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Abstract

Over recent years, the Nordic region has been exposed to several regulatory
changes regarding political and social concerns of sustainable corporate
governance and diversity in decision-making positions. Special attention is
drawn to how diversity attributes, such as gender balance, independence, and
tenure, can enhance corporate governance practices and meet stakeholders’
demands. This thesis examines the impact of board diversity on sustainable
corporate governance and ESG disclosure dimensions in the Nordic region. The
study applies fixed-effect models with lagged board variables to a sample of 340
listed firms. Our findings highlight the importance of implementing corporate
board diversity as it can increase ESG disclosure levels. The analysis finds that
women on board and board independence significantly impact engagement in
ESG, encouraging firms to increase transparency and accountability related
to sustainable corporate governance. For companies, this also strengthens the
necessity for legislative requirements to achieve corporate board diversity. On
the contrary, the study finds no effect from board tenure and small significance
from different industries on the overall ESG score. This study provides evidence

to policymakers and regulators as a stimulus to continue promoting diversity

across boards.
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1 Introduction

Over the past years, environmental, social, and governance (ESG) factors
have received considerable attention in the financial markets. The momentum
of ESG initiatives has fostered the UN launching of the 2030 Agenda for
Sustainable Development. The agenda marked a groundbreaking step in aligning
corporate strategies with sustainable environmental, social, and governmental
development (UN, 2015; Qureshi et al., 2020; Nicolo et al., 2021). Growing
emphasis on sustainable corporate governance accelerates the necessity of
corporate transparency and accountability (Nicolo et al., 2021). Consequently,
firms are increasingly incorporating information on ESG disclosures in their

strategy and reports to meet their stakeholders’ expectations.

Prior literature finds that corporate governance and corporate board diversity
are essential in ESG disclosure practices (Aryassi et al., 2014; Nicolo et al.,
2021; Giannarakis et al., 2014). As a result, corporations are increasingly
encouraged to go beyond the financial component of their operations by
disclosing information on the different non-financial dimensions that influence
long-term value creation processes. Yet, ESG disclosure practices are still
inconsistent between firms and regions, shedding light on potential elements
that may influence ESG transparency levels (Nadeem et al., 2017; Qureshi
et al., 2020). Prior literature emphasizes that corporate governance features,
such as the board of directors’ composition and diversity, may impact non-
financial disclosure practices. In particular, board gender diversity, tenure, and
independence are variables that affect ESG disclosure levels (Nicolo et al.,2021;
Arayssi et al., 2020; Rao & Tilt, 2016; Wasiuzzaman & Wan Mohammad, 2020).
However, empirical evidence has shown mixed findings on how board attributes
affect non-financial performance and reporting (Rao & Tilt, 2016). According
to the Resource Dependence theory and Stakeholder theory, diversity can give
the board access to critical resources, such as required knowledge or skills
- making the board more heterogeneous, leading to broader discussions and
alignment of corporate strategies with the external environment. In such a way,
diverse boards can support firms adopting ESG responsible behavior, increasing

ESG disclosure levels for the benefit of various stakeholders (Kulik et al., 2013;



Rao & Tilt, 2016). This paper investigates the relationship between board
diversity and ESG disclosure in Nordic countries. The Nordic region, comprising
Finland, Denmark, Sweden, Norway, and Iceland, has been ranked as the most
sustainable region in terms of environmental, social, and governance investment
(Robeco, 2021). Additionally, the Nordic region have been subject to several
regulations affecting sustainable corporate governance, such as introducing
ESG disclosure reporting requirements and promoting board diversity (EU

Commission, 2012, 2020; UN, 2015; Furlotti et al., 2019; Jourova, 2016).

The sample comprises ESG data from 340 listed companies in the Nordic region
as of 2021. The corresponding board diversity measures we study are: women
on board, board independence, and board tenure. Accordingly, control variables
related to firm characteristics (size, risk, performance, growth, and efficiency)
and board composition (size) were also incorporated to improve the fit of the
model. Subsequently, our study supplement prior literature by examining
how board diversity influences each pillar (E, S, and G) and their underlying
category scores - in addition to considering industry-wide effects. To evaluate a
possible issue with endogeneity, a fixed-effect model with lagged board variables
is applied to recognize possible variances across firms and reverse causality (Liu

et al., 2014; Boulouta, 2013; Manita et al., 2018).

We provide evidence that board diversity increases the performance of
sustainable corporate governance in the Nordic region. Firstly, our findings
show that the most crucial board diversity measure is the inclusion of women
on the board, as the overall ESG disclosure score improves. We suggest
that gender balance enhance discussions and increases accountability and
transparency toward ESG initiatives. Our results indicate that gender-diverse
boards that prioritize resources into the distinct environmental (E), social (S),
and governance (G) dimensions will improve the overall ESG performance.
The findings strengthen the need for greater legislative requirements to achieve
gender diversity in corporate boards. Secondly, our study shows that board
independence positively relates to the governance (G) dimension in the overall
ESG disclosure score. This emphasizes the influence independent directors
have on the corporate governance aspects of ESG. In particular, the results

support existing literature on independent directors providing a key role in



objectively assessing firm performance, mitigating potential agency conflicts,
and securing the firm’s corporate creditability in context to ESG disclosure
performance. Thirdly, we find that board tenure is not associated with the
ESG disclosure score or underlying components. Lastly, our industry analysis
found that industry characteristics can negatively influence the disclosure of the
social (S) and governance (G) dimensions. This provides sufficient knowledge
for policymakers in improving sustainable corporate governance within each E,
S and G dimensions. However, our study found small significant differences
between the different industries and the extent of the overall ESG disclosure
levels. This highlights that variation in the overall ESG disclosure scores
is primarily explained by boards’ diversity attributes. We propose that a
diverse board fosters broader discussions and access to resources needed to
ensure effective monitoring of the firm’s ability to meet investors’ and other

stakeholders’ demands.

The master thesis is organized into six sections. Firstly, we introduce the topic
of ESG disclosure and draw on theoretical arguments and preliminary empirical
evidence to derive our hypotheses. Secondly, we describe our procedures for
identifying samples and variables and outline our analysis methods. Next,
we discuss our findings concerning our presented frameworks. After making
inferences, we conclude by reviewing our contribution, limitations, and future

research suggestions.



2 Problem Formulation

Our study examines whether board diversity drives companies listed in the
Nordic region to perform better on sustainable corporate governance. We

propose the following research question:

Is there a positive relationship between board diversity and sustainable

corporate governance of listed firms in the Nordic countries?

To investigate the relationship, we apply the overall ESG disclosure score and
decomposition of the E, S, and G dimensions. We use data on ESG disclosure
scores as a proxy for sustainable corporate governance. Subsequently, we
investigate the relationship further by examining the underlying categorical
scores of the dimension scores. The measures representing diversity are: 1)
women on board, 2) board tenure, and 3) board independence. The analysis
is based on the presence of ESG disclosure scores in the listed companies at
the year-end of 2021, such that the disclosure scores reflect the perspectives of
the data-provider at one point in time. Additionally, we have limited the study
only to contain the Nordic region with available ESG disclosure score at that

point in time.



3 Theoretical Background

3.1 ESG Disclosure

Environmental, social, and governance principles (ESG) are standards that
encourage companies to behave responsibly. ESG has emerged as an extension
of corporate social responsibility (CSR) (Cucari et al., 2018). To explain,
CSR impacts the internal processes and company culture, and is a method of
self-regulation. In contrast, ESG clarifies a company’s identification of risks
and opportunities for external stakeholders and investors. In addition, ESG
emphasizes the ethics of a company. This might be why ESG encounters a
better relation to board diversity, as it enables businesses to measure their

sustainable and societal impact.

The topic of ESG disclosures is partially driven by regulatory requirements,
where the European Directive 2014/95/UE defines the shift of making non-
financial reporting mandatory (European Commission (EC), 2012). The change
to mandatory disclosure has emerged continuously with investors’ increasing
awareness of ESG factors. Accordingly, public companies are incentivized to
disclose more information to satisfy investors’ expectations of transparency
as the stakes increase (Euronext, 2022). In 2020, the European Commission
launched an initiative to improve the EU regulatory framework on company law
and corporate governance, enabling companies to focus on long-term sustainable
value creation by integrating environmental, social, and governmental aspects
in a firm’s strategy (Nicolo et al., 2021). This aims to improve the alignment
of the companies, shareholders, managers, and societal interests (European
Commission, 2020). The initiative also complies with the UN SDGs and the

European Green Deal agenda (UN, 2015; European Commission, 2012).

3.2 Stakeholder Theory and Resource Dependence Theory

The importance of board diversity in strengthening sustainable corporate
governance mechanisms and cultivating higher ESG disclosure can be enclosed
within Resource Dependence theory and Stakeholder theory (Rao & Tilt, 2016;
Ferreira, 2010). These perspectives may provide a conceptual framework

for further describing the manifestation of the direct link between board
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diversity and ESG disclosure (Jamali et al., 2008). Stakeholder theory
focuses on the relation between corporate governance mechanism and ESG
disclosure by suggesting that boards of directors are accountable to a broad
group of stakeholders (Nicoldo et al., 2021). Firms have contracts with
their stakeholders, where firm value depends on the ability to fulfill these
obligations (Cornell et al., 1987). By being the main corporate decision-making
body, the board is responsible for providing a monitoring role by overseeing
and advising the management in coherence with stakeholders’ interests (de
Villiers et al., 2021; Endrikat et al., 2020). Failure to align management’s
interests with stakeholders might result in monetary and reputational losses.
Therefore, effective stakeholder management is essential for a company’s
success. To monitor efficiently, the board needs appropriate capabilities,
including experience and skills. Accordingly, the members’ diversity should
be considered when assembling a corporate board to achieve an adequate
composition (Fernandez et al., 2018). Several researchers agree that board
diversity needs to be included with the Stakeholder theory to explain how they
jointly influence ESG disclosure (Rao & Tilt, 2016; Nicolo et al., 2021).

Kulik et al. (2013) advocate that corporations need diverse boards because
of the essential functions the board serves. In particular, the board makes
strategic decisions and establishes relationships with external stakeholders.
Each of these functions can be facilitated by diversity. This is highlighted in
the Resource Dependence theory (RDT). The theory emphasizes the role the
board of directors have in gaining access to essential resources and managing
uncertainty in the external environment (Hillman et al., 2009). The corporation
is dependent on contingencies in the external environment. It influences the
performance of the firm and consists of entities that control critical resources,
thus resulting in challenges and uncertainty for the corporation (Pfeffer &
Salancik, 2003). RDT further indicates that the board of directors can act to
reduce this dependence and uncertainty through their control of vital resources
(Hillman et al., 2009). For example, by incorporating more diverse boards,
specifically gender diversity, the board can access better resources, as female
directors can help the business understand a broader range of customers in the

external environment (Nadeem et al., 2017). In addition, an increase in the
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number of board members can provide the board with the potential for more
expertise and external connections (Zahra & Perace, 1989). In particular, the
heterogeneity of boards results in a broader perspective, as the diverse board
members have different monitoring perspectives. This results in more informed
decisions and in-depth conversations (Watson et al., 1998; Robinson et al.,
1997). As a result of the diversity provided by such features, the organization
can be encouraged to adopt more socially responsible behaviors and sustainable
practices. This can stimulate the potential for increased accountability and
transparency about ESG issues (Nadeem et al., 2017). Furthermore, it may
result in better performance due to a better understanding of the external

environment.



4 Prior Research and Hypothesis Development

4.1 ESG Disclosure and Board Diversity

In recent years, the debate around the relevance of board diversity in corporate
boards is increasing, involving politics and academics. A considerable amount
of empirical evidence has been conducted on board diversity. Kriiger (2009)
suggests that board diversity has significant implications for the board’s
performance, whereas Hambrick et al.’s (1996) study finds that diversity’s
benefits can outperform homogeneity. As a result of the increasing emphasis
on political and social concerns, researchers have investigated the importance

of board diversity in environmental, social, and governance disclosure.

Several researchers have shown that a higher level of board diversity is
positively associated with firms’ sustainable corporate practices and ESG
disclosure scores (Ismail & Latiff, 2019; Cucari et al., 2017). Nielsen (2010)
showed that heterogeneous top management achieves better performance under
high uncertainty around social and environmental issues compared to less
heterogeneous teams. This increases the likelihood that board diversity may
affect how the firm engages in sustainability-related activities (Deegan et al.,
2006). In addition, board diversity can induce high-quality discussions at the
board level, influencing the firm’s environmental, social, and governance aspects
(Hafsi et al., 2013). Rao & Tilt (2016) suggest a positive relationship between
corporate governance and societal responsibility, and the board has a decisive

role in reporting on ESG objectives (Jamali et al., 2008).

4.2 Board Diversity Measures

In this study, we have applied three diversity variables to measure the extent
of board diversity. The board diversity measures we have chosen are gender
diversity, tenure, and independence. In the following section, we will discuss
the previous literature on the relationship between ESG disclosure scores and

the board diversity variables.

Board Gender Diversity. Several companies have been promoting more

diversified boards to ensure sustainable corporate governance in recent years.
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As a result of the EC legislative proposal to increase the occurrence of the
under-represented gender among non-executive board members by 40% in listed
companies by 2020, countries have adopted voluntary and mandatory measures
to promote diversity in corporate boards (European Commission, 2012; Nadeem
et al., 2017; Furlotti et al., 2019). Norwegian firms have the leading role in
board gender quotas. They are subject to regulatory requirements for the
board of directors, where 40 percent of both genders must be represented on
the board. Similarly, Sweden has adopted measures to improve gender balance
on corporate boards (Nicolo et al., 2021; Deloitte, 2021). Denmark and Finland
have no quotas for women on the board, yet there is an ongoing debate about
implementing such quotas to ensure gender balance. In addition, the topic
has been widely attentive in several global agendas. For example, in 2015,
the UN declared the 2030 Agenda for Sustainable Development, which aims
to achieve gender equality and empower all women and girls. The agenda
recognized the need to “ensure women “s full and effective participation and
equal opportunities for leadership at all levels of decision-making in political,
economic and public life” (UN, 2015; Nicolo, 2021). Following this, in 2016,
the European Commission presented its actions to promote gender balance on

the boards of listed companies in the European Union (Jourova, 2016).

Several researchers have established that sustainable corporate practices increase
with board gender diversity (Zahid et al., 2020; Nadeem et al., 2017). Numerous
reviewed studies found a positive relationship between board gender diversity
and sustainable corporate governance. Similarly, findings from several studies
reflected the positive relationship between a higher percentage of women on
board and improved ESG disclosure scores (Nicolo et al., 2021; Tamimi &
Sebsatianelli, 2017; Qureshi et al., 2017). However, the results are mixed.
Manita et al. (2018) found no significant relationship between board gender
diversity and ESG disclosure, whereas Cucari (2018) and Husted et al. (2019)
found a negative relationship. Despite the contradictory empirical evidence, we

expect that board gender diversity improves the ESG disclosure score.

Board Tenure. Board tenure is one of the essential observable backgrounds
of diversity issues for the board of directors (Kang et al., 2007). Diversity

in tenure within firms’ corporate boards is expressed as the concurrence of
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different generations. This includes the difference in values, experiences, and
cultural norms that impact the intuitive decision-making approach adopted
by the directors (Cucari et al., 2018). Board tenure is a board characteristic
attracting interest in the previous literature, yet the findings are inconsistent.
Kriiger "s (2009) findings support that longer tenure improves the experience,
skills, and expertise. Handajani et al. (2014) found that boards with lower
tenure may produce higher corporate social disclosure. Hafsi & Turgut’s (2013)
findings showed that tenure has no effect. According to Anderson et al. (2004),
the board’s age can be used as a proxy for board tenure. However, Cucari
et al. (2018) found no effect between board age and ESG score. Similarly,
Giannarakis (2014) detected no significant relationship between average board
age and ESG disclosure. The empirical evidence is mixed, yet we believe that
less tenured boards improves the ESG disclosure performance, because more

tenured boards are fixed in their ways of practice.

Board Independence. The variable most frequently applied in literature to
describe the structure of the board and diversity characteristics is board
independence (Hussain et al., 2018). These directors are not involved in internal
managerial activities and have no direct or indirect ties to ownership (Arayssi
et al., 2020). Previous literature findings show that the higher percentage
of independent members on a corporate board, the more effective decisions,
and incitement for ESG initiatives (Holtz & Sarlo Neto, 2014). Accordingly,
independent board members effectively monitor and ensure management actions
consistent with corporate stakeholders’ interests (Handajani et al., 2014). Rao
and Tilt (2016) highlight that most studies linking board independence and
sustainable corporate governance confirm a positive relationship. Yet, their
findings exhibited no significant relationship. On the contrary, Arayssi (2019)
found that board independence improves the implementation of ESG initiatives.
Cucari et al. (2018) suggest that firms’ ESG disclosure is associated with an
independent director. Thus, independent board members are also likely to
promote involvement in more corporate sustainable responsibilities and have
the incentive to require higher transparency and accountability in ESG issues
(Arayssi et al., 2020; Zahid et al., 2020; Nicolo, 2021). Based on the previous

literature, we expect that board independence improves ESG performance.
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4.3 Underlying Forces of E, S, and G Disclosure Scores

Despite the empirical evidence supporting the argument that board diversity
measures is positively associated with sustainable corporate governance and
ESG disclosure score, we acknowledge that differences exist in the prioritization
of the E, S, and G dimensions across corporate boards. Table 4.1 illustrates
the underlying categories of each dimension.!The following section will address

previous literature on the topic.

Table 4.1: Description of environmental, social and governance categories

Environmental (E) | Social (S) Governance (G)

Emissions score Community score CSR strategy score

Innovation score Human rights score Management score

Resource Use score Product responsibility score | Shareholder score
Workforce score

Environmental Dimension(E). Several studies find a positive association between
board diversity and a firm “s environmental performance (Kyaw et al., 2022).
Previous literature highlights that diversity in boards expands the perspectives
to sustain environmental concerns better, as diverse boards are argued to
improve the sensitivity towards climate challenges and pollution (Nicolo, 2021;
Rao & Tilt, 2016). Konadu et al. (2022) findings suggest that board diversity
enhances better board effectiveness concerning environmental aspects. However,
the evidence is mixed, as they found a negative relationship between board
diversity and the extent of carbon emissions. As board diversity increases
the perspectives of boards, researchers highlight that diverse boards increase
the investment in environmental concerns to ensure corporate reputation
(Giannarakis et al., 2014). Campbell and Minguez-Vera’s (2008) findings
emphasize that more diverse boards are more innovative and creative in
the environmental dimension. Griffin et al. (2021) found that firms with
diverse boards have more patents and higher innovative efficiency, as several
perspectives result in a balanced risk attitude to board decisions. Based on the
empirical evidence, we predict that board diversity improves the environmental

(E) performance and thus improves the overall ESG disclosure score.

!Source: Refinitiv. For category definitions, see Table 1, Appendix A2
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Social Dimension(S). Several previous studies suggest that board diversity
increases the performance of social disclosure (Hafsi &Turgut, 2012; Williams,
2003; Nerantzidis et al., 2022). Research has shown that diverse boards engage
more in corporate social responsibilities and appreciate a more favorable social
reputation (Adams et al., 2015; Post & Byron, 2016). Greater board diversity
will exhibit unique experiences and knowledge because of the diverse background
and might enable the board members to consider a much broader range of
external stakeholders. Thus, this will improve the performance of the social
dimension. On the contrary, in situations where influential stakeholders and a
diverse board of directors are present, different opinions might emerge. This may
cause conflicts and delays in decision-making regarding the business direction,
negatively affecting the social dimension score. However, Francoer et al. (2019)
suggest that diverse boards are positively related to social dimensions when

the stakeholder is less powerful and external, such as the community.

Regarding the workforce, Modiba and Ngwakwe’s (2017) findings suggest
that board diversity may impact the social sustainability disclosure since
they assist firms in achieving equal employment goals. This is based on the
diverse board’s attributes, as a broader perspective increases the social concerns
(Nadeem et al., 2017; Nicolo et al., 2021; Williams, 2003). Consequent to the
inconsistent empirical evidence, we suggest that board diversity impacts the
underlying categorical forces of the social (S) disclosure score in different

directions, moderating the overall ESG performance.

Governance Dimension(G).There is already substantial empirical evidence
suggesting that firms concentrating on the governance aspect of ESG ultimately
yield better sustainable corporate governance. Higgs’ (2003) findings show that
diverse boards can improve decisions and governance practices by bringing
unique expertise and perspectives. In line with the Stakeholder theory, good
corporate governance serves the interest of the internal stakeholders, as a diverse
board is responsible for overseeing and advising the management consistent
with stakeholders’ interests. As a result, in addition to adding reputational
incentives and a prominent level of diligence, diverse boards concentrate on
the organizations’ compliance with CSR strategy, which affects the governance

dimension positively. Sarhan et al. (2019) propose that board diversity is not
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impacted by moral attitude; they occur because of the cost-benefit concerns
of what diversity can bring to the firm. Considering the predominance of
empirical evidence, we suggest that board diversity ensures better governance

(G) disclosure performance, thus improving the overall ESG performance.

The inconsistent empirical evidence proposes the importance of assessing the
overall ESG disclosure and the underlying forces of the E, S, and G disclosure
performance. We suggest that board diversity influences the environmental
(E) and governance (G) dimensions positively, whereas the forces of the social
(S) dimension will act in contradictory directions. In addition, based on the
discussion, we expect that the board diversity measures women on board and
board independence will have the most significant impact on ESG disclosure

performance. Based on this, we have stated the hypotheses in Table 4.2.

Table 4.2: Hypotheses on board diversity and ESG disclosure score

H1. There is a positive relationship between board diversity and ESG disclosure

H2. Thereis a positive relationship between board diversity and environmental(E)
disclosure

H3. There is a positive relationship between board diversity and social (S)
disclosure

H4. There is a positive relationship between board diversity and governance (G)
disclosure

H5. There is a positive relationship between board diversity and the underlying
categories of ESG disclosure
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5 Research Methodology

5.1 Population and Sample

The population includes all listed firms operating in the Nordic countries,
compromising Norway, Denmark, Finland, Sweden, and Iceland. The decision
to focus on the Nordic environment was appropriate for the following reasons.
Firstly, the Nordic countries are relatively homogenous in their culture,
population, and institutions (Zoéga et al., 2011). Secondly, the RobecoSAM
Country Sustainability Ranking ranked the Nordics as the most sustainable
region out of 150 emerging and developed countries. Thirdly, diversity is a
top priority for Nordic company boards compared to other regions in Europe,
according to the 2020 Nordic Spencer Stuart Board Index (Spencer Stuart,
2020). Thus, the Nordic context proposes the possibility of analyzing the
top-performing sample regarding sustainable corporate governance and board
diversity. The sample selection process begins with all publicly traded companies
headquartered in one of the Nordic countries as of the Thomson Reuters Refinitiv
Eikon database. Due to the extensive data availability and global coverage,
Eikon has been selected as an ideal data supplier for ESG data collecting
(Jackson et al., 2020). The initial sample consisted of 1,751 Nordic listed firms.
Firms that missed ESG and governance data were excluded, which reduced the
final sample to 340 listed firms. The final sample is unbalanced as Iceland is

not represented due to the mentioned exclusions.

Consistent with prior literature, the Global Industry Classification Standard
was chosen as a sorting method for Nordic firms. GICS represent a definitive
explanation of co-movements in stock prices and cross-sectional variations in
financial ratios, valuation metrics, and predicted growth rates. In addition, the
standard is aligned with definitions and techniques commonly employed by
investors and creates an opportunity for the thesis to fulfill investment decisions

(Bhojraj et al., 2003; Scislaw, 2015).

5.2 Dependent Variable

The ESG disclosure scores are obtained from the Thomas Reuters database.

Thomson Reuters provides weighted average ESG scores based on 186 critical
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public disclosed measures (Refinitiv, 2021). The final ESG score reflects a
firm’s performance, commitment, effectiveness, and transparency toward ESG
initiatives (Nicolo et al., 2021; Arayssi, 2020). The ESG score is generalized and
not industry-specific, as indicators relevant to specific industries are excluded
from the calculation (Refinitiv, 2021). The individual E, S, and G dimensions
are based on a subset of disclosure metrics, counting 68 on environmental,
62 on social, and 56 on governance. Five different ESG disclosure scores
have been selected as dependent variables: 1) the overall ESG disclosure,
2) the environmental disclosure score, 3) the social disclosure score, 4) the
governance disclosure score, and 5) the ten underlying categorical disclosure
scores.?All disclosure scores range from 0 to 100, varying from not disclosing

ESG information to providing complete information.

5.3 Independent and Control Variables

Board gender diversity, tenure, and independence represent the explanatory
variables applied in our study. This is based on their importance documented
in previous literature (Rao & Tilt, 2016). The ratio of women on board was
used to measure board gender diversity. Board independence was measured
by the number of independent board members reported by the company, and
board tenure was measured by the average years each board member has been

on the board.

More factors than just diversity may determine the board’s decision-making.
Thus, to avoid biased results and strengthen the consistency of the study, six
control variables have been incorporated due to the potential effect on ESG
disclosure (Rao & Tilt, 2016). The first group relates to firm characteristics
and consists of financial metrics: size, proxied by the natural logarithm of total
assets; risk, proxied by the leverage ratio of the firm; performance, proxied by
return on assets; firm efficiency, proxied by asset turnover and growth rate,
proxied by the price-to-earnings (P/E) ratio. Firm size has been a significant
determinant in ESG disclosure studies. Larger companies face greater scrutiny
from stakeholders on their operations due to the higher considerable impact on

society. Therefore, size can potentially yield higher ESG disclosure levels to

2For category definitions, see Table 1, Appendix A2
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mitigate external pressure (Zahid et al., 2020). The extent of scrutiny from
stakeholders, particularly creditors, rises as the firm’s leverage ratio increases.
Levered firms experience more stimulation to provide information about their
current financial status to meet the creditor’s expectations (Qureshi et al.,
2020). However, financial constraints of leverage will limit their possibility of
investing in ESG activities (Arayssi et al., 2020). On the contrary, profitable
companies have greater access to financial and economic resources. This can
create pressure from both the external and internal environment to contribute
to environmental and social concerns (Giannarakis et al., 2014). Therefore,

profitability may yield higher ESG engagement.

The second type of control variables relates to the composition of the board,
particularly the board size, proxied with the total number of board members at
the end of the fiscal year. Board size is considered one of the critical elements
of the corporate governance mechanism for overseeing the management and
their activities (Said et al., 2009). Board size can affect ESG disclosure as more
sizeable boards benefit from a broader range of expertise, skills, education,
networks, and backgrounds. This may result in more in-depth conversations
and enhance the board’s monitoring. The relationship between board size on
the level of sustainable disclosure is positive and significant in recent studies
(Zahid et al., 2020; Said et al., 2009). However, Jensen et al. (1993) have found
that large boards may result in less effective communication, decision-making,
and coordination. In the same sequence, Eisenberg et al. (1998) stated that
small boards are more likely to mitigate agency conflicts between shareholders
and managers. Therefore, board size is considered essential as a control variable

since it may affect decision-making.

5.4 Model Specification

The hypotheses are tested using fixed-effect (FE) models with lagged board
variables produced with R, a software environment for statistical computing
and graphics. To examine the influence of board diversity on ESG disclosure
scores, we have applied five regression models. We used a stepwise approach to
the regression to test for industry-wide effects. The effects were tested on the

overall ESG score, first by including only the control variables, then including
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variables of board diversity. The models are presented below, where : denotes
firms in the sample and ¢ refers to time periods. Finally, all regressions contain
dummies to control variations across industries and countries, the classical
error term, which is assumed to be independent and identically distributed ¢; ¢

and an unobserved firm fixed effect 1.

Model Diagnostics. Several academic and empirical evidence highlight that
board structure is endogenous (Hermalin et al., 1998). This endogeneity
problem may create estimation problems in our model. According to Adams et
al. (2010), governance structures are derived endogenously, as the structure is
chosen in response to issues the firm faces. Consequently, the representation
of independent directors, experienced directors (tenure), and women on
the corporate board can be deliberately selected. The estimation model
is determined by considering omitted variables and reverse causality. We
acknowledge that variables measuring corporate culture, or the election process
of female and independent directors on the corporate board, might be possible
sources of omitted variables influencing the ESG disclosure. Regarding the
problem with reverse causality, the consensus in academic literature is to
apply a fixed-effect model (Wooldridge, 2010). On the contrary, a fixed-
effects model will not be sufficient to solve the endogeneity problem and
reverse causality. Consistent with Liu et al. (2014), we have extended the FE
model by including one-year lagged board diversity variables. Board diversity
characteristics require time to influence ESG disclosure, which will, to an extent,
recognize the endogeneity problem. However, diversity variables are relatively
constant across time; thus, the analysis should be further extended to deal with

endogeneity efficiently.

Multicollinearity has been investigated by conducting the VIF test. The results
imply no multicollinearity among the independent and control variables, as
all VIF values are lower than the critical threshold of 10. Furthermore, the
possible existence of heteroscedasticity and autocorrelation was investigated by

Breusch-Pagan and Durbin-Watson tests, where both were satisfied.
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where,

ESGDS = ESG disclosure score

ENV DS = Environmental (E) disclosure score

SOCDS = Social (S) disclosure score

GOV DS = Governance (G) disclosure score

CATDS = Category scores for E, S and G

WOB = Percentage of women on board

BINDEP = Percentage of independent board members

BTENURE = Number of years members has been on the board

CONTROLS = Control variables, defined as follows

FSIZE = Logarithm of total assets

FRISK = Leverage ratio

ATURNOV ER = Amount of revenues generated per unit of assets

ROA = Return on assets

P/E = Price — to — earnings ratio

BSIZE = Number of board members at the end of the fiscal year
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6 Discussion of Results

This section contains a presentation and discussion of our empirical results.
We aim to facilitate our discussion beyond merely establishing the relationship.
Firstly, we present and discuss the descriptive statistics and correlation matrix,
focusing on board diversity measures and ESG scores. Secondly, we elucidate
the industry-wide effects of our sample. Thirdly, we examine the regression
findings for the board diversity measures and ESG disclosure. Subsequently, we
investigate the relationship further by incorporating results on board diversity
measures against the underlying categories of each E, S, and G dimensions.
Lastly, we consider our results from the control variables (board size and firm

characteristics) on the overall ESG disclosure.

6.1 Descriptive Statistics and Correlation Analysis

ESG Disclosure Scores. Table 6.1 represents the descriptive statistics for
variables incorporated in the model. The overall ESG disclosure score indicates
a mean of 52.06, with a variation of approximately 20 points. The E, S, and
G disclosure scores shows a mean value of 44.19, 54.34, and 54.80 out of 100,

with considerable deviation.

Table 6.1: Descriptive statistics for variables

Variables Mean Max Min St.Dev

ESG Score 52.06 90.78 5.07 19.89

E Score 44.19  96.98 0.00 26.71

S Score  54.34  93.91 2.00 22.31

G Score 54.80  95.96 4.56 21.24

Women on Board 0.34 0.67 0.00 0.12
Board Independence 0.66 1.00 0.00 0.24
Board Tenure 6.06 16.67 0.83 2.78
Board Size 7.76  15.00 4.00 2.30

Firm Size 2.30 2.50 2.08 0.08

Asset Turnover 0.91 4.51 0.00 0.57
Firm Risk 0.20 1.70  0.00 0.20

Firm Performance 0.08 0.41 0.00 0.06
P/E  43.26 988.57 3.00 79.06

The findings show a relatively higher variation for the environmental (E)
disclosure score, thus, suggesting that the sample contains a broad range of

corporate environmental performance. The results may be biased as a minimum
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score below five percent might result from missing data or poor reporting rather

than a low disclosure score.

Board Diversity. Nordic firms have, on average, 34.15 percent women on board,
as shown in Table 6.1. This is lower than the EC legislation proposal of the
under-represented gender among non-executive board members of 40 percent.
An average corporate board comprises 65.56 percent independent members.
This highlights that an average firm in the Nordic region has a more significant
share of independent directors on the corporate board. Concerning board
tenure, the UK Corporate Governance Code requirement proposes that chairs
should not remain in positions for longer than nine years (Spencer Stuart,
2020). Our findings show that directors’ average tenure is significantly lower
than nine years, as the results denote an average of six years. This indicates
that directors of Nordic companies serve shorter than US directors (7.7 years)

and more prolonged than UK directors (5.7 years) (SpencerStuart, 2021).

Correlation Analysis. Table 6.2 illustrates the correlations between the
dependent and independent variables, including the statistical significance. The
table shows that the correlation coefficient between the explanatory variables
is lower than the critical value of 0.8, indicating no multicollinearity (Gujarati,
2009). An interesting observation is the significant negative correlation
coefficient between women on board and board tenure. This reflects that
women on board are less likely to be highly tenured. Similarly, a highly tenured
board member is less likely to be independent, as the correlation coefficient
is significantly negative. Furthermore, the table indicates that boards with a
higher share of women and independence have a higher ESG Score, as they
have a positive and significant correlation. The findings may also illustrate that
firms with relatively higher ESG scores are more inclined to have more female

and independent directors. Thus, the results can also reflect endogeneity.
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6.2 Industry-wide Effects

Previous studies have exhibited that some industries publish more ESG
information in their corporate sustainability disclosure. The close relationship
with the government and consumers pushes the firms to increase the
transparency level towards the society (Giannarakis, 2014). The Consumer
Staples industry is consumer-oriented and evident to the final buyers. This
industry achieves the highest mean ESG disclosure score across the sample
from Table 6.3, in line with our expectations. Health Care achieved a mean
ESG disclosure score of 50.69. This is lower than expected, as the reputation of
Health Care companies is dependent on patients’ trust and thus might create a

rationale for improving the ESG performance to meet social expectations.

Table 6.3: Descriptive statistics for industries

Industries n. Mean Max Min St.Dev

Information Technology 47 42.34 90.32 6.35  20.30
Industrials 105 51.31 90.78 5.07  18.88

Health Care 37 50.69 88.02 6.77  22.22

Energy 8 52.62 80.61 23.71  24.01

Real Estate 24 49.87 83.39 14.30 18.32

Financials 8 45.84 66.96 20.54 18.18
Communication Services 17 54.56 82.69 26.80  19.25
Consumer Staples 21 62.14 89.77 40.07 12.65
Utilities 4 5852 75.69 30.31 20.83

Consumer Discretionary 42 55.93 89.77 22.82 15.50
Materials 26 61.73 88.36 11.09  24.86

Furthermore, our findings show that Information Technology (IT) has the
lowest average ESG score of 42.34. IT is traditionally associated with fewer
women on the corporate board (Sava, 2022). As our findings show that women
on board positively affect the ESG disclosure score, we may argue that this
is partially why IT, on average, achieves a worse ESG score than the other
industries. Our findings in Table 2, Appendix A1, also show that Utilities have
a significant negative effect on social score, and Industrials, Real Estate, and
IT on governance score. This indicates that firms in these industries may be
less likely to adequately disclose the impact of their operations in the social
(S) and governance (G) dimensions. This may further suggest that industry

characteristics influence the firm’s adoption of ESG disclosure initiatives and
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can provide sufficient knowledge for greater policymaking to improve sustainable

corporate governance within each E, S and G dimensions.

Firm risk is found to be an industry-wide effect in the Real Estate industry, as
shown in Table 1, Appendix Al. This is the only industry with a significant
(negative) effect on the overall ESG score, controlling for firm characteristics
and board size. Several researchers have confirmed this relationship. Firstly,
our findings suggest that Real Estate has a systematically higher leverage ratio.
Our results are supplemented by Giambona et al.’s (2014) findings, as they
propose a positive relationship between leverage and tangibility for the real
estate collateral. This emphasizes the additional borrowing capacity for Real
Estate firms and their relatively higher leverage compared to other industries.
Next, Kempeneer et al. (2021) suggests that the importance of ESG issues
for investors is underdeveloped in the Real Estate industry due to the unclear
relationship with financial performance. In line with our results, this implies
that the board of directors focuses less on ESG initiatives as higher financial
returns is more important for shareholders. This assertion is in accordance with
the Stakeholder theory, as the board monitors the management in line with
stakeholders’ interests. Lastly, Khatun’s (2021) findings shows that increased
free cash flow (FCF) is positively associated with increased investments in
ESG initiatives. Accordingly, Bauer (2010) found a lack of relation between
governance and Real Estate industry performance due to higher leverage and
less FCF. In line with empirical evidence, our results suggest that the worse
ESG performance in the Real Estate industry is typically related to less FCF.
Moreover, by introducing board diversity in the regression (Model 4 in Table 1,
Appendix A1) the significance of Real Estate on ESG score is reduced. This
confirms that the differences in the overall ESG score is mainly explained by

board diversity and indicates no substantial differences across industries.

6.3 Board Gender Diversity

QOverall ESG Disclosure Score. The regression results from Table 6.4 show that
a higher percentage of female directors on the corporate board significantly
increases the ESG performance. For instance, Table 6.1, shows that the average

share of women on board for our sample is 34 percent. Thus, a corporate board
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with this percentage of female directors is typically expected to improve the
overall ESG disclosure score with 0.89 percent (0.26 x 0.34). Our results support
hypothesis H1, and supplement findings from previous literature (Nicolo et
al., 2021; Yarram, 2021; Tamimi & Sebsatianelli, 2017; Rao & Tilt, 2016;
Wasiuzzaman & Wan Mohammad, 2020).

The findings can be justified by both Resource Dependency and Stakeholder
theories. Board gender diversity has the potential to provide the corporate board
with appropriate perspectives and skills that may improve business strategies
and decisions. Women'’s increased attendance reinforces the capability to meet
stakeholders’ expectations and reduces information asymmetry through building
trust in relationships (Ouni et al., 2020; Gul et al., 2013). Thus, in line with
EC’s Sustainable CG strategy proposal, we suggest women on board as a
policy to reduce the non-financial information gap between stakeholders and
management. However, the relationship might be influenced by the increased
number of legal frameworks and the complexity of the reporting requirements.
Firms are more inclined to secure a sufficient gender balance by being subject

to higher social and political measurements.

Model 2), 3), and 4) show that board gender diversity also exerts a positive and
significant relationship with the environmental (E), social (S), and governance
(G) disclosure scores, supporting hypotheses H2, H3, H4, and H5. This increase
the overall ESG score. These findings support the robustness of our study, as
the E, S, and G dimensions have the same inference as the overall ESG score.

Each pillar is investigated in the following discussion.
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Table 6.4: Regression analysis of ESG score and related pillars (E, S and G)

Dependent variable:

ESG Score E Score S Score G Score

(1) (2) (3) (4)
WOB 0.261*** 0.216** 0.254*** 0.291***
(0.066) (0.098) (0.082) (0.081)
B Indep 0.142%** 0.006 0.043 0.351***
(0.035) (0.051) (0.043) (0.043)

B _Tenure 0.002 0.0004 0.002 0.001
(0.003) (0.004) (0.003) (0.003)
F size 0.153*** 0.194** 0.144*** 0.121**
(0.014) (0.021) (0.018) (0.017)
B _size 0.019*** 0.016** 0.026*** 0.016***
(0.004) (0.006) (0.005) (0.005)
F risk -0.153*** -0.153** -0.177 -0.111*
(0.050) (0.074) (0.062) (0.061)

ROA 0.066 0.255 -0.066 0.093
(0.129) (0.189) (0.159) (0.157)

A Turnover 0.013 -0.005 0.015 0.019
(0.016) (0.023) (0.020) (0.019)
P/E -0.0002 -0.0003 -0.0003 -0.0002
(0.0002) (0.0003) (0.0003) (0.0003)
Constant -1.283*** -1.773 -1.163*  -0.993***
(0.141) (0.207) (0.175) (0.173)

Observations 340 340 340 340

Adjusted R? 0.571 0.487 0.475 0.437
F Statistic (df = 22; 317) 21.498** 15.637*  14.950**  12.982***

Country FE YES YES YES YES

Sector FE YES YES YES YES
Note: *p<0.1; *p<0.05; **p<0.01
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Environmental Disclosure Score (E). The significant and positive relationship
between women on board and environmental disclosure score (E) in Model 2,
Table 6.4, establishes that board gender diversity may be a crucial corporate
governance variable that enables the firms to address environmental threats
better. This supports the necessity for a proactive gender diversity policy
to enhance the performance of Environmental disclosure (Rao & Tilt, 2016;
Qureshi et al., 2020; Wasiuzzaman & Wan Mohammad, 2020). This is further
confirmed by the positive relationship in the environmental disclosure categories,

Emission and Resource Use, summarized in Model 1 and 3, Table 6.5.

Firstly, the results emphasize that women on board often are more
environmentally oriented, resulting in a higher propensity to disclose
environmental information and improve the board’s sensitivity towards climate
challenges and pollution (Nicolo, 2021; Rao & Tilt, 2016). Secondly, the
Resource Dependence theory highlights that a higher percentage of women on
board might lead to a more qualified commitment towards the environment. The
assertion builds upon women being more inclined to implement full transparency
and accountability to access the required resources for existence, as female
directors tend to be more sensitive to sustainability and social responsibility
issues (Rao &Tilt, 2016; Nicolo, 2021; Yarram & Adapa, 2021; Wasiuzzaman
& Wan Mohammad, 2020).

Concerning the last category of the environmental disclosure score, Innovation,
we expected that the presence of women on board would positively impact the
innovation level since women bring unique value and expertise (Miller & Triana,
2009; Selby, 2000). This is interesting, as, from the regression results in Model
2, Table 6.5, we observe that women on board is non-significant. However, this
might result from missing data rather than having no effect. From Table 2,
Appendix A2, we observe that the mean of Innovation is 30.83 — significantly

lower than the mean of the rest of the categorical variables.

Social Disclosure Score (S). Model 3, Table 6.4, suggests that women on board
are more inclined to address the social and human aspects of ESG and thus
improve the overall ESG disclosure score. This is based on the attributes
of women being more supportive of ethical and social issues (Nadeem et al.,

2017; Nicolo et al., 2021; Williams, 2003). Accordingly, our findings imply that
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women on board appreciate a more favorable social reputation (Adams et al.,

2015; Terjesen et al., 2009; Post & Byron, 2016).

By examining the underlying category scores of the social (S) dimension, only
Workforce has a significant and positive relationship with women on board, as
shown in Table 6.6. The Workforce score has data points linked to the number of
women employees in the firm. Modiba and Ngwakwe’s (2017) findings suggest
that women on board are positively associated with the company’s overall
number of female employees. Given the positive relationship, women on board
may impact the social (S) disclosure score since they assist firms in achieving
gender equality employment goals. On the contrary, this could also be a sign of
endogeneity, as women that are compassionate about ESG performance might
prefer to sit on corporate boards with a developed ESG culture. Accordingly,
organizations prefer board members who share their values and objectives
regarding ESG initiatives. There are reasons to assume reverse causality in this
relationship (Adams & Ferreira, 2009). The implication is that sustainable,
responsible firms might be more likely to increase the number of women on

board and therefore, significantly increase their ESG performance.

Governance Disclosure Score (G). We find evidence that a higher percentage of
women on corporate boards significantly influences the disclosure performance
on governance (G) aspects of ESG, as shown in Table 6.4. This supports
previous literature, where gender balance on boards improves board discussion
and increases transparency (Rao & Tilt, 2016; Wasiuzzaman & Wan Mohammad,
2020). Additionally, it empowers the firm’s governance mechanisms in terms of
monitoring (Nicolo, 2021; Arayssi et al., 2020; Tamimi & Sebsatianelli, 2017).
By examining the underlying categories of governance (G) disclosure score,
women on board is found to have a positive and significant relationship with
CSR Strategy and Management in Table 6.7, Model 1 and 2. Firstly, the positive
relationship with the Management score indicates that the female representation
exhibits good corporate governance practices. In accordance with our findings,
Adam and Ferreira (2009) suggest that women are more likely to be assigned
monitoring committees on corporate boards. Thus, we propose that gender
diverse boards are more inclined to allocate more effort to monitoring. The

consensus in the literature supports this assertion. Women provide different
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values and experiences than men, thus enhancing decision-making and enabling
the board to strengthen the monitoring activities (Boulouta, 2013). This

improves the overall ESG disclosure performance.

Furthermore, our results illustrate that female director are incentivized to take
the CSR strategy more seriously, complementing previous research (Eagly &
Carli, 2003; Nicolo et al., 2021; Hyun et al., 2016). The categorical measure
of CSR strategy reflects a company’s ability to communicate the integration
of financial, social, and environmental dimensions in their internal processes.
Our findings suggest that women tend to have more robust moral orientations
and reputational motives and may be compelled to pay more attention to ESG-
related strategies in their day-to-day decision-making. Women hold valuable
competence in topics like human resource management and other soft topics
that overlap with corporate sustainable responsibility issues (Hyun et al.,
2016; Ibrahim et al., 2009; Zelechowski & Bilimoria, 2003). Justified by their
reputational motives, we suggest that women on board are incentivized to
improve their expertise in sustainable corporate governance issues and show

greater interest in the associated strategy in the boardroom.

The skewed bias towards "soft issue topics" may result in female directors
encountering difficulties establishing integrity in more technical areas of a firm.
Kowalenwska (2019) argued that the bias might be a consequence of gender
stereotypes (e.g., women are "nice", men are "assertive") and opaque selection
procedures. Konrad et al. (2008) suggest that companies that achieve a "critical
mass" of women on board (over 25 percent of the leadership team) have a more
significant probability of bringing women'’s issues into the agendas, thus leading
to adopting female-friendly practices and policies at the firm level. Our findings
complement theirs, as we suggest that a "critical mass" of female directors’ may
positively influence firm policies towards improved ESG disclosure performance.
This strengthens the necessity for greater legislative requirements for companies

to achieve gender diversity in their leadership structures.
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Table 6.5: Regression analysis of environmental (E) category scores

Dependent variable:

Emission Innovation Resource Use

(1) (2) (3)

WOB 0.353*** 0.030 0.265**
(0.108) (0.142) (0.123)
B Indep -0.013 0.055 -0.007
(0.057) (0.074) (0.064)
B _Tenure 0.001 0.0004 0.001
(0.005) (0.006) (0.005)
F size 0.225** 0.156** 0.210***
(0.023) (0.030) (0.026)
B _size 0.016** 0.008 0.019*
(0.007) (0.009) (0.008)
F risk -0.185** -0.242* -0.177
(0.082) (0.107) (0.092)
ROA 0.153 0.269 0.295
(0.210) (0.274) (0.237)
A Turnover 0.001 -0.003 -0.008
(0.026) (0.034) (0.029)
P/E -0.0004 -0.0003 -0.0003
(0.0004) (0.0005) (0.0004)
Constant -1.986*** -1.470** -1.892***
(0.230) (0.301) (0.260)
Observations 340 340 340
Adjusted R? 0.472 0.240 0.419
F Statistic (df = 22; 317)  14.791*** 5.856*** 12,127
Country FE YES YES YES
Sector FE YES YES YES
Note: *p<0.1; *p<0.05; **p<0.01
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Table 6.6: Regression analysis of social (S) category scores
Dependent variable:
Community ~ Human Rights  Product Res. = Workforce
(1) (2) (3) (4)
WOB 0.207* 0.269** 0.253* 0.294***
(0.120) (0.134) (0.137) (0.091)
B Indep 0.073 0.058 0.024 0.007
(0.063) (0.070) (0.072) (0.048)
B_Tenure 0.0001 0.007 0.008 -0.006
(0.005) (0.006) (0.006) (0.004)
F_size 0.162*** 0.188*** 0.084*** 0.142***
(0.026) (0.029) (0.029) (0.020)
B _size 0.028*** 0.028*** 0.027*** 0.016***
(0.008) (0.009) (0.009) (0.006)
F risk -0.323*** -0.215** 0.006 -0.148**
(0.091) (0.101) (0.103) (0.069)
ROA -0.200 -0.141 -0.141 0.218
(0.233) (0.260) (0.265) (0.177)
A Turnover -0.007 0.066** -0.008 0.017
(0.029) (0.032) (0.032) (0.022)
P/E -0.001* 0.0004 0.0001 -0.0003
(0.0004) (0.0004) (0.0004) (0.0003)
Constant -1.371%* -1.651*** -0.634** -1.002***
(0.256) (0.285) (0.291) (0.194)
Observations 340 340 340 340
Adjusted R? 0.364 0.337 0.182 0.360
F Statistic (df = 22; 317) 9.820*** 8.828*** 4.433*** 9.675***
Country FE YES YES YES YES
Sector FE YES YES YES YES
Note: *p<0.1; **p<0.05; **p<0.01
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Table 6.7: Regression analysis of governance (G) category scores

Dependent variable:

CSR Strategy =~ Management  Shareholders

(1) (2) (3)

WOB 0.365*** 0.328*** 0.118
(0.115) (0.101) (0.136)
B Indep 0.073 0.456** 0.185**
(0.060) (0.053) (0.071)
B _Tenure 0.010** 0.003 -0.012**
(0.005) (0.004) (0.006)
F size 0.197*** 0.136™* 0.020**
(0.025) (0.022) (0.029)
B _size 0.025*** 0.019** -0.001
(0.007) (0.006) (0.009)
F risk -0.113 -0.107 -0.124
(0.087) (0.076) (0.102)
ROA -0.003 0.102 0.128
(0.223) (0.195) (0.263)
A Turnover -0.003 0.023 0.019
(0.027) (0.024) (0.032)
P/E -0.0004 -0.0002 -0.0002
(0.0004) (0.0003) (0.0004)
Constant -1.930*** -1.214*** 0.369
(0.245) (0.214) (0.289)
Observations 340 340 340
Adjusted R? 0.445 0.417 0.031
F Statistic (df = 22; 317) 13.344*** 12.036*** 1.490*
Country FE YES YES YES
Sector FE YES YES YES
Note: p<0.1; *p<0.05; **p<0.01
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6.4 Board Independence

Overall ESG Disclosure Score. In line with our expectations, board
independence positively and significantly influences the overall ESG disclosure
score, as shown in Table 6.4. The decisive point is that the average board is
expected to increase the ESG disclosure score by 0.66 x 0.14 = 9.24 percent,
including 66 percent independent board members. This positive relationship
supports hypothesis H1 and complements evidence from prior empirical studies
(Cheng et al., 2006; Huafang et al., 2007; Jizi et al., 2013, Liao et al., 2014).
Independent directors on the board tends to be more sensitive to society and
stakeholders’ needs and more interested in compliance with regulations and
responsible behavior (Zahra et al., 1989). We suggest that independent directors
exhibit greater sensitivity to sustainable corporate responsibility merely because
they are outsiders. Independent directors can assess management performance
more objectively than executive directors, who tend to be more closely related
to operational activities and competitive pressure (Jizi et al., 2013). This can
be explained in the light of the Resource Dependence theory, as independent
directors strengthen the board’s ability to reduce dependency on the CEQO’s
goodwill and businesses linked to the firm (Cheng et al., 2006). This will induce
effectiveness in corporate governance by mitigating the agency conflict that

results from the separation of ownership and control (Fama & Jensen, 1983).

In general, empirical evidence has found that companies operating in civil law
countries, as the Nordic region, implement a stakeholder-oriented management
model with more focus on sustainable corporate governance (Ortas et al.,
2017). This is in concurrence with our findings, indicating that independent
directors on corporate boards act as a positive driver of the ESG disclosure
score. Furthermore, our findings partially support hypotheses H2, H3, H4 and
H5, as shown in Table 6.4. Board independence exerts a positive and significant
relationship with the governance (G) disclosure score, improving the overall
ESG disclosure score. Board independence exerts a non-significant relationship
with the environmental (E) and social (S) disclosure scores. This indicates that
corporate boards with a high share of independent directors do not necessarily
prioritize resources in the E and S dimensions, thus moderating the overall

ESG performance.
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Governance Disclosure Score (G). As our results indicate that the independent
board members are positively associated with sustainable corporate governance,
we suggest that the more independent the board is, the greater governance
disclosure. Independent directors are considered important for the company’s
corporate credibility. Drawing parallels to Stakeholder theory, they are
responsible for meeting shareholders’ expectations and monitoring the
management. As a result of our findings and empirical evidence, we suggest
that corporate boards with a greater portion of independent directors are
more likely to disclose higher-quality sustainability reports, thus enhancing the

overall ESG disclosure performance.

In Table 6.7, model 3, our findings show that board independence exerts a
significant and positive relationship with the Shareholder score. The score
reflects two aspects. Firstly, the score measures the company’s treatment of
shareholders. Our findings reflect that independent boards encourage firms to
disclose more ESG information in coherence with stakeholders’ interests (Rao
& Tilt, 2016; Solal et al., 2019). Complying with regulations and providing
transparency about the firm’s sustainable corporate responsibility can enhance
reputation and goodwill. We argue that independent directors might be more
sensitive to critics and demands from shareholders due to reputational matters,
as it impacts the probability of being selected for other boards (Aguilera et
al., 2006; Kolk et al., 2010; Lorenzo et al., 2009). This may be confirmed with
reputation being derived from contextual factors, as the increased attention
for ESG in society increases the reputation risk if not performed or reported

aligned with stakeholders’ interests.

The second determinant of the Shareholder score is the use of anti-takeover
devices. Our findings indicate a trend where independent board members
increase the level of disclosure of anti-takeover devices to minimize asymmetry
between insiders and outsiders. This is justified by empirical evidence, as
independent directors are suggested to facilitate a comparatively higher degree
of voluntary disclosure (Johnson et al., 1999; Li et al., 2010). However, the
empirical evidence is contradictory as some researchers suggest an inverse
relationship between anti-takeover devices and ESG disclosure scores. According

to Palmer (2021), prioritizing strategies to avoid a hostile takeover can
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significantly reduce shareholder value. This will moderate the governance (G)
disclosure score, as the resources are assigned to anti-takeover defenses instead
of focusing on sustainable corporate governance. To conclude, the Shareholder
score will improve the overall disclosure score as long the prioritizing of ESG

initiatives are in line with shareholders’ interests.

Our findings from Table 6.7, Model 2, suggest that board independence
exerts a positive relationship with Management score, describing companies’
commitment and effectiveness towards following best practice corporate
governance principles. Consequently, we argue that if the board’s independence
declines, the firm may be less likely to engage in ESG initiatives (OECD,
2015; Johnson et al., 1999). Furthermore, this Management score reflects
data points of compensation schemes. In line with our findings, Ryan Jr et
al. (2004) argues that boards with more independent directors tend to have
more equity-based compensation, more closely aligned with shareholder wealth
maximization. If the board loses independence, the CEO’s bargaining power
increases, and the equity-based compensation is reduced, nonaligned with
shareholders’ interests. The monitoring incentive for the independent directors
reduces as the impediments strengthen, causing possible agency conflicts and
less probability that the corporate board will engage in ESG initiatives. This
indicates that independent board members are vital in mitigating possible
agency conflicts. Thus, independent directors drive the Management score

performance up, resulting in an improved overall ESG disclosure performance.

Moreover, Table 6.7, Model 1, also shows that board independence has no
significant effect on the presence of CSR strategy. This is not in line with
expectations, as board independence from empirical evidence is argued to have
a positive relationship with engagement in internal CSR strategies (Rao &
Tilt, 2016). However, the insignificance can be reasoned from the independent
directors not being involved in the organization’s day-to-day operations. This
insignificant result raises questions about independent directors’ influence on
internal corporate sustainability reporting and establishes a potential for future

research, particularly in the Nordic region.
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6.5 Board Tenure

Our findings illustrate an insignificant relation between board tenure and
overall ESG score, as shown in Table 6.4. Thus, for the board diversity measure
tenure, we reject the respective hypotheses. In prior empirical evidence, board
tenure has shown varying results regarding ESG disclosure. Hafsi et al. (2013)
suggest that such inconclusive result exhibit that both longer and shorter
tenure negatively relates to sustainable corporate governance. Longer tenure
board members can create familiarity with the firm’s management strategy,
thus captivating the management. In contrast, shorter tenure board members
may lack the courage to share their perspectives. This creates an absence of
leadership, which may negatively affect engagement and disclosure performance
in the environmental (E) and social (S) dimensions. Accordingly, we argue that
this moderates the overall ESG score. On the other hand, the insignificance
relation provides essential information as it can indicate the ability of directors

to change continuously with regulations.

6.6 Control Variables

Firm Size. Table 6.4 shows that firm size significantly and positively affects
ESG disclosure score and the distinct E, S, and G disclosure scores. Firm size
is also significant with underlying categorical disclosure scores in Table 6.5, 6.6,
and 6.7. This indicates that firm size may be an essential explanation variable
of ESG disclosure. Larger firms are more visible in political concerns, attracting
more attention from the government and stakeholders (Artiach et al., 2010).
Thus, we underscore the importance of behaving responsibly. Additionally,
larger firms are expected to generate more prominent environmental imprints
because of their scale and importance of their activities. This suggests that there
will be severe negative reputational consequences if the firm is non-compliant
with ESG measures. Accordingly, in line with our evidence, previous literature
finds that accountability and visibility are two crucial reasons large companies
publish more ESG information (Giannarakis, 2014; Khan, 2010; Rahman et
al., 2009). Therefore, our findings suggest that larger firms provide more ESG
information to demonstrate active commitment toward corporate sustainability

responsibility, thus improving the overall ESG performance.
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Board Size. Table 6.4 imply that a greater board size positively affects ESG
disclosure score and the distinctive pillars (E, S, and G). A larger board can
contain a more comprehensive range of ideas and experiences, thus leading
to broader discussions and potentially engaging in ESG-related activities. In
relevance to RDT, firms should benefit from larger boards as they provide access
to a greater number of resources (e.g., external network and ESG knowledge).
However, larger boards can also be subject to coordination and interaction
problems, resulting in board ineffectiveness. From Table 6.1, we observe that
the average board in the sample comprises eight members, which is relatively
low, as large boards may be defined with 14 or more board directors (Troy,
2022). Thus, an average board composition in our sample is not too large to
be effective. Regardless of the size, we suggest that the efficiency for boards
mainly depends on the board members’ features and the overall heterogeneity.
Therefore, board size can be argued to improve ESG disclosure performance

jointly with other variables, particularly board independence and women on

board.

Firm Risk. Table 6.4 indicate that high firm risk may lead to a decline in ESG
initiatives in the respective E, S, and G dimensions, typically moderating the
overall ESG disclosure performance. As we expected, higher leverage forces
the management to take a short-term perspective in operations since firms
with leverage have less free cash flow (FCF) due to allocating resources to
service their debt (Artiach, 2010; Haque, 2017; Sutiono, 2020). As shown in
Table 6.7, Model 1, the categorical measure CSR strategy, underlying the G
dimension, also moderates the overall ESG performance. This is not in line
with our expectations, as higher leverage is anticipated to increase the level of
an internal corporate sustainability strategy to avoid scrutiny from creditors,

reduce agency costs, and avoid other penalizations (Ho & Taylor, 2007; Sutiono,

2020; Alaseed, 2006).
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7 Conclusion

This master thesis recognizes the impact of board diversity on sustainable
corporate governance and ESG disclosure score in Nordic countries. This
region has recently been exposed to several board diversity regulations and
measurements and promotes non-financial disclosures in political and social
concerns (Jourova, 2016; European Commission, 2012, 2014, 2020, 2021; UN,
2015; Nadeem et al., 2017; Furlotti et al., 2019; Nicolo et al., 2021). Accordingly,
this thesis investigates and improves the understanding of how board diversity

influences ESG disclosure performance.

7.1 Main Findings

By collecting ESG disclosure and board diversity data from 340 listed firms
in the Nordic context, including industry-wide effects, our study has provided
substance for empirical evidence. The results support the assumption that
diversity contributes to sufficient heterogeneity in the board of directors, which
positively affects the transparency and disclosure of ESG. Our main findings
highlight the positive relationship between board gender diversity and ESG
disclosure, the overall ESG disclosure score, the distinctive environmental (E),
social (S), and governance (G) dimensions, and the underlying categorical
disclosure scores. The presence of women on corporate boards may provide
the board with sensitive and supportive features relevant to transparency and
maintaining societies’ needs. This emphasizes the need for gender balance
in corporate boards, as women implement essential aspects for long-term
value add. Furthermore, we find evidence that board independence has
shown to be an essential feature of the board of directors. They provide an
unbiased view of outsiders and detachment to the firm’s resources and operative
management, aligning stakeholders’ interests. By combining independence and
female directors, the board may satisfy the features desirable for sustainable
corporate governance as both illustrate essential features of diverse perspectives.
Following this, we found that board tenure shows no significant relationship with
the overall ESG disclosure. The insignificant relation may provide important
information as it can indicate the ability of directors to change continuously

with regulations. Alternatively, it can provide an aspect for further research
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regarding how leadership characteristics can affect ESG disclosure performance.

Our findings also highlight the relevance of board size, firm size, and risk,
as some of the variations of ESG disclosure seems to be explained by these
variables. Finally, we found small significant differences between the different
industries and the extent of ESG disclosure levels. The differences in the
overall ESG score are mainly explained by the diversity of boards and the
control variables. However, our findings highlight an interesting relationship
where firm risk is an industry-wide effect in the Real Estate industry. The
industry analysis implicates that corporate boards, especially in the Real
Estate, Utilities, Industrials, and I'T industries, ought to adopt ESG disclosure
initiatives and enhance the knowledge relative to the features of the industry

for better policymaking.

7.2 Sustainable Corporate Governance Implications

This study forms several potential theoretical and policy implications for
the ESG literature. Our findings are valuable for companies to recognize
the importance of implementing board diversity to meet the expectations
of stakeholders and society to ensure accountability and transparency in
ESG initiatives. For policymakers and regulators, this study reinforces
the importance of maintaining measures and regulations that encourage
heterogeneous boards and non-financial disclosures in the Nordic region. This

ensures sustainable and responsible corporate governance across industries.

7.3 Limitations and Future Research

The study contains several aspects of limitations, which provides the opportunity
for further research. The first limitation is regarding the quality dimension of
information in ESG disclosure. The analysis consists of one provider of ESG
disclosure score, which may skew the analysis towards their methodology
and perspectives. A possible solution to reach more generalized results
could include additional providers and aggregate their methodology into a
summarized score. The limitation also raises the question regarding increasing
the quantity. However, considering possible delays in integrating regulations

on sustainable corporate governance, the applied scores contribute to the most
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credible perception of how companies report on the topic compared to previous
years, where the amount of missing data is relatively larger. Secondly, it
would be valuable to explore the determination of ESG disclosure in different
regions compared to the Nordic countries. In this way, it would be able to
verify whether the cultural perspective influences engagement in sustainable
corporate governance. The significance of this study could be further enlarged
by increasing the scope of variables of qualitative data integrated, such as
seniority, type of management, maturity, organizational culture, and director
profile. Together with a comparison against other regions, this could provide
global investors, policymakers, and companies with generalized information to

improve future research on sustainable corporate governance.
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Appendix

A1l Industry-wide Effects

Table A1.1: Regression analysis - development of Real Estate

Dependent variable: ESG Score

(1) (2) (3) (4)
WOB 0.271* 0.261**
(0.067) (0.066)
B Indep 0.142***
(0.035)

B Tenure 0.002
(0.003)
F size 0.187** 0.195** 0.158** 0.153**
(0.011) (0.012) (0.014) (0.014)
B _size 0.016™* 0.019**
(0.004) (0.004)
F risk -0.222%  -0.156***  -0.162***  -0.153***
(0.048) (0.053) (0.051) (0.050)

ROA 0.025 0.053 0.056 0.066
(0.134) (0.136) (0.131) (0.129)

A Turnover 0.016 -0.004 0.003 0.013
(0.015) (0.016) (0.016) (0.016)
P/E -0.0004 -0.0004* -0.0003 -0.0002
(0.0002) (0.0002) (0.0002) (0.0002)

Real Estate -0.135*** -0.094** -0.081*
(0.048) (0.047) (0.046)
Constant 1311 -1.374% -1.193%  -1.283**
(0.124) (0.138) (0.142) (0.141)

Observations 340 340 340 340

Adjusted R? 0.571 0.487 0.475 0.437
F Statistic (df = 22; 317)  21.498**  15.637***  14.950**  12.982***

Country FE NO YES YES YES

Sector FE NO YES YES YES
Note: p<0.1; *p<0.05; **p<0.01
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Table A1.2: Regression analysis with industries

Dependent variable:

ESG Score E Score S Score G Score
(1) (2) (3) (4)

Consumer Discretionary 0.010 0.210*** 0.025 -0.071
(0.039) (0.057) (0.048) (0.048)
Consumer Staples -0.025 0.154* -0.034 -0.083
(0.044) (0.065) (0.055) (0.054)
Energy -0.055 0.069 -0.077 -0.031
(0.059) (0.086) (0.073) (0.072)
Financials -0.091 -0.142 -0.074 -0.097
(0.061) (0.090) (0.076) (0.075)
Health Care -0.010 0.088 0.025 -0.083*
(0.039) (0.058) (0.049) (0.048)
Industrials -0.057 0.094* -0.044 -0.097*
(0.036) (0.052) (0.044) (0.044)
Information Technology -0.049 0.080 -0.046 -0.102**
(0.038) (0.056) (0.047) (0.047)
Materials -0.018 0.176* -0.018 -0.091*
(0.042) (0.062) (0.052) (0.051)
Real Estate -0.081* 0.112 -0.054 -0.188***
(0.046) (0.068) (0.058) (0.057)
Utilities -0.111 0.048 -0.263*** 0.042
(0.075) (0.110) (0.093) (0.091)
Observations 340 340 340 340
Adjusted R? 0.571 0.487 0.475 0.437
F Statistic (df = 22; 317) 21.498** 15.637*  14.950***  12.982***
Country FE YES YES YES YES
Sector FE YES YES YES YES

Note: *p<0.1; *p<0.05; **p<0.01
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Table A2.1: Description of category scores

Category

Definition

Resource Use Score (E)

The resource use score reflects a company’s
performance and capacity to reduce the use of
materials, energy or water, and to find more
eco-efficient solutions by improving supply chain
management.

Emissions Reduction Score (E)

The emission reduction score measures a
company’s commitment and effectiveness
towards reducing environmental emissions in its
production and operational processes.

Innovation Score (E)

The innovation score reflects a company’s
capacity to reduce the environmental costs and
burdens for its customers, thereby creating new
market opportunities through new environmental
technologies and processes, or eco-designed
products.

Workforce Score (S)

The workforce score measures a company’s
effectiveness in terms of providing job
satisfaction, a healthy and safe workplace,
maintaining diversity and equal opportunities,
and development opportunities for its workforce.

Human Rights Score (S)

The human rights score measures a company’s
effectiveness in terms of respecting fundamental
human rights conventions.

Community Score (S)

The community score measures the company’s
commitment to being a good citizen, protecting
public health and respecting business ethics.

Product Responsibility Score (S)

The product responsibility score reflects a
company’s capacity to produce quality goods
and services, integrating the customer’s health
and safety, integrity and data privacy.

Management Score (G)

The management score measures a company’s
commitment and effectiveness towards following
best practice corporate governance principles.

Shareholders Score (G)

The shareholders score measures a company’s
effectiveness towards equal treatment of
shareholders and the use of anti-takeover
devices.

CSR Strategy Score (G)

The CSR strategy score reflects a company’s
practices to communicate that it integrates
economic (financial), social and environmental
dimensions into its day-to-day decision-making
processes.

* The table lists the category scores and their definitions. Each score is defined as either E,

S, or G, illustrating which pillar they belong to.
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Table A2.2: Descriptive statistics for categories variables

Category Mean Max Min St.Dev

Emission score 51.64 99.31 0.00  29.24
Innovation score 30.83 99.64 0.00 31.87
Resource Use score 48.49 99.62 0.00 31.54
Community score 46.67 99.82 1.25  29.61
Human Rights score 56.69 97.25 0.00  32.37
Product Responsibility score 52.70 99.17 0.00  29.66
Workforce score  60.41 98.64 0.10  22.39
CSR score 48.09 98.46 0.00  30.36
Management score 56.44 99.56 4.30  25.87
Shareholder score 53.81 99.56 0.15  27.06
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