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Abstract 

 

Corporate sustainability has become a global trend for firms in the past decade, both in 

developing and emerging markets. While most research focuses in finding the evidence of the 

long-term effects of this corporate action to firms’ financial performance, and how it affects 

shareholder’s value, this paper focuses on the other side of the spectrum. The aim of this research 

to provide an in-depth literature surrounding the main drivers of corporate sustainability. Is 

corporate sustainability a result of environmental, social and ethical awareness? Is it done to 

signal a positive financial performance of firms to attract investors? Is it a result of good 

corporate governance? Is it a cultural or global trend that has become mandatory to firms? 

Articles published between the year 2000 to 2016 is presented. A synthesis and gaps in the 

literature is discussed at the latter part of the paper.  
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Introduction 

 

The role of corporate sustainability 

The emergence of corporate sustainability initiatives and corporate social responsibility 

(CSR) stemmed from the need to address the damage that the corporation may have caused to the 

environment and the society, throughout its business activity. In some countries such as India, 

high-profit corporations were required by the law to form a CSR committee board (Sharma & 

Khanna, 2014). Corporate sustainability is defined as a corporate action in which firms meet the 

needs of internal and external groups (shareholders, employees, customers, pressure groups, 

communities, etc.) without sacrificing the needs of the future generation of stakeholders (Özçelik, 

Öztürk, & Gürsakal, 2015). The scope of corporate sustainability in this paper will follow the one 

set by Christofi, Christofi, & Sisaye (2012) which states that corporate sustainability is constituted 

by sustainabile development, corporate social responsibility, stakeholder theory, and 

accountability. In this paper, CSR and sustainable development is perceived to be part of corporate 

sustainability.  
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Corporate sustainability performance 

Scholars have placed emphasis in measuring the sustainability performance of firms. There 

have been various approaches in capturing the the performance of corporate sustainability. 

Sustainability indices, such as the Dow Jones Sustainability Index, were established to enhance 

transparency, raise awareness, and make regulations for firms that are practice sustainability 

(Özçelik, Öztürk, & Gürsakal, 2015). Another effort to standardize and regulate the non-financial 

reports, known as sustainability reports, by companies were done by different organization. The 

most widely used reporting framework is the one by the Global Reporting Initiative, which aims 

to help businesses and other organizations to communicate the different sustainability initiatives 

by providing a standardized framework (Global Reporting Initiative, 2016).  

 

Corporate governance and corporate sustainability 

Globalization plays an important part in the decision of firms to engage in corporate 

sustainability. This corporate action has been an increasing demand from socially responsible 

investors, thereby making corporate sustainability as one of the top strategy by corporate leaders 

(Boerner, 2010). Corporate governance may be defined as the internal governance by the directors 

of a business organization (Lawrence, Collins, & Roper, 2013). Focus should be made on the role 

of corporate governance in the attempt to improve the sustainability performance of firms (Tian & 

Lau, 2001).  

 

Theoretical Framework 

 

Legitimacy Theory 

 The concept of corporate sustainability uses the legitimacy theory as theoretical framework 

in most researches (Michelon & Parbonetti, 2012; Chan, Watson, & Woodliff, 2014; Lau, Lu, & 

Liang, 2014). This theory states that firms are allowed to operate and use the community resources 

when society considers the firms as legitimate (Holder-Webb, Cohen, Nath, & Wood, 2009). Firms 

are expected to operate in a matter that is legitimate in the eyes of society. The community can 

boycott the products of firms, lobby for increased taxes, and prohibit the firms from operating, if 

they sense that the firms are not running in accordance to their expectations (Chan, Watson, & 

John Woodliff, 2014). 

 

Stakeholder Theory 

 The stakeholder theory is a framework used in researches to explain the obligation of firms 

to both the individual and groups, both internally and externally. These includes the shareholders 

and stakeholders such as customers, employees, and the wider community (Searcy, 2012). This 

theory is relevant to corporate sustainability because stakeholders have power over the behavior 

of the organization because of the dependence of the firm for resources. Since firms use up, and 

sometimes destroy resources, they develop good reputation to the stakeholders by performing and 

disclosing CSR and corporate sustainability activities (Chan, Watson, & John Woodliff, 2014).  
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Literature review 

 

The link between corporate governance and sustainability disclosure has been studied in 

various perspectives, depending on one’s measure of the two variables. For instance, scholars have 

measured corporate governance through firms’ board composition, characteristics of the board of 

directors, the structure of the board of directors, CEO characteristics, and even corporate 

governance ratings. On the other hand, sustainability performance has been measured by 

researchers by the inspection of the content and rating of their sustainability reports. Others have 

used various indices, such as the DJSI, to measure sustainability performance, while some have 

used the amount invested in sustainability initiatives of the firm. This section reviews the related 

topics done by other researchers linking the two variables. 

 

Measuring corporate sustainability  

 The performance of corporate sustainability has been measured in various perspectives. 

Tenuta (2010) stated that sustainability reports best communicate the firms’ activities to the 

stakeholders, in terms of financial, economic, social and environmental aspects.  Babalola (2012) 

represented corporate sustainability measure by the amount invested in CSR activities on a 

particular fiscal year. Reddy and Gordon (2010) takes a closer look on the reports and disclosure 

of firms and categorizes the reports as environmental, sustainable, and CSR report type.  Several 

sustainability-related indices were also created such as the Dow Jones Sustainability Index (DJSI) 

and Domini 400 Social Index (DSI 400). Being enlisted in these indices were good representation 

of corporate sustainability measure (McWilliams and Siegel, 2000; Adams, Thornton, and Sepehri, 

2010). Sustainability performance ratings and scoring systems were also created by some scholars, 

as another tool of measuring corporate sustainability (Brammer, Brooks & Pavelin 2006; Ameer 

& Othman, 2012; Dragu & Tiron-Tudor, 2013; Kusuma & Koesrindartoto, 2014; CSRHUB, 

2016). 

 

Corporate governance mechanisms and corporate sustainability 

 The mechanisms of corporate governance are usually board composition, characteristics of 

the board, board structure and board leadership. Board composition, which is usually represented 

by the ratio between the number of independent directors to the total number of board of directors, 

is one of the primary mechanisms of internal governance (Walsh & Seward, 1990). The increase 

in the number of independent board of directors assures independence from the management and 

serves as an accountability to the company is pursuing the best of interest of the shareholders, and 

stakeholders (Michelon & Parbonetti, 2012). 

 Ownership structure of firms is considered as a major dimension of corporate governance. 

The type of ownership may be viewed as either the percentage of state/public ownership, or the 

percentage of ownership concentration of the shares (Lau, Lu, & Liang, 2014).  

The research done by Harjoto & Jo (2011) found that there is a relationship between institutional 

ownership and CSR engagement, while a negative relationship exists between ownership 

concentration and CSR performance.   

 Board characteristics were highlighted in the study of Michelon & Parbonetti (2012). They 

found that it is important not just to find the ratio of the number of independent directors, but also 

to know the specific characteristics of each director. Board characteristics in the study refers to the 

skills, expertise and background of directors, with focus on the community influential members. 

The community influence were classified as academicians, politicians, army officers, or part of 
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non-profit/social organization. Studying the disclosures of 57 Dow Jones Sustainability Index 

(DJSI) companies, results showed that board composition alone is not enough to explain the effect 

of board composition to the sustainability disclosures. 

 Lau, Lu, & Liang (2014) emphasized in the foreign experiences of the directors as well as 

the ratio of the foreign national directors to the board, which increases the diversity of the top 

leadership. Results show that foreign experiences has a significant effect on the CSR performance 

of firms. 

 Another important corporate governance mechanism is the corporate leadership or the 

characteristics of the CEO. Michelon & Parbonetti (2012) argued that the CEO who is also a board 

member may be unfavorable to the interest of shareholders. Transparency and accountability to 

the shareholders and stakeholders, is decreased when the CEO also holds a position in the board 

of directors (Gul & Leung, 2004). 

 The presence of a CSR/sustainability committee is also an important mechanism of 

corporate governance, in relation to the corporate sustainability. The existence of this committee 

is expected to support CSR related activities, such as planning, monitoring, and reporting policies 

at the top-management level (Post, Preston, & Sachs, 2002). Empirical studies show that there is 

a weak relationship between the presence of a CSR committee or a CSR director and the disclosure 

of social information (Michelon & Parbonetti, 2012). 

 

Corporate governance ratings 

While most studies focused on the corporate governance mechanisms, there are few which 

focused on the quality of corporate governance. Chan, Watson, & Woodliff (2014) reasoned that 

it is expected for companies with good corporate governance to be better corporate citizens and to 

be more socially and environmentally responsible compared with companies with poor corporate 

governance. In their study, corporate governance quality was assessed using the WHK Horwath 

(2005) tool which gives Australian companies ratings (1 to 5 stars) and ranks them according to 

the performance in six corporate governance mechanisms (board of directors; audit committee; 

remuneration committee; nomination committee; external auditor independence; and code of 

conduct and other policy disclosures). Results show a significant relationship between the quality 

of corporate governance and sustainability disclosures. 

 

Research Gap 

While most studies focused on establishing the relationship between corporate governance 

mechanisms (board composition, board concentration, ownership, board structure, firm 

leadership), there is limited evidence supporting the quality of corporate governance and the 

quality of corporate sustainability disclosures (Chan, Watson, & Woodliff, 2014). This paper aims 

to find the relationship between corporate governance ratings and corporate sustainability ratings.  

 

Research Method 

 

This research proposes an empirical model that can be used to test how corporate 

governance ratings and mechanisms affect the quality of corporate sustainability. The researcher 

plans to study the Southeast Asian firms because of the need for empirical studies in emerging 

markets. The following modified model proposed by Chan, Watson, & John Woodliff (2014) will 

be implemented in the study. 
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𝐶𝑆𝑅𝑟𝑎𝑡𝑖𝑛𝑔𝑘 = 𝛽0 + 𝛽1𝐶𝐺𝑟𝑎𝑡𝑖𝑛𝑔𝑘 +  𝛽2𝑆𝐼𝑍𝐸𝑘 + 𝛽3𝑆𝐻𝑃𝑘 + 𝛽4𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝑘 + 𝛽5𝐶𝑃𝑘 + 𝛽6𝐸𝑃𝑘

+ 𝜇 
Where CSRrating is the rating given by the CSRHub database.  

 

Dependent Variable: Corporate Sustainability Ratings 

Corporate sustainability ratings may be defined and measured in different perspectives. 

The dependent variable proposed by Chan, et.al. (2014) was the CSR disclosure model, which uses 

content analysis on sustainability reports. This study would like to look at the perspective of 

sustainability performance, through the CSR ratings made by the CSRHub. The database provides 

access to CSR and sustainability ratings on more than 16,000+ companies from different countries. 

They provide company performance ratings by studying the analyzing the 12 indicators of 

employee, environment, community, and governance performance, through content analysis on 

the sustainability reports published by the firms. The company ratings are from 0 to 100 (CSRHub, 

2016). 

 

Corporate Governance-related variables 

 CGrating in the proposed model, is the corporate governance rating made using the WHK 

Horwath framework. The framework analyzes and rates corporations using annual reports while 

surveying the structure of a company’s Board of Directors, audit committee, remuneration 

committee, and nomination committee (Psaros & Seamer). Data on other independent variables 

will also be collected on annual reports published by the firms. SIZE is the firm size, represented 

by the market capitalization of firms. SHP is the shareholders’ power/dispersion which is the % of 

ordinary shares owned by the public. INDUSTRY is the industry profile of firms (from 1=low 

profile, 2=medium profile, 3=high profile) based from the International Standard Industrial 

Classification of all Economic Activities (United Nations). CP is the creditor’s power/leverage, 

which is the total liabilities as a percentage of the book value of equity and EP is the economic 

performance represented by the return on the book value of equity (Chan, Watson, & John 

Woodliff, 2014). 

 

Expected results 

 

It is expected that main variable, corporate governance quality, with other control variables 

such as firm size, industry profile, stockholder power, creditor power, and economic performance 

is expected to all have positive effects to the CSR ratings that represent corporate sustainability 

performance. 
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