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Executive Summary 
This thesis aims at analyzing the fundamental question of how corporate sustainability performance 
can be evaluated and how economic decision makers, like investors, react to corporate sustainability 
performance information.  
 
This thesis can be divided into three parts. Part One  focuses on how corporate sustainability 
performance has been defined. But also to the contribution of companies to sustainable development 
and the opportunities and dilemmas companies are facing in this respect.  
 
In chapter two, the following twelve constructs articulating the business-society relationship are 
described and analyzed on the basis of three criteria:  
Corporate social responsibility; Corporate social responsiveness; Social Issues Management; 
Corporate social performance; Sustainable development; Corporate Sustainability; Business Ethics; 
Corporate Social Policy Process; Sustainable Corporate Performance; Stakeholder Management; 
Consultation and Dialogue; Corporate Citizenship and Triple-Bottom-Line 
These constructs are analyzed using the following criteria:  
Construct convergence refers to the extent to which a specific construct is unambiguously defined 
throughout relevant literatures. If a specific construct is defined or applied identically by different 
authors, then the construct is qualified as convergent. If, on the other hand, a construct is interpreted 
differently by different authors, the construct is qualified as divergent. 
Construct categorization refers to a classification on the basis of the so-called Donaldson and Preston 
typology (Donaldson and Preston, 1995). According to this typology a construct can be descriptive, 
instrumental or normative.  
Level of analysis refers to the level of analysis that is central to the business-society construct. 
Following Clarkson (1995) business-society relationships can be described and analyzed at three 
levels: the individual, organizational and societal level.  
Most of these twelve constructs are not unequivocally defined, described and/or interpreted. The 
ambiguity may be the result of construct evolution or definitional chaos. Also, most constructs are 
normatively framed. That is, these constructs somehow challenge the idea that the only responsibility 
of companies is to increase profits and to serve the interests of their shareholders. Companies should 
also take the interests of all stakeholders, the (natural) environment and society at large into account. 
Although normatively framed, in their application many of these constructs are descriptive or 
instrumental. Also, most of the constructs are organization centered. 
 
In chapter 3 we see that business has made substantial contributions to sustainable development. 
Unfortunately, these contributions have been more than offset by factors that are beyond control of the 
business community. For example, business has increased the energy efficiency of its production 
processes. These effects have been more than offset by an increasing world population and 
increasing individual prosperity levels. However, in an early contribution, Von Weizsäcker, Lovins and 
Lovins (1997) already provided the insight that at least four times as much wealth could be extracted 
from the resources currently used if all available options (technologies and products) to do so are 
embraced. The question is, whether this will be enough, or if a fundamental transition is required to 
achieve a state of sustainable development. 
Increasing energy efficiency serves business’ self-interest, because it has a positive effect on 
profitability and is welcomed by shareholders. However, it is also applauded by other stakeholders, 
albeit for different reasons. Protecting the environment –for example by reducing CO2 emissions- 
beyond what is legally required is not in the interest of business. To overcome this problem 
governments and international authorities have to play an active role in protecting the environment.  
Furthermore, companies cannot be held responsible for alleviating all social misery at a global scale. 
Social issues are mainly the domain of governments and international authorities. (quasi) collective 
goods, such as education, health care and clean drinking water are usually provided by local, national 
and international governments and authorities and not by companies. Companies focus on their 
stakeholders and balance their interests.  
 
We can distinguish four arguments for business to contribute to sustainable development. 
• Stakeholder pressures and expectations. It is argued that, any social institution (organization) – 

and business is no exception - operates in society via a social contract, expressed or implied. 
Investors, employees, customers, governments, non/governmental organizations, etcetera- exert 
pressures on companies to conform to their norms, values and expectations. Non-compliance may 
ultimately jeopardize a company’s legitimacy and hence its survival and growth. 
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• Competitive advantage. A company’s competitive advantage is determined by its resources and 
capabilities (Barney, 1991). Resources are the assets that a firm owns. These assets may be 
tangible or intangible. Companies can enjoy a sustained competitive advantage if they possess 
resources that are valuable, non-substitutable, rare, difficult to replicate, tacit and socially complex 
(Hart, 1995). Capabilities on the other hand, are the capacity for a team of resources to perform 
some task or activity. In essence, a capability can be seen as a routine or a number of 
(interacting) routines in various fields (Grant, 1991) 

• Financial performance. Since the early 1970s a plethora of studies accentuating the corporate 
sustainability performance-financial performance link have been conducted. So far we have not 
been able to give an unambiguous and straightforward answer to the question as to whether 
corporate sustainability performance pays off. However, more important than the question ‘does 
corporate sustainability performance pay?’ would be the question ‘when does corporate 
sustainability performance pay?’ 

• Ethics is about unconditionally doing the right thing, because doing the right thing is the only right 
thing to do, and expresses moral commitment. A good deal of the corporate sustainability 
performance constructs discussed in chapter two assume that corporate sustainability 
performance and economic performance are distinct realms (Freeman, 1994) which are based on 
different values. However, companies will act ethically because and as long as it is in their interest 
to do so. But even if ethical performance does not contribute to profitability, ethical performance is 
still constrained by the financial bottom-line. In the extreme, a company cannot behave ethically 
for a long period of time beyond the point where the costs of behaving ethically exceed a 
company’s revenues from ordinary business activities. In that situation the costs of behaving 
ethically would threaten a company’s survival. 

 
Based on these arguments we can distinguish three interacting clusters of stakeholders. Each cluster 
emphasizing specific expectations: 
• Shareholders, who expect and pressure companies to maximize profitability/market value. 
• Other primary stakeholders (especially customers, employees, suppliers, etcetera) who expect 

and/or pressure companies to be committed to sustainable development. 
• Secondary stakeholders who represent society (including government). These groups have the 

capability to pressure companies to live up to societal norms and values. Not living up to these 
norms may ultimately jeopardize a company’s legitimacy.  

Although we have been able to distinguish clusters of stakeholders, each with a specific focus, we still 
have gained no insight into the issues reflecting stakeholder pressures and expectations pertaining to 
business’ contribution to sustainable development. In this thesis issues reflecting stakeholder 
expectations or pressures are referred to as Sustainability Items 
 
Part Two  of this thesis is devoted measures and measurement of corporate sustainability 
performance.  
Chapter 4 particularly focuses on measures of corporate sustainability performance. These measures 
can be roughly divided into two groups: multi-dimensional and uni-dimensional measures. Multi-
dimensional measures usually comprise two or more sustainability related issues (or attributes), while 
uni-dimensional measures comprise only one issue (or attribute).  In this chapter an overview (of the 
content) of an array of multi- and uni-dimensional measures is provided. A major drawback of both 
types of measures is the lack of sufficient theoretical underpinning. There is also no concrete evidence 
that these attributes reflect stakeholder expectations.  
Measurement of corporate sustainability performance also requires clarification of the term 
performance. We observe that this term is differently interpreted by different scholars.  
 
Chapter 5 is devoted to the construction of the Corporate Sustainability Analysis Framework (CSAF).  
Central to the CSAF is the identification and ranking of Sustainability Items. This framework is 
modeled on some of the corporate sustainability performance constructs, models and measures 
discussed in chapters 2 and 4.  
Based on a selection of 24 (reporting) guidelines, such as the Global Reporting Initiative’s 
Sustainability Reporting Guidelines 2002, the International Chamber of Commerce’s  The Business 
Charter for Sustainable Development, the Social Venture Network’s , Standards of corporate Social 
Responsibility, the OECD’s Guidelines for Multinational Enterprises, we have been able to identify well 
over 200 Sustainability Items. These Sustainability Items can be categorized as governance, social 
performance, environmental performance or economic performance related. 
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Performance against Sustainability 
Items can be evaluated by means 
of four so-called performance 
domains: principles, practices, 
outcomes and stakeholder 
perceptions. Principles refer to 
(basic) values or beliefs adhered 
to by the company and apply to all 
constituting parts of the 
organization. Principles should 
provide guidance for practices, 
while practices are activities (e.g. 
procedures, programs, 
management systems) that shape 
corporate principles. Outcomes 
refer to positive and negative 
process results and can be 
expressed in terms of outputs 
and/or impacts. Stakeholder 
perceptions refer to how 
stakeholders perceive corporate 
performance in terms of principles, 
practices and outcomes in relation 

to the company as a whole or its constituting parts. Measures for gauging stakeholder perceptions are: 
satisfaction surveys, stakeholder feedback programs, suggestions made by stakeholders, etcetera. 
Performance against Sustainability Items is aimed at warranting commitment towards sustainable 
development, safeguarding legitimacy and enhancing financial performance. 
Not all Sustainability Items are likely to be equally relevant. In the accompanying table, Aspect weights 
are presented. Aspects comprise clusters of related Sustainability Items. The weights represent the 
relevance of these Sustainability Items as expressed by a broad range of stakeholder groups. As can 
be seen, with a weight of more than 54% the Social Dimension is the largest of the four Dimensions. 
Especially employee and community related issues are dominating. With a weight of little more than 
21% the Environment Dimension is the second largest, closely followed by the Governance Dimension 
with an assigned weight of more than 20%. The weight distribution of the CSAF has been put to the 
test and is found to be robust. 
Furthermore, we can say that (reporting) guidelines underlying the CSAF embody different perceptions 
of corporate sustainability performance, and cannot be used interchangeably for that matter. 
 
Part Three  primarily focuses on the investment community. Two issues in particular are central: 
whether or not the investment community is likely to value and understand corporate sustainability 
performance information and the reaction of the investment community to corporate sustainability 
performance information. 
 
In chapter 6 the corporate sustainability performance assessment methodologies underlying the Dow 
Jones Sustainability World index (DJSI-World) and the Domini Social 400 index (DSI) are analyzed on 
the basis of publicly available information. The DJSI-World and DSI are launched and supported by 
the Swiss-based Sustainable Asset Management Group and the USA-based Kinder, Lydenberg and 
Domini Research & Analytics Inc. respectively.  
A sustainability assessment methodology comprises a screening instrument and an assessment 
procedure. A screening instrument measures or evaluates corporate sustainability performance, while 
an assessment procedure describes how the results of the screening instrument are processed and 
synthesized. The CSAF is used to analyze the screening instruments underlying both indexes.  
In order to value the message communicated by these assessment methodologies, first investors must 
be able to understand the message that is communicated. To our opinion, both instruments only 
limitedly cover issues that are appreciated by economic and ethical investors. 
It is difficult to comprehensively depict the assessment procedures on the basis of publicly available 
information. As far as information is available it is complex, (possibly) outdated and (possibly) 
incomplete. The overall conclusion should therefore be that it is highly unlikely that the (results of the) 
of corporate sustainability performance assessment methodologies can be understood and (positively 
or negatively) valued by economic and ethical investors.  
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Chapter 7 is devoted to the reaction of investors to corporate sustainability performance information. In 
this respect corporate sustainability performance information specifically refers to (the results of) the 
sustainability assessment methodologies underlying the DJSI-World and the DSI. The term ‘results of’ 
refers to additions to and deletions from both indexes. Additions are companies that are considered 
sustainability leaders as measured by the underlying methodologies, while deletions are companies 
that are no longer considered sustainability leaders. 
To be able to answer the question as to whether or not the investment community responds to 
corporate sustainability performance information, an event-study has been conducted. The event 
being the announcement that companies will shortly be added to or deleted from the DJSI-World and 
the DSI.  
We do find a market reaction if companies are announced to be deleted from and added to the DJSI-
World and DSI respectively. These results are remarkable considering the conclusions of the previous 
chapter that investors are not likely to understand and value (the results of) these sustainability 
assessment methodologies. We hardly if at all find a market reaction in case of additions to the DJSI-
World and deletions from the DSI. 
Because of the asymmetrical results, a straightforward explanation cannot be provided. The 
asymmetry is likely to be due to irregularities in some variables, such as: 
• The indexes communicate different sustainability and financial performance signals. As we have 

seen in the previous chapter, the corporate sustainability performance perceptions underlying the 
DJSI-World and DSI differ substantially. But financial performance of both indexes also differs 
substantially. Compared with a selection of peer indexes financial performance of the DJSI-World, 
is poor, while financial performance of the DSI can best be classified as on par.  

• Corporate sustainability performance and financial performance signals of these indexes are 
differently interpreted by investors. As we have seen in the previous chapter, the DSI is an ethical 
index. Companies added to the DSI are not involved in ethical concerns such as, production of 
weaponry, nuclear power, alcohol etcetera. The DJSI-World is a sustainability index. Unlike ethical 
indexes, sustainability indexes do not a priory put restrictions on investment possibilities. Besides, 
SAM claims that a positive link exists between (its interpretation and operationalization of) 
corporate sustainability performance leadership and financial performance. It may be that these 
indexes are differently perceived by different audiences. Moreover, the reputations of SAM and 
KLD in the market may also attract different audiences.  

• Companies that have been included in the DJSI-World were perceived to be socially and 
environmentally responsible long before they were announced to be added to the index, in which 
case announcements do not communicate new information, leaving share prices unaffected.  

• It may also be that audiences responding to DJSI-World additions are relatively small to an extent 
that share prices do not increase if addition announcements are disseminated to the market. 
Investors may also respond to this sustainability signal at a later point in time. Because these 
actions take place within a longer time-frame, we do not find (cumulative) abnormal returns.  

• However, if companies are announced to be deleted from the DJSI-World, investors react by 
selling their shares, causing share prices to fall substantially, resulting in negative (cumulative) 
abnormal returns. Because investors know that index returns are relatively low they have no 
financial interest in holding these shares.  

• In case of the DSI additions, investors may not aware of their sustainability performance 
leadership until the addition announcements are made public. Since, financial performance of the 
DSI is not particularly strong, it is likely that shares of additions to the index are bought mainly for 
sustainability performance reasons.  

• Investors do not respond equally strong to DSI addition and deletion announcements. They 
strongly respond if companies are added to the DSI, but hardly if at all respond to the signal that 
companies are deleted from the index. In case of additions, investors obviously respond for 
sustainability reasons. If companies are deleted, investors do not (immediately) sell shares of 
these companies. Investors may hold these shares because it is not necessary to sell them for 
financial reasons, since financial performance of the DSI is fairly in line with that of a set of peer 
indexes. 

 
However, if we combine the results of the DJSI-world and DSI, we can say that investors positively 
respond to additions to sustainability/ethical indexes and negative respond if companies are deleted 
from these indexes. In this case we can say that investors obviously purchase stock of additions and 
sell stock of deletions on the basis of sustainability/ethical considerations. 
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Chapter 1: Introduction and problem definition 
 
1.1 Introduction 
This thesis particularly focuses on corporate sustainability performance and its impact on the 
investment community. The broader business-society relationship already has a long history. Some 
scholars have this history started in the early 1950’s (e.g. Carroll, 1991), while others believe that its 
roots lie as far back as the 19th century (e.g. SER, 2001). Of course the industrial revolution, the rise 
of capitalism and the social problems directly related to both were at the centre of the early thinking 
about the question of how the business-society relationship could be balanced. Many of the 
characteristics of the related socio-political developments and experiments prove(d) to be very 
different, because of cultural differences and changes in thinking about the business-society 
relationship over time. Within the long and broad development of the business-society relationship the 
social experiments driven by concerned entrepreneurs are abound. An early Dutch example of social 
entrepreneurship is Van Marken, who founded the Koninklijke Nederlandse Gist- en Spiritusfabriek 
(KNG&SF) in Delft in 1869. He was the first to introduce a set of social innovations, such as a pension 
scheme for his employees, a kind of employee participation, a widow and orphans fund and, last but 
not least, educational facilities for employees and their families. The prime motive for Van Marken was 
to set up KNG&SF as a socially concerned enterprise and to help resolve social problems among 
working class people. This company still exists today and is part of Dutch State Mines (DSM) one of 
the largest chemical companies in the Netherlands and an important player in the sustainability arena. 
In the more recent history - between the 1950s and the 1970s  - the business-society relationship 
leaned largely towards business social performance, although environmental aspects were not 
completely ignored (Carroll, 1991). From the early 1970s, the business-society relationship started to 
focus more and more on environmental issues. The (implicit) premise of economic theory that the 
availability of natural resources as well as the earth’s capacity to absorb waste and (hazardous) 
emissions was infinite came under attack. The public attention for environmental issues grew rapidly 
due to the work of, amongst others, the Club of Rome, Meadows et al. (1972) and Schumacher 
(1973).  
 
Meadows et al. (1972) were among the first to model various factors affecting future human 
development. The model they constructed was centered around five variables: technology, population 
growth, nutrition, natural resources and environment. As part of these variables, factors such as 
resource depletion, illiteracy, damage to the natural environment and global income redistribution were 
taken into account. These interrelated factors were combined in the model the Club of Rome used in 
making its case. The outcomes of the model showed that a complete collapse of global society was to 
be expected in the early 21st century. Only radical changes in population and economic growth could 
prevent this from happening. The Club of Rome Report entitled The Limits to Growth was heavily 
criticized and at the same time had an enormous impact on political thinking and public opinion in 
those days, especially in Europe. It brought the finite size of the earth’s resources and dependence on 
and vulnerability of the natural environment to the forefront in discussions at the institutional as well as 
the business-society level. 
 
Schumacher (1973) largely shared the vision of the Club of Rome and Meadows et al. (1972), 
although he also makes a very strong plea to reconsider economic views and principles, his 
conclusions are not as gloomy. One of his main concerns was that (high pace) economic growth, 
particularly in industrialized nations, would have irreversible effects on natural capital stocks and the 
natural and social environment. He believed that economic growth is in fact killing the goose that lays 
the golden eggs: using up the capital that should provide future income. In his view developments 
necessitate a paradigm shift from a product oriented towards a people oriented economy. Altogether, 
this process also contributed to a content shift concerning the business-society relationship and 
created greater awareness of (the interrelated) economic, environmental and social aspects of 
production. 
 
Actions and programs of the United Nations (UN) with respect to the business-society relationship are 
the result of member state responses. These actions and programs prove to have had a significant 
impact on the international community as well as on individual member states. In 1972, the same year 
that the Club of Rome presented its results, the United Nations organized their first Earth Summit in 
Stockholm. This UN Conference on Human Environment was the starting point of a continuous striving 
to integrate environmental and economic development and has helped shape the business-society 
relationship up to the present. Besides environmental issues, “poverty as the worst source of pollution” 
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(this position was held by India’s Prime Minister Indira Ghandi) was also key in orienting the agenda. 
The conference produced an action plan which laid out clearly the educational, informational, social 
and cultural aspects of environmental issues. The 1972 conference also established the United 
Nations Environment Program (UNEP). UNEP played a stimulating role in developments that have 
reshaped the business-society relationship.  
 
In 1983 the UN started the World Commission on Environment and Development (WCED), also known 
as the Brundtland Commission, chaired by the former Norwegian prime minister Gro Harlem 
Brundtland. In 1987 the Brundtland Commission published its final report entitled “Our Common 
Future”. Although not without dispute (e.g.Banerjee, 2002 and Aguire, 2002) this report has had, and 
still has, a great impact on thinking about sustainable development and has been one of the leading 
documents for a more sustainable business-society relationship up to the present time. The 
Commission defined sustainable development as “development that meets the needs of the present 
without compromising the ability of future generations to meet their own needs” (WCED, 1987)  The 
second Earth Summit, in 1992 has been labeled as the UN Conference on Environment and 
Development and was held in Rio de Janeiro, Brazil. This Conference resulted in the so-called Agenda 
21 and the Rio Declaration. Both documents outlined key policies for achieving sustainable 
development and renewed political attention for environment and development issues.  
 
In 2000 the member states of the UN unanimously adopted the Millennium Declaration, which resulted 
in the formulation of eight so-called Millennium Development Goals (MDG’s). These Millenium 
Development Goals (for an overview see Appendix 1.1.) are aimed at combating poverty, hunger, 
disease, illiteracy, environmental degradation and discrimination against women, and are to be 
achieved by 2015.  
The Rio-Conference was succeeded by the Johannesburg Summit in South Africa in 2002. During this 
Conference, previously made agreements were evaluated and new (sustainable development) goals 
were set. Besides this more general development, the Kyoto-protocol was effectuated. On the basis of 
this protocol participating industrialized countries (the USA and Australia did not sign the protocol) 
undertook to reduce emission of greenhouse gasses by 5 percent below the 1990 levels. 
 
The developments briefly outlined above have been documented in subsequent editions of the United 
Nations Global Environment Outlook and were analyzed in detail by Elkington (1999). He describes 
the corporate sustainability performance endeavor as three consecutive waves.  
The first wave encompasses the sixties and seventies of the last century in which environmental and 
social problems came to the forefront and new institutions aimed at dealing with these problems were 
established, such as UNEP, Amnesty International, World Wildlife Fund, Friends of the Earth, 
Greenpeace, etcetera.  
The second wave comprises the eighties and early nineties in which a series of social and 
environmental catastrophes took place (e.g. Bhopal, Chernobyl, Exxon Valdez, Brent Spar). These 
events exposed business negatively to society at large and seriously damaged the reputation of the 
corporate community.  
The third wave started in the late 1990s and is still rolling. In this wave a third element in the business-
society relationship, the corporate governance perspective (e.g. Enron, WorldCom, Parmalat and 
Shell) plays a major role. In the same period we witness an ongoing globalization of business and an 
anti-globalization movement (e.g. Battle of Seattle) that forces business to bring corporate 
sustainability performance to higher levels. 
 
All these events demarcate an increasing interest in the business- society relationship and have 
ultimately crystallized in a host of declarations, principles and guidelines for business. In 1999, 
Ranganathan already counted 49 of these initiatives, most of which articulate corporate social, 
environmental and economic performance as well as corporate governance related initiatives 
(Ranganathan, 1999). Many of these guidelines indicate how companies should behave, what their 
responsibilities are and what they are considered accountable for. Among the most well-known 
guidelines rank the Global Reporting Initiative’s (GRI) Corporate Sustainability Reporting Guidelines, 
the OECD Guidelines for Multinational Enterprises, the Global Sullivan Principles, the Ceres Principles 
and the Caux Round Table Principles for Business.  
 
1.2 Problem definition and research questions 
To date many terms, definitions and constructs articulating the business-society relationship exist. 
Some refer to it as corporate social responsibility; some prefer to speak of triple-bottom-line or 
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business-ethics, and others use other terminologies, such as corporate social responsiveness and 
sustainable corporate performance. For the sake of clarity we will use the term corporate sustainability 
performance throughout this thesis as a generic term expressing the business-society relationship. 
Corporate sustainability performance relates to business’ corporate governance and social, 
environmental and economic performance. Apart from this more general connotation, the term will also 
be used in a more specific way. In section a. on page 22 the term corporate sustainability 
performance, as it will specifically be used in this thesis, will be more precisely explained. 
 
Due to a variety in definitions and constructs, one might get the idea that corporate sustainability 
performance means everything, but never the same to everybody. However true this may be, as we 
shall see in the course of this thesis, the general perception is that corporate sustainability 
performance is normatively framed. Moreover, (improving) corporate sustainability performance is 
frequently perceived as contrasting with (improving) corporate financial performance (Dentchev, 
2004). While corporate financial performance is traditionally aimed at increasing profit rates and 
financial returns, corporate sustainability performance is aimed at adding to the good of society and 
social returns. If indeed corporate sustainability performance and financial performance are as 
categorically distinct as some (e.g. Freeman, 1994) suggest, then a negative trade-off between the 
two is likely to exist. In this view a company can improve its corporate sustainability performance only 
at the expense of its financial performance, because adding to the good of society will increase costs 
per unit of product. Consequently, companies should not invest in corporate sustainability related 
projects if their aim is to increase profitability.  
 
But how will investors respond to corporate sustainability performance? We can distinguish between 
economic and ethical investors. Economic investors are attracted by economic rewards and disregard 
sustainability performance (Mahapatra, 1984). These investors do not value corporate sustainability 
performance information, unless it signals strong or poor financial performance. If acorporate 
sustainability performance negatively contributes to corporate financial performance, economic 
investors are likely to value corporate sustainability performance related information, because it 
signals poor financial performance. Consequently, if information signalling sustainability excellence is 
disseminated to the capital market economic investors will respond by selling stock of the companies 
involved.  
However, corporate sustainability performance may also represent a sound business proposition. By 
accentuating social and environmental responsibility, companies improve their reputation for 
sustainability performance, which may result in lower capital and litigation costs, new products and 
markets, more efficient production processes, better relations with authorities, the ability to attract and 
retain talented employees, etcetera. In this case economic investors are likely to value corporate 
sustainability information, because it signals strong financial performance. Consequently, if information 
signalling sustainability excellence is disseminated to the capital market, economic investors will 
respond by buying stock of the companies concerned.  
The above mentioned lines of argumentation represent the two extremes in the corporate 
sustainability performance vs. financial performance spectrum. During the past three decades the 
debate has resulted in a plethora of studies that tried to further clarify this link. Margolis and Walsh 
(2003) counted almost 130 of these studies. Since the publication of their paper many more studies 
addressing the corporate sustainability performance- corporate financial performance link have been 
conducted. Based on these studies one can neither unambiguously claim that a relationship between 
corporate sustainability performance and financial performance does exist, nor that it does not exist. 
Although the results are largely inconclusive, a majority of studies incline towards a positive 
relationship. However, the results are not independent of the applied methodology (e.g event-study 
methodology, regression analysis, etcetera) and/or the choice of financial and sustainability 
performance measures. Business-society and finance researchers have been, and still are, showing 
great interest in the corporate sustainability performance-financial performance link, thereby implicitly 
expressing that both realms may not be as categorically distinct as some scholars suggest.  
Socially responsible investment (SRI) researchers are not unequivocal either in their verdict whether 
or not corporate sustainability performance contributes to financial performance. A review comprising 
20 academic SRI studies conducted by the Finance Initiative of the United Nations Environmental 
Programme (UNEP-FI) and Mercer concludes that 10 studies show a positive link between corporate 
sustainability performance and financial performance, 7 studies report a neutral effect, while 3  studies 
show a negative association (UNEP-FI, 2007). 
Furthermore, a 2003 survey of CSR Europe states that a large majority of fund managers believe that 
managing social and environmental risks has a positive impact on a company’s market value in the 
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long run (CSR Europe, 2003b), suggesting that socially and environmentally responsible companies 
should be included in investment portfolios for that matter. Others believe that that corporate 
sustainability performance is about ethics and bears no relation to a company’s (future) cash flows 
(Hummels and Wood, 2005). According to this latter view, corporate sustainability performance 
information does not signal anything relevant to economic investors. 
 
Ethical investors, on the other hand, actively avoid certain investments and include ‘socially 
responsible’ corporations in their portfolios, even though these firms might offer lower expected returns 
than some other firms (Mahapatra, 1984). Therefore, if information signalling corporate sustainability 
performance excellence is disseminated to the capital market ethical investors will respond by buying 
stock of the companies involved. If, on the other hand, information signalling poor corporate 
sustainability performance is disseminated, ethical investors will respond by selling the stock.  
 
This thesis aims to analyze the fundamental questions of how corporate sustainability performance 
can be measured and how economic decision makers, like investors, react to corporate sustainability 
performance information. In order to make this analysis, we need to find answers to the following set 
of specific research questions: 
• How has corporate sustainability performance been defined?  
• To what extent can companies contribute to sustainable development, and what are the 

opportunities and dilemmas companies are facing in this respect? 
• How can corporate sustainability performance be measured? 
• Do investors respond if corporate sustainability performance information is disseminated to the 

capital market? 
In order to be able to answer these questions, some refinements have to be made. The first 
refinement concerns the interpretation of the term corporate sustainability performance measurement’. 
The second refinement concerns the term corporate sustainability performance information. The third 
refinement relates to the value investors assign to corporate sustainability performance information. 
 
a. Corporate sustainability performance measurement 
At the outset of this paragraph, corporate sustainability performance was referred to as a generic term 
referring to business involvement in corporate governance, social, environmental and economic 
performance related aspects. Since it is a term that loosely addresses the business-society 
relationship, it needs to be concretized and to be made more specific. However, apart from the specific 
connotation the term will continue to be used generically. Depending on the context, the reader will not 
find it difficult to tell whether the generic or the specific interpretation is used 
To date a plethora of terms, definitions (see Chapter 2) and practices for measuring corporate 
sustainability performance exist (see Chapter 4). These practices vary significantly and cover relatively 
simple uni-dimensional scales as well as complex multidimensional scales.  
In chapter 5 of this thesis, a framework for analyzing corporate sustainability performance will be 
introduced: the Corporate Sustainability Analysis Framework (CSAF). This model differs from earlier 
corporate sustainability performance instruments in that it is based on a selection of (reporting) 
guidelines that are believed to reflect pressures and expectations of a multitude of stakeholders. 
Corporate sustainability performance topics are identified and ranked.   
In this thesis the CSAF will be used to analyze the screening instruments underlying two widely known 
and influential corporate sustainability performance indexes: the Dow Jones Sustainability Index-World 
(DJSI-World) and the Domini Social 400 Index (DSI) (e.g.McWillams and Siegel, 2000; Dawkins, 2002; 
Statman, 2000; Chaterji and Levine, 2006; Fussler, 2004; SER, 2001 and Jeucken, 2002). 
 
b. Corporate sustainability performance information 
Within the context of the above mentioned research questions corporate sustainability performance 
information refers to (the results of) the sustainability assessment methodologies underlying the DJSI-
World and the DSI. The term ‘results of’ refers to additions to and deletions from these indexes. 
Additions are companies that are considered sustainability leaders as measured by the underlying 
methodologies, while deletions are companies that are no longer considered sustainability leaders. 
The DJSI-World and the DSI are based on corporate sustainability performance assessment 
methodologies. Superficially, these methodologies look fairly similar: both consist of a screening 
instrument and an assessment procedure. A screening instrument measures or evaluates corporate 
sustainability performance, while an assessment procedure describes how these results are 
processed and synthesized.  
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However, if we want to know whether or not the investment community is likely to value corporate 
sustainability performance information requires a clear view on the methodologies underlying the DSI 
and DJSI-World. The extent to which investors are likely to value these methodologies depends on the 
extent to which they are able to understand and interpret (the results of) the assessment 
methodologies. If the message communicated by the methodologies is not understood, then investors 
are not likely to value the methodologies. These sustainability assessment methodologies, the 
respective screening instruments and assessment procedures will be elaborated in chapter 6. 
 
c. Value assigned to the corporate sustainability performance information (see b) 
After having evaluated the screening instruments and assessment procedures, the question arises 
whether or not investors respond if corporate sustainability performance information is disseminated to 
the market. Or, put in other words: is information that companies are (or are no longer) considered 
corporate sustainability leaders valued by investors? In order to be able to answer this question, an 
event-study will be conducted. The event being the announcement that companies will shortly be 
added to or deleted from the DJSI-World and DSI. Companies that are added to these indexes passed 
the subsequent sustainability assessment methodologies and are considered corporate sustainability 
leaders, while companies that are removed from these indexes are no longer considered corporate 
sustainability leaders  
 
1.3 Outline of this thesis  
This thesis consists of three parts. The outline of this thesis is schematically presented in scheme 1.1. 
 
Part One  consists of the chapters 2 and 3 and is devoted to corporate sustainability performance 
constructs and the possibilities and limitations for business to contributing to sustainable development. 
Chapter 2  will elaborate twelve business-society constructs: corporate social responsibility, corporate 
social responsiveness, social issue management, corporate social performance, sustainable 
development, corporate sustainability, business ethics, corporate social policy process, sustainable 
corporate performance, stakeholder management, corporate citizenship and finally the triple bottom 
line. These constructs will be described and analyzed in terms of convergence, type of construct and 
level of analysis.  
Chapter 3  is devoted to possibilities, opportunities and limitations for business to contributing to 
sustainable development. We will argue that companies have made substantial efforts to reduce 
energy consumption (per unit of product). However, these efforts are not enough to counterbalance 
the effects of factors that are beyond the control of business. Furthermore, companies cannot be held 
responsible for alleviating all social and environmental misery. They can only be held responsible for 
meeting the needs and interests of their stakeholders. These stakeholders, as will be argued, hold 
expectations of business and pressure companies to contribute to sustainable development. 
Companies are expected to comply to these expectations and pressures while showing commitment, 
safeguarding legitimacy and enhancing financial performance. Chapters 2 and 3 will provide the 
theoretical and instrumental basis for Part Two and Part Three of this thesis. 
 
Part Two  consists of the chapters 4 and 5 and is devoted to measures of corporate sustainability 
performance and the development of the Corporate Sustainability Analysis Framework (CSAF) 
Chapter 4  presents different measures of corporate sustainability performance. Uni-dimensional and 
multidimensional measures will be presented and explained. Also the term performance will be dwelt 
upon.  
Chapter 5  incorporates the conclusions of the chapter 3 and 4 and is completely devoted to the 
derivation of the CSAF. This model consists of Sustainability Items, reflecting the responsibility of 
business to contribute to sustainable development. Performance against Sustainability Items is 
measured in terms of principles, processes, outcomes and stakeholder perceptions.  
 
Part Three  consists of the chapters 6 and 7 and focuses at two questions. First, the question as to 
whether the investment community is likely to value the (results of the) methodologies underlying the 
DSI and DJSI-World sustainability indexes will be addressed. The second question that will be dealt 
with is whether investors respond if corporate sustainability information is disseminated to the capital 
market.  
Chapter 6  analyzes the corporate sustainability assessment methodologies underlying the DSI and 
DJSI-World sustainability indexes. In this analysis the CSAF developed in Part Two of this thesis will 
play an important role. 
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Scheme 1.1: Outline of this thesis  

 
 
Chapter 7  covers an event-study. The aim of the event-study is to determine whether or not the DJSI-
World and DSI convey information that is relevant to the investment community. The event is the 
announcement that companies will shortly be added to or deleted from the DJSI-World and DSI.  
Chapter 8  finally provides the conclusions and discusses limitations and suggestions for future 
research. 
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Chapter 2: The business - society relationship: clo uds of terms and concepts 
 
2.1 Introduction 
Sustainable development and its business oriented version corporate sustainability performance are 
ambiguous and amorphous concepts. Over the last two decades these concepts have become buzz-
words in many respects. By implication, the terms have a different connotation to different individuals 
and audiences.  
Generally speaking corporate sustainability performance relates to business’ corporate governance, 
social, environmental and economic. This business-society relationship is one of reciprocity: business 
influences society and society impacts business behavior (Frederick, 1997). By producing goods and 
services, business creates jobs, income and prosperity. From that perspective, business positively 
contributes to society. But business can also negatively contribute to society. Examples of such 
negative contributions are: environmental pollution, discriminatory practices, layoffs etcetera. 
Therefore, we can say that apart from producing and delivering tangible goods and services, business 
also generates intangible positive and negative externalities.  
On the other hand, business enjoys rights and privileges provided by society. Society provides laws 
and regulations that protect property and ownership rights, creates the right market conditions. 
Besides that, business also enjoys the benefits of physical infrastructures and amenities to public 
education, health services and social safety nets (Andrews, 2003).  
 
As we have mentioned, the business and society relationship is one of mutuality. The question now is 
whether in this relationship business’ focus is on society at large, or on the business community itself. 
Or phrased differently: is the corporate sustainability performance focus primarily business or society 
oriented?  
In the previous chapter we already suggested that the business-society relationship is normatively 
based. Companies should contribute to a better world. Companies are not only seen as economic 
actors, but also as moral actors. However, the assumption that corporate sustainability performance is 
normatively based has not yet been substantiated.  
We also claimed corporate sustainability performance to be a buzz-word. However, are the various 
interpretations of corporate sustainability performance really that different, or is it merely a matter of 
semantics? 
The purpose of this chapter is to provide an overview of the body of thought by describing and 
classifying 12 popular constructs in the business-society literature. This chapter further aims to 
contribute to clarifying the existing confusion and vagueness around these constructs. Therefore these 
constructs will be evaluated against 3 criteria: construct convergence, construct categorization and 
level of analysis. 
The body of thought discussed in this chapter also provides the background against which the so-
called Corporate Sustainability Analysis Framework will be developed in chapter 5. Moreover, some of 
the constructs discussed in this chapter will be used as building blocks for this model.  
Now the 3 criteria against which the 12 corporate sustainability performance constructs are analyzed 
will be explained. 
 
Construct convergence  refers to the extent to which a specific construct is unambiguously defined 
throughout relevant literatures. If a specific construct is defined or applied identically by different 
authors, then the construct is qualified as convergent. If, on the other hand, a construct is differently 
interpreted by different authors, the construct is qualified as divergent. 
Construct categorization refers to a classification on the basis of the so-called Donaldson and 
Preston typology (Donaldson and Preston, 1995). According to this typology a construct can be 
descriptive, instrumental or normative.  
• Descriptive constructs intend to describe and/or explain business behavior.  
• Instrumental constructs are aimed at achieving certain goals. Such a construct is of the ‘if  …  

then’ type. If a company wants to achieve a specific aim, then a specific approach to reach that 
aim should be applied.  

•  In contrast with the instrumental approach, the normative approach is not hypothetical but 
categorical; it says in effect say “Do (don’t do) this because it is the right (wrong) thing to do” 
(Donaldson and Preston, 1995; p.72). 
The term ‘normative, in this respect, refers to the source of value that makes certain options, 
decisions, and courses of actions worthy of selection (Margolis and Walsh, 2003). These sources 
may have different origins. According to Epstein (1987) value preferences may be based on 
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aesthetic, philosophical or religious considerations, racial or sexual prejudices, individual or group 
interest, and even ‘gut-feeling’ and whimsy (p.104). 

 
It is obvious that clear demarcation lines between these three dimensions cannot easily be drawn. 
Descriptive constructs can be normative at the same time, since no descriptive construct is value-free. 
Instrumental constructs require a good understanding of present behavior. Therefore, instrumental 
constructs are also based on descriptive attributes (Dentchev, 2004). 
Level of analysis refers to the level of analysis that is central to a business-society construct. 
Following Clarkson (1995) business-society relationships can be described and analyzed at three 
levels: the individual, organizational and societal level.  
• The individual level focuses on individual managers managing stakeholder issues.  
• The organizational level articulates the relationship between the company and its stakeholders.  
• The societal or institutional level accentuates the relationship between business and society in 

general. 
 
 Scheme 2.1: Structure of chapter 2         
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Scheme 2.1 presents an overview of how this chapter is organized. In paragraph 2.2 twelve business-
society constructs will be analyzed. A classification of the constructs will be presented in paragraph 
2.3. Finally, in paragraph 2.4 conclusions are presented. 
 
2.2 Constructs articulating the business-society re lationship 
 
2.2.1 Corporate Social Responsibility (CSR1)

2  
Corporate social responsibility is and has been one of the most frequently used constructs for 
describing the business-society relationship. This construct also lies at the basis of many new terms 
and concepts that have been developed during the last three decades.  
From an economic view, particularly voiced by Milton Friedman , the only social responsibility of 
business is to maximize shareholder value (Friedman, 1970), implying that business’ only social 
responsibility is to maximize profits. Within the context of this view companies should obey the law and 
take agreed standards, norms and expectations into account (Carroll, 1991). This conservative 
economic view perceives a company’s managers as agents of the company’s owners (shareholders). 
Managers should only serve the interests of the company’s shareholders. Any action from managers 
that detracts from the company’s income generating ability should be shunned for that matter. 
Managers spending money, which is not rightfully theirs, on social goals, are in fact committing a 
criminal offence by stealing money from their principals (Carson, 1997; Economist, 2005).  
Besides, from a Friedmanian perspective managers are not considered competent to effectively solve 
social and environmental problems. These problems should be dealt with at the appropriate 
institutional level.  
However, Friedman’s perception of corporate social responsibility finds only limited support in the 
corporate sustainability performance arena. His view is considered as rather controversial. 
 
Drucker  (1984) takes a broader perspective of social responsibility than Friedman. In his view 
companies must be profitable to safeguard economic growth. This he considers the first social 
responsibility of business. This view has a strong macroeconomic undertone. Drucker believes that the 
propensity to save as a result of an aging population and the perspective of the welfare state 
diminishes the need for people to put money aside. In order to secure future growth, companies have 
to fill this void by creating the required capital themselves. Besides, being profitable is a prerequisite 
for business to express its social responsibility (e.g. through corporate philanthropy) in any other way.  
However, the proper social responsibility of business is “to turn a social problem into economic 
opportunity and economic benefit, into productive capacity, into human competence, into well-paid 
jobs, into productive capacity, and into wealth” (Drucker, 1984; p. 62). Both Friedman and Drucker 
emphasize that companies must be profitable, albeit for different reasons. Following Friedman, 
corporate management should earn as much money as it can for the owners of the company, while to 
Drucker profits are a means to ensure economic growth and wealth for society as a whole.  
 
McWilliams and Siegel  (2001) even allow a negative trade off to exist between actions that further 
some social good and corporate profitability. That is, companies do not necessarily have to do well by 
doing good. To them “ … corporate social responsibility are actions that further some social good, 
beyond the interests of the firm and that which is required by law” (p.117).  
In their view obeying the law is not enough for companies to be called socially responsible. Obeying 
the law is an absolute minimum requirement. Although they do not explain the term “social good”, they 
do provide some examples, such as: progressive human resource management programs, developing 
non-animal testing procedures, recycling, abating pollution, supporting local business.  
 
Epstein (1987)  explicitly differentiates between business ethics and CSR1. In his view business ethics 
is about including moral reflections in decisions-making, while CSR1is about normatively correct 
behavior. He states that CSR1 “relates primarily to achieving outcomes from organizational decisions 
concerning specific issues or problems which (by some normative standard) have beneficial rather 
than adverse effects upon pertinent stakeholders. The normative correctness of the products of 
corporate action has been the main focus of corporate social responsibility” (p.104). 
 

                                                      
2 To distinguish between corporate social responsibility and corporate social responsiveness, the 
former will be referred to as CSR1 and the latter as CSR2 (Frederick, 1994). 
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Shocker and Sethi  (1973) consider a ‘social contract’ to be a core element of corporate social 
responsibility. In their view, companies have to operate according to guidelines that are set by society. 
Not abiding by these guidelines may jeopardize a company’s survival and growth. According to 
Shocker and Sethi (1973; p. 98) CSR1 is to be understood as follows: “The term ‘corporate social 
responsibility’ implies consideration by the corporation of the interest of groups other than those with 
direct economic ties to the firm”, thereby specifically referring to groups that are able to press 
companies to change their behavior. Companies should at least conform to prevailing norms, values 
and expectations.  
Two years after the joint publication with Shocker, Sethi  (1975; p. 62) ‘redefined’ CSR1 as: “bringing 
corporate behavior up to a level where it is congruent with the prevailing norms, values and 
expectations of performance”. This definition links CSR1 to organizational legitimacy (Dowling and 
Pfeffer, 1975).  
    
Archie B. Carroll  provided one of the most cited definitions of CSR1. Inspired by Sethi (1975) Carroll 
states that “the corporate responsibility of business encompasses the economic, legal, ethical and 
discretionary expectations that society has of organizations at a given point in time” (Carroll, 1979). 
Business’ economic responsibility refers to the responsibility of companies to produce goods and 
services that society wants and sell them at a profit, while these activities should be congruent with 
prevailing ethical and legal requirements. Ethical responsibilities are societal expectations that go 
beyond the legal requirements companies have to comply with. Of the four responsibility types, the 
discretionary responsibility is the most difficult to conceptualize. Discretionary or philanthropic 
responsibilities, as Carroll explains in a later publication (Carroll, 1991) are considered to exceed the 
firms’ ethical responsibilities and are purely volitional and voluntary. Examples of discretionary 
responsibilities are philanthropic contributions, such as providing support to day-care centers for 
working mothers, etc (Carroll, 1979; p. 500).  
A problem of discretionary responsibilities is that they are difficult to separate from ethical and 
economic responsibilities (Schwarz and Carroll, 2003). For example, philanthropic activities have an 
ethical connotation, but may also positively contribute to company’s financial performance through 
reputation enhancement (Fry et al., 1982).  
Although, Carroll states that all four responsibilities should be met simultaneously and that a 
hierarchical relationship among these responsibilities does not exist (Schwartz and Carroll, 2003), 
Wood and Jones (1995; p. 233) assert that Carroll’s model does in fact still emphasize the economic 
dimension as more important.  
 
Wartick and Cochran  (1985) add the ‘social contract’ and ‘moral agent’ premises to Carroll’s CSR1 

concept. The term ‘social contract’, can be defined as an implied set of rights and obligations and is a 
vehicle through which business behavior is brought into conformity with society’s objectives. The 
‘moral agent principle’ states that businesses act as moral agents within society. That is, companies 
reflect and reinforce values (p.759). The economic, legal, ethical and discretionary responsibilities 
from Carroll’s original model are directed towards these two premises. 
In Carroll’s model, the corporate social responsibilities dimension is one of the three dimensions of the 
corporate social performance model (see section 2.2.4). This also applies to Wartick and Cochran’s 
corporate social performance approach, although they prefer to speak of principles of corporate social 
responsibility. Unfortunately, they fail to clarify the term principles.  
 
Wood  (1991) following Wartick and Cochran (1985), also perceives CSR1 as a set of principles within 
a wider corporate social performance construct (see section 2.2.4). In contrast with Wartick and 
Cochran (1985) Wood does explain the term principles. In her view “… a principle expresses 
something fundamental that people believe is true or it is a basic value that motivates people to act …” 
(p.695).  
In her view the basic idea of CSR1 is that business and society are interwoven rather than distinct 
entities and that society has certain expectations for appropriate business behavior and outcomes. In 
this respect she distinguishes three levels of corporate social responsibility: the institutional, 
organizational and individual level, because she believes that expectations are placed on businesses 
as economic institutions, on (particular) firms and on managers as moral actors within the firm (p.695). 
 
Hummels  (2004) takes quite a different approach towards CSR1. In his view “corporate social 
responsibility entails a responsibility for a corporation to actively manage its relations with stakeholders 
and to take into account the impact of its actions on stakeholders”. That is, companies should be 
responsive to claims of stakeholders. This perception of CSR1 contains elements of the corporate 
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social responsiveness as well the stakeholder management approaches that will be discussed in 
sections 2.2.2 and 2.2.10. Although this view reflects a managerial approach to CSR1, Hummels 
brings in a normative element by saying that stakeholders with legitimate rights and interests can 
morally claim that their interests should be taken seriously (p.21).  
 
In recent years a connection has been made between CSR1 and sustainable development, which 
again broadens the scope of CSR1 to focus on social, environmental and economic performance. As 
we shall see in section 2.2.6 the line between this interpretation of CSR1 and corporate sustainability is 
very dim. Proponents of this CSR1 approach are the World Business Council for Sustainable 
Development (WBCSD) and the Dutch Social Economic Council  (SER).  
The WBCSD is an organization with a membership of close to 200 internationally operating companies 
that are committed to sustainable development. The WBCSD defines CSR1 as, ‘the commitment of 
business to contribute to sustainable economic development, working with employees, their families, 
the local community and society at large to improve their quality of life’ (WBCSD, 2002b:1). Whereas 
the definitions of CSR1 described earlier mainly focus on business’ social performance, the WBCSD 
concept articulates business’ commitment to sustainable development as an overarching principle. 
The sustainable development construct will be further developed and discussed in section 2.2.5.  
Furthermore, the WBCSD definition speaks about corporate ‘commitment’ to sustainable development, 
and improvement of the quality of life of society and its members, thereby suggesting that business’ 
dedication to CSR1 is mainly ethically driven. However, according to the WBCSD pursuing a 
sustainable development mission can make firms more competitive, more resilient to shocks, nimbler 
in a fast-changing world, more unified in purpose, more likely to attract and hold customers and best 
employees. It will also be more at ease with regulators, banks, insurers, and financial markets 
(WBCSD, 2002a; p.2). Although obviously ethically based, the WBCSD seemingly adheres to 
sustainable development for instrumental (i.e. profit enhancing) reasons. 
In the Netherlands, the Social Economic Council (Sociaal Economische Raad: SER) is an important 
advisory committee to the Dutch government. In its advice about CSR1 practices and the future role of 
CSR1, the SER describes CSR1 as ‘the conscious direction of business activities towards creating 
value in three dimensions in the longer term: not only in terms of financial economic variables, such as 
profitability and share value, but also in ecological and social sense’ (SER, 2001; p.18). Companies 
are considered to create value on three dimensions: 
Profit: the production of goods and services with profit as a benchmark for public esteem. 
People: the consequences for people, inside and outside the company; 
Planet: the company’s effects on the natural environment.  
This approach is known as the so-called triple bottom line approach (coined by Elkington , 1999) and 
will be discussed in section 2.2.12. 
 
Based on a study of definitions and their development during the 1950-1990 period, Carroll  concludes 
that CSR1 has characteristics of an evolutionary construct. He finds an enormous increase of 
definitions in the 1960’s and 1970’s. In the 1970s definitions became more specific although 
alternative concepts also kept emerging. In the 1980s the emergence of alternative definitions 
stagnated, whereas in the 1990s the CSR1 concept transitioned to alternative themes such as 
stakeholder theory, business ethics and corporate citizenship (Carroll, 1999; p.292). Carroll presents 
an overview of more than 35 CSR1 definitions. However, many more definitions already existed and 
have been developed since.  
Carroll tends to qualify CSR1 as an evolutionary construct, suggesting construct convergence. 
However, apart from the Carroll’s (1979), Wartick and Cochran’s (1985) and Wood’s (1991) concepts, 
none of the above discussed CSR1 concepts seem to be (clearly) building on earlier concepts, 
suggesting that there is hardly any progression in CSR1 concepts. This view is largely supported by 
Bakker et al.  (2005; p.310), who - after having analyzed more than 500 CSR1 studies in the 30-year 
period between the early 1970s and 2002 – find progression as well as variegation in concepts. 
Progression, in this respect, means that the CSR1 literature has developed from conceptual 
vagueness, through clarification to theory-testing (Bakker et al., 2005; p.284). Variegation implies that 
progress in the literature on CSR1 is obscured, or even hampered by the continuous introduction of 
new constructs (Bakker et al., 2005; p.284).  
 
Frederick  (1994) profoundly criticized the CSR1 construct.  His main criticism relates to the following 
four issues (Frederick, 1994;152-154): 
• Vagueness of the CSR concept. 
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It is not clear what the term CSR1 stands for. Does it refer to compliance with prevailing regulation, 
or does it refer to voluntary acts that go beyond the law? When should a company be considered 
socially responsible? What if the company scores highly on only some of the criteria deemed 
relevant for measuring corporate social responsibility, can it then still be called a socially 
responsible company, or should it be labeled as socially irresponsible? There is not clear cut and 
unequivocal answer to any of these questions. 

• CSR concept lacks a transparent normative framework.  
The moral underpinnings of CSR1 are not clear. A clear and generally accepted moral principle 
that imposes on business an obligation to work for social betterment does not exist. 

• The CSR concept lacks institutional mechanisms to make it work. 
Imagine that the CSR1 construct could actually be clarified, which (combination of) external forces 
will produce the desired results? Should only market forces be taken into account? If government 
is expected to play a role as well, what role should it play, and how should this role be related to 
desired outcomes?  

• CSR concept provides insufficient guidance for making trade-offs. 
The trade-off between economic goals and costs, on the one hand, and social goals and costs on 
the other hand, cannot be stated with any degree of precision. The relevant question in this 
respect is “whose interests are to be taken into account? (see also Hummels, 2004). Improving 
social circumstances for one group may very well have negative implications for another. The 
money spent on workplace safety cannot be spent on capital accumulation, and high cost of 
combating pollution may negatively affect the job-creating ability of firms. 

 
In conclusion we can say that a spectrum of interpretations of the corporate social responsibility 
construct exists. At the one end of the spectrum we find traditional economists claiming that business’ 
social responsibility is to earn as much money for their owners as possible. At the other end of the 
spectrum companies are viewed as social, environmental and economic value creating entities, 
whereby economic value exceeds the narrow financial performance focus and particularly 
concentrates on business’ contribution to societal prosperity.  
In the current debate, the content of the CSR1 construct still varies in orientation from obeying the law 
to voluntarily going beyond what is expected by law, and from ethical, economic and legal 
expectations of stakeholders to actively managing relations with stakeholders. 
Obviously, CSR1 does not mean the same to everyone (see for example WEF, 2004; p13). However, 
all definitions have in common that CSR1 is normatively framed. That is, business should behave 
correctly by some normative standard, although not necessarily morally correct. However, looking at 
the WBCSD’s, Drucker’s and Hummels’ interpretation of CSR1, we can also find some instrumental 
elements, although these are not very well developed.  
Although not complete, the above presented overview provides sufficient content and depth to state 
that the CSR1 construct is divergent and organization centered. Furthermore, most concepts can be 
classified as normative, although some concepts lean towards an instrumental application.  
 
2.2.2 Corporate Social Responsiveness (CSR2) 
Because, as we have seen in the previous section, Frederick  (1994) considered the corporate social 
responsibility construct conceptually flawed. Therefore he (first in 1978 and later in 1994 again)3 
introduced the corporate social responsiveness or CSR2

4 construct, which accentuates a more 
managerial approach toward corporate social responsibility.  
According to Frederick (1994) “corporate social responsiveness refers to the capacity of a corporation 
to respond to social pressure” (p.154), or to “the ability to manage the company’s relations with various 
social groups” (p.156) and presupposes a passive stance of a company towards its stakeholders. That 
is, companies only respond when social pressures are exerted upon them and do not act pro-actively..  
This perception of corporate social responsiveness is not in line with that of Sethi , who five years 
earlier, described social responsiveness as the long term role of companies in a dynamic social 
system. That is, companies are expected to anticipate changes that are likely to take place and should 
develop policies and programs to minimize side effects of their present and future activities (Sethi, 
1975; p.63). He argues that companies should actively manage their relations with the social system 
of which they are part in order to safeguard their legitimacy. 

                                                      
3 This paper was originally introduced in 1978 as Working Paper No. 279 of the Graduate School of 
Business of the University of Pittsburgh. 
4 To distinguish between corporate social responsibility and corporate social responsiveness, the 
former will be referred to CSR1 and the latter as CSR2 (Frederick, 1994). 
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Others disagree with Frederick for other reasons.  For example Arlow and Gannon  (1982) state that: 
“the term corporate social responsiveness has been popularized and has become a replacement of 
corporate social responsibility” (p.235). Thereby suggesting that CSR1 and CSR2 are synonymous 
constructs. 
 
Carroll  (1979), on the other hand, describes CSR2 as “the action phase of management responding in 
the social sphere” (p.502). He distinguishes four response strategies: a reaction, a defense, an 
accommodation and a proactive strategy. However, he does not explain these strategies. Clarkson 
(1995) does. According to Clarkson (1995; p.109) reaction refers to a strategy of denying 
responsibility, which means that the company is doing less than required. A defensive strategy implies 
that companies admit responsibility but fight it, resulting in doing the least that is required. An 
accommodative strategy, on the other hand, reflects an acceptance of responsibilities by doing all that 
is required. Finally, a proactive strategy implies that companies anticipate to external pressures or 
expectations by doing more than is required. 
 
The reaction, defense, accommodation and proactive strategies distinguished by Carroll (1979) are 
also used by other authors to represent CSR2. Wartick and Cochran  (1985) for example see these 
different responses as processes. In their view CSR2 defines these processes as the action dimension 
of the corporate social performance model. As they formulate it, corporate social responsiveness 
“provides the approach to realizing corporate social responsibility. It has become the general means to 
the end of satisfying corporate social obligations” (p.767). The reactive, defensive, accommodative 
and proactive strategies provide guidance for managers in developing responses.  
 
Wood  (1991) shares Wartick and Cochran’s view that CSR2  complements CSR1 and is intrinsically 
process oriented. However, according to her the four approaches, although characterizations of 
organizational responses to social pressures, do not themselves represent processes (p.703). In her 
view CSR2 comprises environmental assessment, stakeholder management and issues management 
(see also section 2.2.4). 
 
Epstein  (1987) also classifies corporate social responsiveness as process oriented. In his view 
corporate social responsiveness “pertains principally to the development of organizational decision-
making processes whereby, consistent with the limitations of incomplete and imperfect information, 
corporate decision makers collectively anticipate, respond, and manage the total ramifications of 
organizational policies and practices” (p.104). In contrast with Frederick (1994), Epstein’s definition of 
corporate social responsiveness presupposes a more active managerial stance. In Frederick’s view 
companies passively respond to external pressures, implying that external pressures are a 
prerequisite for corporate management to respond. If pressures are exerted, management responds 
for instrumental reasons only, since not responding might jeopardize the company’s legitimacy.  
However, and contrasting with Frederick’s view, Epstein believes corporate social responsiveness to 
be a normative concept.  
 
In conclusion we can say that corporate social responsiveness (or CSR2) is a business-society 
construct that can be characterized as divergent and organization centered. Also the construct can be 
classified as predominantly instrumental. Some authors consider CSR2 to be the popularized version 
of CSR1, thereby implicitly suggesting a normative connotation of the construct.  
Also the role of management differs among authors. To some authors, CSR2 reflects a passive 
managerial attitude, while others believe it to reflect a (pro)active managerial attitude. 
 
2.2.3 Social Issues Management (SIM) 
To Carroll  (1979) social issues are directly connected to corporate social responsibilities. That is, 
economic, legal, ethical and discretionary expectations of society are linked to issues companies have 
to manage. In his view the focus of social issues management is limited to identifying relevant social 
issues areas (e.g. consumerism, discrimination, product safety, etc).  
Shocker and Sethi  add the insight that societal expectations concerning corporate behavior change 
over time (Shocker and Sethi, 1973), are culture bound and industry prone (Sethi, 1975). In other 
words, with progress of time social issues as well as their relevance change. Besides, to different 
industries, like for example the chemical industry and the banking sector, different issues are likely to 
be relevant. 
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Wartick and Cochran  (1985), however, disagree with Carroll about the interpretation of the term 
issues management. According to Wartick and Cochran the term issues management relates to 
societal change in values and attitudes and is aimed at “minimizing surprises emanating from the 
business environment” and “determining effective corporate social policies in response to societal 
changes”. (Wartick and Cochran, 1985; p.766). The process of issues management is generally 
believed to comprise the following stages: (1) issues identification, (2) issues analysis, and (3) 
response development.  
In fact as the authors explain, in reality social issues management is a ‘misnomer’ (Wartick and 
Cochran, 1985; p.766), since not issues, but responses are managed. Taking not the issues 
themselves, but responses to issues as a starting point, one might say that a social issue usually 
starts with an expectational gap between desirable and actual corporate behavior. 
 
According to Bigelow et al . (1993) social issues are developments that will have an impact on an 
organization’s performance and ability to meet its objectives and that are important in terms of 
resources required or precedents set (p.18).  
Minimizing surprises that emanate from the business environment does not require management of 
social issues, but management of corporate responses to these issues with the intention of closing an 
expectational gap. Usually social issues evolve along a normal path comprising four stages (Bigelow 
et al., 1993).  
1. The emergence stage; stakeholders recognize and/or identify an expectational gap between what 

can be called a “what ought to be” (wish) and “what is” situation (fact); 
2. The interpretation stage; stakeholders give meaning to the expectational gap; 
3. The positioning stage; through mobilizing relevant stakeholders the campaign against current 

corporate performance is shaping; 
4. The resolution stage; finally an issue is resolved, either by action, legislation, negotiation, or 

otherwise. 
These stages reflect what Bigelow et al. (1993) refer to as a normal path. That is, the evolution or life-
cycle of a social issue is straightforward and no other facts, stakeholders and social issues interfere 
with it. Also social issues are bounded by starting and ending points. The starting point of a social 
issue may be the emergence of an expectational gap, while the resolution of that expectational gap 
can be seen as the ending point of a social issue. 
However, social issues do not necessarily have to evolve along a normal path. According to Bigelow et 
al. (1993), depended on how facts are interpreted, how stakeholders will react during the different 
issue stages described above, whether or not new issues develop and intervene with existing ones, 
and whether or not an issue can be resolved, other development paths can be distinguished.  
Apart from the normal path, unidirectional and recursive paths exist. Issues following unidirectional 
paths can be stopped (an issue terminates before a resolution is reached) or interrupted (due to new 
facts that reintroduce an issue, or an issue regains salience for stakeholders). Also some of the stages 
may be skipped (issues become very well defined in a very short time period; their urgency calls for 
immediate action leading to resolution of the issue). Issues following a recursive path tend to be either 
cyclical or enduring. An issue follows a cyclical path if it periodically re-enters the agendas due to 
newly emerging facts and/or new stakeholders entering the scene causing continuous reinterpretation 
of issues. This also creates problems with respect to the resolution of issues, because they are not 
well defined. That is, the starting and/or ending points are not clear. In contrast with issues following a 
cyclical path, issues following an enduring path are usually very complex which makes their resolution 
elusive. 
 
Wartick and Mahon  do not consider social issues to be relevant to companies per se. Social issues 
may become relevant if they develop into corporate issues. Based on a synthesis of relevant 
literatures Wartick and Mahon (1994) define a corporate issue as follows: 
(a) a controversial inconsistency based on one or more expectational gaps (b) involving management 
perceptions of changing legitimacy or stakeholder perceptions of changing cost/benefit positions (c) 
that occur within or between views of what is and/or what ought to be corporate performance or 
stakeholder perception of corporate performance and (d) imply an actual or anticipated resolution that 
creates significant, identifiable present or future impacts on the organization (p.306).  
 
However, in the social issues management arena seems to be some disagreement as to the 
interpretation of the term social issues. Clarkson  (1995), for example, explicitly discriminates between 
social and stakeholder issues. In his view, social issues are determined at the societal level and need 
to be managed at the appropriate (municipal; state; province; national or even the international) level. 
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Stakeholder issues, on the other hand, are business related and should be addressed at the 
organizational level. However, stakeholder issues may evolve into social issues, but the two do not 
necessarily coincide. For example, occupational health and safety, and discrimination are stakeholder 
issues by origin, but have evolved into social issues over time. Furthermore, in his view, companies 
cannot be expected to take responsibility for managing issues that should be dealt with at other 
societal levels.  
 
In conclusion we can say that social issues management (SIM) can be characterized as a divergent, 
predominantly descriptive and organization centered business-society construct. Social issues 
management evolves from issues identification to closing expectational gaps and distinguishes 
between social issues and corporate issues. Interpretations vary from descriptive to instrumental. 
However, some disagreement as to the interpretation of the term social issues and, consequently, the 
level of analysis exists. 
 
2.2.4 Corporate Social Performance (CSP) 
S. Praktash Sethi  was one of the first scholars to use the term corporate social performance (Sethi, 
1975). In his view legitimacy should be the central criterion when evaluating corporate social 
performance. Legitimation “involves not only the type of corporate activities, but also the process of 
internal decision making; the perception of the external environment; the manipulation of external 
environment –physical, social and political- to make it more receptive to corporate activities; and the 
nature of accountability to other social institutions in the system” (p.60). Therefore, in his view 
corporate social performance can be evaluated along three dimensions: 
• Social obligation refers to corporate behavior in response to market forces or legal constraints. 

This concept is considered proscriptive in nature. The legitimacy criteria are economic and legal 
only. 

• Social responsibility implies bringing corporate behavior up to a level where it is congruent with the 
prevailing norms, values, and expectations of performance (p.62) and is considered prescriptive in 
nature (see also section 2.2.1). 

• Social responsiveness relates to the long term role of companies in a dynamic social system. It is 
not about how companies should respond to social pressures, but how to anticipate changes that 
are likely to take place and the development of policies, programs and capabilities to minimize 
side effects of their present and future activities (p.63). Therefore social responsiveness can be 
characterized as anticipatory and preventive in nature (see also section 2.2.2). 

 
Carroll (1979) takes a different approach towards CSP. Based on a variety of earlier views -including 
Sethi’s - he believes CSP to be a construct that consists of three dimensions:  
• Corporate social responsibility (CSR1) refers to the social responsibility of business and 

encompasses the economic, legal, ethical and discretionary expectations that society has of 
organizations at a given point in time (p. 500; see also section 2.2.1); 

• Social issues in his view are linked to corporate social responsibility (p. 501). It is up to corporate 
management to identify and manage these issues in order to meet the financial, legal and ethical 
(and discretionary) expectations society has of organizations. (see also section 2.2.3). 

• Corporate social responsiveness is the third dimension of corporate social performance and refers 
to the strategy behind a company’s response to social issues and corporate social responsibility 
(p.501; see also section 2.2.2). The responsiveness continuum ranges from doing nothing 
(reaction) to doing much (proaction). 

According to Carroll it is not appropriate to assess CSP on the basis of only one social issue or 
stakeholder group. To properly assess a company’s social performance at least five (key) stakeholder 
groups (employees, consumers, shareholders/owners, community and environment) and preferably all 
performance areas (economic, legal, ethical and discretionary) should be involved. A shortcoming of 
this model is that it does not specify what the term performance relates to. Obviously, corporate social 
responsiveness is the end-point of the model. 
 
Wartick and Cochran  (1985) further Carroll’s three dimensional model. Despite the fact that they 
prefer to speak of principles of corporate social responsibility, processes of corporate social 
responsiveness and policies of social issues management, the content of the dimensions remains 
largely the same. However, the sequence of the dimensions differs from Carroll’s model.  
• The principles, or corporate social responsibility, section of the model comprises the same 

elements as does Carroll’s model, but is founded on the premise that business has a social 
contract with society. This ‘contract’ includes the rights and obligations of business. Another 
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premise is that business acts as a moral agent. That is, business reflects and reinforces values 
(see also section 2.2.1).  

• Processes of corporate social responsiveness are aimed at the capacity to respond to changing 
societal conditions and managerial approaches to developing responses. In this respect four 
response strategies (reactive, defensive, accommodative and pro-active) can be distinguished 
(see also section 2.2.2). We can say that corporate social responsiveness endorses the social 
contract and the moral agency premises. 

• The policies or social issues management section differs from the Carroll’s interpretation. To 
Carroll social issues are merely topical issues that companies should address, whereas Wartick 
and Cochran interpret social issues as ‘surprises’ emanating from the business environment that 
companies need to respond to in order to avoid adverse consequences. In Wartick and Cochran’s 
view social issues management is a direct extension of corporate social responsiveness.  

Wartick and Cochran furthered the corporate social performance concept developed by Carroll. Like 
Carroll, corporate social performance encompasses corporate social responsibility, corporate social 
responsiveness and issues management. However, unlike Carroll, not corporate social 
responsiveness, but social issues management is the end-point of the model. Unfortunately, they also 
do not specify the term performance. 
 
In turn, Wood  (1991) furthers Wartick and Cochran’s model and defines CSP as “a business 
organization’s configuration of principles of social responsibility, processes of social responsiveness, 
and policies, programs, and observable outcomes as they relate to the firm’s societal relationships” 
(p.693).  
In this definition, CSP includes an action or outcome component. Wood rejects Carroll’s (1979) and 
Wartick and Cochran’s (1985) idea that corporate social responsiveness, respectively policies 
addressing social issues should be the endpoint of a corporate social performance model. In her view 
performance should be the end-point. A specification of Wood’s corporate social performance model is 
presented in table 2.1. 
 
Table 2.1: Elements of Wood’s corporate social perf ormance model 
 
Principles of corporate social responsibility 
• Institutional principle: legitimacy 
• Organizational principle: public responsibility 
• Individual principle: managerial discretion  
Processes of corporate social responsiveness 
• Environmental assessment 
• Stakeholder management 
• Issues management 
Outcomes of corporate behavior 
• Social impacts 
• Social programs 
• Social policies 
Source: Wood (1991; 694) 
 
In contrast to Carroll, and Wartick and Cochran, Wood abandons the idea that CSR1  is a four-domain 
(economic, legal, ethical and discretionary) construct and articulates three constitutive principles of 
corporate social responsibility. A principle in this approach is something fundamental that people 
believe is true, or a basic value that motivates people to act (p.695). The responsibilities distinguished 
by Carroll (1979) and Wartick and Cochran (1985) do not themselves represent principles, but, 
domains within which principles are enacted (Wood, 1991; 695).  Wood, however, distinguishes three 
types of principles of corporate social responsibility (see also section 2.2.1): 
• The institutional principle accentuates the legitimacy of the business-society relationship. 

Companies that do not use their power in a legitimate manner run the risk of losing it. 
• The organizational principle focuses on the relationship between business organizations and their 

environments. In this view, companies are only responsible for and should resolve only those 
problems they themselves have caused. They are also considered responsible for helping resolve 
problems and social issues related to their business operations and interests (p.697). 

• The managerial discretion principle relates to managers as moral actors and focuses on the 
personal responsibility of managers. 
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Wood’s corporate social performance model also articulates three constitutive processes of corporate 
responsiveness. In her view corporate social responsiveness “contributes an action dimension, a ‘how’ 
to’ component, that is needed to complement the normative concept of corporate social responsibility 
(Wood, 1991; 706).  
However, Wood’s interpretation of corporate social responsiveness bears little resemblance to 
Carroll’s (1979) and Wartick and Cochran’s (1985) interpretations. Although Wood’s model also 
comprises processes of corporate social responsiveness, she puts the four response strategies 
identified by Carroll and Wartick and Cochran aside and states that the reactive, defensive, 
accommodative and proactive approaches characterize organizational responses to social pressure. 
Having said this, Wood introduces three characteristics of corporate social responsiveness (p.703)  
• Environmental assessment refers to assessing the business environment, which includes-but is 

not restricted to- the ecological environment. To Wood, the term environment also includes the 
social, legal and political environment. Subsequently, environmental assessment information 
“could then be used to devise strategies for adapting to the environment, or, conversely changing 
it” (p.704). 

• Stakeholder management refers to the relationship between a company and its stakeholders 
(shareholders, consumers, suppliers, employees, the community, etc). The stakeholder 
management construct will be further explored in section 2.2.10 

• Social issue management is defined as devising and monitoring internal and external processes 
managing a company’s response to social issues, with the purpose of ‘minimizing surprises’ “. 
(p.706).  

 
Furthermore, Wood articulates three constitutive outcomes of corporate behavior. These outcomes 
are: social impacts, social policies and social programs.  
• Social impacts include the intended or unintended outcomes in the form of emissions of toxic 

wastes, illegal payments to politicians, but also creation of jobs, technological innovation, etc.  
• Social programs are aimed at implementing social responsibility and responsiveness. For 

example, companies may have implemented environmental management systems such as ISO 
14001 to manage their environmental impacts. But a company may also invest in sponsorship or 
cause related marketing programs that are aimed at furthering some social good.  

• Social policies institutionalize a company’s socially responsible motives and socially responsive 
processes and reflect its values, beliefs and goals with respect to social and natural environment. 
Policies guide decision making in: 

o areas where problems recur, so that no efforts need be wasted on reflection and analysis 
in routine matters, and 

o areas of great interest or importance to the organization in a way that threats or 
opportunities in these areas can be handled more effectively. 

According to Wood only the outcome section of the model is observable and open to assessment. 
 
Figure 2.1: A simple system 

 
Source: Mitnick (2000), p.425 
 
Mitnick  (2000) contributes to the corporate social performance debate by developing a guided system 
approach (see figure 2.1). Guided systems are systems governed by norms and values that apply to 
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all parts of the system and are guided by ‘system governors’. This means that the values a company 
adheres to are captured in a mission statement or a code of conduct. But also a company’s 
commitment to external guidelines and/or principles can be seen as tokens of a company’s principles.  
In such a system, inputs (resources) are transformed (processes) into outputs (activities), which in turn 
produce outcomes (impacts on stakeholders and the natural and/or economic environment). Contrary 
to Wood’s view, a system’s performance is not determined by outcomes only. All parts: Inputs, 
Processes, Activities/Outputs and Outcomes contribute to a system’s performance. These system 
elements are linked to create desirable activities/outputs and outcomes, and should be measured 
individually to assess the contribution of each element to the common goal.  
Since a guided system generates performances in all its components, it would be more appropriate to 
speak of system performances. Critical to this view is that there is not just one performance, but a 
sequence of linked performances that together constitute corporate social performance. 
 
If, for example, a company wants to reduce its environmental impacts, it needs to have appropriate 
measures in place for gauging outcomes. Furthermore, environmental goals can only be achieved if 
activities (e.g. emission of hazardous substances) are in line with these environmental goals. This also 
requires that activities should be (made) measurable. In order to decrease emission levels of 
hazardous substances, production processes may need readjustment, including the use of alternative 
inputs (resources). In other words, in case of performance measurement, defining performances or 
performance domains is not enough. Also adequate performance measures must be developed to 
measure performance in each of the domains. 
 
    Table 2.2: Performance domains, performance mea sures and examples of  
   performance measures 

Performance Domain  Performance Measures  Examples of Performance 
measures 

Guidance/Norm-setting 
Performance 

Assessing performance by 
measuring qualities of the firm’s 
guidance component 

Code of conduct 

Consumptive/Contributory 
Performance 

Assessing performance by 
measuring system’s inputs 

Information disclosure in hiring 
practices 

Process Performance Assessing performance by 
measuring aspects of the firm’s 
production process. 

Measures of diversity in 
workforce 

Activity Performance Assessing performance by 
measuring the firm’s outputs 
(not outcomes) 

Percentage of pre-tax earnings 
to charity 

Outcomes Performance Assessing performance by 
measuring the firm’s impacts or 
terminal effects 

Measures of an unpolluted 
environment 

Summative/Combinatorial 
Performance 

Assessing performance by 
measuring factors claimed to 
index or combine the other 
performances of the firm. 

Reputational measures 

  Source: Mitnick (2000), p.429/431. 
 
Table 2.2 encompasses performance domains as well as performance measures per domain 
distinguished by Mitnick (2000). As can be seen, he distinguishes seven performance domains. In 
figure 2.1, all but the Summative/Combinatorial Performance domain are depicted. The 
Summative/Combinatorial Performance domain relates to performance of the entire system. 
Mitnick , just like Wood (1991), discriminates between principles, processes and outcomes, and both 
agree that these performance domains should be linked. Mitnick and Wood also agree that good work 
for bad reasons is not the same as good work for good reasons, thus acknowledging the potential 
existence of mimicking behavior.  
However, principles, processes and outcomes are differently interpreted by both scholars. Unlike 
Wood, Mitnick does not differentiate between principles relating to society, the organization and the 
individual. To Mitnick it is evident that corporate social performance is analyzed at the (sub) 
organization level. Furthermore, according to Wood, outcomes comprise impacts, programs and 
policies, whereas Mitnick reserves the term outcomes for impacts only, while programs and policies 
are perceived to be either process or output items.  
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One of the most eye-catching differences between both approaches is that Wood argues that only 
outcomes are observable, while Mitnick asserts that all system parts are observable (and 
measurable). 
 
Based on the above, the conclusion should be that the CSP construct lacks consensus and should, 
consequently, be qualified as divergent. However, the construct does seem to show (some) 
convergence. Some authors conceptually further each other’s construct. Sethi’s (1975) definition of 
CSP inspired Carroll (1979) to develop his CSP construct. Carroll’s model formed the basis for Wartick 
and Cochran’s model, which in turn inspired Wood to build her CSP model. Mitnick (2000), on the 
other hand has a different view on corporate social performance. In contrast with Wood, he perceives 
CSP as a system (see figure 2.1), that is governed by norms and values that apply to all parts of the 
system. 
We can say that corporate social performance generally challenges the idea that companies should 
exclusively be profit-driven (Dentchev, 2004; p.11/12) and does have a normative connotation for that 
matter. On the other hand, the concepts discussed in this section are mainly descriptive in orientation. 
Furthermore, CSP is predominantly organization centered. That is, in all constructs discussed above, 
the level of analysis is the organization, although Wood’s model also has an institutional and individual 
focus.  
 
2.2.5 Sustainable Development (SD) 
Aguire  makes clear that, while the CSR1 and the CSP constructs have their roots in the early 1950’s 
(Carroll, 1991), the sustainable development construct first appeared in the early 1980s (Aguirre, 
2002). The use of the term sustainable development gained momentum especially after the United 
Nations World Commission on Environment and Development’s publication Our Common Future in 
1987. This Commission defined sustainable development as “a development which meets the needs 
of the present without compromising the ability of future generations to meet their own needs” 
(WCED,1987;p.43). The Commission identified poverty, particularly in Third World states, as the main 
cause of environmental degradation and insisted on alleviating poverty through development efforts in 
order to effectuate worldwide environmental protection and conservation (Aguirre, 2002). Although the 
sustainable development concept does not ignore social and economic aspects, environmental 
thinking lies at the very heart the construct (Elkington, 1994).  
To some (e.g. Bansal, 2002) the sustainable development definition presented by the Brundtland 
Commission is conceptually ambiguous (Bansal, 2002). Others, (e.g. Banerjee, 2002) prefer speaking 
of a slogan instead. There is also no consensus on a working definition. Or as Aguirre (2002) states: 
“its use is murky at best, often not at all defined even implicitly by most users, and used in different 
ways by different writers”(p.109). To date, more than 100 definitions of sustainable development exist 
(Banerjee, 2002). Below some of these definitions will be discussed.  
 
Reinhardt  (2000) argues that the definition put forward by the Brundtland Commission is appealing 
yet hard to apply because of its imprecision. Therefore he reformulates sustainable development as 
follows: “a strategy or development path is sustainable if it involves no net decrease in total assets or, 
equivalently if it involves the creation of value” (p.27). These assets include both human-made assets 
and natural resource stocks.  
Atkinson  (2000), on the other hand views sustainable development as “a development path where 
human welfare or well-being does not decline over time” (p.236).  
Gladwin et al.  (1995, p. 878 - 880) deduced some principle components from a selection of 
representative sustainable development definitions and composed these into a new definition. 
According to them sustainable development is “a process of achieving human development (...) in an 
inclusive, connected, equitable, prudent, and secure manner”.  
• Inclusiveness suggests that sustainability “embraces both environmental and human systems, 

both near and far, in both the present and the future (…) Sustainability thus goes beyond 
ecological efficiency to also include social sufficiency; it goes beyond ‘The Natural Step’ (…) to 
include social and economic steps”.  

• Connectivity suggests that a “a nation cannot reach its economic goals without also achieving 
social and environmental goals”, and “Social equity and biospheric respect are required for 
enhanced welfare anywhere on the planet”, and “efforts aimed only toward ecological health and 
integrity, in the absence to alleviate poverty, stabilize population, and redistribute economic 
opportunity, may produce trivial results at best”. 
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• Equity refers to the “fair distribution of resources and property rights, both within and between 
generations”. Equity defined in this manner is viewed as the central theme of nearly all sustainable 
development definitions. 

• Prudence suggests that sustainable development calls for “keeping life-supporting ecosystems 
and interrelated socio-economic systems resilient, for avoiding irreversibilities, and for keeping the 
scale and impact of human activities within regenerative and carrying capacities”. 

• Security implies that sustainable development is a human-centered construct aimed at ensuring a 
safe, healthy, high quality of life for current and future generations.  

 
Bansal ’s (2002) approach accentuates ‘three principles of sustainable development’. These principles 
are “inextricably connected and internally interdependent (…) dynamic and complex” (p.123) and call 
for a long-term horizon.  
These principles are: 
• Environmental principle. This principle requires that “society protects its environmental resources. 

It assumes that ecosystems have limited regenerative capability and that the earth’s land, air, 
water, and biodiversity will be compromised by irresponsible actions. (…) To ensure that future 
generations experience a standard of living at least equal to our own, they must have good access 
to resources. If resources are depleted, economic growth and the quality of life will ultimately be 
compromised” (p.123). 

• The social-equity principle. According to this principle everyone, independent of initial 
endowments, should be treated fairly (p.123). In this respect the term ‘everyone’ should be broadly 
interpreted to cover the present (privileged and underprivileged) generation as well as future 
generations. However, the motives for treating people equitably are not ethically, but 
environmentally inspired.  Or as she states “If people are not treated equitably, they will exploit 
natural resources” (p123). Thereby implicitly acknowledging that the sustainable development is 
concern driven (Aguirre, 2002). In other words, the social-equity principle is a prerequisite for the 
planet earth to sustain. 

• The economic principle. This principle refers to “the adequate production of resources for society 
to maintain a reasonable standard of living. When people reach an acceptable standard of living 
they are able more easily to protect their natural environment because it is not so critically tied to 
their basic health and survival needs” (p.123) 

 
In conclusion, we can say that the sustainable development construct, as substantiated by the 
Brundtland Commission, has been subject to extensive debate both in society and among scholars, 
and has also been subject to ongoing redefinition. The construct should therefore be qualified as 
divergent (Aguirre, 2002).  The construct can best be classified as normative, because it describes 
how societies ought to develop (Dentchev, 2004). This also implies that sustainable development 
construct takes the national or supra national scale as the level of analysis. This does not mean, 
however, that the sustainable development principle does not have implications for organizations and 
individuals as well. 
 
2.2.6 Corporate Sustainability (CS) 
Dentchev  states that corporate sustainability denotes the contribution of business to sustainable 
development (Dentchev, 2004). Two forms of corporate sustainability can be distinguished:  
Weak corporate sustainability refers to a path in which total wealth should not decrease over time 
(Atkinson, 2000). Total wealth, in this configuration, refers to economic, social and environmental 
value created by companies. According to the ‘weak corporate sustainability’ path, loss of 
environmental value can be compensated by social and/or economic value (Reinhardt, 2000), as long 
as total value does not decrease. A definition of corporate sustainability that typically follows the ‘weak 
sustainability’ path is provided by Reinhardt (2000), who asserts that a sustainable firm is “one that 
creates value when all of its costs and revenues are measured at their social opportunity costs. (…) To 
be sustainable from a social cost perspective, a firm must be creating value and reinvesting enough of 
that value to maintain its capital stock at an undiminished level”(p.30). Social costs comprise both 
private costs (capital costs, labor costs, etc.) and costs that are not directly reflected in market prices 
(p.27). 
Strong corporate sustainability, on the other hand refers to the “physical protection of absolute levels 
of natural assets (…) The underlying rationale is that natural assets provide complex ecological 
functions, crucial to the maintenance of life and, furthermore, that these critical functions cannot be 
substituted for other assets” (Atkinson, 2000). In contrast with the ‘weak sustainability’ path which 
typically represents an economic view on sustainable development (Aguirre, 2002), ‘strong 
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sustainability’ emphasizes the natural environment. Or as Gladwin et al. (1995) assert: strong 
corporate sustainability can be characterized as ecocentric. 
 
Bansal’s  (2002) conception of sustainable development (see above), can best be classified as eco-
centric. However, she believes that companies adhere to sustainable development mainly for financial 
reasons, or as she states “sustainability implies sustainable competitive advantage, not sustainable 
development” (p.124). In her view implementing an environmental management system like ISO 
14001 supports sustainable development by requiring companies to continually reduce their 
environmental impacts (p.125), although others (e.g. Feldman et al. (1997)) found that environmental 
management systems are also used as reputation enhancing tools. 
 
The corporate sustainability concept underlying one of the most prestigious sustainability indexes 
today - the Dow Jones Sustainability Index  – does emphasize the economic dimension. The Dow 
Jones Sustainability World Indexes Guide 2004 states that ”corporate sustainability is a business 
approach to create long-term shareholder value by embracing opportunities and managing risks 
deriving from economic, environmental and social developments” (p.8).  
 
In conclusion, just like the sustainable development construct, we can say that corporate sustainability 
has different connotations and should therefore be classified as divergent. Furthermore, the corporate 
sustainability construct cannot be unambiguously classified as descriptive, instrumental or normative. 
Much depends on the interpretation and use of the construct. For example, the ‘weak’ and ‘strong’ 
sustainability paths represent a normative focus. The construct underlying the DJSI-World has a more 
explanatory connotation and can therefore best be characterized as descriptive.  
 
2.2.7 Business Ethics (BE) 
Narveson  proclaims that broadly speaking ethics is about what should be done and reflects moral 
considerations about what is good or bad, right or wrong, wise or unwise to do (Narveson, 1997). 
However in a narrower sense the term ethics applies to ‘morals’ or ‘morality’, thus referring to 
behavioral norms for members of social groups. The morality of a society is that set of rules or 
principles that members of that society generally accept as applicable to their own and others’ 
behavior and that tend to reinforce the called-for behavior of others (p.249). Applied to business, 
behaving ethically in a narrow sense refers to conformance to society’s set of rules. It should be noted 
that rules, in this respect, do not include laws. Laws are enacted by a legislative body, while rules are 
not imposed by some authority. Rather everybody participates in “enforcing” morality, by praising, 
blaming, rewarding and punishing. 
This narrow definition of business ethics comes very close to the perception of CSR1 as defined by 
Sethi (1975) and Carroll (1979). These perceptions of CSR1 articulate that business has to live up to 
prevailing norms, values and expectations of society. 
 
Goodpastor and Mcmahon  state that business ethics is a specific branch of general ethics and is as 
old as commerce itself (Macmahon, 1997; Goodpastor, 1997). According to Goodpastor (1997) BE is 
a quality of business action – individual or corporate – with special attention to its moral adequacy 
(p.51). In this respect, two aspects of business and individual actions are important: the aretaic and 
deontic aspects. The aretaic aspect articulates actions as manifestations of an inner outlook. At the 
individual level this inner outlook refers to virtues (e.g. prudence, justice, temperance, courage, 
honesty, trustworthiness, etc.) or vices (e.g greed, cruelty, indifference, etc). At the organizational 
level, the aretaic aspect refers to corporate culture (for example, in relation to environmental 
awareness). 
The deontic aspect articulates the way individual and organizational actions influence relationships 
with others (stakeholders).Three avenues along which this type of actions can be morally assessed 
are: 
• interest based action: moral assessment is guided solely by the consequences to affected parties;  
• rights-based action: moral assessment is governed by protection of the rights to fair opportunities 

and wealth, and protection of the right to basic freedoms or liberties;  
• duty-based action: moral assessment is based on duties or responsibilities regarding one’s role in 

the community (including the corporate community) of which one is part. 
 
Epstein  (1987) defines business ethics in a different manner. According to Epstein “Business ethics 
concerns the systematic, value based reflection by managers, traditionally individually but increasingly 
in collective settings, on the moral significance of personal and organizational business action and its 
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consequences for societal stakeholders”. The difference between CSR1 and business ethics is that 
business ethics is guided by moral reflection, while is CSR1 is not.  
 
Buchanan  (1997) asserts that an unambiguous definition of BE cannot be provided and speaks of 
conceptions of business ethics: 
• The Rule-egoism concept is limited primarily to ethical questions within the sphere of business 

and does not relate to the institution of business. This concept takes as an assumption that 
business is self-interested. By following moral rules, business people serve their long-term self 
interest. 

• The Simple Legalist/Loyal Agent concept. Since business people act as agents of the company’s 
owners, their only ethical obligation is to maximize profits within existing legal frameworks. This 
concept gears towards Friedman’s interpretation of CSR1 (see 2.2.1) 

• The Casuistry concept. This concept of business ethics takes the concrete case in which an 
ethical problem arises as the starting point. How to act or what is considered ethical is derived 
from analogous (past) cases. 

• Managerial Profession concept. This concept restricts the domain of business ethics to the ethical 
problems encountered by managers and narrows ethics down to a particular kind of role morality. 

 
Freeman  (1994) even goes one step further than Buchanan and asserts that ethics and business are 
categorically distinct and for that matter irreconcilable. In his view there is ethics and economics, but 
no such thing as business ethics, a term that he classifies as an oxymoron (Wicks, 1996).  
 
The terms BE and CSR1 are sometimes used interchangeably (Mcmahon, 1997). Both constructs are 
normative in the sense that both express what companies should do. CSR1 concerns conformance to 
society’s obligations and expectations (Carroll, 1979) and comes very close to what Narveson calls 
morality. Not complying with the rules of society, or morality, may result in withdrawing the license to 
operate granted by society.  
According to Epstein (1987) the BE and CSR1 concepts differ substantially, because the former 
accentuates moral reflection, that is the rightness, or wrongness, and the goodness or badness of 
business behavior (Epstein, 1987;p.105). However, others claim that a definition of BE cannot be 
provided, or that BE simply cannot exist, because it tries to reconcile the irreconcilable. 
 
In conclusion, we can say that the business ethics construct is divergent and has a predominant 
normative focus. Furthermore, the BE construct takes the individual and/or organization as the level of 
analysis. 
 
2.2.8 The Corporate Social Policy Process 
The corporate social policy process construct is a synthesis of business ethics, corporate social 
responsibility and corporate social responsiveness. As the denotation of the construct already 
suggests, corporate social policy process is process oriented. The central point being the 
institutionalization within business organizations of key elements from business ethics, corporate 
social responsibility and corporate social responsiveness (Epstein, 1987; p.106).  
• From business ethics –value based moral reflection and choice concerning individual and 

organizational behavior. 
• From corporate social responsibility – an issue-oriented concern with specific products 

(consequences) of corporate actions. 
• From corporate social responsiveness –a focus upon the individual and organizational processes 

through which value-based, issue-oriented moral reflection and choice occurs. 
 
In figure 2.1 the key analytical components underlying the corporate social policy process are 
schematically presented. 
A company maintains relationships and interactions with multiple stakeholder groups. From these 
interactions issues or policy concerns may arise. Concerns that require immediate action are referred 
to as problems. Subsequently criteria (norm and values) should be in place which enable corporate 
leaders and stakeholders to evaluate the actions that are taken by the firm. Within the context of a 
given issue and the norms and values determined in the previous step, corporate decision makers 
must set organizational objectives. Depending on the criteria and the formulated goals, additional 
information may be required to arrive at decisions that will solve problems the company faces. Once 
decisions are taken they are to be implemented. Finally, all aspects of the decision making process, 
goals and criteria should be evaluated in order to perfect the process. 



 

43 
 

 
In conclusion, we can say that the corporate social policy process has its roots in CSR1, CSR2 and BE. 
Since it concerns a unique framework, the construct cannot simply be classified as convergent or 
divergent. The corporate social policy process construct is descriptive (with a normative undertone) 
and allows for an analytical approach at the individual and organizational level.  
 
 
Figure 2.1: Key Elements of the Corporate Social Po licy Process 

 
Source: Epstein (1987) 
 
2.2.9 Sustainable Corporate Performance (SCP) 
Researchers of the Groningen University and the VU University Amsterdam developed and tested a 
model for measuring SCP. They define SCP as the ‘apparent dedication of business to contribute 
positively to the welfare of various stakeholder groups ‘here and now’, but also ‘there and in the future’ 
(Steg et al. 2001; p.18). This definition clearly refers to the sustainable development notion presented 
by the Brundtland Commission. In the SCP-definition the statements ‘here and now’ and ‘there and in 
the future’ obviously refer to present and future global generations, whereby the term generations is 
narrowed down to stakeholder groups. Clearly the SCP construct accentuates how companies should 
act, making its focus inherently normative.  
The assumption underlying SCP is that companies add value. From an SCP perspective the basic 
responsibilities of a company involve the maintenance and/or enhancement of economic wealth, social 
well-being and environmental quality (…). This leads to three ‘value-added’ concepts. These are:  
• Economic Value Added  (going beyond the classical EVA)  
• Social Value Added  
• Environmental Value Added.  
Economic Value Added+ Social Value Added + Environmental Value Added = Sustainability Value 
Added. (An overview of Value Added issues is included in Appendix 2.1). 
Furthermore, the social, environmental and economic dimensions of the model are described in terms 
of principles, practices, outcomes and stakeholder views on SCP. In a well-ordered company, 
principles generate practices, which in turn cause intended outcomes. Also stakeholders are involved 
in all subsequent stages (Vlek et al. 2002). Principles, practices, outcomes and stakeholder views will 
now be explained. 
• SCP Principles  refer to the economic, social and environmental ‘duties’ of businesses to society 

as a whole. Principles indicate what companies should cherish and reflect what corporations exist 
for and what they intend to do (Steg et al.,2001;p.22). That is, principles refer to (basic) values or 
beliefs adhered to by a company, that apply to all constituting parts of the organization. Principles 
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play a guiding role in decisions of corporate management regarding processes, outcomes and 
interactions with stakeholders. 

• SCP Practices  refer to action strategies, programs, procedures and policies adopted by 
corporations in order to behave responsibly. Practices refer to what corporations actually do, 
ranging from communicating and explaining SCP principles to all organizational members, 
analyzing SCP issues, responding to SCP issues (on all organizational levels), and informing 
stakeholders on SCP (Steg et al., 2001; p.22). 
Examples of practices are: (business) plans, auditing and assessment procedures, committees, 
compliance mechanisms, management systems, internal guidelines, key responsible individuals, 
strategies, surveys, reporting mechanisms, interactions with stakeholders, etc. 

• SCP Outcomes  refer to positive and/or negative contributions to the welfare and quality of the 
whole (e.g. own organization, employees, customers, the wider community and the local as well 
as global environment) Outcomes indicate what corporations have achieved, as reflected in actual 
results, products and impacts (Steg et al.,2001;p.22). 
For example, the emission of toxic substances is considered an output, whereas the harmful 
influence on the community of which the company is part, is considered an impact. Also the 
financial contribution of companies to combat illiteracy in the community of which they are part is 
an output, whereas the impact of these illiteracy programs can be measured by the number of 
people benefiting from these contributions.  

• Stakeholder views on SCP  refer to how stakeholders perceive and evaluate economic, social 
and environmental performances of corporations as reflected in their principles, practices and 
outcomes (Steg et al.,2001;p.22). 
Measures to gauge stakeholder perception are: satisfaction surveys, stakeholder feedback 
programs, suggestions made by stakeholders etc. 

 
In conclusion, we can say that the SCP construct has its roots in sustainable development and can 
best be characterized as descriptive and organization centered. Since it concerns a unique framework, 
the construct cannot simply be classified as convergent or divergent.  
 
2.2.10 Stakeholder management, consultation and dialogue (SM) 
Stakeholder management implies stakeholder consultation and dialogue and is at the centre of 
corporate sustainability and related constructs.  
Donaldson and Preston  (1995) introduced an influential taxonomy of the various stakeholder 
approaches. In their view a stakeholder approach can be:  
• A Descriptive approach intends to describe and/or explain how companies, managers and 

stakeholders interact. The main question is: what happens? 
• An Instrumental approach investigates the implications of managing stakeholder interests and the 

achievement of corporate objectives such as profitability and growth. The main question is; what 
happens, if? 

• A Normative approach prescribes how companies and managers should act towards its 
stakeholders. The main question is; what should happen? 

 
To date a plethora of stakeholder definitions exists, although Freeman’s  (1997) definition of a 
stakeholder as ‘any group or individual who can affect or is affected by the achievement of the 
organization’s objectives’ is one of the most widely cited (Agle et al., 1999).  
To business, stakeholder identification has become a key issue. Although the term ‘stakeholder’ 
pretends to include all those who have a stake in the company, the definition suggests otherwise. 
From Freeman’s perspective, a stakeholder is an ‘influencer’ who is capable of affecting corporate 
performance. For that matter, Donaldson and Preston  (1995) argue that it is essential to clearly 
distinguish between influencers and stakeholders (p.86). Some actors may be categorized as 
stakeholders (e.g. a single customer or a small supplier) and others may be referred to as influencers 
(e.g. the media and special interest groups), while other actors are stakeholders as well as influencers 
(e.g. labor unions, consumer groups, large shareholders, nongovernmental organizations). 
 
Clarkson  (1995) takes account of this dichotomy by distinguishing between primary and secondary 
stakeholders. To Clarkson, stakeholders are persons or groups that have, or claim, ownership, rights, 
or interests in a corporation and its activities, past, present or future. These claims are the result of 
transactions with, or actions taken by the company and may be legal or moral, individual or collective. 
A primary stakeholder group is “one without whose continuing participation the corporation cannot 
survive as a going concern” (p.106). This group typically comprises: shareholders, investors, 
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employees, customers, suppliers, governments and communities of which companies are part. 
Whereas, secondary stakeholder groups are those groups of individuals that  influence or affect, or are 
influenced or affected by the corporation, but are not engaged in transactions with the corporation and 
are not essential for its survival (p.107) The secondary stakeholder group includes, among others, the 
media and special interest groups and have the capacity to mobilize public opinion.  
Using Donaldson and Preston’s (1995) terminology, one might say that the Clarkson’s primary 
stakeholder group consists of ‘influential stakeholders’, while the secondary stakeholder group 
primarily encompasses ‘influencers’.  
Clarkson also identified an array of Typical Corporate and Stakeholder Issues. This overview is 
included in Appendix 3.1). 
 
Not all stakeholder groups (primary or secondary, influential or not) are constantly and equally salient. 
Mitchell et al . (1997) distinguish three attributes that together determine stakeholder salience. These 
attributes are:  
1. Power . The more stakeholders are capable of exerting power by means of physical threats, 

access to resources and prestige or acceptance, the more likely they are to impose their will upon 
a company. 

2. Legitimacy . The legitimacy of a claim is based on contract, exchange, legal title, legal right, moral 
right, at-risk status, or moral interest in the harms and benefits generated by company actions 
(Agle et al. 1999; p.508), or as Carroll (1991) puts it “Legitimacy refers to the extent to which a 
group has a justifiable right to be making its claim”(p.43). 

3. Urgency  refers to the degree to which stakeholder claims call for immediate attention. 
The most salient stakeholders are those who possess all three of the abovementioned attributes.  
Agle et al. (1999) argue that stakeholders that are part of the traditional production function view –
shareholders, employees and customers (…) are more salient than stakeholders that are included in 
the expanded stakeholder view of the firm, such as governments and communities (p.520). This view 
is endorsed by and Story and Price (2006). According to these authors, companies view customers, 
shareholders/investors and employees as their principal stakeholders.  
The combination of power and legitimacy makes that particularly these stakeholders should be 
considered as potentially ‘dangerous’ (Mitchell et.al., 1997). If at a particular moment corporate 
management does not respond satisfactorily towards an urgent claim, these groups may become 
(highly) salient and may use their power to enforce appropriate measures.  
 
Stakeholder theory implies that managers are aimed at attaining multiple-objectives. They preferably 
maximize the welfare of all those who have a stake in the company. As long as maximizing welfare of 
one stakeholder group does not detract from maximizing the welfare of other stakeholder groups, 
managers can maximize welfare of several stakeholder groups simultaneously. However, a problem 
arises when an increase in welfare of one group detracts from the welfare of one or more stakeholder 
groups. In cases like these, managers are faced with the necessity to make tradeoffs between the 
expectations of stakeholder groups. Stakeholder theory does not provide a conceptual specification of 
how to make these tradeoffs. 
To end this stalemate, Jensen (2002) introduced the Enlightened Stakeholder Theory, which adds to 
stakeholder theory the specification that the objective of the firm is to maximize long-term market 
value. This implies that a change in the long term market value is the scorecard by which success 
should be measured (p.246). In this view social welfare is maximized when all firms in an economy 
maximize total market value. However, this should not be interpreted as hegemony of shareholders 
over other constituencies. It means that companies cannot maximize long-term market value if 
expectations of important stakeholders (shareholders or non-shareholder stakeholders) are ignored.  
 
In conclusion, we can say that stakeholder management, consultation and dialogue is a business-
society construct of growing importance. Stakeholder theory suggests that managers of firms have 
obligations to stakeholders groups (Freeman, 1997). Therefore this construct could be classified as 
convergent. However, at the same time, the term ‘stakeholder’ appears to be multi interpretable. The 
stakeholder approach can take a descriptive, normative or instrumental orientation (Donaldson and 
Preston, 1995). Furthermore, stakeholder management can be analyzed at the organizational and 
individual level. 
 
2.2.11 Corporate Citizenship (CC) 
In a traditional economic view, corporations are perceived as citizens that are expected to abide by the 
law and to earn as much money for their owners as possible (Friedman, 1970; Carson, 1997; 
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Waddock and Smith, 2000). Waddock and Smith  assert that being a good citizen implies that 
companies not only serve their owners’ interests, but also the interests of a range of other 
stakeholders and that the key word to corporate citizenship is respect (Waddock and Smith, 2000). 
Companies should interact with their stakeholders in a respectful manner. This vision is also largely 
shared by the Dutch Social Economic Council  (SER). In its view, good corporate citizenship goes 
beyond abiding by the law and also accounts for the interests of others and tries to exercise an 
informed and imaginative ethical judgment in deciding what he should and should not do (SER, 2001). 
According to Carroll  a company’s responsibility entails profit-making, obeying the law and being a 
good corporate citizen (Carroll, 1979; p.43). In his eyes, being a good corporate citizen implies 
endorsing philanthropic activities (Carroll, 1991). 
Fombrun and Van Riel , on the other hand, believe that corporate citizenship refers to decision 
making that links corporate practices to ethical values, legal compliance, and respect for people, 
communities, and the environment (Fombrun and Van Riel, 2004). 
To some, the corporate citizenship construct shows considerable overlap with some of the BE and 
CSR1 concepts discussed earlier. Hummels  (2004) and Verschoor  (2006) do not even differentiate 
between CSR1 and CC and use the terms interchangeably. To them, both constructs are considered 
synonymous and metaphorical, emphasizing the social dimension of corporate behavior.  
The idea that CSR1 and CC are identical constructs is also endorsed by Carroll (1999), while Dawkins  
(2002) believes that corporate citizenship is no more than “the popular rendering of corporate social 
performance” (p. 272). Bakker et al. (2005) assert that CC is the successor of CSR1. 
According to Matten et al. (2003) the literature about corporate citizenship reveals three different 
perspectives on CC: A limited view, an equivalent view and an extended view. 
A limited view on CC accentuates the (voluntary) philanthropic role and responsibilities of the firm. The 
equivalent view equates CC with corporate social responsibility. According to the extended view CC 
describes the corporate function for governing citizenship rights (i.e. social rights, civil rights and 
political rights) for individuals. 
 
In conclusion, we can say that the corporate citizenship construct is ambiguously defined and has 
substantial overlap with CSR1. The construct has an apparent normative connotation, is divergent and 
is organization centered.  
  
2.2.12 Triple Bottom Line (TBL) 
The triple bottom line construct, coined by Elkington (1999), is directly related to sustainable 
development as defined by the Brundtland Commission and is also known as the people, planet, profit 
alliteration. Key to the triple bottom line construct is that companies are assessed on how 
environmental, social and economic concerns are balanced and managed. The notion underlines that 
the value-creating capacities of companies should go beyond creating shareholder value to also 
include social and environmental value-creation (Steg et al. 2001). That is, the triple bottom line 
construct replaces the single bottom line concept in which companies are assessed on their financial 
performance only (Waddock, 2000). The triple bottom line construct shows substantial overlap with the 
CSR1 interpretation of the Dutch Social Economic Council (SER).  
 
In conclusion, we can say that the triple bottom line construct is seemingly convergent, is descriptive 
yet normatively framed by implying that corporate performance should not be assessed on the basis of 
financial indicators only. Companies also ought to create social, environmental and economic value.  
 
2.3 Classification of the business-society construc ts  
In the previous paragraph 12 constructs articulating the business-society relationship were discussed. 
In table 2.3 an overview is provided, whereby these constructs are classified along the three criteria 
mentioned in the introduction to this chapter: 
• The extent to which constructs are convergent/divergent 
• Whether an approach should be interpreted as descriptive, normative or instrumental 
• The level of analysis these constructs provide: individual, organizational and institutional 
 
Construct convergence/divergence 
In the introduction to this chapter ‘construct convergence’ was defined as the extent to which a specific 
construct is unambiguously defined throughout relevant literatures. If a specific construct is defined or 
applied identically by different scholars, then the construct is qualified as convergent. If, on the other 
hand, different definitions are used by different scholars the construct is qualified as divergent. 
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Besides the triple bottom line construct, none of the other constructs discussed above can be 
classified as typically convergent. That is, these constructs are defined and interpreted differently in 
different studies, or are unique, like the SCP and CSPP constructs. 
 
       Table 2.3: Classification of business-societ y constructs 

Constructs  Categorization  Level of 
analysis 

Corporate Social 
Responsibility (CSR1) 

Normative 
(Instrumental) 

Organizational 

Corporate Social 
Responsiveness 
(CSR2) 

(Normative) 
Instrumental 
 

Individual 
Organizational  

Social Issues 
Management (SIM) 

Descriptive 
 

Organizational 

Corporate Social 
Performance (CSP) 

Normative 
(Descriptive) 

Institutional 
Organizational 
Individual 

Sustainable 
Development (SD) 

Normative 
 

Institutional 

Corporate 
Sustainability (CS) 

Descriptive 
Normative 

Organizational 

Business Ethics (BE) Normative 
 

Individual 
Organizational 

Corporate Social 
Policy Process (CSPP) 

Descriptive Individual 
Organizational  

Sustainable Corporate 
Performance (SCP) 

Descriptive 
 

Organizational 

Stakeholder 
Management, 
Consultation and 
Dialogue (SM) 

Descriptive 
Normative 
Instrumental 

Individual 
Organizational 
 

Corporate Citizenship 
(CC) 

Normative 
 

Organizational  

Triple Bottom Line 
(TBL) 

Normative 
(descriptive) 

Organizational  

 
Some of the concepts show substantial overlap, such as business ethics, corporate social 
responsibility, corporate social responsiveness, corporate sustainability, corporate citizenship and 
triple bottom line. Also corporate citizenship, corporate social responsibility, corporate social 
responsibility and corporate social responsiveness are sometimes used as substitutes. 
 
Whether the multitude of business-society constructs is indicative of a definitional chaos or an 
evolutionary process is not clear. We have seen signals of both. 
• There are signs that the development of the corporate social responsibility construct is an 

“evolutionary process”, but this has not resulted in substantial convergence in the development of 
the CSR1 construct over time.  

• Corporate social performance is an example of ‘work in progress’ as far as the model of Wood 
(1991) is concerned. Wood builds on the model of Wartick and Cochran (1985) who in turn 
furthered Carroll’s (1979) three-dimension model. However, Mitnick’s (2000) CSP approach differs 
substantially from these approaches.  

• Whether or not the corporate social performance (CSP) construct has developed into corporate 
sustainability (CS) or sustainable corporate performance (SCP) is debatable, since the latter two 
are rooted in sustainable development, whereas the corporate social performance construct lacks 
this foundation. 

• Corporate sustainability and the triple bottom line construct are rooted in sustainable development 
and are strongly related. 
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Construct categorization 
Construct categorization refers to the classification of constructs on the basis of the Donaldson and 
Preston typology (Donaldson and Preston, 1995). According to this typology a construct can be 
categorized as descriptive, normative or instrumental.  
We have seen that most constructs are not unequivocally defined and/or operationalized. One 
construct mat be defined and/or operationalized in more than one way. Consequentially, the 
categorization will be different as well. For example, corporate social responsiveness (CSR2) is used 
as a generic normatively oriented construct expressing that companies not only have a responsibility 
towards their owners, but also have a responsibility to contribute to a better world (Dentchev, 2004). At 
the same time Frederick’s (1994) interpretation of CSR2 can best be described as instrumental. 
Many of the constructs discussed are framed normatively, but descriptive or instrumental in their 
application. For example, corporate social performance (CSP) is framed normatively, although the 
construct itself is clearly descriptive by nature. The CSR1 construct is also framed normatively. 
Depending on how the construct is interpreted, its application can best be classified as instrumental or 
descriptive.  
 
Level of analysis 
The vast majority of the constructs take the organization as the level of analysis. Sustainable 
development, and to a certain extent corporate social performance, surpass the organizational level 
and should/can be analyzed at the institutional level.  
Depending on the interpretation, corporate social responsiveness, business-ethics and stakeholder 
management can also be analyzed at the individual level.  
 
2.4 Conclusions 
In this paragraph 12 frequently used constructs expressing the business-society relationship have 
been described and analyzed. The purpose of the analysis is to assess the extent to which these 
constructs are similar. The following constructs have been analyzed. 
1. Corporate social responsibility 
2. Corporate social responsiveness 
3. Social Issues Management 
4. Corporate social performance 
5. Sustainable development 
6. Corporate Sustainability 
7. Business Ethics 
8. Corporate Social Policy Process 
9. Sustainable Corporate Performance 
10. Stakeholder Management, Consultation and Dialogue 
11. Corporate Citizenship, and  
12. Triple-Bottom-Line 
 
The constructs have been analyzed on the basis of 3 criteria: construct convergence, construct 
categorization and level of analysis. 
Construct convergence  refers to the extent to which a specific construct is defined unambiguously 
throughout relevant literature. 
Construct categorization refers to a construct a classification on the basis of the so-called 
Donaldson and Preston typology (descriptive, normative and instrumental). 
Level of analysis refers to the level of analysis the business-society construct accentuates 
(institutional, organizational and individual). 
 
Our analysis in this chapter demonstrates that most of the 12 constructs presented are not 
unequivocally defined, described and/or interpreted. The ambiguity may be the result of construct 
evolution or definitional chaos. In 1975, Sethi already stated that “corporate social responsibility has 
been used in so many different contexts that it has lost all meaning. Devoid of an internal structure and 
content it has come to mean all things to all people”. This statement made more than three decades 
ago is still relevant. 
 
In this book, we will develop a meta-analytical framework, synthesizing some of the constructs 
presented in this chapter. The SCP-model developed by Steg et al. (2001 and 2003) is used to 
structure the different data elements, because the Steg model covers the three dimensions (social, 
environmental and economic) typical to sustainable development (Bansal, 2002). The corporate social 
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performance approaches of Wood (1991) and Mitnick (2000) lie at the very heart of this framework 
because of their explicit focus on ‘performance’ (see also paragraph 4.4). Furthermore, in this 
dissertation when speaking of stakeholders we will use Clarkson’s (1995) definition, because it further 
specifies the social dimension and explicitly distinguishes between primary and secondary 
stakeholders. Furthermore, the Typical Corporate and Stakeholder Issues (see Appendix 3.1) 
identified by Clarkson (1995) will be used to supplement the social dimension of the Steg-model. 
 
The meta-analytical framework will be used to visualize the different orientations of 24 sustainability 
(reporting) guidelines. The results show that the differences in theoretical orientations and definitions 
also lead to a large variety in guidelines. In a second stage, we will also use the meta-analytical 
framework to analyze the assessment methodologies underlying the Dow Jones Sustainability World 
Indexes (DJSI-World) and the Domini Social 400 Index (DSI). Although this dissertation does not solve 
the definitional problems, it may help to understand differences in orientation of sustainability 
guidelines and indexes, and thus to gaining a clearer vision on the corporate sustainability 
performance message they convey. 
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Chapter 3: Corporate sustainability performance in action: Business’ 
limitations, possibilities, opportunities and dilem mas 
 
3.1 Introduction 
In the previous chapter we coined the term corporate sustainability performance as an umbrella term 
for constructs capturing the business-society relationship. We dwelled upon twelve constructs 
accentuating the business-society relationship and saw that most of these constructs differ 
(substantially) in terms of content, typology and level of analysis. We also saw that these constructs do 
not converge into a meta-construct. Or to phrase it metaphorically, the sky of corporate sustainability 
performance constructs seems to be covered with clouds of constructs. 
 
Despite the difficulty of getting a clear focus on what corporate sustainability performance is exactly 
about, so far we do know that it is a way of addressing the business-society relationship, and that this 
relationship is one of reciprocity: society influences business’ behavior and in turn business influences 
society. This idea of reciprocity suggests that neither society nor business can escape from this 
relationship. Reciprocity also suggests that business is capable of influencing society for better or for 
worse. Business has on the one hand contributed to prosperity. On the other hand, it has also 
contributed to, for example, environmental pollution and all the problems that come with it. Some 
believe that companies can be seen as moral agents (Wartick and Cochran, 1985) and that business 
has a crucial role to play in creating a world of justice and peace (e.g. Epstein, 1987). Others (e.g. 
Milton Friedman) are very much opposed to this idea and believe that that the role of business in 
society can best be characterized as amoral.  
Supportive to the presumption that companies can indeed be regarded as moral agents is the promise 
of four major Dutch companies (ABN.AMRO, Shell, TNT and Unilever) to the United Nations’ 
secretary-general Kofi Annan to take a greater responsibility for sustainable development5. From these 
and many other examples one might get the idea that corporate sustainability performance is for the 
good of society and is also a way of overcoming market failures.  
 
Scheme 3.1: Structure of chapter 3  

 
 
The purpose of this chapter is twofold. The first purpose is to get an answer to the question of whether 
or not and to what extent companies can contribute to sustainable development. This question will be 
addressed in paragraph 3.2. The second purpose is to get insight into the motives of companies for 
contributing to sustainable development. These motives will be discussed in paragraph 3.3. In 
paragraph 3.4 conclusions will be presented and sustainable development related corporate actions 
and dilemmas will be discussed. This paragraph also serves as a basis for the Corporate 
Sustainability Analysis Framework that will be developed in chapter 5. 

                                                      
5  Source: Trouw, 5 July 2006. 
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3.2 Possibilities and limitations for business to c ontributing to sustainable development 
In the previous chapter we saw that sustainable development is aimed at (Bansal, 2002): 
• Protection of the natural environment. Natural resources should be preserved; generation of waste 

and emissions should be reduced and life support systems should be endorsed (Steg et al. 2001). 
Besides, good access to resources is a prerequisite for future generations to experience a 
standard of living at least equal to our own (Environmental Principle). 

• Equity among nations and peoples. All people(s) around the world should be treated equally. 
(Social Principle). 

• Alleviating poverty and maintaining a reasonable quality of life. All people should be able to have 
access (at least) the basic necessities of life (Economic Principle). 

 
These three dimensions or principles underlying the sustainable development construct serve as 
points of reference for business’ contribution to sustainable development.  
Business can and does positively contribute to sustainable development. However, these efforts are 
not enough to counterbalance the effects of factors that are beyond the control of business, such as 
population growth and increasing individual prosperity levels. In sections 3.2.1 and 3.2.2 we will 
provide some examples to illustrate this position.  
 
3.2.1 The Environmental Principle 
The environmental principle requires society to protect its environmental resources and can be divided 
into three sub-principles: environmental protection, eco-efficiency and product stewardship. 
Environmental protection refers to waste and input management. Eco-efficiency refers to reducing 
inputs per unit of output, while product stewardship refers to minimizing the impacts of goods and 
services over their entire life cycle (Bansal, 2002).  
 
In this section we will focus on the environmental protection and eco-efficiency sub-principles and will 
specifically address the extent to which companies are likely to actively contribute to the reduce 
energy consumption and CO2 –emissions on a global scale. 
 
Energy reduction 
By definition, total energy consumption covaries with energy-intensity (energy consumption per unit of 
product) and gross domestic product (total production).  
As we can see, figure 3.1 shows that in the period 1990-2003 global energy consumption went up by 
15 percent as a consequence of a higher global production of almost 41 percent and a reduction of 
energy consumption per unit of product of more than 18 percent. Therefore we can state that, 
although business made substantial efforts to improve energy-efficiency, these efforts were more than 
offset by an increasing production of goods and services.  
In turn, production growth, by definition, covaries with population growth and per capita production (or 
consumption) growth. As figure 3.1 shows, in the 1990-2003 period global production increased by 
almost 41 percent, as a consequence of a population increase of almost 20 percent and an increase 
of per capita production of almost 18 percent. 
 
Business can influence total energy consumption by decreasing the energy-intensity of its products 
and production processes. In an early contribution to this debate, Von Weizsäcker, Lovins and Lovins 
(1997) already provided the insight that at least four times as much wealth can be extracted from the 
resources currently used (including fossil fuels) if all available (technological and other) options to do 
so are embraced. Also the Cradle-to-Cradle concept introduced by McDonough and Braungart (2002) 
provides a framework through which substantial reductions in energy consumption can be realized. 
However, the question is whether more efficient use of resources will be enough to achieve a state of 
sustainable development, or if a more fundamental economic transition is required. 
Increasing energy-efficiency has a positive effect on society at large, because it slows down the 
depletion of natural resources. It is also in the interest of business itself, because it reduces the costs 
per unit of product and increases profitability. 
 
In conclusion we can say that the international business community has made substantial efforts to 
reduce its energy consumption, but also that much more can and still needs to be done. Unfortunately, 
as recent history shows, the energy reduction efforts made by the business community were overruled 
by factors that are beyond the control of business (i.e. population growth and prosperity growth per 
capita). Besides, efforts of business to reduce its energy consumption not only contribute to the good 
of society at large but also endorse business’ financial performance.  
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Figure 3.1: Decomposition and development of global  energy consumption and CO 2 emissions 
(in parenthesis: relative changes in the period 199 0-2003)  
 
                     Energy-intensity =     Total energy consumption 
               x   (-18.3)              (15.0) 
Population x GDP per capita =  GDP  
   (19.6)           (17.7)            (40.8)   x  
         CO2-intensity     =       Total CO2 emissions 
                    (-20.0)  (12.7) 
 

GDP = Gross Domestic Product (million constant 2000 US$) 
Energy intensity= Energy consumption per unit of GDP (tonnes of oil equivalent per million constant 2000 
international $) 
CO2 intensity = CO2 emissions per unit of GDP (metric tons of CO2 per million international US$) 
Source: www.earthtrends.wri.org  
 
Environmental protection (emission of CO2 gasses) 
CO2 emission levels –by definition- covary with CO2 -intensity (CO2 emissions per unit of product) and 
gross domestic product (total production volume). An increase of gross domestic product and CO2 -
intensity will result in higher CO2 emission levels. That is, if such an increase is not counterbalanced 
by a proportional CO2 -intensity reduction, through the use of for example nuclear energy and 
renewable energy sources, such as wind, sun, bio-mass, etcetera. The International Energy Agency 
(IEA) estimated that from 1973 until 2006 the share of these energy sources in the global energy 
supply increased from 13.4 to 19.1 percent6. 
 
As we can see, figure 3.1 shows that the global emission of CO2 gasses increased by almost 13 
percent during the 1990-2003 period, particularly due to increasing GDP levels. CO2 emissions per 
unit of product decreased by 20 percent, while gross domestic product increased by almost 41 
percent. As figure 3.1 suggests, a declining CO2-intensity is likely to be the counterpart of soaring 
energy-efficiency levels. That is, lower CO2 emissions per unit of product are likely to be a by-product 
of lower energy consumption.  
 
Generally speaking, we can say that the market system fails to take the social costs of production into 
account. In case of CO2 emissions this means that the costs of neutralizing these negative external 
effects are left unpriced. These costs are usually passed on to society. For that reason, (inter) national 
authorities intervene in the economic system with the aim to internalize these social costs and to 
create a level playing field for the business community by enacting laws and imposing regulations and 
levies. (Inter) national authorities can also intervene by making use of the market mechanism as is the 
case with CO2 emission trading.  
 
In conclusion, we can say that target setting and the creation of a level playing field in terms of CO2 
emissions is predominantly the domain of (inter)national authorities. They should provide the 
incentives and prerequisites for emission trading, as well as emission ceilings. Companies are not 
likely to voluntarily reduce CO2 emissions levels beyond those corresponding with decreasing energy-
intensity levels, because it is not in their interest to do so. However, to date substantial reductions in 
CO2 emissions can still be achieved, for example by reducing the consumption of fossil fuel related 
energy and increasing the use of renewable energies and nuclear energy.  
 
Although in this section energy consumption and CO2 emission reductions were central, it should be 
noted that the line of argumentation used here largely applies to other resources and commodities as 
well.  
 
3.2.2 The Social and Economic Principles 
Table 3.1 provides a snapshot of social conditions in some countries. The table illustrates that social 
and economic inequalities among countries are vast. In some of the largest countries in the world, like 
China and India, hundreds of millions of people have to live on less than two dollars a day. Income per 
capita in a country like the USA is almost 52 times higher than in a developing country like Sierra 
Leone. Life expectancy in the Netherlands is close to 80 years, whereas people in Sierra Leone only 
live half as long due to, among other things, poor sanitary and water supply conditions. In a country 

                                                      
6 Source: IEA: Key World Energy Statistics 2008. 
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like Bangladesh some 30 percent of the population is undernourished, whereas in countries like the 
USA, Japan and the Netherlands undernourishment rates are negligible. 
 
According to the WBCSD, sustainable development is best achieved through open, competitive, rightly 
framed international markets that honor legitimate comparative advantages. Such markets encourage 
efficiency and innovation, both necessities for sustainable human progress (WBCSD, 2002a, p.3). This 
requires that at least some basic conditions are met. In this respect the WBCSD asserts that 
conditions for sustainable development include: democracy, effective intellectual and property rights, 
reliability of contracts, lack of corruption, equitable trade terms and respect for comparative advantage, 
ordered competition between businesses, fair and transparent accounting standards, accountability 
and predictability of government interventions, investment in education and enabling technologies, 
dismantling perverse subsidies, etc. (p.4). However, to enable business to create wealth and 
prosperity, (supra) national authorities, if necessary in cooperation with institutions such as the World 
Bank and the International Monetary Fund, should provide these conditions.  
 
Table 3.1: A snapshot of social conditions in some countries  

 
 
(Quasi) collective goods, such as health care, education, sanitation, clean drinking water, are usually 
provided by governments (Clarkson, 1995). Sometimes companies (e.g. BMW and Nutreco) also 
provide educational and health services to the communities of which they are part. However, these 
facilities are not primarily aimed at eradicating illiteracy or bringing down mortality rates, but are mainly 
aimed at increasing the availability of well trained and healthy workers. Eradicating poverty and 
alleviating social needs are not among the core activities and responsibilities of companies. Since not 
companies, but governments are responsible for supplying (quasi) collective goods, companies can 
also not be held accountable for the provision of these goods.   
Companies are typically responsible for meeting the interests and expectations of their stakeholders7 
(Clarkson, 1995; Bansal, 2002). However, meeting the interests of one stakeholder or stakeholder 
group may result in compromising the interests of other stakeholders or stakeholder groups. For 
example, managing a stakeholder issue like philanthropy may be a source of conflict among 
stakeholders. It may be applauded by the community of which a company is part, because it 
contributes to the well-being of its citizens. On the other hand, corporate philanthropy may be rejected 
by shareholders because of the alleged negative impact on profitability. 
 
The overall conclusion of this paragraph should be that companies can contribute to sustainable 
development, albeit to a varying extent. As far as the Environmental Principle is concerned we can say 
that companies have made substantial efforts to reduce their energy consumption, but given the state 
of the technology, much more can still be done. Unfortunately, as recent history shows, earlier efforts 
of the business community were more than offset by factors that are beyond the control of the 
business community. On the other hand, we can say that companies are not likely to voluntarily 

                                                      
7 An overview of typical stakeholder issues is presented in Appendix 3.1 
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reduce their CO2 emission levels, because it is not interest to do so. Setting targets for CO2 emission 
reductions is predominantly the domain of (inter)national authorities. They should also provide the 
incentives and prerequisites for emission trading, as well as emission ceilings. 
As far as the Social and Economic Principles are concerned, we can say that companies cannot be 
held responsible for alleviating all social needs on a global scale. Social issues are mainly the domain 
of governments and international authorities. Companies are responsible and accountable for serving 
and balancing the interests and expectations of their stakeholders.  
 
3.3 Motives for business for contributing to sustai nable development 
In the previous paragraph we saw that companies can to a varying extent contribute to sustainable 
development. To companies, contributing to sustainable development is aimed at meeting and 
balancing the interests and expexctations of their stakeholders. In doing so, they should preferably 
simultaneously add to the ’good of society’ and enhance financial performance. Motives for companies 
for contributing to sustainable development should be judged from that perspective. 
 
Relevant literatures indicate that (at least) four distinct but related motives for companies to go 
sustainable can be distinguished. In the following sections these motives will be explained. These 
motives are: 
• Stakeholder pressures 
• Competitive advantage 
• Financial performance  
• Ethics 
 
3.3.1 Stakeholder pressures 
Institutional theory posits that companies adjust their structures and activities to external values, 
norms, expectations and regulations (Meyer and Rowan, 1977; DiMaggio and Powell, 1983; Oliver, 
1991; Bansal and Roth, 2000). A company’s activities are legitimate if they are congruent with the 
norms, values and expectations of the larger social system (Dowling and Pfeffer, 1975), or more 
concrete, its stakeholders. The term stakeholders should be broadly interpreted in this respect and 
covers primary as well as secondary stakeholder groups (see section 2.2.10).  
Not complying with external pressures and expectations may have implications for a company’s long 
term survival and its social contract, or license to operate (Brown and Deegan, 1998). However, value 
systems, that define the constraints to corporate behavior are dynamic and are liable to change, thus 
causing corporate legitimacy to be a dynamic construct as well (Dowling and Pfeffer, 1975).  
Legitimacy also accentuates the reciprocity of the business-society relationship mentioned earlier: 
business affects the society of which it is part, while in turn society exerts pressures on companies to 
comply with its values and expectations. This process of homogenization is referred to as 
‘isomorphism’ (DiMaggio and Powel, 1983; p.149).  
 
It is argued that, any social institution (organization) – and business is no exception - operates in 
society via a social contract, expressed or implied, whereby its survival and growth are based on: 

(1) the delivery of some socially desirable ends to society in general, and 
(2) the distribution of economic, social, or political benefits to groups from which it derives its 

power 
In a dynamic society, neither the sources of institutional power nor the need for its services are 
permanent. Therefore a company must constantly meet the twin tests of legitimacy and relevance by 
demonstrating that society requires its services and that the groups benefiting from its rewards have 
society’s approval (Sethi, 1973, p.67).  
Stakeholders -such as customers, employees, shareholders, suppliers, non-governmental 
organizations, investors, governments, etc- exert pressures on companies to conform to their norms, 
values and expectations and to those of the larger social system. Not complying with these pressures, 
expectations and obligations may ultimately jeopardize a company’s legitimacy and therefore its 
survival and growth. 
Below some of these pressures will be discussed. It should be noted that it is not our aim to provide a 
exhaustive list of list of pressures stakeholders may exert upon business, but to provide (at least) 
some insight into the types of pressures stakeholders can use to make companies comply with their or 
society’s norms, values and expectations.  
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Pressures from employees 
Employees take corporate sustainability performance increasingly into consideration when applying for 
a job. Not treating its workers correctly may have serious consequences for a company’s reputation 
with all due consequences. 
If employees can no longer identify with a company’s norms and values, they may choose to resign 
and seek employment elsewhere. This may have serious consequences for the company involved, 
because not only will they have to recruit new employees; the company may also be faced with a 
brain-drain. Employees embodying specific skills or tacit knowledge may be of great value to a 
company. Loosing such valuable employees may seriously compromise a company’s competitive 
strength.  
Another way for employees to pressure companies to comply with their norms, values and 
expectations is to go on strike. Strikes may not only damage a company’s reputation, the costs may 
also be substantial, causing the company’s market value and stock price to deteriorate (Becker and 
Olson, 1986). 
According to a McKinsey& Company survey among almost 400 CEO’s and top executives of 
companies endorsing the UN Global Compact, employees and consumers are believed to be the 
stakeholder groups that have the greatest impact on the way companies manage societal 
expectations (Oppenheim et al., 2007). 
 
Pressures from customers 
Customers increasingly take sustainability issues into consideration when purchasing goods (Preston, 
2001). A major impetus for (not) buying products is whether or not the company’s values are aligned 
with the consumers’ own personal values (Verschoor, 2006).  
In Australia 60% of consumer decisions are made with an awareness of environmental impacts, while 
approximately 80% of the Australians buy products based on social and environmental issues 
(Greene, 2001). In the United States of America almost 90% of the population agrees that companies 
should not just be profitable, but also be thoughtful of their impact on the environment and on society 
at large. Over 70% of customers are more prompt to buy products of companies that are thoughtful of 
their social and environmental impact8. Purchasing decisions are also influenced by how companies 
treat their employees (Verschoor, 2006).  
Although a large proportion of customers claim to include sustainability related issues in their 
purchasing decisions, only a minority actually makes any effort to purchase more environmentally 
sound products (e.g. Vogel, 2005). However, as mentioned earlier, according to a McKinsey& 
Company survey, CEOs and other top executives believe that consumers are among the stakeholder 
groups that have the greatest impact on the way companies manage societal expectations 
(Oppenheim et al.,2007). 
One of the most feared customer instruments is a product boycott. Large numbers of consumers in 
countries like The Netherlands, Germany and United Kingdom ceased buying Shell products in 1995, 
causing a severe drop in sales after Shell had decided to sink the Brent Spar (a dismantled oil-rig) in 
the Atlantic Ocean. This incident had and still has a major impact on Shell’s sustainability strategy.  

 
Pressures from non-governmental organizations 
To date a plenitude of non-governmental organizations exist. The hidden power of non-governmental 
organizations (such as, human rights organizations, labor organizations, environmental protection 
groups, etc) is the capacity to mobilize potentially ‘dangerous’ stakeholder groups. A classic example 
of a non-governmental organization campaign is the involvement of particularly Greenpeace in the 
Brent Spar incident mentioned above. Greenpeace mobilized large groups of customers in boycotting 
Shell products and services.  
Judged by the number of NGOs formally participating with the United Nations, the influence of NGOs 
has increased substantially. Just after the Second World War the United Nations Economic and Social 
Council granted consultative status to 41 NGOs. By 1996 more than 1000 NGOs had attained 
consultative status. This number has increased steadily to more than 3000 organizations in 20079. 
Therefore, today more than in the past, it is easier for NGOs to raise issues and bring pressures to 
bear in the public domain. Approximately two-third of the NGOs in consultative status originates from 
the United States and Europe. 
 

                                                      
8 Source: The Natural Marketing Institute; available at www.duurzaam-ondernemen.nl 
9 Source: United Nations Economic and Social Council; available at  
   http://esa.un.org/coordination/ngo/new/index.asp?page=intro 
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Pressures from governments and the international community 
The value of a company not only depends on the cost of explicit claims (e.g. of shareholders and 
employees etc), but implicit claims (e.g. quality of service, degree of environmental and social 
responsibility) can also have significant value impact (McGuire et al.,1988). If a company is perceived 
to behave in an environmentally or socially irresponsible manner, claimants may attempt to transform 
implicit claims to explicit claims. In this respect they argue that if a firm fails to meet promises to 
government officials concerning actions that affect the environment (for example dumping), 
government agencies may find it necessary to enact more stringent legislation, thus constituting 
explicit contracts in order to force companies to act in a more responsible manner. The result of 
irresponsible actions may spill over to other implicit stakeholders, who might also doubt whether the 
firm would honor their claims (McGuire et al. 1988). 
Not adhering to regulations may result in serious penalties. Therefore, regulatory pressures may 
cause companies to implement environmental policies and management systems (Darnell, 2006). For 
example, in the European Union the Directive on Waste Electrical and Electronic Equipment (WEEE) 
mandates the taking back and recycling of most electrical products and equipment. This urges 
companies to reconsider the manufacturing process as well as the type of components used in electric 
and electronic appliances.  
Acting in a socially and environmentally responsible manner may also be a means for pre-empting 
government regulation and a means for convincing the public and government officials to relinquish 
legislation aimed at restraining undesirable behaviors (Buchanan, 1997; Amalric and Hauser, 2005). 
Besides, governments not only enact legislation and impose regulations; they can also actively 
participate in the sustainability arena themselves. In The Netherlands the national government actively 
facilitates companies in making corporate social responsibility work. Also questions as to what extent 
companies should be facilitated, and as to what extent regulatory frameworks should be initiated in 
order to enforce corporate social responsibility are on the government’s agenda (SER, 2001).  
Whether corporate social responsibility is enforced by legislation and regulations, or by voluntary 
(government facilitated) initiatives, it is clear that the Dutch government believes that “CSR is here to 
stay” (SER, 2001). This in itself may be a major incentive for companies to take corporate social 
responsibility seriously. 
On the international level a variety of government related organizations such as the UN, the World 
Bank, the International Finance Corporation, the OECD etcetera, have taken initiatives that clearly set 
the scene for corporate sustainability performance.  
 
Pressures from the supply chain 
Many internationally operating companies such as Ford, Toyota and Unilever impose environmental 
requirements on their suppliers (Greene, 2001). These companies cannot afford to be associated with 
poor social and/or environmental performance of suppliers or purchasers, since this may have serious 
repercussions on their reputation.  
DSM, a major Dutch chemical company, prefers to speak of partners when referring to supply chain 
organizations, instead of clients. According to DSM competition in markets is increasingly shifting 
towards competition among supply chains10. This increases the vulnerability of supply chain members. 
If performance of one of the supply chain members is below par, all supply chain members may suffer. 
Furthermore, large organizations leading the supply chain increasingly coerce other organizations, 
especially small and medium sized enterprises (SMEs) into meeting its norms, values and 
expectations, resulting in, for example, SMEs implementing environmental management systems and 
issuing sustainability reports (Greene, 2001). 

 
Pressures from the financial community 
Banks can also put pressure on companies to contribute to sustainable development. Although the 
banking industry itself is only marginally pollutive, it may be confronted with high-risk clients in terms of 
environmental concerns. If failing to meet environmental standards endangers its going concern, a 
company is likely to become a liability to the banking sector. Therefore, in these cases the banking 
industry will impose additional securities and/or higher interest rates on companies with (strong) 
environmental concerns in order to limit its own environmental exposure (Jeucken, 2002). 
 
The investment community also exerts pressures on companies to contribute to sustainable 
development. As the 2003 survey among European fund managers, financial analysts and investor 
relation officers states, 79 percent of the fund managers and analysts believe that management of 

                                                      
10 Source: Het Financieele Dagblad, 27 December 2002. 
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social and environmental risks has a positive impact on a company’s long term market value. Also, 
52% percent of fund managers/analysts and 47 % of investment relation officers believe that social 
and environmental considerations will become a significant aspect of mainstream investment 
decisions in the near future (CSR Europe, 2003). 

 
The Association of British Insurers (ABI, 2001) describes the pressure exerted by the financial 
community as follows: 
… there are clear risks to shareholder value from poor management of supply chains, inadequate 
environmental management, human rights abuses and poor treatment of workers, suppliers or 
customers. Shareholders want to see that companies are managing such risks. Concerned investors 
will apply pressure to those which are not and reward those which are. Ultimately, companies which 
do not engage in this process will incur a higher cost of capital (p.4) 
 
Pension funds may also persuade companies into putting social and environmental issues on 
corporate agenda’s. A study conducted by the Nyenrode University and the Dutch Association of 
Investment Analysts shows that almost 17% percent of the Dutch pension funds already has a 
sustainable investment policy in place. Approximately 19 percent is in the process of developing such 
a policy, while about 23 percent will develop such a policy in the near future. In total 44 pension funds 
were included in the study, representing almost 70 percent of entrusted capital.11 
 
Corporate Sustainability and Responsibility Research Groups12, such as the Sustainable Asset 
Management Group, Kinder, Lydenberg and Domini Research & Analytics Inc, Innovest, Ethibel, 
Dutch Sustainability Research etc., also ought to be mentioned as a coercive force. CSSR-Groups 
assess companies’ social, environmental (and economic) performance and are a link between 
companies and their stakeholders, usually investors (Schäfer, 2005). Since rating agencies 
communicate and interact with stakeholders and companies they are important instruments along 
which stakeholders and companies channel information.  
The total number of CSSR-Groups presently active in the corporate sustainability performance arena 
is not exactly known. Van den Brink (2002) presents some features and discusses the methodologies 
of 29 of these agencies, while Schäfer (2005) included 40 of these agencies in his study. A uniform 
and generally accepted assessment scheme or methodology does not yet exist and most assessment 
methods are proprietary (Van den Brink, 2002; Schäfer 2005).  
Despite the lack of uniformity, some are of the opinion that the (potential) impact of these agencies 
must not be underestimated. Dillenburg et al. (2003) claim that corporate sustainability performance  
rating methods may have a similar impact on corporate behavior as do the ratings of Standard and 
Poor, Moody’s and Morningstar (p.170).   

 
Pressures from shareholders 
There is an ongoing debate about whether or not corporate sustainability performance adds to 
shareholder value. Milton Friedman, who voices the conservative economic view on corporate 
sustainability performance, claims that managers have a responsibility to shareholders to maximize a 
company’s value. Managers, acting as agents of the shareholders, have no mandate to embark on 
socially responsible projects that do not contribute to corporate profitability.  
Remarkably, business organizations such as the World Business Council for Sustainable 
Development (WBCSD) and the Global Environmental Management Initiative’s (GEMI) have a 
different view on corporate sustainability performance than Friedman. Among the members of these 
organizations are companies such as Abbott Laboratories, The Coca-Cola Company, DuPont, Dow 
Chemical, Hewlett-Packard Company, General Motors, Nestlé, Motorola, SHELL etcetera. The 
WBCSD and GEMI believe that good corporate sustainability performance endorses corporate 
financial performance and hence the interests of shareholders. They have identified value drivers that 
add to the good of society and increase shareholder value (GEMI, 2004 and WBCSD, 2002a). If 
indeed, corporate sustainability performance adds to shareholder value, shareholders should coerce 
corporate management to identify sustainability performance drivers that enhance business’ social as 
well as economic fitness. 
 

                                                      
11 Source: Het Financieele Dagblad, 11 April 2003. 
12 This indication for sustainability research and rating agencies stems from the SRI Research/Rating  
Quality Standard CSRR-QS 2.0. This is a voluntary quality standard for corporate sustainability and 
responsibility research groups and is available at: www.csrr-qs.org/pdf/CSRR_QS_2_0_EN.pdf 
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Shareholder activism is another form of shareholders coercing corporate management into 
contributing to sustainable development. Shareholder activism concerns the process by which 
shareholders of a listed company, under the provisioning of securities legislation in various 
jurisdictions, can requisition its members to meet and vote on specified resolutions (see also Haigh 
and Hazelton, 2004; p.60). Especially large companies and companies showing negative product 
contingencies or poor environmental performance are targeted by shareholder activism (Rehbein, et 
al., 2004). Various stakeholders, like religious groups, environmental groups, unions and social 
investors have filed resolutions to pressure companies to change their practices (Rehbein et al. 2004; 
p.240). Although potentially coercive, to date shareholder activism has not yet appeared to be a very 
forceful instrument inciting corporate managers to respond in a more socially and environmentally 
benign manner (Haigh and Hazelton, 2004). 
Shareholders may also prevent corporate management from contributing to sustainable development 
as was the case with Shell13. In 2004 shareholders considered Shell’s policies too ‘green’, fearing that 
such an attitude might jeopardize corporate profits. 
 
Pressures from the educational arena and peer groups 
Education is key to promoting a sustainable society, since today’s students are the leaders of 
tomorrow (Nicolaides, 2006). If sustainable development is integrated in curricula of academic 
universities and universities of applied sciences, students will graduate with a ‘natural’ focus on 
sustainability performance, and sustainable development will become part of their mind-set. When 
they get a job they will apply the knowledge and skills they were taught and will become coercive 
forces themselves.   
Various universities and training institutions have integrated sustainable development aspects in their 
curricula. Van Weenen (1999) took stock of initiatives undertaken by universities all over the world. He 
counts numerous initiatives ranging from paper usage to developing sustainable development related 
educational and research programs. But university leaders are also becoming increasingly committed 
to sustainable development, as demonstrates the ‘Talloires Declaration’. This declaration is ten-point 
action plan for incorporating sustainability in higher education, composed in 1990 in Talloires (France). 
It is an official statement endorsed by more than 300 university administrators in more than 40 
countries.   
 
Peer groups and trade organizations are also an important source of sustainable development related 
initiatives and play an important role in stimulating sustainable development. For example, the 
WBCSD stimulates corporate sustainability performance among its members (and beyond) by 
emphasizing the positive link between corporate sustainability performance and financial performance. 
In this respect the WBCSD coins the term eco-efficiency. Eco-efficiency is achieved by the delivery of 
competitively-priced goods and services that satisfy human needs, while progressively reducing 
ecological impacts and resource intensity throughout the life-cycle to a level at least in line with the 
earth’s estimated carrying capacity. According to the WBSCD, eco-efficiency brings together the 
essential ingredients –economic and ecological progress- which are necessary for economic 
prosperity to increase along with a more efficient use of resources and lower emissions of (potentially) 
hazardous substances (WBCSD, 2000; p.7). That is, the WBCSD (gently) coerces its members into 
pursuing a sustainable development strategy that is aimed at increasing resource efficiency. 
 
The Equator Principles are another example of mildly coercing companies into contributing to 
sustainable development. The Equator Principles, formulated in October 2002 in London provide a 
framework for addressing environmental and social risks in project finance and were brought about 
under the auspices of the International Finance Corporation (IFC). Therefore we can say that the 
Equator Principles are guidelines for the banking sector made by the banking sector14 itself. Since the 
IFC requires the use of these Principles before joining in financial solutions for the projects involved, 
the self imposed rules tend to start a multiplier effect.  
 
3.3.2 Competitive advantage 
Besides stakeholder pressures, possibilities for obtaining a competitive advantage are also a major 
impetus for business to take sustainable development seriously. A company’s profitability is 
determined by two factors: the attractiveness of the industry in which it is located and its competitive 
advantage over its opponents (Grant, 1991). Factors such as barriers to entry, size and number of 

                                                      
13   Source: De Volkskrant, 16 February 2004. 
14 More information on the Equator Principles is available at: www.equator-principles.com 
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industry members, vertical bargaining power, largely determine an industry’s attractiveness (Grant, 
1991). A company’s competitive advantage, on the other hand, is determined by its resources and 
capabilities (Barney, 1991). Resources are the assets that a firm owns. These assets may be  tangible 
or intangible. Examples of tangible assets are property, plant, equipment, and raw material stocks. 
Intangible assets comprise such non-physical factors as reputation, patents, product technology, 
brands and skills of employees (Grant, 1991; Darnall, 2006). That is, resources are the inputs for a 
company’s production process. Capabilities on the other hand, are the capacity for a team of 
resources to perform some task or activity. In essence, a capability can be seen as a routine or a 
number of (interacting) routines in various fields (Grant, 1991), such as product or process design, 
procurement, production, marketing, distribution and service (Hart, 1995). While resources are the 
source of a company’s capabilities, capabilities are the main source of a company’s competitive 
advantage (Grant, 1991).   
Although we can distinguish resources and capabilities, the relationship between the two is not a 
predetermined one. The types, amounts and qualities of the resources available to a company have 
an important bearing on what the company can do, because these resources place constraints upon 
the range of routines that can be performed (Grant, 1991). Companies can enjoy a sustained 
competitive advantage if they possess resources that are valuable, rare, imperfectly imitable and non-
substitutable (Barney, 1991). 
Furthermore, a sustained competitive advantage does not necessarily result in improved financial 
performance. Much depends on the bargaining power of the company’s stakeholders. Coff (1999) 
points out that increased financial performance as a result of a resource-based advantage may not be 
observable in most financial performance measures and may be appropriated by a company’s most 
powerful stakeholders (i.e. employees and managers). Hence, increased financial performance may 
be appropriated by employees and managers in the form of increased wages and other fringe benefits 
and not by shareholders, because the bargaining position of shareholders is relatively weak compared 
to the bargaining position of employees and managers. 
 
Four sources of competitive advantage can be distinguished (Hart, 1995): 
A low cost advantage enables companies to use an aggressive pricing policy resulting in higher sales 
volumes; 
A differentiation advantage creates brand loyalty which implies that customers are willing to pay a 
higher price for the alleged higher quality or reputation of the product or service. This enables 
producers to apply a premium pricing policy. 
A pre-emption advantage refers to the timing and scale of introduction of products and services to the 
market. By making an early or a large scale move a company may pre-empt its opponents and tap 
new markets by using a low cost strategy or a differentiation strategy (or both). It is also possible to 
pre-empt competitors by setting new standards, having access to critical resources and customers. 
A future position advantage holds that a company should not only safeguard its present competitive 
and financial position, but should also be concerned about its future competitive position in case the 
present strategy is no longer viable. 
 
Below seven corporate sustainability performance related resources and capabilities will be discussed 
that can influence a company’s competitive position: 
• Cost profile 
• Stakeholder engagement 
• Employee attraction and retention 
• Cultural diversity 
• Reputation/legitimacy 
• Access to financial resources 
• Government interference 
 
Cost profile 
Waste, pollution and energy reduction can result in substantial savings (Hart, 1995, Preston, 2001; 
Anderson, 2006). Waste reduction not only reduces the cost of installing and operating end-of-pipe 
solutions, but may also increase productivity, lower disposal costs and shrink future liabilities. 
A company like DuPont has reduced toxic releases by 74 percent in the 1987-1993 period and halved 
its landfill waste (Anderson, 2006). 3M’s Pollution Prevention Pays program has resulted in a reduction 
of waste and emissions with an accumulated value of $790 million. Lower costs result in higher cash 
flows and higher profits. But in the process of decreasing waste and emissions levels, products and 
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production processes may have to be redeveloped or redesigned, resulting in tacit knowledge, new 
production technologies etcetera (Hart, 1995; Anderson, 2006).  
Besides, stock of socially and environmentally responsible companies is considered a less risky asset 
(Orlitzky and Benjamin, 2001). As simple finance textbooks teach us, a relation exists between a 
company’s risk and return (or the cost of capital), the general rule being that a reduction in risk will 
reduce the cost of capital. In other words, eventually, socially and environmentally responsible 
companies are likely to be confronted with lower capital costs than companies that show less socially 
and environmentally responsible behavior.  
Product stewardship refers to minimizing the life-cycle costs of products and calls for increased 
stakeholder involvement. This may result in cost advantages that competitors do not have (Hart, 
1995). 
 
Stakeholder engagement 
Sharma and Vredenburg (1998) describe three capabilities that may result from proactive 
environmental strategies. In their view companies are considered environmentally proactive “if they 
exhibited a consistent pattern of environmental practices, across all dimensions relevant to their range 
of activities, not required to be undertaken in fulfillment of environmental regulations or in response to 
isomorphic pressures within the industry as standard business practices”  (Sharma and Vredenburg, 
1998, p.733). According to these authors a proactive environmental strategy may result in specific 
capabilities that can provide a competitive advantage that peers do not have. These capabilities are:  
• Stakeholder integration.  Companies involve stakeholders in a range of corporate decision 

making processes. Stakeholder engagement endorses mutual trust and credibility, is difficult to 
replicate by competitors and may result in benefits such as: an improved reputation, increased 
sales, lower interest costs and lower litigation expenses. 

• Higher order learning.  Dialogue with stakeholders may result in spin-off in terms of innovation, 
environmentally benign actions and better relationships with external groups. This so-called higher 
order learning involves the development of different interpretations of new and existing information 
as a result of a better and new understanding of surrounding events and may result in cost 
reductions and higher productivity. 

• Continuous innovation.  Companies that are engaged in higher-order learning processes 
continuously generate innovations and increase the possibility to stay one step ahead of 
competitors who have not developed this capability. Continuous innovation as a result of 
stakeholder involvement and higher order learning may result in product and process innovations. 

 
Employee attraction and retention 
It is stated time and again that the best environmentally and socially performing companies have an 
advantage in attracting and retaining - highly talented - employees (e.g. Turban and Greening, 1996; 
Greening and Turban (2000). Since applicants to jobs do not have complete information about an 
organization, the (limited) information they do receive has a signalling function (Greening and Turban, 
2000; p.259). Particularly social and environmental performance signals the values and norms a 
company adheres to. Therefore, a positive or negative corporate sustainability performance signal is 
likely to influence an applicant’s perception of the company as an attractive employer. (Potential) 
employees also prefer working for companies they can be proud of and working for a highly esteemed 
company also positively affects an employee’s self-image (Greening and Turban, 2000). Furthermore, 
employees embodying specific skills and knowledge may be of great value to a company. For that 
matter it is in the interest of the company to realize extensive employee involvement and training 
programs, effective compensation schemes and incentives, and comprehensive recruitment and 
selection procedures. All these factors taken together may contribute to a well selected and highly 
motivated and productive workforce.  
 
Cultural diversity 
Cultural diversity may very well contribute to a company’s competitive advantage (Cox and Blake, 
1991). As societies become more diverse, companies with the best reputation for managing diversity 
will be able to attract the best personnel from ethnic minorities in a shrinking labor pool. These 
companies are also likely to develop a better cultural sensitivity with positive effects on marketing 
efforts. Cultural diversity potentially improves, among other  things, creativity, the quality of decision-
making and makes organizations more flexible in their reactions to external pressures (Cox and 
Blake,1991).  
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Reputation/legitimacy 
Corporate reputation signals the public about how a firm’s products, jobs, strategies, and prospects 
compare to those of competing firms. Therefore a good reputation, when hard to copy, represents a 
competitive strength. A good reputation (for corporate sustainability performance) enables companies 
to charge premium prices, enhances access to capital, lowers the cost of capital, and may play a 
critical role in attracting investors (Fombrun and Shanley, 1990). Besides, a good reputation (for 
corporate sustainability performance) may also hold off (potentially) ‘dangerous’ NGOs. Disclosure of 
(potentially) harmful information concerning a company’s social and/or environmental performance by 
NGOs may have serious consequences for morale and productivity of employees and consumer 
preferences. If switching costs (i.e. the costs of moving from one employer or supplier to another) of 
consumers or employees are low, negative information about a company’s corporate sustainability 
performance may elicit a decrease in sales or an increase in employee turnover, which in turn will 
have a negative impact on corporate profitability (Amalric and Hauser, 2005). 
 
A recent survey among 170 senior corporate decision makers and communication professionals in the 
UK, USA, France, Germany, Australia, Japan, China and South Africa shows that almost all 
respondents believe that corporate sustainability plays a key role in building reputation (Middlemiss, 
2003). KPMG’s International Survey of Sustainability Reporting 2005 also indicates that corporate 
sustainability is believed to play a significant role in building corporate brands and reputation. 
Reputation and brand are intangible assets representing a substantial percentage of a company’s 
market value. Some claim that this percentage increased from approximately 20 in the 1980s to more 
than 70 in the late 1990s (Funk, 2001). Although a valuable intangible asset, a company’s reputation 
is also considered a very vulnerable asset (O’Connor, 2001). Furthermore, building a reputation for 
corporate sustainability performance as part of overall reputation and brand management has 
increased considerably over the past two decades (GEMI, 2004; Miles and Covin, 2000). 
  
Other reputation enhancing incitements are so-called corporate sustainability listings. Companies are 
increasingly submitted to corporate sustainability performance assessments, resulting in ‘best of’ and 
‘worst in’ listings. To mention just a handful of these ratings: in the USA, Fortune Magazine annually 
issues a corporate reputation index; in Great Britain, Management Today issues a listing of ‘Britain’s 
Most Admired Companies’, while the Financial Times selects ‘Europe’s Most Respected Companies’ 
(Waddock, 2000). In the Netherlands, Dutch Sustainability Research publishes a comparative 
corporate sustainability performance report of AEX-listed companies annually. Companies ‘value’ 
these (reputation) listings for the associated prestige (or damage). Therefore external scrutiny 
increasingly urges companies to align corporate performance with societal values and expectations. 
 
According to legitimacy theory companies will continuously seek to ensure that they operate within the 
values and norms of their respective societies. (Brown and Deegan, 1998). The difference between 
legitimacy theory and institutional theory is that institutional theory expects managers to conform to 
norms and values that are imposed upon them by society (Deegan, 2002); essential for companies to 
contribute to sustainability are pressures from the institutional environment or relevant stakeholder 
groups (Adams, 2002). In legitimacy theory management activity is not (necessarily) prompted by 
stakeholder demands, but by the need of companies to legitimize their behavior (see also section 
3.2.2). 
Companies can use reputation management techniques for legitimation purposes. That is, a company 
may regulate actions and/or information flows aimed at shaping the way it wants to be perceived 
(Mohamed et al., 1999). Therefore, companies may engage in activities such as philanthropy, public 
service, and community improvement programs not for ethical, but for reputational reasons.  
Corporate sustainability reports and other types of sustainability disclosures may also be a form of 
reputation management, because these disclosures do not necessarily serve to inform stakeholders 
about factual corporate performance. They can be used for legitimizing corporate behaviors and 
managing corporate reputations (Tilt, 2001). In this respect, Lindblom (1994) describes four strategies 
organizations can adopt to safeguard their legitimacy: 
The organization may seek to  
• educate and inform relevant publics about actual changes in the organization’s performance and 

activities. 
• change the perception of the relevant publics without having to change its actual behavior.  
• manipulate the perception by deflecting attention from the issue of concern to other related issues. 
• change external expectations of its performance. 
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The first strategy is the only one in which a company seeks to educate and inform its relevant publics 
(or stakeholders) about actual changes in its sustainability performance. The other three strategies 
largely seek to influence perceptions of stakeholders by using impression management techniques. 
Especially companies that are facing an awkward predicament may use social and environmental 
disclosures as a tool to manage legitimacy and reputation (Walden and Schwartz, 1997; 
Hooghiemstra, 2000). For  that matter corporate reports may be biased indicators of environmental 
performance (Deegan and Rankin, 1996) The discussion about which of the above mentioned  
strategies companies adhere to when disclosing information dominates the corporate disclosures 
arena (e.g. Patten, 1991; 1992,1995; Neu et al.,1998; Parsa and Kouhy, 2001; Tilt, 2001;Walden and 
Schwartz, 1997; O’Donnovan, 2002; Deegan, 2002; Gray et al. 1995; Deegan and Rankin, 1996; 
Brown and Deegan, 1998; Adams et al., 1998 and Cormier and Gordon, 2001).  
What counts for environmental and sustainability reports also counts for environmental management 
systems. An ISO 14001 environmental management system may be a genuine expression of 
corporate commitment to sustainable development (Bansal, 2002), but getting ISO 14001 certified 
may also be a reputation enhancing tool (Taylor et.al, 2001). 
 
Access to financial resources 
Following Mahapatra (1984) the investment community can be divided into two segments, ethical and 
economic investors. Ethical investors respond to a demonstration of corporate social concern and 
would avoid, for ethical reasons, certain investments. They would also prefer ‘socially responsible 
corporations in their portfolios, even though these firms might offer lower expected returns than some 
other firms (p.32). Following this line of argument, ethical investors would divest themselves of 
investments that are no longer deemed socially responsible (Angel and Rivoli, 1997). In contrast, 
economic investors are attracted by economic rewards and disregard social performance.   
This implies that socially and environmentally responsible companies may have access to more and 
cheaper capital when compared to less socially and environmentally responsible companies. These 
lower capital costs may result in higher cash flows and profit rates.  
 
Government interference 
Companies with a pre-emptive stance towards legal and regulatory requirements may be able to gain 
access to new markets before their rivals do. This early mover strategy may result in good relations 
with communities of which these companies are part and higher revenues. Such relations are 
increasingly being seen a possible source of competitive advantage, because poor treatment of 
communities may affect a company’s reputation (Rehbein et al., 2004).  
 
The costs connected with government interference through regulation and legislation can be 
minimized, or even eliminated, through innovation (Porter and Van der Linde, 1995), which in turn 
endorses resource productivity and corporate profitability. However, how companies respond to 
government interference largely depends on the type of government regulation or legislation. 
Regulations concentrating on cleanup instead of prevention, mandating specific technologies, setting 
compliance deadlines that are unrealistically short and subjecting companies to unnecessary high 
levels of uncertainty, do not stimulate resource productivity. Instead, governments should create 
maximum opportunity for innovation by letting industries discover how to solve their own problems 
(Porter and Van der Linde, 1995; p.129). 
 
3.3.3 Financial performance 
In its 2005 International Survey of Corporate Sustainability, KPMG states that 74 percent of the 
companies adhere to corporate sustainability performance for economic reasons. Most notably, 39 
percent of the companies adhere to it because it allegedly endorses shareholder value. 
But does corporate sustainability performance (always) pay?  During the past decade and a half at 
least three studies were published comprising a comprehensive overview of studies linking corporate 
sustainability performance and financial performance. Griffin and Mahon’s (1997) overview spans a 
period of approximately 25 years (early 1970s to the mid 1990s) and unveils that almost 65 percent of 
the (51) studies demonstrate a positive relationship, while negative results were found for 39 percent 
of the studies. Close to 18 percent of the examined studies present inconclusive results15. Roman et 
al. (1999) replicated Griffin and Mahon’s study. Although they discovered several inconsistencies, the 
distribution of the results hardly changed. Approximately 64 percent of the studies present positive 

                                                      
15 The percentages do not add to 100 percent because some of the studies present more–sometimes 
even contrasting- results. 
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results. Negative and inconclusive results were observed for 10 and almost 30 percent of the studies. 
It should be noted that Griffin and Mahon (1997) and Roman et al. (1999) only examined whether or 
not sustainability measures and financial performance measures are correlated. They did not address 
the causality question. That is, whether or not prior corporate sustainability performance influences 
subsequent financial performance, or vice versa, is a topic they left untouched. 
Margolish and Walsh (2003) found that in the 1970-2002 period 127 studies linking measures of 
corporate sustainability performance and financial performance were conducted. In 109 of these 
studies sustainability performance was used as a predictive variable of corporate financial 
performance. In only seven studies corporate sustainability performance and financial performance 
were found to be negatively related. The other 102 studies resulted in positive (54), non-significant 
(28) or mixed results (20).  
 
However, the overview provided by Margolis and Walsh (2003) is not complete. Table 3.2 contains a 
list of 31 studies linking measures of corporate sustainability performance and financial performance  
that are not included in their overview. For each of the studies the type of corporate sustainability 
performance measure and financial performance measure are mentioned. It should be noted that in 
table 3.2 only studies are included that use corporate sustainability performance as an independent 
variable. As can be seen, a variety of corporate sustainability performance measures were used, while 
financial performance is proxied by accounting and market measures. Of the 31 studies mentioned in 
the table 3.2, 10 show a positive link, 11 show a negative link, while 10 show mixed results.  
 
Orlitzky et al. (2003) meta-analyzed 52 studies linking corporate sustainability (independent variable) 
and financial performance measures (dependent variable). They conclude that corporate sustainability 
and financial performance are positively linked, thus suggesting that corporate sustainability pays off. 
Furthermore, Orlitzky and Benjamin (2001) meta-analyzed 18 studies correlating sustainability 
measures and firm risk (fluctuation of financial performance over time). Their conclusion is that a 
reciprocal causality between the two variables exists. Prior sustainability performance is negatively 
related to subsequent firm risk, while prior firm risk is negatively related to subsequent sustainability 
performance. These findings suggest that the best performing companies in terms of sustainability are 
also the least risk bearing.  
The above mentioned studies of Griffin and Mahon (1997), Roman et al. (1999), Margolis and Walsh 
(2003), Orlitzky et al. (2003), Orlitzky and Benjamin (2001 as well as and the overview presented in 
table 3.2 suggest a predominantly, but not exclusively positive relationship between corporate 
sustainability performance and corporate financial performance. Therefore an unambiguous and 
straightforward conclusion concerning the correlation between corporate sustainability performance  
and corporate financial performance cannot be drawn. This is due to various factors (e.g. Ullman, 
1985; Wood and Jones, 1995; Ruf et.al. 2001; Rowley and Berman (2000):  
• Lack of theoretical foundation . Up to this very moment there is no unambiguous explanation as 

to what kind of relationship is likely to be expected. Rowley and Berman (2000) (cynically) state 
that despite the lacking rationale for linking sustainability and financial performance, sustainability 
advocates “yearn to find, and search” for a positive relationship (p.400), while Ullmann (1985) 
classifies the studies linking measures of social and financial performance as “data in search of a  
theory”. If corporate sustainability performance results in a competitive advantage, then a positive 
relationship is likely to be expected. If on the other hand, corporate sustainability performance 
results in high (compliance) costs and lower cash flows, a negative link would be more obvious. 

• Lack of a comprehensive and systematic measure  of corporate sustainability performance 
and financial performance . In the last three decades a plethora of sustainability and financial 
performance measures have been used. In tables 4.1-4.5 of the next chapter an overview of uni- 
and multidimensional sustainability measures used in a variety of studies are presented. Griffin 
and Mahon (1997) counted as many as 80 different measures of corporate financial performance. 
The overview of studies linking measures of corporate sustainability performance and corporate 
financial measures presented by Griffin and Mahon (1997), Roman et al. (1999), Margolis and 
Walsh (2003) also includes studies linking measures of corporate sustainability performance 
disclosure to financial performance. However, equating corporate sustainability performance and 
corporate sustainability disclosure is not without dispute (e.g. Wiseman, 1982; Ingram and Frazier, 
1980). 

• Lack of methodological rigor . Sound scientific research requires that internal validity is 
warranted. Internal validity refers to how well a researcher can rule out alternative explanations 
(Brownell, 1995). Earlier studies using Fortune corporate social performance measures were 
distorted by a financial performance halo. Other studies show that measures of corporate social 
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Table 3.2: Studies not included in the overview pre sented by Margolis and Walsh (2003) 
 Study  Corporate sustainability performance measure  Financial 

performance 
measure 

Positive relationship 

1 Stanwick and 
Stanwick (1998) 

Fortune Corporate Reputation Index (see table 5.1) Accounting 

2 Simpson and 
Kohers (2002) 

CRA-rating (see table 5.4) Accounting 

3 Mahoney and 
Roberts (2002) 

Canadian Social Investment Database Accounting 

4 Sinha et.al. (2002) Responsibility to the community and environment attributes 
of the Fortune Corporate Reputation Survey 

Accounting 

5 Ruf et.al (2001) Eight dimensions of the KLD database (see table 6.11) Accounting 
6 Fussler (2004) Companies that signed the United Nations Global Compact Accounting 
7 Hendricks and 

Singhal (1996) 
Winning a quality award Market 

8 Randall Wooldridge 
and Snow (1990) 

Public announcements of corporate strategic investment 
decisions 

Market  

9 Derwall et al. 
(2005) 

Innovest Strategic Value Advisors’ Eco-efficiency scores Market 

10 Van Dijk en Wong 
(2007) 

Dutch Sustainability Research scores based on the following 
attributes: community, corporate governance, supplier 
relations, employees, environment, customer relations. 

Accounting 

Negative relationship 

11 Moore (2001) General, stakeholder and environmental attributes from a 
variety of sources. 

Accounting 

12 Soppe en Vink 
(2004) 

A variety of stakeholder variables Market 

13 Worrell et.al (1991) Layoffs announcements Market  
14 Davidson et.al 

(1995) 
Boycott announcements Market  

15 Becker and Olson 
(1986) 

Announcement of strikes Market  

16 Bromiley and 
Marcus (1989) 

Automobile recalls Market  

17 Pruit and Peterson 
(1986) 

Product recall announcements Market  

18 Davidson and 
Worrell (1988) 

Announcement of corporate illegalities Market  

19 Jarell and Pelzman 
(1985) 

Automobile recalls  Market  
Recalls of pharmaceutical products 

20 Davidson and 
Worrell (1992) 

Product recall announcements in the automobile industry Market  

21 Frooman (1997) Incidents of socially irresponsible and illicit behavior Market  
Mixed relationship 

22 UNEP-FI (2004) Environmental, social and corporate governance criteria (in 
general) 

Market 

23 Wright et.al. (1995) Awards for exemplary affirmative awards Market  
Settlement of discrimination lawsuits 

24 Friedman and 
Singh (1989) 

CEO succession; presuccession performance was poor Market 
CEO succession; presuccession performance was good 
CEO succession caused by retirements 

25 Moon (2006) KLD data Accounting 

26 McMillan (1996) Announcement of compliance with Sullivan Principles Market 
McDonalds Corporation environmental statement 
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Table 3.2: Studies not included in the overview pre sented by Margolis and Walsh (2003 ) 
continued  
27 Berkhout and 

Hertin (2001) 
Sector based environmental performance indicators Accounting 

28 Nayyar (1995) Reports of customer services increases Market  
Reports of customer services decreases 

29 Webley and More 
(2003) 

Having a code of business ethics, ratings for managing 
socio/ethical risks and being cited in the annual list of 
Britain’s Most Admired Companies. 

Accounting/ 
market 

30 
 

Becchetti et.al 
(2007) 

Domini Social 400 Index Additions and Deletions Market  

31 Bird et al. (2007) KLD Data Market 
 

responsibilities correlate with R&D measures (McWilliams and Siegel, 2000) and quality of 
management (Graves and Waddock, 1999). These examples suggest that corporate sustainability 
performance measures may not be very well specified. Besides, it can not be excluded that 
corporate sustainability performance measures measure other phenomena than corporate 
sustainability performance.  

• Sample size . Sometimes sample sizes are too small. McWilliams and Siegel (1997a) found that 
sample sizes of studies mentioned in top management journals and financial journals differ 
significantly. The overall mean sample size of studies mentioned in management journals is 58.6, 
whereas the mean sample size in financial journals is 186.1. 

• Mismatch between social and financial variables . Dependent and independent variables 
should both be stakeholder related (Wood and Jones, 1995). For example, it would not be correct 
to correlate measures of corporate sustainability performance and accounting measures of 
financial performance. Because accounting measures do not tell us anything about who (which 
stakeholder group) is evaluating and, consequently, acting upon a company’s sustainability 
performance (information). Market measures would be better financial performance measures, 
because these measures reflect behavior of shareholders and investors. If the company is 
behaving badly then owners and investors respond by selling stock, thus ‘punishing’ a company 
for its irresponsible behavior. 

 
Regardless of the outcome - positive or negative - most empirical studies included in the overviews 
presented by Margolis and Walsh (2003) and others are typically statistical studies correlating 
corporate sustainability measures and financial performance measures. These statistical studies may 
be persuasive from a scientific point of view but they offer little guidance to managers about how to 
model corporate sustainability (Rowley and Berman, 2000). Many of these studies are of an “if.., then“ 
type, suggesting an instrumental relationship. These studies tell us that: if companies want to improve 
their financial performance, then they should increase corporate sustainability performance 
(investments). However, this conclusion is of little help to CEOs and managers who want to implement 
corporate sustainability as a business strategy. Bowman and Haire (1975) add to this confusion by 
concluding that companies should not exceed the industry average, since this would negatively affect 
financial performance of individual companies. 
 
In their report Buried Treasure, SustainAbility and UNEP (2001), present the so-called Sustainable 
Value Matrix. This matrix comprises 10 dimensions of (what they call) corporate sustainable 
development (SD) performance and 10 measures of business success (i.e. 4 financial performance 
measures and 6 financial performance drivers) The Sustainable Value Matrix is included in Appendix 
3.2 and is a patchwork of red (negative/no impact), yellow (weak positive impact), pale green 
(moderate positive impact) and dark green (strong positive impact) colored cells, indicating that the 
correlation between corporate SD performance and financial performance cannot be unambiguously 
classified as positive or negative. A point of criticism could be that the underpinning of the impacts is 
largely anecdotal and mostly described in general terms.  Although, the report aims to uncover the 
business case for corporate sustainability, it should be mentioned that it offers only limited guidance to 
CEOs and managers who want to implement corporate sustainability as a business strategy. 
 
At the outset of this section the question was raised as to whether corporate sustainability 
performance pays off. The answer would be that we cannot give an unambiguous and straightforward 
answer to this question. But even if we were able to provide an answer, it would probably offer little 



 

67 
 

guidance to managers. Therefore, more important than the question ‘Does corporate sustainability 
performance pay?’ would be the question ‘When does corporate sustainability performance pay?’ 
 
3.3.4 Ethics   
Ethics is about unconditionally doing the right thing, because ‘doing the right thing is the only right 
thing to do’, and expresses moral commitment. Ethics is frequently referred to as a motive for 
companies to embrace corporate sustainability. For example the KPMG’s International Survey of 
Corporate Responsibility 2005 mentioned earlier shows that more than 50 percent of the companies 
claim that ethics is a prime driver for going sustainable. However, do these companies behave 
ethically because it is the right thing to do, or because it pays off? There is some evidence that 
corporate sustainability performance is not ethically, but financially driven (e.g. Berman et al., 1999; 
Jones, 1995). In other words, companies behave responsibly not because of ethical reasons but 
because it is to their advantage to do so (Mintzberg, 1983).  
 
The above discussion is captured in figure 3.2. The ethical and economic domains are depicted by 
circles. The grey area suggests that ethics and economics are at least partly overlapping and that 
corporate sustainability performance is a way of overcoming the dichotomy between ethical and 
financial performance, implying that ethical performance is no longer unconditional, but conditional. 
That is, companies will act ethically because and as long as it is in their interest to do so.  
But even if ethical performance does not contribute to profitability, ethical performance is still 
constrained by the financial bottom-line. In the extreme, a company cannot behave ethically for a long 
period of time beyond the point were the costs of behaving ethically exceed a company’s revenues 
from ordinary business activities. In that situation the costs of behaving ethically would threaten a 
company’s survival. 
 
Figure 3.2: The ethics-economics controversy 

 
 
3.4 Conclusions and corporate actions and dilemmas 
Companies have made substantial efforts to reduce energy consumption (per unit of product). 
Reducing energy consumption adds to the good of society because it slows down the pace at which 
resources are being depleted. On the other hand, less energy consumption is also beneficial to the 
business community for its cost decreasing (and consequentially profit enhancing) effect. 
Unfortunately, recent efforts of the business community to increase energy-efficiency were more than 
offset by factors that are beyond the business community’s control (i.e. population growth and 
individual prosperity growth). However, as Von Weizsäcker, Lovins and Lovins (1997) and 
McDonough and Braungart (2002) have pointed out, the opportunities for business to decrease the 
consumption of fossil fuel related energies are not nearly exhausted.  
On the other hand, voluntarily protecting the environment beyond what is legally required need not be 
in the interest of companies. For example, CO2 emission reduction efforts exceeding energy 
consumption reduction efforts and/or what is required by law, is not in the interest of companies, 
because it adds to costs and deteriorates profits. Passing these costs on to customers results in 
higher prices and consequently lower sales and market share. Not passing on these costs results in 
lower profit rates and consequently, lower shareholder value.  
(Inter)national authorities can tackle this deadlock situation by creating a level playing field through 
target setting and the provision of necessary conditions and required incentives.  
Furthermore, companies cannot be held responsible and accountable for alleviating all social needs 
on a global scale. (Quasi) collective goods are usually provided by local, national and international 
authorities. Although companies can provide forms of quasi-collective goods (e.g. medical care and 
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education), providing these services is especially aimed at warranting the availability of a healthy and 
properly educated workforce, especially serving their own good.  
 
Companies primarily bear responsibilities towards their stakeholders (Clarkson, 1995). We can identify 
three clusters of stakeholders:  
• Shareholders, who expect and pressure companies to maximize profitability/market value. 
• Other primary stakeholders (especially customers, employees, suppliers, etcetera) who expect 

and/or pressure companies to secure good working conditions and to be reliable in contractual 
relations. 

• Secondary stakeholders representing society (e.g. local, regional or national governments; NGOs; 
the media; etcetera). These groups have the capability to pressure companies to live up to 
societal norms and values. Not living up to these norms may ultimately jeopardize a company’s 
legitimacy.  
As we have explained in chapter 2, secondary stakeholder groups are those groups of individuals 
that influence or affect, or are influenced or affected by the corporation, but are not engaged in 
transactions with the corporation and are not essential for its survival. This group includes, among 
others, the media and special interest groups. They have the capacity to mobilize public opinion in 
favor of, or in opposition to a company’s performance (Clarkson, 1995). The government is added 
to this cluster mainly because of its legislative and regulatory power. Although these groups are 
not immediately essential for a company’s survival and growth, as are customers and employees, 
they may jeopardize a company’s survival by mobilizing groups that are essential for its survival.  

 
In order to summarize the outcomes of our analysis we developed a diagram in which these 
stakeholder clusters are depicted. The Venn-diagram, which is presented in figure 3.3, consists of 
three circles, each circle representing the firm’s performance in different areas.  Each area represents 
corporate performance in response to pressures or expectations of one or more (overlapping) 
stakeholder groups. A specific individual may be member of more than one cluster. Depending on 
his/her function or role, an individual can even be part of all three clusters.  
 
In their pure form, each of the circles represents corporate performance in response to the demands of 
a specific stakeholder group: in the economic domain, companies maximize profit or firm value to 
satisfy shareholders’ expectations (Area I ). In a similar vein, companies may provide good working 
conditions for their employees and reliable cooperative relationships to their business partners (Area 
II). Long before the modern welfare state was created, enlightened businessmen decided to create 
these additional services because they felt responsible for their employees and other related parties. 
Superior arrangements have frequently proven to lead to a more committed labor force and more 
stable, committed business relations with external business partners. Area III  represents the firm’s 
contributions to society at large (secondary stakeholders) as a means to gaining social acceptance 
and legitimacy.  
 
In order to survive and grow, companies have to balance expectations of or pressures exerted by 
these stakeholder clusters. Traditionally, when the stakeholder groups had no overlap at all, the firm’s 
financial-economic independence was not directly jeopardized when performance of companies 
towards other primary and secondary stakeholders (Areas II and III) was substandard. Our 
observation, however, is that in the current business environment, the three areas are shifting towards 
each other more and more, resulting in larger overlapping areas. This movement results in the 
situation that substandard performance in Areas II and III has an increasing influence on financial-
economic performance in Area I. That is, corporate sustainability performance and financial 
performance are becoming more and more intertwined. Three drivers in particular seem to be 
responsible for this movement: 
 
1. The other primary stakeholders’ larger impact on firm performance. The contribution of 

employees, suppliers and customers to the company’s economic success has become more 
important, because of tacit knowledge, creativity, preference, connectivity and motivation for the 
company’s products (see Area IV ); 

2. The active attitude of legislators, politicians and NGOs as social actors and corporate 
sustainability performance proponents. Modern social welfare states are well aware of the 
negative effects of corporate performance and act accordingly by issuing additional legislation, or 
by interfering in the economy by rule making, economic intervention, pricing, subsidizing and 
taxing. Considering the fact that their influence in the public domain is steadily increasing, NGOs 
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will increasingly play a role in sustainable development related awareness creation and rule-
making processes, which may have (serious) repercussions for business legitimacy and financial 
performance (see Area V ).  

 
Figure 3.3: The influence of stakeholder clusters o n firm performance 

 
 
3. Voicing opportunities for other primary stakeholders, enabling these stakeholders to influence 

public opinion. This in turn may affect the firm’s legitimacy and provoke additional social-economic 
interventions by (local, regional or national) governments and NGOs. Small problems in Area II 
may very quickly spread to Area III (see Area VI ). 

 
The enlargement of areas IV, V, VI and consequently Area VII leads to a situation in which 
substandard non-economic performance will to a larger extent also affect financial performance. 
Increasingly, corporate sustainability performance issues also influences financial performance, which 
causes corporate sustainability performance issues to be a factor that (increasingly) co-determines 
financial-economic decision-making. 
 
Although some examples of issues companies are expected to address (e.g. environmental pollution 
and charitable contribution) were mentioned already at an earlier stage, we still do not know in (more) 
detail what companies are considered responsible for in relation to sustainable development.  
Unfortunately, the corporate sustainability performance constructs discussed in chapter 2 offer little 
guidance in this respect either. Most of these constructs are normatively framed in the sense that they 
emphasize that companies not only have a responsibility towards shareholders, but also have a 
responsibility to contribute to a better world. Some (e.g. Carroll, 1979) believe that such a detailed and 
generally applicable overview cannot be provided, because corporate sustainability performance 
relates to issues that are company specific. 
However, Steg et al. (2003) do provide a generally applicable assessment framework, comprising a 
range of corporate sustainability performance issues (see Appendix 2.1). Although the list is quite 
extensive, we cannot judge whether or not these issues represent stakeholder expectations. The 
same applies to the overview of stakeholder issues provided by Clarkson (1995) included in Appendix 
3.1. 
Therefore, what we would like to know is: 
• Which issues –in detail- reflect stakeholder pressures or expectations, or –stated otherwise- which 

issues specifically reflect companies’ contribution  to sustainable development? In this thesis 
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issues reflecting stakeholder pressures or expectations will henceforth be referred to as 
Sustainability Items. 

• We do not expect all issues to be equally relevant. Therefore, we also would like to know the 
relative importance of each Sustainability Item. 

• How to measure performance against Sustainability Items? Companies’ response to stakeholder 
pressures and expectations may range from non-compliance to full-compliance, but companies 
may also choose to conceal conformance behind a façade of benevolence.   

In this thesis the term corporate sustainability will be used to denote performance against 
Sustainability Items. Corporate sustainability is aimed at commitment towards sustainable 
development, safeguarding legitimacy and enhancing corporate financial performance. Since the 
number of Sustainability Items companies are expected to address or manage, and since performance 
against Sustainability Items may vary among companies, corporate sustainability is likely to come in a 
multitude of shades.  
 
The above questions will be extensively dealt with in the next two chapters, ultimately culminating in 
the so-called Corporate Sustainability Analysis Framework (CSAF). The CSAF consists of a range of 
weighted Sustainability Items and performance domains. 
The Sustainability Items will be derived from a selection of 24 (reporting) guidelines. A (reporting) 
guideline refers to a standard that provides guidance to (international) business in terms of non-
financial performance and practices (Gordon, 2001). In the present context a (reporting) guideline 
provides guidance to (international) business in terms of contribution to sustainable development and 
voices expectations of stakeholders in this respect. To date a plethora of such (reporting) guidelines 
provided by a variety of organizations exist. Usually, multi-stakeholder engagement and/or 
assessment lies at the basis of these (reporting) guidelines.   
In chapter 7 the CASF will be used for analyzing the screening instruments of two renowned corporate 
sustainability performance research and rating agencies: the Zürich (Switzerland) based Sustainable 
Asset Management (SAM) and the Boston (USA) based Kinder, Lydenberg and Domini, Research & 
Analytics Inc. The purpose of the analysis is to find an answer to the questions as to what it is these 
screening instruments actually measure, and whether these screening instruments signal anything that 
may be of relevance to the investment community.  
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Chapter 4: Measures of corporate sustainability per formance 
 
4.1 Introduction 
The first part of this thesis (chapters 1 through 3) was devoted to corporate sustainability performance 
constructs as well as limitations and motives for companies to contribute to sustainable development.  
We saw that companies have to balance expectations of multiple stakeholders. Ideally, companies 
should be committed to sustainable development, while safeguarding their legitimacy and enhancing 
financial performance. 
Central to the second part of this thesis (chapters 4 and 5) are measures of corporate sustainability 
performance. In this chapter we will especially focus on existing measures of corporate sustainability 
performance. Besides that we will also elucidate the term performance.  
The following chapter will be devoted to the development of the so-called Corporate Sustainability 
Analysis Framework (CSAF). In the last paragraph of the previous chapter we introduced the term 
Sustainability Items, which are reflections of business’ responsibility to contribute to sustainable 
development.  However, to date a plenitude of measures exist that are believed to reflect corporate 
sustainability performance. These measures can be roughly divided into two groups: multi-dimensional 
and uni-dimensional measures. Multi-dimensional measures usually comprise two or more corporate 
sustainability performance related attributes, while uni-dimensional measures comprise only one such 
attribute. The uni- and multidimensional measures presented in this chapter are predominantly derived 
from the corporate sustainability performance-financial performance literature. 
The purpose of this chapter is twofold. The first purpose is to provide an overview of multi- and uni-
dimensional measures and to examine whether or not these measures reflect stakeholder 
expectations and pressures. 
These multi- and uni-dimensional measures will be briefly described and some advantages and 
disadvantages attached to the use of these measures will be discussed. Along with the measures, a 
list of studies applying these measures will be provided. It should be noted that it is not our intention to 
provide a comprehensive list of all the measures used in the corporate sustainability performance 
arena, but to give an impression of the variety of measures used. 
 
Scheme 4.1: Structure of chapter 4 

 
 
 If we want to measure performance against Sustainability Items, we first have to clarify the term 
performance. Therefore the second purpose of this chapter is to clarify the term performance, but also 
to denote which performance interpretation will be used in relation to the development of the CSAF in 
the following chapter. 
 
Scheme 4.1 presents an overview of how this chapter is organized. In paragraph 4.2 multi-dimensional 
measures of corporate sustainability performance will be discussed. Especially three types of 
measures will be discussed: reputational scales, screening instruments of CSRR Groups, content 
analysis and a selection of other multi-dimensional measures. A selection of uni-dimensional 

4.2 Multidimensional measures   

4.3 Uni-dimensional measures 

4.2.2 Screening instruments of CSRR Groups 

4.4 Performance  

4.2.1 Reputational scales 

4.2.4 Other Multi-dimensional scales 

4.2.3 Content analysis 

4.5 Conclusions  
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measures will be presented in paragraph 4.3, while in paragraph 4.4 the term performance will be 
elucidated. Finally, in paragraph 4.5 conclusions will be presented.  
 
4.2 Multi-dimensional measures 
Multi-dimensional measures of corporate sustainability performance comprise a number of 
sustainability related issues indicative of a company’s good or bad performance (Zyglidopoulos, 2001). 
To date a plethora of measures for evaluating corporate sustainability performance exist. In this 
paragraph a selection of these measures (and studies in which these measures were used) will be 
presented. The focus will be on three multi-dimensional measures that have been used in the 
corporate sustainability performance arena: reputational scales, screening instruments and content 
analysis, as well as a selection of other multi-dimensional scales. This classification of muli-
dimensional measures is largely based on Cochran and Wood (1984). 
 
4.2.1 Reputational scales 
One of the first scholars to use reputational measures was Milton Moskowitz. In the early 1970s 
Moskowitz selected a set of firms that -in his opinion- showed good social responsibility credentials 
(Alexander and Buchholz, 1978). However, the criteria on which he selected these firms were never 
revealed (Aupperle, Carroll and Hatfield, 1985).  
As can be seen in table 4.1 the Fortune reputation survey is a popular source of information. In the 
Fortune reputation survey more than 8000 senior executives, directors and financial analysts rate the 
ten largest companies in their own industry on eight corporate reputation attributes. These attributes 
are mentioned in table 4.1. These raters use a scale of zero (poor) to ten (excellent) for indicating 
performance on each of the attributes (Wood and Jones, 1995). To arrive at an overall reputation 
index the scores of all attributes are totalled (McGuire et al., 1988; Griffin and Mahon, 1997; 
Zyglidopoulos, 2001).  
 
Table 4.1: Reputational scales 
Reputational 
scales 

Attributes Studies applying reputational 
scales 

Moskowitz Not known Alexander and Buchholz (1978); 
Sturdivant and Ginter (1979); 
Cochran and Wood (1984) 

Fortune 
survey 

1. Overall quality of management 
2. Quality of products and services 
3. Financial soundness 
4. Value as a long-term investment 
5. Use of corporate assets 
6. Innovativeness 
7. Ability to attract, develop and keep 

talented people. 
8. Community or environmental 

responsibility 

Wokutch and Spencer (1987); 
Spencer and Taylor (1987); 
McGuire et al. (1988); Hammond 
and Slocum(1996); Griffin and 
Mahon (1997); Waddock and 
Graves (1997b); Stanwick and 
Stanwick (1998b); Graves and 
Waddock (1999); Preston and 
O’Bannon (1997); Zyglidopoulos 
(2001); Sinha et al. (2002). 

 
Not all researchers use all attributes to represent corporate sustainability performance. Some use 
subsets of attributes of the Fortune reputation survey. For example Preston and O’Bannon (1997) 
used three attributes (community or environmental responsibility; Ability to attract, develop and keep 
talented people; quality of products and services) to represent corporate sustainability performance. 
Hammond and Slocum (1996) used four attributes: Overall quality of management, Quality of products 
and services, Ability to attract, develop and keep talented people and Community or environmental 
responsibility.  
Others, like Sinha et al. (2002), Spencer and Taylor (1987), Wokutch and Spencer (1987) and 
Zyglidopoulos (2001) use only one attribute (i.e. Community or environmental responsibility) to proxy 
corporate sustainability performance. 
Reputational scales have been criticized for lack of sufficient theoretical underpinning in the selection 
of attributes. Furthermore, selected attributes are (implicitly) considered equally important although a 
theoretical underpinning is lacking (Wood and Jones, 1995). 
 
4.2.2 Screening instruments of CSRR Groups16: the KLD instrument 
Corporate Sustainability and Responsibility Research (CSRR) Groups have developed instruments for 
screening corporate sustainability performance particularly to serve the investment community 
                                                      
16 See footnote 13 on page 44 
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(Schäfer, 2005). They screen a company’s performance for commercial reasons using a set of non-
financial criteria in order to provide a more solid and complete picture to the investment community. 
These screens do not replace, but are used supplementary to financial screens. Although not without 
dispute (e.g. Hummels, 2005) the assumption behind these screens is that investors make better 
decisions when corporate sustainability performance aspects are taken into account (Kinder and 
Domini, 1997; UNEP-FI, 2004). 
 
Assessing corporate sustainability performance has become an industry in its own right. The number 
of CSRR Groups, and consequently the number of screening instruments, has grown substantially 
over the last two decades. Most of the CSRR Groups are not particularly keen on publicly disclosing 
(information about) their screening methods. Therefore, it is very difficult to compare these instruments 
(Van den Brink, 2002). At the same time efforts are made to unlock the hidden knowledge in these 
CSRR Groups. One of these efforts is the Voluntary Quality Standard for Corporate Sustainability and 
Responsibility Research Groups17. This standard comprises guidelines and rules, commitments and 
proofs on the transparency, accountability and verifiability of the processes involved in corporate 
sustainability and responsibility research. 
 
Kinder, Lydenberg and Domini (KLD) 
The Kinder, Lydenberg and Domini database is considered a very popular and excellent source of 
data on corporate sustainability performance (Harrison and Freeman, 1999; Moon, 2006). Table 4.2 
shows the attributes of the screening instrument behind this database. The instrument will be 
discussed in more detail in section 6.3.2.  
 
 Table 4.2: The Kinder, Lydenberg & Domini qualitati ve screen  
Agency Strengths and concerns regarding to the foll owing issues 
KLD Research, 
Social Ratings 
Criteria, 
SOCRATES 
Company Profiles, 
2006 
 
Available at: 
www.kld.com  

Social Issues: 
1. Community; 2. Corporate Governance; 3. Diversity; 4. Employee 
Relations; 5. Environment; 6. Human Rights; 7. Product. 
 
Controversial business issues: 
1. Abortion; 2. Adult entertainment; 3. Alcohol; 4. Contraceptives;  
5. Firearms; 6. Gambling; 7. Military; 8. Nuclear power; 9. Tobacco 

Studies using KLD data: 
Dawkins (2002); Ruff et al. (2001); Griffin and Mahon (1997);Agle et al. (1999); Waddock and 
Graves (1997a,b); McWilliams and Siegel (2000); Johnson and Greening (1994); Hillman and 
Keim (2001); Graves  and  Waddock (1999); Moon (2006); Bird et al. (2007). 
 

 
KLD rates companies on 7 so-called social issues and 9 controversial business issues. All social 
issues are evaluated in terms of strengths and concerns, while controversial business issues are 
evaluated along aspects such as licensing, ownership, and manufacturing products and services. 
The KLD-screen differs from other measures in that it introduces a corporate governance attribute. 
Most of the other instruments discussed thus far focused on economic, stakeholder related and 
environmental issues. The KLD instrument acknowledges corporate governance to be a crucial factor 
in measuring sustainability performance. 
In table 4.2 some studies using KLD data to proxy corporate sustainability performance are presented. 
Some researchers use all social issues (e.g. Ruf et al. (2001) and Moon (2006)), while others (e.g. 
Graves and Waddock (1999) and Hilman and Keim (2001)) use a subset of attributes.    
However, the attribute composition of the measures is not without dispute, because there is no 
theoretical basis as to why the attributes are indicative of a firm’s corporate social performance. 
Furthermore, unweighted scores on the various issues are added to achieve an overall score for a 
company (Wood and Jones, 1995; Sharfman, 1996). 
 
Ruf et al. (1998) conducted a study focusing on the relative weights of the dimensions of the KLD 
measure. Their findings are as follows: product liabilities: 22.9%; employee relations: 18.3%; 
women/minority:  15.2%; environment: 14.1%; community relations: 12.5%; nuclear power: 7.4%; 

                                                      
17 For more information see: www.csrr-qs.org 
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military: 5.0% and South Africa: 4.6%. Ruf et al. rated a selection of social issues as well as 
controversial issues. It should be noted that in the mean time South Africa has been removed from the 
measure as a controversial business issue and is replaced by other issues. Also the Women/Minority 
issue has been replaced by the Diversity issue 
 
4.2.3 Content analysis  
Content analysis can be described as “a technique for gathering data that consists of codifying 
qualitative information in anecdotal and literary form into categories in order to derive quantitative 
scales of varying levels of complexity” (Abbot and Monsen, 1979). Content analysis is a generally 
accepted methodology for evaluating corporate sustainability performance (Cochran and Wood, 1984). 
This methodology is mainly, although not exclusively, used for analysing social and environmental 
disclosures in annual reports. Table 4.3 contains an overview of social disclosure studies that used the 
content analysis methodology. All of these studies concentrate on social and environmental 
information included in annual reports. The only exception is Tilt (2001) who analyzes the information 
content of annual reports and environmental policies.  
 
Bowman and Haire (1975 ) were among the first to assess corporate social and environmental 
performance in annual reports. As a measure they used the proportion of sentences (lines) devoted to 
social responsibility.  
Fry and Hock (1976)  differentiated between photographs and text for determining the degree of 
corporate sustainability performance disclosed in annual reports. Photographs were included if these 
depicted pollution control devices, women or minorities in positions of authority or responsibility, or 
scenic areas surrounding production facilities. Fry and Hock supplemented the visual information with  
energy conservation, community involvement, contributions to charity and product safety.  
Belkaoui (1976) analysed pollution control expenditures included in annual reports.  
Wiseman  (1982) presents a sophisticated list of items and clearly describes the applied scoring 
procedure. Her measure comprises 18 categories, which are divided into four groups (economic 
factors, environmental litigation, pollution abatement, and other environmentally related information). 
Ingram  (1978) analyzed annual reports based on five attributes: environmental disclosures; 
disclosures on issues like fair business, personnel, community and products. They also distinguish 
between two disclosure types: monetary and non-monetary disclosures. 
Freedman and Jaggi  (1986) distinguish between companies that provide extensive environmental 
pollution disclosures and those that provide minimal environmental disclosures. They do not, however, 
include a (comprehensive) list of attributes used for analyzing annual reports. 
Abbott and Monsen  (1979), and Patten  (1995) do include a comprehensive list of attributes used for 
analysing annual reports. The classification scheme these authors used was originally developed by 
Ernst & Ernst18 (p.279). In Appendix 4.1 an overview of the categories constituting Patten’s (1995) 
social performance measure is included. The classification scheme covers seven category-groups: 
Environment; Energy; Fair Business Practice; Human Resources; Community Involvement; Products 
and Other Disclosures. It should be noted, however, that Appendix 4.1 is a condensed reproduction of 
the original classification scheme. When Patten (1992) investigated the response to the 1989 Alaskan 
oil spill, he used a classification scheme similar to that of Wiseman (1982). 
Anderson and Frankle’s (1980) apply a rather broadly framed four category measure (community 
involvement, human resources, environmental impact and product service contributions) without 
further specifying the individual categories.  
Neu et al. (1998) distinguish between ‘environmental disclosures’ and ‘other social disclosures’. For 
measuring environmental disclosures they count the number of words in annual reports concerning a 
firm’s environmental activities. ‘Other social disclosures’ refers to extent to which employment 
practices and safety issues are addressed.  
 
 
 

                                                      
18 Ernst & Ernst was founded in 1903 by Alwin and Theodore Ernst and was one of the precursors of 
Ernst & Young, one of the largest accounting and professional services firms in the world today. 
From the early 1970s until 1979 Ernst & Ernst published reports on Social Responsibility Disclosures 
in annual reports based on a self-developed analysis framework. Patten (1995) mentions that the last 
annual report survey was held in 1978, because “they felt that little new information was being 
generated and because the firm had an imminent need for personal resources for other projects” 
(p284). 
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Table 4.3: Classification schemes and objects of an alysis  
Studies Classification schemes Object of 

analysis 
Bowman and 
Haire (1975) 

Prose in annual reports devoted to social responsibility. Annual reports 

Belkaoui 
(1976) 

Information on pollution control. Annual reports 

Fry and Hock 
(1976) 

Evidence of social responsibility orientation 
(pollution abatement, affirmative action, energy conservation, community 
involvement, contributions to charity, product safety) 
 

Annual reports 

Ingram (1978) Social responsibility disclosures in relation to five categories: 
environment; fair business; personnel; community; product.  

Annual reports 

Abbott And 
Monsen (1979)  

Socially responsibility disclosures in Ernst and Ernst Analysis of Annual 
reports (see Appendix 4.1) 
 

Annual reports 

Anderson and 
Frankle (1980) 

Using a categorization and survey results of Beresford (1974) 
Environmental Controls; minority Employment; Personnel Responsibility; 
Community activities; Product Improvement 
 

Annual reports 

Wiseman 
(1982) 

A list of 18 information items classified into four categories: 
1. Economic Factors;  
Past and current expenditures; past and current operation costs; future 
estimates of expenditure; future estimates of operating costs; and 
financing for pollution control equipment of facilities. 
2. Environmental litigation; 
Present and potential litigation;  
3. Pollution abatement;  
Air emission information; water discharge information; solid waste 
disposal information; Control, installations, facilities or processes 
described; Compliance status of facilities. 
4. Other environmentally related information. 
Discussion of regulation and requirements; environmental policies or 
company concern for the environment; Conservation of natural resources; 
Awards for environmental protection; Recycling; Departments or offices 
for pollution control 
 

Annual reports 

Freedman and 
Jaggi (1986) 

Different degree of extensiveness in pollution control disclosures. Annual reports 

Belkaoui and 
Karpik (1989) 

A social disclosure scale derived from Ernst and Ernst surveys of social 
responsibility disclosure by US companies. The scale is formed of the 
number of social responsibility programs on the basis of the Ernst and 
Ernst measure (see Appendix 4.1 for a condensed account of this 
measure). 

Annual reports 

Patten (1991) Social disclosures related to one of the following general categories: 1. 
Environment; 2. Energy; 3. Fair business practices; 4. Human resources; 
5. Community Involvement; 6. Products; 7. Other disclosures. These 
categories are derived from Ernst & Ernst 
 

Annual reports 

Patten (1992) • Discussion of environmental regulations or requirements 
• Environmental policies or company concern for the environment 
• Conservation of natural resources. 
• Awards for environmental protection 
• Recycling efforts 
• Expenditures related to environmental performance 
• Litigation related to environmental actions 
•  

Annual reports 

Patten (1995) Category classifications used by Ernst and Ernst (see also Appendix 4.1) Annual reports 
Walden and 
Schwarz 
(1997) 

Environmental contingencies; Environmental expenditures and 
investments; “ Pollution abatement” ;  Environmental preservation; “ Other 
environmentally related information”. 
 

Annual reports 

Neu et.al. 
(1998) 

Environmental disclosure 
Corporate environmental activities  
Other social disclosures 
Employment practices and health and safety issues. 

Annual reports 
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Table 4.3: Classification schemes  and objects of analysis (continued)  
Parsa and 
Kouhy (2001) 

Information disclosed on: 1. environmental Issues; 2. Health and Safety; 
3. Discrimination; 4. Working conditions; 5. Training; 6. Employee Share 
Ownership; 7. Communication with Employees/Others; 8. Community 
Involvement; 9. Research and Development; 10. Renewal of Technology. 
 

Annual reports 

Tilt (2001) General classification of each sentence in CEP (corporate environmental 
policies) 
Stated objective (cep); Other sentences  (cep); Non env. Sentences (cep) 
 
Variable 
Monetary sentences (ar); Non monetary sentences (ar); Declarative 
sentences (ar); Total sentences (ar) 
 
Specific variables 
CEP (ar); General policies (ar); Objectives (ar); Report on objectives (ar); 
Objective to report (cep); Env. Standards/targets (cep, ar); Charter 
subscription  (cep, ar); Board member (cep, ar); Funding (cep, ar); 
Research and development  (cep, ar); Involvement of staff (cep, ar); 
Integration of policies (cep, ar); Sustainability  (cep, ar); Env. Mngment 
system  (cep, ar); Env. Manager/committee (cep, ar); Environmental audit  
(cep, ar); Environmental law  (cep, ar); Pollution (cep, ar); Rehabilitation 
(cep, ar); Land, water, forests (cep, ar); Waste and recycling (cep, ar); 
Env. Impact assessment (cep, ar); Products (cep, ar); Other env. 
Activities (cep, ar); Other disclosures (cep, ar). 
 
cep: element of the classification scheme for analysing corporate 
environmental policies. 
ar: element of the classification scheme for analysing annual reports 

Environmental 
policies and 
annual reports 

   
   
   

 
 
4.2.4 Other multi-dimensional measures of corporate sustainability performance 
In addition many other multi-dimensional measures of corporate sustainability performance exist. 
Table 4.4 presents an overview of some of these measures (and their attributes). 
Milton Moskowitz , one of the godfathers of corporate social performance - financial performance 
research not only composed a reputational index (see table 4.1), but he also ranked companies on 
their social and environmental performance on the basis of a set of fourteen criteria (Moskowitz, 
1975). The result was a list of the ‘Ten Worst and the Ten Best’ performing companies in the United 
States.  
Kedia and Kuntz  (1981), on the other hand, investigated the relationship between ‘organizational 
context factors’ (such as organizational income) and ‘five social responsive behaviors particularly 
relevant to the banking industry’.  
Owen and Scherer  (1993) studied the relationship between corporate social responsibility and market 
share as perceived by managers and composed a measure of corporate sustainability performance 
consisting of nine specific items and one general item. The nine specific items are based on a 
measure developed by the Council on Economic Priorities (CEP).  
Pava and Krausz  (1996) used a group of firms identified by the CEP as socially responsible on at 
least twelve attributes in a study linking corporate social and financial performance. However, they do 
not mention the attributes involved. They suffice to say that the CEP is a highly regarded and credible 
source of information on corporate sustainability performance. 
Moore (2001) investigated the social performance-financial performance relationship in the 
supermarket industry in the United Kingdom. For measuring sustainability performance he used a set 
of stakeholder attributes.  
Epstein and Roy  (2001) developed a model configuring 1) Corporate and business unit strategy; 2) 
Sustainability actions; 3) Sustainability performance; 4) Stakeholder reactions and 5) Corporate 
financial performance. The aim of the model is to make the sustainable performance-financial 
performance link work. The attributes mentioned in table 4.4 are derived from the Sustainability 
Performance section of their model. 
Simpson and Kohers  (2002) used the Community Reinvest Act (CRA) measure to study the link 
between social and financial performance in the banking industry in the United Kingdom. 
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Table 4.4: Some relevant additional multidimensiona l measures and related attributes  
Studies Attributes 
Moskowitz 
(1975) 

1) Pollution control; 2) Equal employment opportunities; 3) Minority and female 
representation on the board of directors; 4) Responsible and irresponsible 
advertising; 5) Charitable contributions;  6) Community relations; 7) Product quality; 
8) Plant safety; 9) Illegal politicking; 10) Disclosure of information; 11) Employee 
benefits; 12) Respect for privacy; 13) Support for cultural programs, 
responsiveness to consumer complaints; 14) Fair dealing with customers. 

Kedia and 
Kuntz (1981) 

1) Intensity of Minority Employees; 2) Intensity of female officers; 3) Loans for low 
Income housing; 4) Loans to Minority Enterprises; 5) Charitable donations. 

Owen and 
Scherer (1993) 
Pava and 
Krausz (1996) 
 

Social responsibility in general;  
1) Corporate philanthropic activities; 2) Representation of minorities on the board 
of directors and among top corporate officers; 3) Representation of women on the 
board of directors and among top corporate officers; 4) Disclosure of social 
information; 5) Involvement in South Africa; 6) Conventional weapons related 
manufacturing ;7) Nuclear weapons related contracting; 8) Animal testing and 9) 
Environmental liabilities. 
(List of attributes stems from Owen and Scherer (1993)). 

Moore (2001) 
 

1. General 
• Mission statements; 
2. Employees 
Equal opportunities policy; Proportion of women managers; Proportion of ethnic 
minority managers; Number of women on the board; Highest paid director; 
3. Customers 
GMO19 avoidance and labelling; ASA/ITC20 complaints; Health and Safety 
convictions;  
4. Shareholders 
• Corporate governance compliance; 
5. Suppliers 
• Supplier code; 
6. Community 
• Community contributions as percentage of pre-tax profits; 
7. Environment 
Environmental pollution convictions, complaints, cautions; Environmental policy; 
Environmental management systems; Environmental reporting. 

Epstein and 
Roy (2001) 

1) Workforce diversity; 2) Environmental impacts; 3) Bribery/corruption; 4) 
Community involvement; 5) Ethical sourcing; 6) Human rights; 7) Product safety; 8) 
Product usefulness. 

Simpson and 
Kohers (2002) 

CRA (Community Reinvest Act of 1977) rating. The rating is based on twelve 
assessment factors: 
1) Communication with members of the community to ascertain credit needs. 
2) Extent of involvement of directors in CRA activities. 
3) Marketing efforts to make the types of credit offered known in the community. 
4) The extent of loans originated in the community. 
5) The extent of bank participation in government loans programs. 
6) The geographic distribution of credit applications, approvals and denials. 
7) The record of branch office openings and closings and the extent of services 

provided at the offices. 
8) Practices to discourage credit applications. 
9) Discriminatory or other illegal practices. 
10) Participation in community development projects and programs. 
11) The institution’s ability to meet community credit needs. 
12) Other relevant factors which could bear upon the extent to which the institution 

is helping to meet the credit needs of the community. 
Soppe and Vink 
(2004) 21 
 
 

1) Community 
Corruption; Dictatorial regimes; Accounting; Taxes; Other legislation; Community 
involvement; Beneficiary products. 
2) Management 
Remuneration; Board composition; Rights to vote; 
3) Customers 
Product quality; Anti-trust measures; Marketing; Customer satisfaction;   

                                                      
19 Genetically Modified Organisms. 
20 ASA: Advertising Standards Authority; ICT: Independent Television Commission. 
21 The corporate social responsibility characteristics per stakeholder group are translated from Dutch 
into English by the author. 
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Table 4.4: Some releva nt additional multidimensional measures and related  attributes  
(continued)  
 4) Employees 

Health and safety; Discrimination; Forced labour; Child labour; Employee 
participation; Working hours; Financial compensation; Legislation; Reports and 
communication; Management and organisation; Financial participation; Personal 
conditions; Training. 
5) Environment 
Legislation and damage; Principles and policies; Management and organisation; 
Genetic modification; Reports and communication; Use of energy and water; 
Emissions; Waste and recycling; Transport; Product impact. 
6) Suppliers 
Principles and policies; Management and organisation; Influence of contractors;  
Reports and communication 

 
Soppe and Vink  (2004) researched the relationship between corporate social responsibility and 
returns of a selected investment portfolio and define corporate sustainability performance as the extent 
to which the interests of relevant stakeholder groups are being taken into account. As a measure they 
used 41 characteristics of six stakeholder groups (management, community, customers, employees, 
environment and suppliers). 
 
4.3 Uni-dimensional measures 
Corporate sustainability performance is considered a multi-dimensional and complex phenomenon 
(Carroll, 2000, Rowley and Berman, 2000). Nevertheless some authors prefer using a single measure 
to represent corporate sustainability performance. This may be because they are interested in only 
one aspect.of corporate sustainability performance (e.g. environmental performance).  
Uni-dimensional measures that are used to proxy corporate sustainability performance lack the 
necessary rigour in terms of validity and reliability, since they do not reflect the breadth of the 
corporate sustainability performance construct (Griffin and Mahon, 1997).  
 
Table 4.5: Some uni-dimensional measures  
Study Attribute 
Fogler and Nutt (1975) 
Spicer (1978) 

Pollution control 

Fry et al. (1982)  Philanthropy 
Rockness et al. (1986) Hazardous waste disposal 
Pruitt and Peterson (1986) 
Bromley and Marcus (1989) 

Product recalls 
 

Davidson and Worrell (1988) Corporate illegalities. 
Patten (1990) Signing of the Sullivan Principles 
Wright et al. (1995) Awards for exemplary voluntary efforts = positive affirmative 

actions; 
Firms found guilty of discriminatory practices = negative 
affirmative actions. 

Klassen and McLaughlin (1996) The announcement of winning environmental performance 
awards = strong environmental performance or management. 
The announcement of environmental crises = weak 
environmental performance or management. 

Feldman et al. (1997)  Environmental management system. 
Webley and More (2004) Code of ethics 

 
Table 4.5 presents some uni-dimensional measures that were used to proxy corporate sustainability 
performance.  
Fogler and Nut  (1975) constructed three pollution indexes to represent the degree of pollution control 
in a selection of paper mills. Two of these indexes cover four categories: water, particle, gas and odor. 
The third index represents an overall environmental rating.  
Spicer  (1978) operationalized corporate environmental performance by concentrating on pollution 
control.  
Fry et al.  (1982) use corporate philanthropy to proxy social performance in a study investigating the 
extent to which corporate giving is induced by profit considerations. 
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Rockness et al . (1986) used hazardous waste disposal as a surrogate of environmental performance. 
Pruitt et al.  (1986) and Bromiley and Marcus (1989) concentrate on product recalls. Pruitt et 
al.(1986) analyzed the effect of product recall announcements on security prices, whereas Bromiley 
and Marcus (1989) question the efficacy of the market as an instrument of social control in case of the 
production of defective automobiles. 
Davidson and Worrell  (1988) measure the impact of announcements of corporate illegalities on 
shareholder returns. Here corporate illegalities are seen as proxies of socially irresponsible behavior. 
Patten  (1990) views the signing of the Sullivan Principles as an act of social responsibility. 
Wright et al . (1995) accentuate on the diversity by focusing on positive and negative affirmative 
actions.  
Klassen and McLaughlin  (1996) studied market reactions to either strong or weak environmental 
performance. Winning environmental performance awards is perceived to measure strong 
environmental performance, while weak environmental performance is proxied by the occurrence of 
environmental crises. 
Feldman et al.  (1997) consider improving a firm’s environmental management system an act of social 
responsibility. They find that improving a company’s environmental management system reduces a 
firm’s risk and increases its value. 
Webley and More  (2004) consider having a corporate code of ethics as a surrogate of responsible 
management. 
 
4.4 Performance 
In the business-society literature, performance is not unambiguously defined. Some speak of 
performance without specifying the term as we have witnessed in the above paragraphs, but also in 
chapter 2.  For example, in Carroll’s corporate social performance approach (see section 2.2.4) 
performance relates to a mode or strategy ranging from reactive (not responding at all) to proactive 
(doing more than is required) (Carroll, 1979; Clarkson, 1995). In his view, obviously, performance and 
responsiveness are synonymous and can be used interchangeably. However, following Carroll’s 
approach, measuring corporate social performance is not easy. By simply looking at a company’s 
responsiveness we cannot tell whether or not a company is doing well compared to other industry 
members, or has made progress in relevant issues over the years. 
If we want to know if a company is doing well, we need to compare performance against issues. For 
example, are CO2 emissions of company ‘X’ higher or lower than last year and are these levels higher 
or lower compared with other industry members? Or does company ‘Y’ have CO2 emission goals 
and/or procedures to substantiate these goals? 
Below we will focus particularly on the performance interpretations of Wood, Mitnick and Steg et al. 
 
Wood (1991) defines corporate social performance as a business configuration of principles of social 
responsibility, processes of social responsiveness, and policies, programs, and observable 
outcomes  as they relate to the firm’s societal relationships. In her view the elements of this 
configuration are mutually dependent.  
Processes should be rooted in Principles and Outcomes should be the intended result of underlying 
Processes. In the words of Wood:  
‘Thus, to assess a company’s social performance the researcher would examine the degree to which 
principles of social responsibility motivate actions taken on behalf of the company, the degree to which 
the firm makes use of socially responsive processes, the existence and nature of policies and 
programs designed to manage the firm’s societal relationships, and the social impacts (i.e. observable 
outcomes) of the firm’s actions, programs and policies. In addition the researcher would consider all 
these elements - Principles, Processes and Outcomes- in conjunction with each other to permit the 
identification of analytically crucial but politically difficult results such as good Outcomes from bad 
motives, bad Outcomes from good motives, good motives but poor translation via Processes, good 
process use but bad motives and so on (the term good and bad used loosely in this case)’ (Wood, 
1991; p.693). 
However, Wood hypothesizes that only Outcomes are observable and open to assessment (Wood, 
1991; p.711). If only Outcomes are observable, then the degree to which Principles, Processes and 
Outcomes are related is very difficult to establish.  
 
Mitnick  (2000), on the other hand, contests Wood’s view that only outcomes are observable. He 
perceives corporate social performance as a guided system (see section 2.2.4). In such a system all 
parts are governed by what he calls ‘system governors’ (codes of conduct, mission statements, 
etcetera), which represent the values (or principles in Wood’s terms) the system adheres to. 
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Furthermore, inputs (resources) are transformed (processes) into outputs (activities), which in turn 
produce outcomes (impacts on stakeholders and the natural and/or economic environment). All four 
parts: Inputs, Processes, Activities/Outputs and Outcomes contribute to a system’s performance. The 
system elements are linked to create desirable activities/outputs and outcomes and should be 
measured individually to assess the contribution of each element to the common goal. This implies 
that, in contrast to Wood, Mitnick believes that for all four system elements performance measures can 
be designed and that the configuration of all system elements constitutes a company’s social 
performance. 
  
Mitnick’s view on performance largely coincides with that of Steg et al.  (2003), who believe that 
performance should be measured in terms of principles, practices, outcomes and stakeholder views 
(see section 2.2.9). 
Principles are at the basis of practices, which in turn result in intended outcomes. Moreover,, 
stakeholders should be engaged in shaping and evaluating these steps. Hence, if performance 
domains are linked, doing good works (practices/outcomes) for bad reasons (principles) can be 
distinguished from good works (practices/outcomes) for good reasons (principles).  
‘Good works’, or desired outcomes, that are not backed by practices and principles are not likely to 
signal compliance with expectations of relevant stakeholders. For example, reduction of energy 
consumption is in itself a desirable outcome for at least two reasons. First, by reducing energy 
consumption non-renewable energy sources, such as oil and natural gas, are depleted less rapidly. 
Second, less energy consumption also implies a reduction of CO2-emissions, which positively 
contributes to the global warming problem. However, if a reduction in energy use is caused by an 
economic downturn, these outcomes are obviously not intended and obviously do not signal 
commitment to sustainable development.  
On the other hand, alignment of performance domains does not necessarily imply compliance with 
norms, values and expectations. In fact, it may be a façade concealing deviant, unsustainable 
performance. That is, companies may have developed principles signalling conformity, while practices 
and outcomes deviate from the sustainability norm. Under these circumstances, companies in fact 
show mimicking behavior. Companies claiming to highly value the natural environment are likely to 
have a code of conduct in place to endorse this claim. If, however, this claim cannot be substantiated 
with programs, procedures, management systems, or outcome measures, then the alleged 
‘commitment to natural environment’ may be no more than a rethoric statement.  
 
In conclusion we can say that, although the above overview is not at all complete, the term 
performance is perceived differently by different scholars. Interpretations of Carroll (1979), Wood 
(1991) and Mitnick (2000) differ widely. However, substantial overlap exists between the 
interpretations of Mitnick and Steg et al. (2003). Furthermore, performance should preferably be 
measured against issues. 
 
4.5 Conclusions 
Measures of corporate sustainability performance can be divided into two groups: uni- and 
multidimensional measures. Uni-dimensional measures are condensed measures capturing a single 
corporate sustainability performance issue or attribute. Multi-dimensional measures, on the other 
hand, comprise a set of  corporate sustainability performance attributes or issues. Because corporate 
sustainability performance is a complex phenomenon, multi-dimensional measures are better suited to 
capture the corporate sustainability performance phenomenon than uni-dimensional measures.  A 
major drawback of both types of measures is the lack of sufficient theoretical underpinning. There is 
also no concrete evidence that these attributes reflect stakeholder expectations and pressures.  
  
Although there is some overlap among the uni- and multi dimensional measures, it would be too much 
to say that these measures are converging. Multi-dimensional measures usually comprise (a 
combination of) governance related attributes (e.g. composition of the board, disclosure of information 
quality of management, voting rights of shareholders), socially related attributes (e.g. health and safety 
of employees, customers and community members;  human rights related issues;  education and 
training of employees;  community contributions; product quality; complaints of customers) and 
environment related attributes (e.g. pollution abatement, conservation of natural resources, recycling, 
etc.).  
 
We have found no solid evidence that attributes of multi-dimensional measures and uni-dimensional 
measures are reflecting stakeholder expectations or pressures. Besides, little information is available 
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concerning the importance of the attributes constituting multi-dimensional performance measures. 
From a selection of eight attributes of the corporate sustainability performance measure provided by 
KLD Research & Analytics Inc (KLD), Ruf et al (1998) found that the product liabilities and employee 
relations attributes were among the most important.  
 
The conclusion therefore should be that to date a host of multi- and uni-dimensional measures of 
corporate sustainability performance exist. However, we do not know whether these measures (or 
attributes) can actually be regarded as Sustainability Items. Furthermore, we have been able to find 
information about the ranking of only eight of these issues. Obviously, if we want to identify 
Sustainability Items and their subsequent weights we have to follow a different approach. This 
approach is called the Corporate Sustainability Analysis Framework (CSAF). The design and 
development of the CSAF will be the central theme of the next chapter. 
 
The performance domains (principles, practices, outcomes and stakeholder views) distinguished by 
Steg et al. (2003) will form the basis for the performance dimension of the CSAF. This approach 
allows for performance measurement -of what Mitnick calls- individual system elements, but also of 
the system as a whole. Besides, the performance domain approach allows for distinguishing between 
good works for good reasons and good works for bad reasons, but also for assessing whether or not 
companies are pretending conformity to stakeholder expectations and pressures.   
As we will see in the next chapter, central to the CSAF are Sustainability Items reflecting stakeholder 
expectations or pressures. Unfortunately, neither the measures discussed in this chapter nor the 
corporate sustainability performance constructs discussed in chapter 2 offer sufficient guidance as to 
the identification of Sustainability Items.  
 
We already mentioned that we will develop a meta-analytical framework that incorporates and 
visualizes the different orientations of 24 (reporting) guidelines, the CSAF. This framework will be used 
to analyze the assessment methodologies underlying the DJSI-World and DSI. For the design of this 
framework we already selected the Sustainable Corporate Performance Model developed by Steg et 
al (2003) and the corporate social performance approaches of Wood (1991) and Mitnick (2000) as well 
as the Clarkson’s overview of Typical Corporate and Stakeholder Issues (see paragraph 2.4).  
From this chapter we add the content-analysis framework applied by Patten (1995) and Abbott and 
Monsen (1979). Although this instrument partly overlaps with the aforementioned ‘models’, it is also to 
a large extent supplementary to these ‘models’.   
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Chapter 5: Design of the Corporate Sustainability A nalysis Framework (CSAF)  
 
5.1 Introduction 
As we saw in chapter 3, companies have to balance sustainable development related stakeholder 
expectations while endorsing commitment to sustainable development, safeguarding legitimacy and 
improving financial performance.  
The question now is how to capture corporate sustainability performance? From the previous chapters 
we know that existing constructs and measures do not provide a satisfactory answer to this question. 
A broad consensus about what corporate sustainability performance is does not (yet) exist. And 
although we have been able to identify a host of measures (or attributes) of corporate sustainability 
performance, we still do not know whether these issues can be regarded to reflect expectations of 
stakeholders concerning business’ contribution to sustainable development. Consequently, we also do 
not have insight into the relevance of these issues. 
Therefore, the focal question of this chapter will be: which issues reflect stakeholder expectations 
concerning business’ contribution to sustainable development? In this thesis these issues will be 
referred to as Sustainability Items. Since it is very unlikely that all Sustainability Items are equally 
important, we will also provide insight into the relative importance of these Sustainability Items relative.  
 
Some authors (e.g. Carroll, 1997) contend that identification corporate sustainability performance 
related issues is very much context related, and that individual companies are considered to manage 
the interests of their stakeholders. However true this may be, we believe that it is possible to identify a 
set of generic issues that are considered to reflect expectations of stakeholders concerning business 
contribution to sustainable development. These issues will be identified using a large number of 
sustainability (reporting) guidelines, which are believed to capture sustainable development related 
expectations of a plenitude of stakeholders. Besides, these (reporting) guidelines are not only used for 
issues identification, but also for establishing the relative importance of these issues. 
 
We are aware that we may not be able to capture all issues all stakeholders consider relevant. As we 
already mentioned in chapter 2, a broad consensus about what corporate sustainability performance 
is, does not (yet) exist. As a consequence, every operationalization of corporate sustainability 
performance is troubled with the same problem.  Also, Sustainability Items that are relevant today may 
not be relevant anymore tomorrow. This implies that an inventarization of Sustainability Items can be 
no more than a snapshot of current stakeholder expectations. The same, of course, applies to 
rankings of these Items. 
 
Figure 5.1: Structure of the Corporate Sustainabili ty Analysis Framework 
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However, if we want to evaluate or analyze performance against Sustainability Items, we need to 
account for the extent to which companies comply with the pressures and expectations exerted on 
them.  In this respect, the performance domains distinguished by Mitnick (2000) and particularly Steg 
et al. (2003) discussed in paragraph 4.4 are believed to be very useful. Steg et al. (2003) distinguish 
four performance domains: principles, practices, outcomes and stakeholder perceptions (see also 
section 2.2.9). This approach may provide a basis for performance evaluation on each of the four 
domains as well as any configuration of these four domains, but also allows for distinguishing between 
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good works for good reasons and good works for bad reasons and detection of mimicking behavior. 
However, this falls beyond the scope of this thesis. 
 
The combination of Sustainability Items, their weights and the performance domains results in the so-
called Corporate Sustainability Analysis Framework (CSAF), which is presented in figure 5.1. 
Performance against Sustainability Items (or corporate sustainability) is aimed at endorsing 
commitment to sustainable development, safeguarding legitimacy and enhancing financial 
performance.  
 
The structure of the CSAF is mainly derived from the Sustainable Corporate Performance Model of 
Steg et al. (2003) and comprises four aggregation levels. Furthermore, the CSAF will be built bottom-
up. That is, 
• First, Sustainability Items are identified. Sustainability Items  are the lowest aggregation level and 

are the core elements of the CSAF.  
• The second tier of the CSAF consists of Sustainability Issues . Sustainability Items that are at 

face-value believed to have aspects in common are clustered in a Sustainability Issue. 
• Aspects  are the third aggregation level and comprise clusters of Sustainability Issues that are 

believed to share common characteristics.  
• Finally, the Dimensions  level is the highest aggregation level and comprises clusters of related 

Aspects.  
 

An overview of the aggregation levels is presented in figure 5.2. 
 
Figure 5.2: The Sustainability Items, Sustainabilit y Issues, Aspects and Dimensions.  
Sustainability Item a1  Sustainability 

Issue A 
Aspect X Dimension Q 

Sustainability Item a2 
Sustainability Item b1  Sustainability 

Issue B Sustainability Item b2 
Sustainability Item c1  Sustainability 

Issue C 
Aspect Y 

Sustainability Item c2 
Sustainability Item d1 Sustainability 

Issue D Sustainability Item d2 
 
The construction of the CSAF, which involves three stages (see also scheme 5.1): 
• Stage 1: In this stage a set of sustainability topics will be identified. These topics will be derived 

from a selection of sustainability performance constructs discussed in chapter 2 and corporate 
sustainability measures discussed in the previous chapter.  

• Stage 2: In order to determine whether or not the sustainability topics derived in stage 1 indeed 
reflect stakeholder expectations or pressures, these sustainability topics will be validated against a 
selection of sustainability (reporting) guidelines, which are considered to reflect stakeholder 
expectations concerning business’ contribution to sustainable development. The result of this 
stage is a set of Sustainability Items. The validation of sustainability topics derived in stage 1 is 
central to paragraph 5.3 

• Stage 3: In this stage, weights are assigned to the Sustainability Items identified in stage 2.  These 
weight are derived from the selection of (reporting) guidelines by content-analyzing these 
(reporting) guidelines using the validated list of corporate Sustainability Items as the classification 
scheme. This stage provides insight into how stakeholders rank these Sustainability Items. The 
result of this stage is the Corporate Sustainability Analysis Framework CSAF . The 
construction of the CSAF is central to paragraph 5.4.  
 

Finally, in paragraph 5.5 conclusions, limitations and suggestions for further research will be 
presented. 
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Scheme 5.1: Structure of chapter 5 

 
5.2 Stage 1: Identification of sustainability topic s 
The purpose of this paragraph is to identify a set of sustainability topics from a selection of corporate 
sustainability performance constructs and measures discussed in chapters 2 and 4. The extent to 
which the set of sustainability topics actually reflects stakeholder pressures and expectations will be 
assessed in paragraph 5.3.  
 
The set of sustainability topics consists of a combination of attributes of the Sustainable Corporate 
Performance model developed by Steg et al. (2003), the Typical Corporate and Stakeholder Issues 
identified by Clarkson (1995), and the content analysis classification scheme used by Abbott and 
Monsen (1979) and Patten (1995). 
The Steg-model (see Appendix 2.1) is selected because of its comprehensiveness. The model 
explicitly covers the three dimensions (social, environmental and economic) typical to sustainable 
development (Bansal, 2002). Furthermore, the Steg-model is the only model that explicitly covers 
economic performance measures.  
The social dimension of the Steg-model consists of stakeholder related issues and is supplemented 
with Clarkson’s Typical Corporate and Stakeholder Issues (see Appendix 3.1). By combining the two 
models an extensive list of relevant stakeholder related sustainability topics emerges.  
The content of the combined Steg- and Clarkson ‘models’ is further supplemented with issues of the 
content analysis instruments used by Abbott and Monsen (1979) and Patten (1995) (see Appendix 
4.1). The instrument used by Abbott and Monsen and Patten was selected because it is a relatively 
popular instrument for analyzing annual reports. Although the instrument partly overlaps with the Steg 
and Clarkson ‘models’, it also comprises a range of issues that are not included in these ‘models’.  
 
The set of sustainability topics is presented in table 5.1. 

5.1 Introduction 

5.2 Stage 1: Identification of sustainability topics 

5.3 Stage 2: Validation of the identified sustainability topics 

5.3.1 The selection of (reporting) guidelines  

5.3.2 Procedure for analyzing (reporting) guidelines  

5.3.3 Sustainability Items, Sustainability Issues, Aspects and Dimensions 

5.3.4 A comparison of the sustainability topics and Sustainability Items overviews

5.4 Stage 3: Construction of the Corporate Sustainability Analysis Framework  (CSAF) 

5.4.1 Procedure for assigning weights to Sustainability Items, Sustainability Issues, Aspects 
and Dimensions 

5.4.2 Sustainability Items, Sustainability Issues, Aspect and Dimension weights 

5.4.3 Reliability and robustness of the weight distribution 

5.5 Conclusions, limitations and suggestions for further research 
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Table 5.1: Sustainability topics derived from Steg et al. (2003), Clarkson (1995), Abbott and Monsen ( 1979) and Patten (1995). 
 
Corporate Governance Dimension 
1.  Organisation structure. 
2. Mission or purpose 
3.  Corporate codes 
4. Stakeholder and social issues 

management systems 
 
Social Dimension 
Shareholders 
5. General policy 
6.   Shareholder communication and 

complaints. 
7.  Shareholder advocacy. 
8. Shareholder rights 
9. Other shareholder issues 
Employees 
10. General Policy 
11. Employee communication/ Open 

communication. 
12. Keeping to agreed rules and promises. 
13. Commitment to standards of fairness. 
14 Observance of norms of decency 
15.  Benefits. 
16. Compensation and rewards 
17.   Training and development/ 

opportunities for development. 
18.  Career planning. 
19. Health promotion 
20.  Occupational health and safety. 
21 Employee assistance program 
22. Part-time, temporary, or contract 

employees 
23.  Absenteeism and turnover. 
24.  Leaves of absence. 
25.  Safety-net and retirement schemes. 
26.  Day care and family accommodation. 
 

 
27.  Retirement and termination 

counselling. 
28.   Women in management and on the 

board. 
29.   Employment or advancement of 

minorities or women. 
30.  Employment of special interest groups. 
31.  Employment equity and discrimination. 
32.  Non-discrimination. 
33.  Child labour. 
34.  Forced labour. 
35.  Right to appeal, voice complaints and 

organise. 
36. Employee participation 
37. Relationships with unions. 
38. Other employee or human resource 

issues 
Customers 
39 General policy 
40 Customer communications/Open 

communications 
41. Keeping to agreements and relational 

contracting. 
42. Commitment to standards of fairness. 
43 Customer participation. 
44.  Observance of norms of decency. 
45. Product safety. 
46. Customer health and safety. 
47 customer complaints 
48. Rights to appeal and voice complaints. 
49 Special customer services. 
50. Consumer rights to privacy. 
51.  Expectations regarding own principles 

on relations, rights and care towards 
customers. 

52. Non-discrimination. 
53. Other customer issues 

Suppliers 
54. General policy 
55. Supplier dialogue/open 

communication. 
56. Relative power. 
57. Non-discrimination. 
58. Keeping to agreements and relational 

contracting. 
59. Expectation regarding own principles 

on relations, rights and care also from 
suppliers. 

60. Observance of norms of decency 
61. Commitment to standards of fairness. 
62. Other supplier issues 
Community 
63. Open communication. 
64.  Keeping to agreements and relational 

contracting 
65. Commitment to standards of fairness. 
66. Observance of norms of decency 
67. Public health, safety and protection/ 

health related activities 
68. Social investment and donations. 
69. Community activities 
70. Donations of cash. 
71. Donations of products 
72.  Bribery and corruption. 
73. Public policy involvement. 
74. Community participation. 
75.  Donation of employee services to 

education and the arts. 
76. Community relations. 
77  Commitment to equal opportunity and 

diversity. 
78.  Support for minority business. 
79. Socially responsible business practices 

abroad. 
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80. Awards for socially responsible 
conduct. 

Competitors 
81. Commitment to standards of fairness. 
82. Observance of norms of decency. 
 
 
Environment Dimension 
Resources 
83. Use/conservation of (fossil and 

nuclear) energy. 
84. Use/conservation of substances and 

materials. 
85. Use of natural land. 
86. Use of water (ground water, irrigation). 
87. Renewable energy. 
88. Renewable substances and materials. 
89. Renewable water (rainwater). 
 Conservation of natural resources 
Waste and emissions 
90. Generation of (final) waste. 
91. Polluted waste water. 
92. Non-CO2 greenhouse gases. 
93. Acidifying gases. 
94. Ozone depleting gases. 
Life support 
95.  Use of toxic and persistent 

substances. 
96. Animal welfare. 
97. Water systems and nature. 
98. Land use in sensitive areas. 
99. Prevention or repair of damage to the 

environment resulting from processing 
of natural resources. 

Chain effects 
100. Lifecycle management to reduce the 

environmental impacts of products and 
services. 

101. Reduction of pollution arising from the 
use of the product. 

102. Energy efficiency of products 
103.  Waste delivered for recycling and 

further use. 
104. Waste acquired for recycling and 

further use. 
105.  Informing customers about 

environmental impacts of products and 
services. 

106. Advising customers on ways to use 
products and services in an 
environmentally friendly way. 

Other environmental issues 
107. Other environmental issues 
 
Economic Dimension 
Market value 
    EVA-drivers 
108. Value. 
109.  Value growth duration. 
110.  Sales (growth). 
111.  Operational margin. 
112.  Net tax advantages. 
113.  Working capital. 
114.  Investment in fixed assets. 
115.  Costs of capital. 
  Bookkeeping measures 
116.  Costs. 
117. Revenues. 
118. Assets (current & long term). 
119. Liabilities. 
120. Equity. 
 Financial ratios 
121. Working capital. 
122. Current ratio. 
123. Quick ratio. 
124. Profit margin. 
125. Asset turnover. 

126. Return on assets. 
127. Debt to equity. 
128. Interest coverage  
Shareholder indicators 
129. Share price volatility. 
130. Total share value. 
131 Dividend payments. 
Economic performance drivers 
 External positioning 
132. Market forces. 
133. Competitive forces. 
134. Environmental forces 
 Internal resources 
135. Logistics. 
136. Operations. 
137. Leadership resources. 
138 Financial resources. 
139. Human resources. 
140. Innovative resources. 
141. Procurement resources. 
Value chain performance 
142. Net cost reductions. 
143. Net market access. 
144. Net access to technological expertise. 
145. Net reduction in business risks. 
Economic externalities 
 Positive externalities 
146. Economic stability 
147. Use of local suppliers and services 
148. Employment/Local job creation 
149. Economic growth. 
150. Income improvement. 
151. Investments. 
 Negative externalities 
152. Economic instability. 
153. Unemployment. 
154. Economic decline. 
155. Income deterioration. 
156. Divestments.



 
 

90 
 

The set of sustainability topics consists of 4 Dimensions: the Governance Dimension22, the Social 
Dimension, the Environment Dimension and the Economic Dimension 
• The Economic Dimension comprises 5 Aspects: Market Value, Shareholder Indicators, Economic 

Performance Drivers, Value Chain Performance and Economic Externalities.  
• Almost one-third of all the sustainability topics included is economic by nature. The Economic 

Dimension is the largest of the four Dimensions. Market value is by far the largest Aspect 
comprising 24 sustainability topics, which is half the total number of economically related 
sustainability topics. Value chain performance is the smallest Aspect and covers only 4 
sustainability topics. 

• The Environment Dimension captures 5 Aspects: Resources, Waste and Emissions, Life support 
and Chain effects and Other Environmental Issues. Resources and Life support each comprise 7 
sustainability topics, while the Waste and Emissions and Chain effects each cover 5 sustainability 
topics. The Other environmental issues Aspect comprises matters that do not match with any of 
the other Environment Aspects.  

• The Social Dimension consists of 6 Aspects. Each Aspect representing a stakeholder group 
(shareholders, employees, customers, suppliers, community and competitors). Together all 
Aspects cover 78 sustainability topics. Moreover, the number of sustainability topics is not 
proportionally distributed over the various Aspects. One third is employee related. The Competitor 
Aspect is the smallest of the six and covers only 2 sustainability topics. 

• The Governance Dimension can be broken down into 4 Aspects. As table 5.1 shows, for the 
Governance Dimension the Aspect level coincides with the remaining aggregation levels..  

 
5.3 Stage 2: Validation of the identified sustainab ility topics 
The second stage in the development of the Corporate Sustainability Analysis Framework concerns 
the identification of Sustainability Items and performance domain measures. In the previous stage, a 
set of sustainability topics was formed, but we do not yet know whether these matters reflect 
stakeholder expectations and pressures. 
 
To validate the sustainability topics identified in the previous chapter, will benchmark them against a 
selection of corporate sustainability performance  (reporting)  guidelines , henceforth referred to as 
(reporting) guidelines . These (reporting) guidelines are assumed to cover sustainable development 
related items that companies are considered responsible and/or accountable for and are considered to 
reflect stakeholder expectations and pressures for that matter. Besides Sustainability Items a set of 
performance domain measures will be derived.  
In section 5.3.1 the assumption that (reporting) guidelines are considered to reflect stakeholder 
expectations and pressures will be explained and the selection of (reporting) guidelines will be 
substantiated. The procedure for analyzing the (reporting) guidelines will be discussed in paragraph 
5.3.2. Subsequently, in section 5.3.3 the Sustainability Items will  be presented. In section 5.3.4 the 
set of sustainability topics and Sustainability Items will be compared.  
 
5.3.1 The selection of (reporting) guidelines  
The selected (reporting) guidelines are drafted by governments and non-governmental organizations 
(NGO’s) usually in cooperation with a variety of stakeholders and are for that matter believed to be a 
transposition of expectations companies have to live up to. In other words, these (reporting) guidelines 
are believed to verbalize business’ responsibility and accountability towards sustainable development. 
 
In table 5.2 the selection of 24 (reporting) guidelines used for identifying Sustainability Items and 
performance domain measures is presented. It should be noted that the number ‘24’ does not have a 
specific connotation. However, we are convinced that this selection comprises the most important and 
prominent sustainability (reporting) guidelines available to date. The (reporting) guidelines have been 
selected on the basis of the following criteria.  
• Since identification of issues reflecting stakeholder expectations and pressures is one of the 

principal aims of analyzing these guidelines, we have to make sure that (reporting) guidelines 
cover a wide range of stakeholders. This not only finds expression in the issuing organizations 
(e.g. religious, human rights and reporting organizations, accounting organizations, network 

                                                      
22 Strictly speaking the designation Governance Dimension is not correct. Following Clarkson, 
Corporate Issues would be the proper denotation. As we saw in chapter 4, measures of corporate 
sustainability performance can be divided into three categories: governance, socially and 
environmentally related attributes. It is likely that Sustainability Items also follow this classification. 
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organizations, organizations of business leaders and companies actively endorsing sustainability 
performance, NGOs, etcetera), but also in the range of stakeholders (e.g. investors, employees, 
governments, universities, trade-unions, business associations, interest groups, governments, 
etcetera) that were engaged in the process of constructing these (reporting) guidelines.  

• The (reporting) guidelines should account for large companies as well as small and medium sized 
companies as well as intercultural differences.  

• The status of the (sponsors) of the issuing organizations also plays a role. The sample includes 
widely known and appreciated (reporting) guidelines that were developed or sponsored by 
legitimate international organizations, like the United Nations, the European Union, the 
Organisation for Economic Co-operation and Development, etcetera. 

• The (reporting) guidelines should take the organizational level as the starting point.  
Motivations for adding the (reporting) guidelines mentioned in table 5.2 to the sample are provided in 
detail in Appendix 5.1. 
 
Table 5.2 shows that nine of the (reporting) guidelines cover more than one corporate sustainability 
performance dimension. These guidelines cover a combination of governance, social, environmental 
and economic issues. Five (reporting) guidelines can be classified as predominantly socially oriented; 
nine are environmentally oriented, while one guideline is typically governance oriented. 
 
Table 5.2: Selection of sustainability (reporting) guidelines  
 
(Reporting) guidelines addressing more than one cor porate sustainability performance 
dimension  

• Principles for Global Corporate Responsibility: Bench Marks for Measuring Business 
Performance 

• Business in the Community: Winning with Integrity 
• The Caux Round Table Principles for Business 
• CSR Europe: Communicating Corporate Social Responsibility 
• The UN Global Compact 
• Global Reporting Initiative, Sustainability Reporting Guidelines 2002 
• Social Venture Network, Standards of Corporate Social Responsibility 
• The OECD Guidelines for Multinational Enterprises 
• The Stakeholder Alliance, The Sunshine Standards 
 

Socially oriented (reporting) guidelines 
• Ethical Trading Initiative, The ETI Base Code 
• Fair Labor Association, Workplace Code of Conduct 
• The Global Sullivan Principles of Social Responsibility 
• Worker Rights Consortium, Model Code of Conduct 
• Social Accountability International, SA8000 

 
Environmentally oriented (reporting) guidelines 

• Ceres Principles  
• Ceres Reporting Requirements for Small enterprises and Non-Profit Organisations 
• Department for Environment, Food and Rural Affairs: Environmental Reporting, General 

Guidelines. 
• International Chamber of Commerce, The Business Charter for Sustainable Development 
• ISO 14031 Environmental Management-Environmental Performance Evaluation- Guidelines 
• Public Environmental Reporting Initiative 
• Keidanren, Global Environmental Charter  
• WBCSD, Measuring Eco-Efficiency 
• NIVRA, Environmental Reporting Checklist (Checklist Milieuverslaggeving) 

 
Governance oriented (reporting) guideline 

• OECD Principles of Corporate Governance 
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Table 5.3: (Reporting) guidelines and analyzed sect ions  

 (Reporting ) Guideline s Analyzed Section(s)  

1 Principles for Global Corporate 
Responsibility: Bench Marks for 
Measuring Business 
Performance 

1. The wider Community; 2. The Corporate Business Communities. 

2 Business in the Community: 
Winning with Integrity 

Summary of impact performance indicators. 

3 The Caux Round Table 
Principles for Business 

Section 2. General Principles; Section 3. Stakeholder Principles 

4 Ceres Principles Ceres Principles: Protection of the Biosphere; Sustainable Use of 
Natural Resources; Reduction and disposal of Wastes; Energy 
Conservation; Risk Reduction; Safe Products and Services; 
Environmental Restoration; Informing the Public; Management 
Commitment; Audits and Reports. 

5 Ceres Reporting Requirements 
for Small enterprises and Non-
Profit Organisations 

Reporting Requirements: Vision and Stategy; Profile; Policies; 
Management Systems, and Stakeholder Relationships; 
Environmental Performance; Social and Economic Performance. 

6 CSR Europe: Communicating 
Corporate Social Responsibility 

CSREurope, Communicating Corporate Social Responsibility; 
Section three: Measuring a Company’s Performance  

7 Department for Environment, 
Food and Rural Affairs: 
Environmental Reporting, 
General Guidelines.  

Section 3: The contents of an environmental report; Sectio 4: 
Environmental Performance Indicators. 

8 Ethical Trading Initiative, The 
ETI Base Code 

The Base Code: 1. Employment is freely chosen; 2. Freedom of 
association and the right to collective bargaining are respected; 3. 
Working conditions are safe and hygienic; 4. Child Labor shall not be 
used; 5. Living wages are paid; 6. Working hours are not excessive; 
7. No discrimination is practised; 8. Regular employment is provided; 
9. No harsh or inhumane treatment is allowed. 

9 Fair Labor Association, 
Workplace Code of Conduct 

Workplace code of conduct: Forced Labor; Child Labor; Harassment 
or Abuse; Nondiscrimination; Health and Safety; Freedom of 
Association and Collective Bargaining; Wages and Benefits; Hours of 
Work; Overtime Compensation. 

10 The UN Global Compact Human Rights: Principle 1; Human Rights: Principle 2; Labor: 
Principle 3; Labor: Principle 4; Labor Principle 5; Labor: Principle 6; 
Environment: Principle 7; Environment: Principle 8; Environment: 
Principle 9. 

11 Global Reporting Initiative, 
Sustainability Reporting 
Guidelines 2002 

Part C: Report Content 
1 Vision and Strategy; 3 Governance Structure and Management 
Systems; 5 Performance Indicators: Economic Performance 
Indicators; Environmental Performance Indicators; Social 
Performance Indicators. 

12 The Global Sullivan Principles of 
Social Responsibility 

The Global Sullivan Principles of Social Responsibility 

13 International Chamber of 
Commerce, The Business 
Charter for Sustainable 
Development 

Principles; 1. Corporate priority; 2. Integrated management; 3; 
Process of improvement; 4. employee education; 5. Prior 
assessment; 6. Products and services; 7. Customer advices; 8. 
Facilities and operations; 9. Research; 10. Precautionary approach;  
11. Contractors and suppliers; 12. Emergency preparedness; 13. 
Transfer of technology; 14. Contributing to the common effort; 15. 
Openness to concerns; 16. Compliance and reporting 

14 Social Venture Network, 
Standards of corporate Social 
Responsibility 

Ethics, Accountability; Governance; Financial Returns; Employment 
Practices; Business Relationships; Products and Services; 
Community Involvement; environmental Protection  

15 OECD Principles of Corporate 
Governance 

Part One; The OECD Principles of Corporate Governance; I Ensuring 
the Basis for an Effective Corporate Governance Framework; II. The 
Rights of Shareholders and Key Ownership Functions; III. The 
Equitable Treatment of Shareholders; IV. The Role of Stakeholders in 
Corporate Governance; VI. The Responsibilities of the Board. 
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Table 5.3: (Reporting) guidelines and analyzed sect ions (continued)  

16 The OECD Guidelines for 
Multinational Enterprises 

Part II; II General Policies; iii. Disclosure; IV. Employment and 
Industrial relations; V. Environment; VI. Combating Bribery; VII. 
Consumer interests; VIII. Science and Technology; IX. Competition; 
X. Taxation. 

17 ISO 14031 Environmental 
Management-Environmental 
Performance Evaluation- 
Guidelines 

Annex A (a list of topics from which companies could select metrics 
for environmental management)  

18 Public Environmental Reporting 
Initiative 

Environmental policy; Environmental Management; Environmental 
releases; Resource conservation; Environmental risk management; 
Environmental compliance; Product stewardship; Employee 
recognition; Stakeholder involvement 

19 Worker Rights Consortium, 
Model Code of Conduct 

III. Standards. 

20 Keidanren, Global 
Environmental Charter  

Guidelines for corporate action: General management policies; 
Corporate organization; Concern for the environment; Technology 
development; Technology transfers; Emergency measures; Public 
relations and education; Community relations; Overseas operations; 
Response to global problems. 

21 WBCSD, Measuring Eco-
Efficiency 

Chapter 3’s Table of indicators (Generally applicable value indicators; 
Generally applicable environmental influence indicators; Potential 
generally applicable indicators) 

22 NIVRA, Environmental 
Reporting Checklist23 (Checklist 
Milieuverslaggeving) 

Subjects; A. Company, activities and environmental aspects; B. 
Environmental Policy; C. Environmental Management; D. 
Environmental Performance; E. The Environment and its relations to 
other corporate aspects; F. Relations with stakeholders. 

23 Social Accountability 
International, SA8000 

IV. Social Accountability Requirements (1. Child Labor; 2. Forced 
Labor; 3. Health and Safety; 4. Freedom of Association & Right to 
collective Bargaining; 5. Discrimination; Disciplinary Practices; 
Working Hours; 8. Remuneration; 9. Management Systems) 

24 The Stakeholder Alliance, The 
Sunshine Standards 

Customer Information Needs; employee Information Needs; 
Community Information Needs; Social and Public Policy. 

 
In Appendix 5.2, a more detailed account of these (reporting) guidelines is presented. Each (reporting) 
guideline is described according to the following format: 
• Issuing organization; 
• General information about the issuing organization; 
• An outline of what the (reporting) guideline is about; 
• Purpose of the (reporting) guideline; 
• Entities for which the (reporting) guideline is relevant; 
• Stakeholders involved in the construction/development of the guideline; 
• Content of the guideline; 
• Web-location where more information about the issuing organization and the (reporting) guideline 

can be obtained.  
 
5.3.2 Procedure for analyzing (reporting) guidelines 
In this section the procedure for analyzing the selected (reporting) guidelines will be explained. The 
procedure encompasses 5 steps. 

1. Identification of relevant sections of (reporting) guidelines that will be analyzed in quest of 
Sustainability Items;  

2. Analysis of the relevant sections; 
3. Removal of redundant sustainability topics and adjustment of Sustainability Items-denotations; 
4. Creation of new  Sustainability Issues and Aspects; 
5. Coding of Sustainability Items, Sustainability Issues, Aspects and Dimensions. 

 
 

                                                      
23 The NIVRA Checklist Milieuverslaggeving was originally written in Dutch. The translations of the 
name of the publication as well as of the analyzed sections were made by the author. 



 
 

94 
 

Step 1: Identification of relevant sections of (reporting) guidelines to be analyzed  
The selection of (reporting) guidelines displays a variety of lay-outs, structures and contents. 
Therefore it is necessary to first clarify which sections of these (reporting) guidelines will be analyzed. 
Table 5.3 contains an overview of these sections.   
 
Step 2: Analysis of the relevant sections 
The relevant sections of the selected (reporting) guidelines are analyzed sentence by sentence. This 
process has the following characteristics:  
If a Sustainability Item is identified, the list of sustainability topics (see table 5.1) is checked in order to 
establish whether this topic is already covered. If the Sustainability Item is covered and is identical to 
one of the sustainability topics, the search for new Sustainability Items continues. 
If, on the other hand, a Sustainability Issue is not identical to one of the sustainability topics, but 
comes very close, then this so-called ‘near match’ or ‘proxy’ is put on a proxy-list. Sustainability Items 
are considered identical only if the combination and sequence of words constituting the issue are 
identical. If the words are in reverse order, or other words are used to express the same intention, 
then this is referred to as a ‘near match’, or ‘proxy’. In Box 5.1 two examples of ‘near matches’ are 
presented. Proxy-lists are created for all Sustainability Items.  
 
If a Sustainability Item is not covered by one of the sustainability topics, then the first step is to verify 
whether the item can be subsumed under one of the existing Dimensions, Aspects and Sustainability 
Issues. If this is not possible, it will be stored in a temporary file. At the end of Step 2, when all 
(reporting) guidelines are analyzed, new Aspects and Sustainability Issues will be created to cover the 
Sustainability Items stored in these temporary files.  
 
BOX 5.1:  Examples of ‘Near Matches’.  
Example 1 
 ‘Training and Development’ is one of the sustainability topics. In the (reporting) guidelines this topic is 
addressed in various ways, and the descriptions in these (reporting) guidelines do not necessarily 
coincide with the issue concerned. If not identical but expressing an intention that fits the description 
‘Training and Development’, the combination of words is put on a proxy-list. Below some ‘Training and 
Development’-proxies are presented: 
1. Re-Skilling 
2. Seminars on topics such as retirement planning 
3. Training for staff 
4. Training for employees on environmental issues 
5. Education in relation to pollution prevention 
6. Training courses 
7. Opportunities for promotion 
 
Example 2 
‘Energy Use and Conservation’ is an environmentally related Sustainability Item. In the selection of 
(reporting) guidelines this topic is referred to in a variety of ways. Some of the ‘near matches’ are: 
• Efficient use of energy 
• Reduce energy consumption 
• Fossil fuels 
• Waste fuel 
 
 Analyzing (reporting) guidelines is not aimed at identification of Sustainability Items only. Another aim 
is to identify performance domain measures. Examples of performance domain measures retrieved 
from the selection of (reporting) guidelines are included in Appendix 5.3. 
 
Step 3: Removal of redundant sustainability topics and adjustment of Sustainability Items denotations 
Now that step 2 is completed, the list of sustainability topics will be adjusted for: 
a. Sustainability Items that are covered by the selection of (reporting) guidelines, but that are not yet 

part of the list, 
b. Redundancies. These are topics that are included in the list of sustainability topics, but not 

covered by the sample of (reporting) guidelines). 
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BOX 5.2: Examples of redundancies  
The sustainability topics ‘Commitment to standards of fairness’ and ‘Norms of decency/standards of 
fairness’ included in many Aspects (see table 5.1) are removed from the list for of lack of specificity 
and interference with other issues. 
 ‘Contribution to residential quality’, is another example of an topic that is not referred to in any of the 
(reporting) guidelines and is also removed from the list of sustainability topics. 
 
Also the denotation of some of the sustainability topics is adjusted. These adjustments are mostly 
made for reasons of accuracy.  
In step 2 we created proxy-lists for all Sustainability Items. Furthermore, all issues covered by the 
selection of (reporting) guidelines but not by the list of sustainability topics were stored in a temporary 
file. Now all identical and (fairly) similar topics from this temporary file are subsumed under one 
heading. These groups of identical and (fairly) similar issues are comparable to the proxy-lists created 
under step 2. In order to prevent misinterpretations, henceforth the initial proxy-lists and the groups of 
identical and (fairly) similar issues will both be referred to as proxy-lists. . 
 
Step 4: Creation of new Sustainability Issues and Aspects 
In step 4 clusters of associated Sustainability Items are synthesized into newly created Aspects and 
Sustainability Issues. New Sustainability Issues are created on the basis of clusters of Sustainability 
Items that are believed to share common elements. That is, new Sustainability Issues are created 
bottom-up.  Eventually, all Sustainability Items are subsumed under a Sustainability Issue.  
The same applies to the Aspect-level of the framework. Bottom-up, Sustainability Issues are clustered 
and subsumed under an Aspect. However, it appears that not all Sustainability Issues can be 
subsumed under an Aspect. In these cases new Aspects have to be created. Again this involves a 
bottom-up procedure, which requires that choices have to be made where to situate clusters of 
Sustainability Items and Sustainability Issues in the framework. Sometimes these choices are (fairly) 
obvious, sometimes they are not. As is the case with the Environmental Conformance Aspect. This 
newly created Aspect covers Sustainability Items and Sustainability Issues expressing environmental 
effects of business on the community of which it is part. The reason for subsuming this Aspect under 
the Environment Dimension and not under the Social Dimension is because of the decision that was 
made to focus on the nature of the impact and not on who is impacted. This is just one example of the 
many choices that had to be made in the construction process.  
 
Box 5.3 provides some additional examples of newly created Aspects and Sustainability Issues.  
 

BOX 5.3: Examples of newly created  Sustainability Issues  
In order to cover the employee related issues ‘Non-discrimination’, ‘Child labor’, ‘Forced labor’ and 
‘Right to appeal’, ‘Voice complaints and organise’, a new ‘Human Rights’ Sustainability Issue is 
created. Analysis of the selected (reporting) guidelines shows that the list of Human rights related 
sustainability topics is not nearly complete.  
Furthermore, some of the denotations of the initial human rights issues need some (slight) 
adjustment. Ultimately, the ‘Human Rights’- Sustainability Issue covers the following Sustainability 
Items: 

 
 
 
 
 

Human rights 
• Human rights  
• Child labor  
• Forced Labor  
• Freedom of association  
• Collective bargaining  
• Voice complaints  
• Non-discrimination  
• Discipline  
• Harassment and abuse  
• Women’s and girls’ rights  
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Step 5: Coding of Dimensions, Aspects, Sustainability Issues and Sustainability Items 
In step 5 all Sustainability Items, Sustainability Issues, Aspects and Dimensions are coded. 
Dimensions are assigned a 1-digit code, the Aspect-level is coded in 2 digits, while the Sustainability 
Issues and Sustainability Items receive a 3 and 4 digit code respectively.  
 
A coding example is presented in Box 5.4. 
 
Box 5.4: Coding examples 
The Social Dimension is coded 1. The Employee Aspect is coded 1.1 and the ‘Human Rights’- 
Sustainability Issue mentioned Box 4.3 is coded 1.1.7. Finally, the Sustainability Item ‘Non-
discrimination’ is coded 1.1.7.7. 
 
5.3.3 Sustainability Items, Sustainability Issues, Aspects and Dimensions 
In the steps 1-5 described above, the list of sustainability topics gradually transforms into a list of 
Sustainability Items. A complete overview of the Sustainability Items, Sustainability Issues, Aspects 
and Dimensions is presented in table 5.4 below. At the outset of this paragraph we mentioned that 
besides Sustainability Items, a set of performance domain measures would be derived. An abstract of 
performance domain measures is provided in Appendix 5.3. The Sustainability Items, Sustainability 
Issues, Aspects and Dimensions together with the four Performance domains distinguished by Steg et 
al. (2003) form the basis for the Corporate Sustainability Analysis Framework (CSAF) that will be 
discussed in the next paragraph. 
 

Table 5.4: Sustainability Items, Sustainability Iss ues, Aspects and Dimensions 24 

0 Governance Dimension (20.47)  

 0.1 Overarching Principles (1.99)  

  0.1.1 Ethical behavior/Integrity (1.39)  

   0.1.1.1 Ethical behavior/Integrity (1.39)  

  0.1.2 Mission/Governing philosophy/codes of conduct  (0.60)  

   0.1.2.1 Mission/Governing philosophy/codes of conduct (0.60)  

 0.2 Overarching Processes (11.05)   

  0.2.1 Objectives/Targets/Goals/Priorities (0.68)  

   0.2.1.1 Governance Objectives/Targets/Goals/Priorities (0.11)  

   0.2.1.2 Social objectives/targets/goals/priorities (0.10)  

   0.2.1.3 Environmental objectives/targets/goals/priorities (0.36)  

   0.2.1.4 Economic objectives/targets/goals/priorities (0.11)  

  0.2.2 Compliance (4.36)  

   0.2.2.1 Compliance with (international) standards, protocols and conventions (2.51)  

   0.2.2.2 Compliance with laws, rules and regulations (1.60)  

   0.2.2.3 Fines/Prosecutions/offences/violations (0.25)  

  0.2.3 Managements systems (1.27)  

   0.2.3.1 Management systems (0.21)  

   0.2.3.2 Social Management systems (0.21)  

   0.2.3.3 Environmental management systems (0.75)  

   0.2.3.4 Economic management systems (0.08)  

   0.2.3.5 Sustainable Management systems (0.01)  

  0.2.4 Responsible individuals/teams (0.11)  

   0.2.4.1 Responsible individuals/teams (0.11)  

  0.2.5 Audits/Validations/Assessments/Monitoring (0. 77)  

   0.2.5.1 Audits/Validations/Assessments/Monitoring(0.77)  

  0.2.6 Strategies/Policies/Programs/practices and pr ocedures (1.74)  

   0.2.6.1 Strategies/Governance policies/programs/procedures and activities (0.66)  

                                                      
24  . In parenthesis the weights of the Dimensions, Aspects,  Sustainability Issues and Sustainability 
Items are mentioned. How these weights are arrived at will be explained in the next paragraph. 
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   0.2.6.2 Social strategies/policies/programs/procedures and activities (0.13)  

   0.2.6.3 Environmental strategies/policies/programs/procedures and activities (0.82)  

   0.2.6.4 Economic strategies/policies/programs/procedures and activities (0.14)  

  0.2.7 Transparency/accountability (1.98)  

   0.2.7.1 Transparency/accountability (1.98)  

  0.2.8 Corporate governance framework (0.14)  

   0.2.8.1 Corporate governance framework (0.14)  

 0.3 Stakeholders (2.73)   

  0.3.1 Stakeholder rights (0.07)  

   0.3.1.1 Stakeholder rights (0.07)  

  0.3.2 Stakeholder participation (0.25)  

   0.3.2.1 Stakeholder participation (0.25)  

  0.3.3 Stakeholder communication (1.64)  

   0.3.3.1 Stakeholder communication (1.64)  

  0.3.4 Stakeholder interests (0.39)  

   0.3.4.1 Stakeholder interests (0.39)  

  0.3.5 Stakeholder identification and selection (0.3 8)  

   0.3.5.1 Stakeholder identification and selection (0.38)  

 0.4  Shareholders (1.74)   

  0.4.1 Shareholder rights (general indication) (0.08 )  

   0.4.1.1 Shareholder rights (0.08)  

  0.4.2 (Rights to) secure methods of ownership regis tration (0.01)  

   0.4.2.1 (Rights to) secure methods of ownership registration (0.01)  

  0.4.3 (Right to) Convey or transfer shares (0.03)  

   0.4.3.1 (Right to) Convey or transfer shares (0.03)  

  0.4.4 Right to information/Shareholder and investor  communication (0.81)  

   0.4.4.1 Right to information/Shareholder and investor communication (0.81)  

  0.4.5 Right to participate/ Shareholder participati on (0.14)  

   0.4.5.1 Right to participate/ Shareholder participation (0.14)  

  0.4.6 Right to vote/ shareholder voting (0.28)  

   0.4.6.1 Right to vote/ shareholder voting (0.28)  

  0.4.7 Right to profit sharing/shareholder compensat ion (0.11)  

   0.4.7.1 Right to profit sharing/shareholder compensation (0.11)  

  0.4.8 Ethical conformance towards shareholders (0.2 0)  

   0.4.8.1 Equitable treatment of shareholders (0.17)  

   0.4.8.2 Fair treatment of shareholders (0.03)  

  0.4.9 Shareholder value (0.07)  

   0.4.9.1  Shareholder value (0.07)  

  0.4.10 Sustainable performance of subsidiaries/parent (0.0 1)  

   0.4.10.1 Sustainable performance of subsidiaries (0.01)  

 0.5 The Board (2.95)   

  0.5.1 Composition of the Board (0.53)  

   0.5.1.1 Composition of the Board (0.53)  

  0.5.2 Selection, election and removal of Board memb ers (0.13)  

   0.5.2.1 Selection, election and removal of Board members (0.13)  

  0.5.3 Communication to/with the Board/senior manage ment (0.36)  

   0.5.3.1 Communication to/with the Board/senior management (0.36)  

  0.5.4 Expertise of Board members (0.06)  

   0.5.4.1 Expertise of Board members (0.06)  

  0.5.5 Board Committees (0.20)  

   0.5.5.1 Board Committees (0.20)  

  0.5.6 Key functions/responsibilities of the Board ( 0.99)  
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   0.5.6.1 Key functions/responsibilities of the Board (0.99)  

  0.5.7 Compensation of Board members (0.57)  

   0.5.7.1 Compensation of Board members (0.57)  

  0.5.8 Board/senior management  commitment (0.13)  

   0.5.8.1 Board/senior management  commitment (0.13)  

1. Social Dimension (54.45) 
 1.1 Employees (26.86) 
  1.1.1 Absenteeism and turn-over (0.45) 
   1.1.1.1 Absenteeism and turn-over (0.45) 
  1.1.2 Diversity (1.28) 
   1.1.2.1 Diversity (1.28) 
  1.1.3 Employee representation (0.64) 
   1.1.3.1 Employee representation (0.64) 
  1.1.4 Employee requirements (0.03) 
   1.1.4.1 Employee requirements (0.03) 
  1.1.5 Employer-Employee relationship (0.47) 
   1.1.5.1 Employer-Employee relationship (0.47) 
  1.1.6 Equal opportunity and equal remuneration (0.7 9) 
   1.1.6.1 Equal Opportunity (0.63) 
   1.1.6.2 Equal remuneration (0.17) 
  1.1.7 Human rights (11.14) 
   1.1.7.1 Human rights (0.98) 
   1.1.7.2 Child labor (1.25) 
   1.1.7.3 Forced Labor (0.57) 
   1.1.7.4 Freedom of association (0.38) 
   1.1.7.5 Collective bargaining (0.20) 
   1.1.7.6 Voice complaints (0.36) 
   1.1.7.7 Non-discrimination (6.55) 
   1.1.7.8 Discipline (0.28) 
   1.1.7.9 Harassment and abuse (0.50) 
   1.1.7.10 Women’s and girls’ rights (0.07) 
  1.1.8 Health and Safety (3.96) 
   1.1.8.1 Health and Safety (3.96) 
  1.1.9 Interaction with employees (1.35) 
   1.1.9.1 Open communication with/to employees (1.09) 
   1.1.9.2 Employee participation (0.26) 
  1.1.10 Retention and hiring (0.36) 
   1.1.10.1 Retention and hiring (0.36) 
  1.1.11 Security (0.18) 
   1.1.11.1 Security (0.18) 
  1.1.12 Training and (opportunities for) Development  (2.75) 
   1.1.12.1 Training and (opportunities for) development (2.75) 
  1.1.13 Wages and Benefits (1.87) 
   1.1.13.1 Wages and benefits (1.87) 
  1.1.14 Work-life balance (1.21) 
   1.1.14.1 Work-life (0.22) 
   1.1.14.2 Working hours (0.52) 
   1.1.14.3 Telecommuting (0.03) 
   1.1.14.4 Retirement planning (0.04) 
   1.1.14.5 Job sharing (0.03) 
   1.1.14.6 Child/elder care (0.13) 
   1.1.14.7 Other forms of care (0.07) 
   1.1.14.8 Maternity/paternity leave (0.08) 
   1.1.14.9 Other forms of leave (0.10) 
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  1.1.15 Ethical attitude towards employees (0.38) 
   1.1.15.1 Respect towards employees (0.14) 
   1.1.15.2 Ethical issues/performance (0.24) 

 1.2 Customers (7.36) 
  1.2.1 Advertising-Marketing (0.75) 
   1.2.1.1 Advertising-marketing (0.75) 
  1.2.2 Commitment to customers (0.47) 

   1.2.2.1 Commitment to customers (0.47) 

  1.2.3 Interaction with customers (1.76) 
   1.2.3.1 Open communication to/with customers (0.78) 
   1.2.3.2 Customer participation (0.11) 
   1.2.3.3 Customer complaints (0.81) 
   1.2.3.4 Customer education (0.06) 
  1.2.4 Customer health and safety (0.45) 
   1.2.4.1 Customer health and safety (0.45) 
  1.2.5 Customer privacy (0.14) 
   1.2.5.1 Customer privacy (0.14) 
  1.2.6 Customer rights (0.04) 
   1.2.6.1 Customer rights (0.04) 
  1.2.7 Products and services (3.57) 
   1.2.7.1 Misuse of company products (0.03) 
   1.2.7.2 Product characteristics (0.29) 
   1.2.7.3 Product information/labeling (1.53) 
   1.2.7.4 Product price (0.07) 
   1.2.7.5 Product quality/customer requirements/specifications (0.24) 
   1.2.7.6 Product recalls/returns and defective products (0.11) 
   1.2.7.7 Safety of products and services (0.81) 
   1.2.7.8 Social impacts of product and services (0.31) 
   1.2.7.9 Research and development/New products and services (0.10) 
   1.2.7.10 Distribution of products (0.01) 
   1.2.7.11 Product or services produced, delivered or sold to customers (0.04) 
   1.2.7.12 Storage of products (0.03) 
  1.2.8 Special interest groups (0.18) 
   1.2.8.1 Special interest groups (0.18) 

 1.3 Business partners (6.93) 
  1.3.1 (Monitoring) Business partners conformance to  ethical conduct (0.66) 
   1.3.1.1 Monitoring of business partners (0.20) 
   1.3.1.2 Ethical conformance of business partners (0.46) 
  1.3.2  Commitment/ethical conformance towards busin ess partners (1.59) 
   1.3.2.1 Payment conduct toward business partners (0.25) 
   1.3.2.2 Ethical conformance towards business partners (1.34) 
  1.3.3 Compliance with law, regulations and (interna tional) standards (0.61) 
   1.3.3.1 Compliance with law, regulations and (international) standards (0.61) 
  1.3.4 Environmental conformance of business partner s (0.52) 
   1.3.4.1 Environmental performance of business partners (0.24) 
   1.3.4.2 Use of hazardous materials (0.03) 
   1.3.4.3 Use of cleaning agents (0.03) 
   1.3.4.4 Use of recyclable and reusable materials (0.04) 
   1.3.4.5 Waste generation (0.04) 
   1.3.4.6 Transportation (0.14) 
  1.3.5 Open communication with/to/of business partne rs (0.36) 
   1.3.5.1 Open communication with/to business partners (0.25) 
   1.3.5.2 Open communication of business partners (0.06) 
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   1.3.5.3 Education of business partners (0.06) 
  1.3.6 Cooperation of/with business partners (0.40) 
   1.3.6.1 Cooperation of/with business partners (0.40) 
  1.3.7 Purchasing decisions/selection of business pa rtners (0.54) 
   1.3.7.1 Selection of business partners (0.33) 
   1.3.7.2 Purchasing decisions (0.21) 
  1.3.8 Social behavior towards business partners (2. 24) 
   1.3.8.1 Social performance (0.14) 
   1.3.8.2 Human rights (1.42) 
   1.3.8.3 Wages and benefits (0.26) 
   1.3.8.4 Working hours (0.15) 
   1.3.8.5 Health and safety (0.20) 
   1.3.8.6 Education and training (0.07) 

 1.4 Community (12.33) 
  1.4.1 Awards (0.10) 
   1.4.1.1 Awards (0.10) 
  1.4.2 Bribery and corruption (1.46) 
   1.4.2.1. Bribery and corruption (1.46) 
  1.4.3 Indigenous people (1.20) 
   1.4.3.1 Indigenous people (1.20) 
  1.4.4 Interaction with the community (2.15) 
   1.4.4.1 Open communication with/to the community (1.30) 
   1.4.4.2 Cooperation, participation and partnerships (0.85) 
  1.4.5 Lobbying (0.33) 
   1.4.5.1 Lobbying (0.33) 
  1.4.6 Political activities (0.32) 
   1.4.6.1 Political activities (0.32) 
  1.4.7 Public policy involvement (0.26) 
   1.4.7.1 Public policy involvement (0.26) 
  1.4.8 Social conformance (5.99) 
   1.4.8.1 Enhancement of community well-being (0.67) 
   1.4.8.2 Social impacts (0.47) 
   1.4.8.3 Cultural conformance (0.43) 
   1.4.8.4 Human rights (0.67) 
   1.4.8.5 Education/training (0.43) 
   1.4.8.6 Science and technology (0.31) 
   1.4.8.7 Employment of local personnel (0.18) 
   1.4.8.8 Female and minority-owned businesses (0.14) 
   1.4.8.9 Public health and safety (1.35) 
   1.4.8.10 Cash donations (0.24) 
   1.4.8.11 In-kind donations (1.10) 
  1.4.9 Taxes paid and benefits received (0.53) 
   1.4.9.1 Taxes and compensations paid (0.38) 
   1.4.9.2 Benefits/subsidies received (0.14) 

 1.5 Competitors (0.89) 
  1.5.1 Competitive conduct (0.60) 
   1.5.1.1 Competitive conduct (0.60) 
  1.5.2 Conformance  to competitors (0.26) 
   1.5.2.1 Conformance to competitors (0.26) 
  1.5.3 Cooperation with authorities (0.03) 
   1.5.3.1 Cooperation with authorities (0.03) 

 1.6 Providers of capital (0.08) 
  1.6.1  Interest payments (0.08) 
   1.6.1.1 Interest payments (0.08) 
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2. Environment Dimension (21.31) 
 2.1 Emissions (3.60) 
  2.1.1 Emissions to air (2.16) 
   2.1.1.1 Greenhouse gas emissions (0.67) 
   2.1.1.2 Acidifying gases (0.35) 
   2.1.1.3 Ozone depleting gases (0.28) 
   2.1.1.4 (Other) emissions to air (0.86) 
  2.1.2 Emissions to land/erosion (0.36) 
   2.1.2.1 Emissions to land/erosion (0.36) 
  2.1.3 Emissions to water/water pollution (0.56) 
   2.1.3.1 Emissions to water/water pollution (0.56) 
  2.1.4 Other emissions (0.52) 
   2.1.4.1 Emissions (0.32) 
   2.1.4.2 Other emissions (0.20) 

 2.2 Life support (1.73) 
  2.2.1 Animal welfare (0.06) 
   2.2.1.1 Animal welfare (0.06) 
  2.2.2 Biodiversity/ecosystems (1.57) 
   2.2.2.1 Biodiversity (0.85) 
   2.2.2.2 Ecosystems (0.72) 
  2.2.3 Precautionary principle (0.10) 
   2.2.3.1 Precautionary principle (0.10) 

 2.3 Products and services (2.87) 
  2.3.1 GMOs (0.15) 
   2.3.1.1 Genetically Modified Organisms (0.15) 
  2.3.2 Products and services (2.72) 
   2.3.2.1 Resource efficiency of products and services (0.15) 
   2.3.2.2 Environmental impact of products and services (1.49) 
   2.3.2.3 Life-cycle of products and services (0.42) 
   2.3.2.4 Recycling of products and services (0.14) 
   2.3.2.5 Reuse of products and services (0.11) 
   2.3.2.6 Disposal/end-of-life of products and services (0.21) 
   2.3.2.7 Biodegradability of products (0.03) 
   2.3.2.8 Innovative products and services (0.17) 

 2.4 Research and technology (0.78) 
  2.4.1 Research and technology (0.78) 
   2.4.1.1 Research (0.28) 
   2.4.1.2 Technology/know-how (0.50) 

 2.5 Resources (4.22) 
  2.5.1 Energy (1.44) 
   2.5.1.1 Energy use and conservation (0.96) 
   2.5.1.2 Energy generation (0.03) 
   2.5.1.3 Renewable energy (0.26) 
   2.5.1.4 Energy sold to others (0.18) 
  2.5.2 Land (0.50) 
   2.5.2.1 Use of land (0.24) 
   2.5.2.2 Renewable land/soils (0.03) 
   2.5.2.3 Use and conservation of (natural) resources (0.24) 
  2.5.3 Materials (1.80) 
   2.5.3.1 Materials (re)use and conservation (1.18) 
   2.5.3.2 Use of hazardous substances and materials (0.31) 
   2.5.3.3 Recycling (of materials) (0.20) 
   2.5.3.4 Use and production of recycled and recyclable materials (0.11) 
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  2.5.4 Water (0.49) 
   2.5.4.1 (Re)use of water (0.45) 
   2.5.4.2 Recycling of water (0.04) 

 2.6 Transport and equipment (0.89) 
  2.6.1 Business-related travel and transport (0.72) 
   2.6.1.1 Business-related travel/Transport (0.72) 
  2.6.2 Equipment (0.17) 
   2.6.2.1 Equipment(0.17) 

 2.7 Waste (2.31)   
  2.7.1 Generation of waste (0.99) 
   2.7.1.1 Generation of non-hazardous waste (0.88) 
   2.7.1.2 Generation of hazardous waste (0.11) 
  2.7.2 Import and export of waste (0.03) 
   2.7.2.1 Export of waste (0.01) 
   2.7.2.2 Import of waste (0.01) 
  2.7.3 Recycling and reuse of waste (0.47) 
   2.7.3.1 Recycling and reuse of non-hazardous waste (0.35) 
   2.7.3.2 Recycling and reuse of hazardous waste (0.13) 
  2.7.4 Storage, disposal and transport of waste (0.82) 
   2.7.4.1 Storage/disposal of non-hazardous waste (0.31) 
   2.7.4.2 Storage/disposal of hazardous waste (0.33) 
   2.7.4.3 Transport of waste (0.18) 

 2.8 Environmental conformance (4.91) 
  2.8.1 (Reduction of) environmental impacts (2.47) 
   2.8.1.1 (Reduction of) environmental impacts (2.47) 
  2.8.2 Corrective actions (0.43) 
   2.8.2.1 Corrective actions (0.43) 
  2.8.3 Emergency preparedness/emergency events (0.28) 
   2.8.3.1 Emergency preparedness/emergency events (0.28) 
  2.8.4 Enhancement of the environment (1.25) 
   2.8.4.1 Enhancement of the environment (1.25) 
  2.8.5 Extraction and exploitation of resources (0.47) 
   2.8.5.1 Extraction and exploitation of resources (0.47) 

3.  Economic Dimension (3.76)  

 3.1 Economic market value (1.67)  
  3.1.1 Economic Value Added (0.24)  
   3.1.1.1 Economic Value Added (EVA) (0.01)  
   3.1.1.2 EVA-drivers (0.22)  
  3.1.2 Bookkeeping measures (1.37)  
   3.1.2.1 Assets (0.14)  
   3.1.2.2 Liabilities (0.04)  
   3.1.2.3 Revenues (0.01)  
   3.1.2.4 Costs/expenditures (0.77)  
   3.1.2.5 Financial and operating results (0.39) 
   3.1.2.6 Cash flow (0.01)  
  3.1.3 Return measures (0.07)  
   3.1.3.1 Return measures (0.07)  

 3.2 Economic performance drivers (0.31)  
  3.2.1 Market forces (0.10)  
   3.2.1.1 Market share (0.10)  
  3.2.2 Innovation (0.11)  
   3.2.2.1 Innovation (0.11)  
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 3.3 Externalities (1.88)  
  3.3.1 Positive externalities (1.07)  
   3.3.1.1 Economic stability (0.13)  
   3.3.1.2 Employment (0.32)  
   3.3.1.3 Economic growth (0.14)  
   3.3.1.4 Income improvement (0.17)  
   3.3.1.5 Investments (0.32)  
  3.3.2 Negative externalities (0.46)  
   3.3.2.1 Unemployment (0.45)  
   3.3.2.2 Income deterioration (0.01)  
  3.3.3. Economic impact  on the community (0.35)  
   3.3.3.1 Economic impact on the community (0.35) 
 
5.3.4 A comparison of the sustainability topics and Sustainability Items overviews 
In this section the differences and similarities between the sustainability topics presented in table 5.1 
and the Sustainability Items presented in table 5.4 will be elucidated.  
 
The Corporate Sustainability Analysis Framework (CSAF) encompasses 222 Sustainability Items, 110 
Sustainability Issues, 22 Aspects and 4 Dimensions. 
In the above table the relative weights of the Sustainability Items, Sustainability Issues, Aspects and 
Dimensions are presented in parentheses. These weights are obtained by content-analysis of the 
selected (reporting) guidelines. This methodology as well as the procedure followed for obtaining 
these weights will be elaborated on in the next paragraph. For now it suffices to say that the figures in 
parentheses are the weights assigned to the various Sustainability Items. 
 
In figure 5.5 sizes of all Aspects of the CSAF are presented. The term Aspect size refers to the 
number of Sustainability Items covered per Aspect. As can be seen, Sustainability Items are not 
evenly distributed over the various Aspects. This observation is confirmed by a chi-square test, which 
indicates that the number of issues per Aspect differ significantly at the 5 percent level.  
 
Governance Dimension 
The Governance Dimension consists of 5 Aspects and covers approximately 21 percent of all 
Sustainability Items. The Overarching Processes Aspect is by far the largest, comprising 20 Items, 
which is more than 43 percent of all governance Items. Management Systems is the single largest 
Governance related Sustainability Issue covering 5 Sustainability Items.  
 
Apart from typical governance aspects such as the Board, shareholders and stakeholders, the 
Governance Dimension of the CSAF also includes an Overarching Principles and Processes Aspect.   
On the one hand, Principles and Processes are performance domain measures against which 
Sustainability Items can be assessed, but these categories can also be assessment objects 
themselves, as is the case for corporate strategies or management systems. Some of the selected 
(reporting) guidelines require that social, environmental or economic management systems should be 
in place, without referring to specific Sustainability Items.  
If, for example, strategies and management systems are not specifically linked to one or more 
Sustainability Items, they are considered overarching. 
 
Social Dimension 
The Employee-, Customers-, Business Partners-, Community-, Competitors- and Providers of Capital 
Aspects together constitute the Social Dimension covering 105 Sustainability Items, which is almost 
half (47.5%) of all Sustainability Items. 
The Employee Aspect, covering 35 Sustainability Items is by far the largest of all Aspects. That is, 
almost 16 percent of the CSAF consists of Employee related Sustainability Items, which is more than 
one-third of all social Sustainability Items. 
The Employee Aspect is dominated by Human rights and Work-life balance Sustainability Issues. 
More than half of all employee related Sustainability Items can be classified under one of these  
Sustainability Issues. Besides Employees, Business Partners, Customers and Community are the next 
largest Aspects, encompassing 23, 22 and 21 Sustainability Items respectively.  
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Figure 5.5: Aspect size 25 

 
               Governance                            Social                                        Environment                           Economic 
 
 
Although the relative sizes of the Social Dimensions of the sustainability topics overview presented in 
the table 5.1 and the list of Sustainability Items presented in table 5.4 are largely similar, there are also 
some major differences: 
• The Social Dimension of the Sustainability Items overview is more elaborate. The list of 

sustainability topics covers 73 topics, whereas the Sustainability Items overview encompasses 
well over 100 Sustainability Items. But size is not the only difference.  

• Some Aspects are shifted to other Dimensions. As was noted earlier, in the list of Sustainability 
Items the Shareholder Aspect is shifted to the Governance Dimension and a new stakeholder 
group (Providers of capital) is added. Providers of capital refers to all capital providing institutions 
excluding shareholders and investors. 

• Some denotations have been adjusted. The Suppliers-section of the sustainability topics overview 
has been changed into Business Partners. Besides suppliers, the newly created Aspect also 
comprises vendors, distributors, partners, franchisees, licensees, agents, home workers, sub-
contractors and subsidiaries. Furthermore, the denotations of some of the sustainability topics 
have been (slightly) adjusted. For example Relationship with unions is changed into Employee 
representation. Apart from the relationship with unions, this Sustainability Item also covers other 
forms of employee representation on the work floor. The sustainability topic Consumer rights to 
privacy has been changed into Customer privacy. This change was made, because the term 
‘customer’ includes, but is not limited to consumers.  

• Some of the sustainability topics did not make to the list of Sustainability Items. The sustainability 
topic Keeping to agreements and relational contracting, Commitment to standards of fairness, 
Observance of norms of decency issues and Other stakeholder issues were not included for 
reasons of lack of specificity and interference with other Sustainability Items. Besides, 
Sustainability Items referring to stakeholders in general are considered overarching and are 
subsumed under the Governance Dimension.  

• Some of the sustainability topics are synthesized into a newly created Sustainability Item. Health 
promotion and Occupational health and safety are combined to Health and Safety; Donation of 

                                                      
25 More (detailed) information on Aspect sizes is presented in table 5.5 on page 104 
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products and Donation of employee services to education and the arts merged into a new 
Sustainability Item called In kind donations. Furthermore, Safety net and retirement schemes and 
Retirement and termination counselling jointly form the newly created Sustainability Item 
Retirement planning. 

 
Environment Dimension 
With 52 Sustainability Items the Environment Dimension is the second largest Dimension, covering 
almost a quarter (23.5%) of all Sustainability Items. Resources is the largest Aspect. Almost a quarter 
of these environment related Sustainability Items can be classified as resources-related. Products and 
Services is the single largest environment related Sustainability Issue, comprising 8 Items. As can be 
seen a Products and Services Sustainability Issue is included twice in table 5.4: as part of the 
Customer Aspect and as a separate environment Aspect. The main difference between the two is that 
the former focuses primarily on social characteristics of products and services, such as information, 
price, impact and safety etc. The Product and Services Aspect of the Environment Dimension of the 
CSAF particularly accentuates environmental characteristics, such as recycling, re-use, resource-
efficiency of products and services. Environmentally and socially related product and services 
Sustainability Issues cover 20 Sustainability Items, indicating that almost 9 percent of all Sustainability 
Items can be classified as Product and Services related. 
The list of sustainability topics covers 25 environment related topics. In the CSAF the number of 
environment Sustainability Items more than doubled to 52. The relative size of the Environment 
Dimension also increased from 16 to approximately 23 percent. 
 
The structure of the Environment Dimension of the sustainability topics overview closely follows the 
environment section of the Sustainable Corporate Performance Model developed by Steg et.al (2003). 
Although this model has been modified, the outline of the original model is still visible.  
• Nearly all sustainability topics have recurred in the CSAF. One of the few sustainability topics not 

to return is Advising customers on ways to use products and services in an environmentally 
friendly way and Informing customers about environmental impacts of products and services. 
Advising and informing customers is shifted to the Customer Aspect and the Products and 
services Aspect of the Environment Dimension. Moreover, the Other Environmental Issues Aspect 
did not return in final Model for lack of specificity. 

• Newly created Sustainability Items are Research and Technology, Transport and Equipment and 
Environmental conformance. The Research and Technology Aspect specifically focuses on   
environmental performance in relation to production processes. Environmental Conformance 
accentuates environmental performance in relation to the local, regional or national community.  
The Products and Services Aspect is seemingly new to the Environment Dimension of the CSAF. 
Seemingly, because in the Steg-model this Aspect is referred to as Chain Effects. What is new, 
however, is the addition of the Sustainability Item Genetically Modified Organisms. 
Furthermore, In table 5.4 the Waste and Emissions Aspect of the sustainability topics overview is 
divided into two separate Aspects Waste and Emissions.   

 
Economic Dimension 
The Economic Dimension is by far the smallest of the four Dimensions, covering 19 Sustainability 
Items (almost 9 percent of all Sustainability Items). Of the economic Aspects the Economic Market 
Value and Externalities Sustainability Issues are the largest comprising 9 and 8 Issues respectively. 
In the overview of sustainability topics the Economic Dimension is by far the largest. Approximately 22 
percent of all topics are economic by nature, which is a factor 2.5 more than the CSAF. On the other 
hand, the Environment Dimension of the Sustainability Items overview presented in table 5.4 
outweighs that of its predecessor by a factor 1.5. In both listings the relative size of the Social 
Dimension is largely similar26. Below discrepancies between the sustainability topics and Sustainability 
Items overviews and the are discussed in more detail. 
Furthermore: 
• Most of the economic Sustainability Items are socially or environmentally related. The Externalities 

Aspect of the Model comprises various kinds of community-related issues, such as Employment, 
Economic growth and Income improvement. Also Economic Value Added and Bookkeeping 
measures as part of the Economic market value Aspect encompass ‘green-edged’ and socially 

                                                      
26 It should be noted that in the sustainability topics overview shareholder related topics are part 
of the Social Dimension, while in the CSAF these topics are part of the Governance Dimension.  



 
 

106 
 

related financial performance issues, such as costs of compliance with environmental regulation, 
or management costs as part of in kind donation programs. 

• A typical financial performance section of the CSAF is the Sustainability Item Return Measures. 
This Sustainability Item covers financial rations, such as Return on Equity, Return on Capital 
Employed and Earnings per Share.  

 
Conclusions 
• The listing of sustainability topics covers156 topics. Benchmarking the contents of table 5.1 

against a selection of (reporting) guidelines results in 222 Sustainability Items, which is way 
beyond any of the corporate sustainability performance constructs and measures discussed in 
chapter 2 and 4 respectively. Obviously, the scope of stakeholder expectations or pressures is 
much broader than indicated by existing corporate sustainability performance models and 
measures. 

• Stakeholder expectations or pressures are not limited to social, environmental and economic 
aspects, but also include governance related aspects. It should be noted that the Economic 
Dimension of the CSAF is dominated by socially and environmentally related Sustainability Items. 
These findings are largely in line with the findings of chapter 4. As we saw in chapter 4, measures 
of corporate sustainability performance usually comprise (a combination of) governance, socially 
and environmentally related attributes.  

• Social issues seem to be dominating the selection of (reporting) guidelines. Since these 
(reporting) guidelines are considered to represent stakeholder expectations, based on the number 
of Sustainability Items, stakeholders particularly want companies to address social (specifically 
employee related) issues. 

 
It should be noted that however balanced and prudent the identification of Sustainability Items may 
have been, the process of identifying Sustainability Items cannot be denied a certain degree of 
subjectivity. The same applies to the denotation of Sustainability Items.  
However, the subjectivity aspect is largely obviated through the creation of so-called ‘proxy-lists’. 
These lists are carefully and extensively documented thus enabling interpersonal (or inter-rater) 
comparison (Milne and Adler, 1999), therewith enhancing the CSAF’s validity. 
 
5.4 Stage 3: Construction of the Corporate Sustaina bility Analysis Framework (CSAF) 
In the previous paragraph a detailed overview of 222 Sustainability Items and a multitude of 
performance measures were derived from a selection of 24 (reporting) guidelines. The question 
concerning the relevance of these Sustainability Items has not yet been answered. However, it is 
highly unlikely that stakeholders consider all Sustainability Items equally important. Ruf et.al (1998) in 
this respect contend that the relative importance of dimensions of attributes of measures of corporate 
sustainability performance should be accounted for (p.123). 
The topic of how to assign weights to Sustainability Items is central to this paragraph. Using the 
content-analysis technique, these weights are derived from the same set of (reporting) guidelines that 
were used for identifying Sustainability Items. 
 
The rest of this paragraph is organized as follows: First, in section 5.4.1, the procedure for assigning 
weights to Sustainability Items, Sustainability Issues, Aspects and Dimensions is explained. 
Subsequently, in paragraph 5.4.2 the weights assigned to Sustainability Items, Sustainability Issues, 
Aspects and Dimensions will be discussed. In order to examine the stability of the weights, two tests -
a face-validity-test and a sensitivity analysis- will be carried out. The procedure and results of these 
tests will be presented in paragraph 5.4.3 
 
5.4.1 Procedure for assigning weights to Sustainability Items, Sustainability Issues, Aspects and 
Dimensions. 
For assigning weights to the identified Sustainability Items, Sustainability Issues, Aspects and 
Dimensions the content-analysis technique will be applied. The content-analysis technique can be 
described as “a technique for gathering data that consists of codifying qualitative information in 
anecdotal and literary form into categories in order to derive quantitative scales of varying levels of 
complexity” (Abbot and Monsen, 1979) and is commonly used in the realms of social and 
environmental reporting (e.g. Abbot and Monsen, 1979; Holman et.al, 1985; Parsa and Kouhy, 2001). 
 
Content analysis usually involves two activities: (1) the construction of a classification scheme and (2) 
devising a set of rules about “what” and “how” to code (Milne and Adler, 1999). In its simplest form 
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content-analysis uses a dichotomous classification, which means that to each category a score of zero 
or one is assigned, indicating the presence or absence of an information category. Such a 
dichotomous classification does not take the extensiveness of the presented information into account 
and is therefore a relatively poor indicator of information content (Parsa and Kouhy, 2001).  
The key assumption underlying the content-analysis methodology is that by analyzing texts 
researchers get to understand other people’s cognitive schemes (Duriau et al.,2007). In order to be 
able to properly and accurately apply the content-analysis methodology, a classification scheme and a 
coding procedure are required. In the following section the classification scheme and coding 
procedure used in the present study will be explained. 
 
When applying the content-analysis methodology, (a combination of) words, sentences or pages is 
likely to be the unit of analysis. However, a distinction should be made between the basis for coding 
and the basis for measuring; these two do not necessarily coincide. Sentences may be used as the 
basis for coding, while words are counted to measure the extensiveness of the information disclosed 
(Milne and Adler, 1999). Or as Duriau et al. (2007) state ‘at its most basic, word frequency has been 
considered to be an indicator of cognitive centrality (..) or importance’ (p.6). 
 
Classification scheme and coding procedure applied in the present study 
The aim of the present paragraph is to assign weights to Sustainability Items, Sustainability Issues, 
Aspects and Dimensions derived in the previous paragraph. Therefore, the selection of (reporting) 
guidelines presented in table 5.3 will be analyzed (once again). That is, the Sustainability Items 
mentioned in table 5.4 in combination with the performance domain measures obtained from the 
(reporting) guidelines will be used as a framework for analyzing the selected (reporting) guidelines. 
 
Sustainability Items27 are used as the basis for coding, while performance measures in combination 
with Sustainability Items are used as the basis for measuring. Each time a Sustainability Item is 
mentioned, a score of 1 is assigned. If the Sustainability Item is accompanied by one or more 
performance domain measures, then for each accompanying performance measure an additional 
score of 1 is assigned.  
The assumption underlying this measurement method is that the more often a Sustainability Item is 
addressed, and the more Sustainability Items are accompanied by performance domain measures, 
the more important the Sustainability Item is likely to be. Hence, the higher the score, the more 
elaborately a Sustainability Item is addressed in the (reporting) guidelines. In Box 5.5 some coding 
examples are presented. 
 
BOX 5.5: Coding examples 
In the examples below both the Sustainability Items (or ‘near matches’) and the accompanying 
performance measure are printed in italic. 
 
Example 1: Sustainability Item ‘1.1.7.2 Child Labor ’. 
The section below stems from the ‘Principles for Global Corporate Responsibility: Bench Marks for 
Measuring Business Performance’ concerning a ‘near match’ (employment of children) of the 
Sustainability Item ‘Child Labor’. To the ‘near match’ a score of 1 is assigned. Since the ‘near match’ is 
accompanied by two performance domain measure (clearly stated policy and monitoring programme), 
a score of 2 added. The total score assigned to this Sustainability Item therefore is 3.  
 
Sub-Section 2.3d - Child Labor  
2.3d.C.5 
The company has a clearly stated policy and monitoring programme in regard to the employment of 
children. 
 
Example 2  Sustainability Item ‘1.1.12.1 Training a nd (opportunities for) development’. 
The next section originates from ‘Business in the Community: Winning with Integrity’ and covers two 
‘near matches’ of Sustainability Item 1.1.12.1.Training and (opportunities for) development. Both ‘near 
matches’ are assigned a score of 1, and since both proxies are accompanied by the performance 
measure ‘value’ the total score adds up to 4. 
 
Workforce   

                                                      
27 Including ‘near matches’ or ‘proxies’ (see section 5.3.2 Step 2). 
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Value of training and development provided to staff. 
 
Example 3: Sustainability Item “1.4.6.1 Political a ctivities’ . 
The final example is taken from the ‘Global Reporting Initiative, Sustainability Reporting Guidelines 
2002’ and comprises two ‘near matches’ of the Sustainability Items ‘Political activities’, viz. money paid 
to political parties and money paid to political institutions, which yields a score of 2.  Because the 
performance measure ‘Amount’ refers to both ‘near matches’ an additional score of 1 is allotted to 
both totalling the final score to 4. 
 
POLITICAL CONTRIBUTIONS (Additional Indicators) 
SO 5  Amount of money paid to political parties and institutions whose primary function is to fund 
political parties or their candidates.  
 
Totalling the scores per Sustainability Item across the set of 24 (reporting) guidelines results in an 
overall score per Sustainability Item. Dividing this score by the sum of the scores of all Items across all 
(reporting) guidelines results in a Sustainability Item weight. Sustainability Issue weights are 
determined by adding up the weights of relevant Sustainability Items. Aspects weights can be 
calculated by adding up the weights of the enclosed Sustainability Issues, while Dimension weights 
are determined by adding up the relevant Aspect weights.   
How Sustainability Item, Sustainability Issue, Aspect and Dimension weights are computed is 
presented in Box 5.6 below. The higher the score, the higher the weight assigned to a particular 
Sustainability Item, Sustainability Issue, Aspect and Dimension. 
 
BOX 5.6: Calculation of Sustainability Item, Sustai nability Issue, Aspect and Dimensions 
weights 
 
                                                    24                            222   24 

Weight of Sustainability Item i = Σ score(i,j))/ Σ  Σ score(i,j) ;  i =1…222 and j= 1..24 
                            j =1                           i =1  j=1         

                                                                                        
k

 

Weight of  Sustainability Issue A =  Σ Sustainability Item weight i ; i = 1….k (whereby k depends on the  
                                                                     i =1                                                              number of Sustainability Items  
                                                                                                                        per Sustainability Issue) 
                                                           

l
 

Weight of Aspect Q   =  Σ  Sustainability Issue weight i ; i = 1….l   (whereby l depends on the number of  
                                                         i =1                                                                        Sustainability Issues per Aspect)                                    
                                                                  

m
 

Weight of Dimension Y  =  Σ Aspect weight i ; i = 1….m (whereby m depends on the number of Aspects  
                                            i =1                                               per Dimension) 
  
5.4.2 Sustainability Item, Sustainability Issue, Aspect and Dimension weights 
The last column (column IV) of table 5.5 (see page 108) shows the number of (reporting) guidelines 
addressing the set of Sustainability Items. As can be seen, 22 of the 24 (reporting) guidelines 
comprise employee related issues. Overarching Processes and Business Partners related 
Sustainability Items are covered by 21 and 19 (reporting) guidelines respectively.  
On the other hand, Providers of Capital and Shareholders related Sustainability Items apparently fall 
beyond the scope of most of the (reporting) guidelines, since these are captured by only 2 and 7 
(reporting) guidelines respectively. The same applies to Competitors, Transport and Equipment and 
Economic performance drivers related issues. These are captured by 7, 6 and 5 (reporting) guidelines 
successively.  
 
The weights of the various Sustainability Items, Sustainability Issues, Aspects and Dimensions are 
presented in parentheses in table 5.4 on page 96. As can be seen the Social Dimension is dominating 
with a weight of almost 55 percent. 
With a weight of little over 21 percent the Environment Dimension is the second most important 
Dimension, while the Governance Dimension is the third in line with a weight of slightly more than 20 
percent, while the weight of the Economic Dimension is a slim 4 percent.   
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In figure 5.6 Aspect weights are graphically presented. As we can see, these weights are not at all 
equally distributed. This finding is supported by a chi-square analysis, indicating that Aspect weights 
differ significantly at the 5 percent level. 
Figure 5.6 also shows that the Employee Aspect is by far the largest Aspect. With close to 27 percent 
the Employees Aspect is accountable for almost half of the Social Dimension-weight. Human rights 
issues are the most prominent of all employee related Sustainability Items. With little more than 11 
percent human rights related Sustainability Items account for almost half the Employees Aspect 
weight. With a weight of almost 7 percent Non-discrimination is the single most important human rights 
related Sustainability Item. 
 
With an allotted weight of approximately 12 percent, the Community Aspect is the second largest 
social Aspect. Especially Social conformance related Sustainability Items appear to be among the 
most important with a weight of nearly 6 percent. Social conformance refers to all sorts of contributions 
companies make to the community of which they are part, such as education and training, in kind 
donation, participation in human rights issues, etcetera.  In itself such a relatively high weight is hardly 
surprising because of the large number of Sustainability Items captured by this Sustainability Issue.  
 
Figure 5.6: Aspect weights 

 
                      Governance                    Social                                    Environment                              Economic 
 
The third largest Aspect is the governance related Overarching Processes Aspect with an assigned 
weight of a little more than 11 percent. Compliance related issues, such as Compliance with 
international standards are accountable for almost half of this Aspect’s weight. 
Environmental Aspects are assigned relatively low weights. This is remarkable, because 
environmentally oriented guidelines are not underrepresented in the sample of selected (reporting) 
guidelines. Obviously, the number of environmentally related Sustainability Items and/or reference to 
performance domain measures is relatively low. The Environmental conformance and Resources 
Aspects are the largest with assigned weights of nearly 5 and slightly more than 4 percent 
respectively. 
The Economic Dimension, with an assigned weight of nearly 4 percent is dominated by the Economic 
Externalities Aspect with a weight of almost 2 percent.  
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Table 5.5 (see page 113) contains additional information about Dimension and Aspect weights. The 
last four columns of the table include information about weights, number of Sustainability Items 
covered, relative size and number of (reporting) guidelines addressing a particular Dimension and 
Aspect. 
 
The difference between the relative Dimension or Aspect size and the Aspect and Dimension weight is 
that the relative size is based on the presence (or absence) of Sustainability Items in (reporting) 
guidelines, while the weight expresses the relevance of a Sustainability Item. Therefore the relative 
size can be viewed as the equivalent of a dichotomous scoring procedure.  
 
It makes sense to hypothesize that the relative size and weights of the Aspect and Dimensions are 
correlated. The more Sustainability Items are covered by an Aspect (or Dimension), the higher the 
weight assigned to this Aspect (or Dimension) is likely to be. For example the Employees Aspect 
covers 35 of the 222 Sustainability Items and is herewith the largest Aspect. Therefore, it can be 
expected that the weight assigned to this Aspect will also be among the highest. 
When correlating the relative size and weight distributions of the Aspects mentioned in table 5.5 
(columns I and III) on page 100, the Spearman correlation coefficient is 0.81928, implying that indeed a 
strong relationship between the number of Sustainability Items per Aspect and the Aspect weight does 
exist. This implies that, at the Aspect level, the results of a dichotomous scoring procedure would not 
have been significantly different from the scoring procedure we used in this paragraph. 
The higher the aggregation level, the more similar the relative size and weight distributions are. The 
Spearman correlation coefficient of the weight and relative size distributions at the Sustainability Item  
levels is with 0.52129 substantially lower than the correlation coefficient we found for the Aspect level. 
Therefore, at the lower aggregation level the results of a dichotomous scoring procedure deviate 
(substantially) from the procedure that we followed. 
 
If the Dimension or Aspect weight is greater (smaller) than its relative size, the Dimension or Aspect is 
assumed over-emphasized (under-emphasized). As can be seen in table 5.5, the Social Dimension is 
not only predominant in terms of the Sustainability Items covered, it is also over-emphasized, 
indicating that socially related Sustainability Items are more elaborately addressed than other 
(especially environmental and economic) Sustainability Items. Especially the Employees Aspect is 
heavily over-emphasized. 
The Economic Dimension is not only the smallest of the four in terms of Sustainability Items covered, 
is also under- emphasized, indicating that economic Sustainability Items are not very elaborately 
addressed in the selected (reporting) guidelines. 
 
The conclusion should therefore be that: 
• Socially related Sustainability Items are dominating the selection of (reporting) guidelines and are 

also more elaborately addressed than environmental and economic Sustainability Items. The 
opposite applies to economically related Sustainability Items. 

• The selected (reporting) guidelines elaborately accentuate employee related issues. In contrast, 
shareholders, providers of capital and competitors related issues are the not as elaborately 
addressed. Besides, employee related Sustainability Items are covered by almost all of the 
selected (reporting) guidelines. 

• The higher the aggregation level the more similar are the results of a dichotomous classification 
and the procedure that we followed.  
 

5.4.3 Reliability and robustness of the weight distribution 
In the above sections the procedure for assigning weights to Sustainability Items and higher 
aggregation levels was explained.  However, the reliability of the resulting weight distribution has not 
yet been examined. This topic will now be addressed. 
 
1. Reliability of the weight distributions. 
Reliability in content-analysis involves 
• The produced data set.  
• The coding instrument.  

                                                      
28 P<0.01 level; (two-tailed) 
29 P<0.01 level; (two-tailed) 
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Below, reliability of both the produced data-set and the coding instrument will be elucidated. Although 
the fact that these reliability issues will be separately discussed does not imply that these are not 
related (Milne and Adler, 1999). In effect, the quality of the produced data-set largely depends on the 
quality of the coding instrument.  

 
Ad.1 The produced data set 
In the context of this thesis, the produced dataset refers to the weight distribution resulting from the 
scoring procedure discussed in section 5.4.2. Citing Krippendorff (1980), Milne and Adler (1999) 
identify three types of reliability: stability, reproducibility and accuracy. 
a. Stability refers to the consistency in coding data over time and it involves a test-retest procedure 
that enables assessment of the stability of the produced dataset. If a set of annual reports, or 
(reporting) guidelines or any other form of disclosure is content-analyzed, the coder may repeat the 
procedure after a while. If the datasets produced during both assessments coincide, then the content-
analysis is said to be stable. The stability measure is considered the weakest of the three discussed 
reliability tests.  
b. Reproducibility, also referred to as inter-rater stability, involves the confrontation of coding results of 
two or more coders. When the resulting datasets are identical, reproducibility is said to be perfect.  
c. Accuracy involves assessing coding performance against a predetermined standard set by a panel 
of experts, or known from previous experiments and studies. 
 
The weight distribution derived in the previous section is produced by one coder. Therefore, the 
reliability is of the stability type. According to Milne and Adler (1999) this reliability test should be 
classified as weak compared to the reproducibility and accuracy tests, because in the other tests more 
coders are involved who can evaluate each other’s work. However, the coding procedure was 
conducted three times to warrant the quality of the produced weight distribution.  
 
Ad.2 The coding instrument 
The coding instrument can be considered reliable since it covers issues30 reflecting stakeholder 
pressures and expectations as well as performance domain measures that have been retrieved from 
the same set of (reporting) guidelines that were later content analyzed with the coding instrument. 
Therefore, the coding procedure is rather straight forward: matching a well defined set of Sustainability 
Items (and proxies) and performance domain measures with the contents of the selected (reporting) 
guidelines. 
 
2. Robustness of the weights 
The reliability of the weight distribution is not only contingent on the quality of the coding instrument 
and the skills of the person(s) conducting the coding procedure, but also on the sample of (reporting) 
guidelines. If a different set of (reporting) guidelines would have been selected, the resulting weight 
distribution might have been quite different from the one we found.  
However, not only the composition of the sample is likely to affect the weight distribution, but also the 
sample size is evidently a relevant factor. The greater the variety of (reporting) guidelines and the 
greater the sample size, the more reliable the weight distribution is likely to be. 
 
As was pointed out above, the Employees Aspect weight is almost 27 percent. This weight may be the 
result of some (reporting) guidelines overly (over)accentuating employee related issues. Removing 
one of these (reporting) guidelines from the sample might seriously affect the weight distribution of the 
Corporate Sustainability Analysis Framework, possibly resulting in a lower weight for the Employees 
Aspect. Besides, not all (reporting) guidelines are equally elaborate. Some consist of a handful of 
statements, whereas others comprise dozens of pages accentuating desirable corporate behavior. 
Removing an extensive guideline from the sample might therefore seriously affect the weight 
distribution. 
 
In order to determine the robustness of the weight distribution that we found, two tests will be carried 
out: a ‘Face-Validity-Test’ and a ‘Sensitivity Test’.  
The face-validity-test concerns an over- and underaccentuation assessment of Sustainability Items 
covered by the 24 (reporting) guidelines. If in a (reporting) guideline certain Sustainability Items are 
severely overaccentuated/underaccentuated, then removal of the (reporting) guideline from the 
sample is likely to have a major impact on the CSAF’s weight distribution. This test also gives insight 

                                                      
30 including ‘near matches’. 
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into the corporate sustainability performance perceptions underlying the selected (reporting) 
guidelines.  
The sensitivity test is meant to test the conclusions of the face-validity-test. That is, each (reporting) 
guideline will be removed from the sample and the resulting weight distribution of this sample of 23 
(reporting) guidelines will be correlated with the CSAF’s weight distribution. If these weight 
distributions do not correlate, or are negatively correlated, then removing this (reporting) guideline 
from the sample is likely to have a serious impact on the weight distribution of the CSAF. 
 
A. The Face-Validity-Test 
The four bottom rows of the table 5.5 (rows ‘A’ through ‘D’) contain general information per (reporting) 
guideline. 
Row ‘A’ contains the overall scores per (reporting) guideline. These scores are obtained by adding up 
the Sustainability Item scores for each (reporting) guideline. 
Row ‘B’ covers the relative score per (reporting) guideline. The relative score is calculated by dividing 
the score per (reporting) guideline (Row A) by the overall score of all reporting guidelines (7175). The 
relative score is an indication of the extensiveness of a (reporting) guideline and its possible effect on 
the CSAF’s weight distribution. The higher the score, the higher the (reporting) guideline’s impact on 
the weight distribution is likely to be. 
Row ‘C’ contains the number of Sustainability Items addressed per (reporting) guideline.  
Row ‘D’ covers the relative number of Sustainability Items covered. A score of 100 percent indicates 
that all 222 Sustainability Items are covered. Therefore, the relative number of Sustainability Items 
addressed is an indication of a (reporting) guideline’s comprehensiveness. 
As table 5.5 shows, the Benchmarks: Principles for Global Corporate Responsibility is the most 
extensive (reporting) guideline and accountable for approximately 20 percent of the total of the score 
of all (reporting) guidelines (7175). The Social Venture Network’s ‘Standards of corporate Social 
Responsibility is the second largest contributing a little more than 12 percent to the total score, while 
the Global Reporting Initiative’s Sustainability Reporting Guidelines 2002 is the third in line with almost 
8 percent. These (reporting) guidelines are also among the most comprehensive. 
The least extensive (reporting) guidelines are the UN’s Global Compact (0.2%), the Global Sullivan 
Principles (0.7%) and the WBCSD’s Measuring Eco-Efficiency (1.4%). Of these three only the UN 
Global Compact recurs in the top-3 of least comprehensive (reporting) guidelines (4.5%). The other 
two are Worker Rights Consortium’s Model Code of Conduct (2.7%) and the Fair Labor Association’s 
Workplace Code of Conduct (5.0%).  
 
Table 5.5 also presents the accentuation or focus of the various (reporting) guidelines. As can be 
seen, the heart of the table 5.5 consists of a matrix covering blank, (pale) blue and (pale) red cells for 
all (reporting) guidelines. A white cell indicates the absence of an Aspect or Dimension. The color of 
the cells indicates whether a Dimension or Aspect is under- or overrepresented. Over- and 
underrepresentation is measured on the basis of representation coefficients. Box 5.7 shows how 
representation coefficients are determined. If a representation coefficient is smaller than 1, the Aspect 
(Dimension) of the particular (reporting) guideline is considered under-represented compared to the 
CSAF. On the other hand, if a representation coefficient is greater than 1, the Aspect (Dimension) is 
considered over-represented. 
 
Red cells indicate a severe over-representation (representation coefficient > 2) of an Aspect or 
Dimension, while Pale red  colored cells reflect a modest over-representation (1< representation 
coefficient < 2). Dark blue  cells indicate that an Aspect or Dimension is severely under-represented 
(representation coefficient < 0.5), while pale blue  colored cells reflect a modest under-representation 
(0 < representation coefficient < 0.5).  
 
When focusing on the Dimension-level, we can see that 14 (reporting) guidelines cover all 4 
Dimensions, 5 (reporting) guidelines cover 3 Dimensions, 4 (reporting) guidelines cover 2 Dimensions 
and 1 guideline covers only one Dimension. 
Although the weight of the Social Dimension is substantially higher than that of the other Dimensions, 
none of the (reporting) guidelines can be described as solely socially oriented. For all (reporting) 
guidelines representation Coefficients for the Social Dimension are smaller than 2. 
The following (reporting) guidelines are more inclined towards overaccentuating environmentally 
related Sustainability Items:  
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Table 5.5: Dimension and Aspect representation coef ficients
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BOX 5.7: Representation coefficients 
Representation coefficient of Aspect i of (Reporting) guideline j = 
(Weight of Aspect i weight for (reporting)guideline j/Aspect weight i of the CSAF) 
 
where: 
Weight of Aspect i for (reporting)guideline j  = Score of Aspect i for (reporting)guideline j/  
                                                                         Total score per (reporting)guideline j. 
 Weight of Aspect i of the CSAF = Sum of scores of Aspect i of all (reporting)guidelines/ 
                                                          Overall score of all (reporting)guidelines 
 
For example:  
Of the Employees Aspect of the Benchmarks: Principles of Global Corporate Responsibility the 
following information is available: 
Aspect score: 515    
Total score:    1445      Weight of the Employee Aspect is: 35.6% 
 
Sum of Employee Aspect scores across all (reporting) guidelines: 1927    Weight of Employee Aspect 
Overall score of all (reporting) guidelines: 7175                                           across all guidelines: 26.9% 
 
The representation coefficient of the ‘Principles for Corporate Responsibility: Bench Marks for 
Measuring Business Performance’ equals (35.6%/26.9%) = 1.3 
 

• Ceres Principles 
• Ceres Reporting Requirements for Small enterprises and Non-Profit Organisations 
• Department for Environment, Food and Rural Affairs: Environmental Reporting, General 

Guidelines 
• ISO 14031 Environmental Management-Environmental Performance Evaluation- Guidelines 
• Keidanren, Guidelines for Corporate Action  
• NIVRA, Environmental Reporting Checklist  
• WBCSD, Measuring Eco-Efficiency 

Although the Economic Dimension seems to be only marginally relevant, table 5.5 shows that the 
following (reporting) guidelines can be regarded as economically oriented: 

• Business in the Community: Winning with Integrity 
• CSR Europe: Corporate Guidelines for Action 
• WBCSD, Measuring Eco-Efficiency  

 
When focusing on the Aspect-level the picture is more dispersed. None of the (reporting) guidelines 
covers all Aspects, although the GRI’s Sustainability Reporting Guidelines 2002 and the Social 
Venture Network’s: Standards of Corporate Social Responsibility come very close with 21 of the 
maximum 22 Aspects. On the other hand, the Worker Rights Consortium’s Model Code of Conduct, 
The ETI Base Code and the Fair Labor Association’s Workplace Code of Conduct only cover 1, 2 and 
2 Aspects respectively. 
 
Therefore, the overall conclusion of the ‘Face-validity-test’ should be that the 
• extensiveness 
• comprehensiveness, and  
• accentuation 
of the (reporting) guidelines included in the sample differ widely. This might be an indication that the 
weight distribution of the CSAF is not robust. Removal of an extensive guideline such as the 
Benchmarks: Principles for Global Corporate Responsibility, or a comprehensive reporting guideline 
like the Global Reporting Initiative’s, Sustainability Reporting Guidelines 2002 might seriously affect 
the CSAF’s weight distribution. The same applies to ‘One Aspect’ guidelines like the Ethical Trading 
Initiative’s, The ETI Base Code that particularly focus on employee related Sustainability Items. 
 
However, we should be careful not to absolutize the terms extensiveness, comprehensiveness and 
accentuation. A more extensive or comprehensive (reporting) guidelines is not necessarily superior to 
a less extensive or comprehensive one. A (reporting) guideline with a strong focus on a single Aspect, 
like the ETI Base Code, is by no means inferior to a (reporting guideline with a multi-Aspect focus.  
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Another example is the UN Global Compact. In our analysis we only included the nine principles 
mentioned in table 5.3. Compared with the Global Reporting Initiative’s Sustainability Reporting 
Guidelines 2002, the Global Compact is less comprehensive and extensive. This does not inform us 
about the (intended) scope of the Global Compact, nor can we conclude that the GRI-guidelines are 
superior or more relevant. If we would have analyzed the explanations to each of the nine principles of 
the Global Compact, the outcome of the analysis might have been quite different.  
 
Since robustness of the weight distribution is critical to the usefulness of the CSAF, a sensitivity test 
will be carried out to establish the robustness of the distribution.  
 
B. Sensitivity Test 
In this section, the extent to which the weight distribution of the CSAF is contingent on the set of 
(reporting) guidelines will be examined. If extensiveness, comprehensiveness and accentuation 
diverge substantially across the sample of (reporting) guidelines, removal of one of the (reporting) 
guidelines from the sample might (seriously) affect the weight distributions of Sustainability Items, 
Sustainability Issues, Aspects and Dimensions. If indeed elimination of one of the (reporting) 
guidelines from the sample does affect the weight distribution, then the robustness of the weight 
distribution is questionable. 
In table 5.6, 25 weight distributions are presented. Besides Aspect weights of the CSAF in the last 
column, the table presents 24 weight distributions. Each of these distributions is based on a set of 23 
(reporting) guidelines. That is, all but the (reporting) guideline mentioned in the heading of the column 
concerned. This (reporting) guideline has been removed from the sample.  
For example: the third column comprises Aspect-weights of all (reporting) guidelines but the 
Benchmarks: Principles for Global Corporate Responsibility. The fourth column captures the weights 
assigned to the various Aspects exclusive of the Business in the Community’s Winning with Integrity 
etcetera. Box 5.8.shows how adjusted Aspect weights presented in table 5.6 are calculated.  

Table 5.6 shows that Aspect weights do change if one (reporting) guideline is removed from the 
sample. Green and pink cells represent the highest and lowest row weights respectively. But although 
none of the adjusted weight distributions is identical to the CSAF´s distribution, we can say that they 
are very similar. These findings are confirmed by the results of a Spearman rank-correlation test 
producing correlations ranging from 0.977 to 1.00031 when correlating each of the adjusted weight 
distributions and the CSAF’s weight distribution. 
At the Sustainability Item level, correlation coefficients range from 0.952 to 1.0003. The ranking of 
Sustainability Item weights of the adjusted distributions hardly deviates, if at all, from the ranking of the 
CSAF weights.  
 
The conclusion should therefore be that removal of a single (reporting) guideline from the sample 
hardly affects the ranking and the size of the weights. The overall conclusion should therefore be that 
the weight distribution of the CSAF can indeed be considered robust. 
 
BOX 5.8: Determination of the weights mentioned in table 5.6 
Weight of Aspect i of (Reporting) guideline j. 
 
                                                                  22

                                          
22

    

Weight (i,j) = (SPP score (i) – score (i,j))/( Σ SPP score (i) - Σ SPP score (i,j)) ; j = 1..22 and i = 1..24. 
                                                                 I =1                           I =1                         
 SPP score (i) : Score of Aspect i of Corporate Sustainability Analysis Framework; 
 score (i,j)      : Score of Aspect i of (Reporting) guideline j; 
 
22

                                             

Σ SPP score (i) : Total score of Aspect i of all (Reporting) guidelines 
I =1                         
22 

Σ SPP score (i,j)): Total score of all Aspects of all (Reporting) guidelines 
I =1                            
 
 
 
                                                      
31 p< 0.001; two-tailed. 
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                      Table 5.6: Sensitivity analys is of aspect weights 

                         



 

117 
 

5.5 Conclusions, limitations and suggestions for fu rther research 
In this chapter we developed the Corporate Sustainability Analysis Framework (CSAF). The CSAF is 
based on an empirical approach, taking performance against Sustainability Items as the starting point. 
Sustainability Items are all those sustainable development related issues companies are considered 
responsible for, while performance against Sustainability Items is aimed at commitment to sustainable 
development, safeguarding legitimacy and enhancing financial performance, and is measured in terms 
of the following performance domains: 
1. Principles refer to (basic) values or beliefs adhered to by the company that apply to all constituting 

parts of the organization. 
2. Practices refer to activities that shape corporate principles. 
3. Outcomes refer to positive and negative process results and can be expressed in terms of output 

and/or impact. 
4.    Stakeholder perception refers to how stakeholders perceive corporate performance in terms of 

principles, practises and outcomes pertaining to the company as a whole as well as its 
constituting parts. 

 
Sustainability Items, their weights and performance domain measures have been derived from a 
selection of 24 renowned (reporting) guidelines. These (reporting) guidelines are considered to reflect 
expectations of stakeholders concerning companies’ contributions to sustainable development. The 
CSAF can be considered a valid instrument for evaluating and analyzing corporate sustainability 
performance. The weight distribution of the CSAF was also put to the test and was found to be robust.  
The CSAF comprises four aggregation levels. Sustainability Items constitute the lowest aggregation 
level.  Sustainability Issues comprise one or more related Sustainability Items. Aspects consist of 
related Sustainability Issues. Dimensions form the highest aggregation level and comprise related 
Aspects. The CSAF distinguishes 222 Sustainability Items, 110 Sustainability Issues, 22 Aspects and 
4 Dimensions (the Governance, Social, Environment and Economic Dimension).  
With 54.5 percent the Social Dimension receives the highest weight, followed by the Environment, 
Governance and Economic Dimensions with 21.3, 20.5 and 3.8 percent respectively. The Social 
Dimension is dominated by Employee –and to a lesser extent- Community related Sustainability Items. 
With almost 27 percent, the weight of the Employee Aspect alone is higher than the weights of the 
Governance and Economic Dimensions taken together. Within the Environment Dimension weight 
differences are far less articulated than in the Social Dimension. With 4.9 percent Environmental 
conformance related Sustainability Items (environmental impact on the community) receive the highest 
weight. Overarching Processes related Sustainability Items (e.g. management systems, compliance) 
dominate the Governance Dimension. 
 
It appears that the corporate sustainability performance perceptions underlying the (reporting) 
guidelines that were used for deriving Sustainability Items and performance domain measures differ 
widely in terms of extensiveness, comprehensiveness, and accentuation. Therefore, the (reporting) 
guidelines cannot be used interchangeably since they reflect different types of corporate sustainability 
performance. 
 
Although the CSAF can be considered a useful tool for evaluating and analyzing corporate 
sustainability performance, its usefulness, validity and robustness can still be improved: 
1. To warrant accuracy of identification, the identified Sustainability Items should be checked by a 

team of experts, because in this thesis identification of Sustainability Items has been the work of 
one person 

2. To improve the reliability of the weight distribution of the CSAF, the coded documents should be 
checked by a team of experts to account for inter-rater stability (Milne and Adler, 1999).  

3. To further improve the reliability of the CSAF, more corporate (reporting) guidelines could be 
added to the sample. By doing so, the comprehensiveness of the set of Sustainability Items as 
well as the reliability of the weight distribution of the CSAF will be endorsed. Besides, during the 
course of this thesis some of the (reporting) guidelines that were included in the initial sample 
were found no longer to exist. It is also possible that in the meantime new (reporting) guidelines 
were issued. These should also be accounted for. 

4. The CSAF is a generic -that is non-industry specific- model. The CSAF can also be extended with 
industry specific guidelines to account for inter-industry differences. 

 
With reference to the conclusions of chapter 2 that corporate sustainability performance is an opaque 
construct. However, focusing –for example- on the contributions of Carroll (1979), Wartick and 
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Cochran, 1985) and Wood (1991), we could also say that it is an ‘open ended’ construct; a construct 
‘on the move’. The same applies to operationalizations of corporate sustainability performance, such 
as the CSAP. As long as the corporate sustainability performance is a construct ‘on the move’, so are 
its operationalizations. Therefore, any operationalization is at best a (partial) reflection of current 
views, values and perceptions. The debate about what corporate sustainability performance is and 
how it can be operationalized should for that matter not be concluded too soon. Kaplan (1998) puts it 
as follows: “…it is the dogmatism outside science that proliferate closed systems of meaning; the 
scientist is in no hurry for closure. Tolerance of ambiguity is as important for creativity in science as it 
is anywhere else”(p. 71). 
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Chapter 6: Evaluation of the SAM and KLD sustainabi lity assessment 
methodologies 
 
6.1 Introduction 
The second part of this thesis was devoted to the development of the Corporate Sustainability 
Analysis Framework (CSAF). Central to the third part of this thesis is the analysis of the sustainability 
assessment methodologies of to two key players in the sustainability research and rating arena. These 
Corporate Sustainability and Responsibility Research Groups (CSRR Groups) are the Zurich 
(Switzerland) based Sustainable Asset Management Research (SAM), which is part of the Sustainable 
Asset Management Group and KLD Research & Analytics, Inc. (KLD) domiciling in Boston (USA). The 
CSAF developed in the previous chapter will play a key role in the analysis of these methodologies. 
Both methodologies consist of a screening instrument and an assessment procedure. The screening 
instrument is a tool that is used for measuring and evaluating corporate sustainability performance. 
The assessment procedure describes how the sustainability performance measurement results are 
processed. 
 
The main purpose of this chapter is to analyze the information content of the SAM and KLD 
sustainability assessment methodologies. The more we know about the evaluation criteria used, the 
better we will be able to interpret the market’s reactions to corporate sustainability performance 
information based on the SAM and KLD assessments. The impact of SAM and KLD based corporate 
sustainability performance information on investors’ behavior will be the central topic of chapter 7. 
 
This chapter is organized as follows. In paragraph 6.2 an outline of (the history of) corporate 
sustainability performance research is presented. As will be explained, corporate sustainability 
performance assessment and research already has a long history and the backgrounds of CSRR 
Groups presently active in the field are very diverse. Paragraph 6.3 is devoted to the SAM and KLD 
corporate sustainability performance assessment methodologies. In this paragraph these 
methodologies will be analyzed on the basis of publicly available information , such as the Internet, 
publications in scientific journals, and other external sources. In paragraph 6.4 the SAM and KLD 
screening instruments will be analyzed using the CSAF developed in the previous chapter in order to 
get a clear view on the contents and the foci of these instruments. Finally, in paragraph 6.5 an answer 
will be provided to the question of whether or not the (results) of the SAM and KLD methodologies are 
likely to be understood and valued by the investment community.  
An outline of the structure of this chapter is provided in scheme 6.1. 
           
6.2 Corporate Sustainability and Responsibility Res earch Groups 32 and their rating schemes 
CSRR Groups form the link between stakeholders and companies. The core business of CSRR 
Groups is to provide corporate sustainability performance information to stakeholders, particularly the 
financial community (Schäfer, 2005). However, CSRR Groups not only provide information, some also 
launched and still support some of the world’s leading ethical and sustainability indexes. In the 
following two paragraphs some general features of CSRR Groups as well as their screening 
instruments will be discussed. 
 
6.2.1 Corporate Sustainability and Responsibility Research Groups (CSRR Groups) 
To date only little attention is paid to CSRR Groups in general and their assessment methodologies in 
particular in relevant literatures. This is remarkable considering the diversity in research 
methodologies applied in combination with their alleged impact on the financial community (WBCSD, 
2003). As Schäfer (2005) points out “To date, there are no internationally oriented, systematic surveys 
regarding the organizational structures, size, philosophy and activity spectra or radii for CSR ratings 
that exist today. An exception to this is Van den Brink (2002)” (p.109). Therefore, this paragraph will 
be largely based on the works of Schäfer (2005) and Van den Brink (2002). 
 
CSRR Groups have been active in the sustainability arena since the early 1990s (WBCSD, 2003). 
Their prime activity is assessing companies’ sustainability performance. Companies are no longer 
solely judged on their financial performance, but they also have to account for their social and 
environmental performance to a variety of stakeholders. Because CSRR Groups assess companies’ 
sustainability performance and sell this information to other (primarily financial) stakeholders, CSRR 
Groups are a link between companies and their stakeholders (Schäfer, 2005). Although evaluations 
                                                      
32 See footnote on 12 on page 58. 
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are company specific, assessment results are also benchmarked against sustainability performance of 
industry members and other companies. 
 
Scheme 6.1: Structure of chapter 6  

 
 
 
Rating companies’ social performance already has a longstanding tradition, starting in the seventeenth 
century with the Quakers, who could not reconcile slave trading with their belief in God. Therefore they 
refused to do business with or invest in companies that were somehow connected with these 
practices. Methodists and Baptists in the mid 1920s rejected the use of alcohol and tobacco. 
Therefore these religious groups eliminated companies producing and trading these products from 
their investment portfolios (Kinder and Domini, 1997).   
Although Christian movements stood at the cradle of social screening and social investing, assessing 
companies’ sustainability performance has not been the exclusive domain of religious groups or 
movements.   
In the decades that followed, alcohol and tobacco screens were supplemented with nuclear power 
screens, thus voicing the criticism of Christian and secular groups concerning the use of nuclear 
energy and deployment of nuclear technology for military purposes (Kinder and Domini, 1997). 
In the1960s the gambling issue was added to social screens, particularly due to the evangelical 
Christian movement who consider gambling practices inconsistent with Biblical values. But others, 
who link gambling to improper and criminal behavior, joined in.  
Especially the Roman Catholic community stood at the cradle of anti-abortion and birth control 
screens. Hospitals providing abortion services, as well as producers of abortifacients and birth control 
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medications and devices were excluded from the investment portfolios of Roman Catholic institutions 
(Kinder and Domini, 1997). 
An issue that dominated the social investment screens for more than 25 years was South Africa. Since 
‘apartheid’ was seen as a reprehensible political system that discriminated against the colored citizens 
of South Africa, companies were pressured to leave South Africa in order to enforce political change. 
Investors were also pressured to divest themselves of shares of companies that were believed to 
support the South African ‘apartheid’ regime (Kinder and Domini, 1997).   
The screens mentioned above are so-called exclusionary (or negative) screens. That is, companies 
that produce one or more of the above mentioned products and services, or that have business 
relationships with such companies are excluded from investment portfolios.  
In the1970s and 1980s so-called qualitative (or positive) screens, comprising a range of indicators for 
assessing companies’ social and environmental performance, were developed. These indicators 
enable investors to create investment portfolios specifically reflecting their norms and values, and 
allow for longitudinal evaluations. It also facilitates benchmarking of companies against peer 
companies and industries, thus enabling the selection of ‘best-in-class’ performers. 
 
Accurate estimates of the number of CSRR Groups presently active in the corporate sustainability 
performance arena are not available. In a compendium, Van den Brink (2002) presents 29 of these 
agencies, whereas a study conducted by Schäfer (2005) includes 40 CSRR Groups. However, the 
exact number may be higher. The latter study also presents information on location, size, origins, 
motivation, and activities of CSRR Groups. Most CSRR Groups are located in the industrialized world, 
particularly in Europe (Van den Brink, 2002), while the most common size is between 10 and 15 
employees (Schäfer, 2005). 
 
CSRR Groups particularly developed screening and rating activities with a direct link to capital 
markets. Investors increasingly call upon CSRR Groups for social and environmental performance 
data that are used for (re)aligning investment portfolios (Van den Brink, 2002). 
Not all firms in the sustainability rating, research and screening business were initially founded for this 
purpose. In some cases these activities were mere by-products of initial activities. For example, 
banks, insurers and asset management firms created their own sustainability departments, although 
this line of business did not coincide with their raison d’ètre (Schäfer, 2005). 
Other organizations, presently active as CSRR Groups were already actively researching corporate 
sustainability performance as NGOs. Examples of former NGO’s that became CSRR Groups are 
Ethibel (Belgium), Co-op America (USA) and the Ethical Consumer Association (UK). On the other 
hand, Oekom Research, a German based CSRR Group, has its roots in circles of critical journalists 
(Schäfer, 2005). Some CSRR Groups were established specifically for corporate sustainability rating, 
screening and research activities (e.g. The British based Safety & Environmental Risk Management 
Rating (SERM) and Pensions & Investment Research Consultants (PIRC,), Innovest a sustainability 
research and rating agency domiciling in the US, and the Swiss-based Sustainable Asset 
Management Group (Schäfer, 2005; Van den Brink, 2002). 
Other firms active in this field were founded or supported by churches and charities organizations. The 
not for profit UK-based Ethical Investment Research Service (EIRIS) is an example of such an 
organization (Schäfer, 2005). 
 
Since the size of CSRR Groups is usually relatively small (mostly 10-15 employees) and coverage is 
mostly limited to the country where they are headquartered, 11 CSRR Groups combined forces in SiRi 
Company, residing in Fribourg (Switzerland). All network members share a common database of 
thousands of companies around the globe and use the same questionnaire formats.  
The following CSRR Groups participate in this network33: 
 

• Avanzi SRI Research s.r.l (Italy) 
• Centre Info SA (Switzerland) 
• Dutch Sustainability Research (Netherlands) 
• Fundación Ecología Desarrollo (Spain) 
• GES Investment Services AB (Sweden) 
• KLD Research & Analytics (USA) 
• Micheal Jantzi Research Associates Inc (Canada) 
• Pensions & Investment Research Consultants Ltd (UK) 

                                                      
33 For more information: www.siricompany.com 



 
 

124 
 

• Scoris (Gmbh (Germany) 
• SIRIS –Sustainable Investment Research Institute P/L (Australia) 
• Stock at Stake NV (Belgium) 

   
6.2.2 Corporate Sustainability and Responsibility Research Methodologies 
Since most screens and methodologies are proprietary, in-depth information on these screens and 
methodologies is scarce. However, recently Van den Brink (2002) and Schäfer (2005) have presented 
some –albeit general- information on philosophies and scopes of instruments. 
From the (limited) information available it appears that the foci of the screening methods differ 
substantially. As it seems, only 15% of the questions involved in questionnaires of rating agencies 
overlap when more than 5 rating agencies are compared (De Hoo and King, 2002; WBCSD, 2003). A 
generally accepted standard or benchmark designed for evaluating screening instruments is not yet 
available, and theories guiding or underlying the screening and rating instruments cannot be discerned 
and are at best hidden in their methodologies (Van den Brink, 2000). 
 
Although most screening methodologies are proprietary, the rating procedures of CSRR Groups 
appear to be largely similar (WBCSD, 2003; Van den Brink, 2002). These procedures usually 
comprise three phases. In the first phase, agencies collect the required data using a variety of 
techniques (questionnaires, interviews, company information, published material in newspapers and 
magazines, company visits etc.). The second phase consists of data verification and analysis, while in 
the last phase the ranking or rating of companies takes place (Van den Brink, 2002).  
Little is known about the CSRR Groups' verification and analysis phase. “Many companies perceive 
this phase as a black box in which the weighting of the issues relative to one another takes place” (De 
Hoo and King, 2002). The reason for CSRR Groups to be as restrained as they are in providing 
information about their research methodologies, especially the rating procedure, is that these 
methodologies are their trade marks. 
If indeed the extent of overlap of the screening methods of rating agencies is as small as suggested 
by the WBCSD (2003) and De Hoo and King (2002), then  it is hardly surprising to find rating results of 
companies to be different among CSRR Groups. This is not only confusing for the companies 
concerned, but may also be detrimental to the credibility of the corporate sustainability performance 
research and rating industry itself. 
 
Figure 6.1: Structural model of corporate sustainab ility performance 
rating for capital market players 
 

 
Source: Schäfer (2005;p.109) 
 
In figure 6.1 a generic rating procedure is presented that is often used by investors (Schäfer, 2005).  
First, social and environmental performance criteria are defined. Many of these criteria are provided by 
NGOs in the form of standards (e.g. SA 8000; OECD Guidelines for Multinational Enterprises, the 
Global Reporting Initiative’s Guidelines for Sustainability Reporting, the Caux Round Table Principles 
for Business, the International Chamber of Commerce’s Business Charter for Sustainable 
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Development, etcetera). NGOs do not only act as providers of criteria for sustainability models, they 
can also take action on their own account if in their opinion social and/or environmental performance 
of companies is unacceptable. 
Based on criteria derived from NGOs, a rating or monitoring framework is developed on the basis of 
which companies are rated. The rating procedure may also involve company visits and dialogues with 
corporate board-members/executives/staff members. 
Subsequently, the rating information is filtered using a financial and/or a social and environmental 
filter. A financial filter may be used prior to or after the social/environmental filter. The filter sequence 
is crucial for the composition of the ultimate sample. Of particular importance are the questions as to 
whether the best socially and environmentally performing companies have to be selected from a pool 
of excellent financially performing companies, or as to whether the best financially performing 
companies have to be selected from a pool of excellent socially and environmentally performing 
companies. 
However, apart from rating activities, CSRR Groups may also try to influence corporate social and 
environmental performance by filing resolutions as shareholders of companies. In this respect Haigh 
and Hazelton (2004) mention that Calvert (a USA based corporate sustainability rater) filed 89 
resolutions over the period 1987-2003; 59 of these resolutions were withdrawn after a settlement was 
reached. 
 
Conclusions 
It is difficult to give an accurate estimate of the number of corporate sustainability performance 
research and rating organizations presently active in the field. This is partly due to the fact that the 
corporate sustainability performance rating industry has expanded rapidly in recent years. Another 
factor is that CSRR Groups may be difficult to identify. An NGO or a bank department may develop 
into a CSRR Group. Usually, CSRR Groups are relatively small, have a religious or activist 
background and are predominantly operating in industrial countries. Moreover, CSRR Groups are only 
limitedly transparent concerning their research and rating methodologies, thus making it difficult for 
outsiders to assess how companies are rated and why companies are rated differently by different 
raters. 
 
6.2.3 Focal CSRR Groups in this thesis 
In this thesis specific attention will be paid to the corporate sustainability performance assessment 
methodologies of two CSRR Groups, namely the Swiss based Sustainable Asset Management Group 
(SAM Group) and the U.S. based Kinder, Lydenberg and Domini Research & Analytics (KLD). 
However, strictly speaking the SAM Group is not a CSRR Group. As its name already suggests the 
SAM Group is an asset management firm for private and institutional clients. However, much of its 
activities are based on the work of its own research department that has developed a proprietary 
corporate sustainability performance assessment methodology. Henceforth the abbreviation ‘SAM’ 
refers to the research (department) of the SAM Group. KLD, on the other hand, is a genuine 
investment research firm. An extensive and more detailed acquaintance with both organizations is 
provided in Appendix 6.1. 
The prime reason for selecting these CSRR Groups is that both are widely respected corporate 
sustainability performance research organizations. Both have launched and still support prominent 
and well-known sustainability indexes (e.g. McWilliams and Siegel, 2000; Dawkins, 2002; Statman, 
2000; Chaterji and Levine, 2006; Fussler, 2004; SER, 2001 and Jeucken, 2002). In cooperation with 
Dow Jones & Company, SAM launched and still supports a whole range of indexes and index families, 
such as the Dow Jones Sustainability Index family. KLD launched and still supports ethical indexes, 
such as the Domini Social 400 Index, the KLD Broad Market Social Index and the Large Cap Social 
Index. 
The difference between sustainability and ethical indexes lies in the type of screen that is applied. 
Ethical indexes are usually based on negative screens, or a combination of negative and positive 
screens.  A negative screen excludes companies that do not meet with pre-specified criteria from 
being added to an investment portfolio. A positive screen is aimed at identifying best-in-class players. 
In contrast with ethical indexes, sustainability indexes are based on positive screens only, although it 
should be noted that the Dow Jones Sustainability Index family also comprises specialized indexes. 
These are subsets of composite indexes covering companies that do not meet with pre-specified 
criteria. For more information: see Appendix 6.1. 
 
SAM Research, is part of the SAM Group and is -although not exclusively- supportive to asset 
management and index activities of the Group. It also has its own line of business as an independent 
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CSRR Group. The products of the SAM Group and KLD follow their specific lines of business. For the 
SAM Group these are mainly investment funds and asset management mandates, while KLD mainly 
provides social investment research related products and services.  
The KLD index family covers only American companies that are part of other indexes, such as the 
S&P 500 and the Russell 1000 and 3000. For the DSI and the Large Cap Social Index, KLD uses a 
two step screening procedure. In order to be eligible for inclusion in these indexes, companies first 
have to pass an exclusionary (or negative) screen. Subsequently companies are submitted to a 
qualitative (or positive) screen.  
KLD also provides an index that warrants the moral and social teachings of the Roman Catholic 
Church and is therefore particularly interesting for Roman Catholic Christians. Because KLD is an 
investment research organization, its strategic alliances all follow this line of business. KLD is also a 
member SiRi Company, a global network of CSRR Groups. 
The SAM Group’s sustainability indexes consist of a variety of composite, customized and regional 
indexes and aim to identify corporate sustainability performance leaders. That is, only companies that 
passed a positive screen are eligible for inclusion in one or more of these sustainability indexes. The 
SAM Group also aims to serve the Muslim community by providing a sustainability index that is 
oriented towards the Islamic faith. 
Strategic partners of the SAM Group can be divided into two groups: index providers such as Dow 
Jones & Company and STOXX, and asset managers such as Robeco (which recently acquired a 
major interest in the SAM Group and SAM research) and Monte Paschi Asset Management. 
 
In the following paragraph the SAM and KLD corporate sustainability performance research 
methodologies underlying at least part of its products and indexes will be explained. 
 
6.3 The SAM and KLD corporate sustainability perfor mance assessment methodologies 
The SAM Group and KLD have developed a range of activities, products and indexes. In this 
paragraph the SAM and KLD corporate sustainability performance assessment methodologies 
underlying the Dow Jones Sustainability World Index (DJSI-World) and the Domini Social 400 Index 
(DSI) will be elaborated. That is, an attempt will be made to reconstruct both methodologies, because 
as we will see, only limited public information is available on both methodologies. Information that is 
available is rather complex and difficult to comprehend.  
The SAM and KLD corporate sustainability performance assessment performance methodologies 
consist of a screening instrument and an assessment procedure. The screening instrument is a tool 
that is used for measuring and evaluating corporate sustainability performance. The assessment 
procedure describes how the results of the corporate sustainability performance screen are 
processed. In this paragraph the SAM and KLD assessment procedures will be described. In 
paragraph 6.4 we will focus on the contents of both screening instruments.   
 
6.3.1 The SAM corporate sustainability performance assessment methodology 34 
Central to the SAM methodology is the corporate sustainability concept. Besides the DJSI-World index 
family, also the DJSI-STOXX index family and the Dow Jones Sustainability North America and United 
States Indexes are based on this methodology. For more information on these indexes: see Appendix 
6.1 and paragraph 7.2. Corporate sustainability is rooted in the sustainable development notion of the 
Brundtland Commission (see section 2.2.5) and is defined as: “a business approach to create long-
term shareholder value by embracing opportunities and managing risks deriving from economic, 
environmental and social developments or changes”. SAM is convinced that companies embracing 
corporate sustainability will have a higher market value than companies ignoring corporate 
sustainability risks and opportunities.  
 
In figure 6.2 an overview is presented that attempts to reconstruct the SAM assessment procedure. 
The schematic overview is based on public sources, some of which no longer exist. Due to the 
proprietary nature of the assessment procedure –and the corresponding lack of public information, 

                                                      
34  The information on the assessment methodology originates from the following sources: the 
present version as well as earlier versions of of the SAM-Group’s website (www.sam-group.com) . It 
should be noted that the information about the research methodology on the present web site is not as 
extensive as it was on earlier versions. Other sources used for reconstructing the methodology are: 
Flatz et al. (2001); Dow Jones Sustainability World Indexes Guide, Version 6.0, September 2004 
(available at: www.sustainability-indexes.com); The Sustainability Yearbook 2006 (available at: 
www.sam-group.com)  
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SAM’s factual procedure could be different from the procedure depicted in figure 6.2. The SAM 
corporate sustainability assessment procedure will now be discussed. 
 
Figure 6.2: The corporate sustainability assessment  procedure 

 
 
Central to the corporate sustainability assessment procedure is the Sustainability Assessment 
Questionnaire, which is based on general and industry specific criteria. SAM claims that these criteria 
are based on widely accepted standards, best practices and audit procedures, as well as input from 
industry specialists and consultants. In the overall assessment, general criteria are assigned a weight 
of 60 percent, while the remaining 40 percent are allocated to industry specific criteria. The latter cover 
issues that reflect the economic, environmental, social, political, and technological forces that drive 
corporate sustainability performance of a specific industry. 
In Appendix 6.2 an overview of some general, environmental, economic and social (sub)criteria, as 
well as their assigned weights is presented. Detailed industry-specific criteria are not publicly 
disclosed, although Appendix 6.2 does give an impression of the foci of the industry specific criteria. It 
should be noted that SAM distinguishes some 60 industries for which industry-specific criteria exist. 
Appendix 6.2 also shows that the list of (sub) criteria as well as their assigned weights have been 
liable to change during the 2003-2005 period. 
 
Figure 6.3 contains information about the assessment methodology’s economic, environmental and 
social general criteria weights. Since general criteria account for 60 percent of the overall assessment, 
the sum of the weights of the three dimensions is 60%. Furthermore, the economic, environmental and 
social dimensions are weighted equally. That is, each dimension, encompassing general as well as 
industry-specific criteria, is assigned a weight of 33 percent. If economic, environmental and social 
issues are evenly distributed between general and industry-specific criteria then the economic, 
environmental and social dimension should each account for 20% (0.33*60%) in the general criteria 
weights. 
As figure 6.3 shows, dimension weights are neither evenly distributed nor stable over the years. In 
2003 with more than 30%, economic general assessment criteria had the highest weight. This weight 
steadily decreased to just over 20% in 2005. On the other hand, the social dimension weight 
increased from 20% in 2003 to 24% in 2005. The environmental dimension is the smallest in 2003 and 
remains the smallest in 2005, although its weight increased from 9% in 2003 to 13% in 2005. The 
(developments in the) industry specific criteria dimension weights are the mirror image of the 
(developments of the) general criteria dimension weights. This implies that environmental issues are 
very strongly represented in industry-specific supplements.   
Hence, in the 2003-2005 period we have seen 
• a substantial change in the set of (sub)criteria,  
• a substantial change in criteria weights, 
• a change in the weights of the three dimensions, 
• that the environment dimension has the lowest (highest) weight in the set of general (industry-

specific) criteria. 
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However, we do not know which standards, best practises and audit procedures lie at the basis of the 
assessment methodology; nor is the choice of criteria explained. 
          
    Figure 6.3: Corporate sustainability assessment  general criteria weights (2003-2005) 

                    
        Source: Dow Jones Sustainability World Indexes Guides, Versions 5.0-7.0.  
  
Now, let us go back to the assessment procedure depicted in figure 6.2. First, predetermined answer 
scores are assigned to answers to a Sustainability Assessment Questionnaire question. Subsequently 
these scores are modified. The modification process comprises three elements: 
• A questionnaire assessment weight. That is, if the questionnaire has been signed by a senior 

management representative, the answers are assigned a weight of 70%. If the questionnaire has 
not been signed by a senior management official, the weight is 50%.  

• The quality and public availability of information phase. The scope of coverage as well as the level 
of public availability of company information is scrutinized. If no company documentation is 
available, or coverage is poor, then a score of 0 is assigned. A score of 1 is given if the quality of 
the provided information is acceptable. If the quality of the information is considered ‘good’ a score 
of 2 is assigned. Besides, if the questionnaire has been signed by senior management, a weight of 
20 percent is assigned to the quality and public availability stage. If not, the weight is 33.3 percent.  

• Verification phase. This phase comprises two elements: a truthfulness check and the company’s 
involvement in critical issues. For each dimension, a sample of the company’s answers is 
analysed in depth. If the answers cannot be validated, or contradictory information is found in 
company documents or otherwise, the ultimate assessment result, the so-called corporate 
sustainability score, will be adjusted downward.  

 
The modified answer scores per question are added up and result in a score per question. This result 
is again submitted to a modification process: 
• For all three dimensions (social, environmental and economic), corporate sustainability 

performance opportunities and risks are defined. These risks and opportunities are further 
classified as ‘strategic’, ‘management’ or ‘industry-specific’. A weight of 15 percent is assigned to 
strategy and industry-specific opportunities and risks, while management related opportunities and 
risks receive a weight of 20 percent. These weights are referred to as ‘class-weights’. Classifying 
criteria in terms of risks and opportunities is the basis of the SAM sustainability rating. In Appendix 
6.3 an overview of economic, environmental and social opportunities and risks is presented.  

• Questions Weights and Criteria Weights (see Appendix 6.2) are assigned.  
The result of this modification phase is the adjusted question score. A corporate sustainability score is 
arrived at by adding up the adjusted question scores. In case the company is involved in critical 
issues, the sustainability score may be downwardly adjusted.  
The sustainability scores are considered to reflect a company’s sustainability performance. The higher 
the score, the more favorable is a company’s sustainability performance. This implies that companies 
receiving equally high corporate sustainability scores are perceived as equally favorable in terms of 
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corporate sustainability performance. However, equally high scores may be arrived at in various ways. 
For example, identical final scores may be assigned to companies with excellent social, moderate 
environmental and poor financial records and companies with excellent financial, poor environmental 
and moderate social records. The reliability of the final scores is further challenged by the various 
weights and scores involved in the rating process. 
 
6.3.2 The KLD corporate sustainability performance assessment methodology 35 
The KLD research methodology lies at the basis of various products and indexes, such as the 
SOCRATES-database, KLD PASS, KLD STAT as well as the Domini Social 400 Index, the KLD Broad 
Market Social Index and the KLD Large Cap Social Index (see Appendix 6.1). The methodology 
involves a research process and rating approach. The rating approach involves 16 dimensions, which 
are divided into two groups: Social Issues and Controversial Business Issues.  The following social 
issues are distinguished: Community, Corporate Governance, Diversity, Employee Relations, 
Environment, Human Rights and Product. For all social issues strengths and concerns are 
distinguished. Adult Entertainment, Firearms, Military Weapons, Tobacco, Alcohol, Gambling, Nuclear 
Power and Abortion are referred to as Controversial Business Issues. Attributes of Social and 
Controversial Business Issues are included in table 6.1.  
 
KLD evaluates social, environmental and governance records of companies of the Russell 1000, the 
Russel 3000 and the S&P 500. These indexes only cover American companies. KLD also tracks 
controversial business issues of companies around the globe. 
Company data are collected from a variety of sources: Direct company information is gathered from 
company executives. Since KLD is part of the SiRi Group, KLD also has access to records of non-US 
companies. Global news sources are reviewed on a daily basis to make sure that company records 
are up to date. Public documents, including annual reports are also assessed. Finally, information is 
obtained from government departments and NGOs. KLD researchers specialise by sector and work 
independently of the rated companies or any particular brokerage house and apply the same set of 
criteria to related companies (Waddock and Graves, 1997a).  
 
According to Bird et al. (2007), KLD awards a one to each company that satisfies each criterion and a 
zero to those that fail to satisfy the criterion (p.194). For examples, the Diversity issue mentioned in 
table 6.1 covers 8 strength and 3 concern attributes. This implies that companies can get a score of 
maximum 8 for strengths and 3 for concerns. 
When all information is gathered, KLD rates companies on a scale of ‘major concern’  to ‘ major 
strength’ with a middle neutral rating (Waddock and Graves, 1997, Graves and Waddock, 1999) using 
a proprietary framework of positive and negative indicators. Controversial Business Issues are rated 
on a scale of ‘ absence of controversy’ to ‘major controversy’ (Ruf et.al., 2001). 
Since the rating method is proprietary, the weighting process and the weights assigned to the various 
areas and attributes are not disclosed. Also how information flows converge into a rating is not 
disclosed, not by KLD or by any other external source. Ruf et al. (2001) provide some marginal insight 
into the evaluation process. They state that: “To enhance consistency in the evaluations, a research 
staff member evaluates each company using pre-specified criteria. Unclear judgements are discussed 
and made by a research team. Furthermore evaluations are conducted at the same time each year for 
companies within an industry. This improves consistency of intra-industry assessments and over-time 
assessments” (p.149). 
 
It should be noted, that in most studies (Hillman and Keim, 2001; Graves and Waddock, 1999; 
Waddock and Graves, 1997; Griffin and Mahon, 1997) Likert-type scales are used for assigning 
scores to the various rating criteria. To each social issue a score of -2 is assigned in case of a major 
concern, while in case of a major strength a rating of +2 is allotted (Berman et.al, 1999). Controversial 
Business Issues are rated on a scale from 0 (absence of controversy) to -2 (major controversy) (Ruf 
et.al. (2001). Per company, a final score is arrived at by summing the scores of all issues involved. 
Besides, except for the studies conducted by Johnson and Greening (1994) and Ruf et.al (2001), all 
categories (community, governance, diversity, employee relations, environment, human rights and 
products) are weighted equally.  
 

                                                      
35 Unless indicated otherwise, information about the KLD assessment methodology are obtained from 
KLD’s website (www.kld.com); KLD Research, Social Ratings Criteria, SOCRATES Company Profiles 
2006 (available at: www.kld.com); Domini Standards, Why we buy (available at: www.Domini.com).  
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Table 6.1: KLD rating criteria 
Social Issues 
Strengths                                                                    Concerns 
Social Issues: 
1. Community 
• Charitable Giving  
• Innovative Giving  
• Non-US Charitable Giving  
• Support for Education  
• Support for Housing  
• Volunteer Programs  
• Other strength  
 
2. Corporate Governance 
• Limited compensation 
• Ownership strength  
• Political accountability strength 
• Transparency strength 
• Other strength 
 
3. Diversity 
• CEO 
• Promotion 
• Board of Directors 
• Employment of the disabled 
• Gay and lesbian policies 
• Women and minority contracting 
• Work/life benefits 
• Other strength 
 
4. Employee Relations 
• Cash profit sharing 
• Employee involvement 
• Health and safety strength 
• Retirement benefits Strength 
• Union relations 
• Other strength 
 
5. Environment 
• Beneficial products and services 
• Clean energy 
• Pollution prevention 
• Recycling 
• Other strength 
 
 
 
6. Human Rights 
• Labor rights Strength 
• Indigenous Peoples Relations strength 
• Other strengths 
 
 
7. Product  
• Benefits to economically disadvantaged 
• Quality 
• R&D/Innovation 
• Other strength  

 
 
• Investment Controversies  
• Negative Economic Impact  
• Tax Disputes  
• Other concern 
 
 
 
 
 
• High compensation 
• Ownership concern 
• Political accountability concern 
• Transparency concerns 
• Accounting concern 
• Other concern 
 
• Controversies 
• Non-representation 
• Other concern 
 
 
 
 
 
 
 
• Health and safety concern 
• Retirement benefits concern 
• Union relations 
• Workforce reductions 
• Other concerns 
 
 
 
• Agricultural chemicals 
• Climate change 
• Hazardous waste 
• Ozone-depleting chemicals 
• Regulatory problems 
• Substantial emissions 
• Other concern 
 
• Labor rights Concern 
• Burma Concern 
• Indigenous Peoples Relations Concern 
• Other concern 
 
 
 
• Antitrust 
• Marketing/contracting Controversy 
• Product Safety 
Other concern 
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Table 6.1: KLD Rating Criteria (continued)  
Controversial Business Issues  
Adult Entertainment  
• Distributor  
• Owner and Operator  
• Producer  
• Provider  
• Ownership by an Adult Entertainment 

Company  
• Ownership of an Adult Entertainment 

Company 
 
Firearms 
• Manufacturer  
• Retailer  
• Ownership by a Firearms Company  
• Ownership of a Firearms Company 
 
Military weapons 
• Manufacturer of Weapons or Weapons 

Systems  
• Manufacturer of Components for Weapons 

or Weapons Systems  
• Ownership by a Military Company  
• Ownership of a Military Company 
 
Tobacco 
• Tobacco 
• Licensing  
• Manufacturer  
• Manufacturer of Products Necessary for 

Tobacco Products  
• Retailer  
• Ownership by a Tobacco Company  
• Ownership of a Tobacco Company 
 

Alcohol  
• Licensing  
• Manufacture  
• Manufacturer of Products Necessary for 

Alcoholic Beverages  
• Retailer  
• Ownership by an Alcohol Company  
• Ownership of an Alcohol Company 
 
Gambling 
• Licensing  
• Manufacturer  
• Owner and Operator  
• Supporting Products or Services  
• Ownership by a Gambling Company  
• Ownership of a Gambling Company 
 
Nuclear Power 
• Ownership of Nuclear Power Plants  
• Construction & Design of Nuclear Power 

Plants  
• Nuclear Power Fuel & Key Parts  
• Nuclear Power Service Provider  
• Ownership by a Nuclear Power Company  
• Ownership of a Nuclear Power Company 
 
Abortion 
• Manufacturers 
• Owners or Operators of Acute Care 

Facilities 
• Ownership of An Abortion Company 
• Ownership by an Abortion Company 
 
Contraceptives 
• Licensing 
• Manufacturers 
• Ownership of a Contraceptives Company 
• Ownership by a Contraceptives Company 
 

Source: KLD Research Social Ratings Criteria, SOCRATES Company Profiles 2006. Available at: 
www.KLD.com 
 
Although the data generated by KLD have been used in many studies investigating the corporate 
social performance- financial performance link (see table 6.11), none of these studies reveals in depth 
information about KLD’s rating procedure. The information provided in these studies largely coincides 
with information provided by KLD through the Internet or otherwise. 
 
According to Wood and Jones (1995) the KLD measure faces some major controversies  
1. the numerical ratings are very crude and are based on qualitative judgements on company 

performance,  
2. unweighted scores on the various issues are added up to achieve an overall score for a company, 

although a sound basis is not provided. 
A theoretical underpinning concerning the choice of the issues and attributes constituting the 
corporate sustainability performance measure is also lacking (Sharfman, 1996). Furthermore, Rowley 
and Berman (2000) contend that “there is empirical evidence that the KLD dimensions are not strongly 
correlated” (p. 404), indicating that the KLD-screening instrument may not be a valid instrument for 
measuring corporate sustainability performance.  
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Nevertheless, others (e.g. Sharfman, 1996; Harrison and Freeman, 1999, Ruf et al., 2001) consider 
the KLD database an excellent source of corporate sustainability performance information for the 
following reasons (Ruf et al., 2001):  
• The issues reflect the concerns historically held by social investors and include those identified as 

important in surveys of social fund managers. 
• Companies are evaluated for each social dimension independent of other firms, 
• Firms are rated over time allowing researchers to assess change in social performance. 
 
6.3.3 Comparison of the SAM and KLD sustainability assessment methodologies 
One of the most eye-catching differences between the SAM and KLD corporate sustainability 
performance assessment methodologies is the availability of information. SAM provides more detailed 
information about its assessment methodology than KLD. However, it should be noted that it is difficult 
to completely and verifiably reconstruct the SAM methodology. Also some information that was used 
for the reconstruction of the SAM assessment methodology stems from sources that no longer exist. 
Information that is available is often not well explained, difficult to understand and complex (Chatterji 
and Levine, 2006). Besides, the criteria underlying the corporate sustainability performance 
instrument, as well as their weights, are not consistent over time.  
KLD presents a detailed overview of the Social Issues and Controversial Business Issues along which 
corporate sustainability performance is measured. However, only limited information is available about 
the procedure for measuring corporate sustainability performance. We also have only very little 
information about how the rating process takes place. This is largely a black box. 
 
The background of the SAM and KLD instruments is also different. The SAM assessment 
methodology takes the sustainable development construct defined by the Brundtland Commission as 
the starting point and this construct is transformed into a business concept called Corporate 
Sustainability that focuses on creating long term shareholder value.  
The KLD instrument comprises issues that are considered important by social or ethical investors. It is 
not rooted in some overarching construct as is the case with the SAM instrument. There is no 
(discernable) theoretical basis for the issues included in KLD’s assessment methodology. There are 
also doubts as to the validity of the screening instrument. 
The SAM methodology results in a so-called corporate sustainability score. The higher the score, the 
more favorable a company’s sustainability performance is considered to be. However, this score is not 
a reliable measure of corporate sustainability performance, because identical scores may reflect 
different performances. The process underlying the sustainability scores involves a set of complex, 
difficult to understand and obscure weighting and scoring procedures and a theoretical underpinning 
of the methodology cannot be discerned.  
 
As far as KLD is concerned, companies are rated on 16 issues. How a company is rated on a 
particular issue depends on so-called strengths and concerns. Since we have no insight into the rating 
process, we do not know which of the criteria are considered most important and neither do we know 
how strengths and concerns are balanced. Moreover, it should be noted that each (social and 
controversial business) issue is in fact a composite measure in itself, and that identical ratings do not 
necessarily reflect identical performance even at the issue level. When more issues are taken into 
account, interpretation of the resulting scores becomes even more difficult, challenging the reliability of 
the measure. 
 
In conclusion we can say that both SAM and (especially) KLD are only limitedly transparent about their 
sustainability assessment procedures, although SAM and KLD both signed up to transparency 
guidelines. SAM signed up to the transparency guidelines for sustainable retail funds issued by the 
European Social Investment Forum36 (Eurosif). SiRi Company, a network of 11 CSRR-Groups 
including KLD, is one of the partners in the SRI Research/Rating quality Standard CSRR-QS project 
organized by the Association of Independent Corporate Sustainability and Responsibility Research37. 
However, the Eurosif and CSRR standards are voluntary and do not demand signatories to disclose 
their research and rating methodologies.  
 
 
 

                                                      
36 These guidelines are available at: www.eurosif.org/publications/retail_transparency-guidelines  
37 These guidelines are available at: www.csrr-qs.org/pdf/CSRR_QS_2_0_EN.pdf  
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6.4. Contents and foci of the SAM and KLD screening  instruments  
The basis for analyzing the SAM and KLD screening instruments is the content analysis methodology 
that was elaborately discussed in the previous chapter. In this paragraph the SAM and KLD 
instruments will be benchmarked against: 
• The Corporate Sustainability Analysis Framework for gaining insight into the contents and foci of 

the instruments.  
• The (reporting) guidelines presented in table 5.2. SAM claims that its screening instrument is 

based on ‘widely accepted standards’, although this claim is not substantiated. Benchmarking the 
SAM instrument against the guidelines mentioned in table 5.2 may provide some information as to 
the reporting (guidelines) that underlie especially the general criteria of the SAM sustainability 
assessment methodology. For the KLD instrument the same procedure will be followed to 
establish the extent to which the instrument coincides with one or more of these (reporting) 
guidelines. 

• Each other. The SAM and KLD instruments will also be mutually compared in order to establish 
the compatibility of the screening instruments. Although both instruments measure corporate 
sustainability performance, the underlying corporate sustainability performance conceptions are 
not necessarily identical.  

 
This paragraph is organized as follows. In section 6.4.1 the procedure for content-analyzing the 
screening instruments of both CSRR Groups the SAM and KLD instruments will be explained. In 
section 6.4.2 the SAM screening instrument will be benchmarked against the CSAF and the selection 
of (reporting) guidelines. Subsequently, in section 6.4.3 the KLD instrument will be offset against the 
CSAF and the selection of (reporting) guidelines. Section 6.4.4 focuses on the compatibility of the 
SAM and KLD instruments.  
 
6.4.1 Content analysis of the SAM and KLD screening instruments.  
In this section the procedure for content-analyzing the SAM and KLD instruments will be explained. 
This analysis provides the basis for determining the compatibility of the SAM and KLD instruments, as 
well as the extent to which these instruments are compatible with the CSAF and the selection of 
(reporting) guidelines.  
The “SAM Research Corporate Sustainability Assessment Questionnaire 2004” and brochure “KLD 
Research, Social Ratings Criteria, SOCRATES Company Profiles, 2006”- are considered to represent 
the screening instruments of both CSRR Groups.  
 
The procedure for analyzing these documents comprises two steps: 
1. Selection of relevant document sections; 
2. Content analyzing these sections and assigning weights to Sustainability Items, Sustainability 
Issues, Aspects and Dimensions covered. 
 
1: Selection of relevant document sections  
In table 6.2 the SAM and KLD screening instruments, the analyzed sections as well as Internet 
locations from which these instruments can be downloaded are presented. 
 
Table 6.2: SAM and KLD screening instruments 
Documents  Analyzed sections  Available at:  
SAM Research Corporate 
Sustainability Assessment 
Questionnaire 2004 
(without industry specific 
criteria) 

All questions on pages 4-63, the 
following question excluded: 11; 22; 
28; 37; 43; 58; 63; 66 and 7138. 

www.sustainability-
indexes.com  

KLD Research, Social 
Ratings Criteria, 
SOCRATES Company 
Profiles, 2006 

The following pages were analyzed: 
4-11.  

www.kld.com 
 

 

                                                      
38 These questions are excluded from the analyzed sections because they focus on the verification of 
a performance score by the responsible industry analyst.  
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The SAM Research Corporate Sustainability Assessment Questionnaire 2004 (without industry 
specific criteria) comprises 71 questions concerning economic, environmental and social issues that 
were derived from general (i.e. non-industry specific) corporate sustainability assessment criteria.  
The KLD Research, Social Ratings Criteria, SOCRATES Company Profiles, 2006, describes KLD’s 
social ratings criteria and controversial business issues ratings. 
Social issue ratings measure corporate sustainability performance along a range of stakeholder and 
environment related issues and are ranked in terms of strengths and concerns pertaining to seven 
areas (Community, Corporate Governance, Diversity, Employee Relations, Environment, Human 
Rights and Product). Controversial business issues ratings measure a company’s involvement in the 
following business activities: Abortion, Adult Entertainment, Alcohol, Contraceptives, Firearms, 
Gambling, Military, Nuclear Power and Tobacco (for more information about social and controversial 
business issues, see table 6.1).  
 
The SAM Research Corporate Sustainability Assessment Questionnaire 2004 is based on general 
corporate sustainability assessment criteria only. Examples of these criteria can be found in Appendix 
6.2. As was mentioned in section 6.3.1, besides general criteria SAM also distinguishes industry-
specific criteria for 60 industries. General and industry-specific criteria account for 60% and 40% of the 
overall assessment weights respectively. From figure 6.3 we know that environmental issues are 
particularly underexposed in the general assessment and, consequentially, overexposed in the 
industry-specific supplements. However, SAM has publicly disclosed the supplement of only one 
industry, the pharmaceutical industry. Analyzing this industry-specific questionnaire instead of or in 
addition to the general questionnaire would not be appropriate for at least two reasons.  
• First, the purpose of this chapter is, as we mentioned in section 6.1, to assess whether or not the 

SAM and KLD methodologies are likely to be valued by economic and ethical investors. If the 
contents of the non-industry specific questionnaire are likely to be positively (negatively) valued by 
both investors groups, then it is plausible to assume that these investor groups will also positively 
(negatively) value the more extensive industry-specific instrument.  

• Second, and probably more important, is the generalizability argument. We do not know if and/or 
the extent to which the results of the pharmaceutical industry supplement analysis can be 
generalized to other industries. It is very likely that the foci of the 60 industry specific supplements 
differ substantially due to differing social and environmental impacts of products and production 
processes. For example, the social and environmental impact of an insurance company and a 
chemical company are very different. Industry specific questionnaires are likely to account for 
these inter-industry differences, resulting in different accentuations in industry-specific 
questionnaires.  

 
As far as the KLD instrument is concerned, only the part describing the social issue ratings will be 
taken into account, because our focus is on business’ contribution to sustainable development. As we 
have seen in chapters 4 and 5, this involves business’ governance, social, environmental and 
economic performance. Therefore, if we want to measure a company’s sustainability performance, we 
have to measure performance in each of these four dimensions. 
Controversial business issues are related to a company’s ethical performance. Some consider the 
production of tobacco and alcohol unethical, because of the public health effects of these commodities 
and do not want to add these types of companies to their investment portfolios.  However, this does 
not imply that tobacco and alcohol producing companies by definition are poor performers in terms of 
governance, social, environmental and economic issues. The same applies to companies producing 
fire arms, military equipment etcetera.  
In other words, we ought to make a distinction between corporate sustainability performance and 
ethical performance. Because our focus is on business’ contribution to sustainable development, we 
will only take positive screens into account (see also paragraph 6.2). Positive screens are aimed at 
selecting best-in-class performers, or sustainability leaders. 
 
2: Content analysis of the relevant sections and weights assigned to Sustainability Items,  
Sustainability Issues, Aspects and Dimensions. 
The aim of this section is to examine the extent to which the SAM and KLD screening instruments 
voice stakeholder expectations or pressures concerning companies’ contribution to sustainable 
development. Therefore both instruments will be benchmarked against the CSAF in order to establish 
their comprehensiveness and accentuation. Comprehensiveness refers to the relative number of 
Sustainability Items covered, while accentuation refers to the articulation of Sustainability Items 
measured by their respective weights.  
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The SAM and KLD instruments also cover issues that are not included in the CSAF. An overview of 
these issues is presented in table 6.3. As can be seen, the SAM and KLD screening instruments cover 
8 and 4 issues respectively that are not included in the CSAF. 
 
  Table 6.3: Issues included in the SAM and KLD scr eening instruments, but not in the CSAF. 

 Issues  Organisation  
1 Impact on stakeholders SAM 
2 Competitive forces 
3 Access to capital 
4 Agricultural chemicals KLD 

 5 Burma 
6 Corporate culture 
7 Sustainable performance of parent company 
8 Fuels 
9 Investment controversies 
10 Ozone depleting chemicals 
11 Human resources SAM/KLD 

 
 
6.4.2 Benchmarking the SAM instrument against the CSAF and the selection of (reporting) guidelines. 
SAM instrument vs. the CSAF 
Table 6.4 covers representation coefficients39 and weight distributions of the SAM and KLD 
instruments and the CSAF at the Dimension and Aspect level. The table shows that the SAM 
instrument covers 85 (or 38%) of the maximum 222 Sustainability Items of the CSAF and –as we have 
seen- also covers 4 issues that are not included in the CSAF. A complete overview of all Sustainability 
Items covered as well as the score and weight per Sustainability Item  are included in Appendix 6.4.   
 
The SAM instrument covers all four Dimensions and all but four Aspects: Competitors, Providers of 
capital, Life Support and Transport and equipment and is predominantly socially oriented. The Social 
Dimension accounts for more than half (54.4%) of the instrument weight and is with a representation 
coefficient of 1 neither over- nor underrepresented. 
With a weight of almost 36 percent, the Governance Dimension is overrepresented. Confusingly, SAM 
claims that the screening instrument covers three dimensions (i.e. economic, social and environment). 
It should be noted that the economic dimension of the SAM instrument comprises economically and 
governance related issues. The Environment Dimension is severely underrepresented in the SAM 
instrument with a weight of little over 5 percent. Although the smallest of the four, with a weight of 
almost 5 percent, the Economic Dimension is overrepresented.  
 
The Aspect articulations of the SAM instrument are fairly in line with the CSAF. Judged by their 
respective weights, the SAM instrument, just like the CSAF, typically accentuates Practices, 
Employees and Community Aspects. In the SAM instrument together these Aspects account for a 
weight of more than 65%, while in the CSAF the weight of these Aspects is little more than 50%. 
The Practices Aspect especially inclines towards severe overrepresentation (representation coefficient 
2.00) which is mainly due to the articulation of the Sustainability Issues Management systems, 
Responsible teams and individuals and Transparency (see Appendix 6.5). The accentuation of the 
other two Aspects (i.e. Employees and Community) is fairly in line with the CSAF.  
Two other Aspects that are severely overrepresented are The Board and Economic performance 
drivers, while the Aspects Emissions, Products and Services and Environmental conformance are 
severely underrepresented.  
Representation coefficients and weight distributions of the SAM instrument and the CSAF on the 
(more detailed) Sustainability Issue level can be found in Appendix 6.5. 

                                                      
39 The term representation coefficient is explained in section 5.4.3. An example of how representation 
coefficients are determined is presented in BOX 5.7. 
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Table 6.4: Representation coefficients and weight d istribution 

 
 
In table 6.5 the overlap of the SAM instrument with the CSAF and the selection of 24 (reporting) 
guidelines for all four aggregation levels (i.e. Sustainability Items, Sustainability Issue, Aspect and 
Dimension) is presented. In this table overlap is denoted in absolute figures and percentages. The 
absolute figures represent the number of overlapping Sustainability Items, Sustainability Issues, 
Aspects and Dimensions, while percentages represent the relative overlap. For example, the SAM 
instrument and the CERES Principles jointly cover 98 Sustainability Items of which they have 15 in 
common (the absolute overlap). The relative overlap at the Sustainability Item level is (15/98 *100% =) 
15%.  
Table 6.5 shows that overlap is highest at the Dimension level and lowest at Sustainability Item level. 
Overlap at the Sustainability Item level is considered the most relevant. 
 
The SAM instrument covers all four Dimensions of the CSAF, indicating that at the Dimension level 
overlap is 100 percent. Furthermore, 17 Aspects overlap causing the relative overlap to be 77 percent.  
At the Sustainability Issue level the instrument covers 64 CSAF Sustainability Issues, representing a 
relative overlap of 58 percent. The SAM instrument covers 85 Sustainability Items. At the lowest 
aggregation level relative overlap with the CSAF is 38 percent. 
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Table 6.5: Overlap between the SAM and KLD screenin g instruments, CSAF and the selection 
of (reporting) guidelines  
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Table 6.6: Correlations among the SAM and KLD scree ning instruments, the CSAF and the 
selection of (reporting) guidelines  
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However, covering identical Sustainability Items does not necessarily imply that the accentuation and 
ranking of these Sustainability Items is identical as well. Therefore, in addition, the weight distributions 
of the SAM instrument and the CSAF will be compared.  
Table 6.6 contains the Spearman correlations of the weight distributions of the SAM instrument, the 
CSAF and the selection of (reporting) guidelines. A correlation of 0 implies that the weight distributions 
are not correlated, while a correlation of 1 implies that the weights are identically ranked. Therefore, 
the higher the correlation coefficients, the more similar are the weight distributions. For reasons of 
clarity, in table 6.6 all correlations that differ significantly from 0 at the maximum 5 percent level are 
colored yellow.  
As we can see, the weight distributions of the SAM instrument and the CSAF are statistically 
significantly correlated at the Sustainability Item, Sustainability Issue and Aspect level. Correlation 
coefficients are subsequently 0.417, 0.562 and 0.776.  
Just as the overlap test discussed above, the similarity of the weight distributions increases with the 
aggregation level. Similarity of the weight distributions is lowest at the Sustainability Item level and 
highest at the Aspect level40. 
 
In Appendix 6.6 overlap of the SAM instrument and the CSAF and the selection of (reporting) 
guidelines is presented for the Governance, Social, Environment and Economic Dimensions 
separately. In Appendix 6.7 correlations of the SAM instrument and the selection of (reporting) 
guidelines for these four Dimensions are presented. Overlap in Appendix 6.6 and correlation in 
Appendix 6.7 are measured at the Sustainability Items level. 
As we can see, overlap of the SAM instrument and the CSAF is highest for the Governance 
Dimension (59%) and lowest for the Environment Dimension (15%). For the Social and Economic 
Dimensions overlap is 40 percent and 42 percent respectively.  
Correlation is statistically significant (p<0.05) and substantial for the Governance, Social and 
Environment Dimensions. Correlations range from 0.419 (Social Dimension) to 0.573 (Governance 
Dimension). 
 
SAM instrument vs. the selection of (reporting) guidelines 
Focussing on the overlap of the SAM instrument and the selection of (reporting) guidelines, table 6.5 
shows that at the Sustainability Item level the relative overlap is highest with the Social Venture 
Network’s Standards of Corporate Social Responsibility (48%). The next largest relative overlap is 
found for the Business in the Community’s Winning with Integrity, the Principles for Global Corporate 
Responsibility: Bench Marks for Measuring Business Performance and the Global Reporting 
Initiative’s Sustainability Reporting Guidelines 2002 with an overlap of 46, 45 and 37 percent 
respectively. As table 6.5 shows, at the higher aggregation levels relative overlap is substantially 
higher.  
Table 6.6 shows that correlations are significant at the p<0.05 level for the aforementioned guidelines 
at the Sustainability Item, Sustainability Issue and Aspect level. At the Sustainability Item level, 
correlation coefficients range from 0.271 for the Global Reporting Initiative’s Sustainability Reporting 
Guidelines 2002 to 0.449 for the Social Venture Network’s guidelines.  
As we already mentioned in chapter 5, the level of detail of the selected (reporting) guidelines varies 
substantially. Therefore, we might possibly draw inaccurate conclusions from the above tables. 
Especially for the Global Compact this problem is eminent. Since we only included the 9 principles of 
the Compact and not their explanation in the analysis, we might be inclined to believe that the SAM-
instrument has a larger scope and covers more issues. However, if we would have analyzed the 
explanation of these principles, the picture might have been different.  
 
For the (reporting) guidelines a condensed account of the tables 6.5 and 6.6, and the Appendices 6.6 
and 6.7 is presented in table 6.7. In this table, relative overlap and correlations of the SAM instrument 
and a sample of the selection of (reporting) guidelines are presented for all four Dimensions together 
(Overall) and for each of the Dimensions individually. 
In this table the (reporting) guideline with the highest overlap is ranked highest. In parenthesis the 
relative overlap of the (reporting) guideline with the SAM instrument is alluded, while the abbreviation 
‘corr.’ denotes the Spearman rank correlation between the weight distribution of the SAM instrument 
and the concerning (reporting) guideline. 
SAM claims that its assessment criteria are based on ‘widely accepted standards’ without specifying 
the exact nature of these standards. Besides, knowing to which (reporting) guideline the SAM 

                                                      
40 Correlations at the Dimension level are not statistically significant 
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instrument is most similar also helps to position the instrument. On the basis of table 6.7 we can say 
that overall, the screening instrument most closely resembles the Social Venture Network’s Standards 
of Corporate Social Responsibility. Overlap of the SAM instrument with this guideline is 48% and 
correlation between the weight distributions is 0.449. This does not only apply to the overall picture, 
but also to three of the four Dimensions. As can be seen, overlap of the Governance, Social and 
Economic Dimensions of the SAM instrument is highest with the Social Venture Network’s Standards 
of Corporate Social Responsibility.  
Overall, correlation is also highest between the SAM instrument and the Social Venture Network’s 
Standards of Corporate Social Responsibility. This also applies to two of the four Dimensions (i.e. the 
Governance and Economic Dimension). 
However, it should be noted that, differences in terms of overlap and correlation between the SAM 
screening instrument and the guidelines ranked first, second and third are relatively small. 
Overlap of the SAM instrument and the popular GRI sustainability guidelines is relatively small as is 
correlation between the weight distributions, indicating that contents and foci of the SAM instrument 
are only marginally in line with the GRI guidelines. 
 
Table 6.7: Overlap and correlations of the SAM inst rument with the selection of (reporting) 
guidelines  
 Overall  Governance 

Dimension 
Social  
Dimension 

Environment 
Dimension 

Economic 
Dimension 

R 
a
n
k 

Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. 

1 SVN (48) 0.449 SVN (67) 0.537 BM (45) 
SVN (45) 

0.259 
0.375 

BitC (59) 0.731 SVN (50) 0.595 

2 BitC (46) 0.444 BM (61) 0.444 CSR (44) 0.542 ICC (43) 0.518 BitC (46) 0.472 
3 BM (45) 0.346 BitC (54) 0.447 BitC (40) 0.368 CSR (36) 0.474 ISO (38) 0.475 
4 GRI (37) 0.271 GRI (50) 0.351 GRI (39) 

Caux (39) 
0.326 
0.298 

BM (32) 0.411 GRI (27) 
SAS (27) 

ns 
ns 

Legend:  
SVN = Social Venture Network, Standards of Corporate Social Responsibility 
BitC = Business in the Community, Winning with Integrity 
BM   = Principles for Global Corporate Responsibility: Bench Marks for Measuring Business 
Performance 
GRI  = Global Reporting Initiative, Sustainability Reporting Guidelines 2002 
Caux= The Caux Round Table Principles for Business. 
CSR = CSR Europe: Communicating Corporate Social Responsibility 
ISO = ISO 14031 Environmental Management-Environmental Performance Evaluation-Guidelines 
SAS = The Stakeholder Alliance, The Sunshine Standards 
ns = not statistically significant at the 5% level. 
 
6.4.3 Benchmarking the KLD instrument against the CSAF and the selection of (reporting) guidelines 
KLD instrument vs. the CSAF 
As table 6.4 shows, the KLD instrument covers 59 (or 26,6%) of the maximum 222 Sustainability 
Items. The KLD instrument also covers 8 topics that are not included in the CSAF. These topics are 
mentioned in table 6.3. A complete overview of all Sustainability Items covered by the instrument as 
well as the Sustainability Item scores and weights is presented in Appendix 6.4. 
 
Table 6.4 also shows that the KLD instrument covers all four Dimensions. With a weight of little more 
than 57 percent the Social Dimension is marginally overrepresented. The Governance Dimension too 
is slightly overrepresented with a weight of 23 percent. With a weight of almost 14 percent the 
Environment Dimension is underrepresented. The weight of the Economic Dimension is 6 percent, 
which means that the Economic Dimension is overrepresented in the KLD instrument.  
 
The KLD instrument covers all but four Aspects of the CSAF (i.e. Stakeholders, Providers of Capital, 
Research and technology and Transport and equipment) and articulates the same Aspects as does 
the CSAF: Practices, Employees and Community. In the KLD instrument together these Aspects 
account for a weight of more than 64%, while in the CSAF the weight of these Aspects is little more 
than 50%.  



 

141 
 

Severely overrepresented are the following Aspects: The Board, Competitors, Economic market value 
and Economic performance drivers. Severely underrepresented are the Aspects Principles, 
Shareholders, Business partners, and Environmental conformance. Table 6.4 further shows that 
almost all environmental Aspects are either absent or underrepresented. 
Representation coefficients and weight distributions of the KLD instrument and the CSAF on the (more 
detailed) Sustainability Issue level can be found in Appendix 6.5. 
In table 6.5 the overlap of the KLD instrument with the CSAF and the selection of 24 (reporting) 
guidelines is presented for all four aggregation levels. Overlap is denoted in absolute figures and 
percentages. The absolute figures represent the number of overlapping Sustainability Items, 
Sustainability Issues, Aspects and Dimensions. For example, the KLD instrument and the Ceres 
Principles jointly cover 77 Sustainability Items, of which they have 10 in common. The absolute 
overlap is 10 Sustainability Items. The relative overlap is (10/77 * 100%=) 13%. 
 
Table 6.5 shows that the overlap is highest at the Dimension level and lowest at the Sustainability Item  
level. As was mentioned earlier, of all aggregation levels, overlap at the lowest aggregation level is 
considered most relevant. 
The KLD instrument covers all four Dimensions of the CSAF, indicating that at the Dimension level 
overlap is 100 percent. Furthermore, 17 Aspects overlap, indicating that the relative overlap is 77 
percent. At the Sustainability Issue level the instrument covers 41 CSAF Sustainability Issues, 
implying that the relative overlap at this level is 49 percent. At the Sustainability Item level 59 Items 
are overlapping, indicating a relative overlap of 27 percent with the CSAF. 
 
However, covering identical Sustainability Items does not necessarily imply that the accentuation and 
ranking of these Sustainability Items is identical as well. Therefore, in addition, the weight distributions 
of the KLD instrument and the CSAF will be compared.  
Table 6.6 contains the Spearman rank correlations concerning the weight distributions of the KLD 
instrument and the weight distributions of the CSAF and the selection of (reporting guidelines). For 
reasons of clarity, in table 6.5 all correlations that differ significantly from 0 at the maximum 5 percent 
level are colored yellow. As can be seen, correlation between the weight distribution of the KLD 
instrument and the CSAF range from 0.687 at the Aspect level to 0.331 at the Sustainability Items 
level. The similarity of the weight distributions increases with the aggregation level. Similarity of the 
weight distributions is lowest at the Sustainability Item level and highest at the Aspect level41. 
 
In Appendix 6.6 overlap of the KLD instrument and the CSAF and the selection of (reporting) 
guidelines is presented for the Governance, Social, Environment and Economic Dimensions 
separately. In Appendix 6.7 correlations of the KLD instrument and the selection of (reporting) 
guidelines for these four Dimensions are presented. Overlap in Appendix 6.6 and correlation in 
Appendix 6.7 are measured at the Sustainability Items level. 
As we can see, overlap of the KLD instrument and the CSAF is highest for the Environment 
Dimension (31%) and lowest for the Governance Dimension (15%). For the Social and Economic 
Dimensions overlap is 28 percent and 26 percent respectively.  
Correlation is statistically significant (p<0.05) and substantial for the Governance (0.301) and Social 
Dimension (0.393).  
 
KLD instrument vs. the selection of (reporting) guidelines 
Focusing on the selection of (reporting) guidelines, table 6.5 shows that at the Sustainability Item  
level relative overlap is highest with the Principles for Global Corporate Responsibility: Bench Marks 
for Measuring Business Performance and the Global Reporting Initiative’s Sustainability Reporting 
Guidelines 2002 (30%). Second largest is The Stakeholder Alliance’s The Sunshine Standards (28 %). 
Third and fourth in line are the Social Venture Network’s Standards of Corporate Social Responsibility 
and the Business in the Community’s Winning with Integrity with an overlap of 26 and 25 percent 
respectively. 
Table 6.6 shows that correlations of the KLD instrument with these (reporting) guidelines are 
statistically significant and range from 0.171 for the Business in the Community’s Winning with 
Integrity to 0.244 for The Stakeholder Alliance’s The Sunshine Standards. 
 
 

                                                      
41 Correlations at the Dimension level are not statistically significant. 
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A condensed account of the tables 6.5 and 6.6, and the Appendices 6.6 and 6.7 is presented in table 
6.8. In this table, relative overlap and correlations of the KLD instrument and a sample of the selection 
of (reporting) guidelines are presented for all four Dimensions together (Overall) and for each of the 
Dimensions individually. In this table the (reporting) guideline with the highest overlap is ranked 
highest. In parenthesis the relative overlap of the (reporting) guideline with the KLD instrument is 
alluded, while the abbreviation ‘corr.’ denotes the Spearman correlation of the weight distribution of 
the SAM instrument and the concerning (reporting) guideline. In this table the (reporting) guideline with 
the highest overlap is ranked highest. In parenthesis the relative overlap of the (reporting) guideline 
with the SAM instrument is alluded, while the abbreviation ‘corr.’ denotes the Spearman rank 
correlation between the weight distribution of the SAM instrument and the concerning (reporting) 
guideline. 
Unlike SAM, KLD does not claim that the assessment instrument is based on a ‘widely accepted 
standards’. However,  Ruf et al (2001) suggest that the KLD assessment instrument reflects social 
measures that are of interest to social investors (p.149). If so, the KLD assessment instrument should 
most closely resemble guidelines that reflect expectations of ethical or social investors, such as the 
Bench Marks, Principles for Global Corporate Responsibility.  
As table 6.8 shows, the ranking of (reporting) guidelines differs substantially across the five columns. 
As far as the overall KLD instrument is concerned, overlap is highest with the Bench Marks, Principles 
for Global Corporate Responsibility and the Global Reporting Initiative’s, Sustainability Reporting 
Guidelines 2002. The Bench Marks, Principles for Global Corporate Responsibility recur in all four 
columns, indicating that the overlap of the KLD instrument with this guideline is relatively high for all 
Dimensions. For all (reporting) guidelines but the Keidanren’s Global Environmental Charter 
correlations are not found to be statistically significant for the Environment Dimension. Correlations 
between the Economic Dimension of the KLD instrument and the four highest overlapping (reporting) 
guidelines are not statistically significant either. We can therefore conclude that the economic and 
environmental foci of the KLD instrument and these guidelines differ substantially. 
 
Table 6.8: Overlap and correlations of the KLD inst rument with the selection of (reporting) 
guidelines  
 Overall  Governance 

Dimension 
Social  
Dimension 

Environment 
Dimension 

Economic 
Dimension 

R 
a
n
k 

Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. Guideline 
and 
relative 
overlap 

Corr. 

1 BM (30) 
GRI (30) 

0.235 
0.246 

OECD (37) 0.472 CSR (36) 0.382 BM (32) ns WB (33) ns 

2 SAS (28) 0.244 BM (29) 0.374 GRI (33) 0.327 ISO (30) ns BM (27) ns 
3 SVN (26) 0.145 SAS (27) 

ISO (27) 
0.447 
ns 

Caux (32) 0.270 BitC (29) 
GRI (29) 

ns  
ns  

OECD (25) ns 

4 BitC (25) 0.171 GRI (25) 
DEF (25) 
Kei (25) 

ns 
ns 
0.297 

BM (30) 0.229 Kei (28) 
SAS (28) 

0.279 
ns 

SVN (24) ns 

Legend:  
SVN = Social Venture Network, Standards of Corporate Social Responsibility 
BitC = Business in the Community, Winning with Integrity 
BM   = Principles for Global Corporate Responsibility: Bench Marks for Measuring Business 
Performance 
GRI  = Global Reporting Initiative, Sustainability Reporting Guidelines 2002 
Caux= The Caux Round Table Principles for Business. 
CSR = CSR Europe: Communicating Corporate Social Responsibility 
ISO = ISO 14031 Environmental Management-Environmental Performance Evaluation-Guidelines 
SAS = The Stakeholder Alliance, The Sunshine Standards 
Kei = Keidanren Global Environmental Charter 
OECD = The OECD Guidelines for Multinational enterprises. 
WB = WBCSD’s Measuring Eco-efficiency 
DEF = DEFRA: Environmental Reporting, General Guidelines 
ns = not statistically significant at the 5% level. 
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6.4.4 Compatibility of the SAM and KLD instruments 
SAM and KLD instruments vs. the CSAF 
In this section the compatibility of the SAM and KLD instruments is the central theme. Measured by 
the Sustainability Items covered, the SAM instrument is the most extensive of the two. Table 6.4 
shows that the SAM instrument comprises 85 Sustainability Items, while the KLD instrument covers 59 
Sustainability Items. The overlap with the CSAF is 38 percent for the SAM instrument and 26 percent 
for the KLD instrument. It should be noted, however, that both instruments also cover issues that are 
not included in the CSAF. If these issues are also accounted for, the SAM and KLD instruments cover 
89 and 67 issues respectively, still leaving the SAM instrument the most extensive of the two. 
The total scores of both instruments are 539 and 283 for the SAM and KLD instruments respectively. 
The total score of the SAM instrument is 1.9 times higher than the KLD score, while the number of 
Sustainability Items covered is a factor 1.4 times higher. The conclusion should therefore be that 
Sustainability Items are more elaborately addressed in the SAM instrument. 
 
At the Dimension level we can see that, in line with the CSAF, both instruments are particularly 
socially oriented. More than 50 percent of the Sustainability Items covered are social by nature. The 
accentuation of the other three Dimensions differs substantially from the CSAF. Furthermore, both 
instruments pay relatively little attention to environmental issues, while the SAM instrument especially 
overaccentuates governance related issues. For the SAM instrument the underrepresentation is 
mainly caused by the fact that environmental issues are addressed particularly in the industry specific 
questionnaires.  
 
At the Aspect level we can see that the foci of both instruments are fairly similar. In line with the CSAF 
both instruments particularly accentuate Practices, Employees and Community Aspects, although the 
weights assigned to these Aspects differ substantially between the two screening instruments and the 
CSAF. However, accentuation differs substantially across Aspects as Appendices 6.4 and 6.5 show. 
Table 6.4 shows that Aspects such as The Board and Economic performance drivers are typically 
overaccentuated in both instruments. Neither instrument covers Providers of capital, Research and 
Technology and Transport and equipment Aspects, while the Environmental conformance Aspect is 
underrepresented in both instruments. 
However, the SAM and KLD instruments are also dissimilar in many respects. The SAM instrument 
does not pay attention to the Competitors Aspect, while this Aspect is overrepresented in the KLD 
instrument. In contrast with the SAM instrument, in the KLD instrument the Economic market value 
Aspect is overarticulated. Furthermore, the SAM instrument does not address Life support issues, 
while the KLD instrument does not pay attention to the Stakeholders Aspect.  
As we can see in table 6.5, both instruments comprise all four Dimensions of the CSAF and cover 17 
of the 22 Aspects, which corresponds with an overlap of 77 percent. At the Sustainability Issue level 
overlap is lower. The SAM and KLD instruments cover 58 and 37 percent of the CSAF Sustainability 
Issues. Finally, at the Sustainability Item level overlap with the CSAF is 38 percent for the SAM 
instrument and 27 percent for the KLD instrument. The conclusion should therefore be that overlap is 
highest at the highest aggregation level and lowest at the lowest aggregation level. 
 
Overlap of both instruments with the CSAF differs substantially at the Dimension level as is shown in 
Appendix 6.6. For the Governance Dimension overlap is almost 60 percent for the SAM instrument, 
while for the KLD instrument overlap is only 20 percent. With respect to the Environment Dimension 
overlap with the SAM instrument is no more than 15 percent, while overlap of the KLD instrument is 
substantially higher: 31 percent. Overlap with the CSAF with respect to the Social and Economic 
Dimensions is 40 and 42 percent for the SAM instrument and 28 and 26 percent for the KLD 
instrument. The conclusion should therefore be that compared with the KLD instrument, overlap of the 
SAM instrument is higher for all Dimensions except the Environment Dimension. 
 
As far as the weight distributions of both instruments with the CSAF are concerned, table 6.6 shows 
that there is a pattern in the correlations: the higher the aggregation level, the higher the correlation 
and the more similar are the weight distributions. This table also shows that for the SAM instrument 
correlations with the CSAF are higher than for the KLD instrument at all levels but the Dimension 
level42. At the Sustainability Item level correlations are not overwhelming.  
Appendix 6.7 shows that correlation between the weight distributions of the SAM instrument and the 
CSAF are statistically significant yet not overwhelming for the Governance, Social and Environment 

                                                      
42 At the Dimension level correlations are not statistically significant. 
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Dimensions. For the KLD instrument statistically significant correlations are found only for the 
Governance and Social Dimension, although these correlations are found to be relatively low. The 
conclusion should therefore be that of the two instruments, the SAM instrument is -although not 
overwhelmingly- most closely matches the CSAF. 
 
SAM instrument vs. KLD instrument 
Table 6.5 shows that the overlap of the SAM and KLD instruments at the Sustainability Items level is 
24 percent. At the Sustainability Issue and Aspect level overlap is 36 and 85 percent respectively. 
Correlating the weight distributions of both instruments shows that correlation is lowest at the 
Sustainability Item level (0.151), followed by the Sustainability Issue level (0.282). At the Aspect level 
correlation is substantial (0.631).  
When zooming in on each of the four Dimensions separately (see Appendix 6.6), we can see that 
overlap between the SAM and KLD instruments is highest for the Social Dimension (32%) and lowest 
for the Environment Dimension (14%).  
Correlation of the weight distributions is statistically significant only for the Social Dimension (0.231), 
suggesting that weight distributions of the other Dimensions are not at all correlated (see Appendix 
6.7). 
The conclusion should therefore be that the SAM and KLD instruments partly overlap and that 
accentuation of Sustainability Items differs substantially between the instruments. 
 
SAM and KLD instruments vs. selection of (reporting) guidelines 
Benchmarking the SAM and KLD instruments against the sample of (reporting) guidelines shows that 
the SAM instrument bears greatest resemblance with the Social Venture Network’s Standards of 
Corporate Social Responsibility. Second in line of best matching (reporting) guidelines is the Business 
in the Community’s Winning with Integrity guideline. 
The KLD instrument does not match overtly with a single (reporting) guideline as does the SAM 
instrument. Taking this into account, the overall instrument best matches with the Global Reporting 
Initiative’s Sustainability Reporting Guidelines 2002 and the Bench Marks, Principles for Global 
Corporate Responsibility.  
 
Conclusions: 
Both instruments are only limitedly compatible and reflect different conceptions of corporate 
sustainability performance. Because of the higher score, the SAM instrument is the more extensive of 
the two. Because it covers more Sustainability Items, the SAM instrument should also be considered 
the more comprehensive of the two instruments. It should be borne in mind that the SAM instrument is 
based on general criteria only and that in combination with industry specific supplements the 
instrument’s comprehensiveness is likely to increase. 
Although overlap in terms of Sustainability Items covered and correlation between the weight 
distributions is not overwhelming, the SAM instrument most closely matches the Social Venture 
Network’s Standards of Corporate Social Responsibility. As for the KLD instrument, the most closely 
matching (reporting) guidelines are the Global Reporting Initiative’s Sustainability Reporting 
Guidelines 2002 and Bench Marks, Principles for Global Corporate Responsibility. However, overlap 
with these (reporting) guidelines is low and correlation between the weight distributions is low or does 
not exist. 
The overall conclusion should therefore be that the SAM and KLD instruments differ substantially and 
are only limitedly compatible. Obviously, the corporate sustainability performance interpretations 
underlying both instruments differ substantially.    
 
6.5 Alleged value of the (results of) the SAM and K LD methodologies to the investment 
community 
In this paragraph the central question is whether or not the investment community is likely to 
understand and value the SAM and KLD corporate sustainability performance assessment 
methodologies (i.e. assessment procedures and screening instruments) discussed above. 
The investment community can be thought to consist of two investor groups with differing interests and 
preferences: economic investors and ethical investors. Ethical investors prefer to invest in stock of 
companies demonstrating corporate sustainability performance, disregarding financial returns. On the 
other hand, economic investors are attracted by economic rewards while disregarding corporate 
sustainability performance, unless it is a precursor of (expected) future cash-flows (Mahapatra, 1984; 
Hummels and Wood, 2005). 
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Whether or not the investment community values the SAM and KLD methodologies largely depends 
on the degree to which these methodologies match with the information requirements of ethical and 
economic investors. Therefore, we will first investigate information attributes that are critical to both 
investor groups. Subsequently we will benchmark the SAM and KLD methodologies against these 
information attributes. 
This paragraph is organized as follows: in section 6.5.1 information requirements of economic 
investors are the central theme. Subsequently, in section 6.5.2 the SAM and KLD methodologies will 
be benchmarked against these attributes. In section 6.5.3 information attributes valued by ethical 
investors will be discussed, and in section 6.5.4 the SAM and KLD methodologies will be 
benchmarked against these attributes. Finally, in section 6.5.5 the conclusions will be presented. 
 
6.5.1 Information attributes most valued by economic investors 
Two distinct but related information attributes are particularly valued by investors. The first attribute is 
understandability of information. It is of utmost importance that information is understood by investors 
and that the message communicated is understood by the target group. The second attribute is that 
information must be a predictor of future financial success. Both attributes will now be discussed. 
 
A. Understandability of information  
Performance information should be provided in a ‘language’ that is understood by economic investors 
(Descano, 2001). Investors must be able to understand the message that is communicated. Two 
aspects are particularly relevant in this respect. 
 
1. The measure in which the performance indicator is expressed 
Performance indicators should be presented in quantitative, preferably financial terms (Ittner et al. 
2003; Acland, 1976; Teoh and Shiu, 1990; Bloomfield 2003). If qualitative information is provided, the 
link to financial performance must be obvious, or must be explained, because qualitative information in 
itself fails to communicate sufficiently precise impacts on a firm’s financial performance (Milne and 
Chan, 1999).  
 
2. Format in which performance information is provided 
The format in which indicators are presented is also important. Information should be presented in a 
format familiar to and appreciated by the economic investors, such as income statements, balance 
sheets, cash-flow overviews, etcetera (Teoh and Shiu, 1990; Mahapatra, 1984). 
 
In conclusion, we can say that information should be presented (preferably) in financial terms and in 
an appreciated and familiar format. In case of qualitative information the link to financial performance 
has to be obvious, or must be explained. 
However, much of the corporate sustainability performance information presented today may not meet 
the above mentioned twin test. This issue is clearly summarized by Ms Kirsty Jenkinson43, Senior 
Analyst Governance and Socially Responsible Investment of F&C Asset Management. Although she 
appreciates the increasing amount of corporate sustainability performance information disclosed in 
sustainability reports, she does not have a clear picture of how to relate this information to financial 
performance. In her opinion, reporting guidelines lack context. This is how she answered the question 
as to whether or not sustainability information can better inform the capital markets in general. 
 
“ If I am being honest (…) I truly believe that in practice of course sustainability reporting and 
sustainability in general can make capital markets more efficient and can internally to investors 
produce better results. But I have to say that there are not many times that actually it does. (…) but 
what we lack (…) is context. There are very very few sustainability reports that I can take today (..) 
and go and take them to my fund managers and (..) have a really really good discussion about what it 
could mean to our investment decisions”. 
 
This view is endorsed by Hummels and Wood (2005) and Hummels et al. (2005) who claim that 
investors positively value corporate sustainability performance information if it is fundamental to a 
company’s market value. Trusting Ms. Jenkinson, investors find it hard to understand and interpret 
corporate sustainability performance information for lack of context. 

                                                      
43 Ms Kirsty Jenkinson was one of the panellists of the Leadership Track “ Capital Markets” of ‘The 
Conference on Reporting and Sustainability’ held on the occasion of the launch of the Global 
Reporting Initiative’s third generation sustainability guidelines in Amsterdam in October 2006. 
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B. Information must be a predictor of future financial success. 
Performance information should also be related to a company’s future financial performance (Acland, 
1976; Holmström, 1979, Ernst&Young, 1997). That is, indicators must be ‘leading’ in that they 
represent the nature, size and quality of activities that are responsible for future financial results (Groot 
et al., 2000; Kaplan and Norton, 1992). But what are these ‘leading’ indicators that are most valued by 
investors? This question will now be answered. 
Previts et al. (1994) examined 479 sell-side analyst44 reports and found “substantial non-financial 
information assessment”, although the items are rather diverse. They found that information on 
corporate and management strategy is extensively used Quality of management is also considered 
important, particularly in the case of changes in corporate management. The sell-side reports also 
cover information on issues such as: major projects and their estimated effect on future performance; 
market share; competitive position; industry and economic conditions; products; customers; suppliers; 
production capabilities; marketing and distribution systems; superior production technologies; 
expenditures for research and development. 
 
Ernst & Young (1997) examined 330 sell-side investment reports and came to the same conclusion as 
Previts et al. (1994), namely that sell-side analysts rely on a broad range of non-financial criteria. Ernst 
& Young researchers identified 39 non-financial performance indicators that are frequently mentioned 
in investment reports. These indicators and their ranking are presented in table 6.9. 
The indicator most (least) frequently mentioned by sell-side analysts is ranked at place 1 (39). The five 
most widely used performance measures are Execution of Corporate Strategy and Quality of 
Corporate Strategy, Management Credibility, Innovativeness, and Ability to Attract and Retain 
Talented People. The Environmental and Social Policies measure ranks among the lowest of the 39 
indicators.  
 
The researchers also surveyed a group of 275 portfolio managers (or buy-side analysts45) and 
confronted them with the 39 non-financial performance measures presented in table 6.9. The portfolio 
managers were asked to rank these performance measures. The results are similar to those 
presented in table 6.9. The buy-side and sell-side analysts are unanimous as far as the five most 
valued indicators are concerned. Both analyst groups perceive Strategy Execution, Management 
Credibility, Quality of Strategy, Innovativeness and Ability to Attract and Retain Talented People to be 
to most important.  
Just like sell-side analysts, buy-side analysts hardly value social and environmental information. If the 
Environment and Social Policies indicators are taken as proxies of corporate sustainability 
performance, then financial analysts (and economic investors for that matter) hardly value corporate 
sustainability performance information (Hummels et al., 2005).  
 
6.5.2 Alleged value of the SAM and KLD methodologies to economic investors 
In this section the alleged value of the SAM and KLD methodologies to economic investors will be 
explained in terms of understandability and predictiveness of future financial success. 
 
6.5.2.1 The SAM corporate sustainability performance assessment methodology 
In paragraph 6.3 the SAM corporate sustainability performance assessment methodology was 
discussed. Based on publicly available information an attempt was made to reconstruct the 
assessment model. However, no (discernable) external sources to validate this reconstruction could  

                                                      
44 Sell-side analyst: an analyst employed by a brokerage firm or another firm that manages client 
accounts. Unlike that of the buy-side analysts employed by mutual funds, research produced by sell-
side analysts is usually available to the public. (source: www.investorwords.com ). 
45 Buy-side analyst: an analyst employed by an entity, such as a mutual fund, that invests on its own 
account. Unlike that of the sell-side analysts employed by brokerage firms, research produced by buy-
side analysts is usually unavailable outside the firm that hired the analyst. A sell-side analyst's focus 
when analyzing possible investments is to see whether the investment should be recommended to the 
firm's clients, while a buy-side analyst would only be interested in analyzing whether the investment is 
suitable for the firm's investment strategy and portfolio. Thus, sell-side analysts structure their 
research so that it is usable for a wider audience than buy-side research. Buy-side analysts often 
source research from sell-side analysts, and then use this information as a base for their own 
research. (source: www.investorwords.com)  
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Table 6.9: Non-financial performance indicators use d by sell-side analysts 
QUALITY OF MANAGEMENT RANK 
Execution of Corporate strategy 1 
Quality of Corporate strategy 3 
Management Experience. 7 
Quality of Organizational Vision 16 
CEO Leadership Style 24 
  
EFFECTIVENESS OF NEW PRODUCT DEVELOPMENT  
Research Leadership 9 
New Product Development Efficiency 14 
New Product Development Cycle Time 17 
Percentage of Revenues Derived from New Products 20 
  
STRENGTH OF MARKET POSITION  
Innovativeness 4 
Market Share 6 
Brand Image 13 
Strength of Marketing and Advertising 21 
Global Capacity 22 
  
STRENGTH OF CORPORATE CULTURE  
Ability to Attract and Retain Talented People 5 
Quality of Workforce 18 
Quality of Incentive Performance Systems 23 
Quality of Employee Training 28 
Employee Turnover Rates 30 
Environment and Social Policies 37 
Use of Employee Teams 38 
  
EFFECTIVENESS OF EXECUTIVE COMPENSATION POLICIES  
Alignment of Compensation with Shareholder interests 8 
Performance-based Compensation policies 12 
Ratio of CEO Compensation to Workforce Compensation 39 
  
QUALITY OF INVESTOR COMMUNICATIONS   
Management Credibility 2 
Accessibility of Management 26 
Quality of Guidance 29 
Knowledge and Experience of Investors Relations Contact 31 
Quality of Published Materials 34 
  
QUALITY OF PRODUCTS AND SERVICES   
Quality of Major Business Processes 10 
Customer Perceived Quality  15 
Product Defect Rates-Service Failure Rates 25 
Product Durability 27 
Product Quality Awards 35 
Process Quality Awards 36 
  
LEVELS OF CUSTOMER SATISFACTION   
Customer Satisfaction Level 11 
Repeat Sales Level 19 
Number of Customer Complaints 32 
Quality of Customer Service Department 33 

 Source: Ernst & Young, Measures That Matter, 1997. Available at: 
www.corporatesunshine.org/measuresthatmatter.pdf 
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be found. Therefore, we do not know whether the reconstruction provides a correct and/or complete 
picture of the assessment methodology.  
But even if the reconstruction proves correct and complete then the assessment methodology must 
still be qualified as highly complex. A plethora of weights and scores concerning a variety of issues 
ultimately results in a composite sustainability score. As was already pointed out in paragraph 6.3 it is 
very difficult to understand what a composite measure actually measures. One of the major 
disadvantages of composite measures is that much of the meaning is lost and comparison across 
firms is more difficult (Rowley and Berman, 2000).  Besides, identical scores need not reflect identical 
performance, which also raises the question as to whether these scores are reliable corporate 
sustainability performance measures.  
 
SAM explicitly claims that corporate sustainability is a business approach to create long term 
shareholder value, suggesting that corporate sustainability performance (as operationalized by SAM) 
and financial performance are positively linked. However, SAM does not clarify this relationship and 
neither does it provide hard evidence that companies assigned high sustainability scores are also 
among the best financially performing companies in the long run. 
Recently Mistra and Sustainability (Mistra 2004) analyzed the assessment methodologies of 15 CSRR 
Groups, including KLD and SAM. However, the study does not provide in depth information on the 
CSRR Groups’ corporate sustainability performance assessment methodologies. The report states 
that “all reviewed methodologies identified specific sustainability strengths, weaknesses and risks 
(both generally and to differing degrees sector specific), but only three had built into their model the 
link to investment value drivers” (p.12). SAM is one of the three CSRR Groups showing best practise. 
The report does not provide information on KLD’s performance in this respect.  
Among the specific value drivers that were identified by the Mistra researchers are shareholder value, 
revenue, regulatory liability and cost of compliance, operational efficiency, access to capital, customer 
attraction and retention, brand value and reputation, human and intellectual capital, risk profile, 
innovation and licence to operate (p.12). However, no specific information is presented at the CSRR 
Group level. The Mistra and SustainAbility study does not substantiate SAM’s claim of an alleged 
positive link between corporate sustainability performance and financial performance. It merely 
provides ‘circumstantial evidence’ that such a positive link might exist. 
 
The SAM instrument covers 85 Sustainability Items. As Appendix 6.4 shows some of these 
Sustainability Items correspond with non-financial performance indicators mentioned in table 6.9. That 
is, some of these Sustainability Items included in the SAM instrument are likely to be considered 
relevant by economic investors, while others are not. The ultimate sustainability score is the result of 
(highly) valued and not valued Sustainability Items. However, the score not only reflects performance, 
but also weights and scores that are not performance related. Therefore, it is highly unlikely that 
economic investors are able to interpret the message conveyed by this corporate sustainability 
performance measure. 
 
The conclusion should therefore be that it is highly unlikely that economic investors understand and 
value the SAM assessment methodology because neither the contents of the screening instrument nor 
the results of the assessment procedure are communicated in a language that is likely to be 
understood by economic investors.  
The SAM instrument covers some of the non-financial performance indicators presented in table 6.9, 
but we do not know whether most of the general criteria are valued by economic investors, because 
the link to future financial success is not (unambiguously) substantiated. To use the words of Ms Kirsty 
Jenkinson: the methodology lacks context. On the other hand, research by Mistra and SustainAbility 
claims that the SAM methodology includes value drivers that are of interest to the economic investors. 
Therefore it cannot be excluded that the SAM methodology may –at least to some extent- be of value 
to economic investors. These conclusions are summarized in table 6.10. 
 
Table 6.10: Are economic investors likely to value the SAM methodology? 
 Screening 

instrument 
Assessment 
procedure 

Overall 
Methodology 

Understandable No No No 
Predictor of financial success? Highly unlikely No No 
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6.5.2.2 The KLD corporate sustainability performance assessment methodology 
From paragraph 6.3 we know that social issues ratings are based on a set of strengths and concerns. 
However, we have only limited information on how these ratings come about and how the various 
issue strengths and concerns are balanced. Neither do we know the (implicit) weights assigned to 
these issues, strengths and concerns. At the individual issue level we therefore do not know whether 
identical ratings represent identical performances. If the ratings of these individual issues are moulded 
into a composite corporate sustainability performance measure, it is highly unlikely that identical rating 
results represent identical performance. As was mentioned before, one of the major disadvantages of 
composite measures is that much of the meaning is lost and that comparison across firms is more 
difficult (Rowley and Berman, 2000).  
 
Although KLD does not claim that a positive link between corporate social and financial performance 
does exist, the organization at least suggests that such relationship might exist. In ‘Domini Standards, 
Why we Buy’46 each social issue section starts with a statement corroborating this idea. Below some 
passages from these statements (implicitly) underlining the sustainability performance- financial 
performance link are presented: 
 
‘We believe that companies that help build a strong, and well-integrated, well-educated community in 
which to operate will benefit from a dedicated workforce and efficient infrastructure that should create 
a solid foundation for long term growth” (p.10). 
 
“Companies that support and encourage diversity will be better able to serve the needs of a diverse 
society (…) By taking advantage of a wide array of talents and perspectives, these companies may 
become leaders in innovation”(p.14). 
 
“Corporations that treat their workers well, we believe should in the long run have greater employee 
loyalty, higher productivity, less turnover – and greater profitability than their competitors (p16). 
 
KLD data have been used as measures of corporate sustainability performance in many studies 
focusing on the corporate sustainability performance-financial performance link. In table 6.11 eight of 
these studies are presented. Besides the measures of sustainability performance, the table also 
shows the financial performance measures that were used, as well as the direction of the corporate 
sustainability performance-financial performance link.  
Some of the studies mentioned in table 6.11 will be briefly addressed below. 
Johnson and Greening  (1994) found that short term investors are not interested in the hiring 
practices of firms and donations to the community in which they operate. These results seem to be 
contradictory to the results of the Ernst & Young (1997) study of which the results are presented in 
table 6.9. In this report analysts claim to highly value information on hiring practices. Of the 39 non-
financial indicators. “The Ability to Attract and Retain Talented People” ranks at place 5. 
On the other hand, according to Johnson and Greening, both long and short term investors positively 
respond to the product/environment dimension. Furthermore, a positive link exists between the 
community/minority dimension and accounting performance measures.  
Graves and Waddock  (1999) found that a corporate sustainability performance index based on KLD-
data positively correlates with financial performance data. If, however, quality of management is 
inserted as a control variable, the statistical significance of this relationship evaporates. The measure 
of corporate sustainability performance appears to be positively and significantly correlated with the 
quality of management variable. In other words, corporate sustainability performance might be an 
indicator of the quality of management. As table 6.10 makes clear, this indicator is highly valued by 
analysts. 
Hillman and Keim  (2001) investigated the relationship between stakeholder management and social 
issue participation, and financial performance. The stakeholder management variable comprises five 
attributes of the KLD measure: Employee Relation, Diversity Issues, Product Issues, Community 
Relations and Environmental Issues. The social issues participation variable includes various 
controversial business issues. Mainly due to the community relations dimension, the authors found a 
positive link between stakeholder management and market value added. Social issue participation, on 
the other hand results in decreased shareholder value. However, if the stakeholder and social issues  
 

                                                      
46 This brochure contains information on the KLD research methodology as well as information on the 
Domini Social 400 Index and is downloadable from www.kld.com  
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Table 6.11: The CSP-FP relationship based on KLD da ta 
Study  Sustainability Performance 

measure 
Financial Performance 
measures 

CSP-FP link  

Johnson and 
Greening (1994) 

Product/environment   
Community/environment  

Market performance  
Market performance 
Accounting performance - 

Positive; 
No relationship 
Positive 

Waddock and 
Graves (1997a) 

Eight corporate sustainability 
performance dimensions 

Return on assets Positive 
Return on equity Positive 
Return on sales Positive 

Griffin and Mahon 
(1997) 

Index comprising the following 
dimensions: 
Community relations, employee 
relations, Environment, Product, 
Treatment of women and 
minorities; Military contracts, 
Nuclear power and South Africa 
involvement. 

Return on sales 
Return on equity 
Total assets 
Return on assets 

Positive 

Graves and 
Waddock (1999) 

Community , Environment, 
Product, average of (Employee 
relations and Diversity) 
dimensions 

Return on assets 
Return on Sales 

Positive; 
No relationship 

Ruf et.al (2001) The dimensions: Product 
Liability, community Relations, 
environmental protection, 
women’s and minority issues, 
employee relations, Nuclear 
Power Involvement, Military 
Contracting, and South African 
Involvement) 

∆Return on equity 
∆Return on sales 
Growth in sales 

Positive 

Hillman and Keim 
(2001) 

Items from: Employee Relations, 
Diversity Issues, Product and 
Community Relations, 
environment. And Alcohol, 
Tobacco, Gambling, Military, 
Non-U.S. concerns over 
investment in Burma and 
Mexico. 

Market Value Added Positive 
Negative 
Neutral 

Moon (2006) Seven social issues 
(Community, corporate 
Governance, Diversity, 
Employee Relations, 
Environment, Human Rights) 
and seven controversial issues 
(Alcohol, Gambling, firearms, 
Nuclear Power and Tobacco). 

Return on Assets 
Tobin’s q 
Assets 
Sales 
Debt ration 

Negative social 
performance affects 
financial performance 
negatively; 
Positive social 
performance does not 
have any positive 
effect on financial 
performance. 

Bird et al. (2007) Strengths and concerns related 
to five social issues (Community, 
Diversity, Employee Relations, 
Environment, Product) 

Excess returns 
Market-to-book ratio 
Price-to-earnings ratio 

Diversity, Employee 
strengths are 
positively related to 
financial 
performance; 
Environmental 
strengths and 
concerns as well as 
Diversity concerns  
are negatively related 
to financial 
performance; 
Community strengths 
and concerns are not 
related to financial 
performance 

 
variables are regressed against other financial performance measures, such as returns on assets, 
return on equity and the ratio of market to books assets, no significant results are found. 
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Moon  (2006) created two measures of corporate sustainability performance: one reflecting positive 
corporate sustainability performance and one reflecting negative corporate sustainability performance. 
The positive measure consists only of strengths, while the negative measure only consists of 
concerns. He finds that a positive link between the positive corporate sustainability performance and 
financial performance measure exists and that this may be due to the existence of unobserved firm-
level heterogeneity (firm specific capabilities and resources). After controlling for firm-level 
heterogeneity he finds that a positive link between corporate sustainability performance and financial 
performance no longer exists. He concludes that firm specific resources and capabilities affect both 
corporate sustainability and financial performance. That is, firm specific resources and capabilities 
mediate the social and financial performance relationship.  
He also finds that negative corporate sustainability performance affects financial performance 
negatively. Moon’s findings seem to endorse the view put forward in chapter 3 that corporate 
sustainability performance results in improved financial performance only if it enhances a company’s 
competitive advantage.  
However, not everybody endorses Moon’s idea that strengths represent firm specific capabilities and 
resources. For example, Becchetti et al. (2007) state that most of the strengths and weaknesses 
concerning the social issues of the KLD assessment instrument are cost increasing and consequently 
have a negative impact on profitability. 
Bird et al.  (2007) examined the extent to which management is faced with a potential conflict between 
shareholders and other stakeholders when focusing on corporate sustainability performance. From a 
neo-classical perspective, managers should focus solely on the interests of shareholders. On the other 
hand, taking stakeholder theory as the starting-point, managers should take the interests of a wide 
variety of stakeholder into account.  
Enlightened stakeholder theory (see also par 2.2.10) posits that serving the interests of a wide variety 
of stakeholders is also in the interest of the shareholders of a company. Therefore this theory may 
provide a way out of this potential conflict.  
In general, Bird et al. find that serving a wide variety of stakeholders is not necessarily conflicting with 
serving the interests of shareholders. More specifically they find that employment and diversity 
strengths are positively related to financial performance, and that environmental strengths and 
concerns as well as diversity concerns are negatively related to financial performance. However, 
community issues may be a source of conflict, because the market does not seem to value community 
strengths, nor does it seem to bother much if a company is involved in community concerns. 
Especially the relationship between diversity strengths and concerns, and financial performance 
seems to be contradictory to findings of McWilliams and Siegel (1997b). They replicated an event-
study by Wright et al. (1995) and found that diversity strengths and concerns do not seem to have an 
impact on a company’s financial performance. 
 
Although table 6.11 suggests a predominantly positive relationship between measures of corporate 
sustainability performance and financial performance measures, it should be noted that much depends 
on the type of corporate sustainability performance and financial performance measure. Depending on 
the type of measure the relationship may be positive, neutral or negative.  
 
The KLD instrument covers 59 Sustainability Items. As Appendix 6.4 shows some correspond with 
indicators mentioned in table 6.9. However, the combination of Sustainability Items that are valued 
and Sustainability Items that are not or only limitedly valued by economic investors may have little 
information content. Much information is lost, because individual criteria ratings are added up to an 
overall score that cannot be interpreted by economic investors, because much of the meaning of the 
underlying criteria is lost.    
 
The conclusion should therefore be that economic investors are not able to understand and 
(consequently) value the (outcomes of the) KLD assessment methodology, because neither the 
contents of the screening instrument nor the results of the assessment procedure are communicated 
in a language that is understood by economic investors.  
There is also no hard evidence that the KLD sustainability assessment methodology signals financial 
excellence. To use the words of Ms Kirsty Jenkinson: “the methodology lacks context”. The conclusion 
is summarized in table 6.12. 
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Table 6.12: Are economic investors likely to value the KLD methodology? 
 Screening 

instrument 
Assessment 
procedure 

Overall 
Methodology 

Understandable No No No 
Predictor of financial success? Doubtful No No 

 
However, although economic investors may not be able to understand and value the (outcomes) of the 
KLD assessment methodology, outcomes may nevertheless signal information that is relevant to 
economic investors. From research by Moon (2006) we know that measures only consisting of 
‘strengths’ may signal competitive advantage, and that measures only comprising ‘concerns’ may 
signal financial concern. Research by Graves and Waddock (1999) indicates that KLD corporate 
sustainability measures may also signal ‘quality of management’.  
 
6.5.3 Corporate Sustainability Items valued by ethical investors  
As was pointed out in chapter 2, corporate sustainability performance is a ‘buzz-word’. It means 
everything, but never the same to everybody. To date, a clear, unambiguous and generally accepted 
definition and operationalization of this concept that is also endorsed by ethical investors does not 
exist. 
As we saw in paragraph 6.4, the SAM and KLD screening instruments differ substantially in terms 
extensiveness, comprehensiveness and accentuation. Both organizations more or less claim that their 
screening instruments reflect issues that are relevant to the investment community.  
But what issues are relevant (i.e. of value) to ethical investors? In order to find an answer to this 
question the selection of (reporting) guidelines presented in table 5.3 may be of help. Particularly two 
guidelines: The Bench Marks, Principles for Global Corporate Responsibility and Global Reporting 
Initiative’s Sustainability Reporting Guidelines 2002. 
The Bench Marks, Principles for Global Corporate Responsibility reflects the requirements of ethical 
investors, since it was developed by interfaith religious organizations such as the U.S.A. based 
Interfaith Center on Corporate Responsibility (ICCR). The ICCR represents 275 faith-based 
institutional investors with combined holdings of around $90 billion (Anderson, 2006).  
The Sustainability Reporting Guidelines 2002 are the most prominent and renowned sustainability 
reporting guidelines available today, reflecting requirements of a plethora of stakeholder groups, 
including (ethical) investors. A brief description of both guidelines can be found in Appendix 5.2.  
Because these two guidelines are considered to reflect issues that are valued by ethical investors, the 
SAM and KLD screening instruments will be benchmarked against these (reporting) guidelines in 
order to find out whether or not the contents of these instruments are likely to be appreciated by 
ethical investors. 
 
6.5.4 Alleged value of the SAM and KLD methodologies to ethical investors. 
In table 6.13 elements of tables 6.7 and 6.8 as well as Appendices 6.6 and 6.7 are summarized. In the 
overview, overlap with and correlation between the SAM and KLD instruments and The Bench Marks, 
Principles for Global Corporate Responsibility and the Global Reporting Initiative’s Sustainability 
Reporting Guidelines 2002 are presented for the overall instrument and the four Dimensions of the 
CSAF. Overlap and correlation are measured at the Sustainability Item level. Overlap refers to the 
extent to which the (reporting) guidelines and the SAM and KLD instruments cover identical issues. 
Correlation –as measured by the Spearman rank correlation - refers to the extent to which the weight 
distributions are identical. Table 6.13 will now be explained. 
 
Table 6.13 shows that, compared with the KLD instrument, overlap of and correlation between the 
SAM instrument and the Principles for Global Corporate Responsibility: Bench Marks for Measuring 
Business Performance is higher for the overall instrument and the Governance and Social Dimension. 
Correlations of the SAM instrument are also higher for the Environment Dimension. As can be seen, 
correlation between this guideline and the SAM and KLD instruments is not statistically significant for 
the Economic Dimension. Furthermore, for the KLD instrument correlation between the Environment 
Dimension and the Principles for Global Corporate Responsibility: Bench Marks for Measuring 
Business Performance is also not statistically significant. 
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Table 6.13: Overlap and correlation between the SAM  and KLD instruments the Principles for 
Global Corporate Responsibility: Bench Marks for Me asuring Business Performance and the 
Global Reporting Initiative, Sustainability Reporti ng Guidelines 2002. 
   SAM KLD 
 Bench Marks GRI Bench Marks GRI 
Overall  
Overlap 
Correlation 

 
45% 
0.364 

 
37% 
0.271 

 
30% 
0.235 

 
30% 
0.246 

Governance  
Overlap  
Correlation 

 
61% 
0.444 

 
50% 
0.351 

 
29% 
0.374 

 
25% 
ns 

Social  
Overlap  
Correlation 

 
45% 
0.259 

 
39% 
0.326 

 
30% 
0.229 

 
33% 
0.327 

Environment  
Overlap  
Correlation 

 
32% 
0.411 

 
24% 
0.375 

 
32% 
ns 

 
29% 
ns 

Economic  
Overlap  
Correlation 

 
21% 
ns 

 
27% 
ns 

 
27% 
ns 

 
22% 
ns 

ns= not significant  
 
Overlap of the overall instruments with the Global Reporting Initiative’s Sustainability Reporting 
Guidelines 2002 is highest for the SAM instrument. This also applies to all Dimensions but the 
Environment Dimension.  
Correlations are also higher for the overall SAM instrument and the Governance and the Environment 
Dimensions, while correlations are not statistically significant for the Economic Dimension. For the 
KLD instrument, non-significant correlations are found for the Governance, Environment and 
Economic Dimensions.  
 
Measured by the issues covered by the Bench Marks, Principles for Global Corporate Responsibility 
and the Global Reporting Initiative’s Sustainability Reporting Guidelines 2002, the conclusion should 
be that the corporate sustainability performance perception underlying the SAM and KLD instruments 
is only partly in line with that of both guidelines and the both instruments only partly cover issues that 
are deemed relevant by ethical investors.  
However, it is unlikely that the assessment procedures as part of the SAM and KLD methodologies 
are valued by ethical investors. This is mainly due to the fact that the rating procedures are absent or 
obscure.  
The conclusion should therefore be that it is unlikely that ethical investors are able to (positively) value 
the overall SAM and KLD corporate sustainability performance assessment methodologies. The 
conclusions are summarized in table 6.14. 
 
Table 6.14: Are ethical investors likely to value t he SAM and KLD methodologies? 
 Screening 

instrument 
Assessment 
procedure 

Overall 
Methodology 

SAM Maybe No No 
KLD Maybe No No 

 
6.6 Conclusions 
In this chapter the SAM and KLD corporate sustainability performance methodologies were evaluated, 
primarily because we want to know whether or not these are likely to be understood and valued by 
economic and ethical investors.  
Like more research and rating agencies presently active in the field, SAM research is part of a larger 
organization: the SAM Group, an asset management firm for institutional and private investors. The 
SAM Group (based in Zürich, Switzerland) also launched in cooperation with Dow Jones and STOXX, 
some of the world’s most renowned sustainability indexes, such as the Dow Jones Sustainability Index 
family.  
KLD is a genuine sustainability performance research and rating organization. KLD launched a line of 
ethical indexes, such as the Domini Social 400 Index. In contrast with the SAM Group, the KLD 
indexes only comprise USA-based companies.  
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SAM and KLD are only two -although major- players in the sustainability rating and research arena. 
Accurate estimates of the number of sustainability research and rating agencies presently active in the 
field are not available. World-wide the number of organizations is believed to be at least 40. Usually, 
these research and rating organizations are relatively small and have a variety of backgrounds. 
 
All corporate sustainability research and responsibility agencies use a (proprietary) corporate 
sustainability performance assessment methodology, which consists of two elements: a screening 
instrument and an assessment procedure. The screening instrument is a tool that is used for 
measuring or evaluating corporate sustainability performance. The assessment procedure describes 
how the results of the screening instruments are processed. 
In order to assess the value of the methodology for economic and ethical investors, the SAM and KLD 
assessment procedures and the screening instruments were analyzed based on publicly available 
information.  
As far as the SAM procedure is concerned, part of the information that was used for making a 
reconstruction of the assessment procedure stems from sources that no longer exist. Neither do we 
know whether the information that is available accurately describes the assessment procedure. What 
we do know is that the assessment procedure is very complex and involves a lot of criteria, weights 
and scores. A theoretical underpinning for the assessment procedure could not be discerned. The 
assessment procedure results in a sustainability score. However, identical scores do not necessarily 
reflect identical performance(s), implying that the sustainability score is not a reliable measure of 
corporate sustainability performance. Furthermore, because performance is condensed into a single 
numerical score, much of the initial information is lost, making inter-company and inter-industry 
comparison difficult.  
With respect to the KLD rating procedure, we can say that only very limited information is available. 
We know that the KLD screening instrument covers 7 social issues and 9 controversial issues. We 
also know that, for each social issue strengths and concerns are formulated. However, we do not 
know how performance is measured. We also do not know how issues, strengths and concerns are 
weighted.  
 
In conclusion we can say that SAM and KLD are only marginally transparent about their rating 
procedure. This is remarkable, since transparency is an essential attribute in terms of corporate 
sustainability performance (research and rating). Especially research and rating agencies should 
practice what they preach. In section 6.2.2, citing De Hoo and King (2002), we mentioned that the 
extent of overlap between rating agencies is relatively small. If so, then it is hardly surprising to find 
rating results of companies to be different among CSRR Groups. The rich variety of corporate 
sustainability performance assessment methodologies can also turn itself against the rating industry. 
Therefore, a uniform approach that is used and respected by all the players in the field, but that leaves 
room for individual corporate sustainable responsibility research and rating agencies to accentuate 
specific characteristics, would be very welcome. 
 
In the SAM and KLD instruments (i.e the SAM Research Corporate Sustainability Assessment 
Questionnaire 2004 and the KLD Research, Social Ratings Criteria, SOCRATES Company Profiles, 
2006) used for evaluating corporate sustainability performance, social issues are dominant. More than 
half of the Sustainability Items included in these instruments are social by nature.  
Governance and economics related Sustainability Items are overaccentuated in the SAM and KLD 
instrument, while environmentally related Sustainability Items are underrepresented in both 
instruments. For the SAM instrument this is mainly due to the fact that we only analyzed the general 
criteria based instrument.   
 
Benchmarked against the selection of (reporting) guidelines the SAM instrument is most in line with 
the Social Venture Network’s, Standards of Corporate Social Responsibility. The KLD instrument most 
closely resembles the Principles for Global Corporate Responsibility: Bench Marks for Measuring 
Business Performance and the Global Reporting Initiative, Sustainability Reporting Guidelines 2002. It 
should be noted that overlap is relatively poor and correlation between the weight distributions of the 
screening instruments and (reporting) guidelines is not overwhelming.  
 
Overall, we can say that the corporate sustainability performance perceptions underlying the SAM and 
KLD instruments differ substantially. Although the SAM and KLD instruments both measure corporate 
sustainability performance, they cannot be used interchangeably.  
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The contents of the SAM and KLD screening instruments only marginally correspond with information 
attributes most favored by economic investors. It is of critical importance that the corporate 
sustainability performance message is communicated in a language that is understood by economic 
investors. This requires that corporate sustainability performance information should preferably be 
expressed in financial terms and presented in a format appreciated by and familiar to economic 
investors. In the case of non-financial performance indicators, the link with financial performance must 
be obvious. The SAM and KLD methodologies only marginally meet with these requirements. 
Therefore it is highly unlikely that screening instruments contain information that is of value to 
economic investors.  
 
In order to assess the value of the SAM and KLD screening instruments to ethical investors, these 
screenings instruments were benchmarked against two (reporting) guidelines the Bench Marks, 
Principles for Global Corporate Responsibility and the Global Reporting Initiative’s Sustainability 
Reporting Guidelines 2002. The first set of guidelines was developed by religious organizations, 
among which the U.S.A. based Interfaith Center on Corporate Responsibility (ICCR). The GRI 
reporting guidelines are the most widely used and well-known sustainability guidelines available to 
date.  
Overlap of and correlation with the SAM instrument and the GRI guidelines and the Bench Marks for 
Measuring Business Performance is 45% and 37%, and 0.364 and 0.271 respectively. Overlap of and 
correlation of the KLD instrument with these (reporting) guidelines is 30% and 30%, and 0.235 and 
0.246 respectively. 
The conclusion should therefore be that both screening instruments only limitedly cover Sustainability 
Items that are appreciated by ethical investors.  
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Chapter 7: Investor value of corporate sustainabili ty performance information 
 
7.1 Introduction 
Using the CSAF developed in chapter 5, in the previous chapter the methodologies of two key players 
in the sustainability rating and research arena (SAM and KLD) were analyzed. We concluded that the 
corporate sustainability performance notions underlying both methodologies differ substantially. We 
also asked ourselves whether or not economic and ethical investors are likely to value the (results of 
the) SAM and KLD corporate sustainability performance assessment methodologies. As we saw, 
investors are not likely to understand and value these methodologies mainly because of lack of 
context. However, it cannot be completely ruled out that these methodologies and/or their results do 
somehow signal financial excellence.   
More or less the same applies to ethical investors. The contents of the SAM and KLD screening 
instruments only partly resemble the Bench Marks, Principles for Global Corporate Responsibility and 
the Global Reporting Initiative’s Sustainability Reporting Guidelines 2002. As was explained in the 
previous chapter, these guidelines are believed to reflect requirements of ethical investors. The CSAF 
was used as a benchmark facilitating the comparison of the SAM and KLD screening instruments and 
the aforementioned (reporting) guidelines. However, we ought to take into account that, although 
ethical investors are not likely to understand and value the KLD and SAM corporate sustainability 
performance assessment methodologies, being a sustainability leader according to these 
methodologies may nevertheless signal ethical excellence. 
 
As was pointed out in chapter 1, in this this thesis corporate sustainability performance information 
specifically refers to (the results) of the sustainability assessment methodologies underlying the Dow 
Jones Sustainability World Index (DJSI-World) and the Domini Social 400 Index (DSI). The term 
‘results’ refers to additions to and deletions from these indexes.  
The SAM assessment methodology underlies the DJSI-World, while the DSI is based on the KLD 
assessment methodology. These indexes will be further explained in paragraph 7.2.  
In order to examine whether or not investors respond to the dissemination of corporate sustainability 
performance information, stock market reactions to DJSI-World and DSI addition and deletion 
announcements will be measured. If indeed the stock market values this information, then these 
announcements might very well result in positive or negative (cumulative) abnormal returns.    
 
A plethora of studies have been conducted focusing on how the investment community responds to 
corporate sustainability performance events. In table 7.1 an overview of nineteen event-studies with 
corporate sustainability performance events and one meta-study focusing on incidents of socially 
irresponsible and illicit behavior is presented.  
Apparently, stock markets respond negatively to environmental crises and positively to winning 
environmental awards (Klassen and Mclaughlin, 1996). The same applies to winning awards for 
exemplary affirmative behavior and settlement of discrimination lawsuits (Wright et al. 1995), as well 
as the winning of quality awards (Hendricks and Singhal, 1996). 
Friedman and Singh (1989) also find remarkable results in case of CEO succession. If a new CEO 
takes office after a period of poor corporate performance, his or her coming is welcomed by the 
market, while an opposite reaction occurs if the presuccession period is characterized by high 
corporate performance. On the other hand, studies concerning announcements of companies 
withdrawing investments from South-Africa (Postnikoff, 1997 and Meznar et al., 1994) show varying 
results. Withdrawal from South-Africa may result in higher as well as lower returns. Similar results are 
found for companies subscribing to the Sullivan Principles (McMillan, 1996; Patten, 1990). 
 
The fact that stock markets respond to boycott announcements (Davidson et al., 1995), strike 
announcements (Becker and Olson, 1996) and product recall announcements (Bromiley and Marcus, 
1989; Pruit and Peterson, 1986) is not difficult to understand. Strikes, boycotts and product recalls are 
cost increasing events. Higher costs result in lower profits and lower market value. In fear of losing 
money, investors divest themselves of shares of companies showing acts of irresponsible behavior, 
causing share prices to fall and market value to deteriorate.  
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Table 7.1: Event studies concentrating on corporate  sustainability performance events  
 Study  Event  Market Reaction  
1 Postnikoff (1997) Disinvestment or withdrawal 

announcements from South Africa by 
American firms 

Market reacts positively 

2 Worrell et.al (1991) Layoffs announcements Market reacts negatively 
3 Davidson et.al (1995) Boycott announcements Market reacts negatively 
4 Becker and Olson 

(1986) 
Announcement Strikes Market reacts negatively 

5 McMillan (1996) Announcement of compliance with 
Sullivan Principles 

No market reaction 

McDonalds Corporation 
environmental statement 

Market reacts positively 

6 Klassen and McLaughlin 
(1996) 

Environmental crises Market reacts negatively 
Environmental Awards Market reacts positively 

7 Nayyar (1995) Reports of customer services 
increases 

Market reacts positively 

Reports of customer services 
decreases 

Market reacts negatively 

8 Bromiley and Marcus 
(1989) 

Automobile recalls Market reacts negatively 

9 Pruit and Peterson 
(1986) 

Product recall announcements Market reacts negatively 

10 Wright et.al. (1995) Awards for exemplary affirmative 
awards 

Market reacts positively 

Settlement of discrimination lawsuits Market reacts negatively 
11 Davidson and Worrell 

(1988) 
Announcement of corporate 
illegalities 

Market reacts negatively 

12  Patten (1990) Signing of the Sullivan Principles Market reaction: higher 
trading volumes of the non-
signing firms 

13 Jarell and Pelzman 
(1985) 

Automobile recalls  Market reacts negatively 
Recalls of pharmaceutical products Market reacts negatively 

14 Randall Wooldridge and 
Snow (1990) 

Public announcements of corporate 
strategic investment decisions 

Market reacts positively 

15 Davidson and Worrell 
(1992) 

Product recall announcements in the 
automobile industry 

Market reacts negatively 

16 Friedman and Singh 
(1989) 

CEO succession; presuccession 
performance was poor 

Market reacts positively 

CEO succession; presuccession 
performance was good 

Market reacts negatively 

CEO succession caused by 
retirements 

No market reaction 

17 Meznar et.al (1994) Announcements of withdrawal from 
South Africa. 

Market reacts negatively 

18 Hendricks and Singhal 
(1996) 

Winning of a quality award. Market reacts positively 

19 Frooman (1997) Incidents of socially irresponsible and 
illicit behaviour 

Market reacts negatively 

20  Becchetti et al. (2007). Domini Social 400 Index addition and 
deletion announcements. 

Market responds negatively 
particularly to deletion 
announcements. 

 
Frooman (1997) meta-analyzed 27 event-studies measuring stock market reactions to incidences of 
socially irresponsible behavior (product-recalls, anti-trust suits, hazardous waste lawsuits, criminal 
fraud, criminal misconducts etc). He finds that stock markets respond negatively to announcements of 
socially irresponsible and illicit behavior. Again these results can easily be explained since these 
announcements signal higher costs and deteriorating (future) cash flows.  



 

159 
 

As will be explained in paragraph 7.2, companies are added to the Domini Social 400 Index for –
amongst other things- notable strengths in relation to one or more of the social issues mentioned in 
table 4.2. Companies are deleted from the index if it no longer complies with KLD’s exclusionary 
standards, or when it shows poor social or environmental performance.  
According to Becchetti et al. (2007) the negative market response to deletion announcements is likely 
to be caused by individual socially responsible savers, a portfolio rebalance of socially responsible 
investment funds portfolios using passive strategies on the DSI, or a concurring negative shock 
coinciding or anticipating exit from the index (p.19). However, the link between social issue concerns 
and cash flows is less obvious than in the case of product-recalls, strikes etc.  
 
In conclusion we can say that if an event can be linked to a company’s cash flows, financially oriented 
investors respond by buying or selling stock of these companies. If, on the other hand, events cannot 
be linked to cash-flows, it cannot be said with certainty that stock markets will react. 
 
The purpose of this chapter is to investigate whether or not investors respond to announcements of 
additions to the DJSI-World and DSI and deletions from the DJSI-World although it is highly unlikely 
that the investment community can understand and values the results of the assessment 
methodologies underlying both indexes. 
However, we should be careful not to be too ambitious. If investors are likely to understand and value 
the (results of) the methodologies underlying the DJSI-World and DSI, they may respond to this signal 
by buying or selling stock. However, the reverse is not necessarily true. A market response to addition 
and deletion announcements may be caused by other factors than the understandability and alleged 
value of the assessment methodologies to investors.  
Four response options can be distinguished in this respect. These responses are visualized in figure 
7.1  
 
Figure 7.1: Classification of response options 

 
 
Option I  
This option represents the situation that investors are likely to understand and value the assessment 
methodologies underlying the DJSI-World and DSI and do react if announcements of additions or 
deletions are disseminated to the capital market.  
Depending on the information content, investors may decide to buy or sell stock of the companies 
concerned. If investors positively value the assessment methodologies, then they will be expected to 
buy stock of the companies concerned, thus bidding up stock prices which may ultimately result in 
positive (cumulative) abnormal returns. If investors negatively value the assessment methodologies, 
then they will be expected to divest themselves of stock of these companies, causing stock prices to 
fall, which may ultimately result in negative (cumulative) abnormal returns. 
 
Option II 
This option represents the situation that investors are likely to understand and value the assessment 
methodologies underlying the DJSI-World and DSI and do not react if announcements of additions or 
deletions are disseminated to the capital market. 
Investors will not respond although they (are likely to) understand and value the information content of 
the sustainability assessment methodologies underlying both indexes. Therefore no (cumulative) 
abnormal returns are to be expected in case of addition to and deletion announcements.  
This option does not seem to make much sense, for if investors are likely to understand and value the 
underlying assessment methodologies, then they also can be expected to respond if corporate 
sustainability performance information is disseminated to the market. However, it is possible that these 
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variables are decoupled and that the disseminated sustainability performance information (i.e. addition 
and deletion announcements) communicates a message that differs from the the underlying 
methodology. 
 
Option III 
This option represents the situation that investors are not likely to understand and  value the 
assessment methodologies underlying the DJSI-World and DSI, but nevertheless do react if 
announcements of additions or deletions are disseminated to the capital market. 
 
At first sight this option does not seem to make much sense, because responding to information 
requires that the information is understood and valued. If investors do not understand information 
items, then it makes sense to believe that they will also not respond if this information is disseminated 
to the market. 
In case of the assessment methodologies underlying both indexes this would imply that investors do 
not value these methodologies, but nevertheless respond to announcements of additions and 
deletions based on these methodologies. 
However, this option is not entirely hypothetical. It may be that the information content of the 
disseminated information is decoupled from the underlying sustainability assessment methodologies. 
For example, investors may not be able to value a corporate sustainability performance assessment 
methodology, but the simple fact that a company is proclaimed socially and/or environmentally 
responsible may be reason in itself for investors to respond, because social and environmental 
responsibility may signal such things as good corporate leadership or management, or care for the 
environment and the community of which the company is part, low risk or financial excellence. 
 
Option IV 
This option represents the situation that investors are not likely to understand and value the 
assessment methodologies underlying the DJSI-World and DSI and do not react if announcements of 
additions or deletions are disseminated to the capital market.  
In this case no positive or negative (cumulative) abnormal results are expected to occur. 
 
Considering the conclusions of the previous chapter, options III and IV are the most obvious ones. 
 
 
  Scheme 7.1: Structure chapter 7                
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Scheme 7.1 illustrates how this chapter is organized. The DJSI-World is based on the SAM 
assessment methodology, while the KLD methodology provides the basis for the DSI.  
Although the (results of the) corporate sustainability performance assessment methodologies of both 
rating and research agencies are not likely to be understood and valued by economic and ethical 
investors alike, passing these sustainability tests might nevertheless convey information that is 
relevant to the investment community. That is, the investment community might respond to 
announcements of additions to and deletion from these indexes.  
Market responses will be measured using the event-study methodology. This research methodology 
will be elucidated in paragraph 7.3. The event will be further dwelt upon and attention will be paid to 
the techniques used to measure (cumulative) abnormal returns. The assumptions underlying the 
event-study methodology as well as research design issues and the company data will also be 
discussed.  
In paragraph 7.4 market responses to DJSI-World and DSI addition and deletion announcements will 
be presented. These responses will be explained in paragraph 7.5. Finally, in paragraph 7.6 
conclusions will be presented. 
 
7.2 The Dow Jones Sustainability World Index (DJSI- World) and the Domini Social 400 Index 
(DSI) 
In this paragraph the Dow Jones Sustainability World Index and the DSI will be elucidated.  
 
7.2.1 The Dow Jones Sustainability World Indexes47 
Launched in September 1998 in cooperation with Dow Jones & Company, the Sustainability World 
Indexes tracks the top 10 % of the companies in the Dow Jones Global Index (DJGI) of leading 
companies in the terms of sustainability. To be eligible for inclusion in the DJSI-World companies must 
rank among the largest 2500 stocks included in the DJGI by free floating market capitalization. 
 
Companies are assessed on the basis of general and industry-specific economic, environmental and 
social performance criteria. The assessment methodology (discussed in Chapter 7) results in a 
corporate sustainability score per company. In each of the 60 DJSI-World industry groups companies 
are ranked according to their sustainability performance score. Only industry groups where the highest 
ranked company has a sustainability performance score of at least one fifth of the maximum score are 
eligible for addition to the DJSI-World. Furthermore, the corporate sustainability performance score 
has to be at least one third of the highest ranked company in the same industry group. 
 
The target selection for each eligible DJSI industry group is 10% of the companies in that group. In a 
first step, the top 7% of the eligible companies are selected by industry group, based on their 
corporate sustainability performance score. Subsequently, companies which are ranked between the 
top 7% and 13% are selected. If after these two steps the target of 10% is still not reached, additional 
companies from that group are added to the selection until the target is reached. 
 
The Indexes are free float market capitalization weighted. That is, the total number of shares 
outstanding, excluding any block ownership (that is the sum of all holdings larger than 5% held by 
companies, governments, families and private investors, but excluding those by investment 
companies and funds that have to be reported to the domestic regulatory agencies). The maximum 
weighting of a component48 in the index is capped at 10%. At reviews, any component weighting that 
is more than 10% is reduced to 10% by a weighting cap factor. 
The target market capitalization coverage for each DJSI-World market sector49 is 20% of the DJGI 
market capitalization for that sector. If the cumulative market capitalization of the selected companies 
exceeds this target, then no further companies from this market sector are selected for the DJSI-
World. If, on the other hand, the market capitalization target is not yet reached, then more companies 

                                                      
47 Information on the indexes launched and supported by SAM originates from the Dow Jones 
Sustainability Indexes web site: www.sustainability-indexes.com; Dow Jones Sustainability World 
Indexes Guide, version 6.0, September 2004; Dow Jones Sustainability World Indexes Guide, Version 
7.0, September 2005; Deutsche Bank AG “Portfolio, Index&Futures Research”, October 2002.  
The Guides and the Deutsche Bank report were downloaded from the above mentioned website. 
48 A component of the DJSI-World refers to a company that is part of the DJSI-World constituency. 
49 Pertaining to the DJSI indexes a distinction is made between industries and market sectors. Each 
company is assigned to one of the 60 industry groups, which are subdivided in 18 market sectors. 
Hence, a market sector comprises at least (but usually more than) one industry group.  
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from this market sector are selected on the basis of their sustainability ranking until the cumulative 
market capitalization is as close as possible to the market capitalization target. 
The DJSI-World Indexes are calculated as a price and return index in both US dollars and Euros. 
 
Although the selection procedure is very detailed and transparent, Chatterji and Levine (2006) do have 
some critical remarks. They state that in 2001 the response rate to the questionnaire send out to the 
Dow Jones Globel Index constituents was no more than 25%. If we assume that a survey is sent to all 
DJGI members, it can be estimated that a good 625 companies, which is roughly twice the index 
constituency, are likely to have filled in the survey. In other words, respondents have a good 50 
percent chance of being included in the DJSI-World just by filling in the questionnaire. Therefore, the 
non-response bias is likely to be considerable. 
 
Annual changes to the composition of the DJSI-World are announced at the review date in 
September. The index is effectively adjusted on the third Friday of September. The review information 
(implementation, effective dates etc) is disseminated through press releases and via 
www.sustainability-indexes.com. Changes to the index are announced with a minimum two-week 
notification period. 
The Dow Jones Sustainability Index World is continuously reviewed for changes caused by corporate 
actions such as mergers, take-overs, spin-offs, initial public offerings, delistings and bankruptcy that 
might affect the components of the index and their corporate sustainability performance. Index 
components are also continuously monitored. The objective of Corporate Sustainability Monitoring is 
to verify a company’s involvement and management of critical environmental, economic and social 
crisis situations that can have a damaging effect on its reputation. In addition, the consistency of a 
company’s behavior and management of crisis situations is reviewed in line with its stated principles 
and policies.  
Monitoring involves media and stakeholder analysis with respect to the impact of a crisis on a 
company’s reputation and its core business. Also corporate communication and crisis management is 
monitored. If crisis management is considered poor, the company may be excluded from the index 
 
Furthermore, quarterly reviews are implemented during March, June, September and December. 
These changes become effective on the first Monday after the third Friday of the review month. 
Constituent changes will be announced at least two business days prior to the implementation date. If 
as a consequence of the review a change in the weighting of any component surpasses the 10 
percent market capitalization level, the weighting is reduced to 10 percent by a weighting cap factor.  
 
The Dow Jones Sustainability World Index family consists of the following ‘members’50: 
 
Composite Index  
This index tracks the performance of the top 10% of the companies in the Dow Jones Global Index 
that lead the field in terms of corporate sustainability. 

 
Specialised Indexes 
Dow Jones Sustainability World Index excluding Alcohol 
Dow Jones Sustainability World Index excluding Gambling 
Dow Jones Sustainability World Index excluding Tobacco 
Dow Jones Sustainability World Index excluding Armaments & Firearms 
Dow Jones Sustainability World Index excluding Alcohol, Gambling, Tobacco, Armaments & Firearms 
The specialised indexes are subsets of the Composite Index. 
 
Performance of the DJSI-World Composite 
Figure 7.2 illustrates return performance of the DJSI-World Index from 31 December 1993 until and 
including the 2005 revision date (7 September) and is based on total returns, that is inclusive of 
dividend yields. If one had invested $100 in the DJSI-World at the launch of the index, returns would 
have accrued to $293 on 7 September 2005. 
 
Having the index started from 31 December 1993 onwards is remarkable, since the index was 
launched in September 1999 and the SAM-Group was founded in 1995. From 1998 returns are 
‘interpolated’ to 1993 based on a fixed portfolio. Since its launch in September 1999 until the end of 

                                                      
50 For more information about indexes launched and still supported by SAM: see Appendix 6.1. 
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2002 the index has shown a downward trend, from which it had still not completely recovered in 
September 2005. 
 
7.2.2 The Domini Social 400 Index51 
The Domini 400 Social Index launched on 1 May 1990, monitors performance of 400 U.S.-companies. 
Approximately 250 of these companies are included in the S&P 500. Although the Index is modeled on 
the S&P 500, it also comprises 100 large non-S&P 500 companies and 50 companies with exceptional 
social features. 
 
In order to be eligible to be included in the DSI, companies have to pass an exclusionary screen and 
are also submitted to a qualitative screen. In addition, companies also have to meet the following 
criteria:  
 
 Figure 7.2: DJSI-world Total Return Index in US$ ( Sept 1993-Sept 2005)            

Source: www.sustainability–indexes.com 
 
(1) the market capitalization should be $200M or more,  
(2) a minimum of 5M float adjusted shares,  
(3) minimum $5 stock price, 
(4) a debt to equity ratio less than 70 (although higher for certain sectors) and  
(5) positive trailing of 12 month earnings. 
 
The exclusionary screen does not allow companies to be included in the DSI if 2 percent or more of its 
revenues are derived from the sales of military weapon systems. The same applies to companies 
deriving any revenues from the manufacture of alcohol, tobacco products, or gambling products or 
services. Also electric utilities that, own, operate, or design nuclear power plants are deemed 
ineligible.  
Companies that passed the exclusionary screen are submitted to a qualitative screen. Performance is 
measured on the following issues: community, corporate governance, diversity, employee relations, 
environment, human rights, and product safety & usefulness. 

                                                      
51 Index information is taken from KLD’s web site (www.kld.com) , the brochure “Domini Standards, 
Why We Buy” and the Deutsche Bank’s “Portfolio, Index&Futures Research”, October 2002. The 
brochure is available at www.domini.com/common/pdf/Standards_Brochure.pdf, and the Deutsche 
Bank study is downloadable from www.sustainability-indexes.com/htmle/publications/studies  
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If a company passes the qualitative screen, it is not necessarily added (directly) to the index 
constituency. This largely depends on three factors. KLD favors companies: 
1. with strong social and/or environmental records 
2. with large market capitalization. 
3. in industries in which the DSI is underrepresented relative to the S&P500 
 
However, we do not know which of the above mentioned factors is given the highest weight when a 
company is added to the DSI. Addition announcements are typically disseminated via press releases 
and KLD’s website.  
 
If a company is removed from the DSI, a new company will be added. A company may be removed 
from the DSI if it no longer complies with KLD’s exclusionary standards, or when it shows poor 
environmental or social performance. However, KLD is very reluctant to remove companies from the 
DSI. Elimination from the index will be effectuated only when it is clear that social concerns will be 
long-lasting and of major proportions. Once removed from the Index, the company’s place will be 
taken by another company on the condition that market capitalization and industry representation are 
not violated. Once a company is removed it is not eligible for entering the index for at least two years. 
A company is also removed from the DSI in case of bankruptcy, a merger, or when it is split up in two 
or more companies. 
 
Performance of the DSI. 
Figure 7.3 shows total return performance of the DSI. An investment of $100 made on 1 May 1990 
would have accrued to $577 in September 2005. The index peaked in March 2000, reaching almost 
the 700 points level. From that time onwards until September 2002 the trend was downward, reaching 
its lowest point in August 2002. Although the index gained momentum from that moment on, in 
September 2005 it still had not fully recovered.   
 
Figure 7.3: DSI, Total Return Index, May 1990-Sept 2005       

 
 Source: KLD Research & Analytics 
 
7.3 The event-study 
For measuring the stock market’s reaction to announcements of companies shortly to be added to the 
DJSI-World and DSI and deleted from the DJSI-World, an event-study has been conducted. In an 
event-study researchers examine changes in a corporation’s stock price around the date of an event 
in order to estimate the impact of the event on the stock market’s expectation of the future economic 
performance of the corporation (Bromiley et al., 1988). According to this definition investors only 
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respond if they are able to link the impact of the event to a company’s future financial performance. 
McWilliams and Siegel (1997) on the other hand, use a more comprehensive definition. They state 
that an event-study method helps researchers to assess the financial impact of changes in corporate 
policy. Clearly, this definition also includes impacts of policy changes that cannot be directly related to 
a company’s future financial performance.  
 
Critical assumptions underlying the event-study methodology are that markets are efficient and that 
the event is unanticipated (McWilliams and Siegel 1997 a and b). Furthermore, stock prices are 
assumed to reflect the true value of firms. That is, stock prices reflect the discounted value of all future 
cash flows and incorporate all relevant information (McWilliams and Siegel, 1997a).  
If an (unanticipated) event presents itself, investors estimate whether or not to appreciate the event , 
because of its alleged impact on (future) cash flows, or otherwise. If an event is appreciated, stock 
prices will increase and may turn out to be higher than they would have been had the event not 
occurred. If an event is negatively evaluated, investors will respond by selling shares. This may result 
in negative abnormal returns, implying that returns are lower than they would have been in the 
absence of the event. 
 
In the following sections methodological issues will be discussed. In section 7.3.1 the event that is 
central in this study will be defined. For estimating the impact of the event, four techniques will be 
applied. These techniques –the Means, Market and Risk Adjusted Returns approach and the Average 
Cumulative Abnormal Returns Approach- will be explained in section 7.3.2. Subsequently, in section 
7.3.3 two assumptions underlying the event-study methodology –the efficient market hypothesis and 
that events must be unanticipated- will be discussed. In section 7.3.4 attention will be paid to the data 
used in this study. Finally in section 7.3.5 three research design issues –event-window length, 
confounding events and identification of outliers- will be addressed. 
 
7.3.1 The event 
In this study ‘the event’ is defined as the public announcement that companies will shortly be added to 
the DJSI-World and DSI or deleted from the DJSI-World. Under the efficient market assumption (see 
par. 7.3.3), prices of securities rapidly adjust to reflect the implications of new information for expected 
net cash-flows (Bromiley et.al, 1988).  
However, a distinction should be made between the announcement date and the date companies are 
effectively added to or deleted from an index, because these dates do not necessarily coincide. If the 
announcement date and date of effective addition to or deletion from an index are not identical, the 
date at which information was first disseminated to the market is taken as the event-date. Addition and 
deletion announcements or other information concerning additions and deletions, disseminated at a 
later date will not result in a market reaction, because the effect of the event will already have been 
absorbed in the company’s stock price by that time.   
 
Since its launch in September 1999, the DJSI-World has been revised each year. That is, early 
September of each year additions to and deletions from the index are announced. The actual inclusion 
or removal usually follows within two weeks after the announcement. Since its launch on 8 September 
1999 additions and deletions have been announced on the following dates:  

• 6 September 2000 
• 4 September 2001 
• 4 September 2002 
• 4 September 2003 
• 2 September 2004  
• 7 September 2005 

Because the announcement date precedes the effective addition date, the announcement date is 
taken as the event-date. Furthermore, SAM claims that no information on additions or deletions leaks 
to the market prior to the announcement date. 
 
As far as the DSI is concerned, companies are added to and removed from the DSI throughout the 
year. For additions to (deletions from) the index, the event-date is the date companies are effectively 
added to (deleted from) the index.  
Information regarding additions is disseminated as follows: 
1. Clients (licensees) are informed about changes to the index maximum one week prior to the 

effective addition.  
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2. Through public announcements via the KLD-website and press-releases. Information obtained 
from KLD Research & Analytics Inc. shows that the public announcement date and the date 
companies are effectively added to the index do not necessarily coincide. Usually, additions are 
announced days (or even weeks) after they were effectively added to the index. 

Hence, information concerning additions to the DSI first reaches the stock market maximum one week 
prior to the effective inclusion.  
It should be noted that clients (licencees) are informed about deletions on the day they are effectively 
deleted from the index. In contrast with additions, deletions are not publicly announced via the KLD-
website or via press-releases. 
 
7.3.2 Event-study techniques 
In this section the four techniques or approaches for estimating abnormal returns will be explained 
(Bromiley et al., 1988; Postnikoff, 1997; McWilliams and Siegel 1997a and b). These approaches are: 

• The Mean Adjusted Returns Approach 
• The Market Adjusted Returns Approach 
• The Risk Adjusted Returns Approach 
• The Average Cumulative Abnormal Returns Approach 

 
The Mean Adjusted Returns Approach. 
This approach takes the comparison or estimation period as the starting point for calculating abnormal 
returns during the event period. The comparison or estimation period is the time period, usually 50-
250 days (Postnikoff, 1997) preceding the event-date. Abnormal returns are computed by subtracting 
the average return measured during the comparison period from returns measured on the event-date 
and trading days surrounding the event-date. In this study the comparison or estimation period is set 
at 235 trading days (almost one year).  
Below the methods for determining (cumulative) abnormal returns are explained. 
 

ARit = Rit – Ri      (1) 

                                     -6 

Ri = (1/235)  Σ   Rit    (2) 
                    n= -241 

where 
Ri = Comparison period mean return on the share price of company i; the comparison period starts  
       241 trading days prior to the event-date and ends 6 days prior to the event-date 
Rit = Rate of return on the share price of firm i on day t 
ARit = Abnormal return of company i on day t. 
 
For each firm cumulative abnormal returns (CAR) are determined for a range of event-windows. CARs 
for an event-window of k days are estimated by adding up abnormal returns for the k event-window 
days. Event-windows will be discussed in par 7.3.5. Cumulative average returns are estimated as 
follows: 
                          k 

CARi = ∑ ARit     (3)   
                                               t=1           
 
2 and 3 The Market- and the Risk Adjusted Returns Approach 
The Market and Risk Adjusted Return Approaches are based on the capital asset pricing model and 
use the market model for estimating returns for a set of event windows. In order be able to calculate 
risk adjusted returns, a firm’s stock returns are regressed against the returns of a market portfolio. In 
this study only companies whose shares are traded on stock exchanges in the United States are 
included. For that matter, the market portfolio against which company returns are regressed is the 
S&P 500 Composite Index52,53. That is firms’ systematic risk, or beta, is estimated. Risk can be divided 

                                                      
52 Returns exclusive of dividend yields. 
53 The S&P 500 is selected as the benchmark index, because it covers approximately 75% of the 
value of the US equity market, making it a suitable market proxy. Furthermore, approximately one-
third of the DSI constituency originates from this index and KLD Research & Analytics uses the S&P 
500 as a benchmark for the DSI. 
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into two components: unique and systematic risk. Unique risk represents risk factors affecting a 
particular firm and can be eliminated by means of diversification. Systematic risk reflects the sensitivity 
of a stock’s return to the return on a market portfolio. This sensitivity is usually referred to as the 
stock’s beta (β).  
Unlike unique risk, systematic risk cannot be eliminated by diversification, since it is the consequence 
of (macro-economic) circumstances that affect all companies in the market simultaneously. Firms that 
are able to reduce their systematic risk are rewarded by the capital market with lower capital costs, 
and for a given cash flow, higher stock prices.  
If a firm’s beta is greater than 1, the firm’s stock is considered a riskier asset. Stock returns tend to 
respond more than proportionally to changes in the market portfolio. If, on the other hand, a firm’s beta 
is less than 1, the firm’s stock tends to respond less than proportionally to changes in the market 
portfolio. If beta equals 1, a proportional relationship between the firm’s stocks and the market portfolio 
exists.  
The Market-Adjusted Returns Approach differs from the Risk Adjusted Returns Approach in that beta’s 
are equal to one. For the Market Adjusted Returns Approach abnormal returns are estimated as 
follows: 
 
  ARit = Rit – Rmt     (4) 
where 
Rmt = Market portfolio return on day t 
Rit   = Rate of return on the share price of firm i on day t 
ARit = Abnormal return of company i on day t. 
 
Cumulative abnormal returns are estimated according to equation (3). 
 
In case of the Risk Adjusted Returns Approach the standard procedure involves the estimation of a 
market model for each firm (equation 5). Subsequently abnormal returns can be calculated (equation 
6) 
 

Rit = α i + β Rmt + εit    (5) 
 
where 
Rit = the rate of return on the stock price of firm i on day t, 
Rmt= the rate of return on a market portfolio of stocks on day t. In this study market portfolio is the 
Standard & Poor’s 500. 
β= the systematic risk of stock i,  
α = intercept term 
εit = the error term, with E(εit) = 0 
 

ARit = Rit – (ai + biRmt)    (6) 
 
In equation (6) ai and bi are the ordinary least squares parameters estimates obtained from regressing 
stock rates of return for each firm against the market portfolio rates of return over a 235 trading days 
estimation period, starting on the 6th day prior to the event. 
 
For calculation of cumulative abnormal returns: see equation (3) 
 
4. The Average Cumulative Abnormal Returns Approach. 
Following McWilliams and Siegel (1997a), a procedure for computing standardized abnormal returns 
(SAR) developed by Dodd and Warner (1983) will be used to estimate average cumulative abnormal 
returns. That is, standardized abnormal returns (SAR) are calculated by dividing abnormal returns by 
their standard deviation. 
 

SARit = ARit/SDit    (7)     
where 
SARit = standardized abnormal returns for company i at day t of the event-window. 
ARit = Rit – (a i + b iRmt)                                             (6) 
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                                                                                   1/2 

                                     1            (Rmt - Rm)2 

SDit =          S2   1 + ---- +   T  ------------------                 (8) 
                     i                T           ∑  (Rmt - Rm)2 

                                      t=1 
 
 
where  
 Si

2    = the residual variance from the market model for firm i.  
Rm  = the average return on the market portfolio during the comparison or estimation  
          period.  
Rmt = the return on the market portfolio at day t. 
T     = the number of days in the estimation period. 
 
For each firm cumulative abnormal returns (CAR) can be calculated for a k-days prediction or event-
period by adding up the standardised abnormal returns. 
                          k 

CARi = √(1/k) x  ∑ SARit    (9)   
                                t=1           
The Average Cumulative Abnormal Returns (ACAR) for a sample of n stocks can be calculated as 
follows: 
 
                      1              1                 n 

ACARi =        --- x   ----------------  x  ∑ CARit                  (10) 
                      n      √[(T-2)/(T-4)]      i=1 
 
The assumption underlying equation (10) is that the standardized cumulative abnormal returns are 
independent and identically distributed. These values can be converted into identically distributed 
variables by dividing them by their standard deviation (√[(T-2)/(T-4)]). 
 
To test the significance of the average cumulative abnormal returns across the n stocks the Z-statistic 
can then be computed as: 
 

Z = ACARi x √n      (11) 
 
7.3.3 Assumptions underlying the event-study methodology 
Following McWilliams and Siegel (1997a and b) two basic assumptions underlying the event-study 
methodology can be distinguished: 
• The efficient market assumption 
• Events must be unanticipated 
These assumptions will now be discussed. 
 
The efficient market assumption  
One of main assumptions underlying the event-study methodology is that stock markets are efficient. 
Market efficiency implies that changes in stock prices should quickly reflect changes in the net present 
value of the firm’s expected cash flows, rather than reactions to factors not systematically related to 
the firm’s cash flows (Bromiley et.al, 1988). 
Three types of market efficiency can be distinguished:  

1. Weak form efficiency,  
2. Semi-strong form efficiency and  
3. Strong form efficiency. 

 
Weak form efficiency implies that today’s stock prices reflect all information enclosed in past stock 
prices. Investors cannot make superior profits just by studying past stock prices. 
In case of semi-strong form market efficiency, today’s stock prices reflect all publicly available 
information. Earnings forecast announcements, disclosure of mergers, contract awards etcetera are 
rapidly reflected in companies’ stock prices. Investors judge the impact these events have on a 
company’s market value and react (almost) instantly. McWilliams and Siegel (1997b) referring to Dann 
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et.al.(1977) and Mitchel and Netter (1989) contend that stock markets adjust within 15 – 90  minutes 
after new information has been released to the market. 
If stock prices reflect all information (publicly available and otherwise), market efficiency is called 
strong.  
Stock market efficiency is considered to be at least semi-strong. That is, today’s stock prices are more 
than merely a reflection of yesterday’s stock prices.  
 
Since stock markets are assumed to respond quickly to information affecting (future) cash flows, 
event-windows should not be too long. If event-windows are too long, confounding events may occur, 
making it difficult to isolate the impact of a particular event on stock prices. Research design issues 
like event-window length and confounding events and how these are accounted for in the present 
study are addressed in section 7.3.5. 
 
Unanticipated events 
Events must be unanticipated. That is, the moment an event presents itself must be the first time ever. 
Investors take notice of the event, judge the value of the event (e.g. by estimating the (alleged) impact 
on (future) cash flows) and respond by buying or selling stock, causing stock prices to increase or 
decrease. The market response to an unanticipated event may result in positive or negative abnormal 
returns. That is, because of the event, stock prices may turn out to be higher or lower than they would 
have been in case the event had not occurred. On the other hand, if investors do not value the 
information communicated by an event, they may decide not to react, in which case stock prices will 
not change, and abnormal returns will not occur. 
If an event is anticipated, information communicated by the event has already been absorbed in 
today’s stock prices and abnormal returns will not occur.  
 
As was pointed out in paragraph 7.3.1 information about additions to the DSI is disseminated to KLD’s 
licensees maximum 5 days prior to the date companies are effectively added to the index. After this 
information has been released, the news of additions is likely to spread. Addition announcements 
released at a later date are not likely to signal relevant information since the initial announcement will 
already have been absorbed in that day’s stock prices. 
Although clients are aware that the index is adjusted regularly, KLD claims that it is not possible for 
clients to anticipate on both the date the index is realigned and the company/companies involved. 
 
7.3.4 Data 
As was mentioned in section 7.3.1, the impact on stock prices of announcements of companies shortly 
to be added to and deleted from the DJSI-World and the DSI will be measured.  
Since its first revision in September 1999 up to and including the 2005 revision, worldwide 448 
companies were added to the DJSI-World, while 325 companies were deleted from the index.  
Not all additions and deletions have been put on the gross list for inclusion in the present study. Only 
changes to the index from the September 2001 revision onwards are included. The reason for 
skipping the 1999 and 2000 revisions is that the investment community first should be allowed to 
develop an ‘antenna’ for signalling this type of information. Furthermore, since the DSI only comprises 
companies listed on American stock exchanges and the DJSI-World covers company stocks listed on 
exchanges in 24 countries across the world54, only additions to and deletions from the DJSI-World 
listed on American stock exchanges are included in the sample.  
In Appendices 7.1A and 7.2A American additions to and deletions from the DJSI-World are presented. 
In total the September 2001- September 2005 reviews resulted in 92 new American companies, while 
72  American companies were removed. Of these 92 companies that were added, 68 made it to the 
final sample. The other companies were eliminated for reasons of data unavailability, confounding 
events (see Appendix 7.1 B) and uncertainty about the correct company name.  
Moreover, NiSource Inc and Transocean Sedco Forex Inc , both added to the index in 2001, are not 
included in the Market Adjusted, Risk Adjusted and ACAR-Approach samples for reasons of 
statistically insignificant (p>0.05) betas (see also Appendix 7.1C)55. Furthermore, the number of 
observations per event-window may differ for reasons of outliers (see section 7.3.5). 

                                                      
54 Based on the 2005/2006 constituency list available at: www.sustainability-indexes.com  
55 A sensitivity analysis showed that the results of the analysis hardly change if companies with 
insignificant betas are added to the samples, due to the fact that the number of companies with 
insignificant betas is small relative to their respective samples. As can be seen in Appendices 7.1C-
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In total 72 companies were deleted from the DJSI-World from 2001 up to and including the 2005 
review. Of these companies 57 made it to the final sample. The other companies are excluded for 
reasons of confounding events; data unavailability and uncertainty about the correct company name 
(see Appendix 7.2B). Some companies (ENSCO International Inc., the FPL Group Inc and  the Public 
Service Enterprise Group)  were also removed from the Market Adjusted, Risk Adjusted the ACARs 
Approach samples because betas of these companies do not differ significantly (p>0.05) from 0 (see 
also Appendix 7.2C). Furthermore, the number of observations per event-window may differ for 
reasons of outliers (see section 7.3.5). 
In contrast with the DSI, if companies are removed from the DJSI-World, they cannot be returned to 
the index until at least one year after their removal. That is also the reason why some companies are 
on the additions and deletions list twice.  
Nicor Inc. was removed from the list of deleted companies, because according to information obtained 
from the SAM-Group this company had been deleted from the index in two subsequent years (2001 
and 2002). Considering the above, this should not be possible. 
 
Since its launch in May 1990 up to and including 29 September 2005, 413 companies were added to 
the DSI and removed from the index, albeit for a variety of reasons.  In table 7.2 a compilation of 
reasons for adding companies to this index is presented.  
 
Since KLD does not disclose the weights assigned to each of these criteria, and to make sure that the 
sample consists of companies showing strong corporate sustainability performance, in this study only 
companies that were added to the index for at least strong social and/or environmental and/or 
governance records are included in the dataset. A listing of these companies is included in Appendix 
7.3A.  As far as deletions from the index are concerned, only companies that were removed from the 
index for at least poor social and/or environmental and/or governance performance are included in the 
sample. An overview of these companies is presented in Appendix 7.7A. 
 
Table 7.2: Reasons for adding companies to the DSI.  
Additions  
Industry Representation 
Name change 
Environment Strength 
Diversity & Employee Strengths, Large Market Capitalization 
Market Capitalization and Employee Strength 
Ticker change 
Cusip Change 
Diversity and Employee Strengths 
Industry Representation, Diversity Strength 
Name and ticker change 
Industry Representation, Diversity and Other Strengths 
Community and Non-US Operations Strengths 
Market Capitalization, Industry Diversification & Community, Diversity and 
Employee Relations Strengths 
Liquidity and Voting Rights 
Market Capitalization, Board of Directors Strength 

Source: KLD Research & Analytics Inc. 
 
For reasons of comparison with the DJSI-World, and to account for changes in macro-economic 
circumstances and attitudes towards socially responsible investing, only additions from 2001 onwards 
are eligible for inclusion in the final sample.   
 
Appendix 7.3 A shows that from 1 January 2001 until 21 July 2005, 89 companies were added to the 
DSI for at least social, environmental or corporate governance strengths. 
However not all companies mentioned in Appendix 7.3 A made their way to the final sample. For some 
companies return data are not available. Other companies are not included because of confounding 
events during the event-period (see Appendix 7.3 B). NiSource, Inc., Noble Affiliates, Inc. and 

                                                                                                                                                                      
7.7C, per sample the number of observations with insignificant betas varies but is nowhere higher than 
3. 
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Wainwright Bank & Trust Company are not included in the Market Adjusted, Risk Adjusted and ACAR 
Approach samples because of statistically insignificant (p>0.05) betas. (see also Appendix 7.3 C)56. 
Furthermore, the number of observations per event-window may differ for reasons of outliers. 
 
Stock return data were retrieved from the DATASTREAM files at the VU University of Amsterdam. For 
estimating abnormal returns, price return data were used. In contrast with total return data, which also 
include dividend yields, price return data are considered to most appropriately reflect investors’ 
responses to unanticipated events, since declaration of dividends is recognized by McWilliams and 
Siegel (1997a) as a confounding event.  
 
7.3.5 Research design issues 
The following research design issues are of particular concern to the event-study methodology 
(McWilliams and Siegel, 1997a and b) and will now be discussed: 
1. Event window length 
2. Confounding events 
3. Identification of outliers  
 
1. Event-window length 
As was already pointed out in par. 7.3.3, according to the efficient-market hypothesis, information 
relevant to the investment community is quickly incorporated into stock prices. In this respect 
McWilliams and Siegel (1997a) citing Dann et.al (1977) and Mitchel and Netter (1989) claim that stock 
prices fully adjusted within 15 – 90 minutes after the release of new information. Therefore, and in 
order not to violate the efficient market hypothesis, long event windows should be avoided.  
 
In table 7.3 the event-windows and their connotations as they are used in this study are presented. As 
can be seen, in this study the maximum event-window length is set at 9 trading days: the event-date 
and 4 trading days prior to and following the event-date. Abnormal returns are estimated for single 
days, while cumulative abnormal returns are computed for groups of days.  
 
Table 7.3: Event-window connotations and lengths  
Connotation  Event window length (trading days)  
Day -4 The 4th day prior to the event-date 
Day -3 The 3rd  day prior to the event-date 
Day -2 The 2nd day prior to the event-date 
Day -1 The day prior to the event-date 
Day 0 Event-date 
Day 1 The day after the event took place 
Day 2 The 2nd day after the event took place 
Day 3 The 3rd day after the even took place 
Day 4 The 4th day after the even took place 
Day -4;4 ranging from 4th day prior to and following the event- date 
Day -3;3 ranging from 3rd day prior to and following the event- date 
Day -2;2 ranging from 2nd day prior to and following the event- date 
Day -1;1 ranging from 1 day prior to and following the event- date 
Day -4;0 ranging from 4th day prior the even-date up to and including  the event-date. 
Day -3;0 ranging from 3rd day prior the even-date up to and including  the event-date. 
Day -2;0 ranging from 2nd day prior the even-date up to and including  the event-date. 
Day -1;0 ranging from 1 day prior the even-date up to and including  the event-date. 
Day 0;1  ranging from the event-date up to and including  the 1st day after the event. 
Day 0;2  ranging from the event-date up to and including  the 2nd day after the event 
Day 0;3  ranging from the event-date up to and including  the 3rd day after the event 
Day 0;4  ranging from the event-date up to and including  the 4th day after the event 

                                                      
56 A sensitivity analysis showed that the results of the analysis hardly change if companies with 
insignificant betas are added to the samples, due to the fact that the number of companies with 
insignificant betas is small relative to their respective samples. As can be seen in Appendices 7.1C-
7.7C, per sample the number of observations with insignificant betas varies but is nowhere higher than 
3. 
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Considering the findings of Dan et al. (1977) and Mitchel and Netter (1989) a reaction period of 
maximum 9 trading days may seem disproportionate. On the other hand, McWilliams and Siegel 
(1997a) examined 29 event studies published in top management journals and found that in only 7 
studies event-periods were shorter than 11 days (5 days prior to the event to 5 days after the event). 
The maximum event-window ranges from 90 days prior to the event, to 90 days after the event. 
Compared with these findings the event-window lengths in this study are relatively short.  
Besides, an event-window of maximum 9 trading days is very well defendable for the following 
reasons: 
• KLD Research & Analytics disseminates information to clients (licensees) on the day companies 

are effectively included in the DSI up to occasionally maximum 5 days prior to the effective 
inclusion date. A period of 5 working days comprises at most 5, but frequently no more than 4 
trading days. For that reason the pre-event period is set at 4 trading days.  
SAM claims that no information is disseminated to clients prior to the event-date. Therefore no 
abnormal returns are to be expected during the pre-event period. For reasons of comparison, and 
to test whether or not the investment community might have gained access to information 
concerning potential additions to and deletions from the index, the pre-event period for additions to 
and deletions from the DJSI-World is also set at 4 trading days. 

• After a notification period of approximately two weeks, each year in September additions to and 
deletions from the DJSI-World are announced. The investment community is well informed about 
the exact date and time of the announcement. Usually the announcement is made at 10.00 o‘clock 
Central Europe Time (CET). At that time only European investors are able to respond. Because of 
time differences, stock exchanges in Asia and Australia are closed at that moment. The time 
difference between London and Tokyo (as measured in June) is 9 hours, while the time difference 
between London and Wellington, and London and Sydney is 12 and 10 hours respectively. 
Traders in these regions cannot react before the next day, while at the moment additions and 
deletions are announced, the New York Stock Exchange is not yet open.  
Because of world-wide time differences, the post-event period concerning additions to and 
deletions from the DJSI-world should cover at least two days: the day of the announcement, and 
the day after. For cumulative abnormal returns to develop the post-event period is fixed at 4 
trading days. 

 
2. Confounding events 
Critical to the event-study methodology is that the event takes place in the absence of confounding 
events. In order to make correct inferences, the researcher must be able to isolate the effect of the 
event. In case of confounding events internal validity is at stake (Brownell, 1995). 
In this study confounding events have been tracked based on confounding event-types distinguished 
by McWilliams and Siegel (1997a, p. 641-644) and include such elements as: declarations of 
dividends, announcements of an impending merger, signings of a major government contract, 
announcements of a new product, filings of a large damage suit, announcements of unexpected 
earnings, key executive changes. Subsequently confounding events are controlled for by eliminating 
from the sample those companies for which confounding events were found for a period of 5 days 
prior to and after the event-date.  
Checking the Wall Street Journal57 (McWilliams and Siegel, 1997a) resulted in the elimination of 33 
companies from the DJSI-World’s additions and deletions samples. In total 8 and 6 companies were 
excluded from the DSI additions and deletions samples respectively. A complete overview of 
eliminated companies and confounding events is presented in Appendix 7.10 for DJSI-World additions 
and deletions and in Appendix 7.11A and B for DSI additions and deletions respectively. Furthermore, 
Appendix 7.12 covers an overview of confounding events of the DJSI-World additions and deletions 
Test-Groups, while Appendix 7.13 comprises an overview of confounding events of the DSI addition 
Test-Group. These Test-Groups will be explained in paragraph 7.4.3. 
 
It is worth mentioning that McWilliams and Siegel (1997b) replicated the event-study conducted by 
Wright et.al. (1995) and found some serious flaws in the initial study’s research design. Wright et.al 
(1995) concluded that the stock market responds positively to firms having received awards for 
exemplary affirmative action and negatively to firms found guilty in discrimination suits. They report 
significant positive returns for firms having received affirmative action awards, and significant negative 

                                                      
57 Following McWilliams and Siegel (1997a), we used the Wall Street Journal Eastern edition for 
checking confounding events and DJSI-World and DSI addition announcements and DJSI-world 
deletion announcements. 



 

173 
 

returns for firms found guilty in discrimination suits. Adjusting the initial study for lengthy event-
windows and confounding events McWilliams and Siegel (1997b) found no significant abnormal 
returns for award receivers and firms found guilty in discrimination suits.  
To these authors this conclusion is hardly surprising. If researchers want to know what factors really 
drive stock prices, they had better consult the investment community and/or the Wall Street Journal 
first. They state that: 
“Professionals have extensive knowledge of events that actually drive changes in stock prices. They 
would assume, for example that events that do not warrant announcement in the Wall Street Journal 
(..) generally do not affect stock prices” (McWilliams and Siegel, 1997b;107). 
Interestingly, the Wall Street Journal does not once report announcements of additions to either the 
DJSI-World or the DSI or deletions from the DJSI-World, suggesting that these events do not affect 
stock prices and are for that matter not valued by the investment community.  
 
3. Identification of outliers 
Especially when samples are relatively small, results may be seriously affected by outliers (McWilliams 
and Siegel, 1997a). That is, extreme values are likely to influence significance levels of the t-statistic58, 
causing researchers to make incorrect inferences about a given dataset. If a dataset includes extreme 
values, t-values are likely to be too high, suggesting (strong) statistical significance, while in fact 
results may not be statistically significant at all. 
In this study outliers are detected using the box-plot method59 and are subsequently removed from the 
datasets.  
Furthermore, after the elimination of extreme values the Kolmolgorov-Smirnov test was carried out to 
check whether data are normally distributed. If these are not normally distributed, the t-statistic cannot 
be used. In this study data are normally distributed unless stated otherwise60. 
 
7.4 Market response to DJSI-World and DSI addition and deletion announcements 
The impact on prices of common stocks of companies that are announced to be added to, or deleted 
from the DJSI-World and the DSI will be now elucidated. Results will be discussed in the following 
sequence: 
First, the pre-event period results will be explained, followed by the post-event results.  
For abnormal returns the pre-event period encompasses the 4-day period prior to the event-date. That 
is “Day -1” through “Day -4”, while the post event-period comprises the 4-day period immediately 
following the event-date (“Day 1” through “Day 4”). Each “Day” represents a one-day event-window  
 
In case of cumulative abnormal returns, the pre- and post-event period also includes “Day 0” (the 
event-date). That is, “Day -1;0” represents the event window including the event-date and the trading 
day prior to the event-date. Conversely, “Day 0;1” represents the event-window representing the 
event-date and the trading day immediately following the event-date. 

                                                      
58 In order to establish whether or not statistically significant (cumulative) abnormal returns exist, the t-
statistic was used. 
59 The box-plot method is based on the quartiles of a dataset. Critical in this approach is the inter 
quartile range, which is the distance between the upper and lower quartile. Based on the inter quartile 
range inner and out fences are constructed. Inner (outer) fences are located at a distance of maximum 
1.5 (3) times the inter quartile range from the upper and lower quartile. Observations falling between 
the inner and outer fences are deemed suspect outliers. Observations falling beyond the outer fences 
are deemed highly suspect outliers (McClave et al., 2001) 
In this study outliers are values that fall beyond the inner fences. Usually no more than 1% (0.1%) of 
the observations are expected to fall outside the inner (outer) fences.  
Another method for detecting outliers is by calculating z-scores. As a rule of thumb, observations with 
z-scores greater than 3 are considered outliers. However, the presence of one or more outliers inflates 
the standard deviation causing it to be less likely to find z-scores greater than 3. According to McClave 
et al.(2001), the box-plot and z-score methods produce similar results.  
Tests prove that outliers according to the z-score method largely coincide with the box-plot method’s 
highly suspect outliers. Furthermore, suspect outliers largely correspond with observations with z-
scores between 2 and 3 (in more occasions even greater than 3).  
For this reason and the fact that the quartiles values are not affected by the presence of outliers, the 
box-plot method is considered more appropriate than the z-score method. 
60 Kolmolgorov-Smirnov test p-values>0.05. 
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Cumulative returns are presented for a maximum 9-day period. In this respect “Day -4;4” represents 
the 9-day event-window starting on the fourth day before the event-date and ending on the fourth day 
after the event (see also table 7.3). 
 
An overview of (cumulative) abnormal returns, statistical significance and number of observations is 
presented for DJSI-World additions and deletions in tables 7.4 and 7.5, and for DSI additions in table 
7.6. Although KLD does not publicly announce deletions from the DSI, KLD has been so friendly as to 
provide us the names of the companies that were deleted from the index during the 2001-2005 time 
frame as well as the date at which these companies were deleted from the index. An overview of the 
results is presented in table 7.7.  
All these tables follow the same format. In the first column event-windows are listed. In the other 
columns results are presented for the abnormal returns measurement approaches discussed in 
section 7.3.2. For each approach and for each event-window abnormal returns, p-values and the 
number of observations (N) are presented. 
 
The number of observations per event-window may vary per abnormal returns measurement 
approach. This is caused by two factors: 
1. Insignificant betas. For some companies the sensitivity to fluctuations in the market portfolio (S&P 

500) cannot be determined. The estimated betas do not differ significantly (p>0.05) from 0. In 
these cases companies are included in the Mean Adjusted Returns Approach only. 

2. Outliers. As was mentioned earlier, outliers are removed from the samples. The number of outliers 
per event-window varies across the four abnormal return estimation approaches. 

 
7.4.1 Market response to DJSI-World addition and deletion announcements  
A. Companies announced to be added to the DJSI-World 
Pre-Event period 
SAM claims that no information regarding additions to and deletions from the DJSI-World is 
disseminated to external parties prior to the public announcement date. Hence, abnormal returns are 
not to be expected during the pre-event period. However, as table 7.4 illustrates, abnormal returns do 
occur, suggesting that somehow information seems to be leaking to the market.  
 
Positive abnormal returns are found for almost all individual “Days” for the Risk Adjusted Returns 
Approach, and for three of the four pre-event “Days” in case of the Market Adjusted Returns 
Approach. For both approaches, statistically significant (p<0.05) results are found for “Day -2” only, 
while marginally significant positive results (p<0.1) exist for the Market and Risk Adjusted Return 
Approaches for “Day -1” and “Day -3” respectively.  
 
Judged by the positive cumulative abnormal returns estimated on the basis of the Market and Risk 
Adjusted Returns Approaches, the sample of additions outperforms the market portfolio for all event-
windows except “Day -1;0”, although statistically significant (p<0.05) cumulative abnormal returns are 
found for “Day -4;0” only.  
 
Event-date 
As was set out in section 7.3.5, due to global time differences market reactions to addition 
announcements may cover a two day period: the event-date (“Day 0”) and the trading day immediately 
following the event-date (“Day 1”). As table 7.4 shows, the market predominantly responds one day 
after additions were announced. 
At “Day 1” abnormal returns are more than 1% below the estimation period average (p<.001), while 
the sample of DJSI-World additions slightly underperforms –albeit marginally significant (p<0.1) - the 
market portfolio. Obviously, the investment community does not appreciate shares of companies that 
are about to be added to the DJSI-World.   
 
Post-Event Period 
In contrast with the pre-event period, the post-event period is dominated by negative abnormal 
returns. Performance of additions is not only below the estimation period average, the sample also 
underperforms the market portfolio. However, statistically significant results (p<0.01 for all 
approaches) are found only for “Day 4”. For the Mean Adjusted Approach statistically significant 
abnormal returns are found for “Day 3” and “Day 4”.  
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Negative cumulative abnormal returns are found for all event-windows for all abnormal return 
estimation approaches.. 
Statistically significant (p<.01) negative cumulative abnormal returns are found especially on “Day 
0;4”. During this event-window returns are approximately 1.6% below average, while additions 
underperform the market portfolio. According to the Market Adjusted Returns Approach, additions 
underperform the market portfolio by almost 1.2%. When adjusted for risk underperformance is still a 
good 0.9%. 
Due to global time differences stock markets may respond on “Day 0” and/or “Day 1”. Table 7.4 shows 
that the market particularly reacts on the day after the event. However, the combined effect of both 
days (“Day 0;1”) is not statistically significant. Therefore, measuring market responses on the basis of 
the combined effect of the event-date and the day after may result in incorrect inferences.  
 
The combined pre and post-event period 
Judged by the Mean Adjusted Returns Approach, performance of additions is for the longest event-
window (“Day -4;4”) almost 4% below (the estimation period) average, although statistically significant 
negative returns (p<0.05) are found for “Day -3;3”and “Day -2;2” as well. 
On the other hand, the sample of additions does not underperform the market portfolio as measured 
by the Market and Risk Adjusted Approach and the ACAR-approach. 
 
Conclusions 
• As it seems, the investment community, although not convincingly, responds to announcements of 

companies shortly to be added to the DJSI-World. The general tenor being that the market’s 
reaction is largely negative. During the longest event-window, stock prices are approximately 4 
percent below the estimation period average. However, there are no signs that the additions 
sample significantly out- or underperforms the market portfolio during this period, thus suggesting 
that returns are below average for the market portfolio as well and that forces may be at work that 
affect stock prices of all companies during the early days of September. 

• The sample of additions outperforms the market portfolio during the longest pre-event event-
window (Day -4;0”). These results are annulled by negative cumulative returns during the longest 
post-event-period. However, for the nine-day event period (“Day -4;4”) no statistically significant 
abnormal returns are found. 

• No market reactions are measured on the event-date. Markets first react on the day immediately 
following the event-date.  

• Although SAM claims that no information concerning the event leaks to stock markets prior to the 
event date, the results suggest that the investment community does seem to have access to 
information indicating which companies will be added to the index shortly. 

 
B. Companies announced to be deleted from the DJSI-World 
Pre-event period 
As table 7.5 shows, according to the Mean Adjusted Returns Approach, deletion announcements 
mainly result in negative abnormal returns, indicating that average returns of deletions are below the 
estimation period average. For all pre-event “Days”, except for “Day -2”, statistically significant 
abnormal returns are found.  
On “Day -3” average return is approximately 0.9% below average, while deletions from the index 
underperform the market portfolio by 0.7% (when corrected for systematic risk: 0.6%).  
 
During the pre-event period statistically significant (p<0.01) cumulative negative abnormal returns are 
found for the Mean Adjusted Returns Approach only, suggesting that, although below average, returns 
are largely similar to the market portfolio’s returns. 
 
The event-date 
Because of time-differences, especially oriental stock markets are not yet open when additions to and 
deletions from the DJSI-World are announced (see par. 7.3.5). Because of this, the response period is 
likely to cover two trading days (“Day 0” and “Day 1”).  
During this two-day period market reactions are quite ambiguous. On the event-date, stock prices of 
deletions are approximately 0.8% above the estimation period average. One day later average returns 
are more than 0.9% below average. On the event-date returns of deletions and the market portfolio 
are fairly similar.  
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Table 7.4 Abnormal returns of companies announced t o be added to the DJSI-World. 

 
 
Table 7.5: Abnormal returns of companies announced to be deleted from the DJSI-World 
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The post-event period 
Measured by the Market and Risk Adjusted Returns approaches, during the post-event period 
abnormal returns are predominantly negative. However, statistically significant (p<0.01) results are 
found for “Day 4” only. On this “Day” average returns are more than 0.7% below average, while the 
market portfolio is significantly (p<0.05) underperformed by almost 0.8% (and when adjusted for risk 
more than 0.6%). 
 
During the post-event period cumulative abnormal returns are negative across all event-windows for 
Market- and Risk Adjusted Returns approaches alike. However, statistically significant (p<0.01) results 
are found only for “Day 0;4”. During this event-window deletions underperform the market portfolio by 
1.5% and when adjusted for risk 1.4%. Also Average Cumulative Abnormal Returns are negative and 
statistically significant (p<0.01) for “Day 0;4”. However, statistically significant positive abnormal 
returns (p<0.05) are found for “Day 0;2”; here average returns are 0.7% above the estimation period 
average.  
 
The combined pre- and post-event period  
For the Mean, Market and Risk Adjusted Approaches and ACAR Approach, negative cumulative 
abnormal returns dominate the combined pre- and post-event period. However, results are most 
prominent on “Day -4;4”. For the nine-day event-period all approaches measure statistically significant 
negative results. Returns are approximately 3% below average (p<0.001) and deletions also 
underperform the market portfolio by almost 1.9% (p<0.01), and when adjusted for risk 1.3% (p<0.05). 
 
On “Day -3;3” negative cumulative abnormal returns are found to be statistically significant for the 
Mean and Risk Adjusted Approach only. Returns are more than 1.7% below average (p<0.01), while 
the market portfolio is underperformed by more than 1.4% (p<0.05). Negative results as measured by 
the Market Adjusted Risk Approach are only marginally significant.  
 
Conclusions 
• The investment community obviously responds to announcements of companies shortly to be 

deleted from the DJSI-World. 
• Market reactions are predominantly negative. That is, investors respond to the event by divesting 

themselves of shares of companies shortly to be deleted from the index, thus bidding stock prices 
down. The market response is most manifest for the longest event-window (“Day -4;4”). The 
sample of deletions significantly underperforms the market portfolio by almost 1.9% and when 
adjusted for risk 1.3%, while returns are more than 3% below average.  

• Market reactions –although ambiguous- are found on the event-date and the day immediately 
following the event-date.  

• Although SAM claims that no information concerning the event leaks to the stock market prior to 
the event-date, the results suggest that the investment community does seem to have access to 
information indicating which companies will be deleted from the index shortly. 

 
7.4.2 Market response to DSI addition and deletion announcements 
A. Companies announced to be added to the DSI 
Pre-event period 
As table 7.6 shows, for the trading days preceding the event-date (that is, the date a company is 
effectively added to the DSI) alternately positive and negative abnormal returns exist. However, 
statistically significant negative abnormal returns are found on “Day -3” for the Mean Adjusted Returns 
Approach only. 
 
During the pre-event period only positive cumulative abnormal returns are found. Results are most 
pronounced for “Day -2;0” , but especially “Day -1;0”. For the latter event-period highly statistically 
significant returns (p<0.001) are found for the Mean, Market and Risk Adjusted Returns Approaches. 
Table 7.6 shows that returns are almost 1.3% above average and that the market portfolio, even when 
adjusted for risk- is outperformed by more than 1%. For these event-windows Average Cumulative 
Abnormal Returns are also positive and statistically significant (p<0.05). 
  
Event-date 
On the day companies are effectively added to the index highly significant (p<0.001) positive abnormal 
returns exist for the Mean, Market and Risk Adjusted Returns Approaches. Returns are almost 0.7%  
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Table 7.6: Abnormal returns of companies added to t he DSI 

 
 
Table 7.7: Abnormal returns of companies deleted fr om the DSI 
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above the estimation period average, while at the same time the market is outperformed by more than 
1% and when adjusted for risk almost 0.8%. 
 
Post-event period 
Unlike “Day 0”, on “Day 1”, the day after the event-date, statistically significant (p<0.05) negative 
abnormal returns exist for the Mean and Risk Adjusted Approaches, while marginally significant 
negative (p<0.1) results are found for the Market Adjusted Returns Approach. 
 
Cumulative abnormal returns are positive throughout the post-event period. Highly statistically 
significant results are found for all four abnormal returns measurement approaches across all post 
event windows, except for “Day 0;4”. For this “Day” ACARs are only marginally statistically significant. 
On “Day 0;3” returns are maximum 1.2% above average (p<0.01). The market is most pronouncedly 
outperformed by 1.6% on “Day 0;2” (p<0.001), while risk adjusted abnormal returns are highest (1.4%) 
on “Day 0;3” (p<0.05). 
 
The combined pre- and post-event period  
Throughout the combined pre- and post-event-period the sample of additions to the index significantly 
outperforms the market portfolio. Statistical significance across all four abnormal return estimation 
methods is found to be most profound on “Day -2;2”. During this event-window cumulative abnormal  
 
Conclusions 
• The investment community obviously responds to announcements of companies shortly to be 

added to the DSI.  
• Highly significant positive abnormal returns exist on the day companies are effectively added to 

the index, implying that clients typically receive addition announcements on the day companies 
are effectively added to the index. On the event-date the market portfolio is significantly 
outperformed by more than 1% (adjusted for risk 0.7%), while returns are almost 0.7% above 
average. 

• Market reactions are positive only, expressing that the investment community responds to the 
event by investing in shares of companies shortly to be added to the index.  
For all four abnormal return estimation approaches statistical significance of cumulative results is 
most pronounced for  
o “Day -2;2” and Day -1;1”. That is a 5-day period surrounding the event date. 
o two of the four pre-event periods: “Day -2;0” and “Day -1;0”, and 
o almost the complete post-event period  
At maximum returns are 1.3% above par on “Day -1;0” and 2% higher than market portfolio 
returns (when adjusted for risk 1.3%). On “Day -2;2” returns are more than 1.3% above average 
(p<0.01) and the market is outperformed by almost 2% (p<0.001) and when adjusted for risk 1.3% 
(p<.01). Also Average Cumulative Abnormal Returns are positive and statistically significant 
(p<0.05). 

On “Day -3;3” returns of additions are at par and approximately 1.9% (p<0.01) higher than the market 
portfolio. As measured by the Risk Adjusted Return Approach the market portfolio is outperformed by 
almost 1.3% (p<0.01). 
 
B. Companies deleted from the DSI 
As was pointed out earlier, KLD notifies its clients of deletions from the index on the day they are 
effectively deleted from the index.  
Appendix 7.7A contains a list of companies that were deleted from the DSI during the September 
2001-September 2005 period. In total 41 companies were deleted from the index for reasons of social, 
environmental or governance concerns. Six companies were removed from this sample for reasons of 
confounding events during the event period. For two companies statistically insignificant betas were 
found. Appendix 7.11B contains companies that were deleted from the sample for involvement 
inconfounding events.  
In table 7.7 (cumulative) abnormal returns of deletions from the DSI are presented. It should be noted 
that only companies that were deleted for at least social, environmental and/or governance reasons 
have been included in the sample.  
 
Pre-event period 
Table 7.7 shows that on the third and second day preceding the event-date statistically significant 
negative and positive (p<0.05) abnormal returns are found for the Mean Adjusted Returns Approach.  
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However, this does not result in negative cumulative abnormal returns for any of the multiple day 
event-windows.  
 
Event-date 
The event-date refers to the date companies are actually deleted from the DSI. As we can see in table 
7.7, marginally statistically significant results (p< 0.1) are found on “Day 0” for the Mean and Risk 
Adjusted Returns Approaches, indicating that we cannot completely rule out that investors respond to 
DSI deletion announcements. 
 
Post-event period 
For the post-event period statistically significant positive results (p<0.05) are found for the Mean 
Adjusted Returns Approach on “Day 4”. For this “Day” returns almost 0.5% above average. However, 
this does not result in statistically significant (p<0.05) cumulative abnormal returns for any of the 
multiple-day event-windows.  
 
The combined pre- and post-event period 
As we can see, we find statistically significant (p < 0.05) cumulative abnormal returns for the Market 
Adjusted Returns Approach and the Risk Adjusted Returns Approach on “Day -2;2” only. On this ‘Day’ 
the deletions sample outperforms the market portfolio by 1.3%.  
 
Conclusions: 
The conclusion should be that investors poorly respond to deletion announcements. Judged by the 
marginally significant (p<0.1) abnormal returns on the event-date and the statistically significant 
(p<0.05) cumulative abnormal returns on “Day -2;2” it cannot be completely ruled out that investors do 
respond to DSI deletion announcements. Since cumulative abnormal returns occur for only one 
Adjusted Returns Approach for only one event-window, the results can best be qualified as not very 
convincing.  
 
7.4.3 Robustness of the results 
One of the most critical issues of the event-study methodology is the internal validity issue. That is, the 
researcher must be absolutely certain that the results are attributable to the event under study only 
and that rival explanations can be ruled out. For the present study this implies that the results 
presented in tables 7.4-7.7 must be attributable to addition or deletion announcements only. Although 
research design issues, such as event-window length, confounding events and outliers have been 
accounted for, rival explanations cannot be completely ruled out, especially in case of additions to and 
deletions from the DJSI-World. With respect to the DJSI-World, the addition and deletion 
announcements are usually made in the first week of September. It cannot be excluded that 
particularly during the first week of September market or other external factors are at work affecting 
returns of DJSI-World additions and deletions. If so, it cannot be ruled out that (cumulative) abnormal 
returns presented in tables 7.4 and 7.5 are at least partly affected by (market) factors presenting 
themselves particularly during this time period. 
In order to ascertain the robustness of the results of the DJSI-World announcements, two Test-Groups 
have been created, one for additions to and one for deletions from the index. The composition of the 
Test-Groups is based on two criteria:  industry representation and annual sample size of additions and 
deletions. As Appendices 7.1A and 7.2A point out, industry representation and sample sizes of 
additions and deletions differ substantially during the 2000-2005 time frame. These differences should 
be accounted for when creating Test-Groups. An overview of the composition of both Test-Groups is 
included in Appendices 7.4A and 7.5A61 
If the results of the additions and deletions samples are found to be (fairly) identical to those of the 
Test-Groups, then alternative explanations cannot be ruled out and internal validity is at stake. In that 
situation results may be attributable to other factors and the results presented in tables 7.4 and 7.5 
cannot be qualified as robust. If on the other hand, no market reactions for the Test-Group are found, 

                                                      
61 The basis for the DJSI-World additions and deletions Test-Groups is the DSI addition sample. SAM 
usually provides information concerning industry membership of additions and deletions. KLD also 
provided information on industry membership of additions. Test-Groups samples were created by 
combining the SAM and KLD industry membership information and sample sizes of DJSI-World 
additions and deletions. 
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or the results of the additions or deletions samples and their Test-Groups are contradictory, then the 
results presented in the tables 7.4.and 7.5 can be considered robust. 
For the DSI robustness is checked in a similar way. However, one should bear in mind that unlike the 
DJSI-World, additions to and deletions from the DSI are made throughout the year. Appendixes 7.6A 
and 7.8A show the DSI additions and deletions Test-Group constituencies. 
The robustness options are presented in figure 7.4  
 
             Figure 7.4: Overview of robustness opt ions 

            
 
It should be noted that the DJSI-World additions and deletions Test-Groups, as well as the DSI 
additions Test-Group were checked for confounding events and outliers according to the procedures 
described in section 7.3.5.  
Below, the robustness of the DJSI-World and DSI addition and deletion results will be discussed.  
 
A. Companies announced to be added to the DJSI-World 
Pre-event period 
As table 7.8 shows, for the Test-Group statistically significant (p<0.05) negative abnormal returns are 
found for the Mean Adjusted Returns Approach for “Day -2”, On this “Day” returns are approximately 
0.8% below par. For the DJSI-World additions sample negative abnormal returns are also found for 
“Day -4”.  
Measured by the Market and Risk Adjusted Returns Approaches, the Test-Group outperforms the 
market portfolio by approximately 0.4% on “Day -1”. Positive abnormal returns are also found on “Day 
-3” for the Market Adjusted Returns Approach. These finding seem fairly similar to those of the DJSI-
World additions sample.  
 
As far as the cumulative abnormal returns are concerned, no statistically significant (p<0.05) results 
are found. For the DJSI-World sample statistically significant positive results exist for “Day -4;0” for the 
Market and Risk Adjusted Returns Approaches.  
 
Event-date 
Just like the DJSI-World sample, no statistically significant (p<0.05) returns are found on the event-
date (“Day 0”). And, just like the DJSI-Wold sample the stock market also seemingly responds on the 
day following the event-day.  
 
Post-event Period 
As can be seen in table 7.4, for the DJSI-World additions sample significantly negative cumulative 
abnormal returns are found for the longest post-event period. Table 7.8 shows that, just like the DJSI-
World sample only statistically negative abnormal returns are found during the post-event period for 
the Mean Adjusted Returns Approach, suggesting that returns are below average. At maximum, 
returns are 1.2% below average for the Test-Group and 1.0% for the DJSI-World additions sample. 
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Table 7.8: Abnormal returns of DJSI-World additions  Test-Group 

 
 
On “ Day 1” statistically significant (p<0.05) negative abnormal returns are found for the Mean, Market 
and Risk Adjusted Returns Approaches, indicating that returns are below par and that the Test-group 
underperforms the market portfolio. For the DJSI-World similar results are found, although statistical 
significance for the Market and Risk Adjusted Returns Approaches is less pronounced. 
 
Cumulative abnormal returns are predominantly negative during the post-event period. This applies to 
all four measurement techniques. Especially for the longest event-period (“Day 0;4”) results of the 
DJSI-world sample and the Test-Group are remarkably similar.  
The Test-Group results in terms of Average Cumulative Abnormal Returns are significantly below that 
of the market-portfolio, while this does not apply to the DJSI-World additions sample. Moreover, these 
results seem to be contradictory to those of the Mean Adjusted Returns Approach. Since cumulative 
abnormal returns are more below par for the DJSI-World sample than for the Test-Group, one would 
expect to find performance of the DJSI-World sample compared with the market portfolio to be poorer 
as well. 
 
The combined pre and post event period 
In line with the DJSI-World additions, abnormal returns of the Test-Group are below average during 
most of the event-windows surrounding the event-date, including the longest event-window (“Day -
4;4”). However, not only for the Mean Adjusted Returns Approach, but also for the Market Returns, 
Risk Returns and ACARs Approaches (marginally) significant (cumulative) abnormal returns are 
found. During the six-day period surrounding the event-date (“Day -3;3”), the Test-Group outperforms 
the market-portfolio, while table 7.4 shows that the DJSI-World additions sample does not. 
The Risk Adjusted Returns Approach shows statistically significant negative cumulative abnormal 
returns during the two-days period surrounding the event-date (“Day -1;1”). 
 
 
 
 



 

183 
 

Table 7.9: Comparison of DJSI-World additions and i ts Test-Group 62 

 
 
Conclusions 
When comparing the results of the DJSI-world additions and its Test-Group presented in tables 7.4 
and 7.8 we get the impression that these are fairly similar. In order to find out whether or not the 
results are indeed similar, a t-test for equality of means was conducted. The results of this test are 
presented in table 7.9.  
The p-values indicate that indeed the results of both populations are very similar. For “Day -2” we find 
(marginally) statistically significant differences between the means of both groups. This might be an 
indication that investors do have access to information as to which companies will shortly be added to 
index. Furthermore, differences are found for the Means Adjusted Returns Approach for “Day 0;2” as 
well, suggesting that for a three day period following and including the event day returns differ 
significantly between the addition sample and its Test Group. For none of the other event-windows 
cumulative abnormal returns of the DJSI-World and its Test-Group are found to be significantly 
different.  
For the Market and Risk Adjusted Returns Approaches no statistically significant differences at all 
exist between both samples. The same applies to the standardized cumulative abnormal returns 
(CARs). 
The conclusion should therefore be that the results of the DJSI-World and its Test-Group are indeed 
very similar. This is remarkable, because the Test-Group was not involved in any discernable event. 
Therefore, we cannot say that the results presented in table 7.4 are robust. Hence, the (cumulative) 
abnormal returns are not likely to be attributable to addition announcements, but to other factors. This 
may indeed be an indication that in the first week of September forces are at works that need to be 
accounted for. 
 
B. Companies announced to be deleted from the DJSI-World 
Pre-event period 
As table 7.10 shows, during the pre-event period returns of the Test-Group are mainly below average. 
However, statistically significant (p<0.05) abnormal returns are found for “Day -4” only. For the Market 
and Risk Adjusted Returns Approaches statistically significant positive abnormal returns (p<0.05) are 

                                                      
62 The term Cumulative Abnormal Returns (CARs) refers to the cumulative standardized abnormal 
returns as mentioned in equation 9 in section 7.3.2. These CARs form the basis for the Average 
Cumulative Abnormal Returns (ACARs). 
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found for “Day -1”. On this “Day” the Test-Group outperforms the market portfolio by almost 0.9% and 
when adjusted for risk 0.6%.  
For the pre-event period, just like the Test-Group, we find below par results for the DJSI-World 
deletions sample, although the intensity of the negative results seems to be higher for the DJSI-World 
sample (see table 7.5). Unlike the Test-Group, the DJSI-World sample significantly underperforms the 
market portfolio.   
 
As far as the cumulative abnormal returns are concerned, we can see that the Test-Group results are 
at par with the comparison period average, while for the DJSI-World results are clearly negative, 
especially for “Day -3;0” and “Day -4;0”.  
Particularly for the Market Adjusted Returns Approach, but also for the Risk Adjusted Returns 
Approach statistically significant (p<0.05) positive abnormal returns are found, indicating that the Test-
Group outperforms the market-portfolio. At maximum outperformance is 1.4% and when adjusted for 
risk 0.9%. These findings are in contrast with those of the DJSI-World deletions sample, in that 
abnormal returns of the DJSI-World sample are fairly in line with the market portfolio. 
 
Event-date 
On the event-date we find statistically significant (p<0.05) positive abnormal returns for the Test-Group 
as well as for the DJSI-world sample for the Mean Adjusted Returns Approach, indicating that returns 
are above average. On the other hand, returns of the Test-Group and the DJSI-World deletions 
sample are similar to the market portfolio’s returns, for the Market and Risk Adjusted Returns 
Approaches. 
 
Table 7.10:  Abnormal returns of DJSI-World deletions Test-Group  

 
 
Post-event period 
For the Test-Group abnormal returns are alternately above and below average during the post-event 
period. Abnormal returns are maximum 1.4% above average and minimum 1.0% below average. 
Similar results are found for the DJSI-world sample: maximum and minimum 0.9% above and below 
average.  However, results of the Test-Group and the DJSI-World sample are markedly different for 
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“Day 4”. For this “Day” we find that returns for the Test-Group are above average, while returns of the 
DJSI-World sample are below average. 
 
But there are more differences between the groups. Statistically significant (p<0.05) positive abnormal 
returns are found for the Test-Group on “Day 2” and “Day 4” for the Market Adjusted Returns 
Approach. Positive abnormal returns are also found for the Risk Adjusted Returns Approach on “Day 
4”. In other words, the Test-group most markedly outperforms the market portfolio on “Day 4”. In 
contrast, the DJSI-World sample does not outperform the market portfolio during any of the post-event 
windows. 
For “Day 0;2” and “Day 0;4” statistically significant (p<0.05) positive cumulative abnormal returns are 
found for the Mean Adjusted Returns Approach for the Test-Group, while for the DJSI-World sample 
returns are above average for ‘Day 0;2” only.  
Furthermore, we can see that the returns of the Test-Group are fairly in line with the market portfolio 
returns, while the DJSI-World sample clearly underperforms the market portfolio. Especially for “Day 
0;4” negative cumulative abnormal returns are found for the Market and Risk Adjusted Returns 
Approach as well as for the ACARs Approach. 
 
The combined pre and post-event period 
For the combined pre- and post-event significantly (p<0.05) negative abnormal returns are found for 
the Mean Adjusted Returns Approach for “Day -1;1”, indicating that returns of the Test-Group are 
below par on the event-date and the days immediately preceding and following the event-date. As 
table 7.5 shows, returns of the DJSI-World sample are, albeit more pronouncedly, also below par. 
For the DJSI-world sample returns are significantly below par on the following “Days”: “Day -4;4”, “Day 
-3;3 and “Day -1;1”. Besides, returns of the DJSI-World sample are maximum 3.0% below average, 
whereas returns of the Test-Group are 1.1% below par. 
Furthermore, for “Day -4;4” statistically significant positive cumulative abnormal returns are found for 
the deletions Test-Group for the Market and Risk Adjusted Returns Approaches and the ACAR 
Approach. In contrast, table 7.5 shows that for the longest event-window, highly significant negative 
cumulative abnormal returns are found for the DJSI-World deletions sample. 
 
Conclusions 
Although there are some similarities between the results of both samples, discrepancies seem to be 
dominating. That is, when tables 7.5 and 7.10 are compared the results of the Test-Group and the 
DJSI-World sample are obviously contrasting. To examine whether or not the results are indeed 
contrasting, a test for equality of means was conducted. The results are presented in table 7.11. 
Table 7.11 shows that statistically significant differences between the two samples exist for “Day -3” 
for the Mean, Market and Risk Adjusted Returns Approaches. As we can see, for all three approaches 
mean abnormal returns of the DJSI-World deletions sample are negative, while mean abnormal 
returns of the Test Group are positive. Therefore, it cannot be excluded that investors may indeed 
have access to information as to which companies will shortly be deleted from the index. This is 
affirmed by statistically significant differences in cumulative abnormal results for “Day -3;0”. Here too 
we find that the mean cumulative abnormal returns are negative for the DJSI-World sample and 
positive for its Test-Group. 
Strongly contrasting results are also found for “Day 4”, the fourth day after the deletion 
announcements were made public, suggesting that investors do not immediately divest themselves of 
shares of companies shortly to be deleted from the DJSI-world, but wait almost a week. Statistically 
significant differences are also found for the longest post-event window (Day 0;4)  
 
We can see that for the longest event-windows (“Day -4;4” and “Day -3;3”) differences between the 
DJSI-World deletions sample and its Test-Group are highly statistically significant for all abnormal 
returns measurement approaches, but most prominently for the Market and Risk Adjusted Returns 
and CARs Approaches. For all approaches the sign of the results between the DJSI-World deletions 
sample and its Test-Group are contrasting. For the deletions sample mean cumulative abnormal 
returns are all negative, while the mean cumulative abnormal returns of the Test-Group are all 
positive. Markedly statistically significant differences are also found for “Day 2;2” for the Market and 
Risk Adjusted Approaches.  
 
The conclusion should therefore be that the results of the DJSI-World sample and the Test-Group are 
contrasting and that it is most likely that DJSI-World deletion announcements are indeed accompanied 



 
 

186 
 

by negative cumulative abnormal returns. That is, as a result of the announcements investors divest 
themselves of stock of companies shortly to be deleted from the DJSI-World. 
 
Table 7.11: Comparison of DJSI-World deletions and its Test-Group 63 

 
 
Furthermore, it is remarkable that the Test-Group results suggest that investors did respond to some, 
albeit non-discernable event. This may be an indication that in the first week of September 
external/market forces are at work that should be accounted for. However, it should be noted that we 
do not find comparable results for the DJSI-World additions Test-Group.  
 
C. Companies announced to be added to the DSI 
Pre-event period 
As table 7.12 shows, for the DSI Additions Test-Group we find statistically significant (p< 0.05) 
negative abnormal returns for “Day -3” for the Mean, Market and Risk Adjusted Returns Approaches. 
Performance of the Test-Group is 0.5% below average, while the market portfolio is underperformed 
by little more than 0.3%. Adjusted for risk underperformance is close to 0.4%. 
On the day prior to the ‘event-date’ underperformance is most substantial. Performance is more than 
0.7 below the estimation period average, while compared with the market portfolio underperformance 
of the Test-Group is more than 0.5%.  
 
As far as cumulative abnormal returns are concerned, we only find statistically significant results 
(p<0.05) on “Day -3;0” and “Day -4;0” for the Mean Adjusted Abnormal Returns Approach. Marginally 
significant (p<0.1) average cumulative abnormal returns are found for “Day -4;0”.  
 
Event-date 
On the event date we find no statistically significant abnormal returns for any of the adjusted returns 
approaches. 
 
Post-event period 
During the post-event period we find statistically significant (p<0.05) negative abnormal returns for the 
Market Adjusted Returns Approach for “Day 4” only.  
 
Cumulative abnormal returns do not occur for any of the adjusted returns measurement approaches. 

                                                      
63 The term Cumulative Abnormal Returns (CARs) refers to the cumulative standardized abnormal 
returns as mentioned in equation 9 in section 7.3.2. These CARs form the basis for the Average 
Cumulative Abnormal Returns (ACARs). 
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The combined pre- and post event-period 
No cumulative abnormal returns are found for all adjusted returns approaches for any of the event-
windows. 
Table 7.12:  Abnormal returns of DSI additions Test-Group  

 
 
Table 7.13: Comparison of DSI additions and its Tes t-Group 64 

 
                                                      
64 The term Cumulative Abnormal Returns (CARs) refers to the cumulative standardized abnormal 
returns as mentioned in equation 9 in section 7.3.2. These CARs form the basis for the Average 
Cumulative Abnormal Returns (ACARs). 
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Conclusions 
As table 7.6 shows, statistically significant positive abnormal returns are found for a wide range of 
event-windows throughout all four adjusted returns approaches, indicating that investors do respond 
when companies are announced to be added to the DSI. However, it cannot be excluded that these 
results are attributable to events that have not been accounted for. In other words, other explanations 
cannot be completely ruled out. To test the similarity of the DSI additions and the Test-Group results, 
a t-test for equality of means was conducted. The results of this test are presented in table 7.13. 
In table 7.13, we can see that on the event-date, the results of the DSI Additions are significantly 
(p<0.05) higher compared with the Test-Group for the Market and Risk Adjusted Returns Approaches. 
Furthermore, we find cumulative abnormal returns of the additions sample to be significantly (p<0.05) 
higher for the all pre-event windows (“Day -1;0” through “Day -4;0”). For the combined pre- and post 
event period, we find statistically significant results (p<0.05) for “Day -3;3”, “Day -2;2” and “Day -1;1” 
for the ACARs Approach and highly statistically significant (p<0.01) for “Day -3;3” and “Day -2;2” for 
the Market Adjusted Returns Approach. For the Risk Adjusted Returns Approach statistically 
significant (p<0.05) differences are found only for “Day -3;3”. For all event-windows we find cumulative 
abnormal returns to be higher for the additions sample. 
For the post-event period we also find (highly) statistically significant differences for “Day 0;4” for the 
Mean, Market and Risk Adjusted Returns Approaches. Highly statistically significant differences are 
also found for “Day 0;3” for the Market Returns Approach. Statistically significant results also occur for 
“Day 0;2” for the ACARs Approach. For all these event-windows results of the additions sample 
outweigh those of the Test-Group.  
In conclusion, we can say that indeed the results of the DSI Additions sample and the Test-Group are 
contrasting and that the strong positive results we found for the DSI Additions sample are most likely 
to be attributable to announcements that companies will be added to the DSI. 
 
D. Companies announced to be deleted from the DSI. 
Pre-event period 
As table 7.14 shows, for the DSI Deletions Test-Group we do not find statistically significant abnormal 
returns for any of the Adjusted Returns Approaches. 
 
As far as cumulative abnormal returns are concerned, we find statistically significant (p<0.05) 
cumulative abnormal returns for the Market Adjusted Returns Approach only for “Day -3;0”. For this 
event-window the deletions-sample outperforms the market portfolio by almost 1.5%. 
 
Event-date 
On the event-date we do not find statistically significant abnormal returns for any of the Adjusted 
Returns Approaches. 
 
Post-event period 
Surprisingly, we find statistically significant positive abnormal returns (p<0.01) for “Day 3’ for all three 
Adjusted Returns Approaches. However, we also find statistically significant (p<0.05), yet negative, 
abnormal returns for the first day after the event-date for the Mean Adjusted Returns Approach only. 
 
We do not find statistically significant (p<0.05) cumulative abnormal returns for any of the Adjusted 
Returns Approaches. 
 
The combined pre- and post-event period 
We find cumulative abnormal returns to be statistically significant and negative for “Day -2;2” (p<0.01) 
and “Day -1;1” (p<0.05) for the Mean Adjusted Returns Approach only, indicating that on these “Days” 
cumulative returns are below average. 
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Table 7.14: Abnormal returns of DSI deletions Test- Group  

 
 
 
Table 7.15: Comparison of DSI deletions and its Tes t-Group 

 
 
Conclusions 
Table 7.7 suggests that investors do not convincingly respond to DSI deletion announcement. To test 
the similarity between the DSI deletions-sample and the Test-Group, a t-test for the equality of means 
was carried out. The results of this test are presented in table 7.15. 
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As we can see, on the event-date we find differences in abnormal returns between the DSI deletions 
sample and its Test-Group. Especially for the Risk Adjusted Returns Approach, we find the results for 
the samples to vary significantly (p<0.05) for “Day 0”. The results we found for “Day -3” for the Mean 
Adjusted Returns Approach also appear to differ significantly (p<0.05) from the results of the Test-
Group. 
When focusing on multiple-day event-windows, we can say that the positive cumulative rerturns we 
found for “Day -2;2”  are significantly (p<0.01) different from the results of the Test-Group sample.  
 
In conclusion we can say that the findings for the DSI deletion-sample and its Test-Group (although 
not completely) are fairly similar. We find statistically significant differences only for a minor subset of 
event-windows. Therefore we can say that the results presented in table 7.7 are not robust.  
 
7.4.4 Overall conclusion concerning the robustness of the results 
Perhaps the most important lesson to be learned from this event-study is that even if research design 
issues, such as event-window length, confounding events and outlier identification have been properly 
accounted for, internal validity can still not be taken for granted. IF, as is the case for DJSI-World 
additions and deletions, announcements are made at almost the same date each year, 
market/external factors may still threaten internal validity. In this study this type of confounding effects 
is accounted for by benchmarking the results of the DJSI-World additions and deletions samples 
against Test-Groups. These Test-Groups are (fairly) similar in terms of industry representation and 
annual sample size.  
For the DSI addition and deletion samples a similar procedure was followed. 
 
When comparing the results of DJSI-World addition sample and its Test-Group, we find these to be 
fairly similar, implying that the DJSI-World additions results presented in table 7.4 are not robust.  
On the other hand, the DJSI-World deletions results presented in table 7.5 can be classified as robust, 
because of the contrasting results compared with its Test-Group. 
 
The DSI addition results presented in table 7.6 can also be classified as robust considering the large 
degree of dissimilarity between the results of the DSI additions sample and its Test-Group.  
For the DSI deletions sample we find the results to be fairly similar to those of its Test-Group. 
Therefore the results in table 7.7 cannot be classified as robust. 
 
If we compare the results of the DJSI-World and DSI addition and deletion Test-Groups, we find these 
results not to be (completely) similar. Especially on “Day 4”, “Day -4;4” and “Day 0;4” we find 
significantly (p<0.05) different and contrasting results across all four Adjusted Returns Approaches. 
For the DJSI-World additions Test-Group we find (cumulative) abnormal returns for these event-
windows to be negative, whereas we find positive (cumulative) abnormal returns for the deletions 
Test-Group. Although one would expect the results of both samples to be identical, the different 
outcomes may be due to differences in samples size and/or industry composition. 
On the other hand, we do find the DSI addition and deletion Test-Groups to be fairly similar. 
Differences between the two samples are especially attributable to the statistically significant positive 
abnormal returns on “Day 3”. For these samples we find abnormal returns to differ significantly 
(p<0.05) on this “Day”. We find the results to be contrasting for the Risk Adjusted Approach and 
standardized abnormal returns only. We also find statistically significant and contrasting results 
(p<0.05) for “Day 0;3” for three of the four abnormal returns approaches. 
 
It is remarkable that investors respond differently to DJSI-World and DSI addition announcements. 
DSI addition announcements result in positive abnormal returns, whereas we do not find significant 
(cumulative) abnormal returns in case of DJSI-World announcements. Although investors do not 
respond to DJSI-World addition announcements, the market does respond to do respond DJSI-World 
deletion addition announcements.  
On the other hand, being added to the DSI is positively appreciated by the investment community, 
while being deleted from the index hardly has a market impact.  
 
That the market obviously appreciates being added to the DSI and disapproves of being deleted from 
the DJSI-World is quite remarkable, considering the conclusions of the previous chapter. We 
concluded that the investment community is not likely to understand and value the (results of) the 
sustainability assessment methodologies underlying the DJSI-World and DSI. On the basis of this 



 

191 
 

information one would not expect investors to respond if announcements of additions to and deletions 
from these indexes are disseminated to the market. 
Obviously, these indexes themselves signal information that is relevant to investors. Since investors 
react differently to DJSI-World and the DSI addition and deletion announcements, these indexes 
obviously communicate different signals. 
 
As we saw earlier, McWilliams and Siegel asserted that “Professionals have extensive knowledge of 
events that actually drive changes in stock prices. They would assume, for example that events that 
do not warrant announcement in the Wall Street Journal (..) generally do not affect stock prices” 
(McWilliams and Siegel, 1997b;107).  
However, the Wall Street Journal not once reported announcements of additions to and deletions from 
either the DJSI-World or the DSI, suggesting that these events do not affect stock prices. As this study 
has made clear, addition and deletion announcement do affect stock prices.  
In paragraph 7.5 an explanation for the market response to announcements of additions to the DJSI-
World and the DSI, and announcements of deletions from the DSJ-World will be provided. But first we 
will the results of a study conducted by Becchetti et al. (2007). This study also measures the response 
of the market to DSI additions and deletions. At first sight, their results appear to be contradictory to 
ours.   
 
7.4.5. Becchetti et al. (2007). 
In the introduction to this chapter we already mentioned the study conducted by Becchetti et al. 
(2007). They also measured the market response to DSI additions and deletions and conclude that 
being deleted from the DSI has a significant and negative market impact around the event-date, while 
they do not find the market to respond in case of additions to the index.  
 
In order to find an explanation for the different results, we replicated the Becchetti-study using the 
methods described in section 7.3.2. Becchetti et al. used a different market-model specification and 
their additions and deletions samples do not completely correspond with our samples. We selected 
companies that were added to or deleted from the DSI for reasons of governance, social and 
environmental strength or weakness. Their samples also comprise companies that were added to or 
deleted from the index for other reasons. Furthermore, Becchetti et al. measured the market response 
on the basis of additions to and deletions from the index during the 1990-2004 period. They divided 
this period into two intervals: 1990-1998 and 1999-2004 and find statistically significant results for the 
deletions sample for 1999-2004 interval only. That is why we will replicate their study for this time-
frame only.  
 
Furthermore, Becchetti et al. applied a set of event-windows that slightly deviates from ours: “Day 0” 
(the event-date); “Day -1” (the day preceding the event-date); “Day -1;1”; “Day -1;0”and “Day -1;3”. 
Except for the last event-window, these event-windows are also accounted for in the present study. 
For the DSI additions and deletions, the replication results are included in Appendixes 7.14 and 7.15 
respectively.  
 
Additions 
Appendix 7.14A shows the results of DSI additions for the 1999-2004 interval based on the abnormal 
returns approaches used in the present study. As can be seen, we do not find statistically significant 
(p<0.05) (cumulative) abnormal returns for “Day 0”, “Day -1”; “Day -1;1” and “Day -1;0”. However, for 
other event-windows (such as “Day 0;2”; “Day 0;3 and “Day 0;4”) we do find a significant and positive 
impact. This shows that impact significance also depends on the choice of event-windows. 
 
If confounding events (similar to those mentioned in Appendixes 7.10-7.13) and outliers (determined 
by the box-plot method described in section 7.3.5) are accounted for, we find highly significant 
(p<0.0001) and positive abnormal returns on the event-date, implying that investors buy shares of 
companies that are added to the index. Results exclusive of confounding events and outliers are 
presented in Appendix 7.14B.  For “Day -1” we do not find a significant impact, but for “Day -1;1” we 
find significant (p<0.05) and positive results for the Market Adjusted Returns Approach. Finally, for 
“Day -1;0” statistically significant (p<0.05) and positive cumulative abnormal returns are found for the 
Mean, Market and Risk Adjusted Returns Approaches. As Appendix 7.14B shows, highly significant 
positive cumulative returns occur for all for four Abnormal Returns Approaches on “Day 0;2”, “Day 
0;3”and “Day 0;4”.  
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A test for the equality of means shows that when research design issues are accounted for, the results 
of the Becchetti-sample and the present study are almost identical (see Appendix 7.15C). The 
Beccheti et al. additions sample differs from ours in that we included only companies that were added 
to the index for at least governance, social or environmental strengths. Their sample also consists of 
companies that were added to the index for other reasons (e.g. industry representation; ticker change, 
etc). An overview of differences between both samples is presented in Appendix 7.16A. Also, their 
sample does not cover all the companies that were added to the index during the 1999-2004 time 
frame.  
 
Deletions 
In Appendix 7.15A the results for the DSI deletions sample for the 1999-2004 interval are presented. 
Becchetti et al. find negative (cumulative) abnormal returns for all four event windows. As the table 
shows, we do not find statistically significant (p<0.05) for “Day 0”and “Day -1”, but we do find 
cumulative abnormal returns to be statistically significant and negative for the other event-windows, 
especially as measured by the ACAR-approach. However, we do find statistically significant (p<0.05) 
abnormal returns for “Day 0” for the standardized abnormal returns. 
 
Although the results are not completely identical, we can say that the general tendencies are very 
similar, namely that DSI deletion announcements are accompanied by (highly) negative cumulative 
abnormal returns, implying that investors divest themselves of stock of companies that are deleted 
from the DSI. Just like, Becchetti et al., we find the market impact of deletions to be substantial. 
Depending on the abnormal returns approach and event-window length, cumulative abnormal returns 
amount to 11 percent negative. 
 
However, the impact of DSI deletions announcements changes substantially if confounding events 
and outliers are taken into account. These results are presented in Appendix 7.15B. We find 
significant (p<0.05) abnormal returns on the event-date for the Risk Adjusted Returns Approach and 
marginally significant (p<0.1) results for the Mean and Market Adjusted Returns Approaches, 
indicating that we cannot rule out that investors divest themselves of shares of companies that are 
deleted from the index. We do not find statistically significant abnormal returns on the day preceding 
the event-date (‘Day -1”). On the other hand, we do find significant (p<0.01) negative cumulative 
abnormal returns for the Mean Adjusted Approach for “Day -1;0” and positive cumulative abnormal 
returns (p<0.05) for ‘Day -1;1” for the Risk Adjusted Returns Approach.  
 
If the results of the Becchetti sample (ex confounding events and outliers) is compared with the results 
of the present study (see Appendix 7.16 C), the conclusion should be that the outcomes are almost 
identical. We find results to be statistically different for only one event-window for only one Abnormal 
Returns Approach. That the results of both samples are almost identical is surprising, because the 
samples sizes and compositions are not identical. The Becchetti-sample also includes companies that 
were removed for other than governance, social and environmental concerns (e.g. bankruptcy, ticker 
change, delisted from Nasdaq, etc). More information on the differences between both samples is 
included in Appendix 7.16B. 
 
Conclusions 
At first sight, the results of the study conducted by Becchetti et al. (2007) and the present study are 
quite contradictory. Becchetti et al. find no (cumulative) abnormal returns if companies are added to 
the DSI and find a significant and negative impact if companies are deleted from the index. However, if 
confounding events and outliers are accounted for, the results of both studies are almost identical. We 
find a significant and positive impact if companies are added to the index. If companies are deleted 
from the index the market response is poor.  
Not having account for confounding events and outliers may cause the results of the Becchetti et al.  
study to be flawed. 
 
7.5 Explanation of the results 
In the previous paragraph the response of investors to DJSI-World and DSI addition and deletion 
announcements was discussed. We saw that in case of DJSI-World deletions negative (cumulative) 
abnormal returns prevail. Obviously investors sell stock of companies that will shortly be deleted from 
the index. In contrast, DSI addition announcements elicit positive market reactions, while being added 
to the DJSI-World does not seem to have a market impact. These findings should be born in mind 
against the background that economic and ethical investors are not likely to understand and value the 
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(outcomes) of the assessment methodologies underlying both indexes. Obviously the indexes 
themselves communicate signals that are relevant to the investment community.   
 
The DSI 
Figure 7.5 illustrates return performances of the DSI and a selection of renowned indexes: the S&P 
500 and the Russell 1000 and 3000 indexes65. Like the DSI, all benchmark indexes comprise 
companies whose shares are traded on American stock exchanges. 
In the USA, index performance information must be accompanied with performance information about 
an appropriate benchmark that is administered by an organization not affiliated to the index issuing 
organization (Kinder, 2005).  
Of the three benchmarks mentioned, the S&P 500 is considered the most relevant. Approximately two-
third of the DSI constituency originates from the S&P 500. Besides, KLD Research & Analytics also 
benchmarks the DSI against the S&P 500.  
The Russell indexes are selected for their comprehensiveness in terms of market capitalization and 
industry coverage. The Russell 3000 Index measures performance of the 3000 largest US companies, 
representing about 98% of the investable U.S. equity market66. The index covers relatively large and 
small companies from a variety of industries. The Russell 1000 comprises a subset of the 1000 largest 
companies of the Russell 3000 index. 
Therefore, like the DSI, all benchmarks are USA-based large-cap indexes covering a wide range of 
industries. May 1990 is chosen as the anchor year, because the DSI was launched on 1 May 1990.  
 
As can be seen in figure 7.5, since its launch on 1 May 1990 the DSI has been the best performing 
index of the four. If one had invested $100 in each of the indexes, in case of the DSI the value of the  
 
Figure 7.5: Performance of the DSI, S&P 500 and the  Russell 1000 and 3000 Indexes,  
Total Return in US$ (May 1990-Sept 2005)

 
 
investment would have increased to $577 in September 2005. For the S&P 500, the Russell 1000 and 
Russell 3000 the investment value would have accrued to respectively $515-, $535, and $530.  

                                                      
65 Total returns data were obtained through KLD Research & Analytics. KLD does not typically give 
away detailed –that is daily return- information (for scientific purposes), but was however prepared to 
provide monthly data. For that reason monthly return data were used for all indexes for the 
construction of figures 6.3 and 6.4 
66 Source: www.russell.com/US/Indexes?Definitions_p.asp 
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However, as most finance textbooks teach high stock returns may be caused by superior financial 
performance or high risk compensation premiums.  
 
In table 7.16 an illustration of the risk-return profiles of the DSI, the S&P 500, and the Russell 1000 
and 3000 indexes is presented. Average Annual Return represents the average of the end-of-year 
annual returns (May – April) since the launch of the index, while Risk is defined as the standard 
deviation of the average annual returns. Return per unit of risk is determined by dividing average 
annual return and risk. 
Compared with a set of benchmark indexes, the DSI is a relatively high performing index in terms of 
return. But, high returns are usually accompanied by high risk. Table 7.16 shows, that compared with 
the benchmark indexes, risk of the DSI is indeed higher. However, on balance, return per unit of risk of 
the DSI is (fairly) in line with the other indexes.  
 
Table 7.16: Performance of DSI and a set of benchma rk indexes,  
May 1990 – May 2005 
Index Average annual return Risk Return per unit of risk 
DSI 12.48% 15.28% 0.817 
S&P 11.58% 14.14% 0.819 
Russell 1000 11.78% 14.12% 0.834 
Russell 3000 11.68% 13.79% 0.847 

Source: FactSet Research Systems Inc; adapted by the author. 
 
The conclusion should therefore be that the DSI signals neither strong nor poor financial performance.  
 
DJSI-World  
Figure 7.6 presents return performance of the DJSI-World and a selection of global benchmark 
indexes. The base for all indexes is 8 September 1999, the date the DJSI-World was launched67. 
                  
 
 Figure 7.6: Performance of the DJSI-World and a se lection of world indexes,  
 price index in US$ (Sept 1999-Sept 2005)                 

 
Source: Datastream 

                                                      
67 In public reports the SAM-Group chooses 31 December 1993 as the base for the DJSI-World. This 
is remarkable, because the SAM-Group was founded in 1995 and the index was launched at 8 
September 1999. 
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As was mentioned above, in the U.S., reporting on performance of a particular index should be 
accompanied by performance information of an appropriate benchmark of a non-affiliated 
organization. One of the benchmark indexes, the DJTM-World (Dow Jones Total Market Index-World) 
is a member of the Dow Jones Index family. The other three indexes (MSCI-World, S&P Global 1200, 
FTSE-World) are launched and supported by non-affiliated organizations.  
The reason for including the DJTM-World is that the DJSI-World and the DJTM-World can be 
regarded as substitutes from an economic investor point of view. From an ethical investor perspective 
both indexes may be perceived differently. 
 
In Appendix 7.9 a brief description of the DJSI-World benchmarks indexes is presented. The Appendix 
also includes an overview of countries of origin of the DJSI-World elements and the constituencies of 
the benchmark indexes.  
The DJSI-world comprises companies from 23 countries68. The DJTM-world includes all countries 
‘donating’ companies to the DJSI-World. In total the DJTM-World encompasses companies from 34 
countries. The Morgan Stanley Capital International World Index (MSCI-World) is generally perceived 
as the common benchmark for global or world stock funds. Just like the DJSI-World the MSCI-World 
comprises companies from 23 countries; of which 20 are overlapping.  
 
Performance reports of the DJSI-World index are usually accompanied by performance information on 
the MSCI-World.  The S&P Global 1200 covers companies from 30 countries, 23 of these countries 
are also covered by the DJSI-World. The FTSE-World index captures 29 countries; 20 of these 
countries are also captured by the DJSI-World. Besides, all indexes comprise a variety of industries.  
The conclusion should be that overlap in terms of country-composition between the DJSI-World and 
its benchmark indexes is substantial. Since, the MSCI-world is generally perceived as the most 
appropriate benchmark for ‘world’ or ‘global’ stock funds, and the fact that performance of the DJSI-
World index is usually guided by the MSCI-World index performance information, this index is 
considered the most relevant of the benchmark indexes.   
 
As can be seen in figure 7.6, as compared with the benchmark indexes the DJSI-World is the worst 
performing index. A $100 investment in each of the indexes mentioned in figure 7.6 on 8 September 
1999 would, 6 years later, be worth $92, $97, $99, $105 and $101 for the DJSI-World, the MSCI-
World, the S&P Global 1200, the DJTM-World and the FTSE-World respectively. 
 
For the sake of good order, and in contrast with to figure 7.5, figure 7.6 is constructed using daily 
returns retrieved from the DATASTREAM database, the base-date being the launching date of the 
DJSI-World (8 September 1999). For figure 7.5 total return data were used (return inclusive of 
dividend yields), while the figure 7.5 is constructed on the basis of returns ex-dividend yields. The 
reason for using different data formats is that for the DSI no ex-dividend data could be provided. 
Therefore total return information is also used for the DSI benchmarks.  
 
In table 7.17 risk-return profiles of the five indexes are presented. Compared with the other indexes, 
the DJSI-World index’s risk-return profile seems rather unfavorable. Average annual returns are 
relatively low, while risk is relatively high.  
 
Table 7.17: Performance of DJSI-World and a set of benchmark indexes,  
Sept. 1999 – Sept. 2005 
Index Average annual return Risk Return per unit of risk 
DJSI-World 0.34% 17.25% 0.0199 
S&P 1200 1.30% 16.55% 0.0786 
MSCI 0.97% 16.95% 0.0571 
DJTM 2.56% 17.64% 0.1456 
FTSE-W 1.68% 17.15% 0.0979 

Source: Datastream 
 
The conclusion should therefore be that compared with the selection of benchmark indexes, financial 
performance of the DJSI-World is poor. It is remarkable that the DJTM, also a member of the Dow 
Jones Global Index family, outperforms the DJSI-World by more than a factor 7 in terms of risk-return 
performance. 

                                                      
68 Based on the 2005/2006 constituency list. 



 
 

196 
 

 
A condensed account of the financial performance results of the DSI and DJSI-World and the 
(cumulative) abnormal returns of additions to and deletions from both indexes is presented in table 
7.18.  
 
Table 7.18: Summary of results 
 General picture of (cumulative) abnormal returns in 

case of  
Financial 
performance 

 Addition announcements Deletion announcements 
DJSI-World n.s. - poor 
DSI + n.s. on par 

n.s. = not significant 
 
We find that financial performance of the DJSI-World is poor. In case of additions to the index 
(cumulative) abnormal ruturns are not statistically significant, while deletion announcements are 
accompanied by negative (cumulative) abnormal returns. 
Financial performance of the DSI is fairly in line with the selection of benchmark indexes and we find 
positive (cumulative) abnormal returns in case of additions to the index. For deletions from the DSI we 
hardly find statistically significant (cumulative) abnormal returns.  
 
In conclusion we can say that the results are largely asymmetrical and that a straightforward 
explanation for these results cannot be provided. The asymmetry may be due to irregularities in some 
variables, such as: 
• The indexes communicate different sustainability and financial performance signals. As we have 

seen in the previous chapter, the corporate sustainability performance perceptions underlying the 
DJSI-World and DSI differ substantially. But financial performance of both indexes also differs 
substantially. Compared with a selection of peer indexes financial performance of the DJSI-World, 
is poor, while financial performance of the DSI can best be classified as on par.  

• Corporate sustainability performance and financial performance signals of these indexes are 
differently interpreted by investors. As we have seen in the previous chapter, the DSI is an ethical 
index. Companies added to the DSI are not involved in ethical concerns such as, production of 
weaponry, nuclear power, alcohol etcetera. The DJSI-World is a sustainability index. Unlike ethical 
indexes, sustainability indexes do not a priory put restrictions on investment possibilities. Besides, 
SAM claims that a positive link exists between (its interpretation and operationalization of) 
corporate sustainability performance leadership and financial performance. It may be that these 
indexes are differently perceived by different audiences. Moreover, the reputations of SAM and 
KLD in the market may also attract different audiences.  

• Companies that have been included in the DJSI-World were perceived to be socially and 
environmentally responsible long before they were announced to be added to the index, in which 
case announcements do not communicate new information, leaving share prices unaffected.  

• It may also be that audiences responding to DJSI-World additions are relatively small to an extent 
that share prices do not increase if addition announcements are disseminated to the market. 
Investors may also respond to this sustainability signal at a later point in time. Because these 
actions take place within a longer time-frame, we do not find (cumulative) abnormal returns.  

• However, if companies are announced to be deleted from the DJSI-World, investors react by 
selling their shares, causing share prices to fall substantially, resulting in negative (cumulative) 
abnormal returns. Because investors know that index returns are relatively low they have no 
financial interest in holding these shares.  

• In case of the DSI additions, investors are not aware of their sustainability performance leadership 
until the addition announcements are made public. Since, financial performance of the DSI is not 
particularly strong, it is likely that shares of additions to the index are bought mainly for 
sustainability performance reasons.  

• Investors do not respond equally strong to DSI addition and deletion announcements. They 
strongly respond if companies are added to the DSI, but hardly if at all respond to the signal that 
companies are deleted from the index. In case of additions, investors obviously respond for 
sustainability reasons. If companies are deleted, investors do not (immediately) sell shares of 
these companies. Investors may hold these shares because it is not necessary to sell them for 
financial reasons, since financial performance of the DSI is fairly in line with that of a set of peer 
indexes. 
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However, if we combine the results of the DJSI-world and DSI, we can say that investors positively 
respond to additions to sustainability/ethical indexes and negative respond if companies are deleted 
from these indexes. In this case we can say that investors obviously purchase stock of additions and 
sell stock of deletions on the basis of sustainability/ethical considerations. 
 
7.6 Conclusions, limitations and suggestions for fu rther research 
The overall conclusion should be that, although investors are not likely to understand and value the 
KLD and SAM corporate sustainability performance assessment methodologies, they do nevertheless 
respond if information concerning these methodologies is disseminated to the capital market. 
Investors particularly seem to respond to deletions from the DJSI-World and additions to the DSI. The 
market, obviously, does not respond to DJSI-World addition announcements. The same applies to DSI 
deletion announcements.  
Because of these asymmetrical results, a straightforward explanation cannot be provided. But, 
considering the indexes’ financial performance, investors are predominantly guided by the corporate 
sustainability performance signal communicated by these indexes. 
 
To measure if the market responds to corporate sustainability performance information, the event-
study methodology was used. One of the critical issues pertaining to this methodology is the internal 
validity issue. Although research design issues have been properly accounted for, and the results of 
additions and deletions samples have been benchmarked against carefully composed Test-Groups, 
rival explanations can never completely be ruled out.  
For the DJSI-World additions and deletions Test-Groups were created to account for what was 
referred to as ‘external/market factors’. The results the Test-Groups show that there is reason to 
believe that such factors might exist. It would be worthwhile to further investigate this issue.  
Second, external validity cannot be taken for granted. That is, the results of the event-study may not 
be generalizable since only American companies have been included in the sample. It would be 
challenging to investigate if the above conclusions also hold if the sample constituency would have 
been retrieved from different countries and cultures (e.g. British, Continental-European or Japanese 
companies). Another recommendation would be to investigate inter-industry differences. It may be that 
that trading of alleged sustainability leaders is industry-prone. 
Another external validity issue concerns the time horizon. The present study includes companies that 
were added to and deleted from the DJSI-world and DSI during the period January/September 2001-
September 2005. Inferences and implications are based on this time-frame and may not be 
generalizable to other time periods. In the period between 2005 and the presentation of this 
dissertation, the general attitude towards business’ contribution sustainable development may have 
changed. If so, this may also affect stock trading of alleged sustainability performance leaders and 
losers. 
Third, we did not investigate which investors or investor groups respond to addition and deletion 
announcements. It may very well be possible to segment the market into two mutually exclusive 
groups: investors who respond to sustainability performance information and investors who respond to 
financial performance information. However, it may also be that the response to these announcements 
is dominated by clients (licencees) and/or major market players (e.g. institutional investors) tracking 
these indexes. For example, we know that in Europe the socially responsible investment market is 
dominated by institutional investors (Eurosif (2006). It would be worthwhile investigating if indeed the 
capital market can be divided into economic and ethical investors (Mahapatra, 1984; Angel and Rivoli, 
1997)  
Fourth, investors –especially large investors- are often guided in their investment decisions by 
information obtained from analysts. It would be worthwhile to investigate whether or not information 
concerning (additions to and deletions from) the DJSI-World and DSI (or any sustainability index for 
that matter) is appreciated by investors and analysts either for sustainability or financial reasons.  
And last but not least, considering the results of the present study, it would be worthwhile extending 
the sample of sustainability indexes beyond the two included in this study and to investigate the 
message communicated by these indexes, as well as investors’ reactions to addition and deletion 
announcements.   
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Chapter 8: Conclusions, limitations and suggestions  for further research  
 
Corporate sustainability performance has become a buzz-word: it means everything, but never the 
same to everybody. Generally speaking corporate sustainability performance is a business-society 
construct comprising corporate governance and social, environmental and economic performance 
attributes. But what it is exactly is something we do not know. Generally speaking, corporate 
sustainability performance is perceived to contrast with corporate financial performance. While 
corporate financial performance is aimed at improving financial returns, corporate sustainability 
performance is aimed at improving social returns and has an obvious normative connotation.  
If corporate sustainability performance and financial performance really are contrasting constructs, 
then exploring the relationship between the two would not be very interesting. Increasing social returns 
will only add to the cost per unit of product and, consequently, have a negative impact on profitability. 
Interestingly enough, we have seen a plethora of studies focusing on the corporate sustainability 
performance- financial performance relationship. Margolis and Walsh (2003) counted almost 130 of 
these studies. Surprisingly though, we cannot unambiguously refute the hypothesis that corporate 
sustainability performance and financial performance are indeed negatively related. Although 
inconclusive, the results of these studies seem to indicate that corporate sustainability performance 
and financial performance might even be positively linked. If so, this would open up new horizons for 
economic decision-makers, because if indeed corporate sustainability performance would bolster 
financial performance, then corporate sustainability performance information may be of value to, for 
example, economic investors (i.e investors that are attracted by economic rewards and shun social 
returns if these do not contribute to financial performance (Mahapatra, 1984).  
If corporate sustainability performance and financial performance are not related, information 
concerning a company’s sustainability performance may nevertheless be of value to ethical investors 
(i.e. investors who reward companies for acting in a socially responsible manner and who are not 
interested in a company’s financial returns (Mahapatra, 1984). However, it should be noted that if 
indeed ethical investors do respond to corporate sustainability performance information, this does 
affects the cost of capital of the companies concerned. Therefore we can say that even in the case 
that sustainability performance information is valued by ethical investors and not by economic 
investors, this does have consequences for a company’s financial performance.  
 
This thesis aims to analyze the fundamental question of how corporate sustainability performance can 
be measured and how economic decision makers, like investors, react to corporate sustainability 
performance information. Therefore, we need to find answers to the following set of specific research 
questions: 
• How has corporate sustainability performance been defined?  
• To what extent can companies contribute to sustainable development, and what are the 

opportunities and dilemmas companies are facing in this respect? 
• How can corporate sustainability performance be measured? 
• Do investors respond if corporate sustainability performance information is disseminated to the 

capital market? 
These research questions will now be addressed. 
 
• How has corporate sustainability performance been d efined?  
Corporate sustainability performance can be defined in a variety of ways. To date a plethora of 
constructs accentuating the business-society relationship exist. In this thesis we described and 
analyzed 12 of these constructs, namely 
o Corporate social responsibility 
o Corporate social responsiveness 
o Social Issues Management 
o Corporate social performance 
o Sustainable development 
o Corporate Sustainability 
o Business Ethics 
o Corporate Social Policy Process 
o Sustainable Corporate Performance 
o Stakeholder Management, Consultation and Dialogue 
o Corporate Citizenship, and  
o Triple-Bottom-Line 
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The constructs have been described and analyzed on the basis of 3 criteria: construct convergence, 
construct categorization and level of analysis. 
Construct convergence refers to the extent to which a specific construct is unambiguously defined 
throughout relevant literatures. 
Construct categorization refers to a classification of constructs on the basis of the so-called Donaldson 
and Preston typology (descriptive, normative and instrumental). 
Level of analysis refers to the level of analysis the business-society construct accentuates 
(institutional, organizational and individual). 
 
Overall, we can conclude that most of these 12 constructs are not unequivocally defined, described 
and/or interpreted. This ambiguity may be the result of construct evolution or definitional chaos. A 
meta-construct synthesizing these constructs still does not exist.  
It is not possible to refer to a corporate sustainability performance without exactly specifying which 
body of thought is being referred to. Sethi already stated in 1975, that “corporate social responsibility 
has been used in so many different contexts that it has lost all meaning. Devoid of an internal structure 
and content it has come to mean all things to all people”. This statement made more than three 
decades ago is still relevant. 
Most constructs are normatively framed. That is, they challenge the idea that the only responsibility of 
companies is to increase profits and to serve the interests of their shareholders. Companies should 
also take the interests of other stakeholders, the (natural) environment and society at large into 
account. Although normatively framed, in their application many of these constructs are descriptive or 
instrumental. Furthermore, most of the constructs take the organization as the focus of the business-
society relationship. 
 
• To what extent can companies contribute to sustaina ble development, and what are the 

opportunities and dilemmas companies are facing in this respect? 
Companies have made substantial efforts to reduce energy consumption (per unit of product). 
Reducing energy consumption adds to the good of society because of the lower resource depletion 
pace. On the other hand, less energy consumption is also beneficial to the business community, 
because of its cost decreasing (and consequentially profit enhancing) effect.  Unfortunately, recent 
efforts made by the business community were more than offset by factors that are beyond the 
business community’s control (i.e. population growth and individual prosperity growth). However, as 
Von Weizsäcker, Lovins and Lovins (1997) and McDonough and Braungart (2002) have pointed out, 
the opportunities for business to decrease the consumption of fossil fuel sourced energies are not 
nearly exhausted. That is, opportunities to increase the energy efficiency of production processes still 
are abound. 
On the other hand, voluntarily protecting the environment beyond what is legally required need not be 
in the interest of companies. For example, CO2 emission reduction efforts that exceed energy 
consumption reduction and/or what is legally required is not in the interest of companies, because it 
adds to costs and deteriorates profits. Passing these costs on to customers results in higher prices 
and consequently lower sales and market share. Not passing on these costs results in lower profit 
rates and consequently, lower shareholder value. (Inter)national authorities can tackle this deadlock 
situation by creating a level playing field through target setting and the provision of the necessary 
conditions and required incentives.  
 
Furthermore, companies cannot be held responsible and accountable for alleviating all social needs 
on a global scale. (Quasi) collective goods are usually provided by local, national and international 
authorities. Although companies can provide forms of quasi-collective goods (e.g. medical care and 
education), providing these services is especially aimed at warranting the availability of a healthy and 
properly educated workforce, thus serving their own good.  
 
Companies primarily bear responsibilities towards their stakeholders (Clarkson, 1995). Stakeholders 
can add force to their ownership and interest (claims) by expressing expectations and exerting 
pressures on the company. But who are these stakeholders and how can they put pressure on 
companies? Three clusters of stakeholders can be identified: 
o Shareholders, who expect and pressure companies to maximize profitability/market value. 
o Other primary stakeholders (especially customers, employees, suppliers, etcetera) who expect 

and/or pressure companies to be committed to sustainable development. 
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o Secondary stakeholders representing society (e.g. local, regional or national governments; NGOs; 
the media; etcetera). These groups can pressure companies into living up to societal norms and 
values. Not living up to these norms may ultimately jeopardize a company’s legitimacy.  

 
Scheme 8.1: The influence of stakeholder clusters o n firm performance  69 

 
 
In order to summarize the outcomes of our analysis we developed a diagram in which these 
stakeholder clusters and their interrelatedness are depicted. The Venn-diagram consists of three 
circles, each circle representing demands from specific stakeholder groups for corporate performance  
 
In their pure form, each of the circles represents corporate performance in response to the demands 
of a specific stakeholder group: in the economic domain, companies maximize profit or firm value to 
satisfy shareholders’ expectations (Area I ). In a similar vein, companies may provide good working 
conditions for their employees and reliable cooperative relationships to their business partners (Area 
II). Long before the modern welfare state was created, enlightened businessmen decided to create 
these additional services because they felt responsible for their employees and other related parties. 
Superior arrangements have frequently proven to lead to a more committed labor force and more 
stable, committed business relations with external business partners. Area III  represents the firm’s 
contributions to the society at large (secondary stakeholders) as a means to gaining social acceptance 
and legitimacy.  
 
In order to survive and grow, companies have to balance expectations of or pressures exerted by 
these stakeholder clusters. Traditionally, when the stakeholder groups had no overlap at all, the firm’s 
financial-economic independence was not directly jeopardized when performance of companies 
towards other primary and secondary stakeholders (Areas II and III) was substandard. Our 
observation, however, is that in the current business environment, the three areas are shifting towards 
each other more and more, resulting in larger overlapping areas. This movement results in the 
situation that substandard performance in Areas II and III has an increasing influence on financial-
economic performance in Area I. That is, corporate sustainability performance and financial 
performance become more and more intertwined. Three drivers in particular seem to be responsible 
for this movement: 

                                                      
69 This scheme coincides with figure 3.2. 
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1. The other primary stakeholders’ larger impact on firm performance. The contribution of 
employees, suppliers and customers to the company’s economic success has become more 
important, because of tacit knowledge, creativity, preference, connectivity and motivation for 
the company’s products (see Area IV ); 

2. The active attitude of legislators, politicians and NGOs as social actors and corporate 
sustainability performance proponents. Modern social welfare states are well aware of the 
negative effects of company performance and act accordingly by issuing additional legislation, 
or by interfering in the economy by rule making, economic intervention, pricing, subsidizing 
and taxing. Considering the fact that their influence in the public domain is steadily increasing, 
NGOs will increasingly play a role in sustainable development related awareness creation and 
rule-making processes, which may have (serious) repercussions for business legitimacy and 
financial performance (see Area V ).  

3. Voicing opportunities for other primary stakeholders, enabling these stakeholders to influence 
public opinion. This in turn may affect the firm’s legitimacy and provoke additional social-
economic interventions by (local, regional or national) governments and NGOs. Small 
problems in Area II may very quickly spread to Area III (see Area VI ). 

 
The enlargement of areas IV, V, VI and consequently Area VII leads to a situation in which 
substandard non-economic performance will to a larger extent also affect financial performance. 
Increasingly, corporate sustainability performance issues also influences financial performance, which 
causes corporate sustainability performance issues to be a factor that (increasingly) co-determines 
financial-economic decision-making. 
 
The three stakeholder groups exert pressures on, or hold expectations towards companies to 
contribute to sustainable development: shareholders, other primary stakeholders and secondary 
stakeholders. Companies have to constantly balance the interests of these stakeholders. However, we 
still do not know in (more) detail what companies are considered responsible for in relation to 
sustainable development.  
Therefore, what we would like to know is: 
o Which issues –in detail- reflect stakeholder pressures or expectations, or –stated otherwise- which 

issues specifically reflect companies’ responsibility to contribute to sustainable development? In 
this thesis issues reflecting stakeholder pressures or expectations will henceforth be referred to as 
Sustainability Items. 

o We do not expect all issues to be equally relevant. Therefore, we also would like to know the 
relative importance of each Sustainability Item? 

o How to measure performance against Sustainability Items? Companies’ response to stakeholder 
pressures and expectations may range from non-compliance to full-compliance, but companies 
may also choose to conceal conformance behind a façade of benevolence.   

 
• How can corporate sustainability performance be mea sured? 
Measures of corporate sustainability performance can be divided into two groups: uni- and 
multidimensional measures. Uni-dimensional measures are condensed measures capturing a single 
corporate sustainability performance issue or attribute. Multi-dimensional measures, on the other 
hand, comprise a set of  corporate sustainability performance attributes or issues. Because corporate 
sustainability performance is a complex phenomenon, multi-dimensional measures are better suited to 
capture the corporate sustainability performance phenomenon than uni-dimensional measures.  A 
major drawback of both types of measures is the lack of sufficient theoretical underpinning. There is 
also no concrete evidence that these attributes reflect stakeholder expectations and pressures.  
 
Although there is some overlap among the uni- and multi dimensional measures, it would be too much 
to say that these measures are converging. Multi-dimensional measures usually comprise (a 
combination of) governance related attributes (e.g. composition of the board, disclosure of information 
quality of management, voting rights of shareholders), socially related attributes (e.g. health and safety 
of employees, customers and community members;  human rights related issues;  education and 
training of employees;  community contributions; product quality; complaints of customers) and 
environment related attributes (e.g. pollution abatement, conservation of natural resources, recycling, 
etc.).  
 
We have found no solid evidence that attributes of multi-dimensional measures and uni-dimensional 
measures are reflecting stakeholder expectations or pressures. Besides, little information is available 
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concerning the importance of the attributes constituting multi-dimensional performance measures. 
From a selection of eight attributes of the corporate sustainability performance measure provided by 
KLD Research & Analytics Inc (KLD), Ruf et al (1998) found that the product liabilities and employee 
relations attributes were among the most important.  
The conclusion therefore should be that to date a host of multi- and uni-dimensional measures of 
corporate sustainability performance exist. However, we do not know whether these measures (or 
attributes) can actually be regarded as Sustainability Items. Furthermore, we have been able to find 
information about the ranking of only eight of these issues. Obviously, if we want to identify 
Sustainability Items and their subsequent weights we have to follow a different approach. This 
approach is called the Corporate Sustainability Analysis Framework (CSAF), which takes performance 
against Sustainability Items (or corporate sustainability) as the starting point.  
Corporate sustainability is aimed at commitment to sustainable development, safeguarding legitimacy 
and enhancing financial performance, and is measured in terms of four performance domains: 
1. Principles refer to (basic) values or beliefs adhered to by the company that apply to all constituting 

parts of the organization. 
2. Practices refer to activities that shape corporate principles. 
3. Outcomes refer to positive and negative process results and can be expressed in terms of output 

and/or impact. 
4. Stakeholder perception refers to how stakeholders perceive corporate performance in terms of 

principles, processes and outcomes pertaining to the company as a whole as well as its 
constituting parts. 

An outline of the CSAF is presented in figure 8.1 
 
Figure 8.1: Structure of the Corporate Sustainabili ty Analysis Framework 70 
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Sustainability Items can be classified in four Dimensions (i.e. the Governance, Social, Environment 
and Economic Dimension). However, not all Dimensions are equally salient. The Sustainability Items 
and their weights have been derived from a selection of 24 (reporting) guidelines, which are included 
in table 8.1 below. 
 
With 54.5 percent the Social Dimension scores the highest weight, followed by the Environment, 
Governance and Economic Dimensions with 21.3, 20.5 and 3.8 percent respectively. The Social 
Dimension is dominated by Employee –and to a slightly lesser extent- Community related 
Sustainability Items. With almost 27 percent, the weight of the Employee Aspect alone is higher than 
the weights of the Governance and Economic Dimensions taken together.  
Within the Environment Dimension, weight differences are far less articulated than in the Social 
Dimension. With 4.9 percent Environmental conformance related Sustainability Items (environmental 
impact on the community) receive the highest weight. Overarching Processes related Sustainability 
Items (e.g. management systems and compliance) dominate the Governance Dimension.  
The weight distribution of the CSAF has been has been put to the test and found to be robust. It 
should be noted that the CSAF is biased towards more detailed (reporting) guidelines. That is, the 
impact on the CSAF’s weight distribution of (reporting) guidelines with a low level of detail is relatively 
small.  
 

                                                      
70 This figure coincides with figure 5.1. 
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Table 8.1 Dimension and Aspect weights of the CSAF and the contents of the selected 24 
(reporting) guidelines 71 

 
 
In this thesis we also used the CSAF to analyze the contents of the selection of 24 (reporting) 
guidelines. A condensed account of the results is presented in table 8.1; more (detailed) information 
can be found in section 5.4.3. The white cells mark the absence of a Dimension or Aspect. Dark (pale) 
red cells indicate a severe (modest) overrepresentation of a particular Dimension of Aspect, while dark 
(pale) blue cells indicate a severe (modest) underrepresentation. As we can see, the corporate 
sustainability performance perceptions underlying the 24 (reporting) guidelines differ widely. One 
guideline (i.e. the Worker Rights Consortium, Model Code of Conduct) covers only one Dimension. 
The other 23 cover two or more Dimensions. However, it should be noted that a (reporting) guideline’s 
(societal) relevance is not contingent on the number of Dimensions covered.  
Surprisingly, for none of the (reporting) guidelines the Social Dimension is severely overrepresented. 
This does not apply to the Environment Dimension; eight of the (reporting) guidelines severely 
overaccentuate environmental issues.  
The Global Reporting Initiative’s Sustainability Reporting Guidelines 2002 as well as the Social 
Venture Network’s Standards of corporate Social Responsibility cover all but one of the 24 Aspects 
and are consequently the most comprehensive set of guidelines. The Worker Rights Consortium, 
Model Code of Conduct can be considered the least comprehensive covering only one Aspect. 
Since corporate sustainability performance is differently interpreted in different (reporting) guidelines, 
(reporting) guidelines cannot be used interchangeably.  
 
However, the CSAF’s usefulness, validity and robustness can be further improved:  
1. To warrant accuracy of identification, the identified Sustainability Items should be checked by a 

team of experts, because in this thesis identification of Sustainability Items has been the work of 
one person 

2. To improve the reliability of the weight distribution of the CSAF, the coded documents should be 
checked by a team of experts to account for inter-rater stability (Milne and Adler, 1999).  

3. To further improve the usefulness of the CSAF, more corporate (reporting) guidelines could be 
added to the sample. By doing so, the comprehensiveness of the set of Sustainability Items as 
well as the reliability of the weight distribution of the CSAF will be endorsed. Besides, during the 
course of this thesis some of the (reporting) guidelines that were included in the initial sample 
were found no longer to exist. It is also possible that in the meantime new (reporting) guidelines 
were issued. These should also be accounted for. 

                                                      
71 This table has been derived from table 5.5. For more information concerning the contents of the 24 
(reporting) guidelines, see section 5.4.3.  
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4. The CSAF is a generic -that is non-industry specific- model. The CSAF can also be extended with 
industry specific guidelines to account for inter-industry differences. 

 
• Do investors respond if corporate sustainability pe rformance information is disseminated 

to the capital market? 
Within the context of the research questions, corporate sustainability performance information refers to 
(the results of) the sustainability assessment methodologies underlying the Dow Jones Sustainability 
World Index (DJSI-World) and the Domini Social 400 Index (DSI). The term ‘results of’ refers to 
additions to and deletions from these indexes. Additions are companies that are considered 
sustainability leaders as measured by the underlying methodologies, while deletions are companies 
that are no longer considered sustainability leaders. 
Like more research and rating agencies presently active in the field, Sustainable Asset Management 
(SAM) Research is part of a larger organization: the SAM Group, an asset management firm for 
institutional and private investors. The SAM Group (based in Zürich, Switzerland) also launched in 
cooperation with Dow Jones and STOXX, some of the world’s most renowned sustainability indexes, 
such as the Dow Jones Sustainability Index family.  
Kinder, Lydenberg and Domini Research & Analytics Inc is a genuine sustainability performance 
research and rating organization. KLD launched a line of ethical indexes, such as the Domini Social 
400 Index. In contrast with the SAM Group, the KLD indexes only comprise USA-based companies.  
SAM and KLD are two major players in the sustainability rating and research arena. Accurate 
estimates of the number of sustainability research and rating agencies presently active in the field are 
not available. World-wide the number of organizations is believed to be at least 40. Usually, these 
research and rating organizations are relatively small and have a variety of backgrounds. 
 
All corporate sustainability and responsibility research agencies use a (proprietary) corporate 
sustainability performance assessment methodology. Such an assessment methodology consists of 
two elements: a screening instrument and an assessment procedure. The screening instrument is a 
tool that is used for measuring or evaluating corporate sustainability performance. The assessment 
procedure describes how the results of the screening instruments are processed. 
In order to assess the value of the methodology for economic and ethical investors, the SAM and KLD 
assessment procedures and the screening instruments were analyzed on the basis of publicly 
available information.  
As far as the SAM is concerned, part of the information used for reconstructing its corporate 
sustainability performance methodology stems from sources that no longer exist. We also do not know 
whether the information that is available accurately describes the assessment procedure. What we do 
know is that the assessment procedure is very complex and involves a host of criteria, weights and 
scores. A theoretical underpinning for the assessment procedure could also not be discerned.  
The assessment procedure results in a sustainability score. However, identical scores do not 
necessarily reflect identical performance(s), implying that the sustainability score is not a reliable 
measure of corporate sustainability performance, thus thwarting inter-company and inter-industry 
comparison. Besides, much of the initial information is lost because performance is comprimed into a 
single numerical score and identical scores do not necessarily reflect identical performance(s).  
With respect to the KLD rating procedure, we can say that only very limited information is available. 
We know that the KLD screening instrument covers 7 social issues and 9 controversial issues. We 
also know that, for each social issue strengths and concerns are formulated and that performance 
along these measures is classified in strengths and concerns. However, we do not know how 
performance is measured. Neither do we know how issues, strengths and concerns are weighted.  
In conclusion we can say that SAM and KLD are not very transparent about their rating procedure. 
From the fact that rankings of companies are different for different rating agencies we can derive that 
corporate sustainability performance assessment methodologies differ among rating and research 
agencies. The rich variety of corporate sustainability performance assessment methodologies can turn 
itself against the rating industry. Therefore a uniform approach is required that is used and respected 
by all the players in the field, but that leaves room for individual corporate sustainable responsibility 
research and rating agencies to accentuate specific characteristics.   
 
The SAM instrument (i.e. the SAM Research Corporate Sustainability Assessment Questionnaire 
2004) and the KLD instrument (i.e. KLD Research, Social Ratings Criteria, SOCRATES Company 
Profiles, 2006) differ substantially in terms of extensiveness. That is, SAM more elaborately addresses 
issues included in its screening instrument than KLD. The SAM instrument is also more 
comprehensive, in that it covers more issues. The SAM instrument covers 85 Sustainability Items of 
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the CSAF, while the KLD instrument captures 59 Sustainability Items. It needs to be mentioned that 
both instruments also cover issues that are not included in the CSAF. If we would account for these 
issues as well, the SAM and KLD instruments cover 89 and 68 issues respectively. 
Both instruments have in common that they have a strong social focus. The weight of the social 
dimension of the SAM instrument is a little over 54 percent, while the weight of the social dimension in 
the KLD instrument is slightly more than 57 percent. The strong social focus of both instruments 
particularly concerns employee and community related issues. However, the nature of the employee 
and community related issues differ substantially between these instruments.  
With a weight of almost 36% and 23%, compared with the CSAF, governance related Sustainability 
Items are overaccentuated in the SAM and KLD instruments. In contrast, with a weight of circa 5 and 
14 percent, environmentally related Sustainability Items are underrepresented in the SAM and KLD 
instrument. Underrepresentation of environmental issues in the SAM instrument is mainly due to the 
fact that the SAM instrument we analyzed is based is on general (that is, non-industry specific) criteria. 
Specifically environmental issues are overrepresented in industry specific supplements.  
Therefore, had industry specific instruments also been taken into account, the conclusions for the 
SAM-instrument might have been different. 
With a weight of almost 5 percent for the SAM instrument and 4 percent for the KLD instrument, the 
economic sections of both instruments are overrepresented.  
Benchmarked against a selection of 24 (reporting) guidelines underlying the CSAF, the SAM 
instrument is most in line with the Social Venture Network’s, Standards of Corporate Social 
Responsibility. The KLD instrument most closely resembles the Principles for Global Corporate 
Responsibility: Bench Marks for Measuring Business Performance and the Global Reporting 
Initiative’s Sustainability Reporting Guidelines 2002. However, it should be noted that overlap of the 
SAM and KLD instruments with these (reporting) guidelines is relatively poor and that accentuation of 
Sustainability Items differs substantially.  
Overall, we can say that the corporate sustainability performance perceptions underlying the SAM and 
KLD instruments differ substantially. Although the SAM and KLD instruments both measure corporate 
sustainability performance, they cannot be used interchangeably.  
 
The contents of the SAM and KLD screening instruments only marginally correspond with information 
attributes most favored by economic investors. It is of critical importance that the corporate 
sustainability performance message is communicated in a language that is understood by economic 
investors and that it conveys information pertaining to future financial success. This requires corporate 
sustainability performance information to be expressed preferably in financial terms and presented in a 
format appreciated by and familiar to economic investors. In case of qualitative information the link to 
financial performance has to be obvious, or must be explained. The SAM and KLD methodologies only 
marginally meet with these requirements. Therefore it is highly unlikely that their screening 
instruments contain information that is of value to economic investors.  
 
In order to assess the value of the SAM and KLD screening instruments to ethical investors, these 
screening instruments were benchmarked against two (reporting) guidelines the Principles for Global 
Corporate Responsibility: Bench Marks for Measuring Business Performance and the Global 
Reporting Initiative’s Sustainability Reporting Guidelines 2002. The first set of guidelines was 
developed by religious organizations, amongst which the U.S.A. based Interfaith Center on Corporate 
Responsibility (ICCR), which represents 275 faith-based institutional investors. The GRI reporting 
guidelines are the most widely used and well-known sustainability guidelines available to date.  
Overlap of and correlation with the SAM instrument and the GRI guidelines and the Principles for 
Global Corporate Responsibility: Bench Marks for Measuring Business Performance are 45% and 
37%, and 0.364 and 0.271 respectively. Overlap of and correlation of the KLD instrument with these 
(reporting) guidelines is 30% and 30%, and 0.235 and 0.246 respectively. 
The conclusion should be that the SAM and KLD screening instruments only limitedly agree with the 
Principles for Global Corporate Responsibility: Bench Marks for Measuring Business Performance and 
the Global Reporting Initiative’s Sustainability Reporting Guidelines 2002 and only limitedly cover 
issues that are valued by ethical investors.  
 
The question whether or not investors are likely to understand and value the (results) of the 
sustainability assessment methodologies underlying the DJSI-World and DSI should be answered 
negatively. In table 8.2 the answer is explained.  
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Table 8.2: Are economic and ethical investors likel y to value the SAM and KLD methodologies?  
 Screening instrument Assessment procedure Overall Methodology 
Economic investors  SAM KLD SAM KLD SAM KLD 
Understandable No No No No No No 
Predictor of financial 
success? 

Highly 
unlikely 

Doubtful No No No No 

Ethical investors  Maybe Maybe No No No No 
 
The screening instruments of both agencies may contain some issues that could be of value to 
economic investors. However, it should be noted that the contents of both screening instruments are 
not expressed in a format and form that are preferred by economic investors. It is also highly unlikely 
that both instruments are predictors of financial success.  
For ethical investors the screening instruments may contain some relevant issues, although the 
overlap and correlation with the Principles for Global Corporate Responsibility: Bench Marks for 
Measuring Business Performance and the Global Reporting Initiative’s Sustainability Reporting 
Guidelines 2002 are limited.  
Due to lack of transparency and/or the complexity, economic and ethical investors are not likely to 
value of the assessment procedures underlying the DJSI-World and DSI.  
Overall, we can say that economic and ethical investors are not likely to value the methodologies 
underlying the DJSI-World and DSI because they cannot. For that matter, it is also highly unlikely that 
investors will respond if results of these methodologies are disseminated to the capital market.  
 
Corporate sustainability performance information refers to (the results of) the sustainability 
assessment methodologies underlying the DJSI-World and the DSI. The term ‘results of’ refers to 
additions to and deletions from these indexes. Additions are companies that are considered 
sustainability leaders as measured by the underlying methodologies, while deletions are companies 
that are no longer considered sustainability leaders. 
Investors do respond if information concerning these methodologies is disseminated to the market, 
which is remarkable considering earlier conclusions that investors are not likely to value these 
sustainability assessment methodologies. 
 
Response of investors is measured using the event-study methodology; the ‘event’ being the public 
announcement that companies will be added to or deleted from the DJSI-World and DSI. SAM and 
KLD provided the names of additions to and deletions from the DJSI-World and DSI respectively. 
We used four approaches to measure the response of investors:  
• The Mean Adjusted Returns Approach. 
This approach takes the comparison or estimation period as the starting point for calculating abnormal 
returns during the event period. In this study the comparison or estimation period is set at 235 trading 
days (almost one year). 
• The Market- and the Risk Adjusted Returns Approach 
The Market and Risk Adjusted Return Approaches are based on the capital asset pricing model and 
use the market model for estimating returns for a set of event windows. The Market-Adjusted Returns 
Approach differs from the Risk Adjusted Returns Approach in that beta’s are equal to one. 
• The Average Cumulative Abnormal Returns Approach. 
Following McWilliams and Siegel (1997a), a procedure for computing standardized abnormal returns 
(SAR) developed by Dodd and Warner (1983) was used to estimate average cumulative abnormal 
returns. 
 
We accounted for the following research design issues: 
• Event window length.  
• Confounding events, and 
• Identification of outliers  
One of the critical issues of the event-study methodology is its internal validity. Although research 
design issues have been properly accounted for, rival explanations can never completely be ruled out. 
An extra effort to rule out rival explanations was made by creating Test-Groups for the DJSI-World 
additions and deletions, and the DSI additions. Test-Groups were created to account for 
‘external/market factors’. Considering the fact that the DJSI-World addition and deletion 
announcements are usually made early September of each year, external or market factors may be at 
work that cannot be traced with the regular procedures for identifying confounding events.  
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The results of these Test-Groups show that there is reason to believe that such factors might exist for 
the DJSI-World additions and deletions. External or market factors do not interfere with the results of 
the DSI addition announcements, probably due to the fact that additions to the DSI are made 
throughout the year. Furthermore, we found that investors only poorly respond if companies are 
deleted from the index.  
A summary of the results is presented in table 8.3. 
 
Table 8.3: Summary of results 
 General picture of (cumulative) abnormal returns in 

case of  
Financial 
performance of 
the index  Addition announcements Deletion announcements 

DJSI-World n.s. - poor 
DSI + n.s On par 

 
We also benchmarked financial performance of the DSI and DJSI-World against a set of peer indexes 
and found the DJSI-World to be a poor financially performing index. Financial performance of the DSI 
is fairly in line with the selection of benchmark indexes.  
 
Furthermore, we find abnormal returns in case of additions to the DJSI-world not to be statistically 
significant, while deletion announcements are accompanied by statistically significant negative 
(cumulative) abnormal returns. For the DSI we find positive (cumulative) abnormal returns in case of 
additions to the index, while the impact of DSI deletion announcements is rather shallow. 
  
In conclusion we can say that the results are asymmetrical and a straightforward explanation for these 
results cannot be provided. The asymmetry is likely to be due to irregularities in some variables, such 
as: 
• The indexes communicate different sustainability and financial performance signals. As we have 

seen in the previous chapter, the corporate sustainability performance perceptions underlying the 
DJSI-World and DSI differ substantially. But financial performance of both indexes also differs 
substantially. Compared with a selection of peer indexes financial performance of the DJSI-World, 
is poor, while financial performance of the DSI can best be classified as on par.  

• Corporate sustainability performance and financial performance signals of these indexes are 
differently interpreted by investors. As we have seen in the previous chapter, the DSI is an ethical 
index. Companies added to the DSI are not involved in ethical concerns such as, production of 
weaponry, nuclear power, alcohol etcetera. The DJSI-World is a sustainability index. Unlike ethical 
indexes, sustainability indexes do not a priory put restrictions on investment possibilities. Besides, 
SAM claims that a positive link exists between (its interpretation and operationalization of) 
corporate sustainability performance leadership and financial performance. It may be that these 
indexes are differently perceived by different audiences. Moreover, the reputations of SAM and 
KLD in the market may also attract different audiences.  

• Companies that have been included in the DJSI-World were perceived to be socially and 
environmentally responsible long before they were announced to be added to the index, in which 
case announcements do not communicate new information, leaving share prices unaffected.  

• It may also be that audiences responding to DJSI-World additions are relatively small to an extent 
that share prices do not increase if addition announcements are disseminated to the market. 
Investors may also respond to this sustainability signal at a later point in time. Because these 
actions take place within a longer time-frame, we do not find (cumulative) abnormal returns.  

• However, if companies are announced to be deleted from the DJSI-World, investors react by 
selling their shares, causing share prices to fall substantially, resulting in negative (cumulative) 
abnormal returns. Because investors know that index returns are relatively low they have no 
financial interest in holding these shares.  

• In case of the DSI additions, investors are not aware of their sustainability performance leadership 
until the addition announcements are made public. Since, financial performance of the DSI is not 
particularly strong, it is likely that shares of additions to the index are bought mainly for 
sustainability performance reasons.  

• Investors do not respond equally strong to DSI addition and deletion announcements. They 
strongly respond if companies are added to the DSI, but hardly if at all respond to the signal that 
companies are deleted from the index. In case of additions, investors obviously respond for 
sustainability reasons. If companies are deleted, investors do not (immediately) sell shares of 
these companies. Investors may hold these shares because it is not necessary to sell them for 
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financial reasons, since financial performance of the DSI is fairly in line with that of a set of peer 
indexes. 

 
However, if we combine the results of the DJSI-world and DSI, we can say that investors positively 
respond to additions to sustainability/ethical indexes and negative respond if companies are deleted 
from these indexes. In this case we can say that investors obviously purchase stock of additions and 
sell stock of deletions on the basis of sustainability/ethical considerations. 
 
 
Above, conclusions were presented per research question. Now we will discuss some themes 
connecting two or more research questions, and present suggestions for further research. These 
themes are: 
• Ending the proliferation? 
• Corporate sustainability performance and the role of managers 
• The sustainable development- corporate sustainability performance relationship 
• The corporate sustainability performance – financial performance link 
 
Ending the proliferation? 
The second chapter of this thesis is called Clouds of terms and constructs, referring to the variety of 
constructs presently in use for expressing the business-society relationship. In this thesis we 
discussed and analysed 12 of these constructs and noticed substantial differences among these 
constructs. But even identical constructs have different connotations. 
 In this thesis we used the term corporate sustainability performance to generically express the 
business-society relationship. Because of the lack of unity, the term corporate sustainability 
performance can truly be called a buzz-word. It means everything, but never the same to everybody. 
The variety of constructs seriously thwarts a meaningful discussion about corporate sustainability 
performance.  
Unfortunately, not only clouds of terms and constructs exist, but also clouds of measures and 
guidelines of corporate sustainability performance. To date a variety of multi-dimensional and uni-
dimensional measures of corporate sustainability performance exist that lack a clear theoretical 
foundation. We also analyzed 24 (reporting) guidelines and concluded that the implicit interpretation of 
corporate sustainability performance underlying these (reporting) guidelines differs substantially.  
 
The same applies to the SAM and KLD corporate sustainability performance screening instruments. 
Although both instruments measure corporate sustainability performance, the contents of these 
instruments, and therefore the underlying interpretations of corporate sustainability performance, differ 
substantially.  
As it seems, the present situation concerning corporate sustainability performance constructs, 
measures, guidelines and screening instruments can therefore best be described as confusing.  
In 1987 the Brundtland Commission published a generally accepted definition of sustainable 
development. We would also need a Brundtland-like commission with the purpose of developing a 
broadly accepted definition of corporate sustainability performance and preferably as well as (the 
outlines of) a corporate sustainability performance analysis framework. Such a framework should form 
the basis for corporate sustainability performance assessment methodologies of sustainability rating 
and research agencies.  
 
Corporate sustainability performance and the role of managers 
Conceptual differences reign the world of corporate sustainability performance constructs and 
(reporting) guidelines. Most of these constructs and guidelines share the vision that companies not 
only have a responsibility towards their owners, but also have a responsibility to contribute to a better 
world. That is, most of these constructs and guidelines are inherently normatively framed.  
Stakeholders hold expectations concerning companies’ contribution to sustainable development. The 
extent to which a company can choose to comply with these expectations largely depends on the 
power these stakeholders have to affect a company’s survival and success. In fact, companies –or to 
be more precise, managers- are in fact amoral jugglers balancing stakeholder interests. The aim of 
this juggling-process is threefold: 
• To express commitment to sustainable development towards employees, customers, suppliers 

etcetera, predominantly for competitive reasons.  
• To be perceived as socially and environmentally responsible by the media, special interest groups 

and government officials so that the company’s social legitimacy is safeguarded. 
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• To satisfy the owners of the company by enhancing financial performance. 
Ideally, managers are constantly trying to create optimum situations by weighing the interests of 
various stakeholder groups, thereby giving corporate sustainability performance an instrumental 
connotation. Companies are not aimed at contributing to the good of society because they intrinsically 
believe they should, but because their stakeholders expect them to. In this perspective, managers (as 
agents) have to satisfy demands and expectations of multiple stakeholders (principals) and the 
degrees of freedom of managers to follow their own convictions and beliefs are limited. 
It would be interesting to empirically analyze the extent to which managers are indeed ‘amoral 
jugglers’, and the conditions determining the degrees of freedom managers have to follow their 
personal beliefs while balancing stakeholder interests. 
 
The sustainable development- corporate sustainability performance relationship  
Sustainable development is a development which meets the needs of the present without 
compromising the ability of future generations to meet their own needs. To achieve sustainable 
development, the world community has to protect its natural resources, ecosystems and biodiversity. 
Also, people, independent of initial endowments, should be treated fairly and equitably and should be 
able to maintain a reasonable standard of living.  
The present situation is that the world is approaching the limits to economic growth, with the global 
population and prosperity of individual citizens still soaring. Resources (including fossil fuels) are 
depleting rapidly, the climate is changing due to excess emissions of greenhouse gases. According to 
estimations of The United Nations Development Programme (UNDP) we would need two planets 
Earth to neutralize the effects of current level CO2 emissions72. Also social inequalities are still vast. 
Still too many people do not have, or have insufficient, access to basic requirements such as clean 
drinking water, sanitation, education etcetera. And still too many people have to live on no more than a 
few dollars a day. That is, the present development is far from sustainable. To change the course of 
the present development, the world community has to solve (at least) two problems simultaneously:  
• To facilitate economic growth while reducing resource use and emission of greenhouse gases, 

and  
• A zero sum redistribution of income from (relatively) rich to (relatively) poor regions in the world. 

Reducing differences in income by boosting income levels in poor regions is not an option, for this 
would require a higher global production which conflicts with the necessity to reduce CO2 
emissions 

Corporate sustainability performance is the business counterpart of sustainable development. It 
denotes the contribution of business to sustainable development. It would be challenging to 
investigate, how business can (be persuaded to) reduce resource use and emissions of greenhouse 
gases, while increasing the global production volume. To enable the redistribution of income, an 
increasing part of the global production will have to take place in poor regions. It would be challenging 
to investigate how business can (be persuaded to) contribute to a global redistribution of income. 
 
The corporate sustainability performance – financial performance link. 
During the past three or four decades a multitude of studies linking corporate sustainability 
performance and financial performance have been conducted. The results, although inconclusive, 
incline towards a positive relationship. Most of these studies correlate corporate sustainability 
performance measures and financial performance measures. Taking corporate sustainability 
performance as the explanans, many of these studies seem to claim instrumentality, suggesting that if 
a company behaves socially and environmentally responsible, financial performance will be enhanced. 
Besides, the corporate sustainability performance and financial performance link is moderated by the 
choice of financial and corporate sustainability performance variables.  
However. these studies fail to denote how to reap the benefits from improved corporate sustainability 
performance and offer hardly any guidance, if at all, to managers and investors. Therefore, the 
practical value of these studies is not very high.  
These studies also do not provide an a priory theoretical foundation for the corporate sustainability 
performance – financial performance link (Ullmann, 1985). It is also very likely that a ‘corporate 
sustainability performance theory’ explaining this link will ever be found. The theoretical toolkit 
available to date is equipped well enough to explain why and when (improved) corporate sustainability 
performance is likely to result in (improved) financial performance. 
 

                                                      
72 Source: United Nations Development Programme: Human development Report 2007/2008. 
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More important than the question ‘does corporate sustainability performance pay?’ is the question 
‘when does corporate sustainability performance pay?’ A practical approach would be to select 
relevant Sustainability Items from the Corporate Sustainability Analysis Framework and research how 
these can be turned into a successful business strategy, while simultaneously showing commitment to 
sustainable development and contribute to the good of society. 
Providing an answer to this question can also help the investment community to come to terms with 
corporate sustainability performance. (Economic) investors do want to take corporate sustainability 
performance variables into account if this would result in better investment decisions. This requires 
corporate sustainability performance indicators to be presented in (preferably) financial terms and in a 
format that is appreciated by and familiar to he investment community.  In addition, these indicators 
must be also predictors of financial success. 
It would be challenging to investigate how the CSAF can help economic decisions makers in general 
and investors in particular to improve the quality of their decision making processes. 
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Summary in Dutch 
 
Centraal in deze dissertatie73 staat de fundamentele vraag hoe duurzaam bedrijfspresteren 
geëvalueerd kan worden en hoe beslissers, zoals beleggers, reageren op duurzaamheidsinformatie 
van bedrijven. 
 
Deze dissertatie bestaat uit drie delen. Deel Een  richt zich op de definiëring van duurzaam 
bedrijfspresteren, maar ook op de bijdrage van bedrijven aan duurzame ontwikkeling en de daaraan 
gelieerde kansen en dilemma’s. 
 
In hoofdstuk twee worden twaalf constructen met betrekking tot duurzaam bedrijfspresteren 
beschreven en geanalyseerd. Het gaat hierbij om: corporate social responsibility; corporate social 
responsiveness; social issues management; corporate social performance; sustainable development; 
corporate sustainability; business ethics; corporate social policy process; sustainable corporate 
performance; stakeholder management; corporate citizenship and triple-bottom-line 
Evaluatie van de constructen vindt plaats op basis van de volgende criteria:  
Construct convergentie. Als een construct identiek is gedefinieerd en toegepast door meerdere 
auteurs, dan wordt dat construct gekwalificeerd als convergent. Als een construct verschillend wordt 
geïnterpreteerd door verschillende auteurs, dan wordt het construct beoordeeld als divergent. 
Construct categorisering verwijst naar de zogenoemde Donaldson en Preston typologie (Donaldson 
en Preston, 1995). Volgens deze typologie kunnen constructen descriptief, instrumenteel of normatief 
van aard zijn.  
Het analyse niveau. Dit criterium verwijst naar de classificatie  zoals beschreven door Clarkson 
(1995). Volgens deze classificatie kunnen het individu, de organisatie of de samenleving als geheel 
als uitgangspunt hebben. 
Een van de belangrijkste conclusies van dit hoofdstuk is dat de meeste van de 12 constructen niet 
eenduidig worden gehanteerd en geïnterpreteerd. Dit gebrek aan eenduidigheid kan het gevolg zijn 
van een evolutieproces, waarbij auteurs voortbouwen op elkaars werk. We zien ook dat auteurs een 
heel eigen definitie toekennen aan een construct. In dit geval is eerder sprake van een ‘definitiechaos’. 
Verder kennen de meeste constructen een normatieve inkadering. Dat wil zeggen dat deze 
constructen zich (impliciet) afzetten tegen het idee dat aandeelhoudersbelangen superieur zijn ten 
opzichte van de belangen van andere stakeholders. Bedrijven behoren de belangen van alle 
stakeholders, de natuurlijke omgevingen en de samenleving als geheel in beschouwing te betrekken. 
Hoewel de inkadering overwegend normatief is, zijn de meeste constructen in hun toepassing veelal 
descriptief of instrumenteel van aard. Bovendien nemen de meeste constructen de organisatie als 
uitgangspunt. 
 
Het derde hoofdstuk laat zien dat het mondiale bedrijfsleven een substantiële bijdrage heeft geleverd 
aan duurzame ontwikkeling, Helaas is deze bijdrage grotendeels tenietgedaan door factoren die 
buiten de invloedsfeer van het bedrijfsleven liggen. Zo heeft het bedrijfsleven de energie-efficiency 
van zijn productieprocessen aanzienlijk verbeterd. Deze ontwikkelingen zijn echter overvleugeld door 
de wereldwijde bevolkingstoename en de stijging van de individuele welvaart. Hoewel de energie-
efficiency van productieprocessen de afgelopen jaren is verbeterd lijkt het erop dat nog lang niet alle 
mogelijkheden zijn benut. Von Weizsäcker, Lovins and Lovins (1997) laten zien dat op basis van 
huidige (technologische) mogelijkheden vier keer zoveel welvaart gegenereerd kan worden uit 
bestaande hulpbronnen. Of anders geformuleerd, dat wij in staat zijn een eenheid welvaart een factor 
vier keer zo efficiënt te genereren als momenteel gebeurt. 
Verbetering van de energie-efficiency dient het eigenbelang van bedrijven. Het heeft een positief 
effect op de winstgevendheid en wordt daarom gewaardeerd door de aandeelhouders. Maar ook door 
andere stakeholders, zij het om andere redenen. Bescherming van de natuurlijke omgeving –
bijvoorbeeld door reductie van CO2 emissies - die verder gaat dan de wet vereist, is doorgaans niet in 
het belang van bedrijven. Hier ligt een belangrijke taak voor overheden en internationale autoriteiten.  
Bovendien kan het bedrijfsleven kan niet verantwoordelijk worden gehouden voor het lenigen van alle 
wereldwijde noden. Het aanpakken van maatschappelijke problemen en het aanbieden van (quasi) 
collectieve goederen, zoals onderwijs, gezondheidszorg, schoon drinkwater, is doorgaans het domein 
van overheden en internationale autoriteiten en niet van het (internationale) bedrijfsleven. Bedrijven 
zijn vooral verantwoordelijk voor (het dienen van de belangen van) hun stakeholders.  

                                                      
73 Vertaald in het Nederlands luidt de titel van deze dissertatie als volgt: Duurzaam Bedrijfspresteren: 
Constructen, Maatstaven en Reacties van Beleggers.  
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We kunnen vier argumenten onderscheiden voor bedrijven om bij te dragen aan duurzame 
ontwikkeling: 
1. Druk en verwachtingen van stakeholders.. Elke institutie (en het bedrijfsleven is daarop geen 

uitzondering) opereert in een samenleving op basis van een (impliciet of expliciet) sociaal 
contract. Beleggers, overheden, werknemers, klanten, toeleveranciers, non-gouvernementele 
organisaties, etcetera, oefenen druk uit op bedrijven zich te conformeren aan de geldende 
normen, waarden en verwachtingen van het sociale systeem waar het bedrijf deel van uit maakt. 
Wanneer een bedrijf zich niet voegt naar deze druk kan dat uiteindelijk tot gevolg hebben dat het 
zijn maatschappelijke legitimiteit verliest, waardoor de continuïteit en groei  gevaar lopen. 

2. Concurrentieel voordeel. De concurrentiepositie van een bedrijf wordt mede bepaald door zijn 
resources en capabilities (Barney, 1991). “Resources’ zijn activa waarover een bedrijf kan 
beschikken en unnen materieel, maar ook immaterieel van aard zijn. Bedrijven beschikken over 
een duurzaam concurrentieel voordeel als zij resources ’bezitten die niet substitueerbaar zijn, 
zeldzaam zijn, moeilijk zijn te repliceren, gebonden zijn aan een organisatie en sociaal complex 
van aard zijn (Hart, 1995). Capabilities daarentegen kunnen worden omschreven als het 
vermogen van een ‘team’ van resources  een taak of activiteit uit te voeren. In essentie kan een 
capability worden opgevat als een routine of een stelsel van inter-acterende routines (Grant, 
1991). 

3. Financieel presteren. De afgelopen drie decennia is de relatie tussen duurzaam bedrijfspresteren 
en financieel presteren uitvoerig bestudeerd. De vraag of duurzaam bedrijfspresteren loont laat 
zich niet ondubbelzinnig met ja of nee beantwoorden. Belangrijker dan de vraag of duurzaam 
presteren loont is echter de vraag wanneer en onder welke omstandigheden duurzaam 
bedrijfspresteren leidt tot betere financiële prestaties. 

4. Ethiek. Ethisch handelen staat voor het goede doen, omdat het goed is het goede te doen. Veel 
van de duurzaamheidconstructen die besproken zijn in hoofdstuk 2 zijn (impliciet) gebaseerd op 
de gedachte dat duurzaam en economisch handelen categorisch verschillend zijn, omdat beide 
gebaseerd zijn op totaal verschillende waarden (Freeman, 1994). Ethisch handelen van bedrijven 
lijkt vooral te zijn ingegeven door eigenbelang. Zelfs als ethisch handelen niet bijdraagt aan de 
winstgevendheid van een bedrijf, blijft het niettemin gebonden aan financiële randvoorwaarden. 
Immers, als de kosten groter zijn dan de opbrengsten uit gewone bedrijfsuitoefening loopt 
uiteindelijk de continuïteit van de onderneming gevaar. 

 
Op basis van bovenstaande argumenten kunnen drietal stakeholder clusters worden onderscheiden: 
Aandeelhouders, die verwachten dat de winst c.q. marktwaarde wordt gemaximaliseerd. 
Andere primaire stakeholders (in het bijzonder klanten, medewerkers, leveranciers etc.) die van 
bedrijven commitment verwachten ten aanzien van duurzame ontwikkeling. 
Secundaire stakeholders die de samenleving vertegenwoordigen, zoals non-gouvernementele 
organisaties (NGOs) en de media. Maar ook de overheid wordt tot deze groep gerekend. De overheid, 
NGOs en de media zijn in staat algemeen geldende normen en waarden waaraan bedrijven zich 
hebben te houden, af te dwingen. Wanneer bedrijven zich aan hun verantwoordelijkheden onttrekken 
lopen zij het gevaar hun maatschappelijke legitimiteit te verliezen. 
 
Identificatie van stakeholder clusters geeft nog geen inzicht in de issues waarvan stakeholders vinden 
dat bedrijven zich in het kader van duurzame ontwikkeling mee bezig zouden moeten houden. In het 
vervolg van deze dissertatie worden deze issues, die feitelijk verwachtingen van stakeholders 
uitdrukken, aangeduid als Sustainability Items. 
 
Deel Twee  van deze dissertatie is gewijd aan maatstaven en meten van duurzaam bedrijfspresteren. 
In hoofdstuk 4 worden verschillende maatstaven van duurzaam bedrijfspresteren besproken. Deze 
maatstaven worden ingedeeld in twee groepen: multi-dimensionele en uni-dimensionele maatstaven. 
Multi-dimensionele maatstaven omvatten twee of meer aan duurzaam bedrijfspresteren gerelateerde 
attributen, terwijl uni-dimensionele maatstaven bestaan uit slechts een attribuut. In dit hoofdstuk wordt 
een overzicht gegeven van (de inhoud) van een groot aantal multi- en uni-dimensionele maatstaven. 
Een belangrijk bezwaar dat aan deze maatstaven kleeft is dat een theoretische onderbouwing 
doorgaans ontbreekt. Bovendien zijn er geen aanwijzingen dat de attributen waaruit deze maatstaven 
zijn opgebouwd verwachtingen van stakeholdersgroepen weergeven. 
Spreken over duurzaam bedrijfspresteren vereist tevens een verduidelijking van de term presteren. 
Vooral de opvattingen en interpretaties van Carroll (1979), Wood (1991), Mitnick (2000) en Steg et al. 
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(2003) worden besproken. We kunnen stellen dat er grote verschillen bestaan tussen deze auteurs 
ten aanzien van de interpretatie van deze term. 
 
Hoofdstuk 5 staat geheel in het teken van (de ontwikkeling van) het Corporate Sustainaility Analysis 
Framework (CSAF)74. Centraal staat het identificeren en wegen van Sustainability Items. Het CSAF is 
gemodelleerd naar een aantal constructen, modellen en maatstaven die zijn besproken in de 
hoofdstukken 2 en 4. 
In totaal zijn meer dan 200 Sustainability Items onderscheiden. Deze zijn afgeleid uit een 24-tal 
duurzaamheids(rapportage)richtlijnen, zoals de in 2002 verschenen 
duurzaamheidsrapportagerichtlijnen van het Global Reporting Initiative, de Richtlijnen voor 
Multinationale Ondernemingen van de OESO, etcetera. De Sustainability Items kunnen worden 
ingedeeld in vier Dimensies, te weten Governance, Sociaal, Milieu en Economisch.  
 
Prestaties ten aanzien van Sustainability Items kunnen worden geëvalueerd aan de hand van een 
viertal prestatiedomeinen: principles (principes), practices (activiteiten), outcomes (resultaten) en 
stakeholder perceptions (stakeholder percepties). Principles verwijzen naar de (basis) waarden of 
overtuigingen van een bedrijf. Principles geven richting aan Practices (beleid, procedures, 
programma’s management systemen, etc.). Outcomes verwijzen naar de positieve en negatieve 
effecten die het bedrijf op zijn interne en externe omgeving heeft. Bij Stakeholder perceptions gaat het 
om hoe stakeholders de principles, practices en outcomes interpreteren en waarderen.  
Prestaties van bedrijven ten aanzien van Sustainability Items zijn gericht op het borgen van 
commitment ten aanzien van duurzame ontwikkeling, het beschermen van maatschappelijke 
legitimiteit en het verbeteren van de winstgevendheid. 

 
Niet alle Sustainability Items zijn 
even belangrijk. Nevenstaande 
tabel laat de Aspect gewichten van 
het CSAF zien. Aspecten 
omvatten clusters van 
gerelateerde Sustainability Items. 
De gewichten geven een indruk 
van de relevantie die  stakeholders 
aan deze Sustainability Items 
toekennen.  
Zoals te zien is de Sociale 
Dimensie met een gewicht van 
meer dan 54 procent de grootste 
van de vier. Vooral werknemers en 
gemeenschap gerelateerde 
Sustainability Items domineren. 
Met een gewicht van iets meer 
dan 21 procent is de Milieu 
Dimensie de op een na 
belangrijkste, op de voet gevolgd 
door de Governance Dimensie 
met een gewicht van iets meer 

dan 20 procent. De aan de Sustainability Items toegekende gewichten zijn getest en robuust 
bevonden. Bovendien blijkt dat de aan het CSAF ten grondslag liggende 
duurzaamheids(rapportage)richtlijnen een verschillende interpretatie van duurzaam bedrijfspresteren 
belichamen. Dit betekent dat de richtlijnen niet zondermeer onderling uitwisselbaar zijn.  
     
Deel Drie  van de dissertatie richt zich vooral op de beleggingswereld. Twee aspecten zijn in dit 
verband vooral van belang: de waarschijnlijkheid dat beleggers informatie over duurzaam 
bedrijfspresteren begrijpen en waarderen, en de reactie van beleggers op dit soort informatie. 
 
In hoofdstuk zes worden de methodologiëen die ten grondslag liggen aan de Dow Jones Sustainability 
World Index (DJSI-World) en de Domini Social 400 Index (DSI) geanalyseerd aan de hand van 
algemeen beschikbare informatie. De DJSI-World en DSI zijn (mede) geïntroduceerd door en worden 

                                                      
74 In het Nederlands aan te duiden als Analysekader voor Duurzaam Bedrijfspresteren. 
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ondersteund door respectievelijk de Zwitserse Sustainable Asset Management Group en het 
Amerikaanse Kinder, Lydenberg and Domini Research & Analytics Inc. Een duurzaamheids-
evaluatiemethodologie omvat een diagnostisch instrument en een evaluatieprocedure. Met behulp van 
het diagnostisch instrument worden de duurzaamheidsprestaties geëvalueerd of gemeten. De 
evaluatieprocedure beschrijft hoe meetresultaten worden verwerkt. Het CSAF is gebruikt voor het 
analyseren van de diagnostische instrumenten die aan de DJSI-World en de DSI ten grondslag liggen. 
Van groot belang is dat beleggers in staat zijn de door de duurzaamheidsevaluatiemethodologie 
gecommuniceerde boodschap te interpreteren. Het lijkt erop dat beide instrumenten in beperkte mate 
issues omvatten die door economische en ethische beleggers belangrijk worden gevonden. 
Bovendien is het moeilijk een getrouw beeld van de evaluatieprocedures te schetsen. In zoverre 
informatie beschikbaar is, is deze complex, (mogelijk) verouderd en (mogelijk) onvolledig. 
De conclusie is daarom dan ook dat het zeer onwaarschijnlijk is dat beleggers in staat zijn (de 
resultaten) van de evaluatiemethodologiëen in positieve of negatieve zin te waarderen. 
 
Hoofdstuk zeven is gewijd aan de reactie van beleggers op duurzaamheidsinformatie. 
Duurzaamheidsinformatie verwijst naar de resultaten van de duurzaamheidsevaluatiemethodologiëen 
die ten grondslag liggen aan de DJSI-World en de DSI. De term resultaten verwijst in dit geval naar 
bedrijven die aan beide indexen worden toegevoegd, c.q. daaruit worden verwijderd.  
Of beleggers al dan niet reageren op duurzaamheidsinformatie wordt onderzocht aan de hand van 
een zogenoemde event-study. Het ‘event’ is in dit geval de aankondiging dat bedrijven aan de indexen 
worden toegevoegd, of daaruit worden verwijderd. Bedrijven die aan de index worden toegevoegd 
worden beschouwd als duurzaamheidsleiders. Daar tegenover staat dat bedrijven die uit de indexen 
worden verwijderd niet langer als duurzaamheidsleiders kunnen worden beschouwd.  
We zien inderdaad een marktreactie optreden bij de aankondiging dat bedrijven uit de DJSI-World 
worden verwijderd of worden toegevoegd aan de DSI. Deze resultaten zijn opmerkelijk gezien de 
conclusies van het vorige hoofdstuk. In het geval bedrijven in de DJSI-World worden opgenomen en 
uit de DSI worden verwijderd nemen we nauwelijks een markreactie waar. 
Voor de asymmetrische resultaten kan geen eenduidige verklaring worden gegeven. Mogelijk zijn er 
meerdere verklaringen: 
• De indexen communiceren verschillende duurzaamheids en financiële signalen. We hebben 

gezien er substantiële verschillen bestaan tussen de interpretaties en operationaliseringen van 
duurzaam bedrijfspresteren van de beide indexen. Maar ook de financiële prestaties van beide 
indexen verschillen. Afgezet tegen een selectie van vergelijkbare indexen presteert de DJSI-World 
relatief slecht, terwijl de presentaties van de DSI niet als goed noch als slecht geclassificeerd 
kunnen worden. 

• Duurzaamheidsignalen en financiële signalen van beide indexen worden door beleggers 
verschillend geïnterpreteerd. De DSI is een zogenoemde ethische index. Een kenmerk van 
ethische indexen is dat deze bestaan uit bedrijven die zich niet bezighouden met de productie van 
wapentuig, nucleaire energie, alcohol etcetera. De DJSI-World daarentegen is een 
duurzaamheidsindex. Duurzaamheidsindexen leggen doorgaans niet op voorhand beperkingen op 
aan bedrijven waarin wordt belegd. Bovendien, suggereert SAM dat duurzaam bedrijfspresteren 
(volgens zijn interpretatie en operationalisatie) leidt tot een hogere marktwaarde. Mogelijk dat de 
accentverschillen tussen beide indexen, maar mogelijk ook de reputaties van SAM en KLD 
verschillende typen beleggers aantrekken.  

• Het is denkbaar dat bedrijven die deel uitmaken van de DJSI-World reeds als duurzaam werden 
aangemerkt lang voor de aankondiging dat zij in de index  worden opgenomen. In dat geval bevat 
deze aankondiging geen nieuwe informatie en leidt daarom niet tot een waardestijging van de 
aandelen van deze bedrijven.  

• Verder is het denkbaar dat slechts een klein deel van de beleggers feitelijk reageert op de 
aankondiging dat bedrijven in de DJSI-World worden opgenomen, maar dat een groter deel pas 
(veel) later reageert op het duurzaamheidsignaal. Omdat de reactie van beleggers is uitgesmeerd 
is over een langere periode zijn ook in dit geval geen substantiële waardestijgingen van de 
aandelen van de bedrijven waarneembaar. 

• Wanneer bedrijven uit de DJSI-World worden verwijderd reageren beleggers wel, waardoor 
negatieve (cumulatieve) abnormal returns optreden. Omdat de financiële prestaties van deze 
bedrijven relatief slecht zijn – gezien de relatief slechte prestaties van de index- hebben beleggers 
er geen belang bij de aandelen van deze bedrijven aan te houden. 

• In het geval van toevoegingen aan de DSI is het mogelijk dat beleggers pas geattendeerd worden 
op deze duurzaamheidleiders op het moment van de aankondiging dat zij de index worden 
opgenomen. Omdat de financiële prestaties van de DSI nauwelijks afwijken van die van 
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vergelijkbare indexen, ligt het voor de hand te veronderstellen dat beleggers de aandelen van 
DSI-kandidaten kopen op basis van duurzaamheidoverwegingen.  

• Beleggers reageren niet in dezelfde mate op de aankondiging dat bedrijven aan de DSI worden 
toegevoegd, of daaruit worden verwijderd. Beleggers reageren in sterke mate als bedrijven in de 
index worden opgenomen, maar reageren nauwelijks als ze daaruit worden verwijderd. Mogelijk 
dat beleggers de aandelen van deze bedrijven aanhouden, omdat deze in financieel opzicht niet 
noodzakelijk slecht presteren. De financiële prestaties van de DSI wijken immers niet of 
nauwelijks van de prestaties van vergelijkbare indexen. 

 
Echter, als we de resultaten van de DJSI-World en DSI combineren, kunnen we zeggen dat beleggers 
positief reageren op de aankondiging dat bedrijven aan duurzaamheids/ethische indexen worden 
toegevoegd. Zij reageren negatief wanneer bedrijven uit deze indexen worden verwijderd. In beide 
gevallen kan worden gesteld dat duurzaamheidoverwegingen de overhand hebben bij aan- en 
verkoopbeslissingen van beleggers. 
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Appendix 1.1: Millennium Development Goals (MDGs) 
 
1. Eradicate extreme poverty and hunger 
• Reduce by half the proportion of people living on less than a dollar a day 
• Reduce by half the proportion of people who suffer from hunger  
 
2. Achieve universal primary education 
• Ensure that all boys and girls complete a full course of primary schooling 
 
3. Promote gender equality and empower women. 
• Eliminate gender disparity in primary and secondary education preferably by 2005, and at all 

levels by 2015 
 
4. Reduce child mortality 
• Reduce by two thirds the mortality rate among children under five 
 
5. Improve maternal health 
• Reduce by three quarters the maternal mortality ratio  
 
6. Combat HIV/AIDS, malaria and other diseases 
• Halt and begin to reverse the spread of HIV/AIDS 
• Halt and begin to reverse the incidence of malaria and other major diseases  
 
7. Ensure environmental sustainability 
• Integrate the principles of sustainable development into country policies and programmes; reverse 

loss of environmental resources  
• Reduce by half the proportion of people without sustainable access to safe drinking water 
• Achieve significant improvement in lives of at least 100 million slum dwellers, by 2020  
 
8. Develop a global partnership for development 
• Develop further an open trading and financial system that is rule-based, predictable and non-discriminatory, 

includes a commitment to good governance, development and poverty reduction— nationally and 
internationally 

• Address the least developed countries' special needs. This includes tariff- and quota-free access for their 
exports; enhanced debt relief for heavily indebted poor countries; cancellation of official bilateral debt; and 
more generous official development assistance for countries committed to poverty reduction 

• Address the special needs of landlocked and small island developing States 
• Deal comprehensively with developing countries' debt problems through national and international measures 

to make debt sustainable in the long term 
• In cooperation with the developing countries, develop decent and productive work for youth 
• In cooperation with pharmaceutical companies, provide access to affordable essential drugs in developing 

countries 
• In cooperation with the private sector, make available the benefits of new technologies— especially 

information and communications technologies 
 
Source: www.un.org/millenniumgoals/# 
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Appendix 2.1 Overview of economic, social and envir onmental performance related issues 
distinguished by Steg et.al (2003 ). 
Economic performance Social performance Environmental performance 
1. Economic market value 

a. EVA drivers 
• Value 
• Value growth duration 
• Sales (growth) 
• Operational margin 
• Net tax advantages 
• Working capital 
• Investment in fixed assets 
• Costs of capital 

b. Bookkeeping measures 
• Costs 
• Revenues 
• Assets (current & long term) 
• Liabilities (current & long term) 
• Equity 

c. Financial Ratios 
• Liquidity 

o Working capital 
o Current ratio 
o Quick ratio 

• Profitability 
o Profit margin 
o Asset turnover 
o Return on assets 

• Solvency 
o Debt to equity 
• Return on equity 
o Interest coverage 

d. Shareholder indicators 
• Share price volatility 
• Total share value 
• Dividend payments 

 
2. Economic performance drivers 

a. External positioning 
• Market forces 
• Competitive forces 
• Environmental forces 

b. Internal resources 
• Primary resources 
o Logistics 
o Operations 

• Secundary resources 
o Leadership resources 
o Financial resources 
o Human resources 
o Innovative resources 
o Procurement resources 

 
3. Value chain performance 

• Net cost reductions 
• Net market access 
• Net access to technological 

expertise 
• Net reduction in business 

risks 
• Competitive forces 
• Environmental forces 

 

1. Employee satisfaction 
a. Good relations 

• Open communication 
• Keeping to agreed rules and 

promises 
• Commitment to standards of 

fairness 
• Encouraging employee 

participation 
b. Commitment to basic rights 

• Observance of norms of 
decency 

• Non-discrimination 
• No forced and child labour 
• Right to appeal, voice 

complaints, and organise 
c. Care for well-being of 

employees 
• Ensure health and safety 
• Provide safety-net and 

retirement schemes 
• Opportunities for development 

 
2. Customer satisfaction 

a. Good relations 
• Open communication 
• Keeping to agreements and 

relational contracting 
• Commitment to standards of 

fairness 
• Encouraging customer 

participation 
b. Commitment to basic rights 

• Observance of norms of 
decency 

• Non-discrimination 
• Observance of rights to privacy 
• Right to appeal, voice 

complaints 
c. Care for well-being of 

customers 
• Ensure health and safety 

d. Commitment to chain effects 
• Expecting own principles and 

relations, rights and care also 
from customers 

 
3. Community satisfaction 

a. Good relations 
• Open communication 
• Keeping to agreements and 

relational contracting 
• Commitment to standards of 

fairness 
• Encouraging community 

participation 
b. Commitment to basic rights 

• Observance of norms of 
decency 

• Observance of norms against 

1. Sustainable use of scarce 
resources 
a. Decrease use of non-

renewable resources 
• Decrease use of (fossil 

and nuclear) energy. 
• Decrease use of 

substances and 
materials 

• Decrease use of 
(natural) land 

• Decrease use of water 
(ground water, irrigation) 

b. Increase share of 
renewable resources 

• Increase share of 
renewable energy 

• Increase share of 
renewable substances 
and materials  

• Increase share of 
renewable water (rain 
water) 

 
2. Reduce generation of 

emissions and waste 
a. Reduce generation of 

final waste 
b. Reduce emissions of  

• Polluted water 
• Non-CO2 greenhouse 

gases 
• Acidifying gases 
• Ozone depleting gases 

 
3. Reduce negative effects 

on life support systems 
a. Reduce use of toxic 

and persistent 
substances 

b. Reduce impacts on 
animal welfare 

c. Reduce impacts on 
biodiversity and 
natural reserves  

• Reduce effects on water 
systems and nature 

• Reduce land use in 
sensitive areas 

 
4. Commitment to chain 

effects 
a. Environmental 

impacts from lifecycle 
of products and 
services 

• Lifecycle monitoring and 
evaluation. 

• Lifecycle management to 



 

221 
 

4. Economic externalities 
a. Positive externalities 

• Economic stability 
• Employment 
• Economic growth 
• Income improvement 
• Investments 

b. Negative 
externalities 

• Economic instability 
• Unemployment 
• Economic decline 
• Income deterioration 
• Divestments 

 

bribery and corruption 
• Right to appeal, voice 

complaints 
c. Care for well-being of 

community 
• Ensuring public health and 

safety 
• Local job creation and use of 

local suppliers and services 
• Commitment to equal 

opportunity and diversity 
 

4. Supplier satisfaction 
a. Good relations 

• Open communication 
• Keeping to agreements and 

relational contracting 
• Commitment to standards of 

fairness 
• Encouraging supplier dialogue 

b. Commitment to basic rights 
• Observance of norms of 

decency 
• Non-discrimination 
• Right to appeal, voice 

complaints 
c. Commitment to chain effects 

• expecting own principles on 
relations, rights and care also 
from suppliers. 

 
5. Competitors satisfaction 

a. Good relations 
• Commitment to standards of 

fairness 
b. Commitment to basic rights 

• Observance of norms of 
decency 

 

reduce the 
environmental impacts of 
products and services 

b. Optimising use of 
resources and waste 
flows on local and 
regional levels 

• Waste delivered for 
recycling and further use 

• Waste acquired for 
recycling and further 
use. 

c. Informing customers 
about (ways to 
reduce) environmental 
impacts of products 
and services 

• Informing customers 
about environmental 
impacts of products and 
services 

• Advising customers on 
ways to use products 
and services in an 
environmentally friendly 
way. 

 

 
Source:  Steg et al. (2003)
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Appendix 3.1 Typical corporate and stakeholder issu es 

1. Company  
 Company history 
 Industry background 
 Organization structure 
 Economic performance 
 Competitive environment 
 Mission or purpose 
 Corporate codes 
 Stakeholder and social management issues management systems 
 
2. Employees  
 General policy 
 Benefits 
 Compensation and rewards 
 Training and development 
 Career planning 
 Employee assistance program 
 Health promotion 
 Absenteeism and turnover 
 Leaves and absence 
 Relationship with unions 
 Dismissal and appeal 
 Termination, lay off, and redundancy 
 Retirement and termination counselling 
 Employment equity and discrimination 
 Women in management and on the board 
 Day care and family accommodation 
 Employee communication 
 Occupational heath and safety 
 Part-time, temporary or contract employees 
 Other employee or human resource issues. 
 
3. Shareholders 
 General policy 
 Shareholder communication and complaints 
 Shareholder advocacy 
 Shareholder rights 
 Other shareholder issues 
 
4. Customers 
 General policy 
 Customer communications 
 Product safety 
 Customer complaints 
 Special customer services 
 Other customer issues 
 
5. Suppliers 
 General policy 
 Relative power 
 Other supplier issues 
 
6. Public stakeholders 
 Public health, safety and protection 
 Conservation of energy and materials 
 Environmental assessment of capital projects 
 Other environmental issues 
 Public policy involvement 
 Community relations 
 Social investment and donations 
 
Source: Clarkson (1995) 
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Appendix 3.2: The Sustainable Value Matrix 
 

 
 
Legenda: 

 
 
Source: SustainAbility and UNEP (2001). 
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Appendix 4.1: Category classifications for delineat ing social disclosures. 
 
1. Environment 

Disclosures with respect to: 
• pollution control in the conduct of business operations 
• prevention or repair of damage to the environment resulting from the processing of natural 

resources,  
• the processing of natural resources, 
• conservation of natural resources 
• other disclosures related to the environment. 

 
2. Energy 

Includes disclosures with respect to: 
• conservation of energy in the conduct of business operations 
• energy efficiency of products 
• other energy-related disclosures 

 
3. Fair Business Practice 

Includes disclosures related to: 
• the employment or advancement of minorities or women 
• the employment of other special interest groups such as the handicapped 
• support for minority businesses in the United States 
• socially responsible business practices abroad 
• other statements on fair business practice 

 
4. Human Resources 

Includes disclosures related to: 
• employee health and safety 
• employee training 
• other human resource disclosures 

 
5. Community Involvement 

Includes disclosures related to: 
• community activities 
• health-related activities 
• donations of cash 
• products 
• employee services to education or the arts 
• other community activity disclosures 

 
6. Products 

Includes disclosures related to: 
• product safety 
• the reduction of pollution arising from the use of the product 
• other product-related disclosures 

 
7. Other disclosures 

Includes disclosures of a social responsibility nature not specifically related to the above categories, such as: 
• general statements of social concern or 
• disclosures relating to awards for socially responsible conduct. 

 
Source: Patten (1995), pages 279/280. 
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Appendix 5.1:  Motives for adding (reporting) guide lines to the selection sustainability  
(reporting) guidelines.  

  
(Reporting) Guidelines 

 
Motives for inclusion 

1 Principles for Global Corporate 
Responsibility: Bench Marks for 
Measuring Business 
Performance 
 

These guidelines are made by three religious organizations, among 
which the ICCR. The ICCR is an organization representing 275 
religiously based institutional investors with invested of around $90bn 
(Anderson, 2006). Each year ICCR members sponsor over 200 shareholder 
resolutions on major social and environmental issues. The guidelines have 
also been included in a comparative analysis of the OECD (Gordon, 
2001). 

2 Business in the Community: 
Winning with Integrity 

Business in the Community (BitC), represents approximately 20 
percent of private sector employment and is therewith an important 
player in the CSR-arena in the United-Kingdom (source: 
www.bitc.org). Besides, Business in the Community is one of The 
Prince’s Charities, a group of not-for-profit organisations of which The 
Prince of Wales is President. 

3 The Caux Round Table 
Principles for Business 

The Caux Round Table (CRT) is an international network of 
principled business leaders. The Principles have also been included 
in a comparative analysis of the OECD (Gordon, 2001) and are 
considered widely accepted and applicable voluntary code (ICAEW, 
2004). 

4 Ceres Principles The Coalition for Environmentally Responsible Economies (Ceres) 
has been a major and well-known player in the sustainability arena 
for almost two decades. The Ceres guidelines are among the most 
well known. Together with the United Nations Environmental Program 
(UNEP) Ceres stood at the cradle of the Global Initiative’s 
Sustainability Guidelines, the world’s leading sustainability reporting 
guideline todate.  

5 Ceres Reporting Requirements 
for Small enterprises and Non-
Profit Organisations 

These guidelines are included for two reasons: 
1. They are produced by CERES, a major player in the 

sustainability arena. 
2. To account for and warrant (reporting) requirements for small 

and non-profit organizations. 
6 CSR Europe: Communicating 

Corporate Social Responsibility 
The principal reason for adding these guidelines to the selection of 
guidelines is that they were created on invitation of and were 
sponsored by the European Commission.  

7 Department for Environment, 
Food and Rural Affairs: 
Environmental Reporting, 
General Guidelines.  

The main reason for including these reporting guidelines is that they 
are issues and maintained by a government organization, the British 
Department for Environment, Food and Rural Affairs (DEFRA). In 
democratic countries one of the roles of governments is to balance 
the market mechanism by providing (quasi) collective goods. That is, 
the role of governments is to serve the public interest. These 
guidelines are seen as an effort to serve the public interest. 

8 Ethical Trading Initiative, The 
ETI Base Code 

The ETI-Base Code is included, because it is a multi-stakeholder 
code that is based on core International Labour Organization (ILO) 
Conventions. It is considered a relevant code because it was 
included in a comparative analysis of the World Bank (World Bank 
2003). The Base Code is also considered a important effort to 
develop human rights (CSR Europe, 2001). This CSR Europe 
publication was realized through support of the European 
Commission, Employment and Social Affairs Directorate General. 

9 Fair Labor Association, 
Workplace Code of Conduct 

The Workplace Code of Conduct is included because it is a multi-
stakeholder code that is based on the core labor standards of the 
International Labour Organization (ILO and because the World Bank 
considers it to be an important standard (World Bank 2003). The 
Base Code is also considered a important effort to develop human 
rights (CSR Europe, 2001). As was mentioned before, this CSR 
Europe publication was realized through support of the European 
Commission, Employment and Social Affairs Directorate General. 

10 The UN Global Compact The Global Compact is included because it is a well-known United 
Nations initiative, initiated by the former UN secretary-general Kofi 
Annan, which is endorsed by a host of business organizations, 
international labor organizations, individual firms, civil society 
organizations.  
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11 Global Reporting Initiative, 
Sustainability Reporting 
Guidelines 2002 

These guidelines are included in the sample of guidelines, because 
they are the most prominent sustainability reporting guidelines 
available today (e.g. Morhardt et al., 2004; ICAEW, 2004) that are 
used by more than 1000 companies in more than 60 countries all 
(source: www.globalreporting.org). The guidelines are an important 
instrument to enabling companies to communicate with their 
stakeholders (Willis, 2002). 
 

12 The Global Sullivan Principles of 
Social Responsibility 

This standard is included in the sample, because is a key human 
rights standard with wide applicability (CSR Europe, 2001; ICAEW, 
2004). The Principles have also been included in a comparative 
analysis of the OECD (Gordon, 2001). These principles are endorsed 
by hundreds of businesses and other organizations. 

13 International Chamber of 
Commerce, The Business 
Charter for Sustainable 
Development 

The Business Charter for Sustainable Development is included in the 
sample, mainly because of the issuing organization: the International 
Chamber of Commerce. The ICC sets rules and standards (e.g. 
Incoterms), promotes growth and prosperity and spreads business 
expertise. The Charter is also included in a comparison of company 
codes of conducts and international standards conducted by the 
World Bank (World Bank, 2004) 

14 Social Venture Network, 
Standards of Corporate Social 
Responsibility 

The Standards for Corporate Social Responsibility are included, 
because they are issued by a sustainability network representing 
hundreds of business leaders, investors and senior executives from 
all over the world. The standard is also included in a comparative 
study conducted by Royal Nivra (Kamp-Roelands, 2002). 

15 OECD Principles of Corporate 
Governance 

These principles are included, because they are among the most 
well-known corporate governance principles today. 

16 The OECD Guidelines for 
Multinational Enterprises 

The OECD Guidelines are longstanding, well-known and respected 
guidelines focusing on governments in relation to multinational 
enterprises operating in or from the adhering countries. The 
Guidelines are the only multilaterally endorsed and comprehensive 
code that governments are committed to promoting. They express 
the shared values of the governments of countries that are the source 
of the world’s direct investment flows and home to most multinational 
enterprises. 

17 ISO 14031 Environmental 
Management-Environmental 
Performance Evaluation- 
Guidelines 

The ISO 14031 standard is included because they are part of the 
famous ISO 14000 family of voluntary international environmental 
standards. The Annex to the standard covers a list of metrics for 
environmental management that can be viewed as fairly 
comprehensive (Morhardt et al., 2002). 

18 Public Environmental Reporting 
Initiative 

The reason for including this guideline is that it is that they are 
created by nine large manufacturing companies. The guidelines are 
considered to reflect what business considers relevant and are 
frequently cited (Morhardt et al., 2002). 

19 Worker Rights Consortium, 
Model Code of Conduct 

The Model Code of Conduct is included because it is created by a 
specific stakeholder group: students and college and university 
administrations. The Code is presently endorsed by more than 180 
universities and colleges throughout the USA. The Code is also 
included in a comparative analysis of the World Bank (World Bank, 
2003) 

20 Keidanren, Global 
Environmental Charter  

The Global Environmental Charter is included mainly because of its 
Japanese origin. All other standards in the sample are issued 
(although not exclusively endorsed) by western organizations. To 
make sure that oriental views are also accounted for this Charter is 
added to the sample. 

21 WBCSD, Measuring Eco-
Efficiency 

This guideline is included because it is issued by the World Business 
Council for Sustainable Development (WBCSD). The WBCSD is a 
coalition of some 190 international companies united by a shared 
commitment to sustainable development via the three pillars of 
economic growth, ecological balance and social progress. The 
members are drawn from more than 35 countries and 20 major 
industrial sectors. 
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22 NIVRA, Environmental 
Reporting Checklist75 (Checklist 
Milieuverslaggeving) 

The Royal NIVRA’s (Koninklijk Nederlands Instituut voor 
Registeraccountantans) checklist is included because of its specific 
character.  
The checklist is provided by a highly esteemed organization of 
accountants, is used for examining environmental reports and 
provides the basis for the ACC Award (accountancy award). The 
ACC Award, first awarded in 1995, is a Dutch award for the best 
environmental report. 

23 Social Accountability 
International, SA8000 

The guidelines are included because it is a widely accepted multi-
stakeholder code (CSR Europe, 2001) that is based on International 
Labor Organization (ILO) standards and U.N. Human Rights 
Conventions (ICAEW, 2004).  

24 The Stakeholder Alliance, The 
Sunshine Standards 

This standard is includes in the sample because it seeks to 
synthesize many sustainability initiatives. Some of these initiatives 
are already included in the sample. Furthermore, The list of allies 
includes religious, social, justice and environmental groups in the 
USA.  

 
 

                                                      
75 The NIVRA Checklist Milieuverslaggeving is originally written in Dutch. The translation of the name 
of the publication as well as the analyzed sections are made by the author. 
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Appendix 5.2: Descriptions of the 24 selected (repo rting) guidelines. 76 
1. Principles for Global Corporate Responsibility: Bench Marks for Measuring Business 

Performance  
Issuing organization Three faith groups published the first edition of these guidelines. These 

groups are: the Ecumenical Council for Corporate Responsibility in the 
United Kingdom (ECCR); the Interfaith Center on Corporate Responsibility 
in the USA (ICCR); the Taskforce of Churches and Corporate 
Responsibility of Canada (TCCR, now KAIROS-Canada) 

General information The above mentioned organizations are all religious NGOs in United 
Kingdom and North America. Especially important to mention is the ICCR. 
The ICCR's membership is an association of 275 faith- based institutional 
investors (holding of around $90bn (Anderson, 2006)), including national 
denominations, religious communities, pension funds, foundations, 
hospital corporations, economic development funds, asset management 
companies, colleges, and unions. ICCR and its members press companies 
to be socially and environmentally responsible. Each year ICCR- member 
religious institutional investors sponsor over 200 shareholder resolutions 
on major social and environmental issues.(source www.ICCR.org ).  

What are the Guidelines 
about? 

Benchmarks is a comprehensive set of social and environmental business 
performance indicators drawn from a body of internationally recognized 
human rights, labor and environmental standard and principles. The 
document is stated in terms of Principles, Criteria and Bench Marks. 

Purpose  Benchmarks promotes positive corporate social responsibility consistent 
with the responsibility to sustain the human community and all creation 

Relevant to whom? • Companies for developing and monitoring corporate codes of conduct 
• NGO’s; Investors and other corporate stakeholders 

Who are involved in the 
construction? 

NGOs involved in the construction of the Guidelines hosted 54 delegates 
from advocacy organizations in 24 countries in Africa, Asia/Australia, 
South and Central America, Europe and North America 
The guideline was tested by church groups, private industry, labor 
organizations, women’s groups and NGOs and formed the agenda for an 
international conference held in the United Kingdom in 1999. The 
guidelines were revised in 2002. 

Contents of the 
Guidelines? 

• The Wider Community (Ecosystems; National Communities; Local 
Communities; Indigenous Communities; Resource Extraction) 

• The Corporate Business Community (The employed; Suppliers; 
Financial Integrity; Ethical Integrity; Corporate Governance; 
Shareholders; Joint Ventures/Partnerships/Subsidiaries; Customers 
and Consumers) 

More information  www.web.net/`tccr/benchmarks/background-b.htm; Gordon (2001). 
 
2.  Winning with Integrity (Summary) 
Issuing organization Business in the Community 
General information Business in the Community (BITC), set up in 1982,  is a charitable 

organisation consisting of over 800 UK companies, representing 
approximately 20 percent of private sector employment, who are 
committed to improving their impact on society.  
A further 3,000 companies are engaged through programmes and 
campaigns which BitC operates through a local network of more than 100 
business-led partnerships. BitC leads a global partners network of 112 
organisations operating in over 60 countries. 
Business in the Community is one of The Prince’s Charities, a group of 
not-for-profit organisations of which The Prince of Wales is President 

What are the Guidelines 
about? 

The Guideline includes a list of impact performance indicators covering 7 
areas (see contents of the Guidelines) on 3 levels. The first level indicators 
reflect the basic social responsibility level, whereas third level represents 
indicators for leaders in the field.  

                                                      
76 Information concerning the selected (reporting) guidelines is mainly stemming from the websites of 
the issuing organizations. 
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Purpose  Identifying company best practices that maximize competitive as well as 
social benefit, and to encourage organizations to measure their impact on 
society and communicate what they do.  

Relevant to whom? Companies.  
Who are involved in the 
construction? 

The Guidelines were constructed under the auspices of the Business 
Impact Task Force. The Task Force collected information from 
‘authoritative sources’. 

Contents of the 
Guidelines? 

Purpose& Values; Workforce; Marketplace; Environmental; Community; 
Human Rights; Guiding principles. 

More information  www.bitc.org; Winning with Integrity. 
 
 
3. The Caux Round Table Principles for Business  
Issuing organization The Caux Round Table 
General information The Caux Round Table (CRT) is an international network of principled 

business leaders that believe that the world business community should 
play an important role in improving economic and social conditions. 

What are the Guidelines 
about? 

The Principles, issued in 1994, are rooted in two basic ideals: kyosei and 
human dignity. The Japanese concept of kyosei means living and working 
together for the common good enabling cooperation and mutual prosperity 
to coexist with healthy and fair competition. Human dignity refers to the 
sacredness or value of each person as an end, not simply as a mean to 
the fulfilment of others’ purposes or even majority prescription. 

Purpose  The Principles aim to express a world standard against which business 
behaviour can be measured. 

Relevant to whom? Companies. 
Who are involved in the 
construction? 

Business leaders; the drafting committee included representatives from 
Japan, Europe and the United States of America.  

Contents of the 
Guidelines? 

Preamble; General Principles (1. The Responsibilities of Business; 2. The 
Economic and Social Impact of Business; 3. Business Behavior; 4. 
Respect for Rules; 4. Support for Multilateral Trade; 6. Respect for the 
Environment; 7. Avoidance of Illicit Operations; Stakeholder Principles 
(Customers; Employees; Owners/Investors; Suppliers; Competitors; 
Communities). 

More information  www.cauxroundtable.org; The Caux Round Table Principles for Business 
 
 
4. Ceres Principles  
Issuing organization Ceres (Coalition for Environmentally Responsible Economies) 
General information Ceres, founded in 1989, is a network of over 85 diverse organizations in 

terms of investment funds, environmental organizations and other public 
interest groups working to advance environmental stewardship on the part 
of business.  

What are the Guidelines 
about? 

The Principles are a ten point-code of corporate environmental conduct to 
be publicly endorsed by companies as an environmental mission 
statement or ethic. 

Purpose  The Principles establish an environmental ethic with criteria by which 
investors and others can assess the environmental performance of 
companies. 

Relevant to whom? Companies; Investors. 
Who are involved in the 
construction? 

Ceres network partners 

Contents of the 
Guidelines? 

Protection of the Biosphere; Sustainable Use of Natural Resources; 
Reduction and Disposal of Wastes; Energy Conservation; Safe Products 
and Services; Environmental Restoration; Informing the Public; 
Management Commitment ; Audits and Reports. 

More information  www.ceres.org;  
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5. Ceres Reporting Requirements for Small enterprises and Non -Profit Organisations  
Issuing organization Ceres (Coalition for Environmentally Responsible Economies) 
General information Ceres, founded in 1989, is a network of over 85 diverse organizations in 

terms of investment funds, environmental organizations and other public 
interest groups working to advance environmental stewardship on the part 
of business. 

What are the Guidelines 
about? 

The Reporting Requirements are based on the 2002 GRI Sustainability 
Reporting Guidelines (see below) and are tailored to small manufacturers, 
service-based enterprises and non-profit organizations. Since 
environmental issues facing these organizations are often quite different 
from those facing large companies deserve special attention. 

Purpose  • Helping companies to identify opportunities for minimizing their 
environmental impact. 

• Communication tool to relevant stakeholders (investors, neighbors, 
customers etc.). 

Relevant to whom? Smaller enterprises and non-profit organizations 
Who are involved in the 
construction? 

Ceres 

Contents of the 
Guidelines? 

Vision and Strategy; Profile; Policies, Management Systems, and 
Stakeholder Relationships; Environmental Performance; Social and 
Economic Performance. 

More information  www.ceres.org/our_work/environmental_reporting.htm 
Information on the Ceres Reporting Requirements has been removed from 
Ceres-website. 

 
 
6. CSR Europe’s Communicating Corporate Social Responsibility  
Issuing organization CSR Europe 
General information CSR Europe is a European business network for corporate social 

responsibility with around 70 multinational corporations and 25 national 
partner organisations as members. The organisation was founded in 1995 
by senior European business leaders in response to an appeal by the 
European Commission President Jacques Delors 
CSR Europe is a business driven network whose mission is to help 
companies achieve profitability, sustainable growth and human progress 
by placing corporate social responsibility in the mainstream of business 
practice. CSR Europe used to be co-funded by the European Commission, 
but is now funded by  and corporate members. 

What are the Guidelines 
about? 

This guideline is part of the CSR Europe Programme on “CSR 
Communication and Reporting”, and is prepared on the invitation of the 
European Commission. 

Purpose  • Help companies develop and improve their communication strategies. 
• Provide direct access to and information about 45 companies’ CSR 

policy, practices and performance 
• Benchmark how companies communicate on CSR 

Relevant to whom? Companies  
Who are involved in the 
construction? 

The guideline is based on practices in 45 global and large companies 
operating in 10 countries. 

Contents of the 
Guidelines? 

Introduction; Section One: Analysis and Current Trends: What companies 
communicate about and how they do it; Section two: Strategies for 
Reporting and Examples of Business Practises; Section three: Measuring 
a Company’s Performance. 

More information  The report Is not freely accessible. Information on CSR Europe can be 
found on its website: www.csreurope.org  

 
 
7. Department for Environment, Food and Rural Affairs:  Environmental Reporting, General 

Guidelines.  
Issuing organization Department for Environment, Food and Rural Affairs and the Department 
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of Trade and Industry with the Scottish Executive and the National 
Assembly for Wales (DEFRA). 

General information British Department for Environment, Food and Rural Affairs works for the 
essentials of life –food, air, land, water, people, animals and plants.  

What are the Guidelines 
about? 

The guideline explains how to produce an environmental report, outline its 
main contents and suggest indicators to report against. 

Purpose  Guidelines aim to help by cutting through some of the confusion and 
providing an introduction to environmental reporting. 

Relevant to whom? Companies 
Who are involved in the 
construction? 

Many experts from business, consultants and academics. 

Contents of the 
Guidelines? 

Section 1: Introduction; Section 2: The reporting process; Section 3: The 
contents of an environmental report; Section 4: Environmental 
Performance Indicators; Section 5: Other issues. 

More information  Information on the General Guidelines has been removed from the DEFRA 
website. These guidelines superseded recently by Environmental Key 
Performance Indicators; Reporting Guidelines for UK Business. Available 
at: www.defra.gov.uk   

 
 
8. Ethical Trading Initiative, The ETI Base Code  
Issuing organization The Ethical Trading Initiative (ETI) 
General information Founded in 1998, the ETI is a UK based alliance of companies, trade 

unions and NGOs, whose goals is to promote the use of widely endorsed 
set of standards aimed at improving working conditions in the global 
supply and production chain.  

What are the Guidelines 
about? 

The ETI Base Code is based on core International Labour Organization 
(ILO) Conventions ad provide a generic standard for company 
performance. The labor standards incorporated in the Base Code 
constitute a minimum requirement for any corporate code of labor practice. 

Purpose  Improving the lives of poor working people all over the world.  
Relevant to whom? Companies (and their international supply chains) 
Who are involved in the 
construction? 

Companies, trade unions, and NGOs. 

Contents of the 
Guidelines? 

Freedom of association and the right to collective bargaining; No 
discrimination; No excessive working hours; Payment of living wages; 
Hygienic and safe working conditions; No harsh or inhuman treatment; 
Minimum age for employment; No forced labor; Security of employment. 

More information  www.ethicaltrade.org  
 
 
9. Fair Labor Association, Workplace Code of Conduct  
Issuing organization Fair Labor Organization (FLA) 
General information The FLA, created in 1999, is a USA based multi-stakeholder coalition of 

companies, NGOs, colleges and universities to promote adherence to 
international labor standards and improve working conditions worldwide.  

What are the Guidelines 
about? 

The Workplace Code of Conduct is based on the core labor standards of 
the International Labour Organization (ILO) 

Purpose  Advancing decent and humane working conditions. 
Relevant to whom? Companies, their suppliers and contractors 
Who are involved in the 
construction? 

FLA 

Contents of the 
Guidelines? 

Freedom of association and collective bargaining; Hours of work; Overtime 
compensation; wages and benefits; Health and safety; Harassement and 
abuse; Forced labor; Child labor. 

More information  www.fairlabor.org  
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10. The UN Global Compact  
Issuing organization United Nation’s Global Compact Office 
General information The Global Compact is a network. At its core is the Global Compact Office 

and four UN agencies: Office of the High Commissioner for Human Rights; 
United Nations Environment Programme; International Labour 
Organization; and the United Nations Development Programme. The 
Global Compact is supported by numerous business organizations, 
individual firms, international labor organizations and civil society 
organizations. 

What are the Guidelines 
about? 

The Global Compact is a voluntary corporate citizenship initiative that 
relies on public accountability, transparency and the enlightened self-
interest of companies, labour and civil society in pursuing the principles on 
which the Compact is based. 

Purpose  • Making the Global Compact and its principles part of business strategy 
and operations; 

• Facilitating cooperation among key stakeholders and promoting 
partnerships in support of UN goals. 

Relevant to whom? Companies, international labor, civil society organizations, UN-agencies 
and others. 

Who are involved in the 
construction? 

 

Contents of the 
Guidelines? 

Human Rights; Labor; Environment 

More information  www.unglobalcompact.org  
 
 
11. Global Reporting Initiative, Sustainability Reporti ng Guidelines 2002  
Issuing organization Global Reporting Initiative (GRI) 
General information Convened by Ceres (see above) and in partnership with the United 

Nations Environment Programme (UNEP) GRI was established in 1997. 
The guidelines are considered the most prominent guidelines in the field 
currently available. The guidelines were first launched in 2000 en revised 
in 2002. In 2006 the third generation guidelines were released. Today well 
over 1000 companies from 60 countries use the GRI-guidelines. 

What are the Guidelines 
about? 

Using a multi-stakeholder approach, the GRI has developed a list of 
indicators for reporting on economic, environmental and social dimensions 
of their acticvities, products or services. 

Purpose  Developing globally applicable guidelines for reporting on the economic, 
environmental and social performance of corporations. 

Relevant to whom? Companies 
Who are involved in the 
construction? 

The GRI-guidelines are a multi-stakeholder initiative with input from a 
broad cross section of society from around the world, such as: civil society 
organizations, accounting organizations, business associations, investors, 
corporations, consultants, universities and others. 

Contents of the 
Guidelines? 

Introduction; Part A: Using the Guidelines; Part B: Reporting Principles; 
Part C: Report Content; Part D: Glossary and Annexes. 

More information  www.globalreporting.org  
 
 
12. Global Sullivan Principles of Social Responsibility  (GSP) 
Issuing organization Reverend Leon H. Sullivan 
General information In 1977, Reverend Sullivan, an African-American preacher and member of 

the board of General Motors, developed the Sullivan Principles, a 
voluntary code of conduct for human right and equal opportunity for 
companies operating in South Africa. The Global Sullivan Principles as we 
know them today were created in 1997 and inaugurated during a special 
ceremony at the United Nation in 1999. The Principles are endorsed by 
hundreds of businesses and organizations.  

Purpose  Support economic, social and political justice by companies where they do 
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business.  
Relevant to whom? Companies (large and small), non-profit organizations; education 

providers; governments, NGOs. 
Who are involved in the 
construction? 

The GSP were created at the request of world and industry leaders, with 
input from a number of multinational corporations and business 
associations. 

Contents of the 
Guidelines? 

Human rights; employee compensation; health and safety; equal 
opportunity; disadvantaged workers; quality of life for communities. 

More information  www.globalsullivanprinciples.org  
 
 
13. International Chamber of Commerce, The Business Cha rter for Sustainable Development  
Issuing organization International Chamber of Commerce (ICC) 
General information The International Chamber of Commerce (ICC), founded in 1919,  is an 

international organization that works to promote and support global trade 
and globalization. Its activities cover a broad spectrum, from arbitration 
and dispute resolution to making the case for open trade, business self-
regulation, fighting corruption or combating commercial crime. 

What are the Guidelines 
about? 

The Business Charter for Sustainable Development –a sixteen principles 
counting document- provides a basic framework or reference for action by 
individual corporations and business organizations throughout the world. It 
has been recognized as a complement to environmental management 
systems. The first edition was first published in 1991. 

Purpose  Helping business around the world to improve environmental performance. 
In this respect the term ‘environment’ is broadly interpreted to also include 
aspects of health, safety and product stewardship. 

Relevant to whom? Companies 
Who are involved in the 
construction? 

It was prepared and revised by the ICC Working Party for Sustainable 
Development. 

Contents of the 
Guidelines? 

1. Corporate priority; 2. Integrated management; 3; Process of 
improvement; 4. employee education; 5. Prior assessment; 6. Products 
and services; 7. Customer advices; 8. Facilities and operations; 9. 
Research; 10. Precautionary approach;  11. Contractors and suppliers; 12. 
Emergency preparedness; 13. Transfer of technology; 14. Contributing to 
the common effort; 15. Openness to concerns; 16. Compliance and 
reporting 

More information  www.iccwbo.org  
 
 
14. Social Venture Network, Standards of Corporate Soci al Responsibility  
Issuing organization Social Venture Network (SVN) 
General information SVN, founded in 1987, is a peer-to-peer non-profit network of hundereds 

of CEOs, founders, nonprofit leaders, investors, and senior executives of 
some of the most socially and environmentally progressive companies in 
the world. 

What are the Guidelines 
about? 

The SVN Standards intend to define the landscape of corporate social 
responsibility and provide tools for companies and organizations to make 
continuous improvements that are in concert with their overall strategy. 
The Standards describe the important dimensions of corporate social 
responsibility, they suggest practices and measures that other companies 
have used in their quest for social responsibility, and they highlight useful 
resources for additional information. 

Purpose  Tool for improving social and financial performance 
Relevant to whom? Companies, non-profit organizations, governments. 
Who are involved in the 
construction? 

Individuals and interest groups from within an outside the Network 

Contents of the 
Guidelines? 

Ethics; Accountability; Governance; Financial Returns; Employment 
Practices; Business Relationships; Products and Services; Community 
Involvement; Environmental Protection. 



 
 

234 
 

More information  www.svn.org  
 
 
15. OECD Principles of Corporate Governance  
Issuing organization Organisation for Economic Co-operation and Development (OECD) 
General information The OECD is a forum where governments of 30 market democracies work 

together to address the economic, social and governance challenges of 
globalization as well as to exploit its opportunities. 

What are the Guidelines 
about? 

The Principles were endorsed by OECD Ministers in 1999 and reviewed in 
2004, have since become an international benchmark for policy makers, 
investors, corporations and other stakeholders worldwide. The Principles 
represent a common basis that OECD member countries consider 
essential for the development of good governance practices. The 
principles are a non-binding instrument offering non-binding standards and 
good practices as well as guidance on implementation. 

Purpose  To assist governments in their efforts to evaluate and improve the legal, 
institutional and regulatory framework for corporate governance in their 
countries, and to prove guidance and suggestions for stock exchanges, 
investors, corporations, and other parties that have a role to play in the 
process of good corporate governance. 

Relevant to whom? Publicly traded companies (both financial and non-financial) 
Who are involved in the 
construction? 

Governments 

Contents of the 
Guidelines? 

Part One: The OECD Principles of Corporate Governance; Part Two: 
Annotations t the OECD Principles of Corporate Governance. 

More information  www.oecd.org  
 
 
16. The OECD Guidelines for Multinational Enterprises  
Issuing organization Organisation for Economic Co-operation and Development (OECD) 
General information The OECD is a forum where governments of 30 market democracies work 

together to address the economic, social and governance challenges of 
globalization as well as to exploit its opportunities. 

What are the Guidelines 
about? 

The Guidelines launched in 1976 and revised in 1979, 1982, 1984, 1991 
and 2000, are recommendations on responsible business conduct by 
governments to multinational enterprises operating in or from the adhering 
countries. The Guidelines are the only multilaterally endorsed and 
comprehensive code that governments are committed to promoting. They 
express the shared values of the governments of countries that are the 
source of the world’s direct investment flows and home to most 
multinational enterprises. 

Purpose  Promote the positive contributions multinational can make to economic, 
environmental and social progress. 

Relevant to whom? Internationally operating companies operating in or from the adhering 
countries. 

Who are involved in the 
construction? 

Governments 

Contents of the 
Guidelines? 

Concepts and Principles; General Policies; Disclosure; Employment; 
Environment; Combating Bribery; Consumer Interests; Science and 
Technology; Competition; Taxation. 

More information  www.oecd.org  
 
 
17. ISO 14031 Environmental Management -Environmental Performance Evaluation - Guidelines  
Issuing organization The International Organization for Standardization (ISO) 
General information ISO is a federation of the national standards bodies of 157 countries, one 

per country from all regions of the world, including developed, developing 
and transitional economies. ISO identifies what International Standards 
are required by business, government and society. 
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What are the Guidelines 
about? 

The Environmental Performance Evaluation (EPE) is an internal 
management process tool to provide management with reliable and 
verifiable information on an ongoing basis to determine whether an 
organization’s environmental performance is meeting the criteria set by the 
management of the organization.  

Purpose  The guidelines serves to: Identify environmental aspects; setting criteria 
for environmental performance; assessment of environmental performance 

Relevant to whom? Management representatives; employees; (potential) investors; customers 
and suppliers; contractors; lending institutions and insurers; regulatory and 
legislative bodies; neighboring and regional communities; communications 
media; business, administrative, academic and research institutions; 
environmental groups, consumer interest groups and other NGOs; general 
public. 

Who are involved in the 
construction? 

The work of preparing international standards is normally carried out 
through IOS technical committees. Each member body interested in a 
subject for which a technical committee has been established has the right 
to be represented on that committee. International organizations, 
governmental and non-governmental organizations, in liaison with ISO, 
also take part in the work. 

Contents of the 
Guidelines? 

1. Scope; 2. Terms and Definitions; 3. Environmental Performance 
Evaluation; Annex A (Supplemental Guidance on EPE); Bibliography. 

More information  www.iso.org; the ISO 14032 Standard. 
 
 
18. Public Environmental Reporting Initiative  
Issuing organization The Public Environmental Reporting Initiative) PERI 
General information PERI is a voluntary effort aimed art improving, expanding and 

standardizing environmental reporting to the public spearheaded by nine 
leading North American companies. 

What are the Guidelines 
about? 

The guidelines identify ten components for comprehensive reporting on 
environmental performance. The guidelines are designed to be adaptable 
to a wide variety of industries. 

Purpose  PERI aims to provide a balanced, comprehensive and understandable 
framework for an organization to use when reporting on its environmental 
performance. 

Relevant to whom? Business in general 
Who are involved in the 
construction? 

Nine American companies (including Amoco, Dow, DuPont, IBM, Northern 
Telecom, Polaroid and United Technologies). 

Contents of the 
Guidelines? 

Organizational profile; Environmental policy; Environmental Management; 
Environmental releases; Resource conservation; Environmental risk 
management; Environmental compliance; Product stewardship; Employee 
recognition; Stakeholder involvement 

More information  www.ibm.com/ibm/environment/initiatives/peri_bkgd.shtml 
PERI used to be hosted by IBM’s website. Information on these guidelines 
has recently been removed from the website. 

 
 
19. Worker Rights Consortium, Model Code of Conduct  
Issuing organization Worker Rights Consortium (WRC) 
General information WRC is an USA-based independent non-profit labor rights monitoring 

organization conducting investigations of working conditions in factories 
around the globe, and is created by college and university administrations, 
student activists and labor rights experts.  
WRC’s purpose is to combat sweatshops and protect the rights of workers 
who sew apparel and make other products sold in the United States.  

What are the Guidelines 
about? 

The guideline is a code of conduct that serves to guide performance of 
licensees of colleges and universities in terms of employment standards 
and legal requirements. 

Purpose  Ensure that factories producing clothing and other goods bearing college 
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and university names respect the basic rights of workers.  
Relevant to whom? Companies producing clothing and other goods bearing college and 

university names.  
Who are involved in the 
construction? 

Colleges, universities, students and labor rights experts. 

Contents of the 
Guidelines? 

I. Introduction; II. Notice; III Standards; IV. Compliance and Disclosure; V. 
Verification; VI. Labor Standards Environment; VII. Remediation 

More information  www.workersrights.org  
 
 
20. Keidanren, Global Environmental Charter  
Issuing organization Nippon Keidanren 
General information Nippon Keidanren (Japanese Business Federation) is comprehensive 

economic organization founded in 2002. Its membership comprises, 
companies, industrial associations and regional economic organizations. 
The mission of Nippon Keidanren is to accelerate Japan’s and the world’s 
economy and to strengthen the corporations to create additional value to 
transform the Japanese economy into one that is sustainable and driven 
by the private sector, by encouraging the idea of individuals and local 
communities. Nippon Keidanren urges its members to adhere to the 
Global Environment Charter. 

What are the Guidelines 
about? 

The guidelines consist of a set of generally applicable guidelines for 
modelling corporate environmental performance and a set of 
environmental guidelines for Japanese internationally operating 
companies. 

Purpose  Guidelines are aimed at fostering a mutually beneficial relationship 
between producers and consumers, thereby encouraging the healthy 
development of the economy. 

Relevant to whom? Keidanren members/companies 
Who are involved in the 
construction? 

Keidanren 

Contents of the 
Guidelines? 

Introduction; Basic Philosophy; Guidelines for Corporate Action; Ten-
points environmental guidelines for Japanese Enterprises Operating 
Abroad. 

More information  www.keidanren.or.jp  
 
 
21. WBCSD, Measuring Eco -Efficiency  
Issuing organization World Business Council for Sustainable Development (WBSCD) 
General information The WBCSD is a coalition of some 190 international companies united by 

a shared commitment to sustainable development via the three pillars of 
economic growth, ecological balance and social progress. The members 
are drawn from more than 35 countries and 20 major industrial sectors. Its 
mission is: to provide leadership as a catalyst for change toward 
sustainable development, and to promote the role of eco-efficiency, 
innovation and corporate social responsibility. 

What are the Guidelines 
about? 

This guideline describes an overall framework for assessing and reporting 
eco-efficiency.  

Purpose  To encourage the use of the eco-efficiency concept by proposing a 
common measurement framework that can guide all companies regardless 
of their business and geographic base. 

Relevant to whom? Companies across all industries 
Who are involved in the 
construction? 

WBCSD. For testing the framework 22 companies from more than 10 
industries were involved. 

Contents of the 
Guidelines? 

Executive summary; Chapter 1 Setting the Scene; Chapter 2 The Core 
elements of the Approach; Chapter 3 Gathering Information; Chapter 4 
Measurment and reporting in Practce; Appendices; About the WBCSD 

More information  www.wbcsd.org  
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22. NIVRA, Checklist Milieuverslaggeving  
Issuing organization Koninklijk Nederlands Instituut voor Register Accountants (NIVRA) 
General information Royal NIVRA (Dutch Institute for Registeraccountants)  
What are the Guidelines 
about? 

The guidelines comprise a host of issues on which companies can report, 
although not all issues are likely to be equally relevant to all companies. 
Companioes are invited to cover issues concerning environmental policies, 
environmental management systems, environmental performance and 
future developments. The Checklist provides issues to be covered in 
environmental reports as well as the quality of the information concerned. 

Purpose  Providing a checklist for environmental reporting 
Relevant to whom? Companies 
Who are involved in the 
construction? 

Royal NIVRA and VMA (Environmental Accounting Association) 

Contents of the 
Guidelines? 

A. Company, activities and environmental aspects; B. Environmental 
policy; C. Environmental care; D. environmental Performance; E. The 
environment in relation to other company aspects; F. Stakeholder 
relations; G. Future developments; H. Verification; I. Lay-out 

More information  www.nivra.nl  
 
 
23. Social Accountability International, SA8000  
Issuing organization Social Accountability International (SAI), formely known as the Council on 

Economic Priorities (CEP)  
General information Established in 1997, SAI is a non-governmental, international, multi-

stakeholder non-profit organization dedicated to improving workplaces and 
communities around the world by developing and implementing socially 
responsible standards. Accreditation of the guidelines is in the hands of  

What are the Guidelines 
about? 

The SA8000 published in 1997 and revised in 2001, is a voluntary 
standard for workplaces, based on ILO and UN Human Rights 
conventions.  

Purpose  Assuring humane workplaces 
Relevant to whom? Busines organizations and governments. 
Who are involved in the 
construction? 

Trade unions, human rights organizations, academia, retailers, 
manufactuirers, contractors as well as consulting, accounting and 
certification firms. 

Contents of the 
Guidelines? 

I. Purpose and Scope; II. Normative Elements and their Interpretation; III. 
Definitions; IV. Social Accountability Requirements 

More information  www.sa-intl.org  
 
 
24. The Stakeholder Alliance, The Sunshine Standards  
Issuing organization The Stakeholder Alliance (SA) 
General information The SA is a grassroots effort that seeks to change the corporate system to 

make it responsible to all stakeholders, instead of only to stockholders, 
and thus return corporations to their original purpose. Its first objective is to 
make corporations fully and publicly accountable, through comprehensive 
public disclosure for their actions.  
The SA is a project of the Center for Advancement of Public Policy, which 
fosters equitable, democratic, and humane management in government, 
corporations, and other organizations; seeks the elimination of prejudice, 
sexism, and discrimination in the workplace and in society.  

What are the Guidelines 
about? 

The Sunshine Standards for Corporate Reporting to Stakeholders 
represent the minimum level of disclosure that stakeholders have indicated 
they need to protect themselves from corporate harm and to participate 
rationally in free market exchanges with corporations. 

Purpose  The Standards are designed to complement and extend “generally 
accepted accounting principles” issued by the Financial Accounting 
Standards Board and its predecessors. 
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Relevant to whom? Companies 
Who are involved in the 
construction? 

Stakeholder  input(workers, communities, financial investors etcetera) and 
prior work of  allied organizations (such as Ceres, Caux Round Table; 
American Institute of Certified Public Accountants; U.S. Security and 
Exchange Commission; The Sullivan Principles etc) 

Contents of the 
Guidelines? 

I. Frequency; II. Customers; III. Employees; IV. Local, State, National, and 
Global Communities; Customer Information Needs; Employee Information 
Needs; Community Information Needs; Social and Public Policy. 
Appendix: Development and Formulation of the Sunshine Standards. 

More information  www.capponline.org; www.stakeholderalliance.org  
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 Appendix 5.3 Performance domain measures 
 

Principles 
(Corporate) Code of 
conduct 
Business principles 
Code of practice 
Company standard 
Conventions 
Ethics statement 
External guides 
Gedragscode 
Goal 
Guidelines 
Industry codes of 
practice 
Mission 
Mission statement 
Principles 
Regulatory codes of 
practice 
Setting of objectives 
Setting of targets 
Specific goals 
Standards (Internal) 
Targets 
Value statement 
Values 

 

Processes 
Assessment(s) 
Audit 
Business plan 
Checklist 
Committee(s) 
Communication 
policies 
Diagnostic tools 
Disclosure 
Impact evaluations 
Independent 
monitoring 
Internal monitoring 
Key executive 
Management systems 
Monitoring 
mechanisms 
Performance 
evaluation 
Policies 
Practices 
Procedures 
Reporting to 
employees 
Responsible board 
member 
Risicomanagement 
Standard of 
measurement  
Systems for evaluating 
Systems for monitoring 
Tax accounting 
practices 

 

Outcomes 
% of employees 
involved 
% of sites 
(total) hours of 
(total) number of 
Account of audit 
findings 
Afgewerkte 
rechtszaken boekjaar 
Amounts contributed to 
… 
Audit findings 
Average total… 
Awards 
Concentration of … 
Consumption per 
employee, compared 
with previous years 
Data classified by …  
Evidence of…. 
Examples 
demonstrating… 
Expenditures 
Extent to which…is 
taken account of 
Fines 
Metric tons of .. 
equivalents 
Number of audits 
Number of employees 
attending ...training 
Number of legal non-
compliances  
Number of 
prosecutions for.. 
Penalties 
Quantity of…per 
customer 
Ratio to pre-tax profits 
Tonnes of … used 
Upheld cases of 
Workforce breakdown 

 

Stakeholder 
Perceptions 
Employee satisfaction 
Employee survey 
Job applicant feedback 
National surveys 
Perception measure 
Perception of the 
company’s performance 
by employees 
Perception of the 
company’s performance 
other stakeholders 
Perception of the 
company’s performance 
the local community 

 

 



 
 

240 
 

Appendix 6.1: Characteristics of the SAM Group and KLD Research & Analytics Inc. 
In the below sections some characteristics of the Sustainable Asset Management Group and KLD will 
be presented.  
These characteristics are derived from public sources, especially the Internet, and are presented in the 
format used by Brink (2002) to describe sustainability rating and research agencies. Unfortunately and 
unlike most of the world's leading companies, the SAM Group and KLD do not publicly provide 
financial information, such as (condensed) quarterly or annual income accounts and balance sheets. 
Needless to say that this also has implications for the presented information. 
Furthermore, the below characteristics do not represent a full scale and in depth account of all 
activities of both organizations. These characteristics are merely intended to give an impression of the 
main activities of both organizations. 
 
The presented characteristics cover the following items:  

• The organization, 
• Strategic partners,  
• Products  
• Indexes launched and still supported   

 
The Sustainable Asset Management Group 77 
a. Information about the organization 
The SAM Group, founded in 1995, is a Zürich (Switzerland) based independent asset management 
company specialised in sustainability investments. The SAM Group has offices in the USA, Italy, 
Germany and Sweden and has a staff of approximately 60. Its expertise is based on its own 
independent research and a worldwide sustainability network. Among its clients are pension funds, 
foundations, insurance companies, banks as well as private clients. Assets under management 
amounts to approximately CHF10bn78 (CHF 3.5bn of assets under management and CHF 6.5bn via 
index licences). 
In December 2006 the SAM Group joined forces with Robeco. A major Dutch based asset 
management and investment group. Robeco has a 64% stake in the SAM Group. The other 36% are 
held by the SAM Group’s management and employees. 
 
As can be seen in the below scheme the SAM Group consists of five units, amongst which is SAM 
Research. As was mentioned earlier, the research and rating department, SAM Research, will be 
referred to as ‘SAM’.  To avoid confusion in this section SAM Research and the SAM Group will be 
addressed by using their original names. 
SAM Research seeks to identify large, mid- and small cap companies that lead their peers in terms of 
sustainability and financial performance. That is, SAM Research has developed a proprietary 
methodology for assessing corporate sustainability performance. This assessment methodology will 
be elucidated in the next paragraph. Furthermore, SAM Research also provides the investment 
universe for all the products and mandates of the SAM Group, including the Dow Jones Sustainability 
Indexes. 
SAM Research seeks: 
• To define and measure corporate sustainability performance and its impact on corporate financial 

performance. 
• To provide a wide spectrum of sustainability research services. 
• To engage with companies and facilitate corporate change towards a more sustainable business 

approach. 
• To promote excellence and best-practices in the investment world by actively engaging with 

stakeholders in public forums, industry-wide initiatives and global standardizing efforts. 
Furthermore, in 2004 SAM Research was rated as world leader in sustainability research.  
 
 
 
 
 

                                                      
77 Information about the organization, as well as about strategic partners and products originates from  
the SAM Group web site www.sam-group.com unless stated otherwise, and was last checked on 21 
August 2007. 
78 Press release of 13 December 2006 announcing the alliance with Robeco. 
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Corporate structure of the SAM Group. 
 

 

Source: www.sam-group.com 
 
b. Strategic partners 
• In cooperation with Dow Jones & Company, SAM launched the Dow Jones Sustainability Index on 

8 September 1999. 
• In September 2001 in cooperation with STOXX, SAM launched the Dow Jones STOXX 

Sustainability Index. 
• SAM manages the sustainability portfolio of the Bâloise Investment Foundation, a leading 

investment vehicle geared towards the needs of Swiss pension funds. 
• The cooperation with HSBC Trinkaus & Burkhardt, includes the sale and management of  equity 

and bond related sustainable investment products with a focus on the German and Austrian 
market. 

• The SAM Group has entered a strategic cooperation with Monte Paschi Asset Management to 
exclusively service the Italian institutional investor market, and  

• In 2003 it entered a cooperation with Swiss Life Asset Management to offer Sustainability 
Balanced, an instrument for smaller and medium-sized institutional investors. 

 
c. Products 

The SAM Group offers institutional and private clients a wide range of customized mandates and 
standardized products. 

SAM Sustainable Leaders Fund79 is a global index tracking fund investing in stocks of companies that 
are mainly included in the Dow Jones Sustainability World Index and which are leaders in their 
respective industries with regard to sustainability. Total assets: EUR 59.22m. 

SAM Smart Materials Fund80 invests worldwide in companies which provide technology, products or 
services relating to the extraction and efficient handling of raw materials, recycling of used 
resources and innovative alternative materials. Assets: EUR 19.15m 

SAM Sustainable Water Fund81invests worldwide in companies providing technology, products and 
services relating to the water value chain, such as water distribution, management, treatment and 
analysis as well as irrigation. Total assets: EUR 1,633.08m 

SAM Smart Energy Fund82 invests worldwide in companies providing technology, products and 
services in the area of future-oriented energy, such as renewable energies, decentralized energy 
supply and demand-side energy efficiency. Total assets: EUR 205.00m. 

SAM Sustainable European Fund 83 is an equity fund that invests in European companies that are 
lading in sustainability. Sustainability means endeavouring to attain commercial success while 
taking account of ecological and social goals. Total assets: EUR 150.58m. 

SAM Sustainable Global Fund 84 in vests in stocks and other investment securities of companies 
included in the Dow Jones Sustainability World Index or in the DJSI STOXX and which are 
sustainability leaders in their respective industries. Total assets: EUR 21.41m 

                                                      
79 Based on the SAM Sustainable Leaders Fund report from 07/31/2007. 
80 Based on the SAM Smart Materials Fund report from 07/31/2007. 
81 Based on the SAM Sustainable Water Fund report from 07/31/2007. 
82 Based on the SAM Smart Energy Fund report from 07/31/2007. 
83 Based on the SAM Sustainable European Fund report from 07/31/2007. 
84 Based on the SAM Sustainable Global Fund report from 07/31/2007 
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Sustainable Performance Group, founded in 1997, is an investment company for sustainability 
investments, providing investment opportunities for institutional as well as private investors to 
invest in sustainability leaders. 

Bâloise Investment Foundation. SAM manages a sustainability portfolio for Bâloise Investment 
Foundation, an investment vehicle geared towards the needs of Swiss pension funds. Assets: 
CHF 23,717,43785. 

SAM Healthy Living Fund. This fund invests in sustainable companies active in the area of nutrition, 
physical activity and well-being. Assets: €1.42m86 

SAM Sustainable Climate Fund. This fund invests in companies that reduce, respond and adapt to the 
consequences of climate change. Assets: €48.84m87. 

SAM Sustainable Enhanced Europe Fund. European share fund based on the enhanced indexing 
concept and investing in companies which play a leading role in their sector in terms of 
sustainability. Assets: €3.16m88. 

• Sustainability Balanced is an instrument for smaller and medium-sized institutional investors and 
offers a customised investment structure based on a combination of equities and bonds attuned to 
a client’s risk aversion. 

• The Sustainability services division provides a range of services addressed to corporations, 
experts and practitioners to support organizations in building their competencies and capabilities 
(e.g. company assessments and benchmarks) 

 
Specific output and products of SAM Research are: 
• SIMS (Sustainability Information Management System). This database stores the sustainability 

related data of more than 1000 companies. 
• Company Assessment. SAM Research reviews the sustainability scores of companies on a yearly 

basis. 
• Company Biographies. These are descriptions of companies’ main line of business and their 

sustainability performance overall compared to their peers. 
• Company Benchmarking Services. This service provides companies with detailed information 

about their corporate sustainability performance versus their respective industry. 
• Investment Universe. SAM Research defines investment universes used for standardized and 

customized SAM Group products and mandates as well as universes externally available, such as 
the Dow Jones Sustainability Indexes family. 

• SAM Newsletter. SAM Research provides newsletter on a regularly basis that are downloadable 
from their website. 

• Sustainability Yearbook is an annual publication comprising sustainability trends and corporate 
sustainability performances from 58 industry sectors. 

• Studies. In cooperation with the renowned institutes such as the World Resources Institute studies 
concerning the effects of (reduction of) carbon emissions on the automotive industry have been 
conducted. As well as studies concerning investment opportunities in the water sector and the 
relationship between climate change and the energy sector. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                      
85 Based on Anlagegruppe Sustainability-Aktien weltweit from 30/9/2004. 
86 Based on the SAM Healthy Living Fund report from 07/31/2007. 
87 Based on the SAM Sustainable Climate Fund report from 07/31/2007. 
88 Based on the SAM Sustainable Enhanced Europe Fund report 07/31/2007. 
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d. Indexes89 
• Dow Jones Sustainability World Indexes. Launched in September in 1998 in cooperation with Dow 

Jones & Company, the Sustainability World Indexes track the top 10 % of the companies of the 
Dow Jones Global Indexes (DJGI) of leading companies in the terms of sustainability and provides 
a benchmark for financial products. The Dow Jones Sustainability World Index family consists of 
the following ‘members’. 
 
Composite Index  
The Dow Jones Sustainability World Index. This index tracks the performance of the top 10% of 
the companies in the DJGI that lead the field in terms of corporate sustainability.    
 
Specialised Indexes 

• Dow Jones Sustainability World Index excluding Alcohol 
• Dow Jones Sustainability World Index excluding Gambling 
• Dow Jones Sustainability World Index excluding Tobacco 
• Dow Jones Sustainability World Index excluding Armaments & Firearms 
• Dow Jones Sustainability World Index excluding Alcohol, Gambling, Tobacco, Armaments 

& Firearms 
The specialised indexes are subsets of the Composite Index, which meet the following additional 
requirements: 
If more than 0% of a company’s sales are derived from alcohol, gambling and/or tobacco, then this 
company is excluded from the respective specialised indexes. If more than 5% of a company’s 
sales are derived from armaments and/or firearms then this company is excluded from the 
respective specialised indexes. 
 
Customised Indexes 
The DJSI methodology facilitates the design, development and delivery of customised 
sustainability indexes 

 
• Dow Jones STOXX Sustainability Indexes. 

This index was launched in 2001 in cooperation with STOXX Limited and tracks the performance 
of the top 20% of the companies in the Dow Jones STOXX 600 Index that are leading in terms of 
corporate sustainability performance. Corporate performance is assessed on economic, 
environmental and social issues that are based on general and industry specific criteria according 
to SAM’s Corporate Sustainability Assessment methodology (more information on this 
methodology will be presented in paragraph 7.3) The Dow Jones STOXX Sustainability Indexes 
family comprises the following subsets: 
 

Regional Indexes 
1. Dow Jones STOXX Sustainability Indexes. 
2. Dow Jones EURO STOXX Sustainability Indexes. 

 

                                                      
89 Information on the indexes launched and supported by SAM originates from the Dow Jones 
Sustainability Indexes web site: www.sustainability-indexes.com; Dow Jones Sustainability World 
Indexes Guide, version 6.0, September 2004; Dow Jones Sustainability World Indexes Guide, Version 
7.0, September 2005;  
Information on the DJSI-STOXX originates mainly from the Dow Jones STOXX Sustainability Index 
Guide Version 4.0 September 2004 and the Dow Jones STOXX Sustainability Index Version 5.1, 
January 2006. 
Information on the Dow Jones North America and United states Indexes has been derived from the 
Dow Jones Sustainability North America and United States Index, Version 5.1, September 2005. 
The information in this section provides highlights from the above mentioned reports and guidelines 
only. 
More (detailed) information is disclosed in the Dow Jones World Indexes Guides, and the Dow Jones 
STOXX Sustainability Indexes Guides, as well as via the Sustainability-Indexes web site 
(www.sustainability-indexes.com)    
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The DJSI STOXX tracks the financial performance of the top 20% in terms of sustainability of the 
companies in the Dow Jones STOXX 600 Index. The DJSI EURO STOXX is the Euro zone subset 
of the DJSI STOXX.  
 

4. Dow Jones STOXX Sustainability 40 Index 
5. Dow Jones EURO STOXX Sustainability 40 Index 

 
Launched in January 2006, these indexes cover the 40 largest European and Eurozone 
sustainability leaders. 

 
Specialised Indexes 
The Dow Jones STOXX Sustainability Index and the Dow Jones EURO STOXX Sustainability 
Index comprises a composite index and narrower index: 

• Dow Jones STOXX Sustainability World Index excluding Alcohol, Gambling, Tobacco, 
Armaments & Firearms 

• Dow Jones EURO STOXX Sustainability World Index excluding Alcohol, Gambling, 
Tobacco, Armaments & Firearms 

If more than 0% of a company’s sales are derived from alcohol, gambling and/or tobacco, then this 
company is excluded from the respective specialised indexes. If more than 5% of a company’s 
sales are derived from armaments and/or firearms then this company is excluded from the 
respective specialised indexes. 
 
Customised Indexes 
• The DJSI methodology facilitates the design, development and delivery of customised 

sustainability indexes 
 

• Dow Jones Sustainability North America and United States Indexes 
Launched in January 2006, The Dow Jones Sustainability North America Index and the Dow 
Jones Sustainability United States Index track the performance of the top 20% in terms of 
sustainability of the 600 largest companies from Canada, Mexico and the United States in the 
DJGI. The Dow Jones Sustainability United States Index is a subset of the Dow Jones 
Sustainability North America Index. Companies are assessed on their performance on economic, 
environmental and social issues based on general and industry specific criteria according to 
SAM’s Corporate Sustainability Assessment methodology  
 
The following subsets of indexes exist: 
 
Regional Indexes 

• Dow Jones Sustainability North America Index (DJSI North America) 
• Dow Jones Sustainability United States Index (DJSI United States) 

 
Specialised Indexes 

• DJSI North America ex. Alcohol, Gambling, Tobacco, Armaments and Firearms. 
• DJSI United States ex. Alcohol, Gambling, Tobacco, Armaments and Firearms. 

 
Customised Indexes 

• The DJSI methodology facilitates the design, development and delivery of customised 
sustainability indexes 

 
• Dow Jones Islamic Market Sustainability Indexes. This index, launched January 2006, represents 

companies that are compatible with Islamic investment guidelines. To be included in the index, 
companies must be components of both the Dow Jones Islamic Market Index and the Dow Jones 
Sustainability World Index.  

 
• Australian SAM Sustainability Index. Launched in February 2005, this index tracks the 

performance of Australian companies that lead their industries in terms of sustainability.  
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Kinder, Lydenberg and Domini Research & Analytics, Inc90 
KLD Research & Analytics, Inc., founded in 1988 by Peter Kinder, Steven Lydenberg  and Ami Domini 
domiciles in Boston ( USA) and is an independent investment research firm providing management 
tools to professionals integrating environmental, social and governance factors in their investment 
decisions and has a staff of approximately 50.  
KLD’s mission statement is: “To provide global research and index products to facilitate the integration 
of environmental, social and governance factors into the investment process.  Our products and 
services define corporate responsibility standards that enable investors, managers and fiduciaries to 
influence corporate behavior through their investment decisions and share ownership.  Our vision is to 
achieve, through this influence, greater corporate accountability and, ultimately, a more just and 
sustainable world”. 
 
b. Strategic partners  
KLD has alliances with the following organizations: 
1. Russell Indexes. Russell Indexes span 24 indexes covering more that 99% of US market 

capitalization. 
2. BNY Jaywalk. BNY Jaywalk is the independent equity research consultancy of the Bank of New 

York. BNY Jaywalk is a non-broker dealer entity that provides buy side institutions with a 
consulting service featuring independent research inputs for their investment decision making 
process. 

3. SiRi Company. The SiRi Network was formed in 2000 as a not-for-profit entity named SiRi Group. 
It comprises eleven specialist Socially Responsible Investment (SRI) research organizations 
based in Europe, North America and Australia. KLD is one of the eleven companies to participate 
in the SiRI Network.  
SiRi research partners provide SRI research on corporations based in their own home markets, 
but with consistent content, in a standardised format and with harmonised quality standards set by 
the Company.  

• Alonovo. www.Alonovo.com is a website to incorporate social, environmental, and governance 
data about companies directly into the shopping experience.  

8. SRI World Group Inc. SRI World Group, Inc. is a news, research, and consulting firm that advises 
clients regarding sustainability investment issues and corporate responsibility practices 

9. One Report provides comprehensive socially responsible investing information to institutions and 
individuals. 

10. Bloomberg is a leading global provider of data, news and analytics to corporations, news 
organizations, financial and legal professionals and individuals around the world. 

 
c. Products 

11. SOCRATES is a comprehensive research database, measuring the social and environmental 
performance of corporations. The web-based database contains more than 4,000 companies in 
50+ global markets. KLD uses a proprietary rating process covering community relations, 
corporate governance, diversity, employee relations, environment, human rights and product, as 
well as a list of controversial business issues, such as: adult entertainment, alcohol, firearms, 
gambling, military weapons, tobacco and nuclear power. 
Furthermore, SOCRATES  

11.4 allows users to manage and screen portfolios of global companies worldwide on a variety of 
social and environmental issues, all in one place  

11.5 has a multi-faceted query capability. Users can generate lists based on social ratings or 
statistical data, using single or multiple criteria 

11.6 contains information about current and historical shareholder actions, including the exact text 
of proxy resolutions, compiled by the Interfaith Center on Corporate Responsibility (ICCR).  

12. KLD Compliance provides integration of investment restrictions to separately managed account 
programs. The restrictions pertain to the following fields: abortion, adult entertainment, alcohol, 
animal welfare, catholic values, contraceptives, discrimination, environment, firearms, gambling, 
human rights, Islamic values, labour, marketing, military weapons, product safety, nuclear power, 
stem cell/fetal tissue, Sudan, tobacco. 

13. KLD PASS, the Portfolio Advisor’s Screening Service, allows users to quickly evaluate and screen 
portfolios for governance, social and environmental issues.  KLD PASS includes social, 

                                                      
90 Information about the organization, as well as about strategic partners and products originates from 
KLD’s web site www.kld.com unless stated otherwise, and was last checked on 3 September 2007. 
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environmental, and governance ratings on corporations.  Also included is a company’s 
involvement in a range of business activities that are controversial to certain social investors. KLD 
PASS includes access to a set of Company Profiles to download.  Company Profiles provide an 
in-depth analysis on a range of issues that reflect a company's overall social and environmental 
record 

14. KLD STATS is a statistical summary of KLD’s in-depth research available in SOCRATES and KLD 
PASS. It has been published once per year since 1991 to give users the ability to analyse trends 
in the social and environmental performance of corporations over time. KLD STATS gives fifteen 
years of coverage on the S&P 500 and four years of historical coverage on the Russell 3000. 

15. KLD Sudan Compliance Service is designed to meet the needs of institutional investors and 
money managers implementing engagement and/or divestment mandates associated with publicly 
traded companies in Sudan. The Standard Divestment product identifies all companies conducting 
business in Sudan and to meet the guidelines of the State of Illinois divestment legislation.  The 
Targeted Divestment product identifies companies with major involvement in Sudan and to meet 
the legislative requirements delineated by the Sudan Divestment Task Force.  

16. Consulting products. KLD Consulting offers clients the opportunity to customize products and 
services to meet their individual investment needs. This includes: customized portfolio audits, 
universe reviews, buy lists and restricted lists, specialized issue research, social investment 
policies and screening guidelines; customized company reports; social investment products for 
financial institutions.  
 

d. Indexes91 
1. The Domini 400 Social Index (DSI), launched in May 1990, monitors performance of 400 U.S.-

companies. Approximately 250 of these companies are included in the S&P 500. Although the 
Index is modelled on the S&P 500, it also comprises 100 large non-S&P 500 companies that 
match criteria on market capitalization and industry representation. Furthermore, approximately 50 
companies with exceptional social characteristics are added to the index constituency. 
Since the Domini Social 400 Index plays a crucial role in the next chapter, more (detailed) 
information on this index will be provided there. 

2. The KLD Global Climate 100 Index includes 100 global companies that provide near-time 
solutions to global warming while offsetting the longer term impacts of climate change through 
renewable energy, alternative fuels, clean technology and efficiency.  

3. The KLD Broad Market Social Index includes only companies that are part of the Russell 3000 
index, which covers the 3000 largest publicly traded US companies. Just like the Domini Social 
400 Index, a two-step screening procedure is involved. To be eligible to the KLD Broad Market 
Social Index, companies first have to pass an exclusionary screen in order to exclude the 
involvement in alcohol, tobacco, firearms, gambling, nuclear power and military weapons. Next, all 
companies that passed the exclusionary screen are submitted to a qualitative screen comprising 
the following issues: community, corporate governance, diversity, employee relations, 
environment, human rights and product safety & usefulness. 

4. The KLD Large Cap Social Index represents the large-cap segment of the U.S. equity market and 
its constituency encompasses the 1000 largest U.S. companies covered by the Russell 1000 
index. Just like the Domini Social 400 Index and the KLD Broad Marker Social Index, a two-step 
screening procedure is involved.  

5. The Dividend Achievers Social Index covers companies that passed KLD’s social screens and 
show 10 or more years of consecutive years of dividend growth. 

6. The KLD Select Social Index comprises companies with showing excellent social and 
environmental performance, while exhibiting risk and return characteristics similar to those of the 
Russell 1000 Index. Tobacco companies are not eligible 

7. The KLD Catholic Values 400. This index is designed represent the large cap U.S equity market 
available to Roman Catholic investors who seek equity ownership that is alignment with the 
morals and teachings of the Roman Catholic Church. 

8. KLD Large Cap Sudan Free. This index is designed to represent the large cap of the U.S. equity 
market available to social investors with divestment mandates associated with publicly traded 
companies conducting business in Sudan. 

                                                      
91  Index information is taken from KLD’s web site (www.kld.com) , the brochure “Domini 
Standards, Why We Buy” and the Deutsche Bank’s “Portfolio, Index&Futures Research”, October 
2002. The brochure is available at www.domini.com/common/pdf/Standards_Brochure.pdf, and the 
Deutsche Bank study is downloadable from www.sustainability-indexes.com/htmle/publications/studies  
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Appendix 6.2: Corporate Sustainability Assessment c riteria 

Dimension Criteria Weights   Subcriteria 

    2003 2004 2005   

Economic 
Codes of 
conduct/ 3 4.2 4.8 Code of conduct: focus (2003; 2004; 2005) 

  

Compliance/ 
Corruption& 
Bribery        

Code of conduct: Systems/Procedures (2003; 
2004; 2005) 

          
Corruption and Bribery Policy: Scope and 
Business Relationships (2003; 2004; 2005) 

          
Corruptions and Bribery Policy: Reporting 
(2003; 2004; 2005) 

  
Corporate 
Governance 5.4 4.2 4.8 % of Executives on Board (2003; 2004; 2005) 

          Employee /rade union representatives (2004) 

          Audit Conflict of Interest (2003; 2004; 2005) 

          Board Size (2003; 2004; 2005) 

          
Corporate Governance Policy (2003; 2004; 
2005) 

          
Diversity: Gender and Nationalities (2003; 
2004; 2005) 

          
Non-Executive Chairman/Lead Director 
(2003; 2004; 2005) 

          
Responsibilities and Committees (2003; 
2004; 2005) 

          

Transparency of Senior Management 
Remuneration (2003; 2004; 2005) 
 

  

Customer 
Relationship 
management 3 3 4.2 

Customer Feedback Process (2003; 2004; 
2005) 

       Monitoring Customer Satisfaction (2003) 

          
Measurement (2004; 2005) 
 

  
Finanial 
Robustness 3.6     Financial Ratios (2003) 

  
Investor 
Relations 2.4 3.6 4.2 

Integration of Sustainability in Investors 
Relations (2003; 2004) 

          Face to Face meeting with Investors (2003) 

          
Investor Perception Studies: Frequency and 
Feed back Processes (2003; 2004; 2005) 

          
Transparency employees stock option 
programs (2004; 2005) 

          Feed-back Processes (2003; 2004; 2005) 

  
Risk&Crisis 
Management 3.6 4.2 4.8 Crisis Management Plan (2003; 2004; 2005) 

          

Responsibility for Issue Management (2003; 
2004; 2005) 
 

          

Responsibility for Risk Management (2003; 
2004; 2005) 
 

  

Scorecards/ 
Measurement 
Systems 4.2 4.2   

Perspectives (2003; 2004) 

          Systems (2003; 2004) 
Adapted from: Dow Jones Sustainability World Indexes Guide, Version 5.0, September 2003; Version 
6.0 September 2004; Version 7.0, September 2005. Available at: www.sustainability-indexes.com  
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Appendix 6.3: Economic, Environmental and Social Op portunities and Risks 

Economic Sustainability Opportunities 

• Strategic planning, e.g. key performance measures, balanced scorecard perspectives, time 
frame for long term planning, and value-based management approaches.  

• Organizational development, e.g. structural, political, cultural and process-related aspects, 
core values, and employee performance appraisals.  

• Intellectual capital management, e.g. officer responsible for knowledge management, 
systematic approach, content, measurement and reporting.  

• IT management and IT integration, e.g. officer responsible for information technology, 
harmonizing master data, internet portal (e-business) for supply chain management, and 
customer relationship management.  

• Quality management, e.g. tracking and analysis of customer satisfaction, quality assurance 
procedures, and minimum standards for major suppliers / sub-contractors.  

• R&D, e.g. budget for eco-design, eco-efficient products, safety testing, energy efficient 
production processes, use of recyclable material in products or dematerialisation.  

5  Environmental Sustainability Opportunities  

• Environmental charters, e.g. environmental charters signed, commitment to the principles of 
sustainable councils / coalitions.  

• Environmental, health and safety reporting, e.g. frequency, content analysis and integration 
into financial reporting.  

• Environmental profit and loss accounting, e.g. scope, integration in profit and loss accounting 
and product pricing.  

• Eco-Design, e.g. designing products with recyclable material, reusable parts, lighter materials, 
etc.  

• Eco-Efficient products, e.g. designing products to use renewable energy, energy efficient, 
recyclable material, lighter, etc.  

6  Social Sustainability Opportunities  

• Stakeholder involvement, e.g. involvement of stakeholders in developing company business 
strategies and tracking stakeholder satisfaction.  

• Social reporting, e.g. frequency, content analysis and integration into financial reporting.  
• Employee benefits, e.g. maternity leave, child care facilities and flexibility of working time.  
• Employee satisfaction, e.g. working environment, job function, content and satisfaction, salary, 

further education and turnover rate.  
• Remuneration, e.g. employee incentives, stock ownership, profit sharing and sustainability-

related benefits such as bonuses.  
• Community programs, e.g. being active in local communities, developing education programs, 

supporting community groups, helping with clean-up projects, etc.  

 Economic Sustainability Risks  

• Corporate governance, e.g. adoption and disclosure of standards, contents of standards, 
duties and membership profile of the board of directors, and specialist committees.  

• Risk and crisis management, e.g. procedures to prevent, monitor and manage operational, 
reputation and financial risks, contingency plans for large accidents, quality of crisis 
management.  

• Corporate codes of conduct, e.g. against bribery, corruption and illegal practices, internal 
controls and audits.  
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Environmental Sustainability Risks  

• Environmental policy, e.g. implementation, company coverage and scope, worldwide minimum 
environmental standards covering water and air emissions, waste and use of resources.  

• Officer responsible for environmental issues, e.g. highest management level, corporate 
environmental unit, resources allocated to coordination functions at corporate level.  

• Environmental management system, e.g. implementation, scope, standard, review and 
continuous improvement procedures.  

• Environmental performance, e.g. coverage and scope of monitoring and evaluating 
environmental performance (energy consumption, CO2 emissions, greenhouse gas 
emissions, water consumption, solid waste generation, ozone-depleting substance emissions, 
business travel of employees, transportation of goods.).  

• Hazardous substances; e.g. to reduce or ban the use of hazardous substances.  
• Environmental liabilities, e.g. the legal risk or threat of environmental liabilities from previous 

and current actions.  

Social Sustainability Risk  

• Social policy; e.g. implementation, employee coverage and scope, breadth of issues covered 
(e.g. child labor, discrimination, occupational health and safety etc.).  

• Officer responsible for social issues, e.g. highest management level, corporate social unit, 
resources allocated to coordination functions at corporate level.  

• Child labor, e.g. no child employment, commitment to developing and implementing 
alternatives to child labor (education).  

• Conflict resolution; e.g. system and procedures to deal with workforce conflicts, appeal 
procedure for disciplinary measures.  

• Equal rights and non-discrimination, e.g. company policies against discrimination by race, 
ethnicity, gender, culture or religion, and the use of specific health tests (HIV or pregnancy 
tests, genetic screening).  

• Occupational health and safety standards, e.g. tracking of injury and illness rates, provision of 
special training and/or incentives for employees, publicly available OHS performance data, 
and company OHS system audited by third parties.  

• Layoffs/freedom of association, e.g. code of conduct, guidelines and special programs in the 
case of layoffs, and the right of all employees to form trade unions and bargain collectively.  

• Standards for suppliers; e.g. child labor, forced labor, non-discrimination, health and safety, 
working conditions and flexibility of working time.  

• Personnel training in developing countries; e.g. to provide or support training programs in all 
countries where the company operates or manufactures its products.  

Source: www.sam-group.com (earlier version) 
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 Appendix 6.4: Sustainability Items covered by the S AM and KLD instruments 
 



 

251 
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Appendix 6.5: Representation coefficients and weigh t distribution 
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Appendix 6.6: Overlap of Governance, Social, Enviro nment and Economic Sustainability  
Items 
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Appendix 6.7: Correlations of Government, Social, E nvironment and Economic Sustainability  
Items 
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Appendix 7.1 A: American companies announced to be added to the Dow Jones Sustainability 
Index World (Sept. 2001-Sept. 2005)
 

Nr. ADDITIONS 9/4/2001 

1 Advent Software Inc. 

2 Agilent Technologies Inc. 

3 Alcoa Inc. 

4 Applied Materials Inc. 

5 Capstone Turbine Corp. 

6 Caterpillar Inc. 

7 Centex Corp. 

8 Citigroup Inc. 

9 Commerce One Inc. 

10 Continental Airlines Inc. Cl B 

11 Dollar Tree Stores Inc. 

12 Duke Energy Corp. 

13 Eastman Kodak Co. 

14 Electronic Data Systems Corp. 

15 Guidant Corp. 

16 Herman Miller Inc. 

17 Homestake Mining Co. 

18 Honeywell International Inc. 

19 Knight Ridder Inc. 

20 Mead Corp. 

21 Mentor Graphics Corp. 

22 Newport Corp. 

23 NiSource Inc. 

24 Office Depot Inc. 

25 Parametric Technology Corp. 

26 PeopleSoft Inc. 

27 Pitney Bowes Inc. 

28 Plantronics Inc. 

29 Pulte Homes Inc. 

30 Royal Caribbean Cruises Ltd. 

31 Schlumberger Ltd. N.V. 

32 Starbucks Corp. 

33 Texas Instruments Inc. 

34 Transocean Sedco Forex Inc. 

35 Tyco International Ltd. 

36 Visteon Corp. 
Nr. ADDITIONS 9/4/2002 

37 Advanced Micro Devices Inc. 

38 Amgen Inc. 

39 AOL Time Warner Inc. 

40 Bank of America Corp. 

41 Boeing Co. 

42 ENSCO International Inc. 

43 Entergy Corp. 

44 Fairchild Semiconductor International Inc. 

45 Ford Motor Co. 

46 IDEC Pharmaceuticals Corp. 

47 Kimberly-Clark Corp. 

48 Lafarge North America Inc. 

49 Novell Inc. 

50 Orthodontic Centers of America Inc. 

51 Tetra Tech Inc. 

52 Unisys Corp. 

53 United Parcel Service Inc. Cl B 
Nr. ADDITIONS 9/4/2003 

54 Adobe Systems Inc. 

55 Aetna Inc. 

56 Air Products & Chemicals Inc. 

57 Beckman Coulter Inc. 

58 Cinergy Corp. 

59 Delphi Corp. 

60 Fannie Mae 

61 FleetBoston Financial Corp. 

62 Gannet Co. Inc. 

63 Gap Inc. 

64 H.J. Heinz Co. 

65 Hewlett-Packard Co. 

66 Merrill Lynch & Co Inc. 

67 Omnicom Group Inc. 

68 Praxair Inc. 

Nr. ADDITIONS 9/2/2004 

69 General Electric Co. 

70 Genzyme Corp. 

71 Herman Miller Inc. 

72 MeadWestVaco Corp. 

73 Motorola Inc. 

74 Noble Corp. 

75 Quest Diagnostics Inc. 

76 Staples Inc. 
Nr. ADDITIONS 9/7/2005 

77 International Business Machines Corp. 

78 Abbott Laboratories  

79 Goldman Sachs Group Inc. 

80 McDonald's Corp. 

81 Kimberly-Clark Corp. 

82 Colgate-Palmolive Co. 

83 Waste Management Inc. 

84 Johnson Controles Inc. 

85 Bear Stearns Cos. 

86 Whole Foods Market Inc. 

87 H&R Block Inc. 

88 
Chicago Mercantile Exchange Holdings Inc. 
CL 

89 Whirlpool Corp. 

90 Cummins Inc. 

91 New Century Financial Corp. 

92 Investors Financial Services Corp. 
Source: Sustainable Asset Management-
Group/www.sustainability-indexes.com
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Appendix 7.1 B: Companies not included in the final  data set  
 
Nr. Announcement 

date 
Company  Reasons  

8 9-4-2001 Citigroup Inc. Confounding effect(s) during event-window. 

13 9-4-2001 Eastman Kodak Confounding effect(s) during event-window. 

14 9-4-2001 Electronic data Systems Confounding effect(s) during event-window. 

20 9-4-2001 Mead Corp. No data availability 

30 9-4-2001 Royal Caribbean Cruises Ltd Confounding effect(s) during event-window. 

31 9-4-2001 Schlumberger Confounding effect(s) during event-window. 

32 9-4-2001 Starbucks Corp. Confounding effect(s) during event-window. 

36 9-4-2001 Visteon Corp. Confounding effect(s) during event-window. 

41 9-4-2002 Boeing Co. Confounding effect(s) during event-window. 

44 9-4-2002 Fairchild Semiconductor  Confounding effect(s) during event-window. 

45 9-4-2002 Ford  Confounding effect(s) during event-window. 

46 9-4-2002 IDEC Pharmaceuticals Corp.  No data availability 

53 9-4-2002 United Parcel Service Confounding effect(s) during event-window. 

56 9-4-2003 Air Product & Chemicals Inc. Confounding effect(s) during event-window. 

60 9-4-2003 Fannie Mae Confounding effect(s) during event-window. 

61 9-4-2003 FleetBoston Financial Corp. Confounding effect(s) during event-window. 

63 9-4-2003 Gap Confounding effect(s) during event-window. 

64 9-4-2003 H.J. Heinz Co. Confounding effect(s) during event-window. 

65 9-4-2003 Hewlett-Packard Confounding effect(s) during event-window. 

66 9-4-2003 Merrill Lynch & Co. Confounding effect(s) during event-window. 

69 9-2-2004 General Electric Co. Confounding effect(s) during event-window. 

78 9-7-2005 Abbott Laboratories Inc. Confounding effect(s) during event-window. 

85 9-7-2005 Bear Stearns Cos Inc. Confounding effect(s) during event-window. 

87 9-7-2005 H&R Block Inc. Confounding effect(s) during event-window. 
 
 
Appendix 7.1 C: Companies not Included in data set for determining Market and Risk Adjusted 
Returns  and ACARs  for reasons of reasons of insignificant betas .92 
 
Nr. Announcement 

date 
Company  

23 9-4-2001 NiSource Inc. 

43 9-4-2001 Transocean Sedco Forex Inc. 
 
 
 

                                                      
92 Betas do not differ significantly from 0 at the 5 percent level. 
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Appendix 7.2 A: American companies announced to be deleted from the Dow Jones 
Sustainability Index World (Sept. 2001-Sept. 2005) 
 
Nr. DELETIONS 9/4/2001 

1 Bethlehem Steel Corp. 

2 EMC Corp. 

3 ENSCO International Inc. 

4 FPL Group Inc. 

5 Host Marriott Corp. 

6 International Game Technology 

7 JDS Uniphase Corp. 

8 Lafarge Corp. 

9 Nicor Inc. 

10 Public Service Enterprise Group 

11 USG Corp. 

12 Walt Disney Co. 
Nr. DELETIONS 9/4/2002 

13 Advent Software Inc. 

14 Alexander & Baldwin Inc. 

15 Beckman Coulter Inc. 

16 Becton, Dickinson & Co. 

17 Capstone Turbine Corp. 

18 Centex Corp. 

19 Continental Airlines Inc. Cl B 

20 Dollar Tree Stores Inc. 

21 Fannie Mae 

22 FedEx Corp. 

23 Gap Inc. 

24 H.J. Heinz Co. 

25 Halliburton Co. 

26 Hewlett-Packard Co. 

27 Honeywell International Inc. 

28 Knight Ridder Inc. 

29 Lear Corp. 

30 MeadWestvaco Corp. 

31 Newport Corp. 

32 Nicor Inc. 

33 PeopleSoft Inc. 

34 PPG Industries Inc. 

35 Sonoco Products Co. 

36 Transocean Inc. 

37 TXU Corp. 

38 Tyco International Ltd. 

39 Weyerhaeuser Co. 

40 Zimmer Holdings Inc. 
Nr. DELETIONS 9/4/2003 

41 Bank of America Corp. 

42 Boeing Co. 

43 Bristol-Myers Squibb Co. 

44 Duke Energy Corp. 

45 Herman Miller Inc. 

46 IDEC Pharmaceuticals Corp. 

47 Kimberly-Clark Corp. 

48 Novell Inc. 

49 Pitney Bowes Inc. 

50 Plantronics Inc. 

Nr. DELETIONS 9/2/2004 

51 Amgen Inc. 

52 Beckman Coulter Inc. 

53 Gannet Co. Inc 

54 OCA Inc. 

55 Omnicom Group Inc. 

56 Parametric Technology Corp. 

57 Royal Caribbean Cruises Ltd. 

58 Texas Instruments 

Nr. DELETIONS 9/7/2005 

59 Alcoa Inc. 

60 Applied Materials Inc. 

61 Delphi Corp. 

62 Dow Chemical Co. 

63 ENSCO International Inc. 

64 Fannie Mae 

65 Freescale Semiconductor Inc. CL B 

66 GlobalSantaFe Corp. 

67 H.J. Heinz Co. 

68 Home Depot Inc. 

69 Mattel Inc. 

70 Mentor Graphics Corp. 

71 NiSource Inc. 

72 Tetra Tech Inc. 
 
Source: Sustainable Asset Management-
Group/www.sustainability-indexes.com
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Appendix 7.2 B: Companies not included in the final  data set  
 
Nr. Announcement 

date 
Company  Reasons  

8 9-4-2001 LaFarge Corp. Uncertainty about correct company name 
9 9-4-2001 Nicor Inc. Deleted in 2001 and 2002 
12 9-4-2001 Walt Disney  Confounding effect(s) during event-window. 
19 9-4-2002 Continental Airlines Confounding effect(s) during event-window. 
23 9-4-2002 Gap Inc. Confounding effect(s) during event-window. 
26 9-4-2002 Hewlett-Packard Confounding effect(s) during event-window. 
32 9-4-2002 Nicor Inc. Deleted in 2001 and 2002 
41 9-4-2003 Bank of America Corp. Confounding effect(s) during event-window. 
42 9-4-2003 Boeing Co. Confounding effect(s) during event-window. 
46 9-4-2003 IDEC Pharmacauticals Corp. No data availability 
59 9-7-2005 Alcoa Inc. Confounding effect(s) during event-window. 
61 9-7-2005 Delphi Corp. Confounding effect(s) during event-window. 
62 9-7-2005 Dow Chemical Co. Confounding effect(s) during event-window. 
68 9-7-2005 Home Depot Inc. Confounding effect(s) during event-window. 
72 9-7-2005 Tetra Tech Confounding effect(s) during event-window. 

 
 
Appendix 7.2 C: Companies not Included in data set for determining Market and Risk Adjusted 
Returns  and ACARs  for reasons of reasons of insignificant betas .93 
 
Nr. Announcemen

t date 
Company  

3 9-4-2001 ENSCO International Inc. 

4 9-4-2001 FPL GRoup Inc.. 

10 9-4-2001 Public Service Enterprise Group   

 
 
 
 
  

                                                      
93 Betas do not differ significantly from 0 at the 5 percent level. 
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Appendix 7.3 A : Companies announced to be added to Domini social 400 Index  
(Jan. 2001-Sept. 2005) 
    

Nr. 
Date 
Effective 

Additions  Reason  

1 1-8-01 NiSource, Inc. Market Capitalization, Sector Representation, 
Diversity and Environment Strengths 

2 1-11-01 Radio One, Inc. Industry Representation, Diversity and Other 
Strengths 

3 2-1-01 Minnesota Mining and Manufacturing 
Company 

Industry Representation, Market 
Capitalization, Diversity, Employee, 
Environment and Product Strengths 

4 2-1-01 Moody's Corporation Sector Representation, Market Capitalization, 
Diversity and Employee Strengths 

5 2-26-01 GreenPoint Financial Industry Representation, Community and 
Diversity Strengths 

6 5-11-01 Emmis Communication Corporation Employee Strength 

7 5-11-01 Visteon Corporation Industry Representation, Diversity and 
Product Strengths 

8 5-31-01 State Street Corporation Market Capitalization, Community, Diversity 
and Non-US Strengths 

9 6-22-01 Imation Corporation Diversity, Employee Relations, and 
Environment Strengths 

10 7-6-01 Green Mountain Coffee, Inc. Community and Non-US Operations Strengths 

11 7-11-01 Lubrizol Corporation Industry Representation and Environment 
Strengths 

12 8-2-01 Robert Half International Diversity Strength and Market Capitalization 

13 8-22-01 Noble Affiliates, Inc. Industry Representation, Environment and 
Employee Relations Strengths 

14 8-28-01 Mirant Corporation  Market Capitalization, Industry 
Representation, Diversity and Environment 
Strengths 

15 8-29-01 Engelhard Corporation Industry Representation and Environment 
Strength 

16 8-30-01 Wachovia Corporation Market Capitalization, Community, Diversity 
and Employee Relations Strengths 

17 9-5-01 Electronic Data Systems Market Capitalization and Diversity Strengths 

18 10-11-01 Waters Corporation Market Capitalization, Sector Representation, 
Diversity and Environment, and Product 
Strengths 

19 10-16-01 Hain Celestial Group, Inc. Environment Strength 

20 11-29-01 Madison Gas & Electric Company Community, Diversity, Environment and Other 
Strengths 

21 12-6-01 Rohm and Haas Company Market Capitalization, Industry Diversification 
& Community, Diversity and Employee 
Relations Strengths 

22 12-6-01 Zimmer Holdings, Inc. Market Capitalization, Sector Diversification, 
and Diversity Strengths 

23 12-12-01 Harley-Davidson, Inc. Market Capitalization and Employee Relations 
Strengths 

24 1-4-02 King Pharmaceuticals Market Capitalization, Sector Representation, 
and Employee Relations Strength 

25 1-17-02 Family Dollar Stores, Inc. Market Capitalization, Sector Representation, 
Product and Other Strengths 

26 1-18-02 Bright Horizons Family Solutions, Inc. Diversity, Employee Relations, and Other 
Strengths 

27 1-18-02 Trex Company, Inc. Environment and Other Strength 

28 1-24-02 Bank of America Corporation Market Capitalization, Community, Diversity, 
Employee Relations, and Environment 
Strengths 

29 1-29-02 Biogen, Inc. Market Capitalization, Sector Representation, 
Diversity and Employee Relations Strengths 

30 3-18-02 Lincoln Electric Holdings, Inc.  Diversity and Employee Relations Strengths 
and Sector Representation 
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31 3-18-02 United Natural Foods, Inc. Environment and Other Strengths 

32 4-15-02 Rock-Tenn Company Recycling Strength 

33 5-3-02 United Parcel Service, Inc. Market Capitalization, Community and 
Diversity Strengths 

34 6-10-02 Invacare Corporation Diversity Strength and Sector Representation 

35 7-22-02 Safeway Inc. Market Capitalization and Diversity Strength 

36 8-27-02 GAIAM, Inc. Diversity and Environment Strengths 

37 8-27-02 Thermo Electron Diversity, Employee Relations, Environment 
and Product Strengths 

38 9-3-02 Invitrogen Corporation Sector Representation and Diversity Strengths 

39 10-1-02 Bausch & Lomb Incorporated Sector Representation and Diversity Strengths 

40 10-1-02 Cathay Bancorp Diversity Strengths 

41 10-1-02 eBay, Inc. Market Capitalization, Diversity and Product 
Strengths 

42 11-18-02 Comcast Corporation  Liquidity and Voting Rights 

43 12-5-02 Plantronics, Inc. Diversity and Employee Relations Strengths  

44 12-13-02 Pixar Diversity, Employee Relations, and Product 
Strengths 

45 12-23-02 Electronic Arts, Inc. Market Capitalization, Diversity and Employee 
Relations Strengths 

46 1-10-03 CDW Computer Centers, Inc. Market Capitalization, Sector Representation, 
Diversity and Employee Relations Strengths 

47 2-27-03 Estee Lauder Companies, Inc., (The) Market Capitalization, Board of Directors 
Strength 

48 3-3-03 Allied Capital Corporation Employee Relations & Product Strengths 

49 4-3-03 D.R. Horton, Inc Market Capitalization, Sector Representation, 
Diversity Strength 

50 6-5-03 JetBlue Airways Corporation Product Quality 

51 6-13-03 Cross Country Healthcare, Inc Limited Compensation, Family Benefits, & 
Promotion 

52 7-2-03 Johnson Controls, Inc. Market Capitalization, Sector Representation, 
Beneficial Products & Services & Product 
Quality. 

53 7-24-03 Valassis Communications, Inc.  Family Benefits, Promotion, Cash Profit 
Sharing and Employee Involvement 

54 8-15-03 Coherent, Inc.  Gay & Lesbian Policies, Promotion, Cash 
Profit Sharing, R&D/Innovation 

55 9-15-03 Wausau-Mosinee Paper Corporation  Sector Representation, Environment: Other 
Strength 

56 9-25-03 Synovis Life Technologies, Inc.  Limited Compensation, CEO, Promotion, 
Sector Representation 

57 11-12-03 Biogen Idec Inc. Market Capitalization, Sector Representation, 
and Employee Involvement  

58 12-11-03 Entegris, Inc.  Beneficial Products & Services strength 

59 12-23-03 Red Hat, Inc. R&D/Innovation Strength 

60 1-2-04 Ambac Financial Group, Inc. Market Capitalization, Employee Involvement, 
& Benefits to Economically Disadvantaged 
strengths 

61 2-24-04 Kadant Inc.  Sector Representation, Limited Compensation 
& Beneficial Products & Services Strengths 

62 3-5-04 The E.W. Scripps Company  Market Capitalization, Charitable Giving & 
Quality Strengths 

63 3-31-04 Genzyme Corporation  Market Capitalization, Support for Education, 
Gay & Lesbian Policies & Employee 
Involvement Strengths 

64 5-11-04 Medallion Financial Corporation  Community & R&D/Innovation Strengths 

65 6-21-04 McCormick & Company, Inc.  Market Capitalization, Woman/Minority 
Contracting & Cash Profit Sharing  

66 6-24-04 Novellus Systems, Inc.  Board of Directors & Employee Involvement 
Strengths 

67 6-30-04 Heartland Financial USA, Inc.  Charitable Giving, Support for Housing, 
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Limited Compensation & Promotion Strengths 

68 7-27-04 Pioneer Natural Resources Company Sector Representation, Cash Profit Sharing, 
Employee Involvement, and Retirement 
Benefit Strengths 

69 7-30-04 UnitedHealth Group, Inc. Promotion, Board of Directors, Gay & Lesbian 
Policy strengths, Market Capitalization and 
Sector Representation 

70 8-31-04 Polycom, Inc. Promotion and Support for Education 
Strengths 

71 8-31-04 Soverign Bancorp, Inc. Market Capitalization, Sector Representation, 
Support for Housing, CEO, Gay & Lesbian 
Policies, and Benefits to Economically 
Disadvantaged Strengths 

72 9-28-04 Schnitzer Steel Industries Limited Compensation and Recycling 
Strengths 

73 9-30-04 Affymetrix, Inc. Promotion and R&D/Innovation Strengths 

74 10-26-04 Monster Worldwide, Inc.  Limited Compensation, Gay & Lesbian 
Policies, and Employee Involvement 
Strengths  

75 11-12-04 Convergys Corporation  Promotion, Cash Profit Sharing, and 
Employee Involvement Strengths 

76 11-12-04 General Growth Properties, Inc.  Market Capitalization, Sector Representation, 
& Limited Compensation Strengths 

77 11-12-04 Wainwright Bank & Trust Company  Sector Representation, Charitable Giving, 
Support for Housing, Board of Directors, Gay 
& Lesbian Policies, and Promotion Strengths 

78 12-27-04 BB&T Corporation Market Capitalization, Sector Representation, 
Women/Minority Contracting & Retirement 
Benefits Strengths 

79 12-27-04 Bed Bath & Beyond, Inc. Market Capitalization and Limited 
Compensation Strength 

80 2-22-05 Office Depot, Inc. Market Capitalization and Diversity Strength 

81 3-15-05 Pall Corporation Beneficial Products and Services, and Sector 
Representation 

82 3-24-05 Best Buy Company, Inc. Market Capitalization, Support for Education, 
Board of Directors Diversity, and Gay & 
Lesbian Policy Strengths 

83 3-24-05 Tiffany & Co. Promotion Diversity, Gay & Lesbian Policies, 
and Human Rights Strengths 

84 3-30-05 XTO Energy Inc. Market Capitalization, Sector Representation, 
and Retirement Benefits Strength 

85 5-18-05 Regions Financial Corp Market Capitalization, Support for Housing, 
Board of Directors Diversity, and Cash Profit 
Sharing Strengths 

86 5-18-05 M&T Bank Corporation Market Capitalization, Charitable Giving, 
Limited Board Compensation, and Gay & 
Lesbian Policy Strengths 

87 7-1-05 Popular, Inc. Market Capitalization, Charitable Giving, 
Support for Housing, Promotion and Board of 
Directors Diversity, and Cash Profit Sharing 
Strengths 

88 7-14-05 Maguire Properties, Inc. Board of Directors Diversity, Gay & Lesbian 
Policies, and Union Relations Strengths 

89 7-21-05 Smith International Market Capitalization, Sector Representation, 
Promotion Diversity, and Beneficial Products 
& Services Strengths 

    
Source: KLD Research & Analytics Inc. 
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Appendix 7.3 B: Companies not included in the final  data set  
 
Nr. Date 

Effective 
Company  Reasons  

3 2-1-01 
Minnesota Mining and Manufacturing 
Company No data availability 

14 8-28-01 Mirant Corporation  No data availability 

17 9-5-01 Electronic Data Systems Confounding effect(s) during event-window. 

28 1-24-02 Bank of America Corporation Confounding effect(s) during event-window. 

29 1-29-02 Biogen, Inc. Confounding effect(s) during event-window. 

33 5-3-02 United Parcel Service, Inc. Confounding effect(s) during event-window. 

41 10-1-02 eBay, Inc. Confounding effect(s) during event-window. 

42 11-18-02 Comcast Corporation  
Date of addition to and deletion from the Index 
are identical. 

50 6-5-03 JetBlue Airways Corporation Confounding effect(s) during event-window. 

59 12-23-03 Red Hat, Inc. Confounding effect(s) during event-window. 

84 3-30-05 XTO Energy Inc. Confounding effect(s) during event-window. 
 
 
Appendix 7.3 C: Companies not Included in data set for determining Market and Risk Adjusted 
Returns  and ACARs  for reasons of reasons of insignificant betas .94 
 
Nr. Date 

Effective 
Company  

1 8-1-2001 NiSource, Inc. 

13 22-8-2001 Noble Affiliates, Inc. 

77 12-11-2004 Wainwright Bank & Trust Company  

 
 
. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                      
94 Betas do not differ significantly from 0 at the 5 percent level. 
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Appendix 7.4 A: Test-Group Dow Jones Sustainability  Index World additions (Sept. 2001-Sept. 
2005) 
 
Nr. ADDITIONS 9/4/2001 

1 3M 

2 ADC Telecommunications, Inc. 

3 Andrew Corp. 

4 Baxter International 

5 Best Buy Company 

6 Cascade Natural Gas Corp. 

7 Coherent, Inc 

8 Compuware Corp. 

9 D.H. Horton Inc 

10 eBay Inc 

11 Family Dollar Stores 

12 Fedders Corp. 

13 Franklin Covey 

14 Franklin Electric 

15 GreenPoint Financial 

16 Hasbro, Inc 

17 Huffy Corp. 

18 Keynote Sys 

19 Kinder Morgan Kansas 

20 Lexmark Internation Gp. 

21 Masco Corp 

22 Minerals Technologies Inc. 

23 Monster Worldwide, Inc. 

24 Pall Corp. 

25 Paychex, Inc. 

26 Qualcomm, Inc. 

27 Radio One 

28 Red Hat, Inc. 

29 Ryan's Restaurant Group 

30 Sanmina SCI 

31 Sapient Corp 

32 Skyline 

33 Watts Water Techs 

34 XTO Energy 

35 Yahoo, Inc.  

  ADDITIONS 9/4/2002 

36 1st Charter 

37 Bandag , Inc 

38 Borland Software 

39 Cintas Corp. 

40 Comcast 

41 Harley-Davidson, Inc. 

42 Jetblue 

43 McKesson HBOC, Inc. 

44 MedImmune, Inc. 

45 National Fuel Gas 

46 Novellus Systems 

47 Palm, Inc. 

48 Pioneer Natural Resources Company 

49 Qualcomm, Inc 

50 Regions New Financial 

51 Robert Half International 

52 Schering Plough 

53 Schnitzer Steel Industries 

  ADDITIONS 9/4/2003 

54 Autozone, Inc. 

55 Capital One Financial Corp. 

56 Chittenden Corp. 

57 Emmis Communications 

58 Engelhard 

59 Federal Mogul Corp. 

60 Green Mountain Coffee Roasters 

61 Handleman Comp. 

62 Lubrizol Corp. 

63 Manor Care, Inc. 

64 Northern Trust Corp. 

65 Progressive Ohio 

66 State Street Corp. 

67 Steelcase 

  ADDITIONS 9/2/2004 

68 Basset Furniture Industries 

69 GAIAM 

70 Invacare Corp. 

71 Kadant, Inc. 

72 Polycom, Inc. 

73 Southern Union 

74 Tupperware Corp. 

75 Watson Pharmaceuticals, Inc. 
 ADDITIONS 9/7/2005 

76 AFLAC Inc. 

77 Ambac Financial Group, Inc. 

78 Bed, Bath & Beyond 

79 Brown Shoe Company 

80 Cathay General Bancorp 

81 Ceridian 

82 Comerica Inc. 

83 Convergys Corp. 

84 Darden Restaurants, Inc 

85 Donaldson 

86 DR Horton 

87 Estee Lauder  

88 Imation Corp. 

89 Invitrogen Corp. 

90 Safeway, Inc. 

91 Visteon Corp. 

92 Wachovia Corp. 
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Appendix 7.4 B: Companies not included in the final  data set  
 
Nr. Announcement 

date 
Company  Reasons  

8 9-4-2001 Baxter International Confounding effect(s) during event-window. 

5 9-4-2001 Best Buy Company Confounding effect(s) during event-window. 

10 9-4-2001 eBay Inc Confounding effect(s) during event-window. 

20 9-4-2001 Lexmark Internation Gp. Confounding effect(s) during event-window 

26 9-4-2001 Qualcomm, Inc Confounding effect(s) during event-window. 

30 9-4-2001 Sanmina SCI Confounding effect(s) during event-window. 

35 9-4-2001 Yahoo, Inc. Confounding effect(s) during event-window. 

42 9-4-2002 Jetblue Confounding effect(s) during event-window. 

46 9-4-2002 Novellus Systems Confounding effect(s) during event-window. 

47 9-4-2002 Palm, Inc. Confounding effect(s) during event-window. 

67 9-4-2003 Steelcase Confounding effect(s) during event-window. 

73 9-2-2004 Southern Union Confounding effect(s) during event-window. 
 
 
Appendix 7.4 C: Companies not Included in data set for determining Market and Risk Adjusted 
Returns  and ACARs  for reasons of reasons of insignificant betas .95 
 
Nr. Announcement 

date 
Company  

34 9-4-2001 XTO Energy 

53 9-4-2002 Schnitzer Steel Industries 

69 9-2-2004 GAIAM 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                      
95 Betas do not differ significantly from 0 at the 5 percent level. 
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Appendix 7.5 A: Test-Group Dow Jones Sustainability  Index World deletions (Sept. 2001-Sept. 
2005)  
 
Nr. DELETIONS 9/4/2001 

1 3M 
2 ADC Telecommunications, Inc. 
3 Devon Energy Corp 
4 EOG Resources, Inc. 
5 Hasbro Inc. 
6 Masco Corp 
7 Minerals Technologies Inc. 
8 Monster Worldwide, Inc. 
9 Qualcomm, Inc. 
10 Regions Financial New 
11 Southern Union 
12 XTO Energy 
Nr. DELETIONS 9/4/2002 

13 Aon Corp. 
14 Arrow Electronics, Inc. 
15 Bandag , Inc 
16 Baxter International 
17 Cascade Natural Gas Corp. 
18 Ceridian 
19 Chittenden Corp. 
20 Cintas Corp. 
21 Convergys Corp. 
22 eBay Inc 
23 Family Dollar Stores 
24 Fedders Mogul 
25 Hain Celestial, Inc. 
26 Jetblue Airways Corp. 
27 Kinder Morgan Kansas 
28 Lubrizol Corp. 
29 McKesson HBOC, Inc. 
30 National Fuel Gas 
31 Paychex, Inc. 

32 
Pioneer Natural Resources 
Company 

33 Radio One 
34 Red Hat, Inc. 
35 Robert Half International 
36 Sapient Corp 
37 Simpson 
38 Trex Company Inc. 
39 Waters Corp. 
Nr. DELETIONS 9/4/2003 

40 AT&T Telecom Services 
41 C.R.Bard, Inc. 
42 Capital One Financial Corp. 
43 Colgate-Palmolive Co. 
44 Franklin Covey 
45 New Century Energies, Inc. 
46 Palm, Inc. 

47 Polycom, Inc. 
48 United American Healthcare 
Nr. DELETIONS 9/2/2004 

49 Bob Evans Farms, Inc. 
50 Baxter International  

51 Comcast 
52 Emmis Communications 
53 Invacare Corp. 
54 Keynote Sys 
55 Manor Care, Inc. 
56 Novellus Systems 
57 Watson Pharmaceuticals, Inc. 
Nr. DELETIONS 9/7/2005 

58 1st Charter 
59 Airgas, Inc. 
60 Borland Software 
61 El Paso Corp. 
62 Electronic Arts, Inc 
63 Entegris, Inc. 
64 Green Mountain Coffee Roasters 
64 Mindspeed Techs 
64 Monster Worldwide 
64 Nalco 
65 Service Corporation Intl. 
66 Skyline 
67 Visteon Corp. 
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Appendix 7.5 B: Companies not included in the final  data set  
 
Nr. Announcement 

date 
Company  Reasons  

9 9-4-2001 Qualcomm, Inc. Confounding effect(s) during event-window. 

16 9-4-2002 Baxter International Confounding effect(s) during event-window. 

26 9-4-2002 Jetblue Airways Corp. Confounding effect(s) during event-window. 

40 9-4-2003 AT&T Telecom Services Confounding effect(s) during event-window 

46 9-4-2003 Palm, Inc. Confounding effect(s) during event-window. 

51 9-2-2004 Comcast Confounding effect(s) during event-window. 

62 9-7-2005 Electronic Arts, Inc Confounding effect(s) during event-window. 
 
 
Appendix 7.5 C: Companies not Included in data set for determining Market and Risk Adjusted 
Returns  and ACARs  for reasons of reasons of insignificant betas .96 
 
Nr. Announcement 

date 
Company  

4 9-4-2001 EOG Resources, Inc 
12 9-4-2001 XTO Energy 

64 9-7-2005 Green Mountain Coffee Roasters 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                      
96  Betas do not differ significantly from 0 at the 5 percent level. 
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Appendix 7.6 A : Test-Group of additions to the Dom ini Social 400 Index 
(Jan. 2001-Sept. 2005)  
   

Nr. 
Date 
Effective 

Addition s 

1 1-8-01 Duke Energy Corp. 

2 1-11-01 Knight Ridder Inc. 

3 2-1-01 Minerals Technologies Inc. 

4 2-1-01 Merrill Lynch & Co. 

5 2-26-01 Merrill Lynch & Co. 

6 5-11-01 Comcast Corp. 

7 5-11-01 Huffy Corp. 

8 5-31-01 Goldman Sachs Group Inc. 

9 6-22-01 International Business Machines Corp. 

10 7-6-01 Handleman Comp. 

11 7-11-01 PPG Industries Inc. 

12 8-2-01 Tyco International Ltd. 

13 8-22-01 Southern Union 

14 8-29-01 Praxair Inc. 

15 8-30-01 Comerica Inc. 

16 9-5-01 Andrew Corp. 

17 10-11-01 Beckman Coulter Inc. 

18 10-16-01 H.J. Heinz & Co. 

19 11-29-01 Pioneer Natural Resources Company 

20 12-6-01 Paychex, Inc. 

21 12-6-01 Becton, Dickinson & Co. 

22 12-12-01 Delphi Corp. 

23 1-4-02 Amgen Inc. 

24 1-17-02 Starbucks Corp. 

25 1-18-02 Tetra Tech Inc. 

26 1-18-02 Robert Half International 

27 1-24-02 Capital One Financial Corp. 

28 1-29-02 Baxter International 

29 3-18-02 Franklin Electric 

30 3-18-02 Hain Celestial, Inc. 

31 4-15-02 3M 

32 5-3-02 Bandag , Inc 

33 6-10-02 Guidant Corp. 

34 7-22-02 Home Depot Inc. 

35 8-27-02 Whole Foods Market Inc. 

36 8-27-02 Skyline 

37 9-3-02 United American Healthcare 

38 10-1-02 McKesson HBOC, Inc. 

39 10-1-02 AFLAC Inc. 

40 10-1-02 Autozone, Inc. 

41 11-18-02 Knight Ridder 

42 12-5-02 EMC Corp. 

43 12-13-02 Valassis Communications, Inc.  
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44 12-23-02 Hasbro, Inc 

45 1-10-03 Keynote Sys 

46 2-27-03 Colgate-Palmolive Co. 

47 3-3-03 Ambac Financial Group, Inc. 

48 6-13-03 Manor Care, Inc. 

49 7-2-03 Mentor Graphics Corp. 

50 7-24-03 Parametric Technology Corp. 

51 8-15-03 Honeywell International Inc. 

52 9-15-03 MeadWestvaco Corp. 

53 9-25-03 Biogen, Inc. 

54 11-12-03 Bausch & Lomb Incorporated 

55 12-11-03 Emmis Communications 

56 12-23-03 Hewlett-Packard Co. 

57 1-2-04 Regions Financial New 

58 2-24-04 Sonoco Products Co. 

59 3-5-04 USG Corp. 

60 3-31-04 MedImmune, Inc. 

61 5-11-04 Bank of America Corporation 

62 6-21-04 Monster Worldwide, Inc.  

63 6-24-04 Qualcomm, Inc. 

64 6-30-04 New Century Energies, Inc. 

65 7-27-04 XTO Energy Inc. 

66 7-30-04 Cross Country Healthcare, Inc 

67 8-31-04 JDS Uniphase Corp. 

68 8-31-04 FPL GRoup Inc.. 

69 9-28-04 Rohm and Haas Company 

70 9-30-04 Zimmer Holdings, Inc. 

71 10-26-04 Convergys Corporation  

72 11-12-04 Kadant Inc.  

73 11-12-04 Ambac Financial Group, Inc. 

74 11-12-04 BNCCORP 

75 12-27-04 Rock-Tenn Company 

76 12-27-04 H&R Block Inc. 

77 2-22-05 CSX 

78 3-15-05 ONEOK 

79 3-24-05 Masco Corp 

80 3-24-05 Viacom, Inc. 

81 5-18-05 Enesco Corporation 

82 5-18-05 Torchmark Corporation 

83 7-1-05 Lubrizol Corporation 

84 7-14-05 Luby's, Inc. 

85 7-21-05 Fleetwood Enterprises, Inc. 
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Appendix 7.6 B: Companies not included in the final  data set  
 
Nr. Date 

Effective 
Company  Reasons  

2 1-11-01 Knight Ridder Inc. Confounding effect(s) during event-window. 

12 8-2-01 Tyco International Ltd. Confounding effect(s) during event-window. 

22 12-12-01 Delphi Corp. Confounding effect(s) during event-window. 

51 8-15-03 Honeywell International Inc. Confounding effect(s) during event-window. 

76 12-27-04 H&R Block Inc. Confounding effect(s) during event-window. 
 
 
Appendix 7.6 C: Companies not Included in data set for determining Market and Risk Adjusted 
Returns  and ACARs  for reasons of reasons of insignificant betas .97 
 
Nr. Date 

Effective 
Company  

18 10-16-01 H.J. Heinz & Co. 

74 11-12-04 BNCCORP 

84 7-14-05 Luby's, Inc. 
 

                                                      
97 Betas do not differ significantly from 0 at the 5 percent level. 
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Appendix 7.7 A: Deletions from the Domini Social 40 0 Index (Jan. 2001-Sept. 2005) 
 

Nr. 
Date 
Effective 

Deletions  Reason  

1 1-11-2001 Echo Bay Mines Ltd. Lack of Social and Financial Representation 
2 2-1-2001 Wal-Mart Stores, Inc. International Labor Controversies (see KLD 

White Paper) 
3 2-1-2001 Moore Corporation Lack of Social and Financial Representation 
4 5-11-2001 Huffy Corporation Lack of Social and Financial Representation 

5 5-11-2001 Federal Mogul Corporation Lack of Social and Financial Representation 

6 7-6-2001 Ryerson Tull, Inc. Lack of Social and Financial Representation 

7 8-22-2001 Fedders Corporation Lack of Social and Financial Representation 

8 10-16-2001 Brown Shoe Company Lack of Social and Financial Representation 

9 10-16-2001 El Paso Corporation Product, Environment, and Other Concerns 

10 11-29-2001 Enron Corporation Lack of Social and Financial Representation 

11 1-17-2002 Kmart Corporation Lack of Social and Financial Representation 

12 1-18-2002 Handleman Company Lack of Social and Financial Representation 

13 1-18-2002 Ryan's Family Steakhouse, Inc. Lack of Social and Financial Representation 

14 1-29-2002 Enesco Corporation Lack of Social and Financial Representation 

15 3-18-2002 Viacom, Inc. AFL-CIO Boycott of BET Subsidiary and other 
concerns 

16 3-18-2002 The Sherwin-Williams Company Environment and Product Safety Concerns 

17 4-15-2002 Skyline Corporation Lack of Social and Financial Representation 

18 6-10-2002 Service Corporation International Product and Other Concerns 
19 7-22-2002 Torchmark Corporation Diversity and Product Concerns 

20 8-27-2002 Great Atlantic and Pacific Tea Company Lack of Social and Financial Representation 

21 10-1-2002 Schering-Plough Product Concerns 
22 10-1-2002 Computer Associates Corporate Governance Concerns 

23 11-18-2002 Comcast Corporation Liquidity and Voting Rights 

24 12-23-2002 Household International, Inc. Community Relations Concerns 

25 3-3-2003 Watts Industries Lack of Social and Financial Representation 

26 3-3-2003 H & R Block, Inc. Marketing & Contracting Concerns, 
Investment Controversies 

27 6-5-2003 Applera Corp. -Applied Biosystems 
Group 

Lack of Social and Financial 
Representation/Tracking Stock 

28 12-23-2003 Stillwater Mining Company Ownership Concern 
29 2-24-2004 Dillard's, Inc.  Diversity Concerns 

30 3-5-2004 Cintas Corporation  Union Relations Concern 

31 3-313-2004 Bank of America Corporation Marketing/Contracting Concerns 

32 7-27-2004 Angelica Corporation Lack of Social and Financial Representation 

33 8-31-2004 Aon Corporation Burma and other concerns, lack of social story 

34 9-28-2004 VF Corporation Corporate Governance and Labor Rights 
Concerns 

35 11-12-2004 CPI Corp.  Lack of Social and Financial Representation 

36 12-27-2004 Luby's, Inc. Lack of Social and Financial Representation 

37 3-15-2005 Bassett Furniture Industries Lack of Social and Financial Representation 

38 3-24-2005 Fleetwood Enterprises, Inc. Lack of Social and Financial Representation 

39 3-30-2005 Bob Evans Farms, Inc. Lack of Social and Financial Representation 

40 5-18-2005 Borland Software Corporation Lack of Social and Financial Representation 

41 7-21-2005 John H. Harland Company Lack of Social and Financial Representation 

    
Source: KLD Research & Analytics Inc. 
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Appendix 7.7 B: Companies not included in the final  data set  
 
Nr. Date 

Effective 
Company  Reasons  

9 10-16-2001 El Paso Corp. Confounding effect(s) during event-window. 
10 11-29-2001 Enron Corp. Confounding effect(s) during event-window. 
11 1-17-2002 Kmart Corp. Confounding effect(s) during event-window. 
15 3-18-2002 Viacom Inc Confounding effect(s) during event-window. 
21 10-1-2002 Schering-Plough Corp. Confounding effect(s) during event-window. 
26 3-3-2003 H&R Block Confounding effect(s) during event-window. 

 
 
Appendix 7.7 C: Companies not Included in data set for determining Market and Risk Adjusted 
Returns  and ACARs  for reasons of reasons of insignificant betas .98 
 
Nr. Date 

Effective 
Company  

6 7-6-2001 Ryerson Tull, Inc. 
9 10-16-2001 El Paso Corporation 
 
 
. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                      
98 Betas do not differ significantly from 0 at the 5 percent level. 
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Appendix 7.8.A: Test-Group of deletions from the Do mini Social 400 Index (Jan. 2001- Sept. 
2005) 
 

Nr. 
Date 
Effective 

Deletion  

1 1-11-2001 Homestake Mining Co. 
2 2-1-2001 Starbucks Corp. 
3 2-1-2001 Plantronics Inc. 
4 5-11-2001 Family dollar stores 

5 5-11-2001 eBay Inc. 

6 7-6-2001 Robert Half International 

7 8-22-2001 Dollar Tree Stores 

8 10-16-2001 Staples, Inc. Inc. 

9 10-16-2001 Transocean Inc. 

10 11-29-2001 Host Marriott Corp. 

11 1-17-2002 Bed Bath & Beyond 

12 1-18-2002 Gannet Co. 

13 1-18-2002 H&R Block 

14 1-29-2002 Nicor Inc. 

15 3-18-2002 Hain Celestial, Inc. 

16 3-18-2002 3M Company 

17 4-15-2002 Advent Software Inc. 

18 6-10-2002 Quest Diagnostics  
19 7-22-2002 Regions Financial Corp. 

20 8-27-2002 Johnson Controls 

21 10-1-2002 Manor Care, Inc. 
22 10-1-2002 Keynote Sys 

23 11-18-2002 Compuware Corp. 

24 12-23-2002 Aflac Inc. 

25 3-3-2003 Tetra Tech Inc. 

26 3-3-2003 Pulte Homes Inc 

27 6-5-2003 Biogen IDEC INc. 

28 12-23-2003 Mineral Technologies Inc. 
29 2-24-2004 Whole Foods Market Inc. 

30 3-5-2004 Eastman Kodak 

31 3-31-2004 BNCCORP 

32 7-27-2004 Comerica Inc. 

33 8-31-2004 New Century Financial Corp. 

34 9-28-2004 Whirlpool Corp. 

35 11-12-2004 D.R. Horton 

36 12-27-2004 Bright Horizon Family Solutions Inc. 

37 3-15-2005 Masco Corp. 

38 3-24-2005 Hasbro Inc. 

39 3-30-2005 Office Depot Inc. 

40 5-18-2005 Convergys Inc 

41 7-21-2005 Parametric Technology 
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Appendix 7.9:  Index definitions  
 
The Morgan Stanley Capital International World Index (M SCI-World)  is a free float-adjusted 
market capitalization index that is designed to measure global developed market equity performance 
and consists of 23 developed market country indexes and is a common benchmark for ‘ world’ or ‘ 
global’ stock funds99. 
 
The S&P Global 1200 100 covers 1200 companies from 29 countries and captures approximately 70% 
of the world’s capital markets. The S&P Global 1200 is a composite of the following seven regional 
indexes: 
S&P 500 (United States) 
S&P Europe 350 (Europe) 
S&P TOPIX 150 (Japan) 
S&P/TSX 60 (Canada) 
S&P ASX 50 ( Asia ex Japan) 
S&P Latin America 40 (Latin America). 
 
The FTSE World  index series aims to capture 82 percent to 90 percent of the world’s investable 
market capitalization, covering more than 2100 large and midcap securities in 29 countries. The index 
comprises FTSE’s developed and advanced emerging segments. 
 
The Dow Jones Total Market World Index  (DJTM-World) is a member of the Dow Jones Total 
Market Indexes family and captures companies from 33 countries from four regions ( Europe, 
Asia/Pacific, the Americas and South Africa). Total Market indexes are constructed to cover 95% of 
the market capitalization at the country level. 
 
 
Donating Countries for the DJSI-world, MSCI-World, FTSE-World, S&P Global 1200 and 
DJTM-World. 
 
Countries  DJSI-

World 101 
MSCI-
World 102 

FTSE-
World 103 

S&P 
Global 
1200104 

DJTM-
World 105 

Argentina    X  
Australia X X X X X 
Austria  X X X X 
Belgium X X X X X 
Luxemburg   X X  
Brazil X  X X X 
Canada X X X X X 
Chile    X X 
Denmark  X X X X X 
Finland X X X X X 
France X X X X X 
Germany X X X X X 
Greece  X X X X 
Hong Kong X X X X X 
Indonesia     X 
Ireland X X X X X 
Israel   X   
Italy X X X X X 

                                                      
99 Sources: www.msci.com and en.wikipedia.org  
100 Source: www.standardandpoors.com  
101 Based on the 2005/2006 constituency lists as published on www.sustainability-indexes.com   
102 Source: www.russell.com  
103 Source: www.factsheet.com/print.aspx?NodeID=63  
104 Source: www.standardandpoors.com/spf/pdf/index/factsheet_global1200.pdf  
105 Source: www.djindexes.com  
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Countries  DJSI-
World 

MSCI-
World 

FTSE-World  S&P 
Global 
1200 

DJTM-World  

Japan X X X X X 
Korea X  X X X 
Malaysia X   X X 
Mexico   X X X 
Netherlands X X X X X 
Norway X     
New Zealand  X X  X 
Norway  X X X X 
Philippines     X 
Portugal  X  X X 
Singapore  X X X X 
South Africa X  X  X 
Spain X X X X X 
Sweden X X X X X 
Switzerland  X X X X X 
Taiwan X  X X X 
United Kingdom X X X X X 
Thailand X    X 
United States X X X X X 
Venezuela     X 
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Appendix 7.10: Confounding events of additions to a nd deletions from the DJSI-World  
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Citigroup Inc. 09-04-01   9/4                   9/7         
Electronic data Systems 09-04-01       9/4                         
Eastman Kodak 09-04-01         9/4                       
Visteon Corp. 09-04-01                 8/31               
Schlumberger 09-04-01   9/5                             
Royal Caribbean Cruises Ltd 09-04-01                                 
Walt Disney  09-04-01                     9/6           
Starbucks Corp. 09-04-01           8/31                     
                                    

Boeing Co. 09-04-02                   9/6   
8/30; 
9/9         

Fairchild Semiconductor  09-04-02                             9/5   

Ford  09-04-02 9/4   
9/4; 
9/6;     

30/8; 
9/3 9/10; 9/4;9/10 8/30; 9/4 9/10       9/4   9/5 

United Parcel Service 09-04-02                         8/30       
Continental Airlines 09-04-02           9/4                     
Gap Inc. 09-04-02                                 
Hewlett-Packard 09-04-02           9/3                     
                                    
Air Product & Chemicals Inc. 09-04-03       9/2                         
Fannie Mae 09-04-03                                 
FleetBoston Financial Corp. 09-04-03                                 
Gap 09-04-03           9/5                     
H.J. Heinz Co. 09-04-03                               9/4 
Hewlett-Packard 09-04-03       9/4                         
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Appendix 7.10: Confounding events  of  additions to and deletions from the DJSI -World (Continued)  
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Merrill Lynch & Co. 09-04-03                                 
Bank of America Corp. 09-04-03                                 
Boeing Co. 09-04-03         9/5                       
                                    
General electric Co. 09-02-04       9/2                       9/7 
                                    
Alcoa Inc. 09-07-05       9/6                         
Delphi Corp. 09-07-05               9/9                 
Dow Chemical Co. 09-07-05       9/1                         
Home Depot Inc. 09-07-05                                 
Tetra Tech 09-07-05                                 
Abbott Laboratories Inc. 09-07-05                 9/12               
Bear Stearns Cos Inc. 09-07-05                     9/9           
H&R Block Inc. 09-07-05                               9/2 
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Appendix 7.10: Confounding events of additions to a nd deletions from the DJSI-World (continued) 
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Citigroup Inc. 09-04-01     9/4 9/7                       
Electronic data Systems 09-04-01                               
Eastman Kodak 09-04-01                               
Visteon Corp. 09-04-01                               
Schlumberger 09-04-01                               
Royal Caribbean Cruises Ltd 09-04-01 9/6                             
Walt Disney  09-04-01                               
Starbucks Corp. 09-04-01                               
                                  
Boeing Co. 09-04-02   9/3                           
Fairchild Semiconductor  09-04-02                               
Ford  09-04-02         9/4                     
United Parcel Service 09-04-02                               
Continental Airlines 09-04-02           9/3                   
Gap Inc. 09-04-02                               
Hewlett-Packard 09-04-02             9/3                 
                                  
Air Product & Chemicals Inc. 04-09-03                               
Fannie Mae 04-09-03               9/8 9/4             
FleetBoston Financial Corp. 04-09-03                               
Gap 04-09-03                               
H.J. Heinz Co. 04-09-03                               
Hewlett-Packard 04-09-03             9/2                 
Merrill Lynch & Co. 04-09-03                   9/2; 9/4           
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Appendix 7.10: Confounding events  of  additions to and deletions from the DJSI -World (continued)  
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Bank of America Corp. 04-09-03                     9/4; 9/5; 9/9         
Boeing Co. 04-09-03   9/8                           
                                  
General electric Co. 09-02-04                               
                                  
Alcoa Inc. 07-09-05                               
Delphi Corp. 07-09-05                               
Dow Chemical Co. 07-09-05                               
Home Depot Inc. 07-09-05                         9/7   9/1 
Tetra Tech 07-09-05                           9/12   
Abbott Laboratories Inc. 07-09-05                             9/1 
Bear Stearns Cos Inc. 07-09-05                               
H&R Block Inc. 07-09-05                               
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Appendix 7.11A: Confounding events of companies add ed to the DSI 
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Electornic Data systems 
Corp. 

09-05-2001 
  9/4            

eBay Inc. 10-01-2002 10/2 10/4     10/4      
United Parcel Service 05-03-2002     5/1 5/1; 5/8   4/30    
Bank of America Corp. 01-24-2002         1/23      
Biogen Inc. 01-29-2002         1/25      
Red Hat Inc. 12-23-2003         12/19      
XTO Energy Inc. 03-30-2005   4/4            
Jetblue Airways 06-05-2003     6/6   6/5   6/5  
 
  
Appendix 7.11B: Confounding events of companies del eted from the DSI  
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El Paso Corp. 10-16-2001   10/10   10/19 10/10             
Enron Corp. 11-29-2001 11/29         11/30; 12/4 11/29; 11/30 11/29       
Kmart Corp. 01-17-2002           1/21; 1/22 1/17   1/18     
Viacom Inc 03-18-2002                   3/18   
Schering-Plough Corp. 10-01-2002     10/4                 
H&R Block Inc. 03-03-2003                     3/5 
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Appendix 7.12: Confounding events of companies incl uded in the DJSI-World Test-Groups    
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1 Baxter International 09-04-01                     9/4   
2 Best BuyCompany 09-04-01           9/7             
3 eBay Inc 09-04-01                   9/30     
4 Lexmark International 09-04-01 9/4; 9/5                       
5 Qualcom 09-04-01                       9/7 
6 Sanmina Corp. 09-04-01     9/5     9/5             
7 Yahoo! 09-04-01             9/5           

                              
8 Jetblue Airways 09-04-02         9/9               
9 Novellus Systems Inc 09-04-02           8/30             

10 Palm, Inc. 09-04-02       9/5                 
                              
11 AT&T Telecom Services 09-04-03   9/4             9/3       
12 Steelcase Inc. 09-04-03   9/3                     
                              
13 Comcast Corp. 09-02-04 8/30                       
14 Southern Union 09-02-04   9/2                     
                              
15 Electronic Arts 09-07-04               9/6         
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Appendix 7.13: Confounding events of companies incl uded in the DSI additions Test-Group  
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1 Tyco International 08-02-01 8/2;8/6;        
2 Knight Ridder 01-11-01  1/9      
3 Delphi Corp. 12-12-04   12/12 12/12 12/9   
4 Honeywell International  08-15-03      8/12  
5 H&R Block        12/22 
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Appendix 7.14A: Abnormal returns of companies added  to the DSI (Becchetti Sample) 

 
 
Appendix 7.14B: Abnormal returns of companies added  to the DSI (Becchetti-sample) 
accounted for counfounding events and outliers . 
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Appendix: 7.14C: Comparison of findings of Becchett i et al. (2007) and our findings concerning 
additions to the DSI 
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Appendix 7.15A: Abnormal returns of companies delet ed from the DSI (Becchetti Sample)  

 
 
Appendix 7.15B: Abnormal returns of companies delet ed from the DSI (Becchetti-sample) 
accounted for counfounding events and outliers  
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Appendix: 7.15C: Comparison of findings of Becchett i et al. (2007) and our findings concerning 
deletions from the DSI  
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Appendix 7.16A: Differences between Becchetti et al  (2007) and the present study’s DSI 
addition populations. 
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Appendix 7.16 A: Differences between Becchetti et a l (2007) and the present study’s DSI 
addition populations (continued) 
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Appendix 7.16B: Differences between Becchetti et al  (2007) and the present study’s DSI 
deletion populations. 
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“And moreover I saw under the sun the place of 
judgment, that wickedness was there; and the 
place of righteousness, that iniquity was there.” 

 
Ecclesiastes 3: 16 

  



 
 

 
 

 


