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ABSTRACT
This study examines the relative importance of
criteria that investors consider when evaluating corporate
social performance.

Socially sensitive investing has

increased in importance in the past two decades and the
availability of information is key to effective social
action.

The Analytic Hierarchy Process

(AHP) is used to

determine the relative importance assigned to specific
social criteria by representatives of socially or
environmentally responsible mutual funds in the U.S. and
abroad.

A hierarchy of social criteria is developed.

Five

criteria enter into the evaluation of corporate social
performance: community involvement,

environment,

fair

business practices, human resources, and products and
services.
The most important criterion to the participants is
environment, and it accounts for more than one-third
(37.6%) of the evaluation of corporate social performance.
The participants are particularly interested in a
corporation's current impact
environment.

(positive or negative) on the

Products and services

(20.8%) is the second

most important criterion to the participants,

vii

followed by

fair business practices
(15.9%).

(16.2%), and human resources

Community involvement

(9.5%) is least important.

Five subcriteria groups account for 60% of the
evaluation of corporate social performance.
subcriteria groups are:
(23.7%),

These

(1) protection of the environment

(2) product safety (11.2%),

reporting/management issues

(9.5%),

(3) environmental
(4) employee health and

safety (8.4%), and (5) equal employment opportunity (7.3%).
Accounting regulators may focus on the development of
standards to properly report these issues to interested
stakeholders.

The findings may assist corporate managers

in providing relevant social information and in the
planning process.
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CHAPTER 1
INTRODUCTION
The purpose of this research is to determine the
relative importance of criteria that investors consider
when evaluating corporate social performance.

Socially

responsible investing has increased in importance during
the past two decades, and the availability of information
has been stated as the key to effective social action
(Harte, Lewis, and Owen 1991, Rockness and Williams 1988).
The results of this study may be used by corporate managers
to assist them in producing more useful voluntary social
reports.

In addition, accounting regulators may use the

findings to evaluate existing social disclosures and the
need for additional mandatory social disclosures.
Socially sensitive funds appeared in the U.S. in the
1970s and have continually grown in importance since that
time.

The growth in social investing is evidenced by the

increased number of funds in the U.S. that include social
or environmental criteria in the investment decision.
Socially sensitive funds control more than three billion
dollars in assets

(McVeigh 1994).

In addition, U.S.

investments subject to some type of social screen are

1

estimated to have assets totalling between $500 billion and
$1 trillion (Lowry 1991).
Several researchers

(Dierkes and Antal 1985,

Arrington, Jensen, and Tokutani 1982, Jensen 1977) have
suggested that stakeholders1 be studied to determine the
social information they desire so that it can be provided
to them.

Dierkes and Antal

(1985, 29) stated that most of

the previous research efforts have focused on the
conceptual and methodological aspects of corporate social
reporting,

rather than on the development of a data base of

information needs to be met:
In practice, key individuals in business and
academics in particular have postulated information
needs and determined how to meet them, with almost
no attempts to obtain inputs and feedback from the
potential target groups.
This study is an initial step to determine the social
information preferences of one particular stakeholder
group; namely,

investors.

This exploratory study is

directed toward obtaining evidence to address the following
question:
What is the relative importance of social/
environmental criteria to socially responsible
investors in their evaluation of corporate social
performance?

•Freeman (1984) defines a stakeholder as "any group or
individual who can affect or is affected by the achievement
of the firm's objectives."
Stakeholders include
stockholders, creditors, customers, suppliers, employees,
public interest groups, and government bodies.

The Analytic Hierarchy Process

(AHP) is used to

determine the importance assigned to specific social
criteria by representatives of mutual funds judged to be
socially or environmentally responsible.

Given the cost of

producing social information, determining the relative
importance of social issues may aid management in
efficiently allocating its resources and providing users
with more relevant information.

In addition,

the findings

of this study may assist the accounting profession in
evaluating existing social disclosures and the need for
additional mandatory social disclosures.
Background
In the recent past,

corporations were considered

socially responsible if they operated within the confines
of the law, generated a profit, and provided employment for
members of society (Epstein, Flamholtz, and McDonough
1976) .

However, with the rising importance of consumerism,

realization of the detrimental effects of pollution,
the desire to eliminate discrimination,

and

society has

broadened its view of the social responsibility of
corporations.

For example,

the increased interest in

environmental issues is evidenced by the attendance of
world leaders and the international press coverage of the
United Nations Conference on Environment and Development
held in Rio de Janeiro in the summer of 1992

(Davis 1993).

Concern with ethical and social issues has resulted in
the development of the ethical or socially responsible
investment, which has increased in importance in recent
years and has attracted the attention of accounting
researchers

(Harte, Lewis, and Owen 1991, Rockness and

Williams 1988, Wokutch and Fahey 1986) .

One visible sign

of the growing interest in social investing is the increase
in the number of funds that include social performance
criteria in the investment decision.

Socially sensitive

funds appeared in the U.S. in the 1970s and have grown
since that time, with a noticeable boost in response to the
1989 Exxon Valdez accident

(Brown 1990).

After the

accident, Merrill Lynch set up a unit investment trust with
environmental emphasis called the Environmental Technology
Trust: investors responded by investing over $128 million
in less than two weeks

(Brown 1990).

Social Investing
The traditional view of investing is that investors
act in their own best economic interest by choosing maximum
returns.

However,

rising public concern over social and

environmental side effects of business has resulted in the
inclusion of two new factors in the investment decision
process.

First, public concern over a particular issue may

result in new sanctions directed toward companies such as
legal enactments, government regulation, judicial
decisions, or consumer retaliation

(Spicer 1978) .

These

types of sanctions affect the value of securities;
therefore, knowledgeable investors may consider a
corporation's social performance when making investment
decisions.

In addition, Bowman (1973) reported that

investors may associate lower levels of risk with the stock
of corporations that demonstrate adequate social concern.
Second, many investors are concerned with the way a
firm interacts within the world.

There has been an

increase in the number of investors who, for moral or
ethical reasons, believe they should avoid investing in
corporations that cause social injury or environmental
damage.

The proportion of so-called "ethical investors" is

unknown but increasingly visible

(Spicer 1978).

Some

investors are willing to pay a premium for the securities
of socially conscious firms.

Other investors respond to a

lack of corporate social involvement or to detrimental
social policies by selling their holdings.
many investment fund managers,

corporations,

For example,
and

individuals withdrew their investments from South African
companies as a response to apartheid (Kinder, Lydenberg,
and Domini 1992).

This trend is presently changing

following an appeal from Nelson Mandela,

the leader of the

National African Congress and President of South Africa, to
reinvest in that country.

Consequently,

investors that

once divested from South Africa are beginning to reinvest
(Blumenstyk 1993).

However,

social investing has not faded

away with apartheid.

Recently,

there has been political

pressure to boycott Taiwan because it has become the
world's leading market for killing and marketing endangered
species.

The Earth Island Institute placed a full page

advertisement in The New York Times

(1993) urging readers

to join 'the boycott and voice their distress to political
leaders.
Socially sensitive investment activities increase the
need and desire for information that allows investors to
assess corporate social performance.

Harte, Lewis, and

Owen (1991) found that some investors base their investment
activities on one particular social issue such as the
environment, while other investors base their decision on
multiple social issues.

This study is designed to

determine the relative importance of social criteria that
socially responsible investment fund managers use in their
assessment of corporate social performance.
Need for Study
Recognizing the increasing requests for social
information,

the accounting profession has attempted to

address the issue.

The American Institute of Certified

Public Accountants'

(AICPA) Study Group on the Objectives

of Financial Statements

(1973, 54) stated:

An objective of financial statements is to report
on those activities of the enterprise affecting
society which can be determined and described
or measured and which are important to the role
of the enterprise in its environment.

In 1974, the Committee on Accounting for Corporate Social
Performance of the National Accounting Association (now the
Institute of Management Accountants)

identified four major

social areas that corporations should consider: community
involvement, human resources, physical resources and
environmental consequences, and product or service
contributions.

In addition,

the American Accounting

Association (1971, 1972, 1973, 1974, 1975) commissioned a
number of groups to study social reporting issues that
further highlight the profession's interest in and
recognition of the importance of social issues.
Numerous studies have been conducted to determine the
market reaction to the disclosure of selected types of
financial information.

However, as discussed previously,

some investors are using more than financial information to
make their investment decisions.

In fact, research

findings suggest that the market reacts to social
information (Shane and Spicer 1983, Jaggi and Freedman
1982, and Anderson and Frankie 1980).
Anderson and Frankie

(1980) found that there is

information content in social disclosures and that the
market values social disclosure.
(1980, 477) stated:

Anderson and Frankie

The results have many important implications:
economic resources appear to be allocated in
the market to securities of those firms that
socially disclose; social performance information
has an impact on the market; and voluntary (not
subject to GAAP) accounting information has an impact
on the market.
Jaggi and Freedman (1982) studied investor reaction to
pollution disclosures.
divided into two groups:

Firms in polluting industries were
firms disclosing pollution

performance information, and firms not disclosing pollution
performance information.

The market model was used to

determine the magnitude of the price change for firms in
the two groups.

Jaggi and Freedman (1982) found a positive

reaction to firms disclosing pollution information.

Shane

and Spicer (1983) investigated security price movements
associated with the release of negative,
produced environmental information.
(1983)

externally-

Shane and Spicer

found that firms experienced, on average,

large

negative abnormal returns on days surrounding the release
of negative environmental information.
These studies, coupled with the increase in socially
responsible investing, lead to the conclusion that the
investment decision may be a function of both financial and
social performance.

Little research has been conducted to

determine the social factors that are important to
investors when evaluating corporate social performance.
This exploratory study provides information of the relative
importance of social factors of a particular investor

group, those sensitive to social performance.

Once the

important criteria are determined, methods to measure and
disclose the information can be pursued.
Expected Contributions
Corporations are increasingly being called upon to be
more socially responsible, resulting in an increased demand
to disclose information concerning their social activities.
However, previous research provides few answers concerning
the social information needs of various stakeholders.

This

study responds to suggestions from researchers to determine
what social information is desired by socially responsible
investors;

namely, mutual fund managers of socially and

environmentally responsible funds in the U.S. and abroad.
The current study extends previous research (see Chapter 2)
by considering socially responsible investors.
Managers may use the findings of this study as an
indication of the social information needs of an important
investor group--investors sensitive to social
responsibility.

Estimates of U.S. investments with social

screens range from $500 billion to $1 trillion.

The

results of this study may aid managers in producing more
useful social reports for institutional investors and fund
managers who control these funds.

In addition,

the

findings may help the accounting profession reevaluate
mandatory social disclosures.

summary
This chapter presented an overview of the study and
the expected contributions.

Chapter 2 reviews the relevant

research and describes how this study extends previous
research.

Chapter 2 also presents an overview of the

accounting literature that has used the Analytic Hierarchy
Process

(AHP).

Chapter 3 details the research method,

including a description of the participants,

a detailed

explanation of the AHP, and a discussion of the data
analysis procedures.
in Chapter 4.

The results of the study are provided

Chapter 5 offers a summary of the findings

and related implications.

CHAPTER 2
LITERATURE REVIEW
Chapter 2 focuses on two areas important to this
study:

(1) literature concerning corporate social

responsibility and (2) the Analytic Hierarchy Process
literature.

(AHP)

The literature concerning corporate social

responsibility is extensive.

Several areas of research are

relevant to this study and are examined in this chapter.
First, a brief overview of the history of corporations and
their changing relationship with society is provided as a
foundation for the current study.

A description of the

influences on corporate social behavior, and a review of
social issues recently addressed by the accounting
profession follows.

Next, previous accounting research

addressing social issues is presented.
includes three topics:

Previous research

(1) descriptive studies concerning

social information that has been disclosed by corporations,
(2)

association studies concerning the correlation between

social performance,

social disclosure, and economic

performance, and (3) survey studies that elicit lists of
social information desired by stakeholders.

Finally, a

summary of accounting research using the AHP is provided
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followed by a brief overview of controversies surrounding
the AHP.
Corporations' Role in Society
A large body of literature exists in economics,
business, law, and political science that addresses
corporations' role in society.

Corporate social

responsibility is dynamic and changes over time in response
to various pressures.

Murninghan (1992) outlined five

historical phases of the corporation and the role of social
responsibility in each phase.

Corporations began in the

Roman and Medieval periods when laws were generated to
govern groups, villages, and towns.

The belief that

institutions operating beyond self-interest were superior
to those operating solely for financial purposes
characterized this phase.

Sovereigns granted corporate

charters to entities that advanced the community.
Murninghan (1992) described the 16th to 18th centuries
as the second phase.

During this time, the Crown granted

charters to those involved in exploration and trade with
the East and New World.

This time marks the beginning of

the modern corporation with emphasis on profit, limited
liability,

and separation of ownership and management.

And

yet, even during this time, English law stated that a
private corporation was to be undertaken for public
purpose.

The third phase included the growth of

corporations in America.

American corporations were first

13
chartered by state legislatures and generally had a service
orientation and goal to strengthen the community.

However,

by the 1850s, chartering became standardized and did not
require legislative action.

This standardization increased

participation in corporations, but accountability
decreased.

Corporate entities obtained greater freedom

from public control, and the idea of community
responsibility faded into the background.
Murninghan (1992) defined the fourth phase as the
industrial revolution when corporations grew and became
more complex resulting in further separation of ownership
and control.

A managerial elite with a profit orientation

replaced owners.

Milton Friedman is the best known

proponent of this concept of the corporation.

Friedman

(1962) stated that a corporation's responsibility is to
deal fairly and honestly with clients in pursuing the
primary goal of maximizing profits.

Any problems that

arise from side effects of business activities,
pollution,

such as

are considered to be the responsibility of

government.

Though this view has decreased in popularity

in the last three decades, many managers still follow the
profit maximization philosophy.
Throughout the 1960s, 1970s, and 1980s, many reformers
argued for increased corporate social responsibility by
using boycotts, proxy campaigns, and government
intervention (Jensen 1977).

Murninghan (1992) linked the

beginning of the fifth phase with the growth of the
multinational corporation.
citizens.

In addition,

Corporations became world

institutional investors hold close

to a majority of all common stock.

Private and public

pension plans have a combined value of more than $2
trillion, and are expected to become the majority
shareholders in most American firms by the end of the
decade.

Other institutional investments,

including mutual

funds, trust funds, and endowments have grown due to tax
laws allowing special treatment to funds with retirement or
charitable purposes.

Institutional investors are

interested in the long-term performance of corporations and
are fiduciaries for the individuals they represent.

These

individuals are public citizens concerned with the world,
and they desire a world free of poverty,
environmental abuses,

illiteracy,

and other social problems.

This view

is similar to the stakeholder concept where the role of
management is essentially that of mediation among various
stakeholder groups with the belief that corporations are
responsible to many stakeholders in addition to
shareholders.
constituencies,

Because managers are responsible to diverse
they must introduce social responsibility

objectives into their operations

(Wiseman 1982).

Influences on Corporate Social
Behavior and Reporting
Increasing pressure is being placed upon corporations
for social accountability.

This pressure is coming from

many sources including internal management,
employees and labor unions,

investors,

suppliers, competitors,

consumers and distributors, and society in general
1977) .

(Jensen

A clear understanding does not exist regarding the

information rights of these various groups, but legislation
and edicts from governmental agencies have increased
disclosure requirements in recent years.
Consumers and Public Interest Groups
In 1962, President John F. Kennedy outlined the first
listing of three consumer rights, including (Gaedeke and
Etcheson 1972, 3-4):
(1)

the right to safety from goods that are dangerous
to health or life;

(2).

the right to be protected against misleading or
deceiving marketing practices which deny the
consumer the ability to make an informed choice;
and

(3)

the right to be heard in the government's
formation of consumer policy.

Since this listing was made, consumers and public interest
groups have greatly influenced the role of social
responsibility in corporations.

Private citizens have

brought lawsuits against corporations for social "wrong
doing."

Consumer interest groups have boycotted products

and protested loudly against certain corporate actions.
Ralph Nader is probably the most famous corporate
"watchdog" starting with his testimony before traffic
safety hearings and the publication of his book on safety
defects in automobiles

(Jensen 1977).

Public disapproval

is often expressed in the form of a boycott.

During 1990,

approximately 300 boycotts occurred in the U.S., and 27
percent of American consumers claimed to have boycotted a
product due to a manufacturer's poor environmental record
(Hayes and Pereira 1990).

Another group that has impacted

business is the Council on Economic Priorities

(CEP).

This

organization performed independent pollution audits of
several industries in the 1970s and published its findings.
Accounting researchers

(Spicer 1978, Bowman and Haire 1975,

Bragdon and Marlin 1972) found a market reaction to these
announcements.

The CEP has studied other areas of social

responsibility,

including hiring practices.

In addition,

the CEP published Rating America's Corporate Conscience
(1986).

The book provides information concerning the

performance of 130 U.S. corporations on a variety of social
dimensions.

Other groups exerting pressure on corporations

to be socially responsible include the Sierra Club, the
National Audubon Society, and the Interfaith Center for
Corporate Responsibility (ICCR).

Though the trend is currently changing, calls for
divestment in South Africa resulted in increased interest
in corporate responsibility in the past two decades.

In

protest to apartheid, many consumers and public interest
groups called for withdrawal of investments in South
Africa.

In 1976, the Sullivan Principles were formulated

to guide U.S. corporations operating in South Africa.

The

Sullivan Principles provided a system to rate an individual
corporation's performance.

This rating system allowed

corporations to demonstrate that they were performing at an
acceptable level in accomplishing specific goals related to
blacks in the work force (Paul and Lydenberg 1991).

The

effect of the Sullivan Principles has been debated and
criticized (Arnold and Hammond 1994); however,
demonstrated the power of organized groups.

they

A more current

example is the formation of the Valdez Principles in 1989.
The Valdez Principles are a set of environmental principles
designed to guide corporate behavior and provide the public
a standard of performance to which they can hold
corporations,
Africa

similar to the Sullivan Principles on South

(Crane, van Buren, and Smith 1992).

for Environmentally Responsible Economics
the Valdez Principles.

The Coalition
(CERES) developed

Representatives of various

environmental groups and social investors compose CERES.
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Social Investors
Social investment encompasses many concepts.

The

fundamental theme is the integration of social or ethical
criteria into the investment decision-making process
(Domini 1992).

The first formal expression of socially

responsible investing (SRI) was in the early 1900s when
some churches chose not to invest in companies making
alcohol or tobacco products.

In other words,

they set out

to make their investments consistent with their ethics
(Kinder, Lydenberg, and Domini 1992).
practiced for close to a century,

Though SRI has been

the South African

divestment issue brought national attention to S R I .

South

African divestment initially drove the growth of the SRI
industry, but other social issues have entered the debate
(Shapiro 1992).

With the increase in ethical investors,

there is a corresponding demand for information concerning
corporate social performance.
Shareholder Activism
Another influence on corporations is growing
shareholder activism.

Shareholder resolutions and proxy

fights have become a common occurrence in shareholder
meetings during the last 25 years.

The first instance of

large-scale shareholder activism was in 1967 when a New
York community organization,

FIGHT, purchased a few shares

of Kodak stock to gain entrance to the shareholder meeting.
The representatives of FIGHT protested Eastman Kodak's
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performance in regard to jobs and recognition for poor
African Americans.

This event marked the first direct

demand by well-organized citizens that a large corporation
deal directly with a social problem (Paul and Aquila 1988).
Proxy resolutions are the most common form of
shareholder activism.

Universities,

churches, and pension

funds introduced many resolutions

involving social issues

(Paul and Aquila 1988).

a group of lawyers formed

In 1970,

the Project on Corporate Responsibility (PCR) to test the
effect of shareholder resolutions on corporate social
change.

PCR presented nine resolutions concerning social

issues to General Motors

(GM).

GM refused to include the

resolutions in the proxy statements,

and after much debate,

the Securities and Exchange Commission (SEC) ruled that GM
include two of the resolutions.

Neither resolution

received enough votes to be reconsidered the following
year, and though many shareholder resolutions have met this
fate, the shareholder resolution remains the most common
form of shareholder activism.
not always succeed,

Though the resolution does

it publicizes the problem and causes

management to think about the issues
1988).

(Paul and Aquila

U.S. shareholders sponsored more than 350

shareholder resolutions during 1991

(Smith 1992).
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Legislation
In response to societal pressure of adverse publicity,
public dismay, boycotts, and shareholder resolutions,
extensive legislation has been enacted dealing with social
issues.

There has been legislation to ensure employee

safety, discourage employment discrimination,
the environment.

and protect

Legislation concerning social issues

includes the Occupational Safety and Health Act of 1970,
the Equal Employment Opportunity Act of 1972, and the
Consumer Product Safety Act of 1972.
The National Environmental Policy Act of 1969 set up
laws to govern environmental activities and established the
Environmental Protection Agency (EPA).

Major federal

environmental laws include the Clean Water Act,
Air Act,

the Clean

the Resource Conservation and Recovery Act of

1976, the Comprehensive Environmental Response,
Compensation and Liability Act of 1980
to as Superfund), and its amendment,

(commonly referred

the Superfund

Amendments and Reauthorization Act of 1986, and the Toxic
Substances Control Act.

The scope of these laws is very

broad, requiring companies to track hazardous waste from
"cradle to grave"

(Zuber and Berry 1992). The Superfund law

provides the EPA with the power to seek recovery from any
potentially responsible party of an environmentally
contaminated site.

Some estimates indicate that industry
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will have to spend $150 billion to clean up hazardous waste
sites already identified by the EPA (Zuber and Berry 1992).
This legislation has increased the expected cost of
social irresponsibility.

The prosecution of companies for

environmental crime has increased steadily since 1982 when
the EPA's Office of Criminal Enforcement was founded.

In

addition, penalties have escalated, and some executives,
held personally responsible for environmental damage, have
been sentenced to jail terms

(The Economist 1990).

Accounting Profession
The accounting profession has addressed two social
issues recently.

Two releases from the Emerging Issues

Task Force (EITF) of the Financial Accounting Standards
Board (FASB) have addressed very specific reporting issues.
The two releases

(EITF Issue 89-13 and EITF 90-3) specify

when to capitalize or expense the cost of asbestos removal
and the cost of treating environmental contamination.
One area that the accounting profession has addressed
more fully concerns auditing and the environmental la w s .
Environmental problems can result in fines and penalties as
well as significant cleanup costs of hazardous waste sites.
If a company fails to comply with environmental laws or is
involved with cleanups,
the auditor.

these facts must be addressed by

In addition,

if the costs are substantial,

the auditor may have to determine if the client is a viable
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going concern and if an environmental audit may be required
(Cornell and Apostolou 1991).
Current Social Responsibility Disclosures
Environmental reporting is receiving increased
attention from users of accounting information and
accounting regulators due to the increase in environmental
liability.

However, regulatory bodies,

such as the SEC or

FASB, currently require very little social responsibility
accounting information.

Many corporations have taken the

initiative and now are providing social data in their
annual reports on a voluntary basis.

Corporations have

disclosed information using several alternative methods.
The most frequently used method is descriptive.

The

corporation reviews and summarizes actions and reports them
narratively and non-quantitatively.

Epstein,

Flamholtz,

and McDonough (1976) described three major approaches
beyond the descriptive approach:

(l) the process audit

proposed by Bauer and Fenn (1972) that emphasizes the
assessment and evaluation of corporate social programs in
non-monetary terms,

(2) an approach proposed by Linowes

(1974) that results in a Socio-Economic Operating Statement
including dollar expenditures of both social benefits and
costs, and (3) an approach used by Abt

(1977) that results

in social information measured in monetary terms and
reported in a balance sheet and income statement format.
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Though many corporations have made an effort to report
social information,

the quantity and quality of social

information vary greatly from corporation to corporation.
The current state of social reporting in the U.S. has been
the subject of strong criticism because of a perceived lack
of consistency,

accuracy,

and completeness.

Social

disclosures in annual reports have been strongly criticized
as biased and inaccurate

(Rockness and Williams 1988,

Churchill and Toan 1978) .
Research
Previous accounting research addressing social issues
can be divided into three categories:
studies,

(1) descriptive

(2) association studies, and (3) survey studies.

In the 1970s, Ernst & Young1 conducted a series of studies
to describe the social information disclosed by Fortune 500
industrial companies.

Belkaoui and Karpik (1989) pointed

out that most of the empirical literature to date focuses
on the association between social disclosure,
performance, and economic performance.

social

In addition,

survey

research has been conducted to study investors' evaluation
of corporate social performance.

•Ernst &. Young was formerly known as Ernst & Ernst,
Ernst & Whinney, and Arthur Young.
These studies were
published by Ernst & Ernst from 1971 to 1977 and by Ernst &
Whinney in 1978.
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Descriptive Studies
In the 1970s, Ernst & Young conducted the most
extensive and referenced series of descriptive studies
examining social responsibility disclosures of corporations
by performing a content analysis of corporate annual
reports.

Ernst & Young conducted its studies by reviewing

the annual reports of the Fortune 500 companies.

The

survey classified each disclosure based on the topic
(environment, energy,

fair business practices,

involvement, human resources, product,

community

or other), and the

location of the disclosure in the annual report.
addition,

In

the number of pages the disclosure occupied was

measured.

The surveys indicated increased interest in

voluntary social reporting by corporations as the decade
progressed.
Association Studies
Ullmann

(1985) defined three types of association

studies that characterized the research of social
responsibility accounting of corporations:

(1) the

association between a corporation's social disclosure and
social performance,

(2) the association between a

corporation's social disclosure and economic performance,
and (3) the association between a corporation's social
performance and economic performance.

Studies focusing on

the relationship between social disclosure and social
performance have reported conflicting results.

Two studies

(Abbott and Monsen 1979, Bowman and Haire 1975) found a
positive association, but most studies

(Rockness 1985,

Freedman and Jaggi 1982, Wiseman 1982, Ingram and Frazier
1980, Preston 1978) found no association between social
disclosure and social performance of corporations.

Three

measures of social performance were used in these studies.
Two studies

(Bowman and Haire 1975 and Preston 1978) used a

reputational index developed by Moskowitz

(1975) which

lists companies exhibiting especially good or poor social
performance.

Abbott and Monsen

(1979) relied on surveys

conducted in 1972 by Business and Society Review and the
National Affiliation of Concerned Business Students that
requested business leaders and students,
rate leading corporations'
remaining studies
Wiseman 1982,

respectively, to

social performance.

The

(Rockness 1985, Freedman and Jaggi 1982,

Ingram and Frazier 1980) used pollution

performance ratings developed by the Council on Economic
Priorities

(CEP).

The CEP rated the pollution performance

of companies in four polluting industries in the late
1970s.
Studies focusing on social disclosure and economic
performance also reported conflicting results.
studies

Three

(Preston 1978, Fry and Hock 1976, Bowman 1973)

found a positive association,
Jaggi 1982,

two studies

(Freedman and

Ingram and Frazier 1980) reported a negative

association, and one study (Abbott and Monsen 1979) found
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no correlation.

Economic performance was measured by

return on equity in all the studies except Fry and Hock
(1976)

who used earnings and Ingram and Frazier (1980) who

used accounting ratios.
Studies focusing on social performance and economic
performance also reported mixed results.
correlation was found in most studies

A positive

(Herremans,

Akathaporn, and Mclnnes 1993, Cochran and Wood 1984, Chen
and Metcalf 1980, Spicer 1978, Sturdivant and Ginter 1977,
Parket and Eilbirt 1975, Bragdon and Marlin 1972, Moskowitz
1972) .

Two studies

(Spicer 1978, Vance 1975) found a

negative correlation,

and two studies

(Alexander and

Buchholz 1978, Fogler and Nutt 1975) found no correlation.
The social performance measure included reputational
indices,

CEP performance index, and the existence of

socially responsible programs.

The measures of economic

performance included return on equity, net income,
price change,

stock

and total risk.

Evaluation of Corporate Social Performance
Two spurts of research activity designed to obtain
information directly from stakeholders concerning their
evaluations of corporate social performance have taken
place.

One occurred in the 1970s and the second started in

the late 1980s and continues to the present.
1970s,

In the early

several studies assessed the most effective way for

an institutional investor to impart its ethical concerns on
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management

(Malkiel and Quandt 1971, Longstreth and

Rosenbloom 1973).

Wokutch (1982, 159) grouped the

responses into eight general categories listed in Table 1.
TABLE 1
INVESTOR METHODS TO IMPART ETHICAL
CONCERNS TO MANAGEMENT
1.
2.
3.

4.
5.
6.
7.
8.

Source:

Declining to invest in certain corporations
or industries.
Divesting any existing holdings in certain
corporations.
Purposely investing in certain corporations,
industries, or projects because of their
likely desirable social effects.
Directly communicating with management, urging
it to change certain policies.
Proposing shareholder resolutions pertaining
to ethical issues or supporting those proposed
by others.
Initiating or joining in litigation against
management.
Voting to unseat management.
Publicizing opposition to management.

Wokutch 1982, p. 159___________________________

Buzby and Falk (1978) used a questionnaire to examine
the interest of mutual funds in nine selected areas of
social concern.

Responses from 102 fund managers indicated

that financial information is more important than social
information, but three social criteria were rated high
enough to warrant additional consideration:

(1) involvement

in improper or illegal business or political practices,

(2)

pollution of the environment, and (3) sale of products that
are potentially hazardous.

In addition,

the respondents
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indicated that very little information is available to
assess social items.
Wokutch (1982) examined the ethical investing policies
and activities of Catholic religious orders.

The treasurer

of each order allocated one hundred points among 11 stated
social criteria.

The orders indicated that some actions

(questionable practices in Third World countries, unfair
labor practices, and involvement in South Africa) would
result in the decision to not invest or to divest.

Some

orders stated they support enterprises that act responsibly
by choosing to invest in these corporations.
Rockness and Williams
policies,

(1988) examined the investment

criteria for investment, and information sources

of seven socially responsible mutual funds in the United
States.

Six criteria frequently were listed among the

funds as important: environmental protection,
employment opportunities,

equal

treatment of employees, business

relations with repressive regimes, product innovation, and
weapons development.

An additional finding was that data

provided by corporations was the most frequently listed
source of social information.
Harte, Lewis, and Owen (1991) surveyed 11 ethical unit
trusts in Britain.

The respondents indicated they avoided

investing in corporations with a poor environmental record,
poor working environment, or involvement with countries
with repressive regimes.

The respondents indicated they

desired to invest in corporations with high standards of
environmental awareness that actively promote employee
welfare, operate equal employment policies, make useful
contributions to community welfare, and provide socially
beneficial products.

An additional finding was that the

respondents identifying themselves as representatives of
environmental trusts expressed no concern with issues such
as armaments or alcohol.

Harte, Lewis, and Owen (1991)

concluded that the surveys received from trusts with
specific objectives may need to be examined separately from
the surveys of trusts with general social goals.
Based on two previous studies

(Wokutch, Murrmann, and

Schaffer 1984, Wokutch 1982), Wokutch and Fahey (1986)
concluded that ethical and social investing activities in
organizations increasingly

are being guided by some set

investment policies.

Some

organizations

base their

investment activities on a

single social

criterion, and

some base investments on multiple social criteria.

of

If the

investment policy uses multiple criteria, most
organizations do not have a specified means to aggregate
the multiple criteria.

Wokutch and Fahey (1986) proposed a

method to address this problem that allows a decision maker
to assess the relative importance of various social
performance criteria and to aggregate performance across
criteria.

Wokutch and Fahey (1986) outlined a seven step

process to evaluate corporate social performance.

The
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first step is to develop ethical investing guidelines.

The

second step involves developing weights for the social
performance criteria determined in the first step.

To

weight the criteria, the decision maker allocates 100
points among the social criteria based on the perceived
importance of the criteria.

Steps three through seven

involve determining methods to measure and collect social
performance information and then using the weights derived
in step two to calculate a corporate social performance
score.
Wokutch and Fahey (1986) compared their approach to
those proposed by Dierkes and Preston (1977) , Jensen
(1977), and Arrington, Jensen, and Tokutani

(1982).

Dierkes and Preston (1977) proposed that stakeholders
incorporate the salience of various social performance
criteria.

However,

their approach offered no way to

aggregate the criteria.

Jensen (1977) proposed using

multivariate data analysis techniques to aggregate multiple
measures of corporate performance on a single social
criterion (e.g., pollution).
Tokutani
Process

Arrington, Jensen,

and

(1982) proposed the use of the Analytic Hierarchy
(AHP) to assess corporate social performance on

multiple performance criteria.
Ruf, Muralidhar,

and Paul

(1994a) surveyed public

affairs officers, executives of non-profit organizations,
and managerial accountants using eight social dimensions

developed by Kinder, Lydenberg, and Domini
dimensions included community relations,

(KLD).

The

employee

relations, environmental performance, product development
and liability, policies concerning women and minorities,
and generation of revenues from military, nuclear power,
and South Africa.

KLD maintains a database that provides

ratings of 780 corporations' performance on each of the
eight social dimensions.

Ruf, Muralidhar, and Paul

(1994a)

used the AHP to determine the relative importance of each
criteria to each participant.

Ruf, Muralidhar,

and Paul

(1994a) developed a measure of social performance called
the Relative Importance based Social Performance Score
(RISPS).

This measure was derived by multiplying each

participant's AHP weight assigned to each dimension by the
KLD performance measure assigned to each corporation on
that social dimension.

The simple average of the

performance measure provided the Equal Importance Social
Performance Score (EISPS).

The EISPS assumes that all

social dimensions are of equal importance while the RISPS
assumes relative importance of social dimensions.

The

results indicated that many corporations' rankings changed
when comparing the relative performance score with the
equal performance score.

Ruf, Muralidhar, and Paul

(1994a)

concluded that the use of the relative importance score was
critical because this score allowed the evaluator to
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consider the trade-off between different dimensions of
corporate social performance.
Ruf, Muralidhar, and Paul

(1994b) used the AHP to

determine the relative importance of eight social
dimensions to managerial accountants and social activists.
The results indicated that managerial accountants and
social activists differed on the relative importance they
placed on these social issues.

Muralidhar,

Paul, and Ruf

(1994) surveyed religious activists and public affairs
officers.

The AHP results indicated religious activists

focus on social dimensions external to the corporation
(women/minority relations and environment), and public
affairs officers focus on internal dimensions
employee relations).
Muralidhar,

(product and

Ruf, Muralidhar, and Paul

Paul, and Ruf

(1994b) and

(1994) suggested future research

study various stakeholder groups to determine if the
relative importance assigned to social issues is consistent
across the groups.
Applications of the AHP in Accounting
The Analytic Hierarchy Process

(AHP) was introduced in

the accounting literature in the 1980s.

Since that time it

has gained favor as a technique for modelling complex
decisions involving qualitative attributes
Hassell 1993a).

Apostolou and Hassell

(Apostolou and

(1993a) highlight

the importance of the AHP in social science research.

The

AHP is the method of choice in many social science research
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areas and has been used as a decision aid by managers of
major corporations.

The AHP has been used for personnel

evaluations, group decision making, planning, and cost
versus benefit analysis.2

In addition to its wide use in

the social sciences, Ruf, Muralidhar, and Paul
1994b) and Muralidhar,

Paul, and Ruf

(1994a,

(1994) have used the

AHP in the corporate social performance setting as
described previously in this chapter.

Appendix 1 provides

a computational illustration of the AHP.

Table 2 provides

a brief summary of empirical accounting research using the
AHP.
Criticisms of the AHP
Controversy surrounds several methodological issues
regarding use of the AHP.

Apostolou and Hassell

divided the issues into five areas of concern:

(1993a)

(1)

selection among alternative methods for deriving priority
weights,

(2) use of the bounded nine point scale,

reversal problems,

(3) rank

(4) the computation of the consistency

ratio and the suggested .10 threshold, and (5) the impact
of judgment heuristics on the AHP models.
issues are a source of debate,

While these

Saaty (1990a) strongly

defends his methodology and it is widely used and accepted.

2Academic journals dedicating entire issues to the AHP
include: Socio-Economic Planning Sciences 10, No. 6, 1986;
Mathematical Modelling 9, no. 3-5, 1987; European Journal
of Operational Research 48, no. 1, September 5, 1990;
Mathematical and Computer Modelling 17, No. 4/5 1993.

Summary
This chapter provided a review of the literature
relevant to this study.

The role of social responsibility

and the corporation was examined followed by a discussion
of the forces that influence the social performance of
corporations.
reviewed.

Relevant empirical accounting research was

Finally, prior applications of the AHP in

accounting research were summarized.

TABLE 2
ACCOUNTING STUDIES USING THE AHP
Researchers

Subjects

Accounting Topic

Findings

Muralidhar,
Paul, and Ruf
(1994 working
paper)

41 religious
activists and 33
public affairs
officers

Social performance areas
important to surveyed
stakeholder groups

Public affairs officers
oriented more internally
(products, employees) and
religious activists more
externally (women/minority
relations, environment)

Ruf,
Muralidhar, and
Paul (1994b
working paper)

41 social activists
and 42 management
accountants

Social performance areas
important to surveyed
stakeholder groups

Users and providers of
social information view
importance of social issues
differently

Ruf,
Muralidhar, and
Paul (1994a
working paper)

101 public affairs
officers, executives
of non-profit
organizations, and
managerial
accountants

Illustration of the AHP to
build decision aid to
measure corporate social
performance

Methodology capable of
differentiating between
different dimensions of
social performance

Apostolou,
Beehler, and
Hassell (1993)

93 tax advisors

Classification of service
provider as employees or
independent contractors

Control of employer over
service provider slightly
more important than economic
relationship between two
parties

Brown (1994
Forthcoming)

28 colleges and
universities (3
subjects from each)

Preferences for performance
indicators of higher
education institutions

Small number of key
statistical indicators
considered important for
inclusion in higher
education external reports

(table con'd.)

Researchers

Subjects

Accounting Topic

Findings

Ruhl and Parker
(1994 working
paper)

14 professors of
accounting

Tenure and promotion
decision in an accounting
department

Research and scholarly
activity weighted most
important followed by
instruction and then service

Apostolou and
Hassell (1993b)

126 internal auditors

Evaluation of potential for
financial fraud

Management characteristics
rated more important than
firm or industry
characteristics. Also
indication that researchers
may be able to include AHP
models with consistency
ratios greater than .10

Hassell,
Hennessey and
Rebele (1993)

14 representatives of
Big 8 firms with
personnel
responsibilities

Relative importance of
performance evaluation
criteria

Technical competence most
important factor. Results
differ from prior
regression-based studies.

Harper,
Apostolou, and
Hartman (1992)

35 executives

Financial ratios used to
examine the sensitivity of
the AHP to its hierarchial
structure

Found AHP is sensitive to
the structure of its
hierarchy

Spires (1991)

10 auditors

Ranking of test-of-control
strength

AHP and laboratory
experiment results
significantly related

Apostolou and
Apostolou
(1991)

52 corporate managers

Managerial assessment of
internal control structure

Little consensus concerning
what factors important in
evaluating the effectiveness
of internal control
structure

(table con'd.)

Researchers

Subjects

Accounting Topic

Findings

Hassell and
Hennessey
(1989)

26 CPA firm
recruiters

Big Eight recruiting of
entry-level employees

AHP and simple rankings
differ indicating subjects
not able to accurately selfreport relative importance
of factors used in decision
making

Hassell and
Arrington
(1989)

8 partners with
personnel
responsibilities

Performance evaluation of
employees

Relative importance of
evaluation factors sensitive
to model used--AHP,
regression, self-insight
procedure

Messier and
Schneider
(1988)

22 external auditors

Factors most important in
assessing quality of
internal audit function

Competence of internal
auditor most important
followed by objectivity and
work of internal auditor

Harper (1988)

51 EDP auditors

EDP auditor judgment of
internal controls in local
area network

Little consensus found
concerning relative
importance of internal
controls in local area
network

Arrington,
Hillison and
Jensen (1984)

6 academicians and
practitioners

Auditors selection of
analytical review procedures

Little consensus found
concerning relative
importance of analytical
review procedures

Adapted from Apostolou and Hassell

(1993a, page 8).

CHAPTER 3
RESEARCH METHOD
This chapter describes the research method used in the
study.

The first section presents the research objective

and question.
Process

Discussions of the Analytic Hierarchy

(AHP) and the participants used in the study are in

subsequent sections.

The final part of the chapter details

the procedures employed to analyze the data.
Research Objective
The objective of this research is to determine the
relative importance of criteria that investors consider
when evaluating corporate social performance.

This study

extends previous research by using a detailed hierarchy of
social criteria and eliciting the relative importance of
social information from experts; namely, representatives of
socially responsible mutual funds in the U.S. and abroad.
The following research question is addressed:
What is the relative importance of
social/environmental criteria to socially responsible
investors in their evaluation of corporate social
performance?
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The Analytic Hierarchy Process
Overview
The method employed in this study is the AHP, which
was developed by Saaty in 1971
individual's judgment.

(1990a) to model an

Arrington, Jensen, and Tokutani

(1982) recommended its use in the present context.

Since

its introduction into the accounting literature in the
early 1980s, the AHP has increased in importance as a
technique for modelling complex decisions involving
qualitative attributes

(Apostolou and Hassell 1993a).

This

study uses the AHP to determine the relative importance of
social investment criteria.
The AHP models the way the human mind structures a
complex problem.

The complex problem is divided into

component problems of considering two criteria at a time,
thus simplifying a decision.

This task is cognitively

easier than those requiring the decision maker to consider
more than two criteria at a time (Saaty 1990a).

See

Appendix l for a computational illustration of the AHP.
The next four sections of this chapter discuss the basic
components of using the AHP:

(1) structuring a hierarchy,

(2) using the pairwise comparison scale,

(3) developing the

AHP models, and (4) computing logical consistency.
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Structuring a Hierarchy
The foundation of the AHP is the development of an
appropriate hierarchy structuring the components that enter
into the decision process.

The top level of the hierarchy

(Level 0) represents the overall objective or goal of the
decision, while lower levels

(Levels 1 through n) represent

homogenous clusters of criteria related to their immediate
criterion.

The number of criteria in each level or cluster

is generally limited to nine because research has shown
that the human mind has a psychological limit of
considering a maximum of nine

(7±2) criteria at a time

(Saaty 1990a, Miller 1956).
Hierarchy of Social Criteria
The Ernst & Young (E & Y) framework, as discussed in
Chapter 2, has been used widely by researchers during the
past two decades.*

This study adapts the E & Y (1978)

framework as the basis of the AHP hierarchy.
has three levels and is presented in Table 3.

The hierarchy
Level 0

represents the overall objective--the evaluation of
corporate social performance.

Level 1 includes the five

general categories of criteria: community involvement,
environment,

fair business practices, human resources, and

’See Patten 1991, Zeghal and Ahmed 1990, Teoh and Shiu
1990, Guthrie and Parker 1990, Belkaoui and Karpik 1989,
and Cowen, Ferreri, and Parker 1987.

TABLE 3
HIERARCHY OF SOCIAL RESPONSIBILITY CRITERIA
Level 0:
Objective

EVALUATION OF CORPORATE SOCIAL PERFORMANCE

Level 1:
Criteria

Community
involvement-the
extent o f a company’s
involvement with the
community in which it
operates

Environment-how responsibly a company acts in
regard to the environment

Fair Business Practices-the
extent a company is concerned
with treating employees and
society fairly

Human Resourcesthe degree a
company promotes
health, safety, and
training of
employees

Products and Serviceshow valuable a company’s
product or service is to
society or how socially
conscious a company is in
the production process

Level 2:
Subcriteria

Charitable
contributions-donates
to education, the arts,
historical societies,
public television
Health-related
activities-sponsors
public health projects
and aids medical
research
Volunteerism-donates
to and supports
employee involvement
in community
activities

Assessment and annual audit-conducts and
makes public an annual self-evaluation of
progress in environmental affairs and works
toward creation o f independent environmental
procedures
Damage compensation-takes responsibility for
harm caused the environment by restoring the
environment and compensating the persons
adversely affected
Disdosure-discloses incidents causing
environmental damage and potential
environmental hazards
Environmental directors and managerscommits management resources and forms a
commiuee o f the board with responsibility to
environmental affairs
Protection of the atmosphere-seeks to minimize
and eliminate the release o f pollutants
Reduction and disposal of waste-seeks to
minimize waste, dispose o f waste responsibly,
and recycles when possible
Sustainable use o f natural rcsources-conscrves
non-renewable resources, makes sustainable use
of natural resources, and invests in improved
energy efficiency and conservation

Employment and advancement
o f minorities-cmploys and
advances racial minorities
Employment and advancement
of the aged, disabled, gays, and
Iesbians-employs and advances
the aged, disabled, gays and
lesbians
Employment and advancement
o f women-employs and advances
women
F air labor relations and
bargaining-treats employees and
negotiates labor contracts fairly
Socially responsible business
practices abroad-concems itself
with issues concerning the
exploitation o f workers in other
countries (e.g., Northern Ireland,
Maquiladoras)
Support for minority businesses
in the home country-uses
minority owned businesses (e.g.,
suppliers)

Employee benefitsprovides benefits to
employees such as
health insurance and
retirement plans
Employee health
and safety-employs
safe technologies
and procedures to
minimize health
risks to employees
Employee trainingprovides in-house
training or financial
assistance for
additional training
outside company

Safety-products meet
applicable safety standards
and company instructs
customer on safe use of
products
Truth in advertisingadvertises it products and
/or services honestly
Value of product o r
service to sodety-value of
company’s product or
service to society

Adapted from Ernst & Young (1978) and a review of the literature through 1993

H
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products and services.

Each criterion is further detailed

by subcriteria that comprise Level 2 of the hierarchy.
The criteria contained in the E & Y framework were
compared to recent research that has surveyed social needs
of various stakeholder groups,2 and was updated to include
current research.

The hierarchy was reviewed by two

academicians who specialize in social responsibility to
assess its completeness and updated based upon their
suggestions.

A category was added under human resources

for employee benefits.

The original E & Y framework had

separate categories for environment and energy.

For this

study, the criterion environment3 encompasses the E & Y
environment and energy categories.
The Pairwise Comparison Scale
The AHP requires each participant to make a series of
paired comparisons so that each criterion is compared to
every other criterion within each level of the hierarchy
(or within clusters of criteria at Level 2 and belo w ) .
These comparisons are made using a ratio measurement scale
2See Harte, Lewis, and Owen 1991, Rockness and
Williams 1988, and Wokutch 1982.
3The Valdez Principles, a current standard to assess
corporate environmental performance, were substituted as
the subcriteria for environment.
Seven of the ten Valdez
Principles were included under the criterion Environment,
and two principles were included in other criteria.
Participants pre-testing the instrument experienced
difficulty distinguishing between sustainable use of
natural resources and wise use of energy.
Thus, these two
subcriteria were combined as one subcriterion.

developed by Saaty (1990a) that appears in Table 4.

Each

participant selects the most important criterion in the
pairwise comparison within the context of its related
criterion on the next higher level of the hierarchy.
TABLE 4
THE PAIRWISE COMPARISON SCALE
Numerical Value

Definition

l

Equally important

3

Moderately more important

5

Strongly more important

7

Very strongly more important

9

Extremely more important
Intermediate value between the two
adjacent judgments

2,4,6,8

Source: Saaty (1990a).
The use of the pairwise comparison scale allows the
decision maker to state (1) which item is more important
and (2) how much more important it is when compared to the
other item.

The purpose of the scale is to establish

mathematical weights representing the relative importance
of each criterion and subcriterion in the hierarchy to the
overall objective.

In addition,

as discussed subsequently,

the use of the scale allows the participant's logical
consistency to be measured.
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The Instrument
The instrument used in the study (See Appendix 2)
consists of three parts.
an introduction,

Part 1 of the instrument includes

instructions, and the pairwise comparisons

required to produce the AHP m o d e l .

The instructions

illustrate how to use the pairwise comparison scale.
Previous accounting research presented the pairwise
comparisons in various formats.

See Appendix 2, page 2 for

an example of the presentation of the format of the
pairwise comparisons used for this study.
Two versions of the instrument were prepared to obtain
the same comparisons in different orders.

The two versions

allow a test for order bias4 of the instrument.

The first

group of pairwise comparisons in each instrument is the
Level 1 criteria--randomly ordered for each version of the
instrument.

The order of the presentation of the Level 2

criteria was randomly assigned to each of the two versions
of the instrument.
Part 2 consists of two hypothetical companies with
different social performance records.

In particular,

one

company (Alpha) received a high environmental rating and
the other (Zeus) a low environmental rating.

The

participants indicated whether they would chose neither,

4The order
may affect the
is to vary the
participant to

in which the paired comparisons was listed
response.
One method to test for order bias
order or sequence of the criteria from one
the next (Alreck and Settle 1985) .

one, or both as potential companies to include in their
portfolio.

As explained in the next section, the AHP

produces a decision model for each participant.

An overall

performance rating was calculated for each hypothetical
company by multiplying a participant's AHP weight for each
criterion by the performance rating assigned to that
criterion and summing the products.

A comparison of the

overall rating and the investment decisions provides an
indication of the predictive accuracy of the participants'
AHP models.
Part 3 of the instrument obtained demographic data
including the participant's position with the fund and
educational and managerial background.

Part 3 also

obtained each participant's level of experience evaluating
corporate social performance as well as personal
characteristics such as age and gender.

The demographic

data helped in interpreting the responses.
The instrument was pilot tested by a total of 12
academicians and graduate students at Louisiana State
University.

Changes were made to clarify the instrument as

considered necessary.
recycled paper,
theme.

The instrument was printed on

consistent with the social responsibility

The AHP Model
To produce each participant's model for this project,
a computer software package, Expert Choice ,5 was used.

The

responses to the pairwise comparisons were entered into

Expert Choice, and the program produced an AHP model for
each participant,

including both local and global weights.

As discussed in a subsequent section of this chapter, the
participants' responses were aggregated to create an
average AHP m o d e l .
A local weight measures the relative importance of the
criterion to its immediate objective.

The criterion with

the largest local weight in each level, or cluster within a
level, is considered the most important to the objective or
criterion.

The criterion with the lowest local weight is

considered the least important.

A global weight is

computed by multiplying the Level 2 local weight by its
immediate Level 1 local weight, and measures the importance
of the Level 2 criteria to the Level 0 objective.
and global weights are equal at Level 1.

Local

The computation

of the local and global weights comprise the AHP model for
each participant.

5Expert Choice is a commercial software package.
Expert Choice is available from Expert Choice, Inc. 4922
Ellsworth Ave., Pittsburgh, PA 15213.
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Logical Consistency
The AHP produces a measure called the consistency
ratio6 (CR).

Consistency refers to transitivity and

magnitude (Saaty 1990a).

For example,

if A is preferred to

B by a multiple of 2, and B is preferred to C by a multiple
of 3, then a perfectly consistent participant will prefer A
to C by a multiple of 6.

Some judgment inconsistency is

acceptable, because if humans were perfectly consistent
they would not be permitted to change their minds or accept
new ideas.

If the CR is .107 or less, the participant's

AHP model is considered to be a good approximation of
perfectly consistent judgments

(Saaty 1990a).

Evidence

exists to suggest CRs up to and including .20 also may be
acceptable approximations of consistent judgments
(Apostolou and Hassell 1993, Brown 1993).
Participants
The focus of the study is to model the relative
importance of social performance criteria by those

6The terms consistency ratio and inconsistency ratio are
used interchangeably.
7Consistency is equivalent to the requirement that the
maximum eigenvalue
should be equal to n, the number of
criteria in the matrix.
The departure from consistency can
be estimated by the difference 'kma-n divided by n-1,
referred to as the consistency index.
To determine the
consistency ratio, the consistency index is divided by a
random consistency index which was computed for matrices
via simulation (Saaty 1990b). A perfectly consistent AHP
model has a CR equal to 0.0 while a purely random AHP model
has a CR a 1.00 (Apostolou and Hassell 1993) .
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experienced in evaluating corporate social performance.
Thus, the population for this study consisted of individual
representatives of mutual funds with a social
responsibility investment mission.

Funds meeting this

criterion in the U.S., Canada, Australia, and the U.K.
comprise the sample.

The study was limited to socially

responsible mutual funds in these countries because they
share English as a common language.

An exhaustive search

was conducted to compile a comprehensive listing.

Among

the sources used to identify funds that include social
criteria in the investment decision were McVeigh (1993),

Netback (1993), Kinder, Lydenberg, and Domini

(1992) , The

Directory of Mutual Funds (1991), and Lowry (1991).

Table

5 lists each fund in the population (n=59) for a total of
27 U.S funds,

five Canadian funds,

four Australian funds,

and 23 U.K. funds.
Instrument Package
A package was mailed to the contact person or fund
manager of each fund.

The mailing included a letter

explaining the research project.

Attached to the letter

was a form that each participant could return indicating
the desire for a copy of the results of the study.

See

Appendix 3 for a copy of the letter and request for results
form.

Enclosures included the instrument along with a

recycled pencil and straight-edge for each participant's
use in completing the instrument.

TABLE 5
SOCIALLY RESPONSIBLE MUTUAL FUNDS
Country

Funds

Australia

August Investments
Earthrise Investment Pool
Friends' Provident Life Office
Australia Environmental
Opportunities Fund

Canada

CEDAR Balanced Fund
Crown Commitment Fund
EIF Fund Management- Ltd.
Investor Summa Fund Ltd.
Ethical Growth Fund

United Kingdom

Abbey Ethical Trust
Acorn Ethical Unit Trust
Allchurches Amity Fund
Allied Provincial Green PEP
Ethical Investment Fund
Evergreen Trust
Environmental Exempt Pension Fund
Environ Trust Fellowship Trust
Environmental Opportunities Trust
Fellowship Trust
Fidelity Famous Names Trust
First Charter Ethical PEP
Friends Provident Unit Trust
Henderson Green PEP
Green Chip Investment Fund
Medical Investments Ltd. Health Food
Merlin Ecology Fund and
International Green Fund
NM Investment Management Conscience
Fund
Ethical Pension Fund
Sovereign Ethical Fund
Target Global Opportunities Trust
TR Ecotec Environment Fund
Environmental Investor Fund
(table con'd.)

50

Country_______________ Funds________________________________
United States

New Alternatives Fund
Working Assets
Dreyfus Third Century Fund
World Gold Fund
Christian Brothers Investment
Services
Calvert Socially Responsible
Investing
Green Century Funds
Calvert Social Investment Fund
Aerial Capital Management
Covenant Investment Management
Domini Social fund
Pax World fund
Fidelity Social Principles Fund
Lincoln National
GreenEarth Family of funds
Muir California Tax-Free Bond Fund
Schield Progressive Environmental
Fund
Parnassus Fund
Amana Mutual Fund
Miller, Anderson & Sherrerd
Kemper Financial Services
Pioneer Group
Merrill Lynch Pierce, Fenner &
Smith
Kensington Capital Management
Freedom Environmental Fund
Pro-Conscious Fund
State Street Bank
Analysis

Descriptive statistics,
variance,

including frequency, mean,

and standard deviation were computed for the

numerical scale value

(1 to 9) each participant assigned to

the pairwise comparisons.
identifying the location,

Descriptive statistics aid in
spread,

and shape of the
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underlying distribution of the responses.
software produces an average AHP model.

Expert Choice
AHP models created

for subsamples of the participants allowed for analysis of
differences between U.S. and international funds, and
between environmental and general social funds.

Each

participant's AHP model, used in conjunction with the
hypothetical companies,

tested the predictive accuracy of

the AHP models.
Average AHP Model
The participants'
average AHP m o d e l .

responses were used to create an

This study departs from previous

accounting studies in the method used to aggregate the
responses to produce the average m o d e l .

Previous

accounting studies produced an average AHP model by
creating an AHP model for each participant and computing an
arithmetic average of the weights produced by each model.
In this study,

the average model for all participants is

produced by taking the geometric mean of the numerical
value each participant assigned to the pairwise
comparisons.
The AHP is an evolving methodology and methodological
issues are being debated and the methodology updated
(Apostolou and Hassell 1993a).
Saaty and Vargas

Saaty (1990a, 1990b) and

(1991) recommend aggregating group

participants' judgments by taking the geometric mean.
Using the geometric mean allows the researcher to combine

different judgments to satisfy the reciprocal property
necessary to producing the matrix.

The judgments and their

reciprocals must be symmetrical and one way to accomplish
this is to determine the geometric mean by multiplying the
participants' judgments and taking the n* root
participants).

(n=number of

An additional advantage of using the

geometric mean is that it is less affected by one (or a
few) extremely large

(or small) measurement

(Pfaffenberger

and Patterson 1987).
Partitioning Participants
Average AHP models created for subsamples of the
population permitted additional analysis.

First,

participants were partitioned into two subsamples based on
their social goals.

The two subsamples were:

(1)

environmental funds, and (2) general social funds.
Previous research8 found that environmental funds expressed
different social interests from funds sensitive to general
social issues.

Second,

the participants were divided into

subsamples based on the country in which the fund is
located:

(1) U.S. funds, and (2) international funds.

Average AHP models at Level 1 were produced for each
subsample by calculating the geometric mean of the
individual participants' pairwise comparisons.

8See Harte, Lewis, and Owen 1991.

The results
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were examined and agreement between the subsamples was
analyzed.
AHP Model and Hypothetical Investments
An additional procedure provides an indication of the
predictive accuracy of the participants' AHP models.

Two

hypothetical companies with different social performance
records were presented to the participants.

Each Level 1

criterion had an assigned performance rating that ranged
from one

(poor performance)

performance).

to five (excellent

Each participant's individual AHP model was

used to compute an overall performance rating for each of
the hypothetical companies by multiplying the participant's
AHP weight for each criterion by the performance rating for
that criterion and summing the products.

If the rating was

greater than three (above average to excellent
performance), the participant was expected to indicate a
decision to consider investing in the company.

If the

overall performance rating was less than three (below
average to poor performance), the participant was expected
to choose not to invest in the company.
Test for Order Effects of Instrument
The order of the pairwise comparisons may have
affected the responses.

To test for order bias,

versions of the instrument were distributed.

two

The

participants were partitioned into two subsamples, one for
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each version of the instrument.

Spearman's Rank Order

Correlation was used to determine if the average models of
the two subsamples differed significantly.
Summary
Chapter 3 presented the research method used to
examine the relative importance of social/environmental
criteria in the evaluation of corporate social performance.
The chapter includes a restatement of the research question
and an outline of the method used to collect the data.

A

discussion of the AHP and its application in this study was
provided.

Finally, analysis procedures were outlined.

CHAPTER 4
RESULTS
The purpose of this chapter is to report the results
of the study.

The first section summarizes the procedures

used to collect the data and provides demographic
information about the participants.

The second section

presents the results of the AHP analysis.

Section three

reports results from analysis of subsamples of the
participants.

The fourth section provides a discussion of

the predictive accuracy of the participants' AHP models.
The fifth section reports the results of tests for order
effects of the instrument.

The chapter concludes with a

summary of the findings.
Participants and Demographic Information
Sample Size
Twenty-seven socially responsible funds were
identified in the U.S.

Each fund manager was contacted by

telephone and asked to participate in the study.

Twenty-

five (93%) agreed and were mailed the research packet
described in Chapter 3.

Thirty-two funds identified as

socially responsible in Australia,

Canada, and the U.K.

were mailed the packet without prior contact.

55

The

56
identified socially responsible mutual funds in the four
countries totaled 59.
The research packet was mailed in three separate
mailings.

The first mailing included the packet described

in Chapter 3.

A second research packet was mailed

approximately one month after the first mailing.
Approximately one month later, a third mailing included a
research packet and an incentive to participants returning
a completed survey:

a $50 donation to the charity of the

participant's choice.’
Table 6 provides an overview of the responses.
surveys were returned as non-deliverable.
managers

(32%), or their representatives,

Five

Nineteen fund
responded.

Four

responses were unusable because the respondent did not
complete the task.

Fifteen responses

analysis that follows.

(25%) are used in the

According to Nachmias and Nachmias

(1987), an acceptable response rate for a mail survey is in
the range of 20% to 40%.

Responses from 25% of the

population of socially responsible mutual funds operating
in the four surveyed countries are the basis for results
reported in this chapter.

‘Twelve fund representatives responded to the first
request and three fund representatives responded to the
third request.
Analysis revealed no significant difference
between the average AHP models of the early and late
responders.
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TABLE 6
SUMMARY OF RESPONSES
5£

100.0%

Indicated refusal to respond via
telephone conversation

2

3.4%

Returned as non-deliverableb

5

8.5%

Returned incomplete

4

6.8%

Usable responses

15

25.4%

Non-responders after three requests

33

55.9%

Total number of funds in population*

sa.

Total number of funds in population*

100.0%

"The population includes socially responsible mutual funds
from Australia, Canada, U.K., and U.S.
bAttempted to clarify addresses via telephone directories
and contacts with original sources (authors/publishers) of
addresses without success.
Table 7 presents an overview of the participants.
fund from Australia and two Canadian funds responded.

One
The

usable response rate from U.K. funds was 17%, and the
usable response rate from U.S. funds was 30%.

Four

respondents indicated their fund's main emphasis as being
environmental performance.

The remaining 11 respondents

indicated that they are interested in varied aspects of
social performance.
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TABLE 7
PARTICIPANTS BY COUNTRY
AND BY TYPE OF FUND
Country

Number of
Funds in
Population

Number of
Usable
Responses

General
Social
Funds

Environ
mental
Funds

Australia

4

1

1

0

Canada

5

2

1

1

U.K.

23

4

4

0

U.S.

27

_8

__5

3

Total

£2

15

11

4

Demographic Information
Demographic information about the participants is
presented in Table 8.
from 26 to 69 years.

The average age is 40 and ranges
Five females and ten males responded.

Nine of the participants

(three participants did not

respond to this question) have undergraduate or graduate
degrees including majors such as economics, philosophy,
criminal justice, business,

chemistry,

science, and business administration.

finance, political
The two participants

with law degrees represent environmental funds, and the
participant with no degree has 40 years experience.
Five participants indicated they are the founder,
president, or vice president of the fund they represent,
five are managers,

two are advisors, one is an analyst, and

two did not specify their position.

The number of years of

experience ranges from one to 40 years, and five is the
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TABLE 8
DEMOGRAPHIC SUMMARY OF PARTICIPANTS
40 years

Mean Age
Gender:
Female
Male

5
15

Education:
Undergraduate
Graduate
Law Degree
Not specified
None

6
3
2
3
1

15

Position:
President
Manager
Advisor
Analysts
Not specified

5
5
2
1
2

15

Expertise:
Extreme
Somewhat
Familiar
No knowledge
Not specified

7
3
2
1
2

15

Professional Experience (mean):
Socially Responsible Funds
Mutual Funds
Other

5 years
1 year
8 years

average number of years experience with a socially
responsible mutual fund.

Finally, each participant

specified perceived expertise.

Seven participants

indicated they are extremely knowledgeable with
considerable experience, and the remaining participants
designated various levels of expertise.
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AHP Analysis
As discussed in Chapter 3, the participants made a
series of pairwise comparisons choosing the more important
criterion in each pair and using the pairwise comparison
scale (Table 4, Chapter 3) to indicate the degree of
importance.

An average AHP model was produced by taking

the geometric mean of the numerical value each participant
assigned to the pairwise comparisons.

That is, a single

aggregate AHP model is produced for the sample.

The

average model consists of local and global weights of each
criterion within the hierarchy (Table 3, Chapter 3).

The

weights indicate the importance of each criterion to its
immediate objective.
Average AHP Model
The average AHP model for Level 1 and Level 2 is
presented in Table 9.

The evaluation of corporate social

performance was broken down into five criteria: community
involvement, environment,

fair business practices, human

resources, and products and services.

Refer to Table 3 in

Chapter 3 for definitions of the criteria.

The composite

model weighted environment as the most important social
criterion in the evaluation of corporate social performance
with a weight of .376.

Products and services was weighted

second (.208), followed by fair business practices

(.162),

and human resources

(.095)

(.159).

Community involvement

was weighted least important.
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TABLE 9
AVERAGE AHP MODEL
Level 1
Level 1 Criteria
Level 2 Subcriteria
Community involvement

Local
Weight

.086
.117
.111
.056
.229
.197
t 2Q4
1.000

.032
.044
.042
.021
.086
.074
.077
.376

.159
.130
.159
.234
.184
.134
1.000

.026
.021
.026
.038
.030
.021
.162

.298
.527
.175
1.000

.047
.084
.028
.159

.539
.196
.265
1.000

.112
.041
.055
.208

.208

Safety
Truth in advertising
Value of product/service
Total/Subtotal
Total

.025
.033
.037
,095

.159

Employee benefits
Employee health/safety
Employee training
Total/Subtotal
Products and services

.265
.344
.391
1.000

.162

Employ minorities
Employ aged, etc.
Employ women
Fair labor relations
Business practices abroad
Support minority business
Total/Subtotal
Human resources

Global
Weight

.376

Annual audit
Damage compensation
Disclosure
Environmental directors
Protection of atmosphere
Disposal of waste
Sustain natural resources
Total/Subtotal
Fair business practices

Local
Weight

.095

Charitable contributions
Health-related activities
Volunteerism
Total/Subtotal
Environment

Level 2

1.000

1.000
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Environment: Level 1
Environment is the most important criterion to the
participants, and accounts for 37.6% of the participants'
evaluation of corporate social performance.

The importance

of environment is not surprising given findings from
previous studies.

Buzby and Falk (1978) found that

pollution performance was important in the investment
decision for mutual funds.

Environmental protection was

cited more often than any other criterion in Rockness and
Williams

(1988) survey of seven socially responsible mutual

funds in the U.S.

Harte, Lewis, and Owen (1991) surveyed

eleven socially responsible mutual funds from Britain and
all the funds rated environmental record as important or
very important.
Muralidhar,

Ruf, Muralidhar, and Paul

Paul, and Ruf

(1994b) and

(1994) produced average2 AHP

models for three stakeholder groups: social/religious
activists, management accountants, and public affairs
officers.

The social/religious activists ranked

environment second among the eight social criteria and
assigned a weight of .15 to environment in the evaluation
of corporate social performance.

Management accountants

and public affairs officers placed less emphasis on
environment than did social/religious activists.

2R u f , Muralidhar, and Paul (1994b) and Muralidhar, Paul,
and Ruf (1994) produced an average AHP model by creating an
AHP model for each participant and computing the arithmetic
average of the weights produced by each m o d e l .
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Table 10 provides summary information of the scale
ratings derived from the pairwise comparisons made by the
participants.

Table 10, Panel A, and Figures 1 through 4,

present the findings for environment compared to each of
the remaining Level 1 criterion.
equally important
important

Environment was rated

(scale value = 1 )

to extremely more

(scale value = 9) than community involvement.

Figure l graphically displays this information.

No

participant rated community involvement more important than
environment.

The high variance,

as noted in Table 10,

occurs because four participants rated community
involvement and environment equally important,

and five

participants rated environment very strongly or extremely
more important than community involvement.

Importance
o£
Environment
over
Community
Involvement

Importance

of
Community
Involvement
over
Environment

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦

♦

♦

♦

♦
♦
♦

♦
♦
♦

♦

♦

♦

♦

♦

Figure 1.
Participants' pairwise comparison responses of
environment and community involvement.

TABLE 10
SUMMARY INFORMATION ABOUT SCALE RATINGS
Range of Ratings

Variance

Standard
Deviation

Minimum

Maximum

Community Involvement

1

9

7.58

2.75

Fair Business Practices

1

8

6.77

2.60

Human Resources

1/2

7

5.08

2.25

Products and Services

1/3

8

5.88

2.42

Community Involvement

1/6

9

5.79

2.41

Fair Business Practices

1/5

6

3.66

1.91

Human Resources

1/7

7

3.97

1.99

Community Involvement

1/6

9

7.09

2.66

Human Resources

1/7

6

3.00

1.73

1/3

9

4.55

2.13

Panel A: Environment

Panel B: Products and Services

Panel C: Fair Business Practices

Panel D: Human Resources
Community Involvement
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All participants rated environment equally important
to, or more important than, fair business practices as
displayed in Figure 2.
high variance.

Again,

the ratings result in a

Six participants rated environment and fair

business practices equally important, and the remaining
participants rated environment more important than fair
business practices by varying degrees.

Importance
of
Environment
over
Fair
Business
Practices
Importance
of
Fair
Business
Practices
over
Environment

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦
♦
♦
♦

♦
♦

♦

♦

♦

♦

Figure 2.
Participants' pairwise comparison responses of
environment and fair business practices.
Environment,

on average,

than human resources.

is considered more important

As shown in Figure 3, six

participants rated them equally important and one
participant rated human resources equally to moderately
more important than environment.

The remaining eight

participants rated environment moderately to very strongly
more important than human resources.

Finally, environment
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Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very- strongly to extremely
Extremely

Importance
of
Environment
over
Human
Resources

Importance
of
Human
Resources
over
Environment

♦
♦
♦
♦
♦

♦

♦

♦

♦

♦

Figure 3. Participants' pairwise comparison responses of
environment and human resources.
is the most important criterion followed by products and
services.

As displayed in Figure 4, five participants

rated the two criteria equally important.

Two participants

rated products/services moderately more important than
environment.

The remaining eight participants rated

environment moderately to extremely more important than
products/services.

In summary, environment, on average,

considered most important by the participants.

is

Each

participant made four comparisons that included environment
as one of the criterion.

Therefore,

sixty pairwise

comparisons included environment as one of the criteria.
Environment was rated equal to, or more important than, the
criterion to which it was compared in 57
p a irs.

(95%) of the 60
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Importance
o£
Environment
over
Products/
Services

Importance
o£
Products/
Services
over
Environment

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦
♦

♦
♦

♦

♦

♦

♦

♦

♦

♦
♦

Figure 4.
Participants' pairwise comparison responses of
environment and products/services.
Environment: Level 2
Though environment accounts for 37.6% of the
evaluation of corporate social performance, no
environmental subcriterion accounts for as much as 10% of
the evaluation.

The global weights in Table 9 indicate

that protection of the atmosphere accounts for 8.6% of the
overall evaluation of corporate social performance,
followed by sustainable use of natural resources
and reduction and disposal of waste
inspection,

(7.4%).

(7.7%),

Upon close

the seven environmental subcriteria appear to

be composed of three distinct groupings:
reporting/management issues

(1)

(annual audit, disclosure,

environmental directors), (2) correction of past
mistakes/problems
of the environment

(damage compensation), and (3) protection
(protection of the atmosphere, reduction

and disposal of waste,
resources).
on average,

sustainable use of natural

The subcriteria composing the last group are,
the three most important environmental

subcriteria and account for 23.7% of the evaluation of
corporate social performance.

This finding suggests that

the participants are particularly interested in
corporations that do not harm the environment.
Reporting/management issues accounts for 9.5%, and
correction of past mistakes/problems accounts for 4.4% of
the evaluation of corporate social performance.

Each

participant made twelve pairwise comparisons that included
one of the protection of the environment subcriterion.
Analysis of these pairwise comparisons reveals that in each
pair, between 12

(80%) and 15 (100%) of the participants

rated the protection subcriterion equal to, or more
important than, the reporting/management issues or
correction of past mistakes subcriteria.
In summary, environment is weighted as the most
important criterion in the evaluation of corporate social
performance.

This study extends previous research by

assigning a weight to environmental performance and
dividing environment into subcriteria.

The results

indicate that the surveyed stakeholder group is most
interested in a corporation's current impact
negative) on the environment.

(positive or
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Products and Services; Level 1
Products and services is weighted second in importance
by the participants and accounts for 20.8% of the
evaluation of corporate social performance.
on previous findings,

Again, based

the importance assigned to

products/services is not unexpected.

The participants in

the Buzby and Falk (1978) study were concerned with the
sale of potentially hazardous products.
funds in Rockness and Williams'

Four of the seven

(1988) study indicated they

considered innovative/quality products or services to be
important.
Owen's

All funds responding to Harte, Lewis, and

(1991) survey indicated socially beneficial products

are important or very important.
accountants

Both management

(.25) and public affairs officers

products as the most important criterion.
social/religious activists

(.28) ranked

However,

(.12) ranked products sixth in

importance out of eight criteria (Ruf, Muralidhar,
1994b, Muralidhar,

and Paul

Paul, and Ruf 1994).

Table 10, Panel B displays summary information about
the relationship between products/services and the
remaining Level 1 criteria.

Figures 5 through 7

graphically display the pairwise comparison responses of
the products/services criterion and the remaining Level 1
criteria.
on average,

Products/services is considered more important,
than community involvement.

The range is large

because one participant rated community involvement
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strongly to very strongly more important than
products/services,

and one participant rated

products/services extremely more important than community
involvement.

Five participants rated products/services and

community involvement equally, important.

The remaining

participants rated products/services more important than
community involvement.

Figure 5 graphically displays this

information.

Importance
of
Products/
Services
over
Community
Involvement
Importance
o£
Community
Involvement
over
Products/
Services

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦

♦
♦
♦
♦

♦

Figure 5.
Participants' pairwise comparison responses of
products/services and community involvement.
Products/services is weighted more important than fair
business practices.

As displayed in Figure 6, five of the

participants rated products/services and fair business
practices equally important.

Six participants rated

products/services more important and four rated fair
business practices more important.

Finally,

products/services was rated more important than human
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Importance
of
Products/
Services
over
Fair
Business
Practices
Importance
of
Fair
Business
Practices
over
Products/
Services

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦
♦
♦
♦
♦
♦
♦
♦
♦

Figure 6. Participants' pairwise comparison responses of
products/services and fair business practices.
resources.

As shown in Figure 7, two participants rated

product/services and human resources equally.

Nine

participants rated products/services moderately to very
strongly more important than human resources, and four
participants rated human resources more important.

Importance

of
Products/
Services
over
Human
Resources
Importance
of
Human
Resources
over
Products/
Services

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦
♦
♦

♦

♦
♦

♦

♦

♦

♦

♦

♦

Figure 7. Participants' pairwise comparison responses of
products/services and human resources.
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Products/Services: Level 2
As noted in Table 9, product safety accounts for 11.2%
of the evaluation of corporate social performance.
safety is the highest weighted Level 2 criterion.
advertising (.041) and value of product/services

Product
Truth in

(.055)

each account for only a small percentage of the evaluation
of corporate social performance.

Product safety was rated

equally important to, or more important than, truth in
advertising by all participants.

Product safety was rated

equally important to, or more important than, value of the
product by 12

(80%) of the participants.

In summary,

products/services is the second most important criterion in
the evaluation of corporate social performance.

Product

safety is the single most important subcriterion to the
participants.
Fair Business Practices: Level 1
Fair business practices is weighted third in
importance and accounts for 16.3% of the evaluation of
corporate social performance.

Five of the seven funds

surveyed by Rockness and Williams

(1988) cited equal

employment opportunity (particularly women and minorities)
as important.

Ten of the funds surveyed by Harte, Lewis,

and Owen (1991) rated equal employment opportunity as
important or very important.
Paul(1994b)

and Muralidhar,

Ruf, Muralidhar, and
Paul, and Ruf

(1994) included

employment of women/minorities as one of eight criteria.
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Social/religious activists

(.16) ranked employment of

women/minorities as the most important criteria,
management accountants
affairs officers

(.13) ranked it third, and public

(.11) ranked it fifth.

Table 10, Panel C provides summary information about
the relationship between fair business practices and the
remaining Level 1 criteria.

Fair business practices was

rated more important by the participants than community
involvement.

Figure 8 displays the individual ratings of

the participants.

Three participants rated fair business

practices and community involvement equally important, and
nine participants rated fair business practices moderately
to extremely more important than community involvement.
Three participants rated community involvement more
important than fair business practices.

Importance
of
Fair
Business
Practices
over
Community
Involvement
Importance
o£
Community
Involvement
over
Fair
Business
Practices

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦
♦

♦

♦
♦
♦

♦
♦

♦
♦
♦

♦

♦

Figure 8. Participants' pairwise comparison responses of
fair business practices and community involvement.
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As displayed in Table 9, the difference in average weights
(.003) between fair business practices and human resources
is small.

The pairwise comparison responses displayed in

Figure 9 indicate the disagreement among the participants
concerning the relative importance of these two criteria.
Four participants rated fair business practices and human
resources equally important,

four rated fair business

practices equally/moderately to very strongly more
important than human resources.

Five rated human resources

more important than fair business practices.

Importance
o£
Fair
Business
Practices
over
Human
Resources
Importance
o£
Human
Resources
over
Fair
Business
Practices

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦
♦
♦
♦
♦
♦
♦
♦
♦
♦

Figure 9.
Participants' pairwise comparison responses of
fair business practices and human resources.
Fair Business Practices: Level 2
Fair labor relations and bargaining is the highest
weighted subcriterion under fair business practices, but
accounts for only 3.8% of the evaluation of corporate
social performance.

Previous studies have combined hiring
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minorities, women, and other special interest groups as one
criterion, equal employment opportunity.

By combining

these criteria for this study, equal employment opportunity
accounts for 7.3% of the evaluation of corporate social
performance.
Human Resources: Level 1
Human resources is weighted fourth (.159) in
importance,

and is weighted only slightly lower than fair

business practices

(.003).

Rockness and Williams

Five of the seven funds in the

(1988) study cited treatment of

employees as important.

All the respondents to the Harte,

Lewis, and Owen (1991) survey indicated employee welfare is
important or very important.
Paul

(1994b) and Muralidhar,

management accountants

Finally, Ruf, Muralidhar, and
Paul, and Ruf

(1994) found

(.19), and public affairs officers

(.19) rated employee relations second after products.
Social/religious activists

(.14) rated employee relations

third after women/minority relations and the environment.
Referring to Table 10, Panel D and Figure 10, six
participants rated human resources and community
involvement equally important.

Seven participants rated

human resources equally/moderately to moderately/strongly
more important, and one participant rated human resources
extremely more important than community involvement.

One

participant rated community involvement moderately more
important than human resources.

76

Importance
of
Human
Resources
over
Community
Involvement
Importance
o£
Community
Involvement
over
Human
Resources

Extremely
Very strongly to extremely
Very strongly
Strongly to very strongly
Strongly
Moderately to strongly
Moderately
Equally to moderately
Equally
Equally to moderately
Moderately
Moderately to strongly
Strongly
Strongly to very strongly
Very strongly
Very strongly to extremely
Extremely

♦

♦
♦
♦
♦

♦ ♦
♦
♦
♦ ♦ ♦

♦

♦

♦

Figure 10.
Participants' pairwise comparison responses of
human resources and community involvement.
Human Resources: Level 2
Employee health and safety accounts for 8.4% of the
evaluation of corporate social performance and is the third
highest weighted subcriterion.

All participants rated

employee health and safety equally important to or more
important than both benefits and training.
Community Involvement: Level 1
Community involvement is weighted least important and
accounts for only 9.5% of the evaluation of corporate
social performance.

Previous studies have reported mixed

results concerning the importance of community involvement.
Two funds cited charity and contributions to the community
as important in the Rockness and Williams

(1988) study.

Harte, Lewis, and Owen (1991) reported charitable donations
was very important to three funds, important to four funds,

and not important to four funds.

Ruf, Muralidhar, and Paul

(1994b) and Muralidhar, Paul, and Ruf

(1994) obtained

pairwise comparison of a criterion labeled community
relations.

Public affairs officers

relations third, management accounts

(.12) ranked community
(.11) ranked community

relations fifth, and social/religious activists
ranked community relations last.

(.08)

In this study, no

community involvement Level 2 subcriterion accounted for a
significant amount of the evaluation of corporate social
performance.
In summary, environment is important overall and to
each participant on an individual basis.

In particular, a

corporation's current impact on the environment is
important.

The participants indicated only minor interest

in community involvement.

There is some disagreement among

the participants concerning the importance of
products/services,
resources.

fair business practices, and human

Products/services is the second most important

criterion on average.

However,

four participants rated

fair business practices more important than
products/services,

and five rated them equally important.

Four participants rated human resources more important than
products/services, and two rated them equally important.
As discussed previously, only a small difference exists
between fair business practices and human resources.
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This study extends previous research by assigning
weights to subcriteria.

The findings indicate five

subcriteria groups are most important to the participants
and account for 60% of the evaluation of corporate social
performance.

The five subcriteria groups are:

protection of the environment
(11.2%),
(9.5%),

(23.7%),

(1)

(2) product safety

(3) environmental reporting/management issues
(4) employee health and safety (8.4%), and (5)

equal employment opportunity (7.3%).

Partitioning Subjects
Because of possible differences among the
participants,

the extent of association between

environmental and general socially responsible mutual
funds, and between U.S. and international funds is
analyzed.

Potential group differences are examined.
Environmental and General Socially
Responsible Funds

Harte, Lewis, and Owen (1991) found that environmental
funds expressed different social interests than funds
sensitive to general social issues.

Because of this

finding, and because the environmental criterion,
average,

is weighted most important,

partitioned into two subsamples:

on

the sample is

(1) four environmental

funds, and (2) 11 general social funds.

Table 11 displays

the average AHP weights for the Level 1 criteria for the

79
TABLE 11
AVERAGE AHP MODELS FOR ENVIRONMENTAL
AND GENERAL SOCIAL FUNDS
All
Funds
(n=15)

Criteria

Environment
Products/Services
Fair Business Practices
Human Resources
Community Involvement
two subsamples.

.376
.208
.162
.159
.095

Environ
mental
Funds
(n=4)

General
Social
Funds
(n=ll)

.459
.209
.172
.109
.051

.345
.203
.157
.178
.117

(1)
(2)
(3)
(4)
(5)

(1)
(2)
(4)
(3)
(5)

The consistency ratio for the

environmental funds is .03 and for the general social
funds,

.01.

Spearman's Rank Order Correlation was used to
determine the degree of agreement between the two
subsamples.

The results indicate a high, positive

correlation between the subsamples.

Each subsample was

also compared to the average model for all participants,
and a high, positive correlation exists.

Interestingly,

the general social funds also weighted environmental
performance as the most important criterion,

though the

weight is not nearly as high as that assigned by the
environmental funds.

The main difference between the two

subsamples is the weights assigned to fair business
practices and human resources.

The environmental fund

participants weighted fair business practices higher than
human resources, and the general social funds assigned a
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higher weight to human resources.

In addition, general

social funds assigned greater importance to community
involvement than did environmental funds.
U.S. and International Funds
Ruf, Muralidhar, and Paul
Paul, and Ruf

(1994b) and Muralidhar,

(1994) suggested that stakeholders outside

the U.S. be surveyed to determine if international
investors and U.S. investors are concerned with similar
social issues.

Table 12 presents average AHP models for

eight U.S. funds and seven international funds.

The

consistency ratio for both subsamples is .01.
TABLE 12
AVERAGE AHP MODELS FOR U.S.
AND INTERNATIONAL FUNDS
Criteria

All
Funds
(n=15)

Environment
Products/Services
Fair Business Practices
Human Resources
Community involvement

.376
.208
.162
.159
.095

U.S.
Funds
(n=8)
.376
.206
.191
.139
.089

(1)
(2)
(3)
(4)
(5)

International
Funds
(n=7)
.374
.208
.133
.182
.102

(1)
(2)
(4)
(3)
(5)

Spearman's rank order correlation reveals a high,
positive correlation between the subsamples.

Environment

is the most important criterion to both U.S. and
international funds.

The primary difference is U.S. fund

representatives weighted fair business practices more
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important than human resources, and international fund
representatives weighted the two criteria in reverse order.
Hypothetical Companies
Two hypothetical companies with different performance
ratings, as described in Chapter 3, were presented to each
participant to assess the predictive ability of the AHP
mod e l .

Each participant indicated whether he or she would

consider investing in one, both, or neither company.

The

performance ratings assigned by the researcher for each of
the Level 1 criteria ranged from poor to excellent.

A poor

rating was assigned a score of one, an excellent rating a
score of five.

Table 13 displays the ratings for Alpha and

Zeus Companies.
TABLE 13
RATINGS FOR HYPOTHETICAL COMPANIES
Criteria

Alpha Company

Zeus Company

Community Involvement

4

3

Environment

5

2

Fair Business Practices

3

5

Human Resources

3

3

Products/Services

3

5

The performance rating assigned to each criterion for
each company was multiplied by each participant's AHP
weight3 for that criterion.

An overall performance rating

for each company was computed by summing the products.
Table 14 presents the results.
TABLE 14
HYPOTHETICAL COMPANY AHP RATINGS
Participant

Alpha Company
Rating Yes/No

Zeus Company
Rating
Yes/No

1

3.833

yes

2.820

no

2

3 .704

yes

3.316

no

3

3 .375

yes

3.085

yes

4

4.065

no

2.942

no

5

3.631

yes

3.502

no

6

3.337

yes

3 .830

yes

7

3.763

no

3 .138

yes

8

3 .091

yes

3 .733

yes

9

3 .710

yes

3 .466

yes

10

4.055

no

2.967

no

11

3 .731

yes

3 .123

_ _a

12

3 .400

yes

3.600

yes

13

3 .818

yes

3.248

no

14

3.388

yes

3.790

no

15

3.400

yes

3.600

yes

“The participant did not indicate an investment decision.

3An AHP model was created for each participant. The
AHP weights assigned to the criteria by each participant
were multiplied by the performance ratings, assigned to the
criteria by the researcher to produce each participant's
overall performance rating for Alpha Company and Zeus
Company.
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It was expected that overall performance ratings greater
than three (overall performance above average to excellent)
would result in the decision to invest in the company, and
ratings less than three

(overall performance below average

to poor) would result in the decision to not invest.

The

AHP model did not accurately predict seven of the 30
investment decisions,
boldface in Table 13.

and these decisions appear in
Three of the participants

representing environmental funds

(participants 2, 13, and

14) chose not to invest in Zeus Company even though their
AHP model produced a rating greater than three.

Zeus

received a low rating (2) for the environmental criterion.
Perhaps these participants place more emphasis on
environmental performance than they realize.

Participants

4, 7, and 10 chose not to invest in Alpha even though their
AHP model produced a rating greater than three.

Alpha

Company received an excellent rating (5) for environment,
and each of these subjects rated environment very high
(greater than 50% of the evaluation of corporate social
performance).

Choosing not to invest in Alpha suggests

that these participants may place more emphasis on nonenvironmental criteria than indicated by their AHP models.
The AHP models correctly predicted 77% of the
investment decisions.

Most of the discrepancies appear to

be related to the environmental criterion.

The

discrepancies suggest that some participants' AHP models
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may be incorrectly specified.

On the other hand, perhaps

the participants are not making investment decisions based
on their social values.

A decision aid, such as the AHP,

introduced into the investment process, may assist
investors in making decisions that conform to their stated
social values.

Though there is no way to determine if the

AHP models are correct, the low consistency ratios of the
participants indicate that the participants understood the
task.
Order Effect
The order of the pairwise comparisons in the
instrument may have affected the responses.

To test for

order bias, two versions of the instrument were
distributed.

Each version presented the pairwise

comparisons in a different sequence.
completed one version,
second version.

Six participants

and nine participants completed the

An average model was created for each of

the subsamples by computing the geometric mean of the
numerical value each participant assigned to the pairwise
comparisons.

Spearman's Rank Order Correlation revealed no

significant difference between average AHP models of the
two subsamples.
Summary
This chapter presented the results of the study.
findings suggest that several social criteria are

The

particularly important in the evaluation of corporate
social performance.

The following chapter provides a

discussion and interpretation of the results.

Implications

of the findings and suggestions for future research are
presented, and limitations of this study are outlined.

CHAPTER 5
SUMMARY AND CONCLUSIONS
This chapter summarizes the study and describes the
contribution it makes to the existing body of accounting
literature.

The first section provides a brief overview of

the study and discusses the implications of the empirical
results.

The second section outlines the limitations of

the study and offers suggestions for future research.
Summary of Results and Implications
This study examines the relative importance of social
and environmental criteria that investors consider when
evaluating corporate social performance.

Representatives

of socially responsible mutual funds in Australia, Canada,
the U.K., and the U.S. responded.

Responses from 25% of

the population of socially responsible mutual funds
operating in the four surveyed countries provide the basis
for the reported results.

The responses were partitioned

between environmental and general socially responsible
funds, and between U.S. and international funds for
additional analysis.

Finally,

the predictive accuracy of

the participants' AHP models was analyzed.
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The most important criterion to the participants is
environment, and it accounts for more than one-third
t

(37.6%) of the evaluation of corporate social performance.
This result is consistent with previous studies

(Ruf,

Muralidhar, and Paul 1994b, Muralidhar, Paul, and Ruf 1994,
Harte, Lewis, and Owen 1991, Rockness and Williams 1988,
and Buzby and Falk 1978).

The AHP weights computed for the

Level 2 criteria extend previous research.

The Level 2

weights indicate that investors are particularly interested
in a corporation's current impact on the environment.

The

findings suggest that accounting regulators may want to
concentrate efforts to develop reporting standards that
provide information to stakeholders concerning a
corporation's impact
environment.

(positive or negative) on the

In addition, environmental

reporting/management issues

(annual audit, disclosure,

environmental directors) accounts for 9.5% of the
evaluation of corporate social performance.

This finding

suggests that investors are most interested in performance
and desire accurate,

timely information as well as the

presence of environmental directors and managers to ensure
future performance.
Products and services is the second highest weighted
criterion.

Similar to environment, previous studies have

indicated that product is important.

Product safety is the
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highest weighted Level 2 criterion and accounts for 11.2%
of the evaluation of corporate social performance.
Fair business practices

(16.2%) is weighted third

followed closely by human resources

(15.9%).

No fair

business practices' subcriterion is important when
considered alone.

However, by combining employment and

advancement of women, minorities, and other groups, equal
employment opportunity accounts for 7.3% of the evaluation
of corporate social performance.

Under human resources,

health and safety of employees accounts for 8.4% of the
evaluation of corporate social performance.
community involvement,

Finally,

is weighted least important and no

community involvement subcriterion is important.

This

finding suggests little attention need be directed to this
area.
In summary, five subcriteria groups account for 60% of
the evaluation of corporate social performance.
subcriteria groups are:
(23.7%),

The five

(1) protection of the environment

(2) product safety (11.2%),

reporting/management issues

(9.5%),

(3) environmental
(4) employee health and

safety (8.4%), and (5) equal employment opportunity (7.3%).
The findings suggest these five issues are the most
important to investors.

Accounting regulators may focus on

the development of standards to properly report these
issues to interested stakeholders.

The findings provide an

indication to corporate managers of the most important
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social issues and may assist them in reporting and
planning.
Partitions of the sample were analyzed.

The findings

indicate that while environmental fund representatives
place more importance on environmental issues than do
general social funds,

environmental performance is also the

most important criterion to representatives of general
social funds.

A high, positive correlation was found

between the environmental and general social fund
subsamples.

Similarly, U.S. and international funds are

highly correlated.

The findings suggest that different

stakeholder groups are interested in similar criteria.
Finally,

the predictive accuracy of the individual

participant's AHP models was examined.

The AHP models

accurately predicted an investment decision 77% of the
time.

Most of the inaccurate predictions appear to be

related to the environmental criterion.

The findings

suggest that some investors may not be making investment
decisions consistent with their stated social objectives,
and the introduction of a decision aid, such as the AHP,
may be beneficial to investors in the decision making
process.
This study is useful to accounting regulators in
determining the criteria to consider for mandatory
reporting.

It is useful to investors as the AHP model can

be used as a decision aid to assist in selecting

90
investments that conform to their stated social values.
Finally, managers may use the findings as an indication of
social information desired by stakeholders and to assist
them in the planning process.
Limitations and Future Research
This study has several limitations that may affect the
interpretation of the observed results.

First, the

applicability of the relative weights is limited to the
participants of this study; namely,

representatives of

socially responsible mutual funds.

The small sample size,

representing one population, limits the ability to
generalize the results.

Different stakeholder groups may

assign different relative importance to the criteria.
Future research is required to determine the agreement
between stakeholder groups.
(1994b) and Muralidhar,

Ruf, Muralidhar, and Paul

Paul, and Ruf

(1994) have made

progress in this area already.
The importance assigned to specific social issues may
change over time.

For example,

investment in South Africa

was considered inappropriate until recently when Nelson
Mandela called for reinvestment in South Africa.
Environmental issues have been important for a number of
years, but increased significantly after the Exxon Valdez
accident.

Longitudinal studies are needed to study the

change in the relative importance of social criteria over
time.

Many investors include social performance in the
investment decision.

However, there is no clear

understanding of the relationship between financial
performance and social performance.

Future research may

focus on the correlation between financial factors and
social criteria.
In conclusion,

the evaluation of corporate social

performance is important to many investors.

When present,

social reporting has not been consistent or thorough.

This

study provides an indication to accounting regulators and
managers of the social information desired by stakeholders.
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APPENDIX 1
ILLUSTRATION OF THE ANALYTIC
HIERARCHY PROCESS
Saaty (1990a) developed the Analytic Hierarchy Process
(AHP) in 1971, and Arrington, Jensen, and Tokutani

(1982)

introduced it into the accounting literature in the early
1980s.

The AHP is a technique for modelling human judgment

and is particularly appropriate in situations involving
qualitative attributes.

The AHP measures how a judge

prioritizes criteria that enter into a decision.

It also

provides a measure of how consistent or logical a judge is
in making a complex decision.
As described in Chapter 3, the AHP allows a decision
maker to focus on two items at a time.

The formation of an

AHP model requires the evaluator to make all possible
pairwise comparisons of the elements at each level of the
hierarchy using Saaty's
Table 4, Chapter 3).

(1990a) ratio measurement scale (See

The scale is bounded at one

(indicating equal importance of the two criteria)

and nine

(indicating extreme importance of one criteria over the
other).

The use of the scale establishes mathematical

weights that denote the relative importance of elements in
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the hierarchy to the overall objective.

Consider the

following example:
The objective
social performance.

(Level 0) is the evaluation of corporate
Five criteria (Level 1) enter into the

evaluation of corporate social performance.

The criteria

are (see Table 3, Chapter 3 for definitions of the
criteria):
♦

Community Involvement

(Cl)

♦

Environment

♦

Fair Business Practices

♦

Human Resources

♦

Products and Services

(ENV)
(FBP)

(HR)
(PR)

In each of the ten pairs of criteria in Table 15,
determine which one in each pair is the more important
criterion in your evaluation of corporate social
performance.

Indicate the degree of importance by circling

the appropriate number (refer to Table 4, Chapter 3) next to
the more important criteria.
Each of the Level 1 criterion are composed of
subcriteria

(Level 2).

For example, Community Involvement

consists of three subcriteria:
♦

Charitable Contributions

♦

Health-related Activities

♦

Volunteerism (CI3)

(CI1)
(CI2)

Pairwise comparisons are elicited to determine the more
important criterion when evaluating community involvement.

TABLE 15
PAIRWISE COMPARISONS TO EVALUATE CORPORATE SOCIAL PERFORMANCE
PR

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

HR

ENV

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

FBP

PR

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

ENV

FBP

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

Cl

Cl

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

ENV

ENV

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

HR

PR

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

Cl

FBP

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

PR

FBP

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

HR

Cl

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

HR
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The pairwise comparisons are presented in the same format
as the Level 1 criteria and each participant is asked to
indicate in each of the three pairs of items, which
criterion in each pair is more important in the evaluation
of community involvement.

Similar pairwise comparisons are

obtained for the subcriteria composing each of the Level 1
criteria.
Once the paired comparisons are completed, a positive
reciprocal matrix is prepared for each criterion at each
level of the hierarchy.

An example using the results of

one of the pre-test participants is presented for
illustration.

Table 16 presents the participant's AHP

model for the Level 1 criteria.

Ones appear on the

diagonal because a criterion compared to itself is of equal
importance.

Environment is considered by the participant

to be moderately more important to strongly more important
than community involvement,
second row,

first column.

thus a four appears in the
The reciprocal value,

1/4, is

placed in the corresponding intersection of the matrix to
indicate that community involvement is one-fourth as
important as environment in the evaluation of corporate
social performance.

This process is continued until all

comparisons are entered into the matrix.

The normalized

eigenvector corresponding to the largest eigenvalue (\nux)
of each matrix represents the local weights placed on each
criterion.
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TABLE 16
COMPARISONS OP CRITERIA WITH RESPECT TO
LEVEL 0 OBJECTIVE

Cl

ENV

FBP

HR

PR

Local
Weight

Cl

1

1/4

1/4

1/2

1/3

0.066

ENV

4

1

1

1

3

0.314

FBP

4

1

1

1

1/3

0.185

HR

2

1

1

1

1/2

0.169

PR

3

1/3

3

2

1

0.266
1.000

The local weight of each criterion measures the
relative importance of the element to its immediate
objective.

The criterion with the largest priority weight

in each group is considered the most important while the
criterion with the lowest weight is considered the least
important.

For example, in Table 16, the local weight for

environment

(0.314) means that 31.4% of the evaluation of

corporate social performance is accounted for by
environment for this participant.
A global weight is computed by multiplying the Level 2
local weight by its immediate Level 1 local weight.
example,

For

in Table 17, the global weight for the

subcriterion charitable contributions

(0.036) is computed

by multiplying the Level 2 local weight

(0.550) by the
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TABLE 17
WEIGHTS OF SUBCRITERIA WITH RESPECT
TO LEVEL 1 OBJECTIVES
Subcriteria
CIl

CI2

CI3

Subcriteria
Local
Weight

CIl

1

3

2

0.550

0.066

0.036

CI2

1/3

1

1

0.210

0.066

0.014

CI3

1/2

1

1

0.240

0.066

0 .016

1.000

Criteria
Local
Weight

Global
Weight

0.066

Level 1 local weight for its immediate criterion--community
involvement

(0.066).

The computation of the local and

global weights comprise the AHP model for each participant.

APPENDIX 2
INSTRUMENT:
VERSION ONE AND VERSION TWO
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Printed on recycled paper

Factors Reflecting Social Performance

P a rt 1: F acto rs R eflecting Social P erfo rm an ce

R esponse Scale
Numerical
Value

D escription

Explanation

1

E q u ally im portant

T w o factors contribute equally to the objective

3

M od erately m ore important

Experience and judgm ent slightly favor one
factor over another

5

S tro n g ly m ore im portant

Experience and judgm ent strongly favor one
factor over another

7

V ery stro n g ly m ore im portant

A factor is strongly favored and its dominance
is dem onstrated in practice

9

E x trem ely m ore im portant

Reserved for situations w here the difference
between the items being com pared is so great
that they are o n the verge o f not being
directly comparable

Intermediate points between two
adjacent judgm ents

T o reflect compromise

2 ,4 ,6 ,8
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P act 1: Factors Reflecting Social Perform ance

Introduction: Managers making socially responsible investments consider many factors to determine whether to include a
company in an investment portfolio. This questionnaire presents factors that a fund manager may consider when evaluating
a company's social performance. Please indicate how important the factors are in your evaluation of a company’s social
performance when making decisions for the fund you represent. Assume you have established that the company does not
possess attributes that prohibit investing.
Instructions: The factors are presented in pairs so that you need to consider only two factors at a time. Please determine
how much more important one factor in a pair is to the other, if at all. Before you proceed, consider the following example:
Suppose you are deciding which car to buy. Assume that Cost of the car, Safety features of the car, and Appearance of the
car are the factors you are considering. The process can be simplified by isolating the factors in pairs and rating their
importance using the Response Scale on the facing page.

Cost

«(?)6

5

4

3

2

Safety

2 3 4 5 6 7 8 9

Circling the ’V next to C ost indicates you believe that the cost o f the car is ’Very strongly m o re im p o rtan t’ than the Safety features o f the car.

Cost

9 8 7 6 5 4 3 2

<P

2 3

4 5 6 7 8 9

A ppearance

In this comparison, circling the ’I ’ indicates that C ost and A ppearance are 'E q u ally im p o rtan t’ to you in your selection.

Safety

9 8 7 6 5 4 3 2

1

2

3 0 ) 5

6

7

8

9

A ppearance

By circling the ’4 ’ next to A ppearance, you believe that the appearance o f the car is between ’M oderately m ore Im portant’ and ’Strongly m ore
Im portant’ than Safety features to you in your decision.
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3

A. Corporate Soda! Performance

U se this inform ation to complete the comparisons o n the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs

R esponse Scale

C o m m u n ity Involvem ent. T he extent o f a company’s involvement
w ith the comm unity in w hich it operates.

Numerical
V alue

E n v iro n m e n t. H ow responsibly a company acts in regard to the
environm ent.
F a ir B usiness P ractices. T h e extent a company is concerned with
treating employees and society fairly.
H u m a n R esources. T he degree a company prom otes health, safety,
and training o f employees.
P ro d u c ts a n d Services. H ow valuable a company’s product o r service
is to society o r how socially conscious a company is in the production
process.

Description

1

E q u a lly im portant

3

M o d erately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore important

2 ,4 ,6 ,8

Intermediate values to reflect compromise

A . C orporate Social Perform ance

Assume you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from
investing. Assume all factors other than those being compared are identical. Please indicate which factor in each pair, if any, is more important to you in
evaluating co rp o rate social perform ance. Please circle one number per comparison using the Response Scale on the facing page.

P roducts a n d Services

9

8

6

5

3

2

1

2

3

4

3

6

7

8

9

H um an Resources

E nvironm ent

9

8

6

5

3

2

1

2

3

4

5

6

7

.8

9

F a ir Business Practices

Products a n d Services

9

8

6

5

3

2

1

2

3

4

5

6

7

8

9

E nvironm ent

F a ir Business Practices

9

8

6

5

3

2

I

2

3

4

5

6

7

8

9

C om m unity Involvement

C om m unity Involvem ent

9

8

6

5

3

2

1

2

3

4

5

6

7

8

9

E nvironm ent

E nvironm ent

9

8

6

5

3

2

1

2

3

4

5

6

7

8

9

H um an Resources

P roducts a n d Services

9

8

6

5

3

2

1

2

3

4

5

6

7

8

9

C om m unity Involvem ent

F a ir Business Practices

9

8

6

5

3

2

1

2

3

4

5

6

7

8

9

Products a n d Services

F a ir Business Practices

9

8

6

5

3

2

1

2

3

4

5

6

7

8

9

H um an Resources

C om m unity Involvement

9

8

6

5

3

2

1

2

3

4

5

6

7

8

9

H um an Resources

I
I

i

B . H u m a n R esources

U se this inform ation to complete the com parisons o n the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs
-

E m ployee ben efits. A company provides benefits to employees such as
health insurance and retirem ent plans.

E m ployee h e a lth and safety. A company em ploys safe technologies and
procedures to minim ize health risks to employees.

E m ployee tra in in g . A company provides in-house training o r financial
assistance for additional training outside company.

R esponse Scale
Numerical
Value

•

Description

1

E q u ally im portant

3

M od erately m ote im portant

5

S tro n gly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 .4 .6 .8

Intermediate values to reflect compromise
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B . H um an Resources

Assume you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from
investing. Assume all factors other than those being compared are identical. Please indicate which factor in each pair, i f any, is more important to you in
evaluating hum an resources. Please circle one number per comparison using the Response Scale o n the facing page.

Em ployee health

9

8

7

6

5

• 4

3

2

1

2

3

4

5

6

7

8

9

Employee training

Em ployee training

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

Employee benefits

E m ployee health

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

Em ployee benefits
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C. Environment

U se this inform ation to com plete the comparisons o n the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs
Assessment and a n n u a l a u d it. A company conducts and m akes public an
annual self-evaluation o f progress in environmental affairs and works
tow ard creation o f independent environmental procedures.
D am ag e com pensation. A com pany takes responsibility fo r harm caused
the environm ent by restoring the environm ent and compensating the persons
adversely affected.
D isclosure. A company discloses incidents causing environmental damage
and potential environmental hazards.
E n v iro n m e n ta l d irecto rs and m anagers. A company comm its management
resources and forms a comm ittee o f the board w ith responsibility to
environm ental affairs.

R esponse Scale
Numerical
V alue

D escription

1

E q u a lly im portant

3

M o d erately m ore im portant

5

S tro n gly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect comprise

Protection o f the a tm o sp h ere . A company seeks to m inim ize and eliminate
the release Of pollutants.
Reduction and disposal o f w aste. A company seeks to minim ize waste,
disposes o f waste responsibly, and recycles when possible.
Sustainable u se o f n a tu r a l reso u rces. A company conserves non
renewable resources, m akes sustainable use o f natural resources and invests
in im proved energy efficiency and conservation.
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C. Environment

Assume you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from investing.
Assume all factors other than those being compared are identical. Please indicate which factor in each pair, if any, is more important to you in evaluating
environm ent. Please circle one number per comparison using the Response Scale on the facing page.

Use o f n a tu ral resources

Disclosure

A tm osphere

Use o f n atu ral resources

D isclosure

E nvironm ental directors

D isposal o f w aste

A tm osphere

E nvironm ental directors

A nnual audit

D isclosure

Disposal o f w aste

E nvironm ental directors

D am age com pensation

E nvironm ental directors

U se o f n atu ral resources

A tm osphere

Environm ental directors

A nnual au d it

D am age com pensation

Disclosure

A tm osphere

please continue

118

9

I
J

j
C . E n v iro n m en t (continued)

Use this inform ation to con iplete the comparisons o n the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs
Assessment and a n n u a l a u d it. A company conducts and m akes public an
annual self-evaluation o f progress in environmental affairs and works
tow ard creation o f independent environmental procedures.
D am ag e co m pensation. A company takes responsibility for barm caused
the environm ent by restoring the environm ent and compensating the persons
adversely affected.
D isclosure. A company discloses incidents causing environmental damage
and potential environmental hazards.
E n v iro n m e n tal d ire cto rs and managers. A company comm its management
resources and forms a com m ittee o f the board w ith responsibility to
environmental affairs.

R esponse Scale
Numerical
V alue

Description

1

E q u ally im portant

3

M od erately m ore im portant

5

S tro ngly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect comprise

Protection o f the atm o sp h ere . A company seeks to minim ize and eliminate
the release o f pollutants.
Reduction and disposal o f w aste. A company seeks to minim ize waste,
disposes o f w aste responsibly, and recycles when possible.
Sustainable use o f n a tu r a l resources. A company conserves non
renewable resources, m akes sustainable use o f natural resources and invests
in im proved energy efficiency and conservation.
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C. Environment (concluded)

A nn u al a u d it

9

8

6

5

3

2

1

2

3

5

6

8.

9

U se o f n a tu ra l resources

D isposal o f w aste

9

8

6

5

3

2

1

2

3

5

6

8

9

E n v iro n m en tal d irecto rs

U se o f n a tu ra l resources

9

8

6

5

3

2

1

2

3

5

6

8

9

D isposal o f w aste

D isposal o f w aste

9

8

6

5

3

2

1

2

3

5

6

8

9

A nnual a u d it

D isposal o f w aste

9

8

6

5

3

2

1

2

3

5

6

8

9

D am age com pensation

D isclosure

9

8

6

5

3

2

1

2

3

5

6

8

9

D am ag e com pensation

A tm o sp h ere

9

8

6

5

3

2

1

2

3

5

6

8

9

A n n u al a u d it

D am ag e co m pensation

9

8

6

5

3

2

1

2

3

5

6

8

9

U se o f n a tu ra l resources

D am a g e co m pensation

9

8

6

5

3

2

I

2

3

5

6

8

9

A tm osphere

D isclosure

9

8

6

5

3

2

1

2

3

5

6

8

9

A n n u al a u d it

I
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D. Products and Services

U se this inform ation to complete the com parisons on the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs

S afety. A company sells products that m eet applicable safety
standards and minim ize environmental impact.
T r u th In a d v ertisin g . A company advertises its products and/or
services honestly.
V alu e o f p ro d u c t o r service to society. A com pany’s product o r
service provides value to society.

R esponse Scale
Numerical
Value

D escription

1

E q u ally im portant

3

M o d erately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect compromise

D. Products and Services

Assume you are evaluating a company for inclusion in your pottfolio and the company does not possess any attributes that prohibit your fund from investing.
Assume all factors other than those being compared are identical. Please indicate which factor in each pair, if any, is more important to you in evaluating
products a n d services. Please circle one number per comparison using the Response Scale on the facing page.

Safety

9

8

7

6

5

4

3

2

I

2

3

4

5

6

7

8

9

V alue o f product

V alue o f product

9

8

7

6

5

4

3

2

1

2

3

4

5

6'

7

8

9

T ru th In advertising

T ru th in advertising

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

Safety
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E. Community Involvement

U se this inform ation to com plete the comparisons o n the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs

C h a rita b le co n trib u tio n s. A company donates to education, the arts,
historical societies, o r public television.

H ealth -related activities. A company sponsors public health projects
and aids medical research.

V olunteerism . A com pany donates to and supports employee
involvement in comm unity activities.

R esponse Scale
Numerical
Value

Description

1

E q u a lly im portant

3

M o d erately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect comprise

E. Community Involvement

Assume you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from investing.
Assume all factors other than those being compared are identical. Please indicate which factor in each pair, if any, is more important to you in evaluating
com m unity Involvement. Please circle one number per comparison using the Response Scale on the facing page.

H ealth-related activities

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

V olunteerism

C h aritab le contributions

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

V olunieerism

C h aritab le contributions

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

H ealth-related activities
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F. Fair Business Practices

U se this inform ation to complete the com parisons on the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs

R esponse Scale

Employm ent and advancement o f m in o rities. A company employs and
advances racial m inorities.

Numerical
Value

Em ploym ent and advancement o f the ag ed , disab led , g ay s, and lesbians.
A company employs and advances the aged, disabled, gays, and lesbians.
Employm ent and advancement o f w om en. A company employs and
advances women.
F a ir la b o r relatio n s and bargaining. A company treats em ployees and
negotiates labor contracts fairly.
Socially responsible business p ractices a b ro a d . A company concerns
itself w ith issues concerning the exploitation o f w orkers in other
countries.

Description

1

E q u a lly im portant

3

M od erately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect compromise

Support for m in o rity businesses in the hom e countiy. A company uses
m inority ow ned businesses (e .g ., suppliers).
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F. Fair Business Practices

A ssum e y o u are evaluating a company for inclusion in yo u r portfolio and the company does not possess any attributes that prohibit your fund from investing.
A ssum e all factors other than those being compared are identical. Please indicate w hich factor in each pair, i f any, is m ore im portant to you in evaluating fa ir
business p ractices. Please circle one num ber p er com parison using the R esponse Scale on the facing page.

F a ir la b o r relations

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

B usiness p ractices a b ro a d

W o m en

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

M inorities

F a ir la b o r relations

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

M in o rity businesses

B usiness p ractices a b ro a d

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

M inorities

W o m en

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

F a ir la b o r relatio n s

F a ir la b o r relatio n s

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

M inorities

A ged, d isab led , gays

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

M in o rity businesses

W om en

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

A ged, d isabled, gays

B usiness p ractices a b ro a d

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

W om en

M in o rities

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

A ged, d isab led , gays

A ged, d isab led , gays

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

F a ir la b o r relatio n s

M in o rity businesses

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

B usiness p ractices a b ro a d

M in o rity businesses

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

M inorities

M in o rity businesses

9

8

7

6

5

3

2

1

2

3

4

5

6

7

8

9

W om en

A ged, d isab led , gays

9

8

7

6

5

3

2

I

2

3

4

5

6

7

8

9

B usiness p ractices a b ro a d
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Hypothetical Investments
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j

Part 2: Hypothetical Investments

Instructions: An evaluation of corporate social performance for two hypothetical companies is presented on the following pages.
Please review the evaluation for each company independently and indicate if your fund would include it on a list of potential
investments. Assume these evaluations are the only information you have available to make this decision. Note that these companies
are independent and you may choose to exclude both companies, include only one company or include both companies on you list
of potential investments.

2!
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Part 2: Hypothetical Investments

Alpha (gpTpany

Social
Performance
poor

excellent

C om m u n ity Involvem ent
The extent o f a com pany’s
involvement w ith the community
in w hich it operates (p. IS).

|

I--------- I---------* --------- I

E n v iro n m en t
H ow responsibly a company acts
in regard to the environm ent (p. 9).

|

I

F a ir B usiness P ractices
T he extent a company is concerned
w ith treating employees and society
fairly (p. 17).

|

I-------- ±---------I--------- I

H u m a n R esources
T he degree a com pany promotes
health, safety, and training o f
employees (p. 7).

|

I-------- *---------I--------- I

P ro d u c ts a n d S ervice
H ow valuable a com pany’s product o r
service is to society o r how socially
conscious a company is in the production
process (p . 13).

|

* -------- I--------- I--------- I

Would your fund consider Alpha Company as a potential investment?

□

yes

I

□

*

no

129

Comments welcome:

I

Part 2: Hypothetical Investments
Social
Performance
poor
Com m unity Involvement
The extent o f a company's
involvement with the community
in which it operates (p. 17).

|,

E nvironm ent
How responsibly a company acts
in regard to the environment (p. 13).

|.

F a ir Business Practices
The extent a company is concerned
with treating employees and society
fairly (p. 7).

|.

H um an Resources
The degree a company promotes
health, safety, and training o f
employees (p. 9).

|.

Products and Service
How valuable a company's product o r
service is to society o r how socially
conscious a company is in the production
process (p. 11).

|,

Would yourfimd consider Zeus Company as a potential investment?

excellent

*----- 1

I_____ I.

□

yes

□

no

Comments welcome:
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Part 3: Demographic Data
Thank your very much for participating in this study. Your responses are strictly confidential and will be reported only in summary form. Please
complete the following questions to assist in understanding the results.
1.

W hat Is your present position w ith th e fund?

2.

Please describe yo u r educational background:
Undergraduate degree? (please identify degree and major)-------------------------------------------------------------------------------------------------------Graduate degree? (please identify degree and major)--------------------------------------------------------------------------------------------------------------Law degree?

3.

□

yes

□

no

Please Indicate the num ber o f years o f managerial experience you have with:
mutual funds

socially responsible mutual funds

other (please describe)______________________________________________________________________________________________
4.

Please describe yourself:
A ge

5.

Gender: Male □

Female □

How do you describe yo u r personal expertise relating to th e evaluation o f corporate social perform ance? (please check one)
□

extremely knowledgeable with considerable experience

□

somewhat knowledgeable with limited experience

□

familiar but not experienced

□

no knowledge o r experience

please continue

Part 3: Demographic Data
6.

Please list social Investment factors th a t you believe a re Im portant th a t were not Included in this questionnaire:
a )----------------------------------------------------------------------------------------------------------------------------------------------------------------------b )---------------------------------------------------------------------------------------------------------------------------------------------------------------------c )----------------------------------------------------------------------------------------------------------------------------------------------------------------------d )----------------------------------------------------------------------------------------------------------------------------------------------------------------------

7.

Please list some o f th e Inform ation sources you use to g ather inform ation concerning th e social perform ance o f a company:

8.

Do you consider compliance w ith applicable laws and regulations sufficient to consider a company fo r Investment?

9.

□

yes

□

no (please explain)____________________ :_____________________________________________________________

In w hat country is yo u r fund located?
□

Australia

□

England

□

Canada

□

United States
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An Evaluation of
Corporate Social Performance

Printed on recycled paper
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Factors Reflecting Social Performance
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Part 1: Factors Reflecting Social Performance

R esponse Scale
Numerical
Value

Description

Explanation

1

E q u ally im portant

T w o factors contribute equally to the objective

3

M od erately m ore im portant

Experience and judgm ent slightly favor one
factor over another

5

S tro n g ly m ore im portant

Experience and judgm ent strongly favor one
factor over another

7

V ery stro n g ly m ore important

A factor is strongly favored and its dominance
is demonstrated in practice

9

E x trem ely m ore im portant

Reserved fo r situations w here the difference
betw een the item s being com pared is so great
that they are o n the verge o f not being
directly comparable

Intermediate points betw een two
adjacent judgm ents

T o reflect compromise

2 .4 .6 .8
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Part 1: Factors Reflecting Social Performance

Introduction: Managers making socially responsible investments consider many factors to determine whether to include a
company in an investment portfolio. This questionnaire presents factors that a fund manager may consider when evaluating
a company’s social performance. Please indicate how important the factors are in your evaluation of a company’s social
performance when making decisions for the fund you represent. Assume you have established that the company does not
possess attributes that prohibit investing.
Instructions: The factors are presented in pairs so that you need to consider only two factors at a time. Please determine
how much more important one factor in a pair is to the other, if at all. Before you proceed, consider the following example:
Suppose you are deciding which car to buy. Assume that Cost of the car. Safety features of the car, and Appearance of the
car are the factors you are considering. The process can be simplified by isolating the factors in pairs and rating their
importance using the Response Scale on the facing page.

Cost

806

5

4

3

2

2

3 4

5

6 7

8

9

Safety

Circling the '7* next to C ost indicates you believe that the cost o f the car is ’V ery strongly m ore Im p ortant’ than the Safety features o f the car.

Cost

9 8 7 6 5 4 3 2

CD

2

3 4

5

6

7

8

9

A ppearance

In this comparison, circling the ’1’ indicates that C ost and A ppearance are ’E qually Im portant’ to you in your selection.

Safety

9 8 7 6 5 4 3 2

2

3 (7)5 6 7 8 9

A ppearance

By circling the ’4 ’ next to A ppearance, you believe that the appearance o f the car is between ’M oderately m ore Im portant’ and ’Strongly m ore
Im portant’ than Safety features to you in your decision.

137

A. Corporate Social Performance

U se this inform ation to complete the comparisons o n the b e in g page. Please refer to the examples on page 3 i f you need guidance.

F acto rs

R esponse Scale

C o m m u n ity Involvem ent. T he extent o f a company’s involvement
w ith th e comm unity in w hich it operates.

Numerical
Value

E n v iro n m e n t H ow responsibly a company acts in regard to the
environment.
F a ir B usiness P ractices. T he extent a company is concerned with
treating employees and society fairly.
H u m a n R esources. T h e degree a company prom otes health, safety,
and training o f employees.
P ro d u c ts a n d Services. H ow valuable a company’s product o r service
is to society o r how socially conscious a company is in the production
process.

D escription

1

E q u ally im portant

3

M o d erately m ore im portant

5

S tro n g ly m ore important

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect compromise

A. Corporate Social Performance
Assume you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from
investing. Assume all factors other than those being compared are identical. Please indicate which factor in each pair, i f any, is more important to you in
evaluating co rp o rate social perform ance. Please circle one number per comparison using the Response Scale on the facing page.

Products a n d Services

H um an Resources
F a ir Business Practices

P roducts a n d Services

E nvironm ent

F a ir Business Practices

C om m unity Involvem ent

C om m unity Involvem ent
H um an Resources
P roducts a n d Services

C om m unity Involvement

F a ir Business Practices

Products a n d Services

F a ir Business Practices

H um an Resources

C om m unity Involvem ent

H um an Resources
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B. Fair Business Practices

U se this inform ation to complete the comparisons o n the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs

R esponse Scale

Employm ent and advancement o f m in o rities. A company employs and
advances racial m inorities.

Numerical
Value

Employment and advancement o f the ag ed , disab led , gays, and lesbians.
A company employs and advances the aged, disabled, gays, and lesbians.
Employment and advancement o f w om en. A company em ploys and
advances women.
F a ir la b o r rela tio n s and bargaining. A company treats employees and
negotiates labor contracts fairly.
Socially responsible business p ractices a b ro a d . A company concerns
itself w ith issues concerning the exploitation o f w orkers in other
countries.
Support for m in o rity businesses in the hom e country. A company uses
m inority ow ned businesses (e .g ., suppliers).

Description

1

E q u a lly im portant

3

M o d erately m ore important

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 .6 .8

Intermediate values to reflect compromise

B. Fair Business Practices

Assume you ate evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from
investing. Assume all factors other than those being compared are identical. Please indicate which factor in each pair, i f any, is m ore important to you in
evaluating fa ir business practices. Please circle one number per comparison using the R esponse Scale o n the facing page.

Business practices a b ro a d

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

F a ir la b o r relations

M inorities

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

W om en

F a ir la b o r relations

9

8

7

6

5

4

3

2

I

2

3

4

5

6

7

8

9

M inority businesses

B usiness practices a b ro a d

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

M inorities

F a ir la b o r relations

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

W om en

F a ir la b o r relatio n s

9

8

7

6

5

4

3

2

I

2

3

4

5

6

7

8

9

M inorities

A ged, disabled, gays

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

M in o rity businesses

W om en

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

A ged, disabled, gays

B usiness practices ab ro a d

9

8

7

6

5

4

3

2

I

2

3

4

5

6

7

8

9

W om en

A ged, disabled, gays

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

M inorities

Business practices a b ro a d

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

M inority businesses

M inorities

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

M inority businesses

A ged, disabled, gays

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

F a ir la b o r relations

M in o rity businesses

9

8

7

6

S

4

3

2

1

2

3

4

5

6

7

8

9

W om en

A ged, disabled, gays

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

B usiness practices ab ro a d
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C. Human Resources

Use this infoim ation to complete the com parisons o n the b e in g page. Please refer to the examples on page 3 if you need guidance.

F acto rs

E m ployee b en efits. A company provides benefits to employees such as
health insurance and retirement plans.

E m ployee h e a lth and safety. A company em ploys safe technologies and
procedures to minim ize health risks to employees.

E m ployee tra in in g . A company provides in-house training o r financial
assistance fo r additional training outside company.

R esponse Scale
Numerical
V alue

Description

1

E q u a lly im portant

3

M o derately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore important

2 ,4 ,6 ,8

Interm ediate values to reflect com prom ise
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C. Human Resources

Assum e you are evaluating a company for inclusion in y o u r portfolio and the company does not possess any attributes that prohibit your fund from
investing. Assum e all factors other than those being compared are identical. Please indicate w hich factor in each pair, i f any, is m ore im portant to you in
evaluating h u m a n resources. Please circle one num ber p er comparison using the R esponse Scale o n the facing page.

E m ployee h e alth

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

E m ployee tra in in g

E m ployee tra in in g

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

E m ployee benefits

E m ployee benefits

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

E m ployee h e a lth

D. Products and Services

U se this information to complete the comparisons on the facing page. Please refer to the examples on page 3 i f you need guidance.

F acto rs

S afety . A company sells products that meet applicable safety
standards and minim ize environmental impact.
T r u th in ad v ertisin g . A company advertises its products and/or
services honestly.
V alu e o f p ro d u c t o r service to society. A company’s product o r
service provides value to society.

R esponse Scale
Numerical
Value

D escription

1

E q u ally im portant

3

M od erately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect compromise

D. Products and Services

Assume you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from investing.
Assum e all factors other than those being com pared are identical. Please indicate which factor in each pair, i f any, is m ore im portant to you in evaluating
p ro d u c ts a n d services. Please circle one num ber p er comparison using the R esponse Scale o n the facing page.

S afety

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

T r u th in ad v ertisin g

T r u th in ad v ertisin g

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

V alu e o f p ro d u c t

V alu e o f p ro d u c t

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

S afety
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E. Environment

U se this inform ation to complete the comparisons o n the facing page. Please refer to the examples on page 3 if you need guidance.

F acto rs
Assessment and a n n u a l a u d it. A company conducts and m akes public an
animal self-evaluation o f progress in environmental affairs and w orks
tow ard creation o f independent environmental procedures.
D am ag e co m pensation. A company takes responsibility for harm caused
the environm ent by restoring the environm ent and compensating the persons
adversely affected.
D isclosure. A company discloses incidents causing environmental damage
and potential environm ental hazards.
E n v iro n m en tal d irecto rs and m anagers. A company comm its management
resources and form s a comm ittee o f the board w ith responsibility to
environmental affairs.

R esponse Scale
Numerical
V alue

D escription

1

E q u a lly im portant

3

M od erately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect comprise

Protection o f the atm o sp h ere . A company seeks to minim ize and eliminate
the release o f pollutants.
Reduction and disposal o f w aste. A company seeks to minimize waste,
disposes o f waste responsibly, and recycles when possible.
Sustainable u se o f n a tu ra l resources. A company conserves non
renewable resources, m akes sustainable use o f natural resources and invests
in im proved energy efficiency and conservation.
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E. Environment

A ssum e you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from investing.
Assum e all factors other than those being compared are identical. Please indicate which factor in each pair, i f any, is m ore im portant to you in evaluating
en viro n m en t. Please circle one num ber p er comparison using the R esponse Scale on the facing page.

A tm o sp h ere

9

8

6

5

3

2

1

2

3

5

6

8

9

E n v iro n m en tal directors

D isclosure

9

8

6

5

3

2

1

2

3

5

6

8

9

D isposal o f w aste

D isclosure

9

8

6

5

3

2

1

2

3

5

6 .

8

9

A tm osphere

D isclosure

9

8

6

5

3

2

1

2

3

5

6

8

9

D am age com pensation

U se o f n a tu ra l resources

9

8

6

5

3

2

1

2

3

5

6

8

9

D isposal o f w aste

U se o f n a tu ra l resources

9

8

6

5

3

2

1

2

3

5

6

8

9

A tm osphere

E n v iro n m en ta l d irecto rs

9

8

6

5

3

2

1

2

3

5

6

8

9

D isclosure

E n v iro n m en ta l d irecto rs

9

8

6

5

3

2

1

2

3

5

6

8

9

A n n u al a u d it

U se o f n a tu ra l resources

9

8

6

5

3

2

1

2

3

5

6

8

9

D am ag e com pensation

E n v iro n m en ta l d irecto rs

9

8

6

5

3

2

1

2

3

5

6

8

9

D isposal o f w aste

p lease cont n u e
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ns*

E. Environment (continued)

U se this inform ation to complete the comparisons o n the facing page. Please refer to the examples on page 3 if you need guidance.

F acto rs

R esponse Scale

Assessment and a n n u a l a u d it. A company conducts and m akes public an
annual self-evaluation o f progress in environmental affairs and w orks
tow ard creation o f independent environmental procedures.

Numerical
Value

D am ag e com pensation. A company takes responsibility for harm caused
the environm ent b y restoring the environm ent and compensating the persons
adversely affected.
D isclosure. A company discloses incidents causing environmental damage
and potential environmental hazards.
E n v iro n m en tal d irecto rs and m anagers. A company comm its management
resources and forms a comm ittee o f the board w ith responsibility to
environm ental affairs.

Description

1

E q u a lly im portant

3

M o d erately m ore im portant

5

S tro n gly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect com prise

Protection o f the atm o sp h ere. A company seeks to minim ize and eliminate
the release o f pollutants.
Reduction and disposal o f w aste. A company seeks to m inim ize waste,
disposes o f w aste responsibly, and recycles w hen possible.
Sustainable use o f n a tu ra l resources. A company conserves nonrenewable resources, makes sustainable use o f natural resources and invests
in im proved energy efficiency and conservation.
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E. Environment (concluded)

A tm osphere

9

8

6

5

3

2

1

2

3

5

6

8

9

Disposal o f w aste

D isclosure

9

8

6

5

3

2

1

2

3

5

6

8

9

U se o f n a tu ra l resources

A nnual au d it

9

8

6

5

3

2

1

2

3

5

6

8

9

D am age com pensation

Use o f n a tu ra l resources

9

8

6

5

3

2

1

2

3

5

6

8

9

A nnual a u d it

Use o f n a tu ra l resources

9

8

6

5

3

2

1

2

3

5

6

8

9

E nvironm ental directors

A nnual a u d it

9

8

6

5

3

2

1

2

3

5

6

8

9

D isposal o f w aste

A tm osphere

9

8

6

5

3

2

1

2

3

5

6

8

9

D am age com pensation

Disclosure

9

8

6

5

3

2

1

2

3

5

6

8

9

A nnual a u d it

A nnual a u d it

9

8

6

5

3

2

1

2

3

5

6

8

9

A tm osphere

D isposal o f w aste

9

8

6

5

3

2

1

2

3

5

6

8

9

D am age com pensation

E n v ironm ental directors

9

8

6

5

3

2

1

2

3

5

6

8

9

D am age com pensation
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F. Community Involvement

U se this inform ation to com plete the comparisons o n the facing page. Please refer to the examples on page 3 i f you need guidance.
t
F acto rs

C h a rita b le co n trib u tio n s. A company donates to education, the arts,
historical societies, o r public television.

H ealth -related activities. A company sponsors public health projects
and aids medical research.

V olunteerism . A company donates to and supports employee
involvement in comm unity activities.

R esponse Scale
Numerical
V alue

' Description

1

E q u ally im portant

3

M o d erately m ore im portant

5

S tro n g ly m ore im portant

7

V ery stro n g ly m ore im portant

9

E x trem ely m ore im portant

2 ,4 ,6 ,8

Intermediate values to reflect comprise
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F. Community Involvement

Assume you are evaluating a company for inclusion in your portfolio and the company does not possess any attributes that prohibit your fund from investing.
Assume all factors other than those being compared are identical. Please indicate which factor in each pair, i f any, is more important to you in evaluating
com m unity Involvem ent. Please circle one number per comparison using the R esponse Scale on the facing page.

V olunteerism

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

C h a rita b le contributions

V olunteerism

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

H ealth-related activities

C h a ritab le co ntributions

9

8

7

6

5

4

3

2

I

2

3

4

5

6

7

8

9

H ealth-related activities
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Hypothetical Investments

152

Part 2: Hypothetical Investments

Instructions: An evaluation of corporate social performance for two hypothetical companies is presented on the following pages.
Please review the evaluation for each company independently and indicate if your fund would include it on a list of potential
investments. Assume these evaluations are the only information you have available to make this decision. Note that these companies
are independent and you may choose to exclude both companies, include only one company or include both companies on you list
of potential investments.
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Part 2: Hypothetical Investments

Social
Performance
poor
C o m m u n ity Involvem ent
T he extent o f a company’s
involvement w ith the comm unity
in winch it operates (p. 17).

| _______

E n v iro n m en t '
H ow responsibly a company acts
in regard to the environm ent (p. 13).

| ______

F a ir B usiness P ractices
T h e extent a com pany is concerned
w ith treating em ployees and society
fairly ft). 7).

| ______

H u m a n R esources
T h e degree a company prom otes
health, safety, and training o f
employees (p. 9).

| ______

P ro d u c ts a n d S ervice
H ow valuable a com pany’s product o r
service is to society o r how socially
conscious a company is in the production
process (p. 11).

| ______

Would your fund consider Alpha Company as a potential investment?

I

I

I

□

yes

I

I

□

no
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Comments welcome:

excellent

Part 2: Hypothetical Investments
Social
Performance
a n y

poor

Comm unity Involvement
The extent o f a company’s
involvement with the community
in which it operates (p. 17).

|.

Environm ent
How responsibly a company acts
in regard to the environment (p. 13).

|.

F a ir Business Practices
The extent a company is concerned
with treating employees and society
fairly (p. 7).

|.

H um an Resources
The degree a company promotes
health, safety, and training o f
employees (p. 9).

|.

P roducts an d Service
How valuable a company’s product or
service is to society or how socially
conscious a company is in the production
process (p. 11).

|,

Would your fund consider Zeus Company as a potential investment?

excellent

I

I

□

yes

□

I

no

Comments welcome:
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IS 6

C8

a

Part 3: Demographic Data
Thank your very much for participating in this study. Your responses are strictly confidential and will be reported only in summary form. Please
complete the following questions to assist in understanding the results.
1.
2.

W hat is yo u r present position with th e fund?______________________________________________________________________________
t
Please describe yo u r educational background:
1
Undergraduate degree? (please identify degree and major)-------------------------------------------------------------------------------------------------------Graduate degree? (please identify degree and major)--------------------------------------------------------------------------------------------------------------Law degree?

3.

□

yes

□

no

Please indicate the num ber o f years o f managerial experience you h a re with:
mutual funds

socially responsible mutual funds

other (please describe)---------------------------------------------------------------------------------------------------------------------------------------------4.

Please describe yourself:
A ge

5.

Gender: Male

Female □

How do you describe y o u r personal expertise relating to th e evaluation o f corporate social perform ance? (please check one)
□

extremely knowledgeable with considerable experience

□

somewhat knowledgeable with limited experience

□

familiar but not experienced

□

no knowledge o r experience

please continue
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Part 3: Demographic Data
6.

Please list social investment factors th a t you believe a re im portant th a t were not Included in this questionnaire:
a )---------------------------------------------------------------------------------------------------------------------------------------------------------------------b )----------------------------------------------------------------------------------------------------------------------------------------------------------------------

c)----------------------------------------------------------------------------------------------------------------------------------------------------------------------d )----------------------------------------------------------------------------------------------------------------------------------------------------------------------

7.

Please list some o f th e inform ation sources you use to gather inform ation concerning th e social perform ance o f a company:

8.

Do you consider compliance w ith applicable laws and regulations sufficient to consider a company fo r investment?

9.

□

yes

□

no (please explain)----------------------------------------------------------------------------------------------------------------------------

In w hat country is yo u r fund located?
□

Australia

□

England

□

Canada

□

United States

158

APPENDIX 3
LETTER AND
REQUEST FOR RESULTS
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D e p o r tm e n t o f A c to u n litu j • C ollege o l B ti\in e\s A d m in iM r o tio n

September 16, 1993

1Dear 2 ~ :
W e are conducting a study to learn what type of financial statement disclosures would be
helpful to individuals evaluating corporate social performance. The enclosed survey takes
15-20 minutes to complete.
The survey presents factors that you are likely to consider when evaluating a company’s
social performance. Specific instructions are included on page 3 of the survey. W e have
enclosed a recycled pencil and straight-edge for use in completing the survey.
After you have completed the survey, please mail your booklet to us in the large enclosed
postage-paid return envelope. If you would like a summary of the findings, please complete
the attached form and return it in the enclosed business reply envelope.
Thank you very much for your valuable contribution to this study.
Sincerely,

Barbara Apostolou, PhD, CPA
Assistant Professor and
Dissertation Chair
(504) 388-6222

Giselc Jackson, MBA, CPA
Candidate for Doctoral Degree
(504) 549-1282

REQUEST FOR COPY OF RESEARCH RESULTS

Please forward me a copy of the results of the Evaluation o f Corporate Social
Performance study after they have been analyzed and summarized:
Name

______________________________________________

Address

______________________________________________

Return this form in the small enclosed envelope. Thank you.

V IT A

Gisele Kay Jackson was born September 20, 1958, in
Port Arthur, Texas.

She graduated from Thomas Jefferson

High School in Port Arthur, Texas,

in May 1977.

Ms. Jackson attended Stephen F. Austin State
University in Nacogdoches, Texas.

In May 1980,

she

received a Bachelor of Business Administration degree with
a major in accounting.

She became a Certified Public

Accountant in January 1983.
Ms. Jackson worked in management accounting positions
for seven years prior to beginning work on her master's
degree.

She received her Master of Business Administration

from Lamar University in Beaumont, Texas in December 1989.
Ms. Jackson then attended Louisiana State University.
She graduated with a Doctor of Philosophy in Accounting in
May 1995.

She began teaching at Southeastern Louisiana

University (SLU) in August 1994.
an Assistant Professor at SLU.

162

Dr. Jackson is presently

DOCTORAL EXAMINATION AND D ISSER TA TIO N REPORT

Candidate:

Gisele Kay Jackson

Major Field:

Accounting

Title of Dissertation:
An Examination of Investor Evaluation of
Corporate Social Performance

Approved:

Major Professor and Chairman

Fean of tl

luate School

EXAMINING COMMITTEE:

Date of Examination:

February 15, 1995

