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Foreword

Investors have a special role in shaping and influencing company actions relating to
human rights. Since its founding in 2013, the NYU Stern Center for Business and
Human Rights has devoted significant attention to this issue, promoting long-term
investing, advocating with public pension funds and university endowments to pay
greater attention to human rights, and partnering with Robert F. Kennedy Human
Rights to develop human rights programming for some of the largest investors in
the world.

In April 2016, the Center and Robert F. Kennedy Human Rights co-sponsored a
two-day workshop entitled Measuring Human Rights Performance: Metrics that
Drive Change. It brought together people from different business sectors with
representatives from civil society, ratings agencies, and academia to explore the
current gaps in evaluating the human rights performance of large multinational
companies. This paper draws inspiration from the ideas generated at that meeting,
but is not a record of the workshop.

Investors increasingly recognize that the lack of reliable, accessible information
about the human rights track records of individual companies hinders their ability to
manage medium- to long-term risks and advance social objectives in an investment
context. While much of this report focuses on the shortcomings of current efforts,
we recognize the significant conceptual and operational hurdles and costs that
make the assessment of human rights performance such a daunting task.

This paper is based on analysis of 12 existing frameworks for assessing “S” - the
social component of “environmental, social, and governance” (ESG) investing
approaches. The efforts of those behind these frameworks have been a pioneering
first step in pushing investors to develop metrics and tools that help improve the
human rights performance of companies. We remain committed to collaborating
with the dynamic field of ESG professionals to make practical progress in enhancing
“S” measurement in the years ahead.

David Wang, Andrew Duncan, APG, Robert F. Kennedy Human Rights, and the NYU
Green Grants program generously supported the April 2016 workshop and
subsequent preparation of this white paper. Dorothée Baumann-Pauly, the Center’s
research director, provided expert guidance on indicator coding and analysis.
Gabriel Ng, Nicole Kenney, Nate Stein, ljeamaka Obasi, Tara Wadhwa, and April Gu
did the painstaking work of indicator coding. The paper benefited from thoughtful
suggestions offered by Will Millberg, Amol Mehra, Debora Spar, Kilian Moote,
Josh Zoffer, Auret van Heerden, and Justine Nolan. Mike Posner’s sharp editorial
eye helped bring the project to completion, and Kerry Kennedy was a guiding light
throughout. Luke Taylor copy edited the report and Samantha Kupferman and Na-
talie Butz of West End Strategy Team provided communications guidance.
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EXECUTIVE SUMMARY

Executive Summary

Protestors in Irvine, CA boycott Taco Bell for underpaying the farm workers who
supply its tomatoes. As individual investors increasingly seek to align their money
with their values, financial firms need ways to evaluate the social performance of
companies in which they invest. (photo credit: David McNew).

Until recently, sustainable investing was a niche in the broader financial landscape.
But today, environmental, social, and governance (ESG) factors are increasingly
important to mainstream investors. Large financial firms like Bloomberg, Morgan
Stanley, and Goldman Sachs are expanding their ESG product and service offerings.
Going forward, women and millennials are poised to manage a greater share of
global wealth, and to do so in a way that aligns with their values about fairness, the
environment, and human rights.

Some of the largest pools of capital - public pension funds, sovereign wealth funds,
and university endowments - also are experimenting with applying ESG criteria as
they seek to ensure sustainability across very long time horizons. And in the face of
rising economic inequality and mounting evidence of the negative externalities of
business practices, financial firms are under pressure to demonstrate that they can
deliver value in today’s global economy in ways that work for people and communities
around the world.

This paper is particularly concerned with the social (“S”) performance of companies,
which we define as the operational effects of a company on the labor and other
human rights of the people and communities it touches. Standards that define these
rights are laid out in multiple international instruments, including the Universal
Declaration of Human Rights and the Core Conventions of the International Labour
Organization.! While originally developed for governments, these standards have
been extended to the business context and provide a strong foundation in which to
ground the scope and meaning of “social” performance.?

Over the past three decades, a multi-faceted industry has evolved to offer reporting
services on ESG factors to investors and other stakeholders. Investors should be
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EXECUTIVE SUMMARY

able torely onthe ESG industry to provide data that helps them identify strong
performers and assess risk. When it comes to evaluating companies on their toxic
waste emissions (“E”) or vulnerability to fraud and corruption (“G”), investors now
have tools to assist them. But our analysis of 12 leading ESG frameworks shows that

the ESG industry is still falling short of this objective when it comes to “S”.
We conclude that there are four fundamental gaps:

1. Social measurement evaluates what is most convenient, not what is
most meaningful.

2. Current approaches to disclosure are not likely to yield the information
needed to identify social leaders.

3. The lack of consistent standards underpinning social measurement
increases costs and creates confusing “noisiness” across the ESG industry.

4. Existing measurement does not equip investors to respond to rising
demand for socially responsible investing strategies and products.

In short, the ESG industry must improve measurement of social performance. The
abundance of ESG measurement and products belies the limited basis on which
companies are currently assessed on their social performance, while imposing
significant costs on companies and other stakeholders. To date, investors have been
too willing to accept data that does little to actually assess the social performance of
the companies in which they invest. Many still view “S” as a check-the-box exercise in
which investors and companies can appear to comply with rising consumer expectations
around sustainability, while avoiding the actual costs of improving performance.

That said, most investors view themselves as good actors, who would deploy capital in
away that benefits society - if they can do so while remaining responsible fiduciaries
to their clients and beneficiaries. In the context of heightened scrutiny of the financial
industry, this is an important moment to seek greater rigor and efficiency in the ESG
industry when it comes to measuring “S”. Seeking a new way forward for “S” is an
opportunity to rationalize the considerable expense of current ESG strategies, while
deepening understanding of the long-term benefits of strong social performance for
acompany’s operations and an investor’s portfolio.

We offer four principles for improved measurement of social performance that we
hope will spur much-needed action to reform the “S” in the ESG industry:

1. Measure companies’ real-world effects, not just their efforts.
2. Diversify the data - go beyond company disclosure.
3. Establish and rely upon clear standards for evaluating “S”.

4. Target investors as the primary audience.
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EXECUTIVE SUMMARY

All stakeholders have arole to play in realizing social measurement that adheres to
these principles. We recommend the following next steps:

e Companies should redirect internal resources away from reporting
information on their commitments and processes to gathering and
then disclosing information on the effectiveness of these efforts on the
ground, according to common standards. Companies should contribute
to the development of these standards for evaluating the most pressing
labor and other human rights challenges they face.

e |nvestors and consumers should demand accurate performance-based
social measures and data that will allow them to meaningfully assess
industry competitors on social performance.

e Asset owners and managers—particularly large institutional investors with
expansive and diverse portfolios—should examine and articulate the
systemic social and human rights risks they see among their investments.
On the basis of what they find, investors should engage with the companies
they hold, reinforcing the importance they place on aligning themselves
with companies that are striving to understand and tackle the difficult
social and human rights issues they face throughout their operations.
Doing so will help to make the case for patient capital and longer-term
investment models.

o NGOs should share their expertise with companies and investors to

e Governments should continue to explore regulation that helps to standardize
the social information companies disclose and to clarify that public
fiduciaries not only can but ought to consider social sustainability in their
investment choices. Governments also should incorporate standards for
social performance into their own procurement requirements.

o Creators of measurement frameworks should prioritize transparency on
company impacts, rather than policies and processes. In doing so, they can
play an important role in helping to identify and define industry-specific
standards against which company performance is evaluated. In addition,
more work is needed to interrogate the assumptions that have guided
many of the measurement initiatives to date, including: the correlation
between the social policies or procedures and social outcomes; the
comparability of social risks and challenges among industry peers; and the
availability and accuracy of social data generated by various stakeholders.

We believe that investors, if equipped with reliable, accessible information, are in a
unique position to identify and reward companies with strong social performance,
thereby creating incentives for companies across an industry to upgrade their
operations in a way that improves human rights and strengthens societies.
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EXECUTIVE SUMMARY

Defining Sustainable Investment

Sustainable investment goes by many names - “socially responsible,” “ethical,’

“sustainable & responsible,” “Environmental, Social, and Governance (ESG)
and “impact,” among others - but generally follows three broad approaches:

(1) screening out companies that violate certain values (such as
divesting from coal, tobacco, weapons, or other “sin” stocks) and/or
positively screening for companies that uphold values or perform
well on ESG factors;

(2) impact investing in organizations or projects that have social or
environmental aims; and

(3) integrating ESG factors into traditional financial analysis.®
Once acompany is in an investor’s portfolio, they may further advance sustaina-
bility objectives through engagement with management and shareholder voting.

This paper focuses on how labor and other human rights factors are currently
defined and measured for use across these approaches.
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PART 1: GROWTH OF THE ESG INDUSTRY

Part 1: Growth of the ESG Industry
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Figure 1: Growth of Google searches on sustainable investing topics and business and human rights (2006-2016). The largest investment firms have established ESG
divisions in recent years, as interest and demand grows in this segment of financial services. As Hugh Lawson, Head of ESG and Impact Investing at Goldman Sachs, has said,

“ESG has gone, in essence, mainstream.” 4

1.1 Sustainable
Investing Goes
Mainstream

Interest in sustainable investing and business’ social obligations has been steadily
rising. While initially focused on screening out companies on the basis of ethical
considerations, sustainable investing now comprises a wide-variety of approaches
reflecting a diverse set of motivations. Three trends suggest that this is just the
beginning and sustainable investing is primed to expand in the coming years: 1) the
investment preferences of the rising number of millennial and women investors; 2)
growing evidence that investors need to consider longer time horizons; and 3) regu-
latory measures that encourage or require ESG.

1. Tomorrow’s investors will seek out sustainable investments: De-
mand is growing for ESG products, with assets in socially responsible
funds rising 76% over the last five years.” This trend is likely to continue
as millennials and women, both groups that favor sustainable investing,
comprise an increasingly large percentage of individual investors.® With
women projected to control half of all private wealth in the United
States by 2020, and millennials projected to inherit $30 trillion over
the next 40 years, a considerable pool of capital will be looking for ESG
products and strategies.”
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PART 1: GROWTH OF THE ESG INDUSTRY

Millennials are

2X

as likely to both invest in companies
or funds that target specific
socialfenvironmental outcomes
ahd divest because of abjectionable
corporate activity.

Women are

23%

more likely than men to seek
out sustainable investments
(76% to 62%4).

2. Growing evidence that investors need to consider longer time horizons:
Leaders at the highest levels of the financial sector are starting to
publicly acknowledge the downsides of short-term investing. Larry Fink
of BlackRock recently argued that short-term investing strategies risk
“maximizing near-term profit at the expense of long-term value.” ® These
short-term approaches often lead to a range of negative social outcomes,
including favoring the immediate interests of capital over labor.” Workers
who have felt left behind by the global economy are expressing their
dissatisfaction with the financial sector in the rising tide of populism
around the world. Ray Dalio of Bridgewater - the world’s largest hedge
fund - calls this trend “the number one economic issue that market
participants should be watching, more important than central banks.”*®

At the same time, a steady stream of studies extol the benefits of both
longer-term investment horizons and strong sustainability practices for
corporate financial performance. This suggests that ESG considerations
have the potential to enhance returns, in addition to contributing to
more stable societies and markets.!

3. Countries around the world are adopting ESG regulation: According to
the United Nations Principles for Responsible Investing (UNPRI), 72% of
countries they examined had some form of regulation mandating company
disclosure on sustainability issues.” Forty-four percent of countries also
had existing or proposed regulations stipulating that pension funds can
and, in some cases must, consider ESG factors as a part of their fiduciary
responsibilities.’® (See Figure 2 for examples of pension regulation
and policies regarding ESG integration.) Regulation is also increasingly
specific with regard to social issues. Approximately 41% of the countries
examined in a separate study concerning sustainability regulation had
mandatory social reporting instruments.** In many cases, stock exchanges
and associated regulatory bodies promulgated the requirements, which
covered issues such as gender equality and diversity, workplace health
and safety, issues of forced or child labor in supply chains, and efforts to
combat corruption.’
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2001

French Parliament

L,

Passed regulation requiring French
employee savings plan managers to
take ESG considerations into account
and disclose how they have done so.

2009

Brazil's Conselho

Monetéario Nacional
Issued a resolution requiring pension
fund investment policies to contain at
minimum whether the fund employs
social and environmental criteria in its
decision-making.

Norwegian Ministry of Finance
Government Pension Fund of Norway

Issued Guidelines for observation and exclusion
from the Covernment Pension Fund Global
calling for exclusion of companies engaged in
behaviors such as holding large fossil fuel
reserves or having high carbon dioxide
emissions, gross corruption, or serious violations
of humanitarian principles or human rights.

2014

California Public Employees
Retirement System (CalPERS)

Created a dedicated team to work across
asset classes to support ESG integration
throughout its investment process.

2015 €ED

Ontario Parliament
Passed the Ontario Pension Benefits
Act requiring pension plans to disclose
whether they incorporate ESG factors in
their investment choices.

" 2016

Japan's Government

‘il Pension Investment Fund
Joined the UNPRI with the goal of becoming a
role model for Asian investors. The Executive
Managing Director said of the decision "We need
to work hard as financial professionals and as
investors to (ensure a) channeling of capital to
companies that are seriously taking those ESG
factors” into account in running their businesses.

Figure 2: Developments in pension fund regulation and commitment to ESG integration and disclosure.

2011 —

2000

2007

Australian Reward

Investment Alliance (Aria)
Stated that it believes that “poor ESG practices
can lead to financial risks as well as a decline in
investment value” and developed a partnership
with financial services and academic
consultants to monitor their portfolio for ESG
risks and help them respond to those risks.

2012

Fourth Swedish National
Pension Fund

Issued a mandate to divest from all S&P 500
companies holding large carbon dioxide
emissions or fossil fuel reserves, stating “[tlhere’s
a misconception that there's a conflict between
sustainability and long term-investing. We
believe it's a return enhancer.”

2015

National Assembly of the
Republic of Korea

Amended the National Pension Service Act to
require the National Pension Service to consider
ESG factors in its investiment processes or to
explain why it is not doing so.

2015

U.S. Department of Labor
U.S. pension funds
Clarified that ESG issues are “proper
components of the fiduciary's primary analysis
of the economic merits of competing
investment choices.”
- 4 2015
ﬂ European Parliament
' Workplace pension funds

Passed regulation that ESG criteria must be
considered in investment decisions and their
practical implementation disclosed in
regular reports.

16
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PART 1: GROWTH OF THE ESG INDUSTRY

Social factors have not been the focus of early ESG products, particularly those
developed for investor use (see Figure 3). Only 14% of “social” ratings products
aggregated by the Global Initiative for Sustainability Reporting target an investor
audience.” This suggests either that investors do not believe these factors are likely
to improve investment outcomes (and therefore do not demand social products and
services), or that there is something about social factors that make them difficult to
package for investor use.

Whether social performance is likely to improve
investment outcomes is a question of time horizons.
Investors tend to focus on near-term risks and
financial returns when determining what infor-
mation is material to their decisions.?® Under this
approach, investors are likely to consider social
performance only when it imposes short-term
costs that are easy to calculate. Such costs are
most likely to occur when mismanagement of
social issues results in damage to brand repu-
tation, lawsuits, fines, workplace shutdowns, or

s consumer protests.
14% Investors are less accustomed to accounting for
the long-term gains of affirmative social perfor-
@ mance, especially if realizing these gains requires
absorbing near-term costs. This is problematic be-
cause many of the most significant ways in which
Figure 3: Of the 580 ratings social performance may improve investment out-
products aggregated by the Global comes are only likely to occur in the longer-term.
Initiative for Sustainability Reporting, A growing body of research, and CEOs, provides
27%of environmental efforts and preliminary evidence of such benefits, but more
80% of governance efforts target .
investors s the primary audience. 16 and better data is needed to fully account for the
When it comes to social efforts, only ways in which social performance may impact the
149% similarly targeted investors.'? strength of an investment.

Several studies affirm a long-term gains argument, especially in light of the shiftin
recent decades toward intangible assets (such as brand reputation and human capital)
as significant drivers of company value.?! For instance, studies of employment conditions
by scholars at the University of Maastricht and New York University found that firms
that treat their workforce poorly suffer a host of negative consequences, including:
weaker access to human capital; higher turnover (and associated financial costs of
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PART 1: GROWTH OF THE ESG INDUSTRY

such instability); and decreased trust and innovation.?? Similarly, a study on the impact
of conflict with local communities by the Harvard Kennedy School, Shift, and the
University of Queensland found that the greatest cost of conflict is lost opportunities
for future projects, expansions, or sales.?

Local groups gather in Manila to protest the negative effects of mining practices on
their communities including environmental destruction, deception of indigenous
peoples, weakening of local autonomy, and lack of transparency and accountability.
(photo credit: Jay Directo)

Leading corporate CEOs also emphasize the affirmative reasons they are considering
human rights in their business models and operations. Unilever's CEO Paul Polman
has said, “[w]hat we firmly believe is that if we focus our company on improving the
lives of the world’s citizens and come up with genuine sustainable solutions, we are
more in sync with consumers and society and ultimately this will result in good share-
holder returns.” 2 Others argue that sustainability and human rights investments have
led to increases in their ability to recruit and retain outstanding employees, enhanced
quality control, and improved worker retention throughout their supply chains.?

The second challenge for improving “S” is measuring things that are complex, multi-
dimensional, and sometimes intangible. Across all kinds of social measurement, including
the long history of measuring governments’ social performance (see Appendix 1),
experts acknowledge that measuring social outcomes is a unique challenge. Quantifying
social phenomenais inherently reductive in a way that measuring revenue is not.?¢
But investors are in the business of reducing complexity into comparable metrics for
analysis. Measuring customer satisfaction levels, or the value of intangibles such as
investments in innovation, brand recognition, or culture, are things companies and
investors have been able to do, despite their complexity.?” With sufficient demand

and ingenuity, there is every reason to believe that the challenge of developing sound,
easy-to-use measurements for “S” can be overcome.

However, this will require a different approach to the concept of materiality. Too often

this termis used to dismiss and marginalize these factors rather than to assess them
along the lines of more standard intangible investment considerations. To alter this
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PART 1: GROWTH OF THE ESG INDUSTRY

pattern, investors should work collectively and with other stakeholders to develop
a better framework for valuing and incorporating labor and other human rights
issues into their routine assessments of company performance.

Lessons from “E”

When looking to improve social measurement, there are lessons to be drawn
from the success of “E”, while acknowledging that there are some limitations to
the comparison. First, “E” demonstrates the importance of standards-based,
performance-oriented measurement. For example, the Carbon Disclosure
Project (CDP), awidely cited reporting framework used by more than 5,500
companies worldwide, asks respondents to provide total global emissions

of carbon dioxide and compares those numbers against prior years.?®
Newsweek’'s Green Rankings issues an energy productivity score that is
calculated using gross company revenue/global energy consumption.?” These
approaches set an industry standard that applies across companies and allows
investors and others to compare companies’ performance over time and
against competitors. As of yet, there are no equivalent measurements for “S”.

Investors also reward companies for their environmental performance. A
report on Newsweek’s Green Rankings found that market values of ranked
companies were enhanced in the days following its publication. The study
found that “getting one position closer to the top of Newsweek’s ‘Global 100
Green Rankings’ increases the value of an average firm in the list by eleven
million dollars.” %

That said, environmental considerations often result in near-term cost
savings, whereas social considerations do not. A prime example of this is
Nike's development of Flyknit technology, a single piece of recycled polyester
fabric that it introduced in a new line of athletic shoes in 2012. Flyknit can be
used for the entire upper portion of the shoe, decreasing material and labor
costs associated with older models. The shift reduced environmental waste by
3.5 million pounds, while expanding the company’s profit margin by 0.25%.%!
On the other hand, company investments that improve social performance

- such as upgrading a facility’s safety or regulating hours of work - impose
costs, often without an attendant rise in near-term profits. Companies and
investors have not yet reckoned with how to accommodate these costs,
especially in the context of high-pressure, short-term investing.

PUTTING THE “S" IN ESG | 10
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Part 2: Typology of Social Measurement

There are now hundreds of initiatives, services, and tools available to measure and
communicate companies’ performance on labor and other human rights issues,
some of which are intended to be useful in an investment context. The proliferation
of these efforts reflects broad consensus that labor and other human rights issues
should be measured as a part of ESG investing, but little convergence around how to
doso.

This paper examines 12 leading measurement frameworks that target an investor
audience. In selecting those to evaluate, we first turned to SustainAbility’s Rate the
Raters survey of investors to identify the tools most commonly used by investors.*?
We then added tools that focus on labor and other human rights issues. The 12
frameworks fit into three general categories:

1. Company-focused frameworks: Sustainability and human rights
reporting guidelines for companies to inform their public disclosures on
social and sustainability practices.

2. Investor-focused frameworks: ESG data providers, third-party
research services, and ratings and indices designed specifically to aid
investment decisions.

3. Human rights-focused frameworks: Publicly available ratings and
rankings designed by human rights experts to identify which companies
are leading on labor and other human rights factors specifically.

In the typology below, we illustrate the different categories of frameworks with
additional examples that were not included in our sample but are otherwise prominent
in the field.

Company reporting underpins the vast majority of social measurement efforts. But
there are few regulatory or standards-based requirements mandating consistency in
what companies disclose. As a result, company reporting is highly individualized; the
structure and content of what is reported varies between peer companies and even
from year to year for the same company. Moreover, companies control what and how
to report. They determine what is “material” and therefore should be reported, often
without external validation of the accuracy or completeness of their disclosures.

Company reporting frameworks are intended to provide reporting standards to
guide company disclosures. Two frameworks dominate this space, the generalist
standards of the Global Reporting Initiative and the industry-specific standards
issued by the Sustainability Accounting Standards Board. The UN Guiding Principles
Reporting Framework, which focuses specifically on human rights, is not yet as
widely-discussed.
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PART 2: TYPOLOGY OF SOCIAL MEASUREMENT

o Global Reporting Initiative (GRI): GRI issues broad reporting standards for
sustainability. After a recent update, it now consists of 36 individual reporting
standards. Participating companies are required to incorporate three general
standards, and are free to opt-in to additional subject-specific standards if
they decide these standards are “material” to their business model.

o Sustainability Accounting Standards Board (SASB): SASB has developed
industry-specific standards for company sustainability. It has convened a
series of consultative groups comprised of industry, civil society and academic
experts over the last several years to develop means for evaluating 79
industries in 10 sectors.

o UN Guiding Principles Reporting Framework (UNGPRF): UNGPRF provides
a series of 31 questions to assist companies in communicating how they
are integrating human rights considerations into their operations.

Each framework is developed by non-profit organizations following extensive,
multi-stakeholder consultation processes. While both GRI and SASB have both
garnered considerable attention, neither has emerged as the dominant standard. A
recent study found that companies prefer to report using GRI, while investors prefer
to consume information via SASB.% This is likely because SASB standards were
developed specifically to be decision-useful for investors, and are more concise and
quantitative in nature.

The growing interest in ESG investing has resulted in a wide range of products aimed
at helping investors incorporate ESG factors into their decisions and offerings.
There are now hundreds of sustainability indices and sources of ESG data, many of
which build upon one another and on the information disclosed by companies.

As with reporting frameworks, these tools are quite broad. Though some, like the
Carbon Disclosure Project, focus exclusively on environmental issues, none are
similarly focused exclusively on labor or other human rights issues. Where social
considerations are incorporated, they examine a set of loosely defined issues, from
health and safety, to labor standards, customer relations, community engagement,
philanthropy, employee volunteering, and social investment.

According to the Rate the Raters survey, investors look to third-party data and re-
search providers as among their top sources for ESG information.®* That said, when
rating individual frameworks, only a select few indices, data aggregators, and re-
search providers were used “at least sometimes” by more than 20% of respondents.®
These were:

¢ Bloomberg: Bloomberg gathers ESG data disclosed by over 11,000 companies

and integrates it into its Equities and Bloomberg Intelligence platforms. It
also produces targeted analysis and tools, including an ESG scorecard.
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PART 2: TYPOLOGY OF SOCIAL MEASUREMENT

« Dow Jones Sustainability Indices (DJSI): Provides a large family of indices
composed of industry leaders on a variety of sustainability factors. The
indices are based on an annual sustainability assessment administered by
RobecoSAM and sent to over 3,000 publicly traded companies.

e Morgan Stanley Capital International (MSCI) ESG research and
indices: Provides ESG ratings on over 6,000 companies, research on ESG
strategies and trends, and more than 700 indices designed to support
integration, screening, and impact investing approaches.

Initiatives that were used “at least sometimes” by more than 10% of respondents® were:

e Carbon Disclosure Project: Aggregates company reports and environmental
disclosures using the reporting framework described above (‘Lessons from ‘E”).

e FTSE4Good: A series of indices based on FTSE’s ESG rating of over 4,000
companies. FTSE's rating relies on 300+ indicators to evaluate ESG exposure
and performance.

o Sustainalytics’ Global Access: Online platform for Sustainalytics’ products
related to ESG research and ratings, corporate governance research and
ratings, controversies, product involvement, and Global Compact compliance.

The majority of these are fee-for-service efforts undertaken by financial institutions
and service providers. They have large teams, advanced technology, and access to a
wide variety of data sources. This allows these firms to provide regular updates on a
large number of companies. But because of the proprietary nature of these services,
the methodologies for determining company ratings generally are not publicly available.
DJSlis the most transparent, providing a public sample of the questionnaire it uses

to assess company sustainability. Bloomberg and FTSE4Good shared their indicators
privately with the Center’s research team, but at the time of publication, MSCI and
Sustainalytics had not yet done so.

Numerous investor-focused consulting groups also offer sustainability research
services. In some cases, these may be ESG arms of traditional investment consultants
such as Mercer, Cambridge Associates, and Aon Hewett. Others are sustainability-
focused consultants. Examples of this later group include:

o Sustainalytics: Consultancy that provides sustainability research to
companies, investors and investment indices, and civil society groups.

o SustainAbility: Consultancy and think tank that offers research and services
to help companies and other stakeholders understand key issues and trends,
improve engagement, and develop sustainability management strategies.

e RepRisk: For-profit data aggregator on ESG risks. Uses a combination of

automated and human research of media, stakeholders, and other public
sources external to the company to evaluate reputational risks.
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PART 2: TYPOLOGY OF SOCIAL MEASUREMENT

These firms offer a range of services, targeting a range of clients. Because they are
customized and generally fee-based, they offer very little public information on their
exact metrics, indicators, standards, or on the processes they use.

In recent years, a growing number of labor and other human rights experts have
created public ratings and rankings that focus specifically on social issues. They

aim to highlight leading and lagging companies in a particular industry and/or on a
certain social issue. In most cases, they evaluate a small number of companies, using
indicators that cover a range of human rights concerns.

Because they are developed by human rights experts in consultation with other
stakeholders, these ratings more deeply cover labor or other human rights issues.
And, unlike other initiatives, they are transparent about their methodologies and the
indicators they use in making their evaluations.

Afew relatively small social investment firms like Domini and Calvert rely on these
ratings, in part because they have dedicated staffs focusing on human rights as part
of ESG investing.®” By contrast, most mainstream investment firms indicate that
their use of external ratings is low.*®

Prominent examples include:

e Access to Medicine Index: Since 2008, it has issued rankings on the efforts
of the top 20 research-based pharmaceutical companies to improve access
to medicine in developing countries.

* Enough Project’s Company Rankings on Conflict Minerals: In 2010 and
2012, it publicly ranked 24 electronics companies on their policies, statements,
and actions to eliminate conflict minerals from their supply chains in the
Democratic Republic of the Congo.

o Oxfam’s Behind the Brands campaign: In 2013 and 2015, it ranked the
largest 10 food and beverage companies across environmental, social, and
governance aspects of their agricultural sourcing policies and commitments.

o Ranking Digital Rights: Since 2015, it has ranked 16 (soon to be 22) internet
and telecommunications companies on their public commitments and policies
affecting users’ freedom of expression and privacy.

e KnowTheChain: Since 2016, it benchmarks 60 large global companies in
the information and technology communications, food and beverage, and
apparel and footwear sectors on their efforts to address forced labor and
human trafficking in their supply chains.

e Corporate Human Rights Benchmark: A new initiative, supported by
social investors, non-governmental organizations (NGOs) and companies

PUTTING THE “S" IN ESG | 14



PART 2: TYPOLOGY OF SOCIAL MEASUREMENT

that aims to eventually rank the top 500 globally-listed companies on
their human rights related policies, processes, and practices, in addition to
responses to issues.

Typically, these efforts rely on very small teams of researchers to gather information
about companies from publicly available sources. Several draw exclusively on
information provided by companies through their websites, financial reporting, and
sustainability reports. Companies are given a chance to give feedback and make
corrections and clarifications. In most cases, quantitative scores are augmented with
some degree of qualitative analysis, often in the form of a supplemental narrative.
Because this is a resource-intensive process, most of these ratings are updated at
most every two or more years.
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Part 3: The Current State of “S” in ESG

Our analysis of the current state of the ESG industry is based on extensive research
into 12 leading measurement frameworks that cover social factors. We first reviewed
the methodologies of each framework to determine their aims, sources of data, and
operating definitions. A team of researchers then coded 1,753 indicators from the
12 frameworks to gain insight into how “S” is currently measured. We looked speci-
fically at whether indicators measured company efforts to advance social objectives
or the effects of those efforts.

Social

Indicators
Frameworks

Efforts versus Effects

In the below analysis, “efforts” include: (1) resource investments, such as
funds dedicated to sustainability projects, staff time, or donations; and (2) ac-
tivities undertaken to advance social objectives. Common examples of efforts
are training, community programs, staff assigned to sustainability oversight,
policies, and audits. “Effects” are the outcomes and longer-term impacts of
these efforts. There are noticeably fewer examples of effects in the current
landscape of “S” measurement, but they include indicators such as number of
rights violations reported during a given period, number of jobs created, or
diversity among senior leadership.

Adetailed description of the coding methodology and conceptual framework is included
in Appendix 2. Examples of specific indicators measuring efforts and effects, as well
as trends observed in our sample, are included in Appendix 3.

Sample Selection Criteria
We sought to analyze a group that was representative of the tools investors identified
as being useful in understanding ESG performance, in addition to tools that have

been developed specifically to measure labor and other human rights issues. Our
sample was limited by two practical considerations: (1) to be evaluated, a framework
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must include at least some socially focused indicators; and (2) we had to have access
to the text of the indicators used to measure or evaluate companies.

Our sample includes three company-focused frameworks, three investor-focused
frameworks, and six human rights-focused frameworks. For frameworks that included a
mixture of environmental, social, and governance indicators, we examined only those
that were clearly identified as “social” indicators.®” In addition, we sought out indicators
that addressed a company’s supply chain because many of the most significant labor
and other human rights challenges companies face occur in this part of their operations.

Company Focused

« Global Reporting Initiative (GRI)
= Sustainability Accounting Standards Board (SASB)
« UN Guiding Principles Reporting Framework

Investor Focused

- Dow Jones Sustainability Index - Metals and Mining
$ . FTSE ESG Ratings

- * Bloomberg Social Indicators

Human Rights Focused

« Access to Medicine Index

« Enough Project’'s Rankings on Conflict Minerals

« Oxfam'’s Behind the Brands

* Ranking Digital Rights’ Corporate Accountability Index
* Know the Chain - ICT and Food & Beverage Benchmarks
* Corporate Human Rights Benchmark

The ESG industry has enjoyed a sustained period of creative experimentation over
the last three decades. Existing efforts take a wide variety of approaches, from
questionnaires, to calculators, to more qualitative evaluations. They also pursue
different strategies in scoping, with some targeting specific issues or industries
and others striving for global application. Together they offer a range of benefits in
advancing awareness of labor and other human rights issues in business contexts,
including: encouraging companies to embed ESG considerations into their corporate
cultures; increasing availability of ESG data; enhancing avenues for stakeholder
engagement; and improving understanding of priority social issues within specific
industries. But, on the whole, current approaches present serious limitations in
measuring the social performance for an investment context. Our research yielded
five core findings.
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3.2 FINDINGS

Finding 1: Social measurement almost exclusively targets efforts, not effects

Only 8% of the more than 1,700 “S” indicators we examined evaluated the effects
of company practices. Rather, a significant majority of indicators (92%) measured
company efforts and activities, such as issuing policies or commitments; conducting
audits, risk assessments, or training; participating in membership organizations or
other collaborations; or engaging stakeholders.

Effect
8%

Figure 4: Percentage of indicators measuring company efforts vs. real-world effects across frameworks.

Moreover, social measurement prioritized internal procedures over those that involved
external stakeholder participation. Over half of all indicators (58%) evaluated either the
governance structures acompany has in place for social issues (e.g., roles, management
systems, policies, and commitments) or its information gathering and assessment
processes (e.g., audits and external assurance, risk or impact assessments, and general
data gathering efforts). Less than 20% of indicators examined either stakeholder
engagement or remedial mechanisms.

34%

. Governance structures.

. Data gathering and assessment processes

. Contracting and agreements

. Recruitment, Training, and Benefits
Community & stakeholder engagement
Remedial Mechanisms

. Policy Engagement

. Other

Figure 5: Percentage of indicators measuring governance structures or information gathering and assessment.

This means that, across the board, the ways in which companies are evaluated primarily
measure the internal exercises acompany is conducting. It is possible that this is relevant
in an investment context - perhaps companies that conduct a higher volume of
internal procedural exercises are stronger performers than those that do not. But it
is also possible that this amounts to a high degree of noise, with significant amounts
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of data generated about activities that do little to distinguish one company from
another. Whether a company’s supply chain model results in lapses in factory safety
or failure to pay overtime wages is the kind of information that will help investors to
distinguish companies that could be long-term risks, as well as those that represent
long-term value. But at present, companies have few incentives to report - or be
measured against their competitors - on these issues.

While these findings hold true across all three categories of frameworks, the human
rights-focused frameworks were the most likely to be limited to measuring efforts
(98% efforts). In fact, three out of six human rights-focused frameworks - Behind
the Brands, KnowTheChain, and the Enough Project - exclusively measured efforts.
One possible explanation for this is that these frameworks rely heavily on publicly
disclosed company data as the basis for evaluation.

Investor-focused frameworks were slightly more likely to focus on effects, with
Bloomberg having the highest percentage of indicators evaluating effects (51%)
of any framework in our analysis. The increased focus on effects among investor
frameworks may be due to the likelihood that these groups have access to a wider
range of data given the expectations and incentives for companies to disclose
sensitive information to existing and potential investors.

Finally, the three company-focused frameworks - SASB, GRI, and the UN Guiding
Principles Reporting Framework - were collectively the most likely to include indicators
that measure effects, with SASB performing the best of this group (34%). Since these
frameworks are designed for company use, they assume full access to company
information, suggesting that, at present, measurement of social effects is aided by
access to company data.

Effect
Company [— 22%
Focused —
il =
Investor
$ 13%
Focused |- [_r

Effect
2%

Human Rights
Focused
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-

Figure 6: Percentage of indicators measuring company efforts vs. real-world effects by category.
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Absent regulation or agreed upon standards, companies have significant latitude
across all three kinds of frameworks in determining the scope of social measurement
through the information they choose to disclose. Companies understandably are likely
to highlight the efforts they make, often through their corporate social responsibility
or communications departments, rather than the higher-cost, higher-risk analysis of
the effectiveness of those efforts.

Finding 2: “S” is defined in a multitude of (often vague or limited) ways, making it
difficult to draw conclusions about company performance

In our review of methodologies, we found no consistent set of standards underpinning
“S” among ESG frameworks. When examined in aggregate, the 12 frameworks most
often measured social issues vaguely or with respect to a small set of labor concerns.
The highest number of “S” indicators (35%) examined social issues generally, using
vague terms such as “social,” “human rights, or “ESG” without greater definition.
Another 20% focused on a limited set of common labor issues such as occupational
health and safety, freedom of association, compensation and benefits, or diversity and

equal opportunity.

35%
. Vaguely Phrased
. Labor Issues
Yulnerable Groups
Health, Land Rights, Physical Security
Data Security, Custormer Privacy & Freedom of Expression
Access to Remedy

Other

20%

Figure 7: Percentage of indicators measuring vaguely phrased social issues or labor rights across frameworks.

This was most pronounced in investor-driven frameworks (Dow Jones, FTSE, and
Bloomberg), where 84% of indicators focused either on vague ESG language or a
limited set of labor issues. Investors’ reliance on a vague or limited definition of “S”
means that they are not equipped to capture the full picture of social considerations
in their investing approaches.

Human rights-focused frameworks, in aggregate, covered a greater diversity and ba-
lance of social issues. These frameworks tend to focus on a specific industry, allowing
them to target the most relevant issues, as opposed to generalist approaches. For
example, Ranking Digital Rights and Access to Medicine each target three to four

of the highest priority issues for the information and communications technology
sector and the pharmaceutical sector, respectively. They include no indicators that
use vague or generalist language.

PUTTING THE “S" IN ESG | 20



PART 3: THE CURRENT STATE OF “S” IN ESG

. Vaguely Phrased
. Labar Issues
Vulnerable Groups

Health, Land Rights, Physical Security

Data Security, Customer Privacy & Freedom of Expression

Access to Remedy

' Other

Figure 8: Percentage of indicators measuring vaguely phrased social issues or labor rights by category.

As the ESG industry has proliferated, the lack of unifying standards across frameworks
has led to awide variety of individualized approaches that is confusing and unnecessarily
complex. Given this “noisiness,” understanding what exactly a company’s social score
reflects requires an investor to spend considerable time reading and analyzing

the details of each framework’s methodology. In addition, the tendency to rely on
vaguely phrased indicators leaves investors and other users of this information to
assign their own meaning and provides little basis for comparison across companies
in the same sector.

Finding 3: Lack of clarity in measuring “S” increases costs for investors and companies

In addition to causing confusion, our sample also revealed just how costly the lack
of a shared definition for “social” can be. The proliferation of frameworks without a
consistent set of underlying premises means that companies must generate many
different kinds of data, in formats specific to each framework to which they report.
This requires companies to understand the landscape of frameworks, make
judgments about which ones merit participation, fill out multiple questionnaires,

and respond to requests for additional information, all while preparing their own
annual sustainability reports.

The costs of this are substantial. For instance, a food and beverage company seeking
to respond only to the 12 frameworks covered by our study would need to provide
information on more than 700 different indicators. SASB similarly reports that one
S&P 500 company complained of developing responses to more than 650 requests
from ratings groups in a single year.*® The process took several months and involved
over 75 people.*

763 698 673 47 456 362

Food & Beverage Extractives ICT Pharmaceuticals Manufacturing Construction

Figure 9: Number of indicators that a company reporting against these 12 frameworks would need to respond to
(by industry).
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3.2 FINDINGS

For the frameworks, sorting through all of the company-reported information
results in significant additional costs. Measurement projects can cost millions of
dollars annually. For instance, the Access to Medicine Index, conducted every other
year, reports that it costs approximately $1.6 million to produce,*? while SASB and
GRI report annual expenses of more than $8.2 million and $9.8 million respectively.*?
An ESG data client at one of the human rights rankings reports that each individual
indicator purchased from an ESG service provider such as Sustainalytics can cost
$50 or more.* This means that an initiative seeking to evaluate 100 companies on the
basis of 100 indicators would face costs of $500,000 in data alone, on top of personnel
and other management expenses.

Finding 4: Supply chains merit special focus, but are largely missing from
evaluations of “S”

For many global companies, the most challenging labor and other human rights issues
are likely to occur in their supply chain.*> And yet, when we examined frameworks that
covered a mix of environmental, social, and governance issues, we were surprised to
find very few references to the supply chain among the “social” indicators. To determine
whether the supply chain was not measured at all or simply not considered social

in nature, we searched environmental and governance indicators for references to
supply chains. We found that the majority of frameworks did include some supply
chainissues, but categorized them as governance, rather than social concerns. Even
once we incorporated these into our analysis, only 39% of measurement covered
companies’ supply chains.

Supply
Chain
39%

Figure 10: Percentage of indicators measuring the supply chain across all frameworks.

Within this limited landscape, industry-specific frameworks were more likely to
encompass the supply chain. The two investor-focused frameworks that targeted
specific industries - Dow Jones and FTSE - were four times more likely to cover the
supply chain than Bloomberg’s indicators, which apply to all companies regardless
of industry (approximately 22% versus 5%). This suggests that industry-specific
measurement can cover a company’s operations in greater depth and, in doing so,
provide a more accurate view of social performance.
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3.2 FINDINGS
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Figure 11: Percentage of indicators measuring the supply chain in industry-specific investor-focused frameworks
(Dow Jones and FTSE) versus universal investor-focused frameworks (Bloomberg).

The SASB company-focused framework is a notable exception. Though SASB exclusively
uses industry specific measurement, this did not translate into improved coverage of
labor and other human rights issues in supply chains among the six industry standards
we studied. This was most evident in the engineering and construction services sector,
which included no recommended supply chain measures, despite well-documented
challenges with labor recruitment practices in the construction industry.# Similarly,
threats to the land and labor rights of vulnerable populations (e.g., women, children,
and migrants) that are common in the food and beverage industry were not reflected
in SASB’s recommended indicators for food retailers and distributors.*” This is striking
when compared to Oxfam's Behind the Brands ranking of food and beverage companies,
in which these same issues account for over 40% of all measures used.

Instead, the majority of SASB indicators in our analysis focused either on social
issues that impact the customer directly (e.g., data security and customer privacy or
customer health and product safety), on labor issues in the company’s core work-
force, or on “humanrights,” “social,” or “ESG” issues and policies generally without
further definition.

Customer/Product
Health and Safety
36%

Vulnerable Groups

34% Cfam Behind
SASB the Brands

Figure 12: Issues evaluated by SASB versus Oxfam for Food and Beverage Companies.
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Finding 5: In the current ESG landscape, transparency too often functions as a
substitute for more meaningful measurement of performance

Nearly half of all indicators in our sample (46%) targeted greater company-disclosure
of information. Transparency is desirable for many different kinds of stakeholders

and perhaps unsurprisingly, all frameworks reward companies for being transparent.
Transparency is desirable in a social context for its potential to drive improved outcomes
for vulnerable people and communities. But with respect to social measurement,
transparency is too often treated as an end unto itself; companies are rewarded simply
for the act of disclosing, rather than delivering particular outcomes.

Figure 13: Percentage of indicators across all frameworks that targeted greater transparency.

Across different kinds of frameworks, transparency-for-transparency’s-sake compounds
other weaknesses of existing social measurement approaches. First, transparency
measures focus disproportionately on effort, rather than effects. In our sample, 98% of
transparency-focused indicators targeted company efforts rather than effects.

Effect
‘ 2%

Figure 14: Percentage of indicators targeting transparency that measured efforts versus effects.

Second, even when transparency-focused measurement rewarded disclosure of
information that speaks to a company’s effects, the absence of standards-based
approaches means that it is unclear whether what is disclosed is positive or negative.
For example, the Ranking Digital Rights framework includes the follow indicator:
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It is not clear from this indicator when and with whom a company ought to share
user information. When measurement remains neutral about what “good” looks like
for companies, investors and other stakeholders are either left without an under-
standing of which companies are leaders, or must apply their own standard to make
this determination.

Finally, the pressure for ever-increasing disclosure - especially of policies and
procedures - contributes to rising costs. Today, it is standard for companies to issues
sustainability reports. Among the largest 250 global companies, the number issuing
sustainability reports went from 35% in 1999 to 92% in 2015,*® with an average
length of 98 pages.*” While the expectation that companies be transparent on social
issues is certainly useful, it is not clear that the enormous effort around disclosure is
resulting in disclosure of information that is useful to investors and others in evaluating
the effects of acompany’s operations.

Our analysis leads to four main conclusions:

1. Social measurement evaluates what is most convenient, not what
is most meaningful. In the current ESG landscape, most measurement
focuses on information that companies have ready access to and are
willing to disclose. This effectively rewards companies for generating
policies and procedures that relate to social issues, not for the outcomes
of those efforts.

2. Current approaches are not likely to yield the information needed to
identify social leaders. Many frameworks reward companies for
expanded disclosure of social information. However, too often companies
are rewarded for producing and releasing ever more granular data about
their policies and procedures. This practice requires companies to produce
a significant volume of information, without enough attention to quality
or usefulness of that information. Disclosure-for-disclosure's-sake is not
delivering significant benefit in evaluating companies’ social performance.

3. The lack of consistent standards underpinning social measurement
increases costs and creates confusing “noisiness” across the ESG
industry. The proliferation of frameworks without clear standards for
social performance amplifies the cost of ESG evaluation for all stakeholders.
Moreover, the lack of standards contributes to the proliferation of data
that does not lead to clear conclusions about which companies are
performing well, simply because there is no agreed-upon definition of
what “good” looks like.

4. Existing measurement does not equip investors to respond to rising
demand for socially responsible investing strategies and products.
“Social” lags behind other elements of ESG in the development of consistent,
efficient strategies for measuring company performance in a way that is
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In addition to these general conclusions, we have identified the following strengths

useful to investors. Measurement that does target investors tends to omit
some of the most pressing human rights issues in a given industry. While
there likely would be significant demand from millennial and women
investors for financial products that reward social leaders and contribute
to afairer economy, investors are unable to deliver this kind of product in
the current environment.

and limitations of company-, investor-, and human rights-focused frameworks.

Company-focused Frameworks (GRI, SASB, and the UN Guiding Principles
Framework). These are the most likely to measure effects. However, there is
no standard reporting format or requirement that applies to all companies
using these frameworks, because each company opts in to the measurements
of its choice. The quality of reporting through company-focused frameworks
therefore is highly variable, and its accuracy is unverified. These frameworks
may provide some examples of good indicators but, absent external verification
or consistent reporting requirements, are as yet insufficient to deliver
deep understanding of companies’ social effects.

Investor-focused Frameworks (Dow Jones, FTSE, and Bloomberg). These
frameworks rank second among the three kinds of frameworks in measuring
effects. They limit the scope of what they aim to measure, which may be

a source of strength when attempting to measure outcomes and impacts.
However, these frameworks often exclude the most significant human
rights issues and aspects of company operations that are most relevant for
human rights and labor, most notably the supply chain. Finally, the proprietary
nature of investor-focused frameworks means that, while they are the
most opaque regarding their methodologies, they have more resources to
devote to diversifying data sources, including big data.

Human Rights-focused Frameworks (Behind the Brands, Ranking Digital
Rights, the Corporate Human Rights Benchmark, KnowTheChain, Access
to Medicine Index, and the Enough Project’s ranking on conflict minerals).
Because these frameworks are developed by experts with a comprehensive
understanding of the human rights issues a company is likely to face in

its operations, they collectively cover the broadest scope of relevant
issues and company operations. However, they are the most restricted to
measuring company efforts - their policies, procedures, and governance
structures - and are therefore the weakest in assessing actual performance.
In addition, the relatively small number of companies they rate makes these
frameworks less well suited to the needs of investors seeking to develop
diverse portfolios.

Taken together, the combined strengths of existing frameworks suggest that here

is an opportunity to begin to close the “S” gap through greater collaboration among
industry participants and the development of shared standards. In the next section,

we set out four principles and priority next steps to guide the way forward for
measuring “S”
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Part 4: The Way Forward

1. Measure companies’ real-world effects, not just their efforts

Itis often said, “What's measured improves.” It's time for the ESG industry to measure
the real-world effects of companies on the human rights of the people and communities
they touch. This is no easy task — unlike measuring environmental effects, there is
great potential to misrepresent social phenomena in the attempt to simplify what is
inherently complex.>® A company’s impact is the most meaningful aspect of performance
to measure, but impacts occur on long time horizons and almost surely result from
numerous intersecting institutions, policies, and practices. Linking social impacts to a
specific policy, investment, or practice is challenging.

That said, it should be possible to identify and measure a few key features of companies
that are good social performers. Companies that treat their employees well, have
diverse and upwardly-mobile workforces, and source from safe and stable supply chains
should be rewarded. An investor (and other stakeholders) should be able to ascertain
whether a company is achieving these outcomes based on a handful of indicators.

For example, does the company have high supplier turnover? Are there frequent
reports of wage and hour violations in supplier factories? Are there frequent reports
of accidents in the supply chain? How does one company compare to its competitors?
This has little to do with how many trainings or policy commitments a company has
made, but with the effects of those activities. It's possible that these indicators may
need to be complemented with qualitative analysis that helps to capture context and
avoid gaming.

More empirical research is needed to strengthen and inform the development of
future indicators in areas such as: the correlation between social performance and
financial performance over time; the relationship between development of social
policies and delivery of social outcomes; the comparability of social risks among
industry peers; and the availability and accuracy of social data generated by various
external stakeholders.

2. Diversify the data - go beyond company disclosure

As currently structured, the ESG industry is too dependent on companies’ discretion
in what they choose to disclose. To be sure, companies must disclose information
about their operations if investors and others are to understand their social effects
or their risk and value propositions. Companies in the end have the best access to
information on the social effects of their operations. A core tension that the ESG
industry will have to overcome is how to access meaningful, comparable information
generated by companies, while maintaining independence from them.

Advances in government requirements®! around ESG reporting are a promising
way forward to strengthen the comparability and reliability of ESG data, especially
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if companies face penalties for reporting false information. Regulatory innovations
in California, the UK, and France are early examples of governments establishing a
baseline for reporting.®? These should be strengthened to include penalties for false
disclosures, and to ensure that companies report meaningful, comparable data.
Governments also have an important role to play in establishing standards for company
performance as part of their procurement requirements.

Diversifying sources of data that inform ESG assessments will require looking beyond
companies themselves to assess companies’ performance. There are some early
encouraging signs that this already is beginning to happen. In our own research on
the apparel supply chain, for example, a shift occurred in 2014 when the government
of Bangladesh and local manufacturers’ trade associations disclosed factory data at a
national level.>® This data belied what companies had reported themselves about the
size of the factory base in Bangladesh and revealed that the apparel supply chain in
Bangladesh was about 65% bigger than previously estimated.>* Stakeholders in the
ESG industry should be looking for other innovative ways to capture a fuller picture of
“S” potentially using big data, in addition to the news and NGO reporting that already
are part of some ESG frameworks.

3. Establish clear standards for evaluating “S”

For ESG measurement to identify and reward social leaders, it must rely on shared
standards that enable comparisons of industry competitors using a common
framework. Naturally there is a tension between developing standards that are easy
to apply and the need to adapt to changing conditions across industries and in the
various sociopolitical, legal, and economic environments where companies operate.
However, at present, the complete lack of clear social standards has resulted in a
“noisiness” that fundamentally compromises the ESG industry’s effectiveness and
exaggerates its costs.

Industry-specific frameworks that are developed on the basis of established standards
and periodically reviewed for relevance by or in collaboration with subject area
experts and key stakeholders offer a good way forward. Companies operating in the
same industry are likely to face similar risks. Rather than covering the full scope of
human rights issues, Industry-specific indicators can focus on the most relevant risks
that companies in that industry are likely to face.

While some existing frameworks apply industry-specific approaches, these have

not yet resulted in widespread agreement on a shared set of standards. More work
is therefore needed to reconcile the myriad approaches that currently exist for
defining and measuring social performance. This will include agreeing upon the
most important issues to measure, the scope of a company’s operations that ought
to be considered, as well as what good looks like and how this can be captured by an
indicator. In developing standards that are relevant to an investor audience, it will be
important to establish a connection between social performance and long-term value.
This means developing a standard for high performing companies that manage their
operations and their workforces in a sustainable way over the long-term.
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4. Target investors as the primary audience

Companies are accountable to their investors for best use of their capital. This
relationship empowers investors to influence companies to adopt business practices
that result in greater respect for human rights. However, when it comes to “S” very
few existing efforts target investors as their primary audience. As aresult, thereis a
dearth of measurements that offer investors assessments of companies on labor and
other human rights standards that are packaged for their easy use. The development of
social measures that identify the strongest social performers would enable investors

to reward true human rights leaders. It also would lay the groundwork for making the
link between social performance, long-term stability, and economic benefit.

This means engaging investors in the development of standards and new methods of
collecting and interpreting information. Some of the biggest firms have established
in-house units to assess ESG, in part because the broader ESG industry is not
serving their interests in assessing ESG risks. As in other areas of financial services,
they are turning to advanced technical tools to assess these risks.>> Going forward,
the ESG industry should identify best practices from the in-house experience of
large investment firms (to the extent that these methodologies are not proprietary)
and seek to encourage greater availability of data in the areas that are most helpful
for distinguishing leaders and laggards on “S” factors.

All stakeholders have a role to play in realizing social measurement that adheres to
these principles. We recommend the following next steps:

e Companies should redirect internal resources away from reporting
information on their commitments and processes to gathering and
then disclosing information on the effectiveness of these efforts on the
ground, according to common standards. Companies should contribute
to the development of these standards for evaluating the most pressing
labor and other human rights challenges they face.

e |nvestors and consumers should demand accurate performance-based
social measures and data that will allow them to meaningfully assess
industry competitors on social performance.

e Asset owners and managers, particularly large institutional investors with
expansive and diverse portfolios, should examine and articulate the
systemic social and human rights risks they see among their investments.
Onthe basis of what they find, investors should engage with the companies
they hold, reinforcing the importance they place on aligning themselves with
companies that are striving to understand and tackle the difficult social and
human rights issues they face throughout their operations. Doing so will help
to make the case for patient capital and longer-term investment models.

¢ NGOs should share their expertise with companies and investors to
develop social measurement that evaluates company effects on the most
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pressing labor and other human rights issues they face, including impacts
in the supply chain.

e Governments should continue to explore regulation that helps to standardize
the social information companies disclose and to clarify that public
fiduciaries not only can but ought to consider social sustainability in their
investment choices. Governments also should incorporate standards for
social performance into their own procurement requirements.

o Creators of measurement frameworks should prioritize transparency on
company impacts, rather than policies and processes. In doing so, they can
play an important role in helping to identify and define industry-specific
standards against which company performance is evaluated. In addition,
more work is needed to interrogate the assumptions that have guided
many of the measurement initiatives to date, including: the correlation
between the social policies or procedures and social outcomes; the
comparability of social risks and challenges among industry peers; and the
availability and accuracy of social data generated by various stakeholders.
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Appendix 1. The Rise of Social Measurement

Though social factors are least developed in the investment context, governments
and civil society groups have long used social indicators to understand and improve
social issues. As early as 1810, social reform groups in Philadelphia used detention
data to advocate for prison reform, while in Europe, indicators were used to help
understand the causes of epidemics in industrial cities.”® The modern approach to
social measurement and reporting arose out of the social indicator movement of the
United States in the 1960s.>”

The Social Indicator Movement (19260s)

In 1946 Congress established the Council of Economic Advisors (CEA), reflecting a
post-depression and post-war focus on economic factors.*® But critics argued that
economic measurement alone was not providing an adequate understanding of the
country’s development. Increasingly, policy makers called for well-defined social
metrics and a national-level advisory function analogous to the CEA to help achieve
the country’s economic and social goals.>”

In 1966, NASA developed social indicators to better understand the social impacts
of the space program.®® The project highlighted the need for social indicator systems
to measure and evaluate progress toward national goals and to predict social events
and crises.®! It also spurred a range of other social indicator initiatives, books, and
articles in the 1970s, including the first indicators aimed at understanding citizens'’
views of their wellbeing.?

Other nations and multinational organizations began similar efforts, which contributed
to the emergence of a global social measurement movement.*® However, by the
early 1980s, the movement had stalled in the United States.** Though Congress put
forward legislation proposing a Council of Social Advisors, it was never adopted.
Other efforts to develop comprehensive social indicators similarly struggled under
political pressures.®®

Expansion of Social Indicators (1980s - 2000s)

Beginning in the 1980s, a number of new efforts emerged that sought to understand
and compare the governance, social, and environmental conditions of countries. These
built on efforts by the United Nations to establish statistics departments that beganin
the 1950s.%¢ By the late 1980s, multinational organizations’ use of indicators had picked
up dramatically.¢” During this period, the Organization for Economic Cooperation

and Development, the World Bank, the World Health Organization, and various
United Nations agencies all developed measurement frameworks, and in some cases
ratings systems that assessed country performance against social indicators.%®

In 2002, President George W. Bush established the Millennium Challenge Corporation
(MCC), which evaluates potential US aid recipients on the basis of both economic and
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political commitments and past performance.®” It drew on existing multinational and
NGO ratings and rankings, which gave many of these initiatives greater weight.”

Figure 15: Example indicators used by international frameworks to evaluate social outcomes:

Indicator(s) Desired Outcome Measurement Initiative

Did established and reputable national and/or Free elections Freedomin the World
international election monitoring organizations
judge the most recent elections for head of
government to be free and fair?

On ascale of 0-100, how corrupt are the coun- Lack of corruption Corruption Perception Index
try’s public sectors?

Household income, financial wealth, employ- Well-being How's Life? OECD annual report
ment levels, earnings, rooms per person, basic on comparative well-being
sanitation, perceived health, working hours,

time off.

Under 5 mortality rate by rural/urban residence. Equal healthcare World Health Statistics 2016:

Monitoring health for the SDGs

Criticisms of Social Indicators

These and other country rankings on social performance have been studied extensively
and subject to considerable criticism. The most common criticism centers on the
inherently reductive nature of rankings and their potential to misrepresent social
phenomena in the attempt to simplify what is inherently complex.”* The heavy reliance
on quantitative proxies exacerbates these concerns.

Critics refer to what they term a “performance paradox,” where weak correlation
between performance indicators and actual performance creates problematic
incentives.”? This most commonly occurs when there is too great a focus on procedural
indicators, or when objectives or goals are unclear or difficult to measure, as is often
the case with social measurements.”

The result can be:

e Tunnel vision - where performance measurement focuses on what is
easily quantifiable, not most meaningful.
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o Measure fixation - where the person or entity under evaluation focuses
effort on maximizing performance against the metric rather than achieving
the underlying objectives.

o Ossification - where the person or entity under evaluation prefers known
paths that will maximize performance against established measures to
creative and innovative approaches and solutions.”

Despite these challenges, social indicators, rankings, and ratings are here to stay.
As Nobel Laureate Amartya Sen observed, people will always seek out “crude but
convenient” measures.”® The core challenge for any social measurement is how to
improve the accuracy and reliability of such indicators, while ensuring that they are
simple, credible, and straightforward, and most importantly drive the desired changes
in behavior.

Lessons from Measuring States: Monitoring vs. Evaluation

One of the biggest challenges in measuring social performance is distinguishing
between effort and effect.”¢ States and regional unions including the United States
and the European Union, as well as multinational bodies, like the United Nations and
the World Bank, commonly use monitoring and evaluation frameworks to define and
assess different aspects of performance.”” Under this model, “monitoring” focuses on
inputs, activities, and the immediate outputs they yield; while “evaluation,” focuses on
the broader impact and effectiveness of a program or set of actions.”®

Monitoring focuses on effort and is achieved through three types of indicators:

e Input - resources invested, including financial contributions, human
resources, and intellectual or physical capital.

e Activity - actions taken, including creation of policies, procedures and,
commitments; establishment and oversight of structures, mechanisms,
and institutions; as well as trainings and stakeholder engagement efforts.

e Output - immediate results of activities, often looking for evidence that
products or services are used by the intended beneficiaries, e.g., number
of people trained or audited, users of remedial mechanisms, users of
handbooks or guidelines, etc.

Evaluation of effect requires two additional indicator styles:

e Outcome - focus on the short- and medium-term results of outputs on
society. This might include the number of rights violations or employment rates.

¢ Impact - measure longer-term and larger-scale changes, e.g., increases
or decreases in social stability or crises or the rate and distribution of
economic growth. Impacts are often the effect of numerous intersecting
outcomes over time.
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Impacts are the most meaningful aspect of performance to measure. But they also
are the most difficult, due to their long-term nature and the fact that they result
from numerous intersecting institutions, policies, and practices. Linking impact to

a specific policy, investment, or practice is challenging and sometimes not possible.
Outcomes, on the other hand, can be more closely traced to specific activities and
outputs. For this reason, they can be very helpful in evaluating the consequences of
specific programs, efforts, or actions.

We have applied this framework in examining the strengths and weaknesses of
company-focused measurements. (See Appendix 2 for further discussion of our

methodology.)

Impact

Increases or decreases in social
stability, crisis, the rate and
distribution of economic growth,
or demographic shifts

Outcomes

Number of rights
violations, employment
rates, or literacy levels

Outputs

Number of people trained, users
of remedial mechanisms,
stakeholders consulted

Creation or delivery of policies,
procedures, mechanisms, or trainings

Activities

Inputs
Financial or human resources,
facilities or eguipment

Figure 16: Overview of Monitoring and Evaluation Framework

Evaluation
(Effect)

Monitoring
(Effort)
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Appendix 2. Methodology

To better understand how companies’ social sustainability performance is currently
measured, we conducted a two-phase study. We first reviewed academic literature
and media sources on social measurement, sustainable investing, and trends in the
ESG industry, as well as the materials and methodologies for leading measurement
efforts. On the basis of this review, we generated a central hypothesis: that social
measurement tends to focus on company efforts rather than effects. To test this
hypothesis, we then identified and systematically coded 12 prominent measurement
frameworks according to a standard monitoring and evaluation framework (see
Appendix 1 for more details). We selected this framework for two reasons: (1) it is
structured to help separate indicators that focus on efforts (monitoring) from those
that focus on effect (evaluation); and (2) it is commonly used by governments to
measure social factors. We additionally examined the scope of issues, procedures,
and operations that social indicators measure to further understand how “social” is
currently defined in practice.

Scope and selection criteria

In selecting the frameworks for analysis, we sought a group that was representative
of the most useful measurement tools available for investors seeking to understand
social performance. To achieve this aim, we prioritized frameworks that either investors
have indicated they use most often (i.e., company reporting, Bloomberg, DJSI) or are
most likely to rigorously evaluate sustainability and human rights performance (i.e.,
those developed by sustainability and human rights experts).

In addition to these criteria, our sample was limited by two practical considerations:
(1) all frameworks needed to include at least some socially-focused indicators; and
(2) we had to have access to the text of the indicators used to measure or evaluate
companies. As a result of these additional considerations efforts like the Carbon
Disclosure Project and MSCI, though popular with investors, are not included in the
study (due to an environmental focus in the first case and unavailability of indicators
in the second).

Frameworks selected

After applying our selection criteria and adjusting for practical considerations, we
selected the following frameworks to code:

Company-Focused

1. Global Reporting Initiative (GRI):

e General Disclosures (102), Management Approach (103), and all
social reporting standards (401-419)
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2. Sustainability Accounting Standards Board (SASB):
o Apparel, Accessories & Footwear; Oil & Gas Exploration and
Production; Food Retailers & Distributors; Engineering & Construction

Services: Pharmaceuticals; and Internet Media & Services’?

3. UN Guiding Principles Reporting Framework (UNGPRF)

Investor-Focused

4. Dow Jones Sustainability Index (DJSI):
e Metals and Mining Questionnaire
5. FTSE - ESG Ratings

6. Bloomberg’s social indicators

Human Rights-Focused

7. Access to Medicine Index
8. Enough Project’s Rankings on Conflict Minerals
9. Oxfam'’s Behind the Brands:
e Farmers, Land, Women, and Workers
10. Ranking Digital Rights’ Corporate Accountability Index
11. KnowTheChain:®
e |CT and Food and Beverages Benchmarks
12. Corporate Human Rights Benchmark
For frameworks that included a mixture of environmental, social, and governance
indicators, we examined only the indicators that were clearly advanced as “social”
indicators. These were either indicators that were included in a dedicated “social”
section or that explicitly referenced “social” in their text. In addition, we sought out
indicators that focused on the management of and effects found in a company’s supply

chain. We included this group because many of the most significant and difficult
human rights challenges companies face occur in this part of their operations.
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Coding Process

Once we defined the sample, coders entered indicators for all frameworks into a
spreadsheet and assigned a value for each of the factors described in the below chart.
Indicators that included many component parts were split across multiple rows, with
acode to indicate that they were one part of a larger indicator. Coders erred on the
side of not splitting indicators if possible, doing so only when different components
required different codes. Throughout our analysis, the text captured on a single row,
whether a component or a full original indicator, will be referred to as an “indicator”

Figure 17: Coding structure and definitions

Factor Answer Choices Purpose Instructions Provided
Paper Category 1,2,3 Enables analysis of different Frameworks were each assigned
measurement categories’ a code prior to allocating them
strengths and weaknesses. among the coders. The codes
were assigned according to
the measurement categories
described in Part 3.1 of this
paper, with 1 corresponding to
reporting frameworks, 2 to
investor-driven frameworks, and
3 toexpert ratings and rankings.
Framework Drop-down list Enables analysis of each Coders were provided a drop-down
Name framework’s specific list of the names of frameworks
characteristics. selected for the sample
and instructed to choose the one
from which the indicator came.
Global or G, IS Enables evaluation of the Coders were told to examine the
Industry- strengths and weakness of introductory materials of the
Specific global versus industry-specific framework in question to

approaches to measurement.

determine whether it applied
to all companies or only specific
industries. IS was selected
whenever the indicator applied
only to specific industries, even
if it applied to multiple specific
industries. Some frameworks
included both general and
industry-specific indicators. In
such cases, an indicator was
assumed to be general unless it
expressly stated that it was to
be applied only to companies in
certainindustries or sectors.

PUTTING THE “S" IN ESG | 37



APPENDIX 2. METHODOLOGY

Factor

Answer Choices

Purpose

Instructions Provided

Industry code

|CT, Pharma.,
F&B, Manuf,,
Extr., Const., or
Multi.

Enables assessment of the
issues commonly measured
for different industries and
which industries have the
most rigorous measurement.

When indicators were identified
as industry-specific, coders were
instructed to select the
corresponding industry code:

e |CT - Information and
Communication Technologies

e Pharma.- Pharmaceuticals

e« F&B-Foodand Beverage

e Manuf. - Manufacturing

e Extr.- Extractives

e Const. - Construction

e Multi. - Multiple industries

Materiality
or Saliency-
Driven

Y,N

Helps to distinguish between
indicators that will apply to all
companies and those which
only apply after the company
or a third party determines
the issue to be relevant.

Coders were again told to read
allintroductory materials and
explanatory notes to determine
whether a materiality or saliency
determination®® was necessary
before the indicator would apply.
In addition, indicators were coded
Y if the framework expressly stated
that the indicator was based on a
materiality assessment.

Measurement
Category

Social,

Social Capital,
Human Rights,
Human Capital,
Governance,
Economic,
Issue-specific,
Unspecified

Enables examination of the
different definitions of
human rights and social
issues implicit in existing
measurement frameworks.

Coders were told to identify in
which of the provided conceptual
categories the framework
expressly placed the indicator
(i.e., to select “human rights”

the framework must place the
indicator in a “human rights”
section or otherwise in some way
clearly indicate that the indicator
is considered to cover human
rights). “Issue-specific” was used
only if the indicator did not fit in
one of the other categories and
the framework clearly identified a
specific human right or social issue
around which it was organized
(e.g., forced labor). “Unspecified”
was theoretically to be used if no
other answer choice applied, but
there were no instances of this in
our sample.
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Factor Answer Choices Purpose Instructions Provided
Heading(s) Free form Helps to provide the This field was used to capture
structural and conceptual the full nest of concepts in which
context necessary to an indicator sat. Generally, this
understand a given indicator. included a section heading and
sub-heading, however, in some
cases there were multiple layers
of sub-headings. Coders were
instructed to copy the text
verbatim from the framework’s
original text and structure.
Score 1,2,3,X or Helps to capture the weight Coders were instructed to assign
blank different indicators received al,2,or3tocorrespond with
in acompany’s final eva- the score attributed to that
luation. Enables analysis of indicator by its native framework.
which issues have the grea- For frameworks where it was
test impact on a company’s clear that an indicator was
overall evaluation. scored but the scoring system
was highly variable or the scoring
approach was unclear, coders
were instructed to put an “X”. For
indicators that were clearly not
scored, coders were instructed
to leave the field blank.
Indicator Type Contextual, This is the core aspect of Coders were instructed to assign
Input, Activity, the coding exercise. Helps types according to the definitions
Output, to determine what portion provided in Appendix 3. Where
Outcome of existing measurement is they felt the indicator could be
focused on monitoring effort one of two types, they were
versus evaluating results. instructed to list both and these
cases were reviewed together as a
batch to improve consistency and
refine the definitions. (See coding
process below for more details).
Substantive Drop-down list Enables analysis of the kinds Coders were instructed to pick the
Issue of issues covered by different substantive issue that the indicator
Measured categories, frameworks, and measured from a predefined drop-

indicator types.

down list. 82 Where an indicator
measured multiple issues, coders
were instructed to favor the more
specificissue, unless the general issue
was clearly the more dominant issue.
Coders were also instructed to note
if they felt the indicator would be
better coded by an issue that was not
reflected in the drop-down list. These
suggestions were reviewed between
the first and second round of coding to
identify missing issue trends (see co-
ding process below for more details).
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Factor Answer Choices Purpose Instructions Provided

Procedural Drop-down list As above. As above.

Issue

Measured

Supply Chain Xor blank Enables analysis on the Coders were instructed to place

Flag operational scope of different an “X” in this field if the indicator

categories and frameworks. covered acompany’s supply chain.

Transparency Xor blank Enables evaluation of the role Coders were instructed to place

/Disclosure transparency plays in current an “X”in this field if the indicator

Flag measurement. measured and rewarded
transparency or disclosure
regardless of the content that is
disclosed.

The coding process was again split into two phases. In phase 1, a minimum of two
coders were assigned to review and evaluate each indicator. As a part of this preliminary
review, coders kept notes regarding choices they found difficult or unclear based on
the definitions provided. We then evaluated the results for inter-coder reliability and
discovered that there was considerable disagreement on the indicator type and the
issues measured.

In phase 2, we reviewed the coders’ notes and suggestions for additional issues and
adjusted the definitions to help resolve discrepancies. As a result of this process, we
added one additional indicator type termed “contextual.” which was used for indicators
that covered basic organizational information or basic risk information that but
merely provided context to the other indicators in the framework. (See Appendix

3 for the fully adjusted definitions of each indicator type, along with trends and
examples from our dataset). The complete substantive and procedural issues lists
are provided in the table below. One coder then reviewed and adjusted all indicators
according to the expanded definitions and lists. As the coder completed this second
round, common and/or boundary indicators were added to the definitions to further
ensure consistency. Each indicator type and issue was then reviewed as a group to
confirm uniformity across frameworks.
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Figure 18: List of Substantive Issues and Clarifications Provided to Coders

Substantive Issues Examples/Clarifications

General

ESG General

Social General

Human Rights General

Fair Labor Practives Only used if more specific labor right did not apply or if the indicator
General was intended to cover labor rights comprehensively

Freedom of Association
and Collective Bargaining

Occupational Health
and Safety

Compensation and

Benefits
Diversity and Equal Covers women's and minority rights in the company’s direct
Opportunity workforce

Forced or Compulsory

Labor

Vulnerable Groups Only used if more specific vulnerable group did not apply or if the
General indicator was intended to cover vulnerable groups comprehensively
Women's Rights Coverswomen’s rights in the supply chain and among external

stakeholders
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Substantive Issues Examples/Clarifications

Women’s Rights Coverswomen’s rights in the supply chain and among external
stakeholders

Rights of Indigenous
Peoples

Children’s Rights

Land Rights General

Security and Conflict

Health, Water, and
Sanitation

Data Security and
Customer Privacy

Freedom of Expression

Access to Remedy

Corruption/Bribery/
Payment Transparency

Customer/Product
Health and Safety
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Figure 19: List of Procedural Issues and Clarifications Provided to Coders

Procedural Issues Examples/Clarifications
Policies and Includes distribution and translation of policies and also
Commitments systemic judgment calls or aspirations (e.g., a policy of

respecting women'’s rights)

Leadership Involvement CEO/board involvement, statements, etc.

Governance Structure General management/oversight structures or processes,
internal auditing, approach to implementation of policies (e.g.,
notification practices)

Definitions and Scoping

Data Collection and
Mapping

Audits and External
Assurance

Risk and Impact Assess-

ment
Contracting and Ethical clauses, supplier requirements, purchasing practices
Agreements including sourcing preferences/avoidance

Social and Human Rights

Training

Recruitment and Training that is broader than social or human rights would be
Development included in this category

Compensation and Use of compensation and benefits to achieve objectives, either
Benefits because objective is higher wages or to advance human rights/social

objectives through financial and performance incentives built into
compensation structures

Employee Engagement
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Procedural Issues Examples/Clarifications

Memberships and
Collaborations

Stakeholder Engagement
Local Development Includes all philanthropy whether directed at local communities or
/Philanthropy not as well as things like product donation

Action Plans and
Corrective Actions

Complaints Mechanisms Includes both whistleblowing and grievance mechanisms
Fines, Settlements, Includes compensation for judgments rendered against
Violations company and/or verified violations of international or external

codes of conduct

Marketing and Labeling

Public Policy Efforts to influence laws, social policies, or norms

Ratings Performance Indicators that evaluate the company’s performance on some form
of rating system or framework

Technological Solutions

Other Indicators in that were classified as other fell into two broad
categories:

1. Aspirational statements with no indication of approach to
achieving them: e.g., company respects women’s rights.

2. Disclosures regarding the process and rationale for
handling customer data. This was not coded as policy or
governance structure because in this case such adisclosure
would speak directly to the user’s right to privacy.
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Appendix 3. Indicator Types - Definitions,
Trends, and Examples

As described in the report, 92% of the
indicators in our sample measured company
efforts and 8% measured effects. The below
chart provides more detailed definitions of
the indicator types associated with these two
categories, as well as trends and examples for
each type. For the purpose of coding, we broke
“efforts” into four types that correspond with
the monitoring and evaluation framework
described in Appendix 1: contextual, input,
activity, and output. We broke “effects” into
the two remaining monitoring and evaluation
types: outcomes and impacts. Figure X provides
the breakdown of indicators in our sample
according indicator type.

Impact . 39%%

Figure 20: Percentage of Each Indicator Type in our Sample

Contextual Elicit basic Most common in GRI 102-4: SASB NR0101- SASB TC0401-
demographic reporting frameworks. Location of 13: (1) Proved 07(a): Number
information operations: and (2) probable of government or
about companies Tended to focus on: reserves inor law enforcement
and facts that a. Number of near indigenous requests for
arerelevant to o thescope of countries where land. customer
risk levels in reporting; the organization information
the company's e acompany’ssize/ operates, and
operations. scope of operations; the names of
Answers are e general risks faced countries where

neither positive due toindustry or
nor negative geography; and
but simply give e basicinformation
context to other about board
indicators. structures, etc.

it has significant
operations
and/or that are
relevant to the
topics covered
in the report.
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Type Definition Trends in Sample Example 1 Example 2 Example 3
Input Measure the Most common in inves- KnowTheChain Access to Me- Bloomberg:
resources a tor-driven frameworks. (ICT)1.3: The dicine C.I11.1: Amount of
company is company has The portion of money spent by
investing. Tended to focus on: acommittee, financial R&D the company on
the staffing and team, program investment community-
Investments systems put in place or officer res- dedicated to building activities,
may cover a tomanage ESG ponsible for the diseases of inmillions.
variety of issues; implementation relevance to the
contribution financial investments of its supply Index out of the
types, including: in ESG programs or chain policies company’s total
financial, human objectives (e.g., and standards R&D
resource, community pro- relevant to expenditures.
intellectual grams, R&D human trafficking
property and/or investments, and forced labor.
physical capital. training programs);
The existence leadership
of incentives involvement in ESG
schemes and issues; and
avenues for financial incentives
communicating related to ESG aims.
grievances/
whistleblowing
(absent any
information on
their operation,
use, or
effectiveness)
are considered
inputs.
Activity Measure Most common type Enough Project Behind the Ranking
the actions a across all frameworks and 2. Audit b. Has Brands W4.3.4 Digital Rights
company takes also the most diverse in the company Do the company's F5.9. Does the
in furtherance substance and style. conducted systems routinely company commit
of its social or internal record actual to push back on
human rights On the weaker end, audits of the wage values inappropriate
objectives. indicators required only procurement (instead of oroverbroad
the existence of general practices of 3TG recording that requests made by

Activities can policies or high-level suppliers down minimum wage governments?

range from

the creation

of polices and
commitments, to
the governance
processes and
procedures

in place to
implement those
policies, to more
specificand
bounded actions
like training,
stakeholder
engagements, or
policy lobbying.

public commitments.

More rigorous indicators
included:

specific rights-ad-
vancing policy
requirements and
disclosures;

regular audits and
the development of
corrective actions
plans in response to
poor audit findings;
the gathering of
information relevant
to human rights
risks and aims; and
engagement with
specific stakeholder
groups.

tothe level of
refiner, at least
within the past
year?

has been paid)?
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Type Definition Trends in Sample Example 1 Example 2 Example 3

Output Measure the Often built on activity CHRBD.3.7 Access to Me- UNGPRF
proximate indicators adding in Security (in dicine: C.II1.5. A2.5 What
results requirements for: own extractive Product lessons has the
of activities operations): development: company learned
inaway that e trendanalysesor The Company movement during the
involves and/ lessons learned; also provides through the reporting
or serves third e percentage of evidence that pipeline: The period about
parties. workers covered by it extends its number of achieving respect

apolicy or products security candidates for human rights,

Output indica- certifiedto a assessment(s) relating to and what has
tors generally standard; and protection diseases within changed asa
improve on o thedisclosure of measures to the scope of the result?
activity audit findings; or cover the Index moving
indicators e input received from security of local through R&D
by providing stakeholder communities life cycle from
evidence of a engagement. around its early research
process operations where phases to more
functioning and Vague statements indicated by advanced
some insight regarding a company’s security phases.
into possible recognition of rights assessments,
outcomes without clear measures works with
through activity for assessment were community
analysis/trends. also put in this category members to

as away of splitting the improve security
They are distinct difference between the and prevent or
from outcomes implied policy these address any
in that they do statements represent and tensions, such
not provide the possible outcome they as by increasing
sufficient infor- would speak to if the proportion
mation to eva- meaningfully assessed. of security
|uate the effect provided by the
the company is local community.
having on people
or the world.

Qutcome Measure Second least common type. SASBHCO0101- CHRBD.3.8 DJSI: Percentage
information that 09(a): Descrip- Water and of womenin
speaks to the Tended to focus on a small tion of legal and sanitation (in management.
effect the number of labor issues, regulatory fines own extractive
company is including: and settlements operations): The
having on people associated with Company does
or the world. « number of people clinical trials not negatively

employed; in World Bank affect access

*« wagelevels;

o diversity of workforce
and management;
and

e accident or fatality
rates.

In addition, a number
of outcome indicators
evaluated complaints or
lawsuits that resulted
in fines, settlements, or
adverse verdicts for the
company.

Low-income and
Lower- middle-
income Countries
(LICs and
LMICs) and
UNHDI
Medium-High
Development
Countries
(MHDCs) that
are not captured
by the World
Bank’s LIC or
LMIC rankings.
Dollar amount
of fines and
settlements.

to safe water,

in line with the
UN Sustainable
Development
Goals and the
UN Global
Compact's CEO
Water Mandate.
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Type Definition Trends in Sample Example 1 Example 2 Example 3
Impact Measure Least common type. GRI103-1: UNGPRF Allimpact

longer-term Explanation of C3.2 During indicators come
and larger-scale The impact indicators the material the reporting from these two
changes, e.g., simply requested infor- topic and its period, did any frameworks and
increased mation regarding a Boundary: severe impacts are similar to the
economic company’s impacts For each occur that were two examples
opportunity, without much guidance material topic, relatedtoa provided.

increased quality
of life, shifting
demographics.
Provide
information on
the effect of
outcomes over
time.

regarding how such
impacts should be defined
and evaluated.

the reporting
organization
shall report

the following
information:

b. The Boundary
for the material
topic, which
includes a
description of:

i. where the
impacts occur;
ii. the organiza-
tion’s invol-
vement with
the impacts.

For example,
whether the
organization
has caused or
contributed to
the impacts,
orisdirectly
linked to the
impacts through
its business
relationships.

salient issue and,
if so, what were
they?
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A Note on the Diversity of Monitoring Indicators

Though our analysis is focused on distinguishing between indicators that
measure efforts (monitoring) from those that measure effects (evaluation), it is
important to recognize the diversity of monitoring indicators. Stronger input,
activity, and output indicators (i.e., those that are specific, reference relevant
standards and best practices, and include benchmarks) can reveal meaningful
differences in the level of company commitment and follow through on labor
and other human rights issues, even if they do not offer insights into whether
those efforts are having the intended effect in the wider world.

Some examples of strong monitoring indicators in our sample include:
KnowTheChain ICT:

5.4 (1) The company has a formal procedure that allows suppliers' workers to
report a grievance to an impartial entity.

Behind the Brands L A2.1.2.6:
Has the company published an action plan for how it plans to address findings
from the [impact] assessment (e.g. time bound steps to address issues)?

CHRB D.2.9.b Working hours (in the supply chain):

The Company includes working hours guidelines, including respect for
applicable international standards and national laws and regulations concer-
ning maximum hours and minimum breaks and rest periods, in its contractual
arrangements with its suppliers or supplier code of conduct and describes
how these practices are taken into account positively in the identification and
selection of suppliers OR the Company describes how it works with suppliers
to improve their practices in relation to working hours.

Access to Medicine E.I11.5. Anti-competitive behavior: Trade policy:

There is evidence that the company employs an intellectual property (IP)
strategy that is conducive to access to medicine, operating in accordance with
the international consensus on intellectual property standards as it pertains to
public health, confirmed by the Doha Declaration.
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