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Abstract  

The emerging awareness on sustainability issues among Malaysian listed companies has increased the voluntary 

disclosure on environmental, social and governance (ESG) in the annual report. This study examines the relationship 

of board diversity on firm‟s sustainability practices. Board diversity characteristics in terms of gender, age, board 

composition, board capabilities and board reputation are examined as to their influence towards firm‟s sustainability 

practice. The data includes the ESG Scores of 38 listed companies in Malaysia for the period in 2010–2016 which 

was obtained from the Thomson Reuters Eikon™ Datastream. The result showed that board diversity traits such as 

age, board capabilities and board reputation are positively associated with firm‟s sustainability practices. In contrast, 

women director and independent directors are negatively related with firm sustainability practice. Result of this study 

helps to provide another viewpoint on the roles played by board members, particularly their diversity representations 

as the determinant for corporate sustainability practice. 

Keywords: firm‟s sustainability practices, board diversity characteristics, environmental, social and governance (ESG) 

disclosure, stakeholder theory, resource-based view (RBV) theory 

1. Introduction 

The emerging concern among investor groups to integrate environmental, social and governance (ESG) factors in the 

investment decision-making have necessitate regulators to impose the requirement for sustainability disclosure in the 

annual report on public listed companies. The ESG issues that we have seen today were mainly derived from weak 

corporate governance of the board of directors and its management executives. According to Goldin, I. and Vogel, T. 

(2010), the adverse result from corporate failures and scandals were not only causing financial losses to the investors 

but it also caused systemic impact to the economy, environment and society at large. The over-exploitation of natural 

resources for commercial purpose had caused other sustainability problems. Irresponsible practices of large 

corporations which over-exploit the natural resources had damaged the environment and will eventually detriment 

their firm‟s value and reputation. In the case of British Petroleum (BP) for example, the company was hit by health 

and safety issues as a result of oil spill incident in the Gulf of Mexico. The catastrophe impact from the oil-spill 

incident had damaged the marine ecosystem and caused the local residents to lose their main source of income 

(British Petroleum., 2015).The aftermath effects from the unfortunate event were not only damaging the environment 

but had resulted to significant devaluation of its share price. The firm had to face major lawsuits and legal actions 

from the authority as a result of safety breaches (Cruden et al., 2016).  

Aside from governance and environmental concerns as explained earlier, investors now a day's paid due regard to the 

ethical conduct of business when making investment decisions. For example, fair treatment of employees and basic 

human rights are among the criteria that the firms should give attention to while pursuing for commercial objectives 

(Renneboog et al., 2008 and Auer & Schumacher, 2016).Any unfair treatment of labour force could have direct 

impact on financial performance and firm‟s value(Hill & Moroun, 2015). The Lonmin Marikana incident, for 

example, was an eye opener to the mining industries in respect of human rights and fair treatment of workers. The 

labour employed at the mining sites was in the poor conditions and under-paid although the company earned hefty 

profits(Baron, 2013). The incident of Lonmin Marikana mines has garnered international attention after a series of 

strikes and casualties among the civilians. Post-event investigation revealed that the mining company, Lonmin, had 

practiced labour exploitation of unfair wages despite the high profit earned by the company (Hill & Maroun, 2015). 
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The after-effect of the incident not only halted key business productions, but had also caused reputational damage to 

the firm (Chibber, 2012 and Orji,Ogbuabor & Anthony-Orji 2018). 

Based on the series of scandals explained earlier, it can be concluded that financial performance is not the main 

factors by which the firm is valued. Other non-financial elements such as social and environmental impacts are 

equally important when assessing the firm‟s value (Klassen & McLaughlen, 1996).When making investment 

decision on the company, investors are beginning to give attention on both financial and non-financial 

factors(including environmental, social and governance issues)as part of responsible investment measures 

(Ferrero-Ferrero et al., 2016 and OECD, 2017). Former Vice President of United States, Al Gore (2017), argued that 

the fiduciary duty of corporations and investor groups in 21st century is to have realistic conscious on the 

sustainability issues as integral part of business lifecycles. They cannot ignore the need to integrate sustainability 

practice as part of business culture.  

2. Motivation 

Today, the increasing awareness among public listed companies in Malaysia on the importance of sustainability 

disclosure have encouraged more companies to disclose its sustainability activities in the annual report. It was on 

October 2015, Bursa Malaysia issued a guidance document for “Sustainability Statement” where all public listed 

companies are required to provide disclosure on material economic, environmental and social (ESS) factors in the 

annual report. As reported by Bursa Malaysia, many companies have started to provide sustainability disclosure in 

the annual reports although it is not a mandatory requirement (Bursa Malaysia, 2015). All eligible companies 

identified by Bursa Malaysia are required to provide sustainability disclosure by 2017. Despite the requirement on 

Sustainability Statement as announced in October 2015 by Bursa Malaysia, prior records had shown that some firms 

have provided sustainability disclosures in the annual reports much earlier than what is required by regulator. 

Therefore, it was uncertain whether such disclosures were motivated by the commitment from the board of directors 

or due to intense pressure from the regulators.  

As acknowledged by many scholars, the study on sustainability practices among developing countries is considered 

scarce (Belal& Momin, 2009 and Indarawati et. al, 2016). Accordingly, empirical studies that examine the 

relationship of board diversity on firm‟s sustainability disclosure from Malaysia‟s context is also limited (Indarawati 

et al., 2016 and Omodero & Ogbonnaya 2018);hence minimal evidence can be used to ascertain whether board 

diversity had any influence on the voluntary disclosure towards sustainability and environmental practice. Board of 

directors undoubtedly played important role in shaping and directing the business towards meeting shareholders‟ 

objectives of profit maximization, while taking care of the interest of other stakeholders (Donaldson & Davis, 1991). 

Therefore, it is vital to contribute towards further study to evaluate the effectiveness of the board in implementing 

firm‟s sustainability practices and its contributions towards the environment, society and its shareholders. As such, 

this study contribute towards existing literatures on the relationship of board diversity on firm‟s sustainability 

practice from the context of Malaysia‟s public listed companies. 

The primary objective of this study is to determine the relationship of board diversity and corporate sustainability 

practice of public listed companies in Malaysia, which was not broadly addressed by the previous researchers. The 

specific objectives of this study are to directly examine the relationship of each variable of board diversity and 

corporate sustainability practice, as outlined below: 

i. To examine the relationship between board members‟ age on firm‟s sustainability practice among public listed 

companies in Malaysia; 

ii. To examine the relationship of board members‟ gender diversity on firm‟s sustainability practice among public 

listed companies in Malaysia; 

iii. To examine the relationship of board composition for independent directors on firm‟s sustainability practice 

among public listed companies in Malaysia; 

iv. To examine the relationship of board capabilities or competencies on firm‟s sustainability practice among public 

listed companies in Malaysia; and 

v. To examine the relationship of board reputation on firm‟s sustainability practice among public listed companies 

in Malaysia. 

3. Literature Review 

3.1 The Development of Sustainability Practices in Malaysia 

The development of sustainability practice in Malaysia was initiated by government-linked companies (GLCs) 

through the introduction of “Silver Book” in July 2005. According to Norsyahida and Maliah (2012), the book had 
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outlined few initiatives that emphasized the balance between firm‟s economic performance and social contribution. 

Although the document had not specified the environmental issues, it was nonetheless highlighted on the need for 

GLCs to consider the environment as an important means towards social contribution. This move is the reflection of 

Government‟s commitment in encouraging GLCs to be more environmental friendly when managing the business 

affairs. Subsequently, the initiative was further enhanced through the Government‟s national agenda under the 9th 

Malaysian Plan for Sustainable Development (Abdullah, 2006). 

According to Abdulrazak and Ahmad (2014), the progress of sustainability practices in Malaysia is generally the 

replication of western-style value system. Although Malaysia is still considered as a developing nation, the 

government is nonetheless committed in addressing sustainable issues as part of the national agenda (Noranida & 

Khairulmaini, 2014). Various interest groups including government agencies, Non-Governmental Organizations 

(NGOs), regulators, environmental groups and enterprises were joining hands to achieve common goals towards 

sustainable economic growth for the country. At firms‟ level, Bursa Malaysia had started the initiative for public 

listed companies to provide Sustainability Reporting in the annual report beginning from 2017 (Bursa Malaysia, 

2015 and Osabohien,et.al 2018). The document superseded the earlier statement on Corporate Social Responsibility 

(CSR) reporting, which had been practiced by listed companies since 2006. According to Bursa Malaysia (2015), the 

requirement to provide Sustainability Statement in the annual report is to be implemented on staggered basis over the 

span of three (3) years period, beginning from 31 December 2016 to 31 December 2018. Selected public listed 

companies shall disclose its sustainability practice in annual report by 2017 followed by other listed companies, 

including companies under the ACE Market (Note 1) by 2018. 

As acknowledged by Bursa Malaysia (2015), the CSR practices by public listed companies as disclosed in their 

annual reports were mainly focusing on the social aspect of the business. There was limited impact on value creation 

because firms‟ perceptions often inclined towards charitable activities that do not necessarily address 

sustainability-related concerns to their business operations. In contrary to the firms‟ perspective, many investor 

groups nowadays are interested in aligning their investment goal with their personal belief and values. Arising from 

this belief and values, the concept of “sustainability” became widely accepted among investors groups, since early of 

this decade, to evaluate whether the conduct of business activities is responsible towards the environment (Lehtonen, 

2013 and Peylo, 2014). However, the interpretation and measurement of “sustainability” among scholars are mixed 

due to several factors such as different regulations or practices adopted by authority bodies among countries(Montiel, 

2008 and Preub, 2017); dissimilar focus on specific sustainability issues according to countries/continent/location 

(Alshuwaikhat, 2005 and Preub, 2017) and divergence among authors‟ objectives towards field of studies on 

corporate sustainability practices.In some literatures, the authors had used firm‟s Corporate Social Responsibility 

(CSR) disclosures as an interpretation of “sustainability” measurement (Cucari et al., 2017 and Moon, 2007). 

Meanwhile, Friedman & Miles.(2001) and Dillenburg et al. (2003) used Socially Responsible Investment (SRI) 

ratings as firm‟s sustainability practice. There are also literatures that used Ethical Investment (EI) disclosures as 

measurement of firm‟s sustainability practices (Richardson, 2009 and Sparkes, 2001).  

Having said this, the Brundtland Report (1987) concluded that sustainability development is the “development that 

meets the needs of the present without compromising the ability of future generations to meet their own needs” (p.41) 

(Commission on Environment and Development, 1987). Therefore, the interpretation of sustainability can be 

considered as universal in view of dynamic approaches being used by researches in this subject matter. Looking at 

Malaysia‟s context, sustainability reporting as imposed on listed companies was focused on economic, 

environmental and social (ESS) factors, without the governance element. This is because the comprehensive 

statement on corporate governance is disclosed separately in the annual report as mandatory disclosure for all public 

listed companies since 2000 (Oluwaseun & Boboye 2017and Bursa Malaysia, 2018). The term economic, 

environmental and social as applied by Bursa Malaysia is adopted from the GRI G4 Sustainability Reporting 

Guidelines. The key elements of ESS are explained in Figure 1 below: 
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Figure 1. Key Pillars of Bursa Malaysia‟s sustainability statement 

 

Sustainability disclosures are able to provide additional dimensions on corporate performance that are not captured 

under the financial data. This will help investors and other stakeholders in making informed decision on the company 

in a more holistic manner. As such, the board of directors‟ role, by incorporating sustainability considerations 

alongside the financial factors; will provide a well-balanced and sound business activities that support the continuity 

and competitiveness of the firm for long-term basis.  

3.2 The Underlying Characteristics of Board Diversity 

There are many interpretations or determinants of board diversity under the Corporate Governance field. 

Notwithstanding for the purpose of this study, board diversity will adopt the viewpoint from Securities Commissions 

of Malaysia. Based on SC‟s MCGS (2017), board diversity is referred as a mixture of age, gender, experience, 

education background and skill-sets. Aside from this, the composition of independent directors at the board level will 

be considered as part of diversity traits. 

3.2.1 Board Age Diversity 

Age diversity of board members is expressed by the co-existence of different generation gaps as well as personal 

values. Every director of different age groups can embrace and appreciate different experience, cultural norms, habits 

and personal character that could influence the decision-making process. According to Cucari et al., (2017) based on 

findings from Ferrero-Ferrero et al. (2016), the age diversity is classified according to several characteristic amongst 

others including generation based i.e. veteran members, baby boomers or generation X/Y. Ferrero-Ferrero et al.(2016) 

found that board members‟ characteristics are the reflection of the era in which they were born or raised; and 

influenced by the historical period they lived. For example, the veterans are viewed as hard-working and 

conservative. They are also known to behold strong moral value and supportive towards society‟s welfare (Post et al., 

2011, Harisson & Klien, 2007 andHafsi & Turgut, 2013). Baby Boomers, on the other hand, are seen to be rebellious 

and radical towards social changes such as civil rights, gender equality or women‟s movement. While Generation X 

is seen to be flexible towards technology changes or modern lifestyle, including environmental concern. As such, 

broader generation group of board members will offer better information resources and broaden the intellectual 

reasoning for decision making process. In return, board members will take cognizant on the interest of different 

stakeholders when developing business strategy and corporate policy.  

3.2.2 Board Gender Diversity 

Gender diversity has become one of critical components for effective corporate governance practices in view that it 

provides equitable and fair business judgement as well as improving the firm‟s performance (Terjesen et al., 2009 

andVafaei et al., 2015). In fact, gender diversity is one of the strategic priorities uphold by Securities Commission to 

heighten the effectiveness of corporate governance practice among public listed companies in Malaysia (Securities 

Commission, 2018). The Authority had made its commitment to encourage more public listed companies to increase 

the participation of women directors at board level, ideally at thirty percent (30%) composition. The advantage 

derived from women participation, as part of diversity elements, could not be denied. Many scholars have agreed that 
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gender-based differences are able to offer different viewpoints on leadership styles whereby male leaders tend to be 

perspective-focused while female leaders usually have soft spot of being emphatic and gentle (Cucari et al., 2017and 

Onyinye,et.al 2018). Additionally, Corporate Governance Blueprint (2011) provided significant justification, as 

based on research conducted by McKinsey in 2007, women leaders are more likely to be well-govern. Hence, they 

will portray good governance practices in the firm. Similarly, previous literatures by Boulouta (2013); Harjoto et al. 

(2015) and Elmagrhi et al. (2018) agreed that women directors have positive relationship with firm‟s sustainability 

practices. 

3.2.3 Board Composition of Independent Directors 

As highlighted by Securities Commission (2011), an effective board should have a well-balanced combination of 

executive directors (or also identified as inside directors) and non-executive directors (or also identified as outside 

director) so as to minimize the element of dominant influence; either by individual influence or small group of 

individuals influence; throughout the decision-making process. Executive directors are entrusted to manage the 

affairs of the company as they are the one who have direct information about the business dealings while 

non-executive directors, on the other hand, are commonly associated with oversight roles of the company. As such, 

having an ideal combination of board composition could help to drive the company democratically as each strategic 

decisions or firm‟s actions are being well deliberated by each members of the board. This, in turn, will give better 

opportunity for the company to expand and progress positively towards achieving the firm‟s objective (Securities 

Commission, 2011).  

Bursa Malaysia‟s Listing Requirement (2018) has provided comprehensive guidance on independent directors. They 

are persons who are independent of management and have no commercial relationship towards the company; so that 

it will not jeopardize their independent judgement. Chapter 1 – Definition and Interpretation of Bursa Malaysia’s 

Listing Requirement (2018) provided the key criteria to be fulfilled as independent directors. Such information on 

independent directors is mandatory to be disclosed in the annual report including any personal dealings, shareholding 

or other directorships. Moreover, Chapter 3 – Admission of Bursa Malaysia Listing Requirement (2018) requires 

public listed companies to have 1/3 of its board composition to be fulfilled by independent directors. Previous 

literatures provide mixed results of the role of independent directors on firms‟ sustainability practices. Scholars such 

as Cucari et al. (2017); (Ferrero-Ferrero et al. (2016); Harjoto et al. (2015) and Qian et al. (2016) confirmed that 

independent directors have positive relationship on sustainability disclosure; in view that independent directors are 

the best device to encourage the firm towards voluntary disclosures. Nonetheless, Lim et al. (2007) found negative 

relationship between board independence and sustainability disclosures. Perhaps, this was due to the smaller number 

of independent board members to influence firm‟s sustainability disclosure.  

3.2.4 Board Capabilities or Competencies 

According to Cucari et al. (2017), ESG can be used as an indicator for management competence, risk management 

practices and non-financial performance due to the fact that it covers comprehensive sustainability issues on 

environment (carbon emission, water usage and energy utilization), social (human rights, labour practices, 

occupational safety and health) and governance (bribery and shareholder protection). As such, it is imperative to 

investigate board effectiveness on firm‟s sustainability practices, whether board members provide greater emphasis 

on sustainability concerns when deliberating on strategic initiatives. Securities Commission (2018) outlines the 

effectiveness of board when its composition consists of, amongst others; the balanced mix of skills, knowledge and 

experience. By having these qualities, board will be able to deliberate and challenge constructively on management 

actions and activities. 

Among common motives behind sustainability disclosure is to demonstrate firm‟s commitment towards the 

transparency of business activities during the accounting period (Bursa Malaysia, 2015). Therefore, tone at the top is 

important to provide the right signal to the organization on sustainability practices. Board-level commitment can 

only be achieved when all members and its executives are well aware on ways to manage sustainability issues in the 

company. This includes incorporating sustainability consideration into firm‟s risk management framework and 

establishes firm-wide policy on sustainability management. A study conducted by Accenture for United Nation 

(2013) shows that 93% of CEOs agreed that sustainability is important for future success of their business. As such, 

sustainability disclosure helps to create corporate values and provides positive impact to the organization (Waddock 

& Graves, 1997and Orji,et.al 2018). 

3.2.5 Board Reputation 

Corporate reputation (or inter-changeably as board reputation) is intangible assets that are important to sustain the 
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company in the long term. Based on marketing field of study, reputation is referred as firm‟s image or brand names. 

Whereas in accounting field of study, reputation is referred as firm‟s  goodwill and trademarks. Therefore, based 

on the definition put forth, reputation can be assumed as persistent image of the firm throughout its existence or 

operation (Argenti & Druckenmiller, 2004). Sustainability practices could create positive and negative images 

towards the corporation. As such, business strategy developed by the company (or director) must have balanced 

formula of commercial and sustainability measures, as it will give the (un)desired impact on the firm. According to 

Smith & Rupp (2013), (good) reputation is closely related with firm‟s competitive advantage because society will 

perceive the company as reliable, trustworthy and able to influence customers‟ satisfaction. 

In addition, firm‟s sustainability practices are among the factors that influence firm‟s reputation. Waddock & Graves. 

(1997) found that there is a positive relationship between company‟s reputation and social responsibility ratings. The 

impact of CSR disclosure would be more apparent on individual clients (or customers) as compared to corporate 

clients, in view that the CSR activities helps to increase customers‟ loyalty (Bazillier et al., 2017 and 

Sontaite-Petkeviciene, 2013). Therefore, it is important to maintain firm‟s good reputation as a tool to attract 

resources (e.g. hiring talented directors or management executives) for company‟s future growth (Cees et al., 2007). 

It is not uncommon for multinational companies to spend significant amount of money and resources on corporate 

social activities to boost firm‟s reputations. For example, companies with over $ 8.7bil of market capitalization had 

participated under SRI category. Many corporations have acknowledged the importance of sustainability disclosure 

and hence 81% companies on Standard & Poor 500 published their sustainability activities in the annual report 

(Roselle, 2016). 

3.3 Theoretical Framework 

Based on the literature as discussed in the earlier section, a conceptual framework has been designed to demonstrate 

the relationship between board diversity characteristics and firm‟s sustainability practices. In addition, two (2) 

theories are to be applied for this study, which will be explained in depth in the following section. The theories are 

the stakeholder theory and the Resource-based View (RBV) theory. 

3.3.1 Stakeholder Theory 

Stakeholder‟s theory is the main theoretical principle unpinning the corporate governance and sustainability concern 

which is relevant to this study. This approach followed the earlier consensus in literatures whereby stakeholder 

theory is the most suited theory to examine firm‟s sustainability disclosure (Post et al., 2011). The stakeholder theory 

provides an argument of fiduciary duty of agent towards achieving wealth maximization of the owner while taking 

care of the interest of other stakeholders. The board of directors have broader responsibilities beyond their fiduciary 

role towards other interest groups who have legitimate claims of the firm‟s performance and outcome (Parkinson, 

1993);  

Critical issues from profit-maximization strategy or overly focus on shareholder theory, which most corporations 

often disregard are the key implications to the society, economy or the environment. Their standpoints are to please 

the shareholders for better revenue and other commercial reasons so that shareholders could enjoy profitable 

investment and good returns. Friedman (1970) asserted that organization does not have moral obligations to consider 

for other interest groups in view that managers are paid to manage the firm; hence to attain for firm‟s goal of profit 

maximization. In order to mitigate problems of shareholder theory, including corporate governance-related issues, 

agents (in this case refers to board of directors and his executives) have social responsibilities or commitment in 

balancing the needs of other stakeholders (Freeman, 1994). Their business objectives for revenue generation must be 

balanced and should not come at the expense of the environment. Therefore, their duty to stakeholders‟ groups, such 

as the community and the planet, are equally important without compromising the ultimate needs of the shareholders 

for long-term wealth maximization. 

3.3.2 Resource-Based View (RBV) Theory 

The RBV Theory is concerned on company‟s internal strength by giving focus on unique resources that the company 

possessed such as human capital, strong corporate governance, effective internal control and efficient business 

process. These resources are exclusively owned by the firm and could not be easily imitated by others (Barney, 

1991). Therefore, by having these traits the company can sustain its position in the market and can strive better than 

its competitors. These unique qualities are known as “competitive advantage” of which could not be found or 

“purchase” from outside of the company (Barney, 1991). Instead, it only can be attained organically from within the 

company by optimizing its capabilities and potential for the betterment of the company.  

According to Porter (1985), competitive advantage is the key to outperform other firms in the level playing field. 
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Indeed, it is a great challenge for every organization to sustain its competitive advantage because firms are often 

subjected to imitation by its competitors or rival companies. In the strategic management studies, firms may have to 

face different forces, depending on its intensity or stages of its product lifecycle, in order to sustain in the market. 

These forces, according to Porter (1985), are referred to barrier to entry, substitute products, rivalry among existing 

competitors, new entrance, bargaining power of supplier and the bargaining power of buyers. Therefore, most 

scholars agreed that in order to attain strategic advantage, it must be unique and could not be copied by its rivals.  

The RBV Theory has direct relation with Corporate Governance studies in view that the theory relies on firm‟s 

competitive advantage as key determinant to outperform competitors (Porter, 1985). Good corporate governance 

practice will ensure such unique traits that the company has would continue to remain with the company in the long 

run. It includes the unique resources that the board members possessed such as specialized skills, experience, 

qualifications, reputation and competencies (Pfeffer & Salancik, 1979). These qualities of board members will shape 

the firm‟s behaviour or culture in driving the company towards sustainability development process (Harjoto et al., 

2015 and Smith & Rupp, 2013).  

Figure 2 below explains the overview of theories adopted to examine the relationship of board diversity and firm‟s 

sustainability practice (Rao & Tilt, 2016). Stakeholder theory provides an argument on the role of board of directors 

to balance the needs of other stakeholders who have claims on the companies; such as employees, suppliers, 

customers and the public. Whereas the RBV Theory argued on the strategic advantage that the company possessed, 

which is unique resources that are referred to board diversity traits namely age, gender composition, independent 

directors, board capabilities or competencies and board reputation.  

This strategic advantage is valuable to the company and because the company can perform better than its competitors 

(Rao & Tilt, 2016; Barako & Brown, 2008 and Cucari et al., 2017).  

 

 

Figure 2. Theoretical framework of board diversity and firm sustainability practices 

 

3.4 Conceptual Framework 

Based on literature reviews that have been presented in the earlier section, the study outlines the board‟s diversity 

traits that rooted from previous empirical research. The diagram below illustrates the relationship of board diversity 

on firm‟s sustainability practices. The ESG reporting is a proxy for firm‟s sustainability practice. The firm‟s ESG 

score is a firm‟s rating which are calculated using the standard parameters or methodology by Thomson Reuters 

Eikon™ Datastream. The measurement is based on company-reported data on sustainability practices (such as 

emission, environmental product innovation, human rights, shareholders, etc.) that are available from the annual 

report.  
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Figure 3. Conceptual framework on the relationship between IVs and DV 

 

Figure 3 explains on the overview of the study. The research framework above shows the independent variables (IVs) 

that represent board diversity from the RBV Theory. The unique traits or characteristics of board diversity; in this 

context, are impossible to be imitated by others; namely gender diversity, age groups, composition of independent 

directors, board capability and board reputation. In addition, the Stakeholder Theory is also demonstrated in this 

framework, whereby the board of directors are entrusted by shareholders to manage the affairs of the firm, while at 

the same time not compromising the needs of other interest groups. The dependent variable (DV) is represented by 

firm‟s sustainability practices. For the purpose of this study, ESG Combined Score is a proxy that represents firm‟s 

sustainability practice. The ESG Combined Score is obtained from Thomson Reuters Eikon™ Datastream.  

Based on the diagram above, the study will demonstrate the relationship of board diversity on corporate 

sustainability practice. This concept is following the previous empirical study by Cucari et al. (2017) and Rao & Tilt 

(2016) in examining board diversity and firm‟s sustainability practice. In addition, the conceptual framework for this 

study is constructed in a manner to explain the adoption of theories to examine the board diversity characteristics 

towards firm‟s sustainability practice, through ESG Reporting. 

3.5 Hypotheses Development 

The hypotheses for this study are presented and explained in the following sub-sections. 

3.5.1 Board age diversity 

One of the traits to explain diversity of the board is by looking at the average age of board members and senior 

management (Securities Commission, 2017). Age diversity of board members is expressed by way of the 

co-existence of different generation gaps as well as personal values. On the different age gaps, every director can 

embrace and appreciate different experience, cultural norms, habits, character or goals that could influence the 

decision-making process (Cucari et al., 2017). While senior directors are known to have vast experience, skill and 

competencies; younger directors on the other hand, are acknowledged as open-minded, dynamic and eager towards 

technological a centric (Harjoto et al., 2015). Nevertheless, age is often associated with environmental attitude or 

knowledge on environmental issues (Rao & Tilt, 2016), whereby older generations are conservative towards 

sustainability practice.  

Ferrero-Ferrero et al. (2016) categorised the age gaps as reflection towards their personal characteristic according to 

the period they were raised (whether they were Traditionalist, Baby Boomers, Gen X or Millennials). The findings 

revealed that there was a positive relationship between the generation diversity and firm‟s diversity performance. 

Another scholar, Post et al. (2011), found that firm will score highest sustainability rating when the average age of 

board members is 56 years old. Contrary to the earlier findings on age diversity, Giannarakis (2015) and Barako & 

Brown (2008) found negative relationships of board age diversity with firm sustainability disclosure. Hence, based 

on the mixed-results of literature findings mentioned above, this study proposes the following hypotheses: 
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H₁: There is a significant relationship between board members‟ age on firm‟s sustainability practices among public 

listed companies in Malaysia. 

3.5.2 Board Gender Diversity 

Another characteristic to describe board diversity is by gender representation. Many have argued that diverse board 

in terms of proportion between female directors and male directors could create balanced perspectives on humanity 

factors involving firm‟s strategic decision making. Hence, mixed literatures suggested on the effect of women 

directors on sustainability practices. Firstly, there is a positive relationship between women directors on 

sustainability practice in view of women directors often encourage companies to adopt more socially responsible 

approach (Post et al., 2011). The literature suggested that when more women sit at the board, the more their board 

members to act towards socially responsible ways as compared with single-gender board or fewer woman at the 

board (Adams et al., 2015). In contrast to the findings as mentioned earlier, Giannarakis (2015) revealed that there is 

negative relationship between gender diversity and sustainability practices. Hence, women directors would not be the 

determinant of corporate sustainability disclosure when their participation at boardroom is small. Therefore, based on 

the above reasoning, this study proposes the following hypotheses: 

H₂: There is a significant relationship of board members‟ gender diversity on firm‟s sustainability practicesamong 

public listed companies in Malaysia. 

3.5.3 Board Composition of Independent Directors 

Thirdly, the commonly used variables in the corporate governance literature to explain on the board diversity 

elements are the composition of independent directors or non-executive members. The independent directors‟ role 

not only helps towards the firm‟s implementation of sustainability initiatives, but it rather positively related to the 

degree of voluntary disclosure and transparency of reporting (Wang, 2017). In fact, there are numbers of empirical 

studies that explains relationship of independent directors with CSR reporting to promote stakeholder‟s interest 

(Barako & Brown, 2008 and Ho & Wong, 2001). Independent directors are often requested for additional 

information or disclosure to be provided in the annual report, thus encouraging executive managers to provide 

detailed disclosure of sustainability practices. However, Eng & Mak (2003) found that outside director is negatively 

related to voluntary disclosure for Singapore public listed companies. Non-relationship between independent 

directors and firm sustainability reporting could be due to other contributory factors such as board‟s lack of skills or 

experience, unfamiliarity with business model or due to regulatory pressure on the voluntary disclosure (Handajani et 

al., 2014). As such, the study proposes the following hypotheses: 

H₃: There is a significant relationship of board composition for independent directors on firm‟s sustainability 

practices among public listed companies in Malaysia. 

3.5.4 Board Capabilities or Competencies 

Cucari et al. (2017) asserted that voluntary disclosure can be used to assess firm‟s competencies in managing the 

affairs of the company during the financial period through non-financial statements in the annual report such as 

Sustainability Statement and Corporate Governance Statement. Therefore, Waddock & Graves (1997) agreed that 

firm performance is increased in tandem with sustainability disclosures because customers, client and investors able 

to see firm‟s achievements during the year. Looking at this context, it can be said that board competencies is often 

associated with firm‟s performance. A competent board (and its executives) will strive towards achieving good (firm) 

performance. Therefore, there is a positive relationship between board capabilities with firm‟s sustainability 

disclosure (Peiris & Evans, 2010). Another literature by Peiro-Signes et al. (2013) and Aouadi & Marsat (2016) also 

agreed that a good sustainability practice improves firm performance and reputation. On the other hand, Oikonomou 

et al. (2012) found that the firm‟s sustainability practice has negative relationship with firm performance. Therefore, 

the hypothesis is proposed as follows: 

H₄: There is a significant relationship of board capabilities or competencies on firm‟s sustainability practices among 

public listed companies in Malaysia. 

3.5.5 Board Reputation 

Firm reputation depends mainly on corporate past actions and positive future estimates relative to its rivals. 

Accordingly, this can be translated by the actions and commitment of its directors or executives in managing the 

business affairs in the eye of key stakeholders including employees, customers, suppliers, regulators and general 

public. As such, appointing rightful people with strong characteristics and reputation can help to influence outsiders‟ 

perceptions on the firm (Pfeffer & Salancik, 1978 and Bear et al., 2010).  
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In addition, sustainability-related controversy issues such as child exploitation, prohibited business conduct or 

skin-color discrimination as practiced by some multinational corporations could affect their reputation and brand 

image (Melewar, 2010). Ultimately, these adverse remarks or controversies could affect their firm performance or 

firm values (Cai et al., 2012 and Aouadi & Marsat, 2016). Although there are also contrary results found on the 

relationship between board reputation and firm‟s sustainability disclosure as noted by Oikonomou et al. (2012), the 

hypothesis of this study is proposed as follows: 

H₅: There is a significant relationship of board reputation on firm‟s sustainability practices among public listed 

companies in Malaysia. 

4. Research Methodology and Design 

The data collection in this study involved rigorous search of Thomson Reuters ESG Scores of public listed 

companies in Malaysia, which sourced from Thomson Reuters Eikon™ Datastream. The datastream provided three 

types of ESG scoring index namely ESG Combined Score, ESG Score and ESG Controversies Score of public listed 

companies that provide sustainability disclosures in the financial report. The Thomson Reuters ESG Scores is an 

enhanced sustainability rating model that replaced of the existing Thomson Reuters ASSET4® Equal Weighted 

Ratings (EWR) DataStream. The new Thomson Reuters Eikon™ Datastream provides ESG data streams of 

companies globally with comprehensive ESG metrics from data history from year 2002 until present.  

The time horizon of ESG data extracted for this study was performed between April 2018 to August 2018. A total of 

fifty-two (52) Malaysian listed companies disclosed its ESG practice in the annual report, based on the datastream 

search conducted from April 2018 to August 2018 from Thomson Reuters Eikon™. However, only thirty-eight (38) 

companies provided constant disclosures of ESG practice during the period of study between FYE 2010 to FYE 2016. 

Thus, elimination of incomplete sample periods was performed and only the thirty-eight (38) companies were chosen 

as final samples for the study. Whereas the remaining fourteen (14) listed companies just started its ESG disclosures 

for less than 3 years, hence were excluded from the final sample. 

4.1 Data Collection Method 

For the purpose of this study, the data were gathered from two (2) sources namely Thomson Reuters Eikon™ 

Datastream and the published annual report of the respective companies that are available in their official websites. 

The main data extracted from respective sources were summarised as per figure below: 

 

Source Information Obtained 

Thompson Reuters Eikon™ Datastream Firms‟ ESG Scores, firm‟s ESG Combined Score and 

firm‟s ESG Controversies Score 

Published annual reports 

 

Board composition (namely women participation in 

board and independent directors) and board members‟ 

age. The information was extracted from Director‟s 

Profile information available from published annual 

report. 

Figure 4. Source of data collected 

 

In total, there were five (5) independent variables and one (1) dependent variable represented in unit of firm‟s ESG 

Combined Score obtained from the datastream. The Statistical Package for Social Science (SPSS) software version 

16 is used to analyse the data collected from this study. SPSS programme is useful in analysing and examining the 

hypotheses as formulated in the earlier section. Therefore, the relationships that are analyzed can be expressed using 

the following equation: 

The model used is as follows: 

�̂� =  𝛽0̂ + 𝛽1̂𝑥1 + 𝛽2̂𝑥2+ 𝛽3̂𝑥3 + 𝛽4̂𝑥4 + 𝛽5̂𝑥5 

Where ß₀ is constant coefficient of regression, and ß₁ - ß₅ represents regression coefficient of independent variables. 

Hence, the variable definitions are provided as below: 

Y = ESG Combined Score (as proxy for firm‟s sustainability disclosure);  

𝑥1  = Average age of board members 
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𝑥2  = Percentage of women sitting at the Board level; 

𝑥3  = Percentage of independent directors; 

𝑥4  = ESG Score (as proxy for board capabilities or competencies); and 

𝑥5  = ESG Controversies Score (as proxy for board reputation). 

5. Results and Discussion 

5.1 Normality Test 

The normality tests for this study were performed using the Kolmogorov-Smirnov Test and the Shapiro-Wilk Test. 

The result generated from these tests we presented in Table 1. 

 

Table 1. Normality of data 

Variables Kolmogorov-Smirnov Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

Age 0.069 266 0.004 0.973 266 0.000 

Women_at_Board 0.243 266 0.000 0.860 266 0.000 

Independent_Directors 0.210 266 0.000 0.852 266 0.000 

ESG_Score 0.084 266 0.000 0.970 266 0.000 

ESG_Controversies 0.266 266 0.000 0.623 266 0.000 

ESG_Combined 0.076 266 0.001 0.975 266 0.000 

 

Table 1 above represents the data normality according to the value of results from the Kolmogorov-Smirnov Test and 

the Shapiro-Wilk Test. For the purpose of this study, the Shapiro-Wilk Test is more appropriate to be adopted for small 

sample sizes. The Shapiro-Wilk Test is commonly used for small sample size as little as 30 samples; but can handle 

larger sample size of up to 2000 samples (Field, 2013). Hence, for this reason the Shapiro-Wilk test is used as 

numerical means for assessing normality. Hence, the result of normality test conducted is presented in the Table 2 

below: 

 

Table 2. Result of normality test 

Variable Sig. Decision Rule Conclusion 

Age 0.000 <T0.05 The distribution is not normal. 

Women_at_Board 0.000 <T0.05 The distribution is not normal. 

Independent_Directors 0.000 < T0.05 The distribution is not normal. 

ESG_Score 0.000 < T0.05 The distribution is not normal. 

ESG_Controversies 0.000 < T0.05 The distribution is not normal. 

ESG_Combined 0.000 < T0.05 The distribution is not normal. 

 

Based on the Shapiro-Wilk test for the normality, all the variables are not normally distributed as the value are less than 

0.05. Nevertheless, since the total data is 266 and can be categorized as a large data set; hence, it is normally distributed 

(McClave, 2008)for each independent variable namely Age, Women_at_Board, Independent_Directors, ESG_Score, 

ESG_Controversies and ESG_Combined. 

5.2 Auto Correlation  

Autocorrelation, also known as serial correlation, provides the analysis whether the elements of a time series are 

positively correlated, negatively correlated or independent of each other. Table 3 provides the results of 

autocorrelation. 
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Table 3. Model summaryᵇ: untransformed multiple linear regression 

Model R Square Adjusted R Square Durbin Watson P-Value 

1 0.971ᵃ 0.971 9.971 0.000 

Predictors (Constant): Age, Women_at_Board, Independent_Directors, ESG_Score, ESG_Controversies, Dependent 

Variable: ESG_Combined 

 

From Table 3 above, the model summary shows a low R2 value which is more than 60%. A high R2 value interprets the 

variation in the response variable that can be explained by the predictor. The R2 value explains that 97.1% of the 

variation in the Dependent Variable, which represented by ESG Combined Score, is explained by the Independent 

Variables (namely Age, Women at Board, Independent Directors, ESG Score and ESG Controversies). The 

Durbin-Watson statistic lies in the range 0 to 4.A value of 2 or nearly 2 indicates that there is no first-order 

autocorrelation. An acceptable range is 1.50 - 2.50. Since the value of Durbin Watson for the model is between the 

ranges, it can be concluded that there is no autocorrelation. Where successive error differences are large, 

Durbin-Watson is high (more than 2.50); this indicates the presence of negative autocorrelation. Negative 

autocorrelation is not particularly common. The p-value which is less than significant value (0.05) indicates that the 

model is significant.  

Therefore, the multiple linear regression equation model is presented as below: 

�̂� =  𝛽0̂ + 𝛽1̂𝑥1 + 𝛽2̂𝑥2+ 𝛽3̂𝑥3 + 𝛽4̂𝑥4 + 𝛽5̂𝑥5 

Where: 

Y = ESG Combined Score 

𝑥1  = Age 

𝑥2  = Women at Board 

𝑥3  = Independent Directors 

𝑥4  = ESG Score 

𝑥5  = ESG Controversies 

5.3 Multiple Linear Regressions 

Multiple linear regression attempts to model the relationship between two or more explanatory variables and a 

response variable by fitting a linear equation to the observed data. Every value of the independent variable is xis 

associated with a value of the dependent variable y. 

5.3.1 Model Fitting 

 

Table 4. Model coefficients for multiple linear regression 

Dependent 

Variable 
Independent Variables β Sig. 

ESG Combined 

Constant -29.312 0.000 

𝑥1  (Age) 0.173 0.000 

𝑥2 (Women_at_Board) 0.000 0.956 

𝑥3 (Independent_Directors) 0.019 0.058 

𝑥4 (ESG_Score) 0.959 0.000 

𝑥5 (ESG_Controversies) 0.321 0.000 

 

Table 4 shows the regression result of the basic equation which consist of independent and dependent variables. Based 

on t, the significant value (or p-value) indicates the degree of significant relationship between independent variables 

(or predictors) with dependent variable which could be explained by using the rule of thumb of p-value less than 0.5 

(< .05). From the table above, board age (Age), board capabilities (ESG_Score) and board reputation 
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(ESG_Controversies) are associated with firm‟s sustainability practices (ESG_Combined). The Age, ESG_Score and 

ESG_Controversies are significantly positive towards the dependent variable since the p-values < α (0.05).  

In other words, this means that the board members‟ age, their capabilities and reputation played important role towards 

firm‟s sustainability practices. This result is consistent with Cucari (2017) for gender diversity; Post et al. (2011) for 

board capabilities and Rao& Tilt (2016) for board reputation. These scholars supported the argument that age diversity, 

board competencies and board reputation are associated with firm‟s sustainability practices.  

Diverse board members with different age group will represent better perspective on sustainability issues effectively 

(Harjoto et al., 2015). In addition, board reputation has influence towards firm‟s sustainability practice (Cai et al., 

2012). This is because board with strong conscious on the environment and social issues will manage the company 

diligently and any bad decision will bring the company towards poor reputation, which eventually will affect the 

sustainability scoring by rating agencies (Auer& Schumacher, 2016) 

The equation model is tested further to assess its sensitivity and presented as follows: 

𝑦 (𝐸𝑆𝐺 𝐶𝑜𝑚𝑏𝑖𝑛𝑒𝑑) = −29.312 + (0.173) 𝐴𝑔𝑒 + (0.000) 𝑊𝑜𝑚𝑒𝑛 𝑎𝑡 𝐵𝑜𝑎𝑟𝑑 

                                        +(0.019) 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝐷𝑖𝑟𝑒𝑐𝑡𝑜𝑟𝑠 + (0.959) 𝐸𝑆𝐺 𝑆𝑐𝑜𝑟𝑒 

  +(0.321) 𝐸𝑆𝐺 𝐶𝑜𝑛𝑡𝑟𝑜𝑣𝑒𝑟𝑠𝑖𝑒𝑠             

From the equation above, it can be concluded that the significant variances are as per below: 

 𝛽0= -29.312. When all the predictor variables are held constant, the ESG_Combined, as the measurement of 

firm‟s overall sustainability practice, will be at -29.312points. 

 For every increase of board members‟ age by one (1) year, the ESG_Combined Score will increase by 0.173 

points. 

 For every increase in ESG Score by one (1) point, the ESG_Combined Score will increase by 0.959 points. 

 For every increase in ESG Controversies Score by one (1) point, the ES_GCombined will increase by 0.321 

points. 

5.4 Pearson’s Correlation 

 

Table 5. Pearson‟s correlation 

Variables  ESG 

Combined 

Women 

at Board 

Age Independent 

Directors 

ESG 

Score 

ESG 

Controversies 

ESG 

Combined 

Pearson 

Correlation 

Sig. 

(2-tailed) 

N 

1 

 

 

266 

     

        

Women at 

Board 

Pearson 

Correlation 

Sig. 

(2-tailed) 

N 

0.158** 

 

0.010 

266 

1 

 

 

266 

    

        

Age Pearson 

Correlation 

Sig. 

(2-tailed) 

N 

0.116 

 

0.059 

266 

-0.123* 

 

0.045 

266 

1 

 

 

266 

   



http://ijfr.sciedupress.com International Journal of Financial Research Vol. 10, No. 3, Special Issue; 2019 

Published by Sciedu Press                        44                           ISSN 1923-4023  E-ISSN 1923-4031 

Variables  ESG 

Combined 

Women 

at Board 

Age Independent 

Directors 

ESG 

Score 

ESG 

Controversies 

        

Independent 

Directors 

Pearson 

Correlation 

Sig. 

(2-tailed) 

N 

0.328** 

 

0.000 

266 

.254** 

 

0.000 

266 

-0.040 

 

0.520 

266 

1 

 

 

266 

  

        

ESG Score Pearson 

Correlation 

Sig. 

(2-tailed) 

N 

0.948** 

 

0.000 

266 

0.198** 

 

0.001 

266 

0.088 

 

0.152 

266 

0.363** 

 

0.000 

266 

1 

 

 

266 

 

        

ESG 

Controversies 

Pearson 

Correlation 

Sig. 

(2-tailed) 

N 

0.212** 

 

0.000 

266 

0.091 

 

0.140 

266 

-0.056 

 

0.360 

266 

-0.137* 

 

0.026 

266 

-0.055 

 

0.376 

266 

1 

 

 

266 

**. Correlation Is Significant at the 0.05 Level (2-Tailed) 

 

Table 5 above represents the Pearson‟s Correlation analysis of the results for all variables used for this study. Based 

on above table, the correlation between dependent and independent variables shows that there is a strong correlation 

between ESG Score and ESG Combined Score, whereby the r₌ .948 and p-value₌ 0.000. This means that there is a 

strong relationship between board capabilities or competencies and firm‟s sustainability practices. Meanwhile, there 

is a medium correlation between ESG Combined Score and Independent Directors (where r =0.328, p-value = 0.000). 

Whereas for gender diversity (r = 0.158) and ESG_Controversies (r = 0.212) have weak positive correlations with 

ESG Combined Score. Lastly, the board members‟ age has no correlation with ESG Combined Score.  

In summary, the results achieved according to the hypotheses development for this study is presented as per Table 6 

below: 

 

Table 6. Summary on result of hypotheses 

No. Hypotheses Result 

H₁ There is a significant relationship between board 

members‟ age on firm‟s sustainability practices 

among public listed companies in Malaysia 

Supported 

H₂ There is a significant relationship of board members‟ 

gender diversity on firm‟s sustainability practices 

among public listed companies in Malaysia 

Not supported 

H₃ There is a significant relationship of board 

composition for independent directors on firm‟s 

sustainability practice among public listed companies 

in Malaysia 

Not supported 

H₄ There is a significant relationship of board 

capabilities or competencies on firm‟s sustainability 

Supported 



http://ijfr.sciedupress.com International Journal of Financial Research Vol. 10, No. 3, Special Issue; 2019 

Published by Sciedu Press                        45                           ISSN 1923-4023  E-ISSN 1923-4031 

No. Hypotheses Result 

practice among public listed companies in Malaysia 

H₅ There is a significant relationship of board reputation 

on firm‟s sustainability practices among public listed 

companies in Malaysia 

Supported 

 

6. Conclusion 

This study is designed to examine the relationship of board diversity on firm‟s sustainability practice from the 

perspective of Malaysian public listed companies. The primary reason of selecting this topic area, in particular on 

firm‟s ESG disclosure, was due to limited empirical studies performed on public listed companies in Malaysia, 

despite the ESG concerns have become the latest sustainability challenge among companies at international level. In 

order to achieve the study objective, multiple linear regression test was conducted on five (5) independent variables 

namely average age of board members (Age), gender diversity (Women_at_Board), board composition of 

independent directors (Independent_Directors), board capabilities or competencies (ESG_Score) and board 

reputation (ESG_Controversies) and dependent variable namely firm‟s ESG disclosure (ESG_Combined). The 

sample selection was mainly obtained from Thomson Reuters Eikon™ Datastream, which provided the list of public 

listed companies with ESG scores. The total lists of companies with ESG Scores available from the datastream were 

52 companies. Nevertheless, after a careful examination for the completeness of data, only 38 public listed 

companies were selected as final sample based on historical record with consistent ESG scores for the period of 

7-years from 2010 to 2016. Based on the result generated, it can be concluded that three (3) hypotheses (H₁: Board 

age has positive relationship with firm‟s sustainability practice, H₄: Board competencies or capabilities have positive 

relationship on firm‟s sustainability practice and H₅: Board reputation have positive relationship on firm‟s 

sustainability disclosure) were successfully met, based on the fact three (3) out of five (5) hypotheses supported the 

assumptions. The result is also consistent with the study performed by Rao & Tilt (2016) and Post et al. (2011)in 

examining the influence of board members‟ age.  

Findings of positive relationship between board capabilities and firm sustainability disclosure is consistent with the 

result by Cucariet al. (2017); Waddock & Graves (1997) and Aouadi & Marsat (2016). This means that board 

capability is the driving factor to lead the organization towards better disclosure on sustainability practice. 

Accordingly, board reputation is a mirror to portray firm‟s sustainability practice. In other words, when sustainability 

concern becomes integral part of firm‟s operation, hence firm reputation is improved. This promulgation is consistent 

with Waddock & Graves (1997) and Bazillier et al. (2017). In conclusion, it can be said that, based on the findings 

from this study, board diversity is among the key elements to influence firm‟s sustainability disclosure with 97.1% 

(R² and adjusted R²) of the variation in firm‟s sustainability disclosure is explained by board diversity.  

This study helps to provide additional viewpoint of firms‟ sustainability practices in Malaysia through the adoption 

of ESG factors; by giving focus on the role of the board of directors. Although Malaysia had just started to impose 

requirement on listed companies for sustainability reporting beginning year 2016 (Bursa Malaysia, 2015), it is 

nonetheless an optimistic progress towards sustainable development for our nation. Below are perhaps some 

contributions that can provide few leads to the following interest parties on sustainability concerns. 
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Note 

Note 1. ACE Market – stands for „Access, Certainty, Efficiency‟ is a new name for the formally known MESDAQ 

(Malaysian Exchange of Securities Dealing and Automated Quotation) market. 

 


