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A NEW APPROACH FOR MEASURING
CORPORATE REPUTATION

Uma nova abordagem para mensurar a reputagdo corporativa

Un nuevo abordaje para evaluar la reputacion corporativa

ABSTRACT

This study describes the concept of corporate reputation and reviews some of the major points that
exist when it comes to measuring it. It thus suggests a new index for measurement and its advantages
and disadvantages are pointed out. The consistency of the seven key variables for the collecting indi-
cator is described by the results of a factor analysis and correlations. Finally, the indicator is put to test
by gathering the perception of corporate reputation of 1500 individuals for 69 companies belonging
to 15 different industrial sectors, in Peru. The results indicate that the proposed index variables are not
necessarily of greatest interest to the study sample in which companies have a better performance.
Also greater memorial companies aren’t necessarily those that enjoy a greater corporate reputation.
Managerial implications for the organizations in the process of managing and monitoring the dimen-
sions involved of this key asset are also referenced.

KEYWORDS | Corporate Reputation, stakeholder’s perceptions, Corporate Social Responsibility,
reputation management, corporate social initiatives.

RESUMEN

La investigacion describe el concepto de Reputacién Corporativa y pasa revista a algunas de las prin-
cipales observaciones que existen a la hora de medirla. Se propone luego un nuevo indice para su
medicion y se sefalan ventajas y desventajas del mismo. La coherencia de las siete variables clave
que recoge el indicador se describe mediante los resultados de un anélisis factorial y de tests de
correlaciones. Por (ltimo, se pone a prueba el indicador al recoger la percepcién de reputacién cor-
porativa de 1500 individuos para 69 empresas pertenecientes a 15 sectores industriales distintos, en
Perd. Los resultados indican que no necesariamente las variables del indice propuesto que son de
mayor interés para la muestra del estudio son aquellas en las cuales las empresas tienen un mejor
desempefio. Asimismo, las empresas de mayor recordacién tampoco son necesariamente las que
gozan de una mayor reputacién corporativa. Implicaciones gerenciales para las organizaciones en la
gestion y monitoreo de las dimensiones de este activo clave también son referenciadas.

PALABRAS-CLAVE | Reputacion Corporativa, percepciones de las partes interesadas, responsabilidad
social corporativa, gestién de la reputacion, responsabilidad social.

RESUMO

Este estudo descreve o conceito de reputa¢do corporativa e analisa alguns dos principais elementos
relativos a sua mensuragdo. Sugere-se um novo indice para a mensura¢ao e suas vantagens e des-
vantagens sao indicadas. A consisténcia das sete varidveis-chave para o indicador é descrita pelos
resultados de uma analise fatorial e suas correla¢des. O indicador é testado por meio de um levanta-
mento da percep¢ao de 1500 individuos sobre a reputacdo corporativa de 69 empresas pertencentes
a 15 setores industriais peruanos diferentes. Os resultados indicam que as variaveis propostas para
o indice ndo sdo necessariamente de maior interesse para que as empresas tenham melhor desem-
penho. Ademais, as empresas mais conhecidas ndo sdo necessariamente aquelas que desfrutam de
maior reputagdo corporativa. Também sao citadas as implicacdes gerenciais envolvidas no processo
de administrar e monitorar as dimensdes da reputagao corporativa.

PALAVRAS-CHAVE | Reputagdo corporativa, percepgdes das partes interessadas, responsabilidade
social corporativa, gestao da reputacao, iniciativas sociais corporativas.

ISSN 0034-7590

©RAE | Sdo Paulo | V. 54 | n. 1] jan-fev 2014 | 53-66


mailto:percy.marquina@pucp.pe
mailto:rjarellano@arellanomarketing.com
mailto:isabelle.velasquezbellido@postgrad.mbs.ac.uk
mailto:isabelle.velasquezbellido@postgrad.mbs.ac.uk

54 Anew approach for measuring corporate reputation

INTRODUCTION

For many years now, especially over the last decade, there has
been growing interest in defining and measuring corporate rep-
utation in business and academia. The loss of confidence by in-
vestors, analysts, clients and other stakeholders has been ac-
knowledged to be potentially devastating for the sustainability
of business in the long term (Resnick, 2004); hence the impor-
tance of monitoring and managing this intangible asset appro-
priately.

An organization’s reputation is a reflection of how it is
regarded by its multiple stakeholders. Its reputational stance
can help the organization obtain trust and credibility in soci-
ety, which will assist in the achievement of its objectives and
goals (Baur & Schmitz, 2011, Mahon & Wartick, 2003, Roper &
Fill, 2012). The role of business in society has evolved over the
years, from being mainly concerned with profit for sharehold-
ers to a stakeholder and community approach with a focus on
corporate social responsibility (Covey & Brown, 2001, Steyn,
2003). With this broadening of responsibilities comes a more
multidimensional reputation, and the age of globalisation
has made it harder for organizations to be the sole managers.
Less privacy and increasing accountability have made a more
proactive strategy necessary from organizations to prevent
damages to its image and reputation (Roper & Fill, 2012). A
solid reputation among their different stakeholders is some-
thing all brands need to take care of, given that it can help or-
ganizations when having to deal with hostile environments;
it is an important source of goodwill when dealing with cri-
ses; it can be a competitive advantage and allows the organi-
zation to attract the best employees and ensures their loyalty
(Foreman & Argenti, 2005).

Exhibit 1

This paper reviews several studies engaged with corpo-
rate reputation in a logical sequence driven by some keys ques-
tions about this concept: What is it? Why is it important? How
is it managed? This is followed by the introduction of a new in-
dex as an alternative instrument for measuring corporate repu-
tation: the Consumer Reputation Index (CRI). The proposed in-
dex seeks to measure corporate reputation in regards to seven
key variables. The final objective is to aid organizations in the
process of managing and monitoring the dimensions involved
in this key intangible asset.

DEFINITION OF CORPORATE REPUTATION

Academic interest in corporate reputation has grown out of
branding literature in the 1990s and earlier work on organiza-
tional identity (Martin, Beaumont, Doig, & Pate, 2005). Corpo-
rate reputation is a construct closely linked to stakeholder the-
ory: it has been mostly conceptualized in academic literature,
since Fombrun (1996), as a perceptual representation or assess-
ment of the firm by its different constituents (Winn, McDonald,
& Zietsma, 2008, Bromley, 2000, Meijer & Kleinnijenhuis, 2006)
and its different social expectations or corporate personali-
ty traits that people attribute to companies (Berens & Van Riel,
2004). Itis probably convenient to start by establishing a gener-
al framework for the corporate reputation construct given that,
as Barnett, Jermier & Lafferty (2006, v. 9, p. 28) pointed out,
“[concepts such as] identity, image and reputation are still of-
ten used interchangeably”. Walker (2010) summarized the dif-
ferences found between the terms in a systematic review of cor-
porate reputation literature over a 27-year period using multiple
management disciplines, as shown in Exhibit 1.

Differences between organizational identity, organizational image, and corporate reputation

Organizational Identity

Organizational Image Corporate Reputation

Stakeholders: Internal or

Internal External Internal and external
external
Perceptions: Actual or desired Actual Desired Actual
Emanating from inside or outside
. § Inside Inside Inside and outside
the firm
Positive or negative perception ” i " ", .
Positive or negative Positive Positive or negative

of the firm possible

“Who / what do we
believe we are?

Relevant question

“What are we seen
to be?”

“What / who do we want others
to think we are?”

Source: Walker, 2010.
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According to Exhibit 1, given that corporate reputation is
built on external and internal stakeholders’ current perceptions
itis possible forit to be either positive or negative. In this sense,
it can be differentiated from concepts such as identity and orga-
nizational image, which are conceptualized only from one type
of stakeholder (identity for internal stakeholders and image for
external ones). Corporate reputation can be studied as a func-
tion of both image and identity (Tkalac & Vercic, 2007). Identity
is builtinside the company, based on the organization’s culture.
It consists of current practices, history, values and behaviour
(Melewar, Karaosmanoglu & Paterson, 2005). Image is built in-
side external stakeholders’ minds; it refers to their temporal im-
pression of the organization shaped by direct or indirect experi-
ences: how they perceive the organization’s identity at a given
point in time (Balmer & Greyser, 2002, Melewar, Karaosmanog-
lu & Paterson, 2005, Hatch & Schultz, 1997). Corporate reputa-
tion is built over time (historical component), which gives the
concept a relatively more stable and enduring nature than im-
age. Both concepts are interrelated, where corporate reputation
has been conceptualised as the accumulation of images over
the years (Gotsi & Wilson, 2001, Mahon, 2002). It should be
noted that corporate reputation could be influenced by chang-
es taking place in its social environment, or by strategies carried
out by the same organization or its competitors (Garcia de los
Salmones, Herrero & Rodriguez del Bosque, 2005).

As a dynamic concept, corporate reputation develops
as information about the organization’s activities and achieve-
ments is spread out, and interactions take place between the
organization and its stakeholders (suppliers, salesmen, com-
petitors, clients, investors, employees and local communities).
Different stakeholders may then have different perceptions re-
garding the organization, based on their differing contexts and
interpretation of the information received: an organization may
have, at the same time, a good reputation among its stockhold-
ers and one not so good among its employees (Fombrun, 1996,
Bromley, 2000, Mahon, 2002, Prado, 2008). Organizations are
not wholly in control of the information about them that exists
outside the firm’s boundaries. Many stakeholders base their
opinions without ever having any direct interaction with the
company, through third-party sources (e.g. the media and opin-
ion leaders). Therefore, organizations face an important chal-
lenge when it comes to managing their own reputation: reputa-
tion may be influenced by a variety of outside sources besides
communication and signalling from inside the company (Brown,
Dacin, Pratt & Whetten, 2006, Einwiller, Carron & Korn, 2010).
Schultz, Hatch, & Larsen (2000, p. 1) state, “organizations [now]
compete based on their ability to express who they are and what
they stand for”.

Thus, reputation can be thought of as the global percep-
tion or evaluation that constituents hold regarding a compa-
ny’s performance and attributes. It is a collective phenomenon
that comprises both cognitive and affective dimensions, and
develops over time (Bromley, 2000, Karaosmanoglu & Mele-
war, 2006). Corporate reputation takes place when compared
to a certain standard (can be against other firms in the indus-
try) to determine the organization’s relative position and gen-
eral appeal (Deephouse & Carter, 2005) helping it measure its
performance from an outside perception (Sarstedt & Schloder-
er, 2010).

BENEFITS OF CORPORATE REPUTATION

Corporate reputation has been studied under several disci-
plinary perspectives: institutional theory, financial theory, eco-
nomic theory, organizational behaviour theory, etc. For the pur-
poses of explaining why a positive corporate reputation brings
benefits to the organization, we will focus firstly on the three
theories most commonly referred in recent years: signalling the-
ory, strategy theory, and the resource-based value theory. Ac-
cording to signalling theory (Smith, Smith, & Wang, 2010, Walk-
er, 2010) reputation can be thought of as an informative sign
about the organization’s likely behaviour and quality perfor-
mance. This increases the public’s confidence in the organiza-
tion’s products and services, and the investor’s trust in the orga-
nization’s performance. Corporate reputation could be seen as
“depict[ing] the firm’s ability to render valued results to stake-
holders” (Fombrun, Gardberg & Sever, 2000, v. 7, p. 243). Thus,
it helps reduce uncertainty, which allows reducing transaction
costs. That’s why, from a strategic point of view, corporate rep-
utation has been an asset of great value for organizations when
attempting to differentiate from the rest of the industry and cre-
ating potential barriers to entry for potential competitors. Also,
a positive reputation is a strategic resource for building credibil-
ity and support among different stakeholders (Melewar, 2003).
Resource-based value theory classifies corporate reputation
as a valuable and distinctive intangible resource that can help
the organization obtain competitive advantage. One of the rea-
sons corporate reputation is hard to imitate in the short term
is the time it takes to develop the construct and the complex
stakeholder relationships built in the process (Mahon, 2002,
Martinez & Olmedo, 2009).

Fombrun & Van Riel (1997, v. 1, p. 128) have defined cor-
porate reputation as an intangible asset because they consid-
er it “rare, difficult to imitate or replicate, complex and multidi-
mensional, which needs a lot of time to accumulate, specific,
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difficult to manipulate by the firm, with no limits in its use and
does not depreciate with use”. Also, Barney (1991) suggests
that reputation fulfils the qualities required by a strategic re-
source, given that: (i) it is valuable, it has relevance; (ii) it is a
scarce resource among real or potential competitors; (iii) it has
a specific character (difficult to imitate) for its social complexity;
and (iv) it does not have equivalent strategic substitutes. Gard-
berg & Fombrun (2002) add that reputation is an increasingly
important factor for creating and maintaining competitive ad-
vantages due to four tendencies in the business environment:
(a) global penetration of markets; (b) congestion and fragmen-
tation of media; (c) appearance of more communicative mar-
kets; (d) commodification (conversion to mass products) of in-
dustries and their products

Hence, research has linked corporate reputation with
the improvement of both the financial results and the compa-
ny’s value; a favourable corporate reputation is more likely to
be associated with superior performance (Chernatony, 1999,
Baden-Fuller & Hwee, 2001, Roberts & Dowling, 2002, Kitchen &
Laurence, 2003, Berens, 2004, Brammer & Millington, 2005). In
concrete terms, the main benefits of a strong corporate reputa-
tion could be listed as follows:

e Improving the consumer’s perception of the quality
of products or services (which allows to charge pre-
mium prices): sale increases and positive world-of-
mouth

e Improving the capacity of hiring and retaining quali-
fied personnelin corporations.

e Raising the morale of employees and therefore pro-
ductivity.

e  Protecting the value of the enterprise by diminish-
ing the impact of scrutinizing, crisis and/or compet-
itive attacks.

e  Preceding and helping international expansion, not
only in terms of market penetration but also in pre-
paring the scenery in key communities and facilitat-
ing alliances.

e  Attracting a greater number of investors (good credi-
bility): rise of market value (EBITDA) and diminishing
risks for the organization.

e Differencing the company from its competitors and
establishing better market positioning.

e Allowing access to cheaper capital.

A positive corporate reputation also enhances the com-
petitiveness of the organization, though in an indirect way,
through the assured quality of the supply of products and ser-

vices (Awang & Jusoff, 2009) and awareness of its social respon-
sibility activities (Porter & Kramer, 2006). Given the rise of the
so-called “ethical consumer” (escalating requirements from
stakeholders for transparency and ethical business practices)
and the increased pressure on organizations to attain interna-
tional standards on this area due to media and NGO scrutiny,
corporate social responsibility (ethical marketing practices, en-
vironment) has become a key factor for corporate reputation
(Pruzan, 2001, Melewar, Karaosmanoglu, & Paterson, 2005). A
positive reputation for socially responsible practices is a neces-
sary condition for maintaining an organization’s license to oper-
ate. Legitimacy nowadays comes not only from financial aspects
but from social and environmental ones too. Organizations now-
adays need more than ever to maintain harmonious relation-
ships with their different stakeholders so as to sustain a com-
petitive economic performance (Huang, 2008).

More recently, Fombrun (2011) has spoken of a new
“economy of reputation”, where society will be highly connected
through networks and organizations will operate in an ecosys-
tem of permanent influence from their groups of interest. In this
analytical scheme, given that information would not be symmet-
rically distributed between the networks, “trust” and “relation-
ships” become vital assets. Thus, traditional and non-tradition-
al means of communication, like social networks, may influence
and mobilize both market and society with their particular inter-
pretation of organizational performance. This is how a circular
relationship emerges between society and organizations, where
support of the former for the latter will depend on the favourable
perception they have of each other. Likewise, the performance
of the organization will benefit from the support that it may gen-
erate among its different stakeholders.

Therefore, in this reputational economy, value is creat-
ed when intangible assets are properly used. This is why recent
studies reveal that the person responsible for managing intan-
gibles should progressively hold a more relevant position in the
strategic decision-making at organizations (European Commu-
nication Monitor, 2011, p. 62).

STRATEGIC MANAGEMENT OF
REPUTATION

All the above mentioned should naturally and logically lead to
organizations considering how they can manage their own rep-
utation in the best way. This implies that organizations should
have the capacity to diagnose how their constituents perceive
them, to configure an optimistic strategy for managing corpo-
rate reputation. For this, an organization needs to acknowledge
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the different dynamics of its environmental surroundings and
learn who its key constituents are and what they want and ex-
pect from it (Preble, 2005). Reputation management has been
described as a more active, centralised, focused and scientific
approach to communicating with stakeholders (Fombrun, Gard-
berg & Sever, 2000).

In regard to the evaluation of perceptions from different
stakeholders, Reisnick (2004) points out that it is important to
take into account the following:

e Identifying the areas of reputational risk to which
they are exposed, by internal discussions, discus-
sions with industry leaders, analysis of messages in
the means of communication.

e |dentifying the relevant stakeholders of the busi-
ness, given the reputational context, and relat-
ing the areas of reputational risk with the relevant
public.

e  Establishing systems that evaluate the relative posi-
tion of each group of critical stakeholders, from in-
formal dialogue to rigorous proceedings based on
surveys. It is also important to consider competitive
and internal benchmarks to identify “better prac-
tices” (in this sense, collaborators can be a good
source to identify reputational flaws).

e  Prioritize the weak reputational areas and develop
action plans to treat them and schedule continuous
re-evaluations.

A greater knowledge of stakeholder perceptions about
the organization will help define a sort of reputational platform
where coherence and equilibrium between what the organi-
zation wants, can, or must do must be taken into account, as
shown in Figure 1.

Figure 1. Organization’s reputational platform

Vision
What it is that we want it to be?
How do we want them to see us?

'a\’\’“%\Sd
RS

Reputational
Platform

Capabilities Expectations|  xpectations
What do the
stakeholders want?
How do we position

ourselves towards this?

Capabilities
Which are our
capabilities?
How are we different?

Alignment

Thus, by identifying the sources of influence (direct or
indirect) that may affect stakeholder perceptions, we have a
consistent approach for measuring reputation through inter-
nal alignment and integration of the different areas that inter-
act with different stakeholder groups (Georges, 2011). Hatch &
Schultz (2001) also established the importance of alignment
between the vision, culture (capabilities) and image (expecta-
tions) of an organization in order to build a strong brand and
solid reputation. Reputational gaps between internal and exter-
nal stakeholders have immediate and long-term consequences,
affecting future actions of stakeholders towards the organiza-
tion. It may lead to the loss of trust (fundamental for business
transactions), disengaged staff, and a wrongful orientation for
the organization itself if it does not keep in touch with what the
market expects from it (Smith, Smith, & Wang, 2010, Mahon,
2002, Walker, 2010)

With these elements of analysis considered, an organi-
zation can determine whether it needs to reinforce its current
position (if it already has a strong reputation), or work on the
alignment of the aforementioned aspects: vision, culture (capa-
bilities) and image (expectations). This will define the organi-
zation’s strategic intent and allow for the development and im-
plementation of a specific reputational strategy (Cornelissen,
2011). For example, Heugens, Van Riel, & Van Den Bosch (2004)
suggest four reputation management capabilities in response
to reputational threats for the case of Dutch food firms, which
eventually could be adapted to other similar cases of reputa-
tional risk in different contexts.

Argenti, Lytton-Hitchins & Verity (2010) classified the
possible alternatives for reputational strategy as follows:

e  Excessive negligence (or business-as-usual): all ac-
tions are valid as long as prices are kept low, cus-
tomers are satisfied and the quarterly expectations
of shareholders are fulfilled. Between 25% and 30%
of organizations in industrialized and emergent
countries choose this strategy. Nevertheless, it is no
longer considered viable because these organiza-
tions are very close to suffering irreparable damage
to their reputation.

e  Deceitful virtue: the “best face” is shown with the
help of public relationships: changes in brand,
philanthropy, sustainability programs and imple-
mentation of high-quality commercial practices. This
attempts to build reputation as a forward-looking
and responsible organization (even when this may
not be true). A few organizations have implement-
ed this strategy: the tobacco companies in the 60s;
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the pharmaceutical companies in the gos and some
companies in 2000 (Enron). Nevertheless, this strat-
egy is also unsustainable due to excessive exposure
to competitors and potential litigations that can lead
to losing the organization’s operating licence.

e  Favourable competition: the company emphasizes
the responsible management of its reputation. It ful-
fils the required regulations, invests adequately in
building its management capacities (health, secu-
rity and environment) and corporate communica-
tions abilities. The organization concentrates in of-
fering quality products and services, and in fulfilling
its obligations with customers and shareholders.
Reputation is not at the core of the organization, but
firms invest in systems to manage this potential risk.
Around 50% of enterprises match this category.

e Reliability as a competitive advantage: this strategy
differentiates the organization from its competitors,
attracts clients and employees, and allows the firm
to obtain an excellent reputation among its multiple
stakeholders. The organization is driven by its repu-
tation, giving special attention to maintaining trans-
parency and keeping its promises in all contexts. The
search for trust is not an altruistic practice but an op-
tion for those organizations that desire to establish
themselves in the market guided by an adequate
management of its corporate reputation.

For many companies, working under the last strategy im-
plies changing deeply rooted habits and training for new ca-
pacities. However, inside the new “Economy of Reputation”,
the management of reputation is a process that must begin
from the inside, in order to effectively communicate the orga-
nization’s identity. Gregory (2007) and Davies, Chun & Kamin
(2010) have stressed the importance of managing external rep-
utation through internal reputation, involving the staff in the
process of building a reputation that resonates within the orga-
nization. This is the reason why it is necessary to consider repu-
tation management in every decision-making process of the or-
ganization and along all its different departments: managing
reputational risk consists of providing the procedures and in-
ternal alignment necessary for detecting and minimizing those
gaps that can potentially compromise the fulfilment of strate-
gic goals.

Organizations do not position themselves just on the ba-
sis of good performance; this will also depend on how stake-
holders conceptualize the organization’s performance based
on their perceptions and beliefs (Meyer, 2000, Bromley, 2000).

Corporate audiences rely on the reputations of firms for mak-
ing investment decisions, career decisions and product choic-
es (Melewar, 2003). Organizations that develop and potentiate
their corporate reputation model and intangible management
process inside horizontal strategic planning will guarantee their
success, leadership and sustainability over the long term. As
Casado, Méndiz, & Peldez (2011) have pointed out, “the sus-
tainability of a company must be described in terms of its ca-
pacity to accomplish its expectations and provide value to the
public” (p. 3).

MEASURING CORPORATE REPUTATION

Although the concept of corporate reputation has already
gone through decades of development, empirical literature’s
attempts to measure the construct haven’t evolved at the
same rate. Many times the constructs used to characterize
corporate reputation do not cover all of its scope and con-
ceptual richness. This gap needs to be addressed given that
signalling perceptions of corporate reputation can often be
problematic for firms: consumers are not always able to re-
liably capture the organization’s position from its financial
statements or annual reports. In this case, external signals
of brand image (such as corporate reputation rankings) could
provide value-relevant information to the market, as well as
help organizations measure their performance from an out-
side perception (Sarstedt & Schloderer, 2010, Smith, Smith,
& Wang, 2010). The strategic management of reputation as-
sumes that it is possible to measure the construct through
time and improve its score. In this way the organization would
be able to monitor the relationships between itself and its
different stakeholders (Tkalac & Vercic, 2007). Also, as Meyer
(2000) states: “in order to move with confidence towards its
vision, the organization must know how it is perceived and
positioned today” (p. 81). An organization may measure its
reputation over a period of time, usually for necessary cred-
ibility through an external auditor (WINSTON, 20002). A reg-
ular tracking of an organization’s stance on the reputational
map can also help it identify potential issues (Carroll, 2011).
Foreman & Argenti’s study (2005) cited several CEOs from di-
verse industries regarding their interest on reputational rank-
ings; they all believed a firm benefited from the attention re-
ceived through those surveys.

However, some of the main corporate reputation index-
es that currently exist in the market present a biased nature.
The source of bias can usually be tracked to the selection of
respondents and selection of evaluation criteria. Most rank-
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ings lack a representative sample of stakeholders as respon-
dents; they focus only on the perceptions of managers and
business consultants. The items chosen are also mainly fi-
nancial in nature, reflecting the nature of respondents. There-
fore, most of them lack content validity by focusing only on
those perceptions. In that sense, Walker (2010) establishes
that reputation is stakeholder group-specific and issue-spe-
cific. He proposes that in order to measure reputation it
should first be decided which interest group the organization
wants to tackle, and on what issue it wants to assess reputa-
tion. This way he attempts to take into account the incompat-
ibilities that emerge when comparing the perceptions of dif-
ferent stakeholders about a particular topic. It is necessary to
decompose corporate reputation by issue and stakeholder: it
may limit generalizability but it increases validity. Also, the
instruments most commonly used do not have cross-cultur-
al validity, which would allow for international comparability
(Fombrun, Gardberg & Sever, 2000, Mahon, 2002, Ponzi, Fom-
brun, & Gardberg, 2011).

Methodology of the Consumer
Reputation Index

The proposed CRI, attempts to incorporate these prior observa-
tions with the following steps:

Sampling and measurement
instrument

First, it focuses on measuring corporate reputation on socially
responsible issues. Second, it covers only a specific stakehold-
er group: 1500 consumers (those of legal age), whose charac-
teristics are described in Table 1, of the six major cities of Peru,
which taken together represent around 50% of the nation-
al population United Nations Population Fund [UNFPA] (2010)
and 64.6% of the Peruvian GDP Instituto Nacional de Estadisti-
ca e Informatica [INEI] (2010). The instrument was completed
on line, directly in a personal digital assistant by mean of ran-
dom interception of people in the street. Every questionnaire
took an average of 16-30 minutes. These prior considerations
help avoid the potential pitfall of both, over representation
and arbitrary weighting if more than one group has different
scores for the seven reputation dimensions measured in this
index. With these considerations taken into account the index
attempts to address Walker’'s (2010) main qualm about mea-
suring corporate reputation: define reputation for what and ac-
cording to whom.

TABLE 1. Characteristics of the sample
Variable Groups Frequency | % frequency
Mal 8 .
Gender ate o >4-3
Female 699 46.6
Lima 435 29.1
Chiclayo 213 14.2
. Arequipa 274 18.3
Regions
Huancayo 226 15.1
Trujillo 206 13.7
Cusco 146 9.7
18-25 372 24.8
26-35 318 21.2
Age
36-50 461 30.7
51-80 349 23.3
Until primary
. 39 2.6
Until secondary
. 366 24.4
. Higher non-
Qualification , . 338 22.5
university o6 X
University Higher 7 4z
1 .
Post-Graduate > 34
Upper class 373 24.9
Socioeconomic Middle class 344 22.9
status Lower class 560 37.3
Very low class 223 14.9

The index is composed of one main question regarding
the respondent’s overall perception of the organization (one
that discretionally contributes to society’s social, economic and
environmental improvement, as quoted in the survey) and sev-
en other constructs that characterize that organization’s repu-
tation issue: having good products and services, relationship
with consumers, generates positive feelings, leadership and
innovation, internal environment, ethical enterprise and dis-
cretional social responsibility practices. All of them were mea-
sured in a six-point multi-item Likert scale (1—absolutely agree,
6-absolutely disagree), according to each of their conceptual
definitions described in Exhibit 2. These variables were chosen
from an international literature review on reputational measure-
ments and through the use of four local focus groups, to broad-
en and validate: (a) the level of understanding of the selected
constructs, and (b) the spontaneous associations that arose
from each of the constructs, creating new variable formulations
in the process. Each focus group had six to eight people, be-
tween men and women, in the age range of 25-44. Two of them
with a median income and the other two belonging to groups
with high and low incomes, respectively.
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Exhibit 2 Model of questionary on line completed by respondents for the companies evaluated in the study

ABOUT THE COMPANY: XXX

We would like that you tell us, according to the following scale, how much you agree with the following statements about company XXX.

ABSOLUTELY
DISAGREE

DISAGREE
VERY MUCH

SOMEWHAT
DISAGREE

SOMEWHAT
AGREE

AGREE
VERY
MUCH

ABSOLUTELY
AGREE

IS A SOCIALLY RESPONSIBLE COMPANY
This company contributes actively and
voluntarily to the social improvement,
economic and the environmental of society.

IS A COMPANY THAT HAS GOOD PRODUCTS/
SERVICES

This company stands behind its products and
services with good price and good quality
that meet consumer.

IS A COMPANY THAT RELATES WELL WITH
CONSUMERS (CUSTOMER ORIENTATION)
This company treats customers courteously,
communicates with them and takes care of
their safety and health.

IS A COMPANY THAT GENERATE POSITIVE
FELLINGS IN PEOPLE

This company generates respect, admiration
esteem and confidence.

IS A COMPANY WHIT LEADERSHIP AND
INNOVATION

This company is recognized, has excellent
leadership, is innovative, and seeks constant
overcoming.

IS A COMPANY WITH A GOOD WORKPLACE
ENVIRONMENT

This company looks like a good company to
work, already be by its infrastructure such as
its working environment, benefits and good
treats with its employees.

IS AN ETHICAL COMPANY

This company is a company with values that
obeys the laws, transparent and respects
people and the environment.

IS A COMPANY THAT PRACTICES SOCIAL
RESPONSIBILITY

This company supports good causes that
benefits society and environment.
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Reliability and validity of measures

The logic behind CARI is the desirability measuring this
multi-dimensional concept through its main features, which
will subsequently be added to a single indicator score for
each individual, as a factor analysis result. This form of anal-
ysis provides a better picture of the importance of each vari-
able on the aggregate reputation index, the CRI, instead of
creating an indicator based on the simple average of the
Likert scale.

We followed De Vellis (2003) in his suggested procedure
for scale development, so the data was first analysed in terms
of internal consistency, items-test correlations, and factor anal-

ysis procedures. Tables 3 and 4 report the results of the reliabil-
ity test on the seven item-variables that are presumed to mea-
sure corporate reputation, statistics related to the convenience
of performing a factor analysis, and the results of the explorato-
ry factor analysis, respectively.

As Table 2 shows, Cronbach’s a for the item-variables
that comprise the CRI was 0.9721, and these estimates large-
ly exceed the threshold value of 0.7 as recommended by Nun-
nally (1978), suggesting strong internal consistency. In the same
sense, the item-test correlation, item to total correlation and
the average of inter-item covariance, all suggested that the vari-
ables are strongly correlated with each other and individually
with the total scale.

TABLE 2. Results of reliability analysis for the corporate reputation scale proposed
Item Item-test Item-total Inter-item Cronbach’s
correlation correlation covariance a
Having good products and services 0.9145 0.8828 1.186308 0.9686
Good relation with consumers 0.9271 0.8998 1.178513 0.9674
Generating positive feelings in people 0.9331 0.9078 1.173326 0.9669
Leadership and innovation 0.9268 0.8995 1.179047 0.9675
Good workplace environment 0.9214 0.8925 1.186635 0.9680
Practice standards in ethics 0.9336 0.9083 1.171046 0.9668
Discretional social responsibility practices 0.9221 0.8927 1.177318 0.9679
Test scale 1.178885 0.9721

The Kaiser-Meyer-Olkin measure of sampling adequacy (MSA) and Bartlett’s test of Sphericity are showed in Table 3. Both
statistics reported positive results. The MSA score of 0.953 and Bartlett’s test of Sphericity were significant, deeming the data ap-

propriate for factor analysis.

TABLE 3. KMO and Barlett’s test

Kaiser-Meyer-Olkin MSA 0,9527
Bartlett’s test of Sphericity Approx. x2 134000
DF 21
Sig. <0,001

Finally, an exploratory factor analysis of the type of prin-
cipal component analysis was applied to these seven item-vari-
ables describing the corporate’s reputation in CSR. The results
are reported in Table 4. This analysis allows us to asses measur-
ing corporate reputation item-variables in one distinct unitary
factor and to examine whether the item-variables loaded sub-
stantially on their hypothesis factors. In that sense, all seven

item-variables had load factors over 0.60 and the first eigenvalue
explained around 70 per cent of their variance, suggesting uni-di-
mensionality in their measure. This result confirmed Pearson and
polychoric correlations between these seven item-variables and
the main question of the survey regarding overall CSR perception.
These correlations, shown in Table 5, were always higher than 0.6
and statistically significant due to its p-value < 0.01.
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TABLE 4. Exploratory factor analysis

eval b eval_c eval d eval_e eval f eval g eval_h
Total of factor(s) extracted 1
Initial eigenvalues » 1 4,826
Total % variance explained 68,9
Factor loading 0,649 0,711 0,739 0,673 0,669 0,729 0,650
Note: Communalities of item-variables are equal to 1 since the extraction method was principal components.
TABLE 5. Pearson and polychoric correlations matrix
eval_a eval b eval ¢ eval d eval_e eval_f eval g eval_h
eval_a 100
- (1.00)
.8 .
eval_b -S4 100
(0.72) (1.00)
| 0.83 0.86 1.00
eval_c
(0.70) (0.73) (1.00)
0.81 0.83 0.86 1.00
eval_d
(0.69) (0.69) (0.76) (1.00)
0.80 0.82 0.84 0.85 1.00
eval_e
(0.64) (0.66) (0.68) (0.72) (1.00)
Lf 0.78 0.80 0.81 0.83 0.83 1.00
eva
- (0.61) (0.60) (0.66) (0.69) (0.67) (1.00)
| 0.80 0.81 0.83 0.84 0.84 0.86 1.00
eval_g
(0.67) (0.65) (0.69) (0.72) (0.68) (0.74) (1.00)
Uh 0.79 0.80 0.81 0.83 0.82 0.84 0.87 1.00
eval_
(0.63) (0.61) (0.63) (0.67) (0.63) (0.67) (0.75) (1.00)

Note: Polychoric correlations in parentheses

MAIN RESULTS OF CRI FOR 2012

In this section we will review the advantages of the proposed index using the results obtained for 2012. The evaluated organizations

were 69 Peruvian enterprises, representatives of 15 industrial sectors, according to Table 6.
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TABLE 6. Distribution of enterprises by industrial sectors

Sector Number of enterprises
Public services 4
Mining 8
Department stores 3
Combustibles 4
Telephone 3
Insurance 4
Transportation 4
Supermarkets 4
Consumer goods 6
Beverage 4
Bank 7
Construction Materials 5
Communications 5
Beauty 4
Food 8

Itis worth mentioning that the survey included a question
about the respondent’s recollection of the organization’s name.
This was done in order to establish, not only which are the best-
known organizations in the Peruvian market, but also to iden-
tify whether there is a correlation between this construct and
the reputation score given to a particular organization. Thus, the
first relevant result from this new index is that the best-known
organizations were not necessarily the ones that obtained the
highest reputation scores.

When asked about the most important attribute of cor-
porate reputation, both the general public and opinion leaders
answered: “generating positive feelings in people”. In contrast,
one of the least important characteristics for corporate reputa-
tion was “having good products and services” (see Table 7).

TABLE 7. Attributes ranking

e Ge‘neral Publi.c
Attribute Ranking
Generating positive feelings in people 1
Discretional social responsibility practices 2
Good workplace environment 3
Practice standards in ethics 4
Good relation with consumers 5
Having good products and services 6
Leadership and innovation 7

The attributes that the Peruvian public values the most in
organizations are not necessarily the same as those where they
perceive organizations have a better performance. For example,
although the general public considers that “discretional social

responsibility practices” are important for a higher ranking in
the index, it is also perceived as an attribute where organiza-
tions show a low performance (see Figure 2). The opposite hap-
pens with the attribute “leadership and innovation”, perceived
as the least important in the ranking by the public, but as the
one where organizations show the best performance.

Figure 2. General public’s perception about organization’s
performance on the seven index attributes

Discretional social reponsibility practices 4.25
Good work enviroment 4.25

Generating positive feelings in people 4.27

Ethical enterprise 4.27

Good relation with consumers 4.29
Having good products and services 4.31
Leadership and innovation 4.32
Low  The system of evaluation is a classification from 1to 6 High
Performance (1, Absolutely disagree - 6. Absolutely agree). Performance

Figure 3 shows the economic sectors with the best repu-
tation scores, on average: the media, food, and beauty sectors.
The public services sector ranked last, followed by the mining
and retail sectors.

Figure 3. Average scores by economic sector

General Public
Public Services 3.8
Mining 3.8
Department stores 4.1
Combustibles 4.2
Telephone 4.2
Insurance 4.2
Transportation 4.3
Supermarkets 4.3
Consumer goods 4.3
Beverage 4.3
Bank 4.3
Construction Materials 4.4
Communications 4.4
Beauty 4.4
Food 4.4
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Finally, when classifying reputation scores by city of resi-
dence, respondents living in the jungle area gave higher scores
to organizations than their counterparts living in the coast and
highland areas. Age also influences assessment and ranking,
given that elderly people (between 51 and 8o years old) tend
to give higher reputation scores than younger people. The most
critical age cohort is the one between 26 and 35 years, espe-
cially when evaluating the mining and services sectors. When
comparing socioeconomic levels (SEL), sector A gave the high-
est scores in the index, whilst SEL D gave the lowest. Every SEL
agreed in giving the lowest scores to retail, services and mining
sectors. It is noteworthy that the food and media sectors always
obtained the highest scores, regardless of the control variable
taken into account.

CONCLUSIONS

The corporate reputation of an organization is now considered a
key variable in improving the organization’s attractiveness and
its capacity for retention of both clients and investors. In that
sense, this index seeks to be a managerial tool, which would al-
low the most important organizations to improve and strength-
en their relationships with society in these keys dimensions ex-
amined.

The importance of having an index of this nature can be
summarized as follows:

e It helps to annually monitor the effect of the organi-
zation’s actions regarding corporate reputation.

e |t identifies the best social responsibility practices
taking the organization with the highest score as a
benchmark.

e |t identifies opportunities for improvement in each
of the seven variables that characterize the corpo-
rate reputation of the organization in the CSR arena.

e |t compares the performance of different sectors and
organizations versus other sectors and competitors
respectively. This means that it meets the needs of
companies that need to know the perception of their
management performance in order to compare with
their peers and at the same time monitor the trace-
ability of their impacts on the budgets in different
countries and sectors in which they operate.

e |t identifies opportunities for organizational im-
provement at different levels: city of origin, demo-
graphic variables, and lifestyle, because the quality
of the data can deliver results at this level of detail.

Finally, new researches are needed if we want to fill the
gap between what we know and understand about corporate
reputation and the empirical developments we can build to
measure it, but we could also take this fact as a confirmation
that the meaning of the conceptual construct of corporate repu-
tation does exist separately and regardless of our efforts to mea-
sure it.
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