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This article aims to map out the level of social performance measurement of Czech companies, i.e.
what social performance indicators companies monitor and what information they provide to their
stakeholdersandto constructalternative corporate social performance indicators. Based on an analysis
of 24 corporate voluntary reports and results of an empirical research performed among 79 large
companies operating in the manufacturing industry, it was found that companies partially monitor
their social performance, but from the perspective of international standards (e.g. Global Reporting
Initiative, International Federation of Accountants) it is still insufficient. Czech companies usually
provide only absolute numbers which disguise real trends and do not allow year on year comparison
or comparison with other companies. Czech companies should provide a comprehensive picture of
their overall performance, they should not focus only on financial indicators based on accounting
data, since it is known that the performance measurement based only on financial and economic
performance does not lead to long-term success and sustainability of organizations. Companies
should monitor more their impact on society within which they operate. Proposed corporate social
performance indicators in a measurable and thus manageable way express social issues.

corporate social performance, key performance indicators, corporate performance, sustainability,
processing industry, Czech Republic, empirical research
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This paper was written as a part of a project
solution GACR P403/11/2085 Construction of Methods
for  Multifactorial Assessment of Company Complex
Performance in Selected Sectors. The aim of the project is
to design methods for measuring complex corporate
performance in selected sectors. Complex corporate
performance consists of economic, environmental
and social performance and Corporate Governance
performance (see e.g. Hiebicek, Soukupova,
2008; Hiebitek, Soukupova, Stencl, Trenz, 2011,
2011a; Hrebitek, Popelka, Stencl, Trenz, 2012;
Hiebitek, Hodinka, Motycka, Popelka, Trenz,
2012; Hodinka, Stencl, Hiebitek, Trenz, 2012;
Chvatalovd, Kocmanovd, Docekalovi, 2011;
Kocmanovd, Docéekalovd, Némecek, Simberova,
2011; Kocmanova, Do¢ekalovi, 2011, 2012).

The first step in creating an alternative system for
measuring corporate performance is to determine
relevant key performance indicators (KPIs). The
aim of this paper is to determine the KPIs for social
area. Creating social KPIs is complicated, as they are
often non-financial metrics (Ilinitch, Soderstrom,

Thomas, 1998; Bassen, Kovacs, 2008; Kruse,
Lundbergh, 2010) and are criticized as too vague and
general.

Many international institutions deal with

integration of sustainability and social aspects
into corporate performance evaluation, investors”
decision making, etc. Organizations that are
engaged in developing social KPIs are e.g. Global
Reporting Initiative (GRI), International Federation
of Accountants (IFAC), Society of Investment
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Professionals in Germany (Deutsche Vereinigung
fir Finanzanalyse und Asset Management,
DVFA), United Nations Conference on Trade and
Development (UNCTAD) and European Academy
of Business in Society (EABIS).

1 THEORETICALAPPROACH TO
CORPORATE SOCIAL PERFORMANCE

Social performance is defined as the social
impacts on stakeholders, as stakeholders are the
source of expectations about what constitutes
desirable and undesirable corporate performance
(Wood, Jones, 1995; Spirig, 2006). Companies that
manage their social performance achieve better
financial performance and create more value for
their shareholders. This happens, for example,
by attracting and retaining committed employees
and have more loyal customers. Incorporation
of sustainability is the key to value creation for
shareholders and other stakeholdersin the long term
(Eccles, Toannou, Serafeim, 2012). Concept which
emphasizes the integration of social responsibility
into business is Corporate Social Responsibility
or Sustainable Corporate Performance (Fauzi,
Svensson, Rahman, 2010).

Relation of social and financial (economic)
performance has been the subject of many
empirical studies. However, result are ambiguous
(see e.g. Tsoutsoura, 2004; Orlitzky, Schmidt, Rynes,
2008). Nevertheless, companies should focus on
the management of social aspects of corporate
performance. In a short time period, these activities
may represent expenditures and investments
without short-term return, which may affect
a competitiveness of a company, but in the long-
term can have a potentially positive impact on the
financial and overall corporate performance (see e.g.
Schaltegger, Wagner, 2006).

2 MATERIALS AND METHODS

To meet the objective of the paper, i.e. construction
of relevant corporate social performance indicators
following steps were taken:

e analysis of the approach of international
organizations to social performance indicators
design,

e analysis of voluntary reporting of Czech manu-
facturing companies,

e empirical research through questionnaire survey,

e knowledge synthesis and construction of social
performance indicators.

The research was focused on manufacturing
companies (C according to CZ-NACE) and it was
because of that in this type of economic activities
are social impacts significant and it is the traditional
industrial sector creating one third of the gross
domestic product of the Czech Republic.

Second step was to analyse voluntary corporate
reporting. Selected sample included 24 companies

that publish voluntary reports (mostly corporate
sustainability reports). Sample is described in Tab. I.

LI: Sample of analysed companies that publish voluntary reports

Criterion N %

Size

up to 250 employees

(small and medium enterprises) 11 45.8

above 250 employees

(large enterprises) 13 542
Sector (as consistent with CZ-NACE)
C - Manufacturing 24 100.0
Legal form
Joint-stock company 16 66.7
Limited company 8 33.3

After analysis of corporate voluntary reporting the
research followed in empirical research. Data were
obtained through questionnaire survey during the
year 2011. This time the research was focused only
on large manufacturing enterprises. Respondents
were managers of companies (mostly CEOs). For
scaling responses five-point Likert scale was used.
Sample is described in Tab. TI.

I1: Sample of companies included into questionnaire survey

Criterion N %
Size
above 2?0 employees (large 79 100.0
enterprises))
Sector (as consistent with CZ-NACE)
C - Manufacturing 79 100.0
Type of ownership
Domestic entity 44 55.7
Foreign entity 35 44.3
Legal form

Joint-stock company 41 51.9
Limited company 38 48.1

3 RESULTS AND DISCUSSION

3.1 Approaches of international organizations
to corporate social performance measurement

Tab. TIT presents a comparison of approaches
of international organizations in various areas of
social performance. The analysis showed that the
area of social performance is not clearly defined.
Social area is mostly intertwined with Corporate
Governance. This ambiguity is most evident on the
issue of corruption. For the purposes of this paper,
corruption is understood as an issue of Corporate
Governance.
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IIT:  Corporate social indicators

IFAC DVFA EABIS UNCTAD GRI

Health & safety of employees (e.g. injury rate, absence rate)
Staff turnover

Education and training

Labor relations

Equality

Human rights

Customer satisfaction

Corruption

Compliance

Community

Product responsibility

XX X X X
XX X X X X

XXM X X X X X X X N

X X

Source: IFAC, 2012; DVFA, 2007; Cranfield School of Management, 2009; UNCTAD, 2008, GRI, 2006, 20062, 2006b, 2006¢

3.2 Analysis of corporate voluntary reporting

The results of the analysis showed that companies

(sample described in Tab. T):

e report mainly absolute indicators which hide real
trends and make comparison (benchmarking)
with other companies impossible,

e use so-called lagging indicators which express
achieved state, thus reflecting the past, instead of
leading indicators that predict the future and are
crucial for the success of a company (see Kaplan,
Norton, 1996),

e focus reports on employee care, health and safety
atwork and corporate philanthropy,

e some indicators recommended by GRI companies
do not report at all, e.g. discrimination, product
responsibility etc.

IV: Corporate social performance indicators used in voluntary
reporting of Czech manufacturing companies

Social indicators N %
Total workforce 24 100.00
Total number of workforce accidents 20 83.33
Employee wages and benefits 20 83.33
Employee turnover 15 62.50
Donations 15 62.50
Total number of workforce fatalities 10 41.66
Expenditure on employee training 10 41.66

Average number of hours of employee

training K 37.50
Hours of volunteering 5 20.83
Health and safety of products 5 20.83
Other indicators 28

3.3 Empirical research

To determine the corporate social performance
indicators in the manufacturing industry, selected
companies (sample described in Tab. IT) were asked
two questions. The first question was: “How do you
adopt socially responsible behaviour?” In order

to strengthen the socially responsible behaviour

companies do following activities:

@ 80.8% of companies have defined corporate values
and code of conduct,

e 77.2% of companies take care of feedback from
customers and suppliers,

@ 64.9% of companies provides financial support for
public activities and projects,

@ 59.0% of companies inform and train employees
about corporate values and code of conduct,

@ 57.0% of companies take account of unwritten
employee rights,

e at 51.4% of companies there is a process that
prevents discrimination at work,

@ 33.8% of companies hold a dialog with a region,

@ 32.5% of companies consult important issues with
employees,

@ 20.8% of companies encourage employees to
participate in beneficial activities and projects.

To determine which indicators manufacturing
companies actually monitor, companies were asked:
“Which social indicators are monitored?” Valid
frequencies are presented in Fig. 1.

3.4 Construction of corporate social
performance indicators
Based on the results of previous research
following set of social indicators has been created:
e SI1 - Relations with community
e SI2 - Human rights
e SI3 - Equality and non-discrimination
e SI4 - Expenditure on employee training
e SI5 - Employee turnover
@ SI6 - Collective bargaining
@ SI7 - Labor relations
e SI8 - Workforce accidents
e SI9 - Health and safety of customers
@ SI10 - Customer satisfaction.

Created basic set of indicators was presented
to a group of seven experts from manufacturing
companies in order to determine how these
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Workforceaccidents

Number of employees

Health and safety of products
Staff turnover

Expenditureon employeetraining
Laborrelations

Occupational diseases

BYes
Ratheryes
ERatherno

Occupational health and safety ENo
Collective bargaining
Donations |
Diskiimination | |
0% 20% 40% 60% 80% 100%
1: Corporate social performance indicators monitored in the manufacturing industry (%)
V: Corporate Social Performance Indicators
Indicator KPI Unit Calculation
Number of complaints total number of complaints received from the
. . received from the number neighbouring community (by any means) for a given

SI1- Rela_tlons with community period (year)
community .

Donations 9% [total annual amount of donations/total annual gross

° value added] x 100
[number of discrimination cases in a given period
Discrimination rate % (year)/average number of employees in a given

SI2 - Equality and non-
discrimination

Equal pay

%

period (year)] x 100

[average wage of women/average wage of men] x 100

SI4 - Expenditure on
employee training

Expenditure on education
and training

%

[total annual expenditure on education and training/
total annual gross value added] x 100

SI5 - Employee turnover

Employee turnover

%

[total number of employee separations in a given
period (year)/average number of employees in
agiven period (year)] x 100

SI6 - Collective
bragaining

Percentage of employees
covered by collective
bargaining agreement

%

[total number of employees covered by collective
bargaining agreement in a given period (year)/
average number of employees in a given period
(year)] x 100

Percentage of complaints

[number of complaints relating to the relations in
the workplace (e.g. mobbing, bossing, bullying) in

SI7 - Labor relations relating to workplace % - iod ber of |
relations a given period (year)/average number of employees
inagiven period (year)] x 100
oS % [number of injuries in a given period (year)/average
‘0

SI8 - Workforce accidents

Injury rate—fatalities

Occupational diseases

Absence rate

%

%

%

number of employees in a given period (year)] x 100

[number of fatalities in a given period (year)/average
number of employees in a given period (year)] x 100

[number of reported occupational diseases in a given
period (year)/average number of employees in
a given period (year)] x 100

[working time lost in a given period (year)/working
time available in a given period (year)] x 100

SI9 - Helath and safety
of customers

Percentage of products and
services, which are during
their life cycle assessed for
health and safety impacts

%

[number of products and services, which are during
their life cycle assessed for health and safety impacts/
total number of products (services) produced
(offered)] x 100

SI10 - Customer
satisfaction

Expenditure on identifying
and ensuring customers
satisfaction

%

[expenditure on investigation and activities
associated with an increase in customer satisfaction/
total annual gross value added] x 100
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indicators reflect the critical success factors in
the social area. A rating method was used. The
experts expressed their opinion on the basis of
apredetermined scale <0; 100>. Based on the results,
SI2 was excluded (scored 10 points on average)
as respect for human rights (e.g. prohibition of
child labour, etc.) are commonplace in the Czech
Republic and thus it is irrelevant success factor.

In order to perform intercompany comparisons
and benchmarking, but also to enable companies
to assess trends in the social area, it is necessary to
construct indicators as relative indicators instecad
of absolute ones. To relativize indicators an average
number of employees, or where appropriate,
gross value added is used. Gross value added is the
difference between the total production of goods
and services and consumption (value of goods and
services consumed in production). It is the basis for
the calculation of VAT (CENIA, 2011).

CONCLUSIONS
Based on the results of above described
research, it was found that companies partially
monitor their social performance, but in terms

of international standards it is still insufficient.
Companies should adopt a portfolio of social
indicators that would express their goals in this
area. Analysis of critical success factors specific for
particular company should precede construction
of indicators. Such indicators should become
a part of one complex performance measurement
system, i.e. a system that monitors not only the
economic and financial performance, but also
social and environmental performance and
performance of Corporate Governance. Indicators
proposed in this paper meet basic criteria such
as objectivity, relevance, transparency, clarity and
comparability. Contribution of proposed corporate
social performance indicators is that they express
critical success factors in a measurable way and
they compress large social data into a manageable
number of key information. It is necessary to social
indicators become part of Corporate Sustainability
Reporting and  marketing communications
aimed at stakeholders. By these means, the
social performance becomes part of the value of
products and services; it will be transformed into
a competitive advantage, increased profits and
economic success of the company.

SUMMARY

Aim of this article is to map out the level of social performance measurement of Czech companies
and to construct alternative corporate social performance indicators. To meet this aim sequence
of steps was taken. Initially, a corporate social performance as a multidimensional concept
was defined. Secondly, approach of international organizations (Global Reporting Initiative,
International Federation of Accountants, Society of Investment Professionals in Germany, United
Nations Conference on Trade and Development and European Academy of Business in Society)
to social performance indicators design was examined. After that, voluntary reporting of 24 Czech
manufacturing companies was analysed and questionnaire survey among 79 Czech manufacturing
companies was performed. Tt was found that companies report mainly absolute indicators which hide
real trends and make comparison with other companies impossible, use so-called lagging indicators
which reflect past, instead of leading indicators that predict the future. Companies perceive social
performance mainly as an influence on employees as the most frequently used social indicators are:
Number of employees, Workforce accidents, Staff turnover, Expenditure on employee training, Labor
relations, Occupational diseases and Health and safety of products. Based on the research results, a set
of social indicators has been created: Relations with community, Human rights, Equality and non-
discrimination, Expenditure on employee training, Employee turnover, Collective bargaining, Labor
relations, Workforce accidents, Helath and safety of customers and Customer satisfaction. The set of
indicators was presented to a group of seven experts and they excluded “Human rights” as respect
for human rights is commonplace in the Czech Republic and thus it is irrelevant success factor. The
final set of indicators includes 14 KPIs. Social performance indicators are constructed as relative
ones and thus comparable ones. Czech companies should incorporate proposed alternative social
performance indicators into their measurement systems that would include sustainability and the
ability to manage the social aspects. These indicators would express that they positively contribute to

the overall social welfare and sustainability:.
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