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Introduction and Summary

This report describes what validation is, and why validation is needed for SR measures 
.   Examples are focussed on New Zealand, the United Nations Environmental Programme and SustainAbility report The Global Reporters, the OECD report Corporate Responsibility Private Initiatives and Public Goals, and some discussions at a recent TBLI conference in Rotterdam.

The lack of validation means that there is a wide variation in SR codes and reports.   There are a large number of different standards and goal posts such that some companies claim to be socially responsible simply because they give money to charities, and cash in on the SRI banner for their own financial/PR ends.  An example is the New Zealand Government owned energy company Meridian Energy Ltd Annual Report 2000 where it states 

“Meridian Energy has demonstrated a strong sense of social responsibility throughout the year with a balanced programme of sponsorships “ (p8)

but no mention is made of any other categories of social responsibility, such as the responsibility to other stakeholders like employees, suppliers, and customers.  This claim demeans the term such that it becomes vacuous and meaningless and can be used to include or exclude any behaviour according to personal (or organisational) whim.  

The process of validation will involve identifying sets of characteristics or qualities that can be defined so that the term "socially responsible" or "ethical investment" can be used in certain ways (content validation).     There will be the need to test this empirically so the measure fits with other empirical data (construct validation).

Validation 

There are two types of validation: content validation and construct validation.  These were defined by the American Psychological Association in its Standards for Educational and Psychological Tests (1974). 

Content validation is where the measure is based on a model or definition which is shown to incorporate only and all the major elements of the concept.   Content  validation of SRI deals with the question “Does the measure being used incorporate all the components of the notion of “socially responsible behaviour” and only those components?”

Construct validation is a process of establishing that the data measuring the components, separately and together, fit in with data from other surveys in a way that could be expected if the instrument measured what it was supposed to measure.   The construct validation concerns I have about the measures under discussion deal with the weightings or values given to the various components.

New Zealand Funds

In the two recently promoted funds in New Zealand, Tower and Guardian Trust, there are problems with both about what should be included as “socially responsible”.   

The Tower Global Responsibility Fund will invest money using research from Storebrand’s Research Unit, based in Norway. Companies, which are in the tobacco industry or make anti-personnel mines will be excluded from consideration. Then, the Fund will only invest in companies whose environmental and social performance is in the top 30% of their respective sectors (such as pharmaceuticals, mining, chemicals).  Environmental criteria include global warming, ozone depletion, material efficiency releases, toxicity, energy use, product characteristics, and environmental management quality.  Sectors are weighted differentially.  Social performance is described as human rights (as per the UN Declaration of Human Rights).

Why was the anti-personnel mines factor in the negative screen of the Tower Fund chosen?   If this is to be included, why not armaments in general?  While there is some reason for sector weightings (as different sectors face some different impacts), these weightings should be publicly justified, as the weightings influence results.   There is a heavy reliance on human rights in the social component of the Tower Fund, to the exclusion of other social factors.

The Guardian Trust Fund will offer the chance for investors with over $5 million to determine their own criteria. For amounts from $2 million to $5 million a negative screen will be applied to avoid tobacco, gambling, alcohol and armaments and then the Fund will focus on constructive engagement in which to encourage companies to improve their ethical and sustainable performance.  Measurement of this performance will be as per conventional ethical research with Rodger Spiller & Associates Ethical and Sustainable Scorecard providing a framework to identify areas for improvement.  This scorecard is based on six components, namely, community, environment, employees, customers, suppliers, and shareholders.  Each of these components has ten factors which are all ranked equally.

I question the opportunity for investors with over $5 million to define their own criteria.  Surely there are minimum criteria for a fund to be a socially responsible one, otherwise the term ‘socially responsible’ becomes a vacuous marketing tool.   

There are limitations about the Rodger Spiller & Associates Ethical and Sustainable Scorecard, in two respects.  First the inclusion of generous financial donations in the measure, where it is claimed that this is a necessary condition for being a socially responsible organisation.    There are instances of companies using their financial support of community activities to manipulate community opinion and reduce public opposition to their behaviour.  For some companies it is no more than a marketing ploy.  There are many religious and voluntary organisations, which use their investments for financing their own activities rather than some other charity chosen by someone else.  Moreover, if a company decides it is more appropriate for companies to support a government tax-funded programme to reduce poverty and pay a higher tax rate, this company is not as socially responsible on this scorecard than a company which promotes a lesser role for government, but donates to religious and community programmes for the poor.  Also, I do not believe that it is proper for government owned organisations, and the proposed government pension fund, to make philanthropic donations. 

Second, the scorecard gives equal weight to the sixty factors included in the six components. This means, for example, that a company that, say, scores minimum on the community factors and maximum on the environmental factors, is equated with a company that scores maximum on community factors and minimum on environmental factors (other factors being equal).  Intuitively, a polluting company that gives generous community donations should not be the same as a non-polluting company that does not give donations.  There is therefore a need to rank and weight the components of a socially responsible measure in line with perceptions of value.  There is also some justification in taking sector variations into account.

The Global Reporters

The Global Reporters rates and ranks fifty annual reports of companies.   The reports of BAA and Novo Nordisk received scores of 122 and 121 and are at the top.   Manaaki Whenua Landcare, the New Zealand Crown Research Institute, is ranked 14th.  However, the lack of validation of the method of scoring means that these numbers are meaningless, and the conclusions about the social responsibility of companies are very suspect.

The concept with four components and the scoring system used by SustainAbility is :


When asked about the method of validation used, the reply was as follows.

“ When we developed the criteria and scoring methodology for The Global Reporters, we shared it with a few select members of our Faculty and network for comment.  As the methodology was designed to reflect the requirements of other well-known reporting frameworks, our task in developing the scoring was to determine several levels of 'quality' that could be demonstrated in the way a company chooses to report any particular indicator.  Each element could score 0-4 points, and there is no weighting among them.  Therefore, Context & Commitments is worth a possible 40 points because it contains 10 elements, while, say, Multi-Dimensional Performance only contains 3.

As our skills become more sophisticated in defining some of the 'softer' elements to corporate sustainability, such as social performance, I would expect that we would add elements to our scoring methodology, and therefore both the points possible in that section and the overall possible points available in our scoring, would go up.

As we prepare for the next Global Reporters, we will be revisiting the methodology to see if there is any tweaking that bears consideration at this point, although I would expect it to remain substantially the same” (personal communication).

Content validation deals with the justification of the components of the measure.   Sharing it with faculty and network members is a start of the process, but not the finish.   What are the reasons for the four components?   How do they compare with what is normally defined as “socially responsible”?  How does the framework compare with other possible definitions?  They say that they wanted to reflect the requirements of other well known reporting frameworks, but we are not told what these are, or given any comparative evidence.  This is the work that needs to be done to establish content validity, and without it, the content validity has not been established.

The answers given to the scoring method are rather sad.   Context and Commitment has a possible score of 40 because there are 10 elements within the component, and each can receive 4 points each.  Why are there 10 elements and not 20?   Social performance receives only a possible 28.   It is “softer” and the methodology is not sophisticated.  If more elements are added in later years, then it will presumably get higher possible marks.   This is not a convincing reply.  There is no consideration given to an uneven scoring for the components (that is, say, giving the physical environment a lesser possible score than economic or social) other than the number of elements.  Until an acceptable justification and methodology is provided, and compared with other valid measures, these numbers have no validity and are meaningless.

TBLI Conference

The Chairman of BASF, Barry Stickings, during his TBLI conference address, highlighted the lack of validity in many measures.   He stated for the Oekom ranking, Conoco achieve a first, but in the FTSE4Good they are ranked 18th.  Questions to the SAM presenter established that their measure has not been validated, and in private discussion it appears that many, if not all measures that are being claimed as SRI, are not validated.

Discussions in workshops and individuals confirmed for me that many fund managers do not know about validation, confusing it with verification, and those that do admit that the majority, if not all, SRI measures have not been validated.   Many SRI indexes have a basket or group of individual SR measures, which are linked to financial data.  The SR measures are used to admit or exclude the company in the SR category.   Some of these SR measures are based on best practice, and others on a variety of criteria, which have not been validated.

OECD 

In Corporate Responsibility in Private Initiatives and Public Goals (OECD 2001)

there is a review of 246 codes of corporate conduct.   The review found significant divergence in the scope and nature of commitments contained in the codes, even in narrowly defined areas.  Of the 246 codes 

· 60% dealt with labour standards, 

· 59% with environmental stewardship, 

· 48% with consumer protection, 

· 23% with bribery, 

· 20% with competition, 

· 18% with information disclosure, 

· 11% with science and technology, and 

· less than 1% dealt with taxation in their codes.

However, not only was the scope restricted, within those codes that did contain reference to an issue, the nature of the commitment varied widely.   For example, 

· in the environmental content of codes only 23% dealt with sustainable development; 

· in the labour content of codes 43% dealt with no child labour, and only 10% made reference to ILO codes;   

· the bribery codes are about evenly divided among those that discuss only private to private bribery, only bribery of public officials and those discussing both.  

The significance of this research is that there is a large variation in codes (and the reports of activities according to these codes) and reliance on these for evaluation according to social responsible behaviour is misplaced: until codes and SRI models are validated then there can be no consistency and reliability upon these measures and reports.

Conclusion

Validation is an accepted social science method for ensuring we can have confidence that any measures and scores being promoted, measure what we normally mean by these terms.   I am an advocate of triple bottom line reporting, but if these reports are to have use for helping investors, stakeholders and regulators identify socially responsible behaviour and socially irresponsible performance, then these measures must be subject to the processes of validation.  
This does not mean that we have one set for all activities through the world, as there may be some regional or cultural variations, and some sectors (eg forestry via banking) may also have some variations.  There will be some factors where there is dispute, such as the inclusion of practices permitting abortion.  There may be different models of what is to constitute "socially responsible" but there will be core components.  But in order to get to a position where the term means something, models must be described and validated.   That is what validation is all about.   Without validation you have different goal posts, and existing measures must be treated with scepticism and any scores or ranking ignored.

Context/Commitments		40


Management Quality			28


Performance				100


	Economic			(28)


	Social/Ethical			(28)


	Environmental 		(32)


	Multi-dimensional		(12)


Accessibility/Assurance		28





Maximum Possible			196











�  “Socially responsible” can be used in a wider sense to refer to organisational economic, social and environmentally responsible behaviour, and I follow this practice here.
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