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Abstract

Over the years, many companies have ignored the fact that some of their most
valuable assets are not included in their balance sheet. The recognition of this fact
by the academic world, that has been debating this topic for a long time, triggered a
redesign of corporate priorities, with large business investments being channeled to
the development of responsible practices. This work stresses the significance of
Corporate Social Responsibility (CSR) investments in the day-to-day business of
companies, namely the impact with regard to Corporate Reputation building.
Although no clear pattern has arisen, a relationship between these two variables
was identified. As suggested in previously published works, CSR presents a
heterogeneous construct in which different dimensions have mixed effects on
Corporate Reputation. The present study highlights the struggle that companies
face in measuring such intangible assets and leveraging them in their strategies. It
further suggests that an innovative approach to this problematic may be possible.
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Résumé :

Au fil des ans, beaucoup d'entreprises ont ignoré que certains de leurs biens les plus
précieux ne sont pas inclus dans leur bilan. La reconnaissance de ce fait par le
monde académique, qui a débattu de ce sujet pendant longtemps, a déclenché une
refonte des priorités de l'entreprise, grace a de grands investissements orientés vers
le développement de pratiques responsables. Cet ouvrage souligne I'importance des
investissements RSE dans le quotidien des entreprises, notamment l'impact en
matiere de renforcement de leur réputation. Bien qu'aucune tendance claire ne soit
apparue, une relation entre ces deux variables a été identifiée. Comme suggéré dans
des ouvrages publiés précédemment, la RSE présente une construction hétérogene
dans laquelle différentes dimensions ont des effets mitigés sur la réputation des
entreprises. La présente étude souligne les épreuves auxquelles les entreprises sont
confrontées au moment de mesurer ces biens immatériels et d'en tirer profit dans
leurs stratégies. Il suggére en outre qu'une approche novatrice de cette
problématique est possible.

Mots-clés: Réputation de 1'Entreprise; Responsabilité Sociale des Entreprises;
Avantage Comparatif ; Développement durable ; L'Aspect Multidimensionnel

Resumo:

Ao longo dos anos, temos visto muitas empresas a ignorar o facto de alguns dos seus
ativos mais valiosos nao serem necessariamente aqueles que fazem parte do seu
balanco. O debate deste tema no mundo académico ja vem de ha algum tempo e
desencadeou um reorganizar das prioridades empresariais, nomeadamente através
de um aumento substancial dos investimentos canalizados para praticas
responsaveis. KEste trabalho destaca a importancia que o investimento em
Responsabilidade Social tem para as empresas, analisando o seu impacto no
desenvolvimento da Reputacdo Empresarial. Embora nao tenhamos encontrado
nenhum padrao entre as duas variaveis estudadas, conseguimos provar a
significancia da sua interacdo. Tal como sugerido em estudos anteriores, a
Responsabilidade Social apresenta uma construgdo multidimensional, e os seus
diferentes componentes terdo impactos distintos na Reputacdo de uma empresa. O
presente estudo salienta ainda as dificuldades das empresas medirem os seus ativos
intangiveis e sobretudo de os conseguir integrar de uma forma estratégica;
adicionalmente sugere uma abordagem inovadora a esta problematica.

Palavras-chave: Reputacdo Empresarial; Responsabilidade Social; Vantagem
Competitiva; Sustentabilidade; Multidimensionalidade
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In the last decades, Corporate Social Responsibility (CSR) has gained rising
1mportance in our society. This topic became one of interest not only to managers
but also to scholars, who gradually have been trying to understand the actual
impacts of such a revolutionary concept. As for companies, we have seen them re-
engineering their strategies and redirecting their investments. The question is, is all
this worth it?

Research regarding CSR’s real impacts is still in an early phase and despite
many arguing that this is an intangible hard-to-copy asset, we are still standing in a
grey area that lacks reliable conclusions. While Porter and Kramer (2006) approach
it as a possible competitive advantage, Basu and Mueller (2012) believe CSR
practices have reached a standardization point, where no real positive outcome will
arise from uneventful and depersonalized CSR1.

An additional hot topic of the moment, which has received increasing
attention and is often linked to CSR, is Corporate Reputation. This matter is an
interdisciplinary construct which has attracted the attention of researchers in
several fields such as economics, marketing, psychology and sociology among others.
Contrarily to CSR, scholars have managed to reach a common ground regarding this
topic, and despite the numerous sub-theories, the majority of researchers regard
Corporate Reputation as a valuable intangible asset for firms — it can influence
consumers’ purchasing decisions, creditors’ and investors’ judgments2, and finally
jobseekers’ choices (Ponzi, Fombrun and Gardberg, 2011). Although it is quite hard
to measure accurately, the value of this asset should not be neglected nor
underestimated at any time.

Hence, having in mind the eminent importance of this concept, the real

challenge is to find the most accurate way to measure it and thoroughly understand

1 CSR policies among firms are becoming too homogeneous and CSR reporting practices are
nearly standardized - this will lead to a discrediting of CSR initiatives and sabotage its
differentiating potential.

2 It can influence the decisions of both the companies to which they will lend money and the
price of those loans.
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its drivers. It is quite utopist to think that one can fully dismantle this construction
in a short time, but it is always possible to explore some variables that might
contribute for a deeper understanding of its components.

With this intention in mind, this research will approach both the described
concepts — CSR and Corporate Reputation — and will analyze how they are actually
related. Indeed, we anticipate this relationship as complex, which makes it an
intriguing matter of study.

The importance of this study can be better understood when researching some
figures; one would agree that an area where companies have spent quite a few
billion over the past years is worthy of being studieds. By further demystifying the
importance of CSR for companies, we hope to provide additional data that will be of
support for future corporate/institutional investments.

Primarily, our interest is to test whether CSR does in fact play a role in the
perceptions that consumers develop regarding firms’ behavior4. In a subsequent
phase, we would like to examine the impact of other investments which we also
consider to be closely linked to consumers’ opinions about companies — such as
marketing expenses — and therefore to Corporate Reputation. We intend to be
critical about the variables we are using for this purpose and will attempt to explore
some of their limitations.

Overall, we believe this study can contribute for a better management of
corporate resources; Harrington (1987) states that “if you can’t measure something,
you can’t understand it; if you can’t understand it, you can’t control it; if you can’t
control it, you can’t improve it’, and we could not agree more with this statement,
hence the relevance and urgency of understanding the real impact of CSR initiatives,
particularly in Corporate Reputation.

This work 1s structured as follows: Chapter 2 explores and comments on the

existing literature on CSR and Corporate Reputation; Chapter 3 comprises the

3 Additional information regarding investments in CSR activities will be disclosed in
subsequent chapters.

4 Reputation is commonly regarded as arising from perceptions of how organizations will
behave in the future based on information about past actions (Fombrun, 1996).
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research issues and the hypotheses tested; Chapter 4 thoroughly describes the
methodology applied and it includes a detailed description of the sample and data
sources; Chapter 5 presents the main findings of this study and a discussion
regarding them; finally, the last chapter of the present paper is dedicated to closing
remarks, namely suggesting a new approach to measure the main variable of this

project.

Recently, and mainly due to the current global financial crisis, companies
have been more than ever under the watchful guard of their stakeholders. There is a
need for a re-established confidence, a call for a re-definition of the relationship
between the corporate world and society, and firms urgently need to regain
corporate trust (Giannarakis and Sariannidis, 2012). All these challenges regarding
stakeholder management have blazed a trail for the re-design of corporate strategies,
with the business approaches enhancing the value of Corporate Reputation and
focusing strongly on CSR.

Typically, companies adopted a passive approach towards Corporate
Reputation. When faced with a crisis or critical situations of any kind, the approach
would be to solve it as quickly as possible so as to minimize any side effects on the
normal running of the business. The current corporate environment, where
companies are more vulnerable than ever, has disenabled this type of reactive
strategies, for it will most likely condemn companies to a short-term existence.

This situation and the consequent need to think on a sustainable and long-
term basis have catapulted both CSR and Corporate Reputation to the peak of
corporate interests.

Over the past few years, the money flows related to corporate CSR activities
hit new records, representing a significant part of companies’ budgets. In 2010, $28
billion were spent on sustainability, and approximately $15 billion on corporate

philanthropy - these values concerning large U.S. companies only (Di Giuli, A and L.
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Kostovetsky, 2012). With this large amount of resources channeled to CSR, we
believe it is crucial to clearly understand its impact and what is the current
rationale for the initiatives that concern it. A deeper understanding of this matter
will most likely allow companies to optimize their allocation of resources and
eventually to improve the development of their Corporate Reputation.

It is interesting to observe that what clearly was a differentiating
characteristic for companies until not so long ago, is at risk of suffering a change of
nearly 180 degrees. Surprisingly enough, CSR has been under fire over the past
years and there is a growing public skepticism over its genuineness. Stakeholders
are often discontent with the misalignment of policies and practices?®, and if
corporations keep going down this path, one can plausibly envisage a negative
relationship between CSR and Corporate Reputation (Basu and Palazzo 2008). This
situation raises serious doubts about whether companies will indeed be able to
differentiate themselves, and leverage their CSR practices in their Corporate
Reputation.

Before developing the actual study, it is of utmost importance to contextualize
the two main concepts of our research: Corporate Social Responsibility and

Corporate Reputation.

2.1 Corporate Social Responsibility

2.1.1 What exactly is CSR?

The responsibility of being socially concerned during the development of one’s
activity is no longer exclusive to Governments. Since private entities, particularly
the corporate sector, have come to the conclusion that they must also take part in
these issues, companies have taken active roles within their ecosystems, better
managing their impacts and pro-actively coping with constructive initiatives. They
have grown into essential contributors to a societal improvement, approaching

problems that range from hunger to racism within the workplace (Hopkins, 2006).

5One can take the example of BP, constantly criticized for not living up to its “Beyond
Petroleum” slogan (in Financial Times, 25 June 2009).
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As stakeholders become more informed, they also become more demanding
towards companies. As already mentioned, the latter had to enlarge their scope of
action, switching from a shareholders approach to a broader range of stakeholders.

Thus, this concept of CSR comes from this need of corporations to take all
their stakeholders into account in their activity, and from their responsibility to
ensure a positive impact through their businesses. However, this is a very broad
definition and a concept which is still in development, having not yet reached its
maturity stage. Despite all this, and for consistency purposes in terms of the
research, we will stick to one definition of CSR, and in this particular case we will
adopt the one offered by Hopkins (2005):

“CSR is concerned with treating the stakeholders of the firm ethically or in a
socially responsible manner. Stakeholders exist both within a firm and outside. The
aim of social responsibility is to create higher and higher standards of living, while
preserving the profitability of the corporation, for its stakeholders both within and

outside the corporation.”

2.1.2 Why is CSR so important?

CSR has emerged as an inevitable priority for business leaders in every
country. Some academics believe that CSR represents a key component of a firm’s
marketing toolbox since it acts in response to consumer expectations, enhances
corporate performance and Reputation, and helps important causes (Sen and
Bhattacharya, 2001; Nan and Heo, 2007).

As previously mentioned, corporate investments in CSR represented
approximately $43 billion in 2010, and besides representing a big portion of
companies’ budgets, CSR has also increased its representativeness for individual
investors, with $3.07 trillion of professionally managed U.S. assets tied to CSR
through socially-responsible investing (SRI).

In addition, future employees are also concerned with the companies’ ethical
behavior, and business school students are growingly aware of responsible practices

and value them more when choosing a job (Di Giuli and Kostovetsky, 2012). Given
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all this, it 1s only logical that one tries to ascertain a profound understanding of how
CSR works.

Basu’s work is very helpful when highlighting the importance of CSR. In his
research with Mueller (2012), they mention a recent European survey to consumers,
showing that 70 percent of the respondents actually consider the companies’
commitment to social responsibility an important factor when choosing a product or
service (MORI/ CSR Europe, 2000). Also in line with this, a survey to European fund
managers, investor relations personnel and financial analysts was carried out,
finding that close to 90 percent of these individuals believe that a company which
has a clear CSR policy is better off in managing environmental and social risks.
(CSR Europe, Deloitte and Euronext, 2003) Both these results strongly suggest an
empirical link between CSR and Corporate Reputation, and how stakeholders are

attentive to the matter.

2.1.3 How can CSR be achieved?

One thing which is quite clear is that valuable CSR policies cannot be
achieved by standardized processes. Companies have made increasing efforts to
embed CSR practices, yet these efforts have not been nearly as productive as they
could. According to Porter and Kramer (2006) companies often make two major
mistakes: to start with, they pit business against society, not realizing that the two
are interdependent; secondly, firms are forced to think of CSR in generic terms
instead of developing an appropriate and suitable strategy, which should be unique
for each firm.6

Ideally, companies should analyze and design their CSR strategies using the
same framework that guides their core business choices; they would most likely be
able to leverage CSR and would find this investment to be a source of innovation
opportunity and competitive advantage, rather than a cost, a constraint or a
charitable deed. On this subject, Porter has developed a solid framework which

acknowledges both inside-out and outside-in linkages between companies and

6 Again we come to the standardized-CSR problem mentioned by Basu and Mueller (2012).
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society, and suggests how these connections can be used to design CSR initiatives
strategically — and consequently turn them into sources of competitive advantage.”

The problem with this last methodology is that it requires time to be correctly
developed, a time which companies currently do not seem to have due to increasing
governmental pressure for action in this field. These requests of the different
Governments happen as a consequence of demands from external stakeholders who
are seeking to hold companies accountable for social issues. In general, firms have
understood that there is a high financial risk associated with bad conduct, but they
are not quite sure how to develop a credible approach in the short-term. Given this
uncertainty, businesses have not been able to give either strategic or operational
responses, rather a cosmetic makeover, with media and PR campaigns.

Hence, one can understand that the simple publication of sustainability
reports or the participation in charity events will not be enough to classify a firm as
socially responsible, nor will it allow for the development of a sustainable
competitive advantage. For CSR to be achieved there is a need to study thoroughly
the company’s activities and respective social impacts, integrating both of these in

such a way that a virtuous circle is generated.

2.1.4 How can CSR be measured?

Along with the rising importance of CSR practices, we have witnessed an
explosive growth in the market of CSR ratings. This market is virtually dominated
by a limited number of agencies who have found this to be an interesting activity
and have seized the business opportunity at the right time, most of them becoming
specialized in specific industries/business sectors.8

The majority of these agencies follow a similar three-step process in the
development of their ratings: (1) to collect external information on the firm; (2) to

develop a detailed questionnaire within the firm; (3) interview the key information

7 Figures 5 and 6 (see appendix) explain how business frameworks can be used to leverage
CSR initiatives.

8 Marquez and Fombrun (2005) carried out solid research work summarizing the main
agencies and indexes operating in the OECD countries (see appendix, Table 7).
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providers — both externally and internally. Usually these steps aim at assessing
corporate performance in six main dimensions: (a) Workplace; (b) Environment; (c)
Product Safety and Impact; (d) International Operations and Human Rights; (e)
Indigenous People’s rights and (f) Community relations — these dimensions may
vary a little depending on the agency or index.

However, despite this common procedure for evaluation, one should note that
several players carry out distinct evaluations on the same company, making this
rating system quite confusing (Marquez and Fombrun, 2005).

Currently, there are several different types of reports/evaluations which are
quite popular and are published both at the investors’ and at the consumers’ level,
but these have been victims of strong criticism, and are attributed a somewhat
shaky credibility.

In their joint work on measuring CSR, Porter and Kramer (2006) highlight
the importance of consistency in these measurement systems, and additionally
stress the fact that besides being consistent these ratings should accurately reflect
the corporate social impact. The two academics strongly criticize some of the current
practices, mainly censuring the mix of criteria used and mocking the unbalanced
welghts attributed to each independent criterion.?

Regardless of these flaws and inconsistencies of the agencies, CSR rating
indexes have become so important that companies have positioned themselves
accordingly, currently engaging employees whose sole job is to monitor and

communicate social performance!©,

2.2 Corporate Reputation

2.2.1 What is Corporate Reputation?
The exact meaning and definition of Corporate Reputation remains a matter

of debate by many scholars (Devine and Halpem, 2001). Regardless of the different

9 Porter and Kramer (2006) specifically refer to The Dow Jones Sustainability Index and
FTSE4Good Index.

10 The use of the word “sole” in this sentence is not intended to underestimate the
importance of the job, rather alert the reader for the actual impact that CSR ratings have in
corporate structures.
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streams, we have already seen that this is considered to be a valuable intangible
asset for firms, and common ground also seems to exist when considering that
Corporate Reputation is related to a specific period of time.

Fombrun and Shanley (1990) believe that Corporate Reputation regularly
reminds stakeholders of the companies’ key characteristics, basically having a
signaling effect. Somewhat complementary to these findings are the conclusions of
Schnietz and Epstein (2005), who argue that Corporate Reputation has the ability to
fight asymmetries of information concerning firms: it provides information to
stakeholders, enabling them to substantiate a more complete judgment.

Research carried out by Hamed (2012) considers Corporate Reputation as
slightly more complex, regarding it as a comprehensive concept, which is comprised
among several aspects of corporate marketing such as corporate image, corporate

branding, corporate personality and corporate communications.

FIGURE 1 - Corporate Marketing Landscape by Hamed
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Source: Hamed 2012

Other scholars view Corporate Reputation as the external stakeholders’
perceptions about an organization (Davies and Miles 1998; Hatch and Schultz 1997),

and similarly Brown (2006), look at it as a concept developed by external
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stakeholders when asking themselves what they actually think about the
organization in question. Turban and Greening (1997) and Schnietz and Epstein
(2005) go further, defending that Corporate Reputation can act as a talent magnet,
attracting and retaining gifted employees, while Branco and Rodrigues (2006) found
that this asset will drive employees to work harder for a lower remuneration.
According to Fombrun and Rindova (1996), “Corporate Reputation is the
representation of a firm’s past actions and results which describes the firm’s ability to
deliver valued outcomes to their multiple stakeholders. It estimates a firm’s relative
standing both with its external and internal stakeholders, in the competitive and
institutional environments”. In spite of no single definition having been commonly
accepted, we find this one to be the most complete and less controversial, and will

therefore use it for the purpose of this research.

2.2.2 Why is Corporate Reputation so important?

Nowadays, Corporate Reputation is definitely under the spotlight, and more
than ever companies are devoting increasing resources to its enhancement. However,
one wonders why it has become so crucial to consider this construct.

Mostly, because the corporate tissue is becoming more competitive every day:
companies can easily copy each other, making it overly difficult to establish a true
competitive advantage. Many scholars believe Corporate Reputation to be the
solution for this, a way to provide firms with such a sustainable and distinctive
advantage in the market (Boyd et al. 2010; Roberts and Dowling, 2002; Shamsie,
2003). This rare and hard to copy asset of ambiguous value can be a firm’s most
important strategic resource (Flanagan and O’Shaughnessy, 2005).

Following this same reasoning, Hamed (2012) believes that the highly
turbulent business environment, increased public expectations, and pressure from
different stakeholder groups have all contributed to the growing importance of

examining and managing a company's Reputation.
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Gardberg and Fombrun, (2002) go into a more specific level and identify four
main trends in order to justify the current concerns of creating and maintaining
Corporate Reputation:

1. The markets’ global interpenetration;

2. The media congestion and fragmentation;

3. The appearance of ever more vocal constituencies;

4. The commoditization of industries and their products.

This scenario makes it crucial for companies to distinguish themselves in the
market. Pruzan (2001) boldly states that the Reputation’s protection and
improvement is not something companies choose, rather a necessary condition for
maintaining its corporate license to operate and key for preserving strong
relationships with its stakeholders.

In addition, research developed in the last decade demonstrates that
favorable Reputation will facilitate brand extensions (Hem et al., 2003) and enable
exploitation of information asymmetries (Shamsie, 2003). Overall, Corporate
Reputation can signal information about the firm’s past and future activity, and
that it is essential to understand and engage its multiple stakeholders (Fombrun,
1996).

Furthermore, the development of a sound Corporate Reputation is known to
help firms to create value (Fombrun 1996), registering stronger loyalty from
customers and allowing for the charging of premium prices (Klein and Leffler 1981;
Milgrom and Roberts 1986b).

Several studies have in fact demonstrated that Corporate Reputation does
have an impact on the company’s value for investors. In 1983, Fortune magazine
started to publish a list of “America’s Most Admired Companies” (MAC) every year,
publicly highlighting companies which are considered to have a top Corporate
Reputation!!. Srivastava et al. (1997) calculated the effect that the inclusion on this

list has on a firm’s required return, concluding that companies in the list have a

11 The results for this index have been drawn based upon surveys to companies’ internal
stakeholders, namely thousands of executives, directors and security analysts.
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lower than expected risk-adjusted required return, leading to a higher level of
shareholder value. Nine years later, Anderson and Smith (2006) published a study
that supports this theory, showing that investors are indeed attracted to companies
with good Corporate Reputation and how a portfolio of well-reputed stocks will
outperform S&P 500. What these two scholars did was to use the MAC list to build
equal portfolios in dollars, based on the publications of 1983 to 2004, and through
matched-pairs tests they compared the performance of the companies in the MAC’s
index to the performance of S&P 500 over a 250 day trading period following the
companies’ inclusion on the list. The results of their research were that portfolios
consisting of the MAC’s shares had a higher annual average return than the S&P
500 (17.7 percent versus 13 percent).

Thus, all the rest remaining equal, informed investors will be eager to value
more companies with good Reputation and pay more for the respective stocks.
Additionally, several scholars have suggested the possibility of investors requiring
lower returns from firms that have a good Corporate Reputation: from a financial
point of view this is very interesting and means that investments on Reputation can
payout for the less demanding investors.

However, despite the above mentioned demonstrations, one should wonder
whether Corporate Reputation is something that investors are constantly aware of
or whether, on the contrary, the Reputation must be made public in order for them
to become acquainted with it and adjust their fair firm value. There are quite
persuasive arguments for why publication of Reputation indexes would not be
associated with changes in the respective security prices: Reputation is not an event
in itself but rather a group of facts about a firm, like the employees’ policy or their
relationship with the community.

In line with this last argument, Hannon and Milkovich (1996) support that
the publication of Reputation measures will not affect companies’ security prices,
and despite the results of the comparison between S&P 500 portfolios and MAC’s,
Anderson and Smith (2006) also found no significant consequence from the

announcement for the actual publication of the MAC list — there was no difference in

17| Page



gains for investors that purchased the stock on the publication date or for those that
waited 20 trading days before making a purchase.

Overall, we can conclude that a sound Corporate Reputation is key for
guaranteeing the long-term sustainability of a business and that it can have a

positive impact from the financial performance point of view.

2.2.3 How can Corporate Reputation be achieved?

After understanding exactly what Corporate Reputation is and the drivers of
its growing importance, it is reasonable to explore the different paths companies can
actually pursue in order to develop it. There is no secret recipe for a good Reputation,
or at least not apparently — if there were, this would probably not remain such a
debated topic.

Nevertheless, scholars have thoroughly studied its different drivers, and this
1s also what this research intends to do.

Fombrun and Riel (1997) present six “academic streams” for the building of a
Corporate Reputation, these being the economic view, the strategic approach, the
marketing research perspective, the organizational view, the sociological view and
finally the accounting view. Let us look at each of them individually.

The economic perspective concerns the Corporate Reputation as a sign of the
firm to its external stakeholders. According to this view, managers can highlight
their company’s Reputation simply by making sure external stakeholders realize the
quality of their products (Shapiro, 1983).

Secondly, the strategic approach looks at Corporate Reputation as a construct,
driven by the exclusive internal features of a company. This will represent an asset
as well as a mobility barrier for the firm (Caves and Porter, 1977), meaning that a
well grounded Reputation will be hard to copy and will most likely generate
significant returns to companies.

As for the marketing research scholars, they consider that Corporate

Reputation can be built through the development of strong brand equity — this
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should be achieved through the creation of a familiar brand with distinct and sound
associations (Keller, 1993).

From the organizational perspective, Corporate Reputations “are rooted in the
sense-making experiences of employees”12. This intangible asset is constructed
through the day to day business practices, which represent the firm’s culture and
1dentity and are somehow a mirror of the relationships with stakeholders in general.
On one hand, the culture of the company will influence managers’ motivations and
perceptions (Barney, 1986; Dutton and Penner, 1992), while on the other hand,
corporate identity will impact the way managers react to the environmental
circumstances (Meyer, 1982; Dutton and Dukerich, 1991).

Often ignored, the sociological view is in fact the one used as a basis for the
majority of Corporate Reputation rankings (Granovetter, 1985; White 1981). This
concept 1s basically developed through the interpretation of stakeholders of the
corporate signals and communications, a somewhat joint assessment of a company’s
different actions.

Finally, the accounting perspective focuses on the intangible value of this
asset, recognizing the incapacity of an accurate measure of it.

Altogether, these academic literatures are to some extent complementary,
and suggest that Corporate Reputations constitute subjective, collective

assessments of the trustworthiness and reliability of firms.13

2.2.4 How can Corporate Reputation be measured?

Given the fact that we are dealing with an intangible asset it becomes
particularly hard to reach an accurate value for Corporate Reputation. The general
acknowledgment that this asset plays a crucial role in the corporate world has
fostered the development of several measurement instruments. In regards to this,
Fryxell and Wang (1994) wisely state that a competent research can only be built on
a foundation of good measurement, so let us analyze which strategies have been

proposed thus far.

12 In Fombrun and Riel (1997).
13 Table 8 (see appendix) summarizes some characteristics of Corporate Reputation.
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One can distinguish two main approaches: the practitioners’ approach and the
academics’ approach. Focusing on the practitioners’ approach, one can determine
that they have developed different processes to assess the individual’s perceptions
about companies. The most popular model of this type is probably Fortune 500’
index - MAC, which is released on an annual basis since 1983 and is put together by
Hay Associates. This measure consists of a surveying instrument whereby managers
and analysts are invited to rate companies. Consequently, it mirrors the opinions of
industry experts, showing a quite strong financial halo (Brown and Perry, 1994;
Fryxell and Wang, 1994). The actual Reputation score is calculated based on the
answers to eight questions concerning financial soundness, value as a long-term
investment, wise use of corporate assets, innovativeness, ability to attract, develop
and keep talented people, quality of products and services, quality of management
and community and finally, environment responsibility. Despite being a pioneer
measure, this index has been harshly criticized for lack of methodology rigor and for
sample bias.

The Corporate Branding Index is also another Reputation measurement
instrument of the practitioners’ school, developed by the consulting firm Corebrand.
It assesses the impact of corporate branding on financial performance, providing
managers with the return on investments from corporate advertising (Corebrand
2005).

Basically, since companies have realized how important Reputation
measurement is, we have seen them diving into the rating activity and although
these measures developed by practitioners are useful, they are not perfect, not even
close. On the one hand, and as already stated, the strong financial halo makes these
results biased and not representative of all stakeholders; on the other, these
measures have not been tested for validity nor for reliability.

For the limitations found in the practitioners’ approach, scholars developed
alternative models which they thought to be better grounded and allowing for
widespread validation: a robust measure of Corporate Reputation. These

instruments can be classified into two main groups:
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1) Single-faceted generic measures;
2) Multi-faceted specific measures.

In the first case, all stakeholders are asked generic questions regarding their
perceptions on the overall Reputation of a company. An example of this is the work
of Wang et al. (2006), who suggested a generic measure through the evaluation of (a)
the overall perceptions of experience with a firm, (b) the perceptions against other
competitors, and (c) the perceptions about the future of the firm.

Nevertheless, some academics realized that a single-overall measure for
measuring Corporate Reputation did not incorporate some specific measures based
on which stakeholders develop their general perception of a company’s Reputation.
The single-item measurement also limits the understanding of the concrete
elements of companies: which ones foster a positive Reputation and which ones
bring about a negative impression. Taking this into account, several multifaceted
specific measures have been suggested.

The most popular measure in this group is the Reputation Quotient (RQ): a
score developed by Fombrun, in association with the market research firm Harris
Interactive. This measure consists of a 20 item instrument, including items on
emotional appeal, financial performance, products and services, social performance,
vision and leadership, and workplace environment, and considers Corporate
Reputation as “a collective construct that describes the aggregate perceptions of
multiple stakeholders about a company’s performance”. Helm (2005) developed a
similar instrument, consisting of 10 elements only. This enhanced once more the
importance of a multifaceted approach versus a single-faceted one.

After acknowledging the lack of full cross-national validity of RQ, Fombrun
worked with Ponzi and Gardberg (2011) to develop a short-form of Reputation scale
with could be validated across cultures!4. Their work led to the creation of the
RepTrak Pulse, a simplified emotion-based measure which builds on a signaling

theory and resource-based view; it defines Corporate Reputation as the beliefs about

14 RQ is the dependent variable of our study. However, since we do not insert the cross-
national issue in our equation, this measure’s flaw will not affect our results.
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companies, differentiating between the drivers of a corporate Reputation and the
construct itself. They found (1) company feeling, (2) admiration and respect, (3)
company confidence and (4) overall Reputation to be the dimensions for Corporate

Reputation.
FIGURE 2 - The Reptrak Pulse Model
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Source: Ponzi et al., 2011

Overall, there is a wide range of models for measuring Corporate Reputation.
Yet, all these scales continue to vary in the respective sampling frames, items and
length, often underestimating the importance of understanding attitudes towards

companies, rather than who performs best.

2.2.4.1 Cross-national validation

Globalization in the corporate world is an eminent fact. The widespread
presence of big multinationals makes it imperative to create instruments that will
enable a cross-national comparison of corporations. This same rationale should be
extended to any corporate activities, and similarly to the measurement of Corporate
Reputation.

Researchers in this field of cross-national validation have found multiple
sources of cross-cultural bias in Reputation constructs (Craig and Douglas, 2000;

Singh, 1995); consequently, it is necessary to explore a long-term method that can
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eliminate this partiality. Craig and Douglas (2000) believe that this cross-cultural
validation 1s indeed quite complex, requiring explicit examination of construct
validity, measurement equivalence, reliability and internal consistency. Many
academics have enhanced the difficulty of creating such a multi-item, multi-measure
system (Richins, 2004; Stanton et al., 2002) and suggested the use of short-form
scales, an alternative which is not widely accepted in the academic world.

For this purpose the Reputation Quotient scale was tested— from 1999 to 2005
and considered to fulfill the criteria. Gardberg and Fombrun (2002) are responsible
for this validation: they believe that a firm’s overarching Reputation should work as
a strategic asset for managing its external presence in global markets, forcing
tighter inspection of corporate policies, and interactions across countries, and to this
end they were eager to explore this topic.

Their study involved some of the most visible companies in the world, with
the collaboration of several academics in different countries, namely Australia,
Denmark and Japan. It followed the process of scale development recommended by
Spector (1992), succinctly schematized in Figure 3 and “it reflects the fundamental
relationship shared by theory development, instrument design and construct

validation”. 15

FIGURE 3 — Scale Development
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Source: Gardberg and Fombrun, 2002

Gardberg (2006) re-focused on the qualitative aspect of RQ cross-cultural
measurement. She concluded that Corporate Reputation had conceptual and
functional equivalence across nations because: “it was expressed in similar attitudes

or behaviors across nations” and because “it serves the same function in different

15 In Gardberg, N. A. and Fombrun, C. J. (2002).
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nations” (Singh, 1995). However, Gardberg did find that RQ lacked some aspects of
instrument equivalence, which concerns whether “the scale items, response
categories and questionnaire stimuli are interpreted identically across nations”
(Singh, 1995). We believe these findings fostered the development of a newly
adapted measure by the Reputation Institute — The RepTrak Pulse — this time
working independently.16 Ponzi et al. (2011) re-explored this theme, using the new

RepTrak Pulse as a benchmark. They were able to find support for a cross-culture

use of the measure.

2.3 How can these two concepts be linked?

After thoroughly understanding these two concepts, one should now go on to
understand how they are connected.

The evidence that CSR will indeed impact business results — namely
Corporate Reputation — has been labeled as equivocal (Schnietz and Epstein, 2005;
Berman et al., 2006), contradictory (Griffin and Mahon, 1997) and inconclusive
(Hillman and Keim, 2001; Backhaus et al., 2002; Porter and Kramer, 2006).

Minor and Morgan (2011) explored the potential of CSR as a Corporate
Reputation insurance. As a Reputation measure they considered stock prices and its
variations, whereas for the CSR activities they used KLD1!7 data. Realizing that
Corporate Reputation can be a fragile asset and regarding Reputational risk as one
of the key business risks that companies face, they conducted a study of the link
between Reputation and CSR for product markets of all S&P 500 companies over
the period of 1991-2006. Their study has a specific characteristic, as they highlight
that engaging CSR activities it not only “doing good” but also “avoiding harm”. The
authors conclude that it can take years to build a “good” Reputation, but only a few
days or months of “bad” activities to fall, therefore companies only concerned with

doing well may be worse off than those firms who commit to “avoid harm”. Using an

16 Until 2006 the Reputation Institute — www.Reputationinstitute.com - published the RQ
index jointly with Harris Interactive — www.harrisinteractive.com

17 KLD (now part of MSCI) is considered the “gold standard” in Reputation research on CSR.
It rates firms on several areas of CSR, including positive and negative dimensions.
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event study methodology, their main finding was that stock prices decline
significantly less following an adverse event (a product recall) when a firm is
engaged in CSR. Lastly, they suggest that CSR insurance for Reputation insurance
will only work when a firm’s behavior is consistent.

Graafland and Smid (2004) believe that CSR enhances a good Reputation. For
these scholars, both the fact that companies are transparent about their
performance and operations and the fact that they share their CSR strategy
contribute to improve Reputation among stakeholders — a two way relationship
between CSR and Corporate Reputation.

Furthermore, several companies justify their CSR initiatives based on the
argument that it will improve Corporate Reputation — increased Reputation will
come as a consequence of a better corporate image and enliven moral, a stronger
brand and higher stock value (Porter and Kramer, 2002). But there is little
empirical work studying the effect of CSR on Corporate Reputation. Exceptions to
this are Melo and Garrido-Morgado (2012), Brammer and Pavelin (2006) and
Turban and Greening (1996).

These last two academics explored the impact of firms’ corporate social
performance on companies’ Reputation and attractiveness as employers. Results of
their research confirmed their hypothesis of a positive relation between these
variables, suggesting that a company’s corporate social performance may indeed
provide firms with a competitive advantage.

Brammer and Pavelin (2006) focused on the influence of three particular
areas of CSR over twelve industry sectors. Their findings show the existence of an
ideal fit between the CSR dimension and the type of industry that a company
belongs to. In a similar study, Melo and Garrido-Morgado (2012) found CSR to be a
heterogeneous construct, and also to have a positive impact in Corporate Reputation.
They analyzed CSR’s impact when interacted with nine different industries, and

found out that no industry predisposes a firm to a negative Reputation.
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3.1 Research Questions

Although a few academics have already addressed the topic we propose to
explore, it is important to note that the main variables used in our analysis — RQ
and KLD — have not been tested together before. Through our results and
leveraging the extensive research done on Corporate Reputation and CSR we
intend to propose new valuable insights and explore the potential limitations of the

existing models.

The main questions we pretend to address are:
1. What are the main drivers of Corporate Reputation?
a. Do CSR practices impact consumers’ perceptions of companies?
b. Will different CSR initiatives have the same impact on Corporate
Reputation?
Does advertising play a role in Corporate Reputation?

d. Does Corporate Reputation have the same drivers in every industry?

While the core of our research is assessing the impact of CSR on Corporate
Reputation, we will also test for other hypotheses which we thought to be relevant

and complementary of our study.
3.2 Hypotheses

H1: CSR has a positive impact on Corporate Reputation

To start with, we expect that CSR initiatives will positively impact a
company’s Corporate Reputation score. Following this logic, companies with higher
KLD scores will be the ones with the highest Reputation Quotients. The rationale
behind the establishment of this hypothesis is:

1. External stakeholders will acknowledge CSR initiatives as a positive factor

and will incorporate this when building their image of firms;

2. Well-embedded CSR can generate a competitive advantage to firms.
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H2: Different dimensions of CSR will impact Corporate Reputation differently

Since we are using KLD data, which is divided in a six-dimension analysis,
we suspect there will be heterogeneous effects, with different dimensions having
distinct impacts on Corporate Reputation.

If we consider a human-capital intensive industry, it is likely that the
dimension of Employees will have a stronger influence than the Environment

category. This assumes a multidimensional property of CSR.
H2.1: All CSR dimensions will impact Corporate Reputation positively

By testing this hypothesis, we intend to prove that virtually all CSR’s
dimensions will positively contribute to Corporate Reputation, independently of the
nature of the initiative — Community related, associated to Employees, etc.

Similarly to HI, this hypothesis assumes that no stakeholder will perceive

CSR initiatives as negative.
H3: Companies who invest higher in their brands have better Corporate Reputation

Corporate Reputation is an inter-disciplinary construct. As we try to prove
that CSR is one of its main drivers, we are interested in exploring another area
which we think to strongly impact this construct. Our expectations would be that
companies’ spending in advertising would have a positive coefficient if we were to
compute it in this regression. Since we do not have access to its spending, we
considered their built-in brand value, using the Most Valuable Brands index of
Interbrand as a proxy. We expect that a brand which is present in this index will

consistently present higher RQ scores, due to increased visibility and brand equity.
H4: The industry of the firm will impact its Corporate Reputation

By testing this hypothesis, we hope to find evidence that the industry to
which a company belongs to plays a significant role in its Corporate Reputation.
However, given the limited dimension of our sample, we suspect that observations

may not be sufficiently diversified to produce conclusive results.

27| Page



This research aims to better comprehend the value creation of CSR for
Corporate Reputation, in this case using a sample of American firms. This is a
longitudinal study, involving multiple observations of the same twenty-seven
companies over a period of six years. Since we want to observe variables of the same
cross-sectional unit over a time series, we use a panel data set. This means that we
will have:

X, withi=1,..N,t=1,..T
inthiscase N=27andT =6

According to the literature this will be the most suitable method for studying
our sample, controlling for companies’ heterogeneity in Corporate Reputation and
CSR, and as stated above, incorporating both cross-section and time-series relations
(Melo e Garrido-Morgado, 2012). Our panel data can be considered as unbalanced,
since we do not have observations for all the variables in every time period — some
Reputation Quotient (RQ) scores are missing from our sample. Furthermore, it can
be called a short panel, since N > T.

We consider the group of observations to be homogeneous, and consequently

we computed a pooled OLS regression in order to test our hypotheses:

Yie = Bo + BiX1ie + -+ BiXkie + Eir

In our regression, Corporate Reputation is the dependent (or endogenous)
variable of the model (y;;), and CSR is the main independent (or exogenous)
variable (X;;;)1®. We intended to include advertising costs as an additional
independent variable, however, the lack of access to these specific values made it
impossible to do so; we will later explain how we accounted for this item.

We have used STATA software to estimate our regressions.

18 We will first compute CSR as an unique variable, using and aggregated KLD score.
Afterwards we will consider the different dimensions of KLLD in separate variables.
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4.1 Sample and Data Sources

The sample used in this study is built of 27 American companies, all present
in the S&P500 index, the data collected regards the time period between 1999 and
200419,

The data used for the Corporate Reputation variable was extracted from
Poddi and Vergalli (2009), and it corresponds to the Reputation Institute’s and
Harris Interactive?0 annual index of corporate Reputation — Reputation Quotient —
which was published in the Forbes Magazine on a yearly basis.

The construction of this index is done through a survey on the most visible
American multinationals, and it involves six-dimension items: (a) Emotional Appeal;
(b) Financial Performance; (c) Products and Services; (d) Social Performance; (e)
Vision and Leadership; and (f) Workplace Environment. These latter dimensions
capture multiple stakeholders’ perceptions of corporate performance that literature
presents as being somehow related with Corporate Reputation (Fombrun and
Shanley, 1990). These items lie mainly in two specific factors: a general emotional
measure and cognitive components of performance (Ponzi, Fombrun and Gardberg,
2011)

Despite this index not being the most used in other studies, contrarily to the
most popular Reputation index among academic papers — MAC — its results are
collected through external stakeholders of the firm rather than internal, eliminating
part of the bias that we believe to be present in MAC’s index.

For the CSR variable we used the scores of the Kinder, Lydenberg and
Domini (KLD) database, which i1s a reliable database used frequently in other
similar studies: Minor and Morgan (2011), Melo and Garrido-Morgado, 2012).

KLD evaluates companies in seven different dimensions: Corporate

Governance, Community, Diversity, Employee Relations, Environment, Human

19 At this period, all the analyzed companies were listed, posteriorly some have merged with
other entities and others became unlisted.

20 Reputation Institute — www.Reputationinstitute.com | Harris Interactive —
harrisinteractive.com
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Rights and Product — for the purpose of this study we excluded the Corporate
Governance dimension, since this is not the same as CSR.

Each of these dimensions is divided in several strengths and concerns?!,
which are rated — either zero or one — and grouped. To better illustrate this let us
give an example: in the Diversity dimension, KLD assigns a score of one for the
“Promotion” checkbox if a firm has made notable progress in the promotion of
women and minorities, particularly to line positions with profit-and-loss
responsibilities in the corporation; or simply a zero score if the company does not
present this strength.

The overall score of each of the six dimensions is obtained by subtracting total
concerns ratings from total strengths ratings — this action is repeated for every
company and for each one of the 6 years studied. Afterwards, we calculate an overall
score, which adds up the different dimensions, reaching an aggregated KLD score —

the higher these scores, the better the CSR rating level22.
4.2 Control Variables

Since we are aiming to figure out the specific cause and effect of CSR on
Corporate Reputation, control variables were introduced in the multiple regression
model, so as to clearly understand which variables drive the dependent variable —
otherwise we would probably end up with a strong correlation which was completely
spurious.

We therefore controlled for several variables which we thought to influence
the result if omitted. The variables included in this category are mostly at the firm-
level and have a one-year lag on the dependent and independent variables. The
rationale behind this is the assumption of a long-term effect of CSR (Lantos, 2001;
Sabate and Puente, 2003b; Branco and Rodrigues, 2006; Bird et al., 2007). Also, as

the lists are often published in March of every year, it is only logical that we related

21 Strengths are the positive CSR policies, while Concerns are the negative CSR policies.
22 In our analysis we used both the aggregated KLD score as well as the individual
dimensions’ scores.
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the Reputation Quotient of the current year with the control variables’ data of the
precedent year McGuire (1988) and Hillman and Keim (2001).

Given the strong evidence of a positive relation between size and Reputation
(Fombrun and Shanley, 1990; Brammer and Pavelin, 2006), our primary control
variable is firm’s size, which we measured through Total Assets?3. We are expecting
that there is indeed a positive relation between these two variables; consequently,
Corporate Reputation should be higher in bigger companies, since these have
usually a broader scope of action and reach higher number of stakeholders through
their activity.

Furthermore, we included three financial performance control variables: ROA,
MTB ratio and Dividends. We also thought it would be prudent to account for risk,
using the companies’ leverage ratio to for this purpose — to calculate this ratio we
computed Total Assets divided by Total Liabilities.

Additionally we controlled for R&D expenses, the rationale behind this is that
product quality concerns and proneness to innovate will positively impact
consumers’ perception of the company and increase Corporate Reputation.

After controlling for all these firm-level variables, we also included three
different dummies to explore the impacts of: Industry, Year of analysis and finally,
Advertising.

The Industry’s effect was analyzed through the SIC code2? of the firms which
was extracted from Data Stream industry classification; given that our sample has
27 companies only, we avoided specifying at a level where the different sectors
would not have a reasonable number of observations, therefore we considered only
the Division that each company belonged to — still generating five different groups,
which are further explained in Table 11.

As previously mentioned, ideally, the advertising expenses should have been

included in this model as one of the main independent variables. Unfortunately, the

23 When computing this variable in Stata software we transformed it to the natural
logarithm of Total Assets.

24 SIC code is a four-digit code where each digit — from left to right — further specifies a
company’s sector/type of activity.
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restrictions to databases where we could access these values did not allow us to
compute this input in such way. Given this limitation, we followed the methodology
of Melo and Garrido-Morgado (2012) and used a dummy variable which is based on
the company’s presence on the Interbrand’s thematic list: Most Valuable Brands?5.
This index was first published in 2001; therefore, we lack observations for the years
of 1999, 2000 and also for 2001, since the variable will have a one-year lag on the

dependent variable.
4.3 Robustness of Analysis

In order to obtain stronger results in the statistical analysis, it is prudent to
run a robust regression. This type of regression will enable us to overcome some
existing limitations of the traditional regression analysis. In this particular case,
when running the pooled OLS regression, if our underlying assumptions are not
solid, the regression can generate misleading results.

We can either have heteroskedasticity, meaning that the variances for the
values of X, are different, or we can have a sample with outliers — outliers are
observations which do not follow the general pattern of the sample. In any of these
cases, results can be strongly biased, challenging the validity of our model.

Given these two flaws of the OLS regression model, we chose to perform a
robust regression in our study, which contributed to diminish any eventual errors of
this type and provided, as the name itself suggests, a more robust analysis of the
data.

Despite using the robust regression, we remained interested in checking for
any outliers in our sample. Therefore, we have run some tests in Stata which
allowed us to spot the observations that did not follow the general pattern.

From our 109 observations, we found out that only three had a deviant

behavior from the total sample26,

25 Melo and Garrido-Morgado actually consider two thematic lists: “Most valuable brands”
and “100 leading national advertisers” - the latter is a paid database which we could not
access.

26 Check Figures 7 and 8 in appendix for further detail on the outliers.
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5.1 Main findings

In Tables 1 and 2 we can observe some descriptive statistics and a correlation
matrix for the all the variables analyzed. Note that Table 1 uses an aggregated KLD

score, while Table 2 presents the individual scores for the six KLLD’s dimensions.

TABLE 1- Descriptive Statistics and Correlation Matrix with Aggregate KLD Score

Correlation

Variable Obs Mean Std. Dev. Min Max 1 2
1 Reputation 109 72.75 6.88 53.49 83.40 -
2 KLD Total 160 2.12 3.42 -6.00 10 0.185 -

Variables description and units of measurement: (1) Reputation Score, measured
with RQ index; (2) Total KLD Score, calculated by aggregating the six KLLD dimensions

In Table 1, results show a positive correlation between Reputation and KLD
Total Score. However, when we break the KLD variable into its original dimensions
the situation is not homogeneous, with Table 2 showing that only the variables:
Environment, Employees, Products and Human Rights maintain a positive
correlation with Reputation; Community and Diversity have a negative correlation.

Regarding the control variables, results show that: Firm size, Market-to-book
Ratio, Dividends and Risk are negatively correlated with Corporate Reputation. The
first three are go against previous literature, as for the Risk, it is predicted in
previous findings that less riskier companies will most likely have higher
Reputations. Also in accordance with earlier research are the positive correlations of
the variables ROA, R&D spending and Advertising with our dependent variable.

To further learn about our model one should focus on the multivariate
regressions ran. We will first approach the results regarding our main hypothesis,
focusing on CSR, which we expect to be the key driver of Corporate Reputation.
Afterwards, we will check for the confirmation of the remaining hypotheses and
comment on the behavior of the control variables included in our model, which may
have a significant impact in Corporate Reputation and help us to verify the

robustness of the initial findings.
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TABLE 2 - Descriptive Statistics and Correlation Matrix with KLD Scores decomposed in six Dimensions

Correlation Matrix

Variable Obs Mean Std. Dev. Min Max 1 2 3 4 5 6 7 8 9 10 11 12 13 14

Reputation 109 72.75 6.88 53.49 83.40 -

Community 160 094 105 -1.00 4.00 -0.148 -

Diversity 160 254 146 -1.00 7.00 -0.108 0.413

Environment 160 -0.24 116 -5.00 2.00 0.270 0147 -0.033

Employees 160 036 110 -2.00 4.00 0.169 0129 0.174 -0.090

Products 160 -1.01 123 -3.00 2.00 0380 0.021 0.056 0.341 0.223

Human Rights 160 -0.47  0.55 -2.00 0.00 0119 -0.106 0.158 0.115 0.227 0.303 -

Firm Size 162 17.58 119 14.61 2096 -0.483 0.238 0.252 -0.237 0.088 -0.342 -0.086 -

ROA 162 009 0.08 -060 027 0532 -0108 -0.117 0.108 0.209 0.223 0.254 -0.355 -

10 MTB ratio 160 6.69 7.54 049 67.62 -0.008 -0.104 -0.200 0.025 -0.012 -0.160 -0.077 -0.081 -0.353 -

11 Dividends 162 0.88 128 0.00 11.00 -0.300 0.173 0.050 -0.158 0.094 -0.112 -0.053 0.528 -0.134 -0.203

12 Risk 162 023 014 0.00 062 -0406 0.102 0.081 -0.353 -0.268 -0.313 -0.383 0330 -0.326 -0.141 0.267

13 R&D 122 0.04 0.04 0.00 014 0525 0.027 0306 -0.045 0494 0.234 0226 -0.180 0320 -0.015 -0.117 -0.383
14 Advertising 108 0.56 050 0.00 1.00 0.149 0.263 0304 0.198 0364 0.094 0.048 0.079 0.018 0.278 0.050 -0.169 0.282

O 0 3 O Ul & W DN =

Variable description and units of measurement: (1) Reputation Score, measured with RQ index; (2) to (7) KLD dimensions; (8) Natural logarithm of Total Assets; (12)
Ratio of Total Debt to Total Assets; (13) Ratio of R&D Spending to Total Assets; (14) Dummy regarding presence of the firm in the 100 Most Valuable Brands by Interbrand.



As stated earlier, we first started by running the regressions without
including any control or dummy variables. Since KLD is a six-dimension construct
we ran two different types of regressions: one with the Total KLD score — an
aggregate of the six dimensions added up — and a second one with the discriminated
KLD dimensions’ scores, in order to unfold how each of them specifically contributes
to the RQ, and thereby study our subsequent hypotheses.

In the first column of Table 3 — RQ (1) — we see that the estimated coefficient
for B on Total KLD Score in a simple regression — not taking into account any control
variables or dummies — 1s 0.395 (t-statistic of 2.53) which means that an increase of
one in the Total KLD Score — either by having an additional point in strengths or
one less point in concerns — is associated with an increase of 0.395 in the Reputation
Quotient of the firms. This coefficient had a p-value inferior to 1 percent, denoting a
99 percent level of confidence for this value. However, we can see that the R-squared
of the model is very low (3.97 percent), meaning that the model is not very reliable,
since it explains only a very small amount of the dependent variable studied.

In the subsequent columns of Table 3, we progressively added control
variables, starting by the firm-level variables and leaving the advertising, year and
industry dummies for last. With this, we expected to improve our model, namely to
increase the R-squared, and understand in a more accurate way how each variable
impacts the general model.

However, we can observe that after adding the control variables related to
financial performance — RQ (4) — the p-value of the Total KLLD Score’s coefficient
decreases, and one can notice that in regressions RQ (5) and RQ (6) this same
coefficient is not statistically significant anymore, this meaning that the KLLD Total
Score stops being a significant determinant of the dependent variable. These
findings fail to confirm the main hypothesis of this paper, and do not corroborate the
findings of Melo and Garrido-Morgado (2012), which in a similar model had
significant results for the aggregated CSR construct. Given the fact that the main
hypothesis — HI — is not accepted, we will drop the analysis of Table 3 and focus on

Table 4, which has the six KLLD dimensions, allowing us to comment on H2 and HS3.
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TABLE 3 - Multivariate Regressions for KLD Total Score

Variable RQ (1) RQ (2) RQ (3) RQ (4) RQ (5) RQ (6)
Total KLD Score 0.395***  0.394***  (,323*** 0.254* 0.01 -0.055
(2.53) (2.75) (2.67) (1.82) (0.08) (-0.31)
Firm Size -3.058***  .1.741** -1.636*** -1.637*** -1.801**
(-6.23) (-3.11) (-291) (-3.70) -2.36
ROA 34.682%*%* 31.891*** 25715** 16.184**
(5.35) (4.45) (3.66) 1.99
MTB ratio 0.129 0.101 0.081 0.004
(1.46) (1.06) (091) 0.04
Dividends -0.343 -0.286 -0.223 -0.313
(-0.87) (-0.78) (-0.6) -0.66
Risk -5.559% -1.813 -3.799
(-1.85) (-0.54) (-0.98)
R&D 62.660*** 77.396**
(3.76) (2.89)
Industry Dummies No No No No No Yes
Year Dummies No No No No No Yes
Advertising Dummy No No No No No Yes
Observations 109 109 109 109 109 98
R-squared 0.0397 0.2727 0.4261 0.4353 0.5141 0.5654

Variable description and units of measurement: Total KLLD Score, calculated by aggregating
the six KLLD dimensions; Firm size is measured by natural logarithm of Total Assets; Risk is
measured by ratio of Total Debt to Total Assets; R&D is measured through the ratio of R&D
Spending to Total Assets; Advertising dummy will be 1 if the firm is in the 100 Most Valuable
Brands by Interbrand. *, **, *** denote significance at the 90%, 95% and 99% level of

Following the same methodology used in Table 3, in Table 4 we first ran the
multivariate regression with no control variables or dummies — RQ (7) — leaving the
complete analysis for a posterior phase.

In RQ (7), the results show that three of the KLD dimensions have
coefficients which are statistically different from zero. The dimension Community,
with a coefficient of -1.241 (t-statistic of -1.72) and a p-value of 0.09, will have a
negative impact in our dependent variable. Contrarily to this, the dimensions
Environment, Employees and Products present positive coefficients: with a 95
percent level of confidence these variables will have coefficients of 1.488 (t-statistic

of 2.36), 1.035 (t-statistic of 2.24) and 1.603 (t-statistic of 2.48), respectively.
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Among the several complete regressions — by complete we mean the
regressions that included control variables and dummies — the last one, RQ (13), is
where one can find the highest number of KLD dimensions with statistically
significant coefficients. Let us then focus on RQ (13), which is formulated as

following:

RQ;: = By + f1 * KLD Community Score;; + --- + B¢ * KLD Human Rights Score; ;

+ IndustryDummies;; + YearDummies;, + AdvertisingDummy;, + &,

In this regression, the coefficients of the different KLD dimensions will
confirm our H2, regarding heterogeneous impacts of each dimensions on CSR. These
findings are aligned with Melo and Garrido-Morgado (2012), who also found CSR to
be a mixed construct with distinct practices impacting differently on the company.

However, both the dimensions of Community and Employees have
statistically significant negative coefficients, failing to confirm our HZ2.1. The
Community’s dimension presents a coefficient of -1.346 (t-statistic of -3.14) with a 99
percent level of confidence. This will mean that an increase of score in the
Community dimension (either by an additional point attributed in strengths or one
less point existing concerns) will lead to a decrease of a company’s RQ score in about
1.346 points, which has a relative weight of approximately 2 percent of the score?7.
These findings go against Brammer and Pavelin (2006), who have found the
Community dimension to be the most significant CSR measure for Corporate
Reputation — testing twelve sectors with results of eleven positive coefficients?2s.

The Employees’ dimension shows a coefficient of -1.370 (t-statistic of -2.61),
with a level of confidence of 95 percent, following the same logic, an increase of score
in the Employees dimension will reduce the RQ score of a company in 1.37 points.
We did not anticipate these results, and cannot find any logical explanation for them.

Curiously, as we added other variables, the Environment’s coefficient lost its

27To calculate the relative weight of the coefficients we used the average RQ score of our
total observations (74.7).
28 The Resources Sector was the only sector negatively impacted by this dimension.
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statistical significance in our model, and the Employees’ ended up with a
statistically significant negative coefficient.

We therefore consider the results regarding these dimensions to be
inconclusive, since these do not seem to be much consistent. The only KLD
dimension with a statistically significant positive coefficient is the variable Products,

with a coefficient of 1.832 (t-statistic of 3.8) at a 99 percent level of confidence.

TABLE 4 - Multivariate Regressions for KLLD Individual Dimensions’ Score

Variable RQ (7) RQ (8) RQ (9) RQ (10) RQ (11) RQ (12) RQ (13)
Community -1.241* -0.778 -0.691 -0.656 -0.323 -0.720 -1.346%**
(-1.72) (-1.18) (-1.14) (-1.08) (-0.59) (-1.45) (-3.14)
Diversity -0.302 0.018 0.300 0.324 -0.582 -0.619 -0.429
(-0.74) (0.05) (0.82) (09) (-1.58) (-1.62) (-1)
Environment 1.448** 1.098** 0.897* 0.701 0.746 0.666 0.125
(2.36) (2.34) (1.86) (1.43) (1.65) (1.38) (0.2)
Employees 1.035**  1,262%** 0.584 0.437 -0.564 -1.053* -1.37**
(2.24) (2.93) (1.43) (1.03) (-1.19) (-1.89) (-2.61)
Products 1.603** 0.897 1.114* 1.085* 1.166***  1.566***  1.832%**
(2.48) (1.45) (1.85) (-1.83) (2.64) (3.63) (3.8)
Human Rights -0.532 -0.532 -1.598 -1.936* -1.808* -0.914 -0.677
(-0.43) (-0.44) (-1.43) (-1.71) (-1.77) (-0.9) (-0.71)
Firm Size -2.431 -1.146* -1.087* -0.647 -0.046 -0.33
(-4.74) (-1.83) (-1.73) (-1.15) (-0.06) (-0.46)
ROA 34.992*%* 33.430*** 26.546*** 20.856*** 16.401**
(4.6) (4.29) (348) (3.05) (212)
MTB ratio 0.130 0.112 0.093 0.099 0.052
(1.45) (1.22) (1.16) (1.32) (0.62)
Dividends -0.367 -0.307 -0.320 -0.438 -0.612
(-1.01) (-0.89) (-1.03) (-0.99) (-1.32)
Risk -5.223 0.569 -1.564 -2.532
(-1.63) (0.17) (-0.49) (-0.7)
R&D 84.195*** 80.116*** 90.803***
(4.79) (4.17) (4.34)
Advertising Dummy No No No No No No 2.984*
(1.87)
Industry Dummies No No No No No Yes Yes
Year Dummies No No No No No No Yes
Observations 109 109 109 109 109 109 98
R-squared 0.2257  0.3375 0.4739 0.4807 0.5890 0.6480 0.6800

Variable description and units of measurement: Community, Diversity, Environment, Employees,
Products and Human Rights are KLLD dimensions; Firm size is measured by natural logarithm of Total
Assets; Risk is measured by ratio of Total Debt to Total Assets; R&D is measured through the ratio of R&D
Spending to Total Assets; Advertising dummy will be 1 if the firm is in the 100 Most Valuable Brands by
Interbrand. *, **, *** denote significance at the 90%, 95% and 99% level of confidence, respectively.
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The Products’ dimension was the most consistent one among the different
regressions. We believe that this might be driven by the fact that the RQ scores are
collected through external stakeholders, and the Products’ dimension will be the one

with most visibility for them.
5.2 Additional Findings

By looking at the control variables, we can observe that their progressive
introduction led to a better explained model, with the R-squared starting at 22.57
percent in RQ (7) and reaching 68 percent in the RQ (13).

We control for Firm Size by using the natural logarithm of Total Assets, with
the results showing that firm size does not have a statistically significant coefficient.
This does not corroborate previous literature (Fombrun and Shanley, 1990; Di Giuli
and Kostovetsky, 2012; Brammer and Pavelin, 2006), which has found company size
to be positively related with Corporate Reputation.

We are eager to believe that this result is driven by the low RQ scores of Bank
of America and Citigroup, which represent the biggest firms in our sample, and have
unexpected reputational scores?d.

Out of the three control variables for financial performance, ROA is the sole
one which has a statistically significant coefficient throughout the several
specifications — RQ (7) to RQ (13). With a coefficient of 16.401 (t-statistic of 2.12) at
a 95% confidence level — in RQ (13) — an increase of 1 in this variable will lead to an
increase of approximately 16.4 in the RQ score. This appears in our model as a
major driver of the RQ score, confirming previous findings that more profitable
firms — with higher ROA — are associated with a higher KLLD Score.

Regarding the dummy variables, which were only introduced in regressions
RQ (12) and RQ (13), Advertising presented a coefficient of 2.948 (t-statistic of 1.87),
with a p-value of 0.066, and therefore significant with a 90 percent confidence level.
As we discussed before, the construction of this variable is quite bold and might not

portray the exact intended effect, nevertheless, given the results, we conclude that a

29 See Figure 9 in appendix.
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company which is in the 100 Most Valuable Brands ranking, will on average have a
3 points (approximate) higher RQ than a company which is not present in the list.
As for the Industry dummies, we can observe the regressed coefficients in
Tables 5. Initially we plotted a graph to understand the average RQ per year in each
of the segments — Figure 4. From this graph we expected to develop some intuition

or expectations for the results of the regression.

FIGURE 4 - Average Reputation Quotient per SIC Code Division
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When computing the dummy variable in RQ (12) and RQ (13) we were able to
track some significant differences among the different SIC divisions - the omitted
industry division was Manufacturing. The division of Transportation and
Communications presents statistically significant coefficients of -4.718 (t-statistic of
-2.81) and -3.85 (t-statistic of -2.08), the first one with a p-value of 0.006 and the

second with a lower p-value, of 0.04, but still significantly different from zero.

TABLE 5 — Industry Dummies’ Coefficients

Industries Segmented by SIC Division  RQ (12)  RQ (13)

Transportation and Communications -4.718*** -3.853**
(-2.81) (-2.08)

Retail Trade 0.607 3.837*
(037) (1.86)

Finance, Insurance and Real Estate -0.731 3.154
(-0.19) (0.70)

Services Industry -1.655 -0.579

(-0.69) (-0.27)
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This will be the only industry with statistical significance in both the
regressions ran. Additionally, the Retail Trade division has a positive coefficient of
3.837 (t-statistics of 1.86), which 1s significant with a 90 percent level of confidence.
Both these results confirm our H4.

While the Transportation and Communications coefficient was somehow
expected, for we had seen in Figure 4 that this division had constantly lower
average RQ’s — namely when comparing with the omitted division of Manufacturing,
the Retail Trade industry effect will be more important than we prospected,
meaning that for the companies in this latter division the industry level effect has a
higher relative weight in the RQ score.

Taking all of this into account, we are able to confirm three of our five initial

hypotheses.

TABLE 6 — Main Conclusions Regarding Studied Hypotheses

Confirmed Rejected
H.1 RQ (1) to R(4) RQ (5) and RQ (6)
H.2 R (7) to RQ (13) -
H.2.1 RQ (8) and RQ (9) RQ (7),RQ (10) to RQ (13)
H.3 RQ (13) -
H.4 RQ (12) and RQ (13) -

5.3 Limitations and Further Research

5.3.1 Limitations of the Study

In order for us to develop this research, we had to simplify several of the
involved items and adapt to existing measures. Only through this was it possible to
approach this problematic.

To start with, we had two major limitations in terms of the data used. The
lack of access to a more enlarged database conditioned both the number of

companies studied as well as the number of industries covered. This disenabled the
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possibility of a deeper industry specific analysis, and partially undermined the
representativeness of our sample.

Moreover, the time frame studied also represents a challenge: we can easily
fall in a biased the interpretation of our results, since we are commenting data
registered in a different corporate context (1999-2004 versus 2013), when the CSR
concept was not as present in our lives as today. =~ Adding to this, over the years,
the Reputation Quotient index — the dependent variable of our model — has suffered
a few adjustments in order to improve its validity; these adjustments were not
mcorporated in the scores we used, since they were done in a posterior date to our
sample.

Furthermore, this research is dealing with two constructs which are relatively
new in the literature and have no universally accepted definition. The measurement
itself, of Corporate Reputation and CSR, involves emotion-based measures, which
makes all of our data of ambiguous validity and interpretation.

Another problem with our main variables is the fact that they can be easily
manipulated, Edmans (2011) criticizes this characteristic of KLD, and we will
extend this limitation to the RQ score. The problem is the measures used are not
very informative, rather based on observable practices, such as minority
representation — the rationale behind manipulation is that the company knows
exactly what it needs to do so as to “check the box”. Besides all this, even if the
company has a so called perfect score in the KLD strengths and concerns, this still
does not mean that external stakeholders are well-informed about it.

Unfortunately, accurate measurement is almost like a chronicle problem
when dealing with intangibles, which should most definitely be acknowledged, but
cannot serve as a barrier for studying these issues, rather should have a challenging
effect, leading to further investigation on developing more appropriate measures.

Another big limitation of this model regards the measuring of corporate
spending in advertising. The lack of access to this specific information drove us to

find an alternative proxy for advertising in our regression. We believe the measure
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used — 100 Most Valuable Brands index — is valuable; however it might have not
been the most suitable measure given what we intended to test.

As to the estimation model used, the pooled OLS regression, it also has
limitations to consider. The pooled regression model neglects the heterogeneity
across individuals, assuming the same coefficients for all individuals, those effects
unique to each individual are all subsumed in the error term - ¢;; . This might mean
that the explanatory variables are no longer uncorrelated with the error terms. In
that case, the estimates of our pooled OLS regression will be biased and inconsistent.
This problem can be overcome by using a fixed effect model, which captures the

time-invariant individual-specific effects which are unobserved in data (Kim, 2012).

5.3.2 Future Research

All the limitations mentioned in this paper should be taken into account in
future research. Basically, there are three main points where we believe future
researchers should focus on:

1) It would be interesting for prospect researchers to further explore the
heterogeneous impact of CSR’s dimensions, analyzing the concrete
impacts of each dimension separately, following the methodologies used
by Brammer and Pavelin (2006) and Melo and Garrido-Morgado (2012).
We believe this should be explored at the cross-cultural level as well,
with eventual results allowing multinational corporations with different
arms of activity to design a well grounded plan for each geographical
area/ sector of activity;

2) The CSR innovation, as described by Basu (2012) is a very pertinent
topic to explore, as indeed we assist to standardized CSR practices which
are becoming progressively less interesting or relevant, rather increasing
corporate spending with little or no returns;

3) The misspecifications of the existing measurement systems namely some
referenced and well reputed indexes/ databases — such as KLD. The

misconstruction of these instruments might be strongly conditioning
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research on this corporate area, disenabling the possibility of reaching

any valuable conclusions.

These should be the three main pillars of any future developments when
looking at CSR as a driver of Corporate Reputation.
Furthermore, one can also take some valuable insights from this work

regarding Corporate Reputation itself.
5.4 Managerial Implications

Managers and companies in general need to embrace CSR as one of the key
drivers of Corporate Reputation and a source of competitive advantage. Indeed, this
CSR construct can deeply influence a company’s Reputation if correctly embedded in
corporate activities. But how can managers guarantee the proper implementation of
sustainable practices?

There 1s not a direct or simple solution to this problem, but there are some
useful guidelines which can assist them when implementing these policies. Taking
into account the multidimensional character of CSR, this thesis unveiled two main
levels of managerial implications:

1) Companies must be aware of who their stakeholders are — virtually all of them
2) Industry level effects and sector of activity must be cautiously considered.

What this means in practical terms i1s that responsible policies or CSR
measures enforced by the same company can have multiple interpretations. These
different perceptions will arise due to the existence of different groups of
stakeholders — who have different needs/demands/expectations — and to the very
proper characteristics of each industry (e.g. one will not be surprised if a mining
company gives its employees a special health assistance program).

Taking this into account, it is essential that companies drop the standardized
approach of CSR, and strive for identifying the responsible practices that will suit
them best.

One thing is certain; only by thoroughly analyzing their surrounding environment

will companies succeed in leveraging CSR as a driver of Corporate Reputation.
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This paper addresses the drivers of companies’ Reputation, mainly focusing
on the potential role that CSR can play on Corporate Reputation building.

Our findings were somehow unexpected; contrarily to previous literature, we
were not able to confirm our main hypothesis that CSR impacts Corporate
Reputation positively; however, we did build on earlier results which prove CSR to
be a multidimensional and heterogeneous construct, with some of its dimensions
indeed contributing to a higher Corporate Reputation — in our study, the only
variable which we could significantly demonstrate to have a positive coefficient was
the KLLD Product dimension.

As we struggled to find realistic explanations for part of our results, we came
to the conclusion that the existing studies on this topic are too ambiguous. We blame
this fact on what we also believe to be the core problem of our model: the lack of a
good measurement instrument for Corporate Reputation.

Through the gathering of information for this paper and the development of
our econometric model, we believe to have developed an insightful vision of this
problematic, and as our final comment we would boldly like to propose an innovative
construction for the measurement of Corporate Reputation.

First, we propose a measure that conjugates both external and internal
stakeholders — rather than opting for just one of these groups, like the existing
indexes do. Secondly, we suggest that the evaluation of a company’s Corporate
Reputation should not abide by primary stakeholders only. The fact that secondary
stakeholders are not acquainted with a company’s main activities or social policies is
in itself an input that should be accounted for when evaluating the Reputation of a
firm.

We would like to close this paper by tailoring one of the initial citations of this
paper: “If you can measure something, you can understand it; if you can understand
it, you can control it; if you can control it, you can improve it” — adapted from

Harrington (1987).
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Appendix

FIGURE 5 - Looking Inside Out: Mapping the Social Impact of the Value Chain

The value chain depicts all the activities a company engages in while doing business. It can be used as a framework to

identify the positive and negative social impact of those activ

ities. These “inside-out” linkages may range from hiring and

layoff policies to greenhouse gas emissions, as the partial list of examples illustrated here demonstrates.

« Relationships with universities . Finanpial reporting » Education & job training « Procurement & supply chgin
« Ethical research practices « Safe working conditions g@;’:‘%ﬁﬁg'&g&b‘?ﬂr‘g Sd“'d
practices (e.g., animal testing, « Government « Diversity & discrimination ot P ) ’
GMOs) practices ) pricing 1o farmers,
« Product safety «Transparency » Health care & other benefits  « Uses of particular inputs
« Conservation of raw materials * Use of lobbyin SRempsnziton polchs - i
) 9 « Layoff polices « Utilization of natural
i Recycling | I ' , | | Pesources |
8
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! « Transportation ] L Emissions & waste I s Packaging use : g Marketing & advertising I Y Disposal
impacts (e.g., « Biodiversity & and disposal (e.g., truthful advertising, of obsolete
emissions, con- Y (McDonald's advertising to children) products
2 2 ecological impacts
gesglc;n, logging s i clamshell) « Pricing practices (e.g., « Handling of
KORQS usaggy «Transportation price discrimination consumables
impacts among customers, (e.g., motor
« Worker safety & anticompetitive pricing oil, printing
labor relations practices, pricing policy ink)
» Hazardous materials to the poor) « Customer
« Consumer information privacy
« Privacy

Source: Michael E. Porter, Competitive Advantage: Creating and Sustaining Superior Performance, 1985
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FIGURE 6 - Looking Outside In: Social Influences on Competitiveness

In addition to understanding the social ramifications of the value chain, effective CSR requires an understanding of the
social dimensions of the company’s competitive context—the “outside-in” linkages that affect its ability to improve pro-
ductivity and execute strategy. These can be understood using the diamond framework, which shows how the condi-
tions at a company's locations (such as transportation infrastructure and honestly enforced regulatory policy) affect its

ability to compete.

« Availability of human resources (Marriott’s job
training)

» Access to research institutions and universities
{Microsoft’s Working Connections)

« Efficient physical infrastructure
« Efficient administrative infrastructure

« Availability of scientific and technological
infrastructure (Nestlé’s knowledge
transfer to milk farmers)

« Sustainable natural resources
(GrupoNueva's water
conservation)

« Efficient access to capital

« Fair and open local competition
(e.g., the absence of trade barriers,
fair regulations)

« Intellectual property protection

«Transparency (e.g., financial report-
ing, corruption: Extractive Industries
Transparency Initiative)

« Rule of law (e.g., security, protection
of property, legal system)

« Meritocratic incentive systems
(e.g., antidiscrimination)

« Availability of local suppliers
(Sysco's locally grown produce;
Nestlé’s milk collection dairies)

» Access to firms in related fields

» Presence of clusters instead of isolated
industries

~ « Sophistication of local demand (e.g.
appeal of social value propositions:
Whole Foods' customers)

« Demanding regulatory standards
(California auto emissions &
mileage standards)

« Unusual local needs that can be
served nationally and globally
(Urbi’s housing financing, Unilever’s
“bottom of the pyramid” strategy)

Source: Michael E. Porter, The Competitive Advantage of Nations, 1990
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TABLE 7 - Principal Agencies and Indexes Operating in the OECD Countries

Countries Ratings agencies Market Indices
Austraba SIS (SIRT) 3} companies on the ASX
Belgium Stock at Stake (SIRI)  Companies in Belgium, Ethibel: Asa/Global/
Luxembourg, France, Japan, Américas/ Europe
Hong Kong and Singapore
Canada MIRA (SIRID) 400} companics in Canada Jantz 5.1
France Vigeo Eurcstock 60K ASPI Eurozone
Germany MUG Companics in Germany and
Ockom Austria 80% MSCI world
Scors (SIRI) Raongs of ATX 21, DAX 30,
M DAX 70
lealy Avanzi (SIRI) Companies 1n lealy
Japan Good Bankers 6lH)} companies in Japan
CPRD FH)} companies in Japan MormngStars Socially
Pesponsible 1L
MNetherlands  Tnodos (SIRI) 2,000} global com pames
Spamn Fundacion EY D (SIR1}) 35 companies in Ibex and
1GEM
Sweden CaringCompany (SIR]) Scandinavian com panies
Switzerland  Centre-Info Swiss com panies
(SIR.T)
SAM Europe, EEUU, Australia
UK Core Rarmngs 1,0} compames mn Europe, FTSE 4 Good
EIRIS Asia and North America
PIR.C (SIRI) 250 companics in FTSE
World
LUSA KL 3,00} companies n Socrates Domini 40 5.1 [LCS/
Innovest database DMS|MNASDAQ 5.1
1,300 compames in MSCI Dow Jones
World Sustamabilicy Index

Source: Marquez, A. and Fombrun, C.J. (2005)
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TABLE 8 — Typical Characteristics of Corporate Reputations

What are the characteristics of Corporate Reputations?

1.

Corporate Reputations are derivative, second-order characteristics of an industrial system that
crystallize the emergent status of firms in an organization field.

Corporate Reputations are the external reflection of a company's internal identity - itself the
outcome of sense-making by employees about the company's role in Society.

Corporate Reputations develop from firms' prior resource allocations and histories and
constitute mobility barriers that constrain both firms' own actions and rivals' reactions.

Corporate Reputations summarize assessments of past performance by diverse evaluators who
assess firms' ability and potential to satisfy diverse criteria.

Corporate Reputations derive from multiple but related images of firms among all of a firm's
stakeholders, and inform about their overall attractiveness to employees, consumers, investors,
and local communities. Simplifying the complex construct of performance helps observers deal
with the complexity of the marketplace.

Corporate Reputations embody two fundamental dimensions of firms' effectiveness: an appraisal
of firms' economic performance and an appraisal of firms' success in fulfilling social
responsibilities (Etzioni, 1988; Lydenberg et al., 1986).

Source: adapted from Fombrun, C. J. and Riel, C. V. (1997)

TABLE 9 — Requirements for a Thorough Cross-Cultural Reputation Measure

Cross-cultural validity

Refers to whether the concept or construct is expressed in similar attitudes or
behaviors across nations (Singh, 1995, 605). For example, the concept of

Conceptual . s S,
E uival?ence corporate Reputation may or may not exist in non-US contexts. Even if a literal
q translation of the word “Reputation” exists, it may not have conceptual
equivalence (Lincoln and Kalleberg, 1990).
Functional Refers to the relationship the focal variable has with its antecedents or
) consequences. Does corporate Reputation serve the same function in different
Equivalence . .
nations (Singh, 1995, 605).
Instrument Refers to whether the scale items, response categories and questionnaire
Equivalence stimuli are interpreted identically across nations (Singh, 1995, 605).

Source: Gardberg, N. A. (2006)
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TABLE 10 — Reputation Quotient Index for the 27 U.S. Companies Analyzed
(1999 — 2004)

Reputation Quotient

Company Country 1999 2000 2001 2002 2003 2004
Johnson&Johnson USA 83.4 81.6 82.5 82.1 79.47 79.81
3M USA - - 80.2 78.2 76.67 79.07
Coca Cola USA 81.6 80.9 80.8 79 77.95 78.9
Procter&Gamble USA - - 76.6 76.7 76.48 78.26
United Parcel Service (UPS) USA - - 76.6 78.7 78.49 78.24
Microsoft USA 77.9 - 81.8 76.8 77.86 78
Intel Co. USA 81 79.9 80.8 74.6 74.86 76.1
Dell Computer Co. USA - - 77.1 78.2 76.04 76
Eastman Kodak Co. USA - - - 78.5 75.84 -
Home Depot USA - 80 75.6 78.2 75.78 74.77
Walt Disney USA - - 78 76.2 77.95 74.03
Target USA - - 75.1 73 72.09 73.25
Hewlett-Packard/Compaq USA 81.2 80.6 79.2 73.2 72.95 73.16
Pfizer USA - - 73 - 71.34 70.97
Nike USA - - 71.6 69.6 69.81 70.57
Wal-Mart Stores USA - - 76.3 75.2 72.87 70.56
E.I. DuPont de Nemours & Co. USA - - 72.1 71 71.58 -
Sears, Roebuck and Co. USA - - 68.5 70.9 68.5 70.06
Verizon Communications USA - - - 65.8 65.55 67.71
Penney J. C. USA - - - 69.3 68.41 67.56
Ford motor Co. USA - - 63.9 63.9 66.03 65.64
Citigroup USA - - 69.3 63.3 - 64.1
AOL Time Warner USA - - 64.5 59.4 57.25 63.89
Bank of America USA - - 60.2 - 63.43 63.56
At&T USA 75.7 - 65.2 65.2 61.83 60.23
Altria Group, Inc. USA - - - - 53.49 60.58
Sprint USA - - 65.3 57.7 59.58 59.63

Source: Poddi, L., Vergalli, S., (2009) Does Corporate Social Responsibility affect the performance of firms?,
Dipartimento di Scienze Economiche Universita degli Studi di Brescia, Discussion Paper n. 0809, p. 40.
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TABLE 11 - Segmentation of Companies by SIC Code Division

SIC Code Division Companies
3M, Coca Cola, Dell, Eastman Kodak, E.I.
9000 — 3999 Manuf. . 1 DuPont de Nemours, Ford Motors,
a anufacturing (1) HP/Compaq, Intel, Johnson & Johnson, Nike,
Pfizer, Procter & Gamble
4000 — 4999 Transportation and AOL Time Warner, AT&T, Sprint, UPS, Verizon
Communications (2) Communications, Walt Disney
. Home Depot, J.C. Penney, Sears, Target,
5200 — 5999 Retail Trade (3) Wal-Mart Stores
6000 — 6799 Finance, Insurance and Bank of America, Citigrou
Real Estate (4) > VIMBToup
7000 — 8999 Services (5) Microsoft

Source: http://en.wikipedia.org/wiki/Standard_Industrial_Classification
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FIGURE 7 - Checking For Outliers | Plot 1
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FIGURE 8 - Checking For Outliers | Plot 2
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In Figure 7 we have the observations
labeled by company ID number - a
variable created to identify each of
the firms. In this case, we can see
there are three specific observations
which should be considered as
outliers.

If companies 22 and 23 - Citigroup
and AOL Time Warner — were to be
in accordance with the rest of our
sample should have a much higher
RQ, this meaning that according to
their independent variables values,
their RQ is inexplicably low, or lower
that it would be expected.

As for the company 26 — Altria
Group - the independent variables
suggest that they should have a low
RQ, but in fact it is higher than
expected.

In Figure 8, we plotted the same
type of graph but change the labeling
for years, so we can understand
concretely which observations are
corrupting our sample.

FIGURE 9 — Outliers in Firm Size/ RQ
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Citigroup (22) and Bank of America
(24) are the biggest companies of our
sample.

Their size allied to their lower than
average RQ will bias our results for
the which
according to literature

Firm Size variable,
previous
should positively impact Corporate
Reputation, but in our analysis does

not seem to be significant.
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