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1.  INTRODUCTION 

This introductive chapter gives to the reader an insight into the researched topic. The background is 

followed by problem statement, aim of the research, relevance and research questions. 

 

1.1  BACKGROUND 

MARKETING/FINANCE INTERFACE AND SHAREHOLDER VALUE APPROACH TO  SUSTAINABLE MARKETING 

Traditionally, within sustainable marketing research the focus has been on consumers, their behaviors, 

their attitudes towards sustainable products and consumer-based outputs such as satisfaction and loyalty 

(Chamorro et al. 2009, Srinivasan and Hanssens 2009). Significant attention has been given also to 

communication strategies since companies cannot hope to enjoy concrete benefits from sustainability 

unless they intelligently communicate about their initiatives to relevant stakeholders (Maignan and Ferrell 

2004). Indeed, creating stakeholder awareness of and managing their attributions towards CSR activities 

are prerequisites for getting any benefit out of CSR (Du et al. 2010). 

 

Among the variables traditionally used by marketers to assess the performance of their strategies there are 

sales volumes and market share, both dealing with a productΩs success in the marketplace. Other variables 

such as profitability and stock prices have been often considered by marketers under the only responsibility 

of finance. Both marketing and financial scholars have been quite myopic at looking at the 

marketing/finance interface. Indeed, both have failed to recognize the contribution of marketing activities 

to the creation of long-term shareholder value (Srinivasan and Hanssens 2009, Srivastava et al. 1998).   

 

bƻǿŀŘŀȅǎΣ ƳŀǊƪŜǘƛƴƎ ƳŀƴŀƎŜǊǎ ŀǊŜ ƛƴŎǊŜŀǎƛƴƎƭȅ ǇǊŜǎǎǳǊŜŘ ōȅ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ǘƻ ŀǎǎŜǎǎΣ 

measure and communicate the financial value created by marketing activities in terms of shareholder 

value. This task is particularly tricky given that much of the good marketing deals with the creation and 

management of relational intangible market-based assets like reputation and brand equity (Srinivasan and 

Hanssens 2009) that, as the name suggests, result from the relationships between a company and its 

external stakeholders (Srivastava et al. 1998). Compared with tangible assets, the value of market based 

ŀǎǎŜǘǎ ƛǎ ƘŀǊŘŜǊ ǘƻ ƳŜŀǎǳǊŜΣ ŘƻŜǎƴΩǘ ŀǇǇŜŀǊ ƻƴ ōŀƭŀƴŎŜ ǎƘŜŜǘ ŀƴŘ ƛǎ ƭŜǎǎ ƭƛƪŜƭȅ ǘƻ ōŜ ǊŜŎƻƎƴƛȊŜŘ (Srivastava 

et al. 1998). Despite such limitations, the value of market based assets is becoming more and more 

important as demonstrated by the market-to-book ratio for the Fortune 500. Indeed, more than 70% of the 

market value of these companies consists of intangible assets (Capraro and Srivastava, 1997 cited in 

Srivastava et al. 1998).  
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The adoption of a shareholder value approach, which recognizes the importance of both tangible 

and intangible assets (Lukas et al. 2005) and embraces a long-term perspective (Srivastava et al. 1998) is 

expected to help marketers proving that marketing strategies are a wise management practice and not just 

an expense. If resources allocated to marketing strategies are not viewed as investments that create or 

protect firm value (enhancing future performance, providing potential for growth or reducing risk) then 

ƳŀǊƪŜǘŜǊǎΩ ŎƻƴǘǊƛōǳǘƛƻƴ ǘƻ ŎƻǊǇƻǊŀǘŜ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎǎ ŀǊŜ ƭƛƪŜƭȅ ǘƻ ōŜ ǇŜǊŎŜƛǾŜŘ ŀǎ ƻƴƭȅ ƳŀǊƎƛƴŀƭ 

(Srivastava et al. 1998). Moreover, resources previously allocated to marketing strategies could be 

reallocated to other activities whose managers succeeded  in proving clear results using the financial 

language adopted by the top management (Srivastava et al. 1998, Lukas et al. 2005). 
 

The challenge to measure and demonstrate the shareholder value created/driven by marketing strategies 

hold also for Corporate Social Responsibility. Indeed, if managers responsible for CSR want their initiatives 

accepted into mainstream budgeting, they have to be able to prove the returns from these investments in 

terms of shareholder value (Peloza 2009). Thus is spurring marketers investigating the financial impacts of 

CSR using metrics such as the Net Present Value of future cash flows (NPV) that is computed using the 

ŦƻƭƭƻǿƛƴƎ ŦƻǊƳǳƭŀ bt±Ґ όң /Cύ κ όмҌwύT. Although, some studies have focused on the potential of marketing 

strategies to enhance shareholder value influencing cash flows (CF in the formula), the risk adjusted cost of 

capital (R in the formula) has been so far neglected.  

   

THE BUSINESS CASE FOR CORPORATE SOCIAL RESPONSIBILITY: DOES DOING GOOD SOCIALLY LEADS TO 

DO WELL FINANCIALLY?  

In the last decades, the awareness of Corporate Social Responsibility has increased significantly turning into 

a sensitive issue for many stakeholders including academics, business organizations, NGOs and consumers. 

Indeed, CSR is regarded as an important academic construct investigated by scholars of many disciplines 

among which marketing, management, ethics, finance and accounting (Klein and Dawar 2004). Moreover, 

CSR is rising as a pressing item in corporate agenda (Klein and Dawar 2004) and is a hot debated topic in the 

business world (Luo and Bhattacharya 2009) since the business case is still questioned.  

Four general arguments are commonly used to justify CSR engagement: moral obligation, sustainability, 

license to operate, and reputation (Porter and Kramer 2006).  

An impressive number of definitions of CSR can be found in the literature1. Although almost all the 

definitions embrace the 3 Ps (people, planet, profit), the fact that different disciplines and authors define 

                                                           
1
 For a review see Carroll, A. B. 1999. 'Corporate Social Responsibility : Evolution of a Definitional Construct.' Business Society, 38:3, 268-95. 
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this multidimensional construct slightly differently contributes creating a sensation of vagueness. In 2002 

the Commission of tƘŜ 9ǳǊƻǇŜŀƴ /ƻƳƳǳƴƛǘƛŜǎ ŘŜŦƛƴŜŘ /{w ŀǎ άŀ ŎƻƴŎŜǇǘ ǿƘŜǊŜōȅ ŎƻƳǇŀƴƛŜǎ ƛƴǘŜƎǊŀǘŜ 

social and environment concerns in their business operations and in their interaction with their 

stakeholders on a voluntary basis, since they are increasingly aware that responsible behavior leads to 

ǎǳǎǘŀƛƴŀōƭŜ ōǳǎƛƴŜǎǎ ǎǳŎŎŜǎǎέ (Kapoor and Sandhu 2010: p.186, Menz 2010)Φ IŜƴŎŜΣ ά/{w ŀŎǘƛǾƛǘƛŜǎ ǎƛƎƴŀƭ 

that the firm is not completely self-ƛƴǘŜǊŜǎǘŜŘέ ōǳǘ άƘŀǾŜ ŀƴ ΨƻǘƘŜǊ-ŎƻƴǎƛŘŜǊƛƴƎΩ ŘƛǎǇƻǎƛǘƛƻƴ ǘƻǿŀǊŘ ǘƘŜƛǊ 

ǾŀǊƛƻǳǎ ǎǘŀƪŜƘƻƭŘŜǊǎέ (Godfrey et al. 2009). Engaging in CSR activities is considered also a strategy to deal 

with externalities, reducing externalized costs or avoiding distributional conflicts between companies and 

society (Heal 2005)Φ 5ŜǎǇƛǘŜ ǎƻƳŜ ŀǳǘƘƻǊǎ ǎǘƛƭƭ Ŏŀƭƭ ŦƻǊ ŀ άƻƴŜ Ŧƛǘǎ ŀƭƭέ ŘŜŦƛƴƛǘƛƻƴ ƻŦ /{wΣ ƻǘƘŜǊǎ see CSR as a 

custom-made process and argue that each firm should choose the definition that best match its aim and 

strategy in light of the contingences and culture in which it operates (van Marrewijk 2003).  

Examples of CSR activities include pro bono activities, corporate volunteerism, charitable contributions, 

support for community education and health care initiatives, food safety and environmental programs 

(Gardberg and Fombrun 2006). 

 

Among scholars and practitioners there are two competing views regarding the financial impacts of CSR: 

άthe social impactέ and άthe shift of focusέ (Shen and Chang 2009), ŎŀƭƭŜŘ ƛƴ ǘƘƛǎ ǎŜŎǘƛƻƴ άpositive viewέ ŀƴŘ 

άskeptical viewέ ǊŜǎǇŜŎǘƛǾŜƭȅ.  

 

According to the skeptical view, companies allocating resources to CSR practices are increasing their 

involvement in issues traditionally under the domain of governments and NGOs which should remain such. 

Scholars argue that the allocation of scarce resources to CSR programs causes a shift of focus from the 

firmΩǎ ŜŎƻƴƻƳƛŎ ƻōƧŜŎǘƛǾŜ ǘƘŀǘ ƛǎ ƳŀȄƛƳƛȊƛƴƎ ǎƘŀǊŜƘƻƭŘŜǊǎΩ ƛƴǘŜǊŜǎǘǎΦ aƻǊŜƻǾŜǊΣ ƛǘ ƛƴŎǊŜŀǎŜǎ ǘƘŜ ŦƛǊƳΩǎ 

operating costs, reduces market competitiveness and affects negatively the financial performance (Shen 

and Chang 2009). Many consumers show no willingness to pay more for άǎǳǎǘŀƛƴŀōƭŜέ ǇǊƻŘǳŎǘǎ  ǘƘŀƴ ŦƻǊ 

άǊŜƎǳƭŀǊέ ƻƴŜǎ (van de Ven 2008, Menz 2010) and generally show willingness to pay a premium price only 

when they have a strong commitment to the good cause of the CSR-initiative (Bhattacharya and Sen 2004).  

Advocates of CSR recognize its long-term benefits in terms of strategic advantage through differentiation 

and cost saving (Kapoor and Sandhu 2010) and believe that the efficiency with which business 

organizations deal with the challenges of sustainability will define their competitiveness and success in the 

coming years (Sheth et al. 2010). It is argued that wised CSR investments produce many benefits among 

which enhanced employee morale and productivity (Turban and Greening 1996), retaining talents and 

improved relationship with communities. Marketing studies have found that CSR has significant direct or 

indirect influences on several customer-related outcomes (Luo and Bhattacharya 2006, Peloza and Shang 
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2011): increased loyalty (Du et al. 2007), favorable stakeholder attitudes (Du et al. 2010), customer-

company identification and heightened purchase intentions (Sen and Bhattacharya 2001), consumer 

product responses and increased sales (Brown and Dacin 1997), enhanced corporate image (Fombrun and 

Shanley 1990, Du et al. 2010) and enhanced advocacy behaviors such as positive word-of-mouth, 

willingness to pay a price premium and resilience to negative company news (Du et al. 2010, Du et al. 

2007). All these benefits are expected to lead to greater financial performance (Artiach et al. 2010), but 

ǘƘŜǊŜ ƛǎ ǎǘƛƭƭ ŀ ƭƛƳƛǘŜŘ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǿƘŜǘƘŜǊ ŀƴŘ Ƙƻǿ /{w ŀŦŦŜŎǘǎ ŀ ŦƛǊƳΩǎ ŦƛƴŀƴŎƛŀƭ ƻǳǘŎƻƳŜǎ (Luo and 

Bhattacharya 2006). Proponents of CSR expect that it will pay-off in the long-term even if engaging in 

sustainability-related activities may require time, effort and relevant investments causing a short-term 

decrease in profitability (Lopez et al. 2007). 

Moreover, companies engaged in CSR practices are less scrutinized by government entities since their 

commitment to sustainability satisfy and go beyond regulatory compliance requirements (Kapoor and 

Sandhu 2010). Conversely, avoiding social responsibility may provoke governments set additional 

legislation altering the competitive situation and leading to higher compliance costs which hardly could be 

recovered by business (Russo and Fiuta 1997). 

 

Over the last decades, many empirical researches have investigated the relationship between CSR and 

financial performance approaching the issue from different angles (Menz 2010). Empirical evidence to date 

has been decisively mixed2. Indeed, some studies found positive association, others reported negative 

returns to CSR and others no effect or inconclusive relationships (Luo and Bhattacharya 2006). However, 

the majority of studies found a positive correlation between CSR and financial performance (Orlitzky et al. 

2003, Peloza 2009). The equivocal results could be linked to several factors among which:  1) different 

measures/proxy of CSR; 2) different measures of financial performance; 4) data sources; 5) control 

variables or lack thereof; 6) omission of the theoretical underlying processes or contingency conditions; 7) 

different time periods examined and different samples of firms (Lopez et al. 2007, Shen and Chang 2009, 

Sen and Bhattacharya 2001, Scholtens 2007, Luo and Bhattacharya 2006, Callan and Thomas 2009, Artiach 

et al. 2010). The pros and cons of the most used metrics used in past studies to measure CSR and its 

financial impact will be outline in the second chapter of this report. 

Recently, it has been developed the theory of the insurance-like property of CSR in case of negative events 

(such as harmful products recalls or environmental damages). Then, CSR can potentially provide financial 

value in two distinct ways: 1) incremental gains such as increased sales and improved employee morale in 

                                                           
2
 For a review see Orlitzky, M., Schmidt, F. L. & Rynes, S. L. 2003. 'Corporate Social and Financial Performance: A Meta-analysis.' 

Organization Studies, 24:3, 403ς41.  
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current settings and 2) potential mitigation of the adverse impacts of negative events which otherwise 

ǿƻǳƭŘ ƘŀǊƳ ƳǳŎƘ ǎŜǊƛƻǳǎƭȅ ŀ ŦƛǊƳΩǎ ŦƛƴŀƴŎƛŀƭ ǇŜǊŦƻǊƳŀƴŎŜ (Peloza 2006). Almost all the studies about the 

financial impacts of CSR investigated aspects of potential incremental gains and the insurance benefits have 

been explored to a much lesser degree (Peloza 2006).  

 

1.2  PROBLEM STATEMENT 

Marketers are called to contribute to the business case of Corporate Social Responsibility proving that 

engaging in CSR activities creates/preserves shareholder value and hence it is a wise managerial practice.  

 
 

1.3  AIM OF THE RESEARCH 

The aim of this research is to investigate CSR as a form of risk management, i.e. whether and how it has the 

potential to act as an insurance policy, ōǳŦŦŜǊƛƴƎ ǘƘŜ ŀŘǾŜǊǎŜ ƛƳǇŀŎǘǎ ƻƴ ŀ ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ wealth when a 

company faces negative events. Whether such άŎǳǎƘƛƻƴ effectέ ƛǎ visible on ŀ ŦƛǊƳΩǎ cost of capital will be 

researched.  

 

 1.4  RELEVANCE  

Hereafter are reported some calls for future research to show the relevance of the issue that will be 

investigated in this research. 

 

ά!ƴ ƛƳǇƻǊǘŀƴǘ ȅŜǘ ǳƴŘŜǊŜƳǇƘŀǎƛȊŜŘ ōŜƴŜŦƛǘ ŦǊƻƳ /{w ƛǎ ƛƴǎǳǊŀƴŎŜ ŀƎŀƛƴǎǘ ƴŜƎŀǘƛǾŜ ŜǾŜƴǘǎ ǘƘŀǘ 

would otherwise harm financiaƭ ǇŜǊŦƻǊƳŀƴŎŜέ (Peloza 2006: 53, Luo and Bhattacharya 2009, 

Peloza 2005). 

If academics are to guide practitioners in their adoption of improved CSR practices, a detailed 

understanding of its impact on financial performance including processes and contingencies is 

necessary (Neville et al. 2005). 

 

The equivocal link ōŜǘǿŜŜƴ /{w ŀƴŘ ŦƛǊƳ ǇŜǊŦƻǊƳŀƴŎŜ Ƴŀȅ ōŜ ŘǳŜΣ ƛƴ ǇŀǊǘΣ ǘƻ άŜȄǘŀƴǘ ǎǘǊŀǘŜƎȅ ŀƴŘ 

finance literature having largely omitted the underlying processes or contingency conditions that 

may explain the range of observed relationshipsέ. Hence, future research is needed to investigate 

Ƙƻǿ ŀƴŘ ǳƴŘŜǊ ǿƘŀǘ ŎƻƴŘƛǘƛƻƴǎ /{w ƭŜŀŘǎ ǘƻ ǇƻǎƛǘƛǾŜ ŀƴŘ ƴŜƎŀǘƛǾŜ ŦƛƴŀƴŎƛŀƭ ǊŜǘǳǊƴǎέ (Sen and 

Bhattacharya 2001). 
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Regarding investors in the stock market, it is still doubtful whether or not they value CSR strategies  

(Shih-Fang 2010).  

 Χ whether CSR is priced by capital markets remains an open questionΧ ŀƴŘ Ǌesearch that directly 

examines how CSR influenceǎ ŦƛǊƳǎΩ Ŏƻǎǘ ƻŦ Ŝǉǳƛǘȅ ŎŀǇƛǘŀƭ ƛǎ ƴŜŜŘŜŘ (Ghoul et al. 2011, Renneboog 

et al. 2008).  

 

 1.5  RESEARCH QUESTIONS 

The following research questions are formulated: 

 

RQ 1:  What are the pros and cons of the metrics used in past studies to measure CSR and its financial 

impact?  

RQ 2:  What is the theoretical underlying mechanism through which CSR can act as an insurance policy? 

RQ 3:  What are, according to the literature, the contingences affecting the ability of CSR to act as an 

insurance policy? 

RQ 4:  Do the capital markets recognize and value CSR as a form of insurance in terms of risk adjusted cost 

of capital? 
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2.  LITERATURE REVIEW 

This chapter is structured as follows. First, an overview of pros and cons of the metrics used in past studies 

to measure CSR and its financial impact is given. Second, firm risk is defined and the reasons for the lack of 

insurabilitȅ ƻŦ ŀ ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ ŀǊŜ ŘƛǎŎǳǎǎŜŘΦ ¢ƘƛǊŘΣ ǘƘŜ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ƻŦ ǘƘŜ ǎǘŀƪŜƘƻƭŘŜǊΩǎ 

categorizations used in this report are presented. Fourth, definition and characteristics of negative events 

are given. Fifth, the theoretical underlying mechanism of the insurance from CSR is discussed and 

ƎǊŀǇƘƛŎŀƭƭȅ ǊŜǇǊŜǎŜƴǘŜŘΦ {ƛȄǘƘΣ ǘƘŜ ŦŀŎǘƻǊǎ ŀŦŦŜŎǘƛƴƎ ŀ ŦƛǊƳΩǎ ƴŜŜŘ ǘƻ ǊŜƭȅ ƻƴ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŦǊƻƳ /{w ŀǊŜ 

outlined. Seventh, the contingences affecting the ability of CSR to act as an insurance policy are discussed. 

9ƛƎƘǘƘΣ ǘƘŜ ŦƛǊƳΩǎ ōŜƴŜŦƛǘǎ ŦǊƻƳ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŦǊƻƳ /{w ŀǊŜ ŘƛǎŜƴǘŀƴƎƭŜŘ ŀŎǊƻǎǎ ǾŀǊȅ ǎǘŀƪŜƘƻƭŘŜǊǎ. Ninth, 

what previous studies have found about whether all CSR activities are or not equal for insurance purpose is 

briefly presented. Tenth, for what types of negative events the insurance from CSR holds is discussed. 

Eleventh, capital markets reactions to CSR are reviewed. Finally, conceptual framework and hypotheses are 

presented. 

 

 

2.1  PROS AND CONS OF METRICS USED IN PAST STUDIES TO MEASURE CSR AND 

ITS FINANCIAL IMPACT  

This section gives the reader an overview of how CSR and its financial impact have been measured in past 

studies and outlines pros and cons of the different possibilities. Such knowledge is expected to be very 

helpful in developing the research design for the empirical part of this thesis. 

 

CSR ACTIVITIES  

In investigating the financial impact of CSR, past studies considered a wide variety of CSR categories and 

activities (Maignan and Ferrell 2004). Thus is clearly a consequence of the multidimensional nature of such 

construct3. Generally, researchers have chosen one of the following three options: one CSR activity, 

multiple activities within the same category and multiple activities across different categories. Table 1 

outlines in a structured way the pros and cons of these options and shows that there is not a άƻƴŜ Ŧƛǘǎ ŀƭƭέ 

                                                           
3   A systematic review of all the CSR activities considered by the many studies done in the past decades is beyond the scope of this  

research. The interested reader is invited to read the review Peloza, J. & Shang, J. 2011. 'How can corporate social responsibility 

activities create value for stakeholders? A systematic review.' Journal of the Academy of Marketing Science, 39:1, 117-35.  
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solution since each choice has strengths and weaknesses. Hence, researchers are called to choose the 

solution that best fits the aim of each study. The pros and cons presented in Table 1 will be considered in 

developing the research design for the empirical part of this thesis.   

 

 PROS CONS 

ONE CSR ACTIVITY 

 

Depth of examination. 
 

High internal validity. 
 

Easy comparison with other studies focused 

on the same activity . 

(Peloza and Shang 2011) 
 

Restricted view of a multidimensional 

construct (Peloza and Shang 2011). 
 

Correlations and/or synergistic effects 

ǿƛǘƘ ƻǘƘŜǊ /{w ŀŎǘƛǾƛǘƛŜǎ ŎŀƴΩǘ ōŜ ǾŀƭǳŜŘ. 

MULTIPLE CSR ACTIVITIES 

WITHIN THE SAME 

CATEGORY  
(e.g. pro bono work and cause-

related marketing within the 

ŎŀǘŜƎƻǊȅ άǇƘƛƭŀƴǘƘǊƻǇȅέύ  

Give a more holistic picture of the CSR 

activities of a firm (Peloza and Shang 2011). 
 

Allow a more fine-grained analysis.  
 

Potential to examine correlations and/or 

synergistic effects between different CSR 

activities. 
 

Breath is sacrificed for depth within one 

single category (Peloza and Shang 2011). 

MULTIPLE CSR ACTIVITIES 

ACROSS DIFFERENT 

CATEGORIES 

(e.g. reducing the production of 

wastes, philanthropic donations 

and product quality across the 

ŎŀǘŜƎƻǊƛŜǎ άōǳǎƛƴŜǎǎ ǇǊŀŎǘƛŎŜέ 

άǇƘƛƭŀƴǘƘǊƻǇȅέ ŀƴŘ άǇǊƻŘǳŎǘ-

ǊŜƭŀǘŜŘέ respectively)  

Holistic picture of the CSR activities of a firm 

(Peloza and Shang 2011). 

Best replicates reality (Peloza and Shang 
2011). 
 
Potential to examine correlations and/or 

synergistic effects between different CSR 

activities. 

Limit the ability to compare findings 
across studies (Peloza and Shang 2011) 
since rarely studies consider exactly the 
same activities.  

 

Table 1: Pros and cons of considering only one CSR activity, multiple CSR activities within the same category and multiple CSR 
activities across different categories. 

 

MEASURING CSR  

The absence of clear international standards about how to measure CSR have lead to the proliferation of 

many different alternatives (Lopez et al. 2007) such as surveys, content analyses of annual reports, expert 

evaluations and reputational rankings (Turban and Greening 1996). Table 2 outlines strengths and 

weaknesses of the CSR measures adopted in past studies. Such information will be considered in deciding  

how to measure CRS in this research. Literature shows that different metrics of social initiatives may yield 

different results (Godfrey et al. 2009).  

 

Another aspect complicating the measurement of CSR is the lack of standards in reporting. Indeed, each 

company makes its own choices about the scope and depth of its sustainability report. Moreover, only a 
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part of the companies reporting on sustainability issues provides quantitative data about specific 

sustainability issues. 

 

Initiatives of creating reporting standards exist (e.g. Global Reporting Initiative and AccountAbility) (Du et 

al. 2010), but they are not compulsory and not widely spread. On the other hand, sustainability indexes 

seem to have the potential to play a role in unifying what, where and how companies belonging to their 

indexes (or trying to making part of it) disclose their CSR information. Indeed, companies belonging to 

sustainability indexes (such as the Down Jones Sustainability Index), being checked by third parties on the 

basis of specific sustainability criteria, tend to adapt their sustainability reports to such criteria.  

 

The adoption of internationally accepted standards is expected to contribute solving at least part of the 

challenges linked to the assessment and measurement of CSR. 
 

CSR MEASURES STRENGHTS WEAKNESSES 

MONOLITHIC MEASURE 
AND A SINGLE PROXY  
(e.g. philanthropic giving) 

Simplicity of the approach (Luo and 
Bhattacharya 2006). 
  
 

DonΩǘ ŀƭƭƻǿ ŀ ŦƛƴŜ ƎǊŀƛƴŜŘ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ 
different nuances and may fail to capture 
significant differential effects (Godfrey et al. 
2009, Godfrey et al. 2010). 
  

AMOUNT OF MONEY 
INVESTED IN CSR 
ACRIVITIES AS 
5L{/[h{95 Lb CLwa{Ω 
ANNUAL REPORTS 

Simplicity of the approach (Luo and 
Bhattacharya 2006). 
 

The validity of announced investments may be 
doubtful if annual reports are not 
validated/audited by externally third parties.  

 

Announced investments may be over-reported 
to impress stakeholders or under-reported to 
keep a modest profile in promoting good 
deeds.  

 

Lack of consensus on what should be included 
in CSR investments and what not (Orlitzky et al. 
2003, Luo and Bhattacharya 2006).  
 

 

CONTENT ANALYSIS OF 
SUSTAINABILITY 
REPORTS & CORPORATE 
WEBSITES 
 
(referred also as CSR 
disclosure) 
 

Annual reports are among the main 
corporate documents representing the 
company; corporate websites are used 
to disclose social actions (Kapoor and 
Sandhu 2010). 
 

Measuring ŀ ǉǳŀƭƛǘŀǘƛǾŜ ΨǎǘƻŎƪΩ ǾŀǊƛŀōƭŜ 
(participate in activities or not) facilitate 
a counting of initiatives. 
 

Allows to compute an overall CSR score 
and sub-scores for each category of CSR 
activities (Kapoor and Sandhu 2010).  
 

Allows to perform longitudinal research 
on many organizations providing 
detailed continuous history of social 
activities (Bansal 2005). 

The collection of relevant data is associated 
with very high efforts and is time consuming  
(Menz 2010). 
 

It requires the development of measuring 
instruments to compare units of text against 
particular CSR activities and attribute their 
incidence (Orlitzky et al. 2003, Kapoor and 
Sandhu 2010). 
 

Content analysis provides no indication of the 
importance the companies attach to each 
information item (Gray et al. 1995 cited in 
Kapoor and Sandhu 2010). 
 

The relationship between what is disclosed and 
performed is troubling if the report is not 
assessed by third-parties (Richardson et al. 
1999). 
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FORTUNE MAGAZINE 
MOST ADMIRED 
COMPANY RANKING 
 
(reputational ranking) 

Ranking of the US most admired 
corporations. Revised yearly.  
 

The ratings represent a comparison 
among major competing companies in a 
given industry.  
 

Based on the polls of financial analysts, 
senior executives, and Wall Street 
investors from large companies.  
 
(Luo and Bhattacharya 2006, Neville et 
al. 2005) 
 
 
 

Assumes that reputations are good reflections 
of underlying values and behaviors (Orlitzky et 
al. 2003). 
  
EȄǇǊŜǎǎŜǎ ƳƻǊŜ ǘƘŜ ŦƛǊƳΩǎ ƻǾŜǊŀƭƭ ƳŀƴŀƎŜƳŜƴǘ 
than its socially responsible decisions 
(Waddock and Graves 1997). 
 

Highly correlated and hence influenced by 
other end state metrics such as ROA (Peloza 
2009). 
 

The use of reputation indices as a measure of 
CSR is questionable since they are expected to 
obscure the relationship between actual CSR 
investments and financial performance (Wood 
and Jones 1995).  
 

Respondents are selected from within the 

business field (Neville et al. 2005). 

KLD STATS 
 
(developed by Kinder, 
Lydenberg, and Domini 
Research and Analytics Inc,. 
a financial advisory firm 
specialized in the assessment 
of companies' corporate 
social performance) 

Considered the άgold standardέ and 
largely used in the academic literature. 
 
Take the multidimensionality of CSR into 
account (Menz 2010). 
 

Offer more objectivity than a measure 
ōŀǎŜŘ ƻƴ CƻǊǘǳƴŜΩǎ ǎǳǊǾŜȅ Řŀǘŀ ό/ƘŀƴŘΣ 
2006 cited in Callan 2009).  
  
Firms are rated using an objective set of 
screening criteria applied 
consistently (Turban and Greening 1996, 
Nelling and Webb 2009).  
 

Respondents are not affiliated with any 
of the rated companies (Turban and 
Greening 1996). 
 

Assess each CSR item in terms of 
strength and concerns (Menz 2010, 
Nelling and Webb 2009). 
 

The use of electronic database reduces 
the time needed to collect CSR data 
(Godfrey et al. 2009). 
 

Lǘ ƳŜŀǎǳǊŜǎ ŀ ǉǳŀƭƛǘŀǘƛǾŜ ΨǎǘƻŎƪΩ ǾŀǊƛŀōƭŜ 
facilitating a counting of initiatives 
(Godfrey et al. 2009). 

Proprietary indexes. Payment requested to get 
access. 
 

It contains information about U.S. corporations 
only (Menz 2010). 
 

Almost all factors have the same weight (Di 
Giulio A. et al. 2007) and this complicates the 
inter-sectors comparability. Indeed, different 
issues do not have the same importance across 
all industries (Steger et al., 2007 cited in Menz, 
2010). 
 

 

 
Table 2: Strengths and weaknesses of CSR measures used in past studies investigating the financial impacts of CSR. 
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MEASURING THE FINANCIAL IMPACT FROM CSR  

The metrics used to measure the financial impact from CSR can be clustered in two categories: end state 

outcome metrics and intermediate outcome metrics (Peloza 2009).  

 

END STATE OUTCOME METRICS 

The majority of past studies used one or multiple end state outcome metrics. Among this cluster, three 

types of measures are distinguished: accounting-based, market-based and perceptual (Peloza 2009). 

Perceptual measures qualitatively assess firms performance using either internal or external sources. 

Generally, such measures consist in surveys capturing subjective estimates of a firmsΩ ŦƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ. 

However, mŜŀǎǳǊŜǎ ǿƘŜǊŜ ƳŀƴŀƎŜǊǎ ŀǊŜ ŀǎƪŜŘ ǘƻ ŀǎǎŜǎǎ ǘƘŜƛǊ ŦƛǊƳΩǎ ǇŜǊŦƻǊƳŀƴŎŜ Ƴŀȅ ōŜ considered not 

so credible and biased by other stakeholders. Table 3 summarizes the pros and cons of accounting- and 

market-based end state measures and provide also some examples of the variables used.  

 

CFP MEASURES  PROS  CONS  

ACCOUNTING-BASED   

- return on assets (ROA) 
- return on equity (ROE) 
- pretax income to 
   net sales (RPTI) 
- gross profit to net sales 

(RGM) 
- earnings per share (EPS) 
- growth in sales 
- growth in total net assets 
- etc. 
 

 

Indicate what is actually happening 
in the firm (Lopez et al. 2007). 
 
 

Demonstrate how efficiently the 

firm uses its assets to generate 

value (Peloza 2009). 
 

Suited to capture the value of CSR 

initiatives designed to immediately 

reduce operating costs, e.g. 

decreasing waste (Peloza 2009). 

Backward-looking (Luo and Bhattacharya 2006). 

Not always consistently applied among firms and 
driven by the accounting practices (Peloza 2009). 
 
 

{ǳōƧŜŎǘ ǘƻ ƳŀƴŀƎŜǊǎΩ ŘƛǎŎǊŜǘƛƻƴŀǊȅ ŀƭƭƻŎŀǘƛƻƴǎ ƻŦ 

funds to different projects and policy choices 

(Orlitzky et al. 2003). 
 

Reflect internal decision-making capabilities and 

managerial performance rather than external 

market responses to organizational actions 

(Orlitzky et al. 2003). 
 

Not adjusted for risk and can be distorted by 

accounting laws and conventions (Lopez et al. 

2007). 
 

Bias the short-term excessively and can 

misrepresent the business case for CSR given that 

the main benefits of CSR investments are shown in 

the long term (Torres et al. 2010, Luo and 

Bhattacharya 2006). 
 

The use of such metrics is considered one of the 

possible cause of the equivocal results found in 

prior empirical researches (Margolis and Walsh, 

2003 cited in Luo and Battacharya, 2006). 



  20 

 

MARKET-BASED (investor 

returns) 

- stock price 
- stock volatility 
- price per share 
- ¢ƻōƛƴΩǎ ǉ όǘƘŜ Ǌŀǘƛƻ ƻŦ ǘƘŜ 

stock market value of the 
company to the cost of its 
tangible assets) 

- etc.  

Forward-looking and hinge on 

growth prospects and  profits 

sustainability (Luo and 

Bhattacharya 2006). 
 

Give the perception that the stock 

market have of differentiating 

factors such as the adoption of CSR 

programs or negative events such 

as product-harm crises (Lopez et al. 

2007). 
 

Reflect the notion that 

shareholders are a primary 

stakeholder group whose 

satisfaction determines the 

ŎƻƳǇŀƴȅΩǎ ŦŀǘŜ (Orlitzky et al. 

2003). 

More noisy than accounting-based measures since 

speculation and other macroeconomic factors 

could have an influence on results (Lopez et al. 

2007). 

   

 
Table 3: Pros and cons of accounting-based and market-based financial measures. 

 

 

INTERMEDIATE OUTCOME METRICS 

 

The use of intermediate metrics4, whose outcomes eventually create business value in the end state, is 

expected  to benefit managers trying to establish the business case for CSR. Indeed, such metrics provide a 

measure of the financial value to the firm that might not be visible in end state metrics because obscured 

by other noise. End state metrics άŀǊŜ ŀŦŦŜŎǘŜŘ ōȅ ŀ host of other business issues such as competitive 

ǇǊŜǎǎǳǊŜǎΣ ŜŎƻƴƻƳƛŎ ŎȅŎƭŜǎ ƻǊ ǊŜƎǳƭŀǘƻǊȅ ŎƘŀƴƎŜǎέ (Peloza 2009).  

Table 4 reports three categories of intermediate metrics with some examples and references of studies that 

used them. 

 

Getting access to all the many financial data needed to compute some intermediate financial metrics is 

complicated for academics. Indeed, such information are not publicly available and  managers are usually 

not inclined to disclose the entire financial figures of their companies. Consequently, academics can rely 

                                                           
4 An example of intermediate metric is cash flow. A positive change in cash flow should lead to a positive change in share price  

where cash flow and share price are the intermediate and end state outcome respectively (Peloza, J. 2009. 'The Challenge of 

Measuring Financial Impacts From Investments in Corporate Social Performance.' Journal of Management, 35:6, 1518ς41. ) 
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only on survey data or secondary data available in databases (Peloza 2009) and thus is limiting the progress 

ƛƴ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ǿƘŜǘƘŜǊ ŀƴŘ Ƙƻǿ /{w Ŏŀƴ ƛƳǇŀŎǘ ŦƛǊƳǎΩ financial performance. 

 
 

 

 

 

 

 
 

 

Table 4: Intermediate outcome metrics (Source: Peloza, 2009). 
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2.2  FIRM RISK AND LACK OF INSURABILITY OF THE RELATIONAL WEALTH 

! ƎŜƴŜǊŀƭ ŘŜŦƛƴƛǘƛƻƴ ƻŦ Ǌƛǎƪ ƛǎ ŀǎ ŦƻƭƭƻǿǎΥ άǳƴŎŜǊǘŀƛƴǘȅ ŀōƻǳǘ ƻǳǘŎƻƳŜǎ ƻǊ ŜǾŜƴǘǎΣ ŜǎǇŜŎƛŀƭƭȅ ǿƛǘƘ ǊŜǎǇŜŎǘ ǘƻ 

ǘƘŜ ŦǳǘǳǊŜέ (Orlitzky and Benjamin 2001). Another definition, more related to risk management and risk 

ŎƻƳƳǳƴƛŎŀǘƛƻƴΣ ŘŜǎŎǊƛōŜǎ Ǌƛǎƪ ŀǎ άǘƘŜ ǇŜǊŎŜƛǾŜŘ ǇǊƻōŀōƛƭƛǘȅ ƻŦ ƘŀǊƳ ƛƴ ŀ given situation, as determined  by 

ǘƘŜ ǇŜǊŎŜƛǾŜŘ ƴŀǘǳǊŜ ƻŦ ŀ ƎƛǾŜƴ ƘŀȊŀǊŘ ŀƴŘ ǘƘŜ ǇŜǊŎŜƛǾŜŘ ŜȄǘŜƴǘ ƻŦ ƻƴŜΩǎ ŜȄǇƻǎǳǊŜ ǘƻ ǘƘŀǘέ(Heugens and 

Dentchev 2007).  

 

Firm risk measures the amount of fluctuations over time in financial performance (Donaldson, 1999 cited 

by Orlitzky and Benjamin, 2001). It can be measured looking at stock prices or internal accounting return 

variables such as SDROA and SDROE. In the first case we speak about market risk whereas in the latter of 

accounting risk (Orlitzky and Benjamin 2001). Besides indicating increased variability in organizational 

returns, firm risk is also a sign of chance of corporate decline and mortality (Orlitzky and Benjamin 2001). 

Indeed, it undermines forecasts and planning activities (Bettis & Thomas, 1990, Brigham & Gapenski, 1996, 

Sharpe, 1990 all cited by Orlitzky and Benjamin, 2001). 9ǾƛŘŜƴŎŜ ǎƘƻǿǎ ǘƘŀǘ άōŜƛƴƎ ŀ ƎƻƻŘ ŎƻǊǇƻǊŀǘŜ ŎƛǘƛȊŜƴ 

ǘŜƴŘǎ ǘƻ ǊŜŘǳŎŜ ŦƛǊƳ Ǌƛǎƪέ ŀƴŘ ǘƘŀǘ ƛƴǾŜǎǘƳŜƴǘǎ ƛƴ /{w άŀǇǇŜŀǊǎ ǘƻ ƭƻǿŜǊ ŜȄǘŜǊƴŀƭ ƳŀǊƪŜǘ-based risk 

relatively more than internal accounting-ōŀǎŜŘ Ǌƛǎƪέ (Orlitzky and Benjamin 2001). 

 

Risk management practices protect shareholder value reducing a ŦƛǊƳΩǎ ŜȄǇƻǎǳǊŜ ǘƻ ǎǇŜŎƛŦƛŎ Ǌƛǎƪǎ ǘƘŀǘ 

would rise to deadweight costs which investors cannot diversify away in the market (Stulz, 2002 cited in 

Godfrey et al., 2009). Protecting shareholder value is a pathway to add value to shareholders. Investing in 

risk management practices like insurance policies is considered a wise strategy even though these 

investments come at a price in excess of expected loss because it contributes reducing the overall firm risk 

(Godfrey et al. 2009).  Furthermore, an insurance becomes more valuable the higher the cost of the 

financial distress (Stulz, 2002 cited in Godfrey et al., 2009). 

 

Prior to discussing ǿƘŀǘ ŀǊŜ ǘƘŜ ŎǊƛǘŜǊƛŀ ŦƻǊ ǘƘŜ ƛƴǎǳǊŀōƛƭƛǘȅ ƻŦ ŀ ŦƛǊƳΩǎ ŀǎǎŜǘǎΣ a brief digression about what 

an asset is and the resource based view of the firm is worthy. 

 

An asset can be defined as any physical, organizational or human attribute which allows a firm to settle and 

implement strategies aimed at improving its effectiveness and efficiency in the marketplace (Barney 1991 

cited in Srivastava et al., 1998). Hence, the value of any asset is ultimately realized, directly or indirectly, in 

ŀ ŦƛǊƳΩǎ ƳŀǊƪŜǘǎΦ The assets of a firm can be tangible or intangible, on or off the balance sheet and internal 

or external to the company (Srivastava et al. 1998).  

According to the resource based view of the firm, not all the assets of a company contribute equally to the 

sustainable competitive advantage of a firm in its markets. Indeed, an asset is more likely to be valuable 
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when it satisfies to some extent the following criteria: 1)  it is convertible; 2) it is rare; 3) it is imperfectly 

ƛƳƛǘŀōƭŜΤ пύ ƛǘ ŘƻŜǎƴΩǘ ƘŀǾŜ ǇŜǊŦŜŎǘ ǎǳōǎǘitutes (Srivastava et al. 1998). Convertibility means that the asset 

can be used to exploit opportunities and/or to neutralize threats in the external environment. Rarity means 

that when many competitors possess the same resource, its potential to be a source of competitive 

advantage is considerably reduced. The meaning of the last two is straightforward. 

Among the resources that largely contribute to the competitive advantage of a firm there are relational and 

intellectual market-based intangible assets. Their intangible character makes replication by competing 

firms considerably more difficult (Roberts and Dowling 2002). The potential of relational market-based 

intangible assets to generate and protect competitive advantage  depends on the relationships a firm has 

ǿƛǘƘ ƛǘǎ ǎǘŀƪŜƘƻƭŘŜǊǎ ŀƴŘ ǘƘŜƛǊ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǎƻƳŜ ŜƭŜƳŜƴǘǎ ƻŦ ǘƘŜ ŦƛǊƳΩǎ ŀŎǘƛǾƛǘƛŜǎ (Wood and Jones 

1995).  The relationship-based intangible assets, referred also as relational wealth, (Clarkson Principles of 

Stakeholder Management, Business Ethics Quarterly, 2002) include among others: trust, brand equity, 

ŎƻǊǇƻǊŀǘŜ ǊŜǇǳǘŀǘƛƻƴΣ ŎǳǎǘƻƳŜǊ ƭƻȅŀƭǘȅ ŀƴŘ ŜƳǇƭƻȅŜŜǎΩ ŎƻƳƳƛǘƳŜƴǘ (Godfrey 2005).  Intellectual market-

based assets involve marketing knowledge which provide a core competency consisting of skills, systems 

and information that may convey a sustainable competitive advantage to the firm in terms of identifying 

market opportunities and developing effective marketing strategies (Lukas et al. 2005). 

The criteria for the formation and maintenance of a functioning insurance market are: 1)  there must be a 

large number of homogeneous objects to be insured; 2)  the loss must be unintentional and accidental; 3) 

the loss must be determinable and measurable; 4) the loss should not be catastrophic to the insurer; 5) the 

chance of loss must be calculable; 6) the premium must be economically feasible (Rejda, 1992 cited in 

Godfrey, 2005). 

 

Despite tangible assets are insurable using the traditional insurance contracts, a ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ 

cannot because ƛǘ ŘƻŜǎƴΩǘ ƳŜŜǘ ǘƘŜ ŦƛǊǎǘ ǘƘǊŜŜ ŎǊƛǘŜǊƛŀ (Godfrey 2005). The first criterion is violated by 

relational wealth because it is idiosyncratic to specific firm-stakeholder relationships and not homogeneous 

among firms. The second condition is violated because not all the negative events that adversely impact 

firm-stakeholders relationships are accidental and unintentional. The third condition is violated since, being 

relational wealth intangible and off the balance sheet, it is tricky to determine and measure the magnitude 

of the loss. Indeed, the effects of a negative act may be textured differently in local markets and extended 

over a long time horizon (Godfrey 2005). 

 

TƘŜ ŦŀŎǘ ǘƘŀǘ ŀ ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ ŀŎŎƻǳƴǘǎ ŦƻǊ an increasing proportion of shareholder value (Barwise 

and Farley 2004) and is not insurable using traditional insurance policies (Godfrey 2005), stresses the 
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importance of investigating the potential of CSR to perform for relational wealth the core functions of an 

insurance.  

Before discussing the theory of the insurance from CSR, it is necessary to pinpoint the characteristics of the 

ǎǘŀƪŜƘƻƭŘŜǊΩǎ ŎŀǘŜƎƻǊƛȊŀǘƛƻƴǎ that will be referred to in this report and what is meant by negative events.  

Thus will be done in Sections 2.3 and 2.4 respectively.  

 

 

2.3  CSR AND STAKEHOLDERSΩ /!¢9DhwL½!¢Lhb{ 

According to the stakeholder perspective, a firm is at the center of a network of relationships with a wide 

range of stakeholders whose interests, goals and degree of awareness of social/ethical issues may vary 

significantly (van Marrewijk 2003, Neville et al. 2005). Indeed, the importance of CSR activities is likely to 

differ across stakeholder groups  and their perceived CSR as well (Herpen et al. 2003). Stakeholders 

assessments ŘŜǇŜƴŘ ƻƴ ǘƘŜ ŎƻƴƎǊǳŜƴŎŜ ōŜǘǿŜŜƴ ǘƘŜ ŦƛǊƳΩǎ ōŜƘŀǾƛƻǊǎ ŀƴŘ ǘƘŜƛǊ ŜȄǇŜŎǘŀǘƛƻƴǎ ŀƴŘ 

preferences (Fombrun and Shanley 1990)Φ /ƻƴǎŜǉǳŜƴǘƭȅΣ ŀ ŦƛǊƳΩǎ /{w ǇƻǊǘŦƻƭƛƻ ƻŦ ŀŎǘƛǾƛǘƛŜǎ ƛǎ ŦǊŀƳŜŘ ŀƴŘ 

assed within the relationships with its stakeholders (Neville et al. 2005) and a firm is considered to act in a 

socially responsible way when its decisions and actions account for and balance diverse stakeholder 

interests (Maignan and Ferrell 2004). 

 

Although many classifications of stakeholders can be found in the literature, Table 5 reports only the 

characteristics of primary, secondary, dominant and non dominant stakeholders since those are the 

categorizations to which it will be referred to in this report.  
 

CATEGORIZATIONS CHARACTERISTICS 
PRIMARY STAKEHOLDERS 
 
(e.g. customers, employees, 
shareholders, and suppliers) 

Essential to the operations of a business (Freeman et al. 2008 cited in 
Godfrey et al. 2009) 

 
Make legitimate claims on the firm and have both the urgency and the 
power (utilitarian, coercive, or normative) to enforce such claims 
(Mitchell et al. 1997) 
 

SECONDARY STAKEHOLDERS  
 
(e.g. local communities, the 
legislative branch of 
governments, media, NGOs, 
activist groups, society at a 
large) 

Not engaged in transactions with the corporation and hence not essential 
for its survival (Clarkson 1995) 

 
Can influence the ŦƛǊƳΩǎ ǇǊƛƳŀǊȅ ǎǘŀƪŜƘƻƭŘŜǊǎ όCǊŜŜƳŀƴ Ŝǘ ŀƭΦ нллу cited 
in Godfrey et al. 2009) 

 

Have legitimate claims on the firm, but lack both urgency and power to 
enforce their claims (Mitchell et al. 1997) 
 

DOMINANT STAKEHOLDERS 
 
(each firm is called to identify 
them within its stakeholder 
base) 

CƻƴǘǊƛōǳǘŜ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ǘƻ ǘƘŜ ŦƛǊƳΩǎ ǎǘƻŎƪ ƻŦ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ ŀƴŘ ŀǊŜ 
central to its protection (Godfrey 2005) 

 

HŀǾŜ ǘƘŜ ǇƻǿŜǊ ǘƻ ƴŜƎŀǘƛǾŜƭȅ ŀŦŦŜŎǘ ŀ ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘΣ ǘƘŜ 
legitimacy to exercise that power but lack the urgency to so (Mitchell et 
al. 1997) 
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NON DOMINANT 
STAKEHOLDERS 
 
 

(each firm is called to identify 
them within its stakeholder 
base) 

Á DƻƴΩǘ ŎƻƴǘǊƛōǳǘŜ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ǘƻ ǘƘŜ ŦƛǊƳΩǎ ǎǘƻŎƪ ƻŦ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ 
(Godfrey 2005) 

Á  
Á When provoked by actions antithetical to their values, may become 

dangerous stakeholders having the power to negatively affect relational 
wealth and a sense of urgency leading to action (Godfrey 2005, Mitchell 
et al. 1997) 

 
Table 5: Characteristics of the stakeholders categorizations used in this report. 

 

 

The ability of a firm to meaningfully engage vary stakeholders in CSR activities, is essential to its ability to 

leverage them for economic benefits (Peloza 2006). 
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2.4  WHAT IS MEANT BY NEGATIVE EVENT 

Organizational actions, conducts and operations may, even under the best circumstances, create harm or 

adverse impacts among stakeholders or affect the integrity and moral character of the firm (Godfrey et al. 

2009, Godfrey et al. 2010). In this thesis the term negative event is used referring to all the organizational 

actions, conducts and operations that lead to such negative outcomes.  

 

Table 6 reports in a structured way the many characteristics used to describe negative events which has 

been identified by reviewing the literature.  

 

CHARACTERISTICS DESCRIPTION 
 

TYPE INTEGRITY-RELATED OR STAKEHOLDER-BASED (Godfrey 
et al. 2009) 
 

MAGNITUDE VARYING FROM RELATIVELY BENIGN TO SEVERE (Godfrey 
2005) 
 

EXTENT LOCAL OR GLOBAL (Godfrey 2005) 
 
FIRM-SPECIFIC, INDUSTRY-WIDE, ECONOMY-WIDE 
 

STAKEHOLDERS IMPACTED SPECIFIC GROUPS OR A WHOLE COMMUNITY 
 
TRADING PARTNERS AND SECONDARY STAKEHOLDERS 
(Godfrey et al. 2009) 
 

SOURCE MISMANAGEMENT, LACK OF ATTENTION, NEGLECT OF 
CSR (Herpen et al. 2003, Kolk and Pinkse 2006) 
 
IRRESPONSIBLE BEHAVIORS (Frooman 1997) 
 
DEFICIENT CONTROLS (Menz 2010) 
 
ILLICIT BEHAVIORS (Orlitzky and Benjamin 2001) 
 
DIFFERENT PERCEPTION OF WHAT IS FAIR; DISCREPANCY 
BETWEEN PRIVATE and SOCIAL COSTS/BENEFITS -such as 
negative externalities- (Heal 2005) 
 

DURATION OF THE EFFECTS FROM DAYS TO LONGER PERIODS 
 

PREDICTABILITY UNFORESEEN/UNEXPECTED; PARTLY PREDICTABLE; 

PREDICTABLE 

INTENTIONALITY INTENTIONAL; UNINTENTIONAL (Godfrey 2005) 

 
Table 6:  Characteristics of negative events. 
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Some negative events are intentional such as a facility closing or the downsizing of a plant. Others are 

accidentally and unintentionally such as the contamination of food products during manufacturing 

processes or an oil spill causing an environmental disaster. Facility closing/downsizing affects particularly 

employees and local communities. Food contaminations mainly impact on consumers, whereas 

environmental pollution adversely impacts stakeholders concerned with the protection of the natural 

environment and the local communities (Godfrey 2005).  

 

bŜƎŀǘƛǾŜ ŜǾŜƴǘǎ ŀǊŜ ǘƘǊŜŀǘǎ ǘƻ ŀ ŦƛǊƳΩǎ ǎƻŎƛŀƭ ƭŜƎƛǘƛƳŀŎȅ ŀǎ well. Indeed, if a company is seen by 

stakeholders as irresponsible or dishonest, it will lose social legitimacy and, in order to counter any losses, 

the firm has to reestablish congruency between the values implied by its actions and accepted societal 

norms (Dean 2004). 

Although negative events can potentially hit any companies and lead to adverse impacts whose magnitude 

Ƴŀȅ ǾŀǊȅ ŦǊƻƳ ǊŜƭŀǘƛǾŜ ōŜƴƛƎƴ ǘƻ ǎŜǾŜǊŜΣ Ƴŀƴȅ ŦƛǊƳǎ ŘƻƴΩǘ ƘŀǾŜ ŀƴȅ ŎǊƛǎƛǎ ƳŀƴŀƎŜƳŜƴǘ ǎǘǊŀǘŜƎƛŎ Ǉƭŀƴ ŀǘ ŀƭƭΦ  

A well designed crisis management strategic plan is expected to allow the firm to be in greater control of its 

destiny in the case of a negative event (Fearn-Banks, 2002 cited in Wrigley et al., 2006). Thus because a well 

settled and efficient crisis management plan removes some of the risk and uncertainty from the negative 

occurrence (Wrigley et al. 2006). Moreover, it acts for the management as a reference when it is needed to 

report stakeholders about causes and processes to solve the problem or at least reduce its impact. 

Consequently, damages to shareholder value are expected to be reduced when a accompany has a well 

designed crisis management plan than in the absence of it.  

 

Firms have been shown to respond not only to negative events caused by their own operations and 

conducts but also to negative events involving other companies in their industries and events involving 

companies facing similar risks (Richardson et al. 1999). 

 

The insurance from CSR contributes handling negative events and the consequent adverse impacts on 

ǎǘŀƪŜƘƻƭŘŜǊǎ ƻǊ ŦƛǊƳΩǎ ƛƴǘŜƎǊƛǘȅΦ 
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2.5  INSURANCE FROM CSR: THEORETICAL UNDERLYING MECHANISM  

The theoretical bases of the theory of the insurance from CSR have been constructed drawing on several 

disciplines among which business ethics, social psychology, law, risk management and strategic 

management (Godfrey 2005). This theory sustains that, under certain circumstances, CSR engagement 

creates a reservoir of positive moral capital. In case of negative events (originated by business activities, 

ŎƻƴŘǳŎǘǎ ƻǊ ƻǇŜǊŀǘƛƻƴǎ ŀƴŘ ŀŘǾŜǊǎŜƭȅ ƛƳǇŀŎǘƛƴƎ ǎǘŀƪŜƘƻƭŘŜǊ ƎǊƻǳǇǎ ƻǊ ŦƛǊƳΩǎ ƛƴǘŜƎǊƛǘȅύ, such positive moral 

ŎŀǇƛǘŀƭ ŀŎǘǎ ŀǎ ŀƴ ƛƴǎǳǊŀƴŎŜ ŦƻǊ ǘƘŜ ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘΦ LƴŘŜŜŘΣ ƛǘ ǇǊŜǾŜƴǘǎ ƻǊ ŀǘ ƭŜŀǎǘ ƳƛǘƛƎŀǘŜ ǘƘŜ ƭƻǎǎ 

in relational wealth protecting shareholder value. The negative effects are buffered thanks to the 

mitigation of stakeholŘŜǊǎΩ ŀǎǎŜǎǎƳŜƴǘǎ ŀƴŘ ǊŜǎǳƭǘƛƴƎ ǎŀƴŎǘƛƻƴǎ (Godfrey 2005, Godfrey et al. 2010). 

 

A study demonstrating sound theoretical bases of such theory, shows that philanthropic activity has the 

potential to provide insurance-ƭƛƪŜ ǇǊƻǘŜŎǘƛƻƴ ŦƻǊ ŀ ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ ǘƘǊƻǳƎƘ ǘƘŜ ǇƻǎƛǘƛǾŜ ƳƻǊŀƭ 

capital it generates (Godfrey 2005). Even if such study focus only on a facet of CSR, it is argued that the 

theoretical construct should hold for others discretionary CSR activities as well (Godfrey 2005). The 

voluntary and discretionary nature of CSR activities, meant as doing good above and beyond what is 

expected, is likely to lead to imputations of exemplary or good behaviors (Wood & Logsdon, 2002 cited in 

Godfrey, 2005). 

 

The cost of any insurance policy is simply expensed if no claims is made and this holds for the insurance 

from CSR as well. Hence, if no negative event occur one firm engaging in CSR for its insurance benefits may 

appear less profitable than companies ǿƘƛŎƘ ŘƻƴΩǘ ƳŀƪŜ ǎǳŎƘ ƛƴǾŜǎǘƳŜƴǘ (Peloza 2006). However,  

investing in risk management strategies is considered a wise management practice because it contributes 

reducing the overall firm risk (Godfrey et al. 2009). As for any other form of insurance, a firm may rely on 

the insurance from CSR only if investments in CSR activities are done prior any potential negative event 

happens (Peloza 2005).  

 

Insurance from CSR should be more valuable for companies in which stakeholder relationships and the 

resulting shareholder wealth play a larger role in shareholder value creation (Godfrey et al. 2009).  

 

Evidence show that corporate managers involved in CSR decision making processes recognize the 

importance of the insurance from CSR (Godfrey 2005) and that investing in CSR activities they would like to 

capture both incremental gains and protection for the ŦƛǊƳΩǎ ǊŜǇǳǘŀǘƛƻƴ (Peloza 2005). Although 

researchers and some corporate CSR managers have recently started appreciating the value of  CSR as an 

insurance, it is not granted that firms has yet the abilities to effectively leverage their CSR for risk 

management. Indeed, in many companies CSR and risk management are managed by different 

departments and the collaboration between the two may not be in place yet (Peloza 2006). 
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Although CSR can be valuable in insuring against risk, evidence shows that firms which engage in CSR 

activities are ƴŜƛǘƘŜǊ ƳƻǊŜ ƴƻǊ ƭŜǎǎ ƭƛƪŜƭȅ ǘƘŀƴ ŎƻƳǇŜǘƛǘƻǊǎ ǿƘƛŎƘ ŘƻƴΩǘ ŜƴƎŀƎŜ ƛƴ /{w ǘƻ ŎǊŜŀǘŜ ƴŜƎŀǘƛǾŜ 

events (Godfrey et al. 2009). Hence, insurance from CSR can help buffering the negative effects on the 

ŦƛǊƳΩǎ ǎƘŀǊŜƘƻƭŘŜǊ ǿŜŀƭǘƘ ŀƴŘ ǇǊƻǘŜŎǘƛƴƎ ǎƘŀǊŜƘƻƭŘŜǊ ǾŀƭǳŜ ōǳǘ ƴƻǘ ǊŜŘǳŎƛƴƎ ǘƘŜ ǇǊƻōŀōƛƭƛǘȅ ƻŦ ǳƴŦƻǊŜǎŜŜƴ 

events related to corporate operations. On the other hand, a recently published study sustains that 

άǊŜǎǇƻƴǎƛōƭŜ ŦƛǊƳǎ ƘŀǾŜ ƴŜƎŀǘƛǾŜ ŜǾŜƴǘǎ ƭŜǎǎ ƻŦǘŜƴ ǘƘŀƴ ƴŜƎƭƛƎŜƴǘ ŦƛǊƳǎέ (Minor 2011). 

 

 

To facilitate the reader, the mechanism through which CSR can operate as an insurance policy has been 

split in two parts: 1) from CSR activities to moral capital; 2) from moral capital to the protection of 

shareholder value. Figures 1, 2 and 3 give a graphical representation of the two parts and of the complete 

mechanism respectively. 

 
 
2.5.1  FROM CSR ACTIVITIES TO MORAL CAPITAL 

 

The term moral capital (referred in the literature also as goodwill and moral reputational capital) is given by 

the outcome of the processes of assessment, evaluation, and imputation of CSR activities by stakeholders 

(Godfrey 2005). 

 

¢ƘŜ ƎŜƴŜǊŀǘƛƻƴ ƻŦ ƳƻǊŀƭ ŎŀǇƛǘŀƭ ŘŜǇŜƴŘǎ ƻƴ ǎǘŀƪŜƘƻƭŘŜǊΩǎ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ōƻǘƘ ŀŎǘ ŀƴŘ ŀŎǘƻǊΦ !ƴ ŀŎǘ Ŏŀƴ ōŜ 

evaluated as positive or negative whereas the motivation and character of an actor can be evaluated as 

genuine or ingratiating. Hence, as shown in Fig. 1, there are four possible combinations: positive 

act/genuine actor, positive act/ingratiating actor, negative act/genuine actor and negative act/ingratiating 

actor (Godfrey 2005).  

 

The necessary condition for the generation of positive moral capital from CSR engagement is that both 

action and actor (in this case the organization and its management) receive positive evaluations from 

dominant stakeholder groups (Godfrey 2005). Consequently, positive moral capital is generated only in one 

of the four possible combinations, that is when the CSR activity in which the company engages is evaluated 

positively and the firm itself is evaluated as having a genuine motivation to invest in such specific activity.  

 



  30 

 

 

   Fig. 1: Part 1 of the theoretical underlying mechanism of the insurance from CSR. 

 

!ƴ ŀŎǘ ƛǎ ŜǾŀƭǳŀǘŜŘ ŀǎ ǇƻǎƛǘƛǾŜ ōȅ ǎǘŀƪŜƘƻƭŘŜǊǎ ǿƘŜƴ ǘƘŜǊŜ ƛǎ ŎƻƴǎƛǎǘŜƴŎȅ ōŜǘǿŜŜƴ ƛǘ ŀƴŘ ǎǘŀƪŜƘƻƭŘŜǊǎΩ 

ethical values (Godfrey 2005). Actor-based moral capital is generated when stakeholders impute intentions, 

motivations and character to an actor in relation to a specific action. Hence, the engagement in a CSR 

activity can be considered by stakeholders either as a genuine manifestation of responsibility or as an 

ingratiating act. The first case will lead to the generation of positive moral capital whereas the second to 

the generation of negative moral capital (Godfrey 2005).  

 

The term ingratiation refers to the illicit use of strategic behaviors aimed at influencing the target about the 

ŀǘǘǊŀŎǘƛǾŜƴŜǎǎ ƻŦ ǘƘŜ ŀŎǘƻǊΩǎ ǉǳŀƭƛǘȅ όWƻƴŜǎΣ мфсп ŎƛǘŜŘ ƛƴ DƻŘŦǊŜȅΣ нллрύΦ !ƴȅ /{w ŀŎǘƛǾƛǘȅ ƧǳŘƎŜŘ ŀǎ 

ingratiating rather than a genuine manifestation of responsibility will diminish the ŀŎǘƻǊΩǎ ŀǘǘǊŀŎǘƛǾŜƴŜǎǎ 

perceived by stakeholders, ƭŜŀŘƛƴƎ ǘƻ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ ƴŜƎŀǘƛǾŜ ƳƻǊŀƭ ŎŀǇƛǘŀƭ ǿƘƛŎƘ ŘƻŜǎƴΩǘ ǇǊƻǾƛŘŜ ŀƴȅ 

insurance benefits at all (Godfrey 2005). To reduce the risk that CSR activities would be seen as ingratiating, 

ƳŀƴŀƎŜǊǎ ŀǊŜ ŎŀƭƭŜŘ ǘƻ ŜƴƎŀƎŜ ƛƴ ŀŎǘƛǾƛǘƛŜǎ  ǿƘƛŎƘ ŀǊŜ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŦƛǊƳΩǎ ƛŘŜƴǘƛǘȅΦ Lǘ ƳŜŀƴǎ ǘƘŀǘ /{w 

activities should be driven by the core and enduring values that the company uses to define itself in order 

to be perceived as genuine. 

 

Managers trying to optimize their portfolio should both choose CSR activities that have the potential to be 

considered as positive actions and manage decision processes avoiding evaluations of ingratiation (Godfrey 

2005). To establish the sincerity of its CSR activities and their effectiveness as well, a firm should make its 
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annual sustainability report audited by third party (Heugens and Dentchev 2007) or better should strive to 

be accepted in sustainability stock indexes. Firms belonging to the Down Jones Sustainability Index are the 

best in class of each industry having a high CSR profile and are audited once a year. Only when passing the 

many requisites, a company can be part of this selection of high CSR companies. 

 

It has been argued that the greater the act- and actor-based positive moral evaluations by stakeholder 

groups, the greater the positive moral capital generated by a CSR activity will be (Godfrey 2005).  

 

A firm accrues its reservoir of positive moral capital when external stakeholders receive and accept the 

ǎƛƎƴŀƭ ƻŦ άƻǘƘŜǊ-ŎƻƴǎƛŘŜǊƛƴƎέ ŘƛǎǇƻǎƛǘƛƻƴ ǘƘŀǘ ƳŀƴŀƎŜǊǎ ǇǊƻǾƛŘŜ ŜƴƎŀƎƛƴƎ ƛƴ ŘƛǎŎǊŜǘƛƻƴŀƭ /{w ŀŎǘƛǾƛǘƛŜǎ 

(Herpen et al. 2003, Simon 1995)Φ ¢ƘŜ ǎǘǊŜƴƎǘƘ ƻŦ ǘƘŜ άƻǘƘŜǊ ŎƻƴǎƛŘŜǊƛƴƎ-ǎƛƎƴŀƭέ ƻŦ /{w ŀŎǘƛǾƛǘƛŜǎ ŀƴŘ ƘŜƴŎŜ 

the potential to create positive moral capital are determined by two criteria: the activity must be public 

knowledge and the engagement must be substantial enough to be noticed and seen as a credible and 

reasonable declaration of unselfish intention and commitment (Godfrey et al. 2009).  

 

9ƴƎŀƎŜƳŜƴǘ ƛƴ /{w ŀŎǘƛǾƛǘƛŜǎ ōȅ ŎƻƳǇŀƴƛŜǎ ōŜƭƻƴƎƛƴƎ ǘƻ άǎƛƴέ ƛƴŘǳǎǘǊƛŜǎ όǎǳŎƘ ŀǎ ǘƻōŀŎŎƻ ŀƴŘ ŀƭŎƻƘƻƭύ  ƛǎ 

ƳƻǊŜ ƭƛƪŜƭȅ ǘƻ ōŜ ǇŜǊŎŜƛǾŜŘ ŀǎ άƎǊŜŜƴ ǿŀǎƘƛƴƎέΣ άōƭƻƻŘ ƳƻƴŜȅέ ƻǊ άƛƴƎǊŀǘƛŀǘƛƴƎέΦ Lƴ ǎǳŎƘ ŎŀǎŜǎ ǘƘŜ ǎƛƎƴŀƭ 

value of CSR and consequently the insurance value is destroyed or diminished at best (Godfrey et al. 2009). 

 

The other three combinations leads to the generation of negative moral capital (Godfrey 2005) ǿƘƛŎƘ ŎŀƴΩǘ 

be used as a buffer to mitigate the loss in shareholder value in case of negative events affecting/offending 

some stakeholder groups. 

 

Given that different stakeholders groups may evaluate a specific CSR activity differently, managers deciding 

what activities to engage in and where to dedicate more efforts and resources, should first of all analyze 

their stakeholder base. Indeed, the knowledge about stakeholders base allows a firm to decide whether to 

invest in CSR activities targeted to specific stakeholders groups or to a broad stakeholder base. 

 
 
SPECIFIC POSITIVE MORAL CAPITAL AND POSSIBLE DRAWBACKS 

In order to generate specific moral capital, managers should choose CSR activities consistent with central 

and identity-rich values among the dominant stakeholder groups, which contribute significantly to the 

ŦƛǊƳΩǎ ǎǘƻŎƪ ƻŦ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ ό!ƭōŜǊǘ ϧ ²ƘŜǘǘŜƴΣ мфурΤ wƻǿƭŜȅ ϧ aƻƭŘƻǾŜŀƴǳΣ нлло all cited in Godfrey, 

2005). Such values are those differentiating the dominant stakeholders groups from others and 

contributing to their uniqueness. Moreover, these values will not be among those that overlap with other 

communities/groups and are not likely to be widely held or generally embraced moral values (Whetten and 

Mackey 2002). 
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The CSR activity-ǎǘŀƪŜƘƻƭŘŜǊǎΩ ǾŀƭǳŜ ŎƻƴǎƛǎǘŜƴŎȅ ǎƘould produce positive moral capital among the targeted 

communities and this positive moral capital is expected to be deeply held since the communities identify 

the firm with their own core values. Hence, through this type of investments, managers can build specific 

positive moral capital (Godfrey 2005).  

Managers should be aware that this choice could have drawbacks consisting in the generation of negative 

moral capital among other stakeholders (Godfrey 2005) who, in case of actions offending their values, may 

be urged to action and this would negatively affect the relational wealth (Mitchell et al. 1997, Godfrey 

2005). Drawbacks are expected to be in form of specific negative moral capital. It seems unlikely that a firm 

can perfectly calibrate its CSR activities to generate positive moral capital among all the relevant 

stakeholders groups (Godfrey 2005).Hence, as for many other strategic decisions it is a question of trade-

offs. 

A solution could be investing on a CSR activity targeted to specific dominant stakeholder group only after 

having evaluated whether it can offense the values of other stakeholder groups. This is expected to reduce 

the risk of myopic choices which may lead to drawbacks. Being myopic can backfire to a firm with severe 

consequences as shown in the Monsanto example reported hereafter. 

 

Monsanto invested significant amount of money in genetically modifying crops to make them more 

productive and less requiring iƴ ǘŜǊƳǎ ƻŦ ƛƴǎŜŎǘƛŎƛŘŜǎ ǘƻ ǇǊƻǘŜŎǘ ǘƘŜƳΦ Lƴ aƻƴǎŀƴǘƻΩǎ ƳƛƴŘ ǘƘŜǎŜ ƎŜƴŜǘƛŎŀƭƭȅ 

modified crops were aimed at making agriculture more sustainable and improving crop yields in poor 

ŎƻǳƴǘǊƛŜǎΦ aƻƴǎŀƴǘƻΩǎ /{w ŀŎǘƛǾƛǘȅ ōŀŎƪŦƛǊŜŘ ǎƻ ǎŜǾŜǊŜƭȅ ǘƘŀǘ ǘƘŜ ŎƻƳǇŀƴȅ ǿŀǎ Řestroyed and taken over. 

The problem was that Monsanto focused on the private-social cost gap associated with the use of 

ƛƴǎŜŎǘƛŎƛŘŜǎ ōǳǘ ƳƛǎǎŜŘ ǘƘŜ ƎŀǇ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ǇŜƻǇƭŜΩǎ ŦŜŀǊǎ ƻŦ ƎŜƴŜǘƛŎŀƭƭȅ ƳƻŘƛŦƛŜŘ ŦƻƻŘǎΦ /ƻƴǎǳƳŜǊǎ 

saw Monsanto as attempting to raise farm productivity and lower pollution by dumping severe externalities 

to consumers in the form of new and unknown risks linked to GM foods. Monsanto was also attacked by 

ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƎǊƻǳǇǎ ǿƘƻ ǿŀǎ ŎƻƴŎŜǊƴŜŘ ŀōƻǳǘ ǘƘŜ ǎǇǊŜŀŘƛƴƎ ƻŦ ǘƘŜ άŜǾƛƭέ ƎŜƴŜǎ ŀƳong traditional crops. 

!ǎ ŀ ǊŜǎǳƭǘΣ ŦŀǊƳŜǊǎ ŀōŀƴŘƻƴŜŘ aƻƴǎŀƴǘƻ ŀǎ ǎŜŜŘ ǎǳǇǇƭƛŜǊΦ άaƻƴǎŀƴǘƻΩǎ ŦŀƛƭǳǊŜ ǿŀǎ ƴƻǘ ŀ ŦŀƛƭǳǊŜ ǘƻ ǘŀƪŜ 

/{w ǎŜǊƛƻǳǎƭȅΣ ōǳǘ ŀ ŦŀƛƭǳǊŜ ǘƻ ƛƳǇƭŜƳŜƴǘ ƛǘ ǘƘƻǊƻǳƎƘƭȅ ŀƴŘ Ŧƻƭƭƻǿ ǘƘǊƻǳƎƘ ƻƴ ŀƭƭ ƻŦ ƛǘǎ ƛƳǇƭƛŎŀǘƛƻƴǎέ (Heal 

2005). 
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GENERAL POSITIVE MORAL CAPITAL AND POSSIBLE DRAWBACKS 

When dominant stakeholder groups belong to varied and diverse communities, a firm should choose CSR 

ŀŎǘƛǾƛǘƛŜǎ ƘŀǾƛƴƎ ǘƘŜ ǇƻǘŜƴǘƛŀƭ ǘƻ ŎǊŜŀǘŜ ƎŜƴŜǊŀƭ ǇƻǎƛǘƛǾŜ ƳƻǊŀƭ ŎŀǇƛǘŀƭΦ άDŜƴŜǊŀƭ ǇƻǎƛǘƛǾŜ ƳƻǊŀƭ ŎŀǇƛtal arises 

from philanthropic activities that rest on moral values generally accepted and widely held by multiple 

ŎƻƳƳǳƴƛǘƛŜǎ ǿƛǘƘ ŘƛŦŦŜǊŜƴǘ ǾŀƭǳŜ ǎȅǎǘŜƳǎέ (Godfrey 2005). The moral values underlying activities such as 

AIDS relief and clear water provision are examples of general moral values held by many (Heal 2005).  

 

Drawbacks could be linked to the creation of negative moral capital among small groups of dissenters. 

However, people dissenting from generally accepted norms are expected to be a local phenomenon 

(Donaldson & Dunfee, 1999 cited in Godfrey, 2005). 

 
 
COMBINATION OF SPECIFIC AND GENERAL POSITIVE MORAL CAPITAL AND POSSIBLE DRAWBACKS 

Firms having a broad stakeholder base and relevant niches as well, should try to have a diversified portfolio 

of CSR activities aimed at creating specific moral capital within the relevant niches and general moral 

capital in the broad stakeholder base (Godfrey 2005). The ultimate aim is clearly to get positive goodwill 

among both specific and general communities, reducing the possibility of drawbacks. 
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2.5.2  FROM MORAL CAPITAL TO THE PROTECTION OF SHAREHOLDER VALUE 

 

The second part of the theoretical underlying mechanism of the insurance from CSR, i.e. from positive 

moral capital to the protection of shareholder value, is represented graphically in Fig. 2.  

 

 

  Fig. 2: Part 2 of the theoretical underlying mechanism of the insurance from CSR. 

 

The value of the relational wealth of a firm rests in the judgments and perceptions of stakeholders (Godfrey 

et al., 2010) who, in case of a negative event, use the prior positive moral capital generated from CSR 

engagement in the cognitive processes leading to the attribution of blame (Klein and Dawar 2004) and the 

ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ŀŎǘƻǊΩǎ ŎƘŀǊŀŎǘŜǊ ŀƴŘ ƛƴǘŜƴǘƛƻƴǎ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ Ƴens rea template (Godfrey et al. 

2009). 

 

CSR-based positive moral capital is a perception-based construct which has value since it disposes 

stakeholders to hold beliefs about the firm, beliefs that can mitigate sanctions and punishments in case of 

negative events (Godfrey 2005)Φ LƴŘŜŜŘΣ ǇǊƛƻǊ ǇƻǎƛǘƛǾŜ /{w Ƙŀǎ ŀ ǊƻƭŜ ƛƴ ƳƛǘƛƎŀǘƛƴƎ ǎǘŀƪŜƘƻƭŘŜǊǎΩ ŀǎǎŜǎǎƳŜƴǘ 

of the firm culpability providing ŜǾƛŘŜƴŎŜ ƻŦ ŀ άƎƻƻŘ ƳƛƴŘέ ōȅ ǘƘŜ ŦƛǊƳ ŀƴŘ ƛǘǎ ƳŀƴŀƎŜƳŜƴǘ όGodfrey et al., 

2010). Hence, ǘƘŜ ŦƛǊƳΩǎ ōŀŘ ŀŎǘ ƛǎ ŎƻƴǎŜǉǳŜƴǘƭȅ ǇŜǊŎŜƛǾŜŘ ŀǎ ƭŜǎǎ ƳŀƭƛŎƛƻǳǎ ŀƴŘ ƻǳǘ ƻŦ ŎƘŀǊŀŎǘŜǊ ǿƛǘƘ ǘƘŜ 

normal operations of the firm (Peloza 2006). These evidence contribute convincing stakeholders that the 

adverse impacts of the negative action are the exception rather than the rule (Godfrey et al. 2010) and that 

the negative event itself was a forgivable act, an unforeseeable event in an otherwise strong record of CSR 

efforts (Peloza 2006). 
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 The positive moral capital buffers the underlying relational wealth itself and protects the relative earnings 

streams against the loss of economic value arising from the risks of business operations (Trieschmann & 

Gustavson, 1998 cited in Godfrey, 2005). Thus, CSR-based positive moral capital preserves CFP mitigating 

the shareholder value-loss. The protection of shareholder value is due to the mitigation of the assessment 

of άƎǳƛƭǘȅέ mind, the accordance of the benefit of the doubt to the firm and the mitigation of the 

attribution of blame. 

 

άaŜŀǎǳǊƛƴƎ ǎǘŀƪŜƘƻƭŘŜǊǎΩ ƳŜƴǘŀƭ ǇǊƻŎŜǎǎŜǎ ǇǊƻǾŜǎ ŘƛŦŦƛŎǳƭǘΣ ǇŜǊƘŀǇǎ ŜǾŜƴ ƛƳǇƻǎǎƛōƭŜΤ ƘƻǿŜǾŜǊΣ ǿŜ Ŏŀƴ 

observe whether stakeholder groups behave in a manner consistent with a theorized attribution process. 

Such consistency would ƛƳǇƭȅ ǘƘŀǘ /{w ŀŎǘƛǾƛǘȅ ǇǊƻǾƛŘŜǎ ΨƛƴǎǳǊŀƴŎŜ-ƭƛƪŜΩ ǇǊƻǘŜŎǘƛƻƴέ όCǊƛŜŘƳŀƴΣ мфро ŎƛǘŜŘ 

in Godfrey et. al, 2009,  Godfrey, 2005). 

 

In the following subsections it will be outlined how the attribution process and the mens rea cognitive 

template work.  

 

 

ATTRIBUTION PROCESS 

The potential of CSR to operate as an insurance policy, buffering the loss in relational wealth, has been 

recently investigated in an experimental study focused specifically on consumers and brand equity. The 

negative event considered in this study was a product-harm crisis linked to a defective product produced by 

a fictitious oil company. The information about previous CSR of the company was manipulated creating one 

case in which the company was depicted as responsible and a second case in which the firm was depicted 

ŀǎ ƛǊǊŜǎǇƻƴǎƛōƭŜΦ 9ǾƛŘŜƴŎŜ ǎƘƻǿǎ ǘƘŀǘ ŎƻƴǎǳƳŜǊǎΩ ŀǘǘǊƛōǳǘƛƻƴǎ ŀōƻǳǘ ŀ ǇǊƻŘǳŎǘςharm crisis are a function of 

ŎƻƴǎǳƳŜǊǎΩ /{w ŀǎǎƻŎƛŀǘƛƻƴǎ (Klein and Dawar 2004).   

 

Attribution is a consumer cognitive process commonly activated in non-routine settings (such as in the case 

of negative events). In facing negative events, corporate association including CSR-associations are very 

likely to be activated (Brown and Dacin 1997) since consumers rely on such information in constructing 

attributions which are the basis of revision and updating of consumer judgments, such as brand evaluation 

(Klein and Dawar 2004).  

 

According to the attribution model conceptualized by Weiner in 1980, there are three causal dimensions of 

attribution leading to an overall judgment of responsibility or blame: locus, stability and controllability. The 

first dimension refers to the fact that triggers the negative event which can be internal or external to the 

firm. The second dimension refers to the temporary or unchanging stability of the behavior. The third one 

refers to the fact that the behavior is or not in the control of the firm (Klein and Dawar 2004). If the locus is 
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internal and the behavior stable and controllable, stakeholders tend to attribute responsibility to the firm 

and hence blaming the firm itself (Klein and Dawar 2004).  The attribution of blame is said to be in direct 

ǇǊƻǇƻǊǘƛƻƴ ǘƻ ǘƘŜ ǎŜǾŜǊƛǘȅ ƻŦ ǘƘŜ ŜǾŜƴǘ ŀƴŘ ǘƘŜ ŦƛǊƳΩǎ ŀǇǇŀǊŜƴǘ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ŦƻǊ ǘƘŜ ŜǾŜƴǘ ό.Ŝƴƻƛǘ мффр 

cited by  Dean, 2004). On the other hand, when the locus is external and the behavior is temporary and not 

controllable by the firm, attribution of blame tend to be made to factors external to the company (Folkes, 

1984 cited in Klein and Dawar, 2004). 

Since attributions derive from the interaction of event-ǊŜƭŀǘŜŘ ƛƴŦƻǊƳŀǘƛƻƴ ŀƴŘ ǘƘŜ ƻōǎŜǊǾŜǊΩǎ ǇǊƛƻǊ ōŜƭƛŜŦǎΣ 

they may be biased from the latter (Folkes, 1988 cited in Klein and Dawar, 2004). Indeed, evidence shows 

ǘƘŀǘ ŎƻƴǎǳƳŜǊǎΩ ƛƴǘŜǊǇǊŜǘŀǘƛƻƴǎ ƻŦ ŀ ŦƛǊƳΩǎ ǊŜǎǇƻƴǎŜ ǘƻ ŀ ǇǊƻŘǳŎǘ-harm crisis are subjected to their prior 

expectations given by accumulated experience with the company and information about the firm past 

behavior included CSR (Dawar and Pillutla 2000). 

 

An example helping illustrating the mechanism of the attribution process is the product-harm crisis which 

recently involved Firestone, the tire producer. Unforeseen tire blowouts caused the dead of some car 

drivers and Firestone recalled millions of tires. If consumers believe that the tires were poorly made, that 

the producer have an history of product defects and could have avoid such problems through a better 

quality control, they are likely to attribute the responsibility of the deaths to the company. Conversely, 

consumers believing that the cause of the problem was external to the company and outside of its control 

όǎǳŎƘ ŀǎ ƘŀǊǎƘ ŘǊƛǾƛƴƎ ƻǊ ŎŀǊǎΩ ƳŜŎƘŀƴƛŎŀƭ ǇǊƻōƭŜƳǎύ ŀǊŜ ǳƴƭƛƪŜƭȅ ǘƻ ŀǘǘǊƛōǳǘŜ ǘƘŜ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ǘƻ CƛǊŜǎǘƻƴŜ 

(Klein and Dawar 2004).  

 

Lƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ ŜǾƛŘŜƴŎŜ ǇǊŜǎŜƴǘŜŘ ŀōƻǾŜ ǘƘŜǊŜ ŀǊŜ ǘƘŜ ǊŜǎǳƭǘǎ ƻŦ ŀƴƻǘƘŜǊ ǎǘǳŘȅ ǿƘƛŎƘ ŀǇǇƭƛŜŘ ²ŜƛƴŜǊΩǎ 

ƳƻŘŜƭ ǘƻ ŎƻƴǎǳƳŜǊΩǎ ŀǘǘǊƛōǳǘƛƻƴǎ ƛƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ ŀ Ŧŀǘŀƭ ŀƛǊƭƛƴŜǊ ŎǊŀǎƘΦ !ƭǎƻ ƛƴ ǘƘƛǎ ǎǘǳŘȅ ŎƻƴǎǳƳŜǊǎΩ 

attributions of the cause of the incident changed their attitudes toward the company (Jorgensen, 1994 

cited in Klein and Dawar, 2004).   

 

Hence, it has been demonstrated that the trigger of a negative event is judged as more external, less stable 

and less controllable for firms that can count on positive prior CSR, compared to firms that do not have 

positive prior CSR. This because information related to the negative event are generally interpreted in a 

confirmatory fashion (Klein and Dawar 2004).  

 

Evidence confirming that stakeholders consider prior CSR in the attribution process have been found in a 

study investigating the insurance value from a positive CSR reputation in the chemical industry. In the days 

immediately following a disaster, ǘƘŜ ŜŦŦŜŎǘǎ ƻƴ ǘƘŜ ŦƛǊƳǎΩ ǎǘƻŎƪ ǇǊƛŎŜ ƘŀǾŜ ōŜŜƴ ƳŜŀǎǳǊŜŘΦ wŜǎǳƭǘǎ ǎƘƻǿ 

that higher level of CSR disclosure in the period prior to the disaster was a significant predictor of less-

severe declines in stock price (Blacconiere and Patten 1994 cited in Peloza 2006).  
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Consumers reactions to positive CSR performance όάŘƻƛƴƎ ƎƻƻŘέύ and negative CSR performance όάŘƻƛƴƎ 

ƘŀǊƳέύ have been found to be asymmetrical. Indeed, all consumers were found to react to negative CSR 

information whereas only those supportive of specific CSR issues reacted to positive CSR information (Sen 

and Bhattacharya 2001). Moreover, the impact of corporate associations on attribution has been found to 

depend on their relevance to consumers (Crocker, 1980; Metalsky & Abramson, 1981 cited in Klein and 

Dawar, 2004). Consequently, consumers who are more sensitive  to CSR issues are expected to be more 

inclined to use information about ŀ ŎƻƳǇŀƴȅΩǎ prior CSR behaviors in forming their attributions. Hence, it is 

expected that in current settings (i.e. not in the occurrence of negative events) only consumers who care 

about specific CSR issues are motivated to access CSR information and making attributions consistent with 

ǘƘŜ ŦƛǊƳΩǎ /{w ǊŜŎƻǊŘǎ. On the other hand, it is expected that facing negative events all consumers may use 

prior CSR associations as a hint in the attribution of blame.  

 

 

THE άMENS REA COGNITIVE TEMPLATEέ 

Even under the best of circumstances, business activity sometimes creates negative impacts among 

important stakeholder groups. When such negative events occur, stakeholders respond by punishing the 

firm with sanctions, having consequences on the financial performance of the company (Godfrey et al. 

2009). Each stakeholder group will mete out sanctions accordingly to its power and role in society. For 

instance, consumers may engage in badmouthing practices or boycotts whereas governmental agencies 

may revoke the right to do business or condemn the company  to pay fines. Sanctions may be remedial, 

compensatory or punitive. The first type may be represented by new regulations aimed at establishing new 

bounds or liabilities. The second type of sanctions is given by lawsuits and fines whereas the latter may 

include boycotts, negative publicity done by media or fines (Godfrey 2005). 

 

In dealing with corporate misdeeds, law uses the so-called άƳŜƴǎ ǊŜŀ ŘƻŎǘǊƛƴŜέ (guilty mind doctrine)  

which is consistent with decision making efficiency and common sense (Khanna 1999, Godfrey 2005). It 

ŀǊƎǳŜǎ ǘƘŀǘ άŀŎǘǳǎ ƴƻǘ ŦŀŎƛǘ ǊŜǳƳ ƴƛǎƛ ƳŜƴǎ ǎƛǘ ǊŜŀέ ǿƘƛŎƘ ǘǊŀƴǎƭŀǘŜŘ ƳŜŀƴǎ άŀƴ ŀŎǘ ŘƻŜǎ ƴƻǘ ƳŀƪŜ ƻƴŜ 

Ǝǳƛƭǘȅ ǳƴƭŜǎǎ Ƙƛǎ ƳƛƴŘ ƛǎ Ǝǳƛƭǘȅέ ό[ŀCŀǾŜΣ нллл ŎƛǘŜŘ ƛƴ DƻŘŦǊŜȅΣ нллрύΦ /ƻƴǎŜǉǳŜƴǘly, bad acts constitute an 

offence only when they are performed with a guilty mind. The notion that stakeholders impute moral 

ǾŀƭǳŜǎ ǘƻ ŎƻǊǇƻǊŀǘƛƻƴΩǎ ŀŎǘƛƻƴǎ Ƙŀǎ ƛǘǎ Ǌƻƻǘǎ ƛƴ ǘƘŜ ŜŀǊƭƛŜǎǘ ƳŀƴŀƎŜƳŜƴǘ ǎǘǳŘƛŜǎΦ LƴŘŜŜŘΣ ƛƴŘƛǾƛŘǳŀƭǎ ƧǳŘƎŜ 

not only tangible facts but also the overall context of any interaction, imputing intentions and motivations 

to the actors involved (Godfrey 2005). 

 



  38 

 

¢ƘŜ ŘƻŎǘǊƛƴŜ ƻŦ ǘƘŜ άƳŜƴǎ ǊŜŀέ provides a cognitive template for how groups or individuals may assess the 

guilty of an actor and mete out punishments and sanctions accordingly (Scott, 1995 cited in Godfrey, 2005).  

Punishments and sanctions are expected to be more severe when bad actions are committed by guilty 

actors and the degree of severity will be correlated to the attribution of the state of mind of the actor 

(Godfrey 2005, Godfrey et al. 2009). In the cognitive process of considering possible sanctions, the reservoir 

of moral capital (generated by positive prior CSR behaviors) ŀŎǘǎ ŀǎ άŎƘŀǊŀŎǘŜǊ ŜǾƛŘŜƴŎŜ ƻƴ ōŜƘŀƭŦ ƻŦ ǘƘŜ 

ŦƛǊƳέΦ LƴŘŜŜŘΣ ƛǘ ǇǊƻǾƛŘŜǎ ŎƻǳƴǘŜǊŦŀŎǘǳŀƭ ŜǾƛŘŜƴŎŜ ǿƘƛŎƘ ƳƛǘƛƎates the assessment of guilty mind (Godfrey 

2005) reducing the probability that the firm is seen as having an evil mind, fact that would lead to harsh 

sanctions (Strong, 1999 cited in Godfrey, 2005). The assessment of guilty mind is mitigated since the 

positive moral capital encourages stakeholders giving the company the benefit of the doubt regarding 

intentionality, knowledge, negligence or recklessness (Godfrey 2005) 

 

The positive moral capital derived from CSR engagement mitigates the severity of sanctions and 

punishments accorded by stakeholders (Fombrun et al. 2000, Godfrey et al. 2009). Indeed, when there is 

ŀƳōƛƎǳƛǘȅ ƻǾŜǊ ǘƘŜ ŀŎǘƻǊΩǎ ƛƴǘŜƴǘƛƻƴ ŀƴŘ ŎƘŀǊŀŎǘŜǊΣ ǎǘŀƪŜƘƻƭŘŜǊǎ ŀǊŜ ŜƴŎƻǳǊŀƎŜŘ ōȅ ǘƘŜ ǇƻǎƛǘƛǾŜ ƳƻǊŀƭ 

capital to give the firm the benefit of the doubt (Uzzi, 1997 cited in Godfrey et al., 2009).  
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2.5.3 THE COMPLETE THEORETICAL UNDERLYING MECHANISM OF THE INSURANCE FROM CSR 

 

In Fig. 3 the complete theoretical underlying mechanism of the insurance from CSR is reported. 

 

 

  Fig. 3: Complete theoretical underlying mechanism of the insurance from CSR. 

 

Literature shows that despite CSR activities and shareholder value map into observable variables,  the mens 

rea templaǘŜ ǊŜƳŀƛƴǎ άŀƴ ǳƴƻōǎŜǊǾŜŘΣ ŀƴŘ Ƴƻǎǘ ƭƛƪŜƭȅ ǳƴƻōǎŜǊǾŀōƭŜΣ ǾŀǊƛŀōƭŜέ (Godfrey and Hill 1995). 

Indeed, it is intra-psychic and may be a tacit or semiconscious process (Gladwell, 2005; Winter, 1987 both 

cited in Godfrey et al. 2009). Consequently, investors in the capital market or other stakeholders may find 

ŘƛŦŦƛŎǳƭǘ ŜȄǇƭŀƛƴƛƴƎ ǿƘȅ ǘƘŜȅ ƳŀƪŜ ǊŀǇƛŘ ƧǳŘƎƳŜƴǘǎ ƎƛǾƛƴƎ ƻǊ ƴƻǘ ŀ ŦƛǊƳ ΨǘƘŜ ōŜƴŜŦƛǘ ƻŦ ǘƘŜ ŘƻǳōǘΩ ό¦ȊȊƛΣ 

1997 cited in Godfrey et al. 2009).  

 

Lǘ ƛǎ ƘŜƴŎŜ ŜȄǇŜŎǘŜŘ ǘƘŀǘ ŜƳǇƛǊƛŎŀƭ ǊŜǎŜŀǊŎƘ άŎŀƴƴƻǘ ǇǊƻǾƛŘŜ ŀ ŘŜŦƛƴƛǘƛǾŜ ǘŜǎǘ ƻŦ ǘƘŜ ǳƴŘŜǊƭȅƛƴƎ ǘƘŜƻǊŜǘƛŎŀƭ 

ǇǊƻŎŜǎǎ ƻŦ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŦǊƻƳ /{wΣ ōǳǘ ŀǘ ōŜǎǘ ŦƛƴŘƛƴƎǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ǘƘŜƻǊŜǘƛŎŀƭ ŀǊƎǳƳŜƴǘέ (Godfrey 

and Hill 1995, Godfrey et al. 2009). Despite that, empirical results consistent with the recently theorized 

ŀǊƎǳƳŜƴǘǎ ƻŦ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŦǊƻƳ /{w ǿƻǳƭŘ ōŜ ŀ ǾŀƭǳŀōƭŜ ǎǘŜǇ ƛƴ ǇǊƻǾƛƴƎ ƛǘǎ ǾŀƭǳŜΦ  ά5ŜǾŜƭƻǇƛng methods 

to uncover and understand the actual attribution processes stakeholders use to assess penalties would 

ŦŀŎƛƭƛǘŀǘŜ ŀ ǉǳŀƴǘǳƳ ƭŜŀǇ ƛƴ ǊŜǎŜŀǊŎƘŜǊǎΩ ŀōƛƭƛǘȅ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŜŦŦŜŎǘǎέ (Godfrey et al. 2009).  
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2.6  FACTORS INFLUENCING FIRMS NEED TO RELY ON THE INSURANCE FROM CSR 

In evaluating the need of a firm to rely on the insurance value from CSR, three factors should be assessed: 

industry risk, business exposure and firm size. Then, the scope and extent of the CSR program should be 

tailored accordingly (Brammer and Pavelin 2004, Peloza 2006). 

 

Each factor influencing ŀ ŦƛǊƳΩǎ need to rely on the insurance from CSR is discussed hereafter.  

 

INDUSTRY RISK  

Industry risk is one of the components driving the type and intensity of socially responsible behaviors by 

firms (Godfrey 2005). Indeed, industries carry different risks of endangering/harming the natural 

environment and/or negatively impacting customers, suppliers, employees or the communities in which 

they operate. All these risks build up the so-called business risk that is affected by the nature of production 

processes, technologies used, products and services (Godfrey 2005, Godfrey et al. 2010). For instance, in 

manufacturing companies business risks may be represented by product safety. Firms belonging to riskier  

industries are more likely to require the insurance from CSR than either firms operating in more stable 

industries or industries where the potential costs of harmful events are less severe (Peloza 2006). 

 

BUSINESS EXPOSURE 

Another factor affecting the need for firms to rely on the insurance from CSR is their business exposure, 

defined as the degree to which a firm is vulnerable to its environment (Peloza 2006, Saiia et al. 2003). 

9ǾƛŘŜƴŎŜ ǎƘƻǿ ǘƘŀǘ ŀ ŦƛǊƳΩǎ ǎǳǇǇƻǊǘ ŦƻǊ ǎƻŎƛŀƭ ŎŀǳǎŜǎ ƛǎ ƘƛƎƘƭȅ ŎƻǊǊŜƭŀǘŜŘ ǘƻ ǘƘŜ ŦŀŎŜŘ ƭŜǾŜƭ ƻŦ ōǳǎƛƴŜǎǎ 

exposure (Saiia et al. 2003). Although some industries present a higher business exposure, there is a 

baseline of necessary insurance from CSR across all industries both in B2C and B2B (Peloza 2006). 

 

FIRM SIZE 

Compared with smaller companies, big firms usually are more diversified across geographical and product 

markets, have more varied stakeholder constituencies and are more visible (Brammer and Pavelin 2004).  

Consequently, they face greater scrutiny and social pressures from a broad range of stakeholders (Artiach 

et al. 2010) requiring them to manage the social consequences of their business actions, operations and 

conducts (Richardson et al. 1999). Moreover, firms with a larger market presence are riskier because 

involved in more internal and external transactions than smaller firms and thus leads to a higher probability 

of negative outcomes (Godfrey et al. 2009).  
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In light of these considerations, a passive strategy regarding sustainability issues is less acceptable for big 

companies than for smaller ones (Artiach et al. 2010)Φ άLŦ ƭŀǊƎŜǊ ŦƛǊƳǎ ŀǊŜ ƳƻǊŜ ƭƛƪŜƭȅ ǘƻ ŜȄǇŜǊƛŜƴŎŜ ƴŜƎŀǘƛǾŜ 

events, either througƘ ŎƘŀƴŎŜ ƻǊ ǘŀǊƎŜǘƛƴƎ ŦǊƻƳ ŎƻƴǎǘƛǘǳŜƴǘǎ όΧύΣ /{w ŜƴƎŀƎŜƳŜƴǘ ōȅ ƭŀǊƎŜǊ ŦƛǊƳǎ ǿƛƭƭ ōŜ 

more valuable because it is likely to be used more frequently in generating mens rea evidence than for 

ǎƳŀƭƭŜǊ ŦƛǊƳǎέ (Godfrey et al. 2009). Hence, it is not surprising that often the largest firms in each industry 

are leaders in corporate social performance. Literature shows that firm size is strongly and consistently 

associated with high levels of Corporate Social Performance (Artiach et al. 2010) and that there is an 

interaction between industry and firm size, with large firms in sensitive industries most likely to engage in 

CSR activities and disclose CSR information (Richardson et al. 1999).  
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2.7  CONTINGENCES AFFECTING THE ABILITY OF CSR TO ACT AS AN INSURANCE 

POLICY 

The ability of CSR to act as an insurance policy, mitigating the loss in relational wealth and hence protecting 

shareholder value, is affected by the following contingences:  

Á the level of effort and commitment of the firm 

Á the strategic fit between CSR activities and core business 

Á the transparency in disclosing information about CSR activities 

Á the promotion of CSR activities 

Á the industry in which the firm operates 

Á the effectiveness of corporate response to negative events 

Á the responsiveness in adapting CSR portfolios to economic/social changes  

 

Hereafter, each factor affecting the ability of CSR to act as an insurance policy is briefly discussed. 

 

LEVEL OF EFFORT AND COMMITMENT  

In case of negative events affecting stakeholder groups or offending their ethical values, stakeholders are 

more likely to give the benefit of the doubt when a firm shows effort and commitment (Peloza 2006). A 

firm shows effort investing a considerable amount of time and resources in CSR activities. Commitment is 

expressed through a long-term partnerships with NGOs and sustaining the chosen causes for many years.  

 

A pattern of consistency in CSR activities provides counterfactual evidence that decision makers engage in 

such activities not on an opportunistic or capricious basis. Thus reduces the risk that such investments are 

seen as ingratiating (Godfrey 2005). Encouraging employees volunteering or providing pro-ōƻƴƻ ŎƻƳǇŀƴȅΩǎ 

expertise has been found to pay off more in terms of both social and economic impact than simply 

donating money. Moreover, when a firm makes a direct contribution of expertise providing support using 

its unique abilities the action is seen as less self-serving (Peloza 2006).  

 

On the contrary, an unfocused and uncommitted appǊƻŀŎƘ ǘƻ /{w ŘƻŜǎƴΩǘ ǇǊƻǾƛŘŜ ƛƴǎǳǊŀƴŎŜ ǇǊƻǘŜŎǘƛƻƴ 

(Peloza 2006). Indeed, firms with mainly short-term relationships with NGOs and target communities are 

seen less favorably and judged to be exploitative of the cause (Ellen et al. 2000). Firms engaged in 

unfocused CSR, not integrated into the corporate culture, and having relationships with dozens of 

bDhǎκŎŀǳǎŜǎ ŀǊŜ ƻŦǘŜƴ ŘŜǎŎǊƛōŜŘ ŀǎ ŀŦŦŜŎǘŜŘ ōȅ ǘƘŜ άŜȄŜŎǳǘƛǾŜ ǎǇƻǳǎŜ ǎȅƴŘǊƻƳŜέΦ ¢Ƙƛǎ ŜȄǇǊŜǎǎƛƻƴǎ ǿŜƭƭ 
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convey the image of  managers in charge of choosing the CSR portfolio of activities selecting them on the 

basis of their personal motives instead of the relevance to the firm strategy (Peloza 2006). 

 
 
 
STRATEGIC FIT BETWEEN CSR ACTIVITIES AND CORE BUSINESS 

Firms should seek to engage in CSR activities having high degree of fit with their core business (Porter and 

Kramer 2006). Doing so, CSR activities are more likely to be perceived as motivated by genuine altruistic 

intentions. Moreover, the actions are more likely to be seen as less self-serving (Peloza 2006). Perceived 

altruistic and genuine intentions are needed to build up the reservoir of positive moral capital which can 

insure the relational wealth of a firm. Thanks to such moral capital, stakeholders are willing to give the 

benefit of the doubt and valuate the actor as less guilty in case of negative events (Peloza 2006). 

Moreover, a high degree of fit firm/cause will gain exposure to NGOs and activist groups creating the 

opportunity to build a constructive dialogue and partnerships. NGOs and activists have often a relevant role 

in endorsing or criticizing the operate and iƳǇŀŎǘǎ ƻŦ  ŦƛǊƳǎΩ ŀŎǘƛƻƴǎΦ IŜƴŎŜΣ ƛǘ ǿƻǳƭŘ ōŜ ǾŜǊȅ ƛƳǇƻǊǘŀƴǘ ŦƻǊ 

a company having these stakeholders on its side in case of a negative event. These stakeholders could 

ƛƴŘŜŜŘ ƛƴǘŜǊǾŜƴŜ ƻƴ ǘƘŜ ōŜƘŀƭŦ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅ άƎƛǾƛƴƎ ǇŜǊƳƛǎǎƛƻƴέ ǘƻ ŎƻƴǎǳƳŜǊǎ ŀƴŘ ƻǘƘŜǊ stakeholders to 

άŦƻǊƎƛǾŜέ ǘƘŜ ōŀŘ ŀŎǘ ŀƴŘ ƘŜƭǇƛƴƎ ǘƘŜ ŎƻƳǇŀƴȅ ōŜƛƴƎ ǎŜŜƴ ŀǎ ŀ ƎƻƻŘ ŀŎǘƻǊ ƛƴǾƻƭǾŜŘ ƛƴ ŀƴ ǳƴŦƻǊŜǎŜŜƴ ōŀŘ 

situation. A second advantage of partnerships with NGOs is that the firm can use their advice and expertise 

to make better decisions in choosing the CSR portfolio of actions (Peloza 2006). 

 

Engaging in CSR activities with a high degree of fit with the firm core strategy is expected also to be easier 

for the company and to reduce the risk of diluting managerial attention (Heugens and Dentchev 2007).   

 
 
 

TRANSPARENCY IN INFORMATION DISCLOSURE 

Disclosing information about CSR portfolios (reasons for specific choices, targets of the vary activities, level 

of support/founding and goals) is necessary. Indeed, without an adequate visibility stakeholders cannot use 

/{w ŀǎ ŀƴ ƛƴŦƻǊƳŀǘƛƻƴŀƭ ǎƛƎƴŀƭ ƻŦ ŀ ŦƛǊƳΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ŀƴŘ ŎƻƳƳƛǘƳŜƴǘ ŀǘ ǎŀǘƛǎŦȅƛƴƎ ǎǘŀƪŜƘƻƭŘŜǊǎ 

demands (Fombrun and Shanley 1990, Orlitzky and Benjamin 2001). Hence, firms must engage their 

stakeholders disclosing information about their CSR activities and ensure they are aware of the actions of 

the firm (Peloza 2006). One instrument often used to voluntarily disclose information about CSR is the 

annual sustainability report that many companies publish on their corporate web-site.  
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Transparency in disclosing information about CSR activities allows stakeholders to create in advance a stock 

of positive moral capital that can act as insurance in case of future negative events (Godfrey 2005). 

Moreover, firms that transparently disclose information about their CSR practices are more easily subjected 

to the scrutiny of interested stakeholder groups. For this reason their managers are incentivized to be 

ŀŎŎƻǳƴǘŀōƭŜ ŀƴŘ ŜƴƎŀƎŜ ƛƴ ŀŎǘƛǾƛǘƛŜǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŦƛǊƳΩǎ ǾŀƭǳŜs and identity which has a greater 

potential to create positive moral capital (Godfrey 2005). 

 
 
 
PROMOTION OF GOOD DEEDS 

Another contingency affecting CSR ability to operate as an insurance is the way in which a company 

promotes its good deeds and seeks to take credits for its efforts (Peloza 2006).  

 

Promoting CSR activities requires great care because although many consumers consider acceptable for a 

firm to derive some benefits from CSR (Fombrun et al. 2000, Du et al. 2010), attempts to capitalize on good 

deeds backfired on some firms, guilty of having spent more in promoting their actions than on the action 

itself  (Peloza 2006). An example of CSR actions performed with positive intentions that finished to harm 

the actor and limited its ability to create a reservoir of goodwill as well, is the case of Philip Morris (Peloza 

2006). Philip Morris has been criticized not only for having spent more on promoting its support for charity 

than the amount of money actually donated, but also for having aired its own antismoking campaign 

addressed to teenagers. Critics argued that this campaign was likely to encourage teens to smoke 

(Fairclough 2002).  

 

Hence, the point of the question is how to promote good deeds without being backfired. The best strategy 

for building the reservoir of goodwill is corporate modesty (Peloza 2005). Indeed, many managers believe 

that actions always speaks louder than words (van de Ven 2008) and that over promotion might lead 

stakeholders to view CSR activities as self-serving. Moreover, keeping a low profile in communicating and 

promoting CSR reduces the risk of misalignment between communicated identity and the actual identity of 

the company (van de Ven 2008). Evidence shows that many managers engage in minimal or no attempts at 

all of self-promotion and prefer indirect promotion done by their nonprofits partners (Peloza 2005, Peloza 

2006, van de Ven 2008), source that is considered as highly reliable by many stakeholders (Du et al. 2010). 

 
Engaging external stakeholders (such as NGOs and activist groups) as partners in CSR activities can 

potentially have two benefits. First, reducing the need for any form of promotion to these stakeholder 

groups (Griffin and Mahon 1997) and second, lead them voluntarily speaking on the behalf of the firm in 
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the event of negative events linked to business operations (Peloza 2005). It has been demonstrated that 

overt self-promotion is less likely to serve as protection against negative events than third-party 

endorsements (Peloza 2006).  

 
 
 
INDUSTRY  

Companies whose core activities involve significant financial, production or environmental risks are 

expected to demonstrate higher levels of responsibility to the local communities in which they participate 

(Gardberg and Fombrun 2006).  

 

The ability of CSR to operate as an insurance policy is affected by the industry in which a firm operates. 

Indeed, firms in the so-ŎŀƭƭŜŘ άǾƛŎŜέ ƻǊ άǎƛƴέ ƛƴŘǳǎǘǊƛŜǎ όǎǳŎƘ ŀǎ ŀƭŎƻƘƻƭ ŀƴŘ ǘƻōŀŎŎƻύΣ ŦƛǊƳǎ ƛƴ ƛƴŘǳǎǘǊȅ 

which deplete environmental resources (such as utilities) and firms in heavy polluting industries 

(manufacturing) have more difficulties creating a reservoir of goodwill. This is due to the fact that it is likely 

that their CSR engagement is seen by stakeholders as actions done to cover ƻƴƎƻƛƴƎ άǎƛƴέ ōǳǎƛƴŜǎǎ 

practices (Peloza 2006).  Evidence shows that such industries are given the benefit of the doubt only when 

their positive CSR did not imply profit-driven motives at all (Szykman 2004). 

 

 
 
EFFECTIVENESS OF CORPORATE RESPONSE TO NEGATIVE EVENTS 

The ability of CSR to act as an insurance may be significantly reduced if a company facing a negative event 

ŘƻŜǎƴΩǘ ǊŜǎǇƻƴŘ ŦƻƭƭƻǿƛƴƎ ǘƘŜ ǇǊƛƴŎƛǇƭŜǎ ƻŦ ǘƘŜ ŎǊƛǎƛǎ ƳŀƴŀƎŜƳŜƴǘ ǘƘŜƻǊȅ (Peloza 2006).  

 

Involving stakeholders in crisis management and keeping them informed about what is happening and the 

ŀŎǘƛƻƴǎ ǘƘŜ ŦƛǊƳ ǿƛƭƭ ǘŀƪŜ ǘƻ ǎƻƭǾŜ ƻǊ ǊŜŘǳŎŜ ǘƘŜ ŀŘǾŜǊǎŜ ƛƳǇŀŎǘǎΣ ǿƛƭƭ  ǎƛƎƴŀƭ ǘƘŜ ŦƛǊƳΩ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ǎƻƭǾŜ 

the issue and provide at the same time a cue for the confirmation that prior CSR were genuine. Thus, is 

expected to reduce the charge of hypocrisy (Peloza 2006).  

 

One example of good response to a crisis is the Intrawest case. The company responded to an oil spill 

moving quickly to the acknowledgment of the seriousness of the spill and adopted transparency with the 

media and advocacy groups. A lack of transparency could lead  to media speculation and the firm may be 

depicted as more concerned about its interest than about the affected stakeholders (Peloza 2006).  
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RESPONSIVENESS IN ADAPTING CSR PORTFOLIOS TO ECONOMIC/SOCIAL CHANGES 

As economic and social conditions change, ǎǘŀƪŜƘƻƭŘŜǊǎΩ views of what constitutes a good cause to address 

through CSR programs shift as well (Godfrey 2005, Du et al. 2010, Richardson et al. 1999)5. Hence, firms 

should monitor what are the priority issues and adapt their CSR portfolios of activities to the changes. In 

doing so it is fundamental to select άƘƻǘέ ƛǎǎǳŜǎ ƘŀǾƛng a high degree of fit with the ŦƛǊƳΩǎ core business (Du 

et al. 2010). 

 

Being responsive in adapting CSR portfolios of activities to meet current issues and pressing needs is likely 

to be interpreted as a signal of genuine motivation and thus expected to increase the likelihood of 

generating positive moral capital (Godfrey 2005). Before dumping a CSR  activity in favor of another, the 

firm should disclose the reasons of such a change to their dominant stakeholders in order to reduce the risk 

that the change would be interpreted as a cut and hence as a signal of  irresponsibility.  

  

In order to be more sure that CSR activities are responsive to current needs, a firm should consult NGOs or 

create a philanthropic advisory board composed also by representatives of vary stakeholder groups 

(Godfrey 2005). 

 

 

                                                           
5 For instance, Americans ranked as priority issues crime/violence prevention, the environment and homelessness in the early 90s 

and education, health/disease and the environment in 2004  (Du et al. 2010). 

 



  47 

 

2.8  BENEFITS FROM THE INSURANCE FROM CSR DISENTANGLED ACROSS VARY 

STAKEHOLDER GROUPS  

 

! ŦƛǊƳΩǎ ǇƻǘŜƴǘƛŀƭ ōŜƴŜŦƛǘǎ from the insurance from CSR can be disentangled across vary stakeholder groups 

as shown Table 7. These benefits altogether are expected to contribute to the protection of the 

shareholder value of a firm that has created a reservoir of positive moral capital prior to a negative event. 

Table 7 is expected to help the reader having a more complete picture of the insurance-like property of 

CSR6.  

 

STAKEHOLDER GROUPS POTENTIAL BENEFITS FROM THE INSURANCE-LIKE 
PROPERTY OF CSR 

 
CUSTOMERS 

 
V REDUCED LOSS IN TRUST  
V REDUCED LOSS IN LOYALTY 
V LESS DEFECTION 
V LESS NEGATIVE WORD OF MOUTH 
V NO BOYCOTTS  

 
EMPLOYEES 

 
V REDUCED LOSS IN COMMITMENT 
V REDUCED LOSS IN IDENTIFICATION WITH THE 

COMPANY 
V REDUCED SELF-INTERESTED BEHAVIOR

7
  

V REDUCED LOSS IN THE CAPACITY OF 
ATTRACT & RETAIN TALENTS 

 
INVESTORS / CAPITAL MARKET 

 
V REDUCED ABANDONMENT 
V REDUCED VOLATILITY OF STOCK PRICES 

 
ACTIVISTS AND NGOs 

 
V REDUCED THREAT OF BOYCOTTS 
V TAKING THE BEHALF OF THE COMPANY AND 

ALLOW OTHER STAKEHOLDERS TO 
άChwDL±9έ ¢I9 .!5 !/¢ 

 
PARTNERS AND SUPPLIERS 

 
V REDUCED LOSS IN TRUST 
V REDUCED DEFECTION 
V NO ESTABLISHMENT OF TIGHTER TERMS 

 
COMMUNITY 

 
V REDUCED RISK OF UPRISING 

 
MEDIA 

 
V REDUCED RISK OF NEGATIVE 

COVERAGE/PUBBLICITY 
V REDUCED RISK OF SPECULATIONS 

 

Table 7:  Benefits from the insurance from CSR disentangled across vary stakeholder groups (Adapted from Fombrum et al., 2000 & 
Peloza, 2005). 

                                                           
6 Analyzing in details the benefits across each stakeholder group is beyond the scope of this research.  
7
  9ƳǇƭƻȅŜŜǎΩ ōŜƘŀǾƛƻǊǎ ƴƻǘ ƛƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ ƭƻƴƎ-term best interest of the firm (Richardson et al. 1999). 
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2.9  ARE ALL CSR ACTIVITIES EQUAL FOR INSURANCE PURPOSE? 

To answer this questions it is necessary to investigate the insurance-like property of CSR using fine-grained 

measures instead of monolithic ones, as done in the past. As shown in Table 2, monolithic measures are 

able to capture only the overall engagement whereas fine-grained measures are expected to capture the 

nuances and hence boost the knowledge about the value of different CSR categories/individual activities as 

form of insurance (Peloza 2005).  

Recently, a first step in answering this question has been done. Indeed, a study shows that the insurance 

effect holds for CSR activities aimed at secondary stakeholders or society at a large (i.e. Institutional CSR) 

ǿƘŜǊŜŀǎ /{w ŀŎǘƛǾƛǘƛŜǎ ǘŀǊƎŜǘƛƴƎ ŀ ŦƛǊƳΩǎ ǘǊŀŘƛƴƎ ǇŀǊǘƴŜǊǎ όƛΦŜΦ ¢ŜŎƘƴƛŎŀƭ /{wύ ȅƛŜƭŘǎ ƴƻ ǎǳŎƘ ōŜƴŜŦƛǘ (Godfrey 

et al. 2009). These findings have been explaiƴŜŘ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ƭƻƎƛŎ ǘƘŀǘ ¢/{w ŀŎǘƛǾƛǘƛŜǎ ŘƻƴΩǘ ŎǊŜŀǘŜ ǘƘŜ 

same type of moral capital and insurance-like protection than ICSR. It is due to the fact that TCSR activities 

produce exchange capital, that is the potential to create more advantageous exchanges between the firm 

ŀƴŘ ƛǘǎ ǇǊƛƳŀǊȅ ǎǘŀƪŜƘƻƭŘŜǊǎΦ IŜƴŎŜΣ ǘƘŜǎŜ ŀŎǘƛǾƛǘƛŜǎ άƳŀȅ ōŜ ǎŜŜƴ ŀǎ ǿƘƻƭƭȅ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŦƛǊƳΩǎ 

profit-making interest and viewed as merely self-serving, rather than other-ǊŜƎŀǊŘƛƴƎ ōŜƘŀǾƛƻǊǎέΦ 

Conversely, secondary stakeholders lack urgency and power to press their claims on the firm and so ICSR 

ŀŎǘƛǾƛǘƛŜǎ άǇǊƻǾƛŘŜ ŜǾƛŘŜƴŎŜ ƻŦ ŀƴ ΨƻǘƘŜǊ-regarŘƛƴƎΩ ƻǊƛŜƴǘŀǘƛƻƴ ōȅ ǘƘŜ ŦƛǊƳέ (Godfrey et al., 2009).  

    

More fine-grained research evaluating the relationship between CSR engagement and its insurance value is 

needed, particularly in relation to employees relations (Godfrey et al. 2010).  
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2.10  TYPES OF NEGATIVE EVENTS AND INSURANCE FROM CSR  

 

INTEGRITY RELATED  

Integrity-related negative events are those in which the integrity or moral character of the firm is in 

question. Examples of such negative events are actions violating well-accepted principles of ethical 

behavior such as promise keeping or leading to unfair treatment of employees (Godfrey et al. 2009). Child 

labor abuses for instance belong to this category. 

 

In case of integrity related-negative events, the action is almost always unambiguously evaluated as 

negative by stakeholders whereas the moral character/intentions of the actor need to be assessed since 

some stakeholders may doubt the firm good character. 

 

Lƴ ǎǳŎƘ ŀǎ ŎƛǊŎǳƳǎǘŀƴŎŜǎ ǎǘŀƪŜƘƻƭŘŜǊǎ ŀǊŜ ŜȄǇŜŎǘŜŘ ǘƻ ǎƻƭǾŜ ǘƘŜ ŀƳōƛƎǳƛǘȅ ŜƛǘƘŜǊ ǎŜŜƛƴƎ ŀŎǘƻǊΩǎ ƛƴǘŜƴǘƛƻƴǎ 

as genuine or ingratiating. CSR engagement is expected to act as an insurance when the company can count 

on a reservoir of positive moral capital created in the period prior the negative event. In this case 

ŜƴƎŀƎŜƳŜƴǘ ƛƴ /{w ǿƛƭƭ ōŜ ŎƻƴǎƛŘŜǊŜŘ ŜǾƛŘŜƴŎŜ ƻŦ ƎƻƻŘ ŎƘŀǊŀŎǘŜǊ ŀƴŘ ƭŀŎƪ ƻŦ άguilty ƳƛƴŘέΦ hǘƘŜǊǿƛǎŜΣ 

when the company facing the negative event cannot count on a reservoir of prior positive moral capital, 

stakeholders will view CSR as an evidence of hypocrisy (Godfrey et al. 2009).  

 

Evidence shows that the strongest insurance effect from CSR has been found in the case of negative events 

ŎǊŜŀǘƛƴƎ Řƻǳōǘǎ ƻƴ ŀ ŦƛǊƳΩǎ ŦǳƴŘŀƳŜƴǘŀƭ ŎƘŀǊŀŎǘŜǊ ŀǎ ƘƻƴŜǎǘ ŀƴŘ ǇǊƻƳƛǎŜ ƪŜŜǇƛƴƎ ŜƴǘƛǘȅΦ LƴŘŜŜŘΣ ƛƴ ǘƘŜ 

context of integrity-based negative event firms engaging in CSR activities registered smaller declines in 

shareholder value than firms that do not (Godfrey et al. 2009).   

 
 
STAKEHOLDER-BASED  

Stakeholder-based negative events are those which jeopardize the well-being of stakeholders (affecting 

health and safety issues, endangering/polluting the environment, etc.). As for integrity-based negative 

events, there is little ambiguity about the badness of the act and the mens rea template has a key role in 

ǎǘŀƪŜƘƻƭŘŜǊΩǎ ŜǾŀƭǳŀǘƛƻƴ ƻŦ ǘƘŜ ƳƻǘƛǾŀǘƛƻƴǎ ƻŦ ǘƘŜ ŀŎǘƻǊ (Godfrey et al. 2009). There are two possible 

outcomes. First, the act is viewed as the result of malevolent and self-serving intentions and hence the bad 

actor is considered guilty of the bad act. Second, the act is viewed as the result of facts outside the control 

of the management and hence the firm is seen as a good actor caught in a bad situation (Godfrey et al. 

2009). When the conditions for the insurance from CSR exist, the expected outcome is the second one, 

leading to less harsh sanctions and punishments (Godfrey et al. 2010).   
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Evidence from the same study which proved the value of the insurance from CSR in case of integrity-based 

negative events, shows that CSR activities provide no insurance protection in case of stakeholder-based 

negative events (Godfrey et al. 2009). Conversely, another study investigating the insurance-like property 

of CSR in the case of recalls of harmful products (a specific case of stakeholder-based negative event) got 

evidence confirming the value of the insurance from CSR (Klein and Dawar 2004).  

 

Stakeholder-based negative events involving defective/harmful products are called also performance-

related crisis. Such negative events cause shareholder value-ƭƻǎǎ ǇǊƛƳŀǊƛƭȅ ǊŜŘǳŎƛƴƎ ŀ ōǊŀƴŘΩǎ ǇŜǊŎŜƛǾŜŘ 

ability to deliver functional benefits (Dawar and Pillutla 2000, Dutta and Pullig 2011) which are the core 

value of brand equity and largely affect brand choice (Klein and Dawar 2004). More demanding customers, 

the increasing complexity of products, increasing media scrutiny and the use of the Internet are making 

stakeholder-based negative events involving defective/harmful products an ever more frequent 

occurrence. Such type of negative event always leads to a product recall and evidence show that the 

ŘŀƳŀƎŜ ǘƻ ŀ ŦƛǊƳΩǎ ŎŀǇƛǘŀƭƛȊŀǘƛƻƴ ŀǊŜ ŘǳŜ ƳƻǊŜ ǘƻ ǘƘŜ ŘŀƳŀƎŜǎ ǘƻ ǘƘŜ ǎƘŀǊeholder wealth than to the recall 

itself (Klein and Dawar 2004). 

Concluding, more research is needed to shed light on what CSR activities has the potential to ensure a 

ŦƛǊƳΩǎ ǊŜƭŀǘƛƻƴŀƭ ǿŜŀƭǘƘ ƛƴ ŎŀǎŜ ƻŦ ŘƛŦŦŜǊŜƴǘ ƴŜƎŀǘƛǾŜ ŜǾŜƴǘǎΦ 
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2.11  CAPITAL MARKETS REACTIONS TO CSR 

 

Firms are valued in function of their likely future cash flows and risk in both debt and equity markets.  

 

The rapid grown of socially responsible investments (SRI) suggests that financial markets are becoming 

ƛƴŎǊŜŀǎƛƴƎƭȅ ǊŜǎǇƻƴǎƛǾŜ ǘƻ ǘƘŜ ǎƻŎƛŀƭΣ ŜǘƘƛŎŀƭ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ŎƻƴǎŜǉǳŜƴŎŜǎ ƻŦ ŎƻƳǇŀƴƛŜǎΩ ŘŜŎƛǎƛƻƴǎ 

(Derwall and Verwijmeren 2007). Moreover, it has been argued that the release of information about any 

value-ǊŜƭŜǾŀƴǘ ŀǎǇŜŎǘǎ ƻŦ ǘƘŜ ŦƛǊƳ ŀƴŘ ƘŜƴŎŜ /{w ŀǎ ǿŜƭƭΣ ƛƳǇŀŎǘǎ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘǎΩ ǇŜǊŎŜǇǘƛƻƴǎ (Richardson 

et al. 1999), encouraging analysts monitoring the firm or resolving uncertainties about the firm riskiness or 

future cash flows (Gibbins et al 1992 cited in Richardson et al. 1999). The growing importance of non-

financial disclosure ƛƴ ǘƘŜ ƻǾŜǊŀƭƭ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ Ǌƛǎƪ ǇǊƻŦƛƭŜ has been recently recognized by 

Standard and Poor (Heal 2005). However, studies investigating whether portfolios constructed by means of 

CSR screens do outperform or not their benchmark gave to date discordant results (Renneboog et al. 2008).  

 

The majority of studies investigating capital markets reactions to CSR are focused on stock returns. Only 

ǊŜŎŜƴǘƭȅ ŀŎŀŘŜƳƛŎǎ ƘŀǾŜ ǎǘŀǊǘŜŘ ŜȄŀƳƛƴƛƴƎ ǿƘŜǘƘŜǊ ŀ ƭƛƴƪ ōŜǘǿŜŜƴ /{w ŀƴŘ ŀ ŦƛǊƳΩǎ ŦƛƴŀƴŎƛƴƎ Ŏƻǎǘǎ ŜȄƛǎǘǎ 

(Ghoul et al. 2011, Sharfman and Fernando 2008, Bassen et al. 2006).  

 

 

CSR AND STOCK RETURNS 

! ŦƛǊƳΩǎ ǎǘƻŎƪ ǇǊƛŎŜ ƛǎ ŘŜǘŜǊƳƛƴŜŘ ōȅ άǘƘŜ ōƛŘŘƛƴƎ ŀƴŘ ŀǎƪƛƴƎ ǇǊƻŎŜǎǎ ƻŦ ǎǘƻŎƪ ƳŀǊƪŜǘ ǇŀǊǘƛŎƛǇŀƴǘǎ ǿƘƻ ǊŜƭȅ 

on their perception of ǇŀǎǘΣ ŎǳǊǊŜƴǘ ŀƴŘ ŦǳǘǳǊŜ ǊŜǘǳǊƴǎ ŀƴŘ Ǌƛǎƪέ (Orlitzky et al. 2003). 

A negative correlŀǘƛƻƴ ōŜǘǿŜŜƴ ŀ ŦƛǊƳΩǎ /{w ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ǘƘŜ Ǿƻƭŀǘƛƭƛǘȅ ƻŦ ƛǘǎ ǎǘƻŎƪ ǇǊƛŎŜ ǊŜǘǳǊƴǎ ƛǎ ǎƘƻǿƴ 

by a meta-analysis done in 2001 (Orlitzky and Benjamin 2001).  

 

Regarding the operationalization of CSR, many studies investigating the relationship between CSR and stock 

returns used a single CSR activity as a proxy. Conversely, a recent study (Brammer et al. 2005) used a 

composite CSR indicator (environment protection, community relationship and financial transparency) and 

found a significantly negatively relation to stock return (Shen and Chang 2009).  

 

The event study methodology has been largely used to investigate capital markets reactions to specific 

negative events. Such methodology is based on the assumption that markets immediately absorb all 

relevant information into the stock price (Wood 2010). It is aimed at examining the gap between actual and 

expected stock price performance in the days immediately after some critical events (Wood 2010).  
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Evidence from event studies examining the link between CSR and abnormal stock returns following 

environmental disasters (e.g. Blacconiere and Patten 1994) shows that the capital market penalizes the 

firms with the worst CSR record most and that evidence of prior CSR activities and its disclosure moderate 

the impact on share price (Richardson et al. 1999). Another study, ƛƴǾŜǎǘƛƎŀǘƛƴƎ ƛƴǾŜǎǘƻǊǎΩ ǊŜŀŎǘƛƻƴǎ ǘƻ ǘƘŜ 

1999 Seattle World Trade Organization (WTO) failure, found that a reputation for social responsibility 

protected firms from stock declines associated with this crisis, even when controlling for possible trade and 

industry effects. Specifically, it has been found that firms without a positive reputation for CSR suffered 

stock market declines twice the size of those experienced by firms with a reputation for positive CSR 

(Schnietz and Epstein 2005). Such event studies show that the stock market seems to treat social costs in 

ŜȄŎŜǎǎ ǘƻ ǇǊƛǾŀǘŜ Ŏƻǎǘǎ ŀǎ ŀ ƭƛŀōƛƭƛǘȅ ǘƻ ōŜ ŎƘŀǊƎŜŘ ŀƎŀƛƴǎǘ ŀ ŎƻǊǇƻǊŀǘƛƻƴΩǎ ǎǘƻŎƪ ƳŀǊƪŜǘ ǾŀƭǳŜ (Heal 2005).  

 

To the best of our knowledge, only one empirical study examined the link between the insurance from CSR 

and market returns. Starting from the assumptions that negative events should generate negative stock 

price reactions and that CSR is expected to signal investors the presence of moral capital that may temper 

potential sanctions, Godfrey et al. (2009) investigated the volatility of stock prices around the time of 

negative events showing that no-CSR companies registered larger losses of capital.  

 

CSR AND COST OF CAPITAL 

.ŜǎƛŘŜǎ ōŜƛƴƎ ŀƴ ƛƳǇƻǊǘŀƴǘ ŘŜǘŜǊƳƛƴŀƴǘ ƻŦ  ŀ ŦƛǊƳΩǎ Ǿŀƭǳŀǘƛƻƴ (Sharfman and Fernando 2008), the cost of 

ŎŀǇƛǘŀƭ ƛǎ ŀ ŎǊƛǘƛŎŀƭ ŎƻƳǇƻƴŜƴǘ ǘƻ ǇƻǊǘǊŀȅƛƴƎ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘǎΩ ŀǘǘŜƴǘƛƻƴ ǘƻ /{w (Derwall and Verwijmeren 

2007). It has been argued that the cost of capital could be the channel through which capital markets 

encourage firms to become more socially responsible (Heinkel et al., 2001 cited in Ghoul 2011). 

 

{ƛƴŎŜ Ƴƻǎǘ ǇǳōƭƛŎƭȅ ƘŜƭŘ ŦƛǊƳǎ ƎŜƴŜǊŀƭƭȅ ŦƛƴŀƴŎŜ ǘƘŜƳǎŜƭǾŜǎ ǿƛǘƘ ōƻǘƘ ŘŜōǘ ŀƴŘ ŜǉǳƛǘȅΣ ǘƘŜ ŦƛǊƳΩǎ ƻǾŜǊŀƭƭ 

cost of capital is given by the weighted average of its cost of debt and equity capital (WACC) (Sharfman and 

Fernando 2008).  

 

¢ƘŜ Ŏƻǎǘ ƻŦ ŎŀǇƛǘŀƭ ŘŜǇŜƴŘǎ ǳǇƻƴ ƛƴǾŜǎǘƻǊǎ ŀƴŘ ƭŜƴŘŜǊǎΩ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ŘŜƎǊŜŜ ƻŦ Ǌƛǎƪ ŦŀŎŜŘ ōȅ ŀ 

company (Lukas et al. 2005)Φ ! ŦƛǊƳΩǎ Ŏƻǎǘ ƻŦ ŎŀǇƛǘŀƭ ƛǎ ƛƴŘŜŜŘ ǘƘŜ ŜȄǇŜŎǘŜŘ ǊŀǘŜ ƻŦ ǊŜǘǳǊƴ ŘŜƳŀƴŘŜŘ ōȅ 

investors/lenders for providing capital (Derwall and Verwijmeren 2007) and bear the risk of a specific 

stock/debt (Fuerst 2006). It is also the rate that invesǘƻǊǎκƭŜƴŘŜǊǎ ǳǎŜ ǘƻ ŘƛǎŎƻǳƴǘ ŀ ŦƛǊƳΩǎ ŦǳǘǳǊŜ ŎŀǎƘ ŦƭƻǿǎΦ 

IŜƴŎŜΣ ƛǘ ƛǎ ǘƘŜ ǊŜǉǳƛǊŜŘ ǊŀǘŜ ƻŦ ǊŜǘǳǊƴ ƎƛǾŜƴ ǘƘŜ ƳŀǊƪŜǘΩǎ ǇŜǊŎŜǇǘƛƻƴ ƻŦ ŀ ŦƛǊƳΩǎ ǊƛǎƪƛƴŜǎǎ (Ghoul et al. 

2011). 
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ConseǉǳŜƴǘƭȅΣ ǘƘŜ ƘƛƎƘŜǊ ǘƘŜ Ŏƻǎǘ ƻŦ ŎŀǇƛǘŀƭΣ ǘƘŜ ƭƻǿŜǊ ǘƘŜ ǇǊŜǎŜƴǘ ǾŀƭǳŜ ƻŦ ǘƘŜ ŦƛǊƳΩǎ ŦǳǘǳǊŜ ŎŀǎƘ Ŧƭƻǿǎ  ŀƴŘ 

the more costly is for the firm financing itself (Sharfman and Fernando 2008). Moreover, the more costly is 

the capital, the less chance the firm has to make a profit regardless of its level of revenues (Sharfman and 

Fernando 2008)Φ ! ǊƛǎŜ ƛƴ ƛƴǾŜǎǘƻǊǎΩ Ǌƛǎƪ ǇǊŜƳƛǳƳ Ƴŀȅ ŀƭǎƻ ǉǳŀǎƘ ǇǊŜǾƛƻǳǎƭȅ ŦŜŀǎƛōƭŜ ǇǊƻƧŜŎǘǎ (Fuerst 2006). 

/ƻƴǾŜǊǎŜƭȅΣ ŀ ǊŜŘǳŎŜŘ Ŏƻǎǘ ƻŦ ŎŀǇƛǘŀƭ ǎƘƻǳƭŘ ƛƴŎǊŜŀǎŜǎ ǘƘŜ ŦƛǊƳΩǎ ŀōƛƭƛǘȅ ǘƻ ƳŀƪŜ ŀ ǇǊƻŦƛǘ ŦǊƻƳ ŀ ƎƛǾŜƴ ƭŜǾŜƭ 

of revenue and, all the other thinƎǎ ōŜƛƴƎ ŜǉǳŀƭΣ ŀǘǘǊŀŎǘ ƳƻǊŜ ƛƴǾŜǎǘƻǊǎ ƭŜŀŘƛƴƎ ǘƻ ŀƴ ƛƴŎǊŜŀǎŜŘ ƛƴǾŜǎǘƻǊΩǎ 

base (Sharfman and Fernando 2008)Φ  ! ƭƻǿŜǊŜŘ Ŏƻǎǘ ƻŦ ŎŀǇƛǘŀƭ ǎƘƻǳƭŘΣ ƛƴ ǘǳǊƴΣ ƛƴŎǊŜŀǎŜ ǘƘŜ ŦƛǊƳΩǎ ƻǾŜǊŀƭƭ 

economic performance (Scott and Pascoe, 1984 cited in Sharfman and Fernando 2008) and so increase 

shareholder value. All else being equal, firms with a lower cost of capital will be more highly valued than 

firms with a higher cost of capital and hence more attractive to investors (Sharfman and Fernando 2008). 

  

Evidence from a meta-ŀƴŀƭȅǘƛŎ ǊŜǾƛŜǿ ǎƘƻǿǎ ǘƘŀǘ άǊƛǎƪ ƛǎ negatively correlated with corporate social 

ǇŜǊŦƻǊƳŀƴŎŜέ (Orlitzky and Benjamin 2001). Furthermore, prior work suggests that investors perceive 

socially irresponsible firms as having a higher level of risk (Frederick, 1995; Robinson et al., 2008; Starks, 

2009 cited in Ghoul 2011).  A possible explanation is given by the fact that potential investors/lenders may 

consider low-/{w ŦƛǊƳǎΩ ǎǘƻŎƪ ŀǎ ǊƛǎƪƛŜǊ ǘƘŀƴ ǘƘŜ ǎǘƻŎƪ ƻŦ ƘƛƎƘ-CSR firms since low investments in CSR may 

be interpreted as a lack of management skills (Orlitzky and Benjamin 2001). 
 

Given that socially responsible firms are generally considered to be less risky, they should have lower risk 

premium all other things being equal (Menz 2010). It has been showed that firms adopting a more 

environmentally pro-active posture experience a significant reduction in perceived riskiness to investors 

(Feldman et al. 1997cited in Ghoul 2011). Companies that in their business activities consume more 

resources or produce more waste should possess a higher risk premium than highly responsible firms 

(Menz 2010). Thus is assumed on the basis of prior studies showing that eco-efficient companies have 

ōŜǘǘŜǊ ǎǘƻŎƪ ǊŜǘǳǊƴǎ ǘƘŀƴ άǿŀǎǘŜŦǳƭέ ŎƻƳǇŀƴƛŜǎΦ  

Disclosing information about CSR activities is one possible path through which CSR can impact on capital 

ƳŀǊƪŜǘ ǇǊƻŎŜǎǎŜǎ ŀƴŘ ŀŦŦŜŎǘ ǘƘŜ ŘƛǎŎƻǳƴǘ ǊŀǘŜ ǳǎŜŘ ōȅ ƛƴǾŜǎǘƻǊǎ ǘƻ ǾŀƭǳŜ ŀ ŦƛǊƳΩǎ ǎǘream of cash flows 

(Richardson et al. 1999). Indeed, disclosing information about its CSR activities a firm reduces information 

asymmetries between the company and the investor community, ŀƴŘ ƘŜƴŎŜ ƛǘǎ ŦƛǊƳΩǎ ƛƴŦƻǊƳŀǘƛƻƴ Ǌisk as 

well (Hoffmann et al. 2010). Hence, disclosure can potentially translates into a lower cost of capital due to 

the reduced firm specific risk associated with holding equity or debts in the firm (Welker 1995 and Botosan 

1997 cited in Richardson et al. 1999). 

 

Among prior studies investigating the relationship between CSR and the cost of capital, some (e.g. 

Sharfman and Fernando 2008) focused on one particular dimension of CSR (such as the  environment) 
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whereas others (e.g. Ghoul et al. 2011) took a more comprehensive approach considering more CSR 

dimensions/categories. Prior studies focused mainly on the cost of the equity capital, disregarding the debt 

financing and its cost (Sharfman and Fernando 2008).  

 

 

EQUITY COST 

Regarding investors in the stock market, it is still doubtful whether or not they value CSR strategies (Shih-

Fang 2010). This is exemplified by the findings of two studies: Rennenboog et al. 2008 and Ghoul et al. 

2011. The first  research reveals no direct and conclusive empirical evidence on whether high CSR standards 

lead to lower cost of equity whereas the latter shows that firms with better CSR scores exhibit cheaper 

equity financing. Moreover the second work shows that only some of the CSR categories considered (i.e. 

employee relations, environmental performance, and product characteristics) are priced and associated 

with a cheaper equity financing, whereas ŀƭƭ ǘƘŜ ƻǘƘŜǊǎ ƘŀǾŜ ƭƛǘǘƭŜ ƻǊ ƴƻ ǎƛƎƴƛŦƛŎŀƴǘ ƛƳǇŀŎǘ ƻƴ ŦƛǊƳΩǎ Ŏƻǎǘ ƻŦ 

equity (Ghoul et al. 2011). Another finding of this study is that firms related to the tobacco and nuclear 

power industries have significantly higher cost of equity (Ghoul et al. 2011). Such findings support the 

following arguments: 1) high-CSR firms have higher valuation and lower risk; 2) different CSR categories 

and/or activities have a different impact of the cost of equity capital (Ghoul et al. 2011). A fine-grained 

knowledge is fundamental for managers in charge of CSR investments decisions and is expected to allow 

them to invest in the activities that are priced by the capital markets. 

!ƴƻǘƘŜǊ ǎǘǳŘȅ ǇǊƻǾƛŘƛƴƎ ŜǾƛŘŜƴŎŜ ǘƘŀǘ ŦƛƴŀƴŎƛŀƭ ƳŀǊƪŜǘǎ ŀǊŜ ŀǘǘŜƴǘƛǾŜ ǘƻ /{w ōȅ ŀŦŦŜŎǘƛƴƎ ŦƛǊƳǎΩ Ŏƻǎǘ ƻŦ 

equity capital, suggests that at the aggregate level CSR does not relate to equity cost. Negative and 

statistically significant associations between CSR and cost of equity capital have been found only between 

firms scoring very high in specific CSR categories, that are environmental performance, governance and 

product quality. The relation between a social index (embracing diversity, human rights, employee 

relations, and community involvement) and the cost of equity was found to be positive (Derwall and 

Verwijmeren 2007). 

Environmental performance and product quality resulted being significantly negative related to the cost of 

equity capital in both these studies. Moreover, the results of a survey to individual US investors (conducted 

by Epstein and Freedman 1994) suggests that, among the CSR spectrum of activities, they assign most 

importance to environmental performance and the quality of products and the least importance to charity 

donations, community involvement and diversity policies (benefits to minorities) (Derwall and Verwijmeren 

2007).  
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DEBT COST  

The cost of debt financing incurred by a company depends on the assessment of the ŦƛǊƳΩǎ risk done by 

banks, bond markets and rating agencies (Sharfman and Fernando 2008)Φ {ǳŎƘ ƭŜǾŜƭ ƻŦ ǊƛǎƪΣ ŎŀƭƭŜŘ άŘŜŦŀǳƭǘ 

ǊƛǎƪέΣ ƛǎ ŀ ŦǳƴŎǘƛƻƴ ƻŦ ǘƘŜ ǳƴŎŜǊǘŀƛƴǘȅ ƛƴƘŜǊŜƴǘ ƛƴ ŀ ŦƛǊƳΩǎ ŦǳǘǳǊŜ activities (Orlitzky and Benjamin 2001). The 

ƎǊŜŀǘŜǊ ǘƘŜ ǳƴŎŜǊǘŀƛƴǘȅ ƛƴƘŜǊŜƴǘ ƛƴ ŀ ŦƛǊƳΩǎ ŦǳǘǳǊŜ ŀŎǘƛǾƛǘƛŜǎΣ ǘƘŜ ƘƛƎƘŜǊ ǿƛƭƭ ōŜ ǘƘŜ  ǊŜǉǳŜǎǘŜŘ ƛƴǘŜǊŜǎǘ ǊŀǘŜ 

for the debt financing (Sharfman and Fernando 2008). 

 

A recent study investigating the risk premium of debts found that bonds of socially responsible companies 

have, all other things being equal, a higher risk premium than those of non-socially responsible companies. 

¢ƘŜ ǎǘǳŘȅ ŎƻƴŎƭǳŘŜŘ ǘƘŀǘ ά/{w Ƙŀǎ ŀǇǇŀǊŜƴǘƭȅ ƴƻǘ ȅŜǘ ōŜŜƴ ƛƴŎƻǊǇƻǊŀǘŜŘ ƛƴǘƻ ǘƘŜ ǇǊƛŎƛƴƎ ƻŦ ŎƻǊǇƻǊŀǘŜ 

ōƻƴŘǎέ (Menz 2010).  

 

Literature suggests that in Europe the credit market is dominated by institutional players and the 

participation of private investors is low. Hence,  studies focused on European companies instead of US 

companies may found different results (Menz 2010). Indeed, institutional investors are expected to trade 

on the basis of more information, act more rationally and have the competencies to take into account 

complex issues like CSR in their investments (Menz 2010). Thus is expected to increase the probability that 

CSR will be incorporated as a factor in investment decisions (Menz 2010).  
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2.12  CONCEPTUAL FRAMEWORK AND HYPOTHESES 

 

Investors and analysts are found to taking account of improvement in environmental risk factors when 

making investment decisions and recommendations. Moreover, evidence shows that an improved 

environmental risk management leads to a lower cost of capital (Sharfman and Fernando 2008). 

  

Given that environmental management is one of the many facets of CSR and the insurance from CSR 

ƛƳǇǊƻǾŜǎ ŀ ŦƛǊƳΩǎ Ǌƛǎƪ Ƴŀƴŀgement, it is hypothesized that in the case of negative events the insurance 

from CSR will have a buffering effect on the increase of the risk adjusted cost of capital (Fig. 4).   

 

Fig. 4:  Conceptual framework showing the hypothesized buffering effect of the insurance from CSR on the risk adjusted cost of 
capital when a company faces a negative event. 
 

The framework focuses on the insurance-like property of CSR and other possible paths through which CSR 

has the potential to create shareholder value are not considered.  

 

To the best of our knowledge, no prior studies have examined the role of the insurance from CSR in 

buffering the impact on the risk adjusted cost of capital in the case of negative events.  

 

In accordance to the aim of this research, to the last research question and to the reviewed literature, the 

following hypotheses have been established: 

H1: Facing a product recall, firms having high-CRS overall score will have a lower increase in their risk 

adjusted cost of capital than firms having low CSR overall score. 

H2Υ CŀŎƛƴƎ ŀ ǇǊƻŘǳŎǘ ǊŜŎŀƭƭΣ ŦƛǊƳǎ ƘŀǾƛƴƎ ŀ ƘƛƎƘ ǎŎƻǊŜ ƛƴ ǘƘŜ /{w ŘƛƳŜƴǎƛƻƴ άŜƳǇƭƻȅŜŜ ǊŜƭŀǘƛƻƴǎέ ǿƛƭƭ ƘŀǾŜ ŀ 

lower increase in their risk adjusted cost of capital than firms having a low score in such CSR dimension.  

H3:  In relation to the CSR dimensiƻƴ άŜƳǇƭƻȅŜŜ ǊŜƭŀǘƛƻƴǎέΣ ǘƘŜ /{w ƭŜǾŜǊ άŘƻƛƴƎ ƎƻƻŘέ will give more 

insurance than the lever άŀǾƻƛŘƛƴƎ ƘŀǊƳέ. 
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3.  RESEARCH DESIGN 

This chapter is structured as follows. First, the underlying logic of the two matrices developed to identify 

companies having high/low CSR scores is presented. Second, the formula that will be used in computing the 

weighted average cost of capital (used as proxy of the risk adjusted cost of capital) is detailed. Third, 

dependent and independent variables are presented. Fourth, the type of negative event examined and the 

time window considered in this research are outlined. Finally, the selective process used to identify the 

population satisfying the conditions needed to test the established Hypotheses is described. 

 

3.1  CSR MEASURES, MATRICES AND METHODOLOGY TO TEST HYPOTHESES 

The established Hypotheses require to measure CSR and identify companies having high/low CSR overall 

score and high/low Employee Relations score. In measuring CSR the researcher will rely on the rating 

provided by KLD (now part of MSCI) that is largely used by academics and ŎƻƴǎƛŘŜǊŜŘ άǘƘŜ ƎƻƭŘ ǎǘŀƴŘŀǊŘέ 

(Aaron et al., 2009 cited by Minor and Morgan, 2011).  

 

άKLD STATS is a data set with annual snap-shots of the environmental, social, and governance performance 

of companiesέ ΧŎƻǾŜǊƛƴƎΧά80 indicators in seven major Qualitative Issue Areas including Community, 

Corporate Governance, Diversity, Employee Relations, Environment, Human Rights and Productέ όsource: 

άDŜǘǘƛƴƎ ǎǘŀǊǘŜŘ ǿƛǘƘ Y[5 {¢!¢{ ŀƴŘ Y[5Ωǎ ǊŀǘƛƴƎǎ ŘŜŦƛƴƛǘƛƻƴǎέ).   

 

When a firm is rated by KLD analysts above a threshold in a specific indicator it receives a 1, otherwise it 

receives a 0. A description of the indicators is given in the Appendix 19. KLD rating provides a consistent 

measure of a ŦƛǊƳΩǎ /{w ŀŎǘƛǾƛǘƛŜǎ ǘƘǊƻǳƎƘƻǳǘ ǘƘŜ ǇŜǊƛƻŘ ǘƘŀǘ ǿƛƭƭ ōŜ ǎǘǳŘƛŜŘ ƛƴ ǘƘƛǎ ǊŜǎŜŀǊŎƘ. The many 

strengths of this CSR measure have been discussed in Section 2.1.  

 

Starting from KLD ratings, two matrices have been developed with the aim to identify companies having 

high/low CSR scores. ¢ƘŜ ά/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄέΣ ǊŜǇƻǊǘŜŘ ƛƴ CƛƎΦ рΣ has been obtained counting the 

number of CSR dimensions in which firms have strengths and concerns according to KLD rating. Given that 

KLD evaluates strengths and concerns ƛƴ т άǉǳŀƭƛǘŀǘƛǾŜ ƛǎǎǳŜ ŀǊŜŀǎέΣ firms having strengths in 4 or more 

άǉǳŀƭƛǘŀǘƛǾŜ ŀǊŜŀǎέ ŀƴŘ ŎƻƴŎŜǊƴǎ ƛƴ ƭŜǎǎ ǘƘŀƴ п άǉǳŀƭƛǘŀǘƛǾŜ ŀǊŜŀǎέ ƘŀǾŜ ōŜŜƴ ŎƻƴǎƛŘŜǊŜŘ ŀǎ ƘŀǾƛƴƎ άƘƛƎƘ 

/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜέ. Similarly, firms getting a άƭƻǿ CSR overall scorŜέ have less than 4 strengths and 4 or 

more concerns in the seven qualitative issues areas. As shown in Fig. 5, firms having high and  low CSR 

overall score are clustered respectively in cell D and cell B of ǘƘŜ ά/{w overall score matrixέΦ 
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Fig. 5Υ  ά/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄέΦ 

 

Hypothesis 1 argues that facing product recalls firms having high CSR overall score will have a lower 

increase in their risk adjusted cost of capital than low CSR overall score firms. In testing Hypothesis 1, the 

mean % changes in the Weighted Average Cost of Capital (WACC) after product recalls of low and high CSR 

overall score firms will be compared. 

On the other hand, tƘŜ ά/{w Employee Relations score ƳŀǘǊƛȄέ ǇǊŜǎŜƴǘŜŘ ƛƴ CƛƎΦ с will be used in testing the 

formulated Hypotheses 2 and 3.  

   

EMPLOYEE RELATIONS 
STRENGHTS 

  

  
     YES 

  
NO 

 

 
             A         B 

 
         YES     

LOW CSR EMPLOYEE  
RELATIONS SCORE 

 EMPLOYEE RELATIONS  
CONCERNS   

        

     

 
        NO 

 HIGH CSR EMPLOYEE 
 RELATIONS SCORE     

 

 
     D         C 

       CELL B Ą LOW CSR EMPLOYEE RELATIONS SCORE 

CELL D Ą HIGH CSR EMPLOYEE RELATIONS SCORE 

Fig. 6Υ  ά/{w 9ƳǇloyee Relations ǎŎƻǊŜ ƳŀǘǊƛȄέΦ 
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TƘŜ ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ǎŎƻǊŜ ƳŀǘǊƛȄέ has been ƻōǘŀƛƴŜŘ ǎǘŀǊǘƛƴƎ ŦǊƻƳ ǘƘŜ Y[5 ά9ƳǇloyee Relations 

bǳƳōŜǊ ƻŦ ǎǘǊŜƴƎǘƘǎέ ŀƴŘ ά9ƳǇloyee wŜƭŀǘƛƻƴǎ bǳƳōŜǊ ƻŦ ŎƻƴŎŜǊƴǎέ. As shown in Fig. 6, firms having a 

high score in Employee Relations do ƘŀǾŜ ǎǘǊŜƴƎǘƘǎ ŀƴŘ ŘƻƴΩǘ ƘŀǾŜ ŎƻƴŎŜǊƴǎ in such dimension. 

Conversely, firms having a low CSR Employee Relations score do ƘŀǾŜ ŎƻƴŎŜǊƴǎ ŀƴŘ ŘƻƴΩǘ ƘŀǾŜ ǎǘǊengths in 

such specific dimension. High CSR Employee Relations firms are clustered in cell D whereas companies 

having low CSR Employee Relations score are in cell B of the matrix. 

IȅǇƻǘƘŜǎƛǎ н ŀǊƎǳŜǎ ǘƘŀǘΣ ŦŀŎƛƴƎ ǇǊƻŘǳŎǘ ǊŜŎŀƭƭǎΣ ŦƛǊƳǎ ƘŀǾƛƴƎ ŀ ƘƛƎƘ ǎŎƻǊŜ ƛƴ ǘƘŜ /{w ŘƛƳŜƴǎƛƻƴ άŜƳǇƭƻȅŜŜ 

ǊŜƭŀǘƛƻƴǎέ ǿƛƭƭ ƘŀǾŜ ŀ ƭƻǿŜǊ ƛƴŎǊŜŀǎŜ ƛƴ ǘƘŜƛǊ Ǌƛǎƪ ŀŘƧǳǎǘŜŘ Ŏƻǎǘ ƻŦ ŎŀǇƛǘŀƭ ǘƘŀƴ ŦƛǊƳǎ ƘŀǾƛƴƎ ŀ ƭƻǿ ǎŎƻǊŜ ƛƴ 

such CSR dimension. In testing Hypothesis 2, the mean % changes in WACC after product recalls of low and 

high CSR Employee Relations score firms will be compared.  

Hypothesis 3 focuses on the CSR dimension Employee Relations and argues that, facing a product recall, the 

ǇƻǎƛǘƛǾŜ ƭŜǾŜǊ ƻŦ /{w άŘƻƛƴƎ ƎƻƻŘέ ƎƛǾŜǎ ƳƻǊŜ ƛƴǎǳǊŀƴŎŜ ǘƘŀƴ ǘƘŜ ƭŜǾŜǊ άŀǾƻƛŘƛƴƎ ƘŀǊƳέΦ 9ŀŎƘ ŎŜƭƭ ƻŦ ǘƘŜ 

ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ǎŎƻǊŜ ƳŀǘǊƛȄέ όCƛƎΦ сύ ƛǎ ƎƛǾŜƴ ōȅ ǘƘŜ ŎƻƳōƛƴŀǘƛƻƴ ƻŦ ǘǿƻ ŘƛƳŜƴǎƛƻƴǎ άǎǘǊŜƴƎǘƘǎέ 

ŀƴŘ άŎƻƴŎŜǊƴǎέΣ ǿƘŜǊŜ ǘƘŜ ŦƛǊǎǘ ŎƻǊǊŜǎǇƻƴŘǎ ǘƻ άŘƻƛƴƎ ƎƻƻŘέ ŀƴŘ ǘƘŜ ƭŀǘǘŜǊ ǘƻ άŘƻƛƴƎ ƘŀǊƳέΦ Lƴ ǘŜǊƳǎ ƻŦ ǘƘŜ 

ǘǿƻ ƭŜǾŜǊǎ άŘƻƛƴƎ ƎƻƻŘέ ŀƴŘ άŀǾƻƛŘƛƴƎ ƘŀǊƳέΣ ǘƘŜ ŦƻǳǊ ŎŜƭƭǎ ƻŦ ǘƘŜ ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ǎŎƻǊŜ ƳŀǘǊƛȄέ 

in Fig. 6 are labeled as follows: 

- Cell A Ą doing good and not avoiding harm 

- Cell B Ą not doing good and not avoiding harm 

- Cell C Ąnot doing good and avoiding harm 

- Cell D Ą doing good and avoiding harm. 

 

Companies in cells A&D perform well in the positive lever of CSR (doing good) and differ in their standing in 

relation to the negative lever (not avoiding/avoiding harm respectively). Similarly, firms in cells B&C 

perform badly in the positive lever of CSR in relation to the CSR Employee Relations dimension (not doing 

good) and differ in their standing in relation to the negative CSR lever (not avoiding/avoiding harm 

rŜǎǇŜŎǘƛǾŜƭȅύΦ ¢ƻ ƛǎƻƭŀǘŜ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ǘƘŜ ƭŜǾŜǊ άŘƻƛƴƎ ƎƻƻŘέΣ ǘƘŜ ҟ1 between the mean % changes in WACC 

ƛƴ ǘƘŜ ǎƘƻǊǘΣ ƳŜŘƛǳƳ ŀƴŘ ƭƻƴƎ ǘŜǊƳ ƻŦ ǘƘŜ ŎŜƭƭǎ !ϧ5 ŀƴŘ .ϧ/ ǿƛƭƭ ōŜ ŎƻƳǇǳǘŜŘΦ ¢ƘŜ ҟ1 shows the 

contribution of  performing well in the positive CSR levŜǊ άŘƻƛƴƎ ƎƻƻŘέ ŎƻƳǇŀǊŜŘ ǘƻ ǇŜǊŦƻǊƳƛƴƎ ōŀŘƭȅ ƛƴ 

such lever.  

 

Similarly, companies in cells C&D perform well in the negative lever of CSR (avoiding harm) and differ in 

relation to their standing regarding the positive CSR lever (not doing good/doing good respectively). On the 

other hand, firms in cells A&B perform badly in the negative CSR lever (doing harm) and differ in relation to 

their standing regarding the positive CSR lever (doing/not doing good respectively). To isolate the impact of 
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ǘƘŜ ƭŜǾŜǊ άŀǾƻƛŘƛƴƎ ƘŀǊƳέΣ ǘƘŜ ҟ2 between the mean % changes in WACC in the short, medium and long 

ǘŜǊƳ ƻŦ ǘƘŜ ŎŜƭƭǎ /ϧ5 ŀƴŘ !ϧ. ǿƛƭƭ ōŜ ŎƻƳǇǳǘŜŘΦ ¢ƘŜ ҟ2 shows the contribution of  performing well in the 

ƴŜƎŀǘƛǾŜ /{w ƭŜǾŜǊ άŀǾƻƛŘƛƴƎ ƘŀǊƳέ ŎƻƳǇŀǊŜŘ ǘƻ ǇŜǊŦƻǊƳƛƴƎ ōŀŘƭȅ ƛƴ such lever (not avoiding harm = dong 

harm). 

 

IȅǇƻǘƘŜǎƛǎ о ǿƛƭƭ ōŜ ǘŜǎǘŜŘ ŎƻƳǇŀǊƛƴƎ ǘƘŜ ǘǿƻ ŘŜƭǘŀǎΦ LŦ ǘƘŜ ǊŜǎǳƭǘ ƛǎ ҟ1 ғ ҟ2 όǿƘŜǊŜ ҟ1 is the contribution of 

άŘƻƛƴƎ ƎƻƻŘέ ŎƻƳǇŀǊŜŘ ǘƻ ǇŜǊŦƻǊƳ ōŀŘƭȅ ƛƴ ǘƘŜ ǇƻǎƛǘƛǾŜ /{w ƭŜǾŜǊ ŀƴŘ ҟ2 ƛǎ ǘƘŜ ŎƻƴǘǊƛōǳǘƛƻƴ ƻŦ άŀǾƻiding 

ƘŀǊƳέ ŎƻƳǇŀǊŜŘ ǘƻ ǇŜǊŦƻǊƳ ōŀŘƭȅ ƛƴ ǘƘŜ ƴŜƎŀǘƛǾŜ /{w ƭŜǾŜǊύΣ ƛǘ Ŏŀƴ ōŜ ŎƻƴŎƭǳŘŜŘ ǘƘŀǘ άŘƻƛƴƎ ƎƻƻŘέΣ ƛƴ 

ǊŜƭŀǘƛƻƴ ǘƻ ǘƘŜ 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ŘƛƳŜƴǎƛƻƴΣ ƎƛǾŜǎ ƳƻǊŜ ƛƴǎǳǊŀƴŎŜ ǘƘŀƴ άŀǾƻƛŘƛƴƎ ƘŀǊƳέΦ  

 

 

3.2  WEIGHTED AVERAGE COST OF CAPITAL COMPUTATION 

To test the established Hypotheses it is also necessary to compute the % changes in WACC after products 

recalls. In this research the weighted average cost of capital (WACC) will be used as proxy for the risk 

adjusted cost of capital. In order to estimate the % changes it is needed to first compute WACC. It will be 

computed on a quarterly basis using data from three different sources that are COMPUSTAT QUARTERLY 

NORTH AMERICA, CRSP (Center for Research in Security Prices) and the US DEPARTMENT OF THE TRESURY. 

It will be computed according to the formula reported hereafter. The formula is followed by the description 

of each of its term and the indication of the COMPUSTAT ITEMS used to compute each of them is reported 

as well.  

WACC = rD * (1-Tc) * (D/V) + rE * (E/V) 

rD = cost of debt = XINTQ/(DLCQ+DLTTQ) 

Tc = corporate tax rate = marginal tax rate = TXTQ/PIQ 

5 Ґ ƳŀǊƪŜǘ ǾŀƭǳŜ ƻŦ ǘƘŜ ŦƛǊƳΩǎ ŘŜōǘ Ґ ǘƻǘŀƭ ŘŜōǘ Ґ 5[¢¢v Ҍ 5[/v 

9 Ґ ƳŀǊƪŜǘ ǾŀƭǳŜ ƻŦ ǘƘŜ ŦƛǊƳΩǎ Ŝǉǳƛǘȅ Ґ ό/{Ihvϝtw//vύ Ҍ t{¢Yv 

V = market value of the firm = DLTTQ + DLCQ + (CSHOQ*PRCCQ) + PSTKQ 

D/V = % of financing that is debt 

E/V = % of financing that is equity 

rE = cost of equity = rf + ̡  (rm - rf) 

rf = risk free rate (the US treasury bond 10-years yields have been used) 
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ʲ Ґ annual beta (from CSRP) 

rm = expected market return (assumed as 11%). 

 

3.3  VARIABLES 

INDEPENDENT VARIABLES  

In Hypothesis 1 Ą /w{ h±9w![[ {/hw9  ƎƛǾŜƴ ōȅ ǘƘŜ ǘǿƻ ŘƛƳŜƴǎƛƻƴǎΥ άƴǳƳōŜǊ ƻŦ /{w ŘƛƳŜƴǎƛƻƴǎ ƛƴ ǿƘƛŎƘ 

the firm has strengthsέ ŀƴŘ άƴǳƳōŜǊ ƻŦ /{w ŘƛƳŜƴǎƛƻƴǎ ƛƴ ǿƘƛŎƘ ǘƘŜ ŦƛǊƳ Ƙŀǎ ŎƻƴŎŜǊƴǎέΦ 

In Hypotheses 2 and 3 Ą CSR EMPLOYEE RELATIONS SCORE given by strengths and concerns in the 

Employee Relations dimension. 

DEPENDENT VARIABLE Ą mean % change in the Weighted Average Cost of Capital (WACC) after product 

recalls.  

 
 

3.4  TYPE OF NEGATIVE EVENT AND TIME WINDOW CONSIDERED 

In the USA, the Food and Drug Administration (FDA) is the governmental authority that controls the safety 

of food, drugs, medical devices and biological products (such as human tissues and blood). FDA classifies 

product recalls into three classes ranging from I to III according to the level of hazard involved, where class I 

means the highest level of hazard. A brief description of each class of hazard id reported  hereafter for the 

convenience of the reader. 

 

 άClass I Ą dangerous or defective products that predictably could cause serious health problems or deathέ 

(e.g. food found to contain botulin toxin, food with undeclared allergens, a label mix-up on a lifesaving 

drug, or a defective artificial heart valve).  

 

άClass II Ąproducts that might cause a temporary health problem, or pose only a slight threat of a serious 

natureέ όŜΦƎΦ a drug that is under-strength but that is not used to treat life-threatening situations). 

 

άClass III Ąproducts that are unlikely to cause any adverse health reaction, but that violate FDA labeling or 

manufacturing laws (e.g. a minor container defect and lack of English labeling in a retail food)8.  

This research will consider ŦƻƻŘΣ ŘǊǳƎǎ ŀƴŘ ƳŜŘƛŎŀƭ ŘŜǾƛŎŜǎΩ ǊŜŎŀƭƭǎ ƻŦ Ŏƭŀǎǎ I and II published in the years 

2004, 2005 and 2006 in the FDA Enforcement Reports. FDA Enforcement Reports are published weekly and 

                                                           
8
 {ƻǳǊŎŜΥ  άC5! млмΥ tǊƻŘǳŎǘ wŜŎŀƭƭǎ CǊƻƳ CƛǊǎǘ !ƭŜǊǘ ǘƻ 9ŦŦŜŎǘƛǾŜƴŜǎǎ /ƘŜŎƪǎέ ŎƻƴǎǳƭǘŜŘ ƻƴ WǳƴŜ ну нлмм ŀǘ 

http://www.fda.gov/downloads/ForConsumers/ConsumerUpdates/UCM143332.pdf 
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contain information on actions taken in connection with the agency regulatory activities. They are publicly 

available starting from 2004 at http://www.fda.gov/Safety/Recalls/EnforcementReports/default.htm.  

 

To solve any possible doubt about what is the company to blame for the harmful products, only the recalls 

in which the manufacturer and the recalling firms coincide will be considered.   

 
 
 
 

3.5  SELECTIVE PROCESS OF THE POPULATION AND FIRMS CONSIDERED IN THIS 

RESEARCH 

The population considered in this research is given by the US publicly traded food and pharmaceutical 

manufacturing companies that match simultaneously three conditions: 1) having had one or multiple 

product recalls of class I or II published in the FDA Enforcement Reports in the years 2004, 2005 and 2006; 

2) all the necessary data to compute WACC for at least three year-quarters before and after the quarter of 

ǘƘŜ ǊŜŎŀƭƭΩǎ  publication are available in COMPUSTAT QUARTERLY NORTH AMERICA and CRSP; 3) KLD rating 

for the year before the occurrence of the recalls is available.  

 

If only the first two conditions were matched it would not be possible to measure CSR and cluster the 

ǇƻǇǳƭŀǘƛƻƴ ƛƴ ǘƘŜ ŎŜƭƭǎ ƻŦ ǘƘŜ ά/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄέ ŀƴŘ ά/{w Employee Relations ǎŎƻǊŜ ƳŀǘǊƛȄέΦ 

Similarly, if only the first and third conditions were matched it would not be possible making any 

consideration about the % changes in WACC. Finally, as for any other form of insurance, the potential 

άŎǳǎƘƛƻƴέ ŜŦŦŜŎǘ ƻŦ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŦǊƻƳ /{w Ŏŀƴ ōŜ ƛƴǾŜǎǘƛƎŀǘŜŘ ƻƴƭȅ ŀŦǘŜǊ ǘƘŜ ƻŎŎǳǊǊŜƴŎŜ ƻŦ negative 

events.  

 

Only after having identified the population and clustered it in the cells of both the ά/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜ 

ƳŀǘǊƛȄέ ŀƴŘ ά/{w Employee Relations score ƳŀǘǊƛȄέ, it will be possible to decide the best sampling 

procedure. The researcher thinks to randomly extract from each cell of the populatƛƻƴΩǎ ƳŀǘǊƛŎŜǎ ŀ 

probabilistic sample. Thus should allow the use of inferential statistical tests.  

Statistical parametric inferential tests such as the t-test and the analysis of variance (ANOVA) and their 

corresponding non parametric tests (used for instance when the assumption of normality is violated but 

the assumption of homogeneity of variance is matched) are largely used to extrapolate the findings 

obtained with  samples to the population using probabilistic criteria. Inferential tests are indeed used to 

test hypotheses referred to a population starting from the estimates computed for samples. Whenever one 

or more of the assumptions of parametric/non parametric tests are not met the results are not reliable. A 

common assumption is that the sample has to be extracted randomly from the population, i.e. all the items 
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have an equal probability to be extracted. Besides that, each parametric and non parametric test has its 

own assumptions that have to be matched in order to get reliable results. For instance, besides a random 

selection of samples the ANOVA test assumes that: 1) the samples are extracted from  populations having 

ƴƻǊƳŀƭ ŘƛǎǘǊƛōǳǘƛƻƴ όƛŦ ǘƘƛǎ ŎŀƴΩǘ ōŜ ŀǎǎǳƳŜŘ ǿƛǘƘ ŀ ǊŜŀǎƻƴable degree of certainty each of the 

samples/groups need to have a normal distribution); 2) homogeneity of variance; 3) the observations are 

independent from each other (e.g. no measures done on the same firm in different quarters or years).  

However, the eventuality that the population might be of a size that prevents any randomly sampling 

technique (for instance because some cells of interest might contain few firms years) has to be considered.   

If it was the case, the choice would be between using a non-probabilistic sampling technique or performing 

computations and analysis on all the firms years and product recalls. The second one is to prefer since it is 

expected to give stronger evidence in line or not with the expectations established in the Hypotheses. At 

least, results would be valid for the examined population and not only for some specific opportunistically 

chosen cases. 

 

The population considered in this research will be identified through the four steps detailed hereafter. 

First, the set of firms years matching the second and third conditions will be identified merging data from 

COMPUSTAT QUARTERLY NORTH AMERICA, CRSP and KLD and will result by the combination of three 

clusters called A, B and C. Cluster A will contain all the publicly traded US food, drugs and medical devices 

manufacturing companies9 that are in the KLD dataset in the year 2003 and continuously from 2003 to 2005 

both in COMPUSTAT QUARTERLY NORTH AMERICA and CRSP. To cluster B will belong all the publicly traded 

US food, drugs and medical devices manufacturing companies that are in the KLD dataset in the year 2004 

and continuously from 2004 to 2006 both in COMPUSTAT QUARTERLY NORTH AMERICA and CRSP. Finally, 

to cluster C will belong all the publicly traded US food, drugs and medical devices manufacturing companies 

that are in the KLD dataset in the year 2005 and  continuously from 2005 to 2007  both in COMPUSTAT 

QUARTERLY NORTH AMERICA and CRSP. This selective process allows  to compute WACC at least three 

quarters before and three quarters after one recall in year t, independently of the quarter in which it 

happens since financial data will be available for both the previous and following year (t-1 and t+1, 

respectively). Moreover, it is expected to be the best path to get companies matching the conditions about 

WACC and KLD. Indeed, considering as intermediate set only the firms that are in KLD continuously from 

2003 and 2005 and in COMPUSTAT and CRSP continuously from 2003 to 2007 would likely lead to a much 

                                                           
9
 To be more specific the following Standard Industry Classification (SIC) codes  will be considered: food (SIC codes starting by 20); 

drugs (SIC codes 2833 and 2834) and medical devices (SIC codes starting with 384, 385 and 382 excluding 3822, 3825 and 3827). A 

list of the Standard Industry Classification will be provided in Appendix 18. 
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smaller set of firms. Indeed, both the databases and particularly KLD present discontinuities in the 

evaluated companies.  

Second, the set of companies given by the combination of clusters A, B and C will be then refined excluding 

the firms that had mergers, acquisitions or accounting changes in the considered period (signaled by the 

άŎƻƳǇŀǊŀōƛƭƛǘȅ ǎǘŀǘǳǎέ ƛƴ /hat¦{¢!¢ύΦ ¢ƘŜ ǊŜŀǎƻƴ ƛǎ ǘƘŀǘ ǎǳŎƘ ŎƻƴŘƛǘƛƻƴǎ ƳƛƎƘǘ ƳŀƪŜ ŦƛƴŀƴŎƛŀƭ Řŀǘŀ ƛƴ ƻƴŜ 

year not comparable to other years and thus would invalidate the considerations done on eventual WACC 

variations.  

Third, the resulting set of firms will be further refined excluding  the year-quarters for which not all the data 

needed to compute WACC are available.  

Finally, the resulting set of companies will be used to look for product recalls of classes I and II in the weekly 

FDA Enforcement Reports published in the years 2004, 2005 and 2006. 

 

Concluding, the population considered in this research is given by  all the firms that had in any of the years 

2004, 2005 and 2006 one or multiple product recalls of class I or II published in the FDA Enforcement 

Reports, for which the WACC can be computed continuously for at least three year-quarters before and 

three year-quarters after the quarter of the publication of the recalls and KLD rating of the year preceding 

the recall is available10. 

 

 

 

 

 

 

 

                                                           
10

 The following considerations are addressed to the reader that might be wondering why not considering all the US 

manufacturing companies obtained merging KLD and COMPUSTAT as population and the company which had recalls 

as sample. First, such sample would ƴŜƛǘƘŜǊ ōŜ ǇǊƻōŀōƛƭƛǎǘƛŎ ƴƻǊ ǊŜǇǊŜǎŜƴǘŀǘƛǾŜ ƻŦ ŀ ǇƻǇǳƭŀǘƛƻƴ ǘƘŀǘ ƭŜǘΩǎ ǎŀȅ ƛǎ  ƎƛǾŜƴ 

by 15% of companies that had recalls in the time window considered.  Second, one probabilistic sample extracted 

from such population would be consisting of a great majoritȅ ƻŦ ŎƻƳǇŀƴƛŜǎ ǘƘŀǘ ƘŀŘ ƴƻ ǊŜŎŀƭƭǎ ƻōǎŎǳǊƛƴƎ ǳƴŘŜǊ άŀ ǘƻƴǎ 

ƻŦ ƴƻƛǎŜέ ǘƘŜ ŀǎǇŜŎǘ ǘƘŀǘ ǘƘŜ ǊŜǎŜŀǊŎƘŜǊ ƛǎ ƛƴǘŜǊŜǎǘŜŘ ƛƴΣ ƛΦŜΦ ǘƘŜ ōǳŦŦŜǊƛƴƎ ŜŦŦŜŎǘ ƻŦ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŦǊƻƳ /{wΦ LƴŘŜŜŘΣ ŀǎ 

explained in the literature review, the benefits of any insurance can be appreciated only after the occurrence of 

negative events. 
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4.  EMPIRICAL RESULTS AND ANALYSIS 

This chapter is structured as follows. First, the results of the selective process detailed in Section 3.5 are 

discussed and some considerations on the firms investigated in this research are done. Second, the 

ŎƻǊǊŜƭŀǘƛƻƴ ƳŀǘǊƛȄ ōŜǘǿŜŜƴ ²!// ŀƴŘ ƛǘǎ ŎƻƳǇƻƴŜƴǘǎ ƛǎ ŀƴŀƭȅȊŜŘΦ ¢ƘƛǊŘΣ ǘƘŜ ǘŜƳǇƭŀǘŜ ǳǎŜŘ ǘƻ ŎƻƳǇǳǘŜ ʲ 

on a quarterly basis is presented. Fourth, the empirical results obtained clustering the firms in the ά/{w 

ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄέ ŀǊŜ ŘƛǎŎǳǎǎŜŘ ŀƴŘ IȅǇƻǘƘŜǎƛǎ м ƛǎ ǘŜǎǘŜŘΦ CƛŦǘƘΣ ǘƘŜ ŜƳǇƛǊƛŎŀƭ ǊŜǎǳƭǘǎ ƻōǘŀƛƴŜŘ 

ŎƭǳǎǘŜǊƛƴƎ ǘƘŜ ŦƛǊƳǎ ƛƴ ǘƘŜ ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ǎŎƻǊŜ ƳŀǘǊƛȄέ ŀǊŜ ŘŜǘŀƛƭŜŘ ŀƴŘ IȅǇƻǘƘŜǎƛǎ н ƛǎ ǘŜǎǘŜŘΦ 

Sixth, the considerations emerged from an in-depth analysis of the graphs plotting WACC and N. recalls 

time-series of the high/low CSR Employee Relations score firms are outlined11. Such descriptive 

considerations  would have not emerged through the quantitative analysis done to test the formulated 

Hypotheses. Finally, the process used in testing Hypothesis 3 is detailed and results are analyzed. 

 

  

                                                           
11

 The whole analysis is reported in the Appendix since it is an extra work completing the established research design. 
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4.1   RESULTS OF THE SELECTIVE PROCESS AND FIRMS CONSIDERED IN THIS 

RESEARCH  

The first three steps of the selective process detailed in Section 3.5 resulted in a set of 376 firms years (e.g. 

Abbott 2004) matching the conditions about KLD and WACC. The last step, consisting in searching for 

recalls of class I and II had by the 376 firms years in 2004, 2005 and 2006 resulted in a population of 52 

firms years. Hence, roughly 13.8% of the 376 firms years had recalls. Thus shows that product recalls of 

classes I and II are quite an infrequent event in the typical life of a company. Furthermore, it is a valuable 

indication for future studies that would like to use the same or a similar research design focusing on the 

same sectors.  

 

DƛǾŜƴ ǘƘŜ ƴŀǊǊƻǿ ǎƛȊŜ ƻŦ ǘƘŜ ƻōǘŀƛƴŜŘ ǇƻǇǳƭŀǘƛƻƴ όрн ŦƛǊƳǎ ȅŜŀǊǎύ ŀƴŘ ƛǘǎ ŘƛǎǘǊƛōǳǘƛƻƴ ƛƴ ōƻǘƘ ǘƘŜ ά/{w 

ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄ άόCƛƎΦ тύ ŀƴŘ ƛƴ ǘƘŜ ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ǎŎƻǊe matrix (Fig. 8), it has been decided 

to do computations and data analysis on all the 52 firms years. Statistical inferential tests will be run to test 

the formulated Hypotheses. Indeed, the population considered in this research can be seen as a sample of 

ŀ άƴƻǘ ȅŜǘ ŘŜŦƛƴŜŘ ōƛƎƎŜǊ ǇƻǇǳƭŀǘƛƻƴέΦ  

                                

Fig. 7:  5ƛǎǘǊƛōǳǘƛƻƴ ƛƴ ǘƘŜ ά/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄέ ƻŦ ǘƘŜ ǇƻǇǳƭŀǘƛƻƴ όрн ŦƛǊƳǎ ȅŜŀǊǎ ŀƴŘ нлл ǇǊƻŘǳŎǘ ǊŜŎŀƭƭǎύΦ 

 

 

Fig. 8:  5ƛǎǘǊƛōǳǘƛƻƴ ƛƴ ǘƘŜ ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ǎŎƻǊŜ ƳŀǘǊƛȄέ ƻŦ ǘƘŜ ǇƻǇǳƭŀǘƛƻƴ όрн ŦƛǊƳǎ ȅŜŀǊǎ ŀƴŘ нлл ǇǊƻŘǳŎǘ ǊŜŎŀƭƭǎύΦ 
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Hereafter, it will be shown that the 52 firms years considered in this research are ƴƻǘ άǘƘŜ ǳƎƭȅ ŘǳŎƪ ƻŦ ǘƘŜ 

ǎŜŎǘƻǊέ. First, it will be given evidence that their distribution in the cells of the two matrices is not so 

different from the distribution of the 376 firms years used as proxy of the sectors. Second, it will be shown 

that the 52 firms years considered in this research are not so different from the 376 firms years in relation 

to the following financial characteristics: 

Á Total assets (millions of $) 

Á Property, plant and equipment total gross (millions of $) 

Á Property, plant and equipment total net (millions of $) 

Á Number of employees (thousands) 

Á Market value total fiscal (millions of $). 

 

Looking at Figures 7 and 9 it can be seen that in both the CSR overall score matrices the majority of firms 

years is in cell C. Moreover, few companies are in cells B and D standing ŀǎ άƛǊǊŜǎǇƻƴǎƛōƭŜ ƛƴ ǊŜƭŀǘƛƻƴ ǘƻ /{wέ 

ŀƴŘ ŀǎ ά/{w ŎƘŀƳǇƛƻƴǎέ respectively.  

Moving the focus to the two CSR Employee Relations score matrices (Fig. 8 and 10), in both cases the 

majority of firms years is in cell C and the firms years in cell B are the 32,7% of the total. Finally, it can be 

seen that in both cases cell D is the third one in decreasing order of size and contains few companies 

standing ŀǎ ά/{w ŎƘŀƳǇƛƻƴǎέ. 

 

                  

Fig. 9:  5ƛǎǘǊƛōǳǘƛƻƴ ƛƴ  ǘƘŜ ά/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄέ ƻŦ ǘƘŜ отс ŦƛǊƳǎ ȅŜŀǊǎ ǳǎŜŘ ŀǎ ǇǊƻȄȅ ƻŦ ǘƘŜ ǎŜŎǘƻǊǎΦ 

                 

Fig. 10Υ  5ƛǎǘǊƛōǳǘƛƻƴ ƛƴ  ǘƘŜ ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ ǎŎƻǊŜ ƳŀǘǊƛȄέ ƻŦ ǘƘŜ отс ŦƛǊƳǎ ȅŜŀǊǎ ǳǎŜŘ ŀǎ ǇǊƻȄȅ ƻŦ ǘƘŜ ǎŜŎǘƻǊǎΦ 
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Regarding the financial characteristics, the 52 firms years show to be not so different from the sectors apart 

from having had product recalls in the considered time window. Thus has been checked importing in SPSS 

муΦл ǘƘŜ Řŀǘŀ ŀōƻǳǘ ά!ǎǎŜǘǎ ¢ƻǘŀƭέΣ άtǊƻǇŜǊǘȅ tƭŀƴǘ ŀƴŘ 9ǉǳƛǇƳŜƴǘέ Σ άbǳƳōŜǊ ƻŦ ŜƳǇƭƻȅŜŜǎέ ŀƴŘ άaŀǊƪŜǘ 

ǾŀƭǳŜ ǘƻǘŀƭ ŦƛǎŎŀƭέ ŦƻǊ ōƻǘƘ ǘƘŜ ǎŜǘǎ ƻŦ ŦƛǊƳ ȅŜŀǊǎΣ ƛΦŜΦ ǘƘŜ отс ŀƴŘ ǘƘŜ рн ŦƛǊƳǎ ȅŜŀǊǎΦ ¢ƘŜ ŘŜǎŎǊƛǇǘƛǾŜ 

statistics produced by SPSS are reported in Appendix 20. It has been verified that the means of the financial 

variaōƭŜǎ ŎƻƳǇǳǘŜŘ ŦƻǊ ŜŀŎƘ ŎŜƭƭ ƻŦ ōƻǘƘ ǘƘŜ ά/{w ƻǾŜǊŀƭƭ ǎŎƻǊŜ ƳŀǘǊƛȄέ ŀƴŘ ǘƘŜ ά/{w 9ƳǇƭƻȅŜŜ wŜƭŀǘƛƻƴǎ 

ǎŎƻǊŜ ƳŀǘǊƛȄέ ŎƻƴǘŀƛƴƛƴƎ ǘƘŜ отс ŦƛǊƳǎ ȅŜŀǊǎ όǇǊƻȄȅ ƻŦ ǘƘŜ ǎŜŎǘƻǊǎύ ŀǊŜ ǿƛǘƘƛƴ ǘƘŜ ŎƻƴŦƛŘŜƴǘƛŀƭ ƛƴǘŜǊǾŀƭǎ ŀǘ 

the 0.01 level of the means of the respective cells of the matrices containing the 52 firms years.  

 

 
 
 

 
  
4.2   CORRELATIONS BETWEEN THE WEIGHTED AVERAGE COST OF CAPITAL AND 

ITS COMPONENTS  

 

The weighted average cost of capital (WACC) has been computed quarterly for all the 376 firms years using 

the formula presented in Section 3.2, obtaining 2676 measures.  

 

After that, a correlation analysis has been ran in SPSS 18.0 and the results are reported in Table 8 and 

briefly commented hereafter. 
 

 

**. Correlation is significant at the 0.01 level (2-tailed) 

*. Correlation is significant at the 0.05 level (2-tailed) 

   
Table 8Υ  /ƻǊǊŜƭŀǘƛƻƴǎ ŎƻŜŦŦƛŎƛŜƴǘǎ ŀƴŘ ǎǘŀǘƛǎǘƛŎŀƭ ǎƛƎƴƛŦƛŎŀƴŎŜ ƻŦ ²!//Ωǎ ŎƻƳǇƻƴŜƴǘǎ (N=2676). 
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Starting from the correlations between WACC and its equity and debt components (in the last two columns 

of Table 8), it can be seen that both correlations are significant at the 0.01 level but different in sign and 

coefficients. Indeed, the correlation between WACC and its equity component is positively significant and 

equal to 1 whereas the correlation between WACC and its debt component is negatively significant and 

equal to -0.1. CǳǊǘƘŜǊƳƻǊŜΣ ƭƻƻƪƛƴƎ ŀǘ άǿŜƛƎƘǘ ƻŦ Ŝǉǳƛǘȅέ ŀƴŘ άŎƻǎǘ ƻŦ Ŝǉǳƛǘȅέ όƛΦŜΦ ǘƘŜ ǘǿƻ ŜƭŜƳŜƴǘǎ ƻŦ ǘƘŜ 

equity component) it can be seen that both are significantly correlated with WACC at the 0.01 level. 

aƻǊŜƻǾŜǊΣ ǘƘŜ άŎƻǎǘ ƻŦ Ŝǉǳƛǘȅέ ƛǎ ŀƳƻƴƎ ǘƘŜ ǘǿƻ ǘƘŜ Ƴƻǎǘ ŎƻǊǊŜƭŀǘŜŘ ǿƛǘƘ ŀ ŎƻŜŦŦƛŎƛŜƴǘ ƻŦ лΣфнтΦ In 

ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ /!ta ƳƻŘŜƭΣ ǘƘŜ άcost of equityέ is computed using the foƭƭƻǿƛƴƎ ŦƻǊƳǳƭŀΥ wŦ Ҍ ʲϝόwƳ - 

wŦύ ǿƘŜǊŜ άwƳέ ƛǎ ŀǎǎǳƳŜŘ in this study Ŏƻƴǎǘŀƴǘƭȅ Ŝǉǳŀƭ ǘƻ ммΦ [ƻƻƪƛƴƎ ŀǘ ǘƘŜ ŎƻǊǊŜƭŀǘƛƻƴǎ ōŜǘǿŜŜƴ άŎƻǎǘ 

ƻŦ Ŝǉǳƛǘȅέ ŀƴŘ ²!//Ωǎ components (in the second part of Table 8) the output shows that the correlations 

ōŜǘǿŜŜƴ άwŜέϧάwŦέ ŀƴŘ άwŜέϧάʲέ ŀǊŜ лΣлоу  ŀƴŘ  лΣффу ǊŜǎǇŜŎǘƛǾŜƭȅΦ Lƴ ƭƛƎƘǘ ƻŦ ǎǳŎƘ ŎƻƴǎƛŘŜǊŀǘƛƻƴǎ ƛǘ Ŏŀƴ 

ōŜ ŎƻƴŎƭǳŘŜŘ ǘƘŀǘ ǘƘŜ ŜƭŜƳŜƴǘ ǘƘŀǘ ƛƴŦƭǳŜƴŎŜ Ƴƻǎǘ ²!// ŀƴŘ ƛǘǎ ǾŀǊƛŀǘƛƻƴǎ  ƛǎ ʲΦ Lǘ ƛǎ ŎƻƴŦƛǊƳŜŘ ŀƭǎƻ ōȅ ǘƘŜ 

positively significant correlation at 0.01 level between ²!// ŀƴŘ ʲ ǘƘŀǘ ƛǎ Ŝǉǳŀƭ ǘƻ лΣфнтΦ   

In light of the ƘƛƎƘ ŎƻǊǊŜƭŀǘƛƻƴ ōŜǘǿŜŜƴ ʲ ŀƴŘ ²!//Σ the initial choice of using annual betas (as provided by 

CRSP) resulted limiting and not consistent with the fact of having all the other collected data on a quarterly 

basis. Indeed, using a constant  ̡in the four quarters of one year would have prevented the possibility of 

making considerations about variations in the ŎƻƳǇŀƴȅΩǎ ǊƛǎƪƛƴŜǎǎ ǿƛǘƘƛƴ ƻƴŜ same year. 

 

To solve this weakness it has been decided to compute betas on a quarterly basis. Thus will allow to make 

consistent considerations on a quarterly  basis about: 1) the variation of ŎƻƳǇŀƴƛŜǎΩ riskiness within one 

year; 2)the variations of WACC; 3) the insurance value of CSR. 
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4.3  TEMPLATE FOR THE COMPUTATION OF ʲ hb ! v¦!w¢9w[¸ .!{L{ 

In order to compute ̡ on a quarterly basis two sets of data are needed: 1) the daily closing stock price of a 

specific company and 2) the daily closing stock price of its stock market.  

 

Data about historical stock prices can be found in CRSP and are also freely downloadable from websites 

such as Google Finance and Yahoo Finance. Moreover, all the three sources provide information about the 

stock market on which a specific stock is traded. 

 

Quarterly betas for all the 52 firms years considered in this research have been computed using stocks daily 

closing price and their actual stock markets. Hence, betas of the companies traded on NYSE have been 

computed using the closing price of such Index and the same has been done for the companies traded on 

NASDAQ. The use of the actual stock market instead of a proxy is expected to give results closer to reality. 

 

The formula used to compute the quarterly betas is as follows: 

 ̡= Covariance (stock versus market returns)/ variance of the stock market 

 

The template reported in Fig. 11 has been developed to speed up quarterly betas computations.  

 

 

Fig. 11:  Template for the computation of quarterly betas. 
 

 

Being user-friendly it can be used also by users interested in computing betas on themselves but who are 

ƴƻǘ ŦŀƳƛƭƛŀǊ ǿƛǘƘ ƭƛƴŜŀǊ ǊŜƎǊŜǎǎƛƻƴ ǘŜŎƘƴƛǉǳŜǎΦ LƴŘŜŜŘΣ ƘŀǾƛƴƎ ŀƭƭ ǘƘŜ ŦƻǊƳǳƭŀǎ ŀƭǊŜŀŘȅ ǎŜǘΣ ƛǘ ŘƻŜǎƴΩǘ require 

any specific statistical knowledge and is very helpful in speeding up computations when it is required to 












































































































































