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Abstract: This study aims to show how vicarious public shaming, that is the public disgrace of several
peers in the same industry, affects focal firms’ corporate social performance (CSP). Drawing on the
legitimacy and category theories, we suggest that since an increased vicarious public disgrace harms
the legitimacy of the entire industry, peer companies attempt to negate these potential legitimacy
losses by improving their CSP. This tendency is more pronounced in firms that have a poor record
of CSP. Using a context of the Japanese blacklisted companies by the government for labor law
delinquency between 2016 and 2019, our results confirm that vicarious public disgrace is a significant
antecedent to improving CSP. Our findings also imply that the appropriate use of public disgrace can
enhance overall the CSP levels.

Keywords: vicarious public disgrace; corporate social performance (CSP); legitimacy theory; category
theory; blacklisted firms

1. Introduction

Companies often suffer due to the negative reputation of related firms [1–3]. For ex-
ample, the nuclear power plants worldwide suffered legitimacy losses after the Chernobyl
disaster in 1986 as several stakeholders, including mass media and nonprofit organizations,
publicly advocated the risks posed by the nuclear power plant industry [4]. Similarly,
following Exxon Valdez’s oil spill accident in 1989, several oil companies faced public criti-
cism regarding the potential risks generated by them and were forced to take responsibility
in handling the aftermath of such incidents [5]. The spillovers of negative reputation are
caused by not only such accidents, but also disgraceful events. For instance, in Japan, the
government has been publicly disclosing a monthly list of exploitative firms since 2016 to
curb unethical labor practices. This has led to legitimacy losses for peer firms in the same
industry without malicious activities, as stakeholders view all firms in the same industry
from a similar manner [6,7].

The legitimacy theory in organizational studies has addressed these issues [8,9]. The
theory holds that public disgrace is a significant driver of organizational failure because a
firm’s survival and performance are functions of legitimacy acquisition [10,11]. However,
the literature has mainly focused on disgraced firms and their reactions [12,13], and how
organizations react to the disgrace of their industry peers remains understudied, despite
its importance.

Our study attempts to fill this gap by developing a theory and providing empirical evi-
dence on how organizations react to vicarious public disgracing. Building on the legitimacy
and category theories, we assume that since stakeholders evaluate organizations belonging
to the same category in a similar manner [14,15], the legitimacy threat originating from
public disgrace diffuses across organizations within the same industry. This assumption
entails that as vicarious public disgracing increases, focal firms take remedial actions in
response to the potential legitimacy threats, regardless of their innocence. We particularly
focus on the improvement of corporate social performance (CSP) as a remedial action
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because it is considered to be effective in creating legitimacy and a favorable organizational
impression [16]. To empirically test our predictions, we analyze 710 Japanese firms that
their peers are blacklisted by the government for labor law delinquency, between 2016 and
2019. The findings support our predictions and reveal that organizational CSP increases
with increased vicarious public disgracing in the same industry, especially in firms with a
poor CSP record.

Our study makes significant contributions to the literature. Although prior studies
suggest diverse factors that motivate firms to enhance their CSP [17,18], to the best of
our knowledge, they do not address the relation between vicarious public disgrace and
CSP. Hence, the results of this study provide a new antecedent to CSP improvement and
enrich the existing literature. Further, we extend the legitimacy theory by displaying the
influence of potential public disgrace spillover. This is a clear distinction from other studies
that mainly focus on testing the legitimacy losses of the organizations directly suffering
public disgrace [12,13]. Finally, our results provide practical implications for policymakers
by suggesting ways to improve CSP, and for organizational managers by highlighting a
possible source of legitimacy losses.

2. Literature Review
2.1. Public Disgrace

Public disgrace has been explored in the diverse research areas of social sciences, such
as psychology, sociology, and business [19,20]. In the organizational context, public disgrace
implies organizational scandals or incidents where organizations are publicly criticized
because of their illegitimate behaviors, such as financial frauds or rule violations [19,21].
As these events significantly threaten organizational survival and affect their short- and
long-term performances [21,22], scholars consider public disgrace a critical issue.

The legitimacy theory provides a solid backbone for understanding the impact of
public disgrace on organizations. According to this theory, organizational survival and
performance are functions of legitimacy acquisition [10,11]. Organizational survival is
guaranteed when firms are able to successfully project their activities as socially desirable
and legitimate [23]. Further, when a firm’s illegitimate behavior or the violation of its social
expectations is publicized, its legitimacy is negatively affected and its survival is put at
risk [8,9].

The legitimacy theory addresses the adverse consequences of public disgrace based
on the notion of stigma, which is a “mark of shame,” given by public discourse [24]. When
organizational illegitimacy is divulged, and field actors publicly criticize it, organizations
are stigmatized as antisocial or harmful entities. Stigma is a critical factor in organizational
performance and survival as it creates several disadvantages, such as restricted access to
major resources [8], negative reputation [25], and stakeholders’ disapproval [26]. Conse-
quently, public disgrace becomes a significant driver of legitimacy losses and, therefore,
organizational failure.

2.2. Diffusions of Public Disgrace

This study assumes that organizational legitimacy losses following public disgrace
diffuse across firms within the same industry. That is, when industry peers are publicly
disgraced because of their illegitimate acts, focal organizations, despite being clean, receive
sanctions in the form of secondhand negative evaluation by stakeholders.

The category theory provides the theoretical background for this assumption. It
suggests stakeholders’ perception and evaluation of an organization are driven not only by
the organization, but also the category to which they belong. By evaluating organizations
based on their categories, stakeholders can simplify the interpretation processes for judging
organizations and evaluate them more efficiently [26]. Therefore, scholars have noted
that the harmful effects of stigma, represented by a negative reputation or stakeholders’
disapproval, can diffuse to other organizations within the same category [1,15,27].



Sustainability 2021, 13, 13835 3 of 17

Organizations in the same industry share many commonalities, for example, in
market strategies and technologies, and have similar technological and institutional
environments [28]. Due to these commonalities, stakeholders are likely to perceive mem-
bers from the same industry under a single category and evaluate them in a similar
manner [15].

Supporting this argument, several category studies suggest stigma or the negative
evaluation by stakeholders tends to be shared within the same industry [9,27,29]. For
instance, Vergne [26] confirms that organizations engaged in arms sales are affiliated to the
stigmatized arms industry and, thus, earn lower social evaluation. Similarly, Roulet [27]
states that after the subprime crisis in the late 2000s, all firms within the same financial
industry, regardless of their innocence, came under strict scrutiny from stakeholders,
and their behaviors were publicly questioned. Min [30] shows that the performance
of international airlines significantly declines when their industry peers suffer critical
accidents.

2.3. CSP as a Reaction to Legitimacy Losses

When organizations face legitimacy threats, the most promising way to protect or recover
their legitimacy is by improving their social performance [31]. From the perspective of the
legitimacy theory, organizations are likely to engage in corporate social responsibility (CSR)
activities and improve CSP to acquire legitimacy [16]. CSR is generally defined as the
organizational actions that appear to have a positive social impact, beyond the interests
of the firm, to meet stakeholders’ expectations [25]. Therefore, organizations attempt to
improve CSP to build a reputation for their survival and growth, which helps them earn a
good evaluation of their products [32] and in investment stimulation [33].

In particular, given that CSP is an effective tool for legitimacy acquisition [34], organi-
zations actively conduct CSR activities when they suffer an image crisis and need to restore
their damaged reputation. For example, McDonnell and King [35] find that organizations
tend to engage in active prosocial activities after facing serious boycotts. Other scholars
also show that organizational sustainability activities tend to increase after disastrous
events [36].

In summary, the legitimacy and category theories suggest that (1) public disgrace
results in critical losses to organizational legitimacy; (2) such losses diffuse within the same
categories, specifically the same industries, through stigmatization; and (3) organizations
observe CSP as a mitigating method against legitimacy threats.

3. Hypotheses
3.1. Effects of Vicarious Public Disgrace

Based on the theoretical arguments presented in Section 2, we suggest that when
many industry peers experience public disgrace due to illegitimate events (i.e., when
vicarious public disgrace occurs), organizations take certain strategic reactions because of
the potential diffusion of stigma within the industry boundaries, despite their innocence.
Specifically, they improve CSP so that their socially responsible images can be appealed to
reinstate and guarantee their legitimacy.

This tendency arises because of the heightened attention to and stakeholders’ scrutiny
of the industries. As previously stated, stakeholders evaluate organizations within the
same industries [9,29]. When several industry members experience public disgrace due
to illegitimate acts, stakeholders may question the activities of all industry members.
Consequently, industry members, regardless of their innocence, can receive heightened
scrutiny from the stakeholders.

There are several real-world examples to support this prediction. In 2008, when
approximately 300,000 babies fell sick in China after consuming the contaminated milk
powder produced by the Sanlu Group, a domestic dairy firm, stakeholders not only criti-
cized the company publicly, but also raised concerns about the sustainability of the Chinese
dairy industry [37]. As a result, the Chinese government conducted reliability tests for most
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industry members and strengthened their product safety standards [38]. The aforemen-
tioned oil spill accident by Exxon Valdez showed a similar tendency. After the company
spilled 10.8 million US gallons of crude oil, all other innocent tankers were criticized in the
global societies. Consequently, stakeholders viewed all less-equipped tankers as a threat
to the environment. This resulted in the establishment of wider regulations and stricter
standards for the entire shipping industry, including the revision of the spill prevention
plans [39].

These theoretical arguments and real-world examples show that organizations are
significantly influenced by vicarious public disgrace because of increased stakeholders’
attention and restrictions on the industries to which the disgraced firms belong. As
outlined previously, since CSP tends to be applied to address these situations, we propose
the following hypothesis:

Hypothesis 1 (H1). The focal organization’s CSP increases with increased vicarious public
disgracing (i.e., more industry peers experiencing public disgrace).

3.2. Moderating Roles of Organizations’ Prior CSP

Category studies suggest that not all organizations in the same category are evaluated
equally by stakeholders [26] because of stakeholders’ bounded attention abilities [40]. For
instance, Vergne [26] claims that firms associated with stigmatized categories are more vul-
nerable to negative spillovers when they have a stronger association with such stigmatized
attributes. Other scholars also note that in the same category, some organizations are more
highlighted than others in terms of their negative attributes, such that they tend to be more
vulnerable to the diffusion of public disgrace [9]. This study suggests that organizations’
previous CSP may serve as a moderator for the influence of vicarious public disgrace as
follows.

First, given that illegitimacy is the source of vicarious public disgrace, stakeholders’
attention to and monitoring of industry members after a vicarious public disgrace is
concentrated more on socially less-legitimated organizations (i.e., organizations with a
poorer previous CSP). As Chatterji and Toffel [12] argue, due to their significant association
with illegitimacy and irresponsibility, organizations with poorer previous CSP are more
likely to come under scrutiny, prompting managerial actions to be undertaken to address
stakeholders’ concerns.

Second, according to the feedback literature, poorer organizational performance causes
significant and sensitive reactions that subsequently improve future performance [41]
because negative feedback highlights the need for revising the current state of their per-
formance. Hence, when observing the public disgrace of industry peers, organizations
with poorer previous CSP might be more stimulated as they could easily be the subject
of such public punishment in the future. This motivates them to appeal to their socially
responsible aspects.

Thus, organizations with poorer previous CSP are more sensitive to vicarious public
disgrace because of the greater concern of receiving potential scrutiny from stakeholders
and the need for reactions to negative feedback. Thus, we propose the following:

Hypothesis 2 (H2). A focal organization’s poorer previous CSP strengthens the positive influence
of vicarious public disgrace on its CSP.

4. Research Methodology
4.1. Empirical Context and Sample

To define public disgrace, this study used the context of blacklisted companies pub-
licized by the Japanese government. Since the late 1990s, owing to a serious labor short-
age [42], Japanese workers have been forced to work for longer hours. Such excruciating
working conditions have led to an increase in deaths from overwork, called karoshi [43].
Japanese workers use the term “black company” to refer to such exploitative firms. This
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term was among the top 10 catchwords in the annual Buzzwords Awards—a list of most
frequently discussed words in Japan [44]. Thus, the term “black company” has been stigma-
tized to represent antisocial firms in this context. To respond to these social concerns about
black companies, the Japanese government started disclosing a monthly list of exploitative
firms, which violated the major labor laws, on its website since 2016. Despite the lack of
a formal definition, the firms blacklisted by the government are commonly referred to as
“black companies” [45]. Stakeholders have also introduced the term “black industries” to
refer to the industries that include many “black companies.”

This context is appropriate for testing our hypotheses. Public shaming by the gov-
ernment creates a nationwide legitimacy loss for organizations. Given its powerful and
wide scope of influence, the public disclosure of blacklisted firms matches the theoretical
definition of public disgrace and reflects the assumption of stigma diffusion from public
disgrace. We obtained data on the annual blacklisted firms from the webpage of the Coun-
termeasure Guide for Black Companies (https://black-company.me/black-list/ (accessed
on 9 November 2021)).

The sample for this study was drawn from an annual survey on CSR conducted
by Toyo Keizai Inc. between 2016 and 2019. The Toyo Keizai CSR data have been used
worldwide in empirical studies based on Japanese contexts [46–48], as it provides the
largest pool of information about Japanese firms’ CSR and CSP activities [49,50].

We focus mainly on the organizational reactions to public disgrace experienced by
industry peers, rather than their own. Thus, our sample in the main analysis excluded the
firms that directly experienced public disgrace; however, such firms were analyzed in the
additional analysis section to gain further insights. The final sample includes 710 obtained
firms from 21 industries with 1881 observations during the sample period, after omitting
the missing values.

4.2. Variables
4.2.1. Dependent Variable (t + 1)

Firms’ CSP, the dependent variable, was calculated based on the CSP scores provided
by the Toyo Keizai CSR data. Using more than 150 question items, these scores were
calculated via five dimensions: Human resources use, environment, corporate governance,
sociality, and financial evaluation about stability. The data source provided scores for
each dimension as well as the total score (out of 600 points). To define CSP, we used two
indicators: The CSP score for the dimension of human resources use (CSP score for HR)
and the total CSP score.

The CSP score for HR appears to define CSP appropriately in our empirical context
because the definition of vicarious public disgrace (blacklisted peers) is directly relevant
to the use of human resources. Nevertheless, we consider the total CSP score as more
appropriate in testing our hypothesis for two reasons. First, as the focal firms did not
experience any public disgrace in our sample, they might already have satisfactory CSP
scores for HR. Second, stakeholders are likely to pay more attention to the total CSP score,
while the formal CSP rankings are created based on the total score. Hence, to improve
organizational impression through CSR activities, the sample firms might attempt to
improve the overall CSP score.

4.2.2. Independent Variable (t)

To define the independent variable—vicarious public disgrace—we counted the an-
nual number of industry peers who experienced public disgrace, that is, the peers who
were publicly blacklisted by the Japanese government due to labor law delinquency.
Figure 1 shows the average number of blacklisted firms throughout the sample period
by industry. Many blacklisted firms were pooled from the construction industry, which has
often been criticized for its harsh working conditions in Japan [51].

https://black-company.me/black-list/
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4.2.3. Moderator Variable (t)

To determine the previous CSP, we used the firms’ CSP ranking in the previous year
(previous CSP ranking). We used the ranking, rather than the scores, in the main analysis,
because rankings are more effective in highlighting the relative status of organizations with
regard to CSP. Log-transformation was applied to this variable because higher rankings
(i.e., lower values) might be more influential owing to their visibility.

4.2.4. Control Variables (t)

We considered several control variables to respond to alternative explanations. At
the organizational level, we controlled for firm age and return on assets (ROA) because
older or high-performing organizations have more resources for CSR engagement and may
also be more sensitive to legitimacy losses. Waddock and Graves found that the firms with
higher financial performance tend to attain a higher CSP [17].

The social network literature cites the influences of interorganizational networks on
the diffusion of CSR activities or stigma among organizations [52]. Particularly, managers
may strongly react to the public disgrace of other firms with whom they collaborate. To
reflect on these network influences, we included a dummy variable that indicates the
same consortium memberships of the focal organization with the industry peers who
experienced public disgrace.

Several CSR studies emphasize the significant influence of the upper echelons on CSR.
In particular, many of these studies explore the roles of women and outside directors in
improving CSP [53,54]. According to these studies, with increases in the number of women
and outside directors in the board, organizations are likely to engage in CSR activities more
actively. To reflect on the influences of the upper echelons, we included the ratios of female
and outside directors on the board.

Finally, at the industry level, we controlled for the log-transformed industry GDP
(billions) because the environmental economic conditions can influence firms’ decisions
about CSR activities [55]. We also included the total number of peers, using the total number
of sample firms in the industry for focal firms, to reflect on the potentially biased results
from the different number of peers across industries in our sample. A smaller number
of firms in the industry might highlight the firms that experienced public disgrace in the
industry. This might cause strong organizational reactions to vicarious public disgrace
within the industry. All variables are summarized in Appendix A.

4.3. Model Estimation

The dependent variable of this study is characterized by numerical and continuous
values—the annual CSP scores of each firm. Therefore, linear regression is appropriate
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for testing the hypotheses. We employed an ordinary least-squares estimator according to
prior studies on CSP [55,56]. Due to the potential correlation of residuals for a given firm,
the fixed-effect models with clustered standard errors are appropriate for our hypothesis
testing. By applying the fixed-effect models, we controlled for the time-invariant and
unobservable firm characteristics, such as their inherent task characteristics or organiza-
tional culture, which might generate biased results. Results from the Hausman test [57]
further confirmed the appropriate choice of the fixed-effect models. We also applied year-
and industry-fixed effects to account for the year- and industry-specific influences. These
controls are necessary because some industries might have a higher chance of having a
larger number of blacklisted firms by the virtue of their job characteristics. For the analysis,
the “plm Package” in R software was used [58].

5. Results

Table 1 displays the descriptive statistics for each variable used in the analysis. Table 2
shows the correlations between the variables. To check for multicollinearity, we investigated
the variance inflation factors (VIFs). The individual VIFs ranged from 1.013 to 2.295, and the
average VIF was 1.382. As all the VIFs are below the accepted value of 10, multicollinearity
is unlikely to bias our analysis results.

Table 1. Descriptive statistics (N = 1881).

Variables Mean SD Min Median Max

1 CSP (t + 1) 444.800 66.987 312.400 447.500 575.700
2 CSP for HR (t + 1) 68.810 17.704 20 72.700 100
3 Vicarious public disgrace 20.210 32.780 0 10 183
4 Ln (previous CSP ranking) 5.564 0.980 0.693 5.867 6.677
5 Firm age 67.660 24.919 4 69 148
6 Network influences 0.098 0.302 0 0 1
7 ROA 4.616 3.106 0.030 4.070 36.710
8 Ratio of female directors 0.056 0.071 0 0.048 0.600
9 Ratio of outside directors 0.227 0.103 0 0.200 0.833
10 Ln (industry GDP) 9.774 0.953 5.642 9.685 11.266
11 Total number of peers 55.400 30.924 1 43 105

Note: Ln indicates log-transformed values; the maximum value of total number of peers is smaller than that of vicarious public disgrace
because the former is counted within our sample, whereas the latter reflects the annual total number of backlisted firms among all Japanese
firms.

Table 2. Correlation matrix.

Variables 1 2 3 4 5 6 7 8 9 10

1 CSP (t + 1)
2 CSP for HR (t + 1) 0.881 ***
3 Vicarious public disgrace −0.050 * −0.062 **
4 Ln (previous CSP ranking) −0.849 *** −0.695 *** 0.093 ***
5 Firm age 0.203 *** 0.139 *** −0.075 ** −0.187 ***
6 Network influences 0.066 ** 0.031 0.173 *** −0.048 * 0.148 ***
7 ROA 0.061 ** 0.058 * 0.025 −0.041 † −0.132 *** −0.009
8 Ratio of female directors 0.261 *** 0.342 *** 0.012 −0.233 *** −0.069 ** −0.023 0.083 ***
9 Ratio of outside directors 0.056 * 0.090 *** −0.068 ** −0.040 † −0.043 † 0.013 0.053 * 0.255 ***
10 Ln (industry GDP) −0.178 *** −0.115 *** 0.333 *** 0.166 *** −0.281 *** −0.018 0.006 0.075 ** −0.014
11 Total number of peers 0.017 0.016 −0.122 *** −0.027 −0.002 −0.032 0.126 *** 0.054 * 0.093 * 0.174 ***

Note: Ln indicates log-transformed values. † p < 0.10; * p< 0.05; ** p < 0.01; *** p < 0.001.

5.1. Main Results

Table 3 presents the analysis results for H1 and H2. Models 1–3 show the results based
on the total CSP scores, whereas Models 4–6 represent those based on the CSP scores for
HR. Model 1 is the baseline model, which includes only the control variables. As predicted,
firms’ lower previous CSP rankings (i.e., larger previous ranking values) (β = 0.038, p =
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0.052) and firm age (β = 2.325, p < 0.001) are positively related to CSP. Underperforming
firms in CSP are more likely to face legitimacy threats. Older firms are more recognized in
society and, thus, display higher sensitivity to social responsibility. Intriguingly, Model
1 also shows an unexpected result that the proportion of female directors is negatively
associated with CSP (β = −0.019, p = 0.064). This finding conflicts with the previous results
that female directors facilitate CSR activities [54]. However, these results are justifiable in
the Japanese context. Given that hiring female directors is considered a major CSR activity
in itself, in the Japanese context [59], firms that hire several female directors may neglect
other overall CSR activities.

Table 3. Regression results of the effects of vicarious public disgrace on CSP (N = 1881).

Variables
Total CSP Scores CSP Scores for HR

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Vicarious public disgrace 0.024 *** −0.126 *** 0.032 * −0.097

(0.008) (0.038) (0.014) (0.070)

Vicarious public disgrace × 0.154 *** 0.131

Ln (previous CSP ranking) (0.038) (0.070)

Ln (previous CSP ranking) 0.038 † 0.042 * 0.025 −0.005 −0.000 −0.014

(0.020) (0.020) (0.020) (0.036) (0.036) (0.037)

Firm age 2.325 *** 2.128 *** 2.130 *** 1.566 *** 1.307 *** 1.309 ***

(0.161) (0.172) (0.171) (0.296) (0.317) (0.316)

Network influences −0.002 −0.003 −0.003 0.000 −0.002 −0.001

(0.005) (0.005) (0.005) (0.008) (0.009) (0.008)

ROA 0.010 0.010 0.012 0.014 0.015 0.016

(0.009) (0.009) (0.009) (0.017) (0.017) (0.017)

Ratio of female directors −0.019 † −0.018 † −0.015 −0.015 −0.014 −0.011

(0.010) (0.010) (0.010) (0.019) (0.019) (0.019)

Ratio of outside directors 0.006 0.007 0.007 0.002 0.004 0.004

(0.012) (0.012) (0.012) (0.022) (0.022) (0.022)

Ln (industry GDP) −0.121 −0.198 −0.204 0.072 −0.030 −0.035

(0.171) (0.172) (0.171) (0.315) (0.318) (0.317)

Total number of peers 0.048 0.032 0.030 0.096 0.075 0.073

(0.054) (0.055) (0.054) (0.100) (0.100) (0.100)

Firm fixed effects Yes Yes Yes Yes Yes Yes

Industry fixed effects Yes Yes Yes Yes Yes Yes

Year fixed effects Yes Yes Yes Yes Yes Yes

Log likelihood 1508.203 1516.502 1529.86 363.712 367.929 370.793

R2 0.309 0.315 0.324 0.073 0.077 0.08

F statistic 57.080 *** 52.802 *** 50.140 *** 10.121 *** 9.659 *** 9.118 ***

Note: All the independent and control variables are one-year lagged; all variables are standardized; standard errors are in parentheses; Ln
indicates log-transformed values. † p < 0.10; * p< 0.05; ** p < 0.01; *** p < 0.001.

Model 2 shows the effect of vicarious public disgrace on focal firms’ total CSP.
The coefficient of vicarious public disgrace shows a positive and statistically significant
value (β = 0.024, p < 0.001). This implies that with increased vicarious public disgrace,
organizations make more effort to improve CSP. The result strongly supports H1. Model 3
of Table 3 tests the moderating effects of the previous CSP ranking. The coefficient of
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the interaction term between vicarious public disgrace and the previous CSP ranking is
positive and significant (β = 0.154, p < 0.001). Thus, as predicted in H2, CSR improvement
following vicarious public disgrace tends to be higher for organizations with lower pre-
vious CSP rankings (i.e., larger previous ranking values). The results using CSP scores
for HR also show a similar tendency, as presented in Models 5–6 (H1: β = 0.032, p = 0.023;
H2: β = 0.131, p = 0.061). The lower statistical significance of these results compared with
the results based on the total CSP score might imply that the total score is a more appropri-
ate measure for our hypotheses, as mentioned previously.

To gain further insight, we plotted the results of H2 in Figure 2. In this figure, the
horizontal axis represents the degree of vicarious public disgrace, and the longitudinal axis
represents CSP. The bold line shows the results for the organizations with a lower previous
CSP ranking (larger values, Mean + 1SD), whereas the dotted line indicates those with a
higher previous CSP ranking (smaller values, Mean − 1SD). As shown in the figure, the
positive effects of vicarious public disgrace on CSP are more significant when organizations
perform poorly in terms of CSR activities.

Sustainability 2021, 13, x FOR PEER REVIEW 9 of 17 
 

3 tests the moderating effects of the previous CSP ranking. The coefficient of the interac-
tion term between vicarious public disgrace and the previous CSP ranking is positive and 
significant (β = 0.154, p < 0.001). Thus, as predicted in H2, CSR improvement following 
vicarious public disgrace tends to be higher for organizations with lower previous CSP 
rankings (i.e., larger previous ranking values). The results using CSP scores for HR also 
show a similar tendency, as presented in Models 5–6 (H1: β = 0.032, p = 0.023; H2: β = 0.131, 
p = 0.061). The lower statistical significance of these results compared with the results 
based on the total CSP score might imply that the total score is a more appropriate meas-
ure for our hypotheses, as mentioned previously. 

To gain further insight, we plotted the results of H2 in Figure 2. In this figure, the 
horizontal axis represents the degree of vicarious public disgrace, and the longitudinal 
axis represents CSP. The bold line shows the results for the organizations with a lower 
previous CSP ranking (larger values, Mean + 1SD), whereas the dotted line indicates those 
with a higher previous CSP ranking (smaller values, Mean − 1SD). As shown in the figure, 
the positive effects of vicarious public disgrace on CSP are more significant when organi-
zations perform poorly in terms of CSR activities. 

 
Figure 2. Moderating effect of previous CSP ranking. 

5.2. Robustness Analyses 
To check the robustness of the results above, we conducted several analyses and 

showed the major results in Table 4. We conducted all the analyses for robustness checks 
by using two dependent variables: The total CSP score and the CSP scores for HR. As both 
the indicators showed similar tendencies, we only represent those results based on the 
total CSP score. 

First, this study assumes that a linear relationship exists between vicarious public 
disgrace and CSP score. To disprove the potential U-shaped or inverted U-shaped rela-
tionship, we conducted a test using squared vicarious public disgrace. Although we do 
not present the results, we found insignificant impacts of the non-linear relationship from 
this robustness check. 

Second, the effects of vicarious public disgrace may be dependent on the relative size 
of the industry. In smaller industries, a large number of blacklisted peers can indicate a 
more significant stigma at the industry level. Hence, it might have a stronger influence on 
the reaction of focal firms. Following this chain of thought, we calculated the weights by 
using the ratio of the number of firms in the focal industry to the total number of firms 
across industries. Then, we created a weighted vicarious public disgrace by dividing the 

Figure 2. Moderating effect of previous CSP ranking.

5.2. Robustness Analyses

To check the robustness of the results above, we conducted several analyses and
showed the major results in Table 4. We conducted all the analyses for robustness checks
by using two dependent variables: The total CSP score and the CSP scores for HR. As both
the indicators showed similar tendencies, we only represent those results based on the total
CSP score.
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Table 4. Regression results of the additional analyses (N = 1881).

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

Vicarious public disgrace 0.022 * −0.111 * 0.156 *** 0.065 *** −0.092 †

(0.009) (0.047) (0.041) (0.008) (0.048)

Vicarious public disgrace × 0.137 ** 0.161 ***

Ln (previous CSP ranking) (0.047) (0.049)

W (vicarious public disgrace) 0.026 *** −0.169 ***

(0.007) (0.041)

W (vicarious public disgrace) × 0.198 ***

Ln (previous CSP ranking) (0.042)

Ln (previous CSP ranking) 0.043 * 0.026 −0.011 −0.026 −0.422 *** −0.438 ***

(0.020) (0.020) (0.024) (0.025) (0.018) (0.019)

Previous CSP 0.231 ***

(0.029)

Vicarious public disgrace × −0.135 ***

Previous CSP (0.040)

Constant −0.059 * −0.059 *

(0.024) (0.024)

Other control variables Yes Yes Yes Yes Yes Yes Yes

Firm fixed effects Yes Yes Yes Yes Yes No No

Industry fixed effects Yes Yes Yes Yes Yes No No

Year fixed effects Yes Yes Yes Yes Yes No No

Log likelihood 1518.781 1537.202 1114.604 1121.475 1565.554 532.122 536.219

R2 0.316 0.330 0.105 0.112 0.349 0.330 0.335

F statistic 53.209 *** 51.352 *** 13.495 *** 13.113 *** 56.120 *** 906.050 *** 924.220 ***

Note: All the independent and control variables are one-year lagged; all variables are standardized; standard errors are in parentheses; Ln
indicates log-transformed values; W indicates weighed values. † p < 0.10; * p< 0.05; ** p < 0.01; *** p < 0.001.

First, this study assumes that a linear relationship exists between vicarious public
disgrace and CSP score. To disprove the potential U-shaped or inverted U-shaped relation-
ship, we conducted a test using squared vicarious public disgrace. Although we do not
present the results, we found insignificant impacts of the non-linear relationship from this
robustness check.

Second, the effects of vicarious public disgrace may be dependent on the relative size
of the industry. In smaller industries, a large number of blacklisted peers can indicate a
more significant stigma at the industry level. Hence, it might have a stronger influence on
the reaction of focal firms. Following this chain of thought, we calculated the weights by
using the ratio of the number of firms in the focal industry to the total number of firms
across industries. Then, we created a weighted vicarious public disgrace by dividing the
number of blacklisted industry peers by these weights. Through this measurement, firms in
the agricultural, forestry, and fishing sectors showed the highest mean of vicarious public
disgrace, rather than the construction industry. As shown in Models 1 and 2, the analysis
results using the weighted variables replicate the original analysis results (H1: β = 0.026,
p < 0.001; H2: β = 0.198, p < 0.001) and strongly support our hypotheses.

Third, the original total CSP scores were calculated based on the five dimensions or
a single dimension of human resources use. For the total CSP score, because financial
evaluation is less relevant to social performance, the final score was recalculated based
on only four dimensions: Human resource use, environment, corporate governance, and
sociality. Thus, financial evaluation was removed from the total score. As shown in
Models 3 and 4, the analysis results replicate the original results (H1: β = 0.022, p = 0.017;
H2: β = 0.137, p = 0.004).
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Fourth, to test the moderating effect in H2, we used the scores of the previous CSP,
rather than the log-transformation of the previous CSP ranking. The result is shown in
Model 5 (H2: β = −0.135, p < 0.001). It suggests that firms with a low previous total CSP
score are likely to perform better in CSP, thus supporting the hypothesis.

Fifth, we applied random effects throughout the models rather than the previous
fixed effects. The analysis results, as shown in Models 6 and 7 (H1: β = 0.065, p < 0.001;
H2: β = 0.161, p < 0.001), support the hypotheses.

5.3. Additional Analyses

Our major interest in this study was to examine whether innocent firms react to their
industry peers’ public disgrace by improving their own CSP. Hence, in the main analysis,
we excluded the blacklisted firms from our sample. To gain further insights, this section
incorporated a dummy variable (firsthand public disgrace) that takes the value of 1 for
blacklisted firms, and 0 otherwise. Then, we tested their influences on the CSP scores,
which are represented in Table 5.

Table 5. Regression results of the additional analyses (N = 1894).

Variables Model 1 Model 2

Vicarious public disgrace 0.024 ** 0.023 **

(0.007) (0.007)

Firsthand public disgrace −0.008 † −0.032 **

(0.004) (0.012)

ROA × 0.024 *

Firsthand public disgrace (0.011)

ROA 0.011 0.01

(0.009) (0.009)

Other control variables Yes Yes

Firm fixed effects Yes Yes

Industry fixed effects Yes Yes

Year fixed effects Yes Yes

Log likelihood 1519.104 1522.799

R2 0.312 0.315

F statistic 47.888 *** 44.409
Note: All the independent and control variables are one-year lagged; all variables are standardized; standard
errors are in parentheses; Ln indicates log-transformed values. † p < 0.10; * p < 0.05; ** p < 0.01; *** p < 0.001.

First, controlling the effect of the firsthand public disgrace, we obtained the consis-
tently significant impacts of vicarious public disgrace in Model 1 (β = 0.024, p = 0.001).
However, unexpectedly, the firsthand public disgrace shows a negative and significant
coefficient in Model 1 (β = −0.008; p = 0.055). This result contradicts our intuition as well
as the previous common knowledge that public disgrace triggers the involvement of firms
in socially responsible activities as a means of recovering legitimacy [12]. The results also
provide substantial implications for the existence of potential bounded effects of firsthand
public disgrace on CSR enhancement.

To elaborate on these unexpected results surrounding the first public disgrace, the
second step was to explore the potential moderators for the negative relationship between
firsthand public disgrace and CSP. Particularly, we raised the potential moderating role
of organizational financial performance for two reasons [17]. First, organizations with
lower financial performance might be less sensitive to legitimacy losses owing to public
disgrace because of their low popularity. Second, such organizations might have insufficient
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resources to improve CSP, so they might neglect CSR activities even under legitimacy
threats. Thus, CSP improvement following public disgrace might be applicable only to
firms with higher financial performance.

To test this possibility, we employed the interaction term between firsthand public
disgrace and ROA and tested its effect on CSP. As shown in Model 2, its coefficient showed
a significantly positive value (β = 0.024, p = 0.033), supporting our prediction. We also
illustrate these effects in Figure 3. This figure suggests that only the firms with higher
financial performance (bold line) are likely to improve their CSP following public disgrace.
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6. Discussion

Based on the theories of legitimacy and category, we tested how organizations react
to vicarious public disgrace by focusing on their CSP. By analyzing 710 Japanese firms
between 2016 and 2019, we found that organizations improve CSP when a large number
of their industry peers experience public disgrace on being blacklisted due to labor law
delinquency. This tendency was more significant among the firms with poorer previous
CSP. These findings highlight the significant effects of vicarious public disgrace on CSP
and make several contributions to the relevant literature.

Our results support previous arguments of CSR studies based on the legitimacy theory,
by highlighting that organizational engagement in CSR aims to acquire or repair legiti-
macy [16]. Beyond this adherence to the existing knowledge, the results also provide a new
perspective on the diffusion of CSR improvement across organizations. According to our
results, it is possible to achieve the field-wide enhancement of CSP by publicly disgracing
organizations. Some scholars confirm that CSR activities diffuse across organizations
through interorganizational networks [52,60]. However, they focus on interorganizational
imitation as the mechanism for such CSR diffusion. Our focus on the vicarious legitimacy
threats among industry peers is distinct from the previous studies. In addition, our results
provide new knowledge on a significant moderator to improve CSP through vicarious
public disgrace—the previous CSP. These outcomes introduce and support an intriguing
research agenda: The diffusion of CSP improvement under vicarious legitimacy threats.

This study also contributes to the legitimacy theory in three ways. First, previous stud-
ies on the legitimacy theory have mainly focused on how organizations react to legitimacy
threats caused by their own negative experiences [8,14]. Conversely, our theory provides
relatively insufficient information about how organizations respond to legitimacy threats
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experienced by industry peers. We focused on this niche area and proved that organizations
enhance CSP when their industry peers are disgraced as they fear stigma diffusion within
the same category. This broadens the scope of research to test organizational reactions to
vicarious legitimacy threats.

Second, our study is also distinguished from existing legitimacy studies concerning
the sources of legitimacy threats. The majority of existing studies have relied on the role
of mass media as a catalyst for organizational legitimacy threats. For example, Piazza
and Perretti [61] find that organizations in the US nuclear power industry bailed as field
players when mainstream mass media damaged their field legitimacy. Tang and Tang [62]
show that media coverage of firms’ illegitimate behaviors leads to restrictions on such
firms. Unlike these studies, our study focused on the role of the government as a catalyst
for legitimacy threats. Such a focus is indubitable given that the government declares and
implements institutional standards that societal members are expected to adhere to. This
approach adds a promising but neglected provider of organizational legitimacy threats.

Third, previous legitimacy studies suggest that organizations experiencing public
disgrace should make efforts to lessen the stigma attached to them by improving social
performance [12]. In particular, Hampel and Tracey [13] suggest a two-step process to
absorb the shocks created by stigma: Stigma reduction and appealing for higher social
performance. However, in additional analysis, we empirically provide a caveat that these
processes may not necessarily yield any results and that the organizations with lower
financial performance may not react to public disgrace (see Figure 3). These results imply
that certain boundary conditions may exist that promote organizational social performance
in the face of public disgrace and that such conditions are closely relevant to organizational
financial performance. Thus, we provide the potential conditional effects of legitimacy
threats on organizational social performance.

Our study has several practical implications for policymakers and organizational
managers. First, policymakers attempt to enhance the social responsibilities of firms
and restrict their illegitimate behaviors by using several costly policies or punishments.
In this study, we show that public disgrace can be an effective tool and can be used to
address several societal issues, such as financial frauds and misconducts in the academia or
education sector, and even in the corporate setting. Second, through the additional analysis,
we prove that only financially high-performing organizations react sensitively to their own
public disgrace (see Model 2 in Table 5). Therefore, policymakers must realize that public
disgrace may not motivate financially underperforming organizations to improve social
performance. Finally, organizational managers should be quick to identify the implied cues
that might harm their legitimacy and make efforts to respond to the potential negative
spillovers in the industry. This is especially true for the industries that include several
publicly disgraced organizations. Moreover, given that industry members are sensitive to
their peers’ public disgrace, organizational managers may consider making a collective
effort to improve the industry’s image.

Our study also has several limitations. First, the Japanese context provides a useful
empirical setting to test our hypotheses because, culturally speaking, public shaming is
a highly sensitive matter in Japan [63]. This specific context, therefore, may lead to the
bounded generalizability of our findings. Particularly, the notion of public disgrace has
long been tested in diverse research contexts across several countries [19,21,64]. However,
their varying impacts depending on several international contexts have remained untested.
In this connection, future research will be beneficial if it can explore whether and how
the impacts of vicarious public disgrace differ, depending on the national cultures. For
example, according to Hofstede’s cultural dimensions, western countries tend to have
low power distance and short-term orientation [65]. Under these cultural environments,
companies might be less sensitive to the legitimacy threats caused by the government or
less likely to engage in CSR as a response to legitimacy threats.

Second, our sample might have excluded highly illegitimate firms as they did not
respond to the survey. This translates to limited variances in social performance among
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sample firms. Although this problem could be common to similar studies and was even
effective in testing our hypotheses on how innocent organizations react to vicarious public
disgrace, it limits further intriguing tests on how organizations react differently to their
own disgrace and vicarious public disgrace or a combination of both. Further studies can
focus on these issues to extend the existing knowledge on organizational reactions to public
disgrace.

Third, to define categories, we focused only on industry boundaries. However, the
organizational perception of categories may also include other dimensions, such as geo-
graphical locations or collaborative networks [30]. Although we controlled for network
influences in our tests, future studies can employ these diverse perceived categories and
generate more information on whether and how organizations react differently to the
vicarious public disgrace depending on diverse sources.

Despite several limitations, the theory and empirical findings of this study provide
substantial knowledge about organizational responses to vicarious public disgrace and
extend the existing literature and theories. The results of this study also provide practical
implications for policymakers to enhance organizational CSP as well as for organizational
managers to address legitimacy threats. We hope that the approach and findings of this
study will offer critical perspectives on current CSR studies and contribute to organizations’
focus on sustainability issues.

Author Contributions: Conceptualization, R.L. and J.M.; Data curation, R.L.; Formal analysis, R.L.;
Funding acquisition, J.M.; Investigation, R.L.; Supervision, J.M.; Writing—original draft, R.L. and
J.M.; Writing—review & editing, R.L. and J.M. All authors have read and agreed to the published
version of the manuscript.

Funding: This research was supported by the Murata Science Foundation.

Institutional Review Board Statement: Not applicable.

Informed Consent Statement: Not applicable.

Data Availability Statement: Not available.

Conflicts of Interest: The authors declare no conflict of interest.

Appendix A

Table A1. Summary of the variables.

Variables Descriptions Sources

Dependent variable at time
t + 1

CSP

The total CSR scores (out of 600 points)
based on more than 150 question items

(153 items in 2016, 156 items in 2017 and
2018, and 158 items in 2019) in the

dimensions of human resources use
(100 points), environment (100 points),

corporate governance and sociality
(100 points), and financial evaluation,

including three dimensions of
profitability, namely, safety and scale

(300 points)

CSR kigyo-hakusyo

CSP for HR The CSR scores for the dimensions of
human resources use

Independent variable at
time t Vicarious public disgrace Number of the blacklisted industry

peers by the Japanese government

Countermeasure Guide for Black
Companies on https:

//black-company.me/black-list/
(accessed on 9 November 2021)

Moderator at time t Ln (previous CSR ranking) Log-transformed previous CSR ranking CSR kigyo-hakusyo

https://black-company.me/black-list/
https://black-company.me/black-list/
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Table A1. Cont.

Control variables at time t

Firm age The number of years elapsed since
the founded year Each firms’ IR information

Network influences

A dummy variable taking the value
of one if the focal organization has
the same consortium memberships
with the blacklisted industry peers,

and zero otherwise

Nikkei database

ROA Return on assets IR Bank database

Ratio of female directors Number of female directors/Total
number of board directors Nikkei database

Ratio of outside directors Number of outside directors/Total
number of board directors

Ln (industry GDP) Log-transformed industry GDP
(billions) e-Stat database

Total number of peers
Number of the sample firms in the

industry to which focal
organizations belong

CSR kigyo-hakusyo

Others at time t Firsthand public disgrace

A dummy variable taking the value
of one if the focal organization was

blacklisted in the focal year, and
zero otherwise

Countermeasure Guide for
Black Companies on

https://black-company.me/
black-list/ (accessed on 9

November 2021)
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