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Abstract Although the composition of the board of
directors has important implications for different aspects of
firm performance, prior studies tend to focus on financial
performance. The effects of board composition on corporate
social responsibility (CSR) performance remain an under-
researched area, particularly in the period following the
enactment of the Sarbanes-Oxley Act of 2002 (SOX). This
article specifically examines two important aspects of board
composition (i.e., the presence of outside directors and the
presence of women directors) and their relationship with
CSR performance in the Post-SOX era. With data covering
over 500 of the largest companies listed on the U.S. stock
exchanges and spanning 64 different industries, we find
empirical evidence showing that greater presence of outside
and women directors is linked to better CSR performance
within a firm’s industry. Treating CSR performance as the
reflection of a firm’s moral legitimacy, our study suggests
that deliberate structuring of corporate boards may be an
effective approach to enhance a firm’s moral legitimacy.
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Introduction

Although the composition of the corporate board of
directors is an important research subject in the literature,
the impact of board composition on firms’ corporate social
responsibility (hereafter CSR) performance remains a rel-
atively under-researched area. This assessment is based
on two observations. Existing studies appear to present
inconsistent findings. In particular, some studies report that
outside directors are positively associated with CSR per-
formance (e.g., Johnson and Greening 1999; Webb 2004);
others report the opposite or no effects (e.g., Coffey and
Wang 1998; McKendall et al. 1999; Wang and Coffey
1992). Likewise, although prior research generally supports
a positive relationship between women directors and CSR
performance (e.g., Wang and Coffey 1992; Webb 2004;
Williams 2003), some studies show mixed or no effects
(e.g., Post et al. 2011; Stanwick and Stanwick 1998).

In addition, most of the existing studies were con-
ducted before the enactment of Sarbanes-Oxley Act
(hereafter SOX) of 2002 (e.g., Coffey and Wang 1998;
Johnson and Greening 1999; Wang and Coffey 1992;
Webb 2004; Williams 2003) with only a handful excep-
tions (e.g., Post et al. 2011). In the Post-SOX era, board
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composition has entered a new reality—most public cor-
porations in the U.S. now have a substantial presence of
outside and women directors on their boards (Dalton and
Dalton 2010; Linck et al. 2009). In addition to increased
presence, outside and women directors have obtained
membership on influential board committees and gained
substantial leadership positions on corporate boards
in the Post-SOX era (Dalton and Dalton 2010). These
changes call for an update on our knowledge about the
relationship between board composition and firm CSR
performance.

In this article, we focus on two important aspects of
board composition: (a) the presence of outside directors
and (b) the presence of women directors, and examine
their relationships with CSR performance in the Post-
SOX era. Based on legitimacy theory, we view CSR
performance as the reflection of a firm’s moral legitimacy
(Scherer and Palazzo 2007). This legitimacy is given by
the firm’s various stakeholders and thus is defined as the
extent to which the firm is accepted by its stakeholders
as a moral corporate citizen. We argue that outside and
women directors contribute to the effective management
of stakeholders through (a) raising stakeholder salience
and (b) augmenting firm resources to better address
stakeholder claims. Enhanced stakeholder management
helps the firm obtain stakeholder acceptance and thus
leads to elevated CSR performance. We, therefore,
propose that greater presence of outside and women
directors is related to better CSR performance. We test
the proposed relationships using a large-scale data set
that consists of more than 500 of the largest U.S. and
international companies spanning over 60 different
industries.

Our work attempts to make several contributions to
the literature. Empirically, we constructed within-industry
CSR measures to better account for the different oper-
ating contexts and different stakeholders across industries
(Cottrill 1990; Moore 2001). In addition, multiple CSR
measures from different data sources were utilized to
capture the multidimensionality of CSR. With these
considerations in methodology, our findings from the
Post-SOX era offer a timely update to the existing lit-
erature. Conceptually, our study contributes to legitimacy
theory by showing that deliberate structuring of corporate
boards may be an effective strategy to enhance firm
moral legitimacy. Although prior work on strategic
management has underscored the impact of board direc-
tors on firm legitimacy (Higgins and Gulati 2003, 2006),
little existing work specifically links board structure to
firm moral legitimacy. This particular type of legitimacy
emerges from the stakeholders’ conscious judgment of
how a firm’s behaviors are consistent with their moral
principles (Palazzo and Scherer 2006).
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Conceptual Framework

The Sarbanes-Oxley Act of 2002 and Its Impact
on Board Composition

With the enactment of the Sarbanes-Oxley Act of 2002,
both the membership and certain functions of corporate
boards are explicitly regulated. Specifically, each public
company is now required to have a majority of directors on
the board to be independent. In addition, the three most
influential committees of the board—the audit, compen-
sation, and corporate governance committees—shall be
entirely composed of directors who satisfy the indepen-
dence requirements. In practice, public firms generally
have added outside directors to their boards to meet the
independence requirements of SOX (Linck et al. 2009),
leading to a significant increase of outside directors on
corporate boards in the Post-SOX era.

Although none of the SOX-related guidelines directly
address gender issues on corporate boards, SOX had an
important impact on women directors on boards. Dalton
and Dalton (2010) point out that the increasing presence of
women directors on corporate boards has been a trend for
the past two decades. Nevertheless, SOX and the require-
ments from stock exchanges acted as a catalyst for cor-
porations to increasingly institutionalize this trend, creating
“conditions conducive to the continued advancement of
women to corporate boards” (Dalton and Dalton 2010,
p- 262). While the increase of women director presence has
been evident both before and after SOX, women directors’
leadership and responsibilities have notably improved in
the Post-SOX era. According to Dalton and Dalton (2010),
in the Post-SOX era, board membership by women on
Fortune 500 boards rose by roughly 30 %. During the same
period, women’s membership on influential board com-
mittees and women’s leadership roles on corporate boards
rose over 200 %.

In sum, SOX, as a major regulatory intervention in
corporate governance, has had a major impact on the
structure of corporate boards. In the Post-SOX era, most
public corporations now have a substantial presence of
outsider and women directors, in sharp contrast to board
composition before SOX (e.g., Linck et al. 2009; Valenti
2007). This new reality calls for an update regarding out-
side and women directors’ roles in influencing firm
performance.

Board Composition, Stakeholder, and Moral
Legitimacy

The Post-SOX era represents a critical time to update our
understanding about outside and women directors. Within
this new context, we pose the question: do the reported
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effects of outside (women) directors on CSR performance,
positive or negative, still exist? If they do, what are their
theoretical underpinnings? Through the lens of legitimacy
theory and stakeholder management, we propose a con-
ceptual framework linking board composition to CSR
performance.

Based on the legitimacy theory, we view CSR perfor-
mance as the reflection of a firm’s moral legitimacy
(Scherer and Palazzo 2007). We further define this legiti-
macy as the extent to which the firm is accepted by its
stakeholders as a moral corporate citizen. Moral legitimacy
secures social acceptance from stakeholders when this
legitimacy may or may not be congruent with a firm’s
business interest or objectives. In this sense, moral legiti-
macy reflects a firm’s “prosocial logic that differs funda-
mentally from... narrow self-interest” (Suchman 1995,
p. 579).

It is important to note that a firm’s moral legitimacy is
rooted in its industry context, as stakeholders’ judgment
and expectations of moral principles are often industry-
specific. Firms in different industries may face different
stakeholders (Cooper et al. 2001; Moore 2001). Different
stakeholders may stress different moral principles. Even
within a single group of stakeholders, there may be dif-
ferent moral expectations for different industries, as each
industry develops its own social norms and standards to
which participating members are expected to adhere
(Campbell 2006; Logsdon and Yuthas 1997). As a result,
firm—stakeholder “behavioral routines within industries are
similar, while interactions across industries are dissimilar.
What becomes legitimate in one industry is not legitimate
in another industry (Beliveau et al. 1994, p. 732).” In this
article, our definition of CSR performance refers specifi-
cally to within-industry performance.

Having defined CSR performance, we now discuss how
board members can help a firm manage its stakeholders and
secures their acceptance. In a boardroom, each director’s
experiences and associations with stakeholders impact how
he or she views the importance of stakeholder claims, and
how he or she secures the necessary resources to help
address important claims (Boeker and Goodstein 1991;
Mitchell et al. 1997). More formally, in the context of
managing stakeholder relationships, board directors can
potentially play two important and distinct roles: (a) iden-
tifying salient stakeholder claims and (b) augmenting firm
resources.

In terms of stakeholder salience, board members’
experiences with various external stakeholders, such as
not-for-profit organizations, may increase the salience of
the claims made by these stakeholders. According to
stakeholder salience theory, a firm prioritizes the claims
made by various stakeholders according to three criteria:
the perceived power of the stakeholders, the urgency of the

claim, and the legitimacy of the claim (Mitchell et al.
1997). Board directors’ backgrounds and experiences may
facilitate a good understanding of the urgency and legiti-
macy of stakeholder claims, and thus may help raise the
salience of these claims (Saiia 2007). The increased sal-
ience encourages the management to take actions to
address these claims. Proper response to such claims in turn
promotes stakeholder approval and acceptance.

In terms of resource augmentation, board members’
experiences with a firm’s stakeholder groups may help the
firm gain access to critical external resources useful to
stakeholder management. No organizations are self-suffi-
cient (Pfeffer and Salancik 1978). Outside directors help
connect a firm with its external constituencies, or stake-
holders (Boeker and Goodstein 1991; Pfeffer and Salancik
1974, 1978). Board members with previous relationships
with certain external stakeholders can enhance the com-
munication between the firm and these stakeholders, and
thus facilitate the acquisition of resources from them
(Ayuso and Argandona 2009). In sum, the above analyses
suggest that board directors can be valuable assets in
managing stakeholders and securing stakeholder accep-
tance. Next, we discuss the roles of outside and women
directors separately.

Outside Directors

Research shows that outside directors have a different CSR
orientation from their inside counterparts. This differed
orientation helps broaden a firm’s hearing of stakeholder
claims and thus increase their salience. For example, Wang
and Dewhirst (1992) found that outside directors have a
stronger employee orientation. Ibrahim and Angelidis
(1995) and Ibrahim et al. (2003) suggest that outsiders tend
to lean toward philanthropic activities. Relative to insiders,
outside directors are also found to be more interested in
complying with environmental standards (Johnson and
Greening 1999).

In addition, outside directors are representatives of
external stakeholders (Johnson and Greening 1999; Wang
and Dewhirst 1992). They often have more diverse back-
grounds in law, education, and not-for-profit organizations
than do corporate insiders (Williams 2003). Outside
directors’ external focuses and unique backgrounds aid to
augment a firm’s resources to manage its stakeholders. For
example, Goldschmidt and Finkelstein (2001) report that a
majority of American research university presidents serve
on corporate boards, with such affiliations concentrated in
financial, manufacturing, and technology industries. They
point out that, for corporations, placing university presi-
dents on boards is a strategy to obtain expertise and
resources, manage and integrate community interests, and
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thus “seek legitimacy from the external environment
(p. 37).”

In sum, a greater presence of outside directors likely
elevates a firm’s effectiveness in managing its stakeholders
through heightened salience of stakeholder claims
and augmented resources to address stakeholder claims.
Enhanced stakeholder management, in turn, leads to
increased stakeholder acceptance and legitimacy in the
firm’s operating context. We thus hypothesize:

H1 The proportion of outside directors is related to better
CSR performance within a firm’s industry.

Women Directors

Women directors add to a firm’s moral legitimacy by
enhancing the salience of stakeholder claims in the firm’s
industry context. Unlike their male counterparts, the most
common paths for women to reach the boardroom are
usually through community services and academia (Terje-
sen et al. 2009; Williams 2003). Directors’ occupational
backgrounds and experiences often determine their exper-
tise on the board and their sensitivity to decisions related to
pro-social issues (Boeker and Goodstein 1991; Harrigan
1981; Kesner 1988). For example, previous studies have
found that the presence of women directors on the board
increases corporate charitable giving to the areas of com-
munity services, arts, and cultural activities (Williams
2003).

Besides their occupational backgrounds, women direc-
tors tend to possess certain psychological characteristics
that may facilitate their hearing of certain stakeholders’
claims, and thus heighten the salience of such claims.
Relative to men, women possess more communal traits:
they are affectionate, helpful, kind, sympathetic, interper-
sonally sensitive, nurturing, and concerned about others’
welfare (Eagly et al. 2003). In the context of women
directors, Nielsen and Huse (2010) suggests that “women’s
attention to and consideration of the needs of others, may
lead to women’s active involvement in issues of strategic
nature that concern the firm and its stakeholders (p. 138).”
Hence, women may be particularly sensitive to “certain
organizational practices, such as corporate social respon-
sibility and environmental politics (p. 138).”

In addition to their role in enhancing stakeholder sal-
ience, women directors may provide unique resources for
the firm to connect to certain stakeholder groups, helping
obtain stakeholder acceptance. Prior research argues that
firms with women directors tend to be viewed as diversity-
friendly employers. They are therefore likely to gain
legitimacy among both existing and prospective female and
minority employees (Ibrahim and Angelidis 1994). Firms
with women directors tend to be viewed as offering career
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opportunities to advance women to senior management
positions (Catalyst 2005). In fact, Bilimoria (2006) finds
empirical evidence supporting a positive relationship
between women directors on Fortune 500 boards and
women in the management positions with significant
responsibilities.

In sum, women directors, through their professional
backgrounds and their unique psychological traits, tend to
attend to certain types of stakeholder claims. Women
directors’ heightened sensitivity to these claims raises their
salience. In addition, women directors may also extend a
firm’s resources to relate to certain key stakeholder
groups. They thus play unique roles in enhancing a firm’s
moral legitimacy in its operating context. We therefore
hypothesize:

H2 The proportion of women directors is related to better
CSR performance within a firm’s industry.

Empirical Analysis
Data

To test our hypotheses, we collected data from several
archival sources including: (a) the IRRC that publishes
corporate director data, (b) COMPUSTAT that provides
financial data for public companies, and (¢c) FORTUNE
magazine’s America’s Most Admired Corporations
(FAMA) that compiles CSR performance data. More spe-
cifically, IRRC publishes detailed listings of corporate
governance provisions for individual firms. Prior research
finds IRRC database a reliable source for academic
research (Gompers et al. 2003). COMPUSTAT is a com-
monly used source for firm-level financial data. FAMA is a
large-scale annual survey conducted by FORTUNE maga-
zine since 1980s. Many previous studies (e.g., Fombrun
and Shanley 1990; Houston and Johnson 2000; McGuire
et al. 1988) have confirmed the validity and reliability of
the FAMA data.

In compiling data, FAMA first sorts the largest U.S. and
foreign companies operating in the U.S. into industries.
Within each industry, FAMA asks executives, directors,
and financial analysts in this industry to rate companies on
social responsibility along with other aspects of firm per-
formance. FAMA then ranks firms according to their rat-
ings and publishes firms’ rankings in their own industries.
If a firm’s ranking is among the top half of its industry,
FAMA labels the firm as the “most admired.” Otherwise,
a firm is named as a “contender.” This ranking offers
a comparison among major competitors within a given
industry. This industry context is particularly meaningful in
measuring CSR performance, as different industries may
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Table 1 List of industries Acrospace and Defense

Airlines

Apparel

Automotive Retailing,
Services

Beverages

Building Materials, Glass
Chemicals

Computer Peripherals
Computer Software
Computers

Consumer Food Products
Delivery and Logistics

Diversified Outsourcing
Services

Electric and Gas Ultilities

Electronics

Engineering, Construction
Entertainment

Financial Data Services
Food Production

Food Services

Food and Drug Stores

Forest and Paper Products

Furniture
General Merchandisers

Health Care: Insurance, Managed
Care

Health Care: Medical Facilities

Health Care: Pharmacy, Other
Services

Homebuilders

Hotels, Casinos, Resorts
Household Products

Industrial and Farm Equipment
Information Technology Services
Insurance: Life and Health
Insurance: Property and Casualty

Internet Services and Retailing

Medical & Other Precision
Equipment

Megabanks, Credit Card Cos.

Metals

Mining, Crude-Oil Production

Mortgage Services

Motor Vehicle Parts

Motor Vehicles

Network Communications

Oil and Gas Equipment, Services

Packaging, Containers
Petroleum Refining

Pharmaceuticals
Pipelines

Publishing: Newspapers,
Magazines

Railroads

Real Estate

Securities

Semiconductors

Soaps and Cosmetics

Specialty Retailers

Superregional Banks

Telecommunications
Temporary Help

Tobacco

Trucking

Wholesalers: Diversified
Wholesalers: Electronics
Wholesalers: Food and Grocery
Wholesalers: Health Care

have different stakeholders (Cooper et al. 2001; Moore
2001), standards (Boutin-Dufresne and Savaria 2004), and
levels of disclosure of CSR priorities (Waddock and
Graves 1997).

The CSR measure from FAMA is based on perceptions
or reputations. Compared to more objective measures (e.g.,
disclosed firm-level CSR activities), reputation-based CSR
measures fit better with our conceptualization of CSR—a
firm’s acceptance by its stakeholders as a moral corporate
citizen. Stakeholder acceptance, in our opinion, is reflected
in a firm’s CSR reputation in its industry. In addition, many
prior studies prefer subjective CSR measures over objec-
tive ones (e.g., Fombrun and Shanley 1990; Luo and
Bhattacharya 2006; Margolis and Walsh 2003; McGuire
et al. 1988), as the latter may suffer from some validity
issues, such as the lack of consensus on what should be
included or excluded in CSR activities (Margolis and
Walsh 2003; Orlitzky et al. 2003).

Our data collection started with FAMA 2008 (published
in the March 2008 issue of FORTUNE) which included a
total of 611 companies in 64 industries. Out of the 611
companies, approximately 15 % of these firms were not
covered by IRRC, and, in a few cases, not included by

COMPUSTAT. The resulting final sample consists of 516
firms in 64 industries, which represents a large-scale data
set that covers U.S. and international firms listed on the
U.S. stock exchanges. The covered industries appear in
Table 1. FAMA 2008, which reports the results of 2007,
was the most recent survey at the time of our data collec-
tion. In addition, as the global financial crisis starting in
2008 may interfere with firm CSR and financial perfor-
mance, FAMA 2008, which predates this crisis, also rep-
resents a good choice.

Model Development

The dependent measure in this study (CSR), as reported by
FAMA, is a dichotomous variable (i.e., a firm is ranked
among the top or bottom half of its industry). We therefore
use a logistic regression to model the likelihood that a firm
outperforms its industry peers. In our model, we control for
the effects of several types of idiosyncratic characteristics
of firms, including managerial control of the board, firm
financial performance and leverage, and firm capability
in product/service quality and innovativeness. Mathemati-
cally, our model can be described as:
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Prob(firm i ranked in top half of its industry)
n
1 — Prob(firm i ranked in top half of its industry)
= o+ i

1

(1)

In (1), Prob(firm i ranked in top half of its industry)
denotes the probability that firm i is ranked by FAMA in
the top half of this firm’s industry in the dimension of CSR
performance; o denotes the intercept. ;{; is the transposed
vector of independent variables. 5 denotes the vector of
parameters to be estimated. In the process of model
development, we included in the x vector eight
independent variables. We describe these variables below.

Proportion of outside directors and Proportion of
women directors. These two variables measure two aspects
of corporate board composition, relating to H1 and H2.
Both variables were obtained from IRRC for the year 2007.
These two variables were calculated as the percentage of
outside directors and the percentage of women directors,
respectively, in the total number of board members.

Proportion of stock owned by inside directors and Ratio of
stock owned by outside to inside directors. These two variables
account for the effects of managerial control of the board, as
stock ownership between insiders and outsiders may affect the
dynamics of board decision-making. Following Wang and
Coftey (1992) and Coffey and Wang (1998), we include these
two control variables in our model. Both variables were com-
piled from COMPUSTAT for the year 2007. The first variable
is the number of stock shares owned by inside directors divided
by the total shares outstanding; the second is the number of
stock shares owned by outside directors divided by the number
of shares owned by inside directors.

ROA and Financial leverage. These two variables
control for firm financial performance and leverage.
Prior research suggests that firm profitability and financial
leverage may be linked to CSR performance (e.g.,
Mahoney and Thorn 2006; McGuire et al. 2003). We thus
included ROA (Return on Assets) and Financial leverage,
both of which were drawn from COMPUSTAT for the year
2007. ROA is a firm’s net income divided by total assets.
Leverage is a firm’s total liability divided by total assets.

Product/Service Quality and Innovativeness Capability

These two variables capture different aspects of firm capa-
bility. Research shows that, in understanding the relationship
between CSR performance and financial performance, two
types of firm capability—to produce a quality product/service
and to innovate—should be controlled for (Cho and Pucik
2005; Luo and Bhattacharya 2006; McWilliams and Siegel
2000). For instance, McWilliams and Siegel (2000) argue that
statistical models without accounting for the effect of a firm’s
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innovativeness result in misspecification. Both Product/
service quality and Innovativeness capability were provided
by FAMA 2008. Of these two variables, the first is defined as
the minimum condition or threshold of product/service attri-
butes that a firm must meet when offering its products or
service in competitive markets; the second is defined as a
firm’s ability to apply its internal knowledge stock to produce
new technology, new products/services, and other new fronts.

Descriptive statistics of the variables above appear in
Table 2. In our data, the proportion of outside directors
varies from 46 to 100 %, while the proportion of women
directors varies from O to 45 %. These large dispersions
enhance the reliability of estimates in statistical models.
Next, we present more details of model development.

In fitting our statistical models, we first included all six
control variables that were suggested by the prior literature
discussed above. This created Model 1 (reported in Table 3).
In addition, we consulted a statistical approach—stepwise
variable selection (Hair et al. 1995)—to determine whether
any control variables could be eliminated without a sub-
stantial loss of model goodness-of-fit. Our goal was two-
folded: (a) we aimed to find a parsimonious yet adequate
model to explain our data; (b) we examined the robustness of
our key results (i.e., board composition variables) when
different control variables were included in our analyses.

The stepwise process started with Model 1 (a.k.a., the
full model), and gradually removed control variables to
arrive at various intermediate reduced models. The selec-
tion of models relied on several model diagnostic criteria:
AIC and SC statistics (smaller values indicate better
models), and the likelihood ratio test (a statistically sig-
nificant * value indicates materially worsened model
goodness-of-fit)." At the end of this process, we identified
Model 2 (reported in Table 3) as being statistically pre-
ferred. Further reducing this model would significantly
worsen model goodness-of-fit.

As in prior studies (e.g., Zhang et al. 2010), we only report
Model 1 (the full model) and the statistically preferred Model
2 for brevity. In addition, we examined an alternative model
that substituted present year data (i.e., year 2007) with lag
year data (i.e., year 2006) for our independent variables.
This model did not yield substantially different results.
In Table 3, we report lag-year model as Model 1a.

' As an example of illustration, we first eliminated the least
statistically ~ significant control variable, Financial leverage
(p =0.96) in Model 1 (i.e., the full model), to arrive at an
intermediate reduced model. Both AIC and SC statistics indicate
that this reduced model is preferred (AIC,; = 327.49 vs. AIC equced =
325.49; SCyyy = 363.45 vs. SCrequcea = 357.46). The likelihood ratio
test also suggests that this reduced model is preferred because the
exclusion of Financial leverage does not significantly worsen model
goodness-of-fit (> = 0.003, df = 1, p = 0.96). We continued the
process as we selected the next variable to remove until model
diagnostic criteria indicated otherwise.



Board Composition and Corporate Social Responsibility 387
Table 2 Means, standard deviations, and intercorrelations of key variables

Variables® 1 2 3 4 5 6

1. Proportion of outside directors 1.00 0.15 —0.49 0.003 —0.01 0.18
2. Proportion of women directors 0.15 1.00 —0.08 0.06 —0.003 0.13
3. Proportion of stock owned by inside directors —0.49 —0.08 1.00 —0.06 —0.02 —0.14
4. Ratio of stock owned by outside to inside directors 0.003 0.06 —0.06 1.00 0.005 —0.04
5. ROA —0.01 —0.003 —-0.02 0.005 1.00 —-0.25
6. Financial leverage 0.18 0.13 —0.14 —0.04 —-0.25 1.00
Mean 0.85 0.15 0.04 4.70 0.05 0.64
Standard Deviation 0.08 0.10 0.08 31.05 0.08 0.21
Min. 0.46 0 0 0 —0.66 0.34
Max. 1 0.45 0.53 563 0.35 1.97

# Dichotomous variables are not included in the correlation matrix

Table 3 Results of empirical studies

Variables

Main study: FAMA (reputation-based CSR measure)

Supplementary study: KLD (action/
event-based CSR measure)

Model (1) Model (1a)* Model (2) Model (S1) Model (S2)
Dependent variable: CSR performance

Intercept —6.73%%% (1.99)°  —8.22%#% (220)  —6.76%%* (1.96) —1.52 (1.42) —1.82*% (1.21)
Proportion of outside directors 4.78%*% (2.24) 5.81%* (2.47) 4.74%*% (2.21) 0.92 (1.60) 0.94 (1.42)
Proportion of women directors 3.37** (1.66) 5.69%** (1.86) 3.36%* (1.65) 3.08%** (1.19) 2.99%* (1.17)
Proportion of stock owned 2.43 (2.50) 6.32%* (2.58) 2.46 (2.50) —0.28 (1.56)

by inside directors
Ratio of stock owned by outside —0.005 (0.008) 0.004 (0.007) —0.01 (0.01) —0.01 (0.01) —0.007 (0.006)

to inside directors
ROA —1.25 (1.96) 0.21 (2.46) —0.58 (1.45)
Financial leverage —0.04 (0.82) 0.08 (0.88) —0.44 (0.60)
Product/service quality 2.48**%* (0.32) 2.61%%* (0.32) 2.42%%% (0.31) 0.50% (0.27) 0.47% (0.27)

Innovativeness capability
AIC (smaller is better)
SC (smaller is better)
—2 Log Likelihood

1.98*** (0.31)
327.49

363.45

309.49

90.00

1.99%** (0.32)
322.64

1.97#** (0.31)
323.88

0.78*** (0.27)
525.63

0.78*** (0.27)
522.37

358.79 341.86 561.48 546.29
304.64 309.88 507.63 510.37
90.50 89.00 68.7 68.4

Percent concordant (greater is better)

*p < 0.10, ** p < 0.05, *** p < 0.01

? Model (1a) uses lag year data for board composition, managerial control of the board, and financial performance variables

® Standard deviations are reported in parentheses

It is important to note that, in our empirical analyses, the
coefficient estimates for our key variables (Proportion of
outside directors and Proportion of women directors) are
consistent in direction and generally consistent in effect
size across various model specifications (e.g., Models 1, 1a,
and 2), suggesting the robustness of model estimates.
Consequently, conclusions based on any of these models
do not substantially differ. That said, we prefer Model 2
over Model 1. The non-significant financial variables were
removed from the preferred model for parsimony without

the loss of the overall model goodness-of-fit.”> In the fol-
lowing sections, we focus our discussion on Model 2.

2 Model 1 does not find a significant relationship between firm CSR
performance and financial performance. This finding is documented
in prior literature. McWilliams and Siegel (2000), with a specific
focus on this issue, suggest that, after firm innovativeness is
controlled for, the relationship between firm CSR performance and
financial performance is “neutral” (i.e., statistically non-significant)
(p. 603).
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Results

According to Model 2 in Table 3, the coefficient estimates
for board composition variables, Proportion of outside
directors and Proportion of women directors, are 4.74
(p < 0.05) and 3.36 (p < 0.05), respectively. These results
offer statistically significant evidence that greater presence
of outside and women directors on corporate boards is
related to better CSR performance in an industry, sup-
porting both H1 and H2.

More specifically, we explain our results following the
recommendations by Dobson (2002). Our results suggest
that a 5 % increase in the percentage of outside directors
increases the odds ratio (defined by the probability of a firm
being ranked in the top half of its industry in CSR per-
formance/the probability of a firm being ranked in the
bottom half of its industry) by approximately 26 %
(exp(4.74 x 5 %) — 1 = 0.26), while a 5 % increase in
the percentage of women directors increases the odds ratio
by approximately 18 % (exp(3.36 x 5 %) — 1 = 0.18). To
put it differently, when all the variables are held at their
sample mean levels, a 5 % increase in the percentage of
outside directors leads to a 9.93 % increase in the proba-
bility that this firm’s CSR performance will be ranked in
the top half of its industry. Similarly, a 5 % increase in the
percentage of women directors leads to a 1.25 % increase
in the probability of this firm being ranked in the top half of
its industry.

Concerning the control variables, the relationships
between the stock ownership by directors and CSR per-
formance seem to be consistent with the findings of prior
studies (e.g., Coffey and Wang 1998). However, these
relationships are not statistically significant in our data. In
addition, our data analyses reveal positive associations
between several aspects of firm performance (product/ser-
vice quality and innovativeness) and CSR performance.
These results also are consistent with prior studies (e.g.,
McGuire et al. 2003; McWilliams and Siegel 2000).

In sum, our results suggest that two important aspects of
board composition, namely the proportions of outside and
women directors, have significant positive associations
with CSR performance within an industry. Our data from
more than 500 largest firms across 64 industries in the Post-
SOX era provide strong empirical evidence to support both
HI1 and H2.

Supplementary Study Using KLD Ratings

Although our conceptualization of CSR performance fits
well with the reputation-based CSR measure from FAMA,
past research has suggested that the construct of CSR may
be complex and multidimensional (e.g., Griffin and Mahon
1997; Mattingly and Berman 2006; McWilliams and Siegel
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2000). Researchers have, therefore, called for the use of
multiple sources and multiple measures to better capture
the multidimensionality of CSR (Carroll 1994; Chiu and
Sharfman 2011; Graves and Waddock 1994). In light of
this, we supplemented our FAMA-based study with another
widely used CSR data source—the Kinder, Lydenberg and
Domini (KLD) CSR ratings.

KLD Data

In comparison to the reputation-based FAMA CSR mea-
sure, KLD ratings are mostly based on firms’ reported
actions and/or events. Thus, prior research considers KLD
ratings to be more objective in nature (Liston-Heyes and
Ceton 2007), lending triangulation to our conclusions
based on subjective FAMA data. KLD ratings include
seven large categories (e.g., community and environment
issues) and approximately 80 items which are further cat-
egorized into either strengths or concerns.

As a supplementary study, we started our data collection
with the final sample in our FAMA study (516 firms). For
each firm in this sample, we attempted to locate its 2007
KLD ratings. A small number of firms were not covered by
the KLD ratings, reducing our sample size to 481 firms.

CSR Measure from KLD

In order to adapt the KLD ratings to capture stakeholder
management, we followed the CSR operationalization
described by Hillman and Keim (2001). More specifically,
KLD items were chosen from five existing categories of
KLD ratings: employee relations, diversity issues, product
issues, community relations, and environmental issues. As
theoretical work in stakeholder management literature has
yet to identify the relative importance of various stake-
holder groups and issues (Mitchell et al. 1997), we chose to
simply sum up all the items in the five categories with
strengths being treated as positives and concerns as nega-
tives. This simple sum procedure produced a composite
CSR score, which was named “CSR_KLD.” This proce-
dure again mirrored the one described by Hillman and
Keim (2001). One exception, however, was the exclusion
of two items in the category of diversity issues (i.e., “Board
of Directors” and “Non-Representation” in the KLD item
definition). Both account for the representation of women,
minorities, and the disabled on corporate boards, relating to
one of our key independent variables: Proportion of women
directors. The remaining items in the diversity category do
not relate to board composition.

With the CSR_KLD measure, we ranked firms within
their own industries. We denoted a firm ranked in the top
half of its industry as a top performer with “1” in value,
and a firm in the bottom half as a contender with “0” in
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value. This dichotomization, though it might have led to
reduced variation in the dependent variable, was critical to
capturing the industry-specific context of CSR. Firms in a
particular industry may be more engaged in CSR activities
than others simply due to the industry’s nature (Boutin-
Dufresne and Savaria 2004). Thus, simply adding up
actions or events reported in KLD ratings without
accounting for industry differences is inadequate (Cottrill
1990). Moore (2001) made this point simply: “comparing
CSR performance of an oil company, where environmental
and employee safety issues are likely to be paramount, with
a high street retailer in effect makes no sense (p. 304).”

Analyses and Results

We followed the same statistical procedure described in
our FAMA study to analyze the data (i.e., logistic regres-
sion and stepwise variable selection). More specifically, we
started with the full model (S1), and then gradually reduced
this model to the statistically preferred model (S2) based on
the model diagnostic statistics previously described (i.e.,
AIC, SC, and likelihood ratio test). Both Models S1 and S2
appear in Table 3.°

According to Model S2 in Table 3, the coefficient esti-
mates for the board composition variables, Proportion of
outside directors and Proportion of women directors, are
0.94 (p = 0.5) and 2.99 (p < 0.05), respectively. Although
the direction of the parameter estimate associated with
Proportion of outside directors is as expected (“+”), this
parameter is not statistically significant. The estimate
associated with Proportion of women directors is statisti-
cally significant, suggesting that greater presence of
women directors on corporate boards is related to better
CSR performance—measured by CSR actions and
events—within an industry. This result supports H2.

The results of this supplementary study offer additional
evidence to strengthen our conclusions regarding women
directors (H2) and some control variables (e.g., Innova-
tiveness capability). This study, however, does not offer
statistically significant results to support the effects of
outside directors (H1).

As discussed earlier, stakeholders’ perception of a firm’s
CSR reputation fits well with the key notion of stakeholder
acceptance. We thus prefer the reputation-based FAMA
measure over the action/event-based KLD measure. Firm
actions/events should be viewed as a firm’s efforts to gain
stakeholder acceptance, representing a more remote proxy
for CSR in our research context. In light of the above, the
supplementary study is viewed as a meaningful attempt to

3 In addition to Models S1 and S2, we also conducted data analyses
with CSR_KLD retained as a continuous variable. Results from these
analyses (not reported for brevity) are not substantially different.

better capture the multidimensionality of CSR. The results
of this study, however, are exploratory in nature. As prior
research points out, several important methodological
issues need to be resolved for KLD-based CSR measures.
For example, the relative importance of each stakeholder
group or issue across industries should be considered
(Mitchell et al. 1997).

Discussion and Implications for Future Research

In this research, we examined the relationship between the
composition of a firm’s board of directors and its CSR
performance. Following legitimacy theory, we view CSR
performance as a reflection of a firm’s moral legitimacy
among its stakeholders. We argue that outside and women
directors contribute to effective stakeholder management.
Enhanced stakeholder management fosters stakeholder
acceptance and thus helps establish a firm’s legitimacy
among its stakeholders. Our empirical results show that
greater presence of outside and women directors is related
to better CSR performance within a firm’s industry. In the
Post-SOX era, most public firms now have a substantial
presence of outside and women directors on their boards.
Given this new reality of corporate board structure, our
results are particularly meaningful in affirming the con-
tinued importance of selecting outside and women direc-
tors as a means to influence CSR performance. Our main
study supports both our hypotheses (H1 and H2); our
supplementary study supports H2.

Our study makes several important empirical contribu-
tions. In our analyses, we utilize two measures of within-
industry CSR performance: the FAMA-based measure that
reflects firm reputation in the industry, and the KLD-based
measure that reports firm actions/events. As firms in dif-
ferent industries may encounter different stakeholders and
operating contexts, our conceptualization as well as oper-
ationalization of CSR performance makes most sense
within the industry context. Our empirical analyses make a
contribution in this regard by utilizing two within-industry
CSR measures. The construct of CSR is complex and
multidimensional. Thus, using an alternative CSR measure
from a different data source in our supplementary study
aids in triangulation (Carroll 1994; Graves and Waddock
1994), representing another contribution to the empirical
analysis of CSR performance.

Other aspects of our empirical analyses also contribute
to the literature. Both our main and supplementary studies
use overall CSR performance. That is, performance
accounts for both the strengths and weaknesses of CSR and
across multiple issues of CSR. This approach is notably
different from some prior studies that focus on either
strengths or weaknesses of CSR (e.g., Post et al. 2011), as
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well as other studies that focus on specific areas of CSR
like charitable giving and green issues (e.g., Post et al.
2011; Wang and Coffey 1992). In addition, both our
studies use large samples of approximately 500 firms
across 64 different industries, in contrast to previous
research of substantially smaller sample sizes (e.g., Bear
et al. 2010; Post et al. 2011; Wang and Coffey 1992). Thus,
our empirical studies represent macro-level and large-scale
analyses of outside and women directors’ relationships to
CSR performance, adding to the field new and meaningful
empirical evidence.

Besides empirical importance, our work contributes to
legitimacy theory by suggesting board member selection as
a possible means to enhance a firm’s moral legitimacy.
Although a large body of organizational legitimacy
research exists within the literature on corporate gover-
nance (Certo et al. 2001; Filatotchev and Bishop 2002),
strategic management (Higgins and Gulati 2003, 2006),
and CSR (Palazzo and Scherer 2006, 2008; Scherer and
Palazzo 2011), there is little existing work explicitly link-
ing board structuring to firms’ moral legitimacy. In the
studies of organizational legitimacy, most attention is
directed to two other types of legitimacy, namely prag-
matic and cognitive legitimacies,” as they tend to be related
directly to financial performance (Scherer and Palazzo
2011). Yet, as business actions increasingly become the
important subjects of social, political and moral debates,
there is a pressing need for firms to identify strategies and
mechanisms that help them secure moral legitimacy in the
eyes of their stakeholders (Palazzo and Scherer 2006, 2008;
Scherer and Palazzo 2011). Our research makes a mean-
ingful attempt to offer insights in this area; our empirical
analyses support the proposed relationships.

Our research offers implications for both stakeholders and
businesses. For stakeholders, participation in board opera-
tions may be a good strategy to ensure that firms adequately
hear and respect stakeholder voices and claims. This impli-
cation is consistent with previous research (Frooman 1999).
For businesses, failure to recognize stakeholder claims may
damage firms’ acceptance by their stakeholders and thus
reduce a firm’s moral legitimacy in their operating envi-
ronments. Under certain conditions, the loss of moral legit-
imacy may suspend a firm’s “license to operate.”
Monsanto’s failure to commercialize its sterilized seed
technology after worldwide protests against it vividly dem-
onstrates this point (Hart and Sharma 2004). In order to avoid
Monsanto’s mistakes, we concur with previous studies (e.g.,
de Graaf and Herkstroter 2007) that firms should improve
stakeholder management by institutionalizing certain CSR

4 Pragmatic legitimacy is based on stakeholders’ calculation of self-
interest. Cognitive legitimacy is based on taken-for-granted social
assumptions. See more discussion in Suchman (1995).
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behaviors through careful structuring of corporate boards.
Although careful selection of board members is only one
factor in effective stakeholder management, it is the board’s
job to bring coherence to the operations or investments
related to stakeholder management, because the board “can
bring a visionary assessment of how such activities, when
properly integrated, can deliver future value for the firm
(Leonard and Rangan 2006, p. 12).”

Several limitations in our study may help suggest
directions for future research. First, the concept of CSR is
known to be complex and somewhat ambiguous (Vaaland
et al. 2008). In fact, the CSR concept has been evolving
ever since it was first introduced in the 1950s (Carroll
1999). This lack of a clear definition may bring unwanted
noise to the FAMA survey. For KLD ratings, it becomes
difficult to decide what items should be included/excluded
and what relative weights should be applied to accurately
reflect a firm’s CSR performance. Future research that
allows us to fine tune CSR measures would be particularly
meaningful. This is also the premise to design longitudinal
studies assessing CSR performance before and after SOX.

Second, our empirical analyses are based on the corre-
lations among variables. The directionality of the rela-
tionship between outside (women) directors and CSR
performance is established through our conceptual analysis
based on the literature of legitimacy theory and stakeholder
management. Future research utilizing designs that better
identify the cause and effect (e.g., field experiments) would
also greatly complement our work.

Finally, as a director’s gender and inside/outside mem-
bership are not necessarily mutually exclusive, the two
board composition variables in our study may have some
overlap (e.g., women directors include both inside and
outside directors). We, therefore, fitted models that parti-
tioned the effects of the two board composition variables.’
The results of these models seem to be generally consistent
with those of Model 1. We found some empirical evidence
that women outside directors, among other types of
directors, have the largest effect on CSR performance.’
Although this is not unexpected, our conceptual framework
does not inform the interaction between the two board
composition variables (e.g., our conceptual work does not
predict the difference between women inside directors and
men outside directors). The findings from such modeling
efforts are therefore mostly exploratory, thus calling for
future research—especially conceptual work—to guide a

> The partitioning is done through using three variables to account for
the four types of directors: the proportion of women outside directors,
proportion of women inside directors, proportion of men outside
directors, and proportion of men inside directors.

% For instance, we found that among outside directors, women have
greater effects on CSR performance than men. The difference
(ff = 2.96) is statistically significant at the 10 % level.
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more nuanced analysis of the interaction of various char-
acteristics of board directors.

In closing, board directors’ roles and functions are of
great interest to both academics and practitioners. Our
work adds to the field by showing that outside and women
directors help enhance a firm’s management of its stake-
holders and thus establish a firm’s moral legitimacy among
its stakeholders. In addition, our work should motivate
interesting future studies that further our understanding of
this critically important but relatively under-researched
area.
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