CSR and business performance: better metrics needed to illuminate the link
Corporate Social Responsibility (CSR) has blossomed as a movement in recent years, driven partly by growing pressures on companies from NGOs, customers and other stakeholders, and partly by companies choosing voluntarily to push ahead in this area. But as firms have expanded their CSR activities, the sophistication of tools available to understand the value and business impacts of such activities has lagged behind. While an impressive range of initiatives, indices and tools have been or are being developed, allowing some form of measurement, these are of limited use in guiding actual investment decisions on CSR: for example, many focus on whether CSR has minimized risks, and thus neglect the business opportunities that it may help capture. Likewise many fail to differentiate between CSR issues that impact business performance from those that are marginal in this respect. 
Developing metrics focused more clearly on the link between CSR, core business performance, and value is critical. Without this, companies cannot set CSR priorities and allocate resources in this area in a strategic way. It is also key to investors who currently sift through stacks of CSR reports, trying and often failing to distinguish “greenwash” from companies that are actually positioned to drive value from CSR.  Ultimately though, being able to measure the impact of CSR on value creation and business performance is critical to driving a broader mindset shift across companies and the investment community.  Once it is possible to measure this link well, CSR programs will be “expected” to create value, and companies that find these “win-wins” will be rewarded by capital markets. 
Once that happens, the broader business and investor community will stop seeing CSR as a “set of boxes to check,” reports to issue, and risks to manage, and start seeing it as the way leading companies already do: as a strategic driver of competitive advantage and an opportunity to unlock innovation and value  This will enable additional investment in CSR, meaning not only higher impact on core societal, environmental, and educational challenges, but also more value for shareholders, consumers, and companies themselves.

There is, of course, significant work to be done before the next generation of CSR metrics can capture this link and inform the kinds of decisions that companies and investors need to make. This short paper discusses in detail the gap between current tools and that next generation of metrics and suggests that one important step to their development will be to draw upon the experiences and insights of existing global CSR leaders to develop a deeper understanding of the responsibility-value link.
I. The growing importance of CSR and emergence of measurement tools
Growing importance of CSR and Socially Responsible Investing (SRI)
Although there has long been an understanding that corporations exist within an overall social contract, bound by not just the laws of society but also codes of good behavior, the concept of corporate social responsibility only began to rise to prominence within the past two decades. In particular, the growth of activist NGOs, ethically-minded consumers and the simple desire of companies to do the right thing has led to a recent flourishing of corporate CSR programs, processes and initiatives across a variety of areas including environmental stewardship, philanthropy, and labor practices. CSR is also starting to gain increasing senior management attention (the number of companies with C- level executives in CSR roles, so called Corporate Responsibility Officers, rose from 12 of the Russell 1000 in August 2006 to 89 just over a year later).
Paralleling this is a growing appetite among investors for firms with sound CSR credentials – a pressure that has in turn heightened the stakes for many companies.  Socially Responsible Investors (SRI) now account for $2.71 trillion in managed assets
— ~11% of all managed assets in the US. Even outside the specialist SRI community, some shifts are underway. Long-term investors, such as pension funds, also some mainstream investment analysts (for example Goldman Sach’s sustainability team) have begun to assess companies’ social responsibility performance based on the belief that this is linked to long-term value creation, or at least serves as a reasonable proxy for “good management.” 
The rhetoric of leading investors and large companies certainly supports these ideas. Almost all have at a various points stated their belief in the “business case” for CSR – the notion that it brings more financial benefits than costs over the long term, for example through enhanced brand value, employee loyalty, and support from government and regulators. But are the metrics they are using helping them to exploit such synergies to the full?
Evolution of CSR Metrics
There is certainly no problem in terms of the volume of CSR metrics. Companies have communicated increasing quantities of data on CSR, both quantitative and qualitative, often creating sustainability reports as an outlet for all this data. Separately from this, a variety of tools have been developed to evaluate, synthesize, or verify corporate CSR information or standards of CSR performance. 

Driving such trends has been a combination of companies’ desire to let “the public” know about their CSR practices together with explicit demands from NGOs, consumer advocacy groups and SRI funds for such information (for example, on environmental pollution, labor and operating practices, and governance issues).  This “transparency and information” theme drove the development of measurement tools that were designed to give investors, consumers, and other stakeholders insight into the propriety of companies’ business practices.
These CSR measurement tools take a variety of forms, but fall into a number of broad categories: performance benchmarking and ranking tools such as the Dow Jones Sustainability Index and Fortune’s “100 Most Admired Companies”; certification and accreditation standards like ISO14001; reporting guidelines and assurance standards such as the Global Reporting Initiative (GRI); and voluntary principles and learning networks like the United Nations Global Compact. (Exhibit). 
· Performance benchmarking and ranking tools in turn can be divided into two categories: proprietary screening/ rating tools targeted at investors (notably, the Dow Jones Sustainability Index, FTSE4Good, Innovest), and surveys based on publicly available information (e.g., Fortune’s “100 Most Admired Companies,” WSJ’s “Corporate Reputation Leaders,” and Golan Harris’ Corporate Citizenship survey which focuses on brands)
· Certification and accreditation standards include the leading standards ISO 14001(which focuses on the environment) and SA8000 (which focuses on labor and social policies) which both set standards and then use third-party audits to identify compliant companies
· Reporting guidelines and assurance standards include the GRI, now in its third version, which is the most common non-financial reporting standard used, and also AA1000, which is the most common assurance standard
· Voluntary principles and learning networks encompass both external standards to which companies can state their adherence (e.g, the Equator Principles) and membership groups where companies can share best practices and benchmark themselves against peers (e.g., Business for Social Responsibility), with some initiatives (such as the UN Global Compact) fulfilling both functions, 
These tools and initiatives are useful and innovative in a variety of ways, not least in helping increase the transparency of corporate operations to consumers and investors concerned about activities their money may be supporting. By helping companies to benchmark their responsibility practices and strive for improvement, they also reduce the risk of poor corporate performance on ethical issues (and the damage to public trust in business that can result). These tools, and the metrics that underlie them, are also being continually improved so as to enhance their positive societal effects. But on the particular issue of whether they clarify, or obscure, the link between CSR and business performance, and in doing so help companies and investors make informed decisions, much more discussion is needed.
II. the challenges of measuring the CSR–performance link  
Limitations of Current CSR Metrics 
In spite of the rapid expansion and innovation in the CSR metrics field as described above, current tools have been more useful in providing the public and external stakeholders with an overview of companies’ CSR practices rather than helping the companies or their shareholders assess the actual contribution of CSR to business performance. From a business perspective, the latter application is obviously critically important. Companies need to decide what programs are working, where gaps may exist, and how to prioritize CSR investments. Investors need to understand the potential impact CSR investments could have on future share price. 
Such an understanding of CSR’s contribution to business performance, however, is as difficult to quantify as it is critical to understand. CSR metrics and tools, even with recent innovations, continue to fall short of satisfactorily defining this link. This is demonstrated by the fact that, in spite of leading companies’ and investors’ proclaimed belief of the “business case” for CSR, academic studies often struggle to establish anything more than a weak positive link between corporate CSR performance (as measured by current CSR metrics and tools) and financial performance.
Existing metrics and tools appear to suffer from three primary weaknesses in this respect: an excessive bias towards risk issues; a failure to distinguish sufficiently between financially material and financially immaterial CSR data (which leads to signals from the former getting lost in the “noise” of the latter); and also a lack of methodologies for translating the sort of data produced into estimates of financial impact (for example, on the net present value of a project).
Assessing risk not business upside
The CSR measurement tools developed to date have been most useful for companies or investors trying to avoid risk associated with negative or “socially irresponsible” practices.  The issue of measuring business upside and value creation, while  frequently discussed, has not been systematically addressed. Thus current tools are better at helping investors avoid “social losers” (e.g., “polluting companies”), rather than identifying “social winners” (e.g., companies that are best positioned to win in “green” market segments). 
This is particularly the case with some of the certification standards and also international voluntary principles: these tend to focus on companies’ basic compliance with minimum standards (e.g., on pollution or core labor rights), rather than identifying out-performance in social areas. Viewed through this lens, CSR becomes a matter of “box ticking” to demonstrate responsibility, rather than proactively investing to generate returns for society and shareholders.
It is true that companies often highlight the upside potential of CSR programs in their sustainability and annual reports  – for example in strengthening their brands or building stakeholder support for new investments. But such descriptions tend to be broad and generic, not based on metrics that can give executives or investors the means to evaluate such factors quantitatively. Meanwhile much of the emphasis in such reporting is on policies and procedures to avoid risk, commitment to baseline international standards, and data on safety issues and environmental impacts (which may or may not be comparable with companies or other industries). In general, the main purpose of CSR reporting is seen to be to persuade the outside world the company is managing its societal impacts responsibly, rather than that it is leveraging CSR to enhance the business itself.
Business impacts lost in the “noise” of financially-immaterial CSR data  
The second basic limitation of many CSR measurement systems is that – irrespective of whether the CSR issue being evaluated is an upside or downside one – there is often insufficient attempt to distinguish between metrics which  relate strongly to business performance (for example, whether an engine manufacturer has assessed the impacts of climate change regulations on it markets) and those where the impact is likely to be marginal (for example, whether the same engine manufacturer recycles paper in its offices or supports local philanthropic programs). 
Understanding the business impacts of CSR issues also often requires analyzing them, and their interrelation with other issues, at a granular or local level: for example, what may determine whether a large retailer, say, secures public support for opening a new store is the specifics of its local relationships and local philanthropic programs, not the corporate-wide total of its philanthropic spending. Yet CSR metrics tend to focus on such corporate-wide or average numbers.
Admittedly providing summary statistics and coverage of a full range of CSR metrics in indices or reports regardless of impact on business performance makes sense from the perspective of communicating CSR performance externally: in particular, any high-profile company needs to be seen to be treating all relevant ethical issues seriously, whatever their bottom line impact. But for investors or company executives looking to detect, and thereby to manage more effectively, the CSR-business performance link, this approach generates too much “noise” amidst the “signal”: financially material indicators risk becoming lost amid the immaterial ones.
Metrics don’t lend themselves to financial quantification 
Even when the data produced relates to financially-material CSR issues, it is rarely in a form which can be easily fed into models used by investors or companies to assess the financial impacts of different strategies. For example, from an investor’s perspective, what exactly should be the valuation premium on an engine manufacturer which has taken steps to assess the effect of climate change on its markets compared with such a firm which has not? Assigning numbers to this is a challenging task. 
Likewise from the perspective of a company deciding how to spend its CSR budget, one CSR initiative may be obviously more beneficial to business goals than another, but exactly how much more is it worth investing in it? A number of firms and investors are starting to develop tools to estimate and weigh up the financial impacts of CSR “intangibles” in this way (see below), but this field remains at an early stage of evolution, with a lack of robust, tried-and-tested methodologies.

 Understanding the issue and recent innovations 
Why do CSR measurement systems suffer from these limitations? Part of the reason, apart from  the sheer complexity of the task at hand, is the genesis of corporate communications on CSR: sustainability reporting systems were often originally put in place by companies as a means to persuade potentially skeptical stakeholders such as campaigning NGOs, socially-responsible investors and CSR rating agencies that ethical standards were being upheld and good works were being undertaken. The systems, in other words, were not designed to generate data about how CSR efforts were actually affecting business performance.  Further, many companies were slow to focus on the CSR to business performance link and therefore employed reporting systems largely disconnected from business performance. 
The same goes for data collection systems developed by SRI analysts to analyze companies – these were generally designed to provide assurance to these niche capital market players over corporate ethical compliance rather than to predict share price performance. Given that mainstream (i.e. non-SRI) investors and mainstream company executives now attempt to use these same systems to evaluate and act upon the CSR-business performance link, it is little surprise that the data generated are ill-suited to their needs.
There are various other related explanations for the limitations of CSR measurement systems. For example, external surveys of stakeholder opinion, a common tool for evaluating CSR performance mentioned earlier, have the obvious limitation that they measure companies’ existing reputation rather than helping to pinpoint potential (but as yet unrevealed) risks or opportunities.
There are also problems related to collection of CSR data: many companies simply do not provide data in this area (company participation in social research analyst surveys has traditionally been as low as 25%), while other firms, besieged by requests from SRI and other ethical analysts, send out information that is often perceived by these analysts to be incomplete, superficial or sloppy.  
Recent innovations in CSR measurement are encouraging, but insufficient
In recent years, there have been numerous innovations geared toward resolving these issues around CSR measurement, but what remains elusive is a consistent methodology that successfully pins down and credibly quantifies the performance payoff of CSR.  To be sure, this is a formidable challenge: CSR activities are difficult to measure, their impact on performance is often diffuse and indirect, and their effect can take substantial time to take shape.
Refinements to existing indices, reporting systems and other tools continue to be made (one example is 2006 publication of the third version of the GRI guidelines), but, as mentioned previously, the goal of such improvements tends to be enhanced measurement of the societal impacts of companies, rather than the effects of CSR on their own performance. 
Innovative work is also underway in parts of the investment community. Socially Responsible Investor (SRI) indices and research reports (such as those from Innovest and Generation Investment) are increasingly factoring in whether companies have upside exposure to “social responsibility” trends (for example, whether they are innovating in “green” market segments). But here again, the metrics and indices used often serve to verify that the company is making a good effort and displaying good strategic intent, rather than looking deeply into which efforts are likely to be successful, and to what degree. To really understand the value of these efforts would require a deeper understanding of the market and environmental trends it is trying to address and of the specific capabilities and strategies it is bringing to bear.
Likewise there is some progress among mainstream (i.e., non SRI) investors. Traditional equity analysts are starting to focus on specific sectors such as clean energy where societal pressures have recently created sizeable new markets. They are also increasingly incorporating Environmental, Social, and Governance (ESG) issues to a degree into their broader research. The Enhanced Analytics Initiative (EAI), an investor group, has helped accelerate this trend by incentivizing analysts to produce high-quality valuations of “extra-financial issues”.  However, while the volume of mainstream equity research incorporating ESG issues has grown significantly in recent years, the findings of such research reports yet again are usually broad-brush: they rarely seek to quantify the impact of companies’ ESG efforts through financial models or NPV calculations, such are the difficulties involved. This challenge has been explicitly acknowledged by the EAI. 
For all the innovation, in short, no effective tool yet exists to help companies, organizations, shareholders, and “the public” understand the true value of investing in social responsibility, or prioritize the plethora of potential uses for “do-good” dollars
III. Towards a ‘next generation’ of CSR metrics 
As companies and investment funds work toward the development of a new generation of tools that fully account for the value of CSR, there is need for thoughtful work around what this “next generation: of CSR metrics might look like.  Some basic requirements are clear:
1) Ability to measure upside: The metrics need to measure potential upside to the company through drivers of shareholder value—not just downside risk-mitigation. Among the value drivers that may need to be captured, and somehow quantified, in this respect are: positive PR and brand development from social activities, market entry option value from improved reputation in underdeveloped markets, the ability to capitalize on emerging areas of customer demand such as for “green” products, relationships with potential clients, the value proposition to employees including talent retention, and more.  
2) Relevance to decision-making: The metrics also need to help support informed decision-making, both by companies and shareholders. For example they need to help companies evaluate current programs and make decisions about future priorities and resource allocation, potentially applying or adapting tools commonly used in other investment decisions (e.g., ROI).  They also should help investors make decisions about the likely impact on future value of current initiatives by understanding what the leading indicators of “social performance” are and what markers to look for to determine the potential value of a company’s CSR agenda.  
3) Granularity: To measure upside and be useful for decision making, the metrics need to draw upon sufficiently granular data points and to convey not just a general or aggregated summary of companies’ CSR performance, but a more detail view of their activities in this area, how this relates to other issues and trends, and what might be the affect on shareholder value. More generally, appropriate models need to be developed to understand the impact of CSR practices in a way comparable to other financial inputs.
Though basic, these requirements are also ambitious.  To move toward this “next generation” of tools will require the collaboration of leading global companies with significant and well-understood CSR practices.  Studying the ways they engage in CSR today, and what the current set of tools and metrics means to them, will help unlock insight into the responsibility-performance link. These companies have grappled with the challenges of prioritizing, practicing, and measuring CSR activities, and have developed creative and innovative solutions for dealing with these challenges. 
What is proposed, therefore, is to select and work with a number of these global leaders and study how they decide which CSR activities create value. The basic aim of this research will be to better understand the link between responsibility and value and thereby bring new insight to the CSR dialogue. Longer term there is also the potential for the leaders’ practices can be translated into a “gold standard” of internal CSR measurement, and for this in turn inform the future development of external metrics and tools. 
We hope you will join us in this exciting effort to infuse the CSR conversation with real knowledge of the obstacles and innovations of leading companies like yours. 
� According to 2007 report on socially responsible investment trends, from the Social Investment Forum.  Includes total assets under management using one or more of the three core socially responsible investing strategies—screening, shareholder advocacy, and community investing.
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