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ABSTRACT

We analyze, from the viewpoint of value creation, the evolution of Corporate Social Responsibility (CSR) thought from
Friedman critical view of CSR to Porter and Kramer “shared-value” proposition, emphasizing, at the same time, its par-
allelism with the evolution of asset valuation models from the viewpoint of common stocks value. On this basis, we
show how CSR has adapted to value creation, the corporate goal that has substituted the old goal of profit maximization.

A review of the studies about the impact of CSR on corporate financial performance complements this analysis.
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1. Introduction®

Corporate Social Responsibility (CSR) is a key issue for
modern corporations and, of course, for modern society.
Since it began to be regarded as a relevant topic to
nowadays, its practice and the theory behind it have sub-
stantially changed. The aim of this article is to analyze
the evolution of economic and strategic thought on CSR
from Friedman’s [1] critical view to Porter and Kramer
[2] shared value proposition. We draw the conclusion
that value creation has evolved in parallel to CSR: the
former does not longer exclusively consists of profit
maximization, and the latter has turned from an expense
into an investment. CSR consists of the courses of action
that firms undertake to become environmentally and so-
cially sustainable beyond their legal obligations. From
the financial viewpoint, in the short run, CSR means a
decrease in profits for the sake of a social or environ-
mental end. Its roots lie in demands from society and law
makers for correcting market failures as the essential
driver of both individual and corporate social response-
bilities (Bénabou and Tirole [3]). Thus, we can say that
CSR has added a third dimension to the two primitive
coordinates of demand, i.e. to price and quality. The pa-
per is organized as follows: Section 2 analyses the evolu-
tion of CSR thought from Milton Friedman to stake-
holder’s theory. In Section 3, we study the links between
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CSR and value creation. First we center on the works that
identify CSR as a value driver and, next, we focus on
Porter and Kramer shared value proposition. Section 4 is
devoted to the parallel evolution of asset valuation mod-
els and CSR thought. Section 5 complements the previ-
ous analysis by revising the evolution of CSR from the
perspective of the empirical works. Section 6 closes the
article.

2. Friedman vs. Stakeholder’s Theory

At nineteen sixties, when interest for CSR began, it was
regarded as an expense on philanthropy which aim was
returning profits to society. Thus, from the financial
viewpoint it meant a decrease in profits for the sake of a
social or environmental end. On this basis, Milton
Friedman [1] wrote the famous article entitled The Social
Responsibility of Business is to Increase its Profits,
where he held that those executives who imposed social
expenses to the corporations they managed should be
regarded as disloyal agents to their principals, the
shareholders. In fact, if profits are the only value driver,
it becomes clear that any reduction in earnings without
any complementary effect, whether it comes from philan-
thropy, destroys value. Nevertheless, since value comes
from discounting expected profits at the required rate of
return, with risk premium inside, we have to consider the
impact of CSR on risk, and, therefore, on the discounting
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rate. Several works, (Orlitzky and Benjamin [4]; Husted
[5]; Kitzmueller and Shimshack [6]) point out that CSR
hedges social risk, i.e. the risk that comes from social
activism or private politics. The logical next step is to
acknowledge that it creates value through risk reduction.
Kitzmueller and Shimshack [6] also underline that CSR
is an instrument to reduce public political risk. To this
extent, CSR, even if it exclusively consists of philanthro-
pic expenses, it creates value through risk reduction.

The main argument against Friedman’s criticism has
come from stakeholders’ theory introduced by Freeman
[7]. Corporate governance does not only take into
account shareholders’ interests, but also the interests of
other stakeholders, like employees, customers, suppliers
and communities directly affected by corporate actions.
The Halal Return-on-Resources Model [8] clarifies the
resources invested by each stakeholders group and their
benefits, costs and return. Halal [8] points out the cen-
trality of integrating the various social interests into
corporate goals and shows the myopia that pervades the
philosophy that considers profits alone as the unique
legitimate goal of business. Haigh and Jones [9] identify
as the CSR drivers the pressures that come from different
stakeholders: the corporation itself, competence, inve-
stors, consumers, regulators and popular mobilizations. A
CSR policy that takes into account stakeholder requi-
rements may add competitive advantage in some cor-
porate areas. For instance, non-monetary conditions of
employment can be regarded as a positive signal to
attract quality work force (Kitzmueller and Shimshack
[6]) while environmental care and better relationships
with government and communities may smooth the re-
quirements for opening new plants. CSR also facilitates
to attract investments from ethical mutual funds.

3. Corporate Social Responsibility and Value
Creation

3.1. Identifying CSR as a Value Driver

The conceptual enlargement brought by stakeholder’s
theory has lead to identify CSR as a value driver. Burker
and Logsdon [10] find five dimensions of corporate
strategy that enable to relate CSR to value creation: Cen-
trality (closeness to the firm’s mission and objectives),
specificity (ability to capture private benefits by the firm),
proactivity (planning in anticipation of social trends),
voluntarism, and visibility (projects observable by
stakeholders). Epstein, Buhovac, and Yuthas [11] ap-
proach CSR from the paradox theory perspective show-
ing that the tensions between CSR and Corporate Finan-
cial Performance (CFP) are a source of creative ideas for
managers. Vilanova, Lozano, and Arenas [12] argue that
CSR and competitiveness relate through learning and
innovation cycle. Fernandez and Luna [13] examine how
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corporate reputation contributes to create value. Freeman,
Harrison, Wicks, Parmar, and Colle [7] make a distinc-
tion between the residual concept of CSR, focused on
returning profits to society, and integrated CSR. The in-
tegrated approach regards CSR as a part of the corporate
competitive strategy: it conceptualizes CSR as the inte-
gration of social, ethical and environmental concerns
into the management criteria for corporate strategy. The
role of managers consists of interweaving stakeholders
demands with corporate capacities in order to create
value by respecting the rules that regulate corporate be-
haviour. Nevertheless, the relationship between CSR and
value creation is mainly due to the articles by Michael
Porter and his co-authors Kramer and Van der Linde.
Porter and Van der Linde [14] regard expenses in reduce-
ing environmental impact as an opportunity to improve
competitiveness. Porter and Kramer [15], writing on
corporate philanthropy, also advocate for strategic giving,
i.e. for charitable efforts that contribute to society and
improve the corporate competitive context, instead of
giving pure donations that, at most, enable cause-related
marketing. The same authors [16] hold that CSR, ana-
lyzed using the same framework that guides corporate
business choice becomes a source of opportunity, inno-
vation, and competitive advantage. The basis of this
statement is the distinction between responsive CSR and
strategic CSR. The former is addressed to returning prof-
its to society. The latter is addressed to identifying socie-
tal problems that the corporation can contribute to solve,
and, as a consequence, create value simultaneously for
society and shareholders.

3.2. The Porter and Kramer Proposition:
Shared Value

The last step of the evolution of Porter and Kramer [2]
thought on the relationships between corporations and
society is the concept of shared value. The corporation-
centered value creation perspective gives way to a cor-
poration-stakeholders perspective. The basis of this new
approach is to recognize that societal needs, not just
conventional economic needs, define markets. Ultimately
corporations, by assuming shared-value strategies, have
the opportunity to turn capitalism into an environmen-
tally, socially and financially sustainable economic sys-
tem. In the long run, shared value leads to a stronger and
more sustainable value chain, but, in the short run it faces
the capital markets pressure for short term profits. At this
point, it is worth remembering that common stock prices
reflect available information (Fama [17], although they
can be distorted by noise (Black [18]), anomalies, and
bubbles (Malkiel [19]). Long term sustainability can be as-
similated to information and pressures for short term pro-
fits to noise. For this reason, a central goal of corporate
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communication policy is to make investors aware of the
fact that long term sustainability deserves a greater weight
than short term profits in any sensible stock value esti-
mation.

To sum up, the evolution of the theoretical thought on
CSR can be synthesized in three stages: philanthropy,
evolution from philanthropy to value creation, and shared
value. The latter can be regarded as the whole integration
of CSR into corporate strategy. The problem with re-
garding and managing CSR as a policy exclusively
aimed at returning profits to society is that, in the end,
shares value would become a decreasing function of CSR,
and; thus, CSR would not be financially sustainable. The
managerial challenge with respect to CSR is to turn it
from an expense into an investment (Husted and Allen
[20]), to create value through it and to make shareholders
aware of this value creation.

4. The Parallel Evolution of Asset
Valuation Models

4.1. Discounting Cash Flow Models: Dividend
Growth vs. the Present Value of Growth
Opportunities

Asset valuation models have experienced an evolution
that parallels the evolution of CSR thought. At the mo-
ment at which Friedman wrote his article on CSR, the
discounting cash flow technique was, by large, the
dominant model. The two main models in this field are
the dividend growth model and the present value of
growth opportunities. The dividend growth model? (Wil-
liams [22], Gordon and Shapiro [23]) considers divi-
dends, their growth and the required rate of return as the
variables that determine common stock prices. Therefore,
it exactly fits with the profit maximization paradigm and
Friedman’s viewpoint.

Miller and Modigliani [24], in their article on dividend
policy and shares valuation, develop a model in which
the value of common stock is obtained as the addition of
the discounted earnings generated by current assets and
the future opportunities of undertaking new projects with
positive net present value. The theoretical approach by
Miller and Modigliani has lead to applied models that
follow this line, such as the ones developed by Brealey
and Myers [25] in the first edition of their textbook, Lei-
bowitz and Kogelman [26] and O’Brien [27]. These
models widen the valuation scope by making explicit the
relevance of new opportunities. Since their perspective,
value maximization is not only the outcome of the maxi-
mization of the profits generated by current operations. It
also depends on the outcome of one of the central func-

2As Brealey, Myers and Allen [21] point out, the dividend growth
model was first deduced by Williams [22], and later rediscovered by
Gordon and Shapiro [23].
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tions of managerial strategic thinking: capturing and cre-
ating new opportunities. Thus, they provide the basis to
connect CSR to value creation.

4.2. Flexibility and the Value of New
Opportunities: Real Options

In the second half of the nineties option valuation began
to be applied beyond the option contracts traded in de-
rivatives markets. Real options were introduced in finan-
cial literature (Trigeorgis [28]) and on strategic thinking
(Luehrman [29]; Amran and Kulatilaka [30]). The new
valuation approach emphasized that value not only
comes from undertaking projects that maximize the pre-
sent value of profits, but also from projects that bring the
opportunity to start new projects in the future. Although
only few articles directly relate CSR with real options
(Husted [5]), the link between the new value creation
opportunities embedded in CSR strategies and real op-
tions is fairly clear. In other words, if from the dis-
counted cash flow viewpoint the value creation capacity
of CSR often remains fuzzy, real options enlighten the
relationship between CSR and value creation.

5. The Empirical Analysis on CSR

Empirical analysis on CSR has been mainly concerned
with its relationship with corporate financial performance
(CFP). Three conclusions can be drawn from revising the
literature on the empirical evidence on the effects of CSR
on CFP. First, the relationship between CSR and CFP has
evolved from a nil or low correlation to a positive corre-
lation. Second, CSR positively impacts on CFP in the
long run. Third, CSR creates value mainly when it is
focused on primary stakeholders, but it has an insurance
effect when it has a wider orientaltion. McWilliams and
Siegel [31] find that the impact of CSR on CFP is neutral
after separating it from the influence of R&D. The
meta-analysis performed by Orlitzky, Schmidt and Rynes
[32], and Margolis and Walsh [33], conclude that CSR
predominantly shows a low positive impact on CFP. The
latter is reviewed by Margolis and Elfenbein [34], where
the authors conclude that investments need to be judged
solely on the merits, and leaders can and should explore
their own motivations before buying into the hype. The
more recent literature review by Beurden and Gdssling
[35], finds that there exists a positive correlation between
CSR and CFP in the studies they consider, and draw the
conclusion that there is a change in this correlation with
respect to its observed value in previous works. Roberts
and Dowling [36] argue that CSR positively contributes
to the long term sustainability of CFP. Shank, Manullang
and Hill [37] find that, in the long run, CSR and CFP
have a significant correlation, but not in the short run. Ac-
cording to Hillman and Keim [38], there is a significant
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positive correlation between CSR and CFP when the
former is focused on primary stakeholders, but a nil cor-
relation in other circumstances. On the other hand, God-
frey, Merrill and Hansen [39], find that CSR focused on
secondary stakeholders has an insurance effect that cre-
ates value for shareholders in case of negative events.
The synthesis of these three conclusions leads to realize
the relevance of real options to link CSR with CFP. The
temporal lag between the growth of CSR and its associa-
tion to value creation can be attributed to the fact that
financial markets may not have become aware of the
financial value of CSR expenses until they have begun to
regard them as a source of opportunities to undertake
new investments, i.e. as real options. The long run impact
of CSR on corporate value fits with the interaction of
creating real options and, after some years, exercising the
ones that have become really valuable. This is a value
chain that attracts investors who look for the long run
profitability, instead of trying to make profits from short
run volatility. Finally, real options arise mainly from the
relationships between the corporation and its primary
stakeholders. The insurance effect pointed out by God-
frey, Merrill and Hansen also has option features that we
consider below. Shared value, in turn, opens a new field
for value creation.

6. Conclusion

From this overview of the evolution of CSR thought, we
can draw the conclusion that it has evolved from return-
ing profits to society to creating shared value with
stakeholders in order to improve the environmental and
social corporate sustainability. The collateral activity that
CSR was at the beginning has become part of the core
corporate strategy. Financially, philanthropic expenses
have turned into investments with shared value creation
ends. Friedman criticized CSR for its capacity to spoil
corporate value assuming that it was limited to philan-
thropic expenses that enhanced the managerial ego. Nev-
ertheless, capitalism has found the way of integrating
CSR into value creation. In effect, even if CSR does not
maximize earnings directly, it contributes to the end that
profit maximization had assigned in old valuation meth-
ods: value creation.
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