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This paper investigates the influence of board network centrality on corporate social responsibility (CSR) decoupling. CSR decoupling refers to the gap between corporate internal and external actions in CSR practices. Specifically, we measure CSR decoupling as the difference between corporate social disclosure (CSD) and corporate social performance (CSP). This paper uses a sample of Chinese A-share listed firms during 2009–2018, takes the technical dimension score (T-score) and content dimension score (C-score) of RKS ratings as proxies of CSD and CSP, and obtains CSR decoupling as the difference between CSD and CSP. Our results show that (1) board network centrality is positively related to over-decoupling in the pre-adoption period (2009–2014) of the new environmental law but negatively related to over-decoupling in the post-adoption period (2015–2018) and (2) centrality is not related to under-decoupling in the pre-adoption period but a significantly positive related in the post-adoption period. Our finding reveals a complex role of the board network in CSR practices in China.
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INTRODUCTION

Previous studies based on network theory find that social networks built by top managers, e.g., CEOs and directors, affect not only corporate financing, investment, and other traditional business practices (Chuluun et al., 2014; Feng et al., 2019) but also corporate social responsibility (CSR) practices. For example, Harjoto and Wang (2020), Lai et al. (2020), and Nandy et al. (2020) find that boards with higher network centrality can bring social capital to the firm and stronger advantages in information access and exchange, which helps firms to improve corporate social performance (CSP). However, these studies implicitly assume that the firm discloses its CSP truthfully and no misalignment between its CSP and corporate social disclosure (CSD). In the real world, the existence of information asymmetry, moral hazard and so on leads to a misalignment between CSD and actual CSP, that is, CSR decoupling (García-Sánchez et al., 2020; Sánchez et al., 2021; Shahab et al., 2021). Specifically, some firms adopt symbolic management in their CSR practices and tend to disguise and exaggerate their actual CSP levels by making excessive and selective CSD (Walker and Wan, 2012; Mahoney et al., 2013; Yu et al., 2020). On the other hand, high CSD may be a stimulus for firms to face higher social expectations and legal pressure, and they may have incentives to reduce the CSD that matches their actual CSP (Carlos and Lewis, 2018). Thus, a research question is generated: do firms use their advantages of board networks to increase or decrease the misalignment between CSD and CSP, specifically, the positive or negative gap between CSR disclosure and performance? For example, firms may take advantage of social networks to reinforce the application of symbolic strategies, thereby widening the positive gap, or they may take advantage of social networks to mitigate social expectations and legal pressure, and make more CSD, thereby reducing the negative gap.

As the most important developing market in the world, the Chinese economy has begun to change from barbaric growth to sustainable growth in recent years. Since the implementation of the mandatory CSR reporting policy in 2009, the Chinese CSR system has achieved great development (Yin and Zhang, 2012; Shen et al., 2020), and socially responsible investors (SRIs) have sprung up (SynTao., 2019). However, some deficiencies still exist in the CSR regulatory systems, such as weakly related litigation and public opinion supervision systems, a lack of detailed reporting guidelines, information assurance, influential CSR ratings and executable regulatory policies (Situ and Tilt, 2018; Yin and Quazi, 2018; Wu and Pupovac, 2019). Therefore, Chinese firms still have enormous discretion in the breadth, depth, and quality of their CSD. Situ et al. (2018) shows that the environmental policies of the Chinese government can only affect whether firms disclose CSR information, but the impact on the level of disclosure is extremely limited. This “excessive freedom” causes a terrible problem of the decoupling between CSP and CSD, which troubles market regulators and participants (Zhang and Chen, 2019).

Based on Chinese A-share firms listed on the Shanghai and Shenzhen stock exchanges for the period of 2009–2018, we provide evidence for the relationship between board network centrality and CSR decoupling. We use the mean value of four network centrality indicators namely, degree centrality, closeness centrality, betweenness centrality, and eigenvector centrality, after sorting them into 10 quantiles as proxies of board network centrality. CSR decoupling is measured as the difference between the CSD and CSP. We use the standardized technical dimension score (T-score) and content dimension score (C-score) provided by Rankins Ratings (RKS) as proxies for CSD and CSP. Over-decoupling and under-decoupling indicate that a firm has disclosed too much or less in CSD compared with the actual CSP. Our analysis suggests that board network centrality has a significantly positive (negative) influence on over-decoupling in the pre-adoption (post-adoption) period of the new environmental law. Meanwhile, board centrality is not related to under-decoupling in the pre-adoption period but significantly positive related in the post-adoption period.

Our study makes three main contributions. First, we contribute to the CSR literature based on network theory. Previous studies have suggested that there is a positive relationship between board networks and CSP (Harjoto and Wang, 2020; Lai et al., 2020; Nandy et al., 2020), but little is known about the impact of board networks on CSR decoupling. We argue that board network centrality plays a complex role in CSR practices of China.

Second, this paper examines the role of foreign investors in CSR decoupling in China and enriches the understanding of corporate governance mechanisms in emerging markets. The existing literature has confirmed the impact of foreign investors on the CSR practices of Chinese firms (McGuinness et al., 2017; Li et al., 2021). Our evidence shows that foreign investors play a vague role in the relationship between board centrality and CSR decoupling. Specifically, when the regulations get strengthening, foreign investors increase over-decoupling in the firms with high board centrality.

Third, our evidence suggests that changes of Chinese CSR regulation have an important impact on corporate decisions in CSR practices. We find that the relationship between board centrality and CSR decoupling endures significant changes because of the adoption of the 2015 new environment law. The findings add to the previous studies on Chinese CSR regulation policies (Zhang et al., 2017; Liu et al., 2020; Yu et al., 2021).



THEORETICAL BACKGROUND AND HYPOTHESES


Board Network and Corporate Practices

Existing literature based on network theory has shown that through direct and indirect connections within networks, network members can gain access to and share critical resources and information in time and enrich knowledge, which forms important social capital (Burt, 1987, 1992; Nahapiet and Ghoshal, 1998; Woolcock and Narayan, 2000). Because of the different positions of members in the networks, Adler and Kwon (2002) argue that the advantages conferred by one’s position within the networks can be converted to some advantages, and the degree of the position advantage is defined as network centrality.

Board of directors is an important part of the top management team; hence, its network plays a critical role in corporate practices. Firms with higher board network centrality have a higher ability to exchange and use information that allows them to make more effective decision-making than their peers. Existing literature indicates that firms with higher board centrality tend to have better access to finance (Larcker et al., 2013; Chuluun et al., 2014; Renneboog and Zhao, 2014; Rousseau and Stroup, 2015; Feng et al., 2019), greater performance in mergers and acquisitions (Renneboog and Zhao, 2014; Rousseau and Stroup, 2015), and better financial performance (Larcker et al., 2013).

Further studies argue that board networks have a significant impact on CSR. Due to the advantage of social capital accumulation, information access, and so on, Harjoto and Wang (2020) indicate that firms with higher board centrality have higher CSP. Similarly, Nandy et al. (2020) find that there is a positive relationship between director centrality1 and CSP by using listed firms from 17 countries, and this positive effect is more pronounced after the 2008 financial crisis. Lai et al. (2020) further complement the effect of corporate governance, institutional ownership, public awareness, and the high commitment of stakeholders on the relationship between board centrality and CSP. Moreover, in emerging market research, there is some indirect evidence supporting a positive relationship between board centrality and CSP. Li et al. (2019) find that the relationship between director network centrality and philanthropic donation is positive, and corporate donation is the most important part of discretionary components in CSR (Lin et al., 2015). Compared with CSP, the evidence for CSD is short, but some indirect evidence may support that a positive influence of board centrality on CSD. Muttakin et al. (2018) finds that board social capital is positively related to CSD, and high board centrality is positively related to social capital (Larcker et al., 2013). Evidence from Sun et al. (2020) find that board of interlocks, which is related to the concept of board centrality, has a positive influence on CSD in the Chinese market.



Board Network and CSR Decoupling

The existing literature shows that CSR decoupling refers to the gap between internal and external actions in CSR practices (Tashman et al., 2019), specifically, CSP reflects corporate internal actions (Hinze and Sump, 2019) and CSD reflects corporate external actions (Dhaliwal et al., 2012). Therefore, CSR decoupling refers to the gap between CSP and CSD. CSR decoupling mainly includes two forms. First, firms decouple their commitment in the CSD from the actual CSP. Specifically, firm’s commitment to CSD does not match their CSP (Sauerwald and Su, 2019). Second, firms decouple their CSD level from the CSP level; that is, the CSD level provided in the annual report or CSR report is higher or lower than the level of actual CSP (Delmas and Burbano, 2011; García-Sánchez et al., 2020).

Existing literature explains the driving mechanism of CSR decoupling from different theoretical perspectives. Tashman et al. (2019) based on the neo-institutional theory, argue that institutional characteristics in different markets drive CSR decoupling of multinational enterprises. Based on the agency theory, Shahab et al. (2021) argue that more powerful CEOs are more short-sighted and have higher CSR decoupling in their firms; Parra-Domínguez et al. (2021) find that CSR decoupling is lower in family firms, because the family firms suffer lower agency cost. Based on the overconfidence theory, Sauerwald and Su (2019) find that managerial overconfidence increases CSR decoupling. Based on the information asymmetry theory, Zhang, (2021) finds that analyst coverage helps to alleviate the information asymmetry between stakeholders and firms, thereby reducing CSR decoupling. Similarly, Sánchez et al. (2021) find that assurance of CSR reports helps reduce information asymmetry, thus decreasing decoupling practices.

Regarding the influence of board network centrality on CSR decoupling, we build a theoretical framework mainly based on the information asymmetry theory (Myears and Majluf, 1984). Compared with actual CSP, when a firm has a higher CSD, there exists a positive gap in the firm. We define the positive gap as over-decoupling in the following. Specifically, firms implement symbolic management strategies in CSR practices (Walker and Wan, 2012; Tashman et al., 2019). Symbolic management refers to the fact that a firm’s actual practices do not conform to its espoused policies, resulting in misalignment between the two (Meyer and Rowan, 1977; Carpenter and Westphal, 2001; Fiss and Zajac, 2006).

We argue that firms with higher board network centrality widen the over-decoupling. First, boards with high centrality can expand the asymmetry information barrier between firms and their stakeholders. Specifically, boards with higher centrality have stronger power to influence public opinion, which means they can relieve the possible exposure risk of symbolic management. Especially in China, news media and other public opinion channels are subject to stronger restrictions (Wang et al., 2019). For example, Piotroski et al. (2014) indicates that Chinese politicians restrict and eliminate adverse news from firms with strong connections for their own interests. Therefore, in China, boards with higher centrality are more likely to use their network directly or indirectly to connect with political authority, intervening in news reports, social media and other public opinion systems, thereby weakening the exposure risks of symbolic management. Similar logic has also been found in other corporate practices; for example, firms with higher board centrality implement more inefficient mergers and acquisitions (Tao et al., 2019) and higher earnings management (Abdul Wahab et al., 2020), because they are more likely to circumvent the influence of public opinion supervision. Second, boards with higher centrality help to reduce information asymmetry among them and their connecting firm, making it easier for their firms to obtain and utilize information (Larcker et al., 2013), namely, allowing them to effectively observe and learn the successful experience of symbolic practices from other peers and then use them in their own firms (Nandy et al., 2020). Hence, we formulate hypothesis 1:


Hypothesis 1: Board network centrality increases CSR over-decoupling.
 

Another misalignment between CSD and CSP is the negative one. To be specifically, compared with the actual CSP, firms tend to have a lower CSD, which is defined as under-decoupling in this paper. The main reason for under-decoupling is that firms are worried about the incremental legitimacy pressure caused by a high level of CSD (Carlos and Lewis, 2018). When a firm discloses more information, it will attract more attention from stakeholders (Cormier and Magnan, 2014; Ji et al., 2015), which also provides evidence for external stakeholders (such as SRIs and green NGOs) in inquiries and lawsuits; thus, firms have to carefully decide the scope and accuracy of the CSD to prevent facing incremental pressure (Carlos and Lewis, 2018). Especially in China, firms’ motivations for CSR practices are more complicated, even some ones are dark (Qian and Chen, 2021), such as covering up firms’ political costs. Lin et al. (2015) and Jia and Zhang (2018) find that some Chinese firms engage in CSR practices in exchange for gaining more political connections. Therefore, these firms prefer to engage in CSR practices “silently” rather than attracting the attention of other stakeholders, which leads to a lower CSD (Marquis and Qian, 2014).

Based on the previous framework, we argue that board network centrality has no impact on under-decoupling. When a firm chooses a low CSD to circumvent stakeholders’ attention to its actual CSP, it has established an information asymmetry barrier for itself. In other words, without incremental disclosure, legitimacy threats related to CSD will disappear in the under-decoupling firms. In this case, the sensitivity of board centrality and decoupling should not exist. Hence, we formulate hypothesis 2:


Hypothesis 2: Board network centrality has no impact on CSR under-decoupling.
 

Figure 1 reports the theoretical framework for our hypothesis development.
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FIGURE 1. Theoretical framework.





MATERIALS AND METHODS


Data Sources

The original samples are Chinese A-share listed firms on the Shanghai and Shenzhen stock exchanges for the 2009–2018 period. We collect our data from multiple sources: (1) financial data of the capital market and firms are from CSMAR; (2) following Larcker et al. (2013), we calculate board centrality by Pajek, and the original data of corporate board is from CSMAR; (3) RKS rating comes from Rankings, and the available range is from 2009 to 2018. Therefore, our final sampling period is 2009 to 2018.

We perform the following preprocessing steps: (1) we exclude firms from the financial industry and firm-year observations with missing data; (2) to avoid the impact of extreme values, we winsorize all continuous variables at the 1 and 99% levels. After screening, our final sample consists of 5,729 firm-years.



Measurements of Main Variables


Board Network Centrality

Referring to historical studies (El-Khatib et al., 2015; Larcker et al., 2013), this study creates a proxy of network centrality (Centrality) by using four commonly used measures; that is, degree centrality, closeness centrality, betweenness centrality, and eigenvector centrality. Specifically, we sort four centrality measures into 10 quantiles and then take the mean value of four processed variables as the proxy of board network centrality.

Degree centrality measures the number of direct connections between firms through sharing at least one board member. The more connections a firm has, the higher the centrality of the firm’s board network, and the stronger the firm’s ability to obtain information. Closeness centrality measures the firm’s closeness to other firms through the shortest connection and measures the firm’s efficiency in obtaining information from others through the board network. The closer the connections with other firms, the more information and resources will be transmitted through fewer firms, information and resources will be exchanged faster, more accurately and in more detail, and the quality of information will be higher. Betweenness centrality measures how often a firm sits at the shortest “bridge” position between the other two firms. If a firm sits on the shortest connection of multiple pairs of firms, then the firm plays a vital role in connecting firms and exchanging information and resources by promoting, obstructing or even changing the communication between other firms. Eigenvector centrality considers not only the number of directly connected firms but also the number of indirectly connected firms. In other words, if a firm’s directly connected firm has many connections, then the firm will also have higher connection accordingly, which means that it has more power to influence other firms in terms of information dissemination and exchange through these well-connected firms and enjoy more and more stable information flow and greater visibility.



CSR Decoupling

CSR decoupling refers to the misalignment between firms’ internal and external CSR actions (Tashman et al., 2019). Internal actions are firms’ real CSR practices, such as the inputs on donations and environmental protection and so on, and larger CSR inputs ultimately reflect higher CSP. External actions generally focus on communication and visible disclosure that firms adopt to create a good reputation in the views of the public, including the commitment and statement of CSR practices and so on, which reflects firm’s CSD level. There are three main types of definition for CSR decoupling: (1) the difference between a firm’s CSD level rated by third-party ratings and its actual CSR performance or inputs (García-Sánchez et al., 2020; Zhong et al., 2021); (2) the difference between internal (e.g., employee welfare expenditure) and external CSR actions (e.g., employee improvement commitment; Sánchez et al., 2021; Shahab et al., 2021); (3) the difference between level of optimistic tone from CSR reports and CSR performance (Sauerwald and Su, 2019; Zhang, 2021).

Considering the reality of the Chinese market, we refer to García-Sánchez et al. (2020), and define CSR decoupling as the difference between CSD and CSP. Following Liao et al. (2019), we use the technical dimension score (T-score) and content dimension score (C-score) provided by RKS ratings proxies for CSD and CSP.2 We normalized both CSD and CSP on the scale of [0, 1] to make these two variables comparable; after this, we obtain the decoupling variable as the difference between CSD and CSP. Then, according to the direction of CSR decoupling, the samples are divided into the following two groups. The positive difference indicates that a firm’s CSD level is higher than CSP level; that is, positive decoupling, defined as Gap_over. The economic meaning of Gap_over is that firms tend to use more CSD to improve their social reputation, instead of inputting more resources in actual practices to get better CSP. The negative difference indicates that a firm performs better than its disclosure, that is, negative decoupling, defined as Gap_under. The economic meaning of Gap_under is that firms input more resources in actual CSR practices, but lack of related CSD, because they are afraid they are exposing more to stakeholders (Kim and Lyon, 2015; Carlos and Lewis, 2018). To better understand, we refer to the calculation method of investment efficiency (Chen et al., 2011), and we take the absolute values of both CSR decoupling variables; the higher the value is, the larger the gap between CSD and CSP.



Control Variable

Following previous studies, e.g., Su (2019) and Wen and Song (2017), control variables are employed as follows: (1) resource abundance variables, resources controlled by firms and the ability to acquire resources are related to CSR engagement. CASH, equal to the logarithm of firm cash holdings. ROA, measured as the return-on-assets ratio. BTM, the book-to-market ratio. LEV, measured by the asset-liability ratio.

(2) Reputation variables, the visibility of firms in society is related to their CSR engagement. SIZE, equal to the logarithm of total assets, stands for the visibility of the firm and the political cost that the firm may face. AGE, measured as the natural logarithm of the firm listing period. (3) Corporate governance variables, firms with better governance have stronger motivations and mechanisms to engage in CSR. TOP1, defined by the percentage of stock held by a firm’s largest shareholder. MSH, measured as the percentage of stockholdings by top management team. IB, measured as the ratio of independent directors on the board. BSIZE, measured as the natural logarithm of the total number of directors. DUAL is a dummy variable; if one person is both CEO and chairman, the value is 1, otherwise 0. Finally, to control for variation across time and industry, we include year and industry dummies.




Model Design

For Hypotheses 1 to 2, we design model (1):

[image: image]

where CSP and CSD represent CSP and disclosure, which equal to the scores of Content and Technicality dimension of RKS ratings; Gap represents CSR decoupling, specifically, we define three kinds of Gap, Gap_abs, which are equal to the absolute values of the positive gap and negative gap between CSD and CSP, Gap_over, which are equal to the absolute values of the positive gap, and Gap_under, which are equal to the absolute values of the negative gap; the larger the gap is, the higher the value. Centrality is our independent variable, which is equal to the mean value of four network centrality variables (degree, closeness, betweenness and eigenvector) after sorting them into 10 quantiles. Control variables refer to the set of control variables mentioned above. Finally, the year and industry effects are included in the regression. Following Petersen (2009), t-statistics are clustered at the firm and year level.




MAIN RESULTS


Descriptive Statistics

Table 1 presents the descriptive statistics of our main variables used in the regression analysis of full samples of the full sample of 5,729 firm-year observations from 2009 to 2018. The mean value of the dependent variable Centrality is 6.13. The average scores for CSP and CSD, namely, C-score and T-score of RKS ratings,3 are 17.29 and 7.189, respectively. Furthermore, the mean value for key independent variables Gap_abs, Gap_over and Gap_under are.135,.117 and.144, respectively. For the control variables, our descriptive statistics are consistent with historical literatures. For examples, the mean values of ROA and LEV are.043 and.491 in our sample, which are consistent with Wen and Song (2017). The mean values of IB and BSIZE are.375 and 2.197, respectively, which are consistent with Su (2019). Further, the mean values of DUAL and AGE are consistent with Zhang (2021).



TABLE 1. Descriptive statistics.
[image: Table1]



Correlation Analysis

Table 2 presents the correlation coefficients for key variables in main analysis. The correlation between Centrality and CSP (CSD) is.181 (.216) at the 1% level. These results are consistent with the previous studies (e.g., Harjoto and Wang, 2020). Due to our design of decoupling variables, the samples between the variables Gap_over and Gap_under do not overlap with each other, accordingly, there is no correlation between them.



TABLE 2. Pearson’s correlation.
[image: Table2]



Regression Results

The Chinese legislature carried out a major amendment to the Environmental Protection Law of China (referred to as “the new environmental law”) in April 2014, which significantly enhanced the law enforcement authority of environmental protection departments, expanded and strengthened the scope and quality of mandatory information disclosure (Zhang et al., 2017), it has become an important signal of the improvement of the Chinese CSR regulatory system (Yu et al., 2021). For example, since 2015, the number of Chinese institutional investors, NGOs and related practices based on CSR (ESG) themes has increased dramatically. According to Syntao. (2021), the number of public funds for ESG theme increases rapidly. Changes in the regulatory system cause fundamental changes that may affect stakeholder pressure for symbolic practices (Marquis et al., 2016). These changes remind us that it is better to conduct an analysis of different periods. Thus, in the regression of model (1), except for using the whole sample, we also run regressions with two separating subgroups: the pre-adoption group and post-adoption group of the new environmental law. We define a dummy variable Post, which equals 0 if the firm-years belong to 2009 to 2014, or 1 during 2015 to 2018.4

Table 3 reports the regression results of model (1). Columns (1) to (3) show the coefficients between Centrality and performance variable CSP are all positive, specifically,.0325 (p < .05) in the whole period,.0307 (not significant) and.0296 (p < .05) in the pre-adoption and post-adoption periods, respectively. The coefficients indicate that board network centrality is positively related to CSP, and this positive relationship is more pronounced in the post-adoption period of the new environmental law. Columns (4) to (6) show the regression results for the disclosure variable CSD. Similar to the results of CSP, the coefficients of Centrality are all positive, but more pronounced in the post-adoption period. The above evidence is consistent with previous research, e.g., Harjoto and Wang (2020), which finds that board centrality increases CSR. The more pronounced coefficients of Centrality in the post-adoption period suggest that it’s necessary to take into consideration of the influence of the new environmental law.



TABLE 3. Regression results of board network centrality and CSP/CSD/Gap.
[image: Table3]

For CSR decoupling, columns (7) to (9) report the regression results for the over-decoupling variable Gap_over. The coefficients on Centrality are complex. The coefficient is not significant in the whole period. However, the coefficients are.0023 (p < .05) in the pre-adoption period but −.0026 (p < .05) in the post-adoption period. The coefficient in column (8) partly supports Hypothesis 1, indicating that board centrality is positively related to over-decoupling, but only when CSR institutional regulation is weak. However, when institutional regulation strengthened after 2015, the relationship became negative. Columns (10) to (12) show the regression results for under-decoupling variable Gap_under. The results are as complex as Gap_over. We find that the coefficients on Centrality in the whole and post-adoption periods are not significant, supporting Hypothesis 2. However, in the post-adoption period, the coefficient is.0020 (p < .10), which supports our corner about the regulation change, namely, due to the enhanced supervision by the new environmental law, firms with high board centrality furtherly decrease their CSD, resulting in larger under-decoupling.

During the post-adoption period, centrality is negatively (positively) related to over-decoupling (under-decoupling). Our explanation is that boards with high centrality have higher information acquisition and utilization efficiency (Harjoto and Wang, 2020; D. Larcker et al., 2013), and they can understand institutional policy changes and related impacts more easily and deeply, then adjust corresponding strategies. Specifically, the new environmental law provides a more favorable foundation for stakeholders’ rights protection and supervision from CSR information (Zhang et al., 2017). As a reaction to the law, over-decoupling firms with high board centrality are more easily to notice the increasing cost of symbolic management, thereby reducing symbolic management. Meanwhile, under-decoupling firms with high board centrality can further strengthen the original information strategy, revealing less information and widening information asymmetry.



Robustness Checks


Test Based on Original Centrality

In the main analysis, we use the mean value of four board network centrality variables (degree, closeness, betweenness and eigenvector) after sorting them into 10 quantiles as a proxy of board network centrality. In this analysis, we directly use four original network centrality variables as an alternative measurement for board centrality for robustness checks to ensure the robustness of the results. For brevity, we only report the results of the decoupling variable Gap_over and Gap_under, and the coefficients on control variables are omitted.

Table 4 reports the regression results based on four network centrality variables. The dependent variables in columns (1) to (8) are the over-decoupling variable Gap_over. The coefficients on centrality variables degree, closeness, betweenness and eigenvector are mostly positive (except for eigenvector) but not significant in the pre-adoption period, meanwhile, three of four coefficients are significantly negative in the post-adoption period (except for betweenness). Columns (9) to (16) show the results for Gap_under. The coefficients on degree, closeness, betweeness and eigenvector are all negative in the pre-adoption period and positive in the post-adoption period. The regression results above are similar to our main analysis results.



TABLE 4. Alternative measurements of board network centrality.
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Heckman Approach

Among the 24,000 more original observations in the research period from 2009 to 2018, only approximately 24% of the observations with CSD are included in our main analysis, which may cause sample selection bias. For this problem, we use the Heckman method (Heckman, 1979). In the first step, we design the probit model as follows:

[image: image]

where CSD_dummy is a dummy variable. If the firm discloses CSR information, the value is 1; otherwise, it is 0. Following Li et al. (2013), the influential variables of CSD are as follows: (1) ROA, the return on firm equity; (2) SOE, is a dummy variable, if firm is state-owned, the value is 1, otherwise 0; (3) SIZE, is measured as the natural logarithm of total assets; (4) AGE, is measured as the natural logarithm of firm listing period; (5) LEV, is measured as asset-to-liability ratio; (6) TOP1, is measured as the percentage of stockholdings by the largest shareholder; (7) Herfindahl 5, is measured as the degree of ownership dispersion, calculated as Herfindahl–Hirschman Index of stockholdings by top five shareholders; (8) MSH, is measured as the percentage of stockholdings by top management team; (9) Year and Industry effects. Column (1) of Table 5 reports the result from estimating model (2).



TABLE 5. Results of Heckman’s approach.
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Second, we regress based on model (1); meanwhile, the control variables also include the inverse Mills ratio calculated in the first step. Columns (2) to (9) of Table 5 show the results of model (1). The dependent variables in columns (2) to (3), columns (4) to (5), columns (6) to (7) and columns (8) to (9) are CSP, CSD Gap_over and Gap_under, respectively. For brevity, we only report the coefficients on Centrality, respectively, in the pre-adoption and post-adoption period. The results are similar to our main analysis results.



Endogeneity Test

The relationship between board network centrality and CSR practices investigated in this paper may be affected by other unobservable factors, which may lead to endogeneity problems. Therefore, the two-stage least squares (2SLS) approach is adopted to solve the problem of endogeneity. In the 2SLS estimations, the instrumental variable Centrality_IV is used, which defined as the centrality level in year t + 1.5 For brevity, we do not report the results in the whole periods, and the coefficients on control variables are omitted.

Table 6 shows the results of instrumental regression. Columns (1) to (4), columns (5) to (8), columns (9) to (12) and columns (13) to (16) report the results of CSP, CSD, Gap_over and Gap_under, respectively. The coefficients of CSP, CSD, Gap_over and Gap_under in the 2SLS approach are basically consistent with the main analysis.



TABLE 6. Results of 2SLS approach.
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Alternative Explanation of Political Connection

Existing research argues that CSR practices are significantly affected by political connections in the Chinese market (Li et al., 2015; Lin et al., 2015; Wang et al., 2020). Therefore, for the results in the main analysis, another alternative explanation is that the relationship between board centrality and CSR practices may be caused by political connections. To testing of this argument, we design the following exclusion tests:

First, we add the control variable politically connections (PC) into regression model (1), which equals 1 if a firm’s CEO or chairman who is a former government official (served in government agencies at or above the county level, the municipal people’s congress, or the army), and 0 otherwise. If we add the control variable of PC into the regression and the coefficients on Centrality lost significance, these should support the political explanation. Second, we design an alternative sample excluding political-related firms and only use non-political-related firms for regression. If we find that the coefficients on Centrality lost significance in the test with the alternative sample, the political explanation should hold. For brevity, we only report the results in post-adoption period.

The regression results are shown in Table 7. The results of adding the PC variable are reported in columns (1) to (4), and results of the alternative sample design are reported in column (5) to (8), the coefficients on Centrality are basically consistent with the main analysis. The alternative explanation of political connection does not hold.



TABLE 7. Alternative explanation of political connections.
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ADDITIONAL TEST


Heterogeneity Test of Regional Environment Regulation

In the hypotheses development, we argue that one of the paths for the influence of board network centrality on CSR decoupling is through circumventing the public opinion supervision. Existing literature suggests that there is a strong relationship between public opinion supervision and regional environment regulation (Ruiqian and Ramakrishnan, 2018; Sun et al., 2019). Firms face stronger supervision in regions with higher degree of environmental regulation, resulting in lower over-decoupling and higher under-decoupling level. If higher board centrality can circumvent the influence of public opinion supervision, then the negative (positive) relationship between regulation and over-decoupling (under-decoupling) should be mitigated.

Referring to Xie et al. (2017) and Ruiqian and Ramakrishnan (2018), we use the number of environmental administrative penalty cases as the proxy of the level of regional environment regulation. We define variable Regulation, measured as the logarithm of the number of province environmental administrative penalty cases.6 We design an interaction model as follows:

[image: image]

where the dependent variables Gap_over/Gap_under represent over-decoupling and under-decoupling, respectively. Regulation is a proxy for the level of regional environment regulation. Centrality×Regulation is the interaction term between the regulation variable and the centrality variable, which is our main interest. Control variables, year and industry effects are consistent with those of model (1).

Table 8 shows the regression results. For brevity, the coefficients on control variables are omitted. First, we use variable Regulation as the dependent variable. To be specific, columns (1), (3), and (5) report the regression results for over-decoupling variable Gap_over, and column (7), (9), and (11) shows the results for the under-decoupling variable Gap_under based on different periods. As shown in column (3) and (9), we find that the variable Regulation is significantly and negatively related (positively correlated) to Gap_over (Gap_under) in the pre-adoption period, but this relationship disappear in the post-adoption period. Before the implementation of the new environmental law, firms in regions with stronger environmental regulations face more stringent CSR supervision, resulting in a decrease of over-decoupling and an increase of under-decoupling. However, after the implementation of the new environmental law, all firms face stronger supervision, and the sensitivity of CSR to environmental regulations disappears. Moreover, we use the interaction effect model (3) for regression, and the regression results for variables Gap_over and Gap_under based on different periods are reported in columns (2), (4), (6) and columns (8), (10), (12), respectively. Specifically, the coefficients between Centrality×Regulation and Gap_over are positive but not significant. Then, the coefficients between Centrality×Regulation and Gap_under are negative, and are both significant at the 1% level. The evidence above suggests that board network centrality helps firms circumvent the influence of public opinion supervision, which is consistent with our theoretical expectations.



TABLE 8. Heterogeneity test of environmental regulation.
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Heterogeneity Test of Peer CSR Practices

In the hypothesis development, another path for the relationship between board centrality and CSR decoupling is that firms learn the successful experience from their peers. Historical research based on network theory argues that firms with higher board network centrality gain an advantage in information from other firms, and learning from experience of others more quickly and efficiently (Larcker et al., 2013; Harjoto and Wang, 2020). For this explanation, we investigate whether board network centrality affects the firm’s learning on CSR practices from their peers.

We define variables CSP_peer and CSD_peer as the industry average of CSP or CSD in the last year, excluding the firm itself,7 and then design an interaction model as follows:

[image: image]

where the dependent variables are CSP and CSD, respectively. CSP_peer (CSD_peer) represents the historical industry average level of CSP (CSD). Centrality×CSP_peer (CSD_peer) is the interaction term between the centrality variable and the industry average variable, which is our main interest. Control variables and year and industry effects are consistent with model (1).

Regression results are presented in Table 9. For brevity, we do not report the result for the whole period. Similar to section Heterogeneity Test of Regional Environment Regulation, first, we use variables CSP_peer and CSD_peer as the independent variables to regress, and investigate relationships between them and CSP/CSD. The regression results for the pre-adoption and post-adoption periods are reported in column (1), (3) and column (5), (7), respectively, indicating that lagged CSP_peer and CSD_peer have a significant positive effect on current CSP and CSD, which are consistent with the results of previous studies (Yang et al., 2017). Moreover, we use model (4) for regression. As shown in columns (2), (4), (6), and (8), the coefficients on the interaction terms Centrality×CSP_peer (CSD_peer) are both positive and more significant in the post-adoption period. Consisting with our theoretical expectation, board centrality improves firms’ learning of CSR practices from their peers, and this improvement effect is more pronounced in the period of the supervision strengthening.



TABLE 9. Heterogeneity test of peer CSR practices.
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Mechanism Test of Foreign Investor

Previous research suggests that foreign investors promote CSR engagement in emerging markets (Khan et al., 2013; Ali et al., 2017; Hao et al., 2018; Wang and Zhang, 2020). For example, Li et al. (2021) and McGuinness et al. (2017) find that firms invested by foreigners have better CSP in emerging markets. Hu et al. (2018) argue that foreign investors lead to a greater likelihood for CSR reporting in emerging markets. Thus, it is necessary to take into consideration the influence of foreign investors on the relationship between centrality and decoupling.

The influence of foreign investors on the relationship between centrality and CSR decoupling may be complex. The existing literature suggests that mature capital markets punish firms which adopt symbolic management in CSR practices (Marquis et al., 2016; García-Sánchez et al., 2020). However, in the market of investee firms, it is difficult for participants in the foreign market to supervise the CSR practices of investee firms due to the information limitations (Tashman et al., 2019). As a result, the investee firms easily respond to CSR pressure from overseas markets through symbolic practices (Jamali et al., 2015). The information strength brought by boards with high centrality helps their firms to better notice and to take advantage of the information disadvantage of the overseas participants, thus strengthening the use of symbolic strategy. In terms of under-decoupling, the influence of foreign investors is ambiguous, and the pressure from the overseas participants may stimulate under-decoupling firms with high board centrality to increase CSD and CSP at the same time, or only one of them, or even maintain the original strategy.

For the above argument, we design an interaction effect model as follows:
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where the dependent variables are CSP, CSD, Gap_over and Gap_under, respectively. Foreign is a dummy variable that equals 1 if there is a foreign investor in a firm; otherwise, it equals 0. Centrality×Foreign is the interaction term between the foreign investor variable and the centrality variable, which is our main interest. Control variables and year and industry effects are consistent with those of model (1).

Table 10 reports the results of model (5). Columns (1) and (2) show the coefficients on Centrality×Foreign in the pre-adoption period, which are not significant with the dependent variables of both decoupling. Columns (3) and (4) show the coefficients on Centrality×Foreign in the post-adoption period. The coefficient on Centrality×Foreign is significantly positive (p < .05) when the dependent variable is Gap_over. The above results indicate that, after regulation strengthening, foreign investors weaken the negative relationship between centrality and over-decoupling.8



TABLE 10. Mechanism effect of foreign investors.
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Influence of Institutional Regulation Strengthening

The Chinese government began to implement mandatory CSR reporting policy since 2009. However, due to the lack of corresponding substantive guidance and supervision system, Chinese firms do not face high pressure on CSR legitimacy, and many firms only need to deal with it through symbolic strategies. For example, Kuo et al. (2012) find that up to 41% of 711 social reports released in 2010 (the 2nd year after the policy was adopted) provided little useful additional information, and only 17% of them reported quantification indicators on the firms’ CSR practices. Liao et al. (2018) find that the total ratio of CSR assurance for Chinese listed firms from 2008 to 2012 was only 4.04%, compared to the international level for sustainability reports from large firms assured by a third party of 40% (Kolk and Perego, 2010).

The new environmental law was adopted in 2015, which significantly enhanced the regulation strength (Zhang et al., 2017). The strengthening of CSR regulatory system causes more legitimacy pressure for firms. Especially when firms disclose more CSR information, they will attract more attention from stakeholders. Meanwhile, stricter legal basis enables the public to carry out rights protection litigation against firms and supervise enforcers. Based on 45 countries, Marquis et al. (2016) find that, in countries and regions with greater external supervision and institutional pressures, firms in the environmental sensitive industries disclose less selective CSR information. Based on polluting industries in the United States, Berrone et al. (2017) finds that the positive relationship between symbolic environmental practices and corporate legitimacy can be weakened when firms are strictly supervised by non-governmental organizations (NGOs). Yu et al. (2020) find that, based on transnational samples, higher scrutiny of independent directors and institutional investors can weaken the tendency of symbolic environmental practices. Therefore, after the strengthening of CSR regulatory system, firms with high board centrality have to be more careful about selective CSD and choose a more conservative reporting strategy, which weakens the positive relationship between centrality and over-decoupling, and makes centrality has a positive impact on under-decoupling.

For this concern, we employ a Differences-in-Differences design. The variable Post is defined as same as before, which equals 0 if the firm-years belong to 2009 to 2014, or 1 during 2015 to 2018. Specifically, the following estimation model was used:
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where the dependent variables Gap_over/Gap_under represent over-decoupling and under-decoupling, respectively. Centrality × Post is an interaction term between the period variable Post and the centrality variable Centrality, which is our main interest. Control variables and year and industry effects are consistent with those of model (1). In addition, due to the multicollinearity between the period variable Post and the year effect variable, the period variable Post is removed in the regression when the year dummies are included (Chen et al., 2017).

Table 11 reports the results from estimating model (6). The dependent variables in columns (1) to (2) and (3) to (4) are the over-decoupling variable Gap_over and the under-decoupling variable Gap_under, respectively. Columns (1) and (3) involve the variable Post, the variable Centrality and their interaction term but not year dummies, because of the multicollinearity problem. Columns (2) and (4) involve all control variables and effects. Columns (1) and (2) show that the coefficients of Centrality × Post are −.0056 and −.0058, both significant at the 1% level, which suggests that the institutional regulation strengthening mitigates the positive relationship between centrality and over-decoupling. Columns (3) and (4) show that the coefficients of Centrality × Post are.0032 (p < .05) and.0020 (insignificantly). The results indicate that, after the institutional regulation strengthening, the relationship between centrality and under-decoupling tends to be negative in some kind. The above evidence suggests that the new environmental law brings significantly exogenous shock to the relationship between board centrality and CSR decoupling.



TABLE 11. DID approach.
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DISCUSSION

In this paper, we examine the impact of board network centrality on CSR decoupling. To test this relationship, we use a sample based to the Chinese capital market between 2009 and 2018. We reveal the complex role of the board network in CSR practices in China: (1) when the CSR institutional regulation is weak, board network centrality is positively related to over-decoupling but not related to under-decoupling and (2) when the regulation get strengthening, board network centrality is negatively (positively) related to over-decoupling (under-decoupling).


Theoretical Contributions

First, our study extends the extant firm-related studies based on network theory. While the existing literature has demonstrated the relationship between board network centrality and CSP, the relationship between board network centrality and CSR decoupling is not examined further. Based on evidence from the Chinese market, we suggest that due to the information advantages of firms with high board centrality, it may enhance the symbolic management of CSR when CSR institutional regulation system is weak.

Second, our results support that the new environmental law plays an important role in strengthening CSR regulation in China. The law brings an incremental pressure on firms with high board centrality, making them to take more careful consideration about decision of CSD. Thus, the relationship between board centrality and over-decoupling (under-decoupling) turns to be negative (positive) after the adoption of the law.



Managerial Contributions

Our results show that the influence of board network centrality on CSR practices is complex in the Chinese market. Firms with higher board centrality gain stronger advantages, including social capital and so on, and are more likely to have higher CSR over-decoupling when CSR institutional regulation system is weak, but the relationship switches to negative when the system is strong. This paper reminds CSD users such as SRIs that it is necessary to pay attention to the relationship between board network centrality and symbolic management when the CSR regulation is under developed.



Limitation and Future Research

Firstly, limited by the availability of data, this paper only covers the cross-employment of directors and fails to include other types of networks, such as online networks when considering the calculation of board networks (Jing and Zhang, 2021). The solution to this problem needs the improvement of the availability of relevant data.

Moreover, our evidence is based only on the Chinese market, a special emerging market, which has a low level of legalization and public opinion supervision. These market characteristics may affect the CSR decoupling of Chinese firms to some extent. Therefore, whether the evidence of the relationship between board network centrality and CSR decoupling is established in other markets, especially mature capital markets, requires further investigation.



Conclusion

This research examines the role of board network centrality in CSR decoupling based on network theory. Using the data of Chinese-listed firms between 2009 and 2018, it provides evidence that firms with higher board centrality may be more likely to implement symbolic strategies when the CSR regulation system is under developed, resulting in over-decoupling; but when the system get strengthening, the symbolic problem caused by higher centrality could be mitigated, meanwhile, higher pressure from regulation also makes firms with higher centrality increase under-decoupling. However, when regulatory pressure increases, they weaken the negative relationship between centrality and over-decoupling. We hope this paper could help SRIs and regulators better understand the complex impact of board networks on CSR practice. Furthermore, we suggest that the future research provide cross-country evidence about board network centrality and CSR decoupling.
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FOOTNOTES

1Generally, firms that employ more directors of higher centrality have higher board centrality.

2Although widely used by previous studies, the Hexun rating has serious problems in terms of their indicator design, for example, rating scores are heavily influenced by financial performance, the shareholder dimension score accounts for nearly 70% of the total score, and the environmental dimension score only accounted for 0.3% in 2017 (Zhong et al., 2019).

3Their theoretical upper limits are 45 and 15.

4The new environmental law took effect on 1 January 2015.

5We use Centrality in year t + 1 as instrumental variable, so some firm-years with missing data are excluded in the regression, resulting in the decrease of sample size decreases in Table 6.

6In the China Environmental Almanac, the data of environmental penalty were only updated to 2015, so the values after 2015 are replaced by those of 2015.

7Since the peer learning effect can only exist in industries with a certain number of firms, we exclude sample industries with less than 10 firms.

8As shown in column (9) of Table 3, the coefficient on Centrality is −0.0026 and significant at 5% level.
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