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Abstract
The current system of credit ratings is full of conceptual and administrative flaws with highly rated companies defaulting in the short term. This has led regulators, investors, companies and researchers aiming to improve the system. This thesis details the study of this aim to improve the existing credit ratings system through a conceptual perspective, as well as developing it into a more comprehensive and overarching new corporate ratings methodology. In doing so, organisational performance appeared to be an apparent solution, to be considered as the main basis on which to derive new ratings for a company. However organisational performance has its own conceptual disagreements between managers and researchers concerning the dimensions to be measured for overall organisational performance. Therefore, this study attempted two tasks: to establish a link between ratings and organisational performance, and to identify what should be measured for overall organisational performance. This resulted in the development of new corporate ratings methodology based upon the overall organisational performance measurement in case of publicly traded companies. 

A mixed methods research strategy combined with a qualitative analyses of 10 selected company cases and 24 interviews; and quantitative analyses of the performance of 128 publicly traded companies from the UK, the USA and the India stock exchanges in 4 manufacturing and 3 service industries was adopted in the development, testing and application of ‘new company ratings’ and ‘overall organisational performance measurement’ propositions. Secondary data was obtained from companies’ annual reports, sustainability reports, social responsibility reports, performance reports available from companies’ official websites; and company profiles generated by trade analyst companies such as Bloomberg and Morningstar.  Primary data was collected from company managers, industry experts, trade analysts and investors through telephonic or face-to-face semi-structured interviews. Company reports and interview transcripts were analysed using qualitative content analysis. A metaphor was applied to understand and to derive the concept of overall organisational performance measurement in terms of stability, resilience and sustainability.   

A secondary data survey of 128 companies was conducted to test three hypotheses of organisational performance (OP) based ratings, stability – resilience – sustainability as main dimensions of OP, and the application of an overall OP score to derive new corporate ratings. Performance data for 54 dimensions for 128 companies was collected and analysed, applying reliability analysis, principal components analysis, multiple discriminant analysis and non-parametric independent sample tests of Mann-Whitney U and Kruksal-Wallis. All hypotheses were accepted proving the concept and model based on statistical and subjective significance.  

Findings suggest there is a strong link between corporate ratings and organisational performance (OP), and OP measurement could be utilised to provide improved and overarching new corporate ratings as compared to existing credit ratings. A significant difference was found to exist between new corporate ratings and existing credit ratings, with new corporate ratings having a better predictive accuracy of company performance over a three years duration. Sustainability was found to contribute more towards measurement of organisational performance as compared to the traditional dimension of stability, comprising financial and operational performance. Very high reliability and principal component scores for sustainability proved that organisational effectiveness can be measured as one of the contributing dimensions to overall organisational performance. Other findings suggest that there is a clear divide between researchers studying OP as a variable and developing a framework in which to measure it. Overall OP can be measured by applying the conceptual lenses of stability, sustainability and resilience, comprising various sub-dimensions. 

Major and novel contributions of this research are: a new approach in providing corporate ratings based upon overall organisational performance, and a new concept of measuring overall organisational performance in terms of stability, resilience and sustainability. 
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Chapter 1	Introduction

1.1 Context and purpose of the study 
The current practice of rating agencies providing credit ratings is largely based on the measurement of financial performance, liquidity and risks of the company. The long term survival of companies receiving these ratings and measures which reveal the true state of the company such as overall organisational performance, strategic capabilities or social responsibilities are overlooked by ratings agencies. The large population of retail (individuals) investors and institutional investors (pension funds, mutual funds or insurance companies) depend upon such ratings in their investment decisions’ processes. Furthermore, individual investors have no incentive to do conduct research on strategy, operations, performance and systems of companies in detail, as the cost of such research could be more than the return on investments (Cantor and Packer, 1995; Coval et al, 2009). 

Within the same context, publicly traded companies with global presence, large scale operations, and complex systems with tasks on hand such as announcements of results, initial public offerings (IPOs), rights and preference stock issues lined up, tend to pay more to obtain ratings and increase their costs (Rhodes, 1996). In order to obtain the desired credit ratings, companies jumble up their data and maintain stock prices to retain investors. Furthermore, information dissemination by other support service providers such as industry sector indices do not reflect the right measures within them, for example FTSE4good index has no dimension measuring the economic and consumer services (Chatterji et al, 2009). Corporate governance matrices also do not measure company fundamentals and ethics accurately and appropriately (Koehn and Ueng, 2005). 

Credit rating agencies (CRAs) create market information for investors about companies by releasing ratings, upgrades or downgrades about their bond or debt quality. This information leads to the movement of an individual company’s stock price and in some cases it affects the movement of an entire index such as the Dow Jones Industrial Average (DJIA or US30) or the FTSE100 (UK100). For example, Moody’s Investor Service (Moody’s) has changed Compass Group Plc rating to ‘stable’ from ‘positive outlook’ on the ‘Baa1 senior unsecured’ based on the debt funded GBP1 billion share buyback announced by Compass Group Plc. The only consideration in this rating change done on May 14, 2014 was a debt funded special dividend and share buy-back rather than strategy, strong leadership, solid operating performance, diversified business mix,  consistent organic growth of 4.2% or no.1 position of Compass Group Plc in the industry (www.Moodys.com, 2014). Similarly, on June 10 2014 Moody’s placed Vodafone’s A3 senior unsecured and Baa2 preferred stock shelf ratings on review for a downgrade. The reason given by Moody’s for this Vodafone’s rating was ‘weaker free cash flow leading to weaker medium to long term financial ratios’ as commensurate with A3 rating provided by Moody’s. Main consideration in these rating changes for Compass and Vodafone was future cash flow generation estimated by Moody’s and no other measures as mentioned in their ratings rationale. In a similar manner these CRAs rate other financial products; however now they have themselves become targets of probes, reforms and compliance to control their activities by various governments (Tobias, 2007), for example, Ratings Agencies Reform Act (RARA) developed by the Government of USA in 2006. Issues and problems such as company defaults and the current financial crisis stemmed from sub-prime mortgages in the USA, have eroded investors’ and regulators’ confidence in ratings, ratings’ methodology and these credit rating agencies (CRAs). 
To deal with such issues governments have created their own measures with respective security commissions. 
However there is no consensus as to how to regulate this industry and its transactions between companies and rating agencies (USA Government Accountability Office, 2011). These issues reveal a set of conceptual and administrative flaws in the current company ratings system wherein companies, rating agencies, governments and investors, all involved stakeholders actually do not know what would create a perfect rating system wherein one could provide a rating for the whole company rather than the company’s debt, bonds, liquidity or finances (Parker and Bake, 2009). The prevailing practice of considering financial performance in a cross-sectional view to company’s fundamentals even though agencies follow these companies for a long time is considered flawed by researchers (Rhodes, 1996; Marzavan and Stamule, 2009; Mathews, 2009). 
For example, “until four days before Enron declared bankruptcy, its debt was still rated investment grade by the major credit rating agencies (CRAs), suitable as a safe investment” (Hill, 2005, p.43).  

This example shows major credit rating agencies did not consider Enron’s survival, sustainability, growth prospects, strategy or its organisational performance in providing a credit rating for Enron. Company analysis and ratings literature reveals measures such as brand, reputation, social responsibility, degree of information disclosure, governance, consistency and competitiveness (Barnett et al, 2006; Fombrun, 2007; Walker, 2010) should be considered in analysing companies prior to releasing their ratings. It is found that credit ratings given by agencies directly affect stock prices, merger and acquisition activities, cost of capital, growth potential and organisational performance. Although, performance is widely measured by companies to improve their strategic positioning, it has not been a dominant indicator in the prevalent credit ratings methodology. However, overall organisational performance (OP) itself is a multi-dimensional variable, having more than hundreds of dimensions defined to measure the overall OP in the literature (Otley, 1999; Ahrens and Chapman, 2004; Ittner et al, 2003; Neely, 2007). 
Therefore the inclusion of organisational performance in rating a company could be beneficial as it includes aspects of the organisations currently not analysed by credit rating agencies. 

This study makes a case for organisational performance to be the main basis for providing overall company ratings to companies as compared with the current credit ratings. 
The relationship between ratings and performance and dimensions of overall organisational performance could be derived through multiple evidences from primary and secondary data. The roots of ratings and organisational performance are found in the over-arching fields of corporate finance, strategic management, operations management and administrative and legal compliance. Therefore, the context of this research study is located within the domains of credit ratings system and organisational performance measurement. Hence, the purpose of this study is to improve these two concepts and their advantageous applications simultaneously by linking these domains and providing new a company ratings (strategic ratings) approach based upon the overall organisational performance measurement (strategic performance measurement). 

1.2 Background information 
Until the events of Enron, Worldcom in USA and Parmalat in Europe, governments were not active for having any oversight on these CRAs, and the role of major CRAs received attention from a wider public perspective when the recent credit crisis happened in 2008. Until the last decade any direct law or regulatory oversight from any government was absent for the credit ratings domain (Parker and Bake, 2009). New regulations from both the USA and the EU parliaments target accountability, transparency and increased competition; however they do not solve the root cause of the conceptual issues in credit ratings practices. Regulators are mostly trying to protect banking and financial industry and are ignoring other industries for what these CRAs should measure to provide ratings (Altman and Rijken, 2004; Hunt, 2009). Therefore, even after many consultations, regulations and compliance frameworks, only administrative issues may get resolved, rather than what to measure for rating a company’s overall current and future state.  

Another aspect of this issue, are the challenges facing companies of how to grow, how to stabilise and which stakeholders to satisfy when the market is in such a competitive state. This makes the company managers’ task difficult in deciding what to measure for company’s overall organisational performance in the race to obtain a higher credit rating and index ranking, which is turn minimises any chance of clarity as stated by Porter and Kramer (2006) and Chatterjee and Levine (2006).  

Therefore, current processes of managing and measuring performance by companies and their credit ratings provided by private agencies are not able to analyse the root causes of the problems which question the creditworthiness of existing credit ratings and performance measurement systems. To find solutions for such issues, and to refine these concepts by removing any confusion or ambiguity, one must explore, explain and analyse both these domains in detail. Thus, a preliminary overview of the existing literature on the prevailing practices in these domains of credit ratings and organisational performance measurement follows.  

1.3 Literature overview
1.3.1 Current system of credit ratings  
As Senator Joseph Lieberman (2002) stated “the credit raters hold the key to capital and liquidity, the lifeblood of corporate America and of our capitalist economy. The rating affects a company’s ability to borrow money; it affects whether a pension fund or a money market fund can invest in a company’s bonds; and it affects stock price” (Hill, 2005, p.47). 
The significant influence of CRAs is evident from the above statement and the biggest example of the poor quality of the ratings system and conflicts of interest is the recent financial crisis triggered by the price drop of sub-prime mortgages in the USA (Marzavan and Stamule, 2009). Whereas the CRAs argue that their job is to indicate the potential capacity of the company to repay its debt or financial product to repay at maturity (Hill, 2005), and in case of information is manipulated or hidden by the company or financial institution then these CRAs are not responsible in such a scenario. For example, the London Inter-Bank Offered Rate (LIBOR) rate rigging scam which was not known to regulators, central banks or CRAs; but when the information came out, CRAs changed their outlook towards companies, and as a reflection of the CRAs outlook, analysts and brokers have changed their stock price targets, and banks stocks have gone down along with investor confidence being low (www.Bloomberg.com, 2013; www.lse.co.uk, 2014). 

This supports Senator Lieberman’s claim that CRAs have the capacity to make or break companies and their capital structures just by releasing information which in turn can directly impact the movement of stock prices, major indices, such as UK100 (FTSE100) or US30 (DJIA), market volatility and investor confidence. With the increase of such shocks by CRAs and defaults by companies, regulators have started to scrutinise and control CRAs in their respective countries, mainly the USA and the European Union 2008 onwards (Parker and Bake, 2009). The author suggests that the root causes of these issues are not process, payment or conflict of interests, but rather the quality and content of credit ratings system. The quality of credit ratings can be improved when companies and CRAs can understand and agree which variables to be measured, together with a new approach to rate the whole company, and not just its debt or credit. This is a conceptual part of the company ratings process as shown in the research problem section in Figure 1.1. These interlinked perspectives are discussed in detail in the review of literature for ratings in Chapter 2.   
1.3.2 Organisational performance   
Performance measurement has been studied in various contexts, such as organisational output, organisational behaviour, organisational objectives to achieve, organisation design or theory in addition to many departmental matrices such as accounting, supply chain, marketing, operations and productions and human resources performance (Majumdar, 1998; Franco-Santos et al, 2007). The most conventional measures noted in the literature are profit, return on investment, production efficiency, finished goods quality or customer satisfaction (Epstein and Westbrook, 2001; Otely, 2007; Neely et al, 2007). The current state of data measurement by CRAs does not go beyond such measures and exists mainly in the financial dimensions of debt, liquidity and cash flow (Chakravarthy, 1986; Porter and Cramer, 2006). The type of industry in which the firm operates has a significant impact on its strategies and performance (Porter, 1980; 1985, 1991, 1996). Therefore, one must study firm’s behaviour, together with managerial perspectives driving the firm, and its collective accounts of outcomes.  

Financial transactions analysis is a post-facto study or trend analysis of historical performance revealing monetary transactions as they have happened. To strengthen decision-making by both qualitative and quantitative measures, top management must recognise the importance of subjective assessment in measuring organisational performance and its culture. In attempting to do such an analysis, the attention has been shifted to publicise the company’s performance, rather than measuring and managing it. The measurement and reporting of corporate social responsibility (CSR) strategies and corporate social performance have become a common trend for companies to create a positive image and an enhanced reputation to their customers and investors. However it seems that rating providers, trade ranking providers and company seeking ratings or higher index ranking do not measure any dimension accurately. For example, the Dow Jones Sustainability Index (DJSI) considers economic performance but the FTSE4Good Index for ethical companies ranking does not measure any economical or consumer-related measurements (Chatterji and Levine, 2006). This scenario creates two interesting issues: how to select what should be measured, and how to detect that the measurement criterion is achieved. Most institutional and retail investors have no financial benefit to carry out such detailed exercises to address these issues. This is why investors mostly rely on CRAs, indices and trade analysts, industry reports or companies’ official reports for their analysis of the companies. 

It must be noted that service providers in the business of creating FTSE or DJSI, utilise very limited data given by companies, or that which is already in the public domain, to cut down costs and time spent on the measurements. Thus, the reliability and validity of current measurements, valuations, credit ratings or ranking systems is weak and irrelevant, producing more junk data (Chatterji and Levine, 2006; Porter and Kramer, 2006)

In addition to this, business growth, globalisation and market uncertainty add significant influence to organisational performance measurement.  For example, companies in developing countries requires better estimation of risks and future prospects from performance measurements because ratings immediately affect their cost of capital. Global investment decisions need accurate economic data on countries and competitors, in order to help weigh threats against opportunities. This creates a need for a refined strategic calculus with a set of appropriate variables to measure and to maintain firm’s competitiveness and capabilities (Bremmer, 2005). With information becoming of minute scale and its dissemination domain becoming larger, the speed of information processing and decision-making have become important elements of strategy and operations resulting in performance (Barnes et al, 2003).  Thus, performance measurement requires thorough analysis of each dimension (Ittner et al, 2003; Taylor and Wright, 2006). Control over measurements and the comprehensiveness of dimensions considered allow better prediction of performance in any framework (Epstein and Manzoni, 1998; Neely, 2002). 

However these frameworks lack a multi-focus and coherent strategic analysis involving both logical and causal relations between several dimensions to provide the right results. Present capacity, market potential and future competence may provide significant alignment with complete business process implementation (Bourne et al, 2000). With advancements in information and communication technologies, businesses have moved from static traditional methods of operations and now have heavy reliance on the internet and software to manage, process and utilise large and complex data sets. 
Decision-making has become dynamic and difficult owing to challenging aspects of data management, business process and operations. Therefore, the comprehensive measurement and forecasting of overall organisational performance requires the utilisation of advanced technologies as well (Moutinho et al, 2006).    

1.4 Research problem definition    
The credit crisis in 2007 – 08, the collapse of companies such as Enron and Worldcom, the sudden upgrade or downgrade in ratings given and increasing default rates of companies rated by the three superpower credit rating agencies (CRAs) - Moody’s, Standard and Poor and Fitch, have their role and quality of their ratings questioned mainly in terms of neutrality, accuracy and precision. How these agencies should provide ratings, how these CRAs deal with issuers and investors, whether these CRAs should be regularly monitored, not are all elements of the same ratings process. The problems in the current credit ratings process can be categorised into three types: administrative problems, legal and compliance issues, and conceptual flaws (Hill, 2005). 

To remove or nullify the above mentioned problems in credit ratings, CRAs should consider to improve current ratings approach from the limited view of only financial performance to an over-arching and a more comprehensive view of overall organisational performance, or say, strategic performance of companies. Most investors, trade analysts and regulators consider Moody’s Aaa to C and Standard and Poor’s (S&P) AAA to D ratings and range as the same, however there is a difference between them. This is because S&P ratings are based on the likelihood of default by a company whereas Moody’s ratings are based on the expected losses which include likelihood of default plus expected financial loss in case company defaults. In either case, both CRAs view of ratings or outlook for companies they assess is strongly rooted in risk or financial performance. This is evident from S&P’s statement about what they do which clearly states that “Ours is only one measure of risk, but it’s rooted in our long experience and deep conviction” (https://www.spratings.com/about/who-we-are/what-we-do.html, 2015). There are other credit ratings providers such as Morningstar or SCOPE Ratings, and their key components of ratings include business risk assessment, cash flow margin, solvency level and distance to default which again strongly emphasise financial performance analysis and risk profile. Therefore, a change in the overall approach of how ratings are provided could lead to a better assessment of a company’s health. This change is possible and could be advantageous because it can be derived from a company’s overall organisational performance measurement. This performance measurement could include dimensions such as resilience, sustainability, social responsibility, governance and competitiveness in providing ratings which are not currently considered by CRAs. However, the major problem is no common consensus among legal and financial researchers on ratings methodologies, and strategy and performance researchers on organisational performance measurement dimensions. This study attempts to fill these gaps in credit ratings and organisational performance by establishing a link between ratings and organisational performance and determining what must be measured to provide new company ratings; ultimately deriving determinants from overall organisational performance, or say, strategic performance measurement. This will enable to solve the conceptual problems of company ratings as well as organisational performance measurement. The main research problem in this thesis is the conceptual improvement regarding what companies and CRAs should be measuring in order to deliver accurate and precise ratings, as shown in the Figure 1.1.

Figure 1.1 Research problem addressed in this thesis
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1.5 Aim and objectives 
The aim of this research study stems from the above-mentioned research problem. The aim is to give conceptual refinement in order to provide more comprehensive ratings and to develop a performance measurement based solution to the advantage of businesses, investors, analysts, regulators and researchers.  

The aim to improve current credit ratings by the development of a new approach defined as company ratings, which is based upon a diagnosis of overall organisational performance in the analysis of companies so as to rate them appropriately. This necessitates a review of existing research in terms of existing theories, techniques and practitioners’ views. This research study focuses on the development of this new approach and defines a case for company ratings based on strategic performance measurement. The theoretical proposition is derived by exploring, understanding, interpreting and refining theoretical and practical perspectives of ratings and organisational performance based on the analyses of secondary and primary data. During the inductive process of building the theoretical proposition, the nature and relationship between company ratings and organisational performance is identified through the detailed analyses of different dimensions which can help in rating companies and measuring overall organisational performance of these companies to be rated.  

Meeting a set of the following objectives through a detailed investigation and analyses enable to achieve above mentioned aim.
1. To explore and refine the theoretical and practical issues of existing credit ratings and organisational performance measurement within the context of finding a new solution to the existing problems in both domains.     
2. To identify possible links between ratings and overall organisational performance with an aim to make the case for strategic performance to be measured in order to provide more comprehensive company ratings.  
3. To prepare a set of practical recommendations for company ratings and overall organisational performance measurement and assess the applicability of the new concept.   
These objectives could be achieved through analyses of peer reviewed literature from researchers, trade and industry data, and views of managers, trade analysts, professional experts and individual investors.  

1.6 Rationale of the study 
The aim of this study is to improve the existing credit ratings system of assessing debt, liquidity or default risk in terms of concept by providing a new approach in terms of what should be measured to provide more comprehensive ratings for companies. And the other important aspect is, could an overall organisational performance be the sole basis for new company ratings. These two concepts of ratings and performance stem from separate domains of law, compliance, finance, strategy and operations. However, an overview of the existing literature in the previous section showed that they are interlinked and can affect each other (Porter and Kramer, 2006; Renders et al, 2010; Walker, 2010; Wood, 2010).    

Thus, any refinement or extension of these concepts, or theories, would certainly be valuable for researchers and managers as it would create new threads of research, and new tool of ratings and performance for investors, regulators and managers. This study aims to solve the problem of ratings through organisational performance measurement. Since, performance measurement in itself is a large domain, it also requires attention to refine the concept. In this manner, the researcher attempts to review and refine both concepts concurrently in this study. The outcome of this study may provide a precise, neutral and accurate performance measurement view which can be utilised as a tool for providing company ratings.    

1.7 Methodology 
To achieve the above-said objectives, this study requires multiple evidences from analyses of secondary data from existing literature, industry publications, selected case companies and credit ratings agencies; and analyses of primary data from views expressed by managers, experts, trade analysts and investors (Neuman, 2006). 
The aim and objectives suggest that the type of investigation and nature of this study is more suitable and appropriate for a mixed methods inquiry rather than just a qualitative or quantitative, since the author proposes to build the findings based on a solution for conceptual improvement and also to test its application (Gray, 2010). Therefore, an inductive approach based on qualitative analyses would enable development of hypotheses whereas a deductive approach based on quantitative analyses would test the hypotheses and test an application of the new OP based corporate ratings concept. 
This study actually attempts to refine the concepts based on multiple and intertwined theoretical propositions and assess them into a set of performance based ratings methodology as an integrated solution which combines these concepts. Hence, the author proposes to adopt the methodological stance comprising positivism philosophy and mixed methods approach of concurrent qualitative or quantitative analysis as appropriate for each dataset, to derive and to apply the proposed solution (Saunders et al, 2010). 

This study also requires rich description of data to explore and to refine the concepts. Such a requirement makes use of the case study as a research strategy appropriate for this type of research (Eisenhardt, 1989; Yin, 2010). 
“Good theoretical research goes beyond testing the aggregate predictions of a theory to test the theory’s underlying mechanism. A mechanism is a plausible account of the process that causes a systematic relationship between variables (Bromiley and Johnson, 2005, p.15)”.  

Strategy researchers can study such mechanisms by analysing a firm’s behaviour and their outcomes. This study aims to do the same by analysing firms and their managers to know and to ascertain the performance measurement mechanism. To achieve this, the study must focus on, performance measurement, what drives performance measurement, its links with the ratings system and major qualitative and quantitative factors addressed for performance measurement by the firm.  To carry out analysis of the underlying mechanisms, the relevant data collection method for such studies is open-ended probing of respondents to extract the maximum possible information which is commonly achieved by conducting semi-structured interviews (Sekaran, 2003; Bryman and Bell, 2010). Thus, the researcher proposes to utilise the interviews as a set of primary data collection method which would enable to build and to test the theoretical concept at the same time (Neuman, 2006; Saunders et al, 2010). The two sets of secondary data: qualitative case analysis from company reports and quantitative survey of company performance from industry databases would enable testing of theoretical propositions and ultimately enable to determine dimensions of overall organisational performance measurement. This would also involve providing new proposed company ratings to a large sample of firms. It must be stated that not all of the required data is publicly available. In the current practice, most of data by CRAs is collected through long-term following of companies, monitoring their financial performance and meeting the company management. The methodology chapter details the selection and justification of the methods and the validity of these methods based on the literature support in the chapter four.   

Most studies of organisational performance pay little attention to: the causal complexities surrounding performance and the limitations of retrospective data obtained from respondents in primary data collection (March and Sutton, 1997); the ambiguity between overlapping and overly applied dimensions (Neely, 2007); often being equated with effectiveness and efficiency with elusiveness in their definitions (Quinn and Rohrbaugh, 1983; Lebas, 1995; Neely et al, 1995; Bourne et al, 2003). In such a scenario, addressing these issues pertaining to organisational performance and its measurement, an application of metaphor to refine and to develop the concept further should be used. The extensive use of metaphor in competitive strategy and strategic management is evident in the literature, for example ‘strategic alliances or mergers are marriages’ (Hunt and Menon, 1995; Weick et al, 2005; Patriotta and Brown, 2011). In this study, the applied metaphor considers ‘organisation as a building’. The application of this metaphor enables the researcher to analyse and to group appropriate performance dimensions available in the literature; to simplify the concept of overall organisational performance measurement and to develop a tool to scan secondary and primary data. The detailed explanation of this metaphor is given at the end of chapter three (review of organisational performance literature).        

1.8 Thesis structure 
This introductory chapter sets the direction for the remainder of the thesis whilst explaining the main components such as the research context, purpose, problem definition, aim, objectives and methodology on which this thesis is further based upon. The rest of this is structured in the eight chapters. Chapter two and three analyse peer reviewed literature and thoroughly describe existing concepts in the fields of credit ratings and organisational performance. Chapter four details the theoretical propositions developed based upon key observations derived from review of literature. Next methodology in chapter five explains the overall philosophy and research approach adopted, together with the selection and justification of the appropriate methodological components applied in this study. Chapter five concludes with summary of research design and process. Chapter six and seven provides findings of qualitative analyses of data obtained from company annual reports, other official company documents and semi-structured interviews conducted by the researcher. Chapter eight analyses secondary data collected from 128 companies about determining dimensions to include in the overall organisational performance measurement, and generating new ratings and testing the proposed hypotheses. This chapter also discusses reliability, validity and generalisability of findings. Chapter eight also accounts for the application part of the performance based ratings and assessment of the applicability of these two newly derived concepts. The final concluding chapter nine provides the answers to the research questions, recommendations based on findings, implications for theory and practice whilst suggesting further research to nullify the effects of limitations faced in the study. This final chapter explains the novelty of this study and the contribution to academia and industry practice. Full references of all citations made in the text and appendices from secondary and primary data (interview transcripts and questionnaires) are given after the final chapter.  



















Chapter 2		Review of the literature on credit ratings

2.1	Introduction
This chapter presents a review of the literature on the existing practice of credit ratings with a view to understand and explore the literature to find out what is required to improve credit ratings; why it is needed to improve credit ratings and how it can be improved in terms of applying meaningful inferences, or filling gaps or deficiencies in the body of knowledge. The findings from this chapter would help to develop a theoretical proposition which can proved to be a long lasting solution for credit ratings. Answers to the above questions and theoretical proposition resulting from this chapter would contribute towards improvements in the existing ratings system and to the body of knowledge of ratings’ domain from the observations made on the basis of literature analyses in this chapter. By carrying out analyses of ratings literature, this chapter presents a major component of this research study and thesis.  

2.2	The conceptual evolution of credit ratings  
The credit ratings system has arrived at its current state from its roots in three major financial market developments: 1609 – the Dutch bond market; 1694 – the Bank of England and the British financial system and 1795 – the United States banking system with a central bank and bond and stock markets in many US cities. Three centuries ago, these bond investments were mainly related to Government debt and not corporate. At that point in time, there were no credit ratings agencies (CRAs) to rate those bonds. Before the formation of current credit ratings agencies, there were credit reporting agency, specialised financial press and investment bankers. These three forms of agencies were a vital communication link between lenders, creditors, investors and borrowers, debtors and equity shares from companies. In the USA, the bond market was developed during 1820 to 1850 comprising sovereign debt, state federal banks and with the companies mainly having the business of manufacturing, transportation, construction and insurance. The first mercantile agency started by Lewis Tappan in 1841 to sell information to subscribers regarding creditworthiness of customers and businesses became R. G. Dun and company in 1859. A similar firm was founded by Bradstreet in 1849. These two companies merged in 1933 to become Dun and Bradstreet which Moody’s investor services acquired in 1962. Moody’s investor services was founded by John Moody in 1909. At the same time as this development, there was a growth in the number of railroad corporations in America, which began in Ohio and Baltimore in 1828. The American Railroad Journal became popular in stock markets when Henry Poor became its editor in 1849. Subsequently Poor and his son’s railroad manuals were utilised as ratings recommendations for railroad bonds and in 1916, their company entered into the bond ratings business. In 1941, another ratings company Standard Statistics merged with Poor’s company to create current day Standard & Poor’s (S&P). McGraw Hill publishing group acquired S&P in 1960 (Husisian, 1990; Rhodes, 1996). This reveals credit ratings agencies came into their modern day role because of large scale operations from companies and governments, growth of financial markets, expansion of business networks internationally, and growth in the demand of more specialised information by investors’ community. 

With advancements of technology in the information and communication segments in the last two decades, trading and business dynamics have become fast paced and more uncertain. This has led to top management interests being shifted from ‘what is happening within the organisation’ to ‘how much stock price is fluctuated for the company in the stock markets’ (Van den Berghe and Levrau, 2004). Therefore, the gap between monitoring the organisational activities through management control systems and the actions of top managers and executive boards is increasing with time. 
This widening of the gap allows corporate governance standards to drop over time and accounting practices with reduced governance standards have led to frauds and defaults such as cases of Enron, Worldcom and Parmalat, wherein CRAs involvement was crucial (Hill, 2005; Ho, 2005; Porter and Kramer, 2006; Jorion et al, 2009). Merit rating as a management tool has given the foundation to other concepts such as credit ratings, performance appraisals and management accounting. For example, businesses started measuring output or the efficiency of the employees employed in the factories during the industrial revolution in 19th and 20th century in the UK or USA (Rhodes, 1996, Hill, 2005). Thus, a management accounting system mediates between the top management heterogeneity and strategic changes in the form of measures introduced to increase the performance of people, products or processes (Kaplan and Norton, 1992; Otley, 1999; Neely, 2007). 

The purpose of such management control and accounting systems is to provide information which can be further utilised for decision making, planning and evaluation (Merchant and Otley, 2006). Performance measurement is one such component within the domain of control systems (Ittner and Larcker, 1998). According to Simons (2000), overall control can be in the form of beliefs (core values), boundaries (behavioural constraints), diagnosis (monitoring) and interaction (management involvement, forward looking). Simons’ framework suggests that strategic elements of uncertainties and risks can be controlled or analysed, and their resultant costs and benefits such as attention and learning can affect the organisational performance (Widener, 2007). This performance can be affected by managerial actions pertaining to institutional or market changes across industry and economy resulting in the organisations ability to perform, to maintain their strategic position or to engage in the strategic or transformational changes (Naranjo-Gil and Hartmann, 2007). On the other hand, studies in organisational theories of contingency, best practice and control systems have found factors such as size, environment, structures, design, resources and strategy impact on the organisational performance (Gupta and Govindrajan, 1984).   
This creates an efficient interface by company between top management, employees and other stakeholders of the organisation which is one side of this performance perspective. The other side of the organisational performance perspective is creating an interface between the issuers, investors and government regulators which is operated mainly by rating agencies. Just as organisational performance is assessed by company managers, corporate rating agencies have been rating, ranking, certifying or recommending the status of the securities and companies in the USA from the beginning of the 20th century. For example, Moody’s Investor Service Inc. began to rate railroad bonds in 1900 and industrial bonds in 1914. Poor’s, which subsequently become Standard and Poor’s, started rating securities in 1922 (Husisian, 1990; Rhodes, 1996). The next sections discuss current practices and the characteristics of the existing system of credit ratings. 

2.3 	Current practices in credit ratings 
Rating agencies have been rating both companies and financial securities for more than 100 years now in the USA and Europe (Rhodes, 1996). The debate of the quality of ratings is within its characteristics. The ratings have to be neutral – unbiased measurement, accurate – precise measurement and clear and relevant – appropriateness of what is being measured. From a professional perspective, some individual or institutional investors trust their own appraisal techniques or rules of thumb to evaluate companies and to analyse market scenarios. However, with the advancement of technology, there are now greater resources available to large ratings agencies and their expert employees; one can trust the accuracy or precision in the existing ratings processes adopted by big three agencies, namely, Standard & Poor (S&P), Moody and Fitch. Neutrality is generally debated to an extent by regulators, investors and a few companies who do not achieve good credit ratings, arguing that when companies pay for their own ratings, how can it be deemed neutral, or be issued without any bias? (Rhodes, 1996; Darcy, 2009; Hunt, 2009). 
The third dimension to existing credit ratings’ issue is the most important as to what should be measured from the company’s data which can provide a fair view of the company’s health to market, investors, regulators, the company’s board itself and its managers. This thesis concentrates on this third and most important issue of what should be measured by ratings agencies to deliver quality in their credit ratings for corporate debt; is there any need to change the overall approach to how and which ratings are provided? 
The next sections in the literature review concerning ratings analyse the existing credit ratings system in terms of factors affecting ratings, problems in the existing ratings systems of current agencies, the role of rating agencies, the detailed methods adopted by major CRAs, the regulators’ view of corporate ratings and their effects, and needs to develop a new approach of an improved system of company ratings rather than credit ratings.  

2.3.1	Types of ratings and rankings	
There are many types of ratings and rankings provided by famous credit rating agencies (CRAs) and companies managing indices either solicited or unsolicited in the form of securities rating, governance, risk, reputation, brand, quality, market capitalisation, customer satisfaction, shareholder return or place of work. However, this thesis concentrates on seeking improvement in the current credit ratings provided by major CRAs to debt or bonds of publicly traded companies. 

The issues in the credit ratings are worldwide, and with globalisation and open market policies, any issue in the credit ratings affects many companies in a larger domain. Therefore, this study involves both mature and new type of companies in manufacturing and service industries. Total 128 companies are selected from seven industries and three major stock exchanges of the UK, USA and India. All selected companies are listed and publicly traded wherein their price movements and announcements immediately affect a respective stock market index. Therefore, study included companies traded as a market leader in their industry segment on London, Mumbai and New York stock exchanges. However, there are many elements to be considered before deciding to provide ratings to these companies rather than credit ratings to its debt or other securities. For example, financial transparency, information disclosure or corporate governance mechanisms of companies must be considered as they can have direct impacts on stock prices or companies’ liquidity status (Chen et al, 2007).  
This easily happens in the stock markets because 
“when information disclosure or transparency level is low in the company, it suffers from greater information asymmetry. This ultimately results into liquidity providers incurring higher information risk and in return these liquidity providers offer higher effective bid-ask spreads increasing the economic cost  of equity liquidity” (Chen et al, 2007, p.644). 

Also, improved information disclosure and transparency help the shareholders gain enough information of firm’s management style and corporate strategy planning and implementation. This collectively boosts the investment confidence for the company within the trading process for investors, liquidity providers, market makers, dealers, brokers and other intermediaries. This does not happen in isolation and develops the simultaneity loop as company mangers look for equity cost whilst deciding information disclosure and liquidity providers look for information availability to decide the bid-ask stock price (Welker, 1995). However, roots of transparency and amount of information going to public domain are within the domain of the corporate governance mechanisms, corporate accountability and management culture (Sherman, 2004). 

Another issue in corporate governance standards is 
“Every country has created its own distinct brand of corporate governance suggesting a different tax, legal and regulatory structures” (Sherman, 2004, p.5). 
Even if regulators have the compliance code, it is necessary when public’s money is involved that a publicly held company, its stakeholders and service providers are monitored or scrutinised on a regular basis to deliver required information to markets mainly for the interests of investors, analysts, marker makers and government regulators (Sherman, 2004). 

Sometime CRAs issue unsolicited credit ratings, neither requested nor paid by companies for interest of investors and citing the importance of the company’s analysis for wider public. When such a rated company from unsolicited ratings complain about unfair treatment by the rating agencies, this company argue that they are given lower rating than what they actually deserve and questions the creditworthiness of unsolicited rating and obliged to request for solicited rating. This is similar to the complaints received from “Japanese firms and official authorities that US based rating agencies knowingly underestimate the creditworthiness of Japanese firms in order to undermine their competitiveness” (Behr and Guttler, 2006, p.1 – 2). This raises question about role of credit rating agencies which is discussed in next section. 

2.3.2 	The role of credit rating agencies 
This above issue points to the two problems defined for ratings and ratings agencies – neutrality and clarity. These issues of neutrality and clarity must be resolved because one cannot rule out the existence of rating agencies for three reasons: 
1. Rating agencies reduce information costs for investors. 
2. Rating agencies reduce the cost of capital paid by companies. 
3. Rating agencies contribute in creating the efficient capital market interface by adding required information about which company has ability to utilise the investors’ money more effectively (Rhodes, 1996; Hunt, 2009).
 
These three conditions are vital to the role of credit ratings agencies. The CRAs mainly assess the companies, and traditionally estimate the quality of the security for its possible default or losses (Rhodes, 1996; Darcy, 2009).  Now, this again leads to the question of neutrality because recent corporate scandals and stock price falls suggest that credit rating agencies could not provide accurate information and the bias was involved for agencies own and personal financial gains in deceiving and hiding the information from market (Marzavan and Stamule, 2009). Also, the recent and global credit crisis from 2008 and the Asian crisis of 1997 are cases wherein CRAs are subject to criticism for their role in issuing credit ratings. The real conflict of interest is 
“ratings are sought by issuers of equities or other debt securities, who in turn remunerate the CRAs, creating an inherent conflict of interest” (Duff, 2009, p.1). 

This brings to the fore the issue of relations between agencies and stakeholders. Till this decade there was not even an indirect regulation to control CRAs but after global crisis in 2007 – 08, USA and European Union (EU) both have taken legal and regulatory measures to prevent such crises (Parker and Bake, 2009). However in recent years, economic function of CRAs is increasing to a level of active monitoring of stock markets and corporate financial industry rather than just being information intermediary (Bannier and Hirsch, 2010). CRAs just do not provide ratings but they supplement ratings by delivering more information to market through watch lists (short term rating reviews) and outlooks (medium term rating reviews) (Keenan et al, 1998 as cited in Bannier and Hirsch, 2010). Thus, the role of CRAs is not just limited to information dissemination or ratings issuance but in the wider scope of markets and companies, they act as the first point of regulating the companies as a creditworthy private regulator whom all types of investors trust. The next section discusses the characteristics of credit ratings in detail. 


2.3.3	Characteristics of credit ratings 
As government regulators saw the impacts of credit ratings and actions of CRAs during the credit crisis, the various questions of consistency, stability, value of un-solicited ratings, the cyclic nature of ratings, the role of rating agencies and the need for improved credit ratings have come under scrutiny by researchers and regulators. There are debates of paid (solicited) versus free (unsolicited) ratings; relationship between ratings and equity yields, estimation of ratings’ reliability and role of non-financial factors in internal ratings. The issue is ratings are opinions unless derived and interpreted appropriately for making investment decisions or appraisal (Hunt, 2009). Credit ratings should be explaining a current state of the company and not just the financial performance. Also, when one assesses the company, there is no point in issuing higher credit rating, if the current prosperity of the company is not going to last long. In the same manner, there is no need to give lower credit ratings if a company is going to respond to changing conditions and may improve to better levels of assessed components. Thus, idea is to provide ratings uninfluenced by industry or products’ life cycle (Amato and Furfine, 2004). That means credit ratings should be independent of the business cycle and based on what the company does in the long run. This was the main purpose when credit ratings were designed for long term investors. Even if rating agencies attempt to provide business – cycle independent ratings, ratings may still show some degree of movement with industry life cycle, economic indicators and market turbulence because all these affect the business dynamics of the companies. Therefore, it is not possible to provide lifecycle independent ratings and ratings may vary with business cycles (Amato and Furfine, 2004). Also, changes in the standards and risks over the time showed that on average credit ratings become worse over the time for same company and a set of variables (Blume et al, 1998; Amato and Furfine, 2004). This needs two other conditions to be met whilst issuing ratings: 
1. “the nature of a rating should be properly understood; that it should be clear what kind of information rating agencies intend to summarise – part of clarity issue problem as defined earlier. 
2. Ratings should efficiently aggregate this information. At present, both requirements do not seem to be fulfilled” (Loffler, 2004, p.695)     
	
Therefore, the stability and interpretation of the ratings depends upon the reference point considered by the rating agency for measuring the default risk. These can be either permanent or transitory components (Loffler, 2004). Therefore, the characteristics of credit ratings are important in issuing for CRAs and in interpreting these credit ratings by investors.    

2.4	Major CRAs and their current ratings methodology  
This section is an important component of the review of the ratings literature which analyses in detail the methodology adopted by major credit ratings agencies. This section reveals the main approaches and formulae applied in deriving credit ratings by five CRAs: Standard and Poor, Moody, Fitch, Morningstar and Scope.

2.4.1	Standard and Poor’s (S&P) ratings method
Until acquired by McGraw Hill in 1966, S&P was an independent and publicly owned company. In matters of ratings and company analyses, S&P still operates independently however S&P is a wholly owned subsidiary of McGraw-Hill. S&P has no government mandate or relation with any bank, investment bank, company or any similar organisation (www.StandardandPoors.com, 2008).

The aim of S&P is to provide objective and value adding analyses of companies to global industries. The main principles on which S&P operates are independence, objectivity, credibility and disclosure. The recognition of S&P services are reflected in their ratings acceptance by companies, investors and governments. Ratings are divided mainly in two categories based on time and its creditworthiness: short term or long term; and investment grade or speculative grade. S&P’s ratings process includes a team of experts from S&P meeting with the management of a company – mainly chief executives and heads of departments, branches or subsidiaries. Post-meeting S&P deploys rating committee and surveillance team for the company to track its data, trading and news. The analytical methodology of S&P covers business risks and financial risks while their underlying attributes include peer group comparison, governance, risk, financial policies or liquidity. No weights are applied and significance of each factor varies according to the context of the company. Company’s competitiveness and calibre of management are considered to be qualitative criterion whereas financial risk is included in quantitative categories (S&P Corporate Ratings Criteria, 2010). 

S&P ratings methodology is a step by step analytical process based on a common guiding framework. The first step is to analyse a firm’s business risk profile comprising industry risk, country risk and competitive position. The second step is to assess the financial risk in terms of cash flow and leverage. This is again modified based on any diversification, portfolio or capital structure changes, financial policy and comparable ratings analysis. This creates standalone rating profile of an issuer company. Then, a debt instrument is analysed in terms of asset collateral, liabilities, asset value and any special terms and conditions. This leads S&P to issue either a final credit rating or a recovery rating. 
S&P ratings method’s main basis is assessment of historical financial statements, analytic adjustments and cash flow calculations. S&P provides long term and short term ratings in addition to an outlook, a credit watch listing or a final recovery rating.
S&P Credit ratings
S&P provides short and long term ratings based on business and financial risk analyses on collective debt or separate debt issues. However, S&P confirms that credit rating is just an opinion of general creditworthiness of debt, debt issuer or financial commitment made. Credit rating is not a buy-hold-sell recommendation for equities. Following table suggest combinations of how business risk and financial risk form the actual credit rating score. Business risk is assessed based on country risk, industry risk, competitive position and how decision making may influence business and financial risks. Financial risk is assessed based on cash flow adequacy mainly free operating cash flow (FOCF), balance sheet structure, asset protection, liquidity and gearing based on debt volume and type of debt for an issuer. S&P does not disclose what are the final weights given to each dimension in deriving risk factor score, or a weight assigned to business or financial risk on deriving final credit score except 1 to 6 matrix of two risks as shown below in table 2.1
Table 2.1 Risk assessment scores to derive credit rating for issuer’s creditworthiness 
	Business Risk 
Profile 
	Financial Risk Profile

	
	1
Minimal
	2
Modest
	3
Intermediate
	4
Significant
	5
Aggressive
	6
Highly leveraged

	
1  Excellent
	
aaa/aa+
	
Aa
	
a+/a
	
a-
	
Bbb
	
bbb-/bb+

	
2  Strong
	
aa/aa-
	
a+/a
	
a-/bbb+
	
Bbb
	
bb+
	
bb

	
3  Satisfactory
	
a/a-
	
bbb+
	
bbb/bbb-
	
bbb-/bb+
	
Bb
	
b+

	
4  Fair
	
bbb/bbb-
	
bbb-
	
bb+
	
bb
	
bb-
	
b

	
5  Weak
	
bb+
	
bb+
	
Bb
	
bb-
	
b+
	
b/b-

	
6  Vulnerable 
	
bb-
	
bb-
	
bb-/b+
	
b+
	
b
	
b-


Source: S&P credit ratings methodology brochure, 2014, p.2 
Beyond ‘b-’, credit ratings are non-investment grade and highly vulnerable to defaults as shown in the following ratings scales of long or short term as applied by S&P. 

Long term ratings as shown in the following table 2.2 are given to various financial instruments such as government bonds, company equities, preference shares, debentures, or other hybrid securities. Short term ratings (Table 2.3) are assigned to commercial papers or put bonds. This rating type is derived by the initial duration; once a long term rating is issued. 

Symbols used between long term and short term rating are the same but they do not always mean same creditworthiness of the issuer company. For example, junior obligations are rated lower than main issuer credit rating so that investor understands low priority of these obligations in case of default or bankruptcy. Similarly, high recovery prospect of the debt has a higher rating even when compared with the main rating given to the issuer. 
Table 2.2 Long-term ratings
	Issuer credit rating 
	Meaning of this rating 

	AAA
	Extremely strong 

	AA
	Very strong 

	A
	Strong 

	BBB
	Adequate 

	BB
	Less vulnerable 

	B
	More vulnerable 

	CCC
	Currently vulnerable 

	CC
	Currently highly vulnerable 

	C
	Bankruptcy or similar filing 

	SD
	Selective default 

	D
	Default 


Source: S&P Guide to credit ratings essentials, 2015, p.12

Table 2.3 Short-term ratings
	Issuer credit rating 
	Meaning of this rating 

	A 1+
	Obligator’s capacity is extremely strong 

	A 1-
	Obligator’s capacity is strong 

	A 2
	Obligator’s capacity is satisfactory 

	A 3
	Obligator’s capacity is adequate, but vulnerable to adverse circumstances

	B
	Obligator’s capacity is subject to major ongoing uncertainties 

	C
	Obligator’s capacity is vulnerable to non-payment 

	SD
	Selective default 

	D
	Default 


Source: S&P credit ratings methodology, 2014, p.2

A to C category ratings are given as prospective forecast of what may happen to issuer whereas D (default) or SD (selective default) rating is not prospective; but it is issued when a default is already occurred and not when default is might be imminent to happen. Selective default (SD) is about issuer continue to pay certain obligations while not paying others. The (+) or (-) are added through A to C categories to show relative standing within the major categories.    














The following figure 2.1 shows long term higher ratings are highly correlated to short term investment grade ones. 

Figure 2.1 S&P short-term &long-term credit ratings correlation 
 
Source: S&P credit ratings criteria, 2008, p.13 


It is very important to understand how these ratings are derived and assigned because ratings continue to be a factor in many regulations in USA, Europe and Japan. For example, the Securities and Exchange Commission (SEC) has a requirement that an issuer must have investment grade rating before a company can offer a debt issuance. The Federal Reserve in the USA allows only investment grade type, top 4 ratings’ categories only for Federal Reserve System to invest in securities. Also, stock exchanges such as New York or Philadelphia determine margin requirements or net capital requirements for debt securities or preferred stock as a function of ratings assigned. 

Finally, S&P issues recovery ratings as well focusing on nominal recovery based on issuers’ judgements, negotiating positions, claims, asset value, inter-creditor dynamics and jurisdiction elements. These factors allow fundamental recovery analysis where an insolvency regime is government regulated and sufficient precedent and data are available. The following table explains a recovery rating scale and issue rating’s criteria based on the possible recovery expectations. 

Table 2.4 Recovery rating scale and issue rating criteria
Source: S&P credit ratings criteria, 2014, p.4


2.4.2	Moody’s ratings method 
Moody’s ratings are their judgements about a company’s future and market related creditworthiness. The fundamental analysis is carried out based on three main elements: evaluation of franchise value, financial statements analyses and management quality. Ratings aim to provide objective, consistent and simple measurement of creditworthiness. Moody’s targets the information flow between companies and investors. Their core principles include: they have no commercial relationship with companies, they consider all relevant information given to Moody’s, they do not consider consequences of effects on issuer companies about ratings given or changed. Moody’s will make use of rating triggers in cases when a company’s position changes or rating requires remedies. Moody’s ratings act as forecast with uncertainty so the rating is given based on the most likely outcome. Moody’s will use confidential non-public information only for ratings purposes and will not disclose to anyone else (www.moodys.com, 2011)        

Moody’s investors services (MIS) does not disclose their full methodology that how their analysts derive issuers’ credit rating. However, analyst’s judgment is backed up by credit scoring grid comprising main dimensions in case of each industry category. Researcher has selected seven industry categories in this study which covers large sections of major indices or rankings such as US30 (DJIA), FTSE100 or Fortune500. Following four tables (Table 2.5 to 2.8) show which dimensions are applied by Moody’s to derive credit rating for a particular industry. 

“This rating grid does not include an exhaustive treatment of all factors that are incorporated into determining Moody’s ratings but should enable the understanding of the qualitative and financial ratios consideration that are important for ratings in this sector” (www.Moodys.com , 2015). 
Table 2.5	Global automotive industry rating grid

Source: Moody’s rating method global auto manufacturing industry, 2014, p.5 
Table 2.6	Global integrated oil and gas industry rating grid

Source: Moody’s rating method global integrated oil and gas industry, 2014, p.5 

Table 2.7	Global technology manufacturing industry rating grid

Source: Moody’s rating method global manufacturing companies, 2014, p.5 



Table 2.8 	Global retail industry rating grid

Source: Moody’s rating method global retail industry, 2014, p.6 


Moody’s Inc. has one of the most robust, detailed and structured analysis of banks before assigning the ratings. There are many sub-components, factor weights and information from government, regulations and banking system to input before deriving a basic rating score which is passed on to rating committee for final approval. The following figures reveal this detailed process and its components. 













Figure 2.2 	Overall approach for deriving bank instrument rating


Source: Moody’s rating methodology banking global, 2015, p.5 


The 1st step in above figure 2.2 is how to derive baseline credit score which is explained in detail in the following figure 2.3 

Figure 2.3 	Baseline Credit Assessment (BCA) structure

Source: Moody’s rating methodology banking global, 2015, p.6

Within the baseline credit assessment, the macro profile of bank is the first component which is calculated as shown in the figure 2.4 below. 




Figure 2.4 	Constructing a macro profile of the bank

Source: Moody’s rating methodology banking global, 2015, p.8 

The second step in deriving baseline credit score is analysing financial profile of the bank which significantly focusses on solvency (65%) and liquidity (35%) as shown in the figure 2.5. 
Figure 2.5	 Schematic of financial profile analysis

Source: Moody’s rating methodology banking global, 2015, p.10


A third step in deriving baseline credit assessment (BCA) score is adjustments in qualitative factors which cannot be assessed applying financial ratios. These factors are: business diversification (breadth of business activities), opacity and complexity (the extent to which inherent bank structure leads to errors in decision making), and the degree to which financial statements reflect this, and finally, corporate behaviour in terms of business policies and strategic planning. However, Moody’s Inc. attempts to convert this into financial dimensions. Moody’s confirm that they incorporate these adjustments in qualitative factors into the financial profile of a bank (Moody’s Banks Rating Methodology, 2015, p.11).  In addition to baseline credit assessment (BCA) score, the overall rating is adjusted by three more scores as shown in the table below. Each of these is a function of sub-factors and these sub-factors are not directly quantifiable which results into notching a preliminary rating derived based on the BCA score in step 1. 
Table 2.9 Adjustment factors for baseline credit assessment (BCA) score	

	Affiliate support 
	Loss given failure (LGF) and additional notching 
	Government support 

	Affiliate support is a function of 
· bank’s unsupported probability of failure; 
· probability of the affiliate’s providing support; and 
· the affiliate’s capacity to provide support; and
· the dependence or correlation between the respective entities. 
	LGF includes two forms: 
·   Basic approach relies on operational resolution regime (ORR) covering banks and expected to be resolved through bail-out, bankruptcy or ad-hoc measures leading to +/- notching in assigned rating. 
· Advanced LGF enables expressing loss severity in terms of notch differential relative to the adjusted BCA.   
· Advanced LGF considers loss rate in resolution, volume of debt subordinated to a given debt instrument class and debt instrument volume. 
	This support is analysed based on input from 
· unsupported creditworthiness of each debt class 
· probability of public sector support being provided to a given debt class  
· public body’s capacity to provide support; and the dependence, or correlation, between support provider and bank

	For above mentioned factors the judgment is reached by considering the following factors: control, reputation, brand, geography, documented support, strategic fit, financial links and parental policy.
	This is assessed based on public policy, market impact, and public involvement. Government’s capacity to provide support could be reflected in long term local currency strength and its ratings. 
	This is assessed based on public policy, market impact, and public involvement. Government’s capacity to provide support could be reflected in long term local currency strength and its ratings. 


Source: Moody’s rating methodology banking global, 2015, p.13-18 

The following chart shows a relationship between financial ratio, macro profile and initial rating given to banks. Each profile ratio is on 15-grade scale from ‘Very Strong (VS+)’ to ‘Very Weak (VW-)’ as shown in the table 2.10. 

Table 2.10 Profile grading grid

Source: Moody’s rating methodology banking global, 2015, p.31

In addition to the above analysis, Moody’s preliminary rating is also subject to change due to different scenarios. For example, capital raised in an issue, problem loans, merger, acquisition, a rapid loss of deposits are a set of factors considered in a separate forward looking analysis of asset quality in point of time. The following example shows how rating is given based on scorecard ratios, their scoring thresholds, weights and grading definitions. 






Table 2.11 Rating grid example 

Source: Moody’s rating methodology banking global, 2015, p.102

Table 2.12 	Global telecom industry rating grid

Source: Moody’s rating methodology global telecom. industry, 2015, p.4

Tables 2.11 and 2.12 showing rating grids by Moody’s enable them to derive grid based preliminary rating which is finalised into an issuer’s credit rating by rating committee when considered along with analyst’s recommendations and other information affecting rating outlook. The calculation of factors or sub-factors is converted into a symbolic rating based on the following % gradations related to each symbol.  

Table 2.13 Moody’s ratings score conversion into symbolic ratings 

Source: Moody’s rating methodology global telecom. industry, 2015, p.6


2.4.3	Fitch’s ratings method
The aim of Fitch ratings is to provide global markets with reliable, timely and prospective credit opinions. Fitch is committed to transparency, leadership values, responsiveness and multiple analyses and research perspective with local focus. Fitch’s products include ratings, ratings research, risk and performance analytics, pricing and valuation, surveillance and structured finance workflow solutions (www.Fitchsolutions.com, 2014). 

Fitch ratings mentions clearly in their methodology their ratings are opinions generated from information made available to Fitch by issuers or from public domain. In addition to this, Fitch ratings reaffirms that credit ratings given by Fitch are relative credit quality opinions and not a predictive tool to specify any default probability. Fitch’s detailed credit ratings methodology is similar to Moody’s and S&P’s methodologies including 20 notch ratings scales. Also, the major dimensions to derive basic credit ratings are business risk and credit risk derived from financial statements analyses. Therefore, Fitch’s detailed methodology could be considered as a data saturation point in analysing credit ratings methodology of major CRAs and does not require further explanation here. 

2.4.4	SCOPE’s ratings method
Scope monitors and assign ratings to non-financial corporate issuers and their debt. Scope applies the financial–ratio based rating approach mainly focusing on financial risk or credit risk of a corporate issuer. Scope’s methodology points to (i) the relative risk of debt issuers and (ii) an appropriate severity of loss (mostly for non-investment grade ratings). Scope defines a corporate default as (i) a bankruptcy (ii) a non –payment or delayed payment of interest and/or principal, or (iii) a distressed exchange defined as a debt restructuring. 

Scope categorises their ratings into long-term and short-term corporate issuer credit rating (CICR). Short-term rating measures the credit strength of an issuer over a period of 13 months. This is relevant for short term financial commitments such as trade payables. 
A single long-term debt security or class of long-term debt securities is based on (i) the issuer’s credit strength (reflected by CICR) and (ii) the assessment of the expected loss upon default on a specific rated debt. Therefore, Scope’s long-term debt ratings would be categorised as follows.  
a. Higher than CICR – usually for senior secured debt  
b. Close to equal to the CICR – usually for senior unsecured debt  
c. Lower than the CICR – usually for subordinated debt 
In addition these ratings are accompanied by an outlook which can be stable, positive or negative. A positive or negative outlook does not necessarily mean a rating upgrade or downgrade automatically but such an outcome of the outlook is likely. A rating outlook normally refers to a duration of 12 to 18 months. 

The rating process at Scope may start without a request for rating from company that is unsolicited rating. However at a later stage, Scope may invite company to participate to take into account confidential information which is not available in public domain. Complying to regulatory framework and for transparency reasons, Scope discloses the unsolicited nature of its ratings in all forms of communication. Scope also discloses whether issuer companies have decided to participate in the ratings process or not. 

Scope has three step process to derive at final corporate issuer credit rating (CICR). 
a. Assessment of financial and business risk profiles 
b. Forward looking analyses of cash flows and industry dynamics 
c. Measuring impacts of loss given default (LGD) drivers such as debt, company structure or credit enhancements 
Financial risk assessment includes profitability and earnings power, balance sheet structure and leverage, company’s liquidity and debt coverage. The emphasis is put on ongoing and stable revenue streams, equity capitalisation, volatility and reduction in cash flow generation. 

Business risk profile assessment is done meeting senior management and mainly evaluating organisational and operational risks, business exposure, and elasticity of company’s business model, market power, competitive positioning and market and sector dynamics in terms of demand, supply, industry maturity, competition and market share. 

Scope has strong emphasis on the loss given default drivers; and it assesses debt structure, debt seniority, company structure and other credit enhancements. There is no fixed credit rating scoring formula developed by Scope as they provide credit ratings assessing each factor separately. The major emphasis is on the longitudinal and historical financial data possible from audited or un-audited reports published by the company. The forward-looking analysis is mainly concerned with future cash flow planning and earnings’ forecast.  

Scope’s general guidance on credit ratings for an issuer could be changed by how potential severity would be the impact of ‘loss given default’ drivers. The ratings committee can then increase or decrease investment or non-investment grade ratings as shown in figure 2.6. 







Figure 2.6 Scope’s ratings grades 

Source: Scope’s rating methodology, 2014, p.16

Scope continuously monitors credit ratings assigned by them. Monitoring ensures current appropriateness of creditworthiness of the corporate debt issuer. These ratings are reviewed at least once a year. Scope has an ongoing dialogue with a company and monitors any changes in methodology, market environment, industry trends, micro or macro-economic conditions. Ratings may be withdrawn due to insufficient data and information available to Scope, due to issuers’ request to withdraw, due to a withdrawal decision by Scope or due to a maturity of debt instrument rated. 

There are 20 rating levels related to a corporate issuer from AAA to D as shown in the Table 2.14. From BB onwards to D are considered as non-investment grade. A and B rating categories are further divided into sub-categories applying ‘+’ or ‘-’ suffix.  






Table 2.14 Scope’s symbolic long-term credit rating scale 

Source: SCOPE’s rating methodology, 2014, p.19


There are five short term rating levels for Scope’s credit ratings as shown below in table 2.15. 

Table 2.15 Scope’s symbolic short-term credit rating scale 

Source: SCOPE’s rating methodology, 2014, p.20


Scope defines the relationship between their short and long term rating scales as shown in the following Table 2.16. 

Table 2.16 Correlation between Scope’s short-term & long-term credit ratings 

Source: SCOPE’s rating methodology, 2014, p.20

Specific rating situations are reflected by suffixes to the respective rating symbols. For example, rating outlook could be stable, positive or negative referring to 12 to 18 months duration, however any such outlook issued does not forecast any upgrade or downgrade of rating issued. 

2.4.5	Morningstar’s ratings method 
Morningstar Inc. is not a registered as a Nationally Recognised Statistical Rating Organisation (NRSRO) with the U.S. Securities and Exchange Commission. However, this firm releases unsolicited credit ratings for 1000 global firms on its official company website: www.MorningStar.com and also provides solicited ratings to bonds, IPOs and other products. 

Morningstar’s credit rating methodology is prospective and focusses on business risk, cash flows, solvency score and distance to default. Measures include economic moat which mainly focuses on a company’s creditworthiness and capability to pay bondholders, strength of its balance sheet and amount of money generated by the company. 
The higher rating from Morningstar suggests wider economic moat. For example, AAA rating is given by Morningstar to handful of companies such as Exxon, Johnson & Johnson and Microsoft. Their analysts follow five years of forecasted proforma financial statements. Figure 2.7 shows a sequential process of how corporate credit rating is derived by Morningstar.

Figure 2.7 Morningstar’s sequential process of credit rating derivation 

Source: Morningstar Credit Rating Methodology, 2015, p.10

The preliminary credit rating is derived based on business risk and financial risk. Business risk is further divided into economic moat and uncertainty analysis whereas financial risk is calculated from cash flow cushion, solvency score and distance to default based on a credit score formula (shown below) containing weights for each component. 
Morningstar credit score formula

Source: Morningstar Credit Rating Methodology, 2015, p.22


Testing results have been applied by Morningstar to derive this formula to increase its predictive ability. The above mentioned four components are then mapped into scores from 1 to 10 (10 being the worst). Solvency score is assigned based on the entire business cycle whereas distance to default is assigned on a relative basis. The analyst rating and preliminary rating both are submitted to credit ratings committee for final decision making, and if there is any change to lower or higher the derived rating.  

Business risk evaluation 
Business risk is analysed based on the economic moat and uncertainty analysis. Economic moat is an assessment of a firm’s cash generation potential. Economic moat rating is measured based on profit, return on invested capital and weighted average cost of capital. Economic moat is categorised into three ratings: none, narrow and wide. Major requirements for wider economic moat are above average returns on capital and competitive advantage to prevent any deterioration in the profit. 

Uncertainty rating measures the fair value of shares in a company based on sales, operating leverage and financial leverage. From a debt holder’s perspective, the uncertainty analysis checks the equity cushion at the bottom of the capital structure. 

Business risk score is derived from country risk (10% weight) and company risk (90% weight). Country risk score ranges from 1 to 25 based on implications arising in the country such as political instability, interest rates, inflation, and strength of banking and credit history of the country. Company risk score is specifically derived from group of scores about economic moat, uncertainty ratings, size, product concentration, transparency or balance sheet management, dependence on capital markets, cyclicality of operations and any other risk factors.  

Financial risk evaluation 
The other three components: cash flow, solvency and distance to default are mainly utilised to assess financial risk. 

Cash flow cushion 
This is based on operating cash flow and the company’s future debt obligations giving insights into the company’s ability to pay capital obligations into the future. 
 
Solvency score
Several ratios specifically size of assets relative to debt, future possible earnings, profit margin, returns on equity and returns on invested capital are calculated to evaluate the company’s solvency. Analysts also create detailed future cash flows from financial statements and using discounted cash flow model templates.  

In the 1st stage, analysts make numerous assumptions about income, costs and cash flows whereas in the 2nd stage, length of time for return on invested capital and strength of economic moat are important. In the 3rd stage, a continuing value is calculated using a standard perpetuity formula. Cash flows obtained in all three stages are discounted using value from the company’s real weighted average cost of capital (WACC). Analysts then determine an enterprise value of the firm and ultimately assess the firm’s long-term ability to repay debt. 

Three to five scenarios are created based on both business and financial risk and particular attention is given to downside scenarios and company’s ability to cover financial obligations in such scenarios. Initial ratings given by analysts are given to the ratings committee and the final rating is given by this committee. Any change in final ratings comes only if the model driven rating is changed due to any significant change in the company’s details. 

The final ratings by Morningstar are given on the following scale comparable to other CRAs. Often due to announcements of mergers, acquisitions, spin offs, divestitures or information deficiencies ratings cannot be determined. In such cases, under review – UR rating is given. There are three kinds of under review ratings: UR+, UR– and UR. 
Table 2.17 Morningstar’s main credit ratings scale and its meaning

Source: Morningstar Credit Rating Methodology, 2015, p.23
2.4.6	Comparison of existing rating scales  
Credit ratings’ demand has grown manifold with availability of new products in corporate finance and globalisation of businesses. Current credit ratings are a gradation of a company’s creditworthiness or credit risk to meet financial obligations. This is where an improvement is needed to clarify what to measure and how to measure, which is a conceptual problem of current ratings system. The usual grades are ranging from AAA+ (the best quality) to D (junk/high default probability). 

Following a comparison of two major CRAs: Standard & Poor (S&P), Moody and two developing agencies: Morningstar and Scope, reveal their existing ratings scales, their similarities and differences on number of attributes. Fitch is not included in the analysis since its dimensions and procedure are covered within these four CRAs and there is no new data from Fitch about credit rating methodology. 

It is evident from Table 2.18 that the current credit ratings system is mainly reliant on assessment and derivation of credit ratings from the issuer company’s financial performance, financial risk and to an extent business risk profiles and size of the company. Moody’s approach for deriving preliminary credit rating includes dimensions for each industry category whereas other CRAs derive preliminary score based on common factors. 

The major flaw in the current practice of credit ratings assessment is significant focus on financial performance and risk associated with factors only rather than analysing intrinsic value of the company on wider qualitative and non-financial dimensions which could be included as components of overall organisational performance measurement. 


Table 2.18 	Comparison of prevalent credit ratings methodology of major CRAs
	Attribute 
	S&P
	Moody
	Scope
	Morningstar


	Purpose of assessment

	Credit risk assessment of issued debt or
creditworthiness for new debt

	Basis of 
assessment 

	Business profile, financial performance, liquidity – solvency and potential loss given default 

	What is rating given for 
	Likelihood or probability of default 
	Expected losses both on the probability of default and loss given default 
	Relative default risk and loss severity 
	An ability of the firm to satisfy its debt and debt like obligation and likelihood of default 


	Major
Dimensions
For any Industry Category or covered under all categories collectively 
 
	Country risk

Industry risk 

Competitive position 

Financial reporting 

Cash flow adequacy 

Balance sheet and asset protection 

Liquidity 

	Scale / Size 

Product breadth and strength

Business model / Segment vulnerability / consumer demand 

Regulations and political support 

Market share / Market presence 

Financial policy 

Operating margin 

Leverage

Free or retained Cash flow 

Debt coverage 

	Financial risk profile in terms of 
Profitability 
Equity capitalisation 
Leverage 
Liquidity 
Debt coverage 

Business risk profile in terms of 
Company structure 
Market dynamics 
Business exposure 

Loss given default in terms of debt, company, legal and credit structures 

	Business risk 
in terms of Economic moat and uncertainty analysis 

Financial risk 
In terms of 
Cash flow cushion 
Solvency score 
and
Distance to default  

	Short-term rating given
	Yes

	Long-term rating given
	Yes

	Outlook given with assigned rating
	Yes

	Main ratings scale 

	
AAA to D – 20 point scale with (+) or (–) signs attached to symbols


Source: Ratings methodologies of S&P, Moody, Scope and Morningstar

2.5 	Problems in the current practice of credit ratings 
The criticism about credit ratings which explain the problems embedded in its current practices are as follows.   
1. Rating agencies do not downgrade or change the credit ratings promptly enough. For example Enron’s rating was investment grade four days prior to the company filing for bankruptcy, although rating agencies were aware of Enron’s situation months ago. Moody’s reduced Freddie Mac to junk bond from preferred stock level in one day after comments from Warren Buffet on CNBC (www.iht.com, 2008). Such instances question both the accuracy and neutrality of ratings and the role of CRAs. Thus, one cannot consider these current ratings method reliable (Rhodes, 1996; Darcy, 2009; Hunt, 2009; Matthews, 2009).   
2. Large CRAs like Moody’s and S&P are blamed for having too good relations with companies they assess. Also, the major problem associated in this case is ‘issuers pay’ so how can investors trust the honesty in credit ratings methods and processes adopted by CRAs (Sy, 2004; Koehn and Ueng, 2005; Partnoy, 2006).
3. As one can see from S&P and Moody’s ratings methodology discussed above that they have a narrow focus only on financial risk and results and are unwilling to receive any explanation from company’s management. In the usual process, any request or new information from management of the company first takes effect into credit outlook or credit watch list rather than an assigned rating as explained in the detailed methodologies of CRAs in earlier sections. 
Sometimes watch lists are invoked based on investors’ demand or to improve information certification (Chung et al, 2006). Alternatively, these watch lists enable rating agencies to influence issuers’ risk options by creating a threat with a rating downgrade and subsequent investor reaction downward spiral of information – stock price performance. In this way, these watch lists have become monitoring tool of CRAs to influence companies’ decision making (Boot et al, 2006). This widens the role of CRAs from purely information certification to active monitoring of company’s finances and decision making functions (Bannier and Hirsch, 2010).  
4. Large CRAs also issue unsolicited ratings which compel many companies to pay for solicited ratings to upgrade and to give detailed information to these CRAs. This is seen by companies as a way of making forced sale of ratings by CRAs. This is like blackmailing new listed companies with lower ratings to get business from these new companies. This is the problem of bias in unsolicited ratings (Poon, 2003). 
5. Use of rating triggers makes companies’ full loans or debt become payable to banks when their financial position may not be good enough. This is called vicious downward spiral where companies are forced to file bankruptcy if they cannot arrange alternative way of re-financing their debt or credit lines. 
6. The ratings industry has a high barrier to entry which allows large CRAs to charge high premium or operating margin in some cases as high as 50%. 
7. There are many cases of AAA rated companies, products or services have been downgraded or defaulted which questions the authenticity or accuracy of the ratings as well as neutrality, as ratings might have been issued for financial advantages. This is shown in the default rate of CRAs ratings performances (www.standardandpoors.com, www.moodys.com, 2012).
8. Overly critical behaviour of CRAs regarding countries or governments’ ratings have drawn attention from researchers, analysts and government officials that CRAs have advantage in being overly critical to prove their case that they do not require restructuring of the ratings’ regulations.
9. Effects of ratings create systemic risk or market risk, and then it can generate greater impacts in liquidity availability for the whole industry. It can affect the interest rate or money supply in the economy of region, country or group of companies (Amato and Furfine, 2004; Hull et al, 2004; Norden and Weber, 2004; 2011).
10. There is not much competition in the industry where entry barriers are high. Therefore, new regulations such as RARA of US Government in 2006 also cannot guarantee non-monopolistic behaviour or availability of many agencies to break the current syndicate type system between large CRAs (Bosch and Steffen, 2011).  

The above discussion reveals a conflict of interests between four different market agents: credit rating agencies (CRAs), investors, regulators and the companies. The regulations can solve probably one conflict between government and agencies (CRAs); however existing ratings methods and processes followed by CRAs would continue to create more problems which are conceptual in nature rather than administrative (Rhodes, 1996; Roberts, 2004; Hunt, 2009). 


2.6 		Regulators’ view of credit ratings system and their effects  
The US government passed the Rating Agency Reform Act (RARA) in 2006 to improve the credit ratings industry by improving accountability, competition and transparency. The act established that Securities and Exchange Commission (SEC) would regulate and monitor Nationally Recognised Statistical Rating Organisations (NRSRO) which are the so called Credit Ratings Agencies (CRAs) registered with SEC. The study made by the USA Government Accountability Office (GAO) concentrates on seven major issues for ratings industry: independence, accountability, competition, transparency, feasibility, market acceptance and choice and oversight (US GAO, 2010). A study by the US GAO focuses much on the administrative issues and transaction processes between issuers, CRAs, stock market and regulator rather than the fundamental issue of what should be measured to derive the ratings. 
Based on the 2007 – 2008 meltdown of financial industry, the EU and USA governments have decided to improve the regulations, monitoring and supervision of mainly investment banks, ratings agencies, banks, financial institutions and insurance companies. To act on this, governments have to improve the system of market structures, capital requirements, ratings practices, risk spreading and market agents’ understanding of investors’ thinking (Matthews, 2009). Just like investors utilise credit ratings concerning issuing company’s debt or debt instruments; some financial institutions and banks utilise internally developed ratings methods for analysing borrowers’ capacity to reply and generate ratings for borrowers. These are called internal credit ratings and they could be further applied to measure divisional or business unit performance (Krahnen and Weber, 2001; Grunert et al, 2005). 
 
The current credit ratings system seems to be inadequate as a good rating requires the process and detailed methodology content to be comprehensive, transparent, accurate, precise and neutral just like any other system of appraisal or valuation, since ratings are valuations based on short-term or long-term information bundles. 
Other major requirements in the ratings system are (i) probability of default has to be well defined (ii) For same risk the ratings have to be same and for different level of risk different (iii) system can vary with degree of fineness but method should be reliable and efficient in delivering the information (iv) ratings performance should be able to improve over time (v) past and current ratings should be easily available (vi) no misrepresentation should be allowed in the ratings process; (vii) distribution of ratings’ outcome should be monitored, and finally, (viii)  random inspection control mechanism should be in place for compliance (Krahnen and Weber, 2001). These requirements of perfect ratings method set the agenda for a need for supervisory and regulatory authority from governments.

In case of ratings systems are internal then they can be compared with agency given ratings. When CRAs cannot assign neutral, precise and clear ratings, issuers would not ask for solicited ratings, and furthermore any unsolicited lower ratings given to issuers could further reduce the credibility of CRAs and reliability of their ratings. 

The history of sudden defaults and the recent financial crisis suggest the need for appropriate control and supervision of CRAs from government regulators such as the Ratings Agencies Reform Act (RARA) by US government in 2006. Since 1975 SEC in USA has not regulated the ratings agencies and has not used any workable definition for how an agency would become NRSRO (Rhodes, 1996).

Unless supervised or regulated or directed to comply with new laws, mechanisms or frameworks; the CRAs have no fear of reducing their reputational risk when issuing ratings to new products. Investors knowing the performance of agency ratings from default rates of companies in past are ready to rely on them even if they sense low quality in ratings for new products (Hunt, 2009). This again proves the limitation of reputation and reveals insufficient control of CRAs suggesting governments should change their views and improve the ratings system.      









2.7 		Perspectives to improve existing credit ratings 
This section discusses the different theoretical perspectives which could be applied to existing credit rating methods so as to improve ratings content. These perspectives are: corporate reputation, governance, disclosure, sustainability and organisational performance leading to in-depth organisational evaluation which ultimately could improve existing ratings methodology if included in the ratings roadmap. 

2.7.1	Corporate reputation perspective 
The corporate reputation is a multi-disciplinary domain and full of distinct views just like the organisational performance field. The corporate reputation of a firm can be identified and analysed from its organisational behaviour in the form of strategy, marketing, accounting, governance and forces affecting it such as micro and macro environment factors (Becht et al, 2005; Dowling, 2006; Barnett et al, 2006; Walker, 2010). A company’s identity and image in the communities in which it operates are the basic components of its reputation and therefore, corporate reputation can be considered as a whole external and internal representation of a company (Formbrun and Riel, 1997; Barnett et al, 2006). This is not the universal definition as there is a plethora of definitions of corporate image or reputation such as: a set of values and principles, internal focus, organisation’s presentation to stakeholders, and the message from organisation to external stakeholders. All of these terms are found to be used interchangeably in the literature of corporate reputation (Markwick and Fill, 1997; Bromley, 2001; Wartick, 2002; Mackay, 2002). Barnett et al (2006) categorically defined the corporate reputation as an asset, assessment or awareness.


In terms of an asset, corporate reputation can be described as an intangible resource, investment value, competitiveness, and ability to retain talent, quality of products or services (Fombrun et al, 1999; Goldberg et al, 2003). In terms of assessment, corporate reputation can be described as an aggregate assessment of company’s performance, judgment, estimation, stakeholders’ evaluation of the firm, the firm’s overall attractiveness, constituents or image developed over time (Barnett and Kottasz, 2000; Fombrun, 2001; Wartick, 2002). In terms of awareness, corporate reputation is defined as a reflection of company’s name, value, synthesis and collection of opinions, net perception, collective presentation of its behaviour and future prospects (Fombrun, 2001; Einwiller and Will, 2002; Roberts and Dowling, 2002). 
Based on these definitions and discussion, an overarching definition of corporate reputation can be summarised as: 
“Corporate reputation is the observers’ collective judgements of a corporation based on assessments of the financial, social, and environmental impacts attributed to the corporation over time” (Barnett et al, 2006, p.34). Dissecting this definition of corporate reputation, it can be presented as follows (Figure 2.8) in a causal model or a sequential process of creating reputation capital from identity.

Figure 2.8	Definition of the corporate reputation
 (
Corporate
Identity
Corporate Image
Corporate 
Reputation
Corporate Reputation Capital
Collection of Symbols
Impressions of the firm
Judgements by Observers
Economic Asset
)
Source: Barnett et al (2006, p.33)

The model in Figure 2.8 does not provide an all-inclusive definition but suggest that the emphasis is on the assessment based corporate reputation in terms of estimation, judgment, evaluation and opinion rather than just asset or awareness. Measurement of reputation capital generated from organisational reputation assessments may influence, what analysts might recommend or consider it as the performance or output of the organisational activities. This is evident from the fact that there is a tendency to refer an organisation’s identity to internal stakeholders, its image to external stakeholders and its reputation to both groups of stakeholders. Walker (2010) suggests that organisational identity; image and corporate reputation can be differentiated based on the six attributes as shown in Table 2.19. 

Table 2.19 Differences and similarities between Organisational Identify, Image and Reputation

 (
Stakeholders: 
Internal
External
Internal and external
External/ Internal
Perceptions: 
Actual
Desired 
Actual 
Actual/ Desired 
Emanating from 
Inside 
Inside and outside
Inside/ outside the firm
Positive or negative
Positive or negative 
Positive 
Positive or negative
Perception of the firm 
possible
Relevant question
Who / What do we
What / who do we
What are we seen
believe we are? ’ 
want others to
to be?
think we are? 
Time
Short and Long-term 
Frequent and  
Stable and enduring 
Quickly attained 
Differentiating 
Organisational
Organisational
Corporate  
Attribute
Identity
Image 
Reputation 
)
Source: Walker (2010, p.367)

The comparison between the sequential process of creating corporate reputation in Figure 2.8 and differentiating attributes in Table 2.19 reveals that it starts with small and frequent impressions from the decisions taken by management and announced to public domain of the organisation over time. Hence, identity and image creation strengthens the corporate reputation. In practice, the companies adopt this initiative of identity and image creation by disclosing forward-looking statements in their reports, presentations, paid press releases and product advertisements to build their corporate reputation. Based on the definition given by Fombrun (1996), Walker (2010) further develops corporate reputation as
“a relatively stable, issue specific aggregate perceptual representation of a company’s past actions and future prospects compared against some standard” Walker (2010, p.370).

Many researchers and analysts have proved from their research that a good corporate reputation could increase market value or financial returns for companies. It is difficult to accurately measure a company’s reputation directly (Dowling, 2006). However corporate reputation could still be measured in the form of innovation, competitiveness, work place facilities or products that can get company higher reputation. Companies are constantly being rated in all these possible attributes (Fombrun, 2007). Methods such as league tables, ranking lists, quotients, benchmarks, case studies or quasi-judicial methods are applied to assess and to measure the corporate reputation (Bromley, 2002). The above discussion of corporate reputation theory confirms that it is derived based on the actions taken by company managers which is largely affected by the way organisational culture governs the operations and management of companies. Therefore, measuring corporate reputation as one of the components in deriving a rating would increase comprehensiveness of rating methodology. The next section discusses about corporate governance which forms a vital part of managerial activities which could directly affect corporate reputation.  


2.7.2 Corporate governance perspective
Governance is a social construct which has been associated with a meaning of decision making authority (Ho, 2005). The concept of governance can be applied in different contexts such as governance of a state, a process or the performance of a corporate establishment (Becht et al, 2005; Brown and Caylor, 2004). In the case of profit making firms, the governance is about organisational structure and resources utilised only for collective actions of employees to generate market for the company’s products and services in a legal and appropriate manner as laid out in the company’s rules and policies (Denis and McConnell, 2003 as cited in Carver, 2010). The decision making and behavioural structure of an organisation is the legally and morally authorised domain of investors or owners over an organisation and from that position all elements of upper echelon and down the line in hierarchies of the entity are affected in their activities and ultimately their individual or collective performance as an outcome of strategy implemented by top management. 

Two major issues which arise out of this are governance at the top, and overall performance of the organisation (Neely et al, 2002; Brown and Caylor, 2004; Quevedo-Puente et al, 2007; Bebchuk et al, 2009). Thus, major stakeholders such as consumers, employees, suppliers, directors and shareholders expect a high level of corporate governance and a system in place for governance standards in any organisation. 

There are differing views on possibility of having such a comprehensive system of corporate governance standards and mechanism in every organisation. For example, a broad and overarching governance system is not possible to be universally valid (Bebchuk et al, 2009). To the contrary, Cadbury (2002) recognised that fully integrated and coherent system of corporate governance could be formulated and implemented in the organisation. Although there are contrasting views about formulating corporate governance, researchers and managers agree on the need for corporate governance theory, practice and measurement based on the wider scope and dominance of this viewpoint in the business world. 

Judge (2008) suggests that corporate governance design is influenced by two components: one is about what management board requires in the future and the other is analysis of what boards already do. Such a perspective of corporate governance could enable it to include both set of independent and dependent variables. There is a need of cross methodological approach and empirical grounding in the research and analyses of corporate governance which is confirmed by Durisin and Puzone (2009) from analyses of publications and citations in corporate governance. Every nation has designed a system for corporate governance in terms of laws, regulations, taxes and accounting practices. The problems of accountability, responsibility and reporting between managers and owners of companies have existed ever since public limited companies were first set up in the 19th century in USA (Sherman, 2004). This provides evidence that corporate governance in itself is a cyclical variable over the time whilst changes happening in the management oversights, problems and focus for different solutions. 

Businesses have realised that corporate governance should be a routine concern to measure the investment risk and corporate reputation proactively rather than just post-facto examination of unexpected events. Managers have agreed that companies having higher corporate governance standards could receive better market valuations (Fuente Sabate and Quevedo Puente, 2003; Brown and Caylor, 2004; Bebchuk et al, 2009).     Such market valuations reflect the organisational performance as an underlying assumption of valuation which is evident from cases of lower performance announcements in the public domain reducing market capitalisations considerably. 
In addition to corporate governance association with valuation, organisational performance and stock prices, the complexity of corporate governance standards makes a case for the need of a systematic and quantitative evaluation approach for corporate governance (Strenger, 2004). 

Based on the analysis of S&P’s mechanism for corporate governance, Collins et al (2005) add that higher governance benefits from higher credit ratings as compared to the firms having weak governance results and practices. Collectively these governance issues and ratings are related to organisational performance since shareholders and banks want assurance from boards and managers that they work for long term interest of the company maximising profit and overall performance. Boards and managers are accountable for corporate governance and organisational performance (Drucker, 1999) and investors may intend to pay more for consistent and reliable corporate governance in a company (Nicholson and Kiel, 2007). This discussion leads one to understand that corporate governance has its roots in agency theory, stewardship theory and resource dependence theory. Agency theory concentrates on the links between board independence and leadership structure along with operationalisation of organisational performance (Fama and Jensen, 1983). Stewardship theory contends that managers are trustworthy and agency costs will be minimised to the benefits of the company and investors (Donaldson and Preston, 1995). Resource dependence theory can help one to analyse links between directors and managerial behaviour leading to changes in the organisational performance. This theory confirms an essential link between organisation and its required resources stemming from a resource based view of an organisation (Pfeffer and Salancik, 1978; Wernerfelt, 1984, Barney, 1991). These above mentioned theories address that top management activities are a source and influencing factor for shaping the good corporate governance in the organisation and ultimately having effects on the organisational performance. 
“A common limitation of these theories arises from lack of process constructs and an overemphasis on input–output variables in the empirical tests” (Forbes and Milliken, 1999, p.490). 
Top management and managers have control over allocation and generation of resources which create opportunities for complications in the governance standards of the firm. This takes one to the main problem of corporate governance that its scope covers the entire responsibilities of company and its management to its all stakeholders namely, clients, investors, employees and community (Hurst, 2004 as cited in Mintz, 2005). 

To control the management behaviour, numerous acts, laws and regulations are developed and implemented by governments worldwide. Major developments include Sarbanes–Oxley Act (SOA) 2002 in USA; formation of Public Company Accounting Oversight Board (PCAOB); report of the committee on the financial aspect of corporate governance – the Cadbury Committee 1992 in the UK; combined code on corporate governance 2003 in the UK (www.ecgi.org); International accounting standards IFRS and GAAP in implemented in the EU and US; International Accounting Standards Board (IASB) and OECD principles of corporate governance in 2004. 

These all rules have a common theme of ‘compliance or explain as a rule’ but they do not help in increasing the ethics and honesty of managerial behaviour; effective management of company’s strategies and resources; organisational performance and risk management or accountability of employees within the firm. Governments as a regulator exert the reporting pressures on a board, top management or auditors of large companies which are in hundreds of numbers, but no control over the employees which are in the hundreds of thousands. Thus, the communication and setting of the ethics, responsibility and governance standards’ culture in an organisation is the major task for top management (Hawley et al, 1999; Mintz, 2005). 
When senior executive management (so called CXO or C-Level managers) and management board act for their own interests while neglecting public, retail investors, customers and employees, then it does not help to create an ethical culture or a set of appropriate governance standards which could reflect any integrity, honesty, accountability or transparency in their operations. Hence, an opportunity to create sustainable solution to governance issues rests with organisations and not their regulators. Thus, managers can influence governance standards and organisational performance more than regulators (Drucker, 1999, Nicholson and Kiel, 2007). This proves a major point for ratings methodologies improvement sought here in this thesis that process and conceptual quality of ratings methodology could be improved more by managers of the companies by agreeing to a set of ‘higher standards’ and ‘what to measure’ for ratings rather than each country’s government regulators doing exercises such as US GAO report in 2011 and RARA by US Government in 2006. In the same manner, companies and CRAs could agree on governance standards as well. 

Researchers have attempted to compare firms based on governance standards measurements in terms of transparency, executives’ commitment, social responsibility, information disclosure, ethics, employee and shareholders rights (Tsipouri and Xanthakis, 2004). A major drawback of corporate governance is the non-disclosure of activities and information hold by top managers and employees to regulators, shareholders and community until it is too late for any corrective measures. When this information comes to the public domain or market, it creates ratings and stock prices downslide within no time. The disclosure can be either voluntary or based on the regulations laid down by securities law and stock exchange listing rules. Companies disclose operational and governance standards in their annual reports, other statutory filings and presentations on their websites for two purposes: compliance and provide positive outlook to investors. 

Companies attempt to decrease their cost of capital by releasing information to its investors and thereby nullify any information asymmetry as well. This works in favour of the companies because information disclosures minimises the uncertainty over earnings and earning management of the firms, which if positive places company in the competitive position in its industry environment. Bauwhede and Willekens (2008) found in their research on corporate governance of the European companies that degree of information disclosed is directly associated to their ownership, control and turnover of these companies. Hence, the discussion pertaining to corporate governance supports that corporate reputation and its ratings are influenced by the corporate governance standards followed and disclosed by a company. 


2.7.3	Corporate brand and image perspective
Presently the concept of corporate image is applied in numerous contexts such as image of a brand, a store, a company or a nation in the management literature. Dichter (1985, p.75) defines an image as “the total impression an entity makes on the minds of people and argues that images are a powerful influence in the way people perceive and react to things”. Image has been often linked to the portrayal of one’s personality (Dowling, 1988). 

Corporate reputation or images can cause the halo effects or simple inferences wherein customers think that a group of attributes defining a company or characteristics of company’s products or services ‘stand together’, for example, ‘big is powerful’. Corporate images are formed by stakeholders based on the news, announcements, reports, results, leadership, symbols, slogans, advertising and product quality (Reynolds, 1965; Kennedy, 1977; Dowling, 1986). This organisational information is processed by individuals as knowledge structures and not as a photo or an image. For example, more people might know a CEO of the company rather than the company itself which is a case of CEO branding. To the contrary, one may not know who is a CEO of Apple in a remote village but mobile phone users in the same village could tell iPhone is from Apple Company and may recognise Apple’s logo immediately, which is a case of company’s branding and activities forming an image.
Thus, a corporation’s image can be formed and measured by representation of the firm’s culture and activities such strategic planning, decision making, business processes and operations leading to the overall representation of the firm to the community they operate in (MacInnis and Price, 1987). Since a company serves multiple groups of publics and each group has different set of interactions with company, multiple company images are created. For example, a same company’s image is different for a customer and a shareholder. These images are based on the personal factors such as feelings, personality of employees and customers; or the company determined factors such as advertisements, products quality. Therefore, overall corporate image is progressively formed when each person describes, recollects or relates to the company (Dowling, 1988). Companies however attempt to project an ideal image by customising the set of factors and attributes while communicating these elements to the public domain. For example, a company’s forecast of performance and financial data is of vital importance to financial analysts. In rapidly changing market environments such as electronic trading of indices or equities, any information regarding a company, its performance or image could have cyclical effects on stock price movements. This domain of activities formed by responses and counter responses create markets through information. This was one of the major components in spiral effects of global credit crisis in 2007 – 08 (Acharya and Richardson, 2009). 

According to Dowling (1986, 1988) framework, factors such as active - passive; strong – weak or good – bad can be utilised to explain the corporate image. Examples are volatility of stock price or takeover activity can be explained as active or passive; the control over market share can measured as strong or weak; and likelihood of anti-company actions by special interest groups can be termed as good or bad factors. Corporate image can even be formed because of super, subordinate or leadership images for example country of origin, type of industry, brand or a famous CEO. Hence, it is vital to find relevant levels in the structure of a company (Kennedy, 1977; Fountain et al, 1986). For example, companies use taglines, advertisements, slogans, logos, designs and even CEO branding to emphasise or to differentiate the company’s image in the competitive industry landscape as a main tactic of their corporate, business and marketing strategy initiatives. It can be summarised that company image depends upon factors such as characteristics of groups of interest, relationship among different company images and how a company and whole industry present themselves to various stakeholders (Dowling, 1988).


2.7.4 Corporate sustainability view 

The ‘global’ has become an overly used word during the last three decades in business management literature; similarly in the recent years, corporate sustainability (CS), corporate social responsibility (CSR) and corporate social performance (CSP) have become overly used jargons in the management lexicon along with their meanings and usages often became diluted and overlapped. 
In this thesis, a dimension of corporate sustainability (CS) is discussed as an outcome of best practice standards adopted in governance and activities of managerial hierarchies; as a performance dimension to measure the output of corporate strategy actions or sustainability strategy; and a dimension which presents the longevity or long-term competitive survival of any large, multinational and publicly traded company. 

Sustainability has drawn attention from researchers, analysts and investors after the collapse of many high ranking companies (Aaronson, 2002). Such collapses are proved catalytic not only for financial performances but with advent of technology and ecological issues, companies social and environmental performances have come under scrutiny. The barriers between investors, customers, community, regulators and so called pressure groups have come forward collectively whilst forcing some companies to embrace the concepts of corporate sustainability and its underlying construct social responsibility (Knoepfel, 2001). This communication and efforts from stakeholders around the globe should have created strong emphasis from companies toward use of non-financial measures. However companies have taken it as a tool or an accessory (Knoepfel, 2001; Lo and Sheu, 2007) in their reports, websites and photo audits to win acclaim from these stakeholders rather than actually embedding sustainability within formulation of strategy or governance standards. This trend has achieved some progress in terms of practical examples of global reporting initiatives (GRI), Dow Jones sustainability index (DJSI) and Sigma guidelines, environmental accounting and reporting since companies have realised the direct effects of sustainability on the organisational performance (Knoepfel, 2001; Funk, 2003). 

The implementation of sustainability strategy requires a proactive approach by companies to manage their financial, human, environmental and social capital while considering stakeholder approach and effectiveness issues of equal significance as compared to shareholder value addition and operational efficiencies. Hence to improve the sustainability, a company requires dynamic capabilities to convert resources and assets into sustainable advantage through implementing corporate responsibility and governance standards. Because of these reasons, the sustainability strategy should address business context, business process, people and implications for stakeholders (Robinson et al, 2006). This proves a concept of sustainability is not limited to ecological problems such as carbon footprint or emission standards but it is about long term association of business activities and company both getting accepted in the community they operate in (WWF, 2003; Robinson et al, 2006). There is a notion that non-financial measures or social responsibility initiatives reduces profit margins; however this is not true as sustainability strategy and corporate governance initiatives could result into improved access to finances, human capital, risk and pollution reduction, increased corporate reputation and image, brand value, market access and repeat business (Robinson et al, 2006). This sustainability view provides a long-term view of company performance which stems from corporate social responsibility, knowledge and organisational learning process and improved corporate governance standards (Porter and Kramer, 2006). 
For example, Skandia – a major Swedish financial services firm, adopted to report intellectual capital so that shareholders know in detail about the importance of company’s intangible assets such as technology, employee competence, patents, trademarks, image and reputation (Edvinnson, 1997). 

The concept of sustainability is starting to be extended further to investments, market value (Lo and Sheu, 2007); and beyond the work of balanced score cards and triple bottom line (Perrini and Tencati, 2006). Lo and Sheu (2007) found a significantly positive relationships about Tobin’s q (as value of the firm) and corporate sustainability; sustainability and sales growth on firm value; and sustainability strategy and increase in value delivery. Thus, corporate sustainability is as an outcome of sustainability strategy whilst the construct of sustainability becoming multi-dimensional covering domains of environmental conservation and protection, social capital, public acceptance, corporate governance and firm’s market value and image. 

This is supported by Dow Jones Sustainability Index (DJSI), which considers corporate sustainability as “a business approach that creates long term shareholder value by embracing opportunities and managing risk from economic, environmental and social dimensions”(www.sustainability-indexes.com, 2012). 
 
The DJSI considers equal weight of 33% for economic, environmental and social measures as shown in Figure 2.9. In addition to the hundreds of questions about three dimensions in their main questionnaire, DJSI measures corporate sustainability by another media and stakeholder analysis which consists information about financial, reputational and compliance risks of the assessed companies. The information is obtained from media coverage, stakeholder commentaries and other public domain accessible sources but currently DJSI has a supplier called Rep Risk to provide this information. The DJSI claims to use the factors that have impacts on companies’ future success and survival but usually not addressed in the traditional financial analyses (www.sustainability-indexes.com, 2012).   
Figure 2.9 Corporate sustainability dimensions of Dow Jones Sustainability Index

Source: www.sustainability-indexes.com (2012)

The growth driver of the sustainability concept is corporate scandals which signified the need for governance, transparency and accountability with a socially responsible approach of carrying out business activities. However, the overlapping between CSR and CR has increased the ambiguity and difficulties in their implementation processes (Henderson, 2001). CSR and CS lack clear purposes and a standard definitional landscape (Van Marrewijk, 2003). 
Funk (2003) clarifies that a decade ago corporate responsibility meant human rights and related social aspects and sustainability used to mean environmental aspects, whereas now sustainability means the sustainable future state or long-term success of the company. Wempe and Kaptein (2002) provide another distinction that CS is a final outcome whereas CSR is an implementation phase wherein firms attempt to manage profitability, human capital and processes. Van Marrewijk (2003) says that CS is related to agency principle aspects such as value creation, human capital whereas CSR is communication related aspects such as people, organisations or stakeholder dialogue. It can be summarised that CS is an overarching concept or second order multi-dimensional output variable which can contain CSR activities regarding economic – social – environmental (ESE) responsibilities (Lo and Sheu, 2007). Companies have realised that sustainability is about implementing corporate strategies that will result into long-term success which will not only help companies but it would also help people and the planet. And, in this manner businesses would survive and thrive in the long run. The activities of companies can be supplemented by regulators and governments since ESE dimensions transcend national and corporate boundaries (www.CIMAglobal.com, 2010).  
Findings of the UK, USA and Canadian companies’ sustainability practices show that the most critical drivers for sustainability results are compliance, cost cutting and efficiency measures and financial resources allocation. Companies such as Marks and Spencer, General Electric, ASDA (Wal-Mart) and Catalyst Paper have increased their profitability and efficiencies even though some of them have implemented sustainability initiatives rather than profits as their goals. However as discussed, researchers, analysts and consulting industries have formed a collective view that sustainability is not addressed properly in terms of input, implementation and output processes (Epstein and Roy, 2001; Perrini and Tencati, 2006; Robinson et al, 2006; Lo and Sheu, 2007; Husted and Allen, 2007).

2.7.5	Board performance view 

Company boards are formed to monitor, control and work as a link between company managers and other stakeholders such as investors and regulators providing the company management with necessary guidance, advice and supervision. Thus, the major aim of any board is to deliver performance in terms of creating and maintaining superior governance and value addition as shown in Figure 2.10, an evaluation tool which was developed by Van den Berghe and Levrau (2004) in their research on developing board effectiveness ratings. As mentioned in Figure 2.10, the board’s effectiveness can be explained by analysing CEO recruitment and compensation practices, outside director shareholdings, board structure and composition, ownership layers, governance mechanism and decision hierarchy.
















Figure 2.10 Board performance criteria



Sources: Van den Berghe and Levrau (2004, p.468) 

The board is responsible as the highest custodian of the company’s business, assets, employees and shareholders and overall effectiveness. For example, the board has authority to sack a CEO; to decide about mergers and acquisitions or to finalise salaries, dividends or stock offerings (Van den Berghe and Levrau, 2004). 
Boards face increased pressure following many corporate cases of corruption, false accounting or insider trading. Such cases show ineffective boards or board performance issues. The main problem in assessing board performance is the high level of secrecy maintained for strategic issues and activities of companies. To measure board performance one has to understand and analyse measures such as organisational performance, stakeholders’ satisfaction, strategy mapping between resources allocated and strategy outlined in annual or other official reports (Schmidt and Brauer, 2006). 

This has led to regulators creating inquiries, codes of conduct or new compliance reforms such as the Cadbury report in the UK, the Preda code in Italy, the Vienot report in France, the Sarbanes-Oxley Act of 2002, the Berlin initiative or Cromme commission or regulatory guidelines issued by New York Stock Exchange (NYSE) and the National Association of Securities Dealers Automated Quotations (NASDAQ) (Schimdt and Brauer, 2006; Finegold et al, 2007). Companies have to comply with these acts and legal frameworks of corporate governance issues and stabilise the governance and create appropriate boards. For example, the Sarbanes-Oxley Act regularises internal controls formulation, testing and auditing which ultimately results into number of non-executive directors and audit committees monitoring compliance conformity. This does not guarantee board or company performance and does not help to increase investors’ confidence in the markets. This practice has infused another problem of having many tick-box procedures rather than focusing on real strategic issues and decision making effectiveness (Sonnefield, 2004; Schmidt and Brauer, 2006; Finegold et al, 2007). 

This has certainly not helped the companies to create a process of having good governance and achieving organisational performance (Dalton et al, 1998; Finkelstein and Mooney, 2003 as cited in Schmidt and Brauer, 2006).  Thus, boards’ effectiveness or performance measures is an unresolved issue but it can be best assessed by comparing company clusters for their resource allocation, strategy content, process and implementation, success rate of decision made,  and overall organisational performance (Harrigan 1985; Porter, 1985; Van den Berghe and Levrau, 2004; Finegold et al, 2007). 

In the cases where boards cannot deliver the effectiveness in their decision making, or company performance is low in the industry, or stock price decreases considerably than activism from shareholders or employees is expected. Such cases of shareholder or employee activism also affects the governance or overall company ratings. 
This magnifies the agency theory problem of owners (shareholders or principal) – manager (agent) conflict (Karpoff et al, 1996). There have been instances of increased performance or governance due to shareholder activism. For example, 42 USA companies targeted by CalPERS managed to increase their performance beyond the average of S&P500 index by 7.2 % per year (Nesbitt, 1994 as cited in Finegold et al, 2007); 117 firms targeted by Council of Institutional Investors (CII) outperformed S&P500 index more than 900 basis points 2 years after listing (Finegold et al, 2007). These cases good performance of targeted companies can be due to positive macro and macro-economic factors as well. However, researchers and market analysts agree that good governance or higher board effectiveness can definitely increase overall organisational performance (Finegold et al, 2007). In this manner, governance or ownership could affect top management behaviour and organisational performance (Thomsen and Pedersen, 2000; Mitton, 2002). 


2.7.6	Corporate social performance view  
Corporate social performance (CSP) and related concepts of corporate social responsibility (CSR), corporate reputation (CR1), corporate responsibility (CR2) and corporate citizenships (CS) are present in the literature from four decades ago but their domains have still been ambiguous, not clearly defined and are in a lack of agreement between researchers (Wood, 2010). This confusing overlap has occurred due to conceptual closeness between these concepts and their convergence toward common focus on performance, society, stakeholders and company itself (Wood, 2010; Quevedo-Puente et al, 2007). Early work of Carroll (1979 as cited in Wood, 2010) to develop three dimensional corporate performance model laid the foundation for CSP. Extending such a concept, CSP is viewed as an outcome of organisational activities that can impact on stakeholders and wider community (Wood, 1991). The Wood’s model of CSP as shown in Table 2.20 considers corporate social responsiveness as a central activity and financial performance is accounted as one of the many outcomes of applying social responsiveness processes (Wood, 2010).  

Table 2.20 Wood’s model of corporate social performance
	PRINCIPLES OF SOCIAL
RESPONSIBILITY
	PROCESSES OF
SOCIAL RESPONSIVENESS
	OUTCOMES &
IMPACTS OF PERFORMANCE

	Legitimacy:
Businesses that abuse power society grants them will lose that power. 
	Environmental Scanning: 
Gather the information needed to understand and analyse the firm’s social, political, legal and ethical environments. 

	

Effects on people and organisations

	Public Responsibility:
Businesses are responsible for outcomes related to their primary and secondary areas of involvement with society.
 
	Stakeholder Management: 
Active and constructive engagement in relationships with stakeholders. 
	

Effects on the natural and physical environments

	Managerial Discretion:
Managers and other employees are moral actors and have a duty to exercise discretion toward socially responsible, ethical outcomes. 
	Issues/ Public Affairs Management: 
A set of processes that allow a company to identify, analyse, and act on the social or political issues that may affect it significantly. 
	


Effects on social systems and institutions



Source: Wood (2010, p.54)

The major difference between these two outcomes reputation and social performance is that reputation is mainly informational and perceptual; on the other hand social performance is a more objective dimension resulting from the company’s action and attitudes. Over the years actions leading to CSP can increase the future stock of corporate reputation. 
Thus, CSP can be defined as the organisation’s legitimate activities with all stakeholders by institutional standards context over multiple time horizons (Quevedo-Puente et al, 2007). This is possible because economic indicators convert company’s past performance into future expectations of corporate actions and performance (Quevedo-Puente et al, 2010).  

Both CSP and CR have direct relationship with financial performance (FP) and credit ratings agencies rely heavily on financial performance; CSP and CR have indirect impacts on company ratings (Sabate and Puente, 2003).  The major quest is to find what makes organisations to engage in CSR initiatives (Rodrigues et al, 2006; Muller and Kolk, 2010).  

There is a clear divide between researchers who consider CSR intrinsically and those who consider CSR extrinsically driven (Swanson, 1999: Muller and Kolk, 2010). For example, intrinsic drivers can be management commitment to ethics or governance standards; and extrinsic drivers can be trade intensity, foreign direct investments or shareholder activism (Muller and Kolk, 2010). Three major dimensions of CSP measurement mostly applied in the literature are environmental performance, community relations and employee relations. These dimensions have objective indicators applied to measure them such as    (i) renewable energy consumption for environmental, (ii) gender diversity such as women as a share of total management for employee relations and (iii) social responsibility as a percentage of profit for free internships offered to community (Deakin and Whittaker, 2007). However, corporate social performance can be considered as an outcome of company’s socially responsible activities which is discussed in the following section. 



The social responsibilities of the businesses
It is true that the ultimate goal of businesses is wealth maximisation but social responsibility activities can be aligned with it and increased societal interests by large companies can increase the community acceptance of their businesses (Keim, 1978 as cited in Wood, 2010). Porter and Kramer (2006, p.89) stated in their findings that 
“typically, the more closely tied a social issue is to the company’s business, the greater the opportunity to leverage the firm’s resources and capabilities, and benefit society”. 

Such initiatives can prove beneficial to companies, for example Nestle’s Milk District project in India and Microsoft’s $50 million 5 year initiative with American Community Colleges. Roberts (1992) using stakeholder theory for CSR determinants suggests that although businesses are profit oriented, the larger firms are able to greatly influence on society and thus, in return have moral and ethical responsibilities to utilise financial capital in a philanthropic way to contribute to meeting social needs. Lessem (1977) studied social reporting practices of companies in America, Europe and Scandinavian countries to know how to report social performance dimensions and found that companies could not restrict their actions and communication regarding social issues in management to one single domain. Several complementary issues have to be addressed simultaneously. Such a complexity and growth of CSR concept confirms multi-dimensionality of social responsibility and social performance. For example, 
“In 2005, 360 different CSR related shareholder resolutions were filed for issues ranging from labour conditions to global warming” (Porter and Kramer, 2006, p.80). 
This allows one to confirm the view that CSR initiatives is an input to achieve the benefits for firms and society which can be measured as CSP – an output. 

Different parameters which can affect company performance and credit ratings are explained in the previous discussion which reveals that sustainability strategy, CSR strategy or corporate governance are input to achieve output in terms of corporate reputation, corporate social performance or corporate sustainability. This leads one to conclude that ratings could be given either on selection of input options and strategic choices; or output performance measures such as corporate social performance, reputation or sustainability. The next section of findings from the review of literature details gaps and problems in the existing credit ratings system which leads one to develop the improved process of ratings methodology based on the support of valid inferences from literature.     


2.8 	Conclusions
The detailed review of existing ratings methodology literature is concluded in the form of two components. The first component is the gaps found in the credit ratings literature and flaws found in the current practice of credit ratings. The second component deals with the major inferences from the credit ratings’ literature which provide substantial evidence to support a possible solution to said gaps.

Gaps in existing credit ratings literature: 
The above sections of credit ratings literature review has revealed following flaws in the existing system of credit ratings by CRAs and gaps in the ratings’ literature. 
1. The CRAs focus to derive the credit ratings is mainly quantitative even though they have dimensions such as competitiveness or growth in the ratings basis and dimensions of such ratings variables are not disclosed by CRAs.
2. The neutrality, precision and clarity requirements of existing credit ratings system are not fulfilled and their practical examples are seen in the stock market history. This creates a need for more comprehensive, clear and overarching conceptual measurements to derive ratings. 
3. The current measures are insufficient as they mainly measure only three dimensions: business risk, financial risk and liquidity or solvency. This method of over-reliance on a few objective financial results suggest there is urgent need for improvements in the current ratings method.  
4. The current ratings systems have overlooked dimensions such as corporate governance, corporate social responsibility, corporate reputation, image and corporate social performance. There is dimension of sustainability but the measures adopted for this dimensions are not sufficient as it is not considered as output or part of company performance by CRAs. They consider it as part of input strategy but then its implementation or strategy consistency is not measured.    
5. The current system of issuer pay is not trustworthy and the same CRAs issues unsolicited ratings until the issuer pays them for solicited ratings. This is a major flaw in the process as both parties have conflict of interests without caring about the effects of ratings on the market, economy and investors. 
6. With the addition of short-term ratings, ratings outlook and ratings watch lists, the role of CRAs have shifted from solely information disseminators to strong influencers of financial options, cost of capital, capital availability and stock price movements for companies who are rated in either form: solicited or unsolicited. This definitely requires central governments or SEC intervention as many complaints are raised towards undue treatment over unsolicited ratings issuance. 





Major inferences from existing credit ratings’ literature: 
The following major inferences are made based on the review of existing credit ratings literature.  These observations will help to build a practical solution so as to remove or to nullify flaws found in the existing practices of credit ratings and gaps in its literature. 
1. Corporate governance mechanisms can help to improve transparency and information disclosure levels in the organisations which may the impact corporate image and reputation of any organisation.  
2. CSR and corporate governance standards are strategy implementation stages of companies which seek to achieve corporate reputation and corporate sustainability as an outcome.  
3. Stakeholders’ activism can be a result of poor performance or corporate governance implementation and the same stakeholder actions and their expertise can be an input to strategic planning of the company. Therefore, stakeholder actions can act both as input or output for the company. 
4. Dimensions such as stakeholder relations, sustainability and competitiveness can affect the economic value of credit ratings and effects of issued ratings.   
5. Current ratings methods require neutrality, accuracy and clarity as the main criteria for them to be considered as reliable and valuable ratings. 
6. Current CRAs, companies (issuers), investors and regulators have conflicting issues between them which can be partially resolved by new regulations and laws for ratings industry.  
7. The effects of credit ratings due to announcements of ratings upgrade or downgrade, outlook, watch lists can be catastrophic in terms of liquidity, interest rates, money supply or regional or industry growth. 
8. Financial performance, financial risk and business risk are mainly measured to derive existing credit ratings which creates need for more comprehensive ratings based on more over-arching and multi-dimensional variables such as overall organisational performance. 
9. Corporate governance ratings can also affect company performance.
10. There are direct relationships found between information disclosure and company performance; corporate governance and company performance.  
11. Strategies for CSR, CS and CR are value adding strategies which result in increased organisational performance. 

Identifying a link between credit ratings and organisational performance: 
The previous discussion of the ratings literature included various dimensions such as corporate reputation, corporate governance, investor confidence and corporate social performance from literature. Additional dimensions of financial performance, competitiveness and management structure are evident in current methods of major CRAs. These CRAs have more than 80% of the market share of existing credit ratings industry. 

The relationship between default risk or credit ratings and financial performance is applied and utilised in the existing credit ratings method by all CRAs. The relationships between governance and organisational performance (Brown and Caylor, 2004; Becht et al, 2005); competitiveness and organisational performance (Neely, 2007) and social responsibility and organisational performance (Porter and Kramer, 2006; Wood, 2010) and governance ratings and organisational performance (Black, 2001; Larcker et al, 2007; Renders et al, 2010) are proven. However, Renders et al (2010) suggest that governance ratings affect the firm’s performance rather than performance affecting the company’s rating. Hence, there is no direct link between credit ratings and overall organisational performance’s effects on each other but there is a causal link between them which is agreed by researchers. Alternatively, CRAs agree that ratings can be performance based but they utilise only one component of organisational performance; that is financial performance.
       
This suggests the first proposition of this thesis: one can utilise overall organisational performance as a major criterion to improve the quality of credit ratings; and if these new improved ratings are not measuring credit risk or default risk and are issued for the whole company then they can be termed as company ratings rather than credit ratings. 

Which dimensions should be included and how to measure them for an overall organisational performance would again depend on each industry sector (Porter, 1991; Bourne et al, 2002: Neely, 2007). Organisational performance is a multi-dimensional concept as well which can be measured with a set of comprehensive indicators which would then take into account quantitative and qualitative dimensions of the current and future performance prospects of an organisation. The next chapter will review literature to reveal what are the important dimensions to measure for overall organisational performance and the development of a strategic performance concept.  

This chapter described and reviewed the academic literature concerning the history and evolution of ratings, current practices in credit ratings, major ratings agencies’ detailed methodologies and their roles and factors affecting ratings. Gaps and observations from review of literature make a case for a theoretical proposition of organisational performance based company ratings. This will lead to develop a set of practical recommendations of suitable measures to provide new company ratings in the later sections of this thesis.    
[bookmark: mediastakeholder]
Chapter 3	Literature review of organisational performance 

3.1  	Introduction
This section of thesis is the first step for searching answers for the research problem and in fulfilling research objectives as defined in the previous introductory Chapter One and credit ratings issues found in Chapter Two. In doing so, this section of the thesis becomes a necessary component as the theoretical foundation of this research. The direction setting of this chapter has the main purpose of critically reviewing the existing theories, concepts and measurement frameworks within the domain of organisational performance, its measurement and management in the field of strategic management so that one can derive researchers’ view about overall organisational performance measurement.  

This chapter is divided into the following segments: strategy and performance links leading to an explanation of organisational performance measurement as a core concept in the major field of strategic management, analysing organisational performance as a theory or variable; current practices and challenges associated with performance measurement and review of prevalent and widely accepted performance measurement frameworks. Thus, the literature review will enable to identify gaps in the existing literature by analysing previous studies while locating one’s own investigation on the same continuum in a broader context. The analyses of the published academic (peer reviewed) literature will be critically reflective in order to position the final research outcome into it so that contribution to the knowledge made by filling the gaps is known (Easterby-Smith et al, 2009). The literature review contains: what is known about the topic; what are the researcher’s comments about the known information, is there any answer available to the research questions proposed, has someone else done a similar analysis as compared to the proposition, where does the researcher’s work fit into the body of knowledge and finally, what is the significance of topic under investigation (Silverman, 2000; Easterby-Smith et al, 2009; Gray, 2010; Sekaran and Bougie, 2013). 

The understanding of this review further enables mapping of the research context in terms of both a wider scope of the subject under investigation and the inner progress of this research enquiry simultaneously. Thorough literature review provides recognition of the emerging themes and patterns from discussions of various debates. This helps in four ways: (i) reviewing a broad range of specific research, (ii) highlighting the leading issues, (iii) identifying themes which have not received proper attention in the previous studies and finally, (iv) obtaining the supporting evidence to gain insights into a new proposition.  Hence, this chapter presents a comprehensive and critical review of the literature. 

The first point of unfolding the discussion is explaining performance measurement in the strategy field and links between strategy and performance. Then, the next structural blocks of this review are aligned from one to the other in the manner of a logical and sequential flow. Lastly, the chapter has concluding remarks while mentioning the gaps or limitations found in the body of knowledge concerning organisational performance measurement and management.    

The research process selected for this chapter comprises: (i) selection of data bases and journals; (ii) applying key words for searching and downloading the full text or abstract of articles; (iii) categorising these articles into core, relevant and peripheral segments for a detailed review; (iv) coding them with year and new short title and, finally                  (v)  classifying these articles into divisions namely, strategic diagnosis and performance links, organisational performance, organisational performance measurement or management, existing performance measurement models and their criticism, business performance and its measurement studies, research methods and company ratings linked with organisational performance measurement; and specific perspectives such as organisational performance  as a theory or variable, social responsibility or social performance, financial or non-financial performance.   

To date the researcher has reviewed more than 700 academic articles and various books on strategic management, organisational performance and business performance measurement ranging from 1992 to 2010. Such an extensive literature review does not end at once but it is an ongoing process. Hence, this review was kept updated with more addition while other phases of the research were under process such as interpreting the results and analyses of the findings. Such a rigorous procedure of literature review increased the reliability of the information and its sources. For example, journals such as the Academy of Management Review, Administrative Science Quarterly, Management Science, International Journal of Operations and Productions Management, Journal of Management, Long Range Planning, and Strategic Management Journal have provided a great deal of quality literature in this field (Neuman, 2006). 

This study analyses research from many different perspectives of organisational performance, business performance, superior performance, organisational effectiveness and excellence, operational efficiency, sustainability and stakeholders’ management, management control and dynamic theory of strategy as pillars of the theoretical foundation (Freeman, 1984; Venkatraman and Ramanujam, 1986; Porter, 1991; Kaplan and Norton, 1992, 1996; Neely et al 1995, 1999, 2004, 2007; Laitinen, 2002;  Pike and Roos, 2004; Perrini and Tencati, 2006; Norreklit et al, 2006; Richard et al, 2009; Yip et al, 2009). 


Inferences and conclusions drawn from these studies focus on which dimensions and constructs are valid and reliable to measure overall organisational performance, as well as the reasons for selection and utilisation of research methods for the organisational performance measurement. 

3.2	Strategy and performance measurement  
In the light of current growing debates about performance in the strategic management field and in the business world about performance of the companies in the current economic crisis, it is appropriate and required to do scholarly research work which can contribute effectively. Current requirements concerning new credit rating systems by investors and governments provide the opportunity to draw lessons, to set an agenda and to undertake further research in the domain of organisational performance. Before starting to review phenomena, one must find the roots of this domain within this context. 
      
Strategic management can be divided into two major branches: content research – i.e. looking into what constitutes sustainable competitive advantage and process research –how strategies emerge and implemented. Alternatively, content stems from the strategy part and process from the management part. Researchers believe that it is difficult to close the gap between these two branches as they have different languages, concepts, techniques and tools wherein they operate (Mellahi and Sminia, 2009).  

Porter (1980, 1985) provided the structure – conduct – performance paradigm to explain the concepts of industry structure, strategic groups and competitive factors leading to firm performance. The salient feature of Porter’s theory states that industry forces have the highest influence on a firm’s performance. This takes a stance of competitiveness of the firm getting affected by external forces, events or stakeholders activities. 
On the contrary, researchers with a resource based view argue that firm level resources and capabilities with concept of human capital development can have the major impact on firm’s performance (Barney, 1991; Wernerfelt, 1984).  Later many debates on this topic have become dull with hair-splitting issues while not significantly advancing the field. This led to a fundamental question for strategy researchers i.e. ‘what leads to success of the firm?’ (Peng et al, 2008 as cited in Mellahi and Sminia, 2009).  Researchers would like to claim later on the basis of findings and results of this study that it is the ‘strategic performance’ that decides the future of any company. Strategy process would be the major contributor to this rather than strategy formulation and strategy implementation. The ‘strategy-as-practice’ approach looks into this as micro process (Jarzabkowski and Spee, 2009). 

Supporting this argument, Peng and Pleggenkuhle-Miles (2009) say that institution based view is a suitable perspective as an overarching concept to understand the factors that affect global performance. There are clear indications that ‘outcome’ shall be included in the strategy-as-practice research. Thus, the effectiveness of strategy praxis has become integral part of such a research agenda. To date performance as a dependent variable has been limited to either financial or operational measures which is a limiting constraint for such a vast domain of the study (Jarzabkowski and Spee, 2009). Hence, the organisational performance domain can be divided into many activities in a logical sequence such as: monitoring, measuring and controlling the results (output) of organisational activities and results of firm’s strategy (input). This may include finer actions of devising and reading key performance dimensions and indicators, evaluating corporate social performance and reviewing strategy formulation – implementation and monitoring as continuous processes. This leads one to ascertain the links between strategy and performance as follows.
         
3.2.1 Link between strategy and performance 
Any monitoring activity or control process of keeping organisational attributes within their prescribed limits has the purpose being successful in the business. Hence, this aspect of strategic control has led many multi-national firms to accept and to develop the ideas of performance measurement and management. Assessment of performance and suggestions for improvement usually leads to the modification in resources allocation or strategy content, process or implementation. These business specific views consider strategy as an alignment of internal strengths and weaknesses against external opportunities and threats. This needs managerial values and actions to support accurate implementation of business or corporate level strategies (Andrews, 1987, Pehrsson, 2001). Variables external to the firm and which cannot be controlled are defined as environmental variables. These may include market dynamics, market growth and five forces of industry as explained by Porter (1980, 1985). Thus, optimum business strategy can influence organisational performance which will then reflect a degree of its success (Ginsberg and Venkatraman, 1985; Miller, 1988). This requires in-depth understanding of the company situation. From the other side of this perspective, one can say that if specific internal and external dimensions are found which then will help generalising and formulating optimum strategy beyond firm to the industry group. 
Such a cohesive group strategy could benefit industry and in turn the each participating firm’s performance. Many researchers of organisation theory, competitive focus and strategy of the firm have debated the strategy-performance relationship (Miles and Snow, 1978; Porter, 1980; Thompson and Strickland, 1998). This proves the clear links and impacts to each other between firm’s strategy and overall performance (Allen and Helms, 2006). On the other hand, upper echelons’ research considers the relationship of the top management team and executives to organisational outcomes or attributes. This theory views organisational performance as a dependent variable of strategic and top management team (TMT) or board actions which is moderated by operational and decision making processes along with TMT characteristics (Hambrick and Mason, 1984; Carpenter and Reilly, 2006). This is another evidence of the strong linkages between strategy processes and organisational performance. The next section explains in detail about the origin and evolution of the organisational performance measurement concept and analyses it further to assess that how organisational performance stems from strategy of the firm. 
    
3.3 The concept of organisational performance (OP) 	
Organisational performance in its basic form means an output of organisational input or activities which is measured in terms of achievement of planned targets. The roots of organisational performance can be found in the concepts of management control, functional and departmental control, competition in the market, improving financial results, appraisal of capital investments and strategic changes like technology adoption, product or market expansion, leadership change or business process change. All these activities can affect the overall performance as these activities are carried out with a collective aim of all involved stakeholders to increase organisational performance. Furthermore, measurement of performance, if done correctly, can transform the organisation. Therefore overall measures of performance can not only show the current state of the organisation but can reveal the future path necessary to be followed to achieve the strategic vision, mission and purpose. Although it is such an important dimension for measurement and strategic diagnosis of the firm, organisational performance measurement still lacks intellectual or transformational development (Neely, 1999; Marr and Schiuma, 2003; Franco-Santos et al, 2007). Researchers from the various management streams of strategy, operations, finance, human resources, marketing, information systems, production and operations have contributed various definitions; however there is no definitive agreement on what constitutes overall organisational performance and how to measure it.      
3.3.1	Origin of the organisational performance concept

The performance of an organisation is defined by the ability of a firm to produce the necessary output in a pre-set dimension with regard to the target. This requires a set of key dimensions from a firm’s strategy, and short-term and long-term goals to be achieved in order to have advantage over other competitors (Laitinen, 2002). 

Atkinson et al (1997) define the organisational performance measurement system as a tool to monitor contractual relationships generated from the senior management’s planning and activities with its stakeholders. The main aim of the measurement process is to help the firm in achieving the organisation’s primary objectives. Secondary objectives might be defined by transactions between various stakeholders and the firm (Atkinson, 1998). Thus, one can justify the holistic approach between the monitoring of performance subject to achieving goals from strategy making and the implementation process. The integrated model of strategic performance measurement system can be described as shown below in Figure 3.1. The model shows that organisational performance measurement is an integral activity right from the start of strategy making. This proves that organisational performance and its measurement are not only the components of strategy implementation but are included in all phases of firm’s strategic activities (White, 2004). 





Figure 3.1 Integrated strategy and performance relationship activities
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Source: Adapted from White (2004, p.655)
The other idea is that from the very start of strategy making, what has to be operational. This means strategy should be in such a way that a firm is capable of strategy’s evaluation to be made in terms of performance indicators. Hence, monitoring of either strategy phases or its results in terms of organisational performance indicators can reveal state of the complete organisation. The other characteristics of such a monitoring process are its continual nature and a feedback loop extended to readiness of any necessary change in the strategy. On the one hand, monitoring needs strategic thinking which does not need any investment while building a perspective of strategic monitoring needs much of resources. Such a strategic monitoring and measuring of performance is possible when company has a good strategic profile. The strategic profile either can be created by a focus on set of attributes, a source of differentiation in these selected attributes and a compelling image, tag line or reputation of focus or differentiation. Just like strategy can be an emergent concept, monitoring is emergent which is continuous. Thus, strategy-performance monitoring enables organisational learning which in turn can result in more efficiency and effectiveness of the organisation and its strategy making (White, 2004; DeWitt and Meyer, 2006). 
Richard et al (2009) state that organisational performance comprises three outcomes profits, shareholder value added and market share. Richard et al (2009) consider organisational effectiveness a larger domain than organisational performance with which the researcher does not agree. This is because, effectiveness can be brought in as an outcome of actions and a subjective assessment can be made regarding a firm being effective. And, this in turn can lead to claims that the firm has higher performance when their resultant effectiveness of actions is high. Organisational performance has its roots in other fields such as planning, operations, finance, legal and organisation design and development. Many firms in recent years with growth of technology and market expansion have started to track and to measure their performance using available models and software. Commonly applied dimensions are financial, operational, customer satisfaction and employee based returns. The next section explains in detail how multi-dimensionality of the organisational performance has been increasing over the years by functional views and measurement concepts. Functional views include human resources, operations, finance, marketing and supply chain whereas measurement types include benchmarking, key indicators, financial ratios, activity rates, market and economic value added, triple bottom line, corporate governance, environmental and social responsibility.




3.3.2	Growth of organisational performance as a multi-dimensional concept 
The research carried out on the topics of the strategy and performance in recent years shows that organisational performance has evolved into a multi-dimensional construct from its early explanation in 50s and 60s (Drucker, 1999; Cameron 1980; Venkatraman and Ramanujam 1986; Kaplan and Norton 1992; Neely et al 1999; Maltz et al, 2003).        What happens in the real time situation within organisations is a trade-off of achievement of one dimension for the other. For example, profitability versus growth or efficiency versus growth, this leads to a debate over which dimensions actually constitute the best measurement of the overall organisational performance. The major issue is how to measure the various dimensions simultaneously and how to analyse their interaction contributing the value creation. One may conceptualise the organisational performance as a multi-dimensional, unobservable, second-order hierarchical construct. Such a variable can be extracted from financial, operational and stakeholder first-order constructs as proposed by Venkatraman and Ramanujam (1986). The first order constructs such as financial or operational performance can be further divided into profitability or production efficiencies respectively. Figure 3.2 provides one such example of the organisational performance measurement without suggesting any causal relationships between the measurement dimensions. Each first order dimension is operationalised into sub-dimensions as shown in Figure 3.2.






Figure 3.2 The organisational performance as a higher order construct
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Figure 3.2 shows the measurement sequence rather than the cause and effect relationships between dimensions. This means that higher level constructs can be measured comprising a set of lower level constructs but still cannot be defined as a function of these lower level constructs. Going beyond this existing measurement approach, this thesis proposes to apply new way of measuring organisational performance in terms of same level constructs having causal relationships with organisational performance. Furthermore these constructs can be measured by set of various objectives or subjective dimensions. This is explained in detail in the theoretical proposition. The next section explains the existing research on organisational performance. 



3.3.3	Existing research in organisational performance (OP)
This section reviews the prior research on the measurement of the organisational performance as a final dependent variable for companies. The identification and analysis of earlier research into organisational performance is carried out here in chronological order which explains the existing scenario of the field. It has been found from the literature on the measurement of organisational performance that there are actually very few studies directly addressing issues of how to measure an overall organisational performance as a dependent variable in the form of empirical research. Also, extensive literature reviews are very rare and there is no agreement about which themes, theories and models are significant for measuring which performance dimensions. Everyone cites their preferred references which is beneficial in terms of diversity but creates barriers for further theoretical development to build good theoretical foundations (Neely, 2007). Hence for this section, the author has adopted a different view of explanation and analysis which is in the order of years and authors respectively. Major researchers in the organisational performance theory (not frameworks) include Lenz (1981); Quinn and Cameron (1983); Dess and Robinson (1984); Porter (1985); Chakravarthy (1986); Venkatraman and Ramanujam (1986, 1987); Brush and VenderWerf (1992); Robinson (1995), and Murphy et al (1996); March and Sutton (1997); Maltz et al (2003), Perrini and Tencati (2006); Franco-Santos (2007); Richard et al, (2009); Yip et al (2009) and Dossi and Patelli (2010). Research for specific performance frameworks such as balanced score card, performance prism, dynamic systems is discussed separately. 

Dess and Robinson (1984) analysed 26 organisations in three phases using face to face interviews and surveys of top managers and CEOs, and reviewed the significance of subjective (qualitative) performance measures as compared with objective measures (quantitative).  Their findings suggested that organisational performance is a broader concept and can have more dimensions embedded into conceptualisation. Strategy is an important component of any effective business plan. By using a competitive strategy from the options of cost leadership, differentiation, focus or combination of any of these; a company can be successful to achieve competitive advantage (Porter, 1980; 1985). The value chain concept by Porter (1985) reaffirmed that many different intra-organisational activities can help to bring a product or a service to customers. Outcomes of these activities can be used to measure the operational performance of a firm. Hence, operational performance in itself becomes multi-dimensional variable (Maltz et al, 2003; Combs et al, 2005). The structure–conduct–performance model is well supported by industrial organisation theory and economics. This suggests that industry behaviour, organisational performance or profitability can help formulating industry structure. Looking at the converse of this, industry structure, behaviour and profitability can determine the firm’s performance (Allen and Helms, 2006). Therefore, elements of generic strategy practices and superiority in achieving competitive advantage have the concept of organisational performance embedded in it. Relationships among different common measures of financial performance for S&P 400 companies during 1982 – 84 were tested but these measures did not represent the same attributes. Statistically significant relationships (having R square value 0.65 and 0.71) were found between Q ratio (An improved version of Tobin’s Q proposed by Callard and Kleinman, 1985) and return on capital. This could be caused by organisational lag between strategy outcome, organisational learning and spending of resources (Damanpur and Evan, 1984; Beer, 2001). 

This lag can be reduced by the organisational catalysts comprising flexibility, pro-active responses and the dynamic capabilities of the firm. Chakravarthy (1986) in the empirical testing of two groups of excellent and mal-adapted firms for their strategy in the computer industry found that a firm needs resources to be flexible and dynamic capabilities are required to enable firm to produce resources. Chakravarthy (1986) applied eight different measures to construct a discriminant function. Venkatraman and Ramanujam (1986, 1987) examined the degree of convergence across methods for performance measurement. They developed and compared ten different approaches based on the two-dimensional classificatory scheme highlighting the measurement of organisational performance. The dimensions were grouped as the use of financial versus operational indicators and primary versus secondary data sources. Their research demonstrated three key findings: organisational effectiveness is a broader domain of business performance as compared to financial and operational performance; measurement of organisational performance needs a multi-trait multi-method (MTMM) approach; operationalisation of business performance dimensions is necessary either before combining them as a measure since different dimensions can exhibit different traits or testing them post-measurement. The research done for testing convergence of methods using secondary data from 86 publicly traded firms proved that these types of data can be used as acceptable operationalisations of business performance. 
Brush and Vanderwerf (1992) found 35 performance measures in their research study and concluded there was no agreement on which measures could make up an overall OP (organisational performance). However, the most frequently applied measures were firm survival, profitability, changes in sales and number of employees. The analyses of studies showed that objective measures were more frequently deployed than subjective ones. Primary data collected by mail surveys from managers, executives and owners were more reliable and rich in depth for that context. Industry managers in 66 manufacturing companies preferred telephonic interview as compared to mail surveys to provide them primary data. Robinson (1995) reviewed 10 measures of OP to investigate what was effective in assessing the long-term value creation. The results obtained in the form of different R2 proved that variables did not measure the same things but all variables were still valid and led to the conclusion that organisational performance is a multi-dimensional construct.              
Murphy et al (1996) reviewed measures of organisational performance in 51 articles published in peer reviewed journals that considered OP as a final dependent variable. Their findings supported Brush and Vanderwerf (1992), that there was no consistency or agreement in the variables applied to measure OP and identified 71 different dependent variables of performance measurement and categorised into eight separate streams of performance. These results also showed that 75% research published has utilised primary data, 29% research from secondary data and rest 6% applied both data sources. The majority of performance variables were financial rather than operational. They concluded that any correlation between organisational performance and independent variable depended upon the particular performance measures applied. Maltz et al (2003) reviewed the measures for organisational success beyond the application of balanced scorecard. They divided dimensions of the organisational performance into five categories each having more than 12 performance indicators such as quality of new products, project management processes, employee retention, leadership quality, depth of quality in planning, preparedness for environmental changes. Perrini and Tencati (2006) reviewed sustainability as an organisational performance indicator where the firm has a capacity to operate over a long period of time which ultimately depends on its stakeholder relationships. Their research aimed an integrated methodology of monitoring overall performance. Franco-Santos et al (2007) reviewed post-1980 research literature for the business performance measurement (BPM) concept to define the main features of the business performance measurement systems, the role played by the BPM systems and processes that are part of the BPM systems. In the process, Franco-Santos et al (2007) concluded with 17 different but relevant definitions of BPM, consensus about 53% authors mentioning ‘performance measures’ and 35% mentioning ‘objectives or goals’ as feature of BPM. 
Another literature review study by Richard et al (2009) to reach towards methodological best practice of ‘how to measure organisational performance’ comprised of reviewing 722 research articles in 5 academic journals from 2005 to 2007. They found 69% studies using the organisational performance as a dependent variable, 59% studies using only secondary data, and 73% used objective operationalisation over 26% used subjective. Richard et al (2009) categorised performance measured based on various functions and being subjective or objective type. The functional categories included accounting, financial market, Tobin’s q, reputation or effectiveness, sales or market share and survival. They concluded that organisational effectiveness is a larger concept which can encompass performance into it. The sources of multi-dimensionality of the organisational performance are stakeholders; heterogeneity in the resources, environment and strategic choices; measurement timeframe and persistence of performance. They suggested the methodological solution of multiple measures’ triangulation with longitudinal data analyses to increase the validity of measures. It was found that sustainable performance and multiple paths to achieve that are possible. Two keys issues emerged from their research: nature of the performance and nature of the measurement. 

Yip et al (2009) measured the long term superior financial performance of UK companies over a period of 1984 to 2003 using frontier analysis for reported secondary financial data. Two critical issues emerged from this research were: short term versus long term performance views and multi-dimensionality of OP. Only 28 UK firms out of 215 in total 38 industries showed consistent performance over two decades. Major financial measures utilised by Yip et al (2009) were profit margin, total return to shareholders, return on assets, return on capital invested, cash flow and Tobin’s q. Dossi and Patelli (2010) studied Italian subsidiaries of foreign companies to review performance measurement systems (PMSs) features. Study based on the sample of 141 questionnaires and 13 interviews found that non-financial measures have positive impacts on financial measures.  

The above discussion of existing research in the organisational performance suggests that there is no consistent use of measures or a specific set of dimensions which may formulate and be valid for construct of overall organisational performance (Neely, 2007). In addition to this, usage of multiple perspectives and functional views in different industry contexts have led to demonstrate the multi-dimensionality and to an extent, ambiguity and trade-offs over selection of performance measures such as quantitative (objective) or qualitative (subjective); external or internal; static or dynamic; and financial or non-financial (Franco-Santos et al, 2007). The samples used in these studies are different which questions their generalisations. Hence, earlier research in the subject does not provide any specific recommendations leading to conclusive set of measures which can best describe the organisational performance; however there are enumerate number of dimensions found which are discussed next. 

The organisational performance measures found in literature  
The table below summarises the dimensions applied to measure the overall organisational performance found in the literature. These 80 measures are grouped into 10 major categories with their dimensions based on the usage or functional view. These are drawn from studies about the organisational performance which has mainly performed in-depth literature review. 




Table 3.1 Summary of dimensions representing Organisational Performance

Profitability
Average net profit 						Financial 
Earnings per share 						Financial
Growth rate of profits						Financial 
Operating margin 						Financial 
Return on assets						Financial 
Return on assets - growth rate 				Financial 
Return on assets relative to sales growth 			Financial 
Return on equity 						Financial
Return on invested capital 					Financial
Return on investment 						Financial 
Return on sales						Financial 
Subjective assessment by top management 			Financial 
of profitability and overall finances				
Economic value added 					Financial 

Efficiency
Sales per employee  						Financial
Operational turnover per employee 				Financial 
Net profit per employee 					Financial 
Return on sales per square foot 				Financial 
Subjective assessment by top management 			Operational 
of overall efficiency 					
Cost per product unit 						Operational
Cost per employee 						Operational
Cost per customer 						Operational 

Growth
R & D spending - absolute growth 				Financial 
R &D employees - absolute growth 				Operational 
Non-R&D employees - absolute growth 			Operational 
Total employees - absolute growth				Operational 
Growth rate of employees 					Operational 
Growth in monthly payroll					Operational 
Absolute growth in sales 					Financial 
Growth rate for sales 						Financial 	
Growth rate for sales and profit - two item measure 	Financial

Liquidity
Net cash flow 							Financial 
Cash flow utilized for new products development  		Financial 
Cash flow divided by gross capital stock 			Financial 
Operating cash flows as % of total assets 			Financial 
Growth rate of operating cash flow 				Financial
Growth rate of operating cash flow - industry adjusted 	Financial
Subjective assessment by top management 			Financial 
of financial stability 						




Operational
Number of patents granted in a year 				Innovation 
Customer satisfaction index based on an actual survey  	Customers 	
Difference between predicted and actual market share 	Competition 
Growth in market share / Growth rate of market share 	Competition 
Human resources capital value 				Competition  
Subjective assessment by top management of 			 
 Adaptiveness						Learning 
 Future prospects						Opportunities 
 Overall effectiveness					Impact 
 Planning performance					Input 
 Stakeholder performance					Actions 

Stock market
Cumulative return to shareholders				Investment 
Return during stock holding period 				Investment 
Market price growth 						Investment 
Jensen's alpha							Investment 
Sharpe ratio 							Investment  
Treynor ratio 							Investment  
Market price to book value (Tobins’ Q)			Investment  
Perceived market potential - stock price minus book value 	Investment 
divided by stock price 							
Stock price at a single point in time 				Investment 	

Size
Sales revenue	 						Financial 
Number of employees				 		Operational 
Number of subsidiaries / franchisees				Network 	

Survival
Business success or failure as compared to 			Financial 
industry bench marks 
Ratios against industry averages 				Financial 
Repeat business % in total sales 				Financial 

Technology development 
Number of new products 					Innovation 
IT performance scale 						Technology 
New product development time 				Innovation 
New product sales growth 					Market 
Innovation scale 						Innovation 

Hybrid 
Employee satisfaction 					Human resources
Customer satisfaction 						Marketing 
Cumulative returns 						Financial 
Accident rate 							Infrastructure
Occupancy rate 						Infrastructure 
Product quality rate 						Production 
Export performance scale 					Logistics 
Delivery time 							Logistics 
As seen from the above table, financial measures and within that domain profitability and liquidity are the major dimensions found in the academic and industry literature. The company reports filed with companies’ house in respective countries also mainly explain the balance sheet, profit, cash flow and cost tables along with few employee related measures as performance measures. Increasing popularity of market and socially responsible performance has changed few companies’ strategic direction (Murphy et al, 1996; Maltz et al, 2003). 

The frequently used measures are financial and operational by firms and analysts for reporting and strategic diagnosis respectively; whereas credit rating agencies apply measures such as profitability, free and future cash flows, loss given failure or financial risk exposure (www.standardandpoors.com, 2012). The time period to measure them ranges between single point of time, five to ten years or even twenty years survey like the research published by Yip et al (2009). The argument for new listed companies or companies with long term strategic directions holds true that it takes time to realise the benefits of changes and transformations made in the organisation to reflect in the stock market. For example, many companies apply condition of having ‘minimum lock in period of three to five years’ for institutional or high net worth individual investors. Tsai et al (1991) found that strategic changes increases return on the investments made approximately after four years. 

It can be summarised from that variables differ in measuring various dimensions of performance and no single measure can represent performance. Secondly, organisational performance is multi-dimensional and its adequate analyses are not done to devise a specific definition. There is no agreement on what does organisational performance mean and how to measure it as an outcome of strategy? Many studies attempted to answer these questions about the organisational performance theory without appropriate or representative dimensions leading to the concerns regarding their validity. This can be resolved by scholastic rigour in terms of defining the stream and problem of organisational theory and integration between organisational performance and business performance measurement which is lacked in the existing research. Next section discusses the various perspectives that how organisational performance is viewed which can reveal components of the phenomena.        

3.3.4	Perspectives of organisational performance (OP)
This section examines the current nature and thinking, the way researchers have attempted to view the organisational performance. This does not pertain to deriving what constitutes the organisational performance measurement. Major ways to measure the organisational performance can be categorised into quality type benchmarking; qualitative indicators; financial ratios targeting shareholder returns; market and economic value addition, governance the multiple bottom line and social responsibility initiatives targeting all stakeholders; accounting view, strategy view and other micro-economic perspectives.    

Benchmarking 
This is a micro-level concept which applies measuring the firm’s performance or the vital aspects of its strategy and competitive advantage against the best practice international standards or at the least industry averages or its strategic group. Such performance measurement activities have led to the development of International standards organisation (ISO) for quality in service and manufacturing. They take a broader, subjective and self-assessment view of performance and analyse the organisation in terms of leadership, policy, products, resources, strategy, partnership and societal results. This is mix of performance measures and enablers which makes the performance measurement difficult and ambiguous (Neely and Adams, 2001). 

Key performance indicators (KPIs) 
The problems associated with KPIs are: they are not always aligned or designed for core processes and strategic objectives which diffuse their focus and utilization; many a time not appropriately selected or constructed; and emphasis is on inputs rather than outputs, relationships to other performance variables are merely assumptions by managers. This can be resolved by continual monitoring and adjustments to strategy (White, 2004; Spitzer, 2007). Good performance is not only a quantifiable measure but it is a subtle concept involving both qualitative and quantitative measures which reflect the specificity of an industry sector. Here, again time intervals of measurement are key issues. 

The financial ratios
Two aims of any strategy are: creation and maintenance of competitive advantage; existent of clearly defined strategic intent and a series of targets linked to the objectives implicit in the intent. These aims can be reflected in indicators or be related to specific measures such as aggregate profit, growth or efficiencies. Out of these measures, the most immediately measurable short or long term comparative financial indicators are financial ratios. The obsession with short term financial results can lead to distorted accounting, selective choice of indicators or deliberate malpractices in accounting. It can lead to excessive attention to shareholder value at the cost of other stakeholders. The usual financial ratios are calculated to verify profitability liquidity, debt (degree of leverage) activity rates, return to shareholders. Following table 2.2 provides their definitions and what each one of it does regarding organisational performance measurement   

Table 3.2 Role of financial ratios as performance indicators 
	Ratio 
	Definition
	What does it mean or indicate  

	Profitability 
Gross profit margin


Net profit margin

Growth of profits 

Return on assets

Breakeven ratio
	
(Total sales – cost)/ total sales 


Profit after deductions / total sales 

Profit this year / profit last year 

Profit after deductions / total assets 

Fixed costs/ contribution margin per unit  
	
Total margin available to cover costs and deductions 

Net profit per unit of sales 

Rate of growth of profits 

Return on total assets or investments 

How many units must be sold to make profit and cover all costs 

	Liquidity 
Current ratio


Quick or Acid test ratio

Inventory ratio

	
Current assets/ current liabilities 


(Current assets – inventory)/ current liabilities 

Inventory/ (current assets-current liabilities)
	
Extent to which short term creditors are covered by short term assets which can be made liquid 

Ability of the firm to pay off short-term obligations without running down its inventory 

Extent to which the firm’s working capital is ties up in the inventory 

	Degree of leverage 
Debt to asset 

Debt to equity

Long term debt to equity

Times interest earned 

Fixed charge coverage 

	
Total debt / total assets 

Total debt / total equity 

Long term debt / total equity 

Profits before deductions/ total interest charge 
Profits before deductions plus lease obligations/ total interest charge plus lease obligations 

	
Degree to which firm has used debt funds to run operations 
Relative share of funds provided by creditors and equity shareholders 
Long term debt and equity amounts measure 

Ease with which company can manage its debt 

More conclusive measure of debt service capacity of the firm 

	Activity rates 
Inventory turnover

Fixed assets turnover 

Total assets turnover 

Accounts receivable 

Average collection period
	
Sales / inventory of finished goods 

Sales / fixed assets 

Sales / total assets 

Annual credit sales / accounts receivable 
Accounts receivable/ average daily sales  
	
How many times firm turns over inventory per annum 
Ability of fixed capital assets to produce sales 

Ability of all capital assets to generate sales 

How many times the receivables are collected in a year 
How long the firm waits to collect payment after sales 


	Return to shareholders 
Return on equity 

Return on common equity 


Earnings per share



Dividend yield on equity 



Price / earnings ratio


Dividend / pay-out ratio
	
Profits after deductions / total equity 

(Profits – Dividend on preferred stock) / (total equity – value of preferred stock) 

Total profits after deductions and dividends on preferred stock/number of common shares 

Annual dividend per share / current market price per share 


Current market price per share / earnings after deductions per share 

Annual dividends per share / earnings after deductions per share 
	
Net rate of return on the share investment 

Net return on share investment without preferred stock

Earnings made per share available as distributed income or re-investments


Actual rate of return to shareholders in the form of dividends 


View of shareholders about future income growth and their risk

Willingness of company to distribute profit 


Source: Adapted from White (2004), Dyson (2009) and Hill and Jones (2012) 

The above ratios are good measures of financial control, however over-reliance on them could be proved costlier than the cost itself. As evident from the literature reviewed, the nature organisational performance is complex and difficult to measure with specific set of dimensions. Accountants view organisational performance for financial activities and cost control measures leading to margin, profit or assets increase as the final goals. They analyse the historical data for this and suggest the management about how to improve the performance in future. To understand how performance measurement works in detail, the next section analyses widely used and acknowledged frameworks in the performance measurement domain. 

3.4	Existing organisational performance measurement frameworks  
The analyses of existing performance measurement frameworks in this section have a manifold purpose: to identify key characteristics they exhibit; to understand whether their chronological order of development has added any value to the academia and industry; to know any flaw is still unresolved within performance measurement phenomena. Understanding these points will help the development of the new theoretical proposition of ‘strategic performance measurement’ which will address the performance measurement as an outcome of strategy, maintenance of competitive advantage and sustainability strategy of the firm satisfying all stakeholders.  



3.4.1	Early frameworks of the performance measurement  
The early references to performance measurement systems can be date back to thirteenth century double entry book keeping systems and analysis of problems in shop charges overhead allocation processes (Neely et al, 2007). Meyer and Gupta (1994) noted that General Electric (GE) first established performance measurement project in 1951. Chandler (1977 as cited by Neely et al, 2007) noted use of financial ratios pyramid by DuPont.  However, these ratios have strong emphasis on the financial controls and short-term profitability perspective which has been criticized in the literature (Neely et al, 2000; 2007). Such criticism gathered the pace of new development in organisational performance measurement by applying non-financial or qualitative measures aiming balanced measurement systems in 80s and 90s (Eccles, 1991; Kaplan and Norton, 1992; Neely et al, 1995). The development on a large scale is reflected in the use of balanced scorecard by 44% organisations worldwide by 2001 and 85% of organisations needed performance measurement mechanisms by 2004.      

The earliest framework which gained the popularity as an integrated system is Performance Measurement Matrix (PMM) developed by Keegan et al (1989) as shown in the Figure 2.3 below. This system divides measures into four categories based on the cost and where it is generated. The system has a flexibility which shows that it can accommodate any measures depending on the type of business line and industry performance parameters. However, it does not interpret any causal relations between costs and measures and utilization of such a system may bring strong emphasis on cost reduction leading to over reliance on the financial controls (Neely et al, 2002).   



Figure 3.3   The performance measurement matrix (PMM)
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Source: Neely et al (2007, p. 145)

Advancing this research further, Judson (1990) proposed Performance Pyramid System (PPS) which was further improved by Lynch and Cross (1991). The idea in the SMART pyramid shown in the figure 2.4 below was to link the firm’s strategy with operations by cascading targets from top down to customer priorities whereas measuring. In the SMART pyramid, performance development starts with top management and then gets translated into the strategic units down the levels. Market and financial objectives are at this second level to monitor performance in achieving the vision. The key dimensions of market and financial measures are derived as customer satisfaction, flexibility and productivity (Laitinen, 2002). These key dimensions could be converted into measures which form a base of pyramid. They suggested the use of the PPS for feedback process in measuring the organisational performance (Laitinen, 2002).  The new developments in the model include their use as a process and the performance measurement of individuals and teams.



Figure 3.4	The SMART Pyramid
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Source: Neely et al (2007, p.146)

Following the SMART pyramid from Wang laboratories, Fitzgerald et al (1991 as cited in Neely et al, 2007) developed the Performance Measurement System for Service Industries. They presented results-determinants framework as shown in the Figure 2.5 below, to fill the gap of usual pitfalls in the organisational performance about: narrow focus on costs and productivity while neglecting competitive focus. They divided measures into two categories: results reflecting the success of strategy and determinants measuring the results. This deals with the cause and effect relationship between strategy and outcome because determinants generate the results. 




Figure 3.5    The results - determinants framework for service industry
	Type

	Dimension
	Measures applied

	
Results

	Competitiveness

	Relative market share, sales growth, customer base

	
	Financial performance

	Profitability, liquidity, capital structure

	


Determinants
	Quality

	Reliability, Responsiveness, Access, Availability, Comfort, Communication, Security

	
	Flexibility

	Volume and specification flexibility,
delivery speed,

	
	Resource utilization

	Productivity, Efficiency

	
	Innovation

	Performance of the innovation process and individual innovations


Source: Neely et al (2007, p.147)

The results – determinants framework in Figure 3.5 synthesizes many factors but offers no theoretical foundation for their selection of dimensions. The authors also explained the causal links and trade-offs between alternate dimensions (Laitinen, 2002; Neely et al, 2007). Brown (1996) input output process linking ive stages in a business process and measures for each stage. These stages are self-explanatory as mentioned in the figure below. 
Figure 3.6	The input-process-output-outcome framework
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The above framework clearly looks an oversimplification of real time business processes; however, output differentiated from outcome became well known in the public sector (Neely et al, 2007). One of the latest frameworks developed by Laitinen (2002) is called dynamic performance measurement system based on the postal questionnaire survey of 93 Finnish technology companies. This integrated performance measurement system (IPMS) is linked to the idea of activity based costing. Three groups factor analyses revealed that firms focus on the employee motivation (production factor dimension), customer satisfaction (products), product profitability (revenues), company profitability, liquidity, and capital structure (financial performance) in the measurement of performance. This framework does not relate strategic alignment of the firm well with the system and also, it merely displays a re-production of accounting and activity based view in the form of questions and measures. It lacks coupling of the other stakeholder groups in the IPMS. The balanced scorecard developed by Kaplan and Norton (1992) as discussed in the next section is one of the most popular of all the frameworks.     

3.4.2	The balanced scorecard
To allow managers to have a comprehensive view and not only to rely on the financial measures, Balanced Scorecard (BSC) was developed by Kaplan and Norton (1992). Since, no single dimension could measure performance target or focus on all critical areas of a company; BSC was developed with inclusion of financial and operational measures.  Analysing 12 case companies, Kaplan and Norton devised the BSC which includes financial results and operational measures as shown in the figure below. They claim that customer and internal operational performance measures are the drivers of future performance measures (Kaplan and Norton, 1992, p.71). They suggest that the complexity of today’s organisational management needs several areas simultaneously to be under managerial views. The idea behind developing BSC was not solely on the non-financial measures but systematic performance measurement of quantities. The BSC links with performance measures as follows. 
 How do customers view a firm? => Customer perspective 
i. What should a firm excel at?  => Internal perspective 
ii. Can company continuously improve and create value? => Innovation & Learning perspective
iii. What is the level of financial success of company? => Financial perspective   
These perspectives as said by authors of BSC are linked through a cause and effect relationship and their recent detailed writings confirm these measures links to the organisation’s strategy more explicitly (Kaplan and Norton, 2004, 2006).         

Figure 3.7 The balanced scorecard
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As the authors claimed, this tool tries to minimise the number of measures used thereby reducing any information overload for managers (Kaplan and Norton, 1992, p.72) but then in the process, they missed many other important constructs of performance measurement. Hence, as confirmed by Kaplan and Norton, the BSC focus on measures which are critical but it is not developed by not covering all industry sectors. So, any generalization is difficult to claim. The BSC focuses on strategy and vision at the centre and not the control or performance measurement but all four perspectives establishes goals in such a way assuming that people will adopt necessary actions to achieve goals (Kaplan and Norton, 1992, p.79). Scorecard also considers accountability but not at individual level. All measures are employee oriented and other stakeholders or strategy practitioners or influencers are excluded. In the same literature, BSC authors claimed that combining these perspectives, score card helps managers understanding the interrelationships and this understanding in turn helps managers transcend traditional functional barriers and reach to improved decision making and problem solving. This claim is so ambiguous that it is difficult to infer how many usages BSC tool can have simultaneously such as performance measurement, vision and understanding translator, strategy map and practice benchmarking tool and list is long. This can lead to chaos and confusion when BSC is implemented at organisational level. In the information age, efficiency measures such as used in the BSC and financial and infrastructural resources have become less significant than information, knowledge and dynamic capabilities to manage the knowledge based intellect which is very critical for being more effective and competitive (Quinn, 1992). Firms are thriving based on being learning organisation and continuously improving their knowledge assets and in turn business processes (Senge, 1990). It has been suggested that future success in competition would be more based on strategic knowledge management rather than mere resources allocation and output measures. To make this happen, managers shall focus on measuring and maintaining intangible assets stock also and not only physical assets like financial and operational measures used in the balanced scorecard (Hauser and Katz, 1998).  

Linking many perspectives and creating a system which can enable many companies across the industry sectors and having worldwide acclaim for being proven management and performance system has many challenges which is met by BSC. But, the system has many pitfalls as well. Firstly, the systems is not flexible as operational procedure includes from perspectives classification to identifying key success factors (KSF) which may be cross perspective and impact many dimensions of the company. Another issue is that managers may not be able to categorise important KSF into any of the four perspectives which will force them to omit or to miss important measures. Kaplan and Norton said not to consider these four perspectives as rigid and allowed companies to expand the number as they fit. But, this does not solve the problem that only employee group of strategy practitioners are considered and other directly or indirectly attached stakeholders such as suppliers, partners, investors, regulators, unions and community are not included.           

Innovation and human learning perspective is only an internal business process which lumps personnel into this as if innovation is a routine for every company which can be carried out in the isolation without employees. This leads to the notion that BSC does not consider intellectual and human capital different from physical entity which can make companies believe that any IT systems implementation would be sufficient to manage the knowledge instead of organisational learning and development aspect. BSC is considered an internal strategic document which reduces any scope of macro analyses coming into the consideration (Bontis et al, 1999). The primary rationale of BSC is firms require a framework of lagging and leading which provides correlation between indicators and financial performance which is an advantage. Major disadvantages of BSC are no consideration of external market dynamics, rigidity of the perspectives, no external comparison possible and very less attention given to human capital development and knowledge creation aspect. Graham (2003) suggests following problems associated during the implementation practice of BSC which seems to be naturally emerging at the end-user clients. A hospital when selected to use BSC, its managers were curious to know ‘where do employees and patients fit’ in using the tool.  Sears Roebuck, a US department store chain reject the BSC stating, four perspectives are ‘untested assumptions’ and instead the chain focused on its key stakeholders: employees, customers and investors. Only one perspective relates to one stakeholder i.e. customer, one to business process which makes the concept of BSC inconsistent in terms of analysing the organisation. Such inconsistencies make framework look totally arbitrary and users feel that important measures to their industry sectors are overlooked. In addition to this, it lacks any theoretical rationale or a framework to guide the executives about how BSC is operated. In the present scenario, managers are left to their own choices and further assumptions making.  A performance measurement system must provide clarity, accuracy and precision in measuring the attributes which mainly lack in BSC. For example, Kaplan and Norton say that BSC provides cause and effect relationship but a closer look at four perspectives indicate that all the four measures are interdependent of each other. This relationship issue is problematic because between the perspectives no logical flow is available to derive them from one another. This leads one to infer that there a finality relationship involved between ends and means, which is fundamentally different from cause and effect relationship (Mattessich, 1995 as cited in Norreklit, 2000). Kaplan and Norton (1996) say this can serve as strategic control tool as well but it needs relevant information about stakeholders and environment and shall bridge a gap between planned and existing actions. Other researchers and analysts suggest use of financial calculus and a coherence strategy analysis (Norreklit, 2000). Although, Kaplan and Norton deployed in-depth case study strategy selecting 12 case companies to develop the BSC, there was no further empirical evidence which left a wide gap between assumptions of BSC and BSC as a valid derived theory.  The absence of important dimensions such as competitiveness – competitive advantage view and human capital – resource based view questions applying BSC as a strategic tool or for performance measurement. Other critics comment that BSC neglected many other performance measures on employee satisfaction, suppliers, product / service quality, environment and community considerations (Maisel, 1992; Neely et al, 1995; Lingle and Schiemann, 1996). Researcher suggest that there is no central theme or common level of attributes in the BSC and very less attention has been given to all strategy practitioners, maintaining the praxis and performance.        

Advantages of BSC 
Kaplan and Norton (1996, p.31) made a case for “causal relationships between measures of organisational learning and growth  measures of internal business processes  measures of the customer perspective  financial measures”.
 
The balanced scorecard development and implementation in Swiss firm ABB revealed management oriented strengths or advantages for the ABB (Ahn, 2001). These advantages were: the close alignment of the scorecard with firm’s strategic view meant a guarantee for strategic action planning and budgeting; recording monetary and non-monetary measures provided good control over the internal business process and employee management as well as resource allocation and information gathering. This allows the managers to monitor the way performance is achieved and top management can see how managers are using it. This again helps in reinforcing the strategy through entire hierarchy of the organisation (Epstein and Manzoni, 1998).  It was also an easy to understand concept which helped as an aid to communicate and to cascade down the strategic vision of the top management to the shop-floor level. The most important benefit was that use of the BSC as a comprehensive management tool can trigger the start of strategic feedback and organisational learning as part of the management control process. This takes organisations to another single largest advantage of having all performance measures in one place instead of spending time to retrieve the information from various departmental documents (Epstein and Manzoni, 1998). Along with these advantages, the BSC has many inherent and complex issues making it difficult system to design and to develop as detailed next.       

Disadvantages of BSC
The BSC is often recommended as a tool linking strategy planning. The detailed and elaborate experience of implementing the BSC in ABB AG of Switzerland by Ahn (2001) stated that the problems appeared in developing the BSC were a result of insufficient recommendations. Also, there was lack of decision making. The over-complexity is other major issue along with the difficult task of defining each measure. Also, the use of arrows pointed in the BSC figures were sometimes unidirectional and with dominance of arrows pointing in both-directions. This suggests the ambiguity between causality and finality applied between the measures (Norreklit, 2000). The BSC development itself required more management capacity in terms of time, money and human capital resources than expected. An issue of organisational inertia against acceptance of new system like BSC when numerous measures already existed in the firm was very critical (Ahn, 2001). Such issues can be resolved by considering these measures as only indicative and diagnostic measures while presenting them to management only when their values exceed the defined range (Ahn, 2001). The alternative indication is to know whether there is any considerable variation in the intended outcome of the performance measure. After flurry of frameworks like BSC and similar models of performance measurement 90s, the last decade has seen the emergence of another theme in performance measurement frameworks development that is sustainability. A framework concentrating on this issue is analysed in the section below.  

3.4.3 The sustainability linkage map 
The newly emerged theme of the sustainability in the last decade means actions which can protect ecological environment and serve the community better in the social aspects such as removing child labour and providing equal rights to consumers, employees and other indirect stakeholders. For example, Ford Motor Co., USA realised that a market focussed strategy to address an issue of climate change was necessary to maintain the long-term corporate performance (Epstein and Roy, 2001; Epstein and Manzoni, 2006). Increasing numbers of managers have recognised the importance of devising a strategy which can include the performance aspects related to corporate social responsibility. These issues have led research into another stream developed for performance measurement system for sustainability and questions over how can we measure it (Bonacchi and Rinaldi, 2006; Bissacco and Maccarrone, 2006). 
     
The framework developed by Epstein and Roy (2001) explains growth drivers of social performance.  The framework in the Figure 3.8 below is presented as a sustainability linkage map.  Arrows 1 and 2 show that actions can occur any time and place; and arrow 3 show that stakeholder reactions could have positive or negative implications on the organisation’s financial performance which may need to be linked to make necessary revisions in the strategy as a feedback from the performance (Epstein and Roy, 2001).







Figure 3.8 The sustainability linkage map
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The authors for the framework say that it is only a starting point to understand the causal relationships among key performance metrics. They say only goal is not short term improvement of social and environmental performance but it shall involve in the improvement of the organisation wide goals and performance. The implementation phase would include the five phases.  This framework can have similar problems and much more than the ones found while developing and utilising the Balanced Scorecard which is evident from the size, number of measures involved and too much causal complexities in deriving the framework itself. This framework is designed to guide managers for achieving social performance. Building a successful strategy for sustainability would require an analysis of leading and lagging performance indicators generated by implementing this framework. The next framework is an extended product of ‘balanced scorecard’ and ‘success dimensions’. 

3.4.4	The dynamic multi-dimensional performance model 
Maltz et al (2003) in refining their search for organisational success measures developed the dynamic multi-dimensional performance (DMP) model. The DMP model has two new dimensions differentiating it from other models: people development and future. The model has its roots in ‘the balanced scorecard’ by Kaplan and Norton (1992) and ‘success dimensions; by Shenhar and Dvir (1996). The DMP model utilises five different research streams such as entrepreneurship, strategy, business process and product development, marketing and economics. This aided the detailed review of each stream’s knowledge base, and provides more information to develop the performance model. Maltz et al (2003) included 5 performance dimensions and indicated their measures as shown in Figure 3.9 Maltz et al (2003) claimed DMP as an integrative model which addressed many of the limitations from the earlier frameworks. They also claimed that model generates was dynamic and futuristic based on time horizon considerations embedded in it. For example, finance dimension could include measures for past and future ranging between 3 to 10 years.   








Figure 3.9	The dynamic multi-dimensional performance model
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Maltz et al (2003) applied literature review for the initial proposition and then two step primary research designs to develop a model. They categorised sample of firms based on the technology usage, size of the firm and product life cycle time of 3 to 10 years. The major advantages of the DMP model are: addressing the multi-dimensionality of performance, reflecting the performance in multiple time horizons and wide number of specific measures which can be helpful across industries. Otley (2007) rightly said that there is no single appropriate accounting system which can be applied in all contexts. However, researcher suggest that a combination of an appropriate set of base line measures and an extra set of specific measures tailored to particular businesses can fulfil the performance measurement requirements.    



3.4.5	Performance prism
Neely et al (2002) developed the performance prism linking 5 distinct perspectives of management which basically addresses five important issues when defining a set of the performance measures. The performance prism applies the concept beyond strategy and performance measurement linking business processes and capabilities to stakeholders’ management in terms of their expectations level and contributions from their actions as in Figure 3.10  
Figure 3.10 The performance prism
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The five main questions asked to make this prism into an operational framework are: 
which stakeholders important and what  drives their satisfaction; what strategies are required to satisfy these stakeholders; what processes are critical to successful business operations and how those processes can be strengthen; what capabilities are required to maintain such business processes; and what contributions are needed from stakeholders to continue development of resource and capabilities. Answers to five main questions may allow stakeholders to involve in designing and developing a measurement system which ultimately would create value for stakeholders and satisfy them. This is like companies adopting to include users or clients in the design and development of products and it is widely practiced now a days by firms such as BP, IBM, Apple, Boeing or Emirates airline. 

The outcome in the prism is function of the determinants that is other prism facets.           A performance mapping is enabled by organisational level overview of each measure. Review of all measures allows one to find any gap in the measures. Consideration of each prism facet ensures the use of the framework across all firm level functions. The main issue with performance prism is that it ends with stakeholders instead of considering them at the start of the strategy formulation. Strategy must be aligned to stakeholders demands, satisfaction level and their possible reactions as discussed earlier. Also, there is an overlap between processes and functions. Functional activities are absent in the prism without that there is no distinction between different dimensions for each function. For example, measures for market success are different from production success. Detailed review of these frameworks raises many debates and un-resolved issues regarding how to design performance measurement framework which has the organisational performance as a final dependent variable. This is discussed in the next section.  

3.5 Construct validity of the organisational performance 
The question of whether the selected dimensions measure the variable and group of variables measure the organisational performance is about the validity of the construct. This means variables comprising to represent the overall performance should be actually and be adequately measuring the performance (Babbie, 1998; Norreklit et al, 2007). This construct validity can be increased by proving that the results produced by the proposed measures are same or similar even when alternative operationalisations of the same construct are applied (Campbell and Fiske, 1959). Much of the literature attempts to prove the review of the organisational performance phenomena but ends up in finding different measures producing different results. Hence, many hypotheses are being tested but do not truly represent the impacts on the organisational performance and limit themselves to single or multiple dimensions of functional performance. This is made evident in the findings by Venkatraman and Ramanujam (1987) that dimensions such as growth of sales, profit and profitability are different constructs applying the confirmatory factor analysis. Every study claims to be advancing the body of knowledge while devising new performance constructs but looking at the concept of reality through the lenses of facts, truth, values, integration and communication; it seems there is confusion, ambiguity and inaccuracy in these measurement studies. This is because the performance measurement domain exhibits large amounts of data and diverse research streams, for example one study of citation analysis by Neely (2005) for scholarly publications of ‘performance measurement’ led to review of 1352 papers, 31646 citations spanning 25040 studies by  16,697 different researchers. 









3.6 	The application of metaphor 
As discussed earlier in this chapter, there are more than 100 dimensions or indicators to measure overall organisational performance. To nullify the effects of duplication, definitional elusiveness and causal ambiguity, one can apply a metaphor to refine the concept before making further developments. 
“A metaphor is a declarative assertion of existential equivalence that compares two concepts” (Hunt and Menon, 1995; p.82). 

A metaphor is applied in this study because it would provide coherence and understanding to complex and ambiguous array of dimensions of organisational performance.  Major dimensions of a metaphor are its ontology, substantive concepts, theories and values which vary in its scope and depth (Cornellison, 2006). The following example of ‘marketing is war’ enables the researcher to apply the metaphor ‘organisation is a building’ for this study (Hunt and Menon, 1995). 

Table 3.3 Metaphor selected in this study and another example  

	
	Source
	Ontology
	Concepts
	Theoretical foundations 
	Values


	Metaphor 
applied in this study
Organisation is a 
Building

	Structural mechanics
	Construction, building,
design,
technologies, civil engineering education
	Design,
performance,
cost,
stability,
forces, 
resilience 
	Theory of structures, 
theory of mechanics, 
theory of equilibrium 
	Shear  force, torsion forces, bending moments, energy, deflection, 
temperature,  market price


	Example
Marketing is a
War


	Military science
	Nations, armies, battalions, allies, military academies
	Strategy, tactics, mission, deployment, action
	Theory of absolute war, cold war, Douhet theory of war
	Victory, defence, retaliation, honour, duty, country, territory  


Source: Hunt and Menon (1995, p.84)


In the metaphor ‘organisation is a building’, the organisation is a primary concept and the building is a secondary concept.  Within the metaphoric transfer, concepts are the major organising perspectives that are taken from secondary to primary concept. Substantive meaning of concept is more important than quantity of concepts (Hunt and Menon, 1995; Patriotta and Brown, 2011). In this study, researcher transfers four concepts of stability, resilience and sustainability and performance as shown in the following table.  

Table 3.4 Metaphor applied in this study and a similar example
	Concepts transferred 
	Building
	Organisation

	Stability 



	A building must stand on its own without the support of other building in basic design. It must withstand internal forces within its frame such as tension, compression, shear, torsion and materials load. 
	An organisation must survive on its own resources if left alone (not merged or acquired by) in the established or new industry.
This also transfer a notion that stability is derived based on the internal resources or forces, for example profit, efficiency or employee satisfaction.  
  

	Resilience 



	A building must withstand external environment forces such as wear and tear, seasonal changes, flood, fire, earthquake and rain.  
	An organisation should be able to withstand changes in its macro (PESTLE forces) and micro (industry and competitors) environments. 
Thus, resilience would form an external indicator of organisational performance aspects as it deals with external market forces.  


	Sustainability 



	It should be stable and resilient for a long time for example more than 100 years. 
	The resources, capabilities and competitive advantage created should provide organisation a sustainable future. This dimension is about an organisation’s long term survival with growth and business volume. 


	Performance 


	A building is said to be performing well when it stays stable and resilient with minimum maintenance for a long time. 
	An organisation can be said to be performing well when it stays stable, resilient and sustainable with minimum resources. 


Sources: For building adapted from Timoshenko and Young (1994); Wang (1994);       For organisation adapted from Porter (1985, 1991); White (2004); Hill and Jones (2012)

The lens formed by metaphoric concepts of stability, resilience and sustainability would enable the researcher to analyse, extract and group the dimensions leading to these performance outcomes from the secondary and primary data analyses.  

3.7	Conclusions
The review of organisational performance (OP) literature is concluded in the form of three components in this section. The first component is in the form of tabulated findings which is a major observation by the researcher that showing there is a clear divide between OP viewed as a theory and OP viewed as a measurement dimension in the frameworks. The second component is the gaps found during the review of organisational performance literature. The third and final component is the key observations made from the organisational performance literature which provide substantial evidence to support the development of any potential solution or to answer research questions.  

The review of literature confirms that OP measurement is a multi-dimensional approach. Other major findings include that performance measurement with a stakeholder view provides a wider scope of understanding the performance paradigm. Strategy which can sustain the competitive advantage and make the company stable and resilient to external forces should be of the utmost importance. To understand the performance measurement, its significance and variability in the success and survival of any company, the strategy of the firm must be analysed as well. 

There are two sets of researchers for OP. The first set of researchers studied organisational performance as a phenomena or theory and have not attempted to design any organisational performance measurement system or framework. The second set of researchers who might have utilised findings from OP as a theory and but mainly concentrated on developing OP measurement frameworks or systems only. This set of researchers have not analysed appropriately the details of OP as a multi-disciplinary theory or concept but have formulated dimensions and multiple measures based on the many different research samples and methodologies and mainly industry data. This clear distinction found in the literature has led the findings of this review of literature for organisational performance to be divided into two segments. These two tables show these findings in the area of organisational performance are in Appendix–A. Table 1 in Appendix-A reveals what researchers suggested about a concept of organisational performance studying it as a theory. Table 2 in Appendix-A shows the measurement frameworks wherein the previous research has been carried out, either to develop a performance measurement framework or to measure the organisational performance.

This section details gaps found in the literature, what is still unanswered or what is generating confusion in the concept of OP. The following issues are still unresolved which is evident from the literature review carried out. This thesis may attempt to address these gaps in the later sections of this thesis wherein answers can be obtained from data analyses.     
1. The existing OP criteria are normally selected from an organisation’s financial results such as liquidity, cost of capital and risk exposure. Corporate social responsibility is still a developing concept and many companies are far from implementing a sustainability strategy to increase their organisational performance (Epstein and Roy, 2001).
2. The three critical issues in the OP domain are: multi-dimensionality of OP causing overlapping and inadequacy of appropriate measures, the short-term versus the long-term nature of OP and selection of appropriate indicators of OP for an industry (Neely et al, 2002; Maltz et al, 2003; Combs et al, 2005; Yip et al, 2009). 
3. The selected measures for OP in the literature are not aligned with strategy; they do not represent or measure what they are aimed for (Robinson, 1995) and these is no consistency in the dimensions applied to measure OP (Murphy et al, 1996).
4. Frameworks mentioned in the literature have a clear divide between focus on different functions such as finance, operations, marketing and supply chain.
5. Existing frameworks are loosely coupled with strategy formulation and implementation. Also, most of them have theoretical foundations based on assumptions rather than empirical testing as an evidence to support.
6. The groups of financial and operational measures turn out to be major concerns for researchers and managers. The over-reliance on such measures creates negligence for other important or subjective measures which can enable long term performance measurement.
7. There is lot of ambiguity and overlap within the definitive terms of organisational performance, organisational effectiveness, competitive advantage, organisational excellence and business performance. The term business performance measurement lacks clarity and has comparability issues making theory building in OP difficult (Franco-Santos et al, 2007).

This is the third and final component of conclusion from OP literature. This section explains major inferences which are not gaps but are rather meaningful, valid and accepted conceptual delineations in the organisational performance (OP) measurement and its domain which could be utilised to support solutions to gaps and research questions.  
1. Strategy formulation, implementation and outcome are integral components in developing the system to measure organisation’s performance. Inclusion of non- financial performance measures and company’s strategy analyses contribute to the alignment of performance measurement systems with organisational goals (Dossi and Patelli, 2010).  
2. Organisational performance could be calculated as an overall result of the strategy implemented by the firm. The structure of the firm and industry both can impact OP. However the leadership through cost, quality or differentiation strategies can increase potential for sustained competitive advantage (Porter, 1980; 1985).  
3. It is possible to develop multiple dimensions framework to measure the OP (Bourne et al, 2000; Neely et al, 2002; Laitinen, 2002: Kaplan and Norton, 1996). 
4. Stakeholders’ satisfaction overrides the shareholders’ satisfaction. Hence, OP measures shall not only aim the shareholder value added or economic value added but signify the focus on the direct or indirect stakeholders’ relations.   
5. Any development in performance measurement theory will be more reliable when it is empirically tested. Empirical testing can help to reduce the number of required performance dimensions practical framework for industry. This can increase the reliability of selected performance dimensions being cohesive with each other and measuring what they are selected for. 
6. The nature of the performance to be measured and nature of the measures applied can enable to determine the context and validity of the overall organisational performance (Richard et al, 2009).  

These inferences are derived from previous theoretical findings made by well-known researchers in the subject. These inferences would help in making sense of the data or deriving any dimension of organisational performance. This chapter reviewed the organisational performance theories and its measurement practices. The chapter revealed evidences to reinforce the multi-dimensionality of OP. The gaps and inferences found in the literature of OP theories and measurement practices would make the basis for the need of new performance measurement approach and its development criteria. 
Chapter 4	Theoretical propositions

4.1	Introduction
As discussed in the previous chapters there are two issues which have been addressed simultaneously in this thesis. As discussed in the credit ratings literature (chapter 2), there are conceptual and administrative flaws in existing credit ratings system. The first issue to be addressed is the conceptual flaw which could be solved by improving the existing credit ratings method for its purpose, approach, orientation and dimensions of measurement. The proposed solution for this improvement is to derive ratings based on the overall organisational performance. As discussed in the organisational performance literature (chapter 3), there is no common agreement between researchers and managers for overall organisational performance measurement which leads to the second issue to be addressed: how to measure such comprehensive overall organisational performance for a company so that company could be rated based on such measurement. In the process of addressing these two issues, the researcher proposes new concepts which are detailed as theoretical propositions. 

4.2 	Proposition 1: Organisational performance based corporate ratings 
This proposition states that overall organisational based new corporate ratings could be better than existing credit ratings, based on following reasons.  

Financial performance or financial measures such as liquidity, solvency, loss given failure, profits, return on capital or assets is not enough to evaluate issuers (companies) or its debt. For example, major CRAs S&P and Moody’s have issued ratings of the highest investment grade to many Fortune500, NYSE listed and publicly traded USA origin companies in the last four decades. However, the following graph shows that Return on Invested Capital (ROIC) for the overall US economy has been decreasing continuously from 6.2% in 1965 to 1.2 % in 2009 (probably without any hope whatsoever to ever rise above 10%!), and the situation in 2015 is still not strong according to data as well as government decisions based on hard data. The US central bank Federal Reserve still continues to send historical 0% interest rate money to the US banks. Even if one considers this graph (Figure 4.1) is for whole US economy for the last 40 years and the individual credit score of each company could have been different; then also, an overall credit ratings of some US companies would have at least gone down by an average of 2 or 3 notches if the reflection of this decrease in ROIC was embedded in country risk dimension in analysts’ view or quantitative model based calculation to derive ratings. Also, sovereign ratings assigned by Moody, S&P and Fitch for the USA should have gone down many notches in the last 40 years if this ROIC decrease had been considered in their calculation. This proves that even financial performance is also not accounted, measured or monitored appropriately by these CRAs in deriving credit ratings for both issuers and sovereign.    

Figure 4.1 USA Economy-wide Return on Invested Capital (ROIC) 
During 1965 – 2009

Source: ‘Why the Fed can’t tell the truth’ on www.Forbes.com, 2015
As mentioned in detailed methodologies of major CRAs in chapter 2, considering financial performance components such as profitability, gearing, liquidity, solvency, and cash flows are highly significant in credit ratings derivations, which prove that partial organisational performance is already included in the ratings method. In addition to CRAs, there are other detailed formulae or indices applying financial measures to analyse companies and create their rankings. For example, Tobin’s q, Z-score, Herfindhal-Hirschman index (HHI) and Lerner’s index (LI) all consider performance measures such as equity and liabilities’ market value, sales, assets, profit margins, market share or cost-price margin respectively. These formulae or indices are again based on financial performance components having a singular approach to assess market value, bankruptcy probability, industry competition or market power but do not assess overall organisational performance. The existence of company ranking indices such as FTSE4good and Dow Jones Sustainability utilise organisational dimensions of governance, social performance, environmental performance or sustainability suggesting the usefulness of such measures to rate companies. Also, the plethora of research surrounding governance, sustainability, operational efficiencies or accounting performance impacting organisational performance and its measurement (as found in chapter 2 and 3) supports inclusion of these components both in measuring organisational performance and in analysing companies. Therefore, one can draw conclusions about the inadequacy of financial measures in providing real assessment of companies and need for a more comprehensive approach such as the overall organisational performance measurement proposed in this study.  

Top ratings were given to structured finance products just before the financial crisis by the top three CRAs S&P, Moody and Fitch which prompted quality concerns over credit ratings and their detailed methodology. The market environment (such as boom or recession cycles) in the economy as a whole affects the quality of ratings and increases counter-cyclicality of ratings accuracy (Povel et al, 2007; Becker and Milbourn, 2011; Bar-Isaac and Shapiro, 2013). Such a problem could be solved by nullifying administrative or conceptual flaws in how credit ratings are provided. This study proposes organisational performance based ratings to solve above mentioned conceptual part of the credit ratings system. The same proposition might be later on useful in solving administrative problems related to CRAs about their reputation, behaviour or monitoring (Boot et al, 2006; Mathis et al, 2009). 

The only purpose of current credit ratings method is to assess credit risk, the amount of loss given the default or the probability of default. Overall this perspective analyses only what cannot happen or what could go wrong with the companies or their debt or debt repayment capacity. These credit ratings are not able to provide any details or forecasts which show whether these companies are performing, what companies can do or will strategies as an input would pay off to achieve better performance. Any negative indication or announcements on credit watch, outlook or downgrade changes could create spiral effects on companies’ stock prices and ultimately affect companies’ capital structures. Thus, analysing risk alone or what can go wrong increases probability of companies entering the downward spiral and may lead to default or collapse. This creates a need to analyse companies’ strategy–performance link and overall organisational performance to understand and to assess companies in detail. Such a ratings method would be more comprehensive due to having a positive approach. For example, announcing ‘a company is kept on credit watch’ could send its stock price down but announcing for the same company that ‘their current performance is below an industry average but could do better’ may not send its stock price down all of a sudden although company is at the same level when both scales of credit risk and performance are correlated. When investors further analyse this rating based on the performance of the company, more dimensions and details would be revealed as compared to current credit ratings.
 To improve the current credit ratings methodology and quality of ratings and solve current problems in credit ratings as mentioned above and discussed in chapter 2, the researcher proposes a new approach to ratings. This new proposed approach consists of a method of rating an issuer or company as a whole rather than just their debt or repayment capacity; and this new corporate rating would be based on the ‘overall organisational performance’ of the company. The clear distinction between current credit rating and organisational performance based corporate rating is shown in the following Table 4.1. 

Table 4.1 Difference between current credit ratings and proposed corporate ratings
	Attribute of the assessment 
	Current method of
Credit Ratings 

	Proposed New Approach of
Corporate Ratings

	Orientation of assessment

	Risk and Default
	Organisational performance

	Purpose of assessment
	Credit risk of issued debt or creditworthiness for new debt
from an issuer company

	Overall assessment of an issuer company


	Basis of assessment

	Business risk
Financial risk
	Overall organisational performance

	Major dimensions for any industry covered in deriving such ratings


	Country risk, industry risk competition, financial performance, cash flows, liquidity or loss given default
	Stability
Resilience and
Sustainability of company as performance outcomes of company’s strategy and stakeholders’ actions



Source: Current methods of CRAs from section 2.4 (Chapter 2) 
Therefore, a proposition of ‘overall organisational performance based ratings’ generates the following hypothesis. H1: Overall organisational performance can be applied to rate companies or to derive the corporate ratings. Dimensions of overall organisational performance measurement are discussed and proposed in the next section. 

4.3	Proposition 2: Dimensions of overall organisational performance measurement  
This proposition applies four key attributes of strategic management and a purpose of having well-defined corporate strategy. These four attributes and a purpose can be considered as underlying assumptions for this proposition 2. These four key attributes are: (i) strategy directs the organisation toward overall organisational goals and objectives, (ii) the organisation includes multiple stakeholders in decision making and managers concentrate on satisfying all stakeholders rather than concentrating on single stakeholder, (iii) short-term gains and long-term success shall be given equal importance, and finally, (iv) recognition of a trade-off between efficiency and effectiveness by managers (Dess et al, 2010). Based on these four key attributes, it is proposed to measure organisational performance which would include overall measurement, measurement of satisfaction of each stakeholder group, both short-term and long-term measures for example, profitability or sustainability embedded in derivation and concentrating on both efficiencies and effectiveness. 

In addition to this, decision making during strategic planning and implementation leads to three possible outcomes: certainty, risk or uncertainty (Rosenhead et al, 1991). In case of large and publicly traded company, default like uncertainty is not sudden when this company’s current performance is at par or near industry average even if it is not beyond analysts’ expectations of outperforming its competitors. Therefore, unless there is an immediate change in any of PESTLE (Macro) forces or five industry forces (Micro), the company may not slip into risk or uncertainty range (Porter, 1985). Hence, it would be important to analyse such companies on a common value dimensions of certainty targeted by company managers through their strategies. There could be two types of measures to interpret this targeted certainty of organisational performance. One would be direct objectives to be achieved in profit maximisation and cost minimisation that is, financial performance and operational performance. 
However, these two objective measures could classify being into short-term or efficiencies category and they alone never represent the true picture of what is intrinsic value of company; or in which direction the company is heading because of management’s actions. Therefore, one must measure other subjective or objective criterion to assess the robustness or longevity of company’s survival and success (Simon, 1964, Dyson, 1991). This leads one to propose the other two over-arching dimensions of resilience and sustainability to be measured as major indicators of overall organisational performance. 

This discussion also reveals that current credit ratings significantly focus on and measure ‘risk’ and ‘uncertainty’ outcomes whereas in this study it is proposed to measure ‘certainty’ part of the outcome for an organisation which mainly focusses on the overall organisational performance. These outcomes could stem from multiple stakeholders’ actions and management responses to market changes or stakeholders’ demands (Hill and Jones, 2012). For a large and publicly traded multi-national company, stakeholders include employees, suppliers, customers, debt holders, shareholders, community, regulators, trade associations and environment (White, 2004).  

Objectives other than profit and cost may not be main objectives of the company and could be non-financial but it could still affect the achievement of prime objectives of profit, cost or competitive advantage. Thus, an idea of satisfying all stakeholders through various objectives setting requires proactive strategy beyond existing concepts like triple bottom line (Freeman, 1984; Jawahar and McLaughlin, 2001; Dess et al, 2010). This leads one to promote the interests of all possible stakeholders when organisation is at peak of its performance. When performance is not at par with industry average or competitors, it is beneficial to concentrate on activities or stakeholders which create resources or advantage for the company (Martin, 2002). As Porter and Kramer (2006) suggest there is a strong link between socially responsible behaviour and creation of competitive advantage. Such corporate behaviour of social responsibility, ethics, compliance or innovation could be expected from companies at different life cycle stages responding market dynamics with different type of strategies implemented by managers. Usually managers’ initial idea of such behaviour enhances the long term position of a company including its reputation (Martin, 2002). Therefore, it is required to measure other dimensions which reveal strategic focus of company, stakeholders’ satisfaction targeted by company, its social or environmental performance, compliance and reputation. Such performance measures could be included in the overarching dimensions of resilience and sustainability apart from basic objective of stability.  

As proposed in Table 4.1 and as explained in the application of metaphor (Table 3.4 in chapter 3), overall organisational performance could be measured by three overarching dimensions: stability, resilience and sustainability. Organisational performance dimensions are categorised in many ways such as external – internal, objective – subjective, qualitative – quantitative, short-term – long-term, financial or non-financial. Dimensions utilised in measuring overall organisational performance belong to a particular category depending on the orientation or basis of the measurement. 

As discussed above, measuring performance from only one viewpoint like financial, operational or specific stakeholder such as employee or customer would be short term, single vision and would not reveal the actual health of the organisation under assessment. Therefore, it is vital to measure overall performance wherein each dimension could reveal how company is performing and maximising value for each of its stakeholders.  

4.3.1 Stability  
Stability as a concept transferred from the metaphor of ‘an organisation is building’ (Table 3.4 Chapter 3) stands here for ‘strength of an organisation on its own’ which would be a basic requirement for any profit making company. This conceptual perspective makes ‘stability’ – an internal dimension wherein major requirements are optimum operational and financial strengths to run the business successfully without external support of government or partnering companies. Stability has been widely regarded as an internal dimension, whether it is a case of stability of banks or stability as an internal control in explaining the organisational effectiveness (Quinn and Rohrbaugh, 1983) or stability for the internal environment of the firm formed by its finances, operations or basic organisation design (Weihrich, 1982; Porter, 1985). Therefore, stability as an internal dimension comprises to achieve performance in terms of finance, operations and internal stakeholders satisfaction that is employees and shareholders. 

Only these two stakeholders: employees and shareholders are considered internal as without them there is no starting point of business to produce any goods or to provide any services. Secondly, employees and shareholders have believed in the company making any profit in the basic organisation design as their wages and return on investments depend upon the company’s survival, growth and further success (Freeman, 1984; 2010; Hill and Jones, 2012). The other set of stakeholders comprising customers, suppliers and debt holders is more influenced by market conditions and competitors and could easily switch to competitors (Porter, 1985, 1991) that is why it is considered as external (Grant, 1991; Hill and Jones, 2012) and is not included in analysing and measuring the stability. Therefore, it is proposed to apply financial performance, operational performance and internal stakeholders’ (employees and shareholders) satisfaction as sub-dimension of stability.  

Financial performance of companies is usually analysed by measuring different ratios and then doing vertical analysis for the year concerned or doing horizontal trend analysis to assess over the years (Dyson, 2009). Financial ratios can be compared with industry average of each ration to assess the company’s performance against its competitors. Annual reports of companies contain financial statements such as balance sheet, profit and loss account or income statement which enables the calculation of different ratios and their further interpretation (Hill and Jones, 2012). 

Ratios are categorised to measure profitability, liquidity, leverage, activity, investments and cash flows. To analyse overall financial performance, at the least one comprehensive ratio should be selected from each category (Koller et al, 2010; Drobetz and Heller, 2014). For example, Moody’s applies set of profitability, leverage and coverage ratios with 50% weight in credit ratings for assessing finances of global manufacturing companies and 65% weight when assessing finances of global automotive companies. 

Profitability measures show how much the organisation is gaining from its assets and losing from its liabilities and how the management has used investments made by owners and creditors into the business. This could be measured through return on invested capital (ROIC). ROIC is a value driver along with growth and cost capital efficiencies and its trend analysis could show whether company can sustain competitive advantage in the industry, can consistently increase ROIC, how a company is performing against industry competitors and what should be management agenda to sustain ROIC increase (Koller et al, 2010). 

The liquidity ratio is concerned with ability of the company to meet short-term financial obligations. The acid test ratio is selected here as compared to current ratio because the acid test ratio is a more stringent test as inventories are excluded from current assets in numerator. Any decline in this ratio shows problems in operations and working capital management (McLaney and Atrill, 2010). 

The leverage ratio measures how much business is financed from debt as compared to equity and assess the commitment given for interest and capital payment structure. Equity and debt could significantly alter a company’s capital structure, the overall cost of capital and any expansion plans based on financial capital (Dyson, 2009). Therefore, it is proposed to include debt to equity ratio for assessing financial gearing. 

It is well known that shareholders, promoters and employees are satisfied when they receive rewards in terms of dividend, higher stock price, higher cash reserves, pay rises or bonuses respectively. This has the basic requirement of business being successful, growing and generating enough free cash flow for financial decisions to satisfy these stakeholders. The direct measure of this would be a retained cash flow or cash reserve at the end of the year (Dyson, 2009; McLaney and Atrill, 2010). 

Indirect functional measures of profitability could be value measurement from which all stakeholders could benefit, not just shareholders. This measure could be value derived from long-term revenue or sales growth, cost reductions and investment returns. Changes in the long term value drivers such as core business products or services and market opportunities for growth could be reflected further in sales, operating costs, capital productivity and finally in the overall enterprise value (Dyson, 2009; Koller et al, 2010). Otely (1999) suggested no definite set of ratios can measure complete performance and therefore, one must utilise and devise the best possible measures to analyse performance from different perspectives like enterprise value in this case. Viguerie et al (2008) analysed organisational growth and its detailed components for large global companies and found that average growth of company is mainly achieved from portfolio momentum, merger and acquisition activities and market share performance. This growth rate is one of the variables for an enterprise value function.   
The enterprise value could unlock and analyse the intrinsic value of the company revealing true stability. However, looking at the pecking order of capital preferences, it is vital for growth and liquidity that capital is available. Free cash flow could be generated from operations whereas capital available from stock and bond holders and their willingness to invest is a key for company’s growth prospects and it is also a reflection of financial performance. With inclusion of this capital availability in the form of WACC, a following set of indicators to be measured to assess the financial performance which is more comprehensive and detailed as compared to S&P and Moody’s ratio sets as described in chapter 2. 

Table 4.2 Dimensions to be measured for financial performance component 
	
Financial 
Performance 
	Profitability 
	Return on invested capital (ROIC)

	
	Liquidity 
	Acid test ratio (Quick ratio)

	
	Leverage
	Debt to equity ratio

	
	Cash flow
	Retained cash flow

	
	Capital availability 
	Weighted average cost of capital (WACC)


Source: Findings from the review of literature; the author 

The other component of basic objectives for profit making firms is operational excellence. Operational excellence or performance management has been developed over six decades having major influencing dimensions of quality (Crosby, 1972; Deming, 1982); costs (Argyris, 1952; Chandler, 1977; Kaplan and Cooper, 1997); products and profits (Galloway and Waldron, 1988); time (Stalk, 1988); productivity and performance (Hayes and Clark, 1986; Kaplan and Norton, 1992) and operations and its consequences on overall performance (Ridgway, 1956; Skinner, 1969; Slack, 1983, 1987) and structured approach to operational performance measurement (Keegan, 1989; Kaplan and Norton, 1992: Neely et al, 1994, 1995, 1997; Bourne et al, 2000 – all as cited in Neely et al, 2002 and Neely, 2007). Researchers have agreed on five major dimensions of operational performance which are: quality, dependability, speed, flexibility and costs.

In this study, flexibility and dependability are already considered separately through other measures such as compliance, reputation, innovativeness as detailed measures. 
Hence, operational performance for stability would target costs, quality and time as major sub-dimensions in this study. These dimensions are also considered as components of so called ‘iron-triangle’ for any project performance. These dimensions could be measured through efficiency, product and production quality and business process cycle time. These three measures would collectively reveal how operations are managed by company management and whether company would be able sustain its competitive advantage centred on operational components (Wickham, 2000). Simplifying the business process, time to market, efficient use of working capital and inventories are considered major manufacturing breakthroughs (Boothroyd, 1992; Clark and Suanders, 1992; Lee-Mortimer, 1992). 

The ratios analysed for operational efficiencies could show how management is utilising resources and how effectively assets are managed. Inventory turnover assessment for a year reveals how many time inventory could be turned over by company in a year. This enables one to analyse excess stock levels carried by company. Costs of goods sold is a better measure than sales in this ratio as it shows costs of the inventory items (Hill and Jones, 2012). 

The second ratio to measure efficiency applied here is: working capital ratio which is usually counted as financial ratio. However, it measures currents assets against current liabilities and is mainly affected when daily business is not managed appropriately. Expansion into new markets and increase in product or service portfolio to succeed in competition is also enabled when working capital is sufficient and this ratio is positive irrespective of type of industry (Dyson, 2009; Marr, 2012). These effects are generated from daily operations of the company having impacts on the current assets and liabilities; therefore it is considered here as a measure of operational efficiency.  

Quality can be measured by many detailed measures such as features, technical specifications, conformance, compliance, serviceability, aesthetics, perceived quality or product utility (Neely, 2007). In this Six Sigma is considered as a measure of quality and a performance enhancing measure as well. This was developed by Motorola in 1980s. Six sigma is a high standard of quality to achieve but with strong balance sheet and talented human capital, it can be achieved by large multinational companies. It is proven that six sigma quality level is achievable since large industrial conglomerates General Electric and Honeywell have successfully adopted it not only as a formula but quality programme. 
Recent development includes blending of six sigma with lean manufacturing to generate a concept of ‘Lean Sigma’ (www.Bain.com, 2015). Six sigma acts as a measure of production quality and an improvement tool. The entire organisation can be involved and the ultimate results of six sigma are costs savings, customer satisfaction, corporate reputation and cultural shift within employees, suppliers, distributors and clients as major stakeholders benefiting from this perspective. 

The final measure of a time component is how fast company is able to serve the markets needs or consumer demands. Thus for a manufacturing or service any company, the whole business process should be designed in such a way that order is fulfilled as fast as possible. This again helps a company in costs saving, retaining customers and generating repeat order revenues from satisfied customers. The measure applied is order fulfilment cycle time (OFCT) which is counted from end to end cycle time from sourcing to final delivery. Such a measure allows a company to do root cause analyses easily for optimising business processes and redesigning the process when necessary to improve the overall performance. OFCT analysis can save time and further costs and human capital spend as well (Marr, 2012). With advent of web and telecommunication technologies, it is vital for companies to retain customers with flawless delivery and demand responsiveness.  

Table 4.3 Dimensions to be measured for operational performance component 
	
Operational  
Performance 
	Efficiency
	Change in Inventories 

	
	
	Inventory turnover ratio

	
	
	Working capital ratio 

	
	Quality
	Six sigma level

	
	Business process optimality
	Order fulfilment cycle time (OFCT) 


Source: Findings from the review of literature; the author 

As discussed previously in this chapter whilst proposing stability as one of the main dimensions of overall organisational performance, employees and shareholders are considered as internal stakeholders and their satisfaction is considered as a basic objective as well as profit and costs for companies. 


Stakeholders are vital to the success of the company and management must make efforts to retain, to develop or to prevent their attrition, and to make the relationship participatory with them (Mellahi et al, 2005; Freeman, 2010). Applying this set of characteristics to employees and shareholders; employees shall be given the training support, be retained and rewarded appropriately for their contribution to organisational performance (Torrington et al, 2012). Based on such attributes and direct relationship of employee satisfaction to turnover growth and organisational performance (Guest et al, 2003; Hancock et al, 2011) suggest that value added by employees, employees’ attrition rate and development support given by company would be appropriate measures to assess employee satisfaction. The service –profit chain by Heskett et al (1994) in the following figure shows employee satisfaction, employee productivity and employee retention are crucial for internal service quality, customer satisfaction and ultimately resulting in growth and profitability. According to the resource based view, employees are human capital of the organisation which can create competitive advantages with their skills such as industry knowledge, innovation and organisational processes (Wernerfelt, 1984; Barney, 1991). Just as customer retention is less costly as compared to attracting new customers, the same is true in case of employees and with the right human resource management (HRM) practices and policies in the firm, individual employee performance could reflect into collective organisational performance such as product quality, innovation, turnover, growth and customer satisfaction (Arthur, 1994; Huselid, 1995; Allen et al, 2010; Batt, 2011).   

The following service profit chain (Figure 4.2) starts working with top management supporting and creating a culture where employees are satisfied with internal quality; and then satisfied employees drive employee loyalty; and loyal employees drive quality of output. This quality output in the form of product or service value and utility satisfies customer and then customers become loyal over time. Such valued customers’ loyalty towards an organisation generates revenue growth and profit (Heskett et al, 1994). 

Figure 4.2 The Service profit chain



Source: Heskett et al (1994, p.166) 


Each link in the service profit chain is crucial for an organisation’s stability of profit maximisation and cost minimisation. For example, talented and trained employees when retained, reduce the cost of acquiring new ones. From employees’ perspective in the chain, three crucial points catalyse their satisfaction by management support for training and development, employees decision to continue working for the company and value addition done by employees. These attributes lead one to measure employee stakeholder’s satisfaction by training and development expenditure, attrition rate and turnover per employee (Koys, 2001; Harter et al, 2002; Mowday et al, 2013). Customer lock-in is a profit maximisation advantage whereas employee lock-in is a cost minimisation advantage which in turn can become profit maximisation advantage (Koller et al, 2010). However if firms are not careful in maintaining the links shown in figure 4.2 then these links can become weaker over the time. Also, employee turnover intentions could be unexplained by job satisfaction and future-oriented work expectations and organisational tenure could affect workability of these links (Chen et al, 2011). Therefore, it is proposed to measure employee’s satisfaction from three dimension of training and development support, attrition rate and contribution to profit. 

The second set of internal stakeholders are stockholders or shareholders who have trusted the management of the company and bought equity shares issued by the company with an expectation of return on their investments in terms of dividend, bonus shares or increase in stock price (Shefrin, 2001; White, 2004; Koller et al, 2010). The shareholders’ behaviour is analysed over the years through social theories, behavioural finance theories and management theories such as agency – stewardship and stakeholders (Helm, 2007; Hill and Jones, 2012). One off decision to become equity owner through an initial public offering (IPO) and long term loyalty are different issues in shareholders’ behaviour. However, the management literature has been divided on two issues: (i) maximising shareholders’ return and incentives to managers in doing so; and (ii) maximising shareholders’ return but not at the cost of rest of the stakeholders such as customers, employees and bondholders. To control the behaviours of and to maintain relationship between shareholders and managers within the organisation and in the stock markets, there are various mechanisms of employee stock options (ESOP), internal governance frameworks, internal and external auditing, reporting to management board and exchange commissions (Shefrin, 2002; Hull and White, 2004; Koller et al, 2010). These mechanisms are required so as to avoid occurrences of cases such as Enron, Oniva.com, Barings Bank, Archer Daniels Midland, Satyam Computers, Tesco, Sotheby’s-Christies’s wherein shareholders and managers behaviour becomes illegal, unethical and unacceptable (Dess et al, 2010; Hill and Jones, 2012). The idea is to satisfy shareholders without jeopardising other stakeholders of the organisation. Alternatively, corporate reputation perspective suggests that just like employees and customers, shareholders shall be retained over the time and one shall treat them as an internal set of customers (Fombrun et al, 2000: Sabate and Puente, 2003).   
This could enable managers to combine corporate reputation and shareholders’ satisfaction leading to shareholders’ behavioural loyalty to maintain or increase their equity ownership. Therefore, shareholders’ satisfaction is vital for their continued confidence in the company and its managers (Helm, 2007). Satisfaction of shareholders is revealed by many indicators such as stock price appreciation, stock price volatility, daily equity trading volume, trading positon sentiment, dividend record, earnings per share, debt to equity ratio, number of share buyback instances, lawsuits files by investors, subscriptions received by company for its initial public offering (IPO), preference shares or debentures issue (Koller et al, 2010). In this case, two major dimensions involving stock prices, dividends and earnings are selected as measures of shareholders satisfaction and confidence. Table 4.4 shows the dimensions proposed to measure collective satisfaction of internal stakeholders: employees and shareholders. 

Table 4.4 Dimensions to be measured for stakeholders’ satisfaction component 
	
Stakeholder satisfaction  
	Employees 
	Human capital value added                      (Net Income/1000 employees)

	
	
	Employee growth rate (or attrition rate)

	
	
	Training and development support 

	
	Shareholders 
	Total shareholder return 

	
	
	Price/ Earning (P/E) ratio 


Source: Findings from the review of literature; the author 

The above discussion operationalises financial performance, operational performance and internal stakeholders’ satisfaction as sub-dimensions of stability – a major variable of overall organisational performance measurements. Tables 4.2, 4.3 and 4.4 show the detailed measures as operationalisation of this variable stability. Stability as the first component of overall organisational performance measurement generates following hypothesis H2a: Higher score of stability as a major dimension would result into higher overall organisational performance.  

[bookmark: bib31]4.3.2 Resilience 
As mentioned in Table 3.4 (chapter 3), resilience as a concept transferred from the metaphor of ‘an organisation is building’ is considered as robustness of the organisation to stay successful and growing under the conditions of enormous stress and changes from industry forces of competition (Porter, 1980, 1985) and PESTLE forces of global economy (Mellahi et al, 2005). However, there are two contrasting views of ‘internal organisation’ perspective focussing on leadership and decision making and ‘external forces’ perspective focussing on industry and economic variables (Hoskisson et al, 1999). The internal view is also supported by further research on resources (Rumelt, 1974; Wernerfelt, 1984; Barney, 1991); dynamic capabilities (Teece et al, 1997); complex contingencies (Eriksson et al, 2000). 

The external view which asks managers to deal with complexity, change, uncertain market dynamics and a competitive environment again shifts the focus of firms to be robust, efficient and turnaround during market turbulence (Wickham, 2005). The solution to this two-fold problem is optimum resilience wherein organisations continue to learn, adapt, be flexible, lean and agile at the same time. Such a state could be wherein an organisation is not rigid due to over-resilience (Gilbert, 2005) but it is adaptive, exploring and exploiting simultaneously. This requires organisational ambidexterity (Raish et al, 2009) with a firm’s ability to integrate internal and external knowledge in a process to create superior performance in terms of high stakeholders’ satisfaction, structures and processes combined with market power and dominate competition for technology, production, innovation, distribution resulting in profound customer loyalty (Dittrich et al, 2007; Liminos et al, 2014).   

In the depth analyses of resilience concept reveals that it refers to the capacity of an organisation to continuous reconstruction whilst responding to market changes (Hamel and Valikangas, 2003); resilience is a fundamental quality to reply disruptions through productivity without introducing an extended period of regressive behaviour (Horne and Orr, 1998); resilience is about to carry out core activity and reply to disruptions without affecting social, technological or environmental processes attached to business (Starr et al, 2003). This shows resilience is an output achieved by combination of different activities by an organisation to sustain market forces. Strategy, structure and process research from Miles and Snow (1978) and competitive strategy research from Porter (1985) convey that being resilient is about either being defensive or offensive while responding to market forces arising from competitors’ activities. This defensive or attacking responses to competitors could be made possible when organisation has any of the strategic assets’ advantages such as lower costs, distinctive production, development and distribution capabilities, innovative products, reputation, network of relationships in the industry or superior operational processes or strong stakeholders’ contribution (Porter, 1985; Cool and Dietrickx, 1993; Schendel, 1994; Zara et al, 1995). A systems’ perspective on resilience suggest that resilience could be achieved by (i) diversity – multiple actions, (ii) efficiency – output with optimal resources consumption                (iii) adaptability – flexibility to change under new pressures, and (iv) cohesion – unifying relationships between system’s variables and its elements (Bhamra et al, 2011). 
Applying a system’s perspective, diversity and cohesion can be achieved with stakeholders’ contribution and satisfaction leading to strong relationships with management; efficiency and adaptability can be achieved from sustaining the competitive advantage through internal processes and control over industry structure and market dynamics (Porter, 1985, p.482 – 536). Innovation and knowledge management could create organisational resilience (Mafabi et al, 2012); this innovation could be product, process, technological or managerial (Hamel, 2006; Hamel et al, 2008).   

Confirming the aforementioned view of organisational resilience, researchers affirm that organisational resilience can be achieved through organisational structures and committed and satisfied stakeholders such as employees and customers (Jaaron and Backhouse, 2014; Hamel, 2006); increasing an organisation’s competitiveness (Gunasekaran et al, 2011); from capacity – product innovativeness and competence orientation along with agility and behavioural preparedness (Akgun and Keskin, 2014); from corporate governance and stakeholders’ contribution (Lampel et al, 2014) and from strategic capacity such as resources, employees, focused strategy and strategic actions such as creativity, flexibility, pro-activeness and decisional rapidity (Katur and Iseri-Say, 2012). 
As evident from this discussion about resilience, it is proposed to measure resilience by applying sub-dimensions of competitiveness, growth of the company and the company’s second set of stakeholders’ contribution that is customers, suppliers, and debt holders (bond investors). Employees and shareholders are already considered in measuring stability in the previous section.  

Customers are very important stakeholders and it is proven in the literature that revenue growth or out performing competitors would be possible when customers and consumers accept the product or service from an organisation. For example, margins from value chain model (Porter, 1985); customer relationship management (Kotler, 2007) or customer satisfaction or loyalty frameworks (Kumar et al, 2013). Satisfied customers generate re-purchase business and that could create free cash flow leading to higher dividend allocation (Gruca and Rego, 2005). Customers are the third and final set of stakeholders who provide finance through sale transactions to the organisation after shareholders and bondholders. Therefore, measuring customer satisfaction is vital element in analysing and measuring organisational performance. However, Porter’s 5 forces model for industry competition suggest customers hold bargaining and switching power and in fast paced uncertain market conditions their buying behaviour trends change rapidly (Porter, 1985; Oliver et al, 1997; Kotler, 2007). 
Analysing buying behaviour, customer satisfaction and loyalty theories, it is proposed to measure customer satisfaction in terms of increase in customer retention rate and customer profitability; and reduction in customer complaints (Kotler, 2007; Finn, 2011; Phillip and Stan, 2013). Customers view their loyalty as an input so as to receive rewards from firms for it whereas marketers view customer loyalty as a long term output for quality and utility provided at the right price with after sales service (Kwon and Lennon, 2009; Pan et al, 2012; Kumar et al, 2013). This is the major trade off for any organisation which is called manager – customer interface where trained human capital has an important role and responsibility to generate sales revenue.  

Competitiveness could be derived from product differentiation as component of differentiation strategy to be resilient against five forces of industry (Porter, 1985) and innovativeness of employees and management could also support product or service breakthroughs (Hamel et al, 2008), however this has to start at the top (Hamel, 2006). Hence, top management support and commitment in allocating resources to innovative ideas are vital (Hamel, 2006; Kantur and Iseri-Say, 2012; Akgun and Keskin, 2014). Suppliers and customers are integral to value chain and long term relationships with them are crucial for reduction in operating costs at an input end and increased profitability from repeat purchases from loyal customers at an output end. This can increase overall revenue and consumer base ultimately leading to retaining of competitive advantage until responses from new entrants or existing competitors (Porter, 1985; Cool and Dietrickx, 1993, Normann, R. and Ramirez, R., 1993, Hill and Jones, 2012). 
In addition to the above-cited literature, earlier performance frameworks (as reviewed in chapter 3) developed by Keegan et al (1989), Fitzgerald (1991), Kaplan and Norton (1992), Brown (1996), Laitinen (2002) and Maltz et al (2003) have all supported dimensions such as customer satisfaction, competitiveness through differentiation, R&D and innovation; and growth contributing to superior and sustained organisational performance (Richard et al, 2009; Yip et al, 2006, 2009).  

Suppliers are another important set of stakeholders for any organisation as they provide raw materials or services which can directly impact the finished goods or services. Suppliers are part of inbound logistics as mentioned in value chain (Porter, 1985). Managers could reconfigure value chain and derive various cost advantages from procurement by maintaining relations with suppliers which in turn can enhance bargaining leverage through purchasing policies. 
“A firm should select suppliers which are most efficient or which can offer for low cost supplies” (Porter, 1985, p.106-107). 
The biggest example of deriving competitive advantage from suppliers’ relationships can be none other than the manufacturer: Boeing. Table 4.5 reveals how Boeing managed to reduce costs and complexity in the supplier network which ultimately enabled Boeing to derive affordability, better asset usage, increased intellectual capital and improved cash flows (www.Boeing.com, 2015). 






Table 4.5 Boeing’s advantage from supplier relationships
	Boeing Suppliers by Numbers

	Boeing honoured 14 companies and one university with its 2014 Supplier of the Year awards, recognizing their superior performance in delivering high-quality products and services on time and at the promised cost. Strong performance and close collaboration with these award-winning suppliers helped Boeing exceed customers' more-for-less expectations while also contributing to Boeing's record $90.8 billion in revenue in 2014.                                                  
79% reduction in the number of suppliers that Boeing business units work with today. This number has dropped from more than 30,000 in 1998 to 6,450 now. These 6,450 suppliers are based in more than 100 countries.                                                                                                          
86% of purchase order and change order transactions collectively made by Integrated Defense Systems, Commercial Airplanes and Shared Services that are e-enabled through e-Buy, a Boeing enterprise wide initiative to Web-enable procurement. This system delivers more than 360,000 transactions a month electronically. 
3,000 Approximate number of suppliers that can trade through Exostar, an aerospace Internet "virtual marketplace" founded by Boeing, Lockheed Martin, Raytheon, BAE Systems and Rolls-Royce.; other technologies deigned to streamline inventory management include the Min/Max ordering system in Wichita, Kan. Use of Min/Max allowed Boeing in a single year to reduce inventory by more than $300 million. 



Source: Full text at www.Boeing.com 2015); www.Boeingsuppliers.com (2015)

Boeing improved supply chain efficiency and created partners from providers while reducing 79% suppliers but increasing high performing suppliers who eventually became partners for Boeing’s 787 Dreamliner. Porter (1985, p.112) claimed that cost advantage could be made sustainable by utilising scale, interrelationships, linkages, proprietary learning and policy choices to create innovative processes or technologies. Boeing applied all these elements to succeed with suppliers. From operations management perspective, suppliers can affect product quality, time to market, flexibility and operating costs (Lambert and Knemeyer, 2007). Suppliers are concerned about receiving payments and manufacturer’s capacity to arrange capital for the same in stipulated time. This is again affected by how fast manufacturer is able to utilise raw materials and convert into finished goods (Lambert, 2006; Slack, 2013). This leads to three major criterion for managing operations: procurement effectiveness, operational efficiency and working capital management (Wickham, 2005). Considering these major criterion for successful operations which also satisfies suppliers in terms of payment, time and supply continuity, it is proposed to measure suppliers network strength, average settlement period for trade payables and inventory shrinkage rate (McLaney and Atrill, 2010; Marr, 2012). 

Dyson (2009) and Koller et al (2010) confirm that bond holders as a stakeholders are expecting return on their investments in form of guaranteed interest or appreciation of bond prices in the stock market, same as dividend to equity owners and price of ordinary stock. The only difference is pecking order for how to obtain finances keep changing according to market conditions. For example, many IPOs were postponed or transferred to other stock exchange during 2008 – 2011 on London stock exchange (www.londonstcokexchnage.com, 2012). The influence of bond holders have on company management and organisation’s financial performance is evident from the following example of importance of capital financing through debt issuance (Ashbaugh-Skaife et al, 2006).  
“Debt is the primary means of raising long‐term capital in the USA. The value of new bond issues rose from $651 billion in 1996 to $1,001 billion in 1998. This is compared with new stock issues of $122 billion in 1996 and $126 billion in 1998. Factors that influence the price that debt holders charge the borrowers are therefore of immense economic significance. Small changes in debt yields could lead to large shifts in capital allocation” (Bhoiraj and Sengupta, 2003, p.455). 

Bond holders’ confidence and actions to protect their long term low risk return creates market information and further spiral of ‘bond prices–interest rates’ through existing bond ratings system (Hite and Warga, 1997; Koller et al, 2010). 
However, company managers attempt to raise finance at the minimum possible interest rates through only tools such as positive and growing organisational performance announcements and their bond ratings! (Ashbaugh-Skaife et al, 2006). This is where optimal capital structure and pecking-order theory are useful to analyse bond holders – shareholders and managers conflicting interests (Rajan and Zingales, 1995; Barclay and Smith, 1999). Capital structure of publicly traded company is a complex and conflicting because it involves impact of leverage on value creation for shareholders, shareholders short-term pay offs can destroy long term value for bond holders, managers attempt to reduce costs of capital, shareholders demand dividend growth (Koller et al, 2010). Therefore, bond price appreciation and at the same time reducing costs of capital are sort of balancing act between managers and bond holders. Also, an optimum leverage ratio could create a balance between debt and asset allocation by managers (Ross et al, 2007). 

Some dimensions are not reported by the companies, are not available with the analysts and are not available in databases in the market. For example, number of customer complaints is never reported by any company since it undermines their reputation. However, it can be indirectly reflected in how much and how fast customers are willing to pay the company. Thus, accounts receivable turnover could indicate to an extent customer satisfaction. At the same time, if market share or relative market share values are not available then there are indirect measures which can reflect it. Such as income growth or sustainable growth rate, as these are not possible without actual market expansion or market share increase. Therefore, when direct measures are not available, such indirect measures can be useful.
The above discussion details ‘why and how to measure’ resilience and further operationalises the competitiveness, growth and external set of stakeholders’ satisfaction as sub-dimensions of resilience. Table 4.6 shows detailed measures and operationalisation of resilience. Resilience is proposed as a second major variable of overall organisational performance measurement and raises a hypothesis H2b: Higher score of organisational resilience would result into higher overall organisational performance.  

Table 4.6 Dimensions to be measured for competitiveness, growth and stakeholders’ satisfaction

	Competitiveness 
	Products / Service availability 
	Number of new products / services introduced OR
Deriving competitive advantage through technology 

	
	Innovativeness 
	Patentable research activities for example  
Intangible assets growth Y-o-Y

	
	Research & Development support 
	Expenditure ratio/ EBIDTA

	Growth 
	Market share 
	Increase in global market share 
Or net income growth in last 3 years 

	
	
	Relative market share or sustainable growth rate 

	Stakeholders’ satisfaction
	Customers 
	Customer profitability 

	
	
	Customer retention rate OR / Utilising customer loyalty tools / CRM/  Rewards 

	
	
	Customer complaints / or                   Accounts receivable turnover 


	
	Suppliers
	Trade payables period

	
	
	Accounts payable turnover days

	
	
	Cash conversion cycle 

	
	Debt (bond) holders 
	Weighted average cost of debt

	
	
	Interest cover ratio (EBIT/Interest expense)

	
	
	Debt to Asset ratio 


Source: Findings from the review of literature; the author 


4.3.3. Sustainability 
As discussed in the metaphor application section in chapter 2, sustainability stands here in this discussion as the long-term survival, success and growth generated from appropriate utilisation of resources, capabilities and competitive advantage. This dimension is pertains to the longitudinal performance of the company (Porter, 1991). Stable and resilient organisation needs to sustain its two dimensional performance combination of stability and resilience, for a longer duration and to do that organisations should sustain its competitive position in the industry (Porter, 1985; Grant, 1991; Barney, 1991; Peteraf, 1993; Neely et al, 2002; Yip et al, 2009).     

The competitive advantage of the firm could have been derived from within the firm or from the local or global environment so sustaining for a longer duration would require two efforts: internal managerial choices and changes in the strategy to respond to external market changes over the time and; to maintain the initial conditions of competitive advantage in the external environment (Porter, 1991, p.100). Therefore, sustainability is a performance outcome of a strategic input to increase the longevity of the competitive advantage of a firm. 

As discussed in previous sections of operationalising stability and resilience, actions and satisfaction of stakeholders (employees, suppliers, customers and investors) can immediately affect the organisational performance. However, the earlier view of strategic management considered stakeholders as legal and social constraints to limit the decision making and progress of an organisation. The fundamental shift in management from this view to a new co-optation perspective and then to external stakeholders’ participation in decision making has brought an influential concept of corporate social responsibility to fore (Dill, 1975; Preston and Sapienza, 1990). Simultaneously, community and government regulators as stakeholders expect the compliance, responsibility and governance from companies. Meeting these targets of compliance or social responsibility is ultimately considered as effectiveness test of top management and reputation test of the company as a whole (Mackey et al, 2007). This poses another major trade off for managers and companies that how much duty businesses have towards society and what if being socially responsible can erode cash flows. Many scholars have argued that community and all other stakeholders’ interests supersede the interests of a firm’s shareholders in the strategic decision making (Freeman, 1984; Wood, 1991; Donaldson and Preston, 1995; Swanson, 1999). Porter and Kramer (2006) have proved that being socially responsible and having workable corporate social responsibility (CSR) strategy could create tangible benefits to businesses. 

Hence, previously considered adversarial or non-traditional stakeholders are now given an equal or more importance than the owners or employees, to increase or to sustain the competitive advantage, to create or to maintain resources or intangible corporate reputation (Freeman, 1984; 2010; Donaldson and Preston, 1995). 
Grant (1991) supports this conceptual development suggesting sustainability could be created with the help of durability, transparency, transferability, replicability and appropriateness of resources and capabilities only through human capital value addition from different groups of stakeholders of organisation. Such a process could allow either competitive advantage or resources to last long and bring sustainability to organisation (Teece, 1980; Chatterjee and Wernerfelt, 1991; Harrison et al, 2010). Therefore as proposed in this study, inclusion of all stakeholders’ satisfaction in each major performance dimensions enhances the quality of organisational performance measurement beyond the aim of stockholders’ return (Jensen, 2001; Harrison and Freeman, 1999; Harrison et al, 2010).   

The above discussion leads to two valid assertions: (i) community and government as stakeholders have power on corporate reputation of the companies as they expect active levels of social responsibility and regulatory compliance from businesses (Soleimani et al, 2014); and (ii) CSR which stems from participatory view of stakeholders’ satisfaction can have positive impacts on organisational performance (Orlitzky et al, 2003; Brammer and Millington, 2008). Thus, it can be proposed that community and government as stakeholders which expects social responsibility and compliance as their satisfaction criteria could lead the company to work towards maintaining its sustainability and ultimately increase the organisational performance. The research for economic performance and social equity has been analysing profit and people issues for over 100 years, however recent concerns over ecological resources and its depletion have tied all three perspectives of profit, people and planet together in the form over-arching concept of sustainability (Atkinson et al, 2000; Dyllick and Hockerts, 2002). Dyllick and Hockerts (2002) clearly provides three separate sustainability definitions as shown in Table 4.7.
Table 4.7 What can sustainable companies achieve?
	Economically sustainable companies
	Environmentally  sustainable companies
	Socially sustainable companies

	These companies guarantee at any time cash flow sufficient to ensure liquidity while producing a persistent above average return to their shareholders.
	These companies use only natural resources that are consumed at a rate below the natural reproduction, or at a rate below the development of substitutes. They do not cause emissions that accumulate in the environment at a rate beyond the capacity of the natural system to absorb and assimilate these emissions. Finally they do not engage in activity that degrades eco-system services. 
	These companies add value to the communities within which they operate by increasing the human capital of individual partners as well as furthering the societal capital in such a way that stakeholders can understand its motivations and can broadly agree with the company’s value system. 


Source: Dyllick and Hockerts (2002, p.27)


Applying the sustainability scanner from Table 4.7, many companies have received criticism for not doing enough or not doing right, for example pharmaceutical, retail, banking and telecommunication companies for poor people not getting means of food, health, financial services and communication facilities (Hart, 1997). And to meet expectations of all forms of stakeholders (Clarkson, 1995), companies require intangible capital in addition to financial capital. The relationship between intangible organisational elements and organisational performance is proven. These elements are superior top management capabilities, human capital, perceived organisational reputation and internal auditing, employee relations, organisational culture (Carmeli and Tishler, 2004). 
This is where effectiveness of companies’ top management, board and internal governance mechanisms becomes vital and useful (Mahoney, 1995). This is widely accepted in strategic management literature that top management and executive board’s leadership have an overall responsibility for an organisation’s all business level, corporate level and network level decision making (Hambrick and Mason, 1984; Finkelstein and Hambrick, 1990; Carpenter, 2002; Hambrick, 2007; Menz, 2012; Strand, 2014). 
This decision making responsibility includes all components of organisational performance to be achieved. This in turn would require that along with economic, social and environmental performance (Harik et al, 2015), performance of top management and its governance are monitored and measured as well for achieving overall sustainability (Korac-Kakabadse et al, 2001; Parket et al, 2002; Chen et al, 2015). This discussion for sustainability, dimensions impacting sustainability, set of stakeholders involved and their satisfaction and expectations criteria enable one to derive the first level sub-dimensions and its indicators s shown in the following table 4.8 Thus, sustainability is proposed as final and third major variable of overall organisational performance measurement and raises a hypothesis H2c: Higher score of organisational sustainability would result into higher overall organisational performance.  

Table 4.8 Sub-dimensions of sustainability
	

Sustainability 
	Organisational effectiveness 
	Top / senior management’s performance 

	
	
	Board performance 

	
	Corporate reputation 
	Corporate governance 

	
	Stakeholders’ satisfaction 
	Community acceptance 

	
	
	Government regulatory compliance 


Source: Findings from the review of literature; the author 

Next section details what to measure for these sub-dimensions of sustainability so that it can be converted into a final quantitative score for sustainability can be derived when analysing companies. 

Organisational effectiveness (OE) is a complex, elusive and multi-attribute construct wherein researchers do not agree for its measurement criteria and its validity is questioned (Steers, 1975; Quinn aand Rohrbaugh, 1983; Quinn and Cameron, 1983). 
Based on complex and differing views, researchers consider performance and effectiveness as same or similar concept (Henri, 2003); or consider performance and effectiveness comprising of each other (Connolly et al, 1980; Venkataraman and Ramanujam, 1986; Richard et al, 2009). Steers’ (1975) study of 17 models for multivariate effectiveness found evaluation criteria for organisational effectiveness spanning across organisations’ adaptability-flexibility, productivity, satisfaction, profits, resources allocation, development, efficiency, employee retention, growth, integration, open communications and firm’s survival. The alternative perspective of upper echelons theories about role of top management and executive boards leads to a conclusion that an effective organisation as a whole is the most important responsibility of top management and executive board (Hambrick and Mason, 1984; Norburn and Birley, 1988). The only common consensus between organisational effectiveness researchers and top management’s role and performance researchers is that organisational effectiveness is a major responsibility of top management and executive board of the company (Webb, 1974; Steers, 1975; Quinn and Cameron, 1983; Hambrick and Mason, 1984; Norburn and Birley, 1988; Finkelstein, 1992; Glunk and Wilderom, 1996, Mintzberg et al, 2005). 
Top management and executive board together are considered as the most powerful and internal stakeholders group. Not only the satisfaction of this stakeholder group, but their input and performance are also equally important as this group holds strategic decision making, strategy formulation and implementation controls. Hence, top management and board’s performance could be contributing to organisational effectiveness (Brown, 2005). Top management’s performance in terms of achieving financial and non-financial objectives in addition to their skills and competence can directly affect overall organisational performance (Hambrick and Mason, 1984; Castanias et al, 1991; Hambrick et al , 1996; Hariss and Helfat, 1997; Carpernter et al, 2001: Kor, 2003). Top management and board’s performance happen simultaneously as they complement each other in the main activity of taking company forward. Therefore, firm specific, industry specific and context specific knowledge, skills and abilities are required in the composition of board and its leadership structure which in turn could affect financial and non-financial performance (Dalton et al, 1998; Erhardt et al, 2003). Self-monitoring of board executives and top managers can be controlled by providing incentives of stock options, by limiting insiders or by increasing non-executive independence in decision making through governance mechanisms (Fama and Jenson, 1983; Brown, 2005).  
The relationship between performance of top management and board, strategies decision making, board composition and organisation’s social responsibility is interlinked and is proven in the literature (Dalton et al, 1998). It is evident from a major finding that
“firms with insider dominated boards are less likely to replace CEOs when the firm is performing poorly, it is more likely to go bankrupt, less likely to emerge from Chapter 11 and less likely to pursue socially responsible strategies” (Finegold et al, 2007, p.872).
Corporate governance ratings research from Tsipouri and Xanthakis (2004) and Finegold et al (2007) suggest multiple indicators for the top management and board performance. In addition to this, evaluation of good corporate board as defined by Van den Berghe and Levrau (2004) and as discussed in chapter 2 (Section 2.7.5) provides a set of detailed measures for the board composition and performance assessment. Building on the findings of these three major studies published in Corporate Governance Journal, the following critical measures are selected and applied in this study for top management and board performance analyses of companies as shown in Table 4.9 
















Table 4.9 Dimensions for top management and board performance 
	

Top management
	Skills and development 
	Able to achieve performance targets set for C-level executives by board for example, developing corporate image of company or company’s growth

	
	Response to competitors 
	Maintaining organisational performance level of company as an industry leader or marker mover for example successful M&A activities or expansion efforts 

	




Board performance 
	Right people – Top management selection and relationships 
	Internally sourced C-level roles based on expertise and skills; or No sudden C-level forced resignations 

	
	Right info, follow through and remuneration – Oversight and pay controls 
	Control over executive remuneration through performance, incentives, bonus, pay limits, voting and independent committees 

	
	Right culture – Organisational culture and development  

	Quality is infused as a routine component of organisational culture development for example no employees law suits, no scandals reported in recent past; company winning quality awards or high in ranking such as ESG ratings from FTSE or MSCI. 

	
	Right structure and process – Company structure, size and operations 
	Company being flexible, agile and lean against market dynamics for example use of advanced technology and best operational practices

	
	Right structure – Board composition, diversity and independence
	% of non-executive directors in the board;
% of women representation in the board or 
% of women in the workforce 

	
	Right issues – Relations between debtors, shareholders and top management team (TMT)
	Mechanisms are in place through policies and regulations to control board and TMT for example appropriate control over influence of self-interests of these stakeholders 


Source: Adapetd from Tsipouri and Xanthakis (2004); Van den Berghe and Levrau (2004); Finegold et al (2007) 


The second dimension affecting sustainability is corporate reputation which in turn could be analysed based on company’s actions in the form of strategy, marketing, accounting, governance and other environmental factors (Becht et al, 2005; Barnett et al, 2006). Corporate reputation is also an intangible resource which could be increased by investment value, competitiveness, ability to retain talent and quality of products or services (Fombrun et al, 1999). As discussed in the chapter 2, corporate reputation and corporate governance are two interwoven concepts. Stakeholders’ dissatisfaction over governance issues can easily erode the overall reputation of the company. For example, weak governance mechanisms may allow poor performance in terms of production or accounting or capital management which can create bad image of company to the various stakeholders such as government, shareholders, customers or wider community. Furthermore, good governance can increase the employee morale and have an overall positive impacts of reputation and organisational performance (Parker et al, 2002; Lee, 2002; Jinarat and Quang, 2003; Therefore all management functions such as operations, productions, accounting or human resources are required to be linked to the overall governance mechanism. Thus, firm’s overall ability to maintain governance can be a major driver to increase the reputational capital (Barnett and Kottasz, 2000; Fombrun, 2001; Roberts and Dowling, 2002; Wartick, 2002; Goldberg et al, 2003).

The alterative perspective from ratings’ history suggests that corporate reputation was the sole reason in the roots of developing credit ratings industry. At first there were no ratings, it was just recommendations and fundamental analysis so that businesses could issue debt or equity based on the company’s reputation maintained by governance mechanisms (Sylla, 2001; Collins et al, 2005). Corporate reputation is built over time, and it is enduring and stable with either positive or negative effects on firm (Walker, 2010). It is proved that a reduction in operational risks, optimum resources allocation, structural flexibility and an increase in agility can be derived through governance mechanisms and ultimately higher levels of governance can create high reliability organisations (Lampel et al, 2014).  
 
Governance has two distinct parts: one is design and structure of policies, and the other is resulting control mechanisms to adhere to during operations (Larcker et al, 2007). In this study, the performance of top management and board who is responsible for policy making is considered as an indicator of organisational effectiveness whereas performance outcome from implementing control mechanisms and frameworks of international standards are considered as directly affecting the governance (Siltaoja, 2006; Harik et al, 2015). Corporate sustainability performance can be measured in terms of governance, transparency, accountability, social and environmental responsibility (Lee and Saen, 2012; Cheng et al, 2014). 

Sustainability strategy is planned, implemented and monitored by top management and executive board which is accounted as an organisational effectiveness; sustainability is implemented in operations through various governance mechanisms which is measured through performance of control mechanisms to operate appropriately (Lozano et al, 2014; Ngai et al, 2014); and major stakeholders for sustainability output are community and government regulators in addition to employees, customers, stockholders and suppliers This is measured through social and environmental performance dimensions (Cooper and Owen, 2007; Schrettle et al, 2014). Corporate governance, economic and social performance are strongly linked to overall growth and organisational performance through a vital link of social responsibility related management practices (Mackey et al, 2007; Wood, 2010; Crifo et al, 2015; Wagner, 2015). 

Previous studies have found that corporate social responsibility can infuse sustainability into firms through economic, ethical, legal and discretionary responsibilities (Carroll, 1998). CSR can enable firms to create competitive advantages by linking CSR and sustainability strategy (Carroll, 1999; Jensen, 2002), to have better access to resources and to retain talented employees (Greening and Turnba, 2000), to do better marketing and create opportunities (Fombrun et al, 2000), to develop intangible resources (Gardberg and Fombrun, 2006; Hull and Rothenberg, 2008), and to attract consumers and stakeholders consensus for effective management (Freeman et al, 2010). 

It is evident from this discussion about CSR and sustainability that corporate reputation is generated from creation and adherence to governance standards, community acceptance is about achieving social performance, reporting and compliance to government regulations for environment is about achieving environmental performance. Therefore, corporate sustainability could be derived by achieving business, societal and natural efficiency and effectiveness (Hillmand and Keim, 2001; Dyllick and Hockerts, 2002; Lee and Saen, 2012; Lozano et al, 2014). 

Previous researchers for sustainability and CSR have suggested various measures for Environmental, Social and Governance (ESG) performance measures. To build upon already validated measures, this study utilises ESG measures recently developed, selected and applied by Cheng et al (2014) and Harik et al (2015). Their research has been published in a highly authentic and valued journals: Strategic Management Journal and International Journal of Production Research. Cheng et al (2014) has however utilised ESG measures from ASSET4 database of ESG ratings developed and provided by Thomson Reuters Services. ASSET4 database collects 900 points of quantitative information on various ESG dimensions of a company and converts them into 250 performance indicators, and finally groups into three ESG pillars. ASSET4 obtains the information from published annual reports, sustainability reports, company filings or non-governmental organisations’ websites. Cheng et al (2014) collected data of more than 2000 companies in 49 countries, for 3 industries over a 7 year period from ASSET4 database whereas Harik et al (2015) collected cross-sectional data of 6 companies for a year and five expert interviews to finalise weights of the dimensions applied. Adapting and combining from findings of these two studies, Table 4.10 comprises of ESG performance dimensions proposed in this study. Their detailed subjective collection and analysis are discussed in chapter 8 in this thesis. 



Table 4.10 Governance, social and environmental performance measures 

	Corporate governance 
	Organisational control mechanisms for international standards for governance and regulatory compliance 
	Procedure and Quality such as ISO 9000 and 9002 

	
	
	Hazards and Safety such as ISO 14000 / HACCP 

	
	
	Trading or competition mechanisms such as WTO or BASEL III

	
	
	Accounting practices such as GAAP, IFRS, Transparency, compliance such as Sarbanes-Oxley Act 

	
	
	Trading  or Stock Market practices  for example adhering SEC / stock exchange standards 

	
	
	Employee rights  such as zero tolerance discrimination policy; work-life balance  availability, equal opportunity 

	
	
	Consumer/ Customer protection rights such as their safety, statutory rights or information confidentiality

	
	
	Human rights such as zero tolerance for child labour

	Community acceptance
	Social performance 
	CSR initiatives taken within company - such as CSR training to employees or mentoring programmes 

	
	
	CSR initiatives taken for community outside the company

	
	
	Community Spending OR Community spending as % of EBITDA

	Government regulatory compliance
	Environmental performance 
	Air pollution control - such as reducing Greenhouse gas (GHG) emissions or reducing company’s carbon foot print 

	
	
	Water pollution control - such as hazardous chemicals or effluents polluting ground water tables or rivers 

	
	
	Land pollution control - hazardous waste control or toxic waste filling land  

	
	
	Products or waste recycling 

	
	
	Use of renewable energy 

	
	
	Conservation of electricity, water or fossil fuels

	
	
	for example Direct reduction reported in cost of energy consumption as % of total operating costs 


Source: Cheng et al (2014); Harik et al (2015)

4.4	Proposition 3: Application of new corporate ratings methodology  
This proposition is based on the previous two hypotheses H1 and H2, and extends them into a mathematical formulation. Proposition 1 is about companies can be rated based on the organisational performance, and Proposition 2 is about overall organisational performance can be measured by measuring three variables stability, resilience and sustainability. 
The mathematical conversion of the first proposition leads to key rating derivation formula which can be expressed as a new corporate rating, being a function of organisational performance: 
	F (corporate rating) α f (organisational performance)
Substituting the second proposition into this functional expression, 
	F (corporate rating) α f (stability, resilience, sustainability)
Once detailed measured are calculated, a final organisational performance score is derived. Based on this score, a final corporate rating can be given.  

Therefore applying three variables to derive corporate rating, it can be defined as, 
Corporate rating = (a1 x Stability) + (b1 x Resilience) + (c1 x Sustainability) + k

This is a regression equation which can be statistically tested to see how much each variable is contributing to explain overall organisational performance, or ultimately a corporate rating. To commensurate and for ease of comparison with existing credit ratings, it is proposed to calculate each detailed measure on a scale of 1 to 10. This will result into a final overall performance score also based on 1 to 10.  10 corresponds to the highest organisational performance score based corporate rating, and 1 corresponds to the lowest organisational performance score based rating. 
Sustainability is included as a major dimension in deriving overall organisational performance and it pertains to the longevity of business performance. Therefore, this newly proposed corporate ratings are more comparable to long-term ratings rather than short-term view. Instead of developing new symbolic and numbered scale for final corporate ratings, the long-term ratings’ scales currently applied by S&P and Morningstar are utilised. Comparison of existing long term scales from CRAs with the new proposed 
1 to 10 overall organisational performance score is mentioned in Table 4.11. 
Measuring organisational performance is about relative comparison as how one can define good or bad performance (Neely, 2007); therefore all detailed measures calculated are compared with their global industry averages to derive their final score on 1 to 10 scoring grid. Current CRAs have derived their symbolic scales based on factors and sub-factors scoring and comparing each measure’s score to its industry averages. Therefore, scale development work does not need to be replicated here. Also, the same long-term scale enables one to compare ratings’ performance between existing credit ratings and new corporate ratings, once new corporate ratings are given to companies in Chapter 8. 
[bookmark: OLE_LINK1][bookmark: OLE_LINK2]
Table 4.11 	Performance rating Scale
	Proposed Corporate Ratings Score derived from Performance
Measurement
	S&P Long term ratings scale

(From table 2.2)
	Morning star’s Long Term ratings scale

(From table 2.17)

	Score achieved by company 
	Symbol
	Meaning 
	Symbol 
	Meaning 

	10
	AAA
	Extremely 
strong 
	AAA
	Extremely low 
default risk

	9
	AA
	Very strong 
	AA
	Very low 
default risk 

	8
	A
	Strong 
	A
	Low 
default risk

	7
	BBB
	Adequate 
	BBB
	Moderate 
default risk 

	6
	BB
	Less 
vulnerable 
	BB
	Above average default risk 

	5
	B
	More 
vulnerable 
	B
	High 
default risk

	4
	CCC
	Currently vulnerable 
	CCC
	Currently very high 
default risk 

	3
	CC
	Currently highly vulnerable 
	CC
	Currently extreme 
default risk 

	2
	C
	Bankruptcy or similar filing 
	C
	Imminent 
payment default 

	1
	SD
	Selective 
default 
	D
	In 
default 


Source: Tables 2.2 and 2.17 in chapter 2. 


Therefore, the third proposition comprises of a mathematical application of combining two previous propositions to derive the final corporate ratings based on the calculation of overall organisational performance from stability, resilience and sustainability. This leads to the final and third hypothesis: H3: Higher overall organisational performance score would result into higher corporate rating for a company. 

4.5	Summary
This chapter explained three theoretical propositions comprising a new approach of corporate ratings based on the overall organisational performance, and measurement of its over-arching variables stability, resilience and sustainability. The hypotheses H1, H2a, H2b, H2c and H3 would be tested from primary and secondary data analyses in the chapters 6, 7, and 8. The detailed dimensions proposed to measure stability, resilience and sustainability are not final as Chapter 6: Analysis of 10 case companies and Chapter 7: Analysis of interview transcripts may reveal new dimensions which are important and not included in above propositions. Therefore, Chapter 8 will explain the detailed formula to derive a proposed corporate rating based on a final set of dimensions. 









Chapter 5 Methodology

5.1	Introduction 
The literature review findings show that previous researchers have applied qualitative, quantitative or mixed methods research designs to organisational performance studies (Shook et al, 2003; Combs et al, 2005). Considering previous research milestones as a direction setting, this section of the thesis further explains how this research study is carried out, which research methods are selected and the reasoning for their selection. 

Every section contains an explanation in the logical sequence of: definition of the component and its selection based on the appropriateness, relevance and suitability of selected research methods for this study, and support from the literature as well as considering non-applicability of methods which are not selected for this study. This structured way of explaining the selected methodology is derived from iterative observations, extensive reviews and analysis of the academic literature by the researcher (Easterby-Smith et al, 2009).

This chapter begins by first providing the justification for the research paradigm and the philosophical stance selected in congruence with the key research questions, aim and objectives of this study. Secondly, this chapter explains why this research study deploys qualitative and quantitative analyses applying a deductive approach based on positivism reasoning as a philosophical stance (Saunders et al, 2010). 
	
An empirical research enquiry is an effective and appropriate method for answering research questions which relates to the questions’ theoretical foundations and further evolution with the same or similar theoretical principles (Neuman, 2006; Gray, 2010). This necessitates research design decisions with increased rigour from the exploratory and descriptive approaches to deduction and hypothesis testing (Neuman, 2006; Sekaran and Bougie, 2013). Thus, any decision-making regarding the research methodology requires relevance to the research problem, aim, objectives, and central theme of the research and key research questions.
   
The aim of this study is to improve the current credit ratings system based on the overall organisational performance as explained in the introductory chapter. However to transform such a conceptual proposition into ‘good and useful theory’, it has to pass though many iterative phases of development, refinement, validation, testing and application. To maintain the quality in theoretical development of such a dynamic and multi-dimensional concept of company ratings and organisational performance, a rigorous process of analyses based on the multiple evidences of reliable and valid data is required. Primary research accompanied by minimum errors and maximum ethics enhances the statistical and substantive significance of theory building which can ultimately lead to a higher level of generalization (Partington, 2003). The following sections explain various research methods selected for this purpose.    

5.2	Appropriateness and research philosophy 
The purpose of this section is to determine the philosophical stance of the researcher for this study. The selection of research philosophy depends upon many aspects such as the theoretical stream, level of theory and characteristics of the phenomena under investigation. The organisational performance and strategy are expansive, inter-disciplinary and multi-dimensional in nature and are concerned with decision-making, management team, individual stakeholders, divisions, firms, various industries and organisational fields (Williamson, 1999). The complex system here is the organisation; and within that it is difficult to measure its overall performance because that organisation is a collection of different stakeholders grouped into interconnected sub-sets and organisational hierarchies taking purposeful actions within an influential environmental context. As noted by scholars in the field of organisational analysis and performance measurement, the main problem is that organisations do not take decisions or do not deliver performance themselves; but it is the collective actions, decisions and behaviour from employees within the organisation. This accumulates over time and determines strategies, resources’ utilisation, dynamic capabilities and performance outcomes of the firms relative to market dynamics formed by competitors and PESTLE forces (Porter, 1985; Barney, 1991; Teece et al, 1997; Elg and Kollberg, 2009; Verdecho et al, 2009). Hence it is difficult for any researcher to correlate all these aspects concurrently; organisational performance measurement requires a structured approach (Neely et al, 1997; Klein et al, 1999, Otely, 1999; Neely, 2002). Therefore, it is necessary to define for the purpose of this study – what the construct is; its’ operational management field; level of the theory and analysis; and level of the measurement. It is possible and usually found in strategic management research that construct is at one level and data collection or measurement is carried out at another level, with the resultant (aggregated) final theory at a different level. This applies to organisational performance measurement, wherein the construct is at firm level, data collection can be at firm level – policies and strategies; or at individual level – managerial responses and feedback. And, the final outcome, the measurement of overall organisational performance can be again at the firm level (Klein et al, 1994; St. John, 2005). By definition, organisational performance comes into the category of multi-level higher order construct as defined in the chapter three (section 3.3.2). Data collection is done at two different levels in this study: one at organisational level from industry databases, annual reports of companies, company documents and industry reports about case companies; the other at an individual level from managers, experts, analysts and investors. However all factors or variables are analysed at one organisational level only. Hence in this case, variables and relationships between these variables are at organisational level which can be generalised into another level. The main concern here would be how level-specific validity can be achieved and how common meaning can be derived from multilevel data. The method of aggregation depends on the measurement and cross-level relationships. For example in this study, a bottom-up approach is implemented because managerial responses are collected at departmental or individual levels to capture a performance construct located at the organisation or entity level. This means lower-level factors are influencing an upper-level phenomenon of organisational performance. This in turn results in a composition-type relationship and not the compilation. For example, organisational performance is described here by the composition of stability, resilience and sustainability as overarching dimensions. Another example is organisational behaviour which is usually described by beliefs, values, style and type of culture embedded in the company (Klein et al, 1994; Kozlowski and Klein, 2000).  The next issue is the selection of a composition model appropriate for performance measurement. Chan (1998) provides three basic models: additive, direct consensus and dispersion. This study applies the higher-level construct tied to dispersion among members or other variables which requires data handling in the form of within-group agreement to capture the overall performance. This discussion infers that organisational performance measurement is a multi-level theoretical concept requiring data collection from members and data analyses at organisational level within an organisation context. 

The second issue is to find the most appropriate theoretical strategic management stream suited to this study which enables the researcher to select an appropriate set of research methods and design. Ramoz-Rodriquez and Ruiz-Navarro (2004) published a twenty year (1980 – 2000) review of theoretical streams in strategic management research based on their work on the bibliometric analysis of the intellectual structure of strategic management research. 
Table 5.1 substantiates and re-iterates a finding from the review of literature that organisational performance is an over-arching and inter-disciplinary construct of strategy which belongs to three different theory streams: 
(i) Strategy choice, organisational alignment and performance;     
(ii) Structure-conduct-performance branch of industrial organisation 
(iii) Institutional theory having focus on role of stakeholders, firms, and environments. 

Table 5.1 Theoretical streams in strategic management research
	Type of stream 
	Level of theory 
	Pioneering researchers in the field 

	Resource-based view 
	Resources within a firm 

	Penrose 59’, Rumelt 84’, Wernerfelt 84’, Barney 91’, Peteraf 93’  


	Strategy choice, organisational alignment and performance 
	Manager within a firm and firm within an industry 
(THIS STUDY)

	Chandler 62’, Ansoff  65’, Thompson 67’, Andrews 71’, Rumelt 74’, Miles & Snow 78’ 

	Structure-conduct-performance branch of the industrial organisation 

	Firm within an industry
(THIS STUDY)

	Porter 80’, 81’, 85’, 91’, 96' 

	Transaction cost economics 
	Transactions between individuals and between firms 

	Williamson 75’, 85’

	Agency theory 
	Individual within a firm 

	Jensen & Meckling 76’ 

	Resource dependency 
	Firm within its organisational field 

	Pfeffer & Salancik 78’

	Organisation ecology 
	Population of firms 

	Hannan & Freeman 84’

	Institutional theory 
	Organisational field, with focus on role of individuals, firms, and environments, depending upon the source of isomorphism
(THIS STUDY)

	DiMaggio & Powell 83’

	Behaviour of upper echelons 
	Individual managers and/or board members 

	Hambrick & Mason 84’


Source: Ramoz-Rodriquez and Ruiz-Navarro (2004, p.989)

Usually, structure–conduct–performance (SCP) theory research is considered as cross-level with industry effects being considered as a moderating link between strategy and performance. However, this research pertains to be single-level to investigate firm level attributes, that is, ‘constituents of an organisation’s overall performance’ as ‘predictors of firm level outcome’, that is an overall organisational performance. The researcher attempts to integrate different theories and viewpoints of practitioners to infer a richer and better explanation of a single-level relationship between variables of organisational performance (St. John, 2005). 
This discussion provides a basic understanding of the research perspective on the topic under investigation that is organisational performance; and this leads to the proposal of a set of dimensions. This proposal of a set of dimensions of overall organisational performance ultimately becomes main hypotheses for this study which helps the researcher to select the positivism philosophical stance for this mixed methods study.  Positivism is more appropriate philosophy for this study as research deals with interpreting theories, proposing concepts, developing hypotheses within credit ratings and organisational performance domains, wherein the measurements are complex and unique for each set of circumstances (Saunders et al, 2010). The non-applicability of interpretivism and other philosophies is based on a type of research objectives and investigation required for them. This study’s main purpose is the testing of statistical relations between variables and developing a ratings method from performance dimensions signifying linkages, propositions and hypotheses between them which again leads to the positivism stance (Gray, 2010). The next section deals with the type of investigation and research approach adopted in this study.          




5.3 Type of investigation and research approach  
This section explains the selection and application of inductive and deductive research approaches based on positivism philosophy, and both qualitative and quantitative investigations and analyses adopted in this study. Selecting an appropriate and relevant approach from the available multitude of methods is vital to the overall validity of the methodology (Miles and Huberman, 1994; Collis and Hussey, 2003; Ketchen and Bergh, 2005). In this case, organisational performance is a multi-disciplinary domain and there is no single framework that can encompass all the required constructs to measure performance (Combs et al, 2005). As a result the researcher has many options available from combinations of methods, a wide range of philosophical practices in previous research and assumptions regarding the nature of organisational performance. Different research approaches depend upon assumptions made in the topic under investigation and have varied characteristics. Both qualitative and quantitative approaches are dominant in organisational performance research (Venkataraman and Ramanujan, 1986; Kaplan and Norton, 1992; Neely et al, 2002; Easterby-Smith et al, 2009, Richard et al, 2009).  However early research in strategic management shows more qualitative studies were conducted, for example the influential works of Chandler (1962) and Mintzberg (1985). Since then quantitative studies have become more prevalent. Efforts to understand what to measure as strategic performance dimensions, what constitutes it, and why leads the researcher to not make any presumptions about the construct of organisational performance. Moreover good theoretical research is more than just predictions and testing of these predictions, it should actually build, test or refine the theory’s underlying mechanisms (Whetten, 2003; Neuman, 2006).      

A mechanism can be viewed by studying a plausible account of the process that causes a systematic relationship between variables. An understanding of such a mechanism can help strategy and performance domain researchers to analyse drivers of an organisation’s behaviour and its outcomes, such as overall organisational performance. Similarly, this research study attempts to explain and to refine the organisational performance mechanism. In turn, these would help to differentiate among theories having similar predictions (Bromiley and Johnson, 2005). In this thesis, the researcher goes beyond analysing the theory’s primary prediction fitting the data and analyses multiple evidences to see if the mechanism postulated by these theories actually operates in practice. 
This requires both open ended analyses based on an inductive approach to build theoretical propositions, and to derive or test them with real time data. As seen in the previous chapter, the researcher has developed three major hypotheses from conceptual propositions based on the existing literature (Gray, 2010). The major challenge is to stay open to surprises in both qualitative and quantitative studies, such as this one, where there is an initial set of expectations in the form of hypotheses, in addition to conceptual understanding (Johnson and Harris, 2003; Neuman, 2006). This is followed throughout this study as an underlying principle of a mixed methods study aimed at utilising both inductive and deductive research approaches.  

5.3.1	Mixed methods approach 
The inductive approach is commonly preferred for more abstract generalisations of concepts. The induction phase may begin with a topic, a vague idea or an observed real situation. Then, refinement of such concepts by the addition of more data and analysis leads to the development of the final theoretical framework, and to the identification of the preliminary relationships between the constructs under consideration. Hence, inductive approach can be said to be the direction of theorizing wherein the process work from obtaining data to the development of theory happens (Sekaran and Bougie, 2013; Neuman, 2006; Gray, 2010). In this case, the inductive approach is implemented first in the development of hypotheses from the conceptual understanding as happened in the previous chapter, which process can be called data to theory. The second phase is theory to data which would allow the deduction and refinement both of the concept and the hypotheses, generating a proven theory ready for practical utilisation. Such a logical sequence followed in this study is mentioned in Figure 5.1























                
Figure 5.1	Mixed methods approach in this study
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The final result of the induction phase in this case is the theoretical proposition derived after merging and weighing different views in chapter four.  

Researchers approach theory development or refinement from two directions: one with abstract thinking and the other with testing the idea with evidence. In this case, it is approached to provide more clarity to the concept. The substantive significance and value of the concept in this study are given equal importance as much as statistical analyses and statistical significance (Johnson and Harris, 2003; Seth et al, 2009). The inductive approach is commonly applied with the interpretivist research philosophy whereas the deductive approach is characterised with the positivism philosophy (Bryman and Bell, 2007; Sekaran and Bougie, 2013). Their alternative combinations are also valid in management research such as in this mixed methods study (Neuman, 2006; Easterby-Smith et al, 2009; Gray, 2010)  

Organisational performance is a contextual outcome for companies dependent upon particular conditions arising from several exogenous factors which require an in-depth approach to study the organisational performance. For example, the relationship among industry structure, competitive market conduct and a firm’s performance is dynamic with these forces influencing each other over time. Therefore, the use of the combination of both the inductive and deductive approaches is justified in this case (Harrison, 2003; Gray, 2010; Harrigan, 2009; Yin, 2010). The next section explains the type of analysis selected in this research study.     





5.3.2	Type of analysis
The study of organisational performance examines the strategy as well as the organisational resources, systems, principles, and processes that can create, transform and carry out the strategic activities required to achieve targeted performance. Since its development as a main stream research discipline, many quantitative studies of large cross-sectional surveys and secondary data have been carried out. However, theory building and testing studies can offer insights into more critical research questions of strategy such as organisational performance and corporate ratings in this study (Barr, 2004). Qualitative methods emphasize fine grained, process oriented techniques which can help to develop and to explain a complex phenomenon or multi-dimensional constructs (Miles and Huberman, 1994). Qualitative methods allow for the discovery of new constructs and their linkages within complex organisational processes (Lee, 1999). Advantages of qualitative analysis include the explanation of complex relationships without having to pre-specify variables. 
Qualitative data is rich, complex and encompasses many resources such as participation, observations, interviews and archival information such as documents, photographs, video and / or audio records. The major emphasis in qualitative analysis is on flexibility over standardisation and interpretative perspectives over objectivity. This leads to the end result of a compelling analysis that explains and contextualises the key constructs (Barr, 2004; Neuman, 2006; Yin, 2010). However, subjective interpretations with lack of standardisation, and any protocol for analyses can be complemented by an appropriate use of case study research design (Barr, 2004; Neuman, 2006). For example, Barr et al (1992) applied qualitative analyses of archival documents of two case companies to test the hypotheses. Alternatively, positivist researchers prefer law like generalisations and formulaic derivations to test the proposed theories such as in this study. Both statistical and subjective significance are of the utmost importance when dealing with this type of studies wherein multiple measurements are involved (Saunders et al, 2010; Neuman, 2006).  
Therefore, the researcher has selected both quantitative and qualitative analyses of different data sets to strengthen the research quality which can ultimately refine the concepts, answer the research questions and test the hypotheses (Cresswell, 1994; Barr, 2004; Easterby-Smith et al, 2009; Gray, 2010). 

5.4	Research strategy: mixed methods   
The research design is about the organisation of the research activities which are the most likely to achieve the research aims. The research philosophy influences research design together with its conduct and evaluation. These may include a number of different choices such as type of analysis, sampling, data collection, reliability and validity issues. Whether the studies are cross-sectional or longitudinal, the researcher examines the issues in-depth and attempts to measure a common set of features (Neuman, 2006). Considering these aspects, a survey strategy embedded with case studies is selected for this project. This can be called cases within the survey strategy (Yin, 2010). Cases are selected from a sample which is a survey sample. Hence, cases are analysed first in this thesis and then survey research is conducted. Both survey and cases are conducted on data collected from secondary, but authentic sources, such as official company websites and official reports filed with governments.   

Case studies are deployed as the first phase of research strategy for this study; and then a survey strategy is applied to cater for the wide ranging industry characteristics so that a generalisation of the theory is possible. This study applies case study research strategy as a choice of what is to be studied (Ridder et al, 2009), for its relevance to the field (Eiasenhardt and Graebner, 2007) and the evidence that many case studies have contributed to this strategic management domain to analyse organisations, organisational behaviour, strategy formation and implementation and organisational performance (Eisenhardt, 1989; Van de Ven, 1992; Harrison, 2003; Gilbert, 2005). 
Case studies can provide a detailed empirical investigation into a complex entity like organisation and its performance. Case studies can make valuable theoretical contributions and they can help in refining and extending the theory, enhancing the knowledge in the field (Ridder et al, 2009; Gray, 2010; Yin, 2010). Generalisation based on selected cases is possible. However, many authors have suggested that the case study deals more with particularization resulting in different understandings of generalizability (Denzin and Lincoln, 2005; Ruddin, 2006; Eisenhardt and Graebner, 2007).  

According to Eisenhardt (1989) case studies can be useful to accomplish the aims of providing description, generating or testing theory. Many interchangeable terms are used for this, such as theory generation, theory building, theory development, theory elaboration, theory modification and refinement (Whetten, 1989; Meredith, 1993; Harrison, 2003; Ridder et al, 2009). In addition to this definition, Weick (1995) suggests that theorizing means entwined ideas set into a linear order in the form of a propositional argument. Results from this theorizing process explain the strength, scope and applicability of the theory. The researcher attempts to reduce limitations of using case study research design namely: thick description with patterns loosely coupled back to the theoretical foundation; systematic gap of connection between the theory and the definition of their own variables that build the framework (Sutton and Staw, 1995; Weick, 1995). 

This can be solved by the verification of the empirical findings in the form of statistical tests, substantive comparison or a validation process as if the framework was the theory. This can help to distinguish between ‘contribution to the theory i.e. development, extension or refinement of the theory’ and ‘contribution of the theory – applicability in practice and further theorizing’ through the use of case studies This research encompasses both phases of theory refinement as a ‘contribution to the theory’ and outlining the usage in business practice as a ‘contribution of the theory’ (Partington, 2003; Ridder et al, 2009). 
Contribution to the theory is derived from propositions of: relationship between ratings and organisational performance, company ratings approach based on the strategic performance and strategic performance measurement as the overall organisational performance. Contribution of the theory is derived from possible applications of strategic performance measurement as means of overall diagnostic tool for firms and providing organisations, regulators and investors a neutral, accurate and precise ratings system.
             
Organisational performance and company ratings are well researched theories on their own. Therefore, in this thesis the only contribution by the researcher is in the form of theory extension or refinement (Whetten, 2003). In this study, theory extension serves to relate pre-existing conceptual formulations between two bounded concepts: company ratings and organisational performance. This is about establishing new relationship conditions between ratings and organisational performance under which these concepts hold together to offer potential benefits (Edmondson and McManus, 2007). Also, theory extension serves in the form of the modification of how firm can measure strategic performance with different constructs and apply it to provide company ratings through the close inspection of a proposition with data from case companies (Burawoy, 1998). There are many studies carried out regarding theory extension and refinement using the case study research strategy: refinement of a concept (Eisenhardt, 1989; Danneels, 2002; Prieto and Easterby-Smith, 2006; Pablo et al, 2007); confirmation or testing of propositions (Yin, 2010); expanding the approach (Tripas and Gavetti, 2000); identification of a new construct (Rindova and Kotha, 2001). 
Consequently, the strengths of a case study research strategy are in the richness of data, the ability to analyse processes to identify constructs, and the deepening and developing of the theory as an unfolding process. Considering the evidence of these strengths, appropriateness and literature support, a case study research strategy is adopted for this study. The research design based on this strategy is detailed in the following section.      

5.4.1	Case studies: design and protocol  
Case studies are in-depth, holistic investigations into a complex theory (Eisenhardt and Graebner, 2007). Case studies have both peculiar advantages and limitations (Yin, 2010). The five main components of case study research design are: research objectives, hypotheses or theories proposed if any, units of analysis, data collection methods and data analysis methods (Yin, 2010). This thesis addresses an issue of excellence in organisational performance which comes into the category of organisational theories which differs from individual, group and societal theories. To increase the quality of the research, case study tactics have to be addressed. These tactics can pose threats to reliability and validity (Bradshow, 1999; Neuman, 2006; Yin, 2010). The researcher has followed the procedure of case study research as described in Table 5.2 to increase the rigour of case study research in terms of reliability and validity.








 
Table 5.2	Case study research procedure
	Step
	Activity in this research study

	Getting started 

	Research questions and literature review about organisational performance measurement and company ratings. 

	Selecting cases 	
	Theory and hypotheses are not specifying the selection of cases but case companies are selected based on industry groups, maturity, competitors and product-service differentiation along with company size. However, it is non-probability sampling based on the purpose, judgement to select specific case companies. 

	Crafting instruments and protocol 
	Data triangulation applied with multiple data sources and multiple cases in the study. 

	Entering the field 


	Flexible and open ended data collection methods in the form of academic literature, company documents, semi-structured interviews and industry databases.


	Data analysis 

	Within case analyses and cross-case comparison as mentioned in the chapter six.

	Shaping theory 


	Iterative evidence tabulation, search for replication logic and why behind the use of performance dimensions by companies as mentioned in the secondary data and primary data analyses in the chapters six and seven.

	Enfolding literature 
	The findings matching the literature and conflicting the literature, this is done after the analysis of findings.

	Reaching closure 


	Theoretical saturation if possible or in this case, validation of theory by validating findings and methodology applied by support from relevant literature.



Source: Adapted from Eisenhardt (1989)

According to Yin (2010), case studies are categorised depending upon the number of cases and the number of units of analysis. In this study, there are multiple case companies and the unit of analysis is that of organisation level. The findings from multiple case studies have greater validity (Herriott and Firestone, 1983; Eisenhardt, 1989; Slater and Atuahene-Gima, 2004; Yin, 2010). Selecting multiple cases is different from selecting respondents in a sample of survey research. In this study, each case is selected from a different industry group, with listed global and Indian companies to facilitate comparison between similar or contrasting findings (Yin, 2010). To apply this replication, the researcher has selected five cases of listed global companies and five cases of Indian companies to be analysed using their published data. The same ten companies are utilised for primary data collection through semi-structured interviews. In summary, a total 10 case companies are selected between five industries and two levels of competition: global and Indian companies. Any pattern emerging from the entire selection of cases leads to substantial support for the generalisation of findings and the conceptual proposition developed.     

A case study protocol can be defined as an operational set of guidelines to conduct case study research. This protocol acts as a tool throughout the research process and therefore must be prepared before starting any fieldwork (Yin, 2010). Table 5.3 explains this protocol. 
Table 5.3 Case study protocol
A. Introduction: purpose, central theme of the research, research questions and metaphoric application and role of protocol. Research questions and concepts are not reproduced here. However, they are clearly explained in the previous chapters.  
B. Data collection procedure: It is explained in the next sections of this chapter. Already published secondary data about case companies within each company is main data sources in this study. This should include detailed data collection plan and the field procedure about type evidence, respondents, site and documents.      
C. Case study questions: For this study, it is about….How case companies measure their organisational performance? Are there any performance dimensions defined by the management of the company, if yes which and why? Which forces and how they are acting on the case company and its performance? Is there any performance framework deployed by the company? What is company’s rating and which service provider issues rating to the company? Is there any change in company’s performance and ratings over the years? Final summary of performance measurement dimensions of the company.     
D. The report outline: 
This includes the format of report. 
Source: Yin (2010, p.81)

The case studies of selected global and Indian companies complete with a detailed analyses of their published data are explained in the next chapter. These analyses form part of the deductive process in identifying the current business practices of these organisations’ performance measurement approaches, their measurement dimensions and focus. The findings from primary data analysis of semi-structured interview transcripts contribute to construction and testing of the concept. These data collection methods are explained in the next section.     

In management research, the terms ‘case study’ and ‘qualitative’ are used interchangeably but case study can contain either, or both, quantitative and qualitative analyses (Yin, 2010). Moreover, the combination of data types such as documents and interviews in this case, can be highly synergistic. Findings from primary data can reveal that may not be apparent from secondary data analyses of case companies. The component of qualitative analysis is useful in understanding the rationale or the theory, and its underlying relationships. When these findings are corroborated with supporting evidence from literature, this suggests the theory and strengthens the support for generalisations (Jick, 1979 and Mintzberg, 1979 as cited in Eisenhardt, 1989). Hence in this study, the researcher has applied the case study research strategy. The next section explains the sampling strategy of selecting case companies and interview respondents. 

5.4.2 Survey research strategy 
This phase of the research strategy mainly deals with the deductive phase wherein large amount of data is required across industries to make generalisations of theoretical concepts possible. Based on this premise, a survey research strategy is adopted in this study (Sekeran, 2002).
Using a survey strategy gives a wide ranging control over the research process as it can cover all phases of the research design such as influences over sampling and data collection (Saunders et al, 2010). For the second phase of the deductive approach application, a survey research strategy has been selected and applied to this study. 


5.5	Sampling method 
Sampling is vital to data collection as it enables large data requirements to be reduced into representative samples selected from the population (Collis and Hussey, 2003; Sekaran and Bougie, 2013). It is not always possible to collect data from every possible unit of the population and that is where sampling helps. There are two main types of sampling: probability and non-probability. In this study case study research strategy is followed. The sampling applied in this study is non-probability sampling (Neuman, 2006). In this study, purposive sampling is applied which allows one to select cases that fit the selection criteria, using various methods. Purposive sampling is helpful in this study as the researcher selects cases which can be the most informative and representative (Yin, 2010). The selection criteria in this study are as follows.
1. Cases should reveal themes important to the investigation, or in this case overall organisational performance measurement. 
2. Cases should completely differ from one another and cover as many possible industries so that the concept of ‘strategic performance measurement’ and its dimensions for measuring overall organisational performance can be generalised. 
3. To maintain the diversity of the sample, the companies selected must be publicly traded, belong to the origin country where they are listed on the stock exchange, be an industry leader and a market mover in terms of its industry group. 
4. Global case companies are selected from population of large and multi-national companies which may have problems of ratings or performance, or both, for example population for this part of the sample selection is from the Fortune500 companies traded on either the London or New York stock exchanges.   

Based on the above mentioned stratification, the researcher has selected following sample as shown in the table for collecting data from company documents and interviews. Cases are selected so that their group or cluster analysis can give detailed comparison and reveal the performance dimensions (Harrigan, 2009). Building or testing theories from cases requires that theories do not specify population but theoretically useful and conceptual categories filling cases are selected and mentioned in Table 5.4 (Eisenhardt, 1989).  

Table 5.4 Population example of companies in this study

	Type of case companies
	Categories of publicly traded firms requiring Performance Measurement
For example Fortune500 firms

	
	Manufacturing Industries
	Service Industries


	


Global companies
examples


Indian companies
Examples
	Automotive
	Oil & Gas
	Technology
	IT & Software
	Retail/ Business Services
	Telecom

	
	Volkswagen
Rolls Royce
Ford
General Motors
	BP
Royal Dutch Shell
Chevron
	Apple
IBM
Siemens
Intel

	Oracle 
VMWare
Symantec
Sage group
	Compass
Tesco
M&S
Wal-Mart
	Vodafone
Verizon
Telefonica
AT&T

	
	Maruti Suzuki
Tata Motors
	Reliance
Industries 
Indian Oil Corp.
	Wipro
Hindustan Computers (HCL)
	Infosys
Tata consultancy 
Zensar 
	Tata Retail
Reliance Retail
	Idea Cellular
Bharti Telecom


Source: www.bseindia.com; www.londonstockexchnage.com; www.nyse.com (2012)

Table 5.5 Final Sample Selected in this study 
	

Type of case companies
	Categories of publicly traded firms requiring Performance Measurement
For example Fortune500 firms


	
	Manufacturing Industries
	Service Industries


	

Global companies
examples

Indian companies
examples 
	Automotive
	Oil & Gas
	Technology
	Retail/ Business Services
	Telecom

	
	Ford


	BP

	IBM

	Compass

	Vodafone


	
	Maruti Suzuki
	Indian Oil Corporation

	Wipro

	Tata Retail

	Idea Cellular


Source: www.bseindia.com; www.londonstockexchnage.com; www.nyse.com (2013)

It must be noted that banks are rated very differently, and also have their own internal ratings processes. So as not to deviate from the general criteria prepared for organisational performance dimensions, the banking industry has been removed from both the population and sample. 

Secondly, Indian retail companies such as Tata Retail, Reliance Retail and Bharti-Wal-Mart are not operating as standalone companies but these companies are operated and manged as wholly owned subsidiaries and their separate data is not available. Because of the unavailability of exact and reliable data, Indian retail company Tata Retail is analysed in the next chapter with limited available data. UK automotive sector brands are owned by other global companies and only two comparable FTSE companies which are major in terms of automotive suppliers GKN and Clean Air Power are selected in the UK automotive sample. Based on the same reasoning, Johnson Controls and Magna International are included in US automotive companies. To further expand overall companies in each industry category, NTT Docomo, Orange, Honda and Toyota are added as they are successfully traded on New York Stock Exchange (NYSE) and are global competitors in the Auto and Telecom industries; thus they are included in the sample firms drawn from NYSE traded companies. Since banking industry and Indian retail companies had to be removed from the sampling, pharmaceutical and software consulting companies were added. This enabled the final sample to comprise of 7 industries and 128 companies. This final sample of 128 companies is shown in the attached MS-Excel data file.    

5.6	Data collection methods
Data collection methods allow the researcher to collect evidence for developing or testing the concept (Bryman and Bell, 2007). In this study, the researcher applied triangulation techniques in the form of data triangulation (Webb et al, 1966 as cited in Bryman and Bell, 2007). As a result data was collected three ways. 

Secondary data is collected from published documents such as annual reports, investor presentations, CSR or CS reports of case companies from their official portals, research published, major announcements, trade and analyst publications, for example from Marketline (previously known as Datamonitor).    

Primary data is collected through semi-structured interviews from senior managers at middle management level from 5 Indian case companies and from 5 global case companies as mentioned in the sampling table 5.5 Semi-structured interviews with open ended questions covering ratings and performance offer the possibility of obtaining rich descriptions necessary for analysing case companies in depth (Bryman and Bell, 2007). Patterns can be discerned from the data and the respondents’ answers gathered from the semi-structured interviews. This type of interview allows respondents to feel comfortable (Neuman, 2006; Sekaran and Bougie, 2013). The second set of primary data will be collected through semi-structured interviews of company and trading analysts, investors and experts in practical company management to ascertain the truth contained in company documents on organisational performance and company ratings (secondary data) and managers’ responses (first set of primary data). 

5.6.1	Company reports, documents and databases 
Survey data is collected from the Bloomberg terminal for survey sample of 128 companies. Secondary data is the data already collected or published. Their use can be effective when their sources are reliable for quality of data. In this study, the researcher has used secondary data from companies’ official annual reports, official websites, government regulators, and well known trade and industry sources. Unlike academic literature, secondary data must be the most recent unless there are particular requirements for time series data which can date back decades and centuries (Neuman, 2006; Robins, 2004). In this study, secondary data is collected one time only but it is published over last three or four years. The age, source, depth and range of secondary data affect its quality and findings based on its analysis (Bryman and Bell, 2007).  In this study, secondary data is collected from official documents and from multiple sources, thereby increasing its reliability and validity (Saunders et al, 2010).   

5.6.2	Semi-structured Interviews 
Interviews are categorised according to their structure, conduct, content, type of interviewees and communication method. The interviews are classified as unstructured, semi-structured, or structured (Saunders et al, 2010).  

In this study, the researcher uses semi-structured, telephonic and qualitative types of interviews (Saunders et al, 2010). This type of interview allows one to get more details from senior manager type of interviewees. The researcher deployed a number of pre-set questions for this type of interview, however the order and inclusion of questions largely depended on the flow of conversation.  The note-taking method was utilised for generating transcripts from the conversation with interviewees. This type of flexible interview allows interviewees to contribute more and meaningful information (Sekaran, and Bougie, 2013). Conducting such interviews requires ethics, high moral standards and complete control over bias on part of the interviewer which can be achieved by following a pre-set interview protocol as detailed in Table 5.6.  







Table 5.6 Interview protocol
Type of Interview	:	Semi- structured and telephonic
Time duration 		:	18 minutes to 1 hour 
Level of interviewees	:	Seniors in middle management level who are part of                     performance measurement in the companies   
Sample 		:	Minimum 15 interviews from managers, analysts, investors and      
                                       experts   
Purpose 		:	Medium or high level probing with flexible discussion 
Language		:	English 
Confidentiality	:	Academic purpose is conveyed in advance to all interviewees 
Ethics and morality	:	Each interviewee is requested in advance for interview and  
                                                    data collection is done with their prior consent 
Recording responses 	:  	No recording. Only taking notes from each answer 
Communication style 	:	Pre-set questions used. Conversation takes its natural course 
Type of questions 	:	Open ended, describing and explaining about ratings and   
                                                    performance measurement in the company 
End of interview 	:	Contact details of interviewer given only if they request.  
                                                    No personal contact details taken from interviewees.  
Source: Adapted from Gray (2010); Saunders et al (2010)

Conducting semi-structured interviews:   
Interviews are chosen over the questionnaire in this study as the main aim of the research design and process is to extract the maximum possible information regarding the complex subjects of ratings and performance. To enable this effectively, semi-structured interviews were conducted utilising more open ended questions. Data collection, followed by the preparation of transcripts from the notes taken during interviews, and their further interpretation for results and findings of the discussion based on a set of themes. This technique is very effective when rich description for qualitative studies involving multi-dimensional constructs is required (Neuman, 2006; Gray, 2010). Structure or standardisation of interviews may reduce errors and variation, but the flexibility of semi-structured interviews offers a more open approach for detailed information to be given by interviewees. This is made possible by the flexibility and open approach adopted during interviews allowing the form of discussion to take its own course. Respondents tend to reveal more information when there is no fixed structure, however a set of questions was prepared in advance, along with a theme set for the analysis of transcripts. These questions do not appear necessarily in the same order during interviews as the researcher allows for flexibility over the course of the discussion, however transcripts are prepared in the order from the notes taken during interviews.        

In this study, errors were minimised by use of open ended and relevant questions, informing respondents of the purpose and use of this study prior to conducting an interview, and their right for information disclosure and the termination of the interview at any time thus, adopting a complete flexible approach for and during interviews, using prompts only when necessary (Saunders et al, 2010). 

All interviewees agreed to provide responses based on the condition that their identity would remain anonymous throughout this study. Some of the interviewees requested that their company’s name should not be revealed at all. Some interviews were obtained based on the referral by one interviewee to another in their professional network and as a result they did not wish to disclose their names and identity. Except for one face-to-face interview at Compass Group, all other interviews were conducted over the telephone.          In total 12 company managers, 4 expert managers, 4 company analysts and 4 investors were interviewed. Interview transcripts are mentioned in the appendices A to D for each category of respondents. 

Figure 5.2 illustrates the importance of data collection methods applied, the reasoning for data collection in this study and the usefulness of the data collected.  



Figure 5.2	Data collection methods applied in this study
 (
Peer reviewed articles & books 
Understanding concept, existing theories and frameworks
SECONDARY DATA 
Data collection method
What does this provide?
What can be found? 
PRIMARY DATA
 
Ratings and performance measurement processes and dimensions 
Conceptual knowledge about ratings and organisational performance 
Company and Industry Reports & databases
Annual reports, t
rade
 reports, analysts’ 
reports 
& data from case companies 
What companies are doing in performance measurement
?
Provides current performance and ratings status, performance dimensions and strategy to achieve, data on multiple points
Practitioners views on ratings, performance and their improvement
Interviews 
Exploratory and   Explanatory 
with strong probing to managers, analysts, investors and experts 
Meaningful and detailed answers reveal about ratings, performance and its dimensions 
)
Source: Adapted from Saunders et al (2010); Sekaran and Bougie (2013) 

5.7	Data analysis methods 
Secondary data and interview transcripts are analysed using qualitative content analysis (Gray, 2010; Beck et al, 2010). Qualitative content analysis is carried out using an examination of information through the lenses of theme sets prepared in advance based upon: the key research questions, theory under investigation, theoretical proposition and answers sought from respondents (Krippendorff, 2004; Saunders et al, 2010). Secondary data analyses of total 10 case companies conclude as a comparison for all companies considering strategic performance currently achieved according to the dimensions of this research.   
During data analyses, multiple evidences from literature, secondary data and interview results are utilised to finalise framework dimensions. The rejection or acceptance of dimensions of the overall organisational performance measurement is based on their substantive significance (Seth et al, 2009). For example, a performance dimension that is rejected might not be used by an Indian company but it might be very critical or important in current practices of global case companies across industries and may have the support of literature which would enable the inclusion of that particular dimension in the final theoretical proposition development.   

5.7.1 Content analysis method for company reports and interviews  
Transcripts prepared based on notes taken during interviews are analysed using a theme set prepared from a set of interview question. These interview questions are based on the research objectives, aim and research problem which are being addressed in this study. 
The analysis is conducted by the researcher alone, hence it requires strict ethics, high morale and bias control while analysing the content. This is because the researcher has to find answers from the transcripts whereas in questionnaires answers are already given by respondents. Data from interviews are in the words, patterns and impacts form which requires the conceptual lens or understanding of the topic prior to analyse the transcripts. Thus, it requires a set of procedures or standardisation to infer the meanings from non-standardised information (Miles and Huberman, 1994; Beck et al, 2010; Yin, 2010). 

Therefore to transfer and to infer the qualitative information into meaningful results and findings, the researcher has prepared a set of themes from the interview questions to categorise the data as shown in the following Table 5.7 (Saunders et al, 2010). Each question shows what the researcher would expect to infer from the answer of that question from interviewee.  

Table 5.7 	Interview question sets and analysis themes
	Interview questions
	Analysis theme

	For managers
1. What is the focus of performance measurement in your company? For example financial or non-financial performance; customer centric or shareholders oriented.

2. What drives the performance of your company? 

3. How do you measure the organisational performance (OP)? Or say, what must be achieved to say that your company is performing well?

4. Do you apply any framework or methodology to measure the organisational performance? 

5. Which stakeholders are important – shareholders, customers or employees? How do you balance between satisfying all of them?

6. What about the legal issues and compliance affecting the performance? Data, privacy, security, quality, pollution, access, competitor cases such as patent, trade wars

7. Do you think your company’s ratings in the stock market affect how the company performs or is it vice-versa, performance affecting ratings of buy-hold-sell?


Interview questions 

8. What your company does to be resilient against market forces such as competing products or technology shifts or customer buying trends?  

9. What is important for your company: internal stability, resilience against uncertain market forces or sustainability of business volume and growth?

10. What do you think your company should measure as dimensions of overall organisational performance (OP)? 

11. What would you change in your company so that performance could be improved if you happen to be the CEO of this company?

12. Anything else would you like to say about performance measurement in your company or the industry sector?  

	
Performance focus in the firm



Input / drivers of performance 

OP measurement methods / dimensions 


OP measurement models used 


Targets of performance 


Detailed performance indicators


Ratings – performance link 




Analysis theme

Conceptual lens dimension of OP


Conceptual lens dimension of OP


Improvement to OP measurement 

Overall performance improvement 


Additional information / suggestion about OP measurement 







	
For company analysts

1. What does the general process of rating a company involve?  


2. How long do you follow the company before giving a rating? Why?

3. Which parameters do you consider in rating a company? 

4. How do you measure specific dimensions such as competitiveness or innovativeness? 

5. How do you measure investor confidence or management effectiveness in the company? 

6. Do you consider how much company is resilient against market forces such as shift in technology, consumer switching behaviour or competitors responses? 

7. Do you consider how much company’s business is sustainable? What are the dimensions you apply to measure that they are sustainable? 

8. What is the balance between financial and non-financial performance measures while analysing the company? 

9. Do you consider overall organisational performance in rating the company? Which dimensions it include? 

10. What is your perspective regarding ratings you provide and company’s performance? How do they influence each other? 

11. How could we improve the rating system in favour of investors, companies, rating agencies and government regulators? 



Interview questions 
For Investors 

1. What general process do you follow to analyse a company before investing in it? Or say, how do you evaluate the company for your investments? 

2. Do you rely on ratings when investing in the primary markets by CRISIL / S&P agencies or in secondary markets by analysts’ ratings of buy-hold-sell? 

3. Do you do any detailed analysis yourself or buy reports from the industry for a particular company? 

4. Which parameters of company you compulsorily analyse before making an investment apart from stock price movement such as 52 weeks high and low? 

5. Do you consider non-financial factors such as employee satisfaction, patents, competitiveness, product quality, pollution in your investment decisions?     

6. What do you prefer an Initial Public Offering by new company with unknown fundamentals or secondary markets offerings (rights issue of debentures, preference shares) of companies with known performance? 

7. What is your say on company’s performance measurement? What should be they disclosing in their annual reports apart from P&L and Balance sheet? 

8. In your perspective, what are the five or six most important dimensions on which one can say that the company is performing well?

9.   Anything else, you would like to say
 
	


Ratings process & dimensions

Ratings process & reasons 

Ratings dimensions 

Measurement of dimensions 


Measurement of qualitative indicators 

Concept of involving OP as dimension 


Conceptual lens of OP


OP dimensions in rating


OP as a rating measure


OP & Ratings impact on each other 

Improvement suggestions for ratings     



Analysis theme


Company analysis 



Ratings analysis / view of current ratings  system  


Company’s performance analysis

Company’s performance diagnosis


Dimensions of OP



Performance preferences for an investment 



OP dimensions and reporting by companies 


Strategic performance measurement   


Suggestions for OP and its dimensions 



5.7.2	Statistical analyses of survey data 
This is explained in detail in chapter 8 where several statistical analyses are carried out and the results interpreted. They are very detailed and as a result they are not replicated in this section. 

5.8	Reliability and validity
The main issue for research is its quality, validity, reliability and generalizability. Validity is about the dimensions or scale adopted to variables matching with reality that is internal validity; reliability is about these measures producing similar or same findings in a different context whereas generalizability means could these findings can be applied to other contexts (Neuman, 2006; Sekaran and Bougie, 2013). 

In this study, no scale or measurements are applied as there was no questionnaire survey, however many statistical tests are carried out as part of the deductive approach for this positivistic study. The study concentrates on understanding and association between the company ratings and organisational performance mechanism through 10 case companies’ analyses; and testing an application of organisational performance as a basis for deriving the proposed company ratings through multi-industry survey of 128 companies using multiple databases. To ensure validity and reliability enveloped in this study, the researcher has maintained the following criterion or each of these tests. 
1. Construct validity - Multiple sources of evidence: academic literature, rating agencies data, government regulations data, company reports and their published documents, responses from managers, investors, trading analysts and experts in the field 
2. Internal validity: Not losing the sight of the aim and objectives throughout data collection and analyses by asking that is this going right way or is it meaningful against other evidences and existing theories.
3. External validity: By establishing a domain wherein the study’s findings could be generalised because case study research with limited sample has a specific and narrow focus for the cases under consideration. In this case, research domain is between ratings and organisational performance. Findings are suitable for publicly traded large companies where ratings and performance are very much significance in public domain for all involved stakeholders.    
4. Reliability: Sampling frame, secondary data from official websites and annual reports of companies, interview protocol and different stratum of interviewee categories and systematic transcripts suggest that data and its analyses are reliable.   

As mentioned above, the reliability and validity in this study were maintained by collecting data from multiple and reliable sources; controlling quality in inferring and analysing interview transcripts; following ethical procedure in data collection and analysis so that did not contain any researcher’s bias (Sekaran and Bougie, 2013). 


Selection of methods relevant to the research paradigm was supported by a set of evidences about methods’ applied by earlier researchers in same strategic management domain. Table 5.8 reveals the support from literature for methods selection in this study such as applications of qualitative analyses, case study strategy, use of secondary data and interviews. 
Table 5.8	Validity of methodology adopted as supported by literature
	Research method
Applied in this study

	Previous scholars who utilised or justified the application of same method in strategy – organisational performance domain
	Source of the article or 
chapter

	
Qualitative study and analysis 

	Strategy and structure by Chandler (1962);  Managerial roles by Mintzberg and Waters (1985)
	Barr (2004) in Ketchen and Bergh (2004), Vol.1


	
	Qualitative studies by Miles and Huberman (1994) 
	Gray (2010) 


	
	Eisenhardt (1989) 
	Academy of Management Journal

	
Quantitative 
Survey using data from Industry Databases 
	Quantitative analyses of dimensions for ratings by Drobetz and Heller (2014)
	Available at http://SSRN.com/abstract=2392377

	
	Development of Z-score predictive formula by Altman (1968)

	The Journal of Finance 
Vol.23 

	
	CSR and access to finance using survey from secondary data Cheng et al (2014)

	Strategic Management Journal
Vol. 35

	
	Sustainability index development by Harik et al (2015)

	International Journal of Production Research

	
Case study research strategy
For theory development or refinement 

	Theory building through case studies by Eisenhardt (1989) 
	Academy of Management Review
Vol.16 

	
	Weick (1989); Whetten (1989) 

	Academy of Management Review Vol.14 

	
	Balanced scorecard development based on 12 case studies by Kaplan and Norton (1992)
	Harvard Business Review 

	
	Yin (1994)
	In Yin (2010)

	
	Rindova and Kotha (2001)
	Academy of Management Journal
Vol.44

	
	Harrison (2003)
	In Partington (2003)

	
	Pablo et al (2007)
	Journal of Management Studies 
Vol.44

	
	Ridder et al (2009)
	In Bergh and Ketchen (2009)


Source: Multiple sources as mentioned in the table above 



5.9 	Research ethics 
The ethics were maintained by causing no harm and taking interviews with prior consent and voluntary agreement to provide interview. No personal information was collected. 
Compliance and control of these rules made this study ethical and that level of ethics was maintained throughout the research process, data collection and data analyses (Korac-Kakabadse et al, 2002). Confidentiality and anonymity was agreed to all interviewees which in turn increased interviewees’ confidence to provide more information for research and thus reduces any bias. 

5.10	Summary  
The following figure shows the research methods selected and implemented for this study. 
















Figure 5.3 Research methods selected in this study
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Chapter 6	Analysis of findings: Company reports and documents  	 

6.1 	Introduction 
This section of the thesis analyses secondary data collected from case companies to identify current dimensions of their organisational performance focus and to assess existing practices of organisational performance measurement, prevalent performance drivers and key performance dimensions applied in these companies. These detailed analyses can be carried out by studying cases with hybrid research methodologies by combining qualitative and quantitative analyses. The finest analysis method is to review each firm separately qualitatively, which is the scope of this chapter (Harrigan, 2009). Case studies can be applied more effectively than other methods to induce the theories, to review phenomena in-depth and to carry out detailed empirical investigations into a complex entity, such as organisational performance (Eisenhardt, 1989; Ridder et al, 2009; Yin, 2010). 

Review of a firm’s strategy, resources, current structures, problems and its internal and external environments can provide a holistic view of its strategy – performance practices and strategic direction setting. To assess a firm or firm’s performance, there are a number of tools or frameworks such as MOST, SWOT and PESTLE analyses; generic strategy view; stakeholders analysis; resources audit; competencies mapping; activity flow; business process view; financial performance, strategic value and growth drivers; E-V-R analysis, which can be applied to review the firm (Thompson and Martin, 2006). Rumelt suggested four strategic dimensions: consistency, consonance, feasibility and advantage to review for evaluating a company’s strategy formulation and implementation (Thompson and Martin, 2006). These fundamental principles of strategic analysis are adopted where applicable to available data in the following case studies. 
There are two specific reasons why a review of strategy is included in analysing case study evidence. 
1. Annual reports and other documents usually highlight strategy more than performance to serve as forward-looking presentations in the public domain. Because of this, performance dimensions may not be directly available but one has to analyse strategy of the company to understand what kind of performance perspective is targeted by the company. 
2. Strategic planning and strategy implementation is part of the input or means to achieve the targeted performance as an output or end. For example, this is very much evident in the studies carried out by strategy, performance and organisational analysis scholars (Chandler, 1962; Ansoff, 1965; Porter 1980; Quinn and Cameron, 1983; Quinn and Rohrbaugh, 1983; Venkatraman and Ramanujam, 1986; Kaplan and Norton, 1992; Hoskisson et al, 1999).     
     
6.2	Case analysis strategy: objectives, structure and method
The designing of case studies includes defining the units of analysis, likely population of cases, development of relevant issues, identifying units of analysis and procedures in order to maintain the quality in terms of reliability and validity (Yin, 2010). This research is about the multi-dimensional and global problem of how to measure and how to manage the strategic performance of the companies.  According to the level of analysis required to develop variables for strategic performance and availability of large sample of stock exchange listed companies with performance issues, the multi-cases analysis type is selected. The unit of analysis is organisation. Hence, it is single unit – multiple cases analysis of case studies. 

Secondary data for analysing these case studies are collected from multiple sources doing desktop research, such as databases: business source premier and science direct and other authentic sources such as Google scholar, the Financial Times, Datamonitor and all the case company’s official portals. The logical sequence of data collection, data filtration, data organisation, analysis, synthesis and discussion are deployed to establish key findings for each case. The process adopted is based on usual research methods employed in management studies (Bryman and Bell, 2007). 

The cases are selected with two types of categorisation: the age of the industry – mature and developing; the type of company – manufacturing or services. Apart from these market movers groups are selected from stock market indices. For example, BSE has technology and auto-motive has major market influencing segments. For a total five industries, one company is selected at global level and one from India industries. Thus, selected case companies in Table 6.1 represent appropriate firms to analyse their growth drivers or key performance dimensions for overall organisational performance since, each of them is facing strategic issues either due to competition, global financial crisis, overvalued acquisitions, product innovations, new regulations, strategic changes in their business process; or product or services portfolio. The next section discusses the case analysis for each group.  

Table 6.1 Case companies selected in this study
	
	Manufacturing 
	Services 

	
	Automotive
	Oil & 
Gas 

	Technology
	Food
Retail
	Mobile & 
Telecom

	Global company

	Ford 
Motor
	British Petroleum

	IBM
	Compass Group
	Vodafone

	Indian company
	Maruti-Suzuki
	Indian Oil Corporation

	Wipro 
	Tata 
Retail
	Idea 
Cellular 


Source: Sampling procedure in section 5.5 



6.3 List of reports utilised from case companies 
Case companies are analysed for testing two theoretical propositions: (i) to assess their support towards performance – ratings link (ii) to assess which dimensions are utilised by these companies from the ones proposed in chapter 4, and in addition to find any new dimension of organisational performance other than proposed, if deployed by these companies. Such analysis is carried out by scanning reports mentioned in the table 6.2 wherein each report is listed.
The graph below shows that performance criteria by companies could have been changed between 2009-10 and 2013-14. However, the year 2012 has been selected to avoid extreme measurements of crisis – related strategies for performance. The aim is to assess performance dimensions in normal conditions of the companies’ business cycle. 
Figure 6.1 FTSE100 crash and growth phases since 1985
 (
2009
-10
2013-14
)


Source:  https://uk.finance.yahoo.com/FTSE (2015)


Table 6.2 List of reports for case companies
	Name of company
	Annual Reports
	CSR, CSP or Sustainability reports

	British Petroleum

	2012
	2012 Sustainability 

	Compass Group

	2012
	2012 Corporate responsibility
2012 Purchasing & supply chain policy


	Vodafone 

	2012

	2012 Corporate responsibility 
2013 Corporate sustainability

	Ford Motor

	2012
	2013 Sustainability  
2013 HR Assessment

	IBM

	2012
	2012 CSR 
2012 Global CEOs study

	Maruti-Suzuki

	2012
	2011 Corporate governance 
2012 Sustainability 

	Indian Oil Corporation

	2012
	2012 Business responsibility 
2012 Corporate governance 
2012 CSR activities 
2012 Performance @ a glance

	Wipro

	2012
	2012 NYSE corporate governance

	Tata Retail

	No separate reports are available as this is a wholly owned subsidiary of main Tata Group. Only websites of its different version of retail formats were explored to get the data about Tata retail 

	Idea Cellular 

	2012
	No separate reports for CSR. 


Source: Reports of case companies 


6.4	Case study analyses from reports and documents  
The cases are analysed applying the conceptual lens, operational lens and top management view as a set of perspectives so that the researcher can meet the aim and objectives of this study. All reports and documents from the case companies’ official websites are analysed using these three lenses. These lenses are conceptual lens – developed from the application of the metaphor; the practice lens (operational lens) – obtained from direct performance measures mentioned in the reports and documents; and the top management view – inferred from strategy sections of reports and documents detailing what top management of these companies target in their performance.    

· Conceptual lens: The application of metaphor generates the conceptual lens of stability, sustainability and resilience leading to overall organisational performance. Scanning data with this lens, answers could be obtained for questions such as, is there any direct focus to stability, resilience and sustainability; or is there any performance indicator which suggests a company’s focus towards one of them. For example, innovativeness can be considered as a driver of competitive advantage, a focus of strategic planning or determinant to achieve resilience, and in turn the superior performance.     
· Practice (Operational) lens: This lens aids in checking which measures are directly and currently adopted in reporting performance in their reports. For example, some companies mention production efficiency or per employee turnover whereas their competitor may focus on the number of patents, operating margin, customer satisfaction survey results or dividend track record as a key indicator in the performance snapshot.
· Top management view: This perspective examines the ultimate goal of a company’s performance through focusing on its top management team and its vision, structure and strategy outline. Company documents are approved by top management, which comprises board, auditors and various committees before getting published. These company reports can therefore reveal any performance dimension defined by the management of the company, and its detailed reasoning in the strategy review or discussion in the report. Thus, any strategy, strategic focus or functional focus defined in the report would reveal the main performance focus of the company.      

Other reports such as corporate social responsibility (CSR), performance review based on specific framework such as ‘five pillars of success’ again reveals any performance dimensions and performance view of the company. For example, a detailed financial report commonly mentions stock prices and ratings given to the company stocks by different agencies. This could reveal the company’s stance on rating, service provider, and change in the company’s ratings or performance over the years. 
Cases are analysed as per above discussed lenses; however, their usage has to rely on the order of content and salient features appearing in each company’s annual and other reports. Global companies are analysed first in this section since these companies have more reports and detailed information available. 

CASE 1: FORD MOTOR  
Ford Motor has started to focus on sustainability more than a decade ago in 1999 – 2000; however, at that point in time the ‘sustainability’ focus was for producing vehicles with fuel economy, less carbon emission and reduced water and energy usage in producing the vehicles. Ford motor’s initial view of sustainability has transformed into a fully-fledged sustainability strategy intrinsically linked with the ‘ONE Ford’ business strategy, whilst embedding new dimensions into it.  This is shown below in Figure 6.2   

Figure 6.2 Sustainability dimensions at Ford  

Source: Ford sustainability report (2013, p.1)

Each of these five dimensions has sub-categories of its own. For example, this sustainability strategy acts as a business model for the company and it is further divided into detailed analysis of overall strategy, materiality analysis, value chain and corporate governance. At Ford, sustainability is defined as 
“A business model that creates value consistent with the long –term preservation and enhancement of environmental, social and financial capital” (Ford Sustainability report, 2013, p.26). 
This sustainability strategy is closely interlinked with business strategy which has core ‘ONE Ford Plan’ implemented across the company in its all 65 production plants, all operating locations and dealership network. This plan encourages focussed single global approach to work as effective team. Four points of this ONE Ford Plan concentrates on operating profitability, development of new products according to market demand, improved finances and effective teamwork. 

The common goal of these sustainability and business strategies is to have profit and growth while improving quality and safety standards in vehicles, and reducing pollution in manufacturing and usage of vehicles so that the company’s reputation and acceptance increases in the global communities to continue business operations expansion. 

According to the conceptual lens, Ford attempts to maintain stability and sustainability as evident in their vision of ‘profitable growth for all’ (Annual Report 2012, p.7/164). The report suggests that Ford targets profit and growth to outperform its competitors. This according to the conceptual lens achieves the goal of being resilient to market forces.             

The blueprint for a sustainability strategy includes materiality diagnosis based issues which have an impact on Ford and its stakeholders; value chain analysis and governance. Governance includes overall transparency and accountability towards not only shareholders but employees, customers, suppliers and the world population (Ford Sustainability Report 2013, p.60). For example, Ford includes issues such as ethical business practice, human rights, working conditions, child labour, bribery and corruption in its governance framework (Ford Sustainability Report, 2013, p.61). 

A detailed analysis of financial health dimension reveals that it comprises profitability, ‘One Ford, One Team plan’, customer satisfaction or vehicles’ quality, innovation for making affordable fuel technologies for everyone and creating mobility solutions for everyone to change the landscape of people, goods and services mobility (Ford Sustainability Report, 2013, p.92). Such initiatives including product innovation, has brought back profitability and the iconic blue oval which has been kept as collateral against a US$18.5 billion secured loan in 2006. The company regained its investment grade credit rating in 2012 from its junk rating in 2006 during global financial crisis, based on the implementation of these sustainability and One Ford One Team plan across the board.       
Also, a competitiveness dimension is included in the financial health which Ford team aims to achieve by ‘going further’ in their efforts, scanning business risks, consumer trends and doing materiality analysis of input and outcomes (Ford Sustainability Report 2013, p.111). The statements from the executive chairman and CEO reinforces the Ford strategy of measuring their performance in terms of new vehicles launched, new technologies developed and sales growth with geographical expansion (Ford Annual Report 2012, p.2-3). Strong brand image, market share and technological competence support Ford management view of achieving superior performance. However, price and technology competition, the strong balance sheets of competing companies, increasing emission standards and foreign currency risks could impact upon Ford’s view of stability and sustainability (Ford data monitor profile, 2012).      

Therefore, one can conclude that based on the conceptual lens Ford addresses stability and sustainability; however, dimensions overlap because of multiple views linked in their strategies. Ford managers believe that resilience to market forces will be achieved automatically when stability and sustainability are achieved. Based on the operational lens, Ford targets financial and operational performance by focusing on products and consumer trends. The management view of performance is multi-dimensional in terms of technological, economic, environmental and social performance (Ford Annual Report 2012, p.2 – 4).  

CASE 2: BRITISH PETROLEUM (BP) 
The information is better presented and easy to extract and to analyse as compared to Ford overlapped business model and strategies. The problems of spills, fires and attacks in their international ventures and strategic issues with Russian venture TNK-BP in the last five years have changed the strategic direction of BP. However, BP has not lost its spot for being the largest and the biggest company in Europe. To this effect, BP has sold assets and made divestments worth $38 billion including TNK-BP by the end of 2012.  
As BP’s stock price suffered because of these events, the shareholder return became the imminent priority for BP. BP aims “to create value for shareholders by helping to meet growing demand for energy in a responsible way” (BP Annual report, 2012, p.4). BP implements an upstream and a downstream hydrocarbon value chain model and attempts to create value for shareholders and to provide customers with fuel for transportation, energy and for items such as paints, clothes and packaging (BP Annual Report, 2012, p.6 – 7). 
The upstream business model includes finding, developing and extracting oil and gas; whereas downstream activities include transporting and trading oil and gas; manufacturing and marketing traditional fuels, petrochemicals, lubricants and bio fuels. The idea of operating across the complete hydrocarbon chain is to create maximum profit as cost is shared between segments. This also enables integrative performance between functions such as safety and operational risk, environmental and social practices, procurement, technology and financial mechanism (BP Annual Report, 2012, p.18 – 21). 
BP concentrates on developing strengths, distinctive capabilities and strong stakeholder relationships to sustain the operation across the value chain mitigating risks and whilst maintaining safety, reliability and efficiency (BP Annual Report, 2012, p.19). Technological advancement through BP’s own R&D facilities and gaining skills from project partnerships is the key to BP’s successful operations as evident in both the upstream and downstream technology development and utilisation, such as deep water extraction, seismic imaging and recovering gas from unconventional rocks. 

The strategy of BP aims at creating a distinctive platform for value growth over the long term. The ‘10-point plan’ launched in 2011 by BP signifies the importance of safety and risk management as the number 1 priority. Other aspects of this plan include simpler and more standardised operations; streamlined management and performance processes; capitalising on four strong business divisions: exploration, deep water, giant fields and gas value chain; strong asset base, net cash generation and reduced gearing in the range of 10 – 20% as overall financial performance for shareholders (BP Annual Report 2012, 23). BP management emphasises equal importance for financial and non-financial performance indicators. Key performance indicators are based on operations and industry as BP measures performance applying a set of 13 indicators as defined in the following table 6.3






Table 6.3 Key performance indicators at BP
	1
Replacement cost per ordinary share 
It is cost of supplies based on inventory holding value 
- A profitability measure. 
	2
Operating cash flow 


	3
Gearing ratio 
It is a net debt ratio.
	4
Reported recordable injury frequency 
Measure of work related incidents. 
	5
Loss of primary containment 
It is release of material unplanned or uncontrolled. 


	
	6
Number of Oil spills in terms of barrels 


	7
Total shareholder return over a year in holding BP normal stock 
	8
Reserved Replacement Ratio extent to which production is replaced. 
	9
Production of crude oil, natural gas measured in barrels of oil equivalent  

	
	10
Greenhouse gas emissions million tonnes of CO2 equivalent  
	11
Group priorities engagement by employees thru. 12 point questionnaire 
	12
Diversity and inclusion of women and staff group leaders from countries other than US and UK

	13
Refining availability of a unit after turnaround time


Source: BP annual report (2012, p.28-29); BP sustainability report (2012, p.2-3)

Apart from this set of key performance indicators BP applies a risk management framework consisting of three divisions: 
Strategic and commercial risks include access and renewal for hydrocarbon reserves, price and markets, climate change and carbon pricing, socio-political owing to changes in the operating and regulatory environment and laws, competition, investment efficiency, joint ventures and agreements, reserves progression, project delivery and digital infrastructure and any liabilities, business continuity and disaster recovery management, Rosneft transaction, people capabilities, liquidity and finances, insurance including uninsured liabilities out of operations.   
Compliance and control risks include settlement with US Department of Justice (DoJ) and Securities and Exchange Commission (SEC) for the Gulf of Mexico Oil deep-water horizon oil spill incident in 2010, ethical misconduct and non-compliance, oil industry regulations in general, liabilities and provisions, reporting and treasury and trading activities.   

Safety and operational risks include – process safety, personal safety and environmental risks, security of staff and plants, product quality and any harm to customers or environment, transportation through road, rail, air and sea, high level of investments – natural hazard uncertainties in drilling and production operations (BP Annual Report 2012, p.37 – 46).    
BP has a companywide organisational culture formed by a well-defined value system comprising: safety, respect, excellence, courage and one team concept. This allows BP to recruit and to retain the right people with right capabilities which ultimately enable BP to the effective management of the risks mentioned above (BP Sustainability Report 2012, p.22).
 
To manage such a complex set of risks, with operations in more than 85 countries, BP has implemented their own operating management system (OMS) (Figure 6.3). 
OMS is designed to achieve continual improvement in group standards and performance. It integrates eight elements of operations through plant, process and people leading to performance.  
Figure 6.3 Operating management system at BP

Source: BP sustainability report (2012, p.25)

BP addresses each and every possible stakeholder in its engagement process which allows top management to be effective in their decision making. BP’s stakeholder engagement process includes employees, shareholders and analysts, governments and regulators, industry, contractors, local communities, non-government organisations and customers. 

BP is in the oil and gas production business which involves the perpetual updating of technology. Technological advancement for BP is critical and necessary in order to manage operations and risks efficiently. For this purpose, BP develops and deploys technology utilising the following framework (Figure 6.4). 

Figure 6.4 BP technology development framework 

Source: BP Annual Report (2012, p.59) 

BP defines and utilises technology as an application of science to capture business value, manage risks and inform strategy development. The strategy, KPIs, risk and technology management frameworks demonstrate that BP concentrates on internal factors such as finance, talent, research, technology development and operational efficiency. The only external factors BP addresses are stakeholders and risks.
The conceptual view sees BP, like Ford concentrating on internal factors for stability and community, and risks for sustainability, whilst seeking to achieve resilience through them. Regarding the practice (operational) lens, BP sees as significant both financial and non-financial performance. The top management view at BP is concerned with profit and a zero tolerance for risks since the Gulf of Mexico oil spill in 2010.    

CASE 3: IBM 
IBM has changed its status of being the number one hardware manufacturer to being the number one software, technology, business consulting services and research and development company. The performance drivers at IBM are strategic positioning, capabilities, a disciplined management system, expertise of more than 430,000 employees, business and technology model and innovations (IBM Annual Report 2012, p.2). IBM attempts to lead the technology ‘wave of smarter computing’ by concentrating on technology powered by big data, analytics, mobile, social and cloud computing with a ‘Smarter Planet’ point of view while acknowledging that the business world is becoming more instrumented, interconnected and intelligent (IBM Annual Report 2012, p.6). IBM has transformed into an innovation and services company for which human capital resources are of the utmost importance as understood from a resource based view. This holds true in everything IBM does: transformation, value creation, innovation, operations, management practices, capabilities, competence and customer services. All these functions have a core element of utilising their employees’ talent (Wernerfelt, 1984; Barney, 1991). This is very much evident from the key performance indicators of IBM as mentioned below (Table 6.4).






Table 6.4 IBM Corporate responsibility performance measures 
	Main performance indicator
	Sub-dimension of the indicator  
	Actual measurement applied by IBM

	



Employees

	Learning 
	Learning investments worldwide 
Learning hours per employee

	
	Women in the workforce %
	Global workforce 
Global executives 
Managers 

	
	Global Illness or Injury rate 
	Total number of incidents per 100 employee

	
	Volunteering in communities 
	Retiree and employee volunteer hours 

	

Giving 
	Global corporate contributions 
	Contributions by issue – education, health, culture, environment and other 

Contributions by type – cash, technology, service

Contributions by geography – continental calculations 

	

Environment 

	Energy conservation 
	% of total electricity use 



	
	CO2 emissions reduction
	% reduction against 2005 as base year 

	
	Product energy efficiency 
	Computing power generated by using each kw-hour of electricity used by new model of a product. Performance is tracked by servers and storage systems. 

	
	Water conservation 
	% of water consumption in microelectronics manufacturing

	
	Recycled plastics 
	% of recycled plastics used in IBM products by IBM and its suppliers.  

	
	Product end of life management (PELM)
	% of IT products sent to landfill or incineration at the end-of-lifecycle 

	
	Hazardous waste management 
	% of hazardous waste generated from manufacturing operations 

	
	Non-hazardous waste recycling 
	% recycled from total waste generated 


Source: IBM corporate responsibility report (2012, p.148 – 154)

Apart from the above mentioned dimensions of corporate responsibility, IBM targets supply chain, financial, technology and innovation performance. For example, this includes the number of patents or earnings per share or dividend track record.    
By instituting and developing ‘Smart Cities’ and ‘Smarter Planet’ initiatives, IBM seeks business opportunities in the form of making companies, industries, infrastructures, business processes and entire societies utilising instrumentation, networking, digitally aware, time and energy saving (IBM Data monitor profile 2010, p.20-22; IBM Annual Report, 2012). This results in communities, businesses, and indeed IBM itself, to become sustainable. At the same time, IBM utilises its strengths of global scale, a strong balance sheet and cash flow, infrastructure leadership and talented human capital to derive growth and volume in its business. This ultimately results in IBM having increasing internal stability. Therefore, according to the conceptual lens, IBM concentrates on stability and sustainability. However such a strategy in the long term cannot guarantee resilience for IBM when competitors in technology and services are HP, Google, Cap Gemini, Deloitte or Accenture (IBM Data monitor profile, 2010). 
Based on the performance measures applied by IBM, its practice view of organisational performance is three dimensional: financial, technological and corporate social performance. Top management at IBM reinforces this view whilst concentrating on strategic acquisitions (more than 100 in the last five years), earning margins and dividend and widening social responsibility. 

CASE 4: COMPASS GROUP 
Compass Group has a strategy similar to the Ford Motor Company wherein business model, strategy and corporate responsibility are intrinsic to each other. Compass Group is a business support services company with a four stage business model comprising: Innovate – Source – Prepare and Provide. Compass Group has a well – defined strategy, business model, corporate responsibility and stakeholder engagement targets which are explained in the Table 6.5   
In addition to this, Compass Group has an organisational culture which is managed by having a common set of values across their 50,000 locations in more than 50 countries and followed by more than 500,000 employees. 
Table 6.5 Compass Group KPIs  
	Dimension category 

	Dimension 
	Performance Indicator 

	
Innovate 
	Wellness and nutrition

	Improvement in the total number of operating sites providing ‘Balanced Choices’ (or equivalent healthy eating programme) to their customers


	
Source 
	Supply chain 
assurance and 
and ethical sourcing 

	Improvement in the number of countries implementing
the new ‘Compass supplier assurance standards’

	
Prepare 
	Energy efficiency

	Reduction in energy consumption of our
corporate offices natural gas and purchased electricity


	
	Vehicle efficiency  
	Reduction in company vehicle fuel consumption
(direct fuel purchased)


	
	Water efficiency  
	Reduction in water consumption of our
corporate offices and client site catering works 


	
	General waste
	Compliance in waste performance reporting


	
	Food waste 
	Implement Trim – Trax (or equivalent) food waste
reduction programmes


	
Provide 









	Food safety
	Improve global food safety incident rate  


	
	Occupational health and safety 

	Improve global lost time injury rate  

	
	Employee retention 

	Measure employee retention rate for all employees 

	
	Diversity
 
	% of Women holding global leadership team positions  



	
	Business Ethics 

	Measure total number of concerns reported by employees via Speak Up 

	
	Employee feedback 

	Employees voice survey 

	
	New Employment Opportunities 
	Number of apprenticeships available per year 


Source: Compass Group Annul Report (2012, p.20 – 22)     

In addition to a business model and KPIs implementation, Compass Group operates using risk management and corporate governance frameworks and risk management is very detailed and on a minute scale. Compass Group’s core business segment is to provide food and meals to its institutional clients. Risk factors are categorised as shown in Table 6.6 
Table 6.6 Risk management at Compass Group     
	Risk dimension  

	Risk factors within the dimension  

	Health, safety and environment   

	Health and safety, Food safety and Environment 

	Clients and consumers 

	Client retention, Service delivery and compliance, Contract terms and conditions 
Changes in client demand and consumer preferences, Bidding risk, Credit risk, Consolidation of food and support services   
    

	People 

	Recruitment, Retention, Motivation and Succession planning 
 

	Economic environment 

	Economy, Food and Labour costs inflation 

	Eurozone 

	Operating performance and Liquidity risk 

	Regulatory, political and competitive environment   

	Regulation, Political stability and Competition  

	Acquisitions and investments 

	Acquisition, Investment Risk and Joint ventures   

	Fraud, Compliance and Reputation risk 

	Company’s assets, profit, brands and reputation are protected by zero tolerance based codes of business conduct, ethics, operating and performance reviews and internal controls. 

	Pension risk 

	


Source: Compass Group annual report (2012, p.27) 

Corporate governance at Compass Group consists of mainly financial performance and the duties of the boards and its directors, recruitment, employee policies and regulatory compliance. Therefore according to the conceptual lens, Compass Group has stability measures in place for growth and income. However resilience and sustainability are not targeted but dimensions which can lead to them are seen as risk factors at Compass Group as shown in Table 6.5 and 6.6. In practice, Compass Group places great emphasis on financial (income and margins) and operational performance (production efficiencies and food safety).          

Top management view has single of view of business growth and profit as main executive directors’ bonuses and performance pay are attached to only five measures: 
Profit before interest and tax (PBIT), Group free cash flow (GFCF), 12 months average working capital balance (AWCB) and Organic Revenue Growth (ORG) and any personal targets given by board and committee members (Compass Group Annual Report 2012, p.58) . Bonuses, benefits, long term incentives, executive stock options and performance pay totals at approximately 200% of base salary which itself in millions (Compass Annual Report 2012, p.53 – 64). There seem to be double standards in the company management as middle and operational level employees have to deliver performance to obtain a basic salary whereas top management are awarded a double salary one for attendance and other for ensuring that rest of the employees meet performance requirements which in turn sees that top management performance targets are achieved. This in turn is approved by shareholders only and in consultation with shareholding bodies, institutional investors and the chairman of remuneration committee (Compass Group Annual Report 2012, p.67). This suggests the top management view is directed towards merely financial performance of the firm.           
  
CASE 5: VODAFONE 
Vodafone has transformed itself into global company with 404 million customers and with 68% of them located around the globe. Vodafone and IBM share a similar vision in creating livelihoods and smart living whilst connecting societies and enabling sustainable living for all (Vodafone Sustainability Report 2012, p.5). Vodafone concentrates on delivering transformative solutions through mobile and related technology in the fields of agriculture, health, education, finance, smart working and low carbon solutions. The operations are guided by corporate responsibility in terms of maintaining and managing health and safety, human rights, mobile – masts and health, privacy and security, and environmental footprint, and conflict free and low carbon supply chain (Vodafone Sustainability Report 2012, p.5). Sustainability is assured by an appropriate framework and each group chief executive is responsible for measuring and reporting it to the board of directors as shown in Figure 6.5     
Figure 6.5 Sustainability implementation at Vodafone

Source: Vodafone sustainability report (2012, p.7) 

The frequency of this review and reporting is at least once a year (Vodafone Sustainability Report 2012, p.7) which weakens the impact and output of such implementation. Beyond sustainability, Vodafone implements a business model which concentrates on customers, revenue, cash flow, shareholder remuneration, re – investment in the business and major assets such as brand, supplier relationships, networks, distribution and employees (Vodafone Annual Report 2012, p 11 – 13). 

In addition Vodafone deals separately with key risks, governance and the foundation of organisational culture. The organisational culture, ‘The Vodafone Way’, based on the ‘four pillars principle’ is aimed at making people’s lives simpler, easier, richer and more rewarding. These four pillars include customer obsessed service, hunger for innovation, an ambitious and competitive work quality and one company – local roots. This enables Vodafone to maintain quality and services across the company and still hold the values of the communities they operate in (Vodafone Annual Report 2012, p.13).      
             
The performance measures directly deployed by Vodafone are financial, commercial and operational which includes Organic service revenue growth, Operating margin, Operating profit, Free cash flow, % of consumer contract revenue from integrated plans (Europe), smart phone penetration (Europe), Mobile network performance floor (Europe), Relative market share performance, Returns to shareholders, Consumer net promoter score, Employee engagement and % of women in senior leadership team (Vodafone Annual Report 2012 , p.21). Industry attractiveness and customer demand are increasing every year with technological advancements collectively by all manufacturers and service providers such as Apple, Samsung, Nokia, Microsoft, Google, Vodafone, AT&T, EE or Linked In. However businesses can be affected by scale, growth, competition and increasing regulations, demand in emerging markets versus mature markets, technological innovation versus convergence (Vodafone Annual Report 2012, p.21 – 23). 
Vodafone business strategy targets for 2015 are aimed at consumers for data services and consumers in the emerging markets, enterprise business, networking, operations efficiency (Vodafone Annual Report 2012, p.27 – 36). The most important initiative or framework adopted at Vodafone is role of the management board, their effectiveness, their reporting of any conflict of interest and their direction setting for the company as shown in the Figure 6.6 
Figure 6.6 Key focus domains for Vodafone management board    

Source: Vodafone annual report (2012, p.59)


In this section, Vodafone is the first company which according to the conceptual lens, practice lens and top management view aims to achieve stability, resilience and sustainability concurrently. This is revealed in Vodafone’s strategy and its performance diagnosis. The above discussion and Figure 6.6 prove that Vodafone has perfect alignment between strategy, implementation, all stakeholders’ engagement and targeted performance, and a management board having complete responsibility to oversee all aspects of the business.      
   
CASE 6: MARUTI SUZUKI 
Maruti Suzuki is a joint venture between the government of India and the Suzuki Corporation of Japan formed in early 1980s. The vision of Maruti Suzuki is to become the pride of the nation whilst aiming for customer satisfaction and shareholder wealth.  To achieve this, Maruti Suzuki instils values within the organisation. These values are: to be customer – focused, fast, flexible, a first mover, innovative and creative, networking and partnering with suppliers and communities, with employees open to learning (Maruti Sustainability Report 2012, p.3). The top management message includes similar parameters such as innovation, skilled human capital, partnering with stakeholders, product quality, customer satisfaction and long terms sustainability of the company (Maruti Sustainability report, 2012, p.7). As evident from the following figure 6.7, the cornerstone of sustainability at Maruti is the stakeholder engagement process.   
Figure 6.7 Sustainability performance review process at Maruti Suzuki
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Source: Maruti Suzuki sustainability report (2012, p.14)
Maruti aims to achieve sustainability of performance in terms of economic, social and environmental performance. The risk factors in achievement of sustainability are global water scarcity, energy consumption in manufacturing, emission standards, and changes in currency and consumer trends (Sustainability report 2012, p.15 – 19). A month after the Manesar plant closure in 2012, Maruti became resilient, resolving and resurgent to win the market share and profit again was made possible because of operational agility, consistent focus, transparent communication, stakeholder engagement, a new model and approach together with visionary leadership (Maruti Annual Report 2012, p.3). Executive management is however more concerned with production, engineering, supply chain, quality assurance, marketing and sales to convert these into number of vehicles sold, operating margin, market share and profit (Maruti Annual Report 2012, p.19 – 30). The company was rated AAA (stable/long term) or A+1 (short term) which as mentioned by the company underlines Maruti’s financial strength to meet financial obligations in a timely manner. The company has heavily invested in technology absorption, adaption and innovation including research, design, development and trained human capital (Maruti Annual Report, 2012, p.33 – 38).

The performance dimensions implemented at Maruti suggest that limited financial and production efficiencies are targeted. Business responsibility, social and environmental performance initiatives are taken for reduced water and energy consumption, and increased availability of skilled human capital for manufacturing expansions. Therefore according to the conceptual lens, the operational practice lens and the top management view, Maruti attempts to achieve stability and to an extent sustainability, whereas there is no evidence of Maruti’s resilience in any of the company reports. 



CASE 7: INDIAN OIL CORPORATION (IOC)
The Indian Oil Corporation (IOC) is a Government of India owned company with business interests spanning across an entire hydrocarbon value chain in a similar manner to BP. IOC business operations are strategically structured along refineries, pipelines, marketing, domestic sales and export, the research and business development of petrochemicals and natural gas and related products. This company highlights its performance mainly in terms of financial performance in terms of profit, ratios, dividend; and operational performance in terms of production, domestic sales, exports, refineries and pipeline throughput (IOC 5 year performance report, 2013; IOC Annual Report 2012, p.14). The company envisages to sustain its global ranking in the Fortune500 companies by establishing standards of quality, technology and innovation, whilst caring for stakeholders, maintaining ethics and being environmentally friendly as shown in Figure 6.8  			Figure 6.8 Vision of Indian Oil Corporation

Source: IOC Annual Report (2012, p.16) 
IOC is committed to care, innovation, passion and trust, timeless values to meet their objectives and obligations for each set of stakeholders: customers and dealers, suppliers, employees, community, defence services and shareholders. The IOC operates on a model of nine business principles and its responsibility targets (Table 6.7). 
             
Table 6.7 Business principles followed at IOC

Source: IOC business responsibility report (2012, p.3)

Even when the above mentioned business principles are applied at the IOC, top management is more concerned with financial and operational performance as evident from performance reporting in company documents. In addition to this, management has taken initiatives for alternative energy source development, human capital development. But IOC has no control over the risk factors of debt escalation, domestic and international demand, currency fluctuations and the technological innovations by competitors and security of nationwide plants. The corporate governance implementation is limited to the overseeing and auditing of financial transactions, code of business conduct, ethics, recruitment and appeals (IOC Annual Report, 2012, p. 52 – 61).                        

Thus according to the conceptual lens, the practice operational lens and the top management view, the IOC performance management is aimed at stability and limited sustainability which is similar to Maruti Suzuki. The common reason behind similar strategies and performance dimensions in these two companies can be attributed to the same organisational culture infused by the ownership of the Government of India, and the dual nature of being both a government and public enterprise at the same time.  

CASE 8: WIPRO 
Wipro is an Indian multi-national firm which operates in the fields of IT services, software, technology manufacturing, engineering products, consulting and personal care goods. It has been listed on the New York Stock Exchange (NYSE) in 2000 and follows the strict guidelines of a listed company’s corporate governance standards laid out for compulsory compliance by NYSE. By 2006, it was the only Indian company to be ranked in the top 10 global outsourcing services providers. Customer focus, innovation and collaboration are three key elements of Wipro’s success in the last two decades after entry into IT manufacturing and services business (Wipro Annual report 2012-13, p.5 – 9). 

The ‘Wipro way’ defines the quality standards at Wipro created by the combined applications of Six Sigma, Kaizen, Lean manufacturing and CMM practices. The ‘Spirit of Wipro’ is defined by three core values: intensity to win, act with sensitivity, and unyielding integrity. These core values have again more elements embedded in them such as make customers successful, team, innovate, excellence, respecting the individual, deliver on commitments with honesty and integrity (Wipro Annual Report 2012-13, p.5 – 6). 

Wipro attempts to achieve growth and productivity by meeting customer satisfaction and other stakeholder expectations; differentiation by being innovative and customer centric in their activities; business focus by following ‘differentiation at the front’ and ‘standardisation at the core’; and competitiveness by utilising human capital and new generation advanced technologies trends such as social, mobility, analytics and cloud (Wipro Annual Report 2012-13, p.6 – 7).      

Wipro measures its performance in terms of financial performance (revenue, profit and dividends, market capitalisation); operational performance (product quality, innovations) and governance (independent directors’ management review, workforce training and development, gender diversity, voluntary attrition) (Wipro Annual report 2012-13, p.10-12). Top management supports the leadership development, structured processes and creation of dynamic capabilities, decentralised decision making and good governance to achieve operational excellence and customer satisfaction (Wipro CEO message in Annual Report 2012-13, p.15 – 17).

Wipro’s strategy targets offerings in the segments of (i) manufacturing desktops, notebooks, net servers, storage, super computers (ii) enterprise platforms (iii) networking solutions (iv) software solutions (v) data storage (vi) contact centre infrastructure (vii) enterprise security and (viii) emerging technologies such as virtualization, IP video solutions and private cloud implementations. To make this strategy deliver performance, Wipro management focuses on positioning, product differentiation, geographical expansion, customer engagement, alliances and operational excellence (Wipro Annual report 2012-13, p.34). 

Wipro targets sustainability of its business by corporate governance, environmental performance (energy, waste reduction, and recycling, green projects), enterprise risk management, risk materiality and scope analysis and detailed stakeholder engagement. Eight major stakeholders for Wipro management are: customers, investors, employees, suppliers, government, education partners, community partners and future generations. This is achieved by implementing a control mechanism of governance and management architecture as shown in the figure 6.9.




Figure 6.9 Governance and management system at Wipro   



Source: Wipro annual report (2012, p.88)

Wipro’s strategic focus is very detailed as management highlights positioning and differentiation through innovation and being competitive. Such a technology strategy enables Wipro to outperform their competitors and to achieve sustainability and competitive advantage concurrently (Porter, 1985, p.20, 158, 169, 198).    

According to the conceptual lens, Wipro targets the elements of stability and sustainability through their strategy and governance model having process, delivery, innovation, stakeholders and technology as the main elements. Based on the practice view of performance, Wipro has a multi-dimensional focus consisting of economic, social and environmental performance which is closely interlinked with its financial and operational objectives. Top management supports employee empowerment by decentralised decision making, human capital development and creating a culture of quality and innovation with unparalleled values. However, this current diversified business model offers maintaining operating margin and profitability which could be eroded anytime. This business risk is due to a number of factors including intense pricing pressure from global competition, and its heavy reliance on contracts from the mature markets of the US and Europe, with increasing governance, reporting and tax standards (Wipro data monitor profile, 2013).            

CASE 9: TATA RETAIL  
Tata Group is India’s oldest business groups formed more than 110 years ago and having started office of Tata International Ltd in London in 1907. Since, Tata group has more than 80 separate companies under one flagship holding company. The separate annual reports of Tata’s retail division are not available online. Therefore the researcher had to rely on different store formats and their official portals to collect information about Tata retail. The operating principles, organisational culture and governance is borrowed by this retail division from the holding company and other large companies in the group such as Tata Steel, Tata Motors, Tata Tea and Tata Chemicals. 

Tata group has become a global conglomerate with more than 80 subsidiary companies for wide ranging business verticals such as automotive, steel, chemicals, hotels, information technology and retail. Tata Group operates its retail business under wholly owned subsidiary Trent Hypermarkets Ltd. established in 1998. Trent has different formats of stores such as Star Bazaar, Westside, Landmark and Fashion Yatra brands, with a network of more than 100 stores in 38 cities of India. Another division under Tata Sons, ‘Infiniti retail’ offers electrical and electronic goods through Croma brand stores. Table 6.8 shows Tata Group’s foray into retail business.   







Table 6.8 Tata retail brands 
Westside: It offers clothes and related products. The website is www.mywestside.com
Star Bazaar: It is a hypermarket chain for grocery and related products. The website is www.starbazaarindia.com
Landmark: This is a leader in the books and music stores. The website is   www.landmarkonthenet.com
Fashion Yatra: These stores bring fashion at low prices. 
Croma stores: These stores offer products in the range of entertainment and video games. The website is www.cromaretail.com
Source: www.Trent-Tata.com, 2013  
The brand philosophy at Tata retail is ‘If service wasn't important; if technology wasn't complex; if variety wasn't confusing. We would have no reason to be in business. So, we help you buy’. Tata as a brand in itself stands for trust and reliability. The core values and code of business conduct remains the same across Tata companies. 
This is evident in the purpose of the Tata Group ‘to improve quality of life in communities we operate while caring for consumers, employees, shareholders and communities’ (www.cromaretail.com, 2013). Tata companies operate on five core values as shown in Table 6.8. Tata Group has laid down 25 clauses in the ‘Tata Code of Business Conduct’ which oversees all employees’ actions and behaviour of all the Tata companies.
Table 6.9 Core values followed by Tata retail
Integrity
Understanding
Excellence
Unity
Responsibility
Source: www.cromaretail.com (2013) 
Tata Retail is the latest venture of the Tata Group where financial performance is important but the parent company Tata Group, provides strong back up of leadership, brand name, finance, human capital along with scale and scope to expand. A strong balance sheet of Tata sons and Tata holdings allows such new company ventures to operate at low margins for number of years in order to obtain market share and become a standalone brand for example Star Bazaar. There is no other information disclosed and the financial reports of these ventures are consolidated with the major holding companies in the Tata group. According to the conceptual, practice and top management lenses, Tata Retail targets sustainability rather than stability and resilience as the parent company’s back up provides the required resources and positioning with ‘Tata’ as a brand. 


CASE 10:  IDEA CELLULAR 
Idea Cellular Limited is a company owned by the Aditya Birla Group which is driven by values such as integrity, commitment, passion, seamlessness and speed (Idea Annual Report 2012-13, p.5). Idea Cellular applies key performance indicators of cash profit and net profit, number of subscribers, revenue market share, and minutes of usage and cell sites count (Idea Annual Report 2012, p.17 – 18). 

Idea Cellular works towards sustainability in the form of rural development programmes for social responsibility, carbon footprint and energy conservation through environmental sustainability. Operational excellence at Idea Cellular stems from employee engagement programmes and internal control mechanisms, compliance to the national telecom policy and parent company guidelines (Idea Annual Report, 2012, p.21 – 27).



Company operates on a philosophy and governance aim defined as  
“Corporate Governance refers to set of systems and practices which ensures that business and affairs of an organisation are conducted in a manner that promotes sustainable business model and enhances shareholders’ value in the long term. Corporate governance is about commitment to conduct business in a fair and transparent manner” (Idea Cellular Annual Report 2012, p.35). 

These aims of corporate governance is achieved by the five basic tenets of Idea Cellular in its corporate governance framework. These five principles are: “board accountability to the company and shareholders; strategic guidance and effective monitoring by the board; protection of minority interests and rights; equitable treatment of all shareholders; and superior transparency and timely disclosure” (Idea Annual Report, 2012, p.35). 

The above discussion on corporate governance demonstrates Idea Cellular’s priorities are towards the company’s interests of profitability, operational excellence and satisfaction of shareholders rather than all stakeholders at large. 

Idea Cellular attempts to be both stable and sustainable whilst at the same time being an industry leader and market mover in technology utilisation. Brand recognition, investments and resilience from industrial forces is provided by the holding company. The similarity between Tata Retail and Idea Cellular is that both are wholly owned subsidiaries of flagship groups, namely Tata Group and Aditya Birla Group. These companies are managed as profit centres with resources shared between other group companies owned by the same flagship company. For example, CSR initiatives taken and resources allocations are implemented according to these individual companies’ contributions to the group’s overall success and these companies’ stock price performance. Furthermore, these firms are not the main business verticals of these groups; they are an example of the diversified interests of the group companies for expansion and leverage (economies scale and scope) to make the whole group more resilient and global, whilst utilising de-regulation and the opening up of domestic markets by the Government of India.  Management styles, hierarchies and organisational cultures of these family owned group companies differ from large public limited and multinational companies such as IBM, Compass Group or Vodafone. Data availability in case of Tata Retail and Idea Cellular is another issue of concern based on the above mentioned characteristics of these companies.       

6.5 Performance dimensions of 10 case companies   
The case studies of these selected companies represent firms appropriate to analyse for their organisational performance measurement dimensions, performance indicators or their performance perspectives. 

The data analysis of each company reveals a set of strategic issues currently faced by these companies, either due to competition, the global financial crisis, overvalued acquisitions, product innovations, new regulations, strategic changes in their business process; business verticals or products or services portfolio. Table 6.10 shows the comparison of each case company’s current key performance dimensions according to the conceptual lens, the practice lens and the top management view of organisational performance measurement targeted in these companies. 







Table 6.10	Key performance measures in the case companies
	Company 
	Performance outcome targeted   according conceptual lens
	Performance dimensions or indicators currently applied in the company according to the practice lens 
	Company’s performance focus or performance measurement dimensions according to the top management view 

	Ford Motors
	Stability and       Sustainability
	Profitability, Quality, Innovation, Brand, Market share, Social responsibility

	Technological, Financial, Environmental, Social

	British Petroleum
	Stability and       Sustainability
	Profit, Production and Operational efficiencies, Risk management, Technological innovation,  Health and safety 

	Finance, Technology, Research development and operational excellence, Zero tolerance for risks

	IBM
	Stability and       Sustainability
	Profitability, Supply chain, Innovation, Employees, Social responsibility and Environmental sustainability   

	Financial performance Innovations, Acquisitions Governance, Social responsibility

	Compass Group
	Stability

	Revenue, Growth and Operating margins, innovation, production efficiencies, health and food safety 
	Profit before interest and tax (PBIT), Group free cash flow (GFCF), 12 months average working capital balance (AWCB) and Organic Revenue Growth (ORG) and any personal targets given by board and committee members

	Vodafone

	Stability, Sustainability and Resilience 


	Organic service revenue growth, Operating margin, Operating profit, Free cash flow, % of consumer contract revenue from integrated plans (Europe), smart phone penetration (Europe), Mobile network performance floor (Europe), Relative market share performance, Returns to shareholders, Consumer net promoter score, Employee engagement and % of women in senior leadership team, social and environmental responsibility, risks control and compliance 

	All stakeholders’ engagement, management board effectiveness, Risks management, Governance, Business performance, Social responsibility, Sustainability, Diversity and Talent, Health, Safety. Compliance, Corporate Reputation     

	Maruti Suzuki

	Stability, to an extent sustainability   


	operational agility, consistent focus, transparent communication, stakeholder engagement, new model and approach and visionary leadership
	production, engineering, supply chain, quality assurance, marketing and sales to convert these into number of vehicles sold, operating margin, market share and profit


	Indian Oil Corp. 
	Stability, to an extent sustainability

	Financial ratios and operational efficiencies, human capital development    
	Financial and operational performance, human resources development   

	Wipro

	Stability and Sustainability 

	Innovation, Product / Service quality Social responsibility, process delivery, stakeholders engagement and technology advancements, corporate governance  

	Economic, social and environmental performance linked with financial and operational objectives, employee empowerment 

	Tata 
Retail
	Sustainability 
	Prices, Product portfolio, Brand development and nationwide network of stores 

	Financial performance and following group company’s  core values   

	Idea Cellular 

	Stability and Sustainability 
	Profitability, operational excellence, and shareholder return 
	Financial and Operational performance, following group company’s  core values     


Source: Analyses of case companies’ reports 

The above key performance measures of the case companies show that financial, operational, sales, product innovation, and social responsibility performance measures are given priority over all other measures. None of the companies have given any priority to strategic agility which can be achieved from strategic sensitivity, leadership unity and resource fluidity. The targets of both Global and Indian companies are the same: increased sales leading to profit, and portraying a forward looking image while overlapping the two distinct concepts of sustainability and corporate social responsibility. 
The branding of a socially responsible image and associated budget for community development expenses are the major components in annual reports or website announcements separately in the form of CSR reports. Corporate governance and business responsibility reports are found because the New York Stock Exchange (NYSE) has compulsory requirements for independent directors and corporate governance reporting whereas the Ministry of Corporate Affairs in India has made business responsibility reports compulsory for large companies through Security and Exchange Board of India (SEBI).  

None of the companies, except Vodafone attempts to achieve stability, resilience and sustainability at the same time. Companies which are truly global, an industry leader, pioneers in innovations or market makers are not concerned about their resilience but more about giving back to society such as Ford Motor or IBM. As seen in the comparison table 6.10 some of the companies view resilience as an outcome by input of efforts for stability and sustainability. It can be summarised that these firms are missing the opportunities to capitalise while taking more time than their competitors to match up the speed of changing trends in terms of market forces and specific consumer demands.  

6.6 Summary  
There was an issue with data collection from Indian retail companies such as Tata Retail, Reliance Retail or Bharti-Walmart Retail since they are part of flagship companies. For the same reason their data is not available on Bloomberg or Morningstar databases. Therefore, Indian retail companies are removed from main survey sample for quantitative analysis. Organisational performance is a multi-dimensional construct and each industry has its own benchmarks for performance measurement. However, absence of any appropriate measures of strategy implementation, resilience and sustainability in the key performance measurement criterion mentioned in the results of companies supports the need for a new strategic performance measurement concept. The measurement of strategic performance in terms of resilience and stability on a longitudinal scale opens the streams of strategic diagnosis and performance measures required in these companies. Analyses of managerial responses in the next chapter reveals more about performance measurement in these companies.        







Chapter 7	Analysis of findings: Interviews  

7.1 	Introduction 
The previous chapter analysed secondary data from 10 companies to extract and to understand criteria, current practices and views of these companies on organisational performance measurement. 

This chapter reports the findings from the analysis of interview transcripts from four different sets of respondents: managers, experts, analysts and investors so as to understand corporate ratings and organisational performance from all perspectives. The findings from the results of primary data are discussed and the multiple views of respondents concerning performance measurement dimensions enable the researcher to formulate conclusive views on the links between ratings, performance, and dimensions of organisational performance. 
 
7.2 	Findings from interview transcripts  
Interview transcripts are analysed for each theme mentioned in Table 6.1 to report results leading to meaningful findings which will be discussed in the next section. 
 
Managerial views: The following themes are analysed, derived from the responses of managers and expert managers. 
Performance focus in the firm
Customer satisfaction, sales growth, shareholder return and profitability are the major focus dimensions of middle and senior managers. There is a growing importance of non-financial measures. These are the common measures suggested by all managers including case companies and expert managers. This is almost the same as the secondary data results revealed in the practice view. However the top management view contains more overarching dimensions such as sustainability in the form of economic or social performance.       
Input / drivers of performance 

Product or service quality, compliance to health, safety or other industry standards and business strategy and business models are a major input to performance. Shareholder return or other stakeholders’ satisfaction is a priority that drives performance. This is the same for both Global and Indian companies. Technology, training and engagement with customers and employees are reported as major drivers for business performance and growth.     
OP measurement methods / models used 
62.5% managers have suggested that there are no particular performance measurement models which are supported by company annual reports. There are intrinsic business models and sustainability models as seen in the secondary data which contain some measures of performance targets.  
Targets of performance 
Performance is either targeted according to industry standards or with detailed indicators. 
Customer feedback, innovative product developments, employee training are usual targets within departmental teams as suggested by managers 1 and 2. However, depending on the industry these changes, for example Bank managers at BOI, ICICI and Citigroup suggested that the number of deposits, customers, loans and risk control in the form of liquidity, capital and minimum return for each branch of the bank are major targets of performance.                    
Detailed performance indicators/dimensions 

Detailed indicators are again divided into three parts by all managers: financial parameters, operational parameters and industry specific parameters. For example, profitability is common for all companies but deposits for banks, number of accidents for oil and gas and data safety for retail and telecommunication is of paramount importance.      
Ratings – performance link 
17% of managers do not agree with ratings effects on performance, but mainly 10 out of 12 managers agreed that there is a strong link, and there should be a strong link between organisational performance and company ratings. Manager 1 clearly said that “it is the case of performance affecting ratings and not vice-versa”. The BOI bank manager 5 has the same opinion on performance affecting company ratings, however he does not trust the quality of the ratings, and suggests these agencies simply speculate stock prices and company performance.     
Conceptual lens’ dimensions of OP

According to the conceptual lens prepared, based upon the metaphoric application of concept, stability, sustainability and resilience are the major dimensions of overall organisational performance. Some managers agree that they already have resilience (Indian Oil Corporation - GM) and sustainability (Bank of India - GM).  The remaining managers consulted believe that the dimension of stability and sustainability could provide resilience. In addition, the majority of them suggested that customer and employee satisfaction increase the two most important resources of the company, namely, financial and human capital. These two resources allow companies to be innovative, to be competitive, to be resilient and be active in social work (Maruti Suzuki and Tata Retail managers).            
Improvement to overall OP and its measurement 

Managers have mainly agreed that for ratings to be given, detailed analyses of a company’s organisational performance must be carried out. To measure detailed organisational performance, one must take into account both financial and non-financial measures. 

Company analyst and investor views: 
The following themes are analysed based on four analyst transcripts.  
The ratings process & dimensions
Company valuation, growth, governance, management effectiveness and financial performance must be analysed to reach a ratings decision. It is observed that non-financial and qualitative indicators should be given more significant role in analysing companies (VP – JM Finance). 
The ratings process & reasons 
All analysts agree that companies, together with their data, and performance all have to be followed for a long time. A technical manager from Labdhi said, they observe stock price performance from the day of listing even if it is 25 years ago. Several meetings and site observations are part of the ratings process. The fee depends upon the scale, size and complexity of a company’s operations (JM Finance analyst).             
Ratings dimensions 
Maximum possible dimensions are included. However, investors disagree with these and they opt for fundamentals on the balance sheet, P&L, together with stock price (Investors 1 and 2). Investors do not trust ratings provided by credit ratings agencies (CRAs). 
The measurement of dimensions / qualitative indicators 
The financial and operational dimensions are measured from data given by management which is authorised. Qualitative indicators are revealed from management style, structure, plants and office observations, in addition to meeting with both senior employees and only top management.      
The concept of involving OP as a dimension 
Analysts believe that organisational performance should be given more importance.   


The conceptual lens of OP
Analysts do not understand much of the concept but agreed on a long-term performance measurement. However, it is still considered as speculation by analysts. For arranging credit, analysts believe in ‘what is already achieved’ by the company rather than the future strategy.      
OP dimensions in rating and as a measure in rating 
Analysts agree that organisational performance shall be included in the rating as a major dimension but should not be the only dimension.  
OP & Ratings impact on each other 
Analysts agree that negative ratings can sometimes affect performance; however it is always the case that performance affects ratings. Because stock price moves according to company announcements and information; and these are based on company’s strategy to achieve performance in the short-term or long-term. Ratings are thus affected by the performance initiatives of top management.         
Improvement suggestions for ratings     

Both analysts and investors do not trust ratings by the large CRAs. However, they commonly believe that the wide ranging regulatory changes and performance inclusion, as a dimension of ratings, can improve the current ratings process scenario.        

7.3  	Discussion of findings
Results in the previous section reveal the different views of organisational performance and ratings from managers who are employees (insiders) of the firms; and investors and company analysts who are analysing (outsiders) these firms. Mangers have a case to prove that their actions, behaviour and performance are in the right direction to grow the business and increased returns, whereas analysts have to investigate what is not right in the company, and if there is any overvaluation embedded which could erode investments.        
Table 7.1 shows the overall agreement of managers, experts, analysts and investors about main research questions addressed in this thesis. Table below 7.1 shows that managers would like to see efforts of their performance measurement in ratings rather than ratings affecting employees’ morale and work culture. Trading analysts are reluctant, to an extent, as they rely more on credit ratings considering them neutral and believe more in the anlysis of financial fundamentals as opposed to overarching multiple dimensions. Investors agreed that performance should affect ratings however, they have their own methods, and many times market thumb rules to analyse equities. Analysts and investors have agreed on two perspectives: (i) they take an interest in the firm when they are following it for a long time; and (ii) they have their own analysis tools. 

Table 7.1 Agreement of interviewees over main research themes
	Type of respondent 
	% of interviewees Agreed 
for Performance to affect Ratings 
	% of interviewees 
Agreed for Performance Dimensions 
Stability, Resilience, Sustainability 
	% of interviewees Agreed for development of organisational performance based ratings 

	Managers 
(Total 12)

	83.33%
	100%
	75%

	Expert Managers 
(Total 4)

	100% 
	80%
	75%

	Company / Trading analysts 
(Total 4)

	75%
	60%
	50%

	Stock Market Investors
(Total 4)

	50%
	50%
	60%


Source: Results from interview transcripts 



7.3.1 Managerial view of ratings and performance 
Stakeholders mainly customers, employees and shareholders emerge as major performance dimensions apart from other financial and operational measures. Also, managers critically think about resource allocation, mainly human and financial capital which can contribute to overall performance. Managers consider performance issues of concern are due to hierarchical blocks. These stakeholder management and resources based views are well supported by many authors as well as those who coined these terms (Freeman, 1984; Wernerfelt, 1984; Barney, 1991). Managers believe that performance should affect the ratings. Thus, the managerial view of ratings and overall OP can be plotted as follows (Figure 7.1). Even investors and analysts do not trust the operational capacities mentioned in the annual reports as sometime they have different conclusions regarding companies as a results of visiting the plants (VP – JM Finance).
 
Figure 7.1 Managerial view of ratings and performance 
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Source: Findings from interview transcripts 

7.3.2 Analyst and investor view of ratings and performance
Analysts and investors do not believe in the ratings and performance measurement either as they do not have any substantial confidence in rating agencies and management reports. Their ‘no confidence’ is valid as exemplified by defaults of Enron, Satyam computers wherein reputed auditors such as Anderson and PwC did not take any responsibility of what happened to investors. However, analysts and investors agree on the ideal condition according to their views which is shown below (Figure 7.2).  


    Figure 7.2 Analyst and investor view of ratings and performance 
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Source: Findings from interview transcripts 

7.3.3 The author’s view of ratings and performance   
Combining the views of investors, analysts and managers, together with the findings from secondary data and literature it is proposed that the conceptual dimensions are accepted overall by top management and primary data respondents. None of the reports except, Vodafone attempted to attain stability, sustainability and resilience. 
However, the dimensions mentioned by respondents in the primary data can be grouped into the overarching dimensions of the conceptual lens. The conceptual lens along with the respondents’ views can be plotted, as in Figure 7.3.

The study has statistical analyses carried out from 128 companies sample in the next chapter; however it equally relies on the concepts of qualitative rigour which is maintained throughout the research process (Neuman, 2006), communicative validity (Sandberg, 2005) and substantive significance (Seth et al, 2009) of the dimensions which are included in the following proposed view (Figure 7.3), further recommendations and contributions 





Figure 7.3 Author’s proposed view of ratings and performance  
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Source: Findings from interview transcripts 

The above-mentioned view in Figure 7.3 in its formation process refuses two critical arguments by previous researchers; however the above mentioned view is supported by analyses of 10 company cases (Chapter 6) and analyses of interview transcripts (this chapter). 

Organisational effectiveness and organisational performance 
Organisational effectiveness is considered as a sub-dimension of organisational performance which is exactly opposite from the views of Richard et al (2009), who suggested vice-versa. Organisational effectiveness is measured with other indicators was suggested by JM Finance – VP and company advisor investors in their interviews. This is common practice in the business domain. Also, the Vodafone governance framework considers board effectiveness as one of the dimensions as mentioned in their data analysis. 

The concept of organisational effectiveness comes from the construct perspective whereas performance measurement comes from the process perspective which encompasses a wider set of activities such as operations, planning, control and business processes (Quinn and Rohrbaugh, 1983; Cameron, 1984; Henri, 2014). Organisational performance models mainly apply operations as a basic element, however the definitions of both these concepts are contextual and that is where the views of researchers differ in terms of which domain is broader.  There is another prevailing view which suggests both effectiveness and performance are the same (Glunk and Wilderom, 2014).   

In this debate between performance and effectiveness, the author considers that effectiveness relates to the more to the top management performance who wants down the line hierarchy to be efficient. Thus, effectiveness could relate to the ability of an organisation to operate in an effective manner, making it an internal resource outcome. On the contrary, the overall performance of an organisation is dependent upon both: external factors such as industry competition, and internal resources. For example, an organisation might be effective in producing the best product but the sale of product would happen only when customers will be willing to buy which is an external factor of performance demonstrating that the customers are satisfied. In this manner, organisational performance measurement is a broader domain when compared with organisational effectiveness resulting only from internal capabilities and resources.          
 
Organisational performance and credit ratings 
Organisational performance affects credit ratings in the larger domain as compared with credit ratings affecting performance. Credit ratings effect on performance can be momentary, as employees determine to deliver performance when it is first reported that performance is down. Then, again organisation starts delivering performance which would affect credit ratings to go up in a positive spiral. The example is ‘short sell’ trades speculating negative performance of the companies which are charged for holding rates as companies are affected negatively for this. This was explained by a manager and an analyst in their interviews. Thus, to say that credit ratings affect performance more (Renders et al, 2010) is refuted here in the above mentioned proposition by the researcher.  

7.4 Reliability, validity and generalisability of findings 
Findings of the study are considered valid based on their data sources, reliability of analysis, appropriateness of methodology applied, level of qualitative rigour in the analyses, replicable under different settings and possible generalisation, contribution and support of literature (Partington, 2003; Neuman, 2006; Yin, 2010). In this study, secondary data was collected from official company reports, documents, industry databases such as Bloomberg and Morningstar; and primary data was collected from current and senior employees who are actually part of the organisational performance measurement and ratings processes in their firms. It can be said that the data triangulation was applied in this study as shown in Figure 7.4, and this has increased the number of evidences available to support findings and thus, increased validity.











Figure 7.4 Data triangulation increasing validity of this study and findings 
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All findings are not matching or supported by literature as the researcher refutes some of the known concepts or arguments based on these findings. However, these new findings could be easily adopted by companies, ratings agencies or researchers to re-test them under different data and methodology settings. Methodological validity is mentioned in Chapter four whereas the validity of findings based on the support of the literature is mentioned in the Table 7.2.  



Table 7.2 Validity of the findings
	No.
	Finding in this study from secondary and primary data 
	Support from literature 

	1
	Current credit ratings process is flawed and needs an overhaul restructuring in terms of conceptual and administrative improvements.     
	Rhodes, 1996 ;
Porter and Kramer, 2006 ;
Darcy, 2009 ; Hunt, 2009 ; 
 

	2
	Customer satisfaction is viewed as one of the important dimensions of organisational performance with other stakeholders’ satisfaction. Stakeholders view is supported by data analyses. 
   
	Freeman, 1984 ;
Mellahi et al, 2005 ;
Kumar et al, 2013

	3
	Cross-sectional views of performance measures such as financial and operational performance are important for stability of the firm.  

	Kaplan and Norton, 1992; 
Neely, 2007; Hill and Jones, 2012

	4
	Resources such as human capital and finances must be created and allocated properly to sustain the performance in terms of competitive advantage of the firm. This is a resource based view.   

	Wernerfelt, 1984;
Barney, 1991; 
Teece et al, 1997

	5
	Organisational performance can be measured through corporate reputation, social performance, governance   and other non-financial measures.
	Epstein and Roy, 2001
Pun and White, 2005;
Perrini and Tencati, 2006;
Neely, 2007 ; Wood, 2010 ;
Muller and Kolk, 2010
Barnett et al, 2007; 
Fombrun et al, 2007 

	6
	Competitiveness and innovativeness are critical to firm’s overall performance superiority.
	Porter, 1985 ; Porter, 1991

	7 

	Long term view of performance through qualitative indicators such as sustainability or effectiveness is valid for overall organisational performance measurement.   
	Quinn and Cameron, 1983;
Epstein and Manzoni, 2006;
Yip et al, 2009; Neely, 2007
Atriarch et al, 2010



Source: Findings from interview transcripts and literature support 



7.5 Summary 
This chapter of the thesis reported primary data analyses leading to findings and recommendations. Some of the findings are well supported by the literature and others are novel arguments refuting some existing links and perspectives. The researcher proposes to implement organisational performance as a sole dimension or main dimension to rate companies in providing new an OP based corporate ratings as opposed to the current system of credit ratings assigned by well-known CRAs.  

















Chapter 8 	Application and testing of new corporate ratings method

8.1 Introduction 
This chapter applies the proposed concept of corporate ratings derived on the basis of organisational performance measurement. The following sections details the core methodology applied to derive ratings as well as a final set of dimensions applied to produce new corporate ratings. The main agenda for this chapter is: 
(i) To test hypothesis H2 so as to assess whether the addition of the resilience and sustainability dimensions with stability are able to capture better organisational performance. This is because currently CRAs and strategy management research are largely influenced by an excessive use of financial measures to measure overall performance of companies.
(ii) To test hypothesis H3 so as to assess the predictive power of a new corporate ratings method, comparing it with current credit ratings method. This may reveal that organisational performance based corporate ratings are a better predictor of how companies would perform. 

From the theoretical propositions, we have 3 major variables: stability, resilience and sustainability which has further 9 sub-dimensions and a total of 54 performance indicators. This shows a large number of original dimensions which necessitates an assessment of the suitability of dimensions and any possibility of data reduction whilst maintaining significant and vital dimensions. To this effect, the Principal Components Analysis (PCA) was applied as an intermediate step in the data analysis, to check the suitability of each sub-dimension within construct and its contribution in making the scale. A sample comprising 128 cases has been considered adequate for carrying out PCA based on support from Nunnally (1978 as cited in Pallant, 2010), Stevens (1996) and Tabachnick and Fidell (2007). PCA yielded components are then assessed for further inclusion in the model based on communalities, Eigen values, scree plots and Kaiser-Meyer-Olkin test measure and Barlett’s test (Pallant, 2010, p.180 – 183). These results are given in Appendix – F and an example in section 8.4 in this chapter.  

Multiple Discriminant Analysis (MDA) is carried out on a final set of dimensions retained after PCA. The coefficients generated by MDA are utilised to produce a mathematical formula for the OP based new corporate ratings. Furthermore, a set of tests such as Mann-Whitney U test, Kruksal–Wallis test, Chi–square test and Kappa Measure of Agreement are carried out which in turn proved the advantage and predictive accuracy of organisational performance based new corporate ratings. A similar set of methods were utilised by Altman (1968) in the development of Z-score as a predictor of corporate bankruptcy.   

Two changes have been made from the earlier theoretical propositions: one for dimensions and second for the final sample of firms. As discussed in the case analyses in Chapter 6, information for some of the dimensions are not disclosed in the public domain by companies. Therefore, a few dimensions have either been removed, or replaced with possible alternative measures, as shown in the next section. However, dimensions are finalised and applied in ratings calculation only after carrying out necessary statistical tests of reliability for internal consistency, and principal components analysis (PCA) as data exploration and reduction technique. 

Secondly, Indian retail companies such as Tata Retail, Reliance Retail and Bharti-Wal-Mart are not operating as standalone companies, but they are wholly-owned subsidiaries and their separate data is not available. Because of the unavailability of exact and reliable data, Indian retail companies are not analysed. UK automotive sector brands are owned by other global companies, and only two comparable FTSE companies which are major in terms of automotive suppliers GKN and Clean Air Power are selected in the UK automotive sample. Applying the same reasoning, Johnson Controls and Magna International are included in the US automotive companies. To further expand sampling accuracy and adequacy in each industry category, NTT Docomo, Orange, Honda and Toyota are added as they are successfully traded on New York Stock Exchange (NYSE) and are global competitors in telecom and automotive manufacturing industries; thus they are included in sample firms drawn from NYSE traded companies.  However, the addition of pharmaceutical in the manufacturing, and IT and software consulting service industry category enabled a final sample comprising a total of 128 companies. 

8.2 Data collection, coding and statistical analyses procedure 
Data collection and coding
Step 1: Companies trading on the London Stock Exchange (LSE) in the UK, New York Stock Exchange (NYSE) or NASDAQ in the USA; and the Bombay Stock Exchange (BSE) in India were selected from 7 industries in the two broad categories of manufacturing and service, as mentioned in the sampling in Chapter 5 (Methodology). 

Step 2: Quantitative data for stability and resilience dimensions was directly obtained from the Bloomberg data stream which is considered authentic in the financial world. Some values for 2012 data were not available on Bloomberg, these values being then obtained from the Morningstar database for US and UK companies and CNN operated Money Control database for Indian companies. This raw data is shown in Appendix – E. 
Step 3: Sustainability data was obtained directly from 2012 annual reports and given a score from 1 to 10 based on the grid shown in Table 8.1. A similar grid is applied by FTSE for developing ESG ratings and Harik et al (2015) in developing the holistic sustainability index. This data points scored from 1 to 10 on a grid is shown in the Appendix – E. 
Table 8.1 Marking grid for sustainability measures
	Knowledge but no initiative
	Policy and inclusion in strategy
	Mechanism in place
	Actually measuring as Key performance Indicator (KPI)
	Measuring and achieving targets

	1 to 2
	3 to 4
	5 to 6
	7 to 8
	9 to 10


	Absent /very low performance
	Low performance
	Medium performance
	High performance
	Very high performance



Source: Harik et al (2015) and FTSE ESG Ratings 

Step 4: Stability and resilience data is then compared against industry maximums, minimums and averages, to define high and low performance points and then each measured data point is again given score ranging from 1 to 10. The same procedure is followed by S&P and Moody’s to convert raw quantitative data into a grid score. 
The example shown below, in Table 8.2, depicts the sustainable growth rate for the pharmaceutical industry. The following grid enables each value of sustainable growth rate for any pharmaceutical company to be marked on a scale from 1 to 10. Any value more or equal to 25 is given a score of 10, and similarly, any value less than or equal to 5 is given a score of 1. Scores of 10 indicates higher performance by a margin, and scores of 1 indicates that a company is on the verge of default. 
Table 8.2 Sustainable growth rate range for Pharmaceutical industry 
	Grid 
Score
	10
	9
	8
	7
	6
	5
	4
	3
	2
	1

	Dimension value
	X ≥ 25
	22.5
	20
	17.5
	15
	12.5
	10
	7.5
	5
	X≤ 2.5


Source: Credit ratings method (Chapter 2) – grid scoring example 
The final data tables containing scores from 1 to 10 for each of the 54 dimensions ready for statistical analysis is shown in the Appendix-E. 


Data analysis procedure 
All statistical data analyses in this chapter are carried out using procedures from Pallant (2010) for SPSS software and Tabachnick and Fidell (2007) on multi-variate statistical analyses respectively. 
Step 1: The complete data file is checked for accuracy and precision. For example, Normality is assessed through descriptive statistics for all three major independent variables of stability, resilience and sustainability.  
Step 2: Reliability analysis in terms of Cronbach’s Alpha measurement of internal consistency is done for all sub-dimensions which apply indirect or subjective measures to the scale such as sustainability. Results are mentioned in the next section.
Step 3: Principal component analysis (PCA) is carried out to see if the measures are not fitting within the model and for their relevance. Results are mentioned in the next section.
Step 4: Multiple discriminant analysis (MDA) is carried out on final set of dimensions which are retained after principal components analysis. This generated a confirmation of validity to the model overall, and coefficients for the independent variables – stability, resilience and sustainability. Results are mentioned in the next section.
Step 5: New ratings based on formula generated from discriminant analysis are given to all 128 companies. New corporate ratings from 2012 data and ratings given to these companies by S&P and Moody’s are assessed for the difference between them. This is done by the Mann Whitney U Test – a non-parametric test. Results are mentioned in the next section. 

Step 6: The Kruksal-Wallis Test is carried out to test the predictive accuracy of new corporate ratings as compared to credit ratings given by S&P and Moody’s on a dependent variable – cumulative average growth rate for enterprise value between 2012 and 2015. Results are mentioned in the next section.   
Step 7: Chi-square tests and Kappa measurement tests are carried out to assess the predictive accuracy, and also to investigate the significance levels of difference between New OP based corporate ratings and credit ratings given by S&P and Moody’s. 

8.3 Normality and reliability results 
Many of the statistical analyses carried out in the next sections in this chapter require normally distributed data. Furthermore, it is very much necessary that all the values are correctly measured and coded for their accuracy and precision. Descriptive statistics output in SPSS was generated for three main independent variables stability, resilience and sustainability. The case processing summary in Table 8.3 shows that there are no missing values for any of the 128 companies in the sample.  
	Table 8.3 Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	T stability
	128
	100.0%
	0
	0.0%
	128
	100.0%

	T resilience
	128
	100.0%
	0
	0.0%
	128
	100.0%

	T sustainability
	128
	100.0%
	0
	0.0%
	128
	100.0%


Source: Main data analysis – descriptive statistics output

Once it has been established that there are no missing values, data is checked for symmetry and distribution which can be known from the Skewness and Kurtosis values obtained from the descriptive results. Following Table 8.4 shows the positive skewness of symmetry for stability which mean scores are clustered to the left at low values. For resilience and sustainability negative skewness reveals clustering at the high end or right hand side of the graph. Similarly, positive kurtosis for stability indicates distribution peaks at the centre. Negative kurtosis values for resilience and sustainability show the distribution is flat with too many cases might be in extreme. However, marginal differences between the mean and 5% trimmed mean for all 3 variables suggest there are no outliers. 
Table 8.4 Mean, Skewness & Kurtosis results 
	Variable
	Mean
	5% Trimmed Mean
	Skewness
	Kurtosis

	T Stability
	46.6409
	49.5073
	0.233
	.015

	T Resilience 
	55.3828
	55.4184
	-0.135
	-.400

	T Sustainability
	186.0938
	186.5399
	-0.289
	-1.075


Source: Main data analysis – descriptive statistics output 

The test of Normality results in Table 8.5 assesses normality distribution scores. Stability and resilience are significant with a value 0.20 (Significant if more than 0.05). Sustainability has significance value .000 which does not indicate any normality but such a value is common in the large samples (Pallant, 2010, p.62). 
	Table 8.5 Tests of Normality

	
	Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	T stability
	.042
	128
	.200*
	.990
	128
	.469

	T resilience
	.060
	128
	.200*
	.989
	128
	.379

	T sustainability
	.136
	128
	.000
	.947
	128
	.000

	*. This is a lower bound of the true significance.  a. Lilliefors Significance Correction

	Source: Main data analysis – Normality tests output 





    




Histogram, normal Q-Q plot and box plots of stability, reliance and sustainability are mentioned in Appendix–F for SPSS results, revealing that data is normally distributed for these three variables. 

As mentioned in Chapter 4 (theoretical propositions) and data in Appendix–E, the major dimensions of stability, resilience and sustainability, contains sub-dimensions or constructs measuring these main dimensions. These constructs tested for scale or the dimensions they are adopting to measure an over-arching variable. The internal consistency test of reliability could assess that they are all measuring the same underlying construct.  
As can be seen from the theoretical proposition in Chapter 4, and the raw data measured in Appendix–E, measures of stability and resilience are obtained as direct numerical values from real time data stream such as Bloomberg. For example, the operating margin % is obtained as 6%. Such a dimension is definitely measuring the operating margin as it is calculated from annual statements. Therefore, it is needed to measure Cronbach’s Alpha coefficient only for scales applied to sustainability and its results are reported in Table 8.6. Cronbach’s alpha coefficient value are far above 0.7 (the minimum required) and 0.8 preferable which suggest a very high internal consistency reliability for sub-dimensions measuring sustainability.  
Table 8.6       Reliability results for main survey of 128 companies
	Total no. measures in the construct
	Constructs measuring Sustainability 
	Cronbach Alpha

	11
	Organisational effectiveness 
	.850

	8
	Corporate governance 
	.963

	9
	Sustainability Stakeholders satisfaction 
	.917


Source: Main data analysis – reliability test output  

Case processing summary within reliability tests shows that all cases in the sample are valid and none of the case has missing values. 


	Table 8.7 Case Processing Summary

	
	N
	%

	Cases
	Valid
	128
	100.0

	
	Excluded a
	0
	.0

	
	Total
	128
	100.0

	a. List wise deletion based on all variables in the procedure.








Source: Main data analysis – descriptive statistics output 

Once we know that data set is normally distributed with high reliability level, one must check how each component is existing within the construct with other dimension and its contribution in making the scale. This can be examined by principal component analysis of each construct as shown in the next section. 

8.4 Principal components analysis (PCA) output 
The suitability of PCA as a data reduction test requires adequate sample size and strength of relationships among variables. We have 9 sub-dimensions for three main variables: stability, resilience and sustainability. Nunnally (1978) as cited in Pallant (2010) recommends minimum 10 cases for each subject. Therefore, 128 cases in this study can be considered adequate against minimum 90 cases were required for 9 sub-dimensions. Tabachnick and Fidell (2007) have argued for 150 to 300 cases whereas Stevens (1996) suggest there is a tendency of sample size reducing over the years as this topic being researched. 

The PCA results were analysed based on the KMO and Barlett’s test, Significance value less than 0.05, extraction results for communalities, scree plot slope change, Eigen values ranging above 1.0, component matrix, pattern matrix and structure matrix. These results were analysed for each scale contributing to measure major independent variable stability, resilience and sustainability. 
As an example, results for operational performance is shown below. In this scale, it was decided to remove, ‘change in inventories’ from the scale. The decision was based on negative values in both component 1 and 2 solution along with pattern matrix and structure matrix. Other dimensions were not dropped as they load fully on either of the component. The results for all other scales are mentioned in Appendix - F.
	

Table 8.8 Communalities

	
	Initial
	Extraction

	Inventories Change
	1.000
	.616

	Inventory Turnover
	1.000
	.664

	Working Capital Ratio
	1.000
	.698

	Operating Margin
	1.000
	.670

	Extraction Method: Principal Component Analysis.


Source: Main data analysis – PCA output 

	Table 8.9 Component Matrixa

	
	Component

	
	1
	2

	Working Capital Ratio
	.782
	.295

	Inventory Turnover
	-.671
	.462

	Inventories Change
	.334
	-.711

	Operating Margin
	.476
	.666

	Extraction Method: Principal Component Analysis. 

	a. 2 components extracted.

	Source: Main data analysis – PCA output 

Table 8.10 Pattern Matrixa

	
	Component

	
	1
	2

	Operating Margin
	.792
	.229

	Working Capital Ratio
	.790
	-.253

	Inventory Turnover
	-.220
	.779

	Inventories Change
	-.198
	-.765

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 8 iterations.
Source: Main data analysis – PCA output 


	






Table 8.11  Structure Matrix

	
	Component

	
	1
	2

	Working Capital Ratio
	.796
	-.274

	Operating Margin
	.786
	.208

	Inventory Turnover
	-.241
	.785

	Inventories Change
	-.178
	-.760

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.



Source: Main data analysis – PCA output 



Source: Main data analysis – PCA output 

Overall from all results for 9 constructs measuring independent variables, only three dimensions were removed from proposed set of dimensions. These dimensions are: 
· Change in inventories in Operational performance from Stability 
· Interest coverage ratio in Debt holders’ satisfaction from Resilience and 
· Customer retention subjective score in Customer satisfaction from Resilience. 

Rest of the 51 dimensions were taken forward in the statistical analyses further. Decisions to include these 51 dimensions were based on multiple assessment criteria based on values of KMO and Barlett’s test, pattern coefficients, structure coefficients, communalities and changes in the scree plot for considering components with Eigen values equal to or more than 1.      

8.5 Multiple discriminant analysis (MDA) and its results 
Based on the results from PCA, three dimensions were removed as mentioned above.  
Aggregate score of Stability, resilience and sustainability are calculated in SPSS based on the rest of 51 dimensions. Based on the categorical data ranging from 1 to 10 we have in measuring independent variables and purpose of these variables to predict overall organisational performance, a multiple discriminant analysis was selected as the most relevant and useful technique to derive organisational performance formula comprising 3 independent variables.    

“MDA is very much similar to multi-variate analysis of variance (MANOVA). In 
MANOVA the independent variables (IVs) are the groups and dependent variables (DVs) are predictors whereas in MDA IVs are predictors and DVs are group forming variables” (Tabachnick and Fidell, 2007, p.419) 

To test the prediction of IVs against a performance benchmark, Enterprise Value was selected as a dependent variable. Because, ratings are generated from 2012 data and we would like to know, how these IVs could have predicted performance back in 2012. We have taken 3 years cumulative average growth rate (CAGR) of Enterprise Value between 2012 and 2015 as one single dependent variable in carrying out discriminant analysis. 



It is measured as EV (3 yrs CAGR) = {[(EV in2015) / (EV in2012)]1/3 – 1}. 
Positive growth rate in EV is considered as company performing over the last three years whereas negative growth rate in EV is considered as company not performing. This distinction enabled to form two groups: performing and non-performing companies. This can be seen in the raw data in Appendix – E.    

The discriminant function analysis builds based on a predictive model for group membership as explained by independent variables. The resulting model from the MDA enables one to compute the dependent variable based on the linear combinations of predictor variables. MDA has underlying assumptions similar to multiple linear regression such as linearity, normality, multi-linearity and equal variances (Tabachnick and Fidell, 2007). 
In this case, both groups performing and non-performing based on change in EV growth rate over 3 years are unequal. “However, discriminant function is a one way analysis, no special problems have occurred due to unequal sample size in two groups (Tabachnick and Fidell, 2007, p.425)”. MDA output obtained for this study is interpreted as follows.   

As obtained in table 8.12, the log determinants are larger which shows confirmation of group’s covariance matrix is significantly differed. The rank column correctly indicates 3 independent variables: stability, resilience and sustainability in this case. The log determinants have almost equal values which proves homogeneity of covariance matrices between groups.






	Table 8.12 Log Determinants

	EntrpValue3yrsCAGR
	Rank
	Log Determinant

	Company not performed over last 3 years
	3
	16.572

	Company performed over last 3 years
	3
	16.623

	Pooled within-groups
	3
	16.688

	The ranks and natural logarithms of determinants printed are those of the group covariance matrices.
Source: Main data analysis – MDA out put 



Log determinants are almost equal in above table 8.12, but Box’s M tests the null hypothesis that covariance matrices do not differ between groups formed by dependent variable categories. In this study it is enterprise value increase or decrease. 
p value .141 > .000 (significant value) so this Box’s M is not significant and therefore, null hypothesis would be rejected. This is the desired result which proves that covariance matrices differ between groups of non-performing companies and performing companies. 

	Table 8.13 Test Results

	Box's M
	9.982

	F
	Approx.
	1.606

	
	df1
	6

	
	df2
	28255.467

	
	Sig.
	.141

	Tests null hypothesis of equal population covariance matrices.


Source: Main data analysis – MDA output 

Eigenvalues in table 8.14 suggest only 1 discriminant function is generated from analysis. This is evident because maximum number of functions a data analysis would produce is [Number of groups – 1] =, in this case it would be 1 as shown in table 8.14
Canonical correlation is interpreted as the proportion of variance explained (R2). In this case it shows, model does not explain more than 6% (.239x 0.239 = 5.7%) of the variation in the grouping variable.  

	Table 8.14 Eigenvalues

	Function
	Eigenvalue
	% of Variance
	Cumulative %
	Canonical Correlation

	1
	.020a
	100.0
	100.0
	.239

	a. First 1 canonical discriminant functions were used in the analysis.










Source: Main data analysis – MDA output 

Wilks’ Lambda is non-significant at .487 and higher Lambda value of .981 suggest model is not able to explain 98.1% variation in dependent variable. 
	

Table 8.15 Wilks' Lambda

	

	Test of Function(s)
	Wilks' Lambda
	Chi-square
	df
	Sig.

	1
	.981
	2.437
	3
	.487


Source: Main data analysis – MDA output 

Table 8.16 and 8.17 are interchangeably utilised as predictors’ coefficients. Structure matrix shows correlation of each variable with discriminant function. 
The most important finding here is sustainability is able to contribute more to discriminant function more than stability and resilience which are normally applied by credit ratings agencies and analysts. Just like factor loadings 0.30 can be cut off and all coefficients are valid to be included based on values in Table 8.16. 



	Table 8.16 Standardized Canonical Discriminant Function Coefficients

	
	Function

	
	1

	T stability
	.678

	T resilience
	.331

	T sustainability
	.879


Source: Main data analysis – MDA output 


	Table 8.17 Structure Matrix

	
	Function

	
	1

	T sustainability
	.640

	T stability
	.571

	T resilience
	.152

	Pooled within-groups correlations between discriminating variables and standardized canonical discriminant functions 
 Variables ordered by absolute size of correlation within function.
Source: Main data analysis – MDA output  





	Table 8.18 Classification Function Coefficients

	
	EntrpValue3yrsCAGR

	
	Company not performed over last 3 years
	Company performed over last 3 years

	T stability
	.257
	.275

	T resilience
	.241
	.249

	T sustainability
	.120
	.112

	(Constant)
	-24.916
	-24.807

	Fisher's linear discriminant functions
Source: Main data analysis – MDA output 









	

Classification table 8.19 reveals how many companies in each group could be identified correctly by discriminant function. Thus, it shows predictive accuracy of independent variables.  The cross-validation is often termed as better classification as it successively classifies all cases to develop a discriminant function and then categorises the case that was left out. 
Table 8.19 Classification Resultsa,c

	
	
	EntrpValue3yrsCAGR
	Predicted Group Membership
	Total

	
	
	
	Company not performed over last 3 years
	Company performed over last 3 years
	

	Original
	Count
	Company not performed over last 3 years
	22
	14
	36

	
	
	Company performed over last 3 years
	21
	71
	92

	
	%
	Company not performed over last 3 years
	61.1
	38.9
	100.0

	
	
	Company performed over last 3 years
	22.8
	77.2
	100.0

	Cross-validatedb
	Count
	Company not performed over last 3 years
	20
	16
	36

	
	
	Company performed over last 3 years
	37
	55
	92

	
	%
	Company not performed over last 3 years
	55.6
	44.4
	100.0

	
	
	Company performed over last 3 years
	40.2
	59.8
	100.0

	a.71.0% of original grouped cases correctly classified.

	b. Cross validation is done only for those cases in the analysis. In cross validation, each case is classified by the functions derived from all cases other than that case.

	c.71.9% of cross-validated grouped cases correctly classified.



Source: Main data analysis – MDA classification output 



The above results does not show statistical significance for Chi-square tests however, Wilks’ Lambda value is less than 1.0, log determinants are high, standardised coefficients for independent predictors are positive and related. Also, classification table shows that discriminant function is able to classify performing companies over 60% and overall 71% original groups cases correctly classified. This shows overall positive and significant results for discriminant analysis. 

Applying the discriminant function coefficients, overall organisational performance could be expressed as 
Overall OP in terms of 3yrsCAGR of EV = [(0.631)*Stability] + [(0.331)*Resilience] + [(0.879)*Sustainability]

Therefore, new corporate ratings are derived again for dimensions finalised by PCA and applying above said equation applying discriminant function coefficents. These newly derived ratings are compared with S&P ratings in 2012 for significance difference and predictive accuracy of 3 years CAGR Enterprise Value as a dependent variable to benchmark which ratings are more accurate. This is done by Mann Whitney U Test as shown in the next section. 

8.6 Comparison between new corporate ratings and credit ratings 
New corporate ratings for all 128 companies could be derived based on application of discriminant function coefficients to total scores of stability, resilience and sustainability in SPSS. However, UK technology manufacturing companies, Indian or UK software companies which have recently entered market or have less capitalisation are not rated by S&P or Moody’s in 2012. Such companies’ credit rating was not found for 2012 so they were not included in ratings comparison table 8.20 


Table 8.20 Ratings comparison and predictive accuracy
	Company
Name
	Organisational Performance Based New Corporate Rating 
	S&P 
Long Term Credit Rating in 2012
	Moody’s Long Term Credit Rating in 2012 
	Entrp.
Value
3yrs CAGR for 2012-2015
	Which Rating Matched    EV (CAGR) 2012-15. 
Score 1= Wrong Prediction made in 2012 
Score 2= Right Prediction made in 2012

	
	Raw Pre-MDA rating 
	New Corporate rating post-MDA
	Credit rating in 2012
	Symbolic rating in 2012
	Credit rating in 2012
	Symbolic rating in 2012
	EV increase or decrease 
	New OP Based Corp. Rating 
	S&P Rating
	Moody Rating

	GKN plc
	6.08
	4.48
	7
	BBB-
	6
	Baa3
	0.0804 
	2
	2
	2

	Toro Trak plc
	5.48
	4.25
	8
	A+
	8
	A2
	-0.0088 
	2
	1
	1

	British Petroleum
	6.51
	4.91
	8
	A
	8
	A2
	-0.0331 
	2
	1
	1

	Royal Dutch Shell (RDSA)
	6.53
	4.95
	9
	AA
	10
	Aa1
	0.0119 
	2
	1
	1

	BG Group 
	6.21
	4.76
	8
	A
	8
	A2
	-0.0340 
	2
	1
	1

	Tullow Oil 
	6.53
	4.81
	6
	BB
	5
	Ba2
	-0.2187 
	2
	1
	1

	Compass Group
	6.45
	4.82
	8
	A-
	7
	Baa1
	0.1155 
	1
	1
	2

	Tesco
	6.38
	4.77
	8
	A-
	7
	Baa1
	-0.0758 
	2
	1
	1

	J Sainsbury
	6.31
	4.67
	7
	BBB-
	7
	Baa1
	-0.0247 
	2
	1
	1

	Wm Morrison
	6.41
	4.75
	7
	BBB-
	8
	A3
	-0.0712 
	2
	1
	1

	Marks & Spencer
	6.26
	4.71
	7
	BBB-
	7
	BBB-
	0.0566 
	2
	1
	1

	Vodafone
	6.11
	4.72
	8
	A-
	7
	Baa1
	-0.1495 
	2
	1
	1

	BT
	6.23
	4.67
	7
	BBB
	7
	Baa1
	0.1172 
	2
	2
	2

	Telecom plus
	6.29
	4.47
	8
	A-
	8
	A2
	0.4522 
	1
	2
	2

	Inmarsat
	5.18
	4.01
	6
	BB+
	6
	Ba1
	0.1077 
	2
	2
	2

	Ford Motor
	5.85
	4.41
	6
	BB+
	6
	Baa3
	0.1234 
	1
	2
	2

	General Motors
	6.02
	4.65
	6
	BB+
	6
	Ba1
	0.1270 
	1
	2
	2

	Toyota Motor Corp (NYSE)
	5.96
	4.52
	9
	AA-
	9
	Aa3
	0.0588 
	2
	1
	1

	Honda Motor Corp US (NYSE)
	5.71
	4.34
	8
	A+
	8
	A1
	-0.0324 
	2
	1
	1


Source: New corporate ratings from main data analysis, S&P and Moody’s from Bloomberg







Table 8.20 continued 
	Company
Name
	Organisational Performance Based New Corporate Rating 
	S&P 
Long Term Credit Rating in 2012
	Moody’s Long Term Credit Rating in 2012 
	Entrp.
Value
3yrs CAGR for 2012-2015
	Which Rating Matched    EV (CAGR) 2012-15. 
Score 1= Wrong Prediction
Score 2= Right Prediction

	
	Raw Pre-MDA rating 
	New Corporate rating post-MDA
	Credit rating in 2012
	Symbolic rating in 2012
	Credit rating in 2012
	Symbolic rating in 2012
	
	New OP Based Corp. Rating 
	S&P Rating
	Moody Rating

	Johnson Controls
	5.99
	4.47
	7
	BBB+
	7
	Baa1
	0.1362 
	1
	2
	2

	Magna International
	6.17
	4.61
	7
	BBB+
	6
	Baa2
	0.2946 
	1
	2
	1

	Exxon Mobil 
	7.35
	5.47
	10
	AAA
	10
	Aaa
	0.0324 
	2
	1
	1

	Chevron
	6.85
	5.21
	9
	AA 
	10
	Aa1
	0.0522 
	2
	1
	1

	Phillips 66
	6.75
	4.93
	7
	BBB
	7
	Baa1
	0.0703 
	1
	2
	2

	Occidental Petroleum
	6.27
	4.85
	8
	A
	8
	A1
	0.0008 
	2
	1
	1

	Valero Energy
	6.79
	4.96
	7
	BBB
	6
	Baa2
	0.0731 
	1
	2
	2

	Anadarko Petroleum
	6.54
	5.01
	7
	BBB-
	6
	Baa2
	0.0333 
	2
	2
	2

	Hess Corporation
	6.65
	5.03
	7
	BBB
	6
	Baa2
	0.0018 
	2
	1
	1

	IBM
	7.25
	5.46
	9
	AA-
	6
	Aa3
	-0.0548 
	2
	1
	1

	Apple
	7.72
	5.61
	9
	AA+
	10
	Aa1
	-0.0249 
	2
	1
	1

	HP
	6.81
	5.12
	7
	BBB+
	7
	Baa1
	0.1687 
	1
	2
	2

	Intel 
	7.27
	5.43
	8
	A+
	8
	A1
	0.2500 
	1
	2
	2

	General Electric 
	6.5
	5
	9
	AA+
	9
	Aa3
	0.1280 
	1
	2
	2

	Microsoft 
	7.47
	5.59
	10
	AAA
	10
	Aaa
	0.0781 
	1
	2
	2

	Cisco systems
	7.16
	5.33
	8
	A+
	8
	A1
	0.2282 
	1
	2
	2

	Wal-Mart 
	7.25
	5.29
	9
	AA
	9
	Aa2
	0.0606 
	1
	2
	2

	Kroger 
	6.78
	4.99
	7
	BBB
	6
	Baa2
	0.2709 
	1
	2
	2

	Costco
	6.77
	4.91
	7
	BBB
	6
	Baa2
	0.0735 
	1
	2
	2

	Target
	6.25
	4.72
	8
	A+
	8
	A2
	0.0238 
	2
	1
	1

	The Home Depot
	6.75
	4.95
	8
	A-
	8
	A3
	0.1373 
	1
	2
	2

	Sears Holding Corp. (Kmart)
	5.16
	3.89
	4
	CCC+
	3
	B3
	-0.0291 
	2
	2
	2

	Amazon
	6.25
	4.56
	9
	AA-
	7
	Baa1
	0.1154 
	1
	2
	2

	Verizon Comm.
	6
	4.63
	8
	A-
	8
	A3
	0.1142 
	1
	2
	2

	AT&T
	6.26
	4.83
	8
	A-
	8
	A2
	0.0069 
	2
	1
	1

	Sprint Corporation
	5.61
	4.32
	6
	BB-
	4
	Ba3
	0.1294 
	1
	2
	1

	T-Mobile US
	5.9
	4.5
	5
	B+
	4
	Ba3
	0.9480 
	1
	1
	1

	U.S. Cellular
	5.63
	4.34
	7
	BBB-
	6
	Baa2
	0.0936 
	1
	2
	2

	Orange (NYSE)
	5.76
	4.45
	7
	BBB+
	8
	A3
	0.0536 
	2
	1
	1

	NTT Docomo (NYSE)
	5.27
	4.02
	9
	AA
	9
	Aa2
	-0.0028 
	2
	1
	1

	Maruti Suzuki
	4.96
	3.74
	10
	AAA
	9
	Aa2
	0.4144 
	1
	2
	2

	Tata Motors
	4.82
	3.67
	6
	BB
	4
	Ba3
	0.0559 
	2
	1
	2

	Mahindra & Mahindra
	4.88
	3.68
	9
	AA+
	10
	aa1
	0.0319 
	2
	1
	1


Source: New corporate ratings from main data analysis, S&P and Moody’s from Bloomberg
Table 8.20 continued 
	Company
Name
	Organisational Performance Based New Corporate Rating 
	S&P 
Long Term Credit Rating in 2012
	Moody’s Long Term Credit Rating in 2012 
	Entrp.
Value
3yrs CAGR for 2012-2015
	Which Rating Matched    EV (CAGR) 2012-15. 
Score 1= Wrong Prediction
Score 2= Right Prediction

	
	Raw Pre-MDA rating 
	New Corporate rating post-MDA
	Credit rating in 2012
	Symbolic rating in 2012
	Credit rating in 2012
	Symbolic rating in 2012
	
	New OP Based Corp. Rating 
	S&P Rating
	Moody Rating

	Eicher Motors
	5
	3.68
	9
	AA
	8
	aa2
	0.7084 
	1
	2
	2

	Hero Moto Corp.
	4.93
	3.75
	10
	AAA
	10
	AAA
	-0.0310 
	2
	1
	1

	Ashok Leyland
	4.79
	3.55
	9
	AA-
	9
	AA-
	0.2216 
	1
	2
	2

	Indian Oil Corp.
	5.61
	4.11
	10
	AAA
	10
	AAA
	-0.0193 
	2
	1
	1

	Reliance Industries 
	5.75
	4.23
	10
	AAA
	6
	Baa2
	0.0257 
	2
	1
	2

	OIL India Ltd
	5.89
	4.34
	10
	AAA
	6
	Baa2
	0.0213 
	2
	1
	2

	PetroNet
	6.01
	4.34
	9
	AA+
	6
	Baa3
	-0.1196 
	2
	1
	1

	Bharat Petroleum Corp. 
	5.74
	4.11
	10
	AAA
	6
	Baa3
	-0.0132 
	2
	1
	1

	Gas Authority of India Ltd 
	5.88
	4.21
	10
	AAA
	6
	Baa2
	-0.0472 
	2
	1
	1

	Oil and Natural Gas commission 
	5.59
	4.13
	10
	AAA
	7
	Baa1
	0.0007 
	2
	1
	1

	HCL Technologies
	5.81
	4.21
	9
	AA+
	9
	AA+
	0.3609 
	1
	2
	2

	Dynamatic Technologies 
	5.1
	3.77
	8
	A
	6
	BB+
	-0.0768 
	2
	1
	1

	Tata Power 
	5.25
	3.91
	9
	AA
	4
	B1
	-0.0556 
	2
	1
	1

	Bharat Heavy Electricals Ltd
	5.2
	3.92
	10
	AAA
	10
	AAA
	-0.1758 
	2
	1
	1

	Idea Cellular
	5.22
	3.85
	9
	AA
	9
	AA
	0.0582 
	1
	2
	2

	Bharti AirTel
	5.2
	3.9
	9
	AAA
	9
	AA+
	-0.0793 
	2
	1
	1

	Tata Communications
	4.82
	3.63
	9
	AA+
	8
	A+
	-0.0283 
	2
	1
	1

	Reliance Communications
	4.93
	3.68
	8
	A-
	8
	A+
	0.0114 
	2
	1
	1

	Himachal Futuristic Comm. 
	4.92
	3.59
	5
	B
	6
	BB
	-0.1596 
	2
	2
	1

	Glaxo Smith Kline
	6.31
	4.78
	8
	A+
	8
	A1
	0.0063 
	2
	1
	1

	Astra Zeneca Plc
	6.92
	5.1
	9
	AA-
	8
	A1
	0.1690 
	1
	2
	2

	Abbot Laboratories
	6.27
	4.79
	8
	A+
	8
	A1
	-0.1186 
	2
	1
	1

	Pfizer
	6.6
	4.96
	9
	AA
	8
	A1
	0.0392 
	2
	1
	1

	Bristol-Myers Squibb
	6.45
	4.76
	8
	A+
	8
	A2
	0.2171 
	1
	2
	2

	Eli Lilly & Co.
	6.43
	4.78
	9
	AA-
	8
	A2
	0.1396 
	1
	2
	2

	Johnson and Johnson
	7.1
	5.23
	10
	AAA
	10
	Aaa
	0.1548 
	1
	2
	2

	Merck
	6.5
	4.89
	9
	AA
	8
	A1
	0.1000 
	1
	2
	2

	Actavis
	5.8
	4.17
	7
	BBB 
	7
	Baa1
	0.7215 
	1
	2
	2

	Dr Reddy 
	5.08
	3.56
	9
	AA+
	8
	A1+ 
	0.0612 
	1
	2
	2

	CIPLA 
	4.87
	3.44
	10
	AAA 
	8
	A1+ 
	0.0223 
	2
	1
	1

	LUPIN
	4.9
	3.44
	9
	AA
	9
	AA+
	0.1118 
	1
	2
	2

	Torrent Pharma
	4.71
	3.34
	8
	AA
	9
	AA
	0.1272 
	1
	2
	2

	Cadila Health
	4.74
	3.32
	9
	AA+
	9
	AA2
	0.0317 
	2
	1
	1


Source: New corporate ratings from main data analysis, S&P and Moody’s from Bloomberg
Table 8.20 continued 
	Company
Name
	Organisational Performance Based New Corporate Rating 
	S&P 
Long Term Credit Rating in 2012
	Moody’s Long Term Credit Rating in 2012 
	Entrp.
Value
3yrs CAGR for 2012-2015
	Which Rating Matched    EV (CAGR) 2012-15. 
Score 1= Wrong Prediction
Score 2= Right Prediction

	
	Raw Pre-MDA rating 
	New Corporate rating post-MDA
	Credit rating in 2012
	Symbolic rating in 2012
	Credit rating in 2012
	Symbolic rating in 2012
	
	New OP Based Corp. Rating 
	S&P Rating
	Moody Rating

	Sun Pharma
	4.47
	3.31
	10
	AAA
	9
	AA2
	0.1918 
	1
	2
	2

	Oracle 
	5.24
	3.8
	8
	A+
	8
	A1
	0.1119 
	1
	2
	2

	Symantec
	4.66
	3.51
	7
	BBB
	6
	Baa2
	-0.0213 
	2
	1
	1

	VMWare
	5.2
	3.68
	8
	A
	8
	AA
	-0.0489 
	2
	1
	1

	Fiserv
	4.38
	3.22
	7
	BBB-
	6
	Baa2
	0.1691 
	1
	2
	2

	CA Technologies
	4.65
	3.46
	7
	BBB+
	6
	Baa2
	0.0595 
	1
	2
	2

	Red Hat
	4.71
	3.39
	7
	BBB-
	6
	Baa3
	0.1033 
	1
	2
	2

	Tata Consultancy Services 
	5.01
	3.57
	7
	BBB+
	8
	A3
	0.1245 
	1
	2
	2

	Infosys 
	5.32
	3.66
	7
	BBB+
	10
	AAA
	0.1234 
	1
	2
	2

	Tech Mahindra 
	4.2
	3.08
	9
	AA
	10
	AAA
	0.3096 
	1
	2
	2

	Zensar Technologies
	4.12
	3.07
	9
	AA
	9
	AA
	0.0732 
	1
	2
	2

	Mind Tree Consulting 
	4.18
	3
	9
	AA
	9
	AA
	0.3958 
	1
	2
	2

	Total Right Predictions out of 97 companies
	51
	50
	51

	Total wrong predictions out of 97 companies

	46
	47
	46

	Total % of right predictions 
	52.58
	51.55
	52.58


Source: New corporate ratings from main data analysis, S&P and Moody’s from Bloomberg

In the above Table 8.20, the comparison between the new corporate rating, S&P rating and Moody’s rating is shown for year 2012. Also, what has happened to the enterprise value over the last 3 years is taken as an indicator of whether the companies performed or not. A manual comparison shows that the new corporate ratings was 52.58% time correct in predicting long-term future of the company. The interesting aspect is S&P and Moody’s has similar predictive accuracy. However, this similarity is because whenever an OP based rating was not right then S&P or Moody’s was right. How much ratings differ from each other and how much their actual predicting power is revealed from the statistical analyses in the next sections. S&P and Moody’s ratings were converted to a numerical scale by assigning 1 to 10 values to their long term credit ratings scale and then converting each rating to a number on that scale wherein 1 is the default and 10 is the highest investment grade rating. 

8.6 Statistical tests for comparing new corporate ratings and credit ratings 
8.6.1 Results from Mann Whitney U Test 
This is a non-parametric test carried out to compare means, ranks and differences between two independent groups or samples on a continuous measure. The test was applied to newly derived corporate ratings based on a formula derived from Multiple 
Discriminant analysis and ratings given for the same firms in 2012 by S&P. Therefore, the difference between OP based new corporate ratings and current system of credit ratings was assessed. 
	Table 8.21 Ranks

	
	Ratings Provider
	N
	Mean Rank
	Sum of Ranks

	Ratings
	1.00
	97
	49.95
	4845.00

	
	2.00
	97
	145.05
	14070.00

	
	Total
	194
	
	


Source: Main data analysis – Mann Whitney U test output 

In Table 8.21, ratings provider 1 is new corporate ratings calculated based on MDA coefficients and provider 2 is S&P. The probability value in the test statistics is 0.001 < 0.05 (p value), hence the result is significant. Thus, it can be said that there is statistically significant difference between ratings given based on the organisational performance score and current credit ratings by CRAs. 
	Table 8.22 Test Statistics a

	
	Ratings

	Mann-Whitney U
	92.000

	Wilcoxon W
	4845.000

	Z
	-11.836

	Asymp. Sig. (2-tailed)
	.001

	a. Grouping Variable: Rating Provider


Source: Main data analysis – Mann-Whitney U test output 

	Table 8.23 Report

	Ratings  

	Ratings Provider
	N
	Median

	1.00
	97
	4.4700

	2.00
	97
	8.0000

	Total
	194
	5.4650


Source: Main data analysis – Mann Whitney U test output 

Effect size calculation 
r = z/ sqrt of N = (-11.836 / SQRT of 97) = 1.2 for a 2x2 table of comparison between new corporate rating and S&P rating. This suggests large effect size for r being more than 0.5 (Cohen’s phi coefficient). 

Total companies in the sample is 128 so it should have been 256 cases in total but there were 31 companies whose ratings by S&P were not available for 2012. Therefore, sample with ratings from performance score and S&P ratings for comparison was reduced to 97 firms only. This is why N=97 in this test. The report table above shows that median for S&P ratings is 8 for all 97 companies whereas new OP based corporate ratings are strict in its assessment with 4.47 average rating.  

8.6.2 Results from Kruksal–Wallis test 
Since Mann Whitney U test allows only comparison between two tests and mainly 2x2 tabulations, K-Wallis test is carried out here to assess the difference between all three ratings at the same time. 
Results from table 8.24 and 8.25 are significant with Asymp. Sig. is < 0.05 and mean rank of new ratings is quite different from other two ratings confirming the significant difference between new OP based corporate ratings and credit ratings by CRAs.  



	Table 8.24 Ranks

	
	Rating Provider
	N
	Mean Rank

	Ratings
	New Corporate Rating
	97
	54.57

	
	S&P Rating
	97
	203.25

	
	Moody’s Rating
	97
	180.18

	
	Total
	291
	

	Source: Main data analysis – Kruksal Wallis test output 


Table 8.25Test Statistics a,b

	
	Ratings

	Chi-Square
	177.552

	Df
	2

	Asymp. Sig.
	.000

	a. Kruskal Wallis Test

	b. Grouping Variable: Rating Provider


Source: Main data analysis – Kruksal Wallis test output 

8.6.3 Results from Chi-square test 
In the above sections, Mann Whitney and K-Wallis tests assess only the significant difference between a set of ratings without the use of predictive power for each of these ratings. Therefore, the researcher prepared the last three columns in main comparison Table 8.20, to assess that which rating provider could predict back in 2012 that what would happen to the enterprise value performance of a company. A wrong prediction or right prediction are given score of 1 or 2 respectively to each rating provider for each of 97 cases of comparison between them. This has resulted in 2x3 size right or wrong prediction matrix generated between these ratings.    
The footnote in Table 8.26 shows ‘0 cells (.0%) have expected count less than 5’ which indicates no violation of ‘minimum expected cell frequency’ as all expected cell size are greater than 5. Pearson chi-square 0.028 and Sig. value .986 (more than .05) shows that the result is not significant and therefore predictive powers of new corporate ratings and credit ratings of S&P and Moody has either same predictive accuracy; or there is no association between these three ratings. 
Both are valid findings because as seen in Table 8.20, all three ratings have approximately 51% predictions right in 2012, and each of this rating’s context and methodologies are independent. Therefore, chi-square test results support the outcome of the ratings comparison mentioned in Table 8.20 and the significant difference found as an output in Mann Whitney and K-Wallis tests. 
Cross tabulation reveals that overall all three ratings have a wrong prediction of 47.6% which again confirms that there are improvement needed in credit ratings. 
Alternatively, the new corporate ratings have a similar or marginally higher predictive accuracy of 52.6%, the same as Moody’s, and more than S&P. This indicates the reliability and validity of the OP based corporate ratings concept. 
	Table 8.26 Chi-Square Tests

	
	Value
	Df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	.028a
	2
	.986

	
	
	
	

	Likelihood Ratio
	.028
	2
	.986

	Linear-by-Linear Association
	.000
	1
	1.000

	N of Valid Cases
	291
	
	

	a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 46.33.


Source: Main data analysis – Chi-square test output 

In table 8.27, Phi and Cramer’s value being 0.01 indicate very small effect size              for a 3x2 matrix (Pallant, 2010, p.217). 

	Table 8.27 Symmetric Measures

	
	Value
	Approx. Sig.

	Nominal by Nominal
	Phi
	.010
	.986

	
	Cramer's V
	.010
	.986

	N of Valid Cases
	291
	


Source: Main data analysis – Chi-square test output 



	

Table 8.28 Rating Provider * Rating Prediction Cross tabulation

	
	Rating Prediction
	Total

	
	Wrong Prediction
	Right Prediction
	

	Rating Provider
	New Corporate Rating
	Count
	46
	51
	97

	
	
	% within Rating Provider
	47.4%
	52.6%
	100.0%

	
	
	% within Rating Prediction
	33.1%
	33.6%
	33.3%

	
	
	% of Total
	15.8%
	17.5%
	33.3%

	
	S&P Rating
	Count
	47
	50
	97

	
	
	% within Rating Provider
	48.5%
	51.5%
	100.0%

	
	
	% within Rating Prediction
	33.8%
	32.9%
	33.3%

	
	
	% of Total
	16.2%
	17.2%
	33.3%

	
	Moody’s Rating
	Count
	46
	51
	97

	
	
	% within Rating Provider
	47.4%
	52.6%
	100.0%

	
	
	% within Rating Prediction
	33.1%
	33.6%
	33.3%

	
	
	% of Total
	15.8%
	17.5%
	33.3%

	Total
	Count
	139
	152
	291

	
	% within Rating Provider
	47.8%
	52.2%
	100.0%

	
	% within Rating Prediction
	100.0%
	100.0%
	100.0%

	
	% of Total
	47.8%
	52.2%
	100.0%



Source: Main data analysis – Chi-square test output  





8.6.4 Results from Kappa measure of agreement 
The Kappa measure of agreement test is carried out as an example to observe the inter-rater agreement or consistency of two different ratings methods: Moody’s and OP based new corporate ratings. Symmetric measures shows a high agreement at .778, but its negative sign shows they are exactly related in the inverse proportion which is evident from the cross-tabulation values in Table 8.30. Moody’s and New corporate ratings each other right predictions are wrong prediction for each other in exact %, as seen in diagonal value of 84.3% and 93.5%. This is supported by values in comparison table 8.20, because whenever new ratings could predict a decrease in performance, Moody’s and S&P were predicting an increase, and vice-versa. 

	Table 8.29 Symmetric Measures

	
	Value
	Asymp. Std. Errora
	Approx. Tb
	Approx. Sig.

	Measure of Agreement
	Kappa
	-.778
	.062
	-7.662
	.000

	N of Valid Cases
	97
	
	
	

	a. Not assuming the null hypothesis.

	b. Using the asymptotic standard error assuming the null hypothesis.









Source: Main data analysis – Kappa measure test output 

Sensitivity and specificity, in this instance, are not calculated as the researcher is not assessing new corporate ratings considering Moody’s as a gold standard. The idea is rather to see which ratings have the more accurate predictions. 







	Table 8.30 New Corporate Rating PREDICTION * Moodys Rating PREDICTION Cross-tabulation

	
	Moody’s Rating PREDICTION
	Total

	
	Wrong Prediction
	Right Prediction
	

	New Corporate Rating PREDICTION
	Wrong Prediction
	Count
	3
	43
	46

	
	
	% within New Corporate Rating PREDICTION
	6.5%
	93.5%
	100.0%

	
	Right Prediction
	Count
	43
	8
	51

	
	
	% within New Corporate Rating PREDICTION
	84.3%
	15.7%
	100.0%

	Total
	Count
	46
	51
	97

	
	% within New Corporate Rating PREDICTION
	47.4%
	52.6%
	100.0%















Source: Main data analysis – Kappa measure test output 













8.7 Discussion of findings and validity of new OP based corporate ratings 
(1) It was found that organisational effectiveness, corporate governance and stakeholders’ satisfaction are able to collectively measure sustainability as an over-arching resulting variable. This is evident from the results of reliability analysis Cronbach’s alpha value. 

These findings also support that organisational effectiveness could be measured as a sub-dimension of overall organisational performance. Although, researchers have not agreed in the literature regarding, which is the bigger domain or variable between organisational performance and organisational effectiveness. These findings suggest organisational performance could comprise organisational and management effectiveness as a sub-dimension. 

(2) Results of multiple discriminant analysis (MDA) were not significant in terms of overall model fitting; however classification coefficients obtained during analysis proved that sustainability is a major contributing variable when compared with the two other variables: resilience and stability. 

(3) Normality, PCA and MDA results have proved that none of the dimensions were missing, rejected, negative or with extreme outliers which indicated stability, resilience and sustainability in the context of this study.   

(4) When ratings by S&P and Moody’s were compared manually against the new organisational performance based corporate ratings, all decreases in the performance were exactly spotted by the new ratings in 2012 as shown in Table 8.20. This proves the concept is able to equally measure increase or decrease, both in the performance which is a key requirement for OP based corporate ratings. 

(5) The overall predictive accuracy of stability, resilience and sustainability is found to be more than 70% as obtained in the discriminant analysis results.  
All companies whose EV was increased over the last three years increases were predicted as above par performance but can do better by performance. 

(6) Mann Whitney and K-Wallis test results have clearly shown that there is a significant difference between the new OP based corporate ratings, and S&P and Moody’s credit ratings.  

(7) The predictive accuracy of new corporate ratings generated applying discriminant coefficients have the right prediction accuracy of 52.6% which is more than S&P and is on par with Moody’s. This is again evident from Table 8.20 and the results of the Chi-square test and Kappa measure of agreement test. 

(8) S&P and Moody’s long-term ratings for 97 companies for 2012 and enterprise values of all these firms were obtained from Bloomberg. Irrespective of new corporate ratings, Table 8.20 and non-parametric tests results revealed that for a year S&P and Moody’s credit ratings performance was approx.50% only and that too for the companies and industries who are market and index leaders. This proves the problem definition strongly as described in Chapter one, that there is a serious conceptual problem in the existing credit ratings system of major CRAs. Their standalone predictive accuracy for companies they are claiming to follow for years is just 50%.
The above mentioned findings along with other evidence from cases and interview analyses enable the researcher to finalise the hypotheses and a model in Table 8.31. 



Table 8.31 Hypotheses and finalisation of new corporate ratings concept 
	
	The problem definition for current credit ratings method 
	Hypothesis 1: 
Ratings could be Organisational performance based. 
	Hypothesis 2: 
Overall organisational performance can be measured by Stability, Resilience and Sustainability 
	Hypothesis 3: Overall OP measured by stability, resilience and sustainability could be applied as new corporate ratings 

	Literature 
support 
	Proved 
	Supported 
	Supported 
	Supported

	Qualitative case analyses 
	Supported 
	Supported
	Accepted

	Accepted 

	Interviewees’ agreement
	Agreed 
	Accepted

	Accepted
	Accepted 

	Statistical analyses’ results 
	Proved
	Accepted
	Accepted
	Accepted

	The researcher’s final acceptance / rejection of hypothesis 

	Proved 
	Accepted 
	Accepted
	Accepted 


Source: Multiple evidence from primary and secondary data 

8.8 Summary 
This chapter highlights the final acceptance of new OP based corporate ratings approach as mentioned in Table 8.31 above. The major findings (i) the significant difference between the new corporate ratings and S&P ratings, (ii) better prediction of change in overall enterprise value by the new corporate ratings, and (iii) sustainability contributing more than stability for overall organisational performance, together proved that all three hypotheses H1, H2 and H3 developed in Chapter four can be accepted based on these findings and statistical significance results. 





Chapter 9	Conclusions 

9.1 Research summary  
This section summarises the research study, process followed, and the outcome. Recommendations made for ratings and performance measurement are in the previous chapter and easy to implement. This chapter explains what is novel in this research study, what has been contributed by this study and how; and are there any positive or negative consequences for researchers and managers in implementing the findings. This chapter also mentions the limitations of the study in terms of design and theory. 

The research was carried out in terms of multiple data analyses: detailed and separate reviews of literature for credit ratings and organisational performance, 10 companies qualitative case analyses of annual reports; first hand responses collected through a total of 24 semi-structured interviews from 12 managers, 4 expert managers, 4 analysts and 4 investors; a secondary data survey of 128 companies performance measurement on 54 detailed dimensions; and finally, comparison of 97 companies new OP based corporate ratings with credit ratings by S&P and Moody’s. Managers, analysts and investors were asked separate sets of questions to gain a complete understanding of what is the problem, what can be the solution, and how the solution can be provided. 

In terms of methodological stance, this study followed the positivism research philosophy with qualitative content analyses of case companies’ published data, together with interview transcripts and quantitative analyses of 128 companies’ performance data. The mixed method research strategy was followed. 

The research attempted to address the current and imminent problem of credit ratings agencies (CRAs) providing flawed credit ratings and how to improve this system. The proposed solution based on data analysis is that there is a strong link between ratings and organisational performance (OP). To utilise this concept, it is recommended that organisational performance be the sole or main basis for analysing companies to derive the new OP based corporate rating. However, when the author went on further to study organisational performance measurement, there was a clear divide between OP theories and framework researchers. 
Thus, this study was carried out to solve two major objectives: 
1. Can OP be utilised for deriving company ratings? – The answer found was YES. 
2. How to measure the overall OP? – The answer is the proposed view of overall OP measurement including stability, sustainability and resilience with other 51 sub-dimensions embedded into it. Therefore, study focused on two subjects in literature and data analyses: current systems of credit ratings and organisational performance. 
     
9.2 Recommendations   
Analysts and investors are stakeholders of the company however, they can be considered as customers of the company who accept the performance as measured by company managers as a final product trusting the quality of the product manufacturing i.e. in this case the measurement process and the dimensions deployed for organisational performance. 

Top management views obtained in secondary data were seen to be different from middle and senior managers performance views obtained through interviews. Top management attempts for more over-arching dimensions such as reputation or sustainability whereas middle and senior managers target stability and other imminent measures such as operational efficiencies or customer satisfaction as part of their daily roles. 
Thus, the two views are formed long-term and short-term for performance, having a divide in the organisation. Therefore, it is recommended to connect these threads of performance in terms of stability, sustainability and resilience which combine these with both short-term and long-term organisational performance. 

There is a strong link between ratings and performance as suggested by managers and analysts in the interviews. It is also found from the data of investors and regulators that they no longer have confidence in current credit ratings practices. Current credit ratings practices have conceptual and administrative flaws. Therefore, it is suggested that credit ratings practices be based more on one of merit (based on the overall organisational performance) rather than on a financial basis on either side of the transaction, ratings agencies and companies seeking credit ratings.  

It is recommended that companies should not achieve one target of performance at the expense of other dimensions. This is evident from secondary and primary data analysis. For example, stability is achieved at the cost of resilience in many case companies as found in Chapter six. To summarise, companies should attempt to manage their performance rather than just measure it, and place equal emphasis on the qualitative and quantitative dimensions. Furthermore, it is very much evident from data analyses that non-financial performance can most definitely impact on financial performance. For example, sustainability contributes more to overall organisational performance as seen in the results of discriminant analyses. 





9.3 Novelty and contributions of this study 
The foundation studies in strategic management were carried out using qualitative studies to build and to take forward the theories and quantitative studies to test theories. Based on this premise, the researcher adopted a mixed method research strategy to do the research.

Novelty:
The novelty of the study is manifold. This is the first study that proposes organisational performance measurement can affect credit ratings and for this reason, organisational performance should be the sole criterion to derive new OP based corporate ratings. 
 
The second novelty comes from findings and recommendations regarding how to measure overall organisational performance. Applying the metaphoric concept of ‘organisation is building’, a conceptual transfer has led to the development of the concept of overall organisational performance in terms of measuring stability, sustainability and resilience to measure the overall organisational performance. 

The third novelty is in finding that there is a clear divide between studies of organisational performance as a variable or theory and studies attempting to build the frameworks of performance measurement. This is the first study to report on studying both sides of the case. In addition this is the first study to suggest organisational effectiveness is a smaller dimension when compared with organisational performance, which has been proven by secondary and primary data analyses in this study.     

The fourth novelty is that this is the first study to propose, test and apply new OP based corporate ratings and prove that the concept is both applicable and workable to a large sample of 128 companies in 7 industries.  

Contributions:
The first contribution is the statistically proven problem of current credit ratings from major CRAs as seen in the results of Chi-square and Kappa measure agreement tests in addition to Table 8.20 which lists credit ratings and newly developed corporate ratings. 

The second contribution comes from proposing a set of 9 constructs to measure 3 over-arching dimensions of stability, resilience and sustainability and finding significant results that these three dimensions can capture overall organisational performance with a high reliability for the subjective dimension of sustainability. This is evident from Cronbach Alpha measures and Principal Component Analysis involving all 54 originally proposed sub-dimensions of these three over-arching dimensions. 

The third contribution is to identify a link between credit ratings and organisational performance; prove the concept through primary and secondary data and apply overall organisational performance as a sole basis for new corporate ratings. 

The fourth contribution comes from developing and applying a new concept of OP based corporate ratings and to prove that it is an immediately workable solution and that its predictive accuracy in the first attempt is on par with current credit ratings from CRAs which has evolved over centuries.  

The fifth contribution comes from finding a major gap between organisational performance researchers as they are divided between studying OP as a variable, and developing a framework in which to measure it as a dependent variable. The data support for this is in Table 1 and Table 2 in the Appendix–A, listed as findings from OP literature.   

These five strands of contributions combine to contribute to the theory in terms of the conceptual development, propositions and finally as new subjectively and statistically proven concepts to the body of knowledge. Secondly, these five contributions turn into contributions from the theory when researchers, regulators, managers, analysts or investors would utilise these data proven concepts in real time practice. 

9.4 Implications for theory and practice  
Implications arise out of the implementation of the findings and recommendations suggested in this study. 

The first major finding and recommendation is to consider organisational performance measurement as a main dimension to derive new performance based ratings for companies. This performance measurement does not remove financial performance from the equation but includes other non-financial measures which may not have straight forward mathematical formulae to measure them , for example organisational effectiveness. These dimensions were measured in 128 companies based on the subjective assessment score of 1 to 10. Thus, implications for practicing managers are far-reaching in terms of costs, resources to allocate to measure all these proposed dimensions. Government regulators can implement such a finding but as is the case with ratings agencies this would incur high costs of replacing current system. However, implementation of this OP as a major dimension for credit rating could solve the problem in the long-term for all involved stakeholders such as CRAs, government, investors and companies. This is possible as in the first attempt the predictive accuracy of 52.6% is achieved as mentioned in chapter 8. 

The second practical implication is how to measure such wide ranging and overarching dimensions of performance. This implication is mainly for credit rating agencies and company managers who will be tasked with the measurement of overall OP.  

The theoretical implications in accepting these findings are manifold. Will all literature measuring and about ratings become obsolete now, just as new editions of software do?  Is there a way out to improve the current credit rating system on a conceptual basis without changing the scales and measurement dimensions? Is this at all possible? How would researchers be able to shift the boundaries of these two domains: credit ratings and organisational performance, to create a new subject domain? These are far-reaching and time-consuming implications to the theory. 

However, it provides some helpful findings to implement immediately, such as organisational performance which can be measured in a different setting or context with the conceptual lens or metaphoric applications such as demonstrated in this study. Organisational effectiveness is a dimension of overall organisational performance and is a debateable topic and would involve many researchers having to come up with similar findings in different contexts to make generalisations, enabling it as an accepted concept. Organisational performance affects ratings and that should be the case ideally. It is a concept well supported by the 128 companies’ performance data and primary respondents (interviewees) examined in this study. This concept could be taken up by current researchers and managers, since flaws in the current credit ratings process, method and their adverse effects are known and proven, for example S&P and Moody’s predictive accuracy is only 50% for the companies they are following in detail from many decades.  



9.5 Research limitations 
The limitations of this research are two ways: design and theoretical. Design limitations include that the sample and data which could have been larger; questionnaires or repertory grids analyses could have been carried out to test the proposed view of the overall organisational performance with more managers. Longitudinal data collection could have been applied rather than cross-sectional analyses of secondary data survey, company reports and interviews. 

The theoretical limitations include: yield – such subjects are complex and it takes time for the academic world to notice, to test, and to utilise findings and recommendations as a real contribution. Because of the complexity it is difficult to create new research streams with the overlapping streams of law, finance, strategy and organisational analysis. 

The content is another dimensions affected by the low level of generalisability of studies as it is a common trend to accept findings and propositions of large-scale studies, for example, 2200 questionnaires or 700 companies studied over a decade. The content is also affected by the complexity of understanding and implementing findings or recommendations; however in this case they are easy and practical to implement for managers, except the cost of resources involved.  

9.6 Further scope of research
This study made a case and tested with data that organisational performance could be utilised to improve credit ratings methods. This creates further scope for more research between these two concepts: ratings and performance in terms of the different contexts of research themes and research designs. This study proposed and tested a set of 54 dimensions as an overall OP which could be further re-tested with larger samples or longitudinal data sets. Governments, companies and CRAs could work jointly on testing OP as a sole dimension for rating to find the true value of the concept. 
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APPENDIX – A – Observations from review of OP literature 


Table 1 Findings for Organisational performance (OP) as a concept or a dependent variable 
	Study 

	Organisational performance dimension
	What researchers suggest 

	Dossi and Patelli, 2010


	Relation exists between performance measures applied in the headquarters and subsidiaries in the public companies. 
	Inclusion of non-financial performance and strategy implementation indicators contribute to the strategic alignment of the performance measurement systems. 

	Yip et al, 2009




	Measurement of long term sustained superior performance using secondary data only. 
	Three critical issues are: multi-dimensionality, short term versus long term nature of OP and right comparative indicators of OP between firms from different industry. Firms from different industries can be compared for OP. 

	Richard et al 2009




	Multiple measures, longitudinal data and alternative methodological formulations are required to investigate organisational performance. 
	Then nature of the performance to be measured and nature of the measures applied would determine the context and validity of the overall organisational performance measurement’s multi-dimensionality.  Organisational effectiveness is broader than organisational performance.

	Franco-Santos et al , 2007




	The necessary and sufficient conditions of business performance measurement is discussed based on the review of the post-1980 literature published in the peer reviewed journals. 
	The term business performance measurement lacks the clarity, creates confusion and has comparability issues this makes the theory building process difficult within the body of knowledge. 

	Perrini and Tencati, 2006







	The sustainability evaluation
and reporting system (SERS), an integrated methodology aimed at monitoring and tracking from a qualitative and quantitative viewpoint the overall corporate performance according to a stakeholder framework, is developed. 
	Corporate sustainability is defined as the capacity of the firm to continue operating over a long time. 



	Combs et al, 2005 




	A literature review analysis of articles in SMJ from 1980 to 2004 recording every measure available. Value chain generated operational dimensions in the comparison. 
	Organisational performance is a multi-dimensional construct. OP and operational performance are distinct. OP can be operationalized into accounting returns, stock market and growth measures. 

	Neely et al,  2002 
and 
Bourne et al, 2000


	Based on the three case studies of longitudinal data analyses, a framework for implementing performance measurement system is developed. A process of strategy and performance measurement.   



	The business processes shall align with performance measurement system and a strategy. Performance is derived from strategy and applied to measure outcome and validating it.  

	Atkinson et al, 1997 




	Performance measurement focuses on one output of strategic planning that is top management’s choice of how to manage the contractual relations with all stakeholders.  
	Strategic performance measurement is concerned with how to achieve organisation’s primary objective and selected plan results into formal and informal contracts with stakeholders. 

	Murphy et al, 1996



	They found 71 dependent variables of performance measurement in 51 articles. 75% of researchers use primary data, 29% secondary and 6% both.
	There is no consistency in the variables applied to measure OP. More financial measures rather than operational. Any statistical correlation depends upon the dimensions selected for independent variables of OP. 

	Robinson, 1995



	Analyses of 199 new performance ventures after three years of IPO launching revealed 10 top measures all from financial performance. 
	Applied variables do not measure the same things for final dependent variable of the organisational performance. 

	Brush and VenderWerf, 1992


	A literature review of 34 articles and 66 companies for entrepreneurship and firm performance revealed 35 different measures. 
	There is no agreement on which measures make up the overall organisational performance. Multiple objectives are common compared to subjective ones.  

	Venkatraman and Ramanujam, 1986, 1987


	Financial and operational measures obtained through primary and secondary data sources generated 10 diff. approaches to business performance measurement. 
	Organisational effectiveness is broader than organisational performance. Secondary data is applied to derive theory. OP is categorised based on functional views and data sources. 

	Chakravarthy,  1986


	Z-score and  financial measures
	Strategic group analyses can be applied to compare the firms in the same industry. OP can be presented as a discriminant function of constructed measures. 

	Porter, 1980, 1985


	Value chain, Generic strategies and Five forces in the industry affect any company’s performance.
	Structure of the firm and industry both can impact the firm performance. Leadership through cost, quality or innovation can provide sustainable competitive advantage. 

	Dess and Robinson, 1984

	Return on assets and investments, growth in sales  
	A relationship exists between subjective (qualitative) and objective (quantitative) performance measures. OP can have more dimensions. 










Table 2 Findings from Organisational performance measurement frameworks
	Study 

	Measurement framework 
	Findings / Un-resolved issues

	Lambert and Knemeyer, 2007



	The supply chain management view of the performance measurement  
	The supply chain view of the business process signifying the customers and end-users as stakeholders. 

	Maltz et al, 2003




	The dynamic multi-dimensional performance model

	It addresses multi-dimensionality of performance, reflecting the wide number of measures and people development dimension. Their stakeholders group have consumers, employees. 

	Neely et al, 2002




	The performance prism 
	The process view of performance is presented and final dependent variable is stakeholders’ satisfaction. It misses the key link of business functions and external stakeholders actions in the SCP theory. 

	Laitinen, 2002 



	The integrated performance measurement system 
	It merely displayed re-production of accounting and activity based costing. It signifies dimensions mainly relating to customers and employees. 

	Epstein and Roy, 2001


	The sustainability linkage map 
	An added dimension of sustainability is attempted. Stakeholder relationships are recognised. It has linked strategic planning and implementation both to performance.

	Otley, 1999


	The performance management framework
	Accounting view of performance is presented. There is no single measure of performance. 

	Brown, 1996 

	The input-process-output-outcome framework

	It became well known in the public sector because of distinction between output and outcome. For private sector, it turned out as over simplification of the business process. 

	Kaplan and Norton, 1992
	The balanced scorecard 
	Large categories of stakeholders are not addressed. It is over –reliant on profit maximisation. It does not address human dimension and too difficult to implement involving huge capital outlay in terms finances and people. 

	Fitzgerald et al, 1991


	The results-determinants framework  
	They have not provided any theoretical foundation for selection of measures in the framework. 

	Lynch and Cross, 1991





	The smart pyramid 
	It addresses effectiveness and efficiency along with realising who can contribute what in the organisational hierarchy. However, too complex to understand and to implement for all levels of employees. It addresses only two stakeholders mainly customers and employees leading to stability only. 

	Keegan et al, 1989 


	The performance measurement matrix 
	It has a flexibility to accommodate any measure but lacks the causal interpretation between costs and measures. 




APPENDIX – B – INTERVIEW TRANSCRIPTS

INTERVIEW 1: 
MARUTI SUZUKI, GENENRAL MANAGER - HRM 
23.9.2013, 6:40 PM, 25 minutes 

1. What is the focus of performance measurement in your company? For, example financial or non-financial performance; customer centric or shareholders oriented.
Customer satisfaction is the main criterion for the company. Financial performance which is usually measured in terms of year – on – year sales growth is the second major criteria for the company. However, non-financial performance has the equal importance in the company’s focus towards performance management.  

2. What drives the performance of your company? 
Use of frontline technology, training each employee as per business demands and innovative products with superior quality drives the customer satisfaction and ultimately the overall performance of the organisation. 

3. How do you measure the organisational performance? Or say, what must be achieved to say that your company is performing well?
We measure performance based on customer feedback which could be positive or negative but it still provides us a check on our processes, quality control, after sales services and innovations already done or underway for next models of cars. We just do not talk about feedback and performance but we make sure that we consider feedback constructively and improve the product or service as desired by customers. It could be even the colour of tapestry in the particular car model. 

4. Do you apply any framework or methodology to measure the organisational performance? 
No, we don’t have any specific methodologies. But, we rely on two major performance checks annually. (i) ISO certification and its internal and external audit which covers almost every aspect of the manufacturing plant and all other associated divisions. This is a companywide process and compulsory to adhere to these ISO standards mentioned in our policy and practitioner manuals for ISO. (ii) There is a J D Power survey within the automotive industry which is the best tool to be compared against competitors and industry benchmarks. Our company regularly takes part in this survey and have consistently outperform the competitors. Apart from these two, we have our own various parameters about operations, financials and customers related which enable us to measure the actual performance of the company and allow top management to make appropriate decisions to improve the performance.   

5. Which stakeholders are important – shareholders, customers or employees? How do you balance between satisfying all of them?
All stakeholders are important but they are managed by different levels of management in the organisation. For example, my responsibility is to make sure that each employee’s ‘training and earning’. Whereas employees at shop floor level shall produce good product and services to customers. Top management deals with shareholders, investors and venture partner Suzuki Corp. of Japan. 




6. What about the legal issues and compliance affecting the performance? Data, privacy, security, quality, pollution, access, competitor cases such as patent, trade wars
This is managed by top managers and they make sure that it never affects the company’s reputation or stock prices. We have ISO certification for product quality, hazard and pollution and we comply with that which is reviewed monthly by management and daily by departmental heads. 

7. Do you think your company’s ratings in the stock market affect how the company performs or is it vice-versa, performance affecting ratings of buy-hold-sell?
It is the case of performance affecting the ratings, and not vice-versa because we continue to grow, to innovate and to make our shareholders and customers happy with returns and quality. Employees are happy with competitive salary, secured job in a government owned enterprise and potential for training and progression.   

8. What your company does to be resilient against market forces such as competing products or technology shifts or customer buying trends?  
We train employees to become expert in serving customers and with vehicles that competitors could not match our quality of service. Human resources would make the maximum difference when competitors are same on other levels such as price, product quality and variety of the products. Service can win you an order. 
  
9. What is important for your company: internal stability, resilience against uncertain market forces or sustainability of business volume and growth?
As I said earlier, customer satisfaction is three pronged advantage: it wins you repeat order; on their recommendations you get new potential customers and these two keep you stay in the business. This repeat and referral sales increase your financial performance. That again enables you to do some social work. Thus, good score on customer satisfaction can set of a positive spiral for the company. 

10. What do you think your company should measure as dimensions of overall organisational performance? 
As said in above in questions 1 and 9.

11. What would you change in your company so that performance could be improved if you happen to be the CEO of this company?
Train each every employee and make sure every customer is satisfied. Satisfied customers and employees are the strongest link of the business performance. 
We should make more indigenous vehicles and reduce the reliance imported materials. 

12. Anything else would you like to say about performance measurement in your company or the industry sector?  
It is all ok. 








INTERVIEW 2: 
ICICI BANK, MANAGER - OPERATIONS, 
24.9.2013, 9:34 AM, 16 minutes  

1. What is the focus of performance measurement in your company? For example financial or non-financial performance; customer centric or shareholders oriented.
	We are a banking organisation who creates and runs a market or economy. So, our focus should be the financial performance.  

2. What drives the performance of your company? 
	We are in a highly competitive service industry wherein we have to educate our employees and customers both because all employees are not experienced and all customers are not aware of all our financial services. So, our drivers of growth are customers and employees. 

3. How do you measure the organisational performance? Or say, what must be achieved to say that your company is performing well?
	Profit, customer feedback and employees’ feedback; if these are ok then bank will be able to satisfy other stakeholders such as investors and government. So, we have to measure financial performance and customers and employees satisfaction.  

4. Do you apply any framework or methodology to measure the organisational performance? 
	No. we don’t apply any framework as we have strong HR departments and policies. We have education centre of our bank so any employee wishing to learn or progress in career is sent there. 

5. Which stakeholders are important – shareholders, customers or employees? How do you balance between satisfying all of them?
	All are important but as I said earlier customers and employees are more important.

6. What about the legal issues and compliance affecting the performance? Data, privacy, security, quality, pollution, access, competitor cases such as patent, trade wars
	This is managed by strict guidelines of top management, central bank and compliance to our certifications and industry standards. We try to achieve more than any other competitors. Many government banks have followed our standards after we lead and implemented them. 

7. Do you think your company’s ratings in the stock market affect how the company performs or is it vice-versa, performance affecting ratings of buy-hold-sell?
	No. Performance can affect ratings. Ratings is like a school result or audit of your current status so one must try to improve the performance from that point. 

8. What your company does to be resilient against market forces such as competing products or technology shifts or customer buying trends?  
	The best customer service 

9. What is important for your company: internal stability, resilience against uncertain market forces or sustainability of business volume and growth?
	Profit and growth 

10. What do you think your company should measure as dimensions of overall organisational performance? 
	Stakeholders’ satisfaction but customers and employees should get preference. 

11. What would you change in your company so that performance could be improved if you happen to be the CEO of this company?
	It is all ok. 

12. Anything else would you like to say about performance measurement in your company or the industry sector?  
	No. Thanks. 









































INTERVIEW 3: 
BANK OF INDIA, GENENRAL MANAGER 
24.9.2013, 1:51 PM, 37 minutes 

1. What is the focus of performance measurement in your company? For, example financial or non-financial performance; customer centric or shareholders oriented.
Financial performance is the main criteria while submitting branch performance to the zone manager or top manager. 

2. What drives the performance of your company? 
The business is divided in two sections: industrial development and retail customers. Industrial development is then again categorized into small – medium and large scale finances. Retail customers contribute largely to vehicle, mortgage, housing and personal loans. It is the corporate finance that drives the performance of the bank. Retail service is part of market expansion and social responsibility such as opening a branch in rural villages where population is less than 5000.  

3. How do you measure the organisational performance? Or say, what must be achieved to say that your company is performing well?
The year over year growth targets, number of deposits, number of credit loans given and customers’ acquisition such as new accounts open are the performance measures for this branch and ultimately each zone. 

4. Do you apply any framework or methodology to measure the organiational performance? 
No. The bank operates on the basis of ‘Service with a smile’ and targets only consistent service quality and customer satisfaction as main dimensions of the bank’s performance. 
There are monthly targets allocated for each zone and branch to stay profitable usually in the metro, urban and semi-urban areas. In the rural areas, the target is not profit but the social responsibility to serve the population.  

5. Which stakeholders are important – shareholders, customers or employees? How do you balance between satisfying all of them?
Bank of India was established in year 1906 and it still exists today as a competitor to global banks with 4400 branches in India and 29 overseas branches. Thus, employees are always satisfied to work where jobs are so secured as compared to new retailers or technology companies. Shareholders are managed by top management and employees and customers are by branch and regional managers. This is how all stakeholders’ satisfaction is guaranteed. 

6. What about the legal issues and compliance affecting the performance? Data, privacy, security, quality, pollution, access, competitor cases such as patent, trade wars
Most of the customers access their accounts online or on their smart phones however, this service is dependent on supplier’s quality of data network and its own security standards. Bank operates as per industry standards and do not disclose or its customers confidential information. Legal and compliance issues are handled by head office or zonal office. Also, bank is a government owned enterprise and therefore government deals with any serious legal issues through Reserve Bank of India. 




7. Do you think your company’s ratings in the stock market affect how the company performs or is it vice-versa, performance affecting ratings of buy-hold-sell.
Rating agencies mainly speculate the price and performance. So, banks and its management know where we stand ourselves and what we are doing. Bank managers understand the fundamentals better than these finance companies and agencies. Thus, ratings do not affect our performance but ultimately the performance influence company ratings.  

8. What your company does to be resilient against market forces such as competing products or technology shifts or customer buying trends?  
We have survived 108 years in this business based on consistent service, service quality and market presence and expansion strategy. Since technology has advances are rapid, we must prepare new products to match foreign competitors and provide services based on the front line technology so that we can retain customers and attract new ones. This would create both growth and resilience as customers would bring in stability through revenue.  

9. What is important for your company: internal stability, resilience against uncertain market forces or sustainability of business volume and growth?
Satisfied customers are the most important dimension for our performance. However, sustainability through customer increase, service quality and social responsibility is more important as this could ultimately provide stability through cash generation and resilience against competitors as we hold the market share in the form of increased customer base. 

10. What do you think your company should measure as dimensions of overall organisational performance? 
Deposit returns and customer returns are necessary measures for corporate and retail clients which can tell everything about bank’s health. Our top management has ability to view performance at any point of time for each branch of the bank as it is in the form of online data centre. 

11. What would you change in your company so that performance could be improved if you happen to be the CEO of this company?
Since technological advances and new competitors have come up in the markets, it is very necessary that we attract younger generation as our customers to continue to grow the business. Everyone needs a change from time to time with market trends so the bank also should develop product and services level based on new trends in the market for example, ATM, mobile banking and online banking. Exclusive private customer service supported by advanced technology is the today’s banking. This would enable the bank to capture new customers.

12. Anything else would you like to say about performance measurement in your company or the industry sector?  
No. It is all ok. 
 






INTERVIEW 4: 
INDIAN OIL CORPORATION, GENERAL MANAGER - HRM 
25.9.2013, 12:30 PM, 34 minutes 

1. What is the focus of performance measurement in your company? For example financial or non-financial performance; customer centric or shareholders oriented.
We have customer centric and profit oriented approach. We have direct customers also have company operates many petrol pumps and some stations through distributor – franchisee system as well. 

2. What drives the performance of your company? 
Employees are the main driver of our performance and we take care of them with financial and non-financial incentives. There awards such as Performer of the Year, Employee of the Year. Precision checks are made so that everyone is audited and appraised appropriately. We are a very large company so people management is the key to performance. For operations, sales, marketing, procurement we have full procedural systems in place so only variable is an employee performance.  

3. How do you measure the organisational performance? Or say, what must be achieved to say that your company is performing well?
The important dimensions are profit, sales volume and social responsibility. We have developed a portal where customers can directly contact us or register a complaint. We have to consider exports also into our performance as we export lubricants to Gulf states and neighbouring Asian countries too. 

4. Do you apply any framework or methodology to measure the organisational performance? 
We are into marketing and selling products made by our main plants and refineries. There is no framework but main components of our performance are employees and customers as government is our owner. There are other large financial institutions who are stockholders such as LIC but they are also a government entity. So, shareholders business is managed by ministry. Employees and customers are happy with permanent employees and our brand which is evident from our Fortune500 position.  

5. Which stakeholders are important – shareholders, customers or employees? How do you balance between satisfying all of them?
As explained above, employees and customers are our top priorities. 

6. What about the legal issues and compliance affecting the performance? Data, privacy, security, quality, pollution, access, competitor cases such as patent, trade wars
We have ISO certification for quality and safety. We follow all government guidelines issued for the industry and our company as we lead being an example to the whole industry. We have earned that status with decades of efforts. We are innovative and have a state of the art R&D centre where research is being done on green fuel or eco-friendly fuel. Now, we have started to sell eco-friendly fuels.

7. Do you think your company’s ratings in the stock market affect how the company performs or is it vice-versa, performance affecting ratings of buy-hold-sell?
I cannot comment much as I do not handle such issues but it should be the case of performance affecting ratings for any company. To produce a rating for the company, company’s organisational performance must be analysed in detail. 

8. What your company does to be resilient against market forces such as competing products or technology shifts or customer buying trends?  
Our resilience is evident from the geographical spread from Gujarat to Goa and Kashmir to Kanyakumari.  We do not import everything, only short fall of market demand we import and rest of the supplies is managed by ONGC and we process through refineries.  

9. What is important for your company: internal stability, resilience against uncertain market forces or sustainability of business volume and growth?
We believe in profit maximisation as one of our goal but customers and employees are given equal importance. For example, no one leave IOC job, it is like a golden hand shake which no employee wants to forego. 

10. What do you think your company should measure as dimensions of overall organisational performance? 
Customer delight and employee satisfaction should be measured by every company. If these two are positive then it would directly reflect the company’s profits. 

11. What would you change in your company so that performance could be improved if you happen to be the CEO of this company?
Customer delight is our motto so market expansion and introduction of more eco-friendly and green fuels would increase the performance as this what customers want.  

12. Anything else would you like to say about performance measurement in your company or the industry sector?  
I do not want to comment, it is all ok.   
























INTERVIEW 5: 
TATA RETAIL, STAR BAZAAR, BRANCH HEAD 
29.09.13, 14:15 PM, 25 minutes        

1. What is the focus of performance measurement in your company? For example financial or non-financial performance; customer centric or shareholders oriented.
We have 360’ appraisal system in the company for organisational performance measurement. Performance is measured based on operations, finance, community, top management, customer satisfaction, employee performance such as attrition rate, absenteeism. All managers are getting measured in my company. 

2. What drives the performance of your company? 
The sales can drive the company but other aspects also should be positive such service quality, customer satisfaction, corporate social responsibility, shareholder value, employee satisfaction etc. There can be two scenarios: sales ok and other aspects are in red; or other aspects are all ok but still sales are not happening. Company or branch staff is not responsible if sales does not increase after all efforts exhaust because sales have its own reasons such as prices, location, neighbourhood population mind-set. 

Main drivers of the performance are 100% ethical behaviour. We are well known for many other factors such service, product quality, pricing, store atmosphere, high level of supervision. The company is famous for ‘no false commitments’. There are sometimes IT issues or privatisation is reflected in our procedure but we serve our customers, employees and other stakeholders with equal importance.  

3. How do you measure the organisational performance? Or say, what must be achieved to say that your company is performing well?
We have common performance target for all measures collectively. Hence, all parameters are measured on Blue, Green, Amber and Red. Blue is above 105% performance achievement, green is for 97% to 103% performance, Amber is for 85% to 97% and Red is for below 85%. 

4. Do you apply any framework or methodology to measure the organisational performance? 
As explained above. “We are all working for money” for one and final measurement is finance or say profit earned. 

5. Which stakeholders are important – shareholders, customers or employees? How do you balance between satisfying all of them?
As explained above, we consider all stakeholders equally important for company’s performance and continued success. We have completely people oriented culture in this company. Company would be strict in case of any deliberate compliance breach otherwise a mistake is supported as learning and company is supportive of its employees. 

6. What about the legal issues and compliance affecting the performance? Data, privacy, security, quality, pollution, access, competitor cases such as patent, trade wars
This is handled by head office in our industry. There are specific code of conducts and compliance procedure we follow and even after such an issue arise then it is not in our control. 

7. Do you think your company’s ratings in the stock market affect how the company performs or is it vice-versa, performance affecting ratings of buy-hold-sell?
Yes, it both ways. Ratings negative has more impact on the group and individual company whereas positive is considered as routine. If a downgrade happen to big corporate then it is bigger news item as compared to regular 45% dividend or 15% growth recorded. But, eventually ratings affect the performance as company management and employees try to bounce back to get the desired performance and rating.

8. What your company does to be resilient against market forces such as competing products or technology shifts or customer buying trends?  
Indian retail industry is quite different from Europe and US, here all retailers have almost 90% of same products then it is up to your quality, store, service, margins and treatment of stakeholders that would get you the performance. We benchmark our company standards and prices against competitors to stay in the business but we make sure we adhere to our commitments made to suppliers, customers, employees and shareholders for costs, prices, salaries and returns on their investments respectively. We take hit on our margins but we keep our promise. 

9. What is important for your company: internal stability, resilience against uncertain market forces or sustainability of business volume and growth?
As explained above, profit is one of the criteria but not only criteria. People come first and then profit. Still, financial stability is the most important because if company has extra money in terms of capital then they can make customers, employees and shareholders all happy with that money by passing margin earning advantages. 

10. What do you think your company should measure as dimensions of overall organisational performance? 
They should measure social performance and financial performance with equal importance. 

11. What would you change in your company so that performance could be improved if you happen to be the CEO of this company?
I would improve the margin and performance with buying and supply chain performance as we are not still at part with foreign retailers such as Wal-Mart or TESCO. Indian retail has matched the front end shop management with global firms but not their back end operations.  

12. Anything else would you like to say about performance measurement in your company or the industry sector?  
We should improve the day to day operations and supply chain performance and be more organised with complexity of operations which can increase the performance to higher levels. 










INTERVIEW 6: 
COMPASS GROUP UK, GENERAL MANAGER 
25.09.13, 11:15 AM, 45 minutes, FACE TO FACE at GUILDFORD, UK   

1. What is the focus of performance measurement in your company? For example financial or non-financial performance; customer centric or shareholders oriented.
Financial performance oriented. We report sales, profit, labour costs. Next importance is shareholders that return on their capital invested (ROCI).  

2. What drives the performance of your company? 
We are in a service industry with main business support services, catering and entry to retail industry. Thus, growth drivers are limited to products quality, customer service quality and compliance to health and safety plus ISO standards.  

3. How do you measure the organisational performance? Or say, what must be achieved to say that your company is performing well?
We measure performance against budgeted parameters. There are no more full time contracts so labour is controllable on the balance sheet. Deals with suppliers are funded so loss does not affect the profits. 

There are 7500 contracts Compass is serving in the UK. Some of the contracts are very complex, for example one contract of a council involves providing meal to 28 primary schools daily. There are 9 sites in one of the government contract.   

Right now Compass retail business is still small with less than 300 stores, till systems are not that perfect and software is new. These parameters affect the performance and we don’t get better deals from suppliers because of small volume of items as compared to large retailers as TESCO. For example, changing a supplier between P&H and Brakes can allow us to reduce the price of cucumber from £1.09 to 89p. It is all about the margin and operational costs.   

4. Do you apply any framework or methodology to measure the organisational performance? 
The only frame is labour – sales – budget leading to margin and profit. 

5. Which stakeholders are important – shareholders, customers or employees? How do you balance between satisfying all of them?
As explained in number 2. Shareholders and customers are important. Customers are managed at shop floor level whereas investors and stockholders at top level. 

6. What about the legal issues and compliance affecting the performance? Data, privacy, security, quality, pollution, access, competitor cases such as patent, trade wars
The issues can be PI count that is stock count, IT issues, food quality, cleaning, health and safety standards as our business is in food and grocery retail and catering services. Company has laid down policies to solve such issues and every branch must follow.   







7. Do you think your company’s ratings in the stock market affect how the company performs or is it vice-versa, performance affecting ratings of buy-hold-sell?
Order book and financial performance affect share price and ratings. It is ideally and for everyone it should be the case of performance affecting their company’s rating and not the vice – versa.  

8. What your company does to be resilient against market forces such as competing products or technology shifts or customer buying trends?  
We don’t need to drop our price to win the market share back. The only thing which can win the customers when products are same and you cannot change the prices are availability, variety, service quality, product knowledge and a smile. 

9. What is important for your company: internal stability, resilience against uncertain market forces or sustainability of business volume and growth?
Political, technological or economic forces can affect the company straight away however staff training, listening to clients’ real feedback, taking actions according can make you resilient even with 5% growth year over year.  

10. What do you think your company should measure as dimensions of overall organisational performance? 
Company should measure customer satisfaction in terms of retention of contracts achieved, products quality and innovative products launched for food services. 

11. What would you change in your company so that performance could be improved if you happen to be the CEO of this company?
Communication between top, senior and middle management and to the branch level needs to improve because as of now people chase each other and finally it can happen that the task without being done comeback to the same person from a different channel. 
	
12. Anything else would you like to say about performance measurement in your company or the industry sector?  
No. Thanks. It is all ok. 


















INTERVIEW 7: 
J M FINANCIAL SERVICES LTD., VICE PRESIDENT – EQUITY RESEARCH 
25.09.2013, 3:00 PM, 54 minutes 

1. What does the general process of rating (evaluating to rate) a company involve?  
We select both qualitative and quantitative indicators. Qualitative indicators are to be analysed at first when company’s financial fundamentals are unknown, otherwise we calculate quantitative parameters first. The qualitative indicators include management, business scenario, industry analysis and promoters’ track record. 
When we advise an institutional investor, we have to look for liquidity as these wealth, pension and insurance funds would be investing someone else money into equities. We also check corporate governance standards, debt and market share of the companies. 

After this research, we go into details of listed companies reports. Once their reports are analysed thoroughly, we speak with the company management to understand their strategy, current business operations. In the meeting we convey them about the concerns we have from our analyses, concerns raised by potential investors about business risk, industry risk and global and national risks. If we are satisfied then we arrive at a particular valuation or target price and other profit – turnover – production – sales targets which determines buy – hold – sell or invest / divest decisions. 

In the process, we have access to confidential data also in case company management wants to disclose such deals in pipeline, possible M&A, patents or innovations they are working on. But, we don’t force them to disclose. We follow strictly data which is published and what can be published. 

The share price is affected when our estimated numbers do not match the estimated numbers of the company management. For example, production target for company managers is based on 365 days working but we might have considered 350 days production because no plants have 100% efficiency rates. The numbers are based on usually annual production and sales demand forecast. When numbers have too much difference, we can go back to the management and have a discussion on what is the basis of their calculations. They cannot hide real production capacities or number of workforce they have.  
However, we are not trying to hold them but 

The valuation of the stock price is based on the industry demand, company’s possible market share and the production estimated by calculations at our end, not the company management.   
This is where you see headlines ‘company results meet analysts’ expectations’ and then next day share price goes up when they beat the analysts’ expectations positively. 

As you can see, now if there are ten analysts in the market they may give different targets based on their own views and calculations of they have made. However, those analysts’ targets do not force how company management would build their strategy and implement to achieve certain performance. So, in my view analysts’ ratings and their performance are independent of each other except when year ends with actual results. This is where all movements start. During the year, it’s all about interim results, industry speed and other national and international factors. But, analysts and companies joint views are annual in a kind.  
The final step in the process is to publish our targets and reports for a company and advice the clients for investments accordingly. 

We are judged based on targets we published. Companies, markets, regulators and investors keep a track of our estimations and check whether we came out right and winning or the company’s management. When companies beat our estimated numbers positively and beyond then there are two winners of one race. Investors select analysts for the advice based on such information. 

It is always starts and ends with trust for example, analysts trusting the company, company trusting employees and investors and in turn investors trusting the analysts. 

2. How long do you follow the company before giving a rating? Why?
It largely depends upon the scale and complexity of company’s operations and the rate of change of industries. For a small company, we need six months to analyse whereas for a large company it can be a year or two. We have to make site, office and plants visits as well for information. 

Also, sometime there are restrictions by governments or companies whether you can publish any reports about them or not; for example large government projects based on licensing, tendering process etc. 

3. Which parameters do you consider in rating a company? 
As I said earlier, both qualitative and quantitative parameters are considered. The qualitative ones are difficult to identify and convert into their financial equivalent. We also take into account major comments made by auditors in the company reports, inventories, financial numbers, activities of management, directors’ trade of own company shares, feedback from market about company and its day to day management, quality of their products or services and what their customers are saying.  
Quantitative factors are difficult to believe because of disclosure and governance issues. All calculations can become null and void if promoters or management have made up their accounts for example case of Satyam Info way – their auditor was PwC but accounts were manipulated. So, meetings with management and their sites visits are very crucial in rating a company. It is difficult to create or to hide a whole new factory but it is easy to change numbers in an excel file. 

4. How do you measure specific dimensions such as competitiveness or innovativeness? 
We measure various qualitative factors and each analysts or company engaged in this business has a different view so common consensus is difficult. 

5. How do you measure investor confidence or management effectiveness in the company? 
Covered in the answer 4

6. Do you consider how much company is resilient against market forces such as shift in technology, consumer switching behaviour or competitors responses? 
If the company is pro-active they know what competitors may do next and they have planned their responses in advance is all competitors launch new products or services at the same time or technology changes. However, being resilient to macro forces is more important than resilient to being competitors. Macro forces have larger business and cultural shifts than competitors’ actions. 

7. Do you consider how much company’s business is sustainable? What are the dimensions you apply to measure that they are sustainable? 
Sustainability depends on three rates: company’s rate of progress, industry’s rate of change and rate of change of consumers’ trends. If company can keep pace of their innovations and growth with the other two then they can be sustainable, else they first lose market share and then in few years exit the business. 

This is also affected by rate of change of other industry or products also. Two big examples, 
People now consider wrist watch as jewellery as everyone use mobile and it tell you time with alarm and stop watch features. Smart phones now have a high mega pixel camera and video recording options hence, digital camera is not needed. Thus, one smart phone can affect two other products at the same time. Thus, new technological shifts can change the complete industry standards within days. Thus, now-a-days one should consider sustainability in terms of 6 months to 3 years rather than 10 to 15 years. 

8. What is the balance between financial and non-financial performance measures while analysing the company? 
Both are equally important in case management is honest and their governance standards are very high. 

9. Do you consider overall organisational performance in rating the company? Which dimensions it include? 
Yes. Performance should be analysed before valuing or rating a company or suggesting to potential investors. 

10. What is your perspective regarding ratings you provide and company’s performance? How do they influence each other? 
Ratings and performance are totally independent of each other. For example, Satyam Info way – everyone was off the guard. If disclosure and governance improve one can believe their accounts of performance and ratings. In case of China’s auto makers, they accounted sales of vehicles between warehouses as real sales and not the actual consumers’ personal purchase of vehicles as sales. Thus, GDP growth was good and vehicles sales was still declining. Therefore, in some cases you have to contact customer of customer to know the fact. Customs and excise houses can reveal real export data of companies. 
The only guidance of the companies we usually trust is who has long track record of consistent achievements. 

Also, debt ratings (AAA, BBB, BB etc) have implied guarantee because risk is low and investment is like you are a friend. Equity ratings (buy-hold-sell) are with a short term view of stock market prices and they don’t have an implied guarantee because equity investments is like being a partner in the business which is of high risk. So, being a friend or a partner is different and it has nothing to do with who company would pursue first and why. So, these ratings can not affect performance. The only possible relationship is performance and its news in the market would affect the ratings.    

Second reason is debt ratings consider large companies’ liquidity which has a long term view of 5, 7 to 10 years as maturity of bond coupons whereas stock price can go up and down in one trading session in the stock market. Thus, performance news annually can affect stock price for few days and may have no effects on debt ratings as company may improve the performance next year. So, debt ratings are really independent of organisational performance.  

11. How could we improve the rating system in favour of investors, companies, rating agencies and government regulators? 

Strict disclosure and governance standards only can improve ratings but for that all stakeholders have to work together.


12. Please, could you give your final advice on the top three parameters for organisational performance? 

a. Growth and decline in the industry based on technology 
b. Profitability 
c. Corporate governance 
I would not invest because of price like Warren Buffet for purely money purposes unless there are adequate corporate governance standards maintained by company. 








































INTERVIEW 8: 
LABDHI GROUP, TECHNICAL MANAGER – EQUITIES & COMMODITIES MARKETS
3.10.2013, 11:00 AM, 37 minutes 

1. What does the general process of rating a company involve?  
We do technical analysis and then detailed analysis of qualitative factors.  
At first, we measure the trend of the stock price and industry sector movement where they are in sync or not – downward or upward trend. Then, we compare one sector with other industry sectors. We measure market capitalization of the company and contribution it can make to the Indian economy. 
Secondly, we calculate financial risks, market risk and price – earning (P/E) ratio in addition to the business attractiveness. For example, IT sector may do well and technological innovations may affect other sectors such as Oil and Gas and FMCG. 
These first two steps would help to identify the company’s position in the industry and on the stock market. After this screening, we will look into detailed analysis. 

2. How long do you follow the company before giving a rating? Why?
This purely depends on what is the aim. If it is daily trading, then we go for 2 to 4 periods. Annual analysis would be about dividend and profit warning cycles. Usually we maintain the database for each company from its inception and on weekly basis showing detailed stock price movement on daily and hourly intra-day trading basis.    

We also measure how much company is able to progress in the fixed durations with change of speed of market. This would help us to make appropriate calculations for future progress and their target price. We would also use their production capacity or any expansion or JV in the pipeline. 

3. Which parameters do you consider in rating a company? 
Mainly financial performance as this is the evidence that company’s non-financial objectives are met.  Major parameters are sales growth, dividend growth, high beta stock trading movement, monopoly in the business and their order book for next two or three years. Rest other parameters restricts the business decisions. 

4. How do you measure specific dimensions such as competitiveness or innovativeness? 
For example, instead of measuring competitiveness and innovativeness of one company, it is better to measure that company and their competitors’ market share, number of patents and whether they have R&D centre or not, how many products they have for which consumer segment. Such data is readily available in the industry reports, company reports and company’s website now. 

5. How do you measure investor confidence or management effectiveness in the company? 
We don’t measure such dimensions but on the basis of our ratings, tips or analyses, investors’ confidence increases or decreases and then management attempts to improve their effectiveness. Not all analysts are in contact with every company so sometime company management get to know the feedback on their policies from market reports.   





6. Do you consider how much company is resilient against market forces such as shift in technology, consumer switching behaviour or competitors responses? 
For this we consider historical performance of company but we have large data for this and needs to do trend analyses for this along with updating sector data on a continuous basis.  
Company is resilient or not can be measured based on their continuous approach towards customers.  

7. Do you consider how much company’s business is sustainable? What are the dimensions you apply to measure that they are sustainable? 
Same as above but as I said previously, we don’t go into too much details of qualitative or non-financial performance factors unless it is a huge investment decisions. Technical analyses are so detailed with market, industry and national data that nothing else is required.  

8. What is the balance between financial and non-financial performance measures while analysing the company? 
We give 75% importance given to financial performance and 25% to non-financial performance. Personally, we trust financial performance and our detailed technical analyses more than 90% whereas our confidence in the rest of the published details is only about 50%. 

9. Do you consider overall organisational performance in rating the company? Which five most important dimensions organisational performance measurement should include? 
Yes, for providing ratings to large companies, one must consider overall organisational performance. 
Five most important dimensions are: 
d. technical chart analysis 
e. risk / growth measures based on industry and competition data 
f. index and stock price contribution or effects to each other 
g. % contribution by company to national GDP – this will enable investor to easily calculate market demand, market share and how much prospective the business is. 
h. Deficit against the liquidity. This is needed to know because chances of company being insolvent should be less than their each competitor on individual basis. 
If all these five points are not in favour of the company then one should not invest in that, or until further detailed analysis.  
 
10. What is your perspective regarding ratings you provide and company’s performance? How do they influence each other? 
Stock price ratings of buy-hold-sell are dependent of how company’s people are contributing such as investors, employees, customers and big financial institutions. Their confidence about the company is reflected in such ratings. 
Whereas other debt ratings such as AAA, BBB by CRISIL or Moody’s reflect their debt and earning, liquidity, governance and but may not reflect company’s actual performance data. Stock price and equity ratings are more closely related to company’s quarterly performance.  




11. How could we improve the rating system in favour of investors, companies, rating agencies and government regulators? 
It is up to government but in the stock markets, established, senior or experienced investors do not give any importance to these ratings. It is consider more of government business. 
















































INTERVIEW 9:
COMPANY SECRETARY AND INVESTMENT ADVISOR 
27.09.13, 3:00 PM, 21 minutes 

1. What general process do you follow to analyse a company before investing in it? Or say, how do you evaluate the company for your investments? 
Person behind the main project that’s promoters’ back ground is more important. IPO brochures and annual reports are prepared as all forward looking so all rest on promoters being honest. We also check the opinion about them in the market. After this, we check financial fundamentals such as dividend, growth, EPS, cost of capital and ROI. We also analyse the industry they are entering and how is the growth of industry.   

2. Do you rely on ratings when investing in the primary markets by CRISIL / S&P agencies or in secondary markets by analysts’ ratings of buy-hold-sell? 
I have some reservations about them and do not believe the ratings. We prefer own analyses better than anything else. There are many instances that IPO was graded very high investment grades by CRISIL and Moody’s and then price went down immediately. Quality of ratings is so poor that no intelligent investor believes them.

3. Do you do any detailed analysis yourself or buy reports from the industry for a particular company? 
Yes, as explained above. 

4. Which parameters of company you compulsorily analyse before making an investment apart from stock price movement such as 52 weeks high and low? 
We analyse management of the company, executive team profiles and then their financials. For margin trading, we do chart analyses. We can trust analysts for daily hold-buy-sell ratings but not these large ratings CRAs. How company will pay back their investors in the most important parameter. 

5. Do you consider non-financial factors such as employee satisfaction, patents, competitiveness, product quality, pollution in your investment decisions?     
They are important but not too much in detail. 

6. What do you prefer an Initial Public Offering by new company with unknown fundamentals or secondary markets offerings (rights issue of debentures, preference shares) of companies with known performance? 
It depends on company fundamentals and how many years of track record the company has. 

7. What is your say on company’s performance measurement? What should be they disclosing in their annual reports apart from P&L and Balance sheet? 
They have never changed the formats and forward looking statements so nothing more is expected. 

8. In your perspective, what are the five or six most important dimensions on which one can say that the company is performing well?
One should analyse the company’s market and its future prospects. If company is manufacturing and have more products in their portfolio then one should analyse their raw materials procurement whether it is indigenous or the company relies on the imports as imports may keep increasing their costs due to various reasons.  

The most important dimensions are: Promoter’s background in new companies, financial fundamentals and customer satisfaction feedback. 



















































INTERVIEW 10: 
INVESTOR 
27.09.13, 5 PM, 16 minutes 	  

1. What general process do you follow to analyse a company before investing in it? Or say, how do you evaluate the company for your investments? 
We look for profit, dividend, growth and market share. Company can sell anything from potatoes to aeroplanes, we don’t need to worry about the business line. If they know how to make money, it will be in their books of accounts such as P&L, and balance sheet.  

2. Do you rely on ratings when investing in the primary markets by CRISIL / S&P agencies or in secondary markets by analysts’ ratings of buy-hold-sell? 
No, these ratings are never reliable. They are a fashion for big companies so that they can convince investors to give them the money. 

3. Do you do any detailed analysis yourself or buy reports from the industry for a particular company? 
No, financial performance is good enough to know. If all management team cannot make even a million after whole year of hard work and all plants and employees facilities that means they do not know business, so no further analysis is needed to come at conclusion that company managers really do not know the business.  

4. Which parameters of company you compulsorily analyse before making an investment apart from stock price movement such as 52 weeks high and low? 
We analyse detailed stock price charts along with index movement and company’s news in the last 2 years. 

5. Do you consider non-financial factors such as employee satisfaction, patents, competitiveness, product quality, pollution in your investment decisions?     
Competitiveness yes as this is what the business is about. If they can perform better than their competition then they would generate profit for shareholders. 

6. What do you prefer an Initial Public Offering by new company with unknown fundamentals or secondary markets offerings (rights issue of debentures, preference shares) of companies with known performance? 
We invest in both. But, I prefer secondary market where there more past performance is available to analyse. 

7. What is your say on company’s performance measurement? What should be they disclosing in their annual reports apart from P&L and Balance sheet? 
It is all on the websites and on the stock exchange websites plus stock brokers’ websites so these reports are not needed now. Reports will always be positive and good. It is a simple fact, any CEO who is paid more than two or three million a year would not come and tell you that they don’t know how to do the business, otherwise they will not pay him his salary.   

8. In your perspective, what are the five or six most important dimensions on which one can say that the company is performing well?
As we need more ethical companies, we want them to pay profits, margins, dividends and bonuses after paying taxes. Companies with very strong balance sheets should run large charities for children and education.   
9.   Anything else, you would like to say.
It is ok. 
INTERVIEW 11: 
INVESTOR 
29.09.13, 9 AM, 22 minutes   

1. What general process do you follow to analyse a company before investing in it? Or say, how do you evaluate the company for your investments? 
We generally look for four or five very important dimensions. They are equity value, product’s importance in the market, potential for expansion or growth of business should be more than current industry average or say, more than 10% expected by analysts and finally, the margin or earnings standards as compared to the industry average and their nearest competitors. 

2. Do you rely on ratings when investing in the primary markets by CRISIL / S&P agencies or in secondary markets by analysts’ ratings of buy-hold-sell? 
In the Indian market, investors in general do not trust these ratings business however, CRISIL is trusted as it is a government enterprise and based on their process but ratings quality, the output is not that good. 

3. Do you do any detailed analysis yourself or buy reports from the industry for a particular company? 
We do all analyses ourselves. We don’t trust these ratings business. It is much more political than it seems. Ratings are for companies when they want to issue debt and get money from the market. They pay both to government and agencies. Payment is probably in the proportion to the money targeted from the market. 

4. Which parameters of company you compulsorily analyse before making an investment apart from stock price movement such as 52 weeks high and low? 
We do detailed analyses of past track record, past problems, dividend record. If it is an IPO then we look for promoter’s background, % share owned by promoters; and one to one strengths and weaknesses of core business and company’s image in the market. 

5. Do you consider non-financial factors such as employee satisfaction, patents, competitiveness, product quality, pollution in your investment decisions?     
We consider competition and innovations for product success in the market to see whether their new product would increase their market share or not. 

6. What do you prefer an Initial Public Offering by new company with unknown fundamentals or secondary markets offerings (rights issue of debentures, preference shares) of companies with known performance? 
We have more IPO business as they are sold out in advance like apple i-phone or luxury houses. Investors are able to sell shares on the day of listing getting good margin money. In the secondary market, we deal only in the specified A– group shares which are in the top 100 on the Bombay stock exchange or very renowned Tata or Birla group. 

7. What is your say on company’s performance measurement? What should be they disclosing in their annual reports apart from P&L and Balance sheet? 
They would never disclose strategic or confidential details citing various reasons. That is why we do stock price analysis in the market which is real time data. It is ‘performance affecting the ratings’ is an ideal condition but governance standards are low with companies and these agencies as they both have same profit making initiatives; and therefore, ratings usually never reflect what is actually companies are doing or what is going in the company management.  

8. In your perspective, what are the five or six most important dimensions on which one can say that the company is performing well?
The five most important ones are: 
a. Equity value
b. Future prospect of products 
c. Expansion potential or future production targets 
d. Market share against competitors 
e. If a company is from the large and established group such as TATA or Birla, then how other group companies are performing and what is the main concern within the whole group – leadership, finances, plants

9.   Anything else, you would like to say.

When the index value is too high with companies just performing normal and then it is a bubble or inflated index and investors should stay away or divest and take the money before a high fall. 

Ratings are politically influenced segment and reflect only 10% of company’s performance rather than 90%. Investors looking for guaranteed and sound returns should not think of equity markets as it is a high risk – high returns business.  
































APPENDIX – C– STAKHOLDERS INFLUENCING CORPORATE REPUTATION


Corporate reputation influencer ranking of stakeholders 


Kitchen and Laurence (2003) CRR 9 in 5B



























APPENDIX –D- DEFINITIONS OF CORPORATE REPUTATION


Source: Walker (2010)









APPENDIX – E – RAW DATA OF 128 COMPANIES FOR 54 DIMENSIONS 




TOO BIG TO PRINT HERE SO IT IS ATTACHED 
IN A SEPARATE DISK 
AND SUBMITTED WITH THE THESIS. 






































APPENDIX – F – SPSS OUTPUT OF STATISTICAL ANALYSES 

NORMALITY RESULTS 








































PRINCIPAL COMPONENTS ANALYSIS RESULTS 

Financial performance

	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.483

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	31.030

	
	df
	10

	
	Sig.
	.001



	Communalities

	
	Initial
	Extraction

	ROIC
	1.000
	.538

	QuickRatio
	1.000
	.460

	DebtEquityRatio
	1.000
	.518

	WACC
	1.000
	.472

	FreeCashFlow
	1.000
	.684

	Extraction Method: Principal Component Analysis.



	Component Matrixa

	
	Component

	
	1
	2

	WACC
	.656
	-.205

	DebtEquityRatio
	-.639
	.330

	FreeCashFlow
	.595
	.575

	ROIC
	.332
	.654

	QuickRatio
	-.381
	.561

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.

	Pattern Matrixa

	
	Component

	
	1
	2

	DebtEquityRatio
	-.714
	

	WACC
	.656
	.182

	QuickRatio
	-.633
	.267

	FreeCashFlow
	.162
	.806

	ROIC
	
	.730

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 5 iterations.



	Structure Matrix

	
	Component

	
	1
	2

	DebtEquityRatio
	-.716
	

	WACC
	.663
	.205

	QuickRatio
	-.624
	.244

	FreeCashFlow
	.190
	.811

	ROIC
	
	.727

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.



















Operational performance 


	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.486

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	29.890

	
	Df
	6

	
	Sig.
	.000




	Communalities

	
	Initial
	Extraction

	InventoriesChange
	1.000
	.616

	InventoryTurnover
	1.000
	.664

	WorkingCapitalRatio
	1.000
	.698

	OperatingMargin
	1.000
	.670

	Extraction Method: Principal Component Analysis.





	Component Matrixa

	
	Component

	
	1
	2

	WorkingCapitalRatio
	.782
	.295

	InventoryTurnover
	-.671
	.462

	InventoriesChange
	.334
	-.711

	OperatingMargin
	.476
	.666

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.




	Pattern Matrixa

	
	Component

	
	1
	2

	OperatingMargin
	.792
	.229

	WorkingCapitalRatio
	.790
	-.253

	InventoryTurnover
	-.220
	.779

	InventoriesChange
	-.198
	-.765

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 8 iterations.




	Structure Matrix

	
	Component

	
	1
	2

	WorkingCapitalRatio
	.796
	-.274

	OperatingMargin
	.786
	.208

	InventoryTurnover
	-.241
	.785

	InventoriesChange
	-.178
	-.760

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.





















Stakeholders’ satisfaction


	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.517

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	32.122

	
	df
	6

	
	Sig.
	.000




	Communalities

	
	Initial
	Extraction

	Incomeper1000employees
	1.000
	.888

	EmployeeGrowth
	1.000
	.692

	SYieldExDebt
	1.000
	.577

	PERatio
	1.000
	.430

	Extraction Method: Principal Component Analysis.












	Component Matrixa

	
	Component

	
	1
	2

	EmployeeGrowth
	.793
	.252

	SYieldExDebt
	-.704
	.285

	PERatio
	.629
	.186

	Incomeper1000employees
	-.125
	.934

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.




	Pattern Matrixa

	
	Component

	
	1
	2

	EmployeeGrowth
	.831
	.121

	PERatio
	.656
	

	SYieldExDebt
	-.623
	.395

	Incomeper1000employees
	
	.944

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 5 iterations.




	Structure Matrix

	
	Component

	
	1
	2

	EmployeeGrowth
	.823
	

	PERatio
	.650
	

	SYieldExDebt
	-.649
	.436

	Incomeper1000employees
	
	.938

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.











Competitiveness


	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.543

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	6.017

	
	df
	3

	
	Sig.
	.111




	Communalities

	
	Initial
	Extraction

	IntangibleAssetsGrowth
	1.000
	.959

	TechAdvantage
	1.000
	.682

	RandDtoCashFlow
	1.000
	.539

	Extraction Method: Principal Component Analysis.







	Component Matrixa

	
	Component

	
	1
	2

	RandDtoCashFlow
	.715
	.166

	TechAdvantage
	.663
	.492

	IntangibleAssetsGrowth
	-.548
	.811

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.




	Pattern Matrixa

	
	Component

	
	1
	2

	TechAdvantage
	.832
	.149

	RandDtoCashFlow
	.692
	-.170

	IntangibleAssetsGrowth
	
	.978

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 4 iterations.




	Structure Matrix

	
	Component

	
	1
	2

	TechAdvantage
	.812
	

	RandDtoCashFlow
	.714
	-.260

	IntangibleAssetsGrowth
	-.132
	.979

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.





















Growth

	Pattern Matrixa

	
	Component

	
	1
	2

	SustainableGrowthRate
	.777
	.629

	C3yrAGIncome
	.777
	-.629

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 1 iterations.




	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.500

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	5.596

	
	Df
	1

	
	Sig.
	.018




	Communalities

	
	Initial
	Extraction

	C3yrAGIncome
	1.000
	1.000

	SustainableGrowthRate
	1.000
	1.000

	Extraction Method: Principal Component Analysis.







	Component Matrixa

	
	Component

	
	1
	2

	SustainableGrowthRate
	.777
	.629

	C3yrAGIncome
	.777
	-.629

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.




	Structure Matrix

	
	Component

	
	1
	2

	SustainableGrowthRate
	.777
	.629

	C3yrAGIncome
	.777
	-.629

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.



























Stakeholders’ satisfaction (for resilience)

	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.521

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	104.588

	
	Df
	28

	
	Sig.
	.000



	Communalities

	
	Initial
	Extraction

	InterestCoverRatio
	1.000
	.073

	DebtAssetsRatio
	1.000
	.262

	WACofDebt
	1.000
	.627

	AcPayableTODays
	1.000
	.746

	CashConversionCycle
	1.000
	.456

	AcReceivableTurnover
	1.000
	.293

	SalesGrowthYoY
	1.000
	.477

	CustomerRetention
	1.000
	.417

	Extraction Method: Principal Component Analysis.











	Component Matrixa

	
	Component

	
	1
	2

	SalesGrowthYoY
	.658
	-.210

	CashConversionCycle
	.597
	.316

	CustomerRetention
	-.580
	.284

	InterestCoverRatio
	.248
	-.105

	WACofDebt
	-.497
	.617

	AcPayableTODays
	.607
	.614

	AcReceivableTurnover
	
	.539

	DebtAssetsRatio
	
	.504

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.



	Pattern Matrixa

	
	Component

	
	1
	2

	WACofDebt
	-.713
	.345

	SalesGrowthYoY
	.684
	

	CustomerRetention
	-.645
	

	InterestCoverRatio
	.269
	

	AcPayableTODays
	.287
	.814

	CashConversionCycle
	.405
	.541

	AcReceivableTurnover
	-.183
	.510

	DebtAssetsRatio
	-.133
	.494

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 8 iterations.

	
Structure Matrix

	
	Component

	
	1
	2

	WACofDebt
	-.713
	.346

	SalesGrowthYoY
	.684
	

	CustomerRetention
	-.645
	

	InterestCoverRatio
	.269
	

	AcPayableTODays
	.287
	.814

	CashConversionCycle
	.405
	.540

	AcReceivableTurnover
	-.183
	.510

	DebtAssetsRatio
	-.133
	.494

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.



Organisational effectiveness

	Pattern Matrixa

	
	Component

	
	1
	2

	AchieveClevelTargets
	.823
	.149

	TakingCoForward
	.816
	.220

	RemunerationControl
	.796
	-.135

	BusinessPolicyControl
	.790
	.264

	CoAgility
	.713
	

	SelfInterestControl
	.681
	-.284

	CultureControl
	.674
	-.142

	WomenOnBoard
	.652
	-.155

	InternalClevelExe
	.314
	.704

	WomenInWorkforce
	.248
	-.699

	NonExDirectors
	.267
	-.616

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 6 iterations.




	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.846

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	587.522

	
	df
	55

	
	Sig.
	.000











	
Communalities

	
	Initial
	Extraction

	AchieveClevelTargets
	1.000
	.666

	TakingCoForward
	1.000
	.665

	NonExDirectors
	1.000
	.496

	WomenOnBoard
	1.000
	.478

	WomenInWorkforce
	1.000
	.598

	InternalClevelExe
	1.000
	.534

	RemunerationControl
	1.000
	.682

	BusinessPolicyControl
	1.000
	.636

	CultureControl
	1.000
	.501

	CoAgility
	1.000
	.537

	SelfInterestControl
	1.000
	.597

	Extraction Method: Principal Component Analysis.













	Component Matrixa

	
	Component

	
	1
	2

	RemunerationControl
	.825
	

	AchieveClevelTargets
	.778
	.246

	TakingCoForward
	.753
	.314

	SelfInterestControl
	.749
	-.190

	CoAgility
	.733
	

	BusinessPolicyControl
	.716
	.352

	CultureControl
	.706
	

	WomenOnBoard
	.688
	

	InternalClevelExe
	.129
	.719

	WomenInWorkforce
	.427
	-.645

	NonExDirectors
	.424
	-.562

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.




	Structure Matrix

	
	Component

	
	1
	2

	RemunerationControl
	.815
	-.245

	AchieveClevelTargets
	.803
	

	TakingCoForward
	.786
	.108

	BusinessPolicyControl
	.754
	.155

	CoAgility
	.727
	-.195

	SelfInterestControl
	.720
	-.378

	CultureControl
	.694
	-.235

	WomenOnBoard
	.674
	-.245

	WomenInWorkforce
	.344
	-.733

	InternalClevelExe
	.217
	.661

	NonExDirectors
	.352
	-.653

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.











Corporate governance 

	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.896

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	1348.629

	
	Df
	28

	
	Sig.
	.000




	Communalities

	
	Initial
	Extraction

	QualityCerti
	1.000
	.958

	SafetyCerti
	1.000
	.847

	TradeCerti
	1.000
	.839

	AccountingPractices
	1.000
	.886

	StockMktCerti
	1.000
	.842

	EmployeeRights
	1.000
	.879

	ConsumerRights
	1.000
	.918

	HumanRights
	1.000
	.832

	Extraction Method: Principal Component Analysis.











	Component Matrixa

	
	Component

	
	1
	2

	ConsumerRights
	.957
	

	EmployeeRights
	.937
	

	AccountingPractices
	.931
	-.140

	SafetyCerti
	.920
	

	HumanRights
	.912
	

	StockMktCerti
	.896
	-.195

	TradeCerti
	.886
	-.235

	QualityCerti
	.694
	.691

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.



	Pattern Matrixa

	
	Component

	
	1
	2

	TradeCerti
	.994
	-.152

	StockMktCerti
	.972
	-.103

	AccountingPractices
	.959
	

	SafetyCerti
	.859
	.102

	EmployeeRights
	.849
	.144

	ConsumerRights
	.839
	.189

	HumanRights
	.815
	.155

	QualityCerti
	
	.933

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 4 iterations.



	Structure Matrix

	
	Component

	
	1
	2

	ConsumerRights
	.946
	.663

	AccountingPractices
	.941
	.511

	EmployeeRights
	.930
	.624

	SafetyCerti
	.916
	.588

	StockMktCerti
	.914
	.446

	TradeCerti
	.908
	.410

	HumanRights
	.903
	.616

	QualityCerti
	.605
	.977

	



Stakeholders’ satisfaction (for sustainability)

	KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.758

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	1276.642

	
	df
	36

	
	Sig.
	.000




	Communalities

	
	Initial
	Extraction

	CSRwithinFirm
	1.000
	.569

	CSRinCommunity
	1.000
	.708

	CommunitySpending
	1.000
	.745

	AirPolluControl
	1.000
	.897

	WaterPolluControl
	1.000
	.761

	LandPolluControl
	1.000
	.876

	WasteRecycleControl
	1.000
	.821

	RenewableEnergy
	1.000
	.789

	ConservationControl
	1.000
	.854

	Extraction Method: Principal Component Analysis.








	Component Matrixa

	
	Component

	
	1
	2

	ConservationControl
	.923
	-.050

	LandPolluControl
	.903
	-.246

	WasteRecycleControl
	.902
	-.089

	AirPolluControl
	.901
	-.291

	RenewableEnergy
	.888
	.029

	WaterPolluControl
	.853
	-.185

	CSRwithinFirm
	.746
	.112

	CSRinCommunity
	.668
	.512

	CommunitySpending
	.420
	.754

	Extraction Method: Principal Component Analysis.

	a. 2 components extracted.




	Pattern Matrixa

	
	Component

	
	1
	2

	AirPolluControl
	1.004
	-.161

	LandPolluControl
	.978
	-.112

	WaterPolluControl
	.894
	-.055

	WasteRecycleControl
	.880
	.058

	ConservationControl
	.876
	.104

	RenewableEnergy
	.795
	.184

	CSRwithinFirm
	.614
	.250

	CommunitySpending
	-.079
	.893

	CSRinCommunity
	.298
	.672

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.a

	a. Rotation converged in 4 iterations.












	Structure Matrix

	
	Component

	
	1
	2

	AirPolluControl
	.936
	.260

	LandPolluControl
	.930
	.299

	ConservationControl
	.919
	.472

	WasteRecycleControl
	.904
	.428

	RenewableEnergy
	.873
	.519

	WaterPolluControl
	.871
	.321

	CSRwithinFirm
	.719
	.509

	CommunitySpending
	.297
	.860

	CSRinCommunity
	.580
	.797

	Extraction Method: Principal Component Analysis. 
 Rotation Method: Oblimin with Kaiser Normalization.





























APPENDIX – G – LIST OF POTENTIAL PUBLICATIONS FROM THIS THESIS 

Conceptual paper 1
 ‘The need of a new organisational performance based corporate ratings system’ 
Current system of credit ratings and credit ratings agencies are heavily criticised for their role in providing higher ratings just prior to the defaults of big companies. Detailed analyses of credit ratings and methodologies of major CRAs: Standard and Poor, Moody, Morningstar and Scope reveal the conceptual and administrative flaws. This paper suggests a new approach based on time tested merit of companies that is overall organisational performance as a sole basis to derive rating. This application of such a concept would not only nullify a conceptual problem of what to measure for deriving a rating but also fill the strategy – performance gaps for company managers and develop a ‘strategy – performance – rating’ positive and upward spiral for companies as compared to current ‘credit rating – financial capital – costs’ downward spiral for companies. This paper aims to generate insights into how ratings could be improved with an application of new perspective of analysing and measuring organisational performance. 














Review paper 2
 ‘Measuring organisational performance through stability, resilience and sustainability’ 

This paper aims provide clarity over how could we measure overall organisational performance (OP) based on overarching dimensions of stability, resilience and sustainability in two parts. The first part of a detailed review of literature for organisational performance and its measurement reveal a clear and wide ranging gap between researchers who study OP as a theory and researchers who study OP as a framework to measure it. Exploring further, performance measurement theories and major frameworks developed from the performance measurement matrix (1989) to the performance prism (2003) were analysed.  

The second part of paper consists of metaphor application and development of theoretical propositions of detailed measurement. To remove any problems of overlapping concepts and confusion regarding what could be measured as dimensions of overall organisational performance (OP), a metaphor was applied to explain stability, resilience and sustainability as main and over-arching dimensions of overall OP. The review extends into theoretical propositions of detailing 54 dimensions from literature measuring 9 sub-dimensions which ultimately combines into 3 dimensions of stability, resilience and sustainability. This paper makes a case for stability, resilience and sustainability as major dimensions of overall organisational performance and confirms OP as a multi-level and multi-dimensional construct.






Full paper 3
‘Organisational performance measurement based corporate ratings’
This paper utilises the previous research propositions from same author about applying organisational performance (OP) as a solution to improvements needed in the current credit ratings system and a set of stability, resilience and sustainability as an overarching dimensions of OP. One industry leading company each from automotive, oil and gas, technology manufacturing, pharmaceutical, retail, mobile telecommunications; and software consulting industry was analysed to assess their achievement of performance in terms of stability, resilience and sustainability. The research study was based on qualitative analyses of secondary data collected from these 7 companies’ official annual, sustainability and social responsibility reports for the year 2012. Primary data was collected through semi-structured interviews of 16 managers and experts; and 10 trading analysts and investors to assess their views and agreement on dimensions and measurement of OP and its links with ratings. Findings suggest that none of the seven companies analysed were able to achieve full potential of OP in terms stability, resilience and sustainability. It is found that 80% of interviewees agreed for performance based ratings and confirmed performance should affect the ratings as a sequence of events.      












Full paper 4
 ‘Multi industry application of organisational performance measurement for deriving new corporate ratings’

This paper investigates application of organisational performance measurement as a method to derive newly conceptualised corporate ratings. It further examines applicability of stability, resilience and sustainability as major dimensions to measure overall OP. 

The study collected 2012 data for 54 dimensions for 128 companies in manufacturing and service industries. Sample of 128 companies was derived from publicly traded companies in 7 industries from UK, USA and India stock exchanges. Principal components analysis and multiple discriminant analysis was applied to derive the final rating formula based OP. New corporate ratings were given applying discriminant coefficients to stability, resilience and sustainability dimensions of OP. 

Final set of new corporate ratings was compared against long term credit ratings given by S&P for 2012. Also, both ratings were compared for their predictive accuracy based on 2012 – 2015 3 years cumulative average growth rate of enterprise value as benchmarking dependent variable.

Findings suggested that there is significant difference between new OP based corporate ratings and credit ratings. New corporate ratings had better predictive accuracy in 2012 data that how sample companies would perform in the future. Other major finding was that sustainability has higher contribution to overall OP when compared to stability’s contribution in measuring overall OP, this was evident from results of discriminant analyses. This suggest that organisational effectiveness, corporate governance and external stakeholders’ satisfaction could enable companies to achieve desired levels of stability and resilience ultimately resulting in higher overall OP.
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Ratings at the AAA level reflect an opinion of the strongest credit qualit with the lowest default rsk.

Ratings at the AA level reflect an opinion of strong credit quality with very low defaultrisk.

Ratings at the A level reflect an opinion of good credit quality with low default isk.

Ratings at the BB level reflect an opinion of moderate credit quality with acceptable default isk.
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