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ABSTRACT
This dissertation presents an epistemic analysis of reputational risk by
confronting several definitions across academic, regulatory, practitioners, and mass
media to make a conceptual proposal that underlines the communicative process as a
center of this risk. Then, the thesis shows the empirical work's findings on the disclosure
of reputational risk for large companies in the Pacific Alliance through the annual GRI
sustainability reports. In the frame of organizational institutionalism and using an
exploratory model with a system of structural equations, a partial least squares algorithm,
and machine learning procedures, the thesis shows the forces and variables associated
with isomorphism regarding reputational risk disclosure. The results show that companies
in the financial sector, listed in the stock market and reputation rankings, and lower
financial performance tend to reveal reputational risk. The idea that corporations belong
to the same economic block or the same multilateral organization like OCDE is not
enough to assure convergence in the practice of risk disclosure. The results advise the
needing to increase the understanding and the incorporation of the reputational risk in the
corporative reports to improve the disclosure quality by avoiding selective revelation or
strategic silence to promote greater transparency to the market and society.
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1. INTRODUCTION

1.1. Motivation

It is a widespread situation that managers, politicians, bankers, diverse
professionals, and even public figures talk or refer to reputational risk as image damage,
loss of prestige, and dangers and threats around the good name of an organization.
However, in conferences, seminars, workshops, and courses that talk about reputational
risk, the concept was blurred. The reputational risk appeared in the idea when someone's
name becomes in question when one is under the scrutiny or inquisitive gaze of a third
party or the community. Yet, strangely reputational risk is rarely discussed, something
that does happen with other risks that organizations have in developing their activity.
Therefore, it is unclear if the reputational risk is a risk itself or a risk that depends directly
on other risks or if there is no reputational risk but a risk to reputation.
As a manager of a company specialized in risk (Asoriesgo) and university
professor, I need to know and understand what reputational risk is and develop tools to
identify, measure and properly manage this risk to share knowledge with the academic
community and practitioners to create standards of good practices to manage reputational
risk. The definitions available do seem to be enough to my idea that reputational risk is a
kind of risk that depends on a communication chain, challenging to cope with but
possible to identify and manage. However, the academic literature heavily refers to the
Bassel concept, and few efforts are around to define using the risk and reputation as well-
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defined concepts. Moreover, the academic literature does not offer a deep discussion
beyond the well-known paradigm of Fombrum about reputation and risk in the Knigth
classic idea of uncertainty. But, then, incorporating greats thinkers like Niklas Luhmann,
Ulrich Beck, and Mary Douglas has been neglected, and I need to provide a discussion in
this sense.
Then, if the reputational risk is a communication process, how do organizations
use to disclose it? Beyond the idea that reputational risk is developed in a network that
spread ideas and conceptions about organizations widely, are organizations recognizing
this risk, and what conditions, including internal and externals, are associated with the
revelation of issues about reputational risk?
To my experience, if the reputational risk is in the communicative processes that
allow stakeholders to obtain knowledge that will influence their feelings, perceptions, and
behavior, which are the forces that determine and induce corporations to identify and
reveal reputational risk?

1.2.The problem

Many spaces define reputational risk. A lot of non-academic books offer definitions,
methodologies, and tricks to manage reputational risk. Magazines feed the reduced time
of executives with articles that give spurious ideas about the concept. Normative
definitions like the Basel guidelines have been assumed as the last word, including
academics, to define reputational risk. There are several approaches in the scientific
literature. However, there is not an epistemic reflection about the nature and the
2

characteristics of the concept. The contrasting paradigms of positivism that are more
prominent in the risk conception and the constructivism approach that leads the ideas
abour reputation can be changed. With the conceptions of Luhmann and Douglas about
risk, as a communicative and relative conception, it is possible to give a better insight
into the relationship between risk and reputation. This effort provides a renewal concept
that enhances identifying and managing reputational risk as a process of communicative
signals and alerts, including dangers and threats in the frame of decision-making.
Many theories explain why organizations tend to disclose information. However,
with the approach of reputational risk as a communicative process, one of the main
concerns is about the conditions that induce organizations to disclose, or at least,
recognize the reputational risk. For example, the signal theory, the agency theory, the
transactions cost theory are the frames used to explain the risk disclosure. However, the
literature does not have an approach that explains the features of the environment and
organizations that lead to revealing information. Thus, there is a theoretical problem in
organizational studies in terms of explanations about the relationship between
environmental conditions and the tendencies of organizations to exhibit similar
behaviors. In this sense, a basic conjecture is to assume that companies from countries
that are members of the same economic block or that belong to a multilateral organization
such as the OECD inevitably end up in the process of imitation, and therefore the reasons
for similarities in the organizations are given by contextual factors. This thesis introduces
the theory of organizational institutionalism to provide new insights and explanations
about reputational risk as a subject of disclosure affected by internal and external
pressures for legitimacy.

3

1.3.Contributions

In the first chapter, this dissertation contributes to generating a framework of
epistemological analysis and a conceptual proposal that will facilitate the identification of
reputational risk as a substantive element to carry out its subsequent measurement and
management. As Zabert says (2004), the conceptual approach is indispensable to clarify
what, how, and why things happen. Not clarifying or answering these questions, as he
points out (Gil, 2005, pag. 2), "is like sailing blindly in a sea whose depth and extent is
unknown", so the epistemological approach gives the possibility of understanding the
essence and method of knowledge.
The first chapter is an article that was accepted for peer-review by the editor-inchief, Professor Georg Theiner in the Journal Of Social Epistemology, published by
Taylor & Francis (see Annex 1). This article focuses on knowing the field of action on
which reputational risk gravitates. The main contribution with the literature review is to
define reputational risk as a communicative process, which provides stakeholders with
information about where, how, and when events that harmed an organization occurred,
including the gap between what organizations say and do. This communicative process
may include true or false information in the form of disclosure, disclosure, rumor or news
received by stakeholders depending on how much value it gives it based on its interest
and credibility. Finally, this knowledge, wrong or true, drives changes of opinion and
behavior in stakeholders.
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In the second chapter, which constitutes an article submitted to the Academia –
Revista Latinoamericana de Administración (see Annex 2), introduces the theory of
organizational institutionalism to understand the three pillars of legitimation with the
forces that promote the isomorphism for disclose information. Organizing several
variables that characterize the corporations according to the Global Reporting Initiative –
GRI in the pillars, I can argue that although companies belong to the same economic
block and are members of the OECD, it does not imply homogeneity or isomorphism
practices of disclosure reputational risk. The corporations from the financial sector tend
to recognize the reputational risk in their reports. Finally, the financial performance is
negatively associated with the disclose of reputational risk and, despite there is no
specific evidence in any report that this risk is one of the explanations of financial
performance, I believe that corporations that show moderate values in ROA and ROE,
recognized in the report´s section of risk disclosure its importance.
Then, scholars, managers, and policymakers can find in this thesis a
conceptualization of reputational risk that promotes the discussion of the way to identify,
measure and manage it; and an explorative model of relationships that help to understand
the relationship between environmental conditions and companies features related to the
reputational risk disclosure.

5

CHAPTER 1 REPUTATIONAL RISK EPISTEMOLOGY
2. Introduction
Reputational risk has gained concern among academic and business communities
in recent years. According to The Economist (2005), 84% of executives responsible for
risk management agree that reputational risk has increased dramatically. In 2014, Deloitte
founded that 87% of top executive indicated that reputational risk is the top threat to
business. In fact, reputational risk is referred to as the “risk of risks” (Eckert, 2017;
Gatzert, 2015; Hogarth, Hutchinson and Scaife, 2018; Murray, 2004; O’Callaghan,
2007), and cases of celebrities, such as Tiger Woods (Knittel and Stango, 2014);
musicians (Portman-Smith, 2015) companies, such as Nike, Firestone, Tyco (Neef,
2003), Banco Santander (Xifra and Ordeix, 2009), Enron (Scandizzo, 2011), BHP
Billiton (Hogan and Lodhia, 2011), British Petroleum (Arora and Lodhia, 2017), Johnson
& Johnson, Coca-Cola, and Mattel (Hindson and Louisot, 2009); demonstrate the great
importance to manage reputational risk.

Despite its importance and implications in management practice, there is not
epistemological reflexion about the concept. Also, the literature on reputational risk is
scarce and scattered. Then, knowing different sources of collective belief allow,
according to Goldman (2006) to “identify and evaluate social processes by which
epistemic subjects interact with other agents who exert causal influence on their beliefs”
(cited by Mathiesen, 2007, p. 210). Managers are exposed to several sources of
knowledge without a critical or controversial discussion of concepts and proposal,
creating an acceptance without a process of knowledge creation (Hakli, 2007). Also,
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managers have they own perceptions of risk that uses to differ from formal and academic
definitions (March and Shapira, 1987) and trend toward consider that reputational risk is
too intangible (Eckert and Gatzert, 2017; Vizcaino, 2010). As Scandizzo (2011, p. 48)
stated “The problem with reputational risk is, of course, that it is difficult, if not
impossible, to establish its value in the first place, let alone its potential for variation”.

Several communities of practice rely in conceptions of reputational risk to define
policies and guidelines without an explicit epistemic reflection. There are international
organizations like Basel, Comité Européen des Assurances (CEA) and the Chartered
Institute of Management Accountants (CIMA) that propose normative definitions and
non-academic books that serve to promote the reputational risk as a managerial fashion.
Finally, in the academic literature there is no accepted definition (Xifra and Ordeix,
2009) and the lack of rigorous conceptualization does not facilitate its identification,
measurement, evaluation, and management (Eckert, 2017).

Some approaches suggest that reputational risk is not a risk by itself or a
conceptual category but rather the conjunction of risks that damages reputation (Larkin,
2003; Eccles et al., 2007; Gaultier-Gaillard et al., 2009; Go and Govers, 2011; Ott and
Theunissen, 2015; Gaudenzi et al., 2015). For example, Louisot and Girardet (2012, p. 9)
equal to Gaultier-Gaillard, Louisot and Rayner (2009, p. 166), stated that: “There is no
such thing as reputation risk (…) The term ‘reputational risk’ is a convenient catch-all for
all those risks”. Then, they propose that is more appropriate to use the expression ‘risks
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to reputation’ without an epistemic reflection, despite Louisot with Hindson in 2009
published a chapter called “Managing Reputational Risk - Case Studies”.
However, a bulk of scientific literature classify reputational risk as a particular
type of risk that can and must be managed (Dowling, 2006; Forstmoser and Herger, 2006;
Csiszar and Heidrich, 2006; Unerman, 2008; Walter, 2008; Power, Scheytt, Soin and
Sahlin, 2009; Scandizzo, 2011; Fiordelisi, Soana and Schwizer, 2013; Bohanec et al,
2013; Saleuddin, 2014; Gaudenzi and Christopher, 2015; Gatzert and Schmit, 2016;
Gatzert, Schmit and Kolb, 2016; Eckert, 2017; Brønn and Brønn, 2017) using different
approaches and indicators about the “misalignment of corporate and social expectations”
(Dowling, 2006, p. 63) and managerial practices toward “responding to the growth of
external bodies which evaluate and rank, and thereby generate reputational risk” (Power
et al, 2009, p. 301). Reputational risk is particularly associated with fraud and corruption
scandals (Perry and DeFontnouvelle, 2005), and focused on the connection of internal
and external factors that could potentially lead to the materialization of such risk
(Scandizzo, 2011).
In order to promote the discussion of reputational risk, we classified and discuss
critically the available literature into three types of sources: non-academic books and
magazines, normative documents, and scientific literature and analyzed the results of a
survey developed to find the perceptions of managers about reputational risk, to propose
a concept providing alternatives that expand knowledge about this phenomenon that can
contribute regulatory entities and value-creating organizations to improve their
understanding and definitions of reputational risk. The paper is structured as follows: in
section one reviews the literature on reputational risk. Section two describes reputational
8

risk-related epistemological debates. Finally, section three concludes about the proposal
of reputational risk concept.

3. Materials and methods

Available literature on reputational risk comes from different sources and
communication formats. It was obtained in a search of documents published between
2000 to 2019 by combining key words: risk, reputation, reputation risk, reputational risk
and risk to reputation in the Web of Science, Scopus and Google Scholar. We founded 93
documents divided in 18 books, 16 magazines articles, five dictionaries, 11 documents of
official agencies and 43 academic documents.
The definitions can be determined as a different group of belief due to their
epistemologies and the way to propose and communicate the meaning of reputational
risk. We created three categories. The first one is called general notions, composed by
definitions published in dictionaries and popular magazines without a discussion of the
origin of the concept. The second category, called normative, contains definitions of
official documents published by agencies that can impose a belief of legitimacy. The
third one belongs to academic literature and present different approaches and conception
of the reputational risk. Finally, we present the perception of reputational risk asking
practitioners on risk management. We conducted a survey with the Association Gremial
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of Professionals Specialists in Risk (ASORIESGO)1 between August 25 and September
15 (2020) to ask the following question. What is reputational risk?

3.1. General notions

This category includes dictionary definitions, non-academic books, informational
magazines, and bulletins and corresponds to notions that do not include a conceptual
discussion based on previous literature and is grounded in synonymy, or in the circular
repetition of the terms, extracting the common elements of reputation and risk. These
definitions fall into the trap of entropy, turning in and around the same expressions that
brought it to life (Hernández, 2012). For example, Vardy (2015, p. 229) use the term
reputational risk “simplemente para describir el riesgo de daño a la reputación”. Those
are expressions of thought that produce a very general and broad definition in an intuitive
manner and is widely disseminated in media resources such as Investopedia (2018), that
propose “Reputational risk is a threat or danger to the good name or prestige of a
company or entity” and Wikipedia (2018) “It is a risk of loss resulting from damage to
the reputation of a company, loss of income; increased operating, capital or regulatory
costs; or the destruction of shareholder value, as a consequence of an adverse or
potentially criminal event, even if the company is not found guilty”.
Finally, The Economist (2005, p. 4) as a reduction of reputation due to nonachievement of expectative, and the Financial Times (2018) as possible loss of
reputational capital. More elaborated definitions focus on the consequences of actions

1

See: http://asoriesgo.org/
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that promote stakeholders’ negative perceptions on organizations (Hernández, 2012;
Becchio, 2011), indicating that reputational risk exist in any event with negative publicity
that impacts reputation and the good name in the markets (Rayner, 2004; Shirreff, 2015;
Bonine-Blanc, 2016).

3.2.Normative documents

This category is related to definitions issued by national and international
organizations that publish regulatory manuals, circulars, and technical standards, which
tend to be used as baseline like CIMA (Bradly and Honey, 2007) and CEA (2007). These
definitions do not explain the origin of the concept; rather, they employ a glossary
developed probably by experts to define matters that in some cases are legally binding.
The most accepted definition is provided by Basel Committee on Banking Supervision
(BASEL): "the risk arising from negative perception on the part of customers,
counterparties, shareholders, investors, debt-holders, market analysts, other relevant
parties or regulators that can adversely affect a bank's ability to maintain existing, or
establish new, business relationships and continued access to sources of funding"
(BASEL II, 2009, p. 19). This definition is often used in the scientific literature as a
conceptual benchmark (Fiordelisi et al., 2013) and by oversight bodies that control
financial markets, that create the belief that reputational risk create a lost income due to
business practices with operational failures creating discredit of clients or legal processes
that damage the public image and trigger negative publicity (whether true or not)
deteriorating the relationships with stakeholders (Superintendencia Financiera de
11

Colombia, 2007; CEA, 2007; BCU, 2009; Federal Financial Institutions Examination
Council et al., 2010; SEC, 2012; Banco Central de la República Argentina, 2013;
Superintendencia de Banca y Seguros y AFP de Perú, 2017; Secretaría de Hacienda y
Crédito Público de México, 2018). Despite definitions at this level does not arise by
epistemological reflection, they provide valuable research elements with respect to
factors that could be considered triggers, driving factors, causes and consequences that
contribute to understand reputational risk, with the aim to prevent financial crashes.

3.3. Academic literature
The academic level comprises definitions that are published in indexed journals
and books of academic publishing companies, also it includes doctoral thesis. Despite
there are articles which address reputational risk at title but include no definition
throughout the work (Forstmoser and Herger, 2006; Fragouli and Ekruka, 2016; Hogan
and Lodhia, 2011; Lemke and Petersen, 2013; Saito and Takeda, 2014; Saleuddin, 2014;
Knittel and Stango, 2014; Fombrun et al., 2017) and papers that use regulatory
definitions, particularly those proposed by BASEL II and CEA, to develop empirical
work using the positivist approach and quantitative methods (Perry and DeFontnouvelle,
2005; Bohanec et al., 2013; Fiordelisi et al., 2013; Sturm, 2013); there are works that
analyse the concepts of risk and reputation to later combine them; and those that portray
reputational risk as a complex construction between different elements and characteristics
that shape the concept.
The definition of reputational risk comes from the separate discussion of risk and
reputation, which are later brought together to draft a conceptual proposal. Fombrun et
12

al., (2000, p. 87-88) understanding that reputation “is a cognitive representation of a
company’s actions” and risk as the “potential of loss”, defined “reputational risk as the
range of possible gains and losses in reputational capital for a given firm”. Roehrich et
al., (2014, p. 698) goes further and state that:

Reputation has been defined as the “aggregate perceptual representation of a
company’s past actions, and future prospects compared against some standard” (…)
whereas risks as the “chance of danger, damage, loss, injury or any other undesired
consequences” (…). As such, “reputational risk” consists of two forms: One, it refers
to the probability that a negative event or practice occurs; and two, it refers to the
probability that stakeholders will detect the negative event or practice, and
subsequently change their perception and image of the firm.
The above definition is the base of other works (Petersen and Lemke, 2015).
However, this form of conceptualize often discuss the definition of reputation while risk
is marginally presented, emphasizing the potential gains and losses, often citing the
definition provided by Fombrun (Rayner, 2003; Bebbington et al., 2008; Xifra and
Ordeix, 2009; Gaultier-Gaillard et al., 2009; Vizcaino, 2010; Aula, 2010; Suomi and
Järvinen, 2013; Benn et al., 2016; Wright, 2016).

There is a second group of definitions that suggest that reputational risk is a
conceptual category beyond Basel II. One trend view reputational risk as a legitimacy gap
between organizational discourse and actions. Reputational risk results on gaps between
stakeholders' perceptions and expectations regarding organizational performance and
13

what the organization says and does, which generates a loss of confidence (Honey, 2009;
Soprano et al., 2009; Scandizzo, 2011; Brønn, 2012; Mitic, 2018). Other approach
understands and measure reputational risk from a positivist perspective related to causal
chain of events and actions that influence the changes of behaviour of stakeholders due to
a negative perception and trigger organizational losses (Scott and Walsham, 2005;
Walter, 2008-2013-2016; Gatzert, 2015; Gatzert et al., 2016; Gatzert and Schmit, 2016;
Miklaszewska and Kil, 2016; Eckert and Gatzert, 2017; Eckert, 2017). Also, there is a
focus that emphasizes reputational risk as a negative publicity of unexpected facts or
mismanagement that result in corporate losses (Jolly, 2003; Tonello, 2007; Vichique,
2013; Sobehart, 2014; Heidinger and Gatzert, 2018; Hogarth et al., 2018). Finally, some
authors view reputational risk as a non-static perception and depend of the considerations
about threat, danger, and vulnerability of internal and external context and how the
organization is perceived by others, specially by political and social activists within the
process of communication and the influence of social media (Power, 2004; O’Callaghan,
2007; Power et al., 2009).

4. The managerial perception of reputational risk
We received 114 responses with 2467 words analyzed in terms of nouns and
verbs -risk and reputation words were excluded. The most frequently words as is shown
in Figure 1 mean that reputational risk is associated with a causal loss of the
organizational imagen of stakeholders.
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Figure 1. Absolute frequency of words
Figure 2 shows the results of hierarchical agglomeration of the 25 most frequently
terms. It shows six groups. The first indicated the idea of organizational negative
perception. The second is focused on the damage if stakeholder’s imagen. The third view
risk because of events. The fourth mean that risks is inappropriate commentaries. The
fifth shows the idea of loses in trust and prestige. The last one is related to financial
management.

Figure 2. Dendrogram of frequently words
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Reading each of the responses, in ontological terms we identify four groups of
definitions. The general trend (60%) considers reputational risk as a loses in the image
and the good name. Near to 25% stated that reputational risk is a perception, is an idea in
the mind of stakeholders, not facts, and almost 15% of definitions see reputational risk as
an event, facts or actions that trigger a bad perception and loses. The 15% of respondents
consider that these facts can be managed, and 12% think that is not a managerial issue
due to the difficulties to control the spread of information. Finally, only six responses
indicated that reputational risk is a probability and seven mention it as a possibility, that
is similar to March and Shapira (1987) results that practitioner do not tend to define risk
as a statistical function of probabilities.

5. Epistemic reflection of reputational risk
In this section we are going to review the concepts of risk and reputation to
develop a new proposal about the concept in the light of the section presented above.

5.1.Risk
From positivism paradigm, risk was defined based on the logics of probability and
calculus that emerge from an objective position to evaluate cognitive phenomena, i.e.,
what can be quantified in the world of uncertainty. In economics, Knight's (1921)
contribution—which differentiates uncertainty as the unknowable, from risk as
phenomena that can be quantified in the realm of calculus and probability—has become a
paradigm, or as Luhmann (2006, p. 45) indicates, an "immovable dogma." From the
epistemological perspective of logical positivism, for Knight (1921), risk is the product of
a decision, the effects of which are measurable and capable of being managed, inasmuch
16

as it is feasible to know the probability distribution of the implications that the occurrence
of risk has to have either by means of a priori calculation or through statistics on past
experiences. Hansson, (2012) also indicates that in the 1960s and 1970s, risk, theorized
from the natural sciences, was grounded as a concept that shows the statistical
relationships between success and failure, and philosophy did not generate critical
discussions on this paradigm.

In his analysis of the origin of the concept of risk, Luhmann (2006) understands
that since the early writings in the Middle Ages on risico or rischio, which etymologically
denote being in danger or suffering harm, there is an association with the claim of a
rational and objective knowledge, which was developed by calculating probabilities.
"Still in our time, risks are investigated by multiplying the magnitude and probability of
damage" (Luhmann, 2006, p. 58), but the "rationalist tradition... offers a form, but
certainly not a concept of risk" (Luhmann 2006, p. 64), a topic that Hansson (2012)
addresses in his chapter on the philosophy of risk.

In the logic of epistemic relativism, risk has been addressed by sociologists such
as Douglas and Wildavsky (1983), Douglas (1992), and Luhmann (2006), who discuss
the weaknesses of positivism in defining risk. Mary Douglas states that there are dangers
in nature; that is, there are conditions in which harm can occur. However, nobody can be
aware of and calculate all the dangers that may arise. Therefore, the subjective evaluation
of danger as a condition to define risk depends on the cultural characteristics of societies,
as well as the capacity to evaluate the phenomena in the risk category. Then one fact that
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can be judged as a risk by someone, cannot be a risk for other. For Luhmann (2006),
society is constituted through the communication used in determining reality. In nature,
there are no risk events in and of themselves; rather, they become risks when they are
observed following a logic that determines future danger or safety, which inevitably
involves contingencies. This way, risk results from the representation that an observer
places on the distinctions between what is considered to be dangerous and what is
determined to be safe. For example, in the case of the crash of the South Sea Company in
early XVIII century in which Isaac Newton loss his fortune, Levenson (2020, p. 99)
recreated this conversation: “How risky is debt for either private enterprise and
government finance? Pollexfen said “Very”; Newton responded, “no much”, showing
that for the same numbers the risk perception differ. Luhmann (2006) understands risk
as a category that emerges in social communication about definitions, in the field of
decisions, of that which leads to future harm, evaluated from the dimensions of danger
and safety. According to Luhmann (2006, p. 260), in organizations, "the problem of
management mainly consists in discovering risks, in insisting on transparency in the
decision field related to the harmful consequences that could give rise to (possibly
distant) political scandals that will later have to be faced." As understood by Beck (1986),
the core of risk awareness does not reside in the present but in the future and therefore
relates to anticipating the implications of events that have not yet taken place.
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5.2. Reputation

Reputation, which etymologically comes from the Latin word puto (to reckon)
and the suffix re (repetition) “is the consideration of the value of an agent by other agents
based on his or her past actions and creating expectations on the future conduct of that
agent” (Origgi, 2012, p. 402). Reputation is a subjective construction that is strongly tied
to perception, attitudes, and individual or collective beliefs among the different
stakeholders involved in an organization (Eccles et al., 2007; Money and Hillebrand,
2006).

In the field of economics, the notion of reputation is discussed in the book The
Theory of Moral Sentiments by Adam Smith, which refers to the good opinion that people
have of markets, through which they can become successful and tolerate behaviour
(Origgi, 2012). A positive expectation can be generated on future actions that are based
on the records of past actions. Economists such as Akerlof and Gambetta understand that
rational agents seek out signals that reduce information asymmetries in markets,
indicating that informational devices, such as certifications, documentary evidence, or
past interactions crystallized in trusted judgments, result in a quantitative assessment of
organizational reputation (Origgi, 2012). Thus, evaluating reputation responds to
objective measurements of instances that publicly approve and acknowledge an
organization, as well as quantified responses from different people who assess in scales
their perception of an organization, as the Monitor Empresarial de Reputación
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Corporativa (MERCO)2 does. In this rationalist tradition, reputation becomes a judgment
held by third parties, by communities of expert peers who act as authorities by publicly
indicating that an agent works according to desired and evaluated expectations, in
particular the measurements of positive and negative opinions of the mass media
(Deephouse and Suchman, 2008).

Reputation is a concept that arises from people’s subjective recognition of the
value and appreciation that they feel toward actions and organizations. Fombrun (1996)
has stressed that corporate reputation is a matter of people's subjective assessment of how
they feel and think about organizations. The concept of reputation is derived from a
subjective consideration fundamentally depending on culture and experiences that go
beyond quantification, enabling a multidimensional valuation representation of an
observed object. Fombrun (1996, p. 72) defined corporate reputation as "a perceptual
representation of a company's past actions and future prospects, which describes the
overall attractiveness of all its key components compared to its main competitors." Along
these lines, “reputation is a relationship between an agent or an item and the set of social
and cultural representations of the agent or item. Cultural representations differ from
social representations. Cultural representations are metarepresentational” (Origgi, 2012,
p. 409). Individuals’ subjective evaluation of reputation can be positive in some aspects,
neutral in some others, as well as negative in others still, depending on the experiences.
Quantifying reputation leads to the trap of attempting a value convergence on the

2

http://merco.info/es/

20

different dimensions represented by people. Therefore, reputation is determined by a
changing conception in the experiences that people or stakeholders have, with respect to
their relationship with organizations. In this sense, based on Luhmanian sociology,
reputation is people’s consideration in a communicative process that may change
meaning, given the considerations of the experiences shared by a group of people that
agrees, or not, to evaluate their relationship with an entity or organization in an aggregate
as good, foreign, or bad.

5.3. Reputational risk

In the field of management, Johnson and Duberley (2000, 2003) demonstrate the
importance of epistemological realism as a way of combining many issues related to the
creation of knowledge on the basis of positivism and relativism as dominant
epistemologies. Realism, as a form of knowledge, is based on the recognition that reality
exists independent of the subject. In the conjunction of abstract formulations and
empirical work, a communicative act can be generated between the metaphysical
propositions, and the evidence obtained in experimentation, through which verifications
and falsifications can emerge that compare and contrast evidence and arguments to
produce theories that explain and predict phenomena that are observed, agreed upon,
defined, and refuted by scientific communities.

In realism, we strive to define concepts on the basis of prior discussions, from a
critical position that enables propositions to be confronted with interpretations obtained
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from experience, evidence, and justified argumentation, producing definitions and
characteristics that are the subject of verification and falsification (Reed, 2009). In this
sense, the rationalities of positivism, which determines and defines causes and effects,
converge with ideal hermeneutics, which form conjectures on the characteristics of a
concept from historical and interpretative regularities, in order to observe phenomena and
render evidence on how much the phenomenology subject to conjecture is similar to, and
different from, the propositions.

The concept of reputational risk proposed thus depends on a convergence of the
aforementioned epistemologies so as to gain an understanding of the objective and
subjective factors that determine it. Therefore, reputational risk as a scientific concept
that facilitates the observation of reality leads to the idea that measurements converge
with informational indications to create perceptions, as well as inherent evaluations that
translate into communicative acts that create trends about what is considered good,
neutral, or bad.

By classifying the existing literature into three levels (general notions, normative
and academic) and the managerial definitions, we found that there are positivist and
relativist approaches. The former focuses on the concept of risk as a function of
probabilities of events that damage reputation, while the latter type evaluates
stakeholders’ perceptions regarding the organization imagen. There is a fundamental
need to move past the conceptual positions contained in manuals and commercial books
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and the definitions contained in regulatory documents, such as Basel, to start a debate that
provides an understanding and explanation of reputational risk.

Considering the definitions showed in the first section, we could highlight that in
general notions and practitioners, the reputational risk is the loses caused by different
issues, like events and facts. Normative approaches like Basel are shared by practitioners
in terms of identify reputational risk as a negative perception of several stakeholders.
Academic literature prioritizes the existence of gaps between what an organization says
and does, which are usually caused by the occurrence of events that change stakeholders’
perceptions and behavior, which can be measured through a positivism approach with
statistics of facts, and which can be assessed through a relativism position using surveys
and mass media news. Reputational risk is grounded in a communicative process and the
influence of mass media and political and social activist that leads to financial losses and
bad imagen that possibly even resulting in bankruptcy.

Our approach is to consider the concept of reputational risk from the perspective
of epistemological realism to capture some characteristics that can be contrasted with
evidence that arises from the interaction between the positive logic of measurements and
data, with hermeneutics, giving meaning to the discourse that is developed in an
organization’s informative communicative process.
The central element of reputational risk is the communicative process that
provides stakeholders with information regarding where, how, and when the events that
damaged an organization occurred, including the gap between what organizations say and
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do. Stakeholders may change their minds, and their behavior can produce organizational
losses.

This means that the occurrence of operational risks does not result in reputational
risk as a chain of events. Rather, reputational risk arises from a communication process
between several stakeholders that can be partially managed or influenced. This
communicative process includes accurate and false information pouring in
simultaneously, turning meaning into rumors that are spread among different
stakeholders. Transmission speed depends on how much interest and credibility the
rumor has for each stakeholder. Therefore, the nature and dynamics of rumor spreading
(Jia, Ruan and Zhang, 2017; Tapia, 2013) are the key to identify, measure, assessed and
manage reputational risk.

Then, we define reputational risk as the spread dynamics of rumors in a
communication process about events or facts that creates, and change stakeholder’s
perceptions of what organization say and do. This definition encompasses the positivism
approach of measurement of events and relativistic view of reality as a social
construction of meanings and interpretations that are means and ends in a system of
communication that mixes opinions and reactions creating rumors that can be managed
trough informational management strategies. Reputational risk is an evaluative function
of aggregated judgments in which a collective opinion, subject to quantitative
representation, generates positions on the acceptability of organizational decisions that
can be modified with influence management. Then, the core of our concept is the
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dissemination of rumors that trigger changes in individual or collective sentiment and
perception about the good will and image of an organization that creates loses.

6. Concluding Remarks
Given the lack of clarity in defining reputational risk, this article analyses
reputational risk through a critical discussion in general notions, normative documents,
academic literature and practitioner’s definitions, to propose a conception using an
epistemological reflection with the realism approach to integrate positivism and
relativism features that are needed to understand the phenomena.
We consider that reputational risk is a conceptual category and a particular risk,
that is not the same as the idea to add risk to reputation in a way that any risk could
impact reputation (Louisot and Girardt, 2012). Taking advance of the idea that risk
depend on decisions and the creation of a communicative process (Luhmann, 2006), there
are actions that can be performed to manage the communication about the organization to
maintain the congruence between what is says and does, creating and changing the
perception of several stakeholders about the good will and image of an organization.

The epistemic debate is around the relationship between events and perceptions
that could create loses for an organization. According to our view, communication
process is a central feature to advance in the management of this risk. As Feldman and
March (1981, p. 179) pointed out, “Since organizations compete for legitimacy, no single
organization can control its own relative reputation by its own actions, and the
comparative positions of different organizations depend critically on differences in the
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costs to organizations of maintaining an information posture”. Then, decisions toward the
communication management to create or control the spread of rumors is the cornerstone
to understand reputational risk.

We hope these reflections contribute to the discussion about reputational risk and
the gaps between different epistemic communities, that, as March and Shapira (1987) and
this research noted, is clear between practitioners and academics in the risk management.
We need to advance in the creation of models that fit the interest of regulatory agencies
like Basel, and the practice of risk management, and give the tools to improve the
decision-making at the organizations.
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CHAPTER 2 REPUTATIONAL RISK DISCLOSURE IN THE
BIGGEST CORPORATIONS AND THE PACIFIC ALLIANCE
7. Introduction

Risk is a natural phenomenon in the business world (Bronn and Dowling, 2009)
and reflects the information with which decisions take place to avoid incurring damages
(Brønn, 2012) since it reflects "the possibility that a sentient entity will incur loss"
(Crowe and Horn, 1967, p. 462). These decisions depend, in turn, on the perception of
danger, threat, and vulnerability (Luhmann, 1992), as well as on
the hierarchical position of people in organizations (Bartelink et al. 2015), and vary
depending on the people, context, and cultures (Douglas and Wildavsky 1983). In this
way, risk not only rests on probability functions; it depends on the way it can
be represented and communicated to stakeholders. There is a growing tendency for
corporations to disclose their risks, using guidelines developed by bodies such as the
American Association for Accounting and Financial Standards and the Financial
Accounting Standards Board (FASB) (Alfiero et al., 2016). Moreover, the number of
companies that voluntarily disclose risk information in annual sustainability reports has
increased, including reputational risk management (Heidinger and Gatzer, 2018),
contributing to the analysis of investors and the legitimation of this practice (Abraham
and Cox, 2007). However, the set of causes and consequences produced by the disclosure
of risk information is not clear (Solomon et al., 2000; Cabedo and Tirado, 2004;
Abraham and Cox, 2007; Nelson and Rupar, 2015), particularly in reputational risk
(Alfiero et al., 2016).
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Reputational risk considered the risk of all non-systematic risks (Price
Waterhouse, 2011; The Economist, 2014; Deloitte, 2014), is decisive in the ability of an
organization to be sustainable, regardless of competitiveness, seniority, size, type of
activity, sector or legitimacy in different environments and interest groups. However, this
risk is difficult to identify and manage insofar as it constitutes an intangible (Bronn and
Dowling, 2009) that is confused with handling scandals and reputational crisis
management (Eccles, Newquist, Schatz, 2007). Therefore, identifying and managing
reputational risk and then communicating it represents a bulwark that transmits to
stakeholder's security in the ability to create value in the long term
(Gatzert and Schmint 2016). Despite the importance of reputational risk, there is still no
consensus in the international literature on the concept, and various approaches range
from publications in non-academic books and magazines, standards such as BASEL and
scientific literature (Porras and Orozco, 2021). Porras and Orozco (2021) do a literature
review and an epistemological reflection that concludes that reputational risk reflects "the
dynamics of spreading rumors in the process of communication about events or facts that
create and change perceptions stakeholders on what the organization says and does".
From this perspective, reputational risk is a social construction of meanings and
interpretations generated by a communication system that mixes opinions, reactions, and
rumors.

In the literature on reputational risk, some approaches seek to evaluate their
management with corporate results, particularly in the frame of public companies listed
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on the stock market of developed countries, based on the analysis of variations in the
share price (Perry and DeFontnouvelle, 2005). However, the research on emerging
economies is scant, and the study of the relationship between reputational risk disclosure
and corporate performance in economic and social, and environmental fields has been
neglected. Moreover, it is not clear if corporations that revelated reputational risk have
similar characteristics in terms of size, country, sector, and capital structure, among other
variables.

In recent decades, the Global Reporting Initiative (GRI) has become a means used
by large corporations to disclose information to the public, sending signals to the market
within a transparent and good corporate governance framework (Wilches-Segovia,
Orozco and Beltrán, 2020). In the GRI, companies describe their actions based
on economic, environmental, and social performance indicators. The GRI requires a
description of the organization's effects, risks, and opportunities in the economic
category. Likewise, the corporate governance section requests a description of the
functions of the highest governance body in risk management matters. Finally, it is
requested to describe the risks in matters of labor and corruption. However, reports in
corporate social responsibility (Bebbington, Larrinaga, and Moneva, 2007) and the
Global Reporting Initiative - GRI (Wilches-Segovia et al., 2020) do not specifically
address the disclosure of reputational risk. The only way to obtain information about
reputational risk is through a careful reading of the reports (Alfiero et al., 2016).
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In Latin America, the Pacific Alliance (PA) formed an economic and development
initiative in 2011, consisting of four countries: Chile, Colombia, Mexico, and Peru. PA is
a policy articulation for cooperation and market integration that seeks to promote growth
and development among the nations that comprise it through a progressive advance in the
free movement of goods, services, capital, and people. (Pacific Alliance, 2017). It
includes a common stock market called Mercado Integrado Latinoamericano (MILA) and
the Business Council of the Pacific Alliance - CEAP to promote good corporate practices
(Alianza del Pacifico, 2017). Large companies in OECD countries have been increasing
the generation of GRI reports within the framework of the consistency of policies that
promote good corporate governance. The Institutional Theory explains why organizations
tend to imitate each other in a process known as isomorphism (Scott, 2013). Therefore, it
is valuable to know whether companies in OECD countries or an economic block like AP
have imitated the practice of disclosure in reputational risk and what features in terms of
economic, social, and environmental indicators present in common. In this case, Mexico
became an OCDE member in 1994, Chile in 2010, Colombia in 2020, and Peru are
advancing to enter. Then, there could be differences between firms in countries
with more time in the OCDE, or the PA practices have a substantial impact on the
convergence of policies that created the same trends in the corporations.

This research analyses the mentions of reputational risk from the GRI reports
for 205 AP companies in 2016 and its association with indicators in the social,
environmental, and economic dimensions, as well as the characteristics of the
organizations in terms of size, sector, country, industry, ownership structure and the
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presence in MILA and its position in the Monitor de Reputación Corporativa
(MERCO). Furthermore, this analysis aims to assess whether there is a trend towards
isomorphism and verify whether companies that mentioned reputational risk present
better performance indicators. This article is developed in three parts. First, the following
is a review of the literature on risk disclosure. The second presents the methodology, and
the last shows the results, the discussion, and the conclusions.

8.

Theoretical background

Risk disclosure was addressed by researchers and scholars from different
theoretical orientations, such as agency theory, the theory of cost of ownership, the theory
of political costs, and the signaling theory, in order to explain the factors that impact the
corporate decisions to disclose and exhibit information about risks to the public (Cabedo
and Tirado, 2009, 2016; Heinle and Smith, 2017; Alfiero et al. 2016; Toms, 2002;
Gunawan and Elsa, 2020). These theoretical approaches have in common the idea that
firms with good performance will have incentives to disclose more detailed information
to stakeholders, promoting a good image among investors to gain confidence. However,
the approaches that consider legitimacy as a main issue in explaining reputational risk
disclosure are scarce (Bebbington et al., 2008) and are not contextualized in a theoretical
framework such as Organizational Institutionalism (Scott, 2013; Powell and DiMaggio,
2012). This theory proposes the existence of an isomorphism in which organizations
become more homogeneous among themselves when facing similar environmental
conditions. Institutions confer legitimacy to the extent that organizations consistently
respond to three pillars that influence the decision-making process, rational and non31

rational. Reputational risk relies not only on distributive probability functions but also on
subjective interpretation of dispersing and nonstructured information (Porras and Orozco,
2021). The identification and disclosure of reputational risk may depend on ceremonial
responses to the "myths of the institutional environments" that do not depend on technical
requirements, instead of decoupling forms of alignment to create and maintain legitimacy
(Meyer and Rowan, 1997, p. 340).

Organizations tend to imitate each other because they are subject to the same
institutional pressures and comply with three pillars to obtain legitimacy. In the
regulatory pillar, organizations align with the legal system. In the normative pillar,
organizations follow a set of guidelines that are not mandatory, and several instances
certify in memberships, accreditations or rankings the approved behavior of an
organization. Finally, a cognitive, cultural pillar in which society approves certain
behaviors that conform to a system of social values and behaviors taken for granted
(Scott, 2013). The advantage of this theoretical approach is that it analyzes organizational
environments governed by social norms (Zucker, 1987). The legitimacy that arises from
the organization's acceptance by the environment in which it operates stands out
(Dowling and Pfeffer, 1975). Then, organizations, through the disclosure of information,
generate a public opinion about their compliance with the law, the standards of several
agencies, and the social awareness seeking their legitimation (Deephouse and Suchman,
2008).
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9.

Literature review

Empirical research on reputational risk is an emerging issue in the
literature (Porras and Orozco, 2019), especially in the research of risk disclosure (Alfiero
et al., 2016). The disclosure of the risk may be associated with various factors that can
range from the characteristics of the businesses and their environments to organizational
performance. There is a current set of studies that qualitatively analyze organizational
reports (Linsley and Shirves, 2006; Abraham and Cox, 2007; Alfiero et al.,
2016) and a second based on numerical formats (Nelson and Rupar, 2015) and the
creation of risk disclosure indices (Cabedo and Tirado, 2009; Nur Probohudono et
al., 2013; Elzahar and Hussainey, 2012; Giner, Allini and Zampella, 2020) and others
compare qualitative and quantitative disclosures (Beretta and Bozzolan, 2004).

According to the theory of organizational institutionalism, there are three
pillars promoting isomorphism. In terms of the regulatory framework, accounting
practices and international financial reporting standards have promoted risk disclosure
standards, helping to raise the quality of the information to promote market transparency
(Miihkinen, 2012). International organizations such as the Basel Committee on Banking
Supervision and the International Accounting Standards Board and Security Exchange
Commission exert pressure to increase risk disclosure (Rodríguez de Codes Elorriaga,
2010; Rajab and Handley-Schachler 2009; Miihkinen, 2012; Hogan and Lodhia 2011;
Saleuddin, 2014).
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In a study of 60 listed manufacturing companies in four Southeast Asian
countries (Indonesia, Malaysia, Singapore, and Australia), Nur Probohudono et al. (2013)
found that less developed countries disclose less risk information. Dobler et al. (2011)
analyzed 160 annual reports in the US, Canada, UK, and Germany. They found
differences between countries given incentives for risk disclosure, especially in financial
risk categories. In particular, firms from the United States tend to disclose more risk
information than German companies. However, in European countries like Germany,
Spain, France, UK, and Italy, Alfiero et al. (2016) founded that only 33% of a sample of
538 firms mentioned reputational risk in their annual reports, and the variation between
countries is low. Each industry sector has its specific regulations and its affect the
corporative tendency to disclose information. Beretta and Bozzolan (2004) analyzed risk
disclosure in the annual reports of 85 non-financial corporations listed in the Italian Stock
Market. They found that firms with strong positions in a given industry tend to disclose
more risk in qualitative and quantitative forms. Elzahar and Hussainey (2012) analyzed
72 UK non-financial firms that industrial ones disclose more information on risk than
service companies. In addition, firms in industries with more technological complexity
show more information about risk in their reports (Beretta and Bozzolan, 2004; Rajab and
Handley-Schachler, 2009).

In the normative pillar, the stock markets and manuals of good corporative
practices induce behaviors that increase isomorphism. Abraham and Cox (2007) analyzed
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the reports of 71 listed firms on the UK FTSE and found that dual-listed firms belonging
to US and UK stock markets disclose more risk information than firms listed in one stock
market. Furthermore, risk disclosure is higher in UK firms listed in the US stock
exchange than in firms listed only in the UK, according to the study of 52 UK firms
(Rajab and Handley-Schachler 2009). Solomon et al. (2000) found that UK
institutional investors ask that risk disclosure in reports go beyond the presentation of risk
management policy. The board composition is another normative condition due to the
standards and guidelines in good corporate governance. Abraham and Cox (2007) found
that both the number of executives and independent directors is positively related
to greater risk disclosure. Finally, corporations appearing in reputational rankings like
S&P, Corporate Image Index, or Merco have incentives to reveal more information.
Arora, Saggar, and Singh (2021) concluded that for 58 non-financial firms in India and
Gunawan and Elsa, 2020 for 133 companies in Indonesia, more disclosure is related to
corporative reputation.

In the cultural cognitive pillar are the taken for granted guidelines for
decisions, including the perception of the environment and firm conditions like size,
property structure, and corporate performance in the information disclosure. In contextual
issues, several studies revelated that companies disclose more risk information, mainly
financial, in times of crisis (Cabedo and Tirado, 2016; Nur Probohudono et al., 2013;
Elzahar and Hussainey, 2012). In terms of size, large companies tend to revelated more
information about their risks (Beretta and Bozzolan, 2004; Abraham and Cox, 2007; Nur
Probohudono et al., 2013; Miihkinen, 2012; Elzahar and Hussainey, 2012). However,
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Rajab and Handley-Schachler (2009) and Gunawan and Elsa (2020) do not support this
statement. On property structure, Abraham and Cox (2007) found that corporate
ownership by long-term institutions is negatively related to risk reporting. They also
found that the ownership concentration and the non-volatility of stock prices are related
to more risk disclosure. In terms of reputational risk disclosure in annual reports, Alfiero
et al. (2016) founded a significant relationship between company size, revenue growth,
ownership structure, and market price volatility.
In terms of financial indicators, Cabedo and Tirado (2014), with a sample
of 234 Spanish non-financial companies listed on the Stock Exchange, found a positive
relationship between risk disclosure and the cost of capital. Also, they found as Arora et
al. (2021), for non-financial firms in India and Giner et al. (2020) for 66 banks in Europe
a positive relationship between financial risk disclosure and market capitalization. Rajab
and Handley-Schachler (2009) and Cabedo and Tirado (2014) found a positive
relationship between risk disclosure and leverage. On the contrary, Nur Probohudono et
al. (2013) found that more leverage is associated with less disclosure. Miihkinen (2012)
found evidence in a sample of 129 Finnish companies listed on the Stock Exchange that
the impact of standards on risk disclosure is more pronounced in less profitable
companies. Abraham and Cox (2007) founded that the increase in income is related to
more risk disclosure. On the contrary, Heinle and Smith (2017) defined a mathematical
model to theorize risk disclosure and proposed that more revelation reduces the cost of
capital, and companies disclose more risk information when their cash flow risk is higher
than expected. In terms of efficiency, Derouiche et al. (2020), analyzing 888 annual
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reports for French non-financial and non-electricity companies, founded a strong
relationship between risk disclosure and operational efficiency.
This research seeks to determine the factors associated with the disclosure
of reputational risk for Latin American companies in the countries of AP. In that sense,
this research wants to answer the following question: What are the variables in the social,
environmental, and economic dimensions on sustainability reporting GRI that are
associated with the disclosure of the reputational risk of the companies of the Pacific
Alliance and in turn if they tend to isomorphism?

10.
10.1.

Materials and Methods
Data Collection

Data was obtained in GRI reports from 20163 in a sample of 205 companies
located in countries of the AP. NVivo tool allows exploring the disclosure of reputational
risk. If a reputational risk is mentioned, the variable of disclosure takes 1 and 0 otherwise.
The GRI reports several present indicators from economic, social, and environmental
dimensions. The variables were selected to describe the characteristics of the corporations
that can be interpreted in terms of the three institutional pillars and the variables studied
previously in the literature. In Table 1 are the 26 variables selected, 16 qualitative and ten
quantitative.

3

https://database.globalreporting.org/reports/80010/
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Variable

Pillar

Path Model

Company name

Type

Scale

Character

Source GRI
G4-3

Reputational risk disclosure (RR)

response

Qualitative

Nominal

GRI Report

Country

country

Qualitative

Nominal

G4-5

Occupational hazards

f1

Qualitative

Nominal

G4-HR5

Occupational health services

f1

Qualitative

Nominal

G4-PR1

Restriction to labor union

f2

Qualitative

Nominal

G4-LA8

f2

Qualitative

Nominal

G4-HR5

Forced labor

f2

Qualitative

Nominal

G4-HR6

Risk corruption

f3

Qualitative

Nominal

G4-SO3

Industry sector

industry

Qualitative

Nominal

Emis Database

Percentage of evaluated operations related to risk corruption

f3

Quantitative

Ratio

G4-SO3

MILA company

f8

Qualitative

Nominal

G4-8-16

MERCO company

f8

Qualitative

Nominal

G4-8-16

Risk committee

f4

Qualitative

Nominal

G4-34

Risk impact evaluation

f4

Qualitative

Nominal

G4-2

f4

Qualitative

Nominal

G4-EC2

Organisational risk policy

f4

Qualitative

Nominal

G4-2

Government function risk management

f4

Qualitative

Nominal

G4-45

Number of members of board of directors

f5

Quantitative

Ratio

G4-38

Number of independent members of board of directors

f5

Quantitative

Ratio

G4-38

Number of environmental indicators

f6

Quantitative

Ratio

G4-EN27 - G4-EN34

Number of social security indicators

f6

Quantitative

Ratio

G4-LA1 - G4-LA16

f7

Quantitative

Ratio

Emis Database

f7

Quantitative

Ratio

Emis Database

f8

Qualitative

Nominal

G4-7

Number of countries

f9

Quantitative

Ratio

G4-6

Age of the company

f9

Quantitative

Interval

Emis Database

Number of employees

f9

Quantitative

Ratio

G4-9

Regulatory

Infant job danger

Risk in climate change

Normative

ROE
ROA

Cultural and
Cognitive

Family Business

Table 1. Quantitative and qualitative variables and pillars of institutionalism

10.2.

Statistical analysis

Figure 3 summarizes the methodological approach. The pre-process the harvested
data involves two main steps: a) imputing missing values and b) binning numeric
variables. For imputing data, the multivariate imputation by chained equations (MICE)
algorithm (Van Buuren，2018) mice: Multivariate imputation by chained equations in R
(2010）is performed in which we assume that missingness mechanism is entirely at
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random. Then bin the numeric variables to convert them into qualitative variables. Thus,
all collected variables coming from the GRI reports will be the same type, i.e.,
qualitative, and using variable clustering algorithms for identifying groups of these
variables that have similar distribution across the sample. The define the cut-off
thresholds for each variable was done by linear programming algorithm, recalibrating
scorecards（Recalibrating scorecards，2001), that was developed under the scope of
credit scoring systems and allowed incorporating the distribution of a second dichotomy
variable in the binning process and thus to ensure a monotonous relationship between the
binned and the dichotomy variables.

Figure 3. Data Processing

The bivariate relationship between each collected variable and the reputational risk
mentions was done by two statistical hypotheses testing. First, for quantitative variables,
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the t-test for two independent samples compares the mean of the quantitative variable in
both populations, companies that mention and do not mention reputational risk. Thus, the
hypothesis system is:
𝐻0 : 𝜇𝐷 = 𝜇𝑁𝐷

𝑣𝑠.

𝐻1 : 𝜇𝐷 ≠ 𝜇𝑁𝐷

(1)

where 𝜇𝐷 is the mean of a quantitative variable for companies that mention
reputational risk and 𝜇𝑁𝐷 is the mean of a quantitative variable for companies that do not
mention reputational risk? The rejection of the null hypothesis in (1), will talk about a
relationship between the respective quantitative variable and the reputational risk
disclosure.

Second, for qualitative variables, consider the chi-squared test for independence
between two qualitative variables, comparing the observed and expected absolute
frequencies in a contingency table formed by each qualitative variable and the
reputational risk disclosure. Thus, the hypothesis system is:
𝐻0 : " The variables are independent" 𝑣𝑠.

𝐻1 : ”𝑇ℎ𝑒 𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠 𝑎𝑟𝑒 𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡”

(2)

The rejection of the null hypothesis in (2), will show a relationship between the
respective qualitative variable and the reputational risk mention.

The second analysis is an exploratory structural equation model (SEM) estimated
using a partial least squares (PLS) algorithm. The SEM defines a path model that allows
understanding how registered variables in GRI reports form new latent variables related
to reputational risk disclosure. This path model uses unsupervised machine learning
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procedures to cluster the variables, calculating a dissimilarity matrix based on the chisquared distance and the contingency coefficient. Thus, for each pair of variables, a
contingency coefficient (𝐶) is calculated as a measure of the degree of their relationship:

𝐶𝑖𝑗 = √

2
𝜒𝑖𝑗
2
𝜒𝑖𝑗
+𝑛

(3)

2
Where 𝜒𝑖𝑗
is the chi-squared statistic between the variables 𝑖 and 𝑗. Based on 𝐶, is

defined a dissimilarity (𝐷) measure between each pair of variables given by:

𝐷𝑖𝑗 =

√1 − 𝐶𝑖𝑗
2

(4)

Hierarchical clustering on the dissimilarity matrix defined by (4) performed with
Ward's procedure (Husson et al., 2017), allowing detecting groups of variables with
similar distribution across the sample. Thus, each group of variables defines each new
latent variable in the SEM, i.e., variables coming from GRI reports are considered the
manifested variables of the model. Finally, based on the above, SEM fit was done using
the PLS path model (Thakkar，2020).

11.

Results

In the sample of 205 companies, 65 (31.71%) mention reputational risk, similar to
the 33% reported by Alfiero et al. (2016) in the European Union. Table 2 shows the
frequency of corporations that mention reputational risk in their GRI reports. The sample
had almost the same number of corporations in each country, roughly 25%. Chilean and
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Colombian companies showed more willingness than Mexican and Peruvian companies
to mention reputational risk, as seen in the RR column. Indeed, organizations in Chile
and Colombia almost duplicate the percent of companies that mention reputational risk in
Mexico and Peru.
Regarding the MILA stock market, Chile and Colombia present more
corporations (near to 43%) in MILA than corporations in Peru and Mexico (near to 23%),
and few corporations listed in MILA report reputational risk (Chile and Colombia with
14% and 2% for Peru and Mexico). Also, the number of corporations in the MERCO
ranking is pre-sented in Table 2. Near 73% of Chilean and Colombian companies are in
Merco, and nearly 57% of firms in Mexico and Peru appear in the ranking. The firms that
mention reputational risk are less. For Chile, the 36%, Colombia 28% a near 8% of
companies in Mexico and Peru. Table 3 shows the frequency for the industry. The highest
number of corporations that mention reputational risk is in the financial industry (15% of
the sample), followed by food and drinks (13%) and energy (8.4%). Conversely, only
2.4% of the corporations disclose reputational risk in the mining and chemical sector. In
general, corporations in Chile and Colombia present similar trends and reveal more about
the reputation-al risk than Mexican and Peruvian companies that show similar features.
Table 2. Joint frequency distribution table between the response variable and country.
Country
Chile

Total

RR
56

MILA

MILA - RR

Merco

Merco RR

24 (43%)

23 (41%)

8 (14%)

42 (75%)

20 (36%)

7 (14%)

35 (70%)

14 (28%)

Colombia

50

18 (36%)

23 (46%)

Mexico

50

11 (22%)

15 (30%)

1 (2%)

29 (58%)

7 (14%)

1 (2%)

28 (57%)

9 (18%)

17 (8%)

134 (65%)

50 (24%)

Peru

49

12 (24%)

14 (29%)

Total

205

65 (32%)

75 (37%)
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Table 3. Joint frequency distribution table between the response variable and type of
industry.
Industry

Mention

Do not mention

Total

Finance

20 (9.8%)

12 (5.9%)

32 (15.6%)

Energy

8 (3.9%)

9 (4.4%)

17 (8.3%)

Building

3 (1.5%)

4 (2.0%)

7 (3.4%)

Services

5 (2.4%)

11 (5.4%)

16 (7.8%)

Food and drinks

8 (3.9%)

18 (8.8%)

26 (12.7%)

Other

3 (1.5%)

9 (4.4%)

12 (5.9%)

Commerce

4 (2.0%)

14 (6.8%)

18 (8.8%)

Mining

5 (2.4%)

19 (9.3%)

24 (11.7%)

Telecommunication

3 (1.5%)

12 (5.9%)

15 (7.3%)

Chemical

5 (2.4%)

20 (9.8%)

25 (12.2%)

Transport
Total

1 (0.5%)

12 (5.9%)

13 (6.3%)

65 (31.7%)

140 (68.3%)

205 (100%)

Tables 4 and 5 summarize the results of the statistical hypotheses testing from
equations (1) and (2) to judge the existence of an association between the quantitative and
the qualitative variables with the response variable (RR), respectively. The null
hypothesis of no relationship between the variables was rejected in each case when pvalue is lower than 5%. In the quantitative variables, only the return on assets (ROA)
shows a statistically significant difference between the corporations that mention and
non-mention RR. In the qualitative variables, the rejection of the null hypothesis of
independence for the variables is for p-value lower than 5%. Then, there are differences
in the proportion of companies that mention and do not mention reputational risk.
Companies tend to reveal more in the industrial sector (finance in this case), MILA,
MERCO, risk impact evaluation, organizational risk policy, and government function risk
management.
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Table 4. Statistical hypotheses testing over quantitative variables and reputational risk
disclosure.
Variable
Age of the company
Number of countries
Number of employees
Number of environmental indicators
Number of independent members of board of
directors
Number of members of board of directors
Number of social security indicators
% Of evaluated operations related to risk corruption
ROA
ROE

mean in
group
Mentions
70
14
19005
13.60

mean in group
Does not
mention
59
11
26773
14.26

95 percent
confidence
interval
(-2.66; 23.70)
(-3.22; 8.00)
(-20988; 5452)
(-3.80; 2.47)

4.06

3.59

9.86
15.35
0.26
0.05
0.12

9.84
14.82
0.19
0.10
0.15

t statistic

pvalue

1.58
0.84
-1.16
-0.42

0.12
0.40
0.25
0.68

(-0.31; 1.25)

1.19

0.24

(-1.15; 1.18)
(-4.22; 5.28)
(-0.04; 0.17)
(-0.08; -0.02)
(-0.08; 0.02)

0.03
0.22
1.21
-3.56
-1.17

0.97
0.83
0.23
0.00
0.24

Table 5. Statistical hypotheses are testing over qualitative variables and reputational risk
disclosure.
Chi-Square
statistic

Variable
Country

p-value
7.00

0.07

24.58

0.01

Family Business

0.08

0.78

MILA company

3.83

0.05

MERCO company

4.89

0.03

Risk committee

0.60

0.44

Risk impact evaluation

9.87

0.00

Risk weather

2.87

0.09

Risk corruption

3.37

0.07

Occupational hazards

0.43

0.51

Occupational health services

0.10

0.75

Restriction to labor union

1.31

0.25

Infant job danger

0.87

0.35

Forced labor

0.00

1.00

18.06

0.00

4.16

0.04

Industry sector

Organizational risk policy
Government function risk management

Figure 4 shows the contingency coefficient matrix for the 26 independent
variables after binning of the quantitative variables. The contingency coefficient ranges
between 0 and 1 and measures the strength of association among two qualitative
variables. The matrix has ordered the variables based on applying agglomerative
hierarchical clustering through Ward's method over the dissimilarity matrix defined on
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equation (4). In Figure 4, we have also highlighted the formed groups of variables due to
their similarity. In most cases, contingency coefficients have low values less than 0.5,
talking low association between almost all the analyzed variables. The most relevant
identified associations are among (i) occupational hazards and occupational health
services, (ii) percent of evaluated operations related to risk corruption and risk corruption,
(iii) Infant job danger and forced labor, and (iv) ROE and ROA.

Figure 4. Contingency coefficient matrix between the binned variables

Based on the hierarchical clustering results (see Figure 4), Figure 5 shows a path
model to explore which factors are associated with reputational risk in the GRI reports.
Nine groups of variables talk about several latent aspects in the companies that are not
directly observable in the collected information, such as supply change working
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conditions, risk management, corporate governance, corporate social responsibility,
financial performance, and legitimacy, among others. Thus, in the model, each group of
manifest variables (rectangular boxes) defines a latent variable (elliptical shapes), and the
collection of these nine relations are our outer models. In the same way, the nine latent
variables and the country and type of industry define the inner model.

Figure 5. Path model for the PLS–SEM.

Finally, the results of the estimation of the outer PLS–SEM for the reputational
risk mention in the GRI reports are shown in Table 6. This model's statistical inference
identifies five elements statistically significant, i.e., p-values less than 5%, associated
with the reputational risk mention. These factors are country, industry, supply chain
working conditions, financial performance, and legitimacy. For example, its coefficient is
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negative in financial performance and indicates that companies with low ROA and ROE
mention more reputational risk in their GRI reports. On the other hand, companies that
are more aware of supply chain working conditions and belong to MILA and MERCO
tend to mention more about reputational risk in their reports.

Table 6. Estimated regression coefficients, standard errors, and statistical significance in
the fitted PLS-SEM for the reputational risk mention in the GRI report.
Parameter

Estimate

t value

p-value

Intercept

0

0.06

0.00

1.00

Country

0.148

0.07

2.19

0.03

Industry

-0.287

0.07

-4.32

0.00

Occupational hazards and health services

0.016

0.07

0.22

0.83

Working Conditions

0.138

0.07

2.04

0.04

Corruption risk

0.042

0.07

0.63

0.53

Risk management

0.136

0.08

1.77

0.08

0.07

0.07

1.06

0.29

0.002

0.07

0.03

0.97

-0.146

0.06

-2.32

0.02

0.17

0.06

2.66

0.01

0.088

0.06

1.36

0.18

Corporate Governance
Corporate Social Responsibility
Financial performance
Status
Age, Size, and expansion of the company

12.

Std. Error

Discussion and conclusions

Regarding the research question of what the variables are associated with
the disclosure of the reputational risk and in turn if the corporations of AP tend to
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isomorphism, the main results show that country, industry, the working conditions, the
financial performance, and the status have a significant association with the disclosure of
reputational risk. According to institutional theory (Scott, 2013; Powell, & DiMaggio,
2012) an isomorphism is expected to occur in organizations subject to the same
environmental conditions and pressures. Three pillars allow organizing the factors that
can induce the companies to present similar behaviors like reveal information about
reputational risk. In the regulatory pillar, the country, as shown in Table 1 and Table 5, is
a feature heavily associated with the mention of RR. This result supports the idea that
regulations of each country affect the disclosure of risk (Abraham and Cox, 2007 and
Alfiero et al., 2016). Time of membership in the OECD could induce isomorphism for
companies' tendency to reveal more information, in this case, reputational
risk, within the framework of transparency and good corporate governance (WilchesSegovia, Orozco and Beltrán, 2020).
In this sense, the results show that the percentage of companies that reveal more
RR is similar between Chile (43% and OCDE member in 2010) and Colombia (36% and
OCDE member in 2020). On the other hand, Peru as a non-OCDE member with 24% of
the companies that report RR and Mexico, an OCDE member since 1994 with 22%,
presents similar features from elsewhere. The industrial sector also is a force to
isomorphism. The results show that the financial industry is the one that discloses more
RR. Then, Basel guidelines and supervisory bodies have an important role in formulating
policies for risk disclosure, and the regulations in the four AP countries follow the Basel
statements. The listed variables in this pillar in Table 1 are about labor and corruption
issues heavily related to legal compliance. None of these variables are significant in the
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statistical results alone. However, in creating latent variables, the working conditions that
integrated risk about labor are an essential variable presented in companies that mention
RR. Then, reporting issues of restriction to the labor union, hazards at work, child labor,
and forced labor is essential for largest corporations due to their risk to reputation. Then,
the isomorphisms in the regulatory pillar depend on industry and working conditions
more than corruption and OCDE guidelines.
In the second pillar, the normative pressures are not legally mandatory but confer
legitimacy due to the status and reputation of the organizations (Deephouse and
Suschman, 2008). In this case, the listed variables in this pillar in Table 1 indicated if the
corporations belong to the Latin American Integrated Market - MILA, or to the Business
Monitor of Corporate Reputation - MERCO, having risk policies and compliance with
good corporate governance practices. The two latest parameters do not present an
association with the mention of RR in GRI reports. Therefore, the idea that the OCDE
exerts an isomorphic pressure with their guidelines is not supported. Previous results
show that board composition affects the trend of disclosing information in GRI reports, as
presented in the Colombian case (Wilches-Segovia et al., 2020). However, in this case, as
happened by country membership, applying the well-known G20/OECD Principles of
Corporate Governance in terms of the number of board members and independent ones
seems to impact the tendency to reveal RR. Then, the normative pillar depends on the
status parameter indicating that MILA and MERCO companies disclose more about RR.
This result support previous findings that corporations listed in stock markets (Abraham
and Cox, 2007; Rajab and Handley-Schachler 2009) and ones that appear in reputational
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rankings (Arora et al., 2021; Gunawan and Elsa, 2020) presents the same tendency to
disclose more risk information.
The cultural cognitive pillar represents the socially constructed point of view of
what is considered good and favorable for all society and is grounded in taking for
granted behaviors. Creating economic value and show the management's efficiency in
using organizational resources is seen as good and a logical consequence of good
corporative behavior. The society hopes that corporations create value, grow and provide
better goods, services, investment revenues, and more jobs. According to Table 1, this
pillar comprises indicators for financial performance, age, size, and the number of
indicators revealed for environmental and social features. The financial parameter
composed by ROA, ROE, and ownership structure, according to Table 4, 5, and Figure 4,
presents a negative association with RR disclosure, which indicates that companies with
lower returns are more likely to disclose reputational risk in their GRI reports. This result
is congruent with the study of Miihkinen (2012) in Finland. The negative association
could indicate that companies intend to justify that their performance is due to conditions
that could be related to risk matters, including reputational risk, and not derived from the
quality and efforts of firm management. Therefore, as Beretta and Bozzolan (2004,
p. 279), "voluntary disclosure appears systematically biased towards management's selfjustification of expected negative impacts". Then, the cultural cognitive pillar indicated
that the low financial performance could increase the necessity to disclose more
information about reputational risk to explain to several stakeholders what happened with
their managerial performance and the environmental conditions around reputational risk,
creating a force for isomorphism.
50

However, countries are making progress in creating regulatory frameworks for
businesses to improve their management and disclosure risk to provide
better information and enhance the confidence and ability to make decisions of
stakeholders (United Nations Conference on Trade and Development, 2017). In this
sense, this research contributes to the literature an exploratory analysis of the variables
associated with the disclosure of reputational risk. Furthermore, it provides evidence on
the tendency to isomorphism on corporations of four countries for the same economic
block – AP in Latin America.

The findings indicate that an institutionalization that promotes isomorphism in
terms of reputational risk disclosure depends on regulatory conditions in labor and
specific rules in the financial industry, the status given by stock markets and reputational
rankings, and financial performance. The relationship between corporate reputation and
financial performance is not clear in the literature (Orozco, Vargas, and Galindo-Dorado,
2018). In this sense, reputational risk management as a channel to steer legitimacy,
beyond the country conditions like the membership of OCDE, must be addressed to
improve corporate performance and the quality of reports like GRI, avoiding strategic
silence and selective disclosure of information (Nair, Arshad, and Muda, 2020). In the
field of financial and accounting information, some reflections point out the need to adopt
integrated reputational risk management to contribute to better governance of the
corporations and their legitimacy (Ratnatunga, and Vincent, 2007). This enhances the
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usefulness of accounting and corporate information for investor decision-making by
having a basis for interpreting the business risks (Cabedo and Tirado, 2004) and promote
transparency for society. Finally, the study's main limitation is in
its methodological orientation towards exploration without being able to perform
synchronous analysis of variable relationships. Therefore, it is expected that future
research can take advantage of these preliminary results to propose hypotheses that
evaluate relationships that account for the causes and consequences of the disclosure of
reputational risk and its importance for corporate management and legitimacy.

CONCLUDING REMARKS

This doctoral thesis contains several significant contributions included in each
chapter. The bibliographic collection offers the possibility to understand several
epistemologies as channels of share meanings across social instances like popular
business magazines, normative guidelines and scientific literature. This work helps to tent
a bridge between risk management and reputational risk, which will allow better
identification of this risk and avoid falling into the general confusion of approaching it as
a reputational crisis management.

From the bibliographic collection and the epistemological analysis, it has been
possible to conclude that reputational risk is a special kind of risk whose roots have
different edges triggered by the information received by interest groups and that make
them forge one opinion another. The new conception of reputational risk enhances the
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discussion for normative and academic proposals, increasing the scope of the issues
needed to identify, evaluate, and manage. This epistemological approach is relevant
insofar as it has made it possible to reinforce the thesis that reputational risk management
must necessarily be linked to the company's risk disclosure and communication
processes.
I argue that taking advantage of the new concept, the dynamics of reputational
risk, and its links with the way, time, and place in which interest groups perceive
information is an essential point to academics, researchers, and businessmen to look
towards the quality and quantity of the information offered through the accounting,
financial and sustainability reports that the organization regularly produces.
The annual GRI sustainability reports constitute an accredited vehicle for
displaying sensitive information to stakeholders and the general public. However, the
empirical evidence obtained in the analysis of large corporations of the Pacific Alliance
shows that there is still a way to go in terms of discipline for the practice of disclosure of
reputational risk in their annual reports. Some exceptions could be found in the financial
sector in which there is a more significant amount, but not a depth of disclosure of
reputational risk. Improving disclosure standards should be a fundamental pillar for
corporations to produce reliable information for stakeholders that allows them to form
objective judgments that result in their perception and future behavior.
It is also necessary to highlight that an interesting result to discuss in the light of
future research is that although the normative, legal and environmental guidelines of the
corporations that make up the PA are similar, the tendency to isomorphism is hybrid as
soon as it occurs. Even though the disclosure of reputational risk is currently an emerging
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research line, future studies must address social media and social networks dynamics
with mathematical models of rumor spread. This orientation will develop technological
tools to monitor and manage reputational risk interacting in real-time with stakeholders to
promote opinions and perceptions that guide the behaviors and actions towards
organizations. The ethical issues between open discussion and manipulation must be
addressed. Then, policymakers will take these issues into account to formulate guidelines
and standards that induce corporations to improve practices and the mechanisms for
disclosing reputational risk so that stakeholders have reliable and transparent information.
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