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Definition(s)

• Corporate sustainability = Corporate Social Responsibility = 

Corporate Citizenship

• Corporate Social Responsibility is the continuing commitment 

by business to behave ethically and contribute to economic 

development while improving the quality of life of the 

workforce and their families as well as of the local community 

and society at large. (World Business Council)

• Corporate social responsibility (CSR) refers to companies 

taking responsibility for their impact on society. (European 

Union, 2011)

• For economists, a self-regulation whereby firms commit to 

limit their adverse social and environmental impacts below 

the Business-As-Usual



The ESG criteria

• Environmental

– Impact on climate change

– Impact on local pollution…

• Social

– Human rights

– Diversity…

• Governance

– Employees relations

– Executive compensation

– Management and organization…



The Save Mahakam Delta Program

“More than 12 million mangroves have been planted

– The Mahakam Delta has been rapidly changing over the past decade, 

with coastal ponds for shrimp, milkfish and crab dotting the landscape. 

In response to the Delta's worsening condition, Total E&P Indonesia 

has taken the initiative by developing the Save the Mahakam Delta 

Program.”



The Science Based Targets Program

• 118 companies commited to GHG emissions reductions targets

in Paris at the COP 21

– ENEL (-25% by 2020), Coca Cola (-50% by 2020), NRG Energy (- 50% by 

203, Dell, Pfizer, L’Oréal, Xerox, …



10,000 women

A five-year $100 

million program.

Pay for a 150-hour 

business training, 

aimed at women in 

developing countries.



Thales

“Our suppliers are on board too — in fact they don't have a 

choice. Before they work for Thales, they must agree to meet the 

environmental requirements of our Purchasing and Corporate 

Responsibility Charter (…) ”

“We take a clear stand against all use of child labor and it is a 

minimum requirement for all factories producing for H&M. 

Today it is rare that we discover any workers below the statutory 

minimum age in our supplier factories.”



• 93% of the world’s largest 250 companies now publish annual 

corporate responsibility reports (OECD)

– almost 60% of which are independently audited

• Arouns 28,000 ISO 14001 certificates in Italy in 2014

• 536 global chemical manufacturing companies, 

including 90% of the world’s top 100 manufacturers, had signed 

on to the Responsible Care Global Charter



This lecture

• An economist’s view

– Most of the research in management science (« business ethics »)

• Provides an overview of the main questions and (some) 

answers when they exist

• (Hidden agenda) To convince that these questions deserve

more economic research



Outline

1. A general theoretical discussion

– Why do firms self regulate ?

– Can we expect significant impacts?

2. A (tentative) empirical assessment: Is CSR socially desirable?

– Based on a review of the empirical literature

– Is CSR profitable?

– Does CSR provide environmental/ social benefits?

3. CSR and information: A focus on the role of NGOs

– A work in progress on their communication strategies to influence self 

regulation



(Some) of the ideas on timelines

Bowen

Social Responsibilities 

of the Businessman

1953

1970

Friedman (NYT)

« The social 

responsibility of 

business is to 

increase profit »

Club of Rome:

Limits to growth

1972

Bruntland

report

1987 1992

Rio

summit

1997

Elkington

Cannibals with 

forks—the triple 

bottom line of 21st

century business

Policy initiatives

Academics

& press

The rise of NGO / activists

The rise of finance

“Business Ethics” 

field established

Sustainable 

Development

widely adopted



A doctrinal debate

Shareholder theory               Stakeholder theory

• Managers should act in 
shareholders’ best interest

• Milton Friedman:
“There is one and only one 
social responsibility of business 
— to use its resources and 
engage in activities designed to 
increase its profits so long as it … 
engages in open and free 
competition, without deception 
or fraud.”
(Capitalism and Freedom, 
University of Chicago Press, 
1962)

• Managers should be the 

agents of all stakeholders

• Edward Freeman:

They have two responsibilities: to 

ensure that the ethical rights of no 

stakeholder are violated and to balance 

the legitimate interests of the 

stakeholders when making decisions.

(Strategic Management: A stakeholder 

approach, Boston: Pitman, 1984)



Beyond the normative debate

• The doctrinal debate might not end anytime soon…

• However, firms do undertake actions of CSR in reality

1. A question as important as whether they should is: why do 

they do it, or at least claim they do it?

2. A reformulation of the normative question: 

Do CSR practices bring benefits to the society? 



Why do they self-regulate?

A simple framework

Consumers / Suppliers /

Shareholders / Employees

Market

Third parties

Social and 

environmental impacts

Firm

CSR - market

internalization
Public Regulation of 

externalities

Social and 

environmental impacts

CSR to preempt

future public regulation



Market internalization is imperfect – Reason 1

• “Buyers of CSR” under-value the social and environmental 

performance

• Hence the willingness to pay is too low unless the buyers are 

very ethical

• What does it take to be ethical?

1. Be generous, altruistic

2. Believe that others are also to a large extent

• Because unilateral contribution has only very limited effect

CSR is a « public good »



• The buyer does not observe directly the environmental and 

social performance

• Moreover, communication by firms is not immediately 

credible (greenwashing)

– In France, 47% judge as not credible the environmental claims in ads 

(IFOP, « Les Français et le Greenwashing », 2012)

• Auditors / certifiers / NGOs are needed to serve as 

informational intermediaries

Market internalization is imperfect – Reason 2

CSR is a « credence good »



CSR to preempt regulation

Political economy is central in the analysis: If the regulator can

implement the first best, preemptive CSR has no raison d’être



The CSR preemption game
« Non-binding voluntary agreements », JEEM, Glachant 2007

The regulator adopts a

policy distorted by the

firm’s lobbying

The firm announces

self-regulation

The firm does

not comply

The regulator adopts a

policy distorted by the

firm’s lobbying

The firm complies 

with its commitment 1) As CSR commitments are not binding, 

the firm always has incentives to 

announces self-regulation in order to 

delay regulation

2) The regulator prefers to regulate if high 

political distorsions , that is if the threat

is weak

An externality

The firm does nothing

In equilibrium, preemptive self-regulation is weak, but less

weak than the alternative regulation



Outline

1. A general theoretical discussion

– Why do firms self regulate ?

– Can we expect significant impacts?

2. A tentative empirical assessement: Is CSR socially desirable?

– Based on a review of the empirical literature

– Is CSR profitable?

– Does CSR provide environmental/ social benefits?

3. CSR and information: A focus on NGOs

– A work in progress on the communication strategies of NGOs to 

influence CSR activities



Mechanisms of value creation

1. SRI reduces the cost of 
capital

2. Green and ethical 
consumers have a higher 
willingness to pay that 
compensates for the 
cost of CSR

3. Better environmental 
performance increases 
productivity by limiting 
inputs and energy 
consumption

4. Employees are more 

motivated/accept lower 

pay

5. CSR increases legitimacy 

of investments with local 

externality (NIMBY)

6. CSR allows to deflect 

some regulations or 

softens them



Is CSR profitable?

• There exists hundreds of empirical studies

– A meta-analysis of 251 studies: « Does it Pay to Be Good... 

And Does it Matter? A Meta-Analysis of the Relationship 

between Corporate Social and Financial Performance” 

Margolis, Elfenbein, Walsh, 2009; Harvard



Correlation between CSR and financial 

performance

Correlation coefficient

CSR → Profits 0.088

Profits → CSR 0.117

Accounting-based performance measures

Market-based performance measures

0.121

0.087

Correlation coefficients between -1 et 1

0,5 = strong effect, 0,1 = limited effect.

CSR induces financial performance, but not much.

Profits induces CSR a little more, but effect remains limited.

The financial markets tend to underestimate this effect

Source: Margolis et al. (2009), 

Harvard Business School.



Does CSR bring social and environmental 

benefits?

• Beyond what is required by law and what is induced by other 

policy signals (e.g. environmental taxes)?

• Is CSR environmentally and socially additional?

• A more important question than the first one!

• CSR needs to bring economic benefits if it is to survive

• It will only if stakeholders perceive it as generating such benefits

In the long run, the social and environmental performance 

of CSR is the foundation for financial performance, not the 

other way around.



A very limited empirical literature

• Une dizaine d’articles académiques, uniquement sur la 

performance environnementale, surtout données US

To sum up, we do not know whether CSR yields positive 

social/environmental benefits

Programme Etudes

ISO 14001 9 studies

• Babakri et al. (2004), Dasgupta et al. 

(2000), King et al. (2005), Melnyk

(2002), Potoski and Prakash (2005), 

Russo (2009), Szymanski and Tiwari 

(2004), Barla (2007), Johnstone et al. 

(2007)

8 studies identify

a positive impact

Prog 33/50

(US)

4 studies:

• Khanna and Damon (1999), Gamper-

Rabindran (2006), Sam et al. (2009). 

Vidovic and Khanna (2007).

3 with positive

results

Climate Wise

(US) 

2 studies

• Welch et al. 2000; Brouhle et al 2009

1 with a negative

impact

Responsible

Care

1 study:

Gamper-Rabindran et Finger (2013)

(Very) negative

impact



Outline

1. A general theoretical discussion

– Why do firms self regulate ?

– Can we expect significant impacts?

2. Is CSR socially desirable?

– Based on a review of the empirical literature

– Is CSR profitable?

– Does CSR provide environmental/ social benefits?

3. CSR and information

– Generalities

– A work in progress on the communication strategies of NGOs to 

influence CSR activities



CSR and information

Clients / Suppliers /

Shareholders / Employees

Market
Firm

Impacts

Social / env’al info

Auditors / certifiers
NGO

Two challenges:

1) To improve the credibility of information provided by the firms

2) To simplify the information so that it can be processed by the

CSR buyers (CSR info is complex because multidimensional)

Medias



Greenwashing

Terrachoice, 2010.



To simplify information: Reporting



To simplify information: Ecolabels

31



What to take away…

• A weak instrument, useful in difficult political contexts

– Developing countries, climate change in the US

• Today the main knowledge gap is the empirical evaluation of 

(additional) social and environmental impacts of CSR

– Greenwashing

– A more important question than the question of profitability

• Positive link with financial performance established but still weak

– Much to do to quantify the various channels

• Current practices of CSR are not (yet?) proven to be socially 

desirable

• Today, too much information on CSR, but not credible and too 

complex. A role for public regulators:

– To make information simple and credible


