
For investors who follow ESG strategies, something is missing.

Most would agree there are plenty of data—on carbon emissions, say, or water use—that can
show how well a company is performing on environmental goals (the E in ESG). Similarly,
changes in executive leadership or company policies can be a clear signal of progress on issues
related to corporate governance (the G).

But when it comes to gauging the “S”—the social impact that a company delivers—companies
and investors are still struggling to come up with meaningful, and widely accepted,
measurements. To put the challenge simply, it is a daunting task to translate into numbers the
well-being of an underserved community.

Different parties, including asset managers, nonprofits and companies themselves, are working
on the problem. But many companies are still struggling with how to define their own positive
results in this area.
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The Difficulty of Measuring a Company’s
Social Impact
Asset managers, nonprofits and others are working on the problem. But even many companies
themselves still struggle with how to define their own positive social results.

Even companies in the same industry seldom use the same metrics of social impact, says Hendrik Bartel, CEO of Truvalue Labs,
which tracks ESG data. PHOTO: TRUVALUE LABS
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Even as investors increasingly see a
correlation between environmentally and
socially minded companies and success, there
are few metrics associated with companies
that claim to focus on social well-being, says
Casey O’Connor-Willis, a senior program
manager at New York University’s Stern
Center for Business and Human Rights, and
principal author of a 2017 report about the
challenges of tracking social impact for
investing purposes.

Some companies are making inroads,
promoting tools, guidelines and
methodologies for rating social impact. The
Sustainability Accounting Standards Board,

or SASB, for example, has developed 77 standards across 26 issues that it says can be used to
quantify and compare performances in some areas that touch on social impact, such as
advertising integrity, employee health, human rights and data privacy.

“It’s meant to facilitate the company production of information,” Jeffrey Hales, chair of the
corporate-reporting nonprofit, says of his group’s social-impact standards.

More than 60 companies use the SASB standards, which came out in 2018, Mr. Hales says.
Another offering from the board, he says, is a tool it calls a Materiality Map, which highlights
for investors the sustainability issues that are most likely to have a financial impact on different
companies.

More investors are paying attention to social impact as a result of the 17 Sustainable
Development Goals, including gender equality and good health, set forth by the U.N. General
Assembly in 2015, says Meggin Thwing Eastman, executive director and head of ESG screening
and impact research at index provider MSCI Inc., which also provides investors with ESG
ratings. Investors “are getting more sophisticated about the relevance of ESG information,”
says Ms. Thwing Eastman. “There’s more demand for data and assessment.” For instance, more
investors are now seeking out companies that “are solutions providers” to pressing social
issues, including makers of contraceptives or those with a higher number of women on their
board, she adds.

More guidelines are available from a Chicago-based company, Mission Measurement, which
tries to help companies and organizations measure returns on investments seeking social
outcomes. Using guidelines prepared by the firm’s Impact Genome Project, for example, clients
can measure their investments’ effectiveness, for example, on a cost-per-outcome basis.
According to Mission Measurement, several tech-focused companies currently are working
with nonprofits to increase interest in science and technology among school-age children.
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These clients are measuring their success by tracking their programs’ graduates and
calculating the overall cost per student.

“If you want to standardize the S, you have to figure out how to measure mushy things in a
consistent way,” says Impact Genome founder Jason Saul.

This year, Deloitte began offering a Social Impact Measurement Model to allow companies to
quantify investments over $100 million, says principal Darin Buelow. “It’s really a first-
generation tool,” he says. “Companies have never been able to get that kind of output before—
it’s complicated.”

Clients input their data into the Deloitte model to better understand how their investments are
producing social benefits, and to predict how new investments would fare in a statistically
similar environment. For instance, firms can calculate the social impact of adding a new
company campus in a rural area based on results from similar investments in the past.

San Francisco-based Truvalue Labs, meanwhile, uses big data to quantify ESG factors for asset
managers. The firm takes data available online and feeds it into algorithms that it says produce
ESG scores for different companies. “We built out a suite of algorithms that allows us to process
massive amounts of data,” says Truvalue Chief Executive Hendrik Bartel, who launched the
offering in 2017 and is now working with about 40 asset managers to assess ESG.
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All of these offerings are still emerging, and, so far at least, share little common ground, which
continues to make it difficult for investors to make meaningful judgments and comparisons.
Even companies in the same industry that try to measure their social impact seldom use the
same metrics, Mr. Bartel says.

But findings suggest that even companies that do track their own social impact efforts often
miss the bigger, more-complete picture.

Many, for example, will track the impact of their foundation arm or a splashy campaign rather
than focus on their core business, says Ms. O’Connor-Willis, the Stern School researcher. For
instance, a supermarket chain may measure social impact by looking at donations to local
health-focused nonprofits but ignore its own food-waste practices.

“Companies should be focusing on central aspects of the business rather than parallel social
programs,” she says.

Others make the mistake of tracking only the effort of their own social impact without
following up on outcomes, adds Ms. O’Connor-Willis. For instance, firms are applauded for
having antiharassment policies in place without tracking how well the policies are working.

“The frameworks…focus on measuring processes and commitment and practices, as opposed to
looking for evidence of effectiveness,” she says.

Other times, companies fail to acknowledge socioeconomic and geographic factors when
quantifying social impact, says Wendy Woods, a partner at Boston Consulting Group and
contributor to 2019 research from the World Economic Forum on advancing ESG management
practices. For instance, a financial institution in a developing country might focus on
promoting access to bank checking accounts, while one in the U.S. may emphasize access to
credit, she says.

As social-impact metrics are being created, accounting for such differences across industries
and geographic areas requires significant investment from leadership. “We are not externally
going to be able to set standards without leadership internally trying move beyond just the
policies,” Ms. Woods says.

But even as more companies push to quantify social impact both internally and externally, the
numbers produced often have little meaningful to say.

What would be much more satisfying, Ms. Woods says, is if more companies would simply say, “
‘Put a meter on my water usage.’ ”

Ms. Dizik is a writer in Chicago. She can be reached at reports@wsj.com.
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