CHAPTER TWO

LITERATURE REVIEW

2.1 DEFINITION AND DEVELOPMENT OF CSR

¥
%
3

Corporate social responsibility (CSR) has been a topic to ex{ey tildy and heated

debate over the last few years (Broomhill, 2007). Deggite ent Qelear
S
definition of CSR, confusion remains in both the co te and dejnic ds as to

%3

how CSR must be defined (Dahlsrud, 2006). F ur urpos é&fned as “the
continuing commitment by business to b € 1cally te to economic
development while improving the quali ife o@'ﬁ %nd their families as
well as of the local community a 1ety Business Council for

Sustainable Development, 1992)
\,. S

I
One aspect of CSR is tK&e of,

’
CSRD is an extensi e ﬁ/a i

te so@ responsibility disclosure (CSRD).

décb(?re system (Bayoud et al., 2012), which
refers to how ¢ s p Qg dlﬁe their CSR activities. Saleh et al. (2010)
defined CS the CSR actnvxtlés&aommumcated to stakeholders via a company’s
annual Gray et al. (1995) remarked on the terminology for corporate social
dlSC and environmental disclosure, social responsibility disclosure and
reporting. Said et al. (2009) stated that many researchers used the concept of
corporate social disclosure and reporting as a proxy to corporate social responsibility

(such as Hackston and Milne, 1996 and Gray et al., 2001). The term “corporate social
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responsibility disclosure” (CSR disclosure) use in this study and no such proxy made.
CSR disclosure has also been defined as “the provision of financial and non-financial
information relating to an organisation’s interaction with its physical and social
environment as stated in corporate annual reports or separate social repons’&e
and Mathews, 1985). One of the most popular definitions is by Gray et %;) who
defined corporate social reporting (as a proxy to corporate social rmibility) as
“the process of communicating the social and environmental eﬂ% organisations’
economic actions to particular interest groups within society so‘iety at large”.
In this context, CSR information can be typically classigied 11¥o tife f iﬂ&!qcast
environment, products and service, human resources, mmuyit in olvi?c%?t, and

\,
other social responsibilities (Ernst and Ernst, 1%%}1(3 ;ﬁ\ﬁmen 3 one of the

most common themes of CSR disclosure. C g@ntly, m udiesthave considered

the environment as a standalone cate r%ather t\QQnV é:c} of more detailed
é U] )

categories. However, there are diffeK ercepmns gé‘rd' the definition of CSR.

R\

Some, such as Friedman (19 ),Wed 1SR al eS'&\the economic concept of
=0 £

market value maximization,H i ed& onsibility of a company is to

N &
conduct its business in,fc an ith® the it demands of the shareholders.

\ l
’
However, a majority, cgc)den/cs néd EJCS'R based on the business responsible to
NS

all the stakel@gt offl ﬁheézreholders. Bloom and Gundlach (2000)
0

V .
defined CS bligation of thé%’ml to its stakeholders, people, and groups who

can @ are affected by corporate policies and practices”.

Historically, CSR emerged in the developed countries in the 1960’s (Gray et al.,
1987), a time when businesses were growing rapidly and expanding internationally

(Lantos, 2001). At the same time, scholars begun to discuss what CSR means. One of
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the first and most famous researchers in this period to define CSR was Keith Davis.
Davis (1960) defined CSR as “businessmen‘s decisions and actions taken for reasons

at least partially beyond the firm‘s direct economic or technical interest”. However, in

this period there was more talk than action about CSR (McGuire, 1963). %‘7%
e

was a remarkable period for CSR development (Mathews, 1997) ensive
interest in CSR issues, leading to numerous contributions to CSR litem?g The main

contribution was by Carroll (1979), who defined CSR as “the sog} onsibility of a

business that encompasses the economic, legal, ethical and di jonary expectations

that society has of organisations at a given point ig time". e\%tgfour
categories or components of CSR: economic, leg@;‘ﬁlica} yii@'hropic.
Altogether, these components were later pre%mﬁ st o
illustrated in Figure 2.1. \co O<<

S
C model, as

che thigal
Obligation té&vhat is right
jm d tair
Legal responsibilities
Obey the law
Law is society's codification of right and wrong

Economic responsibilities
Be protitable
Tre tourdation on which all the others are built

(Source: Adapted from Carroll. 1999)



However, in this period the concentration was on disclosures relating to employees
and products. This was especially true in EU countries, whereas the environmental
issue was more observed in the United States. In the 1980s and 1990s, there were
fewer definitions but more empirical research on CSR (Salehi and Azary, 2@is
research was more analytical and less descriptive (Mathews, 1997). At ‘@e time,
researchers discussed different themes, categories, concepts, and theo CSR such

N984), business

OSl environmental

as corporate social performance (CSP), stakeholder theory (Fr

ethics, social responsiveness, and environmental issues. In

issues, rather than social issues, were the focus (Mathgws, T97) In 90s,

d
| . N
social accounting was re-emerging or rehabilitate ay et .‘al 2001). @the late

1990s, CSR received attention from mtematn&al} ané‘ sucég the United
Nations, World Bank, and national develop&ﬁ@operatl encés
A
N
C‘)

% ” A T
CSR moved towards becoming a ew eﬂli@'ey business concern of
the 21st century (Salehi and Aza 09), Sin Ihs@gjinning of the 21" century,
CSR transitioned from why to\hoDco o J@be socially responsible. The 21

century is already bea\ itn

ansfy tional changes in CSR thinking,

1
regulation, and pr %Oni suc xéggéi?on in the 21" century is corporate
;lt

\
ed"ftg)gorp@ collapses such as Enron and WorldCom
>

(Aras and C@n 2008). The con@t of corporate governance refers to how a firm is

govern d% 2013), it is defined as “the system by which companies are directed and
abi

governance, whi

conf Cadbury, 1992). It provides a set of mechanisms related to the board of
directors, audit committee and ownership structure, that protect the interest of

shareholders and stakeholders. This development highlights how companies have

become more concerned with improving internal mechanisms in order to enhance



transparency and disclosure in the firm. To this end, scholars have focused on
examining how corporate governance mechanisms affect CSR reporting (Abdullah et
al, 2011; Buniamin et al., 2008; Darus et al., 2009; Haniffa & Cooke, 2005; Ienciu,

2012: Khan et al_, 2012; Lim et al., 2008; Sahin et al., 2011; Said et al., 20&‘ebb

2004). ab

In recent years, board diversity has become an important el the corporate

liatlon in board

member characteristics in terms of gender, nationality, §e efMhicify, ¢ e- rek-glon

education and experience (Marimuthu, 2008). The f

garnered greater urgency due to the increased %I y in \orkfg@' in terms of

gender, age and ethnicity (Darmadi, 20 %such ssuésas received the

attention of academia and firms, who or ge go @T\r rsity in order to

for b.ga ersi '\ms also

. . o
improve CSR reporting (Ayuso & 07 aﬁal& Brown, 2008; Bear et

al., 2010; Bernardi & Threadi:: W Ca 0 ; Feijoo et al., 2012). One
important issue regarding b(){d éep carried out previously is the

representation of womegfomgpe b y of these studies were carried out

in developed countg off a{g (®8 Wang & Coffey, 1992; Williams,

2003) with ]1tt]: iscufsy @“th@pxc in developing countries, especially the

Arab-Mush

S
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2.2 THE JORDANIAN CONTEXT

2.2.1 Location and Population

The official name for Jordan is The Hashemite Kingdom of Jordan. It is aw

\

country in the Middle East located at the meeting point of Asia, Africa @urope
with an area of 88,778 km2, 75% of which is desert. The country is boggdered by Syria
to the north, Saudi Arabia to the south, Iraq in the northeast, and tyle to the west.

Jordan is divided into three main geographic areas: desert ( iai the Jordan Valley,

Mountains and Hills. Jordan’s population is increasing wi anpuangrg¥th rate of

g
approximately 3.4%. According to Jordan’s Depanm@aﬁsti ( SJ @f July
0 4
2013 Jordan’s population is estimated at about 6,??!00 WLQ undgg million
people living in the capital city, Amman. @s %n ]QC ased rapidly
N ol O

mond Gulf War, and
AL

between 2004 to 2013 as a result of Palesgnian-Ysr 0
. . D, N _
recently Arab spring which refer to th%crat& uprsthgs @ a revolutionary wave
&/
h b@l on 2011 in Tunisia and

against an oppressive rule in the \/or !

spread throughout the Arab %es. 3 J
demonstrations and in m@e enbis Wiyh ci\@ars and riots such as, Syria and

Libya. \ . T
y > | 31

2.2.2 Societ& ulture

spring started with non-violent

Jordag is MwArab country with approximately 98% of Jordanians being Arabs. The
remaining population is divided between Caucasians, Czechians, Armenian Kurds,
and Gypsy minority groups. Jordan is a majority Muslim country, as 92% of the

population are Muslims, 6% are Christians, while the remaining communities worship



other religions. The culture of Jordan is based on Arab and Islamic elements.
Administratively, Jordan is divided into 12 governorates or provinces which
are grouped into three major regions: the north, central and south regions. The major

cities in Jordan include the capital Amman, Irbid , Zarqa , Karak, and Aqat\

2.2.3 Economic Development

Jordan is an emerging market and classified as a middje=oMe cKnt?Since the

country gained its independence from the British in 194§ Jordan’p ecdto )7 h@'been
IS

affected by the Arab-Israeli crises and was dependent Bw threg plais soui,czs: exports

(such as, phosphates, potash and clothing), fesgigp? ai \fally@: Arab Gulf

ir@%’n Gulf countries

AN
ee@atural resources, high

countries, and remittances received from M n worki

(Marashdeh, 1996). The political con@e ;&’lx]
1% h

9

debt and the dependce on foreig& ave gatiig/a?ffect on the Jordanian
S

economy (Suwaidan, 1997). Jhe Jgdania ecogomy, passed through five distinct

s
periods of economic develwn elt \ef\ 50%@)3005.
S
N

N D, S

The first period sth" thef 1990s tiﬂ\ Israeli war in 1967. In this period, the
’ <

n

Jordanian gov planne \ést{?'nt in the Jordanian economy, covering three
W

concerns - OWlding the country’s infrastructure, developing main natural resources
such 9 and phosphates, and investing in large projects involving sectors such
as cen®, the oil refinery, and manufacturing. During 1973 to 1982, economic
growth stood at an annual average of 11.6%, as a result of the oil boom in Arab Gulf

region that lead to improve the export, increase the Arab financial aid as well as

Jordanian worker’s remittances. The third period lasted from the mid -1980s to the



Gulf war in 1990 and 1991. The economic growth decreased with annual average of
2.2%, inflation rate 25.8% and external public debt was 232.2% of GDP (Suwaidan,
1997). With the end of the Gulf war of 1991, the Jordan’s economy was affected as
the country was dependent on aid from Gulf countries and Iraqi oil, and o >Xﬂ~ of
agricultural and industrial products to Gulf countries and Iraq (Kanaan ‘a@ oosh,
2002). Because of the Gulf War, Gulf countries stopped importing JoXigman products
and approximately 300,000 Jordanians were expelled from thew countries and

returned home, which influenced the population growth. C ently, poverty and
unemployment rates rose. However, after 1992, the JordanidWyecopom wed,signs
| | &
of recovery with real GDP growing by 7% from 199 9 7 é
: V
Since King Abdullah II's accession to thew:ne i

9
economic reform programme, which aé%) GeEE N tn ﬁs and facilitate trade

with countries. As a result of this a IMO ,f;k‘ ent signed a free trade
agreement with the Umted% (US)rim g h@O. Jordan also signed an
g
1.

® &
Association Agreement W he E(‘V Toede agreements have significantly

affected Jordan’s ec her
economic resourc er?

qco&) ic trends moved from traditional
and phosph ate t pen an deve@em of new markets and sectors such as

__.2

1 Jor@l adopted a new

'.3

nces, foreign aid, and exports of potash

: . 9 . .
informatio Nology (IT) and the Aqaba Special Economic Zone (ASEZ).

N

2.2.4 Accounting Regulations in Jordan

The development of accounting regulation in Jordan are shown in Table 2.1 below:



23

Table 2.1 The Development of Accounting Regulation in Jordan

Year The Regulations and events

1961 The Auditing Profession Practice law 1961 is the first auditing profession

law, which required a licence for auditing
1964 Auditing became compulsory for all public companies accordi%it

Law No. 12 of 1964. s )

1964 The Company Law 1964: is the first company law in Jo nd the first
source of financial disclosure regulation administeredqby Ministry of
Industry and Trade. The law includes general diwore requirements,

which are the responsibility of the board of direc

[ ]
1987 The professional accounting body, represented e rw

L 2
Association of Certified Public Accountants PA) pva tfb&@vgin
Jordan b 4
r \,Y'
1989 | The JACPA started to adopt Internatjona ' Starﬂs (IASs).

1996 | Jordan embarked on its privati s

rd
0 e@ﬁ’e its success,

o

the government developed it

~
ftl@l version of IASS

e, Sta@%ﬁs (IFRS).

1997 | Company Law 1997, mandgs
and the International Finma

o,
2004 | Jordan Securities tomgsion i s?ﬂlje @mctions for Issuing
Company’s Disg¢losur Ac@ ,af: diting Standards.”
| o
L]
S NCA
I: '

N
2.2.5 Amman S40 xchang
AN S

DA
N o
The Am@ck Exchange (ASE), known previously as Amman Bourse, was

estabgishe@on March 11, 1999, in accordance with the Securities Law No. 23 of 1997.
As a result of the privatisation policy, ASE is considered to be a private, non-profit
organisation with legal and financial autonomy. It is responsible for monitoring and

regulating trading on the markets. ASE divides between the first and second market
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according to liquidity and company profit criteria. To be listed on the first market,
companies must have capital greater than Jordanian Dinar (JD) 5 million. In addition,
companies must be listed for at least one year on the second market and, the
company’s shareholders must have no less than 100 shareholders at the\&? the
financial year, the net shareholders’ equity must not be less than 100‘@ paid-in
capital. On the other hand, companies that are listed on the second?@t must have
capital greater than JD500.000, the number of shareholders ess than 50 and
the net shareholders’ equity must be less than 50% of th@ ap al (ASE, 2010).
The difference between first and second market are sl$ blef2. 2
Yv
N

Table 2.2 The Difference Between First\

Fir@rket 3 ; ‘

(Jrcatcr th 5

o )
e less,tha }1'00@' of

1S
Y'
W
t ‘ O‘Q
)cis*Second market

ond

Condition

Capital ¥Greater than JD3500.000

The net shareholders' Shall not be less than

equity its paid#in cm (Q_) (50%) of its paid-in capital
\4

st 1 ¢ {#5s th % if the | Must not be less than 5%

Free Float in the a it qyals Gymore than | if the capital less than

company 0 millll and 10% if the | JD10 million, excluding

whose capital equals or
exceeds JD 10 million

a
1tal’s ssé\ JD50 million

More than 100

&

Number o reholders More than 50

S

The number of listed companies on the ASE increased from 245 companies in 2007 to

277 companies at the end of 2010, while in 2011, the number of listed companies

decreased to 247 companies due to the amendment of the Listing Securities Directives
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in ASE, which led to the delisting of 30 companies. Table 2.3 shows the number of
companies listed on the ASE, the market capitalisation, and the value of stock traded

from 2007 to 2011.

Table 2.3 Companies Listed in The ASE, Market Capitalization an Value of
Stock Traded
Year No. of listed Market capitalization* | gVa Yl‘raded Stock*
companies l
2007 245 29,2142 AR e
2008 262 25,406.3 é , @@
2009 272 .
2010 277
2011 247

*Number in millions
Source: annual reports, Amman stock exchang

Companies listed on the AS pvided
the services sector, and wustriﬁ \0 .
sub-sectors, consisti a total

¢
number of traded@?i, thef fin
’
¥ €

sector, and the§ rial sectdf, }@'n in Figure 2.2 (ASE, 2011).

S S
Nj
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Figure 2.2 Trading Values of Companies Listed on the ASE by Sector, 2011

2.2.6 CSR in Jordan % }vg\(\

. &
i : &
Jordan has recently faced three major UT havéﬂ?ected its development, as

well as the lives of its citizen% e issy S a}‘plo&ay, unemployment, and women
in the workforce. Pover& majbr

World Bank, as of 2 NW

Tfot
Bank, 2009). Thed&'stat}s ca

(¢]
5
o
o
=
o
=
»
o
o.
a
=9
=
>
(@)
(@]
o
=
e
=
(<]
—
o
-
=
o

b 4
continues to B&ncreasing pove@up to 14.2% in 2008 (DOS, 2011), whilst

unofficial fig indicate 23%. Another serious issue is unemployment. This has been
one @gniﬁcam problems faced by the Jordanian economy. According to the
International Labour Organisation, as of 2010 the unemployment rate in Jordan was
around 18% of the entire labour force. The final issue is women in the workforce.

Despite the achievements of Jordanian women in many areas, Jordanian women
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continue to face obstacles in the labour market, such as wage differences between
women and men. For example, men earn 23% more than women in management
positions (UNDP, 2011). Another obstacle facing women is unemployment and
underemployment levels. The female unemployment rate as of 201 ¥.25%,
compared to the male unemployment rate of 10.7% (DOS, Zm oreover,

underemployment in Jordan is a major problem that affects Wian women.

According to the World Bank, the average female wage earn rdan is likely to

have 12.3 years of education, compared to 9.3 years foré d@nilar job.
‘ "('
| &

As the Jordanian government is unable to solve the ssue?a ong, congpames may

\'ativqéz.ne means of

play a part in filling this gap through vol ary SB‘ 1
e g®<$mance and board

enhancing CSR disclosure in compames gh corp

> T
diversity mechanisms. For example, mg @ilrectors in Jordanian
companies may help solve the iss orda omﬁ“ﬂn the workforce because

women directors are more cgficer d ab t t me of woman. In addition, they
. 40
lo

prefer to attract and retain able b p (Brammer et al., 2009).
&
'S

There 1s an increa of lne at':, tor in the Jordanian economy, especially
after the pnvﬁ%prograkﬂgﬁenced in 1997. Under this programme, the
govemm en off the largest and most important companies in the Jordanian
econom s Arab Potash, Jordan Phosphate Mines, Jordan Cement Factories,
and the Jordan Petroleum Refinery. In addition, the government fail to retained the

majority holding of shares and their participation in public companies went down to

less than 6% (ASE, 2013)
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As such, it is necessary for the private sector to be more responsible and accountable
to society, to enhance corporate transparency, to develop corporate image, and provide
useful information for investment-making decisions. Thus, the Jordanian government
has given more attention to the private sector to play an important r@he
Jordanian economy and society. To this end, significant steps have be@ by the
Jordanian government to improve CSR in Jordan, which mcludes actment of

legislation and regulations that mandate Jordanian organisations to tmlose social and

environmental reporting in their annual reports. An example a‘law is the Law
of Environmental Protection (1995), which was enacted to @ablg re chqks on
companies to ensure compliance with its environm cont‘;o st dar@Another

positive step was the mandatory Securities Com@%n vai \19984&& required

listed companies to disclose information &})Clal a v1®‘$nental issues in

their annual reports. In 2004, the S@}s 1ssion issued the
“Instructions for Issuing Comp Dischqgur ntmg and Auditing

Standards.” This meant that th W’of 4rec T @1 must include information
ti onJ

about the company’s contn i ent@‘rotectlon and local community

services. Another regul

on vol

guide for the Prepa 1) fAlv
o‘
pan

explain (in detai

epdrgs. These guides require companies to

} Jo@( Securities Commission issuing a

ntrwutlon to local community services and the

protection of;\environment (f ar@; listing all of the services that the company

provide company does not contribute to local community services and the

protectio the environment, this should be stated clearly, as follows:

“The Company makes no contribution to the service of the local community and the

protection of the environment. ”
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Despite that companies are required to disclose and explain the CSR activities in the
annual report, but there is no any detail mentioned by the above regulation. However,
companies that non compliance with CSR requirement may affect in their listing

status since fail to fulfill the disclosure conditions which are bin(& under
responsibility. : )

In 2009, the Jordan Securities Commission issued the Corporate GOWgnance Code for
Companies Listed on the ASE, which requires compani 1sc‘ose social and
environmental information in their annual reports. Thj s covered| by ood?under

Chapter 5 (Disclosure and Transparency), article (5 t stat}d ‘THE co '\any shall

disclose its policy regarding the local commu 1ty d th 1ronr\3e$' However,

CSR disclosure has been mandatory si 8 as che privatisation

programme commenced in 1997 to e that\? /Sectors will continue
0

contribution to the community as S emx_v;ent m oreder to to attract
foreign investments. , I 0
&
los

In Jordan, research on C 1te I1-Khadash, 2003; Jahamani, 2003).

Lately, there has an @ fro r a&gn government to improve the quality of
afies 4\

annual reports o 1an c ®aser et al., 2002). However, the majority of

\,
research co d in Jordan have t s far focused on examining the extent of CSR
(Abu Naser, 2000; Al-Khadash, 2003; Suwaidan et al., 2004; Ismail and

lbrahlm 8, and Al-Hamadeen and Badran, 2014) Most of these studies employed
content analysis to measure the extent of CSR. These studies indicated that the most
popular disclosure themes were human resources and community involvement, while

the environmental issue had the lowest disclosure among all of these studies. The
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study by Abu-Baker and Naser (2000) examined the level of CSR of Jordanian listed
companies in 1997. Using a sample of 143 companies chosen from three different
industry groups, he concluded that all 143 companies, from various industry groups
(i.e. manufacturing, insurance, and banking), made some sort of CSRD in @ual
reports. In terms of the amount submitted in the annual reports,&sﬂamd that
Jordanian companies achieved a weighted average of 0.45 pages thYge devoted to

social disclosure. He also found that environmental, product, a ergy reporting

needed a lot more attention and concentration from JO@K mes However,

human resources and community involvement were the y losed
; : ‘—)
themes across Jordanian companies. | S
4 X
\ v
N

Another study conducted by Al-Khadash exam heé'uel of social and

(@)
)Jé:‘/
=

environmental disclosure in the annual r%s t gupanies between 1998

O ¥
z ; N
. LS -
and 2000. The study examined 46 o\n ustsal ¢ pa&@ The results showed that

yle@mental disclosure in their
t

26% of the companies did ngt soci}
m lf'e(t@el of social and environmental

annual reports. The resultsw mc&
disclosure increased fr@ % In @tlon the findings also showed a

significant relatnon 6‘1 \@;? s size and management risk, with the

\r
significant r 1on hip between ﬂhcnal performance and the level of social and

level of social a 3 ron e dscl$ re. However, the study did not support any
envxr% disclosure. This was consistent with a study by Jahamani (2003), who
examin e extent, awareness, and level of environmental responsibility for
Jordanian companies in 1998. He found that only nine out of 86 Jordanian companies

issued environmental reports. He also found that these Jordanian companies issued

such information as part of their annual reports. The amount of information varied
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from nine pages to only a few paragraphs. This study was supported by the findings of

Abu Baker and Naser (2000), who found that environmental, product, and energy

N

Another study conducted by Suwaidan et al. (2004) examined the imps%ompany

reporting, needed a lot more attention from Jordanian companies.

characteristics on CSR disclosure practices in the annual rep Jordanian
industrial companies. Thirty-seven items were applied to the M reports of 65
industrial companies. The results showed that only t CO anies received

disclosure scores of more than 30%. Size, profitability, ri Mgu to be

SN
significantly and positively associated with the @re ’of so&al l%s’_;gnsibility
N
QNG 13@& social and

information. Similarly, Ismail and Ibrahim (2008)¢xami

V

environmental disclosure in the annual re orda

sample of 60 companies chosen from wan&]‘ ;@%ervice sectors. The
o S
result showed that 15% of the aniesn t %K@ did not disclose any

information related to CSR aEivi “The tesu 1l dS%}d that company size have a
significant positive relationship wa S{ 0 hile, the result did not find any
significant relationship é@en i

\ ty nd CSR disclosure. Recently, Al-
’
Hamadeen and Badq%M) emypi
’ WZ

and®c

1
'cﬁl)(i;?/estigated the relationship between the
\
levels CSR dis te @acteristics including age of the company,
NV
market capita&'kal n, ownership stru?ure, and industry type. They found a significant
relationglipagetween age of the company and market capitalization with level of CSR
disclos n Jordanian companies. However, they failed to find a significant

relationship between ownership structure and industry type with CSR disclosure.
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In summary, previous studies found that the level of CSR in Jordanian companies
remained low. However, all studies focused on the influence of corporate
characteristics on CSR. It is thus high time to study the relationship between corporate
governance mechanisms (specifically board diversity) and CSR in Jordaﬁ cially
after implementing the corporate governance code for Companies % on the

Amman Stock Exchange in 2009. Other issues beside the 1mpleme of CGC, 1s

the dropped down of companies in 2009 as a result of globa ﬁ 1al crisis which
directly and indirectly affected the Jordanian economy ai Amman Stock
Exchange (ASE).

J,
b 4 N

=
% &
Corporate governance has become rtaﬁ topicrIn an. The importance of
corporate governance in Jordan%ed 1 7 a \?{‘r,esult of implementing a
privatisation programme. In % as i ggjgd t that operates under civil law,
rights, responsibilities, al&\oat O'IS shpuld Qz?ﬁpponed by laws, regulations, and
rules (Al-Najjar 2010)%\1pr vt ’éulﬁtyry environment, three institutions were
established, nam y Sgeurit) } e@?\ltory Centre (SDC), the Amman Stock
Exchange (A d the Jordan S@'Ytlves Commission (JSC). The SDC is a public
mstxtuno@nancxal and administrative autonomy established in 1999 under the
Secu w No. (23) of 1997. 1t is responsible for supervising registration and the
deposit of securities, transfer of ownership, the safekeeping of securities, clearance,
and the settlement of securities transactions. The ASE was established in 1999 as a

private institution responsible for overseeing the trading of public securities.
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Meanwhile, the JSC is a public institution established in 1997 and responsible for

supervising and regulating Jordan’s capital market to ensure a good investment

Yv

The development of corporate governance in Jordan was based ;legislative

environment and the protection of investors.

environment. A number of laws and regulations are tasked \Wegulating the

corporate governance in Jordan, such as Company Law , Securities Law
(2002), Banking Law, Insurance Law, Commercial La m@noﬁon Law,
and Privatisation Law. These laws are concerned fagth madgy ter‘se?fated to
corporate governance, such as disclosures relate m{ﬁ e i{,&{;ﬁcation of
duties and responsibilities of the board i tor?‘ redplati Yh'e conduct of

meetings, external auditors, and audit comms. In\ad% n @ese laws, important

. AN

steps have been taken to develop and aspsc cor. orat@ovemance in Jordan, as

shown in Table 2.4 Y} ,Aj‘;\é“,
&

Table 2.4 The Developm&%&Co@e Goyernance in Jordan
b r&

Year c\‘ ’ ¢ "IP'R'eg ions and events
£

2000 The Ccr-@‘ﬁk offfor n}cq d all banks in Jordan to comply with the
P 4

Baserwnttee ongBanking ervision (BCBS) requirements on corporate

2004 ntral Bank of Jordan issued a Bank Directors Handbook of Corporate

ernance, which aimed at enhancing the corporate governance of banks in

ordan.

2005 The Jordanian Corporate Governance Association (JCGA) was established as an
independent, non-profit organisation, to regulate the implementation of best

practices in the CG of Jordanian.

2006 The Board of Director Insurance Commission issued Corporate Governance

Instructions and Amendments.
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2007 The Central Bank of Jordan issued the Corporate Governance Code for banks.

2009 JSC issued the Corporate Governance Code for Companies listed on the Amman

Stock Exchange.

2010 JSC requested all companies listed on the ASE to have a special chapter \i

regarding the implementation of the corporate governance code in thci% 1

reports.
N

The corporate governance code in Jordan was an important t§wargs enhancing

A clear
Ng
framework that regulated their relations and mana t¥and dgfi hlin.{fghts,

P 4
duties, and responsibilities, in order to realize their ow

X .
hﬂd\s eguar@lﬂe rights
of all stakeholders” (Jordan Securities Comm%wm

and developing corporate governance in Jordan. The code af tofes

4

eveE({e code was

based on legislation such as the Company@&ﬁT S L_;{wo(2002), and the
principles of corporate governance b% gagyisatio qfor&ékomic Cooperation
and Development (OECD) for 2004& co %j waéf's'ed on the above laws,
was mandatory. Therefore, th%my }}alv:}?ﬁz‘)p@w%ith the rules, based on a

legal provision that was Nging$ndeli$&:ode was applied through a
&
“compliance or explai &&m ch. ﬂhis@proach, companies had to comply
2.9

with codes, and if diff not pr wprgyun to for any reason, the company had to

@
| AR

explain their r wor non onth{lzqa, in the company’s annual report. The

Jordanian G*o e consisted of four\c}ections. The first was the board of director’s

sectio %discussed the board’s composition, their responsibilities, committees

forngle board of directors, and meetings of the board of directors. The second

section was the general assembly meetings. The third section was the shareholder’s

rights, including general rights and rights within the jurisdiction of the general
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assembly. The last section was disclosure and transparency — this section was
concerned mainly with information that should be prepared and disclosed, the audit

committee, duties of the audit committee, powers of the audit committee, apd the

external auditor. c\

The board of directors was the main subject of the CG Code in Jordan. %ar'd size and

board independence were covered by the code under article (1) mg to the CG
Code, members of the board of directors should range from dlrectors as
determined by the company’s memorandum of association (C®mpgnie 'nuvber

22 of 1997). The appointment of independent direct n the t?a di con@red an

important issue in corporate governance in JOW t aléY'OlZ) The
independent directors are described by the n%n gov e cé&as “a member
of the board of directors who is indep@t of \g%e K shareholders or
relationship relatives to the compan %e S WC@) bring that member

benefit, whether financial or inco , or hat y aﬂ@ his/her decisions or lead

to exploitation of his/ her poshlth th apy% ndependent directors result in
a more effective monitorj oa@cle { the code states that at least one
third of the board’s hGul ' ndent Regarding to other board

@ and nationality of directors , there are

e
'

not require chode or any law an,@*:gulation in Jordan.
N

diversity charact 1S sucl}

The@un between the chief executive officer and chair positions (CEO duality)

was also covered in the code as follows: “It is not allowed for one person to hold the
positions of chairman of the board of directors and any executive position in the

company at the same time.” The code also concerns multiple directorships. Where,
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under chapter(2) article (7):, ”...a member of the board of directors, or his
representative, should not be a member of the board or a representative of a member
of the board of directors of another company that has similar business, has identical
objectives, or is a competitor thereof. In all cases, a natural person must no@]e
membership of the boards of more than five companies, whether in brsonal

capacity or as a representative of a legal person”. This code is manv;g based on

Company Law No. 22 of 1997, Article (4)/B. \,

Audit committees are also an important factor in the corpor \cdof JQ{gan
Jordanian listed companies must establish audit commgittee ase 0 ec{u'l%es Law
No.76 of 2002. The presence of independent directm a ' ee ensures
that the audit committee is independent. T 's% mp onigding and lead to
enhanced corporate transparency (Forker@b T or p‘\ﬁovemance code in
Jordan takes into account the appm% ﬂde irectors on an audit

committee formed under article (2) ow' “R com@ttee shall be composed of
(
mb g

not less than three non- executlve e’b&;d of directors, at least two of

whom must be mdepend ¢ @ne 0 two independent members must
i

,T,),Lé’

The duties of t@t committee are\%?lely covered in the code, where the main task

preside over the commit

of the a 1ttee in Jordan is to oversee and monitor accounting and internal
contro uditing activities in the company, which includes 13 duties that are
mentioned in detail. All duties are based on the Company Law articles 175/A and

171/A. All companies are expected to comply with the duties mentioned in the code.
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The powers of the audit committee are also mandatory by instructions issued within

company’s disclosure for the year 2004, Articles 15/E 4, 5, and 6.

Tapanjeh (2006) argued that the initiatives to improve corporate govemanc(@an
were by means of rules and regulations related to disclosure practice.i (2003)
reported that disclosure and accounting standards are importantgigensions of
corporate governance in Jordan because disclosure in Jordan Views integral part
of corporate governance which provides an evidence of t Yt;uie transparency
and accountability of company. The Company Law and urifies that

listed companies should adopt IFRS and Internatio andard A€fou Ltfﬂg (ISA).

Therefore, full disclosure should be made in all t !Q-e company.
Shanikat and Abbadi (2011) found that dlscK d tr ncé(ere observed, to
a large extent, in Jordan. However, t orpor @e code states that
companies must provide accurate t1 'fy igfofm ﬁ:? related to material

I/

information, ownership, financial on ,7 Ianq@nd governance. This code
includes mandatory and guib cQded ‘ujﬁt‘j?mcle 4 of JSC Disclosure,
Accounting, and Auditin }ar@um@mpames 2004, which provides a
detailed list of requlren% or /nn‘u reﬁ(l)bb

&3

As CG code an use as an e«"o'lience of the existence of good governance,
transpargn accountability which lead to protect the investors and attractive
more @d foreign investments (Jordan Securities Commission, 2009). The codes

give more attention to the qulity of information disclosure in the annual report by
requires listed companies to disclose information regarding the local community and

the environment as covered under Chapter 5 (Disclosure and Transparency) this
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disclosure requirement is mandatory, based on Securities Commission law of 1998

and Companies Act 1997.

Research on corporate governance in Jordan is still limited. However, soé‘ii.es
(Tapanjeh, 2006; Jaafar and Shawa, 2009) examined the impact *orporate
governance mechanisms on firm performance, whilst others ss S d corporate
governance in Jordan based on the OECD Principles (Shangkat Abbad1 2011).

Tapanjeh (2006) examined the impact of corporate gove rmance

With a sample of 39 industrial companies listed or@mma @ange

between 1992 and 2004, the results showed that no utine d1 r s-s&; duality

significantly influenced firm’s financial perfornE},Mean no &‘@ﬁcance was

found between family members and firm perfor
~\
&
0 )
&
Similarly, Jaafar and Shawa (2009 eé@uence of the board’s
characteristics and ownershlp tratl 0 ﬁnfk)erformance Their sample

é"
consisted of 103 firms hste&%@e Ar‘ma oclizeschange between 2002 and 2005.
They concluded that bo e, wer yl \ntratlon and multiple directorships
had a significant 1t1\}e [el 1 S}@({Nlth firm performance. Shanikat and
Abbadi (2011) &lt a study to S corporate governance in Jordan based on
the OECD Pni es. Their study mvolved 20 interviews with employees from ten
large c@s listed on the Amman Stock Exchange, and a review of related annual
reports and laws. Their results showed that (1) the board of directors generally

fulfilled their duties and responsibilities, (2) stakeholder’s rights were protected by a

number of laws and legislation and the stakeholder’s role was respected (3)
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shareholders doesn’t treatment equitably, and (4) Jordanian companies fully adopted

ISA and IFRS, but disclosure and transparency was limited to quantity rather than

quality.
2.3 CORPORATE GOVERNANCE AND CSR Y'
The importance of corporate governance has gained popularif Vthe collapse of

large corporations such as Enron and WorldCom in the @B@redit and
Commerce International (BCCI) in UK (Aras and%&her, 2908)! A,nt@;r of
A

factors caused these corporate failures and contghut tQ d @:orporate

Y'
t an@areholders in

’ A
auditing standards, management greed éhclﬂ ,Le@egulatory and legal

L

systems, ineffective oversight by diw g ' assé?ments, poorly regulated
X ; S

capital markets, ethical brea% and [ess ttbn@ to the rights of minority

s f &

shareholders (Rezaee, 20 % ®
N
1 O
\ ¢ 2 (,’
There is no agreed finition r@{e governance. In general, the definition
‘7t
e cla

of corporate gm%(ce can @'ed as either narrow or broad. A narrow

S
definition f%\\s on corporate responsibility and accountability to shareholders

whne,®.

stakeholders (Mahmood and Riaz, 2008). From a narrow perspective corporate

definitions are more concerned with corporate accountability to

governance is “the ways in which suppliers of finance to corporations assure

themselves of getting a return on their investment” (Shleifer and Vishny, 1997).
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Whereas from a broad perspective, corporate governance is “the system of checks and
balances, both internal and external to companies, which ensures that companies
discharge their accountability to all their stakeholders and act in a socially responsible
way in all areas of their business activity” (Solomon and Solomon, 2004, @ne
of the most common definitions is that by The Organisation fori%wic Co-
operation and Development (OECD) which defined corporate gover?ﬁg as “a set of
relationships between a company’s management, its board, its sw ders and other
stockholders. Corporate governance also provides the st rgthrfugh which the
objectives of the company are set and the means of attafgg t oMgti@ and
A
monitoring performance are determined” (OECD, ). Base th s-ga’mition,
7
corporate governance provides a system that identies th \1gh.1 andygsponsibilities

among different corporate participants in r%les, S the dQard of directors,

shareholders, managers, stakeholders, %speciﬁ q lks\md procedures for
\

(|}
making decisions. \%
X | 7ls
Corporate governance is an 1 orta,{ ¥ i, determining CSR disclosure.

ern is shifting from the “protect

O

shareholders” goal to @g i:e‘ “&Jmtakeholders” (Webb, 2004). This helps
Y
corporate govern&g,n &v&j’res managers with the various stakeholders.
V .
Huang (201 d that good cOé'ibrate governance ensures that companies are

responsj %ountable, and transparent to all stakeholders, thus, enhancing

Nowadays, the role o por.

transp and improving information disclosure (Gul and Leung, 2004) and
increasing the quantity and quality of disclosure in order to address the needs of

various stakeholders (Lim et al., 2008; Jo and Harjoto, 2011; Khan et al., 2012).
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Corporate governance has been theoretically associated with agency problems.
Shleifer and Vishny (1997) state that two types of agency problems arise. First is the
principal-agency problem, which arises as a result of the separation of management
and ownership. The second type arises between controlling and non@ing
shareholders (i.e. minority shareholders). The conflict of interest tl@ts from
agency problems gives rise to agency costs (Jensen and Meckling, ?) Corporate
governance mechanisms are mainly used to address the 1ssue 1s1ng from the

separation of ownership, control, and reducing agency cos 1s ':t al., 1997). In

this study, the focuse on the first type of agency problem cigal-a ' p@blem)
which results from separation between managers a arehold S
type of agency problem will use to explain the rela nsh

on the board and CSR because, the pr@nses en &trollmg (family

shareholders) and non-controlling shareh s (min gh qkk%klers).

_..ﬂ

aéu@ at information disclosure is one of the

N
anagé ﬂta@ al. (2012) argued that firms disclose more
environmental 1?(&?nnatlon in order to mitigate agency problems

special, soci“

and re ormation asymmetry. Moreover, managers tend to disclose more CSR
inform in order to secure their positions (Wang and Coffey, 1992), and enhance
their reputations (Miller and Triana, 2009; Bear et al., 2010). Halme and Huse (1997)

believe that management has an incentive to disclose more CSR information, because

they don’t use their own money.
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Previous studies of CSR focused on the relationship between company characteristics
and CSR. However, a number of studies have examined the relationship between the
corporate governance mechanism and CSR (see Webb, 2004; Carter and Vos, 2005,
Haniffa and Cooke, 2005; Lim et al., 2008; Buniamin et al., 2008; Al A swlw
2009; Said et al., 2009; Darus et al., 2009; Clemente and Labat, 200 %nayoun
and Rahman, 2010; Sahin et al., 2011; Abdullah et al., 2011; Ienci 2; Htay et
al., 2012; Khan et al., 2012; Abdul Razak and Mustapha, 20N|Y-tnadi et al.,
2013; Rahman and Bukair ,2013; Ali and Atan, 2013; G m 'md Nugraheni,

2014; Mohamed and Faouzi, 2014). Table 2.5 summarises empirl qjdﬁ_s_ that

examined the relationship between the corporate gov% mechant J d‘%SR

O

To the best of my knowledge, no study in J@as of el e mlg,the relationship
sc

between the corporate governance mech anc&

Jordan has focused thus far only on t enge of 1‘por characterlstlcs on CSR

A
(Abu-Baker and Naser, 2000; Al- V&sh ,ZOO uw@n et al., 2004; Ismail and

Ibrahim, 2008; Al-Hamadeenmad% 4)’&;@wever this section provides a

review of previous llterat at tes&'@relau\ hip between corporate governance
|
mechanisms, namely %\ua ty ﬁ'pl rectorshlps, family members on the

board, audit com e =nd 2
2\ &’

N
N

. CSR literature in

“”‘7/
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Table 2.5 Empirical Studies on the Impact of Corporate Governance Mechanism

on CSR
Study Country Sample Independent Results
variables

Haniffa Malaysia 139 Malay They fou

and Cooke Malaysian dominated signiﬁc&

(2005) Companies board of positi% tionship
for 1996 and | directors, betwgen Malay
2002 Malay finance sharel®tders and

director, Malay Trs, multiple
dominated dir®ctorships and
shareholders, eign ownership
non-executiye ith CSR
directors, diiclosure.
multipl
directogshipstnd J| N n'fﬁ@t
fore% found beéyeen a
OWI 1p. alay. nce
Y. \’p irectqr and CSR
W 'TNon—
w\ utive directors
(32%5 negatively
\ A associated with
G) T A, '| CSR disclosure.
R A
Barako et Kenya 54 Kx on x‘écigb'*e Results suggested
al. (2006) compantes Ctorg¥ EO that voluntary
ist%'m u 12§ndit disclosure
adbi nitsttee, (including CSR)
st \" sg@holder associated
xchdng® s@hcentration, positively with
(N eign audit committee,
(} 992 {3 4)b1(,§-‘6wnership and institutional and
l ( | institutional foreign ownership
Q’ P $ ownership. but, negatwely with
% v ' non-executive
(_}r directors and, no
N significant with
CEO duality.

Lim et gl (2088) | Malaysia 743 CEO duality, Results indicated
Malaysian non-executive that non-executive
public listed directors, directors and
companies in | independent government linked
2003. non-executive companies were

directors, positively
government associated with the
linked level of CSR
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companies and
external auditor

disclosure, while
independent non
executive directors,
CEO duality and
external auditor

found to
insignifgca

The sws

Clemente and Spain 62 companies | board size,
Labat (2009) listed in the independent indiC that
Madrid Stock | directors, proportion of
Exchange ownership Inipendent
in 2005 concentration fectors and large
and CEOQ dyalit oard size will
intreases voluntary
Wion
di ure.
é glqal owed
that CEQMduality
’ priad ative and
z N stag(¥ically
3 ificant with the
Cﬁvel of voluntary
isclosure
Said et al. Malaysia @oard #ze, The result found
(2009) ualify, b that only ownership
pem@ce, concentration,
it @mittee government
?1' laést ownership and audit
shaféholders, committee are
j é)agerial positively and
@nership, significantly
\ ~foreign associated with the
(0 ownership and level of
Q’ government CSR disclosure.
% ’ ownership
Braam and etherlands | 149 Multiple Result indicated
Borghan companies directorships that multiple

listed on the
Dutch stock
exchange in
2004

directorships have a
higher voluntarily
reporting similar
financial and non-
financial
disclosures in their
companies’ annual

reports.
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Homayoun and | Malaysia Top 100 Board size, The result indicated
Rahman(2010) companies Board that only board size
listed on independence, among corporate
Bursa CEO duality governance
Malaysia in mechani have
2009 an in e% on the
exte % ernet
d re(ICR)
md' ing CSR
N losure.
Al-Shammari Kuwait 170 Non- execytiv hey found that
and Al-Sultan companies Directors, iy | oply
(2010) listed on the uditgommittee
Kuwait Stock wasidgnificantly
Exchange in ?’PO gively
2007 atedY® the level
f vql}?xtary
dig¥osure including
disclosure.
KOther variables
>were not
% significant.
Khan et al. Bangladesh | 116 % Results revealed
(2012) mam urj that board

dence,

independence, audit
committee, public

ka% gerial and foreign
\Excllan ership, ownership were
& b engd05 .:\ reign significantly
\ and | (_g.I ownership and associated with
G) s {; public CSR disclosures,
Q— N3 ownership while no significant
% ' f g 4\ impact found of
\,Y. CEO duality.
A N
Courtois, et aM France 40 French Multiple Positive association
(2011) companies for directorships found between
the year 2006 multiple
0 directorships and
level of the
environmental
disclosures
Htay et al. Malaysia 12 listed board leadership | Panel data analysis
(2012) companies structure, showed that the
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(whose main
activity is
banking) from
1996 to 2005.

independent
non-executive
directors, board
size and
ownership
structure
director
ownership,
institutional
ownership, and
block
ownership)

level of social and
environmental
disclosure are
associated with a
higher proportion of

independ

d1rect0 REe
board her
direcdor oy¥nership
anfc&r

1onal and

block
ership.

lenciu (2012) Romania 64 Romanian | Board CEO J Th r*ul@dlcated
companies, dual oard t
listed on the n ent afdpi de ent have
Bucharest audr xe\ posi{ife relationship
Stock "‘ \&é environmental
Exchange 11 yorting while, a
2010. egative correlation
(0 \T é found with board
a (;J\ size, and no
“ <$ significant with
N A CEO duality and
Y- , : § audit committee
Damagum and Nigeria 35 Migern " o size, non- | They found a
Chima(2013) ompalm gédtive significant
ro 9340 \ ctors and relationship
\ Q9 i irector’s between board size,
(0 ’ £; shareholding. nonexecutive
Q— : ) $ directors with
voluntary
% d \,Y. disclosures
\c’ (including CSR)
while, no
significant

S

relationship found
between director’s
shareholding and
disclosure.

Al-Janadi et
al.(2013)

Saudi
Arabia

87 companies
from the
Saudi Stock

Family members
on the board
,non-executive

The result found
that non-executive

directors, CEO
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Market for directors, board | duality, audit
years 2006 size, CEO quality, board size
and 2007 duality, audit and government
quality, ownership, have a
Government significant
ownership, and | relationskigwith
Independent volunt }%
audit committee | discl & cluding
members CS %er
vé&s were not
renigicant
Ali and Atan Malaysia 120 CEO duality, sults found that
(2013) companies board size, poa oard size, board
(60 Malaysian inpependent and
companies wnegghip
and 60 global Mﬂrat@n show
companies) ?1’1;@\
for year 2009 ati 1p with
e nt of CSR
wsures. While,
significant
lationship
etween the role of
duality and the
chairman of the
audit committee.
Abdul Razak Malaysia The results show

and Mustapha
(2013)

&

S
&

i ¢ uality and
f agerial
nership
D

that managerial
ownership has
negative and
significant
relationship with
CSR disclosure
whilst, no
association between
board size, board
independence, CEO
duality and CSR
disclosure.

=

Abdul Rahman
and Bukair
(2013)

GCC
countries
(Bahrain,
Kuwait,
Qatar,
Saudi

53 Islamic
banks for the
year 2008.

Shariah
Supervisory
Board (SSB)

characteristics:
Existence of

The results
indicated that all
independent
variables had a
significant positive
influence on CSR.
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Arabia, the
United
Arab
Emirates
and Oman

SSB,

Number of
SSB members
Cross
memberships,
Doctoral
qualification
of SSB
member and
reputable

scholars on
SSB

T
N
e
T

Mohamed and
Faouzi(2014)

Tunisia

Gantyowati and
Nugraheni(2014)

S

23 companies
listed on
Tunis Stock
Exchange
from 2003 to
2011.

Indepen
directors,

i
ahel data analysis
d [ sho ;ha&_

ind§pgnd
ectors&hq:s
gnif@ﬁt and

posiye relationship
% the level of

jﬁvironmem
§ 1sclosure, while,

ownership
concentration and
CEO duality were
negatively related to
environment
disclosure. Other
variables were not
significant.

tock &)
Excl{b‘@e in
the period of
2009-2011

! independence,

~Xudit committee

board
independence,
board meeting
frequency, audit
committee
meeting
frequency and
institutional
ownership

The result found
significant positive
relationship
between audit
committee
independence, audit
committee meeting
frequency with the
level of voluntary
disclosure including
CSR reporting.

No significantly
affect found with
independent board,
board meeting
frequency.
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2.3.1 Role Duality

One important issue of board structure is CEO duality (role duality). This refers to
leadership structure, where the firm’s CEO is also the chairman of the board in the
same company. The position of CEO is usually full-time and he is resp 5; the
day-to-day management and operation of the company, whilst im&ennng the

company’s strategies that are dictated by the board. The chairmaRof the board is

responsible for managing and leading the board, ensurin ectiveness of the
board, monitoring and evaluating management (inclydi O) setting the
agenda, running board meetings, and nominating n oard m mb f %d El-
Masry, 2008; Lam and Lee, 2008). There are eth e ect%s regardmg
role duality, namely agency theory and s a sh1p\ th cy theory is
suggested for separate CEO and chairma s since ¢le c-h\ erson s role 1s to
monitor the CEO. Fama and Jensen (1 ga IOI‘@MIOH of the chair and
Q-
CEO positions increases agency p s, due o @ﬂcts of interest that impair
the monitoring function. Th efY.he SJP oh e positions of chairman and

s

<&
CEO is necessary to en he 1r] nce éﬂ'the board of directors and thus,

&
enhance monitoring it ?ve@Jallty of reporting (Forker, 1992).

2 .9

However, the st ip ’y 313;&&5 that combined roles will improve
leadership, be %ere are fo con")&§ of interest when the CEO acts as chairman.

This enha Nmmunications bec%se there 1s no information loss between the CEO
and 6% (Davis et al., 1997). Moreover, duality of roles facilitates decision-
making, because the CEO, as an inside director, has more knowledge and
understanding about the company’s business than an outside director (Lam and Lee,

2008).
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Empirical evidence on the relationship between role duality and voluntary disclosure
(especially CSR) supports the separation between CEO and chairman positions (e.g.,
Gul and Leung, 2004; Webb, 2004; Huafang and Jianguo, 2007; Clemente and Labat,
2009; Mohamed and Faouzi, 2014). Gul and Leung (2004) tested the li®een
CEO duality and voluntary disclosure using a sample of 385 Hong Ifx%mpanies

from 1996. They found that 54% of companies had CEO duality; Y"ng that CEO

duality was associated with a low-level of voluntary dlsclosur ey argued that
combined roles raise the conflicts of interests that mak olfiers suffer, and
hence, reduce board independence. Huafang and J1an the
relationship between board composition and owne structur u h’e\voluntary
disclosures of 559 Chinese companies, llsted on xchange in
2002. They found a negative relationsly ween dualty and voluntary

disclosure. Webb (2004) found that in L%mpan \so?la ‘n\,sponsible firms were
-y
4]

less likely to have role duality com wﬂy @s?)nmble firms. Clemente

and Labat (2009) studied the rela 1p J COL, te governance mechanisms

and voluntary disclosure m as ple off ies listed in the Madrid Stock

Exchange in 2005. The Q 70 O @compames had CEO duality. The
results indicated that ua ty l'egei?ely and statistically significant with the
level of voluntar

c;e

betw

N N
In the f%e Arab region, Mohamed and Faouzi (2014) examined the association

orate governance and the extent of voluntary environment disclosure for
a sample of 23 companies listed on the Tunis Stock Exchange between 2003 to 2011.
They reported that 72% of companies in the sample did not separate between the CEO

and chairman positions. The result showed a significant negative association between
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CEO duality and the extent of environmental disclosure. Different results were found
by Al-Janadi et al. (2013) who examined the influence of corporate governance
mechanisms on voluntary disclosure in Saudi Arabia. A sample of 87 annual reports
of Saudi listed companies for years 2006 and 2007 were selected from \KWey
found a positive relationship between the CEO duality and voluntary di Fo@e. This
mean that companies with CEO duality tend to provide more voluvnformation
than companies that separate between the CEO and chalrmN)smons They
provided an explanation for this result based on steward% v'lnch considers
that the combination of the two roles will provide the p nd ty t help
companies to achieve its objectives since there are %ﬂlcts f teres’l’*between

SP &

two roles.

_J

o

'%en role duality and

CSR disclosure (Ho and Wong, ZOO@ ¥z “ZO@Chené and Courtenay,
ai

2006; Barako et al., 2006; Bunia al'

200 \ , 2009; Al Arussi et al,
(,}D BN
2009; Khodadadi et al., 2010; Sahy#l et " )¥ Heyand Wong (2001) conducted a

questionnaire survey of \CT] @ml éﬁ:ers to examine the impact of

corporate governanc gﬂ))ute on olfmé? disclosure by Hong Kong’s listed

A number of previous studies failed to f'

-ﬂ

companies. The r t showe :ass@&?tlon between role duality and voluntary
disclosure. T lded a posmble\%’planatlon for this result, where in the case of
many ng companies, the chairman and CEO are possibly substantial
shareh éTherefore there 1s no separation between the two roles. The results are
consistent with a study by Arcay and Zquez, (2005) who analysed the association

between corporate governance mechanisms and voluntary disclosure in Spanish listed

companies. Their sample consisted of 117 firms listed on the Madrid Stock Exchange



in 1999, and their findings indicated no relationship between CEO duality and
voluntary disclosure in Spanish companies. They argued that a low separation

between management and ownership, with a high ownership concentration, especially

in family-owned firms, resulted from the combination of the two roles. Therem

impact of role duality and voluntary disclosure is unclear. Cheng a:c‘@nrtenay

(2006) studied the level of voluntary disclosure for 104 companigglisted on the

Singapore Stock Exchange for 2000. They found that role duali not have any
influence on the level of voluntary disclosure. Similarly, oZd dll et al. (2010)

analysed the relationship between corporate governance a ut:! a extent of

voluntary disclosure between 2001 and 2005 of I nvcom

ni ll'stels:’on the
Tehran Stock Exchange. They concluded no sxgmﬁc ' et CEO and

chairperson duality and the extent of VOK 1sC r arzﬂ{o et al. (2006)
W

documented an insignificant relationshep be gity and voluntary

N
disclosure in Kenyan companies. Th thgt m er@ companies separated

&

the role of CEO and the chalrm% T ! mﬁ)l 75% of the sampled
N
w’aj g

companies separated the two rores esult1 M() tical significance due to the

small number of firms in sa pl '(1 e nly irms). lenciu (2012) analysed the

impact of several corp%\ov rifan ghagf)erlstlcs on the level of environmental

disclosure in the % ‘ﬁ Rq&aman companies listed on the Bucharest
Y—
Stock Exchan 010. He found t 0.9% of the companies did not separate CEO

and chalr%smons, and no significant relationship was found between role
dualitfagnd Jhe level of environmental disclosure. Sahin et al. (2011) examined the
influence of several board characteristics on the corporate social responsibility and
financial performance on the annual reports of Turkish companies listed on the

Istanbul Stock Exchange (ISE) in 2007. They found that firms with CEO duality were
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associated with lower levels of financial performance, but failed to find an association
between CEO duality and CSR. This was supported by the study of Al Arussi et al.
(2009) who examined the factors (including CEO duality) that affected the extent of
environmental and financial disclosures through the internet on Malaysian c@s‘
Based on a sample of 201 Malaysian listed companies on the Bursa Malﬁ&%&lected
from the main and second boards for 2005, they found a negative rel?&hip existed
between role duality and the level of financial disclosure. HoweNhey could not
find any association with environmental disclosure. A similar y ]i}uniamin et al.
(2008) (in a Malaysian context), which also regarded iropmen

examined whether a relationship existed between cor e gove jhara&enstlcs

of 4?' Malaysian

rmfént relationships

B et al (2009) also

and the level of environmental reporting. The Q a

companies’ annual reports for 2005. The @

existed between CEO duality and envir tal e.
investigated the influence of CEO d C in ‘Al companies but they

did not find any evidence to suEpw re!;ty b@ een CEO duality and the

extent of corporate social disclos Razak and Mustapha (2013)

found that CEO duality d@a A@gmf@ influence on CSR disclosure in

companies listed on th ofd of: uo'sa@aysm
o‘

&3

It has been obK that the maj orlty@ studies conducted in Malaysia could not find

any re etween role duality and CSR. The reason behind these results was
mb’

explai Lim et al. (2008) who suggested that in the case of duality roles of
Malaysian companies, the CEO (or chairman) gave less attention to the voluntary

disclosure level; being more concerned about the company’s day-to-day management
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and operation. Meanwhile, Buniamin et al. (2008) provided justification that CEO

duality may be also the substantial shareholder.

2.3.2 Multiple Directorships c\:

Another corporate governance mechanism that affects CSR is multipv‘ectorships.
This refers to a situation when one director of a firm sits on the boa another firm.
This situation is also known as busy directors (Webb, 200 rz criss-holding of

directorships (Haniffa and Cooke, 2005). Some define it int lwglir%_tors

(Darus et al., 2009). é J 'Y_.\('}
P 4
¥

Multiple directorships are related to the qual@ an en%qf the directors.
Webb (2004) argued that good reputation @sig -1 \NpgTi @ens and experience
may be the reason why firms appoint%le ﬁﬁip@zmchi (1996) stated
that firms may appoint multiple dir%ips’f& §ons including enhancing
the firm’s legitimacy, co-opt@an%@aj;héy%cial cohesion, and career

advancement. However, r@ dic@ips @ boards to link with important
Y
resources and networks @oiet%ﬂ%)"ﬂiel and Nicholson (2006) stated that

K &
multiple directors ks addl

n ﬂ&e ways. First, by improving the firm’s
N,
legitimacy. Sa al. (2010) and 1{&11ffa and Cooke (2005) argued that multiple

directors i% a role in the strategic change of the board, because they bring
s

experi nd beliefs that come from participating in strategic change in other
boards, such as accounting practices. Second, multiple directorships provide channels

for communicating information from and to the external environment. Third, they

serve as a cooptive instrument to extract resources. However, Latif et al. (2013)
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pointed out that multiple directorships can be seen from two perspectives. First,
multiple directorships are viewed as a proxy for high director quality which lead to
better strategic decisions. Second, directors with multiple boards are viewed as busy

directors, this will effect the monitoring of management and leads to hw\gen'cy

costs (Lipton and Lorsch 1992). :G)

The relationship between multiple directorships and CSR is w on resource

dependence theory. According to this theory, multiple dire &s i]elp firms link

with the external environment and access various reso ,es tial
resources needed by them. Consistent with this theo It ple rshi @oﬂ“ers a
diversity of knowledge, experience, and skills, wh 1ence and
knowledge with other firms (Haniffa an % 2 ig et al 2006).
Therefore, information disclosure is exp to 1 si @hey have a wider

access to important information and r@%s( amff ahd @oke 2002). Moreover,

multiple directorships tend to dlscvwn i SO an v1ronmental information
since they have contacts and links 1th vaﬁ S @olders (Ruigrok et al., 2006).

They also have a broadel@ et al, 2010) and disclose such

¢
information to preserve %goo re}mﬁn b(')
E \

Several empiri dles have been“@nducted regarding the relationship between
multiple 1%@5 and CSR (e.g. Webb, 2004; Haniffa and Cooke, 2005; Darus et

Qm and Borghans, 2010; Courtois, et al., 2011; Rahman and Bukair
(2013). Haniffa and Cooke (2005) revealed empirical evidence of a positive
relationship between multiple directorships and the level of corporate social and

environmental disclosure in the annual reports of 139 Malaysian companies in 1996
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and 2000. They indicated that directors who sit in more than one seat are more aware
and have experiences about business environments that render them better able to
make disclosure decisions, especially CSR disclosure. However, Darus et al. (2009)
found no association between multiple directorships and CSR in Malay@ed
companies. They indicated that these results were related to the im@ family
ownership on CSR disclosure whereby collusion may occur betwe -executive
directors and owners. Therefore, directors tend to disclose less nfonnatlon to
support family ownerships rather than managers. Webb (20 e]d that multiple
directorships (measured by directors who are dlrectors on anr are

more likely to be on socially responsible firm’s b comp e !mksomally

responsible boards in the US. Courtois et al. (20‘) in edﬁ're]atlonshlp

between multiple directorships and the l@w &closures of 40

French companies for the 2006. They dfic enteﬁ\g%iti géssociation between

multiple directorships and level of tl% ﬂ disclél?res. Similarly, Braam
and Borghans (2010) examined %ka t ee@lultlple directorships and
voluntary corporate dlsclosures%'l jalf J:‘rtii)lancnal performance measures.
A final sample of 149 co es l h Stock Exchange was examined
in 2004. Their result i ed b(cprectorshlps have a higher voluntarily
reporting in thenr 1esf ﬁxs?s Recently, Rahman and Bukair (2013)
used content to examine the\‘é?pact of the Shariah supervisory board (SSB)
characteg the level of CSR disclosure for a sample of 53 Islamic banks chosen
from @ operation Council (GCC) countries in 2008. They concluded that

multiple directorships have a positive impact on CSR disclosure.



57

2.3.3. Family Members on the Board

Family ownership or family businesses play a significant role in the global economy.
Many countries worldwide have family owned firms. For example, 58% of alLAsian
companies (Cheung and Chan, 2004) and 44% of Western European e§;s
(Faccio and Lang, 2002) are family ownership. Family businesses cAfrom the
integration of family and business. Chua et al. (1999) defined fanil%zgness as “a
business governed and/or managed with the intention to shape Wrsue the vision
of the business held by a dominant coalition controlle embRr he same

family, or a small number of families, in a mannert@s potgntial fustax;ble

across generations of the family or families.” Y' L 4 Y'

From the above definition, firms are ownN; Yed

members. Therefore, family members us olﬂ po ant

c&erlled by family

itions, such as CEQ,

directors, and chairman, or they selN Nave&?ong relations with the

family (Al-Shammari and Al- S 0) ca ekh@’have a strong voting power
£ &
to elect them. Webb (2004) Mi tha' @c’rs join the board of directors in
§°
order to preserve control 1]“ SIRN |he ily.

The relationship N&n family me hé; on the board and CSR is explained by

agency theor ncy theory suggests that in concentrated ownership, agency
problems M etween controlling and non-controlling shareholders (Gilson and
Gordon, 2003). Therefore, conflicts of interest are generally between smaller and
larger shareholders (Shleifer and Vishny 1997). In the case of a family firm, Ali et al.

(2006) argued that the agency problem arises between controlling (family
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shareholders) and non-controlling shareholders (minority shareholders). No agency
problem results from separation between managers and shareholders (Shleifer and
Vishny, 1997) because there is little separation between those who manage and
control the firm and those who own it. Unlike firms with a diffused owners@ch
disclose more information to reduce information asymmetry and ag@sts (Ho
and Wong, 2001), a firm with high family members on the board d t have any
incentive to disclose more information, because they have bette ess to internal
information (Chau and Gray, 2010). Therefore, companies re fiamlly members

on the broad tend to disclose less CSR information in thelr al eM
q
d \3.' |
as aSgociated with

Most previous studies showed that family members¥n t h

a low-level of voluntary disclosure (Ho an G}'ZO Q‘

()

1ff8qd Cooke, 2002;

Webb, 2004: Darus et al., 2009; Moham %1 ébdullah et al, 2011;

Al-Shammari and Al-Sultan, 2010; % di et al bdu]lah et al. (2011)

examined the factors that influenc eve, aht;@f CSR disclosure, based on
(

a sample of 100 Malaysian llbo aifi p‘ The factors examined were
government ownershlp mew@m t@oard, independent directors, and
block holder ownershi \ey und afl 5?(12 family members on the board was
negatively associ h GB is supported by the findings of Darus et al.
(2009) who u tent analysis to‘&mme the impact of institutional pressure and
ownershj re on the CSR disclosure of 144 Malaysian listed companies during
the ye 5, 2006, and 2007. The results indicated that the proportion of family
members led to a low-level of CSR disclosure. They argued that the demand for CSR

disclosure in Malaysia needed by the minority shareholder represented outside

investor’s interests rather than those of the family owners, because family members
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had easy access to internal information. Mohamad and Sulong (2010) argued that
better access to firm’s information is the reason why family members sitting on the
board tend to disclose less information. They conducted an empirical study on the
extent of voluntary disclosure and corporate governance mechanisms YY6O
Malaysian listed companies, chosen from the main and second boar(& 2 and
2006. Their findings showed that companies with a high number ofamily members
on the board disclosed less information in their annual reports.W?a.and Cooke
(2002) supported this view and found a negative relationshi m i)etween family
members on the board, with the level of voluntary disclosulMyp M IM.the same

N | S
vein, Ho and Wong (2001) found a negative rela 1P exisged t\l'eéq family

s b &
\ﬂg\ ereé@’proponion

y sdggested that this

members on the board and voluntary disclosure inw

of family members on the board was 32."/\% ddit O
finding could have implications in otle Asi n&? &h.ere having family

i

members on the board is common. % q
X~ $
N
In contrast, some studies did d anyp qft petween family members on the

NN @
board and CSR. Al-Sha@nd@tan \@IO) examined whether corporate
. 1L O .
governance was assocl ith frotu di&Wsure in Kuwait based on a sample of

Qe &
170 companies 11% the

‘3 toek "Exchange in 2007. They concluded that
Y—

family membeﬂ-&he board did not<fffect the level of voluntary disclosure. A similar

\

result was A in Saudi Arabia by Al-Janadi et al. (2013) who examined the impact

—_

oo

of co@ovemance mechanisms on the level of voluntary disclosure (including
CSR) of 87 Saudi companies for years 2006 and 2007. They did not find any
significant relationship between family members on the board and voluntary

disclosure. They argued that the insignificant result was due to the low rate of family
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members on the board (only 1 member on average) which could not influence the

level of voluntary disclosure since they could not dominate the managers.

2.3.4. Audit Committee \z

The audit committee is one of the most essential mechanisms of corporate%emance
that influences the level of CSR. The audit committee has receivew of attention
since the collapse of large corporations such as Enron. Audi coWees respond to
corporate scandals that result from weak corporate gover nd uﬁw‘mctions

L ]
(Baxter, 2010). Nowadays, audit committees are mar@for cdmpapich @;ny

countries (Baxter, 2010). In Jordan, the corporate?wname"\c for%cg;]panies

requires companies to establish audit commi ith?t t twdyindependent

directors. However, the audit committee is coMgder to? S}{Qmmittee of the

board of directors. The main role or fu Q ofy ﬁt co@nittee is to monitor

“ &
accounting and auditing activities arN r]v%iten\ﬂfgontrol system (lenciu,
2012). Thus, the audit commi 1‘ impr@ve nlm@ications between the board
s f &
and the external auditor (Ymad @'@nga 2@6) To accomplish its functions
&

effectively, the audit cowe us't qepa@nt (Baxter, 2010). Previous studies
’

have suggested that t@ectlve ess 1t committee can be determined by the
N
size of the au mmittee,

qualification ce and accounting background, and independence (Baxter, 2010).

Agencﬁy suggests that the audit committee is a monitoring mechanism that
reduces agency costs (Forker, 1992) and improves information between shareholders

and managers (Ho and Wong, 2001). Moreover, it suggests that that the presence of



independent directors on an audit committee will support the owners in monitoring

the managers’ activities (Mohamad et al., 2010).

Previous studies on the association between audit committee and CSR dogu d
mixed results. For example, Khan et al. (2012) analysed the impact&‘@porate
governance mechanisms over the CSR disclosures on a sample ofv.companies
listed on the Dhaka Stock Exchange between 2005 and 2009. ncluded that

CSR disclosure was positively associated with the existenc g au 1t committee.

They argued that disclosing more CSR information indicateSWiat tie a ng__ttee
could guarantee the objectivity of financial reporting. %rmor S el ab(\?2009)
provided evidence from Malaysian companies an foun sitiv, Y\c'fatlonshlp

between audit committee (measured by the @ge 8&ve directors to
co Y) @he level of CSR in
L

Malaysia. Using a sample of Turkishf\%ah n et ap (20 &(?ound that 93% of the
Aj o

companies had an audit committe ddi,ion, pg@e relationship was found
(
between audit committee and c@ s@&nce However, Ienciu (2012)

the total number of directors sitting on th ud1t

used content analysis to e ne h orate governance characteristics

t
on the level of env1ro tal !epo of L{j@g a sample of 64 Romanian listed

companies and d tef ann reports for 2010, they found that the
presence of an commlttee does*&at impact on the existence of environmental
reporting man companies, because the majority did not comply with the law

and co governance code regarding establishing audit committees. The findings

showed that 71.9% of companies did not have an audit committee.
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In a study of Saudi firms, Al-Janadi et al. (2013) found that the association between
independent audit committee members and the level of voluntary disclosure
(including CSR) is statistically insignificant. They argued that low experience of audit
committee members and the absence of the regulations regarding to the vit@f
audit committee members, might explain the unexpected result. A study @ted in
Malaysia by Ali and Atan (2013) examined whether corpora?govemance
mechanisms influence the extent of CSR disclosure in MalaN and Global
Y.

companies. Based on a sample of 120 companies (60 Mala

mtanies and 60
global companies) for 2009, they found no significagt refionghip e\w-the
independent chairman of audit committee and CSR d%& :Re enfly, (g@(;)owati
and Nugraheni (2014) examined the influence of orm g‘ nce @Y\E,e level of

voluntary disclosure (including CSR) of the &Deports 4 cé‘panies listed in

the Indonesian Stock Exchange in the 2 eAesult revealed that

firms with a higher proportion of inK audit committee are

associated with high level of vol

of the audit committee plays a@

disclosed between the pﬁn@nd
5 Vi va@t c@\

V
disclosure. Ar?gy) and Zquez, (2005) studied the voluntary

Evidence from pre,
that affects vo%i
disclosur. anish listed companies, using a sample of 117 firms listed on the
MadridgExchange in 1999, and how corporate governance mechanisms effected
their level of disclosure. The result showed how companies with an audit committee

were associated with a high-level of voluntary disclosure. Their findings also showed

that 75% of companies had an audit committee, which suggested that these companies
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were better able to respond to stakeholders’ demands for information. Similarly,
Barako et al. (2006) concluded that the presence of an audit committee was an

important factor that determined the level of voluntary disclosure in Kenyan firms.

They found a positive relationship between the presence of an audit E@e and

the level of disclosure. Their findings showed that 21% and 52% of nies had an

audit committee in 1992 and 2002, respectively. Similarly, Al-Sammari and Al-

Sultan (2010) reported that the existence of an audit committYythe most important

factor that influences the extent of voluntary disclosuragsu aij.'\AJgniﬁcant and
Y

positive association was found between audit commi and ghe | v'l._{%voluntary

disclosure. They argued that audit committees iﬁvait' c’o nie%wd to flow

o
information to external auditors and shareh@ U i;\; ng @g data, Ho and

Ricp was positively related to
P oy

N,
t}<§23.5% of firms had an

stt@ conducted in Malaysia by

Wong (2001) found that the existence ofﬁn autit
a high-level of voluntary disclosure al® fo
independent director on the audi mi'te :

Akhtaruddin et al. (2009), who pi% xd{nj‘ped the governance factors that

influence voluntary disc@ ' a ualc;@ns of 105 Malaysian listed firms
¢

|
selected from the maiE d o/B &l@sia for 2002, did not find any relation.
\
Empirical results, %ed t{abjﬂit $nmittees did not influence the level of
AN 3
r

voluntary dis w

affecte% uality of the audit committee.

. They suggestt%bthat the level of voluntary disclosure may be
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2.4 BOARD DIVERSITY AND CSR

2.4.1 The Need for Board Diversity

Board diversity is considered one of the most significant governance ix&?here 1s
no agreed definition of board diversity. However, the concept of kérpdiversity is
defined by Walt and Ingley (2003) as a “varied combma of attributes,
characteristics, and expertise contributed by individual boar@ ers in relation to
board process and decision making.” Milliken and S 19@55&1% board

-\

diversity into observable and less-observable @es bse 7b1 r visible
attributes include demographic characteristics su et gro@ nationality,
age, gender, and religion, while less obse a or, mss mb@tnbutes include
cognitive characteristics such as educ 1 \QTN de tenure, professional

background, and personality charac M‘ost arQS'}bn board diversity focus

'?

on observable or demographic di rarer @ﬁmve characteristics (Erhardt
N
et al., 2003) because cognitive giar t sf@‘,unobservable in nature and are

. O
represents the cogmt rac risti
\
fowfl

N l
difficult to measure (Mi I‘&gan fhs, ). However, demographic diversity
| S

uch 2 experience, professional qualifications
and educations r from &ue yBights and perspectives brought to the firm
&
\

(Miller and T , 2009).

The d ﬁor greater board diversity increased in the aftermath of large corporate
collapses such as Enron (Randey et al., 2006) caused by ineffective oversight by
corporate boards. The urgent need for board diversity is also due to increased
diversity in the workforce in terms of gender, age, and ethnicity (Darmadi, 2011).

Academia and firms have called for greater board diversity in order to improve
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monitoring. Board diversity is an advantage to firms as it improves the effectiveness
of corporate leadership, develops a better understanding of the marketplace, provides

legitimacy to firms, provides global relationships, and enhances corporate governance

(Carter et al., 2007; Ferreira et al., 2010) c\

A number of arguments have been put forward to address why BQard diversity is

important and how CSR in firms can be improved. Firstly, b iversity has led to
increased innovation and creativity in firms (Walt and 2 OBQrtaet al., 2007;

L
Thomsen et al., 2009; Miller and Triana; 2009). Board@hyersity fcreat spit&%as and

information compared to boards with similar deva hi.pQ en'stﬁg. Robinson
T

and Deschant (1997) believed that attitudes, E : an(ﬂ:o tive‘zéx\lctioning should

be distributed systematically between pe Medvcn\tl-? m.&gphic variables such
a) % N
divgrse ard@rovide new strategic

as gender, age, and race. Therefo :

opportunities and better alternati‘fm p solv';tgand for decisions to create

new product lines and new se ill M’@ZOO%.
N N O
N7 &
&
Secondly, board diven@}np ves ?,n oring function of the board because it
O
rhar

increases board @de?c 5% @003; Carter et al., 2007). For effective
Yv

monitoring, &%t (2003) sugg@ that CEOs need to independently monitor.

J.

Board div%p\rovides directors with different demographic characteristics from the
manafgmeJ¥ which make the board more independent from management and are less
able to be manipulated by the CEO. Accordingly, more voluntary disclosures,
specifically CSR, are expected by the board to enhance and protect their reputation

(Matolcsy and Chow, 2007).
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Thirdly, board diversity improves the board’s decision-making (Walt and Ingley,
2003; Carter et al. 2003; Ayuso and Argandona, 2007; Ruigrok et al., 2007; Ness et

al.. 2010). As board diversity brings diverse perspectives, experience, ideas, skills and

(o

insights, and foreign directors bring various experience and knowledge E&coar
from other countries and nations such as corporate governance sys.kand CSR
programmes, such resources play an important role in enhancing the gcision-making

process by effective problem solving (Ness et al., 2010) anc?bs in the board’s

discussions (Daily and Dalton, 2003) accordingly, ) ng\Sa reporting
strategies (Ayuso and Argandona, 2007). I .C;
. A
<&
Y-

Fourthly, board diversity sends positive signals@ ubHY wich a@b enhance the

reputation of the firm. For example, women inority ectc@act as a signal to

\ .k
stakeholders that the firm pays attentio ae R%qu_(é&pecially women and
“ &
minorities (Bear et al., 2010). lt’h@ siin in\/{ﬁlb'rs that the firm better

understands the market place Zthe abflity Jo n iverse market needs (Miller

P4 P s &
and Triana, 2009). Conseq NCSI} 1 ected@/increase because boards will use
CSR reporting and ch W gyving |512)@’to stakeholders (Miller and Trana,
Eo ’
2009:; Bear et al ., 20%nha!ce fi ﬁ(arity image.
& v
A >4
9

Fifthly, boa rsity improves network ties (Hillman et al., 2000). For example,

divers@ rs are often better linked and connected to suppliers, customers,
investors, financial institutions, government agencies and community groups because
directors with different demographic characteristics may have access to different
resources (Ferreira et al., (2010). Miller and Triana (2009) identified two types of

links needed by a firm, namely network resources and social capital. They suggested
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that information provided by female and minority directors, as a result of links to
social networks, were valuable and improved innovative activities because they were
linked to a broad range of diverse networks. Bear et al. (2010) argued that network

ties benefit the firm by providing expertise, advice, and counsel f% ternal

organisations and collaboration with key stakeholders that firms neem rove the

ratings of CSR. Y'

\%

2.4.2 Board Diversity Characteristics and CSR \d
2

The fourth objective of this thesis is concerned with sting phe'relfdtio

board diversity characteristics (e.g. indepen%zag

6362004; Carter and Vos,

]
Mé; &Vs%o and Argandona, 2007,
N

q » 2010; Barako and Brown,

L 1; Rouf, 2011; Sahin et al., 2011;

2008: Bernardi and Thre%Z l(i;
Jo and Harjoto, 2011; o et aty . et al, 2012; and Handajani et al.,
| N« 2 & J

2014). These studYu onelor?y e i\{dbutes as proxies for board diversity. For
example, BaraS% Brow (260Q’Y5nd Khan (2010) used female and foreign

@)
directors?while, Post et al. (2011) used age and female directors. Gender
dive the most widely observed attribute (e.g., Wang and Coffey, 1992;

S
William®2003; Webb, 2004; Schnake et al., 2006; Bear et al., 2010; Khan, 2010;

LN

Bernardi and Threadgill, 2010; Barako and Brown, 2008; Post et al., 2011, Feijoo et

al., 2012; Zhang, et al., 2012). A summary of previous studies examining the
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relationship between board diversity characteristics and corporate social responsibility

(CSR) is provided in Table 2.6 below:

Table 2.6 Empirical Studies on the Impact of Board Diversity Charac

\Y'

ticS on

CSR
Author Year | Country | Sample | Independent Resulx‘g
variables
Wang and | 1992 | USA 78 Women and an'i minority
Coffey Fortune | minorities ard Wndicated
500 firms | directors iti tfonywith
f illnﬂchf;
Williams | 2003 | USA 185 Women of @fnen
Fortune | director incréages
500 firms z o table
Webb 2004 | USA 394 SR g ; i sponsible (SR)
firmsin | in ndeqt mpamfts have more
the aiectors a Ty directors, women,
Domini m : ; ar\'n\,'mdependent directors
Soci 1reqtors N n non-socially SR
Index ~X1rms
|79) &
Schnake | 2006 | USA Womgn | <[ Found that women
et al Reghrts « 4 ofs&) | directors lead to hi gher
l\b _éJ firm social performance
Barako 2008 | Keny nQba on-& cutive | Found that women and
and \ 1gpor '%wrs, independent directors
Brown 0 omen have positive association
Q, f &?ectors, with CSR whilst there
b 4 2 *?oreign was no association
J nationals on between foreign directors
\“‘) the board on the board and CSR
Bear et al. N USA 51 firms | Women CSR mediated the
directors relationship between the
number of women on the
board and corporate
reputation
Bernardi | 2010 | USA Annual Women Positive association
and reports of | directors between the number of
Threadgill 143 women directors and CSR
compani

€S
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Khan 2010 | Banglade | Annual Independent Significant relationship
sh report of | directors, between non-executive
30 banks | foreign and and foreign directors, but
women no significant relationship
directors found with
women reproge
Postetal. | 2011 | USA 78 firms | Age, women Presence
list of and womenﬂ'&z rs, higher
Fortune | independent propoggion of outside and
1000 young &fectors positively
compani rel 1ith higher
es é mental reporting
Feijjooet |2012 |22 250 Women h§y copcluded that
al. countries | global directors rd ?Lith t least 3
compani gterminant of
es f¢
D S
Zhanget |2012 | USA 500 of Outsi ang Youtside
al. the directo and NECtor: 1cated
largest WW smv% sociations with
compani onnance
es
Handajani | 2014 | Indonesia | 152 omen )f@/ found that board age
et al. compan reg board size have
es boaggd agd, “ ‘}sﬁgniﬁcant positive effect
\ ure\A on CSRdisclosure. whilst,
F rd, ‘e’ board gender and board

tenure have significant
negative effect on CSR
disclosure.

2.4.2.1. Gender

An import
out is the r

sentation of women on the board of directors. Gender diversity is part

q ,

ot board diversity on which studies have been previously carried

of the broader concept of board diversity (Carter et al., 2003). It refers to the presence

of female directors in corporate boards of directors. There has been an increase in the

number of women representation on the board. For example, in the USA, the
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percentage of women board members on the Fortune 500 boards has risen from 9.6%
in 1995 to 13.6% in 2003 (Catalyst, 2007). In the United Kingdom (UK), the number
of women on FTSE 100 boards has gone from 5.8% in 2000 to 9.7% in 2004 and

risen to 11% in 2007. Female representation on boards varies signiﬁcantlzwzen

countries. In countries such as Luxembourg, Italy, and Port , ¥omen

representation on the board is still low at 6.2%, 5% and 3.5%, res@ely, while

some countries saw high percentage of women in the boardr rNh as Sweden
\'s

28.7%. Finland 28.8%, and Norway 31.9% (Egon Zehnder Int all 2010).

N.
| &
In developing countries, statistics of women represe n in b‘pa ds gt dir@ms are

scanty and, the number of female representation on tR boa

developed countries. Barako and Brown (ZO@d that f ]@yan banks have

no women on their boards. On the other G% howe\ a @ian countries lead
\

.6
the countries in terms of women r@atwwi room. Randey et al.

(2006) found that female represgnt adg up 5%.@% board members of 500
fma

\sﬁ 1 lcﬁnpared to

'S
largest companies in Denmark, M d€pip 2005. The highest number of

women directors found i&way S roz} ¢$er 20%. Thomsen et al. (2009)

{

reported that Norway 5%& mgfst divETs® b&gﬂs in terms of gender diversity among

N

Scandinavian co % herfe b@ members range from 6.5% in Denmark
N . .

to 10.6% in % 14.4% in Swed'e&)and 34.2% in Norway. Gender diversity data

o

for Eur rds in 2010 found that every board has at least one woman director
in Fin orway, and Sweden which means 100% of the boards in these countries
have at least one female member. The reason for this high representation of women on
the boards in Scandinavian companies (specifically Norway) is due to their legal

requirements that aim to increase the presence of female directors. For example,
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Norway has adopted a gender quota policy. The law was passed in 2006 and requires
all listed companies to have at least 40% of women directors on the board seats. In
2010, Spain followed Norway by enacting similar legislation, which requires
companies to appoint women to their corporate boards to achieve 40% l\wg
Sweden has also implemented legislation with a target of 25% female r@ation.
Other countries have plans to adopt gender quotas. France for examp s to pass
legislation that aims to increase female representation on boards 0% by 2016
(Egon Zehnder International, 2010). Despite the pressure to ml)re women to

the board, the number of female directors on the board rem lop, € Jn %Lme
N
(NG
P 4
\ \»Y.
N
The questions that could arise here is: WK ing™wpr WOSQ on corporate

boards important? Does it matter? And Des havin \(xqvvo '@on the board have

N
an impact on CSR? Previous literatur%ssean the ?am@.y women should be
E 3

on the boards. Burgess and Thare 02) listgg the @ewing reasons for having
(
# @ aviour, improving company

women on the board: ensurin%er &
image with stakeholder &\s,in !ase ive@ of opinions in the boardroom,

influence on the decisi%a ml ahd r&ﬁj‘p styles of the organisation, providing
nt(ﬁxur_igni '

female role model%ke women’s capabilities and availability for
T

director posit‘Ainging strategim@’ut to the board, and insufficient competent

male dire S{use and Solberg, (2006) found five ways on how women can

comu“o corporate boards, namely being visible, taking leadership roles,

attending important decision-making arenas, preparation and involvement in the board

Scandinavian countries, such as Norway and Sweden.

4

4

[®]
/%
=

@,

meetings, and creating alliances.
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One of the main reasons for the appointment of women to the board is because
women can enhance decision-making. Carter et al. (2003) argued that women
directors improve decision-making because women directors produce more effective
problem solving. In addition, female directors enhance board discussions by l&gg
diverse perspectives, experiences and working style to the board (Daily a&hton,
2003). Women directors may be more participative in decision—maki?ﬂuse and
Solberg (2006) pointed out that decision-making by women directoMes place not
only within the boardroom but before meetings, during tz;s, loutside the
boardroom and after meetings. Adams and Ferreira (2009) ested 'hi%l_er
_ N
proportion of women directors on the board incre the freque l)ﬁ-\(b?)ard
. 4 Y
meetings. In addition, women directors have good attégflanc N meetgds (Huse

and Solberg, 2006). Beside participation in deci% aki Q‘w en tend' to be more

democratic in decision-making processes. h eTuv {kare able to ask

questions more freely (Bear et al., 201

creativity which in turn enhances t@ity € fecisieg-making process of the

board (Walt and Ingley, 2003).

Women directors have

ct pnethe
: O . .
Hillman et al. (2 lle¥e thAt c@s need the rnight skills, knowledge,

4
experience, an@ 1se for effecti@gnitoring. Bear et al. (2010) stated that
women on bo are more likely than men to provide such skills and experience

because woMen are more educated and have a more expert background as compared
to men (Hillman et al., 2002). They found that women are twice as likely to hold a
doctorate degree than men. Women directors are also more likely to possess a variety

of backgrounds such as marketing, human resources and finance (Jamali et al., 2007).
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According to Wang and Coftey (1992), women directors have legal, education, or
non-profit backgrounds compared to male directors. They therefore tend to be less

business-oriented and more sensitive to CSR issues and the welfare of diverse

X
-0

Increased gender diversity leads to better board diversity. NormallyYE’)s try to

stakeholders.

choose directors who have similar demographic characteristics to Mensure their
support (Bear et al., 2010). Therefore, there is a need for nt em graphlc
characteristics in the board. In heterogeneous boards, Os ¥nayf be ‘“&"0

| S

manipulate reports (Randey et al., 2006). Further, he eneoys gro s 1de a

variety of ideas and perspectives that ensure di%zde

from the CEOs (Erhardt et al., 2003). This | ; ahigher

ie ¢ cterl stics

ity 151on-making
A,
(Post et al., 2011). Consequently, appoinfi ore f t‘—’oﬁse board increases
heterogeneous boards (Bear et al, beca rectors enhance the
independence of the board from t gageme,\t (Whal a\n?ng,ley, 2003; Brammer et
al., 2009). Agency theory sug ts t ersl ‘Qeads to better monitoring of

managers. Therefore, wom '&:tor g tléﬁomton'ng function of the board,
\ l ) ',l )

which in turn improves % \(J
& "b')-‘ $

RN

Previous studre 7est that the presenﬁ of women directors on the board increases
the level table giving (Coffey and Wang, 1998; Wang and Coftey, 1992;
Williams, 2 . Williams (2003) examined the relationship between the percentage

of women directors and the corporate charitable giving activities by utilizing a sample
of 185 Fortune 500 firms between 1991 and 1994. The results indicated that the

percentage of women directors increases corporate charitable giving especially in the
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areas of community service and arts. He argued that women directors used charitable
giving as power and means by which to make their presence known on the board.
Similarly, Wang and Coffey (1992) employed the agency theory to examine the
relationship between corporate composition and corporate philanthropy. Usin@i
sample of 78 Fortune 500 firms in 1984, they found a positive associatio@n the
proportion of women board members and corporate philanthropy. As haritable

giving and corporate philanthropy enhances a firm’s reputation (W and Triana,

2009). T '
\4.{\,

Researchers have noted that the increase in the numbe men re rs' c)oards
has enhanced a firm’s image and reputation (Bemar et al

2009; Miller and Triana, 2009; Bear et al., O@verse clude women
directors can enhance a firm’s reputation @an 11 ;énd Triana (2009)

believe that women and minority dl\ act_as s‘!gn C‘30 the public which
%Sj AN

influence investors, employees, and ?vstakthol T@' suggested three ways in

2

which women directors can enhanca ﬁrm{ @Flrsﬂy having more females
on the board shows that a c@ Oders Qﬁs the business environment, and

is better able to meet Es%eds ff a vc'rsé?arket Secondly, women serve as a
e

senfat?)‘andﬁport for minorities and women. Thirdly,

women dlrecto nce a firm’s ré:)?tatlon through corporate philanthropy and

chantableé@ a signal to stakeholders.

<

signal to the public

However, some studies found direct effects of women directors on corporate
reputation. Brammer et al. (2009), who analysed the relationship between women

representation on corporate boards of directors and corporate reputation in UK
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companies, found that the presence of women directors enhances a firm’s reputation.
On the other hand, some found indirect effects, such as Bear et al. (2010), who found
that women directors improve corporate reputation through CSR, which means that

CSR mediated the relationship between the number of women on the b& and

corporate reputation. 3 )

Other arguments support the impact of gender diversity on CSR. Wo directors are

more concerned about the needs of a wide range of stak TS ’Bernardi and
Threadgill, 2010; Brammer et al., 2009; Zhang et al., 2012). en ctorszeare
more about women and minorities. For example anies wth 1gh "\Nomen

directors appomt more women to senior mana em p

prefer to attract and retain valuable female @ees (B

consideration of the needs of others and er%mg @1 e gsﬁu.kence make women
o A
directors more sensitive towards CSR\ nvirongengal p l&s Zhang et al. (2012)

.lé@'tlon they

er éﬁl., 2009). The

suggested that women directors pave chol glc §Enst1cs that are acceptable

or preferable to various stak hold s ho <‘JQ'ho are concerned about the
welfare of others, helpful nte lly iej\ﬁ!mve nurturing, and sympathetic.
Post et al. (2011) add o en or(ﬁocus on maintaining relationships and
have a sense of r 111ty“s ot?e hurt others. Women are more sensitive

N
towards ethlc ues and this has an{'f%ect on ethical decision-making (Bernardi et
é eases board legitimacy (Hillman et al, 2002), and strengthens

al
corporate Sw#fernance (Zhang et al., 2012; Bernardi and Threadgill, 2010). Adams and

Ferreira (2009) used more non-financial performance measures such as innovation
and social responsibility to evaluate the companies (Wang and Coffey, 1992;

Williams, 2003; Brammer et al., 2009; Miller and Triana, 2009)
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On the contrary, arguments have been presented opposing the idea of increasing
female representation. Female directors tend to hold less powerful positions (such as
chairpersons, chair of a committee, CEO) compared to male directors. This limits the
influence of women (Miller and Triana, 2009). For example, Khan et al. VQ)
argued that only a small number of women hold executive positions in \eshi

firms thus making the role of women directors restricted and further Mmits the

influence of women directors in improving and contributing towardJ

Different view relate to heterogeneous boards presented byegrhardp e 03) who
o Y

argued that decision-making in a heterogeneous boar e mofe g equn:ﬁammg
4

because more opinions and critical questions are bro p INQt ogen s boards

Alvarez et al. (2010) argued that in heter o@g b °§d e gsmn-making

process becomes slow and generates dlscr anm a T)a ‘{b@mbers because of
S

the different leadership styles between ancﬁmen a

RN

S
. N |

Several empirical studies inves the 0cj tp% tween gender diversity and

O

s

lveb

CSR with the majorlty o (lnclu 1ng sitive relationship (Wang and
Coffey, 1992; Williams 9(54, chnake et al.,, 2006; Bernardi and
Threadgill, 2010 B l , 29 r k d rown, 2008; Post et al., 2011, Feijoo

et al., 2012; et al., 2012), @fle only one study found no significant

relatlonshlp%n gender diversity and CSR (Khan, 2010).

S

Bernardi and Threadgill (2010) tested the association between gender diversity and
CSR of annual reports of 143 companies that were included in the Fortune 500 over a

three-year period. They measured gender diversity by the percentage of women
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directors to the total number of directors for each company. They also implemented
three indicators to determine the number of women on the board: pictures of boards of
directors, statements which usually indicate gender (i.e. he, she, Ms, Mr, etc.) and data

on the individual (i.e. press statements or articles indicating gender). The tw

showed a positive association between the number of women dlrectors a and
was strong in three areas, namely charitable giving, employees, commumtv
involvement. The relationship between women directors and C SR a)so developed

by Feijoo et al. (2012) who investigated the effect of gendefigdiv nv (measured at

least three women in the board of directors) on the CS 250 mpames

chosen from 22 countries in 2008. They concluded @1 itk 'eakgc)three
b &

women are determinant of the quality of CSR repo n the)@und that
women directors in boards moderate the eﬂe@ t c ract SglCS on CSR
reporting.

0

$
Q..
In Kenya, Barako and Brown (200 ed’o t tudy 40 Kenyan banks. The
(
women representation on the bo“%s mea}‘bjys n the ratio of the number of
women directors to the tot@er 0‘“ dirgctors the board. The result indicated
Ny, J
that 75% of Kenyan banﬁﬁ %o gﬁoa)(rbelr boards, and there were only two

% N
banks that had at leght, Theee worhe P thé?’ board. They found that the higher the
>

number of wom ctors on the boas@ﬁe higher the level of CSR.

The peQ of women directors was low in Kenyan banks compared to firms in

developed countries. This is because some developed countries have legal
requirements like Norway that adopt gender quotas as mentioned above. In addition,

there are social pressures and a culture on companies to support women as part of the



workforce in developed countries. Bear at al. (2010) found that women held 15.2% of
board seats in Fortune 500 companies and 90% of Fortune 500 companies had at least
one woman on the board. Zhang et al. (2012) conducted a research to examine the
impact of women directors on CSR performance in 500 of the largest compamer

in the USA. The results suggest that women directors have signifi 3wsmve

associations with CSR performance. Y.

Along the same lines, Schnake et al. (2006) investigated the ti&shlt) between the
number of women on the board and social performance onmwQ 00 TW ollected

from U.S. Securities and Exchange Commission for @8 to pO pJnéff’ They
l %3

found that a higher number of women on boards led t per owance The
association between gender diversity and epv nta n Q(as also tested.
Post et al. (2011) tested the influence en er e Env1ronmental
Corporate Social Responsibility (ECS sanf}!)les om @rms of Fortune 1000
companies in 2006. They found tha ese ce t ree ore women directors on

a board is positively related w1th;1;"er envﬁ i‘tad‘/eportmg They suggested that

women directors are mo about environmental issues. A
different result was fo a JO) s@o found no significant relationship
between female re oardald CSR reporting in Bangladeshi banks.
He explamed sult stating tha\cappomtmg women on the board is a new

phenomeno%ng,ladesh According to him, in Bangladesh, the role of women on
the bo@tncted and as such, the role of women directors in contributing to CSR
would be limited. Recently, Handajani et al. (2014) examined the impact of board
diversity characteristics on CSR disclosure of 152 companies listed on the Indonesia

Stock Exchange during the 2010-2012 period. The result indicated that the number of
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female members on the board was relatively low, with an average of 0.411. The
results showed a significant negative relationship between the proportions of female
members on the board and the level of CSR disclosure. They stated that in Indonesia,
companies are mainly controlled by the family and thus, selecting the female@s
is based on the family ties rather than for their skills and experience. Be (%s the

low number of female directors in Indonesian companies makes kvimable to

encourage and improve companies to engage in CSR actives. V
The issue of the representation of women on the board of ctogs 1 Ipp%'ant

er&(thlch
Y

aﬁ?’von) It

aséqnember on the

board of directors. However, the current resen mqw x\s on boards is not
\

encouraging. For example, Malaysia (i%an 'ﬁ sia&?&ﬁ%) had at least one

female director in 2009. The ag,greg?nrcen,ag,e

topic in Arab and Muslim countries. Islam calls fon@

includes equal rights among male and female (Nesa1

is the right of women to have equal opportu & ea

@directors shown by these
statistics were Malaysia (4. 8% ne 1a,( )"34@ orocco (0%) (Governance

Metrics International, 2011 cause gender equality in Islam is

r
often misunderstood a ea t?wémns as well as some Muslims who
at&

believe that Islam n (Williams and Zinkin, 2005). Azmi et
al. (2011) repo t Malaysian wos&h agreed that Islam does not prevent them to

be managgr panies. Therefore, the reason may be due to cultural bias and not
to lslan&nn&‘s For example, in Arab countries, gender equality is not supported
in employment especially at the management level because in Arab culture men do

not prefer women to work and interact with other men (Salma and Lamki, 1999),

preferring instead that they work in teaching or nursing. They stated that women in



the Arab world face difficulty in being appointed in senior positions without strong

family connections.

The previous studies examining gender diversity in Muslim countries have foc n
the Malaysian context (Marimuthu and Kolandaisamy, 2009; Johl an@O]Z;
Abdulllah et al., 2012; Zainal et al., 2013). These studies exami the gender

diversity on corporate board and its impact on the financial perfo . There have

been mixed results. Johl and Kaur (2012) found a positi eZtior]ship between
ere wgthu and
Y-
Kolandaisamy (2009) found no effect on firm financi rmande.

d&lﬂﬁet al.
¥ 4 X

(2012) found a negative impact on market perform&'e', inal @%551_ (2013

found that the presence of women directors i 1\@1 is in panies with a

greater number of Malay and family direct(%Howe Y\ @of my knowledge,
N

Malaysia is the only Muslim country e c’opte a p@by that requires listed
A\

roagnd by, 26 (Abdullah, 2013)
e

women participation on the board and firm performance,

companies to have at least 30% wom?}

D Oa
3

s

2.4.2.2. Nationality of Dire

N
¢ 1 O
\ ,E’ 4
The issue of nationalit@drect vfys (ﬁ@d much attention in recent years. This

% . d ' Y; . . L

may be as a resul& reign directorspaving a bigger presence in multinational
~N

companies. Ho . as the globalisation of business increases, the number of forei gn

directorsi@ ted to increase as well. Data from the study of the world’s largest
transnational corporations by Staples (2007) reported that 35.8% of the companies
had at least one foreigner on the board in 1993 and this number had increased to 75%

in 2005. In European studies, Veen and Elbertsen (2008) studied the level of
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nationality diversity of a corporate board in Germany, Netherlands, and the UK. They
reported that Netherlands had the highest percentage of foreign directors with 44.3%,
UK with 36% while Germany had the lowest percentage of foreign directors with
only 13%. They argued that the differences in nationality and diversit@
countries resulted in differences in a nation’s governance regime. A

T

areholders are

In globalization of business, the board of directors for large for

Y

probably outsiders (foreigners). Oxelheim and Randey (200 ed three different
situations where firms have outsider directors on the boagd. Firstlyf forg ’1'1 cﬁ(sgtors
R
who represented a foreign shareholder that owned a larg®gtake ip the firm. Qecondly,
\ N

foreign board members who represented shareholdgrs p¥ith dpn stingéXrest in the

firm, such as a subsidiary or a foreign direct saxent. Thigty, n@%bers who may
\ AL
be chosen by the company as independen ors T, ources to the firm
] A 0?
and to improve board monitoring. AQ,
S

SV

e appuitment of foreign directors on

o
o
Q.
L
o
7
3
oY)
z.
=

4
=
—
5

s
diverse opinions as%pective uc{ as Nihguage, religion, life experiences, culture,

behaviour, an$ls of the country or region, which in turn enhances the decision-
n

making @ d Argandona (2007) suggested that the knowledge brought by
foreign direCtors helps improve the decisions of a firm’s strategy such as supporting
CSR reporting strategies. Further, foreign directors provide knowledge and
information about other nations’ regulatory regimes, such as corporate governance

systems and CSR programmes. As such, these regulations and legitimacies could be
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useful to the board and may encourage the board to comply with the same regulations

(Ruigrok et al., (2007).

Secondly, some suggest that most foreign directors are usually outsiders (Niz et

al., 2010). Resource dependence theory suggests that appointing more qu hoard
members provides more resources, information, and legitimacy to th?!rd. Webb
(2004) argued that outsider directors enhance the monitori Mion because
outsider directors present a higher degree of board diversity%, ok Ft al. (2007).
Moreover, outsid directors are more likely to make charitable“wont bMand?nd
to be more sensitive to society’s needs compared to in director§ si

£

wider social network and links with various stakeholders{{ Ay

Therefore, foreign directors tend to disclose @ , b€ theéare about their

reputation. Similarly, they also tend to be indep€ T &\
S

Agency theory suggests that board ity jea m;@sed board independence
'S
gn 4 S

c
—=
0
)
1S
N
S
S
3
N’

therefore, appointing more forei

board monitoring leads to i@ qm@discl@, because the board will be more

' ee s .
responsive to stakeholde \by m‘f)r the‘@)mpany s compliance with disclosure

requirements (Chen%tgi, 2000 u1gr@t al. (2007) investigated the nationality

and gender di\ on directors’ l@" of independence in the Swiss corporate
boards. Th%d that foreign directors are more independent, because they are less
likely e Miliated to the firm and its management. Evidence from the case of the

UK, Estelyiova, and Nisar, (2012) found that 76% of foreign directors are classified

as independent in the sampled UK companies.
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Despite the advantages of appointing foreign board members, there are barriers to
such an appointment. For example, foreign directors can be less effective. Masulis et
al. (2010) explained that foreign directors can be less effective because they are less
able to access the current information about companies. As such, they a\Y.
informed about the current performance and operations. Secondly, forei ireCtors
may be less informed about domestic affairs, accounting rules, laws an?@latmns,

and governance standards. Thirdly, foreign directors are less lik Ntend board

meetings, due to the geographic distance from corporate hea

affects the quality of decision-making. \Y-
‘é\ 1S
’ \,‘?'

Several studies have made attempts to link forei%bzrd ol‘ \ers v@?jifferem

aspects within the firm, such as firm perfor armadhn llékelheim and

Randey; 2003; Randey et al., 20006; Masuli%l., 20 $ @ate governance
0 -

(Veen and Elbertsen, 2008), while the of natjonal y"of ectors on CSR was

empirically examined by Ayuso aEd Wdon’ (2 @(o and Brown (2008),

and Khan (2010). In a study on Ken bao\ a{énd Brown (2008) found no

association between forelgr@ors boan&and CSR reporting in Kenyan

¢
banks. Recent studies by, (20 0)_fi nJaQ)J((gmve relationship between foreign
\

directors and the levi V unt ng in Bangladeshi banks. They argued

that foreign repr n has become a'hcq?nportam element of corporate governance

structure @sh s banking sector.

Previous studies measured foreign board members as a proportion of foreigners on the
board. For instance, Barako and Brown (2008) measured non-Kenyans, and Khan

(2010) measured non-Bangladeshis. Both studies used the findings of Haniffa and
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Cooke (2005) as support. The study of Haniffa and Cooke (2005) examined the
proportion of Malay directors on the board (as proxy of ethnicity and culture) on CSR
in Malaysian companies. Therefore, there should be a distinction between the study of
ethnicity and nationality of the board members. This current study avo'&Y:use of
ethnicity as an independent variable because Jordan is not a multih% country like
Malaysia, thus, one can expect a limited number of ethnic directoR(:on—Arab). This
study will examine the nationality of directors (non—Jordania?ucause it is expected

that the representation of foreign directors will be high@ne%t percentage
.y

of non-Jordanian ownership was 49% in 2009.

Y' \ ©
2.4.2.3 Independent Directors c\' ? 3
A major corporate governance mecha@o:d.m\*\pin C?ee' Board members are
r

U}
generally classified as insider and G\

v
( =
4;3,/

m S. S&%Ie use the term executive

N
(insider) and non-executive ut%er) Jire m.ﬁother term often used is
g’ ¥ &
“independent directors.” Sahfwet al. efine§Independent directors as directors
gn ﬁ}relationship with the corporation on

éégst commonly used indicator for board

o

who do not have “any EN“ ir‘ec
whose board they s = Howkeveg,
v/t
independence is wt of executive\@}'non-executive directors.
Several gudi®whave found a positive relationship between board independence and
CSR (Webb, 2004; Carter and Vos, 2005, Clemente and Labat 2009; Khan, 2010; Jo
and Harjoto, 2011; Rouf, 2011; Sahin et al., 2011; Htay et al., 2012; Khan et al , 2012;
Ienciu 2012; Ali and Atan, 2013; Mohamed and Faouzi, 2014). Agency theory

suggests that outsider directors help minimise the monitoring costs which in turn
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controls the agency problem. According to this theory, a higher proportion of
independent directors will improve the voluntary disclosure because independent
directors reduce the cost of voluntary information, as they are independent f\tyay-

to-day business operations of the firm (Rouf, 2011). However, Fam!%]ensen

(1983) argued that the role of independent directors on the board is effective at
monitoring and controlling firm activities. Webb (2004) state t independent
directors are more effective than non-independent direct cane independent

directors are better able to do their duties on behalf of th re IM’d %c;less

, N
likely to be manipulated by the CEO. Rusbarsky g (1989 tJd.éRau and
Y'

¥ 4
r¥on tha@fard should

witkt € company as

Gray (2002) and suggested that “the presence of ou di
increase the quality of monitoring because th@ot
officers or employees, and are thus ind @t &Ta

3 d
interests.” (] p)

S

More effective monitoring % rds pgan peizkard tends to disclose more
¥ O

information. Fama and J@I QS@d th@dependent directors are motivated

: \ . iy
to increase the dlsclo@s 075141&3 's!totsgrd enhance the firm’s image. Matolcsy
O
and Chow (200 )%Eest;d that i d@ldent directors provide more voluntary
l(( ) el 4
cet

disclosures to&

reduce litig?\risk, and protect their reputation. In addition, a higher proportion of

outs@ectors on corporate boards also enhances the comprehensiveness and

thvedof the shareholders’
A

he infom1atio\ mmetry between shareholders and managers,

quality of disclosures (Lim et al, 2008), which improves corporate social
responsibility (Carter and Vos, 2005; Jo and Harjoto, 2011; Rouf , 2011; Sahin et al,

2011; Khanetal ,2012).
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Carter and Vos (2005) examined the relationship between the number of independent
directors on the board and the levels of CSR (measured by the amount of Triple
Bottom Line reporting TBL) in annual reports of New Zealand firms listed on the

New Zealand Stock Exchange over the years 2000 to 2003. They found a qc

relationship between the percentage of independent directors on the bogr& and the

amount of CSR reporting. Similarly, Clemente and Labat (2009) used a?mle of 62
companies listed in the Madrid Stock Exchange in 2005 to addreswquantity of
voluntary disclosure including CSR disclosure. The results icated 'that higher
proportions of independent directors increases voluntary info on \!’od

is consistent with the study of Sahin et al. (2011) wh that lm,{;’ of

Tu ﬁmls

independent directors leads to better corporate socia‘?

Khan et al. (2012) suggested that 1ndependend\%¥pu
ssocl

et

¢ OIQompames to

the proportion of

LS

1sckoSare in Bangladeshi

&

by Rouf (2011) and

engage in CSR. They found a positive
independent directors and corporate s%sporﬁibili
companies from 2005-2009. The s%
Khan (2010) who reported tha% is
board independence in the @eporﬁ 0 1 companies. Rashid and Lodh
(2008) argued that ind \n irecto }lvq'gwral pressure to respect the good
governance principl ng]?cilfy 1t 1s assumed that there is pressure on

companies to diic!S SR to ensure thg})g- sanisational procedures are in congruence

with orgamsé | legitimacy and community values. However, independent

4@

directors ound to have an impact on environment disclosure, Mohamed and
Faouzi (2014) used a small sample of 23 companies listed on the Tunis Stock

Exchange from 2003 to 2011 to examine the effect of corporate governance on the

extent of voluntary environmental disclosure. They found a significant and positive
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relationship between independent directors and the level of voluntary environmental

disclosure.

Independent directors also influence board decisions to disclose socrcsv

environmental information. Jo and Harjoto (2011) found that the per

independent directors has a positive effect on a firm’s decision to eng g in CSR.

Resource dependence theory suggests that independent directors Wi de the firm

with links to the external environment. Arora and Dharwadka 1) k‘elieve that

independent directors are important because they pay greatgr atteion fto li eﬁnz,-
| &
to its external environment and legitimacy. Carter a 0S (2 03) r orteéhat
QV
independent directors are more likely to represe % stak grou ereby
having more influence on CSR reporting ( d Co 005 <ll.brahlm and
Angelidis, (1995) studied the drfferenc twe ut31der board
members’ attitudes towards CSR and f at outsxd oa@embers were less
economical and more sensitive to ph opli actiyt s th n51der board members

, since they have a wider social newnd linjes w1 w()u stakeholders
& $
Alternatively, there are \n ? fi 51de (executive) directors to CSR
) u

reporting. Ayuso a dor}a 20 ed that insider directors are likely to

have more and in ormatlon Kru% 009) argued that insider directors provide

the firm with S:N ic information in order to improve corporate governance and the

board @

CSR as a legitimation strategy in order to satisfy the various stakeholders. Kruger

Haniffa and Cooke (2005) argued that executive directors used

(2009) supported the view that insider directors disclose social information in order to

build strong relationships with stakeholders and communities to protect their
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reputation and to mitigate litigation risks. Some previous empirical studies support
this assumption. Studies conducted by Buniamin et al. (2008) examined the level of
environmental reporting among Malaysian companies and found no signifi
relationships between the board independence and the level of enviro
reporting. This study was supported by the study of Said et al. (2009) whd‘&d no
association between independent directors and CSR in Malaysian m)anies,

Similarly, Homayoun and Rahman (2010) examined the relati?’c between a

number of corporate governance mechanisms and the exte iMternefl corporate
disclosure (including CSR disclosure) for the top 100 c anies lfsted 'lgu(g'
Malaysia in 2009. They did not find any significant relat&be n ghdepapdent
directors and the extent of disclosure. Likewise, iffagan & (20@
significant relationship between corporate '%sclosure [ <Qntive (non-

independent) directors in Malaysian ¢ i€s. ﬁ*& 1 Razak and
23
a )
of d

Mustapha (2013) investigated the inﬂK if{gren g('fve;@ice characteristics,

including the independent directogg on evel ,uf

200 companies listed on the n& d a{

significant association bet& n nd di@s and the extent of CSR

i : .
disclosure. The reasons @se esult ﬂe(ej@lamed by Buniamin et al. (2008)

tdjbsia in 2010, they found no

N
who believed that i et¥ent &Ik ‘sm M&hysm were not effective in monitoring,

Y-
because they téthat independen\%{ectors were in fact not independent as

suggested b%AIA (2004). Independence may be divided into independence of

mind ingependence of appearance. This may have caused them to fall into
scepticism, integrity, and objectivity. Haniffa and Cooke, (2005) argued that non-

executive directors lack experience and knowledge, which confirm the previous result
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found in Malaysia (Buniamin et al., 2008; Homayoun and Rahman, 2010; Abdul Razak

and Mustapha, 2013).

In most countries, the presence of independent directors on the board bec @
regulatory requirement provided by law or by corporate governance i@ For
example in developed countries such as the US, UK, Australia and Ne and, all
listed companies are required to have a majority of independent direcwn the board
while the regulation is different among countries. Some requi z:t l)ne third of
I
Others require at least two independent directors, such hilippin @pore

f
(Asian Corporate Governance Association ACGA, ZOI:R Y.
In the case of Jordan, the corporate g,ovema e code %‘an -hsted on the ASE
to

requires at least one third of the board n\%

In this study, the focus on the m en

the board to be independent directors, such as Thailand, MalaYsga, Ghi o

mp eof ependent directors.

rs eﬁned by CG code.
l
Therefore, it is important to di%lsh b ;hﬁipendent and non-executive

@)

directors where, non- executl d1r to lare fine %CG code as “A member who

is not employed by, and 1 t'r%\p a Ga'%ry from the company”. Therefore,
y cgn inginde

ent directors and those who are not

—-ﬁ.

/

non-executive direct S

independent. Th$ important to avo@‘f as indicator for board independence.

N



90

2.4.2.4. Age Diversity

Age diversity has become an important issue in board diversity. Age diversity was
defined by Li et al. (2011) as the extent to which a group or an organisat'o@'
heterogeneous with respect to age among its members. Sonnenfeld (2002) a hat
age can be seen as an asset to the board and considered as part of h capital
because age can reflect maturity, experience and risk-taking manner (&201 1).
¥
|

The global workforce is a mature workforce. For example, e W)f the

: N
working-age population is over 50 years of age. In Chin %o of fhe rl'fqi& 1s
. s b
over 65-years as of 2010 compared to 3.08% in 2000 ( . 2&]1\) n the@porate

world, most members of the board are traditi@do inat y Q members

(Gilpatrick, 2000) and the representation of %iﬁ oagds remains very
t et (

limited. For example, the data from the Pbs

&
2 showed that the
&

of . It has become clear

average age of the sample was 61-y \1Nhe

T'ﬁbéfore, there is a need for
)

more age diversity because gfffeNagt agh 2royps bri.@ different perspectives to the

&L

Yoard, Fariet ol O aﬁ?} |di@§‘6rs provide economic resources,

experience and wisdo %th} id m@»rectors hold major positions of active
' 4

responsibilities ingo&or tions and in so@;&. whereas the younger directors have the

N
energy and dﬁvé\cceed .

The relationship between age diversity and CSR is explained by resource dependence

that there is an increase of old d ont

/

theory which suggests that a diversity of directors’ age on the board will bring

different perspectives, skills and insights, which enhance firms’ creativity and
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problem-solving capabilities thus leading to enhanced board performance and
decision-making (Ness et al., 2010). According to the European Commission
Initiative to encourage and recommend increased board diversity in the board
“Resulting from the experiences and knowledge that different age groups b

board, increasing levels of age diversity may improve the overall level ‘%ledge

on the board.” (European Commission, 2010:11).

Some studies provide evidence that younger directors are @; sloc1a ed with
oar

aré @re

innovative and possess better ability to process new 1 Da’m di ZOHQ-Older

\rcese&. they are

ldeé%ard members

higher CSR. Ness et al. (2010) argued that younger

board members provide experience, wisdom, andyecofomj

more complacent and less likely to initiate c@\doreove

are less likely to do their duties as director, %)b ZQ\NFKM Qse they will be less
)

connected to current stakeholders. Y boarthge beri&'wever may increase

human capital because directors 1tmren!§ ng different perspectives
ec‘ﬂdr

and ideas to the firm. Moreo v the ar o strategic change and are

more willing to participate th e/ /Mi 'proé'(Darmadl 2011). Younger board

members will theref an@lon s philanthropy. Klineberg et al.

(1998) found that Amen nsére ﬂWre concerned than older Americans about

environment31;§ S. ThlS 1S supported\by the study of Post et al. (2011) who found

that yo %

There are a limited number of studies that investigate the relationship between the age

rs may give more attention to CSR governance issues.

of directors and CSR. Post et al. (2011) examined the relationship between the board’s

demographic composition (including age) and environmental corporate social
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responsibility using a sample of 78 companies chosen from electronic manufacturing
firms in the USA in 2006. The data of directors’ age were collected from annual
reports and companies’ websites. The total number of directors was 374. The directors
in the sample were on average 61 years old. The youngest director was 38 1d
and the oldest was 89 years old. They found that social and environment@osme
was higher with boards containing younger directors. These results are &tent with
the study by Webb (2004) who investigated the structure of the b% f directors at
socially responsible (SR) firms and examined the differenc &e.en' SR firms and
non-socially responsible firms. The sample consisted of R fi \gjs DYo.mini

N
Social Index (as of November 2001). They were bro@nto thur e’gﬁ‘ﬁp fies
4 b %

than 51 years old, between 51 and 57, between 57 anWa e¥ol oe\fﬁ old). The

result showed that SR companies have mor g

firms.

Ifler

N R/ M |

has a significant p4gi effect S&Yd’lsclosure. They believed that old board
a X

members in In jan companies are more able to meet the interest of diverse
stakehold@ tend to build a strong relationship with the community and

environment.
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2.5 ISLAMIC CSR
2.5.1 Introduction to Islamic CSR

Islam is not only a religion but also a guide for all aspects of life. These ac@re
largely guided by Islamic law which by nature enjoys a degree of @ty and
contextualisation which developed over time and varies somewh place to
place, unlike the fundamentals of Islam such as ibadah (worshi}Nhlaq (morality

and ethics) and agidah (belief and faith), which are not su 0 cllange (Dusuki,

NY.

2008).
D [Jis
’ i

Social responsibility has been a part of lslaml\pm, ice Sihe tlémg'of the holy

§

Prophet Muhammad (PBUH) 14 centuries & :Tt,s deep teﬁthe Qur’an (the

divine book of Islam) and Hadith (t:%ingyjj\yl%e ggf the holy Prophet

]
Muhammad). Mohammad (2007) S!& hat Tsigm t&&,s based on four main
S
principles. First, the unity (Zaw jgrd) gAllah s th fqu@on of Islam, and all Islamic
4 4 : :
ethics and principles comegarom ﬂi e ept‘ééﬁmty (Naqvi, 1981). It is the
fundamental belief that 4ggre¥is n lblg)éfah and none is worth worshiping
’
s
except him’. This c@meals fPat lsﬁjs the owner and creator of all things.
s
People are thus %ﬂents ( al{fa@f Allah on the earth and thus trustees of
X N
Allah’s reso%ﬁ& (Mohammad, 2007). Second, free will (lkhtiyar) means that
individual the freedom to choose whether to be good or bad, moral or immoral.
This freedom should be managed according to the moral code set forth in the
shari‘ah. Therefore, Muslims are expected to fulfil all obligations and contribute to

the needs of their communities. The third principle is responsibility (/ardh), meaning

that individuals as well as corporations are accountable and responsible for their own
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actions. Finally, equilibrium (Al'adl) is a balance among all of the various aspects of
life that allows for the best social order and social harmony (Yusuf and Bahari, 2011).

A fifth principle has been posited by Dusuki (2008), who asserted that CSR is based

on the principles of ragwa (piety) and khalifah (vicegerency). According to\Wok
(2007), the principle of vicegerency means that human beings are the x‘fs}taﬁves
of Allah on the earth. They are supposed to cultivate it and develop ' nty. Thus,

human beings are trustees of Allah’s resources, and they are OM to use those

resources responsibly and in accordance with shari'ah. P cnd |companies are

i
| g}%n

-C nsciQu ness or

required to pursue social responsibility and justice in order t0 aiain

within society (Mohammad, 2007). lagwa (piety) wgeans 5}
R' N

awareness of God (Hasan, 2012). Taqwa refers % - lrg‘o\t pnﬁ'{es of Islam

such as free will, trust, responsibility, equal narights, ur@‘dignity (Hasan,

2012). One way to achieve ragwa is b em cause taqwa shows

o 1S
people that their role in life is to m and 1gp th¢8gdrth in accordance with

™,
shari’ah and the values of trugfifulngss, fain,-ess qd@ness that result from their
F 4

strong relationships with A Thisl cted in business activities and

relations with stakeholdtﬁ(iiwal an

Q’ Y

2/

In Islam businejﬁa concerned wit“l)@Tﬁlling religious obligations. They not only
’ S

aim to achiev \erial goals but also, more importantly, strive toward non-material
goals s@meeting social needs (Muazir et al., 2006). Therefore, the concept of
CSR in Islam has some differences from the Western concept of CSR (Mohammed,
2007: Dusuki, 2008; Yusuf and Bahari, 2011) because the principles of Islamic CSR
are based on shari'ah. While CSR in the West is based on the culture and beliefs of

Western society (Yusuf and Bahari, 2011), Islam requires companies to engage in
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CSR for the pleasure of Allah (Zahid and Hassan, 2012). Western companies do not
concern themselves with religion or the pleasure of God. Zahid (2009) argued that the
Western concept of CSR does not suit Islam’s conception of the term because Westem
businesses do not concern themselves about whether their businesses and s are

&h‘a?ce their

lawful (halal) or not. In addition, Western companies use CSR t

corporate image, but in Islam, this is not acceptable because all CSR ¥tivities should

be for the pleasure of Allah. Y.

Islamic business values such as human well-being, socigl justice, nd\l}('@ving
é l‘ Ly

are at the core of Islamic CSR (Chapra, 1992). SociaMusticg i a £riticA™factor in

bettering society (Zubairuet al., 2011). This is rlp? m

sent our messengers with clear evidence (to@‘t g t
them the book and the balance so that %u%n ai

X
Al-Hadid 57:25). Social justice lmN thro e q@tion of the concept of

fulg)s). and sent with
Y

/\Stice’ (Al-Quran. Al-

~N
brotherhood, which renders I\@esp jlfq@ e another (Muazir et al.,
2006). The Prophet Muhw (P 4 ys t each “Muslim is a brother of
another Muslim: He net ron 3 Qr ]a,v s him without help, nor humiliates
f 1m$¥233) In general, Muslims have a

him” (Hadith. Al-@m
responsibility to themse ves socnety Companies have responsibilities

toward Allah! Exty and the env1ronment (Atan and Abdul Halim, 2012). Wahiba

(2011)@;

stakeholders such as creditors, employees, consumers, the environment, and society.

zes that Islam organises corporate social responsibility toward

First, corporate social responsibility toward employees. In Islam, employees are

considered the greatest assets of a business (Hassan and Harahap, 2010). According
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to Islamic business ethics, the relationship between employer and employee is based
on brotherhood. The Prophet Muhammad (PBUH) explained this principle: “Your
employees are your brethren, over whom Allah has given you authority. So if one of
you has his brother under his control, you should feed him with the like Of{Wou
eat and clothe him with the like of what you wear. You should not ov G@en him
with what he cannot bear, and if you do so, help him in his job.vdodith, Sahih
Muslim. #4093). Therefore, it is the responsibility of emplo er care for their

employees in terms of paying fair wages, offering equal opp 1es|1n recruitment,

not overworking them, and providing good workm:; con®rtiofs ( ]41 \%011).

Shari’ah requires prompt payment of wages. The Propget MuPa mgd (P ) said

that “an employee shall be given his wages befo hi wegX

#2434). Shari'ah is also concerned with \ages wh

’ (H@Bﬁ Ibn-Maja.
wéSmrmed by the

Prophet Muhammad “A worker/employ, n tit é& get good food and
clothing with a decent size and is not %d alit g&ork outside the limits”
(Hadith: Malik, #980). This H%h?cate‘ tha¥ the 1mum wage should enable
employees to fulfil their wies" 1 n% (Yusuf and Bahari, 2011).

&o rs v&rkloads that negatively affect their

2 9

nd@elve proper wages (Dusuki, 2011). The

<>

Prophet Muhamm UH) sai Bo,@t' impose a burden on your brothers that will

=}

Employers must not bur

health unless the em ag.,r

overpower th \nd if you need to do so, help them out” (Hadith: Ibn Kather. #

2407). lﬁlaymphaSises equal opportunity in recruitment based on merit regardless of

gender, race, religion, disability, or socioeconomic background. Allah says in the

Qur’an, “The best for you to employ is one who is strong and trustworthy” (Al-Quran.

Al-Qasas 28:20).
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Second, corporate social responsibility toward the environment. Islam also
considers caring for the environment as a part of social responsibility. Therefore,
corporations should ensure environmental sustainability. This is because Muslims, as
Khalifah (vicegerents) of Allah on earth, are accountable to Allah for@a.y they
preserve and protect what He has entrusted to them (amanah) (m%g 2007). A

number of verses in the Qur’an and several Hadith indicate theertance of the

. Islam calls for
msl away, he strives
throughout the land to cause destruction therein a§o cr p\?a'yh@ls. And
Allah does not like mischievous acts” (Al-Quran. A qarab2 208). A@ also says,

“Don’t you do any mischief on the earth, as AW lik B tha@al\e destruction

on the earth” (Al-Quran. Al Qasas 28: 7 gm promgfes tl@wnse utilisation of

environment and the responsibilities of human society to

environmental protection. The Qur’an says, “And when

natural resources, “Eat and drink, b%w teﬂ &%s " loves not the
excessive” (Al-Quran. Al-A’raf 7.3 l ai Ns do not cause corruption
in the earth, when it has been % rder” QU}‘ " A'raf 7:56). Islam encourages

planting of trees, “If the J gr it Dlly es one of you is holding a seedling

6.

in his hand, if you ar to la ef the day arrives, do so” (Hadith. Al-

Bukari. #1997). R% gtbe pr.

Muhammad (P advised troop@t to chop down trees, destroy crops, or kill

animals.

S

Third, social responsibility toward the consumer. In Islam, firms are responsible to

of trees, plants and animals, the Prophet

“o

provide consumers with Aalal (permitted) services and products. Thus, haram
(prohibited) businesses such as those involved in alcoholic drinks, gambling, pork and

pornography must be avoided because Islam only allows what it believes are good for
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consumption. Allah says, “O mankind! Eat of what is lawful and good on the earth”
(Al-Quran. Al-Baqarah 2:168). The Prophet (PBUH) said, “Allah and his messenger
made illegal the trade of alcoholic liquors, dead animals, pigs, and idols.”

Corporations must be trustworthy (amanah) in their buying and selling, a id

\

fraud. The Prophet Muhammad (PBUH) said, “Whosoever deceives us i% one of

us.”

Fourth, social responsibility toward society. CSR plays an im%role in Muslim

1s@onsibility

of corporations to care for the needy and contribute to gociety in fer o'f 5§$tion,

health, social welfare, alleviating poverty, reducing iﬁy | A g@e needy

zakar) and funding philanthropic trusts (W@: 'ii‘v\n al@znd charity
X

(sadagah) and interest-free loans (Qard al M . These be@scussed in detail

S8

2.5.2 Qard al Hassan z ! 0
L ’ .‘v.) s
NUile;
Riba (usury) is forbidderw‘\ls m 'as m \ to establish social justice and
O

: |
remove exploitation fr@let sl }her&bre allows loans as a form of social

society. Corporations and individuals are accountable to soci

%
service to help the ge hrog: d (IY@ZISA‘an (benevolent loans). Chapra (1985)

defined Qard ¢ an as ‘a loan w@ is returned at the end of the agreed period
without a Qst or share in the profit or loss of the business’. The recipient is
requireéay only the original amount of the loan without any interest or profit
(Dusuki, 2012). Allah has encouraged Muslims to give Qard al Hassan many places

within the Holy Qur’an, “He who will give Allah Qard al Hasan, which Allah will

double into his credit and multiply many times™ (Al-Quran. Al-Baqarah. 2:245). The
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Prophet Mohammad (PBUH), “In the night of the journey, I saw on the gate of heaven
written, ‘reward for sadagah is ten times and the reward for Qard al Hasan is
eighteen times.” So, I asked the angel, how is it possible? The angel replied, ‘Bw

the beggar who asked already had something, but a loanee did not asﬁg}oan
unless he was in need.” Y'

Qard al Hassan is based on the principle of brotherhood, w S tlo help fellow

Muslims who need money. It offers many advantages to Sggiety.) o ’Hassan
3 ¥

helps the needy and alleviates unemployment and poy, hin spci ﬂy .{r’éatmg
4

W en @’Tnational

nkirQ §ystem as an

edy, such as students

—+

new jobs, markets, and business ventures which W

economy. Moreover, Qard al Hassan is used\@ Isl

instrument of income redistribution and soygce of’1o ‘fq;\ %
) > Y-
who would otherwise be unable to get%,'catfbn, I m@e families that must

}1} &
purchase household items, and sm@sinis esqtiat r@ financing. In addition,
E (

banks provide Qard al Hassan %p Cli{ .hgggaSh'ﬂow problems or have

blocked savings accounts &r in l!rge nee\ financing (Lewis and Algaud,
\ ¢ l %(J
2001). (—) ’
L N
& ! <>
Oandal Has.s‘ul\Aiely practiced am&}'g Islamic banks and charitable organisations -
in Jordan I%mple, the amount of Qard al Hassan provided by Islamic banks in

2008 r@D 21 8 million and benefited approximately 19,000 citizens. Most of it

went to help the needy, students, newly married couples, pilgrims, patients, and

farmers (Jordan Islamic Bank, 2009).
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2.5.3 Waqf

Waqf is one of Islam’s most powerful charitable instruments for meeting social,
religious, and economic needs (Abdul Karim, 2010). Wagqf is an Arabic word fwed

from the word Wagafa, which means ‘hold, confinement or prohibiti 1og s also

called Habs in North and West Africa. Khaf (1998) defined waqf asholding certain

property and preserving it for the confined benefit of certai panthropy and
prohibiting any use or disposition of it outside its specific ob . W'/aqfls different
from zakat in that while zakar is compulsory for Muslims ary act of
charity that comes under the general terms of sadaq mfc;q A a(l 2&34) and

is considered a form of continuous charity (.s'adaszh Jar

2010). Thus, people will continue to beneﬁ&n‘ﬁ)vaqf

The Prophet Muhammad (PBUH) said, \% a hu ? s{és his work for God
o

comes to an end except for three: @owq&h®owedge that benefits

others, and a good child who caE Owd fO'Hls I S@—Iadeeth Muslim. #1631).

as@d Shahid,

ter donor’s death.

.‘

P 2
N (J
N, |
Wagf is an Islamic econc&c&d \‘)’s to b11sh socioeconomic welfare and

3%
allélemousiy wn - W 4<h of; \@ade 2002; Ahmad, 2004; Bello, 2009,

Khan, 2010a: : 2“0 én dx?udlman and Kusuma, 2011).It plays a

significant r 0: \hls respect. Bello??009) asserts that waqf alleviates poverty and

providing the material infrastructure and revenue to

enhances welfare by

enhance achvities at family, social and governmental levels (Ahmad, 2004). In

addition, wagqf provides basic facilities to the poor and needy that the public sector is

unable to provide, such as health, educational, and physical assistance which can

enhance the capabilities of the poor (Nurrachmi, 2012). Wagqf also contributes to
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economic development. Budiman and Kusuma (2011) pointed out that wagqf does this
by providing services to society at zero cost to the government. This reduces

government expenditures and thus budget deficits and interest rates (Cizakga, 2000).

Budiman and Kusuma (2011) also argued that wagqf improves economic de%ﬁent
because it can help decrease unemployment levels and create job OPPOHM' s. Waqf
has wider benefits compared to other types of charity. For example, \Weneﬁts are

not reserved for Muslims alone, but are permissible for people religion. The

Oxford University, in the UK. was established on wagqf land, € ottf? students
. ®

who study there are not Muslims. Moreover, waqf $ usedf du %pea)@s of
A
famine and other crises to help the poor and needy syrvivee(Bellp, 2009). \’T
Y, =y ¥
&

There are generally three types of wagf (Kahf} ). Religidiits i covers property

for worship such as Masjid and propert prav%?yenkr%\ or maintenance and
" &

operational expenses. This kind of waN p‘lt%l th{&%ﬁt of providing religious

services and satisfy the religio%gs of ;}091@1”* 2010a). Philanthropic

—=

:

ol <&
wagf aims to support all a&\l'@ r(@ the i.r\éa’ests of everyone, especially the
arrgs
s

poor: education, health @%s‘llibr}‘ ba{_k%Jroads, bridges, and public utilities.
Posterity or family @ﬂoc t ‘gﬁ

: ; o . ,
any surplus rermh it must be give the poor. Waqf can also be classified into
y surplu "~y 2y
three types%@n the asset involved. There are fixed assets such as real estate and

such as goods and animals, equipment, trees or books, and then

eﬁ‘{he owner’s children and family first. If

land, abl§Passets

there is cash (Hassan and Shahid, 2010; Elasrag, 2012). Cash wagqf refers to money
that is collected from donors and investments. The income generated is distributed to

the beneficiaries according to terms of the waqf deed (Nahar and Yaacob, 2011). Cash

wagf takes two forms according to Ahmad (2004). The cash may be invested and the
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income distributed to the beneficiaries, or it can be freely loaned to the beneficiaries.
Nurrachmi (2012) claimed that cash wagqf can be used for financing, as in Mudarabah
(capital trust) or Musharakah (1slamic partnership). Lahsasna (2010) pointed out that
cash wagf plays a key role in economic growth by creating more @%55
opportunities, employment, and projects. In addition, cash wagf i bes the
industrial and financial systems because it enhances the financial o;'vs for small-
and medium-sized enterprises (SMEs). Waqf has a rich history. Thewwaqf in Islam
was the masjed of Quba which was built after the Proph har'mad (PBUH)

opHet in ce%ce of

arrived in Madina. This was followed by the mosque of, the
- | &
Madina. Another type of wagqf initiated by the het M a ma%_ as the

N
philanthropic waqf. Seven orchards were left to% rop% g@' by a man
named Mukhairiq, who died in the War of & ’lhe Pr toé‘the orchards as

A,
wagqf for the benefit of the poor. T \&
) of-’

\
Nowadays, all Muslim countnthaq establishe cés to cater to the needs of
awqaf. These tend to be elthwn sti
State Islamic Religions C(ﬂqc\&lNS

Kuwait, the Public C

ntral@ﬁmmstratlve units such as the

ala@ the Kuwait Awqaf Foundation in

S
in e Sudan, and Tabung Wakaf Indonesia

-Qh
>

(TW1)in Indonesia aw qaf afe n{)sgvﬁcs Francesa (2008) reported that more than
8,000 educati Nstltutlons 123, OOO mosques and 8,317 madrasahs in Bangladesh
are based M/ Abdul Karim (2010) noted that there are 99 awgaf in Singapore,
including 200 properties and assets worth about S$300 million. Again, most of these
(65%) were mosques, but 11% were madrasahs (religious schools). Eleven percent
were designated for the poor 6% for charity and 6% ‘other’. According to official

sources, awqaf properties in Malaysia are mainly religious in nature, with a large
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number designated for cemeteries. About 926.6 acres (71%) of the total 1.307 acres of
wagf land in the state of Johor are reserved for this. Another 246.8 acres (19%) are

mosques, 90 acres (6.9%) are for surais and only one acre is reserved for other

purposes (Ahmed, 2004). (—}

In Jordan, waqf has a significant role in achieving social and econom1$evelopment

(Al-Aqaileh, 2008). Since 1972, the Jordanian government yas ded a separate

chapter for wagf in the country’s development plans. m1 atlon in
Jordan is under the Ministry of Awgaf and Islamic A It is gove e’l b \31~any
laws such as the Civil Code No.43 of 1976 and the l@'er these

table wagqy)

laws, waqf is classified into two types: “afltw’

supervised by the Ministry of Awqaf, and w%m hli

an&g 'aqf) under the

supervision of shari’ah courts. Most n JO g @mbutes to religious

projects such as building mosques ff lm@ of Awqaf and Islamic

| % .
Affairs for 2003 show that 6 241%1 es, 49791 QtS bband ,719 other properties,

1,422cemeteries, 161 orch d 4l oh tablez\?qects were all based on wagf.
N

However, all type of wag ldlue "‘,ls y

ke
A<8~' 3

5.4 Zakat

Zakat 1®: prominent feature of an Islamic economic system (Atia, 2011) and

the most important mechanism for achieving economic justice (Kahf, 1999). The

word zakar in Arabic means increase, growth, cleanness and purity. It is defined as ‘a
compulsory levy imposed on the Muslims so as to take surplus money or wealth from

the comparatively well-to-do members of the Muslim society and give it to the
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destitute and needy’ (Zaim, 1989). Zakat is one of the five pillars of Islam, which also
include faith (shahadah), prayer (salah), pilgrimage (hajj) and fasting (saum). Zakat
payments are compulsory (fardh), and Muslims who have extra wealth are required to
pay. The main objective of zakar is to achieve socioeconomic justice an&Wate
poverty in the Muslim society (Kahf, 1999; Dusuki, 2008; Bello, 2009'_% ,2010;
Kusuma and Sukmana, 2010; Zubairu et al., 2011; Hassan et al., Zowakaz offers

many benefits to society and has spiritually, socially, and ec ally influenced

Muslim societies. '\d
o
¥
Spiritually, paying zakar helps to cleanse peop§. seffi S, \d}aﬁce and

miserliness, enhance tagwallah (God-conscio &@ andi‘ca sin y of faith in

Allah (Abdullah and Suhaib, 2011). Therefor®azgdkat purifi th-e\@rts and minds of
recipients, payers and all other people. ca ly“x%’i S %échieve social justice

o
by bridging the gap between the ric dthNH{g&rn’ 2012). Abdullah and
at gnl s@ety. They argued that zakat

Suhaib (2011) explained the of z

d S &
ensures peace and prospf&Nl sofi€ ecau%"crime rates and terrorism will
&
decrease when social j Nn equi ’lb @utions of wealth are ensured. This
e ) RS
p

] ent$vel. Zakat also provides a type of social
b 4

leads to a reductiozz*}@! ung
security system&NO, 2009) by enslgg'(?g. that every individual receives a minimum
\

means of li 4 in order to live decently. This establishes brotherhood among the

peopl@n, 2012) and achieves social stability (Dusuki, 2008). There is also a

significant relationship between zakaf and economic development (Kahf, 2004:
Suhaib, 2009; Sarea, 2012; Sarif and Kamri, 2009). Sarea (2012) argued that zakar has
positive effects on economic growth through reducing unemployment by employing

resources to create new jobs, reducing poverty by investing and redistributing weaith
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and reducing inflation by affecting the methods of supply and demand for money.
Sarif and Kamri (2009) suggested that one of the best ways to solve the problems of
poverty and unemployment is to use zakat funds for income generation. They argued
that zakar should help the poor and needy to become more economically i ent.
This view is supported by contemporary Muslim economists and jilifs “such as

Monzer Kahf and al-Qaradawi, who believe zakar should be usedNor productive

NV

purposes. Therefore, zakat distribution should shift from Y@sumptive to a
productive practice through programs that aim to help @ge e‘r heir own
income. Ahmad (2004) said such programs should pr e physigal tar 5&71 as
sewing machines and taxis, skills development and an er, a

to start businesses. ‘1

K ﬁ:*
There are various forms of zakat. The % n e some assets which

are subject to zakar, such as gold andm “An wl&‘ﬁbard up gold and silver,
and spend them not in the wayfoL iz an un a painful to torment” Al-
Quran. Al Taubah. 9:34). Th %@het ad <(iJH) added some items such as

crops, camels, land, pr sh e? Q}runs to this list. The Qur’an also

ézﬁ “Take sadagah (alms) from their

wealth in order A%y them with n\,%aradam (1999) explained that the word

amwal has besi eralized from gold and silver to include all things that people like

to own @

(2004), zakat items are now classified as apparent assets (@mwal zahirah) and non-

mentions the zakat a/ ( ea

ire such as agricultural products and livestock. According to Ahmad

apparent assets (amwal batinah). The first refers to assets that can easily be observed,
such as livestock and fruit. Non-apparent assets are not so easy to observe such as

goods and cash for trading. Contemporary scholars have diverse opinions regarding it.
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Ahmad (2004) and Kahf (1993) stated that new items and assets which should be
subject to zakat include stocks and shares of companies, salaries and professional
incomes, mineral resources, revenue generated from fixed assets, and rental income
from real estate. Shari ‘ah identifies the conditions that make zakar compulsoryv"ch
are categorized with regard to zakar payers and zakat items (Khaf, 200 %e\e are
two conditions for zakat payers. Payers should be mature Muslimsﬁs.o nd mind.
With regard to zakat items, five conditions have been identified: w ssession and
legal ownership of the asset, real or assumed growth, Wt of the Nisab

WV
(minimum amount subject to zakat), fulfilment of one’s ba eed, ¢ passage

of y % J ' ﬁ
one year. : Y'
NN

Zakat is payable at a rate of 2.5% on al—nral@ onmon®y’) 8}1 as cash, gold,

silver or goods for trade, 10% on agricult%oroduc\haﬂa ,@d by rain, rivers or

o S

springs, which reduces to 5% in the K&J cm%irﬁdfeigg water extracted from

wells using animals or artificial gaea ch ,sset a do'v@th should fulfil the Nisab,
. ! = i
the minimum amount of liablg assefs. 1

(
\ ui é)&m to 87.48 grams of gold and
612.36 grams of silver. Th % eig
R
the Qur’an, “The Sa@l_ re;rij
needy, to those e %ﬂ to cc‘;ll t t{emgro those whose hearts are to be won, in the
’ - S

cause of the sl Nnd those encumbe}d with debt, in the way of Allah and to a way

farer .T@ obligation prescribed by Allah. Allah is all knowing, wise.” (Al-

Quran. Al Taubah. 9:60). Othman and Noor (2012) interpreted these eight categories

wy

S

—_

orieéﬁ? zakat recipients as determined by

)

l'r'nsQ_ﬁre only to be given to the poor, the

KN

as the poor (/“akir), meaning people who have less than they need with regard to
income, the needy (Miskin); those who own nothing, Collectors of zakar (Al-

‘Aamileen); those who are appointed to collect and distribute zakar, which also pays
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their salaries, those whose hearts are to be won (4/-Mu ‘allafatu-Al-Quloob), including
people who have recently embraced Islam and those who are expected to do so (zakat
is handled by Muslim governments), the cause of freeing the slaves (Ar-Rigaab),
debtors (Gharimeen) who are impoverished, the way of Allah (fi Sabilil ﬂl&ferring
to the cause of Allah, and wayfarers (/bn-us-sabil), people whoa&; tside their
homeland, cannot access their wealth and need help reaching Rf% Atia (2011)
argued that the way of Allah (fi Sabilillah) 1s the most op?&interpretation and

discussion because the meaning extends to all good actj 0 erqdl\b)ahari ‘ah such
L

as jihad, pilgrimage to Mecca and the building of h@, roadg, an Tl§
o ) ¥

N
, o
Muslim jurists agree that governments are re& le flﬁd ou@e for collecting

and distributing zakar (Ahmad, 2004 &at w\asT St.\l lemented by the

—

7]

5.' A,
government of the Prophet in the secC y@Rr o (jl@for which the Prophet

&/
(PBUH) appointed zakat workers }na c@ and distribution (Qardawi,

I .
1973). Today, six Muslim cou% ave g_Jljo overnment collection of zakat-
N O

Libya, Malaysia, Pakista@li A‘abia Sud@nd Yemen. On the other hand, in

>
many other countries@?a K%?lj&gﬁ/n, Iraq, Oman, Qatar, Bahrain, and

. G |
Bangladesh, zakai{s vatuniafly a‘?é\not required by law. These countries have
established gc\Aemal departmen@e’md institutions for collection and distribution

of zakal.oe

In Jordan, zakat is collected and distributed by the zakat fund which is considered the
oldest fund in the region. Payment to the zakat fund in Jordan is voluntary. However,
zakat in Jordan is governed by law. The first zakar law was issued in 1944, followed

by the Zakat Fund Act in 1978. Zakat contributes positively to Jordanian society and
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constitutes an important tool to alleviate poverty. For example, in 2010, there were
15,500 family beneficiaries from cash assistance to the needy, 32,670 orphans
received salaries from the Zakar Fund, 60000 families beneficiaries from emergency
cash assistance, 1700 families benefited from the rehabilitation aSSiStaKW)ject,
12,000 benefitted persons from medical care programmes and @r 47.000

students were given financial assistance.

2.5.5 Islamic CSR Disclosure

know how companies’ activities areﬁctl
Naturally, the concept of Is%as CSRII

el &
approach of CSR (Moha@& 2047, usuk'éf)o& Yusuf and Bahari, 2011)

\

because the principles @’i Ce y'b on shari’ah. While CSR in the West
Nt 3

is based on the cult% bejp e

v%)'. 5@" society (Yusuf and Bahari, 2011). Atan
Y-
and Abdul Halj 12)stated that J&}f‘nic CSR is based on five CSR dimensions

ec%, legal, ethical, philanthropic and Islamic values. While the

namely,
conventhcept of CSR is based on economic, legal, ethical, and philanthropic

J

considerations. The extends of CSR dimensions by incorporating Islamic value as
new dimension, make the differences between western concept of CSR and Islamic
CSR more clear by providing indicate that CSR in Islam considered as religious

obligatory which based on Shari’ah principles and Islamic values. In this study,
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Islamic CSR items such as, zakat, wagqf and Qard alHasan will use to represent the
Islamic dimensions of CSR which are considered the most important mechanism for
achieving economic and social justice and meet the need of Muslim stakeholders.

In an Islamic context, disclosure means providing and sharing inform %ﬁat helps
in making economic and religious decisions (Muwazir et al., 20 erefore, the

main objective of Islamic CSR is to show compliance with lslarwari ‘ah in terms

of zakat, sadagah and lawful dealings (Othman and Thani, anlj to show how a
company’s activities affect the welfare of the Muslim, soc y;j e rform
their religious duties (Maali et al., 2006) and, llke estern| m del users in
making economic decisions (Mohammed et al f tlg&'slam requires

full disclosure from companies (Haniffa, Z@thman T@‘ﬁ (2010) believed
that full disclosure meant sharing eve of%’ “I.'o Muslim users. This

view means that companies do not\g to e e&%'ythmg, only information

believed to be relevant to the @u-nity, lvhi Wi elp Muslim decision-makers
s

(Muwazir et al., 2000). P@g anq (@ suggested that full disclosure
11 ?c@u%ﬁahty to Allah and society as well as
age feli

ﬁﬂs and economic choices. Othman et al.

would help compames

enable Muslnm st s t n

(2009) suggest at one way to pr e full disclosure is to disclose information

relevant to social reporting such as zakat, Qard al Hassan, and employment

’f//

detailS ahin et al., 2010). Therefore, companies operating in Muslim-dominated
societies are expected to present a higher level of disclosure because there is
additional demand for information from Muslim users with regard to CSR. For
example, Muslim investors prefer to know detailed information to verify that the

company is in compliance with shari'ah requirements (Arshad et al., 2012).
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In such a way, Islamic CSR provides additional information compared to conventional
CSR. Haniffa and Hudaib (2004) suggested that companies should disclose additional

information related to halal dealings, zakat, sadaqah, riba-free resources,

environmental protection, employees, and welfare attainment. Maal@(zom)

suggested that Islamic businesses must disclosure information re&%to Oard al
Hassan, the activities of the Shari’ah Advisory Board, unlawful am) operations,

the environment, products and services, zakaf, emp M and community

involvement. Ibrahim et al. (2013) said information o {?d mcluds the

amount and sources of zakat, payments to beneficiaggs, and afiy bgld C'eJEth Yo it
Sth

been distributed. Hassan and Harahap (2010) report at pghies !tr()uld I~

\ V
the amount of Qard al Hassan as well as the 3\& u OfSlléh'funds

&

A

In terms of wagqf, companies are ac bl&'&’jﬁq}fles and the community.
33

Therefore, transparency is necessa Nﬂ ,&‘gud etal, 2011). Daud et al.
(2011) asserted that w aqf re%z aimsfito ‘zv«émphance with shari‘'ah, and to

's

demonstrate acc01111tabnln)Q~Alla® 1an é‘f (2009) pointed out that disclosure
practices surrounding@ \V"ﬁ ?*ﬂ‘(—%* three reasons. First, donors want to

ensure that the we¢ 1, %5 }?[)e d@:rsed to the intended beneficiaries. Second,
society has tAr:ht to know l@*’uaqf funds are being managed. Third, the

mulaualh@aes) should be able to confirm that the revenue from waqf can

)\

/é‘

legitifwgelYbe used in accordance with the donor’s wishes. Furthermore, the users of
wagqf need different information. Daud et al. (2011) suggested that wagf users need

both financial information (such as costs of developing wagqf assets) and non-financial

information such as the type and objective of waqf and the progress of waqf programs.
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Previous studies examining Islamic CSR have focused on Islamic banks (Maali et al.,
2003: Haniffa & Hudaib, 2007; Othman et al., 2009; Rahman et al., 2010; Hassan and
Harahap,2010, Abdullah et al., 2011; Farook et al., 2011; Arshad et al., 2012,
Ibrahim et al., 2013) and shari’ah-approved companies (Mohammed @009
Othman and Thani, 2010; Arif et al.2011). All of the aforementioneV stefdies were
conducted in Malaysia because shari ‘ah-compliant companies W in Malaysia
represent 87% of all of the listed securities, or 64.3% of the capitalisation in
Bursa Malaysia. These companies are also expected to di G Il)pal‘ tively more
information related to Islamic CSR to meet the d ds of Mlus i &‘holders

(Mohammedet al., 2009).

Othman and Thani (2010) examined the exte onrtlng fithin tha

f lea\
annual reports of the 100 largest sh aapr%ve‘ Comhames listed T6f Bursa

&
Malaysia from 2004-2000. Res So@ty was the most-disclosed

1cl
theme category for all three ye% 0%, %jry! @ respectively, while the least-
@)

used theme was finance \w slmen In @mon, they found that all of the
\

sampled companies dl% d ihtd (J ut BOD structures between Muslims
j‘;/‘

and non-Muslims £spwl asf ctwaé%s This study found that some items like

gharar were n{;losed by all con@mes and zakat report frequency was low with
a meagr f%nn 2004 and 2005and nothing in 2006. Qard al Hassan frequency

was a Qve 1.79%. 3.57% and 3.57%. A similar study conducted by Othman et
al. (2009) who used the same sample size and same disclosure index in order to
examine the relationship between some corporate characteristics (size, profitability,
board composition and type of industry) and Islamic social reporting, found that size,

profitability, and board composition, significantly influence Islamic social reporting.
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However, no relationship was found between type of industry and Islamic social
reporting. Another study conducted by Mohammed et al. (2009) who examined CSR
among 134 Malaysian shari ‘ah-compliant companies based on the companies’
website for 2009 categorised disclosed items into three groups: corporateq%ance
index, shari'ah compliance indicators, and the social and environmegw ex. They

concluded that 56.4% of the companies disclosed informatiorw%ut corporate

governance, 43.9% gave social and environmental data, and l@° isclosed shari’ah

compliance. These low levels of disclosure may reﬂe@”‘@prehensive

disclosure standard. J ' .;c,}Y.
S ’ '3
Y " \ Y\J

Another study conducted by Arif et al. ( xaﬁqne the «Qctors (Muslims
directors, firm size, industry type, proﬁtabil'hnd SQE? er—{Qat sould Influsnes
A,

g "\éund that Muslim directors

zakat payments. The study sample consl of ghe nhlq al r@rts for 281 companies
chosen from Bursa Malaysia’s w%for T h
i

and industries have positive re%

this result is that boards & tod havp the ority to make decisions for their

N
companies, such as d@re irf?,a!m report. Although shari’ah-approved
Q- & | -
companies expec% sclg8 € G&R than other companies, no significant

difference in @ social disclos‘e@ between shari’ah-compliant companies and

ips avith g.égzlgmpliance. One reason behind

others h @und. This is likely because corporate management may understand
that zakdNashot a compulsory business payment but an obligation that should be the
responsibility of individuals (Ibrahimet al., 2013). Ibrahim et al. (2013) studied the
level of Islamic social disclosure in the annual reports of companies listed by the main
board of Bursa Malaysia between 1999 and 2007. The sample consisted of 224

companies divided into three groups: shari 'ah-compliant companies (SCCs), shari'ah
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non-compliant (SNCs), and delisted and listed businesses (DLL). Eight themes were
included in this study: zakat, community, products or services, Shari’ah Supervisory
Board, employees, environment, Islamic terminology and values, and underlying
philosophy and values. The findings indicated that the level of Islam¥g Social
disclosure is generally low, especially with regard to the Shari ‘ah Sup Board,
akat and Islamic terminology and values. For example, only two cvgnies listed as
DLL and four listed as SCC disclosed information related tow payments. The

authors concluded that there was no significant d1fferen® losllre levels among

these three groups of companies.
\
l e,
\,Y'
Previous studies also examined CSR in Islam1 @Sr.ove that they
&

are operating under Islamic laws and emM 01al st1 of pnd accountability
(Farook et al., 2011). Islamic banks are% tq;ﬁSclose both qualitative
and quantitative information in theiM j%j acqﬁ%ﬁng to AAOIFI standards

(Hassan & Harahap, 2010). H% nd Huydai (100§conducted a survey of seven

Islamic banks in the Gul cpu\es (Uééd Arab Emirates, Saudi Arabia,
Oman, Qatar, Kuwa1t 19) }ll 2@§2L2004 They found that the Bahrain
Islamic Bank (BIB Seg 5°/ t}@tems they checked, the highest reporting

rate among theb& while Al- Raﬂ\@dnk had the lowest at 16% as well as the least

zakat. The z@ found that four banks included information about Qard al Hassan
in thm@l reports. Those results are similar to the findings of Hassan and
Harahap (2010) who studied the CSR disclosures in the annual reports of seven
Islamic banks in the United Arab Emirates, Malaysia, Bangladesh, Indonesia, Kuwait,
Bahrain, and Saudi Arabia for 2006. This study concluded that CSR practices were

not being encouraged at Islamic banks. Bank Islam Malaysia (BIM) had the highest
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disclosure rate with around 61% of CSR activities, while 14% of CSR activities were
disclosed by Al-Rajhi Bank (ARB), which was again the lowest among the banks. The

results also showed that two banks were following AAOIFI standards, four were

providing information about Qard al Hassan, and two were disclosing bal for
zakat and charity. Saudi Arabia has an established zakat accounting st \,but Al-
Rajhi Bank, the largest Islamic bank in Saudi Arabia had the lowest f disclosure

in both studies because the banks there understand and treat zacha tax rather than

as a form of CSR (Gravem, 2010). z l
é NY.

|
Maali et al. (2003) suggested that social reporting TS&got a pajor fon for most
Y' N
Islamic banks. They examined this using 29 % relﬁ i R unittss. The

findings showed that 21 banks provided ™% r)’ ah Su SOI@(Board reports. In

P
. L . ‘ A
addition, two banks provided detailed 1 tl(? 0 (gg,] Hlsissan. Ten of the
h

sampled banks were required to pay “NgJ¥ The s def&’mined that Islamic banks

N
tend to disclose only those it@t.hel yns@ a positive corporate image.
4 &

Abdullah et al. (2011) in\”&' ated xtent ef*akat and Shari’ah Supervisory
Board disclosures in thtmm e%ofﬁ%q@amic banks, 18 in Malaysia and four
in Indonesia for Z%Qﬁy ;Jcl g!m(:tSR disclosures were limited with only

%

15 banks havin id zakat. Two ln\@uesian banks provided information about the

L

J

sources anq@of -akat in their annual reports. This is due to the fact that in
Malay ndMndonesia, zakat authorities and foundations are supposed to distribute
and manage zakat. Another study by Rahman et al. (2010) analysed the CSR
disclosures in the annual reports of Bank Islam Malaysia Berhad (BIMB) over 14
years, from 1992 to 2005. They found that the highest rate of disclosure was in 2004,

with 17.9% of total volume. Meanwhile, 1993 reported the lowest with 2.87%. Their
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results showed that employees was the most disclosed CSR item. On the other hand,
the least disclosed themes were Qard al Hassan (1.88%) and zakat (6.74%). This may
reflect a lack of enforcement with regard to managing zakat accounting information.

NS

Some studies have examined the factors that affect CSR at Islamic bﬁhmhad et

1. (2012) used content analysis to examine the impact of lslam1 orate social

responsibility disclosures (ICSRs) on corporate reputation an(wormance Their

sample comprised of the annual reports of 17 Islamic bank alajls1a for the years
2008, 2009 and 2010. Significant positive relationshi p between ICS scl\ ogure and
2)
firm performance as well as corporate reputatlons fou VFagook %al (2011)
N

determined the level of social disclosure amon sl 1c,?a ase@gg benchmarks

derived from Islamic principles. Forty-sev e 1 al rep fr (&4 countries were

analysed. They found that the level 0 mw ectat1ons with only
]
16.8% of expected disclosures. They f e\“tfmlc incentives and socio
disc lf

political pressures influence

su dt m1c banks. Ahmed (2012)
f &

examined the social disclg@of@mcg‘ks in the UAE. He analysed the
questionnaires dlStﬁbUd%\ 7sem 'Jll rs and the annual reports from the

found y b} @9 parate social rts. In addition, h
banks and foun ur hat réparpd se cial reports. In addition, he
a % ’

Yv

found that ma ent experience Qé size and the level of regulation all had a

osnt1v§1p with CSR at those banks.
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2.6 DISCUSSION OF PRIOR STUDIES

Reviewing of corporate governance mechanisms literature indicated that the impact of

governance mechanisms on CSR disclosures provide mixed evidence both in

developed and developing countries. The difference of CSR levels betwé untries

may be based on the level of compliance with regulations, especiall th’the codes

of corporate governance.

4(4

In corporate governance literature, the separation bet the cwn and CEO
roles is necessary to ensure the independence of th S’ gant1 et.
al., 1985). CEO duality signals a weak governance 1c turn results

in high information asymmetry and lack o @ encythu mbg@ng the quality of

reporting (Gul and Leung, 2004). A ber 0 es)fowad a weak level of

\
0 .
compliance with codes of good go e wggarghg (@ duality. For example,

60.9% of Romanian compani WCEUI ty @cm 2012), 72% in Tunis
J g &ng companies (Gul and Leung,
2004), despite many cou@tak'

activities of the Chai n-<dn

been associated leow d clogurfé:vels although some studies produced
@)
inconsistent r; and did not find Ry significant relationship between CEO duality

and dls®

and Abdul Razak and Mustapha, 2013). One possible explanation for this is that

actéﬁm the importance of separating the

'; @corporate governance. CEO duality has

vels (Buniamin et al., 2008; Said et al., 2009; Al Arussi et al., 2009;

CEOs may be also substantial shareholders concerned with the company’s day-to-day

management and operation rather than disclosing information.
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The audit committee is an essential governance mechanism that determinants the level
of CSR in corporate annual reports. Most empirical research on audit committees
have focused on their presence (Ho and Wong, 2001; Arcay and Vazquez, 2005;
Barako et al., 2006; Al Shammari and Al Sultan, 2010) while only fewdies
focused on the impact of the independence of audit committees on &@ure (Al-
Janadi et al., 2013; Gantyowati and Nugraheni, 2014). As the BUdit‘Yﬂnittee is vital

monitoring mechanism to enhance the quality of information d ure, the current
study focuses on the impact of the independence 01% m'mttees on CSR
disclosure. This study thus seeks to determine whet 1 oc(wqmmee
sufficiently independent to carry out their responsibi ffe(}ljld @p monitor

the management. Accordingly, the independenc will represent

its quality. In order to improve the qualltNae audlt m@% most corporate

governance codes and regulations req es&?hsh audit committees

that consist of a majority of indepe ) me%siucl&? the Sarbanes Oxley Act

2002, Cadbury 1992, and Jord@) rpo‘.{eﬂg er@: e Code 2009.
S

Another corporate gov@e ¢ch y’m() ultiple directorships. One reason to

consider this facto dy 1@$cause multiple directorships are common

Yv
- JordanSihce th
among listed nies in Jordam®nce the corporate governance code allows

directors a number of boards. Multiple directorships positively affect CSR

%

=)

disclosu they are viewed as a proxy for high director quality based on the belief
that they disclose information to preserve their reputation due to having contacts and
links with various stakeholders and having a wider social network. However, some
belived that when directors sit on a high number of boards, they will be seen as busy

directors, which will negatively affect the monitoring of management and potentially
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lead to high agency costs (Lipton and Lorsch, 1992). They stated that multiple

directorships will be useful and have a positive impact on CSR disclosure when

\Y'

Previous literature has paid much attention to examining the relat'm&ip between

sitting on a small number of boards.

family members on the board and CSR disclosure. This is due thh' act that family

firms play a significant role in the economy of many coungie discussed earlier,
firms with a large number of family members on the haV%ncentive to

Sy
disclose more information because they have better s to fintegngf @Tmation

(Chau and Gray, 2010). This argument is sup b’é pr%&:us studies

(Haniffa and Cooke, 2002; Webb, 2004; DaQ%d%l., 00 olgghad and Sulong,

2010; Abdullah et al., 201 1). In contras hﬂ eT: egn presented opposing

&
this idea where companies may have\%entﬂle t

sclage’more CSR information
in order to show a good investmen?mrtu ity 9

A(Q
e i@stors may consider this type

| O

of company unattractive. Ali et (20Q74 fedgghat US family companies have

N, | %

better disclosure than Jf0 mi

ani
%‘ ’ g’
necessarily apply to gagnp. ies ln t
. %& 2
across countries.

oéy?ies due to the institutional differences
S

b 4

&

\

However, this result does not

N
Empirica ﬁs that examined the relationship between board diversity
characteristics (e.g. independence, age, gender, and nationality of directors) and the
level of CSR disclosure have predominantly been based in developed countries
(Webb, 2004; Post et al., 2011; Bear et al., 2010; Feijoo et al., 2012; Zhang et al.,
2012), with only a handful being undertaken in developing countries (Barako and

Brown, 2008; Khan, 2010). Most previous studies indicated that diverse boards were
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relatively low, specifically the level of female representation on the board. This may
be related to the absence of regulations pertaining to board diversity especially in
developing countries (Zainal et al., 2013). For example, some countries |l
mandatory quotas for female directors such as Spain and Norway (EQKY:hnder
International, 2010) while others require companies to report their g& regarding

improving board diversity in the annual reports such as in the mondon stock

exchange, 2012). In most countries, certain board diversity ch istics are required
by law or by corporate governance codes such as r en@ndependent

L ]
directors on the board. ’ -{%8-
S ’ '3

X' N
Low levels of board diversity may also relate w ur@‘fac S (Z@ﬁl et al., 2013).

&

For example, Japan has the lowest level of W r@s ati&l@l the board among

Asian countries (Governance Metrics %tiaaﬁ)éé&milarly, in the case of
q

the Arab world, culture often leadm digca ion, -&%inst Women (Salma and

S
Lanki, 199). 1n s rgard, oo b gheyf fond3 i 1stam and cuture when
G i i
talking about the issue Of@b rc@atlo@ the board of directors in Muslim
1

\
countries, as Islam prol@iislrin?i‘oh ((nj(t‘f]e basis of gender. Moreover, Muslim
O

countries like lnd%knd Mal ‘.i ax;é*}mong the top Asian countries in terms of
Y.
board diversit& board (Govem@}é Metrics International, 2011).

<

Boards si®¥ld also have a balance of young and old directors, because diversity in
directors’ age will bring different perspectives to the board. Older directors provide
experience and wisdom whereas younger directors have the energy and drive to

succeed (Kang et al., 2007). A similar balance should be struck between independent

and executive, foreign and local, male and female members in order to stimulate
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healthy debates of viewpoint. Some studies suggested a minimum level of board

diversity to be more effective. For example, Feijoo et al. (2012) found that boards

X

Reviewing the board diversity and CSR literature indicated that st% e one or

with at least three women have better CSR reporting.

more attributes as proxies for board diversity. This varies from country to

another. For example, race, ethnicity and age diversity hav widely used in

North America (Webb, 2004: Post et al., 2011), @tat@ is widely
observed attribute in Europe (Ruigrok et al., 2007), Wgyle m(;? E};B(Jvomen

was the most widely observed attribute in devel ountd car_e¥ al., 2010 ;
Yv
Zhang, et al., 2012) and developing countrles aan n’k . Khan, 2010 ;
Handajani et al., 2014). \T .&O
N
“ e,
‘&

The current study uses age, inde ie?ue, i

diversity in Jordan due to t he I} orta% éoleed of fhess charactetistics. in

i
Jordan. Diversity in di{& ?@ ent the different age groups of

~\
malg dnd @onallty as proxies for board
(

*

|
stakeholders. Includi iay:omlg cf ‘gs oxy of age diversity is due to the fact
M? 1&tio

s

that 72.6% of th Wman p
AN S

expected to Msc innovation ana\reatmty in firms and meet the needs of the

young % n

Foreign directors (non-Jordanian) also appears to be an important dimension of board

consider young, and young directors are

diversity 1n Jordan because the percentage of foreign ownership was 49%. Foreign

directors are expected (0 add value to Jordanian companies by brining various
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experience and knowledge to the board from other countries and nations. For
example, Arab directors will bring various experience and knowledge to the board
related to Islamic finiance and Islamic CSR especial those from Gulf countries who
have long experience in this field. While western or Asian directors rw-i;ring
knowledge and experience from other nations’ regulatory regimes, & orporate
governance systems and CSR programmes. Independent directOfWordan is the
only board diversity characteristic required by law, which reﬂeMe importance of
independent directors due to the perceived monitoring of th z'elnent s behaviour
thus leading to higher levels of corporate transparency.

QS '.6
Y-
Gender diversity was the most widely obsewe@;@?m ot oard diversity

&
characteristics because there is greater press NOG stakgholders to increase

NI
gender diversity of the corporate board% rd& - Zn @ to have higher levels
I

[Ml college Therefore, female

ted Ip important roles in improving

2

of academic achievement than men in

members on the board in Jon% exp

CSR and reducing gender&\ l %
é"
3

¢ ',l
| @ |
As for Islamic CSQ ke 4 m onventlonal perspective, it is based on
shari’ah and reﬂ&to the concept @c;)untablhty, which means that companies are

accountabl@ah and society. Islamic CSR aims to show how companies are

‘.’S;

compli ) Islamic principles. Islam requires full disclosure from companies
because society has the right to know how corporate activities are affecting its well-

being in order to enable Muslim stakeholders to make religious and economic

decisions.
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Previous studies examining Islamic CSR have focused on Islamic banks and
shari’ah-approved companies with the majority of studies conducted in Malaysia.
Moreover, there is an absence of Islamic CSR literature with regards to wagf items.
To remedy this, the current study focuses on three Islamic CSR items su@zkat,
wagf and Qard alHasan, which are considered the most important M} isms for

achieving economic and social justice while also helping reduce u ployment and

poverty in Muslim societies. Such items also play import es in economic
development in Jordan. However other Islamic CS@ ”b and halal
(permitted) services and products do not take place irfNdgrdan e main
current concentration in government strategies. er @ﬁs such as
Shari'ah Supervisory Board are not part of t nt u eca ?lrrs item more
observe in Islamic finance thus, the study wrl nce the concern in
current study on all listed compames hel\ Isl fic b@‘s or shari’ah-approved

companies. %\
. ’,,/’;-;59

It is important to shed llg& e Lole Isla@ corporate governance to improve

CSR. Loo et al. (201 \wl ? 0 C01p0) ate Governance and Boards:

System and Behc (i e\€1 ? BY' Effectiveness in Malaysia, stated that

Islamic value to the best pra&?ces of corporate governance. These include
ethical mr and moral codes in the boards and thus improve the accountability
and tra&cy whilst enhancing board effectiveness and board integrity. Hasan
(2012) pointed out that a number of Islamic principles related to corporate governance
such as maslahah and magqasid Shari'ah are consider the most efficient tools used to

resolve agency problems and conflict of interest between shareholders and

management.
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Reviewing of CSR literature in the Jordanian context found numerous gaps (Abu-
Baker and Naser, 2000; Al-Khadash, 2003; Suwaidan et al., 2004; Ismail and Ibrahim,
2008; and Al-Hamadeen and Badran, 2014). These studies are focused only on the

influence of corporate characteristics on CSR and concerned only w't{ e first

market or large companies, especial those from industrial sectors. Desﬁ'tce?formation

disclosure changes over time, especial after the issue of new reg,u s such as the
CG code, most of the studies examined the level of CSR di e at one point in
time. In all the reviewed studies, the level of CSR disclosu S mkasured by either

disclosure index or amount of disclosure.

o o
.{"
"4

4& focuses on

board diversity

To bridge the gap in existing CSR literature i1 \’

examining the influence of corporate g,ov\%e

characteristics on the level of CSR disc :; mount and disclosure
an

of-’
index) in the annual reports of the J& M s from 2007 to 2011. In
addition, the study examines c tlfg is a,sigt ¢ ifference in CSR disclosure

1
‘4
levels between the first a eco@ket gldurmg pre and post corporate

governance code in Jor '
'
Q’ l ) $°
& v v
Do P
27CHAPTER§ MARY ~N

This C}OISCUSSGCI the definition and development of CSR. The chapter also

prowded background information about Jordan, including general information (such
as location, population, culture, and society). The chapter then presented a brief
description of economic development and accounting regulation in Jordan. This was

followed by an explanation of the state of CSR and corporate governance practices in



124

Jordan which included a review of prior studies conducted in Jordan. The reviewed
studies focused on the influence of corporate characteristics on CSR. These studies
showed that the level of CSR remained low (Abu-Baker and Naser, 2000; Al-
Khadash, 2003; Suwaidan et al., 2004, Ismail and Ibrahim, 2008).This @also

reviewed and discussed previous literature in relation to the impaﬁcouzorporate
governance mechanisms and board diversity on CSR. The revivvf studies on

corporate governance reported mixed. With regard to board diyersi, the majority of
previous literature found a positive relationship betwe@ divbrsity, especially
between women directors and CSR (Webb, 2004; Schygke €t al| : é)@-rdi and
Threadgill, 2010; Bear et al., 2010; Barako and Browns 008; <
et al., 2012; Zhang et al , 2012). The last sectiofNg t :s ch?pt\ocu@gn the Islamic
&
CSR and discussed the role of zakat, waqf w'd (ha H in\®USlim society. The
next chapter presents the theoretical ar@&ptg&%&o@dopted A —
]
N &
¥ |3
% N
$ s
NN} &

o
h
=N

K
-

s |
o,

=
o]

o

—

g
l. '_l(_)b

s

ol

%)
&
S
S



	Image00046.jpg
	Image00047.jpg
	Image00048.jpg
	Image00049.jpg
	Image00050.jpg
	Image00051.jpg
	Image00052.jpg
	Image00053.jpg
	Image00054.jpg
	Image00055.jpg
	Image00056.jpg
	Image00057.jpg
	Image00058.jpg
	Image00059.jpg
	Image00060.jpg
	Image00061.jpg
	Image00062.jpg
	Image00063.jpg
	Image00064.jpg
	Image00065.jpg
	Image00066.jpg
	Image00067.jpg
	Image00068.jpg
	Image00069.jpg
	Image00070.jpg
	Image00071.jpg
	Image00072.jpg
	Image00073.jpg
	Image00074.jpg
	Image00075.jpg
	Image00076.jpg
	Image00077.jpg
	Image00078.jpg
	Image00079.jpg
	Image00080.jpg
	Image00081.jpg
	Image00082.jpg
	Image00083.jpg
	Image00084.jpg
	Image00085.jpg
	Image00086.jpg
	Image00087.jpg
	Image00088.jpg
	Image00089.jpg
	Image00090.jpg
	Image00091.jpg
	Image00092.jpg
	Image00093.jpg
	Image00094.jpg
	Image00095.jpg
	Image00096.jpg
	Image00099.jpg
	Image00100.jpg
	Image00101.jpg
	Image00102.jpg
	Image00103.jpg
	Image00104.jpg
	Image00105.jpg
	Image00106.jpg
	Image00107.jpg
	Image00108.jpg
	Image00109.jpg
	Image00110.jpg
	Image00111.jpg
	Image00112.jpg
	Image00113.jpg
	Image00114.jpg
	Image00115.jpg
	Image00116.jpg
	Image00117.jpg
	Image00118.jpg
	Image00119.jpg
	Image00120.jpg
	Image00121.jpg
	Image00122.jpg
	Image00123.jpg
	Image00124.jpg
	Image00125.jpg
	Image00126.jpg
	Image00127.jpg
	Image00128.jpg
	Image00129.jpg
	Image00130.jpg
	Image00131.jpg
	Image00132.jpg
	Image00133.jpg
	Image00134.jpg
	Image00135.jpg
	Image00136.jpg
	Image00137.jpg
	Image00138.jpg
	Image00139.jpg
	Image00140.jpg
	Image00141.jpg
	Image00142.jpg
	Image00143.jpg
	Image00144.jpg
	Image00145.jpg
	Image00146.jpg
	Image00147.jpg
	Image00148.jpg
	Image00149.jpg
	Image00150.jpg
	Image00151.jpg
	Image00152.jpg
	Image00153.jpg
	Image00154.jpg
	Image00155.jpg
	Image00156.jpg
	Image00157.jpg

