negative news on social
and environmental performance than positive newd, (&) the costs imposed on the company
by negative public exposure and boycotts can bestaobal, companies have incentives to
respond to negative public exposure to minimize rigygutational damage and avoid further

exposure.

Indeed, while the Union Carbide’s Bhopal accidesuited in an increase in the volatility
of the stocks of other chemical companies, in ftexraath of the accident, the stock volatility of
companies that subsequently became members of tmeriégan Chemistry Council's
Responsible Care Program decreased more than fiemembers (Barnett, 2007). This example
suggests that environmentally responsible measorag allow companies to repair their

reputations. Moreover, an increase in environmept&formance could also function as a
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“reputation insurance” (Minor & Morgan, 2011), byopiding companies with “reputational
capital” that protects them from reputational dasmag case of negative public exposure
(Bourdieu, 1980). Indeed, corporate self-regulatisra strategy that can prevent the future
development salient issues (Bonardi & Keim, 2006hmpanies that exhibit high levels of CSR
benefit from a “reservoir of public goodwill”, whicprotects them in difficult times (Luo, Meier,
& Oberholzer-Gee, 2012) and can reduce the lossssceted with media exposure when there
is a negative incident. An empirical study on theekican chemical industry showed that the
impact of public perceptions of concern and carerast and credibility is stronger than any
other variable considered (Peters, Covello, & M&@a] 1997). If a company has a good
reputation in the social and environmental dimemsidhe public and the media are more likely
to believe that a negative incident is due to heuk kather than a lack of commitment to social
and environmental issues. As a result, the tonth@mhews coverage might be less critical and
activist pressure is likely to be lower (Luo et2012; Minor & Morgan, 2011). An event study
has also shown that companies with a stronger agpaotin the domain of CSR experience less
decline in their market value when they are delétech the Calvert Social Index (Doh, Howton,
Howton & Siegel, 2010). These results suggest @ahhtgh level of environmental and social
performance protects companies, at least in fsary reputational damage in case of a decrease
in the environmental and/or social performance.aliyn since negative public exposure can
increase the managers’ awareness of the reputhtiosts associated with this exposure, it can
lead them to increase the level of environmentdiop@ance in order to protect the company’s

reputation from future public exposure.
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In sum, a company’s negative exposure in the medli#or by civil society organizations
in relation to an environmental accident or for @mpenvironmental record can lead to the
adoption of environmentally responsible measurdsytto repair the damaged reputation and/or
to acquire “reputational capital” able to protdwt tompany in case of additional negative public

exposure.

H1. Negative public exposure in the media or inilcsociety organizations’
publications or websites in relation to environnmangssues has a disciplinary effect

on the company, leading to an increase in its emrirental performance.

It should be noted that if the costs of complyinghwhe public’s demands after negative
media exposure are too high, managers might choatste® comply with these demands (Spar &
La Mure, 2003). Lenox and Eesley (2009) showed that probability of a company’s
compliance with activists’ requests decreases fsognitly with both the company’s absolute and
relative emissions (relative to its industry peeiid)e rationale behind this result is that the cost
associated with achieving a given level of envirental performance is higher for companies
that are further away from this level. If the castcompliance is too high, companies might
choose the path of resistance (Siegel & Vitaliae@)7). They might also engage in more
publicly visible and/or cheaper types of CSR measuhat allow them to signal social and
environmental responsibility, without addressing thsue the company has been exposed for
(Chen, Patten, & Roberts, 2007). It should alsonb&ed that an ambitious CSR positioning
might increase the likelihood that negative corporavents are publicized in the media and

invite private politics (Baron, 2003). Additionalluilding a “good” reputation takes a lot of
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time and resources, while a single incident carevii@way, as the Deepwater Horizon accident
suffered by BP in 2010 has shown (Minor & Morga@12). Finally, demonstrating social and
environmental responsiveness may not be credibsoine industries, such as tobacco, nuclear
energy, and weapons manufacture, where negaticegens are particularly strong (Brammer
& Pavelin, 2004). Therefore, while the assumptioat tuinderlies Hypothesis 1 is that companies
can gain from responding to negative public expesarrelation to environmental issues by
adopting environmentally responsible measures, rthght not apply to all companies. Indeed,

some might be better off ignoring public demands ot reacting to negative media exposure.

Large companies tend to face significant stakelgddessure and, while Gupta and Innes
(2008) find empirical evidence that company sizangmportant predictor of the likelihood that
a company will be chosen as a target of an actoastpaign, Capriotti (2009) finds that larger
companies with good reputations and oriented tosntamsumption have more visibility in
newspapers than smaller ones. Because larger cagsdand to face larger stakeholder pressure
than smaller ones and also tend to have more res®ior CSR, they exhibit on average higher
levels of corporate donations (Adams & Hardwick989Brammer, Pavelin, & Porter, 2009),
they are more likely to join voluntary initiativging & Lenox, 2000) and, more generally, they
display higher levels of CSR performance (loanno8&afeim, 2012; Jackson & Apostolakou,

2010).

Lenox and Eesley (2009) find that larger and maséle companies are more likely to
be targeted at least once by activists, but sizevasibility do not seem to have any significant

effect on the likelihood of the company’s complianeith an activist’s request. While larger and
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well-known companies may be more likely to suffeorenreputational damage if they fail to
comply, the authors discuss that these attribueg afso be a source of strength in the event of
an activist campaign because they provide resowitBsvhich to push back activist's demands.
When the cost associated with compliance is higase resources might allow companies to
avoid complying the activists’ demands. Howevempanies can still try to offset the negative
consequences of the activist campaign by adoptwgamental measures that are less costly
and allow them to publicly show their commitmentdovironmental issues, especially if the
activist campaign has been widely publicized. Mgszpwhile the company might not respond
to the activist's demand, the negative public exypescould still lead to the integration of
environmental issues in the company’s strategicenrs. Therefore, | expect larger companies
to be more likely to increase their environmenttf@rmance after being negatively exposed in

relation to an environmental issue.

H2. The disciplinary effect of negative public esyp@ for an environmental accident
or for a poor environmental record is stronger farger companies than for smaller

ones.

| test hypotheses 1 and 2 with a sample that contaie 350 largest companies in terms of
market capitalization that were listed on the Lam&bock Exchange on December 31, 2012, and
a panel data approach. In this study, | also gfyamihich part of the increase in the
environmental performance of these companies caittbbuted to negative public exposure by

the media and civil society organizations in relatio environmental issues.
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DATA AND METHODS

Sample

The sample contains the constituents of the FTSEB&tkmarket index on December
31, 2012, that is, the 350 largest companies listedhe London Stock Exchange in terms of
market capitalisation. This choice is determined thg source of the data concerning the
negative public exposure, which is the Ethical Rese Consumer Association (ECRA), a

British not-for-profit, multi-stakeholder co-opeirs.

Variables

While the dependent variable is the company's emwrental performance, the
explanatory variable idegative Newswhich captures whether a company has been pyblicl
exposed for environmental accidents or a poor enuiental record at least once on a given
year. To test Hypothesis 2, | separate the sampietivo subsamples using the median of the
company size and | check whether the disciplindfgce is present in the two subsamples.
Therefore, while company size is introduced asrdrobvariable, it is also used to test whether
the disciplinary effect of negative public exposureelation to environmental issues depends on
company size. Other company-level controls thatia®duced in the regression models are

Profitability, LeverageandMedia Visibility.



15

Environmental Performance. The indicator of environmental performance on It
day of each year is retrieved from the Asset4 datab(Thomson-Reuters). The variable
Environmental Performancde equal to the Asset4 environmental score, whasee is between
0 and 100. The data are available for 266 companfidse sample within the 2001-2011 period.
Sometimes the data on a company is only availalslsdme years. Therefore, the panel data is

unbalanced.

Negative News.The 1995-2012 data on negative public exposurmmedia outlets, as
well as in NGOs’ and other civil society membersbfications and webpages, is retrieved from
the Corporate Critic Database (CCD), provided by BCRA, for each of the 266 companies
with available Asset4 data. The ECRA collects aata@nvironmental and social issues related to
companies from the media outlets, NGOs and other sbciety organization publications, as
well as corporate communications and other pubburses of information. With this
information, the ECRA generates companies’ recovdsich ECRA uses to calculate each
company'’s ethical rating (Ethiscore). These recoadailable in the CCD, allowed the creation
of Negative News, a dummy variable that is equal to unity if comparmas suffered negative
public exposure in relation to an environmentai@eat or its environmental record at least once
during year t, and zero otherwise. Boycott callatesl to environmental issues are also included
because they are a source of negative public expo$he details about the procedure followed
to collect the data is available in Annex |I. ECRéed not hold any record related to any kind of
issue for 65 companies out of 266. ECRA states enever it does not hold records on a
company, one can consider that its ethiscore is "‘OKerefore, | assume that these 65

companies have not been publicly exposed in relatio environmental accidents or
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shortcomings and | attribute O kegative New#$t should be noted that the results do not change
when the companies for which ECRA does not holdnes are excluded from the sample,

because the identification strategy relies on mberiemporal variation of the data.

Company Size.As mentioned above, company size may have a pesitipact on both
negative media exposure and CSR performance. Tdrereb control for company size, | use the
company’s annual net sales in billion USD. The dataavailable in the Worldscope database

(Thomson-Reuters).

Profitability. While profitable companies have more resource<fIR, companies with
poor financial performance are more likely to restrmanagerial discretion over CSR
expenditures (Adams & Hardwick, 1998). Some studieg use company profitability as an
explanatory or a control variable when the dependariable is an indicator of CSR
performance find a positive relationship betweenttho (Adams & Hardwick, 1998; loannou &
Serafeim, 2012), while others do not find any digant relationship between them (Brammer et
al., 2009; Jackson & Apostolakou, 2010). More galtyr a meta-analysis of 251 studies
published between 1972 and 2007 shows that, orageethe correlation between CSR and
corporate financial performance is positive but kvéslargolis, Elfenbeim, & Walsh, 2009).
Profitability may not only be positively correlatedth CSR performance, but highly profitable
companies may also be more publicly visible andsequently, more likely to be exposed in the
media. Therefore, the annual return on assetdrizdinced to control for company profitability.

The data is retrieved from Worldscope (Thomson-&wsjit
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Leverage. High levels of company leverage can constitutei@dn upon future returns
(Brammer & Pavelin, 2006), while imposing on comigarhigh debt contracting costs, which
has a negative impact on the companies’ resourcaidable for CSR (Adams & Hardwick,
1998). Moreover, high levels of leverage might phé company at risk of bankruptcy,
negatively affect its reputation and, as a resuilliience its visibility and likelihood of exposure
in the media. Thus, leverage is also introducea esntrol variable to account for these potential
sources of endogeneity. The value of this varigbtbe company’s debt as a percentage of total

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

Media Visibility. Even if company size is a proxy for the companwyedia visibility
(Brammer & Millington, 2008), larger companies &kely to exhibit higher levels of social and
environmental performance not only because theynaee visible, but also because they are
likely to have more resources to implement CSR mmess Therefore, in order to control
adequately for media visibility | introduce an adlghal control, namely the number of times a
company has appeared in the major English-langyagdications each year. The data is

retrieved from the LexisNexis database selectiegotition “exclude share indexes”.

The Identification Strategy

Since Hypothesis 1 is that company i's negativeienegposure related to environmental

issues is a driver of the increase in the envirartalgerformance, the model should be:
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Environmetal Performang, - Environmetal Performane,, ; =

|
=a + B NegativeNews,; +0 X; 5+ +N +&; ¥

whereEnvironmental Performangas company i’'s environmental performance in year t
and Negative Newsis a dummy variable equal to unity if company iHaeen negatively
exposed concerning an environmental issue at tgast in year t and zero otherwis€; is a
column vector that contains all the control varasb{company size, profitability, leverage and
media visibility). Company-fixed effectgy should also be included in the model in order to
control for any company-level time-invariant chdeaistic, such as the industrial sector, that
might be simultaneously correlated with CSR perfamge and negative exposure (or any other
of the right-hand side variables). Finally, timeed effects if;) control for any time-varying
characteristic that, in each year, affects therenmental performance of all the companies in

the same fashion.

However, since the increase in environmental peréorce can depend on previous
environmental performance, | need to introduce paktes of this variable in the regressors. It
should be noted thdtlegative News; and financial performance may also depend on past
environmental performance. Indeed, while low leval€nvironmental performance in previous
years may have attracted the attention of media MG®Ds, high levels of environmental
performance in the past may have made the firm npooéitable in the present. Thus, the
introduction of lags ofEnvironmental Performanceontrols for any potential bias in the
estimated coefficients that could be due to theetation of past environmental performance

with both the dependent variable and the right-rsidd variables.
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Moreover, the increase in environmental performaaogNegative News;, as well as
financial performance, could also depend on thepaony’'s negative public exposure in year t-k
with k> 2. First, the main hypothesis is that past negatiedia exposure affects the company’s
environmental responsiveness. Second, the amounéws$ coverage devoted to a company’s
particular attribute is positively related to theportion of the public who define the company
by this attribute (Carroll & McCombs, 2003). Themef, companies that have acquired a
negative reputation through previous negative exygosnight be more likely to be negatively
exposed again. Third, since negative exposure eaargte reputational damage, it might lead to
a lower financial performance (Fombrun et al., 200the introduction of additional lags of
Negative Newm the right-hand side of the regression model ratsfor these potential sources

of estimation bias.
Therefore, the coefficients of interest are fhen the model:

Environmetal Performane, - Environmetal Performane,; = o +

J
y Environmetal Performanei’t_1+2‘6j Environmetal Performang,_; +
=2

(n

K
ZBK NegativeNews,  +0 X +H +N¢ + &
k=1

where J> 2 and K> 1. Model (Il)’s terms can be rearranged as follows
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J
Environmetal Performan® = o +Zej Environmetal Performane, _; +
=1
K (i
D B, NegativeNews,  +3 X, ; + +n, + &
k=1

where J,K> 1 and 6;=1+y. According to the literature, poor performers inet
environmental dimension appear to be more likelytatke action to increase environmental
performance (King & Lenox, 2000; Lyon & Maxwell, @D). This is consistent with the view
that environmental CSR is a resource with decrgasiarginal returns, that is, the higher the
level of environmental performance, the lower tligligonal value generated by additional

investments in environmental CSR (Flammer, forthogn Therefore, | expect thgt< 0 and,

consequently9; < 1.

RESULTS

Table 1 reports the descriptive statistics of tlagiables. The probability of negative
public exposure of one company in one given ye&awden 1995 and 2012 and in relation to
environmental issues is 9%. If only the subsampl266 companies for which there is a full set
of data is considered, the means of the varialdasod differ significantly from the means of the

whole sample.

Insert Table 1 about here
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Table 2 reports the results that assess whetheotHgpis 1 is supported by empirical
evidence. Time-fixed effects are included in ak tlegression models. Column (1) reports the
estimates of the regression of the environmentdbpaance on the lags dfegative Newsvith
the pooled OLS panel data estimator. However, toissible that companies with higher levels
of environmental performance in the past have ligheironmental performances in the present
and are more likely to be under scrutiny in relatio environmental shortcomings. Therefore, as
shown in Model (), the dependent variable shoulst be the level of environmental
performance but instead the increase in environahgr@rformance. However, the increase in
environmental performance could be higher (or IQi@r companies that are already performing
well environmentally. Companies that have impleradrgnvironmentally responsible measures
might have a better capacity to implement addifieoneasures. However, as mentioned above,
the literature suggests environmental CSR is auresowith decreasing marginal returns. All
these issues can be addressed by: (i) using tmease in environmental performance as the
dependent variable and (ii) introducing the fieg lof environmental performance in the right-
hand side. This can be achieved by simply addirgglag ofEnvironmental Performance® the
right-hand side of the model whose results arertedon column (1), and to report the results in
column (2). The coefficient of the first lag degative Newds positive and significant,
indicating that negative media exposure is a shbak disciplines the company, leading to an
increase in the environmental performance. Moregovtke coefficient of Environmental
Performanceat t-1, that isp; in Model (lIl), is below 1, which indicates thain Model (ll) is
negative, as expected. Therefore, the results ¢eowdditional empirical support to the

hypothesis that environmental CSR is a resourde @étreasing marginal returns.
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Insert Table 2 about here

Since column (1) and (2)’s results correspond opboled OLS estimator, they do not
take into account that there might be time-invarieonfounding factors at the company level
that can simultaneously affect the negative megppogure and the environmental performance.
Companies with higher risk of suffering environnanaccidents might be more likely to
implement environmentally responsible measures sintjltaneously, the risk of being exposed
in the media for these accidents should also baehigrherefore, in column (3) I introduce
company specific-fixed effects, which control faryaime-invariant company characteristic that
can affect both the likelihood of exposure and éneironmental performance, including the
company'’s industrial sector. The fixed-effects restior results for the second lag dégative
Newsshows that the disciplinary effect of being negati exposed in the media is present even

after controlling for company-specific time-invarntdixed effects.

In column (4) | introduce an additional lag of ttependent variable. The coefficient for
the environmental performance in t-2 is not sigaifitly different from 0. Thus, estimates in
column (3) are robust to the introduction of aniaddal lag of Environmental Performance
The results are also robust to the addition ofpiesent value and the forward laghégative
News as shown by column (5)’'s estimates. The coefiisiof Negative Newsit t and t+1 are
not significantly different from 0, which is contat with the absence of omitted variables that
might affect both negative public exposure in ielato environmental issues and the company’s

environmental performance.
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However, the models whose results are presenteolumns (2) to (5) are dynamic panel
data models. Columns (3) and (4) correspond to M@dg with K=3, while J=1 and J=2,
respectively. Column (5) also corresponds to thelehavith J=2, but k goes from -1 to 3. In
dynamic panel data models such as (lll), the fig#dct estimator of the coefficients of the
dependent variable’s lags is inconsistent (Blundgtnd, & Windmeijer, 2012). Indeed, the
fixed-effects estimation procedure relies on adfammation of the regression model in which
the individual's average of each variable is swdaged from that variable. Such a transformation
allows the analyst to eliminate the fixed-effeatsnt | from the regression model and, as a
result, to estimate the coefficients of intereshéw this transformation is applied to Model (ll1),

on the right hand side of the equation there are o twterms,

(Environmental Performance;,_, — Environmental Performance,) and (g, — g), that

are correlated. These terms are correlated be¢chaggvironmental Performance, and g,
which are the individual averages Btvironmental Per formance;; andg;, respectively, are
correlated by construction. While the fixed-effecisefficient estimates of the lags of the
dependent variable are biased, we ignore whethsrhias also affects thBegative News

coefficients.

Another way to removegy from the regression model is to apply a firsteliéinces
transformation of the regression model. Howevee, @LS estimator of the first-differences
model is inconsistent because on the right hande sidf the equation
(Environmental Performance;_, — Environmental Perfor‘rnancel-,t_z) is correlated with
(Eit — 8i,t—1)- The Arellano-Bond estimator solves this probleithva panel GMM estimation

procedure that uses the adequate lags of the depevaliable and the first differences of all the
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other regressors as instruments for the first-céfiees equation (Blundell et al., 2012; Cameron
& Trivedi, 2005). | test the robustness of the hessabtained in column (5) using the Arellano-

Bond estimator and report the results in column (6)

In a dynamic panel data model with only one lagthed dependent variable, Nickell
(1981) proved mathematically that the fixed-effeestimate of the coefficient of the lagged
dependent variable is downwards biased, which iatwie estimates in column (6) suggest
when they are compared to those in column (5). Hewethe author does not provide any
information concerning the bias in the coefficieatshe other regressors. The results in Table
2's columns (5) and (6) show that there might dsoa downwards bias in the fixed-effect
estimated coefficient degative Newsit t-2. However, the standard errors associatéa the
estimates do not allow us to conclude that thenedés are significantly different. In column (6)
the Sargan test p-value does not reject the nplbtingsis that the overidentifying restrictions are
valid. That is, the Sargan test results indicat tihhe Arellano-Bond instruments are truly

exogenous. Moreover, the Arellano-Bond test of b&lp-value suggests that, as expected, there

is no correlation betwee(z;, — ;1) and(g; ;_» — & _3)-

Finally, if one additional lag of the dependentiable is added to column (6), the
coefficient estimate of the third lag of the depamtdvariable is not significantly different from 0.
This result, together with the fact that the casdint estimates of the present valueNefgative
News as well as in t+1, are not significantly differérom O in columns (5) and (6) suggest that

the benchmark model should be column (4).
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In sum, the results in Table 2 provide support Hiypothesis 1: negative exposure in
relation to an environmental accident or a poorirenmental record leads to an increase in the
environmental performance within the two yearsdihg the exposureWhile the fixed-effects
estimate of the impact of having suffered negagiublic exposure in relation to environmental
issues on the environmental score two years lat2r the Arellano-Bond estimate suggests that

itis 3.

In order to test Hypothesis 2, | calculate each mamy’s median size within the period
2001-2011 using the net sales data. Only the compdor which there is a full set of data are
considered. Then, | use the company’s median sizeparate the sample into two subsamples,
one that contains the 50% of smallest companigsrins of median net sales and another that
contains the 50% largest companies. Table 3 refploetbenchmark model results using both the

fixed-effects and the Arellano-Bond estimatorstfar entire sample and the two subsamples.

Insert Table 3 about here

First, the environmental score averages of the swosamples show that the largest
companies exhibit higher levels of environmentafgrenance and a higher probability of being
publicly exposed for an environmental accident opaor environmental record, which is
consistent with the literature, as shown in theofp@nd Hypotheses section. More importantly,

the results show that the disciplinary effect obatéve public exposure is absent from the

! The results are robust to replacing the levelaifsales with the natural logarithm of the netsalhey are also
robust to replacing the net sales by the markeitadggation in trillion GBP, which was retrievedofm Datastream.
(Thomson-Reuters).



26

smallest 50% companies of the sample, indicatirag ithis driven by the largest companfes.
Therefore, Table 3's estimates for the second lagNegative Newsprovide support for

Hypothesis 2.

In the subsample of the 50% largest companiesatbeage increase in the environmental
score per company and year is®2.Since each company in this subsample has on gwvera
probability of around 24% of being negatively exgadsn any given year, the magnitude of the
effect suggests that negative public exposure ls @bexplain about 30% of the increase in the
environmental performance of the 50% largest congsathat took place between 2001 and

2011.

DISCUSSION AND CONCLUSION

In this study | examine the effect of negative puldxposure in the environmental
dimension, either in the media or in civil societganizations’ publications and websites, on the
companies’ environmental performance. When a compas been exposed at least once in a
given year, the environmental performance scor@seltvalues are between 0 and 100, increases

on average by 3 within the two following years. cginthe design and implementation of

2 The Arellano-Bond estimation procedure did nobwllascertaining whether the disciplinary effectnefative

public exposure is driven by the first quartilecoinpanies in terms of size, the second quartiléotin. However,

the fixed-effects estimation procedure showed thatcoefficient ofNegative Newst t-2 for the first quartile was
2.92, with a level of confidence of 97%, while fbe second quartile it was 2.61, with a level affaence of 88%.

This suggests that the disciplinary effect of ngapublic exposure in relation to environmentaliss is probably
driven by companies both in the first and the sdaprmartile.

% Since the panel data is unbalanced, | first cateubach firm’s yearly average of the environmesttate increase.
Then | average the companies’ mean annual incifabe environmental score across the sample.
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environmentally-friendly measures take probably sdime, the increase in the environmental

performance is not immediate.

The effect is driven by the 50% largest companiethe sample, which tend not only to
exhibit higher environmental scores than smallesaganies, but are also more likely to suffer
negative public exposure in relation to environraérasues. While the effect of being negatively
exposed in one given year mightpriori, seem modest, it is able to explain approximatéis 3
of the increase in the environmental performancthef50% largest companies that took place
between 2001 and 2011. Therefore, the mechanisave kxplored in this paper is a driver of
CSR and it is able to explain a substantial partthaf increase in the largest companies’
environmental performance. The impact of this effealso likely to be important in terms of
environmental sustainability, since the largest ganmies also tend to have the largest impact on
the environment. It also suggests that CSR is neffeient in terms of environmental
sustainability in societies where the press is &eé the civil society is protected by democratic

rights.

Some negative news reported by the media concegideats, such as the Deepwater
Horizon incident. But the media also relays theinfation provided by NGOs and other civil
society organizations, which use both the media taed own publications and webpages to
make information about companies available to thaip. The diffusion of information through
the media and information technologies allows csdtiety organizations to contribute to the
public sphere’s functions of “warning system witbnsors that, though unspecialized, are

sensitive throughout society”, as well as to thebpgmatization of societal issues (Habermas,
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1996: 359). While civil society organizations hdreught environmental and social issues to the
public’'s attention and have launched awareness amm® and boycotts, some of these
organizations cooperate with the private sectortaid companies increase their environmental
and social performance. Indeed, Elkington and BE@40) categorize NGOs into two groups:
polarizers, who confront corporations and try tieef change by disrupting tlgtatus quoand
integrators, whose strategy relies on collaboraging developing partnerships with corporations,
governments and other stakeholders, in order teeeelhchange. According to Lyon (2010b),
these are two alternative NGO styles that are cemehtary and able to establish a “good cop,
bad cop” routine that can be extremely effectivhilavintegrators “go in the back door to work
with companies behind the scenes”, polarizers terg@aessure by banging on the front door”
(Elkington & Beloe, 2010: 29). Nearly half of enmimental NGOs have no board members
from corporations or foundations (Lyon, 2010a: @kich suggests that a non-negligible
proportion of NGOs adopt “bad cop” strategies. As van see, approximately 30% of the
increase in the companies’ environmental perforraadering the 2001-2011 period can be
explained both by the media’s reports on envirortaieaccidents and the “bad cop” strategies of
NGOs and other civil society organizations. HoweW&Os also display “good cop” strategies

that may be able to account for part of the 70%nefeffect that remains unexplained.

Besides company-NGO partnerships, coercive, mimatid normative isomorphic
processes could also explain why companies adoftommentally-responsible measures in the
absence of negative public exposure (DiMaggio & &gvit983). According to King and Lenox
(2000), an industry self-regulation initiative suaes Responsible Care can put pressure on

laggards by publicizing the names of nonconformingmbers (coercive forces), by creating,
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codifying and diffusing values and norms (normaftioeces) and by disseminating information
on best practices (mimetic forces). Bansal and R2000) empirical study also showed that
mimetic isomorphism is a driver of CSR: in order @stablish their legitimacy and avoid
sanctions for noncompliance, the dominant apprextiibited by companies was to imitate their
peers in order to comply with institutional norrmlgressures. Indeed, when competitors adopt
environmental measures, such as joining voluntatiatives, other companies might not want to
be left behind (Nikolaeva & Bicho, 2011). Since erainty generated by the environment tends
to encourage imitation (DiMaggio & Powell, 1983)etuncertainty created by negative public
exposure of a company in a given industrial seaan affect not only this company’s
environmental performance, but it could also fostérange in its competitors through

isomorphism.

Moreover, if one of the motivations for a companybe socially and environmentally
responsible is to acquire a good reputation asgamse against potential future negative media
exposure, companies might also increase their @mwviental performance when they observe
that a competitor has suffered negative public eyp® for environmental accidents or
shortcomings. The rationale behind this hypothesibat, whenever a competitor is negatively
exposed in the media, managers become more awé#ne oéputational damage associated with
public exposure and, as a result, they are moedylito implement new CSR measures. Studies
on geographic expansion strategies and on thetyabilicompanies to gain favorable policy
outcomes find that companies learn from their cditgrs in the same industry (Baum, Li, &
Usher, 2000; Bonardi, Holburn, & VandenBergh, 200&cher & Henisz, 2004). Therefore,

companies could also learn from the consequencgwfcompetitors’ exposure in the media in
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relation to social and environmental issues. In12@@ter multinational giants such as Pfizer and
Merck had suffered from accusations that patentpiwihg policies made drugs unavailable to
people in developing countries who needed themalisy which was never directly involved in

the controversy, decided to provide Coartem, amralaria drug, at cost to patients in the
developing world. At the time, the Novartis websitentioned that this measure “was a carefully
considered decision on the part of Novartis in \W&ig its economic responsibilities to

shareholders with its societal responsibilitiesahgible benefits - such as reputation, credibility
and, ultimately, sustainability - counterbalancg patential loss of revenues” (Spar & La Mure,

2003: 94).

Public exposure in certain social dimensions calkb be a driver of environmental
performance. Indeed, when a company is negativghpsed regarding a social issue and the
measures required to address this issue are tddy,casanagers might try to repair their
reputation by increasing their CSR performanceniatiaer dimension, for example by adopting
an environmental code of conduct or reducing therenmental impact of one of the company’s
activities. Moreover, companies may adopt voluntanyvironmentally-friendly measures to
preempt the passage of new environmental reguldtigon & Maxwell, 2004). Indeed, the
likelihood of Environmental Management System adwopts positively associated with the

stringency of formal regulation (Dasgupta, Hetti§eNheeler, 2000).

Last but not least, one of the drivers of environtak performance could be the
phenomenon described as the ‘third wave’ of cotgoeavironmentalism, which started in the

latter part of the first decade of the twenty-ficgeintury (Hoffman & Bansal, 2012). This third
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wave is characterized by the merger of environmemtd social issues with the global economy.
Some companies already operate within the strorgjasability perspective and seek to
integrate the company into environmental systensswall as to promote production and
consumption patterns that do not exceed the capaditthe planet (Roome, 2012). This
perspective relies on social and organizationahleg, innovation, change and the collaboration
of multiple actors. Future research should exptbesextent to which all the mechanisms | have
discussed are able to explain the increase indhganies’ environmental performance observed

along time.

Finally, one of the limitations of this study isathit is focused on British companies.
Indeed, negative public exposure in relation taremmental issues is able to explain almost one
third of the increase in the British companies’iemvmental performance, but CSR performance
is dependent on country-specific characteristiazarihou & Serafeim, 2012; Jackson &
Apostolakou, 2010). Yu's (2005) economic model shothat high levels of public
environmental awareness leads resource-constra@®s to substitute lobbying the
government for public persuasion through the meties suggests that in countries with high
levels of concern for environmental issues and NGO density, companies are more likely to
be negatively exposed for poor environmental recoMoreover, in countries where clients,
investors and other stakeholders are more sensttieavironmental issues, managers also have
more incentives to respond to public criticism lBgdming more environmentally responsible, in
order to avoid the negative consequences of repotdtdamage. Therefore, in countries with
high levels of concern for environmental issueg, oy is the risk of negative exposure in

relation to environmental issues higher, but mareagee also more likely to respond to this
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public exposure. As a result, in these countribs, disciplinary effect of being negatively
exposed for a poor environmental record shouldigken than in countries where the concern
for environmental issues is low. However, furthesaarch is needed to evaluate the impact of
country-level characteristics on the disciplinaffeet of negative exposure by the media or by

civil society organizations on companies.
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ANNEX I: PROCEDURE FOLLOWED TO COLLECT DATAFROMTH E

CORPORATE CRITIC DATABASE

| use the Corporate Critic Database (CCD) to re¢ridata on companies and evaluate
whether each company in the sample has been expwggtively in the media or by civil
society members in relation to an environmentaléss a given year. The CCD is a product of
the Ethical Consumer Research Association (ECRAis @&ssociation generates the CSR records
of companies that can be found in the CCD primangyng media outlets and civil society
publications and websites. ECRA indexes and ré&iesetrecords and then uses this information
to calculate an ethiscore for each company. Thiscgife is a humerical ethical rating designed
to allow consumers and investors to evaluate thenéxo which companies have attracted

significant levels of attention and criticism redtto environmental and social issues.

The CCD includes information on environmental andia issues that has appeared in
major media outlets (BBC News, the Financial Timése Guardian, The Independent, The
Observer, The Times, The Telegraph, etc.), as aglin magazines (Animal’'s Voice, Labour
Research, Earth Matters, Food Magazine, Hazarda! Viife, Ethical Consumer, etc.), in the
environmental journal ENDS Report and in civil sdgiorganizations’ websites and newsletters
(ActionAid, Amnesty International, the Business &umdan Rights Resource Centre, the
Corporate Responsibility Coalition, Corporate Wattie Ecumenical Council for Corporate
Responsibility, the Environmental Investigation Agg, Fairtrade Foundation, Friends of the
Earth, Fur Free Alliance, Greenpeace, Labour Behihma Label, the Marine Conservation

Society, Naturewatch, the PETA, Spinwatch, War anmtyUncaged, etc.).
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Each record reports on an environmental or sosgld in which a company is involved
contains a date (or a year), the name of the coynparolved and an abstract reporting the
event. Moreover, ECRA attributes each record to onenore pre-established categories. The
categories related to environmental issues aréma@ Change, Pollution & Toxics, Habitats &
Resources, Environmental Reporting, Nuclear Pov&ametic Engineering, Animal Testing,
Animal Rights, Factory Farming, Organic ProductsiBee Environmental Features and Animal
Welfare Features. All the records whose informattame from media outlets, magazines and
civil society members’ webpages and newsletterswiege classified into these categories have
been carefully reviewed. | consider that the alosttarresponds to a situation of negative public
exposure on the environmental dimension as lorngraports an environmental accident caused
by the company or a shortcoming in relation to amirenmental issue. | also reviewed the
abstracts in all the other categories and the atistthat had not been attributed to any category.
Whenever an abstract clearly mentioned a shortapnoin an environmental issue, | also
considered that the abstract reflected a negatipestire in the environmental dimension. The
category “Boycott call” could refer either to anveonmental issue, to a social issue, or to both.

I only included in the sample the records that iexpt referred to an environmental issue.

The ECRA also generates records from other sowtesformation that are not the
media or the civil society members. Because thegataeflect negative exposure of a company
by the media or civil society organizations, | di nonsider as negative news on environmental

issues the following records:
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evaluations of the content of corporate commurocatiby ECRA.

the information collected from commercial defensed anuclear industry
directories. The simple fact of being named in\t¥erld Nuclear Industry Forum
or being a member of the British Nuclear Forum gates a record in the CCD
and contributes negatively to the ethiscore. S dioe fact of being a member of
the British Roads Federation, because road tratsmor generates carbon
dioxide emissions and, as a result, has an impaclimate change.

ECRA shop surveys results, unless they are repontegtie Ethical Consumer
magazine. Indeed, whenever an ECRA shop survey finoducts that use leather
or slaughterhouse by-products, or goods that até~-8€-labeled, free-range or
organic, it generates a record in the CCD that rdmrtes negatively to the
ethiscore.

records on issues that do not involve an environiahéssue but that are classified
within the “Climate Change” category because theomd simply mentions a
company'’s business that, because it operates @ttarssuch as oil or gas, has a
high climate impact, and as long as the sourcbefriformation is not negatively
evaluating these activities.

Emails or phone calls between ECRA and civil sgcraembers that do not lead
to a publication in a journal, magazine, newsletierwebpage other than the
CCD.

ECRA visits to websites such as Hemscott, Trusttiet, US Securities and
Exchange Commission, Yahoo! Finance, Hoovers, th@ipdr Business

Information Database or Who Owns Whom, which refaidrmation about the
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company’s ownership or banking services. Simply fiet of having a banking
relationship or having shares in a company thatbessn exposed by ECRA for
some environmental issue leads to a record thatribates negatively to the

company’s ethiscore.

While the tone of some records is positive or ra@utmost of the time the tone of the
records is negative and/or reports at least onepaawgis shortcoming related to environmental
issues. Of the 1995-2012 records for the compamesidered in this study more than four fifths
of the records had a negative tone and/or rep@tedmpany’s shortcoming. | consider these

records to represent a negative exposure of the@aoym

ECRA collects data for the companies, their subsiels, divisions and the companies
they have shares in. However, | only consider ¢vends of the subsidiaries and divisions if their
name matches the company’'s name. For example,ett@ds for Croda Universal, Croda
Resins, Croda Colloids, Croda Chemicals, Croda eést$y Croda Adhesives, Croda Food
Products, Croda Surfactants, Croda Kerr and Craelati@ are included in the records collected
for Croda International Plc. The rationale behihd tchoice is that the public exposure of a
partially or wholly owned subsidiary or divisionnsore likely to impact the parent company, or
the company to which the division belongs, if thédlc can readily associate the subsidiary or

the division to the company than if the name ofdhbsidiary or division is different.
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Table 1. Descriptive statistics of the variables

) Number of Standard  Minimum  Maximum

Variable _ Mean o

Observations Deviation Value Value
Environmental Sco 193¢ 62.6( 26.7¢ 9.5¢ 97.1¢
Negative Nev 619z 0.0¢ 0.2¢ 0.0C 1.0C
Net Sale 509t 4.5z 17.7:2 0.0C 293.3(
Profitability 4907 7.3t 11.7¢ -127.7¢ 185.3¢
Leverag 5072 21.1: 19.7¢ 0.0C 206.3¢

Media Visibility 507¢ 288.6: 1502.6¢ 0.0C 60631.0
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Table 2. The effect of negative news related to emenmental issues on the company’s
environmental performance

Dependent variable: Environmental Performanc

VARIABLES Column  Column  Column  Column  Column  Column
(€] @) 3 4 ©)] (6)
Environmenta 0.77%** 0.27*** 0.2 %+ 0.21%** 0.36%***
Performance -1 (0.02 (0.03 (0.03 (0.03 (0.05
Environmenta 0.0z 0.0z 0.12***
Performance -2 (0.03 (0.03 (0.03
Negative News &t+1 0.07 1.37
(1.38 (2.04
Negative News & 0.0t 1.27
(1.44 (1.66
Negative News &t-1 6.25%** 1.8¢4 0.74 0.4¢ 0.4¢ 2.2¢
(1.48 (1.14 (1.24 (1.32 (1.36 (1.43
Negative News &t-2 9.10%*** 2.53* 2.08** 1.74* 1.75* 3.08**
(1.35 (1.14 (2.03 (0.91 (0.96 (1.22
Negative News &t-3 9.30%*** -0.3(C 0.0z -1.1¢ -1.17 -1.0:
(1.34 (0.93 (1.08 (1.20 (1.28 (1.45
Net Sales at-1 0.16*** 0.03** -0.15***  -0.16**  -0.16*** -0.0¢€
(0.06 (0.01 (0.04 (0.04 (0.04 (0.05
Profitability att-1 -0.28*** -0.0¢ 0.0t 0.10%** 0.10** 0.10*
(0.07 (0.04 (0.05 (0.05, (0.05 (0.06
Leverage at-1 0.0¢ 0.01 -0.09***  -0.12%*  -0.12*** -0.0¢t
(0.07 (0.02; (0.03 (0.04 (0.04 (0.04
Media Visibility at +1 0.0C -0.0C -0.0C -0.0C -0.0C -0.0C
(0.00 (0.00 (0.00 (0.00 (0.00 (0.00
Constar 60.83**  11.88**  48.04*** 59.99***  59.08***  33.43***
4.71 (3.39 (2.47 (3.00 (3.00 (4.73
Observation 1,891 1,64 1,64 1,41( 1,41( 1,17:
R-square 0.18¢ 0.70(C 0.2 0.21 0.21
Number of companit 24z 234 234 21¢
Compan-fixed effect: No No Yes Yes Yes Yes
Sargan Test-value 0.4¢
Arellanc-Bond test 0.6¢

p-value (order -
Notes: The unit of observation is the company. €wis (1) and (2) report pooled OLS panel data
estimation results. Columns (3) to (5) report feaffbcts panel data estimation results. Column (6)
reports Arellano-Bond estimation results. Time-fixeffects are included in all the models. The Sarga
test null hypothesis is that the overidentifyingstrigtions are valid. The Arellano-Bond test null
hypothesis is that there is no second order auteletion of the first-differenced error terms. Bgleach
coefficient robust standard errors are reportedrackets. In columns (1) to (5) the standard erames
also clustered by company. p¥.10 **p < .05 *rpn < .01
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Table 3. The disciplinary effect of negative publi@xposure in relation to environmental
issues depends on company size

Dependent variable: Environmental Performanc

Complete samp 50% smallescompanie | 50% largest compani
VARIABLES Fixec-  Arellanc- Fixec- Arellanc- Fixec- Arellanc-
effects Bond effects Bond effects Bond
estimato estimato | estimato  estimato | estimato estimato
Environmenta 0.21%*  Q.37*** 0.24%** 0.44 %+ 0.17%** 0.33***
Performance -1 (0.03 (0.05 (0.05 (0.14 (0.04 (0.06
Environmenta 0.0z 0.13*** 0.0z 0.07 0.0z 0.13***
Performance &-2 (0.05 (0.03 (0.04 (0.10 (0.04 (0.04
Negative News &t-1 0.4¢ 1.7¢ -1.1¢ 1.97 0.63 1.5¢
(1.32 (1.36 (2.67 (2.96 (1.61 (1.59
Negative News &t-2 1.74* 2.59** -1.13 1.41 2.47* 3.15%
(0.91 (1.19 1.74 (1.45 (.02 (1.44
Negative News &-3 -1.1¢ -1.52 -1.2¢ 2.8¢ -1.17 -2.17
(1.20 (1.41 (2.80 (3.20 (1.34 (1.54
Net Sales at-1 -0.16*** -0.0¢ 4.5 2.1C -0.13%** -0.0¢t
(0.04 (0.05] (4.34 (5.07 (0.03 (0.05
Profitability att-1 0.10** 0.10* 0.04 -0.0z 0.15* 0.18*
(0.05 (0.06 (0.06 (0.06 (0.08 (0.120
Leverage at-1 -0.12%* -0.0¢t -0.0t -0.0¢ -0.19%+* -0.04
(0.04 (0.04 (0.03 (0.03 (0.05 (0.08
Media Visibility at +1 -0.0C -0.0C 0.00*** -0.0C -0.0C -0.0C
(0.00 (0.00 (0.00 (0.00 (0.00 (0.00
Constar 59.99***  33.56%** | 39.28*** 28.64* | 70.43**  40.05**
(3.00 4.72 (9.24 (12.60 (4.59 (6.15
Observation 1,41( 1,17: 562 562 84¢ 72C
R-square 0.21 0.27 0.1¢
Number of companit 234 21¢ 107 107 127 12¢€
Sargan Test-value 0.4¢ 0.5t 0.7%
Arellanc-Bond test
p-value (order 2 0.64 0.44 0.59
Average value @
Environmental Sco 63 50 2
Average value @
Negative News &-2 0.14 0.04 0.24

Notes: The unit of observation is the company. Bsémator used (either the fixed-effects or the
Arellano-Bond estimator) is specified at the topgh# column. Time-fixed effects are included inthk
models. The Sargan test null hypothesis is thabtlegidentifying restrictions are valid. The Areita
Bond test null hypothesis is that there is no sdcomler autocorrelation of the first-differencedoer
terms. The bottom of the page reports the 2001-20&tages of the variables mentioned. Below each
coefficient robust standard errors, are reporteoratkets. In columns (1), (3) and (5) the standardrs

are also clustered by company.

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



