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Abstract

Purpose — This paper evaluates the influence of the institutional
environment on the extent of social and environmental disclosure of

companies from institutionally distant countries.

Design/methodology/approach — We analyze basic materials, oil and
gas, and public utility companies with shares traded on the Brazilian
stock exchange (BM&FBovespa) and Canadian stock exchange
(Toronto Stock Exchange) from 2007 to 2015. Quantitative methods
are adopted through descriptive statistics and panel data analysis. The
econometric modeling considers environmental and social disclosure as
dependent variables, independent variables that represent the political,
financial, educational and labor systems, and firm size, ROA, and

indebtedness as control variables.

Findings — In the case of the companies operating in Brazil, the
extent of environmental and social disclosure is positively related to
the political and labor systems, and negatively related to the financial
system. In Canada, disclosure is negatively influenced by the financial
system and the education system. The control variables, which represent

characteristics of financial performance, were not significant.

Originality/value — The study shows that isomorphic forces operate
in the institutional field and affect the adoption of socially responsible
behavior. By basing the study on institutionally distinct countries, such
as Brazil and Canada, it reinforces the influence of the national business

system on the extent of disclosure of environmental and social practices.
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1 Introduction

Institutional theory establishes that there
are three sets of factors that shape organizational
legitimacy: (1) characteristics of the institutional
environment; (2) characteristics and actions
of the organization; and (3) the process of
legitimation by which the environment constructs
its perceptions about the organization (Hybels,
1995). The process of legitimation involves
continuous interaction with the environment
(Baum & Oliver, 1991). An essential part
of the legitimation process is the disclosure
of organizational practices to stakeholders.
Gonzilez-Benito and Gonzdlez-Benito (20006)
argue that disclosure is important to improve the
economic and social context in which the firm
operates, and it builds communication channels
with government, employees, clients, investors,
and other stakeholders.

Companies are influenced by the
institutional environment when structuring
economic, environmental, and social policies
and practices (Matten & Moon, 2008). This
idea is expanded by Whitley (2003), arguing
that the national business system is related to the
coherence of the institutional environment, and
it helps to define the firm’s strategic elements. The
national business system involves five dimensions:
“political,” “financial,” “education,” “labor,” and
“culture,” which are interconnected. Differences
between national business systems reflect the
degree of cooperation between consumers and
suppliers and among competitors; the way in
which the firm and controls are structured; the
variety of resources and activities integrated
through administrative hierarchies; the size
of organizational integration; and the long-
term interdependence between employees and
employers (Brookes, Brewster, & Wood, 2005).

Ioannou and Serafeim (2012) argue that
the influence of the national business system on
corporate social responsibility (CSR) practices
is based on regulatory aspects, which end up

homogenizing the way companies operate. Based
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on this perspective Jamali and Karam (2018)
observe that there is a gap between national
business systems in developed and developing
countries, which contribute to the legitimacy
of CSR practices. In developing countries, the
philanthropic aspect is more important than
legal and ethical dimensions, since there are
institutional voids such as a lack of norms and
regulations needed for full market operations
(Schrammel, 2013).

Understanding how countries differ in
their institutional dimensions (i.e. identifying
the institutional distance between two countries)
probably provides insight into the appropriate
behavior of companies (Xu & Shenkar, 2000).
Kostova (1996) defined institutional distance
as the difference or similarity between the
regulatory, cognitive, and normative institutions
of two countries. This distance affects the ability
of the company to understand and correctly
interpret local institutional requirements, as
well as influencing its ability to identify the
adjustment needed. According to Kogut (1991),
organizational structures, policies, and practices
tend to reflect the institutional environment in
which they were developed.

Berry, Guillén, and Zhou (2010) argue
that two countries may be distant from one
another, not only for geographic reasons but
also because of economic, social, cultural, and
political issues. Youg and Rivers (2009) show
that when there is a great divergence between
the institutional environment of the country
a company has its headquarters in, and the
country the same company has a subsidiary in,
the subsidiary rarely adopts the parent company’s
CSR practices, tending to adopt the local market’s
practices. Firms, therefore, tend to adopt the CSR
practices observed in the local market.

When comparing firms that operate
in institutionally distant environments, the
organizational strategies observed can be explained
based on differences in the political, financial,
cultural, education, and labor systems, rather

than by the firms’ characteristics. This scenario
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can be exemplified in Brazil and Canada. From
an economic point of view, the two countries are
practically the same. In 2015, Brazil moved to 9th
position and Canada to 10th among the world’s
largest economies. When considering human
development, however, Canada is better ranked
than Brazil. Between 2007 and 2014, Canada’s
Human Development Index (HDI) increased
from 0.895 to 0.913, while Brazil’s increased from
0.721 to 0.755 (UNDP, 2017).

Brazil and Canada have distinct
characteristics in their institutional structures.
These differences significantly affect various
aspects of the organizations in the countries
(Delmas, 2002), especially the social and
environmental practices they adopt (Matten &
Moon, 2008). For Thorne, Mahoney, Gregory,
and Convery (2015), Canadian companies
engage in social and environmental practices
and strategic alliances in response to stakeholder
pressures regarding CSR. In Brazil, as pointed
out by Abreu, Cunha, and Barlow (2015), there
is an institutional environment in which society,
companies, and government do not act in a
systematic way regarding social responsibility.

This study expands the debate on disclosure
of CSR practices, examining the following research
question: 70 what extent do the characteristics of the
national business systems, in two institutionally
distant countries, influence the disclosure of social
and environmental practices? The relevance of
this research lies in the need to understand the
main factors that affect disclosure, especially the
elements that are beyond the managers’ direct
control (Ioannou & Serafeim, 2012).

Institutional diversity is regarded as
the “distance” between the national business
systems of Canada and Brazil since different
institutional arrangements have distinct strengths
and weaknesses for different types of economic
activity. Countries differ in their economic,
financial, and administrative practices, and such
differences stem from demographic, geographic,

cultural, and political factors and are capable of

affecting managerial decision-making (Berry,
Guillén, & Zhou, 2010).

This study provides two contributions.
First, it shows how isomorphic forces, operating
in the institutional field, affect the adoption of
socially responsible behavior, and it explores the
effect of heterogeneity among countries on local
isomorphism. Second, by basing the research on
Brazil and Canada, the study contributes to the
limited body of knowledge about the influence
of national business systems on disclosure of
CSR practices in institutionally distant countries
(Tschopp, Wells, & Barney, 2012; Orlitzk,
Louche, Gond, & Chapple, 2017).

The next section presents the hypotheses
regarding the influence of the political, financial,
education, and labor systems on the disclosure of
CSR practices. The following section describes the
methodology used to perform the econometric
modeling using panel data based on the period
from 2007 to 2015. Based on the data collected in
the reports of firms listed on the BM&FBovespa
Brazilian stock exchange and the Toronto Stock
Exchange (Canada), the sample contained 264
observations, of 127 of firms in Brazil and 137
firms in Canada. Finally, the article presents
and discusses the results obrained, which show
different isomorphic pressures influencing the

disclosure of CSR practices.

2 Influence of the national business
system on the disclosure of social
and environmental practices

Global companies face marketr and
institutional pressures to be socially responsible
and disclose practices (Golob & Bartlett, 2007).
Abreu et al. (2015) reinforce the need to pay
more attention to the relationship between the
organizational field and institutional dynamics,
which has an impact on different CSR approaches
among developed and developing countries.
In developing countries in general, national
business systems have evolved in environments
with high corruption levels, weak regulatory

oversight and financial institutions, governance

| 31

Rev. Bras. Gest. Neg,, Sdo Paulo, v.22, n.1, p. 29-47, jan/mar. 2020.

Omonk



Romulo Alves Soares / Monica Cavalcanti S4 de Abreu / Silvia Maria Dias Pedro Rebougas / Pedro de Barros Leal Pinheiro Marino

complications, and difficulties regarding citizens’
voice and action. In this context, CSR is usually
characterized as less formalized, more submerged,
and more philanthropic (Visser, 2008).

Matten and Moon (2008) suggest a
framework demonstrating how isomorphic
institutional forces and specific national
institutional structures act upon the firm and
influence its explicit and implicit CSR practices.
They explain that while the explicit and implicit
forms of CSR result in similar practices, “explicit
CSR” results from deliberate, voluntary, and often
strategic corporate decisions. On the other hand,
“implicit CSR” is a reflection of the obligations
of the institutional environment of the company.
Therefore, “explicit” social and environmental
practices are spreading globally due to coercive,
mimetic, and normative isomorphism.

Tang and Li (2009) argue that disclosure
meets society’s demand for accountability,
reporting the social and environmental impact of
the organization’s economic activities. Disclosure
exposes the firm’s return for the economic gains
obtained when using natural, material, or human
resources in a given locality (Conceicio et al.,

2011).

2.1 The influence of the political
system on the disclosure of social and
environmental practices

Regarding the influence of the political
system, it is important to observe that the
government is evaluated by principles, governance
processes, and implementation of public policies
(Bovaird & Loffler, 2003). Whitley (1999)
showed that the essential feature of any political
system is the extent to which the state dominates
the economy and shares risks so that businesses
are dependent on state policies and actions. Ntim
and Soobaroyen (2013) note that governments, as
social institutions, have the coercive power of the
state (for instance, through laws and monitoring)
to regulate the behavior of companies and society.

Bovaird and LofHler (2003) emphasize that

governments cannot be evaluated exclusively for

3]

the quality of their services, but also for the way
they exercise their political, environmental, and
social responsibilities. The government is therefore
evaluated by the degree of implementation of the
set of principles and processes of governance, as
well as by the outcomes of public policies. Matten
and Moon (2008) argue that the central feature
that distinguishes the American and European
political system is the state’s engagement in
economic and social activities such as education,
health, and social security.

Lattermann, Kupke, and Schneider
(2007) applied the governance environment
approach to compare CSR disclosure between
Chinese and Indian multinational companies and
found that the governance environment affects
the disclosure of CSR. The results found by Li
et al. (2010) showed that the most important
driving forces for the intensity of disclosure
are factors related to the country’s governance
environment, followed by factors related to the
sector and the company. Thus, when the country’s
political environment is favorable, companies are
expected to be encouraged to show their social
and environmental practices.

On the other hand, in high-corruption
environments, loannou and Serafeim (2012)
observed that firms are more likely to engage
in unethical practices to reduce their costs and
remain competitive (such as using child labor or
increasing market share through bribery). It seems
that when the government apparatus fails, due to
a lack of infrastructure or corruption, economic
forces operate without appropriate legal or moral
controls (Scherer & Palazzo, 2008).

Ali and Rizwan (2013) confirmed that
government is a powerful stakeholder, forcing the
disclosure of social and environmental practices
in developing countries. Murillo-Luna et al.
(2008) observed that the governments coercive
influence, such as through binding guidelines
or regulations, leads to the implementation of
a corporate environmental policy. Dégl and
Behnam (2015) demonstrated that regulatory

influences are significant for the implementation
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of corporate environmental responsibility
practices in developed countries, but not in
emerging countries. Thus, it is possible to consider

the following hypothesis for the political system:

H,: The countrys governance environment
positively influences the disclosure of social

and environmental practices.

2.2 The influence of the financial
system on the disclosure of social and
environmental practices

Institutional theory argues that firms
adopt certain behaviors to gain access to investors’
financial resources and support from strategic
stakeholders (DiMaggio & Powell, 1983). There
is significant diversity in financing arrangements
between different countries. According to Whitley
(1999), the main characteristic of national
financial systems is their dependence on the stock
market (investors) or bank credit.

The stock market requires more disclosure
than bank financing because sharcholders
are subject to more risk than the debt holder
(Debreceny, Gray, & Rahman, 2002). According
to Ioannou and Serafeim (2012), in well-developed
stock market-based financial systems, corporations
strive to attract lower-cost investments.

Disclosure seems to provide investor-
relevant information about company performance
and decreases informational asymmetry (Dhaliwal,
Li, Tsang, & Yang, 2014). Haig and Hazelton
(2004) point out that the financial returns from
“socially responsible investment funds” pay
better than traditional investments since these
funds have a competitive advantage based on
innovation, product differentiation, and the
adoption of environmental and social practices.

Funding decisions in equity markets
are usually based on short-term profitability.
Within this system, investors focus on profit
maximization and are less attracted to socially

responsible investments. Ioannou and Serafeim

(2015) clarify that the benefits of CSR, such as

reputation building, usually occur in the long
term.

However, Cheng, Ioannou, and Serafeim
(2014) observe that the efficiency of the capital
allocation process in the stock market requires an
adequate disclosure mechanism. In this way, the
more difficult it is to raise funds in a country’s
financial system, the greater the need for the
participants in this system to use the information
disclosed by the companies. Therefore, the
hypothesis regarding the financial system is:

H,: 7he country’s capital market negatively
influences the disclosure of social and

environmental practices.

2.3 The influence of the education and
labor system on the disclosure of social
and environmental practices

Another institutional aspect that influences
company behavior is the system related to the
development and control of skills. According
to Whitley (1999), this system is formed of
the national education system, composed of
institutions that develop and certify competencies.
As for the labor system, it consists of institutions
that control the terms on which the owners of
the skills and competencies sell them in the labor
market (Ioannou & Serafeim, 2012).

Research shows that the practicing of CSR
is related to managers’ and investors’ education
levels (Huang, 2013; Cheah, Jamali, Johnson,
& Sung, 2011). Investors with higher education
levels tend to be more aware of the social and
environmental impacts of business activities,
and skeptical of the information contained in
firms’ reports. Muttakin, Khan, and Subramanian
(2015) point out that in developing countries,
often due to lack of experience and adequate
academic training, managers do not see the
importance of disclosure.

On the other hand, managers with
international experience and qualifications are
usually more prepared to meet the demands of

stakeholders, carrying out outstanding work in
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the disclosure of the firm’s practices, minimizing
information asymmetry, and offering stakeholders
access to relevant data (Muttakin, Khan, &
Subramanian, 2015). Therefore, the following
hypothesis is proposed for the education system:

H,: The quality of the education system
positively influences the disclosure of social

and environmental practices.

Another feature of the national business
system involves labor relations, especially the
employee-employer collaboration (Whitley,
1999). Several standards and methodologies used
to measure disclosure of social and environmental
practices address aspects related to well-being,
education, training and development, profit-
sharing, health and safety at work, and prevention
of child and forced labor (Orlitzky, Louche, Gond,
& Chapple, 2015). Disclosure is expanded to the
extent that it meets the demands of particular
groups of stakeholders, including employees (van
Der Laan, 2009).

Reed (2002) states that the labor market
distinguishes the economies of developed and
developing countries. In developing countries
the labor market is typically characterized by high
levels of unemployment, the relative inability
of trade unions to represent the interests of
workers, no guarantee of a lasting permanence in
employment, and a small margin for negotiating
salaries.

On the other hand, Ioannou and Serafeim

(2012) argue that in countries where trade

34

unions are more prominent, firms will perform
better in CSR practices, as powerful unions
may push for employees’ benefits in the form of
provisions regarding health and safety, as well as
progressive labor policies, and more amenities in
the workplace. Thus, the hypothesis proposed for

the labor system is:

H,: Collaboration in labor relations
positively influences the disclosure of social

and environmental practices.

3 METHODOLOGY
3.1 Sampling procedure

The sample of this research is formed of
companies in Brazil and Canada, included in the
Forbes list “Global 2000 — The World’s Largest
Public Companies,” published in 2008 (using
data from 2007). The selected companies were
publicly traded firms listed in the B3 Brazilian
stock exchange and the Toronto Stock Exchange,
operating in three sectors: basic materials, oil and
gas, and utilities. The sample was formed of 33
companies. The study collected the companies’
sustainability reports available in the period
from 2007 to 2015, from the firms’ institutional
websites and the Global Reporting Initiative
(GRI) database. In total, the research included
259 observations, 127 of companies in Brazil and
132 of companies in Canada. Table 1 shows the

sample composition.
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Table 1

Sample composition per country and sector.

Number of firms per sector

Number of observations per sector

Country Total Total
Oiland gas  Basic materials Utilities Oil and gas Basic materials  Utilities
2 7 7 16 17 50 60 127
Brazil
12.4% 43.8% 43.8% 100% 13.4% 39.4% 47.2% 100%
7 8 2 17 53 64 15 132
Canada
41.2% 47.1% 11.7% 100% 40.2 % 48.5% 11.4% 100%
9 15 9 33 70 114 75 259
Total
27.3% 45.4% 27.3% 100% 27.0% 44.0% 29.0% 100%

Source: Elaborated by the authors

In the sample of firms in Brazil, there
is a predominance of companies in the basic
materials and udilities sectors. In the sample of
firms in Canada, there is a predominance of
firms listed in the basic materials sector followed
by oil and gas and utilities. In 2017, mineral
and metal exploration (basic materials sector)
accounted for 27% of Brazilian exports and 31%
of Canadian exports, according to data from The
Observatory of Economic Complexity. There
are few companies in the oil and gas sector in
Brazil, which characterizes an oligopolized sector,
with large companies that dominate the entire

production chain.

3.2 Dependent, independent, and
control variable definitions

The GRI performance indicators were
used to evaluate the extent of the disclosure of
social and environmental practices. The indicators
were organized into the environmental and
social dimensions, following the methodology
proposed by Fischer and Sawczyn (2013). The
environmental dimension has nine categories,
and the social dimension presents 14 categories.
These two dimensions were merged, forming the
variable “social and environmental disclosure”
(SED).

Following Fischer and Sawczyn (2013),

each category was scored from O to 6, considering;:

0 when no information is disclosed; 1 when
performance information is presented in absolute
or relative terms. An additional point is added
when, in addition to the information in absolute
or relative terms, there is information: in
comparison with similar/rival firms in the
sector; in comparison with previous periods; in
comparison with targets; in a normalized way,
or in disaggregated form. The SED variable was
considered in percentage, so a firm with indicators
with a score of 6 will present, for analysis, 100%
disclosure. The characteristics evaluated for each

indicator are presented in Table 2.

Table 2
Characteristics assessed using social and

environmental indicators

Characteristics Values
Absent indicator 0
Absolute or relative performance information is ]
presented
Information is presented and compared with other 1
. +
firms in the sector
Information is presented and compared with 1
. . +
previous periods
Information is presented and compared with 1
+
targets
Information is presented also in normalized form +1
Information is presented in disaggregated form +1
Maximum points per indicator 6

Source: Elaborated by the authors based on Fischer and
Sawczyn (2013).
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The independent variables are related to
the institutional structures that make up the two
countries’ national business systems. An indicator
was chosen as a proxy to represent each pillar of
the system. The indicators were selected from the
databases of two international bodies: The World
Bank and the World Economic Forum. Table 3

presents a synthesis of the independent variables

Table 3

Independent variables and sources

related to the hypotheses, research description,
and the data source. It is observed that the selected
indicators have different scales. Therefore, for a
better comparison between them, the indicators
were standardized on the same scale, with values
in the range of 0 for the lowest value and 1 for

the highest value observed.

Variables Indicator Description Operationalization Data source
WGI indicators involve six dimensions:
voice and accountability, political
Political . Set of indicators used to assess the stability and absence of violence,
Worldwide . . . .
system ; quality of public governance in the ~ government effectiveness, regulatory The World Bank
Governance Indicators )
(POL) country quality, the rule of law, and control of
corruption. The indicators are measured
on a scale from -2.5 to 2.5
. . . Executives” opinions on how eas
Financial . Related to the company’s capacity . S OpIlo Y
Financing through the . . it is for private businesses to obtain
system . to fund its activities through the . . .
local equity market . equity funding by trading stocks and
(FIN) equity market - : World E ;
securities, using a scale from 1 to 7 orld Lconomic
E tives’ opinions on how thi Forums
. . xecutives’ opinions on how the
Education . Related to the quality of the , P (WEF) Global
Quality of the . country’s education system responds to -
system cdncation system education system based on four the need for a competitive cconom. Competitiveness
(EDU) 4 elements of the teaching structure P y Index (GCI)

using a scale from 1 to 7

Labor system  Cooperation in labor-
(LAB) employer relations

Related to cooperation in the
worker-employer relationship

Executives’ opinions on the working
conditions, using a scale from 1 to 7

Source: Based on field research

Also, three control variables related to the
firms’ financial characteristics were selected: size,
leverage ratio, and profitability. This inclusion is
based on the idea proposed by Roberts (1992),
that a firm is more likely to adopt CSR practices
depending on its financial circumstances. Size
was measured using the natural logarithm of
total assets.

It should be noted that for the Canadian
firms, the asset value was converted from
Canadian dollars into Brazilian reais, considering
the exchange rate on December 31 of the year
which the information refers to. The leverage ratio

was measured based on the ratio between the debt

capital (current liabilities + non-current liabilities)
and rtotal assets. Profitability was measured based
on the return on assets (ROA), which divides

earnings before interest and taxes by total assets.
3.3 Econometric model

For the test of the hypotheses (H,, H,, H3,
and H ), statistical techniques were used for panel
data analysis. The panel data analysis method
consisted of a combination of a cross-sectional
and longitudinal section with two dimensions:
time and space (Sonaglio, Zamberlan, Lime, &
Fields, 2010). The model used to test the research
hypotheses was:

SED;, =
Boi + BLPOL, + BoFIN, + B3EDU, + B,LAB, + BsSIZE; + BsROA;, + B;LEVERAGE;, + wi,.

36]
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Where SED is the indicator of CSR
disclosure of company i in year # POL is the
quality indicator of the political system of country
p in year 5 FIN is the efficiency indicator of the
financial system; EDU is the quality indicator
of the education system; LAB is the indicator
of collaboration in the work system; SIZE is the
natural logarithm of the total assets of firm 7 in
year ; ROA represents the return on assets of
firm 7 in year  and LEVERAGE represents the
leverage ratio of firm 7 in year z

As the objective of the research was to
observe the institutional distance between Brazil
and Canada, separate regressions were carried out
for the two countries. In both regressions, the
Hausman test, F-test, and Breusch—Pagan test were
petformed to determine the best specification
among the panel data models available (fixed
effects, random effects, and pooling). The model
presented in the results was the most adequate
according to the tests performed. The study
adopted the R software version 3.4.4 to carry out

the tests and regressions.

4 Results
4..1 Descriptive analysis

Table 4 presents the descriptive analysis of

the independent variables related to institutional

structures that form the national business
systems of Brazil and Canada. In general, the
two countries are statistically different in all
aspects of their national business systems and in
any time series (from 2007 to 2015). Also, the
Canadian systems are more efficient than the
Brazilian ones. The standardized scores for Canada
show indicators that are, on average, 1.92, 1.66,
1.21, and 1.22 times higher than Brazil’s, for the
political, education, financial, and labor systems,
respectively.

The results allow the analysis of how the
systems behave over the years in both countries.
In Brazil, the lowest values for the four systems
are observed in 2015. In Canada, the lowest
values are distributed in different years, with the
lowest values for the political and labor systems
observed in the first years analyzed (2007 and
2008, respectively) and those for the financial
and education systems occurring at the end of the
period (2013 and 2015, respectively). In addition,
the percentage change between the highest and
lowest value observed in each of the two countries
shows a more homogeneous behavior for Canada,
where the variations range between 1.6% (political
system) and 14.8% (financial system). In Brazil,
these variations are between 10.7% (political

system) and 28.6% (financial system).

Table 4
Descriptive statistics of the national business system variables in the period from 2007 to 2015
System Country 2007 2008 2009 2010 2011 2012 2013 2014 2015 W‘t‘s’f"“
Political Brazil 0.477 0.494 0.511 0.522 0.518 0.510 0.495 0.488 0.466 ex
t
oume Canada 0.817 0.822 0.829 0.822 0.823 0.824 0.822 0.830 0.828
Brazil 0.683 0.662 0.606 0.560 0.605 0.580 0.550 0.520 0.488
Financial ork
Canada 0.784 0.729 0.670 0.673 0.712 0.695 0.668 0.698 0.733
Brazil 0.358 0.386 0.430 0.446 0.429 0.424 0.426 0.389 0.349
Education ork
Canada 0.755 0.798 0.819 0.808 0.775 0.772 0.750 0.749 0.729
Lab Brazil 0.596 0.618 0.601 0.583 0.597 0.608 0.591 0.534 0.510 .
ot Canada  0.690 0.696 0703 0713 0.723 0721 0.704 0.708  0.726

Note: *** indicates that the difference between the countries is significant at 1%.
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Table 5 shows the average disclosure of
environmental practices of the firms in Brazil and
Canada, from 2007 to 2015. The results show
that the average disclosure of the firms in Brazil
is higher than for the firms in Canada, reporting
the significant impacts of activities, products,
and services on the biodiversity of protected areas
and areas with a high biodiversity index outside
protected areas. Also, the firms in Brazil put more
emphasis on the percentage of recovery of their
product packaging, the percentage of recycled
materials, and direct emissions of greenhouse

gases.

Table 5

The firms in Canada placed greater
emphasis on the environmental aspects related
to emissions that cause acid rain and indirect
emissions of greenhouse gases. Environmental
aspects related to production costs, such as
consumption of materials, water, and energy;
generation of waste; financial implications related
to climate change; and the location and area of
land with a high biodiversity index, do not present
significant differences between the firms of the

two countries.

Comparison of means of environmental indicators disclosed by the firms in Brazil and Canada

Indicators

Brazil Canada

T test
n c n c

Description of the significant impacts on the biodiversity of any activities, products, and
services in protected areas and those with a high biodiversity index outside protected areas

Percentage of recycled materials used

Total direct emissions of greenhouse gases, by weight

1.31 090 099 0.94 0.006

096 1.07 0.53 0.81 0.000
094 089 077 0.77 0.095

Percentage of packaging recovered in relation to the total number of products sold 026 0.70 0.12 0.34 0.035

Relevant indirect emissions of greenhouses gases, by weight

Total discharge of water, by quality and destination

1.97 130 252 1.28 0.001
143 1.58 1.82 141 0.035

NO,, SO, and other significant atmospheric emissions, by type and weight 0.46 088 098 1.13 0.000

Total water used according to its source
Direct consumption of energy according to the primary source

Total weight of waste, by type and method of disposal

Location and size of the properties owned, leased, or administered within protected areas or
adjacent to them, and areas with a high biodiversity index outside protected areas

Indirect consumption of energy according to the primary source

Emission of substances that destroy the ozone layer, by weight

Initiatives to mitigate the environmental impacts of products and services and the extent of

the reduction of these impacts

1.86 147 177 136 0.628
1.83  1.09 1.85 1.36 0.937
1.64 140 176 1.25 0.456

136 145 139 1.16 0.878

1.35 142 142 129 0.645
1.23 124 1.04 1.19 0.218

120 092 129 0.85 0.424

Financial implications and other risks and opportunities due to climate change 099 081 093 0.82 0.517

Source: Elaborated using research data

Table 6 shows the average disclosure of
social practices of the firms in Brazil and Canada,
in the same period. The results show that, in the
vast majority of social issues, the average disclosure
of the firms in Brazil is significantly different and
greater than that of the firms in Canada. In Brazil,
despite presenting a higher level of disclosure,

the firms’ practices reflect weaknesses in the

3

country’s regulatory and normative institutions.
The emphasis is on showing practices related to
fighting employee discrimination, child labor,
forced labor, corruption, and wage differences
between men and women. Also, the firms
emphasize training, minority support programs,
information on products and services, and

impacts on workers’ health and safety.
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As for the firms in Canada, the disclosures
on the rate of injuries, occupational diseases,
lost days, absenteeism, and work-related deaths
stand out, which present a higher value and

are more significant in relation to the firms in

Brazil. Practices regarding production costs,
such as turnover rate, impacts on infrastructure
investments, benefit plans, and cost policies with
suppliers do not present significant differences

between the firms in the two countries.

Table 6
Comparison of means of social indicators disclosed by firms in Brazil and Canada
Brazil Canada
Indicators T test
m c p c
Total employees, by type of employment, labor contract, and region 1.89 1.20 1.61 1.04 0.046
Average hours of training per year, per employee, defined by their job category 1.65 1.03 0.58 0.91 0.000
Composition of.the groups responSIb.Ie fo.r corporate governance and th.e hst.mg of employees by 146 121 093 118 0.000
category, according to gender, age, minorities, and other indicators of diversity
The proportion of base salary between men and women per job category 1.06 1.15 0.48 0.91 0.000
Operatlc.)ns identified as f1.51gn1ﬁcar?t risk in terms of involving child labor and the measures taken 093 092 027 045 0.000
to contribute to the abolition of child labor
Operations identified as a slgmﬁcan't rls-k in terms of involving forced labor or any kind of slavery 092 091 027 045 0.000
and the measures taken for the eradication of this type of work
Measures taken in response to cases of corruption 0.85 091 0.67 0.81 0.093
Total number of cases of discrimination and the measures taken 0.72 0.75 0.46 0.65 0.002
Type of information about products and services required by labeling procedures, and the 042 053 023 053 0.004
percentage of products and services subject to these requirements ’ ' ' ' ’
Phases of the life cycle of products and services in which the impacts on health and safety are
evaluated for improvements to be made, and the percentage of products and services subject to 0.34 051 0.18 0.41 0.006
these procedures.
Rate of. injuries, occupational illnesses, number of days lost, absenteeism, and work-related deaths, 176 128 2.18 1.06 0.005
per region
Total number and turnover rate of employees, by age, gender, and region 1.68 1.21 156 1.08 0415
Development and impact of investment in 1.nfr4astructure am.i services offered partlcglg{ly for the 149 112 1.64 122 0286
benefit of the public, by means of commercial involvement, in cash or pro bono activities
Coverage of the obligations related to the defined benefit pension plan that the organization offers  1.06 0.90 1.02 1.16 0.796
Policies, practices, and proportions of spending with local suppliers by important operating units 1.03 1.05 1.19 1.20 0.254

Source: Elaborated using the research data.

The firms in Brazil present greater
disclosure involving a more comprehensive
set of environmental and social practices.
Notwithstanding, Brazil has a weaker institutional
environment in all aspects (see Table 4). Thus,
what is observed in the firms in the country
is the disclosure of “explicit” CSR practices.
On the other hand, the firms in Canada, since
they operate in an environment where there are
stronger institutions, end up adopting “implicit”

CSR practices.

4.2 Econometric analysis

Regarding the regression analysis, the
random effects panel data model was used for
the two countries, since this model was proven
to be superior to the other two possibilities
(fixed effects and pooling). For the model with
firms in Brazil, the Hausman test presented
a statistical significance of 0.944, while the F
and Breusch-Pagan tests for the panel effects

presented a statistical significance of 0.000. For
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also presented a statistical significance of 0.000

(Table 7).

the model with firms in Canada, the Hausman
test presented a statistical significance of 0.999,

and the F and Breusch-Pagan tests for panel effects

Table 7
Results of the panel models for firms in Brazil and Canada

Firms in Brazil Firms in Canada

Variables

Coefficient P-value Coefficient P-value
Intercept -0.536 0.205 0.931 0.489
POL 2.111 0.072* -0.383 0.799
FIN -0.793 0.018** -0.597 0.002%**
EDU -1.158 0.160 -0.779 0.000***
LAB 1.050 0.071* 0.668 0.162
Size 0.003 0.870 0.005 0.145
ROA 0.072 0.507 0.060 0.440
Leverage ratio -0.082 0.301 -0.001 0.989
Wald 2 19.01 (0.000) 29.28 (0.000)
R? 0.107 0.056
Hausman test 2.26 (0.944) 0.52 (0.999)
Effect Random Random

Note: * < 10%, ** < 5%, *** < 1%.

Source: Based on the research data

As observed in Table 7, the random effects
model for the firms in Brazil has an R? of 0.107
and a p-value for the F-test with a significance
level of less than 0.01. It was identified that
the political and labor systems have a positive
and significant effect at the 0.10 level on social
and environmental disclosure, and the financial
system has a negative and significant effect at the
0.05 level. For the firms in Canada, the model
has an R? of 0.056 and an F-test with statistical
significance lower than 0.01. The same negative
effect, significant at the 0.01 level, is observed
in the social and environmental disclosure for
the financial system. It is also observed that the
education system has a negative and significant
effect. For both countries, the control variables do

not exert a significant effect on SED.

Q0]

Table 8 shows the relationship between
the results of the panel data analysis and the
assumptions made in the hypotheses. The increase
in social and environmental disclosure practices
is positively related to the political system for the
firms in Brazil, as assumed in H,. However, this
hypothesis was not supported when analyzing the
firms in Canada. The results for the tests for H,
related to the financial system in both countries
support the hypothesis since the influence
observed was negative. However, the value of the
coefhicient for the companies in Brazil indicates
a more significant influence than that observed

for the firms in Canada.
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Table 8
Synthesis of the results of the hypotheses tests
Hypothesis Relationship Result Country Supported
Brazil YES
H, POL—SED + Positive effect of public governance on disclosure
Canada NO
. . Brazil YES
H FIN.>SED i Negative effect of tbe ease of raising funds on
2 disclosure Canada YES
. . : Brazil NO
H EDU—SED . Negative effect of tbe quality of education on
3 disclosure Canada NO
-, ’ Brazil YES
H LAB—SED . Positive effect of .the emp%oyer employee
4 collaboration on disclosure Canada NO

Source: Based on the results presented in Table 7

Hypothesis H, was rejected for companies
in Brazil and Canada. In the case of Canada, the
education system is negatively related to social
and environmental disclosure, contrary to the
hypothesis’ proposition. Finally, hypothesis H,
indicates a positive effect of the employer and
employee collaboration on disclosure, but the
results only supported this assumption for the

companies in Brazil.

5 Discussion

The research confirms the influence of
the national business system on the level of
disclosure of social and environmental practices
in institutionally distant countries. The results
indicate thatin Canada there is a predominance of
coercive and normative isomorphism. Canadian
companies adopt behaviors that meet the legal
requirements and, therefore, do not need to
report social and environmental practices to their
stakeholders. In the case of Brazil, in the absence
of coercive pressures, normative and mimetic
isomorphism seems to predominate.

As for the political system, Canada is one
of the top 15 countries regarding the quality
of public governance, whereas Brazil is below
the 100 best countries in this aspect. According
to the World Bank (2017), in terms of public
governance, for the six WGI dimensions Canada

is ranked better than 90% of the countries

analyzed, while Brazil is in the bottom 50% of
the researched countries in all six dimensions. As
for the financial system, in 2015, in a ranking of
138 countries, Canada was ranked in 14" place for
funding through the capital market, while Brazil
ranked 83™. Canada also ranked 15™ in executives’
perceptions of how much the education system
meets the needs of a competitive economy, while
Brazil ranked 128®. Finally, regarding the labor
system, Canada ranked 20" and Brazil ranked
118" in terms of the quality of employee and
employer collaboration (World Economic Forum,
2017).

When analyzing the results for each of the
hypotheses, it is observed that the weak public
governance in Brazil positively influences the
disclosure of social and environmental practices.
Similar findings were reported by Young and
Marais (2012), who point out the effect of the
governance of French and Australian firms on the
nature of CSR disclosure. Lattermann, Kupke,
and Schneider (2007) also find that the Chinese
and Indian governance environment affects
CSR disclosure. Li et al. (2010) show that, in
BRIC countries, factors related to the countries’
governance environment, followed by sector and
company-related factors, are the most important
driving forces for the intensity of CSR disclosure.

For companies in Canada, the political

system does not have a significant effect on CSR
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disclosure. One possible explanation is related to
the behavior of companies operating in countries
with different coercive pressures and relates to
the framework proposed by Matten and Moon
(2008). In countries such as Canada, companies
develop “implicit” CSR. On the other hand,
in Brazil, companies adopt “explicit” CSR. In
this sense, Damiano-Teixeira and Pompermayer
(2007) reinforce the idea that companies in Brazil
are becoming more active in dealing with social
and environmental issues to move away from
the image of corruption and the accumulation
of wealth.

Regarding the financial system, there is
an evident influence of regulatory pressures in
both countries. The research revealed a negative
relationship between how easy it is for firms to
raise money in the capital market and the level of
disclosure of social and environmental practices.
This result indicates that the easier it is for
companies to obtain funding in the stock market,
the less likely it is that they will need to present
themselves as socially responsible and, therefore,
low-risk firms.

Using a sample of 11,672 observations
from 53 countries between 2003 and 2010, El
Ghoul, Guedhami, and Kim (2017) confirm
that CSR practices help access better funding
conditions. Weaker capital markets present higher
transaction costs, and CSR practices can mitigate
such costs by reducing informational asymmetry
and agency costs.

The result for the influence of the quality
of the education system on the extent of
disclosure was statistically significant for Canada,
although the relationship found was contrary to
hypothesis H,. In countries where the education
system is centralized by the government, firms
develop more “implicit” CSR, which leads to
less disclosure. Studies carried out by Ioannou
and Serafeim (2012), with a sample of 180
American companies, between 1992 and 2010,
point to a negative relationship between the
quality of the education system and the extent of

disclosure of social and environmental practices.

2]

If skilled human capiral is plentiful in the country,
companies do not need to “compete” for talent
with more disclosure.

The research shows that only the firms in
Brazil present a significant influence of the labor
system on the disclosure of CSR practices. Other
studies that analyze the role of the labor system
also point to a positive relationship, due to the
importance of employees as one of the company’s
main stakeholders (Ioannou & Serafim, 2012;
Preuss, Barkemeyer, & Glavas, 2016). Chih et
al. (2010) find a positive relationship between
disclosure and the quality of the employee-
employer relationship for a sample of 520
financial firms from 34 countries, and confirm
that employees form a group of stakeholders
capable of demanding better social practices

through cognitive pressures.

6 Conclusion

The study shows that isomorphic forces
operate in the institutional field and affect the
adoption of socially responsible behavior. The use
of indicators for the institutional structures that
shape national business systems allows for new
insights into firms’ socially responsible behavior.
In the managerial field, the results of the study
indicate that institutionally distant countries are
subject to the influence of different coercive,
normative, and cognitive pressures when defining
and maintaining the legitimacy of their CSR
practices.

Our results demonstrate that Canada has
a clear set of boundaries and parameters that
guide the institutional environment. In contrast,
in Brazil, these boundaries are not clearly defined
and allow for experimentation with new forms
of disclosure and approaches to CSR (Abreu
et al., 2015). For Brazil, one lesson learned in
this research is the need for better governance
of the institutional environment to broaden the
disclosure of social and environmental practices.
At the same time, the financial system has a strong
influence on firms and whether they increase

the disclosure of their practices. Also, effective
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disclosure requires a better relationship between
employees and employers.

We end by highlighting the potential
and limitations of CSR disclosure. Brazil can be
considered a “land of contradictions” in which
society, companies, and government deal with
severe deficiencies in the institutional environment.
Disclosure of social and environmental practices
enables a dialogue in order to include socially
responsible actions. This process must recognize
the interconnections between the organizational
field and the institutional framework and be
guided by ethical and moral aspects.

The study has limitations that must be
recognized. One limitation involves the short
period analyzed, due to the unavailability of
institutional indicators to present a long time
series, as well as the unavailability of CSR reports.
Another limitation is the small number of firms
researched. The reduced sample was due to
the choice of environmentally sensitive sectors
and the decision to obtain a similar number of
observations for both countries.

Although there are empirical limitations in
the research, the firms and indicators were carefully
chosen to represent Brazil and Canada. The study
demonstrates the importance of the relationship
between CSR disclosure and the institutional
environment. It was observed, therefore, that
comparative studies in institutionally distant
countries, using the proposed econometric model,
contribute to understanding the influence of
coercive, normative, and cognitive isomorphic

pressures on CRS practices.
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