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Abstract: Corporate reputation is companies’ most valuable asset as it can position them to gain
competitive advantages that lead to sustainable performance. Therefore, understanding the factors
that influence corporate reputation is vital for a company’s survival. The study objectives were
to investigate the effects of corporate governance and the quality of environmental and social
reporting on corporate reputation. Additionally, this study examined the role of environmental
and social reporting quality on the relationship between these two variables. This study used
secondary data collected from multiple sources such as the Thomson Data Stream database and
annual reports of publicly listed Malaysian companies between 2017 and 2018. The results showed
that corporate governance effectiveness and environmental and social reporting quality positively
influence corporate reputation. Additionally, the quality of environmental and social reporting
mediates the relationship between corporate governance and corporate reputation. This study
bridges research gaps by providing evidence for the impact of effective corporate governance,
specifically board diversity, on corporate reputation in Malaysia. The findings can help companies to
establish criteria and qualifications for the appointment of new board members. The members must
have the right combination of skills, knowledge, experience and independent elements that enable
them to make decisions to meet companies’ objectives.

Keywords: corporate reputation; corporate governance; environmental and social reporting quality;
board diversity

1. Introduction

Corporate reputation is companies’ most valuable asset as it can position them to gain
a better competitive advantage [1], leading to more sustainable performance [2,3]. Highly
reputable companies enjoy a privileged market position because they have better access
to resources on more favourable terms [4]. A study by Deloitte (2014) [5] mentioned that
87 per cent of the global executives surveyed rated the corporate reputation risk as more
important than any other business risks.

Therefore, it is unsurprising that studies on corporate reputation are receiving greater
attention from scholars and practitioners [6,7]. Due to its multidisciplinary perspectives,
corporate reputation has been defined in various disciplines. In the field of economics,
corporate reputation is considered a reflection of companies’ past actions, which indi-
cate companies’ possible future financial performances to stakeholders [8]. In strategic
management, corporate reputation is viewed as a unique, intangible asset that is hard to
imitate [9], representing the collective impression that multiple stakeholders have about a
company [10]. In sociology, corporate reputation is treated as a social phenomenon, com-
prised of “collective agreement about what the public knows about an actor” [10], and in
the field of accounting, corporate reputation is referred to as an intangible asset that is
similar to goodwill [11]. This study conceptualised corporate reputation by referring to the
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definition in the economics and strategic management fields, incorporating a combination
of both economic and social performance, and the perceptions of key stakeholders on these
performance [12]. This definition aligns with that of Waddock (2000) [13], who argued that
reputation is the perceived capacity of companies to meet stakeholders’ expectations. It is
often conceptualised collectively as perceptions, attitudes and stakeholders’ esteem [14].

Past studies demonstrated that companies with positive reputations are preferred
by stakeholders and incur lower contracting and monitoring costs [15–17]. Corporate
reputation is developed by the stakeholders’ knowledge of the company’s character, ability,
products, services and behaviours [18]. Roberts and Dowling (2002) [2] argued that “the
development of good reputation takes considerable time, and depends on companies
making stable and consistent investments over time”. Hence, corporate reputation is
not easy to replicate or imitate by competitors [19,20]. Therefore, managing corporate
reputation is an important element of business strategy that helps companies build and
sustain a competitive advantage to improve corporate performance [2,21,22].

Corporate governance mechanisms have an important role in creating a better cor-
porate image and reputation and strategizing business directions [23]. In this respect,
the new Malaysia Code on Corporate Governance (MCCG 2017) emphasised that board
members must possess an appropriate combination of skills, knowledge, experience and in-
dependent elements that match the objectives and strategic goals of the company. Diversity
among board members offers greater depth and breadth in terms of competencies and skills
compared to non-diverse boards. Studies by Radbourne (2003) [24] and Musteen et al.,
(2010) [25] indicated that effective corporate governance with specific board characteristics
could influence corporate reputation. This is further supported by Bravo et al., (2015) [26]
and Bear et al., (2010) [27] who reported that board independence and board gender are
positively associated with the level of corporate reputation.

Additionally, corporate environmental and social reporting quality can be an impor-
tant instrument to improve corporate reputation [28,29]. Previous studies have shown that
CSR reporting not only signals companies’ commitment on social responsibility issues, but
that it is also increasingly regarded as a means of enhancing corporate reputation [30–34].
Thus, by providing stakeholders with high quality in environmental and social report-
ing, the company can minimise asymmetric information, which improves stakeholders’
understanding of the company’s activities [35]. The MCCG (2012), Principle 7, Recommen-
dation 7.1, emphasises the need for timely and high-quality disclosures by publicly listed
companies in Malaysia. The Code suggests that boards should ensure companies have
appropriate corporate disclosure policies and procedures. Furthermore, the regulations
introduced by Bursa Malaysia in the Sustainability Reporting Guidelines in 2018, under
Listing Requirements Paragraph 6.1, Practice Note 9, also emphasise that all listed compa-
nies must ensure that their sustainability statements contain information that is balanced,
comparable and meaningful.

Therefore, it can be deduced that companies with effective corporate governance
(having the right mixed of board members with certain characteristics) can be expected
to influence the management to provide high quality environmental and social reporting
and enhance stakeholders’ confidence and eventually the company’s reputation. Despite
the importance of environmental and social reporting as a mediator variable between
corporate governance effectiveness and corporate reputation, to the authors’ knowledge,
no studies have investigated this issue. Therefore, this study bridges research gaps by
investigating the possible mediating effect of environmental and social reporting quality
between these variables. The specific objectives of the study are to investigate the effects
of corporate governance and environmental and social reporting on corporate reputation.
Additionally, this study examines the role of environmental and social reporting on the
relationship between corporate governance and corporate reputation.

The results show that corporate governance effectiveness and environmental and
social reporting quality have positive relationships with corporate reputation. Furthermore,
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environmental and social reporting quality mediates the relationship between corporate
governance and corporate reputation.

The research findings may be useful to business leaders in corporate strategy formula-
tion. The findings indicate that implementing effective corporate governance mechanisms
and disclosing high quality environmental and social reporting reduces information uncer-
tainty and increases stakeholders’ confidence, which eventually lead to better corporate
reputation. Specifically, the findings can help companies to establish criteria and qualifi-
cations for the appointment of new board members. The members must have the right
combination of skills, knowledge, experience and independent elements that enable them
to make decisions for companies’ environmental and social reporting practices that can
enhance corporate reputation.

2. Theory, Literature Review and Hypotheses Development
2.1. Theoretical Background

This study used agency theory to examine the relationship between corporate gover-
nance, environmental and social reporting quality and corporate reputation Agency theory
is concerned with the agency relationship in which one party (the principals) delegate
a task to another (the agents), who carry it out. The principal uses monitoring tools to
mitigate any opportunistic behaviours of the agent and to implement incentive systems
to reduce the divergence of interests between the principal and agent [36]. One of the
monitoring tools is the implementation of effective corporate governance mechanisms by
aligning companies’ conduct with the interests of stakeholders and ensuring transparency
in companies’ actions [37]. In this regard, the board of directors, who act on behalf of
shareholders, has the role of influencing management to provide relevant information
to fulfil stakeholders’ needs [38]. In this context, a company that provides better qual-
ity environmental and social information can reduce information asymmetry. Corporate
environmental and social reporting quality can be an important instrument to improve
corporate reputation [28,29]. However, for the board to effectively carry out its monitoring
task, it must possess specific characteristics [36].

2.2. Corporate Governance

Corporate governance has been described in several ways by researchers. Cadbury
(1992) [39] views corporate governance as the system by which businesses are directed
and managed, whereas [37] defines corporate governance as a system of structural, pro-
cedural, and cultural protections intended to guarantee that a company operates in the
best long-term interests of its stakeholders. Investors prefer to invest their money into
companies that have better governance practices [40]. Previous research has shown that
the characteristics of the board of directors are critical to improving corporate governance
procedures [26,41,42]. This study, unlike previous studies that concentrated on a few spe-
cific board director characteristics, examined a more comprehensive set of characteristics
of boards of directors, such as the board size and board independence, board meetings,
board diversity and audit committee characteristics. Currently, board diversity is regarded
as one of the most vital aspects of a successful board structure [43,44]. Previous research
has suggested that board diversity may help with managerial oversight and control [45], as
well as enhancing board interactions and improving board procedures [46]. This implies
that the more diverse the board, the more effective their decisions will be [47].

2.3. Corporate Governance and Corporate Reputation

Corporate governance mechanisms are established to protect investors by monitoring
possible opportunistic managerial behaviour, increasing companies’ value and confidence
in capital markets [26]. In particular, independent directors are more likely to protect
shareholders’ interests. A study by Bravo et al., (2015) [26] reported that highly reputable
companies have higher percentages of independent directors. Moreover, independent
directors are professionals with incentives to defend or build their own reputations as
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monitoring experts [48]. Hence, it is expected that their presence on a board may help
companies to improve their public image [49].

In addition to board independence, a diverse board membership provides the es-
sential tools that enhance the effectiveness of boardroom discussion and decision mak-
ing [50]. A board that combines individual talent, views, diversity and personalities
produces a stronger management team [51] and improves corporate performance and
reputation [27,52,53]. Bravo et al., (2015) [26] also discovered that most reputable com-
panies are more likely to have more female directors on their boards. From an agency
theory perspective, women directors often bring in a fresh perspective to complex issues,
improving strategy formulation and decision-making processes [54]. This can also improve
companies’ reputation, as female board members can influence perceptions of corporate
effectiveness [55].

Thus, good corporate governance with desirable board characteristics can be expected
to ensure better corporate strategic development and effectiveness. This leads to better long-
term performance, contributing to corporate reputation [24]. Additionally, a company with
good corporate governance practices can raise funds for investment at a lower cost [56],
thereby strengthening its corporate reputation. Contrary to expectations, Lu et al. [57]
found no significant relationship between reputation and variables of board characteristics,
i.e., board size, ownership and committees. Hence, these mixed findings provided the
authors with an opportunity to further explore this issue [25,26,57].

According to agency theory, a company with good governance will be able to minimise
agency conflict and achieve better corporate outcomes. Therefore, companies with good
corporate governance are more reputable and recognised by stakeholders. Thus, the first
hypothesis is as follows:

Hypothesis 1 (H1): There is a positive relationship between corporate governance and corporate reputation.

2.4. Environmental and Social Reporting Quality and Corporate Reputation

Corporate environmental and social reporting helps to build good reputations and also
can be used as a mechanism to display a positive image to stakeholders [58–61]. Extensive
evidence demonstrates that companies attempt to manage reputational risks by providing
environmental and social reports [62,63]. Additionally, a considerable number of studies
have shown that companies benefit from engaging in environmental and social reporting
not only by obtaining favourable consumer awareness, attitudes and a sense of attachment
but also by building a positive long-term corporate image [64–67].

McWilliams and Siegel (2006) [68] indicated that corporate social responsibility activity
is a form of strategic investment initiative and that environmental and social reporting
contributes to the competitive advantages of a company [69,70]. Toms (2002) [28] and De
Los Ríos and Ruiz (2012) [29] found that information on environmental issues is positively
correlated with a better corporate reputation.

From the Malaysian perspective, Abdullah and Abdul Aziz (2013) [71] analysed
whether corporate social responsibility initiatives by Malaysian corporations influenced
corporate reputation, corporate culture and legitimacy. Data for this study were collected
through questionnaires. The results indicated the significant impact of all dimensions of
environmental and social activities on corporate reputation, implying that moral, discre-
tionary and relational constructs influence corporate reputation. More specifically, the
results clearly demonstrated that companies wishing to foster and sustain their corporate
reputation must exercise moral obligations by giving full support to employees and involv-
ing them directly in charitable activities to build positive relationships with stakeholders.

The present study proposes that environmental and social reporting quality can
be a potentially powerful medium that companies might use to influence stakeholder
perceptions. The literature suggests that the quality of information influences corporate
reputation more significantly than the mere reporting of large amounts of quantitative
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or qualitative information [28,29]. Toms (2002) [28] has revealed how information on
environmental issues is positively correlated with a better reputation.

The signalling theory proposes that companies can build, maintain and defend their
reputation by providing high-quality environmental and social reporting. Additionally,
the quality of reporting can serve as a strategic signal to capital markets to reduce the infor-
mation asymmetry that arises between managers and stakeholders [7]. Spence (1974) [72]
also claims that signalling theory is used to describe behaviour when two parties have
different information. Thus, companies that engage in environmental and social activities
and report those activities to the public may provide a strategy signal to stakeholders that
will eventually improve corporate reputation. Therefore, the second hypothesis can be
stated as follows:

Hypothesis 2 (H2): There is a positive relationship between environmental and social reporting
quality and corporate reputation.

2.5. Mediating Role of Environmental and Social Reporting Quality on the Relationship between
Corporate Governance and Corporate Reputation

Based on the previous discussion, H1 of this study predicts a direct and positive
relationship between corporate governance and corporate reputation. Additionally, H2
also predicts a direct and positive relationship between environmental and social reporting
quality with corporate reputation [57,69,73]. Therefore, this study anticipates that envi-
ronmental and social reporting quality could mediate the relationship between corporate
governance and corporate reputation. In other words, effective corporate governance leads
to higher quality environmental and social reporting, which eventually improves corporate
reputation. However, no previous study has attempted to include environmental and social
reporting quality as an important variable in these relationships.

The mediating effect of environmental and social disclosure among the 500 leading
green US companies has been studied by Wang and Sarkis (2017) [74], who investigated
the role that disclosure had on the relationship between corporate governance and finan-
cial performance. Their findings suggest that environmental and social reporting fully
mediates the relationship between corporate governance and financial performance. A
study by Zhou (2014) [75] of Chinese family companies revealed that environmental and
social reporting partially mediates the relationship between family commitment and the
organisational identification felt by employees. Sial and Zheng [76] also examined the
mediating impact of environmental and social reporting on the relationship between board
gender diversity and the financial performance of Chinese listed companies. The results
showed that environmental and social reporting fully mediates the relationship between
boardroom gender diversity and firm performance.

According to agency theory, the primary function of corporate governance is to
monitor and control management [77]. The theory argues that boards of directors protect
shareholders’ interests in order to reduce agency conflicts [77,78] and ensure more beneficial
outcomes for companies. One potential outcome is the quality of environmental and
social reporting. Effective corporate governance monitors and controls managers so that
the quality of their environmental and social reporting improves, which reduces agency
costs and, thus, contributes to companies’ corporate reputations. Bear and Rahman [27]
investigated the mediating effect of social disclosure on the relationship between corporate
governance and corporate reputation using a sample of US companies. The findings
indicated that social disclosure mediates the relationship between female board members
and corporate reputation. However, these results cannot be generalised across other
industries as the sample comprised only major healthcare companies [27]. Hence, this
study bridges these research gaps by examining the effect of environmental and social
reporting quality in other industrial sectors. The outcomes of this study will highlight the
importance of environmental and social reporting towards improving corporate reputation.
Hence, hypothesis H3 can be stated as follows:
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Hypothesis 3 (H3): Environmental and social reporting quality mediates the relationship between
corporate governance and corporate reputation.

3. Research Methodology

This study used secondary data collected from multiple sources, such as the Thomson
Data Stream database, the Brand Finance website, the Google advanced research function,
company websites and the annual reports of Malaysian publicly listed firms. The period
of the study was from 2017 to 2018, immediately after the MCCG 2017 was revised and
implemented. Two-year periods were specifically chosen because the proposed draft
MCCG 2017 had been disseminated to companies about six months earlier (June 2016) to
ensure that companies had sufficient time to implement new guidelines. The MCCG 2017
requires companies to revise the composition of their board members so that they contain
an appropriate mix of talents, knowledge, experience and independent elements that can
match the company objectives and strategic goals.

3.1. Population and Sample Selection

The population of this study consisted of all the companies listed on Bursa Malaysia as
of 31 December 2018. Companies from the financial, banking, insurance, trust, closed-end
fund and securities sectors were excluded since they are subject to different rules and
regulations, which may have influenced the nature of the data collected and the study
results [79]. This study also excluded companies from two industries, the mining and
hotel sectors, as fewer than five companies were listed in these industries. As a result,
745 companies from 7 industries were considered as the research population. The seven
industries were (1) consumer products, (2) industrial products, (3) construction, (4) trading
and services, (5) properties, (6) plantation and (7) technology. Table 1 summarises the
sampling frame for this study.

Table 1. Sampling frame.

Population Total

Number of companies listed on Bursa Malaysia in 2018 915
Finance-related companies excluded 165
Mining and hotel companies excluded 5

Number of companies 745

The sampling method used in this study was stratified random sampling. This method
segregates the population based on the type of industry [80]. As recommended in [81], if
the target population is around 750 companies, the study should have a sample size of 254.
Therefore, the sample size of this study consisted of 306 companies for the two-year period
from 2017 to 2018, as shown in Table 2.

Table 2. Population and sample selection.

Industry Population Samples % of Samples

1 Consumer products 125 50 16.33
2 Industrial products 221 90 29.41
3 Construction 46 20 6.54
4 Trading and services 188 78 25.49
5 Properties 94 38 12.42
6 Plantation 41 16 5.23
7 Technology industries 30 14 4.58

Total 745 306 100
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3.2. Measurement of Variables
3.2.1. Dependent Variable

The dependent variable of this study was corporate reputation, which was measured
according to five dimensions: commitment to stakeholders, financial performance [3],
media exposure [3], brand value [82] and awards [83,84]. The study operationalized and
transformed the five dimensions of corporate reputation into an index with a maximum
score of 7. The detailed measurements of the index are presented in Table 3.

Table 3. The measurement of corporate reputation index.

No. Variable Measurement Index Scoring

1 Commitment to
stakeholders

(a) Ordinal value from 0 (no stakeholder engagement) to 4
(maximum stakeholder engagement)

“1” if the value is above the sample average
score and “0” otherwise

(b) Whether company has a CSR/ethics committee “1” if a company has a CSR/ethics
committee and “0” otherwise

2
Financial

performance
(a) Return on equity (ROE) = net income/shareholders’ equity “1” if the ROE is above the industry average

and “0” otherwise

(b) Share return = (pricet − pricet−1)/pricet−1
“1” if the share return is above the industry
average and “0” otherwise

3 Media exposure The difference between positive and negative reporting “1” if the positive reporting is more than the
negative reporting and “0” otherwise

4 Brand value Whether the company is listed in Malaysian Top 100 Brands “1” if a company is listed and “0” otherwise

5 Award Whether the company has received any national/international awards “1” if the company received awards and
“0” otherwise

This study collected information on company stakeholder engagement from annual
reports. The financial performance data were gathered from the Thompson DataStream
database. Additionally, this study used the advanced Google research function tool to
collect data on media exposure [85,86]. In this study, the media exposure was limited only
to reporting found in The Edge Malaysia, a leading business newspaper in Malaysia. A
pilot study was conducted, the results of which confirmed that more company business
activities were reported in The Edge Malaysia than in any other newspaper publication.
This study extracted brand value information from the Brand Finance website (https:
//brandfinance.com/offices/malaysia (accessed on 20 April 2020)) to gather data on the
sample companies that were listed as the Malaysian Top 100 Brands. Brand Finance is
the world’s leading brand valuation consultancy, with offices in over 15 countries. It is
also one of the world’s first companies to be accredited to provide ISO 10668-compliant
brand valuations. The ISO 10668 global standard provides a consistent, reliable approach
to brand valuation that emphasizes transparency and objectivity. Furthermore, information
on awards received was gathered from company annual reports. Examples of the awards
received were for Industry Excellence, Investor Relations, Best Company to Work For, Best
Project and Social Media Excellence.

3.2.2. Independent Variable

The independent variable of this study was corporate governance effectiveness. This
was measured based on the scores of a composite index consisting of ten board and four
audit committee characteristics with a maximum score of 14. Studies on the effectiveness
of corporate board effectiveness argue that the measurement of this feature should capture
the characteristics of individual board members so that these characteristics collectively
form a more comprehensive means of measuring board effectiveness [87]. Similarly, studies
on audit committee effectiveness also recommend the use of a composite index to evaluate
a committee’s effectiveness [88,89]. Thus, based on these arguments, this study developed
a corporate governance effectiveness index, as outlined in Table 4.

https://brandfinance.com/offices/malaysia
https://brandfinance.com/offices/malaysia
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Table 4. The measurement of corporate governance index.

Independent Variable Score Index

A Board of directors
1 Board size “1” if the number of board members is between 5–14 and “0” otherwise 1
2 Board independence “1” if the number of independent board members is at least half of the board and “0” otherwise 1
3 Board meetings “1” if the number of board meetings held during the year is four times or more and “0” otherwise 1
4 Board ethnicity “1” if board has at least two different ethnic groups and “0” otherwise 1
5 Board gender “1” if the board comprises male and female directors and “0” otherwise 1
6 Foreign director “1” if the board comprises at least one foreign director and “0” otherwise 1
7 Board educational level “1” if the board comprises at least two different educational levels and “0” otherwise 1
8 Board educational background “1” if the board comprises at least two different educational backgrounds and “0” otherwise 1

9 Board age “1” if the board comprises of all categories of age (that is, it consists of younger, middle-aged
and older members) and “0” otherwise 1

10 Board tenure “1” if the board comprises at least two categories of years of service and “0” otherwise 1

Sub-index score 10
B Audit committee
1 Audit committee size “1” if audit committees are comprised of at least three members and “0” otherwise 1
2 Audit committee independence “1” if audit committees are comprised solely of independent members and “0” otherwise 1

3 Audit committee meetings “1” if the number of audit committee meetings held during the year is at least four and
“0” otherwise 1

4 Audit committee financial literacy “1” if all members of the audit committee have a financial education background and
“0” otherwise 1

Sub-index score 4
Total score 14

3.2.3. Mediating Variable

The mediating variable of this study was environmental and social reporting qual-
ity (ESRQ). This study employed content analysis to collect information on ESRQ from
company annual reports. As presented in Table 5, the ESRQ comprises four dimensions:
employee relations, community involvement, products and environment.

Table 5. Category and measurement of environmental and social reporting.

Items Category No. of Items Maximum Score

1 Employee relations 6 18
2 Community involvement 6 18
3 Products 4 12
4 Environment 4 12

Total Score 60

Following [83,90,91], the ESRQ score was calculated by assigning reporting into four
classifications as follows:

(1) A score of “3” was given for a specific quantitative disclosure. The disclosure had to
contain financial information;

(2) A score of “2” was given for a specific qualitative disclosure. This is a non-quantitative
disclosure with specific CSR information;

(3) A score of “1” was given for CSR-related general disclosure;
(4) A score of “0” was given if companies did not disclose any kind of CSR information.

In order to ensure the reliability of these disclosure items, a Cronbach’s alpha reliability
test was performed. The results showed that the disclosure items were highly reliable, as
the value α = 0.89. The general rule of thumb is that a Cronbach’s alpha value of more
than 0.70 is considered acceptable, as that value reflects that reliability measurement of the
four disclosure items’ dimensions [92].

This study also incorporated five control variables that have been proven in past stud-
ies to influence corporate reputation. They were company size, leverage, growth, risk and
profitability. Larger companies are strong indicators of corporate reputation [25,26,93,94].
Company size was measured based on the value of the natural logarithm of its total assets.
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Leverage has traditionally been used as a proxy for financial risk, which can negatively
affect corporate reputation [95]. This study measured company leverage as total debts
divided by total assets. The growth prospects of the companies were measured by Tobin’s
Q ratio. The ratio was calculated by dividing the company market value of equity by the
book value of equity [96,97]. Risk was measured by the companies’ systematic risk (beta).
The beta coefficient is calculated by dividing the covariance of the stock return versus the
market return by the market variance. Lastly, the profitability was measured using return
on assets (ROA) which was calculated by dividing net income by average total assets.

3.3. Empirical Research Model

This study employed multiple regression analysis to test all the hypotheses [98–102].
This study relied on ordinary least-squares regression because corporate governance data
are subject to the stickiness issue, whereby the variation in panel data is non-existent or
extremely minimal over time [103]. Thus, to test the hypotheses, the study employed these
regression models as follows:

Model 1: This model was used to test H1. The dependent variable was CR, while the
independent variable was CG, and there were five control variables.

CR = β0 + β1CG + β2SIZE + β3LEV + β4MTB + β5ROA + β6RISK + εit (1)

Model 2: This model was used to test H2. The dependent variable was CR and the
independent variable was ESRQ, and there were five control variables.

CR = β0 + β1ESRQ + β2SIZE + β3LEV + β4MTB + β5ROA + β6RISK + εit (2)

Model 3: This model was used to examine H3; that is, whether the ESRQ plays a
mediating role in the association between CG and CR. This study used the following
procedures to test the mediation effect [104]:

(1) The direct relationship between CR (dependent variable) and CG effectiveness (inde-
pendent variable) had to be significant;

(2) The direct relationship between CG effectiveness (independent variable) and ESRQ
(mediating variable) had to be significant;

(3) The direct relationship between ESRQ (mediating variable) and CR (dependent vari-
able) had to be significant;

(4) The direct relationship between CG effectiveness (independent variable) and ESRQ
(mediating variable) together with CR (dependent variable) had to be significant.

CR = β0 + β1CG + β2ESRQ + β3SIZE + β4LEV + β5MTB + β6ROA + β7RISK + εit (3)

4. Results and Discussion
4.1. Descriptive Information for the Corporate Reputation (CR) Variable

As discussed, this study developed a CR index based on five dimensions: commitment
to stakeholders, financial performance, media exposure, brand value and awards; the
maximum score was 7. Table 6 presents descriptive information about the variable.

Panel A of Table 6 presents the CR scoring based on the five dimensions. The positive
mean for the media exposure indicates that the sample companies received more positive
than negative media coverage. Additionally, on average, the sample companies received
only one award in 2017 and 2018.

Panel B of Table 6 reports the mean, minimum and maximum values of the index
scores. The mean score was 2.70 in 2017 and it increased to 3.39 in 2018. The overall
mean value for the CR index was 3.04, with minimum and maximum values of 0.00 and
7.00, respectively.
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Table 6. Descriptive information for the corporate reputation dimensions (n = 306).

Panel A: Dimensions of Corporate Reputation

No. Dimensions Mean Std Dev Min Max

1 Commitment to stakeholders:
(a) Stakeholder engagements 1.51 1.48 0.00 4.00
(b) CSR committee 0.59 0.49 0.00 1.00

2 Financial performance:
(a) ROE 0.39 23.10 −230.43 35.84
(b) Share return 0.02 0.56 −0.78 7.29

3 Media exposure 4.73 6.54 −4.00 40.00
4 Brand value 0.09 0.30 0.00 1.00
5 Awards 0.96 2.41 0.00 20.00

Panel B: Corporate Reputation Index

Score Mean Std Dev Min Max

Year 2017 (N = 153) 2.70 1.67 0.00 7.00
Year 2018 (N = 153) 3.39 1.59 0.00 7.00
Overall (N = 306) 3.04 1.66 0.00 7.00

4.2. Descriptive Information for Corporate Governance (CG) Variables

Table 7 shows the descriptive information for the corporate governance variable.
Panel A shows that the mean score for the board size was 7 members, with a minimum
of 4 members and a maximum of 15 members on the boards. This average is consistent
with prior studies [105,106]. The mean score for board independence was 49.21 per cent,
with a minimum of 20 per cent and a maximum of 100 per cent. The average score almost
complies with the recommendation of the MCCG 2017, which requires that independent
directors must comprise at least 50 per cent of a company’s board membership.

Table 7. Descriptive statistics for corporate governance variables (N = 306).

Panel A: Descriptive Information for Board and Audit Committee Characteristics

No. Characteristics Mean Std Dev Min Max

1 Board size 7.08 1.79 4.00 15.00
2 Board independence (%) 49.21 13.39 20.00 100.00
3 Female director (%) 13.85 12.62 0.00 60.00
4 Foreign director (%) 6.23 15.00 0.00 100.00
5 Board ethnicity 2.06 0.73 0.00 4.00
6 Board meetings 5.51 1.92 4.00 19.00
7 Audit committee size 3.22 0.54 2.00 7.00
8 Audit committee independence (%) 90.00 0.59 50.00 100.00
9 Audit committee meetings 5.06 1.03 4.00 11.00

Panel B: Corporate Governance Index

Year Mean Std Dev Min Max

Year 2017 (N = 153) 10.01 1.26 7.00 14.00
Year 2018 (N = 153) 10.08 1.39 7.00 14.00
Overall (N = 306) 10.05 1.33 7.00 14.00

The mean score for female directors on boards was 13.85 per cent, ranging from 0 to
60 per cent. The percentage is slightly higher than that found by Katmon et al., (2017) [106],
who reported that the percentage of female directors on boards was only 8.4 per cent, with
a minimum of 0 and a maximum of 40 per cent. These results indicate that board gender
diversity has been progressing in the Malaysian business environment, albeit very slowly.

The mean score for the number of foreign directors on boards was 6.23 per cent. The
average is lower than that mentioned in the studies by Katmon et al., (2017) [106] and
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Ibrahim and Hanefah (2016) [107], who reported 7 per cent and 10 per cent for the numbers
of foreign directors on boards, respectively. The maximum of 100 per cent indicates there
were sample companies whose boards consisted of only foreign directors. The mean for
the board ethnicity was 2.06, with a minimum of 0 and a maximum of 4. The mean of 2.06
indicates that, on average, the sample company boards consisted of at least two different
ethnicities. The mean score for board meeting frequency was 5.51 times. The minimum for
the board meeting frequency was 4 times and the maximum was 19 times per year.

The mean size of the audit committees was 3.22, comparable with the means of
3.24 in Katmon et al., (2017) [106] and 3.51 in Mohamad Nor et al., (2010) [108]. This
finding is consistent with the Bursa Malaysia Listing Requirement, which states that audit
committees must have a minimum of three members. The mean percentage for the audit
committee independence was 90 per cent, with a minimum of 50 per cent and a maximum
of 100 per cent. This result is not consistent with the requirement in the MCCG 2017, which
requires 100 per cent of the audit committee members to be independent directors. The
mean number of audit committee meetings was 5.51 per year. The MCCG 2017 requires
that audit committee meetings must be held at least four times a year.

Panel B displays the corporate governance index for 2017 and 2018 and the overall
scores. The data reveal that the average corporate governance index increased from 10.01
(2017) to 10.08 (2018), with a minimum of 7 and a maximum of 14. The overall score for the
corporate governance index was 10.05.

4.3. Descriptive Information for Environmental and Social Reporting Quality (ESRQ)

This study measured the level of ESRQ based on 4 disclosure dimensions, comprising
20 items with a maximum score of 60. Table 8 shows that the average score for employee
relations was 6.69 out of 18.00, with a maximum score of 13.00. The average for community
involvement was 5.52 out of 18.00, with a maximum score of 18.00. In addition, the average
for product was 4.82 out of 12.00, with a maximum score of 10.00, and the average for
environment was 5.38 out of 12, with a maximum score of 11.00.

Table 8. Descriptive statistics for environmental and social reporting quality.

Panel A: ESRQ Based on Specific Aspects

Dimension Mean Std. Dev. Min Max

1 Employee relations 6.69 2.53 0.00 13.00

2 Community
involvement 5.25 3.90 0.00 18.00

3 Product 4.82 3.15 0.00 10.00
4 Environment 5.38 2.32 0.00 11.00

Panel B: ESRQ Based on Year

Mean Std. Dev. Min Max

Year 2017 (n = 153) 20.31 9.84 0.00 43.00
Year 2018 (n = 153) 23.97 8.50 2.00 43.00
Overall (n = 306) 22.14 9.36 0.00 43.00

Panel B in Table 8 shows that the overall mean ESRQ score was 22.14, with a maximum
score of only 43.00. The table also shows that ESRQ increased from 20.13 in 2017 to 23.97
in 2018.

4.4. Regression Assumptions

Multicollinearity is an essential assumption in regression analysis [92]. This study
applied the variance inflation factor (VIF) to test multicollinearity and tolerance (1/VIF)
in order to investigate collinearity issues. According to Gujarati (2003) [92], a VIF value
of less than 10 and a tolerance value of more than 0.1 indicate no multicollinearity issues.
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Table 9 shows that the VIF values were less than 10 and the tolerance values were more
than 0.1. Thus, the models specified in this study are less likely to suffer from these issues.

Table 9. VIF and tolerance values for independent variables.

Variables VIF 1/VIF

SIZE 1.69 0.591435
LEV 1.42 0.701828

ESRQ 1.39 0.720903
ROA 1.37 0.730693
RISK 1.13 0.887361
MTB 1.10 0.907062
CGI 1.07 0.937636

In order to assess the strength and direction of the association between corporate
reputation and all other variables, the correlation coefficients between the variables were
obtained using the Pearson correlation test. The results could also be used to test multi-
collinearity [92]. Table 10 shows that none of the independent variables had a correlation
coefficient of more than 0.8 when set against any other independent variables. We observed
that the highest degree of correlation existed between CR and SIZE (0.581). Thus, there
were no multicollinearity issues among the independent variables in this study.

Table 10. Correlation matrix.

Variables CR CGI ESRQ SIZE LEV MTB ROA RISK

CR 1
CGI 0.177 *** 1

ESRQ 0.576 *** 0.192 *** 1
SIZE 0.581 *** 0.125 ** 0.489 *** 1
LEV 0.149 *** −0.040 0.077 0.327 *** 1
MTB 0.255 *** 0.080 0.199 *** 0.194 −0.011 *** 1
ROA 0.250 *** 0.158 *** 0.159 *** 0.214 *** −0.338 *** 0.242 *** 1
RISK 0.234 *** −0.053 0.195 *** 0.279 *** 0.222 *** 0.016 −0.019 1

*** p < 0.01 ** p < 0.05. CR = corporate reputation, CGI = corporate governance index, ESRQ = environmental and social reporting quality,
SIZE = total assets, LEV = leverage (total debts/total assets), MTB = market to book value, ROA = return on assets, RISK = beta.

4.5. Testing of Hypothesis

As discussed, three hypotheses were tested in the study. The results of all the regres-
sion analyses used to test these hypotheses are presented in Table 11.

Table 11. Results of regression analyses.

Variables CR CR ESRQ CR

Model 1 Model 2 Model 3 Model 4

Constant −0.848 *** −0.533 *** −0.435 *** −0.613 ***
(−6.820) (−5.530) (−4.920) (−5.120)

CG 0.238 ** 0.213 ** 0.122
(2.050) (2.590) (1.130)

ESRQ 0.552 *** 0.540 ***
(7.420) (7.180)

SIZE 0.078 *** 0.052 *** 0.048*** 0.052 ***
(9.200) (6.080) (7.950) (6.040)

LEV 0.001 0.001 −0.001 0.001
(0.110) (0.770) (−1.600) (0.780)

MTB 0.032 ** 0.232 ** 0.017 * 0.023 **
(2.660) (2.060) (1.960) (2.050)

ROA 0.003 * 0.003 ** −0.001 0.003 **
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Table 11. Cont.

Variables CR CR ESRQ CR

Model 1 Model 2 Model 3 Model 4

(1.950) (2.330) (−0.250) (2.210)
RISK 0.033 ** 0.021 0.019 * 0.022

(2.100) (1.430) (1.770) (1.520)
R2 0.385 0.473 0.279 0.476

Adjusted R2 0.373 0.460 0.2646 0.463
F-statistic 31.270 44.880 19.290 38.680
Prob > F 0.000 0.000 0.000 0.000

*** p < 0.01, ** p < 0.05, * p < 0.10. CR = corporate reputation index, CG = corporate governance index,
ESRQ = environmental and social reporting quality, SIZE = total assets, LEV = leverage (total debts/total assets),
MTB = market to book value, ROA = return on assets, RISK = beta.

4.5.1. Corporate Governance (CG) and Corporate Reputation (CR)

Model 1 in Table 11 presents the regression analysis results used to test H1. Consistent
with expectations, corporate governance is significantly and positively associated with
corporate reputation (B = 0.238, t = 2.050, p < 0.05). The adjusted R2 for model 1 was
37.3 per cent, indicating that 37.3 per cent of the variation in CR was explained by a set of
predictors in model 1. Therefore, H1 was accepted.

The findings suggest that companies with effective corporate governance have better
corporate reputations. Effective corporate governance mechanisms are established to
protect investors, maximise corporate value and increase confidence in capital markets [26].
A company’s good reputation depends strongly on internal organisational support, such
as the corporate board and the audit committee characteristics. Based on agency theory,
effective board members can reduce agency conflicts and enhance companies’ outcomes.

The findings support previous empirical studies [24,25] that confirmed that corporate
governance is positively and significantly associated with corporate reputation. Bravo
et al., (2015) [26] also showed that directors’ characteristics are associated with increased
stakeholder confidence and a better company reputation.

4.5.2. Environmental and Social Reporting Quality (ESRQ) and Corporate Reputation (CR)

Table 11 also shows the results for the regression analysis used to test H2, which
investigates the relationship between ESRQ and CR (model 2). Consistent with the pre-
dictions, there is a significant positive relationship between ESRQ and CR (B= 0.552,
t = 7.420. p < 0.01). The adjusted R2 is 46.33 per cent, F =44.88 and p < 0.000. Therefore, H2
was accepted.

The findings indicate that CR is the outcome of a company’s actions and that CSR
activities are among the most effective ways of building a good reputation [109]. Hence,
a company’s involvement in socially responsible activities enhances their image and rep-
utation, as well as contributing to society’s well-being. In addition, engaging in envi-
ronmental and social activities improves stakeholder satisfaction and positively affects
corporate reputation [110]. In other words, ESRQ helps companies to build a positive
image among stakeholders.

The findings support prior studies that showed that when companies take part in
environmental and social activities, this leads to the improvement of corporate reputa-
tion [34,57,111–114]. Bayoud and Kavanagh (2012) [115] also found that environmental
and social reporting enhances corporate reputation and financial performance, attracts
foreign investors and increases customer satisfaction and employee commitment. There-
fore, companies should become involved with socially responsible activities to improve
their reputation.

The findings of this study can be explained by signalling theory [28], which argues
that companies engage in environmental and social reporting to signal their commitment
to stakeholders [33]. We suggest that, by disclosing high-quality environmental and
social reporting, stakeholders can better understand a company’s overall activities, which
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thereby improves the company’s reputation. This is further supported by Odriozola
et al., (2015) [116], who found that companies that conduct social practices obtain better
reputations. Thus, companies signal their environmental and social activities, which
improves their value and reputation.

4.5.3. Mediating Role of Environmental and Social Reporting Quality (ESRQ) in the
Relationship between Corporate Governance (CG) and Corporate Reputation (CR)

The third hypothesis, H3, investigates whether ESRQ mediates the relationship be-
tween CG and CR. To examine this hypothesis, this study followed the three-step procedure
recommended by Barron and Kenny (1986) [104]. In the first step, the independent variable
must be significantly associated with the dependent variable. The results of model 1, as
shown in Table 11, indicated that the independent variable, CG, was significantly associ-
ated with the dependent variable, CR (B = 0.238, t = 2.050, p < 0.05). Therefore, the results
fulfilled the first requirement in the examination of this hypothesis.

In the second step, the independent variable must be significantly associated with
the mediator variable. The result of model 3 (Table 11) also showed that the independent
variable, CG, was significantly associated with the mediation variable, ESRQ (B = 0.213,
t = 2.590, p < 0.05).

In the third step, the mediating variable (ESRQ) must be significantly associated
with the dependent variable (CR) after controlling for the other independent variable
(CG). Model 4 (Table 11) showed that the mediator variable, ESRQ, had a significant and
positive association with the dependent variable, CR, after including the effect of the other
independent variable, CG, in the model (B = 0.540, t = 7.180, p < 0.001).

Thus, this study fulfilled the requirements of the three-step procedure for the media-
tion analysis, which indicated that ESRQ mediated the relationship between CG and CR.
Table 12 summarises the results of the analysis.

Table 12. Summary of results for mediation analysis.

Steps Dependent Variable Independent Variables Coefficient Coefficient Value

First step CR CG Total effect (c) 0.238 **
Second step ESRQ CG Indirect effect (a) 0.213 **
Third step CR ESRQ and CG Indirect effect (b) 0.540 ***

Direct effect (c’) 0.122

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

The summary shown in Table 12 provides several explanations. First, there was a
positive and significant indirect effect, a and b, between CG and ESRQ. Second, the direct
effect, c’, between CG and CR was insignificant after including ESRQ, suggesting that
ESRQ fully mediates the association between CG and CR.

The results support the third hypothesis, H3, indicating that ESRQ fully mediates the
relationship between CG and CR. This suggests that an effective CG mechanism improves
ESRQ and, consequently, improves CR. This finding is also supported by [27], which found
that social disclosure fully mediates the impact that having women on boards has on overall
corporate reputation. This study suggests that board diversity plays a role in enhancing
corporate reputation by contributing to a company’s CSR.

The findings of this study are also consistent with agency theory. Effective corporate
governance will strengthen companies’ internal controls and provide an intensive monitor-
ing package for companies to use in reducing opportunistic behaviour and information
asymmetry through ESRQ, thus increasing their overall reputation. Moreover, ESRQ not
only has a direct effect on CR but also has fully mediating effects. Therefore, if companies
want to improve their corporate reputation, managers must improve their environmental
and social reporting quality.



Sustainability 2021, 13, 10452 15 of 24

In conclusion, the main results of the regression analyses support all three hypothe-
ses. Additional analyses are discussed in Section 4.6 to provide a better explanation of
the findings.

4.5.4. The Results of Control Variables and Corporate Reputation

The results of the control variables are presented in Table 11. The results show that
company size (SIZE) was positively and significantly associated with corporate reputation.
Large companies tend to have a better corporate image and reputation [26,116]. Return on
assets (ROA) was also positively and significantly associated with corporate reputation.
This finding is consistent with prior studies [2,26]. Moreover, consistent with a prior
study [109], Table 11 shows that company growth (MTB) was positively associated with
corporate reputation, as shown in models 1, 3 and 4.

The results also indicate that company risk (beta) was positively and significantly
associated with corporate reputation, as shown in model 1, which as agrees with the
previous findings by Musteen et al., (2010) [25]. However, this finding is inconsistent
with the assertion in prior studies [28,109,117,118] that high risk in business negatively
impacts corporate reputation. Company leverage (LEV) is not significantly associated with
corporate reputation. It has been suggested that a higher level of company debt has a
negative impact on reputation [26].

4.6. Additional Tests

This section discusses several additional analyses used to provide more explanation
and discussion of the main findings. First, an additional test was conducted to investigate
the effect of each corporate governance dimensions (board of directors and audit committee)
on corporate reputation and ESRQ. Second, an additional test was conducted to examine
the impact of corporate governance on the individual corporate reputation dimensions,
and a third test was conducted to analyse the impact of ESRQ on the individual corporate
reputation dimensions.

4.6.1. Corporate Governance Dimensions on Corporate Reputation (CR) and
Environmental and Social Reporting Quality (ESRQ)

Table 13 shows that only the board of directors dimension significantly influenced
both CR ((B = 0.213, t = 2.590, p < 0.05) and ESRQ ((B = 0.213, t = 2.590, p < 0.05). This
finding indicates that effective board member characteristics help to improve CR and ESRQ.
These outcomes support earlier findings suggesting that board members monitoring of
organisations’ decision-making processes and their involvement in environmental and
social activities can improve the reporting quality and corporate reputation.

Table 13 also shows that the audit committee characteristics had insignificant associa-
tions with CR and ESRQ. This could have been due to the role of committees focusing more
on corporate financial reporting rather than environmental and social reporting. However,
this finding is not consistent with past studies [119–121], which found that audit committee
characteristics could be more effective in monitoring the company, which would lead to
better quality disclosure.

Table 13. Corporate governance dimensions for corporate reputation.

Variables CR ESRQ

Constant −0.844 ***
(−6.73)

0.432 ***
(4.85)

BOD 0.192 *
(1.78)

0.167 **
(2.18)

AUD 0.046
(0.60)

0.047
(0.85)

SIZE 0.077 ***
(9.11)

0.048 ***
(7.87)
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Table 13. Cont.

Variables CR ESRQ

LEV 0.001
(0.14)

0.001
(1.57)

MTB 0.032 **
(2.59)

0.017 *
(1.90)

ROA 0.003 *
(1.95)

0.001
(0.25)

RISK 0.032 **
(2.05)

0.019 *
(1.73)

R2 0.3858 0.2793
Adjusted R2 0.3713 0.2623

F Value 26.74 16.50
Prob > F 0.000 0.000

*** p < 0.01, ** p < 0.05, * p < 0.10. CR = corporate reputation, ESRQ = environmental and social reporting quality,
BOD = board of directors’ characteristic, AUD = audit committee characteristic, SIZE = total assets, LEV = leverage
(total debts/total Assets), MTB = market to book value, ROA = return on assets, RISK = beta.

4.6.2. Corporate Governance (CG) and Individual Corporate Reputation (CR) Dimensions

Table 14 provides the results of the relationship between the corporate governance
(CG) and individual corporate reputation (CR) dimensions (commitment to stakeholders,
financial performance, media exposure, brand value and awards received). The results show
that corporate governance was only statistically significant in influencing CR, as measured by
stakeholder commitment. This indicates that companies with effective corporate governance
will have initiatives and remain committed to stakeholders’ needs and expectations.

Table 14. Corporate governance and individual corporate reputation dimensions.

Variables CMMT FINPER MEDIA BRAND AWARD

Constant −2.063 *** −0.732 0.0147 −1.713 *** −1.442 ***
(−3.70) (−1.65) (0.06) (−11.16) (−5.43)

CG 1.081 ** 0.454 0.058 0.229 −0.159
(2.08) (1.10) (0.25) (1.60) (−0.64)

SIZE 0.176 *** 0.071 ** 0.042 ** 0.123 *** 0.132 ***
(4.64) (2.36) (2.49) (11.83) (7.34)

LEV −0.001 0.001 0.003 ** −0.001 ** −0.001
(−0.18) (0.08) (2.75) (−2.06) (−0.75)

MTB −0.749 0.137 ** 0.058 ** 0.057 *** 0.048 *
(−1.38) (3.19) (2.40) (3.80) (1.86)

ROA 0.003 0.025 *** 0.001 −0.006 *** −0.005
(0.51) (5.17) (0.54) (−3.78) (−1.62)

RISK 0.068 0.082 0.012 0.004 0.062 *
(0.97) (1.48) (0.41) (0.23) (1.86)

R2 0.1204 0.2215 0.1099 0.4041 0.2254
Adjusted R2 0.1027 0.2059 0.0921 0.3921 0.2099

F-statistic 6.82 14.18 6.16 33.79 14.5
Prob > F 0.000 0.000 0.000 0.000 0.000

*** p < 0.01, ** p < 0.05, * p < 0.10. CG = corporate governance index, CMMT = commitment to stakeholders,
FINPER = financial performance, MEDIA = media exposure, BRAND = brand value, AWARD = award received,
SIZE = total assets, LEV = leverage (total debts/total assets), MTB = market to book value, ROA = return on assets,
RISK = beta.

Table 14 also shows that CG had no significant impact on the other CR dimensions:
financial performance, media exposure, brand value and awards. A possible reason for the
insignificant results could be the limitations of the sample companies’ data. For example,
only 9.8 per cent of the sample companies were in the list of the Top 100 Companies
of Brand Finance and only 28 per cent of the sample companies received awards from
external parties.
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4.6.3. Environmental and Social Reporting Quality (ESRQ) and Individual Corporate
Reputation (CR) Dimensions

Table 15 shows the results for the association between ESRQ and the CR dimensions.
The results show that ESRQ significantly influenced all dimensions of CR. The positive
association between ESRQ and CR indicates that disclosure quality sends signals to capital
markets and reduces information asymmetry between managers and stakeholders. This
result is supported by signalling theory, which argues that companies engage in environ-
mental and social reporting quality to signal to their stakeholders that they are performing
better than other companies. This increases their corporate reputation, suggesting that
reporting quality is an important tool used to manage corporate reputation [28,93].

Table 15. Disclosure reporting quality and individual corporate reputation dimensions.

Variables CMMT FINPER MEDIA BRAND AWARD

Constant −0.367 *** −0.644 *** 0.152 *** −1.512 *** −1.360 ***
(−0.93) (−1.75) (0.74) (−11.80) (−6.25)

ESRQ 3.386 *** −0.643 ** 0.336 ** 0.189 * 0.599 ***
(11.07) (−2.26) (2.12) (1.91) (3.56)

SIZE 0.017 0.106 ** 0.026 0.116 *** 0.102 ***
(0.48) (3.24) (1.40) (10.12) (5.22)

LEV 0.002 −0.001 0.003 ** 0.001 * 0.001
(0.78) (−0.15) (2.95) (1.91) (0.41)

MTB −0.131 ** 0.151 ** 0.052 ** 0.054 *** 0.037
(−2.83) (3.49) (2.16) (3.61) (1.45)

ROA 0.004 0.026 *** 0.002 0.006 *** 0.005 *
(0.84) (5.34) (0.57) (3.64) (1.73)

RISK −0.002 0.089 0.006 0.001 0.053
(−0.04) (1.60) (0.21) (0.07) (1.63)

R2 0.3671 0.2314 0.1229 0.4062 0.5590
Adjusted R2 0.3544 0.2160 0.1053 0.3943 0.2410

F-statistic 28.91 15.01 6.98 34.09 17.14
Prob > F 0.000 0.000 0.000 0.000 0.000

*** p < 0.01, ** p < 0.05, * p < 0.10. ESRQ = environmental and social reporting quality, CMMT = commit-
ment to stakeholders, FINPER = financial performance, MEDIA = media exposure, BRAND = brand value,
AWARD = award received, SIZE = total assets, LEV = leverage (total debts/total assets), MTB = market to book
value, ROA = return on assets, RISK = beta.

4.6.4. Qualitative Case Studies

This section explains the findings qualitatively, by examining the practices of a sample
company, DRB-Hicom Berhad. The company is one of the largest conglomerates in Malaysia
with a market capitalisation of RM2.707 billion, and an estimated 56,000 employees globally.
The company’s principal activities are in the automotive, services and properties sectors.

DRB-Hicom Berhad scored 11 out of 14 for the corporate governance effectiveness
indicators, which was among the highest in the sample companies. The high score could
have been due to the characteristics of its board members, half of them being independent,
with a good mixed of board qualifications, experiences and gender diversity. The company
also held more meetings (eight meetings in 2018), more than what is required by the MCCG,
indicating board members who are more committed to discuss corporate issues.

According to agency theory, a company with good governance will be able to minimise
agency conflict and achieve a better corporate reputation [26]. As mentioned, corporate
reputation was measured based the positive media reporting and the awards won at
local and international levels. DRB-Hicom Berhad had positive media coverage in The
Edge Malaysia more than 50 times in the period of study. Additionally, the company also
won more than five awards, including at the Asia Sustainability Reporting Awards (https:
//www.drb-hicom.com/sustainability/awards-recognition/ (accessed on 15 September
2021)) in 2018.These qualitative data support hypothesis 1, which predicted a positive
association between corporate governance effectiveness and corporate reputation. Effective

https://www.drb-hicom.com/sustainability/awards-recognition/
https://www.drb-hicom.com/sustainability/awards-recognition/
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corporate governance ensures that the board members perform their monitoring roles with
more accountability and transparency, which enhances reputation [24].

Additionally, DRB-Hicom Berhad had high environmental and social reporting quality
(ESRQ), with an average score of 37 compared to the average score of 22 for the rest of the
sample companies (Table 8, panel B). Signalling theory proposes that companies engage
in socially responsible activities and report those activities to build connections with
stakeholders and anticipate positive outcomes [7]. In this case, the theory predicts that
DRB-Hicom Berhad provided the environmental and social reporting in order to improve
corporate reputation. These trends for the ESRQ and corporate reputation data of DRB-
Hicom Berhad support hypothesis 2 regarding a positive association between the quality
of environmental and social reporting with corporate reputation.

Moreover, hypothesis 3 proposed that corporate reputation is the outcome of effective
corporate governance, which improves the quality of environmental and social report-
ing. High reporting quality fulfils stakeholders’ information needs and interests, meets
stakeholders’ information demands and leads to the improvement of corporate reputation.
In other words, effective corporate governance monitors and controls managers so that
the quality of their environmental and social reporting improves, which reduces agency
costs and, eventually, contributes to companies’ corporate reputations. DRB-Hicom Berhad
performed well in all these three categories: corporate governance effectiveness, quality
of environmental and social reporting and corporate reputation. Therefore, according to
agency and signalling theory, the findings support hypothesis 3 that environmental and so-
cial reporting quality mediates the relationship between corporate governance effectiveness
and corporate reputation.

5. Conclusions and Implications

Corporate reputation is a company’s most valuable asset. It is a reflection of the
company’s past performance that sends signals about its possible future performance. It
is a logical outcome, among others, of corporate governance effectiveness and corporate
social responsibility initiatives that fulfil stakeholder needs.

This study examined the impacts of corporate governance and environmental and
social reporting quality on corporate reputation and tested the mediation role of environ-
mental and social reporting quality in the relationship between corporate governance and
corporate reputation. This study employed agency and signalling theory to test all the
hypotheses. Agency theory proposes that effective corporate governance mechanisms
help companies to alleviate various principal–agent conflicts in order to achieve better
outcomes. Effective corporate governance ensures that senior management perform their
roles and responsibilities with accountability and transparency in order to enhance the
company’s reputation. This finding is consistent with signalling theory, in that companies
engaged in environmental and social reporting quality to improve their reputation from
their stakeholders’ perspective.

The results of the study reveal that corporate governance and environmental and
social reporting quality influence corporate reputation. The results also show that corpo-
rate governance significantly influences environmental and social reporting quality. The
mediation analysis showed that environmental and social reporting quality fully mediated
the relationship between corporate governance and corporate reputation. This finding
indicates that an effective corporate governance mechanism could improve the quality
of environmental and social reporting disclosure, which would subsequently enhance
corporate reputation. The findings are consistent with agency theory, which proposes that
effective corporate governance strengthens the internal control of a company. It also pro-
vides better monitoring for companies to reduce opportunistic behaviours and information
asymmetry through environmental and social reporting quality, which can thus improve
companies’ reputations.
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5.1. Research Implications and Contributions

This study fills a research gap in the literature by providing evidence of the impact of
board diversity on corporate reputation in Malaysia. Most previous studies explored the
impact of boards of directors on environmental and social reporting. However, very few
studies have examined the impact of board diversity on corporate reputation. The results
of this study show that board composition and diversity (board independence, diverse
educational background, experiences, ethnicity and gender) and the quality of environ-
mental and social reporting play a significant role in influencing corporate reputation. The
differences within board membership and diversity in board members’ backgrounds bring
different perspectives, expertise and knowledge to boardroom discussions and improve the
decision-making process. The findings can help companies to set criteria and qualifications
when appointing new board members. This means the newly appointed members must
satisfy the diversity criteria set by the nomination committee of the board. This diversity
requirement is consistent with the MCCG (2017), which proposed that board members must
have the right mix of skills, knowledge, experience and independent elements in order to
make the best possible decisions and achieve the company’s objectives and strategic goals.

This study is also among the first that attempts to provide empirical evidence for the
mediation role of environmental and social reporting quality between corporate governance
and corporate reputation in developing countries. The results of the mediation analyses
indicate that environmental and social reporting quality fully mediates the relationship
between corporate governance and corporate reputation. The finding adds to the literature
the finding that effective corporate governance is vital for more transparent and higher
quality environmental and social reporting.

This study developed a corporate reputation index by combining five different dimen-
sions from internal and external sources: commitment to stakeholders, financial perfor-
mance, media exposure, brand value and awards received by companies. Such an index
adds value to the existing literature on reputation studies. Previous studies from developed
countries such as the US, the UK and Spain have used corporate reputational rankings to
measure corporate reputation while testing its association with different antecedents and
consequences. The reputational ranking has been criticised because such assessments of
corporate reputation were only based on surveys of senior management and analysts, who
would not necessarily represent all stakeholder groups. Thus, this study contributes by
offering a better measurement of a corporate reputation index based on five dimensions,
incorporating stakeholder perceptions of companies and other financial and non-financial
dimensions, as suggested by past studies.

5.2. Research Limitations and Future Research

Several research limitations should be addressed. First, this study used a quantitative
research method and collected secondary data from various sources, such as company
annual reports, the Brand Finance website and the advanced Google research function.
Some information, such as information on environmental and social reporting quality
and the stakeholder dimension for corporate reputation, were collected manually from
annual reports using a content analysis technique. In order to enhance the understanding
of the research phenomena, future research could explore qualitative research methods,
such as using detailed structured/unstructured personal interview techniques with senior
managers to understand their motivations for providing social and environmental reporting
and the role of effective corporate governance on disclosure. This type of detailed interview
would uncover other factors that could influence corporate reputation.

Second, this study excluded all companies from the financial, banking, insurance,
trust, closed-end funds and securities sectors, since they are subject to different rules and
regulations that might have influenced the results of the study. Therefore, the findings
of this study cannot be generalised to companies in these sectors. Future studies can
be conducted on these financially related companies. Those new findings would add to
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the existing academic literature that explores the financial and banking perspectives of
reputational studies.
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