
1

Professor Alex Edmans, London Business School
www.alexedmans.com | @aedmans

ALTO Conference, March 2019

Responsible Business: The 
Evidence and the 
Implementation

http://www.alexedmans.com/


2

I. The Idea
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What Is A Responsible 
Business?

◼ What is a responsible business?

◼ What is an irresponsible business?
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Mectizan Donation Program

◼ “As much as needed, for as long as needed”

◼ Partnered with WHO, World Bank, UNICEF

◼ Longest-running disease-specific drug donation 
programme

◼ 2.7 billion treatments, 300 million people per year

◼ WHO has certified Columbia, Ecuador, Mexico, and 
Guatemala as having eliminated river blindness
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Merck

◼ January 1988

◼ BusinessWeek: “the best in public service”

◼ Fortune: America’s most admired company

◼ Ten years after launch, Vagelos hadn’t received any 
shareholder complaints about MDP

◼ Many employees wrote to Merck saying they joined it 
due to MDP
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What Is A Responsible 
Business?

◼ One that grows the pie, rather than just profits

◼ Earns profits only as a result of serving society

◼ High profits are not an automatic sign of 
irresponsibility

◼ The most irresponsible actions are errors of omission, 
not errors of commission
◼ Kodak

◼ The most responsible actions that a company can take 
are not to split the pie differently (cut CEO pay, 
sacrifice profits to reduce carbon emissions)

◼ Pie-splitting mentality shared by some critics of business / 
advocates for business reform
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Instrumental vs. Intrinsic

◼ Milton Friedman: “the social responsibility of business 
is to increase profits”

◼ Stakeholders are important, but only as an instrumental way 
to increase profits

◼ Should Apple build a gym?

◼ A responsible business is intrinsically motivated by the 
desire to create value for society, and sees profits as 
a by-product

◼ Shift in thinking will lead to far more investments 
being made, especially intangible ones
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Profits vs. Externalities
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Profits vs. Externalities
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II. The Evidence
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The Misuse of Evidence

◼ TUC submission to the UK Parliament: “A second study 
… found that firm productivity is negatively correlated 
with pay disparity between top executive and lower 
level employees”
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Discerning Research Quality

◼ TUC Parliamentary submission: “A second study … 
found that firm productivity is negatively correlated 
with pay disparity between top executive and lower 
level employees”
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The Misuse of Evidence

◼ But no-one has ever seen the study

◼ See TED talk, “What to Trust in a Post-Truth World”





The “100 Best Companies to Work 
For in America” beat their peers by 

2.3-3.8%/year over 1984-2011
(89%-184% cumulative)



36Fornell, Mithas, Morgeson, and Krishnan (2006)



37

Derwall, Guenster, Bauer, and Koedijk (2005)



Returns to High and Low Sustainability: Eccles, Ioannou, and Serafeim (2014)
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III. The Implementation
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The Implementation

◼ How can you embed responsibility into your 
organisations?

◼ What are the challenges that you might face in doing 
so?
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1. Excellence

◼ Simply being excellent at what you do has major 
impact on customers, employees, suppliers, the 
environment, and society

◼ Implications:

◼ Excellence is the best form of service, not reducing carbon 
footprint or making sacrifices

◼ (Almost) all companies play a role in serving society

◼ All employees play a role in companies

◼ (Almost) all tasks play a role for an employee

◼ Some of the most pie-growing activities will involve 
errors of commission, e.g. launch of ATM
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2. Purpose

◼ “Growing the pie”, “creating value for society” are 
general

◼ A company’s purpose is its reason for being – how it 
aims to create value for society

◼ The glue that binds the organisation together

◼ Purposeful companies will make investments even if 
they don’t lead to predictable profits
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2. Defining Purpose

◼ Who it exists for and why it exists

◼ “Who” is important to guide trade-offs. Customers are 
important, but who else?

◼ Olam: “endeavours to generate economic prosperity, 
contribute positively to social wellbeing and manage our 
stewardship of the environment by providing sustainable 
agricultural products and food ingredients”

◼ John Lewis: “ultimate purpose is the happiness of all its 
[employees] , through their worthwhile and satisfying 
employment in a successful business”
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2. Defining Purpose

◼ Purpose is only meaningful if the converse would 
also be reasonable

◼ A purpose “to serve customers, workers, suppliers, the 
environment, and communities while generating a returns to 
investors” is meaningless. Cannot guide trade-offs

◼ Who: Olam’s environmental focus, John Lewis’s employee 
focus are meaningful

◼ Why: Costco provides “quality goods and services at the 
lowest possible prices”

◼ Principle of materiality



Sustainability Accounting Standards Board Materiality Map
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2. The Importance of 
Materiality

◼ Khan, Serafeim, and Yoon (2016):

◼ High KLD scores slightly outperform, but not significant

◼ Firms that score high on material issues and low on 
immaterial issues outperform by 4.83%/year

◼ Reverse: -0.38%/year

◼ Firms that score high on all issues outperform by 
1.5%/year, insignificant
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2. Living Purpose

◼ Purpose is far more than just a mission statement. It 
must be

◼ Communicated externally

◼ Embedded internally 
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3. Incentives for the Long 
Term

◼ Common focus is on the level of pay

◼ But £5m pay is 0.06% of a £8b firm

◼ Much more important is the horizon of pay

◼ Affects decisions, which have percentage point, not basis 
point, effects on firm value

◼ See "Stop Making CEO Pay a Political Issue" (Harvard 
Business Review), http://bit.ly/politicspay; “Link Pay to 
Wider Societal Benefits” (Financial Times), 
http://bit.ly/ftceopay

http://bit.ly/politicspay
http://bit.ly/ftceopay
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3. Incentives for the Long 
Term (cont’d)

◼ Edmans, Fang, and Lewellen (2017): vesting equity 
linked to

◼ Cuts in investment (R&D, capital expenditure)

◼ Analyst forecast revisions

◼ Positive earnings guidance

◼ Just meeting earnings targets

◼ Flammer and Bansal (2017): long-term compensation 
improves

◼ Return on assets, net profit margin, sales growth

◼ Innovation (number, quality, novelty of patents)

◼ CSR (environment, customers, society, esp. employees)
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4. From Employees to 
Colleagues

◼ Traditional view: workers are no different from any 
other factor of production

◼ Effort-averse

◼ Unintelligent

◼ Motivated by money

◼ Scientific management (Taylor, 1911)

◼ “Now one of the very first requirements for a man who is fit 
to handle pig iron as a regular occupation that he shall be 
so stupid and so phlegmatic that he more nearly resembles 
in his mental make-up the ox than any other type. … He is 
so stupid that the word “percentage” has no meaning to 
him, and he must consequently be trained by a man more 
intelligent than himself”
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4. Theory X and Theory Y

◼ Modern view: human resources not human resources
◼ Intrinsically motivated

◼ Intelligent

◼ Driven to contribute or better themselves
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4. Theory X: Two Attitudes

◼ Free Disposal: viewing junior employee time as a 
disposal resource

◼ Artificial internal deadlines

◼ Unnecessary analyses. “Presentations are for us, not for the 
client”

◼ Long hours seen as a rite of passage; can be compensated 
by salary

◼ Culture of instant responses, always need to be on email

◼ Hierarchy

◼ Valued by job title, not ability

◼ Huge waste of employee initiative
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4. Theory Y: Two Attitudes

◼ Partnership

◼ Financial ownership: give shares to all employees

◼ Task ownership: Japanese Andon system

◼ Investment

◼ Giving opportunities, e.g. presenting at meetings

◼ Mentorship: one-minute praisings and reprimands

◼ Mental and physical wellness, e.g. UBS “100 days – 1 million 
steps”, Global Health Day
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4. Colleagues: Reporting

◼ What gets measured gets done

◼ Just because something can’t be quantified doesn’t mean it 
can’t be measured

◼ Most firms already report employee engagement 
scores, diversity percentages, volunteer hours

◼ Potentially to think about

◼ What areas of EE are strong / weak? Concrete plans for 
room for improvement

◼ Communication and representation

◼ Other dimensions of diversity

◼ The output, rather than input, of volunteering
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4. Colleagues: Reporting
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IV. Conclusion
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Conclusion

◼ Responsible businesses’ primary goal is to create 
value for society – to grow the pie

◼ The evidence suggests that higher profits typically 
manifest as a by-product

◼ Society should evaluate companies based on pie-
growing and errors of omission, not pie-splitting and 
errors of commission

◼ Same principles apply to reform

◼ Responsible businesses pursue excellence and are 
driven by purpose

◼ Purpose must move beyond a mission statement and be 
communicated externally and embedded internally
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Conclusion (cont’d)

◼ Further reading:

◼ “Grow the Pie: How Enterprises Can Create Profit for 
Investors and Value for Society” (forthcoming book)

◼ “The Social Responsibility of Business” TEDx talk, 
http://bit.ly/csrtedx

http://bit.ly/csrtedx

