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INDEPENDENT DIRECTORS’ BACKGROUND AND CSR DISCLOSUR E

ABSTRACT

This paper extends research on how the backgrouimtiependent directors may affect the
way their companies disclose information about Goafe Social Responsibility (CSR).
Using a sample of 83 Spanish listed firms over gbaod 2009-2014, the findings of the
random effect probit model suggest that, in additim board independence, having
independent directors with political backgroundd diverse education have a positive impact
on their firm’s probability of issuing a CSR repddlowing the standards of the Global

Reporting Initiative (GRI).
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1. Introduction

Corporate Social Responsibility (CSR) has becomeisane of public, academic and
management debate worldwide. Companies must tegomsibility for the impact of their

activities on society and become accountable toentban just their shareholders and
creditors (Hackston & Milne, 1996). CSR makes itessary for companies to find a balance

between financial and non-financial goals and suase a higher level of accountability by



issuing specific reports on their economic, envinental and social performance. Thus, the
scope of disclosure by firms has expanded to gati& needs not only of their shareholders
and creditors but also of other stakeholders, dioly customers, suppliers and the
government, as well as the general public (Kdical, 2015). However, reporting in itself
may not be enough as stakeholders must be made ay@ompanies’ CSR activities and
overcome their initial scepticism, so how this imf@tion is communicated may be vital (Du
et al, 2010). In order for CSR communication to be dffe; it must be tailored to the
specific needs of the different stakeholder grodmtherence to reporting standards such as
those of the Global Reporting Initiative (GRI) whielp increase the credibility of a CSR
report (Dawkins, 2004) and convince opinion leadediences such as legislators, the
business press, investors (both mainstream instiitinvestors and the socially responsible
investment or SRI community) and NGOs.

When referring to CSR determinants, the impacthaf board of directors on CSR
policies and practices has received special attenAmong the desirable features of a board
of directors is the inclusion of some independemmipers. This ensures more effective
control of the senior management (Hermalin & Wet$hd 998) and has a decisive influence
on the design of strategies for CSR actions (Joagjdto, 2011) or disclosure (Khaat al,
2013). Some previous papers have shown a relatphegtween the number of independent
directors and CSR disclosure. Nevertheless, agsfave are aware, no previous studies have
considered how relevant diversity among these tlirecmight be. Corporate governance
codes around the world, including the latest Spanade (CNMV, 2015), as well as recent
research on corporate governance (e.g. Ben-Agnat, 2013) tend to recommend increasing
board diversity, regarding knowledge and experieac®ng other characteristics, arguing
that such diversity both enhances information resesi and broadens the cognitive and

behavioural range of the board.



Thus, building on the above-mentioned research gap,study provides empirical
evidence on how some characteristics of independeattors related to diversity, more
specifically their political and educational baakgnd, help explain why companies report on
CSR following the GRI guidelines. Political backgnol has been directly related to CSR in
previous studies focusing on CEOs étial, 2015; Petrenket al, 2016), chairmen (Zhareg
al., 2016) or members of the board (Carrettal, 2012). Similarly, previous studies have
considered the education of CEOs (Lewisl, 2014) or directors (Rahman & Bukair, 2013;
Yasseret al, 2017). However, none of these works considerittigortance of these two
characteristics in the specific case of independeattors, and the relevance for CSR of such
directors justifies the research presented inghzer.

The empirical analysis was carried out on a sarapk3 listed Spanish firms over the
period 2009-2014. We employed the panel data methgyd and, more specifically, we
developed a random effect probit model using laggedes of the explanatory variables in
order to control for a possible endogeneity probletmich had not always been considered in
similar studies. The analyses included direct i@hat among the variables as well as
moderation effects.

The rest of the paper is structured as follows. Séend section poses the hypotheses
to be tested, based on a review of the literatme the existing empirical evidence. The
sample, the measurement of the variables and thikon@ogy are described in the third
section, followed by the results. Finally, the lasttion offers the conclusions, discusses their

implications and proposes future lines of research.
2. Theoretical background and hypotheses

Changet al (2017) conducted an extensive review of thedtt&e on board characteristics
and CSR actions and disclosure and they agreed\Wilts et al (2012) that agency theory

(Jensen & Meckling, 1976) and resource dependdaraary (Pfeffer & Salancik, 1978) are



the dominant theories applied. As we explain beltakeholder theory and legitimacy theory

are also useful in the context of this research.

Agency theory exposes the risk of managers’ selfisg behaviours and the need to monitor
their decisions. In particular, separating owngrshnd control may indicate a lack of
alignment between shareholders’ long-term interaststhose of managers. Since the cost of
CSR initiatives is hard to recoup in the short téBarke & Logsdon, 1996), opportunistic
managers are unlikely to favour them. For this@eakigher levels of outsider representation
or board independence, which can be assumed togting long-term success of the firm,
may be positively related to CSR (Harjoto & Jo, 20lohnson &Greening, 1999). Moreover,
agency theory focuses on asymmetries of informatamd disclosure in general and CSR
reporting in particular help reduce such asymmettetween managers and investors

(Reverte, 2012).

Stakeholder theory (Freeman, 1984) acknowledgeséasgonsibilities firms have not only
towards their shareholders, but also towards qihgres that may affect or be affected by the
achievement of the firm's objectives. Proper manag@ of relationships with all such
groups or individuals will be required for long+teisuccess, and corporate governance may
be the foundation upon which good CSR practicesmambuilt (Wang & Dewhirst, 1992;
Welford, 2007). Thus, good corporate governanceressthat boards are accountable to all
shareholders and respect the legitimate interdstgher stakeholders (Welford, 2007). In
particular, independent directors, given their isfygtakeholder orientation, may enhance the
quality of monitoring in critical decisions and pnmote CSR (Liet al, 2008; Sancheet al,

2011;Wang & Dewhirst, 1992).

Resource dependence theory (Pfeffer & Salancik8)LE¢tuses on a board’s role in ensuring
the flow of critical resources to the firm, unliegency theory which focuses on the board’s

monitoring role. Stakeholder theory finds stronghmections with resource dependence



theory when studying the relation between boarcerdity and CSR. In general, diverse
backgrounds of directors are considered a “usefgburce for stakeholder management as
they provide a better understanding of multiplekatmlders’ interests and demands and,

consequently, help the firm to engage better in QSifanget al., 2017).

Finally, based on legitimacy theory, if directord@pendence and diversity favour CSR
disclosure, they may also contribute to the firmigvival. Suchman (1995: 574) defines
legitimacy as ‘a generalized perception or asswnpthat the actions of an entity are
desirable, proper, or appropriate within some dlyc@onstructed system of norms, values,
beliefs, and definitions’. Firms have no inhereght to exist so they need the society they are
inseparable from to confer legitimacy to them. 8beitivities are usually expected from a
good corporate citizen and may help legitimate cwmfe actions (Reverte, 2009).
Specifically, disclosure of CSR information is ayta meet stakeholders’ demands and helps
create and maintain their support and approval n€ale & Mazzuca, 2014; Martinez-

Ferreroet al, 2016; Odriozola & Baraiba-Diez, 2017), resultinghe hoped-for legitimacy.

After this general theoretical framework, the fallog two subsections include detailed
arguments relating certain directors’ charactassivith CSR reporting. First, attention is
drawn to board independence, given its relevancetie issue addressed here. We then
provide an insight into diversity specifically angpmdependent directors. Andersen al.
(2011) classified board heterogeneity as sociad.,(egender, age, and ethnicity) and
occupational (e.g., education, experience, andepsidn). Choet al (2017) stated that,
according to the extant literature, it is the forrtteat influences corporate social performance
the most, but they claim that the latter is alspontant and they study the potential impact of
professor-directors and their academic backgroihd. focus is also upon two aspects of
occupational diversity: a political background, ahhiis especially important in contexts like

Spain, where around half of listed firms have asteone ex-politician on the board (Guerra-



Pérezet al, 2015), and educational background, with spec¢iahtion on the kind rather than
the level of education received by directors. Ttedboth these characteristics have generally

been overlooked despite their potential impactdBR disclosure.
2.1. Board independence as a determinant of CSR disclosure

The presence of independent directors on the bisacdnsidered to be a major corporate
governance mechanism (Khagt al, 2013) as they can improve supervision of the
management team (de Andres & Vallelado, 2008),fastdr board effectiveness (Rabal,
2012; Saicet al, 2009). Not only do independent directors helprgatee that the company
acts in the best interests of its shareholdersthayt may also help reduce conflicts of interest
amongst stakeholders (de Andres & Vallelado, 2008).

Coming from outside the firm, independent directplay a special role in ensuring
observance of the law and in defending minorityrshalders’ interests (Fama & Jensen,
1983) and they have closer relations with stakedrslcknow their expectations better and are
more likely to meet their demands (lbrahim & Andei 1995). Boards with more
independent directors will motivate companies tgagre in CSR activities in accordance with
societal values (Haniffa & Cooke, 2005; Khan, 2010)ey also know the environment better
and are usually more efficient in controlling extarcontingencies (Fernandez-Gagjoal,
2016). Moreover, the image and reputation of indepat directors may be linked to the
ethical and responsible behaviour of their firmscérding to Zahra & Stanton (1988), this is
the reason why independent directors are espedidllyested in showing compliance with
regulations and are more concerned about the Boadiesponsible behaviour of their
companies. As a result, boards with more indepeandiezctors are more likely to ensure that
their companies behave in a more socially and enmentally responsible manner (Reio

al., 2012).



The presence of external directors may be alsarmdatant for information disclosure
(Chen & Jaggi, 2000; Cheng & Courtenay, 2006; Piani@nzoet al, 2009a). Amraret al.
(2014) stated that greater board independence eageslian organisation to assume a higher
degree of accountability and transparency. Thidudes the disclosure of higher-quality
information, which aids stakeholders to make betttarmed decisions. Recent studies have
shown that the disclosure of CSR information maynfiaenced by boards of directors (Hertz
et al, 2012; Michelon & Parbonetti, 2010), so their casigion in terms of the number of
independent directors may be decisive. With soneegions (Amraret al, 2014; Garcia-
Sanchezt al, 2014; Sundarest al, 2016) and nuances found in this relationshipr¢@a
Sanchez & Martinez Ferrero, 2017), previous emgliritudies support a positive influence
(Barako & Brown, 2008; Khan, 2010; Khat al, 2013; Kilic et al, 2015; Lone & Khan,

2016; Racet al, 2012). Therefore, we propose the following hypsik:
H1: The presence of independent directors favol8R @eporting.
2.2. Therelevance of the characteristics of independent directors

Having proposed that the presence of independeattdrs may influence CSR disclosure,
we now go a step further by analysing the impoant some of their characteristics:
political and educational background. Based on puevious literature and existing
arguments, we focus on the relevance of these desistics for CSR in general and CSR
disclosure in particular. As our analysis is foais@ independent directors, we consider that
their characteristics may have a dual impact. Thuss,first pose a direct effect on CSR
disclosure. We then also admit the possibility thatimpact of board independence on CSR
disclosure might be stronger or weaker, i.e. mightmoderated, depending on the specific

characteristics of the independent directors.

Political background



A firm can be considered politically connected whiwose in charge of the important
decisions, that is, CEOs, managers or directorg] Ipolitical ties or have a political
background (Bai, 2013; Hollerer 2013; Jia & Zha2@13; Liet al, 2015; Marquis & Quian,
2014). Previous economic literature has noted hawnlg political connections can impact
firms’ future. Governments can influence businesbedaviour and their context in many
different ways. Political connections can be coesed strategic assets (Hillman, 2005;
Siegel, 2007) and, as such, good use of them edah lyetter performance and value (Agrawal
& Knoeber, 2001; Fisman, 2001; Johnson & MittonQ20 Lighter taxation, preferable
treatment in competition for government contrafzgpurable regulatory conditions, access to
information and resources such as bank loans ogatetd uncertainty are some of the
benefits a firm with political connections may gnjeAgrawal & Knoeber, 2001; Faccio,
2006; Hillman, 2005; Wang & Qian, 2011).

The reciprocity principle in social relationshipgygests that businesses may be able to
benefit from their political connections but it pably implies that governments will expect
something in return (Aronsoet al, 2005). This payback for current and future goxent
support may take the form of business activitieth &iclear social purpose, such as corporate
philanthropy (Liet al, 2015). Representatives who are politically cotertevill be the most
likely to understand this reciprocal relation anduce their companies to act in accordance.
Apart from reciprocity, governments may interverme make firms assume more social
responsibilities, and such intervention will be s@evere when firm representatives are
politically connected (Faat al, 2007).

Moreover, social performance helps reduce the ipalitcost that might arise from
tarnished reputation and diminished legitimacy (Baet al, 1997; Porter & Kramer, 2006).
Firms with political ties are subject to greaterusiny and will be expected to take on greater

social responsibility (Dickson, 2003). So, in order prevent the risks associated with



irresponsibility, they will have stronger incentsvéo invest in corporate social practices (Jia
& Zhang, 2013). In contrast with this reasoningg thresence of political representatives
might help manage community and social expectatants mitigate legal liability, in which
case social performance would not need to be presn@ai, 2013).

In the specific context of CSR reporting, MarquisQian (2014) propose that firms
with political connections are more likely to resgoto government pressure for CSR
reporting. Corporate representatives will lead rtltempanies to show their commitment to
government initiatives.

We assume that independent directors holding digailioffice while on the board or
who had previously held a political office have pwitical connections mentioned above and
are especially aware of the reputational risks thatial irresponsibility may bring. By
considering this characteristic of directors weetakto account their contribution to the
collective experience (Beat al, 2010) and the increase in demographic diversiityh w
heterogeneous occupational background, which mayawve board decisions relating to
social issues (Zhang, 2012). In line with all tmguanents above, we propose the following
hypotheses:

H2a: The presence of independent directors withtipal backgrounds favours CSR

reporting.
H2b: The presence of independent directors withitipal backgrounds moderates
positively the relation between board independearwk CSR reporting.

Educational background

A diverse educational background among independieattors is the second characteristic
we consider in this paper as an important detetmiobCSR disclosure or of the impact of
board independence on CSR disclosure. Althoughptitigosal is fairly novel, there are some

well-founded reasons to sustain it.



In general, educational background can be congid@neimportant factor in disclosure
practice (Haniffa & Cooke, 2002). Specifically, thevel of education may influence CSR
disclosure (Faroolet al, 2011) but it may be not only the level but alee hature of that
education that matters. According to Ben Barka &doar (2015), directors’ profile is a
significant factor when evaluating the adoptionG8R practices. Among the elements that
determine this profile, the education received play important role for two main reasons.

Firstly, the process of education confers knowledgd experiences on individuals,
shaping how they think and what they stand for wihreking decisions. Godos-Diet al.
(2015) showed how business education, in comparisttnother degrees, may affect the way
stakeholders’ interests are considered and modgnents are made. Everything related to
social performance is directly connected with shakeer orientation, and CSR disclosure is
no exception. Manner (2010) and Huang (2013) fanatia CEO’s educational specialisation
has an impact on the firm’'s CSR performance. Mpecsically, MBAs and legal education,
the most common educational backgrounds for CEORrge firms (Felicelli, 2008), are
particularly relevant for decisions about voluntadysclosure (Lewiset al, 2014).
Nevertheless, how educational background affeéisnés voluntary disclosure practices has
rarely been addressed (Lewisal, 2014).

Secondly, depending on the kind of education rexkidifferent specialised skills are
developed, which will probably determine professicexperience. Some works have stressed
the specificity of lawyers (de Villierst al, 2011; Kassinis & Vafeas, 2002), which makes
them more aware of the risks and consequencesr@irc@ractices such as noncompliance
with environmental requirements. Ben Barka & Damd¢2015) categorised directors as
financial directors, engineers and scientists, Ewy economists, or in other literary and
philosophical occupations in an attempt to find batv directors’ profile contributes to the

adoption of CSR. Changt al (2017) distinguished between degrees in busiesb
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economics, social science, natural science andheaghng and applied science, with their
relation to CSR being more complex and diverse wiéipg on the cultural contex&iven the
complex and diverse composition of CSR, diversitfuactional background can be expected
to draw greater attention to the firm’s social periance in general (Hafsi & Turgut, 2013)
and to CSR disclosure in particular.

Considering the above ideas, these are the hymsipeseposed:

H3a: The presence of independent directors witherd® educational backgrounds

favours CSR reporting.
H3b: The presence of independent directors witherd® educational backgrounds

moderates positively the relation between boar@pahdence and CSR reporting.
3. Method
3.1. Sample and Data

Our database is composed of Spanish firms listethenMadrid Stock Exchange General
Index (IGBM), taking 31 December as the date fomposition of the Index for the years

2009-2014. Spain has been considered an approphatee for researching issues related to
CSR reporting due to its advanced position in flekl (Odriozola & Baraibar-Diez, 2017;

Sierra & Garcia-Benau, 2013). Financial and insteatompanies were excluded from the
initial database because of their particular chargtics, such as their specificity from an
accounting point of view, or because of the regoabr structure of these markets (26 firms,
114 observations). We also excluded subsidiarydfifen company that is more than 90%-
owned by another listed firm in the sample) (1 fiBnobservations). As a result, and taking
into account that some companies entered and othétesd the Stock Market during the

period considered, the final database was an untadapanel composed of 111 non-financial
and non-insurance firms and 661 observations. lyinak lagged the explanatory and control

variables to control for endogeneity and made tireesponding eliminations in order to have
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at least four consecutive years of data for evenmpany, as is advisable for panel data
structure, and to keep the same size in all theaetsodll this reduced the final sample for the
probit analyses to 83 firms and 477 observations.

The information on CSR disclosure comes from thd (&Robal Reporting Initiative)
database. Corporate governance data were obtaiomedtfie Corporate Governance Reports
that firms provide to the CNMVQomision Nacional del Mercado de Valoyewhich is the
agency in charge of supervising and inspecting SpaStock Markets. The biographical
information of the independent directors was takem the reference publication “Who is
Who” and from an exhaustive search of the Interfiee companies’ financial information
and data on their sectors of activity were obtaifnech the Financial Reports provided by the

CNMV and from the database of the SABbgiedad de Analisis de Balances Ibérjcos
3.2. Measures

Dependent variable. Our dependent variable is ditator of CSR disclosure (GRI). More
specifically, it is defined as a dummy variabletttekes value 1 if the company issues a
report for the corresponding year following the &bReporting Initiative guidelines and 0
otherwise. The GRI is an organisation made up otishnds of experts from all over the
world that draws up a set of guidelines for impnavithe production and clarity of
transparent, reliable and comparable sustainabi@ipprts. Its prime objective is to disclose
social, environmental and economic information #rtklps measure real efforts to achieve
sustainability (Alonso-Almeida&t al, 2014). The GRI has emerged as a dominant player
the field of international sustainability standa(@$zion & Ferraro, 2010; Waddock, 2008),
with 74% of the world’s 250 largest corporationideing its guidelines (KPMG 2015, p.
42). Consequently, the GRI has received substaafi@htion in academic publications (e.g.,

Brown et al, 2009; Levyet al, 2010; Nikolaeva & Bicho, 2011; Vignea al, 2015) and
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has been used in empirical analyses on samplasted Icompanies like ours (e.g. Gallego,
2006; Mio, 2010; Prado-Lorenz al. 2009a, b; Romolini, 2014).

Explanatory variablés The main explanatory variable is related to bomdependence,
measured as the percentage of independent dirgthdid&EP) (Garcia-Sancheat al, 2014,
Khan et al, 2013; Kilic et al, 2015). Other explanatory variables take into aoto
independent directors’ background. POLITICS indicdhe percentage of independent
directors who ever held a political position eithgrelection or appointment. Additionally, a
continuous variable (EDUCATION) was created to nneasn percentage terms the diversity
of degrees among independent directors, that wgast checked which university degree each
of the independent directors had and the total murobdifferent degrees was divided by the
number of independent directors on the board. Istnye noted that closely-related degrees
such as Business Administration, Finance or Ecoogmvere considered in the same category
because they probably lead to directors adoptingery similar approach when making
decisions.

Control variables. Four variables at firm level aode more at board level were
included in the analysis.

Firstly, final behaviour regarding CSR issues ahd txtent to which these are
communicated to stakeholders may depend on thdablairesources and profitability
(Hackston & Milne, 1996; Roberts, 1992). Specifigabome previous studies have revealed
how a firm’s profitability improves sustainabilitgporting (Belkaoui & Karpik, 1989; Gray
et al, 2001; Joshi & Gao, 2009; Legendre & Coderre,3201 & McConomy, 1999). We
took ROA for our analyses as an indicator of conygaerformancé

Secondly, larger companies are under greater pee$sam stakeholders (Hackston &
Milne, 1996) and publishing sustainability repdntdp them legitimize their actions (Adams

et al, 1998). The positive impact of company size oa tuantity and quality of CSR

13



information disclosed has been empirically provBa (Silva Monteiro & Aibar-Guzman,
2010; Garcia-Sanchez, 2008; Legendre & Coderre3;2Patten, 2002; Prado-Lorenebal,
2009a, b; Sotorrio & Fernandez Sanchez, 2010hisnwvtork, firm size (SIZE) was measured
as total assets in thousands of Euros and it wesdinced in the analysis as a logarithm

Thirdly, voluntary disclosure may reduce agencyxdsr companies with a high level
of debt (Jensen & Meckling, 1976) but creditors reagrt less pressure on CSR activities and
CSR disclosure when the level of debt is low beealhese are only indirectly linked to
financial success (Brammer & Pavelin, 2008). Thus, added leverage level (LEV) as a
control variable and it was measured as the quadbetnveen debt and total assets.

Fourthly, operating in industries that are highias have a potential negative impact on
the environment may increase the information dssdbabout it as a way of managing the
organisation’s reputation risk (Bebbingtehal, 2008; Legendre & Coderre, 2013; Michelon,
2011; Reverte, 2009), so we included the sectactfity as a control variable. Using the
primary and secondary SIC code, SECTOR was creat@ddummy variable taking value 1 if
the sector could be considered as environmentalhsisve and 0 otherwise (Kuet al,
2012¥.

Finally, we considered a numerical variable thgtresented the total number of
directors on the board (BOARD_SIZE) and whose ¢féecGRI is hard to predict according
to previous evidence. On the one hand, boards avidrge number of directors may suffer
from agency problems, slow decision-making or latknanimity (Racet al, 2012) and may
be less interested in disclosing information (EsaG&azali, 2012; Prado-Lorenzst al,
2009a, b). On the other hand, more board membentdwead to greater exchange of ideas
and experiences and to better advice (Dattioal, 1999). Larger boards are also more likely
to include experts on specific issues such as emviental performance and there is a greater

likelihood that board members will have been exdasethe effects on stakeholders of an
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environmental agenda. Directors with such expoatedikely to advise the rest of the board

regarding the related challenges and opportunigies/illierset al, 2011).
3.3. Methodology

It was necessary to choose a distribution functicst tould adequately represent the
relationship between the explanatory variables #ed probability of a GRI report being
issued. Both the prob#nd logitestimation models could be suitable when the deg@nd
variable is a dichotomous one. We show here thé&/sisacorresponding to a random effect
probit model although, consistently with our expectatiomdien the estimations were

repeated with a random effect logit model, the ltesuere similat.

The model proposed is as follows:

2014

GRI=a+/ X+ D D+4

t=2009

wherei denotes firm,t denotes the period of time,;X are the explanatory and control

2014
variables of firmi in the yean-1, ZQ is a set of dummy time variables covering any non-
t=2009

variant time effect of the firm not included in thegression. Finallyy is the error term;; =

yi+ & bearing in mind thap; covers the individual unobservable effect that wsuane is
constant for company during t, that is, it captures the unobservable heterogem@nong

companies.

It was also necessary to carry out several regnessialyses to test the hypotheses proposed.
Thus, Model 1 analyses the influence of the maiplanatory variable (INDEP) on the
dependent one (GRI). Model 2 studies the impadN&EP and the independent directors’
characteristics (POLITICS, EDUCATION) on GRI. Filyal Model 3 includes all the

explanatory variables and the corresponding protirots to check the moderating effects.
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All the control variables and a set of dummy tinaiables covering any non-variant time

effect were included in the three models.
4. Results

Table 1 shows the descriptive statistics for theganies in the analysis while Table 2 lists
the correlation matrix. The variance inflation fast (VIF) remained under 5 (Haat al,
2010) for most of the variables in the three mad€@sly POLITICS and the interaction
variable INDEP X POLITICS in Model 3 did not meéid requirement but they were under
10 (Kennedy, 1992; Kleinbauet al, 1998) so we assumed the absence of multicolilyear

[Table 1] [Table 2]

Table 3 summarises the results of the regressialysas carried out. The results of
Model 1 show that companies with a higher percentaigindependent directors (INDEP)
tend to use the GRI guidelines more when it coneeslisclose information about CSR
practices [(=0.047;p < 0.05). This result supporting Hypothesis 1 islime with other
previous and recent studies that suggest that riheteg the board independence, the more
likely it is that companies will emphasise socidtalerests and organisational legitimacy
(Haniffa & Cooke, 2005) and disclose more CSR & (Kilic et al, 2015). Similar results
were found, for example, by Garcia-Sanck¢zal (2014), concluding that in the Spanish
context companies with more independent directerdd tto disclose more standardised
information about CSR practices following the GRidglines.

Having confirmed the relevance of independent tmsg their experience in politics
and educational background were introduced in ttedyais as explanatory variables (Model
2)°. Our results also supported Hypothesis 2a, sarithe affirmed that a higher number of
independent directors that were politicians inghst (POLITICS) favours the probability that
the firm will issue a CSR report following the GRuidelines §=0.028;p < 0.05). Jia &

Zhang (2013) and Let al. (2015), using firms listed on the Shenzhen or §hanStock
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Exchange, reported that political ties or politigaionnected companies are more likely to
perform CSR activities and engage in philanthragatvities. Marquis & Quian (2014) also
supported these ideas as they found that firms evHOEOs were members of national
political councils in China were also more liketyissue CSR reports.

Unlike the previous variable on independent dirextbackground, our results did not
support the idea that a more diverse education grnmatependent directors (EDUCATION)
would be associated with more standardised CSRodis@ following GRI guidelines (Model
2, Table 3). Therefore, Hypothesis 3a was rejected.

In order to contrast the existence of moderatirigots, we introduced in the regression
analysis two terms of interaction formed by thedud of the percentage of independent
directors and each of the two characteristics efdimectors we wished to study (Model 3).
Only the interaction coefficient corresponding tdueational background was significant
(p=6.40-04; p < 0.10), so Hypothesis 2b was rejeutbile 3b was supported. The fact that
EDUCATION was not significant in Model 2 indicatdeat there is a pure moderation effect.
The positive sign of the interaction coefficienfleets the increasing effect exerted by
education diversity on the initial positive relatidbetween independent directors and our
proxy for CSR reporting. Independent directors wilverse educational backgrounds
contribute to the company with their different &ilpoints of view and sensitivity towards
social issues and this may be the reason for trderating effect found in the analysis.

[Table 3]

As to control variables, the results show a positand significant influence of firm
profitability (ROA) on the adoption of GRI guideés. Although this differs from the results
of Prado-Lorenzet al. (2009a), who did not find a significant effecttire Spanish context, it
is in line with Legendre & Coderre (2013) for a mmational sample. Moreover, as in the

latter or in Prado-Lorenzet al (2009b) for Spanish firms, we also found thamfisize
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(SIZE) positively influences CSR reporting in aatamce to the GRI guidelines. Larger
companies not only are potentially more likely engrate social and environmental but they
also have more resources for drawing up this kindformation.

In addition, and contrary to Garcia-Sancletzal. (2014), our analyses revealed that
firms with larger board size (BOARD_SIZE) are mbkely to issue a GRI report. This result
is similar to those found by Siregar & Bachtiar 18] Esa & Ghazali (2012) and Rahman &
Bukair (2013), suggesting that larger boards withective knowledge and experience will
lead to greater CSR disclosure.

Finally, regarding annual effects, dummies for ge2009, 2010, 2011 and 2012 are
positive and significant in all the models. Thisans thatceteris paribusin those cases the
specific year influenced the dependent variable different and positive way in comparison

with the situation existing in the reference ye@i £
5. Conclusions

Based on the previous empirical studies that sugbes a positive and significant role is
played by independent directors in relation to G®Porting, our study tries to go a step
further by analysing certain of their charactecstiThe results obtained from a sample of 83
Spanish listed companies during the period 200t2@hfirmed the positive effect of board
independence on the probability that a CSR repmiowing the GRI guidelines would be
issued, but they also indicate that if independairgctors have a political background, their
firm would be more likely to follow such reportirggandards. Although no significant direct
effect on CSR disclosure was found when looking the diversity of independent directors’
educational backgrounds, such diversity does rasefthe relevance of board independence.
Some important implications can be drawn from gtigdy. In the first place, in line
with previous empirical studies, our results insistthe need for scholars and professionals to

consider the presence of independent directors @agemtial determinant of CSR reporting.
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Companies should be aware of the relevance of bimalehendence not only in order to
comply with shareholders’ expectations regardimgiricial performance but also to properly
face up to their social responsibility and the regaent for transparency.

Secondly, with regard to independent directors, results reveal the importance of a
political background and of diverse educationalkigaounds. Directors who are politically
connected know best how social activities and mfiron transparency can lead to benefits
of different kinds for firms that enjoy an advargags relation with the government. In
addition, firms with political ties are more liketp take on greater social responsibility and
disclose their practices because they are sulgeadditional pressure. Furthermore, as stated
above, having independent directors is benefi@alGSR reporting, but if they come from
diverse educational backgrounds, they will be Ibgitepared for the complexities of CSR,
which will expand their impact.

We believe that the main implication of these rissigd the need for more complex
research models which do not only analyse boardpeddence as a separate and isolated
factor influencing CSR but also consider certailevant characteristics of the independent
directors and propose interaction effects.

Some limitations may also be mentioned. Firsthheadnce of firms to the standards of
the Global Reporting Initiative is considered aormus measure of socially responsible
reporting, but more elaborate ones could be usedidBs, better adherence to the reporting
standards (GRI) does not imply that CSR disclosuitenecessarily be better as firms can
disclose CSR information by other means, for examipl their annual report or in a CSR
report that does not follow the GRI guidelines. AAl®ur sample is focused only on the
Spanish context, so considering firms from otheuntoes or institutional contexts would

help generalise the scope of this research.
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Further research could address several points amattiin this work. It would be
interesting to analyse other characteristics intemhdto political and educational background
that might explain the positive effect of indepemtddirectors on CSR disclosure such as
remuneration, nationality, age, social ties, etatliermore, focusing on education, it might
be interesting to study if the level of educatitmaf is, independent directors with, or without,

a Master’s degree or PhD) also has any effect drR diSclosure.

Notes

1 Considering an endogeneity problem, explanatndyantrol variables were lagged by one
year.

2 We repeated the estimations considering ROE @sygor profitability and the results did
not vary significantly.

3 Using in the analysis the logarithm of total salestead of total assets the results remained
the same.

4 The sectors considered as environmentally seasitere mining, oil, gas, chemicals, paper,
iron and steel and other metals, electricity, gagidution and water.

5 There is no statistic validity for a probit fixeffects model (Greene, 1999). When dummy
variables are used, the fixed effect model doesdwesttify why the linear regression changes
over time and in different firms, with a reductionthe degrees of freedom.

6 The results for Model 2 without INDEP variablen@ned the same.
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GRI is a dummy variable that takes value 1 if the company issues a report for the corresponding year following the
Global Reporting Initiative guidelines and 0 otherwise. INDEP denotes the percentage of independent directors.
POLITICS is the percentage of independent directors who ever held a political position either by election or
appointment. EDUCATION measures in percentage terms the diversity of degrees among independent directors.
ROA is the quotient between operating profit and total assets. SIZE denotes total assets in thousands of Euros. LEV
is the quotient between debt and total assets. SECTOR is a dummy variable taking value 1 if the sector could be
considered as environmentally sensitive and 0 otherwise. BOARD_SIZE represents the total number of directors on
the board.

Variables Mean Min. Max. St. Dev.
INDEP 35.931 5.555 88.888 15.502
POLITICS 13.673 0 100 19.112
EDUCATION 59.666 0 100 26.051
ROA 0.038 -0.305 0.497 0.089
SIZE 8,785,800 18,5622  1.30e+08  2.02e+07
LEV 0.649 -6.268 1.437 0.372
BOARD_SIZE 11.115 4 21 3.179
% (number of observations with value = 1)

GRI 34.60

(165)
SECTOR 26.00

(124)

Table 1. Descriptive statistics
n=477

GRI is a dummy variable that takes value 1 if the company issues a report for the corresponding year following the Global
Reporting Initiative guidelines and 0 otherwise. INDEP denotes the percentage of independent directors. POLITICS is the
percentage of independent directors who ever held a political position either by election or appointment. EDUCATION measures
in percentage terms the diversity of degrees among independent directors. ROA is the quotient between operating profit and
total assets. SIZE denotes total assets in thousands of Euros. LEV is the quotient between debt and total assets. SECTOR is a
dummy variable taking value 1 if the sector could be considered as environmentally sensitive and 0 otherwise. BOARD_SIZE
represents the total number of directors on the board.

1 2 3 4 5 6 7 8 9
1.GRI 1
2. INDEP 0.154* 1
3. POLITICS 0150  0.136* 1
4. EDUCATION -0.142% 0035 0.073 1
5.ROA 0.172% 0.115* 0.000  -0.150* 1
6. SIZE 0.638* 0.114*  0.106*  -0.263*  0.143" 1
7.LEV 0.102* 0056 0017 0000  -0.304*  0.257* 1
8. SECTOR 0.072 0.233*  0.077 0.040 0063 0110 g7t 1
9. BOARD_SIZE 0510*  -0.120% 0057  -0.245" 0020  0654*  01433* 0050 1

Table 2. Correlation matrix
n=477:1p<0.10; *p < 0.05; *p < 0.01
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GRI'is a dummy variable that takes value 1 if the company issues a report for the corresponding year
following the Global Reporting Initiative guidelines and 0 otherwise. INDEP denotes the percentage of
independent directors. POLITICS is the percentage of independent directors who ever held a political
position either by election or appointment. EDUCATION measures in percentage terms the diversity of
degrees among independent directors. ROA is the quotient between operating profit and total assets.
SIZE denotes total assets in thousands of Euros. LEV is the quotient between debt and total assets.
SECTOR is a dummy variable taking value 1 if the sector could be considered as environmentally
sensitive and 0 otherwise. BOARD_SIZE represents the total number of directors on the board.

VARIABLES MODEL 1 MODEL 2 MODEL 3
0.047* 0.044* 0.042
INDEP (2.58) (2.36) (1.58)
0.028* 0.056
POLITICS 211) (1.48)
-0.007 -0.028t
EDUCATION (0.82) 191)
-8.21-04
INDEP x POLITICS (077)
6.40-04t
INDEP x EDUCATION
x EDU 0 (1.78)
8.282** 9.231** 9.251*
ROA
0 (2.70) (2.87) (2.71)
1.064* 1131 1.232*
IZE
S (4.13) (4.14) (4.22)
2.345 2.467 2.709
LEV
(1.30) (1.27) (1.31)
0.026 0.033 0.034
ECTOR
SECTO (0.22) (0.26) (0.25)
0.254* 0.264* 0.319*
BOARD_SIZE 2.12) (2.09) (2.28)
Annual effect considered Yes Yes Yes
Log-likelihood -116.995 -113.996 -112.134
Wald chi2 40.90* 40.76** 40.66**
Sigma_u 2.561 2.788 3.120
Rho 0.868 0.886 0.907
LR testrho =0 107.18** 107.48* 105.40*
Z1 35.32* 35.90** 37.50*
b2) 22.60** 22.68** 21.96*
No. observations 477 477 477
No. of firms 83 83 83

Table 3. Probit analyses results

T p<0.10; *p < 0.05; *p < 0.01

Dependent variable takes value 1 if a company issues a report following GRI guidelines.
(t-statistic)

Z1 is a Wald test for the reported coefficients of the explanatory variables, asymptotically distributed as/Y 2
under the null of no relationship for all the explanatory variables. Z2 is a Wald test of the joint significance of

the time dummies, asymptotically distributed as X 2 under the null of no relationship. Note that parameter rho
shows correlation between error terms corresponding to same individual over different period of time.
Besides, likelihood ratio test is significant meaning that there is an individual random effect, which confirms
that random effects model is appropriate.

30



