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Abstract

We blend the institutional and social identity theories to explain why foreign companies may endure a differentiated
treatment compared to domestic ones. We extend the “liability of foreignness” (LOF) reasoning to the moral domain.
Using a survey experiment in Algeria and France, we examine whether observers judge similarly or differently the same
ethical and unethical practices by manipulating the doers’ origin. Each treatment corresponds to a specific combination
of company behavior (ethical vs. unethical) and company origin (no origin mentioned vs. domestic origin vs. foreign
origin). We found that company origin matters for the ethical and some unethical scenarios. However, the foreignness
consequences in the moral domain are not always consistent with a simplistic application of LOF-based arguments,
leading us to consider a more complex picture than initially expected. In the Algerian sample, we found that foreign
companies can even benefit from an advantage compared to domestic ones.
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Introduction knowledge and experience of the host-markets compared
to local companies. Costs resulting from relational hazards
arise because of higher intra-organizational costs (parent—
subsidiary relation) and inter-organizational costs (firm
. : > and suppliers, partners, competitors’ interactions) (Denk
acknowledged that' domestic and forelgn companies are o 51 2012; Eden and Miller, 2004). The discriminatory
not always treated in same way. Interestingly, the seminal 1,145 reflect the costs incurred and revenues forgone by

work of”Zaheer (1995), who coined the “liability of for- ¢ forejon companies because of discriminatory treatment
eignness” (LOF), emphasized that multinational compa- o oot country stakeholders. Both unfamiliarity and
nies can be seriously disadvantaged in foreign markets.

The LOF includes the
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relational hazards are assumed to decrease over time by
building trust and market knowledge.

Interestingly, anecdotal evidence supports that many
foreign companies endure a differentiated and unfavorable
treatment in host countries compared to domestic counter-
parts. For instance, in some countries, some hightech com-
panies have been the victims of a prejudicial and
well-orchestrated campaign of negative publicity. This dis-
advantage becomes even more obvious when one consid-
ers that domestic counterparts were not delivering better
services on the incriminated points, but remained unscathed
during the public scrutiny (Chang, 2013; Ro, 2014). In
United States, the European companies Alstom and
Siemens have been more harshly sanctioned for their
wrongdoings than domestic counterparts (Riché, 2016).
Although when they are implemented for a long time and
have developed adequate capabilities and adhered to local
institutional norms, foreign companies might suffer from a
discriminatory treatment. Our study aims to address theo-
retically the why of this outcome and test experimentally
whether this foreign toll affects moral judgment by manip-
ulating only one variable across treatments, that is, the
firm origin.

Inspired by the work of Ro (2014) (see also Dabic et al.,
2014, for a review of the theoretical foundations of the
research on the strategy of multinational companies), we
blend the institutional theory and social identity theory to
show how the foreignness status, especially in the context
of a corporate crisis, impacts differently the legitimacy of
involved companies according to their perceived origin.
We expose the rationale by which foreign companies are at
a higher risk of losing legitimacy and test it thanks to a
simple and conservative experimental design on the moral
dimension of the foreign toll. Given the myriad of factors
at play and the quasi-impossibility of running a natural
experiment, isolating the specific effect of foreign origin
on moral judgment is challenging. In this article, we make
a first step in this direction. We focus on the sensitiveness
of moral judgment of ethical and unethical actions at the
company level to a possible LOF effect.

We examine whether lay observers judge similarly or
differently the same ethical (e.g., corporate social responsi-
bility [CSR] initiatives) and unethical actions (e.g., corrup-
tion, pollution) when the doers are domestic companies or
foreign ones. We use an experimental survey instrument that
involves the random manipulation of the company origin,
helps us eliminating confounding factors, and decreases the
likelihood that participants infer what the research question
is. Exploring the simple effect of origin on moral judgment
is important because it can strongly influence the ease of
obtaining and maintaining the “social license” to operate.
Beyond compliance with formal regulations, companies fre-
quently need this “license.” Moreover, public reactions are
likely to impact other crucial decisions for the company
operations such as obtaining necessary authorizations and

permits, recruiting, or getting resource access (Haslam
et al., 2019; Prno & Slocombe, 2012).

Our contributions are fourfold. First, on the theoretical
and conceptual dimension, we mobilize the institutional
and social identity theories to clarify why foreign compa-
nies are likely to endure a discriminatory treatment, espe-
cially in a crisis context, regardless of their efforts to
conform to the local institutional conditions. Our study
adds to the existing literature by addressing more specifi-
cally the identity-based dimension of the LOF, without
ignoring the capability-based dimension that has benefited
from more research. Second, we also enrich the small and
emerging literature on the effect of origin (LOF) in the
ethical or moral domain (e.g., Crilly et al., 2016; Maher &
Singhapakdi, 2017). We extend the LOF to the moral
domain by adopting a social intuitionist perspective to
investigate how onlookers judge similar actions by similar
doers that only differ by their origins. Third, on the meth-
odological dimension, we suggest that simple and eco-
nomical experimental designs (Croson et al., 2007; see
also Barreiros Porto & Da Silva Soyer, 2018, for an appli-
cation to foreign considerations related to brand naming)
allow to investigate the identity-based dimension of LOF.
More precisely, in order to investigate a possible effect of
foreignness-related concerns on moral judgments, partici-
pants were randomly assigned to various treatments and
exposed to a domestic-sounding company denomination, a
foreign-sounding company denomination, or a neutral
company denomination (i.e., without any indication
regarding the company origin). This experimental strategy,
where only one parameter is modified, allows to detect
whether the manipulated variable has any causal impact on
participants’ judgment. To our knowledge, the potential of
the experimental method has not been applied to examine
the possible effects of foreignness on moral judgments. We
found empirically that the foreign status does not system-
atically constitute a toll, leading us to consider a more
complex picture than initially expected. In some contexts,
the foreign status can even become an advantage, but this
outcome is far from systematic and deserves further inves-
tigations. Fourth, we achieve our study in two countries, a
developing country and a developed one. A first survey
experiment was conducted in Algeria considering French
companies as foreign ones. To date, most studies on for-
eignness have considered developed countries. In Algeria,
several domestic and foreign companies have CSR prac-
tices and are also involved in scandalous behaviors that
question their legitimacy. Moreover, using Algerian par-
ticipants enriches the analysis by partially addressing the
concerns raised by not studying human nature only on the
basis of Western, educated, industrialized, rich, and demo-
cratic (WEIRD) samples (Henrich et al. 2010; see also
George et al., 2016). Nevertheless, in order to avoid driv-
ing conclusions based on such a unique sample and given
the specific, paradoxical, and not-so-old relationship
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between the former colony, Algeria, and the colonizer,
France, we conducted a similar survey in France consider-
ing Chinese companies as foreign counterparts. Indeed,
Algerian companies are not common in France and we
posit that considering Chinese ones is much more realistic
and appropriate.

The remainder of the article is organized as follows.
Section “Theoretical framework and main hypotheses”
explains conceptually how judgment of ethical and unethi-
cal behaviors is likely to be influenced by the company’s
origin and formulates two main hypotheses. Section
“Experimental design” describes the empirical strategy.
Section “Results and implications” provides the main
results, discusses them, and draws some policy and mana-
gerial implications. Section “Conclusion” concludes and
indicates paths for future research.

Theoretical framework and main
hypotheses

Following Ro (2014), we blend the institutional and social
identity theories to explain why legitimacy is more diffi-
cult to maintain for foreign companies compared to domes-
tic ones, especially in case of an organizational crisis. The
institutional theory asserts that the legitimacy of a com-
pany is a crucial issue, even more when this company is
suspected or accused of unethical behaviors. A useful dis-
tinction is between pragmatic legitimacy, based on the
self-interested calculations of a company’s constituencies,
and cognitive legitimacy, based on taken-for-grantedness
such as a shared culture (Suchman, 1995). Scholars have
widely used the institutional theory to explain how the for-
eignness status impacts the legitimation process (Kostova
et al., 2008; Kostova & Zaheer, 1999; Ro, 2014). Several
researchers (Hymer, 1976; Mezias, 2002; Zaheer, 1995;
Zaheer & Mosakowski, 1997) have found convincing evi-
dence that companies setting up operations abroad are at a
disadvantage relative to domestic companies with respect
to several aspects of doing business.

The LOF lies on gaps in institutional logics between
foreign and domestic companies. By adapting and con-
forming to local institution norms, companies, regardless
of their origin, increase their legitimacy (DiMaggio &
Powell, 1983; Meyer & Rowan, 1977). The increasing glo-
balization and the presence of foreign companies in host
countries since decades allow them to develop specific
capabilities and adjust their institutional logics. As a result,
the existing gaps between foreign companies and host
environments are narrowed (Kostova et al., 2008).! Despite
this isomorphic convergence between domestic and for-
eign companies, constituencies in host countries continue
to distinguish and treat differently companies according to
their domestic or foreign origins (Kostova & Zaheer,
1999). Consequently, it seems obvious that other legiti-
macy-related factors relevant to foreign companies are not

well taken into account in the traditional institutional the-
ory (Kostova et al., 2008; Ro, 2014).

A convincing argument that goes beyond the prevailing
explanation in the institutional framework is offered by the
social identity theory (Ro, 2014). The social identity the-
ory posits that individuals are naturally inclined to identify
and categorize individuals (including themselves) or com-
panies on the basis of similar and dissimilar attributes with
certain groups (Tajfel & Turner, 1985). This social identi-
fication and categorization simplify the surrounding world
by proposing an in-group versus out-group dichotomy
(Hogg & Abrams, 1998) but can be manipulated (Lequin
et al., 2019). In-group favoritism and out-group prejudice
are assumed to be inevitable consequences of this catego-
rization. Entities belonging to the same group tend to
downplay (exaggerate) the harmful actions of fellow group
members (out-group members). At the same time, they
exaggerate (downplay) the beneficial actions of in-group
members (out-group members) (Ma et al., 2012). A natu-
ral, salient, and socially constructed criterion of categori-
zation of companies in the host country is to distinguish
them according to their national origins (Hogg & Terry,
2000; Ro, 2014; Salazar, 1998) argues that this identity-
based social categorization leads individuals to develop
perceptions, attitudes, and behaviors toward foreign com-
panies that are different from domestic ones. Consequently,
the foreign and domestic groups are legitimated on differ-
ent grounds.

Ro (2014) argues that foreign companies can reach sim-
ilar levels of pragmatic legitimacy than domestic counter-
parts by acquiring or developing adequate capabilities. At
the same time, foreign companies suffer a deficit in cogni-
tive legitimacy, due to their foreign status. Hymer (1976)
anticipated this outcome more than 40 years ago:

National firms have the general advantage of better
information about their country: its economy, its language, its
law, and its politics. To a foreigner, the cost of acquiring this
information may be considerable. But note that it is a fixed
cost (. . .). Of a more permanent nature is the barrier to
international operations arising from discrimination by
government, by consumers, and by suppliers. (. . .) What is
important is the fact that in given countries, foreigners and
nationals may receive very different treatment. (emphasis
added; pp. 34-36)

Under normal circumstances, the reached level of prag-
matic legitimacy is enough to allow the operations of for-
eign companies and sustain profitable transactions with
constituents. Nevertheless, in the case of an organizational
crisis, the identity-based legitimacy is more solicited than
the capability-based legitimacy. Indeed, a crisis context
pushes stakeholders to reassess the legitimacy of involved
companies, using the nationality as the most prominent
and salient attribute (Ro, 2014). Given that the organiza-
tional resilience results mainly from cognitive legitimacy
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and much less from pragmatic legitimacy, the relative defi-
cit of foreign companies in cognitive legitimacy exposes
them to a higher vulnerability to negative events. This
shortcut through identification clearly puts the foreign
company at a legitimacy disadvantage. Individuals in the
host country “become less motivated to search and process
information that may mitigate the negative-impression
building process after the crisis (. . .) and rather allow the
bias about foreign firms dictate the judgment.” Unlike for-
eign companies, domestic counterparts enjoy a more
favorable treatment, as an in-group member, and are eval-
uated with a different and more forgiving standard.

Given our interest in understanding how outside observ-
ers will judge the same (wrong)doing by foreign compa-
nies and domestic counterparts, we briefly expose and
situate the social intuitionist perspective on moral judg-
ment to draw our main hypotheses. Moral judgments can
be defined as evaluations (good vs. bad) of the actions or
character of a person or entity that are made with respect to
a set of virtues held to be obligatory by a culture (Haidt,
2001). From a rationalist perspective, moral judgments are
caused by conscious moral reasoning and reflection, a pro-
cess that involves careful, rational thinking and the con-
sistent application of general moral rules or principles
(Kohlberg, 1969). This model has been challenged by the
social intuitionist perspective that posits that most moral
judgments are often not made on the basis of a conscious
reasoning but are the result of quick, automatic, intuitive,
and affective processes. Moral intuitions correspond to
“the sudden appearance in consciousness of a moral judg-
ment, including an affective valence (good-bad, like-dis-
like), without any conscious awareness of having gone
through steps of searching, weighing evidence, or infer-
ring a conclusion” (Haidt, 2001, p. 818). These automatic
evaluations (intuitions) are strongly influenced by social
and cultural factors and moral reasoning frequently occurs
ex post in order to rationalize the intuition-driven judg-
ments. Even if they are almost irrelevant to the situation
being judged (Haidt, 2001, 2007; Reich et al., 2020), con-
textual or situational factors, such as the victim origin, the
language used to describe the situation or the way in which
it is formulated (Geipel et al., 2015; Hayakawa et al.,
2017), can subconsciously interfere with moral judgment.
In our specific context, we posit that moral judgment by
local audiences of a host country can be unduly influenced
by the domestic versus foreign origin of the judged com-
pany. In the case of organizational crisis, this possibly dif-
ferentiated judgment will challenge the legitimacy of the
company and question whether a given company will get
and retain its “social license to operate” (Nielsen, 2013).?

Based on the preceding discussion, we formulate our
main hypothesis:

Hypothesis 1: The origin of a company impacts the
moral judgment of its actions. For an ethical action,

moral judgment will be less positive for a foreign com-
pany, compared to its domestic equivalent. For an
unethical action, moral judgment will be more severe
and disadvantageous for a foreign company, compared
to its domestic equivalent.

Moreover, according to the category diagnosticity the-
ory (Skowronski & Carlston, 1989), people form impres-
sions of others by categorizing others as either good or bad
based on diagnosticity judgments. Some behaviors can be
more useful for making certain judgments about others, as
they can provide more information about a person than
other behaviors. When processing information and form-
ing impressions of people, negative information is consid-
ered more useful than neutral or positive information
because they are more diagnostic (Baumeister et al., 2011;
see also Ahluwalia, 2002). For example, to be judged as
bad, doing few bad things can be enough, whereas to be
judged as good, a person must be good all the time.
Consequently, regarding the valence of behaviors, bad has
a stronger impact on human brains than good. This “nega-
tivity bias” corresponds to the tendency to assign negative
behaviors more salience in perception, more weight in
judgments and assessments over positive ones and
“respond to them more strongly” (Pfarrer et al., 2010, p.
1135). Folkes and Kamins (1999) assert that the “negativ-
ity bias” individuals experience when evaluating peoples’
moral actions also applies to their evaluation of compa-
nies’ behavior. They argue that

immoral actions are more diagnostic of negative traits than
moral actions are of positive traits (. . .) Information that a
firm has acted in an unethical way should provide stronger
evidence of the firm’s characteristics than does information
that a firm has acted in an ethical way. (Folkes and Kamins,
1999)

Therefore, we formulate our second hypothesis:

Hypothesis 2: The discrepancy in judging a foreign and
a domestic company is more pronounced for unethical
actions than for ethical CSR ones.

Experimental design

We use an experimental survey with a 2 X 3 between-sub-
jects factorial design (Table 1). Each treatment corre-
sponds to a specific combination of company behavior
(ethical vs. unethical) and company origin (no origin men-
tioned vs. domestic origin vs. foreign origin).

To ensure a high level of realism, we designed company
denominations that explicitly evoke their origins (Verlegh
& Ittersum, 2001). Each questionnaire includes three sce-
narios (Weber, 1992) that are related to the three basic
dimensions of CSR: economic, social, and environmental.
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Table I. Experimental design.

Control treatment
No mention of origin

Treatment 2
Foreign origin

Treatment |
Domestic origin

Ethical behaviors N-E
Unethical behaviors N-U

D-E F-E
D-U F-U

Short stories about hypothetical situations allow the con-
trolled manipulation of the unique relevant variable (e.g.,
company origin through its denomination) while retaining
contextual realism. The findings frequently exhibit good
internal and even external validity if they are perceived as
real and plausible to the respondents (Finch, 1987). Each
participant is confronted to a unique treatment combining
either three ethical or unethical behaviors performed by
either a company without any mention of its origin or a
domestic company or an obviously foreign company. For
sake of comparison, the considered cthical behaviors are
the refusal of similar unethical behaviors: (1) accepting
bribes, (2) making loud and unpleasant noise that disturbs
the neighborhood because it is profitable, and (3) selling
customers’ personal data without their consent. Even if
this strategy deprives us from some insights, in order to
preserve a reliable comparison basis, we decided to select
a do-no-harm action rather than a do-good action (see
Crilly et al., 2016). These scenarios correspond to realistic
situations in the considered host countries, namely, Algeria
and France. They mimic cases that are frequently reported
in Algerian newspapers regarding the wrongdoings or
good deeds of companies operating in the country. For
instance, Algeria has been repeatedly ranked among coun-
tries with important levels of corruption affecting all
domains of everyday life (Boyer, 2017; Cheriet, 2013;
Jolly, 2001). In order of importance, we expect Algerian
participants to be more sensitive, in order of importance, to
bribery, illegal sale of personal data, and finally noise pol-
lution (Catlin et al., 2017). The scenarios used in France
are similar, except regarding the adjustment of monetary
values. After reading the scenarios, respondents in both
countries were asked to judge the morality of the presented
behaviors on a 7-point Likert scale, ranging from 1 (com-
pletely moral) to 7 (completely immoral). Consequently, a
lower note indicates a more favorable judgment.

The scenarios were pretested on a sample of individu-
als, who were not included in the final sample to improve
understanding and readability. We notably enhanced some
terms and formulations that were likely to be misunder-
stood and kept a reasonable length. We also assessed
whether the domestic and foreign sounding denominations
of companies’ names work well. In both countries, indi-
viduals were solicited on a voluntary basis to respond to a
paper and pencil questionnaire. The Algerian question-
naires were administered on a random basis to a conveni-
ence sample in Algiers, in French, which is commonly

used in everyday life and business. A total of 382 individu-
als (64% men, 34% women) completed questionnaire in
February 2019, with a mean age of 36 years. The French
survey was conducted in Avignon (South of France) in
October and November 2019 among a convenience sam-
ple, composed of 245 individuals approached on a random
basis (41% men, 59% women) with a mean age of 29 years.
Even if convenience samples raise suspicions among some
scholars, this view is not always justified, especially when
the researcher is interested in examining how a population
of lay observers will express a moral judgment on a given
behavior. For instance, Mullinix et al. (2015) performed
two studies of how experimental treatment effects obtained
from convenience samples compare to effects produced by
population samples. Their results “reveal considerable
similarity between many treatment effects obtained from
convenience and nationally representative population-
based samples.” They argue that their results “bolster con-
fidence in the utility of convenience samples.”

In order to test the effect of company origin on moral
judgment, we used three treatments (Table 1), namely, a
control treatment (T1) with a company but without any
mention of the company origin, a treatment T2 mention-
ing in each scenario a company with an obviously domes-
tic denomination, and a treatment T3 mentioning in each
scenario a company with an obviously foreign denomina-
tion. In the Algerian study, while the domestic denomina-
tions were KADDOUR.DZ, ALGERIE MATERIAUX, and
DJAZAIR.COM, we chose French sounding denomina-
tions as foreign ones (i.e., DUPONT.FR, FRANCE
MATERIAUX, FRANCE.COM) as the majority (18.4%°%)
of foreign companies doing business in Algeria originate
from France (2124 companies in 2018). However, the
legacy of the French colonization and the deadly
Liberation War that led to the Algerian independency may
affect moral judgment of Algerian citizens regarding
French companies, but in an ambiguous and paradoxical
way. On one hand, France remained a long time in Algeria
and profoundly influenced the Algerian culture. As a
result, French companies share similarities with Algerian
companies, such as the use of the French language in
many day-to-day operations and a legal system inspired
from the French one. On the other hand, French compa-
nies may be discriminated through the use of the Arabic
language in official documents, because of religious ele-
ments in everyday life of Algerian individuals and may
suffer from the negative image due to the colonial past.
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Table 2. Mean responses for each scenario by treatment and type of behavior (ethical vs. unethical): Algerian sample.

Ethical behaviors

Unethical behaviors

Scenario T1: neutral T2: Domestic  T3: Foreign Scenario TI: neutral T2: Domestic  T3: Foreign
name (N=60) name (N=60) name (N=60) name (N=71) name (N=60) name (N=71)

Not bribing 1.66 2.55 2.56 Bribing 4.57 4.85 4.76

Not making noise  1.75 1.9 1.61 Making noise 4.87 4.73 4.45

Not selling 1.31 1.83 1.46 Selling personal 5.26 5.6 4.90

personal data data

Table 3. Mean responses for each scenario by treatment and type of behavior (ethical vs. unethical): French sample.

Ethical behaviors Unethical behaviors

Scenario TI: neutral T2: Domestic T3: Foreign  Scenario TI: neutral T2: Domestic T3: Foreign

name (N=39) name (N=39) name (N=40) name (N=39) name (N=47) name (N=4I)

Not bribing 248 1.53 1.87 Bribing 5.38 5.31 5.46

Not making noise 1.53 1.23 1.72 Making noise 5.94 5.42 5.78

Not selling personal 1.20 .17 1.9 Selling personal  6.87 6.95 6.65

data

data

Hence, we cannot predict how the French-Algerian legacy
will impact the moral judgment of behaviors of French or
Algerian companies by Algerian residents. In the French
study, the domestic companies’ denominations were
exactly the same as in the Algerian study (i.e., DUPONT.
FR, FRANCE MATERIAUX, FRANCE.COM). However,
for the foreign companies’ denominations, we chose
Chinese sounding ones (WANG, CHINA _MATERIALS,
and SHENZHEN.COM). Indeed, a symmetric design of
the Algerian study would be awkward given that, unlike
Chinese companies, Algerian ones are not common in
France.

Results and implications

The mean responses regarding moral judgment of (un)ethi-
cal behaviors by treatment are provided in Tables 2 (Algerian
sample) and 3 (French sample). We also report the signifi-
cance of a multiple hypotheses testing (Tables 4 and 5) using
the MHTEXP procedure developed by List et al. (2019).
First, our hypothesis H1 is partially supported: while
moral judgment is found to be different according to com-
pany origin in the case of ethical behaviors, foreign com-
panies are not necessarily judged less positively, compared
to domestic ones. In addition, the results are different
across samples. In the Algerian sample, the neutral denom-
ination is judged more favorably than the others. For the
refusal of bribes, the foreign company is judged as the
domestic one (2.56 vs. 2.55; adjusted p value=.95), and
less favorably than the neutral company (2.56 vs. 1.66;
adjusted p value=.016). As for the refusal of making noise,
all companies are judged almost similarly (1.75, 1.9, and
1.6; all p values are not significant). Regarding the refusal

to sell personal data, the neutral company is judged as the
foreign company (1.31 vs. 1.46; p=.509) but more favora-
bly than the domestic one (1.31 vs. 1.83; adjusted p
value=.07). In the French sample, however, the results are
quite different. For the refusal of bribes, the neutral
denomination is associated with harsher moral judgment
(2.48) compared to both the foreign origin (1.87; adjusted
p value=.106) and domestic one (1.53; adjusted p
value=.015). Regarding the refusal to make unpleasant
noise, the results are consistent with the LOF hypotheses,
since foreign companies (1.72) are judged less positively
than domestic ones (1.23) and the multiple hypotheses
testing suggests that this difference is close to the conven-
tional level of statistical significance (adjusted p
value=.106). Finally, regarding the refusal to send per-
sonal data, the results are also consistent with the identity-
based discrimination hypothesis, since foreign companies
are judged less positively (1.9) than neutral (1.20) and
domestic ones (1.17) and these differences are significant
when controlling for multiple hypotheses testing (p=.028).
In sum, the identity-based predictions are supported for
two scenarios out of three in the French sample.

Second, our hypotheses H2 stating that the discrepancy
in judging a foreign and a domestic company is more pro-
nounced for unethical actions than for ethical CSR ones is
not supported. Unlike ethical scenarios, the multiple
hypotheses testing shows that there is no significant differ-
ence in terms of moral judgment of unethical actions.
Moreover, this result holds in both studies, in Algeria and
France. In other words, when it turns to unethical prac-
tices, it seems that individuals, in both Algeria and France,
do not give much importance to the company origin. An
exception to the previous results relates to selling personal
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Table 4. Results of the multiple hypotheses testing regarding the effect of origin on moral judgment (Algerian sample).
Compared Ethical behaviors Unethical behaviors
treatments/
scenario Difference p values Difference p values
In means In means

Unadjusted Adjusted Unadjusted Adjusted
Bribing/not bribing
Tl vs. T2 0.883 .008 .02 0.272 373 .650
Tlvs. T3 0.9 .009 0lé 0.183 .549 777
T2vs. T3 0.016 .959 .959 0.089 777 777
Making/not making noise
Tl vs. T2 0.15 541 541 0.169 .576 .576
Tlvs. T3 0.133 .524 739 0.452 .087 203
T2vs. T3 0.283 211 420 0.282 325 499
Selling/not selling data
Tlvs. T2 0.516 .028 .07 0.308 291 291
Tlvs. T3 0.15 .509 .509 0.390 197 .325
T2vs. T3 0.366 131 226 0.698 015 .039
Table 5. Results of the multiple hypotheses testing regarding the effect of origin on moral judgment (French sample).
Compared Ethical behaviors Unethical behaviors
treatments/
scenario Difference p values Difference p values

in means in means

Unadjusted Adjusted Unadjusted Adjusted
Bribing/not bribing
Tl vs. T2 0.948 .005 .015 0.065 863 .863
Tlvs. T3 0612 .060 .106 0.078 839 .966
T2vs. T3 0.336 .285 .285 0.144 .685 913
Making/not making noise
Tlvs. T2 0.307 .06 .134 0.523 .088 200
Tlvs. T3 0.186 492 492 0.168 572 572
T2vs. T3 0.494 076 .106 0.354 228 376
Selling/not selling data
Tl vs. T2 0.025 .842 .842 0.276 .098 219
Tlvs. T3 0.694 014 .028 0.213 134 227
T2vs. T3 0.720 .012 .028 0.062 73 73
data in the Algerian study for which we found a significant Table 6. Descriptive statistics regarding variables used in
difference between treatments T2 and T3 albeit opposite to ~ estimation (Algerian sample).
our identity-based prediction. Indeed, a foreign company v Ethical Unethical
is judged less severely (4.90) than a domestic one (5.6) scenarios  scenarios
(adjusted p value=.039).

Moreover, we also run ordered probit estimations in M SO M D
order to examine the effect of the company origin on moral Age (continuous) 37.73 901 3453 14.80
judgment controlling for individuals” age, gender, educa-  Gender (Binary,= | if male) 076 042 054 049
tion level, and income. Some descriptive statistics are pro- Education Educ. | (Reference) 0.14 034 031 046
vided in Tables 6 (Algerian study) and 7 (French study). (Categorical)  Educ. 2 0.18 0.38 038 048
Estimation results are presented in Tables 8 and 9 for the Educ. 3 0.68 046 031 046
Algerian study and Tables 10 and 11 for the French study. Income/month Cat. | (Reference)  0.07 025 035 047
We also report marginal effects for outcome 1, correspond- ~ (Categorical)  Cat. 2 0.56 049 038 0.48
ing to the most favorable judgment (completely moral). Cat. 3 037 048 027 042

Overall, the results of our estimations are rather consistent
with those obtained using the multiple hypotheses testing.
Below, we analyze the results in relation to each hypothe-
sis, considering the Algerian study followed by the French

For the variable Education, Educ. | to 3 refer to Baccalaureate or less,
between | and 3years in university, and 4years in university or more,
respectively. For Income/month, Cat. | to 3 refer to <30,000DZD,
between 30,000 and 80,000 DZD, and >80,000 DZD, respectively.
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one. The results related to socio-demographic variables do
not allow to draw clear-cut regularities and are inconclu-
sive. In order to avoid further complicating matters and
obscuring the discussion, we reported the raw results, but
we do not discuss them in detail.

In the Algerian study, our estimations suggest that com-
pany origin has an impact on moral judgment for both ethi-
cal and unethical practices. Regarding ethical behaviors, on
one hand, not bribing is perceived to be relatively less moral
for a domestic (T2) and foreign (T3) company compared to

Table 7. Descriptive statistics regarding variables used in
estimation (French sample).

Variable Ethical Unethical

scenarios scenarios

M SO M SD
Age (continuous) 28.67 10.70 29.22 10.58
Gender (Binary,= | if male) 038 050 044 049
Education Educ. | (Reference) 0.09 029 0.12 032
(Categorical)  Educ. 2 043 049 046 0.50
Educ. 3 048 0.50 042 049
Income/month Cat. | (Reference) 0.26 044 028 045
(Categorical) Cat. 2 042 049 034 047
Cat. 3 032 046 038 048

For the variable Education, Educ. | to 3 refer to Baccalaureate or less,
between | and 3years in university, and 4years in university or more,
respectively. For Income/month, Cat. | to 3 refer to <€500, between
€500 and €1,500, and >€1,500, respectively.

the neutral company (T1). Marginal effects suggest that par-
ticipants are 22.1 (respectively, 24) percentage points less
likely to choose the most favorable judgment when the com-
pany is foreign (respectively, domestic) compared to the neu-
tral treatment. On the other hand, not selling personal data is
judged as less moral for a domestic company, compared to a
neutral one. Participants are, indeed, 19.4 percentage points
less likely to choose the most favorable judgment in this case
when the company is domestic, compared to the neutral
treatment. Regarding unethical behaviors, our estimation
suggests that foreign companies are judged less severely
than neutral companies (T1) for both making noise and sell-
ing personal data. In terms of marginal effects, Table 9 shows
that participants are 39.9 (respectively, 38.8) percentage
points more likely to pick the most favorable judgment
regarding making noise (respectively, selling data) when the
company is foreign, compared to the reference treatment. In
sum, similar to the multiple hypotheses testing, our hypoth-
esis H1 is partially supported in the Algerian study, since
company origin is found to be significant in some cases, but
not in the direction predicted by the identity-based LOF.
Moreover, our hypotheses H2 is not supported, since we did
find support that discrepancy in judging a foreign and a
domestic company is more pronounced for unethical actions
compared to ethical ones.

Hence, unlike our identity-based LOF predictions,
we found in some scenarios an advantage for foreign
companies compared to domestic ones in Algeria. These
unexpected effects can be due to development degree of
the foreign country compared to that of the host country

Table 8. Ordered probit estimation of the effect of company origin on moral judgment by scenario (Ethical behaviors—Algerian

study).
Variables Not bribing Not making noise Not selling data
Coefficients and  Marg. Effect  Coefficients and  Marg. Effect = Coefficients and  Marg. Effect
significance (outcome |) significance (outcome 1)  significance (outcome |)
Firm origin  Neutral (Ref) - - - - - -
Domestic 0.613%** —0.240%** 0.113 -0.042 0.662** —0.194**
Foreign 0.566** =0.221%* -0.167 0.062 0.193 -0.053
Age 0.005 -0.002 -0.001 0.000 -0.001 0.000
Gender —0.394%* 0.155%* —0.578%** 0.223%#* -0.281 0.080
Education Educ. I (Ref) - - - - - -
Educ. 2 -0.141 0.054 0.439 -0.170 0.858* -0.278
Educ. 3 -0.012 0.004 0.417 -0.152 0.813* =0.191**
Income Cat. | (Ref) - - - - - -
Cat. 2 -0.302 0.118 —0.889** 0.331** —1.040%* 0.292%
Cat. 3 -0.306 0.118 —0.860** 0.302%* —1.090** 0.256%*
Number of observations 180 180 180
Log likelihood -231.79981 —-202.08977 —-144.94392
LR Chi2(8) 14.08* 16.48+* 16.27+*
Pseudo-R? 0.0295 0.0392 0.0531

For the variable Education, Educ. | to 3 refer to Baccalaureate or less, between | and 3years in university, and 4years in university or more,
respectively. For Income/month, Cat. | to 3 refer to <30,000DZD, between 30,000 and 80,000 DZD, and >80,000 DZD, respectively. ***, ** and

* refer to parameter significance at the 1%, 5%, and 10% levels, respectively.
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Table 9. Ordered probit estimation of the effect of company origin on moral judgment by scenario (Unethical behaviors—

Algerian study).

Variables Bribing Making noise Selling data
Coefficients and  Marg. Effect  Coefficients and  Marg. Effect = Coefficients and  Marg. Effect
significance (outcome 1)  significance (outcome I)  significance (outcome |)
Company  Neutral (Ref) - - - - - -
origin Domestic 0.091 -0.003 -0.142 0.008 0.195 -0.003
Foreign 0.003 -0.000 —0.399** 0.026* —0.383%** 0.009
Age 0.016%+* —0.000%** 0.01 |*#* —-0.000%* 0.005 -0.000
Gender —0.328%** 0.013* —0.297** 0.016* -0.085 0.001
Education  Educ. | (Ref) - - - - - -
Educ. 2 -0.240 0.010 -0.315% 0.019 -0.086 0.001
Educ. 3 -0.021 0.000 -0.236 0.014 -0.028 0.000
Income Cat. | (Ref) - - - - - -
Cat. 2 —0.425%* 0.020* 0.156 -0.008 0.004 -0.000
Cat. 3 -0.088 0.003 0.155 -0.008 -0.243 0.006
Number of observations 201 201 201
Log likelihood —-357.73388 —358.45082 —-337.138l
LR Chi2(8) 23.74%%% 17.84%* 11.23
Pseudo-R? 0.0321 0.0243 0.0164

For the variable Education, Educ. | to 3 refer to Baccalaureate or less, between | and 3years in university, and 4years in university or more,
respectively. For Income/month, Cat. | to 3 refer to <30,000DZD, between 30,000 and 80,000 DZD, and >80,000 DZD, respectively. ***, ** and
* refer to parameter significance at the 1%, 5%, and 10% levels, respectively.

Table 10. Ordered probit estimation of the effect of company origin on moral judgment by scenario (Ethical behaviors—French

study).
Variables Not bribing Not making noise Not selling data
Coefficients and  Marg. Effect  Coefficients and  Marg. Effect  Coefficients and  Marg. Effect
significance (outcome I)  significance (outcome |) significance (outcome 1)
Company  Neutral (Ref) - - - - - -
origin Domestic —0.834%¢* 0.293*+* -0.404 0.130 0.316 -0.069
Foreign —0.656%* 0.236** 0.252 -0.086 0.992%* —0.242**
Age -0.025 0.009 0.004 -0.001 —0.062* 0.012%*
Gender 0.013 -0.005 0.188 -0.063 -0.065 0.013
Education  Educ. | (Ref) - - - - - -
Educ. 2 -0.368 0.137 0.328 =0.111 1.028 -0.230
Educ. 3 —0.839%* 0.308** 0.020 -0.007 0.393 -0.082
Income Cat. | (Ref) - - - - - -
Cat. 2 0.224 -0.085 -0.415 0.136 -0.141 0.028
Cat. 3 0.230 -0.088 -0.636 0.198 0.210 -0.045
Number of observations 118 118 118
Log likelihood -139.65587 -100.80518 -76.031247
LR Chi2(8) 21.67%F* 11.28 2| .54k
Pseudo-R? 0.0720 0.0530 0.1241

For the variable Education, Educ. | to 3 refer to Baccalaureate or less, between | and 3years in university, and 4years in university or more,
respectively. For Income/month, Cat. | to 3 refer to <€500, between €500 and €1,500, and >€1,500, respectively. ***, ** and * refer to

parameter significance at the %, 5%, and 10% levels, respectively.

that can interfere with identity-based LOF effects.
Companies from developed countries can be perceived
as applying higher ethical norms than domestic counter-
parts in developing countries, regardless of location
(Grolleau & Mzoughi, 2005). Possible wrongdoings can
be perceived as the result of domestic pressures,

transforming unethical behaviors into normal ways of
doing things locally. Interestingly, several Algerian
managers (informal debriefing after the survey adminis-
tration) indicated that foreign companies are often con-
taminated by the business-as-usual methods of domestic
counterparts.
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Table 1. Ordered probit estimation of the effect of company origin on moral judgment by scenario (Unethical behaviors—

French study).

Variables Bribing Making noise Selling data
Coefficients and  Marg. Effect  Coefficients and  Marg. Effect  Coefficients and  Marg. Effect
significance (outcome |) significance (outcome |) significance (outcome 3)
Company Neutral (Ref) - - - - - -
origin Domestic 0.075 -0.003 —0.54 1** 0.022 —-0.481 0.012
Foreign 0.151 —-0.006 -0.295 0.011 -0.296 0.007
Age 0.059%#* —0.002** 0.013 -0.000 0.044%* -0.000
Gender 0.000 -0.000 —0.409** 0.015 -0.128 0.002
Education  Educ. | (Ref) - - - - - -
Educ. 2 0.450 -0.020 -0.493 0018 -0.083 0.001
Educ. 3 0.693** -0.030 -0.619* 0.025 0.010 -0.000
Income Cat. | (Ref) - - - - - -
Cat. 2 0.268 -0.011 0.385 -0.011 —0.847** 0.028
Cat. 3 -0.284 0.014 0.297 -0.009 —1.209%** 0.046
Number of observations 127 127 127
Log likelihood —194.94685 -183.69156 —77.685593
LR Chi2(8) 26.73%%F* 18.21%* 14.94**
Pseudo-R? 0.0642 0.0472 0.0877

For the variable Education, Educ. | to 3 refer to Baccalaureate or less, between | and 3years in university, and 4years in university or more,
respectively. For Income/month, Cat. | to 3 refer to <€500, between €500 and €1,500, and >€1,500, respectively. Notice that marginal effects for
selling data are computed for Outcome 3 given that no respondent picked levels | and 2. *¥* ** and * refer to parameter significance at the 1%,

5%, and 10% levels, respectively.

In the French study, the results reported in Table 10
(respectively, Table 11) suggest that company origin has
an impact on the moral judgment of the refusal to bribe and
sell personal data (respectively, making noise). Indeed, not
bribing is found to be more moral for foreign and domestic
companies, compared to the control treatment (neutral ori-
gin). In terms of marginal effects, not bribing by domestic
(respectively, foreign) companies is 29.3 (respectively,
23.6) percentage points more likely to be judged as com-
pletely moral, compared to the neutral treatment. However,
regarding not selling data, foreign companies are judged
less positively than the neutral treatment. The refusal to
sell personal data by foreign companies is found to be 24.2
percentage points less likely to be judged as completely
moral. On the opposite, regarding making noise, domestic
companies are judged less severely, compared to the con-
trol treatment. In sum, our hypothesis H1 is also partially
supported in the French study, given that company origin
is found to significant in some cases, but without being
systematically consistent with identity-based LOF predic-
tions. Again, our hypothesis H2 is not supported.

Given the surprising nature of our findings, let us specu-
late on some explanations. Ma et al. (2012) argued on empir-
ical ground that in-group favoritism is extended to out-group
members who share a similar culture. In their words, “con-
sumers project their national identity to the similar nations”
and are more willing to buy foreign products from culturally
similar countries.” They are ‘“‘semi-in-group” members,
unlike culturally different countries who are treated as out-
group members (Ma et al., 2012; see also Mendoza et al.,

2019, about the variations in the LOF according to the geo-
graphical focus of internationalization). Moreover, experi-
mental evidence supports a negative relationship between
social distance and positive and cooperative behavior
(Ahmed, 2007). Following this line of reasoning, we assume
that the effect of foreignness on ethical judgment is moder-
ated by the cultural distance between the country of origin of
the foreign company and its host country. This factor could
be the reason why individuals in the Algerian study judge
less severely foreign affiliates from France, a country that is
culturally close and has strong historical ties with Algeria,*
while the situation is different for French participants when
judging Chinese companies. Moreover, French companies
are likely to benefit from a positive moral image attached to
the perception of their operations in France, especially com-
pared to the negative moral image of Algerian companies.
Consequently, they can even be viewed as victims of the
domestic environment (isomorphic pressures) that contami-
nates them by forcing them to adopt questionable practices.
In these specific circumstances, we suggest that this foreign
identity can generate a positive moral discrimination. Our
study stresses the need for further research and suggests that
much remains to be achieved by considering how foreign-
ness affects various dyadic relationships, mixing, for
instance, cultural distances and development levels for the
host and foreign countries considered.

As suggested above, it seems relevant to consider the
role of the development level differential (between the
host country and the foreign country) on ethical judgment.
At the individual level, the same (un)ethical behaviors
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performed by an individual are likely to be weighted and
judged differently as a function of his income characteris-
tics (Olson et al., 2016). If we apply the same reasoning to
multinationals, the same un(ethical) choices performed by
a foreign subsidiary will be judged differently as a func-
tion of the level of income of its country of origin. Indeed,
various groups of countries can be distinguished notably
(but not exclusively) according to their development level
(e.g., G7, G20) and this parameter can interact with the
foreignness status to generate more nuanced in-group and
out-group members (see also Mendoza et al., 2019).

In short, our experimental results suggest that the effect
of foreignness in the moral domain can be more complex
than initially expected. It constitutes an important exten-
sion of identity-based foreignness issues in line with the
recent contributions stressing the double-edged nature of
foreignness (Edman, 2016; Taussig, 2017). In the moral
domain, being foreign can constitute an asset for some
companies, when the foreignness pushes host residents to
be more lenient with foreign companies that make an ethi-
cal misstep and a liability for others when the foreignness
pushes host residents to be more severe with foreign com-
panies that make an ethical misstep. In some cases, it can
make sense to emphasize the foreign origin, whereas in
other circumstances, it can be more appropriate to remain
discreet regarding this origin. This categorization is not
definitively fixed and can evolve over time and across
domains. We argue that all foreign companies are not cre-
ated equal before the moral judgment of host citizens.
Their moral judgments are likely to be situation- and per-
spective-dependent. Rather than adopting a one-size-fits-
all approach, extending the effect of foreignness to the
moral domain requires a case-by-case examination. Some
likely candidates have been suggested such as the overlap
level between the two considered origins (e.g., shared his-
tory, common language, or religion) where some foreign
companies may have both in-group and out-group charac-
teristics, while other foreign countries are more considered
as completely out-group members. The development level
of the origin country and its overall moral image can also
serve as indicators of how moral transgressions will be
considered in the host countries, either as the result of the
contamination by local counterparts or as an identity fea-
ture. A practical implication of our results is that signaling
directly the origin of a company, though its denomination
is not a choice without consequences. This decision,
regardless of other considerations, can sometimes influ-
ence subsequent moral judgment of its behaviors, and indi-
rectly its perceived legitimacy and license to operate.

Conclusion

The present research is a first step in examining the effect
of identity-based foreignness on moral judgment. It con-
tributes to the LOF literature in several ways. First, our
findings suggest that the origin of the company affects

moral judgment of both ethical and unethical behaviors,
but not necessarily as predicted by a simplistic application
of the LOF argument. In the Algerian context with French
companies, cthical actions are judged more favorably for
neutral and foreign companies than domestic ones. We
speculated that this effect can be related to the perceived
morality of companies in their country of origin, making a
wrongdoing more likely to be perceived as the result of a
contamination by the local environment. Nevertheless, this
result in favor of foreignness does not hold when consider-
ing Chinese companies in a French context, suggesting the
effects of foreignness are certainly more complex than ini-
tially expected, especially when various combinations of
development levels are intertwined. Our results also raise
issues regarding the judgment of unethical behaviors as it
is more lenient for foreign companies compared to domes-
tic ones. To the best of our knowledge, our findings are the
first to suggest that the identity-based LOF effects in the
moral domain can be reversed in some contexts, particu-
larly when the foreign company corresponds to a devel-
oped country operating in a developing country. This
finding is consistent with recent contributions emphasiz-
ing the possible advantages in some circumstances of
being foreign (e.g., Edman, 2016; Taussig, 2017).
Nevertheless, we caution the reader to not over-generalize
from our results before considering other combinations of
countries and alternative empirical methods. Moreover,
our results apply only to the ethical domain, regardless of
other considerations. When the capability- and identity-
based LOF effects are examined at a more aggregate level,
it is likely that the often-cited finding of the literature, that
foreign companies are disadvantaged, remains supported.

Our research also suggests a preventive, innovative, and
low-cost strategy, namely the company denomination, to
get more favorable moral judgments regarding ethical/
unethical behaviors, ceteris paribus. For instance, an addi-
tional finding of the Algerian study is that getting a neutral
denomination—in the sense of not suggesting a given ori-
gin for the company—can be a good way to get more
favorable moral judgments related to ethical actions, cez-
eris paribus. This finding has potentially important impli-
cations for choosing denominations for both domestic and
multinational companies who want to do business in
Algeria (Farrow et al., 2018). In other words, managers
have to be very careful when choosing the company
denomination, beyond obvious marketing considerations.
Rather than simply choosing a domestic or foreign sound-
ing name, we suggest to test various denominations without
ignoring the permanence of this effect over time. Once
again, managers work with words and choosing an ade-
quate denomination can be a good way to get more favora-
ble moral judgments related to ethical/unethical actions, at
least in some environments.

Our survey experiment has several limitations. We con-
sidered only two host countries but a larger sample with
more combinations of host and foreign countries is a natural
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extension to get more generalizable findings. In addition,
we do not measure moral judgment in a real-world situation.
Other parameters are also likely to interfere and influence
how company origin and foreignness will impact judgment
and performance such as the company size or family dimen-
sion (Fernandez-Olmos et al., 2016). Extending the analysis
to non-profit organizations can also enrich the analysis
regarding the effects of foreignness. Data from a well-
designed lab or field experiment where onlookers are incen-
tivized to judge and punish offenders can refine the analysis
and reinforce our study validity. Moreover, investigating
some moderating variables (e.g., presence duration of the
company in the host country) will allow us to enrich the
analysis. Rather than providing definitive replies, our con-
tribution constitutes a stepping stone that paves the way to
further research on this fascinating topic.
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Notes

1. Several scholars argue that companies operating abroad
may transform their relations with local communities “from
conflictual to cooperative” and improve their legitimacy by
demonstrating social commitment through corporate social
responsibility (CSR). Socially responsible behavior may
therefore help foreign companies when it comes to over-
coming the liability of foreignness (LOF) (Campbell et al.,
2012) and liability of origin (Marano et al., 2016; Zheng
et al., 2015) they are confronted to in host countries. To
make justice to this issue of minimizing or overcoming
the effects of LOF, the literature mentions several other
strategies that can be used by a foreign company, such as
selecting an adequate mode of establishment and its tim-
ing or reputation building and enhancement (Elango, 2009;
Klossek et al., 2012; Luo & Mezias, 2002). Luo et al. (2002)
proposed to distinguish between offensive and defensive
strategies to cope with LOF issues. In line with their distinc-
tion, we also suggest to consider preventive strategies.

2. In addition, the used experimental procedures are more
likely to have elicited quick and intuitive responses rather
than carefully thought-out ones.

3.  http://www.andi.dz/index.php/fr/statistique/creation-d-
entreprise

4. Interestingly, Algerians represent the biggest foreign com-
munity in France.

5. While international business research traditionally por-
trays foreignness as a liability, some recent contributions

propose a more balanced analysis where foreignness can
both constitute a liability and an asset (e.g., Edman, 2016;
Shi & Hoskisson, 2012; Taussig, 2017). Taussig (2017) even
argues that foreignness can regularly shift back and forth
between being an asset and a liability. In short, foreignness
often serves as a liability, but this situation may be balanced
by distinct advantages. Country-level factors like dissimi-
larity, distance, and discrimination may even have poten-
tially positive implications for the foreign companies in the
host country (Edman, 2016).
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