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Abstract: The board of directors’ role is paramount in businesses because it reflects the organisation’s
ability to earn investor confidence and improve financial performance. This paper aims to examine
the relationship between environmental and social (ES) information disclosure and firm financial
performance and the interaction effects of board meetings on the relationship between ES and firm
performance in Malaysian publicly traded firms from 2013 to 2017. This article contributes to the
theoretical foundations of the agency theory as it relates to the corporate governance function. The
agency theory framework is used to capture the inherent interrelationships between the board of
directors and firm performance. The study’s findings indicate that a firm’s relationship between ES
and financial performance, measured by Tobin Q and return on equity, may be significantly affected
by board meetings.

Keywords: agency theory; board meeting; environmental and social disclosure; financial perfor-
mance; GMM

1. Introduction

Investors rely on information disclosure in the business world since it depicts the
actual firm performance and the return and risk of investment. Fama (1970) emphasised
the importance of information in the Efficient Market Hypothesis (EMH), stating that a
market is efficient when the stock price reacts instantly to the arrival of new information.
As such, adequate disclosure or reporting enables investors to comprehend the precise
state of businesses, their associated risks, and the expected return on their investment
(Gackowski 2017). Notably, there is a widespread belief among academics that effective
disclosure and sound corporate governance result in superior financial performance for
businesses (Chung et al. 2015; Ghani et al. 2016).

The East Asian financial crisis of 1997 had a detrimental effect on the Asian countries’
performance, including Malaysia. Consequently, numerous studies have been conducted
to determine the primary factors contributing to the incident. Scholars believe it may have
been caused by corporate governance malpractice and inadequate information disclosure
(Rahman and Haniffa 2005).

Internationally, extensive empirical research has been conducted on the relationship
between corporate governance disclosure and firm performance (Merton 1986; Che Hat et al.
2008; Kowalewski 2016). Consensus findings indicated that good corporate governance
could boost firm value and attract investors to stock markets. Indeed, the purpose of
establishing Corporate Governance Codes in various countries is to address the information
asymmetry issue between businesses and investors (Han et al. 2014; Maina et al. 2017).
However, empirical research concerning board governance influences the relationship
between information disclosure and firm performance is limited. Corporate governance is
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frequently discussed in the business community as the primary mechanism for increasing
firm transparency and investor confidence. Due to company directors having a direct
relationship with the management and shareholders, this study focuses on board meetings
as a corporate governance mechanism. As a developing country, Malaysia’s economy
depends on effective boards for growth and survival.

It is not systematically researched how board meetings affect disclosure practices
and firm performance (Kasbun et al. 2016; Allegrini and Greco 2013; Hashim et al. 2014).
Numerous studies examined the relationship between information disclosure and firm
performance, but most either looked at a single component of disclosures or utilised a
limited sample (Botosan 1997; Cooke 1989; Allegrini and Greco 2013). Besides, various
empirical studies investigating the relationship between information disclosure and firm
performance have produced equivocal and contradictory conclusions. For example, Ghani
et al. (2016) observed that information disclosure (risk management and operational
information) is positively associated with financial performance in Malaysian publicly
traded companies. This finding was comparable to that of Maina et al. (2017), who found
a significant association between information disclosure and the performance of Kenya’s
listed companies. Nevertheless, it was found in the study by Che Hat et al. (2008) that
the relationship between corporate governance and firm performance is not mediated by
disclosure. Besides, Atan et al. (2016) found no association between economic, social, and
governance disclosure and firm financial performance. As a result of the inconsistencies and
contradictory findings in the literature, additional studies on new elements of information
disclosure and board governance are necessary.

In contrast to earlier studies, the current study has longer research periods to establish
the sustainability disclosure effect on a firm’s long-term profits. Utilising long-term data
can help determine whether sustainability reporting is a worthwhile long-term investment
for firms aiming to enhance profitability, rather than a short fix. This study also employs
GMM (two-step) estimation to estimate panel data, which is more credible and accurate.
Furthermore, this study looks at the agency theory to explain how firms employ ES
disclosure to improve the performance of publicly traded companies.

The paper is structured as follows: Section 2 briefly introduces the agency theory and
an overview of environmental and social disclosure, board meetings, and firm performance;
Section 3 describes the measurements of the study; Section 4 discusses the research data and
methodology in detail; Section 5 explains the discussion; Section 6 presents the conclusion.

2. Literature Review
2.1. Theoretical Background

An agency relationship is a legal contract between the principal and the agent in which
the principal transfers the responsibility and authority of managing the business’s activities
to the agent. It establishes a distinction between ownership and control, remaining the
ownership with the principal and the control with the agent (Jensen and Meckling 1976).
Agents are equated to managers in the agency theory, while principals are to shareholders.

According to this theory, the separation of ownership and control results in infor-
mation asymmetry, as managers have more information than shareholders. Additionally,
management can manipulate information to act contrary to the best interests of sharehold-
ers (Donnelly and Mulcahy 2008).

According to the agency theory, when a principal (shareholder) and an agent (manager)
are separated, conflicting relationships, such as information asymmetry and opportunistic
behaviour of agents, exist. As a result, it is critical to closely monitor the agent’s activities
to minimise conflicts, align principal-agent objectives, and maximise shareholder wealth.
Additionally, the agency theory explains that effective corporate governance oversight
reduces agency conflicts, increases firm transparency, and improves financial performance
(Hanh et al. 2018; Hussain et al. 2018).
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2.2. Environmental and Social Disclosure

Environmental and social (ES) disclosure is gaining popularity. It has been estab-
lished that it allows firms to disclose the sustainability incentive reflecting their successful
approaches and earns investor confidence. Sustainability disclosure, also known as sus-
tainability reporting, is a kind of corporate social responsibility (CSR) mandating firms
to disclose their environmental and social performance to stakeholders. Environmental
and social disclosure (ES) has been identified as new investment criteria for analysing
shareholder investments. Investors have begun to pay attention to non-financial infor-
mation as they recognise that sustainability disclosure reporting enables firms to increase
transparency and promote mutual engagement with stakeholders. Kasbun et al. (2016)
examined the association between sustainability reporting and the financial performance of
Malaysian public listed companies. They noted that firms typically believe that disclosing
non-financial information is unnecessary and costly; eventually, a focus on sustainability
may lead to a loss of competitiveness.

ES has been shown to open new doors for businesses to improve their performance
and reputations to reflect their responsibilities to stakeholders. Additionally, sustainability
reporting will strengthen the company’s competitive position (Norraidah and Azuddin
2018). Bursa Malaysia introduced a new amendment in 2016 mandating the disclosure
of non-financial information. Bursa requires companies to include a quality statement
regarding the disclosure of non-financial information in their annual report. This metric
will assist in providing a reliable and accurate measure of a company’s performance
and assist investors in making an investment decision (Kasbun et al. 2016). Evaluating
a company’s performance based on financial data solely is meaningless in the current
financial market. Businesses must evaluate their overall performance concerning non-
financial factors. According to Loh et al. (2016), Malaysia had a relatively low rate of
sustainability disclosure when compared to the other four Asian countries. The low level
of disclosure may result from a lack of awareness regarding the costs and benefits of
sustainability reporting.

There is a growing interest in researching corporate social and environmental disclo-
sure. Sustainability disclosure is a form of corporate social responsibility (CSR) requiring
businesses to disclose their economic, environmental, and social performance to stakehold-
ers. It has been shown to provide companies with opportunities to disclose sustainability
incentives reflecting successful business strategies and earn investor trust. Its observance
became mandatory in 2014 because it enhances a company’s positive image and has an
undeniable positive impact on financial performance (Kasbun et al. 2016; Chen et al. 2015).

Sustainability investment awareness has increased worldwide, as shareholders con-
sider the companies’ sustainability disclosure before determining investment decisions.
According to Chen et al. (2015), high performing corporations have more incentives to
reveal social performance information to increase their image and publicity. Similarly,
Preston and O’bannon (1997) showed a positive relationship between social disclosure and
firm financial performance in US Corporations.

Hypothesis 1 (H1). Environmental and social disclosure has a significant effect on firm perfor-
mance.

2.3. Board Meeting

A board meeting is recognised as a significant component of effective corporate
governance. According to the agency theory, board meeting frequency may affect firm
performance. Increased meeting frequency promotes idea sharing, performance disclosure,
and debate to resolve agency problems. Bursa Malaysia Berhad’s (2017) report stated
that whilst the minimum number of meetings is not prescribed, it would be in the com-
pany’s best interest for the board to meet regularly (i.e., at least five meetings if not more
frequently as circumstances dictate). Furthermore, according to the Malaysian code on
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corporate governance (MCCG), the number of board meetings is not specified, depending
on companies’ situations.

Prior research has indicated that frequent meetings improve the board member organ-
isation and communication as a part of the governance mechanism (Correia and Lucena
2020; Elamer et al. 2018). Board meetings clarify any ambiguity and establish shared beliefs,
expectations, and values, thus improving firm performance and efficiency. Standardisation
of knowledge can be accomplished through frequent meetings, providing an opportunity
to discuss both strengths and weaknesses affecting the firm’s earnings (Nguyen et al. 2021;
Correia and Lucena 2020). Amin et al. (2018) argued that regular board meetings signal
to stakeholders that the company is underperforming, requiring an outside director to
monitor the firms closely. Wang et al. (2020) were pessimistic about the board meeting. As
it turns out, their research showed that board meetings have a detrimental effect on firm
performance. As a result, firms are hosting more frequent meetings to deal with issues due
to low performance. Additionally, effective board meetings typically alert stakeholders
to problems or conflicts in the business operation. Due to these divergent views on the
nature of board meetings, it appears as though the question of whether board meetings
can potentially have a beneficial governance effect on firm success is an open one.

Chou et al. (2013) discovered that board meetings are associated with firm perfor-
mance because they help the board monitor and supervise its activities while protecting
shareholder wealth. Similarly, Vafeas and Theodorou (1998) found an association between
board activity and corporate performance, as measured by the frequency of board meetings.
However, a study conducted by Azar et al. (2014) found that the frequency of board
meetings negatively correlates with financial performance, as measured by Tobin’s Q.

Nurulyasmin et al. (2017) used Ordinary Least Square (OLS) regression to determine
the association between board meeting frequency and CSR reporting. They found that the
frequency of board meetings is not associated with CSR reporting. As a result, this study
examines the interaction effect of board meetings and environmental and social disclosure
on firm performance, which may help open the black box between information disclosure
and firm performance.

Hypothesis 2 (H2). Board meetings enhance the relationship between environmental and social
disclosure.

2.4. Firm Performance

From a South-East Asian perspective, Buachoom (2018) agreed that having more
board meetings impacts firm performance positively. It reflects the high-performing
board’s preference for more frequent decision-making and consideration sessions. The
outcomes of these sessions can be used to control executives’ decisions and motivate them
to perform to meet the firm’s objectives. Al Farooque et al. (2020) also supported this view,
stating that regular meeting activity enables the transfer of knowledge and experience
for supervision and executive monitoring. Mishra and Kapil (2018) elaborated on the
importance of directors’ participation and preparation prior to the meeting to address
pertinent issues constructively. Additionally, board meetings are more frequent in larger
firms, indicating that greater oversight is required to maintain corporate value.

According to Azar et al. (2014), board meetings are a key component of effective
corporate governance. The number of board meetings is a critical resource for increasing
the board’s effectiveness. Additionally, prior research demonstrated a positive correlation
between board meetings and firm financial performance (Hanh et al. 2018). Jensen (1993)
argued that a board of directors of a high-performing firm rarely encounters conflict.

The board of directors of a business has become increasingly important during crises.
As a result, board meetings are critical to a firm’s survival and development. When board
members meet regularly, they have many opportunities to exchange, discuss, share ideas,
and plan firm strategies. Paul (2017) articulated that regularly corporate board meetings
achieve higher and better financial results in earnings per share than those not meeting
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regularly. With this context in mind, this study examines the relationship between board
meeting frequency and firm performance.

3. Measurement of Variables

The measurements of the independent variable and dependent variable are sum-
marised in Table 1.

Table 1. Summary of Variables.

Variables Measurement Data Source

Dependent Variable

Firm Performance

Tobin’s Q (market value of
equities plus book value of
liabilities divided by book
value of total assets) and

Return on equity

Bloomberg

Independent Variable

Environmental and Social Disclosure Environmental and Social
Score Bloomberg

Moderating Variable
Board Meeting

Number of board meetings
held for the financial year Annual Report

The independent variables (IV) are environmental and social (ES) disclosures, while
the dependent variable is firm performance as measured by Tobin’s Q and return on
equity (ROE). This study employs both accounting-based and market-based measures of
financial performance because they have been perceived as indicators of both short-term
and long-term corporate financial performance. Furthermore, the board meeting is used to
examine whether board meetings enhance the relationship between environmental and
social disclosure and firm performance.

4. Data and Methodology

This study examines all non-financial firms listed on the main market of Bursa
Malaysia between 2013 and 2017. Due to the full adoption of the amended Corporate
Governance Code, revised in 2012, 2013 was chosen as the pilot year. The newly amended
Code, published in 2017, takes a fresh look at corporate disclosure standards. This study
employs quantitative data analysis and numerical representations of empirical findings to
identify and explain the evidence. Tobin Q was the dependent variable representing the
firm’s financial performance, while environmental and social determinants were indepen-
dent variables. All data were in logarithmic format and sourced from Bloomberg and the
annual report.

Due to the dynamic nature of firm financial performance, an empirical analysis using
a dynamic panel data model is more appropriate. The central concept underlying the
signalling theory is the firm’s financial condition, which is subject to frictions, such as
the volume of information disclosed and changes in investor confidence as firm financial
performance changes. This study allowed financial performance to fluctuate over time due
to board governance and share price performance changes.

Baseline Model is as follow:

yit = δyit−1, + β1ESit

where,

y = natural logarithm of firm financial performance measured by Tobin’s Q and Return on
Equity (ROE), ES is the natural logarithm of the environmental and social disclosure score.
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This study predicts that companies with a high level of disclosure will result in better
financial performance.

Interaction Model is as follow:
Board Meeting (BM) enhances the relationship between environmental and social (ES)

disclosure and firm performance.

yit = δyit−1, + β1ESit + β2BMit + β3(ES × BM)it

Table 2 shows the ES disclosure data obtained from financial reports of Malaysian
listed companies from 2013 to 2017, involving 277 companies. These businesses were
from various industries, including consumer staples, consumer discretionary, technology,
materials, industrials, communications, healthcare, energy, and utilities.

Table 2. Descriptive Statistic.

Variables Mean Median Std. Dev. Min Max Obs

Dependent variable
Tobin Q

ROE
1.60 1.05 5.740 0.30 207.02 1366
8.83 7.37 30.323 105.74 369.91 1373

Independent variable
ES

Moderating variable
80.35 83.33 10.481 16.67 100.00 1290

Board meeting 5.53 5.00 1.910 1.00 27.00 1334

The correlation structure of environmental and social disclosure has a positive and
substantial association with Tobin’s Q, ROA, and ROE, with coefficient values of 0.1061,
0.1035, and 0.1181, respectively, as shown in Table 3. A positive correlation indicates a
direct relationship, meaning that increasing environmental and social disclosure increases
the firm’s ROA, Tobin’s Q, and ROE. A high level of disclosure transparency is associated
with improved performance.

Table 3. Correlation Matrix (IV: ES Disclosure, DV: Tobin’s Q and ROE).

Tobin Q ROA ROE ES Board Meeting

tobin 1.00
roa 0.3277 * 1.00
roe 0.3087 * 0.9195 * 1.00
es 0.1061 * 0.1035 * 0.1181 * 1.00

board_m −0.0506 * −0.1122 * −0.0608 * 0.0613 * 1.00
Note: An * indicates statistical significance at the level of 5% or less.

Figure 1 depicts the mean number of board meetings for Malaysian companies in each
industry’s line chart from 2013 to 2017. From the chart, industries, such as consumer staples,
consumer discretionary, technology, and materials, did not experience many changes in the
number of board meetings. Next, Malaysian companies from the industrials and healthcare
industries had raging changes in the number of board meetings. In general, Malaysian
companies from the communications and utility industries experienced an increase in the
number of board meetings from 2013 to 2017. On the other hand, companies from the
energy industry experienced a decrease in the number of board meetings. Finally, the utility
industry had the highest number of board meetings, followed by the communications
industry.
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This study used the Arellano and Bond (1991) System Generalised Method of Moments
(GMM) to ensure the instrument validity and reduce bias and other possible exogenous
variables. The GMM’s two-step approach recognises the dependent variable’s persistence
by including its lag value as an explanatory variable in the regression model. Two specifi-
cation tests were used to evaluate the robustness of the instrument variables used in the
GMM system estimations. Hansen and Singleton (1982) introduced the J-statistic, a metric
for over-identifying constraints associated with the null hypothesis that the instruments are
correct. The p-values for the Hansen J-statistic were not statistically significant, indicating
that the instruments were valid for all regressions. This study established the validity of
treating all regressors as exogenous except for the lagged dependent variable. The second
was the Arellano and Bond (1991) autocorrelation test, which ruled out the null hypothesis
of no first- and second-order serial association in the model’s residuals. AR (1) was present,
as estimated by the first-order serial correlation, due to the error terms associated with the
lagged dependent variable. While AR (2), the approximate second-order serial correlation
coefficient, indicated that all regression models’ residuals were devoid of second-order
correlations. Model 1, the two-step system GMM result, indicated that ES disclosure has a
statistically significant negative correlation with firm performance, as measured by Tobin’s
Q (coeff = −0.410, p = 0.1) and ROE (coeff = −4.748, p = 0.1), contradicting Hypothesis 1.

Model 2 discussed the role of board meetings influencing the relationship between
ES and firm performance. Interestingly, the results in Table 4 indicate that the board meet-
ing interaction coefficient is positive and statistically significant compared to Tobin’s Q
(coeff = 0.156, p = 0.1) and ROE (coeff = 0.950, p = 0.1). It can be argued that regularly meet-
ing boards encourage management to focus on shareholder value creation and performance
enhancement. The significant effect of board meetings on firm performance is consistent
with the agency theory’s view, indicating that board meeting attendance is significant and
is viewed as an indication of the board’s successful monitoring activities. The interaction
between meetings demonstrates that they positively enhance the relationship between
environmental and social disclosure and firm performance, verifying Hypothesis 2.
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Table 4. The relationship of sustainability disclosure and firm financial performance: (Dependent Variable: Tobin Q and
ROE).

Variables

Model 1a Model 2a Model 1b Model 2b

System GMM Two-Step System GMM Two-Step

Tobin Q ROE

Firm Performance (−1)
0.399 *** 0.572 *** 0.207 0.282 ***
(0.0992) (0.0584) (0.141) (0.0802)

es −0.410 * −1.098 * −4.748 ** −7.236 **
(0.246) (0.562) (1.885) (3.457)

bm
−0.666 * −3.980
(0.400) (2.488)

es*bm
0.156 * 0.950 *

(0.0922) (0.574)

Constant
1.24 4.460 * 21.43 *** 29.78 **

(0.984) (2.426) (7.872) (15.01)
Observations 941 941 946 946

Number of groups 258 258 258 258
Number of instruments 46 74 31 60

AR1 0.000 0.000 0.006 0.000
AR2 0.110 0.338 0.585 0.368

Hansen 0.599 0.231 0.560 0.223

Note: The estimation of GMM uses xtabond2 in STATA 14. Standard errors in parentheses, *** p < 0.01, ** p < 0.05, * p < 0.1.

5. Discussion

According to the analysis, environmental and social disclosure has a detrimental effect
on firm performance. The interaction between information disclosure and board meetings
demonstrates a positive and significant effect on firm performance, consistent with the
agency theory. According to the agency theory, a board monitoring role will alleviate
agency conflicts, increase investor returns, and improve financial performance. In other
words, the interaction between board meetings is positive; as a result, the relationship
between ES and firm performance is strengthened. This study made the following rec-
ommendations to improve further listed companies’ sustainability efforts based on the
findings. First, firms should recognise the value of non-financial information to share-
holders when investing responsibly and factoring environmental and social factors into
investment decisions. Second, firms should consider environmental issues and community
needs when conducting business activities, as these factors increasingly affect the busi-
ness value of firms. Third, the authority must compel all publicly traded companies to
disclose their CSR practices. Additionally, NGOs and civil society will assist businesses in
improving their CSR programmes.

Overall, these findings will assist policymakers, the economic sector, and investors
in enhancing potential CSR programmes and inspiring firms to become more involved in
CSR activities. This study believes the findings will encourage more effective responsible
investment approaches and capital deployment towards a more sustainable future. This
study identifies the interaction between the board meeting and information disclosure
that is useful to policymakers, researchers, and businesses since its findings provide
additional new knowledge in information disclosure literature. The analysis shows that
when the board meeting increases, information disclosure is significant to firm performance.
This study indicates that information disclosure alone is not capable of increasing firm
performance.

6. Conclusions

This study provides valuable guidance to publicly traded companies by demonstrat-
ing that firms participating in environmental and social reporting and holding effective
board meetings will see significant improvements in financial performance the following
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reporting year. Information transparency will be beneficial in ensuring increased com-
petitiveness, allowing the company to use an alternative approach or plan to generate
enormous profits and increase shareholder value. The findings of this study indicate that
board meetings encourage management to strive towards investors gains and performance
enhancement. The findings are supported by the agency theory in which board monitoring
is important to reduce the agency problem and maximise the shareholders’ returns.

The results of the interaction between information disclosure and board meeting show
a positive and significant impact on firm performance, and the agency theory supports
it. The agency theory suggests that the board monitoring role will reduce agency conflict,
increase investors’ returns, and boost financial performance. In other words, this study
shows that information disclosure with effective board monitoring is positively linked to
firm success.

The study’s limitation is that the sample size was small due to Bloomberg’s data
score not being available. As a result, the findings may not accurately reflect the sample
of Malaysian listed companies disclosing sustainability information. Future research
may modify industry productivity disparities, considering the difference between an
individual firm’s profitability and the industry average. By comparing a company’s
performance to that of its industry competitors (benchmarking), we can gain insight into
how it performs compared to other companies in its industry. Given that some businesses
are more productive than others, examining how the relationship between profitability and
sustainability varies by sector may be instructive. Another suggestion for future research is
to include other corporate governance interactions, such as board size and CEO duality, as
a mechanism for ensuring sustainability report assurance.
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