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Abstract of the thesis proposal presented to the senate of Universiti Tun Abdul Razak in
fulfillment of the requirements for the degree of Doctor of Philosophy.

DETERMINANTS OF CORPORATE SOCIAL RESPONSIBILITY DISCLOSURES,
MODERATING EFFECTS OF MEDIA ATTENTION, AND THE MEDIATING INFLUENCE
OF CEO’s EDUCATIONAL BACKGROUND ON COST OF DEBT: MALAYSIAN
EVIDENCE
By
Shyamala Dhoraisingam Samuel
ABSTRACT
The approach used in this study comprises three stages of analysis. In the first stage, the quality
of corporate social responsibility disclosure is the outcome variable while in the second stage,
examines the moderating effect of media attention and corporate social responsibility disclosure
on the cost of debt financing. The third stage examines the indirect impact of corporate social
responsibility disclosure on upper echelon with MBA degrees and the cost of debt. Secondary
data is obtained from company annual reports and databases such as Osiris, Factiva, and Lexis
Nexis. The sample data used in this study comprises 728 companies selected from the Billion
Ringgit Club membership listing from 2009 to 2015. The study uses EViews software to run the
multiple regression analysis, while the SPSS PROCESS MACRO is used to test the indirect
effect of upper echelon with MBA degrees, corporate social responsibility, and cost of debt. The
findings in the first stage show that CEOs with an MBA degree and long tenure increase
corporate social responsibility disclosure. Besides, board meetings, the board size, and creditors’
power are significant factors influencing corporate social responsibility disclosures. Political
connections show a positive and significant relationship to CSR disclosures. In the second stage,
the findings indicate there is a moderating effect of media attention on the cost of debt. Finally,
in the third stage, the results indicate that there is no indirect effect (mediation) of CSR
disclosure on upper echelon with MBA degrees and the cost of debt. The study highlights that
CEOs’ educational level and tenure, creditors’ power, board monitoring mechanisms, and
political connections are important in influencing and implementing corporate social
responsibility practices amongst firms. Furthermore, stakeholder engagement plays an important
role in explaining cross-sectional differences in CSR disclosure. This may be attributed to the
possibility that the traditional concept of maximizing shareholders’ wealth has been replaced
with relationship management with stakeholders to achieve organizational legitimacy. Therefore,
upper echelon, agency, and stakeholder theories help in explaining the extent of corporate social
responsibility disclosures in Malaysia.
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CHAPTER 1
INTRODUCTION
1.1 Background to Corporate Social Reporting in Malaysia
Malaysia has transformed itself into a vibrant, diversified economy, a huge step from its
previous role as largely a producer of raw commodities. The introduction of the New Economic
Policy in 1971, saw the emergence of social and economic growth over the next three decades,
which in turn became a cause of some concern for stakeholders and society. This concern centred
on matters such as the negative impact of business operations on the environment namely,
depletion of natural resources, deforestation arising from logging and land clearance activities
(Gasim et al., 2009). These human activities have led to an increase in levels of carbon dioxide,
one of the greenhouse gases causing climate change and global warming (IPCC, 2007, 2013).
Al-Amin, Siwar, Jaafar, and Mazumder (2007) estimate that by 2020, emission levels in
Malaysia will increase due to high energy usage in the sectors designated as ‘industry’ and
‘manufacturing’ by Bursa Malaysia. Malaysia is one of the member nations to the United
Nations Framework Convention on Climate Change (UNFCCC). Therefore, Malaysia has
pledged to reduce greenhouse gas emissions levels by 45% by 2050 after the Marrakech
Proclamation in 2016 (Rasiah et al., 2017).
The Tenth Malaysia Plan (2011-2015) placed the onus on public listed companies (PLC),
representing the private sector, to play a major role in the development of the nation’s human
resource capital to achieve Vision 2020, as well as in the reduction of socio-economic issues
arising from climate change and environmental damage. Hence, PLCs need to develop policies
and initiatives to enable them to achieve a balance between economic and sustainable
development to mitigate such environmental issues (Al-Amin, Rasiah, and Chenayah, 2015).
Fulfilling its commitment to UNFCCC regarding climate change requires financing, which is an
1

important factor to be considered in the initiation of corporate social responsibility (CSR)
practices by a firm.
Financial resources for investing in climate change projects such as renewable energy
production are available from the Asian Development Bank, World Bank, and UNFCCC
(Kameyama, Morita and Kubota, 2016). In addition, institutional investors could provide green
finance for low carbon investments which carry high financing costs. Campiglio (2016) included
pension funds, insurance companies, mutual funds, and other non-bank organizations as
institutional investors. To achieve national competitiveness and sustainable growth, the 10th
Malaysian Plan (2011–2015) described strategies to achieve high–income status and Vision
2020. The implementation of the 9th Malaysian Plan (2006 – 2010) was to promote foreign
direct investment, increase the flow of capital funds, and promote sustainable development. The
Malaysian government launched the Socially Responsible Investment (SRI) funds in 2003,
whereby the government would invest in companies that showed good corporate governance
(CG) and CSR practices. Bursa Malaysia launched the Environment Social and Governance
(ESG) Index in 2014 in partnership with Financial Times Stock Exchange (FTSE) as part of the
worldwide FTSE4Good Index Series that aligned with global ESG frameworks such as the GRI
and the Carbon Disclosure Project. The objective of launching the ESG Index was to promote
foreign investments in Socially Responsible Investment funds. The 10th Malaysian Plan address
the Millennium Development Goals (from 2000 to 2015) initiated by the United Nations. If
companies are to adopt these goals, management needs to decide how resources are to be
allocated. The disclosure of such information will be useful to stakeholders for their decisionmaking purposes. The Malaysian government promotes CSR through its tax incentives and soft

2

financing as well as by supporting CSR initiatives through awards. Winning awards tend to
increase stakeholders’ trust (Arena, Liong, and Vourvachis, 2018).
Developing countries are characterised by weak enforcement of laws and regulations
(Kimber and Lipton, 2005). Cameron Highlands, located in the state of Pahang in Malaysia, has
been designated as a cloud forest. Cloud forests are defined as forests that are predominantly
covered in cloud or mist that influence temperature and humidity (Bruijnzeel, 2001). However,
rapid economic growth and land use practices have created global warming issues in the
Cameron Highlands. A study by Leong (2006) shows an increase in annual mean temperatures
from a calibrated rate of 0.7° Celsius per 100 years from 1930 to 2003 in the Cameron
Highlands. This increase in the temperatures drastically affects biodiversity and cloud forest.
The lack of sustainable practices may be due to weakness in the enforcement of existing
policies such as those relating to cloud forest conservation as well as bringing environmental
prosecutions are seen as low (Rahmana, 2010).
The legislative response to changes in the business environment is rather low. For
example, the draft National Highland Policy, which was written in 2006, is yet to be considered
for endorsement by the Malaysian cabinet (Peh et al., 2011). Furthermore, there is a significant
amount of corruption in Malaysia as seen in the logging industry whereby regulatory officials
grant forest concessions to timber companies that are either owned by politicians or their
relatives (Ngau et al., 1986) or where there is a threat from conversion from logged forest to oil
palm plantations (Edwards et al., 2014; Mohamed Adnan et al., 2018). In terms of human
rights, the Federal Constitution of Malaysia does not specifically recognise or protect society’s
right to a healthy environment (Boyd, 2011; Mustafa, 2011). In 1992, a recommendation by the
Environmental Law Review Committee, a governmental committee, to add the right to a
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healthy environment to Malaysia’s constitution is yet to be implemented (Rahmana, 2010). In
Malaysia, any proceedings relating to environmental issues can only be initiated by the
Attorney General’s office.
1.2 Regulatory Framework in Malaysia
A report by the World Bank,“ Winds of Change: East Asia’s Sustainable Energy Future”
(Wang, Berrah, Mathur, and Vinuya, 2010) has classified China, Indonesia, Malaysia,
Philippines, Thailand, and Vietnam as middle-income countries. Under the Tenth Malaysia Plan
(2011-2015), the Malaysian government introduced the Economic Transformation Program
(ETP) with the objective of transforming Malaysia from a middle-income to a high-income
status nation by 2020. This initiative requires an annual real growth rate of about 6 per cent for
the next 10 years. Malaysia, as an emerging market, attracts the interest of investors both
nationally and internationally. An emerging market is defined as an economy that satisfies two
criteria; first, a rapid pace of economic development, and second, the government policies favour
economic liberalisation and the adoption of a free-market system (Hoskisson, Eden, Lau and
Wright, 2000).
Malaysia is classified as a developing country, i.e., a non-Annex 1 member, under the
United Nations Framework Convention on Climate Change (UNFCCC) adopted in 1992 that
gave rise to the Kyoto Protocol. Being a non–Annex member means that there are no binding
commitments under the Kyoto Protocol to reduce gas emissions. Nevertheless, Malaysia has
taken steps to voluntarily reduce the impact of gas emissions through the implementation of
governmental policies and initiatives such as tax incentives and the Clean Development
Mechanism (CDM). The government, Security Commission and Bursa Malaysia have committed
themselves to promote CSR by the introduction of regulations and policies, namely, the
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development of the CSR framework in 2006, launching of the sustainability portal and Guide for
Directors in 2010. In addition, Bursa Malaysia has partnered with the Association of Chartered
Certified Accountants (ACCA) to initiate the development of the Malaysian Sustainability
Awards (MaSRA) to promote CSR reporting. For companies to benefit from the adoption of
these initiatives and policies, sustainability reporting needs to be driven top-down from the
boardroom and reflected within the company’s corporate strategy.
1.3 Upper Echelons and Corporate Social Reporting
A chief executive officer (CEO) of a firm is appointed with the belief that decisions made are
to maximise shareholders’ wealth. Therefore, according to Mackey (2008), CEOs have a strong
influence where there is a lack of opportunities or the availability of slack resources. A
Malaysian study by Begum and Pereira (2015) provides evidence that the main motivators for
corporate managers to respond to climate change issues were profit maximization; education and
awareness; legislation; regulation and financial incentives. Their results indicate that managers
were made aware of climate change issues mainly through the mass media, i.e., newspapers and
television. Education and awareness were ranked highly in their survey. They further note that
climate change information was used by institutional investors, such as pension funds to assess
business and litigation risks. Begum and Pereira (2015) highlight that in the 2010 United Nations
Global Compact-Accenture CEO study, most CEOs admitted sustainability was an important
matter to be considered for the future success of their company. This is further reinforced by the
PwC (2010) report, titled 13th Annual Global CEO Survey 2010, which stated that 27 percent of
CEOs, who were surveyed, showed concerns regarding biodiversity loss, stakeholders’ concerns
and the impact on business growth (Evison and Knight, 2010; Ralph, Mansi and Rakesh, 2018).
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Corporate social disclosures are influenced by corporate characteristics, general
contextual, and internal context factors (Adams, 2002; Tilt, 2018). Corporate characteristics
include factors such as size, type of industry, share trading, and financial performance. Internal
contextual factors include the identity of company chair and social reporting committee whilst
general contextual factors include country of origin, media pressure, stakeholders, and cultural
context. Drawing on Angus–Leppan et al., (2010) study calling for more empirical work to be
undertaken in relation to corporate leaders in initiating and implementing CSR initiatives, upper
echelons’ demographics have a cognitive–cultural effect on the strategic choices in engaging in
sustainability practices. Their demographic effects have been seen in financial reporting,
accountability/responsibility towards society and the types of CSR initiatives and practices
adapted within their firms (Plöckinger, Aschauer, Hiebl and Rohatschek, 2016; Yusoff, Lehman
and Mohd Nasir, 2006). On examination of social disclosures of Marks and Spencer Plc in the
UK from 1969 to 1997, Campbell (2000) found the differences in disclosures were related to
changes in the chairperson. Plöckinger et al., (2016) review of 60 studies shows that top
management executives exercise significant influence on financial reporting decisions, especially
on disclosure quality. Ioannou and Serafeim (2012) identify cultural traits such as managerial
discretion and national traits such as the degree of individualism influencing the decision-making
of managers. Furthermore, the authors note that high power distance creates an obligation for
managers to focus on the expectations and needs of key stakeholders in society. Drawing from
these discussions, the CEOs’ characteristics, proxy for cognitive values, influence CEOs
response to environmental pressures and how they are acted upon (Hoffman, 2001).
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1.4 CSR Framework 2006
Bursa Malaysia published the CSR Framework 2006 for companies listed on the Malaysian
Stock Exchange. The Framework, which is self-regulated focuses on four dimensions, namely:
marketplace, workplace, environment, and community. The Framework intends to be a guide to
help companies understand and implement CSR practices and to encourage them to publish CSR
reports. The framework is not meant to be prescriptive. In April 2008, Bursa Malaysia published
a status report on CSR reporting and disclosure practices for the financial years 2006-2007. On
average, the companies assessed fell far behind international best practices and needed to
increase their levels of CSR disclosure and practices. As a consequence, with effect from
December 31, 2007, Malaysian PLCs were required to include a description of their CSR
activities or practices in their annual reports. If there were no CSR disclosures being disclosed, a
statement must be made to that effect. This requirement has been incorporated into the Listing
Requirements of Bursa Malaysia (Appendix 9C, Part A, paragraph 29). The nature of disclosure
is flexible as the framework gives PLCs clear guidelines for implementing their own CSR
initiatives. The Framework 2006 incorporates the national aspirations and policies such as
National Economic Policy and Malaysian Master Plans, which are in line with the national
objectives.
1.5 CSR Regulations in Malaysia
The Department of Natural Resources and Environment was restructured after the 14th
General Elections in July 2018, to include the Ministry of Science, Technology and Innovation,
Ministry of Energy, Green Technology and Water,

the Environmental Management

and

Climate Change divisions of Department of Environment to form the Ministry of Energy,
Science, Technology, Environment and Climate Change (MESTECC). The former Ministry of
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Natural Resources and Environment (now restructured as MESTECC) and the Malaysia Energy
Centre introduced the Environmental Quality Act (EQA) in 1974. The Act ensures that the
principle of sustainable development is practiced to improve the quality of life in terms of
pollution and environmental quality. However, the Environmental Act 1974 does not impose any
mandatory disclosure requirements in annual reports of companies, unlike in the United States of
America. Section 37 of the EQA entitles the Director-General of Department of Environment
(now MESTECC) to demand environmental information from companies in the event of noncompliance with the Environmental Quality Act (EQA), but such information is not disclosed to
the public (Malaysia, 2014). Malaysia’s environmental management policy was first highlighted
in the 3rd Malaysia Plan, where it aimed to balance the goals of socio-economic development
with environmental sustainability. These policies are continued in the five-yearly National
Development Plans. The National Development Policy, Vision 2020, the Five-yearly
Development Plans and the National Environmental Policy aid in the national development,
planning and implementation of environmental protection policies in Malaysia. The use of
International Standards, such as ISO 14000, which is on a voluntary basis, allows companies to
adopt environmental management systems that will align them with current regulations and
voluntary codes of practice.
Social reporting is mainly governed by the Occupational Safety and Health Act (OSHA)
1994 and the Control of Industrial Major Accidents Hazards Regulations 1996. These regulations
represent the main occupational health and safety laws and regulations in Malaysia. Soehod and
Laxman (2007) state that Malaysia is the first Asian country to have enacted safety and health
legislation covering all occupations. OSHA 1994, which is based on the principle that the
responsibility to ensure safety and health lies with those who create the risk and those who work
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with the risk (Abu Bakar, 1996). Therefore, OSHA 1994 places the onus on employers to be
legally liable for any breaches in the law relating to working conditions, safety, and welfare of its
employees. Rampal and Nizam (2006) claim that employers seem to be lacking enforcement of
these rules and regulations of OSHA 1994 within their organizations.
1.6 National Development Goals
The Malaysian government’s target of achieving a developed nation status by 2020 has
caused concerns about the issues of sustainability and inter-generational equity. The 10th
Malaysia Plan, the Higher Education Strategic Plan (2007–2020) and the Economic
Transformation Programme (ETP) address these issues. The Tenth Malaysia Plan addresses the
issue of business sustainability and climate change (Amran, Ooi, Nejati, Zulkafli, and Lim,
2012). The Higher Education Strategic Plan (2007–2020) focuses on educational policies that
were developed in tangent with Vision 2020. According to Abdulrazak and Ahmad (2014), CSR
reporting in Malaysia has increased due to factors such as concerns by pressure groups, the
presence of ethical investors, legislative enforcement and awards given for exemplary CSR
practices by PLCs. The media announce winners of CSR awards. Companies not winning such
awards are shamed as a social norm, resulting in a loss of reputation and are, therefore, seen to
be riskier (Skeel, 2001).
When the news media announced the CSR award winners, it acts as a signaling channel
to reduce information asymmetry to creditors and other stakeholders (Amihud and Mendelson
1986; Verrecchia 1983; Khan, Muttakin, and Siddiqui, 2013). Malaysian companies rely on
intangible assets such as goodwill, reputation to access finance and human capital by developing
and strengthing their stakeholder relationship to maintain legitimacy within society (Waddock,
2008; Zulkifli and Amran; 2006). The private sector bears significant responsibility for the
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success of the 10th Malaysia Plan, with PLCs expected to contribute to the economic growth and
the rapid development of the country. There is a fear that in the PLC’s over-zealousness to
enhance their economic performance and achieve their financial targets, their development
activities could have a detrimental effect on the environment and sustainability. Accordingly,
since PLCs depend on investment from both local and foreign investors, the pressure is exerted
upon them via non-governmental organisations (NGOs) and other interested groups to take into
cognisance the impact of their economic activity on the environment.
The Ninth Malaysia Plan (2006-2010) represents the first of three consecutive Malaysia
Plans that aim to shape the National Mission to achieve Vision 2020, i.e., to build Malaysia into
an advanced competitive economy with balanced social and sustainable development. Hence, it
can be inferred that the implementation of the 9th and 10th Malaysia Plans will act as a catalyst
for Malaysian companies to undertake strategic CSR activities that will improve their
performance and sustainability. The ETP introduced by Dato’ Sri Mohd Najib Tun Hj. Abdul
Razak, former Prime Minister and Minister of Finance I in October 2010, is a subset of the New
Economic Model for Malaysia. Together with the Government Transformation Programme, it
aims to drive economic growth towards a developed nation status by 2020. The programme
focuses on 12 National Key Economic Areas (NKEAs) and six Strategic Reform Initiatives
(SRIs). The NKEAs are greater Kuala Lumpur/Klang Valley; Oil, gas, and energy; Financial
Services; Palm Oil and Rubber; Tourism; Electrical and Electronics; Communications Content
and Infrastructure; Business Services and Education. One key SRI enabler to achieve sustainable
economic growth towards a developed nation is human resource development. The 10th
Malaysia Plan’s focus on the environment has pressured firms to consider reducing the impact on
their business activities on the natural environment by considering the use of green environment-
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friendly technology, sustainable waste management, recycling and overcoming sustainability
issues of reforestation in areas cleared for the growth of oil palm and vegetables. As such,
societal expectation from environmentalists, NGOs, creditors, and customers are exerted upon to
PLCs to provide information on their social and environmental initiatives and practices in their
annual or standalone reports. Therefore, CSR information aids in the decision making process by
investors and other stakeholders to evaluate, for example, business risks of investing in
companies, reduction in information asymmetry and cost of capital (Botosan, 1997; Berradino,
2001). In addition, CSR disclosure contributes to enhancing the legitimacy of a company by
exercising pressure on management to provide information on the social, environmental and
economic activities of the company to conform to societal expectations (Dowling and Pfeffer,
1975). Nevertheless, Nejati and Azlan (2009) indicate that CSR reporting in Malaysia seems to
be in its infancy stage though the government had introduced policy initiatives such as the CSR
framework in the Silver Book, back in 2006.
1.7 The Silver Book
The Malaysian government initiated the "The Silver Book," published by the Putrajaya
Committee for Government Linked Companies (GLC) Transformation in September 2006. The
book contains CSR guidelines for Government Linked Companies (GLCs). Khazanah Nasional
Berhad, the investment arm of the Malaysian government, has the responsibility for monitoring
the GLCs but no information is provided on sanctions to be imposed if the guidelines are not
followed, although a cabinet committee on environmental issues was formed by the government
when the Book was initiated/launched. Thus public accountability by GLCs and governmentcontrolled companies are seen by their level of compliance with governmental policies and
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regulations regarding social and environmental issues (Mahenthiran et al., 2015; Abd Rahman et
al., 2011).
1. 8 Financial Reporting of Social and Environmental Practices
So far, the Malaysian Accounting Standards Board (MASB) has no specific accounting
standards to issue to mandate disclose of social and environmental information. Neither has the
Companies Act 1965. The Financial Reporting Standard 1 (FRS) makes reference to
environmental disclosures and value-added statements of Malaysian listed companies. The
disclosure is voluntary if management believes it will assist users in making better decisions. The
fidiciuary duties and responsibilities of directors of Malaysian companies under Section 169,
subsection 7 of the Companies Act 1965 requires them to include information on any item,
transaction or event of a material and unusual nature that may have arisen during the course of
the financial year. The limitations of financial reporting concerning the concepts of measurement
and recognition prevent environmental information from been disclosed in annual reports of
companies. In addition, the phrase “material and unusual nature” is vague and can be widely
interpreted by directors ( Elijido-Ten, 2004).
1.9 Corporate Governance Reforms in Malaysia
The Asian financial crisis in 1997/1998 highlighted the weakness in corporate governance
(CG), including excessive leveraging of companies and low levels of transparency, disclosure,
and accountability (Kim, 1998). Consequently, in 1999, the Finance Committee on Corporate
Governance (FCCG) recommended legislative and regulatory reforms by way of the
establishment of the Malaysian Code on Corporate Governance (MCCG) and the Minority
Shareholders Watchdog Group (WSWG). MCCG incorporated standards of best practices as set
out by the Organization of Economic Cooperation and Development, the Cadbury Report (1992),
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the second King Report on Corporate Governance in 2002 (Institute of Directors of South Africa,
2002, pp. 6, 17) and Hampel Report (1998). In 2001, the MCCG became an integral part of the
(revamped) KLSE (now Bursa Malaysia) Listing Rules, requiring all firms to disclose the level
of compliance with the MCCG. Aimed at promoting self-regulation within firms, the MCCG has
two primary objectives. The first objective is to encourage corporate disclosure by providing
investors with timely and relevant information upon which sound investment decisions can be
made. The second objective is to serve as a guide for the board of directors by clarifying their
responsibilities and providing prescriptions for corporate governance (MCCG 2000).
At this point, a little background information available on these two independent
institutions, namely the Malaysian Institute of Corporate Governance (MICG) and the Minority
Shareholders Watchdog Group (MSWG) and their role in supporting corporate governance. The
MICG was established by the Malaysian government in order to enhance awareness and practice
of good corporate governance. It was established in March 1998 by the High Level Finance
Committee of Corporate Governance. The MSWG was established in 2000 with the purpose of
enhancing shareholder activism and protecting minority interests. MSWG is actively involved in
monitoring companies regarding their CG practices and provides advice to both individual and
institutional minority shareholders on voting at companies’ general meetings.
The MSWG is a non-profit making public company limited by guarantee under the
Company Act 1965. The MSWG’s responsibility is to act on behalf of the minority shareholders
in monitoring directors, proxy votes, and shareholders’ activism. Hendrikse and Hendrikse
(2004) have defined shareholder activism as the ability to influence, by virtue of share
ownership, a firm’s strategy, and corporate governance mechanisms to increase shareholders’
wealth. In the background of Malaysia’s political environment, Khazanah Nasional and MSWG
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members as institutional shareholders who are the custodians of the savings of the public. They
owe a fiduciary duty as agents and are accountable to their shareholders and other stakeholders
by monitoring the board of directors (Hawley and Williams, 1997).
Employees Provident Fund (EPF), Armed Forces Fund (LTAT); an investment fund
(PNB); a pilgrim fund (LTH); and an insurance company (National Social Security Organization
of Malaysia (SOCSO) are the founder members of the MSWG that plays an important role in
promoting good corporate governance. These developments were expected to boost investors’
confidence, thus leading the way for a more efficient capital market. Indirectly, it is also
expected that these efforts will improve Malaysia’s economic growth through foreign direct
investment encouraged in the 9th and 10th Malaysia Plans. The CG regulatory framework in
Malaysia had various legislative reforms undertaken in 2007 and 2011. To be current with
developments in the domestic and international capital markets, the MCCG 2000 was revised in
2007 to further strengthen corporate governance practices within Malaysian firms. The
amendments made to MCCG 2000 mainly related to the board of directors and their
subcommittees, such as the audit committee function and the establishment of the Audit
Oversight Board to provide independent oversight over external auditors of firms.
The New Economic Model (NEM) and the Economic Transformation Programme (ETP)
policies put forward by the Malaysian government was to increase productivity, innovation and
creativity that aimed to promote economic growth, competitiveness and attract investors. In order
to achieve this, the Capital Market Masterplan 2, launched in April 2011, was initiated in an
attempt to transform Malaysia into a high-income nation by 2020. The Securities Commission
Malaysia’s five-year Corporate Governance Blueprint was launched on 8 July 2011 titled,
“Corporate Governance Blueprint 2011: Towards Excellence in Corporate Governance” and the
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“Capital Market Master Plan 2” with the view of attracting investments. The MCCG 2012 was
the outcome of the Blueprint. The MCCG 2012 main focus was clarifying the role of the board in
providing leadership, enhancing board effectiveness through strengthening its composition and
reinforcing independence. It also stresses the principles of good disclosure. MCCG 2012
advocates the adoption of standards that go beyond the minimum prescribed by regulation.
MCCG 2012 supersedes the MCCG 2007. Hence, firms with an effective corporate governance
mechanism improve investor protection rights by increasing their level of disclosure, maintaining
effective independent boards, imposing disciplinary mechanisms to prevent management, and
controlling shareholders from engaging in the expropriation of minority shareholders, etc.
(Klapper and Love, 2004).
1.10 Motivation for the study
Malaysia provides a good setting to study CSR disclosures as the government plays a
significant role in promoting CSR initiatives and policies. Unlike in the United States of America
and Australia, Malaysia does not have any mandated financial reporting standards on carbon
emissions or social and environmental reporting. Bursa Malaysia’s CSR Framework 2006
provides guidelines on CSR reporting as the regulator views disclosures as not being ‘one-sizefits-all.’ At the same time, in 2006, the United Nations Environment Programme Finance Initiative
and United Nations Global Compact, investment industry, and intergovernmental and
governmental organisations jointly created the United Nations Principles for Responsible
Investment (PRI). The objective of the PRI investments was to encourage investors and
stakeholders to integrate environmental, social, and governance (ESG) factors into their decision
making. According to Atan et al., (2018), for investors and stakeholders, environmental concerns
included protection of the natural environment, climate change, and environmental impacts
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(externalities) of a business’s operations on society. The government’s Vision 2020 national
agenda has resulted in the rapid economic development of Malaysia from an agricultural based
economy to a knowledge and innovation based economy (Angeline, 2001; Azman, Sirat, and
Ahmad, 2014). In addition, Malaysia, a non-Annex I country, strongly supports the Kyoto
protocol in reducing greenhouse gases (Lau, Tan, Lee, and Mohamed, 2009).
Bursa Malaysia (the Malaysian Stock Exchange) at the national level, remains a key
proponent of sustainability reporting for corporate Malaysia. Following the development of the
CSR framework in 2006, Bursa Malaysia mandated that from 2007 onwards, Malaysian PLCs
report their CSR activities in their published annual reports. To encourage CSR reporting, Bursa
Malaysia launched the Business Sustainability Programme portal and Guide for Directors in
2010. According to Said, Hj Zainuddin, and Haron (2009), CSR disclosure is rather low in
Malaysia due to the lack of motivation by top management to encourage CSR activities within
their company. Other studies that were consistent with their findings were Mohamed Zain and
Janggu (2006) and Ho and Taylor (2013). These findings were further reinforced by the MSWG
annual publication, the ASEAN Corporate Governance Report 2015 scorecard report that
benchmarks corporate governance best practices in Malaysia. The report revealed that while
firms disclosed their financial risks adequately enough, this disclosure did not extend to key
non–financial risks such as strategic, environmental, health and safety and compliance. Michelon
and Parbonetti (2012), applying the stakeholder theory, claim that effective corporate governance
enhances the relationship between the firm and its stakeholders. The authors consider effective
corporate governance and sustainability practices as complementary mechanisms for better
stakeholder management.
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Chief executive officers’ (CEO) role is viewed as providing substantive and symbolic
leadership within an organisation (Hooy and Ali, 2017; Thomas and Simerly, 1994). This role
includes gathering and dissemination information, decision making, and resource allocation.
Drawing from Hooy and Ali (2017) and Thomas and Simerly (1994) studies, it seems that the
cognitive values or personal traits of CEOs (herewith known as upper echelons) influence CSR
policies and resource allocation decisions towards various CSR activities (Agle et al., 1999;
Finkelstein et al., 2009). Upadhyay and Zeng (2014) examine the association between gender
and ethnic diversity of directors on corporate opacity. Their results indicate that there is a
negative association between ethnicity and gender diversity with corporate opacity. Manner
(2010) study shows that a CEO’s formal education forms a basis for the formulation and
development of personal and cognitive biases value systems. According to Manner (2010), CEOs
holding bachelor’s degree in humanities, having a broader career experience show an increase in
their corporate social performance in the United States. Also, the author finds female CEOs
positively influence social performance due to their concerns with ethical behaviour towards
society. Therefore, the empirical results indicate the CEO’s observable characteristics seem to
reflect upon their strategic approach towards the implementation of CSR initiatives and policies
(Hambrick, 2007). Studies on the determinants of CSR disclosure in Malaysia mainly examined
CEO demographics of gender, ethnicity, and religion (see Haniffa and Cooke, 2005; Mohd
Ghazali, 2007; Amran and Devi, 2008; Said et al., 2009; Abdullah et al., 2011; Esa and Ghazali,
2012; Haji, 2013; Ekhmar et al., 2013; Anas et al., 2015; Sadou et al., 2017; Hooy and Ali,
2017). Waldman and Siegel (2008) and Orlitzky, Siegel, and Waldman (2011) highlight that
limited research has been carried out to explore the relationship between leadership, CSR
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initiatives, and disclosure. The relationship between CSR performance and firm value is
contingent upon institutional, cultural, and social norms (Williams and Aguilera, 2008).
Malaysia, a developing country, does not face the same problems as the United States of
America, the United Kingdom, and Australia, which as developed countries are facing
tremendous pressure from investors and other stakeholders to disclose CSR information (Ali,
Frynas, and Mahmood, 2017; Ghazali, 2007). Nevertheless, Malaysia initiated the New
Economic Model (NEM) in 2010 to achieve Vision 2020. Four out of the nine strategies in the
NEM are related to CSR. Then, in 2012, a revised code on corporate governance was introduced,
increasing awareness of accountability and sustainability. Furthermore, the government
supported these initiatives with the introduction of the Prime Minister’s Award in 2007. The
adoption of these national CSR initiatives and policies require the allocation of scarce resources
by top management. Investment in CSR initiatives may be perceived from two perspectives, one
being positive in that companies engaging in CSR activities and practices increase their
shareholder value. The other negative view may perceive CSR as being a costly diversion of
scarce resources by a firm (Goss and Roberts, 2011; Friedman, 1970). However, the news media
has been well utilized to promote public awareness of corporate social responsibility, which in
turn encourages timely implementation of the national CSR initiatives and policies addressed in
the Malaysia Plans, Silver Book and CSR Framework 2006.
Goss and Roberts (2011) reviewed prior research papers by Orlitzky et al., (2003) and
Margolis and Walsh (2003) and their study indicates that none of the papers reviewed had
examined the link between CSR and corporate debt. CSR investments in Malaysia are mainly
financed in the form of soft debt financing due to the government and state owned banks’
involvement in promoting CSR as a national agenda. The Tenth Malaysian Plan (2011-2015)
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introduced the idea of AFFIRM (Framework for Awareness, Faculty, Finance, Infrastructure,
Research, and Marketing) to develop an ecosystem that achieved environmental sustainability
(Zahid and Ghazali, 2015). As a consequence of this Framework, the 2002 National Policy on
the Environment, the 2009 National Green Technology Policy, and the 2009 National Climate
Change Policy would be consolidated under the Tenth Malaysia Plan. The private sector will
take advantage of the financing schemes offered by the government to spur the nation’s
economic growth and achieve Vision 2020. Therefore, as the firm’s debt increases, so does the
demand from creditors and other stakeholders for more information. Banks provide soft
financing for companies with better CSR performance (Goss and Roberts, 2011). Purushothaman
et al., (2000) study indicated that there was a positive association between leverage (a proxy for
creditors’ power) and CSR disclosure. The authors also highlight that political economy theory
partially explained CSR practices in Singapore. Prigge (1998), Ramly (2013) and Shleifer and
Vishny (1997) note that relationship between or association between creditor-corporate
governance on the cost of debt in the Malaysian capital market has been under researched.
Ramly (2013) study documents that more disclosures mitigate information asymmetry and
reduce the cost of debt.
Companies respond to social and institutional pressures by adopting CSR practices that are
seen to be giving organizational legitimacy (DiMaggio and Powell, 1983). The adoption of the
stakeholder theory is justified on the basis that in Malaysia, the government has initiated ongoing
developments towards sustainable development through the Malaysia Plans and CSR Framework
2006. The implementation of these national policies under the Malaysia Plans and CSR
Framework 2006 consider the interest of stakeholders. Therefore, society is seeing as a wider
organisational reporting to include non-financial information focusing on the needs of

19

stakeholders, which is reinforced by the MCCG 2012. Both corporate governance and corporate
social responsibility practices are necessary to achieve sustainable development (Jamali,
Safieddine, and Rabbath, 2007). Initiatives such as national reporting awards like the Prime
Minister’s CSR Awards and ACCA CSR awards have been introduced jointly with Bursa
Malaysia to encourage better financial reporting by companies
Though Malaysia’s legal systems and capital markets are reasonably developed
(Mohamad, Hassan, and Ariff, 2007), its information on environmental initiatives is still weak.
Nazli and Sulaiman (2004) note that the lack of incentives for reporting good quality
environmental disclosures was the absence of mandatory environmental reporting accounting
standards in Malaysia (Ball, Ashok, and Wu, 2003; Burgstahler, Hail and Leuz, 2006).
Furthermore, Malaysia’s CSR reporting is still in its infant stage (Anuforo et al., 2018; Teck Hui,
2018; Nejati and Amran, 2009).
1. 11 Problem Statement
Drawing from Hooy and Ali (2017) and Thomas and Simerly (1994) studies, the link
between upper echelon demographics and CSR disclosure remains an under-researched area of
study in Malaysia. Evangeline (2007) and Roberts (1992) studies show creditors have the power
to control access to financial resources that are essential for the continued business operations of
a firm for its survival. Therefore, the more reliant a firm is on debt funding when adopting the
initiatives in the Malaysia Plans, greater the expectation of CEOs to respond to creditor
expectations concerning a firm’s economic activities on social welfare and the natural
environment. Both the Malaysian Code of Corporate Governance 2001 and 2012 encourage
stakeholder engagement. Michelon and Parbonetti (2012) argue that effective corporate
governance furthers firm–stakeholder relationships by promoting sustainability practices within a
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firm. Keeping in view the adoption of CSR initiatives by companies are discretionary under the
Ninth and Tenth Malaysia Plans by companies, this study investigates how the CEO
demographics, internal corporate governance mechanisms (board independence, board meetings,
board size, audit committee), ownership structure (governmental, institutional shareholdings,
non-governmental shareholdings, and political connections) influence CSR disclosure. The
Malaysian government’s initiatives to promote CSR practices and activities through the
introduction of CSR awards, such as the Prime Minister’s CSR award seems to create the
perception that when a firm wins an award for its good CSR practices, the legitimacy gap
between the firm and the society reduces. In addition, the news media, jointly with the
government, further promotes CSR awareness. The Star newspaper and the business newspaper,
The Edge, announce CSR winners in the news media. Drawing on the decision-usefulness of
CSR information, this study examines the value relevance of the moderating effect of media
exposure and announcement of CSR award winners on the level of CSR disclosure and its
subsequent effect on the firm’s performance, measured as the cost of debt. CEOs with MBA
degrees show an increase in stakeholder engagement and innovation, which further enhances
their cognitive capacity to respond to business challenges. Furthermore, this higher education
provides the cognitive basis to enable CEOs to better equip themselves in CSR strategies to
mitigate business risks. Hence, the indirect effect (mediation) of obtaining a MBA qualification
and CSR disclosure on firm performance, measured as the cost of debt, will also be investigated.
Therefore, this study will explore the research problem in three stages, first, how the explanatory
variables of CEOs’ demographics, corporate governance, and ownership structure directly
influence the extent of CSR disclosure. Second, to investigate the moderating effect of media
news exposure and CSR awards to understand whether they contribute towards heterogeneity in
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CSR disclosures and organisational legitimacy, and therefore, subsequently influencing the firm
performance. In the context of Malaysia as an emerging economy, studying the mediating effect
(indirect) of the cost of debt financing on the relationship between CEOs with MBA degrees and
corporate social responsibility disclosure will be interesting as Malaysia promotes herself as a
regional educational hub in South East Asia. Based on the statistics from the Ministry of Higher
Education, the total enrolment of postgraduate students in Malaysia inclusive of the MBA and
PhD courses was 17.40 percent in 2018. These statistics are extracted from the public higher
education institutes in Malaysia (Malaysian Education Statistics). The Tenth Malaysia Plan and
the New Economic Model encourage the development of a knowledge based economy.
Therefore, the third part of the study examines whether having a MBA degree influences the
extent of CSR disclosures, which has an impact on the cost of debt.
1. 12 Research Objectives
As discussed previously in Sections 1.11 and other sections above in the background to
CSR in Malaysia, the regulatory framework in Malaysia and the national development goals, the
objectives of the study is to investigate in three stages as follows:
(1)

To explore the extent of the CEOs’ (upper echelon) demographics; creditors’ power;
corporate governance mechanisms; and ownership structure on CSR disclosures in
Malaysia.

(2)

To examine if there is any moderating effect between media attention (media exposure
and CSR awards) and CSR disclosure on the cost of debt financing.

(3)

To investigate whether upper echelons holding MBA degrees mediate the relationship
between CSR disclosure and cost of debt financing.

1.13 Research Questions
In order to achieve the research objectives of this study, the following research
questions are formulated:
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1.

Does upper echelon having a science degree influence CSR disclosure?

2.

Does upper echelon having an MBA degree influence CSR disclosure?

3.

Does upper echelon’s tenure influence CSR disclosure?

4.

Do creditors’ power (stakeholders) influence CSR disclosure?

5. Do upper echelons’ holding MBA degrees moderate the relationship between creditors’
power and CSR disclosure?
6. Does board governance influence CSR disclosure?
7. Does ownership structure influence CSR disclosure?
8. Do media attention and CSR awards moderate the association between CSR disclosures
and cost of debt?
9. Does CSR disclosure mediate the relationship between upper echelons having a MBA
degree and cost of debt?
1.14 Overview of Research Methods
1.14.1 Pilot study
A list of thirty companies was obtained from Bursa Malaysia, and a pilot study was
conducted on them in the year 2009. The objective of the pilot study was two-fold: first, to
establish whether there were problems in obtaining data; and second, to examine the direct
relationship between corporate governance variables and upper echelon demographics to the cost
of debt. The findings of the pilot study suggested that the upper echelon’s educational
background had a significant impact on CSR disclosure. Additionally, the moderating effect of
media exposure had a significant influence on the cost of debt. In terms of corporate governance
variables, board meetings and institutional ownership played a limited role in the governance
process.
1.14.2 Main thesis
Secondary data was collected from company annual reports to aid in the self-construction
of the CSR disclosure index, following Botosan’s (1997) scoring methodology. The CSR Index
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was constructed using the StarBliz–ICR Malaysia Corporate Responsibility Awards criteria.
Further data were obtained from electronic sources, using OSIRIS, Factiva and Lexis Nexis and
the local Financial Daily newspapers such as “The Edge.” The sample for this study was drawn
from the Billion Ringgit Club (BRC) for the years from 2009 to 2015. The approach used in the
research was based on three stages of analysis; in the first stage, the corporate social
responsibility (CSR) disclosure is the outcome variable; the second stage is based on the
moderating effect of media attention (includes both media exposure and CSR awards) and CSR
disclosure on the cost of debt financing. The third stage entails studying the mediation effect of
CSR disclosure and upper echelon with MBA degree on the cost of debt.
The finding in the first stage shows that upper echelons holding MBA degrees and long
tenure increase CSR disclosure. Concerning corporate governance variables, the board size, and
audit committee independence are significant in contributing to CSR disclosure. In consideration
of ownership structure, government institutional shareholdings and political connections are
significant in influencing CSR disclosure. In the second stage, the moderating effect of media
exposure and CSR awards (known collectively as media attention) show CSR disclosure
increases due to the media attention of these firms. In the final stage, the findings show that there
is no mediation effect of CSR disclosure on upper echelons with MBA degrees and the cost of
debt. In both stages one and two, creditors’ power play a significant role in influencing CSR
disclosure via stakeholder engagement in Malaysia.
1.15. The Significance of the study
This study attempts to make several important contributions to the CSR disclosure literature.
First, studies in Malaysia have neither considered the influence of CEOs on governance nor their
intrinsic values on CSR reporting. Corporate scandals such as Enron, WorldCom, and the global
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financial crisis, saw the introduction of Responsible Management Education by top business
schools by introducing business ethics and CSR courses into the MBA curricula (Burchell,
Kennedy, and Murray, 2015). The Responsible Management Education was initiated by the United

Nations Global Compact in 2007 to transform management education from one of profit
maximization (self-interest) to one of being socially responsible by incorporating principles of
social responsibility and sustainability into the business education curricula. The Masters’
qualifications offered as a postgraduate business degree in Malaysia tend to benchmark their
curricula against the top 100 ranking global business schools in the world (Srinivasan,2011),
resulting in business ethics and CSR courses been incorporated into the MBA curriculum as well
in Malaysia. The current study shows upper echelons with MBA degrees positively influence
CSR disclosure brought about by their MBA curriculum exposure (Burchell et al., 2015) which
focuses on their wider social obligations to society (Swanson, 2008). Therefore, the CEOs’ with
MBAs play a critical role in explaining the cross-sectional differences in CSR disclosures of
Malaysian companies. The study further contributes to the research by Mohamed Adnan, Hay,
and van Staden (2018) and Haniffa and Cooke (2005) that cultural attributes explain the
difference in CSR disclosure practices between developed and developing countries.
CEOs with MBA degrees add value to their firms by building their company’s reputation
and brand name by behaving in a socially responsible manner as well as considering
stakeholders’ expectations rather than focus on share prices and shareholders’ interest (Attig and
Cleary, 2015; Navarro, 2008). Hence, CEOs with MBA degrees disclose CSR information as a
strategic choice to enhance their firm’s reputation and organisational legitimacy (Lewis et al.,
2014). Drawing on the study by Navarro (2008), CEOs with a MBA educational qualifications
tend to favour stakeholders’ perspective of the firm whereby socially responsible behaviour
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improves firms’ relationships with their key stakeholder groups (e.g., creditors, consumers,
employees, suppliers, and regulators) resulting in improving the firms’ financial as well as nonfinancial performance (Attig and Cleary, 2015; Waddock and Graves, 1997). Stakeholder theory
suggests that managerial values and belief systems aid in shaping the way managers attend to
various stakeholders’ needs (Huang, 2013) while the upper echelon theory explains how a
manager’s values, experiences, and perceptions influence their decision-making process
(Hambrick and Mason, 1984). Therefore, the interaction between upper echelon and
stakeholder’s theories are examined to gain a better understanding of how the demographic
characteristics of a CEO enhance stakeholder engagement and transparency in CSR disclosures
and financial reporting that will be of interest to universities who design specialised curriculums
to introduce CSR education into their programmes. Furthermore, headhunters for senior
management positions should be made aware that upper echelons with MBA degrees can
contribute to firm performance by initiating CSR practices.
Second, the study provides empirical evidence from the first stage of analysis of the role
of Minority Shareholders Watchdog Group as institutional shareholders in monitoring CSR
activities and the audit committee in regards to the quality of financial reporting of non-financial
information. Neither of these corporate governance mechanisms has been studied in any depth in
relation to non-financial information in Malaysia (Haji, 2015). The moderating effects of upper
echelons with MBA degrees and creditors’ power on CSR disclosure show that the audit
committee has a positive and significant influence. The study contributes to the findings of
Michelon and Parbonetti (2012) that upper echelons with MBA degrees enhance stakeholder
engagement. As a result, creditors as stakeholders will obtain assurance on the quality of CSR
disclosures for their decision-making. In Malaysia, there are no mandatory environmental
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accounting standards nor is there any audit requirements of CSR disclosure by law, unlike in
Australia. As such, this study may be of interest to management, regulators, and policy makers.
Third, creditor monitoring is an under-researched area (Ramly, 2013). Mohamed Adnan
et al. (2018) examine the influence of national culture (using Hofstede’s model) and corporate
governance on CSR reporting. Their study highlights that CSR is more dominant in countries
where society is individualistic and displays low power distance. They further suggest that the
CSR committee, as a governing mechanism, improves CSR reporting. This implies that countries
with high power distance are less likely to disclose quality CSR information, but this could be
mitigated by having a CSR committee. The current study examines the moderating effect
between upper echelons with MBA degrees and creditor’s power on CSR disclosure. The results
indicate that the moderating effect of upper echelons with MBA degrees and creditors’ power
have a positive and significant association with CSR disclosure. Malaysia is a high power distant
country. This seems to imply, from a developing country perspective, that CEOs with MBA
degrees are willing to engage with creditors to monitor a company’s CSR activities and respond
to their needs for more disclosure. This study complements Mohamed Adnan et al., (2018) in
that creditors are seen as acting in a governance capacity to companies with no CSR committees
to improve their CSR practices. The launch of the Equator Principles in 2003 suggests that
financial institutions in Malaysia see themselves as self–environmentalist. These institutions use
CSR information, especially environmental information, in their lending or investing decisions
(Yusoff, Lehman and Mohd Nasir, 2006). Hence, the results indicate Malaysian financial
institutions comply with the Equator Principles to assess and manage their environmental and
social risk in projects in which they have an interest through either funding and/or investment.
Therefore, these disclosures have value relevance for decision-making by creditors and
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stakeholders. The MCCG 2012 was reviewed and superseded by MCCG 2016 which introduced
mandatory Integrated Financial Reporting, issued by the International Accounting Standards
Board, as part of the listing requirements of Bursa Malaysia. These findings will be of interest to
the accounting profession and the capital market.
Fourth, the findings from this study show that political connections increase the
propensity to engage and disclose CSR information in Malaysia. The existence of politically
connected firms in the Malaysian capital market tends to attract stakeholders as these companies
are more publicly exposed. Therefore, more disclosures will be forthcoming from these
companies to obtain political legitimacy. This study further contributes to the findings of Chong
et al., (2018) that in Malaysia politically connected firms assume more risk by adopting the
government’s CSR initiatives set out in the 9th and 10th Malaysia Plans. This higher risk is
mitigated by board size, audit committee independence, and creditors’ power.
In summary, this research contributes to the CSR literature from an emerging country
perspective in two ways: First, the study attempts to bridge the gap in upper echelon literature by
examining the influence of education and tenure on CSR disclosure. Second, the effect of audit
committee independence on the quality of CSR reporting is also examined. Third, the study
specifically investigates within an emerging economy setting, how creditors as stakeholders and
political connections influence the level of CSR disclosure.
1.16 Scope and delimitations of the study
The findings of this research may contribute to the body of knowledge on upper echelon
demographics, corporate governance, ownership structure, creditors’ power, and CSR disclosure
with its effect on the cost of debt. However, it is important to acknowledge that there are some
limitations to this study and may represent opportunities for future research.
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First, in this study, upper echelon demographic variables of educational level and tenure
were examined. Future research could extend the study by examining age, experience, CEO
compensation, gender diversity, and incentives. Second, the study only considered seven
corporate governance variables. Future studies may want to consider board diversity and other
characteristics of the audit committee, such as size and meetings frequency. Third, the study
focused on the Malaysian environment based on the sample of BRC companies, which could
mean that the results may not be generalised to all Malaysian PLCs. The sample could be
extended by including non-BRC companies from Bursa Malaysia. Third, drawing on the
comments by Ullmann (1985), Malaysia does not have an index or rating to measure CSR
performance objectively, unlike in the United States which has the KLD ESG ratings. Hence, the
self-construction of the CSR index may have its own limitations. Fourth, the current study relies
on disclosures made through the annual reports of PLCs and only focused on social and
environmental dimensions.
1.17. Structure of the thesis
The structure of this thesis is as follows:
Chapter 1 presents the background and rationale for the study, the problem definition and
statement, the research gap, research questions, theoretical basis of the study, the contribution of
the study, the background relating to CSR in Malaysia, a brief summary of the methodology used
in the study and the limitations of the study.
Chapter 2 reviews the status of CSR reporting and the development of the hypothesis. It also
examines the existing studies on measurement, management, and reporting of CSR. Given the
existence of conflicting empirical findings regarding CSR, the Chapter also considers the
concept and theories of disclosure practices. Based on the prior literature, as well as on the
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theories on disclosure (Agency Theory, Upper Echelon Theory, Institutional theory, Agenda
Setting Theory and Legitimacy Theory), six (6) hypotheses are developed relating to upper
echelon demographics, corporate governance, ownership structure and media exposure, CSR
awards and cost of debt.
Chapter 3 describes the research methodology used in the thesis. Included in this chapter are the
research design, sampling techniques, description of research instruments, and methods of data
analysis.
Chapter 4 presents the research findings, discussion of results as it relates to the research
questions and hypothesis.
Chapter 5 provides the conclusion of the findings, implications of the findings to practice,
recommendations, limitations of the study, and suggestions for further research.

1.18 Summary
This thesis examines in the first stage, the direct effects of institutional drivers such as
corporate governance mechanisms and ownership structure on CSR disclosure. The upper echelon
theory, proxy for culture, sees through the lens of bounded rationality, individual CEOs’
characteristics reflecting their personal and cognitive values in their decision-making process and
extent of CSR disclosure. In the second stage, the moderating effect of media attention (media
exposure and CSR awards) on the cost of debt is examined. In the third stage, the indirect effect
(mediation) of CSR disclosure and upper echelons with MBA degrees on the cost of debt is also
examined. The study uses institutional, stakeholder, agency, and upper echelon theories to
interpret variations in CSR disclosures in Malaysia.
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CHAPTER 2
LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
2.1 Introduction
The previous chapter provides the rationale and background information; identifies the
research problem, and specifies the research questions. The objective of this chapter is to review
the theories of CSR disclosure and to provide a host of prior studies in order to develop a
theoretical model of CSR disclosure and research hypothesis that will address the gaps in
existing research on CSR disclosure and answer the research questions. This study aims at
examining; first, the factors directly influencing CSR disclosure; second the moderating effect of
CSR disclosure on the association between media exposure and CSR awards and cost of debt
financing and third, the mediating effect of upper echelons with MBA degree on the relationship
between CSR disclosure and cost of debt financing.
The chapter is organized as follows: Section 2.2 reviews CSR disclosure; Section 2.3
defines strategic CSR; Section 2.4 discusses the theories on CSR disclosure and corporate
governance. Section 2.5 presents prior literature on CSR disclosure, upper echelon
demographics, corporate governance, media exposure, and corporate reputation (proxy CSR
awards) and then moves to focus on the Malaysian reality. Several hypotheses are presented at
this stage. Section 2.6 discusses the rationale for investigating the moderating effects of CSR
disclosure, media attention, and the cost of debt. Section 2.7 discusses the mediation effects of
CSR disclosure on upper echelon with MBA degree and cost of debt financing. Section 2.8
highlights the gaps in the literature. Section 2.9 restates all hypotheses set forth in the chapter,
and finally, Section 2.10 concludes with a summary of the chapter.

31

2.2 Corporate Social Responsibility Disclosure
Countries such as the Netherlands and the United States have imposed mandatory CSR
disclosure practices. For example, in the Netherlands, the Environmental Reporting Decree
(1999) makes it mandatory for each public listed company (PLC) to report on the adverse effect
of its operations and the steps taken to reduce the impact on the environment. Similarly, in the
United States, the Toxic Release Inventory program imposed by the Securities and Exchange
Commission and the Financial Accounting Standards Board makes environmental reporting
mandatory (Environmental Protection Agency, 1994). In Australia, the Corporations Act 2001
requires details of the company’s environmental performance and compliance with
environmental legislation to be included as part of the Directors’ Report. However, unlike the
Netherlands and Australia, which have mandatory sustainability reporting, there are no formal
regulations demanding disclosures of social and environmental reporting in Malaysia. There is
merely a code of best practices introduced by Bursa Malaysia as the CSR Framework 2006.
Disclosures help to communicate to investors and stakeholders, such as creditors and
customers, information regarding a firm’s economic activities and its impact on the environment
and society. When a firm communicates information such as its CSR initiatives or policies in
relation to protecting or preserving the environment, improving waste management, compliance
with environmental regulations, product safety and employee welfare, it demonstrates to
stakeholders, how accountable it is towards society’s welfare (Amran, Lee, and Devi., 2014).
These disclosures are seen as value relevant for rational investment decisions by investors, credit
ratings by analysts and other stakeholders such as creditors and customers (Kothari, Li, and
Short, 2009; Dhaliwal et al., 2012).
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2.2.1 Evolutionary definition of corporate social responsibility
CSR is perceived as an obscure concept (Lee, 1987), and this has led to problems in
definitions of what is meant as CSR. The relationship between business and society was first
based on the capitalist ideology advocated by Smith (1937) that the free market economy is selfregulating by means of the ‘‘invisible hand’’. The free market economy assumes that an
individual is motivated by self-interest and wealth maximatization. A strong advocate of Smith’s
argument was Milton Friedman (1970), who stressed that the social responsibility of a business
is to increase its profits (Friedman, 1970). These arguments were put forth based on the
presumption that companies do not owe any social responsibility to society for three reasons,
namely: one, only human beings can have a moral responsibility for their actions and not
companies; two, manager’s obligations are to act solely in the interests of their shareholders; and
three, social issues are the responsibility of the state, not the corporation (Friedman, 1970).
While it may be true that investors’ sole concern is that of maximization of shareholders’
wealth, with the advent of globalization and international trade, stakeholders have pressurized
firms to adopt sustainable CSR practices that focus on firms’ responsibility towards society
instead. Therefore, there is a paradigm shift in the reporting of information from financial to
non–financial such as CSR disclosures, which represent an intangible resource to a company
(Boedker, 2005; Mouritsen et al., 2004). Firms commonly report their CSR activities in their
annual reports or standalone sustainability reports. Increasingly though, the traditional role of a
company’s responsibility only to its shareholders has been brought into conflict with the
responsibility to protect society and the natural environment. Thus, there is an onus on
companies to take ownership of any environmental crisis caused by their business operations
(Cortez and Penacerrada, 2010).
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CSR is an embryonic term that has evolved over time in consideration of factors such as
globalization and outsourcing. For example, McWilliams and Siegel (2001) defined CSR as
actions that further some social good, beyond the interests of the firm and that which is required
by law. It has been argued that firms voluntarily undertake actions under the banner of CSR to be
rewarded in the marketplace by increasing customer demand for their products. Others may do
so for altruistic reasons to avoid external pressure from interest groups and activists that may
affect market performance (Baron, 2001; Swanson, 1995). Thus, the definitions seem to indicate
that CSR can be strategic (i.e., provide private benefits to the firm), altruistic, or coerced
(Husted and Salazar, 2006).
Carroll (1979), in his book on three-dimensional conceptual models, identified four
categories

or

responsibility

of

business,

namely

economic,

legal,

ethical,

and

discretionary/philanthropic. Economic responsibility can be seen as a firm’s responsibility
towards its shareholders to generate profits whilst legal responsibility is one of compliance with
laws and regulations. Ethical responsibilities are those activities undertaken by an organization
from the perspective of religion, societal values, or human rights. The discretionary
responsibilities are based on the notion of giving back to society, in terms of philanthropic
contributions to the needy in society. Economic and legal responsibilities are mandatory social
responsibilities are societal expectations, whilst philanthropy is socially desired (Windsor,
2001). Carroll’s (1979) model was criticized as being taxonomic in nature.
In response to a more practical stakeholder framework, Wood (1991) conceptualized a
framework on CSR, based on the principles that motivated responsible corporate behaviour
(institutional, organizational and individual), the processes of responsiveness (environmental
assessment, stakeholder management) and the outcome of the performance (social impact,
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social programmes and policies) instead of just responsibility-based CSR. This theory suggests
that implicit claims such as product quality are less costly than explicit claims such as wage
contracts or investor demands (McGuire et al., 1988). Firms may decide to invest in social
investments for survival or growth (coerced egoist) or for additional benefits such as good
reputation (strategic) (Husted and Salazar, 2006). According to Visser (2008), institutional and
cultural factors impact CSR priorities and initiatives in emerging economies. Furthermore,
Visser (2006) notes that models such as Carroll’s (1991) CSR pyramid may not be relevant for
emerging economies as economic aspects (profitability) are given priority over legal, ethical
and discretionary aspects of CSR.
CSR initiatives help mitigate risk ( Kytle et al., 2005). This includes social risk, which is
defined by her as when a stakeholder takes up social issues and applies pressure for changes by
the firm. These issues may be highlighted by the media, creating social risk such as the threat to
a firm’s corporate reputation. One example cited was the case of Nike and the existence of
sweatshops in Indonesia. In Bangladesh, the garment industry was portrayed as implementing
bad working conditions which put brand names such as Marks and Spenser and Tesco in the
public eye. Other risk factors include financial and environmental risks (Kothari et al., 2009).
The Malaysian CSR Framework 2006 emphasis on marketplace pillar relates to corporate
governance (CG), representing accountability and the management of risk.
2.2.2 Operational definitions of CSR and corporate governance in this study
Most scholarly definitions of CSR describe the term as constituting actions whereby
companies integrate societal concerns into their business policies and operations. These societal
concerns include environmental, economic, and social practices. Gamerschlag, Möller, and
Verbeeten (2011) define CSR as a company’s voluntary contribution to sustainable development
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which goes beyond legal requirements. Larcker, Richardson, and Tuna (2007) define CG as the
set of mechanisms that influence the decisions made by managers when there is a separation of
ownership and control. CG encompasses a broader view of responsibility and accountability to
both its shareholders and stakeholders. Thus, the concept of CSR and CG are interlinked by the
latent variable “accountability”. Campbell (2007) uses institutional theory to explain CSR
performance heterogeneity as companies are seen to be entrenched within different institutional
structures. This study will consider the role of upper echelons’ demographics (a proxy for
informal institution-culture) in influencing strategic decision making as well as stakeholder
monitoring or engagement (Campbell, 2007; Ringov and Zollo, 2007; Waddock, 2010). This
research will adopt Campbell’s (2007) definition of CSR behaviour. The assumption in this study
is that CG mechanisms within a company, upper echelon’s cognitive values towards
responsiveness to pressure from stakeholders and accountability are what influence managerial
decision making and reporting of CSR initiatives
2.3 Strategic CSR
CSR disclosure provides information on how a corporation’s business activities impact
society and include initiatives taken by management to reduce environmental impact and
improve social welfare. If companies engage in CSR related activities in a strategic manner,
leading to an increase in shareholders’ wealth, it is termed strategic CSR (Heslin and Ochoa,
2008; Porter and Kramer, 2006). Opposing views on CSR have been put forward by a few
researchers. Milton Friedman (1970), for instance, viewed CSR as an economic obligation of a
company (an economic unit), to produce goods and services that meet society’s demands, arising
from the idea of a free enterprise system and the agency relationship between principals
(investors) and agents (management) to maximise shareholders’ wealth. On the other hand,
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scholars such as Carroll and Shabana (2010) take the alternative view that companies undertake
investments in CSR, even though it reduces shareholder value, based on the concept of corporate
citizenship. This concept not only considers shareholders (economic perspective) but other
stakeholders such as employees, community (social perspective) and the natural environment
(environmental perspective).
The advantages and benefits of disclosure of information are many and varied: aid in the
efficient allocation of resources in a capital market economy (Holthausen and Watts, 2001),
improved liquidity of shares in the capital market; reduction in the capital cost to a company, and
increased following by financial analysts (Francis et al., 2008; Healy and Palepu, 2001). CSR is
seen as incorporating a company’s social, environmental and governance practices into their
business strategies going beyond mandatory legal requirements (Porter and Krammer, 2006;
Belu and Manescu, 2013). Zulkifli and Amran (2006) note that CSR initiatives undertaken by
Malaysian public listed companies (PLCs) are mainly in alignment with their core business
activities. Gamerschlag et al., (2011) add that firm specific characteristics influence the level of
stakeholder pressure on companies. Companies face pressure from stakeholders to balance their
economic activities with their social responsibilities, i.e., balancing human progress and
sustainable resource and environmental usage. Therefore, shareholders and other stakeholders
demand more information about CSR activities which in turn is a reflection of the level of
transparency and accountability of business’s operations and its impact on society (Blowfield
and Murray, 2008; Heal, 2005).
Porter and Kramer (2006) highlight the reasons companies engage in CSR activities,
namely, moral obligations, sustainability, license to operate, and finally, reputation. The
underpinning moral argument is that companies have a duty to be good citizens and to ‘‘do the
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right thing”. The case for ‘sustainability’ encourages companies to practice sustainable
development by which companies consider economic, ecological and social-ethical aspects of
their business practices. The idea of a license to operate seeks to reduce the gap that exists
between society’s tacit or explicit expectations to gain legitimacy. Lindblom (1994) defines
organisational legitimacy as when a company’s value system becomes congruent with that of a
larger social system. Barnett’s (2007) empirical study has shown that proactive CSR initiatives
undertaken by companies are perceived as an act to legitimize CSR initiatives aiming to reduce
the legitimacy gap between the firm and society. Thus, in the long term, the firm’s value is
expected to increase due to the level of CSR reporting which enables a company to access
resources such as finance and build its credibility (Suchman, 1995). Finally, companies may
benefit from their CSR practices in terms of enhanced reputation, i.e., improving their image and
strengthening their brand. According to Porter and Kramer (2006), only strategic CSR activities
and their reporting will have an effect on the performance of a company. For example, Zulkifli
and Amran (2006) report that CSR activities in Malaysia are aligned or similar to the company’s
core business activities.
Disclosure of CSR information has other advantages as well. First, it is informative to
investors as it conveys to them both financial and non-financial aspirations, which in turn
improves risk sharing and lowers the cost of capital (Leuz and Wysocki, 2008; Merton, 1987);
Second, it presents relevant information about the firm’s risk estimation based on governance,
ethics, social and environmental issues which will enable investors to make informed decisions
about their investments in companies. Amongst the many new areas of interest that require
disclosure in the annual reports of companies are matters relating to social and environmental
obligations and human resource capital. These disclosures, both mandatory and voluntary, aim at
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communicating to investors and stakeholders the perceived risks of a company, including
ligitation risk; estimation (information) risk; reputational risk, performance and regulatory risk
(Kothari et al., 2009). Third, the reputation of a firm is built upon its level of disclosure
(transparency). Transparency acts as a reputation mechanism in that the firm fulfills its social
contract with society and is seen to be legitimate with its provision of information on health and
safety measures undertaken by the company and its environmental initiatives (Graafland, 2002).
Surveys of senior executives and CSR professionals indicate that CSR activities create
unique business value by building reputation, enhancing employee morale, and strengthening
competitive positions (Bonini et al., 2009). A number of academic researchers have attested to
this. According to Du, Bhattacharya, and Sen (2007), a company’s positive record of CSR fosters
consumer loyalty and, in some cases, can turn customers into brand ambassadors and advocates
who may be willing even to pay a premium to support the company’s social policies. CSR
initiatives may offer a competitive advantage in attracting, motivating, and retaining talented
employees (Bhattacharya and Korschun, 2008) and socially responsible investors (Shank,
Manullang and Hill, 2005). Therefore, CSR has a positive impact on stakeholders such as
customers, employees, creditors, government, and investors of any business and could be a
significant contributor to the success of a business.
Roberts (1992) used a three-dimensional model linking stakeholder theory to CSR
disclosure. In his model, stakeholder dimensions were classified as strategic, economic, and
creditors. In the Malaysian context, the government has set up funding opportunities to
encourage companies to initiate CSR policies under the various Malaysia Plans such as the
initiation of the government in 2010 a RM 100 million fund for green technology and an
allocation RM 1.5 billion towards the development of environmental sustainability (Zahid and
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Ghazali, 2015). The Tenth Malaysian Plan (2011-2015), refers to the

National Green

Technology Policy whereby financing of projects is acquired from the Green Technology
Financial Scheme. This scheme works on the basis that the government bears 2% of the total
interest/profit rate, and provides a guarantee of 60% on the financing amount via Credit
Guarantee Corporation (Malaysia) Berhad, whilst the remaining 40% financing risk is borne by
financial institutions (Chua and Oh, 2011). As a result, companies who explicitly report their
implementation of the green technology policy obtain legitimacy, increase their reputation, brand
image and are able to engage with their stakeholders (Magnanelli and Izzo, 2017).
2.4 Theories of corporate social responsibility and corporate governance
This section commences with an outline of disclosure theories as these theories attempt to
explain the current study’s conceptual model. Gray et al.,(1995) classified a three-tier taxonomy
of CSR research studies, namely decision-usefulness, economic, and socio-political theories.
Economic based theories include agency theory, proprietary costs theory, and signaling theory
whilst socio-political theories comprise political economy theory, legitimacy theory, and
stakeholder theory. The theories adopted in this study are upper echelon theory, agency theory,
stakeholder, institutional and media agenda setting theories.
2.4.1 Agency Theory
Agency theory is used in corporate governance literature to explain the agency
relationship between principals and agents whereby agents have obligations and duties towards
another party, the principal. This agency relationship exists because of the separation of
ownership from management, or due to the separation of risk bearing, decision making and
management functions (Fama and Jensen, 1983; Jensen and Meckling, 1976). The agent’s
responsibility is towards its capital contributors (i.e., shareholders as owners) is to maximise their
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wealth. Agency theory is derived from the economics discipline that assumes that individuals
seek to maximise their wealth based on their self-interest. Therefore, this creates a conflict of
interest between agents and principals, known as an agency problem that arises from the conflict
between agents and principals to maximise their own self-wealth.
Another issue with agency theory is that of information asymmetry. Information
asymmetry occurs where there exists an information gap between shareholders and directors
(managers) which will inadvertently lead to management displaying undesirable behaviour in
terms of having an advantage over private information, giving rise to conflict of interest,
manifested as agency cost between the firm’s managers and outside stakeholders (Jensen and
Meckling, 1976). One approach to reducing agency costs is to negotiate a nexus of contracts
between the various claimants to the firm to minimize agency costs (Jensen and Meckling, 1976).
The relationship between agency theory and CSR disclosure as used in this research is that
disclosures will reduce information asymmetry between the agent, principals and stakeholders
(Bebchuk et al., 2009; Jensen and Meckling, 1976). Therefore, CSR disclosures enhance
accountability and aid in reducing agency costs which help in aligning the interest of principals
and agents. The agency cost of information asymmetry creates a dilemma for investors with
regard to adverse selection problems because the “true economic value” of a firm cannot be
precisely determined. This agency cost is subsequently extended to other stakeholders under the
stakeholder–agency theory (Hill and Jones, 1992). Voluntary information disclosure can be
employed as a means of reducing agency costs and information asymmetries, thus allowing the
company to be more competitive and gain access to capital markets. Hence, the practice of
voluntary CSR information disclosure to the capital markets acts as a means for shareholders and
other investors to supervise and monitor managerial actions (Jensen and Meckling, 1976).
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The board of directors, under the agency theory, play a leadership role in monitoring and
advising top management (Jensen, 1993). The monitoring aspect is achieved by a delegation of
specific tasks to a smaller, more focused, and competent boards that maximize the quality of
contributions to the main board. The board of directors has discretion over the adoption of CSR
policies and initiatives described in the 10th Malaysia Plan. Strong CG mechanisms generally
increase the level of corporate disclosures and enhance accountability and transparency, resulting
in more disclosures (Lakhal, 2005; Jensen and Meckling,1976). Hence, corporate governance
should not only focus on shareholders but also on stakeholders. Lakhal (2005) examined the
relationship between corporate governance variables and earnings disclosure of French firms
listed in the SBF (Société des Bourses Françaises) 250 index. The results indicate earnings
disclosures were negatively related to the existence of CEO duality (unitary leadership structure).
CEO duality arises when the CEO holds both the CEO’s and Chairman’s positions within the
firm. From an agency theory perspective, CEO duality gives rise to a conflict of interest between
the CEO and the shareholders. In Malaysia, unlike France, the Malaysian Code of Corporate
Governance (2012) has mandated that the role of CEO and Chairman be separated, to achieve
better monitoring and increase in disclosures (Forker, 1992). Ioannou and Serafeim (2012) find
that countries with effective boards show strong enforcement of laws and regulations and are
more socially responsible. They are also seen to be capable of prioritizing sustainable
development compared to countries with weaker enforcement. Corporate governance
mechanisms minimize agency costs when there is a separation of corporate control (managers)
and residual claims (shareholders). Effective internal monitoring by the governance board
structures help reduce agency costs and increase firm performance (Berle and Means, 1932;
Pagano, 2012).
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From an agency theory perspective, the disclosure of CSR activities of a firm will reduce
information asymmetry and monitoring costs in the capital market. The reduction in monitoring
costs will increase shareholders’ value which can be viewed as a signaling effect in the capital
market regarding the management’s good corporate governance practices (Friedman, 1970,
Waddock and Graves, 1997). The increase in disclosures assists investors to promote market
liquidity by reducing the uncertainty caused by information asymmetry (Baiman and Verrecchia,
1996; Clarkson et al., 1996; Subramanian et al., 2016).
However, the drawback of agency theory is that no consideration is given for noneconomic manager-specific preferences that may influence corporate outcomes (Bamber, Jiang
and

Wang, 2010). The agency theory (economic perspective), argues that the level of

information produced by a firm will be influenced by mechanisms that are put in place within the
governance, legal and the competitive environments to monitor and reduce agency costs. Agency
theory assumes management actions and decision-making are rational and objective (Hambrick
and Mason, 1984).
2.4.2 Upper Echelon Theory
Hambrick and Mason (1984) suggest the cognitive biases and personal values of upper
echelons influence the level of CSR initiatives and strategic choices of a company. The basis of
the theory is drawn from the behavioural theory of a firm (Cyert and March, 1955; Hambrick and
Mason, 1984). Hence, differences in CSR practices and policies may arise from upper echelons’
educational background, functional expertise, age, and tenure. The principal assumption of upper
echelon theory is that top executives’ experiences, values, and personalities influence how they
interpret situations they faced, which subsequently affects their strategic choices. The upper
echelon theory is based on the Carnegie school’s research on behavioural decision making and
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bounded rationality as put forth by Hambrick and Mason, (1984). Drawing on organizational
behaviour and strategic management disciplines, the authors identified demographic
characteristics such as age, functional experiences, education, and gender as influencing top
management’s cognitive and value-based decision making styles. The theory implies that CSR
strategy outcomes may be influenced by upper echelons’ values and cognitive decision-making
styles. The rationale of upper echelons theory is that top managers are not effectively
interchangeable and that individual (idiosyncratic) differences are associated with differences in
key personal values and cognitive styles such as honesty and tolerance of ambiguity. These
differences can influence top managers in their decision–making and strategic choices. CSR is a
form of strategic choice (Lee et al., 2018).

Hence, top management team attributes may

influence how a firm responds to pressures to engage in more environmentally-friendly business
practices (McCullough and Cunningham, 2010).
Hambrick (2007) put forth an argument that when CEOs face high executive job
demands, particularly when the board of directors place emphasis on their performance and
maximization of shareholder wealth, their individual demographics will influence how they
respond to these pressures. Hambrick, Finkelstein, and Mooney (2005) identify three factors in
relation to CEOs job demands: namely, task challenges, performance challenges, and executive
aspirations. Examples of such job demands include dealing with scarce economic resources or
balancing economic self-interests with stakeholders’ expectations (Habib and Hossain, 2013;
Loi, 2018). Therefore, the more demanding the job, the greater the link between CEOs’
characteristics and strategic choices (Hambrick, 2007). Drawing from these studies, CEOs are
seen as an important internal component in driving CSR initiatives within a company (Waldman
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et al., 2006; Swanson, 2008), so that sustainability initiatives are driven top-down from the
boardroom and reflected within the company’s CSR activities.
The former Prime Minister, Datuk Seri Najib Razak his keynote address at The Edge
Billion Ringgit Club 2013, highlighted that it is the responsibility of the government and
corporate leaders to spearhead sustainable economic growth in Malaysia. In this study, corporate
leaders are the key decision-makers (upper echelons) of the firm. Institutional theory has been
criticized in that heterogeneity in organizations has been ignored (Greenwood, Hinings and
Whetten, 2014). Due to isomorphic pressures, organisations become identical and show
homogeneity over time (DiMaggio and Powell, 1983). Prior research has shown that managers
play a key role in the differences in environmental strategies (Bansal and Roth, 2000; Delmas
and Toffel, 2008). In Malaysia, CSR disclosures are mainly found in the Chairman’s/CEO’s or
Directors’ report (Haron et al., 2004; Imam, 2000).
In a study of seven Asian countries, Chapple and Moon (2005) identify strategic choice
as seeking legitimacy, being accountable for externalities caused by the firm’s business
operations (such as pollution and emissions) and achieving competitive advantage. Strategic
choices are influenced by upper echelons’ values and beliefs. Legitimacy leads to persistence
that society will supply resources such as labour, finance to companies that are seen to be
legitimate (Suchman, 1995). Legitimacy needs to be communicated to gain, maintain and repair
legitimacy with society (Suchman, 1995; DiMaggio & Powell, 1983). This communication is
achieved through the CSR disclosures found in annual reports of companies. The ability of top
managers (upper echelons) to respond to stakeholders’ demands has an impact on CSR
performance (Hambrick, 2007; He, Chen, and Chiang, 2015).

45

2.4.3 Institutional Theory
Institutions have been defined as not only formal organizations such as governments and
corporations but also norms, incentives, and rules. A firm is considered to be an organization
within the context of institutional theory. For example, in a study by Amran and Susela (2008),
the authors use institutional theory to explain the government’s role in promoting social and
environmental disclosures in Malaysia. Therefore, institutional theory takes into consideration of
regulations, social and cultural factors that encourage survival and legitimacy rather than the
efficiency-seeking behaviour of a firm (Roy, 1999). Institutional theory views how and why
organizational

structures

and

processes

take

on

similar

characteristics

and

form.

Institutionalization is based on the dimensions of isomorphism and decoupling whereby
companies conform to the accepted norms of their populations (Lin and Sheu, 2012; Scott, 1995;
2001; DiMaggio and Powell, 1983; Meyer and Rowan, 1977). Isomorphism is seen as a process
of adopting the same reporting processes and mechanisms as their competitors to be seen
legitimate (Lin and Sheu, 2012; Hambrick, 2005). The main institutional forces that influence
isomorphism are corporate law, pension funds, and corporate control. For example, using
institutional theory, company’s level of CSR can be influenced by government and industrial
regulations, firm’s financial performance, competitiveness, pressure groups such as NGOs, and
engagement with their stakeholders (Campbell, 2007). Hence, the institutional theory may
explain why the level of CSR reporting differs within companies in the same sectors over time.
Stakeholders’ pressure influences the isomorphism process, institutional pressures, and
professionals’ own willingness (Deegan 2009). Three types of isomorphism exist, namely:
coercive, mimetic, and normative, which are not mutually exclusive (Deegan, 2009; DiMaggio
and Walter 1983). Coercive isomorphism results from both formal and informal pressures put on
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firms or by cultural expectations by society within which firms operate. In coercive
isomorphism, stakeholders’ power plays an important role of forcing/persuading a firm to adopt
certain institutional practices (e.g. CSR reporting) in order to look similar to other companies
operating in the same institutional environment. Coercive pressure is derived from different
sources such as politics and regulations (law) and the public at large. Mimetic isomorphism
refers to the companies’ willingness to copy or imitate the organizational practices of other
organizations (DiMaggio and Walter, 1983). Mimetic isomorphism is due to uncertainty in the
business environment (DiMaggio and Powell, 1983). Other firms attempt to copy the best
reporting practices of a firm to be seen similar to other firms operating within the same
environment and industry. The adoption of best practices will influence societal expectations.
Normative isomorphism is derived from professionalism, i.e., expectation to comply with some
standards and to adopt institutional practices (DiMaggio and Walter, 1983). There are two
sources of professionalism, namely: education and professional networks (Amran and Susela,
2008). Normative isomorphism also includes culture and ethical values which influence the
expectations of the professionals (Deegan 2009), who will eventually adopt the institutional
practices.
Institutional theory stresses the role of government, regulators, and professional
associations, in influencing a firm to adopt CSR practices and policies. DiMaggio and Powell
(1983) state that isomorphism is based on the assumption that organizations become increasingly
homogenous through institutional forces. In relation to institutional theory, any economic
activities undertaken by a company should ensure compliance with socially accepted behavior.
For example, they are practicing green technology and green products in the manufacturing
processes of companies. This ensures that the social values of the firm are congruent with
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society’s acceptable social norms of practicing sustainable production (Suchman, 1995). One
way to achieve congruence within the ‘social contract’ is to seek legitimacy amongst its
stakeholders (Hambrick and Mason, 1984).
Legitimacy theory overlaps with institutional theory in the form of isomorphism, i.e., the
use of disclosure strategies to be seen legitimate to society (Le and Bartlett, 2014; Johnstone,
2018; Neu et al., 1998). Legitimacy theory is based on the notion of a “social contract” of
explicit and implied terms between a company and society. Legitimacy is achieved when
influential stakeholders allow and support a firm’s survival. This survival must be aligned to
some socially constructed system of norms, values, beliefs (Le and Bartlett, 2014). Reporting of
social and environmental practices gives organizational legitimacy (Castelló and Lozano, 2011;
Dowling and Pfeffer, 1975; Matten and Moon, 2008). Achieving legitimacy enables a firm to
have access to society’s natural and human resources (Deegan and Jeffry 2006; Mathews, 1993).
Dowling and Pfeffer (1975) identify three ways to seek legitimacy within society. First, a
company adopts those goals, values, and practices that give organisational legitimacy. Second,
use of communication strategy to legitimize the firm’s current practices. Lastly, the company
uses communication strategy as symbols, for instance, ISO 14000 and ISO 9000 standards.
Dowling and Pfeffer (1975) and Lindblom (1994) have shown that disclosures in annual reports
act as a strategy of maintaining, repairing or regaining legitimacy within society.
2.4.4 Stakeholder Theory
In legitimacy theory discussed above, society’s expectations are viewed collectively. In
stakeholder theory, stakeholders are sub-divided into groups. Compared to legitimacy theory
where the social contract is with society as a whole, under stakeholder theory, there is more than
one social contract, i.e., between the firm and the various distinctly separate stakeholders.
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Stakeholder theory’s core concept deals with relationships an organization has with its
stakeholders in society, unlike agency theory, whose focus is on shareholders’ wealth
maximization. Therefore, from a stakeholder perspective, a firm should attempt to meet multiple
demands of various stakeholders rather than only its shareholders. In order to meet the demands
of its stakeholders, stakeholder management is encouraged. Stakeholder management is defined
as a responsibility towards society’s social agenda, which changes over time (Le and Bartlett,
2014). The process of stakeholders’ engagement and consultation reflects the act of legitimacy
and accountability which is important for a firm’s survival (Castelló and Lozano, 2011;
Greenwood et al., 2007; Mitchell et al., 1997). Mitchell et al., (1997) define stakeholder salience
as the degree of influence that different groups of stakeholders have on management decisions.
Hence, increasing disclosure of CSR activities and initiatives could reduce information
asymmetry between a firm and its stakeholders, and as a consequence, improve their
relationships. This is further emphasized by the social impact hypothesis (Bartlett, 2011; Cornell
and Shapiro, 1987), suggesting that satisfying stakeholders increases the firm’s reputation and
influences corporate financial performance. Accordingly, it is important that firms legitimize the
social expectations of society with regards to their economic activities if they are to secure
resources and obtain support from their stakeholders and society.
2.4.5 Media agenda setting theory
To better understand the interplay between news media, CSR disclosure, corporate
reputation (proxy CSR awards) and cost of debt financing, the agenda-setting and legitimacy
theories offer a relevant theoretical background for interpreting the relationship among these
variables. This study examines the moderating effect of media coverage of CSR news (both
positive and negative) articles and winning CSR awards on CSR disclosure and cost of debt
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financing, using the media agenda setting theory to explain how these news articles affect the
legitimacy of firms. As well, it uses legitimacy theory to explain how these disclosure influence
organizational legitimacy. The two theories together explain the relationship between media
coverage, CSR disclosure, and cost of debt.
Under the agenda setting theory, important CSR issues identified by the media are
highlighted to the public to create public awareness of that particular salient issue which
develops into societal expectations (Ader 1995; Yekini, Adelopo and Adegbite, 2017). This
salience is achieved at two levels. The first level of agenda setting is to create the awareness of
the issue that is highlighted by the media when they cover the issue, whilst the second level
refers to how the media commented on that issue. According to Zucker (1978), the latter level
comes into play when the news media covers unobtrusive issues, i.e., those issues where
individuals have no alternative sources of information besides the media, compared to obtrusive
issues where there are other alternative sources of information besides the news media (Pollach,
2014). Zucker (1978) states issues relating to the environment and pollution are examples of an
unobtrusive issues. News media acts as an information intermediary in the capital markets to
influence stakeholders and society (Kothari, Li, and Short, 2009). Increased media attention is
believed to lead to increased community concerns for a particular issue. Hence, media pressure
tends to influence CSR disclosure (Garcia-Sanchez et al., 2014). O’Donovan’s (1999) Australian
study shows media attention of a continuous nature, particularly of negative news, impacts firm
legitimacy, resulting in more disclosure.
Media is seen as an institutional legitimization process in society (Aerts and Cormier,
2009; Yekini, Adelopo, and Adegbite, 2017). The media agenda setting theory excludes the
likelihood of a company to self-select its coverage in the media through events such as press
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briefing or press announcements (Yekini et al., 2017). As such, at firm level, management may
use annual reports as a tool to communicate and legitimise the ongoing operations of the firm
(O’Donovan, 1999). Yekini et al., (2017) note that though media is important in the corporate
legitimization process through its focus on salience issues, societal legitimacy between media,
corporations, and society is dynamic, interactive and mutually dependent and as such, a firm’s
CSR activities may also generate media coverage which could further shape public opinion
leading to winning awards.

2.4.6 Theories of CSR disclosures and corporate governance
Table 2.1 shows a summary of the theories to be used to explore the factors influencing
CSR disclosure in the Malaysian setting. Though the institutional theory is based on perceptions
of legitimacy by stakeholders and society, it is worth noting that ultimately, the decision to act in
any legitimate manner will rest with the CEOs.
Table 2.1: Theories on CSR disclosures
Theory

Independent Variables

Consequences
Increase (decrease) in
level of social and
environmental
disclosures which may
lead to increase
(decrease) in risks and
legitimacy

Dependent variables

Upper Echelon Theory
Stakeholders’ Theory

Upper Echelons
(CEOs )

Agency Theory

Board meetings
Audit Committee
Independence

Reduction in
information
asymmetry and
decision usefulness of
the information

CSR Index and cost of debt

Institutional Theory
Agency Theory

Government Institutional
shareholders
Non-governmental
institutional shareholders

Monitoring process to
reduce risks and
information
asymmetry

CSR Index and cost debt
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CSR Index and cost of debt

Agency theory
Institutional Theory

Political Connections

Increase in CSR
disclosure

Media Agenda Setting
Theory
Legitimacy Theory

Media Attention
(media news exposure
CSR awards)

Increase (decrease) in
level social and
environmental
disclosures which may
lead to an increase
(decrease) in risks

CSR Index

Cost of debt

The decisions made by the CEO are based on the amount of resources available and their job
demands (Johnstone, 2018).
The moderating effects of media exposure and CSR awards on CSR disclosure and its
effect on the cost of debt are examined, applying the media agenda setting and legitimacy
theories. Exposure by the media regarding a firm’s CSR activities, practices, and announcement
of CSR award winners affects a firm’s reputation and firm value (Warick, 1992). This media
attention leads to more CSR disclosure that aids stakeholders in their decision-making (Michelon
and Parbonetti, 2012). According to the agenda setting theory, the media will highlight the
significance of specific news topics to society, influencing society’s perception of a firm and
setting the agenda (Ader, 1995). Legitimacy theory states that there is a ‘social contract’ that
must be satisfied to maintain organisational legitimacy to have access to scarce resources
(Reverte, 2009). Drawing on these three studies, the second stage of the analysis will investigate
the interaction between these theories. The indirect effect of CEOs with MBA degrees, CSR
disclosure, and cost of debt financing will be examined in the third stage of the analysis, using
upper echelon and legitimacy theories.
2. 5. Prior Empirical Research
This section presents findings of past studies on upper echelon demographics relating to
education and tenure, corporate governance, ownership structure, and CSR disclosure. Next, the
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moderating role of media exposure and CSR awards on CSR disclosure and cost of debt is
examined. In addition, the investigation of the indirect effect (mediation) of upper echelon with
MBA, CSR disclosure, and cost of debt financing is also presented.
2.5.1 Upper echelons with science degrees
Chief Executive Officers (CEOs), collectively known as upper echelons, are influential
corporate leaders who have dominant power over important decisions such as policies, resource
allocations and investments in explicit and implicit CSR-related matters (Waldman, Siegel and
Javidan, 2006; Jung, Wu and Chow, 2008; Angus-Leppan, Metcalf, and Benn, 2010). The
demographics and beliefs of an individual CEO (used interchangeably in this research as upper
echelon) will influence organizational outcomes and strategic choices, unlike the agency theory
where management is assumed to be rational. Upper echelons’ attributes influence financial
reporting and disclosures (Kaplan, Samuels and Cohen, 2015). The attributes play a significant
role not only in business but in social and environmental strategies and resource allocation
decisions (Agle, Mitchell, and Sonnenfeld, 1999; Wood, 1991). CEOs are the key decision
makers, and they provide strategic leadership within an organization (Bertrand and Schoar, 2003;
Hambrick, 2007).
Studies have shown executives with training in economics lack interest in corporate
social performance due to their self-interest (Arce, 2004; Frank et al., 1993; Hambrick and
Mason, 1984). Manner (2010) uses upper echelon theory as a complement to agency theory to
examine the effect of CEOs’ characteristics on KLD ratings, as proxy for corporate social
performance, using a sample of 650 firms in the United States. According to Manner (2010), an
individual’s formal education forms a basis for the formulation and development of personal and
cognitive value systems. His study found CEOs with degrees in humanities, broader career
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experience, and being female, increased corporate social performance. In contrast to Manner’s
(2010) study that only considered economics degree, the current research includes undergraduate
degrees in science, engineering, and MBAs as postgraduate degrees (both general and with
specialisations). According to Mio, Fasan, and Ros (2016) study of French and German firms,
CEOs of firms most severely hit during the 2008-2009 global financial crisis held science or
engineering degrees. Manner’s (2010) empirical findings indicate that KLD strength ratings were
negatively related to CEOs with a bachelor’s degree in economics. The author attributes the
results of the conclusion to the economics curriculum underpinned with profit maximization and
self-interest compared to degrees in humanities or social sciences. Similar to economics, CEOs
with science and engineering degrees tend to focus on profit maximisation behaviour (Miles and
Snow, 1978). Huang (2013) finds that there was no association between CEOs with science and
engineering degrees and the CSR performance of Taiwanese firms. Drawing from the above
studies, it seems CEOs holding science or engineering degrees tend to focus more on the
economic aspect of profit maximization for their shareholders and not their stakeholders.
Therefore, Hypothesis 1 is stated in the alternative form as follows:
H1 (a):

There is a negative relationship between upper echelons with a science degree and
CSR disclosure.

2.5.2 Upper echelons with MBA degrees and CSR disclosure
The research draws on strategic management literature to examine the effect of upper
echelons holding MBA degrees on the level of CSR disclosures. According to Hambrick (2007),
Hitt and Tyler (1991) and Karami, Analoui, and Kakabadse (2006), upper echelon theory
suggests that highly educated top managers are not only more aggressive in their strategic risktaking decisions but are also more tolerable of business complexities. Hence, the higher
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educational level gives CEOs greater confidence about their knowledge and skills. At the same
time, highly educated top managers prefer innovation in their decision making as opposed to
seeking stability by gaining insurance via CSR activities (Hambrick and Mason, 1984; Li and
Tang, 2010; Miles and Snow, 1978).
Bantel and Jackson (1989) suggest a manager’s educational degree influences their ability
to respond to changes in the external environment; communicate and coordinate; to innovate;
process information; being tolerant and knowledgeable. Angus–Leppan et al., (2010) define
influence as a social process whereby upper echelons and stakeholders could influence CSR
initiatives, policies, and reporting. Drawing from Angus-Leppan et al., (2010), this study puts
forth the argument companies will strategically respond to institutional pressures by disclosing
more CSR information as a strategic choice to maintain legitimacy. Managers holding MBA
degrees develop different styles from those without such educational backgrounds. Bamber,
Jiang, and Wang (2010) explore whether individual managers in the United States play an
economically significant role in forecasting earnings. Their findings reveal top managers holding
MBA degrees are more inclined to forecast earnings upwards and are more accurate. Upper
echelons with MBA degrees are seen to have enhanced knowledge and innovative skills in
promoting sustainability practices. Being innovative improves growth through the introduction
of sustainable new products and services, which in turn attracts CSR-conscious customers.
Adopting such strategies enables a firm to be competitive. Upper echelons having MBAs have a
positive influence on corporate environmental performance (Slater and Dixon-Fowler, 2010). A
study by Lewis, Walls, and Dowell (2013) find companies led by newly appointed CEOs and
CEOs holding MBA degrees are more responsive to the Carbon Disclosure Project, whilst CEOs
holding legal degrees are less responsive. Huang (2013) examines the association between
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CEOs’ demographic attributes and firm CSR performance. Their findings show companies’ CSR
performance, as measured by the consistency of their CSR rankings, is associated with CEOs’
educational specializations in MBA. Interestingly, the study highlights that other educational
specializations of CEOs such as Bachelors in Science, Arts and Masters in Arts and PhD as well
as CEOs with no degree beyond a high school diploma, had no significant influence on CSR
performance.
CEOs with MBA degrees will most likely perceive disclosures as an opportunity to
enhance their company’s reputation and legitimacy (Bansal and Clelland, 2004; Lewis et al.,
2013). When firms show legitimacy, they have better access to resources which aid in improving
their CSR performance by investing in more CSR initiatives (Bansal and Clelland, 2004).
Furthermore, legitimacy helps in meeting stakeholders’ expectations regarding a firm’s CSR
commitments. As such, this study incorporates both upper echelon and institutional theories to
investigate how CEOs with MBAs respond to demands from stakeholders to seek organizational
legitimacy. Drawing on Angus–Leppan et al., (2010) study which calls for more empirical work
to be undertaken in relation to corporate leaders in initiating and implementing CSR initiatives,
Hypothesis 1 (b) will study the relationship between upper echelons holding MBA degree and
the level of CSR disclosures. Therefore, the following hypothesis is presented:
H1 (b):

There is a positive relationship between upper echelons holding MBA degrees
and CSR disclosure.

2.5.3 Upper echelon tenure and CSR disclosure
Empirical research has shown that tenure is associated with rigidity and commitment to
establish corporate policies and practices as top managers become more wedded to their views
over time and become more resistant to strategic change (Hambrick and Fukutomi, 1991).

56

According to Antia, Pantzalis, and Park (2010), long tenured CEOs display lower agency costs
and information risk, and higher market valuation. Their findings also suggest long tenure leads
to an alignment of managers’ and shareholders’ interest that results in higher firm valuation. A
study in the United States by Fizel, Louie, and Mentzer (1990) show upper echelons’ years of
service with a company results in them acquiring more company-specific knowledge and skills
that are unique to the company. Furthermore, Fizel et al., (1990) argue that with long tenure,
profit maximization is not the primary goal of a CEO (upper echelon) but growth/sales
maximization.
A study by Mahenthiran, Terpstra-Tong, Terpstra, and Rachagan, (2015) find that in
Malaysia, the tenure of the upper echelon has a significant influence on the company’s
discretionary CSR. The authors used Carroll’s (1979) model of corporate responsibilities. Their
survey instrument examines discretionary responsibility, sponsorship of employees for furthering
their education, flexible policies for staff to achieve work life balance, donations to charities,
energy saving programmes, and partnership with local schools. Ting, Azizan, and Kweh’s (2015)
Malaysian study show upper echelon tenure is positively and significantly related to leverage. On
the other hand, Thomas and Simerly (1994) find that the length of tenure can be useful tool to
access the upper echelon’s knowledge of the firm and its stakeholders. This acumen of
knowledge is important as it enables CEOs to select between alternative CSR programs and
policies and make investment and resource allocation decisions accordingly. The study by
Zhang, Ren, Chen, Li, and Yin, (2018) of Chinese polluting companies, state CEOs with longer
tenure develop more insightful knowledge regarding socially responsible investments, as well as
internal and external stakeholders’ needs. Hence, CEOs with long tenure are expected to be more
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open and responsible for social and environmental issues/concerns (Ortiz-de-Mandojana et al.,
2018).
According to Orens and Reheul (2013), as a CEO’s tenure increases, they tend to show
more legitimacy towards internal and external stakeholders. Drawing on both upper echelon and
stakeholder theories, Hambrick and Mason (1984) claim that longer tenured top managers prize
their career stability and reputation much higher than CEOs with shorter tenures. To maintain
their reputation or career stability, CEOs will attempt to meet stakeholders’ demands by
initiating more CSR practices and policies to maintain organizational legitimacy (Lee et al.,
2018). Barnett (2007) has shown that proactive CSR initiatives are undertaken by firms to meet
societal needs to attain legitimacy, which in the long term, increases firm value and
sustainability. Similarly, Luo, Kanuri, and Andrews, (2014) indicate that CEO tenure influences
how CEOs manage their stakeholders from a learning perspective, i.e., learning by the CEO
about a company’s stakeholders such as employees, customers, the firm, and its external
environment over their tenure period. By incorporating stakeholder and upper echelon theories,
this study posits that the length of CEO tenure aid in addressing stakeholder demands. Huang
(2013) found upper echelons’ tenure had weak association on CSR performance in Taiwan. In
contrast, the results of Lee et al., (2018) suggest that longer tenured CEOs in the US undertake
more CSR activities. Following these discussions, the following hypothesis is presented in the
alternative form:
H1 (c):

There is a positive relationship between an upper echelon’s tenure and CSR
disclosure.
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2.5.4 Creditors’ power and CSR disclosure
Capital markets research provides evidence of the value relevance of the information for
decision making by stakeholders (El Ghoul et al., 2011; Botosan, 1997). Jiao (2010) examines
the effects of CSR on non–shareholder stakeholders’ welfare, such as employees and customers.
The empirical findings show a positive effect on Tobin’s Q when there is an increase in
stakeholder welfare score relating to employee relations and environmental issues. Michelon and
Parbonetti (2012) argue that effective governance and sustainability act as complementary
mechanisms for better stakeholder management. The authors add that stakeholder theory
provides an association between corporate governance mechanisms and sustainability initiatives
that support long-term management–stakeholder goals.
The recommendation of the Ninth Malaysian Plan (2006–2010) was to endorse a closer
engagement between stakeholders in addressing environmental and other demands. Creditors as
stakeholders are mostly concerned about environmental liabilities. For example, Section 37 of
the Environmental Quality Act of 1974 (EQA) entitles the Director-General of the MESTECC
(formerly the Department of Environment ) to demand environmental information from
companies in the event of EQA non-compliance, but this information is not required to be
publicly disclosed. As well, there is ambiguity in the interpretation of sub-regulation 22 of the
Occupational Safety and Health Act of 1996 (OSHA) which requires manufacturers to disclose
the incidence of any major accident hazards and their impact on the population and environment
publicly. Similarly, Section 169 sub-section 7 of the Companies Act of 1965 (CA) requires
directors to include information on any item, transaction or event of a material and unusual
nature during the course of the financial year. This information is not traditionally disclosed in
the annual reports as “major accident hazards” and “material and unusual nature” in the
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Companies Act require directors’ judgment and interpretation (Elijido-Ten, 2011). In contrast, in
the United States, existing legislation mandates companies to disclose their environmental
strategies and related disclosures. For example, the National Environmental Policy Act 1970
(NEPA 1970), the Energy Policy Act 2005, the American Recovery and Reinvestment Act 2009
and a provision in the Sarbanes–Oxley Act 2002, requires firms to consider environmental
issues, such as environmental costs and other related disclosures (De Villiers et al., 2011).
Deegan and Rankin (1999) surveyed users of annual reports in Australia to examine
whether environmental disclosures were useful to stakeholders. Their results indicate that users
of annual reports were interested in environmental disclosures for investing or lending funds, for
provision of further resources such as labour or to support the company by purchasing its
products or services. Moreover, such disclosures enable companies to differentiate themselves to
obtain competitive advantage (Greening and Turban, 2000; Brammer and Millington, 2008) and
assist stakeholders to assess a company’s operating risks (Lindblom, 1994; Ye and Zhang, 2011).
Ramly’s (2013) results show corporate governance practices, transparency, social and
environmental practices influence company’s cost of debt in Malaysia, inferring that debt issuers
seemed to consider these aspects in their debt pricing.
Companies should not only focus on economic success but also on social success by
considering legitimacy within society (DiMaggio and Powell, 1983). This legitimation process is
influenced by macro social factors such as the company’s CSR initiatives, which could be linked
to the upper echelons’ demographics (Hambrick, 2007; Hambrick and Mason, 1984) and media
attention. The announcement of CSR awards by the news media and winning of such awards
enable a company to differentiate itself from its competitors, thereby showing heterogenization
within its industry which has been described by Hambrick et al., (2005) as “isomorphism in
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reverse.” This heterogeneity in CSR reporting enables companies to borrow funds at a lower cost
and increase their firm value by reducing the cost of debt financing. For example, to encourage
the production and use of green technology, the 2010 national budget allocated RM1.5 billion
(approximately USD450 million) to be given as loans to companies. Taking the above, creditors
as stakeholders demand better reporting of CSR initiatives and policies (Perez-Batres, Doh,
Miller and Pisani, 2012; Reverte, 2009; Roberts, 1992) which leads to better access to finance in
the capital markets due to the reduction in information asymmetry and the firm’s increase in
information disclosure and transparency. A study by Lee, Sun, and Moon (2018) conducted in
the United States examine the relationship between upper echelons’ observable demographics
and CSR dimensions. The authors argue that due to uncertainties in the restaurant’s business
environment, top managers attempt to undertake business strategies such as stakeholder
management to reduce their business risks. Similarly, Finkelstein, Hambrick, and Cannella
(2009) find that the decision to engage with stakeholders is a strategic choice by a firm. CSR
performance can promote a long-term positive image to stakeholders. Moser and Martin (2012)
point out that CSR activities are more likely to be undertaken at the expense of shareholders
when the CSR initiatives and activities are carried out in response to the needs or demands of
stakeholders to gain organisational legitimacy (Carroll, 1991; Roberts, 1992). The above studies
highlight that a positive relationship exists between stakeholders’ power (demands) and CSR
disclosure (Roberts, 1992).
Freeman (1984) defines a stakeholder as any group or individual that can influence the
achievement of a company’s objective. Ullmann’s (1985) three-dimensional model explains
stakeholder power as to how a company responds to its stakeholders’ demands. Unlike Freeman
(1984), who views the stakeholder as a group or individual that will enable corporate objectives
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to be met, Ullmann (1985) includes control over critical resources. These resources impact the
continued viability of the company’s operations. The author further adds that social
responsibility initiatives can be regarded as an effective management strategy for dealing with
stakeholder engagement. On the other hand, Mitchell et al., (1997) classify stakeholders into
three main attributes, namely, the power to influence the company, legitimacy of the
stakeholder’s relationship with the company and urgency of the stakeholder claim on the
company. Over time, these attributes change depending on the structure of the firm (Hassan, Lee,
Mokhtar, and Goh, 2018). In addition, these social and environmental disclosures aid in
reputation building as a company is perceived as being socially responsible. Hill and Jones
(1992) contend that under stakeholder theory, a company is seen to have a nexus of contracts
between its stakeholders and management. Bansal and Roth (2000) identify four drivers of
corporate ecological response that influence CSR disclosure. These include legislation,
stakeholder pressures, economic opportunities, and ethical motives.
Local and global investors and other stakeholders form perceptions of emerging market
companies from the information provided in the annual reports. Dincer (2011), found that
government ownership and creditors were significant in influencing CSR reporting in Istanbul.
Meek, Roberts, and Gray (1995) classify disclosures as strategic, non–financial, and financial in
nature. Strategic and financial information have value relevance to investors whilst non–financial
information is targeted at a company’s social accountability and a broader group of stakeholders.
In addition, the authors find companies from emerging markets compete with other companies
from developed economies for capital funding in international markets. Smith et al., (2007)
conclude that one of the motivators for companies to get engaged in CSR disclosure practices is
to enhance their reputation and stewardship in order to establish organizational legitimacy by
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communicating how responsible the company is in reporting the impact of its operations on
society. Chen and Wang (2011) investigate the influence of stakeholders on the relationship
between CSR and financial performance of Chinese companies for the years 2007 and 2008 as
well as the time-lag and causation of CSR-financial performance. Their results highlight that by
undertaking CSR activities, the current year’s financial performance improved as well as the
subsequent year’s due to more stakeholders’ engagement, leading to an increase in CSR
activities in the following subsequent period. Chen and Wang (2011) study use the survey
questionnaire methodology to obtain data from nine types of stakeholders comprising
shareholders, managers, employees, creditors, suppliers, retailers, consumers, government and
community, to explore the relationship between CSR and financial performance, measured as
return on sales, ROA and growth rate of sales. In contrast to Chen and Wang (2011), the current
study uses panel data analysis; the focus is on creditors as stakeholders and data being collected
by self-constructed disclosure index to investigate the indirect relationship between CSR
disclosures and cost of debt financing in Malaysia like China is another emerging economy.
Stakeholders show concern about a company’s level of commitment to sustainability by
evaluating whether voluntary self-regulatory codes such as Global Reporting Initiative and
United Nations Global Compact are adapted in their disclosure practices or not (Perez-Batres et
al., 2012). Studies by Choi (1999) and Roberts (1992) examine the effect of creditors on CSR
disclosures. Roberts (1992) tested the association between leverage and the level of CSR
disclosure of US companies from 1981 to 1984. In his study, leverage was measured as the firm's
average debt to equity ratio. The rationale for this measurement as a proxy for creditor
stakeholder power was that it measures the importance of creditors as stakeholders relative to
equity investors. The empirical findings indicate that leverage had a positive relationship with
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corporate social disclosure. On the other hand, Choi (1999) results show a positive correlation
between leverage and CSR disclosure in relation to high profile industries in Korea. Lu and
Abeysekera’s (2014) study of Chinese companies note that shareholders influence CSR
disclosures whilst creditors affect environmental performance. Unlike Roberts (1992) study, the
authors measure creditor power (leverage) as total debt divided by total assets ratio. His findings
reveal that creditor power seems to be weak in China, an emerging economy.
Cormier and Magnan (2003) found a negative link between financial leverage and
disclosure, suggesting that only companies with low leverage may be able to trade off the
advantages from social and environmental disclosure against the proprietary costs of disclosure.
Furthermore, these findings show that companies with low leverage tend to engage in CSR
disclosure to ensure that appropriate assessment of their financial risk by the capital market. Liu
and Anbumozhi (2009) study of Chinese companies find that creditor power was insignificant in
terms of environmental disclosure. Hence, empirical results have shown the relationship between
creditor power and CSR disclosure as inconsistent.
The national strategy of achieving sustainable development and growth in Malaysia was
introduced in the Ninth and Tenth Malaysia Plans. The adoption of the initiatives and policies
require resources and financing. Hence, creditors as stakeholders may influence the level of
disclosures depending on the firm’s reliance on debt financing (Liu and Anbumozhi, 2009:
Roberts, 1992). A Malaysian study by Che Haat et al., (2008) examines the effect of corporate
governance mechanisms, namely board independence, duality, debt monitoring and foreign
ownership on disclosure and company performance of Malaysian listed companies for the year
2002. The disclosure in the study was based on CG Index to measure transparency. The findings
indicate debt monitoring and foreign ownership as CG mechanisms influence company
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performance but not the level of disclosure. The study highlights that capital markets enjoy more
confidence when monitored by creditors. Creditors, identified by Hassan et al., (2018) as
suppliers and debt holders, are classified as primary stakeholders.
Jo and Harjoto (2012) emphasize that stakeholders can increase firm value by engaging
with their stakeholders, such as creditors, leading to lower cost of borrowings. Banks are
different from other stakeholders in that their roles are seen as delegated monitors of a company.
They are given access to information that may not be available to outsiders or investors.
Traditionally, this information is used to make decisions on, for instance, a company’s ability to
repay loan obligations. Banks integrate sustainability issues into their decisions to lend or invest
in a company (O’Sullivan and O’Dwyer, 2015). This is mainly due to the implementation of the
Equator Principle whereby environmental contingent liabilities are factored into a bank’s lending
or investing decisions. This research posits that creditors will reward better CSR performing
companies with more attractive interest rates. Unlike Che Haat et al., (2008) study that took the
position of creditors as part of the governance mechanism, using agency theory, this study views
creditors as stakeholders, using stakeholder theory. Therefore, the following directional
hypothesis is presented:
H2 (a): Certeris paribus, there is a positive association between creditors’ power and CSR
disclosure.
2.5.4.1 The moderating role of upper echelons with MBA degrees on stakeholder
engagement
The study further considers the interaction between upper echelon and legitimacy theories
to understand how CEOs with MBA degrees interact with creditors, as stakeholders, to meet
their needs or demands for more CSR information. Institutional theory suggests companies will
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mimic industry best practices due to pressures from stakeholders, government and NGOs (Bansal
and Clelland, 2004; Delmas and Toffel, 2008; Hoffman, 1999; Lounsbury, 2001). Companies
attain organisational legitimacy when their social and environmental performance conforms to
stakeholders’ expectations (Bansal and Clelland, 2004). Omar and Amran (2017) empirical
findings show higher the education level of a CEO (with a Master’s degree as the benchmark),
the greater the extent of climate change reporting in Malaysia. Given these findings, the
argument put forth in this study is that CEOs with MBA degrees will be more responsive to
creditors request for more information. This positive responsiveness to creditors’ demands is
seen as a strategic opportunity to build their firm’s reputation and organisational legitimacy
(Lewis et al., 2014). Attig and Cleary (2015) highlight that higher degrees provide the capability
to CEOs to meet stakeholders’ expectations, giving rise to heterogeneity in CSR disclosures and
practices which will improve the competitiveness of a firm.

Therefore, the following hypothesis is presented:
H2 (b): Certeris paribus, upper echelon holding a MBA degree will moderate the
relationship between CSR disclosure and creditors’ power.
2.5.5 Corporate Governance and Corporate Social Responsibility Disclosure
Strong corporate governance mechanisms give greater corporate transparency (GarciaSanchez et al., 2014). The presence of an agency relationship arises due to the separation of
ownership and control, giving rise to issues of conflict of interest between shareholders and
management (Jensen and Meckling, 1976). The independent board of directors who are part of
the CG structure undertake a monitoring role to reduce information asymmetry between the
firms, shareholders and stakeholders (Garcia-Sanchez et al., 2014; Williamson, 1975). Good
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corporate governance encourages a company to be accountable to both its shareholders and
stakeholders. Michelon and Parbonetti (2012) find that effective corporate governance structures
enhance firm-stakeholder relationships by increasing CSR disclosures to maintain the firm’s
organisational legitimacy.
In contrary, Rashid (2018) empirical results show that in Bangladesh, CG best practices did
not seem to have any impact on CSR reporting. The explanation provided by the author seems to
indicate that companies adapting CG best practices are responding to institutional (coercive)
pressure by regulators. In other words, when CG best practices are institutionalised, there are no
problems with organisational legitimacy. Smith, Yahya, and Amiruddin (2007) examined 40
companies from the publication of the ACCA (2002) report in Malaysia. Their results show that
financial performance (measured as the cost of equity and debt) and governance structures
influence the level of environmental disclosures. In contrast, Ramly (2012) investigated the
impact of corporate governance (CG) on the cost of equity of 101 Malaysian public listed
companies for the years 2003 to 2007, using the Corporate Governance Screencard published by
the Minority Shareholders Watchdog Group (MSWG) in Malaysia. The results show that board
compensation practices, transparency, social and environmental categories do not have any
influence on the company’s cost of equity, inferring that equity investors do not consider CSR in
their share pricing. The board monitoring activities considered in this study are board
independence, and board size, including the number of board meetings and the proportion of
independent audit committee directors. The governance mechanisms of interest in this study are
as follows:
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2.5.6 Board independence
Agency theory posits that when there is a separation of ownership and control, it gives rise
to a conflict of interests (agency cost) between the owners and the managers (Fama and Jensen,
1983; Jensen and Meckling, 1976). Board monitoring by an independent non-executive board of
directors and transparency through disclosures aid in mitigating agency cost and asymmetric
information. Having a board of non-executive independent directors signifies the extent to which
the board is independent of management. Therefore, under agency theory, it assumes that an
independent board of directors can control and monitor the agents’ self-serving behaviour (Fama
and Jensen, 1983; Hussain, Rigoni and Orij, 2018). When the board is more independent,
contributes to board effectiveness, explained as to how well the board of independent directors
perform their monitoring role (Nahar Abdullah, Zalina Mohamad Yusof, and Naimi Mohamad
Nor, 2010). A study in Malaysia by Abdullah (2002) suggests that the extent to which boards are
independent is linked positively to board size and the presence of large shareholders and
negatively to CEO duality, directors’ shareholdings and size of the firm. The MCCG 2012
recommended the separation of CEO and Chairman. Having a high percentage of independent
directors on the board increases the monitoring role of directors, enables better financial
disclosure, and reduces the benefits of withholding information (Forker, 1992). The composition
of the board of directors, i.e., a higher proportion of non-executive directors on the board is
perceived as an assurance of greater corporate transparency. The independent directors are
generally keen to demonstrate compliance with rules and responsible behaviour (Zahra and
Stanton, 1988). Webb (2004) highlights that the differences between socially responsible and
non-socially responsible companies’ board structure are that socially responsible ones have more
outsiders/independent directors, compared to non-socially responsible companies.
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The MCCG 2012 recommends that good governance should incorporate the protection of
other stakeholder groups, apart from shareholders. This is seen as the responsibility of
independent directors as they perform a monitoring function. Furthermore, the board of directors
is central to the quality of disclosure of information and level of transparency (Garcia-Sanchez,
Cuadrado-Ballesteros, and Sepulveda, 2014; Gul and Leung, 2004; Haniffa and Cooke, 2005).
Stakeholders such as the public, investors, and creditors, use the information for their decision–
making purposes such as allocation of resources (Fama, 1980; Habib and Hossain, 2013;
Hermalin and Weisbach, 1998; Jizi, Salama, Dixon and Stratling, 2014). MCCG 2012 states that
to be an effective board, independent non-executive directors need to make up at least one-third
of the membership of the board. The MCCG 2012 also recommends that the board should ensure
that the company’s strategies promote sustainability in line with the Tenth Malaysian Plan
(2010- 2015).
A study in Malaysia by Haniffa and Cooke (2005) found independent directors had
limited influence on CSR disclosure as these directors were not suitably qualified to evaluate
social and environmental issues (Cramer and Hirschland, 2006). Garcia-Sanchez et al., (2014)
note that when independent directors serve companies attracting media attention, they may
become resilient to CSR disclosure as they consider themselves as non-specialist in social and
environmental reporting, and fear their personal reputations may be affected by these disclosures
(Masulis and Mobbs, 2013; Webb, 2004).
Wei, Tang, and Yang (2018) reviewed publications from leading corporate governance
and management journals on independent directors in Asia. The authors' findings suggest that in
China, state ownership reduced the effectiveness of board independence in terms of their
monitoring role. Similarly, studies by Liu et al., (2016) and Wang (2015) in China indicate that
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directors’ independence diminishes when there are state owned enterprises or the presence of
politically connected independent directors. Haniffa and Cooke (2002) and Mohd Ghazali and
Weetman (2006) did not find independent directors to be a significant factor in influencing
voluntary disclosure in Malaysia. Said et al., (2009) examined the relationship between corporate
governance characteristics and the extent of CSR disclosure in Malaysia. The authors found no
significant association between board independence and CSR disclosure. Similarly, Eng and
Mak (2003) indicate a negative effect of higher board independence on social disclosure. Esa and
Ghazali (2012) found that in Malaysian GLCs, the independent directors disclose less
information. Michelon and Parbonetti (2012) report an insignificant relationship between
independent directors and sustainability initiatives. However, Sadou et al., (2017) found a
positive and significant relationship between independent directors and CSR disclosure in
Malaysia. Hussain, Rigoni, and Orij (2018) find a positive relationship between independent
directors and the environmental and social performance of US companies. As the previous
findings on associations between board independence and CSR disclosures/performance indicate
mixed results, the present study puts forth the hypothesis in the null form that:
H3 (a): There is a significant association between board independence and CSR disclosure.

2.5.7 Frequency of board meetings
Frequency of board meetings is used as a proxy for board effectiveness and board diligence
(Hussain et al., 2018; Vafeas, 1999). Having regular board meetings enables information sharing
amongst directors. Board meetings reflect the level of decision-making undertaken by the board
when environmental uncertainties are identified (Laksmana, 2008; Conger et al., 1998). The
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advisory role of the board is seen in terms of the strategic decision–making by the board. One vital
aspect of advising is the nature of corporate disclosure policy which can be seen as an indicator of
good governance as it reduces information asymmetry and increases transparency (Healy and
Palepu, 2001). Brown and Caylor (2004) and Vafeas (1999) note that the number of board meetings
can have implications on firm value. For instance, when there are more frequent board meetings, a
firm’s stock price falls. The complexity and growth opportunities of a firm may increase the
frequency of board meetings (Vafeas, 1999). Chaminda, Athula, and Sujatha (2015) study the
relationship between frequency of meetings and firm performance. Their results show there is a
significant positive effect on firm performance, measured as earnings per share. Furthermore, the
number of board meetings can be linked to the quality of financial reporting. Giannarakis (2014)
shows that the number of board meetings does not influence the extent of CSR disclosure as the
board of directors are only held responsible for CSR at the policy level and not for the
implementation of CSR practices and activities.
Firms face pressure from stakeholders’ expectations to adopt the policies and initiatives
recommended in the Ninth and Tenth Malaysia Plans. As a result, the board of directors will meet
more often to discuss CSR strategies and initiatives that will be implemented in the firm. According
to Wincent, Anokhin, and Örtqvist (2010), by having more frequent board meetings, innovative
approaches can be addressed, resulting in a reduction in business uncertainties. The innovative
strategy(ies) chosen can lead to an increase in competitiveness and improve brand image and
reputation of the company (Abdullah and Abdul Aziz, 2013). Another benefit of having more
frequent board meetings is that the board can accomplish its monitoring role effectively. When the
board becomes more informed, they are capable of making more informed decisions regarding CSR
investments and initiatives (Chaminda, Athula and Sujatha, 2015). Better monitoring by the board
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leads to a reduction in information asymmetry and default risk (Botosan, 1997; Hail and Leuz,
2006; Chen et al., 2009). Therefore, in the present study, it is hypothesized that:
H3 (b): There is a positive relationship between the frequencies of board meetings and CSR
disclosure.
2.5.8 Board size and CSR disclosure
Board size plays a vital role in monitoring and controlling directors as well as influencing the
level of disclosures (Said et al., 2009). Anderson et al., (2004) find that the cost of debt is lower
when there is a larger board as creditors assume that this is effective monitoring of the financial
accounting processes. The authors also suggest that companies with board sizes of between six and
fifteen have higher returns on equity and higher net profit margins. In short, the authors argue that
board size and company size are positively correlated. In a later study, Akhtaruddin, Hossain,
Hossain, and Yao (2009) claim to have larger boards result in the need for more disclosure and
reporting. Adams and Mehran (2003) argue larger boards are more effective in the monitoring of
the reporting process. Therefore, with larger boards, stakeholders will have more confidence in the
financial reporting process as this gives rise to transparency and reliability of the information. Esa
and Ghazali (2012) find board size positively relating to CSR disclosure in Malaysia. Empirical
findings by Arena et al., (2014) show a positive relationship between board size and environmental
rating. In contrast, studies by De Andres et al., (2005), Jensen (1993) and Lipton and Lorsch
(1992) show that large boards are seen as ineffective in terms of coordination, communication, and
decision-making and are possibly controlled by the CEO.
Said et al., (2009) found a weak association between board size and CSR disclosure. Michelon
and Parbonetti (2012), Amran et al., (2014) and Cheng and Courtenay (2006) did not find board
size to be a significant factor contributing to voluntary disclosure. According to Sadou et al.,
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(2017), from an agency theory perspective, having larger boards aids in reducing agency cost when
more socially responsible activities are undertaken, especially in times of crisis or regulatory
changes. Hence, from an agency perspective, the present study puts forth the hypothesis that:
H3 (c):

There is a positive association between board size and CSR disclosure.

2.5.9 Audit committee independence and CSR disclosure
The independence of the audit committee plays a key monitoring role in the governance
process (Carcello and Neal, 2003). This entails monitoring of financial and non-financial reporting
practices whilst at the same time, minimising information asymmetry between management and
stakeholders (Karamanou and Vafeas 2005). The independence of an audit committee is essential to
provide a strong monitoring mechanism whereby independent audit committee directors are able to
question management as and when they consider it necessary. An audit committee (AC) consisting
of independent directors is said to be an effective monitor of the financial accounting process
enhancing the financial reporting and disclosure quality in the financial reports (Forker, 1992; Ho
and Wong, 2001; Khan, Muttakin and Siddiqui, 2013). Furthermore, the presence of an audit
committee reduces information asymmetries between management and stakeholders and at the same
time, leads to a reduction in agency costs. Monitoring management’s discretion in financial
reporting provides stakeholders protection as well as provides credibility to the financial reports
(Lorca, Sánchez-Ballesta and García-Meca, 2011). Anderson, Mansi, and Reeb (2004) find that a
fully independent audit committee is associated with a significantly lower cost of debt financing.
Previous studies provide mixed empirical evidence regarding the association between audit
committee independence and disclosure (financial and non-financial). Using 100 UK firms, Li,
Mangena, and Pike (2012) find no evidence to support the relationship between audit committee
independence and intellectual capital disclosure. Similarly, Allegrini and Greco (2013) did not find
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any relationship between audit committee independence and general voluntary disclosure. Yang and
Krishnan (2005) too fail to find any significant relationship between audit committee independence
and earmings management
Creditors demand that the audit committee be more independent with an increase in the
company’s debt-to-assets ratio (leverage). Therefore, creditors require more monitoring of the
accounting reporting process to reflect on the reliability of the company’s financial reports (Klein,
2002). In contrast, findings by Anderson et al., (2004) and Klein (2002) show there is no association
between audit committee independence and demand from creditors for accounting information.
Khan, Muttakin, and Siddiqui (2013) find a positive relationship between audit committee
independence and CSR disclosures in Bangladesh, an emerging economy. A Malaysian study by
Said et al.,(2009) finds a positive and significance between audit committee independence and
extent of voluntary CSR disclosure. The Malaysian code of corporate governance (2012)
established that an audit committee should have at least three independent directors or more. This
research posits that if there is a presence of independent directors on the audit committee, more
reliable CSR information will be disclosed objectively in the annual reports (Akhtaruddin, Hossain,
Hossain and Yao, 2009; Forker, 1992; Khan, Muttakin and Siddiqui, 2013). This is important to
shareholders and stakeholders as in Malaysia, CSR information is not subject to statutory audits,
unlike in Australia, where it is a regulatory requirement under the corporate regulation. Hence, a
non-directional hypothesis is stated as follows:
H3 (d):

There is an association between an independent audit committee and CSR
disclosure.
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2.5.10 Ownership Structure and CSR disclosure
Van der Laan Smith, Adhikari, and Tondkar (2005) find that the national-level institutional
setting of ownership structure influencing the level of social disclosures (including environmental,
community, employee, and consumer issues). In this thesis, the institutional theory is utilized to
explain the effect of ownership structure on CSR disclosures in the Malaysian capital market. When
there is a diffusion of share ownership, agency theory suggests that companies will tend to disclose
more information to reduce their agency costs and information asymmetry (Jensen and
Meckling,1976). Prior empirical studies have investigated the relationship between corporate
disclosures and ownership concentration in Malaysia (Haniffa and Cooke, 2002; Mohd et al., 2006),
with a few studies specifically examining the impact of ownership concentration on the extent of
CSR disclosures (Mohd Ghazali, 2007).
Extending on ownership structure, Core, Holthausen, and Larcker (1999) show ownership
structure could be treated as a complement or substitute to board characteristics to influence the
level of disclosures. Institutional ownership is an essential element in CG as it has an impact on
reporting financial and non–financial information (Lin, Nauzer, and Haiyu, 2014). The current
study will examine the influence of institutional ownership, other institutional ownership, and
government ownership of shares on CSR disclosures in Malaysia. Prior empirical studies have
shown the relationship between corporate disclosures and ownership concentration in Malaysia
(Haniffa and Cooke, 2002; Mohd et al., 2006) but few studies have specifically examined the
impact of ownership concentration on the extent of CSR disclosures (Mohd Ghazali, 2007). Board
structure and high ownership concentration are not independent of each other (Bushman et al.,
2004). The ownership structure under study are government-institutional ownership, other nongovernmental instititional ownership, and political connections.
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2.5.11 Government institutional shareholders
Oh et al., (2011) classified institutional investors into three categories: institutional (pension
funds, banks, insurance companies, and securities firms), managerial (top management team) and
foreign ownership. In CG literature, institutional shareholders play a monitoring role by reducing
information asymmetry through higher levels of disclosure. More disclosures aid investors to assess
whether the performance of management meets their expectations. The monitoring role, under
agency theory, is achieved by institutional shareholders and block holders having a higher
proportion of ownership interest. The different kinds of ownership structures have different
preferences for CSR spending and engagement. They might be more interested in monitoring the
firms for better disclosure to make economic decisions as well as to discipline poorly performing
management (Kim, 2004; Birt, Bilson, Smith and Whaley, 2006). Therefore, having institutional
investors provides effective corporate governance as well as effective corporate monitors (Wahab et
al., 2008; Jensen and Meckling, 1976). Saleh, Zulkifli, and Muhamad (2011) suggest that Malaysian
companies investing in CSR initiatives improve not only their financial performance but also attract
institutional investors in the long run.
The disclosure literature views two theoretical arguments in relation to government
ownership and the level of corporate disclosure. The first argument is that where the government
holds a substantial portion of shares, these companies may be forced to provide additional
information in the annual reports as they must be seen to be legitimate (Mohd Ghazali and
Weetman, 2006). In contrast, the second argument provides empirical evidence that companies
with a high percentage of government ownership have low financial transparency (Bushman et
al., 2004). In the case of Malaysia, government-linked companies (GLCs) may not be motivated
to disclose more CSR information as they obtain most of their financing needs from the

76

government. Eng and Mak (2003) use government ownership as a proxy for institutional
shareholders. Graves and Waddock (1994) suggest that institutional investors perceive firms with
better governance, which is measured by increased corporate social performance, as having a
lower risk. Similar findings are reported by Bushee and Noe (2000), who find that firms that
provide more disclosure have greater institutional ownership. CSR disclosures reduce the nondiversifiable risk, i.e., information risk, arising from information asymmetry. In the US, Ajinkya,
Bhojraj, and Sengupta’s (1999) study also reveals that the ratings of corporate disclosure of firms
are positively associated with their institutional ownership.
The expectation that higher institutional or block ownership has a positive impact on
disclosure is supported by the findings of Eng and Mak (2003) and Lakhal (2005). In the case of
block ownership, Chau and Gray (2002), Luo et al. (2006), Huafang and Jianguo (2007) find that
the extent of outside block ownership is positively associated with voluntary disclosures.
Mustaruddin et al., (2010) study uses stakeholder theory to examine disclosure of CSR
activities as an independent variable and institutional ownership as the dependent variable of
PLCs in Malaysia. Their findings show that in order to encourage institutional investors,
companies will engage in CSR activities. The emergence of socially responsible investments
(SRI) has put pressure on institutional investors to consider CSR performance in their investment
selection decisions. The authors further highlight that in Malaysia, there is a lack of empirical
studies between the association between CSR disclosure and institutional ownership. Wahab et
al., (2007) study examined firstly, the level of compliance to the Malaysian Code of Corporate
Governance from 1999 to 2002. Secondly, institutional shareholders effect on corporate
governance and finally, the impact on stock performance. Wahab et al., (2007) research
constructed a corporate governance index as a dependent variable. The study found that only the

77

shareholdings of the Employees Provident Fund influenced corporate governance practices in
Malaysia. The findings also show that Bumiputera directors, a proxy for culture, positively
influence CG but not stock performance.
The Minority Shareholders Watchdog Group (MSWG) was founded with the objective of
protecting the interest of minority shareholders through shareholder activism and as an
independent research organization to advise and encourage good governance practices amongst
PLCs (How et al., 2014). A study by Abdul Jalil and Abdul Rahman (2010) show that the
MSWG members’ institutional shareholdings, especially Permodalan Nasional Berhad (PNB),
were effective in reducing earnings management behaviour. Wahab et al., (2007) Malaysian
study found there was a strong relationship between institutional activism, as ‘pressure
insensitive investors’ and heterogeneity of practices in CG. The evidence provided by the
researchers show that there was a positive association between shareholdings by Employees
Provident Fund (EPF) and the improvement in CG mechanisms with the introduction of MCCG.
Hence, they argue that EPF provides an effective monitoring role as a key institutional investor
which influences the level of CG disclosures. Unlike the study by Wahab et al., (2007), this
research will examine the impact MSWG, whose members include EPF, Lembaga Tabung
Angkatan Tentera (LTAT), PNB, Lembaga Tabung Haji (LTH), and National Social Security
Organization of Malaysia (SOCSO), on CSR disclosures. Few studies in Malaysia have
examined the role of the government in promoting CSR practices. Amran and Susela Devi
(2008) use institutional theory to provide empirical evidence of the government’s role to promote
and show their commitment to the CSR initiatives and policies under Agenda 21. Prior empirical
research had shown that government ownership relates positively to disclosures in Malaysia
(Mohd Ghazali, 2007; Amran and Devi, 2008). Said et al., (2009) find government ownership
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influences CSR disclosure. Wahab et al.,(2007) show having pressure insensitive investors gives
rise to effective CG practices. Pressure insensitive investors are institutional investors that do not
have any business relationship with a company, for example, pension funds and state-owned
institutional investors (Brickley et al., 1988). These insensitive institutional investors, due to
their long-term investment horizon, are able to establish an effective and sustainable relationship
with their investee companies, which increases their influence on management and enables them
to demand more CSR information to be disclosed (Neubaum and Zahra, 2006). According to
Graves and Waddock (1994), long-term institutional owners are more likely to invest in
companies that show good social performance as this results in a reduction in the long-run risk
and increase in returns. Hence, companies that have substantial shareholdings by the
government, as represented by the founders of the MSWG, will disclose more CSR information
to be seen as legitimate as well as complying with government initiatives in promoting CSR.
Saleh, Zulkifli, and Muhamad (2010) find limited studies have been carried out on the
relationship between CSR and institutional ownership in Malaysia. Accordingly, to better
understand the institutional setting in Malaysia, the study examines the role of MSWG as an
institutional shareholder in monitoring CSR activities and reporting. Therefore, the hypothesis
put forward is:
H4 (a): Ceteris paribus, there is a positive association between government institutional
ownership and CSR disclosure.

2.5.12 Non-government institutional investors and CSR disclosure
Institutional ownership has been classified as insensitive and sensitive investors in a study
by Aswadi Abdul Wahab and Abdul Rahman (2009). According to Saleh et al., (2010), in the
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Malaysian capital market, an investor, is represented by one of three major types of institutional
investors, namely, pension funds (insensitive investors), mutual funds and life insurance
companies. Sensitive institutional investors, such as insurance companies and other financial
intermediaries, have a business relationship with a company. Iatridis (2013) finds institutional
investors, in aggregate, increase environmental disclosures in Malaysia. Insensitive and sensitive
institutional investors are not homogenous in their investment strategies, monitoring techniques,
and targeted outcomes (Brickley et al., 1988). A further difference between insensitive and
sensitive institutional investors is in their time horizon heterogeneity and liquidity preferences.
Pension funds generally have longer investment horizon and, therefore, they engage in activities
that concentrate on long term investments by management while investment funds, mutual funds,
and insurance companies have a shorter time horizon (Bushee, 1998; Ryan and Schneider, 2002).
This short-termism of sensitive institutional investors, who are viewed as myopic investors, is
inconsistent with CSR objectives which are essentially long-term (Graves and Waddock, 1994).
Ryan and Schneider (2002) find that investment funds are less likely to engage in activities that
influence managerial decision-making. If these sensitive investors are in disagreement with
management, for example, with their governance practices, they will most probably dispose of
their shares in that company. Moreover, the focus of these short-term institutional investors is on
profit maximization rather than on CSR initiatives which are viewed as costly investments (Hu,
Zhu, Tucker and Hu, 2018).
Neubaum and Zahra (2006) find short term institutional investors are less likely to focus
on a firm’s social performance. On the other hand, Johnson and Greening (1999) and Cox et al.,
(2004) find no evidence of this. A recent study by Hu et al., (2018) show that short-term
institutional investors in China had no influence on a firm’s CSR disclosure. Their study is
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consistent with findings from developed countries such as findings by Johnson and Greening
(1999), Neubaum and Zahra (2006) and Cox et al., (2004).
The Securities Commission Malaysia (SCM) and the MSWG introduced the Malaysian
Code for Institutional Investors in 2014. The Code sets out six broad principles of effective
stewardship and monitoring by institutional investors (Othman and Borges, 2015). Principle 5 of
the Code states that institutional investors should incorporate CG and sustainability (social,
environmental, and governance) considerations into their investment decision-making process.
Subramaniam et al., (2016) study find non-governmental institutional blockholdings improve the
liquidity of shares traded on Bursa Malaysia. Said, Sulaiman, and Ahmad (2013) find that fund
managers incorporate environmental information into their decision-making. Based on these two
studies, the current study attempts to investigate whether sensitive institutional (i.e., nongovernment institutions) shareholders comprising mutual funds, securities firms, and insurance
companies increase social and environmental disclosures in Malaysia. Therefore, the hypothesis
put forward in the alternative form is:
H4 (b): Ceteris paribus, there is a positive association between non-governmental
institutional ownership and CSR disclosure.

2.5.13 Political connections and CSR disclosure
Malaysia is characterised by politically connected (POL_CON) companies and state
controlled banks (Mohd Ghazali and Weetman, 2006; Marzuki and Wahab, 2016). POL_CON is
identified by Johnson and Mitton (2003) and Gomez and Jomo (1999) as when a firm’s directors
or major shareholders have informal ties with key government officials. Adhikari, Derashid, and
Zhang (2006) observe that in developing economies, political connections are ‘relationship81

based’ or ‘cronyism-based’ rather than ‘market-based.’ Connections with the government
provide benefits to POL_CON companies, such as savings on local taxation (Adhikari et al.,
2006; Faccio, 2010) and privileged access to debt financing from government-controlled banks
(Fraser, Zhang, and Derashid, 2006; Fan et al., 2008; Li et al., 2008; Lin, Tan, Zhao and Karim,
2015). Hence, political connections can establish a resource or capability that enables
competitive advantage to be exercised over competitors (Saeed, Belghitar, and Clark, 2016).
Bliss and Gul (2012) show that relationship–based croynism based on informal ties between
companies and government can lead to easier access to debt capital where banks, as state owned,
will give preferential rates to POL_CON firms. In addition, through political connections, firms
have access to government grants, subsidies, reduced tax rates, or tax exemptions (Adhikari et
al., 2006; Zhang, 2017). From the perspective of resource based theory, political connections
give rise to resources. Wang (2015) indicates political connections aid in promoting company
performance and firm value due to preferential treatment by the government in providing
resources such as access to bank loans, subsidies, tax benefits, and waivers of non-tax levies.
Zhang (2017) examines the association between politically connected firms and corporate
environmental disclosure of polluting companies in China. The results indicate political
connections have a significant and positive influence on environmental disclosure. Cheng, Wang,
Keung, and Bai (2017) examine the relationship between POL_CON and corporate
environmental information disclosure of heavily polluted industries in China. Their results
indicate POL_CON companies encourage the reporting of more environmental information but
increase the quantity rather than the quality of environmental information. Li et al., (2015)
examine whether philanthropic and charitable giving decisions are based on political
connections. Their results indicate there is a positive and significant relationship between
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political connections and corporate philanthropy. In addition, the authors find that POL_CON
firms undertake other forms of social responsibility initiatives, such as hiring and creating more
employment in regions in China that face unemployment issues.
Drawing on Wang et al., (2018) and Zhang (2017) studies in China, this study posits that
to maintain political and organizational legitimacy with its stakeholders (Campbell, 2007; Delmas
and Toffel, 2005; Li et al., 2015; Wang and Qian, 2011) as well as to obtain resources controlled
by the government, these POL_CON companies will tend to invest more in CSR investments to
comply with government initiated public policies outlined in the Ninth and Tenth Malaysia Plans
as well as the New Economic Policy to maintain their reciprocity within the firm–government
relationship and government interference (Li et al., 2015). Adapting public policies initiated by the
Malaysian government and the introduction of the CSR Framework 2006 by Bursa Malaysia and
the Securities Commission, POL_CON companies can further build their reputation/image and
provide for better relations with the government and the regulators. Furthermore, POL_CON firms
get more attention from the government and society than non-POL_CON firms (Zhang, 2017).
The benefits of political connections discussed above aid POL_CON firms to invest in sustainable
product designs, new equipments, and environmentally friendly practices. This study attempts to
integrate relationship-based capitalism and institutional theory to analyze the relationship between
political connections and CSR disclosure. Therefore, in line with the discussion, the hypothesis set
forth is:
H4 (c): Ceteris paribus, there is a positive relationship between politically connected companies
and CSR disclosure.
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2.6 Moderating effects of CSR disclosure, media attention, and cost of debt
Media exposure determines the extent of a company’s visibility and scrutiny by the public,
imposing greater pressure on companies to be more accountable regarding their CSR activities,
policies and impacts on society (Brammer and Pavelin, 2008). Therefore, media attention can
contribute to differences in the extent of CSR disclosures. Media attention in this study is
measured as one, media news exposure and, two, winning of CSR awards. The communication of
CSR information through the news media will increase disclosure which in turn reduces
information asymmetry and enables dissemination of value relevant information to stakeholders
which then influences the cost of debt financing. The study posits that the announcement of CSR
awards via the news media positively affects CSR disclosure. Accordingly, media attention will
interact with CSR disclosure to influence the perceptions of stakeholders. These perceptions will
reflect on the risks profile the firm and the cost of debt capital.
2.6.1 Corporate social reporting and cost debt
The increase in CSR reporting practices, both locally and internationally, had recently
spurred interest in research on the relationship between CSR and financial performance. One of
the key benefits of increasing disclosure levels is the reduction in the cost of capital. To date, this
line of research has produced mixed findings on the CSR effect. For example, Jiao (2010) and
Renneboog et al., (2008) conclude whether CSR is priced by capital markets. Ghosh and Moon
(2010) argue that from a contracting debt perspective, a positive association exists between debt
and the quality of reported earnings as debt holders demand more information, such as earnings to
assess the creditworthiness of borrowers. In addition, the authors note that private debt is more
effective as a monitoring device compared to public debt. Their findings further show that
creditors such as stakeholders, demand more information of a company’s CSR activities to assess
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their environmental liabilities, and this may lead to a loss of reputation arising from any
environmental concerns. The study by Jung, Herbohn, and Clarkson (2018) show a positive and
significant association between the cost of debt and carbon risk, indicating that lenders incorporate
environmental concerns into their lending decisions.
The study by El Ghoul et al., (2011) examines the relationship between CSR and the ex
ante cost of equity in the United States. Their results show that firms with higher CSR scores had
a lower cost of equity capital. In the US, Botosan’s (1997) study shows the existence of a
relationship between voluntary disclosure level and the cost of equity for manufacturing firms.
However, Botosan (1997) did not find the expected inverse relationship between voluntary
disclosures and lower cost of equity in the United States, partly because of the role played by the
analyst in disseminating company information. In contrast, Dhaliwal et al., (2011) study examined
the relationship between standalone CSR reports and cost of equity capital. Standalone CSR
reports are voluntary. They show that companies with a high cost of equity capital in the previous
year, initiate disclosure of their CSR activities in the current year in the form of stand-alone CSR
reports. In addition, their results also show that firms with good CSR performance attract
institutional shareholders, analyst coverage, and evidence of a reduction in the cost of equity.
Embong et al., (2012) Malaysian study shows that there is a significant negative
relationship between disclosure and cost of equity when the moderating variable is size, proxy by
market value. Their study considered disclosures from annual reports consisting of CSR, future
predictions (forward looking), firm’s vision and mission statement, etc. Iatridis’s (2013) study of
Malaysian PLCs examines the relationship between environmental disclosures and
environmental performance using agency theory. Their focus was on the financial attributes of
companies such as size, capital financing, profitability, and capital spending. Their results
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highlight that effective corporate governance, especially managerial and institutional ownership,
influence environmental disclosures. Yusoff et al., (2006) suggest that there may be no obvious
link between environmental disclosure and economic benefit as disclosure practices in Malaysia
are driven by social concerns rather than profit maximisation. A Malaysian study by Zakaria,
Purhanudin, Pin, and Soon (2016) shows agency cost reduces when assets are acquired by debt
finance. The authors suggest that debt holders tend to exercise their legal rights to receive cash
(interest and principal) rather than reduce agency conflicts between managers and shareholders.
In general, the studies seem to suggest that these environmental disclosures are value
relevant to investors and other stakeholders who will evaluate a company’s business risks which
will aid in reducing agency costs and information asymmetry. Further, Smith et al., (2007) study
examines the relationship between corporate characteristics and environmental disclosures in
annual reports of Malaysian companies. The corporate characteristics studied by them were
industry membership, financial performance, share price fluctuations, political cost proxies,
information costs, and debt. Their sample consisted of 40 companies, and the data examined was
for the year 2002. Their results show an inverse relationship between disclosure and profitability
(measured as ROA and ROE).
2.6.2 Media attention and cost of debt
Deegan and Rankin (1996) find that when there are no legal obligations on CSR reporting,
companies are likely to disclose good news which are favourable to themselves. Anas et al.,
(2015) Malaysian study find that under the CSR Framework 2006, more disclosures were made
relating to the community and environmental headings rather than on marketplace and workplace.
The government uses media coverage to promote public awareness of CSR and sustainability to
encourage timely implementation of the national CSR initiatives and policies addressed in the
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Malaysia Plans, Silver Book, and CSR Framework 2006. Anuforo et al., (2018) state that CSR
disclosure is influenced by awareness and perception. The Star, an English language newspaper,
plays a leading role in promoting sustainability in Malaysia. The Institute of Corporate
Responsibility (ICR) Malaysia collaborated with The Star newspaper to launch the StarBliz-ICR
Awards. Further, The Edge, which is a premier business and investment weekly publication in
Malaysia, introduced the Billion Ringgit Club (BRC) in 2010, with the aim of awarding
recognition to qualifying PLCs for their outstanding exemplary financial performance and CSR
initiatives. The BRC members made up 17% of the total number of companies listed in Bursa
Malaysia, with a market capitalization of 88% (The Edge Malaysia, July 12, 2010). The BRC
awards were introduced in line with the NEM and Tenth Malaysia Plan to encourage competition,
innovation, and economic growth. Arena et al., (2018) note that voluntary incentives such as CSR
awards encourage CSR reporting in Asian countries.
Using the media agenda setting and stakeholders’ theories, the stakeholders’ perception is
influenced by media news which subsequently influences the firm’s reputation and firm value
(Wartick, 1992; Watson, 2011). CSR information can be used as a strategic tool by companies to
meet societal expectations (Dowling and Pfeffer, 1975; Hunter, Van Wassenhove, Besiou and Van
Halderen, 2013) or as a mechanism to mitigate the exposure to media and public pressures
(Brammer and Pavelin, 2008; Patten, 1991). Media attention refers to the awareness of a particular
object, in this case, a firm, by the media (Kiousis, 2004; Manheim, 1986), based on the number of
stories or space dedicated to topics in newspapers and television news (Kiousis, 2004). This study
defines media attention as media exposure and CSR awards. Media exposure refers to the number
of press articles relating to an individual company’s CSR activities, both positive and negative in
the business press. Budi and Veronica (2018) use media exposure as a control variable to examine
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the effect on environmental disclosure in Indonesia, an emerging economy. They find there is a
significant positive effect on corporate environmental disclosure. Anuforo et al., (2018) find that
when stakeholders perceive companies as not showing good CSR practices and policies, these
companies face reputational and financial risks. For example, Nike and Coke shares slumped for
failing to deliver upon their CSR promises (Watson and Monterio, 2011). Campbell (2007), using
institutional theory, explains the role of media to monitor firm behaviour and corporate
governance. According to Deephouse (2000), agenda-setting theory examines the media’s
influence on the social construction of reality (Roberts, 1992), based on unobtrusive and obtrusive
events. The effect of media agenda setting is strong in relation to unobtrusive events rather than
obtrusive events (Ader, 1995; Zucker, 1978). Press media reporting of good and bad events/news
relating to an individual firm acts as a proxy for timeliness of disclosure of information. Media
reporting of good (or bad) news can influence the liquidity of shares, leading to a reduction in
information asymmetry between insiders and outsiders (Kothari et al., 2009). Non-financial
information such as firms’ CSR activities are widely covered by the media and hence, are less
vulnerable to manipulation than financial data.
Wartick (1992) defines corporate reputation as an aggregation of a single stakeholder’s
perception of how well an organization responds to meeting the demands and expectations of
many of its stakeholders. Reputation is considered as an important intangible asset to a firm
(Toms, 2002). As a result, social reputation contributes to a firm’s competiveness, performance
and market value as the firm’s reputation is an intangible asset that is difficult to replicate by other
companies (Fombrun, 1996). The extent of a firm’s CSR disclosure and firm’s reputation are seen
as forms of information risks. Merton’s (1987) analysis of how information is transmitted is
shown as follows:
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(a) signaling by the firm through communication through a firm’s disclosures;
(b) coverage by the media and analysts; and
(c) reception by investors and stakeholders.
Abdullah and Abdul Aziz (2013) study based on the dual-process model of corporate identity
initiated by David et al., (2005) distinguish between public relations and corporate communication
of CSR practices in Malaysia. The authors find that practices of corporate philanthropy and
donations are non-strategic as they do not contribute to the organisation’s goals. In corporate
communication literature, CSR practices that emphasize stakeholder engagement are considered
strategic. Their findings suggest CSR initiatives have a positive and significant effect on culture
and reputation. In contrast, the authors find no direct effect between legitimacy and reputation.
However, they note that legitimacy and reputation have a complementary relationship that is based
on the notion of accountability. Deephouse and Carter (2005) differentiate between legitimacy and
reputation. Legitimacy focuses on a social acceptance that arises from complying with social
norms and expectations, whilst reputation stresses comparisons among firms. Therefore, winning
CSR awards contributes towards competiveness and innovative capabilities which subsequently
improve their financial performance. According to Deephouse and Carter (2005), better financial
performance increases their reputation but does not increase their legitimacy.
Dhaliwal et al., (2012) show high CSR firms tend to disclose more information, as these
firms want to project their positive image as a responsible corporate citizen to investors and other
stakeholders. Industries that are classified as environmentally sensitive tend to produce high
externalities. Therefore, they are motivated to disclose more CSR information in order to appear
legitimate to society (Deegan et al., 2002). The social impact hypothesis states satisfying
stakeholders increases a firm’s reputation and financial performance (Roberts and Dowling, 2002).

89

Studies have been undertaken in developed capital markets to examine the relationship between
CSR disclosure, reputation, and stock returns. Antunovich and Laster’s (2000) study highlights
that those companies listed in the US Fortune magazine as “America’s Most Admired Companies”
show abnormal returns.
Stakeholders use environmental ratings to make decisions about investments, consumer
purchases, and political activism such as lobbying and boycotting of products by consumers and
society. Lu, Abeysekera, and Cortese (2015) using legitimacy and stakeholder theories, find a
positive association between CSR reporting quality and corporate social reputation in China.
Furthermore, the findings indicate CEO/chairman duality has a negative effect on corporate
social reputation. Winning CSR awards show a firm’s commitment to their stakeholders (e.g.,
shareholders and creditors) and society. These stakeholders control resources that are necessary
for their operations and survival or are involved in the assessment of their social reputation (Liu
et al., (2015).
According to legitimacy theory, corporate reputation is improved as a result of the
legitimation process. Winning CSR awards are seen as a process of legitimation with
stakeholders. Nguyen and Leblanc (2001) argue corporate image and corporate reputation are
considered as the global outcomes of the process of legitimation. Winning awards represents
transparency in CSR reporting, which translates to reputational building and organizational
commitment, resulting in a reduction in the cost of capital. Al-Tuwaijri, Christensen, and
Hughes (2004) describe this as ‘accountability’ to mean public scrutiny of both the company’s
environmental performance and its public disclosure of that performance. The authors further
note that corporate environmental accountability influences both a company’s profitability and
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the value of its equity. The quality of financial reporting impacts both cost of equity and debt
(Francis et al., 2005).
Shleifer and Vishny (1997) suggest that financing through reputation-building is a form of
investor/creditor protection. The argument put forward is that higher levels of disclosure and
winning CSR awards help build this reputation (Armitage and Marston, 2008). In Malaysia, The
Star newspaper takes a prominent role in promoting and monitoring CSR activities in the private
sector. Winning awards are perceived by stakeholders as a form of legitimacy and accountability
(Ettenson and Knowles, 2008; Al-Tuwaijri et al., 2004). As a consequence, reputation acts to
reduce the risk of doing business with the firm in terms of transaction cost as it is easier to raise
finance in the form of equity and debt (Diamond, 1991). Further, winning awards aids in
improving the competitiveness of companies in terms of allocation of resources by investors,
locally and globally (Bebbington, Larrinaga and Moneva, 2008). Bursa Malaysia initiated the
2008 National Annual Corporate Report Awards (NACRA) which included a specific category
for CSR reporting. NACRA is Malaysia’s most esteemed award in recognition of excellence in
annual corporate reporting, and is initiated by Bursa Malaysia, Malaysian Institute of
Accountants (MIA), Malaysian Institute of Management (MIM) and the Malaysian Institute of
Certified Public Accountants (MICPA). Since 2007, there has been other CSR awards being
promoted by the private sector and the accounting profession, namely “The Prime Minister’s
CSR Awards” and the “StarBiz – ICR Malaysia Awards
Budi and Veronica (2018) note that companies tend to increase their disclosure levels to
maintain legitimacy when faced with media exposure. This study takes the view that winning
CSR awards enables a firm to take advantage of the incentives given under the Ninth and Tenth
Malaysia Plans. Winning makes it be less difficult to obtain debt finance. Patten (2002)
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distinguishes between litigation related and non-litigation related environmental disclosure. The
author states that litigation related disclosures are more mandated whether by law, regulations, or
financial reporting standards.
Following the findings of Dhaliwal et al., (2012) that Malaysia does not have any
mandatory CSR laws, the study posits that media exposure acts as a communication channel as
well as a monitoring device by which mandated issues are brought to light. Embong et al., (2012)
suggest that more research needs to be undertaken in Asia as the differences in the information
environment as well as ownership structure may offer perspectives that differ from studies
conducted in developed countries such as the United States. The role of the media in Malaysia is
not only to disseminate information but also to act as educators to build awareness towards
governmental CSR policies and initiatives.
Agency conflicts may exist between managers and creditors, for example highly
leveraged firms tend to incur higher agency and monitoring costs due to higher business risks
(Myers and Majluf, 1984, Jensen and Meckling, 1976). As a result, debt holders require a higher
risk premium that is translated into higher debt costs. Consequently, these highly leveraged firms
will disclose more voluntary disclosures to meet the demands of creditors. Sengupta’s (1998)
paper provides evidence that firms with high disclosure ratings from financial analysts have the
benefit of a lower effective interest rate. Empirical studies by Anderson et al., (2004) and Piot
and Missonier-Piera (2009) show an inverse relationship between cost of debt and board
independence.
Goss and Roberts (2011) examine the link between corporate social responsibility (CSR)
and bank debt of US companies. From the perceptive of corporate governance, banks act as
stakeholders and are considered as monitors of the company. They further add that lenders tend
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to allocate more weight to CSR concerns due to the absence of security and reduction of risk.
Relationship lending based on the reputation of a firm can influence the rate of interest to be
charged on borrowings. Disclosures tend to lower the cost of debt due to the reduction of
information asymmetry (Amihud and Mendelson 1986; Verrecchia 1983). Dhaliwal et al., (2012)
show that the issuance of stand-alone CSR reports are associated with higher analyst earnings
forecast accuracy. In addition, Dhaliwal, Li, Tsang, and Yang (2011) results show that firms with
a high cost of equity capital in the previous year, tend to initiate disclosure of CSR activities in
the current year and, therefore, subsequently enjoy a reduction in cost of equity capital.
However, a study by El Ghoul et al., (2011) reveal that increased CSR activities result in a
decrease in the cost of equity. Embong et al., (2012) empirical findings show there is a
significant negative relationship between disclosure and cost of equity when the moderating
variable is size, proxy by market value.
The reputation of a firm conveys to stakeholders regarding its financial transparency,
effective corporate governance, and the implementation of risk management systems, etc.
(Rajan, 1992).

Dummett (2006) found that fear of governmental legislative policies and

investors’ information needs in capital markets were the main motivation for Australian and
European companies to initiate CSR activities. The long-term advantage of timely disclosures by
a firm is reflected in their reduction of information asymmetry and lowering the cost of capital
(Botosan, 1997; Diamond et al., 1991; Leuz et al., 2000). This reduction in information
asymmetry and contracting costs is in line with bonding and monitoring mechanisms, as
suggested by Jensen and Meckling (1976) and Botosan, (1997). Therefore, this study focuses on
debt for the following reasons: first, debt as being important to the development of the Malaysian
economy under the Tenth Malaysian Plan; second, the extent of CSR information disclosure is
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essential for the working of the capital markets as stakeholders perceive this to be value relevant
for their decision-making.
While it is true that individual stakeholders utilize the information that is publicly
available, media exposure and announcement of winners act as monitoring mechanisms to
disseminate information to reduce information asymmetry and aid stakeholders to access an
organisation’s legitimacy. By establishing legitimacy, the fear that there may be new regulatory
policies/laws being introduced will be reduced (Brammer and Pavelin, 2006). The announcement
of companies winning CSR awards act to signal to shareholders and other stakeholders a positive
perception of the company that will increase their reputation in the capital market. This
heightened reputation will, in turn, influence the cost of equity and debt (Connelly, Certo,
Ireland, and Reutzel, 2010; Wartick, 1992). Hence, reporting CSR practices and strategies
reduces a firm’s operational and non-financial risks, subsequently reducing the cost of debt. This
reduction in the cost of debt will encourage companies to increase their investment in assets that
will lead to future growth of the company (Ye and Zhang, 2011). Stakeholders, for example,
banks and the government, expect PLCs to comply with the CSR initiatives and policies in the
Ninth and Tenth Malaysia Plans. Banks act as intermediary monitors of CG in Malaysia as these
stakeholders provide the primary funding for the CSR initiatives and strategies in the Ninth and
Tenth Malaysian Plans. Several studies have highlighted that reporting CSR activities and efforts
had a positive impact on stakeholders’ perception of a company’s CSR performance, firm value
and firm risk, which ultimately effects its profitability, cost of capital and share price (Gray et al.,
1995; Ghoul et al., 2011). Prior studies in developed countries had examined the direct
relationship between the cost of debt and a company’s CSR performance using agency theory
and information asymmetry (Dhaliwal et al., 2011; Ghoul et al., 2011). Therefore, the hypothesis
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set forth is based on the assumption that the announcement of CSR award winners and media
exposure have signaling and legitimizing effects in the capital market. The argument put forth is
that with more media attention, (both winning awards and media exposure), a company will be
motivated to increase their CSR disclosures, leading to a reduction in information asymmetry
and consequently leading to a lower cost of debt (Zyglidopoulos et al., 2012). Therefore, a
directional hypothesis is stated as follows:
H5(a):

In the moderated relationship between media exposure and CSR disclosure, there
is a negative relationship between CSR disclosure and cost of debt financing.

H5(b):

In the moderated relationship between CSR awards and CSR disclosure, there is
a negative relationship between CSR disclosure and cost of debt financing.

2.7 Mediating role of MBA degree holders, CSR disclosure and cost of debt
Creditors are considered both as a monitoring mechanism as well as a stakeholder group
with a long term interest in a company. Using both upper echelon and stakeholder theories for
hypothesizing the underlying relationship between CEO with a MBA education and CSR
disclosure unlike, Hernandez (2012), this study investigates the mediating effect of CSR
disclosures on upper echelons’ having a MBA degree on the cost of debt. The relationship
between CSR disclosure and financial performance shows mixed results in developed countries
(Crane et al., 2008). In a study by Margolis et al., (2007), they find a weak association between
corporate social performance and financial performance. On the other hand, Renneboog et al.,
(2008) find no significant association between social performance and financial performance.
Disclosing more social and environmental information will result in enhancing a
company’s reputation and its legitimacy amongst its stakeholders (Bansal and Clelland, 2004).
CEOs who are highly educated tend to be less risk averse, more responsive to new ideas, and
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seek new investment opportunities (Barker and Mueller, 2002). Bertrand and Schoar (2003) find
companies with CEOs having MBA degrees tend to expend more on capital expenditures and
have higher debts. Similarly, Rakhmayil and Yuce (2009) find that highly educated upper
echelons have a positive and significant relationship to financial leverage. Therefore, these
studies seem to suggest that highly educated CEOs take advantage of debt financing.
Following Saleh, Zulkifli, and Muhamad (2011) and Roberts (1992) studies, companies
depending on debt financing to fund their CSR initiatives and practices will expect management
to respond to creditors’ expectations concerning their CSR commitments to society. Malaysian
studies by Yee, Devi, and Khin (2011) and Devi and Wong (2010) note there is a lack of
research on top managers’ attitudes towards the reporting process. Hernandez (2012) and Ting,
Azizan, and Kweh (2015) show that higher the level of CEO’s education, higher the debt level.
Hence, this study posits that CEOs with MBA degrees will invest in CSR initiatives such as
green technology, environmental management systems and on research and development relating
to the development of environmentally friendly products (Li and Tang, 2010). Hence, by
investing in sustainable projects, a company will improve its CSR performance, enhance its
reputation with its customers and suppliers for environmentally friendly products, and achieve
competitive advantage. Therefore, based on the above argument that highly educated CEOs will
be more capable and aware of the impact of stakeholder perceptions on the firm, the argument
put forth is that the company will respond by engaging in CSR activities.
Chiang, Li-Jen, and Cang-Fu (2015) explore the role of CSR by examining the
relationship between CSR, corporate governance, and the quality of financial reports. Their
empirical results indicate CSR is a mediating variable that reduces the direct effects of corporate
governance board structure on financial report quality. According to Jain and Jamali (2016),
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upper echelons with MBA degrees are considered more proactive in relation to CSR disclosures
than those with a legal background, who tend to be more motivated towards compliance-based
CSR. Upper echelon’s educational backgrounds can influence the decision as to whether to
disclose or not. In this thesis, the argument put forth is that upper echelons with MBA degrees
treat CSR disclosures, both social and environmental, as a strategic choice to improve their
reputational capital and organizational legitimacy amongst their shareholders and stakeholders
(Lewis, Walls, and Dowell, 2013; Finkelstein et al., 2009; Toms, 2002).
The study posits that the cognitive values of a CEO having a MBA education will seek
organisational legitimacy through the extent of the firm’s CSR disclosures (Gottesman and
Morey, 2010). Lai and Liu (2018) study examined the relationship between top management
team (TMT) characteristics and corporate investment decisions in Taiwan. Their study considers
TMT holding MBA degrees and note that the knowledge and educational level of a TMT team
indicates the quality of the management in their investment policies. Furthermore, the authors
find evidence that TMTs with higher levels of education are more capable of identifying and
investing in positive NPV investments that mitigated the overinvestment problem. Their findings
also show that a well-educated management team can positively impact company reputation
which will reduce information asymmetry, resulting in lowering financial constraints. Unlike Lai
and Liu (2018), whose study is based on top management teams, this study examines the effect
of individual CEO with a MBA degrees, on the cost of debt. Bertrand and Schoar (2003) show
CEOs with MBAs are more aggressive, invest in higher levels of capital expenditure, and hold
more debt.
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Figure 2.1. Relationship of upper echelons with MBA degrees and cost of debt

Figure 2.1 shows the theoretical relationship between a CEO with a MBA degree and cost of
debt financing through CSR disclosure. The study puts forth, using upper echelon and legitimacy
theories, that CEOs with MBA degrees disclose more CSR information to obtain legitimacy with
their creditors as a strategic choice. This research is motivated by Gottesman and Morey, (2010)
study that explored the relationship between CEOs educational background, i.e., whether CEOs
holding undergraduate degrees in law, liberal arts or holding MBA degrees and financial
performance, measured as Tobin’s Q in the United States. The authors did not find any
significant direct relationship with CEO's educational background and the company’s financial
performance. In contrast, Bhagat et al., (2010) find CEOs having MBA degrees performed much
better than those without one. Similarly, Darmadi (2013) examined the CEOs’ educational
qualifications on the financial performance of Indonesian listed companies. The author found
that CEOs with MBA degrees had a positive influence on firm performance, measured as
Tobin’s Q. Drawing on the above discussions, CEOs with MBA degrees could have an impact
on firm performance, measured in this study as the cost of debt. In other words, a mediating
effect may exist between a CEO with a MBA degree and the cost of debt. Therefore, the
following hypothesis is formulated:
H6:

In the mediated relationship between upper echelons having a Master’s in Business
Administration (MBA) and cost of debt, CSR disclosures act as a mediator to influence
the cost of debt.

98

2.8 Gaps in the literature review
This chapter reviewed the theories relating to CSR disclosure and the relevant literature
regarding this research. The main conceptual points that emanate from this review are that in
spite of extensive research that examines CSR disclosure and incentives for reporting CSR
activities, the upper echelons’ role in financial reporting, media news exposure, and CSR awards,
is still relatively under researched in the context of a developing country. This study makes
several important contributions to CSR disclosure literature. First, it considers the link between
CEOs (using upper echelon theory) of a company, corporate governance (using agency theory)
and CSR disclosure (using media agenda setting, stakeholder and legitimacy theories) as drivers
of the company’s accountability and responsibility to its stakeholders. Cheung, Tan et al., (2010)
observe that in the Asian equity markets, which are different from the West, the markets are
characterized by a lack of transparency.
Mohd Ghazali (2007) show that there are variations among larger and actively trading
companies in Malaysia in relation to the level of social activities disclosed in their annual
reports. Based on these findings, this study more specifically examines the association between
CSR disclosure, corporate governance, media attention and cost of debt financing in a
developing country like Malaysia which remains largely unexplained. Malaysian studies have
investigated the association between disclosure and financial performance measured as return on
equity, earnings per share and Tobin’s Q (Haniffa and Cooke, 2002; Nahar Abdullah, 2004) but
not cost of debt. In Malaysia, the CSR Framework 2006 acts as a guide to provide flexibility to
companies in their CSR reporting rather than the “one size fits all” approach. This suggests that
the Framework does not guarantee companies will engage in value added CSR activities and
disclose all their activities, whether positive or negative in their annual reports. In Malaysia,
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studies on culture show ethnicity and religion as factors influencing CSR activities and
disclosure (Haniffa and Cooke, 2005, 2002; Ramasamy et al., 2007; Saleh, Zulkifli, and
Muhamad, 2010). The present study fills the gap in the CSR disclosure literature by adopting the
upper echelon theory by Hambrick and Mason (1984) to examine whether the observable
attributes of CEOs’ educational level and tenure influence CSR disclosures in Malaysia. The
premise of upper echelon theory that the visible demographics of CEOs such as education,
tenure, and age act as proxies for their psychological constructs comprising their personal values,
cognitive thinking processes, and perceptions. The interplay between these psychological
constructs and attributes of CEOs arises due to bounded rationality (Hambrick, 2007). Therefore,
the study posits that CEOs with a MBA education will seek organisational legitimacy through
more CSR disclosures (Gottesman and Morey, 2010). The attributes of CEOs may explain the
differences in the attitudes or perceptions towards social and environmental issues in Malaysia.
Drawing on the policy and incentives given in the Ninth and Tenth Malaysian Plans, the present
study attempts to use the internal contextual factors identified by Adams (2002) and upper
echelon demographics to investigate the factors contributing to CSR reporting in Malaysia, as a
tool in communicating social and environmental information in the annual reports of Malaysian
companies.
Second, Malaysian studies have not considered the role of the creditors as stakeholders,
news media, and MSWG as institutions and monitors of CSR reporting in the capital market to
reduce information asymmetry. Dhaliwal et al., (2012) study focused on CSR standalone reports,
and non-financial information of US companies. Their study did not consider the quality of CSR
disclosure in the published standalone reports (Bernardi and Stark, 2016). Furthermore, their
study classified Malaysia as a non-stakeholder oriented country due to the lack of laws and
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regulations regarding CSR reporting. Drawing from Chan, Watson, and Woodliff (2014) study,
the present study extends the role played by creditors and the government in Malaysia as: first;
creditors provide financing for capital projects under the National Development goals set out in
the Ninth and Tenth Malaysia Plans. Second, Malaysia provides a good setting to study the
relationship between CSR reporting and the cost of debt as the government plays a significant
role in promoting and encouraging CSR investments. Third, to understand whether the creation
of the BRC club by The Edge newspaper, Malaysia's leading business and investment weekly in
partnership with Bursa Malaysia, OCBC Bank (Malaysia) Bhd and Audemars Piguet and
Mercedes-Benz Malaysia Sdn Bhd and initiation of CSR awards have on the capital market.
Rowley and Berman (2000) proposed that moderators and mediators should be included
to understand the link between CSR and financial performance. Moreover, Zhu, Sun, and Leung
(2014) highlight that not much research has been undertaken to examine the intermediate process
of linking CSR and firm performance as well as firm reputation (Lai et al., 2010). The
government’s role in promoting PLCs to adopt its CSR initiatives and policies in the Tenth
Malaysia Plan by creating awareness through the media makes the news media a powerful
stakeholder and agenda setter influencing CSR practices and disclosure. Arena, Liong, and
Vourvachis (2018) and Haniffa and Cooke (2005) studies find that CSR awards, as institutional
incentives, relate to higher CSR disclosures. Anas, Abdul Rashid, and Annuar (2015) results
show the importance of awards on CSR disclosure practices of Malaysian PLCs. Cheung et al.,
(2010) study that found, except for Malaysia, there was a positive and significant association
between CSR and market valuation (measured as Tobin’s Q and market-to-book ratio) in Asian
emerging economies. Filbeck and Gorman (2004) find that there is a positive relationship
between the timing of an environmental award announcement and financial performance. Media

101

exposure and winning CSR awards act as signaling channels to creditors and other stakeholders
of the level of commitment shown by a firm regarding its corporate social responsibilities to
create a perception that the company is a good corporate citizen. The building of this reputation
results in a lower cost of equity and debt capital (Fombrun and Shanley, 1990). This study
attempts to utilize media agenda setting and legitimacy theories, to fill the gap in the CSR
literature by examining the moderating effect of media exposure and CSR awards on the cost of
debt.
Prior literature investigated the direct relationship between CEO with a MBA education
and CSR disclosure (Huang, 2013; Lewis et al., 2013) and not how it may impact firm
performance. Companies that show more accountability and transparency through their CSR
disclosure bring benefits such as improving their competitive advantage, reputation, and firm
performance. Stakeholders find these disclosures value relevant for their decision-making.
Therefore, this study attempts to fill the literature gap on decision usefulness theory by
investigating the mediation (indirect) effect of CEOs with MBA degrees and CSR disclosure on
the cost of debt.
2.9 Summary of Hypotheses developed for the present study
The following hypotheses are developed for the current research:
H1 (a): There is a negative relationship between upper echelons with science degree and CSR
disclosure.
H1 (b): There is a positive relationship between upper echelons holding MBA degrees and
CSR disclosure.
H1 (c): There is a positive relationship between upper echelons’ tenure and CSR disclosure.
H2 (a): Certeris paribus, there is a positive association between creditors’ power and
CSR disclosure.
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H2 (b): Certeris paribus, upper echelons holding MBA degrees will moderate the relationship
between CSR disclosure and creditors’ power
H3 (a): There is an association between board independence and CSR disclosure.
H3 (b): There is a positive association between frequencies of board meetings and CSR
disclosure.
H3 (c): There is a positive association between board size and CSR disclosure.
H3 (d): There is a positive association between an independent audit committee and CSR
disclosure.

H4 (a): Ceteris paribus, there is a positive association between government institutional
ownership and CSR disclosure.
H4 (b): Ceteris paribus, there is an association between non-governmental institutional ownership
and CSR disclosure.
H4 (c): Ceteris paribus, there is a positive relationship between politically connected companies
and CSR disclosure.
H5(a): In the moderated relationship between media exposure and CSR disclosure, there is a
negative relationship between CSR disclosure and cost of debt financing.
H5(b): In the moderated relationship between CSR awards and CSR disclosure, there is a
negative relationship between CSR disclosure and cost of debt financing.
H6: In the mediated relationship between upper echelons having a MBA degree and cost of debt,
CSR disclosures act as a mediator to influence the cost of debt.
2.10 Summary of the chapter
This chapter has focused on the review of previous studies, identified theories on CSR, and
developed hypotheses relating to both determinants and consequences of CSR disclosures which
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provides a basis to undertake the empirical study as per the hypothesis formulated in Section 2.9.
The conceptual model of the study is based on these theories of disclosure, as shown in Figure 2.2.

Figure 2.2 Conceptual Framework of the study

Figure 2.2 shows the first stage of analysis by examing the direct effect of the factors that influence
CSR disclosures, namely: upper echelon demographics, corporate governance, and ownership
structure. It also serves to help analyze media attention as a moderating variable between CSR
disclosure and cost of debt capital. Furthermore, Figure 2.2 illustrates the rationale for examining
CSR disclosures as a mediating variable to study the disclosure effects of CEO characteristics of
MBA education on the cost of debt. If these initiatives are seen to add value to investors and other
stakeholders, they will have strategic implications for a company’s cost of capital. To address these
gaps, Chapter 3 explains the research design and the hypotheses development and draws on the
disclosure theories discussed above.
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CHAPTER 3
RESEARCH METHODOLOGY
3.1 Introduction
The previous chapter reviewed the literature of the antecedents influencing the dependent
variable, CSR disclosure. In the second stage of the analysis, review of the literature on media
attention and CSR awards was undertaken. Finally, in the third stage, the rationale for the
indirect effect (mediating) of CEOs with MBA degrees (UPP_MBA), and CSR disclosure on the
cost of debt (CoD_INT) was made. In addition, Chapter 2 presented the theoretical framework
and hypotheses development of the current study. This chapter presents the details of the
research philosophy and methodology to be adopted further explained. Accordingly, hypotheses
are formulated to predict the association between the two outcome variables, CSR disclosure,
and cost of debt financing. In addition, the moderation effect of media exposure and CSR awards
on CSR disclosure is examined and finally, the indirect relationship of CSR disclosure on upper
echelon having a MBA degree and cost of debt is also investigated. Sections 3.1-3.4 present the
relationship between the variables of interest and the theories used, population and sample
selection, while Section 3.5 shows the data sources used in this study. Furthermore, Sections 3.63.11show the research methodology to be adopted in the research. Sections 3.12–3.16 presents
the methodology used in the coding of the CSR instrument. Research models are then presented
in sections 3.17 to sections 3.18, while section 3.19 provides the definitions and measurement of
variables used in the study. Section 3.20 provides a summary of this chapter.
Table 3.1 explains the independent variables and theories used to examine the research
objectives of the present study. The study is analyzed in three stages, as shown in the theoretical
framework shown in Figure 2.2 in Chapter 2.
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Table 3.1 Theories linked to corporate social responsibility and the cost of debt.
Hypothesis Underlying theoretical

Independent/Dependent variables

proposition
1

Upper Echelon

Demographics of upper echelon

2

Agency/Institutional

Corporate governance mechanisms

3

Agency/Institutional

Ownership structure

4

Stakeholder/Legitimacy

CSR Disclosure

5

Stakeholder

Media exposure and CSR awards proxy

Theory/Media Agenda

for reputation

Setting
6

Agency/ Stakeholder

Cost of debt

3.2. Research Paradigm and Philosophy
The philosophy of the research process used in this research is based on the following
perspectives:
a) Ontology belief deals with the nature of social reality that is “how things really are” and “how
things work.” The ontological position taken in this study is that of realism (Guba and Lincoln,
1994; Morgan and Smircich, 1980) which means that the phenomena that is being investigation
can be objectively measured, i.e., CSR disclosure and cost of debt financing. The ontology
assumption made in this research is that an objective reality exists in the social world which is
independent of any human involvement and can be ascertained rather than subjectively
constructed (Morgan and Smircich, 1980).
b) Epistemology is concerned with how knowledge of social reality is created (Blaikie, 2007).
The epistemological perspective taken in this research is that of positivism which attempts to
rationalise and predict what will happen in the social world by using theory to produce
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hypotheses that can be tested. Therefore, the role of research is to examine the theories and
further develop them, if it is possible (Bryman and Bell, 2015; Saunders et al., 2009). The
epistemological assumptions of this study is that data is quantifiable as collection of data was by
analysis of company annual reports, use of the OSIRIS database and a self-constructed disclosure
index. The data was analyzed using scientific methods. Therefore, the current study's knowledge
about the phenomena under investigation i.e.CSR disclosure and cost of debt financing is
gathered through quantitative measurement.
c) Methodology is the process and procedures adopted by researchers in searching out the
knowledge. The methodological assumption is that of using a quantitative explanatory/predictive
non-experimental approach to the study (Guba and Lincoln, 1994; Morgan and Smircich, 1980).
d) Goal of the research undertaken. The main objectives of the present study are to empirically
examine first, the direct relationship between upper echelon demographics, corporate governance
mechanisms, and ownership structure on the level of CSR disclosure. Second, to investigate the
moderating effect of media attention with CSR disclosure on the cost of debt. Third, to study the
mediating effects of the CSR disclosures on the independent variable of upper echelon with a
MBA degree and cost of debt of Malaysian PLCs.
The research, taking the above into consideration, will take a positivist approach for this
dissertation. Guba (1994) characterized positivist approach as being based upon the researcher’s
inquiry (research questions and explanations), nature of the knowledge (verifiable hypothesis
established as laws or facts), knowledge accumulation (cause and effect relationships) and
quality criteria (validity, reliability, and objectivity). The study takes the quantitative
methodological approach to examine the research questions and hypotheses development.
According to Taneja, Taneja, and Gupta (2011), quantitative research is characterized by
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deduction, collection of numerical data, and use of statistical methods for the analysis of those
data. Furthermore, many of the empirical research undertaken in relation to CSR research is
more quantitative rather than qualitative (Lockett, Moon and Visser, 2006). Therefore, the
research philosophy used in this thesis is that of a positivist approach that is based on knowledge
and observations that can be verified by the theoretical model for this study. The theoretical
framework is developed based on theories and past research studies. The study uses a
quantitative approach essentially by using statistical methods. Based on the above discussion of
the philosophical assumptions of the research and methodology, Figure 2.2 of Chapter 2,
depicted here as Figure 3.1, represents the process involved in the current research.

Figure 3.1 Conceptual Framework of the study

Hypothesis 6: In the mediated relationship between upper echelon having a MBA degree and
cost of debt, CSR disclosures act as a mediator to influence the cost of debt.

108

3.3. Definition and measurement of variables used in the study.
Tables 3.2 and 3.3 present the definitions of the variables used in the first stage of analysis. CSR disclosure (CSR_INDEX) as a
dependent (outcome) variable as well as mediator, using legitimacy theory.

Table 3.2. Upper echelon demographical variables relationship to CSR
Dependent Variable
name
CSR Disclosure
(CSR_INDEX)

Cost of debt financing
(CoD_INT)

Upper Echelon
demographics
Upper echelon with
Science or Engineering
degree
(UPP_SC)
Upper echelon with
Masters in Business
Administration.
(UPP_MBA)
Upper Echelon Tenure
(Upp_TEN)

Independent
Variable
type
Dependent/
Mediator

Dependent

Proxy measurement

Theories

The CSR Index is composed of the Median Adjusted score
for each company, plus the number of words describing the
CSR policy of the company.

Legitimacy
theory

Expected
sign of the
coefficient

Upper echelon theory
The interest expense of the firm divided by its average short- Agency
?
term and long-term debt during the year.
theory/
Stakeholder
theory

Independent

An indicator dummy variable that equals 1, if the upper
echelon holds a science or engineering first degree, and 0
otherwise.

Upper echelon
theory

-

Independent

An indicator dummy variable that equals 1, if the upper
echelon holds a Masters in Business Administration or other
MBA specialisations degrees, and 0 otherwise.

Upper echelon
theory

+

Independent

Total number of years held the position as upper echelon,
measured in years.

Upper echelon
theory

+
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Table 3.3. Corporate governance and creditors’ power relationship with CSR

Variable name

Variable
type

Proxy measurement

Theories

Stakeholder power
Creditors’ Power

Independent

Average debt to asset ratio of firm i at period t.

Legitimacy/Stakeholder
theories

+

Board Governance
Board Independence

Independent

Proportion of independent non-executive directors on board of
directors

Agency theory

?

Independent

Number of directors on the Board

Agency theory

+

Independent

Number of board meetings in the year

Agency theory

+

Independent

Percentage of independent directors on the audit committee

Agency theory

+

(BO_IND)
Board Size
(BO_Size)
Board meetings
(BO_MT)
Audit committee
(AC)

Expected
sign of
coefficient

Table 3.3 shows the directional relationship between corporate governance (CG), creditors’ power (CRED_POWER) and
CSR_INDEX variables of the study
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Table 3.4. Ownership structure relationship with CSR
Variable name

Variable
type

Ownership structure
Government Institutional Independent
shareholdings
(GOV_INST)
Other Institutional
Independent
Investors (OTH_INST)
Political Connection
(POL_CON)

Independent

Proxy measurement

Theories

Expected sign
of coefficient

Shares held by the main government institutional
investors EPF, LTAT, PNB, LTH, PERKESO/SOCSO

Agency
theory

+

The percentage of shares held non-governmental
institutional investors such as investment companies,
insurance companies, and mutual funds
An indicator variable that equals 1, if the company is
politically connected, and 0 otherwise.

Agency
theory

?

Agency
theory
Institutional
theory

+

Table 3.4 presents the theoretical link between the ownership structure and CSR_INDEX in the study. Government institutional
(GOV_INST) shareholdings are expected to increase CSR disclosure as indicated by the positive sign (Amran and Devi, 2010; Wahab
et al., 2007). The other non-government (OTH_INST) institutional shareholdings have a non-directional sign as these shareholders
focus on current earnings rather than long-term earnings. Therefore, these investors may not play a monitoring role in the governance
process (Azlina Abdul and Rashidah Abdul, 2010). On the other hand, connected political firms are expected to disclose more CSR
information as these companies have to be seen towing government public policies and maintain legitimacy with higher levels of CSR
information (Cheng, Wang, Keung and Bai, 2017). Table 3.5 shows the theories used to explain the interaction (moderation) effects of
media exposure and CSR awards on the relationship between CSR_INDEX and cost of debt financing (CoD_INT). Announcement of
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CSR awards winners (a proxy for CSR performance) provide incentives to firms to disclose more CSR information. This acts as a
mechanism to provide creditability to the CSR disclosures, which makes it difficult for other firms to mimic (Clarkson, Overell and
Chapple, 2011). Hence, increasing transparency and accountability, giving rise to a decrease in information asymmetry. Hence, a
lower CoD_INT.

Table 3.5. Media exposure and CSR Awards moderating effect on CoD_INT
Variable name

Variable type Proxy measurement

Media Attention

Definition

CSR Awards
(CSR_AWARDS)

Moderator

Media Exposure
(Media_EXP)

Moderator

Theories

Media attention is made up of CSR Awards and
Media exposure
An indicator variable that equals 1, if the
company is awarded CSR awards in the year, and
0 otherwise
Total number of news stories referring to a
particular company’s social and environmental
activities in a given year
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Legitimacy theory
Media Agenda
setting theory
Legitimacy theory
Media Agenda
setting theory

Expected sign
of coefficient

-

-

Table 3.6. Control variables measurement included in various models
Variable name
Industry (IND)

Variable type
Control

Firm Size (Size)
Age of firm (AGE_FIRM)
Return on Assets (ROA)
Growth (GROWTH)

Control
Control
Control
Control

Proxy measurement
Categorical variable as Trading and services coded as 1,
properties as 2, industrial production as
3, plantation sector as 4, consumer products as 5,
Technology as 6, Infrastructure/Construction as 7,
oil and energy as 8, airline/shipping industry as 9; Retail as 10
The log of the book value of total assets at the end of year t.
Years since the firm began its business activity
Net Income before taxation / Total Assets (PBT/TA)
Tobin’s Q as a proxy for growth. Market value of

Theories
Legitimacy theory

Legitimacy theory
Legitimacy theory
Legitimacy theory
Legitimacy theory

Equity plus book value long term debts and
current liabilities, scaled by the book value of total assets

Public awareness and perception of the public of certain CSR issues or events are to a greater degree determined by the coverage of
media news of those issues/events (Clarkson et al., 2011). Media coverage of news articles relating to social and environmental issues
increases a firm’s visibility. The media can play a role in the process of institutional building whereby norms of acceptable and
legitimate CSR practices are shaped (Neu, Warsame and Pedwell,1998).
In the third stage, CSR_INDEX mediates the relationship between upper echelon with MBA degree and the cost of debt financing
(CoD_INT), which is the dependent variable, the expected outcome is unknown (non-directional).

113

The control variables are used to measure the company’s fundamentals influencing
CSR_INDEX and CoD_INT are shown in Table 3.6. Sensitive industries (such as mining, oil,
and gas) that cause a negative influence on the environment disclose more CSR information than
from those less sensitive industries (Cowen et al., 1987; Reverte, 2009). Larger companies
(FIRM_SIZE), under the legitimacy theory, generally undertake more CSR initiatives due to
more resources being available to them, they are perceived to have a substantial influence on
society, more visible to the public and therefore, are under pressure to disclose more CSR
information to avoid government intervention (Amran and Susela Devi., 2008; Cowen et al.,
1987; Mohd Ghazali, 2007, Reverte, 2009). FIRM_SIZE may be negatively associated with
CoD_INT as larger companies are generally perceived as being less risky, due to more assets
being available as security if the company defaults (Fonseka et al., 2018). Older firms
(FIRM_AGE) have incentives to disclose more CSR information (de Villiers et al., 2011).
Profitability, measured in this study as return on assets (ROA), could have either a positive or
negative association to CSR disclosure.
According to Neu et al., (1998), companies that are profitable tend to disclose
environmental information to stakeholders who are concerned about the natural environment.
The signaling effect to stakeholders is that firms had achieved their profitability by not
comprising environmental degradation. On the other hand, the authors suggest when profitability
is relatively down, these disclosures could be directed at financial stakeholders to either convince
them that current environmental investments could result in a long-term competitive advantage
to the company or to divert their attention from the financial results. Companies with high
growth opportunities, measured as GROWTH (Tobin’s Q) possibly have fewer resources to
allocate to CSR initiatives in a period of expansion as managers pursue their aspirational
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corporate goals through mimicking other similar companies’ strategies for growth such as
mergers and acquisitions (Dhaliwal et al., 2011; DiMaggio and Powell, 1983; Greve, 2008).
3.4 Population and sample selection
The population selected for this study has a unique characteristic similar to the study by
Shaukat and Debaj (2016) in that best performing and shareholder value creation companies
from Bursa Malaysia, who are members of the Billion Ringgit Club (BRC) have been selected
for the years 2009 to 2015. Hassan Che Haat et al. (2008) study selected companies based on the
by KPMG/The Edge criteria of shareholder value creation. The creation of the BRC was in line
with Malaysia’s National Economic Policy to encourage economic growth and sustainability.
BRC was initiated in 2010 and comprises of companies whose turnover or market capitalization
is above ringgit $1 billion.
A sampling frame similar to Shaukat and Debaj (2016), where the sample consisted of
companies listed in the Fortune Global 500 companies. According to the authors, the criteria
used for ranking these companies were on the basis of annual revenue and were viewed as global
best performers. The rationale for the selection is based on the assumption that these companies
showed economic strength and had developed infrastructures and systems that enabled the
adoption of good corporate governance practices. The BRC was jointly established with The
Edge, Malaysia’s leading business and investment weekly and OCBC (Malaysia) Bhd. The
reasoning behind the selection of BRC members as a unit of study was that this club promotes
and awards companies for their CSR initiatives and commitments and recognition is also given
to CEOs (upper echelons) who have shown exemplary leadership in building the businesses and
creating value for their stakeholders. Furthermore, drawing on Shaukat and Debaj (2016), BRC
members may have resources that enable them to adopt good CG practices within their
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organization. Unlike Shaukat and Debaj (2016), the sample selection criteria also included
companies whose shares were actively traded in Bursa Malaysia (Hackston and Milne, 1996;
Mohd Ghazali, 2007; Situ, Tilt and Seet, 2018).
To be included in the sample, first, a company must have been included in the BRC
listing from 2010 to 2015; second, must have a complete set of data in respect of the dependent,
independent and control variables for all the relevant years covered. The panel data constructed
was up to 2015 as in October 2015, Bursa Malaysia issued amendments to their Main Market
listing requirements that mandated a sustainability statement to be included in the companies
‘annual reports from 2016 onwards. Under the new amendments, listed issuers are required to
disclose in a narrative statement the management of their material economic, environmental and
social risks and assessment of opportunities in the annual reports, unlike the previous practice
whereby a statement on CSR activities or practices were required to be disclosed in narrative

Selection criteria
Number of observations with Billion Ringgit Club (BRC) membership
Less:
Banking and Financial Services
Companies ceasing to be part of the BRC due to delisting or merges
Usable sample
form.

No of companies
1141
175
238
728

Table 3.7: Sample selection

Table 3.7 shows the selection criteria used in the study (Khoo, 2010). The study consist
of micro panel data where N is large (sample size of 728), covering the period from 2009 to 2015
(N = 7 years). As a result, there is no nonstationarity issues (Baltagi, 2013). Companies within
the sample period delisted were eliminated from the sample design. Similarly, banking and
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financial services firms were excluded as they have different regulatory and governance
frameworks.
Table 3.8 provides a further breakdown of the sectoral distribution of companies in the
sample in accordance with Bursa Malaysia’s industrial classification. The highest percentage of
companies in the sample are from sectors 1 (Trading and Services), 3 (Industrial Production),
and 5 (Consumer Products). The lowest percentage of companies are from sectors 8 (oil and
energy) and 9 (airline/shipping).
Table 3.8: Sample distribution by industrial sectors
Sector

Description

Frequency
Absolute
Relative (%)
1
Trading and services
231
31.73
2
Properties
42
5.77
3
Industrial Production
168
23.08
4
Plantation
70
9.62
5
Consumer Products
98
13.46
6
Technology
35
4.81
7
Construction/Infrastructure
56
7.69
8
Oil and Energy
7
0.97
9
Airline/Shipping
7
0.97
10
Retail
14
1.90
Number of observations
728
100
Note: The sample distribution of 728 company year observations cover the period 2009 to 2015.

3.5 Data collection and sources
The study uses secondary data collected from company annual reports (Hussey and Hussey,
1997). The upper echelon demographic, corporate governance, ownership structure, and CSR
awards variables were hand collected from the annual reports of companies over the seven-year
period from 2009 till 2015 inclusive. The OSIRIS database was used to collect data relating to
the control variables of the research. Factiva and Lexis Nexis databases and the local financial
daily newspaper, ‘The Edge,’ were used to collect media news articles, using Google search
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engine and Google tool “News.” These tools helped identify media news, both positive and
negative regarding companies’ social and environmental activities.
3.6 Statistical Tools
The study uses multiple regression analysis and structural equation modeling to examine the
association between the independent, control variables and the dependent variables,
CSR_INDEX and CoD_INT. In addition, SPSS, AMOS structural equation modeling, and
Eviews software packages were employed in the data analysis. These software packages help in
the statistical analysis of the direct, moderating, and mediating (indirect) effects of the theoretical
framework in Figure 2.2 of the study. The study examines the moderating and mediating effects
in two stages. First, the relationship between media exposure and CSR awards’ (latent variable
for reputation) effects on the level of CSR disclosures. Second, the use of SPSS PROCESS
macros to examine the mediating effect of CSR_INDEX on upper echelon with MBA degree and
CoD_INT. The purpose of regression can retain the continuous nature of the variables without
losing information or reducing the power to detect the interaction effects (Aiken, West, and
Reno, 1991).
3.7 Data Screening
Data collected from annual reports of PLCs and OSIRIS database were firstly examined for
missing values and any possible outliers by studying the shape of the data distribution in the
sample. Normality of a distribution is seen by its skewness and kurtosis. In statistics, it is
preferable to have a normally distributed data to avoid inaccurate inferences. According to Field
(2013), a distribution that is not too skewed and without extreme kurtosis has been suggested.
Skewness and kurtosis of a distribution can be identified using a histogram. A skewness value of
zero indicates the asymmetric distribution of the mean, whilst a positive skewness value relates
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to a right-skewed distribution. On the other hand, a negative skewed value shows a left-skewed
distribution (Gujarati, 2009).
In the case of outliers, the distribution can be seen graphically by using a probability plot or box
plot (Field, 2013). Wooldridge (2013) has suggested that certain functional forms, for example,
logarithm transformation of most economic variables significantly reduces the range of data and
therefore are less sensitive to outliers. Where necessary, variables were winorized at the bottom
and top one percent levels at two standard deviations to minimize outlier effects and spurious
inferences. For example, to reduce the skewness and kurtosis for CSR_INDEX, cost of debt
(CoD_INT) and creditors’ power (CRED_POWER), these variables were winsorized as stated
above.

Figure 3.2 Boxplot of CoD_INT
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Figure 3.3 Boxplot of CSR_INDEX

Before the data for CoD_INT and CSR_INDEX were winorized, Figures 3.1 and 3.2 illustrate the
boxplots for the cost of debt and CSR_INDEX, which are the two dependent variables of the study
as shown in Figure 2.2. Figures 3.1 and 3.2 show that the distribution is skewed. The line in the
middle of the box is the median. The outliers are denoted by the circles. If there are extreme
values, this will be indicated with an asterisk (*) sign. The firm size was transformed using
logarithm. Similarly, FIRM_AGE was transformed using natural logarithm.
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3.8. Univariate Tests
Descriptive statistics and Pearson correlations are used to obtain a basic understanding of the
data collected. The details of the analysis are shown in Chapter 4.
3.9. Multivariate Models
This study employs multiple linear regressions, using ordinary least squares (OLS)
estimation method to examine the hypotheses developed in Chapter 2. This approach attempts to
fit a regression line through the sample observations to obtain Betas of the intercept and slope
where the sum of squared residuals are the lowest (Wooldridge, 2013). This study has fulfilled the
six assumptions that are required to obtain unbiased and efficient OLS estimators. According to
Wooldridge (2013), the six assumptions are stated below as follows:
a)

Linearity: the relationship between independent variables and the dependent variable is

assumed
to be linear.
b) Random sampling: observations are randomly drawn from the population and are representative
of the population.
c) No perfect collinearity: No perfect correlation should exist among the independent variables in
a model. Correlation with a value of 0.80 and above are considered to be highly correlated
while the variance inflation factor (VIF) above the cutoff threshold of 10 signals
multicollinearity problems (Field, 2013). See Chapter 4
d) Zero conditional mean: the error term is unrelated to the independent variable(s).
e) Homoskedasticity: the variances of the error term are constant for any value of the independent
variables.
f) Normality: The error terms are assumed to be normally distributed.
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3.10 Pooled, Fixed effects, and Random effects panel data analysis.
Wooldridge (2013) explains panel data as longitudinal data or cross sectional time series.
The advantage of panel data analysis compared to simple pooled data analysis is that explanatory
variables will be omitted such as managerial skill or employee’s ability (Wooldridge, 2013).
These omitted variables are referred to as unobserved variables or unobserved effects. These
unobserved variables can be classified as those that vary over time and those that are constant. In
an analysis of panel data, it cannot be assumed that these explanatory variables are independently
distributed across time (Wooldridge, 2013). Another advantage is that it aids in controlling for
individual heterogeneity, unlike pooled OLS (POLS) model, which assumes that all parameters
are the same for each observation (Hsiao, 2003).
There are three methods that are commonly used in panel data regression models, namely
Pooled Ordinary Least Square (POLS), Fixed Effects (FEM), and Random Effects (REM)
models. The POLS method pools observations across time as well as the cross-sectional units.
These units can consist of individuals or companies. The error term is assumed to have a
constant variance and is taken to be uncorrelated over time and cross-sectional units (Griffiths,
2012), POLS assumes that every unit has the same slope and coefficient (there is no difference in
the dimensions of the cross-section). The panel data regression results apply to every unit, such
as a company or country. This approach does not consider either individual dimensions or time.
In FEM, the intercept in the regression model can be differentiated between individuals because
each individual cross-section is assumed to have its own characteristics which is captured in the
differences in the constant term (Greene, 2005). The relation to REM, the unobserved individual
heterogeneity is assumed to be uncorrelated with individual explanatory variables.
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In order to ascertain the most appropriate panel data model, the following stages are
adapted. The first stage is to determine between the selection of the fixed effect model and the
POLS models, using F-test. The second stage is to decide between the selection of the random
effect model and POLS models. In order to identify whether intercepts possess the characteristics
of random variable or not, the Lagrange Multiplier (LM) test is used. After deciding whether
FEM and the REM models are more appropriate than POLS models through the F-test and the
LM test, the next stage is to determine between FEM and REM models by using the Hausman
test.
3.11 Additional test for robustness
The following additional tests were undertaken to examine the robustness of the model
specified in this thesis as follows:
(a)

Using two-stage least square regression analysis for creditor’s power;

(b)

Using two-stage least square regression analysis for CSR disclosure;

(c)

Using two-stage least square regression analysis for the cost of debt financing

3.12 Construction of the Disclosure Index
The CSR Framework 2006 mandates that CSR information be disclosed but does not give
details of specific information to be disclosed by companies. The Framework gives Malaysian
PLCs the flexibility to report on their CSR activities. The CSR Framework 2006 has four pillars
which entails companies to disclose the minimum compliance to the Framework. Any non–
compliance will require the firm to explain. Disclosures which are additional to the minimum
requirements will be considered as voluntary or discretionary disclosures. For example, the
Companies Act 1965 (Ninth Schedule) does not require disclosure of employees’ wages and
salaries (excluding directors) in the financial statements of companies. The practice in Malaysia
is to cumulatively show these wages and salaries under the heading of ‘administrative expenses’
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in the Income statement though the CSR Framework, under the ‘Workplace’ pillar requires from
2008 onwards to disclose the breakdown of the employees’ wages and salaries, gender and race.
Additional voluntary disclosure may be in the form of an Equal Opportunities Policy, a
quantitative analysis of ethnic groups, number of employees and the salary scales paid to each
category to ensure there is no discrimination at the workplace.
Botosan (1997) study examined the association between general disclosure level of
manufacturing companies in the United States and the cost of equity. The construction of a
disclosure index is considered to be a practical and valid research tool (Botosan, 1997). The
selection of items to be included in the index was led by the recommendations of the Association
for Investment Management and Research (AIMR). Botosan (1997) used weightings in scoring
her disclosure instrument. By using a weighted scoring scale, it indicates the quality of disclosure
(Hooks and van Staden, 2011). The current study constructs the CSR disclosure index
(CSR_INDEX) by adopting the weighted scoring methodology used in Botosan’s (1997) study.
CSR activities and practices in Malaysia were measured either using self-constructed
disclosure indices (Hamid and Atan, 2011; Mustaruddin et al., 2010; Lim et al., 2008) or a
disclosure checklist as adopted from the study by Mohd Ghazali and Weetman (2006). The
scoring in these studies were based on the four pillars of Bursa Malaysia CSR Framework 2006:
Workplace, Community, Human Resource, and Environment. The current CSR_INDEX was
constructed using the StarBiz-ICR Malaysia Corporate Responsibility Awards 2009 (StarBizICR Malaysia CR awards) criteria, annual reports, the Ninth and Tenth Malaysia Plans to
provide the basis of information for the scoring of the disclosure index.
This index is used as a coding instrument to measure the level of CSR information
disclosed by companies that are members of the BRC club. The coding method has been adopted
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in most disclosure research (Hooks and van Staden, 2011; Bujaki and McConomy, 2002;
Botosan, 1997). The aim of the self-constructed disclosure index was to measure the quality of
CSR information being disclosed to shareholders and other stakeholders (Hooks and van Staden,
2011).
Ahmed Haji (2013) constructed the disclosure instrument based on the CSR Framework
2006, review of prior CSR literature as well as the annual reports of Malaysian PLCs that had
won the “Most Outstanding Annual Report Award” in the year 2009. Anas et al., (2015) study
uses the CSR Framework 2006 to construct a checklist to examine the 2008 annual reports of
companies listed in Bursa Malaysia. Mohd Ghazali and Weetman (2006) index that was based on
the Global Reporting Initiative (GRI).Unlike Ahmed Haji (2013), Anas et al., (2015) and Mohd
Ghazali and Weetman (2006) studies, the self-constructed disclosure index in this study is based
on the survey instrument, ‘The StarBiz-ICR Malaysia CR awards,’ conducted by Corporate
Social Responsibility Asia in 2009. The StarBiz-ICR Malaysia CR awards was introduced in
partnership with The Star Newspaper and the Institute of Corporate Responsibility Malaysia in
2008. The Institute of Corporate Responsibility (referred to as ICR) was set up with working
partners, namely, PricewaterhouseCoopers, the Association of Certified Chartered Accountants
Malaysia and Securities Industry Development Corporation, together with corporate and
regulatory institutions such as Securities Commission Malaysia, Bursa Malaysia Berhad, and
Khazanah Nasional Berhad which is the investment arm of the Malaysian government. Drawing
on Anas et al., (2015) study that CSR awards are an important factor in the CSR disclosure
practices of Malaysian PLCs, as these awards enhance the company’s legitimacy with their
stakeholders. Hence, the survey instrument used by StarBiz-ICR’s is a reliable benchmark to use
to construct the CSR Index (see Appendices A and B).
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The validity of the disclosure scoring measurement was evaluated in three stages: first,
the inter-coder reliability will be determined through a pilot study. In the pilot study, a sample of
30 annual reports relating to 2009 was evaluated by two coders who comprised a PhD candidate
and an independent coder. Second, any differences in constructing the index were discussed
between the two coders and the index was revised by mutual agreement between the researcher
and the independent coders. The instrument was revised during the pilot study stage. This
process is important as the scoring instrument is used to measure the quality of CSR disclosure.
The CSR_INDEX in this thesis is the dependent (outcome) in the first stage of analysis as well
as the mediating variable in the third stage of the study.
3.13 Rationale for the CSR Disclosure instrument
Haniffa and Cooke (2005), used content analysis, to develop a scoring instrument that
measured five themes, namely, environmental, employee, community, product, and value-added
statements from annual reports of companies. In addition, two types of measurements were
added: one, the number of corporate social disclosures shown as an index (inclusive of pictures
and graphs) and two, the length of corporate social disclosures items expressed in terms of
number of words within each category. The objective of the construction of the index was to
measure variety of disclosure whilst the number of words intend to measure the extent of
disclosures. The items were scored using dummy variable of one if the item was present and zero
otherwise. Poh-Ling and Grantley (2013) studied the impact of corporate governance on
voluntary disclosure of different types of information in annual reports of Malaysian listed firms
such as corporate, strategic, financial and capital market, directors and senior management,
forward-looking and CSR. Each company’s overall disclosure score was calculated in aggregate
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for each of the five categories and for each period with a dummy score of one if it is disclosed
and zero otherwise.
The Tenth Malaysia Plan, National Vision Policy (2001-2010) and National
Transformation Policy (2001-2020) adopted the Millennium Development Goals (MDG),
inaugurated by the United Nations in 2000. These MDGs focused on ending poverty, promoting
the empowerment of women, environmental sustainability, accessibility to healthcare, and
education. In Malaysia, the StarBiz-Institute of Corporate Responsibility Malaysia (“ICR”)
inaugurated the annual Corporate Responsibility Awards (known as StarBiz-ICR awards). ICR
Malaysia is responsible for promoting better corporate social responsibility and governance
amongst PLCs in Bursa Malaysia. The StarBiz-ICR’s Corporate Responsibility Awards 2009
benchmarks the “Best Practices” of PLCs. The StarBiz-ICR awards was instituted in 2008 by a
partnership between the Star Newspaper, ICR Malaysia, PricewaterhouseCoopers, the
Association of Certified Chartered Accountants Malaysia and securities regulators including the
Securities Commission Malaysia, Bursa Malaysia Berhad, and Khazanah Nasional Berhad which
is the investment arm of the Malaysian government. The objective of this award was to
acknowledge PLCs for performing remarkably well in respect of their CSR practices which went
beyond community and philanthropic activities. The Institute of Corporate Responsibility (ICR)
Malaysia was established in November 2006 with one of the key objectives of training, build and
support existing capacity, conducting research, education, and sharing of best practices. Given
the importance of CSR from an institutional perspective, the study will use the criteria in the
StarBiz-ICR Awards 2009 that support UN Millennium Development goals to develop a scoring
instrument.
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Malaysia became one of the signatories to the United Nations Global Compact (UNGC)
in August 2008, which is a global voluntary corporate sustainability initiative. Therefore, being a
signatory, stakeholders (such as customers, investors, employees, and government) will focus on
firms that are environmentally sensitive, ethical and trustworthy as well as those that play an
active role in addressing issues relating to global poverty and climate change. The UNGC
integrates ten corporate responsibility principles that cover the themes of human rights, labour,
environment, and anti-corruption, which were linked to the Millennium Development Goals
(MDGs) 2000 to 2015. The MDGs were established in 2000, following the adoption of the
United Nations Millennium Declaration at the United Nations Millennium summit in the same
year.
The above institutional developments were embedded in the StarBiz-ICR Malaysia
Corporate

Responsibility

Awards

2009

criteria,

including

Malaysian

Government’s

Transformation Programme, the Economic Transformation Programme, the New Economic
Model, and the Tenth Malaysia Plan. These international and national policies seek to steer the
country in achieving its Vision 2020 of attaining high income nation status. Prior studies in
Malaysia based their studies on Bursa Malaysia CSR Framework 2006 (example Abdifatah
Ahmed, 2013). Chang and Shen (2014) Taiwanese study used one of the leading business
magazines, Global Views Monthly (GVM) framework to evaluate the social responsibility
engagement of companies listed in the Taiwanese Stock Exchange. The social engagement
scores were based on performance in terms of community participation, environmental
protection, and financial transparency. In Malaysia, the media, particularly, The Star newspaper
and the government’s initiation of CSR awards play a significant role in promoting the
sustainability agenda by the government. Therefore, from the discussions from above, StarBiz-
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ICR Malaysia Corporate Responsibility Awards 2009 criteria will be used as a scoring
instrument in this study.
3.14 Measurement of the CSR Disclosure instrument
Kinder, Lydenberg, and Domini Research and Analytics (KLD) is an independent rating
agency that undertakes social research on behalf of institutional investors in developed countries
such as the United States. The data presented by this agency is presented as a binary summary of
approximately eighty indicators of the non-exclusionary positive (strength) and negative
(concerns) issues of a company. The KLD index has been developed on the basis of regulatory,
legal and institutional dimensions prevailing in the United States such as the Toxic Release
Inventory programme and the Dodd-Frank Act 2010 which were enforced by the SEC. These
regulations create a social contract with firms to minimize the social cost arising from
externalities such as pollution and climate change.
Lang and Lundholm (1996) use the rankings of corporate disclosures produced by the
Association for Investment Management services in the US and conclude there is an association
between annual reports and investor relations disclosure rankings. The CSR research conducted
in the United States has extensively used the ratings from KLD. KLD’s social responsibility
categories

include

community,

corporate

governance,

diversity,

employee

relations,

environment, human rights, and product, alcohol, gambling, military contracting, nuclear power,
and tobacco. The last five categories are exclusionary lists. The data for a company’s social
performance mentioned in the above categories are obtained from various sources such as
surveys, financial statements, press-media, government reports and academic journals (Kim et
al., 2012).
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Unlike developed countries, emerging economies such as Malaysia shows that CSR
research is based on content analysis or self-constructed disclosure indices (Haniffa and Cooke,
2002; Said et al., 2009; Sadou, Alom, and Laluddin, 2017). For example, Mohd Ghazali (2007)
selected companies from Bursa Malaysia Composite Index and prepared a checklist of twenty
two items from the 2001 annual reports. Previous studies using checklists developed were
Hossain et al., (1994) and Haniffa and Cooke; 2002). The adjudication criteria developed by the
Bursa Malaysia for the Corporate Awards and ‘‘other recommended disclosures’’ contained in
the

sample

annual

report

prepared

by

Malaysian

Institute

of

Accountants

and

PriceWaterhouseCoopers in Malaysia were incorporated into this checklist. The study used the
unweighted method, which meant that all information were equally valued regardless of their
importance or relevance to any particular stakeholder (Cooke, 1989; Chau and Gray, 2002). A
dichotomous approach was applied whereby a company is awarded one if an item included in the
checklist is disclosed and zero if it is not disclosed. Accordingly, the CSR disclosure index was
developed by computing the ratio of actual scores awarded to the maximum score attainable by
that company.
Said, Hj Zainuddin, and Haron (2009) constructed their CSR disclosure index by
combining information found both in annual reports and websites of the main board of
Malaysian listed companies for the year 2006. Their disclosure covered environment,
community, human resource, energy, and product. The index was developed using the
dichotomous approach of scoring similar to Mohd Ghazali (2007) whereby, the score of ‘1’was
given if the company disclosed the items and ‘0’ otherwise. Saleh, Zulkifli, and Muhamad
(2010) sample consisted of 200 largest companies (ranking by market capitalisation), out of 499
PLCs on the main board of Bursa Malaysia during the period 2000-2005. The disclosures were
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divided into four categories or dimensions, namely, employee relations, community involvement,
product, and environment. The authors scored the value of each item disclosed quantitatively by
awarding weights to different disclosed items based on the perceived importance of every item to
a variety of user groups.
Unlike, the above studies, Abdifatah Ahmed (2013) construct a disclosure index based on
23 items derived from the review of prior CSR studies, annual reports of Malaysian companies
with reporting awards. The study’s focus was on both the extent and quality of CSR disclosure.
The checklist used by the author conformed to Bursa Malaysia’s CSR framework 2006. The
extent was measured in the study as a proxy for the presence or absence of certain CSR
information. In addition, to measure quality, the author assigned different weights to the
disclosures, following prior studies by Wiseman (1982), Al-Tuwaijri et al., (2004), Boesso and
Kumar, (2007), Elijido-Ten, (2009) and Saleh et al., (2010).
Sadou et al., (2017) develop a self-constructed CSR checklist to measure 20 items
relating to the extent and quality of CSR disclosures in the annual reports of the top 71
Malaysian companies (by market capitalisation) listed in Bursa Malaysia for the years 2011 and
2014. A checklist for their study was established from annual reports of the companies that had
won the most outstanding awards in 2014. An unweighted approach is used to measure the CSR
disclosure whereby a score of 1 is awarded if the item was disclosed and 0 otherwise in the
annual reports of the sample companies (Mohd Ghazali, 2007; Esa and Ghazali, 2012; Anas et
al., 2015). The methodology used by Wiseman’s (1982) to measure the quality of CSR
disclosure was used by awarding a score of 3 when companies disclose both qualitative and
quantitative disclosures, a score of 2 if quantitative or monetary information is provided. A
score of one is assigned for companies that made qualitative disclosures and, finally, zero was
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assigned to a company that does not provide any information about a particular CSR item. Only
a few studies have examined the quality of CSR disclosures in Malaysia (Haji, 2013; Anas et al.,
2015).
Sadou et al., (2017) show that in 2011 and 2014, the largest Malaysian companies
disclose environmental protection programmes, followed by employee training, community
development, and occupational health and safety. However, the least disclosed items were
discussions on major types of products, services and projects, and value-added statements. The
authors put forward an explanation that these companies’ emphasis on environmental protection
programmes was due to the declaration by the Prime Minister in 2009 regarding the reduction in
carbon emission by up to 40 percent by 2020. In addition, the government has mandated all
company projects need to have an environmental impact assessment (Amran and Najati, 2013).
This study will examine the periods from 2009 to 2015 to bridge the gap in the studies discussed
in Malaysia.
3.15 Scoring methodology
The use of company annual reports is commonly used as a medium for collecting data on
corporate disclosures (Amran and Devi, 2008, Haniffa and Cooke, 2005, Mohd Ghazali, 2007;
Sadou et al., 2017; Tilt, 1994). Deegan and Rankin (1996) study highlight that annual reports are
significantly more important than any other source of public information and add credibility to
financial reporting. The disclosure index is constructed based on the following themes:


Structuring of community activities by the company;



Community consultation and investment;



Workplace-employment conditions;



Workplace health and safety standards;



Workplace-consultation practices;
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Environmental resources, emissions and waste standards;



Environmental support for and biodiversity, and



Standards for reporting.
The scoring of each component in the disclosure index was based on the level of

disclosure in the annual reports of companies. Appendices A and B provide details of how the
scores were calculated, including the number of words describing a firm’s CSR practices, which
were labeled as Industry_ Adjusted CSR and Industry_CSR. Quantitative information was given
more weight than the mere narrative disclosures as this goes to establish management’s
creditability to stand by the statements made in the annual reports. The scoring of the CSR
disclosure is based on the study by Subramaniam, Samuel, and Mahenthiran (2016). The CSR
raw scores are transformed using the median score for each sector to obtain the variable
Industry_Adjusted CSR. Additionally, the summation of both Industry _Adjusted CSR and
number of words used to describe the CSR policies of a company is referred to as Ind_CSR. The
industry adjusted median is deducted from the CSR raw scores of each company in a particular
sector to give a score which represents either below or above the median of each sector. To this,
the number of words used to describe each company’s CSR activities and initiatives are added
Industry_Adjusted CSR to obtain the total score of Ind_CSR. The justification for using these
CSR variables are for two reasons. First, Malaysian companies are still in the development stage
of CSR reporting (Buniamin, 2010); second, Bursa Malaysia’s CSR Framework 2006 promotes
CSR disclosures by companies in their annual reports, and the number of words might capture
the effort by the company to differentiate itself (i.e., to show its willingness for) from its
competitors via its disclosures. The details of the scoring sheet and methodology are shown in
Appendices A and B.
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3.16 Reliability and validity of the scoring instrument
The reliability of the instrument involves the use the Cronbach’s alpha test to assess the
internal consistency of the CSR_INDEX. The Cronbach alpha test is used to determine whether
all items are valid, and all measures are reliable. The alpha values ranging from 0.7 to 0.8 are
considered acceptable values (Bland and Altman, 1997; Botosan, 1997). In this study, the
Cronbach alpha test is 0.838, taking into account CSR number of words, environmental and
social scores which indicates that the instrument is reliable and highly consistent (Milne and
Adler, 1999). A recent Malaysian study by Sadou et al., (2017) show their Cronbach alpha test
was 0.839 for the extent and 0.857 for the quality of CSR disclosure.
3.17 Model Specifications
The following six models are developed in the first stage of the current study to investigate
the direct relationship between upper echelon demographics, creditors’ power, and corporate
governance mechanisms and ownership structure. Model 1 shows the regression equation model
for CSR_INDEX and upper echelon demographics and control variables as follows:
Model 1
CSR_INDEXit = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + + β4GROWTH
+ β5ROA + β6AGE_FIRM + β7LNSIZE + εit
------------

Model (1)

Model 2 shows the regression for CSR_INDEX with upper echelon demographics, creditors’
power and control variables as follows:
Model 2
CSR_INDEXit = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4Cred_Power +
β5GROWTH
134

+ β6ROA + β7AGE_FIRM + β8LNSIZE + εit
------------

Model (2)

Model 3
The regression equation for the interaction effects between UPP_MBA and CRED_POWER
variables on CSR_INDEX together with upper echelon demographics, creditors’ power, and
corporate governance and control variables is shown in Model 3.

The moderation effect is represented in Model 3 as follows:
CSR_INDEXit = α + β1Upp_SC +β2Upp_MBA+ β3Upp_Tenure + β4Bo_IND + β5BO_SIZE
+β6BO_MT +β7AC_IND +β8Cred_Power +β9Upp_MBA*Cred_Power + β10GOV_INST
+β11OTH_INST + β12POL_CON+ β13GROWTH +β14ROA + β15AGE_FIRM + β16LNSIZE +
∑βjPERIOD it + ∑βkINDUSTRY + εit

------------

Model (3)

Model 4 shows the regression for CSR_INDEX with upper echelon demographics, creditors’
power, and CG and control variables as follows:
Model 4
CSR_INDEXi = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4Bo_IND + β5BO_SIZE +
β6BO_MT + β7AC_IND + β8Cred_Power + β9GROWTH + β10ROA + β11AGE_FIRM +
β12LNSIZE + εi
------------

Model (4)

Model 5 shows the regression for CSR_INDEX with upper echelon demographics, creditors’
power, corporate governance, and ownership structure and control variables as this forms the
base line model of the study as follows:
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Model 5
CSR_INDEXi = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4Bo_IND + β5BO_SIZE +
β6BO_MT + β7AC_IND + β8Cred_Power + β9GOV_INST + β10OTH_INST +
β11POL_CON+ β12GROWTH β13ROA + β14AGE_FIRM + β15LNSIZE + εit

------------

Model (5)

Model 6
To test the robustness of the previous results from Model 5, the multivariate regression in Model
6 was lagged for continuous variables. Hence, the equation is presented as follows:
CSR_INDEXit = α + β1Upp_SC +β2Upp_MBA+β3Upp_Tenure + β4Bo_IND + β5BO_SIZE +β6BO_MT +
β7AC_IND + β8Cred_Powert-1 + β9GOV_INST+ β10OTH_INST+ β11POL_CON+ β12GROWTHt-1 +β13ROAt-1 +
β14AGE_FIRMt-1 + β15LNSIZEt-1 + ∑βjPERIODit + ∑βkINDUST + εit

------------

Model (6)

Model 7
In the second stage of the analysis of the conceptual framework, the effect of CSR_INDEX on
the cost of debt (CoD_INT) is denoted as:
CSR_INDEXi represents social and environmental disclosure for firm i in the current year, t. The
constant, α, is taken to be constant over time t and specific to the individual cross sectional unit i.
The subscripts i is i …N sample observations and t = 1……..denotes the time dimension. Period
and industry dummies are included in the model, while εit represents unspecified random factors.
The moderation effect of MEDIA_EXP and CSR_AWARDS on CSR_INDEX is represented in
Model 7 as follows:
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CoD_INTit = α + β1CSR_INDEX +β2MEDIA_EXP+ β3CSR_Awards + β4MEDIA_EXP*CSR_INDEX+
β5CSR_Awards*CSR_INDEX +β6CSR_Awards + β7GROWTH +β8ROA + β9AGE_FIRM + β10LNSIZE +
∑βjPERIOD it + ∑βkINDUSTRY + εit
-----------

Model (7)

Model 8
Model 8 is adapted from Preacher and Hayes (2004), where the indirect relationship (mediator)
is shown in Figure 3.3. CSR_INDEX is the mediator variable between UPP_MBA and
CoD_INT. Panel A of the diagram shows the direct association between UPP_MBA and
CoD_INT in ‘C’ path. Panel B shows the outcome variable CoD_INT (‘b’ path) with
CSR_INDEX whilst controlling for UPP_MBA (‘c’ path).
Panel A: The direct effect of X on Y (Total effect c)
C
Upper Echelon with MBA (X)

Cost of debt (Y)

Panel B: The mediation (indirect) effect of CSR disclosures (M) on the cost of debt.
CSR Disclosures
(M)
a

Upper Echelon with

b

‘c’

Cost of debt (Y)

MBA (X)

Figure 3.4 Relationship between UPP_MBA, CSR_INDEX and CoD_INT.
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Model 9
Model 9 is developed as an additional test to investigate the direct relationship between CSR
disclosures and the cost of debt financing. Consistent with stakeholder and legitimacy theories, by
undertaking stakeholder engagement (in this study proxy by creditors’ power), CSR disclosures are
expected to reduce information asymmetry by lowering the cost of debt (Dhaliwal et al., 2011;
Fonseka et al., 2018). Therefore, Model 9 is stated as follows:
CoD_INTit = α + α1CSR_INDEX + α2Upp_SC + α3Upp_MBA + α4Upp_Tenure + α5Bo_IND +
α6BO_SIZE + α7BO_MT + α8AC_IND + α9Cred_Power + α10GOV_INST + α11OTH_INST
+ α12POL_CON+ α13GROWTH + α14ROA + α15AGE_FIRM + α16LNSIZE + ∑βjPERIOD it
+ ∑βkINDUSTRIES + εi
………….

Model (9)

Model 10
The Model 9 developed may be influenced by endogeneity such as issues of simultaneity and/or reverse
causality. As a result, Model 10 is developed to test the robustness of Model 9, using a 2 stage
instrumental regression analysis. The instrumental variable computed is CSR_IND_ADJ is used in the
first stage of the analysis (Rezaul and Minh, 2017).

CoD_INTit = α + α1CSR_IND_ADJ + α2Upp_SC + α3Upp_MBA + α4Upp_Tenure + α5Bo_IND
+ α6BO_SIZE + α7BO_MT + α8AC_IND + α9Cred_Power + α10GOV_INST +
α11OTH_INST + α12POL_CON+ α13GROWTH + α14ROA + α15AGE_FIRM + α16LNSIZE +
∑βjPERIOD it + ∑βkINDUSTRIES + εi
………….
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Model (10)

3.18 Pilot study
A pilot study was undertaken to explore the feasibility of achieving the following two
objectives:
1.

To examine the reliability of the self-constructed disclosure index to ensure that it
represents the various aspects of social and environmental disclosures to be studied in
the selected sample; and

2.

To examine the direct influence upper echelon characteristics, corporate governance
mechanisms, and CSR disclosures on cost of debt financing.

Thirty companies were randomly selected from Bursa Malaysia, considering the need to
represent all sectors in the sample. The 2009 annual reports were used to code the CSR
instrument. Secondary data was collected from OSIRIS database. The pilot study first, examined
the direct association between the demographic characteristics of upper echelons and the
corporate governance mechanisms and on the level of CSR disclosure of Malaysian PLCs for the
year 2009. Second, the effect of CSR disclosure on the cost of debt financing (CoD_INT). The
results show that CSR_awards (a proxy for reputation) and upper echelon’s with MBA have a
significant impact on CSR disclosure. Additionally, institutional ownership significantly
influences the level of CSR disclosure which in turn reduces the cost of debt of Malaysian PLCs.
The models used in the pilot study are shown in Appendix C.
The CSR_Index was calculated based on scores assigned from 0 to 3 for the following
sections: (1) Structuring of community activities by company; (2) Community Consultation and
Investment; (3) Workplace- Employment conditions: (4) Workplace Health and Safety; (5)
Workplace- Consultation; (6) Environment Resources, Emissions and Waste; (7) Environment –
Biodiversity and (8) Reporting. During the pilot testing phase, CSR INDEX was corrected and
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revised. Hierarchical regression analysis was conducted to test the effect of the explanatory
variables on CSR_INDEX and CoD_INT. See Appendix C for the statistical models used in the
pilot study.
3.19 Definition and measurement of variables used in the study
The variables used in the research are explained in terms of dependent (CSR_INDEX and
CoD_INT), independent, and control variables in the first, second, and third stages. This section
describes in detail the methods to be used to measure the dependent, independent, and control
variables. Justification of the chosen technique is also provided.
3.19.1 Dependent Variable
The disclosure index (CSR_INDEX) is the dependent variable in the first stage of the
study. The construction and measurement of the dependent variable is discussed in sections 3.12
to 3.16. The dependent variable in the second stage, cost of debt (COD_INT) is measured as the
interest expense for the year divided by the average short–and long–term debt during the year
(Jung et al., 2018; Francis et al., 2005; Pittman and Fortin, 2004). Following the argument put
forth by Jung et al., (2018), this study takes the view that initiatives under the Ninth and Tenth
Malaysia Plans are based on soft financing initiatives introduced by the government and private
debt. Hence, market-based measures such as market yield may not be relevant within the
Malaysian setting.
3.19.2 Upper echelon demographics
Upper echelon variables are hand collected from the annual reports of companies. Upper
echelon holding either a science or engineering degree was measured as a dummy variable,
assigned a value of one; zero otherwise (Lee, Sun and Moon, 2018; Manner, 2010). Upper
echelon with MBA degree (UPP_MBA) is measured as a dummy variable of one, zero otherwise
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(Bamber et al., (2010). The tenure of upper echelon is measured as the number of years the CEO
held the position as the CEO of the company (Manner, 2010; Ting et al., 2015).
3.19.3 Corporate Governance Mechanisms
Corporate governance data was manually collected from the annual reports of Malaysian
PLCs. The variables of interest are board independence, the board size, number of board
meetings, and audit committee independence. Board independence (BO_IND) is measured as the
percentage of outside independent directors on the board (Germain, Galy and Lee, 2014; Harjoto
and Jo, 2011). Board size (BO_SIZE) is measured as number of directors on the board (Ahmed
Haji, 2013; Germain, Galy and Lee, 2014). Brick and Chidambaran (2010), Laksmana (2008)
and Vafeas (1999) measure board meetings (BO_MT) as the number of annual board meetings
held in a year. Audit committee independence (AC_IND) is measured as the proportion of
independent outside directors to the members of the audit committee members (Ahmed Haji,
2015; Appuhami and Tashakor, 2017; Wan Mohammad, Wasiuzzaman, Morsali and Zaini,
2018).

3.19.4 Ownership Structure
Institutional shareholders act as a proxy for their monitoring role and encourage
Malaysian PLCs to engage in sustainable economic growth. The institutional shareholders have
been classified as government institutional ownership (GOV_INST) and other institutional
ownership (OTH_INST). These institutional investors are not necessarily homogeneous as their
investment strategies, monitoring techniques, and desired outcomes may be motivated
differently. The members of the Minority Shareholders Watchdog Group (MSWG) are classified
as insensitive institutional shareholders. Hence, these investors such as the EPF and LTAT
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(Pension Funds) and the largest public institutional investors (making up the balance of the
MSWG members) have no business relationship with the company and are not expected to
comply with management decisions. The other non-government shareholders (OTH_INST) are
sensitive institutional investors that have a business relationship with the company (Brickley et
al., 1988). Prior Malaysian studies have classified institutional investors as the top five
institutional investors in a company (see Wahab et al., 2007, 2008). These top five institutional
investors would include institutions such as the Employees Provident Fund, Lembaga Tabung
Haji and Permodalan Nasional Berhad (PNB), LTH and SOCSO (Saleh et al., 2010)
The government institutional shareholdings (GOV_INST) in this thesis is represented by
the members of the MSWG. GOV_INST is measured as the percentage of shares held
cumulatively by MSWG members (Wahab et al., 2007). The OTH_INST ownership is
represented by the percentage of shares held by non-governmental institutional shareholdings
such as mutual funds, investment, and insurance companies.
POL_CON is a dummy variable which is indicated by a variable that equals 1 if the
company is politically connected, and 0 otherwise. Faccio (2006) identifies POL_CON firms as
if at least one of the company’s controlling shareholders owns more than 20 percent of the
shareholdings in a company or top executive officers (i.e., CEO, president, vice-president, CFO
and member of the board of directors) is a member of parliament, Prime Minister or a cabinet
minister. Alternatively, they can also be related to the prime minister or a cabinet minister
through family or business ties (Tee, 2017). This definition was used to identify POL_CON
companies from annual reports for each year over the period 2009-2015 as in previous studies by
Bliss and Gul (2012), Fung et al., (2015) and Johnson and Mitton (2003).
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3.19.5 Creditors’ Power
According to Elijido-Ten (2009) and Roberts (1992), creditors’ power (CRED_POWER)
depends on how much a company relies on debt financing. Therefore, it is likely that agency
costs will be higher for firms with higher debt in their capital structure (Jensen and Meckling,
1976). The conflict of interest gives rise to agency costs resulting in wealth transfers from
shareholders and managers to debt holders. CRED_POWER is measured as average debt to asset
ratio of firm i at period t (Elijido-Ten, 2009).
3.19.6 Moderating variable
In this study, the moderating variable is the interactions between CSR disclosure and
media exposure (CSR_INDEX*MEDIA_EXP) and CSR disclosure and CSR awards
(CSR_INDEX*CSR_Awards). The thesis follows the methodology used by Reverte (2009),
where media exposure is measured as a numerical variable that represents the amount of news
about each company annually from 2009 to 2015. This acts as a proxy for a firm’s visibility that
leads to an organization attempting to obtain legitimacy through its CSR disclosure due to
stakeholders’ pressures (Brammer and Pavelin, 2008). The news articles were collected using
Google search engine where the name of each company in the sample was keyed in quotation
marks as the search term in Google tool “News.” This helps identify news of companies in the
newspapers and other media channels. Google’s search engine has been used by other
researchers such as Aguinis and Glavas (2012), and it searches all newspapers (national,
international and local), specialized and non-specialised economic press. In addition, Factiva and
Lexis Nexus databases were also employed to obtain the number of news items relating to CSR
activities and practices. This process enables identification of all media news of a company that
could originate from its tax residence in a country in which it is based or in other geographic
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locations in which the company operates. This research follows the methodology adopted by
Anas et al.,(2015) where the measurement for CSR award is using a dummy variable, i.e., one
(1) was assigned to a firm if it was a CSR award winner and zero, otherwise. These independent
variables were used as moderators in Model 7.
3.19.7 Control variables
The control variables used in Models 1 to 7 to test the hypotheses of this study are size,
growth, age of the firm, and ROA. These control variables are drawn from prior studies (Hawani
Wan Abd Rahman et al., 2011; Haniffa and Cooke, 2005; Mohd Ghazali, 2007). The company
size (LNSIZE) is calculated based on the log of total assets (Hassan Che Haat et al., 2008;
Elijido-Ten, 2009; Hawani Wan Abd Rahman et al., 2011). The size of the assets in the sample
of companies run into billions of ringgit. To bring them to a common level (percentage), the data
is converted into linear logarithmic form (natural log). This conversion is useful not only to
reduce the size of the assets (LNSIZE), the skewness present in the data will be normalized
(Greene, 2005; Hair et al., 2009). Firm’s age (FIRM_AGE) is measured based on the number of
years since firm’s incorporation or inception (Muttakin, Khan and Subramaniam, 2015; Romlah
and Zaleha, 2016). ROA is the return on assets, measured as income before extraordinary items
scaled by total assets at the end of the year (Iatridis, 2013).

3.20 Summary
This chapter outlines the research methodology to be used in the study. A quantitative
research method is adopted within the positivism paradigm. A description of the sample
population, as well as the sources of the secondary data, are also explained in this chapter. The
measurement of the variables are then elaborated, followed by a detailed overview of the model
specifications. The model specifications are developed to test the six hypotheses developed earlier.
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Finally, a pilot study was undertaken, and preliminary statistical analysis was conducted. The
results of the pilot study were interpreted briefly. The complete data set was applied and analyzed
in detail in the next chapter.
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CHAPTER 4
DATA ANALYSIS, RESULTS AND DISCUSSION
4.1 Introduction
This chapter interprets and explains the results of the hypotheses developed in Chapter 2.
Chapter 3 describes the methodology to be used to test the hypotheses generated to examine the
research objectives. This chapter explains the justification for and discussion about the chosen
methods. The six hypotheses developed were tested using the research models in Chapter 3. In
addition, this chapter describes the structural equation modeling (SEM) data analysis technique
applied in the thesis.
Table 4.1 shows the analysis of the companies in the sample by asset size over time,
indicating a variation in company size from ‘very small to ‘very large’ asset size. A sample of
104 companies were selected from the initiation of The Edge BRC members in 2010 out of a
population of 163 companies. The study follows a similar sampling frame used by Shaukat and
Debaj (2016) study where the sample consisted of 100 companies from a population of Fortune
Global of 500 companies. These selected companies had continuously remained on the list of
Fortune Global 500 companies for the eight years 2005 to 2012.
Table 4.1 Number of companies in each category
Companies

Very Small
Small
Medium
Large
Very Large
Total

2009
25
64
14
1
0
104

2010
18
69
16
1
0
104

2011
16
68
18
2
0
104

Years
2012
16
69
17
2
0
104
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Total
2013
16
66
20
2
0
104

2014
14
66
21
2
1
104

2015
12
67
21
3
1
104

117
469
127
13
2
728

4.2 Descriptive statistics
Tables 4.2 and 4.3 show the properties of the sample data. Both the tables set out the
descriptive statistics of the two dependent variables of interest, which are the CSR disclosure
(CSR_INDEX) and cost of debt financing (CoD_INT). In Panel A, the average (standard
deviation) score/index is 64.64 (56.00), with a minimum of minus 30 and maximum of 291. This
shows a wide variation in the disclosure practices across companies. The data collected in
relation to CSR_INDEX is based on a self-constructed disclosure instrument. The descriptive
statistics in Table 4.2 indicates that the skewness of the CSR_INDEX is 1.70, which is within the
normally distributed range of ±1.96 (Haniffa and Hudaib, 2006). However, the kurtosis relating
to CSR_INDEX is 4.85, which falls out of the range of normally distributed range of ±3 (Haniffa
and Hudaib, 2006). As a result, robustness analysis is required when testing the hypotheses. The
cost of debt on average is 6% (5.0%), and the maximum was 20%. The skewness of CoD_INT is
0.5, which is within the normally distributed range of ±1.96 (Haniffa and Hudaib, 2006) and the
kurtosis relating to CoD_INT is 0.36 which falls within the scope of normal distribution of ±3
(Haniffa and Hudaib, 2006). For the other independent variables, the results of the standard
skewness and kurtosis test indicate that there is a problem of the normality assumption.
Therefore, the data has been transformed or winsorized (Field, 2013).
Panel B of Table 4.2 shows the independent variables used in the study. On average, 32%
of CEOs (upper echelons) hold science degrees (UPP_SC) whilst only 13% hold MBA
(UPP_MBA) degrees. This suggests that there is a dominance of CEOs having science degrees
compared to MBA degrees. In relation to upper echelon’s tenure, average tenure (UPP_TEN) is
10 years (7 years) with a maximum of 45 years in a firm. With regards to corporate governance
variables, 46% (43%) of the board members are independent (BO_IND). The Malaysian Code of
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Corporate Governance (MCCG) 2012 recommends that there should be at least two independent
directors or at least one-third of the board composition must consist of independent directors.
The average board size (BO_SIZE) is 8 but ranges from 4 to 15. This seems to be close to
Chong, Ong, and Tan (2018) results whose mean BO_SIZE was nine for the years 2010 to 2014.
The number of board meetings (BO_MT) ranges from 2 to 21, with a median of 5, though on
average, 6 meetings were conducted. The MCCG 2012 does not specify the number of board
meetings to be held nor the recommended board size.
Table 4.2: Descriptive statistics of variables used in the thesis
Panel A: Dependent variable
Minimum

CSR_INDEX

Maximum

Mean Median

Std. Skewness Kurtosis
Dev

-30

291

64.64

56

50.25

1.7

4.85

0

0.2

0.06

0.05

0.03

0.5

0.36

UPP_SC

0

1

0.32

0

0.47

0.78

1.6

UPP_MBA

0

1

0.13

0

0.33

2.25

3.09

UPP_TEN

0

45

10.22

7

9.26

1.48

4.89

BO_IND

0

1

0.46

0.43

0.12

0.7

4.05

BO_MT

2

21

5.99

5

2.55

2.11

5.75

BO_SIZE

4

15

8.28

8

1.8

0.52

3.22

AC_IND

1

1

1

1

0

0

0

GOV_INST

0

1

0.07

0

0.26

3.26

8.63

OTH_INST

0

1

0.01

0

0.09

10.9

117.15

POL_CON

0

1

0.03

0

0.47

0.74

-1.46

0.04

27.12

1.34

1

2.34

0.89

1.15

MEDIA_EXP

0

13

0.91

0

1.75

2.71

8.81

CSR_AWARDS

0

2

0.21

0

0.41

1.48

3.38

CoD_INT
Panel B: Independent variables

CRED_POWER
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Audit committee independence (AC_IND) is 100%. The MCCG 2012 recommends that the
directors on audit committee should comprise at least 3 independent members. The descriptives
seem to indicate that the PLCs are complying with this recommendation.
In relation to ownership structure, Table 4.2 shows government ownership (GOV_INST)
on average is 7.0% which is represented by the founding members of the MSWG whose primary
role in Malaysia is to monitor PLCs, give advice on best practices on corporate governance and
protect minority shareholders. Other non-governmental institutional investors (OTH_INST) hold
on average, 8% of the shareholdings in the sample. This preliminary finding suggests that
information asymmetry may be a problem between the firm, shareholders, and its stakeholders.
Table 4.2 further shows 3.0% of companies are politically connected (POL_CON), suggesting that
these politically connected companies may have easy access to loans or finance that are “soft” in
nature, obtained from government-backed banks or state development bodies and pension funds
(Wahab, Zain, and James, 2011). The maximum number of news articles (MEDIA_EXP) was 13,
with an average of one (1) article, indicating media coverage of a firm’s CSR activities is rather
low in Malaysia. On average, only 21% of Malaysian PLCs in the sample have won awards.
Creditors’ power on average is 1.34 with a maximum of 27.12.
Panel C of Table 4.3 shows the descriptives of the control variables used in the study.
Age of the firm (AGE_FIRM) is transformed to logarithm. The average AGE_FIRM in the
sample is 1.46 years, with a maximum of 2.12 years. The maximum growth rate (GROWTH) is
14, with an average of 1.19.

149

Table 4.3: Descriptive statistics of control variables used in the thesis (con’d)
Panel C
Control
variables

Minimum

Maximum

Mean

Median

Std.
Dev

Skewness

Kurtosis

AGE_FIRM

0.00

2.12

1.46

1.52

0.31

-1.12

2.32

GROWTH

0.00

14.00

1.19

1.00

1.82

3.35

14.38

12.55

18.58

14.97

14.70

1.22

0.51

-0.32

1.18

8.30

0.15

0.08

0.56

10.08

112.51

LnSize
ROA (%)

Finally, company performance, measured as return on assets (ROA) shows an average of 0.15
percent with a maximum of 8.30 percent. Given the high growth rate, measured as Tobin’s Q,
and ROA, it suggests that most companies are investing in new assets. Firm size (LnSIZE)
ranges from 18.6 to 12.6.
4. 3 Analysis of Correlation Matrix
Tables 4.4 presents the Pearson pair-wise correlation matrix for the dependent and
independent variables of the thesis. The correlation matrix identifies any multicollinearity
problems. According to Haniffa and Cooke (2005) and Gujarati (2009), the critical value when
multicollinearity may occur between two independent variables is when the coefficient
correlation is more than 0.8. The highest relationship from Table 4.4 is 0.38 between firm size
(LnSIZE) and board meetings (BO_MT), which is below the critical value of 0.8 (Gujarati, 2009;
Haniffa and Cooke, 2005). A further test of multicollinearity is presented showing the variance
inflation factor (VIF) with the regression results. According to Gujarati (2009), there are no
multicollinearity issues when the VIF is less than 10.
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Table 4.4 shows a positive association between UPP_SC and UPP_TEN (r = 0.09; p <
0.05). Furthermore, a negative correlation exists between UPP_SC and CSR_Awards (r = -0.11;
p < 0.01) and CRED_POWER (r = -0.06; p < 0.05). It is interesting to note upper echelons
holding MBA degrees (UPP_MBA) have a positive correlation with government institutional
ownership (GOV_INST) (r = 0.08; p < 0.05). There is also a positive relationship between
UPP_MBA and MEDIA_EXP (r = 0.09; p < 0.05). MEDIA_EXP has a significant positive
correlation with CSR_Awards (r = 0.15; p < 0.001). This seems to be in line with Fombrun
(2005) study that highlights that the news media is drawn to companies that have won CSR
awards.
Table 4.4 shows some significant relationships amongst the governance mechanisms and
the other independent variables in the study. CSR_INDEX is positively correlated to board
independence (BO_IND) (r = 0.09; p < 0.01). CSR_INDEX is strongly negatively correlated to
BO_MT (r = -0.08; p < 0.001) and BO_SIZE (r = -0.21; p < 0.001). There is a positive
relationship between CSR_INDEX and CSR_Awards (r = 0.15; p < 0.001). In terms of
ownership structure, there is a positive correlation between CSR_INDEX and POL_CON (r =
0.09; p < 0.05). It is interesting to note that POL_CON firms have a positive correlation to
MED_EXP (r = 0.20; p < 0.001) and CSR_Awards (r = 0.21; p < 0.001). Both BO_SIZE (r =
0.14; p < 0.001) and BO_MT (r = 0.19; p < 0.001) have positive relationship to MEDIA_EXP.
Audit committee independence (AC_IND) is negatively associated with UPP_MBA (r = -0.10; p
< 0.01).
CSR_INDEX is negatively correlated to CoD_INT (r = -0.11; p < 0.01). There is a
positive correlation between CoD_INT and BO_MT (r = 0.11; p < 0.001) and a negative
correlation between CoD_INT and UPP_MBA (r = -0.18; p < 0.001). POL_CON companies
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show a negative correlation to CoD_INT (r = -0.07; p < 0.05) which could probably be due to
obtaining finance at favourable interest rates or the structural effect of political connections on
change of Prime Ministers over a longer period of time (Tee, 2018). CRED_POWER is
significantly and positively correlated to AGE_FIRM (r = 0.25; p < 0.001), unlike Elijido_Ten
(2009) study that indicated no correlation between CRED_POWER and AGE_FIRM.
Additionally, the association between CRED_POWER and ROA is shown to be negative (r = 0.06; p < 0.05). This seems to be in line with Reverte (2009) who found a negative correlation
between leverage and ROA of Spanish listed firms.
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Table 4.4: Correlations matrix among variables (N = 728).

1
2
3
4

1

2

3

4

5

6

7

1

-0.11**

0.09**

-0.08***

-0.21***

0.04

1

0.04

0.11***

0.02

0.05

1

0.11***

-0.25***

1

5
6
7
8
9

8

9

10

11

-0.02

-0.01

-0.02

-0.06

-0.02

-0.05

-0.18***

0.02

-0.03

0.00

0.03

0.08*

0.05

0.08

0.05

-0.02

0.19***

0.03

-0.09**

0.08

-0.16***

0.44***

1

0.01

-0.14***

0.01

-0.06

1

0.03

-0.10**

0.02

1

0.05
1

13

14

15

0.09*

-0.03

0.15***

-0.14***

0.06*

-0.07*

-0.06*

0.07*

-0.14***

0.16***

-0.06*

-0.04

0.01

-0.03

0.07*

0.00

0.33***

0.19***

0.21***

0.03

-0.13***

0.09*

0.13***

0.08*

0.14***

0.20***

0.04

0.01

0.00

0.03

0.02

0.02

0.02

0.09*

-0.02

0.04

0.00

-0.01

-0.11**

-0.04

0.08*

0.01

0.01

0.09*

0.02

1

-0.17***

0.03

-0.18***

-0.12**

1

0.21***

0.33***

0.01**

1

-0.03
1

10
11
12
13
14
15
16
17

12

16

17

18

19

0.00

0.05

-0.23***

-0.09**

-0.18***

0.03

-0.10**

0.01

0.16***

-0.10**

0.02

0.38***

-0.16***

0.01

-0.02

0.24***

0.04

-0.06

0.00

0.07*

-0.06*

0.03

-0.04

0.02

0.01

-0.10**

-0.09**

0.10**

0.10**

0.04

-0.17***

0.00

0.15***

-0.08*

-0.08*

-0.03

0.14***

-0.02

-0.07*

-0.07*

-0.03

0.22***

0.08*

0.06

0.00

0.00

0.08*

0.02

0.07*

0.20***

0.21***

0.06

-0.03

0.02***

0.03

0.25***

1

0.15***

-0.02

-0.07*

0.15***

-0.02

0.30***

1

0.05

-0.07*

0.24

-0.01

0.26***

1

0.25***

-0.01

-0.06*

0.00

1

0.04

-0.09**

-0.08*

1

0.06

-0.15***

1

0.05

18
19

1

1.CSR_INDEX; 2. CoD_INT;3. BO_IND;

4. BO_ MT;
5. BO_ SIZE;
6. AC_ IND;
7. Upp_SC;
8.Upp_MBA;
9 Upp_TEN
10. GOV_INST; 11. OTH_INST; 12. POL_CON; 13. MEDIA_EXP; 14. CSR_Awards; 15. Cred_Power; 16. AGE_ FIRM 17.GROWTH; 18. ROA; 19. LNSIZE
N = 728.
p < 0.05*, p < 0.01**, p < 0.001***

.
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4.4 Hypothesis testing
This section explains the models developed to test the six hypotheses developed earlier
in Chapter 2. The results of the multivariate regression analysis, moderating and mediating
effects, and robustness tests are presented in sections 4.4.1 to 4.16.
4.4.1 Upper echelon demographic variables and CSR disclosure (Hypothesis 1)
The first research question (RQ 1) to be tested is to explore the influence of upper
echelons’ demographics on the level of CSR disclosure. The classical simple linear
regression model was used to test Hypothesis 1, which examines the relationship between
upper echelon demographic variables and the level of CSR disclosure. Upper echelon
theory postulates that a company’s strategic choice is viewed as a reflection of the values
and cognitions of its CEO (Hambrick and Mason, 1984). This theory is based on bounded
rationality, suggesting leaders at the top of the organization (CEOs) interpret external
pressures through their personnel cognitive lenses to adapt to changes in business
environmental to gain organizational legitimacy (DiMaggio and Powell, 1983; Finkelstein
et al., 2009; Manner, 2010).
Drawing from upper echelon theory, Hypothesis 1 (H1) stated in the alternative form,
test the relationship between upper echelons’ demographics and CSR disclosure
(CSR_INDEX). Hypothesis 1 is divided into three sub-hypothesis, which are as follows:
H1: There is an association between upper echelon’s demographics and the level of CSR
disclosures.
H1 (a): There is a negative relationship between upper echelons with a science degrees and
CSR disclosure.
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H1 (b): There is a positive relationship between upper echelons holding MBA degrees and
CSR disclosure.
H1(c): There is a positive relationship between upper echelons’ tenure and CSR disclosure.
In order to understand the contribution of upper echelon demographics as
exogenous variables towards CSR disclosures (endogenous variable), the Analysis of
Moment Structures (AMOS) approach will be used to test the traditional regression
equation. The reason for the use of AMOS is to examine the relative contributions of each
predictor variable (includes independent and control variables) to the outcome variable.

Figure 4.1: Structural model of Hypothesis 1 of the study using AMOS.

Figure 4.1 represents the structural model of Hypothesis 1 depicting the relationship
between upper echelon demographics, control variables, and CSR disclosure (CSR_INDEX).
This was undertaken using the maximum likelihood Beta, using AMOS software version 23.
The upper echelon demographics and control variables covariances are shown on the left
hand side of the diagram as exogenous variables and CSR disclosure (endogenous variable)
is shown on the right hand side of Figure 4.1. Model 1 explains only 10% (R2) of the
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explanatory power in Figure 4.1. The structural model expressed as a multivariate regression
model is shown as:
CSR_INDEX = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4GROWTH + β5ROA +
β6AGE_FIRM + β7LNSIZE + εit
-----

Model (1)

Table 4.5: Path coefficients of Model 1 (H1)

CSR_INDEX
CSR_INDEX
CSR_INDEX
CSR_INDEX
CSR_INDEX
CSR_INDEX
CSR_INDEX

Upp_SC
Upp_MBA
Upp_TEN
AGE_FIRM
GROWTH
ROA
LnSize

Beta
-7.45
17.54
0.76
0.16
2.98
17.05
8.46

S.E.
4.06
5.77
0.21
0.09
1.06
3.45
1.58

C.R. P
-1.84
3.04
3.67
1.82
2.80
4.94
5.38

0.07
0.02*
***
0.07
0.01**
***
***

Standardised
-0.07
0.02
0.13
0.08
0.10
0.18
0.19

p < 0.05*, p < 0.01**, p < 0.001***

Table 4.5 shows the path coefficients of Model 1 with the standardized (beta)
regression weights of Model 1. Upper echelons holding science degrees are not significant
in influencing CSR disclosure. On the other hand, UPP_TEN (p < 0.001) and UPP_MBA
(p < 0.05) are both positive and significant. In terms of control variables, GROWTH,
ROA, and LNSIZE are positive and significant with CSR_INDEX. The standardized
coefficients in the last column of Table 4.5, under the heading ‘Standardised,’ show the
relative contributions made by each predictor variable in Model 1. These coefficients are
used to rank the independent variables in rank order, from the most to the least important
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contributors to CSR_INDEX. From Table 4.5, the most important factors contributing
towards CSR disclosure are UPP_TEN (13%), followed by the marginal contribution of
UPP_MBA (2%). Similarly, when the control variables are ranked, it shows that LnSIZE
(19%), followed by ROA (18%) and, finally, GROWTH (10%) contribute towards the
CSR_INDEX. The drawback of AMOS is that it is mainly used for survey data analysis,
and this thesis uses hand collected secondary data from annual reports of PLCs. Data such
as UPP_SC, UPP_MBA are dichotomous whilst UPP_TEN, AGE_FIRM, LNSIZE, and
GROWTH are continuous variables.
4.4.2 Creditors as stakeholders (Hypothesis 2)
The Ninth and Tenth Malaysia Plans spearheaded the national agenda to promote
sustainable economic development. Bursa Malaysia introduced the CSR Framework 2006
that aligned with the government’s national policy of promoting sustainable economic
development. The Framework mandated that all PLCs had to disclose their CSR practices
and strategies as part of its listing requirements in Bursa Malaysia. Rajandran (2018) study
had partly motivated this research to investigate the influence of CEOs and creditors as
stakeholders on CSR disclosure. Rajandran (2018) studied the CEO statements in the
annual reports of Malaysian PLCs, using language and images to communicate their CSR
practices to stakeholders. Drawing on Rajandran (2018) study that states that there are two
parties in the communication channel, i.e., the CEOs and stakeholders. According to
Christensen et al., (2008), CEOs may lead corporations, but stakeholders can shape
corporate reality. This thesis attempts to use stakeholder and upper echelon theories to
examine whether upper echelons’ cognitive values reflect the degree of stakeholder
engagement as a strategic decision-making tool. Creditors, as stakeholders can influence
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the level of CSR disclosure as a company’s operating activities may have environmental
impacts, causing externalities to society (Roberts, 1992). This, in turn, will increase a
company’s business risk that will be reflected in the cost of debt financing. Creditors power
depends upon the level of debt financing (Robert, 2002). Therefore, Hypothesis 2 (H2)
stated in the alternative form, test the relationship between creditors’ power and CSR
disclosure, stated as follows:
H2: Certeris paribus, there is a positive association between creditors’ power and CSR
disclosure.
The simple regression in Model 1 of Figure 4.1 does not consider the effects of time
and cross sectional differences in the data. The ordinary least square (OLS) multiple
regression in Model 2 now includes period (PERIOD) and industries (INDUSTRIES) fixed
effects to control for unobserved effects during the period (which are the years) and for
variations in the level of CSR disclosures across industries. White’s test for
heteroskedasticity was undertaken as Tables 4.2, and 4.3

indicate from descriptive

statistics that the data used in the thesis is not normally distributed. Heteroskedasticity
affects variances and standard errors which consequently influences the results of
hypothesis testing (Wooldridge, 2013). The OLS regression model, as stated, Hypothesis 2
is shown as follows:

CSR_INDEXit = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4Cred_Power + β5GROWTH
+ β6ROA + β7AGE_FIRM + β8LNSIZE + ∑βjPERIODit + ∑βkINDUSTRIESit + εi
-------------------
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(Model 2)

The coefficient (α) is the subscripts i is i …N sample observations, β1 to β4 are the
coefficient of interest in the study. The control variables are shown from β5 to β8. Period
(Year) and Industry dummies have been included in the model while εi represents the
unspecified random error term. The results of the OLS regression of Model 2 is shown in
Table 4.6. Model 2(a) does not consider time and industry effects. The results show upper
echelons having UPP_MBA degrees have a positive and significant relationship with CSR
disclosure (CSR_INDEX (t =1.96, p < 0.05). In addition, UPP_TEN has a positive and
significant association with CSR_INDEX (t =3.21, p < 0.001). In regards to control
variables, GROWTH (β = 2.64, p < 0.001), ROA (β = 17.77, p < 0.001) and LNSIZE (β =
0.01, p < 0.001) are positive and significantly related to CSR disclosures. In Table 4.6,
Model 2 (b) considers the time and industry effects. The Model 2(b) show similar results to
Model 2 (a), except for CRED_POWER (t = 2.93, p < 0.01) is positive and significant to
CSR_INDEX when controlled for time and industry effects. In regards to upper echelon
variables, Model 1 (b) shows that both UPP_MBA (β = 17.21, p < 0.01) and UPP_TEN (β
= 0.76, p < 0.001) have positive and significant relationship with CSR_INDEX. The results
from Models 1 and 2 (a) and (b) support the Hypothesis 1(b) and 1 (c) that UPP_MBA and
UPP_TEN play an important role showing heterogeneity in CSR disclosures at firm level.
This seems to indicate that the results for upper echelon demographics of UPP_MBA and
UPP_TEN are not driven by time or industry requirements.
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Table 4.6 Ordinary least square results relating to Models 1 and 2 (H1 and H2)
Dependent variable

CSR_INDEX
Models 1 and 2(a)
(no period or industry effects)
UPP_SC
-6.65
(-1.76)
UPP_MBA
13.74
(1.96)*
UPP_TEN
0.81
(3.21)***
CRED_POWER
0.06
(1.14)
GROWTH
2.64
(3.39)***
ROA
17.77
(3.59)***
AGE_FIRM
0.16
(1.14)
LNSIZE
0.01
(5.00)***
Period fixed
No
Industry fixed
No
Adjusted R2
0.10
F- statistic
9.82***
p < 0.05*, p < 0.01**, p < 0.001***.

CSR_INDEX
Models 1 and 2(b)
(with period and industry effects)
-3.43
(-0.89)
17.21
(2.46)**
0.76
(3.59)***
0.18
(2.93)**
0.92
(1.06)
22.95
(4.94)***
0.16
(0.94)
0.01
(4.34)***
YES
YES
0.14

Table 4.6 shows an increase in the Adjusted R2 from 10 percent to 14 percent. Therefore, the
results indicate that Hypothesis 1 (a) stating that there is a negative relationship between
upper echelons having a science degrees and CSR disclosure are not supported. Hence
Hypothesis 1 (a) is rejected. Hypothesis 1 (b) is supported in that upper echelons having a
MBA degrees show a positive association with CSR disclosure. Similarly, Hypothesis 1 (c)
is accepted, stating that upper echelon tenure does impact CSR disclosure. The results of
Model 2 (b) supports Hypothesis 2 that there is a positive association between creditors’
power and CSR_INDEX.
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4.4.2.1

Moderating role of upper echelon with MBA degree on stakeholder

engagement
(Hypothesis 2(b)
CSR disclosures are perceived as a form of a dialogue between management and
their stakeholders (Liu and Anbumozhi, 2009). Studies by Hughes (2000) and Cormier and
Magnan (1997) have shown that evaluation of environment liabilities are considered by
creditors when assessing a firm’s environmental performance. Furthermore, Liu and
Anbumozhi (2009) note that poor stakeholder engagement results in a lower level of
environmental disclosure regarding their ecological activities. Therefore, according to Liu and
Anbumozhi (2009), stakeholders rely on the strategic posture adopted by managers that could
be active or passive in nature, regarding the level of CSR information disclosed. The
disclosure of CSR information acts as a communication channel aimed at creditors to gain
their support which ultimately results in stakeholder engagement, leading to the adaption of
proactive strategies by CEOs to attain legitimacy. Brochet et al., (2009) conclude that CEOs
participate in firm-level policy decisions, while CFOs are involved in the formation or
discussion of guidance.
According to Geletkanycz and Black (2001), upper echelons holding MBA degrees seek
opportunities that will increase firm value and their reputation. As previously discussed, CSR
disclosures are used by creditors to assess a firm’s risks profile when determining the firm’s
financing needs. As a result, CEOs need to strategize their disclosure strategy as past social
and environmental and economic operations of a company are likely to influence the current
year’s extent of CSR disclosures. Liu and Anbumozhi (2009) show creditors’ pressure,
measured as asset/liability (or Debt/Asset), was not significant in relation to environmental
disclosures in China, an emerging economy. A plausible explanation provided by the authors
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was that banks previously paid less attention to a company’s environmental performance, but
this is expected to change due to the introduction of the green credit policy in 2006.
Drawing on Hambrick and Mason (1984) and Delmas and Toffel (2008) studies, the
premise put forth is that upper echelon’s educational level influences their cognitive thinking
which will impact their managerial styles and financial reporting choices (Plöckinger,
Aschauer, Hiebl, and Rohatschek, 2016; Hambrick and Mason,1984). Creditors, as a
stakeholders, require greater disclosure of CSR information to enable them to make informed
decisions regarding a company’s risk profile (Lewis et al., 2013). At the same time, the
educational level of upper echelons will tend to influence how companies achieve
organizational legitimacy via stakeholder engagement.
According to Geletkanycz and Black (2001), upper echelons holding MBA degrees seek
opportunities that will increase their firm value and reputation. Dhaliwal et al., (2012) note
there is a lack of academic evidence relating to the importance of CSR reporting to
stakeholders. Their study examined CSR standalone reports of United States companies to
examine the relationship between non-financial information and the cost of capital. Their
analysis revealed that only five Malaysian companies reported standalone CSR reports for
the period 1997 to 2007. The effect of creditors’ monitoring has been an under researched
area (Ramly, 2013). Malaysia lacks mandatory CSR laws and is low in the protection of
labour rights. The Tenth Malaysia Plan and the Economic Transformation Programme aimed
at achieving highly skilled, competitive, and innovative workforce by 2020. Furthermore,
Call, Campbell, Dhaliwal, and Moon (2017) find highly educated employees associated with
improved mandatory and voluntary disclosures. Lewis, Walls, and Dowell (2013) empirical
evidence suggests CEOs are more willing to disclose, as a strategic choice, to increase their
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firm value and gain organisational legitimacy (Bansal and Clelland, 2004). Therefore, the
interaction of the upper echelon and legitimacy theories give rise to a moderating effect
between the cognitive values inherent in an upper echelon having a MBA degree towards
stakeholder engagement and seeking legitimacy to maintain the social contract. Therefore,
taking together the findings of Call et al., (2017), Hambrick (2007) job demand perspective,
Lewis et al., (2013) and Dhaliwal et al., (2012), this study investigates the moderating effect
of upper echelons with MBA degrees with creditors’ power on CSR disclosure. Therefore,
the hypothesis developed is:
H2 (b): Certeris paribus, upper echelons holding a MBA degrees will moderate the
relationship between CSR disclosure and creditors’ power.
The moderation effect is represented in Model 3 as follows:
CSR_INDEXit = α + β1Upp_SC +β2Upp_MBA+ β3Upp_Tenure + β4Bo_IND + β5BO_SIZE
+β6BO_MT
β10GOV_INST

+β7AC_IND

+β8Cred_Power

+β11OTH_INST

+

+β9Upp_MBA*Cred_Power

β12POL_CON+

β13GROWTH

+β14ROA

+
+

β15AGE_FIRM + β16LNSIZE + ∑βjPERIOD it + ∑βkINDUSTRY + εit
------------

Model (3)

Model 3 in Table 4.7 presents the results of the two-way interactions between
UPP_MBA and CRED_POWER. The moderating effect of upper echelons having an MBA
degree and creditors’ power (a proxy for creditors as stakeholders) on CSR disclosure
shows a positive and significant relationship (β = 33.60, p < 0.01). The moderating effect
sees an increase in the Adjusted R2 from 0.14 in Model 2(b)) to 0.17 in Model 3. The
results seem to suggest CEOs with MBA degrees are engaging with creditors as
stakeholders in meeting their demands or needs.
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Table 4.7 Interaction of UPP_MBA and CRED_POWER on CSR disclosures
Panel
Model
UPP_SC

INDUSTRY
YEAR
R2

1.74
(0.01)
(4.34)
(1.06)***
22.95
(4.94)***
0.16
(0.94)
YES
YES
0.25

With moderation
3
-4.70
(-1.23)
40.65
(3.90)***
0.71
(3.46)***
0.13
(2.28)*
33.6
(4.87)**
10.20
(7.58)***
0.87
(0.96)
25.44
(4.96)***
0.17
(1.02)
YES
YES
0.26

Adjusted R2

0.14

0.17

UPP_MBA
UPP_TEN
CRED_POWER

Without moderation (OLS)
2(b)
-3.43
(-0.89)
17.21
(2.46)**.
0.76
(3.59)***
0.18
(2.93)**

UPP_MBA*CRED_POWER
LNSIZE
GROWTH
ROA
AGE_FIRM

p < 0.10†, p < 0.05*, p < 0.01**, p < 0.001***.

Therefore, drawing on the stakeholder theory by Freeman (983) and upper echelon theory
by Hambrick and Mason (1984), the findings appear to suggest upper echelons with MBA
degrees are engaging with their creditors, as stakeholders, as a strategic response to
concerns regarding social and environmental issues.
The CEOs’ strategic response towards its creditors’ demands or needs contribute
towards heterogeneity in CSR disclosure (Lounsbury, 2001). It can be noticed that the
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significance of the CEOs with MBA degrees in Model 2 (b) (β = 2.46, p < 0.01) has
become very significant in Model 3(β= 33.6; p < 0.001). This could be attributed to CEOs
being more risk averse (Finkelstein et al., 2009). In relation to the control variables, only
LNSIZE and ROA have a positive and significant association at p < 0.001 level to
CSR_INDEX. Therefore, Hypothesis 2 (b) is accepted.
4.4.3 Corporate governance and CSR disclosure (Hypothesis 3)
The board of directors are seen as the central link by shareholders to monitor the
management. Board monitoring effectiveness is measured as board, and audit committee
independence and board size whilst board activity is measured by the number of board
meetings. Effective internal corporate governance mechanisms aid in reducing the legitimacy
gap between a company and its stakeholders by its CSR disclosure (Khan, Muttakin, and
Siddiqui, 2013). Drawing from agency theory, Hypothesis 3 (H3) examines the relationship
between board monitoring effectiveness, board activity, and CSR disclosures.
4.4.3.1

Board independence
Abdifatah et al.,(2013) note that having independent directors on the board has a

positive influence over directors’ decision making relating to issues of CSR.

Corporate

governance assumes outside directors (i.e., independent directors) are capable of pressuring
companies to undertake CSR programs and initiatives to ensure that the interest of nonfinancial stakeholders are met (Haniffa and Cooke, 2005). According to Webb (2004), socially
responsible companies have more outsiders/independent directors on the board when
compared to non-socially responsible companies. Said et al., (2009) and Abdullah, Mohamed,
and Mokhtar (2011) show that in Malaysia, independent directors play an important role in
developing their corporate image through more voluntary disclosures and at the same time act
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as monitors of financial disclosure quality (Forker, 1992; Rosenstein and Wyatt, 1990).
Haniffa and Cook (2005) find a negative and significant relationship between independent
directors and CSR disclosure in Malaysia. Similarly, Abdifatah (2013) did not find any
significance between independent directors and CSR disclosure. The Malaysian Code of
Corporate Governance 2012 views independent directors as representing stakeholders’
interests. Ahmad, Rashid, and Gow (2017) empirical findings show the association between
board independence and CSR reporting in Malaysia was industry specific. The authors further
add that this finding was partially supported by agency theory. Therefore, Hypothesis 3 (a)
examines the relationship between board independence and CSR disclosures as follows:
H3(a):

There is an association between board independence and CSR disclosure.

4.4.3.2

Frequency of board meetings
Board meetings are used as a proxy for board activity and board diligence

(Laksmana, 2008). Allegrini and Greco (2013) study of Italian companies find a positive
relationship between the frequency of board meetings and organizational transparency.
According to Enric Ricart et al., (2005), when boards meet more frequently, it represents
board activity and diligence towards strategic planning. Furthermore, according to the authors,
board meetings could be interpreted as the process of decision-making, accountability, and
distribution of resources. Abdifatah (2013) did not find any relation between board meetings
and CSR disclosure in Malaysia. Therefore, Hypothesis 3 (b) examines the relationship
between board meetings and CSR disclosures as follows:
H3(b):

There is a positive relationship between frequency of board meetings and CSR
disclosure.
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4.4.3.3

Board size
Both resource dependency and agency theories suggest a positive relationship

between board size and firm performance. This indicates that larger board size is more
preferable under agency theory as it enables directors to focus on the interest of their
shareholders and stakeholders in their roles in monitoring and controlling (Kalsie and
Shrivastav, 2016). According to Pearce and Zahra (1992), a larger board size increase a firm’s
capability to understand and respond to its various stakeholders. The perception by investors
that companies with larger boards are monitored for their financial reporting systems helps in
reducing information asymmetry and increase legitimacy, leading to the integrity of reporting
(Anderson, Mansi, and Reeb, 2004). On the other hand, Lipton and Lorsh (1992) and Jensen
(1993) argue that a smaller board size is preferable. Similarly, Hermalin and Weisbach (2001)
argue that larger boards can be less effective than small boards as they tend to display more
symbolic role in performing their essential functions of management. Therefore, Hypothesis 3
(c) examines the relationship between board size and CSR disclosures as follows:
H3(c):

There is a positive association between board size and CSR disclosure.

4.4.3.4

Audit committee independence

The presence of more independent directors in the audit committee (AC) tends to provide
credible information that will reduce agency cost and improve the quality of disclosures
(Forker, 1992). Wright (1996) finds audit committee composition is strongly associated with
the quality of financial reporting. Therefore, the following hypotheses is developed as follows:
H3 (d): There is an association between an independent audit committee and CSR
disclosure.
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Model 2 is now extended to include corporate governance variables of board effectiveness and
board activity into the regression equation to study the effect on CSR disclosures as follows:
CSR_INDEXi = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4CRED_POWER +
β5BO_IND + β6BO_SIZE + β7BO_MT + β8AC_IND +β9GROWTH +β10ROA +
β11AGE_FIRM + β12LNSIZE + ∑βjPERIOD it + ∑βkINDUSTRIES + εi
-----Model (4)

In Model 4, CSR_INDEXi is the CSR disclosure for firmi. The coefficient (α) is the
intercept whilst β5, and β6 represent board effectiveness, and β7 represents board activity. The
coefficient (β8) represents AC which is the audit committee independence, as a proxy for
monitoring financial and non-financial reporting practices (Appuhami and Tashakor, 2017). The
control variables are shown from β9 to β12. Period (Year) and Industry dummies have been
included in the model, while εi represents unspecified random errors.
Xie, Davidson, and DaDalt (2003) examined the relationship between earnings
management and corporate governance variables. The authors find a high correlation between
board and audit committee independence. Therefore, the researchers did not combine board and
audit committee independence in their single regression model. Table 4.8 shows there is no high
correlation between the two independent variables of board independence (BO_IND) and audit
committee independence (AC_IND). Thus, both BO_IND and AC_IND have been included in
the single regression Model 4. If there is a presence of high correlation, their correlation values
have to be higher than 0.8 (Gujarati, 2009; Akhtaruddin, Hossain, Hossain and Lee, 2009) and
the variance inflation factor (VIF) used to test the multicollinearity in the regression models has
to be greater than 10 (Gujarati, 2009).
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Table 4.8 provides the results of the OLS analysis with board effectiveness, board activity,
and audit committee monitoring. Following Lorca, Sánchez-Ballesta, and García-Meca (2011),
the results are shown after standard errors clustered at company and year level have been
accounted for in Model 4(b). Therefore, the results are robust to heteroscedasticity and within
company serial correlation. In Model 4(b), only the upper echelon demographics of UPP_TEN
(t = 3.93; p < 0.001) has a positive and significant relationship with CSR disclosure unlike in
Table 4.6. In terms of board monitoring effectiveness, Model 4(b) shows that BO_SIZE (t =
4.25, p < 0.001) is positive and significant with CSR_INDEX. Both BO_IND and AC_IND are
not significant. Board activity as proxy by BO_MT is positive and significant (t = 2.85, p <
0.001). In Model 4 (b), when period and industry effects are controlled, CRED_POWER as
stakeholders, show a positive and significant association with CSR_INDEX (t= 3.76, p <
0.001). With regards to the control variables in Model 4(b), ROA (t = 4.75; p <0.001) shows a
positive and significant relationship to CSR_INDEX. Size of the company (LNSIZE) shows a
positive relationship to both Models 4 (a) and (b) at 5 percent significance.
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Table 4.8 OLS results relating to corporate governance variables (H3)
Dependent

CSR_INDEX Model 4(a)

CSR_INDEX Model 4(b)

variable

(no period or industry effects

(with period and industry effects)

UPP_SC

-3.43

0.51

(-0.93)

-0.14

14.37

18.62

(2.02)*

-2.63

0.91

0.84

(3.63)***

(3.93)***

-6.19

-3.38

(-1.61)

(-0.89)

3.67

5.19

(2.88)***

(4.25)***

2.44

2.21

(3.16)***

(2.85)***

-22.86

-20.13

(-2.72)

(-1.79)

0.06

0.23

1.04

(3.76)***

2.59

0.95

(3.29)***

1.1

18.04

24.68

(3.47)***

(4.75)***

0.23

0.23

1.68

1.43

0.01

0.01

(2.84)*

(2.07)*

Period fixed

-----

YES

Industry fixed

-----

YES

Adjusted R

0.13

0.18

R Square

0.12

0.27

UPP_MBA
UPP_TEN
BO_IND
BO_SIZE
BO_MT
AC_IND
CRED_POWER
GROWTH
ROA
AGE_FIRM
LNSIZE

2

p < 0.05*, p < 0.01**, p < 0.001***.
By incorporating corporate governance variables, the R2 has increased from 10
percent (Model 1) to 27 percent in Model 4(b). At the same time, the adjusted R2 saw an
increase from 13 percent (Model 1) to 18 percent in Model 4(b). Therefore, when taken
together with CG mechanisms in Model 4, Hypothesis 2 is supported in that creditor's
power has an effect on CSR disclosure. Models 4 (a) and (b) seem to indicate that AC_IND
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is not significant to CSR disclosure practices. Therefore, Hypothesis 3 (b) and (c) are
supported, but Hypothesis 3(a) and 3(d) are unsupported.
4.5 Ownership structure and CSR disclosure (Hypothesis 4)
This study examines the relationship between government and non–governmental
institutional investors’ shareholdings on CSR practices in Malaysia. Differences in
ownership structure influence the effectiveness of the corporate governance mechanisms
within a firm. In this study, members of the MSWG are considered as government
institutional shareholders (GOV_INST) while shareholdings by mutual funds, insurance
companies, and financial institutions are classified as non-government institutional
shareholders (OTH_INST). A study by Subramaniam et al., (2016) show that in Malaysia,
Employee Provident Fund and the Lembaga Tabung Angkatan Tentera Fund, as GOV_INST
institutional shareholders consider CSR practices of Malaysian PLCs in their investment
decisions. Hence, companies that have shareholdings by the government, as represented by
the founders of the MSWG, are expected to disclose more CSR information. Amran and
Devi (2008) find government shareholdings have a significant influence on CSR reporting in
Malaysia. Abdul Wahab et al., (2007) study finds that in Malaysia pressure insensitive
shareholders (example pension funds and state owned institutional investors) are better
monitors as they have no business relationship with the firm and, therefore, are not subject to
comply to management decisions compared to pressure sensitive shareholders who have a
business relationship with a firm such as insurance and other financial intermediaries. Zhang
et al., (2012) study of Chinese politically connected firms find that these companies are more
likely to take on CSR practices as they are dependent on the government for their resources
as well as to be seen to comply with government policies and initiatives in the Ninth and
171

Tenth Malaysia Plans to demonstrate their loyalty. Therefore, Hypothesis 4 examines the
relationship between government ownership, non-government ownership, and political
connections on CSR disclosure stated as in the alternative form as follows:
H4 (a): Ceteris paribus, there is a positive association between government institutional
ownership and CSR disclosure.
H4 (b): Ceteris paribus, there is an association between non-governmental institutional
ownership and CSR disclosure.
H4 (c): Ceteris paribus, there is a positive relationship between politically connected
companies and CSR disclosure.
To study the relationship between ownership structure and CSR disclosure, Model 4
is now extended as follows:
CSR_INDEXi = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4CRED_POWER +
β5BO_ + β6BO_SIZE + β7BO_MT + β8AC_IND + β9GOV_INST + β10OTH_INST +
β11POL_CON+ β12GROWTH β13ROA + β14AGE_FIRM + β15LNSIZE + ∑βjPERIODit +
∑βkINDUSTRIES + εi
-------(5)
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Model

Table 4.9 Ownership structure and CSR disclosure, using Pooled OLS, to Model 5
Dependent
variable

UPP_SC

CSR_INDEX Model 5(a)
(no period or industry
effects)
-4.53
(-1.20)
14.96
(2.13)*
1.11
(4.51)***
-3.72
(-0.98)
3.95
(3.29)***
0.7
-0.78
-27.94
(-3.36)***
15.88
1.72
-13.59
(-0.24)
21.46
(5.05)***
0.05
1.14***

CSR_INDEX Model
VIF
5(b)
(with period and industry effects)

PERIOD FIXED
INDUSTRY
Adjusted R2

2.47
(3.24)***
18.8
(3.81)***
0.22
-1.51
0.01
(1.93)*
NO
NO
0.15

-1.46
(-39)
18.31
(2.62)***
1.05
(4.84)***
0.2
-0.05
5.47
(4.77)***
0.16
-0.18
-31.26
(-2.90)***
17.1
(2.01*
-19.15
(-0.57)
25.94
(6.15)***
0.22
(3.41)***
industry effects)
0.54
0.62)
20.22
(4.39)***
0.15
-0.87
0.01
-1.07
YES
YES
0.23

R2

0.17

0.32

UPP_MBA
UPP_TEN
BO_IND
BO_SIZE
BO_MT
AC_IND
GOV_INST
OTH_INST
POL_CON
CRED_POWER

GROWTH
ROA
AGE_FIRM
LNSIZE

p < 0.05*, p < 0.01**, p < 0.001***.
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1.02
1.05
1.07
1.19
1.23
1.28
1.03
1.43
1.11
1.26
1.08

1.06
1.03
1.14
1.04

Tables 4.9 (a) and (b) provide the results of the OLS regression relating to Hypothesis 4 on
the effect of ownership structure on CSR disclosure (CSR_INDEX). Model 5 indicates
significant changes in the explanatory power of the variables once ownership structure have
been included in the model. The change in R2 is from in Model 4(b) from 0.27 to 0.32 in
Model 5 (b). In Model 5(a), there is a positive association between UPP_MBA and
CSR_INDEX (t = 2.13, p < 0.05) whilst in Model 5(b) this relationship is very significant (t
= 2.62, p < 0.001). In both models, UPP_TEN is positively and significantly related to
CSR_INDEX. The results of Table 4.9 (a) seem to indicate in Malaysia, CEOs holding
MBA degrees and long tenure have a significant influence on top management’s strategic
choice of reporting their CSR initiatives and practices (Hambrick, 2007). In particular, the
results seem to suggest that UPP_MBA and UPP_TENURE encourage stakeholder
management.
Of the corporate governance mechanisms, BO_SIZE shows a positive and
significant relationship to CSR_INDEX (t = 4.77, p < 0.001). On the other hand, AC_IND
shows a negative and significant association with CSR_INDEX (t = -2.90, p < 0.001) in
Model 5 (b). These findings highlight that in the context of an emerging economy, drawing
on stakeholder and upper echelon theories, CEOs are concerned with satisfying
stakeholders’ demands or needs as a strategic choice to either enhance or sustain the market
reputation and to reduce business risk (Barnett; 2007). Model 5 (b) indicates industry and
time effects, for example, GOV_INST in Model 5(a) is not significant when period and
industry effects are not taken into account Model 5 (b), GOV_INST is positively related to
CSR_INDEX (t =2.01, p < 0.05). This seems to suggest that institutional pressures from
industry coerce companies to disclose more CSR information rather than the government.
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POL_CON is positively related with CSR disclosures.(t = 6.15, p < 0.001). In Models 5 (a)
and (b), ROA is positive and significant to CSR_INDEX. Therefore, hypothesis 4 (a) and
(c) are supported, and hypothesis 4(b) is unsupported.
4.6 Disaggregation of the construction of CSR disclosure
The self-constructed CSR index has been broken down into its component parts
consisting of CSR number of words (CSR_NOWORDS), environmental disclosures
(ENVDISCL) and social disclosures (SOCDISCL). Table 4.10 reports the results of the
disaggregation of the CSR disclosure. The number of words used to describe a firm’s CSR
mission statement or policies is named

CSR_NOWORDS. On examination of the

relationship between CSR_NOWORDS, and CEO demographics, a positive relationship
exists between upper echelon holding an MBA degree (t = 1.91; p < 0.05) and tenure (t =
4.83, p < 0.001). In relation to the corporate governance variables, BO_SIZE (t = 4.08, p <
0.001) shows a positive and significant association to CSR_NOWORDS, implying a large
board size places emphasis on CSR mission or policy statements of the firm. There is a
negative and significant association between AC_IND and CSR_NOWORDS (t = -4.22, p
< 0.001). In relation to ownership structure only POL_CON has a positive and significant
relationship to CSR_NOWORDS (t = 5.63, p < 0.001).
Table 4.10 shows CEOs with MBA degrees a positive and significant relationship to
environmental (t = 2.02, p < 0.05) and social ((t = 2.22, p <0.05) disclosures. This is in line
with the findings of Huang (2013). On the other hand, as UPP_TEN increases, the number
of words to describe the company’s CSR policy or mission statement increases, but has a
marginal positive significance to social disclosure and a negative relationship to ENVDISL
(t =-2.40, p < 0.05).
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Table 4.10 Disaggregation of CSR dimensions

CSR_No of Words
UPP_SC
UPP_MBA
UPP_TEN
BO_MT
BO_IND
BO_SIZE
AC_IND
GOV_INST
OTH_INST
POL_CON
CRED_POWER
LNSIZE
GROWTH
ROA
AGE_FIRM
INDUSTRY
YEAR
R2
2

Adjusted R

ENVDISL

SOCDISCL

-1.46
(-0.44)
11.74
(1.91)*
0.92
(4.83)***
0.02
(-0.02)
-3.89
(-1.18)
4.27
(4.08)***
-39.4
(-4.22)***
8.98
(-1.25)
-15.83
(-0.62)
20.69
(5.63)***
-3.02
(-4.04)***
1.48
(-0.05)
2.48
(-0.1)
8.29
(-0.84)
4.56
(-1.53)
YES
YES
0.3

0.82
(-1.35)
0.72
(2.02)*
-0.04
(-2.40)*
0.13
(1.63)†
0.97
(2.85)***
0.47
(4.70)***
-0.66
(-0.69)
0.32
(-0.42)
5.37
(3.09)***
1.08
(2.62)*
0.02
(3.76)***
0.99
(6.21)***
0.97
(6.24)***
0.73
(1.70)†
4.01
(1.93)*
YES
YES
0.36

2.72
(2.87)***
3.44
(2.22)*
0.07
(1.64)†
0.02
(-0.12)
1.11
(-1.24)
0.61
(2.74)**
2.8
(-1.13)
6.12
(2.43)**
0.41
(-0.05)
3.89
(3.57)***
0.03
(2.76)**
4.3
(11.23)***
2.22
(5.08)***
10.99
(1.71)†
0.16
(-0.45)
YES
YES
0.45

0.21

0.28

0.37

p <0.10†, p < 0.05*, p < 0.01**, p < 0.001***.
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The results could be explained using Chen, Zhou, and Zhu (2018) study, whose argument was
based on the career concern hypothesis and the signaling of CEO’s ability to the board to
mitigate career concerns in their early years of tenure. According to the authors, as CSR
involves long-term investments, CEOs are motivated to invest in CSR initiatives early in their
tenure as benefits from implementing these CSR investments will be reaped at a later stage of
their tenure. The effects of CSR long-term investments and career concern hypothesis suggest
a negative relationship between CEO tenure and CSR performance. From an emerging market
perspective, the results seem to suggest upper echelons with MBA degrees increase CSR
disclosure, but the downside is that long tenured CEOs seem to influence the number of words
but not environmental disclosure when disaggregated. This probably could be the CSR
Framework 2006 by Bursa Malaysia requires narrative rather than verifiable reporting
(Abdifatah Ahmed, 2013).
All governance variables are positively related to ENVDISL. Board meetings (BO_MT) is
marginally and positively associated with ENVDISL (t = 1.63, p < 0.10). Again, BO_SIZE is
positive and significant to ENVDISL (t = 4.70, p < 0.001). It is interesting to note board
independence (BO_IND) is positive and significantly associated with environmental
disclosure (t = 2.85, p < 0.001). According to Arora and Dharwadkar (2011), when there are
more independent directors on the board, shareholders and stakeholders perceive this as
improving the corporate governance mechanism and legitimacy within society.
When ownership structure is examined, OTH_INST is positive and significant to
ENVDISL (t = 3.09, p < 0.001). Politically connected companies show a positive
relationship to ENVDISL at the 5 percent (t =2.62). When the social dimension
(SOCDISCL) is examined, it is interesting to note that CEOs with science degrees
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(UPP_SC) tend to disclose more social disclosures (t = 2.87, p < 0.001) compared to
CSR_NOWORDS and ENVDISL which were insignificant. The results of CEOs with
MBA degrees and SOCDISL show similar results to ENVDISL (t = 2.22, p < 0.05). CEO’s
tenure has only a marginal positive association with SOCDISL (t = 1.64, p < 0.10). The
significant governance variable is BO_SIZE which is positive (t =2.74, p < 0.01). Of the
institutional investors, only the GOV_INST was positive and significant to SOCDISCL (t =
2.43, p < 0.01). Politically connected companies show a positive and significant
relationship to social disclosures (t = 3.57, p < 0.001). The general observation from the
results of POL_CON companies seems to suggest that these companies increase their
CSR_NOWORDS, ENVDISL, and SOCDISCL disclosures to maintain corporate
legitimacy. When creditors’ power (CRED_POWER) is examined, there is a negative and
significant relationship between CSR_NOWORDS and creditors’ power (t = -4.04, p <
0.001), implying creditors as stakeholders do not care much for the description of a firm’s
CSR policy (CSR_NOWORDS). However, creditors (CRED_POWER) as stakeholders
have a positive and significant influence over ENVDISL and SOCDISCL disclosures.
Of the control variables, firm size (LNSIZE) and growth (GROWTH) were
significant in relation to ENVDISL and SOCDISL disclosures. Prior studies have shown
the size of a company tends to attract attention and pressure to respond to stakeholders’
demands under the agency theory which will reduce agency cost (Arora and Dharwadkar,
2011; Burke, Logsdon, Mitchell, Reiner, and Vogel, 1986). Return on assets (ROA) was
marginally significant at 10 percent to both ENVDISL and SOCDISCL. Age of the firm
(AGE_FIRM) was positively associated with ENVDISL (t = 1.93, p < 0.05).
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4.7 Further robustness test using panel data analysis
Model 5(a) is the baseline model of study in relation to determinants of CSR
disclosure. The panel data approach gives more information and has less collinearity
amongst the independent and outcome variables of interest (Baltagi, 2013). The structure
of the panel data can be illustrated by the matrix as follows:

CSR_INDEX =

Year
Y2009
Y2010
.
.
.
Y2015

Firm
Firm1
Firm2
.
.
.
Firm i

In a fixed effect model (FEM), the intercept in Model 5(a) will vary cross-sectionally but not
over time, unlike in a random model (REM) where the intercept is treated as a random
parameter (Asteriou, 2011).
Hence, the base line equation of the thesis is shown as:
CSR_INDEXit = α + β1Upp_SC + β2Upp_MBA + β3Upp_Tenure + β4Bo_IND + β5BO_SIZE
+ β6BO_MT + β7AC_IND + β8Cred_Power + β9GOV_INST + β10OTH_INST +
β11POL_CON+ β12GROWTH β13ROA + β14AGE_FIRM + β15LNSIZE +
∑βjPERIOD it + ∑βkINDUSTRIES + εit
------------------
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Model 5(a)

In reference to Model 5(a), the coefficient (α) is the intercept taken to be constant over time t
and specific to the individual cross-sectional unit i. The subscripts i is i …N sample
observations and t = 1, denotes the time dimension. CSR_INDEX is the CSR disclosures for
firmi.
Model 5 is based on Pooled Ordinary Least Squares (POLS) multi-regression analysis. The
data examined has a longitudinal panel feature, which gives rise to issues such as
heteroskedasticity, autocorrelation, and omitted variables (Baltagi, 2013; Wooldridge, 2013).
Hence, panel least squares analysis is employed to study the relationship between upper echelon
demographics, corporate governance, and ownership structure and creditors’ power on the
outcome variable, CSR disclosure (CSR_INDEX).
In order to establish the best model for balanced panel data, the first stage is to determine
the selection between the fixed effect model (FEM) and the panel data (POL) models. In
reference to Model 5(a), the fixed effect model (FEM) assumes that differences in units can be
captured in differences in the constant term, α. The selection criteria for whether panel or FEM
models are preferable is set out in the hypothesis in the null form that panel data is preferred,
and the alternative hypothesis is that FEM is preferred.
The second stage is to determine the selection between Random Effect Model (REM) and
panel models, using Breusch and Pagen (1980) test for random effects model based on the panel
data residuals as:
H0: ϭ2ᵘ = 0
H
1:

ϭ2ᵘ ≠ 0
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The final stage is to decide between FEM and REM models by using the Hausman test
statistics. The difference between FEM and REM is due to the assumption on heterogeneity.
The null hypothesis is that the REM is correct, and the alternative hypothesis is that the FEM is
correct. Table 4.11 shows the results of the F–test, Breusch-Pagan Multiplier (LM) test, and the
Hausman test of Model 5(a).
The F test is used to test the validity of the panel data model. As the F statistic is
significant at 1 percent level, the null hypothesis (Ho) is rejected. This indicates there are
differences between the cross-sectional units (Baltagi, 2013). Therefore, the panel data model
is not appropriate. The LM test by Breusch and Pagan (1980) is used to test whether the panel
least squares (PLS) is appropriate against the random effects model. The results show that the
Chi-square value is significant at 1 percent level. Hence, the null hypothesis is rejected. This
indicates the presence of individual effects and that the panel data model is not appropriate.
The Hausman test is used to choose between the FEM and REM. The results indicate that the
Chi-square value is significant at the 1 percent level. Therefore, the null hypothesis is rejected,
accepting the FEM as appropriate for the study, showing that the FEM has addressed any
possible firm level heterogeneity.
Table 4.11: Comparison of F, LM, and Hausman test in relation to Model 5(a)
Tests
F test
LM test
Hausman test

Model 6
720.32
0.00
1506.30
0.00
189.36
0.00

F Statistic
Probability (p value)
Chi- square Statistic
Probability (p value)
Chi- square statistic
Probability (p value)
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Variable

PLS

Model
Intercept
UPP_SC
UPP_MBA
UPP_TEN
BO_MT
BO_IND
BO_SIZE
AC_IND
GOV_INST
OTH_INST
POL_CON
CRED_POWER
LNSIZE
GROWTH
ROA
AGE_FIRM
R2
Adjusted R
F statistic
Probability

2

Fixed Effects (FE)

Random Effects (RE)

5(a)

5(b)

5(c )

-7.49

-10.66

47.53

(-0.27)

(-0.38)

(6.09)***

1.77

1.86

-0.42

(0.38)

(0.39)

(-0.62)

14.56

13.31

13.25

(2.10)*

(6.06)***

(0.96)

1.02

1.09

0.03

(2.25)*

(8.88)***

(0.87)

0.23

3.19

0.27

(0.13)

(3.05)***

(0.34)

0.68

4.69

0.33

(0.11)

(1.11)

(2.82)**

5.38

4.21

0.48

(2.41)*

(3.25)***

(3.16)***

-32.44

-26.23

0.48

(-1.98)*

(-8.63)***

(0.15)

15.79

14.33

0.47

(1.17)

(1.15)

(0.41)

8.74

9.62

0.47

(0.52)

(0.56)

(0.41)

27.96

22.47

23.26

(3.65)***

(2.82)***

(2.72)**

18.14

18.15

2.70

(4.12)***

(4.11)***

(5.12)***

0.75

0.85

0.01

(0.36)

(0.40)

(1.58)

0.30

2.39

-0.19

(0.20)

(1.66)

(-1.6)

18.53

18.47

8.79

(3.86)***

(9.53)***

(1.89)

0.21

0.31

0.44

(1.22)

(1.02)

(7.17)***

0.70

0.70

0.27

0.69

0.69

0.26

111.94

79.43

18.37

0.00

0.00

0.00

Table 4.12 PLS, FEM and REM test results of Model 5 (a)
p <0.10†, p < 0.05*, p < 0.01**, p < 0.001***
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Table 4. 12 shows the comparative results of Panel Least Squares (PLS), FEM, and REM. Table
4.12 establishes that the FEM (Model 5(b) is the most appropriate model to adapt. In reference to
Table 4.12, Model 5(b) shows that UPP_MBA (β = 13.31, p < 0.001) and UPP_TEN (β = 1.09, p
< 0.001) have a positive and and significant association with (CSR_INDEX). With respect to the
board characteristics, the results demonstrate that BO_MT (β = 3.19, p < 0.001) and BO_SIZE (β
= 4.21, p < 0.001) have a positive and significant association with CSR_INDEX whilst AC_IND
(β = -26.23, p < 0.001) has a negative and significant association with CSR_INDEX. When
ownership structure is examined, the results show only POL_CON (β = 22.47, p < 0.001) has a
positive effect on the CSR_INDEX. CRED_POWER has a positive and significant association
with CSR disclosure (β = 18.15, p < 0.001).
In terms of control variables, ROA (β = 18.47, p < 0.001) has a positive relationship with
CSR disclosure. The results of Model 5 (b) in Table 4.12 are similar to the results in Table 4.9 of
Model 5 with time and industry effects which indicates that UPP_MBA, UPP_TEN, BO_SIZE,
AC_IND, CRED_POWER, and POL_CON are significant factors contributing to CSR
disclosures.
4.8 Robustness test for creditors’ power
Liu and Anbumozhi (2009) and Roberts (1992) methodology is adopted as a basis to test the
robustness for creditors’ power. Roberts (1992) argues that from the stakeholder theory
perspective, a test of the time lag between the explanatory variables of interest and disclosure was
necessary due to the dynamic nature of strategic planning. The multivariate OLS regression in
Model 5 was lagged for the continuous variables of creditors’ power (CRED_POWER), return on
assets (ROA), total assets (LNSIZE), growth (GROWTH) and firm age (FIRM_AGE) as shown
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in Model 6. There were not many changes to the upper echelon demographics, corporate
governance, and ownership structure of the firms included in the sample. Therefore, these
variables were not lagged in Model 6. Hence, the lag values for the continuous variables
CRED_POWER, GROWTH, ROA, and LNSIZE are shown as t-1 (i.e., year 2014), using the
methodology in Liu and Anbumozhi (2009). Table 4.13 shows the results of the time lag
regression between the explanatory and the outcome (CSR_INDEX) variables. Hence, the
equation is presented as follows:

CSR_INDEXit = α + β1Upp_SC +β2Upp_MBA+β3Upp_Tenure + β4Bo_IND + β5BO_SIZE +β6BO_MT +
β7AC_IND + β8Cred_Powert-1 + β9GOV_INST+ β10OTH_INST+ β11POL_CON+ β12GROWTHt-1 +β13ROAt-1
+ β14AGE_FIRMt-1 + β15LNSIZEt-1 + ∑βjPERIODit + ∑βkINDUST + εit

-----------------

Model (6)

Table 4.13, Model 6 shows the results of the creditors’ robustness test. The results show a
positive relationship between CSR_INDEX to UPP_MBA (p < 0.001), UPP_TEN (p < 0.001),
BO_SIZE (p < 0.001), CRED_POWER (p < 0.001), and POL_CON (p < 0.001) are still
significant. The negative and significant relationship between AC_IND and CSR_INDEX still
holds with the creditors’ robustness test at the p < 0.001 level. This could be explained by the
analysis of the descriptive statistics in Table 4.2 that shows that all companies in the sample
had the minimum requirement of the MCCG 2012 of at least three independent directors on
the audit committee. According to Forker (1992), when there is a higher proportion of
independent directors on the audit committee, the agency cost should reduce, leading to better
quality disclosures. Hence, there does not appear to be any endogeneity problems. In terms of
control variables, the lagged ROA shows a positive and significant association with
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CSR_INDEX (p < 0.001) as in Model 5(a) under the FEM. The results shown in Table 4.13
have taken into account White’s Test (1980) for heteroskedasticity to present robust standard
errors.
The Tenth Malaysia Plan encourages soft funding and other incentives to promote
sustainable practices. Banks are willing to consider soft financing for companies that show
better CSR performance (Goss and Roberts, 2011). Moreover, in Malaysia, as in China, the
government acts both as a substantial investor in PLCs and state-owned banks. Therefore, the
empirical findings in Table 4.13 seems to suggest that creditors, as stakeholders, demand
more information on company’s CSR activities and practices such as the introduction of soft
regulations in Malaysia by industries such as the Equator Principle that applies to financial
institutions. By pledging to the Equator principle, creditors such as banks will examine a
company’s environmental and social policies and disclosures regarding their economic
activities before approving the company’s financing needs.
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Variable

Model 6

UPP_SC

-5.60
(-1.35)

UPP_MBA

16.75
(2.87)***

UPP_TEN

1.10
(5.13)***

BO_MT

2.88
(5.22)***

BO_IND

-3.89
(-0.94)

BO_SIZE

4.74
(4.05)***

AC_IND

-67.82
(-2.89)***

GOV_INST

7.39
(0.85)

OTH_INST

-12.34
(-0.60)

POL_CON

21.71
(4.80)***

CRED_POWERt-1

3.00
(3.64)***

LNSIZEt-1

3.94
(2.37)

GROWTHt-1

0.30
(0.20)

ROAt-1

13.45
(4.04)***

AGE_FIRM t-1

0.18
(1.29)
0.74
0.72

R2
Adjusted R2

Table 4.13 Regression results of Model 6 CSR_INDEX by lagged data in 2014.

p <0.10†, p < 0.05*, p < 0.01**, p < 0.001***.
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4.9 Moderating effect of CSR disclosure and media attention on cost of debt
The Malaysian Government had taken steps to raise awareness of CSR practices
amongst companies by introducing a number of CSR awards such as the Malaysian Prime
Minister’s CSR Award that was launched in 2007. The criteria for the awards were drawn
from the CSR Framework 2006 and from the national aspirations and policies such as National
Economic Policy and Malaysia Master Plans. These policies and initiatives provide PLCs with
guidelines for building their own CSR initiatives that will be line with the national objectives.
The media creates this awareness by drawing on media agenda setting and stakeholder
theories by focusing on exemplary CSR performance companies that have won awards as well
as media coverage of both good and bad news of a company’s economic operations on society
and the natural environment. When a company wins CSR awards, there will be an impetus to
increase CSR disclosures due to reputational building and media visibility. Similarly, when
there is a positive or negative media news coverage of a company’s operations on society,
there is a tendency to disclose more CSR information to seek organizational legitimacy. Based
on Merton (1987) and El Ghoul et al., (2011), the argument put forth in this study is that with
more media attention a company receives, i.e.winning awards and media coverage, there will
be greater pressure on management to increase their CSR disclosures to maintain their
reputation as good CSR companies or increase the CSR disclosures to maintain legitimacy.
This subsequently leads to a reduction in information asymmetry, which results in a lower cost
of debt (El Ghoul et al., 2011; Zyglidopoulos, Georgiadis, Carroll, and Siegel, 2011). This
study explores the moderating impact of media exposure and CSR awards for CSR disclosure
on the cost of debt financing from the perspective of an emerging market. Therefore, the
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moderating effect of media attention and CSR disclosures on the cost of debt is stated in the
alternative form as follows:
H5(a): In the moderated relationship between media exposure and CSR disclosure, there is
negative relationship between CSR disclosure and cost of debt financing.
H5(b): In the moderated relationship between CSR awards and CSR disclosure, there is a
negative relationship between CSR disclosure and cost of debt financing.
The basic model for media exposure and CSR awards is represented in Model 7 as follows:
CoD_INTit = α + β1CSR_INDEX +β2MEDIA_EXP+ β3CSR_Awards + β4GROWTH
+β5ROA + β6AGE_FIRM + β7LNSIZE + ∑βjPERIOD it + ∑βkINDUSTRY + εit
-----------

Model

(7)
The model for moderation effect of media exposure and CSR awards is represented in Model
7 (a) as follows:
CoD_INTit = α +β1CSR_INDEX +β2MEDIA_EXP +β3CSR_Awards+β4MEDIA_EXP*CSR_INDEX+
β5CSR_Awards*CSR_INDEX +β6CSR_Awards + β7GROWTH +β8ROA + β9AGE_FIRM +
β10LNSIZE + ∑βjPERIOD it + ∑βkINDUSTRY + εit

-----------

Model (7a)

Figure 4.2 shows the graphical presentation of Hypothesis 5 of the interaction effect
between CSR disclosure (CSR_INDEX) and MEDIA_EXP on the cost of debt (CoD_INT).
The diagram shows when a company has high media news coverage with more CSR
disclosure of its CSR activities, the cost of debt tends to reduce. Models 7(a) and 7(b) in
Table 4.14 show the regression results of the interaction of CSR_INDEX and
CSR_AWARDS and MEDIA_EXP.
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CoD_INTit = α +β1CSR_INDEX +β2MEDIA_EXP +β3CSR_Awards+β4MEDIA_EXP*CSR_INDEX+
β5CSR_Awards*CSR_INDEX +β6CSR_Awards + β7GROWTH +β8ROA + β9AGE_FIRM +
β10LNSIZE + ∑βjPERIOD it + ∑βkINDUSTRY + εit

-----------

Model (7a)

Figure 4.2 shows the graphical presentation of Hypothesis 5 of the interaction effect
between CSR disclosure (CSR_INDEX) and MEDIA_EXP on the cost of debt (CoD_INT).
The diagram shows when a company has high media news coverage with more CSR
disclosure of its CSR activities, the cost of debt tends to reduce. Models 7(a) and 7(b) in
Table 4.14 show the regression results of the interaction of CSR_INDEX and
CSR_AWARDS and MEDIA_EXP.

The moderating effect of media exposure on the relationship between CSR
disclosures and cost of debt

L OW CoD_INT
CoD_INT

HIGH

CSR DISCLOSURE

MEDIA_EXPOSURE

Low CSR_INDEX

High CSR_INDEX

Figure 4.2. Effect of Media Exposure and CSR_INDEX on COD_INT

Figure 4.2 presents the results of the two-way interaction effect of media exposure
and CSR disclosure on the cost of debt. When CSR disclosures are high, the cost of debt
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financing is low due to the reduction of agency costs and information asymmetry. For
companies with high media exposure, CSR disclosures serve to maintain organizational
legitimacy with their stakeholders and survival of the firm (Bansal and Clelland, 2004;
Roberts, 1992). In summary, Figure 4.2 seems to suggest that CSR disclosures increase
when a firm requires additional funding for projects or when there is high media visibility
that influences a firm’s reputation and legitimacy.
Table 4.14 MEDIA_EXP, CSR Awards and CSR Disclosures on Cost of Debt
No Moderation Moderation effect
Moderation effect of
of MEDIA_EXP MEDIA _EXP and CSR_AWARDS
Model
CSR_INDEX
MEDIA_EXP

7

7(a)

7(b)

-0.001

-0.001

-0.001

(-8.66)***

(-2.728)***

(-2.511)**

-0.007

-0.001

-0.006

(-2.075)*

(-0.052)

(-2.533)*

-0.001

-0.001

(-3.519)***

(-4.537)***

CSR_INDEX*MEDIA_EXP
CSR_AWARDS

-0.005

-0.01

-0.004

(-2.212)*

(-2.944)

(-1.044)

CSR_INDEX*CSR_AWARDS

-0.001
(-3.456)***

LNSIZE
GROWTH
ROA

-0.001

-0.001

-0.001

(-15.646)*

(-17.261)*

(-16.083)***

-0.005

-0.002

-0.002

(-5.297)*

(-6.842)*

(-6.679)***

-0.002

0.002

-0.001

(-2.188)*

(-1.990)*

(-0.372)

-0.001

-0.001

-0.01

(-0.289)

(-0.936)

(-0.948)

INDUSTRY

YES

YES

YES

YEAR

YES

YES

YES

R

0.22

0.23

0.25

Adjusted R2

0.13

0.14

0.16

AGE_FIRM

2

p < 0.05*, p < 0.01**, p < 0.001***.

Model 7 in Table 4.14 shows the multi-regression results of the effect of media exposure
MEDIA_EXP) and CSR Awards without the moderation effects. There is a negative
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association between MEDIA_EXP and CoD_INT (β= -0.007; p < 0.05) as well as on
CSR_AWARDS (β= -0.005; p < 0.05).

Model 7(a) shows a significant negative

relationship between CSR_INDEX and the cost of debt (β= -0.001, p < 0.001). When the
interaction effect of MED_EXP and CSR_INDEX is tested, the MEDIA_EXP and
CSR_AWARDS were insignificant but the moderation effect of CSR_INDEX and
MEDIA_EXP is significant and negative to CoD_INT (t = -3.52; p < 0.001). In relation to
the control variables, only LNSIZE, GROWTH, and ROA were negative and significant to
CoD_INT. This seems to suggest that the media favorably covers large (LNSIZE), high
growth and profitable (ROA) firms, which reduces the cost of debt.
Model 7 (b) in Table 4.14 examines the two way interaction effect of MEDIA_EXP
and CSR Awards on CSR disclosures (CSR_INDEX). The CSR_AWARDS becomes
insignificant, but the interactive effect of CSR_INDEX and CSR_AWARDS is negative
and very significant (β= -0.001; p < 0.001). On the otherhand, the interaction effect of
CSR_INDEX and CSR_AWARDS is negative and very significant (β= -0.001; p < 0.001).
The impact of MEDIA_EXP (β = -0.006, p < 0.05) is negative and significant. The
moderation effect of CSR_INDEX and MEDIA_EXP is negative and very significant (β = 0.001; p < 0.001). In Model 7(b), LNSIZE and GROWTH are negative and significantly
associated with the cost of debt. Therefore, Hypotheses 5 (a) and (b) are supported.

4.10 Mediating effect of CSR disclosure on MBA degrees and cost of debt
In 1993, Prime Minister Tuan Dr. Mahathir Mohamed initiated the liberalization of
higher education in line with the government’s policy of privatization of the country’s
public entities. Moreover, demand for higher education, especially MBA degrees, emerged
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with the Asian financial, economic crisis in 1997. The Tenth Malaysia Plan (2011–2015)
focus was on the development of human capital to contribute towards productivity and
innovation that was expected to lead to sustainable economic growth by 2020. The
adaptation of the Western MBA curriculum in Malaysia saw the emphasis being placed on
leadership, innovation, communication, corporate social responsibility, and strategic
management (Datar, Garvin, & Cullen, 2010). Holding a MBA degree is perceived as a
form of a status symbol and earning power, contributing to cultural differences when
compared to the West (Zabid and Ling, 2003; Sturdy and Gabriel, 2000).
Fernández and Sanjuán, (2010) reviewed MBA programmes in Spain (another
emerging economy) to understand whether these courses empower executives to play a
vital role in their company’s sustainability development. Their findings revealed business
ethics, and CSR seemed to be lacking in the majority of the MBA programmes. McCabe et
al. (1994, 1991) find MBA students in the US made less ethical decisions compared to law
students. The authors also note that MBAs are more egoistic and focus less on
utilitarianism. One reason attributed to this finding could be that most MBA programs may
not have shifted from a traditional profit-maximizing attitude to a stakeholder oriented
approach (Hart, Fox, Ede, and Korstad, 2015). Gottesman and Morey (2010) investigate the
association between CEO’s (upper echelon) educational background and company financial
performance of US firms, measured as Tobin’s Q. Their results indicate CEOs with MBA
degrees do not influence firm performance. From the discussions above, the study aims to
investigate whether having a MBA degree affects the cost of debt (firm performance)
indirectly through the extent of its CSR disclosures. The rationale behind this argument is
that CEOs develop their knowledge and innovative human capital by engaging in higher
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learning. .Hence, pursuing a MBA degree should promote strategic thinking to take
advantage of the CSR initiatives. This will enable a CEO to undertake CSR initiatives that
result in the growth of a company and increase its stakeholder-firm engagement that leads
to economic benefits. For example, if investments were made in eco-friendly products or
services that reduce the negative effects of the business activities on society, which builds
its reputation with its stakeholders as a socially responsible company reducing their
business risks (Dragoni, Oh, Vankatwyk, and Tesluk, 2011). Drawing on Lewis et al.,
(2013) study, the initiation of the CSR initiatives and policies in the Tenth Malaysia Plan
will require a substantial amount of capital expenditure. For example, CEOs with MBA
will obtain more debt to take advantage of the initiatives in the Tenth Malaysia Plan to
build their reputation as good corporate citizens and increase their firm value. As a result,
they will be able to improve their companies’ innovativeness and competitiveness as
envisioned under the Vision 2020 policy.
The study adopts Hayes (2017) approach of testing the indirect effect, using a three
causal steps approach to mediation. The three step approach consist of establishing three
separate regression equations that establish the criteria for mediation. The criteria is based
on the regression coefficients of X and M, whereby two regression models with Y as the
dependent variable and one with M as the dependent variable. These equations are
represented as path diagram as shown in Figure 4.4.
Figure 4.4 shows the theoretical relationship that is being investigated, i.e., whether
an upper echelon holding an MBA degree (X) has an indirect effect (mediation) on the cost
of debt (Y) through its CSR disclosures (M). In Panel B in Figure 4.4, the regression
coefficients a, b and c’ represent the pathways to the variable of interest Y (cost of debt) in
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the model. The c’ estimates the direct effect of X on Y. The indirect effect of X on Y
through M is the product of paths a and b (Hayes, 2015). In addition, the total effect of X
on Y is equal to the sum of the direct and indirect effects on X, i.e., C = c’+ab (Hayes,
2015). These coefficients are based on the output produced using SPSS PROCESS macro
for SPSS (version 2.16.3) by Hayes (2015). The hypothesis is formulated as follows:
H6: In the mediated relationship between upper echelons having a Master’s in Business
Administration (MBA) and cost of debt, the CSR disclosures act as a mediator to
influence the cost of debt.
The mediation was tested by using Hayes (2015) via SPSS PROCESS MACRO. Table
4.15 shows the results of the mediation model in Figures 4.3 and 4.4.The first model of
Table 4.15, showing the path ‘a,‘ between UPP_MBA and CSR_INDEX is positive and
significant (t = 5.93; p < 0.001). The results suggest that upper echelons holding MBA
degrees tend to be more transparent in their CSR reporting in the Malaysian context, unlike
Bamber et al., (2010) study that found CEOs of US firms were very conservative in their
reporting. The second model with outcome CoD_INT (b path) indicates CSR disclosures
are negatively and significantly associated with CoD_INT (t = -4.14; p < 0.001). When the
third model with the independent variable (UPP_MBA) on the dependent variable,
CoD_INT, in the presence of the mediator variable (CSR_INDEX) was tested (path ‘c’),
the‘t’ value of the first model of 5.93, (significant at p < 0.001) decreased to -0.25 (now not
significant in the third model. Therefore, after adding the mediator variable (CSR_INDEX),
UPP_MBA is now not significantly associated with CoD_INT (c’/ab path). In
bootstrapping, the assumption regarding the sample is that the distribution is not normally
distributed. The bootstrapping procedure drew 5000 samples from the original sample for
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the test of mediation (Hayes, 2015). The bootstrapping interval ranges from 0.0005 to
0.002, with 95 percent confidence as shown in Table 4.16. The variable UPP_MBA is a
dichotomous variable coded as 1 for those upper echelons with MBA degrees and 0
otherwise. Therefore, Hypothesis 6 is rejected based on Hayes PROCESS as UPP_MBA
does not have an indirect effect on the relationship between CSR disclosures and the cost of
debt.
C (total effect)
Upper Echelon with

(-0.01)
Cost of debt (Y)

MBA (X)

Figure 4.3. Panel A: The direct effect of X on Y (Total effect c)

CSR Disclosures
(M)
a= 29.02***

Upper Echelon with

b = -0.01***

c’= -0.01

Cost of debt (Y)

MBA (X)

Figure 4.4.Panel B: The mediation effect of CSR disclosures on the cost of debt.

Adapted from Preacher and Hayes (2004)
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Table 4.15 Mediation models of UPP_MBA with CSR_INDEX and CoD_INT
Model: Outcome CSR_INDEX (a path)
Constant
UPP_MBA
R2

Coefficient
68.23
29.02
0.03

SE
2.13
4.89
F(1, 726)

t
32.03
5.93
35.19

p
0.01
0.01***
0.00

Model: Outcome CoD_INT (b path)
Constant
CSR_INDEX
UPP_MBA
R2

0.02
-0.01
-0.02
0.02

0.01
0.01
0.01
F(2, 725)

24.97
-4.14
-0.94
8.9

0.01
0.01***
0.35
0.00

Model: Outcome CoD_INT (c’ path)
Constant
UPP_MBA
R2

0.02
-0.01
0.01

0.01
0.01
F (1,726)

34.78
-0.25
0.06

0.01
0.81
0.80

Table 4.16 Bootstrapping for estimation of an indirect effect of CSR_INDEX

Total effect of X on Y(path c')
Direct effect of X on Y (path c’)
Indirect effect of X on Y (ab with 95% CL)

Beta Boot Lower Limit Boot Upper Limit
-0.0004
-0.0037
0.0029
-0.0016
-0.0048
0.0017
0.0011
0.0005
0.002

95% Confidence Intervals for the Indirect Effects through Bootstrapping
p < 0.05*, p < 0.01**, p < 0.001***.
N = 728
Note: X = independent variable (Upper echelon with MBA degree; M = mediator
(CSR_INDEX); Y = dependent (outcome) variable

The result is consistent with Gottesman and Morey (2010) US study who examine the
direct relationship between CEO’s MBA educational level and firm’s financial
performance, measured as Tobin’s Q. Their results show that there is no relationship
between MBA education and firm performance.
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4.11 Robustness Test - Two –Stage Least Squares Regression
The results of Model 5, using pooled OLS data analysis, may be inconsistent if
dependent (outcome) variable, CSR disclosures is endogenously determined by upper
echelon demographics, board characteristics and ownership structure, or that there is a
reverse causality or that the independent variables in the thesis could be correlated with the
error terms of Model 5. Therefore, to address the endogeneity issues arising from the
omitted variable biases, two stage least squares (2SLS) approach, using instrumental
variables is used (Gujarati, 2009; Wooldridge, 2013).
Using instrumental variables provide an advantage in that the coefficients are likely
to be consistent (Wooldridge, 2013). In order to solve the issues of endogeneity, one or
more instrumental variables have to be selected that can explain CSR disclosure, but have
no relation with CSR disclosure. Therefore, the study uses two instruments following the
methodology used by Ghoul et al., ( 2011). The instrumental variable(s) selected needs to
replace the original independent variable in the study, which is CSR disclosure. Following
Ghoul et al., (2011), the instrument variables are industry average CSR Score
(AV_CSR_SC) and a dummy variable denoted by 1, if in the previous year the earnings are
negative (loss) and zero otherwise. The rationale of selecting using AV_CSR_SC is that a
company’s CSR performance is influenced by other companies’ CSR performance within
the same industry (Elmagrhi, Ntim, and Wang, 2016; Ghoul et al., 2011).
In the first stage of 2SLS regression, a predicted value of CSR disclosure (Predψi,t)
is obtained, as shown as follows:
Predψi,t = c0 + c1AV_CSR_SC + c2LOSS + c3AGE_FIRM + c4 GROWTH + c5ROA +
c6LNSIZE +∑cjPERIOD it + ∑ckINDUSTRY + uit
where:
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Predψi,t) represents the CSR disclosure of the current year for firm i in the year t while
AV_CSR_SC and LOSS are the instrumental variables used by Ghoul et al., (2011). The
control variables included are the age of the firm (AGE_FIRM), growth (GROWTH),
return on assets (ROA), and company size (LNSIZE). Year and industry dummies are
included while u is the error term. In the second stage, the fitted value for CSR disclosure,
Predψi,t substitutes for the value derived from the 1st stage in the main Model 5.
The first stage regression results of CSR disclosure (CSR_INDEX) are regressed on
instrumental variable of average CSR Score (AV_CSR_SC), and control variables are
shown in Table 4.17 (Elmagrhi, Ntim, and Wang, 2016; Ghoul et al., 2011). The coefficient
of the instrumental variable (AV_CSR_SC) on CSR disclosure is 0.92 (t = 2.37, p < 0.05).
The results indicate that AV_CSR_SC significantly impacts CSR disclosure. In the second
stage,
Table 4.17 Results of the 2 stage least squares.
First stage

Second stage
CSR_INDEX

AV_CSR_SC

1.71
(2.17)***

UPP_SC

1.77
-0.91

UPP_MBA

16.69
(9.66)***

UPP_TEN

1.1
(8.03)***

BO_MT

3.18
(5.83)***

BO_IND

4.7
(2.29)*

BO_SIZE

4.91
(3.92)***

AC_IND

30.3
(2.76)**
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GOV_INST

8.01
-1.32

OTH_INST

-15.76
(-0.36)

POL_CON

20.6
(11.83)***

CRED_POWER

18.14
(8.02)***

LNSIZE
GROWTH

7.31

3.75

(2.61)*

(3.63)***

1.77

2.54

-1.28

(3.52)***

13.32

16.83

(3.47)***

(2.77)**

AGE_FIRM

0.13

0.31

-0.4

(2.79)**

INDUSTRY

YES

YES

YEAR

YES

YES

0.1

0.2

0.09

0.18

16.19***

10.36***

ROA

2

R

2

Adjusted R
F-statistic

p < 0.05*, p < 0.01**, p < 0.001***.
the predicted value of AV_CSR_SC is used as an instrument. Overall, the findings from
Table 4.12, with fixed effects are similar to those reported in Model 5 of Table 4.17,
suggesting that Model 5 is robust across endogeneity issue of firm characteristics
simultaneously influencing the CSR disclosure levels.
4.12 Further analysis of CSR disclosure on company performance.
According to Bansal and Clelland (2004), the release of environmental information
has an impact on company’s legitimacy, resulting in a lower or higher systematic risk that in
turn influences the volatility of a company’s stock price. Unlike Bansal and Clelland (2004),
this study examines both social and environmental disclosures in the context of an emerging
economy. In Malaysia, the CSR Framework 2006 is based on self-regulation, and as there are
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no accounting standards, the disclosure of CSR information should have value relevance to
stakeholders and shareholders as this will reduce informational asymmetry in the capital
market. According to Henderson et al., (2006), debt markets in emerging markets play a
significant role in external financing when compared to equity markets. Prior literature has
indicated that higher quality disclosure reduces uncertainty and information asymmetry and
cost of capital (Sengupta, 1998). Model 9 is developed to examine the relationship between
CSR disclosures and the cost of debt financing to test whether a company’s CSR disclosure
reduces uncertainty and information asymmetry through stakeholder engagement and,
subsequently, improves company performance by lowering the cost of debt. CSR_INDEX.
Model 9 is stated as follows:
CoD_INTit = α + α1CSR_INDEX + α2Upp_SC + α3Upp_MBA + α4Upp_Tenure +
α5Bo_IND + α6BO_SIZE + α7BO_MT + α8AC_IND + α9Cred_Power + α10GOV_INST
+ α11OTH_INST + α12POL_CON+ α13GROWTH + α14ROA + α15AGE_FIRM +
α16LNSIZE + ∑βjPERIOD it + ∑βkINDUSTRIES + εi
…………. .Model (9)
To test whether there is the presence of variables that may be highly correlated, the correlation
coefficients in Table 4.18 indicate that their values are lower than 0.8 (Gujarati, 2009;
Akhtaruddin et al., 2009). Table 4.18 shows the results of the relationship of the cost of debt
(CoD_INT) financing are the independent variables of the study. There is a significant negative
relationship between cost of debt financing and CSR disclosure (t = 2.37, p < 0.05). Of the
upper echelon demographics, upper echelons with MBA degrees seem to reduce the cost of
debt. BO_SIZE is negative and significant (t = -1.20, p < 0.05) whilst AC_IND is positive and
significant (t = 3.60, p < 0.01). Creditors power is negative and very significant (t = -5.56, p <
0.01). POL_CON is positive and significant (t = 2.81, p < 0.01). The thesis uses CSR Industry
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Adjusted scaled score (CSR_IND_ADJ) as an additional robustness test, following Rezaul and
Minh ( 2017) and Kim, Li, and Li (2014) studies. The CSR Score which excludes corporate
governance score is computed as follows:
CSR_INDUSTRY_ADJUSTEDit = CSRit - Min (CSR for firm i’s industry in year t)
Max (CSR for firm i’s industry in year t) – Min (CSR
for firm i’s industry in year t)

In model 10, the CSR_INDEX in Model 9 is replaced with CSR_IND_ADJ score as shown as
follows:
CoD_INTit = α + α1CSR_IND_ADJ + α2Upp_SC + α3Upp_MBA + α4Upp_Tenure +
α5Bo_IND + α6BO_SIZE + α7BO_MT + α8AC_IND + α9Cred_Power + α10GOV_INST
+ α11OTH_INST + α12POL_CON+ α13GROWTH + α14ROA + α15AGE_FIRM +
α16LNSIZE + ∑βjPERIOD it + ∑βkINDUSTRIES + εi
………….

Model (10)

It can be seen that there is a significant negative effect of CSR_IND_ADJ on the cost of debt
(t = -4.94, p < 0.001) financing. Corporate governance variable, BO_SIZE is negatively and
significantly related to CoD_INT (t = -2.11, p < 0.001) suggesting that smaller boards are
more effective in monitoring a firm’s performance. The AC_IND is positive and significant (t
= 4.51, p < 0.001), which seems to suggest that as AC_IND increases, the cost of debt
increases as well. The results indicate that corporate governance mechanisms are weak and
ineffective as the monitoring role by the board of directors and institutional investors are
lacking, which makes the CSR disclosures being unreliable for decision-making. Therefore,
due to information asymmetry and agency cost, the cost of debt increases.
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CoD_INT (Model 9)
CSR_INDEX

CoD_INT (Model 10)

-0.001
(-2.36)**

CSR_IND_ADJ

-0.001
(-4.94)***

UPP_SC

-0.001

-0.001

(-1.02)

(-1.27)

-0.004

-0.002

(-3.84)***

(-2.02)*

0.001

-0.001

-1.12

-0.66

-0.01

-0.001

(-1.28)

(-1.34)

0.01

-0.01

(2.26)*

-0.33

-0.001

-0.001

(-2.00)*

(-2.11)*

0.073

0.016

(6.31)***

(4.51)***

-0.002

-0.001

(-0.86)

(-1.17)

-0.01

-0.001

(-0.90)

(-0.98)

0.004

0.001

(2.81)**

(2.81)**

-0.001

-0.001

(-5.56)***

(-6.01)***

-0.008

-0.001

(-4.87)***

(-4. 99)***

-0.001

-0.01

(-6.97)***

(-7.52)***

-0.001

-0.001

(-0.12)

(-0.12)

-0.001

-0.001

(-0.57)

(-0.38)

INDUSTRY

YES

YES

YEAR

YES

YES

R2

0.27

0.29

0.17

0.19

UPP_MBA
UPP_TEN
BO_MT
BO_IND
BO_SIZE
AC_IND
GOV_INST
OTH_INST
POL_CON
CRED_POWER
LNSIZE
GROWTH
ROA
AGE_FIRM

2

Adjusted R
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Table 4.18 Effect of the dependent variable (CoD_INT) on CSR disclosure
p < 0.05*, p < 0.01**, p < 0.001***

The corporate governance results are similar to the studies by Ertugrul and Hegde
(2008) and Anderson et al., (2004) in the US who found negative relationships between board
size, board independence, and cost of debt. The results in Table 4.18 of Models 9 and 10
indicate that smaller boards (BO_SIZE) reduce the cost of debt, unlike Anderson et al., (2004)
US study that indicated companies with larger boards and higher percentage of independent
directors have a lower cost of debt financing.
According to Desender (2009), the effectiveness of the board of directors and audit
committee is influenced by factors such as the ownership structure. Table 4.18 shows that for
both Models 9 and 10 that politically connected firms have a higher cost of debt which is in
line with Bliss and Gul (2012). In Malaysia, politically connected (POL_CON), companies
limit the role of audit committees as effective monitors of the financial reporting process.
According to Bliss and Gul (2012), when there are more independent directors on the audit
committee, it mitigates the perceived risk, which results in a lower interest rate being charged
to POL_CON firms.
As the results indicate from an agency theory perspective, board diligence and monitoring are
weak. Creditors will consider these board characteristics into their loan pricing. Hence, the
CSR information provided may not be reliable, the cost of debt increases (Bliss and Gul, 2012;
Pincus et al., 1989). Vafeas (1999) study examined the association between board meetings
and firm performance. The results indicated an inverse relationship between board meetings
and firm value, unlike, in this thesis, the results are insignificant. Though in Malaysia, the
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banks are state-owned, Table 4.18 seems to indicate creditors as stakeholders charge a lower
rate of debt financing when there is a higher level of social and environmental disclosure.
Prior studies have shown that companies with better environmental management systems have
significantly lower credit spreads, leading to a lower cost of debt (Bauer and Hann, 2010).
Moreover, Goss and Roberts (2011) indicate companies with major environmental issues tend
to pay significantly higher interest rates on their loans (Goss and Roberts, 2011). Of the
control variables, firm size and growth were significant in reducing the cost of debt financing.
4.13 Discussion of results
This section discusses the results of the hypothesis testing.
4.13.1 Upper Echelons’ Demographics (Hypothesis 1)
Prior studies have indicated that corporate leaders tend to influence formulating and
implementing CSR initiatives as they have the discretion over the type of CSR policies and
practices to implement (Chen, Zhou, and Zhu, 2018; Manner, 2010; Waldman and Siegel,
2008). When hypothesis 1(a) was tested, the results showed an insignificant relationship
between upper echelon holding a Science degree and CSR disclosures. The findings are
consistent with Huang (2013), and Manner (2010) results that showed there was no association
between CEOs with science and engineering degrees and CSR performance. In this thesis, an
upper echelon with a science degree is viewed similarly to one holding an economics or /and
engineering degree in that the educational background places emphasis on self–interest and
profit maximization towards its shareholders and not its stakeholders. The results are
consistent with Manner (2010) study showing no significant relationship of CEO holding an
economics degree and social performance (CSP).
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In terms of Hypothesis 1 (b), testing upper echelons with a MBA degree and the level of
CSR disclosure, the results in Table 4.6 are consistent with the findings of Huang (2013) that
MBA degrees influence CSR performance. Huang (2013) measured CSR performance as
consistency in CSR ranking that were taken from rating agencies such as the Global 100 by
Corporate Knights between 2005 and 2010, CRO magazine’s 100 Best Corporate Citizens
between 2005 and 2010, and the Most Ethical Companies by Ethisphere between 2007 and
2010, and Newsweek’s Green Ranking between 2008 and 2010. When Hypothesis 1 (c) was
tested, the results in Table 4.6 show as upper echelon’s tenure increases, so does the level of
CSR disclosure. This could possibly be explained by upper echelon’s discretion, increasing
with his/her tenure (Manner, 2010). Huang (2013) results show a weak association between
tenure and CSR performance. The results of this study are consistent with the findings of
Finkelstein et al. (2009), who claim that longer-tenured CEOs place greater emphasis on their
career stability and reputation in the capital market and show more concerns meeting their
stakeholder demands. This may imply the length of tenure is a proxy for upper echelon power
and discretion. According to Thomas and Simerly (1994), longer-tenured CEOs had more
knowledge about their firm and its stakeholders. As a result, these CEOs were able to
introduce CSR initiatives that met the needs of their stakeholders. Similarly, Grassa et al.,
(2018) find there is a positive relationship between tenure and the level of product and
services disclosure in Islamic banks. According to Haniffa and Cooke (2005), Malaysian
CEOs are influenced by ethnicity, education, and type of organization they work for in making
their strategic choices. Furthermore, under Ullmann’s (1985) model of stakeholder theory,
strategic posture pertains to the manner in which a firm responds to social and environmental
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demands of its stakeholders. The results suggest that CEOs with MBA degrees and longtenure are equipped to respond to the demands of stakeholders than other CEOs.
4.13.2

Creditors’ Power (Hypothesis 2(a)
From the perspective of an emerging economy, the findings show creditors’ power

has a positive and significant influence on CSR disclosure. This study differs from
Elijido_Ten (2009) in that besides social and environmental disclosures, description of a
firm’s CSR policy or mission statement was also taken into account. The findings suggest that
financial institutions see themselves as self–environmentalist with the launch of the Equator
Principles as a risk management framework,which considers CSR information in their lending
or investing decisions (Yusoff, Lehman and Mohd Nasir, 2006). Hence, complying with the
Equator Principles, as a soft law, created by the finance industry has enabled financial
institutions to assess and manage their environmental and social risk in projects of their
clients. The descriptive statistics showed most of the companies were highly leveraged.
Therefore, when a company relies more on debt financing, more disclosures will be
forthcoming as demanded by the creditors to reduce their risk profile (Roberts, 1992). The
findings of this study differ from Elijido_Ten (2009) who find no significant relationship
existed between creditors’ power and environmental disclosure in Malaysia prior to 2009. A
plausible explanation provided by the author was that there was a low level of social and
environmental awareness in Malaysia. Public awareness initiatives have been created by the
Ninth Malaysia Plan (2006-2010), Tenth Malaysia Plan (2011-2015), the establishment of the
New Economic Model in 2010, media news of both positive and negative news of a firm’s
CSR activities and awarding CSR awards to a company for its outstanding CSR practices.
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Malaysia is not a stakeholder-oriented nation nor one with mandated CSR laws as shown
by the study of Dhaliwal et al., (2012). But the results from this study seem to imply creditors
monitor the CSR activities and disclosures because of the Equator Principle and governmental
regulation such as the Environmental Initial Assessment. Dhaliwal et al., (2011) show CSR
disclosures have an impact on capital allocation decisions in the US. Their findings seem to
suggest that creditors incorporate CSR information into their lending decisions for assessing
litigation and business risks that influence the financing cost of debt capital. Iatidris (2013)
findings highlight that environmental disclosures contain information that is value relevant to
capital providers. The Chinese government, like Malaysia, has made sustainable development
a national agenda. Lu and Abeysekera (2014) show that in China, creditor power (measured
as total debts to total assets ratio) was not found to be statistically significant to CSR
disclosure, but they influenced disclosures relating to environmental performance. These
authors also find that shareholders influence corporate social and environmental disclosures.
Unlike Lu and Abeysekera (2014) findings, Table 4.10 shows in Malaysia, creditors’ power
influences CSR number of words, environmental and social disclosures in a positive manner.
Table 4.12 shows that in Malaysia shareholder power, proxy government and non-government
institutional shareholdings, are weak as the results are insignificant.
4.13.3 Moderating effect of MBA and creditors’ power on CSR (Hypothesis 2(b)
The differences in CSR reporting is influenced by a country’s cognitive, normative, and
regulative structures of an organisation (DiMaggio and Powell, 1983). Mohamed Adnan et al.,
(2018), using Hofstede’s model, find Malaysia’s national culture to be one of a high power
distance, inferring that Malaysian companies are less likely to report high quality CSR
information. Haniffa and Cooke (2005) study the effect of culture and corporate governance
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on social disclosures in Malaysia. Their culture, proxy by ethnic background of directors and
shareholders, showed that Malay directors provided greater CSR information. This study
views cognitive values of CEOs, proxy by the demographics of educational level and tenure as
influencing the level of CSR disclosure. Liu and Anbumozhi (2009) find that creditors’ power,
using the stakeholder model, was weak in China in relation to environmental disclosure. Table
4.7 shows that CRED_POWER is strong in Malaysia, probably due to effective engagement
with creditors as stakeholder by the CEOs or in contrast, from the agency theory perspective,
companies that are highly leveraged will report more CSR information to reduce their agency
cost which will reduce their cost of capital (Jensen and Meckling, 1976). The finding that
CRED_POWER has a positive relationship to CSR disclosure is consistent with Chan,
Watson, and Woodliff ( 2014) study of Australian listed companies, Purushothaman et
al.,(2000) of Singapore firms and Roberts (1992) of US companies.
When CRED_POWER is moderated with UPP_MBA, there is a significant positive
relationship with CSR_INDEX at p < 0.001 in Table 4.7. This result is consistent with Bansal
and Clelland (2004) study that CEOs with MBAs will undertake higher quality CSR reporting
to increase the company’s reputation and legitimacy, with more stakeholder engagement will
be undertaken to meet creditors’ demands. In terms of control variables, LNSIZE and ROA
are significant determinants of CSR disclosure. Larger firms (LNSIZE), under legitimacy and
stakeholder theories, would likely be subject to more public and media scrutiny which would
demand more information on the impact of PLC’s business operations on society and the
environmental (Haniffa and Cooke, 2005). Furthermore, large companies, rather than smaller
firms have resources available for CSR investments (Haniffa and Cooke, 2005; Liu and
Anbumozhi, 2009).
208

Return on assets (ROA) is a measure for profitability. ROA is viewed by shareholders as to
how resources have been allocated by a company towards research and development and CSR
investments that subsequently influences firm’s performance (Chauvin and Hirschey, 1993;
Moura-Leite, Padgett, and Galan, 2012). Belkaoui and Karpik (1989) state that the main cause
of the positive relationship between social disclosure policy and profitability is management's
knowledge of the firm. Drawing on the findings in Table 4.7 that there is a positive
relationship between CEOs with MBA degree (formal knowledge) and long tenure which
attributes to tacit knowledge to CSR disclosure, contributes to the CEOs’ understanding of
corporate social responsibility, leading to more social and environmental disclosure being
made. Unlike this current study, prior studies have not found any relationship between
profitability and CSR disclosures (Amran and Devi, 2008; Said et al., 2009; Esa and Ghazali,
2012). The results seem to suggest that CEOs with MBA degrees and long tenure tend to
invest more on assets to encourage company growth and competitiveness. These investments
require external funding where creditors will scrutinize the company’s CSR practices to assess
their business and environmental liabilities.
4.13.4 Corporate Governance (Hypothesis 3)
When Hypothesis 3 was tested, the results in Table 4.8 seem to indicate board
independence (BO_IND) is not insignificant. This finding is consistent with the findings of
Hermalin and Weisbach (1998) who found that as CEO’s (upper echelon) tenure increases, the
board independence decreases. In the Malaysian context, Abdullah et al., (2011) note
independent directors are not effective in protecting minority shareholders and stakeholders
interest as they might be from the same circle of family and friends as the CEO. Another
plausible explanation could be from the principal-agent theory perspective that top
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management will over-invest in CSR activities to build their own personal reputation as good
corporate citizens in the capital market (Barnett, 2007). Ramachandra and Rathish (2017) find
in emerging economies, and a top-down approach may be more forthcoming due to weak legal
protection and low investor activism. Another possible reason could be that as board size
increases, CEOs are able to influence and control the board (Cheng, 2008) When hypothesis 3
(b) was tested, Table 4.8 shows a positive and significant effect on board meetings (BO_MT)
and CSR disclosure. The results are consistent with Vafeas (1999) and Lipton and Lorsch
(1992), using agency theory, that the frequency of board meetings is a proxy for directors’
monitoring and oversight efforts to increase CSR disclosure, which, in this case, is to improve
legitimacy with stakeholders.
In regards to Hypothesis 3 (c), the results in Table 4.8 indicate that board size influences
CSR disclosure in Malaysia. The result is consistent with Esa and Anum Mohd Ghazali (2012)
Malaysian study that BO_SIZE was positively and significantly associated with CSR
disclosure in government-linked companies (GLC). This study differs from Esa and Mohd
Ghazali (2012) in that the sample investigated was not from government-linked companies but
the Billion Ringgit Club members. A recent study by Husted and de Sousa-Filho (2018) found
a positive and significant relationship between board size and ESG scores of Latin American
companies. Lipton and Lorsh (1992) recommended that a board size of eight or nine with ten
being the threshold for an effective board monitoring of senior managers. Table 4.2 shows that
the average board size is 8, and the maximum is 15. The results are consistent with the
findings of Kalsie and Shrivastav, 2016; Pearce and Zahra, 1992; Anderson et al., 2004).
Villiers, Naiker, and Staden (2011) and Husted and Sousa-Filho (2018) results show that the
environmental, social and governance (ESG) disclosure and environmental performance is
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higher in companies that have larger boards. Abeysekera (2010), using resource dependency
theory, show that larger boards have the advantage of bringing in board diversity and
resources to meet global challenges more effectively and efficiently.
Hypothesis 3(d) examines the relationship between audit committee independence and CSR
disclosure. The results show a negative relationship and is significant. Therefore, Hypothesis
3(d) is accepted. The results from this study differs from Said, Hj Zainuddin, and Haron,
(2009) who found a positive relationship between audit committee independence and CSR
disclosure of Malaysian PLCs, indicating that the higher the percentage of non-executive
directors represented on the audit committee, the greater extent of CSR disclosure which
reduces the agency cost. Table 4.2 shows that the firms in the sample only adhere to the
minimum requirements of the MCCG (2012) of having at least three independent directors in
the audit committee. Though the audit committee’s key role is in the financial reporting
process, Bamber et al., (2010) finds that upper echelons with MBA degrees tend to disclosure
more information voluntarily and report higher quality earnings. Drawing upon the findings of
Bamber et al., (2010), this suggests that CEOs with MBA degrees react faster to challenges
relating to CSR issues. Corporate social responsibility is considered as a strategic choice by a
CEO when the CEO’s personal interest is aligned with that of a social or environmental cause
(Huang, 2013). Furthermore, the results indicate as the tenure of upper echelon increases, so
does the level of CSR disclosure. It appears, therefore, that the demographics of CEOs with
MBA education and tenure act as substitutes or compensatory mechanisms to the audit
committee’s role in terms of financial reporting choices in Malaysia (Armstrong et al., 2014).
The results in Table 4.8 indicate in Malaysia, an emerging economy, the number of board
meetings and board size play a vital role in corporate governance. A possible reason could be
211

the changes in the national policy by the Tenth Malaysia Plan, and regulatory changes brought
in by MCCG (2012) where it recommends that the board should include policies or strategies
that address sustainability and stakeholder engagement. Therefore, it seems that regulatory
interference by the government is necessary in an emerging economy (Ramachandra and
Rathish, 2017) to improve the quality of CSR reporting. Overall, the analysis seems to suggest
that the board size and board meetings as governance mechanisms improve CSR disclosures
as well as CEOs with MBA education and tenure in Malaysia.
4. 13.5

Ownership structure (Hypothesis 4)
Hypothesis 4(a) examines the relationship between government institutional

ownership and CSR disclosure. The findings in Table 4.9, Model 5(b) shows there is a
marginal positive relationship between government ownership, proxy by MSWG
shareholdings, and CSR disclosure. These findings seem to be consistent with Wang (2015)
and Liu et al., (2016) studies that government ownership reduces the effectiveness of board
independence in terms of their monitoring role. The government acts as a stakeholder as well
an endorser of CSR initiatives and business practices put forth in the Ninth and Tenth
Malaysia Plans. The current result is different from Abdifatah’s (2013) study, which found
that there is a negative relationship with both the extent and quality of CSR disclosures with
government ownership. In this thesis, government ownership is defined as the percentage of
shares held by the MSWG. One of the areas that the MSWG promotes is CSR reporting. Liu
and Anbumozhi (2009) study show GOV_INST and OTH_INST shareholdings were not
significant in driving CSR disclosures in Malaysia. The results in Table 4.9 infers that with the
industry effect, there are institutional and competitive pressures to disclose more CSR
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information. Creditors in their role as industry-specific stakeholders (Deephouse and Carter,
2005) will value more information as this is value relevant for their decision making.
In reference to Model 5(b) in Table 4.9, the results indicate that board independence and
board meetings are insignificant, except for board size (board monitoring) and a negative
relationship between AC_IND and CSR disclosures suggesting that corporate governance
mechanisms are rather weak which affects the reliability of the CSR disclosure (Ho and
Harjoto, 2011). To compensate for this ineffectiveness of internal monitoring by the board of
directors, government institutional shareholders together with CEOs’ holding MBA degrees
and long tenure help ensure corporate transparency and accountability by disclosing more
CSR information. Another possible reason for the current results is the influence of political
connection on AC_IND, which impacts the financial reporting process (Bliss and Gul, 2012).
Both Anderson et al., (2004) and Iatridis (2013) studies did not consider political connections
in emerging economies.
Hypothesis 4(c) examines the relationship between political connections and CSR
disclosure. Table 4.9 shows political connections has a positive and significant relationship to
CSR disclosure in Malaysia. A possible explanation for this finding can be drawn from Fung,
Gul, and Radhakrishnan (2015) where the authors find that Malaysian politically connected
companies with a long period of political connections are expected to build their creditability
by adherence to government policies which enables them access to informal political
advantages. Moreover, using agency theory, POL_CON companies face greater agencyprincipal conflicts (Fama and Jensen, 1983). One way to mitigate this conflict is to provide
additional disclosures in the annual reports of companies. Tee (2017) and Wang (2015) studies
of Malaysian and Chinese POL_CON companies indicate that in emerging economies,
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political connections are considered as a substitute for a formal institutional setting. Similarly,
Shi, Markóczy, and Stan (2014) view political connections as part of the governance structure
of a firm. Another perspective put forth by Shleifer and Vishny (1994) and Cheung et al.,
(2009) is the ‘grabbing hand hypothesis’ that explains political connections as a way seen by
the government to extract rents from companies to ensure that their social and political goals
or policies of the government are met (Cheung et al., 2009; Shleifer and Vishny, 1994).
4.13.6

Disaggregation of CSR disclosures

Further analysis was undertaken to understand the individual effect of each component of
the self-constructed CSR_INDEX has on the extent of CSR disclosure. The results are
presented in Table 4.10. On examination of the upper echelon demographics, upper echelons
with science degrees concentrate on social disclosures that has a positive and significant
relationship (t = 2.87; p < 0.001). CEOs holding MBA degrees show a positive and marginal
association with CSR_No_WORDS, social, and environmental disclosures at p < 0.05
significance level. When CEO’s tenure (UPP_TEN) is examined, long tenured CEOs focus
more on increasing CSR number of words (t = 4.83, p < 0.001), than on environmental
disclosures at p < 0.05 significance level. The results seem to be consistent with Mahenthiran
et al., (2015) findings that the CEOs’ tenure influences the level of philanthropic CSR
activities of the firm as Table 4.10 shows that social disclosure is significantly associated with
UPP_TEN at p < 0.10 significance level. A possible explanation for this finding is that long
tenured CEOs build their reputation by showing greater commitment to the company
(Sitthipongpanich and Polsiri, 2015) as well as increase their firm-specific tacit knowledge in
making informed decisions. Accordingly, the findings suggest that upper echelons’ type of
educational degree and tenure are significant determinants of the company’s level of
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environmental and social CSR disclosure. Therefore, the findings supplement Mahenthiran et
al., (2015) study that used Carroll’s (1979) dimension of legal–ethical responsibility to explain
corporate citizenship whilst this study uses upper echelon theory to explain a firm’s
commitment and accountability to its stakeholders.
In terms of corporate governance variables, board meetings are positive and marginally
significantly associated with environmental disclosures (t = 1.63, p < 0.10). Board size has a
positive and significant relationship to the number of words (t = 4.08, p < 0.001);
environmental (t = 4.70, p < 0.001) and social disclosures (t = 2.74, p < 0.01). From the
perspective of agency theory, larger board size provides an effective monitoring mechanism
that reduces the agency cost (Fama and Jensen, 1983) as well as providing a greater
monitoring role to improve firm performance (Ozcan and Ince, 2016). According to Sadou et
al., (2017), the agency cost will be reduced by undertaking more socially responsible
practices, especially in times of crisis or regulatory changes. Creditors’ power has a negative
effect on a number of words (t = -4.04, p < 0.001) but a positive and significant to
environmental and social disclosures. This is probably due to pressure from creditors for the
implementation of environmental management systems that ensures environmental
sustainability practices. Audit committee (AC_IND) has a negative relationship to
CSR_No_WORDS (t = -4.22, p < 0.001). This result can be explained as the description of the
CSR policies and mission statements are not subject to an audit in Malaysia. Table 4.10 shows
firm size and growth have a positive and significant association with environmental and social
disclosures at p < 0.001 level of significance which is consistent with the findings of Liu et al.,
(2009). Taking these findings together, it shows creditors’ power and board size have an effect
on the level of environmental and social disclosures.
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4.13.7 Panel data analysis
The results in Table 4.12, under the pooled least square, fixed effect and random effect
models, show when firm-specific and time-specific effects were important for the panel data
analysis. The results of Fixed Effects (FEM) model show the relationship between
GOV_INST and OTH_INST institutional shareholdings to CSR disclosure were insignificant.
This could be explained by Teoh and Shiu (1990) study of Australian companies which
examined the attitudes of institutional investors towards CSR and their sources of information
regarding CSR performance. The authors found that institutional shareholders did not revise
their investment decisions regarding their investee companies solely on the data based on
conventional financial information, such as annual reports but use information that has been
quantified, for example, the publication of standalone CSR reports such as GRI reporting.
CRED_POWER is very significant in all three models. Hence, CRED_POWER may be seen
as a substitute governance/ institutional mechanism in monitoring the CSR information. A
study by Othman and Borges (2015) shows that shareholder activism in Malaysia is at its
infancy. The Malaysian Code for Institutional Investors (2014)) may further strengthen the
role of institutional shareholders as drivers of good corporate governance and CSR practices
by incorporating creditors as a significant stakeholder. Board meetings (BO_MT) is shown to
be significant to CSR disclosures. This seems to indicate that the board is diligent in its
monitoring function (Vafeas, 1999) and demonstrates commitment to pursuing CSR
initiatives.
4.13.8 Media exposure and CSR Awards (Hypothesis 5)
Table 4.14, Model 7 shows the results without moderation of the media exposure (t = 2.08; p < 0.05) and CSR awards (t = -2.21; p < 0.05) on cost of debt. Both the results are
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negative and significant at the 5 percent level.

When MEDIA_EXP is interacted with

CSR_INDEX in Model 7(a), there is a negative and significant association with CoD_INT (t = 3.52; p < 0.001). Model 7 (b) shows CSR_INDEX has a negative and significant relationship to
cost of debt when CSR_INDEX is interacted with media exposure, the relationship is negative
(t = -3.52; p < 0.001). The three models, i.e., Models 7, 7(a) and (7b) show CSR_INDEX has a
negative and significant relationship to CoD_INT. Models 7(a) and 7(b) show the negative and
significant relationship of size (LNSIZE) and ROA to cost of debt financing.
Al-Tuwaijiri et al., (2003) argue that companies with excellent environmental performance
disclose more information that makes it difficult for other firms to imitate, such as winning CSR
awards. A firm with more information disclosed is perceived by investors and stakeholders as a
company being more accountable and transparent. Media coverage, both positive and negative,
exposes to the public the issues caused by a firm’s economic operations on society as being
favourable news or not regarding its social accountability to the society. Increasing CSR
disclosure reduces uncertainty and risks that enables a firm’s competitive advantage (Iatidris,
2013). As a consequence, media exposure encourages stakeholder engagement that leads to
stakeholders demanding more CSR information to be disclosed.
Through media coverage, investors and stakeholders interest and awareness develop
regarding social and environmental issues. Cahan, Chen, Chen, and Nguyen (2015) examine the
direct effect of media favourability on the cost of capital. Cahan et al., (2015) and El Ghoul et
al., (2011) studies show that better performing CSR companies have a reduced cost of debt
financing. This is in line with Cormier et al., (2009) view that disclosures reduce information
asymmetry between management, investors, and stakeholders. Al-Tuwaijiri et al., (2003) and
Sadou et al., (2017) examine the direct relationship between CSR awards and disclosure in
217

Malaysia. Both studies indicate that CSR awards are significant in influencing CSR disclosure.
In an emerging economy, media is viewed as an infomediary in CSR reporting. The results in
Table 4.14 seem to be consistent with Elijido (2011) and Reverte (2009) studies that infer
companies that are more visible tend to disclose more social and environmental information to
gain legitimacy.
Deephouse and Carter (2005) highlight that financial performance is linked to
legitimacy and reputation. The authors view legitimacy as social acceptance by complying
with regulative, normative, or cognitive norms and expectations. On the other hand, reputation
was viewed as a social comparison amongst organizations on a variety of attributes such as
winning awards. Furthermore, Deephouse and Carter (2005) note that stakeholders interpret
ROA as to how resources have been allocated to investments, reflecting on the firm’s internal
efficiency that influenced its social performance, which ultimately impacts its competitive
advantage. In this study, the results seem to infer creditors as stakeholders view winning CSR
awards as building a company’s reputation as good CSR performers while media exposure
increases public visibility that puts pressure on firms to disclose more CSR information.
The focus of the MCCG (2012) is on the accountability of a company towards their
stakeholders as a company’s operations have an effect on society and the environment. The
Prime Minister’s Award 2007 and other awards were initiatives to create awareness of the
national policy as well as the possible externalities caused by a company’s economic
operations. A Malaysian study by Anas et al., (2015) examined the factors influencing CSR
disclosure of 60 Malaysian PLCs in 2009. The researchers found that managers disclosed
more CSR information to win awards. This thesis extends Anas et al., (2015) study by
examining the moderation effect of media exposure and CSR awards on the cost of debt. In
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addition, the interaction between agenda-setting theory together with stakeholder theory
suggest companies use information disclosure strategically to respond to societal expectations
(Dowling and Pfeffer, 1975). Therefore, the results seem to imply that the moderation effect of
MEDIA_EXP and winning CSR awards increases CSR disclosures as this media attention
increases stakeholders’ and public’s awareness of a firm’s business operations The increased
CSR disclosures then become value relevant in the decision-making process of stakeholders
which subsequently reduces the cost of debt.
4.13.9 Indirect effect of upper echelon with MBA degree, CSR and Cost of debt
Table 4.15 indicates there is no indirect effect on the cost of debt financing (CoD_INT)
through upper echelons with MBA degrees and CSR disclosure. These results are similar to
Budi and Veronica’s (2018) Indonesian study that found no significant indirect effect of
environmental performance (based on a ranking system) on firm value through
environmental disclosures. The authors suggest that investors rely heavily on firm
performance (both financial and environmental performance) rather than on environmental
disclosure. This study differs from Budi and Veronica (2018) in that the proxy for the
mechanism of disclosure was CEO’s MBA educational background. These findings differ
from Budi and Veronica (2018) study in that the path ‘b’ suggests that in Malaysia, the
CEO’s educational level plays a significant role in terms of a company’s financial
performance, measured as the cost of debt. Lindorff and Jonson (2013) study the
relationship between Australian CEO’s business and other specific education levels on firm
performance. The researchers find that there was no effect on the firm’s financial
performance and education. Plausible reasons for these findings could be that CSR
reporting is still in its infancy stage (Amran, Zain, Sulaiman, Sarker, and Ooi, 2013) or that
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the Malaysian institutional environment or that different industries may have different
indirect effects an emerging economy (Budi and Veronica (2018).
4.13.10 CSR and cost of debt financing
Table 4.18, Models 9 and 10 examine whether the CSR disclosures provide any
value relevant information that has a signaling effect to the capital market. If the CSR
information is value relevant, there will be a reduction in the cost of debt (CoD_INT). The
results are in line with Cormier et al., (2009) that disclosures reduce information asymmetry
between management, investors, and stakeholders by having a negative and significant
relationship with CoD_INT.
Table 4.18 shows there is a negative association between BO_SIZE and CoD_INT. The
results reported in Table 4.18 are inconsistent with the findings of Anderson et al., (2004),
which finds that having larger boards are linked to lower debt yield spreads. Anderson et al.,
(2004) suggest that the main concern of creditors is whether an independent board of directors
exist on the board and the audit committee, which lowers the cost of debt financing. The
results in Tables 4.12 and 4.18 are not consistent with Iatridis (2013) Malaysian study that
found AC_IND functioned as a monitor to exert pressure on managers to improve their level
of environmental disclosures. Taking the results in Table 4.12 and Table 4.18 together, they
show that audit committee independence reduces the level of CSR disclosure, implying there
is an increase in information asymmetry. Therefore, the cost of debt increases as shown in
Table 4.18. To mitigate the issue of reduced monitoring of the financial reporting process and
increasing the reliability of CSR information, would be by having CEOs with an MBA degree
as Table 4.18 shows they have a marginally negative relationship with the cost of debt at the 5
percent level.
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In terms of political connections, the results seem to indicate due to information
asymmetry and opaqueness between the POL_CON firms and capital market. There is a
positive association between POL_CON companies and CoD_INT (How et al., 2014). Chen et
al., (2011) describe opacity as the complexity and uncertainty of income being generated by
the political connections. The results of Models 9 and 10 are consistent with Bliss and Gul’s
(2012) findings that POL_CON companies have a positive and significant association with
CoD_INT (p < 0.01). According to Bliss and Gul (2012), POL_CON firms are perceived to be
more risky by the capital market in Malaysia. However, the first part of this study indicated a
positive and significant relationship between POL_CON and CSR disclosure, the motive for
the increase in disclosure would be to enhance their legitimacy and reputation for being good
stewards (Li et al., 2015).
Table 4.18 shows that in Models 9 and 10, there is a significant negative relationship
between CSR disclosure and CoD_INT. This seems to be consistent with the findings of a
recent Chinese study by Fonseka, Rajapakse, and Richardson (2018). The authors find that
there was a significant and negative association between environmental disclosure and cost of
debt of energy companies in China. From the current study, factors such as CEOs with MBA
degrees and CRED_POWER provide greater disclosures and aid in reducing information
asymmetry and the adverse selection problems in the Malaysian capital market.
Harjoto and Jo (2011) empirical results indicate that operating performance and firm value
could be influenced by either the choice of CSR engagement or corporate governance
mechanisms adopted within a firm. The author's measured operating performance as return on
assets (ROA) and firm value as Tobin’s Q. They also note that CSR engagement is usually
adopted by companies that have more board independence, more total block ownership, and a
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higher percentage of institutional share ownership. A possible reason for the results of this
study, though board independence and institutional shareholdings are insignificant could be
due to the CEO’s MBA education contributing towards more CSR disclosures that reduces
information asymmetry and subsequently the cost of debt. This seems to be in line with the
argument put forth by El Ghoul et al., (2011) that companies with better CSR performance
have a lower cost of capital. In contrast, a recent Malaysian study by Atan et al., (2018) show
the combined scores of environmental, social and governance (ESG) ratings positively and
significantly influenced the cost of capital, measured as the weighted cost of equity and debt
capital (WACC), which represents a market-based measure of financial performance. The
researches also note that individually none of the ESG factors were significant in influencing
the WACC. The authors suggest that the reasons for their findings could be that stakeholders
are yet to gain confidence in a company’s ESG initiatives and policies and that ESG data may
not be used extensively in the Malaysian capital market.
4.13.11 Control variables
Firm size is found to be significant in the study; a plausible reason could be according
to Embong et al., (2012), larger companies obtain more net benefit from higher disclosure
compared to smaller companies due to economies of scale and lower proprietary cost. The
authors further note that managers of companies could strategize their disclosure policy by
considering the size of the company. In addition, they found a negative and significant
relationship between disclosures and the cost of equity for large companies in Malaysia. Table
4.18, on examining the relationship between firm size (LNSIZE) and cost of debt financing
(CoD_INT), the results show a negative and significant relationship between them. Hence, due
to their size, the larger companies become more visible and are likely to legitimatize their
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strategic decisions and activities towards their stakeholders, and one of the main stakeholders
in Malaysia are the banks.

4.14 List of Hypotheses and robustness tests accepted and rejected
Table 4.19 Summary and significance of the hypotheses tested (H1 and H2)
Model
1

2

3

Hypothesis and robustness
tests
Hypothesis 1(a): There is a
negative relationship between
upper echelon having a science
degree and CSR disclosure
Hypothesis 1(b): There is a
positive relationship between
upper echelon holding MBA
degree and CSR disclosure.
Hypothesis 1 (c): There is a
positive relationship between
upper echelon’s tenure and CSR
disclosure.
Hypothesis 2(a): Certeris paribus,
there is a positive association
between creditor’s power and the
level of CSR disclosure.
Hypothesis 2(b): Certeris paribus,
upper echelon holding an MBA
degree will moderate the
relationship between CSR
disclosure and creditors’ power.

Sign

p < 0.05*, p < 0.01**, p < 0.001***.
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-

Significant
or not
Not significant

Accepted /
Rejected
Rejected

+

**

Accepted

+

***

Accepted

+

**

Accepted

+

**

Accepted

Table 4.20 Summary and significance of the hypotheses tested (H3 and H4)
Model

Hypothesis and robustness tests

4

Hypothesis 3(a): There is an
association between board
independence and the level of CSR
disclosure.
Hypothesis 3(b): There is a
positive relationship between the
frequency of board meetings and
CSR disclosure.
Hypothesis 3 (c): There is a
positive association between board
size and CSR disclosure.
Hypothesis 3 (d): There is an
association between an
independent audit committee and
CSR disclosure.

5

6

Sign
?

Significant
or not
Not significant

Accepted /
Rejected
Rejected

+

***

Accepted

+

***

Accepted

+

***

Accepted

Hypothesis 4(a): Certeris paribus,
there is a positive association
between government institutional
ownership and CSR disclosure.
Hypothesis 4(b): Certeris paribus,
there is an association between
non-government institutional
ownership and CSR disclosure.
Hypothesis 4(c): Certeris paribus,
there is a positive association
between politically connected
firms and CSR disclosure.

+

Not significant

Rejected

?

Not significant

Rejected

+

***

Accepted

To test the robustness of Model
5, which is the baseline model,
Model 6 lags the continuous
variables of Model 5.

+

***

Accepted

p < 0.05*, p < 0.01**, p < 0.001***.
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Table 4.21 Moderation and Mediation effects (H5 and H6).
Model

Hypothesis and robustness tests

7

Hypothesis 5(a): In the moderated
relationship between media
exposure and CSR disclosure,
there is a negative relationship
between CSR disclosure and cost
of debt financing.
Hypothesis 5(b): In the moderated
relationship between CSR awards
and CSR disclosure, there is a
negative relationship between
CSR disclosure and cost of debt
financing.

8

Hypothesis 6: In the mediated
relationship between upper
echelons having a MBA degree
and cost of debt, CSR disclosure
acts as a mediator to influence the
cost of debt.

9

10

Sign
-

Significant
or not
***

Accepted /
Rejected
Accepted

-

***

Accepted

-

Not
Significant

Rejected

Model 9 examines the direct
relationship between CSR
disclosures and the cost of debt
financing.

-

**

Accepted

To determine whether there was
any endogeneity or reverse
causality issues in Model 9, Model
10 uses an instrumental variable of
industry average CSR Score
(AV_CSR_SC) to replace CSR
disclosure (CSR_INDEX) in
Model 9.

-

***

Accepted

p < 0.05*, p < 0.01**, p < 0.001***.
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4.15 Summary
This chapter presents the research findings and gives plausible explanations for the
results obtained from the study. Descriptive statistics, correlation matrix, together with various
statistical tests, were undertaken and analyzed with reference to the theoretical framework.
The summary of the hypotheses tested are shown in Table 4.19 to 4.21. The results of
Hypothesis 1 (b) in Table 4.12 reveals a significant and positive relationship between upper
echelon with MBA degree and CSR disclosure. Similarly, Hypothesis 1 (c) shows a positive
and significant association between upper echelon tenure and CSR disclosure. As it can be
seen in Table 4.12, Hypothesis 2(a) shows a positive and very significant relationship with
creditors’ power and CSR disclosure. When creditors’ power is moderated with upper echelon
with MBA degree in Table 4.7, using pooled OLS, Hypothesis 2(b) shows there is a
moderation effect on CSR disclosure. Table 4.12 shows that Hypothesis 3(b) and 3(c) findings
are positive and significantly associated between board size and frequency board meeting to
CSR disclosure. Hypotheses 4 (a) and 4(b) are rejected under the fixed effect model, but
Hypothesis 4 (c) in relation to politically connected companies have a positive and significant
relationship to CSR disclosure.
Hypothesis 5(a) in Table 4.14 shows when media exposure and CSR disclosure
interact, there is a negative relationship with the cost of debt financing. Similarly, Hypothesis
5(b), when CSR awards are moderated with CSR disclosure, there is a negative effect on the
cost of debt financing. When the mediation effect of CSR disclosure on upper echelon with
MBA degree and the cost of debt was tested in Hypothesis 6, the results indicate there was no
mediation effect.
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When additional test was undertaken to examine the disaggregation of the
components of the CSR_INDEX, the findings presented show creditors power and board size
influence CSR number of words, environmental and social disclosure. When hypothesis H5
was tested, it shows media exposure and winning CSR awards moderated the relationship with
CSR disclosure and cost of debt. The mediation effect of upper echelon with MBA degree
tested in hypothesis H6 did not show any effect on the cost of debt financing. Chapter 5
presents the conclusions and highlights the major findings of the study. The final chapter also
outlines the limitations of the study and provides future research opportunities.
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CHAPTER 5
CONCLUSION
5.1 Introduction
This research is about CSR disclosure and cost of debt in Malaysia. The first part of
the study examines the relationship between the upper echelon demographics, creditors’
power, corporate governance, and ownership structure on the level of CSR disclosure in
Malaysia. The second part of the study investigates whether media attention moderates the
relationship between CSR disclosure and cost of debt. The third part of the study evaluates
whether CSR disclosure mediates the influence of upper echelons with MBA degrees on
the cost of debt. Section 5.1 gives an overall summary of the findings with reference to the
research objectives and hypotheses of this study, along with the research implications. The
contributions of this study are highlighted in Section 5.3, followed by an outline of the
limitations of the study in Section 5.4. Recommendations are given for future research
directions in Section 5.5. Section 5.6 presents the overall conclusion of this thesis.

5.2 Summary of key research findings
The first stage of the study examines the factors influencing CSR disclosures in
Malaysia. The first hypothesis on the educational level and tenure of the upper echelons
appears to suggest that an upper echelon holding an MBA degree and long tenure sets the
tone at the top, encouraging transparency and accountability to their shareholders and
stakeholders concerning CSR reporting.
The results of this study seem to indicate creditors’ power (as stakeholders)
influences CSR disclosure. Furthermore, the results supplement the findings of Roberts
(1992) study that hypothesized but failed to show that dependence on debt resulted in more
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disclosure of CSR information to meet creditors’ demands (Smith et al., 2007). The
moderation effect of upper echelons with MBA degrees and creditors’ power on CSR
disclosure showed that without moderation; the audit committee had a positive and
significant influence on CSR disclosure. When moderation effects were examined, audit
committee independence was found not to be significant. This study contributes to the
findings of Michelon and Parbonetti (2012) that upper echelons with MBAs enhance
stakeholder engagement. The engagement with creditors assures that the CSR disclosures
made in the annual reports are reliable, enabling shareholders and other stakeholders to use
the information for their decision-making purposes. This is particularly useful, as unlike in
Australia, there are no mandated corporation law, environmental accounting standards nor
any legal auditing requirements of CSR information in the annual reports of companies in
Malaysia.
The results from the pooled OLS and fixed effect model both indicate that board
independence was insignificant. This finding was consistent with Hermalin and Weisbach
(1998), who noted that as a CEO’s tenure increased, board independence declined
accordingly, implying corporate governance mechanisms seemed to weaken. The
weakening of the board independence is compensated by increasing the number of board
meetings and board size. The study shows that political connections had a positive and
significant relationship to CSR disclosure in the first stage of analysis. In terms of
government institutional shareholdings, represented by the founder members of MSWG,
the pooled OLS results showed that there was a positive and marginally significant
relationship to CSR disclosure. Under the fixed effect panel model, there was no significant
association between shareholdings by the members of MSWG and CSR disclosure. The
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results seem to suggest, drawing on the findings of How et al., (2014) study that the
presence of MSWG was seen by the capital market as a form of government interference,
for political rather than governance purposes. The moderation effects of media exposure
and CSR awards show that the results were consistent with the findings of Elijido (2011)
and Reverte (2009). These researchers found that companies which were more visible to
stakeholders whether due to their size, media presence and/or winning of awards, were
inclined to disclose more CSR information to maintain their organizational legitimacy and
reputation.
5.2.1 Upper Echelon Demographics and CSR disclosure (Hypothesis 1)
The first research objective of the study concerned the association between upper
echelon demographics and CSR disclosures. The CEOs’ education and tenure were used as
a proxy for CEO cognitive influence over CSR disclosure as a strategic choice.
Specifically, the first research objective of this thesis was to investigate whether upper
echelons’ demographics influence CSR disclosures. The hypothesis are developed to
answer these questions as follows:
H1: There is an association between upper echelon’s demographics and the level of CSR
disclosures.
The Hypothesis (1) was subdivided into three hypotheses as follows:
H1 (a): There is a negative relationship between upper echelons with science degrees and
CSR disclosure
H1 (b): There is a positive relationship between upper echelons holding MBA degrees and
CSR disclosure.
H1(c): There is a positive relationship between upper echelon’s tenure CSR disclosure.
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The findings of this study showed that no relationship existed between upper
echelons holding science degrees and CSR disclosure. Hence, there was no support for
Hypothesis 1(a). This result seems to hold even after considering endogeneity issues,
providing no support to Hypothesis 1(a) of the study. Hypothesis 1 (b) examined the
relationship between upper echelons holding MBA degrees and CSR disclosure. The results
showed a positive and significant association with CSR disclosure. Therefore, Hypothesis 1
(b) was accepted. Concerning Hypothesis 1 (c), the empirical results indicated that as an
upper echelon’s tenure increased, so did the level of CSR disclosure. Therefore, Hypothesis
1 (c) was accepted. The results from Hypothesis 1 (c) was not consistent with Oh, Chang,
and Jung (2018) study that finds CEOs with long tenure were not motivated to be engaged
in CSR but tend to reduce corporate social irresponsibility. The results of the current study
seem to suggest that CEOs with long tenure have the advantage of acquiring social capital
from their experiences within the firm, more likely to engage in CSR activities and
initiatives as well as being actively involved in stakeholder engagement (Oh et al., 2018).
5.2.2 Creditors’ power and CSR disclosures (Hypothesis 2)
The second research objective of this study was to determine whether creditors’
power influenced CSR disclosure. Specifically, this research objective was to examine the
influence of creditors as stakeholders on CSR disclosure in Malaysia. Hypothesis 2 was
subdivided into two parts: first, to study the direct effect of creditors’ power on CSR
disclosure and second, to determine whether there was any moderating effect of upper
echelons with MBA degrees and creditors’ power on CSR disclosure. Hence, to answer
these questions, Hypothesis 2 was stated as follows:
Hypothesis 2 (a): Certeris paribus, there is a positive association between creditors’ power
231

and CSR disclosure.
Hypothesis 2(b): Certeris paribus, upper echelons holding MBA degrees will moderate the
relationship between CSR disclosure and creditors’ power.

Dhaliwal et al., (2012) examined the impact of stand-alone CSR reports and analyst
forecast accuracy on US companies. The authors found Malaysia to be a non-stakeholder
orientated country, i.e., a country that lacks laws in protecting labour rights, employment,
social security, collective bargaining, and human rights as well as regulations and laws
regarding CSR disclosure. Their perspective of stakeholder definition was from the
perspective of institutional theory. Unlike the Dhaliwal et al., (2012) study, this research
examines the association between creditors as stakeholders and CSR disclosure, using the
upper echelon theory. The findings of this study indicate that creditors’ power has a
positive and significant association with CSR disclosure. It is important to maintain
legitimacy with creditors as they provide financial resources to a firm, as well as show
CEO’s commitment towards CSR initiatives and policies, resulting in a competitive
advantage to the firm (Attig and Cleary, 2015). Therefore, Hypothesis 2 (a) was supported.
Bamber et al., (2010) noted upper echelons with MBA degrees voluntarily disclosed
more information. Slater and Dixon-Fowler (2010) findings show CEOs with MBA
education saw better environmental performance while Bertrand and Schoar (2003) found
CEOs with MBA degrees were more skilled in strategic decision making and spent more on
capital expenditure. Waddock and Graves (1997) showed investments in CSR reduced not
only agency costs and free cash flows but as well as the uncertainty relating to potential
future claims resulting from socially irresponsible behaviour and the possibility of costly
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sanctions (Shane and Spicer, 1983). This study posits that creditors’ power (influence)
impacts a firm’s CSR strategy. For instance, a company’s development of its CSR policies
on pollution control equipment or emission controls programmes could be introduced to the
manufacturing or production facilities by engaging with creditors. Satisfying creditors as
stakeholders could lead to a sustainable competitive advantage (Attig and Cleary, 2015).
The CEO’s cognitive values emerging from their MBA education will result in more
openness to innovation, better strategic resource allocation decisions and they appear more
capable of leading their firms to positive outcomes (Hambrick and Mason, 1984; Waddock
and Graves, 1997) such as providing organizational legitimacy as well as reducing
information asymmetry. Taking these findings and assumptions together, the results from
this study indicate that there is a moderating effect of upper echelons with MBA degrees
and creditors’ power on CSR disclosure. The effect was positive and significant. Therefore,
Hypothesis 2 (b) was supported.
5.2.3 Corporate governance and CSR disclosure (Hypothesis 3)
The third research objective of this study was to determine whether there was a
relationship between board effectiveness, board activity, and CSR disclosure. Hypothesis 3
was subdivided into four components of corporate governance mechanisms to study the
direct effects of board effectiveness (board independence, board size, and audit committee
independence) and board activity measured as the number of board meetings. Hence, to
answer these questions, Hypothesis 3 was stated as follows:
H3 (a): There is a significant association between board independence and CSR
disclosure.
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H3 (b): There is a positive relationship between frequency of board meetings and
CSR disclosure.
H3(c): There is a positive association between board size and CSR disclosure.
H3 (d): There is an association between an independent audit committee and CSR
disclosure.
Jensen and Meckling (1976) suggested that board monitoring and transparency through
more disclosures was to be seen as two mechanisms by which agency and asymmetric
information problems, as well as agency costs, could be mitigated. Hypothesis 3(a) posits
that there was an association between board independence and CSR disclosure. The
findings of this study show that Hypothesis H3 (a) was not supported. Hypothesis 3(b)
examined the association between the number of board meetings and CSR disclosure.
Board diligence and commitment of the board of directors was measured by the frequency
of board meetings. Unlike, Abdifatah Ahmed (2013) who found no association between
board meetings and CSR disclosures in Malaysia, this study’s results support Hypothesis 3
(b). Hypothesis 3(c) investigated the association between board size and CSR disclosure.
Board size was used as a proxy for board governance (Zainon et al., 2012). The results
were found to be consistent with the findings of Esa and Mohd Ghazali (2012) that there
was a positive relationship between board size and extent of CSR disclosure of
government-linked companies. This study differs from Esa and Mohd Ghazali (2012) in
that the sample investigated was not government-linked companies but the Billion Ringgit
Club members. Therefore, Hypothesis 3(c) was accepted.
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5.2.4 Ownership structure and CSR disclosures (Hypothesis 4)
The fourth research objective ofthis study was to determine whetherthere was an
association between ownership structure and political connections on CSR disclosure.
Hypothesis 4 was subdivided into three separate parts to study the direct effects of
government

institutional

ownership,

non-governmental

ownership,

and

political

connections. Hence, to answer the research objective, Hypothesis 4 was stated as follows:
H4 (a): Ceteris paribus, there is a positive association between government institutional
ownership and CSR disclosure.
H4 (b): Ceteris paribus, there is a significant association between non-governmental
institutional ownership and CSR disclosure.
H4 (c): Ceteris paribus, there is a positive relationship between politically connected
companies and CSR disclosure.
Hypothesis 4(a), under the pooled OLS method, was positive and marginally
significant but not significant under the Fixed Effect panel method. Therefore, Hypothesis
4(a) was supported. The results for Hypothesis 4(b) showed that the relationship was
insignificant. Hence, Hypothesis 4(b) was rejected. Hypothesis 4 (c) showed a positive and
significant association with CSR disclosure. Therefore, Hypothesis 4 (c) was accepted.
5.2.5 Moderating effect of CSR disclosure and media attention on the cost of debt.
The fifth research objective was to test whether media attention has a negative
moderating effect on the relationship between CSR disclosure and cost of debt. Media
attention in this study comprised two components, namely, media exposure and CSR
awards. Hence, to answer the research objective, Hypothesis 5 was stated as follows:
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H5(a): In the moderated relationship between media exposure and CSR disclosure, there
is a negative relationship between CSR disclosure and cost of debt financing.
H5(b): In the moderated relationship between CSR awards and CSR disclosure, there is a
negative relationship between CSR disclosure and cost of debt financing.
The results seem to suggest media exposure and reputation building by winning awards
have a positive impact on the level of CSR disclosure, which subsequently impacts firm
value by a reduction in the cost of debt financing. The findings of this study show both
sections of Hypotheses 5(a) and 5(b) were supported.

5.2.6 The mediating effect of CSR disclosures on MBA degree and cost of debt
The sixth research objective examined whether CSR disclosure mediated the
relationship between upper echelons with MBA degrees and cost of debt. The argument put
forth is that upper echelons with MBA degrees tend to disclosure more CSR information
which stakeholders perceive as the CEO showing his/her commitment to meeting
stakeholders’ needs. MBA degrees also increase receptivity to innovation. (Hambrick and
Mason, 1984). Therefore, investments in CSR initiatives reduce agency costs of free cash
flows as well as the uncertainty over potential future claims that stem from socially
irresponsible behaviour (Waddock and Graves, 1997). Hence, to answer this research
objective, Hypothesis 6 was stated as follows:
H6: In the mediated relationship between upper echelons having a Master’s in Business
Administration (MBA) and cost of debt, CSR disclosures act as a mediator to
influence the cost of debt.
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The findings from this study did not show any mediating (indirect) effect of CSR disclosure
and upper echelon with an MBA degree and cost of debt. Therefore, Hypothesis 6 was
rejected.

5.3 Contributions of the study
This study contributes to the body of knowledge in relation to the first part on CSR
disclosures, mainly, CEOs’ demographics relating to MBA education and tenure, corporate
governance ingredients such as board meetings and size, audit committee, creditors’ power,
political connections. The second part of the study highlights that media exposure and CSR
awards play a moderating role in the cost of debt financing. This study contributes to the
understanding of cognitive values from the perspective of upper echelon theory in terms of
CSR disclosure. The study also highlights the potential conflict between upper echelon and
agency theories. The contributions are as follows.

5.3.1. Implications for policymakers and regulators
The research findings have a number of implications for policymakers and
regulators. First, in emerging economies like Malaysia, CSR practices have been motivated
by traditional and spiritual values such as ethnicity and religion (Saleh, Zulkifli, and
Muhamad, 2011). The findings of this study add to the CSR literature by understanding the
decision-making and strategic choices made by CEOs due to their individual cognitive
values. The cognitive values of CEOs holding a MBA degree and long tenure influence
how a firm responds to its competitive business environment and to stakeholder’s demands
to attain organizational legitimacy which enables a company to have access to resources
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(Chin, Hambrick, and Treviño, 2013; Hambrick and Mason, 2007; Hambrick and Mason;
1984; Roberts, 1992). This study provides empirical evidence found in prior studies by
Huang (2013) in China (an emerging economy) and Roberts (1992) in the United States
(developed economy) that in an emerging economy, upper echelons’ cognitive values play
a crucial role in explaining cross-sectional differences in CSR disclosure. The role of
CEOs’ leadership is imperative in stakeholder theory as strategic decisions or choices are
made by the organizations’ powerful actors, namely the CEO (Hambrick and Mason,
1984). Unlike Haniffa and Cooke’s (2005) study that find culture, proxy ethnicity, and
religion of directors influencing CSR disclosure, this study considers the cognitive values
of CEOs in CSR reporting. Hence, the cultural–cognitive factor seems to play a key role in
CSR disclosures in Malaysia. Therefore, the findings attempt to fill the literature gap by
highlighting the relationship between CEO demographics and CSR disclosure in Malaysia.
Second, the results of the fixed effect model show board independence is insignificant
in relation to CSR disclosure. Corporate governance can be explained by agency and
resource based theories. Based on the latter theory, outside directors provide skills, access
to capital, and legitimacy (Pfeffer and Salancik, 1978). From the agency theory perspective,
the role of outside directors on the board is one of monitoring to reduce information
asymmetry (Fama and Jensen, 1983). Hermalin and Weisbach (1998) argue that the
independence of directors is important as it influences the degree of monitoring by the
board of directors on corporate activities as well as its CEOs. Haniffa and Cooke (2005)
find independent directors had limited influence on CSR disclosure due to their lack of
knowledge (skills) on social and environmental issues in Malaysia. Therefore, the lack of
board independence reduces board effectiveness in terms of responding to the demands of
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stakeholders’ needs and the extent of CSR disclosure (Harjoto and Jo, 2011). This lack of
knowledge and skills is compensated by the CEO having a MBA degree that gives
confidence about their skills and knowledge on CSR issues to the board of directors as well
as to stakeholders, including shareholders. Hence, the findings of this study contribute to
existing CSR literature by giving a deeper understanding of the role of leadership from a
strategic management perspective (Manner, 2010). Michelon and Parbonetti (2012) study
indicates that upper echelons with MBAs enhance stakeholder engagement which reflects
the essence of good corporate governance. From the perspective of upper echelon theory,
the implication of this finding is that CEOs with MBA degree and long tenure invest in
stakeholder engagement which creates shareholder value and provides competitive
advantage as a tacit asset (Hillman & Keim, 2001). These findings overlap with the
normative aspect of stakeholder theory that advocates managerial values and belief systems
aid in how managers respond to stakeholders’ demands (Donaldson and Preston, 1995).
Therefore, in meeting the demands of creditors as stakeholders, leads to more CSR
disclosure which will lead to an increase in transparency and accountability which plays a
role in contributing towards stakeholders’ trust which ultimately improves firm value (Li,
Gong, Zhang, and Koh, 2018).
The findings of this study suggest that large boards improve monitoring of the board
and CSR reporting. The agency theory views larger boards as ineffective monitors
compared to smaller boards due to coordination and director free-riding problems (Lipton
and Lorch, 1992; Jensen, 1993). The findings of Coles et al., (2008) indicates that firms
with larger boards are characterised by their diversified operations, tend to be large and rely
more on debt financing. These complex companies require more advisory role from the
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board. Coles et al., (2008) finds from the stakeholder theory perspective, larger boards
represent the diverse interest of board of directors. This diversity in the board brings more
experience and knowledge which enables better provision of advice to the board. Therefore,
this study adds to corporate governance literature on the determinants of board structure
and will be of interest to policymakers and the capital market.
The current study contributes to the scarce literature on board meetings and CSR
disclosure. Agency theory views board meetings as a monitoring device for board
effectiveness. Jensen (1993) notes that board meetings become very significant in times of
crisis. Abdifatah (2013) Malaysian study examined board meetings in the period after the
global financial crisis and the mandatory listing requirement by Bursa Malaysia for CSR
disclosure. Unlike agency theory that posits monitoring role of board meetings, the upper
echelon theory based on CEOs cognitive values of MBA degrees and tenure are expected to
respond faster to institutional and stakeholders’ pressures, opportunities and threats in the
external environment (Bantel and Jackson, 1989). Board meetings are called upon to
address any issues identified in the external environment, which includes initiation of CSR
initiatives, CSR strategy, and policy. This is necessary to maintain legitimacy (AngusLeppan et al., 2010). The board of directors is only responsible for CSR at the policy level
but not for the implementation of CSR, which is the responsibility of the CEO.
Third, a further contribution from this study is to identify CEOs who will be capable of
effectively implementing the new Malaysian Code of Corporate Governance (2017)
requirements regarding sustainability. This Code replaced the MCCG (2012) in 2017. The
new Code establishes that public listed companies should adopt Integrated Reporting as
part of their compliance with corporate governance regulations. Integrated reporting
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consists of both financial and non-financial information. The Code was launched in 2017
by the Securities Commission Malaysia together with the International Integrated
Reporting Council (IIRC). The regulatory policy changes were made with the view to
achieving developed economy status by 2020. Areas under Integrated Reporting include
strategy, resource allocation, opportunities, and risks. The results of this study seem to be
consistent with Slater and Dixon- Fowler (2010) study who finds MBA education itself had
a positive effect on environmental performance such as CEOs’ initiation of CSR
programmes, environmental management systems and voluntary adaption of reporting
initiatives such as global reporting initiatives (GRI). These areas can be mapped against the
CEO’s demographics of MBA education and tenure. Therefore, the findings from this study
have implications for hiring and succession planning policies for CEOs within a firm.

5.3.2 Practical implications of the study
The results of the study have several practical implications. First, it provides new
insights to the impact of political connections on CSR reporting to investors and
stakeholders. The findings complement Zhang’s (2017) study of Chinese politically
connected firms and environmental reporting. This study provides empirical evidence that
political relationships influence social and environmental reporting, which has not been
reported before in Malaysia. This finding will be of practical interest to regulators and
politicians. Prior studies find that political connections result in poor financial reporting
quality of accounting information which creates information asymmetry (Ball et al., 2003;
Bliss and Gul, 2012; Chaney, Faccio, and Parsley, 2011; Chong et al., 2018; Gul, 2006).
The findings complement Fung et al., (2015) study in Malaysia which provides evidence
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that firms that have been politically connected for a long period of time develop
creditability for complying with government policies and regulations as well as develop an
intangible asset in the form of informal political networks that gives access to strategic
resources to initiate and implement CSR practices. Therefore, the findings from this study
contribute to further understanding the role played by political connections in Malaysia, an
emerging economy, by providing evidence that they enhance CSR disclosures which
consist mainly of non-financial information.
Second, the findings from this study contribute to stakeholder engagement in Malaysia.
According to Dhaliwal et al., (2012), Malaysia displays a low stakeholder orientation index
from an institutional perspective by examining environmental and social legislation. Unlike
Dhaliwal et al., (2012) study, the findings contribute to the understanding of stakeholder
engagement literature, using stakeholder and upper echelon theories. The results seem to
suggest that in an emerging market such as Malaysia, cognitive values of CEOs play an
essential role in stakeholder engagement and strategic choice. Thus, if a company’s CSR
initiatives were strategic, a positive relationship is expected between stakeholders’ power
and CSR disclosure (Roberts, 1992). Strategic choice is the ability of the CEO to use
his/her discretion to disclose CSR information to maintain the social contract with its
stakeholders (Hill and Jones 1992) which would enable continuous access to financial
resources for the firm’s survival (Chan, Watson and Woodliff, 2014). The study
supplements Roberts (1992) work that hypothesized but failed to show dependence on the
debt would result in more information being disclosed to meet creditors’ expectations
(Smith et al., 2007). Malaysia is an emerging economy that targets to achieve a developed
nation status by the year 2020. Therefore, the Malaysian government has placed emphasis
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on CSR issues, particularly on the quality of life, such as health and safety, pollution, and
environmental concerns and environmental protection in the Ninth and Tenth Malaysia
Plans. Malaysia provides a good setting to study the emergence of the ‘self-environmental
concern’ (Yusoff et al., 2006) concept which sees financial institutions adopting the
Equator Principles as a soft law initiative and as a risk management framework. Moreover,
the state owned banks have substantial stakes by Khazanah Nasional which is the
investment arm of the Malaysian government will tow the government’s national goals and
aspirations, The Equator Principles was developed by banks to address social and
environmental issues. Therefore, banks would want to monitor companies they lend for
compliance with social and environmental policies and regulations. The theoretical
implications of these findings contribute to supporting the adoption of institutional theory
in the Malaysian context.
Third, the media is seen as a significant stakeholder promoting CSR initiatives and
awards in developing countries (Visser, 2006). When the interaction effects of media
exposure and CSR awards on CSR disclosure with the cost of debt was examined, the
findings show there was a negative relationship with the cost of debt. Media acts as a third
party information intermediary to stakeholders and shareholders. This suggests that media
exposure and the announcement of winners of CSR awards serve as a signaling channel to
stakeholders and investors regarding a company’s social and environmental activities.
Furthermore, winning CSR awards reflects positively on the reputation and commitment of
the firm towards society (Fombrun and Shanley, 1990). Therefore, the practical implication
of the study’s results suggests that the media and announcement of CSR awards improve a
firm’s information environment by reducing information asymmetry which has a
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significant impact on the cost of debt. This provides evidence to Merton’s (1987)
framework on the transmission of information to the capital markets.

5.4. Limitations of the study
The results of this thesis have added to the body of knowledge, as discussed above.
However, it is essential to acknowledge that there are some limitations of this study, and
many of them represent opportunities for future research. First, the focus of this study
was based on the Malaysian environment. The sample was drawn from the Billion
Ringgit Club (BRC) list of members which makes the results not generalizable to all
companies in Bursa Malaysia. The sample could be increased to include other
companies listed in Bursa Malaysia apart from the members of the BRC. Second,
drawing on the comments by Ullmann (1985), Malaysia does not have an index or rating
agency to measure CSR performance objectively, unlike in the United States where
KLD ESG ratings are used. Hence, the self-construction of the CSR index may have its
own limitations. Third, this thesis does not provide a “before and after” comparison with
regards the revised MCCG 2012 policy changes to assess whether the changes in
corporate governance improved the level of CSR disclosures in Malaysia.

5.5 Recommendations for future research
Having discussed the limitations of this study, there are three possible areas for further
future areas. The first recommendation is that the future studies may incorporate other
upper echelon demographics such as age, experience, compensation, diversity, and
incentives into future studies. Similarly, governance variables such as board diversity and
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audit committee diversity could be considered. The second recommendation is that future
studies may undertake comparative research on other emerging economies such as
Vietnam, China, and India. Finally, further research in the form of case studies, interviews,
and surveys may be carried out to explore further the motivations of CSR reporting in
Malaysia.

5.6 Summary
This chapter highlights the significant findings and contributions of examining the
antecedents, moderators, and mediator of CSR disclosure practices in Malaysia. The study
provides insight into the importance of CEO educational qualifications and tenure in
influencing CSR disclosure. The results seem to imply that culture and legitimacy have a
significant effect on CSR disclosure in Malaysia. In terms of internal governance, board
effectiveness, measured as board meetings and board size were important in influencing CSR
disclosure. Furthermore, this research showed a positive relationship between creditors as
stakeholders and CSR disclosure.
When mediation was tested, the findings show a negative direct effect between CSR
disclosures and the cost of debt. The signaling effect indicated the disclosures were value
relevant. These findings highlight that even though CEOs with MBA degrees led to better
CSR disclosures, better CSR disclosure did not mediate the impact of MBA education on the
cost of debt. This further underpins the moral hazard problems in the Malaysian capital
market. Furthermore, political connections had a positive effect on CSR disclosure which is
due to complying with the government’s national policies on social and environmental
practices to seek rent seeking benefits.
245

Overall, the results show those factors such as CEOs with MBA degrees, tenure,
board meetings, the board size, and political connections aid in building firm-stakeholder
relationships. It is important to note that non-governmental institutional investors seem to be
lacking or are weak in their monitoring role regarding CSR activities in Malaysia. Therefore,
in conclusion, regulators, especially Minority Shareholders Watchdog Group, and
policymakers should increase their monitoring role of institutional investors in Malaysia to
increase shareholder activism and sustainability practices within their portfolio of current and
future clients.
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APPENDIX A
Disclosure Index Scoring Procedures
Disclosure scoring index measurement
The appendix shows how the instrument developed is used to measure the quality of
corporate social responsibility disclosures made in the published annual reports of
Malaysian companies. The instrument is adapted from the StarBiz_ICR Awards criteria.
The scoring procedures is adapted from Botosan (1997)
Modified Disclosure Index
1.0 Workplace- Employment conditions
1. 1.1 Number of employees
Disclosure of number of employees in the annual report is awarded one point.
Otherwise zero.
1.1.2 Average compensation or productivity per employee.
Disclosure in a narrative form and in general terms (i.e., “somewhat”) only one point
is given. If disclosure is quantified, a further one point is awarded. Actions taken by
the company to improve employees’ productivity and training will be awarded a
further one point. Additional one point will be given if company has a trade union. A
‘no’ answer is not awarded any points. Maximum points = 4.
1.1.3 Basic conditions of employment, disciplinary code, and complaints procedures.
Disclosure of whether employees are aware of their basic conditions of employment,
disciplinary code, whistleblowing, complaints procedures or systems in place to lodge
employees’ complaints which are made available either through formal training or
induction program, handbook and intranet. One point is awarded, if this is disclosed.
1.1.4 Employee surveys.
One point is awarded, if employee surveys are conducted for all employees annually.
Maximum points = 1.
1.1.5 Number of employees made redundant due to operational reasons in the past financial
year
If the disclosure is in a narrative form and in general terms (i.e., “somewhat”) only
one point is given. If disclosure is quantified (such as percentage), an additional point
is awarded. Maximum points = 2.
1.1.6 Company’s code of conduct.
One point is awarded if the company disclosures its corporate code of conduct or
policy in relation to dishonesty, corruption or unethical behavior.
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One additional point is awarded if media attention has been given to the company’s
“Best Practices.” Two further points are given, if the concept of ‘fairness’ is shown in
all of the company’s operations. One point is given, if the Code of ethics or conduct
is discussed in detail on company’s website. An additional point is awarded, if there
is a feedback site for stakeholders to communicate their grievances or any unethical
behavior to designated management staff. Maximum point = 6.

1.2 Workplace - Diversity
1.2.1 Ethnic groups.
The disclosure of the breakdown of various ethnic groups between management and
other staff is awarded one point.
1.2.2 Diversity in employment
Disclosure of the percentage of female employees between management and other
staff is awarded one point.
1.2.3 Disclosure of employment initiatives or targets that go beyond national regulation for
special interest groups such as those with disabilities, from ethnic groups, etc.
If yes, one point is awarded.
1.2.4 Equal opportunities.
One point is awarded for disclosure of efforts undertaken by the company to ensure
equal opportunities such as group – wide policy on non – discrimination, diversity. If,
audits or internal training are given to achieve employment initiatives or targets, an
additional one point is given. Maximum points = 2.
1.3 Workplace – Health and Safety
1.3.1 Health and Safety management system
If the company has a Health and Safety management system, one point is awarded.
Disclosure of quantifiable targets relating to health and safety, an additional one point
is awarded. Maximum = 2points
1.3.2 Work - related fatalities.
Disclosure of work related fatalities in the past 5 financial years is awarded one point.
An additional one point is awarded when the description of the accident is disclosed.
Maximum points = 2
1.3.3 Policy on or objectives in terms of HIV/AIDS
One point is awarded when the company has a policy on HIV/AIDS. An additional
one point is awarded when disclosure of initiatives taken by the company to be in line
with the United Nations Millennium Development Goals:6 of combating HIV/AIDS
and other diseases.
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1.4 Other socially related information
1.4.1 Disclosure of Health and Safety regulations and requirements that are mandatory such
as the Occupational Safety and Health Act 1994 is awarded one point.
1.4.2 Social Policy
One point is awarded if the company’s social policy or company’s concern for its
workforce is disclosed in the Mission or Vision statement of the company. Further
one point when the targets are quantified and reported. Maximum points = 2.
1.4.3 Awards.
Health and Safety local awards is given one point. Additional one point given for
international Health and Safety awards. Maximum = 2 points
1.4.4 Disclosure of non-compliance with laws or legal proceedings
One point is awarded if disclosure of non-compliance with laws or legal proceedings
such as those arising from occupational health and safety, labour law and
malpractices. Additional point is awarded when a description of the incident is
disclosed. Another additional point is given, if fines or penalties are quantified.
Maximum points =3.
2.0 Structuring of community activities by company
2.1.1 Community and charitable policies
One point is awarded if the community and charitable policy(s) are disclosed in the
Mission or Vision statement of the company. One additional point is awarded, if the
targets are quantified and reported. Maximum points = 2.
2. 1.2 Structure of community and charitable activities
One point is awarded, if a Sendirian Berhad (Sdn Bhd) has been set up to carry out
charitable and community activities. An additional one point is given if a separate inhouse charitable foundation has been set up for community and charitable activities.
A further one point is awarded when collaboration exists with stakeholders such as
NGOs, communities, customers, etc. Maximum points = 3.
2.2 Community Consultation and Investment.
2.2.1 Alignment of community investment initiatives to the National Development Goals
(NDGs) or United Nations Millennium Development Goals (MDGs)
One point is awarded for each of the areas designated in NDGs or UN MDGs as part
of community investment initiatives:
(i)
Local heritage
(ii)
Infrastructural support/services to local communities
(iii)
Youth development
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(iv)
Education
(v)
Underprivileged and poverty alleviation
(vi)
Disability
(vii)
Conservation/Environment
(viii) Sports
(ix)
Culture
Maximum = 9 points.
2.2.2 Monitoring system
Disclosure of monitoring system that will systematically measure the impact of its
community investment will be important for the building of the company’s reputation,
especially with the existence of a CSR Committee. The monitoring system should be
able to identify the benefits or impact to the community by category in 2.2.1 above. A
narrative disclosure (“somewhat” description) will be given one (1) point. An
additional one point is awarded when the company discloses the type of monitoring
systems used, such as Ethos Indicators, Hours Utilization Rate. Disclosure on the
funding of the investment initiatives will be awarded another one point. Description of
the stakeholder engagement such as partnership with civil society organisations,
dialogues or interviews is awarded an additional one point.
Maximum = 4 points.
2.2.3 Type of resources provided by the company
To implement 2.2.1 above, the resources provided by the company such as:
Cash and loans are scored as 3 points each as these represent cash outflows to the
company. The perception in the capital market is that the company has cash surplus
and is perceived as good news. The resources in kind are scored as 2 points each as it
helps to encourage reputation and brand building outside of the company. Employee
volunteers are scored as one point.
Maximum = 6 points.
2.2.4 Total amount invested in terms of pre and post-tax profits.
If, disclosure is in a narrative form and in general terms (i.e., somewhat”) only one
point is given. If disclosure of funds is quantified, in the form of specific
individual/categories of contributions, two points is awarded. Maximum points = 2.
3.0 Environment – resources, emissions, and waste.
3.1.1 Systems to measure impact of company’s operations on the environment
To measure emissions and waste, one point is awarded for each of the following
categories:
(i) CO2 emissions
(ii) Other Greenhouse Gases (e.g., CH4)
(iii) Energy consumption
(iv) Water consumption
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(v) Waste production
Maximum = 5 points
3.1.2 Monitoring systems or targets for improvements
One point is given if company has a monitoring system, benchmarks, or setting
annual targets to achieve its goal of reducing emission, pollution or waste levels.
Another additional point is given, if the emission or pollution levels are quantified. A
further point is awarded, if comparative figures are given for past 5 years. Maximum
points =3.
3.1.3 Past and current expenditures on pollution control equipment and facilities.
One point is awarded if past and present expenditures for pollution control equipment
are disclosed in general terms. One additional point is given, if they are quantified.
Maximum points = 2.
3.1.4 Past and current operating costs of pollution control equipment and facilities.
One point is awarded if past and present operating costs for pollution control
equipment or facilities are disclosed in general terms. One additional point is given, if
they are quantified. Maximum points = 2.
3.1.5 Disclosure of financing of pollution control equipment or facilities.
One point is awarded if financing of pollution control equipment or facilities are
disclosed in general terms. One additional point is given, if they are quantified.
Maximum points = 2.
3.1.6 Disclosure of recycling activities.
If, the disclosure is in a narrative form and in general terms (i.e., “somewhat”) only
one point is given. If recycling initiatives are quantified, additional one point is
awarded.
Maximum points = 2.
3.1.7 Disclosure of capital investment in green technology or innovations.
If, the disclosure is in a narrative form and in general terms (i.e., “somewhat”) only
one point is given. If disclosure is quantified, additional one point is awarded.
Maximum = 2 points.
3.1.8 Collaborative partnership
If, the disclosure is in a narrative form and in general terms (i.e., “somewhat”) only
one point is given. An additional point is awarded if, there is collaboration with
supplier for product development and quality issues. A further point is awarded, if
disclosure is on development of green technology with supplier to reduce
environmental impacts. Maximum points = 3.
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3.2 Environment – Biodiversity.
3.2.1 Operations in or close to protected areas or areas of high biodiversity value or habitats
If the company discloses that its operations are in or close to protected areas or areas
of high biodiversity, one point is awarded.
3.2.2 Performance of environmental impact assessments of its operations
If the company discloses that it has performed environmental impact assessments of
its operations, one point is awarded.
3.2.3 Long term initiatives to increase or protect biodiversity
If the company discloses in general terms that it has introduced initiatives to increase
or protect biodiversity, one point is awarded. One additional point is awarded when
the company discloses specific initiatives introduced to increase or protect
biodiversity such as setting up research and development facilities within its business
units or in collaboration with civil society organisations.
Maximum points = 2 points.
3.3

Other environmentally related information

3.3.1 Sensitive Industry or sector
One point is awarded if a company is in a non-environmentally sensitive sector.
Two points for companies that contribute to environmental externalities such as
health costs, climate change, and pollution. Maximum points = 2.
3.3.2 Disclosure of environmental regulations and requirements that are mandatory.
One point is awarded, if the answer is ‘yes.’ Maximum point =1.

3.3.3 Environmental policies
One point is awarded if the environmental policy(s) or company’s concern for the
environment is disclosed in the Mission, Vision or Chairperson’s statement of the
company. One additional point is awarded, if the targets are quantified (e.g.,
reduction of emission, pollution levels, etc.) and reported. Another additional point is
awarded if specific actions taken by the company during the year are outlined by
management. A further additional point is awarded, if future actions to be taken by
management are also discussed. Maximum points = 4.
3.3.4 Environmental Awards.
One point is awarded for receipt of environmental or sustainability or CSR local
awards. An additional one point given for international Sustainability or CSR awards.
Maximum = 2 points
3.3.5 Qualitative and forward looking information
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Forward looking information is important to stakeholders as it conveys to them any
future risks and uncertainties the company may face in relation to its operations such
as loss contingencies or litigation risks. Disclosure is awarded one point.
3.3.6 Sustainability or Corporate Social Responsibility Committee (CSR)
One point is awarded if the company has a sustainability or CSR Committee or its
equivalent. Additional one point is awarded if the role or duties of the CSR
Committee or its equivalent are disclosed such as identification and management of
key social and environmental issues; engagement with relevant stakeholders on
sustainability initiatives; ensuring reliability of social and environmental performance
management information and monitoring, alignment with its Sustainability goals
(Eberhardt-Toth, 2017;Virakul, Koonmee, and McLean, 2009). Maximum points = 2
3.3.7 Disclosure of non-compliance with laws or legal proceedings
One point is awarded if disclosure of non-compliance with environmental laws or
legal proceedings arising from environmental legislation, chemical spill, accidents,
and malpractices are disclosed. Additional point is awarded when a description of the
incident is disclosed. Another additional point is given, if fines or penalties are
quantified. Maximum points =3.
3.3.8 Voluntary adaption of CSR Reporting and standards.
One point is awarded for each voluntary local or international standards or codes and
national policies adopted by the company. Examples include UN Global Compact,
ISO 14001 certification for environment, UN Millennium Development Goals,
Equator Principles, Malaysian codes or commitments such as Renewable Energy,
Roundtable on Sustainable Palm Oil (RSPO), etc.
3.3.9 Credibility of sustainability reports.
If Sustainability reports such as Global Reporting Initiative (GRI), AA1000), Triple
Bottom Line Report, Stakeholder Engagement Report, or any other similar type of
reporting is assured or verified by Standards and Industrial Research Institute of
Malaysia (SIRIM), two points are awarded. If it is a third party (e.g., international
organization), one additional point is given. Assurance statements issued by
professional accounting firms are awarded one point.
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APPENDIX B
Disclosure Index scoring sheeta b c

Company Name:

(Section 1.0) Workplace - Human Resources

Score

a

Adapted from Chan, Watson, and Woodliff (2014)

b

Adapted from Eng and Mak (2003)

c

Adapted from Wiseman (1982)

d

Subramaniam, Samuel, and Mahenthiran (2016)
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No of employees
Compensation/productivity
Basic conditions
Employment surveys
Redundancy of employees
Code of conduct
(Section 1.2) Workplace - Diversity
Ethnic groups
Diversity in employment
Special interest groups
Equal opportunities
(Section 1.3) Workplace – Health & Safety
Health & Safety management system
Work related fatalities
Policy on HIV/AIDS

1
1
1
1
1
1
Score
1
1
1
1
Score
1
1
1

3

4

2
2

6

2
2
2
2

Score
(Section 1.4) Other socially related information
Health and Safety regulations and requirements
Social Policy
Social Awards
Non – compliance with laws or legal proceedings

1
1
1
1

Sub – total (A)
(Section 2.1) Structuring of Community and charitable activities
Community and charitable policies
Conducting community and charitable activities
(Section 2.2) Community Consultation and Investment
Alignment of initiatives to NDGs and UN MDGs (*1)
Monitoring systems
Types of resources
Total amount invested
Sub –total (B)

Score
1
1
Score
1
1
1
1

(Section 3.0) Environment- resources, etc.
Systems to measure impact of operations (*1)
Monitoring systems or targets
Past and present expenditures
Past and present operating costs
Financing of pollution control equipment etc.
Recycling activities
Capital investment in Green Technology
Collaborative partnership

Score
1
1
1
1
1
1
1
1
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2
2
2

3

2
2

3

3
3
2

4
6

2
2
2
2
2
2
2

3

3

(Section 3.2) Environment- Biodiversity
Operations in protected areas

Score
1
1

Environmental assessment
Initiatives to improve or increase biodiversity

1

(Section 3.3)Other environmental information
Sensitive industry
Environmental regulations and requirements
Environmental policies
Environmental awards
Forward looking information
Sustainability or CSR Committee
Non – compliance of environmental laws, etc.
Voluntary adaption of CSR standards or codes
Creditability of Sustainability Reports
Sub – total (C)

Score
1
1
1
1
1
1
1
1
1

Total CSR Score (A+B+C)
Number of words based on CSR and environmentald policies
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2

2
3
2
2
2
2
2

4

3
3
3

APPENDIX C

Models used in the Pilot Study showing factor analysis, hierarchical multi - regression
models and 2 stage regression analysis
In the first model, the CSR_Ind is regressed on our explanatory and control variables. In
the second model, the CSR_Ind is regressed on the explanatory variables, control variables, and
the cost of debt (CoD). In model 3 we reverse the regression and CoD is regressed on the
CSR_Ind, the explanatory variables, and the control variables. Finally, in Model 4 we examine
if institutional ownership moderates the relationship by examining the interaction between the
CSR_Ind and the institutional ownership.
CSR_Indit = α0+ α1ROA + α2Size + α3Lev + α4CEO_Race + α5 CEO_Edu + α6CEO_Age +
α7Dir_Sha + α8Inst_Sha + α9Ind_Dir + α10Duality + α11Aud_Com_Ind +
α12Aud_Fee_Ass + α13Board_Meet + α14CSR_Award + α15CoDit + ε ... (1)
For the next model we add the cost of debt (i.e., CoDit) for the current period as an additional
explanatory variable, and state it as following:

CSR_Indit = 0 + 1ROA +2Size + 3Lev + 4CEO_Race + 5 CEO_Edu + 6CEO_Age +
7Dir_Sha + 8Inst_Sha + 9Ind_Dir + 10Duality +11Aud_Com_Ind +
12Aud_Fee_Ass + 13Board_Meet + 14CSR_Award + 15 CoDit + ε

... (2)

In Model (3) we reverse the regression, and use CoDit as the dependent variable and CSR_Indit
as an explanatory variable to examine what factors influence the cost of debt.
CoDit =

γ0 + γ 1ROA + γ 2Size + γ 3Lev + γ 4CEO_Race + γ 5 CEO_Edu + γ 6CEO_Age +
γ7Dir_Sha + γ 8Inst_Sha + γ 9Ind_Dir + γ 10Duality + γ 11Aud_Com_Ind +
γ12Aud_Fee_Ass + γ13Board_Meet + γ14CSR_Award + γ15 CSR_Indit + ε ... (3)
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In Model (4) we add the interaction term between the CSR_Indit x Inst_Shait to examine whether
the level of institutional ownership moderates the relationship between CoDit and CSR_Indit.
CoDit =

δ0 + δ 1ROA + δ 2Size + δ 3Lev + δ 4CEO_Race + δ 5 CEO_Edu + δ 6CEO_Age +
δ7Dir_Sha + δ8Inst_Sha + δ9Ind_Dir + δ 10Duality + δ11Aud_Com_Ind +
δ12Aud_Fee_Ass + δ13Board_Meet + δ14CSR_Award + δ15 CSR_Indit +
δ16 CSR_Indit x Inst_Shait + ε

... (4)

Additionally, to analyze the causal direction, the Model (5) will replace the following
year’s cost of debt (i.e., CoDi(t+1)) in Model 4 instead of using CoDit. This is a reasonable
assumption given that in year 2009 the management is still uncertain as to the amount of debt
financing it can raise in the year 2010. Hence, by using the cost of debt (CoD) in year 2010, the
model controlled for endogeneity and causality between the level of CSR disclosure in 2009 and
the CoD in 2010. Finally, to examine if the cost of debt (CoDit) and the CSR_Indexit are
simultaneously determined we use two-staged least square regression analysis.
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