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Abstract

:

We empirically test whether B Corp certification affects the short- and medium-term growth rates of sustainable enterprises. These businesses are growing in popularity and prevalence but, due to their hybrid nature, often suffer from external credibility issues and competing internal logics. Because of the rigorous and time-involving audit procedure, B Corp certification potentially sends a credible signal about the sustainable nature of the enterprise to its stakeholders. In addition, the B Corp label could help to straighten out internal tensions and align the company towards its dual purpose. Hence, B Corp certification could contribute to company success. We observe 129 firms that were certified between 2013 and 2018 over a period between six years prior and five years post-certification. Using propensity score matching, we identify 129 non-certified matching companies. On this sample, we conduct a difference-in-differences panel regression analysis to investigate the effect of certification. Our dataset allows us to study how the effects of B Corp certification evolve over time, which was previously untested. Our study documents a positive effect of B Corp certification on turnover growth and also that this effect increases with the time since certification, implying that certification requires some time for its full effect to become apparent.
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1. Introduction


The research objective of this paper is to empirically assess the short- and medium-term effects of B Corp certification on the financial success of European sustainable enterprises. Sustainable enterprises are hybrid enterprises that pursue sustainability (social and/or environmental) goals in addition to their financial goals [1]. The increase in stakeholder attention towards the sustainability practices of companies has contributed to their recent popularity [2]. A problem typical of hybrid enterprises is that they experience tensions from their dual nature [3]. These tensions arise because the dual targets are often internally competing and also hinder the credibility towards internal and external stakeholders [4], which may impair hybrid companies’ financial growth [5]. According to signaling theory, external sustainability certification might serve as a credible signal of the sustainable nature of the company, enhancing its external credibility [6]. In addition, the internal changes that are implemented due to the intensive non-financial audit procedure might result in the reinforcement of the commercial and social/environmental logics, which could in turn mitigate the internal tensions [4].



One such provider of external sustainability certification is B Lab. Founded in the U.S. in 2006, the number of companies that received B Lab certification, the so-called B Corps, has grown worldwide to more than 3900 to date [7]. In order to be eligible for certification, a business has to demonstrate that it adheres to “the highest standards of verified social and environmental performance, public transparency and legal accountability to balance profit and purpose” [8]. The rigorous audit procedure by B Lab adds credibility to the certification. Hence, based on signaling theory and the internal changes that the certification process might entail, we argue that B Lab certification positively affects financial success, as measured by company growth. In a second instance, we consider the question of whether the effect of certification varies over time. Parker et al. [9] suggest that there are organizational costs of certification to be considered and that these costs are situated in the short term, more specifically during the process of certification. On the other hand, the benefits of certification in terms of increased customer loyalty, enhanced reputation, organizational alignment, etc., might take some time to materialize and are therefore probably situated more in the medium term. Therefore, we formulate the second hypothesis that the effect of B Lab certification on firm growth increases over time.



To test our hypotheses, we observe 129 European B Corps that were certified between 2013 and 2018 over a period between six years prior and five years post-certification. Using propensity score matching (PSM), we also select 129 non-certified companies as a control group. On this matched sample, we conduct a difference-in-differences (DiD) panel data regression analysis in which we compare the growth rates of B Corps before and after certification and compare this difference with the corresponding difference that is observed in the control group. This combination of approaches allows us to control for selection bias (on both observable and unobservable firm characteristics) and attribute any observed effect to certification. Due to the panel structure and richness of the dataset, we are able to test and confirm that the parallel trend assumption, crucial for the application of the DiD analysis, holds for our sample.



Our empirical results indicate that B Corp certification positively affects company growth rates. In addition, our evidence suggests that the size of this effect increases over the number of years since certification.



Our study contributes to the literature on sustainable enterprises and B Corp certification in several ways. First, only little is known about the factors that influence the success of sustainable enterprises. These factors are not necessarily the same as those affecting the success of traditional companies [1]. Moreover, the hybrid firm growth literature is characterized by case-based research, lacking a clear overview of how sustainable enterprises are performing in general [1]. Our study adds to this field of knowledge by empirically investigating the impact of B Lab certification on the success of sustainable enterprises. Second, while various studies examine the effects of B Corp certification on companies’ pro-social efforts and pathways [10,11,12,13,14,15], few studies look into the financial implications of obtaining such certification [9,16,17,18]. Although entrepreneurs are concerned with the market advantage of obtaining certification [15], only a handful of papers aim to empirically investigate the effect of B Lab certification on growth. Chen and Kelly [16], Romi et al. [17] and Paelman et al. [18] find a positive effect of certification. Parker et al. [9], on the other hand, find a negative effect. They attribute this finding to the presumed attentional deficit and internal organizational disruption that the B Lab audit procedure entails. However, due to data constraints, these aforementioned studies suffer from two serious limitations: (1) they are unable to disentangle the extent to which the observed changes in growth are due to the sustainable nature of the companies or to the B Corp certification [16,17] and (2) they can only investigate the effect of B Lab certification on company growth in the short run [9,18]. Due to the richness of our dataset and the techniques employed, our paper is able to address both shortcomings. Consistent with studies that examined the effects of other types of voluntary certification [19,20], the application of PSM and the DiD analysis allows us to attribute any observed effect on firm growth to B Corp certification. The size of our panel dataset, on the other hand, allows us to investigate how this effect evolves over time and to assess whether the parallel trend assumption holds.



The remainder of this paper is structured as follows. In Section 2, we elaborate on the previous literature and develop our hypotheses. Section 3 provides an overview of our research design. Section 4 presents our results. In Section 5, we discuss our findings. Section 6 concludes.




2. Literature and Hypotheses


The increasing awareness among stakeholders worldwide about the social and environmental responsibilities of companies has contributed to the success of sustainable enterprises, which pursue both financial and societal (environmental and/or social) goals [2,21]. The hybrid nature of these companies creates challenges and tensions [3,22,23], which might impede their growth [5]. These challenges include more complicated performance measurement and evaluation (financial performance does not necessarily go along with social/environmental performance, the latter in itself being more challenging to measure), more accountability requirements and difficult communication with diverse stakeholder groups (as stakeholders have trouble making sense of sustainable companies) [5,24,25]. Additionally, internal tensions arise due to competition between social and financial goals [25]. Sustainable firms risk (temporarily) prioritizing one set of goals over the other, resulting in mission drift [25].



On the other hand, the social value creation could be conceived as a differentiation strategy [5,26]. In this view, sustainable enterprises could have an advantage compared to regular businesses [3] as sustainability-oriented stakeholders might interact on a more positive stance with them. Socially responsible customers could seek to improve their societal impact by purchasing from sustainable enterprises [27]. Shared values could increase brand loyalty and word-of-mouth promotion [26,28]. Sustainable companies’ strategic advantages often result from enhanced relationships with these customers [29]. Nevertheless, in their relations with other stakeholders, such as shareholders, creditors and employees, sustainable enterprises might also benefit from the growing awareness about societal aspects of business [30].



A prerequisite for sustainable enterprises to capitalize on their societal goals is that stakeholders are aware of them [6]. Taking into account the internal struggles of sustainable enterprises with their duality, convincing (outside) stakeholders of their sustainability might not be straightforward. In addition, stakeholders are flooded with signals of sustainability, also from less-than-sustainable companies, resulting in problems of credibility for genuinely sustainable enterprises [25]. In such a context, external sustainability certification could be a solution to this problem of information asymmetry. For certification to provide a credible signal, the cost of becoming certified must be sufficiently high [31] so that only truly socially motivated enterprises have an incentive to pursue certification [9,32].



One such form of certification is provided by B Lab. B Corp certificates are granted by the independent non-profit organization B Lab, founded in the United States in 2006 [33]. In order to be eligible for B Corp certification, a firm must first assess its societal and environmental impact using the B Impact Assessment (BIA). The BIA provides feedback in the form of a B Impact Report, which can be used to compare scores in several domains with other businesses [34]. The following domains are covered: Governance (Mission and Engagement; Ethics and Transparency), Workers (Financial Security, Health, Wellness and Safety, Career Development, Engagement and Satisfaction), Environment (Environmental Management, Air and Climate, Water, Land and Life) and, finally, Customers (Customer Stewardship) [35]. If the BIA equals or exceeds the threshold score of 80 on 200, B Lab verifies this score during a rigorous audit procedure. If the verification is successful, a company can become a B Corp by paying an annual fee to B Lab, signing an agreement which states that the company will take into account the interests of all stakeholders in the decision-making process and amend its corporate charters accordingly [36]. The company has to be recertified every three years to maintain its certification.



Due to the comprehensive nature of the B Corp certification process, certification by B Lab can be considered a costly signal and offers the potential to enhance the credibility of companies’ social claims. Hence, B Corp certification could unlock the sustainable enterprises’ strategic advantages. In addition, the B Corp label could help to straighten out internal tensions and align the company towards its dual purpose. In a survey of B Corp managers, Chauhan and O’Neill [4] report that the certification brings about internal changes, such as a profound rearticulation of the duality of the company’s mission, involvement of the employees, new human resource approaches and internal changes in organization and practice that harmonize the enterprise with its dual purpose nature. We propose that the enhanced credibility and the internal alignment resulting from B Lab certification have a positive impact on financial success, as measured by company growth. There already exist a few papers that compare the growth rates of certified B Corps with those of non-certified competitors and conclude that B Corps outperform their peers [16,17]. These studies are, however, unable to disentangle the extent to which the observed changes in growth are due to the sustainable nature of the companies or to the B Corp certification per se. Other studies attempt to examine the effect the certification per se but focus on the short-term effect of B Corp certification on firm growth, i.e., one year post-certification. While Parker et al. [9] find a negative effect for young and small firms, Paelman et al. [18] document a positive effect on turnover growth. Our goal is to add to this discussion by empirically testing whether B Corp certification per se enhances firm growth at a longer-term horizon. Consequently, we advance the following (alternative) hypothesis:



Hypothesis 1.

B Lab certification has a positive effect on growth.





A common characteristic of previous studies that compared the turnover growth of B Corps to non-B Corp counterparts [9,16,17,18] is that they, probably due to data limitations, only investigate short-term associations. In this paper, we argue that the strength of the effect of certification on financial success might increase over time. First of all, the bulk of the organizational effort to obtain certification is situated before or during the year of certification and probably burdens the organization less after certification. Given that B Corp certification should be renewed every three years, one can reasonably expect that the efforts involved in recertification will be lower. Regarding the benefits of certification, we expect that these will increase over time. According to signaling theory, the length of the signal positively affects its strength [31]. Moreover, recertification would imply that the signal is confirmed and that the frequency of the signal increases, which could further enhance customers’ positive reaction. Hence, based on signaling theory, one could expect that the effect of B Corp certification on turnover growth evolves positively over time. Parker et al. [9] argue that the effects of stakeholders’ reaction on this signal take time and that, in the longer term, the short-term negative effects might reverse. From a networking point of view, there might also exist a delay in the positive results from networking with like-minded businesses on growth [37]. Based on these arguments, we advance the following (alternative) hypothesis:



Hypothesis 2.

The effect of B Lab certification on growth increases with the time since certification.






3. Research Design


3.1. Methodology


3.1.1. Motivation


To test our hypotheses, we wish to find a counterfactual that represents a company’s growth if it had not obtained a B Corp certificate. To this end, we conduct a DiD analysis. In such an analysis, one compares the change in outcome of a treatment group, before and after the treatment, with the change in the outcome of a control group over the same time period. In the context of this paper, treatment represents the certification from B Lab. In line with other studies looking at the financial success of B Corps, we choose turnover growth, a popular measure for financial success [38], as our outcome measure.



The parallel trend assumption, i.e., the assumption that, in the absence of the treatment, the outcome variable would evolve similarly for the treatment and control groups, is crucial for an accurate estimation of the treatment effect [39]. To increase the plausibility of this assumption, we select a control group that is very similar to the treatment group based on observable pre-treatment characteristics. To select this control group, we use a PSM procedure. This combination of matching to construct an appropriate control group and performing a DiD analysis afterwards to estimate the treatment effect has proven to be very effective in controlling for self-selection on both observable and unobservable characteristics [40]. A schematic diagram of our research procedure is provided in Figure 1.




3.1.2. Propensity Score Matching


A non-parametric approach often used to assess treatment effects is matching on observable characteristics that might affect both the decision to opt into a treatment and the outcome variable. However, when matching on several continuous variables, it might become challenging, if not impossible, to find an exact match on all dimensions for each treated firm. PSM is a technique that tries to overcome this ‘curse of dimensionality’ by transforming the problem of matching on multiple dimensions to a unidimensional concept [41].



In the first stage of the PSM procedure, a logit regression is estimated in which the dependent binary variable reflects whether a firm is treated or not and the independent variables are observable characteristics (based on data of the year preceding treatment). We select a set of firm characteristics that potentially impact both the decision to certify and the outcome variable turnover growth. Firstly, we control for size as B Corp certification is especially popular among small and medium-sized companies [42,43]. In addition, previous research has shown that firm size is associated with growth rate [44,45,46]. We include two operational measures of Size, i.e., the natural logarithms of total assets and turnover. Secondly, we account for firm age, as B Corps are typically young [47] and a relationship between firm age and growth has been empirically shown [46,48,49]. Age is measured by the natural logarithm of the firm age in years plus one. Thirdly, Leverage, calculated as total debt, divided by total assets, is included in the logit regression. For-profit companies with a social purpose often have lower leverage ratios than commercial enterprises [50]. At the same time, leverage has been shown to be associated with firm growth [51,52].



The binary dependent variable of this regression takes a value of 1 if the observation concerns a company that will obtain a B Corp certificate in the following year and a value of 0 if the observation concerns a company that is part of the universe of potential controls. Treated firms are only included for one year, i.e., the year before the certification year, when estimating the logit regression. The predicted dependent variables from this regression reflect the propensity scores (PS), i.e., estimated probabilities that firms obtain treatment of both the sample of treated firms and the universe of potential control firms.



In a second stage, we perform 1-on-1 nearest neighbor matching in which each treated company is matched with the untreated control company with the nearest PS. Hence, the different dimensions on which the matching is performed are captured by a single index. In our matching procedure, we also request an exact match on the observation year as well as on country and industry (based on NACE 2 Rev. 3-digit score) as we wish for both the control and the treated firms to be subject to the same macroeconomic and institutional environment, which might affect the outcome variable of the DiD analysis. Moreover, several researchers have identified country- and industry-specific characteristics that may encourage companies to pursue certification [33,53,54]. Hence, the aim is to find matched pairs of firm–year observations of treated companies and non-treated companies from the same observation year, active in the same industry and country with the closest PS. We restricted our sample to firms that fall within the area of common support, meaning that we delete all observations with a PS larger than the smallest maximum and smaller than the largest minimum of both sub-samples, i.e., treatment observations and control group. Given that the universe of potential controls is much larger than the number of B Corps for which we try to find a match, we do not allow replacement of the controls, nor do we impose a caliper width.




3.1.3. Difference-in-Differences Analysis


There are unobservable company characteristics that conceivably affect both the decision to obtain B Corp certification and turnover growth, one of these being the sustainable nature of a company. Although, a priori, the allocation to the treatment among control and treated firms cannot be considered completely random, we can still estimate the effect of the treatment by conducting a DiD analysis to estimate the treatment effect [39]. In this DiD analysis, the average change over time of the outcome variable for the treatment group is compared with the average change over time for the matched control group. The DiD method allows us to eliminate both biases arising from time trends that are unrelated to the treatment and permanent differences in characteristics between the treated and the control firms.



To verify Hypothesis 1, we estimate a multivariate panel data regression, where we regress turnover growth on a dummy variable indicating certification, combined with a set of control variables. More precisely, we estimate the following regression model:


     G r o w t  h  i , t   =  β i  +    β t  +  β j  +  β 1  C e r t i f i e  d  i , t   +  β 2  ln    (  T u r n o v e r  )    i , t − 1         +  β 3     (  ln    (  T u r n o v e r  )    i , t − 1    )   2  +  β 4  ln    (  A g e  )    i , t − 1          +  β 5     (  ln    (  A g e  )    i , t − 1    )   2  +  β 6   [  ln    (  T u r n o v e r  )    i , t − 1   × ln    (  A g e  )    i , t − 1    ]         +  β 7  L e v e r a g  e  i , t − 1   +  ε  i , t        



(1)




with subscripts i and t representing, respectively, firms and years, the latter ranging from 2012 to 2019, and j representing time relative to the treatment year (ranging from −6 to 5), i.e., the year in which the (matched) B Corp obtains certification. Hence, βi, βt and βj represent firm fixed effects, year fixed effects and fixed effects reflecting time relative to the treatment. Including these fixed effects allows us to eliminate permanent differences in characteristics between the treated and the control firms, as well as biases arising from time trends that are unrelated to the treatment, i.e., obtaining B Corp certification.



The independent variable Growth is calculated as follows:


  G r o w t  h  i , t   = ln  (  T u r n o v e  r  i , t    )  − ln  (  T u r n o v e  r  i , t − 1    )   



(2)







The DiD term Certified is our variable of interest and is calculated as follows:


  C e r t i f i e  d  i , t   =  [  T r e a t m e n  t i  × P o s  t t   ]   



(3)




with Treatmenti indicating whether firm i is part of the treatment group (value 1) or the control group (value 0). The indicator variable Postt takes a value of 1 for observations of both the treated firms and their matched counterparts in the year of or after treatment, i.e., if, at year-end, the (matched) B Corp is certified, and a value of 0 otherwise. Hence, the indicator variable Certifiedi,t takes a value of 1 if the observation concerns a company that is certified as a B Corp during that year or was already certified earlier. The variables Treatmenti and Postt are not included as such in the regression equation as these are captured by the fixed effects.



We also include a set of time-varying and firm-specific control variables that often appear in the firm growth literature [44,46,49]. Firstly, the natural logarithm of Turnover, lagged by one year, is included in the regression equation to account for the effect of firm size on growth. Various empirical studies documented a negative relation between size and firm growth [44,45,46], contradicting Gibrat’s ‘Law of Proportionate Effect’, which states that, in a given industry, growth rates are independent of size. Secondly, we include the lagged value of company Age, measured as the natural logarithm of years since incorporation plus one. The empirical evidence on the association between age and growth is mixed. On the one hand, customer awareness and firm reputation can strengthen over time, resulting in a positive association between growth and age. This reasoning is supported by several empirical studies [48,49]. On the other hand, Jovanovic’s [55] ‘learning model’ argues that firms learn about their efficiency once they are operating, providing young firms with more opportunities to tackle inefficiencies. In support of this model, Evans [46] found a negative relationship between growth and age. Quadratic terms of size and age ((ln(Turnover))2 and ((ln(Age))2 as well as an interaction term (ln(Turnover) x ln(Age)) are included in the model to control for the non-linearities that have been demonstrated in preceding studies [44,46]. Finally, the lagged value of Leverage, measured as total debt divided by total assets, is included in the analysis. Positive as well as negative effects of leverage on firm growth are possible. Higher degrees of leverage might be associated with faster growth because of the increased ability to invest [51]. However, high leverage could also impede additional financing [52].



To verify Hypothesis 2, we make a slight adjustment to Equation (1), resulting in the following regression equation:


    G r o w t  h  i , t   =  β i  +    β t  +  β j  +  β 1    C e r t i f i e  d  i , t        +  β 2    C e r t i f i e  d  i , t   × Y e a r s T o T r e a t m e n  t  i , t         +  β 3    T r e a t m e n  t t  × Y e a r s T o T r e a t m e n  t  i , t          +  β 4  ln    (  T u r n o v e r  )    i , t − 1   +  β 5     (  ln    (  T u r n o v e r  )    i , t − 1    )   2         +  β 6  ln    (  A g e  )    i , t − 1   +  β 7     (  ln    (  A g e  )    i , t − 1    )   2         +  β 8   [  ln    (  T u r n o v e r  )    i , t − 1   × ln    (  A g e  )    i , t − 1    ]  +  β 9  L e v e r a g  e  i , t − 1          +  ε  i , t       



(4)







To assess the time-varying effect of certification, we create a discrete variable YearsToTreatment ranging from −6 to +5, representing the number of years before or since certification. By including the interaction between Certified, i.e., Treatment × Post, and YearsToTreatment, and inspecting its coefficient, we can estimate how the effect of certification evolves over time. Hence, the coefficient β2 reflects the yearly change in the effect of certification. For completeness, we should also include lower-order interactions, Post × YearsToTreatment, Treatment × YearsToTreatment and the main effect YearsToTreatment in the regression equation. However, YearsToTreatment and Post × YearsToTreatment are dropped as these are captured by the fixed effects representing the observation year and time relative to treatment.





3.2. Sample Selection and Data Collection


To obtain a list of European companies that attained B Corp certification, we consulted the B Corp Impact Data that are provided by B Lab on the data.world website (https://data.world/blab/b-corp-impact-data, accessed on 30 April 2020). This database contains information on the certification dates, certification cycles and publicly accessible BIA scores, together with basic information on the companies that were or are certified. At the moment of data collection (April 2020), 756 European companies were granted a B Corp certificate at a certain point in time. To collect financial data on these companies, the companies in B Lab’s database were manually linked with those in the Orbis Europe database using the company name, country and city. If available in both databases, companies’ industries and websites were also used to ensure the quality of the linking procedure. This manual linking process was independently conducted by one of the authors and one of the authors’ Master’s thesis students. Companies for which discrepancies between both coders were found were further discussed until a consensus was reached. Companies for which no unambiguous link was possible were left out of the analysis. In total, 736 B Corps were linked to the Orbis Europe database in this way. In the next step, we excluded companies which had less than four years of available financial accounts or had no known value for Turnover, Total Assets or (Non-)Current Liabilities for at least one year between 2011 and 2019. After eliminating these companies, 287 B Corps could potentially be used for the DiD analysis.



Potential control companies that were selected for the PSM procedure were obtained from the Orbis Europe database. We restricted the universe of potential controls to companies that were active in the same industry (based on NACE 2 Rev. 3-digit code) and country combination of at least 1 of the 287 candidate treatment firms and had—similarly to the potential treatment group—sufficient data on the required financial variables. In order to reduce overlap in data from treatment and control firms, we excluded all firms which have obtained B Corp certification up to April 2020 from the sample of potential control firms.



After selecting the potential treatment and control companies, we requested the financial variables on these firms that were required for the PSM procedure and the DiD regression for the financial years 2011 up to 2019. To prepare the sample for the matching and DiD procedure, firm-years whose financial reporting period was different from one year or had missing data for one or more variables were excluded from the sample. The sample years for the matching procedure were bound by the years that European firms obtained B Corp certificates. In 2012, the first B Corp certificates were granted; however, we had insufficient data on these firms. Hence, 2011 was not included as a sample year for the matching procedure. Similarly, as we only had access to data up to 2019, the last year in which we matched B Corps was 2017; for firms that obtained their certification in 2019 or 2020, we lacked post-treatment data. After the matching procedure was conducted, observations regarding non-matched firms were dropped.



For the DiD analysis, we used all data on the matched firms from financial years 2011 to 2019; however, we excluded firm-year observations of B Corps and their matched counterparts if the company was no longer certified in that year—for instance, because the certification was not renewed. Likewise, observations of pairs were excluded if, for that year, the matched firm had missing values for one or more variables of the regression equation. Lastly, we excluded observations if there was no pre- or post-treatment observation for either the treatment or control firm. To mitigate the effect of outliers on the DiD regression results, we winsorized all continuous variables at the 2.5 and 97.5 percentile.





4. Results


4.1. Propensity Score Matching


The sample that was used for the matching procedure consisted of 2,995,223 observations of potential control firms and 147 observations of treated firms, both covering the years 2012 to 2017. (Each firm that had obtained B Corp certification was included in the matching procedure once, i.e., the year before it obtained certification. Potential control firms were included for each year that they had sufficient data to estimate the PS.) After estimating the PS, 91,597 observations of potential control firms were discarded from the sample when performing the nearest-neighbor matching, as their PS did not fall within the area of common support.



To assess the quality of the matching procedure, we examined whether the covariates we had matched on were balanced by comparing the distribution of these variables among both groups. Table 1 shows the mean value of each covariate for the treated and control group before and after matching. The standardized mean differences indicate that there are no signs of imbalance, as none of the absolute values of the matched sample exceed the threshold value of 0.25 [56]. Figure 2 provides the empirical quantile–quantile plot of each continuous covariate to check the balance of the marginal distributions. The closer the datapoints are to the 45° line, the more identical the marginal distributions [57]. Hence, the QQ plots of the matched sample also do not show any signs of imbalance. To conclude, the results from Table 1 and Figure 2 indicate that the quality of the matching procedure is satisfactory.




4.2. Difference-in-Differences Analysis


4.2.1. Descriptive Statistics


Table 2 provides the descriptive statistics of the variables on the 1362 firm-year observations (on 258 companies) in the DiD regression model. The difference in the number of matched companies and companies that were included in the final DiD analysis was the result of dropping pairs that lacked a post-treatment measurement. Consistent with our sampling strategy, half of the firm-year observations concerned companies that had been a B Corp for at least one year during the sample period, while the other half concerned matched control firms that had never obtained B Corp certification. The average firm in our sample generated a turnover of EUR 2.05 million and a growth rate of 11.47%. On average, the companies that we studied were 10 years old and financed 65.2% of their assets with debt.




4.2.2. Correlations


Table 3 shows the pairwise correlations of the variables included in the regression analysis. There is a small positive correlation between the variables of interest Certified and Growth; however, this correlation is insignificant. As the independent variables are only moderately correlated, there are no signs of serious multicollinearity issues.




4.2.3. Regression Analysis


The regression results are presented in Table 4. The coefficients were estimated using the Ordinary Least Squares method and the standard errors are clustered at firm level, which provides consistent estimates in the presence of serially correlated and heteroscedastic residuals [58]. In line with expectations, the estimation results of both Equations (1) and (4) show a moderately significant negative association between size (represented by Turnover) and Growth. This implies that smaller firms grow faster. Consistent with Evans [46], there is a statistically significant negative association between Age and Growth in both analyses. Moreover, as reflected in the coefficient of the squared age term, this relationship is convex. In regression (a), the coefficient of our variable of interest, Certified, is positive and highly significant. This result supports Hypothesis 1, stating that turnover growth is positively affected by B Corp certification. The estimation results from regression (b) indicate that time has a positive effect on the association between B Corp certification and growth. Hence, these results support Hypothesis 2.




4.2.4. Parallel Trend Assumption


The validity of the results of the DiD analysis critically depends on the parallel trend assumption, the plausibility of which has increased by matching the treatment and control firms based on observable pre-treatment characteristics. Since we have data on several years before the treatment, we can check whether the parallel trend assumption is not violated. As the treatment year differs across treatment firms and we also control for time-varying variables, visual inspection of the pre-treatment trends of the outcome variable is not straightforward [39]. An intuitive method that could help in assessing the parallel trend assumption was adopted by Autor [59]: by including the leads and lags of the treatment indicator instead of the single treatment indicator (Certifiedi,t) in Equation (1), i.e., interacting the dummy variables representing the time relative to the treatment (βj) with the indicator variable Treatmenti, it is possible to check whether the parallel trend assumption holds. The results of this test are presented in Table 5. The coefficients of these interactions represent the effect difference between the treated and control firms relative to the year of matching.



If the parallel trend assumption holds, one would expect the coefficients of the leads of the treatment indicator to be zero [39]. In particular, the coefficients of the interactions between the Treatment variable and the dummies representing the years prior to the year that certification was obtained should not differ significantly from zero. As shown in Table 5, none of the leads of the treatment indicator (T − 6 to T − 1) differ significantly from zero at conventional significance levels. This strengthens the validity of the parallel trend assumption.



In their works, Parker et al. [9] as well as Paelman et al. [18] also conduct a DiD analysis; however, they only compare one year prior to certification and one post-certification. Hence, in our study, the coefficient of T + 1 × Treatmenti is eligible for comparison with the two aforementioned studies. While this coefficient is significantly positive, Parker et al. [9] document a negative effect one year post-certification (compared to the year prior to certification). Paelman et al. [18], on the other hand, report a positive effect. The effect size in the present study is also positive; however, it is larger.






5. Discussion


In this study, we investigate the effect of B Corp certification on the growth rates of European sustainable companies and also study the evolution of this effect over time. In line with Chauhan and O’Neill [4], we argue that, due to the rigorous nature of the B Corp certification procedure, the certificate provides a credible signal of sustainability to external stakeholders, and the audit procedure invokes a process of internal change that helps the sustainable enterprise to internally align with its dual nature. Moreover, the BIA tool and its indicators can support companies in their decision-making processes and planning and control systems [34]. Using DiD estimation on a matched sample of 258 firms, our results show that B Corp certification has a positive impact on turnover growth and that this impact increases over time.



5.1. Contributions to the Literature


While sustainable enterprises have increased in popularity and prevalence, knowledge on the factors that determine their success is scarce [1]. Some prior studies [16,17] show that B Corps experience higher turnover growth rates than their non-B Corp competitors, but these studies are not able to disentangle the extent to which the observed changes in growth are due to the sustainable nature of the companies or to the B Corp certification per se. Paelman et al. [18] and Parker et al. [9] attempt to investigate the effect of certification per se, but they limit their investigation to the short-term effect, i.e., one year post-certification. While Paelman et al. [18] conclude that B Corp certification significantly contributes to this higher turnover growth, Parker et al. [9] conclude that there is a negative effect for small and young firms, explaining their findings by the drain on company resources from the certification audit procedure. In comparison to these previous empirical papers, the main contribution of our paper lies in the richness of the dataset and the sophistication of the sampling and estimation procedure that we use, which allows us to (1) separate the effect of certification from the effect of the sustainable character of the firm and (2) to examine the effects at a longer-term scale and gauge the evolution from certification over the time since certification. Moreover, within the broader stream of research on hybrid organizing, there is a knowledge gap regarding conditions under which companies can successfully pursue conflicting objectives and secure a competitive advantage [21]. In addition, knowledge on how the resource requirements of hybrid organizations are satisfied is scarce [21]. Our findings add to this stream of literature by concluding that companies that choose to actively monitor and secure their non-financial mission by obtaining B Corp certification might benefit from this financially. Certification could generate an inward flow of resources in the form of turnover, which could in turn be reinvested in the social and environmental mission of the company [21].




5.2. Implications for Practice


Our study contains very relevant information for prospective B Corp candidates and B Lab. The positive short- and medium-term effects reported in this study might persuade companies that are uncertain about the financial impact of obtaining such a certificate. Sustainable companies might use B Corp certification as part of a market differentiation strategy. For some companies, strategic growth and scaling of the business might enable them to maximize their societal/environmental impact as well [21,60], while others opt to remain small to avoid compromises and demands that are associated with growth [60]. Hence, given the conclusions of our study regarding the growth implications of obtaining B Corp certification, sustainable companies can take into account whether they have the resources and capacity to grow and whether this would contribute to their social/environmental impact [24].



B Lab might further inform prospective candidates and B Corps about the generally rewarding effect of their certification on turnover growth.





6. Concluding Remarks


We have investigated the short- to medium-term effects of B Corp certification on financial success in terms of turnover growth and found a positive effect that increases with the time since certification. Our research suggests that B Corp certification might serve as a credible signal of the sustainable nature of the company and mitigate internal tensions, resulting in positive effects on financial growth.



This study also has some limitations. Firstly, our study only focuses on one type of sustainability certification, while the effect of other certification types might differ. Other studies might consider the effects of other certification types. Secondly, as the B Corp certificate is rather young (especially in Europe), we could only look at the short- to medium-term effects of B Corp certification (up to 5 years post-certification). Further research might focus on the longer-term effects. In order to do so, one would have to examine a sample of companies that are active in countries where the B Corp certificate is more mature or collect data at a later point in time. Thirdly, the institutional context might affect the observed effects. To assess this potential impact, future studies could focus on other geographical areas or explicitly examine the impact of institutional settings.
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Figure 1. Research procedure. 






Figure 1. Research procedure.
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Figure 2. QQ-plots. The exact matching variables of country, NACE 2,3-digit sectors and year dummies omitted from graph for parsimony. 
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Table 1. Balance statistics †, ‡.
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Before Matching

	
After Matching




	

	
Means Treated

	
Means Control

	
SMD

	
Means Treated

	
Means Control

	
SMD






	
Ln(Assets)

	
14.4523

	
13.2035

	
0.5220

	
14.4523

	
14.5553

	
−0.0431




	
Ln(Turnover)

	
14.5122

	
12.9055

	
0.6401

	
14.5122

	
14.5689

	
−0.0226




	
Leverage

	
0.7224

	
2.2844

	
−2.5951

	
0.7224

	
0.6542

	
0.1134




	
Ln(Age)

	
2.3335

	
2.4810

	
−0.1736

	
2.3335

	
2.3940

	
−0.0712




	
Observations

	
147

	
2,995,223

	

	
147

	
147

	








† For variable definitions: see text. ‡ SMD = Standardized mean differences, defined as (µX|T = 1 − µX|T = 0)/sx|T = 1 [57]. ‡ The exact matching variables of country, NACE 2, 3-digit sectors and year dummies were omitted from the table for parsimony.
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Table 2. Descriptive statistics †.






Table 2. Descriptive statistics †.















	
	Mean
	S.D.
	Min
	Q25
	Median
	Q75
	Max





	Growth
	0.1147
	0.3741
	−0.7846
	−0.426
	0.0658
	0.2270
	1.3862



	Treatment
	0.5
	0.5002
	0
	0
	0.5
	1
	1



	Post
	0.4464
	0.4973
	0
	0
	0
	1
	1



	Certified
	0.2232
	0.4165
	0
	0
	0
	0
	1



	Ln(Turnover)
	14.5344
	2.3950
	9.9002
	12.8381
	14.3637
	16.0561
	19.4936



	Ln(Age)
	2.4338
	0.7342
	1.0986
	1.9459
	2.3979
	2.9444
	3.8501



	Leverage
	0.6517
	0.2646
	0.0968
	0.4651
	0.6937
	0.8438
	1.1950







† For variable definitions: see text.
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Table 3. Pairwise correlations †.






Table 3. Pairwise correlations †.













	n = 1362
	1.
	2.
	3.
	4.
	5.





	1. Growth
	1
	
	
	
	



	2. Certified
	0.0248
	1
	
	
	



	3. Ln(Turnover)
	−0.2168 ***
	0.0283
	1
	
	



	4. Ln(Age)
	−0.2900 ***
	0.0581 **
	0.5756 ***
	1
	



	5. Leverage
	0.0088
	0.0168
	0.0635 **
	−0.0464 *
	1







† For variable definitions: see text. ***, **, * indicate statistical significance at the 1%, 5% and 10% level, respectively.
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Table 4. Regression results †, ‡.
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(a) Hypothesis 1

	
(b) Hypothesis 2




	

	
Expected Sign

	
Dependent Variable

Turnover Growth

	
Dependent Variable

Turnover Growth






	
Test variables

	

	

	




	
Certifiedi,t

	
+

	
0.1430 ***

(0.0381)

	
0.0675 *

(0.0518)




	
Certifiedi,t × YearsToTreatmenti,t

	
+

	

	
0.0617 **

(0.0323)




	
Control variables

	

	

	




	
Treatmenti,t × YearsToTreatmenti,t

	
?

	

	
0.0091

(0.0174)




	
Ln(Turnover)i,t−1

	
-

	
−0.3416 *

(0.2044)

	
−0.3429 *

(0.2006)




	
(Ln(Turnover)i,t−1)2

	
?

	
−0.0020

(0.0090)

	
−0.0020

(0.088)




	
Ln(Age)i,t−1

	
?

	
−0.9384 **

(0.4768)

	
−0.8674 *

(0.4705)




	
(Ln(Age)i,t−1)2

	
?

	
0.2423 *

(0.1289)

	
0.2359 *

(0.1285)




	
Ln(Turnover)i,t−1 × Ln(Age)i,t−1

	
?

	
0.0382

(0.0350)

	
0.0348

(0.0346)




	
Leveragei,t−1

	
?

	
−0.0724

(0.1035)

	
−0.0851

(0.1021)




	
Firm Fixed Effects

	

	
Yes

	
Yes




	
Year Fixed Effects

	

	
Yes

	
Yes




	
Time Fixed Effects

	

	
Yes

	
Yes




	
R-squared

	

	
0.3261 ***

	
0.3317 ***




	
Observations

	

	
1362

	
1362




	
Number of firms

	

	
258

	
258








† For variable definitions: see text. ‡ Robust standard errors clustered by firm in parentheses. ***, **, * indicate statistical significance at the 1%, 5% and 10% level, respectively. The p-values of Certified and Certified × YearsToTreatment were calculated using a one-tailed t-test; for the other variables, a two-tailed t-test was conducted.













[image: Table] 





Table 5. Regression results †, ‡.






Table 5. Regression results †, ‡.





	

	
Expected Sign

	
Dependent Variable

Turnover Growth






	
Test variables

	

	
Coef.

	




	
T − 6 × Treatmenti

	
?

	
−0.1713

	
(0.1466)




	
T − 5 × Treatmenti

	
?

	
0.0154

	
(0.0901)




	
T − 4 × Treatmenti

	
?

	
−0.0101

	
(0.0811)




	
T − 3 × Treatmenti

	
?

	
0.0100

	
(0.0550)




	
T − 2 × Treatmenti

	
?

	
0.0275

	
(0.0519)




	
T − 1 × Treatmenti = Base year

	

	

	




	
T0 × Treatmenti

	
+

	
0.1003 *

	
(0.0525)




	
T + 1 × Treatmenti

	
+

	
0.1744 ***

	
(0.0530)




	
T + 2 × Treatmenti

	
+

	
0.1695 **

	
(0.0777)




	
T + 3 × Treatmenti

	
+

	
0.3348 ***

	
(0.1177)




	
T + 4 × Treatmenti

	
+

	
0.6016 ***

	
(0.1724)




	
T + 5 × Treatmenti

	
+

	
0.3923 ***

	
(0.1188)




	
Control variables

	

	

	




	
Ln(Turnover)i,t−1

	
-

	
−0.3405 *

	
(0.1992)




	
(Ln(Turnover)i,t−1)2

	
?

	
−0.0021

	
(0.0088)




	
Ln(Age)i,t−1

	
?

	
−0.8718 *

	
(0.4727)




	
(Ln(Age)i,t−1)2

	
?

	
0.2414 *

	
(0.1302)




	
Ln(Turnover)i,t−1 × Ln(Age)i,t−1

	
?

	
0.0342

	
(0.0343)




	
Leveragei,t−1

	
?

	
−0.0892

	
(0.1014)




	
Firm Fixed Effects

	

	
Yes

	




	
Year Fixed Effects

	

	
Yes

	




	
Time Fixed Effects

	

	
Yes

	




	
R-squared

	

	
0.3353 ***

	




	
Observations

	

	
1362

	




	
Number of firms

	

	
258

	








† For variable definitions: see text. ‡ Robust standard errors clustered by firm in parentheses. ***, **, * indicate statistical significance at the 1%, 5% and 10% level, respectively. The p-values were calculated using a two-tailed t-test.
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