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ABSTRACT

Corporate social responsibility disclosure (CSRD) has become a critical issue, as
evidenced by the increasing number of studies conducted in both developed and
developing countries. As such, this research aims to develop a new CSRD index for
Shariah PLCs, investigate the level of CSRD, examine the impact of corporate
governance (CG) board attributes on CSRD and examine the relationship between
CSRD and financial performance of Shariah PLCs in Malaysia. A total of 175 Shariah
PLCs listed on Bursa Malaysia’s Main Market were chosen as samples for this study
from 2007 to 2017. This study chooses 2007 as the starting year since the
implementation of the CSR framework by the Bursa Malaysia and most of the PLCs are
still using BM CSR framework as their guidelines in disclosing the CSR information in
their annual reports. An organization or business is classified as a Shariah PLC if they
are not involved or offered products or services which is forbidden in Islam. It is
expected that the Shariah PLCs in Malaysia to publish all information in their annual
report because of their “Shariah” status. The relationship between CG board attributes
and CSRD is explained by the agency and resource dependence theories, while the
relationship between CSRD and the financial performance of Shariah PLCs in Malaysia
is explained by the stakeholder theory. This study employs a content analysis technique
to extract CSR items from the annual reports, as well as a two-step System GMM for
analysis. The findings indicate that the level of CSRD in Shariah PLCs in Malaysia
remains low. “Community” is the most frequently disclosed theme, while
“marketplace” is the least frequently disclosed. Additionally, the data indicated that the
plantation industry reported the most CSR actions in their annual reports from 2007 to
2017, while the industrial products reported the least. The empirical analysis also
indicates that the board size and Muslim director are positively significant with CSRD
practices among the Shariah PLCs in Malaysia, while there is a negatively significant
relationship between board meetings and CSRD. Moreover, three out of six CG board
attributes tested in this study were not associated with the level of CSRD among the
Shariah PLCs in Malaysia which are: (i) board gender; (ii) board independence; and
(iii) CEO duality. Additionally, the CSRD is positively significant with financial
performance (ROA, ROE and Tobin’s Q). There is a need for additional efforts from
the Malaysian government or regulatory bodies to encourage all PLCs to include CSR
activities in their annual reports, particularly Shariah PLCs in Malaysia. Future research
can therefore examine the determinants and extent of CSRD in Shariah and non-Shariah
PLCs in Malaysia or by industry or compare Shariah PLCs to other Shariah PLCs in
ASEAN countries (Indonesia, Singapore, Brunei Darussalam, Thailand, Cambodia);
and employ alternative financial performance measures (e.g., stock returns, market
capitalization, or dividend yields).
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CHAPTER ONE

INTRODUCTION

1.1 OVERVIEW

Corporate Social Responsibility (CSR) has received much attention among the
academicians, corporations, and business world in understanding the functions, benefits
deeply and affects the economy, society and world. The topic of CSR was started to
grow at the beginning of the early 1930s (Berle and Means, 1932; Carroll, 1999). It has
become an important element in the corporate world, such as business survival and
business development. It is considered as a useful tool in explaining corporate
relationships and business management to achieve business goals. CSR is a part of
corporate strategy to build a good connection and relationship with their stakeholder.
Kuokkanen and Sun (2020) stated that CSR is a practical framework for strategic

management and business relationship among various stakeholders.

CSR has become a hot topic and widely discussed in academia. Prior studies
showed that different techniques (qualitative or quantitative), countries (developed or
developing countries), subjects (corporate governance, economics, strategic
management, accounting or finance) and dimensions (the CSR themes) have been used
as a means to clarify the CSR behaviors (Clarkson et al., 2011; Deegan et al., 2002,
Deegan and Gordon, 1996; Guthrie et al., 2012; Mathews, 1997; Murthy, 2008; Uhlig
et al., 2020). In general, CSR is designed as the way firms integrate social,
environmental and economic concerns into their values, culture, decision making
strategy and operations in a transparent and accountable manner and thereby establish
better practices within the firm, create wealth and improve society (Jamali, 2006; Uhlig
etal., 2020). The relevance of CSR to the business and society has been shown by many
researchers and it can benefit them, such as profitability, image, credibility, confidence,
understanding, cost-saving, employee engagement and future recruits (Fatma et al.,
2020; Sadou et al., 2017).



Corporate social responsibility disclosure (CSRD) can best be described as the
information that a company discloses about its environmental impact and its
relationship with its stakeholders through relevant communication channels (Ali et al.,
2017; Campbell, 2004; Gamerschlag et al., 2011; Gray et al., 2001; Rashid, 2020). Prior
studies have shown that the determinants, roles and implications of the CSRD subject
are explored in several studies such as economics, corporate governance, accounting,
management or finance, but most of the studies are more concerned with developed
countries rather than developing countries and the findings of the studies are not
reliable, contradictory and mixed (Ali et al., 2017; Fifka, 2011; Inekwe et al., 2020).

Corporate governance (CG) is critical when it comes to CSRD practices (Tapver,
2020). According to Habbash (2016), the purpose of CG is to incorporate and enforce
company practice using various tools, such as audit committees, auditors, and directors
that are directly responsible for monitoring administrative and involving in decision
making processes as well as activities that impact the environment and society. Prior
studies showed that, to a certain extent, CG board attributes are necessary in order to
determine the level and quality of CSRD (Abu Qa’dan and Suwaidan, 2019; Adel et al.,
2019; Ali et al., 2017; El-Bassiouny and El-Bassiouny, 2019; Esa and Mohd Ghazali,
2012; Habbash, 2016; Khan et al., 2013; Lone et al., 2016; Mohamed Adnan et al.,
2018; Rashid, 2018; Zaid et al., 2019). However, prior studies tend to focus more on
developed countries rather than developing contries (Gallego-Alvarez and Pucheta-
Martinez, 2020; Jizi et al., 2014; Michelon and Parbonetti, 2012). Therefore, this study
will examine the impact of CG board attributes on the CSRD of Malaysian PLCs
especially for Shariah PLCs in order to fulfil the gap of the study.

Various studies had examined the CSRD in Malaysia (Abd Rahman etal., 2011,
Abdul Hamid and Atan, 2011; Amran et al., 2017; Esa and Mohd Ghazali, 2012; Esa
and Zahari, 2017; Hamid, 2004; Handayati et al., 2017; Ibafiez, 2013; Latif et al., 2020;
Luietal., 2021; Mohamed and Sawandi, 2007; Norhayati and Siti-Nabiha, 2009; Rahim
et al., 2016; Yusoff et al., 2018). These studies may seem different, but the findings of
these research were quite similar. Prior studies on CSRD in Malaysia are mostly focused
on various type of companies and area rather than Shariah PLCs, see for example

Malaysian Government Linked Companies (Abd Rahman et al., 2019; Esa and Mohd



Ghazali, 2012; Esa and Zahari, 2017; Hamid et al., 2014; Norhayati and Siti-Nabiha,
2009; Wan Abd Rahman et al., 2011), financial institutions (Amran et al., 2017; Hamid,
2004; Handayati et al., 2017; Lui et al., 2021; Yusoff et al., 2018) and
telecommunication (Abdul Hamid and Atan, 2011; lbafiez, 2013; Mohamed and
Sawandi, 2007; Zhang et al., 2020).

There are a few studies that provide a good image of CSR reporting practice with
respect to Shariah PLCs in Malaysia, and the closest studies to the current study are
either limited to the level of disclosure for a single year or less than ten years of
observations, business or type of industry (Lui et al., 2021; Mazri et al., 2018; Ousama
and Fatima, 2010; Rosli et al., 2017; Said et al., 2018; Zainal et al., 2013; Zainon et al.,
2014), where this current study involved eleven years data from 2007 to 2017 of 175
Shariah PLCs in Malaysia. In an environment where the company is classified as
Shariah-compliant, it should adhere to the Islamic concept in its communication (Latif
et al., 2020; Lui et al., 2021). Furthermore, there is a need for additional research into
the issues of transparency and accountability among Shariah PLCs (Afifuddin and Siti-
Nabiha, 2010; Mohd et al., 2020). The “Shariah” status is expected to be the
determining factor in Shariah PLCs disclosing all information in the annual report
(Albawwat and Basah, 2015; Aziz and Haron, 2021). Therefore, in order to fulfil the
gap, this study will examine the level of CSR reporting of 175 Shariah PLCs in Malaysia
using the Bursa Malaysia (BM) CSR framework, which may provide a better insight of
CSRD practices in that area.

Content analysis is one of the most frequently used research methods in
assessing social and environmental disclosures (Ali et al., 2017; Bidari and
Djajadikerta, 2020; Ehsan et al., 2018). The data collected through content analysis is
used to calculate CSR by translating textual information about the firm’s social
activities that appear in various media including annual reports, sustainability reports,
media, newspapers, and mail or letters to shareholders into quantitative form to draw
conclusions about social results (Ehsan et al., 2018). A large number of the studies on
CSRD in Malaysia have concentrated on content analysis but have overlooked essential
CSR items in the index and applicable for non-Shariah PLCs (Abd Rahman et al., 2011,
Abdul Hamid and Atan, 2011; Amran et al., 2017; Esa and Mohd Ghazali, 2012; Esa



and Zahari, 2017; Hamid, 2004; Handayati et al., 2017; Ibafiez, 2013; Latif et al., 2020;
Lui et al., 2021; Rahim et al., 2016; Yusoff et al., 2018). Therefore, in order to fill the
gap, this study will establish a new CSRD index based on the BM CSR framework,
which is suitable for Shariah PLCs in Malaysia. This study chooses 2007 as the starting
year since the implementation of the CSR framework by the Bursa Malaysia and most
of the PLCs are still using BM CSR framework as their guidelines in disclosing the

CSR information in the annual report.

Bursa Malaysia (2014) highlighted that there are four dimensions or elements in
the BM CSR framework, which are:

i.  Community is a supporting involvement in community issues enriches
the community and company.

Ii.  Marketplace is promoting ethical marketplace and where the company
finds its important stakeholders such as shareholders, suppliers, and
customers.

iii.  Workplace is the requirement for the companies to be socially
responsible for the sake of their employees, whether dealings with basic
human rights or gender issues.

iv.  In environment aspects, CSR can focus on a variety of issues such as

energy, biofuels, biodiversity and protecting flora and fauna.

Malaysia is notable in providing products or services which is based on the
Shariah principle, for example, Islamic Banking and Finance, Halal Products, Islamic
Entrepreneurship and many more (Akram Laldin, 2008; Dahlan and Palil, 2018;
Rudnyckyj, 2014; Thani and Ibrahim, 2020). According to Saba et al. (2020), the
success of the development of Shariah services and products in Malaysia has influenced
the academicians, scholars, practitioners, and world to learn, as a reference or guidance
and study about the development or implementation of Shariah’s product and services

in Malaysia.

The Shariah compliant can be best described as all Shariah related activities are
forbidden to involve, such as riba and the consumptions of alcohol. An organization or

business could be classified as a Shariah PLC if they are not involved or offered



products or services which is forbidden in Islam. In Malaysia, the Shariah compliant
status can be found or classified from Bursa Malaysia. The determination of Shariah
PLC is done or monitored by the Shariah Advisory Council (SAC) of the Securities
Commission of Malaysia (SCM). The SAC conducted the screening process based on
the following methods (SAC, 2007):

i.  Extraction of relevant financial information from the audited report and

other material information.

Ii.  Undertaking the Shariah compliance review process in order to identify
the contribution from non-permissible activities.

iii.  Compare with Shariah financial benchmark.

iv.  Tabulate the result to SAC for final consideration or decision based on a
quantitative method (financial benchmark) and/or qualitative method.

v.  Compile the result and issue list of Shariah-compliant.

The Shariah compliant securities were introduced in June 1997. The total
companies that comply with the Shariah criteria in 1997, which are monitored by SAC
were 478 companies. The number of Shariah PLCs has grown rapidly to reach 686
companies (76% of the total number of companies listed on Bursa Malaysia) as of
November 2017 (SCM, 2017). The list is fundamental to promoting development in the
Islamic capital market since it provides reference and direction to the investing public,
and for the improvement of the corporation (SCM, 2020).

1.2 THE NEED OF CORPORATE SOCIAL RESPONSIBILITY DISCLOSURE

The CSRD concept has been utilized since the twentieth century (Gray, 2000; Guthrie
and Parker, 1989; Sarkar et al., 2021). The period from the 1970s to 1990s could be
regarded as an excellent point in the development of CSRD (Andrew and Baker, 2020;
Mathews, 1997). Seemingly, the characteristics and the area of CSRD kept changing
between different countries (Bhatia and Makkar, 2019; Gray, 2000). There is a proof
that companies domiciled in developed countries reported more extensively about their

CSR activities than they do in the developing countries in which they also operated (Ali



etal., 2017; Bhatia and Makkar, 2019; Douglas et al., 2004). Vitolla et al. (2019) stated
that differences in nationality and culture may influence the accounting practices, and

CSR reporting practices.

The recent development of CSR has played a significant role in business and
became an expanding area in accounting research (Aribi and Gao, 2010; Gunawan,
2019; Radhakrishnan et al., 2018; Uhlig et al., 2020). Currently, firms and organizations
are not only focused on generating income or profit for their shareholder, but they also
need to be more accountable and concerned with CSR issues in their business activities
(Boubakary and Moskolai, 2016; David and Adrian, 2017; Morsing and Perrini, 2009;
Ramakrishnan, 2020). Firms tend to disclose their CSR information due to the firm
characteristics, stakeholders and external forces such as consumer association, media
and international regulatory body (Ali et al., 2017; Andrew and Baker, 2020; De Villiers
and Alexander, 2014).

In Malaysia, CSR had started to give attention in 2006 when the Prime Minister
of Malaysia said that all PLCs are required to disclose their CSR activities in the annual
report. BM has emphasized the four-dimensions of CSRD, which encompasses
disclosure on communities, environment, workplace and marketplace. Bursa Malaysia
(2006) defined CSR as open and transparent business practices that are based on ethical
values and respect for the community, employees, the environment, shareholders and
other stakeholders. BM issued a CSR’s framework that was designed to encourage
Malaysian public listed corporations to become more engaged in being socially
responsible (Bursa Malaysia, 2006). Bursa Malaysia has also continuously taken a

proactive role in driving the promotion of CSR in the Malaysian business environment.

Even though empirical studies have demonstrated an increase of CSRD in
Malaysia (Abdul Wahab et al., 2017; Ahmed Haji, 2013; Esa and Mohd Ghazali, 2012;
Hamid, 2004; Lui et al., 2021), CSRD practices in Malaysia may be seen to be in their
infancy level with a low level of reporting (Abdul Wahab et al., 2017; Ahmed Haji,
2013; Lui et al., 2021; Othman et al., 2011; Thompson and Zakaria, 2004; Yang and
Yaacob, 2012; Zainal et al., 2013; Zainon et al., 2014). The seeming low level of CSRD

is attributable to a lack of government and public pressure, a lack of perceived benefits,



and a commonly held assumption that corporations have a negligible impact on the
environment (Thompson and Zakaria, 2004; Esa and Mohd Ghazali, 2012; Hamid,
2004; Lui et al., 2021). Therefore, this study will assess the CSRD level, as well as
identifying the key factors associated with the CSRD level of Shariah PLCs in Malaysia.
There is a significant matter at stake for Shariah PLCs, who can assist and help them in
building their public image and establishing a competitive edge, which differentiates

them from the non-Shariah PLCs in Malaysia.

1.3 PROBLEM STATEMENT

Transparency issues in the disclosure have turned out to be an influential agenda to the
company; especially during the preparation of the annual report. Nair et al. (2019) stated
that disclosure is the key to making the company transparent and allow investors to have
access to better information. Higher transparency in disclosure could reduce the
information asymmetry between company and stakeholder (Cui et al., 2018; Patel et al.,
2002; Romito and Vurro, 2020). Transparency and disclosure are related to each other.
Greater transparency and better disclosure keep corporate stakeholders better informed
about the way a company is being managed and give a positive impact on the efficient

functioning of capital markets (Sandeep and Dallas, 2002; Romito and Vurro, 2020).

According to Mamun et al. (2017) and Lui et al. (2021), in Malaysia, a number
of campaigns and initiatives were implemented in order to create high standards of
corporate governance, transparency, and disclosure in the corporations such as National
Annual Corporate Report Awards (NACRA) and The Kuala Lumpur Stock Exchange
Corporate Awards. Nevertheless, despite these more recent forms of encouragement,
there is a general sense that corporations in Malaysia are reluctant to report their CSR
activities in the annual report (Abdul Wahab et al., 2017; Ahmed Haji, 2013b; Mamun
etal., 2017; Sadiq et al., 2020; Tee et al., 2007; Zainal et al., 2013; Zainon et al., 2014).
The term “full disclosure” implies that companies must provide all information
necessary to assist Muslim shareholders in making investment decisions (Mazri et al.,
2018). Additionally, Muslim stakeholders today seek additional information to assist

them in meeting their spiritual demands (Mazri et al., 2018; Othman and Thani, 2010).



As aresult, it is anticipated that Shariah PLCs will embrace more transparent reporting
practices. In an environment where the company is classified as Shariah-compliant, it
should adhere to the Islamic concept in its communication (Latif et al., 2020; Lui et al.,
2021).

As a company which has been classified as a Shariah PLC, they should disclose
all information in the company due to its “Shariah” status (Latif et al., 2020; Lui et al.,
2021). Baydoun and Willet (1997) states that the main objective of corporate reporting
from an Islamic perspective is to allow all Islamic institutions to show their compliance
with Shariah. In addition, further study is needed on the issues pertaining to
transparency and accountability in Shariah PLCs (Mohd et al., 2020). It is believed that
the compliance of disclosing all non-financials and financials information in the annual
report as a key to the Shariah PLCs to demonstrate their transparency and
accountability. Yet, the problem surface in Malaysia corporate entity was the lack of
transparency and commitment towards CSR (Abdul Wahab et al., 2017; Abdullah et al.,
2015; Abdullah, 2013; Lui et al., 2021). Therefore, this study will further investigate
the level of transparency of CSRD of Shariah PLCs in Malaysia.

Moreover, prior studies exposed that, despite the awareness level of CSR is high
among managers, but they preferred not to disclose the CSR activities in the annual
report (Ahmad and Abdul Rahim, 2005; Lui et al., 2021; Mamun et al., 2017).
Nevertheless, the level of disclosure of CSR activities in the Malaysian PLCs is still
low and needs further encouragement (Abdul Wahab et al., 2017; Ahmed Haji, 2013;
Mamun et al., 2017; Sadiq et al., 2020; Tee et al., 2007; Zainal et al., 2013; Zainon et
al., 2014). Therefore, the main objective of this study is to address this research gap by
looking at the CSRD’s reporting level, specifically for Shariah PLCs in Malaysia, based
on the eleven years (2007 to 2017) data. This study also will investigate the link between
CG board attributes and CSRD; and CSRD and firm financial performance of Shariah
PLCs due to the limited number of prior studies as mentioned by Said et al. (2018).

Content analysis is one of the most frequently used research methods in
assessing social and environmental disclosures (Ali et al.,, 2017; Bidari and

Djajadikerta, 2020; Ehsan et al., 2018). The first step in constructing the disclosure





