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Abstract 
 

Sustainability disclosure has emerged as a main tool for communicating a company’s 

commitment and contribution to the environment and society. Various theories have been 

developed to provide explanations and predictions that attempt to understand sustainability 

disclosure behaviour. Empirical studies, likewise, adopt different theoretical frameworks, 

conventionally linking one or more firm-specific characteristics to sustainability disclosure 

practice.  

 

Despite the extensive work has already been done by researchers in sustainability disclosure 

behaviour, there are still research gaps to be bridged. This study is inspired by the 

imperativeness of understanding the sustainability disclosure behaviours and focuses on a 

specific group of Chinese companies that are facing legitimacy crises. The purpose of this 

study is to investigate the motivations for, and the determinants of, corporate sustainability 

disclosure behaviour. Following a strand of literature which considers legitimacy as a main 

motivation for sustainability disclosure, companies facing legitimacy crises have been 

identified to make a comparison to those companies not facing legitimacy crises. 

Additionally, sustainability performance and corporate governance are investigated as salient 

determinants of corporate sustainability disclosure. This study examines the direct and 

interactive effects of legitimacy crises, sustainability performance and corporate governance 

on the quantity and quality of sustainability disclosure. The findings of this study could 

contribute theoretically to the extant literature on the how legitimacy crises, sustainability 

performance and corporate governance could individually influence a company’s 

sustainability behaviour. Moreover, one novel contribution of this study is the proposal of an 
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interactive relationship of the three factors that have long been considered as independent 

and how they jointly influence corporate sustainability disclosure.  

  

The targeted sample group in this study comprises the companies facing legitimacy crises. 

Internet searching on news archive, government websites and other external sources has 

helped to identify those companies exposed involved in environmental and social misconduct 

in a period from 2010 to 2015. These companies form the original sample (i.e. misconduct 

group); and a control group of companies is formed by matching their size, ownership 

structure, industry and the year of observation to this original sample (non-misconduct or 

match group). The total sample size, 414 observations across six years, includes 207 

observations in the misconduct group and 207 in the non-misconduct (match) group.  

 

Two sets of analyses were performed to test the hypotheses: comparison tests and regression 

analyses. Mean comparison tests provided preliminary results, while the mean of the quantity 

and quality of sustainability disclosure is compared. Regression analyses employed an OLS 

regression model and tested two sets of models on: (a) the direct effects of legitimacy crises, 

sustainability performance, and corporate governance on both the quantity and the quality of 

sustainability disclosure; (b) the interactions of the above three factors on the quantity and 

the quality of sustainability disclosure, including the interactions between any two factors 

and one three-way interaction. Additional regression analyses were performed to explore the 

effects of sustainability performance and legitimacy crises on the changes in the quantity and 

the quality of sustainability disclosure.   
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The core findings of this study are: (i) sustainability performance and corporate governance 

are significantly and positively associated with the quantity and the quality of sustainability 

disclosure, whereas legitimacy crisis is positively associated with the quantity, but negatively 

associated with the quality of sustainability disclosure; (ii) sustainability performance has no 

considerable influence on the quantity and quality of sustainability disclosure in the 

misconduct group, but has significantly positive effect on the quantity and quality of 

sustainability in the non-misconduct group. In contrast, corporate governance is significantly 

and positively associated with the quantity and quality of sustainability disclosure in both the 

misconduct and non-misconduct groups; (iii) the three-way interaction is discussed according 

to eight scenarios (based on the changes in the three variables) and is presented statistically 

as positively associating with both the quantity and the quality of sustainability disclosure. 

These findings could lead to future investigation on the interactive effects of individual 

factors which have long been treated as irrelated. Moreover, this study provide evidence on 

“contingent” determinants rather than “fixed” determinants. To be specific, motivation for 

sustainability disclosure could be different, such as for legitimacy purpose or for resource-

based purpose, under various circumstance.  
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Chapter 1 Introduction 

 

1.0 Introduction 

Sustainability disclosure has been a widespread practice for companies to disseminate their 

missions, activities and contribution to a general audience since the release of the Brundtland 

report (WCED, 1987). The KPMG survey (2013) revealed that more than 90 percent of the 

largest 250 companies worldwide disclosed sustainability information through either an 

annual report or a stand-alone sustainability report. Compared to the percentage of the 

companies which made sustainability disclosure in 1999 (35%), the scale of reporting 

corporate sustainability information is beyond the expectations of many researchers and 

practitioners (KPMG, 2013). Despite the KPMG international survey (2015) concluding that 

the main driver of corporate sustainability disclosure is legislative, researchers have seen this 

through a more complicated and comprehensive lens where business principles, social norms, 

institutional settings and political influences are considered jointly and interactively 

(Moravcikova, et al., 2015).  

 

Indeed, a considerable volume of research has been devoted to examining the structure and 

content of sustainability disclosure and how it is relevant to stakeholders (e.g. Unerman, 2000; 

Deegan, 2002; Boiral, 2013). Multiple perspectives have been adopted and could be 

essentially categorised into two categories: moral obligations and business considerations 

(Moser & Martin, 2012). The advocates of moral obligations stress that companies are held 

accountable to a broad range of stakeholders rather than to a limited group of shareholders 
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and creditors (Smith, Adhikari & Tondkar, 2005; Fortanier, Kolk, & Pinkse, 2011; Mia & 

Mamun, 2011). However, sceptics argue that the moral obligation framework is insufficient 

to explain the variation in both the scale and the content of sustainability disclosure (e.g. 

Yang, et al., 2015; Dienes, et al., 2016). Researchers in business disciplines, who have had a 

traditional focus on maximising shareholder value, have viewed and evaluated a company’s 

environmental and social activities in the same way as normal business projects (Moser & 

Martin, 2012). They argue that sustainability/corporate social responsibility (CSR) disclosure 

should be made only when it benefits the firm1. This firm-centric view has a discernible 

loophole in that a company’s operations are contextualised and generally contingent to the 

external environment (Laczniak & Murphy, 2012). Competing theories have emerged to 

incorporate the economic role of a company and its role as a social entity as well. To date, 

the two dominant frameworks for understanding sustainability disclosure are economic 

theories and social political theories; the former considers the economic consequences of 

sustainability disclosure, which leads to a dominant and theoretical framework of voluntary 

disclosure; whereas the latter focuses on the interplay of the company and the society, which 

                                                           
1 Clifton and Amran (2010) connote corporate social responsibility (CSR) as a fair substitution for ‘being a 

sustaining corporation’ (p. 126). In terms of disclosure, the focus of this study, corporation reports called 

“sustainability report”, “corporate social responsibility report” or “corporate citizenship report” refer to very 

similar issues. Visser (2010) defines sustainability disclosure as “non-financial reporting” (p. 385) while 

regarding CSR as “all about business performance in a variety of social and environment topic areas” (p. 108). 

Jain and Winner (2016) innovatively, but also boldly, integrate the concept of CSR and sustainability into a 

“CSR/sus” category and argue that “sustainability is considered more encompassing than traditional approaches 

to CSR” (p. 38). Although it has been acknowledged that incorporating CSR and sustainability triggers different 

actions and causes different outcomes, some researchers integrate the two concepts to stress their similarities 

and comparability (e.g. Barnett, 2004; Jose, 2007; Moon, 2007). CSR and sustainability are used as 

interchangeable terms especially in the disclosure of environment and social information, as they mostly follow 

similar reporting guidelines, such as Global Reporting Initiatives (GRI) sustainability reporting guidelines 

(Perez-Batres, et al., 2010). This study recognises that CSR and sustainability are two concepts which are 

fundamentally distinct from one another; however, they will be discussed in a comparable manner in the rest of 

this study to avoid confusion and to increase readability. The term – “sustainability disclosure” is used and 

refers to all corporate environment and social communications, unless specified otherwise. 
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lays a solid foundation for legitimacy theory (Fernando & Lawrence, 2014; Huang & Watson, 

2015). It is important to understand sustainability disclosure as such disclosure is currently 

the main, if not the only, channel through which a company communicates its goals and 

achievements on discharging its environmental and social responsibility to both its target 

audiences and society (Clarkson, et al., 2011). Economically, socially responsible investing 

(SRI), which considers sustainability performance in its investment decisions, has increased 

to US$6.57 trillion in managed assets since the start of 2014 (US SIF Foundation, 2016). 

This amount represented one out of every six dollars under professional management in the 

United States and the investment decision largely relies on corporate sustainability disclosure 

(Michelon & Parbonetti, 2012). Given the gravity of sustainability disclosure in the process 

of investment decision making, the motivations for, and determinants of, sustainability 

disclosure has triggered the interest of researchers across multiple disciplines to further 

understand the diversified sustainability disclosure behaviour. Various theories have been 

developed in an attempt to explain the motivations for sustainability disclosure. However, a 

recent review of literature by Gray, Owen and Adams (2009) relates to sustainability 

disclosure, comments that previous studies do not “really tell us very much about why 

organisations might choose not to disclose at all or to necessarily tell us why disclosure 

might be so selective” (p. 29). The crux of this issue is that the motivation and determinants 

of sustainability disclosure should be understood. 

 

Legitimacy theory and voluntary disclosure theory have been two main frameworks under 

which researchers develop their specific hypotheses and inferences to explain different 

corporate sustainability disclosure behaviours (Hummel & Schlick, 2016). Regarding the 

empirical use of these two theoretical frameworks, there has been a limited amount of 
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research to date which examines a company’s behaviour in the process of restoring 

legitimacy (Fernando & Lawrence, 2014; Huang & Watson, 2015; Memon, et al., 2015), and 

the linkage between a firm’s sustainability performance and its corresponding disclosure 

(Herbohn, et al., 2014). In other words, there is insufficient empirical evidence to support the 

theoretical propositions, whereas the empirical examination is not rigorously developed 

against specific theoretical settings (Gray & Laughlin, 2012).  

 

Furthermore, researchers have long argued that the corporate governance mechanisms could 

increase transparency, which influences the level of sustainability disclosure (Kent & Monem, 

2008; Fernandez-Feijoo, et al., 2012; Amran, et al., 2014). A systematic review of the 

previous literature on sustainability disclosure revealed that the empirical evidence of the 

effects of corporate governance characteristics on sustainability disclosure is mixed and 

inconsistent (Dienes, et al., 2016). The corporate governance – sustainability disclosure link 

has been established tentatively, while further examination in this relationship has been 

encouraged by many researchers (e.g. Aguilera, et al., 2006; Michelon & Parbonetti, 2012; 

Amran, et al., 2014; Dienes, et al., 2016).  

 

Additionally, sustainability disclosure originated from wealthy nations, where most research 

has been developed in a Western cultural and socioeconomic context (Egri & Ralston, 2008). 

China, as one of the largest and emerging economies, has attracted less academic attention 

on its development of sustainability activities, especially sustainability disclosure, despite its 

distinctively cultural, political, economic and institutional settings (Moon & Shen, 2010; 

Memon, et al., 2015). This study incorporates multiple theories, mainly legitimacy theory 

and voluntary disclosure theory, to test the motivations, mainly legitimacy crisis, 
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sustainability performance and corporate governance consideration, for companies to make 

their sustainability disclosure against the backdrop of China. The on China is based on two 

considerations. First, China has distinct culture, political and institutional settings and social 

norms different from Western countries. These distinctions contribute to potentially different 

sustainability disclosure behaviour. Further, it has been long argued that Chinese companies 

are more politically acute, large in size and less sophisticated in management (Fu et al., 2008; 

See, 2009; Cheung et al., 2010; Moon & Shen, 2010). These characteristics may stimulate 

further diversifications among sustainability disclosure behaviour among Chinese companies. 

Contextualising this study in China, which may have different and diversified sustainability 

disclosure behaviour, could shed more light on the current understanding of sustainability 

disclosure behaviour.   
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1.1 Motivations for the study 

This study is motivated by the potential positive relation between legitimacy crisis and 

sustainability disclosure. Further, the study is inspired by the view of considering corporate 

governance, sustainability performance and legitimacy crisis as being complementary and 

inter-related. Thus, the aim of this study is to investigate the individual and interactive effects 

of legitimacy crisis, sustainability performance and corporate governance on the 

sustainability disclosure behaviour. The motivations for this study are based on four 

considerations: 

 

a) Notwithstanding the popularity and the dominance of legitimacy theory in 

sustainability disclosure literature, some commentators argue that the lack of specificity of 

the legitimacy perspective thwarts the reach of a convincing and coherent explanation for 

sustainability disclosure behaviours (e.g. Deegan, 2002; Tilling & Tilt, 2010). Suchman 

(1995) divides the legitimation process into three phases: gaining, maintaining and repairing 

legitimacy; and categorises the legitimacy itself into three levels: pragmatic, moral and 

cognitive. However, empirical studies are criticised as “routinely link[ing] disclosure to 

theoretical explanations” (Gray & Laughlin, 2012, p. 238) without specifying the phase, such 

as gaining, maintaining and repairing legitimacy, and level of legitimacy, such as pragmatic, 

moral and cognitive, and contextualising the empirical examination to a particular 

circumstance. Consequently, the diverse needs for legitimacy and the varied strategies of 

legitimacy-seeking are less differentiated in empirical studies; and legitimacy theory is 

criticised as seemingly ‘one size fits all’, and has been generalised on many cases (Parker, 

2005).  
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To date, few studies have empirically tested whether the phase of legitimation, especially a 

repairing phase after a legitimacy crisis, is associated with sustainability disclosure behaviour 

(e.g. Branco, et al., 2008; Wagner, et al., 2009; Noronha, et al., 2015). A legitimacy crisis is 

a direct threat to a company’s legitimacy, the company’s sustainability disclosure, as a major 

means of communicating between the entity and its stakeholders, should be adapted to 

accommodate the urgent needs for regaining the company’s legitimacy (Kent & Monem, 

2008). The novelty of this linkage is inspiring; it adds a new angle to the traditional 

perspectives which adopt firm-specific and national characteristics to understand 

sustainability disclosure within the framework of legitimacy theory. Specifically, firm 

characteristics could include size and profitability (e.g. Gamerschlag, et al., 2011); board 

structure (e.g. Rao & Tilt, 2016); industrial classification (e.g. Lock, 2015); environmental 

sensitivity (e.g. Fennis & Stroebe, 2014); ownership (e.g. Kiliç, et al., 2015) and CEO attitude 

(e.g. Gatti & Seele, 2015), whereas national particulars include stakeholder orientation (e.g. 

Simnett, et al., 2009); emerging markets versus Anglo-Saxon countries (e.g. Faisal, et al., 

2012); and cultural and institutional (legal, social-political) settings (e.g. Antal & Sobczak, 

2016). Many of these studies claim to support legitimacy theory but “the empirical evidence 

of some studies fails to support legitimacy theory, … [even for those which] do provide 

evidence in support of legitimacy theory, … the level of support is varied across studies” 

(Fernando & Lawrence, 2014, p. 155). 

 

Two research gaps in using legitimacy theory to explain sustainability reporting practice 

emerge in the literature: the weak link between the theoretical framework and the empirical 

evidence; and the insufficient examination on the negative effect of losing legitimacy, such 

as a legitimacy crisis. The link between legitimacy theory and the findings of those studies 
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which claim to support the theory is weak since the evidence is open to alternative 

interpretations. For instance, firm size has been conventionally argued to create a need for 

legitimacy since “larger firms are more likely to be subject to public scrutiny than the smaller 

ones and hence larger firms are under greater pressure to report more information to the 

public to obtain support for their continuing existence compared to smaller firms” (Nurhayati, 

et al., 2016, p. 173). However, there are also researchers who explore the effect of firm size 

on corporate sustainability activities through other lenses such as control theory and 

stakeholder theory (Gallo & Christensen, 2011). The importance of setting the research into 

a more rigid and specific context is emphasised, and therefore, the results refer to definitive 

explanations rather than being open to alternative interpretations.   

 

Another gap in the application of legitimacy theory is the insufficient examination on the 

negative effect of losing legitimacy, particularly when the company is facing a legitimacy 

crisis (Fernando & Lawrence, 2014), as legitimacy theory has been frequently applied to 

explain ‘regular’ sustainability activities (e.g. Deegan, 2002; de Villiers & van Staden, 2006; 

Cho & Patten, 2007). Legitimacy is commonly understood in its general form with emphasis 

“on the positive points of organisational behaviour, rather than the negative elements” (Gray, 

et al., 2009, p. 28). Gray, Owen and Adams (2009) further suggest that understanding the 

effect of a negative event, such as an environmental incident or a social scandal, on the 

sustainability disclosure behaviour of a company has “a great deal more potential than is yet 

always fully exploited in the social accounting literature” (p. 28). Huang and Watson (2015) 

review prior literature of sustainability disclosure and conclude that more research 

opportunity lies in the legitimacy crises area, including investigating the management of the 

negative impact of sustainability issues. This study is thus motivated to test a positive 
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connection between legitimacy crisis and sustainability disclosure within a comparatively 

rigorous context and with specifications by using legitimacy theory. Moreover, the focus has 

been placed on the phase of regaining (repairing) organisational legitimacy through forming 

the sample by selecting companies which are facing legitimacy crises. 

 

b) The second motivation for this study is the disparity between sustainability 

performance and sustainability disclosure. The imperative and fundamental purpose of 

sustainability disclosure is to “help organizations to … communicate their economic, 

environmental, social and governance performance … more effectively [and provide a] key 

platform for communicating sustainability performance and impacts – whether positive or 

negative” (Global Reporting Initiative, n.d.). While the objective of sustainability disclosure 

is to communicate sustainability performance, these two should be closely related and highly 

consistent. This view is supported by voluntary disclosure theory, which predicts that 

superior sustainability performers disclose more corporate sustainability information 

(Clarkson, et al., 2008). However, there is an increasing number of studies emerging to 

challenge this view and to argue that the volume and content of sustainability disclosure may 

be inconsistent, even irrelevant, to sustainability performance (e.g. de Villiers & van Staden, 

2006; Cho & Patten, 2007; Cho, et al., 2012b; Romolini, et al., 2014). This strand of literature 

has a theoretical root in Suchman (1995), who depicts distinct features of convenient 

symbolism with a legitimation purpose, and of substantive disclosure of underlying 

sustainability activities. Overall, the options available for a company to disclose its 

sustainability performance could be illustrated by a 2×2 matrix with four potential 

explanations in the four quadrants (see Table 1.1). For instance, superior (or inferior) 

performers may opt for more (or less) sustainability disclosure as they have better (or no) 
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stories to tell. In contrast, superior performers could reduce their sustainability disclosure if 

there is less expectation of disclosure from society (de Villiers & van Staden, 2006), whereas 

inferior performers could increase such disclosure as a symbolic gesture of compliance if 

they perceive potential legitimacy threats. 

 

Table 1.1 Disclosure matrix 

                           Performance 

Disclosure 
High Low 

More 
Voluntary disclosure theory 

(Substantive reporting) 

A symbolic gesture of 

compliance  

Less 
Less concern, less disclosure 

(Legitimacy theory) 

Voluntary disclosure theory 

(Substantive reporting) 

 

Following this path, recent empirical studies to investigate whether a company’s 

sustainability disclosure is consistent with its underlying sustainability performance could be 

essentially divided into two strands. One strand of literature compares the quantity or quality 

of sustainability disclosure against a standardised guideline, mostly Global Reporting 

Initiative (GRI) sustainability reporting guidelines, to detect omitted information (e.g. Boiral, 

2013; Hahn & Lulfs, 2014; Laskar & Maji, 2016). The behaviour of omitting a piece of 

environmental or social information, especially a negative one, is more likely to be a sign of 

symbolic disclosure. There are, however, concerns over this methodology, as deviating from 

the general guideline may simply indicate a more specific and tailored style of reporting, let 

alone other causes such as social, political or cultural. Another school of researchers matches 

a company’s sustainability disclosure to its own performance, rather than to external and 

general guidelines (Hummel & Schlick, 2016). The difficulty of this method is how to 

measure a company’s sustainability performance by using sources other than its own reports. 
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Some self-constructed measures, such as emission and waste data, are oversimplified and 

lack comparability, whereas external ratings (e.g. the MSCI database) are obscure on their 

criteria and rating system (Chin, et al., 2013). 

 

Based on the above discussion, this study is motivated by the following research gaps in the 

relevant literature. First, few studies have empirically examined the sustainability 

performance – sustainability disclosure relation with recognising there are competing 

theories which could explain this relation, but lead to opposite outcomes (e.g. voluntary 

disclosure theory and legitimacy theory). This issue is addressed by using both theories to 

understand the sustainability reporting and comparing their effects on the sustainability 

disclosure statistically. Omran and El-Galfy (2014) argue that both voluntary disclosure 

theory and legitimacy theory could be applicable on explaining corporate sustainability 

disclosure behaviours. Legitimacy may be a dominant consideration if a company is in need 

for legitimising its actions, especially when the managers perceive that their actions have 

fallen short of social expectations. Voluntary disclosure considerations are of higher priority 

if a company is intended to capitalise its environmental and social contributions. Thus, these 

two factors could have their own “peak of importance” in different context (Omran & El-

Galfy, 2014, p. 268). Second, the methodology of examining such a relationship is 

underdeveloped and the measures of sustainability performance and sustainability disclosure 

should be defined prudently (Hong & Andersen, 2011). This study measures the 

sustainability disclosure according to its two dimensions, the volume and content of 

sustainability reports; and measures the sustainability performance by the scores obtained 

from external rating agencies after clearly understanding its criteria and scoring system.  
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c) The third consideration is the role of corporate governance and its potential 

interaction with legitimacy crises and sustainability performance. Corporate governance is 

arguably a system of mechanisms which could increase transparency within an organisation 

and is compatible with corporate environmental and social responsibility by nature as it 

increases a company’s accountability (Beltratti, 2005). Kolk and Pinkse (2010) provide 

evidence that corporate governance is partially integrated in the sustainability activities and 

argue that corporate governance and sustainability issues are “joint manifestations of the 

changing context for international business” (p. 16) which should not be considered 

independently. In comparison with the large amount of studies that investigate the effect of 

corporate governance on sustainability disclosure (e.g. Aguilera, et al., 2006; Aras & 

Crowther, 2008; Bauer, et al., 2008; Khan, et al., 2013), there have been very few studies, 

especially empirical studies, considering the interactive effects of corporate governance, 

legitimacy crises and sustainability performance on sustainability disclosure (Kolk & Pinkse, 

2010; Amran, et al., 2014; Sharma & Khanna, 2014). Theoretically, these three factors should 

interact with each other. Studies linking sustainability performance and legitimacy crisis 

suggest environmental and social underachievers are more likely to be engaged in earnings 

management (Kim, et al., 2012) and tax avoidance (Hoi, et al., 2013). More generally, 

corporative governance, as traditionally seen as “the system by which companies are directed 

and controlled” (Cadbury, 2006, p. 18), influences the strategic planning and implementation 

of all the activities within the organisation, including sustainability disclosure. A broad view 

of the relationship between corporate governance and sustainability disclosure from Maier 

(2005) defines corporate governance as “a set of relationships between a company’s 

management, its board, its shareholders and its stakeholders” (p. 5), and through which an 

assurance that the company will manage its impact on the environment and society in a 
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responsible manner is conveyed to the stakeholders. Both the narrow definition (i.e. system 

of control) and the broad definition (i.e. relationships between both the internal and the 

external parties) of corporate governance indicate its intrinsic link with sustainability 

performance and legitimation process. Corporate governance, as a managing system, controls 

the planning and implementation of sustainability-related initiatives; and affects the 

effectiveness and efficiency of these sustainability activities as a set of relationships with 

various stakeholders. In a similar vein, corporate governance influences the way that a 

company responds to a legitimacy crisis and may alter the perception of stakeholders on the 

crisis as a relationship management system. (Hambrick, et al., 2008). To date, very little 

empirical research views corporate governance, sustainability performance and legitimacy 

crises as being complementary and inter-related. Kolk and Pinkse (2010) note that corporate 

governance should be linked not only to sustainability disclosure, but also to the way 

sustainability is framed within an organisation. This gap could be bridged by examining the 

interactions between corporate governance, sustainability performance and legitimacy crises 

and their effects on sustainability disclosure.  

 

d) The fourth consideration is the limited amount of sustainability disclosure research in 

the emerging markets. Sustainability disclosure behaviour should be contextualised due to 

being heavily influenced by the target audience and the social-political environment 

(Suchman, 1995). In a ‘macro-legitimacy’ level (Tilling, 2004), the context in which the 

company operates decides the terms of the social contract, that is, the definition of being 

legitimate. The national characteristics discussed above also highlight the different 

sustainability disclosure behaviours as an outcome of distinct social, institutional and cultural 

settings. Compared to developed countries, emerging markets, especially large economies 
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such as China, are less regulated and more heavily polluted, and have lower social awareness 

of the imperativeness of environmental and social issues (Lee & Wickerham, 2010). It is 

risky to impose the findings from developed countries on the emerging markets and therefore, 

specific research devoted to a particular market could deepen the understanding of 

contextualised sustainability disclosure behaviours, and facilitate the comparison between 

the different markets. 
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1.2 Objectives of this study 

The purposes of the study are to examine whether: 

1) Legitimacy crises are associated with the quantity and quality of sustainability disclosure; 

 

2) Sustainability performance is associated with the quantity and quality of sustainability 

disclosure; 

 

3) Legitimacy consideration or voluntary disclosure consideration is the primary motivation 

for sustainability disclosure; 

 

4) Corporate governance is associated with the quantity and quality of sustainability 

disclosure; and 

 

5) Interactions of corporate governance, sustainability performance and legitimacy crises 

are associated with the quantity and quality of sustainability disclosure. 
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1.3 Expected contribution of this study 

This study proposes that the needs for seeking legitimacy and the underlying sustainability 

activities (i.e. sustainability performance) are the two theoretical motivations for initiating 

sustainability disclosure. These two factors will be viewed as inter-related, rather than 

competing, motivations for companies to disclose sustainability information under two 

frameworks: legitimacy theory and voluntary disclosure theory (Gray & Laughlin, 2012; 

Omran & El-Galfy, 2014). Further, this study proposes that corporate governance, as a 

control system, should be positively associated with the scale of sustainability disclosure. 

Moreover, corporate governance is considered as interacting with legitimacy crises and 

sustainability performance in influencing sustainability disclosure, based on the theoretical 

frameworks of stakeholder theory, institutional theory and agency theory (e.g. Aras & 

Crowther, 2008; Mollah, et al., 2012; Williams & Adams, 2013). By investigating the 

individual and interactive effects of these three factors on the quantity and quality of 

sustainability disclosure, this study sheds more lights on the current debate over the 

motivation for disclosing sustainability information, especially while such disclosure remains 

voluntary in nature. 

 

Inspired by the four motivations, this study is intended to achieve the five research objects 

and make contribution to the current literature by focusing on four aspects: 

 

1) Legitimacy theory is adopted for understanding the proliferation of the volume and 

extent of sustainability disclosure following a recent stream of literature (e.g. Larrinaga & 

Bebbington, 2001; Adams, 2002; Eugenio, et al., 2013). This study contributes to the existing 
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body of legitimacy literature as it strengthens the link between empirical evidence and theory. 

To date, there are few qualitative studies (e.g. Wang, 2010; Boiral, 2013) and fewer 

quantitative studies which investigate how the threats of legitimacy crises affect corporate 

sustainability disclosure behaviour (Samkin, et al., 2010). The weak association between 

theory and empirical examination in the sustainability disclosure literature was proposed by 

Hooghiemstra (2000), and later echoed by Spence, Husillos, and Correa-Ruiz (2010); and 

remains to be a critical issue according to the comments of Hahn and Kühnen (2013):  

The majority of literature does not refer to any theory at all, while those studies 

adopting – or at least considering – a theory show indeed a preoccupation with 

stakeholder theory [and] legitimacy theory […] these studies mostly refer to isolated 

theoretical reference points instead of more holistically embracing different 

theoretical explanations (p. 14) 

 

Previous studies (e.g. Branco & Rodrigues, 2006; Gallo & Christensen, 2011; Nurhayati, et 

al., 2016) have used inference from particular theories as research hypotheses: for example, 

that firm size is a proxy for public visibility while public visibility is a corollary, implied by 

political cost theory, stating that a large company is more likely to attract public attention. In 

contrast to that indirect link between a theoretical framework and the empirical evidence, this 

study, enabled by the increased media coverage, uses legitimacy theory to directly examine 

the motivation for sustainability disclosure. Legitimacy theory posits that companies which 

are struggling to repair (regain) their legitimacy will increase their level of sustainability 

disclosure to demonstrate and re-assure their conformity to social expectations (Suchman, 

1995). It provides a clear scenario with a well-established cause and response association 

which is theoretically rigorous in a world of ambiguous causality. By searching on the web 
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for media exposure of companies’ environmental and social misconduct, this study identifies 

a group of companies which are struggling with legitimacy crises of losing their social licence 

for operation. This method has two advantages over the conventional criteria of measuring 

legitimacy, or capturing legitimacy crises [e.g. environmental rating, MSCI concern rating 

(MSCI is a leading database of CSR worldwide, previously known as KLD database) or 

inclusion of a sustainability index]. First, environmental or social misconduct is a more 

immediate threat than poor environmental and social performance. Consequently, the 

companies which face such pressing threats are more likely to take quick actions for 

regaining their legitimacy, which provides researchers with opportunities to capture such 

efforts. Second, the news articles and government fines and regulations themselves are part 

of the responses of society to the exposed environmental and social misconduct of the 

companies. Legitimacy theory is developed from the social contract assumption; therefore, 

the social responses are better measures for legitimacy than external ratings. Despite the 

measure potentially being subject to the issue of reliability (i.e. the source of information 

may lack credibility), the risk could be controlled through arrangements such as multiple 

sourcing and using official or reputable sources. The research design strengthens the link 

between this empirical study and legitimacy theory, providing relevant evidence with clearly 

supportive or unsupportive implications. The findings of this study contribute to the extant 

literature by testing the legitimacy theory against real world observations and with clear 

specifications. For instance, if companies which are facing legitimacy crises do not increase 

their sustainability disclosure, then legitimacy consideration may not be a primary motivation 

for sustainability disclosure in China. 
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2) This study contributes to the current literature on the relationship between 

sustainability performance and sustainability disclosure by using two theoretical frameworks: 

legitimacy theory and voluntary disclosure theory. Conceptually, companies with superior 

(or inferior) sustainability performance could opt for disclosing more (or less) as predicted 

by legitimacy theory (e.g. Deegan, 2014) or by voluntary disclosure theory (e.g. Dhaliwal, et 

al., 2012). This binary setting mitigates potential ambiguity and thereby provides a more 

rigorous research context. Moreover, the findings of this study could contribute to the current 

debate over the symbolic or the substantive way of disclosing sustainability performance, as 

illustrated in Table 1.1 (p. 8). 

 

This study considers legitimacy theory and voluntary disclosure theory as two possible 

explanations for sustainability disclosure, which could be compared to a substitutive (i.e. one 

or another) perspective adopted in previous literature (Omran & El-Galfy, 2014; Thorne, et 

al., 2014). The motivation behind the sustainability disclosure is changing with the external 

environment within which the company operates, with the pressure perceived by 

management and with the demands of society. This argument is evident in Hummel and 

Schlick (2016), who report that both the better sustainability performing companies and the 

worse sustainability performing companies disclose more sustainability information than the 

average performing companies. They conclude that there is less need for average performing 

companies to disclose. The average performing companies have no intention to disclose 

excessive sustainability information as they do not have either superior sustainability 

performance for which they could claim more resources, or inferior sustainability 

performance for which they need to justify and to compensate. This study adds the influence 

of legitimacy crises into the model of Hummel and Schlick (2016) and detects whether the 
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urgent need for repairing legitimacy is associated with a higher quantity and quality of 

sustainability disclosure after controlling for the sustainability performance. This study 

contributes to the current literature by incorporating two mainstream theoretical frameworks 

into the research models. Rather than opting for one theory, both the legitimacy consideration 

and voluntary disclosure consideration are integrated in understanding sustainability 

disclosure, and are tested against theoretical outcomes. 

 

This study contributes to the recently heated debate regarding whether sustainability 

disclosure is substantive or symbolic (e.g. Boiral, 2013; Rodrigue, et al., 2013; Michelon, et 

al., 2015; Ojasoo, 2016). The core of this substantive or symbolic debate is the two 

approaches managers could opt for to disclose their sustainability information. The voluntary 

disclosure approach posits companies make sustainability disclosure in accord with their 

sustainability performance due to the motivations for sustainability disclosure being to 

reduce information asymmetry and signalling good sustainability performance (Rodriguez & 

LeMaster, 2007). The legitimacy approach predicts that managers could manipulate 

sustainability disclosure as a public relations tool, resulting in a mismatch between 

sustainability performance and sustainability disclosure (Fernando & Lawrence, 2014). 

Theorists have a long history of being concerned with the (ab)use of corporate 

communication as a legitimation tool (e.g. Suchman, 1995; Deegan, 2002), but empirical 

tests on the substantive/symbolic behaviours are relatively new and underdeveloped 

(Rodrigue, et al., 2013). This substantive/symbolic conflict reflects managerial intention of 

disclosing sustainability information. One empirical method of detecting a symbolic gesture 

and organisational hypocrisy is to compare the extent of sustainability disclosure to a 

benchmark (usually GRI guidelines) and the mismatches hereby are potential evidence of 
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symbolic behaviours rather than of substantive endeavours (Boiral, 2013). However, making 

this distinction is difficult as empirical data are largely derived from management 

representations and even survey instruments, such as interviews and questionnaires, suffer 

from the reluctance of managers to discuss their hypocritical behaviours (Shabana & Ravlin, 

2016). The empirical examination of this phenomenon lags the development of these theories. 

This study is intended to minimise this research gap by incorporating the following three 

considerations. First, the association with sustainability performance and sustainability 

disclosure is statistically examined to detect whether these two are positively correlated. A 

negative, or insignificant, association is a possible sign of a symbolic gesture. Second, 

legitimacy crises are under examination as a factor which has influence on sustainability 

disclosure. The possible finding that legitimacy crises are positively associated with 

sustainability disclosure could be an implication of the adoption of a legitimacy approach by 

managers. Third, this study measures both the quantity and the quality of sustainability 

disclosure. While content analysis is adopted as commonplace in disclosure literature, word 

counts, or sentence counts are increasingly criticised on not accounting for what is actually 

being reported (Beck, et al., 2010), and on being subject to managerial rhetoric (Boiral, 2013). 

To minimise such concerns, this study measures the quantity and the quality of sustainability 

disclosure separately. Whereas the quantity is heavily influenced by managerial rhetoric and 

legitimation attempts, the quality, which is measured by the topics covered in the 

sustainability disclosure, focuses on the occurrence of the underlying sustainability activities 

and therefore is substantive in nature. By combining these three considerations, this study 

contributes to the substantive or symbolic debate by providing evidence such as the 

legitimacy crises are positively associated with the quantity, but not the quality of 
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sustainability disclosure, which implies a symbolic and legitimacy approach adopted by the 

managers.  

 

3) Corporate governance has been investigated as an individual and independent driver 

behind the sustainability disclosure (e.g. Aguilera, et al., 2006; Aras & Crowther, 2008; 

Bauer, et al., 2008; Khan, et al., 2013). This study argues that corporate governance has 

affected and been affected by sustainability performance and the perceived legitimacy crises; 

therefore, these factors should be considered interactively on their effect on the sustainability 

disclosure behaviours. The three factors which affect managerial decision to disclose 

environmental and social information have different theoretical roots while researchers 

conventionally opt for one school of thought (Omran & El-Galfy, 2014). For instance, 

sustainability performance has been examined as a main motivation for sustainability 

disclosure (e.g. Hummel & Schlick, 2016), but its interactions with other factors such as 

legitimacy crises and corporate governance have been less considered (Shehata, 2014). 

Similarly, corporate governance is argued as mechanisms which could increase transparency 

and reduce information asymmetry through sustainability disclosure (Aras & Crowther, 

2008); however, its relationship with the sustainability performance and legitimacy crises is 

less empirically examined. Few studies incorporate multiple theories into one research model 

and treat them as interactive effects; the potential interactions of these factors are therefore 

overlooked. These three factors, based on different theoretical considerations, are adopted 

and considered as being interactive with each other. This study contributes to the current 

literature by envisaging interactive relationships between these three factors to bridge the 

research gap of treating these factors as independent and unrelated in previous literature, and 

therefore shedding new light on the possible joint determinants of sustainability disclosure.     
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4) This study is intended to contribute to the understanding of the sustainability 

disclosure behaviours of Chinese companies by setting the research context exclusively in 

China. The number and richness of Chinese-specific literature on sustainability disclosure 

has been criticised as insufficient and mainly descriptive, which is disparate to the importance 

of China as a large and emerging market, and to the high frequency of environmental and 

social wrongdoing (Darigan & Post, 2009; Moon & Shen, 2010; Yin & Zhang, 2012). This 

study focuses particularly on examining the direct and interactive effects of these three 

factors (i.e. legitimacy crises, sustainability performance and corporate governance) in the 

context of China. Many studies note the distinct characteristics of public disclosure among 

Chinese companies (Ferguson, Lam & Lee, 2002; Cheung, Jiang & Tan, 2010; Liu & Sun, 

2010) and the divergent understandings and practices of sustainability disclosure across 

different regions and countries (Adeyeye, 2011; Rahman, et al., 2011). Studies that 

specifically investigate the factors influencing the sustainability reporting strategy of Chinese 

companies remain scarce although understanding such sustainability disclosure behaviours 

is important (Li, et al., 2013). China is reported to be the world's second biggest economy, 

overtaking Japan in 2010, but its level of sustainability activities does not match its pace of 

economic development (Xu & Yang, 2010). Sustainability disclosure research in China is 

still at its early stage and at a superficial level as expressed by Memon et al. (2015). The 

review of the related Chinese literature unveils that current studies are yet largely descriptive 

and focus on individual cases (e.g. Gao, 2011; Dong, et al., 2014; Noronha, et al., 2015); 

even large-scale studies such as Li, Zhang and Foo (2013) mainly centre on financial 

characteristics (e.g. market capitalisation and corporate leverage). Influenced by cultural, 

political and institutional settings, Chinese companies demonstrate different sustainability 

disclosure behaviours from their Western counterparts, including avoiding negative news 
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reporting during political events (Piotroski, et al., 2014), the government as a main promotor 

of sustainability and social responsibility (Moon & Shen, 2010). Moreover, state-owned 

enterprises are pervasive in China and assume more social responsibilities in their operations 

(Chen, et al., 2010). Consequently, there are rising concerns on applying the theories and 

findings generated from developed countries to an emerging market (e.g. Chen & Wang, 

2011; Gao, 2011). This study contributes to the existing body of Chinese sustainability 

disclosure literature by focusing the scope on Chinese companies and using measures adapted 

to suit the Chinese circumstance. For instance, the measure of sustainability performance is 

rating scores provided by the Chinese Academy of Social Science (CASS), which is tailored 

from global standards and specifically adapted for Chinese companies (Chen, et al., 2010). 

CASS is a government affiliate and a prestigious research institute in China. It has the 

resources to investigate the companies’ sustainability activities and renders a detailed 

methodology of calculating the rating metrics. This study considers the cultural, social and 

political characteristics of China in setting the research context, designing the research 

methods, and selecting the samples.  

 

Overall, this study contributes to the literature on four counts. First, the empirical evidence 

in this study has a strong link to the legitimacy theory. The measure of legitimacy crises is a 

direct application of the legitimacy theory and the research focuses on a phase of the 

legitimation process – the repairing legitimacy phase.  Second, this study investigates the 

sustainability performance – sustainability disclosure relation by taking two perspectives, 

legitimacy and voluntary disclosure. The empirical findings in this regard could contribute 

to the recent literature on reconciling the inconsistency between sustainability performance 

and sustainability disclosure, and on the debate whether the sustainability disclosure is a 
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symbolic gesture or substantive reporting. Third, this study investigates the direct, as well as 

the interactive effects of legitimacy crises, sustainability performance and corporate 

governance on the quantity and quality of sustainability disclosure. This research design 

reduces the current research gap on treating these factors as unrelated and independent, where 

their interactions remain largely unexplored. Fourth, this study contributes to the existing 

body of literature on Chinese companies’ sustainability disclosure. Studies of emerging 

markets are scarce in the literature which examines the motivations for sustainability 

disclosure, especially of China (Long, 2016), although the contribution of such examination 

could be prominent. The novelty of this study is featured in: (a) the direct and strong link 

between the factor and its proxy (i.e. legitimacy crises), and legitimacy theory; (b) the 

empirical examination on the sustainability performance – sustainability disclosure 

relationship and the separate measures of the quantity and the quality of sustainability 

disclosure, enabling the detection of symbolic behaviours; (c) the inclusion of legitimacy 

crises, sustainability performance and corporate governance in a model and treat these three 

factors as interactive with each other; (d) the focus on Chinese companies and their 

sustainability disclosure behaviours with considerations given to the Chinese-specific 

characteristics.  

 

Table 1.2 presents all the research gaps, the measures undertaken to reduce these gaps and 

the intended contributions of this study. 
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Table 1.2 Research gaps, methods undertaken to reduce the gaps and intended contributions 

No. Research Gap Objectives of this study How to accomplish the objectives Intended contributions 

1 

Legitimacy theory is widely used as a 

primary explanation for corporate 

sustainability disclosure, but is less 

applied with specifications, including 

the phase of the legitimation and the 

consequences of the legitimation (or 

the empirical implication of the 

legitimacy theory).  

This study is intended to investigate 

whether legitimacy crises are one 

main factor influencing a company’s 

sustainability disclosure. Moreover, 

legitimacy crises are co-examined 

with sustainability performance and 

corporate governance to identify any 

interactions among these three 

factors. 

This study uses a sampling technique called 

shadow accounting, which refers to a search 

of the companies that get involved in 

environmental or social wrongdoing and are 

exposed by social media, therefore facing a 

legitimacy crisis, using external sources, 

including government websites, news 

agency and newspaper archives. These 

companies form a primary sample group in 

this study as a “misconduct” group.  

The legitimacy theory is tested 

against real world observations and 

with specifications. The empirical 

evidence provided by this study 

contributes to the current debate over 

the primary motivation for 

sustainability disclosure. 

2 

The sustainability performance –

sustainability disclosure relation has 

been intuitively considered as self-

evident in nature. However, recent 

studies, such as Dawkins and Fraas 

(2011) and Hummel and Schlick 

(2016), present that sustainability 

disclosure is not necessarily consistent 

with the underlying sustainability 

performance. Therefore, further 

investigation on this relationship is 

needed for reconciling the mixed 

empirical results.  

This study is intended to apply both 

legitimacy theory and voluntary 

disclosure theory as possible 

explanations for sustainability 

disclosure. Voluntary disclosure 

theory suggests that better performers 

disclose more than worse performers 

as they have more to tell. 

Accordingly, this study hypothesises 

that higher sustainability performance 

is positively correlated with a higher 

level of sustainability disclosure.  

Sustainability performance and 

sustainability disclosure are separately 

measured: the former is measured by 

externally generated sustainability rating 

scores provided by the Chinese Academy of 

Social Science (CASS), while the latter is 

measured by a self-constructed checklist 

against corporate self-disclosure. Both a 

comparison test and OLS regression 

estimation were performed to statistically 

investigate the sustainability performance – 

disclosure relation.   

This study includes voluntary 

disclosure theory as a theoretical 

consideration for initiating 

sustainability disclosure. Moreover, 

the voluntary disclosure 

consideration is statistically tested 

along with legitimacy consideration. 

The findings of this study contribute 

to the current literature on the 

relationship between sustainability 

performance and sustainability 

disclosure by incorporating two 

theoretical frameworks. 
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3 

Voluntary disclosure theory and 

legitimacy theory have long been 

argued as competing theories in 

explaining the sustainability disclosure 

behaviours. Recently, a strand of 

literature emerges to contend that the 

motivation for sustainability disclosure 

changes over time and according to the 

importance of one or more particular 

factors (Omran & El-Galfy, 2014). 

While this assertion is theoretically 

appealing, there is less evidence to 

support this relatively new angle. 

Therefore, empirical examination is 

required to test the validity of this 

articulation.  

   

This study is intended to incorporate 

both voluntary disclosure theory and 

legitimacy theory into the analytical 

model. Based on the inference of 

these two theories, this study 

provides clear direction of whether a 

company increases or decreases its 

level of sustainability disclosure 

given a specific circumstance. In the 

cases that voluntary disclosure theory 

could not explain, legitimacy theory 

could provide a complementary 

explanation. Therefore, whether these 

two theories could both be valid or 

are substitutive is examined.   

This study is designed to incorporate the 

effects of legitimacy crises, as the sample 

includes a misconduct group and a non-

misconduct (control) group, which is a 

match of the misconduct group. Three tests 

are performed specifically to examine the 

relationship of legitimacy crises, 

sustainability performance and sustainability 

disclosure. First, legitimacy crises and the 

sustainability performance are both included 

into a model to examine whether they have 

significant and interactive influence on the 

sustainability disclosure. Second, the 

sustainability performance is regressed on 

sustainability disclosure separately within 

the misconduct group and the control group. 

Third, legitimacy crises and the changes in 

sustainability performance are regressed on 

the changes in sustainability disclosure.  

 

This study contributes to the current 

literature by incorporating two 

mainstream theoretical frameworks 

into one research model. Both the 

legitimacy consideration and the 

voluntary disclosure consideration for 

companies to disclose sustainability 

information are tested statistically. 

The empirical findings of this study 

contribute to the literature by 

specifying whether these two theories 

are competing with one another, or 

could be complementary in 

understanding sustainability 

disclosure. 

4 

Corporate governance has been 

regarded as an independent factor 

which influences the quantity and 

quality of sustainability disclosure. A 

review on the corporate governance 

literature suggests that its effect on 

sustainability disclosure is substantially 

underestimated, especially on its 

potentially interactive effects with 

sustainability performance and 

legitimacy crises. These interactive 

effects should be further explored to 

fill the research gap.  

This study sees corporate governance 

as an individual factor, as well as a 

factor which interacts with other 

factors, such as legitimacy crises and 

sustainability performance, and 

jointly affects the sustainability 

disclosure behaviours. This study is 

intended to further explore the 

interactive effects of these three 

factors. 

Interactive terms between legitimacy crises, 

sustainability performance and corporate 

governance were developed to capture the 

interactive effects of these factors. The 

direct influence of corporate governance is 

also considered and examined.   

This study contributes to the current 

literature by exploring the interactive 

effects of legitimacy crises, 

sustainability performance and 

corporate governance on 

sustainability disclosure. Although 

corporate governance has been 

argued as having direct influence on 

sustainability disclosure, its 

interactions with other factors have 

been less examined. This gap could 

be bridged by the findings of this 

study. 
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5 

As an emerging yet important market 

globally, China has arguably been a 

less developed country in terms of 

environmental protection and social 

justice. Chinese companies have been 

encouraged to take more environmental 

and social responsibility than ever 

before. There is a trend of disclosing 

sustainability information among 

Chinese companies, but the motivation 

behind this trend remains largely 

unexplored (Moon & Shen, 2010).    

This study is intended to use Chinese 

observations exclusively. Therefore, 

the research scope of this study is 

focused on Chinese listed companies 

and their sustainability disclosure 

behaviours.  

Chinese data are exclusively used and 

therefore, the results of this study are more 

applicable to Chinese companies rather than 

those companies in other countries. Chinese 

characteristics are also considered: state 

ownership in China is predominant; a 

tailored sustainability performance rating for 

Chinese companies is adopted; and cultural 

elements are considered, such as the 

propensity for hiding negative news. 

This study is intended to contribute to 

China-specific literature on 

sustainability disclosure. Chinese 

companies are large in market 

capitalisation, many of which operate 

globally. The need for understanding 

their motivation for sustainability 

disclosure could reduce the research 

gap of the limited amount of China-

specific sustainability disclosure 

studies. Moreover, the empirical 

findings of this study could be 

compared to the findings of other 

countries to detect any peculiarities in 

sustainability disclosure behaviours 

due to distinctly cultural, social, 

political and economic characteristics 

of China.      
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1.4 Research questions and theoretical models 

The theoretical model developed for the present study illustrates the main objective of this 

study: to investigate the influence of three factors on the quantity and quality of sustainability 

disclosure. Specifically, this study focuses on the relationship between (a) legitimacy crises 

(b) sustainability performance (c) corporate governance and the quantity and quality of 

sustainability disclosure. Previous literature has adopted different measures of sustainability 

disclosure, which could be essentially categorised into either a measure of the quantity (e.g. 

Unerman, 2000; Krippendorff, 2004; de Villiers & van Staden, 2006; Mia & Mamun, 2011) 

or a measure of the quality (e.g. Patten & Crampton, 2003; Chapman & Milne, 2004; 

Campbell, Moore & Shrives, 2006; Hummel & Schlick, 2016). Although either a measure of 

quantity or a measure of quality could narrow the focus of a study, those studies which adopt 

multiple measures reveal the two aspects of sustainability disclosure (i.e. quantity and quality) 

may be influenced differently by the same determinant. For instance, Kent and Zunker (2013) 

investigates the relationship between adverse publicity and the quantity and quality of 

sustainability reporting. Their findings suggest the quantity of sustainability disclosure is 

positively associated with the level of adverse publicity whereas the quality of sustainability 

disclosure is not significantly affected by the level of adverse publicity. One novelty of this 

study rests in the use of multiple measures of sustainability disclosure in examining the 

potentially divergent effects of the three primary determinants on the two aspects of 

sustainability disclosure. The detailed measurement of these two aspects are further discussed 

in Chapter 4.   
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Essentially, the main factors under examination are legitimacy crises (including both 

environmental and social misconduct), sustainability performance (measured by CASS rating 

metrics), corporate governance (measured by a self-constructed checklist), and the quantity 

(measured by sentence count) and the quality of sustainability disclosure (measured by a self-

constructed checklist). Figure 1.1 (a) illustrates the direct effects of these three factors on the 

sustainability disclosure. Figure 1.1 (b) and (c) illustrates the moderating effects of the three 

factors and through which, the research questions are proposed. Inferior sustainability 

performance has been a proxy for legitimacy crisis in previous literature (Clarkson, et al., 

2008; Dawkins & Fraas, 2011; Hummel & Schlick, 2016) while superior sustainability 

performance has been contended as a compensation for legitimacy crisis (Du, 2015). 

Corporate governance mechanisms have long been considered as playing a role in the 

prevention of environmental and social misconduct (Laszlo, 2008; Beelitz & Merkl-Davies, 

2012; Boiral, 2013; Cho, et al., 2015); whereas good corporate governance has been argued 

as being positively associated with sustainability performance (Michelon & Parbonetti, 2012; 

Abdelmotaal & Abdel-Kader, 2016; Burke, et al., 2017). As these three factors are inter-

related, they should have an interaction, moderating effect specifically, while influencing the 

sustainability disclosure behaviour. A moderator, as defined by Baron and Kenny (1986), is 

“a variable a qualitative or quantitative variable that affects the direction and/or strength of 

the relation between an independent or predictor variable and a dependent or criterion 

variable (p. 1174).” In other words, the dependent variable has been influenced by both the 

direct effect of independent variable and the indirect effect from the independent variable 

through the moderator. In empirical testing, the moderator hypothesis is supported if the 

interactive term (i.e. independent variable × moderator) is significant in a regression model 

(Glass & Singer, 1972; Baron & Kenny, 1986). 
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Figure 1.1 Theoretical Models 

 

 

 

 

 

 

 

 

Research Question 1: Are legitimacy crises directly associated with the quantity and the 

quality of sustainability disclosure? 

Research Question 2: Is sustainability performance directly associated with the quantity 

and the quality of sustainability disclosure? 

Research Question 3: Is corporate governance directly associated with the quantity and the 

quality of sustainability disclosure? 
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(b) interactive relationships 

Interaction between sustainability performance and legitimacy crises 

 

 

 

 

 

 

 

Research Question 4: Do legitimacy crises interact with sustainability performance in 

influencing the quantity and quality of sustainability disclosure? 

 

 

 

Interaction between corporate governance and legitimacy crises 

 

 

 

 

 

 

Research Question 5: Do legitimacy crises interact with corporate governance in 

influencing the quantity and quality of sustainability disclosure? 
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Interaction between corporate governance and sustainability performance 

 

 

 

 

 

 

 

Research Question 6: Does corporate governance interact with sustainability performance 

in influencing the quantity and quality of sustainability disclosure? 

 

 

(c) Three-way interaction of sustainability performance, legitimacy crises and corporate 

governance 

 

 

 

 

 

 

 

 

Research Question 7: Does sustainability performance interact with legitimacy crises and 

corporate governance in influencing the quantity and quality of sustainability disclosure? 
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1.5 The organisation of the thesis  

Following this introduction, Chapter 2 provides the research background of this study, 

including the concept of sustainability and its development (Section 2.1) and a general 

definition of sustainability disclosure (Section 2.2). Section 2.3 summarises and tabulates 

recent research on sustainability disclosure, therefore establishing a benchmark for 

comparing previous findings to the findings of this study. Section 2.4 and 2.5 contextualise 

this study by providing the institutional background of China and a review on the current 

China-based studies on sustainability disclosure.  

 

Chapter 3 reviews various theoretical frameworks through discussing relevant theories:  

legitimacy theory; voluntary disclosure theory; and corporate governance. After reviewing 

various theories used in previous studies, seven sets of hypotheses2 were developed and to 

be tested by two analytical methods. The first set of hypotheses relate the quantity and quality 

of sustainability disclosure to legitimacy crises [H1(a) and H1(b) in Section 3.1]. The second 

set of hypotheses posits that sustainability performance influences the quantity and quality 

of sustainability disclosure [H2(a) and H2(b) in Section 3.2.2]. The third set of hypotheses 

focuses on the association between corporate governance and the quantity and quality of 

sustainability disclosure [H3(a) and H3(b) in Section 3.3.2]. The fourth, fifth and sixth sets 

of hypotheses focus on the interactive relations: legitimacy crises and sustainability 

performance [H2(c) and H2(d) in Section 3.2.3]; legitimacy crises and corporate governance 

[H3(c) and H3(d) in Section 3.3.3]; and sustainability performance and corporate governance 

                                                           
2 As the proposed dependent variables in this study are the quantity and the quality of sustainability disclosure, 

therefore, all hypotheses are presented in set. For instance, while hypothesis 1a posits that legitimacy crises 

influence the quantity of sustainability disclosure, hypothesis 1b posits that legitimacy crises influences the 

quality of sustainability disclosure.  
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[H4(a) and H4(b) in Section 3.4.1]. The last set of hypotheses centres on the three-way 

interaction of these three factors [H5(a) and H5(b) in Section 3.4.2].   

 

Chapter 4 discusses the methodology used in this study. Section 4.1 discusses the sampling 

method and the source of data. Section 4.2 presents and tabulates all the variables and 

measurements. Two quantitatively analytical methods are sequentially performed in this 

thesis: namely comparison tests and regression analyses (Section 4.3).  

 

Chapter 5 presents all the results, including these of the comparison tests and the regression 

analyses. Section 5.1 provides descriptive statistics. Section 5.2 presents the results of testing 

the direct effects of legitimacy crises, sustainability performance and corporate governance 

on the quantity and quality of sustainability disclosure. Section 5.3 presents the results of 

testing the interactive effects of the above three factors on the quantity and quality of 

sustainability disclosure and Section 5.4 presents how the three-way interaction influence the 

quantity and quality of sustainability disclosure. Section 5.5 provides the results of additional 

analyses to complement the main results presented in Sections 5.2, 5.3 and 5.4.  

 

Chapter 6 discusses the results, comparing them with previous findings and linking them to 

specific theories. The results are discussed in the sequence of the numbers of hypotheses.  

 

Chapter 7 presents the conclusion and discusses the contributions and limitations of this 

study and the implications for future research. 
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Chapter 2 Research Background 

 

2.0 Introduction 

The purpose of this chapter is to provide a summary on the conceptual background of 

sustainability, sustainability disclosure and recently research in this area, and to briefly 

introduce the research background of this study, including the institutional background of 

and the recent studies on sustainability disclosure in China. Section 2.1 reviews the historical 

and recent understanding of sustainability through a business lens. It partially explains the 

question why companies contribute heavily to environmental or social causes with seemingly 

little return. The understanding of sustainability dominates the nature and content of 

sustainability disclosure while the personal belief of managers and their attitude towards 

sustainability influences the decision on how sustainability information should be disclosed. 

This section paves a way for the following discussion on sustainability disclosure. Section 

2.2 provides a general overview of the literature of, including the definition of, the types of, 

and the content of sustainability disclosure. Section 2.3 tabulates and discusses the most 

recent literature on sustainability disclosure (i.e. from 2006 to 2016) being published on the 

most influential journals in the accounting area as per the ranking released by Australian 

Business Deans Council (ABDC). Section 2.4 contextualises this study and introduces the 

relevant Chinese political, social and economic characteristics. Section 2.5 summarises how 

these characteristics may influence sustainability disclosure behaviours of Chinese 

companies. Section 2.6 provides a summary of this chapter.  
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2.1 Sustainability 

Concerns about sustainable life are believed to have historical roots and able to be traced 

back thousands of years (Hughes, 2001). With the advent of the industrial revolution, 

peripheral damage to the environment was observed and the contemporary concept of 

sustainability was conceived and developed in response (Mebratu, 1998). Recently, a widely-

recognised definition of sustainability (Clifton & Amran, 2010; Dyllick & Hockerts, 2002; 

Lozano, 2011) is provided in the World Commission on Environment and Development’s 

report (WCED, 1987): “development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs” (p. 37). While the 

concept has been gradually accepted by society as a social norm (Jeffrey & Perkins, 2012), 

its application in the business sector has provoked large-scale debate. The next section 

focuses on a philosophical level in considering whether the norm of sustainability can be 

compatible with business paradigms.  

 

Clifton and Amran (2010) describe two approaches to a sustainable world: reformist and 

transformational approach. A reformist approach takes the view that the current political, 

social and economic systems are sufficient to support sustainable development, so business 

routines need only to be ecologically adapted. Conversely, transformationalists believe that 

the current socio-economic system is insufficient to support sustainability, even partially 

being a cause of unsustainable behaviours. Milne, Tregidga and Walton (2009) extend the 

conflict further by employing two paradigms, the Dominant Technological Social Paradigm 

(DTSP) and the New Ecological Social Paradigm (NESP), to represent the two ends of a 

continuum, within which are scattered different sets of beliefs and attitudes toward 
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sustainability. Advocates of DTSP claim that priority should be given to economic growth 

over environmental protection, as the balance of nature is strong and will restore itself and 

human beings are not subject to laws of nature; supporters of NESP hold opposite beliefs. 

Hopwood, Mellor and O’Brien (2005) indicate that the supporters of the status quo claim that 

“business is the driver towards sustainability” (p. 42). Nonetheless it is difficult, if not 

impossible, to position society as a whole on the continuum between the two paradigms. 

These studies have suggested that the currently dominant social norms are far from being a 

deep ecological paradigm. Rather, they fit the description provided by Colby (1991) of a 

stage called “ecology is being economised” (p. 124) (as cited in Milne, Tregidga & Walton, 

2009). Carbon trading and carbon emission calculations are two examples of quantifying and 

incorporating ecological concepts into the current socio-economic system, indicating a 

business-driven sustainable development. 

 

The majority of society accepts that business is not opposed to sustainable development; in 

fact, it is common for managers to incorporate sustainability into a business decision-making 

model (Van Marrewijk, 2003; Blackburn, 2007; Campbell, 2007; Becchetti & Ciciretti, 2009; 

Darigan & Post, 2009; See, 2009). Orts and Strudler (2002) note that managers use 

cost/benefit analysis in sustainability-related issues, while highlighting the difficulty of 

reliably measuring the value.  These researchers present a case that the Ford Company had 

weighed the cost of fixing a design problem against the liability that might be realised if it 

caused damage to the consumers. After the accident happened and Ford was sued for huge 

compensation, Gibson (2012) comments that the company made a calculation mistake rather 

than a methodological mistake; in other words, the company failed on making a correct 

calculation, not on moral obligations. In his opinion, environment that is not vital to human 
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sustainability has no intrinsic value and should be of no interest to managers. Such an 

anthropocentric perspective, which may be criticised by some moralists, is to some extent 

subtly and unconsciously taken by management.  

 

Clifton and Amran (2010) argue that a sustaining corporation is not equivalent to corporation 

sustainability. While the former indicates the priority of a corporation as being a going 

concern, the latter represents a collective well-being contributed to by all corporations. They 

further contend that businesses prioritise being a going concern over contributing to a 

sustainable world, and to ensure the company’s survival, managers are more likely to 

withhold those projects which could compromise the corporation sustainability and 

profitability. This contradicts to the society’s demand for contributions by corporations 

towards sustainability. KPMG (2008) reports an increase in the disclosure of sustainability 

information by the largest companies worldwide. According to Thomas and Lamm (2012), 

this trend is interpreted as a response to external pressure on corporations to discharge their 

social responsibilities. It can be reasonably expected that the gap between the soaring demand 

for corporations to carry out their social responsibility and the reluctance of corporations to 

distribute valuable resources into a collective sustainability will enlarge. Facing such a 

dilemma, one option is that managers could use disclosure as a means of persuading the 

public that they have made efforts towards a collective sustainability, despite whether such 

efforts are substantive or not (Milne, et al., 2006; Wagner, et al., 2009). 

 

Overall, sustainable development and sustainability per se are theoretically definitive but 

methodologically ambiguous. The goal of sustainable development is clearly stated; however, 

the perceptions of how urgently it should be achieved, the changes needing to be made, and 
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the sharing of responsibility by everyone, are varied across each individual and each 

organisation. The variety of understanding about the sustainable development and 

sustainability leads to different responses, attitudes and practices. This study, which needs to 

restrain its philosophical perspective within business principles and egocentric nature, 

therefore adopts the view that sustainability disclosure is a purpose-driven, business-oriented 

and strategically planned organisational activity.    
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2.2 Sustainability disclosure 

As there is a demand for contributing to sustainable development, corporations have both 

obligation and necessity to communicate their endeavours in addressing environmental and 

social issues (Lougee & Wallance, 2006; Morsing & Schultz, 2006). From a broad 

stakeholder perspective, any party which can affect or be affected by the activities of a 

company is deemed a stakeholder (Freeman, 1984; Kochan & Rubinstein, 2000; Post, et al., 

2002). Therefore, researchers have frequently note that companies are bound to the 

obligations of reporting to stakeholders about their commitment and achievements in 

promoting sustainability (Flack & Heblich, 2007; Garvare & Johansson, 2010). Another 

school of thought highlights the necessity of making such disclosure, despite the 

consideration placed on signalling good performance (Gennotte & Trueman, 1996), 

increasing corporate reputation and value (Carroll, 1999; McWilliams & Siegel, 2001), 

avoiding political cost (Simpson & Taylor, 2013), or holding their social licence to keep 

operating (Deegan, 2002; Deegan & Blomquist, 2006). 

 

According to the Global Reporting Initiative (GRI, 2006), sustainability disclosure is defined 

as “the practice of measuring, disclosing, and being accountable to internal and external 

stakeholders for organisational performance towards the goal of sustainable development” 

and its content is expected to “provide a balanced and reasonable representation of the 

sustainability performance […] including both positive and negative contributions” (p. 3). 

The disclosure channels include annual reports, stand-alone sustainability reports, special 

publications or reports, website content, and sustainable-orientated advertising (Gray, et al., 

1987; Husser, et al., 2012). Conventionally, an annual report is of significant interest to 
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researchers in assessing the level of sustainability disclosure (Hoq, et al., 2010; Kamla & 

Rammal, 2013), while stand-alone sustainability reports are recognised as a new instrument 

for communicating activities related to social responsibility (Husser, et al., 2012). 

 

Most literature assumes that sustainability disclosure fairly reflects a company’s sustainable 

performance, in other words, those efforts and resources that have been exerted when 

fulfilling its social responsibility. Fewer studies identify that a gap exists between what a 

company has done and what it reports that it has done (Gray, 2010). Boiral (2013) criticises 

sustainability reports as “simulacra” (p. 1042) which may not be connected to reality, but is 

“presenting an idealized version of company situations” (p. 1061). Using a “counter 

accounting” method, Boiral find that only 10 percent of significant sustainability issues were 

reported in a clear and explicit manner, even in a range of reports which are assessed as A or 

A+ level against GRI criteria. Transparency, as suggested in that study, is a key principle 

which should be highly regarded but which is lacking in the current reporting framework. 

Without transparency, the information asymmetry empowers managers to use rhetoric and 

persuasive language to distort the image perceived by the recipients of those reports, thus 

creating simulacra. The work of Dhir (2006), Eugenio, Lourenco and Morais (2013), and 

Williams and Adams (2013) all have suggested that caution should be taken in interpreting 

management presentations in sustainability reports.  

 

Previous studies classify sustainability disclosure into mandatory and voluntary; debate over 

whether sustainability disclosure should be regulated has also been frequently noted (Kavitha 

& Anita, 2011). Sceptics of mandatory disclosure contend that regulated disclosure will 

introduce excessive costs and will have insignificant influence on a company’s value (Core, 
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2001; Bushee & Leuz, 2005; Rodriguez & LeMaster, 2007); despite that, an increase in 

credibility and assurance has also been noted (Alon, 2015). Overall, the voice calling for 

sustainability disclosure to remain voluntary prevails over others. Mainstream arguments 

support the view that management will have incentives to make voluntary reports, such as 

increasing company value and competitiveness (an instrumental perspective); differentiating 

a company from its competitors (a signalling perspective); fulfilling their obligations (a 

stakeholder perspective); and holding a company’s licence to operate (a legitimacy 

perspective) (Rodriguez & LeMaster, 2007).  

 

The motivation for making voluntary sustainability disclosure is a heated research topic for 

more than two decades, covering interests on firm-specific characteristics (e.g. Hackston & 

Milne, 1996; Gamerschlag, et al., 2011); the influence of industrial classification (e.g. Faisal, 

et al., 2012); the institutional factors (e.g. Baughn, et al., 2007); and the cultural factors (e.g. 

Buhr & Friedman, 2001). Another school of thought adopts a behavioural research 

perspective in which managers’ values, beliefs and backgrounds are objects under 

investigation (e.g. Angus-Leppan, et al., 2010; Thomas & Lamm, 2012). These empirical 

findings are derived from and are claimed to support various theoretical frameworks. Gray 

and Laughlin (2012) comment that: 

Questions around the disclosure of social and environmental data undoubtedly 

dominate research on social accounting … there appears to have been a contentment 

within social accounting to operate within a relatively narrow range of theoretical 

spectra dominated by stakeholder and legitimacy theories (p. 238) 
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They criticise research which uses weak theoretical foundations to make a routinised link 

between “a range of corporate characteristics and … social/environmental disclosure” (p. 

238). Stakeholder theory and legitimacy theory, inter alia, have been regularly applied to 

explain why corporates make social and environmental disclosure. The ethical perspective of 

the stakeholder theory suggests compulsory responsibility to each and every stakeholder 

groups irrespective of their importance or distance. It is no surprise that this perspective is 

not appealing to the social accounting researchers and nor popular in empirical examinations. 

Comparatively, the managerial perspective of the stakeholder theory has been interwoven 

and overlapped with the legitimacy theory (Fernando & Lawrence, 2014). In Suchman (1995), 

pragmatic legitimacy concerns the exchange of resource and support between the company 

and a particular stakeholder group. Therefore, it is inevitable that managers have to decide 

which groups are more important to the corporate. Managerial stakeholder theory proposes 

different classification of stakeholder groups (e.g. latent, expectant and definitive, Mitchell 

et al., 1997; primary and secondary, Clarkson, 1995) while essentially it rates various 

stakeholder groups according to their importance to the company. If a company seeks 

pragmatic legitimacy, it should make the deal with the most salient stakeholder groups to 

achieve a best outcome. In this regard, the managerial perspective of stakeholder theory has 

been incorporated into the theoretical framework of legitimacy theory, therefore, not being 

otherwise considered.  

 

While field work and case studies demonstrating in-depth understanding within a particular 

theoretical framework lack generalisability, empirical and quantitative research has 

inadequately established a rigorous and causal relationship between theoretical assumptions 
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and actual observations, even being criticised as “[forcing] the findings into [a] particular 

theory” (Hoque, et al., 2013, p. 1173). This study builds on the premise that corporations 

utilise sustainability disclosure as a means of gaining, maintaining and repairing legitimacy; 

therefore, it follows legitimacy theory. Meanwhile, sustainability performance should have 

influence over sustainability disclosure as suggested by voluntary disclosure theory. These 

two theories could complement each other in explaining the level of sustainability disclosure. 

Moreover, the present study proposes that corporate governance is mechanisms which 

increase the transparency in corporate sustainability disclosure, therefore, it will have 

interactive effects with sustainability performance and legitimacy crises on sustainability 

disclosure. 

 

 

 

 

 

 

 

 

 

 

 



46 
 

2.3 Recent research on sustainability disclosure 

This section summarises the most recent literature on sustainability disclosure across a 11-

year period (i.e. 2006-2016). According to the ABDC (2013), there are 9 journals in the 

accounting area (code 1501) are regarded as A star journals and are of immense influence on 

the researchers in this discipline. These journals are Accounting, Organisation and Society; 

Auditing: A Journal of Practice and Theory; Contemporary Accounting Research; Journal of 

Accounting and Economics; Journal of Accounting Research; Management Accounting 

Research; Review of Accounting Studies; The Accounting Review and The European 

Accounting Review. Table 2.1 summarises all relevant studies which are pertinent to 

sustainability (CSR, environmental or social) disclosure and manually searched and collected.  

 

The significance of listing recent literature regarding sustainability disclosure is twofold: 

First, sustainability is a continuously evolving theory, the content and underlying message 

behind sustainability disclosure is correspondingly updated. Therefore, a summary of the 

most recent studies is informative for constructing a theoretic framework. Second, the 

research gap is more easily revealed by comparing recent work, therefore enhancing the 

potential contribution of the present study. The factors which influence a company’s 

sustainability disclosure have long been studied; however, the comparison of recent studies 

illustrates a trend of revisiting the fundamental issue: the connection between disclosed 

information and underlying activities.   

 

Generally, quantitative (mostly regression analysis) and qualitative studies (case study) are 

both being published in recent years; the Accounting, Organisation and Society journal 
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favours releasing these studies, in comparison with other top-tier journals. Among all the 

publications, some results contradict each other. For instance, Clarkson et al. (2008) report 

that superior environmental performers voluntarily disclose more on their environmental 

impacts. This is intuitively appealing and theoretically supported, as predicted by voluntary 

disclosure theories. However, Cho and Pattern (2007) reveal that environmental sensitive 

industry (ESI) companies, especially the poor environmental performers, disclose more 

monetary information in their environmental reporting, which they regarded as having higher 

reporting quality. Their claim is consistent with legitimacy theory, that poor environmental 

performers have to disclose more than their good performing counterparts as an offset to their 

negative performance. These two results (and many other findings of both sides) are both 

theoretically robust and empirically significant, but are logically inconsistent and factually 

contradictory. The explanation of this conundrum may hide in the findings of the case studies, 

which stress the power of language (Cho, et al., 2010); the organisational hypocrisy (Cho, et 

al., 2015) and impression management (Solomon, et al., 2013).  

 

The most heated topic under empirical examination found by summarising and analysing the 

relevant literature is the association between sustainability disclosure and the underlying 

sustainability performance (e.g. Cho & Patten, 2007; Clarkson, et al, 2008; Aerts & Cormier, 

2009; Cho, et al, 2012b). This represents a fundamental issue in the sustainability disclosure 

area: if the reported information deviates from the underlying activities, the reason why a 

company discloses this information becomes vague. Previous studies follow different 

theories to understand this phenomenon, but document contradictory explanations. Empirical 

use of theories can be divided into two broad strands, voluntary disclosure theory and 

legitimacy theory, both of which are argued to have inductive power to explain certain 
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observations. Voluntary disclosure theory takes a resource based view (RBV), which reflects 

the underlying assumption that managers have incentives to use the sustainability disclosure 

as a resource to benefit the company on the financial bottom line and as a public relations 

tool (Margolis & Walsh, 2003; Orlitzky, et al., 2003). Therefore, managers may disclose 

sustainability information as a means of signalling and demonstrating outstanding 

sustainability performance (signalling theory), avoiding excessive regulation and tax 

(political cost theory) or improving corporation images (Peloza, 2006). These strategic 

differences are beyond the scope of this study; however, they are all believed to have 

economic consequences in common. According to the RBV study, sustainability disclose is 

simple to predict, better performance is associated with better disclosure and vice versa.  

 

Case studies and content analysis repeatedly report findings that uphold legitimacy theory 

(O’Donovan, 2002; Boiral, 2013; Eugenio, et al., 2013; Williams & Adams, 2013).     

According to Eugenio, Lourenco and Morais (2013), legitimacy theory shows its strength in 

explaining managerial behaviours and in revealing rhetoric and discursive discourses. While 

the results of research which adopt a resource-based perspective are mainly subject to 

methodological rigor and interpretation (a majority of which is quantitative), the findings 

supporting legitimacy theory, are predominantly descriptive and are excerpts from 

corporation documents. According to legitimacy theory, worse performance requires being 

offset by more disclosure and less disclosure is demanded if the company’s legitimacy is not 

threatened. 
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Table 2.1 Summary of recent studies on sustainability disclosure 

Journal 

Year/ 

Volume/ 

Issue 

Authors Title Summary 

Accounting, 

Organizations 

and Society 

2006/31/ 4-5 
Deegan & 

Blomquist 

Stakeholder influence on corporate reporting: An exploration of the 

interaction between WWF-Australia and the Australian minerals 

industry 

This is a case study on how WWF interacts with Minerals Council, 

which involves how WWF representatives develop instruments to help 

mining companies to assess their environment reports, the authors 

comments: “legitimising activities […] simply act to sustain corporate 

operations that are of concern to some individuals within society, and 

sustaining such operations will simply benefit the interests of the 

executives of the organisations, as well as the owners of the capital.” 

 2006/31/8 
de Villiers         

& van Staden 

Can less environmental disclosure have a legitimising effect? 

Evidence from Africa 

The authors employ a self-constructed checklist and report that top-

100 Africa mining companies increased their sustainability reporting 

from 1994-1999 and thereafter decreased until 2002. Furthermore, they 

recognise the changes in the weight between general and specific 

information, reflecting a different reporting style after years of 

disclosure. 

 2007/32/7-8 Cho & Patten 
The role of environmental disclosures as tools of legitimacy: A 

research note 

The authors construct four groups: 1. Environment Sensitive Industry 

(ESI) company * Good environment performance 2. ESI * Bad 

environment performance (KLD environment concern) 3.non-ESI * 

Good performance 4. Non-ESI * Bad performance. The results show 

that ESI and bad environment performers use higher level of monetary 

environment disclosure (a proxy of higher disclosure quality). 

 2007/32/7-8 Cooper & Owen 
Corporate social reporting and stakeholder accountability: The 

missing link 

The authors are intended to undertake a critical evaluation of the extent 

of institutional reform accompanying current ‘leading edge’ reporting 

initiatives, together with that potentially ensuing from the proposed 

OFR regulations and see whether it enhances stakeholder 

accountability. They report that mandating environment and social 

reporting isn’t effective as special purpose report. 

 2008/33/4-5 

Clarkson, Li, 

Richardson & 

Vasvari 

Revisiting the relation between environmental performance and 

environmental disclosure: An empirical analysis 

The authors classify sustainability disclosure items into hard and soft 

measures and argue that hard measures are hard to be mimicked by 

poor environment performance companies. After examining 193 

companies’ sustainability reporting in 2003, they conclude that 

superior environment performers disclose more on their environmental 

impact and use more hard measures.  

 2009/34/1 
Aerts & 

Cormier 
Media legitimacy and corporate environmental communication 

Using Janis–Fadner coefficient of imbalance as a proxy of legitimacy, 

the authors argue that legitimacy is strongly and positively correlated 

with environment disclosure (proxy by a coding system) and for ESI, 

the impact of environment disclosure has less effect on legitimacy.  
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 2010/35/1 Gray 

Is accounting for sustainability actually accounting for 

sustainability...and how would we know? An exploration of 

narratives of organisations and the planet 

The author comments that the concept of sustainability is barely 

landing into the business territory and therefore, it is more likely to be 

treated that way. Moreover, “sustainable” position is a state rather than 

an outcome; there are more than one way and one means to achieve 

that balance. Therefore, this equilibrium should be the result of 

interaction between the organisation, individuals and society as a 

whole.  

 2011/36/6 
Archel, Husillo 

& Spence 

The institutionalisation of unaccountability: Loading the dice of 

Corporate Social Responsibility discourse 

This paper examines the process of institutionalising the CSR and CSR 

reporting, and through a case study, the authors conclude that CSR 

reporting is an output of intensive dialogue between the company and 

multiple stakeholders, including but not limited to NGOs, unions and 

academia.  

 2012/37/1 

Cho, Guidry, 

Hageman & 

Patten 

Do actions speak louder than words? An empirical investigation of 

corporate environmental reputation 

The authors explore the relationship between three close related and 

interdependent concepts: environment disclosure (proxy by a checklist 

with hard and soft disclosure items), environment performance (proxy 

by environment impact score) and environment reputation (reputation 

score). They report that environment disclosure is positively correlated 

with reputation while environment disclosure is strikingly negatively 

correlated with environment performance.   

 2013/38/3 

Solomon, 

Solomon, 

Joseph & 

Norton 

Impression management, myth creation and fabrication in private 

social and environmental reporting: Insights from Erving Goffman 

The authors reveal that companies and institutional investors reach an 

“agreement” on favourable environment and social accountability and 

investors are satisfied with the front that the company presents to them.  

 2014/39/6 
Bebbington & 

Larrinaga 
Accounting and sustainable development: An exploration 

The authors comment on the current sustainability reporting and its 

link to accounting system. Furthermore, they suggest that CSR 

disclosure has been routinised as concerned by Gray and Laughlin 

(2012) while certain disclosure practice has been fitted into one or 

more theories.  

 2014/39/6 Contrafatto 
The institutionalization of social and environmental reporting: An 

Italian narrative 

By analysing a multinational Italian company in the energy sector, this 

study attempts to understand the process of how environment and 

social reporting is institutionalised. He conclusively remarks that 

current motives for ESR is not related to acquiring or maintaining 

legitimacy but to better manage the environmental and reputational 

risk. 

 

 2014/39/6 
Tregidga, Milne 

& Kearins 
(Re)presenting ‘sustainable organizations’ 

The authors analyse 365 NZBCSD reports in 13 years and document a 

less mention of the company’s identity in sustainable development 

than its environment and social responsibility. Most recently, a third 

identity emerges which claims a “win-win” discourse, benefiting to 

both the company and the society. 
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 2015/40 

Cho, Laine, 

Roberts & 

Rodrigue 

Organized hypocrisy, organizational façades, and sustainability 

reporting 

The authors analyse the environment and social discourse of two 

multinational companies and reveal a company façade erected by both 

companies to reassure their legitimacy and within which, their actions 

are largely in line with their talks and decisions. 

 2016/50 
Killia & 

O'Regan 
Social accounting and the co-creation of corporate legitimacy 

The findings of this paper are fourfold: first, the social accounting 

system contributes to the corporate legitimacy. Second, the community 

participates in the process of social accounting. Third, social 

accounting provides a covering narrative which both generates and 

obscures changes to local lines of power and authority. Finally, the 

authors assess the impact of legitimising process on the community.  

Journal of 

Accounting and 

Economics 

2007/43/2-3 Einhorn 
Voluntary disclosure under uncertainty about the reporting 

objective 

This study is included as it reports that managers have tendency to 

withhold the information if it is an unregularly reporting objective and 

it is most the case when concerning environment and social reporting.  

 2009/47/1-2 
Rogers & 

Buskirk 
Shareholder litigation and changes in disclosure behaviour 

The authors examine 827 disclosure-related securities litigation cases 

filed between 1996 and 2005 and report no statistically significant 

change in those companies’ disclosure behaviour. Rather, consistent 

evidence supports that firms reduce the level of information provided 

post-litigation. Therefore, it is irrational to expect companies to change 

their behaviour after environment or social malfeasances happened. 

 2012/53/3 Laux & Stocken Managerial reporting, overoptimism, and litigation risk 

The authors find that higher expected legal penalty is unnecessarily 

correlated with more cautious and diligent reporting behaviour rather, 

it may cause increased misreporting. This is of interest to ESR 

researchers as it facilitates the understanding of why companies opt for 

withholding or misreporting environment or social information when 

they are facing extensive pressure and heavy regulation.  

Journal of 

Accounting 

Research 

2014/53/2 
Piotroski, Wong 

& Zhang 

Political Incentives to Suppress Negative Information: Evidence 

from Chinese Listed Firms 

The observation that Chinese listed firms, especially those with 

political connections are less likely to report negative news during 

those political events, such as National Congress year support the 

peculiarity of Chinese companies as they have a distinct cultural and 

political background. 

 

Management 

Accounting 

Research 

2013/24/4 
Boutena & 

Hoozée 

On the interplay between environmental reporting and management 

accounting change 

The findings of this study reveal that changes in ER and EMA 

practices as well as the subsequent organizational change depend on an 

assemblage of factors (Duncan and Thomson, 1998): the strength of 

the environmental disturbances, top management commitment and the 

presence of an environmental champion. 

 2013/24/4 
Contrafattoa & 

Burns 

Social and environmental accounting, organisational change and 

management accounting: A processual view 

The authors contend that organisations are an amalgamation of many 

interpretive schemes, arch-types and sub-systems, which will generally 

reach a balance and the balance remains until disturbance occurs.     
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 2013/24/4 Moore 

Sustainability, institutionalization and the duality of structure: 

Contradiction and unintended consequences in the political context 

of an Australian water business 

The author focuses on a single case for a longitudinal analysis to 

examine how, and to what extent, institutionalisation and de-

institutionalisation of internal environment and social management 

routines, practices and procedures occur. 

 

 

The 

Accounting 

Review 

2009/84/3 

Simnett, 

Vanstraelen & 

Chua 

Assurance on Sustainability Reports: An International Comparison 

The evidence provided in this study supports an increasing demand on 

assurance on ESR, especially for those companies who operate in 

ESIs, such as mining, utilities and finance (which is unconventional). 

Companies from a stakeholder-oriented country is more likely to seek 

assurance service on their ESR, while further analysis demonstrates it 

may be mediated by the presence of US companies. 

 2011/86/1 
Dhaliwal, Li, 

Tsang & Yang 

Voluntary Nonfinancial Disclosure and the Cost of Equity Capital: 

The Initiation of Corporate Social Responsibility Reporting 

The authors link the previous year’s cost of capital of a company to its 

voluntary disclosure of ES information and find these two are 

significantly and positively correlated. Further, they reveal that such 

disclosure will reduce the company’s subsequent cost of capital. 

 2012/87/3 

Dhaliwal, 

Radhakrishnan, 

Tsang & Yang 

Nonfinancial Disclosure and Analyst Forecast Accuracy: 

International Evidence on Corporate Social Responsibility 

Disclosure 

The authors find that disclosure of environment and social information 

is positively associated with analyst forecasts in both short-horizon and 

long-horizon forecasts, especially in those higher levels of stakeholder-

oriented countries and those companies have higher level of financial 

opacity.  

 2012/87/3 
Kim, Park & 

Wier 

Is Earnings Quality Associated with Corporate Social 

Responsibility? 

The authors associate CSR performance with financial integrity as they 

argue that socially responsible companies deliver more transparent and 

reliable financial information and engage in less earning management 

matters than their counterparts.    

 2012/87/3 Moser & Martin 
A Broader Perspective on Corporate Social Responsibility 

Research in Accounting 

The authors take a broader perspective on CSR research beyond purely 

business scope. They argue that companies who invest in environment 

or social projects may consider this as a social imperative and 

responsible dedication, therefore, being outside the scope of benefit 

and loss analysis. Furthermore, they reasonably expect CSR activities 

will reach a point beyond which the cost will exceed the benefits. 

 

 2013/88/6 
Hoi, Wu & 

Zhang 

Is Corporate Social Responsibility (CSR) Associated with Tax 

Avoidance? Evidence from Irresponsible CSR Activities 

This paper is another study which links CSR with financial 

responsibility and finds that firms with excessive irresponsible CSR 

activities have a higher likelihood of engaging in tax-sheltering 

activities and greater discretionary/permanent book-tax differences.  

 2014/89/1 

Kevin, Mark, 

Peecher & 

White 

The Unintended Effect of Corporate Social Responsibility 

Performance on Investors' Estimates of Fundamental Value 

The authors conduct an experiment to investigate how investors assess 

the value adjustment according to the release of CSR information and 

results support that in absence of an explicit assessment, investors’ 

estimates of fundamental value significantly increase (decrease) with 

positive (negative) CSR performance. However, consistent with this 
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effect being unintentional, a prompt to explicitly assess CSR 

performance significantly diminishes this effect. 

 2014/89/2 

Matsumura, 

Prakash & 

Vera-Munoz 

Firm-Value Effects of Carbon Emissions and Carbon Disclosures 

The authors compare the firm value of those companies who disclose 

carbon emission information and those who don’t, find that the firm 

value of those who disclose is $2.3 billion higher than those who don’t 

in median. 

 2016/91/2 Christensen Corporate Accountability Reporting and High-Profile Misconduct 

The author links the CSR reporting to the corporate misconduct, and 

reveals that CSR reporting is negatively associated with future 

misconduct and prior CSR reporting has an offset effect when 

subsequent misconduct is reported.  

The European 

Accounting 

Review  

2010/19/2 Laine 
Towards Sustaining the Status Quo: Business Talk of Sustainability 

in Finnish Corporate Disclosures 1987– 2005 

By analysing three Finnish companies’ sustainability reporting from 

1987-2005, the author notes there are obvious inconsistence 

throughout the reporting period. As a major result, the author 

concludes that Finnish companies have successfully integrated the 

concept of CSR into business rhetoric.  

 2016/25/2 
Fang, Yi, Ni & 

Fu 

Determinants and Economic Consequences of Non-Financial 

Disclosure Quality 

The authors use transparency benchmark as a proxy as CSR reporting 

quality to explore its relationship with a bunch of variables, including 

CSR performance, financial disclosure quality, corporate governance, 

analyst coverage, institutional ownership, P/E ratio and lower yield to 

maturity.  
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2.4 Institutional background 

Since the early 1990s, China has established two formal stock market exchanges, the 

Shanghai Stock Exchange (SSE) and the ShenZhen Stock Exchange (SZSE), with the 

intention of raising capital for state-owned enterprises (SOEs) (Liu & Sun, 2010). The three 

main types of shares issued by the public listed companies in China include state-owned 

shares, legal person shares and individual shares. State-owned shares are held by central, 

provincial and municipal governments and their affiliates. Legal person shares are owned by 

legal entities, most of which are financial institutions ultimately controlled by the government. 

Individual shares can be further classified into A class shares (held by domestic individuals) 

and B class shares (held by foreign investors). The ownership structure of Chinese companies 

is complex; the controlling entity is arduous to identify, as the government effectively 

controls a large part of financial institutions, which in turn control many other listed 

companies. According to Cheung, Jiang and Tan (2010), state-owned shares “account for 

two-thirds of all shares issued” (p. 263) and are mostly non-tradable3.  

 

The stock market has been heavily regulated by the Chinese State Regulatory Commission 

(CSRC), a government agency that authorises, administers and enforces regulations of the 

security market. In December 1998, CSRC enacted China’s first Securities Law, which 

imposed a tight disclosure requirement on listed companies. A few amendments have been 

gradually made to the 1985 Accounting Law with the clear intention of improving 

transparency and comprehensiveness of accounting information. Listed companies are 

                                                           
3 State-owned shares had been strictly non-tradable until a split-share scheme was adopted in 2005 under which 

state-owned shares could be transferred to tradable shares if certain requirements were met. However, most 

state-owned shares to date remain non-tradable and the status of tradability is mandated to be disclosed in annual 

reports. 
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mandated to disclose both the financial and the non-financial information believed to be 

‘material’. In 2003, the CSRC released the Guidelines for Corporate Governance of Listed 

Companies, which is essentially adapted from the Organisation for Economic Co-operation 

and Development (OECD) Principle of Corporate Governance practices, to enhance the 

internal governance mechanisms of listed companies. Despite its “excessive administrative 

control and intervention”, the Chinese stock market is still regarded as “lack of transparency 

and [having] an underdeveloped legal and regulatory framework” (Cheung, et al., 2010, p. 

263). 

 

The information to be disclosed regularly, similar to western listed companies, includes 

company background, summary of financial results, directors’ reports, financial statements 

and notes, related parties and material events. However, the highly stringent format of annual 

reporting impedes incentives for managers to make voluntary disclosures, and causes a 

potential isomorphism (Liu & Sun, 2010).  

 

The reporting standards of issues related to sustainability, compared to those of financial 

issues, are embryonic under current regulations, as exemplified in the following (translated 

from Chinese) from a regulatory document, “Standards for Content and Format of 

Information Disclosure of Companies Issuing Securities Publicly No.2:  Content and Format 

of Annual Report” (CSRC, 2012): 

Section 25: Companies are encouraged to actively disclose information concerning their 

social responsibility, including the responsibility of protecting the interests of creditors, 

employees, consumers, suppliers, community and other stakeholders; and solutions to 

reducing pollution, preserving biodiversity, stabilising the society and accomplishing 
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sustainable development … those companies and their subordinates which are classified 

into industries that cause heavy pollution, should […] disclose information concerning 

material environmental issues, indicators of emission of pollutants, establishment and 

operation of an environmental management system and […] other environmental 

information (p. 17) 

 

From this extract, it can be concluded that Chinese companies are not mandated to disclose 

information concerning their sustainability performance unless they are classified into 

industries that cause heavy pollution. The coverage of issues that should be reported is also 

comparatively narrow, with a major focus on environmental protection. Therefore, while a 

company may disclose sustainability information in a detailed and comprehensive manner, it 

is more likely to be considered as voluntary disclosure rather than as mandatory disclosure, 

except for environmental information disclosed by those highly polluting companies.  
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2.5 Chinese studies on sustainability  

Previous literature shows that the motivation for, the concept and activities of sustainability 

could be significantly different from region to region (Maignan & Ralston, 2002). Welford 

(2005) documents a survey conducted in Europe, North America and Asia which identifies a 

different conceptual and practical understanding of CSR among individuals and 

organisations. Distinct social and cultural backgrounds, along with various political 

structures and institutional arrangements, are posited as key factors that contribute to this 

heterogeneity. This locally or nationally distinct understanding of CSR has been emphasised 

by many researchers (e.g. Boxenbaum, 2006; Sotorrio & Sanchez, 2008; Matten & Moon, 

2008). Such contextualised sustainability research has been highly recommended in prior 

literature, especially when the study is devoted to an emerging market (Elsayed & Hoque, 

2010; Kamla & Rammal, 2013; Williams & Adams, 2013). 

 

The government is arguably a promoter of sustainable development in China (See, 2009; 

Moon & Shen, 2010). The central government has recognised that fast economic growth is 

insufficient to lead to a “Scientific development and Harmonious society” (Yin & Zhang, 

2012, p. 303), although energy saving, labour rights protection, pollution reducing and nature 

resource preservation are set as national strategies. The attitude of the government 

dramatically heightens the place of sustainability-related issues in the priorities of Chinese 

companies. SOEs, being entities directly controlled and monitored by the government and its 

agencies, perceive more urgency and pressure than it being perceived by their private 

counterparts. 
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SOEs, although a minority type of organisation in developed countries, are still significant 

in the Chinese economy (Firth, Lin & Wong, 2008; Shen, 2004). The Second National 

Economy Census (Office of the Leading Group of the State Council for the Second National 

Economic Census, 2009) reveals that the 154,000 SOEs account for only 3.1 percent of the 

total number of enterprises; but their total assets are valued at CNY63 trillion4: that is, 30 

percent of the CNY208 trillion total assets of the industrial and service sectors. Although the 

Chinese government has sought to systematically reform and restructure SOEs since the late 

1970s, the SOEs are still the “backbone of China’s economy” (Yang, 2007, p. 24). Despite 

the advantages claimed for SOEs, such as governmental support or close relationships with 

state-owned banks, their incentives and abilities to manipulate such advantages are widely 

questioned (Wang, et al., 2009). Chiu, Hui and Lai (2007) argue that employees having no 

stake in the SOEs means that there is no incentive for them to pursue profit-maximisation. 

Furthermore, Firth, Lin and Wong (2008) note that the state-owned banks have their own 

political objectives, which have priority over economic objectives. Fu, Vijverberg and Chen 

(2008) report that many SOEs are protected by natural monopoly or by high entry barriers, 

such as the petroleum industry, which still allow them to perform well even their potential of 

making profits is not fully exploited.    

 

In terms of sustainability, SOEs have had social responsibilities since they were established 

(Wang, et al., 2009). Social burdens, such as providing employment and low-priced basic 

commodities, are carried at the cost of profitability and productivity (Baek, et al., 2003). 

Therefore, as SOEs have been emancipated from their social burdens since the late 1980s, 

                                                           
4 CNY (RMB) is the currency of China, 1 CNY equals approximately 0.14 USD in February 2017. 
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their profit-seeking motivation was unleashed (Ferguson, et al., 2002). SOEs are recently 

increasingly associated with social negligence, resource abuse and excessive pollution (Shen, 

et al., 2008). Under these circumstances, SOEs need social acceptance and legitimacy to 

maintain their access to public resources. Potentially, the justification for gaining such access 

can be provided by disclosing their sustainability contributions.     
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2.6 Summary 

The relevant literature agrees on the importance of having a sustainable future but finds 

separate ways of achieving such a goal (Clifton & Amran, 2010). The modern corporations 

are held accountable for towards enlarged stakeholder groups, even extending to the 

environment and society, while the extent and the means of discharging the responsibility are 

at the discretion of managers (See, 2009). As the external parties have no access to the details 

of environmental and social performance of a company, sustainability disclosure is almost 

the sole source for the public to learn its sustainability information (Husser, et al., 2012). 

Early research has set a framework for what should be included in a company’s 

environmental and social responsibility, while stakeholder theory gives theoretic guidance 

regarding who could hold the companies accountable. This discussion is closely related to 

the sustainability disclosure as (a) it clarifies what should be disclosed, thus omission or 

distortion is detectable by comparing the content of sustainability disclosure to the 

benchmark; (b) it reviews the foundations of different theories and different attitudes towards 

sustainability. 

 

According to the literature review, many factors are associated with sustainability disclosure: 

firm-specific financial position (profitability, liability, firm size, market capitalisation and 

price performance); industry classification (specific industry and environment-sensitivity); 

organisational structure (corporate governance, cross-listing and ownership structure); 

region-level characteristics (geographic difference, political and cultural characteristics); 

personal beliefs (religion, educational background and attitude towards sustainability) and, 

most importantly, sustainability performance. It would be less preferable, if not infeasible, to 
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incorporate all the factors into one model, especially when many of these factors have 

apparent relations (e.g. culture of a nation and personal beliefs a manager holds, or firm size 

and the strength of corporate governance). This study concentrates its scope on investigating 

the individual and interactive effects of legitimacy crisis, sustainability performance and 

corporate governance on the corporate sustainability disclosure behaviour. Understanding 

sustainability disclosure, especially its association with underlying sustainability 

performance, is an imperative for researchers in this area, as these two should be consistent. 

However, empirical results are mixed regarding this association, while the positive, negative 

and unrelated relations have all been reported in various studies and have their theoretical 

roots. To explain the inconsistency between sustainability disclosure and the underlying 

sustainability activities (i.e. sustainability performance), impression management and 

organisational hypocrisy are introduced, but are scarce in supportive evidence. A review of 

recent studies on sustainability disclosure also suggests that two approaches for sustainability 

disclosure contribute to such an inconsistency, namely the symbolic approach and 

substantive approach.  

 

The review of the institutional background and previous Chinese-specific research on 

sustainability provides evidence on how the Chinese institutional settings are different from 

those of other countries and how such differences contribute to divergent understanding of 

sustainability and to diverse motivations for sustainability disclosure. Next chapter reviews 

relevant literature on the motivations for and the determinants of sustainability disclosure 

and presents the fourteen hypotheses in accordance with the research objectives of this study. 
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Chapter 3 Literature Review and 

Hypotheses Development 

 

3.0 Introduction 

The purpose of this chapter is to review the literature pertinent to the determinants of 

sustainability disclosure. Sections 3.1, 3.2 and 3.3 discuss the main factors proposed in this 

study as three independent variables in the research model, whereas the sustainability 

disclosure is discussed as the dependent variable. Section 3.1 defines legitimacy crises based 

on legitimacy theory and media agenda-setting theory and posits the relationship between 

legitimacy crises and sustainability disclosure. As the dependent variable (i.e. sustainability 

disclosure) has two aspects – quantity and quality, the hypotheses are presented in pairs, 

specifying their possible impact on the quantity and the quality of sustainability disclosure 

separately. Hypotheses 1(a) and 1(b) are therefore presented. Section 3.2 proposes the 

definition of sustainability performance and how its link with sustainability disclosure 

changes in the presence of legitimacy crises. Hypotheses 2(a), 2(b), 2(c) and 2(d) are 

therefore presented. Section 3.3 considers the role of corporate governance played in 

influencing sustainability disclosure and how its impact on sustainability disclosure differs 

when companies are experiencing legitimacy crises. Hypotheses 3(a), 3(b), 3(c) and 3(d) are 

therefore presented. Section 3.4 discusses the interactions between the three factors, 

especially the interactive effect of sustainability performance and corporate governance on 
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sustainability disclosure while controlling for the effect of legitimacy crises. Hypotheses 4(a), 

4(b), 5(a) and 5(b) are therefore presented.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



64 
 

3.1 Legitimacy crises and sustainability disclosure 

3.1.1 Legitimacy theory  

Legitimacy theory, developed and tested for more than four decades, has been extensively 

cited as a primary explanation for corporate sustainability disclosure (Dowling & Preffer, 

1975; Suchman, 1995; Deegan, et al., 2002; O’Donovan, 2002; Cho & Patten, 2007). 

Legitimacy theory has its roots in social contract theory, which assumes that a company 

operates in a society under a subtle contract that aims to ensure that the value, mission and 

behaviour of the company are congruent with the expectation of society (Deegan, 2002). 

Where a gap exists between the social expectations of, and the perceived response from, a 

company, the social contract may be revoked as a consequence of non-compliance (Deegan, 

et al., 2002). Companies struggle to demonstrate their conformity to the social contract; in 

other words, maintaining the state of being ‘legitimate’ for the purpose of avoiding being 

punished by, or even expelled from, society. The dynamic nature of the social contract, which 

is constantly changing with societal development, leads companies to an endless endeavour 

in which they attempt to align their behaviours with the social norms (Lindblom, 2004). 

Suchman (1995) defines ‘legitimacy’ as: 

a generalised perception or assumption that the actions of an entity are desirable, 

proper, or appropriate within some socially constructed system of norms, values, 

beliefs, and definitions (p. 574) 

Three types of legitimacy spawned from the abstract concept – namely pragmatic legitimacy, 

moral legitimacy and cognitive legitimacy – representing the multiple dimensions of the 

construct. 
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Pragmatic legitimacy is akin to a business case that involves an exchange of benefits. The 

motivation is economically oriented and the influence is normally short term. Such a form of 

‘exchange legitimacy’ or ‘influence legitimacy’ (Suchman, 1995, p. 578) is commonplace 

and compatible with a business model. In practice, a strategy that aims to gain, maintain or 

repair a pragmatic legitimacy will inevitably differentiate among different stakeholder groups 

as it is impossible for a company to meet all stakeholder expectations in exchange for their 

support (Husser, et al., 2012).  

 

Moral legitimacy, compared with pragmatic legitimacy, is judged by its rightness rather than 

by its benefits to specific stakeholder groups. This dimension reflects a normative spectrum 

within the legitimacy theory construct which addresses moral concerns. Nevertheless, there 

are researchers (e.g. Nauta, 1988) who contend with the possibility that moral propriety is 

merely a symbolic gesture in disguise and thus falls into the category of pragmatic legitimacy. 

Moreover, the company’s target audience often confuses the good of a particular stakeholder 

group with the good of society as a whole (Suchman, 1995); therefore, moral legitimacy is 

difficult to separate from pragmatic legitimacy in terms of both motivation and consequence.  

 

Cognitive legitimacy, which “lies beyond reach of all but the most fortunate managers” 

(Suchman, 1995, p. 583), represents an ideal level of legitimacy and a type of legitimacy that 

is unassailable. When the practice, process or structure of a corporation has no alternatives, 

it becomes a most powerful source of legitimacy. The very existence of such a state of being 

taken for granted is doubted; therefore, the existence of cognitive legitimacy is external to 

this study. 
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Pragmatic and moral legitimacy are both expected to be, and has been discovered in the 

current business world (e.g. Eugenio, et al., 2013). In addition to the three types of legitimacy, 

Suchman’s (1995) three phases of legitimation – gaining, maintaining and repairing – have 

been extensively cited in succeeding studies (e.g. Deegan, 2002; Branco, et al., 2008). 

Gaining legitimacy is a challenging task. The introduction of a new practice, system or 

technology creates uncertainty and risk as well as a deviation from pre-existing and widely 

accepted regimes. This causes a temporary loss of legitimacy. In response, managers may 

opt for a strategy that demonstrates conformity to pre-existing audiences in exchange for 

their support. Alternatively, managers may adhere to pre-existing ideals. For instance, to 

exemplify the former strategy, a company that produces customised goods to show its 

preference to a particular audience group does so in exchange for pragmatic legitimacy; 

however, a company that produces high-quality goods according to industrial standards to 

gain moral legitimacy, represents the latter.     

 

Maintaining legitimacy is comparatively easy; legitimation activities are routinised into 

normal business practice (Ashforth & Fried, 1988; Ashforth & Gibbs, 1990). Legitimacy will 

not be threatened as long as a company continuously monitors and balances demands from 

different stakeholder groups for maintaining pragmatic legitimacy, as well as integrating 

ethic issues into consideration for maintaining moral legitimacy. In this sense, insufficient 

effort on environmental and social issues may not incur any punishment unless it is exposed 

to the public. For instance, a lack of safety training and instructions will not be punished by 

society unless an accident occurs about which the public becomes aware. When the accident 

occurs, the company will quickly find itself in a phase of repairing legitimacy. 
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Repairing legitimacy, inter alia, is of interest to various researchers due to its observability 

(e.g. Jahnson, 2004; Samkin, et al., 2010; Wang, 2010; Eugenio, et al., 2013). While repairing 

legitimacy resembles the agenda of gaining legitimacy, its tasks are far more complicated 

than the tasks of the initial phase (Ashforth & Fried, 1988). Claims from the corporation are 

discredited and previous supporters disassociate themselves from the corporation to avoid a 

negative salience. Managers should take prudent and strategic manoeuvres: initially denying, 

excusing, justifying, explaining the misbehaviour; next, creating a monitor; then 

restructuring or disassociating from the flawed practice or department (Suchman, 1995). 

Activities and strategies of legitimation can be frequently detected during the phase of 

repairing legitimacy, as it requires extensive changes in and responses from a corporation.   

 

3.1.2 Legitimacy crises 

The discussion above gives rise to a question that how to determine a company’s legitimacy 

status, in other words, under which circumstance a company would be considered as facing 

a legitimacy crisis. ‘Legitimacy’ is a perception or judgement whereby a company’s activities 

and behaviours are acceptable and is, therefore, positive in nature. In contrast, the negative 

aspect of legitimacy is an opinion whereby the behaviours of the company are improper or 

unacceptable, and are detrimental to society and its constituents. When a company’s 

legitimacy is negative, its activities and behaviours are perceived as deviating from the social 

norms, values and beliefs. There is a chain of causes and consequences when examining the 

occurrence of legitimacy crises. One of the earliest studies investigates the connection 

between legitimacy theory and corporate social reporting, Guthrie and Parker (1989), 

contend that key socioeconomic events of their case company, BHP, are the measures of 

possible legitimacy crises. Specifically, environmental despoliation, lead poisoning incidents 
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and employee disputes are reported as evidence of losing legitimacy. In a similar vein, 

Deegan et al. (2000) recognise five major environmental incidents as threats to a company’s 

legitimacy and are, therefore, unfavourable to a corporation’s image. Consensus has been 

reached on the fact that environmental and social incidents, especially misconducts, are 

legitimacy-threatening events (e.g. Hearit, 1995; Tilling, 2004; Lim, et al., 2010; Beelitz & 

Merkl-Davies, 2012), even some may argue there are other factors which could influence the 

legitimacy status (e.g. the environment of legitimacy in Kostova & Zaheer, 1999). Following 

this strand of literature, this study identifies environmental or social misconduct as the cause 

of legitimacy crises, and legitimacy crises are defined as the crises that may cause the 

possible loss of legitimacy of a company.  

 

Guthrie and Parker (1989), who propose the link between legitimacy theory and sustainability 

disclosure, fail to support this link in their empirical study, reporting that legitimacy crises 

do not coincide with the peaks of sustainability disclosure within their sample period. 

Triggered by their findings, Deegan et al. (2002) revisit the sustainability disclosure of BHP 

and contend that there should be a missing part in the legitimacy crises – sustainability 

disclosure link. Their answer is societal awareness. Legitimacy is a perception of properness 

and acceptableness, and is, therefore, subjective to the person or the public in general who 

perceive the actions of a company. Society does not automatically become aware of the 

actions, behaviours and possible consequences of a company; opinion is formed based on the 

information acquired. In the process of perceiving and understanding the information and 

thus forming an opinion, mass media has been argued to define the reality for the audience 

(Takeshita, 1997). Central to this argument are the two related theories that explain how 

media shapes public opinion on a particular issue: agenda setting and framing (McCombs & 
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Ghanem, 2001). Media agenda-setting theory posits that the attention given by the media to 

an event influences the relative importance of said event to society, whereas the framing 

refers to the emphasise placed on certain aspects of a perceived reality to make them more 

salient to the public (Mccombs, 2014). Applying these two theories to the context of 

legitimacy, the adverse media publicity reflects, even determines, society’s general opinion 

on whether a company’s actions and behaviours are acceptable or favourable to the society. 

Particularly, the media’s attitude towards an environmental or social event represents the 

societal attitude to the same matter and the media’s coverage on the event determines how 

prominent society considers the event (Deegan, et al., 2002; Kent & Monem, 2008; Liu, et 

al., 2011). Thus, adverse media publicity on a company’s misconduct is likely to cause a 

legitimacy crisis and the magnitude of the crisis is largely determined by the media coverage 

on this misconduct. This study relies on the media agenda setting and framing theories and 

posits that legitimacy crises are contextualised and framed by adverse media publicity.        

 

When legitimacy crises occur, legitimacy repair strategies follow. Suchman (1995) suggests 

legitimacy should be repaired if there is an “unforeseen crisis of meaning” (p. 597). Case 

studies report that corporate sustainability disclosure has long been a strategic tool for 

addressing such crises (e.g. Deegan, et al., 2002; Samkin, et al., 2010; Tilling & Tilt, 2010; 

Eugenio, et al., 2013; Noronha, et al., 2015) whereas the findings of quantitative research are 

fewer, but essentially consistent (e.g. Kent & Monem, 2008; Kent & Zunker, 2013). The 

rationale of relying on sustainability disclosure to manage legitimacy crises is similar to the 

media agenda setting and framing theories. The underlying actions in a company are invisible 

unless they are communicated to various stakeholder groups, and by the way that the 

company depicts its efforts to address the social expectations becomes crucial. Ashforth and 
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Gibbs (1990) suggest that corporations have two general options for communicating their 

improvements in seeking legitimacy: substantive management and symbolic management. 

Substantive management involves essential and material change “in organisational goals, 

structures, and processes or socially institutionalised practices” (Ashforth & Gibbs, 1990, p. 

180). In this case, communication with different stakeholder groups is straightforward, with 

meaningful and detailed information provided, as managers have incentives to demonstrate 

their endeavours to close the legitimacy gap (Williams & Adams, 2013). Comparatively, 

symbolic management reflects behaviours which: “rather than actually changing its ways, 

the organisation might simply portray – or simply manage – them so as to appear consistent 

with social values and expectations” (Ashforth & Gibbs, 1990, p. 180). Simply, these two 

approaches are reflected in four strategies identified by Lindblom (1994), which are change 

itself, change the public, manipulation and misrepresentation. The ‘change itself’ strategy is 

an equivalent to the substantive approach, whereas the other three all follow a symbolism 

approach with different focuses. The ‘change the public’ strategy focuses on justifying the 

company’s actions, while the ‘manipulation’ strategy deflects public attention from the issue 

of concern. The ‘misrepresentation’ strategy is less likely to be adopted as it goes too far into 

the area of misleading or even fraudulent behaviours. Similarly, Williams and Adams (2013) 

further divide symbolic communication into three categories:  

(i) Distorting stakeholder perceptions by linking its behaviour to other symbols that 

have legitimacy status, “deflecting attention from the issue of concern” (Gray, et 

al., 1995a, p. 54, as cited in Williams & Adams, 2013);  

(ii) Educating and informing stakeholders to accept the appropriateness of a 

corporation’s behaviour;  
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(iii) Aligning stakeholder expectations with the corporation’s behaviour, such as 

providing information to explain that alternatives of a practice are infeasible. 

Comparing the two approaches of communicating a company’s efforts to address the 

legitimacy crisis, the main difference lies in whether the company sees a need to change its 

sustainability behaviour. When a company changes its behaviour in alignment with social 

expectations, it could take a substantive approach; otherwise, the only option for that 

company is a symbolic approach. Empirical evidence predominantly suggests the adoption 

of a symbolic approach of sustainability disclosure in addressing the legitimacy crisis (such 

as found in Kent & Monem, 2008; Tilling & Tilt, 2010; Boiral, 2013; Williams & Adams, 

2013), although the perspectives of evidence vary from case to case. For instance, Brown and 

Deegan (1998) report a positive link between media attention and environmental disclosure, 

implying that environmental disclosure is a way of deflecting media attention. Kent and 

Monem (2008) argue that adopting a triple bottom line (TBL) reporting is a “positive self-

laudatory” (p. 302) gesture, while Tilling and Tilt (2010) and Boiral (2013) indicate that 

companies fail to disclose recent environmental or social incidents (i.e. negative news) in 

their sustainability or annual reports is a signal of symbolic strategies. Figure 3.1 summaries 

and illustrates the theoretical path from corporate misconduct to the repairing strategy of 

legitimacy crises. Environmental and social misconduct is the trigger of legitimacy crises 

although it has to be disseminated to the public through media. In the process of diffusing 

the information, the opinion of the media dominates the impression of the public on 

understanding and interpreting the information. Therefore, adverse media publicity is the 

direct cause of legitimacy crises that should be addressed properly and promptly. 

Consequentially, companies could opt for a substantive and/or a symbolic approach to 

mitigate the perceived legitimacy crises.  
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Figure 3.1 Cause and consequence of legitimacy crises 
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“Where there is limited concern, there will be limited disclosure” (Deegan, et al., 2002, p. 

335). One example is that African companies had reduced their sustainability disclosure 

gradually during a ten-year period due to maintaining legitimacy and required fewer efforts 

than gaining or repairing legitimacy (de Villiers & van Staden, 2006). In contrast, Deegan et 

al. (2002) report a positive correlation between community concerns for environmental and 
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theory and sustainability disclosure, this study focuses on those companies that are facing 

legitimacy crises due to being involved in environmental or social misconduct, while such 

misconduct is exposed to the public. 

 

Legitimacy crises have been studied to understand the changes in corporate sustainability 

disclosure as their relation is theoretically rigorous. Legitimacy theory predicts that 

companies struggling to repair their legitimacy will demonstrate a proliferation on the level 

of sustainability disclosure, as an offset to the negative influence caused by adverse media 

publicity (Suchman, 1995; Deegan, et al., 2002; Kent & Monem, 2008). This scenario 

provides a rigorous research context enabling researchers to focus on the association between 

the legitimacy crises and the sustainability disclosure isolatedly. The use of sustainability 

disclosure to address legitimacy crises is thus revealed as the intention of using sustainability 

disclosure as a source of competitive advantage or as a signal of superior performance is 

reduced and the managerial control over, or the strategic consideration on, the sustainability 

disclosure is limited (Deegan, 2002; O'Donovan, 2002).  

 

The empirical examination on the relationships between legitimacy crises and sustainability 

disclosure reports two categories of results. One strand of literature suggests that legitimacy 

crises foster changes in sustainability disclosure practice. Brown and Deegan (1998) and 

Deegan et al. (2002) all report a positive correlation between adverse media attention and 

environmental or sustainability disclosure. Patten (1992) and Islam and Deegan (2010) note 

similar evidence, while Kent and Monem (2008) argue companies could adopt the TBL 

reporting as an action of defending their legitimacy. Contrarily, another strand of literature 

reports that sustainability disclosure behaviour does not actually change even under the 
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immense pressure from adverse media coverage. Aerts and Cormier (2009) note that negative 

media legitimacy is not a driver for environmental disclosure, although it is a significant 

driver for environmental press releases. Boiral (2013) uses external sources to identify the 

companies that have significant environmental or social misconduct, are rated as A or A+ on 

their sustainability reports by the global reporting initiatives (GRI), and finds that only 3% 

of negative news is disclosed. Eugenio, Lourenco and Morais (2013) report on a clear 

legitimacy repairing strategy adopted by TimorL (a Portuguese company) to “defend and 

downplay its sustainability performance in order to remediate its public image” (p. 575) 

rather than changing its sustainability behaviours. Kent and Zunker (2013) measure the 

sustainability disclosure by its quantity and quality, indicating that the quantity of 

sustainability disclosure is positively associated with the level of adverse publicity, whereas 

the quality of such sustainability disclosure is questionable.  

 

The conflict between these two strands of evidence is apparent and should be expected 

logically. Generally, misconducted companies prefer low-quality sustainability disclosure to 

obscure their misconduct and maintain their image as average. Explicit and detailed 

information about negative events should be regarded as sensitive and be withheld by any 

rational manager (Hopwood, 2009). Even literature suggesting that self-disclosure could 

soften the blow of negative events has limited applicability in the circumstance that the events 

have already been exposed to the public (Fennis & Stroebe, 2014). In contrast, sustainability 

disclosure should increase as predicted by legitimacy theory. The legitimacy theory takes the 

view that companies will provide excuses and justifications to appease the upset stakeholders 

and, thereby changing the perception of the public and preventing further damage to the 

corporate image (Suchman, 1995). These statements, promises and excuses could be merely 
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‘soft talks’ without specific objects, plans and implementations, as cautioned by Smith, 

Morreale and Mariani (2008). A further examination on the above two strands of evidence 

reveals that the first strand evidence, which supports an increase in sustainability disclosure, 

mainly focuses on the quantity aspect of sustainability disclosure: Patten (1992) uses page 

numbers, Brown and Deegan (1998) opt for word count, Deegan et al. (2002), Islam and 

Deegan (2010) and Kent and Zunker (2013) all take a measure of sentence count. In contrast, 

the second strand of evidence is mostly obtained from the examinations on the quality of 

sustainability disclosure. Kent and Zunker (2013) investigate the corporate reports and report 

that only two out of 124 companies that received adverse media publicity disclosed the 

negative information in their annual report. Williams and Adams (2013), Boiral (2013) and 

Eugenio et al. (2013) even criticise that companies disclose sustainability issues based on 

“consideration other than transparency and employee accountability” (Williams & Adams, 

2013, p. 449) and being “contrary to the principles of balance, completeness and 

transparency” (Boiral, 2013, p. 1036). Colleoni (2013) relies on Twitter information and 

argues that what the company reports is not in alignment with what the society expects. This, 

echoes the findings of Schultz and Wehmeier (2010) who state that companies prefer to make 

disclosures according to their self-developed and idealistic definition of CSR, and also refer 

to general environmental and social issues such as climate change. The work of Hrasky (2011) 

and Kent and Zunker (2013) may indicate a way of reconciliation between the predicted 

increase in sustainability disclosure and the revealed insufficiency in sustainability disclosure, 

that is, the dual-measure, namely the quantity and the quality, of sustainability disclosure.    

 

This study has been contextualised by using observations exclusively from China. The 

Chinese context provides certain opportunities for this study on three considerations. First, 
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Chinese companies have become aware of the trend of disclosing sustainability information 

than ever before since the concept of ‘sustainable development’ was promoted persistently 

by the Chinese government, by China’s stock exchanges, and by government agencies and 

non-governmental organisations (Noronha, et al., 2013). Meanwhile, the understanding of 

the sustainability and CSR notion in China is newly formed and primitive, even superficial, 

among Chinese managers (Xu & Yang, 2010). The incentives of managers to disclose 

sustainability information should be more diversified and more contingent on their perceived 

business position in this context compared to their western counterparts (Kolk, et al., 2010; 

Liu, et al., 2011). Among their incentives for sustainability disclosure, legitimacy 

consideration is expected to emerge when a clear threat to the corporate legitimacy is 

perceived by the managers. Second, the power of the media, both traditional mass media and 

newly emerged social media, has reached its peak empowered by the recent development of 

internet and social networking (Sima, 2011). One example is provided in Liu et al. (2011) 

about how a real estate developing company was ‘morally kidnapped’ by public opinion in 

China. The company donated about US$0.3 million as emergency relief to the deadly 

earthquake that occurred in Wenchuan, 2008. In quick response, posts started appearing in 

online forums, this amount of opining does not commensurate the company’s societal 

position as a giant organisation with an annual turnover of more than US$15 billion. After 

being constantly criticised and subsequently punished by plummeted stock prices, the 

company had to make a follow-up donation of US$15 million and offered a public apology 

for its inappropriate behaviour. The public opinion in China featured wide participation, were 

easy to form and quick to react (Yang & Calhoun, 2007). Since a series of environmental and 

social scandals, especially the notorious milk powder scandal in 2008, the ‘grassroots’ 

participants in environmental and social discussion have been expanding and are sensitive to 
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corporate misconduct (Yang & Calhoun, 2007; Moon & Shen, 2010; Liu, et al., 2011; 

Noronha, et al., 2015). These attributes are beneficial to this study as Chinese managers 

perceive a prominent threat on corporate legitimacy when their misconduct is exposed to the 

public, and they are more likely to react to the threat in a timely manner. Third, China has 

seen a proliferation of environmental and social scandals along with its fast-paced economic 

boom (Shapiro, 2016). Ding (2001), as a start, accuses the entire construction sector as 

‘quasi-criminalization’ (p. 177) and reveals the standardisation of bribes and kickbacks in 

construction projects. Noronha et al. (2013) note the notorious milk powder scandal that 

affected more than 300,000 infants in China and destroyed consumers’ confidence in the 

national dairy industry. Shapiro (2016) uses the word ‘airpocalyse’ to describe the air 

pollution status in major cities of China since 2013. Noronha et al. (2015) examine the 

sustainability reports of the five companies involved in a severe railway accident that 

occurred in 2011 (more than 40 people perished) and discovered only several lines in one of 

their sustainability reports that mentioned this fatal accident. Environmental crises, labour 

issues and product safety concerns; the scale and gravity of corporate environmental and 

social misconduct amplifies the observations in this study, but deprives the investors, 

customers and other stakeholders of their confidence in companies operating in China. In 

summary, the Chinese context provides this study with:  

(i) more than 400 cases of environmental and social misconduct, across both 

environmental and social issues  

(ii) the public pressure essential to make the corporations aware of the upcoming 

legitimacy crises  
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(iii) diversified incentives for sustainability disclosure, allowing a comparison 

between the companies with legitimacy crises and those companies without 

legitimacy crises.  

 

This study posits that being involved in environmental and social misconduct, and more 

importantly, such misconduct being exposed to the public creates an immediate threat to a 

company’s legitimacy. Consequentially, the company increases its quantity of, but not 

necessarily the quality of, sustainability disclosure, in an effort to repair, and finally regain, 

its legitimacy. This proposition is consistent with empirical evidence presented by Clarkson 

et al. (2008); Dawkins and Fraas (2011); Boiral (2013) and Hummel and Schlick (2016); but 

having (a) a clear definition of legitimacy crises, and (b) a definitive prediction on how the 

quantity and the quality of sustainability disclosure are influenced by such crises. Although 

some studies use poor sustainability performance as a signal of losing legitimacy, the nuance 

of legitimacy crises and poor sustainability performance suggests that the companies have to 

respond to the former, but are most likely to hide information about the latter, especially in 

the Chinese context (Xu & Yang, 2010; Guan & Noronha, 2013; Noronha, et al., 2015). Both 

global and China-specific evidence suggests that the quantity of sustainability disclosure 

should be higher if the company is facing a legitimacy crisis. The following hypothesis is 

therefore proposed. 

 

Hypothesis 1(a): The quantity of a company’s sustainability disclosure is higher if the 

company is facing a legitimacy crisis than that of its counterpart which is not facing a 

legitimacy crisis. 
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When a company struggles to repair its legitimacy, the content of sustainability disclosure is 

not necessarily a substantive reflection of underlying activities, according to Williams and 

Adams (2013). They argue that the prominence of rhetoric and discursive language further 

exacerbates the quality of environmental and social reporting. Therefore, the increased 

quantity of sustainability disclosure may not lead to an improvement in quality. While a 

strand of literature has suggested that ‘quality’ is a contingent concept that depends on 

materiality to end users (e.g. Solomon & Lewis, 2002; de Villiers & van Staden, 2010), Lang 

and Lundholm (1993) believe that clear and lucid expression, along with both narrative and 

statistical information, is perceived as ‘high-quality’ disclosure. In addition to the merit of 

comprehensibility, researchers assert that the characteristics of high quality include 

encompassing both the objectives and the strategies for achieving those objectives (Loew, et 

al., 2004); providing quantifiable and verifiable information (Toms, 2002); and addressing a 

wide coverage of issues at a high level of detail (Beretta & Bozzolan, 2004). The United 

Nations Environment Programme (UNEP) sustainability reporting guidelines (1996, as cited 

in Beck, Campbell & Shrives, 2010) specifies that sustainability disclosure should be 

assessed against two objectives: reflecting concerns about key environmental and social 

issues; and being beneficial to active stakeholder engagement strategies. On average, this 

study proposes that a high-quality disclosure can be assessed on the scale of issues it 

addresses, its provision of evidence to be verified (especially numerically), its level of detail 

in narratives and its relevance to key social and environmental issues. 

 

Prior literature has debated over the two managerial approaches, namely symbolic and 

substantive approaches, for sustainability disclosure and even the sustainability activities in 

general; arguing which one is more likely to be adopted by management (Hrasky, 2011; 
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Deegan, 2014; Borghei, et al., 2016). Admittedly, the managers of inferior performing 

companies may opt for a substantive approach to demonstrate their improved performance; 

that is, providing a high-quality disclosure on how they have changed and acted accordingly 

to the expectations of society (Clarkson, et al., 2008). However, qualitative examinations 

have reported low-quality sustainability disclosure in addressing legitimacy crises (e.g. 

Hrasky, 2011; Boiral, 2013; Eugenio, et al., 2013; Kent & Zunker, 2013). According to 

Eugenio, Lourenco and Morais (2013), sustainability disclosure with the intention of 

repairing legitimacy is suffused with excuses, explanations and statements without verifiable 

rectifications. China-specific literature also suggests that Chinese managers stress their 

performance but hide their misconduct (e.g. Noronha, et al., 2015), prefer general talks over 

discussion on specific issues (Guan & Noronha, 2013), and the content of their response is 

largely contingent on the expectation of the audience of the sustainability disclosure (Liu, et 

al., 2011). It is more likely that the companies which are facing legitimacy crises still provide 

low-quality sustainability disclosure as usual; regardless the increased quantity of the 

sustainability disclosure is expected as a direct response to the legitimacy crises. This study 

considers that the legitimacy crises could be negatively associated with the quality of 

sustainability disclosure based on the discussion above. The following hypothesis is therefore 

proposed.  

 

Hypothesis 1(b): The quality of a company’s sustainability disclosure is lower if the company 

is facing a legitimacy crisis compared to that of its counterpart which is not facing a 

legitimacy crisis. 
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3.2 Sustainability performance and sustainability disclosure 

3.2.1 Sustainability performance and voluntary disclosure theory 

Corporate sustainability has been considered as a key business strategy, on an organisational 

level, that incorporates and balances the needs of current and future stakeholders in its policy 

and daily operations (WCED, 1987). Broadly, sustainability performance is an evaluation on 

a company’s behaviours in terms of “meeting the needs of organisational stakeholders while 

considering the social welfare and ecological constraints” (Gelhard & von Delft, 2016, p. 

4632). Artiach, Lee, Nelson and Walker (2010) suggest that corporate sustainability 

performance “measures the extent to which a firm embraces economic, environmental, social 

and governance factors into its operations, and ultimately the impact they exert on the firm 

and society” (p. 32). Indeed, sustainability performance also sometimes refers to 

sustainability performance measurement (e.g. Atkinson, 2000; Tanzil & Beloff, 2006) or 

sustainability performance assessment (e.g. St Flour, et al., 2014). In this study, sustainability 

performance is a measure that reflects the commitment of a company towards, and the 

quantifiable means for addressing, the sustainability-related issues. This definition follows 

the same line of Artiach et al. (2010), St Flour et al. (2014), Gelhard and von Delft (2016) 

and Hummel and Schlick (2016) although the measured items may vary from study to study.  

 

A strand of literature concerning sustainability performance has been focused on what should 

be included as the parameters of ‘sustainability’. Conventionally, three parameters are 

identified as the three ‘pillars’ of sustainability performance: environmental, social and 

economic performance (Lee & Faff, 2009; Gadenne, et al., 2012; Herbohn, et al., 2014; Alon 

& Vidovic, 2015), whereas some researchers, such as Artiach et al. (2010) and Michelon and 
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Parbonetti (2012) suggest that the quality of corporate governance should be integrated into 

sustainability performance measuring system. As noted in Section 2.2, the inclusion of 

economic factors into sustainability performance is a typical mix of the concepts of corporate 

sustainability and a sustainable corporation (Clifton & Amran, 2010). Economic performance 

mainly concerns how to be a sustainable corporation, while contributing to corporate 

sustainability by providing the resources to support sustainability initiatives. Moreover, 

economic information of listed companies is mandatorily disclosed in financial reports that 

could not be classified as voluntary disclosure. Seuring and Müller (2008) and Goyal, 

Rahman and Kazmi (2013) conclude that three categories of issues have been addressed in 

sustainability performance studies: environmental issues, social issues and sustainability 

issues, which include both environmental and social issues. This study adopts their 

perspective that sustainability performance comprises two dimensions, environmental and 

social performance, and defines sustainability performance as measuring how the company 

addresses environmental and social issues, and its contribution to the overall environmental 

protection, social equality and welfare. Additionally, corporate governance is not included 

as sustainability performance since it is a self-contained system that influences many aspects 

of the business operation, including sustainability performance, rather than being a 

dimension of sustainability performance. This study further considers corporate governance 

as a factor that interacts with legitimacy crises and sustainability performance on affecting 

the sustainability disclosure (discussed in Section 3.3).    

 

The society in which a company operates does not learn about the company’s efforts and 

contributions towards sustainability (i.e. sustainability performance) unless such efforts and 

contributions are acquainted to the members of society. Sustainability disclosure is arguably 
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the main opportunity for companies to disseminate their visions, strategies, actions and 

consequences of addressing sustainability issues (Herzig & Schaltegger, 2011). Hummel and 

Schlick (2016) comment that “from a theoretical perspective, nearly all of the previous 

empirical studies on the relationship between sustainability performance and sustainability 

disclosure are based on either voluntary disclosure theory or legitimacy theory” (p. 457). As 

the legitimacy theory has been extensively discussed in the above section, this section focuses 

on the resource-based view (RBV) of sustainability activities. The strand of RBV literature 

is developed on the same core that sustainability activities are resources, rather than 

legitimising tools, to the companies and sustainability disclosure is the way to realise and 

materialise such resources (Russo & Fouts, 1997). A high volume of studies has elucidated 

the economic benefits of sustainability performance, and how these benefits are transformed 

into monetary items through various channels, such as brand loyalty or attracting 

environmentally sensitive consumers (e.g. Russo & Fouts, 1997; Maxfield, 2008; Huang & 

Rust, 2011; Gadenne, et al., 2012). Most of these benefits are materialised in a form of 

external support and endorsement (Ottman et al., 2006; Cohen & Winn, 2007; Dierksmeier 

& Pirson, 2009; Johnson, 2009). In terms of how companies benefit from their sustainability 

performance (as a resource) through sustainability disclosure, various theories have emerged 

to explain the process of how favourable outcomes are achieved. One important theory taking 

a RBV perspective in explaining the relationship between sustainability performance and 

sustainability disclosure is voluntary disclosure theory.  

  

Hummel and Schlick (2016) define voluntary disclosure as voluntarily unravelling private 

information from the company to the target audience. This definition coincides with 

signalling theory, which has been defined as “[using] information that others are not aware 
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of … [as] signalling to reduce information asymmetry” (Alon & Vidovic, 2015, p. 340). Both 

theories portray a similar scenario: one party (the sender) reveals private information (in this 

case, sustainability information) to another party (the receiver), but with different intentions 

(Connelly, et al., 2011). Omran and El-Galfy (2014) suggest that the sender decides whether 

and how to communicate the information while the receiver decides how to interpret and 

react. A variety of inferences emerges according to the different purpose of the sender and 

the classification of the receiver. For instance, political theory concerns an intention to reduce 

political cost and the government as a receiver (Simpson & Taylor, 2013) while reducing 

cost of capital is achieved through the disclosure of sustainability information to the investors 

(Dhaliwal, et al., 2012). Although the intention of communication and the intended receivers 

are identifiable in experimental, survey or case research (e.g. Massey, 2001; Fennis & 

Stroebe, 2014), empirical studies which use secondary data are less likely to differentiate the 

intention and the intended users of corporate sustainability disclosure. This study 

incorporates Toms (2002), Hasseldine et al. (2005), Bin and Jing (2009), Dawkins and Fraas 

(2011), Alon and Vidovic (2015) and Hummel and Schlick (2016) and posits that companies 

disclose their sustainability performance, especially superior performance, to both internal 

and external stakeholders and thereby creating a favourable sustainability image, seeking for 

external support and endorsement, lowering the environment and society related risks and 

reducing the information asymmetry between the company and its stakeholders.  

 

It is logical to posit that better performing companies make more, higher quality 

sustainability disclosure as voluntary disclosure theory proposes that the main motivation for 

managers to disclose sustainability performance is to use it as a strategic tool and a resource 

for gaining competitive advantages (de Villiers & Marques, 2016). Extensive studies have 
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examined the relationship of sustainability performance and financial performance based on 

the assumption that sustainability activities can contribute to the bottom line of a company 

(e.g. Alexander & Buchholz, 1978; Aupperle & Van Pham, 1989; Pava & Krausz, 1996; Ruf, 

et al., 2001; Lee & Faff, 2009). The contribution could be made by directly increasing the 

company’s value (e.g. through share price); improving image and reputation; or improving 

employee morale and productivity (Rodriguez & LeMaster, 2007). Research based on equity 

markets suggests that shareholders do value a company’s sustainability performance in 

decision making, indicating the value relevance of sustainability disclosure (de Villiers & 

van Staden, 2010). Similarly, sustainability disclosure is arguably a means of appeasing 

political pressure and lobbying supervisory authority (Healy & Palepu, 2001; Gamerschlag, 

et al., 2011). These studies see the disclosure of sustainability performance as a resource in 

common, which will eventually bring financial benefits (or reduce resource outflows, such 

as paying fines).  

 

A company may fail on discharging its environmental and social responsibilities properly. 

Hummel and Schlick (2016) add two conditions to the voluntary disclosure assumption: 

‘costless and truthful disclosure’ (p. 457). Managers withhold unfavourable sustainability 

information as it is costly to disclose such information (Verrecchia, 1983). Similar to normal 

business decisions, cost-benefit analysis dominates the managerial decision that the benefit 

of sustainability disclosure should at least cover the associated costs. Superior sustainability 

performers have various incentives for making sustainability disclosure, such as bringing 

economic benefits (as discussed above), revealing the nature of outstanding performance 

(Clarkson, et al., 2008), or following a sustainability reporting fashion (Romolini, et al., 

2014). Comparatively, inferior sustainability performers have various incentives to withhold 
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sustainability information, such as protecting sensitive company information (Soloman & 

Lewis, 2002), retaining silence regarding unfavourable news (O’Dwyer, 2002), or avoiding 

additional risk (Elsbach, 2003). Proprietary costs and uncertainty associated with 

sustainability disclosure discourage managers of inferior performers from reporting more 

about their sustainability performance unless there is untruthful disclosure (Clarkson, et al., 

2008).   

 

Untruthful disclosure is theoretically prevented by law and by its potentially reputational risk 

(Verrecchia, 2001), even though managers, especially of those inferior performers, have 

incentives to manipulate sustainability disclosure. Additionally, a lack of precise and 

mandatory sustainability reporting standards provides managers with leeway in determining 

the quantity and quality of sustainability disclosure. The concerns over untruthful, or at least 

discursive or misleading, sustainability disclosure partially contribute to the separation of its 

quantity and its quality (Boiral, 2013). In summary, voluntary disclosure theory predicts that 

the cost of disclosing unfavourable sustainability information may exceed the benefit, thus 

giving managers fewer incentives to disclose such information. While untruthful disclosure 

incurs grave consequences, symbolic gesture, discursive language and managerial rhetoric 

are feasible alternatives for the inferior sustainability performers (Rodrigue, et al., 2013; 

Shabana & Ravlin, 2016). The measure of the quantity and the quality of sustainability 

disclosure is therefore an attempt to distinguish ‘high-quality’ disclosure from its ‘low-

quality’ counterpart.  
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3.2.2 Hypotheses development – sustainability performance and sustainability 

disclosure 

Distinguishing between the quantity and the quality is imperative to this study as it provides 

specific but distinct predictions on corporate sustainability disclosure behaviours based on 

legitimacy theory and voluntary disclosure theory. Voluntary disclosure theory posits that 

inferior sustainability performers will withhold relevant information as a defensive strategy 

to obscure poor performance (Soloman & Lewis, 2002). This strategy causes a decrease in 

both the quantity and the quality; that is, both a low quantity and a low quality of 

sustainability disclosure. Low quantity of sustainability disclosure refers to a decline in the 

total number of words or sentences pertaining to the sustainability information. Low quality 

of sustainability disclosure, according to the definition in this study (in Section 3.1.3), refers 

to a decline in the number of issues covered in the report, or an omission of the related data. 

Overall, voluntary disclosure theory predicts that companies’ sustainability disclosure is 

consistent with their sustainability performance: the better the performance, the higher the 

quantity and quality of the disclosure.  

 

Similar to the substantive and symbolic approaches discussed in Section 3.1.3, a school of 

researchers (e.g. Deegan, 2002; O'Donovan, 2002; Clarkson, et al., 2008; Deegan, 2009; 

Ameer & Othman, 2012) argues that companies with inferior sustainability performance have 

incentives to increase the level of sustainability disclosure to (1) educate and justify the 

changes in their performance; (2) manipulate the public perception of their performance; (3) 

deflect the attention from the inferior performance to other accomplishments; (4) lower the 

public expectations of their performance. Current studies, such as by Dawkins and Fraas 

(2011) and by Hummel and Schlick (2016), include alternative hypotheses to accommodate 
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the two competing approaches (i.e. substantive and symbolic approaches). For instance, 

Clarkson, Li, Richardson and Vasvari (2008) propose two hypotheses regarding the 

association between the environmental performance and the environmental disclosure: (a) a 

positive association based on voluntary disclosure theory and (b) a negative association based 

on social-political theory. Similarly, Dawkins and Fraas (2011) stated their hypotheses in an 

alternate form: (a) there is a positive association between environmental performance and 

voluntary climate change disclosure as implied by accommodative approach and (b) there is 

a negative association between environmental performance and voluntary climate change 

disclosure as implied by defensive approach. Their accommodative approach is related to 

substantive approach which posits companies ‘accommodate’ the social expectations by 

changing its behaviours, whereas the defensive approach implies a symbolic perspective that 

‘defend’ the companies from being criticised for non-compliance of social expectations. 

Hummel and Schlick (2016) divides sample companies by the quality of their sustainability 

disclosure, arguing that low-quality disclosure is negatively associated with sustainability 

performance, while high-quality disclosure is positively associated with sustainability 

performance. They assert that “companies that perform poorly on a specific performance 

indicator prefer low-quality information – information that is superficial, incomplete, not 

easily subject to comparison or ambiguous – to obscure their poor true state” (p. 459). Indeed, 

the results of Clarkson, Li, Richardson and Vasvari (2008) and of Dawkins and Fraas (2011) 

both suggest that companies with favourable environmental performance are more likely to 

provide voluntary sustainability disclosure. However, their findings are contrary to the 

findings of O’Dwyer (2002), Hrasky (2011) and Boiral (2013), which report that companies 

with inferior performance could use extensive disclosure to portray themselves as “honest 

and trustworthy, sharing and promoting the values that the audience also values” (Hrasky, 
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2011, p. 180). Hopwood (2009) views such symbolic behaviour as the construction of a new 

and different image of the company, and is further criticised by Boiral (2013) for creating a 

simulacrum disconnected from reality.  

 

The key to reconciling the inconsistency in the previous empirical findings is the separation 

of the quantity and the quality of sustainability disclosure. It could be no coincidence that 

studies that use quality as a measure of the sustainability disclosure report a positive 

association between sustainability performance and sustainability disclosure (e.g. Dawkins 

& Fraas, 2011), while studies that use quantity as a measure of sustainability disclosure report 

the opposite (e.g. Hrasky, 2011). It is also well documented in previous studies that managers 

of companies with inferior sustainability performance favour ‘soft talk’ (i.e. hollow and self-

promotional statements) (Smith, et al., 2008; Boiral, 2013). An accumulation of statements 

and commitments without detailed objects and plans will not be highly rated in a quality 

scoring scheme, but will make a substantial difference when counting the total sentences of 

a sustainability report. For instance, Hrasky (2011) reports that the increase of the total 

disclosure is substantially caused by the increase of symbolic sentences (increased five times 

in three years). Borial (2013) notes that some companies prefer short reports as a response to 

negative events, while others may have lengthy reports that are still neither informative nor 

complete in presenting negative events.  

 

There is less empirical evidence from China regarding the relationship between sustainability 

performance and sustainability disclosure. Chinese companies are reported as generally 

inadequate in sustainability disclosure while “41% of the sample companies fail to provide 

any information … that allow outside stakeholders to understand their CSR actions” (Kuo, 
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et al., 2012, p. 273). This finding is supported by Liu and Anbumozhi (2009) who suggest 

that nearly 40% of their sample companies opened no environmental data to the public. The 

motivations and determinants of sustainability disclosure have been focused on its 

interactions with financial performance (Chen & Wang, 2011; Li, et al., 2013), its 

environmental sensitivity (Liu & Anbumozhi, 2009) and how it is influenced by salient 

stakeholders  (Dong, et al., 2014). Marguis and Qian (2013) investigate whether the 

sustainability disclosure in China is substantive or symbolic, although it is not related to 

sustainability performance. They report that the attitude of the governing officer and regional 

development are positively associated with the substantiveness of sustainability disclosure, 

indicating that political connection and strong institutional settings make symbolic disclosure 

less favourable, or feasible, to the companies. In this regard, it is understandable that the best 

way to hide the average low level of Chinese companies’ sustainability disclosure from the 

government’s radar is to withhold sustainability information (Tang & Tang, 2012). This 

particular characteristic of withholding sustainability information provides opportunities for 

companies with superior sustainability performance to disclose more about their 

sustainability activities. First, such disclosure makes those companies more outstanding 

among their counterparts (Liu, et al., 2014). Second, such disclosure demonstrates 

conformity to the government policy, which is prominent for large companies (Gao, 2009). 

Third, cultural factors influence the behaviours of Chinese managers in terms of being more 

conservative in making risky decisions and being more aggressive in signalling good 

performance than their Western peers (Wang & Juslin, 2009). In summary, the characteristics 

of CSR, companies and managers in China contributes to the proposition that companies with 

better sustainability performance tend to disclose more sustainability information as it has 

various benefits, both financial and non-financial, and is consistent with the cultural habits 
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of the managers; whereas companies with worse sustainability performance should disclose 

less to avoid the attention from the government and the public, especially while making 

symbolic disclosure is less favourable since managers are more conservative in taking the 

risk of being detected and punished.  

 

This study examines the association between sustainability performance and both the 

quantity and quality of sustainability disclosure. Generally, it is the case that companies with 

better sustainability performance tend to make more, higher quality sustainability disclosure, 

while companies with worse sustainability performance tend to make less, lower quality 

sustainability disclosure. Specifically, most literature agrees that companies with superior 

performance will provide high-quality (e.g. definitive, verifiable, detailed and relevant) 

sustainability disclosure, while their inferior counterparts will render low-quality (e.g. vague, 

unverifiable, general and irrelevant) sustainability disclosure. In contrast, there is no 

consensus on the association of the quantity of sustainability disclosure with the 

sustainability performance: it could be either a positive association based on the substantive 

approach, or a negative association based on the symbolic approach. This study considers the 

context of China and argues that the substantive approach is more likely to be adopted.  The 

following hypotheses are therefore proposed.  

 

Hypothesis 2(a): A company’s sustainability performance is positively associated with the 

quantity of its sustainability disclosure. 

 

Hypothesis 2(b): A company’s sustainability performance is positively associated with the 

quality of its sustainability disclosure. 
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3.2.3 Hypotheses development – sustainability performance, legitimacy crises and 

sustainability disclosure 

Legitimacy theory and voluntary disclosure theory has been argued as being alternatives to 

each other in explaining different behaviours of the sustainability disclosure (Hummel & 

Schlick, 2016). In other words, reporting sustainability performance and legitimacy 

management are two main forces of sustainability disclosure under the current conceptual 

framework. Researchers have struggled to evaluate which one of these two is more influential 

as a driver for the sustainability disclosure; currently both sides have provided extensive, but 

unconvincing evidence (Clarkson, et al., 2008; Dawkins & Fraas, 2011). Hummel and 

Schlick (2016) seek to reconcile these two theories by applying them to the two groups, with 

high and low quality of sustainability disclosure separately. Their results indicate that the 

high-quality disclosure is positively associated with the sustainability performance, while the 

low-quality disclosure and the sustainability performance are negatively correlated. This 

piece of evidence underpins the comment made by Omran and El-Galfy (2014) that:  

different characteristics, goals, perceptions and external pressures, which may often 

be unrelated to an environmental issue/event at the time the issue/event is at its peak 

importance, will influence the decision to disclose environmental information and 

the choice of specific annual report disclosure approaches (p. 268)  

This study furthers the understanding of the sustainability disclosure by proposing that (a) 

different factors dominant the decision to disclose sustainability information at different time; 

and that (b) the importance of an environmental or social issue/event makes it override other 

considerations in sustainability disclosure. This proposition specifically states: Companies 

make sustainability disclosure consistent with their sustainability performance unless the 
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disclosure is insufficient to address an important environmental or social issue which 

eventuates a legitimacy crisis. 

 

To understand the sustainability disclosure, it is necessary to comb through first both 

voluntary disclosure theory and legitimacy theory for their fundamental differences. 

Essentially, multiple concepts attempt to explain the sustainability disclosure from an 

economic perspective (as different from a social-political perspective). Companies disclose 

sustainability information to demonstrate its superior sustainability performance, either to its 

stockholders (signalling theory, reducing information asymmetry or reducing cost of capital) 

or to the capital market (RBV, increasing firm value or reducing risk or attracting green 

investment). The company should reduce the level of reporting, either in case it performs 

badly according to signalling theory and RBV or for the purpose of reducing the cost of 

capital (increasing firm value, reducing risk or attracting green investment), as the company 

should have no intention of voluntarily unveiling its shortfalls. Another logical connection 

comes from the view that if a company is environmentally and socially irresponsible, it is 

hard to imagine that the company is ethically upright and accountable (Esau & Malone, 2013). 

This view is implied by multiple studies that link environmental and social responsibility 

with financial integrity and business ethics, suggesting that environmental and social 

underachievers are more likely to be engaged in earnings management (Kim, et al., 2012) 

and tax avoidance (Hoi, et al., 2013). Therefore, stakeholder theory or the purpose of 

reducing information asymmetry is unlikely to explain the upward trend of environmental 

and social reporting when a company has no edge on the performance. Einhorn (2007) and 

Laux & Stocken (2012) also suggest that managers are reluctant to disclose sustainability 
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information, especially inferior sustainability performance, when such irregular disclosure 

itself is deemed a bad signal.  

 

As voluntary disclosure theory is insufficient to explain why poor environmental and social 

performers actively report information in this regard, this is the point where legitimacy theory 

can step in. Legitimacy theory predicts a company has to meet the expectations of the society 

to retain its licence to operate (also known as legitimacy), or the stakeholder parties will 

withdraw their support of the company. As noted earlier, Suchman (1995) divides the process 

of legitimation into three phases: gaining, maintaining and regaining (repairing) legitimacy. 

It is not surprising to find that a substantial body of literature relies on legitimacy theory to 

explain the increase in the level of sustainability disclosure when the company perceives a 

legitimacy crisis. It is conventional that sustainability performance, especially inferior 

performance, is intertwined with legitimacy and legitimacy crises, although in most cases it 

merely implies an insufficient engagement in environmental and social projects or 

considerable risk of incurring litigation and fines. The risk of losing the social licence to 

operate is accumulating but not immediate; in this sense, poor environmental and social 

performance is not necessarily a ‘legitimacy crisis’ (Suchman, 1995, p. 597); other events, 

such as outbreak of negative news or a revelation of malfeasance in an environmental or 

social dimension may better serve as a proxy of a legitimacy crisis, as discussed in Section 

3.1.2.  

 

From the above discussion, legitimacy crises should be associated with an upward trend of 

sustainability disclosure which could not be attributed to voluntary disclosure of 

sustainability performance. Similar to the preceding hypotheses, a demarcation should be 
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drawn between an increase in the quantity of sustainability disclosure and an improvement 

in the quality of sustainability disclosure. When a checklist or an index with detailed items 

(often further divided into hard and soft items) is prevalently employed as a proxy of 

disclosure quality, one paradox manifests: if a company is discredited and increases its 

environmental and social disclosure as a remedial response, the more details it reveals, the 

worse it seems to be. In other words, if in honestly disclosing its inferior performance, the 

company is tarnishing its reputation rather than restoring it – this does not follow any business 

principles or self-interest assumption. Either the company is so noble that it voluntarily 

confesses all its wrongdoings, or, as suspected by researchers, its method of disclosure is a 

symbolic gesture actioned by appeasing various stakeholder groups. This behaviour, 

predicted in the previous literature (e.g. Clarkson, et al., 2008), explains why both hard 

disclosure items (figures) and soft disclosure items (statements) exist in most self-constructed 

checklists. Qualitative analyses, such as those by Laine (2010), Solomon, Solomon, Joseph 

and Norton (2013) and Cho, Laine, Roberts and Rodrigue (2015), and quantitative studies, 

such as those by Cho, Guidry, Hageman and Patten (2012b) report impression management, 

organisational hypocrite, managerial rhetoric and company façade, which all refer to 

something symbolic and different from high-quality, detailed sustainability disclosure. In 

conclusion, also as stated in Hypotheses 1(a) and 1(b), companies may favour the symbolic 

approach in addressing legitimacy crises, which focuses on increasing the quantity, but not 

the quality, of sustainability disclosure. 

 

The present study has set a rigorous scenario in which corporations are facing legitimacy 

crises and struggling to restore its legitimacy. This strict condition limits the generalisability 

of this study, and the results should be interpreted with caution. Companies which are not 
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facing legitimacy crises may have different motivation(s) for sustainability disclosure. 

However, this stringent setting is designated to narrow down the theoretical explanations 

available and strengthen the bound between the theoretical framework and empirical 

examinations, leaving the results less likely to be interpreted in other ways. Within this 

scenario, sustainability performance is added as a complementary explanation for the 

variations in the quantity and quality of sustainability disclosure.  

 

While a legitimacy crisis has an utmost gravity to a company, a regular level of sustainability 

disclosure according to the underlying activities is insufficient to address such an issue. As 

predicted by Suchman (1995), the company will attempt to provide excuses and justifications 

for their actions, will educate and persuade the general audience that their actions are 

acceptable, and will distract the public from their wrongdoings by focusing on other matters. 

This type of ‘abnormal’ disclosure is contingent on the legitimacy crises and should be at 

least partially independent from sustainability performance. Given the relation between 

sustainability performance and legitimacy crises, two scenarios are possible: a 

complementary relation between sustainability performance and legitimacy crises suggests 

that higher sustainability performing companies still have advantages over their lower 

performing counterparts in relation to sustainability disclosure when both are facing 

legitimacy crises. Companies with superior or inferior sustainability performance are 

possibly involved in environmental and social misconduct, although inferior performers 

stand a higher chance. In this regard, superior sustainability performers have more incentives 

to respond extensively to the legitimacy crises: (a) their disclosure is more creditable as they 

have a long reputation of being socially responsible (Suchman, 1995); (b) they have good 

sustainability performance in other domains of sustainability, which could be a potential 
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compensation for the misconduct (Du, 2015); (c) they have regularly engaged with various 

stakeholder groups, the negative impacts of the environmental and social misconduct on each 

group could be more easily identified and responded to through intensified communications 

(Clarkson, 1995). In contrast, a substitutive relation between sustainability performance and 

legitimacy crises posits that sustainability performance, that is, the underlying sustainability 

activities, is disregarded when legitimacy crises are addressed as a priority of a company 

(Dienes, et al., 2016; Hummel & Schlick, 2016). The need for retaining legitimacy overrides 

the purpose of disclosing sustainability performance and becomes the main objectives of 

sustainability disclosure. This creates a disconnection between the underlying activities, 

which is the reality, and sustainability disclosure, which represents the image that the 

company is intended to form (Boiral, 2013). This study posits that the company may increase 

its quantity of sustainability disclosure by attempting to address the legitimacy crisis it faces 

without considering its sustainability performance. A substitutive relationship between 

sustainability performance and legitimacy crises in relation to the quantity of sustainability 

disclosure is expected as the quantity is easy to increase and even the inferior sustainability 

performing companies could conveniently release hundreds of pages of sustainability reports 

to provide ‘soft talk’ about their behaviours. This study considers that the sustainability 

performance could be positively associated with the quantity of sustainability disclosure with 

the presence of legitimacy crises as predicted by voluntary disclosure theory, although it is 

more likely to be an insignificant relationship as predicted by legitimacy theory. The 

following hypothesis is therefore proposed.   

   

Hypothesis 2(c): A company’s sustainability performance is positively associated with the 

quantity of its sustainability disclosure if the company is facing a legitimacy crisis. 
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Contrarily, a complementary relationship between sustainability performance and legitimacy 

crises is expected for the quality of sustainability disclosure. The quality of sustainability 

disclosure could not easily be improved for the inferior sustainability performing companies. 

As discussed above, superior sustainability performers are more creditable, having offset for 

the legitimacy crises, and deeply engaging with various stakeholder groups. All these benefits 

of using sustainability disclosure in addressing legitimacy crises are arguably not shared by 

the inferior sustainability performers. There should be a huge difference in the quality of 

superior sustainability performers’ disclosure and of inferior sustainability performers’ 

disclosure. In this regard, superior sustainability performing companies hold an even bigger 

advantage over inferior sustainability performers in facing legitimacy crises than in general. 

The following hypothesis is therefore proposed. 

 

Hypothesis 2(d): A company’s sustainability performance is positively associated with the 

quality of its sustainability disclosure if the company is facing a legitimacy crisis. 
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3.3 Corporate governance and sustainability disclosure 

3.3.1 Corporate governance 

Corporate governance, according to Mostovicz, Kakabadse and Kakabadse (2011), is 

introduced and developed to align the interest of a manager (the agent) with the interest of 

the owner (the principal) to enclose an agency gap based on a principal-agency model (Jensen 

& Meckling, 1976). Broadly, managers are in stewardship of both corporate and societal 

resources; therefore, they can be deemed as an agency to both the owner and the society as a 

whole (Clifton & Amran, 2010). In general, corporate governance mechanisms are put in 

place to alleviate agency problems, to reduce information asymmetry and to increase a 

company’s accountability (Tuan, 2014).  

 

The Corporate Governance Principles and Recommendations (ASXCG Council, 2010) 

define corporate governance as “the framework of rules, relationships, systems and processes 

within and by which authority is exercised and controlled in corporations”, and highlight 

that “there is no single model of good corporate governance” (p. 3). Corporate governance 

encompasses both internal (e.g. manager compensation) and external (e.g. laws and 

regulations) components. Gillan (2006) argues that the establishment and maintenance of 

corporate governance mechanisms are the consequences of the interplay of all these factors. 

Theoretically, good corporate governance balances and weighs all the factors, both internal 

and external, incorporating them in a comprehensive and optimal way; its benefit to company 

performance and transparency has been largely recognised (Cadbury, 2006). Empirical 

studies that examine the relationship between corporate governance (either using separate 

features or using a comprehensive set of corporate characteristics) and corporate performance 
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yield predominantly positive results (e.g. Gompers, et al., 2003; Bauer, et al., 2004; Bauer, 

et al., 2008; Zhou, et al., 2011). Even critics and sceptics of corporate governance focus 

exclusively on the manager who has opportunities to circumvent or override the governance 

mechanism, rather than on the system per se (Mostovicz, et al., 2011).   

 

A traditional perspective sees corporate governance as a managing system – a broad view 

from Maier (2005) defines corporate governance as a network of relationships between the 

management, the board, the shareholders and the stakeholders of a company. Both 

perspectives (traditional and broad) of corporate governance indicate its innate link with 

sustainability activities. As a mechanism of overseeing and monitoring the operation of a 

company, corporate governance is closely related to the nature and scale of sustainability 

activities (Hancock, 2004; Wu, 2014). As a set of relationships between the internal and 

external parties of a company, good corporate governance mechanisms facilitate the 

communications between both parties and the delivery of specific information to a target 

stakeholder group (Benn & Dunphy, 2007). Specifically, Michelon and Parbonetti (2012) 

argue that corporate governance mechanisms control the planning and implementation of 

sustainability-related initiatives, thereby affecting their outcomes (i.e. sustainability 

performance). Further, Aras and Crowther (2008) suggest that good corporate governance 

parallels superior sustainability performance in bolstering the quantity and the quality of 

sustainability disclosure as the stakeholders’ demand for accountability and transparency 

corresponds with the managers’ demand for signalling and materialising superior 

performance. Either way, corporate governance and sustainability performance should not 

be treated as independent variables in the theoretical framework.  
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In a similar vein, corporate governance influences the way that a company responds to a 

legitimacy crisis and may alter the perception of stakeholders on the legitimacy crisis as a 

relationship management system (Hambrick, et al., 2008). Prior research suggests that good 

corporate governance mechanisms are a source of legitimacy that could ‘soften the blow’ 

from a negative event (Hillman, et al., 2000; Fennis & Stroebe, 2014). A recent study of 

Christensen (2016) emphasises the role of monitoring and risk managing strategies, that is a 

part of corporate governance, in preventing financial misconduct and restoring corporate 

legitimacy. Good corporate governance, as a symbol of compliance (Bhimani & Soonawalla, 

2005) and a commitment to transparency and accountability (Kolk & Pinkse, 2010), has its 

intrinsic legitimacy implications. Stakeholders’ perception of the environmental and social 

misconduct may differ, depending on their evaluation of the company’s corporate 

governance mechanisms (Unerman & Bennett, 2004). Moreover, good corporate governance 

practices prompt a company facing a legitimacy crisis to respond in both details and higher 

quantities (Hahn & Lulfs, 2014). Therefore, corporate governance is intrinsically linked to 

legitimacy crises, and sustainability performance as discussed above.  

 

Current research concerning corporate governance has extended beyond a narrow domain 

centred on shareholder management, and its interest has expanded to a broader sphere of 

stakeholder management (Mostovicz, et al., 2011). Similarly, those corporate governance 

mechanisms serving the wellbeing of shareholders could be expanded to cover the wellbeing 

of a wider range of stakeholders (Sethi, 2002). Aras and Crowther (2008) argue that the 

principles of good corporate governance (such as transparency and accountability) partially 

overlap with the concepts of corporate sustainability. The idea that good corporate 

governance should promote sustainability disclosure is based on the premise that a 
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corporation which appears to be transparent and accountable to its stakeholders will actively 

disclose information (both financial and non-financial) to reduce information asymmetry. 

Prior literature suggests the imperativeness of transparency in sustainability reporting (Dhir, 

2006; Boiral, 2013; Eugenio, et al., 2013; Williams & Adams, 2013) and stresses that transparency 

is a central attribute of a high-quality sustainability report (Boiral, 2013). Without 

transparency, the disclosed information may reflect business concerns, rather than a genuine 

care for sustainability (Gray, 2006; Milne, Kearins & Walton, 2006; Cho, Roberts & Patten, 

2010). To ensure transparency and accountability, good corporate governance mechanisms 

are also recommended as a supreme solution by the government and its affiliates (Chau & 

Gray, 2002; Eng & Mak, 2003; Aras & Crowther, 2008; ASXCG Council, 2010).  

 

As discussed, a strand of literature (e.g. Hillman, et al., 2000) focuses on the reputational 

effect of corporate governance, arguing that a diversified and very distinguished board, ipso 

facto, is a source of legitimacy and a symbol of accountability. However, one caveat noted 

by Ariely (2010) is that corporate governance mechanisms, such as a compensation policy, 

are designated for maximising shareholders’ wealth. Compensation for managers, for 

instance, is frequently a function of share price, which impedes managers’ incentives to 

engage in social projects. Empirical evidence, mostly investigating separate pieces of 

corporate governance, provides support for the influential power of various corporate 

governance characteristics over sustainability disclosure, including board independence and 

board diversity (e.g. Eng & Mak, 2003; Faisal, Tower & Rusmin, 2012), board size and 

director’s duality (e.g. Mollah, Farooque & Karim, 2012), and gender composition of the 

board (Fernandez-Feijoo, Romero & Ruiz, 2012). Contrarily, Michelon and Parbonetti (2012) 
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provide only weak evidence of causal effects of a CSR committee on social disclosure and 

fail to establish a connection between board composition, CEO duality and social disclosure.  

 

To recapitulate, the principle of good corporate governance is consistent with the notion of 

corporate sustainability in terms of transparency and accountability; therefore, a company 

with good corporate governance has incentives to increase its level of corporate sustainability 

disclosure in order to facilitate communication with various stakeholder groups. Empirical 

results substantially underpin the theoretical hypotheses, arguing that sound corporate 

governance is beneficial for increasing the level of sustainability disclosure, although much 

of this reporting merely concerns board structure and composition. In this study, good 

corporate governance is reflected on a set of corporate governance characteristics, including 

board composition and diversity (e.g. Eng & Mak, 2003; Said, et al., 2009; Michelon & 

Parbonetti, 2012), and stakeholder engagement mechanisms (e.g. Cooper & Owen, 2007; 

Greenwood, 2007; Prado‐Lorenzo, et al., 2009). The former characteristics are associated 

with an overall transparency and creditability within an organisation, while the latter 

mechanisms bolster the effectiveness and the accountability of sustainability communication 

with both internal and external stakeholders. 
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3.3.2 Hypotheses development – corporate governance and sustainability 

disclosure 

Extensive studies examine the potential benefits provided by corporate governance 

mechanisms for corporate voluntary disclosure based on increased transparency and 

accountability (e.g. Bauer, et al., 2004; Bauer, et al., 2008). As part of corporate voluntary 

disclosure, sustainability reporting attracts relatively less attention, compared to the large 

body of literature that focuses on the relationship between the level of financial disclosure 

and corporate governance mechanisms. According to Boiral (2013), transparency and 

accountability are two major attributes of high quality sustainability reporting; Aras and 

Crowther (2008) explicitly suggest that these two are also principles of good corporate 

governance. The pursuit of high-quality sustainability disclosure and efficient corporate 

governance mechanisms converges in the pursuit of transparency and accountability.      

 

Principally, good corporate governance reduces information asymmetry and aligns the 

interest of agents with principles; therefore, making a corporation increase its level of 

sustainability disclosure to its stakeholders (Aras & Crowther, 2008; ASXCG Council, 2010). 

Empirical evidence is substantially consistent with theoretical propositions (Amran, et al., 

2014; Janggu, et al., 2014) with exceptions, as stipulated by Aras and Crowther (2008), and 

the data predominantly came from developed countries (Amran, et al., 2014). Both the nature 

of corporate governance and the institutional environment in China has been essentially 

different from those of developed countries (Clarke, 2006). Although the Chinese stock 

exchange market, even with its contemporary economic system, has a brief history of 

approximately twenty years, for more than ten years, compliance with the principle of good 

corporate governance issued by CSRC was recommended for publicly listed companies (Xu 
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& Yang, 2010). This reflects the faith of the administrative authority in that corporate 

governance mechanisms could dramatically reduce the information asymmetry by increasing 

the transparency and accountability (Kolk, 2008). Empirical evidence from China is 

marginally consistent with those findings from developed countries. Xiao and Yuan (2007) 

report that board independence and CEO duality affect the level of voluntary disclosure at a 

5% significance level. However, Liu and Zhang (2017) fail to find that either board 

independence, supervisory board size or managerial salary level is associated with socially 

responsible information disclosure, whereas shareholding concentration, board size, number 

of meetings and managerial equity level are marginally associated with such disclosure (at a 

10% significance level). Amran, Lee and Devi (2014) report that board size, independence 

and gender diversity are uncorrelated to, but having a CSR committee is positively associated 

with sustainability disclosure quality. Similar findings also include the study of Lu et al. 

(2015) which incorporates CSR reporting quality and corporate governance characteristics 

into one model and notes that CEO duality is negatively associated with corporate 

sustainability reputation, while board size, board committees and board ownership are all 

insignificant. Wang et al. (2016) focus on the distance between the top ultimate owners and 

the bottom firms and argue that larger distances cause more serious agency problems and are 

therefore negatively correlated with sustainability disclosure. A review on both English and 

Chinese language studies on corporate environmental reporting in China reveals that there is 

little support for the relation between the quality of environmental reporting and “company 

characteristics that have been identified as significant in those Western studies… [such as] 

number of independent directors, number of board of directors’ meetings, and dual role of 

the CEO and chairman” (Yang, et al., 2015, p. 36). They report a predominant use of agency 

theory and positive accounting theory (PAT) in the relevant Chinese literature in 
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understanding the disclosure of sustainability information, implying a deep concern over 

managerial opportunism. Isolated characteristics of corporate governance, such as board size, 

board independence or specialised committees, may not be fully functional in preventing and 

reducing managerial opportunism in China. In contrast, a strand of literature which takes a 

holistic perspective on corporate governance suggests that the corporate governance 

mechanisms as an effective system reduce the chance of managerial opportunistic behaviours 

(e.g. Chan, et al., 2014; Filatotchev & Nakajima, 2014). This study is concerned that 

individual characteristics may not be directly associated with the quantity and quality of 

sustainability disclosure, as suggested by the extensive evidence from China. To address such 

a concern, this study follows Rossouw (2005), Kolk (2008) and Kolk and Pinkse (2010), and 

argues that different corporate governance mechanisms should be considered as ‘gears’ 

which comprise a system for ensuring that companies take their environmental and social 

responsibilities.      

 

In summary, few studies link corporate governance mechanisms to sustainability disclosure 

although extensive literature has been devoted to examining the relationship of good 

corporate governance, the improvement of transparency and the quality of financial reporting. 

Additionally, board composition, independence and diversity have overwhelmingly been the 

focus of previous literature (e.g. Said, et al., 2009; Al-Malkawi, et al., 2014; Haß, et al., 2014). 

Kolk (2008) demonstrates that corporate governance mechanisms should be extended to 

encompass more items, such as a code of ethics or a separate sustainability department, when 

examining the specific association between corporate governance and sustainability 

disclosure. This study, therefore, adopts a comprehensive checklist based on Rossouw (2005), 

Kolk (2008), and Kolk and Pinkse (2010) to capture a variety of corporate governance 
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characteristics. Moreover, empirical evidence from China features mixed results, unified 

theoretical root (e.g. agency theory) and focuses on individual governance characteristics. 

Research on the effect of corporate governance as one system on sustainability disclosure is 

particularly scarce (Claessens & Yurtoglu, 2013). Congruent with prior literature, corporate 

governance mechanisms are geared towards ensuring the transparency and accountability, 

which in turn contribute to high quantity and quality sustainability disclosure. The following 

hypotheses are therefore proposed. 

 

Hypothesis 3(a): A company’s corporate governance mechanisms are positively associated 

with the quantity of sustainability disclosure. 

 

Hypothesis 3(b): A company’s corporate governance mechanisms are positively associated 

with the quality of sustainability disclosure. 

 

3.3.3 Hypotheses development – corporate governance, legitimacy crises and 

sustainability disclosure 

Whereas sustainability performance and corporate governance are endogenous to a company 

and perceived by external parties, the external evaluation and perception of a company’s 

performance and behaviour predominantly trigger legitimacy crises (Suchman, 1995). 

Therefore, when the relation of sustainability performance and corporate governance is 

discussed on the basis of their intrinsic link, the interaction of legitimacy crises and corporate 

governance arises through the view and perception of external parties. Although Laszlo (2008) 

and Beelitz and Davies (2012) attribute social scandals and environmental disasters to 

insufficient corporate governance mechanisms, Boiral (2013) and Cho et al. (2015) contend 
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that environmental and social misconduct does not become a legitimacy crisis per se; rather, 

it should be revealed and later interpreted by related parties to complete the ‘transition’ (from 

the misconduct to a legitimacy crisis). The ex-ante function of corporate governance 

mechanisms to prevent corporate misconduct is therefore of less interest in reviewing its 

interaction with legitimacy crisis as the misconduct occurred and is exposed to the public. 

Instead, the ex-post function of corporate governance to address the legitimacy crisis, 

including risk management (Power, 2003) and the reduction of the impact of negative events 

(Marchetti, 2011), should be examined. Effective corporate governance mechanisms ensure 

a proper and timely response from the company facing a legitimacy crisis, in order to appease 

stakeholder groups and to mitigate potential penalties (Aziz, et al., 2015). Further, the 

corporate governance procedures itself is a source of repairing legitimacy and a means of 

neutralising the negative impacts (Michelon & Parbonetti, 2012). Lewis (2011) draws on the 

case of the BP Deepwater oil spill and comments on BP’s risk management processes as 

giving “the impression that the company was doing much to manage risks to both its finances 

and its stakeholders”, although the fact is that “safety was a persistent cultural problem at 

BP” (p. 199). Du and Vieira (2012) concentrate on the six companies in the oil industry and 

identify that detailed governance procedures are effective ways for repairing legitimacy after 

a crisis and for enhancing the creditability of sustainability communication. Further, they 

suggest these companies to exhibit more transparency in sustainability communication to 

increase the creditability of their disclosed information, otherwise stakeholders will remain 

sceptical – even the volume of sustainability information they disclosed is relatively 

extensive compared to those companies in other industries. Transparency and creditability, 

these two merits have been heavily linked to effective corporate governance mechanisms 

during the above discussion.  



109 
 

In summary, companies with good corporate governance have the capacity to respond to the 

legitimacy crises in a proper and timely manner. Moreover, knowing that good corporate 

governance has legitimacy implications, companies are encouraged to capitalise on the 

advantages and proactively manage their legitimacy crises. On the contrary, companies 

lacking effective governance systems and face no legitimacy threat have little intention to 

overly disclose their sustainability information, which may incur costs and create 

uncertainties. The effect of good corporate governance on the quantity and quality of 

sustainability disclosure should at least be equally significant for those companies facing 

legitimacy crises. The following hypotheses are therefore proposed.     

 

Hypothesis 3(c): A company’s corporate governance is positively associated with the 

quantity of its sustainability disclosure if the company is facing a legitimacy crisis. 

 

Hypothesis 3(d): A company’s corporate governance is positively associated with the quality 

of its sustainability disclosure if the company is facing a legitimacy crisis. 
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3.4 Legitimacy crises, sustainability performance, corporate governance 

and sustainability disclosure 

3.4.1 Hypotheses development – sustainability performance, corporate 

governance and sustainability disclosure 

The principle of good corporate governance is partially congruent with the concept of 

sustainability in terms of transparency and accountability (Aras & Crowther, 2008; Boiral, 

2013). Hancock (2004) sees good corporate governance as a consequence of the efforts of 

management to increase accountability to the stakeholders, whereas the same efforts pave 

the way for the success of sustainability activities. Michelon and Parbonetti (2012) draw the 

same conclusion by focusing on the role played by the board of directors – the policies and 

mechanisms that constitute corporate governance emanate from the board of directors, the 

same as sustainability activities. Another strand of literature concentrates on the particular 

mechanism with a designated sustainability function within the corporate governance system, 

such as management remuneration plans (e.g. Deegan & Islam, 2012; Eccles, et al., 2014; 

Huber & Hirsch, 2015) and a CSR/sustainability committee (e.g. Abdelmotaal & Abdel-

Kader, 2016; Burke, et al., 2017). In this vein, corporate governance mechanisms, both those 

having a general purpose of overseeing and strategically planning a company’s operation and 

those having a specific responsibility on discharging on sustainability activities, affect every 

stage of a company’s sustainability activities. Combining effective corporate governance 

mechanisms and practices with superior sustainability performance, the possible 

consequence on sustainability disclosure can be envisaged. While the superior sustainability 

performers have every intention of disseminating their contributions and achievements, their 

effective, specifically designated corporate governance mechanisms can facilitate 
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communication with various stakeholders: (a) such communication has long been established 

and carried out (Burke, et al., 2017); (b) particular corporate governance mechanisms, such 

as sustainability committee or sustainability-related incentives plans, are designed to oversee 

and encourage the performers of sustainability activities (Eccles, et al., 2014); (c) the 

statement and evidence provided are more creditable and convincing, compared to those 

companies that hold a reputation for lacking effective corporate governance mechanisms 

(Kolk & Pinkse, 2010). On the contrary, managers of inferior sustainability performers have 

incentives to hide their performance and the lack of sufficient overseeing and monitoring 

creates adequate room for such managerial manipulation and opportunistic behaviours 

(Bartels, et al., 2015; Swaim, et al., 2016). In summary, a synergetic effect of corporate 

governance and sustainability performance is expected and the following hypotheses are 

therefore proposed.  

    

Hypothesis 4(a): The interaction between sustainability performance and corporate 

governance is positively associated with the quantity of sustainability disclosure. 

 

Hypothesis 4(b): The interaction between sustainability performance and corporate 

governance is positively associated with the quality of sustainability disclosure. 
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3.4.2 Hypotheses development – legitimacy crises, sustainability performance, 

corporate governance and sustainability disclosure 

While the interactions between sustainability performance, legitimacy crises and corporate 

governance are discussed, a three-way interaction of all three factors is expected, particularly 

since the three factors are all intimately related to sustainability disclosure and are interrelated 

with one another. The complications of a three-way interaction, as shown in Table 3.1, 

presents different scenarios in accordance with the changes of each variable.  

Table 3.1 Scenarios of the three-way interactive effect on sustainability disclosure 

Scenario 
Sustainability 

performance 

Legitimacy 

crisis 

Corporate 

governance 

Quantity of 

sustainability 

disclosure 

Quality of 

sustainability 

disclosure 

1 High (+) Yes (1) High (+) More (+) Higher (+) 

2 Low (–) Yes (1) High (+) More (+) Unknown (?) 

3 High (+) Yes (1) Low (–) More (+) Unknown (?) 

4 Low (–) Yes (1) Low (–) More (+) Lower (–)  

5 High (+) No (0) High (+) More (+) Higher (+) 

6 Low (–) No (0) High (+) Less (–) Lower (–) 

7 High (+) No (0) Low (–) More (+) Higher (+) 

8 Low (–) No (0) Low (–) Less (–) Lower (–) 

Note: For simplicity, both superior sustainability performance and good corporate governance are denoted as High with a plus (+) in the 

brackets and both inferior sustainability performance and bad corporate governance are denoted as Low with a minus (–) in the brackets. 

 

As the legitimacy crises variable is a dummy variable, the three-way interaction becomes a 

two-way interaction between sustainability performance and corporate governance when the 

legitimacy crises variable is nil. The discussion on the two-way interaction is applicable in 

this scenario. The lower half of Table 3.1 presents the prediction of the influence of the three-

way interactive effect on sustainability disclosure, which is essentially similar to the 

influence of the two-way interaction between sustainability performance and corporate 

governance [Hypotheses 4(a) and 4(b)]. In scenarios 5 and 8, companies without legitimacy 

crises should follow the general rules that superior (inferior) sustainability performance and 
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good (poor) corporate governance are associated with more (less) quantity of and higher 

(lower) quality of sustainability disclosure. In the other two scenarios (6 and 7), the 

interaction of sustainability performance and corporate governance could not be precisely 

predicted while its implication is of less importance in this study. As argued in Section 3.2, 

communicating sustainability performance is the primary purpose for managers to initiate 

sustainability disclosure in absence of legitimacy considerations. The influence of corporate 

governance on the quantity and quality of sustainability disclosure should be less significant 

in comparison with sustainability performance. The prediction is mainly made by considering 

the predominant effect of sustainability performance on sustainability disclosure, while the 

effect of corporate governance should be less significant in these scenarios.     

 

In the upper half of Table 3.1, the first scenario is easy to predict: superior sustainability 

performance and legitimacy crises create strong incentives for managers to extensively 

disclose their sustainability information in order to ‘correct’ the perception on their 

environmental and social misconduct, while good corporate governance mechanisms provide 

the capacity to facilitate, and add creditability to, the disclosure. The second and third 

scenarios are difficult to predict, as inferior sustainability performance or insufficient 

corporate governance impedes the intention and constrains the ability of managers to disclose 

more of their sustainability information. In the second scenario, the expectation is that 

legitimacy crises supersede superior sustainability performance and, in combination with the 

positive influence of good corporate governance, motivate managers to disclose more in 

quantity. Still, good corporate governance is associated with higher sustainability disclosure 

quality while inferior sustainability performance restrains managers from disclosing detailed 

sustainability information. The interactive effect of these three factors on the quality of 
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sustainability disclosure could not be predetermined. In the third scenario, the managers have 

strong intentions to disclose their superior sustainability performance and compensate the 

negative impact of environmental and social misconduct. However, whether ineffective 

corporate governance would cause an incompetency of managers to thoroughly communicate 

with target stakeholder groups remains unknown. The fourth scenario comprises inferior 

sustainability performance, ineffective corporate governance system and legitimacy crises. 

This is the worst scenario that is possible for a company to see. Although legitimacy theory 

predicts that a company will deny, excuse and justify its misconduct, a company with inferior 

sustainability performance and ineffective corporate governance is left with less ability to 

provide extensive disclosure to ‘soften the blow’ (Fennis & Stroebe, 2014). The best option 

at hand maybe the ‘minimisation’ strategy as defined by Bebbington et al. (2008), which 

downplays the negative event and lies low waiting for the bad influence pass. Based on the 

eight scenarios, the following hypotheses are therefore proposed. 

 

Hypothesis 5(a): The interaction between sustainability performance and corporate 

governance is positively associated with the quantity of sustainability disclosure if the 

company is facing a legitimacy crisis. 

 

Hypothesis 5(b): The interaction between sustainability performance and corporate 

governance is positively associated with the quality of sustainability disclosure if the 

company is facing a legitimacy crisis. 
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3.5 Summary 

In summary, there are fourteen hypotheses within five sets. Hypotheses 1(a) and 1(b) posit 

that companies will increase their level of disclosure, in terms of the quantity, but not the 

quality, to provide an offset to the impact of the negative events. Hypotheses 2(a) and 2(b) 

propose a general relation between sustainability performance and sustainability disclosure, 

arguing that the quantity and quality of sustainability disclosure are positively associated 

with sustainability performance. Hypotheses 2(c) and 2(d) add the effects of the legitimacy 

crises into the sustainability performance and sustainability disclosure relation, postulating 

that (a) the effect of sustainability performance on the quantity of sustainability disclosure 

becomes insignificant if a company is facing a legitimacy crisis; and (b) the effect of 

sustainability performance on the quality of sustainability disclosure should still be 

significant if a company is facing a legitimacy crisis.  

 

Hypotheses 3(a) and 3(b) present the direct effect of corporate governance on the quantity 

and quality of sustainability disclosure. Additionally, the interaction between corporate 

governance and legitimacy crises are discussed and hypothesised in Section 3.3.3 

[Hypotheses 3(c) and 3(d)]. The last section considers the two-way interaction of 

sustainability performance and corporate governance [Hypotheses 4(a) and 4(b)] and the 

three-way interaction of sustainability performance, legitimacy crises and corporate 

governance [Hypotheses 5(a) and 5(b)]. Eight scenarios are developed based on the binary 

changes of individual factors, and the eight combined effects of these three factors on 

sustainability disclosure are posited as sub-hypotheses. 
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Chapter 4 Methodology 

 

4.0 Introduction 

This chapter discusses the research methodology used in this study for collecting data and 

testing the hypotheses proposed in Chapter 3. Section 4.1 describes the sampling method and 

the source of data. Section 4.2 presents all the variables and their measures in this study, as 

tabulated in Table 4.1. Section 4.3 introduces the two analytical methods used: comparison 

analysis and regression analysis. The concluding section (Section 4.4) provides an overview 

of this chapter. 
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4.1 Sampling method and source of data  

4.1.1 Sample selection 

The initial population for this study, according to the statistical data provided by the official 

website of the Chinese stock exchange market5, consists of 2,063 publicly listed companies, 

with more than 12,000 observations in total over a six-year period from 2010 to 2015. It is 

extremely challenging, if not impossible, to examine each individual observation on its 

quantity and quality of sustainability disclosure, especially when the quantity and quality 

vary vastly across companies. The research design of this study predetermines concentration 

on those companies which face legitimacy crises as a sampling criterion. To mitigate the 

auxiliary selection bias, a match sampling technique has been employed. The sampling 

process was divided into two steps. The first stage was to identify those companies which 

were facing a legitimacy crisis by using external sources. This method of using external 

sources to identify environmental and social misconduct is recognised as counter accounting 

or shadow accounting (Gallhofer, et al., 2006). Boiral (2013) notes that the counter 

accounting method uses external sources (e.g. newspaper, magazine or other publications) to 

identify those issues which the company are reluctant to disclose (more details are provided 

in Section 4.2.2a). In the second stage, once the target group has been set up, all other 

companies form a control group; from which a matched sample of the target group is selected 

based on ownership, firm size, profitability and industry. These four firm-specific 

characteristics, which are also the major control variables, have been used extensively in 

prior research (e.g. Elsayed & Hoque, 2010; Joseph & Taplin, 2011; Mia & Mamun, 2011). 

                                                           
5 At the end of 2010, 894 companies were listed on the Shanghai Stock Exchange and 1169 companies were 

listed on the Shenzhen Stock Exchange. 
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The final sample comprised 414 observations; 196 of which are SOEs and 218 of which are 

private enterprises.  

 

Wanderley, Lucian, Farache and Filho (2008) contend that sustainability disclosure should 

be contextualised. Every country is unique: its institutional arrangement, reporting standards 

and economic systems are the roots of its peculiar ways for sustainability practice and 

communication. The main justification for using Chinese data is hinged on the co-existence 

of a relatively weak institutional system and a large-scale market (Cai, 2007). With a 

relatively weak institutional system and an inadequate legal enforcement of minority 

shareholder protection, managers are empowered to exert their own discretion and to 

manipulate sustainability disclosure based on divergent considerations. A large-scale market, 

on the other hand, provides diversity in both motivation and practice concerning 

sustainability disclosure. Further, the high proportion of SOEs, idiosyncratic to China, allows 

an evaluation of sustainability reporting pertinent to the ownership structure. 

Methodologically, restricting data to come from a single country eliminates country-level 

effects which may otherwise confound the major hypotheses tested (Fan & Wong, 2002).  

 

This study takes a longitudinal perspective that covers a relatively prolonged period, from 

2010 to 2015, for four main reasons. First, companies need time to collect data and prepare 

for sustainability disclosure. The time lag between the year reported and the date of release 

can be more than one year in extreme cases (Noronha, et al., 2015). A cross-sectional (one-

year) design may not be able to fully capture the after-effects of the environmental or social 

misconduct events. Second, the prolonged period allows for controlling the time effects of a 

specific year. China is a country with a heavy political atmosphere. Piotroski, Wong and 



119 
 

Zhang (2014) reveal that China’s corporate reporting strategy is influenced by political 

events such as the National Congress year. Therefore, it is risky to extract all the samples 

from one year, while including six years of observations enables the detection of a sudden 

peak or drop of disclosure quantity and quality due to year effect. Third, the Chinese 

government announced its “Sustainable Development and Harmonious Society” officially as 

a national policy in 2004 (Wang, 2007); and since 2008, both the Shanghai and the Shenzhen 

stock markets have encouraged listed companies to prepare CSR reports (See, 2009). As a 

result of the government’s announcements and policies, companies, especially SOEs, have 

actively released sustainability information and the public have become aware of the gravity 

of environmental and social wrongdoings (Li, et al., 2013a). For this study, this facilitates 

the search for company internal sustainability disclosure and related news articles from 

external sources. Fourth, the sample interval is the most recent period in this decade with 

available data and, therefore, the findings and results are of timely interest to the researchers, 

practitioners and policy setters.    

 

In summary, the sample data, designated and collected following the theoretical framework, 

was specifically for achieving the research objectives and testing the proposed hypotheses. 

Previous sustainability disclosure studies have extensively used data from developed markets; 

however, researchers (e.g. Hoq et al., 2010; Boiral, 2013) urge that studies should be devoted 

to emerging markets with a longitudinal data set. In response to this challenge, this study 

contributes a relatively large, China-concentrated, longitudinal data set that examines the 

factors influencing corporate sustainability disclosure over a six-year period. 
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4.1.2 Source of data 

An annual report is regarded as a primary source for corporate reporting literature, even for 

sustainability disclosure studies, as it is a major source of financial and non-financial 

information (Beck, et al., 2010). Whilst other sources of sustainability information, such as 

a corporate website (e.g. Wanderley et al., 2008), or stand-alone sustainability (or CSR) 

reports (e.g. Beets & Souther, 1999; Idowu & Towler, 2004), have also been examined; they 

are in the minority. This study used both these sources of sustainability information, annual 

reports and stand-alone sustainability reports (if available), based on two considerations. 

Earlier researchers excluded stand-alone sustainability reports due to their scarcity (Campbell, 

et al., 2005); however, this constraint no longer applies. Stand-alone sustainability reports 

can better capture sustainability information, which is presented in a more specific and 

dedicated manner. Furthermore, companies which release stand-alone reports may omit their 

sustainability disclosure in the annual reports; while examining the annual reports alone leads 

researchers to erroneously measure the true extent of companies’ sustainability reporting. A 

potential caveat in using a stand-alone sustainability report is that it may be a replication, an 

extraction or an extension of similar content contained in the annual report. This could be 

resolved by scrutinising and comparing the annual report and the sustainability report, to 

ensure that very similar content is not double-counted.   

 

Other sources of data, especially for searching the companies which face legitimacy crises, 

are the official websites of the Chinese government, such as the Ministry of Environmental 

Protection, the provincial Department of Environment Protection and the local Bureau of 

Environment Protection (i.e. to look for fines and penalties related to environmental and 

social issues); the sample companies’ website (i.e. to look for self-disclosure of negative 
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events, which is very rare) and the news collection of the CNKI database (i.e. to look for the 

media coverage of environmental and social misconduct). The Chinese national knowledge 

infrastructure (CNKI) database is the largest ‘digital library’ worldwide (CNKI, 2010). The 

development of this database was initiated by Tsinghua University and was later supported 

by the central government. The news collection of the CNKI database has archived 

15,232,921 news articles from 622 publicly accessible newspapers since 2000 (CNKI, 2014).  

China-based research has frequently used the CNKI database in media coverage related 

studies (e.g. Ye, et al., 2015). Despite that the internet disseminates information faster 

recently, the creditability and authenticity of traditional media, such as newspapers, has still 

been highly regarded by researchers (Du, et al., 2016).   

 

Another external source used is a serial “Research report on corporate social responsibility”, 

released by Chinese Academy of Social Science (CASS) and published by Social Science 

Academic Press (Chen, et al., 2010; Chen, et al., 2011; Chen, et al., 2012; Huang, et al., 2013; 

Huang, et al., 2014; Huang, et al., 2015). These data sources were exclusively employed to 

measure the sustainability performance of Chinese companies (See details in Section 4.2.2b).  
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4.2 Variables 

4.2.1 Dependent variables 

Accounting researchers have long employed content analysis as a major technique for 

measuring corporate disclosure. Krippendorff (2004) describes content analysis as a means 

of transforming narratives to a form fitted for analysis (usually numerical) and suggests that 

it enables researchers to make “inference from texts to the contexts of their use” (p. 18). It is 

not atypical that content analysis is being applied to analysis of a wide range of reports in the 

accounting literature (Unerman, 2000; de Villiers & van Staden, 2006), especially in recent 

sustainability disclosure literature (e.g. Branco & Rodrigues, 2006; Mohd & Weetman, 2006; 

Mia & Mamun, 2011). While content analysis has become common practice in disclosure-

related studies, Beck, Campbell and Shrives (2010) question the predominance of mere word 

count or sentence count in content analysis. The “routine counting of words or concrete 

references” is classified as a mechanic approach, compared to interpretative analysis, which 

focuses on “the underlying themes in the texts under investigation” (Smith & Taffler, 2000, 

p. 627). This view is echoed by Joseph and Taplin (2011) although their classification is 

defined as abundance and occurrence of disclosure, compared to the typology, mechanic and 

interpretative analysis used by Beck, Campbell and Shrives (2010). Sustainability-related 

literature in China also stresses the difference between the quantity and the quality of 

sustainability disclosure (e.g. Chen & Wang, 2011; Li, et al., 2013a; Li, et al., 2013b). This 

study adopted the principle of such a dichotomy under the names of quantity of and quality 

of sustainability disclosure. 
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4.2.1a Quantity of sustainability disclosure 

The underlying methodology of measuring the quantity of disclosure assumes that the 

meaning and importance of the content can be surrogated by the frequency or volume of the 

texts (Guthrie, et al., 2004; Garcia-Meca & Martinez, 2005). The typical means of capturing 

quantitative data is performed by word counts (e.g. Gamerschlag, et al., 2011), by sentence 

counts (e.g. Rahman, et al., 2011), by the percentage of prose (e.g. Unerman, 2000), or by 

the frequency of reporting (e.g. Ness & Mirza, 1991). Whilst sentence counts, inter alia, 

require less judgment and yield more reliable data (Rahman, et al., 2011), the sentence per 

se is a meaningful unit expressing an assertion, compared to word counts (Zain & Janggu, 

2006). This study used sentence counts as a measure of the quantity of sustainability 

disclosure. Specifically, the number of sentences concerning sustainability issues, in both 

annual reports and sustainability reports, are counted as the analytical unit for further 

examination. It is emphasised here that, after counting the disclosure of a particular issue, 

repetitive sentences concerning the same issue in other reports did not contribute to the 

quantity measure; consequently, the double-counting problem was avoided.  

 

4.2.1b Quality of sustainability disclosure 

A significant limitation of relying on the quantity of disclosure is the potential that 

accumulation of disclosure volume does not necessarily lead to completeness and richness 

of disclosed information (Purushothaman, et al., 2000). Managers may use discursive 

language and rhetoric to create an environmentally and socially responsible image without 

making any substantive contribution to the society (Boiral, 2013). To address this issue, 

measuring the quality of disclosure has instead gained popularity among recent studies. 

Previous literature suggests that a self-constructed checklist (a disclosure index) is a sound 
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proxy of the quality of disclosure (Patten & Crampton, 2003; Chapman & Milne, 2004; 

Campbell, Moore & Shrives, 2006; Hummel & Schlick, 2016). Although suffering from 

subjectivity, such an index could effectively capture the meaning, that is, the underlying 

activity of disclosed information, confirming its ‘occurrence’ and leaving no room for 

ambiguity (Joseph & Taplin, 2011). The problem of subjectivity can be mitigated by 

incorporating various indices from prior literature. This study constructed a disclosure 

checklist on the basis of the GRI (2006) framework, as well as incorporating three 

sophisticated indices contributed by Sutantoputra (2009), Beck, Campbell and Shrives (2010), 

and Joseph and Taplin (2011). This self-constructed index is expected to capture the totality 

of the environmental and social narratives, while being less influenced by managerial rhetoric 

and personal judgment. The final score is a sum of the individual items listed on the index: a 

firm is awarded a score of 1 for each index item its disclosure covers. The detailed checklist, 

attached in Appendix A and B, has two separate tables presenting the checklists of 

environmental and social disclosure (33 items and 27 items respectively, total score 60).   

 

Mixed measures of sustainability disclosure have seldom been employed in prior literature 

(Gray et al., 1995b; Cormier & Gordon, 2001). Compared to traditionally quantitative studies 

on sustainability disclosure, introducing the quality of sustainability disclosure highlights the 

importance of what is actually being reported, empowering researchers to study the 

underlying events through the words and sentences. This study contributes methodologically 

to the existing body of literature by deploying a comprehensive content analysis instrument 

which allows for coding both the quantity and the quality of the information disclosed. 
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4.2.1c Reliability and validity test of the measurement of the quality of sustainability 

disclosure 

While multiple items are incorporated to represent one underlying concept, the reliability and 

validity of the measurement should be examined to minimise measure errors (Winata, 2005). 

The reliability of the measurement of the quality of sustainability disclosure in this study is 

defined as: the items in the measurement are internally consistent in evaluating each 

company’s sustainability disclosure, assessing by the Cronbach’s alpha (Cronbach, 1951). 

Normally, the higher the alpha, the higher the reliability of this measurement. A rule of thumb 

is suggested by Nunnally and Bernstein (1994) that an alpha larger than 0.7 is acceptable for 

exploratory study. Table 4.1 presents the results of the reliability test on the measurement of 

the quality of environmental disclosure, including a pairwise correlation matrix and the 

reliability coefficient (Cronbach’s alpha). There are 13 domains (totally 33 items) in 

measuring the quality of environmental disclosure and the pairwise correlations of them are 

substantially larger than 0.5. The reliability coefficient is higher than 0.9 (alpha = 0.9424) 

which suggests a satisfactory level of reliability and internal consistency among all the 

domains. Table 4.2 presents the results of the reliability test on the measurement of the quality 

of social disclosure, also including a pairwise correlation matrix and the reliability coefficient. 

There are 9 domains (totally 27 items) in measuring the quality of social disclosure and the 

pairwise correlation of them are on average around 0.5. The reliability coefficient is close to 

0.9 (alpha = 0.8916), implying that all the items in this dimension are reliable and internally 

consistent. The final measure of the quality of sustainability disclosure is the average value 

of the score of environmental disclosure quality and the score of social disclosure quality. As 

discussed in Section 2.3, sustainability is a multi-facet concept and this study takes the two 
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dimensions of sustainability, namely environmental and social responsibilities, to construct 

the measure of sustainability disclosure.  
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Table 4.1 Reliability analysis – Alpha correlation matrix (environmental disclosure) 

 EP EMS WM OPC ES WU EU GE BD EI RD EA ET 

EP              

EMS .760             

WM .699 .697            

OPC .692 .709 .631           

ES .663 .712 .620 .634          

WU .643 .676 .607 .569 .542         

EU .640 .635 .540 .695 .459 .602        

GE .662 .664 .675 .627 .661 .577 .404       

BD .549 .627 .537 .576 .518 .521 .487 .583      

EI .683 .689 .712 .672 .623 .533 .511 .608 .482     

RD .518 .553 .508 .558 .507 .436 .446 .402 .552 .470    

EA .615 .649 .544 .589 .546 .584 .536 .604 .557 .497 .352   

ET .469 .463 .460 .523 .318 .484 .547 .386 .353 .453 .441 .390  

 

EP: Environmental policy (2) 

EMS: Environmental management system (4) 

WM: Waste management (3) 

OPC: Other pollution control (2) 

ES: Environmental stewardship (3) 

WU: Water usage (3) 

EU: Energy usage (3) 

GE: GHG emission (3) 

BD: Biodiversity and conservation (3) 

EI: Environmental initiatives (2) 

RD: Research and development (2) 

EA: Environmental awards (1)  

ET: Environmental trainings (2) 

Number of domains: 13 (number of items: 33) 

Reliability coefficient – Alpha = .9424 



128 
 

Table 4.2 Reliability analysis – Alpha correlation matrix (social disclosure) 

 EP HRM HS LR V SE CE CP EV 

EP          

HRM .694         

HS .644 .717        

LR .654 .685 .725       

V .467 .543 .589 .555      

SE .376 .396 .471 .388 .337     

CE .531 .500 .534 .479 .418 .245    

CP .616 .563 .525 .527 .411 .413 .518   

EV .537 .560 .565 .498 .430 .409 .440 .345  

 

EP: Equality policy (2) 

HRM: Human resource management (7) 

HS: Health and safety (5) 

LR: Labour rights (3) 

V: Violations (1) 

SE: Supplier engagement (3) 

CE: Community engagement (2) 

CP: Corporate philanthropy (3) 

EV: Employee volunteering (2) 

 

Number of domains: 9 (number of items: 27) 

Reliability coefficient – Alpha = .8916
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Another evaluation is conducted on the validity of the measurement of the quality of 

sustainability disclosure. The validity is defined as the extent to which the items of the 

measurement cover the measured concept or factor (Page & Meyer, 1999). In a nutshell, the 

validity of a measurement is how well it measures what is intended. Two aspects of the 

validity are considered: the content validity of the measurement in this study, which is the 

relevance of each item within the measurement, has been satisfied as these items were 

extracted from previous literature; and the construct validity of the measurement in this study 

has been assessed via factor analyses. The construct of the measurement is valid when all the 

items are unidimensional, in other words, all the items measure the same dimension, rather 

than multiple dimensions, of a concept (Page & Meyer, 1999). The criteria of an acceptable 

level of the construct validity are threefold: the eigenvalue of a single factor (dimension) is 

greater than 1; the factor loading of each item is in excess of 0.55 (Cooper & Schindler, 2003); 

and the principle component explains as much variance as possible. Table 4.3 presents the 

results of the validity test on the measurement of the quality of environmental disclosure, 

including factor loadings of all the domains and the percentage of the variance explained by 

the principle component. The lowest factor loading is greater than 0.55 (environmental 

trainings, 0.578), the eigenvalue is greater than 1 (eigenvalue = 4.2267) and the variance 

explained is more than 50% (53.63%). It indicates that the measurement of the quality of 

environmental disclosure is unidimensional rather than multidimensional while all the 

domains fall into the environmental dimension of sustainability disclosure. Table 4.4 presents 

the results of the validity test on the measurement of the quality of social disclosure. Only 

one factor loading is lower than 0.55 (supplier engagement, 0.517), but still being fair 

according to Cooper and Schindler (2003). The eigenvalue is greater than 1 (eigenvalue = 

3.1838) and the variance explained is close to 70% (69.17%). It indicates that the 
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measurement of the quality of social disclosure is unidimensional rather than 

multidimensional while all the domains fall into the social dimension of sustainability 

disclosure.    

 

Table 4.3 Construct validity analysis – Orthogonal rotated factor analysis (environmental 

disclosure) 

Factor  Loading 

Environmental policy .849 

Environmental management system .878 

Waste management  .807 

Other pollution control .834 

Environmental stewardship .763 

Water usage .749 

Energy usage .726 

GHG emission .771 

Biodiversity and conservation .700 

Environmental initiatives .776 

Research and development .632 

Environmental awards .718 

Environmental trainings .578 

Eigenvalue = 4.2267     Variance explained = 53.63% 

  

Table 4.4 Construct validity analysis – Orthogonal rotated factor analysis (social disclosure) 

Factor  Loading 

Equality policy .801 

Human resource management .829 

Health and safety .847 

Labour rights .802 

Violations .649 

Supplier engagement .517 

Community engagement .636 

Corporate philanthropy .684 

Employee volunteering .655 

Eigenvalue = 3.1838        Variance explained = 69.17% 
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Table 4.5 presents the descriptive statistics of all the 22 domains of measuring the quality of 

both environmental and social disclosure. The range of each domain is also demonstrated, 

with a higher value of one domain indicates the company disclose more in the aspect this 

domain represents. For instance, water usage (domain 3.2) has a full value of 3 if a company 

has a policy of water use efficiency and provides data of water usage of itself and in 

comparison, with previous usage or industry average. Clearly, this type of disclosure provides 

understandable information to the intended users and is most likely to reflect a true and fair 

view of the company’s activities in terms of sustainability. Alternatively, a higher value may 

also indicate that the company provides more completed disclosure on one aspect of its 

sustainability activities. A higher value in environmental management system (domain 1.2) 

represents that the company has established a more completed system, comprising following 

environmental reporting guidelines, engaging business partners, providing assurance on 

environmental reporting and disclosure on any certificate of environment management 

system. The possible maximum value of the quality of environmental disclosure is 33 

whereas the actual maximum value is 26 with a mean value of 3.842. On another dimension 

of the quality of sustainability disclosure (i.e. social disclosure), the possible maximum value 

is 27 whereas the actual maximum value is 22 with a mean value of 3.551.   
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Table 4.5 Descriptive Statistics of 22 domains of the quality of sustainability disclosure  

   Actual range Possible range 

 Mean Median Min Max Min Max 

Environmental policy .825 1 0 2 0 2 

Environmental management 

system 
.758 0 0 4 0 4 

Waste management .701 0 0 3 0 3 

Other pollution control .616 0 0 2 0 2 

Environmental stewardship .621 0 0 3 0 3 

Water usage .616 0 0 3 0 3 

Energy usage .483 0 0 3 0 3 

GHG emission .763 1 0 3 0 3 

Biodiversity and conservation .540 0 0 3 0 3 

Environmental initiatives .588 0 0 2 0 2 

Research and development .379 0 0 2 0 2 

Environmental awards .333 0 0 1 0 1 

Environmental trainings .280 0 0 2 0 2 

SUM 3.842 1 0 26 0 33 

       

Equality policy .882 1 0 2 0 2 

Human resource management 1.355 1 0 5 0 7 

Health and safety .953 1 0 5 0 5 

Labour rights .735 0 0 3 0 3 

Violations .389 0 0 1 0 1 

Supplier engagement .498 0 0 2 0 2 

Community engagement .664 0 0 2 0 2 

Corporate philanthropy .972 1 0 3 0 3 

Employee volunteering .488 0 0 2 0 2 

SUM 3.551 0 0 22 0 27 
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4.2.2 Independent variables 

4.2.2a Legitimacy Crisis 

Using external sources as ‘counter accounting’ to internal sources is an innovative way to 

emancipate scholars from hegemonic discourse on corporate sustainability, prepared by 

managers, despite this technique rarely being used in disclosure research (Gallhofer, et al., 

2006). External sources provide alternatives (other than an annual report) to detect potential 

legitimacy crises that are regularly omitted in managerial presentations. Meanwhile, the 

development and dissemination of information on the Internet makes more sources available 

for researchers. Online information is described as evidence to supplement, even oppose, 

information provided by the company itself; nevertheless, its usefulness is subject to a range 

of factors, such as the reliability of these sources (Paisey & Paisey, 2006). 

 

This study examined both internal and external sources to detect legitimacy crises, thereby 

identifying companies which are in need for repairing their legitimacy and for retaining 

support from their key stakeholders. External sources are divided into two categories: 

government and news agency. Government fines and litigations bring an immediate threat to 

the legitimacy of the corporations, as such actions are highly regarded due to their 

‘authenticity’, and become public knowledge soon after release (Laux & Stocken, 2012). 

Comparatively, news sources are required to meet certain criteria before being used. The 

criteria, adapted from Boiral (2013), included: 

1) The news reports on a significant event that occurred between 2010 and 2015. 

2) The event should fall into a category of environmental and social (and ethical) issues, 

such as damage to the environment or a severe conflict with local residents. 

3) There should be more than one source of news article reporting the same event.  
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4) These news articles should be presented in a coherent manner and based on well-

documented facts. 

Government charges and penalties threaten the corporations’ legitimacy of operation and are 

self-evident proof of a severe violation of corporate social responsibility (and legal 

obligation). The websites of three levels of the government (ministry, department and bureau 

levels of environment protection) were searched for any announcement regarding 

disciplinary actions against listed companies. The news archives based on the CNKI database 

were subsequently searched for news articles pertinent to the disciplinary action to verify that 

the negative effect of this disciplinary action has been perceived by the media. The search 

method was to use key word search on the name of the company under regulation and to 

record how many new articles were published to discuss this event (i.e. government 

disciplinary action). Out of 207 misconduct cases, 44 were regulated and announced by any 

one of the three levels of the government during the period 2010 to 2015. 

 

Unlike government actions, news articles are susceptible to criticism such as a lack of 

creditability, fairness and usefulness, as discussed by Boiral (2013). To overcome these 

limitations, this study filtered out those news articles which lack substantive evidence by 

setting two general rules: first, requiring more than one source of reporting; and second, 

giving preference to prestigious newspapers, such as People’s Daily and Xinhua 

Communication, and to specialised news agencies, such as China Securities – an official 

media of CSRC. Listed companies were first searched in the CNKI database by using the key 

words of ‘pollution’, ‘violation of the regulation of environmental protection’, ‘conflict with 
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local community’, ‘dispute with employees’ and ‘fake disclosure’6. All the returned results 

were examined to identify whether the event was reported by more than one source and 

whether the event could be classified into sustainability issues. 163 cases were identified as 

environmentally or socially irresponsible and were reported by more than one source (i.e. 

different newspapers) during the period 2010 to 2015. A dummy variable was created as an 

indicator identifying the company that is facing a legitimacy crisis. For example, in company 

A, shown to be involved in a conflict with its employees in 2011, the dummy variable 

“legitimacy crisis” is recorded as “1” for year 2011. Table 4.6 provides the distribution of 

the 207 misconduct cases according to the year of conduct, the classifications of 

environmental or social misconduct and the types of ownership. Panel A showed that SOEs 

and private enterprises, approximately equal in number, were exposed by news media for the 

environmental and social malfeasances in the sample period. SOEs accounted for more than 

two-thirds of environmental wrongdoing, while private enterprises were accused of social 

scandals, including labour rights violation, unfair payments, flawed products and false 

financial reports. In total, 207 cases of environmental and social misconduct were reported 

across the period of years 2010 to 2015, so another 207 cases have been selected as a 

comparison group matching their ownership, size and industry at the same year of conduct.  

 

Panel B tabulated the number of cases of environmental and social misconduct allocating to 

each year from 2010 to 2015. It is a trend that private companies engaged in environmentally 

and socially irresponsible conduct more frequently than SOEs for the most number of years 

in the sample period, although the SOEs showed a particularly rapid growth in such 

                                                           
6 These key words were typed in by using Chinese, the Chinese translation of these key words are: “污染 

“,” 违反环保法规”, “与当地居民冲突”,” 劳资纠纷” and “虚假报告”. 
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misconduct in the year 2015. Combined with the information presented in Panel A, this detail 

forms a first impression that private enterprises have a higher probability of conducting social 

wrongdoing while SOEs are more likely to engage in environmental accidents, especially in 

the most recent years. 

 

Table 4.6 Summary of the 207 misconduct cases 

Panel A: Environmental and social misconduct group 

Ownership Environmental Social Total 

SOE 63 35 98 

Private 28 81 109 

Total 91 116 207 

 

Panel B: Year distribution of the misconduct group  

Year distribution 2010 2011 2012 2013 2014 2015 Total 

SOEs 11 8 15 16 8 40 98 

Private enterprises 19 18 18 15 11 28 109 

Total 30 26 33 31 19 68 207 

 

This study introduced such a measure of legitimacy crises, which is adverse media publicity 

on environmental and social misconduct, to investigate the motivations for and determinants 

of sustainability disclosure. This measure is rarely used but has its root in prior studies such 

as that of Aerts and Cormier (2009), who use the Janis–Fadner coefficient of imbalance as a 

measure of legitimacy; that of Du (2015), who uses survey instruments as a simulation of 

environmental misconducts; and that of Christensen (2016), who uses the Audit Analytics 

Litigation database to identify environment and society related legal cases to focus on the 

effects of CSR disclosure on preventing future misconduct. Instead of using those measures 
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of legitimacy seen in prior research, this study follows Boiral (2013) – who uses the same 

counter accounting method but conducted a qualitative study – and concentrates on the 

negative side (i.e. the legitimacy crisis), uses real cases, covers more topics than lawsuits 

cover, and focuses on its higher degree of urgency, compared to a low performance rating. 

Moreover, similar use of media publicity as a measure of legitimacy has been seen in the 

studies of Kent and Monem (2008), Islam and Deegan (2010), and Ye et al. (2015). Although 

using the number of news articles related to a company as a measure of legitimacy (crises) 

has been justified by these researchers, this study contends that this measurement has its 

limitations. First, the number of news articles may not reflect the publicity of a particular 

event, rather, it may reflect the preference of the newspapers. Newspapers have their target 

readers and their specialities. For instance, it is understandable that security specialised 

newspapers would report more on financial scandals than on pollution and biodiversity. 

Therefore, the number of news articles relevant to a particular event may not be an objective 

measure of the event’s negative impact, rather, it could be a subjective selection on the scope 

of reporting. Second, the news articles may be ‘abundant’ in quantity on reporting the same 

event as concerned by Boczkowski (2010). Boczkowski (2010) suggests that the news 

articles reporting the same event could share the same source of information and their content 

could be similar. The media coverage of the same event does not increase proportionately 

according to the accumulation of the numbers of news articles. In this vein, the negative 

impact of an environmental or social event may not be accurately quantified by the number 

of news articles which report the event. For this study, it is more important to confirm the 

occurrence of an environmental or social misconduct event and of the legitimacy crisis it 

causes, rather than quantifying the negative impact caused by the event. The use of a dummy 

variable to identify those companies facing legitimacy crises is more appropriate than using 
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the number of news articles to measure the extent or gravity of a legitimacy crisis, especially 

for this study.  

 

4.2.2b Sustainability performance 

Sustainability performance is measured by the sustainability rating system, provided by 

Chinese Academy of Social Science (CASS), a research institute with a high-reputation 

nationwide, which is directly accountable to State Council of China (Sleeboom-Faulkner, 

2007). Since 2009, CASS, using its exceptional resources and its identity as a governmental 

affiliate, has released a CSR rating of the largest companies in China7. The CSR scores of 

individual companies are deemed as reflecting their underlying CSR activities. To measure 

sustainability performance with regard to validity and reliability, CASS incorporated 

multiple indices systems and standards, including ISO 2006, the Global Reporting Initiatives 

(GRI) Sustainability Reporting Guidelines, the Dow Johns sustainability index and the 

Business in the Community (BITC) Corporate Responsibility Index (Chen, et al., 2010). The 

theoretical framework of the ranking system covers four dimensions of CSR: CSR 

management, economic (market) responsibility, social responsibility and environmental 

responsibility. This study focuses strictly on the sustainability performance, therefore using 

only the environmental and social scores provided by CASS. 

 

Environmental responsibility concerns the responsibility a firm owes to the environment, 

including minimising its environmental impact and maximising its operational efficiency to 

                                                           
7 The largest companies are defined according to the “Chinese Enterprises 500” ranking, which is released by 

the Chinese Enterprise Federation (CEF) and the Chinese Enterprise Directors Association (CEDA) every 

year. The selection criteria are mainly market capitalisation, annual sales and employee numbers. 
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avoid waste of natural resources, to conserve local vegetation, and to support other similar 

activities. Social responsibility is a duty of care to be honoured for the society: that is, internal 

employees, external government, NGOs and the local community. Social investment, 

corporate donations, community engagement programs and organised volunteering are 

typical socially responsible activities (Castka, et al., 2004). These two responsibilities are 

consistent with the concept of sustainability and were used as measures of sustainability 

performance in this study.  

 

The CASS rating is a scoring system with 100 as the highest and 0 as the lowest. The rating 

score is generated based on the investigation of the CASS on these rated companies (Chen, 

et al., 2010). After gathering the primary data, the CASS adjusts the individual scores of 

different companies on the weights of environmental and social responsibilities, according 

to which industry these companies belong. Finally, the individual scores of each company 

are calculated and further edited based on each company’s sustainability awards and penalties.  

 

The use of rating metrics provided by external agencies is relatively common in previous 

studies, especially those on the sustainability performance – sustainability disclosure relation 

(e.g. Cho & Patten, 2007; Dawkins & Fraas, 2011). Such use is more reliable if the source of 

information about sustainability performance is different from the source of sustainability 

disclosure; and if the measure of sustainability performance is not generated from the same 

system which generates the measure of sustainability disclosure (Chatterji, et al., 2009). 

Although many researchers favour the KLD database, Hummel and Schlick (2016) argue that 

the KLD rating is concerned primarily with binary assessment and its rating process is not 

fully transparent, which makes the measures less reliable. This study considered the CASS 
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rating as the measure of sustainability performance based on three grounds: (a) the CASS 

rating is created in China and is specifically tailored for rating Chinese companies; therefore, 

it is more appropriate when evaluating sustainability performance within the Chinese context; 

(b) the source of data used in the CASS rating are obtained through multiple channels; 

therefore, the data used are more reliable and cross-verifiable; (c) the rating and calculation 

process is disclosed thoroughly in Chen, Huang and Peng (2010); therefore, the rating system 

is transparent and testable.     

 

To summarise, the CASS rating is a reliable and valid measure for sustainability performance 

which is specifically adapted to fit the Chinese context (Li, et al., 2016). It uses multiple 

sources other than companies' annual reports, and is adjusted based on public rewards and 

penalties. Appendix C presents the CSR categories and items used in the CASS rating 

(Sourcing from Li, et al., 2016, p. 185-186). The environmental performance score and social 

performance score were averaged to obtain a score for the sustainability performance of a 

company. 

 

4.2.2c Corporate governance 

Various measures have been incorporated into corporate governance literature, although 

developing a universally accepted measurement for corporate governance is practically 

unfeasible (Bhagat & Bolton, 2008; Mollah, et al., 2012; Zhou, et al., 2011). This study 

included 4 categories of good corporate governance from prior literature, based on relevance 

(i.e. the closeness to the topic) and dominancy (i.e. how commonly it is adopted), including: 

 Board composition – whether the board composition is diversified 
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 Board structure – a specific committee in charge of all the sustainability issues8 and 

other specialised committees   

 Shareholder Protection – whether there is a minority shareholder protection policy 

 Stakeholder Engagement – whether there is a channel to solicit external stakeholder 

opinion 

There are 14 items in the total 4 categories. Two categories – sustainability committee and 

stakeholder engagement – were included due to their pertinence to corporate sustainability 

and their potential to contribute to high quantity and quality of sustainability disclosure. 

Board composition and shareholder protection are elements recommended by the corporate 

governance principles (ASXCG Council, 2010); having a potential to increase the 

transparency and creditability in corporate disclosure. Overall, the possible highest score is 

14 for a company and the lowest score is 0. A detailed checklist is attached as Appendix D. 

Table 4.7 presents the results of reliability and validity tests, and the descriptive statistics of 

the 4 categories of the measurement of corporate governance. Similar to those tests conducted 

in Section 4.2.1c, the reliability is tested against the Cronbach’s alpha and the validity is 

tested by using orthogonal rotated factor analysis. The results suggest that this measure of 

corporate governance is internally consistent and unidimensional.  

 

 

 

 

 

                                                           
8 The Sustainability Committee could have different titles, such as a Corporate Social Responsibility Committee, 

as long as it is responsible for all the sustainability issues. 



142 
 

Table 4.7 Reliability and validity analyses – Corporate governance 

Panel A: Alpha correlation matrix 

 BC BS SP SE 

Board composition (BC)     

Board structure (BS) .583    

Shareholder protection (SP) .470 .461   

Stakeholder engagement (SE) .549 .435 .307  

 

Number of categories: 4 (number of items: 14) 

Reliability coefficient – alpha: 0.7511 

Panel B: Orthogonal rotated factor analysis 

Factor  Loading 

Board composition (BC) .771 

Board structure (BS) .704 

Shareholder protection (SP) .575 

Stakeholder engagement (SE) .612 

Eigenvalue = 1.790     Variance explained = 79.56% 

 

Panel C: Descriptive statistics of 4 items of the measurement of corporate governance 

   Actual range Possible range 

 Mean Median Min Max Min Max 

Board composition (BC) 1.678 2 0 4 0 4 

Board structure (BS) 1.701 2 0 4 0 5 

Shareholder protection (SP) .754 1 0 1 0 1 

Stakeholder engagement (SE) 1.403 1 0 4 0 4 

SUM 5.535 6 0 12 0 14 

 

 

4.2.2d Control variables 

Although the effect of state-ownership on sustainability disclosure is not hypothesised, it is 

controlled for in this study, as the ownership structure is prominent in determining the nature 

and scale of disclosure (Shen, et al., 2008). State ownership is measured by a dummy variable 
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which records SOE as “1” and “0” otherwise, and alternatively by a percentage of 

government shares. This study excluded institutional owners from the model as this is not a 

dominant type in the Chinese stock exchange market (Cheung, et al., 2010). Moreover, this 

study used a dummy variable rather than a percentage of shares held by the government, due 

to the complexity of the ownership structure of Chinese companies (Li, et al., 2013a). 

According to Liu and Sun (2010), the ultimate owner of a listed company usually exerts 

control indirectly, and “at least one company lies between the ultimate owner and the 

downstream listed company” (p. 457). Occasionally, the percentage of shareholding is 

insufficient to represent de facto control over a listed company. For instance, Shenzhen 

Construction Investment Holding Company, an entity fully owned by a municipal 

government, owns 34.8 percent of Shenzhen Changcheng Investment Holding Co. Ltd., a 

listed company, as an ultimate owner and an effective controller (presented in its annual 

report). It is an SOE, but the percentage of its shareholding (34.8 percent) is inadequate to 

assume its ownership and control. The percentage of governmental shares is accounted for 

and is a complement to the dummy variable, to facilitate statistic comparisons (Li, et al., 

2013a). Companies are mandated to disclose the ‘controlling shareholder’ in their annual 

reports. This study employed a dummy variable to identify those companies which are 

effectively controlled by the government (municipal, provincial and central levels) and its 

agencies (e.g. state-owned assets supervision and administration commission (SASAC)), but 

also used the actual percentage of governmental shareholding as an alternative measure.  

 

This study follows the existing literature, incorporating those factors which are suggested to 

influence sustainability disclosure. From a political cost theory, the size of a company is 

widely recognised as a determinant of sustainability reporting (Fortanier, Kolk & Pinkse, 
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2011; Gamerschlag, Moller & Verbeeten, 2011; Rahman, Zain & Al-Haj, 2011; Mia & 

Mamun, 2011). The logic behind the political cost theory is that the size of a company 

determines its visibility to the public and increases its possibility to be noticed by the 

regulators, which therefore incurs excessive regulations-related costs and taxes (Healy & 

Palepu, 2001). A corollary is that larger companies, in contrast to smaller ones, have 

incentives to disclose more to minimise the potential costs of political intervention. Company 

size is measured by the logarithm of a company’s total assets.  

 

Profitability, as suggested by the resources-perspective literature, is a major factor 

influencing sustainability reporting. Based on the assumption that sustainability performance 

and financial performance will endogenously stimulate each other, financial prosperity is 

posited to influence sustainability performance and disclosure (Pava & Krausz, 1996; Preston 

& O’Bannon, 1997; Stanwick & Stanwick, 2000). In accordance with most of the literature, 

profitability is measured by return on assets (ROA). 

 

Industrial characteristics are heavily emphasised by previous studies, especially in 

sustainability disclosure (Wanderley, et al., 2008); even the regulatory document of stock 

exchanges in China (quoted previously in Section 2.5) requires distinct standards of 

disclosure for high and low pollution industries. This study follows the classification 

provided by the Chinese government: Electricity, Iron and Steel, Cement, Aluminium, Coal, 

Metallurgy, Chemistry, Petroleum, Construction, Papermaking, Brewing, Fermentation, 

Textile, Curriery and Mining industries, classified as environmentally sensitive industries 

(EnvSI) and measured by a dummy variable which records “1” for EnvSI and “0” for non-

EnvSI. Table 4.8 presents all the variables and the expected outcomes for those variables.
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Table 4.8 Summary of hypotheses development and details of variables 

Variable Hypotheses Measurement Expected Sign 

Quantity of 

sustainability 

disclosure (DV1) 

 

QUAN: sentence count, comprises the 

quantity of environmental and social 

disclosure (numerical) 

 

Quality of 

sustainability 

disclosure (DV2) 

 

QUAL: a self-constructed index, 

summary of each items, comprises 

environmental and social disclosure 

scores: environmental disclosure: 33 

items in 6 categories; social disclosure: 

27 items in 3 categories; the total score 

is 60 (numerical) 

 

Legitimacy crisis (IV1) 

The quantity of a company’s sustainability disclosure is 

higher if the company is facing a legitimacy crisis than 

that of its counterpart which is not facing a legitimacy 

crisis (H1a) 
LC: dummy variable, the company is 

facing a legitimacy crisis “1” or “0” 

otherwise (binary) 

DV1: + 

The quality of a company’s sustainability disclosure is 

lower if the company is facing a legitimacy crisis 

compared to that of its counterpart which is not facing a 

legitimacy crisis (H1b) 

DV2: ‒ 

Sustainability 

performance (IV2) 

A company’s sustainability performance is positively 

associated with the quantity of its sustainability disclosure 

(H2a) 

SP: measured by the average of the 

score of environmental and social 

performance provided by the CASS 

rating, scoring from 100 to 0 

(numerical) 

DV1: + 

A company’s sustainability performance is positively 

associated with the quality of its sustainability disclosure 

(H2b) 

DV2: + 
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IV1*IV2 

A company’s sustainability performance is positively 

associated with the quantity of its sustainability disclosure 

if the company is facing a legitimacy crisis (H2c) 
 

DV1: + 

A company’s sustainability performance is positively 

associated with the quality of its sustainability disclosure 

if the company is facing a legitimacy crisis (H2d) 

DV2: + 

Corporate governance 

(IV3) 

A company’s corporate governance mechanisms are 

positively associated with the quantity of sustainability 

disclosure (H3a) 
CG: self-constructed checklist 

comprises 14 items of 4 categories, total 

score 14 to 0 (numerical) 

DV1: + 

A company’s corporate governance mechanisms are 

positively associated with the quality of sustainability 

disclosure (H3b) 

DV2:  + 

IV1*IV3 

A company’s corporate governance is positively 

associated with the quantity of its sustainability disclosure 

if the company is facing a legitimacy crisis (H3c) 
 

DV1: + 

A company’s corporate governance is positively 

associated with the quality of its sustainability disclosure 

if the company is facing a legitimacy crisis (H3d) 

DV2: + 

IV2*IV3 

The interaction between sustainability performance and 

corporate governance is positively associated with the 

quantity of sustainability disclosure (H4a) 
 

DV1: + 

The interaction between sustainability performance and 

corporate governance is positively associated with the 

quality of sustainability disclosure (H4b) 

DV2: + 

IV1*IV2*IV3 

The interaction between sustainability performance and 

corporate governance is positively associated with the 

quantity of sustainability disclosure if the company is 

facing a legitimacy crisis (H5a) 
 

DV1: + 
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The interaction between sustainability performance and 

corporate governance is positively associated with the 

quality of sustainability disclosure if the company is 

facing a legitimacy crisis (H5b) 

 

DV2: + 

State ownership (CV1) 

State-owned Company provides higher quantity and 

quality of sustainability disclosure compared to 

institutionally or privately controlled company  

SO: (1) dummy variable, SOE “1” or 

“0” otherwise (binary); (2) percentage of 

government shares 

DV1: + 

DV2: + 

Size (CV2) 
Large companies provide higher quantity and quality of 

sustainability disclosure than small companies 
SZ: logarithm of total assets (numerical) 

DV1: + 

DV2: + 

Profitability (CV3) 
Profitable companies provide higher quantity and quality 

of sustainability disclosure than those less profitable  
PRO: ROA (numerical) 

DV1: + 

DV2: + 

Industry (CV4) 

Companies classified into high pollution industries 

provide higher quantity and quality of sustainability 

disclosure than those classified into low pollution 

industries 

IND: dummy variable, environmental 

sensitive industry (EnvSI) “1” or “0” 

otherwise (binary) 

DV1: + 

DV2: + 

Year (CV5)  
YEAR: dummy variable to control for 

year (binary) 
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4.3 Analysis 

After the variables were coded, this study employed a two-step analysis: comparative and 

regressive. Such a theoretical and methodological pluralism is advised by Hoque, Covaleski 

and Gooneratne (2013), as it has a “complementary nature (not competing) to the depth and 

richness of single theory and method approaches” (p.1172). Lounsbury (2008) implored 

future researchers to use multiple methods to account for the diverse nature of social 

phenomena. Multiple methods enable researchers to provide stronger support and more 

rigorous evidence for a hypothesis than using a single method would. This study, therefore, 

uses plural methods in testing the fourteen hypotheses, so that the level of confidence is 

increased.  

 

4.3.1 Comparative analysis 

Comparative analysis is employed as a preliminary test on the relationship between the three 

main variables and the quantity and quality of sustainability disclosure. Once a group of 

companies categorised as facing a legitimacy crisis is identified, a matched sample, 

controlled for firm size, profitability and industry, is drawn from the rest of the companies. 

The sets of comparison tests are conducted based on the three main variables: (1) dividing 

companies by whether they are facing legitimacy crises, and comparing two groups’ quantity 

and quality of sustainability disclosure [H1(a), H1(b)]; (2) dividing companies by their 

sustainability performance (high and low groups based on the median score), and comparing 

two groups’ quantity and quality of sustainability disclosure [H2(a), H2(b)]; (3) dividing 

companies by their sustainability performance and whether they are facing legitimacy crises 

(facing legitimacy crises and high sustainability performance, facing legitimacy crises and 
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low sustainability performance, not facing legitimacy crises and high sustainability 

performance, and not facing legitimacy crises and low sustainability performance), and 

comparing two groups’ quantity and quality of sustainability disclosure [H2(c), H2(d)]; (4) 

dividing companies by their corporate governance scores (high and low groups based on the 

median score), and comparing two groups’ quantity and quality of sustainability disclosure 

[H3(a), H3(b)]; (5) dividing companies by whether they are facing legitimacy crises and their 

corporate governance (facing legitimacy crises and good corporate governance, facing 

legitimacy crises and poor corporate governance, not facing legitimacy crises and good 

corporate governance, not facing legitimacy crises and poor corporate governance), and 

comparing two groups’ quantity and quality of sustainability disclosure [H3(c), H3(d)]; (6) 

dividing companies by their sustainability performance and corporate governance (high 

sustainability performance and good corporate governance, low sustainability performance 

and good corporate governance, high sustainability performance and poor corporate 

governance, and low sustainability performance and poor corporate governance), and 

comparing two groups’ quantity and quality of sustainability disclosure [H4(a), H4(b)]; (7) 

dividing companies by their sustainability performance, corporate governance and whether 

they are facing legitimacy crises, and constructing a matrix to present different scenarios 

according to changes in each variable [H5(a), H5(b)]. 

 

Additional comparison analyses were undertaken to capture the effect of legitimacy crises on 

the changes in the quantity and quality of sustainability disclosure. A difference-in-

differences design is intended to make comparisons between two matched companies, and 

between different periods of one company as well. The method of difference-in-differences 

comparison is exemplified in Table 4.9: Comparing the two groups’ quantity and quality of 
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sustainability disclosure, before and after the event happens, is expected to identify the 

increases of the quantity and quality of sustainability disclosure. This research design reduces 

the market-wide and industry-wide need for increased reporting which influences all the 

companies. The rationale behind this comparison is that the company’s sustainability 

disclosure should not significantly deviate from its previous level and from the level of a 

similar sized company within the same industry. It includes both horizontal and vertical 

comparisons. Horizontal comparisons, conducted between a company and its matched 

sample, reveal a relative escalation, compared to an external benchmark. The logic behind 

this method is the proposition that if a company discloses sustainability information primarily 

as a response to negative environmental and social news, and for the purpose of repairing its 

threatened legitimacy, that company would disclose more than the average level of other 

companies of similar size and profitability within the same industry. Vertical comparisons 

between different periods of one company are used to differentiate the quantity and quality 

of sustainability disclosure of the same company before and after the occurrence of a 

significant environmental and social event. With time-invariant factors eliminated, the effect 

of the event is arguably to be the main cause of any change detected.  
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Table 4.9 Exemplar of comparative analysis 

 
Company A (interest group) Company B (control group) 

Control for size, profitability and industry 

Before the event 
Similar level of sustainability disclosure between the two 

companies is expected 

After the event 

A significant increase in the 

quantity but not the quality of 

sustainability disclosure 

Remains at a similar level of 

disclosure as previous year’s 

The difference between the 

event year and the last year 

before the event 

Company A’s difference in the quantity of sustainability 

disclosure between the two years is significantly higher than 

company B’s difference; company A’s difference in the quality 

of disclosure is not significantly higher, or even lower, than 

company B’s difference 

 

 

4.3.2 Regression analysis 

While the comparative analysis is concerned with its crudeness and inconclusiveness, the 

second step, employing a regression analysis with a comprehensive model, is to complement 

and advance the comparison test. A regression analysis has its strengths in three areas: first, 

embodying multiple factors within one model; second, enumerating the explanatory power 

of the entire model (adjusted R2); third, specifying the correlation between the different 

variables. This study used the STATA, a specialised data analysis software, to process all the 

data and to run three sets of regression analyses. The first set of models examined the direct 

effects of various determinant factors on the quantity and quality of sustainability disclosure. 

Equations (1) and (2) excluded all the interactive effects and were performed on the full 

sample. The results of the comparison tests (1), (2) and (4) and the first set of regression 

models were combined, and the Hypotheses 1(a), 1(b), 2(a), 2(b), 3(a) and 3(b) were tested.  
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The first set of models was conceived as follows: 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝐿𝐶 + 𝑎2𝑆𝑃 + 𝑎3𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐸𝑛𝑣𝑆𝐼 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                                       [1]                                                     

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝐿𝐶 + 𝑎2𝑆𝑃 +  𝑎3𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐸𝑛𝑣𝑆𝐼 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                                       [2]                                                                                                                           

where 

QUAN = the quantity of sustainability disclosure  

QUAL = the quality of sustainability disclosure  

𝑎0 = constant 

LC = legitimacy crises 

SP = sustainability performance  

CG = corporate governance 

Control Variables 

SO = state ownership 

SZ = firm size 

PRO = profitability 

EnvSI = environmental sensitive industry 

YEAR = year dummy 

 𝜀 = error term 

 

According to legitimacy crises, the second set of models were tested on two subsamples: 

misconduct group and non-misconduct (match) group. The effects of the other two factors, 

sustainability performance and corporate governance, on the quantity and quality of 

sustainability disclosure were separately tested on the two subsample groups. Equations (3) 
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and (4) tested the effects of sustainability performance in the two subsample groups, whereas 

Equations (5) and (6) tested the effects of corporate governance in the two subsample groups. 

The results of the comparison tests (3) and (5) and the second set of regression models were 

combined, and Hypotheses 2(c), 2(d), 3(c) and 3(d) were tested.  

The second set of models was conceived as follows: 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                   [3] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                      [4] 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝐶𝐺 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                   [5] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝐶𝐺 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                      [6] 

 

The third set of models focuses on the interactive effect of sustainability performance and 

corporate governance and how this interactive effect influences the quantity and quality of 

sustainability disclosure in the two subsample groups. Equations (7) and (8) were performed 

on the full sample to examine the interactive effect of sustainability performance and 

corporate governance. Further, these two equations were performed separately on the two 

subsample groups to investigate the interactive effect with the presence of legitimacy crises. 

The results of the comparison tests (6) and (7) and the third set of regression models were 

combined, and Hypotheses 4(a), 4(b), 5(a) and 5(b) were tested.  

The third set of models was conceived as follows: 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 +  𝑎2𝐶𝐺 + 𝑎3𝑆𝑃 ∗ 𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                             [7] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 +  𝑎2𝐶𝐺 + 𝑎3𝑆𝑃 ∗ 𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                             [8] 
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4.3.3 Additional analyses 

Additional analyses were performed. One additional test was to include legitimacy crises into 

the equation as a dummy variable; thus, all the direct and interactive effects, including three 

two-way interactions and one three-way interaction, were tested with a comprehensive model. 

Equations (9) and (10) formulate the comprehensive models:  

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐿𝐶 +  𝑎3𝐶𝐺 + 𝑎4𝑆𝑃 ∗ 𝐿𝐶 + 𝑎5𝑆𝑃 ∗ 𝐶𝐺 + 𝑎6𝐿𝐶 ∗ 𝐶𝐺 + 𝑎7𝑆𝑃 ∗ 𝐿𝐶 ∗

𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + 𝑏5𝑌𝐸𝐴𝑅 +  𝜀                                                          [9] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐿𝐶 +  𝑎3𝐶𝐺 + 𝑎4𝑆𝑃 ∗ 𝐿𝐶 + 𝑎5𝑆𝑃 ∗ 𝐶𝐺 + 𝑎6𝐿𝐶 ∗ 𝐶𝐺 + 𝑎7𝑆𝑃 ∗ 𝐿𝐶 ∗

𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + 𝑏5𝑌𝐸𝐴𝑅 +  𝜀                                                          [10] 

 

Another additional analysis was designed to capture the changes of the pre- and post-event 

years’ sustainability disclosure of the same company. Since the difference-in-differences 

comparison was to examine whether the changes of the pre- and post-event years’ 

sustainability disclosure of misconducted companies is substantially different from the 

disclosure of their non-misconducted match samples, this regression analysis complements 

the results of the difference-in-differences comparison test while controlling for the changes 

because of other latent variables. All the variables employed in these models were calculated 

as a difference (e.g. difference in sustainability performance or difference in size); other fixed 

variables were excluded as they remained relatively constant during the two years (e.g. 

industry effects or state ownership). The models were conceived as follows: 

𝑄𝑈𝐴𝑁 𝐷𝑖𝑓𝑓 =  𝑎0 + 𝑎1𝐿𝐶 + 𝑎2𝑆𝑃 𝐷𝑖𝑓𝑓 + 𝑏1𝑆𝑍 𝐷𝑖𝑓𝑓 + 𝑏2𝑃𝑅𝑂 𝑑𝑖𝑓𝑓 + 𝜀                               [11] 

𝑄𝑈𝐴𝐿 𝐷𝑖𝑓𝑓 =  𝑎0 + 𝑎1𝐿𝐶 + 𝑎2𝑆𝑃 𝐷𝑖𝑓𝑓 + 𝑏1𝑆𝑍 𝐷𝑖𝑓𝑓 + 𝑏2𝑃𝑅𝑂 𝑑𝑖𝑓𝑓 + 𝜀                               [12] 

Where 
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𝑄𝑈𝐴𝑁 𝐷𝑖𝑓𝑓 = the difference between two years’ quantity of sustainability disclosure  

𝑄𝑈𝐴𝐿 𝐷𝑖𝑓𝑓 = the difference between two years’ quality of sustainability disclosure 

𝑆𝑃 𝐷𝑖𝑓𝑓 = the difference between two years’ sustainability performance 

𝑆𝑍 𝐷𝑖𝑓𝑓 = the difference between two years’ size 

𝑃𝑅𝑂 𝐷𝑖𝑓𝑓 = the difference between two years’ profitability 

 

Moreover, robustness checks were conducted. The measure of the quantity of sustainability 

disclosure was substituted by the page counting, and the measure of ownership was 

substituted by the percentage of governmental shareholdings to detect any possible 

measurement errors. Other measures were specifically designed or selected for this study; 

therefore, it was hard to find alternatives. Another robustness test was to divide the full 

sample into subsample groups of the year 2015 and other years. There were 68 cases of 

misconduct in 2015, which accounted for almost one-third of the total 207 cases. The results 

of the regression analyses on the subsample of 2015 were compared with the results of the 

regression analyses on the subsample of other years to detect any seasonal effect which is not 

captured in the main tests.  
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4.4 Summary 

This chapter presents the sampling method, the source of data, the measures of all the 

variables and the analytical methods used to test the 14 hypotheses. The sample used in this 

study comprised 414 observations across a period from 2010 to 2015, and a detailed 

distribution of the sample is presented in Table 4.6. There were 2 dependent variables and 3 

main independent variables in the research model, of which the 14 hypotheses were tested:  

1) The quantity of sustainability disclosure, measured by counting the sentences which 

report the environmental and social activities of a company in the annual report and 

the sustainability report, is the first dependent variable in this study; 

2) The quality of sustainability disclosure, measured by a checklist comprising of 33 

items in the environmental domain and 27 items in the social domain, and converted 

into a score out of 100 [ (the score of a company) × 100/60], is the second dependent 

variable in this study; 

3) legitimacy crisis, measured by a dummy variable with “1” indicating that a company 

was facing a legitimacy crisis in a particular year, is the first independent variable in 

this study;  

4) sustainability performance, measured by the CASS rating and calculated as the 

average of the environmental and social performance scores, is the second 

independent variable in this study;  

5) corporate governance, measured by a checklist comprises of 14 items, and converted 

into a score out of 100 [ (the score of a company) × 100/14], is the third independent 

variable in this study. 
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Comparison tests and regression analyses were performed on these variables. The 

comparison tests divided companies into two groups according to their characteristics (i.e. 

sustainability performance, legitimacy crisis, corporate governance and their combinations), 

and compared the mean of the quantity and quality of sustainability disclosure of each group 

to identify whether there is a significant difference. The regression analyses performed the 

tests in a similar sequence, with three sets of regression models: the first set examined the 

individual and direct effects of the independent variables on the quantity and quality of 

sustainability disclosure; the second set tested the effects of sustainability performance and 

corporate governance in the two subsample groups: misconduct and non-misconduct; the 

third set investigated the interactive effect of sustainability performance and corporate 

governance in both the full sample and the subsample groups. Additionally, two analyses 

were conducted to complement the main results. The first test was to include legitimacy crises 

as an independent variable and performed a regression analysis by using a comprehensive 

model comprised the three independent variables and their interactive variables, rather than 

regressing the other two factors (i.e. sustainability performance and corporate governance) 

on the quantity and quality of sustainability disclosure of the companies from the two 

subsample groups. The second analysis was to examine the effects of the legitimacy crisis 

and the changes in sustainability performance on the changes in the quantity and quality of 

disclosure. 
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Chapter 5 Data Analysis and the Results 

 

5.0 Introduction 

This section presents the results of the designated tests, beginning with the descriptive 

statistics and the distribution of the sample according to its ownership and industry (Section 

5.1). From Section 5.2, the results are discussed in accordance with the hypotheses. Section 

5.2 discusses the results of both comparison tests and regression analyses regarding 

Hypotheses 1(a), 1(b), 2(a), 2(b), 3(a) and 3(b), all of which are the direct effects in Figure 

1.1 (a). Section 5.3 discusses the results of the tests on the individual effects of sustainability 

performance and corporate governance in the two subsample groups (equivalent to 

interactions of legitimacy and sustainability performance and to the interaction of legitimacy 

and corporate governance), regarding Hypotheses 2(c), 2(d), 3(c) and 3(d).  Section 5.4 

presents the results of the tests on the interactive effects of these two factors in the full sample 

and in the two subsample groups, regarding Hypotheses 4(a), 4(b), 5(a) and 5(b). Section 5.5 

discusses the results of additional analyses, as a complement to the main results. All the 

results are presented in a sequence of starting from a comparison matrix and followed by the 

results of regression analyses. A table summarising the relationships between the findings 

and the hypotheses (Table 5.16, p. 215) is presented in the summary section of this chapter 

(Section 5.6). Discussion on the results and their linkage to previous studies is provided in 

Chapter 6. 
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5.1 Descriptive Statistics 

Table 5.1 provides the statistical characteristics of each variable, including the mean, the 

distribution and the range of numerical variables of the sample. It is expected that the 

variance among the quantity of sustainability disclosure of sample companies is relatively 

wide: the company with the least disclosure used less than two pages and only 16 sentences 

to describe its environmental and social activities in its annual report; while the company 

with the most disclosure released a booklet to comprehensively discuss its vision, policy, 

various projects and contributions in relation to carrying out its environmental and social 

responsibility. The quality of sustainability disclosure ranges from 10.2 (equivalent to 17 out 

of 60) to more than 90 out of 100 against the self-constructed criteria. Sustainability 

performance is measured by the CASS ratings of environmental and social performance, with 

the scores ranging from 0 to 88.5. The average corporate governance index of the sample 

companies is 39.8, indicating a relatively low quality of corporate governance. The average 

percentage of shares controlled by the government and its affiliates and agents is 26.98, 

which is relatively high considering that the other shares are dispensed to a large number of 

investors. The last two variables are financial indicators of the sample companies: the average 

size is 9.88 (more than CNY 7.5 billion and equivalent to US$1.3 billion) as the listed 

companies in the Chinese stock market are mainly large companies, and the mean of return 

on assets (ROA) is 0.026, with a standard deviation of 0.16, implying that the profitability of 

the sample companies is distributed unevenly.  
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Table 5.1 Descriptive statistics for variables in the models 

Panel A: Descriptive statistics for numerical variables 

Variables n Mean 
Standard 

Deviation 
Skewness Kurtosis 25 percentiles 75 percentiles 

Quantity of sustainability disclosure 

(QUAN) 
414 396.99 245.59 4.14 36.16 253 464 

Quality of sustainability disclosure 

(QUAL) 
414 41.94 18.82 0.45 2.30 26.75 55.5 

Sustainability performance (SP) 414 32.61 21.73 0.18 1.92 13.5 51.25 

Corporate governance (CG) 414 39.80 15.64 0.44 2.84 29.8 47.9 

Percentage of government control (SO) 414 26.98 26.07 0.33 1.71 0.00 50.02 

Size (SZ) 414 9.88 0.81 0.73 3.18 9.27 10.33 

Return on assets (PRO)  414 0.03 0.16 -10.14 157.80 0.00 0.07 
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Panel B: Sample distribution according to industry categories and environmental sensitivity 

 

Environmentally Sensitive Industry 

 Basic Material Construction Chemicals Manufacturing Energy Total 

SOE 58 9 11 23 38 139 

Private 34 5 25 47 8 119 

Subtotal 92 14 36 70 46 258 

Non-Environmentally Sensitive Industry 

 Banking &Finance Food & Beverage Pharmaceutical Technology Transport Others Total 

SOE 5 17 6 3 7 19 57 

Private 5 27 22 27 3 15 99 

Subtotal 10 44 28 30 10 34 156 
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Panel B divided the sample companies into 11 industries. According to the definition of 

heavy polluting industries released by the Ministry of Environment Protection of China 

(2010), the manufacturing, energy, chemicals, basic material (mainly mining companies), 

and construction companies are classified into environmentally sensitive industry. The 

companies of environmentally sensitive and non-environmentally sensitive industries were 

amount to 258 and 156, respectively, with a dichotomy of 196 SOEs and 218 private 

enterprises.  

 

Table 5.2 presents the pairwise correlation matrix, including all the variables except the year 

dummy, with all the correlations significant at a 0.05 level marked by an asterisk. Pairwise 

correlation revealed a preliminary relation among individual variables. It is noteworthy that 

the correlation between the quantity and quality of sustainability disclosure is at a glance 

significant and positive; and the legitimacy crises are uncorrelated with the quality of 

sustainability disclosure but highly correlated with the quantity. The sustainability 

performance is positively correlated with the quantity and the quality of sustainability 

disclosure, and is negatively correlated with legitimacy crises and is positively correlated 

with corporate governance; whereas the corporate governance is associated with other 

variables in an analogous manner. This result provides tentative evidence that the relation of 

the quantity and the quality of sustainability disclosure and the three main variables is in 

accordance with the hypotheses. Firm size is substantially correlated with the quantity and 

the quality of sustainability disclosure; this can be interpreted as large companies having 

more incentives to disclose their information than their smaller counterparts. The SOEs 

demonstrate a pattern similar to that of the large companies. State-ownership or higher 
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governmental shareholding may give the companies additional incentives to communicate 

environmental and social information.   

 

The following sections extend these preliminary descriptive results and the correlation matrix 

by presenting the results of comparison tests and regression analyses, furthering the 

understanding of the relationships between sustainability disclosure and the three main 

factors. 
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Table 5.2 Correlation matrix 

 QUAN QUAL LC SP CG SOE Percentage SZ PRO EnvSI 

QUAN           

QUAL 0.448*          

LC 0.168* -0.024         

SP 0.150* 0.452* -0.375*        

CG 0.381* 0.724* -0.157* 0.319*       

SOE 0.271* 0.343* 0.039 0.075 0.337*      

Percentage 0.276* 0.395* 0.055 0.124* 0.384* 0.894*     

SZ 0.442* 0.543* 0.126* 0.214* 0.501* 0.518* 0.609*    

PRO    0.040 0.047 -0.116* 0.097* 0.118* 0.049 0.042 0.113*   

EnvSI 0.106* 0.108* 0.000 -0.001 0.130* 0.165* 0.165* 0.252* -0.077  

Note: QUAN = quantity of sustainability disclosure QUAL = quality of sustainability disclosure LC = legitimacy crises SP = sustainability performance CG = 

corporate governance SOE = state-owned enterprises Percentage = percentage of government shares SZ = size PRO = profitability EnvSI = environmental sensitive 

industry * indicates statistical significance at the 5% level (two-tailed).
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5.2 Direct effects of legitimacy crises, sustainability disclosure and 

corporate governance 

The comparison tests, illustrated in Table 5.3, were employed to highlight the difference in 

the quantity and quality of sustainability disclosure between the companies which are facing 

a legitimacy crisis and those companies which are not; between the companies which are 

above the median of sustainability performance and below the median; and between the 

companies which are above the median of corporate governance and below the median. The 

primary results are mostly consistent with and are supportive to the hypotheses: the quantity 

of sustainability disclosure of those companies which are facing legitimacy crises is 

significantly higher than their counterparts whereas the quality of the sustainability 

disclosure of those companies which are facing legitimacy crises is significantly lower than 

their counterparts; the quantity and quality of sustainability disclosure have a significant 

difference between the higher and lower sustainability performance groups; the good 

corporate governance group has both larger quantity and higher quality in comparison to its 

matched group.  
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Table 5.3 Results of the comparison tests on direct effects 

Legitimacy crises [H1(a), H1(b)] 

Quantity of sustainability disclosure Observations Mean Difference t-statistics 

Companies which are facing legitimacy crises 207 106.86 29.32*** 2.55 

Match group 207 77.54   

Quality of sustainability disclosure 

Companies which are facing legitimacy crises 207 37.19 ‒5.41*** ‒3.07 

Match group 207 42.60   

 

Sustainability performance [H2(a), H2(b)] 

Quantity of sustainability disclosure     

High sustainability performance group 207 46.93 10.23*** 3.17 

Low sustainability performance group 207 36.70   

Quality of sustainability disclosure 

High sustainability performance group 207 45.26 16.64*** 9.50 

Low sustainability performance group 207 28.62   

 

Corporate governance [H3(a), H3(b)]  

Quantity of sustainability disclosure     

Good corporate governance group 207 56.55 29.42*** 3.40 

Poor corporate governance group 207 27.13   

Quality of sustainability disclosure     

Good corporate governance group 207 52.37 20.86*** 13.49 

Poor corporate governance group 207 31.51   

 

Note: ***, **, and * indicate statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively.  
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To further examine the direct effects of the three main factors on the quantity and the quality 

of sustainability disclosure, the results of regression analyses are presented in Table 5.4. The 

models which used the quantity of sustainability disclosure as dependent variable were 

referred as QUAN models and the models which used the quality of sustainability disclosure 

as dependent variable were referred as QUAL models. QUAN models were presented by 

being divided into three columns: (1a) comprises only three main variables; (1b) adds control 

variables and (1c) controls for year effects. QUAL models were presented in a similar manner 

as QUAN models. The definitions of all the dependent variables and independent variables 

were provided in Table 4.8 (Section 4.2.2). The first set of regression models (Equation (1) 

and (2)) was used and all the interactions were excluded. Table 5.4 summarises the results of 

regressing the three main factors on the two dependent variables, namely the quantity and 

quality of sustainability disclosure. The quantity and the quality of sustainability disclosure 

are strongly influenced by legitimacy crises and corporate governance, either with or without 

control variables. In contrast, the quantity of sustainability disclosure is marginally 

influenced by sustainability performance (𝛽 = 0.102, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 1.96). In comparison, 

the quality of sustainability disclosure is compellingly correlated with sustainability 

performance (𝛽 = 0.278, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 7.05), indicating that sustainability performance 

is most likely to be a determinant of the quality of sustainability disclosure. Moreover, it 

should be noted that the explanatory power (adjusted R2) of the two models demonstrates 

these three factors account for more variance in the quality (i.e. 𝑎𝑑𝑗. 𝑅2  =  0.637) than in 

the quantity of sustainability disclosure (i.e. 𝑎𝑑𝑗. 𝑅2  =  0.272) in general. This pattern was 

observed frequently in other regression analyses, suggesting that the quality of sustainability 

disclosure has been better explained by the three main factors in this study whereas the 
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quantity of sustainability disclosure could be influenced by other factors which are not 

included in this study. Hypotheses 1(a), 1(b), 2(a), 2(b), 3(a) and 3(b) are, therefore, all 

supported. The results are illustrated in Figure 5.1. 

Table 5.4 Results of the regression analyses on direct effects 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 +  𝑎2𝐿𝐶 + 𝑎3𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐸𝑛𝑣𝑆𝐼 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                                       [1]                                                     

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐿𝐶 +  𝑎3𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐸𝑛𝑣𝑆𝐼 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                                       [2]                                                                                                                           

 

 QUAN models (EQ [1]) QUAL models (EQ [1]) 

 (1a) (1b) (1c)  (2a) (2b) (2c) 

LC 0.251*** 0.164*** 0.194***  ‒0.198*** ‒0.145*** ‒0.143*** 

 (5.33) (3.71) (4.10)  (‒5.59) (‒4.08) (‒4.08) 

SP 0.144** 0.102** 0.095*  0.317*** 0.293*** 0.278*** 

 (2.43) (1.97) (1.95)  (8.08) (7.51) (7.05) 

CG 0.458*** 0.305*** 0.248***  0.653*** 0.563*** 0.576*** 

 (7.36) (5.68) (4.53)  (20.68) (15.78) (15.61) 

SOE  0.046 0.041   0.045 0.038 

  (1.11) (1.02)   (1.26) (1.05) 

SZ  0.292*** 0.263***   0.167*** 0.159*** 

  (4.74) (5.39)   (4.35) (4.10) 

PRO  ‒0.078 ‒0.088   ‒0.054* ‒0.054* 

  (‒1.40) (‒0.82)   (‒1.92) (‒1.77) 

EnvSI  ‒0.020 ‒0.006   ‒0.019 ‒0.019 

  (‒0.56) (‒0.19)   (‒0.59) (‒0.53) 

Control for 

year effects 
NO NO YES  NO NO YES 

Adj. R2 0.212 0.244 0.272  0.611 0.637 0.637 

F-statistics 31.69 17.95 17.37  298.04 150.05 95.58 

Note: This table reports ordinary least squares coefficient estimates and t-statistics (in parentheses) based on 

Huber–White robust standard errors. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels (two-tailed), respectively.  



169 
 

Figure 5.1 The direct effects of the three main variables 
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Control variables were incorporated in the models (1b), (1c), (2b) and (2c). In terms of 

ownership, SOEs have no significant difference from the private enterprises in both the 

quantity and quality of sustainability disclosure. Even using the percentage of governmental 

shareholding as a measure of governmental influence on a company has no conspicuous 

effect on the sustainability disclosure (not tabulated). As reported in other studies, size is one 

of the most pertinent firm characteristics in determining the scale of sustainability disclosure. 

Large firms make more sustainability disclosure and their disclosure conveys more detailed 

information than those of smaller companies. Profitability, on the other hand, marginally 

affects the quality of sustainability disclosure: companies which are more profitable discuss 

less about their sustainability information. The quantity and quality of sustainability 

disclosure are not significantly associated with a particular year (not tabulated), except for 

the most recent year, 2015, which is associated with a higher sustainability disclosure quality 

and may reflect the evolvement of the sustainability recording and reporting system over time. 

Environmental sensitivity, which is a seemingly pertinent factor, however, is insignificant 

under any circumstance. One possible explanation is that the effect of environmental 

sensitivity has been mediated by the effects of other factors. To test whether the 

environmental sensitivity is exclusively associated with environmental disclosure, additional 

regression analyses were performed to regress the environmental sensitivity on the quantity 

and the quality of environmental disclosure and the results remained the same 

(𝑄𝑈𝐴𝑁 𝑚𝑜𝑑𝑒𝑙: 𝛽 = 0.030, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 1.40;  𝑄𝑈𝐴𝐿 𝑚𝑜𝑑𝑒𝑙: 𝛽 = 0.008, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 0.22).  
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5.3 Interactions of legitimacy crises, sustainability performance and 

corporate governance 

5.3.1 Legitimacy crises and sustainability performance 

The interactions were examined through two methods: comparison tests and regression 

analyses. The results of comparison tests were reported first to give a primary impression on 

the interactions, and the regression analyses provided detailed and quantified outcomes of 

the effects of the interactions. Table 5.5 presents the results of the comparison tests which 

divided the sample into four quarters according to whether they are facing legitimacy crises 

(legitimacy crises = 1 or 0) and whether they are high sustainability performers (above the 

median of sustainability performance) or low sustainability performers (below the median). 

The results suggest that high and low sustainability performing companies which are facing 

legitimacy crises have less difference in the quantity of and have no difference in the quality 

of sustainability disclosure; whereas the quantity and quality of sustainability disclosure of 

those companies which are not facing legitimacy crises show a clear difference in accordance 

with their sustainability performance. Table 5.6 presents the results of applying Equations 

(3) and (4) to perform regression analyses. The models (i.e. both QUAN models and QUAL 

models) regressed sustainability performance on the quantity and quality of sustainability 

disclosure separately in the misconduct group (legitimacy crises = 1) and in the non-

misconduct group (legitimacy crises = 0). The relevant hypotheses are 2(c) and 2(d). The 

results were demonstrated in two columns of Table 5.6: the left column presenting the results 

in the misconduct group and the right column presenting the results in the non-misconduct 

group.  
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Table 5.5 Results of the comparison test on the interactive effects of sustainability 

performance and legitimacy crises 

Misconduct group (legitimacy crises = 1) 

Quantity of sustainability disclosure Observations Mean Difference t-statistics 

High sustainability performance group 69 117.17 15.28** 2.17 

Low sustainability performance group 138 101.89   

Matched group (legitimacy crises = 0) 

High sustainability performance group 138 90.02 38.37*** 7.21 

Low sustainability performance group 69 51.65   

Misconduct group (legitimacy crises = 1) 

Quality of sustainability disclosure Observations Mean Difference t-statistics 

High sustainability performance group 68 37.89 1.05 0.39 

Low sustainability performance group 139 36.84   

Matched group (legitimacy crises = 0) 

High sustainability performance group 139 50.95 25.42*** 13.29 

Low sustainability performance group 68 25.53   
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Table 5.6 Results of the regression analyses on interactive effects of sustainability 

performance and legitimacy crises 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                   [3] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                      [4] 

 Misconduct group (LC=1) Non-misconduct group (LC=0) 

 
QUAN models 

(EQ [3]) 

QUAL models 

(EQ [4]) 

QUAN models 

(EQ [3]) 

QUAL models 

(EQ [4]) 

SP 0.077 0.007 0.476*** 0.823*** 

 (0.91) (0.10) (6.38) (20.82) 

SOE 0.095 0.105 0.099 0.016 

 (1.39) (1.42) (1.24) (0.36) 

SZ 0.395*** 0.480*** 0.249*** 0.140*** 

 (5.35) (5.98) (4.48) (4.03) 

PRO ‒0.124*** ‒0.046 0.112*** 0.057** 

 (‒2.89) (‒1.15) (3.38) (2.44) 

EnvSI ‒0.091* ‒0.138 0.045 0.037 

 (‒1.88) (‒1.94) (1.13) (1.26) 

Control for 

year effects 
YES YES YES YES 

Adj. R2 0.233 0.288 0.479 0.827 

F-statistics 7.88 8.17 31.46 140.03 

 

Note: This table reports ordinary least squares coefficient estimates and t-statistics (in parentheses) based on 

Huber–White robust standard errors. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels (two-tailed), respectively.  
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The sustainability performance has no significant influence on both the quantity and the 

quality of sustainability disclosure in the misconduct group (𝛽 = 0.077, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 =

0.91  and 𝛽 = 0.007, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 0.10 ), while being significantly and positively 

associated with the quantity and quality of sustainability disclosure in the non-misconduct 

group (𝛽 = 0.476, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 6.38  and 𝛽 = 0.823, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 20.82).  The 

results from Tables 5.5 and 5.6 suggest that legitimacy crises interact with sustainability 

performance in influencing the quantity and quality of sustainability disclosure. 

Sustainability performance significantly affects the quantity and quality of sustainability 

disclosure in the absence of legitimacy crises, whereas such an effect is insignificant with the 

presence of legitimacy crises. Moreover, the comparison tests reveal that high and low 

sustainability performing companies have no significant difference in the quality of 

sustainability disclosure in the misconduct group, suggesting that companies facing 

legitimacy crises provide sustainability disclosure with similar quality on average regardless 

their sustainability performance. The influence of sustainability performance on the quantity 

and quality of sustainability disclosure diminishes, or at least being largely reduced, when 

affected by legitimacy crises. Hypotheses 2(c) and 2(d) are, therefore, not supported. The 

results are illustrated in Figure 5.2.  
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Figure 5.2 The interaction between sustainability performance and legitimacy crises 
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5.3.2 Legitimacy crises and corporate governance 

Table 5.7 presents the results of the comparison tests which divided the sample into four 

quarters according to whether they are facing legitimacy crises and whether they are in a 

good corporate governance group (above the median of corporate governance) or in a poor 

corporate governance group (below the median). The primary results suggest that companies 

which are facing legitimacy crises and have good corporate governance make more and 

higher quality sustainability disclosure in comparison to their counterparts. The differences 

between the good corporate governance group and the poor corporate governance group in 

the quantity and quality of sustainability disclosure in the misconduct group (82.01 and 

28.14) are larger than the differences in the non-misconduct group (34.82 and 14.56). Table 

5.8 presents the results of applying Equations (5) and (6) to perform regression analyses. The 

models regressed corporate governance on the quantity and quality of sustainability 

disclosure separately in the misconduct group (legitimacy crises = 1) and in the non-

misconduct group (legitimacy crises = 0). The relevant hypotheses are 3(c) and 3(d). The 

results were demonstrated in two columns: the left column presenting the results in the 

misconduct group and the right column presenting the results in the non-misconduct group.   
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Table 5.7 Results of the comparison test on interactive effects of legitimacy crises and 

corporate governance 

Misconduct group (legitimacy crises = 1) 

Quantity of sustainability disclosure Observations Mean Difference t-statistics 

Good corporate governance group 122 155.03 82.01*** 2.56 

Poor corporate governance group 85 73.02   

Matched group (legitimacy crises = 0) 

Good corporate governance group 85 91.91 34.82** 2.45 

Poor corporate governance group 122 57.09   

Misconduct group (legitimacy crises = 1) 

Quality of sustainability disclosure Observations Mean Difference t-statistics 

Good corporate governance group 122 58.02 28.14*** 13.73 

Poor corporate governance group 85 29.88   

Matched group (legitimacy crises = 0) 

Good corporate governance group 85 48.41 14.56*** 6.40 

Poor corporate governance group 122 33.85   
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Table 5.8 Results of the regression analyses on interactive effects of sustainability 

performance and corporate governance 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝐶𝐺 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                   [5] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝐶𝐺 +𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                      [6] 

 Misconduct group (LC=1) Non-misconduct group (LC=0) 

 
QUAN models 

(EQ [5]) 

QUAL models 

(EQ [6]) 

QUAN models 

(EQ [5]) 

QUAL models 

(EQ [6]) 

CG 0.172** 0.571*** 0.410*** 0.508*** 

 (2.25) (7.51) (7.59) (9.02) 

SOE 0.045 ‒0.026 0.107 0.030 

 (0.71) (‒0.40) (1.34) (0.46) 

SZ 0.333*** 0.192** 0.268*** 0.245*** 

 (4.17) (2.58) (4.54) (3.97) 

PRO ‒0.124*** ‒0.053 0.099** 0.050 

 (‒2.84) (‒1.21) (2.04) (0.81) 

EnvSI ‒0.081* ‒0.091 0.035 0.017 

 (‒1.74) (‒1.45) (0.69) (0.26) 

Control for 

year effects 
YES YES YES YES 

Adj. R2 0.244 0.469 0.426 0.481 

F-statistics 7.64 15.87 20.62 27.69 

 

Note: This table reports ordinary least squares coefficient estimates and t-statistics (in parentheses) based on 

Huber–White robust standard errors. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels (two-tailed), respectively.  
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In contrast with the interaction between sustainability performance and legitimacy crises, 

corporate governance interacts with legitimacy crises in a synergetic manner. Corporate 

governance, different from sustainability performance, has a significant and positive effect 

on the quantity and quality of sustainability disclosure in the misconduct group (𝛽 =

0.172, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 2.25 and 𝛽 = 0.571, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 7.51). The results suggest that 

for the companies facing legitimacy crises, their quantity and quality of sustainability 

disclosure are significantly and positively associated with corporate governance, indicating 

interactive effects of legitimacy crises and corporate governance on the scale of sustainability 

disclosure. The results from Tables 5.7 and 5.8 suggest that corporate governance has 

significant influence on the quantity and quality of sustainability disclosure regardless 

whether a company is facing a legitimacy crisis or not. The vital role corporate governance 

played in determining the quantity and quality of sustainability disclosure is thus highlighted. 

Hypotheses 3(c) and 3(d) are, therefore, both supported. The results are illustrated in Figure 

5.3.  
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Figure 5.3 The interaction between legitimacy crises and corporate governance 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Corporate 

governance 

Quantity of sustainability 

disclosure  

Legitimacy 

crises 

 0.172*** in Misconduct group 

0.410*** in Non-misconduct group 

Corporate 

governance 

Quality of sustainability 

disclosure  

Legitimacy 

crises 

 0.571*** in Misconduct group 

0.508*** in Non-misconduct group 



181 
 

5.3.3 Interaction of sustainability performance and corporate governance 

Table 5.9 presents the results of the comparison tests which divided the sample into four 

quarters according to whether they are high sustainability performers (above the median of 

sustainability performance) or low sustainability performers (below the median) and whether 

they are in a good corporate governance group (above the median of corporate governance) 

or in a poor corporate governance group (below the median). The results suggest that 

companies having superior sustainability performance make higher quantity and quality 

sustainability disclosure than those companies having inferior sustainability performance 

when they are classified into the good corporate governance group ( 𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 =

 15.86 𝑎𝑛𝑑 14.26), but the difference between those superior and inferior sustainability 

performing companies is insignificant in the quantity of sustainability disclosure 

(𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 = 0.06) and is marginally significant in the quality of sustainability disclosure 

(𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 = 3.44). Table 5.10 presents the results of applying Equations (5) and (6) to 

perform regression analyses. The models included sustainability performance, corporate 

governance, their interactive variable and control variables. QUAN models were presented 

by being divided into three columns: (7a) comprises only three main variables; (7b) adds 

control variables and (7c) controls for year effects. QUAL models were presented in a similar 

manner as QUAN models. The relevant hypotheses are 4(a) and 4(b).  
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Table 5.9 Results of the comparison test on interactive effects of sustainability performance 

and corporate governance 

Good corporate governance group  

Quantity of sustainability disclosure Observations Mean Difference t-statistics 

High sustainability performance group 128 99.82 15.86*** 2.65 

Low sustainability performance group 79 115.68   

Poor corporate governance group 

High sustainability performance group 79 66.48 0.06 0.01 

Low sustainability performance group 128 66.42   

Good corporate governance group 

Quality of sustainability disclosure Observations Mean Difference t-statistics 

High sustainability performance group 125 57.98 14.26*** 6.02 

Low sustainability performance group 82 43.72   

Poor corporate governance group 

High sustainability performance group 82 33.67 3.44* 1.85 

Low sustainability performance group 125 30.23   
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Table 5.10 Results of the regression analyses on interactive effects of sustainability 

performance and corporate governance 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐶𝐺 +  𝑎3𝑆𝑃 ∗ 𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                             [7] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐶𝐺 +  𝑎3𝑆𝑃 ∗ 𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                             [8] 

 QUAN models (EQ [7]) QUAL models (EQ [8]) 

 (7a) (7b) (7c)  (8a) (8b) (8c) 

SP ‒0.469*** ‒0.374*** ‒0.381***  ‒0.094 ‒0.057 ‒0.070 

 (‒3.52) (‒2.96) (‒3.09)  (‒0.96) (‒0.59) (‒0.72) 

CG ‒0.026 ‒0.098 ‒0.113  0.276*** 0.240*** 0.257*** 

 (‒0.28) (‒1.04) (‒1.17)  (3.19) (2.94) (3.10) 

SP*CG 0.786*** 0.627*** 0.640***  0.541*** 0.472*** 0.474*** 

 (3.85) (3.26) (3.31)  (3.51) (3.15) (3.16) 

SOE  0.050 0.058   0.023 0.017 

  (1.25) (1.32)   (0.57) (0.41) 

SZ  0.296*** 0.300***   0.147*** 0.139*** 

  (6.05) (5.76)   (3.27) (3.02) 

PRO  ‒0.080* ‒0.078*   ‒0.026 ‒0.028 

  (‒1.73) (‒1.74)   (‒0.74) (‒0.79) 

EnvSI  ‒0.011 ‒0.047   ‒0.042 ‒0.029 

  (‒0.32) (‒1.46)   (‒1.15) (‒0.69) 

Control for 

year effects 
NO NO YES  NO NO Yes 

Adj. R2 0.192 0.270 0.290  0.488 0.506 0.512 

F-statistics 15.34 11.18 11.87  111.05 54.61 33.43 

Note: This table reports ordinary least squares coefficient estimates and t-statistics (in parentheses) based on 

Huber–White robust standard errors. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels (two-tailed), respectively.  

 

 



184 
 

The results suggest that the two-way interaction of sustainability performance and corporate 

governance is significant and is positively associated with the quantity and quality of 

sustainability disclosure (𝛽 = 0.640, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 3.31 and 𝛽 = 0.474, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 =

3.16). With the inclusion of the interactive variable, the effect of sustainability performance 

on the quantity of sustainability disclosure became negative (𝛽 = −0.371, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 =

−3.09), indicating that a company’s sustainability performance is negatively associated with 

the quantity of sustainability disclosure without having effective corporate governance 

mechanisms. In contrast, the direct effect of corporate governance on the quantity of 

sustainability disclosure is insignificant (𝛽 = −0.113, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = −1.17), suggesting 

that the direct effect of corporate governance is essentially mediated by the interactive effect 

of sustainability performance and corporate governance. In terms of the quality of 

sustainability disclosure, the direct effect of sustainability performance is insignificant (𝛽 =

−0.070, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = −0.72), whereas the direct effect of corporate governance remains 

significant ( 𝛽 = 0.257, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐 = 3.10 ). Indicated by the statistical results, the 

quantity of sustainability disclosure is negatively associated with sustainability performance 

while being positively associated with the interaction of sustainability performance and 

corporate governance, whereas the quality of sustainability disclosure is positively associated 

with both corporate governance and the interaction of sustainability performance and 

corporate governance. The results from Tables 5.9 and 5.10 suggest that sustainability 

performance and corporate governance are associated with the quantity and the quality of 

sustainability disclosure respectively, while the interaction of sustainability performance and 

corporate governance is significantly and positively associated with both the quantity and the 
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quality of sustainability disclosure. Hypotheses 4(a) and 4(b) are, therefore, both supported. 

The results are illustrated in Figure 5.4. 

  

Figure 5.4 The interactive effect of sustainability performance and corporate governance 
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5.4 Three-way Interaction of legitimacy crises, sustainability performance 

and corporate governance 

Three-way interaction is complicated to measure and to test as it contains the changes of 

three variables (Dawson & Richter, 2006). This study adopted two methods to test the three-

way interaction: one is comparison test, which divided the full sample into one group based 

on the combinations of the three main factors and another group comprised the rest of the 

sample. There are eight combinations of the three factors:  

(1) legitimacy crises, high sustainability performance and good corporate governance;  

(2) legitimacy crises, low sustainability performance and good corporate governance;  

(3) legitimacy crises, high sustainability performance and poor corporate governance;  

(4) legitimacy crises, low sustainability performance and poor corporate governance;  

(5) non-legitimacy crises, high sustainability performance and good corporate governance; 

(6) non-legitimacy crises, low sustainability performance and good corporate governance;  

(7) non-legitimacy crises, high sustainability performance and poor corporate governance; 

(8) non-legitimacy crises, low sustainability performance and poor corporate governance. 

Another method was to use regression analysis to test the interaction of sustainability 

performance and corporate governance in the misconduct group and non-misconduct group 

separately. As the legitimacy crises are a dummy variable, regressing sustainability 

performance, corporate governance and their interaction on the quantity and quality of 

sustainability disclosure is another way of testing the two-way and three-way interactions of 

these three factors. The value and t-statistic of the interaction term of sustainability 

performance and corporate governance in the regression model based on the misconduct 
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group is statistically equivalent to the three-way interaction of legitimacy crises, 

sustainability performance and corporate governance (Baron & Kenny, 1986). 

 

Table 5.11 presents the results of the comparison tests. It compares the mean of the quantity 

(or quality) of sustainability disclosure of a specific sub-sample group (e.g. legitimacy crises, 

high sustainability performance and good corporate governance) and the mean of 

sustainability disclosure quantity (or quality) of the rest of the sample. The largest difference 

is between the quantity and quality of sustainability disclosure of the subsample group of 

‘facing legitimacy crises, high sustainability performance and good corporate governance’ 

and the quantity and quality of sustainability disclosure of the rest of the sample. On average, 

the former group discloses approximately 100 sentences more in quantity and have 30 base 

points higher quality of sustainability disclosure than the latter group. A detailed discussion 

regarding all the scenarios with reference to the estimation is provided in Section 6.7. 
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Table 5.11 Results of the comparison test on the three-way interaction of legitimacy crises, sustainability performance and corporate 

governance 

 
Legitimacy 

crises 

Sustainability 

performance 

Corporate 

governance 

QUAN QUAL 

Mean Difference t-statistics Mean Difference t-statistics 

Scenario 1 Yes High High 184.07 99.09*** 2.96 69.89 30.14*** 9.28 

Matched group    84.98   39.75   

Scenario 2 Yes Low High 139.18 54.22** 2.11 51.55 11.08*** 4.14 

Matched group    84.96   40.47   

Scenario 3 Yes High Low 62.93 ‒32.16 ‒1.05 22.29 ‒21.60*** ‒7.04 

Matched group    95.09   43.89   

Scenario 4 Yes Low Low 77.47 ‒18.50 ‒0.85 33.22 ‒10.96*** ‒4.89 

Matched group    95.97   44.18   

Scenario 5 No High High 99.53 9.53*** 3.46 54.22 15.95*** 7.75 

Matched group    90.00   38.27   

Scenario 6 No Low High 64.03 ‒30.07 ‒0.83 27.16 ‒15.78*** ‒4.22 

Matched group    94.10   42.94   

Scenario 7 No High Low 69.47 ‒25.45 ‒0.89 43.91 2.20 0.73 

Matched group    94.92   41.71   

Scenario 8 No Low Low 43.80 ‒53.75** ‒1.98 23.06 ‒20.97*** ‒7.14 

Matched group    97.55   44.03   
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Table 5.12 presents the results of using regression analyses to statistically test and to quantify 

the effect of the three-way interaction. The three-way interaction is significant in both the 

QUAN models (𝛽 = 0.634, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 2.57)  and QUAL models (𝛽 = 0.426, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 2.20). In other words, a company, which is facing a legitimacy crisis, has better 

sustainability performance and better corporate governance, makes significantly higher 

quantity and quality of sustainability disclosure than its counterparts. After the inclusion of 

the effects of legitimacy crises and the interaction, sustainability performance is negatively 

associated with both the quantity and the quality of sustainability disclosure ( 𝛽 =

−0.382, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = −2.82 and 𝛽 = −0.336, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = −3.00). To be specific, 

a company’s sustainability performance is negatively correlated with its quantity and quality 

of sustainability disclosure if it is facing a legitimacy crisis and has poor corporate 

governance. In contrast, corporate governance has no significant effect on the quantity of 

sustainability disclosure in the misconduct group (𝛽 = −0.141, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = −1.24), 

but is positively associated with the quality of sustainability disclosure (𝛽 = 0.371, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 3.77); indicating that even for a company which is facing a legitimacy crisis, 

corporate governance remains important in determining the quality of, rather than the 

quantity of, its sustainability disclosure. These results are consistent with the results from 

Tables 5.8 and 5.10. In the other columns, the regression analyses reveal that sustainability 

performance determines the quality of sustainability disclosure directly (𝛽 = 0.605, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 6.84 ) and interactively with corporate governance ( 𝛽 = 0.253, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 2.09) in the non-misconduct group. In terms of the quantity of sustainability 

disclosure, only the companies, which are not facing a legitimacy crisis, have better 

sustainability performance and have more effective corporate governance mechanisms, 
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provide higher quantity of sustainability disclosure ( 𝛽 = 0.535, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 3.00 ). 

Another noteworthy finding is that the explanatory power (adjusted R2) of the same variables 

is higher in the non-misconduct group than in the misconduct group. For instance, in terms 

of the quantity of sustainability disclosure, the adjusted R2 for the regression model testing 

on the misconduct group is 0.289, whereas the adjusted R2 for the same model testing on the 

non-misconduct group is 0.426. A similar increase was observed for the quality of 

sustainability disclosure, from 0.489 to 0.843. Sustainability performance and corporate 

governance apparently explain more variance in the quantity and quality of sustainability 

disclosure without the influence of legitimacy crises. The results from Tables 5.11 and 5.12 

suggest that the three-way interaction of legitimacy crises, sustainability performance and 

corporate governance is significantly and positively associated with the quantity and quality 

of sustainability disclosure. Hypotheses 5(a) and 5(b) are, therefore, supported. The results 

were illustrated in Figure 7.5. 
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Table 5.12 Results of regression analyses on the three-way interaction of legitimacy crises, 

sustainability disclosure and corporate governance 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐶𝐺 +  𝑎3𝑆𝑃 ∗ 𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                             [7] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐶𝐺 +  𝑎3𝑆𝑃 ∗ 𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 +  𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 +

∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                                                                             [8] 

 Misconduct group (LC=1) Non-misconduct group (LC=0) 

 
QUAN models 

(EQ [7]) 

QUAL models 

(EQ [8]) 

QUAN models 

(EQ [7]) 

QUAL models 

(EQ [8]) 

SP ‒0.382*** ‒0.336*** 0.054 0.605*** 

 (‒2.82) (‒3.00) (0.48) (6.84) 

CG ‒0.141 0.371*** ‒0.036 0.024 

 (‒1.24) (3.77) (‒0.32) (0.35) 

SP*CG 0.634** 0.426** 0.535*** 0.253** 

 (2.57) (2.20) (3.00) (2.09) 

SOE 0.600 ‒0.029 0.111 0.021 

 (0.93) (‒0.47) (1.41) (0.49) 

SZ 0.267*** 0.169** 0.172*** 0.095*** 

 (3.85) (2.09) (3.79) (2.67) 

PRO ‒0.079* ‒0.021 0.098** 0.048 

 (‒1.81) (‒0.45) (2.50) (1.57) 

EnvSI ‒0.053 ‒0.076 0.036 0.033 

 (‒1.19) (‒1.26) (0.94) (1.15) 

Control for 

year effects 
YES YES YES YES 

Adj. R2 0.289 0.489 0.426 0.843 

F-statistics 7.17 17.57 20.62 142.30 

 

Note: This table reports ordinary least squares coefficient estimates and t-statistics (in parentheses) based on 

Huber–White robust standard errors. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels (two-tailed), respectively.  
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Figure 7.5 The three-way interactive effect of legitimacy crises, sustainability performance 

and corporate governance 
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5.5 Additional analyses 

Two additional analyses were performed to further test the interaction of the three main 

variables and to complement the results of the main tests. The first additional analysis was 

intended to use legitimacy crises as an independent variable, rather than a way of contrasting 

subsamples, in the regression model. The models used are Equations (9) and (10). 

 

Table 5.13 presents the results of using regression analyses to statistically test and to quantify 

the effect of the three-way interaction. The three-way interaction is significant in both the 

QUAN models (𝛽 = 0.141, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 2.02)  and QUAL models (𝛽 = 0.256, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 2.14). After the inclusion of the two-way and three-way interactions, the direct 

effects of the three main factors on the quantity and quality of sustainability disclosure 

diminishes, especially for the effect of corporate governance and in the QUAN models. The 

two-way interactions of sustainability performance and corporate governance ( 𝛽 =

0.133, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 1.42 ), and legitimacy crises and corporate governance ( 𝛽 =

0.062, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = 0.45) have less impact on the quantity of sustainability disclosure, 

but the two-way interaction of legitimacy crises and sustainability performance ( 𝛽 =

−0.580, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 = −2.25) and the three-way interaction are still significant in the 

QUAN models. In comparison, all the two-way interactions are significant in the QUAL 

models, although the interaction of legitimacy crises and corporate governance becomes 

insignificant after the inclusion of the three-way interaction.  

 

The additional tests yield three key findings: (1) legitimacy crises are the main factor in the 

QUAN model (left side) and its effect persists, although being reduced, after the inclusion of 
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all the interactive variables, suggesting the direct effect of legitimacy crises is strong in 

influencing the quantity of sustainability disclosure; (2) sustainability performance is a 

salient factor in determining the quality of sustainability disclosure,  with or without the 

inclusion of interactions; (3) good corporate governance is key to high quantity and quality 

sustainability disclosure; however, its effect is exerted largely in an interactive way with the 

other two factors rather than in a direct way. These findings are consistent with the main 

results, but provides more details on how these three factors interact with each other.     
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Table 5.13 Results of the regression analyses on the three-way interaction 

𝑄𝑈𝐴𝑁 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐿𝐶 +  𝑎3𝐶𝐺 + 𝑎4𝑆𝑃 ∗ 𝐿𝐶 + 𝑎5𝑆𝑃 ∗ 𝐶𝐺 + 𝑎6𝐿𝐶 ∗ 𝐶𝐺 + 𝑎7𝑆𝑃 ∗ 𝐿𝐶 ∗

𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                           [9] 

𝑄𝑈𝐴𝐿 = 𝑎0 + 𝑎1𝑆𝑃 + 𝑎2𝐿𝐶 +  𝑎3𝐶𝐺 + 𝑎4𝑆𝑃 ∗ 𝐿𝐶 + 𝑎5𝑆𝑃 ∗ 𝐶𝐺 + 𝑎6𝐿𝐶 ∗ 𝐶𝐺 + 𝑎7𝑆𝑃 ∗ 𝐿𝐶 ∗

𝐶𝐺 + 𝑏1𝑆𝑂 + 𝑏2𝑆𝑍 + 𝑏3𝑃𝑅𝑂 + 𝑏4𝐼𝑁𝐷 + ∑ 𝑏5
2015
𝑡=2010 𝑌𝐸𝐴𝑅𝑡 +  𝜀                                                          [10] 

 QUAN models (EQ [9]) QUAL models (EQ [10]) 

 (9a) (9b) (9c)  (10a) (10b) (10c) 

LC 0.194*** 0.320*** 0.447*  0.143*** 0.183 ‒0.250** 

 (4.10) (2.59) (1.72)  (4.08) (0.30) (‒2.07) 

SP 0.095* 0.305 0.407  0.278*** 0.609*** 0.797*** 

 (1.95) (1.63) (1.57)  (7.05) (8.39) (9.57) 

CG 0.248*** 0.033 0.115  0.576*** ‒0.096 0.053 

 (4.53) (0.22) (0.85)  (15.61) (‒1.54) (0.70) 

LC*SP  ‒0.460*** ‒0.580**   ‒0.763*** ‒0.982*** 

  (‒4.93) (‒2.25)   (‒14.32) (‒8.90) 

SP*CG  0.278** 0.133   0.908*** 0.647*** 

  (1.98) (0.42)   (12.92) (4.54) 

LC*CG  0.207 0.062   0.419*** 0.155 

  (0.81) (0.45)   (4.73) (1.43) 

LC*SP*CG   0.141**    0.256** 

   (2.02)    (2.14) 

SOE 0.041 0.029 0.028  0.038 0.003 0.001 

 (1.02) (0.68) (0.67)  (1.05) (0.09) (0.05) 

SZ 0.263*** 0.283*** 0.286***  0.159*** 0.113*** 0.117*** 

 (5.39) (4.21) (4.35)  (4.10) (4.73) (3.63) 

PRO ‒0.088 ‒0.051 ‒0.049  ‒0.054* ‒0.025 ‒0.021 

 (‒0.82) (‒0.89) (‒0.86)  (‒1.77) (‒0.87) (‒0.77) 

EnvSI ‒0.006 ‒0.054 ‒0.051  ‒0.019 ‒0.010 ‒0.007 

 (‒0.19) (‒1.64) (‒1.55)  (‒0.53) (‒0.38) (‒0.26) 

Control for 

year effects 
YES YES YES  YES YES YES 

Adj. R2 0.272 0.412 0.420  0.643 0.777 0.779 

F-statistics 17.37 18.39 20.37  95.58 153.99 153.27 

 

Note: This table reports ordinary least squares coefficient estimates and t-statistics (in parentheses) based on 

Huber–White robust standard errors. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels (two-tailed), respectively.  
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The second part of additional analyses is a further attempt to investigate the effects of 

legitimacy crises and sustainability performance on the changes in the quantity and quality 

of sustainability disclosure. Instead of using the quantity and quality of sustainability 

disclosure in the year of the misconduct event, the differences between the quantity and 

quality of the current and past years’ disclosure were employed as the dependent variable to 

capture the changes in the sample companies’ disclosure behaviour. The analyses were 

twofold: first a difference in differences comparison test was performed to highlight the 

before and after difference of the misconduct event, which is measured by the variable of 

legitimacy crises (LC = 1 or 0), and a regression analysis was conducted, by using the 

differences in the quantity and quality of sustainability disclosure of the before and after 

years as dependent variables and legitimacy crises; the differences in sustainability 

performance of the two years as independent variables. Table 5.14 presents the results of the 

comparison test. According to a difference-in-differences design, a 2*2 factors matrix was 

constructed based on two variables: the misconduct group and the non-misconduct group, 

and before and after the event. The results suggest that those companies which are facing 

legitimacy crises have a significant increase in the sentences of the sustainability reports (or 

annual reports) after the environmental or social misconduct happens ( 𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 =

 41.17, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =  2.18 ) 9 ; while the quantity of sustainability disclosure of the 

matched group remains essentially the same ( 𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 =  −1.02, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =

 −0.10). The companies which are facing legitimacy crises furthermore have a larger volume 

of sustainability reporting compared to their counterparts ( 𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 =  29.32, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =  2.55) whereas their difference before the event happens was insignificant. The 

                                                           
9 Chinese sentence normally contains 20 – 30 words on average and one page usually contains 8 – 12 sentences. 

41 sentences are approximately counted as 820 – 1230 words and 3 and a half pages to 5 pages in length. 
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overall difference between these two groups in the two different years is 42.19 and is highly 

significant (𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =  6.25), indicating that legitimacy crises do make an enormous 

difference in the sustainability disclosure behaviours in terms of the quantity. Contrarily, the 

results reveal that there is no significant difference in the quality of sustainability disclosure, 

before and after the misconduct. Those companies which are facing legitimacy crises have 

not managed to improve their quality of sustainability reporting and they have no difference 

to their non-misconduct counterparts in terms of the quality. This finding provides evidence 

to support the view that companies may favour compliance gestures over substantive changes 

as they prefer to increase the quantity of sustainability disclosure without improving the 

quality accordingly.  

Table 5.14 Difference-in-differences comparison test 

 
The year that the 

event happens 

The year before 

the event happens 
 

Quantity of sustainability 

disclosure 
Mean Mean Difference t-statistics 

Misconduct group 106.86 65.69 41.17** 2.18 

Matched group 77.54 78.56 ‒1.02 ‒0.10 

Difference 29.32*** ‒12.87 
42.19*** 6.25 

t-statistics 2.55 ‒1.03 

 
The year that the 

event happens 

The year before 

the event happens 
  

Quality of sustainability 

disclosure 
Mean Mean Difference t-statistics 

Misconduct group 41.49 43.35 ‒1.86 ‒1.02 

Match group 42.40 43.43 ‒1.03 ‒0.61 

Difference ‒0.91 ‒0.08 
‒0.83 ‒0.45 

t-statistics ‒0.49 ‒0.04 
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Table 5.15 presents the results of the regression on the changes in the quantity and quality of 

sustainability disclosure. It is expected that the changes are more relevant in investigating the 

effects of a disruptive event (i.e. the environmental and social misconduct) than using the 

absolute values of the quantity and quality of sustainability disclosure. To fit the changing 

character of the dependent variables, the models used the changes in sustainability 

performance, the legitimacy crisis and the change in size and profitability as independent 

variables, and all the fixed effects, including corporate governance due to its relative 

constancy, were excluded. The results further supplement the primary findings of the 

comparison tests and demonstrate that companies change their quantity of sustainability 

reporting mostly due to the existence of legitimacy crises (𝛽 =  0.211, 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =

 3.60) rather than the fundamental changes in their sustainability activities (𝛽 =  −0.027, 𝑡 −

𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =  −1.47). The quality of sustainability disclosure is not explained by either 

legitimacy crises ( 𝛽 =  0.053 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =  1.65 ) or the changes in sustainability 

performance (𝛽 =  0.003 𝑡 − 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝑠 =  0.07), suggesting that the disruptive event has 

no immediate effect on the quality of sustainability disclosure.  

 

Three robust tests were then conducted to assess the validity of the results, but were not 

tabulated. The first robust test replaced the measure of the quantity of sustainability 

disclosure with the page count and substituted the measure of state-ownership with the 

percentage of governmental shareholding to perform a sensitivity test. The results are 

essentially the same, while the influence of sustainability performance on the quantity of 

disclosure is marginally increased but is still significant at the 5% level. The second test 

divided the sample into two groups (year 2015 and other years), and performed the sub-
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sample regression tests, as the observations of year 2015 amount to 136, more than a quarter 

of the total observations. The results remain unchanged and there is no conspicuous 

difference between the outcomes of the two groups, indicating that the results are not 

distorted by the year of selection, or are subject to seasonal effects. To be prudent, most of 

the research models were also controlled for year effects. The third test winsorised the 

quantity and quality of sustainability disclosure and the profitability by trimming the extreme 

5% values to reduce the influence of outliers, as these variables, especially the quantity and 

profitability, were skewed and had a high kurtosis. The result after the winsorisation is 

substantially the same as the original.  

 

Table 5.15 Results of the regression on the differences in sustainability disclosure 

𝑄𝑈𝐴𝑁 𝐷𝑖𝑓𝑓 =  𝑎0 + 𝑎1𝐿𝐶 + 𝑎2𝑆𝑃 𝐷𝑖𝑓𝑓 + 𝑏1𝑆𝑍 𝐷𝑖𝑓𝑓 + 𝑏2𝑃𝑅𝑂 𝑑𝑖𝑓𝑓 + 𝜇                               [11] 

𝑄𝑈𝐴𝐿 𝐷𝑖𝑓𝑓 =  𝑎0 + 𝑎1𝐿𝐶 + 𝑎2𝑆𝑃 𝐷𝑖𝑓𝑓 + 𝑏1𝑆𝑍 𝐷𝑖𝑓𝑓 + 𝑏2𝑃𝑅𝑂 𝑑𝑖𝑓𝑓 + 𝜇                               [12] 

 QUAN difference (EQ [11])  QUAL difference (EQ [12]) 

LC 0.211***  0.053 

 (3.60)  (1.65) 

SP difference ‒0.027  0.003 

 (‒1.47)  (0.07) 

SZ difference 0.187**  0.131*** 

 (2.17)  (3.01) 

PRO difference 0.146  0.035 

 (1.14)  (0.77) 

Control for year effects YES  YES 

Adj. R2 0.189  0.108 

F-statistics 14.64  3.58 

Note: This table reports ordinary least squares coefficient estimates and t-statistics (in parentheses) based on 

Huber–White robust standard errors. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels (two-tailed), respectively.  
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5.6 Summary 

This chapter presents all the results of the analyses performed in this study. The results centre 

on the direct and interactive effects of legitimacy crises, sustainability performance and 

corporate governance on the quantity and quality of sustainability disclosure. This chapter 

included five sections and could be divided into three categories: (1) descriptive statistics and 

sample distribution; (2) empirical results on the direct and interactive effects of the three 

main factors on the quantity and quality of sustainability disclosure; (3) additional analyses.  

 

The first section tabulated all the descriptive statistics, including mean, quantiles, standard 

deviation, skewness and kurtosis of all the numerical variables, frequency of all the 

categorical variables and the correlation matrix. Other sections mainly follow the structure 

that: comparison analyses were adopted as the first step to compare the mean of the quantity 

and the quality of sustainability disclosure according to the three main factors; and the main 

regression analyses were performed to supplement and to further the primary findings of the 

comparison tests.  

 

In summary, legitimacy crises, sustainability performance and corporate governance all have 

significant and direct effects on the quantity and quality of sustainability disclosure. While 

sustainability performance is insignificantly associated with the quantity and quality of 

sustainability disclosure in the misconduct group, it is positively associated with the quantity 

and quality of sustainability disclosure in the non-misconduct group. Comparatively, 

corporate governance influences the quantity and quality of sustainability disclosure, 

regardless in which subsample groups. However, its direct effect diminishes after the 
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inclusion of the interaction terms. The interaction of sustainability performance and corporate 

governance are significant in both the misconduct group and non-misconduct group, 

indicating significant three-way interactions. These results were further underpinned by the 

additional analyses.    

 

The additional analyses investigated the two-way and three-way interactions by including 

legitimacy crises as an independent variable in the regression models. The results 

demonstrated the three-way interactions of these three factors are statistically significant. 

Moreover, the direct effect of legitimacy crises and the effects of its two-way interaction with 

sustainability performance and of the three-way interaction are significant in determining the 

quantity of sustainability disclosure, whereas the quality of sustainability disclosure is largely 

determined by the direct effects of legitimacy crises and sustainability performance and the 

interactive effects of these three factors. Moreover, another test revealed that companies 

which are facing legitimacy crises could increase their quantity of sustainability disclosure 

significantly, compared to both the previous level of sustainability disclosure of themselves 

and the quantity of sustainability disclosure of companies similar to their size, ownership and 

industry. However, there is no evidence suggesting that the quality of these companies’ 

sustainability disclosure is significantly different from their previous level of sustainability 

disclosure and from their counterparts. 

 

In the next chapter, the revealed results are used to compare and contrast the findings with 

the previous literature, thereby contributing to the current understanding of the motivations 

and determinants of sustainability disclosure. Table 5.16 outlines the relations between the 

results and the hypotheses. 
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Table 5.16 Summary of the results and their association with the hypotheses 

Hypotheses 

Number 
Hypotheses Table Results 

H1a 

The quantity of a company’s sustainability disclosure 

is higher if the company is facing a legitimacy crisis 

than that of its counterpart which is not facing a 

legitimacy crisis. 

5.3 & 5.4  Supported 

H1b 

The quality of a company’s sustainability disclosure is 

lower if the company is facing a legitimacy crisis than 

that of its counterpart which is not facing a legitimacy 

crisis. 

5.3 & 5.4 Supported 

H2a 

A company’s sustainability performance is positively 

associated with the quantity of its sustainability 

disclosure. 

5.3 & 5.4 Supported 

H2b 

A company’s sustainability performance is positively 

associated with the quality of its sustainability 

disclosure. 

5.3 & 5.4 Supported 

H3a 

A company’s corporate governance mechanisms are 

positively associated with the quantity of sustainability 

disclosure. 

5.3 & 5.4 Supported 

H3b 

A company’s corporate governance mechanisms are 

positively associated with the quality of sustainability 

disclosure. 

5.3 & 5.4 Supported 

H2c 

A company’s sustainability performance is positively 

associated with the quantity of its sustainability 

disclosure if the company is facing a legitimacy crisis. 

5.5 & 5.6 
Not 

supported 

H2d 

A company’s sustainability performance is positively 

associated with the quality of its sustainability 

disclosure if the company is facing a legitimacy crisis. 

5.5 & 5.6 
Not 

supported 

H3c 

A company’s corporate governance is positively 

associated with the quantity of its sustainability 

disclosure if the company is facing a legitimacy crisis. 

5.7 & 5.8 Supported 

H3d 

A company’s corporate governance is positively 

associated with the quality of its sustainability 

disclosure if the company is facing a legitimacy crisis. 

5.7 & 5.8 Supported 

H4a 

The interaction between sustainability performance and 

corporate governance is positively associated with the 

quantity of sustainability disclosure. 

5.9 & 5.10 Supported 

H4b 

The interaction between sustainability performance and 

corporate governance is positively associated with the 

quality of sustainability disclosure. 

5.9 & 5.10 Supported 

H5a 

The interaction between sustainability performance and 

corporate governance is positively associated with the 

quantity of sustainability disclosure if the company is 

facing a legitimacy crisis. 

5.11 & 5.12 Supported 

H5b 

The interaction between sustainability performance and 

corporate governance is positively associated with the 

quality of sustainability disclosure if the company is 

facing a legitimacy crisis. 

5.11 & 5.12 Supported 
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Chapter 6 Discussion 

 

6.0  Introduction 

This chapter compares the findings of this study to previous findings, with reference to the 

results provided in Chapter 5. The structure, which is organised in accordance with the seven 

sets of hypotheses, focuses mainly on seven aspects: the direct effect of legitimacy crises 

(Section 6.1); the direct effect of sustainability performance (Section 6.2); the direct effect 

of corporate governance (Section 6.3); the interaction of legitimacy crises and sustainability 

performance (Section 6.4); the interaction of legitimacy crises and corporate governance 

(Section 6.5); the interaction of sustainability performance and corporate governance 

(Section 6.6); and the three-way interaction of all three factors (Section 6.7). The effects of 

control variables are discussed in Section 6.8 and a brief summary is provided in Section 6.9. 
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6.1  Hypotheses 1(a) and 1(b): Legitimacy crises and sustainability 

disclosure 

Hypothesis 1(a): The quantity of a company’s sustainability disclosure is higher if the 

company is facing a legitimacy crisis than that of its counterpart which is not facing a 

legitimacy crisis. 

Hypothesis 1(b): The quality of a company’s sustainability disclosure is lower if the 

company is facing a legitimacy crisis than that of its counterpart which is not facing a 

legitimacy crisis. 

Hypotheses 1(a) and 1(b) are developed in Section 3.1.3 and were tested in Section 5.2 with 

the results being presented in Tables 5.3 (p. 162) and 5.4 (p. 164). Sustainability disclosure 

has inspired a large body of literature, especially for examining its motivations and 

determinants (e.g. Fuller & Tian, 2006; Clarkson, et al., 2008; Cho, et al., 2010; Mahadeo, et 

al., 2011; Mallin, et al., 2013; Christensen, 2016; Gao, et al., 2016). Legitimacy theory, 

although extensively adopted as a primary motivation and explanation of sustainability 

disclosure, has been less empirically tested through theoretically and methodologically 

rigorous research processes (Gray & Laughlin, 2012). Research design of this study is centred 

on legitimacy crises, which has been explicitly defined, properly measured and rigorously 

tested. Two analytical methods were performed. The comparison tests provide primary 

evidence regarding the relationship between legitimacy crises and the quantity and quality of 

sustainability disclosure as that companies facing legitimacy crises have significantly higher 

quantity and lower quality of sustainability disclosure (Table 5.3). These findings are 

statistically analysed and the results are clear. Whereas the legitimacy crises are positively 

associated with the quantity of sustainability disclosure, they are negatively associated with 
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the quality of sustainability disclosure (Table 5.4).  This finding is in line with prior studies, 

such as that of Aerts and Cormier (2009), who report a positive and strong relationship 

between legitimacy and environmental disclosure. Aerts and Cormier (2009) use the Janis–

Fadner coefficient of imbalance as a measure of the legitimacy. Since the measure is obtained 

by combining the positive, neutral and negative news about a company into a ratio, it 

accounts for both the positive and the negative side of the legitimacy. Therefore, their 

findings on a positive correlation between legitimacy and sustainability disclosure is 

consistent with the negative correlation between legitimacy crises and the quality of 

sustainability disclosure in this study. This finding is also consistent with previous literature 

which suggests that the quality of disclosure, especially sustainability disclosure, is difficult 

to mimic and to increase within a short term (Gray, et al., 1995a; Beck, et al., 2010; Dienes, 

et al., 2016).  

 

Additional test reveals that the legitimacy crises triggered an increase in the quantity, but not 

the quality, of sustainability disclosure (Table 5.15, p. 195). While empirical studies rarely 

focus on the changing nature of sustainability disclosure, longitudinal studies are mainly 

conducted on a relatively small sample (e.g. Mahadeo, et al., 2011; Dragomir, 2012; 

Baumann-Pauly, et al., 2016). The use of the difference between two years’ sustainability 

disclosure reflects the spirit of the longitudinal study, emphasising the changes of the same 

objective over time but also incorporating the design of event study to compare the before-

after values. The difference-in-differences analysis shows that the difference between the 

quantity of sustainability disclosure of these two groups, before and after the disruptive event 

happens, is highly significant (Table 5.14, p. 193). In contrast, the analysis finds no evidence 

that the companies facing legitimacy crises increase their quality of sustainability disclosure 
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after the incident happens, especially compared with the change in the quality of 

sustainability disclosure made by the matched group. The results indicate that firms which 

are facing legitimacy crises do increase their quantity of sustainability disclosure as a 

response to the disruptive event and accompanied adverse media publicity. These findings 

may reconcile the theoretical contradiction that inferior sustainability performing firms could 

opt for making more or less sustainability disclosure as predicted by legitimacy theory or 

voluntary disclosure theory. The firms facing pressing legitimacy crises increase their 

quantity of disclosure as a response to the exposure of their environmental or social 

misconduct; however, the quality of disclosure, measured by the coverage of their reports, is 

difficult to increase immediately. This partially explains why the previous studies, which use 

the quality of sustainability disclosure predominately report a negative correlation (e.g. Aerts 

& Cormier, 2009), whereas the studies which use the quantity of sustainability disclosure as 

the response of the environmental and social misconduct frequently report a positive 

correlation (e.g. Deegan, et al., 2000; Deegan, et al., 2002). In summary, this study provides 

compelling evidence for Hypothesis 1(a) as the companies which are facing legitimacy crises 

demonstrate a sustainability disclosure quantity distinct from their counterparts in the same 

industry and even from their own previous disclosure patterns. In comparison, Hypothesis 

1(b) is supported as the companies facing legitimacy crises do not increase their quality of 

sustainability reporting and the legitimacy crises are negatively correlated with the quality of 

sustainability disclosure. Figure 6.1illustrates the direct effect of legitimacy crises on the 

quantity and quality of sustainability disclosure. 
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Figure 6.1 Direct effect of legitimacy crises on the quantity and quality of sustainability 

disclosure 
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Source: Table 5.4 
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6.2  Hypotheses 2(a) and 2(b): Sustainability performance and sustainability 

disclosure  

Hypothesis 2(a): A company’s sustainability performance is positively associated with the 

quantity of its sustainability disclosure. 

Hypothesis 2(b): A company’s sustainability performance is positively associated with the 

quality of its sustainability disclosure. 

Hypotheses 2(a) and 2(b) are developed in Section 3.2.2 and were tested in Section 5.2 with 

the results being presented in Tables 5.3 (p.162) and 5.4 (p.164). The seemingly undoubtable 

relation of sustainability performance with sustainability disclosure has also attracted 

escalating attention, and the relevant research has yielded mixed results (Dawkins & Fraas, 

2011). Two reasonable theories have been proposed to explain the sustainability performance 

– sustainability disclosure relation but that has led to different behaviours and outcomes. One 

possible theory is that environmentally and socially responsible firms have favourable stories 

to tell and are more willing to share sustainability information to materialise their high 

reputation and respectful image (e.g. Al-Tuwaijri, et al., 2004; Clarkson, et al., 2008). 

Another rational assumption predicts that companies may behave opportunistically, 

increasing their level of sustainability disclosure to distract or deflect heightened public 

attention from their inferior performance (e.g. Fennis & Stroebe, 2014). A few researchers, 

such as Dawkins and Fraas (2011) and Hummel and Schlick (2016), proposed a curvilinear 

rather than a monotonic relation of sustainability performance and sustainability disclosure, 

arguing that the companies with better and worse sustainability performance have more 

incentives to disclose such information, while companies with average performance have less 

need to report their mediocre efforts. This plausible proposition was, however, tested by 
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ordinal measures and included only one year of data, conceded by the authors to be 

limitations. In brief, there is severe inconsistency between different theories and their 

derivative practices, while empirical results are mixed and open to interpretation in separate 

ways.  

 

The results of the direct effect of sustainability performance on sustainability disclosure were 

yielded by two different sets of tests but are consistent. Compared to the previous findings 

(e.g. Maxfield, 2008; Huang & Rust, 2011; Gadenne, et al., 2012; Dienes, et al., 2016), the 

results revealed that sustainability performance is positively and strongly correlated with the 

quality of sustainability disclosure, but is marginally, yet positively, associated with the 

quantity of sustainability disclosure. The comparison tests found that the high sustainability 

performance group has significantly higher quantity and quality of sustainability disclosure 

(Table 5.3). The primary evidence is later supported by the results of the regression analyses, 

which showed that both the quantity and the quality of sustainability disclosure are positively 

associated with the sustainability performance (Table 5.4). This finding is consistent with a 

substantial body of literature (e.g. Dhaliwal, et al., 2011; Gao, et al., 2016) and is logically 

plausible as better performed companies have incentives to advertise their intensive efforts 

and certainly they have more to tell. The results demonstrated that the sustainability 

disclosure of companies corresponds to their sustainability performance, but also unveils two 

exceptions. First, the direct effect of sustainability performance became negligible, or even 

negative, after the inclusion of the two-way interaction with legitimacy crises and the three-

way interaction, indicating that the direct effect may influence the quantity and quality of 

sustainability disclosure via variously indirect paths (Tables 5.13, p. 191). Second, regression 

analyses on the two subsample groups provide evidence that the direct effect of sustainability 
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performance is insignificant in the misconduct group (Table 5.6, p. 169), suggesting that 

sustainability performance may not be a significant determinant of the quantity and quality 

of sustainability disclosure when a company is facing a legitimacy crisis. The interactive 

effects were discussed further in the following sections. 

 

The quantity of sustainability is measured by sentence count, which is commonplace in 

content analysis (e.g. Haniffa & Cooke, 2005; Cho & Patten, 2007; Comyns, 2016). The 

results pertinent to the quantity of sustainability disclosure indicate that it is less relevant, but 

still significant, to sustainability performance in comparison with the quality of sustainability 

reporting (Table 5.4). This finding is in favour of the legitimacy assumption that companies 

do not report their sustainability information in full consistence with their performance. It is 

in line with the work of Clarkson et al. (2008), who suggest that sustainability performance 

accounts for what is disclosed but may fail to predict how much is disclosed. Analysis of the 

quantity and quality of sustainability disclosure of companies facing legitimacy crises also 

provides evidence that the effect of sustainability performance is insignificant in the 

regression model using the misconduct group. This finding is not particularly supportive or 

contradictive of any assumption of impression management (Tata & Prasad, 2015), or of 

organised hypocrisy (Cho et al., 2015) either. The sustainability performance is less 

significant as a direct factor in determining the quantity of sustainability disclosure, but the 

results of comparison tests supported that higher sustainability performance companies 

disclose more with higher quality on average than their lower performing counterparts and 

that sustainability performance is strongly associated with the quality of sustainability 

disclosure although it is marginally associated with the quantity of sustainability disclosure. 
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Figure 6.2 illustrates the direct effect of sustainability performance on the quantity and 

quality of sustainability disclosure.  

 

Figure 6.2 Direct effect of sustainability performance on the quantity and quality of 

sustainability disclosure 
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6.3  Hypotheses 3(a) and 3(b): Corporate governance and sustainability 

disclosure  

Hypothesis 3(a): A company’s corporate governance mechanisms are positively associated 

with the quantity of sustainability disclosure. 

Hypothesis 3(b): A company’s corporate governance mechanisms are positively associated 

with the quality of sustainability disclosure. 

Hypotheses 3(a) and 3(b) are developed in Section 3.3.2 and were tested in Section 5.2 with 

the results being presented in Tables 5.3 (p.162) and 5.4 (p. 164). The corporate governance 

mechanism, which has a long history of being linked to the quality of financial reporting, has 

recently been investigated for its positive effects on sustainability disclosure. The results of 

this study are consistent with the previous findings (e.g. Khan, et al., 2013; Mallin, et al., 

2013; Jizi, et al., 2014; Gao, et al., 2016). The score system contains multiple items, including 

independent board members, CEO duality, CSR designated departments, and channels of 

soliciting stakeholder suggestions. The results suggested that the aggregate score is positively 

associated with the quantity and quality of sustainability disclosure (Table 5.4), implying that 

effective corporate governance mechanisms increase the transparency, and thereby the 

quantity and the quality in general, of sustainability disclosure. Rather than focusing on the 

well-documented findings of the direct effect of corporate governance, this study places more 

emphasis on the interactive effects of corporate governance mechanisms with sustainability 

performance and legitimacy crises. The direct effect of corporate governance diminishes after 

the inclusion of the two-way and three-way interactions, suggesting that corporate 

governance by itself is not a strong determinant or motivation of sustainability disclosure. 

The corporate governance mechanisms are more likely to interact with legitimacy crises and 
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sustainability performance in influencing the quantity and quality of sustainability disclosure 

by increasing transparency and accountability within an organisation. The interaction 

between corporate governance and the other two factors is discussed in the following sections. 

Figure 6.3 illustrates the direct effect of corporate governance on the quantity and quality of 

sustainability disclosure. 

 

Figure 6.3 Direct effect of corporate governance on the quantity and quality of sustainability 

disclosure 
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6.4  Hypotheses 2(c) and 2(d): The interaction between legitimacy crises 

and sustainability performance 

Hypothesis 2(c): A company’s sustainability performance is positively associated with the 

quantity of its sustainability disclosure if the company is facing a legitimacy crisis. 

Hypothesis 2(d): A company’s sustainability performance is positively associated with the 

quality of its sustainability disclosure if the company is facing a legitimacy crisis. 

Hypotheses 2(c) and 2(d) are developed in Section 3.2.3 and were tested in Section 5.3.1 with 

the results being presented in Tables 5.5 (p. 168) and 5.6 (p. 169). One possible explanation 

in interpreting the results is to follow Hummel and Schlick (2016), who argue that the better 

and worse performing companies disclose more than those companies with average 

performance. This explanation is appealing as it partially explains why the direct effect of 

sustainability performance is less significant than the other two factors, as it should be 

divided into the positive side and the negative side. However, comparison tests which divided 

the entire sample into high and low performance groups and compared the mean of the 

quantity and quality of sustainability disclosure rejected the null hypotheses that the two 

groups’ quantity and quality of sustainability disclosure is statistically the same (Table 5.3). 

The comparison tests provide evidence that, after dividing the entire sample into a 

misconduct group and a non-misconduct group, there is a less significant difference between 

the mean of the quantity and an insignificant difference between the quality of sustainability 

disclosure of the high sustainability group and that of the low sustainability group in the 

misconduct group (Table 5.5). Indeed, the regression analyses revealed that sustainability 

performance is significant in determining the quantity and quality of sustainability disclosure 

in the non-misconduct group, whereas its influence is statistically negligible in the 
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misconduct group (Table 5.6). The influence of sustainability performance on the quantity 

and quality of sustainability disclosure has been documented in the prior literature (e.g. 

Clarkson, et al., 2008), whereas the interaction of sustainability performance and legitimacy 

crises has been theoretically posited (e.g. Omran & El-Galfy, 2014) but has been less tested 

empirically.  

 

The results suggested that a company’s sustainability disclosure is positively correlated with 

its underlying performance unless it is facing a legitimacy crisis. The dichotomy is similar to 

the U-shaped disclosure pattern proposed by Dawkins and Fraas (2011), who argue that the 

companies which have the necessity will have the incentive to disclose; nevertheless, this 

study suggests that inferior sustainability performance is insufficient to create a compelling 

need for companies to increase their sustainability disclosure. In the non-misconduct group, 

there are companies with higher and lower sustainability performance; however, they follow 

the general trend that sustainability disclosure depends on the underlying performance. 

Deegan and Rankin (1996) report a disparity between the reports of positive environmental 

and social events and those of negative events, arguing that companies tend to hide the 

reporting of negative news even when the news is a proven environmental offence. Therefore, 

it should be reiterated that companies with lower sustainability performance, when judged 

by a rating system such as KLD rating or the self-constructed score, may not warrant a 

necessary response, especially within the Chinese context (Noronha, et al., 2015).  

 

Chu, Chatterjee and Brown (2013) note that most Chinese companies conventionally report 

only good or neutral performance and hide negative news if possible. The attempts to hide 

negative news are more favourable given the Chinese culture that “no news is good news”. 
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Therefore, it is expected that lower sustainability performing Chinese companies have the 

propensity to make less disclosure unless there is an urgent call for an immediate response. 

Using disclosure of negative news as a measure of legitimacy, Chauvey, Giordano-Spring, 

Cho and Patten (2015) document an increase in the volume, with unchanged quality, of CSR 

reporting in France. Their findings are compatible with the results of this study, except that 

this study introduced the interactive effect of legitimacy crises and sustainability disclosure, 

and further revealed that the legitimacy crises are positively associated with the changes of 

the before- and after-event quantities of sustainability disclosure through the additional 

analyses (Table 5.15, p. 195).  

 

The additional analyses on the interaction between legitimacy crises and sustainability 

performance complemented the results of other tests (Table 5.13, p. 191). The two-way 

interaction is significant in both models (i.e. QUAN and QUAL models) and is negatively 

associated with both the quantity and the quality of sustainability disclosure. In reference to 

the results of comparison tests and regression analyses, this negatively interactive effect 

could be interpreted as saying that the sustainability performance is positively associated 

with the quantity and quality of sustainability disclosure given the absence of the effect of 

legitimacy crises. The results evidenced that legitimacy crises and sustainability performance 

complement one another in influencing the quantity and quality of sustainability disclosure 

rather than synergetically and interactively affecting the sustainability disclosure. 

Hypotheses 2(c) and 2(d), which posit that there are interactive effects of sustainability 

performance and legitimacy crises on the quantity and quality of sustainability disclosure, 

are therefore not supported. 
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Moreover, the findings of this study suggested that managers may prefer a symbolic approach 

in response to legitimacy crises, but use a substantive approach for regular disclosure of 

sustainability information. This proposition is posited based on three findings: first, the 

legitimacy crises are positively associated with the quantity of sustainability disclosure and 

are negatively associated with the quality of sustainability disclosure. Second, sustainability 

performance is positively associated with both the quantity and the quality of sustainability 

disclosure. Third, sustainability performance has no significant effects on the quantity and 

quality of sustainability disclosure when a company is facing a legitimacy crisis (i.e. in the 

misconduct group). The first and third findings imply that managers may opt for a symbolic 

approach in attempt to address the legitimacy crisis as companies facing legitimacy crises 

increase the quantity of their sustainability disclosure, as a symbolic gesture of compliance, 

without improving the quality of their sustainability disclosure, which is a measure of the 

disclosure of what the companies have done. The second finding suggests that companies 

generally disclose their sustainability information in consistence with their sustainability 

performance, which is a sign of substantive approach for sustainability disclosure. These 

findings are in principle consistent with the findings of Dawkins and Fraas (2011) and 

Hummel and Schlick (2016) that companies with superior sustainability performance behave 

differently from those companies with inferior sustainability performance. Companies assess 

a range of factors before deciding the volume and the content of their sustainability disclosure, 

including their legitimate status, their sustainability performance and other factors, based on 

their importance at the time, as asserted in Omran and El-Galfy (2014). Therefore, symbolic 

and substantive approaches for sustainability disclosure may be selectively used by managers 

contingent on the factor which is considered to be most urgent at the time of making 

sustainability disclosure.   
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6.5  Hypotheses 3(c) and 3(d): The interaction between legitimacy crises 

and corporate governance 

Hypothesis 3(c): A company’s corporate governance is positively associated with the 

quantity of its sustainability disclosure if the company is facing a legitimacy crisis. 

Hypothesis 3(d): A company’s corporate governance is positively associated with the quality 

of its sustainability disclosure if the company is facing a legitimacy crisis. 

Hypotheses 3(c) and 3(d) are developed in Section 3.3.3 and were tested in Section 5.3.2 with 

the results being presented in Tables 5.7 (p. 173) and 5.8 (p. 174). Prior studies pertinent to 

organisational legitimacy and corporate governance focus mainly on two aspects: the 

legitimacy effect of corporate governance and the contribution of corporate governance to 

corporate legitimacy. In terms of the first strand of literature, Sacconi (2004) proposes that 

corporate governance mechanisms, particularly the reputation mechanisms, ensure the 

trustworthiness of organisational disclosure, especially sustainability reporting, given the 

incomplete contractual relation between the stakeholders and management. Judge, Douglas 

and Kutan (2008) define corporate governance legitimacy as “the practices and structures 

within a nation that are perceived to result in corporate behaviour that is appropriate to 

meet the needs of society” (p.768) and argue that corporate governance per se has legitimacy 

implications to the investors. Without referring to sustainability disclosure, Seidl, Sanderson 

and Roberts (2013) explain a taxonomy of justifications on the deviation in the code of 

corporate governance and how these justifications are linked to particular types of legitimacy 

(i.e. pragmatic and moral legitimacy).  
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Another strand of literature stresses the effect of corporate governance on organisational 

legitimacy, mostly through financial and non-financial disclosure. This effect is implied by 

Chen, Watson and Woodliff (2014) through suggesting policy setters to focus on corporate 

governance quality so that the corporations are no longer able to report ‘good news’ only. 

Hahn and Kühnen (2013), after reviewing more than 100 articles published in the 

sustainability disclosure area, identify a gap, and a future research avenue as well, in the 

relation of corporate governance and corporate legitimacy. They argue that corporate 

governance is essential for understanding sustainability disclosure within the context of 

legitimacy crises and demands of stakeholders. Further, they note that “absence of certain 

governance structures (e.g., sustainability councils) might imply sustainability reporting to 

be decoupled from actual operations” (Hahn & Kühnen, 2013, p. 15). Empirical evidence 

regarding the legitimacy effect of corporate governance is scarce and indirect. Khan, 

Muttakin and Siddiqui (2013) suggest that corporate legitimacy is jeopardised provided that 

corporate governance fails to ensure the action of the organisation is congruent with the social 

expectations. Fernandez-Feijoo, Romero and Ruiz (2012) report that particular corporate 

governance characteristics (e.g. management ownership and diffused ownership) are 

associated with a higher volume of sustainability information being disclosed, with a higher 

level of credibility attached. Overall, prior literature pertinent to corporate governance and 

legitimacy crises could be concluded by the comments in Hahn and Kühnen (2013) as 

“turning to internal aspect of corporate governance, we identified another research gap” 

(p.15) and “reporting is initiated following insufficient communication with stakeholders and 

a resulting legitimacy crisis or corporate scandals” (p.16). Corporate governance may be the 

only bridge between legitimacy crises and credible sustainability disclosure, without which 

that sustainability reporting is more likely to be used as a legitimation tool.  
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The results of this study are consistent with this discussion on previous findings. Comparison 

tests showed that in both the misconduct group and the non-misconduct group, good 

corporate governance is positively and significantly associated with higher quantity and 

quality. Further, the regression analyses revealed that the effect of corporate governance on 

the quantity and quality of sustainability disclosure in both the misconduct group and the 

non-misconduct group were significant and positive. Additional analyses on the direct and 

interactive effect of corporate governance on the quantity of sustainability found that either 

the direct effect of corporate governance or the interactive effect of corporate governance 

and legitimacy crises is significant in the comprehensive model (Table 5.13, p. 191). From a 

theoretical perspective, this could be interpreted as supportive evidence of the 

complementary relation between legitimacy theory and voluntary disclosure theory. 

Legitimacy crises motivate the corporation to compensate for the negative impact of 

environmental and social misconduct and managers have incentives to disclose more to 

provide excuses, give justifications, and educate, or alter the perception of the audiences. 

Voluntary disclosure theory predicts companies are motivated by the intention to reduce 

information asymmetry and corporate governance is a system of mechanisms for managing 

and monitoring the process of carrying out this intention (Hahn & Kühnen, 2013). Although 

emanating from different theories, the outcome of both legitimacy crises and good corporate 

governance is towards an increased quantity of sustainability disclosure, whereas the 

different intentions explain why these two factors have no interactions with determining the 

quantity of sustainability disclosure.        

 

In terms of quality models (QUAL model), the results have more implications for the 

interaction of legitimacy crises and corporate governance. The findings have few precedents 
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to compare with, despite being rationally plausible. While researchers are concerned about 

whether legitimacy crises lead to fundamental changes to a company’s modus operandi, or 

to a series of symbolic gestures in an attempt to restore the company’s legitimacy through 

sustainability disclosure, corporate governance has long argued to be the key to increase the 

credibility of the sustainability disclosure and to the fundamental changes of showing ‘real’ 

care for the environment and society. Table 5.13 demonstrated that the interaction of 

legitimacy crises and corporate governance is highly significant whereas the direct effects of 

legitimacy crises and corporate governance became insignificant after the inclusion of the 

interactive effect. This finding further underpinned the rationale that legitimacy crises and 

corporate governance influence the quality of sustainability disclosure interactively. 

Legitimacy crises alone are negatively associated with the quality of sustainability disclosure 

(Table 5.4) and a company which is facing a legitimacy crisis and which has good corporate 

governance is more likely to provide high quality sustainability disclosure. In summary, 

corporate governance has a vital role in determining the quantity and quality of sustainability 

disclosure, regardless whether those companies are facing legitimacy crises. Hypotheses 3(c) 

and 3(d) are, therefore, supported. 
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6.6  Hypotheses 4(a) and 4(b): The interaction between sustainability 

performance and corporate governance 

Hypothesis 4(a): The interaction between sustainability performance and corporate 

governance is positively associated with the quantity of sustainability disclosure. 

Hypothesis 4(b): The interaction between sustainability performance and corporate 

governance is positively associated with the quality of sustainability disclosure. 

Hypotheses 4(a) and 4(b) are developed in Section 3.4.1 and were tested in Section 5.3.3 with 

the results being presented in Tables 5.9 (p. 178) and 5.10 (p. 179). The relationship between 

corporate governance and sustainability performance has been discussed through different 

lenses. Some researchers consider corporate governance a sub-concept within the corporate 

sustainability paradigm and hold the belief that corporate governance should be evaluated as 

part of sustainability performance (e.g. Kolk, 2008; Kolk & Pinkse, 2010), whereas another 

strand of literature argues that corporate governance is a precedence and determinant to 

superior sustainability performance (e.g. Johnson & Greening, 1999; Said, et al., 2009). 

Moreover, researchers such as Aras and Crowther (2008) contended that good corporate 

governance is developed to address sustainability issues and should have a synergetic relation 

with sustainability performance. Their empirical evidence showed that 27 percent of the 

companies in the Financial Times Stock Exchange (TFSE) 100 index considered that their 

corporate governance should be linked to corporate sustainability activities and only 7 

percent make a “full connection to sustainability” (p.443).  

 

To date, there exist at least three hypotheses regarding the relation between corporate 

governance and sustainability performance: corporate governance is a part of sustainability 
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performance; corporate governance determines sustainability performance; and corporate 

governance and sustainability performance interact with one another and have a synergetic 

effect on other corporate activities, such as sustainability disclosure. This study incorporated 

the possible interaction between corporate governance and sustainability performance in the 

model and tested the interaction with two analytical methods.   

 

Comparison tests revealed that the differences between high sustainability performing and 

low sustainability performing companies in the quantity and quality of sustainability 

disclosure are larger if they have good corporate governance than having poor corporate 

governance. The primary evidence suggested that corporate governance interacts with 

sustainability performance on fostering the quantity and quality of sustainability disclosure; 

and companies which have poor corporate governance have smaller differences in the 

quantity and quality of sustainability disclosure, compared to their sustainability performance.   

 

The regression analysis on the two-way interaction of these two factors further indicated that 

the interactive variable is significant in both the quantity and the quality model (Table 5.10). 

This finding agrees with the qualitative findings reported by Aras and Crowther (2008) and 

Jamali, Safieddine, and Rabbath (2008) as well as the contribution of the interactive effect 

of corporate governance and sustainability disclosure on the organisational legitimacy, as 

discussed by Michelon and Parbonetti (2012). The empirical evidence is also in tune with the 

implication of Kolk and Pinkse (2010) that higher CSR performance companies, out of others, 

are more likely to link corporate governance to CSR issues and report them in an integrated 

manner. Corporate governance by itself is insignificant in determining the quantity of 

sustainability disclosure, whereas sustainability performance is negatively associated with 



224 
 

the quantity of sustainability disclosure. The interaction of corporate governance and 

sustainability performance is strongly associated with the quantity of sustainability disclosure, 

suggesting that high sustainability performance should interact with effective corporate 

governance mechanisms to contribute to a high quantity of sustainability performance. In 

contrast, the direct effect of corporate governance and the interactive effect of corporate 

governance and sustainability performance are positively associated with the quality of 

sustainability disclosure, while the direct effect of sustainability performance is insignificant. 

Whereas the quality of sustainability disclosure is more consistent with the underlying 

sustainability performance and is substantive in nature, as it is measured based on the 

question of facts, the quantity of sustainability disclosure is more divergent and is susceptible 

to managerial manipulation and opportunistic behaviours (e.g. Boiral, 2013; Williams & 

Adams, 2013; Bartels, et al., 2015; Swaim, et al., 2016). Corporate governance related 

literature posits that the strong overseeing and monitoring function of the board and the 

control system increases the transparency of the communication within an organisation and 

between the organisation and its stakeholders and constrains the ability of managers to 

manipulate and distort the information disclosure (Aguilera, et al., 2006; Aras & Crowther, 

2008; Cheung, et al., 2010; Fernandez-Feijoo, et al., 2014). Therefore, when corporate 

governance interacts with sustainability performance, but also has direct influence, on 

fostering the quality of sustainability disclosure, the direct influence may not be strong 

enough to have an impact on the quantity of sustainability disclosure without the precedence 

of sustainability performance.    

 

This empirical evidence regarding how corporate governance interacts with sustainability 

performance is rarely presented although the interactive effect of corporate governance and 
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CSR performance on firm performance and value has been examined recently (e.g. Khan, 

2010; Huang, 2010). The results were also implied by Jo and Harjoto (2012), who report a 

causal effect of lagged corporate governance on the CSR engagement and suggest that 

effective corporate governance mechanisms align the interest of managers with the 

stakeholders and reduce the self-interest consideration in the decision of CSR engagement 

(Harjoto & Jo, 2011). Overall, superior sustainability performance without effective 

corporate governance is negatively associated with the quantity of sustainability disclosure 

and has no significant effect on the quality of sustainability disclosure, emphasising the 

importance of corporate governance mechanisms in the process of communicating a 

company’s sustainability performance to its stakeholders. Hypotheses 4(a) and 4(b) are 

supported.  
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6.7  Hypotheses 5(a) and 5(b): Three-way interaction of legitimacy crises, 

sustainability performance and corporate governance  

Hypothesis 5(a): The interaction between sustainability performance and corporate 

governance is positively associated with the quantity of sustainability disclosure if the 

company is facing a legitimacy crisis. 

Hypothesis 5(b): The interaction between sustainability performance and corporate 

governance is positively associated with the quality of sustainability disclosure if the 

company is facing a legitimacy crisis. 

To date, the three-way interaction of legitimacy crises, sustainability performance and 

corporate governance is seldom noted, let alone examined, in the sustainability disclosure 

literature. As posited in Section 3.4.2, there are eight scenarios, in which all the changes in 

the three factors are incorporated into consideration. Table 5.11 (p. 184) listed all the possible 

combinations of the three factors and presented the results according to each combination. 

Table 6.1 compared the results presented in Table 5.11 with the estimation made in Table 3.1 

(p. 108). These eight combinations are discussed in Section 6.7.1 to Section 6.7.8.  
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Table 6.1 Comparison between the estimation and the results of the analysis of the three-way 

interaction of legitimacy crises, sustainability performance and corporate governance   

Scenari

o 

Sustainabilit

y 

performance 

Legitimac

y crisis 

Corporate 

governanc

e 

Quantity of 

sustainabilit

y disclosure 

Quality of 

sustainabilit

y disclosure 

QUA

N 

QUA

L 

Hypothese

s 

1 High (+) Yes (1) High (+) More (+) Higher (+) +*** +*** 5a1, 5b1 

2 Low (-) Yes (1) High (+) More (+) 
Unknown 

(?) 
+** +*** 5a2, 5b2 

3 High (+) Yes (1) Low (-) More (+) 
Unknown 

(?) 
‒ ‒*** 5a3, 5b3 

4 Low (-) Yes (1) Low (-) More (+) Lower (–) ‒ ‒*** 5a4, 5b4 

5 High (+) No (0) High (+) More (+) Higher (+) +*** +*** 5a5, 5b5 

6 Low (-) No (0) High (+) Less (–) Lower (–) ‒ ‒*** 5a6, 5b6 

7 High (+) No (0) Low (-) More (+) Higher (+) ‒ + 5a7, 5b7 

8 Low (-) No (0) Low (-) Less (–) Lower (–) ‒** ‒*** 5a8, 5b8 

 

 

6.7.1 Hypotheses 5a1 and 5b1: legitimacy crises, high sustainability performance 

and high corporate governance 

As predicted, high sustainability performance, legitimacy crises and high corporate 

governance meet all the conditions in this study to entail higher quantity and quality of 

sustainability disclosure. Both the direct effects and the interactive effects of the three factors 

suggest that this combination is positively associated with the quantity and quality of 

sustainability disclosure, except for the direct effect of the legitimacy crises on the quality of 

sustainability disclosure. In this regard, the two-way interaction analysis showed that good 

corporate governance is necessary for legitimacy crises to have a positive effect on the quality 

of sustainability disclosure. There is no surprise regarding the positive association between 

superior sustainability performance, facing legitimacy crises and good corporate governance, 
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and the quantity and quality of sustainability disclosure. Hypotheses 5a1 and 5b1 are therefore 

supported. 

 

6.7.2 Hypotheses 5a2 and 5b2: low sustainability performance, legitimacy crises and high 

corporate governance 

Although sustainability performance is low, legitimacy crises motivate companies to disclose 

a higher volume of sustainability information. Combined with good corporate governance, 

legitimacy crises may become an opportunity for those companies which are suffering from 

the negative influence of environmental and social misconduct to disclose the changes they 

have made. The quantity and quality of sustainability disclosure are both significantly higher 

in this combination, indicating that the effect of inferior sustainability performance is not 

strong enough to reverse the effects of the other two factors.  Hypothesis 5a2 is therefore 

supported and Hypothesis 5b2 is rejected as a null hypothesis. 

 

6.7.3 Hypotheses 5a3 and 5b3: high sustainability performance, legitimacy crises and low 

corporate governance 

The results of this combination emphasise the importance of corporate governance in 

maintaining the quality of sustainability disclosure. In terms of the quantity, high 

sustainability performance and facing legitimacy crises provide strong incentives for 

managers to disclose a higher volume of sustainability information, while the absence of 

good corporate governance leaves room for managers to manipulate sustainability disclosure 

as a legitimation tool. The negative and insignificant result implies that either superior 

sustainability performers make a large volume of sustainability disclosure regularly and the 

legitimacy crises therefore make no significant difference in their quantity of sustainability 
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disclosure; or the interaction between sustainability performance and corporate governance 

causes the insignificant result as poor corporate governance and superior sustainability 

performance have opposite effects on the quantity of sustainability disclosure. In terms of the 

quality, the effect of this combination is strong, negative and significant. Although superior 

sustainability performance is generally associated with a higher quality of sustainability 

disclosure, companies which are facing legitimacy crises and that lack good corporate 

governance may seize the opportunity to make a symbolic gesture and withhold the 

information in dispute (i.e. related to their misconduct), causing a decline in the quality of 

sustainability disclosure. Therefore, this empirical evidence implies that companies may 

make a symbolic gesture rather than substantive efforts in reaction to legitimacy crises 

without good corporate governance, even though they are superior sustainability performers. 

Hypothesis 5a3 is not supported, whereas Hypothesis 5b3 is rejected as a null hypothesis. 

 

6.7.4 Hypotheses 5a4 and 5b4: low sustainability performance, legitimacy crises and low 

corporate governance 

The results of this combination are similar to those in Section 6.7.3. The interactive effect of 

inferior sustainability performance, facing legitimacy crises and poor corporate governance 

quality is rather complex. Whereas the inferior sustainability performance and bad corporate 

governance quality suggest a lower volume of sustainability disclosure as posited by 

voluntary disclosure theory, legitimacy theory proposes that legitimacy crises motivate 

managers to disclose more on sustainability information as a response. The results fail to 

identify which one is the primary explanation for the quantity of sustainability disclosure. 

The quality of sustainability disclosure is negatively associated with this combination of the 

three factors. All three factors suggest a lower quality of sustainability disclosure, both 
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individually and aggregately. Hypothesis 5a4 is not supported, whereas Hypothesis 5b4 is 

supported.  

 

6.7.5 Hypotheses 5a5 and 5b5: high sustainability performance, non-legitimacy crises and 

high corporate governance 

The next four combinations are statistically the same as the two-way interaction of 

sustainability performance and corporate governance without the effect of legitimacy crises. 

The results of the comparison tests could be reviewed with the results of regression analyses 

presented in Table 5.12, which presents the results of regressing these two factors (i.e. 

sustainability performance and corporate governance) on the quantity and quality of 

sustainability disclosure within the two sub-sample groups, misconduct and non-misconduct. 

In this combination, superior sustainability performance and good corporate governance, 

without the effect of legitimacy crises, are significantly and positively associated with the 

quantity and quality of sustainability disclosure. As noted in Section 6.6, the results concur 

with the prior literature (e.g. Aras & Crowther, 2008; Kolk & Pinkse, 2010; Michelon & 

Parbonetti, 2012) and the theoretical propositions of this study. Hypotheses 5a5 and 5b5 are 

therefore supported. 

 

6.7.6 Hypotheses 5a6 and 5b6: low sustainability performance, non-legitimacy crises and 

high corporate governance 

This combination has one peculiarity: there is less intention for managers to disclose 

sustainability information, as the company is an inferior sustainability performer and has no 

immediate legitimacy threat. In this vein, managers tend to withhold sustainability 

information to reduce uncertainties. Without either intention or the need for sustainability 
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disclosure as discussed in this study, good corporate governance is not associated with high 

quantity and quality of sustainability disclosure. The quantity of sustainability disclosure is 

insignificantly associated with this combination of the three factors, whereas the quality is 

negatively associated with this combination. This finding could be viewed in combination 

with the results presented in Tables 5.12 and 5.13 that corporate governance has no 

significant impact on the quantity and quality of sustainability disclosure after the inclusion 

of interactive variables. In contrast to legitimacy crises and sustainability performance, 

corporate governance is a determinant rather than a motivation for sustainability disclosure. 

Hypothesis 5a6 is not supported, whereas Hypothesis 5b6 is supported.  

 

6.7.7 Hypotheses 5a7 and 5b7: high sustainability performance, non-legitimacy crises and 

low corporate governance 

Although high sustainability performance motivates managers to make disclosure on 

sustainability information, non-legitimacy crises and low corporate governance leave 

managers with a high degree of strategic leeway. In this scenario, managers may favour any 

action at their own discretion, or may relate to other factors which are beyond the scope of 

this study. The comparison tests on this combination show no significant result. Hypotheses 

5a7 and 5b7 are not supported.    

 

6.7.8 Hypotheses 5a8 and 5b8: low sustainability performance, non-legitimacy crises and 

low corporate governance 

This combination of the three factors is featured with low intention to report sustainability 

information and a low level of overseeing and monitoring within the organisation. Both 

voluntary disclosure theory and legitimacy theory predict that these companies are inclined 
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to disclose less as there is neither intention nor necessity to make disclosure on sustainability 

information. Unsurprisingly, companies with inferior sustainability performance, having no 

legitimacy crises and bad corporate governance quality are more likely to make lower 

quantity and quality sustainability reports. This finding is open to interpretations, such as a 

low level of sustainability disclosure corresponds to a low expectation and need for such 

disclosure (de Villiers & van Staden, 2006), or withholding excessive information to reduce 

the uncertainties a company faces (Einhorn, 2007). Hypotheses 5a8 and 5b8 are supported. 
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6.8 Control variables 

Previous literature suggested that ownership is essential for determining the extent and the 

content of any type of disclosure in China, as the government is influential on both private 

business and state-owned enterprises (Wang, et al., 2009; Zheng & Zhu, 2013). The results 

of this study provided limited evidence to support the claim that state ownership is positively 

related to the quantity and quality of sustainability disclosure. As a complement to the 

ownership dummy, the percentage of governmental shares is introduced to further capture 

the influence of government on the organisation. However, the results remain essentially the 

same with the ownership dummy. The contradiction to the previous findings has two 

potential explanations: SOEs are generally larger than private enterprises, and therefore the 

effects of state ownership may be mediated by the size effect. Another possible explanation 

is that the power of the Chinese government is prominent for private enterprises as well as 

for the SOEs, in terms of sustainability disclosure. King, Piotroski, Wong and Zhang (2014) 

noted a common phenomenon of suppressing negative news among all the publicly listed 

companies during the National Congress year. Li and Zhang (2010) also provided evidence 

on how regional economic development moderates the extent to which local companies are 

willing to take CSR. Meng, Zeng and Tam (2013) reported that all Chinese companies 

increase their level of disclosure after the intervention of the central government. Therefore, 

the results of this study may contribute to further investigation of whether state-ownership is 

still effective, differentiating SOEs from the private enterprises, on the incentives of 

disclosing environmental and social information within the Chinese context.  
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Firm size is the most crucial factor in determining the quantity and quality of sustainability 

disclosure. As predicted by political theory, large firms have more public visibility, and 

therefore have more incentives to disclose environmental and social information than smaller 

companies have. The results of this study may reflect the necessity of disclosing more 

information, due to more public visibility, but are open to other interpretations, such as larger 

companies having more environmental and social projects so that they have more stories to 

tell; or larger companies being under pressure from more stakeholder parties, and therefore 

having to respond more frequently to different claims. This study, which provided evidence 

on only the positive effects of firm size to the sustainability disclosure, does not favour any 

particular explanation: it is not designed to test any theory but is a control for the size effect. 

Other variables which account for profitability, year effects and industry effects are mainly 

insignificant in the analyses and therefore were not discussed in this chapter.  
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6.9 Summary 

This Chapter discussed the empirical results of the comparison tests and regression analyses. 

Few studies incorporate sustainability performance, legitimacy crises and corporate 

governance into one model and examine their individual and interactive effects on the 

quantity and quality of sustainability disclosure. Therefore, the results of this study can be 

only partially compared with, and are mainly congruent with, the prior findings. The 

interaction between sustainability performance and legitimacy crises, and the interaction 

between sustainability performance and corporate governance, have been posited but less 

empirically examined. Comparatively, interaction between legitimacy crises and corporate 

governance and the three-way interaction of the three factors are seldom noted and previous 

findings for comparison are few, if at all available.  

 

The objectives of this study are to test whether legitimacy crises, sustainability performance 

and corporate governance have individual and, more importantly, interactive effects on a 

company’s quantity and quality of sustainability disclosure. To linking the findings to the 

objectives of this study, these key findings are presented as follows: 

(i) Legitimacy crisis is positively associated with the quantity of sustainability 

disclosure, but is negatively associated with the quality of sustainability 

disclosure. As discussed, the quality of sustainability disclosure is a measure of 

how informative of a company’s sustainability disclosure and the quantity is a 

measure of the frequency or the volume of sustainability communication. This 

finding suggests, as concerned by many researchers, sustainability disclosure may 

be (ab)used as a legitimation tool rather than a way of effective communication 
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(Gray, et al., 1995a; Aerts & Cormier, 2009; Beck, et al., 2010; Dienes, et al., 

2016).  

(ii) Although sustainability performance is a motivation for sustainability disclosure 

(as supported by the direct effects model), it is not associated with the quantity 

and quality of sustainability disclosure in a misconduct group. This finding 

supports the theoretical proposition developed in Omran and El-Galfy (2014) that 

the primary motivation for sustainability disclosure is different and contingent on 

the most urgent need a company perceives. Moreover, it is consistent with the 

findings of Hummel and Schlick (2016) that companies may perceive the 

importance of regaining their legitimacy as at the highest when they are facing a 

legitimacy crisis.  

(iii) Corporate governance has a significant contribution to a higher quantity and 

quality sustainability disclosure. Further, companies with better corporate 

governance are associated with higher quantity and quality of sustainability 

disclosure, regardless whether they are facing a legitimacy crisis. The benefits of 

having a sound corporate governance system on increasing the quantity and 

quality of sustainability disclosure are supported; and the increases are sourced 

from either a higher reputation and more trustworthy image (Sacconi, 2004), the 

improvement in transparency (Hahn & Kühnen, 2013), better alignment with 

social expectations (Khan, et al., 2013) or a combination of all effects.  

(iv) For a company facing a legitimacy crisis, whether it has a better sustainability 

performance and sound corporate governance mechanisms makes a huge 

difference on the likelihood of whether it will provide higher quantity and quality 

sustainability disclosure. Although such an interactive effect of three factors has 
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been seldom examined, companies which have a good track record and complete 

corporate governance mechanisms do have a better chance to survive a legitimacy 

crisis (Suchman, 1995; Deegan, et al., 2002; Kent & Monem, 2008).  

 

These findings, which are theoretically supported and innovatively examined, contribute 

to further understanding of the interplay among the three primary factors in determining 

the quantity and quality of sustainability disclosure. The next chapter concludes this study 

and provides a summary on the implications of this study, suggestions for the future 

research opportunities and discussions on the limitations of this study.  
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Chapter 7 Conclusion 

 

 

7.1 Conclusion 

This study has five objectives as outlined in Section 1.2, and 14 hypotheses as presented in 

Chapter 3. Fundamentally, this study investigates three primary determinants of 

sustainability disclosure and the interactive effects of these determinants on the quantity and 

quality of such disclosure. Legitimacy crises are posited as a primary factor which motivates 

listed companies to make sustainability disclosure. Sustainability performance is another 

primary motivation for sustainability disclosure; however, it has less influence on a 

company’s sustainability disclosure when the company is facing a legitimacy crisis. 

Corporate governance is a major determinant of sustainability disclosure, especially for the 

quality of sustainability disclosure, as it constrains the ability of managers to disclose 

sustainability information opportunistically. Moreover, the three factors, legitimacy crises, 

sustainability performance and corporate governance, are considered as interacting with each 

other in influencing the quantity and quality of sustainability disclosure. Two sets of analyses 

were designed to test the hypotheses: comparison tests and regression analyses. The 

comparison tests provided preliminary, yet meaningful, results, whereas the results of 

regression analyses complemented the preliminary findings and provided more convincing 

evidence to support or reject the presented hypotheses.  

 

The key findings of this study include: first, that the effects of legitimacy crises on the 

quantity and quality of sustainability disclosure are supported (H1a, H1b). Legitimacy is 
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frequently referred to as a main cause for sustainability disclosure, but is seldom measured 

and analysed in empirical studies. Both comparison tests and regression analyses provided 

evidence to support this association. Legitimacy crises are positively associated with the 

quantity of sustainability disclosure, and are negatively associated with the quality of 

sustainability disclosure. This study also used the before-after difference of the 

environmental and social misconduct in the sustainability disclosure and found that 

legitimacy crises account for the dramatic increase in the quantity of disclosure, although the 

quality of disclosure remains at a similar level.  

 

Second, the sustainability performance is positively associated with the quality of 

sustainability disclosure, but is only marginally and positively associated with the quantity 

of sustainability disclosure (H2a, H2b). This finding has implications to researchers who 

argue that the primary motivation for sustainability disclosure is to signal a superior 

performance and to use it as a resource. A positive association between sustainability 

performance and the quantity and quality of sustainability disclosure suggests that companies 

with inferior performance are not attempting to disclose more than their counterparts with 

superior performance, in order to ‘window-dress’ their less favourable performance. Rather, 

the bad performers tend to lay low by presenting less detailed and less specified information, 

while the quantity of their disclosure is significantly lower than that of the good performers.  

 

Third, this study investigated the effects of legitimacy crises on the sustainability 

performance – sustainability disclosure relationship and provided evidence that legitimacy 

crises could be a primary explanation for the quantity of sustainability disclosure, although 

not for the quality of sustainability disclosure, if a company is in urgent need to repair its 



240 
 

legitimacy (H2a, H2b). This finding partially supports a view that neither the resource-based 

incentive nor the legitimacy incentive is an all-time motivation for sustainability disclosure: 

generally, companies make their sustainability disclosure according to the underlying 

performance and activities; however, a legitimacy crisis creates a need for more disclosure 

as a means to repair the legitimacy of those companies.  

 

Fourth, this study suggests that good corporate governance, both individual and interactive 

with other two factors, is positively associated with a higher quantity and quality of 

sustainability disclosure. These findings support a view that corporate governance, as a 

system of control mechanisms within an organisation, increases the effectiveness and 

efficiency of the communication on sustainability information.   

 

Fifth, this study examined potential interactions of legitimacy crises, sustainability 

performance and corporate governance and their effect on the quantity and quality of 

sustainability disclosure. In summary, there are four findings regarding these interactions: 

(1) sustainability performance has an insignificant effect on the quantity and quality of 

sustainability when a company is facing a legitimacy crisis; 

(2) corporate governance contributes to a higher quantity and quality of sustainability 

disclosure even when a company is facing a legitimacy crisis; 

(3) sustainability performance interacts with corporate governance in influencing the 

quantity and quality of sustainability disclosure. After including the interactive effect 

with corporate governance, sustainability performance has a negative effect on the 

quantity of sustainability disclosure and has no effect on the quality of sustainability; 

meanwhile, after including the interactive effect with sustainability performance, 
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corporate governance is still positively associated with the quality of sustainability 

disclosure although being insignificantly associated with the quantity of sustainability 

disclosure; 

(4)  the three-way interaction of these three factors is positively and significantly associated 

with both the quantity and the quality of sustainability disclosure, indicating that these 

three factors could jointly influence sustainability disclosure.  
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7.2 Contributions 

7.2.1 Theoretical implications 

This study makes the following theoretical contributions. First, legitimacy theory has been 

one of the two dominant theoretical frameworks in understanding various corporate 

sustainability disclosure behaviours (Gray & Laughlin, 2012). However, legitimacy theory, 

despite its wide application, has been insufficiently examined (Wang, 2010), in terms of the 

weak association between the theory and the empirical evidence (Hooghiemstra, 2000; 

Spence, et al., 2010; Hahn & Kühnen, 2013) and the limited exploration on the negative 

elements of legitimacy, such as a legitimacy crisis (Gray, et al., 2009; Huang & Watson, 

2015). The findings of this study contribute to the current literature of legitimacy theory by 

focusing on legitimacy crises and on how the crises affect the corporate sustainability 

disclosure behaviours. Although adverse media publicity, as a measure of legitimacy crises, 

has been used in previous studies, such as Kent and Monem (2008), how legitimacy crises 

affect the quantity and quality of a company’s sustainability disclosure has rarely been 

examined. This study suggests that legitimacy crises are positively associated with the 

quantity of sustainability disclosure, while the quality of sustainability disclosure is 

negatively associated with legitimacy crises. Those researchers who contend that legitimacy 

is a primary motivation for sustainability disclosure, or other sustainability- and CSR-related 

activities, may consider in which circumstances legitimacy could affect these activities and 

specify the dimension(s) of legitimacy and its potential outcomes. As legitimacy crises are 

associated with higher quantity and lower quality of sustainability disclosure, the concern of 

Suchman (1995) is that companies will seek passive rather than active support and use 

legitimacy as an operational resource rather than incorporating the social beliefs and norms 
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that legitimacy represents may be realistic. The strong link between legitimacy theory and 

the findings of this study also contributes to the empirical evidence in that legitimacy 

considerations are one, although not the only one, primary motivation for corporate 

sustainability disclosure.  

 

Second, this study provides a theoretical model which incorporates three factors, legitimacy 

crises, sustainability performance and corporate governance. Individually, these three factors 

have been linked to sustainability disclosure for more than two decades (Dienes, et al., 2016); 

however, their interactive effect has been inadequately explored compared to the independent 

effects of each factor on sustainability disclosure. The findings of this study are of particular 

interest to those researchers who have been considering the establishment of a comprehensive 

model that incorporates more than the impact of individual factors, but also how these factors 

interact with each other and how their interactive effect could influence corporate 

sustainability disclosure behaviours. Table 6.1 summarises the eight scenarios based on the 

binary changes (i.e. high or low; yes or no) in the three factors in this study and presents how 

the quantity and quality of sustainability disclosure changes accordingly. The statistical 

examination on the direct and interactive effects of the three main factors even revealed that 

corporate governance has no direct effect on the quantity and quality of sustainability 

disclosure after the inclusion of those interactive variables. These findings provided concrete 

evidence that interactive relationships exist between those factors which could influence 

corporate sustainability disclosure behaviours. Future studies on the motivations for, and the 

determinants of, sustainability disclosure may consider the interactions of multiple factors as 

implied in the findings of this study.  
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Third, this study contributes to the recently heated debate over the two approaches for 

sustainability disclosure: symbolic and substantive (Rodrigue, et al., 2013; Michelon, et al., 

2015; Ojasoo, 2016). The findings of this study suggest that managers, who may prefer a 

symbolic approach in response to legitimacy crises, use a substantive approach for regular 

sustainability disclosure. As noted, various factors are considered when determining the 

volume and content of sustainability disclosure (Omran & El-Galfy, 2014). Hummel and 

Schlick (2016) argue that superior sustainability performing companies may opt for a 

substantive approach, whereas the poor sustainability performers may prefer a symbolic 

approach. Patten (2002) notes that the sample companies’ environmental disclosure, after 

controlling for industry classification and firm size, is negatively associated with their 

environmental performance, as measured by toxics release data. This finding is considered 

as empirical evidence of the adoption of a symbolic approach for sustainability disclosure. 

In contrast, Al-Tuwaijri et al (2004) indicate that good environmental performance is 

significantly associated with more extensive quantifiable environmental disclosure. A 

substantive approach is most likely to be adopted by the sample companies for sustainability 

disclosure. Policy makers may use the findings of this study to minimise the use of a symbolic 

approach of sustainability disclosure and encourage a substantive approach in reporting. 

Linking these findings to the results of this study, one theoretical implication for future 

research is that companies which perceive legitimacy threats, such as environmental and 

social misconduct or accidental release of toxics, are more likely to adopt a symbolic 

approach for sustainability disclosure; whereas companies which perceive no immediate 

legitimacy threats may opt for a substantive approach to avoid uncertainties and to improve 

the creditability of their sustainability disclosure.  
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Fourth, the findings of this study specifically contribute to the sustainability disclosure 

literature in China. Chinese companies are different from their western counterparts in terms 

of cultural roots, institutional settings, business environment and legal systems (Matten & 

Moon, 2008). Chinese companies are also politically acute (Li & Zhang, 2010) and reluctant 

to report bad news due to a culture of saving face (Wang & Juslin, 2009). Chinese companies 

take many factors into account when deciding the scale of sustainability disclosure; and 

therefore, the diverse intention for sustainability disclosure needs to be acknowledged and 

considered when examining the motivations for, and determinants of, sustainability 

disclosure. This study incorporated three factors and examined how they directly and 

interactively affect the quantity and quality of sustainability disclosure. Both legitimacy and 

voluntary disclosure consideration have been noted as motivations for sustainability 

disclosure in the findings of this study. Moreover, legitimacy crises emerge as a main 

determinant of the quantity and quality of sustainability disclosure, whereas sustainability 

performance is a significant determinant only when a company is not in urgent need for 

legitimacy. Chinese companies focus on the legitimacy effect of sustainability disclosure 

when they perceive legitimacy threats. This finding could be in contrast with the findings 

from those studies based on western countries, especially the US, where the companies have 

a more sophisticated management style, the market is heavily regulated and social awareness 

of environmental and social issues is higher. The predominant use of a symbolic and 

legitimacy-driven approach of sustainability disclosure in addressing legitimacy crises 

provides theoretical implications for researchers who are interested in sustainability 

disclosure behaviours of Chinese companies. This study also provides empirical evidence 

that large companies in China disclose more quantity and higher quality sustainability 

information, and fails to support the claim that profitability and environmental sensitivity are 
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associated with the quantity and quality of sustainability disclosure. State-ownership has 

been documented as a determinant of sustainability disclosure in previous studies, especially 

those studies on Chinese companies. The findings of this study demonstrate that SOEs are 

not statistically different from private enterprises in the quantity and quality of sustainability 

disclosure. The research on the reform of SOEs reveals that the sharp distinction between 

SOEs and private enterprises has blurred since the social burden on SOEs has been removed 

(Shen, et al., 2008). Among the SOEs, those listed SOEs are particularly similar to private 

enterprises as they are also held accountable for the shareholders, and their primary 

responsibility is also to make profit (Xu & Zeng, 2016). This study investigates the three 

main factors have been used in previous Chinese sustainability disclosure studies and 

provides empirical evidence to support or to contradict these factors. The findings of study 

could be generalised on other emerging markets, especially on those markets which have 

similar cultural roots, institutional setting and economic system (e.g. Taiwan). Moreover, the 

findings could also be contrasted with the findings from developed markets for the 

similarities and differences. Such a comparison may highlight the key drivers for the 

differences and facilitate a further understanding of the determinants of sustainability 

disclosure.        

 

7.2.2 Practical implications 

The findings of this study provide a few practical implications for managers and policy setters 

as well. First, this study reveals the key role of corporate governance in improving the 

quantity and quality of sustainability disclosure. Even for those companies which are 

involved in environmental or social misconduct and have comparably inferior sustainability 
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performance, good corporate governance could contribute to a higher quantity and quality of 

sustainability disclosure directly and interactively with other factors. Recently, the 

stakeholder groups have become aware of the difference between the quantity and the quality 

of sustainability disclosure: the factual and verifiable disclosure has been valued, whereas 

hollow statements and discursive rhetoric have been largely ignored (Clifton & Amran, 2010). 

Those companies, which are keen on improving the effectiveness and efficiency of 

sustainability communication, could benefit from the findings of this study based on the 

importance of having good corporate governance.   

 

Second, the findings of this study suggest that the companies facing legitimacy crises are 

more likely to undertake a symbolic approach of sustainability disclosure. Policy setters and 

regulatory bodies in China who supervise corporate sustainability disclosure practice could 

benefit from these findings to encourage companies to disclose their actual activities and to 

discourage them from making symbolic disclosure. Particular attention should be paid to 

those companies which are exposed by the media to be involved in environmental and social 

misconduct as they will have incentives to make symbolic disclosure to compensate for the 

negative impact caused by the disruptive events. Such intention should be detected by 

capturing any abnormal increase in the volume of sustainability disclosure without disclosing 

detailed information and specific measures to remedy the negative impact caused by the 

misconduct.  

 

Third, the findings of this study have practical implications for the stakeholders of a company, 

especially for those stakeholders who are external to the company such as non-government 

organisations (NGOs). The stakeholders should be aware of the different approaches for 
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sustainability disclosure and identify factual and verifiable content, such as data on water 

usage or a certificate on an environment management system, from those general statements 

and managerial rhetoric, such as a statement that the company commits to a sustainable future. 

This study argues that the quantity and the quality of sustainability disclosure could be 

inconsistent by focusing only on the volume of sustainability disclosure which may lead to a 

false impression on a company’s actual sustainability performance. The importance of 

corporate governance should also be emphasised in identifying the legitimacy approach of 

sustainability disclosure. The results of this study indicate that good corporate governance is 

associated with a high quality of sustainability disclosure both individually and interactively. 

Therefore, stakeholders should be cautious of the potential use of a symbolic approach for 

and possible legitimacy purpose of, sustainability disclosure if a company has poor corporate 

governance.  
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7.3 Limitations and opportunities for future study 

Despite the enormous endeavours exerted in developing this study, there are still limitations 

and constraints in interpreting and using the findings. First, this study focuses on the phase 

of repairing legitimacy within the framework of legitimacy theory, which is considerably rare 

in previous research. Generalisability of the findings may be compromised as companies with 

environmental and social misconduct are a relatively small proportion of all business 

organisations (207 cases in five years out of more than 9,000 observations). However, the 

research design of this study is to use these “abnormal” cases to investigate the exceptions of 

the regular sustainability disclosure. This limitation is accepted by this study as a 

consequence of this particular research design.   

 

Second, this study used secondary data to perform the analyses, which is common in the 

current literature, but is subject to managerial misrepresentation. Whether the content in the 

reports and disclosure is true and fair is questionable, although this study managed to address 

this issue by using external sources (i.e. CASS rating) as a measure of sustainability 

performance. Gray and Laughlin (2012) suggest that primary data obtained through 

questionnaires, interviews or on-site observations are highly recommended in conducting 

sustainability related studies. Future research could make further contributions on the 

sustainability performance – sustainability disclosure relationship by using primary data to 

measure the performance and secondary data to measure the disclosure. The comparison 

between these two would easily detect any misrepresentation or intentional distortion. The 

use of primary data is less feasible in this study, as it requires more time and a professional 

network to conduct, which is difficult for the author.  
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Third, future studies can contribute to the literature by developing a more sophisticated 

measure of corporate legitimacy. This study used legitimacy crisis, a dummy variable, as a 

measure of the potential legitimacy loss. The measure is valid and reliable, but only accounts 

for the negative side of corporate legitimacy. Previous literature, such as Omran and El-Galfy 

(2014), discusses the positive side of legitimacy, which could be a depository of reputation 

and be used against future negative events. A sophisticated measure of corporate legitimacy, 

accounting for both the positive and negative sides, will contribute enormously to 

sustainability disclosure literature.  
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Appendix A Measure of the quality of environmental disclosure 

Domain Sub-Domain Items Score Note 

1.Environmental 

Management 

1.1 Environmental 

Policy 

1.1.1 Statement on environmental 

policy 
  

1.1.2 Specific Statement refers to the 

company's situation 
  

1.2 Environmental 

Management Systems 

1.2.1 Following any international 

reporting guideline 
  

1.2.2 Disclosure of engaging business 

partners on addressing environmental 

issues 

  

1.2.3 Assurance of environment 

information 
  

1.2.4 Disclosure of environmental 

management system / Certificate 
  

2. Pollution 

Prevention 

2.1 Waste 

Management 

2.1.1 Statement of waste management   

2.1.2 Data of waste generation and/ or 

management 
  

2.1.3 Any data facilitates comparison 

(with previous year or with 

companies from the same industry) 

  

2.2 Other pollution 

control 

2.2.1 Other discharge, release or spills   

2.2.2 Any data facilitates comparison   

3. Sustainable 

Resource Use 

3.1 Environmental 

Stewardship 

3.1.1 Disclosure of whether CEO 

compensation is linked to 

environmental performance 

  

3.1.2 Data of environment impacts of 

products 
  

3.1.3 Data of compliance performance 

(e.g. reportable incidents, fines) 
  

3.2 Water Usage 

3.2.1 Statement of improving water 

use efficiency 
  

3.2.2 Data of water usage   

3.2.3 Any data facilitates comparison   

3.3 Energy Usage 

3.3.1 Statement of improving energy 

use efficiency 
  

3.3.2 Data of energy usage   

3.3.3 Any data facilitates comparison   

4. Climate 

Change and 

Biodiversity 

4.1 GHG emission 

4.1.1 Statement of reducing GHG 

emission 
  

4.1.2 Data of GHG / CO2 emission   

4.1.3 Any data facilitates comparison   

4.2 Biodiversity & 

Conservation 

4.2.1 Statement of land restoration 

and conserve biodiversity 
  

4.2.2 Data of land, resource use, 

biodiversity and conservation 
  

4.2.3 Any data facilitates comparison   
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5. 

Environmental 

Spending 

5.1 Environmental 

Initiatives 

5.1.1 Statement of supporting any 

environmental initiative/project 
  

5.1.2 Data of the spending on the 

initiatives 
  

5.2 Research & 

Development 

5.2.1 Statement of researching on new 

energy or other sustainable 

technology 

  

5.2.2 Data of the spending on the 

development 
  

6. 

Environmental 

Awards and 

Trainings 

6.1 Environmental 

Awards 

6.1.1 Disclosure of environment 

awards and contributions 
  

6.2 Environmental 

Training 

6.2.1 Statement of raising the 

awareness of environmental issues 
  

6.2.2 Data of environmental training 

hours or spending 
  

   Total 33 
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Appendix B Measure of the quality of social disclosure 

Domain Sub-Domain Items Score Note 

7 Human 

Resource & 

Equal 

opportunity 

7.1 Equal Policy 

7.1.1 Statement of equal policy   

7.1.2 Data of the diversity of 

employees  
  

7.2 Human Resource 

Management 

7.2.1 Statement of supporting training 

and career advancement 
  

7.2.2 Data of training programs    

7.2.3 Any data facilitates comparison 

(with previous year or with companies 

from the same industry) 

  

7.2.4 Disclosure of retirement benefits   

7.2.5 Statement of fair wage policy   

7.2.6 Disclosure of the relationship 

with the union 
  

7.2.7 Data of contracting (formal 

contracting with employees) 
  

7.3 Health and Safety 

7.3.1 Statement of ensuring employee 

health and safety 
  

7.3.2 Disclosure of any mechanism to 

ensure health and safety (e.g. 

designated department) 

  

7.3.3 Data of work related incidents   

7.3.4 Data of insurance cover   

7.3.5 Data of employee satisfactory 

rate 
  

8 Human 

Rights 

8.1 Labour Rights 

8.1.1 Statement of prohibiting forced 

labour or child labour 
  

8.1.2 Statement of promoting local 

hiring  
  

8.1.3 Disclosure of supporting any 

human rights policy 
  

8.2 Violation 

8.2.1 Disclosure of any 

violation/potential violation of human 

rights 

  

8.3 Supplier 

Engagement 

8.3.1 Statement of engaging supplier in 

respect for human rights 
  

8.3.2 Disclosure of the engagements 

with suppliers (e.g. conferences, 

lectures, trainings or other supports) 

 

  

9 Community 

Support & 

Corporate 

Philanthropy 

9.1 Community 

Engagement 

9.1.1 Statement of support local 

community 
  

9.1.2 Data of the community projects   

9.2 Corporate 

Philanthropy 

9.2.1 Statement of corporate 

philanthropy 
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9.2.2 Data of corporate donation   

9.2.3 Any data facilitates comparison   

9.3 Employee 

Volunteering 

9.3.1 Statement of employee 

volunteering 
  

9.3.2 Data of volunteering hours and 

corporate support 
  

   Total  27 

 

 

Appendix C Measure of CASS ratings  

A. Social responsibility: 

 Responsibility to government: (1) Support macroeconomic policies; (2) tax payment; 

(3) comply with laws and regulations; (4) provide employees compliance training, 

etc. 

 Responsibility to employees: (1) Compliance with labour laws and regulations; (2) 

prohibit forced labour; (3) protect employees’ privacy; (4) paid vacation days per year; 

(5) ratio of male to female employee wages; (6) percentage of female managers; (7) 

percentage of employees with disabilities; (8) occupational safety training; (9) 

employee satisfaction; (10) employee turnover rate; (11) work–life balance, etc. 

 Production safety: (1) Production safety management system; (2) emergency 

management mechanism; (3) safety education and training; (4) investment in 

production safety; (5) employee casualties, etc. 

 Responsibility to community: (1) Evaluate the impact of business operation on the 

community; (2) support the life-long learning and education of minority groups; (3) 

establish charitable foundations; (4) total charitable donation; (5) employees’ 

involvement in volunteer activities; (6) purchases from local communities; (7) hiring 

from local communities, etc. 

B. Environment responsibility: 

 Environment management: (1) Environment management system; (2) green 

procurement; (3) total investment of environmental protection; (4) research and 

development in environmental protection technology; (5) protect natural habitat, 

wetlands, forests and wildlife, etc. 

 Energy conservation: (1) Energy conservation policy; (2) conservation of water 

resources; (3) encourage the use of renewable energy; (4) waste water recycling 

system; (5) solid waste recycling system; (6) product packaging recycling system, 

etc. 

 Pollution reduction: (1) Reduce Sulfur dioxide emission; (2) reduce waste water; (3) 

reduce smoke and dust emissions; (4) noise control; (5) reduce carbon dioxide 

emission due to business travel, etc. 
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Appendix D Measure of corporate governance 

 
Domain Sub-Domain Items Score Note 

1. Board 

Composition 

& Structure 

1.1 Board composition 

1.1.1 Independent and non-executive 

board member 
  

1.1.2 Female board member/shareholder 

representatives  
  

1.1.3 Non-executive chair   

1.1.4 Any communist party member (i.e. 

political acumen) 
  

1.2 Board Structure 

1.2.1 Audit committee   

1.2.2 Sustainability/CSR committee   

1.2.3 Compliance committee   

1.2.4 Disclosure of CEO compensation   

1.2.5 Independent committee in charge of 

CEO compensation 
  

2.Stakeholder 

Engagement 

2.1 Shareholder 

Protection 

2.1.1 Designated mechanism for minority 

shareholders to communicate with 

executives or board members 

  

2.2 Stakeholder 

Engagement 

2.2.1 Has channels for external 

stakeholders to communicate with 

executives or board members 

  

2.2.2 Regular meeting with stakeholder 

groups 
  

2.2.3 Engage stakeholders to participate 

in sustainability projects planning and 

implementation 

  

2.2.4 Engage stakeholders in 

sustainability disclosure 
  

   Total  14 
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