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Abstract

This work determines whether an organization’s Corporate Social Responsibility (CSR) actions impact its employees’ performance. Specifically, we intend to prove that CSR acts as an informal control mechanism by influencing the employees’ behaviors to diminish the opportunistic use of private information. To conduct this study, we used a modified version of the experiment developed by Evans et al. (2001). Approximately 200 students from Master’s and Executive Programs participated in this study. The results indicate that in organizations with a high level of CSR commitment, the use of private information for personal benefit diminishes, and as a result, the workers perform at higher levels. These outcomes show that CSR can serve as a complement or a substitute for an organization’s formal alignment mechanisms, such as performance-based incentives.
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I. Introduction
Several studies have researched the benefits of Corporate Social Responsibility (CSR) actions from an organizational perspective. Most of these studies have analyzed the benefits of CSR by measuring the reactions of the organization’s external agents, such as clients, shareholders and regulators. With regard to the reactions of the organization’s internal agents to CSR actions, the literature has primarily focused on the impact of these practices on the intentions and attitudes of the organization’s workers. However, there is no proof that CSR affects individual behavior and, hence, the performance of the employees in an organization.
By analyzing the CSR and management control literature, this work determines whether an organization’s commitment to CSR can act as an alignment mechanism that helps to minimize agency problems. Specifically, we propose that an organization’s commitment to CSR influences its employees by reducing their use of private information for their own benefits, which improves their performance. We test this prediction by using a modified version of the experiment developed by Evans et al. (2001). This experiment allows us to control for the level of information asymmetry associated with a budget request and easily measures the extent to which the participants use this information for their own benefit.
Approximately 200 students from Master’s and executive programs participated in this study. The results are consistent with the developed hypothesis and have relevant implications for the CSR and management control literature. The findings suggest that organizations with a strong commitment to CSR can obtain not only benefits from the external stakeholders but also improve the performance of their employees. With regard to management control, this study proposes that CSR serves as an effective complement or substitute of formal alignment mechanisms (e.g., performance-based incentives) and thereby may help to decreases agency problems in organizations.
The rest of the paper is organized as follows. Section 2 presents the theoretical framework and the hypothesis. Section 3 describes the experimental method used to test the hypothesis.
II. Theoretical Framework
CSR and its Benefits
According to the World Commission on Sustainable Development, CSR represents an organization’s commitment to contribute to sustainable economic development by working jointly with its employees, families, the local community and society in general (World Business Council for Sustainable Development, 2000). In a recent article, Turker (2009) defines CSR as organizational behavior intended to positively affect the organization’s stakeholders on a level beyond their economic interest. From this point of view, the effects of CSR can be divided into two categories: actions that affect external stakeholders and actions that affect internal stakeholders.
With regard to external stakeholders, previous studies have produced plenty of evidence about the benefits of CSR on factors such as customer behavior and organizational financial results. Some researchers confirm that CSR actions influence consumer thoughts, attitudes and beliefs, all of which affect the customers’ loyalty as well as their satisfaction with the company (Becker-Olsen et al., 2006; Luo and Bhattacharya, 2006; Du et al., 2007). In addition, scholars have proven that CSR actions may affect the customer’s purchase intentions, identification with the company, and evaluations of the organization (Lichtenstein et al., 2004; Mohr and Webb, 2005).
With regard to internal stakeholders, the literature has focused on the impact of CSR on the intentions and attitudes of workers. Recent studies show that employees demonstrate greater commitment if their organizations exhibit socially responsible behavior (Brammer et al., 2007; Lee et al., Rettab et al., 2009 Turker, 2009). Hudson and Bryson (2009) also prove that a high level of organizational commitment to CSR positively influences the fit between the organization and its employees and that this high degree of fit positively influences job satisfaction and reduces the probability that the individuals will quit the organization. 
Based on the evidence supporting the relation between CSR and employee commitment to a company, researchers suggest that CSR should affect the employees’ performance and, therefore, the financial results of the organization as well (Hudson and Bryson, 2009); Rettab et al., 2009 Rupp et al., 2006). Although some studies have presented striking evidence of the impact of CSR on the financial results of enterprises, these findings express the aggregate impact of CSR on both external and internal stakeholders and, hence, cannot be exclusively attributed to the workers’ performance (Luo and Bhattacharya, 2006; Melo, 2009; Nicholson and Bedggood, 2009; Rettab et al., 2009). In sum, the existing literature still does not present proof of the relationship between an organization’s commitment to CSR and its employees’ performance. In the next section, based on the CSR and management control literature, we develop our hypothesis on the role of CSR as an alignment mechanism that allows organizations to improve their workers’ performance.
CSR as an Alignment Mechanism
Asymmetric information between the principal and the agent has been one of the main determinants of management control mechanisms. Agency theory states that if the employees of an organization (i.e., agents) face asymmetric information, then they act in a way that maximizes their individual wealth and, thus, decreases the wealth of the principal or the organization’s owner (Jensen and Meckling, 1976). To address this problem, previous studies present evidence on the role of management control systems as mechanisms that help to align the interests of the agent with the interests of the principal and thereby positively influence the benefits for the principal (Antle and Eppen, 1985; Eisenhardt, 1989).
 Formal controls seek to generate explicit mechanisms that align the behavior of the agent with the objectives of the principal. These mechanisms may include devices such as procedure manuals, audits, standard setting and incentive systems. However, the purpose of informal controls is to align principal-agent interests through implicit mechanisms, such as culture, organizational value and leadership style.
An adequate balance between these two types of control can create the appropriate conditions that help organizations to flexibly respond to the constant changes in the business environment. However, in situations characterized by excessive uncertainty, the flexibility required by organizations can render the formal mechanisms of control restrictive
. Thus, informal control mechanisms are more relevant for organizations, as these mechanisms can be used to directly affect employees’ perceptions of organizational trust and justice, and as a result, to motivate the employees to make less opportunistic decisions even if performance is unobservable and formal mechanisms of control are deficient (Evans et al., 2001).
In this context, we expect that an organization’s commitment to CSR may act as an informal control mechanism designed to align the behaviors employees and thereby diminish agency problems. Specifically, we propose that an organization’s commitment to this type of initiative motivates its employees to feel more committed to the organization’s goals. This increased commitment to the organization should diminish the employee abuse of information asymmetry. As a result, the employees can achieve their best individual performance. 
Hypothesis: The higher the organization’s commitment to CSR, the less its employees will use information asymmetries for their personal benefits.
III. Experimental Method
To test the hypothesis, we used a modified version of the experiment developed by Evans et al. (2001). In this experiment, the participants act as managers with private information about production costs. They must request a budget for the period in question. Based on this budget request, the company provides the resources for this period. The managers can realize personal gains by presenting a budget request for a higher amount than the cost that is actually required (i.e. private information). These participants are aware that even if they lie, they cannot be detected, as the context of the experiment does not allow for monitoring or audits. A total number of 196 individuals participated in the paper-based experiment.
The participants of the experiment receive a set of instructions in which they are asked to assume the role of a plant manager. We manipulated the independent variable, organizational commitment to CSR activities, by using two versions of the organizational context. The corresponding extract is presented as follows:
You are the manager of a plant belonging to an important firm. This firm has competed for a national prize on Corporate Social Responsibility. From a total of 200 participants, your firm is in first place (last place) in the 2009 ranking. 
This award recognizes companies that show an integral and permanent commitment to social responsibility, a solid track record and reputation, adherence to legal responsibilities and good labor relations. This award highlights both internal and external CSR actions that go beyond legal demands and that develop social, environmental, cultural, educational, sports-related, recreational and quality-of-life projects. In addition, this award acknowledges companies that have integrated disabled workers into the mainstream workforce. The outcomes of the initiatives developed by these companies must be displayed through concrete indicators, such as the number of beneficiaries and the total investment amount. 
Companies with a high level of commitment to CSR are ranked first, whereas those with low levels of commitment are placed last in the CSR award rankings. The participants were randomly assigned to both conditions. Specifically, 98 respondents were assigned to a company in first place in the ranking, and 98 respondents were assigned to a company in last place. 
Each participant is told that he or she has been hired for a fixed salary of $4.000.000 and that one of his or her duties is to request a budget from the firm’s general management to produce the units demanded by the market. Every participant was informed that both he/she and the General Management knew the number of units required (1.000 units), the selling price per unit ($96.000) and the probability distribution of the cost of production. The cost per unit is uniformly distributed in a range from $64.000 to $96.000. Additionally, we indicated to each participant that he or she has access to a predictive cost system. They were also told that since this is private information, firm’s general management does not have access to this system. Without a margin of error, this system has determined in advance that the cost of production for the next period will be exactly $72.000 per unit (or i.e., a total of $72.000 is requested to produce 1.000 units requested).
After being informed of the real cost of production per unit, the participant is asked to make his or her budget request, $X per unit. We inform the participant that the general manager will multiply the budget requirement per unit by the $1.000 units requested and will provide the resulting amount of money. Thus, the plant’s contributions to the firm’s earnings are equal to $96.000.000 in total sales (i.e., $96.000 per each of the 1.000 units) minus the funds given to the plant’s manager as the production budget (i.e., $X per each of the $1.000 units) minus the plant’s manager salary of $4.000.000. The participant may be able to use the difference between the amount requested and the real costs (i.e., 1.000 units per the difference between $X and 72.000) to his or her own personal benefit.
Each participant was informed that, given the large size of the organization, the general manager is aware of the budget sent by the participant. However, the general manager will never distinguish between how much of the budget delivered was spent in production and how much (if any) was used for the participant’s own personal benefit.
To remain anonymous, the participant delivers his or her budget request in an envelope without a name or an identifying code.
This experiment recreates information asymmetry as the difference in information about the production costs. The general manager only knows the probability distribution, and the plant’s manager accurately knows the cost per unit. As the manager is the only person responsible for preparing and sending the budget, each participant must determine whether to report the real cost and thereby maximize the firm’s earnings or use the information asymmetry for his or her own benefit by sending a budget request exceeding the real costs. Consequently, the dependent variable, use of information asymmetry for personal benefit, is measured as the difference between the cost per unit requested ($X) and the real unitary cost ($72.000).
IV. Results
Table 1 presents the frequencies of the budgets requested per unit for both levels of commitment to CSR actions (i.e., first and last place in the CSR ranking). In this table, we observe that the decisions of the individuals belonging to the firm at first place in the CSR ranking was the same as the real unitary cost ($72.000) in 81.6% of the cases. However, this percentage drops to 73.47% for the participants working in the last-place company. In addition, the budget requests for the first-place company range from $72.000 to $83.000 per unit. For the last-place firm, the distribution of the budget requests shows major dispersion, as they range from $72000 to a maximum of $91.000 per unit.
The findings presented in Table 2 provide sufficient support for the hypothesis developed in the previous section. By conducting a t-test for mean differences with unequal variances, we found that the difference between the budget requests of the individuals belonging to the first-place firm and those of the individuals belonging to the last-place firm (i.e., $72.63.65 versus $73.479.59) is statistically significant (t=2,3; p=0.001). This finding suggests that employees exploit information asymmetry less frequently if they work for companies with high degrees of commitment to CSR. 
V. Conclusions
Several studies have considered the benefits of the Corporate Social Responsibility (CSR) actions implemented by organizations. With regard to the reactions of internal agents, the literature focuses on the impact of these practices on the workers’ intentions and attitudes. Nevertheless, we found no evidence about the effect of CSR on employee performance in organizations. This research presents experimental results suggesting that the use of information asymmetry for personal benefit is lower in a company with a high level of commitment to CSR actions than in a company with a low level of commitment to these actions.
These results have relevant implications for the CSR and management control literature. The current study provides empirical evidence showing that CSR has a positive impact on employee performance. With regard to management control, this work identifies CSR as an organizational alignment mechanism, as it motivates workers to make less opportunistic decisions and thereby reduces the agency problem. Thus, CSR can be considered a complementary mechanism or a substitute for formal control systems, such as direct monitoring or performance-based incentives. 
This study also contributes to previous studies that have investigated honesty in budget reports. This research stream has studied variables that can explain the use of information asymmetries for personal benefit. For example, Evans et al. (2001) presents findings suggesting that an organization’s distribution of its earnings can affect the employees’ perceptions of justice and, thus, their willingness to use private information for their own benefits. This study introduces organizational commitment to CSR activities as an additional variable that may help mitigate this problem.
Future studies may explore the relation between commitment to CSR actions and employee performance on a deeper level. By identifying the relative impacts of the different types of CSR actions (e.g., actions addressing the community, environment, suppliers, and employees) on employee performance, these studies can help guide corporate decisions. Given the new trends in decision-making, we suggest that future studies contrast individual results with group results to determine if the relationship between CSR and performance is affected by social pressure. Moreover, the employees’ preferences for CSR actions may act as a mediating variable in this relationship. 
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TABLE 1

Distribution of Budget Request

            CSR First Place                             CSR Last Place  
	Request
	
	frequency
	%
	
	frequency
	%

	 $        72.000 
	
	80
	81.60%
	
	72
	73.47%

	 $        73.000 
	
	7
	7.10%
	
	2
	2,04%

	 $        74.000 
	
	1
	1.00%
	
	4
	4,08%

	 $        75.000 
	
	2
	2.00%
	
	
	

	 $        76.000 
	
	5
	5.10%
	
	7
	7,14%

	 $        77.000 
	
	
	
	
	1
	1,02%

	 $        78.000 
	
	
	
	
	5
	5,10%

	 $        79.000 
	
	
	
	
	
	

	
	
	
	
	
	
	

	 $        80.000 
	
	2
	2.00%
	
	5
	5,10%

	 $        82.000 
	
	
	
	
	
	

	 $        83.000 
	
	1
	1.00%
	
	
	

	 $        85.000 
	
	
	
	
	1
	1,02%

	 $        86.000 
	
	
	
	
	
	

	
	
	
	
	
	
	

	 $        91.000 
	
	
	
	
	1
	1,02%

	
	
	
	
	
	
	

	
	
	
	
	
	
	



 N
                        
    98


                             98

TABLE 2

Hypothesis Test
Dependent Variable 

CSR First Place 
 CSR Last Place 
t-test
p-value       
           Mean


     $72.632,65

     $73.479,59

  2,3          0,01
(Standard Deviation)

     ($1.812,83)

     ($3.163,03)
   
 N

     
           98

           98

� In an organization facing permanent changes, formal control mechanisms (e.g., procedure manuals and standard setting) become high cost tools because of the flexibility required by the organization to survive. With respect to the use of incentives based on performance indicators, the literature on agency theory and transaction cost theory suggests that the quality of performance indicators may decrease in environments of high complexity and uncertainty due to the strong impact of uncontrollable elements by the agent (Prendergast, 2000; Bajari and Tadelis, 2001).
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