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Abstract:
Purpose: This paper reviews sustainability reporting understood as any type of social
and environmental disclosures (SED) in its relationship with corporate reputation within
the most reputed companies in Spain according to MERCO Business Monitor Ranking
(2014-2016).
Design/methodology/approach: To shed light on the relationship reputation-SED, two
alternative models were tested, thought the use of Structural Equation Model (SEM) and
Partial Least Squares (PLS), with longitudinal data.
Findings: Both models supported the hypotheses although the model linking reputation
to SED was slightly better, questioning the use of SED by reputation leader companies.
Research limitations/implications: Our paper study the linkage, sign and causality,
between reputation and SED by introducing two alternative models. SED and reputation
are receiving considerable attention into the business scope, although their relationship
is not agreed by previous literature. There are contradictory evidences that lead us to
question the sense of this relation.
Practical implications: Our contribution will be of interest to managers in terms of the
value of this type of reporting from a strategic point of view. If reputation favours this type
of disclosures, these will be issues to be taken into account in order to obtain a better
competitive advantage through market differentiation.
Social implications: The results will be of interest for future studies and actions aimed at
regulating the improvement of this type of reporting in the hands of academics and
practitioners but also investors and regulators.
Originality/value: This study is an advance in the description of the SED-reputation
relationship and contributes to this new line of research with new insights. Another
contribution is the way to understand sustainability reporting. This paper analyses SED
from the twofold point of view of the quantity of information and, the existing references
about its quality, and adding the lag effect between both variables.

1. INTRODUCTION
Nowadays, the importance of corporate reputation and its management is
unquestionable. The prediction of Fombrun and Shanley (1990:233) is still fully valid if
possible “firms compete for reputational status”. Companies are concerned about
building a good reputation through so-called Reputation Management by understanding
it as responsible for a set of potential advantages, among them a formula for a better
corporate performance (Reputation Institute, 2019).
By other way, an important body of study within reputation literature focuses on the
relationship between reputation and voluntary disclosure policy. It is discussed by
researchers in this field that a relevant, comprehensive and timely non-financial
disclosure policy could have the ultimate effect of enhancing corporate reputation. It can
be considered as a non-financial predictor of reputation under the Fombrun and Shanley
(1990)’s terminology. Specifically, the relationship focuses on social reporting, i.e., socalled social and environmental disclosures (SED2). However, problems of causality
arise in this SED-reputation relationship, so the results seem to admit that reputation
drives disclosure while disclosure affects reputation. That is, reputation can be a nonfinancial predictor of SED. Brammer and Pavellin (2006, 2008) raise this question as still
open and Brooks and Oikonomou (2018) confirm such evidence in a recent literature
review paper as well as the effect of delay between such surveys and their effect on
reputation (Armitage and Marston, 2006). Longitudinal studies are therefore required to
solve such problems.
Our study starts from the contradictory results in the SED-reputation relationship trying
to advance it through the incorporation of two aspects that have not been taken into
account in a combined way and that we consider fundamental in their explanation. Firstly,
we introduce the quality of sustainability reporting as well as its quantity in our
methodological design. Because revealing with quality is not the same as revealing with
quality, incorporating both dimensions into a unique measure provides a more accurate
view of the first study variable, SED. In the same vein, Beretta and Bozzolan (2004:266)
contended “the quantity of disclosure is not a satisfactory proxy for the quality of
disclosure”. Second, we propose to incorporate the delayed effects of disclosure on
reputation as well as the other way around. That is, the effects of reputation as a way to
encourage future SED or vice versa. Previous studies have studied the existing
relationship between both variables without taking into account that the decision to
disclose, in one case, or that the better corporate reputation, in another case, would
make sense later, never taking both variables in the same period. De la Fuente and
Quevedo (2003:161) refer to the “lag with which reputation affects value creation and
vice versa”. Also Fombrum (1996) warned that a long-term horizon is necessary in the
study of reputation. Its character as an intangible asset explains the foregoing.
In addition, the difficulty of measuring corporate reputation (as the main intangible asset)
leads us to justify the role of different reputation rankings as multidimensional, multistakeholders and dynamics measures (generally every calendar year). Among them, we
must highlight the Fortune ranking, at an international level, which since its inception
continues to be the most used, the ranking prepared by the Reputation Institute, the
Global RepTrak® 100, as well as the growing boom of the MERCO Corporate Reputation
Monitor for the Spanish and the Iberoamerican scope.
With this background, our paper study the linkage, sign and sense of direction, between
reputation and SED by introducing two alternative models: Model A in which SED causes
corporate reputation and Model B where corporate reputation is the cause of SED. That
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is a novelty with respect to previous studies concerned exclusively with corroborating the
sense of this relationship. After reviewing the reduced number of papers involved in
studying SED-reputation causality, Castilla and Ruiz (2019) conclude that most of them
justify that reputation is positively associated with higher levels of disclosure but it is
unclear the sense of this relationship. For authors such as De la Cuesta and Valor (2011),
Costa et al. (2014), Luna and Fernández (2010), Michelon (2011) and Dyduch and
Krasodomska (2017) reputation favours SED. In an opposite way, other researchers
have raised that SED improve reputation (Axjonow 2018, Pérez and García-De los
Salmones 2015; Baraibar-Diez and Luna 2018). That is, there is a positive relationship
between these variables, regardless of their role as cause or consequence, respectively.
This justifies the incorporation of Model A and Model B.
In addition, both models are tested in Spanish reputation leaders included in the MERCO
Corporate Reputation Business Monitor (MERCO ranking hereinafter) from 2014 to
2016. Our study covers an important research gap because our target population has
not been covered until date. Mainly large listed companies have captured the attention
of empirical research in this topic.
Another contribution is the way to understand sustainability reporting. This paper
analyses SED from the twofold point of view of the quantity of information and, the
existing references about its quality. While SED empirical literature is considerable from
a quantitative point of view, it does not reach very high levels of information about the
quality of disclosure. Among authors concerned with quantitative SED analysis, research
objectives have focused on the nature and frequency of these disclosures, their patterns
and trends, and the relationships between them and certain structural variables including
size, industry and profitability, as examples. However, some researchers highlighted the
need for further research in terms of SED quality. In that sense, some authors analyze
their relevance and reliability as fundamental requirements to conclude about their
presence. On other occasions, quality is associated with the data and details offered for
items included in SED, the more breakdowns and detail the higher the quality. In general,
the vast majority of authors consider that quality tends to be deficient (De Villiers and
Van Staden, 2006). What is obvious, following Toms (2002:264) “that the volume of
disclosure alone is not in itself a sufficient condition for the creation of reputation”,
In summary, this study is an advance in identifying not only the sense but also the
direction of causality between SED and reputation, taking into account the necessary
time delay in the effects that both variables could produce and also the quantitative and
qualitative nature of these disclosures, a “new imagining” in Deegan (2017)’s opinion3.
All the above contributes to this line of research with new insights that will be of interest
to the following audiences.
-The results will be of interest for future studies and actions aimed at regulating
the improvement of this reporting in the hands of academics and practitioners but also
investors and regulators. We must indicate that the accounting regulatory environment
is at a time of concern about non-financial information that companies are voluntarily
disclosing. We find ourselves for this reason in a context where the debate about
harmonization and the fit of non-financial information is analysed both at the international
level and more closely at the European Union (EU) level. At European level, Directive
2014/95/EU of the European Parliament and of the Council (October 22, 2014) has
already made necessary to standardize the way of reporting on social and ethical
aspects for companies with more than 500 employees by making such content

See “New imaginings” by Deegan (2017:71) understood as “works where authors suggest new (different)
ways of accounting for social and environmental issues”.
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mandatory. Therefore, the expected results may favour the preparation of future
regulations in this field.
-Our contribution will also be of interest to managers in terms of the value of this
type of reporting from a strategic point of view. We agree with García-Sánchez et al.
(2018) when the state that corporate reporting is costly and time-consuming activity for
the companies and the need for manager to ensure its utility for stakeholders. In fact,
corporate reputation is changing the role of communicator’s managers. If reputation
favours or conditions this type of disclosure, these will be issues to be taken into account
in order to obtain a better competitive advantage through market differentiation.
The structure of this paper is described below. This introductory section is followed by
Section 2, dedicated to a review of the most relevant literature on SED-reputation
relationship (its sense and its causality). Next, the methodological design is presented in
Section 3. A fourth section is devoted to the main results obtained. Section 5 will discuss
the main implications of our evidences over previous studies on this topic. Finally, the
main conclusions drawn from our research, limitations and future lines of research are
given in Section 6.

2. STATE OF THE ART AND RESEARCH FRAMEWORK
Freeman (2012) pointed out some time ago the need for a new narrative on the current
functioning of companies that incorporates their social commitment and correctly informs
their stakeholders. Recently, the Reputation Institute (2019:9-10) conclude “more
information does not mean better information… The most effective way to inform them
will be by developing authentic messages, in a personalized format, for each unique
stakeholder group”. That is, the quality is as the same level than the quantity.
Among the different types of voluntary disclosures, those of a social and environmental
nature, the so-called SED have a priority place. While it is true that the disclosure of
environmental performance has been treated in the early stages to justify "the visibility
of companies", in recent years and following Qiu et al. (2016) social reporting in an
extended way even offers results that are more conclusive. According to these authors,
there is a relationship between social disclosures and the price of a company's shares,
where the increase in the company's reputation would result in different economic
benefits including a higher market price (shares). In the same way, Brooks and
Oikonomou (2018) concluded that the potential benefits associated with the disclosure
of sustainability ranging from improving transparency, enhancing reputation and brand
value, motivation of employees up to the support of the internal control processes of the
firm. Above all, the improvement of reputation and corporate image stands out as the
most relevant (Friedman and Miles 2001; Armitage and Marston 2008; Unerman 2008).
In fact, Gray et al. (1988:8-9) consider reputation as one of the three themes in the middle
ground of SR in the following terms “who assume that the purpose of CSR is to enhance
corporate image…”. Also for Cooper and Owen (2007:649) reputation “appears to
provide a primary motivating factor for companies going down the SR path”.
Likewise, corporate reputation and its management is an unquestionable task for
companies. Herremans et al. (1993) already warned some time ago about the
importance of a social reputation for companies and a better stock market returns and
lower risk. According to Robinson et al. (2011), a firm's reputation for being committed
to sustainability is an intangible resource that can increase the value of a firm's expected
cash flows and/or reduce the variability of them. Also Costa et al. (2014) find that the
information on sustainability is relevant for investors. Specifically, they have found that
the net income of firms with reputation for sustainability has a higher valuation by the

market when they compared to firms without this reputation (measured by the inclusion
on the DJSI). It is for this reason that Friedman and Miles (2001:523) stated that
"reputational risk, and hence how to manage environmental, ethical and social
reputations, is on the core corporate governance agenda", a question which is fully valid
today.
There are no exact formulas on how to improve and/or create corporate reputation by
understanding it as a collective perception of different stakeholders (Castilla and Ruiz,
2019). The most that has been achieved is to identify behaviours with which their
improvement seems to be linked. Among them, non-financial reporting stands out as a
tool to manage reputation from the managerial point of view. However, defining SED and
reputation’s relationship has been a question unachieved and it involves answering two
main questions: the characterization of the sing of the relationship (positive or negative)
and the sense of causality (front and/or back). The academic contributions to clarify these
points are so complex that even some authors use reputation rankings as a measure of
SR (Galant and Cadez, 2017:680) "due to the lack of consensus and complexity of the
concept (SR)".
On the one hand, there are a significant number of studies where SED are considered
drivers of corporate reputation. It is justified that under a social disclosure strategy,
companies will benefit from greater legitimacy and better relations with their
stakeholders. In fact, from a normative point of view, Stakeholder Theory and Legitimacy
Theory have been the most used in an individual way, but also combining them into the
explanation given by researchers. That is, that SED would be a predictor of corporate
reputation. In addition, more recently, some studies have focus on the inverse role, SED
as a consequence. From this point of view, companies will use their reputation to justify
the degree with which they perform SED. In this way, the level of reputation will be an
incentive to make social and environmental disclosures, using SED as a way to maintain
its reputation level achieved. Dienes et al. (2016) found that one driver of sustainability
reporting is the visibility of the company, which indirectly justifies the reduced role of
small companies in this type of disclosure (a demanded future line of research). See
table 1 for an overall vision of empirical papers dealing with this relationship.

INSERT TABLE 1

Our study proposes to test both questions: sign and causality of the SED-reputation
relationship, with the implementation of a double conceptual model: Model A and Model
B although comparatively the number of studies of the first option is higher being the
major stream.
As a key point, SED is defined as a construct composed of two dimensions: quantity and
quality, as theoretically researched in a previous study (Castilla and Ruiz, 2018). Recent
regulatory developments suggest that the future of non-financial reporting, where SED
is included as a priority item, must comply with the following fundamental principles:
meaningful, faithful, balanced and comprehensible, complete, strategic and prospective
information, aimed at interested parties, coherent and systematic (European
Commission, 2017). Sincerity, transparency and consistency are the trinomial proposed
by Halderen and Riel (2006) to develop a communication strategy that has impact on
corporate reputation. All of the above leads us to justify that SED, within the framework
of non-financial information, must meet two requirements that encompass all the
recommendations outlined: provide sufficient information (quantity) and with sufficient

guarantees (quality). It is for this reason that in our hypotheses development, both
dimensions will be taken into account in an individual way.
With regard to the problem of causality, causes or drivers and consequences of
corporate reputation has been an issue from different perspectives, something that
constitutes a contemporary research gap, as Money et al. (2017) stated. In this line, after
a review of the literature from the past decade these authors propose a framework for
future researchers in which both perspectives were integrated in a CausesConsequences Model for Reputation. This conceptual idea has been taken into account
in our methodological design. We understand that the SED can be both, the cause and
the consequence of corporate reputation, hence the double perspective with which we
approach the analysis of their relationship: SED-reputation or reputation-SED, being this
another highlight note of our study because to date we have not found any paper or
research that combines both possibilities in a single empirical analysis.
We now come to justify the development of hypotheses of the conceptual models we
propose.

2.1. SED-Reputation hypotheses
Researchers’ efforts have been devoted to put into value SED. However, for Moura-Leite
and Padgett (2014) little is known about de impact that social actions have on reputation.
As one of the most relevant contents into non-financial information, SED are considered
as responsible of the increase/creation of a better reputation between companies, that
is, as drivers of reputation. In a seminal paper, Kurucz et al. (2008:90) consider
reputation and legitimacy as one of the four business cases for SR4 including the
following frames: licence to operate, social impact hypothesis, cause-related marketing,
and socially responsible investing. All this competitive advantages are derived from
sustainability reporting.
Many recent and relevant studies have found a direct and positive relationship between
SED and reputation. For instance, Casimiro and Coelho (2016) propose a model of
drivers and consequences for cooperative reputation where communication is a driver
that justifies its value as a way to engage stakeholders. Costa et al. (2014) provide
evidence that sustainability reporting is a way used by the companies to signal their
reputation to stakeholders improving the market value at the same time. A question
corroborated in shopping center by Sardinha et al. (2011) who found a positive evolution
of social reporting practices in improving reputation. Also Bayoud et al. (2012) found a
positive relationship between SED and organizational performance in terms of financial
performance and corporate reputation but it is not corroborated in terms of employee
commitment. Cho et al. (2012), for the case of environmental reporting, find that SED is
positively related to the environmental reputation and the inclusion and permanence of
companies in the Dow Jones Sustainability Index (DJSI) In the same line, Aldaz et al.
(2015) also conclude about the role of anti-corruption information to improve corporate
reputation. Other authors such as Mahoney et al. (2013) find that SED create value
through reputation, in fact companies that produce stand-alone reports generally have
higher SR scores, and decide using them to improve their image (green washing instead
signaling). Acknowledging the power of stakeholders, Moura-Leite and Padgett (2014)
state that different stakeholder groups affect the SED-reputation relationship.
Institutional stakeholders are more responsible than technical for corporate reputation.
Axjonow et al. (2018) found that stand-alone SR reports do not influence to corporate
reputation among non-professional stakeholders being the opposite for professional
4
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stakeholders. Focused on consumers, and derived from the SR's potential for the
creation of intangible assets, Saeidi et al. (2015) found that better reputation and others
competitive advantages are obtained via consumer satisfaction after engaging SR by
companies. Recently, Arora and Lodhia (2016) showed the BP case to explore how SED
are used to manage corporate reputation. In their conclusions, it was observed an
increase of the information provided by the company to justify how to amend the
environmental disaster.
However, as Toms (2002:264) states, "the volume of disclosure alone is not in itself a
sufficient condition for the creation of reputation". At this respect, Michelon et al.
(2015:61) found in 112 UK companies the absence of association between SED and its
quality, concluding that this is explained by the concerns of companies to use SED "as
a tool to manage image, rather than to substantive improvement in the accountability
process ". In this sense, Toms (2002) included quality signalling it as the way to test the
relationship between disclosures of environmental policies in annual reports and the
creation of environmental reputation. These results validated to positive sense for this
relationship for a sample of UK companies. At the Spanish level, Odriozola and BaraibarDiez (2017) confirm that the quality of the sustainability reports increases the probability
of a better reputation, understanding that the former will follow some standard and that
information will be verified. Also, Pérez et al. (2017) found that the reporting-reputation
link depends on the intensity of reporting to specific stakeholders, that is, it is not enough
to disclose a lot of information but that stakeholders should be valued for their power,
legitimacy and urgency. For Baraibar-Diez and Luna (2018) it is a specific type of nonfinancial information and the companies should reach their stakeholders adapting their
communication to relevant, understandable and timely social information.
By these reasons, the following hypotheses are considered into a Model A in which SED
are the causes of a better corporate reputation:
H1a: SED Quality has a direct, positive and significant impact on reputation.
H2a: SED Quantity has a direct, positive and significant impact on reputation.

2.2. Reputation-SED hypotheses
As we have commented, causality problems are also raised in this SED-reputation
relationship, so the results seem to admit that reputation leads to disclose at the same
time that disclose affects reputation. According to Michelon (2001) it is necessary to
analyze the role played by reputation as a determinant of sustainability disclosure. This
is for Brammer and Pavellin (2006, 2008) a still open question that Brooks and
Oikonomou (2018) also stated in a recent literature review paper.
A first hypothesis that we consider is to analyze if the companies that have better
reputation disclose more social information. Bebbington et al. (2008:354) propose a case
study, Shell, in which the role of reputation risk management in order to explain SED is
corroborated in a positive way. In the opinion of these authors, while the relation SEDreputation is plausible "what is less clear is if (and if so, how) the link between reputation
risk management and CSR reporting is operationalized". According to Neville et al.
(2005:1191) corporate reputation was directly related to SR, in fact, "reputation has
received increased attention by scholar as an important construct for the study of CSR".
For Kansal et al. (2014:220) non-financial variables and social reputation also determine
the communication of social efforts. Among its arguments, they justify that high-reputed
companies “need to make disclosures to assure the public of their continuous provision
of socially desirable ends and they are not deviating from the high standards established
in the past”. Michelon (2011) carries out other well-known study in this topic. She

considers that corporate reputation is a determinant of sustainability disclosures in an
empirical study on companies selected from the DJSI and others from a control group.
Her results show that sustainability disclosures are driven by reputation in terms of
engagement to stakeholders and by the average visibility of the company. However, it is
surprising that among its findings the disclosure of sustainability is not supported by the
relationship with financial performance. In a Spanish context, Luna and Fernández
(2010) found that the social reporting policy is significantly related to the visibility factor,
measured by the company’s size or reputation.
Rather less developed is the study of the role of corporate reputation as driver of the
SED but introducing quality as a consideration. One example is carried out by Dyduch
and Krasodomska (2017) confirming the hypothesis as only the belonging of the
company to Respect Index Portfolio, as one of the two variables used to measure the
reputation is verified. These authors consider not only for quantity but also for quality
through a scale of 0 to 3 (ranging from 0 no presentation to 3 numerical presentation and
narrative of the item). In the case of IBEX 35 Spanish companies, De la Cuesta and
Valor (2011) found that those that have a higher level of reputational risk are those that
have higher levels of disclosure, but also corporate reputation together with regulation
are the main drivers for improving the quality of social, environmental and corporate
governance information. In a previous study, these authors proposed that the quality of
this information should find 4 criteria: relevance (materiality), comparability, reliability and
accessibility (De la Cuesta and Valor, 2004).
All the above justify the creation of our Model B and it implies de following hypotheses:
H1b: Reputation has a direct, positive and significant impact on SED Quality
H2b: Reputation has a direct, positive and significant impact on SED Quantity

3. RESEARCH DESIGN AND METHOD

3.1 Designing causal models
The analysis of unobservable, complex variables such as reputation or SED over time
as well as related causal relationships requires adequate methods. Research in
management is adding sophisticated methods and techniques to approach the reality, to
better understand, explain and transform the dynamic of business, and to improve the
decision making in the company. That is the case of structural equation modelling (SEM),
the method chosen for attending our goal.
SEM is a way to run multiple regressions between latent variables or unobservable
variables -according to Rigdon (2012), constructs-, and Partial Least Squares (PLS), a
variance-based technique with exploratory and predictive nature that achieves
consistency at large (McDonald, 1996). To sum up, SEM-PLS, instead of classical
regression analyses, incorporates constructs that are indirectly measured by indicators
(Mooi and Sarstedt, 2011).
However, for PLS, the structural model has to be designed as a causal chain where there
are no loops. That means that it is not statistically possible to test a SEM-PLS model with
one direct and one reverse relationship between the same constructs, at the same time.
As we commented, our research objectives not only try to conclude about if SED improve
reputation but also we analyze if any improvement on company reputation will provoke

more and better disclosure of these types of disclosures. For this reason, we have
chosen the SEM-PLS method, called “soft modelling” (Wold, 1980), considering the
scarce knowledge and the no existence of a solid theory indicating the stronger
relationship, which is first, or antecedent, and which is a consequence. The only
possibility to test the best relationship between SED and reputation is designing two
independent recursive models (no cycle) and later to compare results. That is what
should be shown later.
According to Rigdon et al. (2011) and Rigdon (2012), PLS-SEM is the combination of
factor analysis and multiple regression analysis, and it is used to analyse the structural
relationship between latent variables or constructs (Hair et al., 2017; Roldán and
Sánchez-Franco, 2012). PLS-SEM is a widespread multivariate analysis method that is
used to estimate variance-based structural equation models. It has been recognized that
PLS-SEM provides much value for causal inquiry in Social Sciences and offers
extensive, scalable, and flexible causal-modelling capabilities for exploratory work
(Lowry and Gaskin, 2014), as it is the case of our study. In our model, we used a
composite-based PLS method, typically thought of as reflective measurement, that is
equivalent to the use of correlation weights, which deliver better prediction on out-ofsample data (data not used in estimating model parameters).
After the previous brief review of the SEM background, this study analyses two
alternative models with the same set of variables, items and technique but with a different
design, trying to discover the best structural model to explain the cause-effect
relationship between disclosures and reputation: Model A where SED impacts on
reputation; and Model B where reputation impacts on SED.
Although PLS-SEM has become a quasi-standard statistical method in the Social
Sciences (Hair et al., 2011), we have to acknowledge that with its increasing success,
the critics lined up (Sarstedt et al., 2014). It is true that the PLS-SEM results usually are
to some extent static, in that they usually build on cross-sectional data (Schubring et al.,
2016). However, considering and assuming that correlation does not meant necessary
causality, we have used longitudinal data for this study in line with recent advances on
the field (Roemer, 2016).
SED data for the empirical analysis was collected for three consecutive years, 2014,
2015 and 2016. After gathering all the information related to SED for the three years, we
considered the relative years for reputation as it is shown in Figure 1.

INSERT FIGURE 1

3.2 MEASURES
SED has been assessed according to a double dimension, in line with Castilla and Ruiz
(2018): SED Quantity (SEDQuan) and SED Quality (SEDQual). SEDQuan includes all
the SED offered by the company into the three formats analyzed (annual reports,
sustainability reports and social reports) and the control of their respective extension via
pages. Because a company can perform more than one type of format, these reports
were not defined as exclusive. In addition, two aspects have been considered in
SEDQual: the reliability and the relevance of the information offered. With respect to the
first requirement, the use of an SR standard among the most recognized: Global
Reporting Initiative, AA1000, Nations Global Pact and Integrated Reporting, as well as
the SED assurance in line with previous studies. On the side of relevance, the integration
of the SR in the strategy, in the organizational structure through a specific committee as

well as the presence of awards or recognitions in terms of SR were introduced.
Constructs, items and their acronyms are shown in Figure 2 as follows.

INSERT FIGURE 2

To analyse reputation, this study used the Corporate Reputation Business Monitor
(MERCO ranking). This ranking offers a multidimensional vision in line with the focus of
our research and has been used in previous studies such as those carried out by
Fernández and Luna (2007), Pérez et al. (2017) and Baraibar-Diez and Luna (2018).
On the multi-dimensionality side, MERCO ranking includes 7 types of indicators:
economic-financial results, quality of the commercial offer, talent, ethics and corporate
responsibility, internationalization, innovation and management of corporate reputation
(200 indicators in total). On the other hand, the stakeholders involved in its preparation
are associated with the following categories: business professors, influencers and social
media managers, consumer associations, trade unions, NGOs, government
representatives, economic journalists and financial analysts.

4. RESULTS
First, the measurement model was tested. Later, the two structural models were
analysed: Model A where SED impacts on reputation; and Model B where reputation
impacts on SED. Results are showed as follows.

4.1. The measurement models
According to Chin (1998), a measurement model consists of a set of observed variables
(indicators), which serve for respective measurement instrument of the latent variables
(constructs). To evaluate the measurement model we started to analyze the individual
reliability of the load of each item (λ). The typical level for the acceptance of an item as
part of the construct under evaluation is 0.7 but values under 0.5 could be accepted in
exploratory studies (Carmines and Zeller, 1979). According to this rule, SEDQual kept
three indicators: AA1000, UNGLOBALP and ASSURANCE. SEDQuan also kept two
indicators following the general rule: ANNREP and PGsANNREP.
To test the internal consistency of each construct in the model we calculated Cronbach
coefficient alpha and composite reliability. Convergent validity was tested by the average
variance extracted (AVE) and it is possible to afﬁrm that constructs share more variance
with their indicators than with other constructs of the model. Following Henseler et al.
(2018), discriminant validity was tested by the classical Forner-Larcker criterion but also
through the heterotrait-monotrait ratio (HTMT), which enables to verify that all the HTMT
ratios for each pair of factors are <0.90. Table 2 and Table 3 show the results for the
measurement model that have been positively considered having into consideration the
exploratory nature of the study.

INSERT TABLE 2
INSERT TABLE 3

4.2. The structural models
The structural models A and B were tested and the statistical signiﬁcance of the path
coefficients were estimated based on a 5000-sample Bootstrapping test (Tenenhaus et
al., 2005). According to Chin (1998), the crucial criterion for evaluating the structural
model is the coefficient of determination (R2) of the endogenous latent variables. The R2
must be positive to be considered, above 0.2 or 0.5 for moderate and strong explanatory
capacity respectively. Our endogenous constructs offer positive but weak values for R2
in both models (R2 REPUTATION = 0.036; R2 SEDQual = 0.055; R2 SEDQuan = 0.018).
However, the results presented in Table 4 show that all relationships were supported
because all relationships were signiﬁcant. Therefore, the evidence shows that models A
and B are applicable in the context of the study, even that both have weak explanatory
capacity.

INSERT TABLE 4

Regarding the measures of approximate adjustment of the models (Henseler et al.,
2016) the values were obtained from the residual root mean square (Hu and Bentler,
1998) known as the SRMR. The SRMR measures the difference between the observed
correlation matrix and the correlation matrix implied by each model. In our case, Model
A and Model B presented the same value for this measure (SRMRa = SRMRb = 0.099)
and we cannot compare each other.
The blindfolding procedure was used in respect to the predictive capacity of the model.
To this end, part of the data for a given construct was omitted during the estimation of
parameters and then what had been omitted was estimated using the estimation
parameters (Tenenhaus et al., 2005). The potential predictive relevance of both models
was studied through the Stone-Geisser test (Q2) (Geisser, 1974; Stone, 1974). The
values are fixed in three steps - 0.02, 0.15 and 0.35 - indicating small, medium and high
predictive relevance. The test revealed that both models are lightly predictive since the
values of Q2 were all greater than 0.02 (Reputation Q2 = 0.028; SEDQual Q2 = 0.027;
SEDQuan Q2 = 0.012).
Finally, the Goodness of Fit (GoF) index was used for assessing the global validity of
each model as suggested by Tenenhaus et al. (2005) and defended by other authors
such as Vinzi et al. (2010) or Akter et al. (2011), between others. GoF index is defined
as the geometric mean of the average communality and average R2 for all endogenous
constructs and is considered small (0.10), medium (0.25) or large (0.36). Following these
baselines, in this study both models, A and B, were validated with small values. Model A
presented a GoF index value of 0.17135, while Model B was 0.01724, a little bit higher.

5. DISCUSSION
Previous literature on the relationship SED-reputation is in an incipient state of research
and for this reason the innovative efforts in improving and understanding it are justified.
In this sense, our study breaks with the majority tendency of looking for a positive sign
for the value of the SED in order to achieve a better reputation and organizes the complex
puzzle that we find with respect to its advances. We propose to complete the fragmented

literature found integrating the causality and the sign in this relationship but also fulfilling
the measures of these variables (SED and reputation) with the use of constructs that
cover all possible dimensions. In a more specific way, especially novel is to combine all
the variables found in relation with the quantity and quality for the case of the SED and
with different stakeholders and their perceptions using a multi-stakeholders and
multidimensional ranking, such as MERCO.
In a more concrete way, our study completes the literature on SED variable in the
following aspects.
-Firstly, SED has been approached mostly from a quantitative approach,
analyzing what information was being disclosed to the detriment of its quality indications
(SEDQuan and SEDQual). As a novelty in this paper, quality is analyzed in combination
with the study of quantity by addressing the claims of authors such as Toms (2002) and
Mahoney et al. (2013). This global dimension allows us to obtain a more accurate view
of those studies that have only focused on the amount of information disclosed. There
are already some studies that have bet on the quality of SED (Toms, 2002; De la Cuesta
and Valor, 2011; Michelon et al., 2015; Dyduch and Krasodomska, 2017; Odriozola and
Baraibar-Diez, 2017; Pérez et al., 2017). However, each contribution shares its own
definition of quality and it is not coincident in all cases. Baraibar-Diez and Luna (2018:9)
even call it transparency “availability of relevant, understandable and timely social
information by the firm”, concluding about its mediating role between SR and reputation.
In our view, following Leitoniene and Sapkauskiene (2015) and Castilla and Ruiz (2018),
relevance and reliability, as accounting requirements for financial reporting, should have
been also applied to non-financial information. That is the reason why both
characteristics have been used to assess the SED quality.
-Secondly, we have used MERCO ranking to evaluate corporate reputation. This
ranking is the most widely used measure of reputation in Spain and also incorporates
two main attributes: multidimensionality and multi-stakeholders, which allow us to
incorporate all the dimensions of an intangible asset as complex within our analysis.
Following Baraibar-Diez and Luna (2018), it can be considered a benchmark tool for
Spanish companies both in terms of evaluation and reputation management. This also
makes this ranking a valid tool to select our population, which includes the 100
companies with the best reputation in Spain.
However, our main goal has been to shed light on the SED-reputation relationship due
the inconclusive results found to date. In this regard, the main contributions can be
summarized as follows.
On one hand, it has been widely studied that a thoughtful SED strategy leads to a better
corporate reputation. In fact, the direction SED-reputation in the most corroborated and
followed by researchers. Thus, among the main benefits of this type of disclosures is the
reputational enhancement or in other terms: a better market value (Costa et al., 2014);
the improvement of the organizational performance (Bayoud et al., 2012), a high level of
consumer satisfaction (Saeidi et al., 2015) or better relationships with stakeholders
(Moura-Leite and Padgett 2014; Axjonow et al. 2018).
On the other hand, some studies have suggested that this relationship can be
understood in the contrary direction (Michelon, 2011; Pérez, 2015). That is, companies
with high levels of reputation will be responsible for revealing more information that is
social in order to maintain their status. For Bebbington et al. (2008) and De la Cuesta
and Valor (2004) the reputation risk management justifies SED; for Kansal et al. (2014)
are some non-financial variables and social reputation; Luna and Fernández (2010) state
the visibility of a company as responsible; and Dyduch and Krasodomska (2017) found
that the incorporation to Respect Index Portfolio is verified. In addition, Deegan (2010)

commented some examples of this approach such as Tata Group, the Birla Group,
Infosys and Wipro.
Taking into account both considerations about SED variables and reputation, Models A
and B have been proposed. Our objective has been testing in the first one how SED
affect the reputation of companies as well as model B, focused on consider SED as a
cause to the detriment of analyzing its value as a consequence derived from a certain
level of reputation. Both models potentially, and from the SEM-PLS point of view, could
be valid to explain the link, although the adjustment values obtained by model B were
slightly higher. This contribution relies on the novelty of our research setting. While
reputation and SED have been largely analyzed in the literature, it is the first time to
confront two alternative cause-effect models with longitudinal data.
Although model B is slightly better than model A, this finding could be interpreted as
follows. As much reputed a company is, more oriented will be to disclosure social and
environmental information to enhance its image as a responsible organization. Albeit it
is true that without communication stakeholders cannot know the SR of a company and
this fact cannot influence the improvement of its reputation. Keeping stakeholders
informed in order to maintain the reputation achieved is also a plausible approach. In line
with Michelon et al. (2015), disclosure practices could represent just symbolic actions
intended to show commitment to corporate social responsibility and sustainability instead
of the expected accountability with their stakeholders.
Finally, the lag between the possible effects of both variables has been incorporated into
our study in response to the demands of the following authors: Armitage and Marston
(2008) raised that perhaps it takes a longer time for the effects of a good reputation built
up through extensive and objective voluntary disclosures, this implies to take a period
instead of a year for this type of research; Fombrum (1996) already warned that a longterm horizon is necessary in the study of reputation; for Qiu et al. (2016:113) “as longer
time series data become available, future research can revisit this issue”; and, recently,
the Reputation Institute (2019) identifies reputation management as a long journey, not
a project, not an initiative by this reason. In our study, the years analyzed have taken
into account this possible lag and for this reason we consider that our contribution
incorporates a necessary question in future empirical approaches to this relationship: the
use of longitudinal data.

6. CONCLUSIONS
Contemporary debate on the SED-reputation relationship among academics, managers
and practitioners has resulted in greater interest to amend the inconclusive findings until
today. In order to create value thought a relevant contribution to the literature, we test
our hypotheses about its sense and causality using a double vision that allow us to
incorporate who is the dependent variable: SED or reputation and, also, what is the sign:
positive or negative. In this sense, two conceptual models A and B have been proposed
to address how is the relationship between both variables applied to the case of
companies included in MERCO ranking.
Our empirical results corroborate the bidirectional nature of both variables, although
betting slightly on the thrust of reputation when performing social disclosures. In addition,
the positive sign of both models has been verified. All the above opens an important area
of research to be taken into account in order to deepen this relationship being the first
study to simultaneously analyze the role as non-financial predictor of both variables and
using longitudinal data. There is still much to be done in the SED-reputation relationship.
We agree with Joshi and Li (2016:8) “the widespread adoption of sustainability reporting

in recent years has created new business opportunities for the accounting profession”
and if we add to this its relationship with a currently relevant intangible such as the
reputation, the opportunity for research is excellent.
However, we are aware that one of the limitations of our study is the sample analyzed;
perhaps different results could be obtained when looking at other types of companies
without so much interest in their image or corporate reputation. In addition, SED and
reputation’s measures have been justified in our paper but we are aware that it is not the
only way to assess them. In addition, SED and reputation’s measures have been justified
in our paper according to the specialized literature available but we are aware that other
measures are also possible. Future new efforts should be made to approach these
constructs and continue deeping on the relationship between them.
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TABLES
Table 1: Some relevant academic contributions on SED-Reputation Relationship
SED dimension5

Research topic

Quantitative
dimension of SED
SED-reputation relationship
SED as a non-financial predictor

Qualitative
Dimension of SED

Reputation-SED relationship

Quantitative
dimension of SED

Reputation as a non-financial
predictor
Qualitative
Dimension of SED
Source: Own

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Background
Armitage and Marston (2008)
Sardinha et al. (2011)
Bayoud et al. (2012)
Cho et al. (2012)
Salem et al. (2012)
Mahoney et al. (2013)
Costa et al. (2014)
Moura-Leite and Padgett (2014)
Aldaz et al. (2015)
Saeidi et al. (2015)
Casimiro and Coelho (2016)
Dienes et al. (2016)
Tetrault Sirsly and Lvina (2016)
Arora and Lodhia (2017)
Axjonov et al. (2018)
Toms (2002)
Michelon et al. (2015)
Odriozola and Baraibar-Diez (2017)
Pérez et al. (2017)
Baraibar-Diez and Luna (2018)
Neville et al. (2005)
Bebbington et al. (2008)
Luna and Fernández (2010)
Michelon (2011)
Kansal et al. (2014)
Schreck and Raithel (2018)
De la Cuesta and Valor (2011)
Dyduch and Krasodomska (2017)

Table 2: SEDQuan: variable design
Id.
ANNREP

Variable analysed
Annual Report

PGsANNREP

Annual Report: pages

SOCREP

Social Report

PGsSOCREP
SUSREP

Social Report: pages
Sustainability Report

PGsSUSREP

Sustainability Report: pages

Description
This variable included the presence or absence of annual reports in
which issues related to SR and environment were addressed.
This variable collects the number of pages dedicated to contents related
to SR and the environment.
In this variable, the presence or absence of specific SR and
environmental reports that do not follow the GRI methodology were
analysed.
This variable collects the number of pages of these specific reports.
In this variable, the presence or absence of sustainability reports under
the GRI methodology was studied.
This variable collects the number of pages of sustainability reports.
Source: Own

Table 3: SEDQual: variable design
Id.

5

GRI

Variable analysed
GRI

UNGLOBALP
AA1000

UN Global Pact
AA1000

IFR

IIFR

Description
Preparation of the sustainability report in accordance with the GRI
recommendations.
Adhering to the principles of the UN Global Compact.
Adoption of the standard developed by the Institute for Social and
Ethical Accountability.
Using the IIFR framework, the SR is also considered, being part of its
content

Quantitative dimension: refers to papers centered in what are the companies disclosing. By other way, qualitative
dimension: include all the papers about how sustainability reporting is being carried out.

ICEA

ICEA

Specific standard for insurance companies.

VERIF
SRSTRAT

Social assurance
SR Strategy

SRCOMM

SR Committee

AWARDS

SR awards

If the company has verified f all or part of its contents on SR
Explicit SR reference within the business strategy in a broad sense or,
specifically for certain aspects related to SR.
Presence of a specific Committee for SR management in a broad sense
within the organization chart
The achievement of any award or mention related to their performance
in SR in a broad or specific sense for certain actions.
Source: Own

Table 4: Individual and internal consistency
Constructs

λ

Items

MODEL
Reputation

MERCORANK
AA1000
ASSURANCE
UNGLOBALP
ANNREP
PGsANNREP

SEDQual

SEDQuan

Cronbach´s
Alpha

Composite
Reliability

AVE

A

B

A

B

A

B

A

B

1
0.716
0.738
0.796
0.969
0.900

1
0.789
0.802
0.664
0.976
0.896

1

1

1

1

1

1

0.875

0.875

0.938

0.935

0.883

0.877

0.627

0.629

0.794

0.797

0.564

0.568

Source: Own

Table 5: Discriminant validity
Forner-Larcker criterion
(HTMT)
Constructs
Reputation
SEDQual
SEDQuan

Reputation
Model A
Model B
1
1
(1)
(1)
1.144
0.235
(0.171)
(0.286)
0.126
0.134
(0.127)
(0.128)

SEDQual
Model A
Model B

0.751

0.754

0.012
(0.142)

-0.003
(0.143)

SEDQuan
Model A
Model B

0.940

0.937

Source: Own

Table 6: Hypotheses testing
Hypothesis
Model A
H1a
H2a
Model B
H1b
H2b

Path

β

SEDQual → Reputation
SEDQuan→ Reputation

0.143
0.124

Reputation→SEDQual
Reputation→SEDQuan

0.235
0.134

Confidence
Intervals
2.5%
97.5%
0.065
0.270
0.045
0.219
0.147
0.053

0.344
0.216

T-Statistic

2.393**
2.555**
4.628***
3.152***

Note: For N=5000 subsamples, for T-distribution (499) Student’s in single queue: *p<0.05 (T (0.05;499) =1.64791345);
**p<0.01(T (0.01;499) =2.333843952); ***p<0.001(T (0.001;499) =3.106644601).
Source: Own

FIGURES
Figure 1: Theoretical models proposed for SED-reputation relationship
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Figure 2: Population under study

Source: file:///D:/Documents%20and%20Settings/Paqui/Mis%20documentos/Downloads/resultados-mercoempresas-es-2016%20(1).pdf (Accessed November 2019)

Figure 3: Model A and B
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Figure 4: Structural models (PLS)
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