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Abstract

Background: There is growing literature promoting corporate governance mechanisms as important elements that could mitigate the inconclusive findings within the corporate social performance and firm profitability research. A key theoretical assumption within the extant literature that provides support for this proposition is that corporate social performance and firm profitability are organisational outcomes in the presence of good corporate governance.

Aim: Firstly, the aim is to re-investigate voluntary social performance disclosure (SPD) and long-term profitability association from the perspective of international standards, using the Global Reporting Initiative G3.1 guidelines. Secondly, to examine the joint moderating effect of board independence and managerial ownership (MO) on the voluntary SPD and profitability nexus.

Setting: The South Africa institutional setting, where recent corporate governance regimes require firms to voluntarily make corporate governance related disclosures on both shareholder-and stakeholder-related information is used as the study context.

Method: Utilising manually extracted data of listed firms, over the period 2010 to 2015, the generalised least square regression and seemingly unrelated regression (with a 1-year lag as the main independent variable) are used to examine the stated hypotheses.

Results: We found a positive association between voluntary SPD and long-term profitability. We also found that the presence of non-executive directors positively moderates the association between voluntary SPD and long-term profitability. Thirdly, the proportion of MO significantly positively moderates the association between voluntary SPD and long-term profitability. Lastly, the complementary role of the presence of non-executive directors and the proportion of MO significantly positively moderates the association between voluntary SPD and long-term profitability.

Conclusion: This study finds support for scholarly theoretical arguments that organisational outcomes are largely possible in the presence of good corporate governance, which has a long-term implication for firms’ shareholder wealth maximisation. This study contributes to the ongoing research examining the notion of substitutive versus complementary effects of governance mechanisms, and a growing research literature on corporate social responsibility (CSR) disclosure from the perspective of international standardisation. This study therefore makes far-reaching contributions to the corporate governance and social responsibility literature in an African context.
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Introduction

Literature contends that corporate social performance (CSP) remains an important element since its components of social and environmental stakeholder concerns are likely to affect firm behaviour (Stanwick & Stanwick 1998) and corporate decision-making (CDM). Therefore, previous studies have accorded the CSP and firm profitability (FP1) nexus much attention (McGuire, Sundgren & Schneeweis 1988). Nevertheless, to date available evidence remains inconclusive (Margolis & Walsh 2003). Extant literature attributes the inconclusive findings to, among other things, different CSR measures and period of examination (De Klerk & De Villiers 2012), research models adopted and endogeneity issues (Li 2016; Orlitzky, Schmidt & Rynes 2003; Roberts & Whited 2013). Consequently, researchers are promoting corporate governance (CG) mechanisms as important elements to mitigate (e.g. Arora & Dharwadkar 2011; Hoje & Harjoto 2011; Ntim & Soobaroyen 2013) the inconclusive findings within CSP and FP literature. Extant literature provides support by arguing that CSP and FP are organisational outcomes in the presence of good CG (Aguilera et al. 2008), which has a long-term implication for firms’ shareholder wealth maximisation (SWM). Thus, the SWM principle holds an inclusive, long-term financial goal reflecting investor confidence, which is measured in the face value of the firm’s equity (Block & Hirt 2002). The CG research has equally investigated the value relevance of boards’ resources (e.g. Galbreath 2016; Haynes & Hillman 2010); in particular, their individual demographic effects (e.g. board independence [BIND]) have been examined in isolation with diverse organisational outcomes, including CSR. Nevertheless, the available evidence still remains mixed. As such, our understanding as to whether or not CG mechanism interactions convey incremental value on organisational outcomes, like CSP and FP, is pretty unexplored in the African context. Again, in most cases boards have been studied as a separate decision component, outside the scope of management (Galbreath 2016). Nevertheless, theoretical evidence shows that boards have a collaborative role with management (Sundaramurthy & Lewis 2003) in CDM. While this research line is arguably limited in the African context, there is an even more lingering research need to explore this notion on voluntary disclosures utilising international standards, due to the emergence of globalisation.

The study seeks to re-investigate the voluntary social performance disclosure (SPD) and long-term profitability (TQ) nexus from the perspective of international standards, using Global Reporting Initiative (GRI) G3.1 guidelines. Secondly, it seeks to examine the joint moderating effect of BIND and managerial ownership (MO) on the voluntary SPD and long-term FP nexus. This study is therefore premised on three viewpoints. Firstly, we argue that if boards have a collective role, with management, as a unified team to promote shareholder interests, in which MO provides directors or managers with ownership rights, then we propose that their combined effect could harmoniously promote a re-alignment of managerial self-interests with those of shareholders (Fama & Jensen 1983; Jensen & Meckling 1976). Secondly, we argue that voluntary SPD and FP are aligned to firms’ SWM, which inevitably becomes a long-term goal benefiting from firms’ strategic posture, since CSR actions may require a long period of time to pay off (Mahapatra 1984). Lastly, this study assumes that boards’ monitoring role and managerial incentive provision are complementary in that their combined interaction is necessary for CDM (Galbreath 2016; Haynes & Hillman 2010), to mitigate the associated financial uncertainty within organisational outcomes, like CSP and FP. For instance, it has been asserted that ‘strong social performance may be primarily driven by managerial beliefs’ (McGuire, Dow & Argheyd 2003:349). This direction of research is relatively unexplored, particularly in the context of less-developed countries context. This study attempts to close this gap in research.

The South African (SA) institutional context is used for this study. Although, CG and CSR research has been extensively examined in SA, this current study further adds to our understanding and consequently makes significant contributions to the CG and CSR literature as follows: firstly, it contributes to the ongoing research debate promoting complementary versus substitutive roles of CG mechanisms (Misangyi & Acharya 2014; Oh, Chang & Kim 2018), particularly at the board management level (Galbreath 2016). Secondly, it sheds light on a growing literature on international standardisation of social disclosures (e.g. Garcia-Sanchez 2016; Sampong et al. 2018) by providing further evidence in an African context, in support of calls within the broader social and environmental disclosure literature. Lastly, and in line with the above two points, this study contributes, in support of calls, to refine the measures of CSR and to extend the assessment period within the CSR value relevance literature (De Klerk & De Villiers 2012) from different institutional contexts. The outcome of this study documents a significantly positive moderating influence of the complementary effect of non-executive directors (NEDs), BIND and MO on the association between voluntary SPD and long-term profit. This follows an earlier finding of a non-significant positive relationship between voluntary SPD and FP. Overall, this study finds support for ongoing debates within the extant literature that the inconclusive evidence within the CSR–FP nexus could be mitigated by the interaction of CG mechanisms. The remainder of this article is organised as follows: theoretical background, prior research and hypotheses in section 2; research design, data and methodology in section 3; empirical results and additional analysis in section 4; discussion and conclusion in section 5.

Theoretical background, prior research and hypotheses

This section utilises a multi-theoretical view to provide an understanding of previous literature, and formulates hypotheses to achieve the study’s objective. Thus, consistent with extant literature, we employ the following theories: legitimacy, stakeholder, agency, resource-dependence theory (RDT), good management theory, complementary theory and complementary asset perspective (CAP). Thus, consistent with extant literature these theories are largely harmonising in nature rather than opposing (Reverte 2009), and provide a richer background to explore the study’s aim as a result of their commonality and compatibility.

Voluntary social performance disclosure and firm profitability nexus

Two contradictory hypotheses emerge when we consider the effect of CSP on FP. The ‘social impact hypothesis’ – which assumes that meeting the needs and expectations of various stakeholders increases firm value – and, secondly, the ‘trade-off hypothesis’, which assumes that CSP increases results in firms incurring unnecessary costs which so lead to a reduction in value (Donaldson & Preston, 1995). This puts socially proactive and responsible firms at a disadvantage compared with less socially active ones (Peng & Yang 2014; Preston & O’Bannon 1997). The CSP and FP nexus has extensively garnered prior research, with some widely cited groundbreaking studies (e.g. McGuire et al. 1988; Orlitzky et al. 2003). Nevertheless, to date the available empirical findings remain largely mixed and inconsistent (McGuire et al. 1988). Advocates of a positive CSP–FP nexus hold a view that not only may voluntary CSP be considered a business objective in itself, but it also serves as a means to an end with regard to FP. On the other hand, those who found a negative relationship suggest that firms’ investment in voluntary CSP diverts funds that could have been channelled into other productive investments (Peng & Yang 2014; Preston & O’Bannon 1997). As argued in extant literature, the mixed findings within the CSP–FP nexus have also been attributed to: methods, model specification and endogeneity issues (e.g. Li 2016; Orlitzky et al. 2003; Roberts & Whited 2013) and the social disclosure patterns across different industries and the institutional micro- and macro-settings (e.g. Garcia-Sanchez et al. 2016, Tshipa et al. 2018), due to associated costs and benefits with diverse industry features. The SA context makes an interesting case to examine voluntary social disclosures, specifically due to its long history of racial segregation, termed apartheid, which resulted in many social disadvantages to the majority of the SA population (Southall 2004). Consequently, Sampong, Boahene and Kweitsu (2018) contend that the practice of social disclosures has mainly been influenced by ‘apartheid’. Nevertheless, the unique CG codes have voluntarily promoted social disclosure in line with international standards. Specifically, the King III CG report recommends that all entities in SA should promote a voluntary disclosure regime based on the third-generation reporting standard (GRI, G3) (IoDSA, 2009). Supporters of social and global reporting standards have equally long contended that social disclosures offer reporting organisations a wide spectrum of intangible benefits, which extends to the firm’s balance sheet (Adams 2004). Although evidence of the CSP–FP nexus has generally been mixed, theoretical understanding generally supports a positive direction (Orlitzky et al. 2003). In the SA context, a study that examined inclusion on the Johannesburg Stock Exchange (JSE) socially responsible index and FP found no association using logistic regression (Du Toit & Lekoloane 2018). De Klerk and De Villiers (2012), using a modified Ohlson model, found that corporate responsibility reporting is significantly positively related to market value. Horn, De Klerk and De Villiers (2018) using survey data by KPMG International on CSR contend that social disclosure has a positive but weak effect on future profits. The advent of socially responsible behaviour, linked to international standardisation, through sustainability reports, ultimately seeks to ensure the long-term sustainability and survival of organisations, while maximising shareholder value and FP. Thus, socially responsible behaviour can be a competitive advantage to ensure firms’ long-term profitability. Socially responsible behaviour (and its related disclosure practices) is a management practice that ensures an organisation maximises the positive impact of its operations on society in a manner that meets and exceeds the legal, ethical and public expectations. Therefore, social responsibility creates a positive long-term value for shareholders even in conditions of uncertainty (McWilliams & Siegel 2000). For instance, Waddock and Graves (1997) found that an increase in CSR could lead to enhanced long-term profitability. Supporters of international disclosure standards on social responsibility have long contended that disclosure offers reporting companies a positive impact on FP. Studies specifically covering transparency and disclosure have indicated a positive market reactions, which could lead to a corresponding impact on firm value (Adams 2004). Therefore, based on the available empirical and theoretical evidence within the extant literature that socially responsible behaviour leads to a positive impact on firm profits (Orlitzky et al. 2003), we hypothesised that:


H1: Ceteris paribus, voluntary SPD is positively associated with long-term profitability.



Moderating role of non-executive directors on voluntary social performance disclosure and firm profitability nexus

The call for appropriate representation of NEDs on boards (i.e. board independence) has largely been based on agency theory (AT) and RDT. Agency theory asserts that boards have a monitoring and controlling role over managers due to their opportunistic behaviour (Fama & Jensen 1983; Jensen & Meckling 1976). For instance, outside directors have more opportunity for control and face complexities stemming from their responsibilities as directors (Mangel & Singh 1993). Resource-dependence theory notes that the existence of boards serves as an essential link between firms and their critical resources needed to maximise value (Pfeffer 1973:350). For example, NEDs offer essential resources, by promoting board independence (Haniffa & Cooke 2002:319) towards voluntary social disclosures. Thus, RDT proposes that the unique composition of boards, including expertise, is a firm’s resource (Hillman & Dalziel 2003) that could affect its value (Pfeffer & Salancik 1978). In particular, RDT views the board composition as firms’ value-added resources. For instance, larger boards with professionals increase the firm’s expertise and resources (Pfeffer & Salancik 2003). Boards perform a critical supervisory and monitoring role, which is central to ensure that managers act in the best interest of shareholders (Fama & Jensen 1983; Jensen & Meckling 1976). In spite of the trade-off that may exist between social disclosure and FP, prior research argues that managers may undertake social responsibility activities for their own benefit, such as public fame, at the expense of their firms’ SWM goal. For instance, managers may seek to divert stakeholders’ attention from a poorly performing firm by improving its CSR activities (Preston & O’Bannon 1997). On the other hand, managers may reduce CSR overheads in order to boost short-term gains to enhance their personal rewards. These two views show that at the board management level, social disclosure could be used as a signal towards managerial benefits, which could have an adverse effect on firm value whenever managers act unfavourably towards stakeholder interest (Baird, Geylani & Roberts 2012). Therefore, towards re-aligning the principal agency conflicts is the promotion of good CG. Prior researchers have argued that CSR disclosure may have a limiting effect on firm value (Horn et al. 2018; Sampong et al. 2018) and that because of this possibility, the associated benefits of CSR disclosure for firms are largely dependent on good CG (Aguilera et al. 2008). Therefore, the existence of good CG, in particular BIND, could avert corporate irresponsibility. This could lead to an enhanced positive effect of voluntary SPD on FP. The reverse is a situation that can aggravate conflicts among various stakeholders (Hoje & Harjoto 2011) and could result in poor CDM benefits from ineffective CG. In the SA context, the promotion of BIND has been advocated by CG codes. For instance, formal CG regimes have sought to largely promote BIND. The 2009 CG code of SA, King III (IoDSA, 2009), requires boards to have the majority of NEDs to facilitate increased monitoring, towards shareholder and stakeholder CG-related disclosures (Gyapong & Afrifa 2019). The extant literature found a positive impact of the presence of NEDs on social disclosure and FP (Ntim & Soobaroyen 2013). From the available empirical findings, one can establish that the proportion of NEDs should potentially have a positive moderating impact on the association between social disclosure and FP. Arguably, the presence of NEDs on boards provides positive growth, with potentially positive implications for FP and voluntary disclosure (Ntim & Soobaroyen 2013). Hence, we hypothesised that:


H2: Ceteris paribus, the presence of NEDs on boards will enhance the positive voluntary social performance disclosure and long-term profitability nexus.



Moderating role of managerial ownership on voluntary social performance disclosure and firm profitability nexus

Agency theory suggests that MO has the potential to align the divergent interests of managers with those of shareholders. Hence, extant literature empirical evidence shows that MO impacts on organisational outcomes. Johnson and Greening (1999), for instance, found a positive relationship between top management’s equity and CSP. The good management theory asserts that there exists a positive association between CSP and firm value (Graves & Waddock 1994); if so, then MO could promote a more active voluntary social disclosure among managers. Hence, the conclusion could hold that MO might enhance initiatives to engage more in voluntary social disclosure in support of FP. This is because managers have power to allocate resources among the wider stakeholder group; hence the provision of managerial incentives (e.g. stocks and bonds) could be an effective way to mitigate associated agency conflicts, and to help align the conflicting interest of agents to those of the owners (Fama & Jensen 1983; Jensen & Meckling 1976). More so, where managers own a significant part of the firm’s equity, decisions regarding promoting CSR could be better achieved (McConnell & Servaes 1990). However, it has arguably been noted that the different institutional contexts largely exhibited, due to wider differences in development (e.g. Garcia-Sanchez et al. 2016; Sampong et al. 2018), may affect voluntary disclosure differently in developing economies. Campbell (2007) argues that developed economies (like the United States and United Kingdom) may impose greater institutional pressure (Campbell 2007) on managers to undertake more socially related disclosures. However, in developing countries, like SA – where investor protection is relatively low as a result of a weaker external regulatory environment (LaPorta et al. 2000) – managers may not be subjected to mandatory forms of pressures. Unlike the United States and United Kingdom, ownership within SA companies is typically characterised by high block and institutional ownership, mainly in the form of complex cross-ownerships and tall pyramids. Nevertheless, SA CG codes encourage directors and managers to own shares in companies in order to improve interest alignment, including specifying performance-related elements of director pay (Barr, Gerson & Kanto 1995). For instance, evidence within extant literature supports a positive relationship between top management equity ownership and CSP (Johnson & Greening 1999). By implication, MO should enhance initiatives to engage more in voluntary social disclosures in support of long-term profits. This is because managers have power to allocate resources among wider stakeholder groups, and so, whenever managers own significant part of firms’ equities, decisions regarding promoting CSR and its related disclosure could be achieved much easier, which should lead to increased profitability. From the above, we hypothesised that:


H3: Ceteris paribus, the percentage of managerial shareholding will enhance the positive voluntary social performance disclosure and long-term profitability nexus.



Complementary role of non-executive directors and managerial ownership on voluntary social performance disclosure and firm profitability nexus

The complementary theory (Aguilera et al. 2008:483) and CAP (Dierickx & Cool 1989; Galbreath 2016) both highlight the collective nature of boards and management in CDM. Complementary theory presents a more integrative view of CG that considers how governance elements interact and potentially complement each other (Aguilera et al. 2008) to impact on CDM, including voluntary disclosure. Inherently, extant literature notes that because there may be great difficulty and uncertainty involved in observing executive behaviours, as well as in measuring performance outcomes in corporations, managerial incentives and boards’ monitoring role may necessarily function as complements, as the two must be present for effective governance (Aguilera et al. 2008; Galbreath 2016; Milgrom & Roberts 1992). In a similar vein, and as implied by the RDT (Pfeffer & Salancik 1978, 2003), CG structures are critical firm resources that are used to achieve organisational goals. Hence for effective CDM, the firm’s resources must be uniquely combined to achieve success (Misangyi & Acharya 2014). This supports the CAP. The CAP suggests, for instance, that there are ‘strong relations of complementarity and co-specialization among individual resources, so that it is not really the individual resources but rather the way resources are clustered and how they interact’ (Foss 1998:143), which is important for competitive advantage. Thus, CAP holds that the effective applicability of the firm’s resources means that there exists a bilateral dependence among the resources (Galbreath 2016). As such, it has been argued that anything that is a strength or weakness to the firm can be considered as a resource (Wernerfelt 1984). For instance, Aguilera et al. (2008) suggested that ‘performance incentives for executives are more effective when complemented with a high level of board independence and an effective market for corporate control’ (as cited in Misangyi & Acharya 2014). Evidence on the effect of board independence on voluntary CSR and firm value supports a positive effect. Similarly, the impact of MO has been found to be positive. Arguably, these mechanisms are firm resources that aid the SWM goal. As such, it is believed that all individual units are contributors towards the firm’s SWM and its overall survival. Hence, we argue that the complementary interaction of the firm’s available resources is particularly necessary towards the achievement of optimal organisational gains. For instance, Aguilera et al. (2008) suggested that ‘performance incentives for executives are more effective when complemented with a high level of board independence and an effective market for corporate control’ (as cited in Misangyi & Acharya 2014). From the aforementioned theoretical and empirical evidence, we could conclude that CG mechanisms, from the perspective of utilising them as complements, should have a high marginal impact on the different organisational activities, compared with their individual effects. Thus, the board management monitoring roles and performance incentives must be present for effective governance and CDM (Galbreath 2016; Milgrom & Roberts 1992). Therefore, from the above, we could argue that the firm’s monitoring functions and incentive alignment are necessary to mitigate the agency conflict. Hence, the following hypothesis is formulated:


H4: Ceteris paribus, the complementary effect of the proportion of NEDs on board and percentage of managerial shareholding will incrementally enhance the positive voluntary social performance disclosure and long-term profitability nexus.



Research data, design and methodology

Sample selection and data

This study utilised an unbalanced data set of 126 listed JSE firms during the 2010 to 2015 period. Data were obtained from the African Market database. We excluded firms with more than 2 years missing data and all financial institutions, which produced total firm-year observations of 747. Our data set indicates both cross-sectional and time series components. Hence, given the nature of the data and to allow for time series and cross-sectional data observations, this study employs a panel regression technique. This is consistent with extant literature. South Africa is chosen as our study context because of its many unique features that seek to promote good CG and social disclosure. For instance, CG in the SA context has arguably been noted as well developed, which compares well with most developed and middle-income economies. Again, although the SA CG regimes stress the need to comply with affirmative actions, it equally endorses a voluntary disclosure regime based on international reporting standardisation (Sampong et al. 2018).

Variables description and measures

Dependent variable

Tobin’s Q (TQ) is the dependent variable, which is a measure of long-term FP. This measure of FP has extensive coverage and usage in extant literature (e.g. Sampong et al. 2018; Waddock & Graves 1997). Tobin’s Q reflects the market’s expectations of future earnings, which is a measure of expected future prospects of the firm (Waddock & Graves 1997). This measure has a long-term implication for firms’ SWM objective. Other forms of FP, like return on assets (ROA) and return on equity (ROE), are short-term profits which aid the day-to-day running of the organisation, hence we control for their effects in this study.

Independent variable

Social performance disclosure is the main independent variable, which is an index constructed through the manual extraction of socially related disclosure information in annual and CSR reports of sample companies. The information collected was then analysed in line with the 45 indicators on social performance of the GRI G3.1 guidelines2, to ascertain the extent of voluntary SPD. The use of the GRI G3.1 guidelines was motivated by recommendations of the 2009 SA CG code of SA, which encourages all entities in SA to follow and report, based on the third-generation GRI guidelines to promote international standardisation in the sub-Saharan African region, King III (IoDSA, 2009). The GRI guidelines feature a modular, interrelated structure, and represent the global best practice for reporting on a range of social issues, and have generally been acknowledged as a leader in international standards (Mahoney et al. 2013) and regarded a primary tool for disclosure, due to their wide applicability. Prior research suggests that content analysis provides valid results for social disclosure research, allowing the researcher to appraise the extent of various items’ disclosure (e.g. Krippendorff 2004; Guthrie et al. 2004). A key issue in content analysis research is the unit of measure, which is an identifiable component of communication through which variables are measured. The application of content analysis includes word count, sentences or sections, or reading the whole text, the use of advanced software packages to extract information from reports and a dichotomous variable technique (e.g. Krippendorff 2004). We used the latter as it has extensive usage in disclosure research, and has proven to be reliable. Hence, this study follows prior disclosure research that used a disclosure index and the binary coding technique. The issue of reliability and approval of the quality of content analysis adopted also becomes very important. Therefore, to increase reliability and minimise bias (Potter & Levine-Donnerstein 1999), every effort was made by the authors to remain objective in the scoring and coding process. As such, all socially related disclosure information in annual and CSR reports were analysed and coded twice and, subsequently, scores compared by the authors to ensure that all relevant information was captured and interpreted correctly. A disclosure index SPDit was calculated by:
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In Equation 1, mit is maximum expected score for each category, j is the company, i is the items and Xit assumes a value of 1 if a firm disclosed an item, otherwise 0, so that, SPDit lies between 0 and 45. However, where a provision does not apply to an industry, we neither score nor penalise.

Moderating variables

The notion of BIND is largely promoted in SA CG codes, towards the effective monitoring of boards for both shareholder- and stakeholder-related disclosures. For instance, King III specifically sought to ensure SA BIND towards effective board monitoring by, for instance, advocating for a unitary board structure with majority NEDs3 (Gyapong & Afrifa 2019). Managerial ownership is an essential CG mechanism that can reduce agency problems by aligning the interests of shareholders and managers. Extant literature suggests that as the proportion of equity owned by managers increases, their interests will align increasingly more with those of shareholders, denying them the luxury to indulge in opportunistic behaviours (Fama & Jensen 1983; Jensen & Meckling 1976). Following extant literature, MO is measured as the percentage of managerial shareholding.4

Control variables

This study employs several control variables to mitigate potentially omitted variable bias. Thus, we include these variables in all our regression models to account for factors other than the theoretical constructs of interest that could explain variations in the variables of interests. We rely on extant literature (e.g. Arora & Dharwadkar 2011; Sampong et al. 2018; Tshipa et al. 2018; Waddock & Graves 1997) to select our control variables. These are firm size, firm age, capital expenditure, leadership structure, operating profit, presence of a CSR committee and leverage. The extant literature finds mixed evidence on the effect of these control variables on CSR and FP. We predict that the effects of the control variables on the dependent and independent variables will be consistent with the mixed findings within the existing literature. Finally, we control for variations across time and industry, by including year and industry dummies (see Table 1 for all variable description).
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Results

Descriptive statistics and correlation matrix

Table 2 presents a summary of descriptive statistics (i.e. mean and standard deviation) and the inter-construct Spearman correlation matrix for the study variables (excluding industry and year-dummies). It shows a mean of 1.974 for TQ, suggesting that, on average, most sample companies exhibited a positive long-term FP over the review period. Also, SPD has a mean of 0.690, suggesting that, on average, the extent of voluntary SPD among sample companies, on the basis of the GRI–G3.1 guidelines, was approximately 69%, which is reasonably high. Also, the mean for NEDs (BIND) is 0.272, suggesting that, on average, there are about 27% NEDs on the sample companies’ boards over the study period. Additionally, MO has a mean of 5.912, suggesting that, on average and across the sample firm-years, managers’ share-ownership was approximately 6%. Table 2 also presents the correlation among the variables. The Spearman correlation matrix was utilised as a measure of the strength and direction of association. Table 2 reveals the following associations: SPD is significantly negatively related to TQ. Non-executive directors is positively related to TQ and SPD, while MO is negatively related to TQ and SPD.
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Panel regression method

Our final data set produced unbalanced data as there were some missing years; hence, to take advantage of the variations in the variables of interest over time, an unbalanced regression panel is employed. However, before deciding on an appropriate estimation technique, and consistent with extant literature (e.g. Haniffa & Hudaib 2006), preliminary tests are performed. We assess multicollinearity using the correlation matrix (Table 1), which shows multicollinearity is non-existent. We also use the variance inflation factors (VIFs), which show a range of 1.02 to 0.98 (with tolerance levels ranging from 0.83 to 0.98). The range of VIFs falls outside the conventional threshold of 10 (Kennedy 1998). Lastly, we test for internal consistency of voluntary SPD index using the Cronbach’s alpha test. The outcome shows an overall coefficient alpha of 0.724, which is indicative of internal reliability (Potter & Levine-Donnerstein 1999). The unbalanced nature of our data set indicates that the use of an ordinary least square (OLS) regression method may not be appropriate, as it assigns equal weight to each observation and does not use information relating to unequal variability within the data. The generalised least square (GLS) regression, however, can produce more accurate estimators in the presence of outliers and unequal data variability, because it accounts for such information. It is equally able to capture firm-specific effects and also able to control for individual heterogeneity within the data set (e.g. Tshipa et al. 2018).

Econometric model estimation

The econometric model is employed to test the stated hypotheses:
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In Equation 2, b0 is the intercept, e is the error term and CONTROLS is the control variables. All variables are as defined in Table 1.

Hypotheses testing and findings

In Table 3 the model fit information shows that all the regression models are statistically significant which indicates a better model fit, and reflects the model’s adequacy. Wald’s chi-squared test is used to test the level of representation, which is also dependent on the significance levels, allowing for the acceptance or rejection of the models. Hence, all the models show significant adequacy. In Table 3, all models’ Wald’s chi-squared values are statistically significant (at 0.0001) for a 95% confidence level. This suggests that common method bias may not be a problem in our analysis (e.g. Podsakoff et al. 2003). In total, three models were estimated to test the stated hypotheses. However, consistent with prior studies (e.g. Galbreath 2016; Oh, Chang & Cheng 2018) we first test the control variables effects separately on TQ and SPD, in baseline Model 1. Our approach may slightly differ from previous studies, because this study examines the relationship between voluntary SPD and FP. The results are largely consistent with mixed findings within the extant literature: showing positive, negative and non-significant effects (see Table 3, Model 1 and Model 2).
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Voluntary social performance disclosure and firm profitability nexus

Table 3, Model 2 tests the direct relationship between voluntary SPD and TQ. We modelled SPD, including all the control variables, on TQ. H1 suggests a positive voluntary SPD and long-term FP nexus. The outcome, Table 3, Model 2, supports our prediction of a positive relationship (β = 0.059). Hence, our finding is consistent with the general positive theoretical notion in extant literature. Earlier researchers that found a positive relationship are De Klerk and De Villiers (2012), as well as Spicer (1978). Hence, our finding for H1 supports the ‘social impact hypothesis’.

Moderation test of board independence and managerial ownership

The test for moderation follows recommendation by Dawson (2014) that an important decision to make before starting the moderation process is whether to use the independent and moderator variables in their raw form or to standardise them. We employed the latter. H2 and H3 suggest that the individual moderating effects of NEDs (BIND) and MO will enhance the direct positive voluntary SPD and FP nexus. In Model 3, both the two-way interaction terms (i.e. SPD*NEDs and SPD*MO) are added to the analysis, because multicollinearity was non-existent (Schroeder 1990). Firstly, Table 3, Model 3 supports our prediction for H2. The moderating effect of NEDs (BIND) on the voluntary SPD and FP nexus is positive (β = 0.086) showing an increase of β = 0.027, compared with Model 2; however the effect was non-significant. Based on this we argue in favour of a partial moderation effect of NEDs (BIND). Secondly, the moderating effect of MO, Table 3, Model 3, is significantly positive (β = 0.346; p ≤ 0.01) on the association between voluntary SPD and FP. Hence, H3 is also supported. Finally, H4 examines the existence of a complementary role of NEDs and MO. Model 4 adds the three-way interaction term (i.e. SPD*NEDs*MO) to the analysis. The results in Table 3, Model 4 show that the combined effect of NEDs (BIND) and MO was significantly positive (β = 0.466; p ≤ 0.05), moderating the direct positive voluntary SPD and TQ nexus. Hence, H4 was also supported.

Additional analysis

This section attempts to deal with the problem of endogeneity, which has arguably been identified in the extant literature as the single most common issue in CG research. As such, ignorance of endogeneity issues may result in unreliable causality inferences (Roberts & Whited 2013; Tshipa et al. 2018). Arguably, variables are typically endogenous, instruments are scarce and causality relationships are complicated; nevertheless, it has equally been argued that most econometric methods utilised in extant literature are effective remedies to mitigate endogeneity issues (Li 2016). Therefore, we examine the robustness of our main findings in Table 3 compared to another modelling technique. Hence, we employ the seemingly unrelated regression (SURE) model, with a 1-year lagged independent variable. Thus, we introduced a 1-year lag between SPD and TQ, such that profitability in a given year (i.e. TQt) depends on the previous year’s voluntary SPD (i.e. SPDt−1) (Sampong et al. 2018). Seemingly unrelated regression produces efficient estimates in cases of non-identical prediction equations. This is achieved by weighting the estimates by the covariance of the residuals from the individual regressions (Greene 2008; Kennedy 1998).

In Table 4, and consistent with the procedure followed in the main findings, three models were estimated to test the stated hypotheses using the SURE (with a 1-year lag of SPD) to test the robustness of our earlier findings, utilising the econometric model below:
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In Equation 3, b0–5 are the intercepts, e is the error term, SPDIit−1 is the 1-year lag of a main independent variable and CONTROLS are the control variables. All variables are as defined in Table 1.

The baseline Table 4, Model 1 tests the effect of all control variables on TQ and SPD producing R2 values of 0.167 and 0.515. Table 4, Models 2–4 indicate a better model fit; particularly all chi-squared values are statistically significant at 0.0001. Table 4, Model 2 shows a positive (β = 0.078) direct voluntary SPD and FP association in the long term, with R2 and ΔR2 values of 0.170 and 0.003. Thus, again H1 is supported. Table 4, Model 3 reveals R2 and ΔR2 values of 0.187 and 0.018. Again, it shows that NEDs (BIND) positively (β = 0.108) moderates the direct positive voluntary SPD and FP nexus, when compared with the outcome in Table 4, Model 3 (β = 0.078). Again, the effect is non-significant. Table 4, Model 3 again shows a significantly positive (β = 0.393; p ≤ 0.01) moderating effect of MO on the direct positive voluntary SPD and FP nexus. Hence, H2 and H3 are all supported. Lastly, Table 4, Model 4 (with R2 and ΔR2 values of 0.194 and 0.006) shows that the interactive effect of NEDs and MO significantly positively (β = 0.398; p ≤ 0.05) moderates the direct voluntary SPD and FP nexus in the long term. The results in Table 3 and Table 4 show that the study’s findings are robust, with only changes in the coefficients in Table 4 due to the 1-year lag of the independent variable. Hence, the results are qualitatively robust.

Discussion

This study examines the complementary role of NEDs (BIND) and MO on the voluntary SPD and long-term FP nexus. Although there is growing research examining the bundle usage of CG mechanisms on organisational outcomes, most prior studies have focused on developed countries, with relatively limited research in less-developed economies. Therefore, this study attempts to bridge this gap in extant literature. Based on 126 manually extracted unbalanced data of listed companies on the JSE and utilising the 45 provisions of the GRI-G3.1 guidelines on social performance indicators, as a measure of voluntary SPD, this study finds support for all four stated hypotheses, based on the GLS and SURE (with 1-year lag of the main independent variable). Firstly, this study found a positive voluntary SPD and long-term profitability association for H1. Secondly, the proportion of NEDs positively moderates voluntary SPD and long-term profitability association for H2. Thirdly, the percentage of managerial share-ownership and significantly positively moderates voluntary SPD and long-term profitability association for H3. Lastly, we document a significantly positive moderating effect of the complementary effect of NEDs (BIND) and MO on the association between voluntary SPD and long-term profitability. The finding of H4 suggests that the multiplicative effects at the board management level are significant to mitigate agency problems in the long term. This particular outcome is consistent with previous studies that examined the complementary role of CG mechanisms on organisational outcomes, like CSR. For instance, Galbreath (2016) shows that a senior CSR manager appears to complement the board, positively moderating the impact of board resources on CSR. Similarly, Misangyi and Acharya (2014) found that high profits result when CEO incentive alignment and monitoring mechanisms work together as complements. Hence, this study provides support for ongoing debates within the extant literature promoting the complementary or substitutive effects of CG mechanisms, in an African context. Importantly, it provides new additional evidence which is very important to present a much more complete understanding and picture of the ongoing debate within the extant literature, in different institutional contexts.

Conclusion

Practically, the study’s findings should be of interest to the SA corporate market, and the sub-Saharan African region. For instance, although SA CG regimes promote BIND, it is suggested that their application should be done with caution, bearing in mind the associated costs and benefits, at different stages of the business life cycle. Thus, we predict that at any organisational stage (i.e. short, medium and long terms), performance should be a reflection of the available monitoring roles and incentive provisions. For instance, as advocated by the King III code, section 2:18:4 (IoDSA, 2009), boards should consider whether their levels of diversity make them effective; they should be tied to the proportion of board management monitoring roles and incentive levels at each stage. Theoretically, we contribute by exploring a multi-theoretical view within the CG and CSR literature, recognising that there may be limitations with respect to using a single theory to explore the unique role of CG mechanisms on voluntary social disclosure and profitability, given the multiplicity within corporate motivations. Although this study extends our understanding on bundle usage of CG mechanisms on voluntary SPD, future research avenues have been identified for further investigation. Firstly, this study examines the complementary role of CG mechanisms on voluntary SPD and long-term profitability. Future studies could re-examine the complementary or substitutive roles of CG mechanisms on different CSR measures, like environmental disclosures. In addition, this study in the sub-Saharan African context is only limited to SA. Future research could utilise a cross-country data set to add to our understanding in different institutional contexts. Lastly, future research could look at other board diversity measures, like the complementary or substitutive role of women and ethnic minorities. Overall, this study presents corporate regulators, boards and management, and policymakers with additional insight into pursuing an ‘appropriate mix’ using CG mechanisms at different stages of the organisation.
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Footnotes

1.In this article, we denote the general notion of firm profitability, firm financial performance and firm performance with the term FP.

2.Available at https://www.globalreporting.org/resourcelibrary/G3.1-Guidelines-Incl-Technical-Protocol.pdf

3.Non-executive directors are those highlighted as outside directors or NEDs in the companies’ annual reports.

4.Managerial share ownership are those indicated under shareholder types or analysis for directors and managers in the annual reports.
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TABLE 1: Variable description.
Variable Code Description

Dependent variable
Tobin's Q Q Total market value of the firm to total asset value
Independent variable

Social performance disclosure sPD A disclosure index manually constructed based on the 45 social performance indicators of the GRI G3.1 disclosure
guidelines

Moderating variables
Board independence BIND Proportion of non-executive directors on boards
Managerial ownership MO Percentage of manager or director shareholdings

Control variables

Firm size FSIZE Natural logarithm of year-end of total assets

Firm age FAGE Natural logarithm of the number of years from a firm’s founding year to 2010, start year for the study period
Capital expenditure CAPX Percentage of total capital expenditure to total assets

Leadership structure CEO-CHAIR A dummy variable equal to ‘1’ if the positions of CEO and chairman are separately held, otherwise 0

Big four audit firm B4AUD A dummy variable equal to ‘1’ if a firm is audited by a Big Four audit firm, otherwise ‘0’

Operating profit ROA Ratio of operating profit to total assets

Corporate social responsibility committee CSRCOM A dummy variable equals to ‘1’ if a firm has a corporate social responsibility committee, otherwise 0

Leverage LEV Ratio between the volume of a firm's short-term and long-term deb to its total assets

Industry dummies : Coded 1 to 7 for basic materials, consumer goods, consumer services, oil and gas, telecommunications, healthcare

and technology industries

Year-dummies Coded 1 to 6 for each of the 6 years from 2010 to 2015 inclusive
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TABLE 2: Descriptive statistics and correlation matrix.
Variable N Mean Standard TQ SPD BIND Mo FSIZE FAGE CAPX CEO-CHAIR B4AUD ROA CRSCOM LEV

deviation
TQ 747 1.974 2.673 1.000 = = = = = = = = = = =
SPD 747 0.690 0.188 -0.136* 1.000 - - - B - - - N - -
BIND 747 0.272 0.225 0.071  0.056 1.000 = = = = = = = = =
MO 745 5.912 13.533 -0.024 -0.106* 0.015 1.000 = - = - - - - -
FSIZE 747 22.082 2.518 -0.072  0.107* -0.091* -0.330* 1.000 = = = = = = =
FAGE 745 3.224 0.951 0.026 -0.007 -0.142* -0.110* 0.207* 1.000 - - - - - -
CAPX 747 52N 8.658 0.061 -0.019 -0.020 0.094* -0.027 0.122* 1.000 = = = = =
CEO-CHAIR 747 0.958 0.200 0.194* -0.080* 0.008 -0.019 0.082* 0.097* -0.058 1.000 - - - -
B4AUD 747 0.762 0.426 0.001 0.113* -0.058 -0.156* 0.352* 077 -0.052 0.079* 1.000 = = =
ROA 747 0.075 0.135 0.234* -0.173* -0.072 -0.005 0.122* 0.181* 0.004 0.076* 0.159* 1.000 - -
CRSCOM 747 0.952 0.214 -0.005 0.003 -0.076* 0.223* 0.173* 0.235* 0.107*  -0.050 0.239* 0.181* 1.000 =

LEV 747 0.522 2.098 -0.061 -0.071  -0.112* 0.040 0.179* -0.092* 0.003 0.018 0.109* -0.103* -0.066 1.000

Note: This table presents the descriptive statistics and correlation matrix for the study variables. * indicates significance at 5%. Variables are as defined in Table 1.

TQ, Tobin's Q; SPD, Social performance disclosure; BIND, Board independence; MO, Managerial ownership; FSIZE, Firm size; FAGE, Firm age; CAPX, Capital expenditure; CEO-CHAIR, Leadership
structure; B4AUD, Big four audit firm; ROA, Operating profit; CRSCOM, Corporate social responsibility committee; LEV, Leverage.
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TABLE 3: Generalised least square regression results exami | ownership on the voluntary social

performance disclosure and firm profitability nexus.

ng the moderating role of board independence and manage!

Variable Model 1 Model 2 Model 3 Model 4
TQ SPD Q Q Q

B 2-stats B 2-stats B 2-stats B z-stats B z-stats
Constant 7.296%+* 7.39 6.018%+* 5.42 6.934++* 6.49 6.769%+* 6.35 6.465%+* 6.07
Control variables
FSIZE -0.332%%¢ -8.48 0.002 137 -0.332%4% -8.52 0.337%%¢ -8.71 -0.335%H* -8.69
FAGE -0.035 0.34 0.000 0.08 -0.357 0.34 -0.064 -0.61 -0.096 -0.91
CAPX 0.0447%* 4.15 0.011%* 237 0.043#+* 4.06 0.040%+* 3.67 0.040%+* 3.86
CEO-CHAIR 1.539%* 3.34 0.038* 1.81 1.513%¢+ 3.28 1.630%** 3.57 1.577%* 3.47
ROA 1.432%* 1.97 0.081%+* 3.75 1.425%* 1.96 1.498+* 2.08 1.567+* 2.18
CRSCOM 0.229 -0.49 0.011 033 -0.284 -0.60 0.237 0.51 -0.165 -0.40
LEV -0.011 0.26 -0.002 -1.04 -0.010 0.22 -0.012 0.28 -0.016 037
Independent variable
SPD - - - - 0.059 0.85 0.076 0.093 0.132* 1.85
Moderating variables
SPD* NEDs - - - - - - 0.086 123 0.214%% 2.20
SPD*MO - - - - - - 0.346%+* 3.45 0.672%%* 4.45
SPD* NEDs *MO - - - - - - - - 0.466%* 2.87
Industry effectst - - - - - - - - - -
Years effects+ - - - - - - - - - -
Wald's chi-squared 149.22 #4* - 856.67 **4 - 150.08 - 164.700%#+* - 174.790% %+ -
A Wald’s chi-squared - - - - 0.86 - 14.62 - 10.09 -
Log likelihood -1721.65 - 573.941 - -1721.29 - -1705.656 - -1701.553 -
Observations 745 - 745 - 745 - 743 - 743 -
#, Included.

TQ, Tobin's Q; SPD, Social performance disclosure; NED, non-executive directors; MO, Managerial ownership; FSIZE, Firm size; FAGE, Firm age; CAPX, Capital expenditure; CEO-CHAIR, Leadership
structure; ROA, Operating profit; CRSCOM, Corporate social responsibility committee; LEV, Leverage.
Rk < 0.001; *** p<0.01; ** p<0.05; * p < 0.10 significance level, two-coefficient test. All variables are as defined in Table 1.
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TABLE 4: Seemingly unrelated regression results examining the moderating role of board independence and managerial ownership on voluntary social performance
losure and firm profitability nexus.

Variable Model 1 Model 2 Model 3 Model 4
Q SPD TQ Q TQ

B z-stats B 2-stats B z-stats B z-stats B 2-stats
Constant 7.206%+* 7.39 6.264% 4 5.42 7.168%+* 6.01 7.067++* 6.02 6.750%+* 5.75
Control variables
FSIZE -0.332%4x -8.48 0.030 132 -0.351+4¢ -8.07 -0.356%*+ -8.26 -0.353*1¢ -8.25
FAGE -0.035 -0.34 0.021 0.34 -0.031 0.26 -0.066 0.55 -0.093 -0.77
CAPX 0.044%4% 4.15 0.018*+* 2.86 0.040%+* 3.25 0,037+ 3.09 0.037%+* 3.07
CEO_CHAIR 1,534+ 3.34 0.128 0.49 1.619%** 3.19 1.690%+* 3.39 1.676%+* 337
ROA 1.432%% 1.97 0.921+* 3.40 1.524* 1.86 1.551% 1.93 1.647+ 2.05
CRSCOM -0.229 -0.49 0.106 0.25 -0.226 0.43 -0.147 0.28 0.125 024
LEV -0.011 -0.26 -0.028 -1.20 -0.005 011 -0.006 0.14 -0.010 -0.22
Independent variable
SPD - - - - 0.078 1.01 0.105 1.07 0.150* 1.88
Moderating
variables
SPD* NEDs - - - - - - 0.108 139 0.228** 2.00
SPD*MO - - - - - - 0.393#+% 3.56 0.662%+* 3.90
SPD* NEDs *MO - - - - - - - - 0.398** 2.12
Industry effects+ - - - - - - - - - -
Years-effectst - - - - - - - - - -
Wald's chi-squared ~ 149.22 **#+ 18 658.07 +i+k 18 127.15% 54+ - 143.25% 4+ - 148784+ -
RMSE 2.440 - 1.2877 - 2.4976 - 2.451 - 2.443 -
R 0.1669 - 0.5145 - 0.1699 - 0.1877 - 0.1935 -
AR? - - - - 0.0030 - 0.0178 - 0.0058 -
Observations 745 - 745 - 621 - 620 - 620 -
t, Included

TQ, Tobin's Q; SPD, Social performance disclosure; NED, non-executive directors; MO, Managerial ownership; FSIZE, Firm size; FAGE, Firm age; CAPX, Capital expenditure; CEO-CHAIR, Leadership
structure; ROA, Operating profit; CRSCOM, Corporate social responsibility committee; LEV, Leverage.

k¥ 5 <0.001; ¥**, p <0.01; **, p <0.05; *, p < 0.10 significance level, two-coefficient test. All variables are as defined in Table 1.





