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Introduction

• Stakeholders’ growing commitment to address ESG issues:

Source: Financial Times, January 17, 2022

• Growing ESG concerns can generate conflicts of interest:

Source: Financial Times, December 1, 2022
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Introduction

• How do pro-social stakeholders affect organizations?

• Develop theory of stakeholder governance:

◦ Delegation of authority model

◦ Project choice with monetary and social payoffs
◦ Owner (O) and manager (M) with pro-social preferences

• Other applications:

◦ Boards and CEOs

◦ Managers and employees

◦ ...
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Introduction

• More pro-social stakeholders ̸⇒ more sustainable organization:
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Model: Overview
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Model: Project Choice

• Project (π, s) with monetary payoff π and social payoff s

• Relevant set of projects
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Model: Stakeholders’ Preferences

• Stakeholder j ∈ {O,M}

• Stakeholder j ’s utility from project (π, s):

uj(π, s) = βjπ + γjs

• Preference parameters:

◦ Monetary incentives: βj > 0
◦ Pro-social preferences: γj ≥ 0
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Model: Informational Friction and Effort

• Without acquiring information, risk of highly negative payoffs

• Each stakeholder can become informed by exerting costly effort

at time 1
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Model: Control Rights and Effective Control

• Stakeholder holding control rights:
◦ Has authority to choose project at time 2

◦ Can delegate project choice to other stakeholder ex post

• Owner can delegate control rights to manager at time 0
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Model: Owner holds Control Rights
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Model: Manager holds Control Rights
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Model: Manager holds Control Rights
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Model: Manager holds Control Rights
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Model: Timeline

Time 0 Time 1 Time 2
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Model: Project Choice

• Stakeholder j ’s preferred project (πj , sj):

◦ Investment in social payoff: ιj =
γ2
j

γ2
j
+β2

j

= Rj

• Higher relative pro-social preferences Rj implies lower πj :

◦ Pro-social employees accept lower wages (Krueger et al., 2022)

◦ Pro-social investors accept lower returns (e.g., Riedl and Smeets,

2017; Bonnefon et al., 2019; Heeb et al., 2022)

• No pro-social preferences ⇒ preferred projects coincide
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Equilibrium: Effort Choice and Effective Control

• Determinants of stakeholder’s information acquisition:

◦ Monetary incentives βj and pro-social preferences γj affect

incentives through utility uj(π, s)

◦ Holding control rights increases incentives

• More effort ⇒ more effective control
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Equilibrium: Organization’s Sustainability

• Organization’s sustainability (conditional on d):

E [s̃|π̃ > 0, d ]

• Effect of more pro-social manager:

∂E [s̃|π̃ > 0, d ]
∂γM

= ∆ Effective Control+ ∆ Project Choice

• If γO = 0, organization’s sustainability increasing in γM
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Equilibrium: Organization’s Sustainability

• More pro-social manager ̸⇒ more sustainable organization:

γ̂M

d = M d = O

Manager’s pro-social preferences γM
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Equilibrium: Delegation of Control Rights

• Holding control rights increases stakeholder’s effort

• Three effects determine delegation decision:

1 Project implementation effect (retain/delegate)

2 Project selection effect (retain)

3 Effort cost effect (delegate)

Sustainable Organizations 17
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Equilibrium: Organization’s Sustainability

• More pro-social manager ̸⇒ more sustainable organization:
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Equilibrium: Organization’s Sustainability

• More pro-social owner ⇒ more sustainable organization:

γ̂O

d = M d = O

Owner’s pro-social preferences γO
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Implications

• Control rights:

◦ CEO authority and retention

◦ Board composition and dynamics

◦ Shareholder proposals

• Effective control:

◦ Shareholder engagement on ESG issues

• Organizations’ sustainability:

◦ Pro-social owner benefits organization’s sustainability

◦ Pro-social manager may not benefit organization’s sustainability
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Work In Progress

• Compensation tied to organization’s monetary payoff:

◦ Contracting and delegation complements

◦ Manager’s compensation non-monotonic in manager’s pro-

social preferences

◦ Owner never offers social compensation

• Equilibrium matching of owners and managers
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