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Promoting research
in the fields of banking,
finance, and insurance
Our vocation: research promotion
and dissemination
■ The Financial Resear ch Award co-sponsored by the
Europlace Institute of Finance (EIF).
■ The ILB Research Review presents research from ILB Chairs.
Researchers present their findings in a form accessible to the
general public, thus enabling all those interested in finance to
keep up with associated issues.
■ The Financial Research portal, co-sponsored by the AGEFI.
The portal presents and communicates r esearch studies via
interviews with r esearchers, summaries, and explanations.
http://www.agefi.fr/dossiers/recherchefinance.aspx
■ Various Press partnerships. ILB regularly provides articles
for journals including Revue Banque, Revue Risques, and Bank
Market Investors (BMI).
■ Online community of financial r esearchers. Log on to
www.e-fern.org

Our strengh: Expert Research Teams
■ Partnerships with Eur opean, American, and Asian
universities and research institutions. This puts the ILB at
the center of inter national research on banking, finance, and
insurance.
■ Support and contribution to research programs directly
linked to the financial industry . Since 2008, 25 r esearch
Chairs and initiatives have been created through the Europlace
Institute of Finance (EIF) and the Fondation du Risque (FdR).
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■ Multi-disciplinary research projects. ILB contributes to
expertise in public/private sector partnerships to the benefit of
research Chairs and initiatives by facilitating r esearch project
management.

Our focus: European Meeting and Discussion
Center
■ The International Forum on Financial Risk: Every year,
this event pr ovides an opportunity to pr esent noteworthy
international research and to explore the concerns of financial
actors through debates and round table discussions.
■ Themed Semesters: Series of conferences, seminars, and
classes to enable academics and pr ofessionals to explore a
common concern.
■ Themed Workshops: Focused workshops wher e research
Chairs are confronted with an issue from the field.
■ The European Financial Resear ch Job Fair: An annual
event enabling Fr ench and inter national doctoral and postdoctoral financial researchers to meet representatives from French
and European universities and financial professionnals.
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editorial

Sustainable Finance and Responsible Investment
Chair’s Sponsors and Partners

The emergence of planetary issues such as climate change, the use
of nuclear energy or working conditions in relocated companies calls
for global solutions. Alongside inter national regulation, the limits
of which are evident, socially r esponsible investment (SRI) can be
useful for fostering more sustainable development. Indeed, socially
responsible investors base their decisions not only on financial
analysis of the companies in which they invest, but also on an
assessment of their non-financial impact on society . In so doing,
such investors evaluate the envir onmental, social and gover nance
policies of companies. Their aim is to obtain adequate financial
returns over the long term and to encourage companies to internalize
the effects that they have on the environment, their employees and
their other stakeholders.

Asset Management
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Environmental innovation and profitability
DO THE GAINS COMPENSATE FOR THE ASSOCIATED COSTS?
By Stefan Ambec

6

The sources of social responsability

The creation in 2007 of the “Sustainable Finance and Responsible
Investment” (FDIR) Chair was an appr opriate response to this lack
of academic foundation. Dir ected by Christian Gollier and Patricia
Crifo, the FDIR Chair brings together interdisciplinary research teams
from the IDEI–T oulouse School of Economics at the University
of Toulouse 1 Capitole and fr om the economics department of
the Ecole Polytechnique. Thr ough the impetus of the Association
Française de Gestion Financière (AFG), the work of the Chair benefits
from the support of some fifteen asset management companies.
This support is r eflected in particular thr ough collaboration with
practitioners in order to identify relevant research topics and to allow
the strengthening of links between academic r esearch and the
concerns of the financial industry and of businesses.

COMPLEX INDIVIDUAL MOTIVATIONS
By Jean Tirole

8

Fair trade in mass retail
MYTHS AND REALITY
By Sylvaine Poret

10

Corporate social Responsability
COMBINING PRACTICES TO IMPROVE CORPORATE
PERFORMANCE
By Patricia Crifo

12

The main questions that structur e the research of the FDIR Chair ,
available on the Chair’s website at http://www.idei.fr/fdir, are the
problem of measuring the socially r esponsible character of a
company or a financial asset, the financial performance of SRI, and
the impact of SRI on corporate behaviour.

Discounting
RECONCILING FINANCE AND SUSTAINABLE
DEVELOPMENT
By Christian Gollier

14

SRI today occupies an important place in financial markets. Ther e
is as yet no consensus on the selection techniques of SRI assets.
According to some studies, SRI funds inher ently outperform the
market – a selling point in their favour – while for others, such
outperformance, if it exists, is no more than a transitory phenomenon
arising from current fashion. The purpose of SRI and its impact on
the functioning of our economies are also subject to debate. Finally,
the concept of social and envir onmental responsibility has yet
not found consensus in terms of operational rules for selecting
investment projects for companies. This finding is in stark contrast
to the impressive body of quantitative assessment tools developed
within financial theory over some 50 years.

The support of its partners has enabled the FDIR Chair to gr ow by
recruiting leading r esearchers internationally and by or ganizing
a number of confer ences oriented towar d researchers and
professionals. Its work has begun to bear fruit, as is evidenced by
this publication, which presents some of the studies carried out by
the Chair’s researchers.

The financial sector
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By Edouard Challe
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Environmental innovation
and profitability
DO THE GAINS COMPENSATE
FOR THE ASSOCIATED COSTS?
Based on an interview with Stefan Ambec and on his paper
“Environmental Policy, Innovation and Performance: New Insights on the
Porter Hypothesis” (Journal of Economics and Management Strategy,
Volume 20, n° 3, Autumn 2011) co-authored with Paul Lanoie(1), Jérémy
Laurent-Lucchetti(2) et Nick Johnstone(3).

KEY POINTS
BIOGRAPHY
Stefan Ambec

■ According to the Porter hypothesis, productivity gains and increased

market share often outweigh the costs incurred by polluters in
complying with environmental regulations.
■ There are many opportunities for firms to improve both environmental

performance and economic performance.
■ But both theoretical analysis and empirical work suggest that while

innovations due to more stringent environmental policies drive
innovation and improve companies’ environmental performance,
they do not always compensate for the total cost engendered by
compliance with these policies.

INRA research director at LERNA
(Laboratoire d’Économie des
Ressources Naturelles), researcher
at the Toulouse School of Economics
and a member of the Toulouse Institut

Drawing on a unique survey, Stefan Ambec and his co-authors shed new
light on the Porter hypothesis, according to which stringent environmental
regulations can foster innovation and thus improve the profits of industries
subject to them, thanks to productivity gains. However, they argue that
this occurrence is the exception rather than the rule. Socially responsible
investors therefore have a difficult, though important, role to play in the
selection of companies wher e environmental innovation goes hand in
hand with profitability.

d’Economie Industrielle (IDEI), Stefan
Ambec is also visiting professor at the
University of Göteborg. He obtained
a PhD in economics at the University
of Montreal. His work focuses on the
economics of natural resources and
the environment and on industrial
economics, and in particular the impact

Does protection of the environment have
adverse effects on companies’ economic
performance? This question is r elevant
for socially responsible investment (SRI).
If the answer is positive, then good
environmental performance is an indicator
of low returns on corporate assets. If it is
negative, then environmental performance

and financial performance ar e complementary. Environmental responsibility
thus leads to increased valuation of the
company. By identifying these complementarities, SRI funds do not have to sacrifice performance to help impr ove the
environment but, on the contrary , can
develop a “win-win” strategy.

of environmental policies and the
sharing of water.
sambec@toulouse.inra.fr
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(1) HEC Montreal
(2) University of Berne and Oeschger Center for Climate Change
(3) OECD
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METHODOLOGY
One way of addressing the question is to
test what is common called the Porter
hypothesis. According to this hypothesis,
put forward by Michael Porter, professor
of strategic management at the Univer sity of Harvard, more stringent, yet flexible, environmental regulations can, by
encouraging innovation, lead to productivity gains that more than offset the initial
cost of investment in new technology .
“The Porter hypothesis has enjoyed
considerable success in the political
debate, particularly in the United States,
because it challenges the idea that environmental protection can only be implemented at the expense of economic
growth”, Stefan Ambec explains. “But it
has also been strongly disputed by economists in that it questions the paradigm
of profit maximization, which is the basis
of corporate rationality.” Indeed, if it is
possible to increase the profits of regulated firms, this means that ther e would
consistently be profit opportunities not
known about in the absence of such
regulation.
A subject that lends itself
to discussion
This controversy has given rise to extensive economic literature on the theoretical
foundations that might underlie the Porter
hypothesis. In 2007, Stefan Ambec and
Philippe Barla carried out a critical review
and concluded that the Porter hypothesis
is consistent with the hypothesis of
corporate rationality only in the presence
of an imperfect market (in addition to the
negative externality problem constituted
by pollution). Among the market imper fections that lead to a situation consistent with the Porter hypothesis, we would
mention information asymmetries within
the firm (or markets) and the fact that
innovation may be consider ed to be a
public good. Envir onmental regulation
can have the ef fect of r educing inefficiency due to the imperfect market under
consideration (as well as inef ficiency
linked to pollution) for the benefit of all,
including the firms that are subject to it.
Thus there are various cir cumstances
in which improved environmental performance, whether or not induced by regulation, may be beneficial to the company.
In a paper published in 2008 with Paul
Lanoie, Stefan Ambec suggested seven
channels through which better environmental performance can increase profits or

reduce cost: access to new markets,
improved product differentiation, diversification of the business by selling environment-related technologies, lower
regulatory costs, production inputs such
as energy, greater attractiveness to the
labour market and better access to
capital, especially through SRI.
A more global approach
In addition, a number of studies have
been carried out so as to empirically test
the Porter hypothesis. Fr om this literature analyzed by Stefan Ambec and
Paul Lanoie in 2008, two appr oaches
emerge: the first finds a positive r elationship, though sometimes weak or nul,
between the level of environmental regulation and innovation; the second reveals
a negative relationship between the level
of environmental regulation and productivity, thus tending to disconfirm the
Porter hypothesis. “The work presented
in this new paper combines these two
approaches, allowing us to evaluate, for
the first time, the four main elements of
Porter’s causal chain”, Stefan Ambec
explains. “This exer cise enables us to
shed greater light on the circumstances
and mechanisms involved, and on the
soundness of the Porter hypothesis.”
No miracle solution
The authors show in particular that
although stringent policies for the pr otection of the envir onment help to
increase companies’ environmental performance, it is flexible policies that seem
to be most ef fective. Flexible perfor mance standards appear better able
to foster innovation than dirigiste technology standards (such as making catalytic converters mandatory, for example).
The authors also show that environmental
regulation encourages firms to increase
their investment in R&D, which has a
positive effect on their overall economic
performance. Unfortunately, however,
this indirect positive effect is counterbalanced by the dir ect negative effect of
environmental regulation. “In the wor ds
of Porter himself, the economic gains
associated with environmental innovation do not offset the costs engendered
by regulation”, Stefan Ambec says
regretfully. Environmental regulation thus
results in a net cost to the economy and
there is no “miracle solution”.

The authors tested the validity of the
Porter hypothesis using da ta covering
Porter’s entire causal chain: environmental policy, research and development,
environmental performance and business
performance.
This empirical analysis draws on a database containing obser vations of some
4,200 establishments with more than 50
employees, representing 24 manufacturing sectors in seven countries (Germany,
Canada, USA, France, Hungary, Japan,
Norway), derived from a survey conducted
by the OECD.

Recommendations
for the public authorities
■ Foster innovation in response to envi-

ronmental pressure through demanding
but flexible environmental regula tions
for businesses, i.e. based on economic
instruments such as taxes or tradable
allowances.

■ Encourage investment in new green

technologies, particularly through the
development of SRI and environmentrelated technology transfer.

Further rea d i ng
■ Ambec S., Lanoie P. (2009), “Performance
environnementale et économique de
l’entreprise”, Economie & Prévision, 190191: 71-94
■ Ambec S., Lanoie P. (2008), “Does it pay
to be green? A Systematic Overview”,
Academy of Management Perspectives,
23: 45-62
■ Ambec S., Lanoie P. (2008), “L’innovation
au service de l’environnement et de la
performance économique”, INRA Sciences
Sociales, n.6
■ Ambec S., Barla P. (2007), “Quand la
réglementation environnementale profite
aux pollueurs : survol des fondements
théoriques de l’hypothèse de P orter”,
L’Actualité Economique, 83 (3) : 399-414
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The sources of social
responsibility
COMPLEX INDIVIDUAL MOTIVATIONS
Based on an interview with Jean Tirole and on his paper “Individual
and Corporate Social Responsibility” (Economica n° 77 - January 2010),
co-authored with Roland Bénabou(1) .

KEY POINTS
■ Corporate social responsibility is the product of the individual

BIOGRAPHY

motivations of investors and management.
■ Psychology reveals the people’s virtuous behaviour stems from a

Jean Tirole

combination of motivations: generosity, financial aspirations and
self-image.
■ People are more inclined to contribute to a “just” cause when they are

seen to be doing so by others.
■ Financial incentives are more effective when the contribution is not

observed.

CNRS gold medal winner in 2007,
Jean Tirole was awarded the Claude
Lévi-Strauss Prize in 2010 for his work
on game and information theory.
Chairman of the management board

Why do companies adopt socially r esponsible behaviour? Jean Tir ole
and Roland Bénabou draw on psychology to show that such behaviour,
which depends largely on the will of socially r esponsible investors or
business leaders, stems fr om complex sources of motivation. This
observation leads them to evaluate the usefulness of financial incentives
in making individuals and businesses adopt virtuous behaviour , which
in turn provides a better understanding of the demand for socially
responsible investment funds.

of the Toulouse School of Economics –
a University of Toulouse-Capitole
research centre – and scientific director
of the Toulouse Industrial Economics
Institute (IDEI), he is also visiting
professor at Massachusetts Institute
of Technology, where he obtained his
PhD. Jean Tirole also holds a Ponts
et Chaussées engineering qualification
and is a graduate of the Ecole

A mathematician by training, Jean Tirole
has for the last ten years worked with
Roland Bénabou on studies bringing
together psychology and economics.
They have participated in the development of "new information theory", which
enriches the standard economic model
by studying the implications of certain
basic psychological principles (altruism,
imperfect memory, time-inconsistency

Polytechnique.

jean.tirole@tse-fr.eu
(1) Princeton University, Princeton, USA
LES CAHIERS DE L’ILB - 6

of preferences, etc.) ar ound the selfmanipulation of beliefs. This involves
modelling the information that individuals
provide themselves with, how they analyze this information, and the decisions
they make. “Game and information
theory finds a field of application in psychology, one that admittedly is unexpected but is actually quite natural,” he says.
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METHODOLOGY

“

Game and information theory finds
a field of application in psychology,
actually quite natural.

A growing interest in corporate
social responsibility
In this paper, Roland Bénabou and Jean
Tirole focus on corporate social r esponsibility (bringing together social and environmental concerns). “While the invisible
hand of the market and the mor e visible
hand of the state have been the subject
of much r esearch, we still know little
about the economics of corporate and
individual social r esponsibility, despite
their growing importance,” they write.
“Economists have so far paid insufficient
attention to this topic”.
Complex individual motivations
The researchers suggest that corporate
social responsibility can be understood
in three ways: the adoption by companies of a longer -term vision; virtuous
behaviour required of the management
of companies by investors – particularly
socially responsible investment (SRI)
funds – or customers; or philanthr opy
initiated from within by the management
or employees of the companies themselves. “But the last two explanations
are based on individual motivations,”
says Jean T irole. “And the virtuous
behaviour of investors, consumers and
employees is itself due to a complex
combination of motives: genuine generosity, extrinsic inducement to behave
in certain ways (not least because of
legislation or subsidies) and a desir e to
appear virtuous, i.e. to create a positive
self-image (vis-à-vis oneself or others).”
Reputation and monetary incentives
This third factor, self-image or reputation,
is all the more important since the behaviour is public (especially in fr ont of
people whose esteem is sought) and is
likely to be remembered. “Our research

”

has, for example, shown that when the
wish to have a positive self-image is
strong, a financial incentive may be
counterproductive. Contrary to a basic
economic principle, in fact it may then
reduce the desir ed pro-social behaviour,” Jean Tirole says. This conclusion
has been the subject of related research
by a team led by Dan Ariely (then professor of psychology at the Massachusetts
Institute of Technology). In a series of
laboratory experiments, financial incentives proved to be very powerful when
the contribution to the public good was
not observed, and had little impact when
it was visible to everyone. “People were
then afraid that if they wer e remunerated, their contribution would be interpreted as a sign of gr eed rather than as
generosity, and therefore that the signal
they were sending to others would be
weakened.”
The demand for socially responsible
investment funds
The work of Jean T irole and Roland
Bénabou sheds interesting light on the
demand for SRI funds. They suggest
that this demand may emanate from several sources. Firstly from pure altruism.
“To a certain extent, we all aspir e to do
good and to make ourselves useful”,
Jean Tirole emphasizes. They also show
that financial incentives cannot be ignored,
with investors in SRI funds expecting a
decent financial performance. Finally ,
their work shows that investing in SRI is
a way of gaining social pr estige. They
thus suggest that SRI funds may boost
demand for financial pr oducts based
on investors’ desire for a positive selfimage, through, for example, suitable
advertising campaigns or an appropriate
design of funds.

Jean Tirole and Roland Bénabou ha ve
drawn on recent developments in the
psychology and economics of virtuous
behaviour to explain the motiva tions
underlying people’s social responsibility.
These motivations appear to be linked to
altruism and to self-ima ge. The researchers then establish a linkage between individual concerns and socially responsible
corporate behaviour. Finally they discuss
the benefits, costs and limitations of using
social responsibility as a way of achieving
higher social goals.

Recommendations
for the public authorities
■ The sources of socially responsible behaviour
are mutually interdependent. Policy makers
and social activists need to understand these
interactions in order to count on the willingness of individuals to beha ve in a socially
responsible manner.
■ This study shows that, for their social and
environmental policies to be more effective,
it is in the interest of the public authorities
to subsidize private behaviour, which is not
observed by other people, rather than public
behaviour, where reputation comes into play.
“It is better to subsidize an environmentally
friendly household boiler (whose o wnership
is not conspicuous) than a hybrid car (which
is visible to everyone)," Jean Tirole says.

Further rea d i ng
■ Ariely D., Bracha A., Meier S. (2009),
“Doing good or doing well? Image motivation and monetary incentives in beha ving
prosocially”, American Economic Review,
99 (1) : 544-55
■ Bénabou R., Tirole J. (2006), “Incentives
and prosocial behavior”, American Economic
Review, 96 (5) : 1652–78
■ Carpenter J., Myers C. (2007), “Why
volunteer? Evidence on the role of
altruism, reputation, and incentives”,
Institute for the Stud y of Labor Discussion Paper no. 302
■ Lacetera N., Macis M. (2008), “Social
image concerns and pro-social behavior”,
Institute for the Study of Labor Discussion
Paper no.3771
■ Margolis J., Elfenbein H., (2007), “Do well
by doing good? Don’t count on it”,Harvard
Business Review, Social Responsibility,
Special Issue on HBS Centennial, 86 (1) : 19
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Fair trade in mass retail
MYTHS AND REALITY
Based on an interview with Sylvaine Poret and on her paper
“Mainstreaming Fair Trade: A discussion through the Lipton case” (in
Corporate social responsibility: from compliance to opportunity, Patricia
Crifo and Jean-Pierre Ponssard (eds.), Editions de l’Ecole Polytechnique,
2010).

KEY POINTS
■ Some fair trade actors are opposed to “Fair Trade” certification

for products sold in supermarkets, since this allows conventional
manufacturers to sell a product in their certified range, although the
rest of their production is not certified.
■ However, selling in supermarkets reaches a wider public and achieves

one of the goals of fair trade, namely enabling small producers in the
South to earn their living by selling the fruits of their labour.

BIOGRAPHY
Sylvaine Poret

The holder of a doctorate in economics
from the University of Paris PanthéonSorbonne, Sylvaine Poret is a

■ Unilever is trying to reconcile these two viewpoints by certifying all

products of the Lipton brand, sold throughout the world. To this end,
the company has worked with an NGO which includes social and
economic criteria as well as environmental criteria in its remit, but is
not recognized as falling within fair trade. The main difference from
Fair Trade certification is that the Rainforest Alliance does not
guarantee a minimum price to producers.

Fair trade has undergone very str ong growth over the past 20 years,
thanks largely to the creation and expansion of fair trade certified food
products sold in supermarkets and hypermarkets. This development in
traditional retail channels is giving rise to considerable debate among
the various fair trade actors. Sylvaine Por et illustrates this controversy
by examining the case of the certification of Lipton teas by the NGO
Rainforest Alliance.

researcher at INRA and research
associate in the Department of
Economics at the Ecole Polytechnique.
Her research interests include industrial
economics, economic analysis of law,
and fair trade and genetically modified
organisms.
sylvaine.poret@ivry.inra.fr
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Sylvaine Poret reminds us that fair trade
emerged in Europe in the late 1960s and
that the aim was to “r educe poverty in
the South by building dir ect and lasting
relationships with disadvantaged producers and to provide them with fair access
to the markets of the North”. The products

were then sold in local shops whose
operation relied largely on volunteers.
Then in the 1990s many “Fair T rade”
certified products began appearing in
supermarkets and hypermarkets. This
development allowed fair trade to reach
a wider public and enhance its reputation.

CAHIER ILB-UK N4 HD_Mise en page 1 01/09/11 14:08 Page9

METHODOLOGY

“

The consumer buys a better quality
product without paying more.

”

In addition, the author notes that ther e
has been a sharp increase every year in
the number of certified products. Economically, this is a sign of success for the
concept, but it also risks creating confusion and loss of credibility among consumers, in that this expansion has been
accompanied by the pr oliferation of labels making r eference, in varying
degrees, to fair trade.

of certification by 2015, without incr easing the selling price to consumers," she
says. Rainforest Alliance was not the
best known of the NGOs working on fair
trade certification, yet it was selected by
Unilever to obtain this certification
because the constraints imposed by
Rainforest Alliance in environmental and
social terms closely matched the tea
market and Unilever's requirements.

The debate on fair trade in mass
retail

A fruitful alliance

This new type of fair trade is, however ,
giving rise to debate and has been particularly criticized by certain long-term
actors in the ar ea. Sylvaine Por et explains that “these actors r eject the idea
of selling in mass r etail outlets on the
grounds this would amount to working
with the people against whom fair trade
is struggling: the big players who benefit
from the system. They also emphasize
the poor working conditions faced by
supermarket and hypermarket employees and the fact that the referencing
of these products in mass r etail outlets
is not sustainable, but is regularly called
into question.” Mor eover, the author
draws our attention to the dif ference
for a company between certifying one
product in its range “fair trade” and
having an equitable appr oach in its
business as a whole. She then raises
the question of “whether conventional
companies can justifiably use the fair
trade logo to valorize some of their
products.”
Lipton: large-scale fair trade
Sylvaine Poret notes that Unilever has an
innovative approach to fair trade. “Unilever management decided to see to it
that not just one or two pr oducts in the
Lipton range are fair trade certified, but
that all teas of the Lipton brand, sold in
all countries of the world, obtain this type

Today, with some years of hindsight
since the beginning of this "collaboration" between Unilever and Rainfor est
Alliance, the author notes that the pr oject appears to be a success and that
all the actors seem to be r eaping the
benefits. Some tea producers and plantation employees have better working
and life conditions, the NGO has become
more widely known and has enabled,
in alliance with the world leader in the
sector, part of the tea market to be
converted to a sustainable appr oach.
Lipton, for its part, has impr oved its
image and gained market shar e and
referencing with Air France, McDonald’s
and Starbucks. Finally , the consumer
buys a better quality pr oduct without
paying more, mainly because of the
elimination of intermediaries between
producers and the manufacturer. Unilever’s initiative is all the mor e interesting
because it is part of an overall social
responsibility approach on the part of the
company: it has, for example, decreased
the salt content in some of the r eadymade meals sold by the gr oup. Moreover, encouraged by the success of the
Lipton initiative, “Unilever curr ently has
an equivalent certification pr oject for
palm oil, a raw material that is much
more difficult than tea to pr oduce in a
sustainable way, and it is even mor e
difficult to valorize with consumers,”
Sylvaine Poret tells us.

The study of the alliance between the
multinational Unilever and the NGO
Rainforest Alliance allows Sylvaine Poret
to highlight the various arguments in
the controversy over products labelled
"Fair Trade" but manufactured by large
industrial groups and sold in mass retail
outlets.

Recommendations
for companies
■ Consumers are increasingly sensitive to
environmental problems and production
conditions in developing countries. Companies should now include these concerns in
their strategy.
■ It is quite natural, therefore, that consumers
are oriented to wards fair trade for certain
products. But with the proliferation of certifications leading to confusion among consumers, there is a risk tha t they may lose
interest in this approach. Such profusion may
thus be counter-productive.

Further rea d i ng
■ Hira, A., and Ferrie, J., 2006. Fair Trade:
Three Key Challenges for Reaching the
Mainstream. Journal of Business Ethics,63 (2)
■ Poret, S., and Chambolle, C., 2007. Fair
Trade Labeling: Inside or Outside Supermarkets? Journal of Agricultural and Food
Industrial Organization, 5(1)
■ Poret, S., 2007. Les défis du commerce
équitable dans l’hémisphère Nord.
Economie Rurale, n°302
■ Renard, M.-C., 2005. Quality certification,
regulation, and power in fair trade. Journal
of Rural Studies, 21, pp. 419-431

LES CAHIERS DE L’ILB - 9

CAHIER ILB-UK N4 HD_Mise en page 1 01/09/11 14:08 Page10

http://www.idei.fr/fdir/

Corporate Social
Responsibility
COMBINING PRACTICES TO IMPROVE
CORPORATE PERFORMANCE
Based on an interview with Patricia Crifo and on her paper
“Complementarity between CSR Practices and Corporate Performance:
an Empirical Study” (in Corporate Social Responsibility: from
Compliance to Opportunity, P. Crifo and J. P. Ponssard (Eds.), Editions
de l’Ecole Polytechnique, May 2010), co-authored with Sandra Cavaco(1).

KEY POINTS
BIOGRAPHY
Patricia Crifo

■ The paper identifies socially responsible practices which, when

combined, have a positive impact on performance and therefore on
long-term profitability.
■ It also identifies good practices that function better when not

combined, but which have a lesser impact on performance.
■ This study reveals the advantages to companies themselves of CSR

policies. It thus provides the public authorities with additional
arguments.

Patricia Crifo graduated from ENS
Cachan, and holds an agrégé
qualification in economics and

Does corporate social responsibility improve companies’ performance?
To answer this question, Patricia Crifo and Sandra Cavaco examine
combinations of CSR practices and show that certain synergies ar e
indeed likely to have a positive economic impact for companies.

management and a doctorate from
the University of Lyon-II. She carried
out post-doctoral studies at the Institute
of Economic Research (IRES, University
of Louvain-la-Neuve, Belgium). Now a
university professor, she teaches at the
University Paris Ouest (Economix) and
at the Ecole Polytechnique (Preg Ceco)
and is also an associate external
member of Montreal Interuniversity
Centre for Research, Liaison and
Knowledge Transfer in the Analysis

Patricia Crifo and Sandra Cavaco focused on the complementarity between
various socially r esponsible practices
and corporate performance. “The empirical relationship between corporate
social responsibility (CSR) and perfor mance has r eceived considerable attention over the past 35 years, but no
consensus has emerged as to whether
or not CSR enhances corporate performance. To shed light on this issue, instead
of analyzing the impact of a single CSR
dimension taken in isolation, we examine

how the combination of these practices
can make companies more efficient, and
try to identify which ones.”
A key issue
For Patricia Crifo, it is essential to abandon the strictly financial appr oach and
to integrate environmental economics,
labour economics and the economics of
governance in order to identify synergies
favouring CSR investments and how
government policies can encourage these.
“Following the work of the American

of Organizations (CIRANO).
patricia.crifo@polytechnique.edu
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“

The empirical relationship between corporate
social responsibility (CSR) and performance
has received considerable attention over
the past 35 years.

”

economist Robert Solow, it seems that
growth in the period 1980-90 was based
on a combination of technological innovation, organizational change and increase in the level of human capital,” she
said in an interview published in Le
Monde on May 18, 2010, in the context
of the 2000 Best Y oung Economist
Award, for which she had been nominated. “The question facing us in the pr esent decade is whether sustainable
growth can result from the combination
of environmental technologies, more responsible corporate governance and innovative human capital management.”
Synergies synonymous
with improved performance
Patricia Crifo believes that the identification of complementarities or substitutabilities between different CSR practices
is crucial, especially for socially r esponsible investment methods based on
“best-in-class” approaches (selection of
pro-active companies). "This r esearch
shows precisely there are complementarities between the social, environmental
and governance components that ar e
profitable in terms of financial perfor mance for the company.” She cites the
example of Ford Motor Company, which
invests in a consistent way in or der to
exploit the complementarities of different
dimensions of CSR. “This company is
renowned for its social policy. It invests
in HR, but also in the entire value chain.
Ford extends all its r equirements to
its suppliers and also tries to impr ove
information and transparency vis-à-vis
its customers.”

Trade-off strategies
can also be profitable
But there are also negative interactions
between certain dimensions of CSR.
“Companies like Walmart therefore prefer to use trade-offs... with considerable
success! The hard discount leader in the
United States thus invests extensively
in environmental concerns, but exerts
very strong pressure in terms of labour
relations and the supply chain to support
its low-price policy .” But though, like
Walmart, some companies may be
tempted to focus on specific aspects
of CSR rather than investing in several
dimensions simultaneously, Patricia Crifo
emphasizes that Walmart’s high profitability is based on the short term. “It's an
economic model suited to a market
in which the aim is to r educe costs,
including human costs,” she believes.
“It is not clear if such as model is sustainable and profitable in the long term. We
will have to see whether they ar e faced
by social crises in the next ten years,
as has already happened in the past.”
And choosing this trade-off model is all
the more questionable, in that Patricia
Crifo and Sandra Cavaco show that the
combination of complementary CSR
factors seems to impr ove performance
much more.

METHODOLOGY
To reveal the combina tion of social and
environmental practices likely to reduce
costs and improve corporate profitability,
Patricia Crifo and Sandra Ca vaco carried
out an empirical analysis of a da ta set
combining environmental, social and
governance variables from the Vigeo
database (a European non-financial rating
agency, which measures corporate performance in terms of sustainable development), and variables relating to economic
and financial performance from the Orbis
database (an economic monitoring and
financial analysis tool covering over 60
million companies worldwide).

Recommendations
■ For public authorities: It would be interesting to improve information and transparency
in order to find out which levers companies
rely on to define their investment stra tegy
in CSR practices. Companies can be encouraged to communicate and to practice accurate reporting of the various dimensions
of CSR.
■ For insuers and investors : It is important
that companies and investors deploy a coherent CSR policy. Trying to invest in the various
aspects of CSR is essential, but by considering them as coherent parts of an overall
policy and not as independent dimensions.
Market leaders and investors should focus
on synergies and trade-offs to define their
strategy, particularly in regard to socially
responsible investment based on "best-inclass" methods, which are widespread in
France and Europe.

Further reading
■ Crifo P., Cavaco S. (2010), “The CSR firm performance missing link: Complementarity between
environmental, social and governance practices?” Ecole Polytechnique, Cahier de recherche
département d’économie, n° 2010-19
■ Baron D (2009), “A Positive Theory of Moral Mana gement, Social Pressure, and Corporate Social
Performance”, Journal of Economics and Management Strategy, 18(1): 7-43
■ Elsayed K., Paton D. (2005), “The Impact of Environmental P erformance on Firm Performance:
Static and Dynamic Panel Data Evidence”, Structural Change and Economic Dynamics, 16: 395412
■ Waddock S., Graves, S. (1997), “The Corporate Social Performance - Financial Performance Link”,
Strategic Management Journal, 18(4): 303-319
■ McWilliams A., Siegel D. (2000), “Corporate social responsibility and F inancial Performance:
Correlation or Misspecification?, Strategic Management Journal, 21 : 603-609
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Discounting
RECONCILING FINANCE AND
SUSTAINABLE DEVELOPMENT
Based on an interview with Christian Gollier and on his paper “Ecological
Discounting” (Journal of Economic Theory n°145, March 2010).

KEY POINTS
■ Discounting, the effect of which is exponential, is generally viewed as

incompatible with the idea of sustainable development, because the
impact of sustainable investment projects becomes apparent only in
the long term, unlike projects based on purely financial considerations.

BIOGRAPHY

■ To be compatible with the inter-generational optimum, the discount

rate of projects with an environmental component should be lower
than that of financial projects.

Christian Gollier
Discounting, which has long been a key tool in support of decisionmaking, was previously not suitable for investment pr ojects with an
environmental component. Christian Gollier shows, however , that by
using an appropriate rate, discounting would allow sustainable development to be reconciled with a purely financial approach and so encourage
businesses to make greater efforts to protect the environment.

Christian Gollier is currently Director
of the Toulouse School of Economics,
a senior member of the Institut
Universitaire de France, a researcher at
and former director of the Laboratoire
d'Economie des Ressources Naturelles
– a research unit in the economics of
the environment associated with the
INRA and the CNRS – and Research
Director at the Institut d’Economie
Industrielle. He is one of the authors
of the report of the Intergovernmental
Panel on Climate Change, which won
the Nobel Peace Prize in 2007.
gollier@cict.fr
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By bringing its future value into line with
a current equivalent, discounting allows
the relevance of actions having ef fects
spread over long periods to be evaluated. This procedure is thus an important
tool in support of decision-making. “The
subject of this paper is to determine how
best to value impacts far into the futur e
in the decision-making process,” explains
Christian Gollier. “It complements a series
of studies that I have conducted over
the past ten years on the links between
sustainable development and finance.
The ultimate goal is to find out what
should be the intensity of effort undertaken today to impr ove the well-being of
future generations, in the very long term,
in order then to decide which pr ojects
to invest in as a priority: r eduction of
greenhouse gas emissions, research and

development, improvement of community infrastructure, youth education, etc.
This work also aims to give an operational meaning to corporate environmental
responsibility.”
What projects should be invested
in today?
To carry out this balancing act, Christian
Gollier uses cost-benefit analysis, a tool
that allows individual and collective
choices in terms of investment to be
optimized, but here takes into account
the impact on the envir onment. “We
consider the costs and benefits of each
possible action. Among the benefits,
there are purely financial benefits – for
instance, when you invest in a nuclear
power plant you have lower pr oduction
costs. But a nuclear power plant also
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METHODOLOGY

“

Socially responsible investment (SRI)
funds can have an impact on incentives for firms
to incorporate extra-financial performance over
the long term.

”

has environmental costs r elated to
nuclear risk and benefits due to the
absence of CO 2 emissions, all spread
out over a long time period. We therefore
have to be compare this investment with
other types of investment, which have
very different impacts, both in kind and
in terms of their temporal horizon."
Are discounting and sustainable
development incompatible?
The difficulty lies in using economic tools
to good effect in the context of sustainable development. Because, as Christian
Gollier points out, “environmentalists are
often sceptical about the use of costbenefit analysis for the formulation of
environmental policies, since economic
assessment does not take suf ficient
account, in their view, of environmental
damage incurred in the distant futur e.
Either due to an under estimation of the
impact, or due to a too high discount
rate.” Long used in finance, the discount
rate has so far proved incompatible with
the inclusion of long-term ef fects, because discounting has an exponential
flattening effect. “If we use the conventional discount rate of 4%, damage of
one euro in a year’s time is equivalent to
immediate damage of 96 cents. If this
damage occurs in a century’s time, it is
only worth less than 2 cents in economic
calculations,” he explains. “The discount
rate anticipates economic gr owth, but
should it also anticipate a potential deterioration in the quality of the environment.”

How does one take account of sustainable
development in the evaluation of investment policies of companies, investors
and the state? The short answer is: the
discount rate. But if this is high, as is
often the case in financial markets and
in conventional economic theor y, the
long-term impacts will be ver y poorly
represented in the evalua tion. Christian
Gollier solves this problem by incorporating into the analysis a non-financial
dimension (such as environmental quality) as a determinant of collective wellbeing. He shows that the environmental
benefits and costs should be discounted
at a rate lower than that used for financial cash flows. He estimates the environmental discount rate at 1.5% (against
3.2% for consumer goods) by using data
on the relationship between biodiversity
and economic development.

A lower, more effective discount rate
Christian Gollier has long worked on this
problem, especially with Martin W eitzman of Harvar d University. According
to them, since the benefits and costs of
investments such as those aimed at
reducing greenhouse gas emissions
become apparent in the long term, the
rate at which they must be discounted
should be lower than the rate normally
used in finance. They justify their recommendation on the basis of the very high
uncertainties prevailing around economic progress. A lower rate should also
be used to discount the envir onmental
impacts in evaluating projects, given the
poor prospects of improving the quality
of our environment. Otherwise, the environmental benefit from projects related
to the fight against global warming, as in
the case of public policy for social and
environmental benefits, would be too
low in r elation to the joint inter est of
present and future generations. “This is
where socially r esponsible investment
(SRI) funds can have an impact on
incentives for firms to incorporate extrafinancial performance over the long
term,” Christian Gollier says. “By refusing
to invest in environmentally irresponsible
businesses, i.e. those that do not suf ficiently value the long-term environmental
benefits of their investments, the existence of SRI funds has the ef fect of
increasing the cost of capital for these
companies.”

Recommendations
for public authorities

■ This study shows that a different discount
rate should be a pplied to projects with an
environmental component. Governments are
beginning to take this into account, as they
did in scaling back the customar y discount
rate in 2005 follo wing the publica tion of
previous work by Christian Gollier and other
economists.
■ But this does not mean that governments can
stop encouraging companies to take account
of extra-financial impacts through incentives
such as a carbon tax or sector support with
SRI funds.

Further rea d i ng
■ Nordhaus W.D. (2008), “A Question of
Balance: Weighing the Options on Global
Warming Policies”, Yale University Press
■ Gary S. Becker (2007), “An Economist
Looks at Global Warming”, Hoover Digest, 2
■ Gollier C., Weitzman M.L. (2010), “How
Should the Distant Future be Discounted
When Discount Ra tes are Uncertain?”,
Economic Letters, 107(3) : 350-353
■ Weitzman M.L. (2007), "A Review of the
Stern Review on the Economics of Climate
Change", Journal of Economic Literature, American Economic Association, 45 (3): 703-724
■ Stern N. (2006), “The Economics of
Climate Change: The Stern Review”,
Cambridge University Press
■ Ramsey F.P. (1928), “A mathematical
theory of savings”, The Economic Journal,
38: 543-59
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The financial sector
LIMITED SOCIAL RESPONSIBILITY?
Based on an interview with Edouard Challe and on his paper “Leverage,
excessive risk-taking, and financial instability” (chapter 2 of CSR and the
Long Run in the Aftermath of the Financial Crisis, by Patricia Crifo and
Jean-Pierre Ponssard, publication by the Ecole Polytechnique, 2010).

KEY POINTS
■ In the case of banking, excessive risk-taking falls within corporate

BIOGRAPHY

social responsibility, since losses are socialized.
■ Linked, among other things, to the limited liability enjoyed by banks

Edouard Challe

and those who finance them, excessive risk-taking has been
responsible for all the recent crises, which have increased over the
last 25 years, as a result of deregulation of the sector.
■ For want of regulating the banking sector, which has always been a

step ahead of the regulators, macro-prudential policies could help
reduce risk-taking.

Holder of a doctorate in economics
from the University Paris Ouest
Nanterre, Edouard Challe is a research

The financial sector’s corporate social responsibility has played a part in
every crisis for the last 25 years. Given that banks have enjoyed limited
liability (especially because their losses have been systematically socialized),
Edouard Challe argues that they have tended to take excessive risks. For
want of stricter r egulation being introduced, the researcher hopes that
macro-prudential policies will in future be able to mitigate these excesses.

fellow at the CNRS (HDR) and teaches
economics at the Ecole Polytechnique.
He was previously a consultant for the
Bank of France. His research focuses
on the macroeconomics of the banking
sector – the behaviour of financial
intermediaries and their role in the
formation of bubbles and how they
can change their behaviour, as well
as the phenomenon of rent capture
by the financial sector (contribution
to wage inequality, the problem of
allocation of human capital) and the role
of precautionary savings in the cycle.
edouard.challe@polytechnique.edu
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Edouard Challe is inter ested in the r ole
of banks in triggering bubbles, particularly the fact that they take too many
risks and thus tend to push up the price
of certain assets even if it means endangering their own solvency. Appropriately,
therefore, his work is featur ed in the
book CSR and the Long Run in the
Aftermath of the Financial Crisis, devoted
to Corporate Social Responsibility (CSR).
"The governance of businesses in the
banking sector is a major aspect of
social responsibility,” says the author. “In
a certain respect, we can link excessive
risk-taking to a problem of governance:
the incentives of some intermediaries

(including investment banks) ar e not
necessarily aligned with the inter ests of
stakeholders, shareholders and, mor e
broadly, society as a whole, since the
losses of the banking sector are socialized."
Risk-taking, the origin of recent
crises
Edouard Challe finds that there has been
a resurgence of crises since the 1980s,
a period that corresponds to the phenomena of financial liberalization in most
countries. “People’s eyes tend to be fixed
on the subprime crisis, the daughter of
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METHODOLOGY

“

Macro-prudential policy can help
limit risk-taking, but certainly cannot
eliminate risk.

all crises, but what has happened since
2008 is only a magnified version of
the crises that had occurred previously,”
he maintains. “And each time, we see
similar behaviour on the part of the financial intermediaries. For example, their
tendency to rely heavily on leverage, that
is to say, they inflate their balance sheets
by borrowing a lot and lending on a
massive scale: the risks taken ar e high
during periods of strong growth. Financial crises occur when an adverse shock
makes the bubble burst.”
Limited responsibility?
The paper’s central argument is that
intermediaries are partially pr otected
by their limited liability. There is a limit to
the losses they can suf fer, but not to
the gains they can r eap. “It is always
tempting to take more risks in this configuration, because doing so of fers a
chance of getting high r eturns, while
passing on part of any losses to lenders
of last resort or to the taxpayer in the
event of a gover nment bailout,” says
Edouard Challe. “This tendency can be
observed in absolutely all crises.” But
Edouard Challe but does not clearly see
how to reverse this limited liability, “one
of the pillars of moder n capitalism”,
which is nevertheless also one of the
main sources of such excessive risk
taking. "It is the factor I emphasize in
particular, but ther e are others: the
fact, for example, that large banks ar e
implicitly guaranteed by gover nment
intervention, and other factors such as
the remuneration of traders and “the
front office”, based on bonuses (...).
It is very difficult to put in place systems
of economic policy that counter these
trends.”

”

Edouard Challe uses simplified mathematical models to show the relationship that
exists between bubbles and the balance
sheets of financial intermediaries in the
markets.
He notes in particular ho w the feedback
loop between prices and expectations can
lead to bubbles, multiple imbalances and
the possibility of the failure of intermediaries.

Is the financial sector untouchable?
And though Edouard Challe recognizes
that the path taken, especially in the
United States, has not been that of
strengthening financial r egulation, he
remains hopeful. “Ther e is always this
reflection about macro-prudential policy
at the level of central banks thr oughout
the world, and I think it can evolve in
the months and years ahead into taking
better account of interdependencies, for
example between monetary policy and
financial stability.” One of the measur es
that has been proposed is to introduce
higher capitalization ratios, which would
vary over the cycle. This would pr otect
banks against failur e as well as those
lending them money, and it would also
encourage financial intermediaries to
take less risk when they are most tempted to do, i.e. during booms. But Edouard
Challe remains cautious. “Macr o-prudential policy can help limit risk-taking,
but certainly cannot eliminate risk. Especially while there is a continued problem
of financial innovation. The subprime
crisis may be attributed to an almost
systematic delay in r egulation of the
financial industry, which is able to invent
products and thus take gr eater risks
by circumventing existing r egulatory
systems.” In the United States, the increase of the supply of high-risk financial
products by financial institutions was
partly in response to an incr eased demand for these pr oducts by non-financial agents, which was itself favoured by
certain economic policies (for example,
access to home ownership).

Recommendations
for public authorities
■ Even though they are difficult to implement,
enhanced financial regula tion and a polic y
against the levera ge effect and excessive
risk-taking by intermediaries traditionally
subject to little regulation (investment banks,
"the shadow banking system") seem to be
necessary measures.
■ At the very least, the introduction of macroprudential policies as well as closer supervision of markets could help limit the excesses
of the financial sector.

Further rea d i ng
■ Greenlaw D., Hatzius J., Kashyap A., Shin
H.S. (2008), “Leveraged Losses: Lessons
from the Mortga ge Market Meltdo wn”,
U.S. Monetary Policy Forum Conference,
Working Paper
■ Brender A., Pisani F. (2009), “Globalised
finance and its colla pse”, Dexia Asset
Management
■ Blanchard O. (2009), “The crisis: basic
mechanisms, and a ppropriate policies”,
International Monetary Fund Working
Paper 09/80
■ Adrian T., Shin H.S. (2008), “Financial intermediary leverage and value-at-risk”, Federal
Reserve Bank of New York Staff Report,
n°338
■ Dubecq S., Mojon B., Ragot X. (2009),
“Fuzzy capital requirements, risk-shifting
and the risk taking channel of monetar y
policy”, Banque de France Working Paper
n°254
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ANNUAL CONFERENCE
of the “Sustainable Finance and Responsible Investment” Chair

on Tuesday October 11, 2011 from 2.00 pm
in the Groupama AM Buildings
(58 bis, rue La Boétie, 75008 Paris).
The conference will open with a presentation by Marcel Boyer, holder of the Bell Canada Chair in industrial economics at
the University of Montreal and an economist of international renown. This plenary session will be followed by two round
tables :
I - Long-term Responsible Investment
• Are the financial markets short-termist?
• Do SRI funds have a long-term time horizon?
• How do we approach the social evaluation of actions involving sacrifices for some generations and benefits for others?
II - Social Responsibility and Corporate Performance
• What are the relevant indicators of social responsibility?
• How do societal rating agencies measure non-financial performance?
• Does a company’s social responsibility affect its cost of capital?
Chair’s Publication
The book Corporate social responsibility: from compliance to opportunity, eds. P. Crifo and J-P. Ponssard, published by
Editions de l'Ecole Polytechnique in May 2010, r eflects the research carried at the Ecole Polytechnique on social and
environmental responsibility. Drawing on regularly held workshops, conferences and working groups involving institutional
investors, pension funds, asset managers, rating agencies, public bodies, companies and academic r esearchers, this
book comprises sixteen contributions organized into four major parts:
• Governance and Financial Regulation: lessons from the crisis
• Corporate Social Responsibility and Financial Performance: wher e do we
stand?
• Sectoral Risks and Companies: climate change, health and nutrition
• Businesses and Local Communities: the limits of financial performance

In his new book Pricing the future: The economics of discounting and sustainable development (forthcoming 2012,
Princeton University Press), Christian Gollier lays the scientific foundations of sustainable development. This notion is
central to the concer ns of citizens, politicians and businesses and can be summarized in a single question: what
should we do for future generations? In other words, it is a matter of organizing the functioning of our society in such
a way as to achieve the best balance between the needs of pr esent generations and their social r esponsibilities
towards future generations. There are many ways to improve the future. But at decision time, is it preferable to limit
the extraction of non-renewable natural resources, to invest in productive capital, or to improve the education system?
This book makes uses of cost-benefit analysis, a r elatively simple, transparent and objective tool, to addr ess these
critical questions.

ONLINE SUBSCRIPTION
www.institutlouisbachelier.org/ChaireFDIR/

