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Family Involvement and Cor porate Social Responsibility Disclosure

ABSTRACT

Building on the socioemotional wealth perspectiwe, hypothesize that family control and
influence increase CSR disclosure. However, owrlt@sontradict this prediction: Panel data
analyses for a sample of Spanish non-financiaédistompanies suggest that both family
ownership and/or family governance have a negatifheence on firms’ commitment to CSR
reporting, but the presence of a second signifishiareholder may moderate this negative
effect. Additionally, the identity of the secondgsificant shareholder seems to matter:
Foreign investors may reduce the negative influesfdamily ownership, but other families
may increase the negative impact of family goveceaand of the combined effect of family
ownership and governance, on CSR disclosure. Weusisimplications for future theory
development and research.
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1. Introduction

Firms have become more accountable to society. Naysmthey need to consider a wide
range of agents who are interested not only irctmpany’s economic and financial aspects,
but also its impact on the environment and itsrmtekings with key social groups (Crane
and Matten, 2010). Consequently, Corporate SocedpBnsibility (CSR) has become an
increasingly significant company strategy (Caresid Shabana, 2010). As the importance of
CSR has grown, so has demand for its disclosuran@&ti et al., 2009), with firms spending
money and effort to provide information (in annugborts or in separate CSR reports) about
their environmental and social performance (Ganmadgcet al., 2011). Thus, voluntary CSR
disclosure has become more common, especiallyubligly listed firms, with international
organizations such as the Global Reporting Initea{GRI)" setting sustainability reporting

standards.

Given the growing importance of stakeholders, aigant stream of economic literature in
the past few decades has analyzed firms’ commuaoicatith them and the development of
stakeholder dialogue and partnerships (Crane avesyj 2003). Some of the studies analyze
the factors that may govern voluntary CSR discleswith most of these papers examining
company characteristics such as size (Archel, 2&aerts, 1992), industry (Moneva and
Llena, 2000; Reverte, 2009), profitability (Ghaz&i007), or shareholder structure (e.g.
Brammer and Pavelin, 2008; Carina Chan et al., P@k4potential antecedents to CSR
disclosure. Since investments in CSR tend to bg term (Johnson and Greening, 1999) and

constitute a legitimate, sustainable means of gahand value creation for the company in

1 The GRI, an organization comprising thousands tefirational experts, aims to set guidelines forowing the production
and clarity of transparent, reliable and comparahlstainability reports. Its prime objective is ttlisclosure of social,
environmental and economic information.

2 |In the field of corporate governance, other stsidiave focused on whether certain characterisfitiseoboard of directors
affect CSR information transparency (for example nBreer and Pavelin, 2008; Cabeza et al., 2013; Frassténo et al.;
Halme and Huse, 1997; Haniffa and Cooke, 2005; Marand Quian, 2014; Prado-Lorenzo et al., 2009b).



the future (Oh et al., 2011), large shareholdegdikely to be in favour of such investments.
Moreover, owning a company perceived as “socialtgsponsible” may entail high costs
(Barnea and Rubin, 2010), which is another reashy harge shareholders are likely to be
concerned about the firm’s social responsibilifguation and CSR disclosure. However, not
all large shareholders may be equally interestedthiese aspects. Different types of
shareholders may have varying objectives, and,emprently, shareholder identity would be
expected to affect CSR disclosure practices. Onyesstudies, for example Campopiano and
Massis (2015), Ghazali (2007), Grougiou et al. @0Haniffa and Cooke (2005), Khan et al.
(2013), Kuo et al. (2012), Lewis et al. (2014), Miss and Quian (2014), Ndemanga and
Koffi (2009), Prado-Lorenzo et al. (2009a), Siregad Bachtiar (2010), Sundarasen et al.
(2016), Testera and Cabeza (2013), and Zeng €R@l2), analyze the importance of the

main shareholder’s identity to CSR disclosure.

Among significant shareholders, families are thesimipequent type of large blockholder
worldwide (La Porta et al., 1999). In fact, famibysinesses are the backbone of many
economies, creating an estimated 70-90% of glolP @nnually (Global Data Points, FFl,
2016). These firms can be small, midsized or Igige Porta et al., 1999). For example,
families are present in nearly one-third of all gamies in the S&P 500 (Anderson and Reeb,
2003), and in about 37.5% of German exchangedlligtes (Andres, 2008); and the top 100
family businesses in Europe had combined revenuaaré than 1.8 trillion euros in 2011,

nearly 14% of the European Union’s GDP (Campder#eRp).

Family firms’ unique characteristics have importanplications for their social responsibility
performance (Dyer and Whetten, 2006) and for theluntary disclosure practices (Chen et
al., 2008). In regard to CSR performance, for edamplock and Wagner (2014a) report for

a sample of large U.S. listed firms that family @nship is negatively associated with



community-related CSR performance and positivelgkdd to diversity, employee,
environment and product-related aspects of CSReckBENnd Wagner (2014b), also for a
sample of large U.S. public companies, find thatifa and founder ownership reduces CSR
concerns, whereas family and founder CEO presarmreases them. Uhlanner et al. (2004)
report for a sample of small and medium-sized Duisted family firms that the family
character of the companies tends to affect relakips with some stakeholders; but Amann et
al. (2012), for Japanese listed firms, find thanifg business identity does not influence CSR
in general. The empirical literature analyzing téect of family involvement on CSR
reporting is scarce, in any case. Moreover, theltesre mixed and most of the studies
simply use an ownership criterion when considerfamily control and influence. For
example, Prado-Lorenzo et al. (2009a), for Spaport a positive link between the presence
of a significant individual shareholder and GRIagp. Campopiano and Massis (2015), for
Italian firms, find that family businesses disseatéa greater variety of CSR reports and are
less compliant with CSR standards, while Ndemamghkaoffi (2009), for Sweden, find that
family ownership reduces CSR disclosure. FurtheenGuadrado-Ballesteros et al. (2015)
find that independent directors do not influenceRC&porting in family firms and
Sundarasen et al. (2016) suggest that independestats have a negative influence on CSR

disclosure in family-controlled companies.

Family firms are characterized by their managena governance, along with families’
unique endowments and use of specialized reso(edgato and Aldrich, 2012), which may
explain a positive relationship between family ilwement (ownership and/or control) and
CSR disclosure. In fact, the socioemotional wepéitspective implies that families may have
stronger preferences for non-financial objectivis, affective endowments such as the
pursuit of legitimacy (Berrone et.aR012), or a long-term view (Anderson and Reel®320

Berrone et a) 2010) that may shape family firms’ voluntary C8Rclosures. For instance,



family owners may prevent their companies from @nugin reputation-damaging activities

and generally try to maintain a good image (BlooH 8/agner 2014a); due to their long-term
orientation, family firms may behave differentlyathnon-family companies and may nurture
personal relationships with some stakeholders siscemployees or clients (Uhlanner et al.,
2004); and family businesses may be more inclifegh tnon-family firms to be good

corporate citizens, with family firm reputation pally mediating the relationship between
citizenship behaviour and company performance ésian et al., 2017). However, we must
also consider that when families are the biggeatettolders in listed firms they may not be
alone; there may be other large shareholders, wimbsests may or may not coincide with

those of the families.

Our study contributes in several different wayghe strand of literature that analyzes the
influence of family involvement on CSR reportingrsE building on the socioemotional
wealth perspective, we hypothesize that therepssitive link between family involvement
and CSR disclosure, and so we examine the influéginae family presence in ownership
or/and governance has on CSR reporting. For thapoge, we initially define family
companies by using an ownership criterion. We a®@rsa firm to be a family business when
a family owns at least 10% of the equity sharespléging this methodology allows us to
identify not only direct and indirect family ownéip, but also family shareholdings as
ultimate owner. We do so following the methodolagyployed by La Porta et al. (1999),
Claessens et al. (2000) and Faccio and Lang (2@2)measures as family ownership the
stake held by individuals or families at the endtleé chain of control. We also consider
previous results by, for example, Villalonga andif(006), who find that family ownership
creates value only when the founder serves as @E@Berrone et al. (2012), who state that
family control and influence (such as being CEOcbairman of the board) is one of the

major dimensions of socioemotional wealth. Thus,sively the effect of family governance



on CSR reporting by considering whether the bodi@@irman is a family member, and we
examine the impact of the combination of family enship and governance. Second,
considering the frequent presence of multiple di@ders in family firms (Sacristan-Navarro
et al., 2015), we analyze the possible amplifyingnbibiting effect on CSR reporting when
there is a second significant shareholder present family-owned and governed firm. We
also study whether different types of second-larghareholders — in particular families and
foreign investors — and their voting power may eiffdhe relationship between family control

and influence and CSR reporting.

For our analyses, we used a sample comprising pa@&i§h non-financial companies listed
on the Madrid Stock Exchange for the period 2002020'he sample is fitting for the study
as it refers to voluntary CSR disclosures and mhetua high percentage of family firms. CSR
reporting became compulsory in Spain after Direc2014/95/EU took effect in December of
2014. The Directive requires EU companies with mitv@n 500 employees to disclose in
their management reports information on policieskss and outcomes pertaining to
environmental, social and employee matters, resfmchuman rights, anticorruption and
bribery issues, and diversity on boards of directéns evidence of family firms’ prominence
in the Spanish market, approximately 50% of comgmifisted on the Madrid Stock Exchange
are family businesses, with families frequently reistng their ownership indirectly and
through control chains or pyramids (Sacristan-Niavand Gomez-Anson, 2007). These firms
also have relatively high ownership concentratioreépi-Cladera and Garcia-Cestona, 2001;
Faccio and Lang, 2002) and frequently more than sigeificant shareholder (Sacristan-
Navarro et al., 2015). The results of our analysesirary to what we expected in accordance
with the socioemotional wealth perspective, suggfest both family ownership and family
governance have a negative effect on companieshuonent to CSR disclosure. However,

the presence of a second significant shareholdelerates this negative influence and forces



companies to provide more CSR information to stalddrs. When we differentiate between
types of second-largest shareholders, our resiitie/ $hat not all blockholders may behave
the same way: While foreign investors’ shareholdirggem to moderate the observed
negative impact of family ownership on CSR disctes{although not the observed negative
effect of family governance), the ownership helddblyer families seems to exacerbate both

the negative influence of families as main shamés and family members as chairmen.

The remainder of the article is structured as fedipWe frame our hypotheses in Section 2.
The sample, variables and methodology are desciib&ection 3. Our results are presented
in Section 4 and we discuss them in Section 5. \W&ne our conclusions and the study’s

limitations, and suggest avenues of future resear&ection 6.

2. Theoretical background, literaturereview and hypotheses

According to Friedman (1962), company owners aggeebted to pursue the single objective
of maximizing profits, but the stakeholder theofAgle et al, 1999; Freeman, 1984; Mitchell
et al., 1997) suggests it is strategically necgskara firm to consider all the stakeholders
that are relevant to its businesses. Nowadays, aoiep focus not only on economic
performance but also on social and environmentdlopeance. The increasing interest in
managing a business in a way that considers thesnet its stakeholders has helped
consolidate CSR, with companies taking voluntartyoacin regard to their workers, society
and the environment that generally goes beyond vghlagally required (Barnea and Rubin,
2010). The CSR literature has grown and scholafamily business have looked through
different conceptual lenses that may stress faoalmpany positives and negatives pertaining
to sustainable firms’ behaviour (LeBretton-Millenca Miller, 2016). At the same time,
empirical analyses of the relationship between farfiim identity and CSR activities have

yielded mixed results (see Table 1).



[Table 1]

CSR reporting is part of a firm’s strategy. Fromemonomic perspective (Gamerschlag et al.,
2011), companies should undertake only those atioat reduce costs or enhance benefits.
Thus, CSR disclosures in annual reports or in §ipeports should be made if benefits
outweigh costs; firms are expected to voluntarwig® the information only if it is in their
interest to do so. In fact, the empirical evideaaggests that the amount of CSR information
a company discloses seems to be determined byugaaspects that may linked to the
weighing of benefits versus costs, such as the'dicharacteristics, those of the industry to
which it belongs, or its country (Belkaoui and Kiarp1989; Cormier et al.,, 2005;
Gamerschlag et al., 2011; Patten, 2002 a and hyeker, another factor in CSR disclosure is
the company’s ownership structure. Previous stulleage analyzed, for example, the link
between ownership concentration and sustainalaihty CSR disclosure, with mixed results.
While some studies report that when ownership rea&p among many investors, some of
whom may be interested in social or environmentattens, there may be greater pressure on
the company to volunteer information (Brammer amydhin, 2008; Reverte, 2009); other
studies, such as those by Cabeza et al. (2013kaB{a007), Halme and Huse (1997), and
Roberts (1992), do not show a significant relatipdetween CSR disclosure and ownership

concentration.

Families are the most common largest shareholdesddwide. They confer unique

characteristics on their firms, which are signifitg different than non-family businesses
(Gomez-Mejia et al., 2011). In this context, theigemotional wealth approach has been
referred to as a unique feature of family firmstthalps explain why the companies may
behave distinctively (Berrone et al., 2012; Dawaad Mussolino, 2014). The socioemotional

wealth perspective considers that family firms tgy@cally motivated by, and committed to,



the preservation of their socioemotional wealth,n-financial matters or affective
endowments of family owners (Berrone et aD12). Within this perspective, gains and losses
in socioemotional wealth become the pivotal frarheeference that family controlled-firms
use to make major strategic choices and policystmts (Berrone et al., 2012). In fact,

families tend to see their companies as an exterdithe family (Dyer and Whetten, 2006).

Arguments that family companies do less CSR repgréire that they have lower levels of
information asymmetry and there are costs to valyndisclosures (Chen et al., 2008); or, the
family has a greater wealth investment in the fanad there is less need to signal agents that
the family is acting in the shareholders’ interg$tama and Jensen, 1983); or there is less
monitoring, making the firm less likely to take stdmtive CSR action (Maquis and Quian,
2014). However, the socioemotional wealth perspeagbredicts the contrary: a higher level
of CSR disclosure by family firms. Thus, havingespectable family reputation and being
well regarded by the community are considered smeaiional gains that encourage a long-
term socially responsible orientation in familyniis (Berrone et al., 2010; Zellweger et al.,

2012), and therefore the family’s presence incre&®R practices and disclosures.

Berrone et al. (2012) point out that family conteoid influence (such as being CEO or
chairman), which may stem from having a strong aealme position, ascribed status or
personal charisma, is one of the five major dimamsiof socioemotional wealth. The
empirical evidence pertaining to the link betweamily control and influence and CSR
reporting refers mainly to family ownership and tlesults are scarce and mixed. Prado-
Lorenzo et al. (2009a) find that the presence sifjaificant individual shareholder exercising
control increases the probability that the compamyl follow the GRI guidelines.
Campopiano and Massis (2015), using a combined @ige and management criterion,

report that family involvement increases CSR disate, although family firms are less



compliant with CSR standards and place emphasislitferent CSR topics. Testera and
Cabeza (2013) find no evidence of any relationdbgtween the identity of the main
shareholder (including families) and CSR transpayerand other studies report family
control and influence have a negative impact ooldssire; for example, Ndemanga and Koffi
(2009) suggest that companies in which the mainesimdder is a family are less transparent

with regard to CSR practices.

We favour the socioemotional wealth explanation #retefore argue that families will put
more effort into achieving legitimacy by showingaségic conformity to industry norms
(Miller et al., 2013) and by demonstrating CSR catmmant. Thus, we hypothesize a positive

relationship between family ownership and/or gogene and CSR disclosure.

Hypothesis 1. Family control and influence increase firm CSRctbsure.

Family firms are heterogeneous, their various gurfitions arising from different

components of control and influence within the gmise (Garcia-Castro and Aguilera,
2014). Their ownership distributions may range fransingle large shareholder to a great
number of small investors, with many different atians in between (Sacristan-Navarro et
al., 2015). Family firms’ ownership structure ar tdistribution of shareholdings — and
consequently the distribution of power among sigaift shareholders — may determine the
extent of family control and influence and therefdhe preponderance of socioemotional
gains over, for example, financial gains. In thegard, some authors (Attig et al., 2009;
Laeven and Levine, 2008; Lehman and Weigand, 2P@Qry and Pajuste, 2005) report, for
example, that firm value is positively impacted &y ownership structure in which the
participation of shareholders is generally evenistributed and the dominant shareholder
faces more contestability to his or her power. igtance, for the specific case of family

firms, Nieto Sanchez et al. (2009) suggest thatrddérge shareholders may have an influence
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on the relationship between family ownership anchgany value, and Sacristan-Navarro et
al. (2015) report that family firms’ ownership stture matters and that the effect of other

large shareholders’ voting rights on minority inles’ wealth should be considered.

Contestability and collusion of other large shateers with the family as largest shareholder
may also be present and affect the firm's strategiith regard to CSR practices and
reporting. In fact, as the empirical evidence sgtgeCSR policies are strongly affected by
shareholder preferences. For example, Rugman angeki (1998) show that shareholder
pressure plays a significant role in the developnoérenvironmental plans in corporations
and Loépez-lturriaga and Lopez-de-Foronda (2011 fivat the greater the influence of other
key shareholders or of institutional investors, there CSR activities a company is engaged
in. With regard to CSR disclosure, the literatunggests that the possible reduction of the
cost of capital linked to voluntary reports beneditareholders (Amihud and Mendelson,
1986; Diamond and Verrechia, 1991). As a result, wauld expect that other large

shareholders will favour CSR disclosures by famfilyns, and so their presence will

strengthen or moderate the hypothesized positilextedf family control and influence on

CSR disclosure. Thus, we present our next hypathesi

Hypothesis 2. The ownership held by a second significant shddelndas a positive impact

on the link between family control and influencel @SR disclosure.

As pointed out by Aguilera and Crespi (2012), ddfeé owners (e.g., family, institutional

investors, industrial firms, banks, state, emplsyextc.) may have varying interests in the
firm, and consequently, each type of owner maydiféerent mechanisms to accomplish their
strategic goals. Therefore, the various blockhalaeay not have similar goals related to CSR
disclosure. Attig et al. (2008) point out that drént types of blockholders may have varying

strategic goals that will also influence their tatfies toward the largest shareholder. Among
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second blockholders, we refer specifically to otfemilies and foreign investors. Other
families are considered because as Sacristan-Maearal. (2011) find, the most frequent
combination of ownership in family firms is fam#iend individuals as first shareholders and
families and individuals as second-largest shadsiel As we did for Hypothesis 1, we
favour, also for families as second major sharedrsldthe socioemotional wealth arguments
over agency arguments, and predict a positive ioalship between “second families”
shareholdings and CSR reporting. Foreign invesawssecond-largest shareholders are
considered because of their specificity. Differesttdies find that foreign investors’
ownership has a positive effect on CSR actionse(Q@i., 2013; Yong et al., 2011). Moreover,
foreign shareholders are expected to support arltevel of information and therefore are

expected to demand greater CSR disclosure, asteedoy Khan et al. (2013). Thus, we state:

Hypothesis 3. Families as second significant shareholders lmapesitive impact on the

link between family control and influence and CS&chbsure.

Hypothesis 4. Foreign investors as second significant sharemsltiave a positive impact

on the link between family control and influencel @SR disclosure.

3. Sample, variables and methodology

3.1. Sample

To test the hypotheses, we created an initial @abf all Spanish firms listed in the Madrid
Stock Exchange General Index over the period 2@02 This resulted in a panel
comprising 150 large and medium-sized firms and 8dgervations. We removed financial
and insurance companies from the initial databasaudse of their particular characteristics,
such as their specificity from an accounting poinwiew or their special regulation (23 firms,

114 observations). We also excluded subsidiary eones (businesses that were more than
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90% owned by another listed firm in our samplefiif@s, 8 observations). Some companies
entered and others exited the stock market dutiegstudied period (some were initially
listed after 2004, or were delisted during the qui so we were unable to obtain information
for the entire period for all companies. Becauséhete issues, the database was reduced to
an unbalanced panel - that is, a panel in which ftatall categories are not observed for all
the years of the studied period — of 122 non-fil@nand non-insurance firms and 710
observation However, in order to have at least four consgeutiears of data for every
company because of our panel data structure, weceedthe final unbalanced panel for the
regression (probit) analyses to 105 firms and @&€eovations. This final sample represented
86.1% of the initial real number of companies (f2&s) with a margin of error of 3.6%
We must note that unbalanced panels are used frdgua empirical research, allowing
control for both entry and exit, and mitigating guatial selection and survivor biases

(Carpenter and Petersen, 2002).

We defined family firms according to an ownershipetion. Family companies are those that
are “controlled” (in terms of ownership) by famsdier individuals acting as first or ultimate
owners (following the standard methodology emplopgdLa Porta et al., 1999). Ultimate
ownership characterizes Spanish ownership strudtureany cases (Sacristan-Navarro and
Gomez-Ansoén, 2007). Whenever the family was thgelsirowner (direct or indirect), holding
more than 10% of the shares, the firm was class#i® a family business. However, if the

largest owner was a non-financial company whosmate owner, identified by following the

% A panel data may be unbalanced for several reasongxample, due to not having the data for oh¢he
transversal units in one of the years of analyatgn the attrition problem takes place (some oftthesversal
units leave the panel), or when the transversas$ wd not disappear but some of the variables atrehrown for
all the analyzed years. In our case, the panehixlanced mainly because of circumstances not uoder
control; for example, when firms are listed or stald.

* The final sample in the estimations representeX 8#the 150 firms in the initial whole sample wih6.3%
margin of error.
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chains of control, was a family or an individualding more than 10% of the voting rights,
the company was also classified as a family firmug, we searched for the stake held by
individuals or families (adding up for families thieting rights held by all family members),
which allowed us to get a better picture of thd rdamate ownership structure of sample
firms. Family members were identified by their samres (first or second surname); that is,
they were defined as those who were related bydbléamily members by marriage were
also taken into account. By determining the ultenatvners among company blockholders,
we were able to identify family businesses withaubking assumptions that could
underestimate or overestimate the importance oflyaiinms in our sample. Table 2 shows
the distribution of observations by year. As alsoven, 420 observations (63%) are classified

as family businesses and 249 (37%) as non-fanmitysi

[Table 2]

We obtained information on ownership structure nyaifrom the Annual Corporate
Governance Reports filed with the Spanish Nati@tatk Exchange Commissio@@mision
Nacional del Mercado de ValoresCNMV). We also used the Madrid Stock Exchange, the
CNMV and the SABI data basé&dciedad de Analisis de Balances Ibérjctis compile

companies’ financial data and determine their sscto

3.2.Variables definition and measurement

The dependent variable is an indicator of the comiisacommitment (low, medium or high)

to CSR disclosure (CSRDISCL). It adopts any of ¢hdwee values for each year in the
studied period: a value of 1 if a firm did not refpon its environmental and social impacts
(48.13% of the cases), a value of 2 if a firm pded this information in its annual report
(29% of the cases), and a value of 3 if a firm atswed a CSR report following the GRI

guidelines (22.87% of the cases). Thus, almostdfalie companies did not report any social
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or environmental information and when reporting G8Rrmation, slightly less than half of

them opted to follow the GRI guidelines.

The explanatory variables relate to the natureaniilfy control and influence (ownership
or/and governance) (Hypothesis 1); to other latggeholders’ power to counterbalance the
main shareholder, the family (Hypothesis 2); anth®voting power of families and foreign
investors as the second-largest shareholders (Hgpes 3 and 4). With regard to the nature
of family control and influence we define: a vat@alFFSH) that measures the percentage of
the capital held by the family or by an individael the leading significant shareholder and/or
the ultimate significant shareholder, provided ttia latter holds more than 10% of the
capital, and O otherwise; a dummy variable takirdue 1 if a member of the family is
chairman of the board, and 0 otherwise (FAMCHAI&R)d a dummy variable that takes value
1 when the company is simultaneously defined amaly firm and a family member is the
chairman (FFCHAIR). We determine the influence otexond significant shareholder’'s
power through variable SSH, defined as the pergentd shares of the company’s capital
held by a second significant shareholder, provithed percentage exceeds 5%. The identity
and power of families and foreign investors as sdclarge shareholders are considered
through two variables that measure, respectivlly,dercentage of shares of the company’s
capital held by families or individuals (SSHFAM) by foreign investors (SSHFOR) as

second significant shareholder, provided they Inodde than 5%.

We consider firm size, profitability, leverage andustry as control variables. Company size
has traditionally been associated positively withial performance (McWilliams and Siegel,
2000; Waddock and Graves, 1997). Large firms areenasible to the general public (Watts
and Zimmerman, 1986) and to political groups (Dagland Pfeffer, 1975), they have more

market power and generate more news. They arefohermore likely to be the target of
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public resentment, consumer hostility, demandsrogleyees and attention from government
regulators (Hackston and Milne, 1996; Knox et a006). Their wider exposure to public
opinion, their greater resources and their aimvimicaregulation and reduce political costs
(Adams et al., 1998; Clarke and Gibson-Sweet, 1%y et al., 1995; Ness and Mirza,
1991) may explain why larger companies tend to m@lly disclose their CSR activities.
Firm size is introduced in the analyses as a Itlgarand is measured as the company’s total
assets expressed in thousands of euros (SIZE) (Beanand Pavelin, 2008; Zeng et al.,

2012).

Profitability, an indicator of firm performance, snacrease or decrease CSR reporting. On
one hand, even though companies may wish to fallearrules of good corporate citizenship,
their real behaviour and, consequently, disclosditdeir CSR activities, may depend on the
resources available (Carmona and Carrasco, 1988eet al., 1987; Ismail and Chandler,
2005; Roberts, 1992). In addition, the managernsrofitable companies may be interested in
disclosing more information in order to improveith@vn remuneration and positions (Giner,
1997). On the other hand, a negative relationskigvéen profitability and CSR disclosure
may be explained by the fact that investing in G8Rvities is costly (Balabanis et al., 1998),
or that there is opportunistic behaviour by mansger the context of an executive
remuneration structure that is linked to short-t@mnafit. Profitability is defined as the ratio of
return on assets (ROA) (Brammer and Pavelin, 2608¢o-Lorenzo et al., 2009a; Marquis

and Quian, 2014).

Company leverage level is defined as the ratio éetwshort-term and long-term debt over
total assets (LEV) (Castelo and Lima, 2008; Rey&t@9). Leverage may also increase or
decrease CSR disclosure. In the context of agdmmyry, companies with a higher level of

debt will voluntarily offer information in order toeeduce their agency costs and, therefore,
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their cost of capital (Jensen and Meckling, 19Bajt, creditors will also exert less pressure
on company managers regarding CSR activities arill @isclosure when the level of debt is

low (Brammer and Pavelin, 2008).

Finally, firm industry is expected to influence CSBporting. For instance, companies
belonging to industries whose production processay have a negative impact on the
environment tend to disclose more much informattban businesses in other sectors
(Reverte, 2009). Firm industry is defined as a dymrariable that takes value 1 if the
company belongs to more “environmentally sensitigettors (mining, oil, gas, chemicals,
paper, iron and steel and other metals, electrigag distribution and water), and 0 otherwise

(INDUSTRY) (Halme and Huse, 1997; Kuo et al., 20R2yerte, 2009).

3.3.Methodology

The econometric model used to test the hypothesedeiermined by the fact that the
dependent variable “CSR disclosure” is an ordinalliggtive variable. Every value taken by
variable CSRDISCL generates a continuous evaluatfadhe company that is included in a
latent variable that is not observed, which weethiICSRDISCL*. This variable is linear and

depends on the same independent and control vesiabl

Since there is a limited number of categories @8RDISCL”, this variable has several “cut-
off points” delimiting each category. These are:
1 if CSRDISCL* < cut

CSRDISCL = 2 if cut <CSRDISCL* < cuj
3 if st CSRDISCL *

Wooldridge (2002) proposes two approximations fetingating panel data models with an

ordinal dependent variable. The most widely usetth@$e considers that errors are distributed
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normally and is estimated by maximum likelihood.eTiollowing is the approximation in
STATA by Rabe-Hesketh et al. (2001) and improvedrbgchette (2001a and 2001b). The

program estimates a probit model with random esfect

Specifically, the estimated model is the following:

2010
CSRDISCL = a, + BX  + > Y, + u,

t=2004

Wherei denotes the company time, X the explanatory and control variables,a set of

ot

annual dummies anis the error termui; = yi+ ¢, bearing in mind that; covers the individual

unobservable effect that we assume is constarddimpanyi duringt, that is, it captures the

unobservable heterogeneity among companiesgi@agandom disturbance.

Similarly, for the analyses of moderation (Hypo#®g, 3 and 4), we first considered a model
to analyse the influence of the main explanatonyaléde (and the control variables) on the
dependent variable. In a second model we studedripact of the main explanatory variable
and of the moderating variable (and the controiaides) on the dependent variable and,
finally, we included the explanatory variable, thederating variable and a new variable that

is the product of both (and the control variablasy single model.
4. Results
4.1.Descriptive statistics

Table 3 shows the main descriptive statistics efitfdependent variables used in the study.
Families’ average share in the capital is 25.54E%SH). In 44.69% of the sample firms’ a
family member occupies the post of chairman oftitbard (FAMCHAIR), and 42.45% of the
companies have a family as ultimate owner holdilmgenthan 10% of the shares and a family

member as chairman (FFCHAIR). The average shateeircapital in cases where there is a
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second significant shareholder with a stake in ex@# 5% is almost 9% (SSH). This figure,
although not shown, amounts to 8.776% and 9.138%pectively, in family firm and non-
family firm observations. The ownership held by fles as second shareholder (SSFAM)
amounts to 2.533% and the holdings of foreign itorssas second shareholder (SSHFOR) to
0.925%. In 19.58% and 9.72% of the observatiorspeetively, there is a second shareholder
that is a family or a foreign investor. The averagempany size (SIZE) is 6,438,317 thousand

euros, although the size of the firms in the samplées considerably.

[Table 3]

Table 4 presents the bivariate correlations ofvdrgables we employed in the analyses. CSR
disclosure is negatively correlated to family gomarce and to family ownership and
governance (FAMCHAIR and FFCHAIR). It is also negelly correlated to the percentage of
shares held by families as second shareholderskR88Bland positively to firm size (SIZE)
and firm return on assets (ROA), but is not sigaifitly correlated to the ownership held by
the second shareholder (SSH). The ownership hefdrbifies as first shareholder (FFSH) is
positively correlated to the family governance abke (FAMCHAIR) and negatively
correlated to the ownership held by a second sblteh (SSH); while family governance
(FAMCHAIR) is not negatively correlated to the owsigip held by the second shareholder

(SSH).

[Table 4]

4.2. Regression analyses

First, we present the results pertaining to thesiads impact of family control and influence

and the moderating effect of a second significéwaresholder’s voting power (Hypotheses 1
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and 2) on CSR disclosure (Table 5). These resuéiee vobtained using the STATA12

program. The dependent variable is CSRDISCL itha&lmodels.

Contrary to what was suggested in Hypothesis 1ptineership held by families as principal
shareholder seems to significantly and negativeflyénce the probability of CSR disclosure
(model 1, Table 5). In fact, although the results mot shown, when family and non-family
companies are considered separately, for famimdithe dependent variable (CRSDISCL)
takes value 1 in 50.48% of cases; value 2 in 29.@80#@ases; and value 3 in 20.24% of cases.
For non-family firms the figures are 44.18%, 28.5&b@ 27.31%, respectively. Thus, family
companies disclose information of a social or esvinental nature less often than non-family
firms; and non-family companies follow the GRI gelides more frequently than family

firms.

Also contrary to what was predicted in HypothesisFAMCHAIR has a significant and
negative influence on CSR disclosure, suggestiagwinen a family member chairs the board,
companies will be less transparent about CSR (médédlable 5). The results are similar
regarding the joint consideration of ownership godernance, variable FFCHAIR. When the
leading shareholder is a family and a member offéingily is chairman, the probability of
transparency about CSR decreases (model 7, TablOwer all, these results contradict
Hypothesis 1 and do not support the view that &gant socioemotional gains outweigh the

costs associated with CSR disclosure.

Next, we analyze how a second large sharehold&ke sn the company’s capital affects the
above relationships. Models 2, 5 and 8 show thet Wariable is not significant when
considered in isolation. In order to determine \Wbketthe second shareholder has a positive
impact on the link between family control and ifhce and CSR disclosure as suggested in

Hypothesis 2, we introduce a term of interactiomfed by the product of the proxy variable
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of family control and influence and the variableosh moderation effect we wish to study
(models 3, 6 and 9). The coefficients of interattlmetween the various proxies of family
control and influence and the shareholdings ofcarsa significant owner are significant and
positive. The fact that the second significant shalder's stake in the capital is not

significant in itself indicates that there is a ¢unoderation effect. The positive sign of the
coefficient of the interaction variable reflect® treduction effect exerted by the power of a
second significant shareholder on the initial negatelation between family control and

influence and CSR disclosure. This evidence supptypothesis 2.

Given that the shareholdings of a second blockmatdederate the negative effect on CSR
disclosure exerted by family control and influenesd considering that other types of
shareholders may have varying interests and affisctosure differently (Hypotheses 3 and
4), we analyze how families, and foreign investasssecond significant shareholders, may
have a different impact on the relationship betwanily control and influence and CSR
disclosure (Table 6). The results show that otasrilies as second-largest owner increase the
negative effect of family governance (FAMCHAIR) aafticombined family ownership and
governance (FFCHAIR) on CSR disclosure. Thus, tiewvthat socioemotional gains
outweigh disclosure costs is again contradictednwthere is family ownership and control.
Foreign firms as second significant owners haveangact on the relationship between family
control and influence and CSR disclosure, but maydemate the negative relationship
between family ownership and CSR reporting (theffment of the interaction variable is
positive and significant at a 5 percent level). Oalg these results do not support Hypothesis
3 as they suggest that families as second signtfishareholders do not consider CSR
disclosure and the reputation and socioemotional igarings to be worthwhile. In this sense
they may coincide with the first shareholders, fdrailies, and will not force them to provide

more information to the market. However, similatty the results reported by Khan et al.
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(2013), foreign investors may moderate or reducdili@s’ resistance to CSR disclosure, as

suggested by Hypothesis 4.

Firm size and leverage level turn out to be sigaiit in most of the considered in the models.
In line with studies by Archel (2003), Prado-Lorenet al. (2009b) and Reverte (2009) for
Spain, Ghazali (2007) for Malaysia and Castelo, kinga (2008) for Portugal, firm size is
positively associated with the disclosure of CSRivdes. Larger companies have the
greatest capacity for doing social and environmetdénage and have more resources for
compiling this information. Similarly, a higher lelvof leverage (LEV) also seems to lead to
greater CSR disclosure. This result is in line witldings by Zeng et al. (2012) and Roberts
(1992), who suggest that firms that rely more amare more likely to reveal information
about their activities pertaining to the naturaviesnment, environmental protection and
resource use. In general, business profitabilityesdaot significantly influence CSR
disclosure. A similar result is reported in predatudies for Spain, such as Archel (2003),
Carmona and Carrasco (1988), Moneva and Llena {1886 Reverte (2009). Unlike the
findings in previous studies (including those byv&#e, 2009, and Prado-Lorenzo et al.,
2009b, for Spain) but in line, for example, witlsearch by Ghazali (2007) for a sample of
listed companies in Malaysia, the business sedMDWSTRY) does not seem to have a

statistically significant influence on CSR disclosu

[Table 5] [Table 6]

4.3. Robustness test and additional results

To establish the robustness of our results, weategeour estimations considering different

samples, employing additional measures and estimagw models.
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First, considering there could be a bias relateduo unbalanced panel, using the initial
sample of 710 observations we analyzed whethee tivere statistical differences (employing
the Mann-Whitney U test) among those firms for ebhive have a balanced panel (525
observations) and the rest of the cases (185 adusamg). We found statistical differences in
the dependent variable and in the FFSH, FAMCHAIR &FCHAIR variables. However,
when we repeated our estimations with only the comgs for which we have a balanced
panel, that is, complete information for the segensidered years (2004-2010) with a sample
of 75 firms (62% of the original 122-company samp@d 525 observations, the results
related to Hypotheses 1 and 2 were the same a® thossented in the main text,
corroborating the positive and significant effedt tbe interactive variables. The only
difference was that when we considered the idepfityhe second significant shareholder the
moderation exerted by the presence of a family esorsd shareholder (SSHFAM)
disappeared. Thus, using a “balanced” or an “umicald’ panel did not lead to important
differences in the final results, although it ixegsary to be especially cautious in the finding

related to the negative moderating effect of a kaimeing the second significant shareholder.

Additionally, we analyzed whether there were stiaté$ differences (employing the Mann-
Whitney U test) in the study’s main variables amdhg sample of firms used in the
estimations (105 firms, 669 observations) and tlwases that we did not consider as they did
not have at least four consecutive years in theslp@y firms, 41 observations). We found
statistical differences only in the dependent \deaand in the variable FAMCHAIR.
Moreover, when we repeated the estimations of ttaered probit model without the
restriction about having four consecutive yearthapanel (122 firms, 710 observations), the

results did not vary significantly.
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Secondwe repeated the estimations using ROE instead & Bl the results did not vary

significantly.

Third, we employed additional proxies for the setaignificant shareholder variable. The
first proxy was defined as the percentage of shairéise company’s capital held by a second
significant shareholder, provided the holding wasrenthan 3%. The results remained the
same as those shown in Tables 5 and 6. Alternatiwe considered the percentage of shares
of the company’s capital held by a second significghareholder provided the holding was
more than 10%. In this case our findings were #raes except that the moderation effect of
the presence of a second significant shareholdgh@riamily firm (in terms of ownership)
and CSR disclosure disappeared (models 1-3 TableMBsen the second shareholder’s
ownership stake was not so large, it significantipderated family control, showing a
contestation effect reducing the negative effeatt ®hen the stake increased, the second
shareholder turned into an owner, showing a calusffect with the main owner - the

family — and increasing its SEW objectives.

Fourth,also regarding the moderating variable, we consilerdummy variable that adopted
a value of 1 if there were multiple significant éov3%) large owners (not just a second
shareholder) apart from the largest, and 0 otherwis this case, the presence of multiple
large shareholders seemed to positively moderaendiyative relationship between family

firms (in terms of ownership, control and botherid at the same time) and CSR disclosure.

Finally, we employed another proxy for family catra dummy variable that adopted the
value of 1 if a member of the family was the CEOcbairman, and O in other cases. The

results were similar to those presented in Tablasdb6.

5. Discussion
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Firms have become involved in CSR activities retdsi frequently and voluntarily in order to
improve social and environmental conditions in tHmisinesses, as well as their relations
with different stakeholders (Renneboog et al., 2008SR disclosure helps reduce
information asymmetry between the company andtatsefiolders by providing relevant data
to agents outside the firm while exerting influemeetheir perceptions and on future financial
projects (Cui et al., 2016). Several studies hawave that this provision of information is
affected by a variety of characteristics of the pames, of their business sectors, and even of
the countries in which the firms operate (Brammmad ®avelin, 2008; Haniffa and Cooke,

2005; Reverte, 2009).

Our study adds to the empirical literature thatlygres the effect of company ownership and
governance characteristics on CSR disclosure. @heal. (2008) report that family firm
ownership has important implications for voluntaeporting. Our results corroborate these
findings not only in relation to family ownershiput also to family governance. In our study
family control and influence, one of the five dinseans of socioemotional wealth (Berrone et
al., 2012), negatively impacts CSR reporting, caditting the view that disclosure brings
significant socioemotional gains that justify releg the information. Moreover, our results
suggest that families are reluctant to signal orttarket their commitment to CSR practices
because they have lower asymmetry of informatidiayge investment in the firm, less need
to indicate to agents that the family is actingha shareholders’ interests, and they face less
monitoring. Therefore they may be less prone taldse information. Overall, our results do
not support that families’ desire to preserve semiotional wealth impels them to disclose

CSR information as a way to achieve legitimacyrdgrasce their image or reputation.

In this sense, our results are in line with thditranal secrecy attributed to family firms (Kets

de Vries, 1983), and are also similar to those oGMire et al. (2012), who report that family
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firms achieve worse social performances than naorilyafirms. Likewise, Ndemanga and
Koffi (2009), for Sweden, find that family ownerphieduces CSR disclosure. Conversely,
Prado-Lorenzo et al. (2009a), for Spain, reporbsitive relationship between the presence of
a significant family shareholder and CSR reportiaugg Campopiano and Massis (2015), for
Italian companies, find that family firms dissentmaa greater variety of CSR reports,
although they are less compliant with CSR standamd emphasize different topics,
compared with non-family companies. Alternative smweaments of the dependent variable
and of the explanatory variables that relate, fa@neple, to firm ownership, or the different

samples and methodology used may be the cause digparity in results.

Our study also expands upon previous findings penig to the link between families’
involvement and CSR reporting. In line with earlgudies that suggest that other large
shareholders may contest the largest shareholdbgneing firm value (Attig et al., 2009;
Laeven and Levine, 2008; Lehman and Weigand, 20y andPajuste, 2005), our results
indicate that the ownership held by a second lahgeeholder seems to moderate the negative
relationship between family control and influencedaCSR reporting: Other significant
shareholders seem to curb the owning family’s poteerestrict what CSR information is
disclosed to the market and they also appear terf@s greater sense of transparency and
accountability to all stakeholders. But not all remlders seem to mitigate the observed
negative effect that family control and influenaston CSR disclosure. In line with findings
by Khan et al. (2013) that show foreign investor@yndemand greater CSR disclosure, our
results indicate that foreign investors may modertdte negative influence of family
ownership (but not of governance) on CSR reportBiguilarly to Chen et al. (2008), who
report that families tend to reduce voluntary disare, we suggest that families, also as

second significant shareholders, may prefer toigeoless CSR information to the market.
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6. Conclusions, limitations and future developments

In this study, we examined how family control anfluence, the power exercised by other
large shareholders and their identity contributdims’ CSR disclosure practices. Overall,
the results indicate that family ownership or/amdeynance reduces CSR reporting; that the
ownership held by the second-largest shareholdelenates the negative influence of family
control and influence on CSR disclosure; that otfaenilies’ ownership as second-largest
shareholder seems to increase the negative inguafcfamily governance and family
ownership and governance on CSR reporting; and fibr&ign investors’ ownership as
second-largest shareholder may moderate the negatationship between family ownership

and CSR disclosure.

This article contributes to the literature abounilees’ and other shareholders’ influence on
the firm’s strategy for reporting CSR practices.rQesults contradict the idea that CSR
reporting may bring about significant socioemotiogains for families that would impel
them as major shareholders to make the disclos@esresults also show that other large
shareholders may play a role in this strategic sileci In our sample, family firms do not
appear to see a socioemotional gain worth investmdy providing the market with
significant CSR information that may guarantee tebbeelationship with all stakeholders and
enhance the company’s reputation. However, theends of other large shareholders, such
as foreign investors whose interests may not coewiith the family’s, may cause the firm to
improve communication with stakeholders, developmgdeeper dialogue and stronger
partnership with them. In contrast, when other fesiare the second-largest shareholders,

they seem to behave similarly to the main familgt eeduce CSR reporting.

Our study has several limitations. The first is theasure of CSR disclosure that we build.

More detailed or composite indexes that measure @iS€osure levels can be obtained by
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conducting surveys or interviews. However, becaokd¢he panel data structure of our
database, it would be hard to gather such infoonafor different years. A cross-sectional
analysis may be more appropriate in that case.cArgk limitation of our study is that the
sample used is composed of only Spanish listedsfitmfuture studies, it might be interesting
to increase the scope of this research by includmglisted companies or firms from other
countries. A third limitation is that we did notpsgate the sample firms into founder and non-
founder companies. Previous studies (Block and \Wiagh014b) have found significant
differences between these types of firms when imhe®to CSR aspects. Therefore, future
research should consider this distinction in otddyetter understand the underlying dynamics
and heterogeneities among family firms. A fourthitation of our study pertains to some low
coefficients in our regression analyses. While weaborated the robustness of the findings
through several additional tests, the results amglications should be interpreted with care

and necessitate further exploration with larger aaied samples.

This article opens up other avenues for reseanaturé& studies could further analyze the role
played by different shareholder identities, and Idoexamine possible variations in
transparency depending on the generation (founoledescendants) holding control of the
family firm. Furthermore, different CSR practiceadadisclosures may carry with them
various levels of socioemotional wealth for the ifeea and may be viewed differently by
other large shareholders. For example, for famil@SR disclosures that relate to the
community most closely linked to the firm or famiyay generate greater socioemotional
gains, and therefore families may be more prondotdhe reporting. Thus, as suggested by
Marquis et al. (2013), future studies could segdyatnalyze different CSR practices with
regard to their effects in the communities neat@she families and other shareholders, and

determine how these factors influence CSR discisur
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