S

Geoffrey Heal
Columbia Business School




S
SEEIEINe Enviienmentalsimpacts™

JAll co rporatlons have enwronmental &
Qe aI IMpacts

O B today these are on the agenda to a
— egree REVer seen before
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= _5-___‘_.-

e A matter of concern to many top
— managements
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RO iaCLOTS
,_._:.‘Rolllng back the frontiers of the state
| =~ Rhetoric of the Thatcher/Reagan era —
g deregulation & privatization.
' Lead to transfer of environmental & social
decisions from state to corporate sphere

In environmental arena, continued under
Bush 2
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G Glbbalization
= \Vest western companies now operate or

B cource in LDCs, where social & environmental

| _r--—".ﬂi,_ﬂ S

— = J|ggislation is non-existent or un-enforced

= Companies have to choose what
environmental & social standards to work to —

local or home
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o e ._'factors
J5H :‘ \ctiions of NGOs and consumers

= — GOs monitor corporate actions in
~=—~-enV|ronmentaI social fields. Organize

—
= =

_i' ~ boycotts, vocal criticism in media

_ — Consumers increasingly interested in
provenance of what they buy
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4 RI ffilnds

- About 10% of all professionally managed
— = money is in SRI funds

-_- = —Addltlonally we have pension funds,

endowments that are concerned about social
& environmental performance of companies in
which they invest

e
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SONSEJUENCE:
SAVIENy/ACOrPOrations alre NoW ‘over-

(“Of plylng
o mg peyond what is legally required of

em A social, environmental areas
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=XANIPIES of ever-compliance™™

e —

SEUAMOCO! and cllmate Change

In 1997/ — belore Kyoto was signed — John
B Browne made speech accepting reality of
= and responsibility for climate change

- Pledged to reduce BP’s CO2 emissions by
10% - and did so

Lobbied for action on GHG emissions
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=XANIPIES of ever-compliance™™

2., lriie rnatlonal banks and the Equator
4nC|pIes

2002/3 RAN and others campaigned against
= infrastructure projects in LDSs on grounds
that they harm environment, local
populations

2003 most major western banks agree to EP
setting standards for impacts of project
finance operations




S
=XANIPIES of ever-compliance™™

SRINIE S GAP andithe Falr Labor Association
= \ike and other footwear and apparel
;_f'companies now monitor employment
& conditions at subcontractors

- Considerable cost — though not always as
effective as we might wish
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=XANIPIES of ever-compliance™™

RSUElLICKS, shade-grown and fair trade
coftee
B Coffee growing traditionally destructive of
= rainforests

— SBX moved to shade-grown and in
partnership with CI offer premium for
environmentally friendly coffee
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Wil/AOVEr-comply?

SEISEd to two shortcomings of the market
SEXternalization of costs and
=Pjstiributional conflicts

| ]aSSIC weaknesses of the market
= mechanlsm where corporate and social
goals are not aligned
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AllgIMEnt of interestssms

SWVEL % Good 1or Geeral Motors /s good
wRAmEcE (- Engine” Charley Wilson, CEO
of G,

ESRliaken as an outrageous statement — but

| e =

- ® Just the invisible hand at work
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FIENCIal Denefits

'\vr-‘- conflicts has financial payoffs:
SkeManagement
,Av0|d law! suits

e

Av0|d consumer actions

= -
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—= ~ o Shell & Brent Spar
® Nike & sweatshops

— Enhance brand image
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FIENCIal Denefits

celf]e UBS eqwty analysts report '
gests that poIIutlon be treated on
ance sfhieet as “contingent liability™




S
FIENCIal Denefits

VVgste feduction — Dow, BP
J rrf onee turnover — Starbucks

._J_.Fe Ol capital — role of Socially
= Responsible Investment (SRI) funds
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= —"The Price of Sin”, Hong and Kacperczyk

—® Consumer responses — may be willing to
pay. for environmental or social qualities
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VgiRetTStudies

> Calp) stock market PDERAVIOr explaln OVer-
(“Of pllance?

- (“: copsumer buying decisions explain
_ ver compliance?
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wEPA TRI data on stock prices.

G Iear negative impact on stock prices of
| 'companles in TRI.

= Less for companies known to be polluters
— Greater the more chemicals released

e Note — this is not illegal pollution

JJEEN 905, EVent study of impact of first
J.S




S
rlzlgnlieg

17y capltal markets penalize toxic
g5es — confirmed by later studies

.S. Interpret in terms of legal liabilities

SIS /milar results Argentina Chile Mexico
lippines Korea

ass actions not feasible in these
countries may be regulatory concern too.
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OISR Cohen

o | oo ot Market to Book as functlon of

— L/ any CONLrols
RI data

market value, emissions in TRI and law
suits.
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PEWEIHart-GuYeung

e — .

SLIONI O Market-torBOOK to
=Y ironmental performance of US-based
mL Itinationals.

=0 Erformance environmental standards

- S
e

‘_.'-hﬂ"-r-

=~ {ised. 3 cases — i. uniform standard higher

~ than US everywhere, ii US standard
everywhere and iii lower than US where
permitted




S
DEWE!Hart GuYeung s

SAierallowing for various other effiects find
aReoIfiElation between Market to Book and
envirenmental performance.

:,)_, for lagged relationship to clarify

e =

= Gausation but no results

- & Environmental measure self-reported and
eccentric
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ONYREL Kacperczyk s

e —

> Lyge at Sin stocks™ — alcohol, tobaéco &
Jru’- bling

E r d that relative to flnanC|aI performance

:'-:-‘_' p——

;f*_-if'—'a"re Righ
~® hese companies have higher than

expected debt to equity ratios — debt
markets affected less than equity markets

23
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rlogieje Kacperczyk -

> Botidy Ime activities off SRI funds can
rall e €Ost of capital to firms of which they
| l approve
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SAVeyAEWald over-compliance
SMHISEOX &1 Smyth — two experiments in
- me Bjo NYC department store.

:.”‘ I each took two competing product lines,

_-—|,. =

~both made under good environmental &
labor conditions.
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SOISUMEr DERavior s

e —

J Hro mently Iabeled ONe as soually &
4ronmenta||y penign, not the other.

&5 es off labeled good rose, even when
‘* grice increased 10%. Dropped slightly at

'..-—- = p—_—

= 90% rise.

= 8 Reversed the labeling and sales pattern
reversed.
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SOISUMEr DERavior s

e —

SREIhardt et al:’ study Patagonia’é switch
BEROIEENIC cotton and associated price rise
oitabolt 10%.
==1se mail order data base to study demand
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— response to price rise when explained as a
conseqguence of switch to organic cotton

e No drop in demand when prices rose
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SOISUMEr DERavior s

SMRESPONSES to FSC, MSC certificati_on'
y J\Jrj much evidence that individuals
pond put

ESSIS0me major buyers are responding — e.g.
== Umlever Wal-Mart, Ikea
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JLETPrELatioNn,

0 Celg] tal markets seem to feel that
SXternalization of costs must be paid for
e ;,c HEROW.

SiConsistent with the idea that CSR is an

———
S
_‘ e
—
—

5— |mportant element of risk management
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ILETPrELation,
J rJrJJ' lten’s TRI study and Its sUCcessors

gest capital markets penalize pollution
e that this is not only a matter of legal

e s Other studies suggest correlation between
environmental performance and Market to
Book but are unconvincing on causation
issues and lack micro structure.
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ipLEiPreEtation,

J Jog e gvidence that consumers respond to
dabaleN irmrs social and environmental

= erformance but as of yet limited.
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SMSESICHESUILS
BESR may raise valuation
SESRimay have more impact on profits when
& Drandlimage important
_:;_?-Fj_-— Correlation between CSR ratings and

~ advertising spending

— CSR relative to other firms may be what
matters to consumer
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ME5RIdata from KLD Research and
A_r_ aliftics (also Innovest)

mpute from KLD database an index V of
'= = Visible CSR — CSR that affects the
= communlty in which a firm operates.
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WHGdoes V-CSR?

SRVEESRIS dependent varlable in 1, 2 mean for

Z8digit SIC code, 3, 4,5 & 6 use company-level
(ijr'f’ |

BWAdS median ad/sales for 4-digit SIC for 1990-
= 2000

| .....--—"..l-..ﬂ-r )

— % 0B fraction shares held by outside blockholders

e OB B fraction of shares whose voting is
iInfluenced by a board member — hedge & VC
funds

® Gov is IRRC metric based on statues
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OB B

C/A :
213

NEEES)
Obs 302 107 | 2719 |6282 |[4270
R2 15 10 | .40 34 41
Dependent — CSR. All have industry & year FE.
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SSHRNGTFIrmrPerformances

e —

BBVis 1 + log(mtb) in 1, 2: in 3, 4 it is

r) c‘- -_

quartlles
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-0.007 -0.037

Advertising*CSR

Observations 7032 5989
R-squared 0.55 0.51

Dependent is firm performance
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ACVERIISING 8, CSR

J _'Vative off firmi performance with
pect to CSR is -0.008 + 0. 121*adv

_-ll.
—

== for low: adv this is negative
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HOEUCT mMarket compebition

e —

5 D\' ROA in 1, 2: log(MtB) in 3, 4, 5, 6

o Ay ":'SR IS average value off CSR for each 4-
M__lglt SIC code in each year.

____5-___‘_.-

» Alllinclude log(sales) and year and
— industry FE at 4-diget SIC level




Dependent is firm performance
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SNVhER average CSR is low, increase inf CSR
rel: es performance. As average CSR goes
,Ja Iimpact of an increase in CSR falls and
& Decomes negative

,—---" * In competitive industries CSR raises
performance. As concentration level rises,
effect off an increase in CSR falls and
becomes negative.

——-l
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SWAEVENRISING EXPIAINS OVEr-compliance
J HEJ mpact On Valuation depends on
il vertlsmg
SR ielative to competitors matters

:"_ ) CSR matters more in competitive
industries
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SONICILSIONS:

J (“ar 2l markets PENalize poor performance
nwronmental sociall issues

iS operation of legal, political

— il
= e

T'.'- — — courts
— NGOs
— consumer activists
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SONICILSIONS:

C

9L Market & brand’ value she-e'n% affected
; tively: by CSR performance

Wirenmental performance is becoming

= element of corporate strategy along

__-j’f |th marketing

~ o Need more micro studies of consumer
responses to environmental, social

performance
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SONICILSIONS:

SMNESSUNES for "good behavior” are real and
rJ __'0 SOMeE degree police corporate
| aV|or

—Logging




