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 recent research study finds a link between purpose,
A
corporate profitability and significant positive riskadjusted stock returns, based on a private survey of
about 500,000 employees in 429 firms.
 he link did not exist uniformly across all “high-purpose”
T
companies — just among those where management
conveyed expectations and empowered employees to
succeed clearly. Further, the link was not driven by
senior management but by midlevel managers.
 he study validates the importance of purpose as an
T
aspect of corporate culture with measurable bottom-line
impact. It also raises the possibility that if purpose could
be observed by outside investors it could be a valuable
input to stock valuation.

This paper draws from the results in Gartenberg, C.M., Prat, A. and Serafeim, G., 2018. "Corporate purpose and financial performance." Organization
Science, forthcoming. One of the authors, George Serafeim, conducts joint research with Calvert aimed at enhancing public education and knowledge
related to Responsible Investing and business practices; he receives compensation for this work.

2 | Managing human capital for value creation | February 2019		

Is there a link between a workforce that feels a sense of
purpose and meaning at the workplace and a company’s
financial performance?
The common-sense supposition is that there should be.
Indeed, in the 1990s, strategy scholars initially proposed
that instilling a shared sense of purpose should be the
primary role of top management rather than setting
strategy.1 They envisioned a shift in the corporate model
away from the old doctrine of “strategy, structure and
systems,” to one based on “purpose, process and people.”
The need for a new model focused on human capital
became increasingly clear as the composition of corporate
balance sheets was transformed from tangible assets to
intangible ones. In 1985, assets like steel mills, factories
and computer mainframes represented two-thirds of S&P
500 corporate assets, but now comprise just 16%. 2
The intangible assets that have replaced them, such as
software, social media and video streaming, are the
products of companies with talented, engaged
employees who find purpose and meaning in their
work. The productivity, efficiency and innovation they
achieve are hallmarks of successful firms, so there
appears to be value in devising a measurement of
corporate purpose and testing whether it correlates
with strong financial performance.
The balance-sheet shift has coincided with the rise of
Responsible Investing, which originated with Calvert and
others in the 1970s with the goal of curbing the most
deficient aspects of corporate environmental, social and
governance (ESG) policies — what we call ESG 1.0.
However, Responsible Investing has also evolved in
recent years to focus on the positive impact it can have
both on society and financial performance (ESG 2.0). All
companies must address a range of ESG factors that
materially affect their industries. Past research shows
that companies improving their performance on industryspecific material ESG issues outperform their competitors
in the future both in terms of accounting and stock
market performance. 3 Human capital, and in particular an
engaged workforce with a strong sense of meaning and
purpose at work, can be one of the most important
material ESG factors for many industries.

Linking purpose and performance
In more than two decades since the fundamental
importance of corporate purpose was proposed, there
has been little progress in linking it with performance.
One reason for this may be a lack of measurement
methodologies to systematically evaluate purpose across
firms and years.
To address the measurement challenge, the original
study authored by Gartenberg, Prat and Serafeim had
access to survey responses of about 500,000 employees
in 429 firms over six years, across a broad range of
industries, all domiciled and listed in the U.S. In this
proprietary survey, compiled by the Great Places to Work
Institute, employers were rated in terms of a wide variety
of organizational characteristics, including workplace
collegiality, management and the nature of the job itself.
Critically, this survey allows us to circumvent
management’s perception about the strength of purpose
at the firm, which can be self-serving and biased. We
consider companies with strong purpose to be those in
which employees, in the aggregate, have a strong sense
of the meaningfulness and collective impact of their
work.4 In an organization where people have a strong
sense of purpose, employees feel:
■■

That their work has special meaning — it is not just a job.

■■

Good about the ways they contribute to the community.

■■

A sense of pride in what they accomplish.

■■

Proud to tell others where they work.

Of course, such positive attitudes don’t necessarily lead
to a positive bottom-line impact. For example, we
adopted a working definition of purpose as “a concrete
goal or objective for the firm that reaches beyond profit
maximization.” Critics have pointed out that such a focus
on purpose could draw attention away from shareholder
returns and ultimately lead to financial underperformance,
especially if it doesn’t enhance employee productivity.
Similarly, in cases where companies define purpose in
terms of goals such as universality, global responsibility
or human values, these can divert attention from
shareholder returns.

1
Bartlett, Christopher A., and Ghoshal, Sumantra. "Changing the role of top management: Beyond strategy to purpose." Harvard Business Review 72, no. 6
(1994): 79-88.
2
OceanTomo.com, “Intangible Asset Market Value Study,” 2017.
3
Khan, Mozaffar and Serafeim, George and Yoon, Aaron. "Corporate Sustainability: First Evidence on Materiality." The Accounting Review, Vol. 91, No. 6
(2016), pp. 1697-1724. Available at SSRN: https://ssrn.com/abstract=2575912.
4
Our universe includes companies that may have low ESG scores on other factors. The goal of this paper is to isolate the impact corporate purpose may have
on financial performance. It is not meant as a substitute for a broader ESG analysis.
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This criticism bolsters the case for the kind of empirical
research we have conducted, to provide evidence
about the nature of the relationship between the
strength of employee beliefs in a corporate purpose
and performance.

Types of purpose
In our highest-level analysis, we aggregated employee
responses like the four cited above into an overall
measure of purposefulness. That measure was then
associated with two common performance metrics —
future return on assets (ROA) or Tobin’s Q. 5 To avoid the
concern that higher performance causes higher sense of
purpose (i.e., reverse causality), we controlled for the
level of current financial performance and estimate the
effect of current sense of purpose on next year’s financial
performance. We also included controls for the industry
in which a firm operates, firm size and other financial
characteristics. This analysis found no association
between strength of employee beliefs in a corporate
purpose and performance.

However, using a statistical technique that allowed us to
model the commonality in the survey responses and
reduce the multidimensionality of the data, we
identified two distinct categories within firms that
qualified as “high purpose.” The first type, high
Purpose/Camaraderie organizations, includes
companies that also score high on dimensions of
workplace camaraderie (e.g., fun and family-like
workplace environments).
The second type, high Purpose/Clarity organizations,
also scored high on dimensions of management clarity
(e.g., workplaces where management makes
expectations and resources to succeed clear).
When we replaced our aggregate measure of purpose
with the factor measures capturing the two types of
purpose organizations, we find that only the high
Purpose/Clarity organizations exhibited superior financial
performance (Exhibit A, left). Purpose/Camaraderie
organizations did not have any particular association with
higher financial performance (Exhibit A, right).

Exhibit A
Firms with strong purpose and clear direction from management outperformed.
Results for six years ended December 2011.
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Source: Gartenberg, C.M., Prat, A. and Serafeim, G., 2018. "Corporate purpose and financial performance." Organization Science, forthcoming.
5
Return on assets is EBIT over average total assets. Tobin’s Q is total assets plus market value of equity minus book value of equity at calendar year-end over
total assets.
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The might of middle managers
Too much media attention is paid to legendary CEOs and
how they drive organizational performance. The rest of
the workforce is typically treated as a necessary cost of
operations rather than as important organizational levers
of value creation. Our analyses show that this perception
is misguided.
To explore further the association between purpose and
performance, we separated our firm-level measures of
purpose into measures at each of five hierarchical levels
of the organization (i.e., executives and senior managers,
sales force, middle managers, salaried professionals and
hourly workers).
This analysis revealed that only middle managers and
salaried professionals drove the relation between high
Purpose/Clarity organizations and financial performance.
This finding does not imply that middle managers and
salaried professionals were the only ones reporting
purposeful work. To the contrary, we found systematic
differences across levels of employees: The more senior
the employee, the stronger is the perceived purpose of
the organization.
As Exhibit B highlights, high Purpose/Clarity
organizations earned significant positive risk-adjusted
stock returns — i.e., alpha — of 6.9% annually (Exhibit B),
over the six years studied, from January 2006 to

December 2011. When we disaggregated the results for
high Purpose/Clarity organizations, those driven
primarily by middle managers had alpha of 7.6%.
Professional/technical firms with high Purpose/Clarity
had alpha of 5.9%.
The alpha was derived using a multifactor model based
on the Fama-French market capitalization-weighted
market index. The model also controlled for the smallcap factor, the value factor and the momentum factor
(Fama and French 1993, Carhart 1997). Because stock
valuations represent the market’s assessment of future
earnings potential, this reinforces the observation that
reverse causality is not likely to be an issue here.
In our research, we hypothesized that the important role
played by midlevel managers is justified by their location
in the intersection between frontline workers and senior
executives. Middle management is where the "rubber
meets the road" — where high-level aspirational
statements by senior executives are implemented, in
terms of how the organization attracts, retains and
develops talent, how it treats its customers, and how it
interacts with its communities. Middle managers are
uniquely positioned to play important roles in both
strategy development and implementation. They have
relationships both up and down the formal organization,
which enables them to translate abstract strategic ideas
into action.

Exhibit B
Middle managers were the strongest alpha drivers for high Purpose/Clarity organizations.
Results for six years ended December 2011.

High Purpose-Clarity

High Purpose-Clarity
Middle Managers

High Purpose-Clarity
Professional/Tech Staff

Annualized Alpha

6.9%

7.6%

5.9%

Market Beta

0.88

0.84

0.83

Small-Cap Factor Beta

0.45

0.45

0.50

Value Factor Beta

0.17

0.14

0.18

Momentum Factor Beta

-0.33

-0.34

-0.31

Adjusted R-Squared

0.85

0.85

0.88

Source: Gartenberg, C.M., Prat, A. and Serafeim, G., 2018. "Corporate purpose and financial performance." Organization Science, forthcoming. Table
shows estimates from calendar time portfolios of an investment strategy that buys the stocks of firms scored each year at the top quintile of PurposeClarity and holds the portfolio for one year at which point it is updated with the new ranking of firms. The portfolios are formed on each January 1. Each
month the returns of each firm in the portfolio are equally weighted and aggregated, thereby constructing a portfolio return. The time-series of 72
monthly stock returns is then regressed on risk premiums for the market, as represented by the Fama-French market capitalization-weighted market
index. The model also controls for the small size factor, the value factor and the momentum factor (Fama and French 1993, Carhart 1997).
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Ruling out alternative explanations
There are several alternative explanations for the results
we have presented — unobserved factors that might be
supplanting or replacing high Purpose/Clarity in its
correlation with performance. However, we found none
of the alternative explanations to be persuasive, as they
did not fit the results from the empirical analyses.
For example, reports of purposeful work might be tied to
compensation levels. However, as we have noted, the
most highly compensated group in the corporate
hierarchy — senior executives — were not found to have
any association with performance. Further, we examined
the association between high Purpose/Clarity and
average levels of variable compensation and salary and
found no evidence of correlation.
Moreover, we examined whether the results stemmed
from reverse causality — the possibility that strong current
or anticipated performance might be driving a high sense
of purpose among employees. If reverse causality
explained the link, one would expect senior executives and
the sales force to be the most logical drivers of the
association because their compensation is typically tied to
firm performance. Nevertheless, we established no
association for the high clarity and purpose reported by
senior executives or the sales force with firm performance.

An even less persuasive argument is that workers find
purpose in a singular focus on profit maximization of the
firm. While we cannot definitively rule out this possibility,
we believe this interpretation is unlikely. It is inconsistent
with the spirit of agency theory, where exactly the
opposite is assumed for individual behavior. As a rule,
incentives for the firm and employee need to be aligned
because agents are not motivated on their own to make
other people rich.

The potential for purpose in stock valuation
We view this paper as a first attempt to provide
empirical evidence on the value of corporate purpose —
one that leaves many unanswered questions, but opens
the door for future research. Importantly, our study
provides evidence of the importance of human capital
and purpose as an ESG factor — an aspect of corporate
culture with measurable bottom-line impact. It also
raises the possibility that if purpose could be observed
by outside investors — unlike the information gleaned
from a private survey — it could be a significant input to
stock valuation. In the section that follows, Calvert
outlines recent research on methodologies for
achieving that goal.

Calvert's mission to better measure human capital management
John Streur
President & Chief Executive Officer
Calvert Research and Management

Emma Doner, AVP
ESG Research Analyst
Calvert Research and Management

Calvert mapped the current landscape of information
widely available to investors to explore if and how key
aspects of human capital management — purpose and
clarity — can be accurately measured and translated into
investment models.
Calvert employs a proprietary framework that generates
quantitative key performance indicators (KPIs) derived
from public information reported by companies and
employees, concentrated on environmental, social and
governance (ESG) factors. KPIs allow analysts to measure
qualitative information, and rate and rank company
performance relative to peers. Analysts are able to
identify companies that are improving, leading or lagging
compared to the industry standard.
The vast majority of Calvert’s data-driven ESG models
include information on workplace management strategies,
trends and outcomes. Calvert’s modeling system
encompasses 200+ unique peer groups, which are based
on exposure to similar ESG risks. Approximately 90% of the
models include at least one KPI on workforce management.

6 | Managing human capital for value creation | February 2019		

Of the two concepts — purpose and clarity — the latter
proved more amenable to initial efforts at quantification.
We were able to assemble widely reported information
and scalable KPIs on tangible concepts that pointed to
clarity within an organization. The type of information that
we examined included regular career development
interviews, continuous employee feedback and investment
in training. All of these may signal to investors that
employees have the appropriate guidance and tools in
place to do their jobs well.
In contrast, the idea of purpose, a more intangible metric,
is difficult to measure. There is a growing amount of
information available, for example, on companies’ use and
outcomes of engagement surveys, as well as employeereported feedback aggregated through third-party
websites. However, both investors and companies see
limitations on using this data to generate reliable,
repeatable indicators of a positive, “purposeful”
atmosphere for employees that might result in superior
firm performance.
Putting purpose to the test
Despite such shortcomings, we believed it would be
valuable to see what, if anything, currently available
tangible inputs of human resource management, as
proxies for purpose and clarity, could tell us. We extracted
and isolated human resource indicators broadly used in
our investment models, and tested the specific data set
against return on assets (ROA), return on invested capital
(ROIC) and return on equity (ROE).
For two sectors — financials and information technology
— our tests found a strong positive link between
commonly reported, quantifiable KPIs on a company’s
management of people and fundamental financial
performance. Companies in the top two quintiles of ROA,
ROIC and ROE scored better than peers on human
resource management KPIs. In remaining sectors, our
tests did not find a significant positive or negative link.

Two companies in our info tech dataset offer examples of
a commitment to purpose and clarity. A manufacturer of
computer components reports that 96% of its employees
believe that its products are making a positive impact on
the world. Further, 90% of employees would recommend
it as a great place to work, and the firm boasts 5.1%
employee turnover — well below the industry average of
approximately 9%. An energy company company
implemented a “leader as a coach” program — a model to
help managers facilitate team growth and development.
The company is replacing annual performance reviews
with regular check-ins, and sourcing employee feedback
from a wider range of contributors.
Building on today’s metrics
Information available to investors on human capital
management continues to evolve, driven by advances in
management strategy, better understanding of
meaningful metrics and greater corporate disclosure.
Investors like Calvert have an important role as advocates
to encourage and guide that evolution.
Calvert’s bottom-up approach is uniquely suited to
identifying companies with innovative approaches to
purpose and clarity. Our process combines traditional
data with proprietary ESG research, which includes
ongoing engagement with management to better
understand corporate culture. Because generally
available data on human capital management is
inconsistent and deficient in many respects, Calvert
views it as an attractive source of alpha that we can
capitalize on with our expertise and commitment. This
includes ongoing development and refinement of KPIs
that help us better quantify aspects of workplace
management that are relevant to financial performance.
We are in the early days of developing investment models
that do justice to the impact of purpose and clarity, but
believe that the potential benefits are significant for
investors, companies and society as a whole.
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About Eaton Vance
Eaton Vance provides advanced investment strategies and wealth management solutions to forward-thinking investors around the world.
Through principal investment affiliates Eaton Vance Management, Parametric, Atlanta Capital, Hexavest and Calvert, the Company offers a
diversity of investment approaches, encompassing bottom-up and top-down fundamental active management, responsible investing,
systematic investing and customized implementation of client-specified portfolio exposures. Exemplary service, timely innovation and
attractive returns across market cycles have been hallmarks of Eaton Vance since 1924. For more information, visit eatonvance.com.
About Calvert Research and Management
Calvert Research and Management is a leader in Responsible Investing, with approximately $12.2 billion of mutual fund and separate account
assets under management as of December 31, 2018. The company traces its roots to Calvert Investments, which was founded in 1976 and
was the first to launch a socially responsible mutual fund that avoided investment in companies that did business in apartheid-era South
Africa. Today, the Calvert Funds are one of the largest and most diversified families of responsibly invested strategies, encompassing
actively and passively managed strategies, U.S. and international equity strategies, fixed-income strategies and asset allocation strategies.
For more information, visit calvert.com.
Important Information and Disclosure
Investing entails risks and there can be no assurance that Eaton Vance, or its affiliates, will achieve profits or avoid incurring losses. It is not
possible to invest directly in an index. Past performance is no guarantee of future results.
A company’s overall corporate responsibility profile is only one factor Calvert considers when evaluating a company for potential investment,
and alone does not provide information reasonably sufficient upon which to base an investment decision and should not be relied upon as
investment advice. References to individual companies are provided for informational purposes only and are intended only to illustrate
certain relevant environmental, social and governance factors. This information does not constitute an offer to sell or the solicitation to buy
securities. The information presented has been developed internally and/or obtained from sources believed to be reliable; however, Calvert
does not guarantee the accuracy, adequacy or completeness of such information. Opinions and other information reflected in this material
are subject to change continually without notice of any kind and may no longer be true after the date indicated or hereof.
This material is presented for informational and illustrative purposes only as the views and opinions of Eaton Vance as of the date hereof. It
should not be construed as investment advice, a recommendation to purchase or sell specific securities, or to adopt any particular investment
strategy. This material has been prepared on the basis of publicly available information, internally developed data and other third party
sources believed to be reliable. However, no assurances are provided regarding the reliability of such information and Eaton Vance has not
sought to independently verify information taken from public and third party sources. Any current investment views and opinions/analyses
expressed constitute judgments as of the date of this material and are subject to change at any time without notice. Different views may be
expressed based on different investment styles, objectives, opinions or philosophies. This material may contain statements that are not
historical facts, referred to as forward-looking statements. Future results may differ significantly from those stated in forward-looking
statements, depending on factors such as changes in securities or financial markets or general economic conditions. Actual portfolio
holdings will vary for each client. Different views may be expressed based on different investment styles, objectives, opinions or philosophies.
Mutual Funds are distributed by Eaton Vance Distributors, Inc. (EVD). Two International Place, Boston, MA 02110, (800) 225-6265. Member
FINRA/SIPC.
Eaton Vance Investment Counsel. Two International Place, Boston, MA 02110. Eaton Vance Investment Counsel is a wholly owned subsidiary
of Eaton Vance Corporation and is registered with the SEC as an investment adviser under the Advisers Act.
Eaton Vance Management (International) Limited (EVMI) 125 Old Broad Street, London, EC2N 1AR, United Kingdom, is authorized and
regulated in the United Kingdom by the Financial Services Authority.
EVMI is a wholly owned subsidiary of EVM is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC“) and is a wholly owned subsidiary of Eaton Vance Corp. (“EVC”). The non-voting common stock of EVC, parent company of EVM, is
publicly traded on the NYSE under the symbol “EV”. For purposes of this material, “Eaton Vance” or the “Firm” is defined as all three entities
operating under the Eaton Vance brand.
EVMI markets the services of the following strategic affiliates: Parametric Portfolio Associates® LLC ("PPA") (an investment advisor registered
with the SEC and is a majority owned subsidiary of EVC. Hexavest Inc. ("Hexavest") is an investment advisor based in Montreal, Canada and
registered with the SEC in the United States, and has a strategic partnership with Eaton Vance, who owns 49% of the stock of Hexavest.
Calvert Research and Management ("CRM") is an investment advisor registered with the SEC and is a wholly owned subsidiary of EVM. This
material is issued by EVMI and is for professional investors/accredited investors only.
In Singapore, EVMI has a wholly owned subsidiary, namely Eaton Vance Management International (Asia) Pte. Ltd. (“EVMIA”), 8 Marina View,
#07-05 Asia Square Tower 1, Singapore 018960, which holds a Capital Markets License under the Securities and Futures Act of Singapore
(CMS100185-1) and regulated by the Monetary Authority of Singapore. This material is to be distributed to Accredited Investors only (as
defined in the Securities and Futures Act, Chapter 289 of Singapore).
EVMI is registered as a Discretionary Investment Manager in South Korea pursuant to Article 18 of Financial Investment Services and Capital
Markets Act of South Korea.
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In Australia, EVMI is exempt from the requirement to hold an Australian financial services license under the Corporations Act in respect of
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In Germany, Eaton Vance Management (International) Limited, Deutschland (“EVMID”) is a branch office of EVMI. EVMID has been approved
as a branch of EVMI by BaFin.
This material is for the benefit of persons whom Eaton Vance reasonably believes it is permitted to communicate this information and should
not be forwarded to any other person without the consent of the Eaton Vance. It is not addressed to any other person and may not be used
by them for any purpose whatsoever. It expresses no views as to the suitability of the investments described herein to the individual
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observance of the laws of any relevant country, including obtaining any governmental or other consent which may be required or observing
any other formality which needs to be observed in that country. Unless otherwise stated, returns and market values contained herein are
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