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ABSTRACT: There has been a lot of discussion about corporate social responsibility [CSRj dur-
ing these last decades. Neoclassical authors support the idea that CSR is not compatible with the
objective of profit maximization, and defenders of CSR argue that. in these times of globalization
and network economies, the idea of a company managed just to meet shareholders' interests does
not support itself. However, beyond this discussion, how can CSR affect firms' market value' If we
found a positive relationship between these variables, we could conclude that the two theories are
reconcilable and the objective of profit maximization, perhaps, should satisfy not only shareholders'
interests, but also stakeholders'. We review previous literature and propose a model to analyze how
CSRaffects firms' market value.
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INTRODUCTION

On September 13,1970, Milton Friedman published one of his most famous
articles In The New York Times Magazine, entitled "The Social Responsibility
of Business is to Increase its Profits." In this article, Friedman argued that
the only objective of firms was to increase profits for their shareholders, and
they considered any other aim an action against owners' Interests. Like Mil-
ton Friedman, most neoclassic theorists have traditionally supported that
corporate social responSibility (CSRI is incompatible With the classic prin-
ciple of profit maximization as the main objective for firms. As Friedman
said (1970), there were only two restrictions to achieve that objective: law
and ethiCS.

The Situation has changed since Milton Friedman's article. Nowadays,
firms face a different business environment. DUling the seventies and the
eighties, companies just tried to carry out exchanges With customers in a
stable environment. Concepts such as satisfaction or loyalty began to emer-
ge, and firms more or less controlled the messages that consumers recei-
ved. Society was not too demanding towards companies and the price was
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the most important issue to negotiate when firms tried to
manage their relationships with their suppliers. Even It was
usual to find "one-firm men"-people who started working
in a company and retired 40 years later. Stocks exchange
only measured economic performances of films.

By the end of the 20'" century, things started to change.
Business environment became very turbulent and com-
panies started to outsource, increasing the complexity of
their supply chain. Information technology allowed people
to be more and more aware of film activities and nongo-
vernmental organizations (NGOs) to send their messages
Customers became more and more demanding, because
competition between firms was harder than ever. Emplo-
yees wanted something more than a fair wage and indexes
like the Dow Jones Sustainabil.ty or FTSEE4Good showed
that firms which were quoted therein had better results
and bore fewer risks than other firms. In such a situation,
could a firm that was behind society survive?

Nowadays, the success of firms depends on several agents
that Interact with them These agents are called stakehol-
ders, and the way films manage their relationships with
them seems to have become a key point for profitability
Companies are now facing a paradoxical situation. Their
economic power is perhaps stronger than ever, but at the
same time, they have never been so vulnerable.

CSR could be defined as the set of obligations and lawful
and ethical commitments with stakeholders, stemming
from the impact of the activities and operations of firms on
the social, labor, environmental and human rights fields.
CSR implies the recognition and the integration in their
operations by companies of social and environmental con-
cerns (Valor et al., 2003, p.ll). In other words, in addition
to the economic criterion, it means including other crite-
ria-social and environmental-in the management of firms
and the way in which companies respond to society's de-
mands.

Beyond those who defend that firms are only responsible
to their shareholders and those who include in this res-
ponsibility other stakeholders, there is one irrefutable fact:
more and more firms are developing policies in the field
of CSR. Ninety percent of the firms of Fortune 500 have
already set CSR strategies in motion (Kotler et al., 2004).
A special article published in Business Week showed the
investments of North American firms in this area (Berner,
2005): General Motors spent more than 5 million dollars in
several CSRactivities, General Mills invested more than 60
million dollars, and Merck used more than 11% of its profit
before taxes for this same purpose. In 2006, the BBVA, a
Spanish bank, announced Its commitment to invest 0.7%
of its profits obtained in South Amerrca to help the deve-
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lopment of this area. Every day, one can read or see so-
mething similar about CSR and its introduction into the
core business of films. However, how does CSRaffect firms'
market value? If there is a positive relationship between
CSRand market value, we could conclude that the classical
theory of the firm and CSRare reconcilable.

CLASSICAL THEORY OF FIRMS AND THE
OBJECTIVE OF PROFIT MAXIMIZATION
There are three basic institutions in a modern economic
system: market, firms, and the State. The first one brings
about the following ones. The inefficiencies of the market
favor the appearance of firms and the need for the State
to set the rules of the game.

According to economic theory, the balance between su-
pply and demand in markets leads to an efficient resource
assignation. Using Adam Smith's famous idea about the
"invisible hand," this balance should maximize market pro-
fit, also maximizing the benefit for society. Nevertheless,
markets have shortcomings that make them imperfect: In
these situations, the balance of markets does not ensure
the benefit for all of society. Therefore, the State must par-
ticipate in markets to guarantee improved efficiency, to
set an efficient property rights system, and to supply those
goods and services whose provision is not reliable, because
of their general interest:

Firms are the replacement of agents in markets. According
to Coase (1960), if property rights were perfectly defined,
transaction costs were nil, and there was no wealth effect,
then the mere operation of the market would suffice to
reach an optimum resource assignment: In this hypothe-
tical world, the balance of the market would benefit the
entire society and firms would not be necessary. The exis-
tence of transaction costs and market Imperfections have
favored the appearance of companies.

These Ideas about the Imperfection of markets and the role
of firms that participate in them are the main argument for
classical theory supporters to state that the only objecti-
ve for companies is to maximize their profits. A company
that maximizes its profit in a perfect market is theoretica-
lly guaranteeing the maximization of wealth for society,
which will positively affect all agents who are part of It:

The classical vision of films has been arguing that CSR is
practically incompatible with the classical principle of pro-
fit maximization. Milton Friedman (1970) even branded
CSR as a "fundamentally subversive doctrine" in a free so-
ciety, adding that

There is one and only one social responsibility of bu-
smess-fo use it resources and engage in activities
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designed to increase Its profits so long as It stays within
the rules of the game, which is to say, engages in open
and free competition without deception or fraud.

In other words, for Milton Friedman and his supporters, the
only responsibility for businesses is to their shareholders.
Companies are not required to carry out any social attivi-
ty because this kind of actions concern the State and-if
society wishes-other social groups (like NGOs) created by
It. Friedman only Justified social responsibility in one ins-
tance-when companies could benefit by some social issue
that rnade them rnore profitable by paying less tax, obtai-
ning better access to resources, or sornething similar.

There are several criticisms of the argument about the only
objective being profit maximization wielded by neoclas-
sical authors. One of the most obvious is related to the
growing complexity of current firms, business environ-
ments, and society. Hierarchical organizations were useful
for a long time when business environrnents were stable,
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econornies were constantly growing, and technology chan
ges were foreseeable. In that situation, companies only
had to focus on production, because all the rest was under
their control.

As rnentioned, nowadays firms face a truly different busi-
ness environment. The 21" century has arnved with a new
paradigm. A network economy in which thousand of firms
take part, with knowledge as their main asset (Drucker,
1993), has replaced hierarchical organizations. Within this
network economy, hierarchy and power have been replaced
by relational governrnent mechanisms (Achrol et aI., 1999).
A few decades ago, for example, Ford even had a farrn
with a flock of sheep to obtain the wool for its car seats;
nowadays Nike has sorne products on the market, which
were not even manufactured by this American company.
Network economy has made the success of organizations
more difficult because businesses are related to several
companies and agents along their value chain, and must
deal with competition, which is harder than ever. All these
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agents, called stakeholders, influence the results of firms,
and it is difficult to refer to profit maximization without
considering this In such a situation, can a firm maximi-
ze its profit if It is only managed to meet shareholders'
interests?

The 21" century has arrived not only with a new business
organization paradigm, but also with the way that firms
compete. This has gone from a local to a global market
with all the consequences Consumers have more from
which to choose and, thanks to information technology,
more information to do so properly, and companies adapt
constantly to competitive environments that change in-
creasingly faster. The pressure for profit maximization ISso
strong that some firms even frequently forget the premises
pointed out by Milton Friedman-respect for the law and
ethics.

This global market and profit pressure have often resul-
ted in the attitude of "anything goes" in the name of pro-
fit maximization, with terrible global consequences. The
increasing outsourcing of the value chain in developing
countries has too often been translated into lack of respect
for both workers and human rights. The result is an econo-
mic model not linked to human development, although we
had our highest economic growth period in the last deca-
des. Strangely, this economic growth period collapsed be-
cause of the world scandal of "subprirne mortgages" and
all related titles, which were swept away by the most im-
portant financial institutions of the world. This has made
world economies go into recession, which has been transla-
ted into an increasing number of unemployed people and
thousand of shareholders poorer than before.

Society has also changed Internet has allowed people to
be more aware of everything that occurs, and has opened
new alternative communication channels to those used in
the past. This has allowed NGOs and diverse lobbies to rea-
ch more people with their published denunciations. The-
refore, firms are more than ever exposed to reputational
risks, and this can affect their market value. Legitimacy
and morals play an important role In competition. Compa-
nies must assume their responsibility to their shareholders
and customers, but also to their workers, suppliers, environ-
ment, competitors, and society. These stakeholders must
somehow be considered in decision processes at some ma-
nagement level. Only with this focus, organizations can
survive at long-term scenario-by their good reputation,
the confidence of the market, and, in short, achieving the
legitimacy to act, granted by the entire society (Valor and
Merino, 2005).

All these arguments make it unfeasible for an economic
system to collect and internalize all the agents' possible
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decisions and so, it cannot be stated that share value maxi-
mization, in itself, guarantees the efficiency of the system,
and is justified as the only and fundamental principle to
apply in firm management.

Another criticism of the notion that the only objective is
profit maximization is the imperfection of markets. Mar-
kets are far from perfection and they often present exter-
nalities. When there are externalities, the balances of the
market do not maximize the overall benefit for the entire
society.

Nowadays, we are witnessing an intense debate about the
participation of governments in economy because of the
2008 crack. Important economists, like Milton Friedman or
Keynes, have played a leading role in this debate for deca-
des. The first one defending that States just have to ensure
the improvement of market efficiency and let firms com-
pete freely in it, and the latter arguing that governments
should take part in markets to solve these externalities.

Milton Friedman's ideas accelerated the liberalization pro-
cess that took place during the seventies in western coun-
tries' economies. The general assumption is that all these
policies aimed to increase the presence of market rules in
economy have resulted in an improvement of society wel-
fare, but the data now cast a shadow on this. According to
Krugman (2008). Americans' real income grew much more
from 1947 to 1976 (with protectionist governments) than
from 1976 to 2005 (with liberalization rules). Moreover,
the difference between rich countries and poor ones is
greater than ever. This has occurred when firms are stron-
ger and more powerful than ever before. According to the
"invisible hand," this should have benefited all the societies
in a global economy, not only the rich ones. This is becau-
se, as Philips et al. (2003) explain, market theory does not
say anything about how to distribute the wealth that profit
maximization creates. In addition, information is also im-
perfect and not available to all agents, which also prevents
them to reach the optimum.

Markets are Imperfect and, although States take part in
them, in a globalized economy like ours, externalities exist
and are worldwide. This prevents profitability from bemg
the only indicator of organizations' efficiency (Argandoiia,
1995). We would need a wealth measure of adequate pro-
ductivity and an overall measure ofthe impact of the long-
term resources involved to determine the impact of firms'
profits on society.

The last criticism relates to the separation between proper-
ty and firm management. The complexity of modern compa-
nies has resulted in an atomization of shareholders and the
consistent separation between ownership and companies'
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management. The exorbitant growth of firms in the last
decades and the growing globalization of economy have
favored the emergence of a professionalized ruling class
that governs the destiny of organizations without being
the owners of them Although firms hired these managers
to defend owners' interests, they also have their own in-
terests, which can come Into conflict with those of the
shareholders. Owners used to offer an incentive to align
managers' interests with their own, falling into "Agency
Costs", which prevented shareholders from achieving profit
maximization in a strict sense.

The classical model, then, presents several limitations that
relegate it to a utopian framework. If we add the growing
importance of stakeholders for firms' management be-
cause of network economy and changes in society, we
could conclude that we are facing a change of paradigm.
The debate about CSR has increased during last decades.
Some authors refer to firms' attitudes towards society
(Navas et al., 1998), others refer to companies' measures
to protect society (Certo et al., 1996), and-as mentio-
ned- de la Cuesta et al. (2003) talk about commitments
Beyond the different conceptual meanings, all these au-
thors acknowledge that firms are responsible to society,
and CSR seems much more than a new fashion. The ques-
tion ISwhether this new paradigm means a cost for firms
or just a new way to compete, which can benefit all of
society, and thereby, shareholders also. If we could prove
this, then CSR and the classical theory of firms would be
reconcilable.

CORPORATE SOCIAL RESPONSIBILITY (CSR)
As mentioned above, CSR could be defined as the set
of obligations and lawful and ethical commitments with
stakeholders, stemming from impacts of activities and
operations of firms cause on social, labor, environmental
and human rights fields. CSR implies the companies' ack-
nowledgement and integration of social and environmen-
tal concerns in their operations (Valor et al., 2003, p. 11).
CSR is a relative concept that depends on stakeholders'
socials demands and we must not confuse it with ethics.

To find the origin of CSR, we must refer to the stakehol-
ders' theory (ST). The first meaning of stakeholders was
proposed at the Stanford Institute, where, in 1963, they
were defined as the groups without whose support firms
would cease to exist. In 1984, ST.achieved its current re-
levance. In that year, Edward Freeman published Strate-
gic Management: a Stakeholder Approach, in which the
growing concern about a better key stakeholder relation-
ship management was expressed.
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The main idea that supports ST is based on the existence
of other groups besides shareholders that have a stake in
firms' activity and their outcome. The claims and objec-
tives demanded by different groups must be considered
in a balanced way, permitting managers to increase the
efficiency of the organization by responding to external
requests (Freeman et al., 1990).

Above all, ST is a management theory, and explicitly ethi-
cal. This means that morals and values should be a core
part of the firms' management, but always acknowledging
that any management theory must fulfitl the main objecti-
ve, which is the subsistence of organizations. For ST to pay
attention to shareholders' interests and well-being is com-
pulsory beyond the instrumental and prudential concern
of the maximization of share value. ST does not deny the
objective of profit maximization as a necessary condition
for firms to meet other goals, but this should not be an
obstacle to consider aims other than shareholders' goals.

Stakeholder relationship management is not an easy is-
"i,sue. First, because stakeholders' importance depends or :2-

the context of every relationship and industry; second, b~! So '%
cause stakeholders' relevance may vary over time for f!ib ., 0'?-
company, but above all, because stakeholders' intere;ys ~"b~
can come into conflict. For example, workers want be0 '1~
ter wages; customers want lower prices; and shareholders'O 0~
want more profitability. Managers must balance all these -t.'~':
Interests to maximize firms' value, ST does not propose rna- '7 '(/
naging all stakeholders in the same way, but prroritizing r:(
them according to their importance and impact on firms.
Stakeholders are groups with something in common: their
relationship with firms. All of them contrrbute, voluntarily
or involuntarily, to companies' capacity to create wealth
and activities; they are the potential beneficiaries and the
ones who bear the risks. As firms have limited resources,
the determination of stakeholders' importance to achieve
strategic goals is a key issue to company management.

Several authors criticize ST, arguing that this theory has
paid little attention to shareholders' interests (Heath et
al., 2004). Although Hill et a! (1992), Boatright (1994),

and Philips et al. (2003) Justified the inclusion of stockhol-
ders among the rest of the stakeholders, defending that all
of them share the same interests and are affected by the
success or failure of companies, it cannot be denied that
shareholders have special features because they are the
owners of firms, Precisely these characteristics are usua-
lly recognized by law and by the articles of association of
many organizations,

The question is to know whether there is a positive corre-
lation between stakeholder relationship management and
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shareholders' wealth. ST and CSR are two theories that go
together. CSRImplies the assumption of ST,but it goes be-
yond this because it refers not only to ethics In stakeholder
relationship management, but also to commitments with
these groups.

According to theorists, there are four main justifications
for CSR-the moral case, the social case, the economy case
and the business case (de la Cuesta, 2004).

The moral case is wielded by those who claim not only the
staff's individual ethics, but also that each organization is
a body with ItS own social, economic. and environmental
responsibility (de la Cuesta, 2004). These authors assign
the same responsibilities to organizations that are deman-
ded from any person, from the three above-mentioned po-
ints of view, demanding that firms develop a social and
economic model In which collective interest takes priority
over the individual one.

The moral case does not analyze the hypothetical profits
of CSRfor the firms that engage in these kinds of activities,
but it points out that some practices, such as child labor,
human rights violations, or wasting raw materials are nei-
ther moral nor ethic and should be rejected, independently
of company profits.

Authors who support that CSR is good for all of society and
that the goodwill and voluntarism of firms IS insufficient
for its development wield the socia! case. For these authors,
governments should promote CSRthrough legislation.

Supporters of voluntarism argue that CSR means the way
firms respond to society's requests and, therefore, society
itself should resolve the debate through the public repre-
sentatives, people's buying decisions, or just as members
of social organizations or unions, as employees or as in-
vestors, for example. According to voluntarism supporters,
the market will press to punish irresponsible firms and to
reward CSR companies. However, de la Cuesta (2004) po-
ints out that this statement is somewhat fragile:

Firstly, market mechanisms need to deal properly with the
existence of perfect information available to all agents to
make decisions. There is not enough information about
CSR policies, strategies, and results, and, in general, the
information offered by firms is usually neither comprehen-
sive nor thorough. Sometimes, it is not even provided regu-
larly. Nowadays, there are many business codes of conduct
and standards promoted by diverse public and private ins-
titutions that are creating confusion about what CSR is
and how to compare it in different firms. The information
provided by firms to society must be homogenized in order
to verify it and to perceive firms' positive or negative im-
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pact. Just as there are international and national accoun-
ting laws, the same should hold for CSR.

Secondly, there is a lack of incentives for firms to incorpo-
rate CSR criteria In management. Voluntarism supporters
argue that no incentive should be given to firms to pro-
mote CSR, but Governments usually give an incentive for
Research and Development (R&D), which is as voluntary as
CSR. Moreover, both CSR and R&D are assumed good for
industries, firms, and society. If R&D ISfiscally subsidized,
so should CSR.

The last argument for the social case is the common good.
There are no more clearly public properties than society
and environment. It would be Incoherent for the State to
dispense with its function of control over the impact of
firms beyond these properties. Korten (1996) states that
there are several socially responsible managers, but the
problem is that they are facing a predatory system which
makes their survival difficult. This creates a great dilemma
for these managers because they have to choose between
changing their viewpoint and running the risk of being ex-
pelled from the system, at least at short-term. De la Cues-
ta (2004) asks for a legal framework to mitigate these
effects.

Authors who state that CSR affects both national and
world economies brandish the ecanomy case. The increa-
sing international diversification of investment portfolios
makes some authors (Monks et ai., 1996) consider sha-
reholders universal owners who should be concerned not
only with the result of their portfolios one by one, but also
with the result of world economy. From this POint of view,
shareholders would suffer economies' inefficiencies and
would benefit from improvements in this area.

In economic theory, negative externalities reduce the cost
of the firms that generate them, transferring the cost to
other companies or citizens. As the overall cost of these ex-
ternalities is greater than the profits achieved by the firm
causing them, universal investors, as the owners of these
other companies, end up bearing such costs, obtaining a
net loss (de la Cuesta, 2004). If we want to see this en-
tire theory in practice, we just have to observe what has
happened during 2008 in the most important stock ex-
change markets of the world. Subprime mortgages star-
ted in the USA but the globalization of economy fostered
the infection with toxic assets of international economies.
The net loss pointed out by de la Cuesta was not only for
Americans, but also for savers and shareholders from al-
most everywhere. The consequences are well known. Huge
rescue plans to avoid bankruptcy of all our entire finan-
cial system, enormous increases of public spending to help
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families and companies, an increasing number of unem-
ployed, and most important, an Incredible economic reces-
sion.

However, there are more arguments that hold in the eco-
nomy case. The above-mentioned global economy that
our society is facing has several implications that should
be taken into account. If the value chain of most firms is
externalized In several countries, then social and environ-
mental impacts are global and will affect the whole pla-
net. There are, in addition, causes such as global warming
or the scarcity of resources that can damage all societies
wherever they are. Even more, health, education and the
development of working-class people's rights have benefi-

INNOVAR

ted our wellbeing society, our quality of life, and the impro-
vement of our productive system. The industrial revolulion
made western countries' way of living both socially and
economically sustainable because economic development
was bound to human development. History is full of exam-
ples of societies that collapsed because of the inexistence
of a middle class and huge differences between higher and
lower classes. Nowadays, there is little evidence that our
globalization is linked to an improvement of human stan-
dard of living in poor countnes. If our system is not socia-
lly sustainable, our economic system will not be feasible.
Firms play an important role in this area. Moreover, they
would benefit in a long-term scenario by this improvement
of human standard of living and world economies.

TABLE 1: Lay afts of some of the most important companies in the world.

EXAMPLES OF STAfF REDUCTIONS ANNOUNCED BYTHE MOST IMPORTANT FIRMS OF THE WORLD DURING 2008 AND
JANUARY OF 2009

N" LAY N" LAY
COMPANY COUNTRY INDUSTRY COMPANY COUNTRY INDUSTRY

OFFS OFFS

HEWLETI PACKARD USA TECHNOLOGY 24600 SONY JAPAN ELECTRONIC 16000

CATERPILLAR USA EQUIPMENT 21610 PANASONI( JAPAN ELECTRONIC 15000

NEC USA TECHNOLOGY 20000 TOK JAPAN ELECTRONIC 8000

PFIZER USA PHARMACEUTICAL 19500 NISSAN JAPAN AUTOMOBILE 2500

SIEMENS USA INDUSTRY 17000 METRO AG EUROPE RETAil 15000

AT&T USA TElECQMMU N I(ATIONS 12000 RIO TINTO EUROPE MINERY 14000

STARBU(KS USA CONSUME 12000 BRITISH TELECOM EUROPE TELECOMMUNICATIONS 10,000

DHL EXPRESS USA TRANSPORT 9500 TELECOM IlALIA EUROPE TELECOMMUNICATIONS 9.000
MOTOROLA USA MOBILE PHONES 7000 ARCELOR MITIAL EUROPE STEEL 9.000
HOME DEPOT USA HOUSEHOLD GOODS 7000 SAS EUROPE AIRLINE 8600
MACrs USA RETAIL 7000 8MW EUROPE AUTOMOBILE 8100

MERK USA PHARMACEUTICAL 6800 RENAULT EUROPE AUTOMOBILE 6000
CHRYSLER USA AUTOMOBILE 6000 PHILIPS EUROPE ELECTRONIC 6000
SUN MICROSYSTEMS USA TECHNOLOGY 6000 ASTRA ZENECA EUROPE PHARMACEUTICAL 6000
INTEL USA TECHNOLOGY 6000 VOLVO EUROPE AUTOMOBILE 6000
MICROSOFT USA TECHNOLOGY 5000 HENKEL EUROPE CONSUME 5000

BOEING USA AERONAUTICAL 4500 PSA EUROPE AUTOMOBILE 3350
HERTZ USA RENT A CAR 4000 SAP EUROPE SOFTWARE 3300
KODAK USA PHOTOGRAPHY 3750 ALiTALIA EUROPE AIRLINE 3000
PEPS! USA BEVERAGES 3150 ATLAS COPCO EUROPE MACHINERY 3000
XEROX USA TECHNOLOGY 3000 DAIMLER EUROPE AUTOMOBILE 2300
DUPONT USA CHEMICAL 2500 ROLLS ROYCE EUROPE AUTOMOBILE 1750

AVIS USA RENT A CAR 2500 FUTURA EUROPE AIRLINE 1200

YAHOO USA TECHNOLOGY 2500 TELEFONICA EUROPE TELECOM M UN ICATIONS 700
DELL USA TECHNOLOGY 2450 MARTINSA FADESA EUROPE REAL ESTATE 680
IMP. TOBACCO ALTADIS USA TOBACCO 2440 ORANGE EUROPE TELECOMM UN ICATIONS 600
3M USA MANUFACTURES 2300 TNT EUROPE TRANSPORT 285
FORD MOTOR USA AUTOMOBILE 2260 BURBERRY EUROPE TEXTILE 250
GENERAL MOTORS USA AUTOMOBILE 2000 T·SYSTEMS EUROPE TECHONOLOGY 239
SONY ERICSSON USA TECHNOLOGY 2000 LLANERA EUROPE REAL ESTATE 236
ESTEE LAUDER USA COSMETIC 2000 MARINA O"OR EUROPE REAL ESTATE 214
SHARP USA ELECTRONIC 1500 ERMENEGILDO ZEGNA EUROPE TEXTILE 200
eBAY USA TECHNOLOGY 1000 ERICSSON SPAIN EUROPE TELECOMMUN ICATIONS 200

Source: Bloomberg. Reuter, and £1 Pais.
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CSR and business case

Under the theory of business case can be found all the
ideas that affirm that CSR is good for shareholders and for
other stakeholders also, and even for society (de la Cues-
ta, 2004). This focus is based on the existence of several
(real and potential) links between a quality stakeholder re-
lationship management and firms' profitability (de la Cues-
ta, 2005).

Some of these links are more or less obvious For example,
eco-efficiencies are improvements related to a better ma-
nagement of resources due to CSR

Authors like Porter et al. (1995) defend this idea. If firms
can produce the same quantity of goods us.nq fewer re-
sources, companies would be saving lots of money. This
might be translated into a lower price per customer or even
Into higher profitability for firms. "First-mover advantage"
is another argument for the business case. It IS related to
the belief that the firms that go beyond their legal obliga-
tions will benefit in a long-term scenario because they will
occupy a privileged position when diverse pressing issues
will be regulated. Eco-efficiencies and first-mover advanta-
ge are mainly philosophical arguments. How do they affect
firms' market value? Is there any relationship between CSR
and firms' market value?

Empirical data are not conclusive, at least until now. Some
authors support the positive link between CSR and firms'
market value. Simpson et al. (2002) and Griffin et al. (1997)
related CSR to an Increase of companies' econormc value;
Moore (2001) and Orlitzky et al. (2001) related CSR to the
reduction of organizational risks; Backhaus et al. (2002),
Turban et al. (1997) related CSR to the potential of attrac-
ting and keeping employees. Maignan et al. (1999) and
Brown et al. (1997) related CSRto an improvement of both
corporate Image and reputation; Luo et al. (2006) related
CSR to market value through customer satisfaction

However, authors like Omran et al. (2002), Mc Williams et
al. (2000). Aupperle et al. (19B5), or Lopez et al. (2007)
who not only have not found a positive relationship bet-
ween CSR and firms' market value, but-in some cases-
have found a negative one.

This can be explained by two important biases. Firstly, be-
cause most investigations that have found negative re-
lationships have attempted to link CSR investments with
account statements, which implies a retrospective focus
because accounting is a result of past performances. Se-
condly, CSRis, perhaps, too new to be measured byaccoun-
ting. Other arguments cast doubt on the appropriateness
of using this kind of measurements. CSR is related to envi-
ronmental and social improvements that can affect global
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economies, which are not reflected in a balance sheet or in
an income statement.

Upon observing what happened during 2008 in the most
important stock exchanges of the world, several pieces of
evidence of a positive relationship between CSR and mar-
ket value can be found. Managers of firms such as Leh-
man Brothers, Merrill Lynch, Fannie Mae, or Freddie Mac,
for example, or even several banks among the top ten in
the world, seeking short-term profitability without wonde-
ring whether it was sustainable, have caused huge losses
to thousand of shareholders of the entire world. Perhaps
because most practitioners of CSR have forgotten that sus-
tainability also includes an economic perspective, not only
social or environmental causes. Even more, CSR implies In-
troducing ethical criteria in companies' management, and
also transparency and accountability, precisely the words
most coined by politicians in Washington in November
2008. All of this was done in the name of rnaxirnizinq pro-
fits and shareholders' wealth. Where are their profits? Has
society benefited, as was assumed in the extrapolation of
Adam Smith's ideas carried out by new classical theorists?

Throughout the literature review, one can find several ways
in which CSR can also affect market value. This relations-
hip is not direct, but through other variables such as cor-
porate reputation and customer satisfaction, which affects
several stakeholders.

Kantya Consultancy found, with its tool RepTrack, that
CSR is a driver of corporate reputation. CSR is considered
by RepTrack "nice to have:' and other characteristics such
as service or quality are considered something that firms
"must have" in order to be considered a "Renowned Com-
pany:' but this result is consistent with the findings of the
Foro de Reputation Corporativa in Spain, Maiqnan et al.
(1999) and Brown et al. (1997), which suggest that CSR
influences on corporate reputation.

Corporate reputation is based on perceptions, and CSR
grants firms a kind of "goodwill reservoir" (Bhattacharya et
al., 2004), which could minimize reputational risks and any
impact derived from a scandal. Stock market traded firms,
for example, are easily damaged by this kind of news. Re-
putation is based on perceptions, and the way films are
valued is often related to the way companies are seen by
different agents who take part in a market. Both good and
bad news configure the evaluative context in which orga-
nizations are perceived and valued.

CSR strategy might also influence corporate reputation
by introducing ethical criteria for management may allow
firms to quote in ethical stock indexes or to reduce the
chances of incidents along their value chain. Both situa-
tions also favor corporate reputation.
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FIGURE 1: Corporate reputation.
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Hypothesis 1: The better the CSR performance is, the
more renowned a firm will be.

Reputation influence on firms' market value

Several firms, seeking improvements in their corporate re-
putation, decide to take part in Sustainability or Ethics In-
dexes such as Dow Jones Sustainability or FTSEE4Good.
More and more investors look on CSR as a proper way to
manage reputational, corporate governance, and social
and environmental risks (de la Cuesta, 2004), and want to
invest their capital in these kind of companies. These in-
vestors move increasingly large amounts of money that is
very appealing to firms and that would not be achievable
for organizations if they were not in these indexes.

Corporate reputation has an impact on investors' portfo-
lios. Brickley et al. (2002) showed that stock exchange
markets are able to value intangible assets such as corpo-
rate reputation, influencing investors to invest in one com-
pany or another. The higher the demand, the higher the
shares' stock value. This increases the overall value of the
firm and benefits the shareholders.

As mentioned, corporate reputation is based on percep-
tions. The incredible bursting of the Spanish real estate
bubble have caused all Spanish companies directly or in-
directly related to the building industry not only to quote
lower than past years in stock markets, but also to obtain
a worse score in corporate reputations ranking, accordmg
to MERCO 2009. These circumstances do not seem fortui-
tous. The way firms are perceived influences their market
value. Nowadays, who would invest in firms related to real
estate industries?

Hypothesis 2: The more renowned a firm is, the more
market value it will have.
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FIGURE 2: Corporate reputation and firms' market value

Corporate Reputation also affects customer purchase in-
tention and customer satisfaction through previous expec-
tations, Quality and service are, according to RepTrack,
drivers of corporate reputation. Both characteristics are
important for customer purchase mtention and even for
customer satisfaction.

Customer satisfaction depends on the overall evaluation of
the buying and consuming experience made by consumers
over time (Anderson et al., 2004; Fornell, 1992). In this
overall evaluation, a contrast between previous expecta-
tions and the result obtained after enjoying the service or
product takes place. A previous standard of experience and
its confirmation determine satisfaction (Yi, 1990). When
the result is at least as good as expected, or even better,
then customers feel satisfied

Santos et al. (2003) stated that previous expectations are
a mixture of realistic evaluations and subjective beliefs.
The former are usually based on the customer's own ex-
periences; the latter are related to an emotional state. Ad-
vertising carried out by suppliers of services and products
have an influence on these previous expectations, such
as word of mouth, personal needs, and communications
with the environment (Parasuraman et al., 1985). These
previous expectations and all the variables that configure
them are also related to customer purchase intention. The
better corporate reputation is, the better previous expec-
tations will be.'

CSR has an influence on customer satisfaction and cus-
tomer purchase intention through corporate reputation.
The actions that firms carry out attract the multidimen-
sionality of the customer not only as an economic agent,
but also as a member of a community, country, or family
(Handelman et al., 1999). People are not only customers,
but instead they take part in several stakeholder groups SI-

multaneously, making their satisfaction with products and
services more likely when supplied by a socially responsible
firm than when supplied by another irresponsible one.

The CSR report may be a way to improve corporate repu-
tation and stakeholders' perceptions. A good CSR report

Parasuraman et al. (1985) and Gronrbos (1997) defined perceived
quality as the result of comparing the service or product received
and the service or product hoped. This difference, linked to previous
expectations, determines satisfaction.
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creates a positive context for customers' evaluations and
their attitude towards the firm (Brown et al., 1997; Cur-
hanCanli et al., 2004; Sen et al., 2001, Luo et al., 2006).
Bhattacharya et al. (1995, 2003) insist on the key role that
CSRcan play for the construction of corporative image be-
cause it may lead customers to feel identified with a corn-
pany, making them more likely to be satisfied with firms'
offers. Moreover, people usually identify more with an or-
qanizatior when they perceive their identity as distinctive,
and CSR is usually more distinctive than other strategies
of the company.

Sen et a! (2001) found that CSR could improve product
perceptions under some circumstances-quality, R&D, and
price. The coherence between companies, their industry,
and the cause supported are also valued. In the cases in
which customers perceive that the efforts of firms to be so-
cially responsible affect product quality, CSR may jeopard!
ze corporate reputation. Customers try to understand why
a firm is developing a CSRstrategy. These attributions de-
termine why customers may react positively or negatively
to CSRactivities. There are two main factors-corporate reo
putation and company motivation. In addition, customers
usually appraise proactive firms better than reactive ones
in CSR activities (Bhattacharya et al., 2004).'

Mithas et al (2005) showed that customer knowledge
of a firm affects their satisfaction. Sen et al (2001) also
showed that customers have a better knowledge about the
companies that develop CSR initiatives. In 2004, both au-
thors concluded that customers' knowledge of CSR activi-
ties is a key requirement for positive consumer reactions to
these strategies.

Bhattacharya et a! (2004) stated that customers are an
essential stakeholder group because they are especially
sensitive to CSR initiatives. Market enquiries point to a po-
sitive relationship between company CSR strategies and
customers' reaction to the firm and its products. The USA
Corporate Citizens poll found that 84% of North American
people were likely to switch to a brand associated with a
social cause if price and quality were similar to another
brand (Bhattacharya et al., 2004). Customers usually have
a favorable attitude towards companies that develop CSR
strategies. The more renowned a firm is, the better the cus-
tamers' reaction will be.

Farnell et al. (1996) state that perceived value is a precedent for
customer satisfaction, Zeithaml (1988) define "perceived value" as
the overall valuation of product utility by customers. It is based on
perceptions and it is subjective and individual, varying among con-
sumers and even among different moments in time. Perceived qua-
lity, perceived price or quality, and company reputation influenced
the perceived value (Zeithaml, 1988).
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FIGURE 3: Corporate reputation, satisfaction and purchase
intention.

Brown (1998) and Brown et al (1997) found that, direct
or indirectly, CSR affects customers' responses even more
than the product; Berens et al. (2005) found that CSR in-
fluences consumers' attitudes before the product does so.

However, CSR does not always have an influence on cus-
tomer purchase intentions. Enquiries usually have a desi-
rability bias, which makes the individuals who are polled
respond with what they think is expected instead of giving
their true opinion. Valor (2005) found that customers are
likely to buy certain brands that support some causes but
they are not willing to make tradeoffs for this purpose. CSR
becomes again "nice to have". This can make a difference
in some circumstances, but price, quality, and brand dorni
nate purchase intentions (Valor, 2005). There is a positive
link between CSRand consumer's purchase intention when
customers' support of the main initiative into CSR strate-
gy or when there is high coherence between firms and the
cause they support, or when the product is high quality
and when customers do not have to make tradeoffs.

Nonetheless, CSR can generate loyalty (Luo et al., 2006),
resistance (goodwill reservoir (Bhattacharya et al., 2004),
and a good word-of-mouth (Szymansky et al., 2001). All
these aspects have an influence on previous expectations.

Bhattacharya et al. (2004) also showed that CSRstrategies
affect consumers' general sense of well-beinq. Awareness
plays a key role for this because, sometimes, customers
have no knowledge of firms' activity in this field. Attribu-
tions (causal reasoning when consumers try to understand
CSR actions) may also benefit companies under some cir-
cumstances-reputation and the alignment of CSR activi-
ties and company purpose. Customers also usually have
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a more positive attitude towards firms that are engaged
in CSR strategies (Bhattacharya et al., 2004) and usually
identify with companies that support causes that concern
their consumers.

Several multiplier factors can increase the impact of CSR
strategies on customers. These factors are marketing qlo-
bal strategy and CSR strategy within this one, the memo
bership to irresponsible perceived industries, and company
reputation. When firms distinguish themselves from their
competitors through CSR activities, are pioneers or are
engaged in several CSR actions, they usually are better
perceived (Bhattacharya et al., 2004).

FIGURE4: CSRand customer satisfaction

CSR CORPORATE PREVIOUS PURCHASE
-- REPUTATION - EXPECTATIONS- EXPERIENCE

~ION~

Hypothesis 3: The better the firms' CSR performance,
the higher customer satisfaction will be.

Customer Satisfaction has an influence on firms'
market value

Anderson et al. (2004) argued that customer satisfaction
affects firms' market value; Bolton et a! (1991) and Oliver
(1980) found that the more satisfied the customers are, the
more loyal they will be, and a more positive word-of-mouth
Will be passed on (Szymansky et aI., 2001). Homburg et al.
(2005) showed that the more satisfied the customers are,
the more willing to pay premium prices they will be. All of
these have an influence on firms' increasing market value.

There is a broad consensus about the benefits and profits
that a loyal customer implies for a company. However,
Reinartz et al. (2002) question it, arguing that loyal cus-
tomers usually expect something in return for their loyalty
and are more sensitive to prices, because they are more
familiar with the products they are buying (which allows
them to establish solid benchmark prices and to value
product quality), and usually believe they deserve better
prices for their loyalty.

Gruca et al. (2005), Fornell (1992), and Mittal et al. (2005)
concluded that the firms with higher satisfaction levels
among their customers obtain higher cash flows, also Bfl-

suring less volatility on future cash flows (which leads corn-
parues to a higher market value) (Anderson et al., 2004;
Srivastasa et al., 1998).
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As already explained, previous experiences have an Impact
on expectations before purchasing, playing an important
role in loyalty and overall satisfaction.

Hypothesis 4: Companies with higher customer satisfac-
tion enjoy higher customer loyalty and higher cash flows.

FIGURE 5: Customer satisfaction and firms' market value.
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Influence of CSR on firms' market value through
customer satisfaction and corporate reputation

Luo et al. (2006) showed that, under some CIrcumstan-
ces, CSR might have a positive influence on firms' market
value. These circumstances are quality and ability to in-
novate (corporative skills). When CSR is linked to corpo-
rative skills, firms are more likely to generate favorable
attributions and customers' identification with that com-
pany. Both aspects will favor loyalty and other positive
behaviors. When firms develop strong corporative skills
that support CSR, they may win social contracts, institu-
tional loyalty, moral legitimacy, and consumers' support
(Handelmand et al., 1999).

Luo and Bhattacharya's results are conclusive. The firms
that are better perceived because of their CSR initiatives
usually have higher customer satisfaction levels, which
lead to a higher market value through loyalty, as several
authors have shown.

There is only one drawback in the work of these authors.
Fortune America's Most Admired Companies Ranking
(FAMA) is a measure made up of managers and consu-
mers' opinions, which are, then, perceptions. CSRshould be
a measure of performance, not of the way that consumers
perceive firms. Nevertheless, it seems reasonable that the
firms that manage to control all the impacts of their value
chains will have more satisfied customers. As mentioned,
customers usually have a favurable attitude towards the
companies that develop CSR strategies. Moreover, Brown
(1998) and Brown et a! (1997) found that, direct or indi-
rectly, CSR affects customers' responses to a product. Be-
rens et al. (2005) found that CSR influences consumers'
attitudes towards a product.

Corporate reputation and customer satisfaction provide
feedback for each other. As noted, corporate reputation
participates in the generation of a customer's expectations
before purchasing a product or service. These expecta-
tions, which will be compared with the result of the product
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or service, will be used also to measure the customer's ove-
rall satisfaction. Whether or not the customer is satisfied,
the purchase experience will have an impact on corporate
reputation because it will also affect the way the frrm is
perceived. Besides, according to with RepTrack, quality-
one of the most important drivers of reputation-Is also
related to customer satisfaction, as a result of the diffe-
rence between previous expectations and the purchase ex-
penence.

Hypothesis 5: The better the firms' CSR performance is,
the higher the corporate reputation, customer sansfac-
tion, and the firms' market value

Hypothesis 6: The better the firms' CSR performance,
the higher the corporate reputation and the firms' mar-
ket value.

Hypothesis 7: The better the firms' CSR performance,
the higher the customer satisfaction and the firms' mar-
ket value.

FIGURE6: CSRand firms' market value.
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FIGURE7: The final model.
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THE FINAL MODEL
All the relationships that have been developed through li-
terature review could be summarized in a single model that
would be like this:

There is also one more proposal that has not been explai-
ned because of ItS obviousness. Loyalty of profitable custo-
mers is a driver of purchase intention and, thereby, of sales.
The higher the sales, the better the accounting results and
the higher the shareholder profitability Will be. The hig-
her the shareholder profitability and the better accounting
results, the higher the firms' market value will be, which
would make investing in these companies more appea-
ling. That is why market value and investor choice have a
bidirectional relationship, Just like corporate reputation
and customer satisfaction.

The following hypotheses would be proposed for this model:

Hypothesis 1: The better a firm's eSR performance, the more renowned
it will be.

Hypothesis 2: The more renowned a firm is, the more market value it will
have.

Hypothesis 3: The better a firm's eSR performance, the higher its
customer satisfaction.

Hypothesis 4: Companies with higher customer satisfaction enjoy higher
customer loyally and higher cash flows.

Hypothesis 5: The better a firm's eSR performance, the higher Its
corporate reputation, customer satisfaction, and market value.

Hypothesis 6: The better a firm's eSR performance, the higher its
corporate reputation and market value.

Hypothesis 7: The better a firm's eSR performance, the higher its
customer satisfaction and market value.

INVESTOR'S
CHOICE

MARKETVALUE
SHAREHOLDER
PROFITABILITY

LOYALTY

L FINANCIAL
RESULT

(ACCOUNTING)
PURCHASE\;;------+
INTENTION
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CONCLUSIONS AND LIMITATIONS

CSRand the classical theory of firms could be reconcilable
if the proposed model is fulfilled; CSRwould lead to higher
market value, which would be beneficial also for sharehol-
ders, allowing firms to carry out with their main objective,
according to Friedman's Ideas.

Independently of the results of our model, there are several
clear relationships and facts, which should not be forgot-
ten. During the last quarter of 2008 and the first quar-
ter of 2009, we have witnessed with astonishment the fall
of some of the biggest world companies. Some of them
were saved from bankruptcy by governments but others
were not, sweeping away thousand of stakeholders. In the
end, whether or not the government intervened, millions
of shareholders and all of society have lost The managers
of those firms were not doing anything illegal, but it was
Immoral.

The first lesson is that law is not sufficient to regulate com-
panies' performance in such a complex world as ours. Ma-
nagers must go even further to guarantee shareholders'
and stakeholders' objectives, guaranteeing the sustainabi-
l.ty of the companies. The second lesson is that sustaina-
bility, from a triple point of view, is actually a keyword for
firms' management The strategies that are not sustainable
from an economic, social, and environmental point of view
are doomed to fail. The industries most harmed by this
crash are those that were developed with the shortest-term
vision. The third lesson shows us that the industries and
companies that participated in the property bubble are
also the ones that were damaged the most by this crisis.
This means that the least socially responsible firms were
also the least profitable for their shareholders during these
last months. The last lesson is that, In a globalized world,
economy impacts are also global. World financial markets
are interconnected and this is why we are facing a global
crisis. From this point of view, it cannot be said that when
markets go well, the invisible hand makes all societies im-
prove their standard of living, just some of them. 8esides,
when markets go wrong, the whole world standard of li-
ving worsens considerably. The crisis has not only affec-
ted shareholders, but also all stakeholders. In other words,
our economic globalization is not linked to human develo-
pment, and that makes it unsustainable.

We have, then, several arguments in support of the sta-
tement that the firms that act irresponsibly are less profi-
table, but what occurs with the firms that carry out their
business properly?

We need to develop the model mathematically, but -in
any case- governments and public institutions should
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help companies make customers aware of what is res-
pectful towards the environment and society, and what
is sustainable, also from an economic pomt of view. Even
so, CSR is sometimes just a management tool, forgetting
this first premise pointed out by Edward Freeman, and it
is just used as a tool for the corporate image. This could
cause the model to fail or, at least, lead us to misunders-
tand the results.
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