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Chapter 4

4.1 Introduction

Amidst growing concerns about the international social and environmental
implications of MNEs, societal stakeholders are increasingly exerting
pressure on MNEs to improve their practices. A substantive stream of
research has focused on this stakeholder pressure, covering a range of topics
from MNESs’ activities to reduce pollution to their CSR reporting. Several of
these studies have suggested that foreign locations with lower standards
and costs are preferred by MNEs when undertaking activities across
borders. Recent work has, however, also pointed at the role of reputational
considerations in MNE decision-making related to where and how MNEs
choose to operate abroad (e.g., Maggioni et al., 2019; Pisani et al., 2019).
These studies suggest that there is also a ‘race to the top’ in certain social
and environmental practices in addition to the better known ‘race to the
bottom’ (cf. Bu & Wagner, 2016; Kolk, 2016).

In the received literature, two contradictory hypotheses on the
influence of home-country institutional pressure on MNE practices abroad
have emerged. On the one hand, MNE practices are under constant scrutiny
from home-country stakeholders who exert pressure on MNEs to act in
a socially responsible manner everywhere they operate, thereby shaping
their internal structures, processes, and practices (Dau et al., 2020; Marano
& Kostova, 2016). This suggests that the stronger the pressure faced at
home, the more likely MNEs will behave responsibly abroad. On the other
hand, this pressure may have unintended— adverse—consequences.
Because of their experience in transferring knowledge and activities abroad,
MNEs have the option to move the activities to foreign subsidiaries where
they can be executed at lower cost and with less visibility, away from the
greater scrutiny in the home country (Berry et al., 2021; Surroca et al., 2013;
Witt & Lewin, 2007). This view therefore suggests an opposite effect: the
stronger the pressure faced at home, the more likely MNEs will relocate
their activities abroad (especially the less responsible ones) to enjoy greater
room for maneuver and lower visibility.

Both hypothesized forces have been found to play an important role in
MNEs’ environmental and social activities in general and can be expected to
be highly relevant to their labor practices as well. However, we know very
little about the overall effect of these two opposing forces when it comes to
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How pressure at home works out abroad

labor practices abroad specifically. Such ambiguity is remarkable in view of
the recent debate in IB on the gains and losses of globalization; a process
said to have come with “economic anxiety, discontent, loss of legitimacy
and fairness concerns” (Rodrik, 2018, p. 13, cf. Kobrin, 2017).While some
scholars (e.g., Alvaredo et al., 2017; Hoekman & Nelson, 2018) have pointed
at the fact that governments can set standards to mitigate the distributional
effects of globalization, there is little understanding of how broader home-
country institutional pressures to improve labor practices truly affects MNE
employees abroad.

Despite the relevance of human rights and working conditions around
the world, MNEs’ specific labor practices have thus far received scant
research attention (Sun et al., 2021). This is likely because extant scholarly
work on both IB and CSR has thus far mainly privileged a business-centric
focus. These bodies of research have only more recently expanded into the
assessment of broader outcomes for different beneficiaries, thus trying to
unveil firms’ true impact on societies (Brandl et al., 2021; Wickert, 2021,
Wickert & Risi, 2019). In light of this, this chapter focuses on MNEs’ labor
practices abroad and thus directly responds to the urgent call to reorient
the dependent CSR related variables in management research toward
more tangible social and environmental outcomes (Wickert, 2021). By
investigating the health and safety of MNE employees’ working conditions
and wages abroad we aim to shed light on these companies’ specific roles
and responsibilities on this crucial societal-level outcomes in the countries
in which they operate.

In order to achieve this aim, this chapter builds on the widespread
attention for the importance of the home country in IB (e.g., Hoskisson
et al., 2013; McGaughey et al., 2016), which for example includes specific
topics related to MNEs’ internationalization, entry mode and performance
(e.g., Newenham-Kahindi & Stevens, 2018; Marano et al., 2016; Mayrhofer,
2004; Zhu et al., 2019), to investigate how - ceteris paribus - home-
country institutional pressure influences MNEs’ host-country practices
specifically related to workforce conditions. We assess the overall effect
of home-country institutional pressure (stemming from the media, non-
governmental organizations, labor laws and policies, and national social
consciousness) on the quality of MNESs’ labor practices abroad—considering
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the health and safety of working conditions and wages in their subsidiaries.
Using micro-level survey data from almost 6,000 employees in 42 countries
working for the (foreign-owned) subsidiaries of MNEs from 32 countries—
and controlling for individual, firm, industry and distance variables—the
findings show that, contrary to stakeholders’ intent and expectations,
home-country institutional pressure may have an adverse effect on the
quality of MNEs’ labor practices abroad, but that the levels at which the focal
effects become negative vary considerably by specific working conditions
and the type of pressure at home.

This chapter contributes to the literature in three ways. First, we
find evidence of and quantify the influence of home-country institutional
pressure on MNE labor practices abroad through a systematic analysis, which
points at the need to disentangle contextual contingencies, considering
multi-faceted interplays between home-host institutions and particular
labor practices. In so doing, the chapter responds to the urgent call for more
studies that move away from a business-centric to a society-centric focus
and thus can shed light on firms’ true impact on society (Wickert, 2021). To
this end, our focus on MNEs and their labor practices shows the relevance of
centering attention on MNEs’ societal-level outcomes and offers interesting
avenues for future research. Second, our fine-grained analysis allows us to
add specific and nuanced insights on the role of MNEs and institutions in (re)
distributing the gains and losses of globalization, and do so by using micro-
level data on employees working inside these firms—rather than relying
on macro indicators or public information provided by firms. Furthermore,
the inclusion of MNEs from both emerging and developed countries made it
possible to examine the influence of home-country institutions for a large
number of home countries, thereby improving generalizability compared
to previous studies which included a limited set of home countries. Third,
methodologically, this chapter is the first empirical study on MNEs’ labor
practices abroad that uses a cross-classified multilevel effects method which
allows us to control for all industry and host country-level characteristics
that contribute to differences in working conditions and wages (Andersson
et al., 2014; Graafland & Noorderhaven, 2020; Peterson et al., 2012).
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How pressure at home works out abroad

4.2 Theory and hypotheses

4.2.1 Theory

Home-country institutional pressure and MNE practices abroad

The influence of home country institutions on MNEs’ activities has been a
central topic of scholarly enquiry in the IB literature (Hoskisson et al., 2013,
McGaughey et al., 2016). An extensive body of IB research has investigated how
MNEs’ internationalization is influenced by their home country institutions.
Previous studies have shown that in some contexts they can represent a source
of capabilities, resources, and assets facilitating MNEs’ foreign expansion
(Cuervo-Cazurra & Ramamurti, 2017; Luo & Wang, 2012; Santangelo & Stucchi,
2018; Weng & Peng, 2018), while in other cases they can turn into negative
contingencies triggering MNEs’ escape (Caves, 1996; Dunning & Lundan, 2008;
Luo & Tung, 2018; Rugman & Verbeke, 1998; Witt & Lewin, 2007). Additionally,
home country institutions have been shown to not only influence the decision
to internationalize, but also the subsequent entry mode strategy chosen (Ang
et al., 2015; Mayrhofer, 2004), as well as MNEs’ overall financial (Marano et
al., 2016; Zhu et al., 2019) and CSR performance (Pisani et al., 2017).

As noted in the introduction, scholarly views on the influence of home-
country institutions on MNEs’ practices abroad have been diverging and
can be summarized in two contradicting arguments. Interestingly, while
both contain references to the institutional environment of an MNE as an
interdependent multidimensional system, with a configuration of interacting
institutions (Jackson & Deeg, 2008, 2019; Kostova et al., 2020; Schneider et al.,
2010), one seems to predict home-country pressure to improve MNE practices
abroad—the other to worsen. We will elaborate on each consecutively.

The first argument is based on the hypothesis that, at high levels of
institutional pressure at home, MNEs are likely to move their most socially
undesirable activities abroad as an exit strategy to avoid scrutiny from
local stakeholders. As MNEs are in a unique position to arbitrage cross-
national differences in institutional environments (Hall & Soskice, 2001),
they configure their global operations across countries and exploit location-
based advantages (Berry et al., 2021; Ghemawat, 2007; Hall & Soskice, 2003;
Surroca et al., 2013; Witt & Lewin, 2007). Consequently, MNE activities which
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do not (entirely) comply with stringent home-country standards are more
likely to be relocated abroad. Accordingly, the relationship between MNEs’
home-country institutional pressure and the quality of environmental/
social practices at their subsidiaries abroad is thus expected to be negative
(Korten, 2015). Surroca et al. (2013) have indeed found evidence that
institutional pressure in MNEs’ home countries prompts MNEs to relocate
their (socially undesirable) activities abroad. Their study showed that MNEs
react to stakeholder pressure compromising profits by shifting their socially
irresponsible practices to subsidiaries located in less stringent environments.
They found the transfer of irresponsible social behavior to increase with the
amount of regulatory pressure, the number of NGOs, and the number of
controversies that MNEs face in the home country. The recent work by Berry et
al. (2021) empirically corroborates this by showing that US firms source from
their own plants in countries with weak environmental standards, in addition
to sourcing from third-party foreign suppliers. Weng and Peng (2018) took a
slightly different approach and posited that home-country labor protection
- rather than firm-specific controversies - leads to institutional challenges
for domestic operations, resulting in a tendency for MNEs to offshore these
operations abroad. Their study shows that an increase in the home country’s
labor protection raises a firm’s likelihood of offshoring considerably.

This first hypothesis is aligned with neoinstitutional theory according
to which once the MNE moves activities to a given host country whose
institutions differ from those of its home country, these differences generate
isomorphic pressure on the MNE to adopt an “institutional adaptation” or
“simple adaptation” strategy. The MNE is thus expected to become familiar
with host country institutions - in this case inducing to lower-quality
social and environmental practices - and engage in isomorphic behavior
(Cantwell et al., 2010: 569). Salomon and Wu (2012) have shown that such
local isomorphism strategy can be relatively enduring over time.

In contrast, the second hypothesis posits that MNEs from different
countries face divergent degrees of pressure to behave in a socially responsible
way, and that higher levels of institutional pressure at home is associated with
more socially responsible firm behavior (Aguilera et al., 2007; Christmann &
Taylor, 2001). The reasoning behind this expectation is that every context is
accompanied by a specific configuration, and that in this case institutional
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pressure from, inter alia, customers, suppliers, and investors may deter
their businesses and investments when MNEs do not meet standards for
responsible practices both at home and abroad (Barnett & Salomon, 2006;
Chatterji & Toffel, 2010; Detomasi, 2008; Hartmann & Uhlenbruck, 2015;
Toffel et al., 2015; Weng & Peng, 2018). Moreover, irresponsible practices
may result in a call for more regulation, which could ultimately affect MNEs’
operations and profitability (Detomasi, 2008). Home-county pressure can be
targeted at host-country practices directly (Giuliani & Macchi, 2014; Toffel
et al., 2015) and may result in MNEs internalizing the structures, processes,
and practices developed in response to home-country pressure in their global
operations (Marano & Kostova, 2016).

This second hypothesis thus suggests that the stronger the institutional
pressure to act virtuously at home, the higher the likelihood that MNEs apply
these more stringent standards to their operations abroad. Thus, by fully
acknowledging the significant barriers to local isomorphism that MNEs may
encounter (Denk et al., 2012; Newenham-Kahindi & Stevens, 2018; Oetzel &
Doh, 2009; Saka-Helmhout & Geppert, 2011), this line of research has focused
on how MNEs cope with cross-country institutional complexity — a condition
defined by competing and at times incompatible prescriptions from multiple
institutional logics (Saka-Helmhout et al., 2016) - and how this complexity
may at times make local isomorphic behaviors impossible or less likely.

How pressure at home relates to MNE workforce practices abroad

While the two above-mentioned hypotheses seem to predict completely
opposing effects, we suggest that they might be complementary in explaining
the influence of MNEs’ home-country institutions on the quality of their labor
practices abroad. We therefore consider a non-linear relationship between
the two and expect an inverted U-shaped relationship between MNESs’
home-country institutional pressure and the quality of their labor practices
abroad. Below the optimum, MNEs conform to the expectations of home-
country stakeholders and their labor practices (shaped by their home-country
institutional context) are transferred to their subsidiaries abroad, leading to
a positive relationship between the home-country institutional pressure and
the quality of MNEs’ labor practices abroad. However, once the optimum is
reached the cost of conformity is higher than the cost of transferring activities.
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MNE:s are therefore more likely to exploit the opportunity to relocate activities
associated with lower-quality labor practices abroad to escape the high degree
of institutional pressure at home. Our assumptions are inspired by a few
recent IB studies which have considered the relevance of configurations of
institutional systems for firm social and environmental performance, but do
not focus on labor practices in MNEs’ subsidiaries specifically.

In particular, Ioannou and Serafeim (2012) and Hartmann and Uhlenbruck
(2015) incorporated a wider set of firm social and environmental performance
indicators as a function of an interdependent system. Park et al. (2014) and
Graafland and Noorderhaven (2020) went a step further and examined the
interactions between elements of the national institutional system for CSR.
Park et al. (2014) studied MNEs with subsidiaries in South Korea, and found
that the relevance of local employee, government, community, NGO and media
pressure in the host country is highly contingent on the extent to which the
focal MNE is exposed to consumer pressure. We extend this approach by taking
a comparative institutionalist approach, and thus study the effects of the main
sources of home-country pressure simultaneously: following Jackson & Deeg’s
(2019, p. 15) recommendation, we do not collapse them into one-dimensional
country configurations as “reductionism places a huge number of assumptions
of how institutions combine and take attention away from interactions or
qualitatively distinct configurations of institutions”.>* Having said that, in the
post-hoc analysis we consider developed and developing country institutional
configurations from the combined home and host country perspective. This
allows us to take an interactive comparative view of how institutions influence
MNEs, in which their labor practices are shaped by the interaction between
their home and host country institutional contexts (Jackson & Deeg, 2019;
Marano & Kostova, 2016).

We build on the literature on institutional systems that has been based
on two primary frameworks - Varieties of Capitalism (Hall & Soskice, 2001)
and National Business Systems (Whitley, 1999). Fainshmidt and colleagues
(2018) recently proposed a new framework - Varieties of Institutional
Systems - that features unique aspects that can be particularly relevant

3t We note that the view, as expressed by Jackson & Deeg (2019, p. 5), in which MNEs can even be
considered “partially constituted by institutions”, differs from the traditional institutions-based
view of international business which considers institutions to be additive, i.e. to influence MNEs
independently or in lieu of each other (North, 1990, 1991).
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for developing economies. These frameworks are useful for understanding
the influence of institutional diversity on IB phenomena by appreciating
how national institutions shape in complementary ways into systems of
economic organization. This approach is therefore useful in the context
of this study as it allows for the identification of the most relevant home-
country institutions exerting pressure on MNEs: legal, market, and civil
society institutions (Hall & Soskice, 2001; Hartmann & Uhlenbruck, 2015).
There is vast consensus that an MNE’s legal environment influences its
(labor) policies and practices (Crouch & Streeck, 1997; Hall & Soskice, 2001,
Weng & Peng, 2018; Whitley, 1999). Market pressure from actors including
customers, suppliers and investors can be seen as a second prominent
source of influence on MNEs. Moreover, NGOs and the press are the two
main civil society institutions which have the capacity to reinforce legal
and societal norms (Hall & Soskice, 2001; Hartmann & Uhlenbruck, 2015).

In the following section, we elaborate further on the mechanisms as
mentioned and formulate our hypotheses.

4.2.2 Hypotheses development

Home-country labor laws and policies

IB research has identified MNEs’ home-country institutional environment
as a key determinant of the quality of their labor policies and practices (Peng
et al., 2008). Marano and Kostova (2016, p. 29) apply this theory to MNESs’
CSR practices in general and posit that these “organizational practices are
embedded in, and therefore reflect, the institutional environments in which
firms operate”. Empirical research has shown that MNEs’ subsidiaries are
indeed likely to follow their headquarters’ labor policies and practices in
the absence of strong host-country institutional and stakeholder pressure
(Yang & Rivers, 2009), and that MNEs tend to have codes of conducts with
global, rather than local, guidelines for subsidiary labor practices (Kolk &
Van Tulder, 2004). This is also aligned with previous work suggesting that
MNEs need to be aware of the global consequences or their local actions
and remain legitimate players in their home country—this implies avoiding
engaging in activities abroad that are inconsistent with home-country
norms or regulations (Kostova & Zaheer, 1999; Newenham-Kahindi &
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Stevens, 2018; Stevens et al., 2016). Home-country rules and regulations
are thus expected to shape MNEs’ global labor practices. Accordingly, we
expect that the more stringent the home country’s regulatory environment,
the higher the standard of labor practices set by its MNEs abroad.

However, empirical research has also shown that the stringency of
a country’s labor laws is associated with a higher likelihood of its MNEs to
offshore their activities as an exit strategy to precisely escape these stringent
labor laws (Weng & Peng, 2018). Strict labor regulations are associated with
costs as employees protected by labor laws have been found to be less motivated
to develop new skills and to be absent more often than their counterparts with
little legal protection (Alimov, 2015; Capron & Guillén, 2009; Ichino & Riphahn,
2005; Weng & Peng, 2018). Moreover, rigid labor laws reduce opportunities to
hire and fire employees, thereby reducing a firm’s flexibility in attracting new
skills from the labor market (Kaiser et al., 2015; Weng & Peng, 2018). These costs
may prompt MNEs to exploit the opportunity they have to relocate transferable
activities to countries characterized by weaker labor protection and thus poorer
working conditions and lower costs (Christmann & Taylor, 2006; Muthuri &
Gilbert, 2011). We expect this mechanism to materialize at high levels of a
home country’s regulatory stringency because only in the presence of very
strict labor laws in the home countries MNEs may be able to offset the costs
to relocate their activities abroad where labor laws are weaker. In other words,
we posit that at high levels of institutional complexity characterized stringent
labor laws at home, MNEs are more likely to manage such complexity by way
of adapting to lower-quality labor practices in the host countries in which they
operate, thus adopting a local isomorphic strategy. Hence, at high levels of
home-country regulatory stringency, we expect the relationship between the
stringency of labor laws in the home country and MNE’s labor practices abroad
to be negative.

Based on the above, we hypothesize the presence of an inverted
U-shaped relationship between the stringency of the home country’s labor
market regulation and the quality of MNEs’ labor practices abroad. Below the
optimum, MNEs are likely to match the labor practices adopted abroad with
those established at home. However, above the optimum, foreign operations
are likely to be seen as an escape from the very stringent labor laws
encountered at home (Christmann & Taylor, 2006) and thus embrace a local
isomorphism strategy (Salomon & Wu, 2012). More formally, we postulate:
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Hypothesis 1: The relationship between the stringency of labor laws and
policies in the MNE’s home country and the quality of the MNE’s labor
practices abroad is inverse U-shaped (such that increasing stringency of
labor laws and policies is associated with higher-quality labor practices at
lower levels of stringency and lower-quality labor practices at higher levels
of stringency).

Home-country social consciousness

Labor practices abroad are especially relevant for an MNE’s reputation, as
social responsibility is an area of particular public scrutiny and a single
incident in this area can seriously affect public opinion (Crilly et al., 2016;
Wang & Li, 2019). Reputation by itself can be a - fragile - firm-specific
advantage (Birkinshaw & Hood, 1998; Rugman & Verbeke, 2001; Wang & Li,
2019), and indirectly affect relationships with customers, business partners,
and investors—relationships which can be another source of firm-specific
advantages (Hartmann & Uhlenbruck, 2015; Teece et al., 1997).

Socially irresponsible behavior can have a negative halo-effect making
business partners and investors doubt MNEs’ ability to operate in a responsible
and ethical way, thereby discouraging business partners and investors from
interacting with the MNEs (Chatterji & Toffel, 2010; Crilly et al., 2016; Wang
& Li, 2019). For MNEs with a large customer base at home, home-country
customers influence firms’ labor practices abroad through their purchasing
decisions (Mishra & Suar, 2010) and by posing a latent threat to give up their
customer loyalty in response to firms’ socially irresponsible behavior abroad
(Detomasi, 2008; Surroca et al., 2013; Park et al., 2014; Yang & Rivers, 2009).

The potential for reputational damage is strongest in those countries
with inhabitants who have broadly shared frames about the value of socially
conscious production as the market players’ opinion on labor practices
is a reflection of the social consciousness of the general public (Toffel et
al., 2015). A high level of social consciousness in the MNE home country
is therefore a key source of pressure to behave responsibly in foreign
operations (Snow et al., 1986; Toffel et al., 2015; Zald, 1996). we therefore
expect higher levels of social consciousness in the home country to be
associated with the adoption of higher-quality labor practices abroad.

However, we expect excessive levels of home-country consumer
scrutiny to create an institutional complexity that prompts MNEs to
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relocate their socially undesirable activities abroad, where they are less
visible. Interestingly, Surroca et al. (2013) find the transfer of irresponsible
labor practices to be higher when subsidiaries are more loosely affiliated
with the MNE’s headquarters and when regulatory and NGO pressure in
the host country is lower, indicating that the risk of damage to the market
reputation remains a key consideration in relocating these activities. This
further corroborates that MNEs are more likely to decide to adopt a local
isomorphic strategy to deal with conflicting institutional logics associated
with labor practices when faced with specific institutional pressure at
home. Building on the above, we expect that, everything else being equal,
the activities with ‘lowest quality’ within an MNE’s labor practices are more
likely to be executed abroad at high levels of home country consumers’
social consciousness. Thus, we hypothesize:

Hypothesis 2: The relationship between the level of social consciousness in
the MNE’s home country and the quality of the MNE’s labor practices abroad
is inverse U-shaped (such that increasing social consciousness is associated
with higher-quality labor practices at lower levels of social consciousness
and lower-quality labor practices at higher levels of social consciousness).

Home-country NGOs

In the IB literature NGOs are commonly seen as civil society institutions
aiming to advance societal goals (e.g., Doh & Teegen, 2002) and envisioned
as “a counterbalance to corporate power” (Campbell, 2007, p. 958). Prior
research suggests that MNEs are under constant scrutiny of NGOs, which
exert pressure on MNEs to comply with global norms, and have the power
to impose reputational penalties on MNEs that violate them (Arenas et al.,
2009; Detomasi, 2008; Helfen & Sydow, 2013; Kourula & Laasonen, 2010;
Park & Ghauri, 2015; Park et al., 2014).

Empirical studies document the important role of NGOs in promoting
ethical MNE behavior and demonstrate that NGOs represent a key source of
normative pressure compelling MNEs to advance the social responsibility
of their global practices (Doh & Guay, 2006; Park et al., 2014) and comply
with global codes of conduct (Toffel et al., 2015). Prior research also shows
that home-country NGOs can influence MNE practices abroad through the
initiation and promotion of initiatives and regulation (Buchanan & Marques,
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2018). However, excessive NGO pressure in the home country has also been
shown to increase the transfer of socially irresponsible practices from the
MNE’s home country to its subsidiaries abroad (Surroca et al., 2013).

Because NGOs can fulfill critical governance functions such as
generating, monitoring, and enforcing norms, we hypothesize that MNEs
from countries with more activist pressure from NGOs will exhibit higher-
quality labor practices abroad. However, once the optimum level of NGO
pressure is reached, increasing activist pressure at home is likely to be
associated with the adoption of lower- rather than higher-quality labor
practices abroad. In other words, we posit that at high levels of institutional
complexity characterized NGOs’ scrutiny at home, MNEs are more likely
to manage such complexity by way of adapting to lower-quality labor
practices in the host countries in which they operate, thus adopting a local
isomorphic strategy. Accordingly, we hypothesize:

Hypothesis 3: The relationship between the NGO pressure in the MNE’s
home country and the quality of the MNE’s labor practices abroad is inverse
U-shaped (such that increasing NGO pressure is associated with higher-
quality labor practices at lower levels of NGO pressure and lower-quality
labor practices at higher levels of NGO pressure).

Home-country media pressure

Home-country media can play an instrumental role in identifying and
publicizing irresponsible MNE behavior. Moreover, they pose a latent
threat to a firm’s reputation thereby prompting firms to self-regulate their
behavior (Campbell, 2007; Hartmann & Uhlenbruck, 2015; Toffel et al.,
2015; Vogel, 2010; Wang & Li, 2019). In countries with high levels of press
freedom - i.e., where diverse and unrestricted views and perspectives flow
freely and independently from the media to the public - the media has
been mentioned as exerting the greatest pressure on firms (El Ghoul et al.,
2019; Hartmann & Uhlenbruck, 2015; Short et al., 2016; Toffel et al., 2015;
Wang & Li, 2019). Empirically, press freedom has indeed been found to
positively relate to the social and environmental performance of firms (El
Ghoul et al., 2019; Hartmann & Uhlenbruck, 2015; Toffel et al., 2015). There
is considerable anecdotal evidence of cases in which home-country media
are reporting on MNEs’ behavior outside of the home country.
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We therefore expect home country press freedom to stimulate MNEs to
adopt higher-quality labor practices abroad. However, following the same
mechanism outlined in the previous hypotheses, we expect excessive levels
of home country media pressure to prompt MNEs to relocate their (relatively
more) socially undesirable activities abroad. As a result, MNEs’ labor
practices abroad will be of a lower-quality. Based on these considerations,
we hypothesize as follows:

Hypothesis 4: The relationship between the media pressure in the MNE’s
home country and the quality of the MNE’s labor practices abroad is inverse
U-shaped (such that increasing media pressure is associated with higher-
quality labor practices at lower levels of media pressure and lower-quality
labor practices at higher levels of media pressure).

4.3 Empirical analysis

4.3.1 The sample

The sample is derived from the “Wagelndicator” (see Chapter 2 and the
Appendix for an extensive discussion). Different from Chapter 2, which utilizes
survey data completed in 2013 and 2014, we considered the most recent surveys
available, from the period between January 1, 2015 and December 31, 2018 in the
dataset. An important novelty of the surveys that the WageIndicator collected
from 2015 onwards is the possibility to identify - for a significant number
of focal firms - not only the individual host country in which they operate
but also their home countries, thus allowing for the inclusion of home-host
distance-related measurements as explained in more detail below.

Data on all variables included in the models was available for employees
in 42 (host) countries, working for the (foreign-owned) subsidiaries of
MNEs coming from 32 (home) countries. Both the MNE home and host
countries in the sample are diverse in terms of level of development and
geographical location, and some (e.g., Chile, Estonia, Pakistan, South
Africa and the United States) could be included as both home and host
countries. For the full list of home and host countries in the analysis see
Table 4.1. The total sample contained 5,963 employees from 21 agricultural,
manufacturing, and service industries. 65.3 percent of the respondents was
male and the average age in the sample was 33.1 years (sd = 8.7 years) at
the time of completion of the survey.
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Table 4.1 MNE home and host countries included in the sample

MNE Home Countries

MNE Host Countries

Argentina
Australia
Brazil

Chile

China
Taiwan (Province Of China)
Colombia
Ecuador
Estonia
Germany
Hong Kong (SAR Of China)
India

South Korea
Malaysia
Mexico
Morocco
Netherlands
New Zealand
Pakistan
Peru
Philippines
Poland
Russian Federation
Singapore
Slovenia
South Africa
Spain
Sweden
Thailand
Turkey
United States
Uruguay

Argentina
Australia
Austria
Belgium
Brazil
Bulgaria
Chile

China
Colombia
Costa Rica
Czech Republic
Denmark

El Salvador
Estonia
France
Germany
Greece
Guatemala
Hungary
India
Indonesia
Ireland

Italy

Latvia
Lithuania
Luxembourg
Malaysia
Malta
Mexico
Netherlands
Pakistan
Peru

Poland
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4.3.2 Methodology

The econometric analysis aimed to estimate the effect of home-country
institutions on the quality of MNEs’ labor practices abroad. To address the
quality of the labor practices adopted by an MNE in a given host country,
we look at the specific working conditions of its employees abroad and,
as explained in greater detail below, focus on the degree to which such
conditions are healthy and safe for the workers. Building on Chapter 2, we
also look at the effect of home-country institutions on wages, based on the
notion that, everything else being held equal, higher wages (at purchasing
power parity) are likely to be associated with better working conditions, and
lower wages with relatively worse working conditions. Similar to Chapter 2,
to be able to estimate such effect, we need to employ a multilevel model as
we expect both industry and (host) country to influence employee working
conditions, and employee-level observations are therefore not independent
(Peterson et al., 2012); in this way the observable and unobservable
characteristics of the industry and host country influencing working
conditions can be accounted for (Briscoe & Joshi, 2017). As the random
effects of country and industry are crossed random effects (i.e. country and
industry are not nested in hierarchy) we employed cross-classified random
coefficient models (CCRCM) (Graafland & Noorderhaven, 2020).3>

A relevant aspect of the dataset is that observable and unobservable
characteristics of the individual MNE for which a given respondent works
may also affect her/his working conditions. However, to ensure anonymity,
the surveys are not linked to specific firms at employee level. To establish
whether the inclusion of the firm level was necessary in the estimation,
we repeated the analysis in Chapter 2 and thus combined variables on firm
characteristics (firm size, industry, home and host country) to identify
groups of respondents that could potentially work for the same MNE
subsidiary. From this calculation, we obtained that the average (firm)
group size was only 1.3, and the vast majority (69%) of the employees
in the sample worked for a unique firm. As a result of this small firm-
level average sample size, estimating a firm level was neither feasible nor

32 We also repeated our analysis using the hierarchical multilevel model used in Chapter 2 and the
results obtained do not present significant changes vis-a-vis the ones obtained using CCRCM. We
discuss this in detail in the robustness checks subsection.
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methodologically correct (Maas & Hox, 2005). In view also of the fact that
we are not able to identify individual firms with certainty in our empirical
setting, we restricted the focus of the analysis to the industry and country
levels in the estimations.

We estimated a series of cross-classified multilevel models to test our
hypotheses. First, we constructed baseline models including only the control
variables. We then tested the direct effect of home-county institutions on
working conditions by adding the four independent variables (corresponding
to the four hypotheses) for both measures of working conditions. We then
repeated the same analysis using wages as dependent variable. Given that
we test for the presence of an inverted U-shaped relationship, we computed
the squared values of the independent variables and included these in the
fully-specified models.

We used Likelihood ratio tests to assess whether the variances of the
constants in the random models were significantly different from zero.
Because variances are always positive, we divided their p-values by two.
As the levels in the random parts of the models only contained a single
variable each, the covariance structure was set to identity (Rabe-Hesketh &
Skrondal, 2008).

4.3.3 Variables

In this subsection, we describe the variables used in the analysis.
Dependent variables: We assessed MNEs’ labor practices based on
two measures associated with the working conditions of their employees
and one measure associated with their wages. We measured the dependent
variable health based on the survey question which, on a 1-5 point scale,
indicated the incidence of unhealthy working conditions in the workplace (1
= never, 5 = daily). We reversed the scale to have higher scores correspond
with better working conditions. We measured the dependent variable
safety based on the survey question that, on a 1-5 point scale, indicated
the incidence of unsafe working conditions in the workplace (1 = never, 5
= daily). Here too, We reversed the scale to have higher scores correspond
with better working conditions. The dependent variable wage corresponds
to the employee’s gross hourly wage in US dollar at purchasing power
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parity in the Wagelndicator database. The mean hourly wage (at PPP) was
$18.02 (sd = $2.82). We performed a log transformation to correct for the
skewness of the data and thereby approximate a normal distribution.

Independent variables: Following Young et al. (2018) and Chapter 2,
we measure the stringency of the home country’s labor law (Hypothesis
1) using the variable labor stringency, which is one of the dimensions of the
Heritage Index of Economic Freedom (HFI or EFI) (Miller et al., 2019)3:.
Scores are based on data regarding seven sub-factors concerning minimum
wages, flexibility in hiring and firing employees, rigidity of working hours,
and the labor force participation rate. After reversing the scale, higher scores
indicated less flexibility for firms in setting wages and working conditions
in their home countries (Miller et al., 2019)3*. We used the average scores
over 2013-2018, to take into account a possible delay in the effect of home-
country laws on firms’ adoption of specific working conditions in host
countries.

Following Toffel et al. (2015), we constructed the variable social
consciousness from the latest (2011-2014) World Values Survey (Inglehart
et al., 2014) in order to measure the social consciousness of the public
in the MNE’s home country (Hypothesis 2). We included responses from
5 of the 6 original questions® specifically inquiring about (1) whether
respondents were a member of an environmental organization; (2) member
of a humanitarian/charitable organization; (3) whether they prioritized
protecting the environment over economic growth and job creation; (4)
whether they considered civil rights an essential element of democracy
and (5) the extent to which they felt that “looking after the environment”
was important. One of the five scales was reversed, so that higher values
corresponded to a higher level of social consciousness for all items. We then
took the standardized mean of the items to create the social consciousness
variable. After checking the internal consistency and convergent validity of
the scale, one item (measuring the respondents view on the importance of

33 See Young et al. (2018) for an extensive discussion on the benefits of using HFI to assess
the institutional context of a given country and for a detailed description of how the index is
constructed.

34 Contrary to Miller et al. (2019) and the approach in this chapter, in Chapter 2 I did not reverse
the scale and called the variable “labor freedom”.

35 The 6™ question, the respondent’s willingness to give part of their income to protect the
environment, was not available in the most recent version of the World Values Survey.
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looking after the environment) was eliminated. The resulting Cronbach’s
alpha score of 0.83 indicated that the four remaining items form an
internally consistent and reliable scale. Additional tests were done to assess
the internal consistency and convergent validity of this (latent) dependent
variable. The internal consistency was measured by the composite reliability
(Fornell & Larcker, 1981) and was 0.86, which exceeded the 0.70 minimum
requirement (Nunnally & Bernstein, 1994). The convergent validity was
measured by the average variance extracted (AVE) and was 0.62, which
exceeded the 0.50 minimum requirement (Fornell & Larcker, 1981).

We measured the NGO pressure in the MNE’s home country (Hypothesis
3) by the variable NGO density. Following Hartmann and Uhlenbruck (2015),
Lim and Tsutsui (2012), Toffel et al. (2015) and Surroca et al. (2013) We thus
calculated the ratio of the number of NGOs in the MNE’s home country to
the number of citizens in the MNE’s home country. We obtained the number
of NGOs per country from the Yearbook of International Organizations (UIA,
2018). Unlike Lim and Tsutsui (2012) and Toffel et al. (2015)—who only
focus on countries with little pressure from local NGOs—we included not
only international NGOs but also internationally-oriented local NGOs (e.g.,
local NGOs advocating fair trade) as we expected these to exert pressure on
MNEs in their home countries as well.3* We obtained population data from
the United Nations Population Division.3’

Following Wang and Li (2019) and Short et al. (2016), we measured
the extent of press freedom in the MNE’s home country (Hypothesis 4)
through the variable press freedom, derived from the annual Press Freedom
Index, a composite measure created by Reporters without Borders.3® The
index incorporates direct and indirect threats and attacks on journalists,
imprisonment and censorship of journalists, and legal, economic, and
administrative pressure imposed on the media on a 0-100 scale. The scale
was reversed so that higher scores represent a higher level of press freedom.
We use the average scores over 2013-2018, to take into account a possible

3¢ We thereby included Categories A through G of Cluster I in the Yearbook of International
Organizations, using the Union of International Associations typology.

37 Retrieved from https://population.un.org/wpp/.

38 Retrieved from https://rsf.org/en. Reporters Without Borders have compiled the Press Freedom
Index annually in 180 countries since 2002. They combine a qualitative analysis of expert
responses with quantitative data on violence against journalists in each country (Reporters
Without Borders, 2020; Wang & Li, 2019)
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delay in the effect of home-country pressure from the press on MNEs’
adoption of specific working conditions in host countries.

Wherever possible, we opted for a lag structure to ensure that our
explanatory variables temporally precede the dependent variable and thus
further reduce the likelihood of any potential issues with the causality of the
relationship under scrutiny, even though such issues appear highly unlikely
in our setting. Given that our explanatory variables are in fact all measured
at the level of the home country, and not at the individual employee and/
or firm level, we treat them as exogenous in the empirical setting. This
also implies that it remains extremely unlikely that the estimations are
biased due to endogeneity issues associated with the characteristics of the
explanatory variables.

Control variables: We use individual-level control variables that
include employee’s gender, managerial position, experience, and level of
education. Female is measured by a dummy variable (0 = male, 1 = female).
Following Abraham (2017) and Briscoe and Joshi (2017), managerial position
(supervisor) is measured by the number of subordinates of the employee
(where 0 = no supervising role) with working conditions expected to
increase with the number of people supervised. Experience is measured by
the employee’s work experience in years. The control variable education
is based on the employee’s education level and measured on a scale from
0 (no education) to 6 (upper tertiary education), with expected higher-
quality working conditions for employees with higher levels of education
(Mérquez-Ramos, 2021). Firm size is measured in classes ranging from o
(self-employed without personnel) to 10 (5,000 or more employees) with
individuals working for larger firms expected to be exposed to better
working conditions (Mueller et al., 2017).

On top of employee and firm level characteristics, distance between
the home and host country may affect the adoption of specific working
conditions (Egger et al., 2018). MNE managers may for instance be less able
to identify with or feel empathetic towards culturally and geographically
distant host-country employees (Campbell et al., 2012), resulting in a
relatively lower willingness to improve their working conditions (compared
to employees from culturally and geographically closer countries). Identical
to the approach taken in the post-hoc analysis in Chapter 3, we therefore
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employ Ghemawat’s (2001) CAGE dimensions to capture the distance between
the employee home and host country in the models. Ghemawat’s (2001)
four-dimensional approach allows us to consider the multidimensionality
of the distance construct and thus control for the potential effect of its
distinct dimensions.

The variable cultural distance measures the Mahalanobis distance
between the host and home country in terms of Geert Hofstede’s (1984)
original four dimensions of culture (available from Beugelsdijk et al., 2018).
We included the Mahalanobis distance because this measure corrects for the
correlation of the underlying Hofstede dimensions. The variable institutional
distance measures the Mahalanobis distance between the host and home
country in terms of all ten dimensions of Heritage Index of Economic
Freedom (HFI) (also available from Beugelsdijk et al., 2018). We again
included the Mahalanobis distance because the underlying HFI dimensions
are correlated. The variable geographic distance measures the orthodromic
distance (the shortest distance taking into account the spherical surface
of the earth) between the host country and home country’s capital cities
(Bouquet & Birkinshaw, 2008). The variable economic distance measures the
distance between the host country and home country’s GDPs per capita.
Following Campbell et al. (2012) we calculated this variable by:

D)

where i is the home country and j is the host country.

Economic distance;=log(1 +|GDP,, - GDP

4.4 Results

Table 4.2 provides an overview of all the variables in our models, while Table
4.3 shows the correlation matrix and the descriptive statistics. In Table 4.3
the high correlation between social consciousness and labor stringency stands
out. We therefore analyzed VIFs to ensure the absence of multicollinearity
issues. The highest VIF value, for labor stringency, was 7.87, thus below
levels that would suggest the likely presence of issues of multicollinearity
(Belsley et al., 2005). We also followed the recommendation by Lindner et
al. (2020) and thus included both variables in the analysis to avoid omitted
variable bias.
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Table 4.2 Operationalization of key variables

Variable Operationalization Source

Dependent

Health The incidence of unhealthy working Wagelndicator
conditions in the employee’s workplace
(1 (daily) - 5 (never))

Wage Natural logarithm of the employee’s Wagelndicator
hourly wage at PPP, in US Dollars

Safety The incidence of dangerous working Wagelndicator
conditions in the employee’s workplace
(1 (daily) - 5 (never))

Independent

Labor Stringency

Social
Consciousness

NGO Density

Press Freedom

The degree stringency of the labor law
in the employer’s home country (0
(lowest) - 100 (highest))

The level of social consiousness in the
employer’s home country (0 (lowest) -
1 (highest))

The ratio between the number of
NGOs and the total population in the
employer’s home country

The level of press freedom in the
employer’s home country (0 (lowest) -
100 (highest))

HFI; more specifically:
“World Bank, Doing
Business 2013;
Economist Intelligence
Unit, Country
Commerce, 2009-2012;
U.S. Department of
Commerce, Country
Commercial Guide,
2009-2012; and
official government
publications of each
country’’ (Miller et al.,
2013: 482)

World Values Survey

Union of International
Associations, UN

Reporters without
Borders

Control

Female A dummy variable indicating whether =~ Wagelndicator
the employee is female (1=yes; 0=no)

Supervisor The number of subordinates of the Wagelndicator
employee

Experience The employee’s work experience in Wagelndicator
years

Education The employee’s education level (0 Wagelndicator
(none) - 6 (upper tertiary))

Firm Size The size of the firm the employee Wagelndicator

works for (0 (self-employed, no
personel) - 10 (5,000+ employees))
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Variable Operationalization Source

Cultural Distance The cultural distance between the Beugelsdijk et al. (2018)
employer’s home and host country
in terms of Hofstede’s original 4

dimensions
Institutional The institutional distance between the Beugelsdijk et al. (2018)
Distance employer’s home and host country in

terms of the 10 HFI dimensions
Geographic The great circle distance between the  Great Circle Mapper
Distance employer’s home and host country in

1000 km
Economic The economic distance between the World Bank
Distance employer’s home and host country in

terms of GDP per capita

4.4.1 Results of the main analysis

The equations we estimated are reported in Table 4.4, Table 4.5, and Table
4.6. To test our hypotheses, in light of the non-nested nature of the data,
we estimated a cross-classified multilevel model analyzing the direct effect
of MNEs’ home country institutions on health (model 3 in Table 4.4):

Health, = a,,, + B, laborstringency,, + 3,,laborstringency_ squared,,
+ PBjsocialconsciousness, + ,,.socialconsciousness_squared;, +

0!

By, NGOdensity,, + B,,,NGOdensity_squared, + (3,,,pressfreedom,,
+ Pgoopressfreedom_squared, + B, gender, + B supervisor, +
Buc.eXperience, + B, educationy + 3

1300flrmSIZeijk *+ €5 % Conet Nook

Where i is the individual employee, j is the industry, k is the MNE host
country, and sand ¢ and nare the error terms. Similarly, we tested the direct
effect of MNE home country institutions on safety and wage (model 3 in
Table 4.5 and Table 4.6 respectively).

In Table 4.4 and Table 4.5 we used as dependent variables health
and safety respectively. Model 1 in both tables only includes the control
variables, model 2 the (linear) effects of the independent variables, while
model 3 corresponds to the fully-specified model testing for the curvilinear
relationships hypothesized as it includes the estimates of the effects of
the control and independent variables (including their squared terms) on
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employee working conditions. In each model in Table 4.4 and Table 4.5
the positive (i.e., non-zero) variance of the constants at host-country
level corroborate that industry and host country characteristics have an
(expected) significant (p-value = 0.00) effect on working conditions. The
results using safety as dependent variable (Table 4.5) show that none of
the independent variables and their squares are significant (for the exact
p-values we refer to the Table), thus none of our hypotheses is supported
when focusing on safety-related working conditions. Having said that, we
note that the coefficients associated with the constant for the industry-
level random effects are not only significant in each model shown in Table
4.5 but considerably higher than the country-level ones and also higher
than the coefficients obtained when using health as dependent variable.
This suggests that a considerable part of the variation in terms of safety-
related working conditions may be attributable to industry characteristics,
this being in line with previous research on the topic (Maggioni et al., 2019).

When using health as dependent variable, education level is the
only significant control variable (p-value = 0.00). More importantly,
labor stringency (p-value = 0.00), social consciousness (p-value = 0.08), NGO
Density (p-value = 0.03) and all their squares (p-values = 0.00, 0.07 and
0.01 respectively) have a significant effect on health. However, only the
relationship between social consciousness and health is inverted U-shaped,
thereby confirming Hypothesis 2. The other two significant relationships
are instead U-shaped, thus pointing to distinct (non-linear) associations
between the key set of variables from the expected ones.

Given the non-linear nature of the relationships tested in model 3, it
is of particular relevance for the purpose of this study to offer an explicit
discussion and interpretation of the effect sizes of relevant estimated
coefficients (Bettis et al., 2016; Meyer et al., 2017). To do so, we plotted the
marginal effects of the full range of labor stringency, NGO density, and social
consciousness on health in Figure 4.1 to Figure 4.3. This also helps to provide
a visualization of the non-linear effects found.
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Figure 4.1 The effect of home-country labor stringency on MNE health-related
working conditions4°
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Figure 4.2 The effect of home-country social consciousness on MNE health-related
working conditions#
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4 The graph shows the marginal effect of labor stringency on health for the full range of labor
stringency in the sample, as well as the 95% confidence interval for the effect.

#The graph shows the marginal effect of social consciousness on health for the full range of social
consciousness in the sample, as well as the 95% confidence interval for the effect.

152



How pressure at home works out abroad

Figure 4.3 The effect of home-country’s NGO density on MNE health-related working
conditions#
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Figure 4.1 shows that labor stringency has a U-shaped relationship with
health; the margin of health is 4.44 (on a scale of 1 to 5) at -1 standard
deviation of labor stringency, 3.32 at the average value of labor stringency
and 3.59 at +1 standard deviation of labor stringency. Figure 4.2 shows that
social consciousness has an inverted U-shaped relationship with health (thus
in line with our second hypothesis); the margin of health is 4.28 at -1
standard deviation of social consciousness, 4.32 at the average value of social
consciousness and 3.76 at +1 standard deviation of social consciousness. Figure
4.3 shows that NGO density has a U-shaped relationship with health; the
margin of healthis 4.36 at -1 standard deviation of NGO density, 3.83 at the
average value of NGO density and 3.67 at +1 standard deviation of NGO density
(which is also the vertex).

In Table 4.6 we test the direct effect of MNE home-country institutions
on employee wages. Similar to Table 4.4 and Table 4.5, model 1 of Table
4.6 shows the estimates for the fixed effects of the control variables on
employee wages.

All control variables but cultural distance and institutional distance are
significant (for the exact p-values we refer to the Table) and have the

42 The graph shows the marginal effect of NGO density on health for the full range of NGO Density
in the sample, as well as the 95% confidence interval for the effect.
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expected signs with females earning 12.7 percent (e°*> - 1) less than men
and highly educated experienced male supervisors earning the most on
average.

The positive coefficient for geographical distance and economic distance
is in line with previous research by Egger et al. (2018). As it was the case
for the model specifications in Tables 3 and 4, the positive (i.e., non-zero)
variance of the constants at host country level (observed in each model
shown in Table 4.6) strongly corroborate that both industry and host-
country characteristics have an (expected) significant (p-values = 0.00)
effect on wages.

Model 2 shows the estimates for the linear effects of the independent
variables on employee wages while model 3 corresponds to the full
specification and thus tests the curvilinear relationships hypothesized.
Focusing on model 3, the coefficients of the independent variables social
consciousness (p-value = 0.01) and press freedom (p-value = 0.03) and their
squared terms (p-values = 0.01 and 0.04 respectively) are significant. This
corroborates that the relationship between these two explanatory variables
and wage is curvilinear. However, only the relationship between press
freedom and wage is inverted U-shaped, thereby confirming Hypothesis 4.
The relationship between social consciousness and wage is instead U-shaped.

As before, to offer an explicit discussion and interpretation of the effect
sizes of the non-linear relationships found, we plotted the marginal effects
of the full range of social consciousness and press freedom on wage in Figure
4.4 and Figure 4.5. Figure 4.4 shows that social consciousness has a U-shaped
relationship with wage; the margin of wage is $16.85 at -1 standard deviation
of social consciousness, $15.56 at the average value of social consciousness and
$18.06 at +1 standard deviation of social consciousness. Figure 4.5 shows
that press freedom has an inverted U-shaped relationship with wage; the
margin of wage is $19.36 at -1 standard deviation of press freedom, $18.21
at the average value of press freedom and $15.69 at +1 standard deviation
of press freedom (the marginal effect is only increasing up to -1.2 standard
deviations of press freedom).
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Figure 4.4 The effect of home-country’s social consciousness on MNE wages*34
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Figure 4.5 The effect of home-country press freedom on MNE wages#546
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4 To make the interpretation more informative, we transformed the marginal effects calculated
- given that the dependent variable wage corresponds to the natural logarithm of the employee’s
hourly wage at PPP - to be able to compute the average wage in US dollars at different levels of
social consciousness.

4 The graph shows the marginal effect of social consciousness on wage for the full range of social
consciousness in the sample, as well as the 95% confidence interval for the effect.

45 To make the interpretation more informative, we transformed the marginal effects calculated
- given that the dependent variable wage corresponds to the natural logarithm of the employee’s
hourly wage at PPP - to be able to compute the average wage in US dollars at different levels of
press freedom.

46 The graph shows the marginal effect of press freedom on wage for the full range of press freedom
in the sample, as well as the 95% confidence interval for the effect.
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4.4.2 Results of the post-hoc analysis

As a post-hoc analysis, we examined whether and, if so, how the
relationships under scrutiny change when considering differences between
home and host countries’ levels of development. Thus, we estimated
cross-classified multilevel models for the labor practices in developed and
developing countries for the sub-sample of MNEs from developed countries
and MNEs from developing countries separately.4?

Table 4.7 shows the marginal effect of the independent variables
on health for the four combinations of home-country and host-country
level of development. The results show that home-country labor stringency
is a significant source of pressure on MNEs subsidiaries in developing
countries; however, while its effect is positive in MNEs from developing
home countries (p-value = 0.05, n = 45), the effect is U-shaped (p-value
of the linear term = 0.02, p-value of the squared term = 0.01, n = 292) in
MNEs from developed home countries. In developing-country subsidiaries
of developed-country MNEs, social consciousness has an inverted U-shaped
relationship with health as well (p-value of the linear term = 0.07, p-value
of the squared term = 0.07). Moreover, home-country NGO density is a
significant source of pressure for MNE subsidiaries in developed countries;
but whereas its effect is U-shaped (p-value of the linear term = 0.08,
p-value of the squared term = 0.08, n = 87) in MNEs based in developing
countries, the effect is exponentially increasing (p-value of squared variable
= 0.09, n = 721) in MNEs based in developed countries.

Furthermore, Table 4.8 illustrates the marginal effect of the
independent variables on safety for the four combinations of home- and
host-country level of development. Similar to the analysis focused on the
full sample, home- country pressure has little effect on safety, and the
industry effect is large relative to the home- and host-country effects,
especially for employees in developed countries. Only in developed-country
subsidiaries of developing-country MNEs does labor stringency have an
inverted U-shaped effect (p-value of the linear term = 0.03, p-value of the

squared term = 0.09, n = 87).

47 The full set of models is available upon request. The division between developed and developing
countries was made based on the World Bank income classifications for 2015, we classified the
World Bank high-income countries as developed and the World Bank middle-income countries
as developing (in the same way we did in Chapter 2).
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Table 4.7 MNE home and host countries and health-related working conditions4®
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48 The table shows the graphs for the marginal effects of all significant independent variables
(only) on health for their full range in the sub-sample, as well as the 95% confidence intervals

for such effects.
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Table 4.8 MNE home and host countries and safety-related working conditions4
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Finally, Table 4.9 shows the marginal effect of the independent
variables on wage for the four combinations of home- and host-country level
of development. The positive relationship between wage and labor stringency
is only significant (p-value = 0.08) for employees in developed countries
working for an MNE from another developed country (n = 2,602).
For employees in developing countries working for an MNE from
another developing country (n = 422), wage decreases exponentially with
social consciousness (p-value of squared variable = 0.09), while it increases
exponentially with press freedom (p-value of squared variable = 0.07). In
subsidiaries of developed-country MNEs located in developing countries
(n=2,551) as well as for subsidiaries of developing-country MNEs based
in developed countries (n=388), none of the measures for home country
pressure has a significant effect on wage.

49 The table shows the graphs for the marginal effect of the significant independent variable
(only) on safety for its full range in the sub-sample, as well as the 95% confidence interval for
the effect.
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Table 4.9 MNE home and host countries and safety-related working conditionss®5
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5° To make the interpretation more informative, we transformed the marginal effects calculated
- given that the dependent variable wage corresponds to the natural logarithm of the employee’s
hourly wage at PPP - to be able to compute the average wage in US dollars at different levels of
the independent variables.

5t The table shows the graphs for the marginal effects of all significant independent variables (only)
on wage for their full range in the sub-sample, as well as the 95% confidence intervals for the effects.
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4.4.3 Robustness checks

The dependent and some of the control variables in this study are constructed
from answers to the Wagelndicator survey. This could cause a common
method bias in our empirical setting. However, the variables are constructed
from very specific and unambiguous questions on personal and firm
characteristics. Moreover, the surveys were conducted anonymously and
without identifying the employer of the respondent; this greatly reduces the
potential of an evaluation apprehension bias. We therefore expect that the
risk of a common method bias affecting the results is low (Podsakoff et al.,
2003). Still, we tested for common method bias by performing the Harman’s
single-factor test (Podsakoff et al., 2003), i.e. by running an exploratory factor
analysis to determine the number of factors that are necessary to account for
the variance in the variables. After including all variables constructed from
Wagelndicator data we were able to confirm that these variables did not load
onto a single factor (four with an eigenvalue above 1). This corroborates that
a common method bias is unlikely to affect the results.

Based on the nature of the data and building on very recent research by
Graafland and Noorderhaven (2020), we employed CCRCM for the analysis.
This method deviates from Chapter 2, where we employed a hierarchical
multilevel model in the analysis. While the data is more likely to be
cross-classified than hierarchically nested in industries and countries—
thus pointing to the usage of CCRCM in the analysis—we repeated the
analysis using hierarchical multilevel models to understand how sensitive
the results are to the choice between these two alternative models. The
results for the fully specified models when using hierarchical multilevel
modeling are reported in Table 4.10. The results for health are identical
to the ones found in the main analysis using CCRCM (model 3 in Table
4.4); the results for safety and wage do not deviate substantially from
the results obtained when using CCRCM (model 3 in Table 4.5 and Table
4.6).5> These additional analyses thus corroborate that, while the usage
of CCRCM in the main analysis appears logical for the reasons discussed
above, the usage of the exact same hierarchical multilevel model as used
in Chapter 2 would not lead to any substantial changes in our key findings.

52 Results for all other models used in our study did not significantly differ between the CCRCM
and hierarchical multilevel analysis. Output for those models is available upon request.
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4.5 Discussion and conclusions

As a result of the increasing attention to the role that MNEs play in today’s
economy, a growing stream of studies has focused on MNEs’ social and
environmental practices, especially concerning the degree to which they
differ between their home and host countries. Existing work has most
often focused on subsidiary settings—and the related need for MNEs to
develop local legitimacy and overcome liabilities of foreignness—and how
institutional pressure at home influences MNESs’ practices in the host
countries in which they operate. In the received literature, two contradictory
hypotheses have emerged. On the one hand, scholars have suggested and
found empirical evidence in support of a ‘race to the bottom’ according to
which the stronger the pressure faced at home, the more likely MNEs will
relocate their activities abroad (especially the less responsible ones) to enjoy
greater room for maneuver and lower visibility. On the other hand, other
studies have suggested the presence of a ‘race to the top’ according to which
the stronger the pressure faced at home, the more likely MNEs will behave
responsibly abroad to avoid global reputational damage. Studies from both
strands of this literature have been very insightful to uncover important
mechanisms at play that determine MNEs’ actions abroad. What we still do
not know is “how pressure from home works out abroad” when it comes to
MNESs’ labor practices. This study aims to help fill this gap in the literature.

To answer this specific question, we built on prior research focused
on MNEs’ social and environmental practices, by extending the extant
(contradictory) hypotheses emerging from this research to labor practices
and reconciling them. Our expectation was that the relationship between
home-country institutional pressure and the quality of MNEs’ labor
practices is inverted U-shaped, such that the effect is positive at low
levels of pressure but turns into a negative one at high levels of pressure.
Using unique micro-level data of employees in 42 countries working for
foreign-owned subsidiaries of MNEs from 32 countries, we find that home-
country institutional pressure, contrary to their stakeholders’ intent and
expectations, may indeed have an adverse effect on the adoption of higher-
quality labor practices in MNE subsidiaries. However, the levels of pressure
at which the focal effects turn negative vary substantially by the type of
pressure at home and the specific working conditions considered.
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Our results thus suggest the presence of a highly nuanced set of
relationships that are based on contextual contingencies. Specifically, home-
country social consciousness and press freedom are inverted U-shaped on
host-country health-related working conditions and wages respectively.
This means that, as we expected, at high levels of social consciousness
and press freedom, home-country stakeholders are likely to trigger MNESs’
irresponsible behavior abroad, thus ultimately obtaining an effect that is
opposite to the desired one. The effects of home-country labor stringency
and NGO density on host-country health-related working conditions are
instead U-shaped, and so is the relationship between home-country social
consciousness and wages. This implies that labor stringency and NGO density
have an adverse effect on MNEs’ labor practices abroad at low levels. Only
once they reach a certain threshold their impact turns positive. The same
is found for the relationship between social consciousness and wages. This
implies that home-country institutional pressure turns out to have a highly
context-dependent effect on MNEs’ engagement in isomorphic behavior
in relation to labor practices to gain legitimacy and reduce the liability of
foreignness in the host countries in which they operate. Different types
of home-country institutional pressure have in fact distinct effects on the
adoption of higher versus lower quality labor practices abroad.

Contrary to what we expected, the results we obtained show that when
it comes to home-country labor stringency and NGO density, the virtuous
effect on MNESs’ practices abroad only materializes once they have reached a
certain level of relevance at home. Before this is reached, the effect is negative;,
however, once reached, the institutional pressure at home becomes unavoidable
for MNEs that thus are pressured to align their labor practices abroad with
home-country stakeholders’ expectations. Press freedom is instead found to
trigger a positive effect at low levels but not at high ones, thus following the
mechanism we expected to materialize. An interesting (contrasting) effect
emerges in relation to home-country social consciousness: at low levels
increasing social consciousness at home prompts MNEs to improve health-
related working conditions of their employees abroad and at the same time
lower their wages. At high levels of social consciousness, a further increase
goes hand in hand with MNEs paying higher wages but lowering health-
related working conditions. Although the analysis that we performed prevents
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us from concluding which of the two effects is prevailing, it is interesting
to note that at varying levels of social consciousness better health-related
working conditions appear to be associated with lower wages and vice versa.
This is certainly a phenomenon that deserves further investigation, especially
because it is often the case that MNEs incur additional costs to raise health-
related standards of their employees abroad, and this may potentially have an
adverse effect on their wages.

When focusing on safety-related working conditions, we do not find
any significant effect of the explanatory variables in the main analysis.
The econometric results suggest that industry-level characteristics are
highly relevant in explaining variations associated with safety-related
working conditions. This is in line with the recent study by Maggioni et
al. (2019), who highlighted that MNEs in more hazardous industries are
under greater scrutiny than those in relatively safer industries and that
they adjust their locational strategies accordingly to prevent reputational
damage. Thus, our results corroborate the notion that MNEs’ labor practices
associated with safety may be driven more (if not exclusively) by industry-
level considerations and thus be less sensitive to the specific institutional
pressure that MNEs face at home.

A further contribution of this study is the inclusion of developing countries
in the sample. We thereby respond to Marano and Kostova’s (2016) call for
the inclusion of developing-country contexts when studying institutional
pressure. On the topic of labor practices only MNEs from developed countries
were considered in prior studies, and for other CSR studies published in IB
journals, only 4.3% focus on emerging economies as home countries, while
the remaining 95.7% consider them as host countries exclusively (Pisani et al.,
2017). Moreover, we examined the interactive effects of different home and host
institutional contexts. Our findings show a heterogenous set of relationships,
none of which is generalizable across institutional configurations. This
evidence clearly illustrates the danger of studying home-country institutions
from a (single) developed home-country context and to then expect that it may
be generalizable to other settings, especially developing ones. The same can be
concluded when it comes to host countries, as the relationships studied in this
chapter again present significant variations based on where the focal MNE is
based and whether the host environment is either developed or developing.
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More generally, it demonstrates the importance of Jackson and Deeg’s (2019)
call for a comparative view of institutions as the empirical results clearly
show that institutions do not shape firm behavior through homogenous (one-
dimensional) direct effects.

Our results call for a reconsideration of the, often well-intended,
attempts of home-country stakeholders to improve employee working
conditions not only at home but also where MNEs operate abroad. This study
suggests that the effect of a single stakeholder’s pressure is not universal
as it depends on its interaction with other sources of stakeholder pressure
in the home-country institutional context, together with MNE and industry
characteristics. Thus, a comparative view of institutions is required to predict
and evaluate its effects. Moreover, while the gains of globalization, and MNE
activity in particular, are by no means distributed equally - and this unequal
distribution has been a source of discontent in many societies (Kobrin,
2017; Rodrik, 2018) - any attempts to mitigate these distributional effects
in one country is likely to have effects in other countries as well. On top
of MNEs not always conforming to home-country stakeholder expectations
and arbitraging between different institutional contexts (Surroca et al.,
2013), host countries deliberately amplify the opportunities for arbitrage by
allowing lower-quality labor standards in order to attract MNEs in a race
to the bottom (Davies & Vadlamannati, 2013; Detomasi, 2008). This can be
linked to the idea that MNEs and host-country institutions co-evolve in an
evolutionary fashion (Cantwell et al., 2010; Luo et al., 2019), as it implies that
MNEs evolve as a function of, or are constituted of, co-evolving home-and
host-country institutions. Any attempts of home-country stakeholders to
improve labor practices for MNE employees can thus not be seen in isolation
from other sources of home-country pressure and the specific host-country
contexts relevant to the firms in question.

We acknowledge the limitations of this work, which can also open
avenues for future research. This chapter is a first attempt to demonstrate
the relevance and importance of viewing home-country pressure in
an interactive and comparative way, and the division of institutional
systems into developed and developing is a relatively crude one. Especially
developing countries are heterogenous in terms of institutional system and
stability, and institutional systems, including labor standards, may differ

168



How pressure at home works out abroad

within (regions of) developing countries as well (Luo et al., 2019; Maggioni
et al.,2019). A finer-grained analysis could uncover additional specific
institutional conditions moderating the relationship between home-country
pressure and host-country labor practices. Moreover, because of the cross-
sectional nature of our data, we were unable to capture the dynamics of
the relationship between home-country pressure and MNEs’ adoption of
labor practices abroad. A longitudinal study could provide more insights
into the mechanism of FDI as a way to escape (growing) institutional
pressure at home. A further, more minor, limitation is that “perceptions
of responsible business practices are ambiguous and socially constructed
across different contexts” (Rathert, 2016, p. 859). In the framework of this
chapter, this means that what a respondent (MNE employee) considers
unhealthy or unsafe working conditions will likely vary by industry and
especially country. Although the multilevel model corrects for influence of
these industry- and country-level characteristics, and the validity of our
results is therefore not affected, the absolute values for health and safety
cannot be compared across countries. Thus, while shedding clear light,
based on micro-level employee data, on how pressure from home works
out abroad in terms of labor practices in MNE subsidiaries, and in this
way, contributing to the IB literature, it also provides food for thought and
suggestions for follow-up investigation.
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