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“Why is CSR Important?

@

Create Value

@

Benefits Intangible
Increased Assets
Investment in CSR Visibility
Direct Costs Increased
Opportunity Cost Sales
Cost Efficiency

* The question is:
Does CSR create value?
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CSR-CFP: Ultimately an Empirical Issue

Sign
1t
$

Benefits outweigh the costs and CSR Creates Value (e.g., Anderson and Frankle, 1980;
Belkaoui 1976)

Associated costs are higher and CSR activities destroy value (e.g., Aupperle et al.,1985;
Freedman and Jaggi, 1982)

Direction

D

Social Impact: Meet stakeholders’ needs create value (e.g., Freeman, 1984; Jones, 1995)

Slack Resource: Only profitable companies can invest in CSR (e.g., Waddock and Graves,
1997)

Trade-off: CSR costs decrease CFP - (Friedman, 1962)

Managerial Opportunism: CSR only when there are no other intangibles (Weidenbaum
and Vogt, 1987)

Endogeneity

Other
H Factors

Endogenous: Indirect through intangible assets of innovation, human capital, reputation
and culture (Surroca et al., 2010)

Synergy: Positive (Allouche and Laroch, 2005) or negative (Friedman, 1970)

Exogenous (Stanwick and Stanwick,1998; Orlitzky, 2001)



Asymmetric effect S
(Brammer and I\/IiIIington,\ZOOSTBarnett and Salomon, 2012)

Companies Companies
A that do not that fully
CFP invest in CSR invest CSR
are cost maximise its
efficient benefits

Medium investment
in CSR is rather
costly

CSR
Why Asymmetry is important?
Different (CSR or alternative) strategies should be preferred, depending on
which side of the tipping point the company lies different strategies



Reﬂectmg on Literature: CSR-CFP

Asymmetry
Further Issues

Major
Contrlbutlon

<

Imphcatlons
« CSR-CFP Asymmetric

* Other factors can affect the shape and direction of the
relationship

 No Synergy-Endogeneity

* Limiting Structural Form

» SIC is a latent Concept

* Do not estimate the threshold value

Use size to proxy visibility-SIC
(Assumption-Limitation)

Use a latent specification of size to
account for firm specific factors

Use a more flexible specification to
account for “adaptability”

Estimate the “threshold value” per firm

~

We conduct an empirical investigation on a global sample with Vigeo Ratings
5



Why Size?

We make the explicit assumption that larger firms exhibit greater visibility.

Full Sample BAP
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CSR

Larger firms are more likely to invest in CSR
Larger firms are more likely to benefit from CSR



Full Sample

1997-2012
(7,307 obs)

'Sample: Vigeo-Financials

Mean

Median

Maximum

Minimum

Std. Dev. 0.4265 0.1286 0.7450
Mean 0.0631 0.2726 7.2011
Median 0.0655 0.2650 7.1228
Maximum 0.92 0.65 9.41
Minimum -1.7967 0.0533 5.7082
Std. Dev. 01720 01076 0 6107
Mean 0.1523 0.4291 7.2083
Median 0.1352 0.4433 7.1118
Maximum 13.44 0.79 Q.50
Minimum -6.1405 0.0900 4.8840
Std. Dev. 0.4259 0.1223 0.7016
Mean 0.1843 0.3371 7.4426
Median 0.1469 0.3317 7.3690
Maximum 12.29 0.60 9.360
Minimum -5.8376 0.1183 6.1116
Std. Dev. 0.5361 0.0870 0.6480




Sample Initial Observations |

Full Sample BAP

CSR and CFP is variant across a third dimension



Sample Initial Observations Il

Full Sample BAP

CSR

Size

Return on Equity

Direction of link is not clear
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Model

* We investigate endogeneity, direction, causality
* aJ2T measures asymmetry

* The latent specification for size allows for multiple factors to be
considered “current status”

- Fixed Effects (Industry, Country, Year)

CV * Control Variables: Account for firm specific effects, such as
Investment in Intangibles, solvency, liquidity, etc.
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Asymmetry in 3D

al2l =al2Tlow (1 /1+eT (CSRIit —w{}/JO + 41 SIZELit } +sdit ) )+val2Thigh (1—
1/1+eT (CSRLit —w{ 0 +pdl SIZELit } +sdit ) )

This specification

e [s flexible enough to accommodate various shapes
(increasing, decreasing, concave/convex, exponential,
logarithmic, etc.)

e Provides an estimate of the threshold value for every firm
(and/or country, year, etc.)

e Is highly extendable (more/different threshold variables,,
more states, different transition function, etc.
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Empirical Findings | Different Measures of CFP
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Empirical Findings Il: Across Sample

ROE CSR Size ROE CSR NIVAS ROE CSR Size
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Robustness I: “KLD” and “No vs O CSR”

ROE CSR Size
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Robustness II:

IIR& DII
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“Extension”
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Conclusions

| CSRand CFPin 3D

» We introduce a higher dimension in the relationship between CSR and CFP
« We allow firm specific factors to affect this relationship
« We proxy the “current status” of the firm with a latent specification of size

« We propose a “flexible” and “extendable” specification for asymmetry and
endogeneity

| Size affects the CSR-CFP I

» Size seems to affect when the marginal impact of CSR on CFP turns positive
(visibility-SIC)

* The U-shaped relationship seems to consist of monotonic/”variant shape”
relationships

l Implications for Managers & Investors

* The model identifies the “tipping point”/threshold value “per firm”

* Managers: can use it to find an “optimal strategy”. In some cases they
might need to manage other firm specific factors prior to CSR

* Investors: They can use it to identify suitable investments or evaluate
(management) strategic decisions.
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Thank You

A

Any Questions? _‘



