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This research aims to examine the impact of the characteristics of corporate governance on driving
corporate Environment Social Government (ESG) disclosure and make a comparison of these characteris-
tics among four regions. These characteristics of corporate governance are the business ethics policy to
Global Reporting Initiative criteria compliance, the Global Compact signatory, the proportion of inde-
pendent directors, the proportion of women on board, the board average age, the existence of dominant
personalities (CEO/Chairperson duality), and the number of audit committee meetings. Using ESG dis-
closure score for measuring voluntary disclosure, our estimation results show that the adoption of com-
pliance guidelines such as Global Reporting Initiative, Global Compact, monitoring mechanism such as the
number of audit committee meetings and the proportion of independent directors are significantly and
positively related to the quality of ESG disclosure, while we also obtain the different results in different
regions to let us make a comparison. For example, the quality of ESG disclosure score is higher in East and
South-East Asia associated with Business Ethics Policy activities. In this study, we adopted global firms
data sets from Bloomberg professional service from 2005-2013. The data sets were drawn from the range of
energy and utilities sectors based on United States (obs: 842), Europe (obs: 332), Japan (obs: 126), East and
South-East Asia (obs: 221). The study provides empirical evidence to help policy makers and regulators for
implementing the new corporate governance requirements, making ESG disclosure more transparency and
reliable, and guiding companies’ business activities be more compliance and greater reputation.
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1. INTRODUCTION

(1) Purpose of this study

In recent years, there has been a growing interest
in Corporate Social Responsibility (CSR) across a
range of disciplines. Researchers and practitioners
strongly believe that corporations should not be
judged just on their economic success" as they are
“... no longer expected to be mere contributors to the
global economy, but rather to reconcile and
skill-fully balance multiple bottom lines and manage
the interests of multiple stakeholders™. Even
though CSR is becoming increasingly significant,

the relationship between ESG performance and ESG
disclosure, which could be called other ways such as
CSR reporting and/or non-financial disclosure by
companies all over the world, is still unclear in the
literature. Among the possible reasons for this, there
could be a lack of ability within the major decision
makers, in particular boards of directors who are
considered to be key players in firms> CSR
achievements®, to make proper decisions with re-
gard to CSR and ESG disclosure. Especially, cor-
porate governance (i.e., boards of directors) has an
influence on major decision makers, and are collec-
tively both responsible and accountable to a wider
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range of stakeholders. Therefore, examining the
characteristics of corporate governance and their
impacts on ESG disclosure is important to deepen
the understanding about the process of decision
making within firms. In order to investigate the de-
cision making processes with regard to CSR activi-
ties, this study examines the relationship between
corporate governance and ESG disclosure, assuming
that ESG disclosure is outcome of corporate gov-
ernances’ decisions.

Voluntary disclosure and its determinants have
been identified as an important research area in fi-
nancial reporting since the 1970s”. Research on
corporate governance so far has mainly focused on
its effect on corporate financial performance but has
focused less on its characteristics which influences
ESG disclosure. It is well argued in the literature that
characteristics of corporate governance have the
potential to influence financial performance and
reporting™®, but a very limited number of studies
have been undertaken to examine whether this also
applies to non-financial performance and reporting
(in this case, ESG disclosure). Furthermore, previ-
ous studies, in their each study, often focus on the
effect of single corporate governance attribute but
little on the effect of different governance attributes.
In addition, because previous studies often focus on
U.S. and Europe, the findings of these studies also
may not be applicable to Asia and South-East Asia
economies, which have different regulatory and
environment background.

The main objective of this study tries to fill the
gaps mentioned above by aiming to explore the re-
lationships between corporate governance charac-
teristics, decision making process and their subse-
quent influence on ESG disclosure. The importance
or potential contributions of this current study are
several.

First, the current study examines several charac-
teristics of corporate governance in a single model
assuming different factors how to give an influence
on ESG disclosure. Second, prior studies did not test
the impacts of corporate governance characteristics
in different regions and the current study showed the
relationship between characteristics of corporate
governance and ESG disclosure by making a com-
parison of different regions to explain how the
characteristics of region variance influence ESG
disclosure. In this study, we focus four regions in the
world including the United States, Europe, Japan,
and East and South-East Asia to make the compar-
ison. The relationship between corporate governance
and firm performance is important in formulating
efficient corporate management and public regula-
tory policies. However, prior literature mainly fo-
cuses on the corporate governance practices in UK,

U.S. and other developed countries”®?. Due to some
institutional factors of countries being considerably
different compared with those of UK, U.S. and Ja-
pan. We shift our study to a new setting to focus on
Asia and South-East Asia and observe the charac-
teristics of other regions, which may provide some
enlightenment and experience to Asia and
South-East Asia countries to improve their CSR
activities including non-financial disclosure. Last,
regarding the boundary of data, we focus on energy
and utility industry because some reasons as follows.

Around the world, CSR reporting has become a
fundamental imperative for business, with 95% of
the top 250 global firms now reporting their CSR
activities'”. However, interestingly, empirical stud-
ies have found that corporate environmental report-
ing in developed countries is predominantly volun-
tarily'"'?, this is different from traditional financial
disclosure, which is high regulated. Previous studies
done on developed countries show that the motiva-
tions of disclosing ESG information are varied'". In
developed countries, which have a more liberal and
developed capital market and where environmental
awareness is relatedly high, governments’ interven-
tion on ESG disclosure is relatively low. The forces
on companies to voluntary disclose ESG information
is pluralist. Most obviously, ESG disclosure in de-
veloped countries has a societal focus. However, a
number of scholars claim that the unique character-
istics of each country may result in differences in the
corporate ESG disclosure activities seen in different
countries''. Thus, we focus our study on four
regions including developed countries such as U.S.,
Japan and developing countries that are gathered in
Asia and South-East Asia.

In particular, developing countries are at a dif-
ferent stage of economic development from devel-
oped countries. China is the largest developing
country in the world, and China has totally a dif-
ferent institutional context, which is driven largely
by state capitalism, as compared to places, which
have more liberal and developed capital markets. It
is therefore expected that there will be more gov-
ernmental influence on Chinese ESG disclosure. For
example, Situ and Tilt (2012) finds that whether or
not a firm is state-owned is a major determinant of
Chinese ESG disclosure significantly. Hence,
state-owned firms (SOFs) are the backbone of the
national economy and exactly in line with the coun-
try’s development strategy'>. ESG disclosure issued
by SOFs has become a focus of the Chinese research
community and as an example for the world to ob-
serve the latest CSR practices of Chinese companies.
In the past three years, observations by several
Chinese research institutions indicate that SOFs
have produced ESG disclosure of better quality than
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other large private sector listed companies have. To
explain this phenomenon in China, political econ-
omy theory (PET) is considered as the most appli-
cable. It suggests ESG disclosure conducted by firms
is mainly for protecting their self-interest under po-
litical and social pressures'®'”. Besides economic
policies and legislations, indirect macro-control is
mainly through providing planning guidance to
SOFs for creating a stable, secure and orderly so-
cial-economic environment. From this perspective,
SOFs’ disclosure behavior can therefore reflect the
government’s political and economic directions. The
government plays a major role in leading ESG dis-
closure development in China. In recent years, alt-
hough there has been considerable interest in re-
search applied to the developing world, there is still
significant scope to address CSR research in the
BRICs countries'®. Current CSR practice in China’s
energy and utility industry is characterized as
demonstrating a high level of concern with the form
of ESG disclosure practice but a low level of en-
gagement with improving the substance. Energy and
Utility industry is not ready for but has a high po-
tential to play a leading role in ESG disclosure'”.

In developing countries, the portion of energy
supply consumed by the industrial sector is fre-
quently in excess of 50% and can create tension
between economic development goals and a con-
strained energy supply. Further, countries with an
emerging and rapidly expanding industrial infra-
structure have a particular opportunity to increase
their competitiveness by applying energy-efficient
best practices from the outset in new industrial fa-
cilities. For example, 80% of global industrial
growth in over the past ten years has been in Chi-
na®”. Integrating energy efficiency into the initial
design or substantial redesign is generally less ex-
pensive and allows for better overall results than
retrofitting existing industrial facilities, as is typi-
cally required in more developed countries. Hence,
our study focus our research target on energy and
utility industry by the comparison among four re-
gions in order to attain some meaningful experience,
which could be concluded from developed coun-
tries’ case.

(2) Backgrounds and hypotheses development

Next sub sections review the literature and defi-
nitions of ESG disclosure and Corporate Govern-
ance and this is followed by discussion of the links
between governance, boards, CSR and ESG disclo-
sure. Meanwhile, regarding statistical methodology,
we propose a set of hypotheses to explain the rela-
tionship between ESG disclosure and corporate
governance.

a) Corporate disclosure

Nowadays, besides financial information disclo-
sure, non-financial information disclosure is in-
creasingly gaining attention all over the world.
Gradual changes in the global economy, such as the
rise in social activism, the emergence of new ex-
pectations, globalisation, international trade, in-
creased expectations of transparency, and corporate
citizenship now increasingly require corporations
worldwide to perform well in every aspect of busi-
ness (economic, social and governance)”. As such,
modern companies are under a huge amount of
pressure to discharge their wider responsibility to-
wards society, which is largely considered as CSR.
CSR agenda encompasses various social and envi-
ronmental concepts such as environmental concerns,
employee welfare, corporate philanthropy, human
resource management, community relations and so
on. CSR in this sense seems to be a complex, mul-
tidimensional concept and hence researchers are
finding it difficult to reach a consensus on the defi-
nition itself?". One of the most popular definitions is
Carroll’s who provided the four part definition of
CSR, stating the “social responsibility of business
encompasses the economic, legal, ethical and dis-
cretionary expectations that society has of organiza-
tions at a given point of time”". The European
Commissions’ definition of CSR on the other hand
concentrates on social and environmental aspect of
business and defines it as a “concept whereby
companies integrate social and environmental con-
cerns in their business operations and in their inter-
action with their stakeholders on a voluntary ba-
sis”*?. Even though various definitions are provided,
one they have in common is that they all suggest that
organisations have a wider responsibility towards
society and should take into account its social and
environmental impact when making decisions.

In our study, we focus on another important aspect
based on CSR which is gaining attention in the lit-
erature is ESG disclosure. Organisations are ex-
pected to voluntarily communicate their activities
and initiatives towards CSR to their board range of
stakeholders® and this is broadly known as ESG
disclosure. Many studies have used ESG disclosure
as a proxy for CSR or ESG performance*”®. ESG
disclosure extends the accountability of organiza-
tions, beyond the traditional role of providing a fi-
nancial account to owners of capital, in particular
shareholders™'®. This extension is again based on
the notion of CSR that “... companies do have wider
responsibilities than simply to make money”'®. In
summary, the boundary of CSR also extends the
firms’ accountability to stakeholders.

Even though CSR and ESG disclosure have been
proposed for more than two decades®®, most of the
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literature identify that ESG disclosure is still vol-
untary in most countries. In addition, the benefits of
CSR activities are very often unquantified and/or
costly and hence less likely to motivate the organi-
sations to take positive steps towards CSR. There-
fore it is essential for companies to have proper
control mechanisms to ensure that ESG disclosure is
fulfilled. This highlights the importance of corporate
governance, which is considered to be a critical
element for driving excellence in CSR?®,

b) Corporate governance

Recent empirical work on the association between
financial disclosure and corporate governance in-
clude Forker (1992) and Chen and Jaggi (2000).
Forker (1992) examines the association between
corporate governance and share option disclosure?”.
Chen and Jaggi (2000) examine the association
between indepent non-executive directors and com-
prehensiveness of information in mandatory finan-
cial disclosures®®. These prior studies view corpo-
rate governance from financial perspective, on the
other hand, the underlying definition of corporate
governance these years mainly fall into two major
categories from non-financial perspective. One is
viewed as a mechanism to protect the interest of
shareholders from the narrow perspective; the other
is viewed as a mechanism to protect the interests of a
broader range of stakeholders from the broader
perspective. Whether the shareholder or stakeholder
perspective of corporate governance is taken, re-
searchers while examining the effect of governance
on corporate  performance  (financial or
non-financial) often concentrate on internal corpo-
rate governance.

The board of directors is considered as a major
player in corporate governance®*. In order to ex-
plain the board’s role in corporate governance,
various theories also have emerged. Agency theory,
stewardship theory, dependency theory and stake-
holder theory are some of the dominant theoretical
perspectives among them®”. However, stakeholder
theory which is consistent with a broader concept of
corporate governance clearly highlights that a
board’s responsibility is not limited to shareholders,
but rather requires them to ensure that corporations
discharge their wider responsibility as well as wider
stakeholder accountability (ESG disclosure).

Poor corporate governance has been cited as one
of the major reasons that led to the Asian financial
crisis of 1997. In addition, prior to a number of in
famous corporate scandals such as Enron and
WorldCom in the U.S. and Parmalat in Europe,
corporate governance is not considered as an im-
portant issue in many jurisdictions outside the U.S.
and Europe. For instance, in Taiwan, corporate

governance became a major and heated issue only at
the beginning of the 21* century when Taiwan au-
thorities started to introduce and implement a series
of corporate governance reforms. These reforms
were aimed at strengthening Taiwan’s corporate
governance and amongst others include the
amendment of the Company Act, the Securities and
Exchange Act and other related regulations, the in-
troduction of an independent director system and
audit committee, and the promotion of shareholders’
rights. The relationship between corporate govern-
ance and firm performance is important in formu-
lating efficient corporate management and public
regulatory policies®”. However, prior literature
mainly focuses on the corporate governance prac-
tices in the UK, U.S. and other developed coun-
tries”®”). Due to some institutional factors of newly
industrialized countries being considerably different
compared with those of U.S. or UK, we shift our
study to a comparison within four regions, in par-
ticular the board characteristics on firm perfor-
mance. Such a relationship between corporate gov-
ernance and ESG disclosure is further discussed in
the next sub section.

¢) Hypotheses development

The relationship between ESG disclosure and the
characteristics of corporate governance such as the
percentage of independent non-executive directors,
the number of auditor committee meeting and the
existence of dominant personalities (CEO duality)
are developed in the following hypotheses. These
hypotheses are verified by eight corporate govern-
ance variables including business ethics policy,
Global Reporting Initiative (GRI) criteria compli-
ance, Global Compact signatory, percentage of in-
dependent directors, percentage of women on board,
board average age, CEO duality and the number of
audit committee meeting through the model ex-
plained in the next section in the current study.
Jensen and Meckling’s (1976) positive agency the-
ory provides a framework linking disclosure be-
havior to corporate governance®”. Corporate gov-
ernance mechanisms are introduced to control the
agency problem and ensure that managers act in the
interests of shareholders. One way of mitigating
such an agency problem is to reduce information
asymmetry between management and sharehold-
ers’®, and this is possible through one of the im-
portant qualities of governance, i.e. transparen-
cy/accountability. This relationship between gov-
ernance, transparency and disclosures is well argued
by Htay et al. (2012) who suggest that disclosure of
information/transparency is an integral part of cor-
porate governance as higher disclosure could reduce
information asymmetry which not only clarifies the
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conflicts of interests between shareholders and
management but also makes corporate insiders ac-
countable®. Given that boards of directors are major
players in corporate governance, board composition
is likely to have some influence on ESG disclo-
sure?”.,

Based on the view that corporate governance en-
hances transparency/accountability, researchers
linked board characteristics to various disclosures
such as mandatory disclosure (financial reporting) as
well as voluntary disclosure including ESG disclo-
sure. For instance, Haniffa and Cooke (2002) argue
that ‘corporate governance should be considered
because it is the board of directors that manages
information disclosure in annual reports and there-
fore disclosure may be a function of the constituents
of boards’ **. The prevalence of agents such as in-
dependent directors, who tend to be more strongly
aligned with external stakeholder interests than
managers®, may provide ‘additional windows on
the world’*®. Better alignment with the views of
external groups brings greater expectation of vol-
untary disclosure activism. Therefore, we propose
the following hypothesis:

HI: Companies with a higher proportion of in-
dependent directors are more likely to have a higher
score of ESG disclosure

The functions of an audit committee include en-
suring the quality of financial accounting and control
system®”. Since an audit committee consists mainly
of nonexecutive directors, it has influence to reduce
the amount of information withheld. Forker (1992)
argues that the existence of audit committees may
improve internal control and thus regard it as an
effective monitoring device for improving disclo-
sure quality. He found a positive but weak rela-
tionship between the disclosure of the audit com-
mittee and the quality of share-option disclosure for
UK companies. McMullen (1996) provides support
for the association between the presence of an audit
committee and more reliable financial reporting®®. It
is therefore we hypothesize that:

H?2: Companies that hold more audit committee
meetings are more likely to have a higher score of
ESG disclosure

Firms that have on individual who serves as both
chairman and chief executive officer/managing di-
rector (CEO duality) are considered to be more
managerially dominated®. The person who occu-
pies both roles would tend to withhold unfavorable
information to outsiders. Fama and Jensen (1983)
argue that any adverse consequences could be

eliminated by market discipline®®. Nevertheless,
Forker (1992) asserts that a dominant personality in
both roles poses a threat to monitoring quality and is
detrimental to the quality of disclosure. He found a
significant negative relationship between the exist-
ence of a dominant personality and the quality of
share-option disclosure. Hence, here we hypothesize
that:

H3: Companies that appoint a dominant chief
executive officer as board chairperson are more
likely to have a higher score of ESG disclosure

2. MODEL AND DATA

An objective of this study is to determine how the
characteristics of corporate governance mechanisms
affect a firm’s ESG disclosure behaviors. CSR in-
cluding ESG disclosure is a part of a firm’s strategy
and corporate governance is responsible for formu-
lating those strategies, examining the characteristics
of corporate governance decision making processes
would provide more insight into the relationship
between corporate governance and ESG disclosure.
We extract data from Bloomberg professional ser-
vice and choose eight variables (f;-f5) to represent
the characteristics of corporate governance and
examine the relationship between corporate gov-
ernance and ESG disclosure using the following
regression model:

ESGDS =, BEPolicy+f,"GRIComl
+B,-GCS+B,-INDIR+B5- WoB
+B¢BAA+B,-CEOD+By- ACM (1
+fy Sizetf)y ROA+ote

where o, denotes fixed effects of year ¢, and e is an
error term.

Here ESGDS means ESG Disclosure Score, which
denotes proprietary Bloomberg score based on the
extent of a company's environmental, social, and
governance disclosure. BEpolicy denotes Business
Ethics Policy, which indicates whether the company
has established ethical guidelines and a compliance
policy for its non-management, executive employees
in the conduct of company business. GRICom! de-
notes GRI criteria compliance whether the company
complies with GRI criteria. GCS denotes United
Nations Global Compact Signatory, which indicates
whether the company is a signatory of the United
Nations Global Compact. INDIR denotes inde-
pendent directors as a percentage of total board
membership. WoB is a percentage of women on the
board of directors, as reported by the company. BAA4
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Table 1 Descriptive Statistics

variable Description (1) Japan
(obs: 126)
mean s.d min max
ESGDS ESG Disclosure Score. Proprietary Bloomberg score based on the extent 34981 10.635 11.570 55.602
of a company's environmental, social, and governance disclosure.
BEPolicy Business Ethics Policy. Indicates whether the company has established 0.952  0.214 0 1
ethical guidelines and/or a compliance policy for its
non-management/executive employees in the conduct of company busi-
ness.
GRIComl Indicates whether the company is in compliance with Global Reporting 0.556  0.499 0 1
Initiative (GRI) criteria and/or a signatory of the United Nations Princi-
ples for Responsible Investment and/or a signatory of the United Nations
Global Compact.
GCS Indicates whether the company is a signatory of the United Nations 0.103 0.305 0 1
Global Compact.
INDIR Independent directors as a percentage of total board membership. 9.570 11.874 0 5455
WoB Percentage of women on the board of directors, as reported by the com- 0974  3.261 0 23.08
pany.
BAA Average age of the members of the board. 60.510 2.714 52.76  65.82
CEOD CEO Duality. Indicates whether the company's Chief Executive Officer 0.405  0.493 0 1
is also Chairman of the Board, as reported by the company.
ACM Number of meetings of the Board's Audit Committee during the reporting 11.611 3.366 4 20
period.
Control variables
Firm Size Log of total assets 22.726 1.755 19.246 25.960
ROA Return on Assets 0.034  0.044 -0.079  0.242
Table 1 (continued)
variable (2) United States (3) Europe (4) Asia and South-East Asia
(obs: 842) (obs: 332) (obs: 221)
mean s.d min max mean s.d min max mean s.d min max
ESGDS 23.248 13.002 8.678 78.008 40.802 16.659 12.033 79.339 26.504 11.177 9917 67.355
BEPolicy 0.954 0.210 0 1 0877 0330 0 1 0.548 0.499 0 1
GRIComl 0.220 0414 0 1 0557 0497 0 1 0.403 0.492 0 1
GCS 0.008  0.091 0 1 0473 0.500 0 1 0.104 0.306 0 1
INDIR 83.374 10.134 11.11 100 60.838 19.080  18.18 100 39918 11.036 13.33 80
WoB 12276 9.839 0 56 10513 11.470 0 572 6.794 7.680 0 375
BAA 62.199  3.529 42 7362 57.598  4.054 44 7178 56.271 4.727 436 66.73
CEOD 0.621 0.485 0 1 0202 0402 0 1 0.163 0.370 0 1
ACM 7.558  2.626 0 20 6.581  4.165 2 37 5443 4.183 0 23
Control variables
Size 22771 1.482 16.781 26.534 23395 1.689 19.634 26.702 22.542 1.847 16.693 26.575
ROA 0.078 0.078 —1.266  0.536  0.099  0.082 —1.134  0.467  0.089 0.073 —0.170  0.384

denotes the average age of the members of the board.
CEOD indicates whether the company’s chief ex-
ecutive officer is also chairperson of the board, as
reported by the company. ACM denotes number of
meetings of the Board’s Audit Committee during the
reporting period. In addition, we set log of Sales
representing the size of firms (Size), and return on
assets (ROA) as control variables for firms. In this
study, we use global firm dataset from Bloomberg
professional service, since we conduct this analysis
based on four regions including Japan, United
States, Europe and Asia and South-East Asia (except
Japan), each number of the observation is 126, 842,
332 and 221 between 2005-2013. It is relatively
small compared with the origin dataset. Due to the

particularity of our independent variable, we con-
sider the number of observation is valid. Considering
the low perception of CSR in developing countries,
we focus the intended sector on energy and utility,
which are considered to have higher concern about
environment and other social factors and higher
quality on ESG disclosure than other sectors. Table
1 shows the descriptive statistics table, respectively,
in this study.

The data used as dependent variable is ESGDS,
which indicates that proprietary Bloomberg score
based on the extent of a company's ESG disclosure.
The score ranges from 0.1 for companies that dis-
close a minimum amount of ESG data to 100 for
those that disclose every data point collected by
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Bloomberg. Each data point is weighted in terms of
importance, with data such as Greenhouse Gas
Emissions carrying greater weight than other dis-
closures. The score is also tailored to different in-
dustry sectors. In this way, each company is only
evaluated in terms of the data that is relevant to its
industry sector. Furthermore, with regard to eight
independent variables, BEPolicy, a strategy policy
has intensive to develop reputations in decision
control. Influential standards and guidelines such as
GRI and Global Compact increasingly inform lead-
ing edge disclosure practice and underline the
stakeholder accountability of the disclosure pro-
cess*). For example, according to GRI*?, “a primary
goal of reporting is to contribute to an ongoing
stakeholder dialogue. Reports alone provide little
value if they fail to inform stakeholder or support a
dialogue that influences the decisions and behavior
of both the reporting organization and its stake-
holders.” Under the accountability principle, one of
concerns for corporate disclosure is the right of all
stakeholders to receive all information relating to the
firm, including ESG information, and the responsi-
bility of the firm to provide it, even though the reg-
ulatory bodies do not require it. Therefore, disclo-
sure guideline organization such as GRI and Global
Compact provide a framework to improve the qual-
ity of ESG disclosure. Other variables such as
INDIR, which is indicated that firms with a higher
proportion of independent directors have a positive
effect on ESG disclosure. In contrast, many previous
studies even report a negative relationship between
board independence and firm performance”*. In
our study, we use INDIR to verify hypothesis H1. If
it shows a positively significant relationship, we
could make it clear that independent directors may
not exert sufficient monitoring power if their num-
bers only account for a small proportion of board
membership. Moreover, verified by ACM, if it shows
a positively significance in H2, the role of audit
committee meeting that may improve internal con-
trol and disclosure quality could be verified. With
respect to H3, we use CEOD to verify if it shows a
negatively significant relation, dominant personality
(CEOD) will result in a lower quality of disclosure.
Besides verifying hypotheses, in order to examine
the influence of other characteristics of corporate
governance, women on board and board average age
are used as well to represent the diversity of corpo-
rate governance.

3. RESULTS

Table 2 shows the result of regression analysis.
We could not find significance of BEPolicy in Japan,

United States and Europe column except Asia and
South-East Asia column. In this area, Business
Ethics Policy is statistically positively significant to
ESG disclosure score, since there are many devel-
oping countries included in this region, the results
illustrate that for developing countries, compared
with other factors, they would firstly concern the
strategy policy, which guides the firms’ CSR activi-
ties. Our estimation results show that in all regions,
high ESG disclosure scores are primarily associated
with the adoption of GRI disclosure guideline. Ac-
cording to the results, it is supposed that compared
with GRI guideline, Global Compact have more
directly effective influence to ESG disclosure in
United States and Europe.

On the other hand, if we focus on the characteris-
tics of board composition including INDIR, WoB,
CEOD and ACM, we could obtain the following
results. The percentage of independent directors is
statistically positively significant to score in United
States but in the contrary, negatively in Japan. As
regarding women on board, only in Europe we gain
the positive association with the quality of ESG
disclosure score. The coefficient CEO duality, which
indicates CEO is the chairperson of the board as
well, is positively significant in United States but
negatively in Japan and Europe. The last result
shows the role of Auditor Committee meetings is
positively significant to the higher ESG disclosure
score in the United States and Europe.

According to the above regression results, we
could get some findings as follows. Over the years,
stakeholders’ expectation have changed towards
more substantive disclosure of corporate governance
policies and practice, and they are now demanding
that corporations need to disclose information about
their corporate governance practices related to social
and environmental issues*”. Stakeholders need to
know how their rights are respected and how an
organization addresses CSR issues within the cor-
porate governance systems. For example, since de-
veloped countries’ markets have been sourcing
many of their products for years from developing
countries’ markets, they have an interest in the
governance policies associated with the health and
safety and working conditions of the supply facto-
ries. Therefore, stakeholders are interested in the
governance policies, as they are also exposed to the
risk associated with poor health and safety condi-
tions. This phenomenon does not only appear in
Bangladesh but also a general thinking in developing
countries. Hence, BEPolicy as a governance policy
is verified positively significant in Asia and
South-East Asia.
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Table 2 Regression result

)] 2 3) “
Japan United States Europe Asia and South-East Asia
ESGDS ESGDS ESGDS ESGDS
BEPolicy 2.492 —0.255 —1.662 4.608***
(2.853) (1.265) (1.797) (1.345)
GRIComl 9.533%** 16.903%** 17.394*** 11.100%***
(1.364) (0.708) (1.359) (1.267)
GCS 2.623 20.393*** 8.587*** -2.523
(2.263) (2.943) (1.327) 2.447
INDIR —0.121** 0.099%** 0.008 0.044
(0.053) (0.029) 0.034 (0.051)
WoB -0.213 0.047 0.169%%** —0.031
(0.203) (0.028) (0.053) (0.076)
BAA 0.457* —0.037 —0.285* 0.225
(0.276) (0.079) (0.159) (0.141)
CEOD —3.124** 1.308%* —4.814%%* -1.670
(1.569) (0.551) (1.383) (1.679)
ACM -0.170 0.268%* 0.336** —-0.036
(0.203) (0.105) (0.145) (0.143)
Size 2.496%** 2.814%%* 1.541%%* 1.582%%%*
(0.444) (0.214) (0.435) (0.467)
ROA 9.022 —3.883 —16.237** 11.679
(15.849) (3.552) (6.790) (7.969)
Constant —51.129%** —54.184*** 1.226 —31.744%**
(18.657) (6.476) (13.845) (11.167)
Year fixed effects Yes Yes Yes Yes
obs 126 842 332 221
year 2005-2013 2005-2013 2005-2013 2005-2013
R-squared 0.699 0.678 0.692 0.553

Notes: Columns (1) (2) (3) (4) show results of regression model. *** significant at 1% level, ** significant at 5% level, * significant at
10% level, respectively. Coefficients are without parentheses, and standard errors are in parentheses.

Furthermore, through the regression results we
could explain the hypotheses we generate in the
previous section. HI, which states that companies
with a higher ratio of independent directors would
more likely have a higher level of ESG disclosure, is
not supported. According to the result, in the case the
negative effect runs contrary to expectation for
Column Japan, but positive effect with expectation
for Column United States. It seems that for the case
in Japan, having more directors that are independent
makes a firm significantly less likely to improve the
quality of ESG disclosure, but for United States, it
reaches an opposite conclusion. This finding is not
consistent with the findings of Chen and Jaggi’s
(1998) & Rao and Tilt (2013). H2 states that com-
panies which have more audit committee meetings,
the higher quality of ESG disclosure they have. It is
totally supported that audit committee meeting could
improve ESG disclosure level. This result is en-
couraging since a previous study by Forker (1992)
only finds a weak relationship between the existence
of an audit committee and the quality of disclosure.
An important implication of this finding is that it

may be appropriate for regulatory authorities to re-
quire companies of other industries in Japan and/or
Asia and South-East Asia to establish an audit
committee in order to secure more corporate trans-
parency. With regard to H3, the hypothesis states
that firms with the existence of a dominant person-
ality are more likely to have a lower level of dis-
closure. Therefore, distinguished with other hy-
potheses HI and H2, the negatively significance in
this case means the hypothesis is supported. it is
partially supported by the results for Column Japan
and Europe despite Column United States where
obtain the contrary expectation. A possible reason is
a person who serves as both board chairperson and
CEO of a company in United States is likely to be a
substantial shareholder in energy and utility indus-
try, so it does not matter whether or not the two jobs
are separated.

4. CONCLUSIONS

With the progress of globalization, the nature of
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organizations and their relationship with stakehold-
ers have been evolved and now require boards of
directors to “... move forward from the traditional
role of controlling the management, toward a much
more proactive role”). Such a broader perspective
of corporate governance suggests that major gov-
ernance mechanisms are both responsible and ac-
countable to a wider group of stakeholders. Within
this view, the characteristics of corporate govern-
ance can be assumed to have influence on CSR ac-
tivities and ESG disclosure. The present paper re-
views the literature on corporate governance, espe-
cially the characteristics of board composition and
examines its influence on both CSR activities and
ESG disclosure. It also highlights some avenues for
future research, which are discussed below.

The majority of empirical papers rather exclu-
sively focus on examining corporate governance
effect on corporate financial performance. In our
study, we focus on its influence on corporate
non-financial disclosure. Since CSR is widely per-
ceived as a strategy, research should also explore
how board processes, in particular decision making
processes, with regard to CSR and ESG disclosure is
taking place in an organization. There is an im-
portant gap in the literature and would provide more
insight into whether CSR activities and ESG dis-
closure are outcomes of these decisions. Moreover,
the decision making process is the one where boards
collectively decide upon various CSR initiatives as
well as disclosing such CSR issues. Little research
however has directly examined decision making by
directors facing social responsibility decisions. Most
of corporate governance research studies are quan-
titative, examining the direct association between
the characteristics of corporate governance and ESG
disclosure resulting in contradictory findings.

We contract our observation boundary only to
energy and utility industry, which is considered the
sectors that concern and take CSR activities most not
only in developed countries’ markets but also in
developing countries’ markets, and has the best ESG
disclosure score in developing countries. However,
there is a gap between developed countries and de-
veloping countries since within the variables related
to characteristics of board composition, compared
with United States and Europe, there is no signifi-
cance showed to be associated with ESG disclosure
in Asia and South-East Asia. With regard to the
variable INDIR, we do not get an ideal result from
regression model mentioned in previous section and
fail to verify HI. Thus, a possible reason is that we
set the observation target only to energy and utility
industry. Future studies therefore should undertake
longitudinal and cross sectional studies, and extend
the observation boundary to other industries to ad-

dress the development of this issue.

Based on the conclusions above, we could obtain
some implications as follows. To improve the level
of ESG disclosure, keeping disclosure guideline is
an essential condition for any country. Communica-
tion with stakeholders such as audit committee
meeting, in other words, defaulting accountability is
an effective way to enhance ESG disclosure. Except
quantitative methods, qualitative methods such as
case studies, observation and interviews could be
adopted to gain in-depth understanding of corporate
governance decision making processes with regard
to both CSR activities and ESG disclosure. With
regard to the characteristics of corporate govern-
ance, as far as we know there has been no research
done linking various board diversity characteristics
to CSR or ESG disclosure decisions by the board.
With the diversity characteristics, executive com-
pensation is another debated and significant issue
faced by modern corporations. Given such im-
portance placed on executive compensation by ac-
ademics, policy maker and firms, it is crucial to
examine whether executive compensation really
matters in CSR activities and ESG disclosure deci-
sions through both qualitative and quantitative
means.

This study suffers from limitations that could be
addressed in future work. First, considering the high
disclosure score of energy and utilities industry in
developing countries, our analysis choose it as the
only observation boundary. However, since we fail
to verify the hypothesis A/ generated in this study,
the possible reason is considered as the lack of
analysis on other industries. Longitudinal analysis
would both help to resolve examining variation of
corporate governance characteristics concerning
causality and shed more light on the evolving pattern
of ESG disclosure. Second, since the model used in
this study is limited by the variables that could
choose from the existing dataset, to improve the
study we need to extend our observation of the data
boundary, particularly regarding not only internal
stakeholder perspective but also considering the
factors of external stakeholders. Therefore, future
studies in this area should address these specific
issues directly.

ACKNOWLEDGMENT: This study was car-
ried out as part of the SESAMI project in Kobe
University and was supported by research grant from
the Research Institute of Advanced Management.

REFERENCES
1) Carroll, A.B.: A three-dimensional conceptual model of
corporate performance, Academy of Management Review,

- 263 -



2)

3)

4)

5)

6)

7

8)

9)

10)

11)

12)

13)

14)

15)

16)

17)

18)

19)

20)
21)

pp.497-505, 1979.

Jamali, D., Safieddine, A.M. and Rabbath, M.: Corporate
governance and corporate social responsibility synergies
and interrelationships, Corporate Governance: An Inter-
national Review, Vol.16, pp.443-459, 2008.

Kriiger, P.: Corporate social responsibility and the board of
directors, Job Market Paper, Toulouse School of Econom-
ics, 2009.

Lang, M.H. and Lundholm, R.J.: Corporate disclosure
policy and analyst behavior, The Accounting Review,
Vol.71, No.4, pp.467-492, 1996.

Carter, D.A., Simkins, B.J. and Simpson, W.G.: Corporate
governance, board diversity, and firm value, Financial
Review, Vol.38, pp.33-53, 2003.

Rose, C.: Does female board representation influence firm
performance? The Danish evidence, Corporate Govern-
ance: An International Review, Vol.15, pp.404-413, 2007.
Yermack, D.: Higher market valuation of companies with a
small board of directions, Journal of Financial Economics,
Vol.40, No.2, pp.185-211, 1996.

Dahya, J. and McConnell, J.J.: Board composition, corpo-
rate performance, and the Cadbury Committee Recom-
mendation, Journal of Financial and Quantitative Analysis,
Vol.42, No.3, pp.535-564, 2007.

Wintoki, M.B., Linck, J.S. and Netter, J.M.: Endogeneity
and the Dynamics of Internal Corporate governance,
Journal of Financial Economics, Vol.105, No.3,
pp-581-606, 2012.

KPMG: KPMG International Survey of Corporate Re-
sponsibility Reporting 2011.

Deegan, C.: Introduction: The Legitimising Effect of Social
and Environmental Disclosures — a Theoretical Foundation,
Accounting, Auditing and Accountability Journal, Vol.15,
No.3, pp.282-311, 2002.

Dobbs, S., and Van Standen, C.: Motivations for Corporate
Social and Environmental Reporting : New Zealand Evi-
dence, the 10" Australian Conference on Social and En-
vironmental Accounting Research, 2011.

Mohammad, A., Shaila, A. and Md. Shahidul, I.: Corporate
Social Responsibility Reporting: Illustrations from a
Less-Developed Country, Journal of The Asia-Pacific
Centre for Environmental Accountability, Vol.15, No.2,
pp.2-12, 2009.

Gao, Y.: CSR in an Emerging Country: A Content Analysis
of CSR Reports of Listed Companies, Baltic Journal of
Management, Vol.6, No.2, pp.263-291, 2011.

Situ, H. and Tilt, C.A.: Chinese Government as a Deter-
minant of Corporate Environmental Reporting: A Study of
Large Chinese Listed Companies, Journal Asia-Pacific
Centre for Environmental Accountability, Vol.18, No.4,
pp-251-286, 2012.

Gray, R., Owen, D. and Adams, C.: Accounting and Ac-
countability: Changes and Challenges in corporation so-
cial and environmental reporting, 1996.

Guthrie, J.E. and Parker, L.D.: Corporate social disclosure
practice: a comparative international analysis, Advances in
Public Interest Accounting, Vol.3, No.2, pp.159-176, 1990.
Guan, J. and Noronha, C.: Corporate social responsibility
reporting research in the Chinese academia: A critical re-
view, Social Responsibility Journal, Vol.9, No.1, 2013.
Dong, S., Burritt, R. and Qian, W.: Building CSR Report-
ing in China: Evidence from China’s Mining and Minerals
Industry, the 7" Asia Pacific interdisciplinary Research in
Accounting Conference, 2013.

International Energy Agency: World Energy Outlook 2007.
Rao, K.K. and Tilt, C.A.: Corporate governance and cor-
porate social responsibility: A critical review, the 7" Asia

22)

23)

24)

25)

26)

27)

28)

29)

30)

31)

32)

33)

34)

35)

36)

37)

38)

39)

40)

- 264 -

Pacific interdisciplinary Research in Accounting Confer-
ence, 2013.

Europe Commission: Europe Governance — A White Paper
(2001/C287/01), 2001

Golob, U. and Bartlett, J.L.. Communicating about
corpoate social responsibility: A comparative study of CSR
reporting in Australia and Slovenia, Public Relations Re-
view, Vol.33, pp.1-9, 2007.

Gray, R., Javad, M., Power, D.M. and Sinclair, C.D.: Social
and environmental disclosure and corporate characteristics:
a research note and extension, Journal of Business Finance
and Accounting, Vol.28, pp.327-356, 2001.

Haniffa, R M. and Cooke, T.: The impact of culture and
governance on corporate social reporting, Journal of Ac-
counting and Public Policy, Vol.24, pp.391-430, 2005.
Shahin, A. and Zairi, M.: Corporate governance as a critical
element for driving excellence in corporate social respon-
sibility, International Journal of Quality and Reliability
Management, Vol.24, pp.753-770, 2007.

Forker, J.J.: Corporate governance and disclosure quality,
Accounting and Business Research, Vol.22, No.86,
pp.111-124,1992.

Chen, C.J.P. and Jaggi, B.: Association between inde-
pendent non-executive directors, family control and finan-
cial disclosure in Hong Kong, Journal of Accounting and
Public Policy, Vol.19, pp.285-310, 2000.

Van Ees, H., Gabrielsson, J. and Huse, M.: Toward a be-
havioral theory of boards and corporate governance, Cor-
porate Governance: An International Review, Vol.17,
pp.307-319, 2009.

Kao, M.F., Lynn H. and Jaafar A.: Board Characteristics,
Ownership Structure and Firm Performance: Evidence
from Taiwan, the 7" Asia Pacific interdisciplinary Re-
search in Accounting Conference, 2013.

Jensen, M.C. and Meckling, W.H.: Theory of the firm:
Managerial behavior, agency costs and ownership structure,
Journal of Financial Economics, Vol.3, pp.305-360, 1976.
Donnelly, R. and Mulcahy, M.: Board structure, ownership,
and voluntary disclosure in Ireland, Corporate Govern-
ance: An International Review, Vol.16, pp.416-429, 2008.
Htay, S.N.N., Rashid, HM.A. Adnan, M.A. and Meera,
A.K.M.: Impact of Corporate Governance on Social and
Environmental Information Disclosure of Malaysian Listed
Banks: Panel Data Analysis, Asian Journal of Finance and
Accounting, Vol.4, pp.1-24, 2012.

Haniffa, R M. and Cooke, T.: Culture, corporate govern-
ance and disclosure in Malaysian corporations, Abacus,
Vol.38, No.3, pp.317-349, 2002.

Zahra SA, Oviatt BM and Minyard K.: Effects of corporate
ownership and board structure on corporate social respon-
sibility and financial performance, Academy of Manage-
ment Proceedings, 1993.

Tricker RI: Corporate Governance: Practices, Procedures
and Powers in British Companies and Their Boards Di-
rectors. Grower: London.

Collier, P.: Factors affecting the formation of audit com-
mittees in major UK listed companies, Accounting and
Business Research, Vol.23, No.91, pp.421-430, 1993.
McMullen, D.A.: Audit committee performance: an inves-
tigation of the consequences associated with audit com-
mittee, Auditing: A Journal of Theory and Practice, Vol.15,
No.L, pp.87-103, 1996.

Molz, R.: Managerial domination of boards of directors and
financial performance, Journal of Business Research,
Vol.16, pp.235-249, 1988.

Fama, E. and Jensen, M.: Separation of ownership and
control, Journal of Law and Economics, Vol.26,



pp.301-326, 1983.

41) Cooper, S. and Owen, D.: Corporate social reporting and
stakeholder accountability: the missing link, Accounting,
Organisations and Society, Vol.32, No.7, pp.649-667,
2007.

42) GRI: GRI Sustainability Reporting Guidelines, 2006.

43) Tauringana V. and Chamisa, E.: Corporate Boards, Own-
ership Structure and Firm Performance in an Environment
of Severe Political and Economic Crisis, British Journal of
Management, Vol.23, pp.23-41, 2012.

44) Kamal, Y. and Deegan, C.: Motivation of Corporate
Managers for Social Responsibility-related Gvoernance
Disclosure: Evidence from Bangladesh, the 7" Asia Pacific
interdisciplinary Research in Accounting Conference,
2013.

45) Hung, H.: Directors’ Roles in Corporate Social Responsi-
bility: A Stakeholder Perspective, Journal of Business
Ethics, pp.1-18,2011.

(Received July 11, 2014)

- 265 -



