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Corporate social responsibility and CEO
compensation: the moderating effect of
corporate governance

Buthiena Kharabsheh*, Hussam A. Al-Shammari? and Nosiaba Al-Numerat?!

Abstract: This study attempts to provide empirical evidence on the real motivation
of CEOs to engage in corporate social responsibility. Based on the Agency and
Stakeholder theories, the power of each component in the CEO compensation
structure is employed. Moreover, a corporate governance index was developed to
test how engagement in CSR activities affected CEO compensation in different
governance practices. This study employs panel data analysis, utilizing 44 Jordanian
industrial companies over the period 2010-2018. The main estimation method used
in the present study was the generalized least square random effect (GLS). The
findings of this paper revealed that an increase in CSR activities was accompanied
by an increase in the CEO cash component compensation. Furthermore, this positive
relationship was found to be more pronounced in firms with weak corporate gov-
ernance, and thus supported the overinvestment hypothesis suggested by agency
theory. These findings are robust under the dynamic panel estimator generalized
method of moments (GMM) and using different measures of CSR. Our results implied

important insights, showing that increasing CSR in the absence of effective
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monitoring facilitated CEOs’ self-seeking behavior that eventually may harm cor-
porate value.

Subjects: Environmental Economics; Finance; Business, Management and Accounting

Keywords: Corporate social responsibility; CEO compensation; corporate governance; CEO
pay; agency theory; stakeholder theory; overinvestment hypothesis

1. Introduction

In recent times, Corporate Social Responsibility (CSR) has become an increasingly important focus
of attention in the fields of finance, accounting, and strategic management. Despite the numerous
definitions advocated for CSR, no clear consensus has been reached for its meaning or definition
(Okoye, 2009) although CSR is commonly described as a stakeholder-oriented approach (Ferrell
et al,, 2016). CSR, as a concept, first appeared in the work of Clark (1939) who argued that business
had responsibilities to society. It is also described as voluntary actions to benefit the environment
and society, indicating that corporate managers were responsible not only for profit maximization
but also for social welfare (Freeman & Hasnaoui, 2011; McWilliams & Siegel, 2001). “Doing well by
doing good” is commonly used to describe corporate investments in CSR, suggesting a positive link
between CSR and corporate value (Byus et al., 2010).

Given that CSR is not the main goal of business, an important question raised in several prior studies
was an enquiry into the motivation for CEOs to engage in CSR activities. Harjoto and Jo (2011)
asserted that despite the increased attention in the academic field on CSR activities, the rationale
for corporate engagement in CSR was unclear. The agency theory developed by Jensen and Meckling
(1976) suggested that CEOs may overinvest in CSR activities in order to gain personal advantages
such as improving their reputation and bargaining power. By increasing CSR activities, which might
not be in the best interest of shareholders, CEOs will gain more support from other stakeholders who
view these activities as value enhancing, resulting in more power for the CEO that might facilitate the
exploitation of corporate resources. Accordingly, the agency paradigm views increasing CSR as being
accompanied by an increase in CEO power, entrenchment and compensation (Bebchuk & Fried, 2003;
Vo & Canil, 2016). In this regard, previous empirical research has documented an increase in CEO
compensation when a CEO exploited CSR for his/her personal interests (Barnea & Rubin, 2010;
Milbourn, 2003). Barnea and Rubin (2010) asserted that investments in CSR should positively improve
corporate value otherwise they were a waste of resources. The study argued that CEOs overinvest in
CSR to enhance their reputation which would be reflected in career opportunities and bargaining
power. Milbourn (2003) provided evidence of a positive relationship between CEO reputation and CEO
compensation, while several papers documented a negative effect between CSR and financial
performance (Becchetti & Ciciretti, 2009; Surroca & Tribo, 2008).

A contrary argument, however, indicated that higher CSR led to higher firm value, increased
employee productivity, higher cash flow stability, less probability of financial distress, and an
enhanced image and reputation (Hillman & Keim, 2001; Luo & Bhattacharua, 2006; Orlitzky
et al., 2003; Porter & Kramer, 2002; Turban & Greening, 1997). The positive effect illustrated in
these studies was explained by the stakeholder value maximization theory. According to this
perspective, CSR activities were viewed as a tool that mitigated conflict among stakeholders and
gained their support to enhance firm value (Donaldson & Preston, 1995; Jensen, 2002). As a result,
it was expected that an increased CSR might be followed by a decrease in the CEO compensation
structure, since good relations between CEOs and others in the company might reduce the
compensation gap (Cai et al., 2011).

In order to assess and compare these two arguments empirically, given that the usual criteria

and numerical data concerning CSR performance i.e. increased levels in CEO reputation, power or
corporate worth, are not discernable from the financial data (Karim et al., 2018), an alternative
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indicator of CEO intent toward commitment in CSR activity can be found in CEO compensation.
Moreover, CEO compensation is an important organizational aspect found to play a role in affect-
ing managerial decisions toward social goals (Craighead et al., 2004; Fondas et al., 2017; Ikram
et al,, 2020; Javeed & Lefen, 2019; Malmendier & Tate, 2015). Accordingly, this paper investigates
the relationship between CSR and CEO compensation in order to answer an important question
regarding what is the real motivation of CEO to engage in CSR activities. Moreover, this relationship
is tested in different governance setting i.e. testing the moderating effect of corporate governance
on this relationship.

In Jordan, more than 80% of the listed firms are family-owned, characterized by high ownership
concentration. Hence, boards are dominants with those family members who own large stakes and
have a strong incentive to control (Al-Azzam et al., 2015). This concentrated ownership increases
the power for those members who control and direct the firm in a way taking decisions for their
benefits at the expense of minority shareholders. Thus, not only higher compensation might be
received by those family owners but also they can affect the CEO pay structure (Cheng & Firth,
2006). The literature indicates that family owned-firms might overpay their CEOs to earn their
loyalty and motivate them to increase family wealth (Croci et al., 2012). In general, corporate
governance in Jordan is, unlike developed countries, characterized by a weak institutional frame-
work, high ownership concentration that results in internally oriented firms.

Jordan, therefore, is an interesting environment in which to examine the interplay of CSR and
CEO pay structure. The main objective of this study, therefore, is to provide empirical evidence on
how CSR activities are related to CEO pay structure, considering the Jordanian firms’ character-
istics. Jouber (2019, p. 2) states that “Insights into whether CSR practices reveal outside this context
and whether cross-countries differences in CSR attributes and consequences exist between Anglo-
American and European contexts and how really different CEO pay strategies influences differently
firm’s engagements on CSR among the two contexts has not generally been explored”. While the
available evidence mainly comes from developed countries, obviously studies from different set-
tings are needed to fill this gap and contribute to our understanding of the relationship between
these variables.

Unlike most prior studies, the strength of each component of the CEO compensation structure is
included in our work to provide a more in-depth analysis. The literature has provided evidence
illustrating how CEO preferences may vary according to the different components of compensation
structure. CEOs tend to prefer short-term low-risk compensation as in salaries and bonuses, rather
than long-term compensation such as equity (Kadiyala & Rau, 2004). Thus, a breakdown of the
CEO compensation structure can offer evidence of the real intention of CEOs to engage in CSR
activity. Karim et al. (2018, p. 28), asserted that the CEOs total compensation might not offer
“dichotomous conclusions on CEOs’ intention to engage in CSR and its effect on firm value.”
Motivated by this, two compensation components were utilized in the present study: short-term
cash-based and long-term equity-based compensation.

The available evidence on CSR-CEO compensation has mainly considered the direct relationship,
ignoring other factors that may affect this relationship (McGuire et al., 2003; Miles & Miles, 2013).
Viewing CSR-CEO compensation as a two-way relationship, might in part, explain the mixed
empirical results reported from previous research papers Cai et al., 2011; Rekker et al., 2014;
Karim et al., 2018). Considering this gap in the literature, the present study examined whether
the CRS-CEO pay relationship was moderated by corporate governance. Corporate governance is
considered an important influential aspect of control in managerial behavior and decisions. Agency
theory argues that directors’ compensation structure and effective monitoring are substitutes,
jointly mitigate the conflict of interest in the principle-agent relationship (Core & Guay, 1999;
Holmstrom & Milgrom, 1991). It is well documented that CEOs gain power and higher compensa-
tion when corporate governance practices are weak. Core et al. (1999) in this regard argued that
CEO power increased when the board of directors became less effective, had a lower ratio of
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independent directors and fewer institutional shareholders while concentrated shareholder own-
ership was found to have a negative effect on CEO compensation (Benz et al. (2001), Cyert et al.
(2002)).

Corporate governance and CSR are viewed as mutually complementary (Jensen, 2002). It was
suggested that both corporate governance and CSR were adopted for ethical reasons to satisfy
shareholders’ and other stakeholders’ sustainable needs (Dzingai & Fakoya, 2017). Previous studies
indicated a positive association between soundness of corporate governance and CSR activities
(Shabir & Rosmini, 2016). Strong corporate governance is expected to limit CEO power and
compensation inequality and lead to higher CSR engagements (Dennis & Maiguel, 2002).
Therefore, the present study developed a corporate governance index to test how CSR activities
might affect CEO pay structure in the presence of sound corporate governance practices. The
inclusion of corporate governance as a moderator variable in the analysis was expected to improve
our understanding and provide a clearer picture of the relationship between CSR and CEO com-
pensation structure.

The remaining sections of the study are organized as follows: section 2 attempts to review the
related literature and develops the testable hypotheses; data and methodology are presented in
section 3; in section 4, the empirical results are presented and discussed; the last section con-
cludes the study.

2. Literature review and hypotheses development

Prior literature has focused on the main reasons that motivate executives to engage in CSR and
how this engagement could affect firm value relative to other business decisions. Starting from
this, several studies look for the main determinants of CSR investments. Although CSR has multiple
dimensions, prior studies have agreed on three main determinants of CSR, namely corporate
characteristics, industry characteristics, and governance characteristics (Gamerschlag et al,
2011; Reverte, 2009). Since these characteristics differ between firms, they can critically affect
corporate engagement in CSR activities. For example, corporate size, profitability, market-to-book
ratio, among others, significantly affect the CSR activities of the firm (Artiach et al.,, 2010; Reverte,
2009). Several empirical studies report strong evidence on the significant relationship between firm
size and CSR. Larger firms invest more in CSR to keep their image and be perceived as active
supportive firms (Dam & Scholtens, 2013).

In a similar vein, different industries have very different features that could motivate companies
to take more or less CSR activities. A study by Holder-Webb et al. (2008) provides strong evidence,
based on data from the US, on the effect of industry on the CSR level. Companies that operate in
polluting industries, for instance, usually have a higher motive for CSR engagement than other
companies in different industries (Reverte, 2009). Governance characteristics, in terms of board
structure and corporate ownership, also do matter. Gamerschlag et al. (2011) found that firms with
high stakes of shareholders tend to have higher CSR investments. Boards with higher diversity in
terms of gender, experience and connections are found to be investing higher in CSR (Hafsi &
Turgut, 2013).

Different theories have explained the internal driver of CSR activities. The entrenchment theory that
was developed by Morck et al. (1988) argues that CEOs may engage in CSR to gain certain protection.
This theory assumes that CEOs mainly increase CSR activities in order to protect their own positions and
gain support from other stakeholders, thus protected when wrong decisions are taken. Martinez-Ferrero
et al. (2015) provide consistent evidence with entrenchment theory, showing that CEOs increase CSR in
order to hide wrong decisions that already have been taken. These arguments are also supported by
agency theory (Jensen & Meckling, 1976). Agency theory arguments explain CSR engagement by the
overinvestment hypothesis. It proposes that CEOs could exploit social performance for their own
interest at the expense of shareholders (Jensen & Meckling, 1976). In other words, executives, moti-
vated by opportunistic behavior, may overinvest in CSR to gain several personal benefits such as building
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a good reputation, better career opportunities, higher compensation and higher bargaining power. Most
stakeholders view CSR activities in a positive way that leads to better firm performance, thus the firm’s
reputation increased and the confidence in CEO’s decisions is also increased. Early supportive evidence
offered by Galaskiewicz (1985) showed that CEOs adopted philanthropic strategies to improve their
relationship with the local business elite. Similarly, Atkinson and Galaskiewicz (1988) reported
a negative relationship between CEO ownership and corporate philanthropic activities.

More importantly, it was found that such executive behavior was followed by an increase in CEO
compensation (Masulis & Reza, 2015; Milbourn, 2003). Supportive empirical evidence was provided
by Milbourn (2003) using data related to five top executives from US firms over the period 1993-
1998. The study reported a positive association between stock-based pay-sensitivities and CEO
reputation. Barnea and Rubin (2010) reported a negative relationship between insider ownership
and CSR rating, which supported opportunistic managerial behavior.

However, looking at a breakdown of CEO compensation structure may offer a better insight
as to why CEOs engage in CSR performance. Short-term compensation (cash & bonuses), besides
long-term compensation (e.g., equity), are usually the main components of CEO compensation
structure (Aggarwal & Samwick, 1999; Bushman et al., 1996; Kadiyala & Rau, 2004). It has been
found that CEOs prefer cash-based compensation to an equity component. Cash payments are
independent of corporate performance, less risky, and preferred by managers (Murphy, 1999);
however, equity-based compensation is typically linked with long-term corporate performance and
exposed to higher risk (Harris & Raviv, 1979). Therefore, analysis of CSR in relation to each
component in the compensation structure may indicate the CEO motive for CSR engagement
and how these social activities may affect corporate value (Karim et al., 2018). Cronqvist et al.
(2009) argued that CSR engagement for entrenched executives usually leads to poor outcomes,
since the main focus of such executives is on their personal benefits. Building on the agency theory
arguments, if CEOs increased CSR activities for their personal interests, CSR is expected to be
positively related to the cash-based component, but negatively to the equity-based component.
Accordingly, the first hypothesis was proposed:

Hi: CSR is positively related to cash-based compensation and negatively related to equity-based
compensation.

Another competing theory is stakeholder theory. The focus of stakeholder theory is on the
external effect of CSR investment, assuming that CEOs should work to satisfy the interest of all
stakeholders in order to gain their support and thus maximize firm value (Freeman, 1994).
Stakeholders refer to all parties inside or outside the firm, can affect or be affected by the firm’s
activities. Stakeholders include shareholders, employees, customers, competitors, supplies, the
community, and also government as well. It is documented that companies with more social
performance, treat their employees well and support their voice inside and outside the company.
This is in turn, reflected positively on the employees’ productivity and loyalty thus enhancing firm
value (Edmans, 2011; Flammer & Kacperczyk, 2016). Moreover, CSR initiatives reflect an important
signal regarding the quality of corporate products, image and reputation, and non-opportunistic
behavior. Customers, therefore, are positively influenced by such actions, and to some extent,
support companies with more social performance (Luo & Bhattacharua, 2006). In the same vein,
companies with more social performance are expected to have good relationships with creditors
by satisfying their financial obligations in a timely manner (Ge & Liu, 2015). Therefore, CSR policies
are considered one of the most important reputational elements by all stakeholders.

CSR is viewed as a common interest for all those stakeholders since it deals with different social,

environmental, and governance issues. Therefore, to meet these different interests, CEOs need to
invest more in CSR. To the extent that stakeholders feel that the firm is listening to them, by
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increasing CSR activities, they will be more supportive of the firm (Deng et al., 2013). The stake-
holder theory contends that CSR is a tool that resolves conflicts among stakeholders and reduces
firm risks (Harjoto & Jo, 2011; Jensen, 2002; Orlitzky et al., 2003). In this case, CEOs invest in CSR,
ethically, to support social performance (Carroll, 1979). CSR performance, therefore, is used as
a business strategy that positively enhances the corporate value and serves long-term corporate
objectives (Rekker et al., 2014).

Potts (2006) argued that CEOs who were highly engaged in CSR activities became more
confident in correct decision-taking and were thus internally rewarded for their effort to improve
corporate social performance. Consistent evidence was provided by Mahoney and Thorne (2005)
who tested the relationship between CSR and long-term compensation components using 90
Canadian firms over the period 1992-1996. The results documented a strong positive relationship
between CSR and long-term compensation. Gan and Park (2016) showed that CEOs abilities and
equity-based compensation were positively associated. Cai et al. (2011) indicated that a higher
level of CSR activities improved the relationship between CEOs and other stakeholders, particularly
employees. As a result, the compensation gap was expected to be decreased between CEOs and
others, i.e., non-CEOs. Thus, the cash compensation was expected to decrease, while equity-based
compensation to reward CEOs was expected to increase. Building on the stakeholder theory,
the second hypothesis was proposed:

Hy: CSR is negatively related to cash-based compensation and positively related to equity-based
compensation.

Agency-theory scholars have viewed directors’ compensation as a key governance mechanism
that alleviates conflict in principle-agent relationship (Murphy, 1985, Jensen and Murphy 1990).
The incentive alignment arguments implied in the agency perspectives suggested that compensa-
tion contracts should be designed to motivate executives to take actions that maximize share-
holders’ wealth (Mehran, 1995). Prior work has shown that executive compensation was influenced
by the soundness of governance mechanisms, particularly, the monitoring quality of the board of
directors and ownership structure (Eisenhardt, 1989). Prior empirical evidence has documented
a negative relationship between corporate governance and compensation structure. Effective
monitoring and strong governance practices lead to lower director compensation (Beatty &
Zajac, 1994; Boyd, 1994).

In the meantime, a growing body of the literature on conflict resolution hypothesis suggests
that investment in CSR should be utilized as an extension of strong corporate governance (Jensen,
2002; Scherer et al., 2006). Effective governance mechanisms minimize conflicts and lead to higher
shareholder value, similarly, CSR should mitigate conflicts between directors and other stake-
holders, and reflect positively on shareholder value (Harjoto & Jo, 2011). Considering the relation-
ship between CSR and executives’ pay, if CSR activities serve CEO self-interest and do not add any
value to the company, weak corporate governance is expected to facilitate the managerial self-
interest behavior. Building on our above discussion and from an agency perspective, the positive
relationship between the cash component and the negative relationship between the equity
component is more likely to be stronger with weak corporate governance. The presence of strong
governance mechanisms in terms of a high independence board, proper and effective monitoring
from large shareholders is expected to limit such opportunistic behavior. However, if CEO invests in
CSR to serve the corporate long-term objectives, from the stakeholders’ theory point of view, the
negative relationship between CSR and cash component and the positive relationship between CSR
and equity component is expected to be stronger in companies with strong corporate governance.
Sound corporate governance promotes decisions that serve the firm value and align the interests
of all stakeholders. The present study, therefore, examines the moderating effect of corporate
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governance on the CSR-CEO relationship. A corporate governance index was developed to achieve
this objective. Accordingly, two testable hypotheses were proposed:

Hsq: The positive (negative) relationship between the CSR and cash(Equity) component is stronger for
companies with weak corporate governance practices

Hsp: The negative (positive) relationship between the CSR and cash(Equity) component is stronger for
companies with strong corporate governance practices

3. Methods

3.1. Sample

This study sample focused on the industrial sector in Jordan, since it contributes approximately
25% of GDP. Initially, we started with 48 industrial companies, only companies with available data,
particularly for CEO Compensation and CSR, were included in the sample. The final sample included
44 companies listed on Amman Stock Exchange (ASE) over the period 2010-2018. Table (1)
indicates the subsectors of the Jordanian industrial sector. All the financial data were collected
from the ASE website (www.ase.com.jo). In addition, annual reports were used to construct the
CSR index manually. The period of the study covered the years from 2010 to 2018. The reason
behind starting our period from 2010 because the Jordanian corporate governance code was
approved and formally came into effect for publicly listed companies in January 2009.

3.2. Study variables

3.2.1. Dependent variables

The key-dependent variable in this study is CEO compensation which is measured using two
proxies: a short-term incentive measure i.e. cash and long-term incentive measure, i.e., equity.
Consistent with prior studies, the following equations were used to calculate CEO compensation
measures (Karim et al.,, 2018).

Total CEO Cash Based Compensation

CCOMPit = Total CEO Compensatiom ()
.. Total CEO Equity Based Compensation

ECOMPIt = Total CEO Compensatiom 2)

Where:

Table 1. Sub-sectors in the industrial sector

Industrial sector Number of Firms
Pharmaceutical and medical industries 4
Chemical industries 6
Food and beverages 9
Tobacco and cigarettes 2
Mining and extraction industries 10
Engineering and construction 8
Electrical industries 3
Clothing industries 2
Total Lb
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CCOMP: is cash compensation component, calculated as the sum of salaries, bonuses and other
cash compensation divided by the total CEO compensation. ECOMP: is equity compensation
component, calculated as the total value of stocks given through the fiscal year divided by the
total CEO compensation. Total CEO Compensation: all salaries, bonuses, other cash compensation
and total value of stocks granted through the fiscal year.

3.2.2. Independent variables

In the present study, a CSR index was constructed comprising 36 items, these items are available in
Appendix A. The initial step in the process was a review of prior studies that employed similar
methodology, such as McGuire et al. (2003); Cai et al. (2011); Rekker et al. (2014) and Karim et al.
(2018). It is worth noting that the present study followed the CSR index classification used by Cai et al.
(2011). Similar to previous Jordanian studies, we have used content analysis where each annual report,
in each year, was read in full to highlight CSR disclosure, see, Al Fadli et al. (2019) for a similar method.!

Social responsibility items were categorized into five groups: community information, environ-
ment information, diversity information, employee relations information and product information.
It is important to note that these categories were modified according to the data disclosed by the
Jordanian companies. In other words, some items were added or deleted according to the typical
CSR information in the Jordanian annual reports.

Following Cai et al. (2011), the present study used binary indicators (0, 1) for each strength and
concern in the five subgroups indicated above. For instance, to calculate the combined CSR strength
and concern for the first group, i.e. community, the scores were calculated by taking the difference
between all strength items of firm i, at year t and all the concern items plus total maximum possible
number of community concern items at year t, divided by total maximum possible number of strength
items plus the total maximum possible number of concern items during the year. The index con-
structed in this study is similar to those used in several prior studies, see for example, Cai et al. (2011);
Hillman and Keim (2001) and Baron et al. (2010). This process was repeated for each sub-group and
then the CSR Index was calculated as follows: (CSR) = (Community + Environment + Diversity +
Employee + Product)/5. In appendix (A), similar to the above mentioned studies, we include the CSR
items employed in this study. In appendix (B), we provide an example for a company
(PETROCHEMICALS company) and how the CSR index was calculated for this company in 2017.

3.2.3. Control variables

Based on previous literature, this paper utilizes the following control variables. Board size is
measured as the natural logarithm of total number of directors on the board. Board indepen-
dence is measured as the proportion of independent directors on the board. CEO ownership is
measured as shares owned by CEO divided by common shares outstanding. Block holders are
measured as dummy variable equal to one in the presence of external block holders who are
not employee in the firm and hold at least 5% of total common stocks outstanding, zero
otherwise. Insider ownership is measured as total shares held by insider directors divided by
common shares outstanding. Firm Size measured as the natural logarithm of total assets.
Tobin’s Q measured as the market value of assets over the book value of assets. Leverage is
measured as the book value of debt over book value of assets. CEODUL is CEO duality measured
by a dummy variable equal to one, if the CEO belongs to the board and zero otherwise. CEOTEN
is CEO tenure, also included in the models and measured by the total number of years the CEO
works in his position. Moreover, we include the current assets divided by current liabilities as
a proxy for firm liquidity LIQ. MB is the market value of equity divided by the book value of
equity. Beta is market beta calculated from the regression of a firms’ excess returns on the ASE
value-weighted index. RET is the aggregated return for 12 months. LAGRET is the Lagged value
of the aggregated return. Risk is the standard deviation of aggregated returns over 5 years.
These variables are in line with prior literature, see for example (Cai et al., 2011; Mehran, 1995;
Core et al., 1999; Fondas et al., 2017; Karim et al.,, 2018; Rekker et al., 2014).
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3.3. Regression models

To test the relationship between CSR and CEO pay structure, the following models were adopted
(Karim et al., 2018). Both models (3) and (4) will be tested using the generalized least square
random effect (GLS).

CCOMPit = a -+ BCSRit -+ BYit + pit 3)

ECOMPIit = a + BCSRiit + OYit + it (4)

Where, CCOMP is CEO cash-based compensation, ECOMP is the CEO equity-based compensation.
CSR is corporate social responsibility. OY: is a vector representing control variables i.e., board size,
board independence, CEO ownership, Block holders, insider ownership, firm size, Tobin’s Q, lever-
age, CEO duality, CEO tenure, Liquidity, MB, Beta, Return, lagged value of return and risk.

Following Core et al. (1999), the analysis was conducted using the lagged values of all the
independent variables to address the possibility of endogeneity and reverse causality. The main
estimation method used in the present study was the generalized least square random effect
(GLS). According to Baltagi and Wu (1999), this method can control to several econometric
problems in panel data. Pathan (2009, p. 1343), argued that GLS is robust to first-order auto-
regressive, cross-sectional correlation and/or heteroskedasticity across panels. Moreover, compared
with fixed effect (FE) estimation, GLS can overcome several econometric points. For instance, for
fixed effect estimation to yield reliable and effective results, the variable values within the panel
must vary significantly. The Fixed effect estimates would be inaccurate when the significant
variables on the right-hand side do not change substantially over time, like the board structure
variables in this study. Further, for relative big “N” (44), fixed small “T” (9), which is the case with
the panel data set used in this investigation (observations on 44 companies over 9 years), fixed
effect estimation will be invalid (Baltagi, 2005, p. 13). Additionally, fixed effect estimation would
result in a significant loss of degrees of freedom for large N (Baltagi, 2005, p. 14). Consequently,
a GLS random effect alternative to the fixed effect is suggested here.

4. Empirical results

Table 2 shows descriptive statistics for study variables. The mean value of CCOMP (ECOMP) compen-
sation component was around 67% (23%) of total CEO compensation. These figures revealed that the
Jordanian industrial companies tended to pay more cash compensation than equity. The mean value
of CSR index was 18% with a maximum value of 58%. On average, industrial companies had eight
directors on their boards with an independence ratio of 41%. The average value of CEO (insider)
ownership was 2% (17%) reaching 37% (1). Moreover, 73% of the Jordanian industrial companies had
external block holders. The mean value of CEO duality reaches 45% while the average of CEO tenure
ranges from 1 year to 54 years. The mean value of liquidity (market—to-book value) is 0.32 (0.96). The
average value of Beta is 1.20 reaching to a maximum value of 2.01. The aggregated returns mean
value is 0.11 with a standard deviation of 0.31. The standard deviation of aggregated returns mean
value, is around 0.86 with 0.42 standard deviation. These figures are consistent with several
Jordanian studies, see for example, Abed et al. (2014), Kanakriyah (2021), and Almarayeh (2021).

Table 3 presents the correlation matrix for the study-independent variables employed in the
analysis. The figures presented indicate that the highest value = 42%, existing between board size
and the block holders on the board. Thus, our data set is free from any multicollinearity problem
(Gujarati, 2004). Besides, the variance inflation factor (VIF) was also calculated and mean value of
VIF was 1.32, confirming the above results.
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Table 2. Descriptive Statistics

Variable Average SD Min Max
CCOMP 0.67 039 0.000 1
ECOMP ' 0.23 033 0.000 1
CSR 0.18 0.12 -0.56 0.58
BZ 8.43 2.15 4 13
IND ' 0.41 0.26 0.000 1
CEOW 0.02 0.04 0.000 037
INS 0.17 0.22 0.000 0.98
BL 0.73 0.45 0.000 1
TQ 0.89 0.66 0.05 5.89
Fz ' 7.29 0.55 5.72 8.62
LEV 030 0.19 0.000 1
CEODUL 0.45 0.24 0.000 1
CEOTEN ' 9.7 9.25 1 54
LIQ 0.32 0.08 0.01 3.61
MB 0.96 1.02 -3.12 5.75
Beta ' 1.20 0.75 0.69 2.01
RET 0.11 031 -0.01 0.75
Risk 0.86 0.42 0.092 1.94

CCOMP: CEO cash-based compensation, ECOMP: CEO equity-based compensation, CSR: corporate social responsibility
index, BZ: board size, IND: board independence, CEOW: CEO ownership, INS: insider ownership, BL: dummy variable = 1
if the firm has external block holders and zero otherwise, TQ: Tobin g, FZ: firm size, LEV: leverage. CEODUL: CEO
duality which is measured by a dummy variable equal to one, if the CEO belongs to the board and zero otherwise.
CEOTEN: CEO tenure is measured by the total number of years the CEO works in his position. LIQ: firm liquidity
measured as the current assets divided by current liabilities. MB: market value of equity divided by book value of
equity. Beta: is market beta calculated from the regression of a firms’ excess returns on the Amman stock exchange
value-weighted index. RET: Aggregated returns for 12 months. Risk: Standard deviation of aggregated returns over
5 years.

4.1. Univariate analysis

Table 4 presents the univariate analysis findings, where the sampled firms were classified as high
and low CSR firms. This classification is based on the median values for CSR, if the firm’s CSR value
is above the median, so this firm is classified as high CSR firm and as low CSR firm if the value is
below the median value (Cai et al., 2011).

The mean differences results in Table 4 show that firms with high CSR paid more cash than
equity since the mean differences for the cash variable was statistically significant at 1%.
Looking at the equity-based component, the mean differences were highly statistically signifi-
cant indicating that high CSR firms pay less equity. These results were in line with the figures
reported in Table 1, the cash component in the compensation structure in the Jordanian
industrial sector was around 67% of the total compensation. The corporate governance vari-
ables also differed between high and low CSR firms. High CSR firms had larger boards with
directors with longer tenure and more external block holders. However, no statistically signifi-
cant difference was found with regard to board independence, CEO ownership, insider owner-
ship, and CEO duality. Moreover, high CSR firms had a larger size, more liquidity, higher risk, and
greater value measured by TQ and risk. These figures regarding firm-characteristic are in line
with Cai et al. (2011).
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Table 4. Univariate Analysis

Mean values for Mean values for
High CSR Firms Low CSR Firms t-statistics

CSR 0.53 0.22 (21.94)**
ccomp 0.76 0.67 (7.444)%*
ECOMP 0.21 0. 26 (-1.683)***
IND 0. 41 0.38 (1.134)
BZ 8.26 5.87 (9.11)**
BL 0.84 0.49 (8.420)***
CEOW 0.015 0.02 (=1.100)
INS 0.21 0.16 (1.618)
FZ 7.29 6.98 (3.116)***
LEV 0.31 0.29 (0.950)
TQ 0.94 0.68 (3.220)***
CEOTEN 7.65 4.50 (8.45)***
CEODUL 0.31 0.28 (-0.923)
LIQ 0.29 0.22 (1.352)*
MB 0.82 0.80 (0.93)
Beta 0.95 0.45 (2.856)***
RET 0.10 0.07 (1.023)
Risk 0.78 0.33 (4.521)**

wexe* represents significance at the 1%, 5% and 10% level respectively.

4.2. Main regression

4.2.1. The Relationship between CSR and CEO Compensation

Table 5 presents the results of models 3 and 4 which examine the relationship between CSR and CEO
pay structure. The components of CEO compensation are presented as a proportion of cash and equity
in panels A and B, respectively. From Table 5, a highly positive and significant relationship was
documented between CSR and cash-based compensation (3=0.787, p < 0.01). The equity-based com-
pensation, however, is negative but insignificant. The positive relationship reported in Table 5 implies
that an increase in CSR activities is accompanied by an increase in the CEO cash-based component, as
shown in the first panel. In general, our results are in line with agency theory arguments, where the
overinvestment hypothesis assumes that CEOs might exploit CSR for their own interests (Jensen &
Meckling, 1976). Prior literature documents that this opportunistic behavior was usually followed by an
increase in the CEO compensation (Barnea & Rubin, 2010; Borghesi et al., 2014; Milbourn, 2003).

The breakdown of CEO compensation structure provides clear evidence on the CEO intention
from increasing investment in CSR. Consistent with agency theory perspectives, risk-averse man-
agers are more likely to be interested in the increase of short-term compensation such as salaries
and bonuses rather than long-term equity-based compensation (Murphy, 1999). Cash payments
were independent of corporate performance, less risky and preferred by managers, such cash
payments facilitated exploitation of corporate resources (Harris & Raviv, 1979; Stata & Maidique,
1980; Westphal, 1998). Taken together, the positive increase in the cash component following CEO
engagement in CSR performance reflected the personal benefits gained at the expense of corpo-
rate value. These findings are in line with (Milbourn, 2003; Barnea & Rubin, 2010; Borghesi et al.,
2014), accordingly, the first hypothesis was supported and accepted, while the second hypothesis
was rejected.
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The coefficient on board independence was positive and highly significant for the cash compo-
nent and positive but insignificant for the equity component, suggesting that boards with higher
independence compensated with higher cash than equity. Gutierrez and Sdez (2015) argued that
independent directors might be unable to oblige, or might not have the ability to closely control
board directors’ decisions and as a result, higher compensation might serve as substitute motiva-
tion for directors to work in the best interest of shareholders. However, according to Westphal and
Zajac (1995), CEO with high power prefers to select directors who easily approve their decisions
and serve their interests. Moreover, independent directors might also prefer to join boards with
high CEO compensation package in order to share similar benefits.

In Jordan, around 80% of the public-listed companies are family-owned, where most of the
directors on the board are related to the same family and in most cases CEO duality is dominant,
thus effective monitoring from board members is absent (Shanikat & Abbadi, 2011). Thus, it is
expected that CEO who serves as chairman has enough power to control the board. Saidat et al.
(2019) found that independent directors on Jordanian boards negatively affect corporate value.
The authors explained that independent directors may not only lack the required skills and
experience but may not, in fact, be fully independent which might lead to ineffective control and
monitoring. Our results are in line with De Andrés et al. (2017), Croci et al. (2012), Cheng and Firth
(2006), and Ezammel and Watson (2002).

The cash-based coefficient for insider ownership was positive but insignificant, while equity was
positive and highly significant, which suggested that companies with higher director ownership
payed higher equity. Director ownership was viewed as an important tool in aligning the interests
of agents and shareholders and enhancing corporate performance (Shleifer & Vishny, 1986).
Results found in the present study are in line with Basu et al. (2007) who reported a positive and
significant relationship between executive compensation and director ownership.

CEO ownership coefficient was negative and highly significant for the cash component, whereas
positive and highly significant for the equity component. These findings suggested that high stake
CEOs earned relatively less cash-based compensation. This indicated that agency conflicts were
higher in companies with low executive ownership, thus CEOs tried to maximize their interest
through higher exploitation of corporate resources. The positive association between CEO owner-
ship and the equity component revealed that compensation was more likely to be higher in
companies with strong governance, as measured by equity ownership. CEOs with higher ownership
are more aligned with shareholders’ interest and usually rewarded for enhancing corporate value
(Shleifer & Vishny, 1986). These findings are in line with Cai et al. (2011), Chen et al. (2012), Fondas
et al. (2017), and Bhuyan et al. (2020).

The coefficient on board size was positive and significant for both compensation components,
indicating that larger boards tended to pay higher compensation. Large boards were more likely to be
controlled by executives and usually suffered from communication and coordination problems
(Jensen, 1993; Lipton & Lorsch, 1992). Therefore, it was expected that more directors on the board
might weaken the internal governance structure, leading to greater executive power and thus higher
compensation packages. In Jordan, on average, eight directors up to maximum 13 directors are
setting on the board, usually related to the same family. Thus, it is expected that they might favor
granting higher compensation for CEO to share the same advantage (Al-Msiedeen & Al-Sawalqa,
2021). These findings are in line with Core et al. (1999), Ozkan (2011), and Bouteska and Mefteh-Wali
(2021). Both coefficients on external block holders are negative but significant under cash component
only, which supports the active monitoring role of block holders on the board of directors. The
presence of block holders minimizes agency conflicts by constraining directors’ opportunistic behavior
and limiting their power in setting compensation packages (David et al., 1998). This finding was
consistent with Sapp (2008), Conyon and He (2011), and Bouteska and Mefteh-Wali (2021). Consistent
with prior studies, firm size showed a positive and significant relationship with CEO compensation
structure, for similar findings see (Conyon & Murphy, 2000; Feng et al., 2007; Rekker et al., 2014). Both
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coefficients on Tobin’s q and leverage were insignificant, in line with prior studies (Core et al., 1999;
Fondas et al., 2017; Karim et al., 2018; Mehran, 1995).

CEO duality appears positive and significant under both measures of compensation. This
finding reveals that the CEO who is also the chair of the board receives higher compensation
due to the higher responsibilities required (Core et al., 1999; Brain et al.,, 1995; Yu & Thuan,
2014). Under both CEO compensation measures, the coefficients of CEO tenure are positive and
significant. This positive relation implies that CEO with longer tenure receives higher compensa-
tion, CEOs with longer tenure might have more power, influence and higher ability to design
their compensation (Ozkan, 2011). Table 5 shows that higher liquidity also leads to higher CEO
compensation, these findings are consistent with prior studies (Benkraiem et al., 2017). A strong
positive and significant relationship appears between the market-to-book ratio (MB) and both
measures of CEO compensation. Our finding is in line with Gaver and Gaver (1993) and Smith
and Watts (1992) who argue that more complicated firms with higher growth opportunities,
usually appoint managers with high quality and requirements, who usually ask for higher
compensation. The sign on the corporate risk coefficients is positive and significant indicating
that CEOs who operate in riskier environments require higher compensation. These findings are
in line with risk-aversion managerial behavior assumed by agency theory (Essen et al., 2015).
However, the coefficients on Beta, return, and lag of return are not statistically significant.

4.2.2. The moderating effect of corporate governance

The main result of the previous analysis indicated that CSR performance was followed by an
increase in the CEO cash component, and supported the overinvestment hypothesis, also that
CEOs exploited CSR activities for their own interests. Most of the existing studies have paid
attention to the direct link between CSR activities and CEO pay structure, ignoring other variables
that might influence this relationship. We extended our analysis to examine how corporate
governance variables may influence the relationship between CSR and CEO compensation.

Following Gompers et al. (2003) and Gupta et al. (2013) a governance index was created for the
present study by adding one point for each selected governance variable, thus each company had
its own score. To develop this index, four governance variables were considered i.e. board size,
proportion of independent directors, presence of external block holders and insider ownership.

Smaller boards were viewed as more effective and better able to monitor and control boards of
directors (Jensen, 1993; Lipton & Lorsch, 1992). Based on the median values, if the company’s
board size was less than the median value, the company had the value 1, and zero otherwise. The
presence of more independent directors on the board served as an important tool in maintaining
effective monitoring function and minimized agency conflicts (Fama & Jensen, 1983; Weisbach,
1988). If the percentage of independent directors of the company was higher than the median
value of board independence, the company had the value 1, and zero otherwise. The presence of
external block holders was considered an important governance mechanism since they had
incentives to actively monitor and control managerial decisions (David et al., 1998). If the company
had external block holders, it had the value 1, and zero otherwise.

Finally, insider ownership was documented as an important mitigating factor in conflicts
between directors and shareholders. (Shleifer & Vishny, 1986) The empirical findings showed
that higher director ownership led to less demand for cash compensation, since directors’ rewards
basically came from dividends and capital gain (Firth et al., 1999; Ozkan, 2007) Accordingly, if the
company director ownership was above the median, the company had the value 1 and zero
otherwise. Taken together, the corporate governance score ranged from 0, the weakest to 4, the
strongest.

Based on corporate governance index value, two groups were created; strong governance firms
and weak governance firms. Companies with high scores i.e. equal to or above the median value
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Table 5. The Relationship between CSR and CEO Compensation

(A) (B)
CCoMP ECOMP
CSR 0.812%* -0.051
(0.000) (0.640)
IND 0.314%* 0.060
(0.000) (0.213)
INS 0.087 0.196***
(0.249) (0.004)
CEOW -3.401*** 3415+
(0.000) (0.000)
BZ 0.042+** 0.018***
(0.000) (0.000)
BL -0.096** -0.019
(0.010) (0.614)
FZ 0.049** 0.015*
(0.030) (0.060)
TQ -0.019 0.013
(0.140) (0.518)
LEV 0.059 0.097
(0.601) (0.186)
CEODUL 0.29** 0.211*
(0.030) (0.091)
CEOTEN 0.092** 0.016**
(0.032) (0.040)
LIQ 0.089* 0.099*
(0.021) (0.079)
MB 0.032%* 0.095***
(0.002) (0.005)
Risk 0.003* 0.008*
(0.073) (0.080)
Beta 0.006 0.007
(0.106) (0.113)
RET -0.031 -0.012
(0.185) (0.178)
LAGRET -0.002 -0.004
(0.156) (0.161)
Con. 0.229 0.041
(0.103) (0.680)
R? 0.59 0.61
Prob > chi2 0.000 0.000
# of Obs. 396 396

*rkkkk represent significance at the 1%, 5% and 10% level respectively.

were classified as having strong governance, while companies with low scores i.e. below the
median value were classified as having weak governance. The main regression was repeated for
both groups and the results presented in Table 6. For both groups, the coefficients on CSR were
positive and significant under cash component only. The noticeable point was that the coefficient
for firms with strong governance (B=0.446, p < 0.10) was less than the coefficient for firms with
weak governance (B=0.765, p < 0.01). These findings suggested that the positive relationship was
weaker in firms with strong corporate governance. These findings provided evidence that corporate
governance mechanisms, to some extent, controlled the CEO exploitation of corporate resources.
The results of this study are therefore in line with Core et al. (1999) and Benz et al. (2001).
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To test the moderating effect of corporate governance on the CSR-CEO compensation relation-
ship, the following models were developed. An interaction term between CSR and corporate
governance index was included, see, Assenso-Okofo et al. (2021) for similar methodology.

CCOMPy= &+ B, CSRit-+B, CGINX;+ B3 CSRie x CGINX;+OY e+t (5)

ECOMP; = (X-i-Bl CSR]t+BZCGINXit+B3 CSR; x CGINXit+eYit+|Jit (6)

Table 6. The Relationship between CSR and CEO Compensation for Strong and Weak

governance

Strong Governance Weak Governance
CCOMP ECOMP CCOMP ECOMP
CSR 0.449* -0.261 0.792%** 0.083
(0.071) (0.250) (0.000) (0.501)
IND -0.011 0.112 0.283*** 0.019
(0.921) (0.630) (0.000) (0.766)
INS 0.090 0.213** 0.068 0.263***
(0.135) (0.040) (0.173) (0.000)
CEOW —2.436%** 2.618** —4.486™* 5.396***
(0.000) (0.000) (0.000) (0.000)
BZ -0.009 0.025 0.019** 0.021***
(0.716) (0.259) (0.020) (0.000)
BL -0.329* 0.125 0.099** 0.009***
(0.072) (0.193) (0.018) (0.000)
Fz 0.108 * 0.089** 0.016* 0.018
(0.075) (0.043) (0.059) (0.197)
TQ 0.037 0.017 -0.014 -0.008
(0.139) (0.694) (0.685) (0.869)
LEV -0.031 0.067 0.052 0.019
(0.790) (0.739) (0.619) (0.898)
CEODUL 0.230 0.235 0.301** 0.298*
(0.124) (0.127) (0.031) (0.070)
CEOTEN 0.042** 0.051** 0.041** 0.052**
(0.030) (0.036) (0.036) (0.038)
LIQ 0.070** 0.078** 0.041** 0.051**
(0.025) (0.039) (0.020) (0.032)
MB 0.028*** 0.031** 0.032%** 0.088***
(0.002) (0.008) (0.000) (0.000)
Risk 0.006* 0.005* 0.002* 0.005*
(0.089) (0.090) (0.077) (0.069)
Beta 0.001 0.008 0.005 0.009
(0.129) (0.136) (0.132) (0.141)
RET -0.029 -0.026 —-0.030 -0.029
(0.091) (0.094) (0.094) (0.098)
LAGRET -0.005 -0.006 —0.008 -0.009
(0.166) (0.168) (0.162) (0.167)
Con. 1.52 * -0.543 0.043 -0.098
(0.032) (0.390) (0.772) (0.425)
R2 0.58 0.60 0.61 0.55
# of Obs. 225 171
Prob > chi2 0.000 0.000 0.000 0.000

*ekkkk represent significance at the 1%, 5% and 10% level respectively.

Page 16 of 29



Kharabsheh et al., Cogent Economics & Finance (2022), 10: 2125523 *;‘ Cogent Py economics & ﬁ nance
https://doi.org/10.1080/23322039.2022.2125523

Where, CCOMP is the proportion of CEO cash compensation, ECOMP is the proportion of CEO equity
compensation; CSR is the corporate social responsibility; CGINX is the corporate governance index;
OY is a vector representing the control variables i.e., firm size, Tobin’s Q, leverage, CEO ownership,
CEO duality, CEO tenure, Liquidity, MB, Beta, Return, lagged value of return and risk.

Table 7 shows the results of models 5 and 6. The findings reported are consistent with our
previous results. CSR is still positive and significant for the cash component only, the interaction
term is negative and significant indicating that corporate

governance moderates the relationship between CSR and CEO pay structure. Thus, the third
hypothesis was supported and accepted. This negative relationship revealed that the positive
relationship between CSR and CEO pay would be less pronounced for companies with strong
corporate governance, although the findings in Table 5 shows that both groups i.e. firms with
strong governance and firms with weak governance, had a positive relationship between CSR and
CEO compensation, it was clear that this positive relationship was weaker for companies with
strong corporate governance. The findings, therefore, in Table 7 support and confirm our results in
the previous section. These findings are consistent with Karim et al. (2018).

4.2.3. CSR, CEO compensation and firm value

The findings in the previous sections indicated that CSR activities in the Jordanian industrial
companies were associated with a high proportion of cash-based compensation. These results
so far, supported the CEOs’ rent-seeking behavior, which was proposed by agency theory. In this
section we test how CSR influence the relationship between CEO pay structure and corporate
value. In order to do this, we regress CSR, the CEO compensation components (cash-based and
equity-based) and their interaction term on Tobin’s Q as a proxy for corporate value. The following
models are employed (Karim et al., 2018):

Tobin’sQit = a + B1CSRit + B2CCOMPit + B3CSRit x CCOMPit + 8Y + pit (7)

TOBIN'SQit = o + B1CSRit + B2ECOMPit + B3CSRit x ECOMPit + BY + pit. (8)

Where: Tobin’s Q, is a proxy for corporate value, CCOMP is the proportion of CEO cash compensa-
tion, ECOMP is the proportion of CEO equity compensation. Y is a vector representing the control
variables i.e., board size, board independence, CEO ownership, Block holders, insider ownership,
firm size, leverage, CEO duality, CEO tenure, Liquidity, MB, Beta, Return, lagged value of return, and
risk. Tobin’s Q is removed from control variables since it becomes the dependent variable.

Panel (A) in Table 8 presents the relationship between CSR, CEO cash-based component, and
Tobin’s Q, while panel (B) presents these relationships with CEO equity-based component. The
findings in (Table 8) support our previous analysis, the interaction term between the cash-based
compensation and CSR is negative and significant. CSR negatively moderates the relationship
between cash compensation and firm value. These results support our findings above regarding
CEOs’ rent-seeking behavior, where the real intention for CEOs’ to engage in CSR is to serve their
personal interest. This result is in line with Feng and Saini (2015).

The negative effect of CSR on firm value, in the Jordanian industrial sector, is documented in
several recent Jordanian studies, see, for example, Omar and Zallom (2016), Hazaima et al. (2017),
and Zraqat et al. (2021). These studies test the relationship between CSR and corporate value
directly i.e. without including, for example, other variables like compensation structure for the CEO
who is responsible for such decisions. Thus, those studies explain the negative effect of CSR from
the liberal theory that assumes engagement in CSR has a direct cost and might negatively affect
corporate competitive position (Omar & Zallom, 2016). However, Zraqat et al. (2021) explain the
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Table 7. Moderating Effect of Corporate Governance

CCOMP ECOMP
CSR 3.086*** 0.351
(0.000) (0.185)
CGINX 0.229*** 0.031
(0.000) (0.149)
CSR * CGINX —0.762+** -0.081
(0.000) (0.399)
CEOW —3.612%*+ 3.751%**
(0.000) (0.000)
FZ 0.040%** 0.021*
(0.002) (0.063)
TQ -0.025 0.071
(0.578) (0.519)
LEV -0.428 0.058
(0.616) (0.447)
CEODUL 0.30* 0.219*
(0.034) (0.090)
CEOTEN 0.013* 0.018*
(0.030) (0.034)
LIQ 0.091** 0.090*
(0.020) (0.060)
MB 0.038**+ 0.098***
(0.000) (0.000)
Risk 0.015 0.019
(0.069) (0.086)
Beta 0.009 0.009
(0.114) (0.115)
RET -0.039 -0.017
(0.075) (0.070)
LAGRET -0.004 -0.008
(0.159) (0.166)
Con. 0.210* 0.015
(0. 045) (0.682)
R? 0.60 0.59
Prob > chi2 0.000 0.000
# of Obs. 396 396

*rxkk* represent significance at the 1%, 5% and 10% level respectively.

negative relationship between CSR and Tobin’s Q in the Jordanian industrial sector by the institu-
tional theory, where their findings support the legitimacy seeking behavior.

5. Robustness check

5.1. Endogeneity

In section 4, we have presented our main results using the GLS estimation method after using
several control variables based on the related literature. However, the problem of endogeneity and
omitted variables could still be an important concern. In this section, the analysis for models 3 and
4 are repeated using the dynamic Arellano-Bond GMM estimator. This method controls for endo-
geneity by using the lagged levels of explanatory variables as instruments. GMM employs first-
differencing in order to control for firm-fixed effects and autocorrelation (Arellano & Bond, 1991).
Table 9 presents the dynamic Arellano-Bond GMM estimator results. The findings are robust and
consistent with our main results in the previous sections. The relationship between CSR and Cash
component is still positive and significant.
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Table 8. The Effect of CSR on CEO-Compensation and Firm Value

Panel A Panel B
Dependent Variable (TQ) (TQ)
CSR -0.319** -0.108
(0.021) (0. 176)
CCOMP 0.169*
(0.014)
CCOMP *CSR -0.110**
(0.012)
ECOMP -0.721
(0.219)
ECOMP *CSR 0.326
(0.134)
LEV -0.386** -0.421**
(0.025) (0.040)
CEOW 3.521* 1.673*
(0.021) (0.022)
Bz -0.138 0.232
(0.325) (0.812)
F7 0.069** 0.029*
(0.023) (0.070)
IND - 0.597** -0.020*
(0.000) (0.090)
BL 0.074 -0.002
(0.127) (0.156)
INS 0.068 0.058
(0.325) (0.189)
CEODUL 0.310** 0.298*
(0.030) (0.061)
CEOTEN 0.061*** 0.069***
(0.000) (0.000)
LIQ 0.089** 0.061**
(0.041) (0.045)
MB 0.049** 0.031**
(0.037) (0.041)
Risk 0.006 0.008
(0.075) (0.080)
Beta 0.002 0.001
(0.198) (0.199)
RET -0.029 -0.023
(0.081) (0.087)
LAGRET -0.001 -0.008
(0.851) (0.858)
Con. 0. 328* 0.821**
(0.081) (0.030)
R? 0.62 0.58
# of Obs. 396 396

*rxkk* represent significance at the 1%, 5% and 10% level respectively.

5.2. Alternative measure for CSR

As a robustness check, the analysis is repeated using different CSR measure, calculated using the
Jo and Harjoto (2012) equation. The scores for each sub-group were calculated by dividing the
difference between all strength items of firm i, at year t and all the concern items, by the total
maximum possible number of strength items plus the total maximum possible number of concern
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Table 9. The Relationship between CSR and CEO Compensation using Dynamic GMM Estimato

(A) (B)
CCOMP ECOMP
CSR 0.781* -0.389
(0.021) (0.131)
IND 0.275*** 0.019
(0.000) (0.930)
INS 0.325* 0.191*
(0.010) (0.060)
CEOW -2.853** 2.128**
(0.010) (0.030)
BZ 0.025* 0.015*
(0.071) (0.080)
BL -0.018* -0.022
(0.080) (0.779)
Fz 0.041* 0.052*
(0.030) (0.076)
TQ 0.006 0.028
(0.880) (0.246)
LEV 0.176 -0.210
(0.378) (0.428)
CEODUL 0.31* 0.218*
(0.021) (0.090)
CEOTEN 0.096** 0.019**
(0.031) (0.039)
LIQ 0.091** 0.097*
(0.020) (0.078)
MB 0.039*** 0.098***
(0.000) (0.000)
Risk 0.004* 0.009*
(0.099) (0.076)
Beta 0.009 0.008
(0.111) (0.119)
RET -0.038 -0.017
(0.089) (0.075)
LAGRET -0.006 -0.007
(0.158) (0.165)
Con. 0.148 0.284
(0.791) (0.479)
Year fixed effect Included Included
AR (1) (p-value) 0.003 0.005
AR (2) (p-value) 0.598 0.201
Hansen (p-value) 0.591 0.535

*x ** % represent significance at the 1%, 5% and 10% level respectively. AR (1) and AR (2) refer to tests for first-order
and second-order serial correlation in the first-differenced residuals where Ho: no serial correlation. Hansen test of
over-identification where Hg: all instruments are valid.

items during that year. The findings are similar and consistent with the main findings presented in
the above sections.

6. Conclusion

CEOs compensation have been a theme of great importance for academic researchers, share-
holders, and policymakers. The present paper has presented an empirical investigation of how CSR
is related to the components of CEO compensation and furthermore, assessed if corporate govern-
ance moderated this relationship. The study sample comprised 44 Jordanian industrial firms listed
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on ASE, over the period 2010-2018. A unique CSR index was developed comprising 36 items in five
basic categories: community information, environment information, diversity information,
employee relations information and product information.

The panel data analysis revealed several important findings: First, this paper documents
a strong positive, significant relationship between CSR and CEO compensation structure mea-
sured by cash based compensation, while a negative but insignificant relationship was found
between CSR and the equity component; Second, the positive relationship between CSR and the
cash component was weaker for firms with effective corporate governance, providing evidence
that corporate governance moderates the CSR-CEO compensation relationship. Overall, our
findings are in line with agency theory arguments, while including the components of CEO
pay structure can reveal the true intentions instigating increased CSR performance. The
increase in cash components supported the overinvestment hypothesis, that CEOs exploited
CSR activities for personal gain. These findings are in line with prior research (Barnea & Rubin,
2010; Borghesi et al., 2014; Fondas et al., 2017).

The main findings of this study served as motivation to test how corporate governance may
affect this relationship in the Jordanian industrial sector. In general, the analysis showed that the
corporate governance mechanism was insufficiently strong in monitoring managerial actions. For
example, the reported positive relationship between board independence, board size and CEO pay,
indicated that independent directors were not performing their duties as expected. Large boards,
that were more likely to be ineffective and easily controlled by corporate directors, tended also to
pay higher compensation. The outcomes of this study are consistent with the findings reported by
Core et al. (1999) and Ozkan (2007) who found that CEO compensation was higher when corporate
governance practices were weak. Therefore, our findings imply important insights, showing that
increasing CSR in the absence of effective monitoring facilitated CEOs’ self-seeking behavior that
eventually damaged corporate value.

The findings of this study, therefore, might send an important signal to policymakers regarding
enhancing engagement in CSR activities, provided that more effective monitoring practices are
introduced. More action should be taken to strengthen the role of governance mechanisms in
order to control opportunistic managerial behavior. The results of this study also have several
important implications for stakeholders and investors, since the analysis of and focus on CSR
information may offer insights as to how firm value and shareholder wealth maybe affected by
such activities. Future research might expand the current analysis by using different measures for
CSR; for example, breaking down the total CSR index into basic groups and testing each separately
might offer new insights; including more items in the corporate governance index may also enrich
the analysis, in addition to replicating the present study analysis in other sectors.
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Appendix A. CSR Items Employed in the Study

Strengths

Concerns

Community Information strength

Community Information Concern

Charitable Giving.

Tax Disputes.

Support for Housing.

Negative Economic Impact.

Support for Arts and Sports.
Support for Education.

Volunteer Programs.

Create Jobs opportunity.

Non-Jordanian Charitable Giving.

Environment Information Strength

Recycling

Environment Information Concern

Hazardous Waste

Pollution Prevention.

Regulatory Problems.

Clean Energy.

Planting Trees.

Communications.

Diversity Information Strength
CEO.

Diversity Information Concern

Non-Representation.

Board of Directors.

Employment of the Disabled.

Employee relations information Strength

Employee Relations Information Concerns

No-Layoff Policy.
Cash Profit Sharing.

Workforce Reductions.

Poor Labor Unions Relation.

Employee Involvement.

Health and Safety Concerns.

Health and Safety Strength.

Retirement Benefits.

Training employee programs.

Number of employees who involved in training
programs

Strong labor unions relation.

Employee loans.

Product Information Strength

Product Information Concern

Quality.
R&D/Innovation.

Product Safety

Penalties

These items are similar to those employed by Cai et al., 2011(and Karim et al., 2018 (

Page 26 of 29



Kharabsheh et al., Cogent Economics & Finance (2022), 10: 2125523 *’;‘ Cogent Py economics & ﬁ nance
https://doi.org/10.1080/23322039.2022.2125523

Appendix B. PETROCHEMICALS Firm and their CSR Strength and Concern Index in 2017

Community

Information

Strengths

1 Support for Education. The firm donations to education programs or the firm supported job-
training programs for youth.

2 Create jobs opportunity.

3 Volunteer Programs. The firm has an exceptionally strong volunteer program.

Community Information Concern

4 Tax Disputes

Environment Information Strength

5 Recycling. The firm either is a substantial user of recycled materials as raw materials in its
manufacturing processes, or a major factor in the recycling industry.

6 Pollution Prevention. Prevention programs (e.g., emissions reductions)

7 Communications

Diversity Information Concern

8 Non-Representation

Employee Relations Information Strength

9 No-Layoff Policy. The firm has maintained a consistent no-layoff Policy.

10 Health and Safety Strength. The firm has strong health and safety programs.
11 Retirement Benefits. The firm has retirement benefits program.

12 Training employee programs.

Product Information Strength

13 Quality. The firm has program to improve quality and safety (e.g., comply with ISO standard)

14 R&D/Innovation. The firm is a leader in its industry for research and development (R&D),
particularly by bringing notably innovative products to market.

To construct an aggregate CSR Composite Index, Following Hillman and Keim (2001) and Baron
et al. (2010), letting Cjj; denote an indicator variable of CSR for firm i with strength j for year t from
Appendix 1 and C; the maximum number of strengths in year t for any firm, the index C;; of CSR
composite for firm-year observation it is:

The similar process is repeated for CSR concerns.

The above equation (x,) can be rewritten as follows:

zjcijtf z kcikt+ckt

it
c Cjt+ ckt

Where: Cijt an indicator variable of CSR for firm i with strength j for year t, Cikt an indicator variable
of CSR for firm i with concern k for year t, and Cjt and Ckt the maximum number of strengths and
concerns, respectively, in year t for any firm.
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Community = (3-1 + 2)/ (7 + 2) = 0.44
Environment = (3-0 + 2)/ (5 + 2) = 0.71
Diversity = (0-1+ 1)/ (3+1) =0

Employee Relations = (4-0 + 3)/ (9 + 3) = 0.58
Product =(2-0+2)/ (2+2)=1

CSR index = (0.44 + 0.71 + 0.5 + 0.58 + 1)/5 = 0.546
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