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Abstract The study empirically investigates the rela-
tionship between corporate governance and the triple bot-
tom line sustainability performance through the lens of
agency theory and stakeholder theory. We claim, in fact,
that no single theory fully accounts for all the hypothesised
relationships. We measure sustainability performance
through manual content analysis on sustainability reports
of the US-based companies. The study extends the existing
literature by investigating the impact of selected corporate
governance mechanisms on each dimension of sustain-
ability performance, as defined by the GRI framework. Our
approach allows to identify which governance mechanisms
foster triple bottom line performance, also revealing that
some mechanisms fit only specific dimension(s) of sus-
tainability. The fact-based findings provide support for a
new beginning in the theorising process in which the the-
ories must try not only to provide rationale for the impact
of corporate governance on sustainability, but also to
explain which dimension of sustainability might be more
affected. The most important implication for practitioners
is the support for sustainability practices, which may be
gained through implementation of particular corporate
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governance mechanisms. The findings contribute also to
the improvement of the ongoing standard setting process,
in particular as it concerns the in-depth revision of the
economic dimension of sustainability carried out under the
new GRI framework.
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Introduction

The debate on corporate scandals suggests the need for
consideration of social goals along with profit maximisa-
tion (Margolis and Walsh 2003). Such discussion raises the
questions of how effectively firms are governed and how
different internal and external governance mechanisms
determine corporate social behaviour. Since the UN Con-
ference on the Human Environment, held in Stockholm in
1972, and following the great resonance of the Bruntland
report issuance in 1987, corporate social responsibility
(CSR) has climbed the ranking of governance priorities.
Despite the acknowledgment of its importance; however,
CSR is still a voluntary act for firms in most parts of the
world (Cheng and Courtenay 2006).

The contemporary approach towards CSR focuses on
triple bottom line functioning of the firm (Elkington 1997).
This approach gives equal weight to economic, environ-
mental, and social dimensions. The basic premise of the
triple bottom line performance is its voluntary nature which
pays off in the form of competitive advantage for the
sustainable firms (Porter 1991). Keeping in view the vol-
untary nature of sustainability initiatives, in this study we
investigate the relationship between internal corporate
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governance (CG) and triple bottom line performance of the
US-based firms.

Despite the progress made towards understanding the
impact of CG characteristics on corporate sustainability,
there is still room to investigate this relation more thor-
oughly (Walls et al. 2012). Complete understanding
requires more detailed exploration of the relationship
between governance characteristics and sustainability
dimensions. Several attempts have been made to compre-
hend this relationship, but none of the empirical contribu-
tions consider all three dimensions of sustainability
performance (SP hereafter) in this given nexus.

Recently, Walls et al. (2012) note that firms with more
independent boards and higher gender diversity exhibit
higher environmental performance; their study covers the
environmental dimension only. Likewise, many others such
as Brammer and Pavelin (2006) and Rodrigue et al. (2013)
link CG and environmental disclosure, whereas Mallin
et al. (2013) add social disclosure. Similarly, there is also
quite some literature investigating the relationship between
CG, social disclosure (Haniffa and Cooke 2005), and per-
formance (see e.g. Wang and Coffey 1992, Williams 2003,
and Johnson and Greening 1999).

However, as the existing literature does not encompass
the impact of CG on all the three dimensions of corporate
sustainability, we perform such thorough analysis. To do
so, we apply the framework provided by Global Reporting
Initiative (GRI) for SP reporting. The GRI framework is
widely accepted and considered as the best SP reporting
framework (Morhardt et al. 2002; Fonseca et al. 2014). It
challenges firms to disclose positive and negative perfor-
mance on economic, environmental, and social dimensions
under the assumption that each dimension is equally
important for sustainable development (GRI 2006).

By quantifying the different dimensions of sustainability
separately, this study uncovers many aspects in the gov-
ernance—sustainability nexus. This treatment adds new
evidence to the existing body of knowledge concerning the
relationships between a firm’s characteristics and sustain-
ability dimensions, corroborating the arguments about the
inter-linkages between different sustainability dimensions
and their relative importance (Lozano 2008; Lozano and
Huisingh 2011).

The analysis of manually quantified sustainability per-
formance information reveals that a more independent
board has a noteworthy role in fostering SP (defined as
Hypothesis 2). It strengthens the idea of role separation and
discourages the role of CEO as chairperson of the gov-
erning board in order to attain better environmental sus-
tainability (Hypothesis 3). The results also show that the
existence of more female directors enhances the social
performance of a firm (Hypothesis 4). The frequency of
board meetings improves social sustainability (Hypothesis
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5), and the sustainability committee plays a substantial
positive role in enhancing environmental and social per-
formance of firms (Hypothesis 6). Our results imply that
effective internal governance mechanisms help firms meet
sustainable development goals. All the results remain
stable across all industries under study.

Theoretically, our study contributes to two dominant
paradigms of governance research, i.e. agency and stake-
holder theory. We highlight the complementarities of both
frameworks and take partly the agency and partly the
stakeholder theory perspective in hypotheses development
because no single theory can fully explain the hypothesised
relationships (Walls et al. 2012). Our claims regarding
board size (Hypothesis 1), board independence (Hypothesis
2), CEO duality (Hypothesis 3), and board meetings (Hy-
pothesis 5) are based mainly, but not exclusively, on
agency theory. On the other hand, the claims concerning
women on the board (Hypothesis 4) and CSR committees
(Hypothesis 6) are developed mainly through stakeholder
theory.

Some scholars rely on other theoretical frameworks such
as the resource-based view (Amran et al. 2014), the
resource dependence theory and the slack resources theory
(Fodio and Oba 2012), the neo-institutional theory (Ntim
and Soobaroyen 2013), and the stewardship theory (Sharif
and Rashid 2014). But again any theory independently falls
short in explaining the relationship completely (see for
example Haniffa and Cooke 2002; Prado-Lorenzo and
Garcia-Sanchez 2010; Mallin et al. 2013).

Our study acknowledges the lacuna of a single theoret-
ical framework and provides support for adopting different
theories to study different dimensions of corporate gover-
nance. Our results may also guide future studies: showing
that the predicted effect is often limited to one dimension
of sustainability (either social or environmental), it calls for
the necessity to assess simultaneously the triple bottom line
performance of the CG aspect under examination.

The remainder of the paper is organised as follows: in
the next section, we discuss the theoretical underpinnings
of CG-SP nexus and develop our research hypotheses.
Subsequent to the hypothesis development, we present the
research method, empirical model, and estimation tech-
nique. In “Empirical results” section, we discuss the
empirical results. In “Discussion and Conclusions and
Limitations and Future Research” sections, we present our
conclusion, implications, and directions for future research.

Theoretical Background and Review of Literature
Review of existing literature reveals that agency theory

(Jensen and Meckling 1976) and stakeholder theory
(Freeman 1984) are the two dominant perspectives used to
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explain the relationship between governance and SP (see
Table 1). Agency theory explains the conflicting relation-
ship between managers and stakeholders assuming the
presence of information asymmetry, opportunistic beha-
viour of agents, and conflicts of interests between principal
(shareholder) and agent (manager). Therefore, it is desir-
able to monitor the agents closely in order to align the
principal-agent goals, reduce conflicts, and maximise the
wealth of stockholders (Halme and Huse 1997).

Agency theory contends that effective CG improves
firm’s capability to deal with emerging challenges and
reduce the agency conflicts (Haniffa and Cooke 2002).
Additionally, it maintains that the internal governance
mechanism must act effectively to hold the agents
accountable for their actions (Li et al. 2008). The agency
literature in this vein suggests that effective CG enhances a
firm’s legitimacy (Michelon and Parbonetti 2012) and
improves financial performance (Jo and Harjoto 2011).

Keeping in view the stakeholders’ demand for sustain-
able corporate development, Gul and Leung (2004) argue
that the agency theory better explains the role of gover-
nance in stakeholders’ management. Similarly, Haniffa and
Cooke (2002) maintain that effective board performance is
important in order to curb managers’ opportunism. Other
proponents of agency theory such as Kolk (2008), Ienciu
et al. (2012), and Buniamin et al. (2011) argue that effec-
tive governance can reduce the agency problems by hold-
ing managers accountable to the wide variety of
stakeholders.

Although researchers have used the agency theory
framework to explain the CG-CSR link, this framework
seems unable to cover all the aspects of this relationship.
There are good reasons for the quest for a logical premise that
the majority of the literature seems to assume implicitly, with
few exceptions: “The fact that companies increasingly use
CSR committees does not explain why they do so and in
which direction CSR governance structures might evolve”
(Spitzeck 2009, p. 502). This shows that agency theory
cannot fully explain the CG—CSR link. This limitation seeks
theoretical aid to explain the CG—SP relationship.

Agency and stakeholder theories complement each other
by advocating the alignment of stockholder, stakeholder,
and management goals. Both frameworks discourage the
opportunistic behaviour of management (Michelon and
Parbonetti 2012). Walls et al. (2012) contend that one
theory independent of the other is unable to explain why
and/or how social targets should be included in corporate
strategic goals. It is also evident from our literature review
that many researchers use more than one theory to
hypothesise about the relationships between CG and CSR
dimensions (see e.g. Gul and Leung 2004; Fodio and Oba
2012; Mallin et al. 2013; Amran et al. 2014; Sharif and
Rashid 2014; Arena et al. 2014; Post et al. 2014). This fact

provides the rationale of combining both theories to
explain the CG-SP link.

The findings of recent research show that companies all
over the world are facing increased stakeholder pressure to
be sustainable (see e.g. Chen and Wang 2011). The stake-
holders’ need for information about ongoing operations has
increased remarkably in the last couple of decades (Haniffa
and Cooke 2005; Fernandez-Feijoo et al. 2012). Stakehold-
ers expect companies to disclose not only financial but also
non-financial information (Fernandez-Feijoo et al. 2012).
Jensen and Meckling (1979) and Hill and Jones (1992) argue
that the board of directors is the supreme stakeholder of
business firms and its duty is to align the goals of manage-
ment with those of the wider variety of stakeholders.

Under stakeholder theory, Michelon and Parbonetti
(2012) argue that good CG enhances firm—stakeholder
relationships by fostering corporate sustainability. They
consider good governance and sustainability as comple-
mentary mechanisms for better stakeholder management.
They further note that stakeholder theory provides a link
between governance mechanisms and sustainability initia-
tives for aligning long-term management—stakeholder
goals. Barako and Brown (2008) divide stakeholder theory
into two branches—managerial and ethical. Following
Deegan (2000) and O’Dwyer (2002) who named manage-
rial as a positive and ethical as a normative branch of
stakeholder theory, Donaldson and Preston (1995, p. 6)
argue that all the branches of stakeholder theory are ‘mu-
tually supportive’ and advocate the conflict-free manage-
ment—stakeholder relationship.

Following Jensen and Meckling (1979), in our theoret-
ical framework we consider the governing board as a
stakeholder group and use both agency and stakeholder
theories for hypothesising on the underlying CG-SP rela-
tionships. Table 1 below provides an overview of empirical
literature along with the use of agency and stakeholder
theory in existing literature.

Hypothesis Development Framework

The literature on CG almost unanimously agrees on the fact
that, the commitment to increase accountability and trans-
parency in a company’s activities, other than economic and
financial ones, has grown rapidly among major companies
and has become a relevant topic for corporate management.
Several recent contributions have investigated the trust-
worthiness of the relationship between factors describing
the governance structure and the various manifestations of
SP through statistical analysis. Fewer contributions went
further than exploring the actual managerial rationale for
such a phenomenon and/or tried to frame it into a theoretical
perspective.
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Table 1 Theoretical background and review of prior research

Study Governance variable(s) Dependent variable(s) Data source Theory Country
(Results in parenthesis) applied
Wang and Board independence (+), Director ownership ~ Corporate Philanthropy =~ Content analysis ~ Agency usS
Coffey (4+), Women on board (0) on annual Theory
(1992) reports
Halme and Board size (4) Environmental Content analysis  Agency Scandinavian
Huse (1997) Disclosure on annual Theory countries
reports
Johnson and Board independence (+), Director ownership ~ People and Product Survey Agency usS
Greening (+) Dimensions of Theory
(1999) corporate social
responsibility
Babio Arcay Board independence (4), director ownership ~ Voluntary corporate Content analysis  Agency Spain
and Muifo (4), Board audit committee (+), CEO disclosures on annual theory
Vézquez duality (0), board size (0) reports
(2005)
Cheng and Board size (+4), Board independence (+), Voluntary corporate Content analysis Agency Singapore
Courtenay Board composition (0), CEO duality (0) disclosures on annual theory
(2006) reports
Mohd Ghazali  Family members on board (0), board CSR disclosure Content analysis Agency Malaysia
and independence (0), board composition (0), on annual theory
Weetman director ownership (4) reports
(2006)
Barako et al. Board composition (—), CEO duality (0), Voluntary corporate Content analysis  Agency Kenya
(2006) Board audit committee (+) disclosures on annual theory
reports
Hossain and Board composition (0) CSR Disclosure Content analysis Agency Bangladesh
Reaz (2007) on annual Theory
reports
Lim et al. Board independence (+) Voluntary disclosure Content analysis Agency Australia
(2007) including Social on annual theory
information reports
Aras and Corporate governance index (4) Sustainability Content Analysis Stakeholder UK
Crowther Disclosure on annual theory
(2008) reports
Akhtaruddin Board Size (+), Board Composition (+), Voluntary disclosure Content analysis  Agency Malaysia
et al. (2009) Board audit committee (0) on annual theory
reports
Arussi et al. CEO duality (—) Environmental Content analysis Agency and  Malaysia
(2009) disclosure on annual stakeholder
reports theory
Dunn and Board Independence (+) Corporate social Canadian Social ~ Agency Canada
Sainty performance score Investment theory
(2009) Database
Said et al. Board Size (+), Board independence (0), CEO CSR disclosure index Content analysis Agency Malaysia
(2009) duality (0), Board audit committee (4) on annual theory
reports and
website
Al-Shammari Board composition (0), Family members on Voluntary Disclosure Content Analysis Agency Kuwait
and Al- Board (0), CEO duality (0), Board Audit Index on annual Theory
Sultan committee (+) reports
(2010)
Jo and Harjoto  Governance index (4-), CEO duality (4-), CEO CSR combined score KLD Agency uUsS
(2011) chair of nomination committee (0), Board theory

size (0), Board Independence (4)
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Table 1 continued

Study Governance variable(s) Dependent variable(s) Data source Theory Country
(Results in parenthesis) applied
Post et al. Board independence (4), Women on Disclosed environmental KLD Agency us
(2011) Board (0), Board Competence (0) performance indicators theory
Galbreath Board Independence (+4), Board Size (0), Environmental quality and  Content Agency Australia
(2011) Women on board (+) social responsiveness analysis on theory
information annual reports
Ienciu et al.  Board size (0), CSR committee (4), Environmental Reporting Content Agency worldwide largest
(2012) Board composition(+) analysis on theory petroleum
Archival data companies
Htay et al. CEO duality (0), Board Independence Social and environmental Content Agency Malaysia
(2012) (+), Board Size (+), Director disclosure analysis on theory
Ownership (0), Institutional annual reports
Ownership(0)
Rao et al. Board Independence (+), Institutional Environmental Disclosure OSIRIS Agency Australia
(2012) Ownership (+), Board Size (+), database theory
Women on board (+)
Walls et al.  Board Size (-), Board Independence (—), Environmental strengths KLD Agency and [N
(2012) Women on board (+), CSR Committee and concerns stakeholder
(+) theory
Allegrini and Board independence (0), Board Size (4+), Adoption of best practices  Content Agency Italy
Greco CEO duality (—), Board Meetings (+), for voluntary disclosure analysis on theory
(2013) Board audit committee (+) annual reports
Ho and Corporate Governance Index based on Corporate social Content Agency Malaysia
Taylor content analysis of financial reports (+)  responsibility disclosure analysis on theory
(2013) annual reports
Saha and Board Size (0), Board Independence (0), Voluntary disclosure Content Agency Bangladesh
Akter Board audit committee (—), Director analysis on theory
(2013) Ownership (—) annual reports
Garcia- Board size (0), Foreign directors (0), CSR disclosure Thomson Agency Spain
Sanchez Women on board (+), Director Reuters theory
et al. Ownership (+), Board Meetings (0), database
(2014) Board Composition (+)
Giannarakis ~ CEO duality (0), Women on board (0), CSR disclosure Bloomberg data  Stakeholder US
(2014a) Board Competence (0), Board Meetings source theory
(0), Board size (0), Board composition
(0), CSR Committee (+4)
Giannarakis ~ CEO duality (—), Women on board (0),  ESG disclosure score Bloomberg data  Stakeholder UsS
(2014b) Board Competence (0), Board Meetings source theory
(0), Board size (+)
Giannarakis ~ CEO duality (—), women on board (+) Sustainability disclosure Bloomberg data  Stakeholder uUsS
et al. source theory
(2014)
Jizi et al. CEO duality (+), Board Size (+), Board CSR reporting Thomson One  Agency UsS
(2014) Independence (+), Board meetings (+) banker theory
database
Janggu et al. Board size (+), Director Ownership (0),  Sustainability disclosure Content Agency Malaysia
(2014) Board Competence (+4), Board analysis on theory

Independence (0), CEO duality (+),
Foreign directors (0)

annual reports

+, Positive; 0, insignificant; —, negative

Source Authors

The variables most frequently used in the literature to
describe the structure of CG are as follows: board independence
and board composition, defined through parameters such as the
total number of directors on the board; percentage of

independent directors; CEO duality; percentage of non-exec-
utive directors; directors’ ownership; and women on the board.
The presence of a CSR committee and/or a CSR director is also
often considered as affecting the CSR performance.
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Differently from the existing contributions, we consider
a widely accepted GRI framework and link the selected
governance variables to the triple bottom line SP of a firm.
The economic bottom of SP is composed of three sub-
dimensions, namely direct economic value generated,
market presence, and indirect economic impacts. The
environmental and social bottoms also have sub-categories.
The environmental bottom deals with the aspects of
material, energy, water, biodiversity, emission and waste,
products and services, compliance with environmental
regulations, transportation of products, and overall envi-
ronmental protection measures taken by a firm. The social
bottom deals with labour laws, human rights, society, and
product responsibility aspects. As for CG, we identify the
most widely studied characteristics, as found in prior lit-
erature (see Table 1). These are board size, board inde-
pendence, CEO duality, women on the board, number of
board meetings per year, and existence of a sustainability
committee or CSR director. In the sub-sections below, we
develop hypotheses for CG characteristics.

Board Size and SP

Board size is taken into consideration mainly from the
perspective of agency theory as a feature that induces less
optimal monitoring in firm governance as the size increases
(De Andres et al. 2005). The empirical studies show
fragmented results for the relationship between board size
and sustainability practices. Similarly, group dynamics and
collective decision-making along with agency perspective
advocate smaller governance board size (Ahmed et al.
2006; Amran et al. 2014). Prado-Lorenzo and Garcia-
Sanchez (2010) argue that larger board size is detrimental
to governance efficiency.

There is no clear consensus in the existing literature
regarding the relationship between board size and SP. It is
commonly argued that the larger the board size, the less
effective the monitoring, controlling, communication, and
decision-making it results. Ahmed et al. (2006) and Dey
(2008) are of the view that a smaller board size makes
communication more efficient, resulting in increased
accountability and commitment. On the other hand, Guest
(2009) highlights the drawback by arguing that smaller
boards have less diversified expertise as compared to larger
boards, which may affect the quality of advice given.
According to John and Senbet (1998), a smaller board
represents a higher workload for each board member,
which may reduce their ability to monitor and control
effectively. Likewise, Arena et al. (2014) reveal a positive
association between board size and environmental rating.
Many others note an insignificant relationship between size
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of the board and voluntary CSR initiatives (see e.g. Amran
et al. 2014; Ienciu et al. 2012; Michelon and Parbonetti
2012; Babio Arcay and Muifio Vazquez 2005).

Keeping in view the voluntary nature of the sustain-
ability initiative, we give ultimate importance to group
dynamics and collective decision-making, and follow the
arguments of De Andres et al. (2005) and Prado-Lorenzo
and Garcia-Sanchez (2010), who argue that larger board
size is detrimental to governance efficiency.

Taking this perspective of agency theory, we hypothe-
sise the following relationship:

Hypothesis 1 Board size negatively impacts sustainabil-
ity performance of a firm.

Hla Board size negatively impacts economic sustain-
ability performance.

H1b Board size negatively impacts environmental sus-
tainability performance.

Hlce Board size negatively impacts social sustainability
performance.

Board Independence and SP

Agency theory suggests that an independent governing
board can control and monitor the agents’ actions effec-
tively. Furthermore, independent directors symbolise
higher transparency which leads towards long-term value
enhancement (Jizi et al. 2014). In the stakeholder theory
framework, the independence of the board is expected to be
positively associated with a higher level of SP since
external directors are realistically less subjected than
internal ones to pressure from shareholders and managers.
Moreover, being external to the organisation they are
invested with a responsibility towards a wider audience and
have higher reputational costs (Lim et al. 2007; Prado-
Lorenzo and Garcia-Sanchez 2010).

Prior empirical literature provides competing results on
the association between board independence and SP. Eng
and Mak (2003) note a negative impact of higher board
independence on social disclosure. Allegrini and Greco
(2013), Cormier et al. (2011), Huafang and Jianguo (2007),
McKendall et al. (1999), and Michelon and Parbonetti
(2012) are among those who report an insignificant rela-
tionship between the number of independent directors on a
board and sustainability initiatives. This theoretical com-
petition and empirical fragmentation of results clearly calls
for further investigation into the underlying relationship,
therefore we hypothesise that:

Hypothesis 2 Board independence positively impacts the
sustainability performance.
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H2a Board independence positively impacts the eco-
nomic dimension of SP.

H2b Board independence positively impacts the envi-
ronmental dimension of SP.

H2c¢ Board independence positively impacts the social
dimension of SP.

CEO Duality and SP

Agency theory posits a vigilant monitoring of agents’ deci-
sions in order to protect shareholders’ rights (Jensen and
Meckling 1976). CEO duality means that the chief executive
officer also holds the position of the board’s chairperson.
When the two roles are assigned to a single person, it may
result in weak monitoring (Rechner and Dalton 1991). The
presence of the CEO as chair of the CG board reduces the
independence of the board, which in turn decreases
accountability and transparency of the firm (Michelon and
Parbonetti 2012). In the stakeholder theory framework, the
independence of the board is expected to be positively
associated with a higher level of disclosure, since external
directors are realistically less subjected to pressure from
shareholders and managers than internal ones. Moreover,
being external to the organisation, they are invested with a
responsibility towards a wider audience and have higher
reputational costs in comparison to internal directors (Lim
etal. 2007; Prado-Lorenzo and Garcia-Sanchez 2010). When
the two roles of CEO and chair of the CG board are com-
bined, the boundary line between management and control
becomes blurred (Fama and Jensen 1983).

Review of empirical literature reveals mixed findings on
the relationship between CEO duality and SP of a firm.
Arena et al. (2014) find a positive association between the
CEO’s dual role and environmental performance. Jizi et al.
(2014) and Mallin et al. (2013) report a positive relation-
ship between CEO duality and voluntary reporting prac-
tices. On the other hand, Haniffa and Cooke (2002), Barako
et al. (2006), Buniamin et al. (2011), Michelon and Par-
bonetti (2012), and Liao et al. (2014) find no significant
link between CEO duality and sustainability performance
reporting. Clearly, the negative relationship is in line with
the theoretical as well as managerial rationale which sug-
gests that the separation of the two roles is advisable.
Hence we hypothesise the following relationships:

Hypothesis 3 CEO duality negatively impacts sustain-
ability performance.

H3a CEO duality negatively impacts economic sustain-
ability performance.

H3b CEO duality negatively impacts environmental
sustainability performance.

H3c¢ CEO duality negatively impacts social sustainability
performance.

Women on the Board and SP

Board composition has been interpreted in several ways
that usually relate to size and diversity between the com-
ponents in terms of gender and percentage of insiders
versus outsiders. Diversity in the board is also correlated to
a broader set of objectives pursued by the reporting: Liao
et al. (2014) specifically refer to a divergent perspective
between members of the board as a characteristic that
enhances the representativeness of the governance.

The presence of women on the board as a measure of
diversity has been positively associated with an increased
orientation towards social responsiveness (Wang and
Coffey 1992; Williams 2003). Interpretations of this cor-
relation are connected to differences in their prevailing
background (e.g. law, humanities, education) that push
women to be more sensitive towards giving, towards phi-
lanthropic initiatives, and towards CSR in general (Wil-
liams 2003), and to differences in behaviours induced by
sex inequalities in the job environment (Galbreath 2011).

On the basis of stakeholder theory, Orij (2010) notes
that women are more orientated towards social issues than
men. More women on the board may push the board
members to develop effective stakeholder management by
meeting a wider range of customers’ expectations (Daily
and Dalton 2003). This enables firms to take CSR initia-
tives and enhances socially responsible behaviour of the
firms (Webb et al. 2008). Similarly, the literature focusing
on CG and economic performance reveal that diversity in
board composition leads to better corporate decision-
making and economic performance (see for example
Erhardt et al. 2003; Campbell and Minguez-Vera 2008).
Based on the above discussion and rationale provided by
stakeholder theory, we hypothesise the following
relationships:

Hypothesis 4 Higher percentage of women on the board
positively impacts the SP.

H4a More female directors on the board positively
impacts economic sustainability dimension of SP.

H4b More female directors on the board positively
impacts environmental sustainability dimension of SP.

H4c More female directors on the board positively
impacts social sustainability dimension of SP.

Board Meetings and SP

Like the opposing positions and results of other governance
variables in relation to CSR, board activity is no exception.
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Board meetings are often used as proxy for the level of
board activity and board diligence (Laksmana 2008). There
are two positions regarding the prospective impact of board
activity on non-financial performance. Some scholars are
of the view that more frequent meetings symbolise the
inefficacy of directors which consequently limit their per-
formance (Vafeas 1999), while others contend that it rep-
resents board effectiveness, which facilitates better
supervision of a company’s operations and motivates firms
to increase transparency (Lipton and Lorsch 1992).

The former view finds support in a few studies such as
Frias-Aceituno et al. (2013) and Prado-Lorenzo and Gar-
cia-Sanchez (2010), who report a negative relationship
between board meetings per year and environmental
transparency. Other studies, such as Karamanou and
Vafeas (2005) regarding transparency, and (Giannarakis
2014a) regarding SP disclosure of firms, find no relation-
ship between the number of board meetings and SP.

The latter view is supported by recent empirical con-
tributions. Allegrini and Greco (2013) study Italian firms
and find a positive relation between the number of board
meetings and organisational transparency. Likewise,
Adawi and Rwegasira (2011) and Jizi et al. (2014) show a
positive relationship between board activity and SP dis-
closure. Additionally, Ricart et al. (2005) find that higher
number of board meetings represent the board activity
regarding strategic planning of the firms; their interpreta-
tion of board meeting is the process of decision-making
and accountability and distribution of resources. They note
that in most of the board meetings, sustainability issues are
discussed. Their study reveals a positive impact of board
meetings on sustainability performance. Even though it
may be reasonable to assume that more frequent board
meetings are an indication of a firm’s financial distress,
researches developed under agency theory assumptions
show that when the directors care more about shareholders’
interests than those of debt-holders, their work incentive
falls as the firm becomes more financially distressed. In
fact, greater financial distress implies a greater probability
of insolvency and/or a smaller firm value relative to debt.
Consequently, the shareholders and the directors alike
obtain less reward from the directors’ hard work (Vafeas
1999). In this study, we adopt an agency theory perspec-
tive, consider the number of board meetings as a sign of
board diligence, and propose a positive relationship
between board meeting frequency and SP.

Hypothesis 5 Number of board meetings has a positive
impact on the SP of firms.

HS5a Number of board meetings has a positive impact on
economic sustainability performance of a firm.
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HSb Number of board meetings has a positive impact on
environmental sustainability performance of a firm.

HSc Number of board meetings has a positive impact on
social sustainability performance of a firm.

Sustainability Committee and SP

Another element of board structure used in recent studies
is the existence of a sustainability/CSR committee on the
governing board. The existence of a CSR committee
symbolises the board’s orientation and commitment
towards sustainable development. Scholars like Ricart
et al. (2005) carry out an exhaustive analysis of business
cases and argue that the existence of a CSR committee is
a sign of a firm’s commitment towards sustainability.
They interpret it as an allocation of productive resources
for better stakeholder management by fostering sustain-
ability practices in the firm’s strategic planning.

The theoretical underpinning combined with common
sense supports a positive link between a CSR committee
and SP (Ricart et al. 2005). However, there is no clear
consensus among different empirical findings. The liter-
ature reveals insignificant as well as positive relationships
between a sustainability committee and SP. McKendall
et al. (1999) and Rodrigue et al. (2013) report an
insignificant relationship between a CSR Committee and
environmental violations and performance, respectively.
Michelon and Parbonetti (2012) conduct a study on the
US and European companies, finding an insignificant
relationship between the existence of a sustainability
committee and SP disclosure. Similarly, Rupley et al.
(2012) find an insignificant impact of a CSR Committee
on quality of environmental disclosure.

However, Spitzeck (2009), based on a study of British
firms, confirms a positive and significant impact of the
presence of a CSR committee on CSR practices. Liao et al.
(2014) study the UK-based firms and report a positive link
between a CSR committee and carbon disclosure projects.
Likewise, Ienciu et al. (2012), Walls et al. (2012), Arena
et al. (2014), and Amran et al. (2014) are among others
who find a positive relationship between a CSR committee
and certain aspects of SP. Based on these results and the
arguments of our baseline theories, we expect to find a
positive relationship between the existence of a sustain-
ability committee and SP.

Hypothesis 6 Existence of sustainability committee has a
positive and significant impact on the SP of firms.

Hé6a Existence of sustainability committee positively
impacts economic sustainability performance of a firm.
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H6b Existence of sustainability committee positively
impacts environmental sustainability performance of a
firm.

Ho6c Existence of sustainability committee positively
impacts social sustainability performance of a firm.

Methodology
Sample Design and Data Collection

Our study sample included 100 US companies from the high-
performance Global Fortune 2013 list. Based on the GRI’s
list of reporting firms, our final sample comprises 152 reports
issued by selected firms during the study period—a span of
5 years from 2007 to 2011. The reason for selecting this
period is straightforward; this is the longest period of sus-
tainability reporting guidelines (G3 guidelines) without any
updates or modifications. We examine the reports which
meet the following criteria: (1) the report is prepared using
the GRI G3 guidelines; (2) the reports are prepared in the
English language; and (3) the reports are published in the
period from 2007 to 2011. Table 2 below presents sector-
wise distribution of sample reports over the study period.

We collected sustainability reports from the corpo-
rateregister.com website. Following the methodology of
Jones et al. (2007), Villiers et al. (2009), and Plumlee et al.
(2015), we apply a two-stage manual content analysis
technique to measure the SP.

Measurement of Variables

Following GRI information structure, we measure the
disclosure level and the quality indices for each sus-

environmental) from each sustainability report. In line
with the previous research methodology of Jones et al.
(2007) and Michelon and Parbonetti (2012), we measure
the disclosure level on a binary scale which takes value
1 if an item is disclosed and O otherwise. Then, we
calculate the cumulative score of each dimension using
the following formulation:

Disclosure Index; = No. of items disclosed on an indicator/

Total item on an indicator.

In the above formula, i represents each sustainability
dimension. The value of the disclosure index of each
dimension depends on a specific number of items given in
G3 guidelines. There are 9 items for economic indicator, 30
for environmental, and 40 for social. To measure the per-
formance of sustainability dimensions, we categorise the
information in positive and negative type following the
definitions provided by Patten and Crampton (2004, p. 40).
This approach is consistent with Plumlee et al. (2015).
Previously, Cox et al. (2004), Dunn and Sainty (2009),
Graves and Waddock (1994), and Johnson and Greening
(1999) applied a similar measurement for CSR perfor-
mance on KLD data.

The bifurcation of information as positive and negative
allows us to calculate a quality index using a normalisation
algorithm previously used by Hillman and Keim (2001)
and Jo and Harjoto (2014):

Real Value — Minimum

Quality Index; = - — .
Maximum — Minimum

In the formula, i represents the individual sustainability
indicator. Real Value is obtained by subtracting the nega-
tive score of an indicator from its positive score. Minimum
is the total number of items in an indicator with negative
sign and Maximum is the total number of items with pos-

tainability dimension (economic, social, and itive sign. Thus, for instance, the total number of items on

gj:;:ﬁni bgi‘tsy“ﬁ);‘;)"rrtlsoiijmple Sector 2007 2008 2009 2010 2011 Total

Time Technology & Equipment 6 7 7 8 9 37
Oil & Gas Producers 4 5 4 5 5 23
Chemicals & Pharmaceuticals 7 4 6 6 7 30
Food & Beverages 3 2 3 2 2 12
Banks & Financial Services 3 1 3 3 6 16
Automobiles 0 1 2 2 2 7
Retailer 1 0 1 2 3 7
Household Goods 1 1 1 1 1 5
Industrial Transportation 1 1 1 1 1 5
Telecom 0 1 1 1 1 4
Airlines 0 0 1 1 1 4
Media 0 1 0 1 0 2
Total 26 24 30 33 38 152
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economic indicator items is 9. In this case, the Minimum
represents the worst case (-9) when all items give negative
information. Maximum means (9) when there is full dis-
closure with positive information. The same formula is
used for environmental and social indicators where the
count of items is 30 and 40, respectively.

Finally, we calculate the performance of each dimension
by multiplying the disclosure index by its respective
quality index. As our argument is based on transparency
and accountability, this interaction enables us to capture
performance and transparency jointly.

All the data of manual content analysis are coded by two
coders. Keeping in view the limitations of research
methodology based on manual content analysis, we cal-
culate “Krippendorff Alpha” as the reliability measure for
our extracted data using http://dfreelon.org/utils/recalfront/
recal2/online utility. Initially, 25 % of the total collected
reports were coded by both the coders. We use these data
for inter-coder reliability measurement. The value of alpha
should be greater than 0.67 for useful conclusions (Krip-
pendorff 2004, p. 241). We calculate the alpha value for
our disclosure indices as well as for the quality indices.
This results in six alpha values. The values of alpha for
economic, environmental, and social disclosure indices are
0.807, 0.740, and 0.711 respectively. Similarly, the values
for quality indices are 0.785, 0.739, and 0.740, respec-
tively. All the observed values are well above the accept-
able threshold value. Table 3 below summarises
dependent, independent, and control variables.

Empirical Model and Estimation Technique

Our aim in this study is to test the relationship between CG
characteristics and SP over a time span of five years for a
given set of firms. Therefore, we apply a regression model
suitable for panel data, estimating the following equation:

Sustainability Performance;, = o 4+ fCG;j, + yControl;,
+ Uy,

where i represents the firm dimension and ¢ the time
dimension. The dependent variable considers alternatively
the three dimensions, namely economic, environmental,
and social, of sustainability performance. As for the inde-
pendent variables, CG;, is a vector of CG board charac-
teristics featuring research hypotheses 1-6, that is to say
board size, board independence, CEO duality, percentage
of women on board, board activity, and existence of a
sustainability committee. They represent our main vari-
ables of interest. Control;; is a vector of control variables,
selected after a careful review of empirical literature,
among industry and firm-specific features. For the industry,
we use a dummy variable which takes value 1 if the firm
belongs to environmentally sensitive industries (i.e. oil and

@ Springer

gas producers, chemicals and pharmaceuticals) and 0
otherwise. There is no clear consensus in the literature
about the definition of environmentally sensitive industries
Xu 1999). We follow Mani and Wheeler (1998) and
consider oil and gas producers and chemical and pharma-
ceutical industries as environmentally sensitive. The
review of empirical literature shows that firms belonging to
these industries face more public pressure to be sustainable
environmentally and socially (Xu 1999). We use firm size,
profitability, capital structure, sales growth, research and
development intensity, and capital intensity as control
variables. The detailed measurement of each variable is
given in Table 3. Following the GRI framework of SP in
this study, we measure SP for all the three dimensions
separately. The dependent variables in this study are ran-
domly distributed between O and 1.

Our panel data structure allows the modelling of firm
heterogeneity that cannot be observed, overcoming the
endogeneity and omitted variable issues. To select the
appropriate estimation model, either a fixed or a random
effect model, we apply a (Hausman 1978) specification test
and find that the fixed effect model fits better the economic
and environmental performance, whereas the random effect
model is more appropriate for the social dimension. The
main difference between a fixed effect and a random effect
model lies in the relationship between the unobserved time
invariant individual characteristics of the firms and the
regressors. Contrary to the fixed effect model, the random
effect model assumes that there is not a correlation among
them (Greene 2008, p. 183).

Empirical Results
Descriptive Statistics and Pairwise Correlation

We present the results of Pearson correlation in Table 4. In
columns 2 and 3, we present the descriptive statistics
(mean and standard deviation) which are followed by
Pearson correlation results. We find a significant positive
correlation between the three SP dimensions. The corre-
lation coefficient between economic and environmental
variables is 33.9 %, and 28.4 % between economic and
social variables. Both coefficients are significant at 1 %
significance level. Similarly, the environmental and social
dimensions are positivity correlated with r = 0.746. Again
the significance is at 1 %. This means that the firms which
perform better (or worse) on one sustainability dimension
also perform better (or worse) on other sustainability
dimensions.

In the above table, we note a negative correlation of
BSIZE with environmental and social performance at 10
and 5 % significance levels, respectively. Board
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Table 3 Measurement of dependent, independent, and control variables

Name of Variable Mnemonics  Role Measurement
Economic Sustainability EC_SUST  Dependent  Product of economic Disclosure Index and Economic Sustainability Index
Performance
Environmental EN_SUST  Dependent  Product of Environmental Disclosure Index and Environmental Sustainability Index
Sustainability
Performance
Social Sustainability SO_SUST Dependent ~ Product of Social Disclosure Index and Social Sustainability Index
Performance
Board Size BSIZE Independent Total number of directors on governance board
Board Independence BINDP Independent Percentage of Independent directors to total directors
CEO Duality CEOD Independent Binary variable which takes value 1 if the CEO of the company is also the
chairperson of the governance board and 0 otherwise
Women on Board WOB Independent Percentage of female directors in relation to the board size
Board Activity BMTNG Independent Number of board meetings per year
Sustainability Committee CSRCOM Independent Binary variable which takes value 1 if there exists a sustainability committee and 0
otherwise
Industry Belonging ENV_SENS Control Dummy variable which takes value 1 if reporting firm belongs to environmentally
sensitive sector and 0 otherwise.
Profitability ROA Control Calculated as ratio of operating income and total assets
Firm Size SIZE Control Log of total assets of the firm
Capital Structure D/E Control Ratio between total debts to shareholders’ equity.
Sales Growth SGROW Control Percentage change in total sales with respect to previous year.
R&D Intensity RDINT Control Ratio of total R&D expenditure to total sales
Capital Intensity CAPINT Control Ratio of capital expenditure and total sales.

independence is found to be positively correlated with
environmental and social performance, but we are unable
to find any significant correlation of board size and board
independence with economic dimension of SP. The gov-
ernance variable for gender diversity WOB is found to be
positively correlated with all the sustainability dimensions.
We also note a positive correlation between WOB and
BINDP. Board activity, which is measured by the number
of board meetings per year, is found to be negatively
associated with all the sustainability dimensions. The level
of significance is 10 % for economic and 5 % for envi-
ronmental and social dimensions. We further note that
bigger boards with more independence meet more fre-
quently as we find a positive correlation between board
meeting and size and independence.

Estimation Results
CG and Economic Sustainability Performance

In this section, we present regression results of CG and
corporate sustainability. Table 5 below contains stepwise
fixed effect regression models. The first dependent variable
is economic SP. We applied stepwise regression to avoid
multicollinearity problems. In model 1, we report

regression of EC_SUST on governance variables and con-
trols. In the second model, we analyse the impact of an
interaction variable of board independence and CEO
duality along with other governance variables. Based on
the premise that CEO duality can undermine the indepen-
dence of a board, we use this interaction variable and report
the results. In the third fixed effect regression model, we
regress the dependent variable with only control variables.
Models 4 to 9 are restricted models with individual gov-
ernance variables and controls.

The results show that no variable is found to be signif-
icantly related with economic SP. Although these results
are at odds with our expectations, they direct the thinking
process towards improvements in the reporting framework.
As we will discuss more in depth later, this is consistent
with the process that led to GRI 4, where the economic
dimension has been the most widely revised.

CG and Environmental Sustainability Performance
The second dependent variable is EN_SUST. This repre-
sents the environmental dimension of SP. The results of

CG and environmental performance are presented below in
Table 6.

@ Springer
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Table 8 Summary of hypotheses testing

Hypotheses Studied relationship Result
Hypothesis 1

Hla BSIZE—-EC_SUST Rejected

Hl1b BSIZE—EN_SUST Rejected

Hlc BSIZE—SO_SUST Rejected
Hypothesis 2

H2a BINDP—EC_SUST Rejected

H2b BINDP—-EN_SUST Accepted

H2c BINDP—SO_SUST Accepted
Hypothesis 3

H3a CEOD—EC_SUST Rejected

H3b CEOD—EN_SUST Accepted

H3c CEOD—-SO_SUST Rejected
Hypothesis 4

H4a WOB—-EC_SUST Rejected

H4b WOB—EN_SUST Rejected

Hdc WOB—-SO_SUST Accepted
Hypothesis 5

H5a BMTNG—EC_SUST Rejected

H5b BMTNG—-EN_SUST Rejected

H5c BMTNG—SO_SUST Accepted
Hypothesis 6

Hb6a CSRCOM—EC_SUST Rejected

Ho6b CSRCOM —EN_SUST Accepted

Héc CSRCOM —-SO_SUST Accepted

already well reported ... in annual financial accounts
and reports. Financial statements provide information
about the financial position, performance, and chan-
ges in the financial position of an entity (GRI 2006,
p- 25).

The observed finding of non-relevance of the economic
dimension provides support to the existing argument of
Lozano and Huisingh (2011) regarding the weak inter-
linkage between different sustainability dimensions of
stand-alone reporting frameworks. The revealed results are
also in line with recent modifications in reporting guide-
lines. In the new version of reporting guidelines (G4
guidelines), GRI has changed 78 % of the items on the
economic indicator.

Alternatively, our empirical evidence can be interpreted
as support for the choice of integrated reporting. An inte-
grated reporting framework provides a holistic view on a
firm’s financial and non-financial performance avenues.
Building inter-linkages between financial and non-financial
performance through integrated reporting will provide
better performance analysis prospects (Lozano and Huis-
ingh 2011).

@ Springer

Empirical results show that most of the CG character-
istics play an important role in enhancing a firm’s envi-
ronmental and social SP, across all industries. We note that
a board with a higher proportion of independent directors
positively impacts environmental and social performance
(H2b and H2c). These results are in line with the agency
and stakeholder theory argument that external directors
have responsibility for a wider variety of stakeholders
(Galbreath 2011; Jo and Harjoto 2011). These results
provide support for conventional wisdom that a more
sovereign board is the superior governance structure (Coles
et al. 2008; Linck et al. 2008).

Results of H3 are consistent with agency theory and
existing empirical literature (see e.g. Arussi et al. 2009;
Allegrini and Greco 2013; Giannarakis et al. 2014; Gian-
narakis 2014b). These results support the role separation of
CEO and chairperson of the board. Our results support the
agency theory argument that the governing board should
monitor the agents’ decisions. If the CEO is chair of the
board, this monitoring process cannot be effective (Alle-
grini and Greco 2013). The confirmation of H3 is limited to
H3b—CEO duality linked to environmental performance.
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In line with the arguments of stakeholder theory and the
findings of Ibrahim and Angelidis (2011) and Ntim and
Soobaroyen (2013), we find that board diversity enhances
the social dimension of sustainability, (H4c) but differently
from Walls et al. (2012), we find that diversity does not
have any significant impact on environmental performance.
Therefore, our results do not find support for Hdb—women
on a board being linked to environmental performance.
Keeping in view the importance of social performance in
enhancing financial performance (Dhaliwal et al. 2011) and
the importance of diversity in effective decision-making
(Post et al. 2011), our results support increased board
diversity.

Consistent with agency theory, we consider board
meetings as an indicator of board diligence and assume that
through more frequent meetings the board can pay more
attention to other stakeholders’ needs. This is the basic
premise of our Hypothesis 5. We find significant support
for H5c, which suggests the relationship between the social
bottom line and board meeting frequency. These results
also confirm the recent findings of Jizi et al. (2014).

The existence of a CSR committee signals the effort to
invest in better stakeholder management. This argument,
coming mainly from stakeholder theory and its related
hypotheses H6b and Hoéc, finds clear support in our find-
ings where both environmental and social performance are
fostered by the CSR committee.

Altogether, our results largely support the comple-
mentary theoretical assertions of agency theory and
stakeholder theory regarding the role of the board in
enhancing SP. We observe that the more independent
board, with more women on the board, and a designated
CSR committee which meets more frequently, is better
able to monitor management decisions regarding envi-
ronmental and/or social issues. Our results provide sup-
port for the use of GRI as a reporting tool, consistent with
internal CG structures. Our results also imply that effec-
tive internal governance mechanisms help firms to meet
sustainability goals and attain legitimacy. Therefore, it is
socially desirable to have superior governance mecha-
nisms for monitoring corporate behaviour and fostering
corporate sustainability.

Limitations and Future Research Directions

We investigate in depth the relationship between CG char-
acteristics and SP, but our results are limited to large com-
panies which have more resources to invest in sustainability
initiatives and can have more vigilant governance mecha-
nisms than smaller firms. The analysis of smaller and med-
ium-sized firms may yield different results. Additionally, we
use the general GRI framework for our measurement and

reporting of SP, which inherently possesses some limitations
regarding its applicability for some sectors. The use of the
sector-specific framework may provide better insight
regarding the CG and SP relationship.

The study of underlying relationships using other
research methods, for example case study and survey
methods, can also provide in-depth insight. The suggested
methods can better capture the demographic characteristics
of board members and firms. Based on the review of extant
literature, we also conclude that there is a clear fragmen-
tation in the CG and SP research streams. There can be
many possible reasons for this fragmentation, including
methodological issues, sample size, country and industry
effect, and time period. To the best of our knowledge, no
meta-analytical review has so far been presented in the
existing literature. Having said this, we invite future
researchers to fill this gap by identifying the possible rea-
sons for this existing fragmentation.

Further suggestions for future research could be the use
of other CG elements. The role of board audit and nomi-
nation committees could be an interesting research ques-
tion. We note interesting results concerning the role of
board meeting frequency and social performance; it would
add value to these results by studying the average atten-
dance of each meeting in relation to social as well as other
performance dimensions of sustainability. The inclusion of
management variables such as the presence of a finance
director on the board and the backgrounds of top man-
agement may also uncover interesting facts. Finally, a more
external CG perspective may add to our knowledge of the
broader research field of CG.
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