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The impact of ownership on building sustainable
and responsible businesses

BELEN VILLALONGA

Abstract: This article reviews what we know and do not know about the impact of
ownership on building sustainable and responsible businesses. It begins by analysing
why firm owners are an important driver of responsible business behaviour, and
reviews whether such behaviour comes at a financial cost to owners or not. It then
discusses how owners drive responsible business behaviour as compared to other
stakeholders, reviewing the empirical evidence about the impact of different owner
types on various forms of responsible business.

My review shows that there is a fair amount of research about certain topics, such
as the relation betweeen financial and social performance and about the social and
enviromental impact behaviour of the two most prevalent types of owners of public
corporations—families and institutional investors—although the cumulative evidence
on those topics is far from conclusive. Moreover, there are also a number of gaps in
our knowledge that warrant further research to inform recommendations to business
leaders and policy makers. These include the relative effectiveness of different types of
owners, stakeholders, and organisational forms at building sustainable and responsi-
ble businesses; the impact of the recent evolution of capital markets on CSR behav-
iour; and the social snd enviromental impact of the state, foundations, and employees
as owners of corporations.

Keywords:  Ownership, sustainability, responsibility, social, environmental,
performance, family firms, institutional investors.

EXECUTIVE SUMMARY

Equity ownership of corporations is a critical factor in building sustainable and
responsible businesses. The paper sets out to review previous studies of this relation-
ship and adopts a multidisciplinary approach to identify gaps in the understanding of
how ownership has an impact on business practices and policies.
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Given the sharp decrease in the number of public corporations in certain equity
markets in the last two decades, the relationship between the environmental and social
activity of different types of organisations, and their financial performance is an
important focus. The author notes that the corporate form is properly the choice of
the equity owners, who also choose how to manifest their environmental or social
concerns through their investment and management processes.

Early studies of the relationship and correlation between better environmental,
social, and governance practices and financial performance show mixed results, but
later studies indicate a positive relationship, particularly over the long run. Equity
owners supporting a sustainable business model may agree to transfer value from
shareholders (themselves) to other stakeholders, but it is not clear whether that rep-
resents net value creation, or a trade-off between financial and non-financial
performance.

The sheer perception of a trade-off may deter investors from engaging in, let alone
driving, sustainable business practices, but some studies demonstrate that the trust
built by investing in social capital is particularly valuable when the overall level of
trust in corporations and markets suffers a negative shock, and that CSR (corporate
social responsibility) is positively related to firm value over the long run.

Other motivations may bolster an impression of corporate social responsibility,
without underlying substance, and provide an effective entrenchment strategy for
inefficient CEOs. Managerial engagement in responsible business practice has also
been decried as a form of agency behaviour, enhancing personal reputation at the
expense of shareholders.

The author notes that no research to date has examined the relations between
financial returns to shareholders and taxes paid as a form of social contribution, nor
the trade-off that might exist between taxes paid and direct investments in CSR
practices.

From purely incremental steps to radical business transformations, the research
explores ways corporations can build sustainable and responsible businesses. It is
important to recognise the range of approaches, since there is likely to be a mutual
dependency between the range and business ownership.

Different corporate forms do appear to create different types of social value. There
is plenty of literature on cooperatives and social enterprises, but little information
comparing their social performance to other organisations.

Family owners, for example, target profit maximisation but also tend to protect
their ‘socio-emotional’ wealth, despite limited resources. Many have significant
philanthropic activities, which prioritise social purpose even at net cost.

Institutional investors have a range of passive to active strategies from positive
and negative screening to fully engaged impact investing, but which stakeholders bear
the costs and benefits of these is still not clear.
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Ownership by the same institutional investor across firms that are horizontally or
vertically related make socially responsible behaviour more likely and effective, but
they depend on other highly variable factors, such as competitive advantage, activist
engagement, and customer awareness.

The paper also notes the role of stakeholders, including employees, customers,
suppliers, local communities, the government, or proxy advisors, in building respon-
sible businesses. The question remains as to which is most effective at transforming
the ecosystem. Some research indicates that internal managers are often the ones to
initiate CSR practices, while activist investors have an increasingly powerful voice.

Overall, much more research is needed into the long-term impact of different
types of investors, the trade-off between long-term benefits and short-term costs for
shareholders and stakeholders. Better data, longer time series, and better research
methodologies may help address causality and identification issues.

INTRODUCTION

What impact does ownership have on building sustainable and responsible
businesses?

The first challenge in summarising what we know and do not know about this
question is the lack of a uniform definition of what is meant by ‘sustainable and
responsible business.” This lack of uniformity and the proliferation of a variety of
terms and acronyms to refer to similar concepts partly reflects the multiple ways in
which firms can contribute to society and have a neutral or positive impact on the
environment. It also partly reflects the multidisciplinary nature of the subject.!

In corporate circles (and in the management literature), for instance, the most fre-
quently used term is ‘corporate social responsibility’ (CSR), although ‘sustainability’
is increasingly being used. Faller and zu Knyphausen-Aufse3 (2018) note that the
latter term arose from a predominantly environmental perspective, but both terms are
increasingly being used interchangeably to suggest the integration of environmental
and social objectives with firms’ traditional economic or financial objectives in firms’
strategic and operational decisions—what is often referred to as the ‘triple bottom
line’. In contrast, terms like ‘environmental, social, and governance’ (ESG) and

'Both the subject of corporate ownership and the subject of corporate social responsibility (CSR) are
interdisciplinary in nature. Accordingly, they have received the attention of multiple academic fields—
management, finance, accounting, law, and economics. However, much of this research is published in
second-tier and specialised field journals, a fact that does not necessarily speak to the quality of the
studies as much as about the fact that these topics have only entered the mainstream of these fields rela-
tively recently—if at all. Accordingly, my review of the literature is agnostic about the field or journals in
which the research is published, if not about the rigour of the studies themselves.
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‘socially responsible investment’ (SRI) are more commonly used in financial circles,
both practical and academic. Clark and Viehs (2014) distinguish between the two
main terms, CSR and ESG, as follows: ‘CSR embraces all corporate behaviours and
organisational processes which directly or indirectly affect the corporation’s stake-
holders.” In contrast, the term ESG summarises the extra-financial information on a
corporation’s environmental (E) and social (S) behaviour as well as its governance (G)
structures, which, they argue, can be used to assess corporations regarding CSR (an
implicit assumption in most of the ESG literature). In most of this paper I use the
term CSR given its higher prevalence and the fact that the governance (G) part of
ESG constitutes a more indirect and questionable measure of responsible and sus-
tainable business practices. Nevertheless, when reviewing the findings of studies that
focus on ESG measures of CSR, I maintain the ESG term they use.

The review is structured as follows. First, by way of motivation, the chapter begins
by analysing the reasons why firm owners are an important driver of responsible
business behaviour. One reason that suggests owners may in fact be a more important
driver than any other stakeholder is the generalised belief that responsible business
behaviour may come at the expense of the financial returns to the capital that owners
need to provide for any business to exist. To assess whether this belief is indeed
substantiated by empirical evidence, a separate section of the paper is devoted to
reviewing the extensive literature about the relation between a company’s social
performance and its financial performance—and finds highly mixed results.

The third section addressess the central research question in this chapter—how
owners build sustainable and responsible business. The section begins by reviewing
the variety of ways in which different owners can drive responsible business practices.
The role of shareholders in driving such practices is then compared to the roles of
other stakeholders—a comparison on which the evidence proves to be quite limited.

The fourth section follows by reviewing the empirical evidence about the impact of
different owner types on various forms of responsible business. A thorough review
of this literature shows that there is a fair amount of research about the behaviour of
two most prevalent types of owners of public corporations—families and institutional
investors—but that it is very hard to draw solid conclusions from it given the disparity
of findings. The review also uncovers a dearth of rigorous research about the social
and environmental impact of other business owners.

To conclude, the most salient gaps in our knowledge about the role of ownership
in building sustainable and responsible business are distilled from the preceding
review.
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WHY DOES OWNERSHIP MATTER FOR BUILDING SUSTAINABLE
AND RESPONSIBLE BUSINESSES?

Different firm owners have different preferences and objectives with respect to the
companies whose equity they hold.> They may have different investment horizons for
themselves and therefore favour longer or shorter term investments at these firms,
ranging from months for the average mutual fund in the New York Stock Exchange or
a few years for private equity investors, to decades or even centuries for family firms.
They may have different risk exposures based on their degree of diversification—for
instance, founders and their families often have most, if not all, of their wealth
concentrated in their business, and therefore a much higher exposure to idiosyncratic
risk than a mutual fund. They may have different goals—for instance, institutional
investors typically seek to maximise financial returns on behalf of their own investors,
families often seek to maximise their socioemotional wealth, and governments
(hopefully) seek to improve social welfare for their citizens.?

There is also significant heterogeneity in goals, preferences, and time horizons
within owner types. (See, ¢.g., Bushee (1998, 2004) and Hoskisson et al. (2017) about
differences across institutional investors; Bacon et al. (2013) about differences across

2This paper uses the term ‘owner’ somewhat loosely to refer to those owners of equity in corporations (or
their equivalent in other legal forms of business organisation) who exercise decision-making rights over
the company’s strategy, either directly (for example, at shareholders’ meetings) or through a governance
body like a board of directors. A few clarifications are perhaps in order. First, as Stout has repeatedly
pointed out throughout her work (e.g., Stout 2007, 2012), shareholders do not own the corporation.
Rather, what they own (or in some cases, even just hold temporarily) is a type of security commonly
called stock, and that difference in the object of property carries with it important legal implications.
This paper nevertheless uses the term ‘firm owners’ or ‘corporate owners’, as is common practice, for
simplicity and generality, since this paper seeks to cover various business organisation forms, not just
corporations.

Second, as documented in a large number of empirical studies of the ownership of public corpor-
ations around the world, shareholders often hold their shares indirectly through a variety of investment
vehicles (e.g., Claessens et al. 2000, Faccio & Lang, 2002, La Porta et al. 1999, Villalonga & Amit, 2009).
Examples of such investment vehicles are trusts, foundations, limited partnerships, and other public or
private corporations, which are often set up by founders or their families for reasons of control enhance-
ment, tax and estate planning, philanthropy, or liability protection, among others. In cases like these,
what is meant by ‘owners’ in this paper, as in the corporate ownership literature, are not the investment
vehicles but the individuals and families behind them. On the other hand, when the direct owners of
shares are investment funds, such as mutual funds, pension funds, private equity funds, or hedge funds, it
is the institutions that manage those funds (for example, Blackrock, Blackstone), and not the retail
investors who buy shares in those funds, that I treat as the shareholders of interest—again, consistently
with all the finance and corporate governance academic literature.
3Socio-emotional wealth is the catch-all term coined by Goémez-Mejia et al. (2007) to capture all the
non-financial assets that business families typically seek to protect, such as the family’s unity, harmony,
reputation, legacy, or political influence.
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private equity investors; or Villalonga (2009) and Miller ez al. (2015) about differences
across family firms.)

Moreover, owners have the right—and the responsibility—to shape strategy in the
firms they own, whether it is through their participation in, representation on, or
engagement with the firm’s board or top management team, or by submitting share-
holder proposals and/or voting at annual shareholder meetings. This fact is often
overlooked in the academic literature, which tends to portray CEOs as the sole indi-
vidual responsible for strategic decision-making, assuming that companies are widely
held by a dispersed group of passive shareholders. However, a growing volume of
research has shown that such a model of business organisation is in fact more the
exception than the norm around the world, even in the United States (Holderness
2009, Kahan & Rock 2008, Villalonga & Amit 2009), and increasingly so: the number
of US public corporations has almost halved over the last twenty years—f{rom over
8,000 in 1996 to about 4,300 in 2016.* Mayer (2013) and Franks and Mayer (2017)
document a similar phenomenon in the United Kingdom.

The reality is that most companies around the world—including public corporations
—have one or more large shareholders who actively exercise control or significant
influence over their company’s strategy (Claessens ez al. 2000, Faccio & Lang 2002,
La Porta et al. 1999, Villalonga & Amit 2006, etc.). These shareholders include
founders and their families, the state, private equity firms, activist investors like hedge
funds, other institutional investors, industrial foundations, and employees acting in
concert.

Therefore, owners are likely to be a key driver—if not the primary one—behind
their firms’ responsible behaviour, or lack thereof. They may not be the only driver,
though; other stakeholders such as employees, customers, or suppliers may also be,
and have preferences and agendas of their own. The extent to which owners are able
to implement their preferences and shape their firms’ strategies thus depends on their
relative power vis-a-vis other stakeholders and shareholders in the same firm—which
in turn partly depends on the extent to which they can control or have significant
influence over the firm through their equity ownership, voting power, board control,
or participation in management.

4Doidge et al. (2017) show that the decline is attributable to a combination of factors: 54 per cent is due
to a reduction in the number of initial public offerings (IPOs), as documented by Gao et al. (2013), while
the remaining 46 per cent is due to an increase in the number of delistings. The latter, in turn, are attrib-
utable to two different trends: (1) an increase in mergers and acquisitions (M&A) activity, with resulting
increases in market concentration (Grullon ez al. 2017); and (2) companies going private due to regula-
tory changes like the Sarbanes—Oxley Act that have altered the cost-benefit analysis of being public
versus being private (Engel et al. 2007).
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FINANCIAL RETURNS TO OWNERS OF SUSTAINABLE BUSINESSES

In addition to the reasons given above, owners are a particularly important driver of
responsible business behaviour relative to other stakeholders to the extent that such
behaviour may come at the expense of the financial returns on the capital they pro-
vided to the business. In other words, making a business more sustainable may result
in a transfer of value from shareholders to other stakeholders, and shareholders hold
the key to that transfer. Whether there is in fact such a sheer value transfer as opposed
to net value creation in the aggregate—that is, whether there is or not a trade-off
between financial and non-financial performance—has been the subject of considerable
debate in both research and practice.

There have been literally hundreds of studies about the relation between a company’s
social performance and its financial performance, as shown in the meta-analyses by
Orlitzky et al. (2003) and Margolis et al. (2009). Margolis et al. for instance analyse
251 studies and find that the overall effect is positive but small, with results for the 106
studies from the previous decade being even smaller. They also review the many con-
tingencies examined in the literature as potential moderators of the relationship and
conclude that none of them markedly affects the results, with the exception of the
negative effect of revealed misdeeds on financial performance.

Eccles et al.’s (2014) more recent review paints an even more mixed picture, with
findings of positive, negative, U-shaped, and inverted-U-shaped relations between
CSR and financial performance. As they note, however, most studies fail to measure
financial performance over long enough periods of time to allow for CSR practices to
have an impact on financial performance. This is important because some CSR studies
argue that firms investing in CSR create shareholder value in the long run, but stock
markets undervalue CSR in the short run (Renneboog et al. 2008).

In contrast, Eccles et al. track the performance of their sample firms over eighteen
years (1993 to 2010) and find that high-sustainability companies outperform low-
sustainability companies in both accounting profitability and stock returns. Khan
et al. (2016) find that the materiality of different sustainability issues, which varies
systematically across firms and industries, plays a critical role in the relation. Namely,
firms with good CSR ratings significantly outperform firms with poor ratings, but
only on issues that are material for those firms or their industries.

Lins et al. (2017) report that, during the 2008-9 financial crisis, high-CSR firms
had higher stock returns, profitability, growth, and sales per employee relative to low-
CSR firms, and raised more debt. The implication is that the trust built by firms
through investments in social capital becomes particularly valuable when the overall
level of trust in corporations and markets suffers a negative shock.
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Despite the promising results of these last studies, the sheer perception of a trade-
off between financial and non-financial performance may be enough to deter many
investors from engaging in, let alone driving, sustainable business practices. Moreover,
although such practices may require sacrifices or concessions from stakeholders other
than (or not just from) shareholders, the latter are often seen as the ultimate cost bear-
ers. For instance, several articles denounce managerial engagement in responsible
business practices as a form of agency behaviour, such that managers enhance their
personal reputation at the expense of shareholders (Barnea & Rubin 2010, Cheng et
al. 2013, Masulis & Reza 2015). A related agency argument is that managers may
engage in CSR practices to reduce conflict with stakeholders, at a financial cost to
shareholders (Jensen 2001). Along the same lines, Cespa and Cestone (2007) argue
that, when stakeholder protection is left to the voluntary initiative of managers,
relations with social activists may become an effective entrenchment strategy for
inefficient CEOs.

On the other hand, Ferrell e al. (2016) find that well-governed firms that suffer
less from agency concerns engage more in CSR and that CSR is positively related to
firm value. Likewise, Harjoto and Jo (2011) find that firms use CSR engagement to
reduce conflicts of interest between managers and non-investing stakeholders, but
that CSR engagement positively influences operating performance and firm value,
and thus comes at a net benefit rather than a cost to shareholders.

Finally, although research about the relation between social and financial per-
formance has used a variety of sources to measure social and environmental
performance, no research to date has examined the relation between financial returns
to shareholders and taxes paid as a form of social contribution, nor the trade-off that
may exist between taxes paid and direct investments in CSR practices.

HOW DO OWNERS BUILD SUSTAINABLE AND RESPONSIBLE BUSINESS?

How different owners can drive responsible business practices

There is a broad range of ways in which for-profit companies can create shared value
for a broad range of stakeholders: from incorporating CSR practices to their existing
strategy to having a social purpose embedded in their business model by design since
the company’s inception. In between lie various forms of organisational change that
range from the purely incremental to more radical business model transformations. It
is important to recognise this variety of existing approaches to responsible business
because there is likely to be a mutual dependency between it and business ownership.
Where a firm lies within this range of approaches is typically in no small part a
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consequence of who owns the firm, or has owned it in the past, but the role that
owners can be expected to play in the future in building responsible and sustainable
businesses in turn greatly depends on where businesses are in this continuum.

For instance, if we take ‘B corps’ (companies certified by the non-profit B Lab to
meet rigorous standards of social and environmental performance, accountability,
and transparency) as representative of the far end of the spectrum, their owners seem
to have played a critical role in achieving those rigorous standards of social responsi-
bility: of more than 2,100 B corps around the world, only five are or have been listed
on major exchanges thus far: three in the US (Etsy and Laureate Education; Rally
Software was acquired in 2015), one in Brazil (Natura), and one in Australia (Silver
Chef). Moreover, with the exception of four cooperatives (Amicus Solar, Clean Energy
Credit Union, and employee-owned PV squared and Namasté Solar), all other B
corps remain under the control of their founders or founders’ families. Other coopera-
tives more generally (not just those certified as B corps) are also in this category and
represent a significant fraction of economic activity around the world, especially in
certain developing countries (SEUK 2017). For instance, in Kenya they account for
45 per cent of GDP, more than either the public or private sector (British Council &
SEUK 2015).

Which of these founding owner types—shareholders versus cooperative members
—are more effective at building responsible businesses from scratch is an open
question, but they are clearly the main group driving social value creation. It is also
not clear if what matters more is the owners themselves or the organisational form—
for example, corporation versus partnership versus cooperative—since to some extent,
the role of owners is defined by the organisational form.> However, it is important to
recognise that the organisational form is a choice of the founders or even subsequent
owners (who may change it). But to the extent that certain organisational forms may
be more effective than others at creating social value, it would be important to know
it so that owners can make a more informed choice in this regard.

At the other end of the spectrum—publicly listed firms whose strategy is geared
toward maximising profits or shareholder value—there is a greater diversity of owner
types (families or institutional and retail investors, among others) and of roles that
these owners can play in perpetuating or transforming these firms’ traditional strat-
egies. Institutional investors in particular can take a variety of approaches toward
these firms that range from more passive to more active (Clark & Viehs 2004). The
most passive approach is the traditional negative screening—excluding ‘sin stocks’ in

For instance, Acharya et al. (2008) show that directors who serve on boards of both public and private
firms play a very different role, depending on which type of firm it is, on important governance functions,
such as strategy formulation, management development and succession, performance monitoring, risk
management, and stakeholder relations.
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businesses like alcohol, tobacco, gambling, or weapons—from investment portfolios.
Next comes positive screening—ranking firms according to their performance on
particular ESG criteria and selecting for investment only the highest ranked firms,
sometimes in combination with shorting the lowest ranked ones.

The most active approach—and arguably the only one that deserves the label of
‘impact investing’—is for institutions to engage directly with the board and manage-
ment of corporations to encourage them to adopt more sustainable and responsible
business practices. They can do this in several ways: by putting forward shareholder
proposals related to ESG issues, by voting in favour of such proposals at annual
general meetings, and/or by engaging in actual dialogue with the board or manage-
ment. Brest ez al. (2018) reserve the term ‘social value creation’ for this type of socially
responsible investment, as opposed to the more passive forms, which they describe as
simple ‘value alignment’. This active approach has been reportedly growing fast not
just among self-identified socially responsible investors but also among mainstream
investors (Gifford 2010). As of 2018, the United-Nations-backed Principles for
Responsible Investment (PRI), which contain commitments to active ownership on
ESG issues, had over 1,800 signatories, ranging from very small organisations to some
of the largest pension funds and fund managers in the world, and representing more
than $80 trillion in assets under management (PRI 2016). Most of these signatories
engage in dialogue with investee companies to some extent to influence corporate
behaviour.

The specific type of institutional investor—bank, insurance company, pension
fund, mutual fund asset manager, hedge fund, endowment, foundation, family office,
or sovereign wealth fund—is likely to play a defining role in the likelihood, approach,
and success of their contribution to building sustainable and responsible businesses,
for several reasons. One is the investment horizon, which in turn depends on who the
ultimate owners or beneficiaries are (for instance, pension funds need to match their
assets to their long-term liabilities; family offices seek to preserve their owning families’
wealth for future generations, etc.). Serafeim (2015), for instance, shows that compa-
nies that produce integrated reports show a clear tendency to have more long-term,
‘dedicated’ institutional shareholders and fewer transient investors.

A second reason is that certain social and environmental issues need to be
addressed through cooperation across competitors within a given industry; other-
wise individual companies’ socially responsible business behaviour may simply result
in a transfer of financial value from those companies to less responsible businesses
rather than in net social value creation. Examples of such issues, which are wide-
spread, are overfishing, deforestation, pollution, water consumption, bribery, and
obesity. Serafeim (2018) identifies two investor characteristics that can effectively
shift the level of engagement from the individual company to the industry as a whole:
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common ownership (of competing firms by the same investors) and (again) long-term
horizons. Three types of investors satisfy both criteria: (1) large index fund asset man-
agers, such as Blackrock, State Street and Vanguard; (2) large active investors that
effectively become quasi-indexers, such as Fidelity, JPMorgan, BNY Mellon, or
Northern Trust; and (3) large pension funds such as Norges Bank Investment
Management, the Swedish AP funds, CalPERS, and New York Common Retirement
Fund. As Serafeim documents, large index and quasi-index investors have now built
teams that engage with companies in their portfolios while large asset owners have
been among the leaders in engaging with companies on environmental and social issues.
Serafeim’s (2018) findings can likely be extended to collaboration across industries
(and not just within industries), whenever the solution to social and environmental
issues may require such collaboration.

A third reason why institutional investor type matters to the likelihood of, approach
to, and success at doing business responsibly is because different investor types have
different cost structures. As Brest et al. (2018) point out, socially responsible investment
—even in its least active forms—introduces an additional layer of asset management
costs that may be difficult to cover by the low asset management fees of more passive
investors like index funds.

The combination of these three and possibly other reasons suggests that their net
effect on the relation between institutional investor type and CSR is an empirical
question. As will be reviewed in the next section, some inroads have been made along
these lines, but there is much room for further research.

The roles of shareholders and other stakeholders in building sustainable and
responsible businesses

In addition to the collaboration across shareholders of competing firms discussed
above for social and environmental issues that require industry-wide concerted action,
building sustainable and responsible businesses typically requires collaboration among
(a) different sharecholders within the same firm, and (b) multiple stakeholder groups.
Several studies of sharecholder activism suggest that collaboration among shareholders
increases the likelihood of success of activist engagements (Gillan &Starks 2007,
McCahery et al. 2016). Dimson et al. (2017) argue that both types of collaboration,
which they label as ‘hard’ (across shareholders) and ‘soft’ (between shareholders and
other stakeholders), are particularly critical to the success of engagements on social
and environmental issues.

It remains an open question whether shareholders or any other stakeholder
groups—employees, customers, suppliers, local communities, the government, or
proxy advisors in public companies—are most effective at initiating a transformation
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of the entire ecosystem. For instance, customers may drive companies’ responsible
behaviour, either by rewarding such behaviours (paying a premium for responsibly
made products or services) or by punishing irresponsible business practices (making
CSR a selection (or retention) criterion). Consistent with this notion, Servaes and
Tamayo (2013) find that CSR and firm value are positively related for firms with high
customer awareness, but not otherwise. Presumably suppliers can also encourage or
discourage responsible behaviour by their client companies in similar ways. Dai et al.
(2018) analyse customer—supplier relationships from fifty countries worldwide and
find that customers’ CSR ratings are associated with suppliers’ subsequent CSR
performance, but not vice versa.

Dorobantu’s work (Dorobantu & Odziemkowska 2017, Dorobantu et al. 2017,
Henisz et al. 2014) shows how communities can drive more sustainable and responsible
business practices through their influence on corporate reputation and its repercussions
on shareholder value.

Another channel through which sustainable business practices may propagate
throughout an entire ecosystem is sheer competition among peer firms. Namely, if
CSR creates a competitive advantage (for instance, reputational), when one company
engages in responsible business practices, its competitors may follow suit. Consistent
with this idea, Cao et al. (2018) find evidence of significant peer effects in CSR. Using
a regression discontinuity design based on CSR shareholder proposals that pass or
fail by a small margin of votes, they find that peers of firms that pass such proposals
experience lower announcement returns and higher CSR scores in the following year
than peers of firms that marginally reject similar proposals.

Employees can also initiate responsible behaviour in their companies in a
bottom-up way. Using data from the ‘100 Best Companies to Work for in America’,
Edmans (2011) shows that employee satisfaction is positively correlated with share-
holder returns. Gartenberg et al. (2018) use a survey of worker perceptions about their
employers to construct measures of corporate purpose and find that high-purpose
firms that are characterised by high camaraderie between workers as well as high
clarity from management have systematically higher future accounting and stock
market performance. As the agency literature discussed above suggests, managers are
often the ones to initiate CSR practices in their companies, regardless of whether their
actions are found to benefit or harm shareholders.

Proxy advisors likely play an increasingly important role in driving socially
responsible behaviour amongst publicly listed companies. McCahery et al. (2016)
report that 60 per cent of the activist investors who replied to their survey use proxy
advisors, and find their advice to be valuable despite the concerns about potential
conflicts of interest that arise from the consulting services offered by these firms.
Moreover, investors that use proxy advisors indicate that they engage with their
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portfolio companies’s management more intensively, rather than substituting proxy
advice for their own voice.

Owners, in addition to their direct influence on a company’s strategy, may also
play an indirect role in inducing the adoption of sustainable business practices through
some of these channels. For instance, several studies going back to Moskowitz and
Levering (1993) have reported that at least half of the ‘Best Companies to Work for in
America’ are family firms.

Niehm et al. (2008) document the mutual influence between family owners and
rural communities, in which family businesses often comprise the primary resident and
economic base. They find that, in the small and rural markets of their sample, just three
dimensions—commitment to the community, community support, and sense of
community—account for 43 per cent of the variation in family business operators’ CSR.

Cao et al. (2018), building on Freeman’s (2018) finding that common ownership
between customers and suppliers increases the longevity of their relationships as well
as the innovative and financial cooperation between the firms, find that common
ownership and common board membership in both the customer and supplier facili-
tate the propagation of CSR practices from customer to supplier. If common
ownership between vertically related firms has an impact on their CSR behaviour,
common ownership between horizontally related firms (that is, competitors) is also
likely to matter, as argued by Serafeim (2018). However, despite a growing volume of
research about common ownership across competitors and its impact on corporate
conduct (see Schmalz (2018) for a review), no study to date has investigated the impact
of such common ownership on CSR.

Deng et al. (2013) find that mergers by high-CSR acquirers take less time to
complete and are less likely to fail than mergers by low-CSR acquirers. In a corporate
world that is characterised by high merger activity, such that business survival is
largely defined by an ‘eat or be eaten’ approach (Grullon et al. 2017), the implication
is that acquisitions may be an important channel for the propagation of sustainable
business practices. Moreover, Matvos and Ostrovsky’s (2008) finding—that institutional
shareholders of acquiring firms often more than offset their losses as acquirors with
their gains as shareholders of target firms in the same deals—suggests that common
ownership and mergers can be mutually reinforcing mechanisms through which
owners can drive the propagation of CSR practices across firms.

The efficacy of these various channels at building responsible and sustainable
businesses is likely to vary geographically, although more research is needed to deter-
mine how. Dai et al. (2018) report that their overall finding that customers drive
suppliers’ CSR performance but not vice versa varies significantly across geographic
locations. Using a sample of 23,000 companies from 114 countries, Liang and
Renneboog (2017) find a strong correlation between firm’s CSR ratings and their



388 Belén Villalonga

countries’ legal origin. Specifically, they find that firms from common law countries
have lower CSR ratings than companies from civil law countries, with Scandinavian
civil law firms having the highest ratings. They also compare the explanatory power of
legal origin to a range of firm and country characteristics, and conclude that legal
origin is a stronger explanation than any of them. The firm characteristcs they con-
sider include total ownership concentration and the ownership share held by different
types of shareholders, including the government, corporations, pension funds, invest-
ment companies, employees, and foreign investors. With the exception of pension
fund ownership, for which they find a negative sign, none of these variables is signifi-
cantly related to CSR ratings. However, they do not investigate the interaction effects
of ownership and legal origin, nor how the effects of ownership vary across countries.

EMPIRICAL EVIDENCE ABOUT THE IMPACT OF OWNERSHIP ON CSR

Most empirical studies have focussed on a specific owner type. In particular, families
and institutional investors are the two corporate owner types that have received most
attention. For instance, Musacchio et al. (2015) note that the impact of the various
forms of state capitalism on social outcomes is a question that remains unexplored.
Likewise, there is a dearth of research about the CSR behaviour of employee-owned
businesses, despite the prevalence of this owner type in the service professions—Ilaw,
accounting, investment banking, medicine—and other industries, as reported by
Hansmann (1996). The social performance of cooperatives and other forms of social
enterprise including hybrid social/commercial organisations (Battilana and Dorado
2017) has been the subject of much research; however, this research has largely
proceeded without any overlap or explicit comparison to other forms of business
organisation (Mayo 2011).

There are also very few studies that have compared the CSR performance of
publicly listed and privately held firms and, despite reports about the increasing incor-
poration of ESG criteria into private equity investment (Barker et al. 2014), there is
practically no academic research on the subject, with the exception of a few studies
about the impact of private equity on employment. Among these are Amess and
Wright (2007, 2012), who find that in the United Kindgdom there is no significant
impact of private equity on employment overall but that the effect varies across
management buyouts (which exhibit higher employment growth) and management
buy-ins (where employment growth is lower). Davis et al. (2014) study the impact of
private equity on employment using establishment-level data from the US Census.
They find that establishments targetted by private equity investors exhibit a net
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employment contraction (large increases in gross job creation are more than offset by
higher job destruction) and establishment exit.

There are, however, a few studies that have examined the impact of ownership
concentration on CSR. Faller and zu Knyphausen-Aufse3 (2018) cover many of these
studies in their review of the theoretical and empirical literature on the relation
between ownership and CSR. Their review indicates that this is a literature that has
yielded very mixed results. Of the 149 studies that they review, 89 are empirical. Of
these, 29 studies find a positive association between the ownership feature (for exam-
ple, concentration) or type (for example, institutional or family) that they focus on
and and CSR performance, 27 find a negative relation, and 23 find no association.

Moreover, most studies have focussed on a single dimension of ESG performance
(typically environmental). For instance, Berrone et al. (2010) show that controlling
families adopt environment-friendly strategies more frequently than non-family firms
in polluting industries. Kim and Lyon (2011) study the impact on share prices of par-
ticipating in the Carbon Disclosure Project (CDP), a consortium of institutional
investors with $57 trillion in assets. They find that CDP participation increased share-
holder value only when the likelihood of climate change regulation rose due to Russia’s
ratification of the Kyoto Protocol, which caused the Protocol to go into effect. Among
the few studies that examine the sustainability impact of state capitalism, Calza et al.
(2016) and Hsu et al. (2017) show that firms with greater state ownership are more
environmentally proactive and also more responsive to salient environmental events.
Hsu et al. find the effect to be more pronounced in energy firms from emerging
economies and countries with higher energy risks, and with direct shareholdings by
domestic government, rather than sovereign wealth funds.

Nevertheless, a few studies have compared the impact of different owner types
and/or focussed on multiple ESG dimensions. Because these studies are not covered
by Faller and zu Knyphausen-AufseB3 (2018), I review them here in slightly more
detail. I also review some of the studies about family ownership or institutional
ownership, given their relative importance within this literature, but refer to Faller and
zu Knyphausen-Aufse3’s paper for a more comprehensive review of those.

Studies of different owner types and multiple CSR dimensions

Using a 1993 cross-section of 252 public US corporations and KLD data, Johnson
and Greening (1999) examine the impact of different institutional investor types as
well as top management’s equity holdings on two different dimensions of corporate
social performance—a people-related measure that comprises women and minorities,
community, and employee relations, and a product-related measure (product and
environment). They find that pension funds have a positive impact on both measures
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and top management has a positive impact on the people measure. However, neither
mutual funds nor investment bank funds have a significant relation with either.

On a 2005 cross-section of 600 European firms from 16 countries and 35 industries
for 2005, Dam and Scholtens (2012) find that employees, individuals, and other cor-
porations as owners are negatively associated with the social performance of the firms
they invest in. In contrast, banks, institutional investors, and the state appear to be
neutral in this respect. They also show that it is important to account for the multi-
dimensional nature of CSR.

Rees and Rodionova (2013) provide further evidence that the impact of ownership
on ESG depends on both the type of owner and the type of ESG. Using a large
sample of 3,541 firms from thirty countries during the period 2002-10, they examine
the impact of strategic or closely held shareholdings on different ESG elements, as
reported by ASSET4. They find that total strategic or closely held equity holdings
adversely affect all three aggregate scores, an effect that is largely driven by undiversi-
fied owners—families and other corporations. Conversely, government holdings
impact environmental and social (but not governance) scores positively, as do institu-
tional investors on governance (but not on the environmental or social dimensions, on
which they have no significant effect).

Their more detailed analysis of fifteen sub-scores or themes underlying the three
aggregate ESG scores shows that families and corporations as owners have a stronger
negative impact on ESG themes that relate to benefits that fall outside the firm (such
as business ethics, climate change, environmental management, and human rights)
than on those that have an impact on the firm itself, such as internal governance,
product development, health and safety, employment quality, and training and
development.

Block and Wagner (2014) investigate the effect of ownership and management by
founders and families (separately) on five CSR dimensions using a sample of 286 pub-
licly listed US firms during the period 2003-13 and KLD data. They find that family
ownership is negatively associated with community-related CSR performance and
positively associated with aspects related to diversity, employee relations, environ-
ment, and product. They find very similar results for founder ownership (which they
analyse separately) except for employee relations, as well as for family CEOs. However,
founder CEOs have opposite sign-effects to founder and family ownership on almost
all CSR dimensions except for the environment.

Their regression models also include three other owner types: mutual funds, banks
and insurance companies, and employee stock ownership plans (ESOPs). Although
they do not discuss these results, their Table II shows that three categories have positive
effects on community relations and the environment, and negative effects on diversity.
Both categories of financial institutions have negative effects on employee relations



The impact of ownership on building sustainable and responsible businesses 391

(on which the effect of employee ownership is positive, not surprisingly). Mutual
funds have a positive effect on product-related CSR performance while the other two
groups have a negative effect. The statistical significance of these results varies widely,
however; the authors use Bayesian regressions methods, which allow them to state the
exact probability for each of these effects, but they do not report conventional signif-
icance levels, which makes their results difficult to compare with those in other
studies.

As noted before, although there is a large literature on cooperatives and social
enterprises, there is a dearth of research comparing their social performance to other
organisational forms such as private-sector corporations or even state-owned enter-
prises. Part of the reason may be that equity represents a very small fraction (3-5 per
cent) of the financing means of social enterprises (SEUK 2017). It is an open question
whether the capital structure of these entities may or should change as the interest in
socially responsible investment increases. For instance, Brown (2006) analyses the
benefits and challenges of equity finance for social enterprises and concludes that there
is significant scope for these entities to raise permanent capital from ethical investors.

Family ownership and CSR performance

There are as many theoretical arguments about why family ownership, control, or
management may have a positive relation with social and environmental performance
as there are to suggest a negative relation. Most salient among the former is families’
longer term orientation relative to other owner types, which may manifest itself in
higher tolerance to short-term losses (and/or greater insulation from capital market
short-termistic pressures), as well as in longer lived relationships with a variety of
stakeholders, including employees, customers, and suppliers. Families’ desire to
preserve the founder’s legacy and reputation (part of their socio-emotional wealth
stock) may also lead to more altruistic behaviour. On the other hand, the same desire
to protect socio-emotional wealth and the insulation from capital market pressures
may lead to more selfish behaviour on the part of family owners, who can appropriate
‘private benefits of control’ from other stakeholders, including public shareholders
when they exist.

Moreover, it is important to recognise that business families have other channels
beyond their operating business to do good, including foundations, and family office
investments. A rigorous analysis of business families’ contribution to society would
therefore require a holistic view of the variety of channels through which they operate.
No study to date has undertaken such an endeavour.

Faller and zu Knyphausen-AufseB (2018) provide the most comprehensive review
to date of academic research on this question. Perhaps not surprisingly given the
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theoretical ambiguity about it, empirical studies of this relation have also yielded
mixed results. Out of nineteen studies that have examined it, twelve find a positive
relation while four find a negative one, and three find no significant relation at all. I
summarise here the most important studies reviewed by Faller and zu Knyphausen-
AufseB as well as others that their review does not cover.

Using a sample of 261 S&P500 firms during the period 1991-2000, Dyer and
Whetten (2006) find no significant difference between family and non-family firms in
KLD’s seven ‘positive initiatives’. However, they also find that family firms generate
significantly fewer social concerns (that is, are more socially responsible) regarding
products, employees, and the environment. They attribute these findings to families’
desire to protect their image, reputation, and family assets. Butler and Roundy (2017)
find similar results on a more recent sample of seventy Fortune 500 firms over the
period 1994-2006. They find that family firms display fewer environment- and employee-
related CSR concerns, but more diversity-related CSR concerns. On the other hand,
Bingham ez al. (2011) show exactly the opposite findings to Dyer and Whetten’s.

On a panel of 598 European listed firms between 2008 and 2012, Cruz et al. (2014)
find almost opposite results to those of Rees and Rodionova (2013), different also
from those of Block and Wagner (2014) (both described above). Namely, they find
that family firms have a positive effect on social dimensions linked to external stake-
holders, yet have a negative impact on internal social dimensions. They attribute their
findings to families’ desire to protect their socio-emotional wealth. They also find that
national standards and industry conditions influence the degree of CSR in non-family
firms, but do not affect family firms. However, family firms’ social activities are more
sensitive to declining organisational performance.

Rees and Rodionova (2015), using a sample of 3,893 firms from 46 different
countries during the period 2002-12 and ASSET4 ESG rankings, find that closely
held equity in general and family ownership in particular are both negatively asso-
ciated with ESG performance on all three dimensions. They interpret these findings as
evidence that families are guided by personal benefits and have lower reputational
pressure to undertake social and environmentally responsible investments. The
strength and consistency of their results are greater in liberal market economies than
in coordinated market economies.

In light of these mixed results (when not contradictory altogether), some researchers
have focussed their attention on explaining the heterogeneity across family firms in
their approach toward CSR (e.g., Déniz & Cabrera Suarez 2005, Marques et al. 2014).
While there is value to this type of study, it essentially bypasses the issue of whether
and why certain owner types may be better suited to direct their firms to behave
responsibly.
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Institutional investors and CSR performance

As described by Sparkes and Cowton (2004), socially responsible investment (SRI)
has evolved from the domain of a small number of specialist retail investment funds
into the mainstream by a growing proportion of large institutional investors. A num-
ber of studies have examined the likelihood and/or success of one or more of the three
approaches to CSR by institutional investors described above—negative and positive
screening, and direct engagement.

Almost by definition, negative screening leads to an improvement in the CSR
performance of the investment portfolios that follow this approach, but does not
change the behaviour of the underlying investee firms. Moreover, as Hong and
Kacperczyk (2009) show, the neglect of sin stocks by many institutional investors
drives up the expected rates of return on those stocks and may thus have the undesirable
effect of perpetuating socially irresponsible business practices.

Most research on positive screening has focussed on the risk and return implications
of this approach for investors and generated inconclusive results about whether
environmental and social performance is positively or negatively correlated with
financial performance (see, for example, Renneboog et al. (2008) or Clark and Viehs
(2014) for reviews of this literature). Although a positive relation should encourage
further investing into socially responsible business, there is no empirical research
directly addressing the question of whether this form of SRI has an impact on firm
behaviour.

A few studies have looked at active ownership by institutions seeking to address
environmental or social concerns. Several studies focus on the likelihood of these
engagements. For instance, Sullivan and Mackenzie (2008) find that European invest-
ors are reluctant to intervene in situations where there is no compelling case for
companies to improve their environmental or social performance and, by extension,
no financial reason to do so. In a more recent survey, McCahery et al. (2016) report
two additional impediments to shareholder activism: the threat of freerider behaviours,
and legal concerns over ‘acting in concert’ rules. Nevertheless, they find that institu-
tional investors are eager to adopt certain engagement means in order to influence
responsible corporate behaviour. Specifically, 63 per cent of their 143 respondents
state that in the past five years they have engaged in direct discussions with manage-
ment, and 45 per cent state that they have had private discussions with a company’s
board outside of management’s presence. They also find that the investment horizon
makes a difference, with long-term investors intervening more intensively than short-
term ones.

Eding and Scholtens (2017) examine a sample of US Fortune 250 firms during the
period 2011-14 and find that the probability of receiving shareholder proposals on
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environmental issues is positively associated with responsible institutional ownership.
However, they find no evidence that the social performance of the firms themselves
has a significant impact on this probability, except for employee well-being. Lafarre
and van der Elst (2018) study shareholder activism at the annual shareholder meetings
(AGMs) of Dutch listed companies and find that, despite a significant increase in
institutional investors’ interest in sustainability matters, their use of the forum right in
AGMs is still low. As Becht er al.’s (2009) clinical study of the activist Hermes
fund in the UK suggests, certain investors may predominantly execute their activism
through private interventions that would be unobservable in studies relying purely on
public information.

Other studies have looked into the effect of institutional shareholder engagements
on corporate social behaviour. Thomas and Cotter (2007) report that none of the 403
social and environmental shareholder proposals in their sample garnered shareholder
approval and that, consequently, very few were implemented by management. In
contrast, Bauer et al. (2013) investigate the engagement activities of a large UK -based
institutional investor in a global sample of target firms and conclude that they were
relatively successful. Rehbein er al. (2013) examine corporate responses to activist
shareholder groups filing social policy shareholder resolutions and find that manage-
ment is more likely to engage in dialogue with shareholder activists when the firm is
larger, more responsive to stakeholders, the CEO is the board chair, and the firm has
a relatively lower percentage of institutional investors. Dimson et a/ (2017) study the
private engagement activities of a large institutional investor in US public companies
from 1999 to 2009. They find that firms with inferior governance and socially respon-
sible institutional investors are more likely to be engaged, and that engagements are
more likely to succeed if the investee firm has reputational concerns and higher
capacity to implement changes, and when there is collaboration among investors or
between them and other stakeholders. Successful engagements generate positive
abnormal returns for investors and improved accounting performance for their firms,
while unsuccessful engagements have no significant performance impact.

Dyck et al. (2018) examine whether institutional investors drive their firms’
environmental and social performance in forty-one countries and find that they do,
especially when those investors come from countries where environmental and social
issues are important. Their results thus suggest that institutional investors can be a
useful mechanism for spreading responsible business practices across countries.
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CONCLUSIONS AND RECOMMENDATIONS FOR FUTURE RESEARCH

This article reviews a large body of research that cuts across multiple fields of study to
identify what we know and do not know about this subject. My review suggests that
equity owners play a critical role in building sustainable and responsible businesses,
but many aspects of that role deserve further investigation. In particular, the following
issues appear to be outstanding and seem particularly important in that more knowl-
edge about them is required to inform recommendations for business practice or policy
that are likely to be of greater impact in building more responsible and sustainable
businesses.

1. Who is most effective at building sustainable and responsible businesses (which type
of owner, stakeholder, or organisational form) and why?

There is much room for research about which individuals or organisations may be
most effective at either building responsible businesses from scratch or at initiating the
transformation of existing business models from more traditional to more socially
responsible ones, and under what circumstances. The question remains open at multi-
ple levels: Which stakeholder group—entreprencurs, shareholders, employees,
customers, suppliers, local communities, the government, etc.? Which type of ultimate
owner—families, governments, employees, or institutional investors? Which organisa-
tional form that owners choose to do business through—for example, corporation
versus partnership versus cooperative in the private sector, or state-owned enterprises
versus sovereign wealth funds for government capital? Which type of institutional
investor—index funds, pension funds, socially responsible investment funds, etc.?

2. Does the recent evolution of capital markets and its resulting structure ( for example,
with fewer public firms and more common ownership by the same institutional investors
across firms that are horizontally or vertically related) make CSR behaviour more
likely or more effective?
A necessary first step in order to understand the role of ownership in building
sustainable businesses is to understand who owns corporations and other forms of
business organisation and social enterprise around the world: what is the ‘equity
investment chain’ (Kay 2012) between businesses and their ultimate owners; and who
within the chain exercises different ownership rights?

Although there is a growing literature on corporate ownership and control, few
studies have examined the evolution of ownership rigorously and over long periods
time. (Exceptions include Wright er al. (1994), Kaplan and Strémberg (2009), and
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Franks and Mayer (2017), among others.)® Fewer yet have paid attention to the fact
noted above, that the number of public corporations in the United States and the
United Kingdom has fallen dramatically over the past two decades. Although insti-
tutional investors in these markets are acutely aware of this phenomenon, academic
researchers have only begun to notice it and investigate its causes and consequences
for investors.

Moreover, there is very little research about the implications of this phenomenon
on corporate behaviour and responsible behaviour in particular. For instance, it has
been widely documented that the lower number of public firms has resulted in
increased common ownership of firms in the same industry, raising anti-competitive
concerns among scholars and regulators.

However, the questions of whether common ownership across firms that are
horizontally or vertically related makes their socially responsible behaviour more
likely or more effective remain unexplored and should be of interest to both academ-
ics and regulators. For instance, those concerned about the potential anti-competitive
effects of common ownership across competitors should be wary of the negative
social impact that deterring such common ownership may have. It would also be
interesting to compare the effectiveness of common ownership to that of other, non-
equity-based, forms of collaboration across investors, such as coordinated activism,
following common advice by proxy advisors on certain issues, or affiliating with
socially responsible investment organisations like Ceres or the PRI.

3. What explains some of the mixed or inconsistent results found across studies of
family ownership and CSR?

There is a significant amount of research comparing the CSR performance of family
firms against non-family firms. However, this research has yielded contradictory
results, which suggests there is room for further research that may shed light on what
explains the differences in results across studies. Such research may be warranted
given that most companies around the world, including most public corporations, are
controlled by founders or their families, and may have practical implications for entre-
preneurs, family business owners, and regulators. For instance, raising or lowering
succession taxes is likely to have an impact on socially responsible investments by

6Stamm and Lubinski’s (2011) review of over a hundred academic studies on family business succession
illustrates this lack of rigour. Twenty-eight studies in their sample mention the ‘empirical fact’ that only
30 per cent of family businesses survive into the second generation and even less than 10-15 per cent
make it to the third generation (references to these same statistics outside academic studies count them-
selves in the thousands). None of these twenty-eight academic studies substantiates these statistics with
their own empirical analysis. Moreover, Stamm and Lubinski trace the listed references (when any) for
the alleged survival rate of family businesses and find that they are only supported by one empirical
study—John Ward’s (1987) analysis of 200 regionally focussed manufacturing companies.
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family firms. Given the volume of research that already exists on the subject, however,
further research on the topic should differentiate itself from most previous studies by
using better data, longer time series, better research methodologies, or different
research designs. For instance, one promising research avenue may be to focus on
specific business decisions and compare them across a mixed sample of ownership
structures. Examples include executive selection and compensation; plant location,
openings, and closings; mergers; recapitalisations; and dividend policies.

4. How do different owner types other than families and instutional investors perform
on social and environmental dimensions?

As noted above, most of the research about the CSR practices or ESG performance
of certain owner types has focussed on families and/or institutional investors.
Although the weight of this research is proportional to the prevalence of both owner
types, it would be interesting to learn more about other types of owners that are also
very prevalent, particularly in certain industries and economies, such as the state,
industrial foundations (Thomsen 2017), and employees.

Publicly listed corporations with significant ownership from any of these groups
offer a particularly promising avenue for future research, not just because of data
availability but also because, by virtue of their being publicly held, they are most
exposed to the rigours and prejudices of contemporary capital markets. At the same
time, the goals of their controlling (or significant) owners are not purely financial but
also socially oriented on at least some dimension, and can be seen as hybrid organisa-
tions. Thus, this is a context where the greatest tension between competitive advantage
and non-wealth-maximising corporate behaviour exists.
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