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Abstract  

An increasing number of corporations are adapting their strategies to include projects aimed at 

achieving United Nations’ Sustainable Development Goals. Nonetheless, the implementation 

of these projects revives a fifty-year old question about the impact of sustainable activity on 

corporate financial performance and sustainability outcomes. This paper proposes the analysis 

of the Switching Costs of sustainable projects as a way to identify areas of improvement for 

corporate strategies, thus responding to the urgent need for models and assessment tools able 

to achieve financial and sustainability objectives as claimed by both practice and academia. A 

conceptual framework relating the Switching Costs of sustainable projects to sustainability and 

corporate financial performance has been developed and applied in this research to a case-study 

company, Walmart Mexico and Central America. This paper addresses the challenge of 

recognising, collecting and gauging the effect of the changes, particularly those of an intangible 

nature, generated by the sustainable projects. 



1. Introduction  

As per the United Nations’ Sustainable Development Agenda (2030) released in 2015 that 

was ratified by 193 countries, “Sustainable Development Goals (SDGs) are the blueprint [for 

politics, business and society] to [use to] achieve a better and more sustainable future for all”. 

They include 17 fundamental aspects such as poverty, climate, health and education, among 

others.  

The difficulty of implementing SDG projects in corporate strategies falls down in the over 

fifty-year literature stream of unsolved ‘trade-off’ debate on the relationship between 

Sustainability and Corporate Financial Performance (Friedman, 1962, 1970; Samuelson, 

1971). Nevertheless, nowadays, committing to sustainability is not questioned anymore as 

societal values have changed and these values are reflected by the regulatory developments. 

As a result, firms are increasingly aware of the risks and opportunities of sustainability in an 

increasingly competitive environment (Carroll and Shabana, 2010). On one hand, failing to 

implement sustainability may affect corporate financial performance (CFP), for instance, 

through fines for compliance breaches or through the detrimental corporate image affecting 

stock prices (Schaltegger and Burritt, 2018). On the other hand, as ethical indexes gain 

importance and responsible investment funds bloom, sustainability may represent a new 

channel for firms to use to raise market capitalisation and external funds (Dam and Scholtens, 

2015; Eccles et al., 2014).  

Nevertheless, despite the existence of corporate sustainability programmes, the applied 

sustainability tactics hardly add up to a coherent sustainable strategy (Eccles and Serafeim, 

2013). Managers are thus challenged by the pressure of taking and communicating strategic 

decisions with the dual objective of achieving financial performance and sustainability (Hsu et 

al., 2013; Silva et al., 2019). For this reason, assessment methodologies such as materiality 

studies, which are able to reveal a companies’ material issues, are becoming increasingly 

popular, especially with regards to listed companies (Hsu et al., 2013; Khan et al., 2016). 

In the specific case of pursuing SDGs, understanding how advantages arise is not 

straightforward, therefore unveiling the demand for innovative tools and analytical frameworks 

(Sullivan et al., 2018). In particular, as stated by Caiado et al. (2018), one of the main issues is 

how to tackle the barriers and challenges that come with operationalising and monitoring the 

implementation of the 2030 Agenda.  

Ultimately, practitioners claim to lack models or tools to use to help managers in making 

strategic investment decisions in order to gain the dual purpose of sustainability and financial 

performance (Ludeke-Freund and Dembek, 2017; Maas et al., 2016; Silva et al., 2019). 

Significant knowledge development is missing out on the effects of implementing 



sustainability, which involves fundamental changes in multiple aspects of the organisation 

(Bocken et al., 2014). These changes involve not just processes but also values and beliefs, as 

well as the emotional disposition and motivation of its members (Zollo et al., 2013). 

Nevertheless, these effects are particularly difficult to assess due to their intangible nature 

(Funk, 2003; Surroca et al., 2010). 

To address this issue, Switching Cost (SC) analysis is proposed in this research to help 

firms in creating or improving a strategy that is able to successfully implement SDGs-

oriented projects without compromising the firm’s financial performance. In fact, while 

it is widely recognised in the strategy, economics, and marketing literature that SC is one of 

the most important factors contributing to business value generation, in the strategic 

management field, it is also regarded as a crucial factor that helps firms to create and sustain 

competitive advantages (Hess and Ricart, 2003). Nevertheless, the application of SC analysis 

to sustainable projects to improve a business-oriented strategy has never been explored. 

In this paper, it is argued that switching costs, defined as the costs associated with 

implementing changes through specific projects, plays a key role in the decision-making 

process when elements such as sustainability or innovation are incorporated into a financial 

performance-oriented business strategy. 

As noted by Zollo et al (2013), adopting the (sustainability) change initiative as the core 

unit of analysis, and focusing on some of the theoretically and managerially meaningful 

dimensions, allows for us to identify the enabling and hindering factors of the transformational 

processes. Therefore, in this research, the core unit of analysis is corporate SDGs-oriented 

projects. The meaningful dimensions have been represented by the financial and sustainability 

performance while the enabling and hindering factors are switching costs.  

With regards to sustainability performance, one of the most common practices when 

measuring a company’s ability to achieve sustainability is to consider the environmental, social 

and governance (ESG) dimensions, represented by the ESG scores generated by various index 

providers such as Thompson Reuters, MSCI or Bloomberg (Cheng et al., 2014; Eccles et al., 

2014 and Ferrero-Ferrero et al., 2016 among others).  

To understand the role that SC plays in favouring both financial and sustainability 

performance, the following questions have been investigated through this research: 

RQ1. How can SDGs be better disseminated through the SC analysis of the ESG 

dimensions? 

RQ2. How can SC analysis be applied to a company pursuing both SDGs and financial 

returns? 



RQ3. How can strategic areas of intervention be revealed to further improve either 

financial returns or ESG dimensions? 

In order to answer the above questions, this paper is structured as follows: the concept and 

scope of SC as analysed in this work has been explained in Section 2. The theoretical 

conceptual framework used to assess the firm’s strategy and the SC structure of the SDGs-

oriented projects has been presented in Section 3. The crucial role of the research design 

adopted for answering the research questions has been explained in Section 4. The application 

of SC analysis to the case-study in relation to the ESG outcomes and the assessment of the 

projects has been analysed in Section 5. The implications, applications and contributions of 

this research to the literature on Sustainability Development and Corporate Financial 

Performance have been discussed in Section 6. Finally, conclusions and indications for future 

research have been provided in Section 7.  

2. Switching Cost analysis  

Switching costs is commonly defined as the costs faced by a firm (or an individual) when 

switching products or providers (Thompson and Cats-Baril, 2002). SC is a complex concept to 

define because of its multi-dimensional nature and different meanings. The difficulty of 

conducting SC research is in isolating the situations in which SC could incur and observing the 

form in which they should exist (Chebat et al., 2011).  

The interest in SC analysis for the purpose of this paper is due to the fact that SC is directly 

related to business financial performance. This is as it represents the cost of changing products, 

service and suppliers as well as the cost of generating the associated activities, i.e. information 

searching, contract making, risks etc. Early studies on SC theory such as the one conducted by 

Monteverde and Teece (1982) focused on Transaction Cost theory (Coase, 1937), which 

included not only the price of a product on a market, but also other organisational costs due to, 

for example, uncertainty, searching for information, or contracting. Nevertheless, nowadays, 

transaction costs cannot be used as a synonym of SC, as layers of complexity and different 

meanings have been included in the SC definition during the years, making it a multi-

dimensional concept of which transaction costs is just one of the possible categories (Fornell, 

1992; Klemperer, 1987). For instance, Nilssen (1992) divides the consumers’ switching costs 

into transaction costs and learning costs. This means that while transaction costs are SC, SC is 

not exclusively transaction costs.  

To identify and understand the definitions and dimensions of the SC construct, over 90 

journal papers and books have been reviewed to produce a list of SCs. SC has then been 

grouped to avoid concepts from overlapping as in Table 1. This permitted the operational data 



collection. For instance, technology-related costs as per Porter (1980, 1985), were not analysed 

as such, but they were analysed as part of wider groups of costs, such as setup and execution, 

performance and learning costs. 

Table 1 - Summary of the Scope of Switching Costs 

Economic & 
Financial 

➢ SC which are financially quantifiable ➢ Burnham at al. (2003) 

Uncertainty 
costs 

• reduced performance and limitations 
due to potential risks of uncertainty 

• Klemperer (1995), Jones et al. 
(2002), Whitten and Wakefield 
(2006) 

Contractual 
costs 

• costs of breaking existing contracts or 
relationships 

• Klemperer (1987), Chebat et al. 
(2011) 

Search costs • perception of the time and effort of 
gathering information prior to the 
switching  

• Fornell (1992); Patterson and Smith 
(2003); Chebat et al. (2011) 

Setup and 
execution 
costs 

• cost of implementing changes 
(facilities, technical support, etc), 
including product differentiation costs, 
information/communication costs 

• Jones et al. (2002); Patterson and 
Smith (2003) ; Whitten and 
Wakefield (2006); Chebat et al. 
(2011) 

Sunk costs • perception of investments and costs 
already incurred in establishing and 
maintaining infrastructures or 
relationships 

• Jones et al. (2002); Whitten and 
Wakefield (2006); Chebat et al. 
(2011) 

Performance 
and time 
costs 

• perception of the performance 
benefits or privileges lost by switching 

• De Ruyter et al. (1998); Jones et al. 
(2002) 

Procedural ➢ SC which involve or affect procedures 
or processes 

➢ Burnham at al. (2003) 

Learning 
costs 

• perception of the time and effort to 
learn a new service routine 

• Klemperer (1987); Nilssen (1992); 
Fornell (1992); Chebat et al. (2011);  

Uncertainty 
costs 

• reduced performance and limitations 
due to potential risks of uncertainty 

• Klemperer (1995), Jones et al. 
(2002), Whitten and Wakefield 
(2006) 

Continuity 
costs 

• perception of costs of changing an 
existing habit/relation (including 
transaction costs) 

• Chebat et al. (2011) 

Search costs • perception of the time and effort of 
gathering information prior to the 
switching 

• Fornell (1992); Patterson and Smith 
(2003); Chebat et al. (2011) 

Setup and 
execution 
costs 

• cost of implementing changes 
(facilities, technical support, etc), 
including product differentiation costs, 
information/communication costs 

• Jones et al. (2002); Patterson and 
Smith (2003) ; Wakefield (2006); 
Chebat et al. (2011) 

Performance 
and time 
costs 

• perception of the benefits or privileges 
lost by switching 

• De Ruyter et al. (1998); Jones et al. 
(2002) 

Relational & 
Emotional 

➢ SC which concern relationships and 
affect emotionally 

➢ Burnham at al. (2003) 

Continuity 
costs 

• perception of costs of changing an 
existing habit/relation (including 
personal relationship loss and 
emotional costs) 

• Chebat et al. (2011) 

Sunk costs • perception of investments and costs 
already incurred in establishing and 
maintaining relationships 

• Jones et al. (2002); Whitten and 
Wakefield (2006); Chebat et al. 
(2011) 



Performance 
and time 
costs 

• perception of the benefits or privileges 
lost by switching 

• De Ruyter et al. (1998); Jones et al. 
(2002) 

 

The grouped SC were assigned to three SC types, specifically economic and financial, 

procedural and relational and emotional, as defined by Burnham et al (2003) and as adopted in 

successive research studies such as those conducted by Bell et al (2005), Jones et al (2007), 

and Bhattacharya (2013). Table 1 also highlights that certain SC are multi-dimensional and 

therefore belong to different types of SC. For example, ‘performance and time’ costs may 

belong to all three types of SC; ‘economic and financial’, ‘relational and emotional’, and 

‘procedural’. Similarly, ‘setup costs’ or ‘search costs’ may be ‘economic and financial’ costs 

and/or ‘procedural’ costs.  

The literature review also revealed that over the years, a large stream of research has 

focused on the firms’ strategic moves with respect to the consumers’ SC, partially obscuring 

the effects that the costs play internally within the firm as a result of its strategic decisions and 

the active role that the firm can undertake in managing them. Nevertheless, it is particularly 

important to focus on this aspect as an adverse relation exists between the firms’ SC and CFP, 

as pointed out firstly by transaction-cost theorists such Coase (1939) and Williamson (1981) 

and lately, by Porter (1985), who claim that a corporate financial strategy needs to minimise 

the SC incurred by the firm itself. In light of this, the conceptual framework presented in the 

next section reintroduces SC analysis from a firm’s perspective.  

Nonetheless, it is noted in the literature that changes due to the implementation of 

sustainability also creates benefits for the organisation (Byl and Slawinski, 2015; Markman et 

al., 2016). In particular, it has been remarked that the creation of value (beyond just its 

economic sense) occurs when benefits exceed costs and therefore both benefits and costs 

should be taken into consideration (Barroso and Picón, 2012; Porter and Kramer, 2002).  

In this regard, it is claimed that switching benefits as per Nilssen (1992) is the opposite of 

switching costs or, using Hellmer (2010)’s words, that ‘negative switching costs’ are 

‘switching benefits’ (SB). This reflects the fact that any change introduced to the organisation 

(including those created by the sustainable activity) may generate positive or negative effects, 

both of which need to be considered when assessing the created value.  

Thus, in this paper, it is necessary to highlight and consider the possibility of bringing not 

just costs but also benefits into the organisation while a change (i.e. switching products or 

suppliers) is taking place. That is to say, although the majority of the literature refers to SC in 



the proposed conceptual frameworks discussed so far, when it comes to the detailed SC 

analysis, it is concerned with both SC and SB.  

3. Conceptual research framework  

Based on the literature on Sustainability and Corporate Financial Performance, the 

conceptual framework as developed in this paper has been shown in Figure 1. The strategy 

objective is the combination of three variables, namely CFP, the sustainable activity (here it is 

the SDG-oriented projects) and its outcome (the sustainability performance, here represented 

by the ESG score). 

 In particular, according to the theory of slack resources, the stronger the CFP that a firm 

achieves, the more sustainable commitments that the firm has and, in turn, the higher the level 

of investment in sustainability that projects can be (Orlitzky et al., 2003; Surroca et al., 2010, 

among the others). In addition, as per Ferrero-Ferrero et al (2016), a company’s commitment 

and effectiveness towards the creation of a consistent competitive advantage in the ESG 

dimensions constitutes an intangible value that leads to improvements in corporate 

performance. Nonetheless, the positive relationship between the ESG score and financial 

performance also reflects on the access to new capital (Dam and Scholtens, 2015; Eccles et al., 

2014).  

 Figure 1- Conceptual framework 

  

 

The lower part of the diagram on SC introduces new considerations for the full achievement 

of the objective of the strategy. In this regard, it is important to highlight that while SDGs-



oriented projects have a direct positive input concerning sustainability performance (and 

therefore the ESG Score), the effects on CFP are not as direct. There are many factors affecting 

CFP, among which are the competitive forces mentioned by Porter’s Five Forces (1985) (threat 

of new entrants, substitutes, the customers’ power, the suppliers’ power and industry rivalry, 

among the others). Nevertheless, while extensive research on this aspect has been conducted 

over the years, this work addresses the need for academics to conduct further research on the 

firm’s SC, as mentioned in Section 2. The framework thus highlights the negative relationship 

between a firm’s SC and its CFP (Porter, 1985).  

The above described conceptual framework allows us to analyse the SC structure of a 

company to detect areas of improvement for the corporate strategy in order to achieve high 

sustainability and CFP. By suggesting areas of intervention, the framework helps firms to 

identify more effective ways of investing money into sustainability projects and reducing the 

amount of wasted resources to achieve their ultimate strategic objectives. 

4. Research Design  

There are two main challenges in the study of SC and therefore in the development of the 

tools or models used for SC analysis (Burnham et al., 2003; Hess and Ricart, 2003). First of 

all, there is a lack of consistency or comprehensive typology as well as confusion in terms of 

conceptualising and categorising the SC construct. Second, there is the difficulty of collecting 

and measuring SC, which is strictly related to the first. SC is very specific to each organisation 

and a database does not exist. The issue of measuring SC is due to its multi-dimensional nature, 

as mentioned in Section 2, which adds complexity to the challenge of defining and recognising 

the SC construct, spanning into numerous scales, degrees and perspectives which makes it 

difficult to isolate and gauge the various components of SC (Burnham et al., 2003; Chebat et 

al., 2011). In addition, while financial costs are quantifiable in nature, the relational (also called 

‘social’) or procedural costs are much more difficult to reveal and measure (Stole, 2007).  

To overcome the challenges that hinder the investigation of the questions that are the object 

of this work, the research design undertaken has been summarised in Figure 2. The results have 

then been shared with the participating firm, which approved the publication of this paper. 

Figure 2- Research Design 



 

4.1. Case Study Research  

The choice of using a case study research methodology is crucial in this work to collect 

the kind of information needed to answer the research question by its epistemological 

implications. In fact, when looking to build knowledge and understanding the dynamics of a 

still unexplored field such as the relationship between the SC of sustainable projects and CFP, 

the case study methodology favours an in-depth understanding of complex issues such as any 

organisational and managerial dynamics for its ability to answer the ‘how’ research questions 

(Swanborn, 2010; Yin, 2018).  

As mentioned by Yin (2018), there are four different research designs with regards to case 

study research depending on the depth and breadth that is needed to answer the research 

question: single case with just one unit of analysis (Type 1), single-case which is ‘embedded’, 

i.e. with multiple units of analysis (Type 2), multiple case studies with a single unit of analysis 

(Type 3) and ‘embedded’ multiple case studies (Type 4). The four case study types correspond 

to different implications in terms of reliability and the generalisation of any claimed results, 

with the weaker being Type 1 and the stronger being Type 4. 

As the purpose of this research is not to conduct a comparative or inferential study but 

rather to explore SC analysis in light of the developed conceptual framework, Type 2 has been 

chosen over the other options. The ‘embedded case-study’ consists of a case (company) with 

multiple units of analysis (projects), which has been chosen in this study as the ‘best-in-class’ 

to represent a critical case. The critical case is part of a purposive sampling based on a 

judgement about a specific population, which in this research consisted of the ESG and CFP 

criteria as discussed in the following section. Purposive sampling is usually preferred in 

explorative research to random sampling, which instead typically characterises inferential 



studies (Lavrakas, 2008). According to Yin, the original phenomenon of interest (the company) 

becomes the context and not the target of study, which instead focuses on applying SC analysis 

to SDGs-oriented projects. 

As mentioned by Easton (2010), the knowledge claims of case study research are often 

attacked due to their lack of generalisability. Nevertheless, it is important to remark as per Yin 

(2018) that case studies, like experiments, are generalisable to theoretical propositions as the 

researcher's goal is to expand and generalise theories (analytical generalisation) rather than to 

enumerate frequencies (statistical generalisation). 

4.2. Case-study selection criteria  

As noted by Auerbach and Silverstein (2003), different sampling strategies lead to different 

implications and what is the most appropriate depends on the research purpose. In selecting the 

critical sampling, a list of ‘best-in-class’ with a high ESG score and high CFP was produced 

through Thompson Reuters’ Eikon according to the following criteria: 

 

• CFP was represented by positive accounting measures, specifically ROA (return on 

assets), ROE (return on equity) and positive market measures such as total returns. The 

choice of CFP variables follows a number of studies that have considered both 

accounting and market indicators to capture all sustainability benefits (Dam and 

Scholtens, 2015; Stankevičienė and Čepulytė, 2014; among the others). 

 

• Sustainability performance is represented by an ESC Score > 50. This benchmark figure 

corresponds to the firms’ risk rating of A and B ranges as per Thompson Reuters (2019), 

representing the low risk of negative financial impact due to poor sustainability 

performance. Assigned by credit rating agencies such as Standard & Poor’s, Moody’s 

and Fitch Ratings, these scores can be considered a further indication of good practice, 

particularly in terms of corporate governance as they reflect the company’s ability to 

pay back debts and therefore they are an indicator of financial stability.  

 

The company participating to this study, Walmart Mexico and Central America, is one of 

only 18 public retail companies worldwide to meet the ‘best-in-class’ criteria. The company is 

characterised by a series of achievements in terms of financial as well as ESG performance as 

shown in Table 2. 



Table 2 - Sustainability and Financial Criteria for Walmart Mexico and Central America (Thompson Reuters Eikon, FY data) 

 

4.3. Data collection method  

The research was conducted through interviews applied in an inductive and abductive 

investigation (descriptive, exploratory or explanatory). This is because it allows for the 

researcher to collect targeted data on a chosen topic in an insightful way, providing perceived 

causal inferences and explanations (Yin, 2018). This method is particularly appropriate to 

gather information when the participants are informed of the facts or where they can provide 

historical insights, giving control over the lines of questioning (Creswell and Creswell, 2018). 

Interviews also go beyond the content and operational limitations of documentary research, 

such as understanding the effects and provision of the feedback on the right language to use 

with the participants, or when the research aim is to identify gaps between strategic decisions 

and their effects (Saunders et al., 2015). The high degree of sensitivity to the context, as is the 

case of corporate projects and their SC, is rightfully regarded as a crucial advantage of 

qualitative interviews over the standardised survey method (Bogner et al., 2009). 

Among the different types of interviews, semi-structured ones are the most suitable to use 

when collecting data on SC in order to further understand their strategic aspects. This is because 

the questions are based on pre-defined (yet flexible) coding, thus allowing for the information 

gathering to be done in an organised, comparable way. The open-ended and conversational 

nature of this kind of research method highly favours deep understanding, helping the 

researcher to detect relationships between key concepts and key players (Creswell and 

Creswell, 2018; Saunders et al., 2015).  

The information collected through the interviews was integrated, complemented and 

verified with secondary data (documents), as in Table 3. 

Table 3- Documentary Material 

Document Title Type Source Year 

- Corporate Social 

Responsibility 

Management 

PPT Presentation, 

CSR Management 

Company by email 2017 



- Central America 

(Responsibility) 

Factsheet 

Factsheet Company Website 

https://corporate.walmart.com/media-

library/document/central-america-

market-fact-sheet-october-

2018/_proxyDocument?id=00000166-

7833-dffa-a767-78f726ea0001 

2018 

-General 

Information 

Webpage Company Website 

https://corporate.walmart.com/our-

story/our-

business/international/central-america 

https://www.walmart.com.mx/ 

2016-2018 

- Global Women 

Empowering 

PPT Presentation, 

Project Information 

Department of Suppliers Development 

by email 

2017 

- Projects 

clarifications 

(reverse economy) 

Email Company by email 2017 

- Recycling PET 

Bottles & 

Aluminum 

PPT Presentation, 

Project Information 

Department of Reverse Economy by 

email 

2016 

- Small Supplier PPT Presentation, 

Project Information 

Department of Suppliers Development 

by email 

2017 

- Strategy for 

Corporate 

Responsibility 

Financial and 

Corporate 

Responsibility Report 

Company Website 

https://corporate.walmart.com/2018grr/  

2018 

 

While the units of analysis are the company’s SDGs-oriented projects, the unit of the data 

collection itself is made up of individuals. Given the importance of interviewing the sources 

who are the most knowledgeable on the discussed projects or who have a major impact through 

their actions, as suggested by Bogner et al (2009), Heads of Projects, Heads of Departments 

and Project Managers were chosen as the interviewees and therefore as the data sources.  

The qualitative nature of the collected data was then examined through quantitative, 

descriptive analysis. In fact, fairly large quantities of data can normally be processed as part of 

a qualitative content investigation, allowing for quantitative stages to be built into the analysis 

(Flick et al., 2004). In fact, data collected through both documentary research and interviews 

can be processed using coding and converted to quantitative data (Auerbach and Silverstein, 

2003). 

4.4. Questionnaire design  

The list of investigated SCs has been reported in Table 4 in relation to the number of 

questions submitted to the interviewees (see the questionnaire in Table 5). 

Table 4 - Types of switching costs revealed by questions 

Switching Costs Question # 

Economic & Financial  

https://corporate.walmart.com/media-library/document/central-america-market-fact-sheet-october-2018/_proxyDocument?id=00000166-7833-dffa-a767-78f726ea0001
https://corporate.walmart.com/media-library/document/central-america-market-fact-sheet-october-2018/_proxyDocument?id=00000166-7833-dffa-a767-78f726ea0001
https://corporate.walmart.com/media-library/document/central-america-market-fact-sheet-october-2018/_proxyDocument?id=00000166-7833-dffa-a767-78f726ea0001
https://corporate.walmart.com/media-library/document/central-america-market-fact-sheet-october-2018/_proxyDocument?id=00000166-7833-dffa-a767-78f726ea0001
https://corporate.walmart.com/media-library/document/central-america-market-fact-sheet-october-2018/_proxyDocument?id=00000166-7833-dffa-a767-78f726ea0001
https://corporate.walmart.com/our-story/our-business/international/central-america
https://corporate.walmart.com/our-story/our-business/international/central-america
https://corporate.walmart.com/our-story/our-business/international/central-america
https://www.walmart.com.mx/
https://corporate.walmart.com/2018grr/


Uncertainty costs 1, 2, 3 

Contractual costs 1, 2, 3, 7 

Search costs 2, 3, 4, 5 

Setup costs 1, 2, 3 

Sunk costs 1, 2, 3, 7 

Performance costs 1, 2, 3, 5 

Procedural  

Learning costs 2, 3, 4, 5 

Uncertainty costs 2, 3, 4 

Continuity costs 2, 3, 4, 5, 6, 7 

Search costs 2, 3, 4, 5 

Setup costs 2, 3, 4, 5 

Performance costs 2, 3, 4, 5 

Relational & Emotional  

Continuity costs 2, 3, 6, 7, 8 

Sunk costs 2, 3, 6, 8 

Performance costs 2, 3, 5, 6, 8 

 

This phase of the research design is particularly important for this study to create codes prior 

to data collection according to the following steps (Given, 2008): 

1. The concepts were developed in advance (see Figure 1, Section 3) and the categories 

and their codes were derived from existing theory or borrowed from the existent 

literature.  

2. The predetermined categories were used to structure the data that was collected (see 

Table 1 and Table 4).  

3. The questionnaire was pre-coded. The categories, in addition to their definitions and 

properties, have been clearly laid out in a codebook specific to the study (Table 1). 

Given the challenge of revealing the ‘non-quantifiable’ component of SC, particularly the 

relational and procedural costs as claimed by Stole (2007), SC has been investigated by 

collecting the agents’ SC perceptions following the methodology adopted in previous literature 

such as the studies conducted by Burnham et al (2003), Bell et al (2005), Jones et al (2007) and 

Chebat (2011). The questions submitted to the interviewees have been reported in Table 5. The 

interviews lasted an hour and they were audio-recorded and transcribed verbatim. 



Table 5 - Semi-structured Interview Questions 

 

4.5. Characteristics of collected data  

A total of 6 interviews were conducted and 16 embedded cases (SDGs-oriented projects) 

were discussed with the company. Each interviewee, specifically a Head of Department or Key 

Project Manager, was asked to choose 2 or 3 projects for which he/she is responsible.  

Table 6 - Walmart’s Strategic Objectives, Areas of Responsibilities and Key SDGs-oriented Projects. 

Strategy Objective Areas/Departments of 

Responsibility in the Company 

Key SDGs-oriented Projects  

• Sustainability  Reverse Economy Recycling PET Bottles & Aluminum 

Recycling Cans 

• Customers  Marketing Food Bank  

Small Supplier 

Sustainability Information 

• Suppliers  Suppliers Development Small Supplier (1) 

Global Women Empowering  

• Governance  Corporate Governance  CSR Annual Report 

CSR Analysis 

     Semi-structured Interview Template 

ORGANISATION                    Walmart Mexico & Central America 

REGION OF HEADQUARTER                   Mexico 

PARTICIPANT ROLE                    Head of function/Manager 

DEPARTMENT                    Corporate Governance  

DURATION SESSION                                   1 hour 
 

SDGs-oriented Project Questions 
 

1. Did any of those projects require a financial investment from your department? 
 

2. Which of the sustainability projects had a major effect on your department and 
why? 
(e.g. employee involvement, financial impact, operation disruptions, 
improvements of any kind, department dynamics etc). 

 
3. How do these projects fit into the overall departmental strategy? 

 
4. What kind of projects that aim to improve sustainability do you consider to be more 

in line with your department’s strategy? Do these projects create any issues in 
your department that you can see? 

 
5. Have these projects required a time commitment from your employees?  

(e.g. training/learning, setting up facilities, commuting, research into a new product 
or provider, delays and formalities/bureaucracy) 

 
6. Did these projects change any habits or have an emotional impact on the 

employees in your department? 
 

7. Did any of the activities create any benefits beyond their purpose or caused benefit 
losses?  
(e.g. lost preferential treatment from suppliers, fees for breaking existing 
contracts) 

 
8. Did any of these projects create changes in existing relationships among 

colleagues internal and external to the department, suppliers or customers?    
(e.g. benefits, costs, other...) 



Sustainable Investors Relations 

• Employees  HR (Diversity and Inclusion) Cultural Promotion & Integration 

Gender Equality 

Disability 

• Community  Foundation Food Bank (1) 

Voluntary Work 

Small Supplier (2) 

 

Table 6 describes the strategic objectives as per the company’s Sustainability Report (first 

column), the business areas or the departments involved in the interviews (second column) and 

the respective key SDGs-oriented projects discussed by each interviewee (third column). The 

grey colour in the third column shows the interdepartmental projects, i.e. projects carried out 

by more than one department or business area as part of wider programmes.  

4.6. Coding, interpreting, and analysing  

The SCs as listed in Table 4 were assigned in the form of codes to sections of the transcribed 

interviews, thus allowing the researcher to interpret the content. NVivo software was used to 

reorganise the text and report back under the assigned codes. Using the reorganised transcripts, 

the text was systematically analysed.  

The following criteria were used in the process of coding and interpreting: 

• The interview transcripts were coded through constant comparative analysis.  

• Theory-driven coding was preferred to open coding, given the specific intent of 

uncovering SC in this research. 

• Codes were applied in the text when the content was closely related to the specific 

nature of the SC.  

• SC was collected according to the 3 macro-groups of ‘financial and economic, 

‘procedural’, and ‘relational and emotional’, as per Burnham et al (2003).  

• Each project was tagged with the most relevant ESG dimension according to the 

number of codes. 

• Each ESG dimension was analysed in terms of SC. The total impact (or number of 

coded text) was divided by the number of projects related to the particular dimension 

to avoid the bias created by samples with a different number of projects and therefore 

accounting for the average impact by project. 

• Two-level codes, specifically ‘SC’ and ‘Types of SC’ were used, as the same SC may 

belong to different types of SC. 

• When the SC effect is reversed (i.e. positive impact), it is coded as switching benefit 

(SB), e.g. ‘setup’ SB.  

• SC impact is measured by the number of codes appearing in the interview text. 



• The net effect of SC (or SB), as NSC (or NSB), is measured as [SC- SB]. 

• Financial figures were coded based on the interviewees’ perception as with all of the 

other SC. 

5. Analysis 

The conceptual framework explained in Section 3 allows for the analysis of SC from 

different levels and perspectives. First of all, the SC data can be explored in relation to the ESG 

dimensions in order to understand the existing relationships and to allow for interpretation 

according to the framework. Secondly, the analysis of the SC data at the aggregate level allows 

for us to understand what is the most impactful as well as the most common issues for the 

organisation. In addition, the SC data analysed at project level allowed the researcher to 

compare the effects of different projects on the organisation overall. For the purpose of 

assessing SC, the data has been summarised in a map, thus aiming to facilitate a clear 

understanding of project strengths such as SB and areas of future intervention for SC reduction. 

5.1. The SC-ESG relationship 

To answer the first question on how SC is related to ESG, the projects discussed during the 

interviews have been coded following the process described in Section 4.4. The main ESG 

dimension by project and the number of codes has been reported in Table 7. 

Table 7 - ESG main dimension by SDGs-oriented project 

Key SDGs-oriented Projects  ESG (# codes) 

Recycling PET Bottles & Aluminum E, G (7) 

Recycling Cans E (6) 

Sustainability Information G (2) 

Global Women Empowering  G (3) 

CSR Annual Report G (4) 

CSR Analysis G (5) 

Sustainable Investors Relations G (7) 

Cultural Promotion & Integration S, G (3) 

Gender Equality S (9) 

Disability S (5) 

Voluntary Work S (4) 

Small Supplier  S (9) 

Food Bank S (9) 

TOT. # E-PROJECTS= 2 

TOT. # S-PROJECTS=7 

TOT. # G-PROJECTS=6 

Legend: Sustainability key projects divided by their main ESG 

dimension, Environmental (E), Social (S) and Governance (G). 

The number of codes is reported in parenthesis. 

Figure 3 shows the effect of net switching costs (NSC) measured as the number of coded 

texts and the difference between SC and SB for each ESG dimension. As mentioned in Section 

4.4, each dimension has been divided by the corresponding number of projects. This analysis 

is aimed at addressing the effect that each SC type has over the three ESG dimensions that are 



frequently used in academic research to gauge sustainable activity with respect to economic 

and/or financial performance (e.g. Eccles et al., 2014; Ferrero-Ferrero et al., 2016).  

 

Figure 3 - NET SC types by ESG Dimensions (Environmental, Social and Governance) 

 

 

 

What appears evident is the impact of the procedural costs of the projects in all three ESG 

dimensions. While the positive impact of the relational and emotional component is particularly 

evident in social projects, the economic and financial component varies depending on the ESG 

dimension. In fact, environmental and governance projects are perceived to produce a cost for 

the organisation while social projects are perceived as creating a financial or economic benefit, 
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such as using the resources that already exist, producing savings or simply not requiring any 

extra financial commitments.  

5.2. SC at aggregate level  

The analysis of Walmart’s SC structure was conducted by considering the impact of SC 

accounted for by the number of codes across all projects. As per the conceptual framework, 

SDGs-oriented projects produce effects on CFP, which is negative when SC are positive and 

vice versa. Figure 4 shows that the implementation of sustainable initiatives is associated to 

two specific switching costs, ‘setup and execution’ and ‘performance and time’.  

Examples of ‘setup and execution’ costs revealed by the interviews include the human 

resources employed in managing the containers to recycle the bottles, gathering food in store 

for the Food Bank project, the organisation of the advertisements for the different sustainability 

initiatives, the collection of customer feedback, cleaning activities after any voluntary work 

etc. In certain cases, such as in Recycling PET Bottles and the Aluminum project, the containers 

do not require being moved, therefore there is a ‘saving’, i.e. Setup and Execution SB. 

Similarly, the Food Bank project uses an automated operational system that has been 

implemented for years. As a result, there is no extra ‘setup and execution’ cost in terms of 

running the project and therefore this is accounted for as a Setup and Execution SB.  

‘Performance and time’ costs and benefits have the same impact. In fact, certain projects 

such as a Small Supplier Development require personalised attention from Walmart’s Suppliers 

Development team, thus determining an important cost in terms of ‘performance and time’. 

Nevertheless, for the same programme, a different team such as Marketing is not wasting any 

‘performance and time’ as advertising the project is not just part of its ‘sustainability duties’. 

This is as it naturally falls under the department’s objectives. As no additional time is required, 

this shows the team’s ability to streamline the introduction of sustainability within the existing 

processes, without compromising the overall performance and the employees’ time. 

 



Figure 4 - Impact of Switching Costs and Benefits in Walmart 

 

 

Figure 5 shows the net effect calculated by SC minus SB in across the projects, indicating 

the major effects on the organisation. In light of this, the NSC which most affects the 

organisation is net ‘setup and execution’, with a 48% impact on the sustainability projects 

overall. It is also important to note that every SC is more than just the respective benefit, with 

the only exception being ‘performance and time’ impact. This is as SC equals SB and therefore 

it does not appear on the chart. ‘Uncertainty’ is the second most impactful cost. This is due to 

the fact that there is no respective benefit.  

 

Considering SC presence, i.e. how SC is distributed among the projects, Figure 6 shows that 

‘performance and time’ costs are not only the most relevant issue as seen in Figure 4, but that 

0

20

40

60

80

100

120

Im
p

ac
t 

(#
 o

f 
co

d
es

)

SC and SB

13%

4%

12%

6%

48%

2%

15%

Legend:

- Net Switching Cost Effect is [SC-SB]

- The circle represents the impact of SC as per number of codes

Continuity

Financial

Learning

Performance & Time

Search

Setup & Execution

Sunk

Uncertainty

Figure 5 - Net Switching Cost Impact 



they are also the most common. This is as they are present in all 16 analysed projects. 

Nevertheless, benefits in terms of ‘performance and time’ are present in almost all projects (15 

out of 16). Similarly, almost every project experienced ‘setup and execution’ costs. It is also 

interesting to note that ‘sunk’ and ‘search’ costs are more specific to certain projects 

(respectively in 3 and 5). For example, the Disability project presents ‘sunk’ costs where the 

modification of existing infrastructures is required. For the Sustainability Information project, 

the marketing department incurs ‘search’ costs to find out which sustainability themes are 

important to customers.  

Figure 6 - Presence of Switching Costs in Walmart’s SDGs-oriented Projects 

 

Figure 7 compares the negative effect of SC to the positive effect of SB, aggregating the 

impact (number of codes) by SC type as per Burnham et al (2003). The negative effect of the 

‘procedural’ costs should not be a surprise, as it is largely influenced by the ‘setup and 

execution’ component. The ‘economic and financial’ costs and benefits are equal, as if it is 

accepted that sustainability requires certain financial investments, they are paying themselves 

back in the long-term. As previously explained, it is important to remark that ‘economic and 

financial’ costs are coded considering SC perceptions as are all the other costs and not as 

accountancy figures. 
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Figure 7 - Impact by Switching Costs Type. 

 

The ‘relational and emotional’ dimension is the only one to show an excess of SB. This 

reflects the emotional involvement of employees in the Voluntary work project, the willingness 

to emotionally connect with the customers in the Sustainability Information project, or the 

gratitude of small suppliers for the received help in relation to growing their business. 

Nevertheless, the positive effect is almost halved by SC. The challenge of the Recycling Can 

project involves customers or a conflict of objectives between the sustainability department 

and other departments such as operations or marketing. 

5.1. Project mapping  

According to the conceptual framework in Section 3, to encourage CFP, a company should 

reduce its SC. The map reported in Table 8 shows the net effects of SC and SB at the project 

level, thus helping to visualise and detect areas of SC presence and possible interventions in 

order to further boost CFP. 

Table 8 displays interesting considerations. First of all, the Global Women Empowering 

project reveals only one NSC (‘learning’) and positive financial benefits. This is due to the 

specificity of the project, which is a part of a global programme. It therefore requires less 

involvement from Walmart Mexico and Central America. This suggests that projects organised 

at the global brand level implemented regionally have lower SC than projects that are totally 

run regionally. Employee-related projects seem to be particularly effective in terms of 

‘performance and time’ as revealed by NSB. The opposite situation is the Voluntary Work 

project. This is where employees subtract more time from their duties, despite the possibility 

of freely applying their skills.  
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Table 8 - Map of Net Switching Costs (or Benefits) by SDGs-oriented Project. 

Projects↓│NSC or NSB→ Continuity Financial Learning 
Performance 

& Time 
Search 

Setup & 

Execution 
Sunk Uncertainty 

1.1 Recycling PET Bottles 
& Aluminum 4 -1 1 2 3 10 0 5 

1.2 Recycling Cans 1 2 0 0 4 4 0 0 

2.1 Food Bank  2 1 2 5 0 9 0 3 

2.2 Small Supplier 1 -2 1 -1 0 5 0 0 

2.3 Sustainability 
Information 0 1 5 -1 1 8 0 2 

3.1 Small Supplier (1) 7 0 4 6 2 11 0 2 

3.2 Global Women 
Empowering  0 -2 1 0 0 0 0 0 

4.1 CSR Annual Report 3 3 1 0 0 7 1 3 

4.2 CSR Analysis 3 2 0 0 1 7 1 0 

4.3 Sustainable Investors 
Relations 1 -1 0 1 0 11 0 1 

5.1 Cultural Promotion & 
Integration 0 -1 2 -4 0 4 0 0 

5.2 Gender Equality 1 1 1 -4 0 4 0 2 

5.3 Disability 4 4 4 -3 0 4 3 4 

6.1 Food Bank (1) -2 -1 -1 -3 0 0 0 0 

6.2 Voluntary Work 2 0 2 5 0 5 0 5 

6.3 Small Supplier (2) 1 -2 1 -2 0 5 0 2 

*Small Suppliers 
(aggregate) 9 -4 6 3 2 21 0 4 

**Food Bank (aggregate) 0 0 1 2 0 9 0 3 

 

Legend: The cell that holds the minimum value is coloured green, as they reflect SB (or negative SC). The cell that 

holds the 50th percentile (also known as median, middle value or midpoint) is coloured yellow, and the cell that holds 

the maximum value (21) is coloured red as it reflects the highest SC. All other cells are coloured proportionally. 

 

Regarding possible areas of intervention, Setup and Execution SC are particularly 

significant within projects where operations are more involved (Recycling PET Bottles and 

Aluminum), where information needs to be collected and communicated effectively 

(Sustainability Information, Sustainable Investors Relations) or where multiple activities need 

to be coordinated (as in Small Suppliers).  

6. Discussion 

The application of Switching Cost analysis to the case study company allows to unveil 

important considerations to improve the business strategy. For instance, it is noted that Walmart 

Mexico and Central America experiences very high ‘setup and execution’ costs that require an 

intervention in order to improve CFP. The ‘performance and time’ costs and benefits are the 

same, suggesting the firm’s ability to streamline the introduction of SDGs-oriented projects 

within the existing processes when considering the performance and time effects. In addition, 

while ‘performance and time’ and ‘setup and execution’ costs are present in almost all projects, 



other costs such as ‘sunk’ or ‘search’ are more specific to the nature of certain projects. It is 

also noted that projects requiring the substantial involvement of operations and the 

communication or coordination of multiple activities present with the highest SC. Finally, 

while projects create benefits in terms of relational and emotional impact in all the three ESG 

dimensions, they are negatively affected by procedural costs, particularly with respect to the 

governance and social dimension.  

The applied SC analysis shows possible fields and directions to mitigate the internal impact 

of sustainability projects on the organisation in favour of CFP and a sustainable outcome, thus 

suggesting an approach to reduce the potential trade-off between sustainable activity and 

financial objectives. As a result, the methodology conducted in this study clarifies some 

dynamics of sustainable activity and its effects.  

Moreover, by focusing on the firm’s SC caused by sustainability projects, this paper 

rebalances the SC literature which, in recent decades, has been more focused on the strategic 

role of the consumers’ SC. As per Porter’s study (1985), the approach adopted in this study is 

believed to be equally important and complementary to the study of consumer SC, allowing 

for us to gain the formerly missing picture of SC analysis for business strategy improvements 

or development. In light of this, the active role that the firm can play in reducing the detected 

SC of SDGs-oriented projects is believed to contribute to CFP. This can be studied 

independently from the effect of other competitive factors.  

Nonetheless, while the CFP resulting from the sustainability is difficult to assess, mainly 

due to the intangible effects that sustainability creates in the organisation, this paper provides 

a conceptual framework to unlock the knowledge of the effects through the use of SC 

perceptions. 

The approach presented in this paper responds to the need for actionable tools to assess the 

effects of sustainability and making strategic decisions aimed to result in the achievement of 

both sustainability and CFP. In fact, the map presented in Section 5.3 allows us to highlight the 

firm’s SC structure, thus suggesting areas of intervention for SC reduction in existing and 

future SDGs-oriented projects. This new strategy assessment methodology is applicable to any 

firm, independent of its sector or geography. 

The study also sets the basis for potential new approaches to investment strategy analysis, 

particularly with regards to integrated analysis such as materiality. Indeed, the study of SC 

helps in terms of suggesting strengths and weaknesses in terms of resource allocation (internal 

investments) and the intangible effects of the sustainable activity (e.g. SDGs-oriented projects). 

This may potentially represent parameters for innovative ways of ranking or indexing, 

particularly in light of the relationship between ESG and SC.  



7. Conclusions and research directions 

With the aim of aligning academic research to practice needs, this work has pioneered the 

research on SC analysis in relation to the implementation of sustainability in a corporate 

strategy. A framework has thus been developed in this paper to show how SC deriving from 

sustainable activity, specifically SDGs-oriented projects, has a double effect on ESG 

dimensions and CFP. The framework has then been applied to an embedded case study 

company in order to uncover the firm’s SC structure and to understand its effects on both CFP 

and sustainability performance. 

The chosen research design has allowed us to overcome important pitfalls in this study and 

in relation to application of switching costs, particularly regarding data definition and 

collection, for the application of the new conceptual framework and strategy assessment 

methodology as per the scope of this research. Nonetheless, looking at future literature 

advancements, the research focus can be shifted from the development of a corporate 

assessment methodology to its application for inferential purposes. For instance, involving a 

larger number of ‘best-in-class’ companies, the statistical analysis of SC can be allowed to set 

new benchmarks for the achievement of the dual objective of CFP and sustainability.  

While the developed assessment methodology can be applied across multiple sectors and 

across all geographies, similar to materiality assessments, future studies may consider sector-

level specificities. In addition, to collect a significant amount of data, the survey methodology 

can be developed from the findings of the semi-structured interviews conducted in this study. 

Nevertheless, it is important to highlight that the proposed innovative analytical approach is 

complementary to the existing ones, firstly because of the intended isolation from the impact 

of competitive factors and secondly because, while using perceptions allows for the revelation 

of intangible factors, accountancy figures cannot be ignored in business strategy definitions. 
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