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Abstract: Focusing on the role of the institutional investment horizon as a monitoring mechanism
that enhances companies’ sustainability reporting reliability, this study investigates the association
between long-term ownership and companies’ decisions to assure their sustainability report. Further,
the study examines the moderating effect of the quality of governance on this association. Consistent
with the critical mass theory, the study argues that long-term ownership should reach a certain
threshold to have an influence on companies’ assurance decisions. The study’s results support
the argument and find that long-term ownership is positively and significantly associated with
companies’ assurance decisions, and the association is positive and significant only for a high level of
long-term ownership in comparison to low- and medium-level long-term ownership. Moreover, the
study finds that the association between long-term ownership and assurance is negatively moderated
by the quality of governance at both the company and country levels.
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1. Introduction

The many high-profile company scandals that have been committed through financial
reporting have led users to question the reliability of companies’ reporting systems. The
concern has spread to companies’ sustainability reporting, which raises questions about the
reliability of sustainability reports. The reliability of companies’ sustainability reporting is a
particularly high concern for its users considering the textual nature of these reports [1]. The
main issue with sustainability reporting is that companies may use such reports to promote
a more sustainable image of their performance, which is known as “greenwashing” [2,3].
The practice of greenwashing raises shareholder concerns regarding the reliability of such
reports. Therefore, it is expected that shareholders would push for external assurance over
sustainability reports to ensure their reliability. The reliability concerns could arise for two
different reasons: First, the history of scandal in financial reporting, which results in the
issuing of highly regulated standards for financial reporting and auditing, and second, the
nature of sustainability reporting, in which companies can report all their sustainability
practices and avoid disclosing their unsustainable practices. Further, sustainability report-
ing is highly unregulated with many standards available for companies to follow, such as
those provided by the Global Reporting Initiative (GRI) and the Sustainability Accounting
Standards Board (SASB). Although these standards are available, there is not a unified
standard to be followed as in the case of financial reporting. For these reasons, investors
are expected to have concerns regarding the reliability of companies’ sustainability reports.

To ensure the reliability of such reports, companies started to provide external assur-
ance as a reliability-enhancing mechanism [4]. In this study, we examine the role of an
important company monitoring mechanism (i.e., long-term institutional ownership) on
companies’ decisions to engage in sustainability assurance.

One of the main players in monitoring companies’ performance are institutional
owners [5,6], and many studies find that institutional ownership enhances companies’
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sustainability performance [7–9]. Prior studies argue that different ownership types have
different preferences based on their investment horizon [10]. The argument is that long-
term ownership focuses more on companies’ long-term performance rather than short-term
returns [11]. Therefore, we argue that long-term institutional ownership will be more
interested in sustainability report reliability through external assurance.

The study further considers the critical mass of long-term ownership. Critical mass
theory suggests that the presence of personnel does not ensure the level of influence
unless it reaches the critical mass threshold [12]. Therefore, the study argues that long-
term institutional ownership will have an impact on companies’ decisions to assure their
sustainability reports if the critical mass threshold is reached, giving the heterogeneous
interests/preferences of firms’ different shareholders.

Research examining companies’ assurance practices is still in its early stages [13] and
the provision of external assurance over sustainability reports is still lagging [14]. Therefore,
examining the role of long-term institutional ownership on companies’ decisions to engage
in sustainability assurance will provide new insight to complement previous studies that
find institutional forces (e.g., country and industry), company-level factors (e.g., size and
leverage), and corporate board characteristics (e.g., board size and women on the board) to
be associated with companies’ assurance decisions.

Our findings suggest that long-term institutional investors do affect the reliability of
companies’ sustainability reports through external assurance. Consistent with the agency
theory, we find that their role is moderated by the strength of corporate and country
governance. We find that in the case of weak governance, long-term institutional investors
will play a more significant role in affecting companies’ decisions to engage in sustainability
reporting assurance. We also find that their impact is more pronounced once they reach a
higher concentration, which is consistent with the critical mass theory, which suggests that
for certain personnel to have an influence, they need to reach a critical mass threshold [12].

This paper makes a number of incremental contributions to the existing literature.
First, while this study confirms the previously documented role that institutional investors
play in firms’ decisions to assure their sustainability reports, this study makes an argument
that this role is not homogenous. We find that the effect of institutional ownership on
sustainability assurance depends on the investment horizon of investors in the investee
firms and the effect is inclined by two important influencing factors: (i) The quality of
corporate and country governance and (ii) the critical mass of institutional investors. [15],
in a recent related study, examined the effect of long-term versus short-term institutional
investors on sustainability assurance. Their study, however, focused only on large (with
at least 5% holding) institutional investors rather than all institutional investors. Another
important difference is that we believe that we adopt a more precise measure to distinguish
between long-term and short-term investors. We use the actual investment duration for
each investor in the focal firm rather than classifying investors based on the expected
investment horizon of the type that the investor belongs to. For example, all pension funds
are classified as long-term investors and all banks and other institutional investors are
short-term investors regardless of their actual investment horizons at either their overall
portfolio level or at the focal firm level.

Second, we show the influence of long-term institutional ownership is moderated
by corporate- and country-level governance. [16] found no direct relationship between
institutional ownership and sustainability assurance, but they argue that the effect of
institutional ownership as external governance mechanics is complemented by other gov-
ernance mechanisms such as board independence and the existence of a CSR committee.
We, on the other hand, find that there is a direct positive relationship between long-term
institutional ownership and sustainability assurance, and this relationship is negatively
moderated by the quality of governance. Our findings suggest that long-term institutional
investors will put pressure on their investee firms to assure their sustainability reports,
but they would lessen this pressure if the investee firms were well-governed or operated
in a strong governance context. These findings are more in line with the agency view of
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explaining the need for assurance to enhance the credibility of the sustainability reports
as institutional investors are expected to put more faith in sustainability reports issued by
well-governed firms.

Third, to the best of our knowledge, this study is the first to provide empirical evidence
that the effect of institutional ownership on sustainability assurance is determined by a
critical mass threshold. Most prior studies have used total ownership and argue that the
increase in institutional ownership would have a positive influence on firms’ behaviors
and performance, ignoring the influence of the critical mass threshold, which is important
to understand the extent to which long-term ownership would influence firms’ decisions
and policies. Indeed, a recent related study, [9], showed that the influence of institutional
ownership on ESG performance depends on the level of ownership, and they documented
a U-shaped relationship. While our findings confirm that the influence of long-term
institutional ownership is determined by the level of ownership, we did not find empirical
results that support the U-shaped relationship for either total institutional ownership or
long-term institutional ownership. However, our empirical results support the critical mass
theory as we show that the effect of institutional ownership on sustainability assurance
exists when the ownership reaches a critical mass threshold. The differences in the empirical
results might be due to the following factors: (i) They focus on ESG performance rather
than assurance, (ii) they only focus on emerging markets rather than a mix of developed
and emerging markets, or (iii) our models employ country fixed-effects to control for the
unobserved heterogeneous factors between studied markets.

The rest of this paper is organized as follows. Section 2 presents a background survey
on sustainability reporting assurance and long-term ownership. Section 3 provides an
overview of the theoretical framework and explains the hypothesis development. Section 4
describes the data sources and sample and model specifications. Section 5 documents the
descriptive empirical results and discussion. Section 6 provides a summary and conclusion.

2. Background
2.1. Sustainability Reports and Assurance

Recently, sustainability reporting practices have become of interest to different stake-
holders, and many studies are investigating companies’ sustainability reporting prac-
tices [17,18]. The demand for companies’ sustainability reports is growing [14]. The
increasing demand for sustainability reporting raises many questions regarding companies’
reporting practices. One of the main concerns is the reliability of those reports. Some
researchers suggest that sustainability reports can be used by management to promote a
more sustainable image of the company [1,3].

One of the challenges in sustainability reporting is the lack of unified guidelines,
which results in variation and inconsistency among companies’ sustainability reporting
practices. Management can be selective in providing information that enhances their
sustainability reputation and avoids reporting any other information that may diminish
their sustainable image. The practice of greenwashing is the main issue that raises concerns
among shareholders. Studies also suggest that providing assurance over sustainability
reporting is one mechanism to ensure reliability [19–22].

External assurance is an engagement “in which a practitioner expresses a conclu-
sion designed to enhance the degree of confidence of the intended users other than the
responsible party about the outcome of the evaluation or measurement of a subject matter
against criteria” [23]. There are different standards for assurance engagement, including
the International Standard for Assurance Engagements (ISAE 3000) [24], the International
Auditing and Assurance Standards Board (IAASB), and the AA1000 AccountAbility Stan-
dard (AA1000 AS) [25]. Companies might engage in sustainability report assurance for
different reasons. Prior studies’ findings suggest that some firm-level characteristics are
associated with companies’ decisions to engage in external assurance (e.g., [26]). Fur-
thermore, other studies found that board characteristics influence companies’ external
assurance decisions [16,27]. Furthermore, [26] found that country-level characteristics,
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such as legal orientation and strength, affect such decisions. Based on these prior findings,
we aim to analyze the influence of long-term institutional investors while considering
the moderating effect of board governance strength and the critical mass for long-term
institutional investors.

2.2. Long-Term Institutional Ownership

For a long time, studies have examined the monitoring role of institutional own-
ership [6,10] and how it affects companies’ decisions [5,28]. Recent studies have found
that heterogeneous institutional ownership has a different impact on companies’ deci-
sions (e.g., [29,30]). Studies found different behavior for different groups of institutional
ownership (e.g., long-term institutional ownership versus short-term ones) (e.g., [28,31]).

Long-term institutional investors have different interests and preferences in the in-
vestee company. For instance, the heterogeneous influence of investors with different
investment horizons is documented in regard to companies’ fundamental policies such as
financing policies and capital structure (e.g., [32–34]) and investment policies (e.g., [35,36]).
Indeed, long-term institutional investors are more interested in companies’ long-term
performance, and, unlike short-term owners, they do not focus on short-term earnings. For
instance, prior studies show that short-term institutional investors tend to change their
holding position when the stock market is volatile [37] or in response to recent news [38].
Companies with higher long-term institutional ownership are associated with higher per-
formance [39] and valuation [40].

Further, long-term investors have a comparative advantage over short-term investors
to make changes in their investee companies. Long-term institutional investors can spread
the costs of ownership over a long period [31], and their long-term investment horizon
allows them to accumulate more information about companies [28]. As long-term institu-
tional investors bear fewer costs in collecting specific-company information, they are more
likely to engage in voting [41] and integrate the collected information into their voting
decisions [42]. In their recent survey, [43] show that institutional investors with long-term
investment horizons are more likely than short-term investors to actively engage with their
investee companies about corporate governance issues. Overall, prior literature finds that
institutional investors with long-term investment horizons efficiently monitor and actively
engage with their investee companies.

3. Theoretical Framework and Hypothesis Development

In this study, we are looking through the lens of agency theory to examine the role
of long-term institutional investors on companies’ sustainability report reliability. Agency
theory suggests that management has incentives to manipulate companies’ performance
for their personal gain [44]. Therefore, in the case of sustainability reporting, management
might not engage in external assurance if they are involved in greenwashing. External
assurance of sustainability reports should enhance their reliability. Therefore, we expect
long-term institutional investors to use their power and ensure companies are assuring
their sustainability reports to avoid greenwashing scandals that could blow back on the
companies’ financial values.

Studies have explored companies’ sustainability assurance practices using different
approaches. Some studies provide an exploratory analysis of the assurance practices [14]
and suggest that the growth of assurance is still lagging in comparison to the growth of
sustainability reports, which raises the need for an examination of what drives companies to
engage in sustainability assurance. Other studies focus on drivers for companies’ assurance
decisions (e.g., [26,27]). Ref. [26] find that large companies, companies with high leverage,
and companies in environmentally sensitive industries are more likely to assure their
sustainability reports. Further, [27] find that corporate board attributes are associated
with companies’ decisions to assure their sustainability reports. We build on those studies
by investigating the role of long-term institutional ownership in companies’ voluntary
decisions to engage in sustainability assurance. Further, in our study, we explore a different
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corporate governance mechanism (i.e., institutional ownership) to understand its role in
enhancing the reliability of companies’ sustainability reports through external assurance.

Companies’ sustainability activities are more appealing to long-term owners as they
have more interest in a company’s long-term performance than short-term owners. Ref. [11]
suggest that long-term ownership improves the sustainability score of a company. Ref. [45]
finds that sustainability is in the interest of long-term owners and provides evidence
that long-term institutional investors actively push for more sustainability by supporting
sustainability proposals. In addition, long-term institutional investors are more likely
to benefit from sustainability activities that will act as reputation insurance in future
negative events because of their long-term investment horizon [11]. Their long-term
investment horizon makes them more likely to experience crises than in the case of short-
term ownership, where it is less likely that sustainability benefits will be claimed. Therefore,
we argue that a high level of long-term institutional ownership drives companies to engage
in sustainability assurance.

Hypothesis 1: Long-term institutional ownership is positively associated with companies’ decisions
to engage in sustainability assurance.

We further examine the moderating role of the quality of governance on the relation-
ship between long-term institutional ownership and sustainability assurance. Prior studies
suggest that the strength of the board of directors should reduce the agency problem
by monitoring management [46]. Thus, we expect the effect of long-term institutional
investors to be less significant if the companies have strong board characteristics. The
agency problem increases when the board of directors is less independent, does not have
a sustainability committee, or has a low representation of women on the board. It is well
developed in the literature that the board of directors does impact companies’ sustainability
practices [47,48]; therefore, we expect there to be a moderating impact of the influence of
long-term ownership on companies’ decisions to engage in external assurance.

Hypothesis 2: The relationship between long-term institutional ownership and companies’ deci-
sions to engage in sustainability assurance is moderated by the quality of governance.

As we are examining the role of long-term institutional investors, we further investi-
gate their role through the lens of critical mass theory. The theory suggests that the influence
of certain personnel will have an impact once the critical mass threshold is reached [12].
Long-term institutional investors have the ability to make an impact on companies’ deci-
sions through either the threat of selling their shares, communicating with management
directly, or voting [43,49], and in order to have an impact on management decisions, they
need to represent a high percentage of ownership. Otherwise, the impact will be minimal.
Therefore, long-term institutional ownership needs to represent a certain percentage of
the company’s total ownership in order to affect companies’ decisions to enhance the
reliability of their sustainability reports. Relying on critical mass theory, we argue that
long-term institutional ownership will have an impact on companies’ decisions to assure
their sustainability reports if the critical mass threshold is reached.

Hypothesis 3: The presence of a high level of long-term institutional ownership is positively and
significantly associated with companies’ decisions to engage in sustainability assurance.

4. Sample and Research Design

Our sample consists of all worldwide publicly listed companies available in the
Thomson Reuters-ESG (formerly known as Asset4) database. The sample period of our
study was from 2010 to 2020. Our data were collected from several sources. First, we
retrieved all listed companies with sustainability reports available in ESG during our sample
period. Second, we collected companies’ decisions for suitable assurance and corporate
governance variables from ESG. Third, we collected companies’ financial variables from
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DataStream. Fourth, country-level data were obtained from The World Bank website. Our
final sample size was 16,395 company-year observations, which represents 3446 companies
from 31 countries.

To test our hypotheses, we adopted logistic regression following the literature (e.g., [26]).
We also included the fixed effects of the year, industry, and country across all our estimations.
We used the following model to test a company’s decision to assure its sustainability report:

Assurance = α + β1 Long Institutional Ownership + β2 Total Institutional Ownership
+ β3 Blockholding + β4-11 Corporate Governance Controls + β12-14 Companies
Controls + β15-16 Country Controls + Year FE + Industry FE + Country FE + ε

where Assurance is the dependent variable, which represents a dummy and equals 1 if a
company assured its sustainability report at year t, and zero otherwise; Long Institutional
Ownership is the main explanatory variable, which represents the sum ownership of long-
term institutional investors in company i at year t; Total Institutional Ownership represents
the sum ownership of all institutional investors in company i at year t; Blockholding
represents the sum ownership of large ownership (with at least 5% ownership) in company
i at year t; Corporate Governance Controls represents a vector of control variables related
to the corporate governance of company i at year t; Companies Controls represents a vector
of financial-level variables including return on assets, sales, and leverage of company i at
year t; Country Controls represents a vector of country-specific variables of country c at
year t; ε is an error term.

Following prior studies on the institutional ownership investment horizon (e.g., [50–52]),
we proxy for investment horizon using the investment duration of ownership from their first
entry/investment in a company. Prior studies used 8 quarters (2 years) as a threshold to
classify particular ownership as long-term ownership [43,50–52], but as our sample includes
a wide range of countries with different institutional characteristics, we implemented an
adjustment. We calculated the mean of investment durations of all investors in a particular
country for every year, then we classified ownership as long when the investment duration
term was above the mean. In addition to constructing Long Institutional Ownership as
the total ownership of long-term investors, we used the ratio of total long-term investors’
ownership to non-long-term investors’ ownership. Such a construction is useful to measure
the relative size of long-term ownership compared to non-long-term ownership.

Ref. [15] studied the effect of different types of institutional investors on sustainability
assurance. They classify pension funds, endowment funds, family firms, and government
institutions as long-term investors, and all other types as short-term investors. The main
concern with their measure is that it might underestimate or overestimate long-term
institutional ownership. While the long-term investors in their definition are more likely,
but not necessarily guaranteed, to invest in a company for a long period of time, other types
in their short-term category (such as mutual funds, index funds, and banks and insurance
companies) might stay in their investee companies for a long horizon. Our measure, on the
other hand, classifies investors based on their actual investment horizon at specific investee
companies. Using the investment duration of the investor at the firm level ensures that
we only capture ownership by investors who intentionally choose to stay in the investee
companies for a long period of time [39]. We argue that such investors are more likely
to put more time and effort into monitoring and engaging with investee companies to
improve their decisions.

Hypothesis H2 seeks to investigate the moderating role of governance. We employed
a statistical interaction to study the moderating effect. We use four corporate-level and two
country-level variables to proxy for the quality of governance. Board independence, audit
committee independence, the existence of a stand-alone committee for sustainability, and an
overall score of corporate governance are used as corporate-level governance characteristics,
and governance effectiveness and rule of law are used as country-level governance traits.
For each of these variables, we construct a binary variable that equals one for observations
above the sample median and zero otherwise. Thus, these binary variables equal one for
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firms with strong corporate governance or where firms are operating in countries with
strong governance in place.

To test our third hypothesis on the critical mass, we replaced Long Institutional
Ownership with three dummy variables that divide a company’s long-term institutional
ownership into three groups: ‘high’ where a company’s long-term institutional ownership
is in the top 25th percentile of the sample, ‘low’ where a company’s long-term institutional
ownership is in the bottom 25th percentile of the sample, and ‘medium’ otherwise.

We use a wide range of control variables following prior studies on the assurance
of sustainability reports. First, to distinguish the effect of long-term investors from other
investors, we control for the total ownership of institutional investors and the ownership
by large investors. Second, we control for the effect of the company’s corporate governance,
as well-governed companies are expected to assure their report [27]. Particularly, we
control for CEO separation, board size, the number of meetings, female representation,
independent directors’ representation, the existence of a sustainability committee, the
compensation of the audit committee, and the representation of independent directors in
the audit committee. Third, we control for the company’s performance, ROA and sales,
and leverage [26]. Fourth, we follow [26] and include legal system quality and country
orientation toward shareholders to control for countries’ institutional characteristics. Lastly,
we control for differences and omitted variables bias for years, industries, and countries by
including fixed effects across all models.

5. Empirical Results and Discussion
5.1. Descriptive Statistics

Table 1 presents the descriptive statistics for our sample. It shows that approximately
53.6% of our sample companies assured their sustainability reports. The ownership by
long-term institutional ownership is 33.1%, which represents approximately two-thirds of
the total institutional ownership. Our sample companies have, on average, boards with
11 members, 9 annual meetings, 62% independent directors, and 19% female directors. Fur-
thermore, 82% (65%) of companies have a stand-alone sustainability committee (separate
from the roles of CEO and chairman). Companies, on average, have 22% debt and 4.5%
return on assets.

Table 2 represents the mean statistics of the main dependent and independent vari-
ables by year, industry, and country. Panel A shows that there is an increasing trend
toward sustainability assurance; while 37% of companies assured their reports in 2010,
79% of companies did so in 2019, although there is a significant decrease in 2020 that
might be attributed to the COVID-19 pandemic. Panel A also shows that long-term in-
stitutional ownership increased during our sample period, with a 6% increase between
2010 and 2017, though the increase in the total institutional ownership was only 3%. Panel
B shows that utilities and financial companies assure their sustainability reports more
than other companies. Moreover, it shows that manufacturing and financial companies
have higher long-term institutional ownership compared to companies in the mining and
utility industries.

Panel C shows large differences between companies from different countries in terms
of their assurance over sustainability reports and ownership by long-term institutional
investors. On the one hand, for instance, while more than 80% of companies in France,
Greece, and Taiwan and approximately 70% of companies in countries such as Colombia,
Finland, Italy, Portugal, and Spain assured their reports, less than 35% of companies
assured their reports in the US, Canada, China, Malaysia, and Turkey. Interestingly, Korean
companies assured their sustainability reports in 93% of cases. On the other hand, while
more than half of the ownership of US, Canadian, Irish, and British companies are held by
institutional investors, such ownership represents less than 15% in countries such as Russia,
Greece, Hong Kong, Thailand, and Turkey. Long-term institutional ownership represents
approximately 65% of total institutional ownership across almost all countries.
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Table 1. Descriptive Statistics.

N Mean Median SD P5 P75

Assurance 16,395 0.536 0.499 0.000 1.000 1.000
Long Institutional Ownership 16,395 0.331 0.252 0.114 0.272 0.545

Long-on-Nonlong 16,338 3.795 2.968 1.290 3.088 5.793
Long-on-Nonlong (low) 16,395 0.248 0.432 0.000 0.000 0.000

Long-on-Nonlong (medium) 16,395 0.498 0.500 0.000 0.000 1.000
Long-on-Nonlong (high) 16,395 0.254 0.435 0.000 0.000 1.000

Long (low) 16,395 0.250 0.433 0.000 0.000 0.000
Long (medium) 16,395 0.501 0.500 0.000 1.000 1.000

Long (high) 16,395 0.249 0.432 0.000 0.000 0.000
Institutional Ownership 16,395 0.485 0.287 0.238 0.447 0.731

Blockholding 16,395 0.304 0.226 0.120 0.260 0.468
CEO Separation 16,395 0.649 0.477 0.000 1.000 1.000

Board Size 16,395 10.998 3.355 9.000 11.000 13.000
Board Meetings 16,395 9.327 4.415 6.000 8.000 11.000

Women on Board 16,395 0.192 0.127 0.100 0.182 0.278
Independents on Board 16,395 0.621 0.246 0.444 0.667 0.833

Sustainability Committee 16,395 0.818 0.386 1.000 1.000 1.000
Audit Compensation 16,395 0.822 0.382 1.000 1.000 1.000
Audit independents 16,395 0.869 0.226 0.750 1.000 1.000

ROA 16,395 0.045 0.083 0.012 0.041 0.076
Sales 16,395 15.316 1.607 14.263 15.365 16.445

Leverage 16,395 0.217 0.160 0.089 0.199 0.315
Legal 16,395 1.352 0.578 1.157 1.578 1.761

Stakeholder Orientation 16,395 0.634 0.482 0.000 1.000 1.000

Table 1 provides summary statistics for companies’ assurance decisions and assurance provider types. In addition,
the table provides summary statistics for variables used in the model. Detailed definitions of the variables are in
the Appendix. The sample contains 3446 firms that issued a sustainability report during the period from 2010 to
2020. All variables are winsorized at the 1% and the 99% levels.

Table 2. Panel A: Descriptive Statistics by Year; Panel B: Descriptive Statistics by Industry; Panel C:
Descriptive Statistics by Country.

(A)

N Assurance Institutional
Ownership

Long Institutional
Ownership

2010 1474 0.375 0.47 0.301
2011 1464 0.449 0.455 0.299
2012 1548 0.502 0.449 0.295
2013 1586 0.537 0.462 0.311
2014 1532 0.539 0.475 0.338
2015 1540 0.545 0.492 0.352
2016 1477 0.543 0.511 0.368
2017 1565 0.589 0.508 0.365
2018 1268 0.792 0.464 0.34
2019 1355 0.79 0.463 0.338
2020 1586 0.303 0.571 0.339

Total 16,395 0.536 0.485 0.331
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Table 2. Cont.

(B)

N Assurance Institutional
Ownership

Long Institutional
Ownership

Agriculture, Forestry, & Fishing 64 0.203 0.231 0.13
Construction 619 0.528 0.384 0.26

Finance, Insurance, & Real Estate 3088 0.544 0.472 0.336
Manufacturing 6036 0.563 0.508 0.354

Mining 1336 0.494 0.432 0.265
Retail Trade 966 0.465 0.525 0.359

Services 1513 0.414 0.591 0.361
Transportation & Public Utilities 2449 0.594 0.414 0.294

Wholesale Trade 324 0.525 0.551 0.361

(C)

N Assurance Institutional
Ownership

Long Institutional
Ownership

AUSTRALIA 967 0.464 0.312 0.171
AUSTRIA 108 0.685 0.264 0.166
BELGIUM 160 0.569 0.239 0.142
BRAZIL 88 0.591 0.248 0.153

CANADA 836 0.373 0.5 0.332
DENMARK 148 0.52 0.329 0.188
FINLAND 250 0.752 0.365 0.238
FRANCE 905 0.878 0.333 0.19

GERMANY 653 0.646 0.349 0.197
GREECE 77 0.831 0.198 0.124

HONG KONG 462 0.532 0.175 0.113
INDIA 455 0.71 0.268 0.199

INDONESIA 180 0.378 0.148 0.105
IRELAND 143 0.594 0.6 0.445

ITALY 291 0.818 0.241 0.157
JAPAN 1004 0.727 0.304 0.215

MALAYSIA 303 0.3 0.218 0.141
MEXICO 4 0.5 0.116 0.0824

NETHERLANDS 291 0.756 0.428 0.271
NEW ZEALAND 49 0.306 0.216 0.112

PHILIPPINES 111 0.45 0.113 0.0773
PORTUGAL 74 0.77 0.252 0.145
SINGAPORE 237 0.346 0.37 0.312

SOUTH AFRICA 840 0.568 0.427 0.313
SPAIN 334 0.805 0.231 0.118

SWEDEN 447 0.644 0.495 0.385
SWITZERLAND 472 0.511 0.385 0.247

TAIWAN 391 0.875 0.235 0.154
THAILAND 240 0.475 0.11 0.0726

UNITED KINGDOM 1923 0.563 0.664 0.463
UNITED STATES 3952 0.313 0.811 0.574

Table 2 provides summary statistics by year, industry and country for companies’ assurance decisions and institu-
tional ownership. The sample contains 3446 firms that issued a sustainability report during the period from 2010 to
2020. Panel A provides summary statistics by year for companies’ assurance decisions and institutional ownership.
Panel B provides summary statistics by industries for companies’ assurance decisions and institutional ownership.
Panel C provides summary statistics by countries for companies’ assurance decisions and institutional ownership.

5.2. Regression Estimations

Table 3 provides our logistics regression estimation results for testing our hypotheses.
Column (1) shows that the increase in institutional ownership decreases the likelihood of
assurance over sustainability reports. However, when we distinguish between the effect of
long-term institutional investors from other investors in Column (2) by including long-term
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institutional ownership, the estimated coefficient of long-term institutional ownership is
positive and statistically significant at the 1% level. Such results support hypothesis H1 that
companies with higher long-term institutional ownership are more likely to assure their
sustainability reports. In Column (3), we use the ratio of long-term institutional ownership
to non-long-term institutional ownership as an alternative measure to test hypothesis H1.
The results in Column (3) confirm our initial results and show that companies are more
likely to assure their reports as institutional ownership by long-term investors increases
relative to non-long-term investors.

Columns (4)–(7) of Table 3 provide the estimation results to test hypothesis H3 on
the critical mass. Column (4) shows that the two dummy variables of low and medium
long-term institutional ownership are negative and significant in comparison to the ref-
erence group, which is the dummy variable of high long-term institutional ownership.
In Column (5), we replace the reference group to use the dummy of medium ownership,
and the results show that only the dummy of high long-term ownership is positive and
significant. Thus, the estimation results support our prediction in hypothesis H2 of the
critical mass role in the effect of institutional ownership on companies’ assurance decisions.
In Columns (6) and (7), we replicate Columns (4) and (5) using the ratio of long-term to
non-long-term institutional ownership to construct the dummy variables of the critical
mass. Both Columns (6) and (7) show consistent results with Columns (4) and (5). Overall,
the estimation results in Table 3 support our hypotheses H1 and H3.

Consistent with prior studies examining the association between board characteristics
and companies’ assurance decisions [16,27], we find that strong characteristics of the board
(e.g., an independent board and women on the board) are positively and significantly asso-
ciated with companies’ assurance decisions. Furthermore, using a more precise measure
for long-term ownership, our results are consistent with [15]. We also extend [15] findings
by showing that the association between long-term ownership and assurance decisions
appears only when the critical mass theory is applied. Therefore, our results suggest that
for long-term ownership to have an impact on companies’ sustainability decisions they
need to represent a certain ownership level.

Table 4 examines the moderating role of the quality of governance on the positive
relations between long-term institutional ownership and the likelihood of assurance on
sustainability reports. Columns (1)–(4) estimate the moderating effect using corporate-level
governance variables, and Columns (5) and (6) use country-level governance characteris-
tics. The coefficients of Interactions 1–6 suggest that the positive influence of long-term
institutional ownership on companies’ decisions to engage in sustainability assurance
is negatively moderated by both corporate- and country-level governance. Overall, the
estimation results in Table 4 support our expectation in hypothesis H2.

Extending prior studies’ findings [16,27], we find that companies’ decisions to engage
in external assurance over their sustainability reports are not driven by single factors.
Where different factors are driving companies’ assurance decisions, as we find in the case
of weak governance, long-term institutional investors would exert more pressure to ensure
that companies assure their sustainability reports.

5.3. Robustness Tests

In addition to our main estimations, we provide additional analyses to check the
robustness of our findings. First, we re-estimate our models using lagged regression
models. We employ lagged models for two reasons. The main reason is that one could
argue that companies might make their assurance decisions based on a past period and
not in the same financial year. Additionally, lagged regression models could overcome
the potential concern of autocorrelation [53,54]. Table 5 shows the results of the lagged
regression models. Table 5 replicates Table 3 using a lagged value for all independent
variables. The estimation results in Table 5 are consistent with those in Table 3 and support
both hypotheses.
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Table 3. Institutional ownership and companies’ assurance decision.

(1) (2) (3) (4) (5) (6) (7)

Dependent Variable = Assurance

Institutional Ownership −0.257 ** −0.620 *** −0.385 *** −0.498 *** −0.498 *** −0.291 ** −0.291 **
[0.123] [0.163] [0.124] [0.144] [0.144] [0.123] [0.123]

Long Institutional 0.532 ***
Ownership [0.161]

Long-on-Nonlong 0.045 ***
[0.008]

Long (low) −0.274 *** −0.074
[0.090] [0.058]

Long (medium) −0.199 ***
[0.069]

Long (high) 0.199 ***
[0.069]

Long-on-Nonlong (low) −0.296 *** −0.137 ***
[0.063] [0.052]

Long-on-Nonlong (medium) −0.159 ***
[0.050]

Long-on-Nonlong (high) 0.159 ***
[0.050]

Blockholding −0.629 *** −0.610 *** −0.649 *** −0.629 *** −0.629 *** −0.606 *** −0.606 ***
[0.119] [0.119] [0.120] [0.122] [0.122] [0.120] [0.120]

CEO Separation 0.165 *** 0.170 *** 0.164 *** 0.172 *** 0.172 *** 0.166 *** 0.166 ***
[0.050] [0.050] [0.050] [0.050] [0.050] [0.050] [0.050]

Board Size 0.084 *** 0.082 *** 0.080 *** 0.084 *** 0.084 *** 0.082 *** 0.082 ***
[0.009] [0.009] [0.009] [0.009] [0.009] [0.009] [0.009]

Board Meetings 0.024 *** 0.025 *** 0.026 *** 0.025 *** 0.025 *** 0.025 *** 0.025 ***
[0.006] [0.006] [0.006] [0.006] [0.006] [0.006] [0.006]

Women on Board 1.616 *** 1.579 *** 1.592 *** 1.599 *** 1.599 *** 1.564 *** 1.564 ***
[0.222] [0.222] [0.223] [0.222] [0.222] [0.222] [0.222]

Independents on Board 0.315 ** 0.300 * 0.290 * 0.307 ** 0.307 ** 0.294 * 0.294 *
[0.155] [0.155] [0.155] [0.155] [0.155] [0.155] [0.155]

Sustainability Committee 1.176 *** 1.167 *** 1.159 *** 1.169 *** 1.169 *** 1.166 *** 1.166 ***
[0.059] [0.059] [0.059] [0.059] [0.059] [0.059] [0.059]

Audit Compensation 0.204 *** 0.209 *** 0.216 *** 0.207 *** 0.207 *** 0.211 *** 0.211 ***
[0.066] [0.066] [0.066] [0.066] [0.066] [0.066] [0.066]

Audit independents 0.230 * 0.247 * 0.235 * 0.241 * 0.241 * 0.247 * 0.247 *
[0.139] [0.139] [0.139] [0.139] [0.139] [0.139] [0.139]

ROA 0.973 *** 0.948 *** 0.919 *** 0.943 *** 0.943 *** 0.956 *** 0.956 ***
[0.284] [0.284] [0.283] [0.284] [0.284] [0.285] [0.285]

Sales 0.489 *** 0.478 *** 0.464 *** 0.481 *** 0.481 *** 0.469 *** 0.469 ***
[0.020] [0.021] [0.021] [0.021] [0.021] [0.021] [0.021]

Leverage 0.127 0.152 0.177 0.144 0.144 0.144 0.144
[0.155] [0.155] [0.155] [0.155] [0.155] [0.154] [0.154]

Legal −0.594 *** −0.611 *** −0.687 *** −0.593 *** −0.593 *** −0.640 *** −0.640 ***
[0.218] [0.218] [0.219] [0.218] [0.218] [0.218] [0.218]

Stakeholder Orientation 1.571 *** 1.513 *** 1.516 *** 1.502 ** 1.502 ** 1.483 ** 1.483 **
[0.588] [0.582] [0.586] [0.594] [0.594] [0.583] [0.583]

Constant −15.507 *** −15.255 *** −14.977 *** −15.051 *** −15.251 *** −14.836 *** −14.995 ***
[1.100] [1.096] [1.091] [1.112] [1.106] [1.100] [1.095]

Industry FE Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes

Country FE Yes Yes Yes Yes Yes Yes Yes
Pseudo R-squared 0.30 0.30 0.30 0.30 0.30 0.30 0.30

log likelihood −8098.93 −8092.85 −8050.17 −8093.75 −8093.75 −8087.90 −8087.90
Chi2 4143.34 4136.74 4127.06 4147.35 4147.35 4138.42 4138.42

N 16,395 16,395 16,395 16,395 16,395 16,395 16,395

Table 3 presents the results of logistic regressions examining the association between institutional ownership
and companies’ assurance decision. The analysis is performed on a sample of 3446 firms that issued an assured
sustainability report during the period from 2010 to 2020. Robust standard errors are reported in brackets.
Industry, year, and country fixed effects are included in all models. Detailed definitions of all variables are in the
Appendix. *** p < 0.01, ** p < 0.05, * p < 0.10.
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Table 4. Institutional ownership and companies’ assurance decision (the moderating role of governance).

(1) (2) (3) (4) (5) (6)
Dependent Variable = Assurance

Long Institutional 1.093 *** 1.324 *** 1.028 *** 1.086 *** 0.811 *** 1.361 ***
Ownership [0.214] [0.247] [0.259] [0.199] [0.228] [0.303]

High Independents on Board 0.233 **
[0.107]

Interaction 1 −0.836 ***
[0.209]

High Audit independents 0.106
[0.108]

Interaction 2 −0.935 ***
[0.228]

Sustainability Committee 1.344 ***
[0.092]

Interaction 3 −0.580 **
[0.228]

High Governance Score 0.856 ***
[0.080]

Interaction 4 −1.011 ***
[0.182]

High Legal 0.312 *
[0.162]

Interaction 5 −0.420 *
[0.227]

High Government Effectiveness 0.294 *
[0.152]

Interaction 6 −0.954 ***
[0.295]

Constant −15.285 *** −15.374 *** −15.425 *** −15.097 *** −14.836 *** −14.995 ***
[1.100] [1.097] [1.101] [1.118] [1.100] [1.095]

Control Variables Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes
Country FE Yes Yes Yes Yes Yes Yes

Pseudo R-squared 0.30 0.30 0.30 0.30 0.30 0.30
log likelihood −8084.11 −8082.54 −8089.37 −8027.79 −8090.62 −8086.94

Chi2 4149.17 4138.62 4156.69 4187.46 4154.50 4157.29
N 16,395 16,395 16,395 16,395 16,395 16,395

Table 4 presents the results of logistic regressions examining the association between institutional ownership
and companies’ assurance decision. The analysis is performed on a sample of 3446 firms that issued an assured
sustainability report during the period from 2010 to 2020. Robust standard errors are reported in brackets.
Industry, year, and country fixed effects are included in all models. Detailed definitions of all variables are in the
Appendix. *** p < 0.01, ** p < 0.05, * p < 0.10.

Second, we also use propensity score matching (PSM) analysis to alleviate any concern
about self-selection bias. Long-term institutional investors might choose to invest in
companies that assure their sustainability reports. PSM is a useful technique to deal with
such bias [55,56]. Table 6 shows the results of PSM using five different matching algorithms
to match target companies (companies with high long-term institutional ownership) with
control companies (companies with low long-term institutional ownership). Table 6 shows
there are statistically significant differences in the likelihood of assurance decisions between
target and control companies across all matching algorithms. Particularly, companies
with high long-term institutional ownership are more likely to assure their sustainability
reports than match companies with low long-term institutional ownership. Overall, Table 6
provides results that support our hypotheses on the positive relationship between long-term
institutional ownership and the likelihood of assurance over sustainability reports.
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Table 5. Institutional ownership and companies’ assurance decision (lagged model).

(1) (2) (3) (4) (5) (6) (7)
Dependent Variable = Assurance

L.Institutional Ownership −0.283 ** −0.535 *** −0.412 *** −0.517 *** −0.517 *** −0.313 ** −0.313 **
[0.142] [0.191] [0.144] [0.169] [0.169] [0.143] [0.143]

L.Long Institutional 0.368 **
Ownership [0.185]

L.Long-on-Nonlong 0.036 ***
[0.009]

L.Long (low) −0.253 ** −0.043
[0.102] [0.066]

L.Long (medium) −0.210 ***
[0.078]

L.Long (high) 0.210 ***
[0.078]

L.Long-on-Nonlong −0.221 *** −0.098 *
(low) [0.073] [0.059]

L.Long-on-Nonlong −0.123 **
(medium) [0.058]

L.Long-on-Nonlong 0.123 **
(high) [0.058]

L.Blockholding −0.844 *** −0.829 *** −0.869 *** −0.859 *** −0.859 *** −0.829 *** −0.829 ***
[0.133] [0.133] [0.134] [0.136] [0.136] [0.134] [0.134]

L.CEO Separation 0.300 *** 0.304 *** 0.299 *** 0.307 *** 0.307 *** 0.301 *** 0.301 ***
[0.058] [0.058] [0.058] [0.058] [0.058] [0.058] [0.058]

L.Board Size 0.088 *** 0.087 *** 0.085 *** 0.088 *** 0.088 *** 0.086 *** 0.086 ***
[0.010] [0.010] [0.010] [0.010] [0.010] [0.010] [0.010]

L.Board Meetings 0.021 *** 0.022 *** 0.022 *** 0.022 *** 0.022 *** 0.022 *** 0.022 ***
[0.007] [0.007] [0.007] [0.007] [0.007] [0.007] [0.007]

L.Women on Board 1.300 *** 1.274 *** 1.279 *** 1.290 *** 1.290 *** 1.258 *** 1.258 ***
[0.259] [0.259] [0.260] [0.259] [0.259] [0.259] [0.259]

L.Independents on Board 0.089 0.077 0.073 0.082 0.082 0.075 0.075
[0.176] [0.176] [0.176] [0.176] [0.176] [0.176] [0.176]

L.Sustainability Committee 1.052 *** 1.046 *** 1.037 *** 1.046 *** 1.046 *** 1.044 *** 1.044 ***
[0.068] [0.068] [0.068] [0.068] [0.068] [0.068] [0.068]

L.Audit Compensation 0.145 * 0.149 ** 0.156 ** 0.147 ** 0.147 ** 0.151 ** 0.151 **
[0.074] [0.074] [0.074] [0.074] [0.074] [0.074] [0.074]

L.Audit independents 0.309 * 0.321 ** 0.315 ** 0.317 ** 0.317 ** 0.322 ** 0.322 **
[0.159] [0.159] [0.159] [0.159] [0.159] [0.159] [0.159]

L.ROA 1.304 *** 1.295 *** 1.274 *** 1.275 *** 1.275 *** 1.302 *** 1.302 ***
[0.303] [0.303] [0.304] [0.303] [0.303] [0.304] [0.304]

L.Sales 0.434 *** 0.426 *** 0.415 *** 0.427 *** 0.427 *** 0.419 *** 0.419 ***
[0.024] [0.024] [0.024] [0.024] [0.024] [0.024] [0.024]

L.Leverage 0.029 0.042 0.070 0.037 0.037 0.044 0.044
[0.185] [0.185] [0.185] [0.185] [0.185] [0.185] [0.185]

L.Legal −0.213 −0.223 −0.263 −0.212 −0.212 −0.236 −0.236
[0.252] [0.252] [0.253] [0.252] [0.252] [0.252] [0.252]

L.Stakeholder Orintation 1.374 * 1.325 * 1.328 * 1.294 * 1.294 * 1.307 * 1.307 *
[0.714] [0.712] [0.715] [0.724] [0.724] [0.714] [0.714]

Constant −14.926 *** −14.747 *** −14.503 *** −14.489 *** −14.699 *** −14.417 *** −14.539 ***
[1.417] [1.418] [1.417] [1.433] [1.428] [1.426] [1.420]

Industry FE Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes

Country FE Yes Yes Yes Yes Yes Yes Yes
Pseudo R-squared 0.26 0.26 0.26 0.26 0.26 0.26 0.26

log likelihood −6257.37 −6255.23 −6231.98 −6253.42 −6253.42 −6252.73 −6252.73
Chi2 2770.68 2770.44 2770.87 2781.05 2781.05 2770.52 2770.52

N 12,360 12,360 12,360 12,360 12,360 12,360 12,360

Table 5 presents the results of lagged logistic regressions examining the association between institutional ownership
and companies’ assurance decision. The analysis is performed on a sample of 3446 firms that issued an assured
sustainability report during the period from 2010 to 2020. Robust standard errors are reported in brackets.
Industry, year, and country fixed effects are included in all models. Detailed definitions of all variables are in the
Appendix. *** p < 0.01, ** p < 0.05, * p < 0.10.
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Table 6. Institutional ownership and companies’ assurance decision (propensity score matching).

Treated Firms Control Firms Diff. SE t-Statistics
Matching Algorithm (1) (2) (3) (4) (5)

NN(1) ATT 0.495 0.416 0.080 0.021 3.8 ***
NN(3) ATT 0.495 0.409 0.087 0.018 4.74 ***
NN(5) ATT 0.495 0.407 0.089 0.018 5.02 ***
Radius ATT 0.495 0.404 0.091 0.017 5.34 ***
Kernel ATT 0.495 0.400 0.096 0.017 5.68 ***

Table 6 presents the results of propensity score matching analysis examining the association between institutional
ownership and companies’ assurance decision. The analysis is performed on a sample of 3446 firms that issued
an assured sustainability report during the period from 2010 to 2020. All matching algorithms impose common
support and a caliper of 0.01. *** indicates statistical significance of t-test at 1% level.

Third, we re-estimate our models without US firms and UK firms to ensure that our
results are not driven by these contexts as they represent approximately 24% and 12%
of our overall sample, respectively. Additionally, we re-estimate our models excluding
2020 observations, as Table 2 shows a decrease of 62% in the number of firms assuring
their sustainability reports and an increase of 24% in institutional ownership during 2020.
Finally, we re-estimate our models controlling for industries using the classifications sug-
gested by [26]. They argue and find that corporate reputation in some industries (mining,
production, utilities, and finance) is more sensitive to sustainability, which will encourage
firms in these industries to assure their sustainability reports. The estimated results of the
above-mentioned tests are consistent with our initially reported results.

6. Summary and Conclusions

There is a huge ethical dilemma covering companies’ sustainability reporting. Compa-
nies can manipulate sustainability reporting to provide a better picture of their sustainability
practices. Companies are able to do so because of the nature of these reports. That is why
the reliability of sustainability reporting is a concern for shareholders. If companies are
manipulating their sustainability performance, this might cause a blowback on companies’
financial values. Therefore, institutional investors play a significant role in ensuring the
reliability of such reports through external assurance.

Analyzing an international sample of companies over the period of 2010 to 2020, we
find evidence that long-term institutional ownership plays a significant role in companies’
decisions to enhance their sustainability report reliability through external assurance.
Further, we consider the importance of ownership level and find that companies with a
high level of long-term institutional ownership are associated with companies’ assurance
decisions, a finding that aligns with critical mass theory. This study not only documents that
there is a positive relationship between long-term institutional ownership and the likelihood
of assurance over sustainability reports but it also shows this relationship is negatively
moderated by the quality of governance at both corporate and country levels. These
findings are in line with our argument that long-term institutional ownership as an effective
monitoring function and corporate governance mechanism would encourage firms to
enhance the reliability of their sustainability reports through assurance; furthermore, these
long-term institutional investors would have less influence in the case of well-governed
firms or firms that operate in countries with robust governance.

These findings have many practical and theoretical implications. The paper empha-
sizes how long-term institutional investors can function as a monitoring mechanism for
a company’s sustainability performance. Our results suggest that the role of long-term
institutional investors is extended by their monitoring of companies’ sustainability report-
ing reliability through external assurance. Further, the results suggest that their role is
moderated by the strength of corporate and institutional governance, which is consistent
with the agency theory. The results also suggest that their role changes based on their in-
vestment concentration, which is consistent with critical mass theory. As external assurance
is found to be one mechanism that institutional investors are pushing for, standard-setting
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organizations should work collaboratively to enhance assurance practices and enforce
more guidelines.

Further research could investigate the role of other types of ownership, such as
ownership by foreign investors, to determine if they are also using their monitoring role in
enhancing the reliability of companies’ sustainability reports. Many studies are trying to
link companies’ sustainability performance to their financial performance (e.g., [57]). What
if sustainability performance and practices are not having a direct impact on companies’
financial performance, but they are preventing a financial disaster? Indeed, some interview-
based studies with institutional investors are likely to provide fruitful insights into why
investors are interested in companies’ sustainability practices. To extend this study’s
findings, further research could investigate why long-term institutional investors affect
companies’ decisions to engage in external assurance. Furthermore, long-term ownership
might also affect companies’ decisions regarding the quality of the assurance engagement
and their choice of assurance provider. Access to different attributes regarding companies’
assurance engagement is a limitation of this study, and further research could investigate
these additional attributes.

Author Contributions: Methodology, A.A.A. and K.F.A.; Software, A.A.A.; Formal analysis, A.A.A.
and K.F.A.; Writing—original draft, A.A.A. and K.F.A.; Writing— review & editing, A.A.A. and K.F.A.
All authors have read and agreed to the published version of the manuscript.

Funding: This work was supported through the Annual Funding track by the Deanship of Scientific
Research, Vice Presidency for Graduate Studies and Scientific Research, King Faisal University, Saudi
Arabia [Grant No. 2683].

Institutional Review Board Statement: Not applicable.

Informed Consent Statement: Not applicable.

Data Availability Statement: Not applicable.

Conflicts of Interest: The authors declare no conflict of interest.

References
1. Marquis, C.; Toffel, M.W.; Zhou, Y. Scrutiny, norms, and selective disclosure: A global study of greenwashing. Organ. Sci. 2016,

27, 483–504. [CrossRef]
2. Lyon, T.P.; Maxwell, J.W. Greenwash: Corporate environmental disclosure under threat of audit. J. Econ. Manag. Strategy

2011, 20, 3–41. [CrossRef]
3. Walker, K.; Wan, F. The harm of symbolic actions and green-washing: Corporate actions and communications on environmental

performance and their financial implications. J. Bus. Ethics 2012, 109, 227–242. [CrossRef]
4. Simnett, R.; Carson, E.; Vanstraelen, A. International archival auditing and assurance research: Trends, methodological issues,

and opportunities. Audit. A J. Pract. Theory 2016, 35, 1–32. [CrossRef]
5. Chung, R.; Firth, M.; Kim, J.B. Institutional monitoring and opportunistic earnings management. J. Corp. Financ. 2002, 8, 29–48.

[CrossRef]
6. Ferreira, M.A.; Matos, P. The colors of investors’ money: The role of institutional investors around the world. J. Financ. Econ.

2008, 88, 499–533. [CrossRef]
7. Chen, T.; Dong, H.; Lin, C. Institutional shareholders and corporate social responsibility. J. Financ. Econ. 2020, 135, 483–504.

[CrossRef]
8. Dyck, A.; Lins, K.V.; Roth, L.; Wagner, H.F. Do institutional investors drive corporate social responsibility? International evidence.

J. Financ. Econ. 2019, 131, 693–714. [CrossRef]
9. Martínez-Ferrero, J.; Lozano, M.B. The nonlinear relation between institutional ownership and environmental, social and

governance performance in emerging countries. Sustainability 2021, 13, 1586. [CrossRef]
10. Hoskisson, R.E.; Hitt, M.A.; Johnson, R.A.; Grossman, W. Conflicting voices: The effects of institutional ownership heterogeneity

and internal governance on corporate innovation strategies. Acad. Manag. J. 2002, 45, 697–716. [CrossRef]
11. Fu, X.; Tang, T.; Yan, X. Why do institutions like corporate social responsibility investments? Evidence from horizon heterogeneity.

J. Empir. Financ. 2019, 51, 44–63. [CrossRef]
12. Kanter, R.M. Some effects of proportions on group life: Skewed sex ratios and responses to token women. Am. J. Sociol. 1977, 82,

965–990. [CrossRef]
13. Hummel, K.; Schlick, C.; Fifka, M. The role of sustainability performance and accounting assurors in sustainability assurance

engagements. J. Bus. Ethics 2019, 154, 733–757. [CrossRef]

http://doi.org/10.1287/orsc.2015.1039
http://doi.org/10.1111/j.1530-9134.2010.00282.x
http://doi.org/10.1007/s10551-011-1122-4
http://doi.org/10.2308/ajpt-51377
http://doi.org/10.1016/S0929-1199(01)00039-6
http://doi.org/10.1016/j.jfineco.2007.07.003
http://doi.org/10.1016/j.jfineco.2019.06.007
http://doi.org/10.1016/j.jfineco.2018.08.013
http://doi.org/10.3390/su13031586
http://doi.org/10.2307/3069305
http://doi.org/10.1016/j.jempfin.2019.01.010
http://doi.org/10.1086/226425
http://doi.org/10.1007/s10551-016-3410-5


Sustainability 2023, 15, 3492 16 of 17

14. Alsahali, K.F.; Malagueño, R. An empirical study of sustainability reporting assurance: Current trends and new insights.
J. Account. Organ. Chang. 2021, 18, 617–642. [CrossRef]

15. García-Sánchez, I.-M.; Aibar-Guzmán, B.; Aibar-Guzmán, C. What sustainability assurance services do institutional investors
demand and what value do they give them? Sustain. Account. Manag. Policy J. 2022, 13, 152–194. [CrossRef]

16. García-Sánchez, I.M.; Hussain, N.; Khan, S.A.; Martínez-Ferrero, J. Assurance of corporate social responsibility reports: Examining
the role of internal and external corporate governance mechanisms. Corp. Soc. Responsib. Environ. Manag. 2022, 29, 89–106.
[CrossRef]

17. Bona-Sanchez, C.; Perez-Aleman, J.; Santana-Martin, D.J. Sustainability disclosure, dominant owners and earnings informative-
ness. Res. Int. Bus. Financ. 2017, 39, 625–639. [CrossRef]

18. Watson, L. Corporate social responsibility research in accounting. J. Account. Lit. 2015, 34, 1–16. [CrossRef]
19. Boiral, O.; Heras-Saizarbitoria, I.; Brotherton, M.C.; Bernard, J. Ethical issues in the assurance of sustainability reports: Perspectives

from assurance providers. J. Bus. Ethics 2018, 159, 1111–1125. [CrossRef]
20. Du, K.; Wu, S.J. Does external assurance enhance the credibility of CSR reports? Evidence from CSR-related misconduct events in

Taiwan. Audit. A J. Pract. Theory 2019, 38, 101–130. [CrossRef]
21. Edgley, C.; Jones, M.J.; Atkins, J. The adoption of the materiality concept in social and environmental reporting assurance: A field

study approach. Br. Account. Rev. 2015, 47, 1–18. [CrossRef]
22. Jones, M.J.; Solomon, J.F. Social and environmental report assurance: Some interview evidence. Account. Forum 2010, 34, 20–31.

[CrossRef]
23. International Federation of Accountants (IFAC). Handbook of International Quality Control, Auditing Review, Other Assurance,

and Related Services Pronouncements. 2012. Available online: https://www.ifac.org/system/files/publications/files/2012%2
0IAASB%20Handbook%20Part%20I_Web.pdf (accessed on 10 July 2022).

24. ISAE 3000 (Revised); Assurance Engagements Other than Audits or Reviewers of Historical Financial Information. International
Federation of Accountants: New York, NY, USA, 2011.

25. AA1000 AS; Assurance Standard v3. AccountAbility: New York, NY, USA, 2020.
26. Simnett, R.; Vanstraelen, A.; Chua, W.F. Assurance on sustainability reports: An international comparison. Account. Rev. 2009, 84,

937–967. [CrossRef]
27. Liao, L.; Lin, T.P.; Zhang, Y. Corporate board and corporate social responsibility assurance: Evidence from China. J. Bus. Ethics

2018, 150, 211–225. [CrossRef]
28. Chen, X.; Harford, J.; Li, K. Monitoring: Which institutions matter? J. Financ. Econ. 2007, 86, 279–305. [CrossRef]
29. Bokpin, G.A. Foreign direct investment and environmental sustainability in Africa: The role of institutions and governance. Res.

Int. Bus. Financ. 2017, 39, 239–247. [CrossRef]
30. Kang, S.; Chung, C.Y.; Choi, W. How do heterogeneous institutional investors influence corporate advertising decisions? Res. Int.

Bus. Financ. 2022, 62, 101698. [CrossRef]
31. Gaspar, J.M.; Massa, M.; Matos, P. Shareholder investment horizons and the market for corporate control. J. Financ. Econ. 2005, 76,

135–165. [CrossRef]
32. Boubaker, S.; Chourou, L.; Saadi, S.; Zhong, L. Does institutional investor horizon influence US corporate financing decisions? Int.

Rev. Financ. Anal. 2019, 63, 382–394. [CrossRef]
33. Cleary, W.S.; Wang, J. Institutional investors, monitoring and corporate finance policies. Int. J. Manag. Financ. 2017, 13, 186–212.

[CrossRef]
34. Huang, K.; Petkevich, A. Investment horizons and information. J. Bus. Financ. Account. 2016, 43, 1017–1056. [CrossRef]
35. Bushee, B.J. The influence of institutional investors on myopic R&D investment behavior. Account. Rev. 1998, 71, 305–333.

Available online: https://www.jstor.org/stable/248542 (accessed on 15 November 2022).
36. Harford, J.; Kecskés, A.; Mansi, S. Do long-term investors improve corporate decision making? J. Corp. Financ. 2018, 50, 424–452.

[CrossRef]
37. Cella, C.; Ellul, A.; Giannetti, M. Investors’ horizons and the amplification of market shocks. Rev. Financ. Stud. 2013, 26, 1607–1648.

[CrossRef]
38. Hotchkiss, E.S.; Strickland, D. Does shareholder composition matter? Evidence from the market reaction to corporate earnings

announcements. J. Financ. 2003, 58, 1469–1498. [CrossRef]
39. Yin, C.; Ward, C.; Tsolacos, S. Motivated monitoring: The importance of the institutional investment horizon. Int. Rev. Financ.

Anal. 2018, 60, 197–212. [CrossRef]
40. Wang, X.; Wei, S. Does the investment horizon of institutional investors matter for stock liquidity? Int. Rev. Financ. Anal. 2021, 74,

101648. [CrossRef]
41. Iliev, P.; Lowry, M. Are mutual funds active voters? Rev. Financ. Stud. 2015, 28, 446–485. [CrossRef]
42. Stathopoulos, K.; Voulgaris, G. The importance of shareholder activism: The case of say-on-pay. Corp. Gov. Int. Rev. 2016, 24,

359–370. [CrossRef]
43. McCahery, J.A.; Sautner, Z.; Starks, L.T. Behind the scenes: The corporate governance preferences of institutional investors.

J. Financ. 2016, 71, 2905–2932. [CrossRef]
44. Jensen, M.C.; Meckling, W.H. Theory of the firm: Managerial behaviour, agency costs and ownership structure. J. Financ. Econ.

1976, 3, 305–360. [CrossRef]

http://doi.org/10.1108/JAOC-05-2020-0060
http://doi.org/10.1108/SAMPJ-06-2020-0199
http://doi.org/10.1002/csr.2186
http://doi.org/10.1016/j.ribaf.2016.07.020
http://doi.org/10.1016/j.acclit.2015.03.001
http://doi.org/10.1007/s10551-018-3840-3
http://doi.org/10.2308/ajpt-52418
http://doi.org/10.1016/j.bar.2014.11.001
http://doi.org/10.1016/j.accfor.2009.11.002
https://www.ifac.org/system/files/publications/files/2012%20IAASB%20Handbook%20Part%20I_Web.pdf
https://www.ifac.org/system/files/publications/files/2012%20IAASB%20Handbook%20Part%20I_Web.pdf
http://doi.org/10.2308/accr.2009.84.3.937
http://doi.org/10.1007/s10551-016-3176-9
http://doi.org/10.1016/j.jfineco.2006.09.005
http://doi.org/10.1016/j.ribaf.2016.07.038
http://doi.org/10.1016/j.ribaf.2022.101698
http://doi.org/10.1016/j.jfineco.2004.10.002
http://doi.org/10.1016/j.irfa.2017.09.001
http://doi.org/10.1108/IJMF-07-2016-0138
http://doi.org/10.1111/jbfa.12205
https://www.jstor.org/stable/248542
http://doi.org/10.1016/j.jcorpfin.2017.09.022
http://doi.org/10.1093/rfs/hht023
http://doi.org/10.1111/1540-6261.00574
http://doi.org/10.1016/j.irfa.2018.08.011
http://doi.org/10.1016/j.irfa.2020.101648
http://doi.org/10.1093/rfs/hhu062
http://doi.org/10.1111/corg.12147
http://doi.org/10.1111/jofi.12393
http://doi.org/10.1016/0304-405X(76)90026-X


Sustainability 2023, 15, 3492 17 of 17

45. Globner, S. Investor horizons, long-term block holders, and corporate social responsibility. J. Bank. Financ. 2019, 103, 78–97.
[CrossRef]

46. Wang, R.; Zhou, S.; Wang, T. Corporate governance, integrated reporting and the use of credibility-enhancing mechanisms on
integrated reports. Eur. Account. Rev. 2020, 29, 631–663. [CrossRef]

47. Jizi, M. The influence of board composition on sustainable development disclosure. Bus. Strategy Environ. 2017, 26, 640–655.
[CrossRef]

48. Jo, H.; Harjoto, M.A. Corporate governance and firm value: The impact of corporate social responsibility. J. Bus. Ethics 2011, 103,
351–383. [CrossRef]

49. Shleifer, A.; Vishny, R.W. A survey of corporate governance. J. Financ. 1997, 52, 737–783. [CrossRef]
50. Attig, N.; Cleary, S.; El Ghoul, S.; Guedhami, O. Institutional investment horizon and investment-cash flow sensitivity. J. Bank.

Financ. 2012, 36, 1164–1180. [CrossRef]
51. Elyasiani, E.; Jia, J. Distribution of institutional ownership and corporate firm performance. J. Bank. Financ. 2010, 34, 606–620.

[CrossRef]
52. Wang, M. Which types of institutional investors constrain abnormal accruals? Corp. Gov. Int. Rev. 2014, 22, 43–67. [CrossRef]
53. Keele, L.; Kelly, N.J. Dynamic models for dynamic theories: The ins and outs of lagged dependent variables. Political Anal. 2006,

14, 186–205. [CrossRef]
54. Wilkins, A.S. To lag or not to lag?: Re-evaluating the use of lagged dependent variables in regression analysis. Political Sci. Res.

Methods 2018, 6, 393–411. [CrossRef]
55. Guo, S.; Fraser, M.W. Propensity Score Analysis: Statistical Methods and Applications, 2nd ed.; SAGE Publications, Inc.: Thousand

Oaks, CA, USA, 2014.
56. Rosenbaum, P.R.; Rubin, D.B. The central role of the propensity score in observational studies for causal effects. Biometrika 1983,

70, 41–55. [CrossRef]
57. Shaikh, I. Environmental, social, and governance (ESG) practice and firm performance: An international evidence. J. Bus. Econ.

Manag. 2022, 23, 218–237. [CrossRef]

Disclaimer/Publisher’s Note: The statements, opinions and data contained in all publications are solely those of the individual
author(s) and contributor(s) and not of MDPI and/or the editor(s). MDPI and/or the editor(s) disclaim responsibility for any injury to
people or property resulting from any ideas, methods, instructions or products referred to in the content.

http://doi.org/10.1016/j.jbankfin.2019.03.020
http://doi.org/10.1080/09638180.2019.1668281
http://doi.org/10.1002/bse.1943
http://doi.org/10.1007/s10551-011-0869-y
http://doi.org/10.1111/j.1540-6261.1997.tb04820.x
http://doi.org/10.1016/j.jbankfin.2011.11.015
http://doi.org/10.1016/j.jbankfin.2009.08.018
http://doi.org/10.1111/corg.12044
http://doi.org/10.1093/pan/mpj006
http://doi.org/10.1017/psrm.2017.4
http://doi.org/10.1093/biomet/70.1.41
http://doi.org/10.3846/jbem.2022.16202

	Introduction 
	Background 
	Sustainability Reports and Assurance 
	Long-Term Institutional Ownership 

	Theoretical Framework and Hypothesis Development 
	Sample and Research Design 
	Empirical Results and Discussion 
	Descriptive Statistics 
	Regression Estimations 
	Robustness Tests 

	Summary and Conclusions 
	References

