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ABSTRACT

Corporate Social Responsibility (CSR) has increasingly been studied in different
administration fields. However, the focus is mostly on why companies are adopting
CSR practices rather than on how they are developing their CSR strategies. Although
research in the field is still incipient, scholars have begun to fill this gap by investigating
multinational enterprises (MNES) that are integrating their CSR practices with their
business strategies. These companies are adding value to their business while at the
same time responding to institutional demands. Aiming to understand how these
companies develop strategies in response to institutional demands, we conducted a
single case study, analyzing a Brazilian multinational in the pulp sector. Our goal was
to understand how a Brazilian multinational responds to social and environmental
demands from its institutional environment. These aspects were analyzed through neo-
institutional theory and the literature on CSR, which have allowed us to understand
how a multinational develops strategies that respond to institutional demands while at
the same time creating value for its business and for society. The results indicate that
in the process of strategically responding to institutional demands, the company will
prioritize those institutions that most impact and are impacted by the company. The
company6 s st r atdewlopedthraughea structure which is based on a solid
organizational culture, the mapping and internalization of institutional demands and the
integration of those demands with business strategies. Our data also suggest that such
a system helps the company to innovate and to reduce costs and risks, thus increasing
its competitive edge. The results of our research contribute to expanding the
understanding of how a Brazilian multinational develops strategies to respond to
institutional demands while at the same time contributing to CSR literature by
empirically analyzing strategies that create shared value.

Keywords: corporate social responsibility, institutions, strategy, shared value,

multinational



RESUMO

Responsabilidade Social Corporativa (RSC) tem sido amplamente estudada em
diversos campos de administracdo. Contudo, o foco ainda esta sendo dado para
guestdes relacionadas as motivacdes das empresas em adotar praticas de RSC em
detrimento as questdes relacionadas a formulacdo de estratégias de RSC. Mesmo
qgue ainda incipiente, algumas pesquisas tém notado essa lacuna ao investigarem
multinacionais que estdo integrando praticas de RSC com as suas estratégias de
negocios. Essas empresas criam oportunidades ao capturar valor adicional para o
negécio ao mesmo tempo que respondem a uma demanda institucional. Para
compreender como essas empresas desenvolvem estratégias que respondem as
demandas institucionais, aplicamos um estudo de caso Unico utilizando como unidade
de andlise uma multinacional brasileira do setor de celulose. O nosso objetivo é
compreender como uma multinacional brasileira responde as demandas sociais e
ambientais do seu ambiente institucional. Esses aspectos foram analisados a luz da
teoria neo-institucional e da literatura sobre responsabilidade social corporativa que
nos permitiu compreender como uma multinacional desenvolve estratégias que
responde as pressdes institucionais ao mesmo tempo que cria valor para o negocio e
para a sociedade. Nossos resultados indicam que ao responder estratégicamente a
uma demanda institucional a empresa ird priorizar aquelas instituicbes que mais
impactam e sdo impactadas pelo negécio. As estratégias da empresa séo formuladas
baseando-se em soélida cultura organizacional, no mapeamento e internalizacdo das
demandas institucionais e na integracdo com as estratégias de negdécios. Os dados
analisados também sugerem gue ao integrar tais demandas com suas estratégias a
empresa inova e reduz custos e riscos, aumentando sua vantagem competitiva. Os
resultados de nossa pesquisa contribuem para expandir a compreensédo de como uma
multinacional brasileira desenvolve estratégias para responder as demandas
institucionais de seu ambiente. Também contribuimos com a literatura de RSC ao
analisarmos empricamente as estratégias que levam a criacao de valor compartilhado.

Palavras-chave: responsabilidade social corporativa, instituicdes, estratégia, valor

compartilhado, multinacional.
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1 INTRODUCTION

From poor working conditions in Bangladesh to chemical floods in Brazil, the
operations of multinational enterprises (MNES) create huge social and environmental
impact as they expand their business to different corners of the globe. The
consequences of MNEsa@global operations have intensified the call for Corporate Social
Responsibility (CSR) (Escobar & Vredenburg, 2011; Jamali, 2010), just as powerful
regulators are increasingly holding these companies accountable. For instance, in
2017, Volkswagen (VW) agreed to pay a USD 4.3 billion fine for cheating in its diesel
emission tests; the consequences for the company may exceed USD 30billion in losses
(ADiIi esel emils 8B&n Ne sve aThabenaredust)a few examples that
illustrate the profound changes in the global business climate which have been
influencing the relationship between MNEs and their role in society (Rodriguez, Siegel,
Hillman, & Eden, 2006). The case of multinationals becomes even more compelling
given the complexity of their institutional environment, constituted as it is by global and
local pressures. Hence it has become essential for MNESs to consider CSR strategically
from a global and a local perspective (Husted & Allen, 2006). Against this backdrop,
this research intends to understand how MNESs are responding to the pressure on their

environment to be more socially and environmentally responsible.

Embedded in a complex environment, MNEs have to balance global and local
pressures exerted by an array of institutionswh i ch | mpact and ar
operations. Those institutions are marked by elements, such as rules, norms and
beliefs, that shape and guide the pressures exerted on MNES, creating an isomorphic
structure that organizations operating in the same environment are expected to
conform to (Dimaggio and Powell, 1983; Meyer & Rowan, 1977; Meyer & Scott, 1983;
Scott, 2014). Nevertheless, scholars have noticed that organizations do not passively
conform to institutional pressures once they are able to provide different responses
aligned with their business interests (Oliver, 1991; Scott, 2014).

Drawing on the work of the aforementioned neo-institutionalist scholars, researchers
have embarked on the venture of extending our understanding of MNEséapproach to

CSR. Neo-institutional theory offers valuable tools to evaluate how regulatory and
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normative institutions create systemic pressures on companies (Young & Makhija,
2014) in that it helps capture the complexities of the many demands MNEs face in their
environment (Jamali & Neville, 2011), taking the contextual characteristics of CSR into
account (Doh, Husted, & Yang, 2016; L. Perez-Batres, Miller, Pisani, Henriques, &
Renau-Sepulveda, 2012). It also allows the acknowledgment of constituent pressures
and the companiesastrategic response (Escobar & Vredenburg, 2011; Hah & Freeman,
2014).

In international business (IB), studies mainly focus on grasping the pressures that drive
MNEs to adopt CSR practices (Martinez-Ferrero & Garcia-Sanchez, 2017; Ozdora-
Aksak & Atakan-Duman, 2016; Young & Makhija, 2014). It has also been posited that
legitimacy is the ultimate motive for MNEs to adopt CSR practices (Beddewela &
Fairbrass, 2016; Gifford, Kestler, & Anand, 2010; Rueede & Kreutzer, 2015). Focus on
those topics has been classified as the v h yYoMNESs adopting CSR practices, leaving
a gap regarding the questionof i howo MNEs ad o p t(Zolg,£&ngmp,&ct i c e
Neumann, 2013). Moreover, scholars have accepted that CSR is a contextual
phenomenon; therefore, studies in different contexts extending our knowledge
regarding the different pressures MNEs may face depending on the environment they
operate in have emerged (Hah & Freeman, 2014; Tan & Wang, 2011). Nevertheless,
recent research has pointed out the scant attention towards developing and emerging
countries (Pisani, Kourula, Kolk, & Meijer, 2017; Xun, 2013).

Considering the MNEsO operational characteristics, scholars have delved into the
issues created by the need to balance pressures from local and global levels, and they
suggest that MNEs approach CSR strategically in order to be able to manage
institutional pressures from both levels (Escobar & Vredenburg, 2011; Hah & Freeman,
2014; Husted & Allen, 2006, 2007). This approach assumes the company to be
sensitive and responsive to national differences (Hah & Freeman, 2014) and allows
MNEs to modify their organizational strategies according to the characteristics of the
environment they operate in. Although their research has extended the literature on
MNEsoGstrategic approach to CSR, the gap of how MNEs develop strategies to respond

to CSR pressures remains largely unaddressed. Moreover, those studies fall short in
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the area of assessing the strategic aspects of MNEsO responses to social and

environmental demands.

Albeit using different definitions, scholars have suggested that approaching CSR
strategically creates additional opportunities for MNEs. By &trategically§ they mean
that organizations have to adopt CSR practices that aim at profit maximization (Baron,
2001), shared value creation (Porter & Kramer, 2006, 2011) and competitive
advantage (Reinhardt, 1999). Such approaches can create a number of opportunities
for organizations as they develop their business while responding to relevant
institutional pressures. Strategically responding to CSR demands relies on the fact that
organizations will selectively choose the demands exerted by relevant institutions
(Vallentin & Spence, 2018), integrating them into their business strategies in order to
be able to create shared value (Porter & Kramer, 2011) and maximize their profit
(Baron, 2001).

Drawing on neo-institutionalist scholars (Dimaggio and Powell, 1983; Meyer & Rowan,
1977) and the broadened perspective that allows organizations to provide different
responses to institutional pressures (Oliver, 1991; Scott, 2014), we intend to examine
how MNEs strategically respond to institutional pressures related to social and
environmental demands. In order to achieve this goal, we have delineated two main
objectives. First, we aim to understand what the relevant institutions are that impact
and are impacted by the organization in question, thus outlining the MNEG mstitutional
environment. Second, we aim to demonstrate how an organization responds to the
pressures exerted by the institutions operating in its environment. In assessing
corporate social responsiveness,t hi s research i octeasd and
MNE responds to social and environmental demands. Corporate social
responsiveness focuses on the act of responding and refersto a corporationd6 s capaci t

to respond to social pressures (Frederick, 1994).

Thus, to further understand how an MNE strategically responds to the relevant
institutional pressures in its global and local environment, a single, in-depth case study
about a Brazilian multinational (BrMNE) in the pulp sector is conducted. Since Brazil is

one of the most important emerging economies in the world, | also draw on studies
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from the emerging-market multinational enterprises (EMNES) literature to depict its
institutional environment. EMNES are receiving increased attention in the IB field (Hah
& Freeman, 2014) as a result of the rapid global expansion these companies (Doh,
Littell, & Quigley, 2015) and the great institutional challenges they have to cope with
because of weak institutions and poor governance mechanisms in their environment
(Jamali & Neville, 2011). As an emerging country, Brazil shares some institutional
characteristics, such as institutional failures, with other emerging countries that have
already been explored by scholars (Doh, 2015). Nevertheless, as CSR is considered
a contextual construct (Doh, Husted, & Yang, 2016; L. Perez-Batres, Miller, Pisani,
Henriques, & Renau-Sepulveda, 2012), | focus on offering a perspective in the context

of Braazil.

This study contributes to the field of international business research by providing
empirical evidence that Brazilian Multinational Enterprises (BrMNES) are able to design
strategies capable of responding to institutional pressures while creating value for
society and for their business. In addition, we present an example of how a BrMNE
develops and integrates its CSR and business strategies in order to respond to such
pressures. Additionally, our research sheds some light on a few gaps pointed out by
scholars, such as the lack of CSR research on developing and emerging countries
(Pisani et al., 2017; Shinkle & Spencer, 2012), the need to further understand specific
CSR strategies employed by MNEs and the tensions between global and local CSR
demands (Hah & Freeman, 2014). The fact that it is still difficult to theoretically assess
the strategic implications of CSR (Campbell, 2007; Chih, Chih, & Chen, 2010; Hah &
Freeman, 2014) justifies the need for research that is able to deeply explore and
empirically investigate the phenomenon, such as through a single case study (Yin,
2009).

1.1 General objectives

The aim of this dissertation is to analyze how a Brazilian MNE responds to social and

environmental demands exerted by its institutional environment.
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1.2 Specific objectives and research question

1 ldentify relevant institutions that pressure companies to act;
1 Understand how organizations create strategies to respond to institutional

demands.
Therefore, to guide this research, we posit the following research question:

How does a BrMNE respond to institutional pressures in a local and global

context?

1.3 Research structure

We organized this research into six sections. In the first part, we present the
introduction, the general and specific objectives and the research question. The
second section contains a detailed description of relevant aspects of neo-institutional
theory, corporate social responsibility and the intersection of both in IB. In section
three, we explain the methodology employed and provide an overview of the company
that is the object of this single case study, along with the context it operates in. In the
same section, we also explain the data collection and analysis procedures. Section
four provides the relevant findings that emerged from our data analysis, which is
discussed in section five. Finally, in section six, we conclude our study and address its
limitations as well as its contribution to theory and practice and suggest a future

agenda.
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2 LITERATURE REVIEW

This literature review focus on institutional theory and corporate social responsibility.
First, we explain the concept of CSR and how it has been framed in recent literature,
focusing on strategic responses and strategic CSR. Aiming to understand the external
pressures connected with CSR and to explain the local and global context, this
research will draw on neo-institutional theory. Finally, through a review of the
international business literature, we look at aspects of how multinationals are
approaching CSR as an external demand. Drawing on this review, propositions and a

theoretical framework are proposed.

2.1 Corporate social responsibility

CSR has been approached by scholars from a variety of perspectives. According to
Perez-Batres, Miller, & Pisani (2010), the idea of CSR is not new, and it gained popular
acceptance af t eSociaBResponsility of the Busikessman. However,
the definition of CSR is quite vague (Jamali, 2010); therefore many attempts have been
made to define the construct. Caprar and Neville (2012) define CSR as creating long-
term value by adopting a business approach that is equally mindful of economic, social
and environmental implications. Others posit that socially responsible companies are
those that address social, ethical and environmental concerns beyond legal
requirements, with outcomes that should improve the quality of life of the stakeholders
(Carroll, 1991, 1999; Garriga & Melé, 2004).

Not only are there many CSR definitions, but terms extending or conflicting with them
can also be found in the literature. In 1987, the World Commission on Environment
and Devel opment ( WCED) coined the term As.!
been applied to corporations that combine environmental, social and financial
performance (Escobar & Vredenburg, 2011), also known as the triple bottom line
(Elkington, 1998). Later Baron (2001) introduced the concept of fstrategic CSR,0which
refers to a profit-maximizing strategy that some may view as socially responsible. This
term is another component in a market strategy intended to capture value. Baron’s

idea was further developed by Porter and Kramer (2006), who defined it as

16



philanthropy that leverages capabilities to improve salient areas of competitive context

and has the power to transform value-chain activities to benefit society while reinforcing

strategy. In their most recent article published in 2011, Porter and Kramer renamed

this concept Creating Shared Value (CSV) and in developing its principles distinguish

it from CSR by presenting CSV as a broader and more complex model that should
supersede CSR in guiding the investments of companies into their communities.
AnShared value, then, i's not about personal
already created by companies i a redistribution approach. Instead, it is about
expanding the total pool (Rofter&kKramerp20ilil,p.5)and s O

While both these perspectives look at CSR from a strategic point of view,
Ramachandran (2011) has noted a difference between those approaches to strategic

CSR. Porter and Kramer (2006) argue thata ¢ o mp acangmicsactivities have an
environmental and soci al GOSRactvities mustba relatedf or e
to their business core. Going in the other direction, Baron (2001) argues that CSR
servescompaniesd6 pr of i t theoughintreasimd producst demand or reducing

costs. This approach can be extended with the idea of product differentiation
(McWilliams & Siegel, 2001).

Although these two perspectives are the ones most echoed in the literature, the ideas
promoted by Baron (2001) and by Porter and Kramer (2006, 2011) were already
circulating on the words of Reinhardt (1999). He suggested that environmental
investments should be made for the same reason any other investment is, because
they can deliver positive returns and reduce risks. It was under this premise that
Reinhardt (1999) presented five approaches aimed at helping companies integrate the
environmental cause into their business: product differentiation, competitor
management, costs reduction, managing environmental risk and redefining markets.

All of these can give companies a position of advantage over the competition.

Product differentiation is used to create new demand or to command a premium price
for an existing product (McWilliams & Siegel, 2011a). This can be done through new
processes that offer greater environmental benefits or impose smaller environmental

costs compared to competitors (Reinhardt, 1999). Closely linked to product

17



differentiation is innovation through CSR-consistent processes, which supports the

idea that CSR can provide opportunities for innovation (Husted & Allen, 2006, 2007).

Regarding cost and risk reduction as the result of strategic approach to CSR, different
perspectives have been presented in the literature, sometimes interchangeably.
Vallentin & Spence (2018) have pointed out that a value creation approach is
preferable, as it mitigates the environmental and social problems that can cause
economic costs for companies. Although they presented these problems as costs, they
can also be interpreted as risks that will eventually harm the company. Another
approach limits cost reduction to the production process; for instance, companies can
strategically reorganize their production process in order to reduce the use of water,
energy and waste, thereby reducing their operating costs (Escobar & Vredenburg,
2011; Ramachandran, 2011).

Reinhardt (1999) suggested that for some companies it is difficult to gain a competitive
edge through product differentiation or cost reduction, so these companies may gain
an advantage by working to change the rules of the game in such a way that the new
rules will favor them. Companies can strategically respond to external demands (Hah
& Freeman, 2014; Jamali, 2010), using their political influence to change the rules for
all companies (lobbying) or for only one company (corruption) (Husted & Allen, 2006;
Rodriguez et al., 2006).

Given this multitude of approaches, it is not surprising that the strategic importance of
CSR differs between companies. Some see it as vital to achieving their financial
objectives through a competitive advantage, others see it as strategic beyond the terms
of their financial objectives, and yet another group does not give much thought to the
matter (Husted & Allen, 2006). The literature has mostly presented CSR strategies as
any organizational activity related to CSR. Ingeneral, t he t er m i CSHas
been used interchangeably with any action towards CSR initiatives. To distinguish a
supplementary strategy, where MNEs merely aim to give back to the community
(philanthropy) in order to obtain legitimacy, from a more stimulating strategy, where
the actions are planned long-term (Boddewyn & Doh, 2011; Valente & Crane, 2010),
the strategic CSR approach has been employed.
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This perspective has emerged to accommodate a more economic approach to CSR,
and it has shifted attention from whether companies should comply with CSR practices
to how they can do it (Vallentin & Spence, 2018). Much attention has been given to the
factors that compel companies to adopt CSR (fwhy/whatd (Zollo et al., 2013). These
factors - moral obligation, sustainability and legitimation - have been considered less
suitable approaches to studying the matter when compared to strategic CSR because
they focus on the negative tensions between companies and society (Porter & Kramer,
2006, 2011). They are also inadequate in helping companies to identify, prioritize and

address social issues (Vallentin & Spence, 2018).

For the purposes of this research, we assumed that organizations can respond to
pressures from their environment while maximizing their profit (Baron, 2001) and
create shared value (Porter & Kramer, 2011). This position allows us to better grasp
the initial theoretical understanding of strategic CSR in combination with an updated
view of CSRo6s appl i cat Btategic £SR fecuses tom thé
prioritization of social issues by creating a social agenda that is responsive to
stakeholders6 e x p e cwhile at the same time adding value to the company i1 this
is not considered cost; rather, it is regarded as an opportunity and an investment that
can benefit both the company and society (Porter & Kramer, 2011; Vallentin & Spence,
2018).

Strategic CSR is supported by the ¢ 0 mp a megporsiveness, which is its ability to
respond to institutional pressures coming from its environment (Frederick, 1994).
Strategic responsiveness shifts the focus to corporate strategy and strategizing by
addressing the issue of how to be responsible in the smartest possible way (Shinkle &
Spencer, 2012). While the concept of responsiveness fails to provide a holistic view of
CSR because it disregards the positive values related to the stakeholder or societal
perspective, the strategic view of CSR does consider those aspects, since it is
intrinsically related to joint value creation between companies and stakeholders
(Shinkle & Spencer, 2012). This approach allows for a more pragmatic analysis, since
it focuses on how companies can respond to pressures and on institutionalized
company policies rather than at the ma n a g socia donscience (Vallentin & Spence,
2018).
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Although scholars have done theoretical work to explain the approaches to strategic
CSR, the empirical work that suitably illustrates this concept (Ramachandran, 2011)
and lays out how external forces influence companies to respond strategically is still
incipient(Husted & Allen, 2006).

2.2 Neo-institutional theory

Institutional theory has for a long time been used to explain the relationship between
organizations and their environment. Different approaches have been applied and the
theory has morphed to accommodate different settings. Neo-institutional theory (NIT)
emerged to investigate organizational behaviors that defy economic explanation. NIT
posits that the environment created by other organizations generates pressures that
will shape c¢ o mgSadidabg Seil, &L&,12@18).iAocording to Meyer and
Rowan (1977), institutional rules work as myths which are incorporated by
organizations to gain legitimacy, resources and stability and to create better chances

to survive.

Meyer and Rowan's (1977) seminal article, as noted by Tolbert & Zucker (1996), lays
out three major implications: (1) Aiming to increase their legitimacy and chances to
survive, organizations seek to integrate processes and practices that have already
been institutionalized in society by other organizations. (2) They shift the locus of
organization survival from performance to the observation of formal structure, in other
words, the ability to be isomorphic to an elaborated institutional environment is more
likely to determine an organization6 success than its efficiency and productivity. (3)
Formal organizations do not function according to their plans; instead, they are often
loose as rules are frequently violated, decisions not implemented, and there is little

coordination.

More than the network an organization is part of, it is a variety of social elements that
are responsible for creating a formal structure. Those elements, such as policies,
programs and procedures, are enforced by public opinion and legitimated through the
education system, law, beliefs and so on. Some of these elements are technical, others

are so highly institutionalized that their legitimacy is taken for granted. Organizations,
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then, tend to automatically incorporate taken-for-granted myths in order to be
legitimated. This also takes place through a shaping process enacted by the formal
structure that has been created by rationalized institutions that pressure organizations
to conform in order to not be considered negligent or irrational. Such processes lead
to organizations becoming isomorphic to their environment (Meyer and Rowan, 1977).
Following a similar line, Zucker (1983,1977) suggested that institutionalization is about
conformity entrenched in the taken-for-granted aspects of everyday life and that the
greatera n e n v i r mstitotienalizaiian, the greater the uniformity, maintenance

effort and resistance to changing certain aspects.

Drawing on these approaches, scholars shifted the emphasis from a generic belief

system to one that acknowledges a variety of sources o f i nsa multiple i

institutional environment. The role of some actors i state and professional associations
I which impact organizations through requirements and new rules becomes more
salient. This new approach also take into account cultural elements, such as symbols,
cognitive systems and normative beliefs. It also acknowledges that organizations do
not conform to an institutionalized environment just because it is taken for granted,
rather, they do so because they might benefit from such a move by getting legitimated

or gaining access to resources (Scott, 2007).

2.2.1 Isomorphism

Seeking to explain what makes organizations so similar in this process of
rationalization and bureaucratization, Dimaggio and Powell (1983) describe three
isomorphic mechanisms: coercive, mimetic and normative. Although these processes
can be empirically intertwined, they have different antecedents and may lead to
different results. Coercive isomorphism is described as the result of pressure on the
part of other organizations on a dependent organization. This change process comes
from political influence and is usually exerted by strong organizations, such as a
government enacting new laws or requirements, and it is connected with legitimacy
(Dimaggio and Powell, 1983). It has been noted that coercive influence can be
understood as an imposition and would be explained more productively if a distinction

was made between imposition by authority and imposition by coercive power (Scott,
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2007), as companies are more likely to comply with the former than with the latter
(Tolbert & Zucker, 1983).

In an uncertain and ambiguous environment, organizations tend to imitate each other.
This takes place through mimetic isomorphism. DiMaggio and Powell (1983) use the
term fimodelingo to describe the mimetic behavior of organizations. Organization
modeling can occur in different forms, directly (e.g. through consultancy) or indirectly
(e.g. through employee transfer). The modeled organization may even be unaware of
the modeling or wish not to be copied. However, due to the homogeneous structure of
organizations, new ones are likely to model themselves on old ones. Usually it is
successful and legitimated organizations that dominate the environment, therefore

they are the ones that get modeled (Dimaggio and Powell, 1983).

Another mechanism of isomorphism is normative. Dimaggio and Powell (1983) relate
it to professionalization. They suggest that in the process of professionalization, people
try to legitimize their work by defining methods and conditions which will guide it.
Organizational professionals (managers and specialized staff) constitute the most
professionalized group. Although professionals within the same organization differ
from each other, they tend to be very similar to professionals occupying the same
position in other organizations, as they, too, are subject to coercive and mimetic
pressures, just as the organizations as a whole are. Formal education and professional
networks are the main sources of isomorphism in professionalization. The former is
provided by universities through the legitimation of a cognitive standards, where
organizational norms are developed. The latter stretches across organizations and
disseminates new models across the network, defining and promulgating normative
rules. These forces create a pool of professionals with very similar orientations and
backgrounds, resulting in a normative isomorphism which is encouraged by
organizationsépersonnel filtering, such as the selection processes that result in people
from the same industry, from the top colleges or with a very specific background getting
hired (Dimaggio and Powell, 1983).

In a broader conceptualization, Scott (2014) posits that institutions are based on three

pillars/elements 1 regulative, normative and cultural-cognitive. Analyzing different
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dimensions of these pillars, Scott (2014) suggests that the regulative pillar is made up
of elements enforced by rules, laws and sanctions and is controlled by coercion
(Dimaggio and Powell, 1983). He identifies the basis of legitimacy, or the organization6 s
motivation to conform, as the desire to be legally sanctioned. In the normative pillar,
organizations would be guided by social obligations and expectations. Here, normative
mechanisms would enforce certain behaviors, and the organizations would seek ways
to be accredited or certified to get morally legitimated. Finally, in the cultural-cognitive
pillar, organizations are guided by values and shared understanding that are taken for
granted. These concepts are strongly related to elements such as symbols, words,
signs and gestures, as they also shape meanings that are attributed to activities. The
mimetic mechanism is common in this pillar, where organizations seek to be socially
legitimated. Organizations that align with solidified cultural beliefs are likely to feel

competent and connected.

The elements that make up these mechanisms create the institutional pressures that
push organizations to be homogeneous as they seek to become legitimated.
Legitimacy is common to all pillars, as organizations conform to rules, laws, values and
beliefs in order to be legitimized by relevant constituents. Scott (2014) stresses that
legitimacy is not a commodity but a condition reflected by conformity to regulative,
normative and cultural-cognitive elements. These elements are mostly propagated by
the state, the professions (Dimaggio and Powell, 1983), interest groups and public
opinion (Scott, 1987), and they create structures in the organizational field (key
suppliers, consumers, regulatory agencies and competitors) which will lead to
organizational homogeneity. This process happens over time, as indicated by the fact
that heterogeneity is commonly observed in new organizational fields (Dimaggio and
Powell, 1983). This approach has helped to investigate the relationship between
organizations and their environment. Additionally, institutional theory lends itself to
explaining the different aspects that shape an organizationd $ehavior and actions.

Nonetheless, the isomorphic approach has its limitations.

2.2.2 Response to institutional pressure

Proceeding from their initial objective to explain the similarity among organizations,

DiMaggio and Powell (1983) presented a framework that explains organizational
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conformity very well. However, they failed to consider alternative scenarios in which
organizations may not conform to institutional pressures. Examining the strategic
behavior of organizations, Oliver (1991) suggested that organizations can strategically
respond to institutional pressures and that these responses can range from active
resistance through passive conformity to proactive manipulation (see Table 1). This
assumption expanded the limits of institutional theory to accommodate organizational
responses to institutional pressuresthatwer e assumed to be Ainvar

conforming across al [(Oliveml®99ljptida).i on al condi ti

Sharing Oliver’s (1991) perspective, Scott (2014) briefly described this new approach:

Organizations are affected, and even penetrated, by their environments, but they are

also capable of responding to these influence attempts creatively and strategically.

By acting in concert with other organizations facing similar pressures, organizations

can someti mes counter, cur b, circumvent,
Organizations are creatures of their institutional environments, but most modern
organizations are constituted as active players, not passive pawns. (Scott, 2014 p.

217).

Table 1
Strategic responses to institutional processes
(continue)
Strategies Tactics Examples
Habit Following invisible, taken-for-granted norms
Acquiesce Imitate Mimicking institutional models
Comply Obeying rules and accepting norms
Balancing the expectations of multiple
Balance constituents
Compromise Placating and accommodating institutional
Pacify elements
Bargain Negotiating with institutional stakeholders
Conceal Disguising nonconformity
Avoid Buffer Loosening institutional attachments
Escape Changing goals, activities, or domains
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(conclude)

Dismiss Ignoring explicit norms and values
Defy Challenge Contesting rules and requirements
Attack Assaulting the sources of institutional pressure
Co-opt Importing influential constituents
Manipulate Influence  Shaping values and criteria
Dominating institutional constituents and
Control processes

Source: Oliver, 1991, p.152.

Nevertheless, Scott (2014) has observed that institutional environments still influence
and delimit the strategies organizations can employ. For instance, strategies that are
accepted in one industry may be prohibited in another. He has also noted that, when
recognizing a strategic action in response to institutional pressure, scholars should be
careful not to lose sight of thei n s t i tchartadtedstic8, €specially of those related to

cultural-cognitive forms.

This expansion of neo-institutional theory is not a rift between the isomorphic view and
the strategic one; rather, authors have suggested that both approaches should be
linked and not treated as oppositional (Tolbert & Zucker, 1996). Moreover, it is
important to investigate the complex, recursive relationship between organizations and
the institutional environment they are embedded in, as institutional forces shape and
are shaped by organizations (Scott, 2014). It has also been noted that conformity and
resistance are a trade-off: The former can diminish an organization® ability to adapt
and respond to future unforeseen contingencies; the latter may result in retaliation, loss
of resources and social support. This situation calls for research that empirically
investigates the range of responses that organizations have used to balance

conformity and resistance (Oliver, 1991).

Recognizing that organizations can employ institutional strategies to maintain and
improve their competitive position, Marquis and Raynard (2015) found that
organizations engage in three different strategies (Table 2) 1 relational, structure-
building and social-bridging. Such strategies are more salient in emerging markets,
where organizations have to deal with T among other issues 1 institutional uncertainty,
underdeveloped physical and commercial infrastructure and complex demographics

and social-cultural issues.
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Table 2
Institutional strategies

Networking efforts to cultivate and manage dependency relationsh
Relational with the government and key stakeholder groy@hristopher
Marquis & Qian, 2014; Siegel, 2007)

Address missing or inadequate regulatory, technological, and phys
Structurebuilding infrastructures that support business activiti@dair & Marti, 2009;
Rao, 1998; Schneiberg & Lounsbury, 2008)

Socialcultural Tackle socieultural and demographic issues that can hinder
bridging economic development and tradéChris Marquis & Rayrr2015)

Source: Marquis and Raynard, 2015, p. 317.

Drawing on neoinstitutional theory (Dimaggio and Powell, 1983; Meyer & Rowan,
1977; Scott, 2007) and the strategic responses noted by Oliver (1991) and Marquis
and Raynard (2015), this research will investigate organizations @esponse to the
institutional pressures related to corporate social responsibility. | assume that the
theoretical framework provided by neoinstitutional theory is suitable in explaining the
complex and demanding environment that emerging multinationals operate in and
provides the tools to understand how organizations formulate responses to institutional

pressures such as those related to CSR.

Companies are subject to a variety of pressures in their environment, and as MNEs
are inserted into a global chain, they must respond to pressures in global and local
contexts. Marquis and Raynard (2015) note that scholars have increasingly
acknowledged that organizations act strategically when dealing with institutional
pressures, both in global and local contexts. Institutional theory has the ability to
capture the complexities of institutional pressures and provides tools for an analysis of
convergence and divergence with regard to CSR (Jamali & Neville, 2011) and a better

understanding of the institutional environment an organization is operating in.

Although many scholars have offered various insights to further our understanding of
the matter, there is a lack of theoretical understanding of the conflict between the local
and global tensions acting on MNEs, and there is still a research gap regarding the
strategic implications of CSR with regard to global operations (Hah & Freeman, 2014).
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Additionally, it is not yet clear whether MNEs generate or adopt institutional pressures
for sustainability, nor why some MNESs, being subject to the same institutional
pressures, adopt different CSR practices than others (Caprar & Neville, 2012; Jamali,
2010).

2.2.3 Institutional Environments

The institutional environments of organizations present a set of rules and
requirements, to which it is expected individual organizations to conform if they aim to
receiving support and legitimacy (Meyer & Scott, 1983; Scott, 2007). The institutional
environment is multiple, diverse and varies over time. It defines and delimits social

reality and has power over organizational behavior (Scott, 2007).

As previously stated, the institutional environment is constituted by three pillars i
regulative, normative and cultural-cognitive i that lend stability and meaning to social
life (Scott, 2014). Those pillars are based on a variety of characteristics that are liable
to change from context to context, such as culture, values, beliefs, laws and rules. In
practice, this means that o n e ¢ o uinstitutional €nvironment can be entirely
different in comparison with another ¢ 0 u n t Fonyo@anizations, this means that they
have to understand, adapt and respond to each institutional environment they operate
in order to gain legitimacy (Dimaggio and Powell, 1983; Meyer & Rowan, 1977; Scott,
2007, 2014). The complexity is higher for MNEs because they face significant
challenges as they navigate a multitude of institutionally diverse contexts (Chris
Marquis & Raynard, 2015).

In emerging markets, where the taken-for-granted institutions that are common in a
developed context are weaker or nonexistent, organizations may face challenges such
as insufficient security regulations, lack of skilled employees and poor infrastructure.
The fact that their institutions fall short in providing a favorable environment for
organizations to perform in means that emerging countries offer an environment with

many institutional voids (Khanna & Papepu, 1997).

The existence of institutional voids creates a set of institutional pressures for
organizations that is characteristic of emerging markets. Boddewyn & Doh (2011) note

that in such an environment, it is expected of organizations to assist in the provision of
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what they call fcollective goodso (safety, water, electricity, workers, health, training,
roads, etc.). The provision of collective goods can generate positive externalities for
the community and will not only benefit the MNEs that need them to carry out their
operations but also the local communities that will use them (Boddewyn & Doh, 2011).

The co-evolution process of an emerging society and its economy relies on the
promotion of economic and social development, a task that is often taken on by
organizations (Chris Marquis & Raynard, 2015). For instance, Xun (2013) notes that in
China, MNEs are pressured by local governments to invest in local infrastructure
development in order to be legitimized, and they found that their performance depends
on how they respond to local government demands. Similarly, in Latin America,
governments have pressured MNEs to invest in infrastructure regardless of the
potential for economic return (Husted & Allen, 2006).

There are many differences among emerging markets, such as their economic and
political growth (Chris Marquis & Raynard, 2015), their culture, values and beliefs.
However, many of the institutional characteristics previously mentioned are common
to all of them and distinguish the emerging context from a developed one. Khanna &
Papepu (1997) noted that the institutional context can drive organizational strategies,
as organizations will face different environments in terms of the capital market, labor
market, product market, government regulations and contract enforcement. Comparing
the United States, China and India, they found that organizations with a high level of

diversification will have more advantages in developing economies.

The rise of emerging economies and the differences not only between them but
especially in comparison with a developed context, which most current research is
based on, creates the necessity to further explore the emerging environment (Chris
Marquis & Raynard, 2015).

2.3 Multinationalsé approach to CSR

To understand how multinationals deal with CSR demands, scholars have taken
different theoretical approaches (see Guay, 2006; Jamali, 2010; Kolk, 2015; Pisani et
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al., 2017). In spite of the growing number of articles published on the topic, Pisani and
colleagues (2017) found in their recent literature review that CSR is still not
Amai nst r e dmey also considedBed CSR research is not i g | @ABbirce it is
mostly conducted in developed countries, and the studies investigating emerging
markets focus on China. Over the course of the last decade, different theoretical
approaches have been employed to investigate CSR in international business (IB),
such as the stakeholder theory, institutional theory, legitimacy theory, agency theory
and resource dependence theory. Those theoretical approaches are constantly applied
concomitantly, as scholars try to assess external and internal CSR drivers. In certain
studies, one can see more than two lenses being employed to understand the external
and internal aspects that prompt organizations to adopt CSR (Frynas & Yamabhaki,
2016).

Acknowledging the contextual characteristics of CSR and the complexity of MNEs6
operations in different countries, institutional theory emerged as a very important
theoretical lenstounderstandmu | t i nat i practcéssn@ cobfldx environment
(Fernando & Almeida, 2012; Hah & Freeman, 2014; Pisani et al., 2017). It has been
increasingly applied in IB, as it helps to understand how regulatory and normative
institutions create pressures on companies in a given context (Young & Makhija, 2014).
The growing literature on CSR that is using institutional theory as theoretical lens has
focused on a few general topics, such as subsidiarieséadoption of CSR practices (Hah
& Freeman, 2014; Yang & Rivers, 2009; J. Yin & Jamali, 2016), the host-home country
conflict (Boddewyn & Doh, 2011; Khan, Lew, & Park, 2015; Xun, 2013) and the
contextual drivers and pressures to adopt CSR (Chih et al., 2010; Perez-Batres et al.,
2012; Tan & Wang, 2011).

Being a socially built construct (Campbell, 2007; Carroll, 1999), CSR needs to be
further understood in different contexts, as Western-centered theories may not be able
to explain the phenomenon in developing or emerging contexts (Xun, 2013). CSR
demands may vary between countries, industries, and communities, which results in
different sustainable development pressures on MNEs (Escobar & Vredenburg, 2011).
To address some of these gaps, authors have called for further studies in order to

understand specific CSR strategies employed by MNEs (Hah & Freeman, 2014) and
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to broadenther esear ch on abliNtEesidemEr§irig countries (Shinkle &
Spencer, 2012).

2.3.1 Multinationalsdéapproaches to CSR

Most studies on MNEs and CSR focus on understanding the external drivers that
prompt MNESs to adopt CSR practices (Dogl & Behnam, 2015; Ozdora-Aksak & Atakan-
Duman, 2016; Tan & Wang, 2011; Young & Makhija, 2014) and the way they deal with
global and local CSR demands (Husted & Allen, 2006; Jamali & Neville, 2011; Miska,
Witt, & Stahl, 2016). Another strand investigates the MNEs6 | neation pracess in host
countries from a general perspective (Baumann-Pauly, Scherer, & Palazzo, 2016;
Khan et al., 2015) or relate it to institutional mechanisms (Beddewela & Fairbrass,
2016; Fiaschi, Giuliani, & Nieri, 2017; Husted, Montiel, & Christmann, 2016; Martinez-
Ferrero & Garcia-Sanchez, 2017). Studies in this stream have pointed to legitimation
as the ultimate motivation for companies to invest in CSR. Additionally, Xun (2013) has
noted that the legitimacy-seeking process is different between developed and
emerging countries, as in the former, MNESs tend to respond equally to all stakeholder
demands, while in the latter, MNEs may have a preferential stakeholder strategy,
focusing on the one that guarantees better financial performance. Although these are
insightful contributions to the literature, scholars have pointed out that focusing on the
legitimation process reflectsac oncer n wid hp acbigardesbdngagement
with CSR, and they suggest that scholars shift their focus to other important and under-
investigated issues around CSR, suchasc o mp a rspeeife GSR strategies (Zollo et
al., 2013).

Those findings reinforce the contextual differences that CSR is subject to. Moreover,
CSR research has also found that, given the solidity of the results and the contextual
differences depending on location that affect social needs, MNEs prefer focusing on
environmental rather than social initiatives, since the results of social investments are
more difficult to assess (Escobar & Vredenburg, 2011), and environmental issues have
long been part of an already established global agenda.

Some of the findings of the international business and ethics literature suggest that
institutions influence CSR responses (Chih et al., 2010; Young & Makhija, 2014) and
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CSR disclosures (Perez-Batres et al., 2012). However, this responsiveness can be
weaker in companies with lower economic visibility and vulnerability (Young & Makhija,
2014). Conversely, Chih and colleagues (2010) found that in the financial industry,
there is no significant link between financial performance and CSR. Those findings
demonstrate how the impact may differ depending on context, such as country or

industry.

Given the global complexity of MNEsdmanagement, global versus local issues have
been one of the concerns of scholars in international business studies (Husted & Allen,
2006). However, the same cannot be said about CSR and Business Ethics research
(Muller, 2006). The scant discussion around this issue in CSR and IB illustrates that
local CSR practices are more common among multidomestic and transnational
companies than among global MNEs. In addition, global CSR seems to be equally
common among all types of MNE (Husted & Allen, 2006). This understanding is
extended by other findings which indicate that MNEs follow a global CSR strategy,
adapting their local CSR programs to the host countryd :iorms (Xun, 2013). Other
authors researching this matter have mostly focused on subsidiaries6CSR adoption in
the respective host country (Hah & Freeman, 2014; Jamali, 2010; Muller, 2006). Their
findings suggest a strong contextual divergence depending on where the MNE is
operating (Hah & Freeman, 2014). For instance, MNE subsidiaries in Mexico are more
aligned to global CSR, following their parent companyé SR policies, while MNE
subsidiaries in Brazil (Boehe & Cruz, 2010) and China (Kolk, Hong, & van Dolen, 2010)
adapt their practices to local needs. It has become clear that multinationals will create
strategies to respond to pressure in their global and local environment (Chris Marquis
& Raynard, 2015) and that these strategies will vary greatly depending on the

contextual characteristics of their business environment.

2.3.2 MNEsoglobal and local environment

Multinational organizations are embedded in a global environment that exert different
institutional pressures which shape and guide the organizationsé st r aReseaiche s .
on MNEs has indicated that the industry is a strong normative force that influences
organizations through standards and that may prevent strong coercive forces from

freely affecting organizations. (Escobar & Vredenburg, 2011). This influence has been
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noticed in different industries, such as the financial (Chih et al., 2010), oil and gas, and
forestry industry (Boddewyn & Doh, 2011). The particular industryd s st randct ur e
organization will likely be determinant on the institutional impact on an individual
company (Doh, Lawton, & Rajwani, 2012), and organizations tend to adopt similar

strategies when facing similar institutional pressures (DiMaggio & Powell, 1983).

Furthermore, MNEs are likely to follow guidelines set out by globally recognized
international groups and their sustainable development initiatives/agreements. Among
these groups are intergovernmental organizations such as the United Nations Global
Compact (UNGC), sustainability initiatives such as the Global Report Initiative (GRI),
international NGOs and investment indexes such as the NY S E ®ew Jones
Sustainability Index. Perez-Batres et al. (2010) found the NYSE to be an influence on
the already established standards of member groups. Similarly, the UNGC is
recognized as a relevant normative influence on companies (Cetindamar & Husoy,
2007; Perez-Batres et al., 2012; Runhaar & Lafferty, 2009).

Those findings suggest that MNEs are influenced by other organizations that they are
dependent on (Dimaggio and Powell, 1983). Pressures are present in regulatory realm,
where they take the form of laws, rules and sanctions (Scott, 2014). In their study on
the oil and gas industry, Escobar and Vredenburg (2011) argue that regulative
pressures come from international regulation and agreements and are enforced by
governments through regulatory bodies. They also suggest that CSR pressures vary
depending on the country, industry and community an organization is operating in.
Those findings suggest that MNEs are subject to institutional forces (industry, clients,
and relevant groups/agreements) in their global context that pressure them to conform

to certain demands. In light of these findings, we propose:

P1: On a global level, MNEs face institutional pressures from the industry, from

international buyers, and from international groups/agreements.

Yang and Rivers (2009) have noted that industry bodies influence MNE subsidiaries to
adopt CSR practices. Similarly, Gifford, Kestler and Anand (2010) found that on a
global level, industry has developed an institutional environment that pressures local

subsidiaries to implement projects that provide substantial local assistance, creating a
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global consensus aboutc 0 mp a masporssibility regarding these kinds of CSR issues
(Husted & Allen, 2006). These findings suggest that MNEs face pressures from their
industries on a global level which not only affect the way organizations relate to their
peers in the same industry but also influence MNEs6 s andiatiees in the local arena.
Similarly, Yin and Zang (2012) argue that in the global environment, international
buyers who have social and environmental concerns pressure multinationals to invest
in these areas in the local environment they operate in. Those findings suggest that
the pressures acting on the MNEsO global environment will not only affect an
organi zat i ooné@aglobhl legel botevdl also influence its actions on a local

(country) level. Therefore, we propose:

P2: Institutional pressures on a global level affect c 0 mp a n liegpendes on a

local level.

On a local level, the pressures MNEs face are related to a particular country’s
characteristics o r even t o regi onal c o. nseekingi Ibcale s 6
legitimacy, organizations operating in developing economies have to be socially
engaged and accept the norms, ethics and culture that characterize their institutional
context (Khan et al., 2015). The elements that characterize the social characteristics

of a certain context arise from interactions and are entrenched or changed by human
behavior (Scott, 2014). Thus, the social conditions of a given context will likely be
reflected by pressures on the part of social groups. For instance, poverty and a lack of
capacity to manage issues in local communities can be sources of conflict between
MNESs and institutions (Barker et al., 1997; Escobar & Vredenburg, 2011).

Jamali & Neville (2011) found in their study on the case of Lebanon that coercive
pressures are mostly linked with a countryd sharacteristics and that it is necessary to
have a strong standardized and rationalized institutional structure at the country level
to pressure MNEs to adopt CSR practices. Similar results were obtained by Khan et
al. (2015) in Pakistan. In emerging markets, where society and economy are co-
evolving and creating the conditions for organizations to promote social and economic
development (Chris Marquis & Raynard, 2015), regulators have pressured MNEs to

provide services in rural areas, regardless of the return of such an investment (Husted
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& Allen, 2006). Similarly, the government®& strong hand has also been observed by Yin
and Zhang (2012) as a promoter of CSR as a national strategy to attract inward
investment, enforced by large organizations that cannot ignore the social and

environmental concerns of international buyers. Therefore, we propose:

P3: In the local environment, MNEs face institutional pressures from the

government and social groups.

2.3.3 MNEsoOresponses to institutional pressures

Organizations face different institutional pressures. Although conformity may be the
expected outcome, itis not the only possible response to such demands. Organizations
have become more capable of influencing their institutional environment by
strategically responding to institutional pressures (Chris Marquis & Raynard, 2015;
Oliver, 1991; Scott, 2014). In these cases, organizations develop different responses
to accommodate both pressure from the environment and their corporate interests.
Oliver (1991) suggested that organizationsb r esponses t o i nsvary
depending on the pressures that are exerted on them.

For instance, MNESs can use private regulations to preempt governmental regulations.
This practice may be more common in emerging economies where environmental and
social issues are being regulated for the first time. MNEs applying this strategy can
influence the legislation process by shaping it in accordance with their business
interests (Doh et al., 2015). It has also been noted that organizations in the same
industry may have different responses to institutional pressures as well. Escobar and
Vredenburg (2011) found in the oil and gas industry that, while some companies will
readily respond to environmental pressures that are not yet enforced by relevant
constituents (e.g. the government), others will wait for laws or regulations to do so.
They argue that organizations, when operating in an environment with local and
diverse institutional pulls, tend to resist or manipulate normative pressures (e.g. by
industry) to engage with climate change or social issues if those are mainly a global
concern. To reduce uncertainty, the organization will respond foremost to local and

powerful stakeholders (Escobar & Vredenburg, 2011).
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Dealing with a multitude of constituents in their global and local context, MNEs will
likely act strategically, focusing their efforts on three main areas: relational,
infrastructural and social-cultural (Chris Marquis & Raynard, 2015), thus improving
their business environment and making up for some of the institutional failures, which
will also benefit locals ( Doh et al., 2015; Khanna & Papepu, 1997). When strategically
responding to CSR demands, organizations are expected to plan their investments and
responses in keeping with their corporate interest, seeking profit maximization (Baron,
2001). Responding strategically to social and environmental pressure, organizations
will link an economic purpose to the responsibility fof doing goodo(Vallentin & Spence,
2018) with the intention of serving their own corporate interests (Frederick, 2006). The
organization will also consider means of generating value not only for its business but
for society as well, so it will create an environment favorable to increasing its

productivity and profits (Porter & Kramer, 2011).

In line with what has been posited so far, Doh and colleagues (2015), in their study of
an emerging multinational (EMNE), found that its strategy in responding to institutional
pressures was based on two main rationales: ()i nvest ments to foll
by creating a basic structure that enhances the communityd guality of life and the
organization® business environment at the same time, and (ii) responding to cultural
expectations by engaging with customers, investors, governments, NGOs and
investing in sustainability while focusing on economic development. Drawing on these
examples, it is assumed that, in order to maximize profit and generate shared value
while responding to CSR demands, organizations will integrate their corporate
strategies with their CSR strategies. The response will then vary depending on the

institutional context the organization is operating in. Therefore, it is proposed:

P4. MNEs strategically respond to institutional pressures related to CSR by
integrating their social and environmental initiatives with their corporate

strategy.

lllustrating the connection between the aforementioned propositions, Figure 1 shows
that the institutional environment of an MNE is constituted by the local and global

context, and each of those contexts presents different institutional pressures that
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demand a specific response f r om t he organi zat i omayvanhe
dependingont he pressur eds snoreoverghe argadizatow wiltmest t
likely consider its corporate strategy before providing a response to the demand from

the environment.

MNEs' INSTITUTIONAL ENVIRONMENT

GLOBAL ENVIRONMENT LOCAL ENVIRONMENT

MNE’'S STRATEGIC RESPONSE

Figure 1 Theoretical Framework: institutional pressures and organizationso
response
Source: Author
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3 CASE METHODOLOGY

In trying to answer the proposed question, this research employs a deductive-
qualitative approach, since this approach lends itself well to the aims of this study,
namely the understanding of processes, activities and events (Creswell, 2010).
Following Eisenhardt (1989), this research adopts a positivist approach, and caution

has been taken to reduce bias.

To guarantee the quality and rigor of the research, we addressed internal and external
validity and reliability (Eisenhardt, 1989; Miles & Huberman, 1994; Welch, Piekkari,
Plakoyiannaki, & Paavilainen-Mantymaki, 2011; Yin, 2009). Concerning internal
validity, we triangulated primary and secondary data, we collected secondary data from
various sources (e.g. NGOs, market consultancy reports, government documents etc.),
we used code checking to confirm the emerged categories, we contextualized the case
and we presented a set of theoretical propositions that guide our discussion section,

where we intend to explain the case outcomes.

Regarding external validity, we relied on a priori dimensions based on our literature
review and validated the semi-structured questionnaire with two CSR experts, and we
linked our question categories to the literature review (see semi-structured interview
script T Appendix B). Further, to address reliability, we thoroughly described our data
collection procedures, data analysis (see sections 3.2 and 3.3) and methodological
procedures (see research protocol i Appendix A). Finally, we ensured confirmability
by providing explanations for the emerged categories and for our analytical process

throughout the research.

In pursuing an explanatory purpose, we also align with Yin (1994) in that we use
deductive logic to test the propositions, as such an approach is useful to theory
verification (Welch et al., 2011). The combination of these two approaches offer a more
complete methodological process that fits the general objective of this research, which
is to understand how a BrMNE responds to social and environmental demands from
different institutional forces. Hence a single, in-depth case study was performed to

thoroughly explore the phenomenon.
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3.1 Single Case Study

A case study is a research method appropriate to understanding a real-life
phenomenon in depth and situated in its context. In addition, case studies can confirm,
challenge or extend a given theory. A single case study can be exemplary and
revelatory (Yin, 2009) and richly describe a phenomenon, therefore the choice of case

cannot be random (Siggelkow, 2007).

To satisfy these parameters, the company we chose is highly recognized for its CSR
practices. Fibria Celulose is Brazild biggest pulp producer and holds a leading position
in the global pulp market. The company operates in an industry with high environmental
and social impact and has a solid CSR program. Fibria is a member of many
environmental and social agreements, such as the UN Global Compact and the Shared
Value Initiative. Fibria is currently ranked the most sustainable company in its sector,
and the company differentiates itself by positioning its CSR strategy as intrinsically
integrated with its corporate strategy ( F i b r ibsitd). A mare extensive description

of the company, the industry and the context are provided in the following subsection.

Single case studies are meant to illustrate a phenomenon adequately and capture its
unique characteristics instead of providing generalizations (Stake, 1982). This
approach can be considered well-suited to bridging rich qualitative evidence and
mainstream deductive research, producing theory that is accurate, interesting and
testable (Eisenhardt & Graebner, 2007). Although scholars have held multiple case
studies in higher regard for the purposes of building theory, it has been noted that
single case studies are also acceptable when revelatory or exemplary (Eisenhardt &
Graebner, 2007; R. Yin, 2009). The possibilities of a single case study are in line with
s ¢ h o linareasiny concern with understanding the specifics of a phenomenon, and
it may thus contribute to theory development by providing elements that are useful in
adjusting an already crystallized understanding of reality (Mariotto, Pinto Zanni, & De
Moraes, 2014; Tsoukas, 1989).

Moreover, it has been postulated that case studies lend themselves well to business
ethics studies, given their suitability in explaining contemporary and emergent topics

where it is difficult to isolate and control intervening variables (Retolaza & San-Jose,
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2017). It is appropriate to investigate a phenomenon within its context (Mariotto et al.,
2014; Numagami, 1998), thus generating a more precise understanding of the
circumstances in which the phenomenon occurs, which tends to be more reliable than
multiple case studies (Stake, 2000). Our case study focuses on the company as the
only unity of analysis, therefore we adopt a holistic single-case design (see Figure 2),
as suggested by Yin (2009).

In spite of the traditional focus on quantitative research in the business and
management field, editors from relevant academic journals have encouraged
qualitative approaches (e.g. Gephart & Rynes, 2004; Suddaby 2006). Cuervo-
Cazurra, Andersson, Brannen, Nielsen and Reuber (2016) have also observed the
emergence of qualitative research (Birkinshaw, Brannen, & Tung, 2011), just as Welch
et al. (2011) have pointed to the emergence of case-based research. It has also been
noted that the case study approach is the most popular qualitative research strategy
in IB (Piekkari, Welch, & Paavilainen, 2009). After analyzing the top four journals in the
IB field, Welch and colleagues (2011) have found 199 case studies with different
approaches that have helped to create, test, challenge and extend theories, thus
confirming the value of this kind of approach to research in IB. Examples of case
studies can also been seen in other journals in the international business field
(Bandeira-de-Mello, Fleury, Aveline, & Gama, 2016; Bos-Nehles, Bondarouk, &
Labrenz, 2017)
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Figure 2 Basic types of designs for case studies
Source: Yin, 2009, p. 46.

3.1.1 The case: Fibria Celulose

The objective of this dissertation is to examine how organizations respond to
institutional pressures through their CSR initiatives. Following Eisenhardt (1989), the
choice of company was based on its exemplary condition. The decision was based on

prior assessment of the company6 strategies and position in its market.

Fibria is a Brazilian forestry company and holds the position of the world’s largest
producer of eucalyptus pulp. Currently the company employs more than 18,300 people
in Brazil and abroad, directly hired and outsourced. Fibria’s annual pulp capacity is
7.25 million tons; it has a net revenue of USD 3.677 billion (see Table 3). The company
operates in 261 municipalities in Brazil and has five mills located in Aracruz (Espirito
Santo), Jacarei (Sao Paulo), Trés Lagoas (Mato Grosso) and Eunapolis (Bahia), the

latter as a joint venture with StoraEnso. ( i Fi bri ads-Fbueshesdssasd. )
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Table 3
Fibria's main figures

Pulp Capacity @ million tons 7.250
Net revenue US$ 3.677
Total Forest Base thousand hectares 1.056
Planted area @ thousand hectares 633
Net Debt US$ 3.728
Net Debt/EBITDA(USD) X 2.41

Source: Global Emerging Markets Corporate Conference, 2018.

Notes: (1) Includes Horizonte 2 pulp capacity. (2) Including 50% of Veracel, excluding forest partnership
areas and forest bases linked to the sales of Losango and forest assets in Southern Bahia State; as of
December 31, 2017. For covenant purposes, the Net Debt/EBITDA ratio is calculated in USD.

Fibria's history

Fibria was established in 2009, when Votorantim Celulose and Papel SA (VCP)
acquired Aracruz Celulose S.A T at its inception, the company was already the world’s
leading pulp and paper producer. An analysis of Fibria“s history provides information
on how it was established and a better understanding of the leadership position it holds
today. It also shows the companyd #ong-time listing on sustainability indexes such as
the Dow Jones Sustainability Index (DJSI World), B 3 &erporate Sustainability Index

(ISE) and the Exame Sustainability Guide, some of them prior to the merger.

In 2009, when the company was created, it emerged as a leader in the global pulp
market. However, not only the assets, production and consumer base where merged,
the enor mous csomvarp aso added 0 thelpadkage. As noted in an article
in Epoca Negdcios, the merger between VCP and Aracruz took place in the middle of
the 2008-2009 economic crisis, and a considerable part of Aracruz’s debts were in
dollars i the loss was huge, close to USD 2.13 billion in a few weeks. Contrary to what
many experts predicted, what followed this episode was not a broken company but a
concerted effort to reestablish Fibria“s ability to honor its debts and to keep operating.

To survive, Fibria implemented a stringent financial plan to reduce cost and boost cash
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flow. To achieve the latter, the company sold a huge portion of its assets, including

land and paper factories, and launched its IPO on Séo Paulo’s stock exchange.

The company’s makeover process was extreme; it reduced its land holdings from
1,043 million hectares to 846 thousand hectares. This process also included the sale
of the Guaiba paper and pulp mill located in Rio Grande do Sul and 50% of Conpacel,
and another paper mill was sold to Oji Paper. By the end of this process, Fibria had
been financially restructured, reduced its debt considerably and re-positioned itself
strategically by focusing on the production of pulp only (Epoca Negdcios - Fibria saiu
da lona, 2014).

Fi briabs business

Fibria’s main product is pulp, more specifically, the Bleached Hardwood Kraft Pulp
(BHKP) originating from its eucalyptus forests. For its production, Fibria deploys timber
from planted trees from its managed forest base (Technavio / EMIS, 2017). The fiber,
when combined with other materials, gives the pulp different characteristics. Today the
pulp produced by Fibria is used to produce sanitary or tissue paper, printing and writing
paper and special paper ( Fi bri ad.s website)

In 2017, Fibria produced over 5.6 million tons of pulp. An additional 900 kilotons per
year of pulp are produced by Klabin and sold by Fibria in the export market, as a one-
of-a-kind agreement in Brazil. The agreement with Klabin is the result of Fibria’s
capability to manage its entire production chain (from forest management to customer
delivery). With an integrated portfolio consisting of its own forests, pulp mill, multimodal
transportation and port (Portocel), Fibria can manage the entire production cycle of its

product, frequently all the way to its client factories abroad.

Portocel, for instance, is an important asset for the company, as its capacity places it
in the top tier of global ports with regard to efficiency. On average, Portocel ships 24
tons daily, against an average of 14 tons in US ports and 18 tons in Dutch ports. The
cost of shipping through Portocel is also lower compared to Santos Port in Sdo Paulo,
where the cost per ton shipped is 400% higher (Epoca Negdcios - Fibria saiu da lona,
2014).
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Integrated production is just part of what makes the company a global leader in the
pulp segment. This position is also the result of other factors, such as the billionaire
synergy between VCP and Aracruz whndche
favorabl e condi ts provisle. Buring zhe |maleovefr process,tthe
company decided to focus only on pulp production, and this decision, according to
CEO Marcelo Castelli, was based mainly on the high efficiency of Brazil’s eucalyptus
plantations for pulp production. Generally, the tree cycle in Brazil is seven years; some
of Fibria’s tree can be harvested after five years. Around the world, the harvesting
cycle is notably higher; in Chile, the average is ten years, in the United States 25 years,
and in some Nordic countries, it can reach 50 years. The advantage here is obvious,
as a European producer needs an area one hundred times bigger to produce the same
amount of pulp compared to Brazil. (Epoca Negécios - Fibria saiu da lona, 2014).

This efficiency is reflected in the results: In 2015, Fibria sold a total of 5.30 million
metric tons of pulp; this amount represented 100% of its production/capacity for the
same year (Technavio / EMIS, 2017b). Today its capacity has increased to 7.25 million
tons, and the company estimates that it can reach 8.1million tons (see Graph 1) as a

result of recent investments into the Horizonte 2 Project( Fi bri aés websi

Fi bri ads ma rbe analyzedhHranr two differamt perspectives. If we consider
the production of all kinds of pulp, the company holds 2.93% of the global pulp market,
making Fibria the leading company, closely followed by Arauco (2.16%), UPM (1.96%),
Suzano (1.94%) and APP (1.55%) (Technavio / EMIS, 2017b). These figures change
if we consider only bleached hardwood pulp, where Fi br i ads ma rsto85%0

(Global Emerging Markets Corporate Conference - JP Morgan, 2018).
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International presence

Fibria has a strong international presence in Europe, Asia and North America through
distribution centers and international offices. Additionally, the company has a facility in
Canada that focuses on innovation and holds shares in other companies located in
Finland, the United States and Canada (see Figure 3). Such structure supports Fibria’s
operations abroad,as 90% of Fi br iedafdr the ipterdatpnal narket. @t e n d
the total amount exported, 39% goes to Asia, 32% to Europe, 20% to North America

and 9% to Latin America (Global Emerging Markets Corporate Conference - JP
Morgan, 2018).
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The end use of pulp sold by Fibria is for the most part tissue production (51%), followed
by printing and writing paper (33%) and specialties (16%). In 2017, the global demand
of the BHKP was 4.3% yly; this result was boosted mainly by Chinad slemand, as it
increased 11.7% yly, while Europe dropped by 0.6% y/y, and North America presented
only 0.2% y/y growth. The forecast is that demand from China will continue to grow, as
its capacity for tissue paper production may jump from 1,170 tons to 1,945 tons, while
worldwide the new paper capacity should increase hardwood pulp demand by 1,375
kilotons (Global Emerging Markets Corporate Conference - JP Morgan, 2018).

Social and environmental positioning

Goingbackint o Fi br i,diéevidemtithatthe company had a strong sustainable
philosophy from the outset. Aracruz and VCP were already listed on the sustainability

indexes of stock exchanges and highlighted in sustainability guides for their practices
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in this regard. Additionally, in its first year of operation, Fibria was included in the

Exame Sustainability Guide, which |ists

Still, as recently stated by Fibria's sustainability director Maria Luiza Pinto at the last
Global Compact Forum in Sao Paulo, although the two predecessor companies did
come with solid environmental programs, the social relationship with the communities
they operated in was highly antagonistic, so the company prioritized repairing those

relations, aiming at conciliation.

Th e c omp any 6 shows endws sustanability in all its aspects (social,
environmental and economic) is intrinsically related to its strategy. Sustainability is
considered a key driver of growth and value creation, so the company approaches it
as a transversal concept that permeates all operations involved in pulp production.
One example provided by the company illustrates how this conceptualization is put into

practice:

An initiative that exemplifies sustainability as a business driver at Fibria is the Rural
Land Development Program (PDRT). The initiative, which benefited 56 communities
and over 5,000 families in 2016, supported the creation of job opportunities in
agriculture, combated the theft of wood from the company and offered families a new
path. The communities get a new option for generating income, while the company,
by reducing wood theft, boosts its profitability and competitiveness, which represents
a practical application of the concept of shared value, as defined by professors Mark
Kramer and Michael Porter from Harvard University. ( A Sust ai nabi

Fibriabés website, o0 n.d.)

Fibiadbs data suggest t he woitosvdrds the mitigation ofathe
impact caused by its activities by investing into different projects in the environmental,
social and economic sphere, promoting social projects in 261 municipalities in Brazil
(About Fibria). Additionally, the company holds several certifications and is a member
of associations and platforms such as the Forest Stewardship Council (FSC), the China
Sustainable Paper Alliance (CSPA), the Brazilian Business Council for Sustainable

Development (CEBDS), the Shared Value Initiative, the Global Compact and many

t he

ity

ef fo

others (Fibria website). Fibria is also listed ont he B3 St oc kCorfporateh an g e
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Sustainability Index (ISE) and the Dow Jones Sustainability Index (NYSE) ( A ES G
Il ndexes and Rankings | Fibria IR,0 n.d.)

3.1.2 Context overview

The emerging context

Fibriads factories and pl antheabliggestrecomomyeims ar
Latin America and one of the BRIC (Brazil, Russia, India and China) group of emerging
countries. This makes Fibria what scholars have called an femerging multinational.o

The Brazilian context is very economically, culturally and socially diverse. From the

days of colonization, Brazil has united people from very different backgrounds.
Indigenous, Europeans, Africans, and, most recently, Asian descendants have shaped

the country’s cultural and social context. Characteristically for an emerging market,

Brazil has a big economy: According to the World Bank,t he count(Grpsss GDI
Domestic Product) reached USD 2.056 trillion in 2017, making it the eighth largest
economy in the world at the time. Brazil® economy relies mostly on services (72.8%),

followed by industry (21%) and agriculture (6.2%). Brazild exports totaled USD 258

billion in 2017, which is the lowest figure among all BRIC countries. Regarding imports,

Brazild figure is around USD 276 billion, reflecting a deficit in its trade balance. Even

when summed, the amount leaves Brazil far behind other emerging BRIC countries.

In the 2018 Economic Freedom Index, Brazil was ranked the 153 freest economy in
the world, the 27" in Latin America (out of 32 countries), and it holds the lowest position
among BRIC countries, this notwithstanding the fact that, according to the ranking, all
BRIC countries are considered to have a fimost |l y unbr &dankemg onom
highlights the serious issues the country faces, such as low government integrity, poor
fiscal health and a heavy tax burden. It is common for business owners to factor in the
ACust e | Br al Br avhichl refers dosthhe)cost of having to cope with poor
infrastructure, rigid labor laws, a complex tax system, local content and regulatory

requirements (The Heritage).

This picture has become worse over the last two years, as the country entered the
hardest economic recession in its history and struggled with high unemployment and

serious corruption problems. In this situation, social problems increased abruptly,
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impactingmany of Brazil 6s social indexes, such &

According to the Social Progress Imperative, which evaluates countriesé ability to
provide basic human needs, wellbeing and opportunity to its population, Brazil ranks
in the 49" position, now ahead of its peers from BRIC.

Most emerging countries face the same problems when it comes to infrastructure,
social inequalities, violence and weak rule of law. The last aspect is perhaps the most
relevant when it comes to how institutions work in the country and how laws are
enforced and observed by society as a whole (citizens and government). Brazil faces
a challenge in this respect, given the latest episodes in the political arena 7 one of its
former presidents was arrested, his successor was removed from office by the

Congress, and many other politicians have either been arrested or are being

prosecuted. Although those incidents illustrate t h a t Brazil s 1inst

corruption is still a complex issue in the country, as public representatives and

companies tend to collude in their own favor.

According to the 2018 Global Competitiveness Report, compiled by the World
Economic Forum, Brazil is the 72" most competitive country in world out of 140
countries T three positions below its 2017 rank. Its relatively large market and its
performance in the health pillar (life expectancy) are the aspects that prevented a
stronger drop in the ranking. At the other end, its institutional problems (safety,
governance, transparency), market characteristics (trade openness and domestic
competition), labor market and innovation capability have weighted its score down.

This picture has been impactingt h e ¢ o husitess\erivisonment for a long time.

Regarding the environmental discussion, Brazil has taken part in the most important
forums, such as the Rio Earth Summit in Rio and Rio+20, also in Rio. According to the
Ministry of Foreign Affairs (ltamaraty), Brazil aims to promote sustainable
development, taking into account environmental protection and the economic and
social dimensions. This position and the policies to enforce it are expected by the
international community, gi ven t he c oofiglobal natral resobrees ia the
form of its biomes, the Amazon Forest, the Atlantic Forest and the Cerrado. Each of
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those regions have suffered with agriculture and cattle raising, which have led to

deforestation.

As noted in a recent article in the Financial Times, Brazilo sleforestation rate in the
Amazon is now much lower than it was in 2014, when it reached its peak. However, it
has almost doubled since 2012, most of it illegally. The article suggests that this
developmenti s | i kely caused by the wuncertai
has strengthened conservative elements in Congress, where rural front advocates in
favor of Brazil becoming an agricultural superpower at the cost of deforestation.
Another important biome in Brazil, the Atlantic Forest, has only 8.5% of its original area
left. This area is one of the richest in biodiversity in the world and at the same time one
of the most threatened (SOS Mata Atlantica). In contrast to the Amazon, deforestation
in the Atlantic Forest has decreased by almost 57% in 2016-2017 compared to 2015-
2016. According to SOS Mata Atlantica, it was the dialogue between and commitment
of society, land owners, government and companies that made this achievement
possible. Additionally, some states in the area have taken measures to restrain
deforestation, such as increasing surveillance and punishing illegal deforestation.

In both cases, the pressure from the international community and NGOs will continue,
as both biomes are relevant to tackling global environmental problems such as climate
change. Brazil's forests are very important to counteracting climate change in the
world, which prompts countries and NGOs to watch any developments closely. For
instance, Norway, the biggest foreign donor to the Amazon Fund created to protect the
forest, cut its annual payments by more than half in 2017 because of the rise in
deforestation in the previous year. As stated by Norway’s Ministry of the Environment,
the agreement is performance-based in that it rewards forest protection, and if
deforestation decreases, the payments will go back up (Reuters).

From political complexity to the lack of infrastructure, the aforementioned factors are
relevant to characterizing the context in which this research was developed.
Organizations operating in this context will certainly be affected by its characteristics,

which reinforces and justifies the importance of contextualization.
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The global paper and pulp industry

The paper and pulp industry is one of the largest industries in the world. In 2017, it
reached a total annual revenue of USD 256 billion and employed approximately 3.5
million people. The industry is characterized by the production of several different
products: For instance, the paper industry produces graphic paper, specialty paper,
packaging paper and tissue paper, while pulp production can be subdivided into non-
wood pulp, mechanical and semi-chemical pulp and chemical pulp. This analysis will
focus mainly on the latter, which is divided into bleached hardwood kraft pulp (BHKP),
unbleached kraft pulp (UKP) and bleached softwood kraft pulp (BSKP). Moreover, pulp
can be classified as market pulp, when meant to be sold to end users, or integrated

pulp, whenusedi n t he companyods paper producti

The data presented will cover mainly the pulp industry, as the case company focuses
on pulp production, more specifically, on the market type of BHKP. As the paper and
pulp industries are strongly interconnected, data about the former will be presented
where necessary to complement the picture of the latter. Additionally, information
about the forestry sector will also be part of this overview.

Regarding pulp production, North America accounts for 36% of the production,
followed by Europe, Asia and Latin America (see Graph 2). Although Asia and Latin
America have the lowest production, there is a positive likelihood that part of pulp
production will shift to those regions in the future, due in particular to the low-cost
production, cheaper land, lower regulation and higher productivity of these regions’
forest plantations (Berg & Lingqvist, 2017; Technavio / EMIS, 2017b).

A steady growth of pulp production across the globe is expected. Production in the
Americas may grow at a CAGR (Compound Annual Growth Rate) of 2.16% by 2020,
and although North America accounts for 71% of the region& production, the growth
for this period will mainly be due to capacity increase in Central and South America.
Other regions are also expected to see production growth: The Middle East, Africa and
Europe will grow at a CAGR of 1.17%, and Asia and the Pacific will grow at a CAGR
of 2.65%, due primarily to their market size and the increase in paper and paperboard

consumption in China. The paper industry, however, presents a different picture: here
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Asia appears as the largest producer, followed by Europe, North America and Latin
America. China, being one of the largest producers and consumers of paper, is an
important player (Technavio / EMIS, 2017b).

Latin Others
America 3%
15%

North
America
36%

Asia
21%

rope
25%

Graph 2 Pulp production segmentation
Source: Global Pulp Market 2016-2020, 2017.

China’s consumption of paper and leading position in paper production is reflected in
its pulp imports figures. In 2016, China alone was responsible for 36.3% of the imported
pulp in the world. Its biggest suppliers are the USA, Canada and Brazil, accounting for,
respectively, 22.1%, 15.2% and 15.1% of China’s total amount of imported pulp. These
figures, when analyzed, reversely situate China as the largest buyer of Brazilian pulp,
importing 38.9% of Brazilo s t ot al a mo un (UNCOMTRAQEP2016) d

To produce its several sub-products, the industry employs different processes to turn
wood pulp into consumer goods. These processes have marked out the industry as
one of the most environmentally hazardous. This is due not only to its occupation of
enormous amounts of land but also to its use of large quantities of water and chemical
products, which can lead to pollution and water scarcity. These hazards have led to
the industry facing a series of regulations to improve forestry practices and maintaining
virgin reserves (Sheth, 2017) as well to pressure from NGOs such as the Word Wildlife
Fund (WWF) and the Rainforest Alliance.

Although the demand for sustainable forestry has increased, the unsustainable pulp
and paper operations have left their mark in the area of forest devastation, human

rights, social conflicts and irresponsible plantation development ( A Pul p and
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2017). According to the WWF, approximately 30% of the world’s production forest is
certified. Brazil stands out regarding certification i The Forest Stewardship Council
(FSC) estimates that Brazil has the seventh largest certified area of planted forest in
the world, an area that represents approximately 68.8% (see Graph 3) of the country’s
total planted area (EMIS, 2018); in 2015, this figure was 58%. Another certification
widely used in Brazil is the Programa Nacional de Certificacdo Florestal (Cerflor),
which is endorsed by the international system Program for the Endorsement of Forest
Certification Systems (PEFC) ( i I-6&r t i fi ca.- «0, 0 2015)

Certified Area
68.80%

FSC, Cerflor
31.90%

Cerflor
3.80%

Graph 3 Forest Certification
Source: Brazil Wood and Paper Sector 2018/2022, 2018, p.23.

According to Berg & Linggvist (2017) in their McKinsey report on the paper and pulp
industry, this is a time of restructuring for the industry. The paper and pulp industry is
going through a period of change world-wide i and as much as common wisdom would
hold that the industry will soon disappear due to the fast rise of the digital sector, this
development has an impact only in the graphic sector of the paper industry. The
forecast is that packaging, tissues and pulp for hygiene products will be growing all

over the world.

One strong development across the industry is the high level of concentration. Mergers
and acquisitions (M&A) have taken place across the globe as big companies have

become bigger and have been focusing on their areas of expertise through
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acquisitions. The level of concentration in the three biggest markets in the world (North
America, Europe and Asia) is rising, and this can pose a challenge to new M&A

approvals by competition authorities. (Berg & Lingqvist, 2017).

The changes that can be observed in the industry do not only concern its top-tier
companies - smaller companies have emerged from several geographies and market
segments. Some companies in this group have large financial resources available for
strategic capital expenditure, which may be five to ten times greater than those
observed in the industryd sop-tier players. Once these companies have that much
financial strength, they may represent a strong force in the industryd shange process
(Berg & Lingqvist, 2017).

As new strong players emerge and big companies become bigger, the industry has
started to face over-capacity production, which has a huge impact on pulp prices and
poses a key market challenge. In spite of the already noted overcapacity production,
companies have strategically invested in projects to increase production capacity:
Fibria (Brazil) and APP (Indonesia), for instance, have big expansion projects that will
drive market capacity growth (Technavio / EMIS, 2017). As stated before, some
products, such as graphic paper, are doomed to remain in decline, therefore some
companies have responded by shifting their production to other segments, which has
caused overproduction and uncertainty in certain grades. This problem is illustrated by
the case of Europe, where machines have been converted from graphic paper
manufacturing to virgin-fiber carton board manufacturing, causing oversupply in

Europe (Berg & Lingqvist, 2017).

Competitiveness is the key to thriving in this industry. Even though there are many
ways of creating value, low cost is a critical factor in the paper and pulp industry. There
are many opportunities for cutting costs and increasing performance. As part of natural
resource-intensive sector, companies can manage their resources sustainably by
taking measures to save water and energy i to address the latter, companies can
expand their existing bio-energy production (Martin & Tojic, 2012). Another possible
avenue is the new forms of collaboration that have been developing between

producers and distributors, all the way to consumer goods companies and the
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appearance of new products such as bio-products. It is also expected that companies
will eventually move from a concentrated operations towards a broader ones, although
they will focus on segments around their core business, aiming to create differentiated
customer value propositions (Berg & Linggvist, 2017). Applying sustainability as a
guiding principle will certainly lead to cost reduction, but it can also indirectly create
value if the company succeeds in positioning itself as environmentally conscious i and
the key to success is to intrinsically insert sustainability (environmental, operational
and social) as an objective into every management decision at every level of the

organization (Martin & Tojic, 2012).

To achieve these goals, the industry must also pay close attention to peopled
capabilities. Company leaders are the ones to identify opportunities to reduce cost and
create value and similarly to estimate t h e b u spotentak and return. In this
process, it is important that managers identify those areas of sustainability that they
create value in and those where they need to improve (Martin & Tojic, 2012). Attracting
talent with the skills to understand new customer demands, bio-products and the digital
era and who are able to deal with different value chains and cross-industry

collaboration will be a major challenge for CEOs and board (Berg & Linggvist, 2017).

Companies will continue to pursue low-cost raw materials, especially fiber, but there
will be some challenges, such as the availability and quality of recycled fiber, cost of
land, especially in the southern hemisphere, and the cost increase connected with
relocation to countries with inexpensive land but high logistical costs, such as Brazil.
Operations must be watched, as there is still room for the adoption of technologies
which can help reduce costs by as much as 15 percent. Innovation plays an important
role at the customer end, since digital developments can help innovate previous
B2B2C value chains, leading to a direct B2C relationship (Berg & Lingqvist, 2017).
Innovation will also play an important role as companies develop new products such
as bio-fuel and lignin derivatives (Carlos, Bueno, & Neves, 2015) or enter into new
strategic innovation-oriented cross-sector partnerships (Korhonen, Patari, Toppinen, &
Tuppura, 2015).
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Pulp and paper operations havehadast r ong negative i mpact

most ecologically important places and species. Unsustainable pulp and paper
operations have contributed to illegal harvesting as well as to human rights and social
conflicts ( A Pul p a rR@l8" WaVp)estill, this picture has been changing for the
better over the last decade, as the number of certified forests continues to increase
(FSC Facts & Figures, 2013). Nonetheless, the paper and pulp industry will keep facing
environmental and social issues as a result of being a resource-intensive industry
(Martin & Tojic, 2012).

The pressure from NGOs and civil society, which in the past was mostly limited to
developed countries, has become a global trend and has forced governments to
strengthen their environmental regulations. The consequences are manifold, such as
the closure of facilities that cannot afford the high compliance costs of meeting these
demands (Technavio / EMIS, 2017) and transformation to a more innovative industry
(Martin & Tojic, 2012). To adapt and strategically respond to those pressures, the
industry is shifting to a model which aggregates sustainability, value creation and cost
reduction. The industry has been forced to search for methods which help to reduce

water and energy consumption (Martin & Tojic, 2012), such as the reuse of biomass to

generateenergyi i n 2016 Brazil 6s p a p@generatdndorephan p

65% of the energy consumed (EMIS, 2018). Additionally, there is a movement to
strategically locate mills close to forest ports and production facilities (Technavio /
EMIS, 2017), which reduces logistical costs and CO2 emissions.

Although these changes are noteworthy, the forest industry faces many challenges,
such as rapid changes in national and global regulations, NGO pressure and
operational risks posed by potential conflicts with communities from less stable
regions. Taking into consideration both operational and environmental sustainability in
all managerial decisions will reduce those risks (Martin & Tojic, 2012). Table 4

summarizes the most relevant characteristics of the global paper and pulp industry.
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Table 4

Global industry overview summary
1 Highly segmented, but some specific grades are becoming more
concentrated;
1 North America accounts for 36% of all pulp production in the world;
1 Production is shifting to Asia and Latin America due to lower cost;
1 Chinais an important player as a producer and consumer of paper and pulp;
1 30% of the worldd ®orests are certified;
1 The industry is restructuring as more M&As happen;
1 The industry is low-cost driven;
1 The industry is adopting new practices to reduce cost and respond to
environmental and social demands;
1 High social and environmental impact;
1 Highly regulated by government and under pressure from different NGOs;
1 Transitional movement towards bio-industry;
71 Increasing focus on innovation as a source of competitiveness.
Source: Author

The Brazilian paper and pulp industry

The paper and pulp industry in Brazil was instigated by a government plan called

fPlano de Metaso |,

wdainecimto effect in the 1950s. Although it was not a priority

sector, the industry started to receive constant investment from Brazil& Development

Bank (BNDES in Portuguese) in 1957. The industry made a leap forward between

1965 and 1985 with another government program which offered fiscal benefits to

investors into the sector. To provide support for the sector’s development, the federal
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government created two agencies i the Brazilian Forest Development Institute (IBDF
in Portuguese), in charge of planning and coordinating forest policies, and the National
Forest Research Centre (CNPF in Portuguese), in charge of developing technologies
to manage and cultivate the forest plantations. In the early 2000s, pushed by socio-
environmental pressure, the sector had most of its plantations certified. Between 2004
and 2014, the paper and pulp industry in Brazil reached global status, being highly
competitive in the international market (Carlos et al., 2015).

Today Brazil is one of the major players in the industry, especially with regard to pulp
production, where it holds the position of b e i n g t h secondolargesd @raducer
(see Graph 4). In the short fiber market, the country is the biggest producer. The paper
and pulp industry, with 1,357 companies across the country, employs around 170,000
people, and the wood and paper sector generates a total GDP of BRL 71.1 billion. The
country also boasts other remarkable figures, such as the Wo r | eigldttslargest paper
and wood panel production, USD 6.7 billion in wood and paper surplus, USD 300
million in FDI (Foreign Domestic Investment) equity capital inflow and USD 5.6 billion
in pulp exports i and expectations of 3.4% CAGR in the period between 2017 and
2022 (EMIS, 2018).

Sweden [ 111
Cchina I 16.8
Canada [ 17
Brazil [ 188
United States |, 48.5

0 10 20 30 40 50 60

m Pulp Production (tons)

Graph 4 Pulp production per country
Source: Global Pulp Market 2016-2020, 2017.

These numbers reflect a very productive industry which has been shaped by many
factors other than a favorable environment and productive soil. Solid investment in tree

genetics, the large-scale adoption of forest certification systems, the vertical integration
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of value-chain activities and the move towards energy self-sufficiency of the major
players also paved the way to the top (EMIS, 2018). Additionally, Brazil’s paper and
pulp industry have become a strong player in biotechnology, genetic engineering and
selective cloning (Carlos et al., 2015).

As mentioned before, market concentration is a global trend, and this is no different in
Brazil, where the five biggest companies in the paper and pulp industry have more than
69% of the market share (see Graph 5) (EMIS, 2018). Nevertheless, the trend towards
M&A or full acquisition is not weakening, as evidenced by several recent major
transactions. To mention the biggest ones, Eldorado Brasil Celulose has been partially
acquired by Paper Excellence, which is owned by the same family that owns Asia
Paper and Pulp (APP) (Fontes, Ribeiro, & Mandl, 2017). Another transaction is the
acquisition of Fibria Celulose SA by Suzano - if approved by anti-trust authorities
around the world, the resulting company will be the biggest paper and pulp company
in the country, accounting for a pulp production of 10,890 megatons, which represents
21.5% of all pulp currently shipped in the world. Depending on BHKP type, the share
would be 44% of global shipments (Cortez, 2018).
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Graph 5 Brazil’s market concentration
Source: Brazil Wood and Paper Sector 2018/2022, 2018.

As an aftershock from the economic recession in Brazil, the industry closed 2016 with

poor performance. The paper industry was affected the most, because its sales are
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mostly to the domestic market. On the other hand, 68% of the pulp production in Brazil
are exported, mainly to China, Europe and the USA (see Graph 6), and this export
orientation shielded the pulp industry from the effects of the 2016 recession, especially
because of demand from China. In the same year pulp exports, mostly composed of
the BHKP type of pulp, grew by 11,9% compared with the previous year (EMIS, 2018).
This positive trend continuous in the pulp industry, as evidenced by a first-quarter
growth of 33.1% y/y? in exports in 2018. Similarly, the paper industry projects positive
figures in the domestic market, as the consumption growth rate reaches 9.2% yly
(Cortez, 2018).

The forecast for this industry in Brazil is optimistic, as the country is positioned as very
competitive due to its forest productivity: B r a zeudalypsis trees have a cutting cycle
of seven years, against the 15 to 20 years seen in pine trees plantations. To illustrate
this productivity: The production of pulp in Brazil requires one fifth of the land needed
to produce the same amount in Scandinavia and less than half the area it requires in
China. Additionally, most of the country’s forest is certified for environmentally
responsible, economically feasible and socially equitable forest management
practices. The competitiveness is not only due to productivity but also to the constant
investment in R&D, biotechnology and genetic tree improvement, and advanced forest
management practices. Moreover, the paper and pulp industry in Brazil has a very
integrated value chain i 85% of the wood consumed by its mills comes from their own
plantation, and the pulp and paper mills are in a constant process of integrationi those
practices reduce cost, boost productivity and increase energy self-sufficiency. In 2016,

65% of the energy consumed by the industry was self-generated (EMIS, 2018).

2 yly: year over year
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Graph 6 Export pulp markets

Source: Author, adapted from the Trade Map - UN COMTRADE, 2016.
Note: Refers to product 47: Pulp of wood or of other fibrous cellulosic material. In percentage (%).

Although the prospects for the industry are positive, the paper industry is highly
dependent on the domestic industry, and the investments towards export orientation
have not diminished the reliance on domestic economic cycles. Other factors pose
constraints to the paper and pulp industry in Brazil as well, such as the lack of
comprehensive promotion of certified paper products in government purchase and
among the population, the high logistics costs, the bureaucracy in environmental
licensing and product registration and the tax burden. Moreover, the paper industry
faces unfair competition deriving from the use of tax-exempt paper for other purposes.
This exemption is meant to apply to printed books, newspapers and periodicals;
however, the use for other purposes has reached 39% of the tax-exempt paper market,
thus distorting market competition (EMIS, 2018).

In keeping with global industry characteristics, the Brazilian paper and pulp industry is
highly regulated, and pressure comes from different directions, such as the
government introducing new regulations, communities seeking more investments,
international market demands for different certifications, and NGOs with specific
agendas. Table 5 summarizes the most relevant characteristics of the Brazilian

industry.



Table 5
Brazilian industry overview summary

1 The paper and pulp industry experienced strong development between 1965
and 1985;

1 Between 2004 and 2014, the industry reached global status;

{1 The pulp industry is highly competitive in the international market due to its
plantation productivity;

China is the biggest buyer of Brazilian pulp;
68% of Brazilian forests are certified;
Highly concentrated i 5 companies have 69% of the market share;

The forecast is positive because of low-cost production;

= =2 =4 -4 -4

Low promaotion of certified paper, high logistics costs, environmental licensing
and a high tax burden pose the biggest constraints;

1 The industry is adopting new practices to reduce cost and respond to
environmental and social demands;

1 High social and environmental impact;

1 Highly regulated by the government and under pressure from different NGOs.

Source: Author

3.2 Data collection

The data for this research was collected from primary and secondary sources. As a
primary source, we interviewed two of Fibria’s employees holding positions in the
strategy and sustainability department. The secondary data set includes reports,
documents, websites and videos by Fibria, industry associations, NGOs, market
consultancy report, international and local news, and governments. The following sub-

section thoroughly explains the data collection process.

The data collected for this research was obtained through primary sources (interviews)
and secondary sources (documents, news, reports, websites). The first step was to
find an exemplary company that has a solid CSR program. In this step, we analyzed

news, awards and organizations6 CSR-related initiatives t o asses compa
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programs. The availability of company employees for in-person interviews was also
taken into account in compiling the final list. Considering that the objective of this
research was to conduct an in-depth single case study, the company best suited to our
research purposes was contacted, and since it promptly accepted the invitation, the
remaining companies were not contacted. The interview followed a semi-structured
interview script (Appendix B), to elicit perception and opinions from the participants
(Creswell, 2010).

Prior to the interview, the target participants were contacted via e-mail and received
an invitation letter to be part of this research (Appendix C). Following their acceptance,
they also received a consent form (Appendix D). This research does not pose any
potential risk to the individual participants or the organization, and since it relies on
data collection from individuals, ethical procedures were considered to guarantee its
compliance with the Guidelines of the Ethical Conformity Committee of the Fundacé&o
Getulio Vargas. Additionally, the participants were guaranteed anonymity, therefore
each participant was given an alias. Nevertheless, we were authorized to use the
company’s name and the intervieweesoposition. Interviews were carried out with the
Director of New Business and Strategy and with the Coordinator of Sustainability. The
interview was conducted in person, at the company’s head office and took 1h 34m in
total. After transcription, this resulted in a document of approximately 11,500 words

(30 pages).

Following Yin (2009), this research triangulated multiple data sources with the aim of
providing internal validity. Also, the use of multiple data sources has been called for in
IB research (Marschan-Piekkari & Welch, 2011). Several documents made available
by Fibria and other sources were accessed during the data collection and data
analysis. In total, we went through 39 documents and files, such as articles and
reports, which totaled roughly 920 pages. Additionally, we relied on information
available from several websites by Fibria, NGOs, government agencies, consultancies,
certifiers and others. We also consulted the Bloomberg and Reuters database for an
initial assessment of the companyé €SR programs.
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Table 6
Main data sources

PROPOSITION DATA SOURCE

Interview
P1: On a global level, MNEs face Fi lmualarépaerts
institutional pressures from the industry, Fibria's website
from international buyers and from As s ocepods i on
international groups/agreements. Ne ws (6 and nagazines)
| mtiorakgroups' reports (e.g. UN, WWF)
I ntervi ew
P2: The institutional pressures on a global Fi lmualaréparts
|l evel affect coonmmani Fibria'"s website
local level. Il nt er n a téreport and negs (@gu PNs

WF, the Landless Movement)

I nterview

Fi kBmualkréparts

Fibria's website
Local and intermsatior
Soci al movesnent s' we t
Go v e rwebsiten t

P3: In the local environment, MNEs face
institutional pressures from the
government and social groups.

ToPo o Bo o Bo S PooPoTo Do Do o Do Do Do

I nterview
Fi kBmualkréparts
Fibria'"s website
L o c anternaiondl news websites

P4: MNEs strategically respond to
institutional pressures related to CSR by
integrating social and environmental
activities into their corporate strategy.

To T I Do

Source: Author

3.3 Procedures of analysis

The data analysis was done concomitantly with data collection (Creswell 2010), and
the data was systematically organized so connections and theoretical relationships
could be observed and better explained. At this stage, data software (Atlas.ti) was used
to ensure better data arrangement. Figure 4 illustrates the steps of the data analysis

process.
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LEVELS
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Figure 4 Data analysis procedures
Source: Adapted from Carney 1990 apud Miles and Huberman, 1994, p.92.

The first step in the data analysis was to systematize the concepts that emerged from
the literature review. As the literature review advanced, codes representing key
concepts were created, prior to the fieldwork, as recommended by Miles and
Huberman (1994). Once the first set of data started to emerge, those codes guided the
analysis. Nevertheless, changes in the codification and categorization were allowed to
guarantee the best fit to the data field, as expected in qualitative research (Welch et
al., 2011).

Following the data analysis, different tools were applied to organize the data, such as
fmemoingq code notes, quotation notes and networks, all facilitated by the data
analysis software. These tools were applied as we proceeded with the data analysis
by first organizing all files into the data analysis software, then adding codes and notes
(memos) whenever new insights emerged. This phase was initiated prior the field work
and carried into the initial analysis of primary and secondary data sources. Once the
interview transcript was read and codified, we moved to the next phase, where we
returned to the data set and reconfigured it by questioning and searching for
connections. During the second phase, the use of networks was particularly helpful in
providing such linkage. Prior to the second phase and, again, using networks, it was
possible to understand the relationships within the data; these relationships were then
named. For the final step, we analyzed whether new categories had emerged and
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reorganized the groups of data in order to better systematize the analysis, as
suggested by Lincoln and Guba (1985). Once a structure was defined, it was
thoroughly revised to guarantee that the codes (and all the data within them) fit with
the structure. Additional caution was taken to not casually add, remove or reconfigure
codes (Miles & Huberman, 1994).

Having a pre-structured set, we followed Miles and Huberman (1994) by organizing
the case information in an interim case summary. They observe that it is important to
have the information organized and summarized, so that the researchers know what
they have and what is missing about the case. The summary compiled data from
multiple sources within the already defined structure and helped to guide future rounds
of data collection. Considerations were made as new data was collected, and then a
few adjustments were made to better present the data. This structure is presented and

analyzed in the next section (Table 7).

As we proceeded to present the data analysis, we continued to follow Miles and
Hubermand §1994) recommendations in concomitantly describing and explaining the
data, as there is no clear or clean boundary between them. In the next chapter, we will
provide an informed explanation regarding the relevant elements present in Fibria's
institutional environment as well as the links between the company and the
constituents within those institutions. Additionally, we will illustrate how Fibria responds

to the demands from its institutional environment.
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4 DATA ANALYSIS

Through analysis of the data that emerged from the interview with two of Fi b rkeya 6 s
employees and the analysis of reports, files and websites pages obtained from Fibria,

market consultancy reports, the industry, associations, governments and newspapers,

we developed a structure that guided our data analysis and helped pursue the research
objectives: (i) identify the relevant institutions that pressure companies to take action

and (ii) understand how the organization responds to those institutionsédemands. In

keeping with the categories that emerged from the code structure (see Table 7), we

will firstlayout Fi br i ads i nst i t,otusingorathe forrnmost relevanne n t
groups initsenvironment,and t hen pr esent inFspbndingaodtimwsest r at
groupsédemands.

41Fi briads institutional environment

In this section, we present the elements that char
environment. Based on the categories that have emerged from the data analysis we
inform how each of those institutions exert pressure on the company. From this point
forward, we refer to each category within Fi briads i n

institutional group.

4.1.1 Industry and Global Value Chain

The paper and pulp industry has specific characteristics that compel the sector to be
on top of social and environmental issues. Governments, NGOs and society exert great
pressure on the companies operating in this industry because of the severity of the
impact their operations may have on society and the environment through, e.g.,
deforestation, land occupation, and natural resources usage. To mitigate the impact
caused by the companiesbéoperations, industry associations all around the world have
been creating norms and certifications that impose certain standards on every
company in the sector. For instance, Fibri a @nsual report states that the company
complies with every norm and certification applied in the forestry industry (Fibria Report
2017).
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Table 7

Categories emerged from data analysis

(continue)
Categories Sub-categories Summary Excerpts from data
The paper and pulp industry and Fibria's globalvalue i Gl obal i zati on does t his. T
Industry and Global chain exert pressure upon the company to conform consumes a Chinese product and he is pressuring the value
Value Chain with standards that are defined by the industry chain; that will impact us, [and] the international groups [may
associations, clients and NGOs. impact] the Chinese government.0 Dgnald)
Locgl communities embeddeq in a challenging §op|§l Aln the south of Bahia, weeft
" environment are heavily impacted by Fibria's : .
Communities : X They [the community] stole the wood to burn it and transform
operations. Locals, government, NGOs and clients itintoc 0 a Bobp  (
pressure the company to lessen such impact.
Institutional

Environment

Government

Local governments impact Fibria's business through
regulations and institutional voids (e.g.: corruption).
International governments impact Fibria's business
through regulations that can restrict exports.

Ailn 2014 we were incisive i/
internal policies regarding anti-corruption practices, in the
release of our Compliance Policy and in the intense training
of our employees. Two advancements giving the political and
economic sett i n(gbrim2014).he coun

Sustainability
Discussion Groups
and Agreements

Fibria is a participant in several agreements and
group discussions to strengthen its position as a
sustainable global player in the pulp industry and to
anticipate and influence decisions that may affect its
business.

fi We h a deal withahose platforms to be connected, to
have sensibility, so when th
a surprise. We alreadyk now t he topics [
(Bob)
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(conclude)

Strategic Positioning

Fibria has defined its core business and
created strategies that are related to its core.
In this way, it manages to create value for itself
while addressing social and environmental
issues.

AThe core business is now the
eventually | produce pulp, | can produce paper, but it starts to open
an array of possibilities related to things with a sustainable impact,
forestservicesand [ forest nmnamldgement ] . «

. . . ATo externalize all the actions
D'|fferent. groups, .partlcularly at a high éThere are different buo ingpiration andn
Developing o hierarchical Ieve], discuss the strategies and purpose could be delegated to the sustainability department, but we
_ Internalization how to be sustainable. Programs run through ) o . ;
Strategies ; . . . don’t do it like this. We have groups in every department, we have
the entire company, reinforcing its goals, ; . . :
sever al interactions (é), we i
values and culture. (Donald)
Through dialogue, studies and research, Fibria
. learns about its environment and develops . , . .
Understanding the . . . n(é) we feel our environment ab
) strategies that are connected with its business . \
Environment . " pulse all the time.0 Bop)
goals and can increase competitiveness and
reduce risks.
. . A(é) innovation in biotechnolog
Competitiveness r;grlgn?\/t?tgif;grgriw dteenﬁgzglsog;(sj tg:és?oittrs] us to develop materials that meet new societal demands, with a much
P pond ) . S friendlier ecological footprint than mineral or fossil-fuel products.”
competitiveness by increasing productivity. (Fibria, 2017)
Responses

Risk Management

Fibria faces risks from many parties and
creates strategies that can mitigate some of
those risks (e.g.: programs to improve social
conditions in communities and reduce conflict).

"The company is subject to various risks arising from changes in
competitive, economic, political, social and climate conditions that
could adversely affect its business, the results of its operations or its
financial position." (Fibria - Risk Factors)

Source: Author
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A 2018 reporttitted i The state of the gd¢pobtedioutfhather i n
industry has increasingly certified its forests; nevertheless, it still has many challenges

to overcome - for instance, social conflicts in Latin America, Asia, Africa and Canada,
greenhouse gas emissions, transparency and clean production. To address those
problems, the report has observed, companies must adopt new technologies, work

closely with communities by supporting their economic diversification, support climate

action and adopt transparency tools i the latter is particularly necessary for companies

in Asia, Latin America and Africa, which lag behind when it comes to transparency.

The impact exerted by the industry upon a single company is not only related to the
standards they have to adopt as demanded by of the associations that are part of
certain industries. As the market changes, companies face new challenges that they
are forced to adapt to at the peril of perishing. For example, the lack of competitiveness
of companies in Europe in combination with the emergence of more productive
companies in emerging regions has pushed European companies to adopt a variety of
practices related to biotechnology that increase diversification and can therefore boost
their competitiveness. Observing such trends in the industry, companies in other
regions, like Fibria, follow these practices, partly as an opportunity to also diversify their

business, but most importantly to maintain their competitiveness in the sector.

AFi bri a ha s(theirsubsdiafies)r sonvged@an capture [innovation], and

we have gotto maintainour competitive | eveonadad) so i n

Fibria's international presence through full and partial ownership of innovative startups
is a clear effort to follow the industrydé snove towards biotechnology innovation. This
move suggests that changes are consolidated at the industry level and spread through
the companies operating within this industry. For instance, the Brazilian paper and pulp
industry has shifted its focus and promoted a change that has impacted companies

operating in the country, just as laid out by Donald.

Alt 1 s interest i nigdudtrp Bdcause kodag theretismepajier a z i |
and pulp association. We say Brazilian Tree Industry [IBA in Portuguese],

because we have an industry of sustainable forestry production.o
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According to Fi brindustd sssokiations,sluch aR the Brazilian Pulp
and Paper Technical Association (ABTCP), are at the forefront of technical standards
of critical importance for the forestry sector. Although it is an organ of the paper and
pulp industry, the association can rule against individual organizations in favor of the
greater good for the majority. Above all, being a member of associations, the company

will be under pressure to comply with what has been defined as industry standards.

The industry has great environmental impact, such as climate change, water
consumption and forest degradation. The WWF have noted that the latter is particularly
the case in some c 0 U n t hiomesssachasinBr azi | 6 s At | aRossiadbcs For
Far East. Even when certifications are adhered to, the risks are many, which fuels more

far-reaching demands and concerns.

ANowadays, I think the forest certifica

[clients] wantto seewhathasb een done beyond (Bdbe cert i i

The pressures on the industry occur across the entire global value chain T public
opinion pressuring retailers, retailers pressuring industries, which in turn are affected
by government regulations. Given that these interactions are playing out in a global
value chain, the pressures are not limited to the national/local context but also come

from international peers, particularly from clients, as Bob states:

fWe have received a lot of clientsé d e maamddrsthe last few years, [the
demands] have concerned risk mitigation. ( € ) we may have a p
Pakistan which is not related to us, but this problem somehow prompts the press
in a Nordic country to hold one of our clients accountable, and that causes this
client to come here to get to know our operations and to speak directly with our

stakeholders.o

Although risk mitigation is a relevant concern, it is not the c | i eonly coricern. By
virtue of being part of a global value chain, one company is likely to benefit from
another company in the same chain with outstanding compliance with social and

environmental standards.
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fWhat happens today is far beyond risk mitigation, but also related to

opportuni treisasne ¢lién)thaflrdcently disclosed in its sustainability

report ( é) Fi br i ay chais, [ther] i have dof go beyondsmyp p |

company [and] | can reporton F i b ractigit@es[which are] the value that Fibria

generates. [Value] forme,formy c¢cl i ent s and my citisant

global value chain with a differentiated perception of sustainability, and it goes

beyond certifications.0(Bob)

Concern with how suppliers are complying with legislation and regulations and
avoiding unethical or wrong conduct is increasingly becoming part of the discussion in
many industries. In those industries, multinationals have been held accountable for
theirs u p p | misdeeds.dn the paper and pulp industry, this is a relevant matter, given
the very complex supply chain that involves forests, pulp mills, converting plants, and
merchants ( Car | s s o n ,Amdds, r&tRennqvist,[2006) i frequently depending
on heavy transportation, whether by land or by sea. Between the consumer-facing
companies and those that own forest lands, there are many middle companies that are
largely anonymous and do not feel the same pressure, nor do they have the same
commitments. Some of the biggest companies in the world that are dependent on the
paper and pulp industry to supply their packages, such as 3M, Nestlé and Mars, are
committed to paper and pulp production without deforestation and social exploitation

and then act on their commitment by tracking their supply chain (The Forest Trust).

Analyzing the activities at the other end, we notice pulp and paper companies
implementing measures to tackle issues associated with their forestry operations. For
instance, APP in Indonesia has paired up with The Forest Trust (TFT) to trace
deforestation, peat management, social conflict resolution, transparency,
stakeholders6engagement, wood supply, mills operations and sustainable practices
promotion (TFT). This approach to learning about and resolving problems regarding

relationship is commented on by Bob:

il t hi nk hashaephilssepbiyt ahat helps itself i the dialogue. The
dialogue, [the] understanding of sustainability, is something to be discussed,

and it may result in lessons learned by everyone, ( é [there are] forums [where]
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companies, competitors and other companies in the value chain, sit together,
go into the field, meet and talk to stakeholders and try to evolve (6 ) or

understand how to work better ( é.9

This interaction from one end of the supply chain to the other illustrates how different
elements have shaped the industry to create certain standards and set its priorities.
Most importantly, the global value chain seems to enforce conformity with standards
that will eventually be adopted by multinationals. On a global level, companies are
compelled to comply with certifications, international agreements (climate change) and
pressure from clients (risk mitigation i social impact). This set of demands is prompting
multinationals to operate to standards above those required by certifications. On a local
level, government regulations are a source of pressure for the industry i the
differences between developed and emerging contexts can impact national industries
differently; however, emerging or developing multinationals will likely follow
international standards, which are frequently higher than those in the local context
because the pressure of the global value chain is stronger. This view is reinforced by
Bob:

fithe changes happen, ( én andaimodr cliemsoéportfalio,

there is a favorable opinion on sustainability. [Caused by] different pressures

(e).
4.1.2 Communities

Fi br i a0 ship wihlita tommunity is likewise c har act eri zed
process,0and it is central to the company. Therefore, the company seeks to integrate

the issue with its business goals.

i é)of Fi bri ads b u,stivan leng-term gaoal la® Jrelated to the

relationship with neighboring communities.o(Bob)

The diversity of the communities Fibria interacts with is addressedi n t he ¢
2016 annual report. This situation requires the company to listen to and learn from
each group about its needs and expectations, as these will likely vary from one

community to the next.
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A total of 890 communities are located within a 3 km radius of our properties or of areas leased
by the company for the production of eucalyptus. Of this total, four are traditional fishing
communities and 15 are indigenous communities, in addition to dozens of Quilombola®
communities mainly located in the states of Espirito Santo and Southern Bahia. These are very
different groups that have specific origins, needs, and vulnerabilities, which require in-depth
knowledge so that we can establish joint actions.o(Fibria Annual Report 2016)

Pulp companies are likely to be confronted with social problems (Smith, Murray, Faruk,
& Pontillo, 2017), and Fibria is no exception. In the immediate wake of the merger
between Aracruz and VCP, Fibria inherited a conflict-laden relationship with certain
communities, particularly in the areas surrounding its facilities in Bahia and Espirito

Santo. The main issue, as described by Donald, was wood theft.

fin the south of Bahia, we had a problem related to wood theft. Fibria harvests
the wood and leaves it in the forest to be eventually picked up by trucks. The
communities had no other opportunities in the region, and they were part of a
scheme that was bigger than them. They stole the wood to burn it and turn it

into coal.o(Bob)

Although wood theft has dramatically decreased since 2011 (see Graph 7), Fibria is
still confronted with the problem. The figures increased considerably in 2015; in the
following year, they dropped. However, the numbers are still 3.5 times higher than at
their lowest level in 2013. Accordingto F i b r20D1®6 Arsmual Report, the reason for the
riseare Br azi | 6 s reeessoomandhthecdrought that affected the communities.

Such picture illustratest he compl exi ty eovironmemte companyos

8 Muilombolas are the current habitants of Black rural communities made by the descendants of African-
American slaves, who lived, in their majority, from subsistence agriculture in donated, bought, or long-
occupied landso(Lucia Gaspar, n.d.)
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The company is also impacted by land invasion, which is a relevant issue in the
Brazilian context. Many of B r a zpriviaté and public rural areas have faced problems
with land invasion; this is a long-standing issue of social and political discussion in
Brazil. The invasions are usually organized by well-organized social movements such
as the Landless Movement (MST, in Portuguese)*. Such invasions have greatly
i mpacted Fi brAccardirgy tolthe M5 Thwelssite, at the beginning of 2017,
the movement occupied 400 hectares in Aracruz, Espirito Santo, which they argued
had been wrongfully appropriated by Fibria. The movement accused the local
government of expeditingt h e ¢ o0 mp a n yodvhat veas sumpased to be a public
area intended to the agrarian reform in return for political support. This episode reveals
the challenging environment the company is embedded in and the resulting risks for

its business.

Furthermore, the pressure is sometimes a result of the interweaving of institutional

groups, as one may reinforce the strength of another. For instance, in Espirito Santo,

4 The Movimento dos Sem Terra (MST),infreet r ansl ati on Landl esisasyca
mass movement comprised of rural workers who are fighting for land reform ( A Wh a t i s
Friends of t.WM8T idM&ITknawn for.itsl ocdupation of private land as part of its fight for
land access.
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the Federal Prosecution Office (MPF in Portuguese) has on several occasions ruled
against the company. In 2015, the MPF ruled against Fibria, BNDES and the Espirito
Santo state government in a case of fraud in the appropriation of more than 30 areas.
In the same court ruling, the MPF stipulated that, once it had been proved that the area
was occupied by Quilombolas, the land title was to be transferred to the community.
This episode echoes another that took place in 2013 and concerned the same issue
with regard to another 21 areas( A MPF/ ES processa Fibria por
mais 30 terrenos rurais 8 Procuradoria da Rep¥blica no
According to informationon Fi b r i a dhose areab lsad been,lawfully acquired
between 1973 and 1975 via the National Pulp and Paper Program that was aimed at
developing B r a zinduistiad sector. The report also states that the purchase process
followed by Fibria was transparent and validated by all agencies involved. Regarding
the Quilombolas involved in that legal process, the company states its position as
follow:
As for the Quilombola communities that live in northern Espirito Santo state, which were
mentioned in the action brought by the MPF/ES, Fibria has been seeking to engage in dialogue
and to contribute to the development of these communities through programs that create jobs
and income. Meanwhile, the company has been discussing with the communities and other
actors, permanent solutions to the situation that include not only the definition of areas, but also

means and resources for their social, economic and environmental development.
http://www.fibria.com.br/en/corporate/positioning/

The abovementioned examples illustrate the main factors at play in the relationship
between Fibria and the communities it operates in. Many of those problems are closely
linked to the impoverished conditions in those communities and certainly pose a
challenge for Fibria, considering the harm a conflict could cause tothec o mpany 6 s 0

operations, image and profitability.

4.1.3 Government

Paper and pulp production are one of the most impactful industries on the environment
and society. Consequently, governments all around the world tend to strictly regulate
company activities in this sector. In addition, many companies depend on governments
to provide extensive areas of land for them to explore. Governments in Europe,
Canada and the United States impose stricter policies regarding the standards

companies have to adhere to. Increasingly, China has been promoting high-level
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standards and compelling its companies to comply with them. All those cases clearly
involve different contexts, but there are certain similarities, such as the effectiveness
of the respective governments and their institutions in enforcing these regulations.
Although considered an emerging country, China has a very strong central government

that strictly regulates industrial activities.

Many countries are still evolving in what regards their commitment with the
environmental demands for more sustainable practices. A few years ago, standards
already solidly entrenched in Europe, such as certifications, were not yet globally

recognized. Then China began to emulate the developed countriesd appr oac h.

A(é) Ther e whansChima wasiimfact, a follower. (...) there was a
momentwhenyou arrived in China (é)waslhay di
they dema(Dohadd it . o

Facts like these directly impact Fibria, as most of its pulp is exported (90% of its
production), mainly to China and Europe. I n
buyer, surpassing Europe. As a result, in the following year Chinese companies
emergedas Fibr i ads bi g(gileria Repdrt @01 8).rAscording to the Brazilian
Tree Industry (Ib4), this development is taking place because China is committed to
climate improvement and hence replacing high-impact local pulp production with more
sustainable materi al |l i ke the Brazilian th

position is highlighted by Bob:

f{ € e have spent some time in China this year, going around and talking with
clients. It is a mistake to think that China is behind [other markets] when it comes
t o sust ai HRobChihajitisyan oppoéunity to be a global player, to be
the ultimate | eader. (é) thywuhateitodeit e g o\
And it was in this direction that many companies in our sector had to close down

[their operationlbecause they did not conform to t

In Europe, the demands started in 1970, when many regulations were introduced to
target heavy pollutant emitters such as the paper and pulp industry. In the European
Union, the industry has been targeted by the Intergovernmental Panel on Climate
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Change (IPCC) and then by the Industrial Emission Directive (IED) (Brolund &

Lundmark, 2017). Canadads | ocal a B also in@edsinglyarégulageo v e r n

the industry6 eperations, which has meant higher costs for companies operating in the
country (The Canadian Encyclopedia), but air pollutants have declined by 52% and
water pollutants by 70% (Two Sides North America). Similarly, the US government
strictly regulates the industryd activities, demanding compliance with a large number

of standards to protect air, water and forests (US EPA).

According to a discussion paper published in 2017 by the Environmental Paper
Net work regarding the expansion of Br a
continuously grown since 2008. Much of this growth is due to public investment, tax
cuts and, in some cases, exemptions from the obligation to draft Environmental Impact
Assessments for plantations. The report also mentioned the rural parliamentary front,
a multi-party faction in the Brazilian congress, that supports silviculture and campaigns

to have the rules for the sector relaxed (Van der Mark & Haggith, 2008).

This variety of contexts in the same industry certainly creates inequalities that may
benefit some markets i especially those less regulated, which tend to have lower
production costs. It also shows the relevant role governments play in such a highly
regulated industry. Nevertheless, some of the differences between markets may be
attenuated by other factors. For instance, globalization plays a role in mitigating some
of these contextual differences. As part of a very integrated global value chain, big
companies in this industry are being pushed to act more environmentally conscious,

adhering to higher standards.

ARGl obalization does this. T h e s & Chinese
product, and he is pressuring the value chain; that will impact us, [and] the
international organizations [may impact] the Chinese government.0 Ddnald)

The combined effect of these rules and regulations directly affects Fi br i ad s
which is largely oriented towards the international market. For instance, in 2007, China
launched a new policy to strengthen its control of pulp and paper products that contain
harmful residuals (IPSOS Consulting Business); similar protective measures are also

common among developed countries i relevant markets for Fibria.
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The company's exports account for approximately 90% of its consolidated revenue. But

those exports, mainly to Europe, the USA and Asia, expose the company to risks that

are not faced by companies that only operate within Brazil, or just in one other country.

For example, the exports may be affected by import restrictions and tariffs, other trade

protection measures and import and export licensing requirements. ( i Ri sk Factor
Fibria IR,0 n.d.)

In the local context, Fibria is regulated by all levels of government (federal, state and

city); however, it is most dependent on Brazil's Federal government, which regulates

the majority of its activities. National agreements and federal laws are pivotal and

di ct at e t h eperationspna2012, Br=zil approved a new Forest Code which

involved many actors from industries, society, NGOs and government. Among many

aspects, the code introduced new policies for solid residues, climate control and land
occupation (Associacao Brasileira de Celulose e Papel),thusdi r ect |l y affecti
operations. For instance, in 2017, Fibria received eight notifications regarding non-
compliance with environmental laws and regulations (Fibria, 2017) and has been

involved in other proceedings and lawsuits related to its operations. Typical of Brazild s
business environment,t he ¢ o0 mp a n y aeregalated and ovérseendy several
government agencies, just as Brazild6 $egal system allows both parties to appeal to

several higher levels of jurisdiction before a final verdict is delivered. These
characteristics are relevant in an illustration of the complexity of t he company

operations within Brazild6 sstitutional environment.

In 2014, in an assessment made by the Union of Concerned Scientists, Brazil was
named as the country with the largest reduction in deforestation and gas emissions in
the world (Boucher, Elias, Faires, & Smith, 2014). This situation has changed
dramatically with the economic recession the country is still emerging from. An
ongoing political effort has been noted to loosen environmental laws and regulations.
According to Nature Magazine, Brazil already took a step backwards with regard to
regulation when, in 2012, conservative parliamentarians eliminated penalties for any
illegal deforestation taking place in the Amazon before July 2008. Another attempt at
changing legislation is under way in the congress, namely an attempt to reduce
conservation of indigenous areas and boost large-scale property deals. These

initiatives are strongly supported by the parliamentary rural front, which plays a very
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important role in the nationd political landscape (Arsenault, 2017). Initiatives such as

these can benefit Fibria, which needs large areas for its planted forests.

The complexity of Br a z lbukiness environment, compounded by political and
economic uncertainty and unclear regulations, creates a fertile environment for
corruption and wrongdoing. The country has been mired in a long political and
economic crisis caused by continuous corruption scandals involving high-level
politicians and very important companies. Departingf r om it s r ecen
judiciary system has been convicting companies, CEOs and government staff for their
involvement in illegal acts. This change has impacted companies, particularly those
that are highly regulated and hence maintain close relationships with government

agents.

In order to manage the risks inherentin Br azi | 6s pol i ti c ahas
recently launched a compliance program to raise awareness among its employees and
outsourced workers. The many topics it addresses include code of conduct, antitrust
law and anti-corruption measures. The latterisone of t he ¢ o ntpnaaing
and the subject of one of its continuing programs, as pointed out in the 2014 Annual

Report:

fin 2014 we were incisive in the discussion and approval of internal policies
regarding anti-corruption practices, in the release of our Compliance Policy and
in the intense training of our employees. Two advancements giving the political
and economic setting of the countryo(Fibria Annual Report 2014).

Similar precautions were taken in recent years, as stated in the 2017 Annual Report,

with the company launching its Government Agent Relations Guide that lays out

0

envi

S

or

Fibriads standar ds fpowith polticalduthoritiesncrifieséhe at i on s

companyo6s positiperiodsandpronmotgs aesstruetardd registration of

meetings and gatherings with government agents.

The data suggests that both local and international governments can exert significant

pressure on Fi bri ads i nst it uGnithe roadl level,nitvis the locale nt .

legislation and regulations that are more salient, which are of considerable complexity
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in Brazil, as well as the political characteristics of the country, such as corruption. The
company also has to address international demands from countries in which it does
business. Environmental tariffs are a common mechanism in international trade, as

environmental concerns are becoming a relevant and established issue.

4.1.4 Sustainability discussion groups and agreements

Fibria is part of many associations and platforms, in Brazil and abroad, that discuss
environmental and social issues and the industry6 sstandards. According to the
company 0 s, thevedne2i dueh bodies that Fibria is involved with. Fibria seeks
to be involved as much as possible in different groups that can help the company gain

a perspective on the various issues that can impact its business.

AWe have to face those platforms to be connected, to have sensibility, so when
the mattercomes( ¢ ) it wi | | e talreddg kn@w the topigg jthats e .
will coBab) up]. o (

Those groups have an important influence on the company’s business, as they set
standards that will likely be followed by the industry, and in some cases those
standards will become established and be enforced by relevant constituents. For
instance: Following a series of discussions related to the sustainable use of forests at
the 1992 Earth Summit in Rio de Janeiro, the Forest Stewardship Council (FSC), which
issues the FSC certificate, was established by a coalition of the World Wide Fund for
Nature (WWF) and other environmental organizations (Perera & Vlosky, 2015). The
FSC is the most important forest certification system in the world and is highly
demanded by relevant international buyers. Fibria is not only certified by the FSC but
also a member of the F S C &seneral Assembly, whose international membership
discusses the challenges and the future of the forestindustry ( i Ho w tli2d&engral
Assembly Work? T FSC Gener al A s s e miBY beingZpfederit atdhos2 0 1 7 )
discussions, Fibria is likely to anticipate or influence the shifts that may impact its

business.

One of those organizations is The Forests Dialogue (TFD), which brings together
forestry companies, NGOs, indigenous communities and multilateral agencies to

discuss sensitive issues in the forestry industry. According to the TFD website, its

80



main goal is to reduce conflict among stakeholders. Fibria takes part in and supports

regional initiatives in Brazil through the Forests Dialogue.

Through actively participating in those groups, Fibria strengthens its position as a
global leader in the pulp industry and participates in relevant change processes. An
example of this approach is F i b r memldesship in The China Sustainable Paper
Alliance, which was established in 2015 in an effort to develop responsibly sourced
paper products in China (WWF). The initiative brought together 10 important
companies from the sector (producers and buyers) that operate in China to promote
the value of certified forest products. Through approaching groups like these, Fibria
places itself among the biggest companies in the sector and helps to set the tone for

what can become guidelines or regulations in the company’s biggest market.

Furthermore, Fibria is also involved with groups that directly define industrial standards
in Brazil T the Brazilian Technical Association of Paper and Pulp (ABTCP in
Portuguese) and Brazilian Tree Industry (Ibé in Portuguese). These groups are highly
important for the company, as they determine the standards they would like to see for
the industry and also discuss relevant issues with other stakeholders such as local

governments.

Groups such as the Carbon Disclosure Project (CDP), the ISE Index and the Dow
Jones Sustainability Index, enhance Fibria’s image as a sustainable company to
current and future investors. Other initiatives help the company develop strategies that
enable it to sustainably develop its business while creating social development. Among

these are the GVces Management Initiative and the Shared Value Initiative.

Fi br i a 6 shipwith soané of thase groups and forums goes beyond a supporting
role. The company is an active participant as it develops strong ties and is part of
processes that can shape the industry landscape.

fit always goes both ways. We feel the pulse and we also are protagonists.o
(Bob)

In some of those groups, Fibria plays an important role, such as in the Global Compact,

an important UN initiative that works towards human rights, fair working conditions,
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respect for the environment and the fight against corruption. Fibria was one of the first
companies to join the Global Compact. Additionally, the company is part of the

Sustainable Development Goals (SDG) work group.

In spite of the importance of those groups for the company, whether to inform the
direction the industry is taking or to provide new strategies for it to sustainably develop
its business, the company demonstrates its awareness of its independence from the
guidelines set by those groups. At the last Global Compact meeting in Brazil, Fibria’s
sustainability director stated that the company acknowledged all 17 SDGs but would
objectively focus on those that tie in closely with its business strategy. Bob built on this

by stating:

f{ € and suddenly some SDGs are launched or a new platform, and | will ask:
Am | changing my strategy? Will | change the company’s strategies because of
that? No. That [SDGs] is the crystallization of something that already exists in
society, and we have been following. Of course, we can reinforce the SDGs,
which are great, but it sGeactive, | will not change [my strategies]. It [the SDGs]
is a consequence [of already developed initiatives, and] helps to organize [our

strategies]. @obj

This indicates that the company is selective regarding the groups and discussions it
will participate in, considering them the connection with its strategies, values and
objectives. Some of those groups are locally strategic, as they define the rules for the
local industry that can directly impact the company’s operations. Others are globally
strategic, as they set the tone for the global market. Fibria“s participation in this array
of groups is also in line with the company6 strategy of keeping the dialogue open with
as many relevant constituents as possible and continuing to search for new
methodologies that help to implement this strategy. Mor eover , Fi brwitads a
those groups plays an important role in strengthening its image among relevant

constituents (e.g. clients and investors).
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42Fi bri ads response to institutional

Through our data analysis we found that Fibria has developed an integrated strategy
to responding to relevant institutional pressures. The company adopted a strategic
position based on its core business and has been developing it ever since the merger
thatresultedi n t he cformaieannGo@obkorating primary and secondary data,
it became evident that the company has positioned forestry as its core business,
focusing its strategies around the forest. Then it developed strategies to respond to
different institutional demands. F i b r stratedies result from internal and external
communication, the internalization of demands and the integration of demands and
business strategies. In this section, we will thoroughly examine this process, which is
based on positioning, internalization of demands and understanding the environment.
Finally, we will demonst r at e t hat ackvtidsrcanabé grouge8 Rto two

business strategies: competitiveness and risk management.

4.2.1 Strategic positioning

Fibriads posi tisocare buginess elgys ran impaytanti role in the
company6 sapproach to sustainability and in the way it develops strategies to
accommodate both institutional and corporate demands. As previously noted, Fibria
Celulose has its roots in the merger of two Brazilian paper and pulp companies,
Votorantim Papel e Celulose (VCP) and Aracruz Papel e Celulose. Both companies,
and later Fibria, followed a strategy common among Brazilians paper and pulp
companies in that they had an integrated production (pulp and paper). As the paper
business began to suffer as a result of technology growth, VCP and Aracruz began to
disinvest in the paper business and concentrate on pulp production only. Shortly after
the merger, F shifted towadds thesproduatioreof pulp only, with a focus
on the type used in the production of tissue paper. This process also helped the
company pay off its considerable debt through the sale of its paper production line.
Still, the company went further in its strategizing by fguestioning what would be the
company6s true purpose, how would the

businesso  ( D o. mhéslprdcess culminated in the definition of F i b rréahb@isiness

being the forest, and as a consequence, pulp became only one of the products

Comp:

provided by the forest. This positioning had a great impact on defining the company6 s
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sustainability strategies, placing the conceptatt he cent er of the c¢omp
From this moment on, Fibria began to investigatet he ot her possibil i

b us i nceudprovide.

iWhat i s our Anulrapapsrerd pylpécompany? Or am | a pulp
company? Or, actually, we are a forest company. When we change that, we
change our whole company strategy, because | start to think about what value
| can generate from my core business. The core business is now the forest. | do
something with the forest, eventually | produce pulp, | can produce paper, but it
starts to open an array of possibilities related to things with sustainable impact,

forest services and [forest management]. @onald)

The company is trying to validate its business model by engaging in discussion with
relevant constituents. F i b r purpase and business core are repeatedly stated in

different sources. In the company’s last annual report (2017), it is expressed as follow:

fPlacing the planted forest at the core of our business and defending this thesis
is a challenge that Fibria embraces before academia, the industry, and
consumers . After all, there isndt a consens
and we understand that it is possible to engage the industry in this relevant and
vital discussion f o(rFitbhenugldepcet2dl?).y busi ne

Fibria pursues a strategic plan based on three pillars: operational excellence, growth
and diversification. Within each of those pillars, the company has developed a series
of objectives. Table 8 summarizes these objectives and presents examples of how

Fibria has put them into practice.
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Table 8

Fibria's strategic pillars

Strategic Pillars

Actions

Examples

A Ilncrease for 1 Development of genetically
modified eucalyptus.
1 Reuse of waste to generate
A B practices in waste energy. Fibria's plants use
reuse close to 100% self-
%I:(%Eﬁ-[g:\c'ﬁ‘zl‘ gengra_ting energy.
A Reduce negat 1 Social investments to
externalities reduce its operational
impact.
A Reduce cost 1 Reuse of waste to generate
energy and automatization.
A Expansion 1 New mergers and
acquisitions (e.g.: Suzano)
GROWTH 9 Shared and full acquisitions
A Nbusginess in Canada, the USA and
Finland
. 1 R&D?*to find new
A New apsfdrpuipa t applications for pulp
DIVERSIFICATION A Biorefiner y i Bio-oil to replace fossil fuels
1 Shared and full acquisitions
A Nbusginess in Canada, the USA and

Finland

Source: Author, based on interview; Fibria 2017 Annual Report; Fi lvebsite. 0 s

Note: * R&D: Research and Development

Lookingatt he companyd6s strat

egies and the

,proj e

it becomes evident that every activity is related to the planted forest. From the

expansion of business, which depends on consolidated forests, to the development of

new business to find innovative applications for pulp, Fibria relies on its planted forest.

4.2.2 Internalization of demands

In order to foster a sustainable development mindset, Fibria created a series of tools

and programs to communicate the company® values, beliefs and goals. Its program
AWe ar e wdsicreated in 2014todi s s e mi

and values.

nate the companyos

fin the context of our organizational culture, sustainability is fully tied into our

business strategy: it is connected to climate issues, to our relationship with our
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stakeholders, and to the consistent financial results we are expected to deliver.o
(Fioiam6s CEO, Fibriabs Report 2017)

Two messages guide this program: t he companyos i nspiration
construction of transformational solutions
the comamMmtydscul tivate t he urpeloflifefgersratibroof e st
shared value, and the well-being of peoplea The importance and challenges of this

process are emphasized by Donald:

ARTo external i ze aglblttotintemaliza intall depastmentd k
€eThere are di fnésse a g a s, olriagpiatios gnd purpose could

be delegated to the sustainability department, but we don’t do it like this. We

have groups in every department, we have several interactions ( € ) , we

internalize our external meetings.o

f{(é ) having this concept internalized [is] when you start a discussion [about the
company], ( € ), from New Business, talk to people from abroad, and they ask:
ATal k abé&al tan $ay rhanyithéngs about Fibria, but | have to focus on:
We are a sustainable company, we are a company that values our social
relations, and obviously, this has value. | see the other sided perceived values,

and this opens doors and shows we are on the right path.o

Once this mindset began to become established and sustainability became one of the
c o mp a ngpdass the idea was more easily accepted by shareholders and
consequently integrated into the company’s governance structure. When the company
placedt he fAsust ai nthdécbore of tsbusieesd, ibopamed the way towards
becoming a sustainable company and began to get recognized for its sustainable
activities. Fibria has repeatedly received awards from the Exame Sustainability Guide,
which recognizes the most sustainable companies in Brazil; it is included in the
Corporate Sustainability Index (ISE) of B3 (Brazild Stock Exchange), and it has been
selected to be on the Dow Jones Sustainability Index (DJSI) of the New York Stock
Exchange.
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In order to strategically integrate social and environmental demands into its business
strategies, Fibria takes part in discussion groups that guide and inform decisionmakers
at all administrative levels. The Sustainability Committee provides recommendations
to the board of directors, the Sustainability Systemic Evaluation Commission integrates
the ¢ o mp a msystaieability strategies, and the Local Relationship Commission
connects and aligns the community strategies with each business unit. Figure 5
illustrates the information flow among these groups and provides further information
oneachgr oupobés rol e.

To assist the Board of Directors on how o
BEOARD OF DIRECTORS Sustainability Committee incorporate sustainability within the company's
strategic positioning

CASS consist of multidisciplinary internal team

Sustainability Systemic of managers fram various departments of the
I EXECUTIVE OFFICERS Ewaluation Commission company and act as a facilitator in the
[CASS) integration and implementation of the

company's sustainability strategy.

.P.Ilgr".?. lwe cammiuniy relations s.lr.'.?ll,eg',' with
the industrial and forestry units, recommending
Local Relationship and manitars projects and programs for the
Commission (CRL) Annual Socio- environmental Investment Plan
and monitaring key social issues and conflicls

in the operaticnal area of each unit

[ FIBRIA'S UNITS

)) Information flow — Higrarchical level

Figure 5 Fibria's sustainability information flow
Source: Author, based on interviwebsite Fi

The governance structure set up by Fibria illustrates its effort to integrate the
sustainability approach from the top hierarchical level down to operations. Moreover,
there are sustainability groups at each level that reinforce the strategies and concepts
related to sustainable management and work to internalize the demands from the

environment, integrating corporate goals with social and environmental issues.
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4.2.3 Understanding the environment

The path to determining where to concentrate efforts is based on intensive study and
communication, as evidenced by the forums, groups and agreements the company is

a member of and by the many tools it employs to map its environment.

f{ € ye feel our environment all the time, we feel our stakeholdersé6 peallthe
time.o(Bob)

Additionally, the development of successful strategies revolves aroundthec o mpany 0 s

ability to understand how its core business is related to the environment it operates in.

A Wh e n wdgrazifiaa Yree Industry,® [we say], because we have an industry
of forest production, sustainable forest production, planted forest is at the core
of our strat e gy . (é¢) and asthescentei ofithidbhbudiness yalue.
(Donald)

fOur competency, our knowledge and the real contribution to the challenges of

the world are allbasedi n our Bolrest . o (

The company goes further in its efforts to understand the relationship between its
business and its environment. Fi b r Maedadity Matrix guides the company6 s
strategies, listingt he mat er i al aspects r el mutifatdtedt o Fi

characteristics are well described in the 2017 Annual Report:

firhe Materiality Process, carried out in 2016, involved analyzing company documents,
consulting sector studies, and benchmarking
were also conducted wit h emémnteandevibhnagriaus grédugs s e n i
of stakeholders. Additionally, a panel formed by specialists outside the company and

an online survey wi t h t he companyéo6s i nter
conducted. All this work resulted in a set of 13 material aspects, listed below and shown

in the matrix in the Indicators Center. In addition to the Long-Term Goals established

by Fibria, the Sustainable Devel opment Goal

5 |dustria Brasileira de Arvore (Ib&)
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pillars, the material aspects guide the development of this Report. @ fi A btlve Report
-Fi briao, 2017)

Once the material aspectsr el at ed t o t he c daugkmEenydérdified per at
managers can learn what the most relevant aspects are that impacttheirst akeh ol der

life. Thus the company can strategically decide which areas it will focus on.

Extending its Materiality Matrix, Fibria employs a value creation model to learn how its
business creates value for itself while mitigating the impact of its operations, thus also
creating value for society. This value creation model is based onthec o0 mp a napit@ls
(tangible and intangible assets capable of generating value and income) and considers
the resources made available by Fibria and the results of the value creation process.
Both results and resources are based on those materials extracted from the Materiality

Matrix that are deemed by Fiflelevarads st akehol

Of the six capitals selected by Fibria, we focused on two that are closely related to the
purpose of this research: fSocial and Relationship Capitald encompasses the value
Fibria generates for society, mostly for the communities surrounding its forests. It also
describes the action Fibria takes to economically develop those communities. fiNatural
Capitalo concerns F i b r activifies to protect the environment as well as all the
environmental resources related to the c 0 mp a acyiviies.

Through this data analysis, we were able to understand how the company includes
different goals in its corporate strategies that are tie in with sustainability concepts. In
breaking d o wn F i sbategies,0te/0 groups of corporate objectives emerged:
competitiveness and risk management. Competitiveness entails all the goals related
to growing its business and becoming more efficient, such as diversification, cost
reduction and productivity increase. Risk management entails the factors (e.g.
operations) the company has to address in order to ensure that its competitiveness is
not jeopardized by unforeseenincidents.Bot h ar e i ntrinsically re

activities in the forest.

Embedded in its institutional environment, Fibria impacts and is impacted by different

constituents. These generate a set of institutional pressures that act on its business.
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Our analysis suggests that there are four relevant groups of institutions that affect
Fi briads busi ntegiobal valmecham,tCER groaps dnd agreements,
local and international governments, and communities. Different demands come from
each of those groups, some of them are more relevant to one group, while others are
put forward by all four groups. For example, all four groups pressure Fibria to manage
its water resources, whereas innovation is more salient for the industry and global

value chain.

In aiming to strategically respond to these demands, Fibria understands that any social
investment made by the company has to be related to its core business. So the
responses to this pressure consist of a set of actions that emerge from its core

business T the forest.

This flow of strategies, demands and responses is represented in Figure 6, where we
showFi br i ads ctegreq the peesseres $ranritainstitutional environment and

the c 0 mp a negpdnses to its environment.
4.3 Fibria’s strategies

In this section, we will look at the categories that guide Fi br i ad s s:
competitiveness and risk management. Here we will illustrate by way of examples
F i b rresponsses and how they are integrated into the c 0 mp a bugiidess strategies

to generate shared value.

4.3.1 Competitiveness

The competitiveness in the global pulp market is fierce, characterized by the existence

resp

of several medium and large players( 1 G| o b a l Pul-p022MBu &kehe 88 19/ r

n.d.) and by the fluctuating pulp price. Pulp is a commodity dependent on prevailing
global prices, which are determined by factors such as - among others - demand,
inventory levels and production capacity (Technavio / EMIS, 2017). Many of the
challenges caused by the marketd sompetitiveness are related to cost control 1
production of the largest amount of pulp at the lowest possiblep r i c e . I n

Annual Report, cost reduction is mentioned as one of the main objectives of its

st r at Seekymaximum efficiency with reduced costs in industrial and forestry
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operatons0 and fAhaving competitive <cosbusinepst hat ]

operatingi n an i ncreasingly coOmBetiartiebgrgi ag |00 b2a0l1 7

In addition to competitive pricing, the industry is pushing companies to be more
innovative, moving towards a bioeconomy ( i | n n o-vCEPI, 0 0 m)..THis trend is
highlighted by the chairman of the board of directors in the 2017 Annual Report:

fi(é) innovation in biotechnology reveals enor mol
that meet new societal demands, with a much friendlier ecological footprint than mineral or
fossil-fuel products. This new low-carbon economy protects native forests, since it is no longer
necessary to rely on native forests to extract the wood that can be produced in forests planted

for this purpose.o(Fibria Report 2017 - Message from the Chairman)

Transformation through sustainability (e.g. diversification through bio products) is a
trend in the paper and pulp industry. Companies have noticed that adopting more
sustainable practices can increase value for the business while tackling social and
environmental issues (Martin & Tojic, 2012). Although this evolution is more advanced
in Europe, where it started out of a necessity to become more productive, companies
in less developed countries such as Brazil and China have followed suit as an
opportunity to maintain their regional leadership position and conform with industry

developments. Donald underlines this trend in the industry:

fOur diversification model (é) is seen as
it is seen as a necessity because they are less competitive.0

Another important aspect of the diversification process regards the challenges posed
by the environment. Brazil is marked by a set of characteristics that do not lend
themselves to innovative development. These shortcomings put Brazilian companies
at a disadvantage when compared to companies in some of the developed markets.
Fibria addresses this issue by looking for innovative capabilities in more developed

markets.
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SOCIAL AND ENVIRONMENTAL INSTITUTIONALDEMANDS
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Figure 6 Fibria's strategies versus demands: value creation
Source: Author, based on interview; Fibria, Annual Reports, 2016, 2017; Fibria, Materiality Matrix 2016, 2017; Fibria,

value creation model, 2017.
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i T h es aerelevant issue, Brazil doesn’t give innovation the [attention] the
United States, Europe and China see. [These countries] have promotion
mechanisms available. [They] have strong, free initiative, and the notion of
start-ups is already well developed. Brazil is very late in these [repects]. We

[Brazil] have a strong forest industry, but we have to form partnerships with

foreign technology companies. [With] those g | o b al i ndustr

maintain our competitive level in [the area of] diversification as well. (Donald)

Fibria understands that its competencies, knowledge, competitiveness and
contribution to the world rest on its forests. Through diversification, the company aims
to use its forests not only for pulp production but also to help counteract climate change
through its planted forests and carbon sequestration. The company goes further by
investing into research to find new applications for wood that can replace fossil
products. This effort is evidenced b y F i bew ibwsidesses in the United Stated,

Finland and Canada i all focusing on new applications for pulp and its byproducts.

Through innovation and technology, Fibria seeks to improve its productivity. Fibria
invests in forest management and is named as an example of a 4.0 industry in the
sector. According to an article published in Valor Econdmico, Fibria is a global
reference in planted forestry. Employing new technologies in its forest management,
the company has had a return of BRL 400 million since 2013, when implementation
started. Forest automation also helps protect the environment, as Fibria recently
applied the new technologies to analyze 350 watersheds that are impacted by its

operations and plan accordingly (Fontes, 2018).

Innovation also helps Fibria to increase its productivity through genetically modified
eucalyptus. The new clones, in combination with forest management techniques, can
help Fibria produce more pulp per hectare. This means lower concentration of land
ownership, optimization of natural resources and increased competitiveness, which in

turn provide higher returns for shareholders ( i St riaRtiebgryi a, 6 2017)

One example of a demand from the environment that is highly important for Fibriad s
constituents is the issue of water resources. Planted eucalyptus is a high consumer of
water. This issue directly affects the communities the company operates in, and this

has become a global environmental issue that engages governments, NGOs and
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industry associations. To address this problem, Fibria has included the fimosaics of
e ucal yipitsudmedt management program. The inception of this technique is

explained by Bob:

fifhe areas are systemic. So we are directly connected with our neighbors, so
[we have] a social and relational perspective, but also an environmental
perspective. What is my neighbor& demand for water? ( é )This issue is
increasingly becoming more important. ( € )n the past, we used to plant two
[close] farms at the same time; in this cycle, all trees were pulling [water] at the
sametime. (Iréstead of planting everything at the sametime, ( é) we
we call a mosaic of trees. You plant here first, then you plan there. Therefore

you balance it ( €,)you get a water consumption line.o

This technique also creates an ecosystem that protects biodiversity while at the same
time protecting Fibria’s plantations from pests, thus reducing its pesticide-related

costs.

A(é) you hawner ma hywatagsheds, grgtected areas, springs,

they are all protected because this creates an ecological corridor for fauna. 0

(Donald)

i é€) but itforhlae besienhes saljulieyforiour eucalymua,t e

creates a diversity of species that reduces diseasesandp e s tBob) o (

In creating this forest mosaic, Fibria is complying with Brazilian law, which requires that
at least 20% of native forest be conserved (Fibria keeps around 34.5%), while at the
same time creating a buffer to protect its eucalyptus, thus reducing costs that would
otherwise be incurred by pesticides, and sustainably managing water resources to
lessen its impact on the surrounding communities. In addressing this issue, Fibria is
also in line with global demands related to environmental protection made by its

institutional environment.

Diversification, cost reduction and productivity increase are intertwined factors in
increasing Fi bri adés compet it iavwemny enwi®nmen@iby ampactful
industry, Fibria faces pressure from different constituents to address environmental

issues. Pursuing both competitiveness and environmental protection, Fibria seeks to
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concomitantly address its constituentsédemands and generate value for its business
and for society. Table 9 summarizes some of Fibria’s environmental goals and the

value created for its business and society.

Table 9
Competitiveness and value creation
Demands Response Value to Fibria Value to Society

A Quantify the i
regional climate and different
types of land use on water A
resources;

A &sbstrate with greater
capacity to retain moisture, daily
monitoring and management of

Less w
abstraction from
natural sources,
reduced

A Mor e
production;

ef fic
Management of

. A Decreased environmental
water water consumption, new ) . .
) ; water to be treated,; impact;
resources technologies for seedling A

Less use A Mitigat

production and use of rainwater A Reduction

for irrigation;

A 1| mepwaterconsumption at
the mills and structured projects
to replace use of water with
effluents.

conflicts related to
overlapping use
of water.

A Reducti

A Ca rdptara and concentration of

A | n e nmetesagsestration from storage (CCS) may be

5.5 million tCO2eq/year in 2011 ' . greenhouse
to 11.1 million tCO2eqg/year in VAVO”Z%S;) |5t2 by rZOeS?’ . gasesin the
Adjustment to 2025 by increasing forest areas climate change are part ¢ atmosphere;
climate change (eucalyptu_s forests and _ of parameters to be A CCS can
e ™It onstock ndexes S0
; (ISE and DJsSI) and T
species. living near

certified (FSC). capture facilities.

) A Reduce
ﬁ\ew Itegh::]orloeieas S Ir%/JS(.r:li)nlﬂgb du ABecome more need for land;
ges, p 9 competitive ascostsare A Reduce

Sustainable more pulp per area; )
reduced,; on local
forestry A Combat forest .
- o A Re damages d communities
management real-time monitoring; : X : .
Alnnovative solutions for tree (physical and financial)  (trucks, _poIIutlon,
: caused by fire; occupation and
transportation. .
fire).
A Innovatiforéreesol A Become mor ﬁansRcitgtignC €
transportation and forest competitive through im a(F:)t on
. management; productivity, cost P e
Innovation X e ; communities;
ADiversification through new reduction and AReduce
products (bio-products). diversification .
environmental
impact.

Source: Author, based on interview; Fibria, Annual Reports, 2016, 2017; Fibria,
Materiality Matrix 2016, 2017; Fibria, value creation model, 2017.
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4.3.2 Risk management

Another category of strategies that emerged from our analysis is risk management.
Fibria® business has a huge impact on the communities it operates in. This impact is
a common characteristic of this industry around the world. Unsustainable pulp and
paper operations contribute to illegal harvesting, human rights problems, social conflict
and irresponsible plantation development. Addressing these issues, Fibria constantly
works towards responsible pulp production by acting to reduce the risks inherent in its
activities. These issues T or, as Fibria puts it, fnegative externalitiesoi are highly
relevant to efficient operations and, if not addressed appropriately, can harm the

companyo0s bus waystkaswillieventuallyy result in financial losses.

Many of the risks addressed by Fibria are related to its communities. Once a large
forest base is established in a specific region, the impact on locals is unavoidable.
Fi briads fsomarysemmiunitigs,aaod most of these areas are rural and
impoverished. The contextual characteristics of Fibriad snvironment generate ample
grounds for a conflict-prone relationship. One of the problems Fibria faces is wood

theft, as reported by Bob:

fin 2011, wood theft was around 600,000 cubic meters of wood; converted into
Reals, this would be approximately BRL 50 to 60 million just in wood loss, not

to mention the reverberations. 0

Although the problem is not entirely resolved today, the amount of stolen wood is much
lower: 52,381 cubic meters. Fibria notes that the numbers bounced back slightly
between 2015 and 2016 as result of the water crisis and the economic recession in
Brazil ( AFor est Ma ririarg @ me n Zhis1sét )of data demonstrates that
Fibria’s strategies to mitigate this specific issue have vyielded relevant results;
nevertheless, it also shows how its strategies can be affected in particular by the
failures of its institutional environment, often beyond the control of any company (e.g.

economic recession).

Fibria® approach to resolving different issues with the communities it operates in is
based on constant dialogue, which is facilitated by groups the company is a member
of, such as The Forests Dialogue, and by internal groups the company assembles to

communicate with locals. Nevertheless, given the number of communities the
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company operates in, Fibria counts on every employee to have the ability to create a
healthy relationship with locals. To achieve this, internalization of the demands made
on the company by its institutional environment and the promotion of a corporate

culture play an important role:

AThe Commun isfTgam R eskeatialitodhe systemd maintenance and
to the businessd success. It is made up of approximately forty people, from
among our own employees and outsourcers. Forty people cand have a
relationship with 250 municipalities and 3,000 communities, but you have a
much bigger team that is present in those areas, which is the Forest
Management Team. They take care, they have this sensibility, because they are
the spokespeople. There is a Community Relations Department, but actually,

we al IBolgre. 0o (

Communication and assessment of how the business impacts communities and how
communities impact the business guide Fibria’s prioritization. This process helps the
company to understand the communities they have a strong interdependent
relationship with and to focus on its social investments. These investments, once
considered mostly philanthropic, have become more strategic, as Fibria integrates

them with its core business.

fFibria used to do philanthropy. [People used to] knock on the door [and say], i
need a school bus, | need support for an event,0and the company signed the
check, [so] the relationship was not based on trustbutonc hec k si gn
Today we donotwiwohr ko ulri kceo n kdsiamty rmoistefsour
investments are related to the business core. What do we know about? We

know about forest, ik@hatwacanpravidelo(Bab) e ,

Based on this rationale, Fibria instigated different projects in order to improve the
economic and social conditions in its communities. For instance, the PDRT?® is a rural
program that reaches 4,000 families in the states of Sao Paulo, Bahia, Espirito Santo
and Mato Grosso do Sul. The program was created to give families the skills to run

their own agricultural enterprises and sought to improve the business environment so

6§ PDRT i Programa de Desenvolvimento Rural Territorial (Rural area development program)
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these f ami | i e s és wbuldsventgly e able to thrive without any third-part
financial support. In 2017, the program has, on average, boosted the famili e iscome
by approximately BRL1,500 ( i Soick iab r i a. Similanly, Fibria)has developed
programs tailored to specific communities such as MST (Landless Workers) and
indigenous communities and Quilombolas. The efforts made to assess the needs of
such culturally and socially different groups have been intense, and the social
investments made by Fibria alone roughly totaled BRL 27.7mi in 2017. The company
has created a network that also invests in its project, and taking these investments into
account, the total rises to BRL 52.8mi. These social and environmental investments
are driven by the need to respond to a series of demands and mitigate the risks to
Fi br i aoss. dhpoagh anderstanding the impact of its business on specific
communities and developing programs that generate income and improve social
conditions, Fibria is able to create value for society and also for its business. Table 10
summarizes some of its programs related to risk management and gives examples of

how value is created for both parties.

Although the return on every one of these social and environmental investments has
not yet been financially assessed, Fibria is able to identify some of these returns. For
instance, the amount of stolen wood has dropped by 95%, and the company has
developed a relationship with its community that has positively impacted its favorability
(the way society sees the company), although its favorability index rating has slightly
dropped - from 72.5% to 70% - between 2013 and 2016. Fibria emphasizes that 2016
was a more economically challenging moment because of high unemployment and a
precarious work environment. Still, Fibria recognizes the need to reinforce its
commitments to society in order to achieve its goal of reaching 80% favorability by
2025.

Addi tionally, Fi br i arnersimaiteypplschainthashélpedtimeg | o c
company to reduce its costs by incurring savings that surpassed USD 30mi in 2016.
The program to recruit local suppliers has created a robust local supplier base that has
reduced the risk of operational stoppage while developing economic growth to the

region.
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Table 10
Risk management and value creation

Demands Response Value to Fibria Value to Society

A F o-Saeimgt ALocally integrated

Program: Fibria production and A 1 ncr e aiscemet oc

encourages rural processing have A Fi nan csifoal re
Regional and producers located reduced Fibria’s costs ~ communities (28% of Fibria's
local near its mills to by more than USD woody is supplied by the
development produce eucalyptus; 30mi in 2016; program);

A Supplier A Create a A Promote |l oca

Development industrial base to development.

Program. guarantee fast supply.

A Promote «

with social
movements (e.g. A Through d
Forest Dialogue); Fibria can anticipate A Ha v ecomrmueication
Campgr ou1 social needs and channels to emphasize social
Settlement Program effectively design needs;
(landless programs; A Move from se
. . community); A Reduce | a housesandintegrate into a
Relationship . L . i
; A Guarani occupation; rural production program;
with L
. Sustainability A Reduce s80 A Support to r
communities e oo - .
Program (indigenous  and damage to Fibria's  indigenous environmental
communities); property; conditions;
A Rural LatA Reduce in A Improvement
Development conflict with conditions through income
Program Quilombolas; increase.
(Impoverished A Reduce wo

communities and
Quilombolas).

A SustainaltA Ant ipoténtala t

reports (e.g. GRI); risks to the business; AAccess to information;
Transparency AgreementA o f 1 uence AKeepdialogue channels
and proactive UN - Global decisions; _ open; -
ole Compact); A Negotiate A Fi&lammigmentto
A Di s carmussi ( relevant constituents; socially and environmentally
(e.g. Forest A oOf f er add responsible operations.
Dialogue). to clients.

Source: Author, based on interview; Fibria, Annual Reports, 2016, 2017; Fibria,
Materiality Matrix 2016, 2017; Fibria, value creation model, 2017.

Those programs also benefit Fi b r iredatioaship with government officials and
customers, who acknowledge Fi bri adés effective approach
(Smith et al., 2017). Fibriad mitiatives are also recognized by awards (e.g. the Exame
Sustainability Award) and stock indexes (DJSI and ISE), which improves the

company6 snage with investors and clients.
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Regarding Fi brea edirgernalieng govelrenents with regard to the
standards and requirements that need to be observed in exports, Fibria recognizes
that its ability to influence is very limited.
Although the company attempts to manage some of those risks [international
government rulings] through risk management programs, they cannot be entirely
eliminated. The occurrence of any of those events could have an adverse impact on

the company's ability to conduct business in existing or developing markets (Fibria
T Risk Factors).

However, Fibria is a member of several international groups and observes national
standards that can provide opportunities to anticipate and negotiate certain pressures.
For instance, Fibria complies with GRI, ISO 14000 and FSC requirements and is
included in the DJSI, all international bodies that require compliance with the highest
standards in forest management, aiming at, for example, risk alleviation and
transparency. Furthermore, Fibria is a signatory to the UN Global Compact, The
Forests Dialogue, the China Sustainable Paper Alliance (CSPA) and New Generation
Plantations (NGP), among other international groups that bring together governments,
NGOs, society and companies to discuss future standards for the industry. These
elements illustrate F i b rappaiodch to transparency through detailed reporting and a
proactive role through participation in several groups in order to anticipate, and

consequently reduce, certain risks.
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5 DISCUSSION

Seeking to develop the propositions we have created, the discussion section is
organized into three sub-sections in which each proposition is further discussed in light
of the data emerged from our single case. The propositions are presented in a structure
that first identifies the relevant institutional groups operating on the company’s global
(P1 and P2) and local (P3) level. Next, we look at the companyd gesponses to
demands exerted by those groups and how its strategies are developed (P4). This
format is in keeping both with our objectives and with the research question (see Table
11).

Table 11
Discussion structure

RESEARCH QUESTION
How does a BrMNE respond to institutional pressures in alocal and global context?

OBJECTIVE

Investigate how an emerging multinational responds to social and environmental demands
exerted by its institutional environment.

SPECIFIC OBJECTIVES

Institutional pressures Organization's strategy
Identify the relevant institutions that pressure Understand how organizations create
companies to respond. strategies to respond.
PROPOSITIONS
Institutional Environment Responses

P1: On a global level, MNEs face institutional
pressures from the industry, international
buyers and international groups/agreements.

P4: MNEs strategically respond to
institutional pressures related to CSR by
P2: Institutional pressures on a global level integrating social and environmental
af fect companonalscallevele s initiatives with their corporate strategy.

P3: In the local environment, MNEs face
institutional pressures from the government
and social groups.

Source: Author
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5.1 The global institutional environment

Operating in a complex global value chain, MNEs are embedded in an institutional
environment with elements that provide stability and guide behavior. These elements
are shaped by rules, norms and meanings that arise from human interaction (Scott,
2014). This interaction, Scott (2014) argues, takes place within groups that have
emerged in society and that are responsible for creating norms and rules and modeling
behaviors that will guide a personé s s dife.i Forl instance, industries and
governments are relevant sources of institutional power in society (Dimaggio and
Powell, 1983). Culture and beliefs ingrained in social groups can also constitute
relevant institutional forces once they have been entrenched to the point where they

are taken for granted.

Those groups hold institutional power and exert different types and degrees of
pressure on organizations, creating demands that they expect these organizations to
abide by. Organizations, for their part, tend to acknowledge demands from groups that
are relevant to their business because those groups can harm the company in different
ways. Still, this flow of demands is extremely complex for MNESs that have to balance
relevant groups operating in their local and global environment. Furthermore, given the
social and economic characteristics of the institutional environment of BrMNES, they
have to cope with institutions that are prone to failure and are not yet stable (Jonathan
P. Doh, 2015).

From our examination of Fibriad #nstitutional environment, four relevant institutional
groups have emerged: government, communities, clients and global value chain and
industry. As relevant we consider those groups that exert strong pressure on Fibria’s
business and have therefore been acknowledged by the company and met with some
kind of response to their demands. F i b rréspo@se to the institutional pressures in
its environment is wide-ranging, encompassing a multitude of approaches. We found
that for the most part, the company negotiates with relevant institutional stakeholders,
trying to accommodate institutional elements. Still, Fibria also tries to retain some
power in its interaction with relevant institutions through its membership in several

groups and associations and thus influencing standards and norms (Oliver, 1991).
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On a global level, Fibria conforms with industry standards through its compliance with
certifications and norms. The normative role of industry standards has been pointed
out by other scholars (Dimaggio and Powell, 1983; Escobar & Vredenburg, 2011). The
industry is also the source of new techniques and practices that are passed along by
the associations. Yin and Zhang (2012) have also noted this role of associations;
however, they argue that it is particularly true for less regulated sectors such as the
textile industry. Conversely, we suggest that associations have a salient role in highly
regulated sectors such as the paper and pulp industry.

Given the characteristics of the industry Fibria operates in, sustainable practices that
mitigate operational impact are extensively disseminated throughout the entire
industry. Yang & Rivers (2009) have found that the gold mining industry has similarly
developed an environment of sustainable practices to alleviate its impact. Furthermore,
the industry exerts strong pressures that have pushed companies to innovate through
diversification. In this case, the sector characteristics (e.g. long production cycle,
competitiveness, environmental impact) plays an important role in driving companies
towards a more sustainable business model that can both increase productivity and
reduce the impact on the environment. In this case, more innovative companies create
a new standard that may be followed by other companies in order for them to remain
competitive, creating, then, a common behavior in the industry. Even though Fibria is
a member of national associations, we found that the pressure exerted by the paper
and pulp industry mostly takes place on a global level, where higher levels of norms

and standards are consolidated.

Also on a global level, Fibria is pressured by its global value chain, particularly by its
clients, who expect Fibria to have sustainable operations with regard to environmental
and social issues. In this value chain, it is paramount for Fibria to hold a set of
certifications that attest to its sustainable operations; furthermore, Fibria’s clients are
also under heavy pressure from their institutional environment regarding social and
environmental responsibility. This pressure drives them to closely assess how Fibria
manages the risks of its operations as they seek to mitigate their own risks.
Consequently, theyi n f | u e n c actiofsiomarldcal 1ével by demanding measures
that lessen Fibria’s operational impact on the local environment, mostly with regard to

social issues. Clientsépressure on organizations has been superficially acknowledged
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by Escobar & Vredenburg (2011). Corroborating our findings, Baskin (2006) found that
larger companies in the global market will comply with social and environmental
standards as per demand of their international clients. In addition, our data suggests
that international clients are also interested in MNE initiatives that are considered
exemplary, in other words, measures that go beyond the requirements (certification,
regulation, laws). Those activities have the power to generate additional value for the
client, as they can serve to enhance the ¢ o mp a ningages by proclaiming its
association with a recognized socially and environmentally concerned supplier. An
enhanced reputation can be a strategic resource and thus generate consumer loyalty
or lead to a premium price, which in turn increases revenue (McWilliams & Siegel,
2011a).

Government, acting on a global level through regulations and laws, is the second
institutional group thathase mer ged as r el e v antltigimporfant to
emphasize that this group6 snpact is barely acknowledged as a source of demands in
the entire range of the CSR and IB we reviewed. Nevertheless, as a multinational
company highly dependent on exports and with subsidiaries in different countries,
Fibriad business depends on those countriesdregulations and laws as imposed by the
respective governments. Non-tariff barriers are common devices in very competitive
global markets, particularly when the industry in question is based on commaodities with
a high environmental and social impact. Developed countries have the highest level of
regulation and are thus likely to be the ones to set the pace in this industry. Companies
in emerging market tend to follow such regulations as they seek to enter those markets.
The case of Fibria clearly demonstrates the company’s dependency on developed
markets and its efforts to be part of a global discussion, predominantly with regard to
environmental issues. However, the company is still at risk if any of its main markets
create a new regulation that it does not comply with 7 to diminish this risk, Fibria is a
member of international agreements and discussion groups to be able to anticipate

and also influence demands.

International agreements and groups that discuss social and environmental issues also
exert pressure on the organization. Companies are likely to associate themselves with
reputable NGOs and other bodies, as such associations can improve their reputation

(Doh et al., 2015). For example, multinationals are increasingly aligning with UNGC
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principles as a tool to enhance their image (Fernando & Almeida, 2012), although some
fail to implement their commitments (Husted & Allen, 2007). Additionally, the UNGC is
also considered a normative influence, as companies use it as CSR guide (Cetindamar
& Husoy, 2007; Perez-Batres et al., 2012, 2010; Runhaar & Lafferty, 2009). Those
groups and agreements provide the elementsthatgui de Fi br i,paftisulagyt r at e
with regard to alignment with the UN Global Compact. However,Fi br i adés dat a s
that companies with a well-developed CSR program will not blindly follow those groupso
and agreementsG g u isdlesteadntleey may, as a reputational tool, demonstrate
how their existing CSR programs are somewhat in line with those groupsé st andar d
Moreover, our data suggests that companies in a leadership position and with solid
CSR programs may try to influence those groups through holding relevant positions in
their committees. Scholars have provided empirical evidence that MNEs can influence
their local environment (Tan & Wang, 2011); however, in our literature review we have
not come across findings that clearly indicate the influence of MNEs in their

international environment.

5.2 The local institutional environment

On a local level, t wo groups exert great pr.dogsas ur e
government and communities. The former demands from the company conformity with
laws and regulations, as expected by most governments, and the governmentd sole in
enforcing laws regarding companiesoresponsibilities in carrying out their business is
already well established in the literature (Young & Makhija, 2014). The relationship with
this institutional group brings a set of challenges for Fibria 1 and any other company
that operates in the country. This is because the institutional failures of an emerging
country manifest in government inefficiencies such as lack of transparency, corruption,
an inability to enforce laws and regulations, poor governance and lack of consistent
economic policies, which creates great uncertainty for any company operating in this
context (Doh et al., 2015). Moreover, the Brazilian context is also marked by poor
infrastructure and high costs (the i Br a z i)} whichocseatés another layer of
challenges for companies and increases the complexity of their relationship with

government officials. In such a context, the company is not only under pressure to
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comply with laws; it also has to create strategies to mitigate the risks resulting from
several voids and is often compelled to fill some of those voids (Doh et al., 2015;
Husted & Allen, 2007). In response to this kind of environment, the company has to be

transparent and put in place governance and compliance programs.

One consequence of such an unstable environment is the prevalence of social issues,
the other great source of pressure the company faces on a local level. Operating in
several rural areas in Brazil where most of the locals are impoverished, Fibria has to
mitigate the impact of its operations on the communities neighboring its forests and
mills. Our findings suggest that this is probably the most complex pressure the
company has to deal with, due to the multiplicity of its aspects, the lack of clear
guidelines and the involvement of many relevant actors. As we have already pointed
out, risk mitigation on a local level isa concernof Fi br i asavsll; itaslparteoh t s
international agreements and group discussion agendas. Furthermore, the social
needs are significantly aggravated by the institutional failures in an emerging market
like Brazil, which creates additional pressure from a government that is interested in
having some of these voids filled. In light of all those aspects, we suggest that
companiesastrategies with regard to social issues are highly influenced by context and
will change depending on the community the company is dealing with. In the same
vein, Reed (2002) posits that local issues will emerge in accordance with the needs of
each community; building on this, Husted and Allen (2006), suggest that there is no
global consensus regarding which issues organizations will have to deal with. We
partially agree with them, as our data suggests that international agreements and
group discussions are a source of guidelines that can create global consensus on what
the relevant social issues are that organizations have to tackle. However, those issues
are broader categories, and there are specific needs within each category that will vary

greatly depending on the specific community.

The assumption that culture and social beliefs delineate the needs of each community
(Scott, 2014) explains the complexity that Br a z i | 0 divergty introduces into
Fi b reffatdts address the needs of the communities it operates in. These findings
reinforce the necessity of looking at CSR as a contextual phenomenon, given the
multitude of aspects that vary depending on national and regional characteristics
(Carroll, 1999; Doh et al., 2015; Fernando & Almeida, 2012; Perez-Batres et al., 2012).
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Regarding the tension between adopting globally integrated versus locally responsive
strategies (Hah & Freeman, 2014), we found that Fibria responds to demands from
institutions on both levels. Fibriad s C SR s t ra@mimsterectby its Agadguarters
in the home country and therefore qualify as globally integrated (Muller, 2006). At the
same time, it is evident that the company seeks to respond to local demands and is
thus in line with what scholars have defined as locally responsive (Husted & Allen,
2006). These results corroborate the findings of Kolk et al. (2010), who have found that
companies operating in China follow both strategies. We also see a link between our
results and those of Cruz and Boehe (2010), who found that French companies
operating in Brazil under corporate shared value principles adopt globally integrated
strategies that also suit local demands, which may suggest that operating under the
shared value concept may facilitate the adoption of both strategies.

5.3 Designing responses through strategic CSR

The literature on institutional theory has been expanded to accommodate an
alternative explanation of how companies deal with institutional pressures from their
environment. For a long time, it was assumed that companies blindly conform to
institutional demands, creating an isomorphic environment under pressure of
normalization and bureaucratization (Dimaggio and Powell, 1983; Meyer & Rowan,
1977). However, the field has evolved since then, and scholars have acknowledged
that organizations are capable of responding creatively and strategically to institutional
pressures (Oliver, 1991; Scott, 2014). Analyzing the case of Fibria, we were able to
assess how organizations design strategies to respond to social and environmental
demands from their institutional environment. Furthermore, we also assessed how
organizations create strategies that provide responses to demands from specific
institutional groups while at the same time creating opportunities to maximize the

or gani zpeofit (Baronp26€01) and create shared value (Porter & Kramer, 2011).

Fi b rrespoises to institutional pressures are based on an intense and evolving
process of defining its core business, mapping its environment and learning from it and
internalizing demands from relevant groups throughout its corporate structure. Such a

systemic approach supports the company in the integration of institutional demands
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and business strategies, creating favorable conditions for maximizing its profit and

generating value through CSR.

Once Fibria had defined the forest as its core business, it became clear that its
competitiveness and risks lay in the forest and the impact generated by operating in it.
Through different methodologies and tools, Fibria is able to determine how to provide
specific responses to the most relevant groups that impact and are impacted by its
operations. Focusing on specific initiatives designed for relevant institutional groups
and integrating them into its corporate strategy, Fibria strategically manages its CSR

practices (Vallentin & Spence, 2018).

Our data suggests that strategies to respond to those demands can be proactive or
reactive. At first, the responses will likely be reactive, as the company will not have
enough information to anticipate a specific need. As the company develops a process
of learning about and internalizing demands, it can anticipate risks and assess the
opportunities inherent in them; then it will be able to create integrated strategies to
prevent pressures from arising while maximizing value for its business (Porter &
Kramer, 2014; Reinhardt, 1999).

These findings bring a new perspective to MNEséresponse to sustainable development
pressures by reconciling two divergent positions. Regarding the argument that MNEs
are not capable of voluntarily responding to sustainable development demands
(Rugman & Verbeke, 1998), we agree that initially, institutional forces will drive the
c 0 mp a megpdrsse. Nevertheless, we also posit that, as an MNE& management
evolves, it may perceive the opportunities inherent in responsiveness to sustainable
development and become more proactive - and instead of adopting certain strategies
to satisfy institutional forces, it will do so because there are convincing arguments,
such as the recognition of sustainable practices as a source of competitive advantage
(Escobar & Vredenburg, 2011; S. Hart & Milstein, 2003). Case in point: Fi br i aé s
approach to native forest preservation and water resource management was initially
entirely reactive to laws and regulations; however, as the company realized the
opportunities those practices could bring to its business, they were expanded beyond

the minimum required.
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The evolving process of assessing such opportunities and creating integrated
strategies r el i es on t he ¢ omp a n yirstdutioaab deinandsyandt o i
create a structure capable of designing strategies that will tackle those demands. Fibria

has established an organizational culture based on a clear purpose, placing
sustainability at the center of its business. This position is made evidentby Fi br i ad s
certifications, acknowledgements and awards for being an exemplary sustainable
company. The company has developed a governance structure designed to
communicate external demands throughout its decision-making levels, down to the
operational level. Those groups are responsible for communicating relevant
information to operational actors so that social and environmental demands can be
integrated with the company® business strategies and deliver environmental, social

and economic benefits simultaneously (Escobar & Vredenburg, 2011).

By having a clear definition of its core business, being aware of the needs imposed by
its environment, collecting and analyzing external information and following tested
methodologies, Fibria has been able to develop strategies that can generate social and
corporate value. This is possible in particular because Fibria focuses on relevant
groups and seeks to align its responses to demands from its institutional environment
with its core business (Baron, 2001; Porter & Kramer, 2014). This linkage opens up
opportunities for both sides. For example, in response to industry pressure to be
innovative and cost-effective in order to remain competitive, Fibria focused on its core
business, developing new technologies that diversified product application, mitigated
the environmental and social impact by reducing the need for land, water and
electricity, increased productivity and generated positive elements that enhance its
reputation and create additional value for its clients. Similarly, Fibria has captured
corporate value through its social programs, which has reduced risks and generated
better economic conditions in the regions the company operates in. Our findings
corroborate those of Escobar and Vredenburg (2011), who have found, looking at the
oil and gas industry, that business-level strategies such as risk and cost reduction can
offer a competitive advantage based on process innovation. Nevertheless, we extend
their findings by positing that competitive advantages can be achieved through means
other than innovation processes, such as by addressing social issues and creating a
better business environment, which in turn leads to cost reduction and a productivity

boost.
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Fibria has developed strategies to respond to institutional pressure within the three
areas laid out by Marquis & Raynard (2015): relational, infrastructural and socio-
cultural. The relational and socio-cultural areas are the ones that have emerged as the
most important to Fibria, as it has to address complex issues related to community
conflicts. Fi b r i a 6 s inghese greashas not only sought to mitigate social and
environmental impact, they have also improved F i b r busingss environment by
providing economic development for the surrounding communities (Doh et al., 2015;
Khanna & Papepu, 1997). According to F i b r reparts and stated goals, its CSR
program is intended to evolve in order to strategically respond to the most relevant
social and environmental issues t h a't affect t he < &ibtip dasy 6 s
developed a number of methodologies and learned to integrate its CSR and business
strategies to tackle some of the institutional pressures exerted on its business. At the
same time, the company has managed to generate economic value from these
activities (Vallentin & Spence, 2018), to seek profit maximization through cost
reduction, productivity and product diversification (Baron, 2001; Reinhardt, 1999) and
to improve the economic and social conditions in the environment it operates in,

creating value for its business and for society (Porter & Kramer, 2011).
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6 CONCLUSION

This research aimed to understand how a BrMNE responds to social and
environmental demands exerted by its institutional environment. In order to address
this objective, we first focused on the identification of relevant institutions in the
companyo6s i nst it ultidimportahttoeamsiderrthatBrividliBstoperate
in a complex global environment and have to cope with global and local institutional
demands that will certainly impact on their business. On a global level, relevant
institutions were identified as providers of norms, regulations and guidelines that will
most likely be acknowledged and followed by the organization. The reason for this is
that relevant constituents such as international clients act on a global level. The
characteristics of Fi bareiamaitmgortabtdastor m €reasing a n d

higher dependency on global-level institutions.

At the local level, BrMNEs operating in industries with substantial social and
environmental impact will face strong pressure from the government through laws and
regulations while at the same time having to respond to social demands, particularly to
those from communities that are directly impacted by their operations. Since they are
part of a global value chain, some of the institutional groups at the global level will be
highly concerned with BrMNEsGoperations at the local level; therefore, organizations
will also respond to global pressures in their local environment. Taking into
consideration that BrMNES operate in a context characterized by institutional failures,
the complexity of demands increases, as it is expected that organizations fill some of
the voids in their institutional environment, not only as a result of pressure from

institutions but also because it is essential to their operations.

Integrating elements of institutional theory, international business and corporate social
responsibility, we analyzed how BrMNE create strategies to respond to the demands
exerted by their institutional environment. Taking into account that organizations are
developing and evolving in their management approach, scholars have suggested that
multinationals will strategically respond to institutional pressures. We therefore argue
that BrMNES are also capable of developing strategies that both provide responses to

relevant institutional groups and generate value to their business.
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Once we identified the relevant institutions that pressure companies to act and the
elements necessary for a strategic response to social and environmental demands, we
were able to understand how a BrMNE responds to institutional pressures at the local

and global level, thus addressing our research question.

In order to strategically respond to institutional pressures, organizations integrate CSR
business strategies. To do so, they must have a clear understanding of their core
business and, following from this, should identify the factors that most impact their
business as well as the constituents that are most impacted by their business. It is
paramount for them to identify the relevant institutions that create the greatest impact
and have considerable power t o (¢oastituentdalee con
identified, dialogue and communication are essential in negotiating the demands to be
addressed. Organizations should then internalize these demands and effectively
design strategies that are integrated with their business strategies. It is important that
they have an internal structure capable of disseminate the demands and finding the
convergence between business goals and institutional demands. Still, this process is
cyclical and ever-evolving. Organizations have to constantly map, assess and study
their environment. This is particularly true for emerging contexts, where society still

shapes the elements that characterize their institutional environment.

Going further, we identified specific types of responses BrMNESs have at their disposal
to tackle social and environmental demands while creating shared value. Companies6
responses to institutional pressures that are related to environmental issues can be a
source of competitive advantage by providing the means for diversification, cost
reduction and greater productivity. We also found that the strategies a BrMNE designs
to respond to institutional pressures at the local level will be mostly related to risk
management, which can likewise generate value for the business and society through

local economic development and the improvement of public policies.

6.1 Contributions to theory and practice

This study contributes to bridging neo-institutional theory and CSR strategies in

international business. The focus on BrMNESs extends the scant literature on emerging
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markets (Pisani et al., 2017; Shinkle & Spencer, 2012), particularly with regard to the
Brazilian context. It also provides findings that delineate those companiesoéstrategies
in coping with local and global institutional demands, thus respondingt o s c hod
for studies that address such issues (Hah & Freeman, 2014). Ultimately, we provide
an empirical example of how institutions can affect BrMNEs and how those
organizations develop strategies to respond to institutions (Campbell, 2007; Chih et
al., 2010; Hah & Freeman, 2014).

Our data suggests that BrMNEs, in a learning process, will initially be driven by
institutional demands and may, once they have assessed the inherent opportunities to
increase competitiveness, become more proactive in adopting CSR practices. This
finding creates a bridge between Rugman and Verbeke (1998), who found MNEs to
be unable to voluntarily adopt CSR, and the suggestion that MNEs may adopt CSR
strategies not in response to institutional forces but because of persuasive arguments
(Escobar & Vredenburg, 2011; S. L. Hart & Milstein, 2003).

This study contributes to the extension of some previous research. In contrast to Yin
and Zhang (2012), who suggest that industry associations play a relevant role in less
regulated industries, we found that their role can also be salient in highly regulated
sectors such as the paper and pulp industry. Additionally, we found that MNEs can
create strategies to influence institutions on a global level, while the articles consulted
in our review provide evidence of MNEsGinfluence on a local level (Doh et al., 2015;
Tan & Wang, 2011).

Furthermore, we extended Reedd $2002) and Husted and Allené $2006) findings by
positing that there is a global consensus regarding social issues once international
agreements and group discussions, such as the UNGC, develop guidelines that are
increasingly followed by organizations. We partially agree with their findings, as social
needs are still contextual, and specific responses will vary according to each
community®o6s i @Qurbndiygs also aswggest shat BrMNE can achieve a
competitive advantage by developing a better business environment, which expands
Escobar and Vredenburg's (2011) findings in the oil and gas industry, where only
innovation, as the basis of cost and risk reduction, was found to be a possible source

of competitive advantage.
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Regarding strategic CSR, we also provide examples of response strategies to social
and corporate needs that can tackle the over-inclusiveness of what may be considered
shared value creation, and we extend the CSV literature by providing examples to
describe social value (Vallentin & Spence, 2018). As we demonstrate the integration
of Fi br i apwe alsotcantabiute i anadrnvestigation of the competitive aspects
inherentint h e ¢ o mp a-mela@dacti@tR(McWilliams & Siegel, 2011b).

Our research also confirms some findings in the literature. For instance, we confirm
that larger companies in the global market will find in their international clients a strong
institutional force to develop specific strategies to mitigate risks caused by social issues
(Baskin, 2006). MNEsbd CSR-related initiatives that go beyond norms, laws and
standards can also generate additional value to clients, since an enhanced reputation
can constitute a strategic resource and thus generate consumer loyalty or lead to a

premium price and increased revenue (McWilliams & Siegel, 2011a).

Our research also lends itself to guiding ma n a g eppsach to CSR, since we
demonstrate the opportunities that sustainable practices can offer in creating
competitive advantages. Moreover, companies facing similar environmental and social
issues can draw on our research for an overview of practices and outcomes. The case
of Fibria can be a benchmark for a strategic CSR approach in terms of the process the
company employs to assess institutional demands and internalize and design
strategies. Managers can certainly use our research as a guide on how CSR can be
strategically managed, creating social and economic value.

6.2 Limitations and future agenda

This study has some limitations to be considered. Although we provide findings that
can extend the literature, it cannot be generalized, given the specificity of a single case
study. Additionally, Fibria operates in an industry that is intrinsically tied in with social
and environmental issues, highly regulated and very competitive, which can create
particular conditions that influence its CSR program. Finally, our research had access
to only two interviewees i we sought to mitigate this limitation by resorting to a

considerable amount of secondary data in order to guarantee internal validity.
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We have a few recommendations for future studies that can enrich the literature of
institutional theory, CSR and IB. Our initial assessment of how a BrMNE creates
strategies to respond to institutional pressures can be further developed to provide a
framework for the strategic management of CSR (Husted & Allen, 2007). As our study
focused on the demands of relevant institutions, it was unlikely to spot non-conformity
with those demands. Future studies may give theoretical and empirical attention to
conditions resulting from non-conformity with institutional demands (Oliver, 1991).
Future studies can also develop this research further by investigating the same issues
through different methodologies, such as multiple-case studies and surveys. Finally,
guantitative studies are better suited to assessing the impact of applying strategic CSR

to companiesoperformance (Baron, 2001).

Furthermore, considering the contextuality of CSR, particularly with regard to social
issues, we suggest different single case studies that are able to assess particularities
in depth in a variety of contexts (countries, regions, industries and value chains). Such
research can make a rich contribution to extending the literature on CSR, strategy, IB
and Business Ethics. Moreover, coupling neo-institutional theory with other theoretical
perspectives has the potential to expand the possibilities of investigating different

nuances of this phenomenon.
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APPENDICES

APPENDIX A i Research protocol’

1. Background
1.1 Identify previous research on the topic
1 Literature background on neo-institutional theory and corporate social
responsibility.

1.2 Define the main research question being addressed by this study
1 How does a BrMNE respond to institutional pressures in alocal and global
context?

2. Design
2.1 ldentify whether single-case or multiple-case
1 Single case study. Holistic, single unit of analysis (Yin, 2009).

2.3 Describe the object of study
1 BrMNE with extensive CSR program.

2.4 ldentify propositions

1 P1: Onaglobal level, MNEs face institutional pressures from the industry, from
international buyers, and from international groups/agreements.

1 P2: Institutional pressuresonag | o b al | evel af fectonax ompa
local level.

1 P3: In the local environment, MNEs face institutional pressures from the
government and social groups.

1 P4: MNEs strategically respond to institutional pressures related to CSR by
integrating social and environmental activities with their corporate strategy.

3. Case Selection
1 Extensive CSR initiatives.
1 Accessibility to interviews;
1 Secondary data availability.

4. Data Collection

1 Data collected through interview, reports, websites, newspapers, articles.

71 Data collected in stages. First a set of secondary data was collected, which
provided the basis for developing the semi-structured interview script. The
second set of data emerged from the interview and was triangulated with the
first and third set of data.

91 Data collected during the interview was recorded (audio) and stored in digital
media with the intervieweesoéconsent.

7 Adapted from Brereton, P., Kitchenham, B. A., Budgen, D., & Li, Z. (2008, June). Using a Protocol
Template for Case Study Planning. In EASE (Vol. 8, pp. 41-48).
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1 All collected data was stored in specific folders and categorized using suitable
software.

6. Analysis
1 Organizing files, codifying, creating categories and re-codifying, creating
connections, reorganizing categories, integrating data.

7. Plan Validity Tactics
1 Triangulate data (primary and secondary).
1 Use third-party secondary data (e.g. from NGOs, government, market and
consultancy reports and websites).

8. Limitations

1 The studyd $éimitations were assessed and will be laid out in the appropriate
section.
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APPENDIX B i Semi-structured interview script

(continue)
Objectives Aspects Remarks Interview Approach Theory
Ice breakin Time of
and 9 Respondentd s employment; (1) Name, position and time with the company. X
; . background Understanding (2) Have you worked with CSR programs before?
introductions .
of the topic
Definition; L Caprar and Neville (2012);
Soennciratluc:”r;zttrigcr:]t Attributes: |(21|t)) rci:ao’?UId you talk about what sustainability means for Carroll (1991); Carroll (1999):
P Relations ' Garriga & Melé (2004)
Meaning and ; .
adoptiog of Industr CSR practices; (2) Could you talk about the industry approach to CSR? (Czr(])';]f)t al. (2010); Scott
CSR yo . CSR projects; (3) Do you think there are preferences for certain types ' .
understanding; ) S Perez-Batres et al. (2012);
. Areas of interest of CSR initiatives? ; :
Differences and . : Yang and Rivers (2009);
R (social x (4) What guides those preferences?
similarities . 27 oL Escobar and Vredenburg
environmental) (5) What is important to thrive in this industry? (2011)
Legal
requirements to
Laws. rules gdsor\p:tacer:g;h' Escobar and Vredenburg
Identify ' C PP 7 (1) Could you talk about the companyd motivation to (2011);
o norms, values; Regulations; - .
institutional e adopt CSR practices? Hah and Freeman (2014);
Global demands Certification; . . . k
elements X local demands ~ Compan - Attention to pressures, influences and actor involved. Husted and Allen (2006);
p. y DiMaggio and Powell (1983)
values;
Financial
pressure
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APPENDIX B

Semi-structured interview script (continued)

Objectives Aspects Remarks Interview Approach Theory
(1) Who are the people involved in the decision making?
(2) How does the company relate to its community? Is
there prioritization?
(3) Is there any conflicting relationship between the
company and its stakeholders?
Direct (4) How are investments planned? Are there any other
Stakeholders t parties involved (e.g. Grupo Votorantim)?
(industry, clients, g(r)vern:nfag" nt (5) Can you assess the return on those investments? Garriga and Melé (2004); Xun
Identify shareholders, Peeiisr:ri,ents? (6) How do CSR initiatives supportthec o mp a ny 6 s (2013); Husted and Allen
relevant government); Cc?mmunit ' business with other countries? Are there barriers and (2006); Baron (2001); Yin and
institutions Local demands d d /r¥ee gs: Pressures particular to your target market? Zang (2012); Perez-Batres et
versus global cmanas/needs, (7) Could you explain how the international market al., (2010)
demands shareholderso relates to CSR practices (e.g.: social and environmental
demands
demands, relevant stakeholders)?
(8) How do Fibria's international subsidiaries affect its
CSR strategies?
(9) Fibria is involved in several groups and agreements
related to CSR; could you comment on that? Why are
they important? Who is involved?
How does Avoidanpe; l\_lon— (1) Do you see the company as an innovator regarding
the company confqrm|ty with CSR practices? Could you talk more gbout this? _
position itself o certain (2) Does the company work _closely Wlth the government  Scott (2014); Chih et al.
to respond Positioning demand_s;_ to respond to social and environmental issues? (Explore  (2010); Escobar and
to Adaptability; further.) o Vredenburg (2011)
pressures? Influence; New (3) Is the company active in local or global
' standards environmental/social board committees?
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APPENDIX B

Semi-structured interview script (concluded)

Objectives Aspects Remarks Interview Approach Theory
(1) The company says it applies the principles of
shared value creation in its strategy. Could you explain
CSR disseminated what SVC means for the company and how it is Husted and Allen (2006);
How does implemented? '
throughout the . . . Escobar and Vredenburg
the company ) (2) How does the company communicate its actions to i
. CSR strategy company; CSR . (2011);
relate it CSR . A its employees? .
. and business communication; . . . Hah and Freeman (2014);
practices to (3) Which other key departments are involved in CSR .
; strategy CSR . Porter and Kramer (2011);
Its corporate impact/performance; strategies? Baron (2001); Vallentin &
strategy? pact/p " (5) How are Fibria's stakeholders involved in its !
Return : Spence (2018)
strategies?
(6) What are the perceived benefits the company
derives from its sustainable approach? How does it
impact the company's competitiveness?
To cover aspects relevant to the .
Conclusion company not considered by the Would you like to comment on any other relevant X

researcher.

aspects of Fibria's approach to CSR?
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APPENDIX C i Invitation letter

CARTA CONVITE PARA ENTREVISTA ACADEMICA

o |
1

Estou desenvolvendo uma pesquisa de dissertacdo sobre responsabilidade social corporativa sob a
orientaggo da Profa. Dra. Maria Tereza Leme Fleury. O projeto visa compreender como uma multinacional
adota praticas R5C lidando estrategicamente com diversas demandas e pressdes. A perspectiva de uma
empresa multinacional exemplar na adocdo dessas praticas € essencial para complementar os dados
dessa pesquisa.

Levantei informacdes, e o caso da Fibria & excepcional para os objetivos de minha dissertacdo. Gostaria
de solicitar sua colaboracdo com uma entrevista para complementar alguns dados. Esta deve ser répida,
(com duracdo entre 45-60min} e pretendo compreender como a Fibria Celulose enfrenta tais desafios e
como 8 adocdo de suas praticas esta relacionada com a estratégia da empresa.

Preferencialmente, gostaria que a entrevista fosse presencial, podendo ser agendada em hordrio e local
de sua conveniéncia. Os dados fardo parte de um trabalho de dissertacgo em administragdo de empresa
que sera divulgado no website da instituicdo e podera ser publicado em revistas académicas. A pesgquisa
atenderd ao codigo de ética da Fundacio Getulio Vargas gue garante a confidencialidade do entrevistado
£ da empresa.

Desde ja eu agradeco e aguardo seu retorno.

Pablo Ledo
Mestrando — FGYW/EAESP
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APPENDIX D1 Consent form
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