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ABSTRACT
By definition, measuring the social capital in firm-stakeholder relationships assesses the degree
to which the company has met essential preconditions for good CSP. Previous studies identified
the three most important dimensions of social capital as the structural (e.g., network ties), the
relational (e.g., trust), and the cognitive (e.g., shared goals, shared paradigms). A five-year
longitudinal study in Papua New Guinea produced measures of social capital that were consistent
with the three dimensional view, including a cross-culturally meaningful measure of trust. A
second cross-sectional study of 15 diverse communities on four continents confirmed the cross-
cultural applicability of the cognitive and relational dimension measures. The findings suggest

that a universal predictor of a company’s CSP is feasible.



Measuring Firm-Stakeholder Social Capital for Corporate Social Performance

Corporations aiming to meet their corporate social responsibilities find it useful to have
some metric that tracks their performance. However, corporate social responsibilities vary
depending on the company, the industry, and the stakeholders involved. As a result, systems for
measuring corporate social performance (CSP) are quite diverse.® For example, some companies
need to measure toxic emissions while others need to focus more on monitoring their
employment equity performance. By stepping up to a more abstract level, it may be possible to
track performance on elements of CSP that are important across diverse industries, stakeholders,
and cultures.

Whether the concrete CSP measure is parts-per-million (PPM) of dioxin or full-time
equivalents (FTEs) of employees who are members of visible minorities, the array of activities
they measure have impacts on groups of people who are stakeholder of the company. By
definition, a stakeholder is a person who is, or could be, impacted by the company’s actions or
policies, or who has, or could have, have an impact upon the company.? A stakeholder group is
an aggregate of individual stakeholders or an organized group. Its members have a relationship
with the company and that relationship is defined in terms of whatever aspect of the company’s
social performance is relevant to the stakeholder group. Therefore, every CSP measure has an
associated firm-to- stakeholder-group relationship.® The relationship presumably improves or
deteriorates in response to the company’s CSP, no matter how that CSP might be measured.*
This is the key point that allows us to rise above the morass of incomparable CSP measures. In
addition to measuring things as diverse as PPMs and FTEs, we can focus more on also
measuring whatever might be universal about firm-stakeholder relationships.’

Firm-Stakeholder Relationships as Measurable Universals



Moving from measuring things like PPMs, which do not depend on social perceptions,’
to measuring universal firm-stakeholder relationship qualities is a bold step with far reaching
implications. On the plus side, it means we could reap some of the benefits exhibited by financial
measures of corporate performance. For example, the social performances of companies in
diverse industries and cultures could be compared. Companies could track their own
performance across time and diverse national locations. On the negative side, the move requires
us to accept more measurement error. The company’s performance on the PPM-style CSP
measure is only one of many things that could affect the quality of the firm-stakeholder
relationship. Corporate management might not mind this type of imprecision when the
stakeholders were contented. Who cares why they are happy, as long as they are happy? But
what about those times when despite a company’s stellar performance on specific CSP measures,
the stakeholders repeatedly make fresh demands and add new performance criteria? Then ulterior
sources of stakeholder dissatisfaction with the relationship would matter to management.
Relationship-based measures might be able to estimate a company’s CSP but will never be as
precise as PPMs and FTEs. Both parties to the relationship have need for the more concrete
measures in those circumstances when the relationship-based measure contains malfeasance
error. For instance, there could be times when stakeholder group members could use them to
prove that their own leaders have been bought-off by the company. On the company side, there
may be times when managers could use them, for example, to prove that someone else has been
polluting the water and letting the company take the blame. With these opportunities and dangers
in mind, let us consider what aspects of firm-stakeholder relationships might be the best

candidates for more universal measurement schemes.



Universal dimensions of person-to-person relationships are what make it possible for
people from different historical periods to understand each other’s stories and for individuals
from different cultures to form families. Psychologists have developed ways to measure the
apparently universal dimensions of interpersonal relationships,” while emphasizing that the
dimensions are embedded in an equally universal process of evolution that allows for their
change and for a multitude of morphological manifestations.? At the organization-to-organization
level, two intertwined relationship qualities have emerged in a number of fields of interest to
both corporations and communities. They are collaboration and social capital. In the
management field, Harvard business professors Cohen and Prusak define social capital as,
“Social capital consists of the stock of active connections among people: the trust, mutual
understanding, and shared values and behaviors that bind the members of human networks and

"9 Cohen and Prusak are not alone in defining

communities and make cooperative action possible
social capital as the network connections that make collaboration possible. In the field of
community development, urbanist Jane Jacobs'® popularized the concept of social capital as that
set of network relationships that allows community members and organizations to collaborate in
the pursuit of shared goals.
The Role of Firm-Stakeholder Social Capital in CSP

Social capital and collaboration in firm-stakeholder relationships connect with CSP in
three ways. First, the quality of stakeholder relationships is both an element of social capital and
a defining characteristic of CSP. Second, firm-stakeholder relationships with plenty of social

capital can lead companies to change their ways, thus changing their CSP. Third, collaboration

and social capital in firm-stakeholder relationships can cause the stakeholders to revise



misperceptions they might have had. That, in turn, can modify the CSP criteria applied to the
company. This section looks at each of these three dynamics in more detail.

The quality of firm-stakeholder relationships can be listed alongside PPM-type measures
as a criterion for CSP in and of itself. There are several codes of CSP that have explicitly
incorporated elements of the quality of firm-stakeholder relationships into their assessment
systems, usually along with an ad hoc list of more specific, PPM-type measures.** For example,
the AA1000 standard is a species of CSP certification. It is devoted entirely to the stakeholder
engagement processes a company undertakes. While these systems acknowledge the importance
of high quality relationships, there are none that purport to assess the qualities of the
relationships that drive positive social performance. In terms of the negative side of the
relationship quality continuum, two of the more prominent ethical screening systems for socially
responsible investing in the United States count the emergence of stakeholder inspired
controversies as prima facia evidence of poor CSP. The Dow Jones Sustainability Index and the
Kinder Lydenberg Domini database both downgrade companies on the basis of critical reports,
articles and press releases issued by media and stakeholders. There is no mention of any
investigation or adjudication processes to determine whether or not these accusatory publications
are exaggerated, distorted, or outright false. Thus, poor relationships are sometimes taken as a
defining characteristic of poor CSP and collaborative stakeholder engagement is taken as
evidence of good CSP.

Second, collaboration and social capital can lead the corporation to change its behavior so
that non-perceptual CSP measures improve. That might happen, for example, when an

environmental group works with a company to find more efficient and yet less environmentally



damaging processes. Social capital in firm-stakeholder relationships can yield corporate
responsiveness, 2 which in turn can improve performance on PPM-type measures.

Thirdly, because some CSP assessment systems take stakeholder perceptions as measures
of the corporation’s performance, social capital in firm-stakeholder relationships can improve
CSP by improving the stakeholders’ understanding of the company and its actions. For example,
environmental activists involved in the Clayoquot controversy adamantly opposed all clear-cut
logging for years. Only after a coalition of environmental groups developed a social capital filled
relationship with forestry company MacMillan Bloedel were they able to assimilate the scientific
evidence from forest ecologists that limited clear-cuts are superior to selective logging or no
logging in many circumstances because they mimic the ecological effects of naturally occurring
forest fires.'® The firm-stakeholder relationship yielded an agreement on sustainable forest
harvesting.

The Dimensions of Social Capital in Firm-Stakeholder Relationships

Although it is obvious that the development and maintenance of social capital in firm-
stakeholder relationships is an important part of CSP, it is so obvious how one should measure
that social capital. The concept of social capital has taken root in numerous fields from
epidemiology to politics. This is a testament to its likely universality in interorganizational and
intergroup relationships. However, the breadth of applications has also led to variations in usage
of the term. In the interest of moving towards measuring social capital, it is necessary to
distinguish social capital’s definitive core from its sources and its effects.** The core consists of
at least three relationship phenomena, namely, sharing information, providing political support
and solidarity, and adhering to group or collective norms. The outcomes include benefits like

mutual protection, collaboration towards shared goals, and the sharing of resources. The sources



of social capital can be described along three dimensions of firm-stakeholder relationships. They
are the structural (e.g., network links), the relational (e.g., trust), and the cognitive (e.g., shared
goals, shared paradigms).’ Of course, because the outcomes (e.g., collaboration) affect levels of
later sources (e.g., trust), the source/core/outcome distinction gets muddied in practice.
Nonetheless, it helps clarify what can be measured about social capital.

The structural dimension of social capital’s sources, or “source social capital”, deals with
network structure. Firm-stakeholder relationships exist in a network of relationships. Stakeholder
organizations have relationships with each other and with non-stakeholders as well. Some
structural measures of social capital can be assessed on a relationship-by-relationship basis. For
example, the strength of an actor’s tie with a specific other actor can be determined without
reference to other relationships. However, many structural variables that describe specific
relationships are described relative to all the relationships in the network. For example, actors
differ in terms of how many ties they have with others in the network (i.e., “degree”). By some
definitions,*® an actor has more social capital if it is more likely that the actor will be an
intermediary for a message flowing between any two randomly chosen actors in the network
(i.e., the actor’s “betweenness”).

The cognitive source dimension of social capital includes shared representations and
systems of meaning. These can range from the most basic sharing of a common language to the
most complex sharing of a scientific paradigm or cultural narratives. The cognitive dimension
plays a particularly prominent role in collaboration because it includes common values, goals,
and plans.!’

The relational source dimension of social capital encompasses a variety group process

phenomenon like norms, obligations, reciprocity, mutual identification, and trust. Trust has



become pre-eminent among these,*® largely because it emerges as a prepotent factor at recursive
levels of analysis. Trust has been highlighted as central to social capital at the national societal
level ™ interorganizational network level,® the level of one-to-one interorganizational
relationships,”* and the intraorganizational level.?
Aims of the Studies

In the studies reported here, the measurement focus was on the three dimensions
identified as social capital’s sources. These were chosen as the aspects that have the most
strategic potential to help firms and stakeholders manage their relationships with one another.
Measures of source social capital were taken in two interview-based studies with representatives
of a mining company and its stakeholders. The first study was a five-year longitudinal study in
Papua New Guinea (PNG). All three of the structural, relational, and cognitive dimensions were
measured in four successive waves of interviewing. The second was a cross-sectional study in 14
communities in seven countries. Measures of the relational and cognitive dimensions were taken,
along with ratings of satisfaction with the firm-stakeholder relationship. The data from both
studies were variously subjected to analyses designed to determine whether the measures of the
source dimensions (a) were similar enough to warrant being grouped under the conceptual
umbrella of source social capital, (b) were distinct enough to warrant identification as separate
dimensions of source social capital, (c) maintained their statistical relationships with one another
across cultures, and (d) bore any relationships with indirect and partial indicators of CSP.

The next section describes how each study was conducted with special attention to what
measures were taken. At the end of each study description, there is also a brief description of
how the company was able to use the findings. While the main focus of this paper is the

development of a globally valid measure of social capital in firm-stakeholder relationships, these



anecdotes about the usefulness of such measures to a company help to anchor the sometimes

arcane measurement discussion in a practical application to everyday management challenges.

METHODS

Longitudinal Tracking of Social Capital’s Source Dimensions

The first study has been dubbed the “Misima study”. It was conducted as part of Placer
Dome Inc.’s preparations to close its gold mine on Misima Island in the southeast region of
Papua New Guinea. Geological analyses showed the mine was coming to the end of its
productive life and Placer Dome wanted to “leave behind a better future” for the people of
Misima. To help the community prepare for the closing of the mine, they asked the Centre for
Innovation in Management (CIM) at Simon Fraser University to track the social capital among
the stakeholders and make recommendations aimed at fostering the commitment to shared goals
that would be needed to adjust to life after the mine.

Identification of Stakeholders

The initial set of stakeholder organizations were identified as those with whom the
company was interacting at the time of CIM’s first visit to Misima in 2000. These happened to
include the standard set of community leaders typically interviewed for a community profile
(e.q., local government leader, clergy, local business leaders, environmental group leaders, union
leaders, women’s group leaders, etc.). The pre-test wave in April 2001 wave obtained input from
those people. We asked the interviewees to nominate additional groups as stakeholders. That
process expanded the list of stakeholders. Going into the first of the four waves of data collection
reported here, the list of stakeholders included people with both pro and anti company

perspectives. There were 82 different stakeholder representatives interviewed over the four



waves. An average of 38 stakeholder representatives were interviewed per wave and they
represented an average of 16 stakeholder organizations. At attempt was made to interview at
least two representatives from each organization.

Interviewing

CIM solicited the assistance of a local research partner, Dr. Albert Mellam, Dean of
Business Administration at the University of Papua New Guinea (UPNG). The UPNG provided
trained student interviewers. In April 2001, the researchers conducted interviews using a
prototype of the questionnaire. Feedback from stakeholders led to revisions to the questionnaire,
especially to the questions that probed the relational dimension. The revised form of the
questionnaire was used in the subsequent four waves of interviewing that were done once per
calendar year from October 2001 to March 2004. Most of the interviews were conducted in
English. Papua New Guinea is home to approximately half of the world’s languages, but
schooling on Misima is done in English. On Misima, a hundred years of contact with Western
missionaries has created a bilingual society with one of the highest average levels of English
language proficiency in the country. A few of the interviews with clan elders were conducted in
the Misiman language with translation provided by a local missionary’s son who grew up on the
island and was perfectly bilingual.

Questionnaire Content

The interview included a “bilateral” section that assessed the three source dimensions of
social capital in the stakeholders’ relationships with the company, and a “multilateral” section
that assessed the same dimension in their relationships with one another. The bilateral section
generated interval rating scale data that permitted more detailed diagnoses of strengths and

weaknesses in each relationship. The multilateral section collected only binary data on each



dimension but permitted the generation of social network maps for the entire set of stakeholders.
Both employees and stakeholders were interviewed about their mutual perceptions of the
relationships. Here only stakeholders’ responses are reported in order to maintain consistency
with the second study in which there were no employees interviewed.

Assessment of the structural dimension concentrated on the strength of the ties in terms
of the amount of contact. The amount was a joint function of frequency and number of contacts.
In the bilateral section of the questionnaire, the stakeholders were asked to list the company
representatives they had talked to in the past three months regarding interorganizational matters.
They were then asked how frequently they had communicated with each person. The frequencies
of contact were divided into six categories plus a category for no contact. The categories were
daily (6), weekly (5), fortnightly (4), monthly (3), quarterly (2), less frequently than quarterly (1)
and no contact ever (0). For each interviewee the frequencies were summed across all contacts.
The sums were then transformed into scores ranging from 1 to 4 depending on which quarter of
the range the score fell into. Sums of zero were coded as scores of zero. In the multilateral
section, stakeholders were asked to check all the organizations they had talked to, or
communicated with, in the past three months and then rank the top three from among those in
terms of frequency of contact.

In general, firms and stakeholder might agree on an array cognitive elements ranging
from a common language to a shared plan for collaborative action. In the Misima context, the
most relevant aspects of the cognitive dimension were the extent of a shared vision for the future
and the level of agreement on how to plan for life after closure. Accordingly, the cognitive
dimension of source social capital was assessed by asking for a rating on the extent to which the

stakeholder’s organization agreed with the company on how best to prepare Misima for post-



closure life. In the bilateral section, the agreement was elicited on a four-point rating scale.? In
the multilateral section, there was a checklist of organizations that could be deemed either in
agreement or not. From among those, the respondent then ranked the top three perceived as most
in agreement.

The element of trust was chosen as the aspect of the relational dimension that would be
assessed. The concept of trust holds the distinction of being widely associated with both social
capital and corporate competitive advantage.?* In the pilot testing, it was discovered that
Misimans tend not make global attributions of “trustworthiness”.% In Misiman culture, trust
related behaviors differentiate situations more than people. Drawing in several typologies of trust
developed by management theorists,?® it was decided to ask three separate questions about
different aspects of trust. The first asked for ratings of trust in terms of sharing important
information, as opposed to keeping secrets from those one deals with. The second question asked
probed trust as the tendency to honor promises and follow through on commitments. The third
question dealt with trust as a general belief in the goodwill of the other party to the relationship.
It asked stakeholders how much they thought the company was concerned about their best
interests. As with the cognitive dimension, the bilateral questions were agree/disagree ratings of
statements on a four-point rating scale. The multilateral questions consisted of a checklist with a
subsequent ranking of the top three among those checked.

Finally, because employees and stakeholder representatives tended to describe up to half
a dozen or more relationships, some way was needed to rank the relationships in terms of their
importance to each party in the relationship. Research on collaboration among stakeholders has
identified two critical factors determining the importance of relationships and the motivation of

the parties to engage in the relationships.?’ First, there must be high stakes. The consequences of



collaborating versus going separate ways must be substantial. Second, the parties must be
interdependent to the extent that neither can fully reach their goals without the cooperation of the
other. One question asked about these joint conditions in terms of how much the interviewee’s
organization needed the other organization’s cooperation in order to reach its most important
goals.

Questionnaire Refinement based on Misima Data

The general Misima findings are discussed below in conjunction with the findings from
the second study because data from both studies must be considered together in order to answer
some of the questions animating this research. However, the questionnaire used in the second
study was modified on the basis of Misima findings about how to measure trust. Therefore,
Misima’s lessons regarding the measurement of trust are discussed here, before turning to the
second study.

The “promise keeping” question was highly correlated with the other two but the other
two were not as highly correlated with each other. The “concern for interests” question was the
most stringent in that only those with the strongest relationships would agree with it. Everyone
else tended to disagree with it. It had a bimodal U-shaped distribution. The “sharing information”
question also had a bimodal distribution but the skew was towards more stakeholders agreeing
with it. The bimodality reduced the predictive power of these two questions It was not surprising
then that a principal components analysis of the three trust questions along with the structural
measure, the relationship importance question, and the cognitive question, showed the three trust
questions to have the defining loadings on the first principal component with the “promise
keeping” question having the heaviest loading. This showed that the “promise keeping” question

was the most representative of whatever the three trust questions were collectively measuring.



For this reason, when it was necessary to choose only one trust question to carry forward to the
second study, the “promise keeping” question was chosen.

Usefulness of the Findings

While the data collected advanced the pursuit of a universally applicable measure of
social capital that predicts CSP, they also had immediate practical implications for the company.
The bilateral data were more useful in helping the company identify and repair relationships that
were not going as well as desired. The multilateral data were more useful for tracking the
vagaries of social capital among stakeholders who would have to work together in order to adjust
to post-closure life in an optimal way.

The bilateral data identified problem relationships for the company and diagnosed the
nature of the problems. Combined stakeholder and employee group average scores on the
dimensions were summed to produce social capital scores for each firm-stakeholder relationship.
These were plotted against the measure of the importance of the relationship to the company.
Relationships that were much higher in importance than they were in social capital were deemed
unsatisfactory. The constituent dimension scores were used to diagnose the source of the
problem in each relationship. For example, in April 2001, the company’s relationship with the
provincial administration was lower in social capital that its importance warranted. A closer
analysis revealed that cause was lower ratings given by the administration on the relational
(trust) and cognitive dimensions. The company had extensive dealings with the district
administration, which reported to the provincial administration. The company and the district
negotiated infrastructure projects and the allocation of tax credits to these projects. The company
had assumed that the district and the province were talking to each other and working together on

these issues. However, direct inquires spurred by the social capital scores revealed that the



district had not been keeping the province apprised of its dealings with the company. The
company was able to resolve the misunderstanding by instituting regular communications with
the province regarding its dealings with the district.

The multilateral data produced social network maps showing all the stakeholders
relationships with one another and the strengths of the relationships. These maps revealed
political alliances and cleavages in the community and were of particular interest because of the
historical context. Papua New Guinea had only experience one previous mine closure since it
became an independent Commonwealth country in 1975. That was the Bougainville mine on the
island province of Bougainville. That mine was closed in an armed insurrection that produced a
concomitant declaration of independence by the Bougainville provisional government. Misima
was scheduled to become the first PNG mine to close in a peaceful, legal manner. Keeping the
process peaceful, however, meant dealing with many diverse political ambitions and interests.

The social network maps based on social capital ties quickly revealed the political
currents. In a nutshell, the company had high levels of social capital in its relationship with the
south coast clans that owned the lands where the mine was located. These clans had previously
been less prosperous than groups in the north and east. However, those to the north and east
received fewer benefits from the mine. As a result, the relative wealth of the groups was
reversed. The benefits that the north and east groups did receive were mostly in the form of jobs
and infrastructure. With closure, the jobs would disappear and the infrastructure would
deteriorate without maintenance by the cash-poor district and province. Meanwhile, the clans
that owned the mining land in the south would continue to receive payments from a set of trust
funds. Bluntly, some of the northern and eastern people wanted a share of the trust fund money.

The district and province wanted a trust fund dedicated to paying for infrastructure maintenance.



A coalition emerged comprising the district, the province, and a few local government
representatives from the north and east. The company was unavoidably implicated in the political
maneuvering. In the end, the mine did close peacefully, but everyone learned a lesson about the
need to provide a sustainable maintenance program along with every infrastructure project.

Over the four years of the study, the social capital based social network maps traced the
transition from a relatively cohesive community to a community divided into two camps, the
national government and the owners of the mining lands versus the local governments and some
of the non-owners of mining land. We first warned the company and the stakeholders about the
possibility of such a split in October of 2001. It took until March of 2004 for the split to
materialize. This predictive success suggests that the measurement of social capital can provide a
very sensitive picture of the socio-political risks in a community of stakeholders. Throughout the
course of the study, the findings also provided the company with practical, actionable guidance
about how to improve the cohesiveness of the community by fostering specific stakeholder-to-
stakeholder relationships.

Cross-Cultural Comparison of Social Capital’s Source Dimensions

The second study was dubbed the “international study”. It was also for Placer Dome. The
company wanted to produce a Sustainability Report focusing on local stakeholders’ perceptions
of the company and of their own relationships with the company. The study encompassed the
stakeholders of 14 Placer Dome mines around the world. The same stakeholder selection
processes was used at the beginning of the first study and some of the same social capital
questions were repeated. Exact replication of the first study was not possible because additional

objectives in the second study created time constraints. Specifically, the international study also



had to allow interview time for probing of stakeholders about their views on sustainability in
mining.

The Interviewees

Of the 14 mines included in the international study, three were in northern Ontario,
Canada, three were in Nevada, two were in Chile, two were in Western Australia, one was in
Tasmania, one was in Papua New Guinea, one was in South Africa, and one potential mine not
currently operating was in the Dominican Republic. Collectively, the mines represented a variety
of historical arrangements between local people and the company. For example, the Porcupine
mine was very close to the City of Timmins, Ontario. Timmins was founded about a hundred
years ago as a mining town and was the birthplace of one of the companies that merged to create
Placer Dome. Likewise, the city Kalgoorlie in Western Australia was founded on mining and
continues to exist because of it. Both Timmins and Kalgoorlie have grown because of mining
and now have urban amenities like colleges and university campuses. At the other extreme, the
Porgera mine in the rugged highlands of Papua New Guinea, and the Musselwhite mine in the
boreal wilderness of northern Ontario, were opened in very remote areas inhabited by tribal
populations with subsistence economies. At a range of points between these extremes, the other
mines were newcomers to rural areas that already had agricultural economies that traded with
more urban centers. Agriculture has remained important in those surrounding areas.

Questionnaire Changes

The international study focused on the stakeholders’ bilateral relationships with each of
the local Placer Dome subsidiary companies. Unlike the Misima study, the interview did not
include a multilateral section about the stakeholders’ relationships with other local stakeholders.

The cognitive dimension question was included but the focus was changed from plans for life



after closure to plans for the future. The question on the importance of the relationship was also
included. In order to keep the interview brief, however, there was no question assessing the
structural dimension, and only the “promise keeping” question was carried forward from among
the three trust questions used on Misima.

The Misima experience illustrated the difficulty in finding robust cross-cultural measures
of the trust in interorganizational relationships. The fact that the “promise keeping” question
made sense in cultures as different as North America and Misima inspired confidence that it
would also make sense in other cultures. The international study offered an opportunity to pilot
one more trust question across many cultures. The second heaviest loading question on Misima’s
trust principal component, “shares information”, seemed to tap an element of open
communication and dialogue with stakeholders, but this specific question depended too much on
stakeholders having had experiences of companies withholding information from them. Without
such experiences, the question had too little variance. Therefore, for the international study there
was an attempt to devise a similar question that would garner a wider range of responses. There
was research and theory that emphasized the importance of good communications® and “trustful

dialogue™®

in relationships with stakeholders. That work emphasizes that the first thing each
party to a dialogue wants to be sure of is that they have been heard and understood. It suggested
that a question related to the companies “listening” performance might best assess this “open
communications” related vein in interorganizational trust. Accordingly, the new trust question
asked stakeholders how much they agreed or disagreed with the statement that the local mining
company “listens to us.”

Finally, the international study included a proxy measure for CSP. As argued earlier, CSP

is an ill-defined concept that, in practice, is measured with an apparently ad hoc barrage of



measures. The array of measures includes stated values and intentions, physical counts of
concrete items, and the social perceptions of analysts, CEOs, stakeholders, and journalists. One
of the aims of these studies was to identify more universal measures of CSP producers that could
be used as strategic guides for managers involved in the process of trying to improve their
corporation’s CSP. We wanted to compare our candidate measures with a very short, general,
and strategic indicator of CSP. The measure that was chosen was stakeholder satisfaction with
the firm-stakeholder relationship. There are three main reasons for this choice.

First, stakeholder satisfaction is explicitly mentioned as a CSP criterion in some ethical
investing screening systems.*® Second, the idea of stakeholder satisfaction with the relationship
has been applied extensively in the fields of relationship marketing and total quality
management.®* As the idea of stakeholder satisfaction has evolved in those fields, it does not
assume that all stakeholders can or should be completely satisfied. Stakeholders often have
competing and contrary interests with one another. Rather, the measurement of stakeholder
satisfaction is undertaken with the aim of striking a balance among the satisfaction levels in the
firm’s relationships with all its stakeholders.*? Third, this measure derives straight from the
theoretical tradition of social constructionism. Social constructionism’s> main insight was that
people create their social reality through interaction. One branch of the foundational philosophy
has evolved into institution theory, which looks at the ways people create, maintain, and
change social institutions through social interaction. From this perspective, the firm-stakeholder
relationship is an ongoing social interaction that is central to the social construction of a firm’s
CSP. Therefore, strategically, a manager would want to know about a stakeholder’s satisfaction
with its relationship with the firm because this would predict whether overall CSP, by the full

array of measure, would be positive or negative. Applying social construct theory, this measure



of CSP has a powerful causal impact on the development, application, and interpretation of other
measures and therefore naturally predicts the net impact of other measures.

The specific question that was used to assess stakeholder satisfaction in this study was
simply a rating of relationship satisfaction on a 5-point scale with scale points labeled as “very
unsatisfied”, “slightly unsatisfied”, “equally satisfied and unsatisfied”, “slightly satisfied”, and

“very satisfied”.

RESULTS

By combining the data from both studies, it is possible to shed some light on the three
main measurement issues addressed in this study. First, is there any support for the idea that
there are three primary dimensions to the social capital in firm-stakeholder relationships?
Second, do the questions we have used to measure the dimensions of social capital in firm-
stakeholder relationships travel well? More specifically, do they maintain consistent patterns of
correlation with one another in vastly different cultures? Third, do any or all of the dimensions of
social capital correlated with indirect and partial indicators of CSP? If so, which correlate best
and are there any cross-cultural exceptions?

Are All Dimensions Aspects of Social Capital? Are they Dimensions Distinct?

The idea that social capital has three dimensions implies that the dimensions are
correlated with one another but not too much. They have to be distinct enough to justify being
measured separately but similar enough to justify all being grouped together under the umbrella
concept of social capital. Correlations that would support the three dimensional view of social
capital would have to be not too high and not too low. Economists describe an economy that

grows not to quickly and not too slowly as a Goldilocks economy. If we borrow the same



metaphor, we can say that the three dimensional view of social capital requires Goldilocks
correlations among the dimensions.

In both studies, two or more questions were used to assess the relational dimension of the
firm-stakeholder relationships. If these questions all measure trust in the relationships, then their
correlations with one another would be substantially higher than those between dimensions. If
we were to perform a principal components analysis on all the social capital questions, we would
expect the trust questions to form one component on their own. The data from the Misima study
did contain measures of all three dimensions simultaneously. Therefore, the Misima data were
submitted to a principal components analysis to see if the Goldilocks pattern appeared.

The bilateral data were used because they were based on rating scales, which have more
appropriate psychometric properties for multidimensional statistical analyses.* Only the
stakeholders’ ratings were used, not the employees’ ratings. The data from all the Misima waves
of interviewing were combined by including each stakeholder representative’s ratings only once.
Some stakeholder representatives were interviewed in all four waves, but the most recent set

ratings given by any stakeholder representative were used. This yielded a total of 83 cases.

Figure 1 shows a plot of the Misima components in rotated space. For the theoretical
reasons described above, three principal components were extracted. Their eigenvalues were 2.3,
1.1, and 0.9. Together they explained 73 percent of the variance in the data. Under a varimax
rotation, the three components matched the three theoretically predicted dimensions of social

capital. Table 1 shows the factor loadings. All of the trust questions loaded together on the first,



strongest principal component. The second component had heavy positive loadings from the
cognitive question (i.e., agree on plans for the future) and the question on the importance of the
relationship (i.e., need other party’s cooperation to reach own goals). It had a strong negative
loading on trust as concern for the other’s interests. The third component had a heavy loading
from the structural dimension score that was derived from reports of frequency of
communication with company employees. It also had a moderately negative loading from the
importance question. The third place ranking of this dimension may have been attributable to the
the fact that the measure had the lowest variance. It was skewed in the direction of frequent

interaction with the company.

Does This Dimensional Structure Travel Across Cultures?

Evidence from Principal Component and Factor Analyses

The factor structure observed in the Misima data was exactly what the three dimensional
view of source social capital predicts. The three dimensional notion was put to a further test
using the data from the international study. The international study only collected data on the
relational and cognitive dimensions. The three dimensional view of social capital would predict
that most of the variance would be attributable to the first two factors and that these would
correspond to the questions on trust and shared plans respectively. As Table 1 shows, this is
exactly what was found. The first three principal components had eigenvalues of 2.2, 0.8, and 0.6
and explained 92 percent of the cumulative variance. The relational and cognitive dimensions

were found to be distinct from one another. However, because the third factor was quite weak, an



analysis was also conducted specifying the extraction of only two principal components. The
three dimensional view of social capital would predict that the cognitive dimension question
(plans for future) would load with the relational dimension questions (trust as listening, trust as
promise keeping) because they are all related to one another as aspects of social capital. That
would leave the relationship importance question to account for the residual variance as the
second principal component. As Figure 2 shows, this is exactly what was observed. The first two
components accounted for 76 percent of the cumulative variance. Even in vastly differing
cultures and economies, the data again supported the three dimensional view of social capital.

Evidence from Patterns of Correlations

Because the number of measures involved is quite few, it is possible to inspect
correlation matrices for the pattern expected under the three dimensional view of social capital.
This is essentially a more fine-grained, variable-by-variable look at the same data that produced
the principal components and rotated factors. The first feature of the expected pattern is that the
highest correlations would be among measures of the same dimension. In these data, only the
relational dimension has multiple measures. It has three questions measuring trust in the Misima
data and two in the international data. These trust measures should be most highly correlated
measures in both studies. The second feature is that the second highest set of correlations should
be among measures of different dimensions. The third feature is that the lowest correlations
should be with measures not considered part of social capital. In these data, that is the measure of
the importance of the relationship.

Table 2 shows the relevant correlations for the Misima data (top panel) and the
international data at both the individual level of analysis (middle panel) and the mining

community level (bottom panel). The mining community level was created by taking the means



for each of the 14 mining communities and letting the communities be the cases. In all three sets
of correlations, the trust questions did indeed correlate more highly with each other than with
other social capital questions. In the Misima data, the “promise keeping” question correlated
significantly with “sharing information” (r = 0.492; p < .001) and with “concern for the other’s
interests” (r = 0.503; p < .001). These were the two highest correlations in the Misima data. In
the international data, there were only two trust questions, promise keeping and listening. The
correlation coefficients between them were the highest of all at both the individual and
community levels of analysis. Therefore, the within-dimension correlations were consistently the
highest.

The second pattern feature was also observed in both studies, but there was an exception
in the Misima study. In the international data, at both levels of analysis, the correlations between
dimension measures were lower than the within dimension correlations but higher than the
correlations between social capital measures and the measure of relationship importance. In the
Misima data, the non-social capital measure correlated more highly with the cognitive dimension
question and the “promise keeping” relational dimension question than did the structural
dimension measure. It appeared that the “relationship importance” measure was part of the
cognitive dimension. This might have been a result of the history on Misima. The company made
a concerted effort to help selected stakeholders plan for their future and to collaborate with them
towards those goals. This was deliberate behavior undertaken to apply social capital, in the form
of agreement on goals, to the task of collaborating towards those goals. The company intended to
have effects that would incidentally raise the level of the correlation. This is the kind of outcome
that creates confusion in the definition of social capital. When social capital has been

successfully created and used, its sources correlate with its consequences. Therefore, while the



Misima data shows only partial support for the three dimensional structure of social capital, it
does support the connection between social capital and proxy measures of CSP. That connection
is discussed further in the next section.*

Which the Dimensions Predict CSP Best?

Having found support for the idea that there are three prominent dimensions of social
capital in firm-stakeholder relationships and that the shape of the interrelationships among these
dimensions remains the same for stakeholders from diverse cultures and economies, we can
return to the original reason for wanting for find this kind of measure. How well does it predict
CSp?

Only the international study included a quantitative measure that could be used to link
social capital measures to CSP. It was the measure of stakeholder satisfaction with the
relationship. Relationship satisfaction correlated significantly a) with the cognitive dimension
question on planning for the future (r = 0.85, p < 0.002), b) with the relational dimension trust
question about keeping promises (r = 0.88, p < .001), and c) with the relational dimension trust
question about listening (r = 0.82, p < .001).*” These correlation coefficients are extremely high.
They are even higher than the within dimension correlations among the items measuring a single
same dimension of social capital. Unfortunately, there was no measure of the structural
dimension in the international data to complete the linkage between this CSP proxy and social
capital. Even so, the strength of the correlations allow us to conclude that the cognitive and
relational dimensions of social capital, as measured here, can predict the quite strategic measure

of CSP used here.

DISCUSSION



The analyses presented here are not conclusive. They can be viewed, however, as
encouraging further investigation along these lines of thought. The idea that there might exist a
universally applicable way to measure the drivers of CSP received support. Further, the idea that
the place to look for such a measure is in firm-stakeholder relationships was also supported.
Further, there was support for the more specific idea that at least some of the aspects of firm-
stakeholder relationships that would be useful to measure for anyone interested in CSP would be
the three dimensions of source social capital, namely, the structural related to network ties, the
relational related to trust, and the cognitive related to future plans and goals. Future research may
discover that there are yet other aspects of firm-stakeholder relationships, or of the social capital
in those relationships, that are even more strategic to measure. For now, however, the three
dimensional view of social capital appears to have enough support to warrant more development.
Possible Dynamics Accounting for the Universality

The findings of these studies raise the question of why we can look at the same aspects of
firm-stakeholder relationships in any culture or economy and still predict relationship
satisfaction. The root answer probably lies in our common humanity. Even interorganizational
relationships are fundamentally human relationships. Some developmental psychologists argue
that the universality in human relationships arises from an innate “genetic epistemology” that
comes with being a social animal.®® That is not to say that cultural differences can be ignored.
The pilot testing for the Misima study revealed a cultural difference in the concept of trust.
However, having taken that into account, we have now identified measures that seem to focus on
the universal human core of the trust concept. Keeping promises and listening seem to be basic
to building trust in all relationships. As for the cognitive dimension, it assesses a readiness to

engage in exchange transactions contributing towards common goals. Co-operative exchange is



also a universal part of human interaction, whether the interaction takes places interpersonally or
through the mental filters of interorganizational frameworks. The structural dimension, of course,
is as fundamental and universal as human speech.

Limitations

The analyses presented here were purely correlational. None of them allows drawing any
conclusions about how an increase on one dimension of social capital might cause an increase in
stakeholder satisfaction. Although the Misima study was longitudinal, its data were treated in a
correlational manner in these analyses. The lack of evidence for linear causal relationships,
however, is not really an issue. It is more likely that there are multidirectional causal loops
operating among all of measures taken in this study and many more not taken. For example, it is
likely that more CSP causes more social capital as well as vice versa. Therefore, a deeper
analysis of the dynamics among these variables would require more complex, overdetermined,
multi-directional causal modeling of the firm-stakeholder relationship in the broader corporate
and community context. The current studies made a contribution towards the development of
such a model by identifying critical variables that should be included in it and by suggesting
efficient, cross-culturally valid ways of measuring them.

Another limitation of this approach applies to all uses of social network analysis. There
are practical limits on the size of the networks that can be investigated and analyzed. Applied in
urban settings, or across all the stakeholder interactions of a whole large corporation, the social
network approach used here would become unwieldy without more preliminary iterations of
stakeholder identification in order to narrow the list of most important stakeholders down to the
most affected, involved, and influential few.

Practical Applications



What practical use is a universal measure of the social capital in firm-stakeholder
relationships? The cross-cultural applicability of the measures piloted in these studies allow for
comparisons of geographically and culturally diverse locations. An ethical investor or social
activist might want to compare firm-stakeholder relationships across diverse locations in order to
evaluate a company’s CSP. The international study reported here was undertaken in part to
provide just such information to those audiences. A corporate executive might want comparisons
of social capital across diverse locations in order to compare socio-political risk levels at
potential sites for future investment. Community relations or environmental managers might
want to track their own progress towards creating the optimum social conditions for
collaboration towards CSP, however it might be more specifically defined locally. The Misima
study was undertaken to provide just such information.

Any application of these measures of source social capital can fail to meet their
objectives if the individuals representing the organizations in the relationship are either
illegitimate or inauthentic. The notion of the firm-stakeholder relationship is predicated upon a
prior notion of representatives accurately reflecting their organizations’ positions and interests.
This assumption can be violated in several ways. For example, a stakeholder group leader might
not have the support of group members for any number of reasons. Sometimes the leader is a
“lame duck” about to ousted. Sometimes the leader lies to the membership in order to stay in
power. Sometimes the leader abrogates the group’s interests in order to get benefits from the
company (i.e., “sells out™) or is convinced by the company to not press the group’s interests as
vigorously (i.e., is “co-opted™). These are all examples of inadequate representative legitimacy.*
In such cases, the social capital measures might indicate positive firm-stakeholder relationships

but a change in leadership could then produce a sudden unexpected reversal.



Because this approach relies on authenticity in the firm-stakeholder relationship, it is also
prone to producing misleading measurements when the stakeholder group or the firm
deliberately wants to exploit, or take unfair advantage of, the other party in the relationship. For
example, if a company wants to dump toxic waste for free it might invite the local
environmentalists to do monitoring of toxic emissions but use its knowledge of monitoring
schedule to slip past the testing. The firm-stakeholder relationship might be very high in social
capital but that would not reflect the true level of socio-political risk borne by the company. It
would also not reflect the company’s true CSP. Similarly, a stakeholder group bent on extracting
as much wealth as possible from a company might promise that it would be satisfied with just
one more concession, only to invent yet another demand after that concession was met. In such
cases, the company’s CSP would be rated quite high by non-relationship measures while the
relationship-based predictor of CSP would be chronically depressed.

Any use of these measures by a company should also take account of the differing ranges
of social capital that exist among stakeholders. Some stakeholders could shift their efforts all the
way from trying to drive the company out of town to trying to help it make more profit. Others
can only vary their evaluations of the relationship through a more restricted range. For example,
government regulators are legally required to avoid trusting, beyond a certain point, those whom
they regulate. Regulatory bodies must impartially verify the claims of, and monitor the
performances of, all the companies under their jurisdiction. They do not want to be seen as being
too “cozy” with any company they must regulate. Similarly, some social advocacy groups make
a commitment to their members and supporters to do everything in their power to embarrass,
criticize, and castigate companies. For example, many advocacy groups act as watchdogs on a

particular industry. They define an adversarial relationship as their duty. Measures taken of the



social capital in these relationships have to be calibrated to a smaller permissible range of
variation.

Measures of social capital can also be useful in efforts to reduce poverty and promote
sustainable development.*® Corporations have a role in promoting these goals,** and the
multilateral measures described here could also be used directly with community stakeholders
themselves, whether a corporation operated in the area or not.* By measuring the social capital
among stakeholders, one can pinpoint which relationships need to be created or strengthened in
order to promote the community collaboration that reduces poverty and promote sustainable
development.

Future Research

Future research aimed at refining these measures should experiment with metrics for
assessing the structural dimension that are more sensitive to variance in the more frequent
interaction ranges and that are more similar to the other measure in their methods. Also, it would
be valuable to include a broader selection of CSP measures to be predicted. In terms of
developing a general model for the interplay between social capital and CSP, the measures
would ideally be taken at two or more points in time with observations throughout the whole
duration of levels of core social capital elements like information sharing, socio-political
solidarity, norm development, and norm adherence. Quite often it is specific events that change a
relationship. Current theorizing® suggests that events exemplifying the core elements of social
capital embody the translation of source social capital into social capital’s outcomes, which
include CSP. Because of the need for legitimacy and authenticity, these events cannot be scripted
into the design of a study. However, a study could monitor relationships for their occurrence in

the hope of catching that fleeting social capital transaction in a recordable social interaction. This



is the type of theory testing in which retrospective studies could provide valuable evidence
despite their other limitations related to memory lapses and distortions.

Though CSP measurement remains an eclectic potpourri of concrete counts of items,
statements of values and intentions, and ratings of perceptions held by an array of social actors, it
might be still possible for managers to measure their progress towards it. The measures of source
social capital developed in the two studies reported here promise to predict CSP as viewed
through the eyes of any stakeholder, anywhere in the world, providing both parties to that firm-

stakeholder relationship are legitimate and authentic.



Table 1: Component loadings for Misima and international data

Misima Study Data Principal Components Rotated Components
Three components extracted 1 2 3 1 2 3
Relational: trust as promise keeping 811 -.163 .149 768 249 235
Relational: trust as sharing information 724 -302 -.052 752 229 -.023
Relational: trust as concern for interests .654 -527 116 847 -.044 -.023
Cognitive: agree on plan for futures 559 530 -.255 A12 776 .209
Importance of relationship 548 .399 -.489 149 821 -.053
Structural: communication frequency 338 537 .745 .060 .095 .972
International Study Data Principal Components Rotated Components
Three components extracted 1 2 3 1 2 3
Relational: trust as promise keeping 859 -.142 -.274 871 225 151
Relational: trust as listening 844 -180 -.321 895 .188 .107
Cognitive: agree on plans for future 711 -233 .664 267 959 .090
Importance of relationship 515 .855 .067 153 .085 .984
Two components extracted 1 2 1 2
Relational: trust as promise keeping 859 -.142 849 194
Relational: trust as listening 844 -.180 849 154
Cognitive: agree on plans for future 711 -.233 746  .054

Importance of relationship 515 .855 152 .986



Table 2: Correlations among Relationship Importance and Social Capital Measures

Misima - Individual Stakeholders?

1. Importance of relationship

2. Structural: communication frequency
3. Cognitive: agree on plans for future

4. Relational: trust as sharing information
5. Relational: trust as promise keeping

6. Relational: trust as concern for interests
International - Individual Stakeholders®
1. Importance of relationship

2. Cognitive: agree on plans for future

3. Relational: trust as promise keeping

4. Relational: trust as listening
International — Mining Communities®
1. Importance of relationship

2. Cognitive: agree on plans for future
3.Relational: trust as promise keeping

4. Relational: trust as listening
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Figure 1: Misima components in rotated space
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Figure 2: International components in rotated space
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