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Abstract

Drawing on legitimacy theory, we discuss that a company’s reputation is a determinant of
sustainability disclosure. Specifically, we consider the concept of reputation into three
dimensions for analysis: stakeholders’ commitment, financial performance and media
exposure. This paper differs from previous social and environmental reporting studies in
that it investigates both internal and external contextual factors that influence disclosure
practice. We claim that companies with a good financial performance, that are adopting an
active strategic position towards stakeholders and that are exposed to significant public
pressure are more likely to use sustainability disclosure in order to communicate their
legitimacy to operate to stakeholders. Moreover the paper analyses a wide range of
corporate reports for their social and environmental content using an international sample
that allows for a comparison of disclosure practices among Continental European, UK and
USA companies. Our results show that stakeholder commitment and media exposure are
positively associated with sustainability disclosure. Moreover, we find evidence that the
drivers of disclosure vary by information type.
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Introduction

According to legitimacy and stakeholder theories, the disclosure of financial, social and
environmental information (i.e., corporate sustainability disclosure - CSD) is part of the
dialogue between a company and its stakeholders and it provides information on a
company’s activities that help legitimise its behaviour, educate and inform, and change
perceptions and expectations (Adams and Larrinaga-Gonzalez, 2007; Adams and
McNicholas, 2007). The possibility that the empowering potential of social and
environmental reporting is being captured and institutionalised (Gray, 2002; O’Dwyer,
2003) has pointed out the need to investigate further complex and various internal
contextual factors influencing disclosure practices (Adams, 2002).

The aim of this paper is to enhance our understanding of the relationship between
sustainability disclosure and a company’s reputation according to the legitimacy theory
framework. We divide the concept of reputation into three main determinants of the extent
of CSD: commitment to stakeholders (Ullmann, 1985; Unerman and Bennett, 2004),
financial performance (Roberts and Dowling, 2002; Deephouse and Carter, 2005) and
media exposure (Erfle and McMillan, 1990; Neu et al., 1998) and we expect that they are
positively associated with the extent of CSD.

Our results support the idea that companies that are engaged with stakeholders are “more
aware of the need to manage a wide range of sustainability risks and to show externally that
they are doing so” (Friedman and Miles, 2001 p. 528). Moreover, our results show that
media exposure is a determinant of the extent of information communicated by companies.
This paper contributes to the existing literature in various ways. First of all, it provides

evidence of the role played by reputation as a determinant of sustainability disclosure.



Second, this study extends previous studies on CSD by concentrating on information
released not only in annual reports, but also in stand-alone reports, such as social reports,
environmental reports and sustainability reports. Third, using an international sample, we
are able to compare disclosure practices in different countries. The results show differences
between European and US companies with regard to the extent of disclosure. The extent of
disclosure by US companies is low, while the UK, despite being considered very similar to
the US as ‘Anglo-Saxon’ culture, is a country with high disclosure rates.

The remainder of the paper is structured as follows. The next section discusses the
theoretical framework and reviews the literature on reputation according to the legitimacy
theory perspective, discussing how it affects sustainability disclosure. The development of
hypotheses is presented in section 3. Section 4 describes the research method, followed by
the presentation of results in section 5. Concluding remarks and suggestions for further

research are presented in the last section.

Theoretical Framework

Literature has recently pointed that companies may use sustainability disclosure as a way
to manage their reputation risk (Bebbington et al., 2008). Among the challenges of social
and environmental reporting, Gray et al. (1995) assert that the disclosure of sustainability
information serves to facilitate the projection of a socially accountable image. This will
lead to increased legitimacy and will allow the company to manage reputational risks
(Fombrun et al., 2000; Bebbington et al., 2008). The literature has not considered the
concept of reputation as being a determinant of sustainability disclosure, even if legitimacy
and reputation are somewhat overlapping concepts (Deephouse and Carter, 2005). As

stated by Friedman and Miles (2001), reputation can be conceived as a determinant of



sustainability disclosure since companies show externally that they are aware of the need
for managing a wider range of social and environmental issues. Other authors, following
signalling theory (Toms, 2002; Hasseldine et al., 2005), argue that companies engage in
sustainability reporting as a way to signal their reputation to stakeholders. According to
Gabbioneta et al. (2007, p. 99) “stakeholders tend to pay attention to actions that are
perceived as salient to their specific interests and values, and make inferences about
corporate dispositions (their trustworthiness, reliability, social responsibility, etc) based on
observed actions that are interpreted as reflections of the former”.

Reputation can be conceptualised with reference to both strategic management literature
(Roberts and Dowling, 2002) and to sociological perspectives (Fombrun, 1996). From the
first perspective, reputation can be defined as an organisational attribute (Roberts and
Dowling, 2002) that reflects the extent to which stakeholders see the company as a good
corporate citizen, and it, therefore, constitutes an intangible asset with the potential for
creation of value (Little and Little, 2000). From the other perspective, reputation is a
“subjective collective assessment of the trustworthiness and reliability” of companies
(Fombrun and Van Riel, 1997).

Deephouse and Carter (2005) state that both reputation and legitimacy represent
assessments of an organisation by a social system. They observe (2005, p. 330) that there
are three areas of overlap between legitimacy and reputation. Since they are “social
construction processes as stakeholders evaluate an organization”, they are “linked to the
same antecedents” (size, financial performance and strategic posture) and they improve the
“ability to acquire resources”. Nevertheless, they state that there are two important criteria
for distinguishing legitimacy and reputation: “the nature of the assessment stated in the

definition and the dimension on which the two concepts can be assessed” (2005, p. 331).



While legitimacy is conceived as “the generalized perception or assumption that the
actions of an entity are desirable, proper and appropriate” (Suchman, 1995, p. 573),
reputation is equated to image, esteem, prestige and goodwill in developing the
encompassing concept of organisational standing (Shenkar and Yuchtman-Yaar, 1997). In
particular, Deephouse and Carter (2005) stress the idea that the concept of reputation
recalls the relative position of an organisation among its counterparts: the relative standing
of a company has to be determined through comparison with other companies. “For any
two organizations, they will either have the same reputation or, more likely, one will have
a better reputation than the other” (Deephouse and Carter, 2005, p. 331). Gaining a
favourable reputation implies that differentiation is necessary (Fombrun, 1996), to
effectively build and preserve trust and consensus requires the “capacity of simultaneously
address coexisting pressures for continuous growth through wealth creating innovation and
widespread expectations about appropriate strategic conduct and governance practices”

(Mazzola et al., 2006, p. 385).

Hypotheses Development

As the above literature review has shown, reputation can theoretically be conceived as a
determinant of CSD (Toms, 2002; Hasseldine et al., 2005; Bebbington et al., 2008). To the
aim of the present study, we consider the concept of reputation along three dimensions:
commitment to stakeholders, financial performance and media exposure. We choose these
three dimensions because they allow us to represent 1) the prestige of a company (Shenkar
and Yuchtman-Yaar, 1997); ii) its strategic posture (Ullmann, 1985); iii) its relative
position among its counterparts (Deephouse and Carter, 2005); iv) the extent to which

stakeholders see the company as a good corporate citizen (Roberts and Dowling, 2002).



According to Unerman and Bennett (2004), the commitment of the organization to
stakeholders is essential to developing the company’s legitimacy through gaining an
understanding of stakeholders’ expectations and “accountability should focus on addressing
these social, environmental, economic and ethical expectations” (p. 685). Assuming
managers are willing to reveal their social engagement to stakeholders and shareholders,
one way to communicate it is through some form of disclosure. The extent to which an
organisation meets the needs, expectations and demands of external constituencies beyond
those required by the market (Ullmann, 1985; Belkaoui Karpik, 1989) requires the listing of
all stakeholders in a company and the determination of their satisfaction. Following
Suchman (1995: 574), legitimacy is “a generalized perception or assumption that actions of
an entity are desirable, proper or appropriate within some socially constructed system of
norms, values and beliefs”. Accordingly, a company whose commitment towards the needs
and expectations of stakeholders is strong and entangled will make wider use of
sustainability disclosure in order to show its active strategic position (Ullmann, 1985)
concerning social activities. This means that companies deal strategically with
stakeholders’ demands when they control resources that are critical to the company. When
a company engages in socially responsible activities, which most likely involve the use of
resources, it may be interpreted as a way to show their sensitivity to important influences,
which do not belong to the market, but that can still be in the long-term interests of
shareholders (Abbott Monsen, 1979).

Based on the above considerations, we develop the following hypothesis:

Hi: The extent of sustainability disclosure is positively related to

the level of commitment of the organization to stakeholders



On the premise that the reputation of a company is also built on its financial performance
(Siltaoja, 2006; Sanchez and Sotorrio, 2007), it can be expected that companies which
perform better will present higher extents of CSD, as a way to engage in dialogue with
stakeholders and to sustain reputation. As stated by Friedman and Miles (2001), reputation
can be conceived as a determinant of sustainability disclosure since companies show
externally that they are able to sustain sound market performance, but are also aware of the
need for managing a wider range of social and environmental issues. If this is the case, then
the voluntary disclosure on corporate actions and outcomes should reflect their behaviour
since the reputational risk they incur when communicating false information would likely
have a wide and severe effect on their reputation (Roberts and Dowling, 2002). The
relation between disclosure and profitability has been postulated to reflect the idea that
social responsibility requires the same managerial style as that necessary to make a
company profitable (Bowman and Haire, 1975).

Research has not yet found a clear relationship between CSR disclosure and financial
performance, both measured using accounting and market based indicators. Belkaoui and
Karpik (1989) find an insignificant negative regression coefficient, yet a positive
correlation between financial performance (measured accounting return on assets and stock
price return) and social disclosure. Results in Patten (1990) indicate that, at least in terms of
volume, the information disclosed does impact upon stock market behaviour, but highlights
no price reaction. Pava and Krausz (1996) find no evidence that companies screened on the
basis of CSR criteria perform worse than other companies and they find no link to
disclosure. Such inconclusive results are probably due to the unique focus on US
companies, the use of old data as well as of unsophisticated measures for disclosure. In this

paper, following Ullmann (1985), we assume that financial performance influences the



financial capability to undertake costly programs related to social demands. Thus, we

develop the following hypothesis:

H; The extent of sustainability disclosure is positively related to

the financial performance of a company

The disclosure strategy of a company is also related to the fact that stakeholders can use
other sources of information to assess and monitor the company’s reputation. Recent
disclosure literature emphasises the importance of media exposure and visibility (Patten,
2002; Cho and Patten, 2007) in shaping the relationship between companies and
stakeholders (Brown and Deegan, 1998). Media exposure has an impact on the opinions of
the general public and it helps generate public pressure (Cormier and Magnan, 2003;
Brammer and Pavellin, 2004). This implies that greater media exposure has an impact on
stakeholder opinions and it urges for the provision of information regarding the company’s
sustainability. According to Cormier and Magnan (2003), the benefits of an active
reporting strategy are greater when stakeholders closely monitor a firm, because any
information released can be quickly distributed at a relatively low cost to the company.
Indeed, they find a positive association between environmental disclosure and media
visibility, asserting that managers are more sensitive about maintaining a company’s
environmental reputation if it is highly visible. Hence, we develop the following research
hypothesis:

Hs: The extent of sustainability disclosure is positively associated

with the media exposure of a company



Research method
The research method used in the study involved the content analysis of corporate annual

reports and other media from the sample of companies represented.

Sample design and data collection

The study examines the level of disclosure of 57 constituents of the Dow Jones
Sustainability Index (DJSI) and of 57 companies in a control group of companies matched
by country, industry and size and constituents of the Dow Jones Global Index (World1) for
year 2003. We make use of a matched sample, in line with Patten (1990) and Pava and
Krausz (1996), in order to control for significant differences between companies which are
recognized as being socially responsible and other ad-hoc matched companies. While the
measurement of social performance would require the listing of all stakeholders of a
company, the determination of their satisfaction and the development of an overall index
that encompasses these different criteria (Ullmann, 1985), the measure used in this study
relies on the inclusion in the Dow Jones Sustainability Index, which selects companies on
the basis of their economic, social and environmental performance.

We analyze disclosure behaviors in 2003, the year right after the issue of the 2002 GRI
guidelines, when only few companies yet adopted this reporting framework, in order to
detect whether internal motivation, rather than mimicking policies or other fashion-like

motives, drives corporate sustainability disclosure.

Measurement of variables

Dependent variable — corporate sustainability disclosure



The extent of sustainability disclosure is determined using the content analysis method; a
line of research widely adopted to ensure reliability and valid inference from narrative data
in compliance with their context (Krippendorff, 2004). Following coding, quantitative
scales are derived to permit further analysis. In one form or another, this method has been
widely adopted in previous social responsibility disclosure studies (see, e.g. Hackston and
Milne, 1996). The reporting framework for the content analysis follows the guidelines of
the Global Reporting Initiative (2002). The framework, following the definition of
sustainability and aiming at integrating different types of disclosure, is structured as a set
of indicators and elements (the total number of disclosure items is 136) belonging to three
categories of information: financial, environmental and social. For each of these
categories, a disclosure index was created, allowing for an analysis of disclosure by
information type.

A particular sentence is chosen as the recording unit to overcome problems related to the
use of words or portions of pages that add unreliability. Thus, each sentence is matched
with all 136 sustainability disclosure items and is coded as follows: with a score of 0 if it
provides no information; with a score of 1 if it discloses information. The level of
disclosure is measured by counting the frequency of items: the same sentence can disclose
more than one indicator, while if the same information is repeated in the report, this
information is only considered once. The content analysis is performed using the annual
social, environmental and sustainability reports of the companies (for the year 2003).

We employ different measures of sustainability disclosure. SUD is the total disclosure
index; ECINF is the disclosure index of financial and operational information; ENVINF is
the disclosure index regarding information on the environmental impact of a company’s

activities; SOINF is the disclosure index of the social aspects of the company’s activities,
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such as labour practices, human rights, and product responsibility. We also calculate
ENVSOINF which is the disclosure of only environmental and social issues. Table 1 shows
the five disclosure indices and provides a short description of each.

“take in Table 17
Independent variables
We operationalise reputation into three dimensions: commitment to stakeholders, financial
performance and media exposure.
In order to measure reputation in terms of commitment to stakeholders, we employ two
different variables. The first one (STAKE), aims at measuring the level of stakeholder
engagement by the company. It is built using the definition of stakeholder engagement
given by the G3 (GRI, 2006). Information about commitment to stakeholders was taken
either from the annual report, the stand-alone reports or the company’s web site. In
particular, the GRI (2006) identifies four different items: 1) list of stakeholder groups
engaged by the company; i1) basis for identification and selection of stakeholders to
engage with; 1ii) approaches to stakeholder engagement, including frequency of
engagement by type and by stakeholder group; iv) key topics and concerns that have been
raised through stakeholder engagement, and how the organisation has responded to those
key topics and concerns, including through its reporting. Each item has a value equal to 1
if the company is engaging in the particular item, and 0 otherwise. The ordinal variable
STAKE varies between 0 and 4, where 0 means that the company is not engaging at all
with stakeholders, and 4, where the company is committed to stakeholders.
The second reputation variable, commitment to stakeholders, aims at measuring whether
the company’s top level (i.e. the board of directors) takes into account the issue of

stakeholder engagement. A company that implements various programs and activities at
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the board level, such as the appointment of a director or the establishment of a committee
in charge of social responsibility issues, is demonstrating to society that it has an active
strategic posture with regard to stakeholders (Ullmann, 1985). Such a situation is depicted
by a dummy variable that equals 1, if the company has a director in charge of social
responsibility issues or if it has established a committee in charge of sustainability matters,
otherwise it is 0 (CSR_BOARD).

Empirical research on the relationship between sustainability disclosure and financial
performance has produced very mixed results. Previous literature has investigated both the
hypothesis that social disclosure reduces investors’ information uncertainty (performance
based on market variables) and that it is correlated (positively) with financial performance
(based on accounting variables). Hence, the financial performance in this study is
measured by both accounting and market based indicators. We employ return on equity
(ROE) for the year 2003 and the stock price return (MKTRET) for 2003.

The availability of alternative sources of information to assess a company’s commitment to
stakeholders is likely to provide the company with additional societal expectations and,
therefore, stakeholder monitoring. Following Cormier and Magnan (2003), we measure
such monitoring using the intensity of a company’s press coverage (MEDIA EXPOSURE).
Data is obtained using Lexis-Nexis and from searching the world’s main journals and
magazines. In order for news to be considered relevant, the name of the company has to

appear in the article’s headline.

Control variables

We select control variables on the basis of prior studies of corporate disclosure.
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Corporate size and industry has persistently been found to be significantly and positively
associated with disclosure levels (Patten, 1991; 1992; Roberts, 1992). We measure size as
the logarithm of total sales (SIZE) and we control for membership in environmentally
sensitive industries (BASIC MATERIALS). Another factor that has been identified as
possibly influencing the level of social disclosure is the age (AGE) of the company
(Roberts, 1992). Following Ahmed and Courtis (1999), we also control for leverage (LEV);
measured as the ratio of total debt to shareholder equity. The companies belonging to the
DIJSI are selected on the basis of their financial, social and environmental performances.
Therefore, we measure membership of the DJSI (DJSI) as a dummy variable equal to 1 if
the company belongs to the DIJSI, 0 if it does not. Finally, we control for the impact of
country on disclosure by using a series of dummy variables, where USA is the omitted one.
Table 2 shows the independent control variables representing the construct. All measures
are defined according to what has been employed in the previous literature.

“take in Table 2”

Findings

The empirical investigation employs descriptive statistics, univariate, correlation and
multivariate analysis. In particular, the ordinary least squares (OLS) technique was deemed
the most suitable methodology to test the hypothesis presented in the paper. This section is

dedicated to the presentation of the main findings.

Descriptive statistics
Table 3; panel A, presents descriptive statistics for the independent variables. Evidence

shows that 32% of companies in the sample have a committee or a director in charge of
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social and environmental matters. On average, companies identify and select stakeholders
with whom to engage, as STAKE presents a mean value of 1.22. Looking at the
distribution of data we see that more than 50% of companies are not committed to
stakeholders (the median value of STAKE is equal to 0). The mean value of ROE is equal
to 19% with a standard deviation of 0.60. This means that companies in the sample present
great variability in financial performance. Such evidence is also supported by descriptive
statistics for MKTRET. Companies in the sample are highly visible, since the mean value

for MEDIA is 406.9. Table 3, panel B presents statistics for the control variables.

“take in Table 3”

Univariate analysis

With regard to dependent variables, descriptive statistics on the disclosure indices by
information type appear in Table 4. “SUD” is the total disclosure index; the mean is 30,
which indicates that companies in the sample on average disclose 30 items (out of a
highest possible score of 136). The median is 26 and the standard deviation is 18.2.
“ECINF” is the disclosure index on financial and operational information (a total of 52
possible items). The mean (median) score is 14.8 (15). The standard deviation is 5.2, being
the least dispersed independent variable. “ENVINF” is the disclosure index regarding
information on the environmental impact of the company’s activities: the mean (median)
score is 6.2 (5) out of a possible score of 35. The standard deviation is 6.7. “SOINF” is the
disclosure index for social aspects of the company’s activities such as labour practices,
human rights and product responsibility. The highest score possible is 49; the mean

(median) value obtained is 9 (7). The standard deviation is 8.5.
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Evidence shows that companies only provide marginal information on social and

environmental issues.

“take in Table 4

Correlation Analysis

In order to verify whether an association exists between the disclosure indices and the
independent variables, a correlation analysis was performed. Such analysis also allows the
identification of multicollinearity, which may lead to an underestimation of the

coefficients in the regression model.

“take in Table 5”

Table 5 presents the Pearson correlations matrix between the dependent and independent
variables. The correlation analysis supports our expectation that commitment to
stakeholders and media exposure are positively associated with sustainability disclosure,
but it does not support any relationship between disclosure and financial performance (the
correlation coefficients for ROE and MKTRET are not significant). The correlation
coefficients for STAKE, CSR_ BOARD and MEDIA EXPOSURE are significant and are
positively correlated to SUD, indicating that when a company has a strong reputation in
terms of commitment to stakeholders and is exposed to public pressure (i.e. is monitored
by stakeholders) then the incentives to use sustainability disclosure are higher.

Table 5 also indicates the presence of multicollinearity. When independent variables
provide redundant information relative to the dependent variable, the individual
coefficient’s significance levels are usually underestimated. In some cases, the sign of the

coefficient versus the zero-order relationship is reversed. In order to ascertain whether
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relevant multicollinearity is affecting the results, the Variance Inflator Factor (VIF) was
tested. The largest value among all independent variables is often used as an indicator of
the severity of multicollinearity (Neter et al., 1996). A VIF value in excess of 10 is
frequently an indication that multicollinearity may be unduly influencing the least square
estimate. In this study, the largest VIF is equal to 3.18, so multicollinearity among the

predictor variables is not a problem.

Multivariate Analysis
In order to empirically test whether an association exists between CSD and stakeholder
engagement, financial performance and media exposure, the following OLS regression

model was specified:

Disclosureindex = a, + a,STAKE + o,CSR _ BOARD + a,ROE + o, MKTRET + a, MEDIAEXPOSURE + o SIZE +
a,AGE + a,BASICMATERIALS + o, LEV + o, (DJSI + o, /COUNTRY, + &

Where:

Disclosure Index = total, financial, environmental, social disclosure indices;

STAKE = commitment to stakeholders, measured by ordinal variable ranging from 0 (= no
stakeholder engagement) to 4 (maximum stakeholder engagement)

CSR_BOARD = commitment to stakeholders, measured by dummy variable equal to 1 if
company has a CSR/Ethics committee or director, 0 otherwise;

ROE = profitability, measured by return on equity

MKTRET = market profitability, measured by market return for the year 2003

MEDIA EXPOSURE = media exposure, measured by number of news stories in world
publications for a particular company in 2003

SIZE = company size, measured as a logarithm of sales

AGE = company age

BASIC MATERIALS = dummy variable equals 1 if the company belongs to the basic
materials sector; 0 otherwise

LEV = leverage, measured as Total Debt / Shareholders Equity

DIJSI = reputation, measured by dummy variable equal to 1 if company belongs to the
DowlJones Sustainability Index in year 2003, 0 otherwise

COUNTRY;i = country dummies, equal 1 when company is from that country, 0 otherwise
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Table 6 provides the results for the multivariate regression models using the various
disclosure indices.
With regard to Model 1, the regression which employs the total disclosure index, the
adjusted R? is 0.72 and the model appears highly significant (F = 13.03, p = 0.000). The
evidence shows a positive relationship between CSR_BOARD and SUD (10% level),
indicating that when companies are committed to stakeholders’ needs and expectations and
they adopt a strategic, active posture on such issues, by establishing a CSR-Ethics
committee at the board level, then they also communicate more information about the
company’s activities to stakeholders. The regression results do not provide evidence of a
relationship between sustainability disclosure and financial performance, given the fact
that both coefficients for ROE and MKTRET are not significant. The model also shows a
positive association between MEDIA EXPOSURE and SUD, indicating that for those
companies more exposed to public pressure, via appearances in news stories around the
world, the disclosure on sustainability issues is higher. The evidence also supports
previous findings: size and industry are positively associated with SUD. All the country
dummies are significantly and positively correlated to SUD, except for Finland and
Switzerland. Such findings indicate that on average, European companies disclose more
sustainability information than American companies. None of the other controls are
significant.

“take in Table 6”
Table 6 also reports regression results for each of the other information sub-indices. The
results are statistically significant by information type. However, the amount of explained
variation in disclosure ranges from 37% in the case of financial information to 74% in the

case of environmental information, with social information in between at 72%. Looking at
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Table 6, the same independent variables are not consistently significant across information
types. In other words, different factors are important in explaining the voluntary
disclosures of different types of information.

Model 2 runs the regression using ECINF as the dependent variable. This is the worst
performing of all the models, as the R-squared equalled 0.37 and the F-statistics equalled
2.86. Nevertheless, the evidence shows that media exposure (MEDIA EXPOSURE) is
positively associated with ECINF, supporting our research hypothesis that media exposure
is a driver for disclosure. The model also shows a positive association between LEV and
ECINF (5% level). Such findings are aligned with previous evidence (Ahmed and Courtis,
1999).

Model 3 runs the regression using ENVINF as the dependent variable and it appears highly
significant as the F-statistic equals 13.94; this supports our hypothesis that reputation is
positively associated to ENVINF. The estimated coefficient for STAKE, CSR_ BOARD
and MEDIA EXPOSURE are all significant and positive, suggesting that those companies
with strong commitment to stakeholders and media exposure disclose more information to
stakeholders. Once again, we cannot provide evidence of a relationship between
environmental disclosure and financial performance. The model shows that companies in
sensitive industries, such as those in the basic materials sector, typically disclose
significantly more information than companies in other industries, reflecting a greater
sensitivity towards environmental issues. Indeed, five out of eight companies in this
economic sector are in the 95" percentile.

Model 4 investigates the relationship between social disclosure and the constructs for
reputation. Evidence supports our hypothesis that social disclosure is positively associated

with reputation, if defined in terms of commitment to stakeholders and media exposure.
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STAKE, CSR_BOARD and MEDIA EXPOSURE are positively associated with SOINF.
This evidence suggests social disclosure is driven by an active strategic posture' and by the
media exposure of a company rather than by its visibility and financial performance in the
market. The evidence confirms previous findings on size and industry. Surprisingly, the
coefficient for AGE is significant but negative. We would have expected a positive sign
since previous literature (Robert, 1992; Haniffa and Cooke, 2002) posit that reputation and
history of involvement in CSR activities can become entrenched and can, therefore, raise
the levels of disclosure to stakeholders. Such results may be explained by the fact that
younger companies may be more sensitive to the new call for corporate social
responsibility, therefore using disclosure to dialogue with stakeholders. This is consistent
with the imprinting argument raised by Stinchcombe (1965). Model 4 also shows a
significant difference in the disclosure level between European and US companies: US
companies disclose less social information compared to their European peers.

Model 5 runs the regression using ENVSOINF as dependent variables, supporting the idea
that companies with a greater reputation in terms of stakeholder engagement and media
exposure are more sensitive to social and environmental accountability issues and are
likely to provide a greater degree of disclosure. It also shows another important evidence:
US companies seem to be less sensitive to social and environmental disclosure and present
a lower incidence of each type of information. From the results, it can be inferred that, in
general, European companies provide significantly more strategic and social information
than American companies do. This is consistent with previous studies (Meek et al., 1995)

which have found that the voluntary disclosure of non-financial information appears to be

! As STAKE is an ordinal variable, we performed also other regression models, using four different dummies,
one for each stakeholder engagement item. The regression results confirm that all the stakeholders
engagement items are significant and positively correlated to the level of sustainability disclosure.
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a particularly European phenomenon, so that both UK and Continental European
companies provide more information than American companies. Furthermore, a simple
mean comparison test and a one-way analysis of variance was performed to verify whether
there was a significant difference in the extent of disclosure between UK and Continental
European companies. However, the findings show that there is no difference in disclosure

means between UK and Continental European companies.

5. Discussion and Conclusions

Following the theoretical debate on the relationship between reputation and CSD
(Friedman and Miles, 2001; Toms, 2002; Hasseldine et al., 2005; Bebbington et al., 2008),
this study empirically investigates whether there is a relationship between reputation and
CSD, and it develops and tests a descriptive model on corporate sustainability disclosure in
terms of commitment to stakeholders, financial performance and media exposure, after
controlling for other relevant variables.

The first hypothesis aimed at verifying the relationship between sustainability disclosure
and commitment to stakeholders is marginally supported by our empirical findings. In
particular, the empirical test highlights how companies that consider social responsibility
at the board level are more likely to present a greater extent of sustainability disclosure,
even if such association is statistically significant only at the 10% level. Such a
relationship holds better for the disclosure of environmental and social information.
Moreover, companies that present a higher level of stakeholder engagement also seem to

disclose more environmental and social information.
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The second hypothesis that aimed at verifying the relationship between sustainability
disclosure and financial performance is not supported. Both measures of financial
performance—profitability and market return—are not associated with the extent of CSD.
This finding could be related to the fact that we do not consider a temporal lag between the
measure of financial performance and the extent of CSD, whereas it could pass some time
between the moment in which the company has the financial capability to undertake
socially responsible programs and the moment in which it reports about them to
stakeholders. Also, it could be that the willingness to disclose sustainability information is
more closely related to the competitive, and not financial, performance of the company. A
commitment to innovativeness, productivity, human capital, and other benchmarks of
operative analysis, rather than financial performance - which is the likely outcome of good
competitive performance — could be the real driver for a greater extent of CSD.

Our empirical evidence also strongly supports the third hypothesis, i.e., a positive
association between disclosure and media exposure. This implies that greater media
exposure urges the provision of information regarding the company’s sustainability. This

is the only proxy for reputation, where the association with disclosure does not vary by
information type.

Such findings are relevant as they add several contributions to the existing literature on
social and environmental disclosure.

First of all, they provide empirical evidence of other internal contextual factors and
characteristics, besides those traditionally explored in the literature, which are related to the
extent of CSD. From the results, it can be stated that companies that are committed to
stakeholders, and that are monitored by stakeholders through media exposure, are more

likely to disclose information on the social and environmental impact of their activities.
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The empirical evidence, therefore, supports the fact that sustainability disclosure is driven
by reputation both in terms of the commitment and engagement to stakeholders and by the
media visibility of the company. The more exposed a company is to the media, the more
information is available for stakeholders to evaluate its commitment to social and
environmental responsibility. The company, therefore, has a greater incentive to provide
information on such activities.

Second, this study also provides support to previous research in showing that the role of

the annual report is changing. Other types of stand-alone report are gaining importance,

and companies do make use of such reports to communicate various types of information

to stakeholders. This has potential implications for the focus of future research and
regulatory developments in social and environmental disclosure, but also in other areas of
reporting.

Third, by developing a unified, extended disclosure framework, this study supports the
hypothesis that the determinants of disclosure may differ by information type. The
empirical results show that financial information is mainly driven by size, leverage and
media exposure, supporting the agency cost arguments that companies that are more

visible and have a higher leverage disclose more information. On the other hand,
environmental and social information is associated with an industry, suggesting that
companies belonging to sensitive industries are more likely to disclose information about
the impact of their business. Social and environmental disclosures are also positively
associated to the level of stakeholder engagement and media exposure, indicating that they
have incentives to disclose information regarding their social and environmental activities

when they are committed to stakeholders and are monitored by them via media exposure.
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Also, with reference to social and environmental information, we see that there is also a
country effect.

Indeed, the study highlights a difference in the extent of disclosure between European and
American companies. In general, European companies have higher disclosure rates. The
differences in CSD across different countries depend on ethical, social and environmental
impacts and the political issues facing the company and its behaviour. The results of this
study concur with previous research, which has highlighted variations in CSR disclosure
according to the country of origin (Adams, 1999; Guthrie and Parker, 1990). This study
contributes to this field of research by exploring the difference in CSD between different
countries in Europe and the USA.

While American companies have developed a tradition of corporate philanthropy
following a minimalist approach to social responsibility (Fisher, 2004), European
companies have experienced the stronger role of the State and welfare politics and have,
therefore, dealt more with the theme of workforce participation (Hutton, 2003). Such
broader view of social responsibility has been defined by Fisher (2004) as the socio-
economic approach, which is more widespread in Europe than it is in the USA. According
to this approach, companies serve the community, and their aim goes further than creating
economic value, as their role is bound to society and to civic systems (Carroll, 1999;
Fisher, 2004). As the objects of sustainability are various and aim for different goals, the
disclosures also present different extents of information. It is interesting to note that the
UK, despite being considered very similar to the USA as ‘Anglo-Saxon’ culture, is a

country that presents a significantly higher extent of disclosure.
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Finally, this study, in line with previous research, provides empirical support in asserting
that a company’s size affects the extent of CSD, as well as membership of particularly
sensitive industries.

In summary, this study investigated a descriptive model of sustainability disclosure in
terms of reputation. The results suggest that the disclosure of sustainability information
with regard to financial, social and environmental factors appear to be higher for (1)
companies engaging with stakeholders through an active strategic stance at the board level;
(2) companies experiencing strong media exposure; (3) European companies; (4)
companies belonging to sensitive industries, such as those in the basic materials sector and
(5) larger companies.

Further research could consider the quality (content) of disclosure, rather than the extent,
in order to better disentangle the relationship between reputation and disclosure, in terms
of positive or negative items of information and, therefore, different strategies of
preservation or reputation building. Moreover, further analysis could verify whether

companies with a strong reputation use other media to communicate to stakeholders.
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Tables

Table 1 Disclosure indices
Disclosure indices by type of information
Disclosure index | Type of information Description of items
ECINF Economic Financial and operational information and data
ENVINE Environmental Environmental impacts 'of companies’ activities, with focus on: materials,
energy, water, biodiversity, emissions
SOINF Social Labour practices, human rights, health and safety, product responsibility
SOENVINF Social and ENVINF+SOINF
Environmental
SUD Sustainability ECINF+ENVINF+SOINF
Table 2 Constructs of the independent and control variables

Independent and
control variables

Measurement

Commitment to
stakeholders

Commitment to
stakeholders

Profitability
Market profitability

Media exposure
Size

Age

Industry

Leverage

Membership of the
DowlJones
Sustainability Index

Country

STAKE

CSR_BOARD

ROE
MKTRET

MEDIA EXPOSURE

SIZE
AGE

BASIC MATERIALS

LEV

DIJSI

Country of origin

Ordinal variable ranging from 0 (= no stakeholder engagement)
to 4 (maximum stakeholder engagement)

Dummy variable equal to 1 if company has a CSR/Ethics
committee or director, 0 otherwise

Return on equity
Market return for the year 2003

Number of news stories in world publications for a particular
company in 2003

Natural logarithm of net sales
Company age

Dummy variable equal to 1 if company belongs to the basic
materials sector, 0 otherwise

Total debt / Shareholder equity

Dummy variable equal to 1 if company belongs to the
DowlJones Sustainability Index in year 2003, 0 otherwise

Dummy variables referred to Denmark, Finland, France,

Germany, Netherlands, Spain, Sweden, Switzerland, United
Kingdom (USA is the omitted country)
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Table 3 Descriptive Statistics — Independent and Control Variables
PANEL A

Independent

Variables Mean SD Min P25 Median P75 Max
STAKE 1.22 1.54 0 0 0 2 4
CSR_BOARD 0.32 0.47 0 0 0 1 1
ROE 0.19 0.60 -0.12 0.04 0.11 0.22 0.55
MKTRET 0.26 0.97 -0.52 -0.01 0.13 0.32 10.05
MEDIA

EXPOSURE 406.93 447.48 3 51 223 738 2181
PANEL B

Control

Variables Mean SD Min P25 Median P75 Max
SIZE 22.59 1.71 16.1 21.5 22.7 23.8 26
AGE 97.92 61.53 5 42 97 133 292
LEV 1.84 1.94 0 0.35 0.7 1.54 22.83
DJSI 0.50 0.50 0 0 0.5 1 1

STAKE= commitment to stakeholders, measured by ordinal variable ranging from 0 (= no stakeholder
engagement) to 4 (maximum stakeholder engagement); CSR_BOARD= commitment to stakeholders,
measured by dummy variable equal to 1 if company has a CSR/Ethics committee or director, 0 otherwise;
ROE-= profitability, measure as return on equity; MKTRET= market profitability, measured by market return
for year 2003; MEDIA EXPOSURE= media exposure, measured by number of news stories in world
publications for a particular company in 2003; SIZE = company size, measured as logarithm of sales; AGE =
company age; LEV = company leverage, measured as total debts/shareholders equity; DJSI = reputation,
measured by dummy variable equal to 1 if company belongs to the DowJones Sustainability Index in year
2003, 0 otherwise

Table 4 Descriptive Statistics - Disclosure Indices by type of information
Mean SD Min P25 Median P75 Max
SUD 30.096 18.202 2 15 26 42 89
ENVSOINF 15.246 14.531 0 3 10 24 66
ECINF 14.851 5.284 2 11 15 18 29
ENINF 6.246 6.721 0 0 5 11 29
SOINF 9.000 8.505 0 2 7 14 40

SUD = sustainability disclosure index; ENVSOINF = social and environmental disclosure index; ECINF =
company’s financial and operational information disclosure index; ENVINF = company’s environmental
information disclosure index; SOINF = company’s social information disclosure index
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Table 5 Pearson Correlation — Sig (2-tailed) N=114

MEDIA BASIC
SUD ECINF ENVINF SOINF STAKE CSR BOARD ROE MKTRET EXPOSURE = SIZE AGE MATERIALS LEV

SUD 1

ECINF 0.74%%* 1

ENVINF 0.89%** (. 52%*x* 1

SOINF 0.94%%% (., 62%**  ().82%** 1

STAKE 0.23** 0.07 0.25%%* (. 28%** 1

CSR_BOARD 0.33*** (.13 0.35%*% (. 35%%* (. 22%* 1

ROE -0.02 -0.02 -0.04 -0.01 -0.07 -0.04 1

MKTRET -0.02 -0.05 0.05 -0.06 -0.07 -0.05 -0.04 1

MEDIA EXPOSURE  0.75%** (.49***  (.77%%* (. 75%** (.24** 0.33%%* 0.00 0.01 1

SIZE 0.32%**  0.30***  (0.23** 0.33*%** (.07 0.17* -0.01 -0.07 0.39%** 1

AGE 0.19**  0.18*  0.21** 0.14 0.10 0.16* 0.10 -0.13 0.27%** 0.17* 1

BASIC MATERIALS 0.37*** 0.21**  0.51**%* 031*** (.11 0.09 -0.06 -0.05 0.30%** -0.05  0.25%** 1

LEV 0.18*  0.26%** 0.07 0.15 0.17* 0.26%** -0.14 0.00 0.19%** 0.25%**  0.18* -0.04 1
DJSI 0.31%*%*  0.18*  0.27*** 027*%*  0.00 0.20** 0.12 0.08 0.32%** 0.30%**  0.19%* 0.00 0.00

*** Correlation is significant at the 0.01 level (2-tailed).
**  Correlation is significant at the 0.05 level (2-tailed).
* Correlation is significant at the 0.10 level (2-tailed).

SUD = sustainability disclosure index; ECINF = company’s financial and operational information disclosure index; ENVINF = company’s environmental
information disclosure index; SOINF = company’s social information disclosure index; STAKE= commitment to stakeholders, measured by ordinal
variable ranging from 0 (= no stakeholder engagement) to 4 (maximum stakeholder engagement); CSR_BOARD= commitment to stakeholders, measure
by dummy variable equal to 1 if company has a CSR/Ethics committee or director, 0 otherwise; ROE= profitability, measure as return on equity;
MKTRET= market profitability, measured by market return for year 2003; MEDIA EXPOSURE= media exposure, measured by number of news stories
in world publications for a particular company in 2003; SIZE = company size, measured as logarithm of sales; AGE = company age; BASIC
MATERIALS = dummy variable equals to 1 if company belongs to the Basic Materials Sector, 0 otherwise; LEV = company leverage, measured as total
debts/shareholder equity; DJSI = reputation, measured by dummy variable equal to 1 if company belongs to the DowJones Sustainability Index in year
2003, 0 otherwise
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Table 6. Multiple Regressions using Different Disclosure Indices as Dependent Vari

MODEL1 MODEL2 MODEL3 MODEL4 MODEL S5

SUD ECINF  ENVINF SOINF  ENVSOINF

STAKE 0.85 -0.30 0.56 0.59 1.15

Foooa™ 094  (218)** (1.75)*  (2.19)**

CSR_BOARD 3.53 -0.44 1.37 2.60 3.97

167"  (0.43) (1.95)%  (2.35)**  (2.30)%*

ROE 0.01 0.00 0.00 0.01 0.01

F ©0s5H)F 03" 0.0 F 08" (0.52)

MKTRET 0.53 0.17 0.61 0.09 0.70

r 0.50) 7 035 F (1.58) F 0.18) ¥ (0.89)

MEDIA EXPOSURE 0.03 0.01 0.01 0.01 0.02

(8.72)%**%  (3.84)%**  (8TT)***  (8.24)%*F*  (9.59)x*x

SIZE 1.95 0.39 0.04 0.65 0.69

(1.75)% @.79* " (0.15) @78 (.21

AGE -0.03 0.00 -0.01 -0.02 -0.03

r 1447 .15 F (0.99)  (2.16)** (1.87)%

BASIC MATERIALS 17.58 2.73 8.34 6.51 14.85

@85y T (135)  (5.07)%F*  (3.04)F*  (4.44)%**

LEV 0.00 0.00 0.00 0.00 0.00

r 074 219" (1.06) ¥ 034 F (0.31)

DJSI 1.55 0.27 0.64 0.64 1.28

F 0700 F 027)F 0.8 F 0.6 * (0.79)

DENMARK 13.92 4.64 2.18 7.10 9.28

(2.42)%* (1.83)* T (1.05) (2.63)¥**  (2.20)%*

FINLAND 4.82 0.68 3.21 0.93 4.14
r L r L4 L

(0.78) (0.25) (1.45) (0.32) (0.92)

FRANCE 14.66 1.97 3.76 8.93 12.69

(B46)**+ T (1.05)  (2.46)**  (4.49)**F*  (4.08)***

GERMANY 6.70 1.14 1.79 3.78 5.56

193)*" 074" (143) (@232 (2.19)%*

NETHERLANS 11.88 1.63 2.38 7.87 10.25

@.on*==" (094 (1.67)*  (4.25)***  (3.55)%**

SPAIN 22.20 6.31 5.02 10.87 15.88

(2.88)*** (1.86)* (1.81)*  (3.01)***  (2.82)%**

SWEDEN 11.30 3.61 2.02 5.67 7.69

195" 14" 097)  (2.09)%* (1.81)%

SWITZERLAND 1.96 -1.93 2.39 1.50 3.89

(0.35) (0.77) (1.17) (0.57) (0.94)

UK 6.53 0.57 1.50 4.46 5.96

(2.14)** (0.43) (1.36)  (B12)***%  (2.67)***

Constant -12.83 3.02 -1.29 -14.56 -15.85

(0.73) (0.39) (0.20) (1.77)* (1.23)

Observations 114 114 114 114 114

R-squared 0.72 0.37 0.74 0.72 0.77

F(19,94) 13.03 2.86 13.94 12.89 16.39

0.000 0.000 0.000 0.000 0.000

Absolute value of t statistics in parentheses
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SUD = sustainability disclosure index; ENVSOINF = social and environmental disclosure index; ECINF = company’s
financial and operational information disclosure index; ENVINF = company’s environmental information disclosure
index; SOINF = company’s social information disclosure index; STAKE= commitment to stakeholders, measured by
ordinal variable ranging from 0 (= no stakeholder engagement) to 4 (maximum stakeholder engagement);
CSR_BOARD= commitment to stakeholders, measure by dummy variable equal to 1 if company has a CSR/Ethics
committee or director, 0 otherwise; ROE= profitability, measure as return on equity; MKTRET= market profitability,
measured by market return for year 2003; MEDIA EXPOSURE= media exposure, measured by number of news
stories in world publications for a particular company in 2003; SIZE = company size, measured as logarithm of sales;
AGE = company age; BASIC MATERIALS = dummy variable equals to 1 if company belongs to the Basic Material
Sector, 0 otherwise; LEV = company leverage, measured as total debts/shareholders equity; DJSI = reputation,
measured by dummy variable equal to 1 if company belongs to the DowJones Sustainability Index in year 2003, 0
otherwise; COUNTRY DUMMIES = equal to 1 when company is from that country, 0 otherwise (USA is the omitted

country)
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