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Benchmarking of Corporate Social
R esponsibility: Methodological

Problems and R.obustness

Johan J. Graafland
S.C.W. Eijffinger
H. Smid

ABSTRACT. This paper investigates the possibilities
and problems of benchmarking Corporate Social
Reesponsibility (CSR). After 2 methodological analysis of
the advantages and problems of benchmarking, we de-
velop a benchmark method that includes economic, social
and environmental aspects as well as national and inter-
national aspects of CSR.. The overall benchmark is based
on a weighted average of these aspects. The weights are
based on the opinions of companies and NGO’s. Using
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different methods of weighting, we find that the outcome
of the benchmark is rather robust for a sample of more
than 50 large Dutch companies.
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Introduction

The debate in society about the ethical and social
aspects of business has forced companies to react to
the social and ethical pressure of the public. Many
companies nowadays are concerned about values like
integrity and feel that they must meet the triple P
bottom line expressing the expectations of stake-
holders with respect to the company’s contribution
to profit, planet and people in order to get a licence
to operate. Firms that do not meet these expectations
may see their reputation founder with a negative
impact on market shares and profitability (McIntosh
et al., 1998).

The Corporate Social Responsibility (CSR) of a
company will only be correctly perceived by the
public, if its social and environmental value creation
is transparent. One way of improving the transpar-
ency of the CSR. efforts of companies is bench-
marking by independent institutes. Construction of
an index that weights the contribution of companies
into one number would clarify the position of
individual companies and improve the comparability
of their CSR efforts. The publication of such an
index can potentially enforce the reputation mech-
anism and provide a competitive advantage to
companies that are indeed actively fostering social
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and ecological values. This would provide other
companies with a strong incentive to integrate CSR.
into the company’s strategy (Graafland, 2002).

Although transparency is an important advantage
of benchmarking, ethicists have noticed several
methodological problems. These problems relate to
the assumption of monism, the assumption of
commensurability of various values, the disregard of
intentions, the subjectivity of valuation, the notion
that the company is more responsible for some of its
stakeholders than for others, the assumed context
independence of a moral action, the possible lack of
control of the company and finally the problem of
communication.' This paper investigates these
problems and develops a method of benchmarking
that takes these problems as much as possible into
account. For this purpose, we constructed an overall
CSR. index for more than 50 large Dutch companies
based on seventy aspects of CSR. by using weights
that are derived from the value that companies and
NGO’s attach to these different aspects of CSR.

The content of this article is as follows. First, the
second Section analyzes the advantages of bench-
marking. Third Section focuses on the problems
involved with benchmarking from a methodological
point of view. Fourth Section describes how these
methodological weaknesses of benchmarking are
dealt with in our approach and compares our ap-
proach with other approaches. Fifth Section de-
scribes the outcomes and robustness of our
benchmark using different methods of weighting. In
particular, we compare four benchmarks based on
respectively company-based weights, sector-based
weights, total averaged-based weights and the
weights reported by NGO’s, and investigate whe-
ther these benchmarks differ significantly. In this
way, we also test the relevance of both the sector-
specific context of the company as well as the
stakeholder-specific context of the benchmark. Sixth
section sumimarizes the main findings.

Advantages of benchmarking CSR

According to the Social Economic Council (2001),
CSR. incorporates two elements.

(i) Sufficient focus by the enterprise on its contri-
bution to public prosperity in the longer run.

(i) The relationship with its stakeholders and soci-
ety at large.

The first element stresses that the enterprise can be
viewed as a value creating entity. The long term
value creation does not only relate to economic
value, but concerns value creation in three dimen-
sions which is called the Triple P bottom line

— Profit: the economic dimension. This dimen-
sion refers to the creation of value through the
production of goods and services and through
the creation of employment and sources of
income. The financial returns reflect the
appreciation of consumers for the company’s
products and the efficiency with which factors
of production are used. The long-term profit
motive should provide the financial basis for
the continuity of the company.

— DPeople: the social dimension. This has a variety
of aspects concerning the effects for human
beings, inside and outside the organization,
like good labor relations, safety etc.

— Dlanet:  the ecological dimension. This
dimension relates to the effects on the natural
environment.

Another crucial aspect in this definition is the rela-
tionship of the company with its stakeholders and
society at large. The enterprise is described as a form
of cooperation of different stakeholders. The com-
pany should balance between partially conflicting
interests. Good stakeholder relations also require that
the firm is answering justified questions, opening up
its way of doing business, and is willing to have a
continuous dialogue with several interested parties.
The Social Economic Council distinguishes between
primary and other stakeholders. Primary stakeholders
are employees and shareholders, who have forms of
structural consultation with the managers of the
company. Other stakeholders include consumers,
suppliers, competitors, the government and society
at large, who have a certain interest in the company’s
activities.

From this definition, it is immediately clear that
CSR relates to a set of highly diverse aspects of the
behavior of companies. Therefore, it is very difficult
to judge a company’s performance with respect to
CSR.. Benchmarking CSR. can therefore serve sev-
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eral purposes. First, as stressed in the introduction, it
can enhance the fransparency. Through benchmark-
ing, companies are given a mark for their actions and
achievements, which enables stakeholders to judge
how responsible a specific company is. This will
stimulate the stakeholder participation and contrib-
ute to an open dialogue. Moreover, while it could
benefit the stakeholders, it can also benefit the
company itself. It enables the company to signal its
CSR efforts. The score is a means for the company
to show its stakeholders that it behaves in a
responsible way. Without such a benchmark, it is
much more difficult. The company itself could re-
port about its responsible behavior, but a benchmark
of independent outsiders (academics or agencies) will
be much more credible for the stakeholders.

Second, benchmarking improves the accountability
of the company vis-a-vis its stakeholders. When a
score is constructed, it is much easier for stakeholders
to confront the company with its actions. The
stakeholders can judge whether the company im-
proved its responsibility by comparing this year’s
score with last year’s. The benefit of accountability
also applies to the company itself. Through the score,
the company is able to identify weaknesses. It could
also hold some employees responsible for the CSR
achievement. However, an incentive scheme based
on a CSR. benchmark score could be a questionable
practice, because a CSR reporting system may not be
as accurate as a financial reporting system.

Third, benchmarking enhances the possibility of
cross—company comparison with respect to their ef-
forts companies undertake in the light of CSR. A
company with a high score is more responsible than
a company with a lower score. This enables the
stakeholders to compare the various companies and
to choose with which company they will involve
themselves. The enhanced comparability can also be
an advantage for the company itself. On the one
hand, it improves the internal comparison, as the
company is able to judge the progress compared
with last year and enables to identify bottlenecks
with respect to CSR. Second, the company can
compare its score with the score of other companies.
This gives the company a better opportunity to
compete with others on the basis of CSR.. Bench-
marking could eventually result in competition be-
tween companies in CSR. Comparability is also
important for scientific purposes. For example, it

allows an empirical analysis of the relationship be-
tween CSR. efforts and other economic factors
(profit, etc.), as can be found in Waddock and
Graves (1997).

A fourth benefit of the benchmarking procedure
is its simplicity. Everybody can judge the CSR per-~
formance of the company by looking at just one or
more scores. In the past, a stakeholder (or company)
had to gather a lot of information and make a time-
consuming analysis to judge the achievements of the
company. Moreover, some data will not be acces-~
sible for people who do not belong to the company
or a research group. This simplicity implies, how-
ever, a rather high level of abstraction. The company
will be judged more roughly than when, for
example, a story is told about each company, which
would enable the reader to form his own opinion.
One can say that the researchers who construct the
benchmark make choices for the stakeholders who
want to judge the company. Stakeholders should
thus be aware that these outcomes depend on many
assumptions. Therefore, it is very important to ex-
plain the exact method used to calculate the
benchmark number.

A fifth advantage of benchmarking is that it
provides a systematic approach to judge the contribu-
tion of the company and does not rely on incidents.
CSR. relates to a set of highly diverse aspects of the
behavior of companies. Although companies that
spend much attention to CSR have a lower proba-
bility on accidents that attract a lot of attention in the
media, such events can yield a very unbalanced view
on the total achievement of the company. A sys-
tematic benchmark of all relevant aspects of the
behavior of the company will consequently produce
a much more balanced view on the quality of its
CSR policy.

Sixth, benchmarking by external independent
parties guarantees a more objective view than presen-
tation of CSR policies by the company itself.
Independence means that the researcher is to pursue
the quest for knowledge in a disinterested way.
Never is (s)he allowed to let personal interests
interfere with the quest for truth as such. Nothing is
to be excluded from close scrutiny (De Laat, 2001).

Finally, benchmarking requires that companies
are able to deliver the information that is needed to
construct the benchmark. Companies therefore have
an incentive to institutionalize the information
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supply process by organizing a systematic database.
Once the infrastructure for providing information
on CSR efforts is present, it is also easier to realize
systermnatic progress in this field.

Philosophical problems of benchmarking CSR.

Notwithstanding the advantages of benchmarking,
the method is often criticized by ethicists as well as
by entrepreneurs or managers. They point at several
problems that especially hold for quantitative ver-
sions of the benchmark method. These problems
relate to the assumption of monism, the assumption
of commensurability of various values, the disregard
of intentions, the subjectivity of valuation, the no-
tion that the company is more responsible for some
of its stakeholders than for others, the assumed
context independence of 2 moral action, the possible
lack of control of the company and finally the
problem of communication. We will see that some
of these problems are very serious. We need to be
aware of these problems in order to realize the rel-
ative value of the approach. Also, this analysis will
help us to define our own benchmarking approach
in such a way as to mitigate the proclaimed disad-
vantages as much as possible.

Monism and commensurability of values

A benchmark method that expresses the quality of
the CSR policy of companies by one single number
is monistic in nature. It assumes that it is possible to
give a cardinal ranking to the realization of different
values by different actions. Values are, however,
pluralistic in nature. Hurka (1996) defines pluralism
as: “A pluralistic theory contains several generic
goods rather than only one single one, for example,
pleasure, knowledge, and achievement rather than
only pleasure.

A monistic theory contains just one generic good”.
Monism implies that every action can be measured on
one single scale, because there is just one good.
Hence, we can compare various actions and deter-
mine which action generates most value. Moreover,
‘good’ and ‘bad’ are symmetrical: one unit of ‘good’
can offset one unit of ‘bad’ and only quantity counts,
not quality (Van Peperstraten, 1999).

In reality, there is no unique fundamental value
for all people. It is much more reasonable to assume
pluralism. Van Erp (2000), for instance, mentions:
“One can only speak of moral, when different sorts
of value are distinguished, some of which are seen as
higher than others, or if a priority is given to some
values”. According to Van Erp, there cannot be
monism of values on the empirical level. This is
especially true for Kantian ethics. As MacLean
(1994) discusses: “Kant famously proclaimed that
rational human beings have dignity and that what-
ever has dignity is ‘above all price, and therefore
admits of no equivalent’.” This implies that the
safety of human lives cannot be traded against, for
example, profitability.

A somewhat less stringent assumption is to assume
that the realization of different values can be ordi-
nally ranked. An ordinal ranking says that either value
A is better than value B, value B is better than value
A, or they are equal in value. Unlike a cardinal
ranking, it does not say how much more valuable a
value is than the other (Hausman, 1992). Never-
theless, the weaker assumption of ordinal ordering of
the overall value of two actions is also problematic
for several reasons. First, in the case of an ordinal
ranking one has still to assume the commensurability
of values. Commensurability means that all values
are comparable. Anderson states: “More technically,
two goods, A and B, are commensurable if and only
if there is a scale of overall value by which they can
be at least ordinally ranked.” (Anderson, 1993). Such
an ordinal ranking is not always possible. Moreover,
an ordinal ranking between different values is
insufficient for the comparison between the quality
of the CSR policy of different companies if the
overall quality depends on more than two values.
Assume that in an ordinal ranking economic sus-
tainability is considered to be more important than
social sustainability and social sustainability more
important than ecological sustainability. Suppose
further that company A contributes more to eco-
nomic sustainability, whereas company B performs
better in terms of social and ecological sustainability.
Then we cannot make an unambiguous judgment
about the overall contribution to sustainability of
company A as compared to company B, because we
do not know whether economic sustainability can
also be considered to be more important than social
and ecological sustainability together. This problem
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becomes even more acute if 50 or 100 different
values have to be compared. In order to arrive at an
overall judgment, we have to make cardinal rankings
that can be used to trade off the performance of A
and B for all these values.

Intentions

The benchmarking practice does not deal with
intentions. The importance of intentions for a moral
evaluation of actions is maybe most clearly stated by
Immanuel Kant. Kant’s ethical theory is a deonto-
logical one. It focuses on the intention of an action
(Chryssides and Kaler, 1993). If the intention of a
moral action is good, the action itself is morally
good. The outcome of that action does not matter.

A good intention also implies that a company
should be intrinsically motivated to foster social and
ecological values as an end in itself. Intrinsically
motivated actions are actions undertaken because the
company thinks it is morally obliged to undertake
these actions. For instance, it improves the safety of
its employees because it thinks it has the moral duty
to do that. If attention to the safety of employees
is only motivated by the profit motive, a company
is only extrinsically interested in its employees as a
means for gaining a higher profit and not as an end
in itself.

Subjectivity of valuation

In the benchmarking practice, values should be as-
signed to the actions a company does or does not
undertake. For assessing a score, the researcher must
get a valuation of each action. How can the re-
searcher obtain such a value for each action? Some
stakeholders will value them positively, others neg-
atively. Often cost-benefit analysis is applied to value
aspects of policies for which a market is not available.
It imitates the market by measuring the values of
goods by individuals’ “willingness to pay” as a
monetary metric for utility. The prices are usually
derived from studies of market transactions in which
individuals trade off commodified versions of these
goods against money. For example, the supposedly
higher wage people accept for working at hazardous
jobs is used to measure the cash value people are

thought to implicitly place on their own lives.
However, it should be noted that very often this
type of implicit prices show a very large range be-
cause people often make these implicit valuations
unconsciously of the implications which economists
derive from them. This reduces the usefulness of
implicit prices as an objective basis for these calcu-
lations. Another problem is that the information
required for performing cost-benefit analysis on all
the effects of the company is simply not available.

As it is very difficult (and maybe impossible) to be
not subjective in the realization of a benchmark
score, the score should be presented to the public
with care. People should be warned for the fact that
there are many subjective elements in the score and
that the researchers have already made a lot of
choices for them.

Care ethical point of view

Should the company treat all its stakeholders on an
equal basis, or should the company take more care
for some stakeholders than for others? Whereas the
ethics of justice generally takes the former point of
view, the ethics of care requires that actions directed
at stakeholders to whom the company has a durable
and affective relation should be valued more than
those directed at other stakeholders (Velasquez,
1998). This implies, for example, that a company has
more responsibility to prevent disability of its own
employees than to contribute to the reintegration of
disabled workers from other companies. In other
cases the requirements set by the ethics of care will
be company-specific and it will probably be difficult
to establish general criteria for determining whether
a specific stakeholder needs more care than another.

Context dependence of moral action

The goodness of an action also depends on the
context of that action. When a company, for
example, faces a decision whether or not to dismiss
some of its employees, the moral quality of the
decision could not be determined without knowing
the decision-making context. For example, for
determining the moral value of price agreements
between construction companies it is relevant to
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know that, if a particular company did not collude, it
would have been punished by the other companies
and would have had to dismiss people or, worse,
would have gone bankrupt. Hence, there are cir-
cumstances that diminish the moral blame. When
the collusion is placed in this context, it should be
morally interpreted in another way than collusion
between, for instance, two companies that are able
to stop colluding without the chance of going out of
business. So, when benchmarking CSR, it is
important to judge an action in the context in which
it was undertaken. The problem is that it is practi-
cally impossible for the benchmarking practice to
judge every action within the context in which the
action has taken place.

A related complication is that values and norms are
often dependent on the company or the sector in
which it operates. Take for example a construction
company and a retail company. It is plausible that the
construction company should take more actions to
guarantee healthy working conditions for its
employees than a retail company. Therefore, it is
problematic to judge a company by looking, for
example, at its actions taken to promote work safety,
because this norm is sector-specific. This suggests that
one should restrict oneself to one sector and cannot
apply cross-sector comparisons. Then the assumption
of fixed and known values is more plausible.

Control of the company

In the benchmarking method, the company is held
responsible for all the actions it does or does not
take. However, sometimes the company cannot fully
control the effects of its actions. From a moral per-
spective, a company cannot be held fully responsible
for the actions it does not control. As Jeurissen
(2000) mentions: ‘““must’ in moral sense implies al-
ways ‘can’, in practical sense”. The benchmark
method does not account for this.

Communication damages moral action

The last problem is that transparency does not always
have to be appropriate from a moral perspective.
This problem does not only hold for the bench-
marking practice as such but for all possible methods

to judge whether a company is responsible or not. In
particular, from a Kantian point of view, when one
proudly displays CSR actions, this can be seen as
damaging the moral status of the action, for it should
be not a special thing to do undertake these actions.
Therefore, some companies would reject to com-~
municate their moral actions. They would only
communicate at times when it is their duty to ac-
count for their actions.

This problem has relevance for our research as
well. As will be shown in the fifth section, a sub-
stantial part of the companies did not want to com-
municate their ethical standard and also refused to
cooperate with this study. How should we interpret
this finding? On the one hand, this might indicate a
relatively low ethical standard. However, it could
also be a deliberate choice of the company not to
communicate about its CSR. activities, whereas, on
the other hand, other companies are perhaps eager to
show their CSR activities mainly as a public relations
instrument to improve their reputation.

Towards a method of benchmarking

The arguments in third section make clear that
benchmarking involves many methodological
problems. Does that imply that any benchmark
method is useless from a philosophical point of view?
In our opinion, this conclusion is too strong. It
would imply that one should not make any state-
ment about the ethical quality of one company in
relation to that of another company. Although we
acknowledge that it is impossible to base the
benchmark on an absolutely closed and in every
respect satisfactory argumentation, we feel that the
problems described in the third section do not pre-
vent us from making deliberate and well-reasoned
decisions. In this section we first review some recent
benchmark approaches of other researchers. Next,
we explain our own benchmark method.

Benchmarking CSR: some recent approaches

Table I gives an overview of three recent approaches
of benchmarking CSR.

Krut and Munis (1998) define benchmarking
as follows: “A benchmark sets a qualitative stan-
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TABLE I
Some recent benchmark methods
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Focus Quantitative/qualitative  Sources of information Method of weighting
Krut and Munis (1998) Environmental Qualitative Statenients in public No weighting
performance, (typographical information
19 categories symbols)
Graves et al. (2002) Economic, social Quantitative Corporate data Equal weights

Vlek et al. (2002)

Our approach

and ecological
performance,
7 categories +2)

Economic, social
and ecological
performance

Economic, social
and ecological
performance,

(measured on a
scale from —2 to

sources, questionnaires,
periodicals, external
surveys

Mixture of added
value method and
qualitative judgements

Interviews or
questionnaires?

Quantitative
(measured on a
scale from 0, %, 1

Questionnaire plus
check by using
public information

Different weights

Weights based on
responses of companies
and NGO’s

70 categories

dard that allows us to see how a particular firm or
a group of firms is moving towards sustain-
able development”. Their method has the following
characteristics. First, Krut and Munis focus on
19 categories with respect to the environmental
performance of companies, which is more specific
than CSR. Krut and Munis concentrate on just one
or two sectors, because they acknowledge that
comparison of companies within a sector is
more valid than comparison of companies between
sectors.

Second, their benchmark sets a qualitative stan-
dard. In particular, Krut and Munis use typographic
symbols to show the degree of commitment. In their
view, reporting CSR. achievements with numbers is
inappropriate. By using a qualitative measure, Krut
and Munis avoid the problems involved with the
quantitative measurement of CSR. However, this
comes at the expense of deriving clear conclusions
from their standard. Indeed, there is always a trade-
off between providing sufficient depth and context
for users on the one hand and providing easy com-
parable outcomes.

Third, Krut and Munis only examine what vari-
ous companies state about their policies in public
information. They do not look at the activities the
companies actually undertake. Although they
acknowledge that public material could be inflated,
they think that this will not be realistic, for com-

panies can be held to their commitments. This as-
sumes sufficient transparency.

Finally, as Krut and Munis only present qualitative
judgments, they do not explicitly sum up and weight
the scores on the various categories into one overall
index.

With the header ‘100 Best Corporate Citizens’
and sub header “America’s most responsible and
profitable major public companies”, the journal
Business Ethics opened an article showing the results
of its research of the corporate responsibility of
various companies that were represented in the S&P
500 {Graves et al., 2002). Graves et al. used various
indicators reflecting the performance for the three
P’s. Stockholder data, for example, are represented
by three-year averages of total return to shareholders
(capital gains plus dividends). Ecological and social
data come from KLD Research and Analytics
{(Kinder, Lydenberg and Domini, an American sta-
tistics bureau) and consist of six categories including
pollution emissions, union relationships, employee
benefits and philanthropic contributions.

Graves et al. are using a quantitative method. For
social data, KLD applies the following method to
sum them up. In the six social categories, each
company has ‘strengths’ and ‘concerns’. These are
rated on scales ranging from —2 (major concern) to Q)
(neutral) to +2 (major strength). To arrive at a net
score in a category, the concerns are subtracted from
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strengths. Thus, a firm with a score of ‘two’ in
employee strengths and ‘one’ in employee concerns
would have a net score of ‘one’ in the employee
category. Notice that in this methodology, ‘good’
and ‘bad’ are treated symmetrically.

KLD uses a variety of sources to capture social
performance data about each company, like corpo-
rate data sources, an annual questionnaire about
CSR practices, external data sources, periodicals and
external surveys and ratings (Waddock and Graves,
1997). Since the stockholder data and the six social
data have different scales, Graves et al. are stan-
dardizing these data.

In the final step, they take a non-weighted aver-
age of the seven measures to yield a single score for
each firm. The fact that the average is non-weighted
implies that all stakeholders have equal status. The
equal weighting is also an arbitrary choice.

The most comprehensive research we mention is
the study by Vlek et al. (2002). Just as Graves et al.
(2002), the benchmark method of Vlek et al. focuses
on the three Ps: economical value, social value and
environmental value. Each of the three dimensions is
then described in terms of principles, practices and
results of a company. A well-ordered company, as
the authors state, is a company where the principles
generate practices that should lead to the results the
company wants to achieve. Each issue within each of
the three dimensions corresponds to principles, and
each principle corresponds to a practice and a result.
Furthermore, Viek et al. also distinguish different
levels of environmental burden. The lowest level is
the direct surroundings of the company. The highest
level is the world environmental level. In this way,
they take account of the aspect of the control of the
company: the influence of one single company
diminishes if the level is more global.

In their research, Vlek et al. are using the concept
of added value, Like Krut and Munis, they argue that
some sorts of CSR achievements will have to be
reported qualitatively instead of quantitatively: “A
couple of variables, especially social-psychological
ones, should not presently be calculated but de-
scribed”. It seems that the reason is a practical one: it
would be impossible to measure every aspect
quantitatively.

The researchers are not very clear as to how they
measure their variables practically. They mention
that it can be done with questionnaires or interviews.

The question arises whether it is possible to measure
all the variables that are needed in the study by Vlek
et al. They have such a comprehensive approach, that
it is almost impossible to measure all the relevant
variables accurately. Furthermore, because their re-
search is very comprehensive, the benchmarking
method itself cannot be very transparent.

Finally, the authors acknowledge that different
stakeholders often have different interests: “Stake-
holders could judge the importance of specific
achievement variables differently”. They also
acknowledge that the interests of different stake-
holders should have different weights in the overall
judgment: “The care for the well-being of stake-
holders should increase with their dependency and
therefore their vulnerability”.

Our own approach

In order to counter the methodological problems as
well as possible, we develop a benchmark method
with the following characteristics.”

— We focus on the three P’s and on four sectors
(construction, retail, chemical sector and
financial and banking sector). We distinguish
between 70 aspects or categories of CSR,
which are related to six different groups of
stakeholders, namely employees, suppliers,
customers, society at large, shareholders and
competitors.

— For each category, three scores are distin-
guished (valued respectively by 0, 1/2 and
1.0).

— In order to obtain data of the 70 aspects of
CSR, we use a questionnaire. The answers
filled in by the companies are checked using
annual reports and other public information.

— The most innovative element of our research
concerns the second part of the questionnaire,
in which the company is asked to give its
opinion about the relevance of the different
aspects of CSR. (they may choose a value of 0,
1/2 or 1.0 for each aspect). Also some Non
Governmental Organizations (NGOs) have
been sent this part of the questionnaire, which
enables us to know how these organizations
value the various activities. The respondents



are also asked to attach weights to the relative
importance of different stakeholder groups.
The overall benchmark is based on a weighted
sum of the scores, using the weights given by
both the companies and the NGO’s. A
robustness test and sensitivity analysis is done
to examine whether the outcome will be dif-
ferent for various other valuations.
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TABLE 1I

Table II gives an overview of how our approach
tries to tackle the problems described in Section 3.
First, although we cannot solve the problem of
pluralism in a completely satisfactory way, we use a
pragmatic method by defining concrete CSR aspects
that entrepreneurs find reasonable and relevant to
what they care about. That is one of the reasons why
we investigate how much value the respondents and

Methodological problems and mitigating actions in our approach

Problem

Description

Mitigating action in our research

Monism and
commensurability

Intentions

Subjectivity of valuation

Care ethical point of view

Context dependence of
moral action

Control of the company

Communication damages
moral action

To sum the various values,

either monism or commensurability
of values should be assumed.

These assumptions are, however,
doubtful. To calculate a quantitative
score, it should be assumed that values
are quantifiable

The benchimark practice does not deal
with intentions, which are important
for evaluating a moral action

Moral actions should be valued,
which can for the larger part only
be done by the researchers themselves

The practice does not consider
that some stakeholders should be
given more care than others

The practice does not consider
that valuation of many actions is
context dependent and that some
norms and values are not fixed

The practice does not consider

that a company that has not full
control of some actions cannot be
held fully responsible for those actions

The practice needs transparency of
the company. The company,
however, may not be willing to give
information about their moral actions,
because this damages the moral status
of the action

Pragmatic component-value strategy in
which the weights are based on the
opinion of companies and NGQO'’s

Assume good intentions are correlated
to efforts and procedures

Selection of aspects and critical values
using outcomes of earlier research

Ask respondents for weights

Perform a robustness test and sensitivity
analyses

Explain the used method in detail

Ask respondents for weights per group
of stakeholders

Reestrict the research to one sector.
Apply the law of large numbers by
including many aspects in the bench-
mark

Restrict to sectoral comparisons
Include efforts (besides outcornes)

Only benchmark companies that have
filled in the questionnaire
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NGO’s attach to these different aspects and why we
base our weights in the total benchmark on their
opinions. As Anderson (1993) argues, such a com-
ponent-value strategy, in which the overall value is a
weighted sum of its component values, can offer a
successful solution to the multi-criterion evaluation
problem if criteria are relevant for the practice for
which they are to be evaluated. It represents evalu-
ation essentially as a matter of calculation, with the
aim of making the process precise and decisive.
Similar component-value strategies are applied, for
example, in decathlon scoring, in which times and
distances in different events, such as the hundred-
meter dash, the shot put and the long jump, are
converted to a common point scale (Anderson,
1993). Basing the weights on the opinions of the
companies and NGO’s is also consistent with prin-
ciple P6.3 of the AA1000 standard stating that the
identification of indicators that reflect the company’s
performance must be based on the values of the
company itself, the opinions of stakeholders and the
society at large (Jonker, 2000).

The second criticism on the lack of a test on
moral intentions is encountered by assuming that
good intentions will be correlated to CSR. efforts.
For this purpose, we included several process
parameters that measure concrete efforts and pro-
cedures to foster ethical standards besides the con-
sequences of these actions in terms of the company’s
environmental and social performance. This is in
accordance with the principle P6.4 of the AA1000
standard (Jonker, 2000). It should be acknowledged
that this solution is not fully satisfactory, because
efforts and procedures are not necessarily motivated
by good will but can also stem from the profit
motive.

The subjectivity of valuation is addressed in four
ways. First, the initial selection of the aspects to be
monitored and the cut-off values used for deter-
mining the mark per aspect are based on the out-
comes of Graafland et al. (2002), which studies
corporate social responsibility for about 100 Dutch
companies. This research also focused on the con-
struction, retail and financial and banking sector.
Therefore, the outcomes of this research yield good
indications about relevant cut-off values determining
the valuations per concrete aspect. The subjectivity
is further diminished by asking the respondents
about how they value the relevance of the concrete

aspects distinguished in the questionnaire. The
weights used in the benchmark are based on the
average outcomes of this part of the questionnaire.
Instead of our own subjective estimates, the
benchmark is therefore inter-subjective (although
not fully objective). Third, the inter-subjective basis
of our questionnaire is tested on its robustness by
performing a sensitivity analysis, using four alterna-
tive sets of weights: one based on the individual
responses of companies, one based on sectoral
averages, one based on total averages and one based
on the weights of the NGO’s. Finally, the objec-
tivity of our benchmark is further raised by keeping
it relatively simple and by explaining the method in
full detail (Graafland et al,, 2003b). This is an
advantage of our approach over other more com-
plicated benchmark methods.

Distinguishing explicitly between six different
stakeholder groups and asking the respondents about
the relative importance of these stakeholder groups
deal with the fourth point of criticism. Insofar as care
considerations affect the weight attached to certain
stakeholder groups, these considerations impact the
total outcome of the benchmark.

The fifth point of criticism is dealt with by
focusing on specific sectors. Assuming that compa-
nies within one sector are subject to similar
circumstances, this will enable us at least to compare
the benchmark for companies per sector. In order
to facilitate comparison of companies belonging
to different sectors, we used sector-specific weights
reported by the respondents, assuming that
these weights correct for different contexts of
these companies. Furthermore, by including
many aspects of CSR, we hope that the bias
caused by very specific contexts for certain aspects
of particular companies will not dominate the
overall benchmark because of the law of large
numbers.

Assuming that companies belonging to a partic-
ular sector also face similar problems of lack of
control, the sectoral focus of our benchmark ap-
proach will also diminish the problem how to cor-
rect for lack of control by the company. In addition,
this problem is countered by adding categories that
measure efforts and procedures rather than the out-
come of these efforts. When a company has the
intention to eliminate child labor in its company
(including its suppliers) and really does much to
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eliminate it, but cannot eliminate all child labor
because it does not have full control, then the
company should not be seen as a less responsible
company.

The communication problem is handled by only
benchmarking the companies that were prepared to
send in the questionnaire. Only if we were to
compare companies that have sent in the question-
naire with companies that did not respond, would
we somehow have to value the response as such.

The outcomes of the questionnaire

In this section we present the benchmark outcomes
of our research. First, we give a short overview of
the categories of CSR included in the benchmark
and the response to the questionnaire. Next, we
present the outcomes of the benchmark and test the
robustness using different methods of weighting.

Categories of CSR

Table IIT presents a condensed overview of the
categories used in our benchmark method.

The benchmark comprises CSR. aspects relating
to economic sustainability (in particular, prevention
of inside trading, profitability, measures to prevent
collusion and bribery), ecological sustainability (like
ecological effects of the production process and
product of the company itself as well as of its sup-
pliers) and social sustainability (such as the labor
conditions of the company itself and its suppliers, the
contribution to social problems of society at large).
In addition, like Kleinfeld (2001), we include the use
of several instruments that facilitate responsible
behavior of the company, like the ISO standards,
code of conduct, ethical committee and ethical
training (Graafland et al. 2003a).

Response

The addresses of the companies were taken from
publications of PriceWaterhouseCoopers (2001,
2002a—c). These publications also contain detailed
statistics about the number of employees and the
profitability of the company. In total we sent our

questionnaire to 378 companies. The response rate
varied from 20% in the construction and chemical
sector to 14% for the financial and banking sector
and 9% for the retail sector. On average, the re-
sponse rate was 15.3%.

In order to check the reliability of the answers, we
checked the data by researching annual reports,
newspaper articles and Internet sites to detect rele-
vant information for a subset of 30 aspects. On
average, we found divergences for only 1 or 2 as-
pects per company. Since there was no systematic
upward or downward bias in the answers of the
companies, we decided not to adapt the answers
filled in by the companies themselves.

Four methods of weighting

The overall benchmark (B) was constructed by using
the following formula:

B = (Sum(w; x b;) + w,b, )/ (Sum(w;) + w,)

w; denotes the weight per stakeholder and w, is the
weight for the use of instruments. b; is the bench-
mark per stakeholder and b, the benchmark for the
use of instruments. b; is constructed by the following
formula:

b,‘ = Sum(wj X bj)/Sum(wj)

where w; denotes the weight per aspect of CSR and
bj the value of the option per category filled in by the
company. The benchmark for the use of instruments
is calculated in a similar way.

As we asked the opinion of the respondents and
NGO’s about the weights to be used for the
benchmark, we have four alternatives of weighting.
First, we can construct an overall benchmark index
using for each company the weights reported by the
companies themselves. The company then defines by
itself the criteria that are relevant to judge its CSR
performance. We will label the benchmarks with
this weighting scheme the individual benchmarks.
The advantage of this method of weighting is that
the benchmark will maximally reflect the context
that the individual company perceives as most rele-
vant. The disadvantage of this method is that the
weight might be biased. In particular, companies
might attach high values to CSR aspects for which
they rank high.
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A more objective method is the second approach
in which we used averaged weights per sector. As
companies operating in one particular sector face
similar conditions, using sectoral weights will still
take account of the context of the company, although
not as specific as in the case of individual weights. We
will name these benchmarks the sectoral (based)
benchmarks. An advantage of this approach is that
subjective judgments and the upward bias created by
using individual weights will be filtered out.

A third method is to use average weights based on
the ftotal sample of companies. We will call these
benchmarks the total average or total based bench-
marks. Compared to the second approach, this
method of weighting does not take account of
context aspects related to typical sectoral character-
istics. Still, it is interesting to test whether this gen-
eral method of weighting produces completely
different benchmark results.

In the last approach we will use the average
weights of the NGO’s. These benchmarks will be
referred to as the NGO (based ) benchmarks. This also
provides insight into the robustness of the benchmark
approach. In particular, it allows us to test how
stakeholder related the benchmark is. Of course, we
are very much interested to see whether and to which
degree the individual, sectoral, average and NGO
benchmarks will diverge from each other.

Robustness of the benchmarks

Figures 1—3 compare the outcomes of the various
benchmarks. These figures show that the differences
between the sectoral benchmark, the NGO bench-
mark and the average benchmark are not large. In
contrast, if the total average benchmark and indi-
vidual benchmark are plotted together the points are
less close to the reference line (45° line), which
means that the differences between the two bench-
marks are larger. The picture also makes clear that
the difference between the benchmark based on
individual weights and the benchmark based on total
average weights is more likely to be positive for
companies with a high CSR performance than for
companies with a low CSR performance. This
might indicate that companies with a high CSR
performance are more aware which aspects of CSR.
receive a high valuation in their company. As a re-
sult, they are more able to provide a valuation that is
consistent with their performance.

On basis of these results, we conclude that the
weights do not generally have a strong impact on the
benchmarks. The ascending order is rather robust. In
all sectors, the company receiving the highest mark is
the same for weights based on sectoral averages, total
averages or NGO’s averages. This has important
implications

NGO benchmark

0.9

0.8

[th)

0.6

0.5

0.4

0.2.

0

0 0.1 0.2 03 0.4

0.5 0.6 0.7 0.8 09 1

average benchmark

Figure 1. NGO benchmark plotted with the total average benchmark.
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Figure 3. Sectoral benchmark plotted with the total average benchmark.

(i) the sectoral-specific context is not of decisive
importance, since secforal based weights hardly
change the benchmark compared to total based
weights;

(ii) also stakeholder-specific opinions hardly matter,
as the NGO based weights do not impact the
benchmark outcome compared to total based
weights.

Only in the case of weights based on the individual
answers of companies, the company receiving the
highest mark is not the same as the one selected by

other methods. Since individual weights are rela-
tively subjective and might be biased to the actual
performance of companies, the weights based on
sectoral averages may provide a more reliable guide
since it still takes into account the sectoral context
whilst being more inter-subjective in nature.

Summary of the main findings

There are many advantages to benchmarking of
corporate social responsibility of companies. For
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example, benchmarking serves transparency.
Through benchmarking, companies are given a
mark for their actions and achievements, which
enables stakeholders to judge how responsible a
specific company is. When a score is constructed, it
is much easier for stakeholders to confront the
company with its actions. This increases its
accountability in terms of CSR.

Notwithstanding these and other advantages,
benchmarking of CSR is also highly criticized be-
cause it tends to disregard the complexity of mea-
suring responsible behavior. These problems relate
to the assumption that values can be reduced to one
dimension (monism) and that values are comparable
(commensurability). Moreover, benchmarking may
disregard the intentions of the company or the
particular context in which the company operates.
Furthermore, the estimation of the quality of the
company’s CSR. efforts may be rather subjective
because of measurement problems, whereas the
possible lack of control of the company cannot be
taken into account either.

In order to encounter the problems as well as
possible we have developed a benchmark method
that focuses on economic, social and environmental
value creation in four Dutch sectors (construction,
retail, chemical sector and financial and banking
sector). We have sent a questionnaire to Dutch
companies with 70 aspects of CSR, which are both
related to the effort and procedures of the company
to foster ethical standards as well as to the results of
these efforts. We have checked the answers using
annual reports and other sources of public informa-
tion. The weights of these categories in the overall
benchmark are based on the company’s opinion
about the relevancy of these different aspects of
CSR.. Also some NGO’s have been sent this part of
the questionnaire in order to know how these
organizations value the various activities.

Comparison of the four benchmarks shows that
the various weights do not have a strong impact on
the benchmarks. The ascending order is rather ro-
bust. In all sectors, the company receiving the
highest mark is the same for weights based on the
sectoral averages, total averages or NGO'’s averages.
Also the top five in the total ordering of all com-
panies is very robust when these different weights are
used. This indicates that neither the sectoral context
nor specific stakeholder perceptions have a major

impact on the benchmark results. Only in the case of
weights based on the individual answers of compa-
nies, the company receiving the highest mark differs
from the one selected by the other methods. Since
individual weights are relatively subjective and
might be biased to the actual performance of com-
panies, the weights based on sectoral averages may
provide a more reliable guide because it still takes
into account the sectoral context, whilst being more
inter-subjective in nature,
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Notes

" These problems are also apparent in benchmarking, for
example, the transparency of central banks regarding
monetary policymaking. See e.g. Eijffinger and Geraats
(2002).

* For a more detailed report of our benchmark method and
outcomes, see Graafland et al. (2003).
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