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CHAPTER THREE

THEORETICAL FRAMEWORKAND HYPOTHESES DEVELOPMENT

Y.
X
S
&

A number of theoretical perspectives have been used to the r Jtio hip between

L ]
corporate governance mechanisms, specifically board fersity find S'R.\(ﬁl.s study
focus on two theories, namely agency theory and e dgé ce bhg;ry, in order

to underpin how corporate governance mechacwand oagd div é?y influence the

3.1 THEORETICAL PERSPECTIVE

level of CSR disclosure. The agency t %h \@? idstused in corporate
}1 A

de ,pf @tion from researchers

governance literature, and has receiy, redt

(Jensen and Meckling, 1976, Fam n

l
et al., 2002; Webb, 2004, Ayus% Ar{ ,ﬁ(&, Said et al., 2009; and Bear et
@

al., 2010). According to tl@w,@in f\ 1on of the board of directors is to

O

|
monitor management o If bttt arctlders. However, resource dependence

&
theory has been em@'in 've%_ literature as a possible explanation of the
relationship be@board diversity‘& CSR. This theory asserts that the provision

of resour f%ed by the firm is the main function of the board. This section

&
< g%g and Coffy, 1992; Bartkus

reviews t ories of boards and governance mechanisms, which are relevant to this

study, namely agency and resource dependence theory.
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3.1.1 Agency Theory

Agency theory is based on the idea of separate ownership (principal) and management
(agent). The relationship between principle and agent was defined by Jensen and
Meckling (1976) as, “a contract under which one or more persons (% ncipals)
engage another person (the agent) to perform some service on th half, which

involves delegating some decision-making authority to the ag{t.’;;gency theories

suppose that agents and principles have different needs nWrests, and aims to

maximise utilities. This leads to a conflict of interest een gh fiple and the
L
o
agent’s goals. This conflict is the agency’s problem. hardy (1 ’qg&}irked that
: .
agency problems occur when there is a conflict of 1\4& e @cmal and thie

agents, and when it becomes expensive a Wh Wth f%&’ygl 6 THotor the

agent. The agency problem tends to incr%the a \cxxc }évhich is defined as the
N

. 0o S .
sum of monitoring costs, bonding %nd esidgak 1o, (Jensen and Meckling,
N &

1976). To address these ag chle,hs, 1(3@ proposed using corporate

governance mechanisms. D?‘Kse 1' *Qi rgﬁéyhat governance mechanisms are

used to minimise agenésts, shﬁnolder interests, and ensure agent-

]
principal interest al@at. 1,'6 st’@portant governance mechanism used to
:bo.}“
ré

address this issu:&e board ir\ev&ors. Boards are selected by shareholders to

9 | -
perform cert ' 1ctions, such as monitoring and controlling managerial decision-
making, in to protect the shareholders’ interests. Agency theory suggests that the

main function of the board of directors is to monitor management on behalf of the
shareholders, which leads to reduced agency problems and monitoring costs between
the shareholders and the managers. Therefore, the board of directors must be strong

enough to meet the monitoring task perfectly. Accordingly, agency theory calls for an
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increasing representation outside of directors on the board. Fama and Jensen (1983)
argued that outside directors may enhance the effectiveness of the board, because they
have incentives to develop reputations as experts in decision-control, and reduce
managerial consumption of prerequisites thus reducing the agency’s problem.

Agency theories also consider the ownership structures. Diﬂ*t ownership

structures lead to a rise to two types of agency problems. In ghe g se of ownership

dispersion where the share is widely held, problems agew the separation of

ownership and management (Jensen and Meckling, increase the

voluntary disclosure in order to reduce mformatlo etr%;fgar@ costs (Ho

and Wong, 2001). Alternatively, in ownership co ration.edpecial mily owned

firms, where the share is closely held an A@'ha 0 amll;z embers, agency

problems arise between controlling ar%on c& g @seholders (Gilson and
Co

Gordon, 2003) causing the demand eis PwW. ¥
_\40
S

|

Agency theory has been u \ ’h() elatlonshlp between corporate
governance and CSR d1 @ory\ gests that disclosure can improve
through govemance ms S s (:a) arate CEO and chairman roles (CEO
duality), and en mde‘ board member as well as audit committee.
Accordmg t 1s heory, ¢ orporaB governance serves as control mechanisms to
monit ment’s actions and mitigate the conflict of interest in the firm thereby
reducnrgcy costs. Consequently, firms tend to disclose more special, social, and
environmental information as tools used to reduce agency costs (Ho and Wong, 2001),

monitor management(Cheung and Chan, 2004), mitigate agency problems, and reduce

information asymmetry (Htay et al., 2012).
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With regards to board diversity, the agency theory suggests that greater diversity in
the directors on the board, the better the monitoring of management, because board

diversity leads to increased board independence (Carter et al., 2007). For example,

directors of different ages, genders, ethnicities, and cultural backgrour{%ay ask

questions that would otherwise not come from directors with mbraditional

backgrounds. Therefore, more board monitoring leads to im d quality of
disclosure, because the board will be more responsive t Mholders thereby

2000). ' _\"}T
E b 4 \,Y'

3.1.2 Resource Dependence Theory \COV u\

Resource dependence theory was ﬁrst@}dk%ﬁa alancik in 1978. This
i

]
theory views a firm as an open systerM ] nt uﬁtp‘ﬁ its external environment

\
ry oﬁoéethat the main function of the
s
resQ@Xes needed by the firm by linking
L

tion refers to the ability of the board

for survival (Hillman et al., 20 i

4

the firm with its externate*‘rol]nent
@
to bring resources tz&\'rm‘( illgha a@Dalziel, 2003). The board is viewed as a

P
resource providAthe firm. Pfeff@hd Salancik (1978) suggested that directors

provide fou@ of resource to a firm: (1) advice and counsel, (2) creation of
channel&gf iformation communication between the firm and external organisations,
(3) provision of commitments of support from important organisations or groups in
the external environment, and (4) legitimacy. Hillman et al. (2000) placed directors
into four categories, based on the four benefits that directors provide to a firm, namely

insiders, business experts, support specialists, and influential community members.
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Resource dependence theory concern on how board capital leads to the provision of
resources to the company. In this regards, board capital consists of both human and
relational capital. Based on the board’s human capital resources (i.e., skill, reputation
experience), Bear et al. (2010) pointed out that different types of d@ will
provide different resources to the firm. For example, insiders Pro@erﬁse in
specific areas, such as finance, law, company strategy, and operatio?miness experts
provide expertise on business strategy, decision-making, and p Msolving, support

specialists provide legal and regulatory affairs. Fina@ omjnunity provides

knowledge and relationships with external stakeholdggs, ifcluding | gg)\wmment

and local communities. However, as a result of linfgg thg wi&y’rts —
environment, the board will provide more val% ndeﬁliv e re;@sges and skills,

C—‘z &
which will help to reduce external depem , trans On.\@ts, environmental

uncertainty, thus producing better firm ap Ia al., 2000).

S ‘AJ;\:?»*“

;}o‘ry@ggests that selecting outside

experience and legitim@ill !
O

pemore know}edg%%gouhv}e “la gi@’emands of various stakeholders and thus,

more sensitiverciety’s needs@'n inside directors who focus on financial

measur§ et al., 2003).

Resource dependence theory provides a key argument for board diversity. The theory
suggests that board diversity will increase the resources provided by board members
resulting in greater introduction of information sources to the firm. Therefore, diverse

directors (through age, gender, and ethnicity) provide unique information to the
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management for better decision-making. Moreover, board diversity brings new
insights and perspectives to the firm, in addition to increasing creativity and
innovation (Ayuso and Argandona, 2007). Accordingly, more diverse board members
leads to better understanding and problem-solving, which can enable @rd to

effectively address the business environment and encourage positive Sﬁhg for CSR

(Bear et al., 2010). Y.

Resource dependence theory has been used to explain @;s‘lip between CSR
disclosure and corporate governance mechanisms espggial btrd ; ' 5(r§multiple
directorships. According to this theory, large boaﬁave ala ty\’qf"kknowledge
experts who are better qualified and better able@ Ca\'al r Yr.ces (Al-Janadi
&

et al., 2013). They also have more access ternal r Ourc®thereby improving

R

—

\ A
decision-making (Siciliano, 1996). Bas%ca regodrce Spe &nce theory, Ruigrok et

“ &
al (2006) suggested that nlultiplethIMg oards to be linked and
connected to important resou%‘d ne}

or 6‘tzang new insights to the board
resulting from their exper&ﬁnd kho\dge E@(‘nJ other firms. This will encourage
N,
the board to disclose m@R m?ey’mﬂgf'eports.
QA %
&S v $

Different theo 'A/e been used to@‘[ain and analyse CSR disclosure practices and

corporate:i%nce mechanisms such as agency theory, stakeholder theory, and

ndency theory. Alone, none of these theories offer a comprehensive

L)

resource

explanation of disclosure practices. Reviewing these theories indicates that each
theory views disclosure from different perspectives. The agency theory focuses more
on economic activities and aims to achieve the shareholders goals, while the

stakeholder theory concerns itself with the way an organisation manages its
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stakeholders (Gray et al., 1996). Resource dependence theory aims to provide an

essential resource to an organisation through their linkages to the external

Y.

Criticisms have been raised against agency theory because it concen%\on two

environment.

groups of stakeholders, managers and shareholders, and ignoreso% interested

parties in society, such as creditors, suppliers, and governmen@y. et al., 1995).

This theory fails to account for non-financial motivation orYﬁressing disclosure

(Okcabol and Tinker, 1993). Criticisms also have b ise Wstakeholder

L

theory. Gray et al. (1996) argued that the stakehold@y 1s flawe ljec«‘ﬁg' under
n

the managerial branch, the company ignores iﬂ?ﬁh t fru S oy&.;ciety as a
whole regarding the organisation’s provisio@ormﬁo heé< I of attention it

will be given is based on how those st ke%er QQ it ilgorganisation, or in
;&2 >1 A

s (fray etal., 1936).

other words, it will be based on market § &

3.2 CONCEPTUAL FRAKE 1'1 %
A N
This study examine@reftk?a_lb en corporate governance and board
@

diversity with %&fcloiu ve)- c@iders the moderating role of board size.
Y'

Referring toAtheoretical fram@ork in Figure 3.1, the study suggests eight

independen iables, namely gender diversity, age of directors, independent

5,
=
£ (/4/

.

direagors. Wutionality of directors, role duality, multiple directorships, family members
on the board, and audit committee, which may influence the level of CSR (i.e., the
dependent variable). The relationship between independent variables and CSR is

moderated by board size (i.e., the moderate variable). Furthermore, this study uses
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two control variables, namely the firm’s size and the firm’s profitability. These
variables are found to have an impact on the extent of CSR disclosure in Jordan (see,
Al-Khadash, 2003; Suwaidan et al., 2004; Ismail and Ibrahim, 2008) and has been
used by previous researchers as control variables in determining the Wshnp
between corporate governance and board diversity variables with &hsclosures
(Haniffa and Cooke, 2005; Darus et al., 2009; Khan, 2010; Rus:Ym. et al. 2014).
Therefore, it is important to control these variables in order Mntlfy the specific
impact of independent variables on CSR disclosure and 4 Tesi control variables

affecting the explanation of the dependent variable. ‘\d_
g
|5
s <
Firm size is considered among the most cor&rate \ehes ’ég'explam CSR
disclosure. Most empirical studies havx ed t si#, 1s positively and
significant associated with CSR discl ( ac

e 1996, Al-Khadash,

2003; Suwaidan et al., 2004; Ha d oke 00@13221]1 2007; Ismail and

Ibrahim, 2008; Said et al., Owwdul,Raz and.@ﬁstapha 2013). Larger firms
have more stakeholders and arahus\Q {é}}o the public and more politically

sensitive than smaller f& ' ndgfim @an 1978). Therefore, large firms are

l
more likely to dlSC@ f in &l (‘%nhance their reputation and to reduce
political costs %; andfl . 2@ Profitability is also considered among the
most imp@orporate vanab’fe‘? to have been used widely in CSR disclosure

litera %ﬂ an agency theory perspective, the more profitable the company, the

#s CSR disclosure. This is because managers tend to disclose such
information to reduce the problem of information asymmetry. Moreover, they have an
incentive to disclose CSR information to enhance the firm image and maintain their

positions (Giner, 1997). Studies on the relationship between profitability and CSR
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have produced mixed results. Roberts (1992), Suwaidan et al. (2004), Haniffa and
Cooke (2005), Htay et al. (2012) and Mulyadi and Anwar (2012) found a positive
relationship between profitability and CSR disclosure. On the other hand, Patten
(1991), Hackston and Milne (1996), Al-Khadash (2003), and Alkababji (2014Wd

L

no significant association between CSR disclosures and profitability. :%



Figure 3.1 The Conceptual Framework of This Study
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3.3 HYPOTHESES DEVELOPMENT

3.3.1 Gender Diversity Y-

Female directors on the board can be an important determinant of CSR:E;ac,ce,
especially in areas of charitable contributions, employees, and commurﬁemardi
and Threadgill, 2010). Therefore, increasing the number of women e board of

directors will increase the board’s attention to CSR issues ( oznd ‘Argandona,

2007). This is because women have good social sensibility es annou,
Ng
2002) and show a more favourable attitude towards qir?en

(Luthar et al., 1997). Moreover, women are more wi111 1vi d they

2003 ﬁccordmg

tend to view charitable giving as a means to help 0 (

to Wang and Coffey (1992), female directgrs a Ie usi o.r’gged and more
sensitive to CSR issues and the we]fa@em kq olc&;\\because females
usually have legal, education, or non ba1< red to male directors.

Moreover, women directors pa% atten‘. n “t'z,&eds of a wide range of

stakeholders (Bernardi and Mglll pOTS Bram et al,, 2009; Zhang et al.,
&
2013), improve the quahtﬁieml S ;Qg @ugess and Tharenou, 2002; Carter

et al., 2003; Walt and% 20 OE} ﬁﬂlber&, 2006) and are more likely to
4

enhance firm re p:&%’by discl smg, e social and environmental information
\

(Miller and Tr ’7009 Bear et al, 2010).

Majontontudles on gender diversity have yielded positive results. Barako and
Brown (2008) reported that increased female representation on the board will

significantly and positively influence CSR disclosure. Similarly, Bear et al. (2010)
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found a positive relationship between the number of women on the board and CSR.
Wang and Coffey (1992) also found that female directors had a positive and
significant relationship with the firm’s charitable contribution. These findings were
supported by Williams (2003) who found that the more women serving on t

equated to greater charitable giving than firms who had lower numbers oﬂk n on

the board. In Bangladesh, Khan (2010) found no significant relatlonWetween

female representation on the board and CSR reporting. \,
Unlike developed countries, such as Norway, which requige lis \Edt@ hve
‘-}
at least 40% of women directors, no government pO]lC een ad tedfto aR?~ nt a
specific percentage of females on the board of dlrect Ho &Er as of
2008, 22% of companies in Jordan have at l emal Q‘ b@d of directors
(ASE, 2009). Given the above, we hypothe at T &\
N

H1: Companies with a higher proporgion fer, Ctors@the board are more
zl

likely to have a higher level of pstlosure! I Q‘
" ‘s

3.3.2 Age Diversity \ l (_)O
fo

\
Resource dependel ry st ?thaﬁ&: diversity of the director’s age on the
N : .
board encour y fferent perspectiN ‘?s which will lead to enhanced board

peﬁom1a:1 ecision-making. There are different arguments on the relationship

betwe iversity and CSR. Some arguments support the proposition that age
diversity of board members enhances board performance (Ness et al., 2010). This is

because directors of different ages have different backgrounds, skills, experiences,

and social networks. Furthermore, age diversity will improve the information
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provided by the board to managers. However, Hagendorft and Keasey (2012) argued

that age diversity may lead to conflicts between board members when there are

different points of view. v

Older board members provide experience, wisdom, and economic resourc‘e&t they
are more complacent and less likely to initiate change. Moreover, tl@ss likely
to do their duties as directors (Webb, 2004). Therefore, they wjll w connected to
current stakeholders. However, younger board members m gygilredse %apital,

. : .
because directors with different ages may bring dlerref@ectlve an ‘ias g)&?e
mb

firm. Ness et al. (2010) argued that younger board are ghote | no\@e and

rel at@g.strategic

are better able to process new ideas. Moreover, they ag posi‘iv

=
=
(6]
o
=

change and more willing to participate in t@to i

Therefore, they will improve the organis %phi@\ | Kl
by é a S

q .
found that younger Americans are % concenged harﬁ&ér Americans about

N
environmental issues. This is stpoWy th; stu lo § et al. (2011) who found

f
that young directors may focw ori errf‘éac‘)&e’issues.
& N,
\ ¢ { (2() . ‘
There are limited stu& invgstiga tﬂ‘e 6 ionship between the age of directors
0 J

N

and CSR. Howev&) et af )fo that social and environmental disclosure

was higher wi ds containing theﬁ‘amgest directors. These results are consistent

with W %), which concluded that Socially Responsible (SR) companies have
sb'

more directors than non-socially SR firms. In Indonesia, Handajani et al.

(2014) found that older directors have a significant positive effect on CSR disclosure.
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In Jordan, based on the Companies Law No. 22 of 1997, the age of board members
should be more than 21 years. Based on prior findings, young board members may

have a significant positive impact on CSR. This leads to the following hypothesisY'

N\

H2: There is a positive relationship between a young board of directo@SR
disclosure. Y'

3.3.3 Independent Directors : '
N

Board independence plays an important role in monitogmg the Hehav \,r—e;top

management (Fama and Jensen, 1983). Fama and J 9% thdﬂe role
| | | . ~

of independent directors on the board is to affe w moﬂﬁ
e

control the firm’s activities. Therefore, the inde

others, because they are able to do their &yge nA) e&eholders, and are

" &
eb. 294y ResAilyce dependence theory
ol NS
suggests that independent diecter provide r opr@ information, skill, and
hict

[¢)

less likely to be manipulated by the

| A refite .
legitimacy to the board (Hill et al.,l_ Cé(m urn, will enhance the board’s
decisions and add value otl¥ the ii th(:ejé{nmunity. Therefore, they will be

s . .
society’s needs (5% et al, 3 eé:, independent directors tend to disclose
|

S’
19

| §'Ye.- -
more concerned w1th' arl;j hol . and tend to be more sensitive to
fH

more inform . Fama and Jensen 83) argue that independent directors are

motiv& crease disclosure to outside investors in order to enhance the firm’s
image. t al. (2009) argued that CSR should be disclosed as good news to reflect

the good reputation of the company.
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Majority of previous studies presented positive results. Jo and Harjoto (2011) found
that the proportion of independent directors had the most significant and positive

corporate governance mechanism, which affected the firm’s decision to engagn.Yv

CSR. Similarly, Carter and Vos (2005) concluded that a larger number of inde@t

directors led to an increased level of CSR in New Zealand companies. Webb %004)
also found that CSR firms had more independent directors compare%‘—socially
responsible firms. However, Said et al. (2009) failed to find ai ayvion between

independent directors and CSR in Malaysian companies. \d
]

In Jordan, the corporate governance code for comparigg liSted o thhe E@ﬁires

i ndﬁ&ectors.

and @ﬁ level was
A

[¢]

that at least one third of the board members i
at direct

However, a positive relationship between indN \

found in previous studies. Consequently, bu%y% ga Sk sasedintion
9

between independent directors and C SIK& Therdsqge Jit S&&?heswed that:

—,

—

N

, S
H3: There is a positive relationship b ee@c of independent directors
and the level of CSR disclos&\ l 4‘3

(0 l.?’l %O

O
3.3.4 Nationali Qt:rsa"D) §
by atlonalt& \c},

Several go\@ guidelines support the appointment of different nationalities on

the boasd of Wrectors in order to reflect the nationality diversity of their customers,

he ¥

employees, and stakeholders. However, foreign directors tend to disclose greater CSR
because they are more independent, are likely to make charitable contributions, and

tend to be more sensitive to society’s needs (Ayuso and Argandona, 2007). Ayuso and
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Argandona (2007) pointed out that foreign directors supposedly play an important role
in supporting CSR reporting strategies. This is due to their social and economic
backgrounds (Wang and Coftey, 1992). because, foreign directors bring diverse
opinions and perspectives such as language, religion, life experiences, cijffure,

X

behavior, and norms comes from other country or region, which in turn S%aes the

decision-making (Ruigrok et al., 2007). Y.

Previous studies that associated the nationality of direct h SWprovided
| ]

mixed results. Barako and Brown (2008) found no ciatiop be 7e.niggr.eign

directors on the board and CSR reporting in Kenya 5. Méa e, Kl}% (2010)

found a positive relationship between foreign dj W and‘\he el @untary CSR

reporting, in Bangladeshi banks. ThereforeE th&l ov{n\g thfiQS suggested:

S8

N
&

7]
. e . & .
H4: The higher the proportion of fQiel\l ? atTMe @rd, the higher the level

=
of CSR disclosure. % :JIQ?'
N’ O
O

N /! O

&

D

Role duality omAwhen the chair o @sxoard of directors and the CEO positions are

held by on h. According to agency theory, both the CEO and the chair positions

3.3.5 Role Duality Q )

shoul@zrated in order to improve the monitoring function. A combination of the

chair and CEO positions will lead to an absence of the chairperson’s role of
monitoring the CEQ. Fama and Jensen (1983) argued that CEO duality leads to an

absence of separation between management and controlling roles due to conflicts of
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interest. This will create a dominant personality, which will allow the CEO to control
the board in terms of meetings, agenda, and the selection of board members (Haniffa
and Cooke, 2002). Furthermore, some argue that duality creates an opportunistic
behaviour of the CEO (Barako, 2007; Al Shammari and Al-Su]t\VHO),
Consequently, they will focus on pursuing their personal advantages@than the
stakeholders, by failing to disclose such information, because t?‘knd to hide
unfavourable information from outsiders (Al Shammari and -Sum, 2010) thereby
reducing the quality of reporting (Lam and Lee, 2008). Fu AYr.e, less information
disclosure and lower levels of transparency will result froMr CHO » (‘\v} and
S

Leung (2004) argued that when these two roles ar mbineg, E(s of -\disclose

Y’ Y

less information to conceal fraud. The CEO Js% s th \lﬁty to ®0se what to

disclose, and CSR may be unimportant @ir vie tl’éﬁs not disclosed
\ .\

(Haniffa and Cooke, 2002). &

O .S
< G ¢

Previous studies examining ite Wnsh,p % O duality and CSR have
produced mixed results. BL@]' et a\{

(2009), and Abdul Raz M hagh2
e D! c%
duality and CSR. @ile, ? (260 ), ‘Gul and Leung (2004), Huafang and

Jianguo (2007) :W

between rolew Y and CSR.

Ac(;@ the corporate governance code for Jordanian companies listed on the

ASE (2009), a single person is not allowed to hold the positions of chairman of the

-9 72

),f ¢d et al. (2009), Al Arussi et al.

und no relationship between role

(]

board of directors and any other executive position in the company at the same time.

This indicated that the Jordanian authorities expected that companies with CEQ
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duality tend to disclose less social and environmental information in their annual

reports. As such, we hypothesise:

HS: There is a negative relationship between CEO duality and the level of CSR

X
N
g
¥

Multiple directorships refer to the directors who sit on more than ard However,

disclosure.

3.3.6 Multiple Directorships

appointing multiple directorships on a board indicates that th tors‘ are desirable,
because they have a high quality of knowledge, exgerien j\/eb OOL&E-and
credibility (Lorsch and Maclver, 1989). Some argur&r pultip d1r orshlps

are based on resource dependence theory, whlc@svﬂ Itipl rectorships

will bring experience, skills and new insigh % board, ltl om experience

and knowledge gained from other firm %ﬁfa %‘k &.&)5 Ruigrok et al.,
(]
%1 in th@' cies and strategies of

other companies. Such a stratee W nCOL"ag to disclose more in CSR
discfos

\g"@ @y result in imitation of other

2006). Consequently, this will lead

I‘

annual reports, because CS

N,

ices
companies (Darus, 2009 :' O

!J &
Another argum %h suppofts ultqzl-e directorships, was suggested by Kiel and
A S .

Nicholson @ who pointed out t }at multiple directorships will receive support

from e takeholders. Furthermore, it will be a channel for communicating
mformatl to and from the external environment. This will help in making
information more transparent and encourage a sharing of experience (Haniffa and

Cooke, 2002).
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A number of empirical studies support the relationship between multiple directorships
and CSR. For instance, Webb (2004) found that socially responsible firms have
directors who are on three or more boards. Haniffa and Cooke (2005) found a

significant relationship to CSR disclosure, Courtois et al. (2011) found %%itive
association with environmental disclosures, while Darus et al. (Z@nd an

insignificant relationship with CSR disclosure. Y.

Y

In the case of Jordan, corporate governance code do not all Mrs to sit on more

l

than five boards. Therefore, it is hypothesised that:

'\‘Z'
15
H6: There is a positive relationship between le direfto 1PSY§ d CSR

Ton i
disclosure. V v‘ .év
S
3.3.7 Family Members on the Board G) . A\T §
X

&)
Agency theory argues that compiﬁ lt aj on@tranon of ownership will

disclose less information, b% the d “do lic disclosure will be low

(Jensen and Meckling, 19@6th@\{aml nership, there is little separation
N

between shareholders a,l gers }iu%gb[e firm is controlled and managed by
@

d members from the same family. This

usually mea t co

unlikely, iéi\?ut between the owning family and minority shareholders (Shleifer

and &ishiyw 1999). Chau and Gray (2010) argued that family controlled companies

family members% Te tl?
Q nflicts of mgx between managers and shareholders are

tend to disclose less information because they have a greater access to internal

financial and non-financial information. Therefore, the demand for public discloser

will be low. Webb (2004) noted that family members on the board will lead to a
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weakening of the board’s monitoring function, and less motivation to engage in CSR

activities, because their goal is fundamentally to protect their own interests, rather

\q

Many empirical studies attest that family members on the board affect (Daniﬁ‘a

than that of the stakeholders (Darus et al., 2009).

and Cooke, 2002: Webb, 2004; Darus et al., 2009; Mohamad and g, 2010;

Mon the board

arusl et al. (2009)

Abdullah et al., 2011). They argue that companies with family m

disclose less information compared to non-family member boa

found a negative relationship between the proportion of mgnb @ des
| S
amil

'y.' m rs)@bless

access to

and CSR in Malaysian companies. They indicated t

motivation to disclose CSR information to stake}o%z duq‘
internal information. These findings are su@by A e (2011) who

found that the percentage of family directO% a b@n?g '\’%e*y associated with
(]
i AT-J@ et al. (2013) found
al

no significant relationship between ily fem@efs oards and the level of
l
voluntary disclosure (includinﬁan S% p‘@g
In Jordan, a number 0 pa:les?&vr&i(pby families, which elected family
VAN

/
",

the extent and quality of CSR in Mal

-
==
—
o
oo
=.
o

rs_Taerefore, it is expected that a firm with a

members as the C oard Y'
. § N . . .
high proportio 1ily members isﬁagatlve]y associated with CSR in Jordan. As

l\

such, tl@thesis is as follows:

H7: Companies with a high proportion of family members on the board tend to have a

negative relationship with CSR disclosure.
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3.3.8 Audit Committee

Audit committee is an effective monitoring mechanism that improves corporate
governance standards (Said et al., 2009) and enhances the quality of mfon?@
between principle and agent (Barako et al., 20006). Agency theory su that
independent directors in an audit committee will support the owners in n%nng the
managers’ activities (Mohamad and Sulong, 2010). This will re@;ncy costs
(Forker, 1992) and improve internal control (Ho and Won 2WA company is
expected to disclose more social and environmental info n. K netgt (2012)
argued that companies tend to disclose CSR informatio indicgtors t}tﬁ)q'dlt
committee can ensure objective financial reportm ani Y.wnh an

audit committee are more responsive to stakeh ema‘ﬂfis mf tlon (Arcay

N
QuS

&5
Previous studies provide evidence om rel Q‘ibe@en audit committee and
)l W

and Va'zquez, 2005).

5n~§1dependent members in an
<Q

audit committee will mcrea isl: so found a positive relationship
between the audit comn ompames Similarly, Khan et al.
(2012) reported a p ssocn tioy b @CSR disclosure and audit committee in

Bangladeshi com Gantyowan ae;&zlugrahcm (2014) found a positive relation

CSR. Said et al. (2009) arg,ued ‘5her

in Indonesian pames Meanwhlle lenciu (2012) failed to find any association

betwe@committee and CSR in Romanian companies.

In Jordan, audit committees are mandatory for listed companies based on Securities

Law No.76 of 2002, which has committed all listed companies to establish audit
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committee. The Jordanian corporate governance code for 2009 stated that the audit
committee should be made up of at least three members of the board of directors, at
least two of which must be independent members, including the chairman. This is
expected to improve CSR in Jordanian listed companies because the pr&'on of
independent directors on an audit committee will enhance corporate m ncy and

improve the quality of information disclosure (Forker, 199Tence, it is

hypothesised that: V

H8: There is a positive relationship between the n:gbeSfi dep ’ nt(\%ectors

3.3.9 The Moderating Role of Board %n C%Tos w‘sk
% o S
“ &
Board size refers to the number ommb[%je b . However, there are two
Krd S

different perspectives regarc% iz¢. S “é iﬁﬁars argued that large boards

increase CSR disclosurelg ﬂ@se l%’boards increase the link with the
&

community which méNe bpagd :‘d reégasive to social pressure, and increase
the quantity of and lrjvi eﬁ)information (Halme and Huse, 1997).
v’z
Resource depex&n theory suggesaﬁt members of large boards have better access
\

to externa rces and provide better sources of information for directors thereby

impgovi cision-making (Siciliano, 1996). Dalton et al. (1999) reported that large
boards provide better advice to the CEO due to the presence of more outside directors.

Members of such boards may advise companies to disclose more CSR information in

order to respond to diverse stakeholders.
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On the other hand, some scholars argued in favour of smaller boards. Lipton and
Lorsch (1992) and Jensen (1993) argued that a smaller board is more effective in
monitoring the CEQ’s activities, because within a small board it is easier to coordinate
and communicate. Said et al. (2009), Guest (2009), and Htay et al. (2012) arg d%t-
within large boards, coordination and communication problems arise remm%)less

efficient decision-making. Such boards are more likely to be controlled UVQCEO,

N

Previous studies that linked board size and CSR have progh Zmi ed results.

Buniamin et al. (2008) found a positive relationship be Mg

environmental reporting in Malaysia. On the other I'é encnu L) f%g;)d B

; .
negative relationship between the size of the boa d a \Q tal gegorting in

Romanian companies. He argued that a la@ d Wn ef%we because

Romanian companies have a very small rati fmdep *w l}élarge boards and
\

thus, the disclosure was low. Said et al

Htay et al. (2012) found that a bO lea tO hlg,her social and
1S
environmental information dlsclosur al ) r and Bachtiar (2010) came

to a different result that bo&a a LS” rel Sh'P with CSR for Indonesian

companies and non-line A‘Q\"Si
d u).'
Some scholars At nding a balance@ ween small and large boards. They agreed

that optimgl the best choice. Ning et al. (2010) proposed that firms should

COl]Sldthgency theory and resource dependency when setting board size. By

using the resource dependency theory, the firm tends to increase the board size when

the board size is smaller than the optimal size. However, the agency theory suggests

the board size when larger than the optimal size, should be reduced. This expectation
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is consistent with the result of Siregar and Bachtiar (2010) who found that large

boards have positive relations with CSR but small and very large boards do not

positively affect CSR.

There is no agreement about the optimal size for a board. wevgr, Lipton and

Lorsch (1992) suggested that the optimal board size should befaighf or nine members.

Whilst, Jensen (1983) argued that a board size of seven ofpgj zdirlectors 1s optimal to
whal pod

function effectively. Ning et al. (2010) found that the o

N
the USA ranged from eight to 11 directors. In&se of J a!v";)e corporate
'

N
governance code stated that board members shoul§ not thage and not more

N

than 13. This makes for an average (opti oprd siz ineégmbem

A
;(—) NP/
0 4 )
Besides the direct effect of boardﬂ on X oar&a e may also moderate the

N
effect of board diversity on ESR. S the,boa 3 ‘%ncreases, the representation of

P 4 ® 4 &
diverse board members a'lg%reas

er eE @l 2003; Adams and Ferreira, 2007
y & al
’

ze for firms in

Brammer et al., 2007, Fi@s tend to increase the representation of

'

diverse members o oardjsuc i c&ﬁendent and women in order to respond to
%/ ‘v’
public pressure. !1 1S case, direct&gs. will add a member to the board rather than
D
replace a dir Brammer et al. (2007) explained another association between board
size agd b diversity. They found that larger boards have higher board diversity,
especially with nationality and gender due to greater demand for demographic
diversity. They suggested that large boards provide a diverse demographic. Thus,

firms tend to appoint more diverse directors on the board in order to improve the

quality of decisions-making (Post et al., 2011). This does not mean that board size is
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determinant of board diversity but larger board may provide more opportunities to

appointing divers directors rather than small board.

As can be expected, board diversity increases with an increase in board size. TKR
a need for more outside directors on the board as resource dependence theo %ests

that appointing more outside board members will provide morY'usources,

information, and legitimacy to the board. Large boards have access to 1der range
of resources and are more likely to provide the expertise and nd'knowledge
that companies need. Therefore, the addition of outside direC Jar@:
boards. Ruigrok et al. (2007) suggested that outside d1r presen a her wree
of board diversity. Larger board provides more opport mes 1en Wyoung
foreigners, and independent directors because &D ackg pertlse that

add value to the board in order to enhance th(m)mtonnﬁ 8+ﬂmmm which
(9
Q-

collectively improve CSR.
\ .ﬁsj &

Based on the above dlscussmn we pec vZfi‘}@ moderate the relationship
between board diversity and Nc it 1@ othesised that:

N, e

‘—) %

l \
H9: Board size mod e pcgil'v) ec\é\ women directors on CSR disclosure.

N
H10: Board 51ze o tes the positive ct of the younger member of the board of

directors o sclosure
H11: Boa@moderates the positive effect of independent directors on CSR

disclosure.

H12: Board size moderates the positive effect of foreign directors on CSR disclosure.
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With respect to corporate governance mechanisms, board size also moderates the
relationship between the corporate governance mechanisms of multiple directorships,

role duality, family members on the board and audit committee with CSR dis;@;g.
\

Webb (2004) and Haniffa and Cooke (2005) found multiple diree%ips to be
associated with CSR. Jiraporn et al. (2009) suggested that multi le¥;torsh1ps are
more prevalent in large boards. They argued that an increase in Ymumber of outside
board members on the board represents the director’s suc he/she 1s
likely to be appointed in multiple directorships beca of his/per il E%B?mon
Multiple directorships are more likely to be ap t on J'd e the&’Vhan small
boards. When the number of board seats is 3.& ctory ma unw111mg to
serve on several board committees because e busy the@ltrary, firms with
large boards more readily accept multi ect are not concerned if
they are busy, but are more concern h thei e :rﬁ%—putatlon which will add

to the board. Consequently, %C

expected to increase, whi ill enc')

N
rta@he multiple directorships is

s
g to disclose more regarding CSR
F &
to preserve their reput ceor 413 is @othesnsed that:
¢ P b(_)
Y

disclosure. a\

Large boards seem to be more independent because large boards will increase board
diversity (Carter et. al. 2003; Adams and Ferreira, 2007, Brammer et al., 2007, Kang
et al. 2007). In the case of CEO duality, agency theory suggests that both the CEO and

the chair positions should be separated to improve the effectiveness of monitoring
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activities. Therefore, large boards are better able to oversee management (Siregar and
Bachtiar, 2010). One way to make monitoring the activities more effective is to
separate the positions of Chair and CEO. An increased board size will enhange the

negative effect of CEO duality on CSR and pressure him to disclose R

j s
information CSR. Therefore, we hypothesise. *

H14: Board size moderates the negative effect of the CEO dualityvyR disclosure

N,

Board size also affects on family members on the board §grbetta gnd v['ato 04)

argued that an increased board size will reduce p% ncgg}%‘ing the

proportion of unaffiliated outsiders and miti Gﬁall issuggd Amran and
&

Ahmad (2011) found that family firms resorN nun@' of board seats

sing t
\i - .
to allow outsiders to join the boardro@ er at ternal networking
t

3 5, 3
and reputation. On the other hand, ]M alj%ifo%ﬁl‘d negative relationship
N
between the proportion of fan‘%;bers ylﬂ@ CSR. Thus, family firms
A

contrdlled companies and provide new

with a larger board size m;iécrease'
insight and resource to odrd th ur@s?more information to be disclosed.
L

2 .9

Based on the argum s hygothgpi déhéﬁ
&) v
~\ &

N :
H1S: Board %; 1oderates the negative effect of family members on the board on
A

CSR disc

Finally, board size is also expected to moderate the effect of audit committee on CSR

reporting. Agency theory suggests that independent directors in an audit committee

will support the principals in monitoring the managers’ activities (Mohamad and
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Sulong, 2010) and improve the quality of information flow between principle and
agent (Barako et al., 2006). Therefore, the audit committee should be strengthened to

do their duties effectively and efficiently. Baxter (2010) argued that firms have the

incentive and the ability to strengthen their audit committees by adding%lnal
emfly, the

outsiders to the committee to be more active and independent. Con

larger the board of directors, the more independent directors SW the audit
committees which bring experience and knowledge and increase wectiveness and
efficiency of the board in monitoring thereby enhancing co tra‘sparency and

disclosure. Accordingly, it is hypothesised that: . \V-
| S
’
A3

H16: Board size moderates the positive effect a{in end‘e 1 cto@?t.tmg on an

audit committee on CSR disclosure. \j O<<

3.3.10 CSR Disclosure Pre angt Po Corp(!:f ce Code
) ' L 2
NN CQ

In general, regulations pl@al Jle 1 mpr% v information disclosure (Cheng

\
and Courtenay, 2006@\55 *{ @' Eﬁé’é that governance codes will help
companies devel rNmprgy .‘j go®ance and disclosure practices. According
Yv

to institutioney, management h&}{ncentives to disclose more CSR information

to comp) ysge®regulation requirements in order to justify their actions and to avoid

any ®icislh regarding CSR reporting. Darus et al. (2009) argued that regulatory

efforts are an important mechanism and significant force to promote greater corporate

transparency and quality in CSR disclosure because regulations will increase
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managers’ awareness regarding CSR disclosure and reflect managers’ responses to

regulatory disclosure requirements (Choi and Meek, 2008).

There are limited studies comparing CSR disclosure levels before and {R the

introduction of a corporate governance code. Damagum and Chima (253%und a

significant increase in voluntary information disclosure after the int ion of CG

codes in Nigeria (from 2005 to 2009) compared to before code imNntation (from

1999 to 2003). Similarly, Albassam (2014) concluded that in ion'disclosure has

been improved after implementing the code of corporate g a ce\'mdqdi listed

N\
firms from 2006 to 2010. é ' _{‘)
2 %)

In Jordan, the corporate governance code w anies

companies to disclose social and envir al imb\g&n @wir annual reports.
0 &
n

U]
This regulation will improve and S\ e

orte g ance mechanisms in

S
't@ud CEO duality) which in

Jordan (such as independent (t ectdfs, audi’ col
R discl d nse‘(;éﬁly, this study expects that the
a :

turn enhances the level of C\
plem% cor@!\e governance code is significantly

level of CSR disclosure afte

o

¢
different from befor@ lin
40 s
suggested :

coc(e:?‘ herefore, the following hypothesis is

H17: There \N\signiﬁcant increase in the level of CSR disclosure from the pre

(befoge C de) - to the post (after CG code) regulation year in Jordanian listed

companies.
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3.3.11 CSR Disclosure in the First and Second Market

The third objective of this thesis is concerned with testing for a difference in CSR
disclosure levels between the first and second market. As earlier mention e
difference between both markets is determined by the capital, number of sifa ders
and net sharcholders' equity. In general, first market consists of large*l mature
companies, while the second market consists of small and newl%x.companies.
Mohamad et al. (2010) used companies listed on the main b arw proxy for large

company and second board for small company. Accord ageWry, large

firms have incentives to disclose more information th@l firmg§ in o dir i\ uce
agency costs since they have higher information vetr% managers and

Y-
shareholders (Jensen and Meckling, 1976). l\@Wr, la??

er Cpmpanes have more
stakeholders and are thus more visible to the pUWjic a

o,

m olitiQy sensitive than

C} I~
smaller firms (Watts and Zimmerman, lé t hw ore,Jarge ﬁ;ms are more likely to

. 4
disclose CSR in order to enhance thmutr' to r{él%e political costs (Ismail
(

and Ibrahim, 2008). %z 0

’ s
N, | N \Q’
N
The majority of previo@iie t8c n 0% first market or large companies and
O
presented positive@s— b v_cy:lla ge&m and CSR disclosure (Hackstone and

Y.
Milne 1996; adash, 2003; Su@dan et al., 2004; Haniffa and Cooke, 2005;

Ghazali, @mail and Ibrahim, 2008; Said et al., 2009; Abdul Razak and

Mustamba, Z3). However, Mohamad et al. (2010) found that companies listed on the

main board disclose higher information than those in the second board of Malaysian

listed companies.
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In Jordan, companies listed in the first market have large capital and a greater number
of shareholders than those in the second market. Therefore, it is expected that
companies listed on the first market in ASE tend to disclose more mformatli: than

those on the second market. Hence, it is hypothesised that:

H18: Companies listed on the first market are more likely to dlsﬂase more CSR

information than those in the second market. \’

3.4 CHAPTER SUMMARY N
|5
Y—
This chapter provided an overview of theoretlcal sp tha commonly
applied in literature reviews. The agency t reso peg.nce theory have
been used in this thesis to study the ons}Me 'ésporate governance
N
mechanisms, specifically board d1v d R. Ze¥nc (‘,eory has been widely
A
used in corporate governance lite w'-,le regaurc endence theory has been
(

employed in board diversnt@re séa S!B{G};xplanatlon of the relationship

between board dlversny@ O
\0
This chapter the { pal ework of this thesis. Eight independent

variables w tlﬁed namely g%ader diversity, age of directors, independent
director, hty of directors, role duality, multiple directorships, family members
on tl@ audit committee, as well as board size as moderate variables. The

predicted influence of these variables on CSR levels was explained in the hypotheses
development section. There are sixteen hypotheses in this study. The first eight

hypotheses test the relationship between board diversity and corporate governance
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variables on CSR and the final eight hypothesis tests the moderating effect of board

size on the relationship between independent variables and CSR.
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