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Abstract This paper aims to contribute to the empirical exck relating corporate social
responsibility (CRS), board composition, and firerfprmance. Using a sample of Spanish
listed firms included in the IBEX 35 over the pe&i@005-2010 the results show that the
percentage of independent directors affect firm C&Rivities, and that this effect is
moderated by the resources available to the firrea@ured by return on assets). Also, the
CSR has a mediating role on the relation betweernrttiependence of the board of directors
and firm value. These results hold for other bazhdracteristics (board size and women as
directors).
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1 Introduction

The marked expansion of corporate social respditgilCSR) practices over the last decade
has stepped up interest in studying how sociakpoasible behaviour fits in the framework
of traditional approaches to corporate governamzeits impact on firm performance. The
academic literature has adopted two different agghres in the study of corporate governance
and CSR — Agency Theory and Stakeholder Theoryné&gdheory (Jensen and Meckling
1976) is the theoretical framework adopted by mmestearch on corporate governance
(Shleifer and Vishny 1997). It focuses on the lilat relation between shareholders and
managers and on the problems the former have twveesn order to watch out for and
prevent any opportunistic behaviour by the latterai context of information asymmetry.
Stakeholder Theory (Freeman 1984), which is therthdehind most research on CSR,
extends the agency problem to a multilateral r@aimongst all stakeholders. Competition
between the two approaches has led to result@tbahcompatible and has helped perpetuate
conceptual inconsistencies and contradictory argisn®n relations between corporate
governance, CSR and firm performahddoreover, the empirical evidence available on the
effects of good governance and of CSR on firm'sfifability and value also leads to
inconsistent results. Although most studies showsitpe relations between different
corporate governance mechanisms and firm perforejamcsome cases negative or non-
significant relations have been found (Bebchuk &veisbach 2010; Shleifer and Vishny
1997). Reviews of the most relevant studies onitmgact of CSR on performance have
shown both positive and negative relations or nahall (Allouche and Laroche 2006;
Orlitzky et al. 2003). It has been pointed out tied heterogeneity in the results is related to
research design defects and may be due to errgpenifying the models or to not controlling
for endogeneity (Jo and Harjoto 2011; Orlitzky le2@03).

It has recently been stressed that further stusiemild be carried out into the relations
between good governance mechanisms, CSR practiceBran performance (De Villiers et
al. 2011; Harjoto and Jo 2011; Jamali et al. 2Q@8uente et al. 2010). Most research on the
effect of corporate governance mechanisms do rda tato account how the two first
variables affect firm performance (for example, f@pfand Wang 1998; De Villiers et al.
2011; Hung 2011; Kassinis and Vafeas 2002; Praderzm et al. 2009; Walls et al. 2012;
Wang and Coffey 1992). There has been little reteanalysing the three variables together

1 See Rausch (2011) for a summary about the maimciesistics of Shareholder and Stakeholder Theories



(Arora and Dharwadkar 2011; Jo and Harjoto 201hn3on and Greening 1999; Sahin et al.
2011). No studies have considered the possibiitg CSR practices may have a mediating
role in the relation between corporate governanaxhanisms and firm performance,
considering them, rather, as two different explanatvariables. It is therefore of interest to
verify whether the effect of corporate governancechanisms on performance can be
explained, at least in part, by firm socially respible activities. Moreover, studies to date
(Campbell 2007; Jo and Harjoto 2012; Preston andB@anon 1997) have considered
corporate governance and/or the characteristicsheffirm, especially its profitability, as
being some of the determinants of CSR, but no ropdhisticated relations between them. It
can be of interest analysing whether the firm’oueses can moderate (increase or reduce)

the impact of firm governance on CSR.

In line with these assumptions, this study of aganof Spanish listed firms included in the
IBEX35 over the period 2005-2010 aims to exploee @mplifying effect of firm profitability

on the link between corporate governance and CiSksd analyses the possible existence of
mediating effects of CSR on the relation betweempa@@te governance and firm value. For
this purpose, we focus on one of the main intego&kernance mechanisms, that is, the board
of directors and, more specifically, its compositas the percentage of independent directors.
Moreover, we control for a possible endogeneitybfm, something not taken into account

in most of the previous studies.

In the following sections we establish the hypo#iselsased on the theoretical arguments and
the empirical evidence supplied by the two compgetpproaches adopted in the study of
corporate governance and CSR (sections 2 and 8)o6e! focuses on the sample, variables
and methodology used. Then, we perform the analyaksg into account the endogeneity

problem, and show the results (section 5). Finally,conclude (section 6).
2 Board independence and CSR: The moderating role of firm profitability

The board of directors, which is one of the mospontant mechanisms for corporate
governance, heads the system for internal cont@llaf 2006) and is in charge of
supervising the business management. This is edlyeitue in some European countries like
Spain, where internal corporate governance in coisga with external mechanisms are

more developed. In this sense, any factors thatante the efficiency of this supervisory



body will be key for governance of the firm. Onetloé most frequently considered is board

composition.

The Stakeholder Theory, and others such as theaBiehip Theory (Davis et al. 1997) and
the Resource Based Approach (Barney 1991), supparthe relation between the number of
independent directors and CSR practices is positil@joto and Jo 2011). Independent
directors, since they come from outside the firrayéeh closer relations with stakeholders,
know their expectations better and are more likelymeet their demands (lbrahim and
Angelidis 1995). They also know the environmenttdreaind are usually more efficient in

controlling external contingencies. Empirical ewvide supports this positive relation between
the proportion of independent directors and thepidn of CSR practices (De Villiers et al.

2011; Fernandez Sanchez et al. 2011; Jo and H&zfait@; Sahin et al. 2011; Wang and
Coffey 1992).

Once the main influence between corporate govemaiudependence of the board — and
CSR has been established, it is reasonable to pedapat the influence of profitability can be
exerted by moderating this main relation. The tegoal framework established by Preston
and O’ Bannon (1997), has served as the basis &rynempirical studies (Allouche and
Laroche 2006; Moore 2001; Simpson and Kohers 286#ngst others). According to this
framework, two lines of argument can be found remay the influence of a firm’s economic

performance on its social performance.

Firstly, the Availability funds hypothesiproposes that higher (lower) levels of profitaiili
lead respectively to higher (lower) levels of C&Rven if firms wish to continue applying the
rules of good corporative citizenship, their reah@viour will depend on the availability of
resources. Social activity is often an area thasubject to relatively high management
discretion (Carroll 1979), so both the start ané ttontinuation of voluntary socially
responsible policies may depend on whether or mertetare surplus financial resources. A
better economic performance is therefore moreylikellead to a surplus (Amato and Amato
2007), which can give firm an opportunity to invesbre in any of the aspects of CSR
(Campbell 2007; Waddock and Graves 1997). In otwerds, if a firm's financial
performance is good, this might become a factor gosmoting investments in social

activities, whereas a poor financial performancghninhibit such activities.



Conversely, according to tidanagerial opportunism hypothesisigher (lower) levels of
profitability will lead respectively to lower (higih) levels of CSR. This hypothesis is based
on the idea that firms’ managers may pursue thein @rivate objectives, even to the
detriment of the firm’s other stakeholders (Willisom 1985). In fact, in the context of an
executive remuneration structure linked to proiénherated in the short term, the pursuit of
managers’ private interests might lead to a negatelation between financial and social
performance (Cespa and Cestone 2007; Preston aBdron 1997). So, when a firm has a
good economic performance, the managers might ee@$R activities in order to maximise
their own personal income in the short term. Thaduction in social expenditure would
increase the firm’s profitability and, consequenthye managers’ personal remuneration. But
if the financial performance is low, the managerghntry to justify this poor performance by

embarking on attractive social programmes.

According to the previous arguments it is reasamabl propose that profitability may
moderate the relation corporate governance-CSRerGivat there are arguments in favour of
expansion or reduction of the impact on CSR, theleration hypothesis proposed below is

presented without specifying the direction it takes

H1 The firm’s profitability will moderate (increasingr reducing) the impact of board
independence on CSR.

3 Board independence and firm value: The mediation role of CSR

There are many arguments in the literature supgpriiainly a positive relation between the
proportion of external and independent directorshenboard and firm performance in terms
of financial profitability and market value (Bebdhat al. 2010; Boeker and Goodstein 1993;
Chhaochharia and Grinstein 2009). Neverthelessethpirical evidence is not conclusive
(Bhagat and Black 2002; Dahya et al. 2008; Wintetkal. 2012) and the economic period

could again influence this relation (Ferrero-Fesreral., 2012).

In the light of this uncertainty in the nature bé&trelation between board characteristics and
firm value, it seems necessary to take a more sophied approach to really know what
could be happening. If it is true that board chiamastics influence CSR activities, as
explained above, then the impact of the formerion ¥alue could exist to the extent that the

latter determines firm value in some way. The exisé of this indirect effect would unveil a



mediating role of CSR activities. Thus, it is nesgey to state first how these activities relate

to firm value.

The relationship between CSR and firm market vaks been the subject of very few studies
(Baird and Gylani 2012; Jo and Harjoto 2011), etlewugh socially responsible initiatives

can be expected to help maximise firm value (Maakegl. 2007) or capital market may react
to corporate entry and exit from Social Indexesc(®etti et al. 2012). CSR activities may
have a positive influence on performance for vagioeasons (Carroll and Shabana 2010;
Kurucz et al. 2008).

Firstly, CSR prevents the appearance of new thieatause it facilitates the control of social
and environmental risks. Socially responsible b&havreduces the threat of regulation
(Maxwell et al. 2000), avoids pressure from otheng in the same sector or from industrial
associations (Lenox and Nash 2003), prevents negatactions from public opinion and

consumers’ associations, avoids being the focuactiists and NGOs (Baron 2001), and
eliminates the possibility of being boycotted bynsomers (Diller 1999). It can be expected
then a lower variability of cash flows arising frostakeholder claims, and therefore a
decrease in the firm’s market risk (Salama et @lL1}. The formalisation of CSR practices
indicates that firms have established rigorousrirale control systems which amount to a
guarantee for financial entities (reducing the afstinancing) and for insurance companies

(reducing premiums) (Lenox and Nash 2003).

Secondly, CSR practices may help strengthen adigtrategy for obtaining and maintaining
its competitiveness (McWilliams and Siegel 2001hey¥ may often serve as instruments for
obtaining contracts with firms or governments (Rkdnrand Boerstler 1998), create entry
barriers to the industry, facilitate access to mearkets (Wotruba 1997), set the firm apart
from its competitors, increase its reputation @illl999), and attract socially responsible

investors and consumers (Bagnoli and Watts 2003).

In addition, CSR can also help strengthen firm&nmal resources and improve the quality of
the competitive context in which they operate. Chamge with the recommendations laid
down in CSR codes strengthens internal disciplindnimv the organisation and improves
relations with interest groups (Béthoux et al. 200ie principles behind CSR practices
serve to formalise commitments with society, tramsredibility and strengthen legitimacy
with stakeholders (Sethi 2002). Such firms beconwmenattractive for their employees so



acquire a greater capacity for attracting and metgi the most competent human resources
(Albinger and Freeman 2000). Moreover, respongibdetices with suppliers, customers and
the local community have a direct effect on keyeasp of the firm’s competitive context. As
a result of these practices, they can improve tbgigion of high-quality, specialised inputs,
promote a sophisticated, discerning demand, creatmore productive and transparent
environment and improve related and complementtoss (Porter and Kramer 2002).

In line with all the above, it can be consideredttfirms committed to CSR actions identify
and assess the demands of the different stakeBol@lee result is an improvement of the
efficiency of their corporate governance mechanismsthe process of adapting the
organisation to changes in the environment. Thesahaositive effect on firm value (Harjoto
and Jo 2011). It has also been shown that managergorporate governance mechanisms
together with CSR practices to resolve conflictasMeen stakeholders (Harjoto and Jo 2011;
Scherer et al. 2006). So CSR can be said to senae“Blter” facilitating relations between
the firm and its board and society (Fassin and Rassem 2009). In the light of these
arguments, part of the effect of certain charasties of the board on firm value may be

exercised indirectly through CSR practices, whedus us to the last hypothesis:

H2 CSR activities mediate in the relation betweenrth@adependence and firm market

value.

Figure 1 shows the relations proposed above wheelempirically analysed below.

4 Sample, variables and methodology
4.1 Sample

The data base used in the study is made up ofgaeish listed firms included in the IBEX35
between 2005 and 2010 (209 observations). Fromdiis base, we excluded financial and
insurance firms because of their special charaties| especially from the accounting point
of view. In order to not have missing data in ostireates and to have the same sample size
in all the models, we also omitted firms for whicliormation was not available on one or

more of the variables used. So the final samplemade up of 145 observations.



The information on CSR comes from the studies @nG@8R in IBEX 35 company reports
drawn up by th®bservatorio de Responsabilidad Social Corporétiiféae data on company
governance were taken from the Annual Reports orp@ate Governance filed with the
National Stock Market Commission (CNMV). We alsedisthe CNMV and the data base of
the SABI Sociedad de Analisis de Balances Ibérjdoscollate firms’ financial information
and data on their sectors of activity. Finallyoimhation on firms’ beta — the risk variable we
used, as explained below — and on their marketalegaition were provided directly by the
Madrid Stock Exchange.

4.2 Measurement of variables

The CSR variable is the score granted by@eservatorioto IBEX 35 firms based on the
degree to which they comply with the Norms on #mponsibilities of transnational firms and
other business enterprises with regard to humansrilJnited Nations Organisation, Doc.
E/N.4/Sub-2/2003/38/Rev.2, 2003). The score rangesveen a minimum of 0O and a
maximum of 4 points and is the result of evaluatimg information included in these firms’
annual reports on policies and procedures relatngubstantive aspects established by the
UN Norms, determining on the basis of the evidgmowided if these aspects are covered or
not and to what degree. The articles of these Nammstion, amongst other matters, respect
for human and workers’ rights, and protection ohsiomers and of the environménive
considered this to be an appropriate indicatoirof¥ CSR because of its integrating nature.
Measuring CSR practices is a complex matter anitla vange of proxies have been used in
the literature — see Wood 2010 for a thorough amalyWWe considered more accurate relying
on a data base issued by a specialized institutgirad of creating our own data base, which
could be biased. As our data on CSR come from Teefatorio de Responsabilidad Social

Corporativa, the sample only contains firms inchiide the IBEX35 index as the

2 The Observatorio de Responsabilidad Social Corporativaan association made up of organisations reptiesgecivil
society, including NGOs, trade unions and consumerganisations, which encourages participation @odperation
amongst social organisations working in CSR in diffeways.

® The obligations established in the Norms can leiged in the following categories: a) general diilisn to respect,
promote and secure the fulfillment of human rigtifs.ensuring equality of opportunity and treatmfamtthe purpose of
eliminating discrimination, ¢) not engaging in rfa@nefiting from war crimes respecting the righséxurity of persons, d)
not using forced or compulsory labour, respectihg tights of children to be protected from economiploitation,
providing a safe and healthy working environmembvjaing workers with remuneration that ensuresadaquate standard
of living and ensuring freedom of association afidcive recognition of the right to collective Igaining, €) prohibition of
corruption, not supporting States or any othertiestito abuse human rights and respecting econ@oaal and cultural
rights, as well as civil and political rights, andntributing to their realization, f) acting in acdance with fair business,
marketing and advertising practices and ensuriegstfety and quality of the goods and services gineyide, g) carrying
out their activities in accordance with the redolatrelating to the preservation of the environmamdl contributing to the
wider goal of sustainable development, h) implenngnthe necessary internal rules of operation, toonig and verification
in compliance with the Norms.



Observatorio does not report information for aé tisted firms. These are the companies with
the highest trading volume in Spain.

Moreover, our main explanatory variable regardingporate governance is the composition
of the board of directors. In line with the majgriof previous studies that analyse the
influence of governance on CSR, we considered #reegntage of independent directors
(INDEP_BOARD) (Jo and Harjoto 2011; Prado-Lorenzale 2009). This variable is also

used as determinants of firm value (Campbell andgMéz-Vera 2010; Mak and Kusnadi
2005).

Our moderating variable in the corporate governdD8®& relation regarding firms’ available
resources, was measured on the basis of firmsitabdfty, that is, ROA, defined as the ratio
between operating profit and total assets (as @ep&ge) (Amato and Amato 2007; Waddock
and Graves 1997).

As a proxy of firm performance, we considered akeamdicator which, unlike accounting

measures, seems more robust because it cannotdaetlydmanipulated by managers (Muth
and Donaldson 1998). More specifically, we usenh flalue defined as the sum of the firm’s
market value or capitalisation and the book valudett, divided by the book value of total

assets (VALUE) (for example, Minguez-Vera and Matfigedo 2007; Sahin et al. 2011 used
this same variable).

As control variables which might affect both CSRI dinm value, we considered the ones that
have traditionally been used in most empirical Esicize(SIZE), defined as the firm’s total
assets expressed in thousands of euros (includdeeiempirical analysis as the logarithm
LSIZE) (Jo and Harjoto 2011; Lo and Sheu 200&yerage(LEV), measured as the ratio
between the volume of the firm’s short and longntetebt and its total assets (Arora and
Dharwadkar 2011; Prior et al. 2008sk (RISK), measured as the firm’s beta over one year
(De Villiers et al. 2011; Garcia-Castro et al. 2Q1€ectorto which the company belongs
(SECTOR) measured as a dummy variable taking vdluef the firm belongs to
environmentally “sensitive” sectors (mining, oilagy chemicals, paper, iron and steel and
other metals, electricity, gas and water distritmitiand O otherwise (Reverte 2009; Zeng et
al. 2012§. We also included annual dumnTiés analyse if the years considered in our sample

had the same effect on the dependant variables @@8~/alue, respectively).

4 We initially considered controlling for the seceffect by including dummy variables for each of #ectors to which the
sample firms belong. However, this possibility wagected because it increased excessively the nuofbexplanatory
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Finally, it is necessary to mention that, a problefirendogeneity, firstly between CSR and
governance (percentage of independent directord) secondly, between firm value and
board independence, CSR and some control variakbgdains the use of lags in the
explanatory variables. More specifically, bearingmind the sequence of possible effects in
the research models, the variables for board sidecamposition, the control variables and
the variable for firm available resources varialdes lagged by two years, while the CSR

proxy variable is lagged by one year.
4.3 Methodology

To test Hypothesis 1, it was necessary to carryseweral regression analyses to see the
influence of the board independence (INDEP_BOARD)GSR and the moderation of ROA.
A sound moderation analysis implies centering tidependent variables before getting the
interaction or product term (Aiken and West, 1990his procedure does not affect the R-
squared value, the F value or the regression co&ffs and only the constant term changes.
However, multicollinearity between the independeatiables and the interaction terms is
avoided or reduced and the results of the anabrgiseasier to explain (Cohen et al., 2003;
Holmbeck, 2002; Marquardt, 1980). This is the reasdy the continuous independent

variables were centered before proceeding witlatiadysis.

Hipothesis 2 was tested with regressions follovihng steps established by Baron and Kenny
(1986). Tests of significance and resampling teewheine if board characteristics had any

effect or indirect effects (through CSR) on VALUEm also carried out.

Initially, we considered using a panel data methagipto also control for endogeneity, such
as the Generalised Method of Moments (GMM) desighgdArellano and Bond (1991).

However, since we did not have sufficient conseeutiears for all the firms and especially
considering our sample size, we eventually chosa pegression models, controlling for

possible endogeneity by using lagged independerdbles.

Thus, the main econometric models used to tedtypetheses were the following:

2010
CSR._, =a, + B,INDEP_BOARD ,_,+ 8,ROA,_, + B,INDEP_BOARD ,_,x ROA, _, + B,LSIZE, , + B;LEV,_, + B,RISK,_, + B,INDUSTRY, , + D Y, +&,
t=2005
2010
VALUE, =a, + B,INDEP_BOAR D ,_,* 8,CSR,_, + B,LSIZE,_, + B,LEV,_, + BsRISK,_, + B;INDUSTRY, , DY, + &,

t=2005

variables considering our sample size and madéiitudt to draw up a homogeneous definition of tie variables in all the
models considered (determinants for CSR and firmejalu
® The year considered as a reference was 2005.
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5 Results and discussion

Table 1 shows the main descriptive statistics ansl temarkable the low average mean of
CSR. Coefficients in the correlation matrix (TaBleare not enough to predict the relations
proposed in the hypotheses. Although board indegerel and CSR are significantly
correlated, the interaction term between boardpeddence and ROA is not correlated with
VALUE. In addition, correlations between board ipdadence or CSR and VALUE are not
significant and it will also be necessary to se¢h# models proposed unveil or not the
existence of a causal relation. Some of the cdroelacoefficients show a statistically
significant correlation but, following the empiricaule of Kleinbaum et al. (1998), an
analysis of the variance inflation factors (VIF)icated that there was no evidence of

multicollinearity because in no case was VIF abb@e

Model 1 (Table 3) shows the effect of board indelegite on CSR, controlling for firm
characteristics, the sector to which they belond e year of the data. According to the

results, the presence of independent directors: Ipasitive effect on CSE£0.294;p<0.01).

To measure any moderation of profitability in tHféeet of board composition on CSR, the
firm’s profitability was included in the regressioanalysis mentioned above as an
independent variable, together with the governaran@able considered, and this gave the
results for Model 2 (Table 3). The coefficient thrs variable (ROA) reflected the existence
of a significant and positive effect on CSR, whieleans that any moderation could be
described as quasi-moderation. Finally, in ordefind out the moderating effect, a term of
interaction comprising the product of the varial#eresenting board independence and the
firm’s profitability was included in the regressiofs it is shown in Model 3 (Table 3), the
interaction term was significan3£0.134, p<0.05), indicating that profitability has an
amplifying effect on the relation between board position and CSR activities and
corroborating Hypothesis 1. In consequence, theégdesf decision-making bodies affects

CSR but, in the end, the effect will depend onrdsmurces available.

Regarding the control variables, firm size and bgiog to an environmentally sensitive
sector had a positive influence on CSR (Arora ahdrizdadkar 2011; McWilliams and Siegel
2000). This positive association may be due totgreexposure for large firms to public

opinion and their greater impact on the socio-entnoenvironment, to the greater
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availability of resources for them and to a morenaemtrated interest on the part of
stakeholders and the need to efficiently meet themands (Hillman and Keim 2001). Debt
was also found to have a positive effect on CSEioagh this was no longer statistically
significant when ROA and the corresponding inteoacterms were introduced in the models
as independent variables. Finally, regarding anetfatt only dummies proxies of 2009 and
2010 years are positive and significant in somnefmodels. This means thedteris paribus

in those cases the specific year influenced thentignt variable in a different and positive

way in comparison with the situation existing ie tleference year (2005).

In Table 4, board independence (Model 1) and fir@SR (Model 2) were used, respectively,
to explain firm value. In all cases, the coeffitcgefor these variables were significant. More
specifically, greater presence of independent tbrec3=0.106; p<0.1) and CSR activity
affect positively firm value {=0.307; p<0.01). Furthermore, Hypothesis 2 considered the
existence of a mediating effect on the part of Ci@Rthe relation between corporate
composition and firm value. Following Baron and Kgr(1986), in order for this mediation
to exist, it is necessary for the variable that snees board independence to be significant in
the regressions on CSR and on value, and this h@asrmswith Models 1 (Tables 3 and 4,
respectively) for the percentage of independenectlirs. It is also necessary, when
introducing board and CSR variables in the sameessgpn on value, for the former to be
non-significant or less significant and the latterhave a significant influence as shown in
Model 3 (Table 3). More specifically, following Zbaet al. (2010) our results suggest a
complementary mediation as the mediated effectthedlirect effect both exist and point at

the same direction.

Figure 2 shows the relations between the three nemiables considered in the research for

the purpose of identifying the existence of mediati

In order to show the existence of this indireceeff taking only the change in significance of
the coefficients following Baron and Kenny (1986shbeen critiqued, for which it is

necessary to take into account changes in theiceeffs (Holmbeck 1997). The effect of

12



board independence on firm value represented bycatfficient in Model 1 (Table 4)
(B=0.106) turns into a direct effect that can be diad by its coefficient in Model 3 (Table
4) (3=0.018). So the indirect effect would be the ddéfere between them (0.087), which is
83%. This indirect effect is equal to the resultrafltiplying the regression coefficients of the
board independence variable in Models 1 (Table33D.294) by the coefficient for CSR in
Model 3 (Table 4)[§=0.297). Thus, a way of showing the existence isfitidirect effect is to
check that both coefficients are different fromazesr to apply a single test on their product
(Mackinnon et al. 2002). The test proposed by S¢h@82) is one the most widely used. In
our case, this statistic corroborated the presefdte indirect effect for the independent
directors Z=2.77;p<0.01).

However, a method that is being increasingly usetgdt the existence of the indirect effect is
the more rigorous and powerful bootstrap test, Bobel (Zhao et al. 2010). The
“boostraping” is a non-parametric, resampling mdthioat calculates the indirect effect in
each sample and offers a confidence interval, abitlzero is not in the interval it can be
stated that the indirect effect is different froera@ (Bollen and Stine 1990; Shrout and Bolger
2002). These confidence intervals are better ti@nSobel test because Sobel makes an
unrealistic assumption on the way in which the rech effect is distributed in the sample
(Hayes 2009; Preacher and Hayes 2008). As Tabf®®ss the results obtained by applying
the macro for SPSS developed by Preacher and H2@€8) and including the control
variables and 1,000 bootstrap samples allows wsfiton with a 95% confidence level that
the indirect effect will be different from zero antediation by CSR will be significant, thus
confirming Hypothesis 2.

This result is consistent with the social impagbdthesis (Preston and O’Bannon 1997), and
Is in line with several prior empirical studies (Rica et al. 2010, Waddock and Graves 1997)
because performing social activities has a posiiffect on firm performance and, as just
shown, CSR depends on firm corporate governance. psitive impact of CSR on firm
value may be explained because performing this tyfpactivities is a strategic tool for
obtaining profit (Mishra and Suar 2010; Porter &dmer 2006). More specifically, CSR
may help improve the firm’s differentiation (Bar@008), which would have a positive effect
on its reputation and may lead to a rise in prbfily because of increased legitimacy for the

firm and better conditions for negotiating withlstholders (Bénabou and Tirole 2010).
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Some results regarding the control variables mag ke noticed. Firstly, size is inversely
related to firm value (Donker et al. 2008; Garcistto et al. 2010). The complex
organisational structure of large firms and theedde interests in them may lead to reductions
in their performance because of information asymiegt control and agency costs and
diseconomies of scale (De Miguel et al. 2004; Hirlreig et al. 1999). Secondly, there is a
positive relation between the level of debt andhfiralue which may be due to a reduction in
conflicts of interest between shareholders and gensa because of supervision to avoid the
threat of bankruptcy and because of control exddeéxample by bond-holders (Jensen and
Meckling 1976; Parrino and Weisbach 1999). Finallymmy variable for 2010 year is the
only one that turned out to be significant in medzlnd 3.

Robustness section

We also used other proxies of corporate governandsard of directors characteristics to
establish the robustness of our findings. More i$ipatly, we considered board size and the

presence of women as directors.

A minimum size is required in order to ensure bedahrepresentation of many interest
groups (Van den Berghe and Levrau 2004). Howewaegel boards have coordination and
communication problems, generating lower levelpatticipation by directors and creating

barriers for reaching a consensus (Adams and Mel2@D5; Cuadrado-Ballesteros et al.,

2014). The empirical evidence suggests a positidesggnificant link between board size and
CSR activities (De Villiers et al. 2011; KassinisdaVafeas 2002). Besides, while some
authors have found a positive relation betweendeee and firm performance (Dalton et al.

1999; Jackling and Johl 2009), other empirical igsideflect that a large size may be negative
(Dahya et al. 2008; Wintoki et al. 2012).

On the other hand, board composition will determibward diversity about background,

experiences, personality, work values, network diegender, among others, which can affect
firms’ CSR (Bear et al. 2010; Cuadrado-Ballesterbal., 2014; Ferrero-Ferrero et al., 2013).
Specifically, some studies show a positive linkwestn gender diversity on boards of
directors and firm value whereas other studies tptina negative relation (Adams and

Ferreira 2009; Campbell and Minguez-Vera 2010; &tastt al. 2010).

The main results hold the same when we alterngtnegleated the moderation and mediation
analyses using board size, measured as the nurhbegectors, and the percentage of women

14



on the board, instead of board independence. $qedtyf board size influences negatively
CSR activities while the percentage of women onlibard was positively related to CSR.
The results also supported the idea that profitglilad an amplifying effect on the relation
between board characteristics (size and diveraitg) CSR activities. Besides, the smaller the
board and the larger the number of women the largefirm value was. Finally, similarly to
what happened with board independence, the effdobard size and women as directors on

firm value could be explained at least in part I8RCactivities.
6 Conclusions

In our study on a sample of Spanish listed firnduded in the IBEX 35 during the period
2005-2010, we analysed how the relation betweepocate governance measured by board
independence and CSR activities may be moderatetidbyesources available to the firm.
Also, this paper contributes to this field of resbaby studying the possible mediating effect
of CSR on the relationship between governance and \falue. Most previous studies on
these topics had focused on specific relations gnrtbe mentioned variables and a more
sophisticated and comprehensive model is presdmesl with the intention to shed some
light on a complex real phenomena where corporatemance, profitability, CSR and firm

value are interlinked.

The results show that board independence affeetadbption of social activities and having
resources available in the firm will expand thiktien. Specifically, board independence has
a significant and positive effect on social aciest Directors representing minority

shareholders might be more sensitive to other btdlers’ claims and those companies
willing to assume their social responsibilities gliopromote the presence of independent
directors in their boards. Furthermore, due to dbserved impact of profitability on this

relation, it should be also necessary to stateearatommitment with CSR and take the
corresponding steps to guarantee that the corpsmati@l policies and programmes can be

really carried out and are not the first to be fised when profits are reduced.

In addition, our findings also suggest that thgéarthe number of independent directors, the
greater the value of the firm in the market. It htige assumed that by increasing the number
of independent directors, firms might be able tor@éase their market value as a result of
reduced conflicts of interest between shareholdedsmanagers. However, this effect may be
achieved indirectly through the firm’s CSR. Therefoin order to obtain the maximum
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possible benefit from adopting good governancemeaendations, firms should bear in mind
that not only is it important to have good govewc®gm order to reduce conflict of interest
between shareholders and managers but also theydsperform social activities that take
into account the demands of stakeholders otherttishareholders. In line with the above,
it can also be assumed that the design of corpg@ternance policies will not only directly
affect the dividends received by shareholders charge for the capital they make available

to the firm but will also affect the interests ekey one of the firm’s stakeholders.

Regarding the control variables, having a smalten &ize, having a higher level of debt and

not belonging to environmentally sensitive sectongly greater firm value.

This study simply focuses on one of the internapooate governance mechanisms, that is,
the board of directors. Thus, we acknowledge thetdition of excluding potential impact
from other internal corporate mechanisms and frdra éxternal governance on CSR
engagement and firm value. We are also aware that possible limitation of our paper is
the composition of the sample because it is ontyded on the Spanish market, and more
specifically on the IBEX 35 firms. In future studjethe number of observations could be
increased with other listed firms from other coiggtror institutional settings. This fact would
also allow the application of more robust methodms, such as dynamic panel data analysis.
The implications of this paper along with its liatibns show some potential avenues for

future research.
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Table 1 Summary statistics?

Mean Stand. Dev. Median  Percentage® Minimum  Maximum
INDEP_BOARD 38.504 17.456 36.400 3.770 83.330
CSR 0.673 0.430 0.600 0 1.730
ROA 9.376 8.602 7.371 -6.440 47.187
VALUE 1.656 0.961 1.352 0.869 6.071
SIZE 1.814E7 2.235E7  8.940E6 5.989E5  1.090E8
LEV 29.981 14.214 29.510 6.406 64.299
RISK 0.937 0.326 0.930 0 1.670
SECTOR 37.931 0 1
an=145
b % of cases where SECTOR =1
Table 2 Correlation matrix2
1 2 3 4 5 6 7 8 9
1. INDEP_BOARD 1
2.CSR 0.361** 1
3.ROA 0.014 -0.013 1
4. INDEP_BOARD * ROA 0.484* 0.190* 0.812** 1
5. VALUE 0.019 -0.127 0.663** 0.592** 1
6. LSIZE 0.104 0.585** 0413 0.292**  -0.521** 1
7.LEV -0.016 0.052 0.643** 0.523** 0.489* -0.356** 1
8. RISK -0.098 0.076 -0.1591 -0.177* -0.127 0.188* -0.154t 1
9. SECTOR 0.165* 0.321* -0.065 -0.006 -0.215** 0.125 0.282** -0.173* 1

an=145;1tp<0.10; * p <0.05; * p < 0.01

Table 3 Results of regression analysis: Moderation?

Model 1 Model 2 Model 3
oo U G
o
INDEP_BOARD x ROA (()1133;
o om
LEv ©s G4 (g
o
FiC S
Annual effect considered® Yes Yes Yes
R2 0.56 0.57 0.59
F 17.10* 16.38** 15.69**

a Dependent variable: CSR; Standardised coefficients are reported, with t
values in parentheses; n= 145;

b Taken 2005 as a reference, only 2009 (models 1 and 3) and 2010 (models
1, 2 and 3) turned out to be positive and significant.

tp<0.10;*p<0.05;* p<0.01
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Table 4 Results of regression analysis: Mediationa

Model 1 Model 2 Model 3
0.1067 0018
INDEP_BOARD o0 629
0307 0297
CSR (3.76) (3.33)
0285%  -0460%  -0.456"
LSIZE (4.04) (+6.50) (+6.35)
ey 0.472" 0.400" 0.403"
(6.69) (5.71) (5.67)
20,020 20,026 20,024
RISK (-0.29) (-0.39) (-0.36)
032" 0350%  -0.360%
SECTOR (4.74) (-5.42) (-5.40)
Annual effect considered® No Yes Yes
R? 0.50 0.53 0.53
F 1349 15,40 13,91

a Dependent variable: VALUE; Standardised coefficients are reported, with t
values in parentheses; n = 145;

b Dummy variable related to 2010 turn out to be negative and significant in
models 2 and 3.

Tp<0.10;*p<0.05**p<0.01

Table 5 Bootstrap estimates of indirect effects on firm value

. Indirect Effectt
Total Direct = 3G
Effecta  Effects Data Boot Bias SE as correcte
Lower Upper
0.0058t  0.0010
INDEP_BOARD (1.68) (0.28) 0.0048 0.0049 0.0001 0.0019  0.0018 0.0098

@ Dependent variable: VALUE; Regression coefficients are reported, with t values in parentheses; n = 145; t p < 0.10
b Level of confidence: 95; Number of bootstrap resamples: 1000; Cl: Confidence intervals
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Figure 1 Research model

BOARD INDEPENDENCE

RESOURCES

FIRM VALUE

CSR

Figure 2 Mediation of CSR on firm value

Independent variable
BOARD INDEPENDENCE

0.106"

0.294*

Dependent variable
VALUE

(0.018)

Mediating variable
CSR

0.307** / 0.297*

a Standardized regression coefficients are reported, with values after the inclusion of the mediator in the regression equation
in parentheses; n = 145; t p < 0.10; * p < 0.05; ** p <0.01
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