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Why does it pay to be green?
n Firms tend to under invest in environmental

improvement.

u efficiency and innovation gains

u improved reputation

u signal of good management

n Green firms have better managed stakeholder
relations

u customer willingness to pay

u rewards for performance
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Theory:
Firms tend to under invest in
environmental improvement.
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Perhaps firms under estimate
the potential for innovation.

13 innovations from pollution control
20 from quality personnel
25 from wet process engineering
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Does it really pay to be green?

Data covers 1987 to 1996 

 Predicting Market to Book Ratio 
Method: 

 

Fixed 
Effects 

Fixed 
Effects 

Random 
Effects 

Causality 
Test 

Total Emissions  -0.021 *       

Relative Emissions   -0.036 *  -0.029 +  -0.032  
Industry Emissions   -0.027   -0.076 *  -0.083 

n  4483  4483  4483  3130 
a
 

Number of Firms  652  652  652  544 
 



17 October, 2001 Andrew King - Stern School of Business

Where does it pay?
 Predicting Market to Book Ratio 

Method: Fixed Effects Causality Test 
Waste Prevention  0.244 ** 

 
0.219 ** 

 
Waste Treatment -0.022 0.021 

Waste Transfer -0.043 -0.050 

N  2326  2326 
Firms  592  592 

Data covers 1990 to 1996 
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Summary

n Lower pollution levels are associated with
financial performance.

n More pollution prevention tends to increase
financial performance.

n New Question: “When does it pay to be green?”
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Why does it pay?
 Stakeholder Relations

n Firms tend to under invest in environmental
improvement.

u efficiency and innovation gains

u improved reputation

u signal of good management

n Green firms have better managed stakeholder
relations

u customer willingness to pay

u rewards for performance
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Improved Stakeholder Relations

n Good interactions require that
stakeholders can:

u distinguish good performers.

u reward good performers.

n Better stakeholder relations may
improve both environmental and
financial performance.
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Mapping Stakeholder
Conditions
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Helping Stakeholders
Distinguish Good From Bad

n Investment Signals

u ISO 14000

n Certified Labels

u Dolphin Free Tuna

n Reporting Standards

u GRI

n Third party analysis

u CEP, Innovest, SAM
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Conclusion

n It pays to be green in some ways.  A better
question is “when does it pay to be green?”

n Relations to stakeholders determine when it
pays.

n Firm can strategically change their
relationships to stakeholders.
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For more information

n http:www.stern.nyu.edu/bes
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