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Abstract

We analyze the strategic decision of firms to imvascorporate social responsibility
(CSR) and to subsequently certify (or not) its prectcbn in settings where there is scope
for fraud in uncertified products. Equilibrium oatoes crucially depend on endogenous
consumers' beliefs about the credibility of firmsicertified claims. We show that the
key feature that makes fraud likely is the lessntltamplete consumers’ trust on
uncertified claims, which arises under intermediists of CSR production relative to
fraud costs. Our results support that the scenar@se certification is the largest do not
correspond with those where CSR investments aits &tighest. A reduction in CSR
production costs relative to the costs of comngtfimud extends the likelihood of CSR
production, but this does not generally increaselitelihood of certification. In fact,
certification is the largest for an interior level CSR production costs. In addition,
although we see that generally price premia mdteltorresponding marginal production
costs, under Cournot competition the presenceanfdfresults in a differentiation price
premium below the marginal CSR production costs arartification price premium
above marginal certification costs.

Key words. asymmetric information, credence good, certifiaatimaud, environmental
quality, corporate social responsibility.

JEL codes. C72, D43, H23, Q58.

"Please send all correspondence to: Carmen Argu€damrtamento de Andlisis Econémico: Teoria
Econdmica e Historia Econdémica, Universidad Autéaata Madrid, 28049 Cantoblanco, Madrid, Spain.
E-mail: carmen.arguedas@uam.€Bhe authorswish to thank Rudolf Kerschbamer, the conference
participants of WCERE, AERNA, EAERE and SAEe Megsinand the seminar participants at Universidad
de Vigo and BC3-UPV for useful comments and suggeston earlier drafts. Carmen Arguedas
acknowledges the financial support from the Spa@ishernment under research project ECO2011-25349.

1



