
Abstract

Members of a community become hostile towards a a firm that they

believe fails to satisfy minimally acceptable standards of behavior. If

facing hostility is costly, firms may engage in ‘voluntary’ pro-social

behaviors to avoid arousing it. In most settings community members

are unable to observe the behavior of firms directly, but rely on in-

formation from NGO’s and public disclosure programs. We provide

the first explicit micro-founded model of the relationship between firm

behavior, community attitudes and the information environment. A

‘hostility threshold’ is the standard of behavior a firm must be thought

to satisfy to avoid making a community member hostile. An across-the-

board increase in hostility thresholds causes a polarization of behavior

- high-performing firms get better, low-performers get worse - and has

a qualitatively ambiguous impact on aggregate behavior. An increase

in the transparency of the information environment within which firms

operate induces a worsening of behavior of an interval of high-cost and

an interval of low-cost firms, while improving the behavior for an inter-

val in the middle. The implications for aggregate behavior are again

qualitatively ambiguous. The analysis is argued to have significant

implications for the design of public disclosure programs, and NGO

attitudes towards transparency.
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1 Introduction

"If you shine a light on what they are doing their behavior will change,"

Joseph Stiglitz1

NGO’s do a variety of things, but in many cases serve as public watchdogs

- collecting and publicizing information about the behavior of the firms that

they ‘police’.

By improving awareness of the environmental, social and ethical perfor-

mance of firms - naming and shaming low-fliers, commending high perform-

ers - they empower the public to bring pressure to bear on firms to behave

better. They have no formal power to punish, but can mobilize public opin-

ion and by so doing impose an informal penalty on anti-social behavior. In

the context of environmental protection, for example, “(W)hen formal reg-

ulation is absent or weak, communities can often use other channels to force

pollution abatement by local factories in a process of ‘informal regulation’”

(Pargal and Wheeler (1996: 1314)). That the hostile public has the where-

withal to penalise the underperforming firm is also an implicit assumption

of all publicly-mandated disclosure programs (Tietenberg (1996), Heyes and

Kapur (2012)).

The precise channels through which a hostile community may informally

penalise a firm that fails to adhere to expected standards of behavior are

likely to be diverse, and will vary across settings. “Without recourse to legal

1Quoted on the welcome page of the Art for Social Justice website. The Art for Justice

Movement involves using art to expose corporate misdeeds, such as use of child labour or

corrupt practices abroad.
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enforcement of regulations the community can rely on the leverage provided

by social pressure on workers and managers, adverse publicity, the threat

(or use) of violence against the plant, and pressure through politicians, local

administrators or religious leaders.”2 Identifying those channels, and mea-

suring empirically those informal penalties, has been a focus of a significant

body of recent research in recent years.3

In this paper we black-box the process through which a hostile popu-

lation is able to ‘punish’ a firm. We concentrate, instead, on the process

whereby hostility is aroused, and in particular on the role that NGO’s and

disclosure programmes play in providing the information upon which com-

munity members base their evaluation of firms.

Our starting point is a recognition that the typical citizen will not be

able perfectly to assess the behavior of the firms in his or her setting: To

what extent is a firm like BP or Dow Chemical behaving sustainably, for

example, or respecting the natural environment? He will likely receive ‘data’

on firms from a variety of formal and informal sources (some self-observation,

many from thrid parties) of varying levels of accuracy and veracity. He may

have limited attention span, or ability to assimilate and interpret data. The

‘behavior’ of a firm may itself likely to be multi-dimensional, even though for

the purposed of the model we compress it as a single (perhaps composite)

variable. His decision environment is noisy.

Through information provision programs NGO are assumed to be able

to make the behavior of firms more transparent to community members,

and so facilitate the community in penalising firms that behave in ways of

which it does not approve. Formally we set-up a model in which each com-

munity member  recieves a noisy signal of the behavior of each firm , and

hypothesise that an NGO can improve the precision of that signal, allowing

2Poor environmental performance, for instance, has been linked empirically to informal

penalties through a variety of mechanisms. A dirty firm may be penalized in the labour

market (the terms on which is can hire workers - e.g. Brekke and Nyborg (2008)), capital

market (the terms on which is can raise capital - e.g. Badrinath and Bolster (1996))

and the product market (reduced demand for outputs - e.g. Roe et al (2001)). The

product market premium for superior environmental performance has received particular

attention recently and there are extensive literatures on ‘green marketing’ (see Becker-

Olsen et al (2006) for a survey), green premia and eco-labels (Pelsmacker et al (2006),

Kotchen (2006)). Furtheromore, poor environmental performance can lead to local or

wide-spread consumer boycotts (Innes (2006), Klein et al (2004)). It may also induce

‘direct action’ such as vandalism and picketing of offenidn gplants (van Rooij (2010)).
3Wang (2000), for exmaple, estimates the compliance incentives in a Chinese context

and concludes that “... the implicit price of pollution from community pressure is at least

as high as the explicit price (in the form of the pollution levy)” (Wang 2000: 3). See also

Pargal et al (1997), Hettige et al (1996), Foulon et al (2002).
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 a clearer (more accurate) assessment of the behavior of . We explore

the relationship between the transparency (or opacity) of the information

environment on the behavior of firms individually and in aggregate.

There are many examples of NGO’s collecting and diseminating informa-

tion about the behavior of firms. These may include scorecards and league

table programs, labelling and award schemes, or negative publicity cam-

paigns aimed at poor performers. The highly publicized 2012 Greenpeace

report ‘How Green is Your Cloud’ scores Fortune 500 companies on energy

efficiency, and the quality of plans that they have to improve their energy

performance. The 2011 Report of the CDP Water Project was subtitled

“Shining a Light on Corporate Water Performance" and sought to inform

the public on how responsible a large set of companies were in their water

use. Fairtrade schemes provide information on how ethically coffee importers

treat. Equally there are a plethora of eco-label schemes that tell consumers

something about the environmental impact of a firm’s production methods.

KLD and FTSE4GOOD publish widely used indices of the ‘sustainability’ of

publicly-traded companies. In some cases the information given is numerical

(often multi-dimensional), in others it is discursive or descriptive.

The transmission mechanism between information provision and im-

proved firm behavior is generally black-boxed. The aim of this paper is

to think rigorously about the anatomy of this process.

2 Model

Our model is populated by citizens and firms, and the key elements are

as follows. Firms decide how to behave. Citizens have opinions on the

standards of behavior which a firm should satisfy, and become hostile if they

think those standards have been violated. Having citizens hostile towards it

is costly to the firm.4

Citizens are unable to assess a firm’s performance perfectly - instead

each receives a noisy signal - but an NGO (or policy-mandated disclosure

program) improves the precision of that noisy signal. These elements will

be fleshed out here, before we turn to analyzing the decision problem facing

a firm.

In conducting business a firm chooses some  ∈ <+. The variable 

is a measure of some aspect of its behavior, with a higher value denoting

4The precise channel through which hostility in the population translates into reduced

profits for the firm is not important for current purposes. The reader should review

footnote 2 for some examples.
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better behavior. It could be its reductions in greenhouse gas emissions, the

extent to which it tolerates child labour in it’s supply chain, the fairness

of its dealing with suppliers, or some more composite measure of socially

responsible behavior (CSR).

Better behavior is costly, the cost function for firm  being (), where

0  0, 00  0 and  is a cost-type parameter that can plausibly be expected
to vary across firms.

Initially we will think about the incentives facing a single firm, but when

we turn to a multi-firm setting we will treat it as appropriate to aggregate

behaviors across firms, so a good application to have in mind is reductions

in emissions of some pollutant or other aggregable public good.

Each member of the public has in his or her mind a minimal standard

of behavior which they expect firms to satisfy and becomes hostile if they

think that standard is not being met.

More concretely agent  thinks that a firm should choose  >  and

becomes hostile towards the firm if he thinks it hasn’t. We will refer to 
as the ‘hostility threshold’ of agent . It captures the benchmarks against

which he compares behavior. We do not address the issue of where the

’s come from. We will consider in detail, however, the implications for

incentives and social welfare of a change in ’s later.

Agent  is unable to observe perfectly the behavior of firm  but rather

sees a noisy signal of  which we will call .  is distributed according

to some function  with a single peak at 

 ∼ ( )

That the mean of the signal is  means that the estimator is unbiased - on

average agent ’s assessment of the behavior of firm  is correct. Meanwhile

 is a measure of the noisiness of the signal, and act as a measure of the

opacity of the environment within which the firm operates. A low value of 

implies that the firm operates in a comparatively transparent environment.

A high value implies a more opaque one. For now we treat  as fixed, but

later will make it something an NGO can influence by ‘shining a light’, and

will investigate the comparative static implications of changes in it.

Most of the results that we develop would hold for a generic single-peaked

specification for . However for tractability and concreteness we will proceed

on the assumption that it is normal. This is a natural assumption given the

interpretation of noise in this setting as estimation error. Thus agent ’s

assessment of firm ’s behavior is now distributed

 ∼ ( ) =
1


√
2


−(−)2

22 (1)
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where  is the standard deviation.

In order for a firm to want to expend effort preventing arousing to hos-

tility members of the public there needs to be a penalty generated by such

hostility. The penalty could come in various forms, and the precise channel

linking a hostile public and financial outcomes for the firm is unimportant

for us here. For our purpose we simply say that there is some function ()

relating the fraction of the population that are hostile, , to a profit penalty

, where 0  0.

2.1 Firm behavior and public hostility: common values

Suppose, initially, that all members of the public have the same hostility

threshold:  =  for all . This can be thought of as a setting in which

members of the community have similar (indeed identical!) moral stances on

what constitutes minimally acceptable conduct, or where there is a widely-

understood social norm, non-conformity with which elicits hostility.

Agent  is induced to hostility by firm  if and only if the signal she

receives is sufficiently low,   . Agents have common values but ob-

serve independent signals, so the expected fraction of hostile agents in the

population is

( |  ) =
Z 

−∞
( ) (2)

The mass of hostile agents is the shaded area in Figure 1 - those who

get a particularly ‘negative’ signal of how firm  is behaving. It is straight-

forward to verify that ( |  ) is decreasing in  and increasing in , while
the impact of a change in  is qualitatively ambiguous.

Improving behavior reduces the expected prevalence of hostility, increas-

ing the common hostility threshold has the opposite affect. The relationship

between behavior and  is illustrated in Figure 2, and is simply a cumulative

normal with variance 2

2.1.1 The firm’s problem

Firms are risk neutral and maximize expected profit. Firm , then, chooses

 to minimize a loss function  which is the sum of direct costs of socially

responsible behavior and the profit penalty associated with expected level

of community hostility that its choice of behavior generates

( |  ) = () + (( |  )) (3)
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Firm ’s optimal choice of behavior, ∗ is then defined implicitly by the
associated first-order condition,

0(∗ |  ) = 
0(∗ ) + 0((∗ |  ))

(∗ |  )


= 0 (4)

The first term on the right-hand side is positive, the second negative.

The associated second-order condition for a minimum, 00(∗ |  )  0, is

assumed to hold. A sufficient condition for this is that costs be sufficiently

convex: 00() be sufficiently large.
The first-order condition says that the firm will choose to improve its

behavior up to the point at which the marginal cost of further improvement

equals the marginal penalty saved by arousing less community hostility.

Implicit differentiation of (4) yields

∗


= − 1

00(∗ |  )
0(∗)  0 (5)

This is intuitive - other things equal a firm with a high cost of good

behavior engages in less of it.

The first order-condition implicitly defines choice of behavior as a smooth,

decreasing function of cost type. For future purposes it will be helpful to

denote that function, ∗ = (). We will use the notation 
−1 to denote the

inverse function:  = −1(∗). In other words for a given chosen behavior
∗, the cost-type of a firm that finds it optimal to choose that behavior is

described by −1(∗).
Monotonicity of  allows us to define e = −1() as a critical value of

the cost-type parameter such that ∗   for firms of cost-type   e, ∗  

for firms of cost-type   e.5
In words firms with a value of the cost parameter higher than e will

choose a level of behavior that is below the community hostility threshold,

those with lowers values will choose above. Note that only a firm for which

 = e will choose to satisfy community expectations exactly - all others
either under- or over-satisfy.

5Note that  is implicitly defined by
 = − 1

0()

0
(( |  )) ( |  )




We note in passing that  itself depends upon  and , but with ambiguous sign.
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2.1.2 Comparative static with respect to 

What do we expect to happen to the behavior of firms, individually and in

aggregate, if the hostility threshold in the community increases? In other

words if members of the community become more demanding in the standard

of behavior that they expect firm’s to adhere to.

One natural presumption might be that since a firm wishes to avoid

arousing community hostility, a more demanding standard will encourage

better behavior. But in a noisy decision environment, with firm heterogene-

ity, we cannot rely on such a conventional wisdom. We have just observed

that in equilibrium the population of firms will be divided amongst a subset

that are over-satisfying community expectations, and those that are under -

satisfying, and the reactions will vary qualitatively between those subsets.

To investigate this we consider the comparative static implication of an

increase in . Differentiating (4) with respect to  gives

∗


= − 1

00(∗ |  )
½
0((∗ |  ))





µ
(∗ |  )



¶¾
R 0 (6)

The sign-ambiguity of this expression is of some interest, and is worth

exploring in more detail. We can observe that



µ
∗



¶
= 

µ




µ
(∗ |  )



¶¶
(7)

Recalling the notation ∗ = () the single-peakedness of the distribu-

tion of  at  then implies that
6





µ
(() |  )



¶
⎧⎪⎪⎪⎪⎪⎨⎪⎪⎪⎪⎪⎩

 0    e
= 0   = e
 0    e

 (8)

An increase in community standards as embodied in higher common

hostility thresholds , ceteris paribus, encourages an interval of low cost

firms to improve their behavior. At the same time it induces the behavior

of those in the higher cost interval to worsen their behavior.

6Note that the single-peakedness of  at  is what matters for this result - the

assumption of normality of  is sufficient but but not necessary.
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Result 1 (Polarization of behavior) In settings where all citizens have a

common hostility threshold, an increase in that threshold causes an interval

of low cost firms to improve their behavior, an interval of high cost firms to

worsen theirs.

Recognizing that  is already decreasing in  means that the improve-

ments in behavior are drawn from those firms that were initially behaving

comparatively well, the worsening of behavior comes from those already be-

having comparatively badly. There is a ‘polarization’ in behavior: The good

get better, but the bad get worse.

This is illustrated for a non-marginal increase in  in Figure 3.7

The ambiguity impact of a change in  on behavior is of some interest,

and can be understood for diagrams.

Consider Figure 4, drawn for the case of some firm  of type   e.
Since   e it is true by construction that ∗  . Firm  is of a type that

finds it comparatively uncostly to behave well, and engages in behavior that

exceeds community standards. We are interested in the sign of ∗  which,
recall, will coincide with the sign of the cross-partial (∗ |  ). The
fraction of the population that the firm expects to render hostile by its choice

of behavior, (∗ |  ), is the shaded area under the density function to the
left of . Then (∗ |  ) is simply the height of that density function
at . It measures the amount by which the shaded area under the density

function to the left of  (the expected fraction of the community rendered

hostile) would be reduced if the whole curve were to be shifted marginally to

the right by a marginal improvement in behavior. We can see immediately

that this height is increasing in  in this neighborhood (indeed whenever

  ∗ ).



µ
2(∗ () |  )



¶¯̄̄̄
  0

such that ∗  will also be positive in these cases. This is the ‘good
get better’ element of the Proposition above. Those firms already initially

above the hostility threshold will further improve their behavior in response

to an increase in that threshold.

Conversely, if we consider a firm for which   e, implying ∗  ,

the height of the density function at  is decreasing in  and the sign of

7Noting that may itself vary with  (in a manner that is sign-ambiguous) some license

has been taken in constructing the figure since  has been drawn as fixed. The result as
stated is correct, though the boundary of the interval () is itself endogenous.
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the cross-derivative is reversed. This case is illustrated in Figure 5. The

behavior of these firms worsens in response to an increase in .

Assuming behavior across firm’s to be aggregable (consider reductions

in discharge of some pollutant, for example) we can define

 =
X


∗ ()

as ‘aggregate good behavior’. It then follows directly from the analysis

above that

Result 2 Aggregate good behavior, , may increase or decrease with an

increase in the community hostility threshold .

The condition for an increase in threshold to worsen aggregate behavior

is that there be a sufficient mass for firms of type   e. In that case an
increasedly ‘demanding’ public discourages pro-social behavior by firms in

aggregate.

2.2 The ‘Shining of Light’: Changes in 

A primary motive in this research is an interest in the relationship between

the transparency of the informational environment within which a firm op-

erates, and its behavior. It is widely presumed that a more transparent

environment will induce improvement in behavior, as firms endeavour to

avoid displeasing consumers, investors, employees and other stakeholders

whose support is important.

So far we have treated , the standard deviation of the signal that the

representative citizen receives of the actual behavior of the firm, as fixed. In

fact in most contexts we can see it something that could be varied, capturing

as it does the transparency or opacity of the environment within which the

firm operates.

Government-mandated disclosure programs have proliferated in recent

years, and now form an important policy option for environmental regulators

in both developed and developing countries. The Toxic Release Inventory

(TRI) program operated by the United States Environmental Protection

Agency is a well-known example, as is the Pollution Control Evaluation

and Rating Program (PROPER) in Indonesia (cite study on each). Such

disclosure programs seek to make sure that interested member of the public

have access to better quality data on the environmental performance of

10



firms. The programs are distinct from the data-gathering that happens in

the context of regulatory enforcement in which inadequate performance leads

to regulatory penalty. For disclosure programs the public dissemination of

performance data is the end in itself.

Equally many environmental NGO’s act as self-appointed watchdogs,

collecting information on the performance of firms and transmitting it to the

public in the form of negative campaigns (for bad performance), prizes and

labels (for good behavior) or, more generally, league tables and scorecards.

Whether government- or NGO-mandated, the explicit or implicit as-

sumption of their architects is that by making data publicly available recal-

citrant polluters can be induced to behave better (Heyes and Kapur (2012)).

We will explore this conventional wisdom in the analysis that follows. The

various channels through which this might work are not well-understood,

but typically involve firm’s wanting to avoid the reputational penalty that

might follow from being seen to behave badly.

The significance of misbehavior being seen is significant, and points to

the need to understand how citizens form opinions of firms. Member of the

public  can be expected to have only a noisy assessment of the behavior of

firm . He or she may have limited attention span, or ability to assimilate

and interrupt data; may receive ‘data’ on firms from a variety of formal and

informal sources of varying levels of accuracy and veracity. The ‘behavior’ of

a firm is itself likely to be multi-dimensional, even though for the purposed

of the model we comprerss it as a single (perhaps composite) variable. This

‘fuzzy’ aspect of the information environment in which citizens and firms

cohabit is integral to the analysis in this paper.

Abstracting from the precise mechanics of how information on firms is

transmitted and assimilated by community members we can think of , the

noisiness of the signal that a citizen receives about the behavior of a firm,

as something manipulable. It is a measure of the transparency (or opacity)

of the information environment. A decrease in  would correspond with a

more comprehensive or accurate disclosure program or as - to borrow the

turn of phrase cited from Joseph Stiglitz at the start of the paper - a ‘shining

of light’.

We ignore the possibility that the NGO might aim to bias perceptions of

firms by spreading misinformation, or the complications that arise in how a

member of the public might interpret information from a biased source.8 The

8 It would be possible to model dishonest information campaigns, or one-sided strategies

where only bad information (for instance) gets transmitted. This relates to the literatures

on advocacy and biased experts (Chakrobarty and Harbough (2010), Krishna and Morgan

(2001), etc.).
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NGO here is a sincere disseminator of information, and has the opportunity

to influence the transparency of the information environment in which the

representative citizen operates (to progress the shining of light analogy, the

illumination is ‘ambient’ rather than ‘spot’ in nature).

Retaining the assumption of a common and fixed  we are interested,

then, in understanding the incentive implications of a change in . Does a

shining of light make firms behave better? In other how does a decrease in 

- an increase in the precision of information available to the public - impact

 and ?

The answer turns out to be complex. Differentiation of (2) yields

∗


= − 1

00(∗ |  )
½
0((∗ |  ))





µ
(∗ |  )



¶¾
 (9)

Since 00  0 and 0  0 we can observe that



µ
∗



¶
= 

µ
− 



µ
(∗ |  )



¶¶
 (10)

As noted above (∗ |  ) is simply the height of the probability
density function centred on ∗ evaluated at  (recall Figures 4 and 5).

Diagramatically the question of the sign of the expression in (10) comes

down to whether any change in  - the ‘spread’ of the distribution - increases

or decreases that height. The impact of a change in  on that height varies

qualitatively across the support, as is apparent in Figure 6. An increase in

transparency (decrease in ) tightens the probability density of  around

∗ from the broken to the solid. The height of the middle part of the density
is increased (more concretely the interval in the range (∗ − ) to (∗ + )),

outside those intervals it is decreased.9

If ∗ was initially chosen sufficiently close to , then 
2(∗ |  ) 

0 such ∗  0 - more transparency induces better behavior. If ∗ was
initially chosen further from  - in either direction - then ∗  0 such

that more transparency makes behavior worse.

Defining

0 = −1(− )

and

00 = −1(+ )

9The interval boundaries (∗−) and (∗+) are derived for the Normal distribution,

but it should be apparent that analogous critical values will exist for other single-peaked

functions where an increase in  is associated with a ‘flattening out’ of the distribution.
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as the threshold firm types that locate within the central interval, we

can summarise

∗


=

⎧⎨⎩
 0 if  ∈ (0 00)
= 0 if  = 0 or 00

 0 otherwise

Result 3 An increase in the transparency of the information environment

(reduction in ) will induce an worsening in behavior for an interval of high

cost and an interval of low cost firms. It will induce an improvement in

behavior from an interval in the middle.

This is illustrated in Figure 7. (We note agina that some license is

taken in constructing the figure since it abstracts from the (sign ambiguous)

dependence of 0 or 00on . The result is correct as stated, however).

Given that we have placed no restriction on the distribution of -types, it

is therefore straight-forward to prove by example that an increase in trans-

parency has an ambiguous impact on aggregate behavior, .

Result 4 An increase in transparency of the information environment (re-

duction in ) may cause aggregate good behavior, , to increase or decrease.

The condition for a reduction in  to worsen aggregate behavior is that

there be a sufficient mass for firms of type   e. In that case an increasedly
‘demanding’ public discourages pro-social behavior by firms in aggregate.

2.2.1 The NGO’s Choice of Transparency

So how will the NGO in our model go about calibrating its infromation

programme - its choice of ?

There are a varity of objectives that could be attributed to an NGO

- including welfare - but we will assume that it’s mission is to maximise

aggregate good behavior,  Thus in an environmental setting, for example,

the green NGO might be interested in maximising the sum of emissions

reductions across the population of firms.

To keep results particularlt start we will assume that the activity of

information collection and disemination is itself directly costless. This is

clearly not realistic, but methodologically it is helpful.

The NGO’s problem, then, is to choose  to maximise

 =

Z 



∗()
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Assuming an interior solution to the NGO’s problem, its choice of  will

be defined by the first-order condition




=

Z −1(−)

−∞

∗()


 +

Z −1(+)

−1(−)

∗()


 +

Z +∞

−1(+)

∗()


 = 0

where by Result 3 the middle integral is negative while the derivatives in

the left and right integrals are positive. In contemplating reducing  - in-

creasing the intensity of its information programme - the NGO trades-off the

enhanced performance of ‘mid-range’ firms against the worsened behavior

encouraged at either end of the distribution.

3 A General Setting

So far we have effectively discussed a single firm - albeit allowed for alterna-

tive scenarios about that firms cost-type - in a setting where citizens have

common hostility thresholds. This allowed us to highlight the mechanics of

the model, and in particular the rich and qualitatively ambiguous compar-

ative statics of behavior with respect to changes in the common hostility

threshold, and the transparency of the informational environment.

In a real world setting we can expect a large number of firms, varying

in cost type, to operate in a community of citizens with varying hostility

thresholds.

To capture the (plausible) heterogeneity in hostility thresholds in the

community assume that there are distributed according to some density

function () with an associated cumulative () With a distribution of

-types the probability that a given behavior by the firm will induce hos-

tility varies across individuals. Aggregating across individuals, however, the

expected fraction of the community rendered hostile by choice of behavior

 can be written Z


∙Z 

−∞
( )

¸
() = ( | () )

The risk averse, profit-maximising firm  then chooses behavior  to mini-

mize

( | () ) = () + 

µZ


∙Z 

−∞
( )

¸
()

¶
The solution to the firm’s problem, then, depends upon the distribution

of threshold-types in the population.
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The characterisation of this more general (and more realistic) setting can

be expected to generate much richer and more nuanced results. We do not,

however, expect to lose the qualitative insights and ambiguities identifed in

the common value case in Section 2. In particular the ambiguous impact of

an increase in ’s and a decrease in  will be preserved.

4 Conclusions

In this paper we have provided an explicit, micro-founded model that re-

lates firm behavior to community hostility in a world in which community

members have minimal standards of behavior to which they expect firms to

subscribe, and in which an NGO provides the informational lens through

which the behavior of the firm is observed.

The analysis generated some suprising and important results. A ‘raising

of the bar’ by communities - raising the standard of behavior that com-

munity members expect a firm to satisfy to avoid disapproval - generates

a polarisation in behavior, and can have a positive or negative impact on

aggregate behavior. Increasing the transparency of the information environ-

ment which community members and firms cohabit leads to a slackening of

behavior by high-performing and low-perfoming firms, but an improvement

in the middle, with the impact on aggregate behavior again qualitatively

ambiguous.
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