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Abstract: The code of corporate governance in Saudi Arabia places a greater focus on social respon-
sibility initiatives by Saudi companies and the reporting of such activities to the community. The
current study examines the relationship between corporate governance mechanisms and environ-
mental, social, and governance (ESG) disclosures amongst Saudi companies. In particular, we extend
previous studies by covering unique Saudi corporate governance mechanisms (i.e., the presence of
members of the royal family on the board (BROY) and of external members on the audit committee
(ACEXT)), and their impact on ESG disclosure. Using 206 company-year observations for Saudi listed
companies spanning the period 2010 to 2019, we find the presence of BROY and ACEXT has a positive
and significant association with ESG disclosure. The findings of this study may help policymakers to
develop regulations regarding corporate governance mechanisms to enhance ESG disclosure.

Keywords: board of directors; audit committee; corporate social responsibility; Saudi Arabia

1. Introduction

Sustainable development approaches have become a popular issue for public listed
companies and their various stakeholders over recent decades [1–3]. Sustainable develop-
ment is defined by the World Commission on Environment and Development (1987) as
development that meets present requirements without compromising future generations’
capability to meet their own needs. Hence, companies currently employ environmental,
social, and governance (ESG) policies and engage in a variety of ESG-linked practices
to warrant sustainable business practices [4]. According to Ref. [4], ESG helps compa-
nies to find a balance between their commercial and social objectives, as well as making
effective use of scarce resources. In addition, ESG emphasises the interests of all stake-
holders, not just shareholders, by taking into consideration societal, environmental, and
ethical aspects [3].

Prior research provides rich evidence on the benefits of ESG disclosure for companies
and their stakeholders. Ref. [5] proposed ESG as a strategic device to improve corporate
reputation and enhance access to financial resources. Empirical literature suggests that
companies with higher ESG performance are inclined to reveal more information because
they seek to signal their credibility and trustworthiness as well as to solidify their image
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as generous corporate citizens, affecting investors’ and other stakeholders’ favourable
perception of them [6]. Hence, disclosing information on ESG activities can be utilised to
legitimise the company in the eyes of consumers, bringing competitive advantages to the
company and thereby improving its performance and value [7–9]. In relation to the agency
problem, ESG reporting diminishes information asymmetry between the company insiders
and stakeholders [10,11].

Corporate governance is responsible for balancing economic, social and environmental
issues [5,9,12]. Corporate governance structures, for example, the board of directors and the
audit committee, are established to monitor and control managers’ decisions and company
activities that involve community and society engagement in order to bring direct and
indirect benefits to stakeholders. The board of directors as corporate governance’s main
mechanism is responsible for overseeing executives and ensuring that stakeholders’ needs
are met. Hence, the structure of the board is critical for the effectiveness of its monitoring
duties. For instance, independence, diligence, and relevant expertise of board members
motivate managers to reach high levels of integrity, transparency, and disclosure [13,14].
Interestingly, in the Gulf Cooperation Council (GCC) countries, a unique feature of the
board of directors is the presence of royal family members (BROY). Most of the listed
companies in GCC countries have at least one ruling family member on their boards [15,16].
However, little is known about how such companies are governed or how their ESG
activities differ from their counterparts which have no royal family involvement [17]. As
responsible stewards and community leaders, BROY may prioritise stakeholders’ concerns
and eschew self-serving benefits, and influence management to further the interests of
stakeholders by pursuing an ESG agenda.

In addition, the audit committee, which is a board of directors sub-committee, is
responsible for monitoring the reporting of both financial and non-financial information
with the purpose of reducing information asymmetry between companies, executives, and
stakeholders [14]. The audit committee has a major role in supervising both mandatory and
voluntary disclosures, including ESG information. In the Saudi context, it is permissible
to appoint an external member to audit committees, someone not among the board of
directors, i.e., non-director member (ACEXT). According to the Saudi Code of Corporate
Governance (SCCG), audit committees can thus include members from outside the board,
usually with financial or legal experience [18]. For example, based on the annual report for
the year ending 2019, three of the six members of the audit committee of SABIC (Saudi Basic
Industries Corporation) are non-directors, including the audit committee chair [19]. These
non-director members are expected to be intense monitors as they are more independent
and more attentive. They are not over-committed with a heavy workload as they are not
required to attend board meetings and other board sub-committee meetings. According to
Ref. [20], the audit committee chair’s lack of attention is connected with poor internal audit
processes due to the heavy workload and limited time and expertise.

A rich empirical literature has investigated the influence of board and audit committee
attributes on ESG disclosure, providing evidence that certain board and audit committee
features enhance ESG disclosure. Most of these studies was heavily concentrated on devel-
oped countries, with a few from East Asian emerging markets [5,14,15,21,22]. Nevertheless,
to the best of our knowledge, there is a shortage of empirical research addressing the asso-
ciation between BROY and ESG disclosure in the Saudi context. The absence of empirical
research might be due to the limited disclosure of BROY in the annual reports. Further, no
research has yet examined the relationship between ACEXT and ESG disclosure. Thus, our
paper attempts to add to this sparse empirical literature, and assess the efficacy of Saudi’s
regulation on audit committee composition.

Our study is focused on the Saudi market for the following reasons. First, the Saudi
listed companies have commitments towards ESG practices, as Saudi Vision 2030 imposes
certain requirements related to the environment and society (see Section 2.2 below). Accord-
ing to SCCG, all Saudi public listed companies are required to provide non-financial reports
on their ESG activities. Ref. [23] noted that Saudi Arabia ranked second in the Middle East
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and North Africa regions for adopting and implementing ESG concepts. Second, Saudi
Arabia is a member of the G20 and has been classified as the Middle East’s largest market,
responsible for 25% of the Arab world’s gross domestic product (GDP) [24]. Saudi is also
one of the largest oil exporters in the world [25]. These make it an attractive market for
scholars to conduct scientific research, particularly on topics linked to corporate governance
and sustainability.

The current study adds to the corporate governance and ESG disclosure literature in
several ways. First, our study is conducted to investigate the role of BROY in legitimising
ESG, which is considered a unique board characteristic of GCC countries of which Saudi
Arabia represents the largest market. Second, although the majority of corporate gover-
nance mechanisms have rules to ensure audit committee independence, the SCCG allows
companies to assign someone from outside the board of directors to be a member of the
audit committee, provided the person holds relevant qualifications and experience that
is more likely to enhance the monitoring duties. Thus, our study is among the first that
examines the role of ACEXT on ESG reporting. Our findings show that BROY and ACEXT
have positive effects on ESG disclosures by Saudi companies.

The rest of our paper is organised as follows. The development of hypotheses for
BROY and ACEXT is discussed in Section 2. Section 3 describes the methodology. Section 4
presents the results and discussion. Finally, the study’s conclusion, policy implications and
limitations are reported in Section 5.

2. Literature Review and Hypotheses Development
2.1. Theoretical Framework of the Study

Several organisational theories have been used to investigate the relationship between
business and society. These theories explain why businesses willingly share data on their
ESG activities [2]. The literature on ESG disclosure focused on four primary theories:
legitimacy theory, agency theory, signalling theory, and stakeholder theory. Based on
agency theory, a specific association exists between the shareholders and management,
characterised by the presence of mutual interests [26]. Managers’ interests, however, are
not necessarily aligned with the interests of other shareholders [27]. Hence, firms provide
ESG disclosure in order to reduce this information asymmetry [28]. Indeed, increased
ESG disclosure by management, which represents additional non-financial information,
improves the information environment and reduces the knowledge barrier between a firm
and its shareholders [29].

According to stakeholder theory, in order to sustain a healthy and long-term con-
nection with stakeholders, firms respond to the worries and expectations of key stake-
holders such as employees, creditors, customers, auditors, suppliers, and the govern-
ment, in addition to the general public by disclosing sustainability information on ESG
pursuits [21,30,31]. As this study seeks to find out to what extent BROY and ACEXT influ-
ence organisational activities to meet the expectations of various stakeholders and society in
general, we use agency theory and stakeholder theory to develop our theoretical framework
and hypotheses.

Furthermore, legitimacy theory and signalling theory are also widely used to explain
environmental and social disclosures. According to the legitimacy theory, an entity must
reveal more social activities at the back of changes in the marketplace [32]. If a company is
rewarded for behaving more socially than other companies, the legitimacy gap between
the company and society can be bridged. ESG disclosure, according to signalling theory,
signals to investors and other influential and economic stakeholders that the company is
actively participating in ESG practices to create long term value. As part of its ESG strategy,
top management plans to educate its stakeholders on its ESG efforts and expand its board
expertise, as this leads to better corporate responsibility and a closer relationship between
business and society [33]. A company with a strong ESG performance might find it easier
to build a reputation for dependability in the capital and debt markets [34].
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2.2. Corporate Governance and ESG Regulations in Saudi Arabia

A variety of rules and legislation enhances corporate governance in Saudi listed com-
panies. The Ministry of Commerce and Industry released the disclosure and transparency
rules in 1985. As transparency and disclosure are two of the most important aspects of good
corporate governance practice [35,36], the implementation of these rules should improve
corporate governance standards. Saudi Arabia has made significant progress in corporate
governance over the last two decades, beginning with the issuing of internal control guide-
lines in 2000 and the SCCG in 2006. Starting from 2010, SCCG became compulsory for all
Saudi listed companies [37].

The Code comprises several important areas including the board of directors, share-
holders’ rights, board committees, external auditor, transparency and disclosure, and,
finally, the code’s implementation. The code establishes regulations for the formation, re-
sponsibilities, and composition of the board of directors in order to ensure its independence
in carrying out its statutory tasks. According to SCCG, Articles 16 and 17, the board size
must be appropriate to the size and nature of the company’s activities, and non-executive di-
rectors should form a majority. Pertaining to the composition of the audit committee, SCCG
in Chapter 2 section A states that “An audit committee shall be formed by a resolution
of the Company’s Ordinary General Assembly, and the members of the audit committee
shall be from the shareholders or others, provided that at least one of its members is an
Independent Director and that no Executive Director is among its members”. According
to Ref. [38], in 2020, non-executive and independent directors account for 91.4 percent of
total seats on boards of directors of Saudi publicly traded companies (see Figure 1). In
addition, the audit committee member seats from outside the board of directors represented
49.2 (47) percent in 2020 (2019).
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Saudi Arabia launched the strategic Saudi Vision 2030 in 2016 to diversify its economy
away from oil. As a result, the role of corporate governance in strengthening the ESG
disclosure policy is an empirical issue. Saudi Arabia’s current corporate governance
code was created to be in alignment with global best practice, such as the Organization
for Economic Cooperation and Development (OECD) standards [39]. Saudi companies’
ESG activities were given more weight in the Code. As stated on page 46 of Article 87:
Social Responsibilities “The Ordinary General Assembly, on the recommendation of the
Board, shall establish a policy that ensures a balance between its objectives and those
of the community for the purposes of developing the community’s social and economic
conditions” [18]. Furthermore, on page 46, Article 88: Social Initiatives stated that “The
Board shall establish programs and determine the necessary methods for proposing social
initiatives by the Company”.
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2.3. Royal Family Member (BROY)

The board of directors is the most important monitoring mechanism for controlling
management’s actions and ensuring that they are aligned with the interests of shareholders.
According to a National Association of Corporate Directors (NACD) survey, 55 percent of
directors say their boards have allocated ESG supervision to the whole board, and almost
80 percent of public firm boards interact with ESG issues in some meaningful way, such as
their linkages with strategy and risk [40]. Meanwhile, in the GCC countries, BROY have a
crucial role in the growth of businesses in GCC markets, together with the formation of
local businesses. The presence of BROY avails critical resources to firms, and promotes
active stakeholder engagement due to their political and social status [41]. They are also
well-liked and respected in the community, therefore companies employ them as directors
to boost their legitimacy and reputation, and to provide external linkages through their
networks [42]. BROY are also influencers with vast wealth who attract media and public
attention. Thus, BROY are more inclined to focus on societal issues to improve their social
reputations and gain favourable media coverage. As a result, BROY are likely to urge
the management to implement appropriate ESG activities and strategies that meet the
interests of numerous stakeholders. In addition, BROY are considered as vital leaders
in their communities, and have a responsible position in serving their society as well as
their charity organisations [16]. While BROY may not necessarily play a part in the actual
management, executives are inspired by their style of servant leadership. For example,
if BROY direct managers to contribute to charity activities, the managers will instantly
comply with their requests [16].

Ref. [43] claims that BROY play a crucial role in minimising agency problems and
information asymmetry, as well as influencing ESG reporting. In GCC countries, royal
family representation on boards of directors is a cultural norm. At least one member of the
ruling family serves on the boards of directors of many GCC-listed companies [44]. Servant
leaders, according to signalling theory, serve individuals, organisations, and communities.
In Arabic culture, leaders are responsible for the community, which can send a positive
message to stakeholders. Hence, BROY can influence management to further the interests
of stakeholders [16].

A few empirical studies have explored the effect of a board containing royal family
members in GCC countries on corporate disclosure and have documented contradictory
results. For instance, Ref. [16] reported a positive relationship between BROY serving on the
board of directors and ESG disclosure. Using a sample of banks in GCC countries, Ref. [41]
found that the existence of BROY is positively associated with the level of voluntary
corporate responsibility disclosure. However, Ref. [45] found a negative influence of
concentrated ownership on ESG disclosure, where firms with concentrated ownership
typically have members of the royal family on the board and hold significant ownership in
GCC listed companies. In addition, Ref. [46] found that the presence of the royal family on
the boards of Kuwaiti companies has a negligible impact on voluntary disclosure policies.
From the discussion above, our study proposes the following hypothesis:

Hypothesis 1 (H1). The presence of royal family members on the boards of directors positively
influences ESG disclosure.

2.4. Audit Committee External Members

The audit committee’s primary responsibility is to oversee the financial and non-
financial reporting processes and to reduce information asymmetry among companies,
managers, and stakeholders [14]. Specifically, the audit committee is responsible for super-
vising both mandatory and voluntary disclosures related to ESG. The audit committee plays
a crucial role in how companies tell their story and convey ESG performance. The audit
committee members should understand how ESG risks and opportunities are identified
and prioritised, and oversee the disclosure practices. Due to the potential influence on
shareholder value, investors want to know how companies are dealing with ESG risks
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and opportunities [47]. Boards can leverage the audit committee’s expertise in financial
reporting by appointing the audit committee the responsibility to oversee ESG disclosures.
The audit committee has the expertise to comprehend and evaluate the validity of the
methodologies and procedures used by management to create ESG indicators and other
ESG disclosures. The audit committee may also assist in determining if a company’s inter-
nal controls are adequate for assuring the accuracy, reliability, and consistency of ESG data
across time.

The audit committee needs to be independent of executives to achieve its duties [22,48].
Independent directors, according to agency theory, are more likely to supervise manage-
ment’s operations and promote disclosure. Ref. [49] found that involving directors from
outside the company reduces the opportunity for management to expropriate the com-
pany’s assets. As a result, agency conflict and information asymmetry may be reduced [26].
In Saudi Arabia, it is permitted to appoint non-board directors, the so-called “external
members”, who are invariably independent with wide financial experience and not over-
burdened with commitment, to the audit committees.

Ref. [50] emphasised that a firm’s audit committee should be carefully chosen, with
only members who have the time, dedication, and experience to execute the job successfully.
In addition, Ref. [51] deemed it unfavourable for audit committee members to serve on
other board monitoring committees. When members of the audit committee are also on the
board of directors and serve on other board monitoring committees within the same firm,
their time commitment may be stretched. The SCCG which encourages non-board directors
as audit committee member believes that having “external member” in the audit committee
is a desirable corporate governance mechanism because it allows the person to devote
sufficient time to oversee the ESG practices, as he/she is not overburdened with other board
and sub-committee duties. Ref. [52] found that independent members serving on audit
committees were positively related to voluntary disclosure. According to Ref. [14], audit
committee independence has a strong favourable impact on ESG disclosure. Furthermore,
Ref. [22] found evidence of a relationship between the independence of audit committee
and ESG disclosure. Ref. [53], on the other hand, found no evidence of a relationship
between intellectual capital disclosure and the independence of audit committee.

Although research on this topic has found a positive and significant association be-
tween voluntary financial disclosure and audit committee independence [13,14,21,54], to
our best understanding, there has been no empirical research on the association between
ESG disclosure and ACEXT. As a result, this relationship is an empirical issue that mo-
tivates this research. ACEXT is expected to participate actively in pursuing ESG efforts
aimed at strategically improving the company’s image. Based on this logic, this study
anticipates a positive association between ESG disclosure and ACEXT, leading to the
following hypothesis:

Hypothesis 2 (H2). The presence of audit committee members from outside the board on the audit
committee positively influences ESG disclosure.

3. Research Methodology and Data
3.1. Data and Sample

To examine the association between the independent variables (Royal Family Member
and Audit Committee External Member) with ESG reporting, the Bloomberg database has
been used to collect the ESG data. For the purpose of this study, we used only Saudi compa-
nies that have an annual ESG rating on the Bloomberg database and have the required data
for the analysis from 2010 to 2019. Therefore, our final sample comprises 206 company-year
observations (included in the study’s main model) representing 34 companies spanning the
period 2010 to 2019. The year 2010 was selected as the starting point of our study because
the SCCG became mandatory for all Saudi listed companies effective from 2010 [37]. The
study period ended in 2019, two years after the issuance of SCCG in its current status,
in 2017, and three years after the launched of Saudi Vision 2030, which devotes more at-
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tention to environment and society issues [25]. Furthermore, by excluding sample period
beyond 2019, we control for extraordinary events such as the COVID-19 pandemic which
started in early 2020. Table 1 shows the final sample distribution over the study period. The
data related to our main independent variables and some control variables were manually
collected from Saudi companies’ annual reports downloaded from the Saudi exchange
market website (www.saudiexchange.sa). Thomson Reuters DataStream was used to collect
the data related to other financial control variables.

Table 1. Sample selection.

Sample Distribution Across Study Period

Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Total

Freq 7 17 23 23 21 25 24 26 27 13 206
Percent 3.4 8.25 11.17 11.17 10.19 12.14 11.65 12.62 13.11 6.31 100

3.2. Variables Measurements
3.2.1. Dependent Variable: ESG Reporting

Most empirical ESG studies have used a self-constructed ESG disclosure index [55].
In this study, we utilise the ESG scores with a 0 to 100 scale from the Bloomberg database
to measure our dependent variable (i.e., ESG disclosure). The Bloomberg ESG scores are
considered appropriate to measure ESG activities for several reasons. First, these scores
are based on raw data mapped to the Global Reporting Initiative (GRI) sustainability
disclosure framework, and hence are expected to be useful by highlighting the companies’
strengths and weaknesses related to ESG issues [16,25,56,57]. Second, the Bloomberg
database employs wide-ranging methods to evaluate companies’ ESG data and provides a
0 to 100 score for each ESG category [58,59].

3.2.2. Independent Variables

A royal family member on the board (BROY) as the first independent variable is
measured as a dummy variable that equals 1 if at least one of the board members is from
the royal family, 0 otherwise [16]. The second independent variable, audit committee
external member (ACEXT) is measured as a dummy variable that equals 1 if at least one of
the audit committee members is from outside the board, i.e., a non-board director.

3.2.3. Control Variables

ESG disclosure could be the result of other company attributes and their management [57,60],
so in the current study we control for several board characteristics variables such as board
meeting (BMET), board size (BSIZ), and board independence (BIND). BMET is calcu-
lated as the number of board of directors meetings, BSIZ as the total number of directors
on the company board, and BIND as the percentage of independent directors on the
board [16,24,35,61–68].

According to Refs. [67–69], the BMET, as well as member attendance, is a crucial way
via which directors can obtain specific relevant information to help them in completing their
controlling and monitoring responsibilities. Moreover, Ref. [70] argues that more frequent
BMET provide more opportunities to transform board expertise, knowledge, and skills
into promoting a companies’ results. Refs. [61,71,72] empirically documented evidence
that the frequency of BMET positively and significantly associated with ESG disclosure.
Hence, we expect a positive association between BMET and ESG reporting. The BSIZ is a
crucial feature of corporate governance as it significantly improves the board monitoring
position [61]. Agency theory argues that the large number of BSIZ contributes to lessen the
agency cost via embarking on more socially responsible activities [73]. Previous empirical
studies found a positive association between BSIZ and ESG reporting [2,61,74–76]. As a
result, we anticipate a positive relationship between BSIZ and ESG reporting. BIND assist
the top management to embrace wider approaches to make a sustainable partnership with

www.saudiexchange.sa
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society as well as higher levels of ESG disclosure [5]. The viewpoint of agency theory argued
that BIND are important because they can control and make decisions [26]. Empirically, the
existing literature revealed controversial results between BIND and ESG disclosure. For
example, Refs. [2,13,61] found a significant positive correlation between BIND and ESG
disclosure. However, a second group of studies showed that BIND was negatively related
to the level of ESG disclosure [73,77,78]. Hence, we expect a nondirectional effect of BIND
on the ESG reporting.

Furthermore, we control for some audit committee variables such as audit committee
independence (ACIND), and audit committee meeting (ACMET). ACIND is calculated as
the ratio of audit committee members who are independent directors to the audit committee
size, and ACMET as the number of meetings held by the audit committee [14,22,79–83].
The existence of independent members is considered an essential factor that enhances
audit committee effectiveness [84,85]. Ref. [53] observed that audit committee members are
appointed to perform independently in order to manage conflicts among executives and
outside players, and that ACIND helps in strengthening financial reporting integrity. Prior
empirical studies found a positive association between ACIND and ESG reporting [14,22].
Therefore, we anticipate a positive relationship between ACIND and ESG reporting. The
ACMET frequency is seen as metric to the level of diligence and monitoring that members
of an audit committee exercise [86,87]. In this regard, the empirical research found a link
between ACMET frequency and ESG disclosure [14]. As a result, a positive association
between ACMET and ESG reporting is expected in this study.

Government-owned institutional investors (IOGOV), company profitability (ROE),
company leverage (LEV), Tobin Q (TQ), company loss (LOSS), and company size (FSIZE)
are also included as potential determinants of ESG disclosure. IOGOV is calculated as the
ratio of shares owned by government-owned institutions [10,88,89]. ROE is the return on
equity [65], LEV is the percentage of total debt to total assets [16], and TQ is the ratio of a
company’s market value to the replacement cost of its assets [90]. LOSS is measured as a
dummy variable that equals 1 if a company’s net income is negative, 0 otherwise [91,92],
and FSIZE is calculated as the natural logarithm of the company’s total assets [13,35,88]. In
this study, we anticipate a positive relationship between IOGOV, ROE, TQ, and FSIZE and
CSR disclosure, but a negative relationship between LEV, LOSS, and CSR disclosure.

3.3. Model Specification

To investigate the study hypotheses, we use the ordinary least squares (OLS) regression
model. OLS regression is widely used examining the impact of firm attributes on the
corporate disclosure level [24,88,93,94]. The following OLS model is used to investigate the
effect of corporate governance variables on ESG disclosure:

ESGit = β0+β1BROYit + β2 ACEXTit+β3BMETit+β4BSIZit+β5BINDit

+β6 ACINDit+β7 ACMETit+β8 IOGOVit+β9ROEit+β10LEVit+

β11TQit+β12LOSSit+β13FSIZEit+ Year dummies + εit

All variables employed in the study have been Winsorized at values of 1% and 5% at
the top and bottom to solve outlier issues. To avoid heteroscedasticity and serial correlation
issues, OLS regression with Huber–White robust standard errors was used.

4. Empirical Results
4.1. Descriptive Statistics

The descriptive statistics for all variables are shown in Table 2. The average of ESG
disclosure is 14.621 ranging from 2.193 to 48.347, which suggests that ESG scores dur-
ing the study period are low among Saudi listed companies, consistent with previous
studies [16,35,94]. This low score could be due to ESG disclosure being voluntary in Saudi
Arabia during the study period. The results in Table 3 also show that the mean of BROY
is 0.175 and the mean of ACEXT is 0.922, which suggests that 17.5% of the sample firms
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have at least one royal family director and more than 90% have at least one non-board
director on the audit committee. The mean frequency of board meetings is six times per
year, and the mean board size is almost 10 directors. The mean percentage of board in-
dependence is slightly above 40%. The mean percentage of ACIND is almost 80%, and
the mean of ACMET is six times a year. Further, the mean percentage of ownership by
government-owned institutional investors is 24%. Finally, the mean values of return on
equities, leverage, Tobin’s Q, and total assets are 12%, 24%, 1.394, and SAR 120 billion,
respectively. Eight percent of the sample firms incur losses.

Table 2. Descriptive statistics.

Variables Mean Median Std. Dev. Min Max

ESG 14.62 11.28 9.69 2.19 48.35
BROY 0.18 0.00 0.38 0.00 1.00

ACEXT 0.92 1.00 0.27 0.00 1.00
BMET 6.05 6.00 2.20 2.00 16.00
BSIZ 9.66 9.00 0.89 7.00 12.00
BIND 0.42 0.36 0.12 0.20 1.00

ACIND 0.79 0.80 0.21 0.33 1.00
ACMET 6.01 5.50 2.35 3.00 23.00
IOGOV 0.24 0.12 0.27 0.00 0.98

ROE 0.12 0.13 0.11 0.28 0.55
LEV 0.24 0.23 0.18 0.00 0.74
TQ 1.39 1.12 0.74 0.53 5.75

LOSS 0.08 0.00 0.27 0.00 1.00
FSIZE 17.83 17.89 1.42 14.43 21.12

FSIZE (000) 120,600,000 585,98,352 154,300,000 1,848,221 1,481,000,000

4.2. Correlation Analysis

Prior to conducting the regression analysis, correlation analysis is carried out. The
Pearson correlation matrix in Table 3 displays the correlation between all variables em-
ployed in the study model to help in diagnosing the issue of multicollinearity. The results in
Table 3 show that the highest correlation is 0.596 between IOGOV and FSIZE, followed by
0.587 between ROE and LOSS and 0.545 between ROE and TQ. Therefore, multicollinearity
was not a cause for concern in this study, as these values do not exceed 0.8 [95]. Fur-
thermore, we perform the variance inflation factor (VIF) test to check for the presence
of multicollinearity. As the results of VIF for all exploratory variables are less than 4.0
(unreported) and far from the benchmark 10 as suggested by Ref. [96], we conclude that no
multicollinearity issue is present in this study.

4.3. Regression Results and Discussion

The influence of independent variables (i.e., BROY and ACEXT) on ESG disclosure is
investigated using OLS regression analysis. We performed the tests for heteroscedasticity
and autocorrelation, and the findings show the existence of these two problems; to solve
these econometric issues, OLS regression with robust standard errors was used, following
the recommendation of Ref. [97]. In the regression results reported in Table 4, overall,
the model was significant (R2 = 0.360; p-value < 0.001) suggesting that the majority of
independent variables had a significant impact on ESG disclosure.
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Table 3. Correlation matrix.

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) VIF

(1) ESG 1.000 2.97
(2) BROY 0.066 1.000 1.38
(3) ACEXT 0.060 −0.296 *** 1.000 1.37
(4) BMET −0.086 −0.168 ** 0.092 1.000 1.68
(5) BSIZE 0.038 −0.194 *** 0.120 * −0.034 1.000 1.70
(6) BIND −0.066 −0.270 *** 0.174 ** 0.087 0.185 *** 1.000 1.47
(7) ACIND 0.035 −0.069 0.254 *** −0.134 * 0.041 0.214 *** 1.000 1.84
(8) ACMET −0.042 −0.214 *** 0.153 ** 0.463 *** 0.057 0.040 −0.048 1.000 1.50
(9) IOGOV 0.221 *** −0.194 *** 0.073 0.449 *** −0.398 *** −0.095 −0.192 *** 0.317 *** 1.000 3.26
(10) ROE −0.027 −0.087 0.232 *** −0.163 ** 0.175 ** 0.024 0.066 0.007 −0.133 * 1.000 3.64
(11) LEV 0.042 0.173 ** −0.215 *** −0.026 −0.315 *** −0.269 *** −0.370 *** −0.186 *** 0.071 −0.418 *** 1.000 1.89
(12) TQ −0.001 0.118 * −0.117 * −0.182 *** 0.019 −0.100 −0.151 ** −0.053 −0.191 *** 0.545 *** −0.040 1.000 2.41
(13) LOSS −0.089 0.057 −0.187 *** 0.111 0.074 0.029 −0.142 ** 0.089 −0.137 ** −0.587 *** 0.232 *** −0.113 * 1.000 2.20
(14) FSIZE 0.193 *** −0.130 * 0.074 0.265 *** −0.070 −0.122 * 0.193 *** 0.181 *** 0.596 *** −0.173 ** −0.200 *** −0.443 *** −0.144 ** 1.000 2.89

Notes: *** p < 0.01, ** p < 0.05, and * p < 0.10.
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Table 4. OLS Regression Results.

Independent Variables Expected Sign Coef. t-Value p-Value

BROY + 6.318 3.26 0.001 ***
ACEXT + 4.034 2.18 0.030 **
BMET + −0.822 −2.76 0.006 ***
BSIZ + 2.907 2.65 0.009 ***
BIND ? 0.045 0.87 0.385

ACIND + −2.685 −0.56 0.575
ACMET + −0.476 −1.35 0.178
IOGOV + 0.159 3.51 0.001 ***

ROE + −0.069 −0.68 0.496
LEV − 0.035 0.80 0.425
TQ + 0.830 1.13 0.259

LOSS − −4.041 −1.27 0.206
FSIZE + 0.214 0.30 0.763

Constant ? −22.95 −2.09 0.038 **

R2 0.360
N 206

Year-effect Included
Prob > F <0.001 ***

Notes: *** p < 0.01, ** p < 0.05.

The findings in Table 4 show a significant and positive association between BROY
and CSR disclosure (coefficient = 6.318; p-value = 0.001). Hence, hypothesis 1 is supported.
This finding suggests that in companies with royal family members on the boards, ESG
disclosure is higher (better) than in companies without this category of directors on boards.
This result is aligned with that of Ref. [16], who find a positive association between the
BROY and ESG in GCC countries. In contrast, it does not support Ref. [46], who find an
insignificant association between voluntary disclosure and the presence of royal family
members on the boards of Kuwaiti companies.

As shown in Table 4, ACEXT is positively and significantly associated with ESG
disclosure (coefficient = 4.034; p-value = 0.030), supporting our second hypothesis. This
result indicates that the presence on the audit committee of an external member, who is a
non-board director, is related with more ESG disclosure. This suggests that the existence
of an audit committee member who is from outside the board is associated with better
ESG oversight and more coherent ESG disclosure. This shows that, the audit committee’s
attention to ESG performance may decline if its members are chosen from among the
existing board of directors, due to a heavy workload and time constraint. It seems that
firms are more transparent when reporting the ESG efforts when at least one member of
the audit committee is not overburdened with other roles as a member of the full board
and overlapping memberships in other board sub-committees. Thus, our results echo the
SCCG’s position regarding the desirability in having an “external member” in the audit
committee, and reinforces the finding by Ref. [20] that an over-committed audit committee
chair harms the internal audit effectiveness.

Regarding the control variables, there is a negative and significant association between
BMET and ESG disclosure (coefficient = −0.822; p-value = 0.006), implying that more
frequent board meetings lead to lower ESG disclosure. This finding is not consistent with
Ref. [68] who find that BMET is significantly and positively linked with integrated reporting
quality. However, it is consistent with Ref. [69], who find a negative relationship between
BMET and ESG in Malaysia. Furthermore, Ref. [67] find no significant relation between
BMET and CSR in Malaysian context. Ref. [69] claims that, although the frequency of BMET
has been related with better performance and high reporting quality by the companies, these
meetings can be less beneficial, particularly when focusing on the work discussion instead
of important topics that may relate to enhance companies’ performance and reporting
disclosure. BSIZE has a positive and significant association with ESG disclosure at the 1%
significant level (coefficient = 2.907; p-value = 0.009). This finding implies that Saudi firms
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with larger board size have a greater tendency to reveal more information about their ESG
activities. This result is consistent with those of many prior studies [2,61,65,67,69,74,75,98].
Table 4 also shows that IOGOV is positively and significantly associated with ESG disclosure
(coefficient = 0.159; p-value = 0.001), implying that higher ownership by government
institutions is linked with more ESG disclosure by Saudi companies, in tandem with
previous Saudi research [13,88]. Finally, Table 4 shows no significant association between
BIND, ACIND, ACMET, return on equity, leverage, Tobin’s Q, losses, and firm size and
ESG disclosure.

5. Further Investigation
5.1. Endogeneity Issues

According to Ref. [99], the endogeneity problem (or reverse causality) happens when
the dependent variable is affected by factors that simultaneously influence the independent
variables. Earlier studies emphasise that the association between board of directors’ vari-
ables and companies’ disclosure could experience an endogeneity problem [31,100–102]
that may occur due to simultaneity or omission of variables. In our study, the significant
and positive relationship between BROY, ACEXT, and ESG reporting may occur due to
endogenous factors (e.g., causality effects or omitted control variables). In other words,
ESG reporting might be determined by board characteristics other than the presence of
BROY and ACEXT. According to Ref. [103], employing statistical models such as pooled
OLS could generate biased results as this estimator is unable to handle the possible risk
of endogeneity. However, to alleviate the harmful effect of endogeneity in our model, we
apply the widely used lagged independent variables technique [31,104–107]. Thus, we re-
estimate our baseline model by regressing the lagged independent variables (i.e., corporate
governance variables) on our dependent variables (i.e., ESG disclosure). The results in
Table 5 show that the significant associations are maintained (albeit, the significance level
for ACEXT dwindles to 10%), implying that any reverse causality was likely to be mitigated.

Table 5. Endogeneity Test (lag for All IVs).

Independent Variables Expected Sign Coef. t-Value p-Value

BROY + 7.025 3.30 0.001 ***
ACEXT + 3.719 1.68 0.095 *
BMET + −0.741 −2.31 0.022 **
BSIZ + 2.301 2.15 0.033 **
BIND ? 0.089 1.94 0.054 *

ACIND + −7.101 −1.62 0.108
ACMET + −0.457 −1.33 0.185
IOGOV + 0.112 2.40 0.018 **

ROE + −0.064 −0.69 0.493
LEV − 0.055 1.10 0.272
TQ + 0.913 0.87 0.385

LOSS − −7.058 −2.11 0.036 **
FSIZE + 1.030 1.56 0.120

Constant ? −30.617 −2.01 0.046 **

R2 0.389
N 169

Year-effect Included
Prob > F <0.001 ***

Notes: *** p < 0.01, ** p < 0.05, and * p < 0.10.

5.2. Without Winsor (OLS Regression)

In our baseline regression, all variables were Winsorized to limit the influence of
extreme values in the data. As an additional test, we re-examine our main model by
utilising original/Unwinsorized data. As shown in Table 6, the findings are qualitatively
similar to those using Winsorized data as reported in Table 4.
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Table 6. Without Winsor (OLS Regression).

Independent Variables Expected Sign Coef. t-Value p-Value

BROY + 6.500 3.38 0.001 ***
ACEXT + 4.120 2.21 0.029 **
BMET + −0.856 −2.80 0.006 ***
BSIZ + 2.698 2.70 0.008 ***
BIND ? 0.048 1.15 0.252

ACIND + −2.921 −0.61 0.539
ACMET + −0.096 −0.23 0.815
IOGOV + 0.146 3.65 0.001 ***

ROE + −0.067 −0.70 0.483
LEV − 0.043 1.03 0.304
TQ + 0.704 0.93 0.355

LOSS − −4.687 −1.52 0.131
FSIZE + 0.253 0.41 0.683

Constant ? −23.093 −2.09 0.038 **

R2 0.353
N 206

Year-effect Included
Prob > F <0.001 ***

Notes: *** p < 0.01, ** p < 0.05.

5.3. Alternative Measurement of ACEXT

As a further check, we re-estimate our main model using different measurement of
ACEXT (i.e., the percentage of ACEXT over the audit committee size) (ACEXTPCT). The
findings are reported in Table 7 and are qualitatively comparable to the baseline findings
in Table 4.

Table 7. Alternative Measurement of ACEXT.

Independent Variables Expected Sign Coef. t-Value p-Value

BROY + 6.077 3.21 0.002 ***
ACEXTPCT + 8.634 1.97 0.050 **

BMET + −0.785 −2.63 0.009 ***
BSIZ + 2.798 2.70 0.008 ***
BIND ? 0.062 1.18 0.241

ACIND + −6.483 −1.12 0.264
ACMET + −0.543 −1.55 0.123
IOGOV + 0.163 3.60 0.001 ***

ROE + −0.092 −0.83 0.407
LEV − 0.024 0.54 0.591
TQ + 1.015 1.14 0.257

LOSS − −3.999 −1.30 0.195
FSIZE + −0.080 −0.12 0.908

Constant ? −14.902 −1.30 0.194

R2 0.372
N 206

Year-effect Included
Prob > F <0.001 ***

Notes: *** p < 0.01, ** p < 0.05.

5.4. FGLS, PCSE and SCC Regressions Results

We used OLS regression in our baseline regression, as explained in Section 3.3. We
used Feasible Generalised Least Squares (FGLS), Panel Corrected Standard Errors (PCSE),
and Driscoll–Kraay Standard Errors (SCC) regressions to corroborate the strength of the
study’s main findings, with the results shown in Table 8 [108–110]. The coefficients of
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BROY and ACMET in Table 8 are qualitatively comparable to those in our main regression,
corroborating the findings of the main study.

Table 8. FGLS, PCSE, and SCC Regressions results.

Independent
Variables

FGLS PCSE SCC

Coef. t-Value Coef. z-Value Coef. t-Value

BROY 6.318 3.81 *** 6.318 3.43 *** 6.318 6.42 ***
ACEXT 4.034 1.72 * 4.034 2.3 ** 4.034 1.9 *
BMET −0.822 −2.43 ** −0.822 −2.73 *** −0.822 −2.54 **
BSIZ 2.907 3.50 *** 2.907 2.72 *** 2.907 2.72 **
BIND 0.045 0.75 0.045 0.82 0.045 1.27

ACIND −2.685 −0.76 −2.685 −0.57 −2.685 −0.65
ACMET −0.476 −1.46 −0.476 −1.48 −0.476 −1.04
IOGOV 0.159 4.39 *** 0.159 3.78 *** 0.159 5.39 ***

ROE −0.069 −0.71 −0.069 −0.72 −0.069 −1.08
LEV 0.035 0.85 0.035 0.84 0.035 1.26
TQ 0.83 0.75 0.83 1.11 0.83 1.57

LOSS −4.041 −1.36 −4.041 −1.41 −4.041 −1.39
FSIZE 0.214 0.34 0.214 0.32 0.214 0.33

Constant −22.95 −1.61 −22.95 −2.06 ** −22.95 −2.4 **

Year Included Included Included
No of obs 206 206 206

Wald chi2 (6) 116.106 122.42 7495.84
Prob > chi2 <0.001 *** <0.001 *** <0.001 ***

Notes: *** p < 0.01, ** p < 0.05, and * p < 0.10.

5.5. Exclude the Periods with Few Observations

As an additional analysis, we re-estimate our main model after excluding the years
2010, 2011, and 2019 which have less than 20 observations from the analysis. The results
reported in Table 9 show that the coefficients of BROY and ACMET are positively and sig-
nificantly associated with ESG reporting, consistent with the results in our main regression
in Table 5.

Table 9. Exclude the Periods with Few Observations.

Independent Variables Expected Sign Coef. t-Value p-Value

BROY + 7.225 3.63 0.001 ***
ACEXT + 5.174 2.42 0.017 **
BMET + −1.030 −3.04 0.003 ***
BSIZ + 3.378 2.81 0.006 ***
BIND ? 0.037 0.62 0.535

ACIND + −5.688 −1.04 0.299
ACMET + −0.233 −0.56 0.576
IOGOV + 0.170 3.49 0.001 ***

ROE + −0.059 −0.51 0.611
LEV − 0.038 0.78 0.438
TQ + 0.231 0.24 0.814

LOSS − −4.497 −1.32 0.187
FSIZE + −0.129 −0.16 0.873

Constant ? −20.195 −1.44 0.152

R2 0.374
N 169

Year-effect Included
Prob > F <0.001 ***

Notes: *** p < 0.01, ** p < 0.05.

6. Conclusions

The main goal of this research is to investigate the association between corporate
governance mechanisms and ESG disclosure in Saudi companies in order to fill a gap in
the literature for emerging Arab economies. The current study is significant because it
allows for an assessment of the effects of the new SCCG, which came into effect in 2017,
on voluntary disclosure. Unlike earlier studies on ESG disclosure, in particular Saudi
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studies which commonly focused on non-financial firms, our research fills this gap in the
literature by examining the relationship between corporate governance mechanisms and
ESG disclosure in both financial and non-financial companies. Investors are interested to
know how firms are addressing ESG risks and opportunities such as climate change and
inequality due to their potential impact on the cost of capital, long term value creation,
and, ultimately, the business sustainability. Saudi firms have already raised their voluntary
disclosures in accordance with the Saudi Vision 2030, as capital market regulators, investors,
and other stakeholders demand for more ESG information. Given the critical role that
the board of directors and board sub-committee play in ensuring the firm’s transparency
around sustainability practices, board and audit committee performance has remained a
major topic of discussion in the ESG discourse. Thus, our study examines the roles of board
and audit committees in pushing for greater ESG transparency. Using Bloomberg ESG
datasets for Saudi firms over the period 2010–2019, our findings confirm the vital role of
boards and audit committees in directing ESG activities. Specifically, the empirical results
show that BROY is positively related with ESG disclosure, suggesting that royal family
directors might help to legitimise a company’s operations by encouraging management
to provide voluntary ESG information. In addition, ACEXT is positively and significantly
associated with ESG disclosure. This implies that audit committee members who are from
outside the board can play a significant role in influencing companies to disclose more
ESG information.

The current study has several theoretical and practical implications. In terms of
theoretical implication, the current study adds to the existing literature by providing
further evidence to support the conjecture that companies with good corporate governance
practices are more likely to disclose ESG activities [23,25,71,72,78,88,111,112]. The study
also adds to the ever growing literature on the determinants of sustainability disclosures in
majority Muslim countries [31,35,41,65,74,88,90,93,112,113]. Our study provides evidence
that BROY and ACEXT have a positive effect on ESG reporting practices in a developing
country with unique corporate governance settings, where the servant leadership style and
an audit committee member without a full board role are ubiquitous. Our findings confirm
the positive role of royal family directors in inculcating responsible ESG behaviour not just
among banks in the GCC, but also in Saudi non-financial firms.

The current study offers several potential implications for practice. First, Saudi com-
panies should include sustainable business activities and provide ESG information to
legitimise their operations. Second, our results imply that royal family directors and
non-directors in the audit committee are important governance mechanisms for Saudi
companies. Board composition, such as BROY on the board, as well as audit committee
attributes such as ACEXT, in particular, might improve Saudi companies’ ESG policies.
In addition, our findings have significant implications for regulators and policy makers
elsewhere. The introduction of the new Saudi code of corporate governance in 2017 is
likely to have contributed significantly to the improvement in ESG disclosure. As the audit
committee is anticipated to have a significant role in establishing the value of assurance on
ESG information, including climate risk and human capital management disclosures, the
results of this study could help regulators around the world to consider audit committee es-
calating workload and the appropriateness of introducing similar policies such as Ref. [51]
and SCCG (2017).

This research, like previous studies, has limitations that open the path for future empir-
ical research. First, the research sample is rather small, as not all the requisite data from 2010
to 2019 was available; hence, only publicly listed Saudi companies with Bloomberg ESG
data were examined, which somewhat limits the generalisability of the findings. Second,
the difficulty in collecting data on boards of directors’ profiles, such as education level
and background, tenure, and age, impeded us from examining additional board and audit
committee characteristics. Third, while we believe that royal family directors inspire ex-
ecutives to step up ESG activities, and audit committee’s overcommitment through full
board membership and overlapping membership in other board sub-committees affects the
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ability to monitor ESG efforts effectively, our study only finds an association—not causation.
Future research can perform difference-in-differences analysis, looking at what happens
to ESG reporting when a company experiences BROY and/or ACEXT for the first time.
Despite the limitations outlined above, we contend that our study is appropriate to the
contemporary Saudi context, where the agenda of corporate governance and sustainability
is gaining greater public attention.
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