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Preface 
The 14th Australasian Centre on Social and Environmental Accounting Research Conference (A-CSEAR 2015) is being 
held on 10-11 December 2015 at Macquarie University, Sydney, Australia. The Conference Chair is Dr John Dumay and 
the Programme Chair is Dr James Hazelton, both from Macquarie University. 

ACSEAR provides an opportunity for individuals researching and working in the field of social and environmental 
accounting in both public and private sectors, to come together to exchange ideas and discuss current research in the 
field. The theme for the conference this year is ‘Partnerships’, reflecting the belief amongst our community that 
achieving progress requires partnerships of all types – between academics of different disciplines, between industry 
and academia, between government and stakeholders, and of course between members and professional bodies. 

The keynote speakers for the conference are Charles de Villiers from Auckland University of Technology, New Zealand 
on the topic Theorising the interactions among legitimacy accountability and pro-activity in the social sphere; Helen 
Tregidga from Auckland University of Technology, New Zealand talking about Corporate chameleons greenwashing 
and counter narratives”; Markus J. Milne from the School of Business and Law at the University of Canterbury, New 
Zealand on the topic of Crass empiricism and the social construction of corporate environmental performance and Lee 
D. Parker from the School of Accounting, RMIT University, Melbourne, Australia who will address to issue of 
Accounting for CSR: Revisiting the agenda. 

ACSEAR received 60 abstract submissions. After the double-blind peer review process 21 academic research papers, 
have been accepted for publication in these conference proceedings. These papers represent research from around 
the world, including Australia, Brazil, China, Fiji, Iran, Italy, Japan, New Zealand, South Africa, UK and the USA. 

I wish you a most interesting conference. 

Dr James Hazelton 
Programme Chair 
And 
Dr John Dumay 
Conference Chair 

December 2015 
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Double-Edge of Corporate Legitimating Disclosure Reactions of 
Tokyo Electric Power Company (TEPCO) to the Fukushima Nuclear 
Accident  

Kentaro Azuma1 and Azizul Islam2 
1Faculty of Business Administration, Ritsumeikan University, Japan 
2School of Accountancy, Queensland University of Technology, Australia 
kentaro@fc.ritsumei.ac.jp 
azizul.islam@qut.edu.au 
 
Abstract: Legitimacy theory predicts that companies increase legitimating disclosure subsequent to legitimacy threats and 
this prediction has been supported in previous empirical studies. On the other hand, legitimacy is proposed to be double-
edged that legitimation by illegitimate companies would produce negative “countereffects”. Double-edged nature of 
legitimation suggests that a company could rather refrain from legitimating activities to avoid such countereffects when 
critical legitimacy threat is present. This study aims to address this issue by investigating disclosure reactions of Japanese 
nuclear power companies subsequent to the Fukushima Nuclear Accident 2011. The results of content analysis 
demonstrate that the managements became cautious about releasing legitimating disclosure with regard to global 
warming after the accident. 

Keywords: Legitimacy theory, disclosure reaction, nuclear industry, global warming 

1. Introduction 
Soon after a massive earthquake with magnitude of 9.0 hit the eastern coast of Japan on March 11th 2011, the 
world was exposed to the first nuclear disaster with triple meltdowns in the Fukushima Daiichi Nuclear Power 
Station. The sequence of explosions released massive amount of radioactive materials and contaminated lands 
and water in the vast area of northern and eastern part of Japan. The accident is classified as Level 7 (the worst 
level) on the International Nuclear Event Scale, which is only equivalent to Chernobyl Disaster in 1986. 

The operator of the plant, TEPCO (Tokyo Electric Power Company) the largest power company in Japan, took 
an unusual disclosure reaction subsequent to the accident. The company had been using colourful pictures to 
decorate the front pages of their annual reports until 2010. However after the accident in 2011, it suddenly 
stopped using such pictures and only black-and-white text and a company logo appear in the front pages of 
their annual reports (Figure 1). Furthermore, in five days after the beginning of the disaster, links in TEPCO’s 
website to the sustainability reports from previous years (2005 to 2010) were eliminated without notice.1 In 
2014, three years after the accident, TEPCO has not published any updated sustainability report ever since the 
accident and their website still does not provide any links to their previous sustainability reports.2 

 
Figure 1: Annual report front pages of TEPCO from years 2001 to 2012 

1  The elimination of the links was confirmed by the author on a real time basis and also through an internet 
archive platform (WAYBACKMACHINE http://archive.org/web/ September 4th 2014). 

2  This was confirmed on September 15 2014.
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Pictures are front pages of TEPCO’s annual reports from years 2001 to 2012. Prior to the Fukushima Nuclear 
Accident, TEPCO had been using colourful pictures to decorate the reports (years 2001 to 2010). After the 
accident, only black-and-white text and a small logo appear in the front pages of the annual reports (years 
2011 to 2012). 

Environmental disasters produce legitimacy threats to companies which are responsible for the causes. In such 
cases, companies are known to release increased amount of social and environmental information and this 
disclosure behaviour has been primarily explained by the perspectives of legitimacy theory (Cho, 2009; 
Deegan, Rankin, & Voght, 2000; Patten, 1992). The theory suggests that companies attempt to restore 
legitimacy by increased use of information which presents the companies in a positive light. 

Another perspective proposed in the literature is, however, that legitimation is “double-edged” (Ashforth & 
Gibbs, 1990). In general, stakeholders will not accept legitimating information at face value especially when 
the information is released by illegitimate organizations. Stakeholders are namely not “simple passive 
consumers of legitimation practices” (Ashforth & Gibbs, 1990). Legitimation practices of illegitimate companies 
potentially produce even negative impressions such as that the company is covering up reality by positive 
disclosure. Therefore, legitimation disclosure is associated with the risks of negative “unintended 
countereffects” (Milne & Patten, 2002). Theoretically, the double-edged nature of legitimation suggests that a 
company might rather refrain from legitimation practices subsequent to a legitimacy threat if the management 
projects that the risk of such unintended countereffects is greater than the potential benefit from legitimation.  

The article Ashforth & Gibbs (1990) , mentioned earlier, has been broadly accepted in the social and 
environmental accounting (SEA) literature, but this particular notion of “double-edged” legitimation presented 
in the article has not extensively been addressed with a notable exception of (Milne & Patten, 2002) which 
demonstrated in an experimental setting that countereffects of legitimation do exist. This paper aims to 
further develop the perspective by investigating how such potential countereffects would affect legitimating 
disclosure behaviour of companies. 

This research analyses disclosure response of Japanese nuclear power companies after the Fukushima Nuclear 
Accident which entailed triple meltdowns followed by an earthquake in March 11th 2011. We argue that this 
specific case is relevant for our research question. TEPCO and Japanese nuclear industry underwent critical 
legitimacy threat when the vast northern area of Japan was contaminated by radioactive materials released 
from a sequence of explosions. Due to nature of damage, nuclear accidents can generate more extensive 
legitimacy threats than other types of disasters investigated in the previous studies such as oil spills and 
explosions. Radioactive materials typically contaminate vaster area and the decontaminations necessitate an 
astronomical amount of financial resource and time. In fact, legitimacy threat for TEPCO was so critical that the 
company became practically nationalized when the Japanese government acquired the majority of shares in 
July 2012. Due to the incomparably extensive legitimacy threat, stakeholder is expected to be skeptical of 
legitimating practice by the industry and this may urge the management to be cautious about countereffects 
of legitimation.3  

The objective of the paper is to determine how the Fukushima Nuclear Accident changed the volume of 
legitimating disclosure by Japanese nuclear industry. We hypothesize that the nuclear industry decreased the 
volume of legitimating disclosure after the accident because the companies were cautious about the 
countereffects of legitimation. Analysis part of this study specifically focuses on unverifiable symbolic claims 
(Ashforth & Gibbs, 1990) with three content categories – safety, community and global warming – which we 
derived by reviewing negative media articles, relying on the knowledge that corporate legitimating disclosure 
is responsive to negative media articles (Deegan, Rankin, & Tobin, 2002; Islam & Deegan, 2010). 

This paper is organized as follows. The following section provides background of the Fukushima Nuclear 
Accident. The subsequent section includes literature review and hypothesis development. The fourth section 
describes research methods based on content analysis and the fifth section presents empirical results. 
Conclusions, limitations and contributions are discussed in the last section of the paper. 

3  The perspective of this paper is that the above mentioned disclosure reactions by TEPCO, the cease of 
using decorative pictures in annual reports and the retraction of previous sustainability reports, are an 
outcome of the fact that the management was afraid of potential countereffects from legitimation 
disclosure. 
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2. Background 
The Fukushima Nuclear Accident took place on March 11th 2011, immediately after when massive shake with 
magnitude 9.0 hit the eastern coast of Japan. The earthquake and tsunami attacked the extensive east coast 
area of the main island, and damaged Fukushima Daiichi Nuclear Power Plant operated by TEPCO. The plant 
lost electricity for cooling and four reactors were severely damaged. The sequence of explosions released 
massive amount of radioactive materials and contaminated lands and water in the vast area of northern and 
eastern part of Japan. The impact of the accident was devastating. The number of evacuated residents from 
designated evacuation area was 100,000 even at the time of two years after the accident (2013, Ministry of 
the Environment Japan).  

The accident demonstrated that nuclear power plants are not resistant to earthquakes/tsunami and this 
threatened legitimacy of Japanese power companies who operate nuclear power plants. Due to safety 
concerns, the power companies were sequentially forced to halt their nuclear power plants and none of 46 
nuclear reactors in Japan is in operation even three years after the accident. Legitimacy crisis was particularly 
profound for TEPCO. The company confronted with the issues of decontaminating the vast area and 
compensation to the victims, which are both predicted to necessitate tremendous amount of capital. 
Legitimacy crisis of TEPCO was critical that TEPCO was practically nationalized when the government acquired 
the majority of shares in July 2012. 

3. Prior research and hypothesis development 
Legitimacy theory is the framework which is most frequently used to explain corporate social and 
environmental disclosure. A number of publications provide detailed descriptions of the theory and its 
implication to corporate disclosures (Deegan & Unerman, 2011) and this paper does not intend to replicate the 
explanations. Essentially, the theory suggests that legitimacy is a resource on which companies depend for 
their survival (Dowling & Pfeffer, 1975) and companies attempt to gain, maintain or/and restore legitimacy by 
utilizing corporate disclosure (Lindblom, 1994). As a result, disclosure is seen as legitimation device, rather 
than an accountability mechanism (Gray & Bebbington, 2000). 

Particularly relevant to this paper is legitimacy theorists’ studies investigating disclosure responses to 
environmental disasters. Environmental disasters create legitimacy threats to the company/industry and 
legitimacy theory predicts that companies should engage with legitimacy restoration when such legitimacy 
threat is present. Consistently, previous research provides results that companies increase social and 
environmental disclosure after disasters (Cho, 2009; Deegan et al., 2000; Patten, 1992).  

One of the most early research in this stream is Patten (1992) who investigated disclosure reactions of US 
petroleum industry subsequent to the Exxon Valdez oil spill in 1989. After causing the accident, Exxon 
increased the volume of environmental disclosure in annual reports. Also, the author found a significant 
increase in annual report environmental disclosure of 21 North American petroleum firms excluding Exxon. 
The author concludes that the increased environmental disclosure can be interpreted as evidence in support of 
legitimacy theory. In a similar vein, Deegan & Rankin (1996) analysed 20 Australian companies that were 
prosecuted for breach of environmental protection laws. The authors found out that the companies disclosed 
significantly more environmental information in the year when prosecution took place than in any other year 
of the sample period (1990-1993). Deegan et al. (2000) examined disclosure reactions of Australian firms in 
relation to five environmental accidents (Union Carbide disaster and other four disasters), and found 
statistically significant increases in social and environmental disclosure. Furthermore, Cho (2009) investigated 
disclosure response of French multinational energy company in a context of multiple crises (oil spill and 
chemical explosion) and observed incremental legitimating disclosure subsequent to the disasters. 

The prior literature theoretically presumes and empirically demonstrates that companies increase legitimating 
disclosure subsequent to legitimacy threats. However, we argue that the path from legitimacy threats to 
increased use of legitimating disclosure is not always straightforward. This may become obvious particularly 
when a critical legitimacy threat is present. In such cases, decisions whether to disclose legitimating 
information must be made after considering how legitimating information would be perceived by 
stakeholders. This is because stakeholders are expected to become sceptical of legitimation attempts when 
the perceived legitimacy of the company is low (Ashforth & Gibbs, 1990). In other words, people in general 
would not accept information at face value when the information is released by illegitimate organizations. 
Moreover, positive disclosure released by illegitimate companies potentially produces negative impression 
such as that the disclosure is actually superficial and the reality is different – the company is possibly covering 
up the reality by legitimating disclosure. Legitimation practices of companies with lower legitimacy are, 
therefore, associated with the risk of being perceived as the opposite of what they intend: “manipulative” and 

3



 

Kentaro Azuma and Azizul Islam 

“illegitimate” (Ashforth & Gibbs, 1990). As such, Ashforth & Gibbs (1990) describes this nature of legitimation 
as “double-edge” because legitimation potentially entails negative countereffects. 

Seen from the management perspective, decisions whether to release legitimating information must be made 
in consideration of such potential negative countereffects. When the management projects that substantial 
risk is associated with legitimation, he/she may decide not to release legitimating information to avoid the risk. 
Especially when critical legitimacy threat is present, management is expected to be cautious about releasing 
positive information because legitimation is more likely to create negative countereffects in such cases.  

Milne & Patten (2002) demonstrated in an empirical setting that positive disclosure exacerbated the negative 
information and turned investors away from the company. The result confirm that the countereffects of 
legitimation indicated by Ashforth & Gibbs (1990) do exist. Argument of this paper is that when a critical 
legitimacy threat is present, the management should be aware of such negative countereffects potentially 
produced by legitimation, and may become cautious about releasing positive information. 

The Fukushima Nuclear Accident demonstrated that nuclear power plants are not resistant to natural disasters 
and as a result, the nuclear power companies including TEPCO were facing with severe legitimacy crisis. Given 
the magnitude of the nuclear crisis, we predict that the managements of the nuclear power companies were 
cautious about countereffects of legitimation and the nuclear power companies, therefore, decreased the 
volume of legitimating disclosure subsequent to the accident. 

Hypothesis : Japanese nuclear power companies including TEPCO provided lesser volume of 
legitimating disclosure regarding nuclear power generation subsequent to the Fukushima Nuclear 
Accident 

4. Research methods 
Legitimation with symbolic claims 

In line with many other social and environmental accounting studies, this research relies on content analysis to 
capture the volume of disclosure on a quantitative basis. Although many researchers prefer to conduct 
content analysis in a comprehensive manner, we had to restrict our content analysis to the information 
assumed to be an outcome of legitimation. As the objective of the paper is to investigate how potential 
countereffects of legitimation would influence corporate legitimating disclosure, this restriction itself does not 
invalidate the results of the analysis. Further, because nuclear power generation is highly specialized field, a 
comprehensive content analysis would include wide variety of technical items which would make 
implementation of analysis strenuous to accounting researchers. We, therefore, had to restrict our analysis 
from practical reasons to avoid the analysis to become technical. 

Legitimacy theory predicts that companies with threatened legitimacy release self-serving information which 
shed themselves under positive lights (Deegan et al., 2000; Patten, 2002) and one example of such information 
is symbolic claims with which the company simply aims to portray them so as to appear consistent with social 
values and expectation possibly without changing realities (Ashforth & Gibbs, 1990). Our analysis focuses on 
this particular type of legitimation associated with such symbolic claims. Specifically, we predict that 
companies reduced the volume of such claims after the nuclear accident due to potential countereffects from 
legitimation.  

4.1 Content categories 

Content categories were generated basing on review of negative media articles to nuclear industry. Previous 
studies document that corporate legitimating behavior is responsive to media articles and particularly, 
companies are likely to respond with positive disclosure to negative articles (Deegan et al., 2002; Islam & 
Deegan, 2010).  

Relying on the knowledge, we attempt to capture corporate legitimating disclosure through content categories 
created by reviewing negative media articles to the industry. Our approach has advantages over other possible 
approaches. Firstly, we did not adopt content categories widely used in social and environmental accounting 
research such as Hackston & Milne (1996). Our study focuses on nuclear industry, which is exposed to unique 
social pressure, and the use of general content categories is not appropriate to our study. Further, we did not 
generate content categories by reviewing corporate disclosure documents themselves. Reviewing corporate 
disclosure documents, one may fail to generate appropriate content categories for issues with which 
companies stay silent or hesitant in releasing legitimating information. However such issues are exactly we aim 
to capture in this study. 
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Using web platforms of the three largest Japanese newspapers4, we searched newspaper articles for the entire 
time period of the analysis (2009-2012) by relying on search words of “nuclear (gen-shi-ryoku)” and “TEPCO 
(Tokyo den-ryoku)”. The electrical search results produced in total were 9,654 articles and randomly chosen 
300 articles were reviewed by first author. 201 of the 300 articles (67%) were determined that they place 
nuclear industry under negative lights. The themes constantly appeared in the negative articles were “safety”, 
“community” and “global warming” and these three constitutes our content categories. Detailed descriptions 
of the categories are presented in appendix. 

Further, assuming that number of negative articles signifies the magnitudes of social pressure, we attempted 
to determine the numbers of articles by the themes. Again, we relied on electrical search with keywords to 
obtain total number of articles in each theme.5 First author of the paper reviewed the articles and determined 
if the article should be coded as negative. We admittedly relied on random sampling of 300 articles when the 
total number of articles for the two years exceeds 300. The results are tabulated in table 1. 

Table 1: Media pressure in three themes 

 Safety Global warming Community 

 Num. 
of total 
art. 

Num. of 
negative art. 
(ratio to total) 

Num. of 
total art. 

Num. of 
negative art. 
(ratio to total) 

Num. of 
total art. 

Num. of 
negative art. 
(ratio to total) 

Two years 
before accident 

866 217 

(25.1%) 

106 30 

(28.3%) 

146 72 

(49.3%) 

Two years after 
accident 

4,925 2,894 

(58.8%) 

232 62 

(26.7%) 

2,971 2,439 

(82.1%) 

 
Table 1 demonstrates that safety has the greatest number of total articles in comparison to other two themes 
for both prior and subsequent to the Fukushima Nuclear Accident. Also, numbers of negative articles in safety 
stayed to be the greatest throughout the period of the analysis. In global warming, both numbers of total 
articles and rations of negative articles were clearly lower than in safety and community. Although the number 
of articles increased after the accident the increase was certainly limited. Community had relatively small 
number of both total and negative articles prior to the accident. However, the magnitude of media pressure in 
community became immense after the accident.  

4.2 Units of analysis 

Various content analysis approaches utilized in the previous accounting literature are broadly categorized into 
two types (Beattie, McInnes, & Fearnley, 2004). Disclosure index studies specify the items to be studied prior 
to the analysis, and are often combined with presence/absence recording to measure the volume/range of the 
disclosure. Thematic content analysis, on the other hand, analyses the entire text, and focuses on measuring 
abundance of disclosure related to specific themes (Beattie, 2014). As this study aims to capture the volume of 
disclosure in the three themes presented above, we rely on the latter type of content analysis.  

Thematic content analysis in prior research used wide range of units including word, text, page proportion and 
sentence. Relying on Milne & Adler (1999), we use sentence for both coding and counting. Different measures, 
such as number of words or proportion of pages have been found to be highly correlated with number of 
sentences (Hackston & Milne, 1996). The choice of sentence, therefore, should not greatly influence the 
results of the analysis. 

4  The three newspapers are Nikkei Shimbun, Asahi Shimbun and Yomiuri Shimbun. 

5  The search words used to produce the results were “nuclear (gen-shi-ryoku)” and “TEPCO (Tokyo den-
ryoku)”. In addition, we used “safety (anzen)” for the category of “safety”, “stable supply (antei-kyokyu)”, 
“compensation (baishou)” and “trust (shinrai)” for the category of “community” and “global warming” for 
the category of “global warming.” 
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4.3 Disclosure documents 

We had to impose further restriction regarding disclosure medium investigated. The research relies on internet 
which is considered to be the primary disclosure medium of present age. Due to the nature of the research, 
disclosure data has to be collected retrospectively and hence, accessibility to data had to be ensured. Web 
archiving service, such as Wayback Machine referred earlier, provides access to internet web pages in the past. 
However, such service does not guarantee access to the complete set of disclosure information. Particularly, 
websites written in HTML are typically partitioned in a number of fragments and this creates difficulties in 
ensuring access to the complete set of disclosure in the past. Hence, we restricted our analysis to disclosure 
documents with which access to the complete set of disclosure information is secured. As annual reports and 
sustainability reports are published in such format (pdf), the two reports are subject to the analysis of this 
paper. 

4.4 Sample companies and years 

There are nine nuclear power companies in Japan including TEPCO and these nine companies construct the 
sample companies of this study. We investigate two years before and after the accident relying on Deegan et 
al. (2000). Sum of the two years are computed for the nine nuclear companies before conducting pair-wise t-
test and Wilcoxon signed rank test to determine if there is significant industry-wide difference before and after 
the accident. As earlier mentioned, TEPCO stopped publishing sustainability reports subsequent to the 
accident and such disclosures are counted as zeros.  

5. The results 
Table 2 exhibits disclosure reactions of the nine nuclear companies. The three columns represent the themes 
of safety, global warming and community and disclosure volumes before and after the accident are presented 
with sentence unit. In general, disclosure in safety has larger volumes compared with other two themes. 
Contrary to our expectation, most of companies increased the volume of disclosure in safety after the 
accident. The only exception was TEPCO which decreased its disclosure volume in safety from 181 to 51.  On 
the other hand in global warming, most companies decreased the volumes of disclosure. TOHOKU-EPCO and 
TEPCO became silent regarding the theme after the accident by decreasing the disclosure volumes to zero. 
Decline was particularly remarkable for TEPCO which decreased its disclosure volume from 70 before the 
accident. The disclosure reactions in community were rather mixed that the directions of the movement are 
not consistent among the individual companies. 

Table 2: Disclosure reactions of nuclear power companies 

 Safety GW Community 

 before after before after before after 

HEPCO 28 55 49 22 26 6 

TOHOKU-EPCO 126 137 14 0 20 11 

TEPCO 181 51 70 0 24 92 

RIKUDEN 85 196 25 17 35 27 

CHUDEN 38 232 34 10 17 18 

KEPCO 82 251 29 18 12 30 

ENERGIA 60 197 63 23 45 29 

YONDEN 88 142 23 13 17 15 

KYUDEN 65 113 48 9 16 55 

 
The main columns represent the three themes. Each theme presents disclosure volume in sentence unit of 
two-year total in annual and sustainability reports before and after the Fukushima Nuclear Accident.  
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Table 3 presents hypothesis testing of nuclear power companies’ disclosure reactions. The first (second) 
column displays the means of two-year total sentence disclosed by the nuclear power companies including 
TEPCO before (after) the accident. The results of pairwise t-tests (Wilcoxon signed rank test) are presented in 
the third column (fourth column) and the two tests demonstrate consistent results. The results demonstrate 
that the nuclear power companies rather increased disclosures in safety from 83.7 to 152.7 and the difference 
is marginally significant (p < 0.1). The disclosure in global warming decreased from 39.4 to 12.4 and the 
difference is statistically significant (p < 0.01). The disclosure in community has increased from 24.4 to 31.4, 
but the difference is not statistically significant. Overall, consistent result with our hypothesis is the statistically 
significant decrease of disclosure in global warming. 

Table 3: Hypothesis testing of nuclear power companies’ disclosure reaction  

 Means before the 
accident 

Means after the 
accident 

t-statistics (p-
value) 

V-statistics (p-
value) 

Safety 83.7 152.7 -2.10 (0.068) 6 (0.054) 

Global warming 39.4 12.4 4.02 (0.003) 45 (0.003) 

Community 24.4 31.4 -0.08 (0.458) 21 (0.910) 

The first (second) column represents the means of 2-year total sentence disclosed in annual and sustainability 
reports of the nine nuclear power including TEPCO prior to (subsequent to) the accident. T-statistics in the 
third column are based on pairwise t-tests (two-tailed) and V-statistics in the fourth column are based on 
Wilcoxon signed rank test (two-tailed). 

Table 4 further breaks up the cautious disclosure in global warming according to the disclosure documents. 
Both in annual and sustainability reports, disclosure in global warming has declined after the accident. In 
annual reports, the decline was from 12.89 to 3.78 and in sustainability reports it was from 26.56 to 8.67. 
While the decrease in annual reports was only marginally significant (p < 0.1), the decrease in sustainability 
report was statistically significant (p < 0.01). We concluded with regard to table 2 that there was a statistically 
significant decrease in global warming disclosure. Table 4 demonstrates that the statistical significance was 
driven by the disclosure decrease in sustainability reports. 

Table 4: Cautious disclosure in global warming by disclosure document 

Disclosure in global 
warming 

Means before the 
accident 

Means after the 
accident 

t-statistics 

 (p-value) 

V-statistics (p-
value) 

Annual reports 12.89 3.78 2.14 (0.06) 37.5 (0.08) 

Sustainability reports 26.56 8.67 3.90 (0.00) 45 (0.00) 

The first (second) column represents the means of 2-year total sentence disclosed with regard to global 
warming in annual and sustainability reports of the nine nuclear power including TEPCO prior to (subsequent 
to) the accident. T-statistics in the third column are based on pairwise t-tests (two-tailed) and V-statistics in 
the fourth column are based on Wilcoxon signed rank test (two-tailed). 

6. Discussion and Conclusions 
Our results overall demonstrate that the volume of legitimating disclosure in global warming declined after the 
Fukushima Nuclear Accident and this decrease was statistically significant. This indicates that corporations do 
become cautious about releasing legitimating information subsequent to critical legitimacy threats.  

In connection with the results of our analysis, we raise three points for discussion. First point relates to the 
differences in disclosure reactions among the themes. As for the overall nuclear power industry, the decline of 
legitimating disclosure was restricted in global warming. In safety and community, the nuclear power industry 
rather increased the volume of legitimating disclosure after the accident and the increase was even marginally 
significant in the theme of safety. What makes these differences in the disclosure reactions among the 
themes? Our interpretation of the results is that these differences are linked with the magnitudes of social 
pressure, which the theme creates against nuclear power companies. When a management is aware that 
legitimation is associated with risks of countereffects, he/she would consider corresponding benefits of such 
risks before releasing legitimating information. We expect that the management is more likely to run a risk of 
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countereffects with regard to important themes since such theme may be associated with greater benefits. 
Trivial themes, on the contrary, may be associated with only lesser benefits and the management would be, 
therefore, more likely to avoid the risks of countereffects by refraining from legitimation in such themes. In 
our case, safety and community are essential conditions and particularly safety is an indispensable prerequisite 
for the operation of nuclear power generation. In these themes, we posit that the companies have taken risks 
of legitimation by increasing the volume of legitimating information after the accident. On the other hand, 
global warming is rather a trivial issue for nuclear power generation6 and nuclear power generation could be 
still legitimate without being perceived as “an ace in combatting global warming”. The cautious disclosure in 
global warming might be an outcome of the managements’ beliefs that legitimation in the theme would 
provide lesser benefits than legitimation in other themes. 

Second point relates to disclosure documents. The breakdown of the results by disclosure documents 
indicated that the statistically significant decrease in global warming was driven by the disclosure reaction in 
sustainability reports. This indicates that the nuclear power industry has been more cautious about 
countereffects of legitimation pertaining to sustainability reports than to annual reports. With regard to the 
recent growth of sustainability reporting, some accounting researchers express concerns that the practice of 
sustainability reporting may be more harmful than beneficial because the reports are primarily used for 
corporate legitimation practice (Patten, 2012). The results of our analysis might be an indication of the fact 
that companies are to some extent aware of these concerns regarding sustainability reporting.  

Finally, the decline of legitimating information was particularly prominent for TEPCO which decreased the 
volume of legitimating disclosure both in safety and global warming. The decline in global warming was 
notable that TEPCO became entirely silent with regard to the theme after the accident. Furthermore, as 
mentioned in the introduction, TEPCO stopped issuing sustainability reports and retracted previous 
sustainability reports after the accident. Such salient change in disclosure policy was observed only with 
TEPCO. We argue that the disclosure reaction by TEPCO is due to the fact that TEPCO underwent greater 
magnitude of legitimacy threats than other nuclear power companies. The greater the magnitude of legitimacy 
threat is, the more likely that the stakeholders would become skeptical of the company. As a result, the 
management is likely to become more cautious about the countereffects of legitimation. 

Like all studies, this paper is subject to certain limitations. The study was conducted in a Japanese setting 
where previous SEA research has not extensively addressed. The paper therefore does not exclude the 
possibility that the results are driven by cultural effects unique to the setting. We shall wait for the outcome of 
future SEA research focusing on Japan. In addition, the analysis is based on a small number of sample 
companies. The results of our analysis have to be seen on these conditions. Limitations aside, this study 
provides first empirical evidence focusing on cautious disclosure subsequent to critical legitimacy threats. This 
paper contributes to the SEA literature by providing a perspective and empirical evidence that potential 
countereffects alter corporate legitimating disclosure behaviours. 

APPENDIX 
“Safety” 

- Declaration of safety use 

- Safety measures against natural disasters such as earthquakes and tsunamis 

- Measures taken to radioactive leakage 

- Decommission/scrapping of nuclear power plants 

- Regular inspection 

“Global warming” 

- Positive effect of nuclear power generations to global warming 

- Realization of low-carbon society 

- Reduction in CO2 emission due to use of nuclear power plants 

6  However, we do acknowledge that global warming is one of the most serious issues for human being. 
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- Increase in CO2 emission due to halts of nuclear power plants 

“Community” 

- Stable supply of electricity 

- Local development of the region 

- Trust building/Dialogue 

- Compensation to damage 
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Abstract: The research question is what so far is the visible impact of <IR> on accounting for labour. The paper discusses 
the reasonableness of expecting integrated reporting to affect the severity of conflicts of interest between labour and 
capital. Barriers to human resource accounting have been the unreliability and subjectivity of HR valuation models and the 
fact that the ownership of labour, or of labour capacity, is with the employee not with the employer. The paper considers 
the applicability of the doctrine of economic substance over legal form. The numeraire objection to some form of HRA for 
human capital is met by <IR> as a firmly espoused principle that not all capitals can be monetised or even quantified at all. 
The paper describes what is in the most thoughtful or expansive examples of accounting for human capital in integrated 
reports so far, with special reference to the issue of how much impact on the salience of labour integrated reporting has 
had in examples accessed through the principal <IR>  related websites. The conclusion is that <IR> is making some 
difference in this space, but it is unsurprisingly within the existing investor centred and hierarchical framework of 
mainstream accounting practise, but could be a small step to employee salience over time.  

Keywords: Human capital, accounting for labour, capitalisation 

1. Introduction

Economics classifies the factors of production into land, labour and capital (George, 1911, p. 30). The physical 
or tangible assets classification in accounting lumps together capital (or man-made resources) and land (or 
natural resources) often without distinguishing them, though the distinction is important for valuation 
purposes (Paton, 1922, p. 35).  

Accounting for labour is traditionally done by writing off its cost as an operating expense, but it is widely 
recognised as the major ingredient of intangible balance sheet assets and as a major driver of the value of 
goodwill arising on consolidation. 

Employees are usually retained because they are useful to the firm’s business. They may well be interested in 
assessing just how useful they are. That assessment was one of the main purposes of the value added 
statement. (Quazi and Richardson, 2012). The value added statement was the first accounting statement that 
was proposed with something of a stakeholder justification rather than a shareholder one, but it was an 
experiment that failed to gain traction, even in the country that adopted it as a mandatory disclosure, South 
Africa. 

After the abolition of slavery in the nineteenth century, it became morally repugnant to talk of accounting for 
human assets. It is not unexpected therefore that it took a long time to return this topic to the accounting 
agenda. There is a sense of irony here in that humans were removed from financial statements during the 
emancipation debates in the eighteenth century, but the absence of the human contribution to the firm's 
production as reported in the financial statements may have made the acknowledgement and rewarding of 
workers' contributions all the more difficult. Discussion after the Second World War centred on whether 
humans could be classified as assets; this perhaps was influenced by earlier eighteenth- and nineteenth- 
century ideals. Traditional accounting treats labour as an expense whose use depletes capital via its effects on 
profits, and this is one area where legal form dominates economic substance, in that even integrated 
accounting is explicitly for suppliers of financial capital, and the is reflects a millennium long tradition of 
stewards accounting to owners. (Steen, Welch, and McCormack, 2011).  Stakeholder theory, in the various 
forms proclaimed by Edwards from his opening promulgation (Freeman 1984) to his most recent remarks 
(Strand and Freeman 2015), has dealt with the capital:labour conflict of interest by asserting that all conflict 
between stakeholders harms the long term interests of the firm in general and of its equity owners in 
particular. The normative version of stakeholder theory is endorsed by the International Integrated Reporting 
Council [hereafter IIRC] with the observation: “Because value is created over different time horizons and for 
different stakeholders through different capitals, it is unlikely to be created through the maximisation of one 
capital while disregarding the others.” (IIRC 2013a, p11, section 2.9). There is nothing in the work of Freeman 
himself, whether sole authored or inside a team of authors, that the present writer could find that suggests 
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that one item on the agenda of stakeholder theory is the treatment of labour becoming one of partnership 
with traditional capital rather than the more modest ambition of being recognised as one of several 
stakeholder groups that management should take into account. Accordingly, stakeholder theory seems to be 
about enlightening management, not about sharing it. An implication of that is that conflicts between the 
wellbeing of stakeholders will be resolved by management in accordance with management’s own values and 
strategies, which means that the welfare effects of integrated accounting’s version of normative stakeholder 
theory will be the greater, the more stakeholders can be managed to align their interests with that of 
management and its business model. There is nothing new there, and the tension between labour and 
management,  and the refusal of this tension to transcend, as Freeman may see it, its adherence to a zero sum 
game view of mutual relations is neither an objective of integrated accounting nor is it a likely outcome of it in 
most foreseeable circumstances. Moreover, some scholars in the stakeholder theory mainstream, people well 
outside any critical perspective group, concede that there is an underlying antagonism between capital and 
labour that is inherent in capitalism itself and that cannot readily be resolved by the Freeman stakeholder 
perspective (Van Buren and Greenwood, 2008, 219). Accordingly we should not expect the impact of <IR>, 
Integrated Reporting, on IR, Industrial Relations, to be great. 

2. THE <IR> Innovations 

 “The primary purpose of an Integrated Report is to explain to providers of financial capital how an 
organisation creates value over time.” (IIRC 2013a, s1.7) “An Integrated Report benefits all stakeholders 
interested in an organization’s ability to create value over time, including employees, customers, suppliers, 
business partners, local communities, legislators, regulators and policy-makers.” (IIRC 2013a, s1.8). “Capitals: 
Stocks of value on which all organizations depend for their success as inputs to their business model, and 
which are increased, decreased or transformed through the organization’s business activities and outputs. The 
capitals are categorized in this Framework as financial, manufactured, intellectual, human, and social and 
relationship, and natural.” (IIRC 2013a, p33, paragraph 2). 
 
Value is not explicitly defined, but, by implication, it is taken to mean an increase of capital – any capital, 
including social, intellectual and human. A plausible inference is that the increase in the real market value, or 
at least in the measured size, of any capital will over time cause traditional equity capital also to increase; else, 
why aim the whole report at suppliers of funds at all, unless to acquire legitimacy and start isomorphic copying 
by firms operating on listed stock exchanges around the world; but this second interpretation is a cynical 
hypothesis not yet capable of empirical grounding, so it must be supposed that the rationale of ultimate 
benefits to equity shareholder wealth is the real, and not just the apparent rationale for the IIRC version of 
integrated reporting. 
 
The IIRC defines value creation thus:- “The process that results in increases, decreases or transformations of 
the capitals caused by the organization’s business activities and outputs” (IIRC 2013a p33, paragraph 18). 
Question10 in the replies to comments on the exposure draft (IIRC 2013b) which ask if value or value creation 
should be defined. IIRC answers “It is manifested by changes in the capitals and some aspects cannot, more 
still need not, be measured or monetized.” It is asserting here that not all value can be reduced to 
quantification, and some that can be quantified, need not be. This is rather new in accounting reports. 
Sections 2.10 through 2.18 list and describe the six capitals conceptualised in the Integrated Report:-financial, 
manufactured, intellectual, human, social and relationship, and natural, but adds the Framework does not 
mandate any such categorization.  Capitals are stocks of value that are increased, decreased or transformed 
through the activities and outputs of the organization. For example, the quality of its human capital is 
improved when employees become better trained. 

2.1 Labour as human capital 

The meaning of capital in traditional accounting and mainstream economics has been quite straightforward, 
but, as Chambers (1995, paras 464-7) put it,  "capital" can be variously characterised as:  
- owners' or stockholders' equity in business assets;  
- a liability;  
- net assets;  
- aggregate assets.  
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The meaning found outside accounting, notably in economics and sociology, aligns with the last of these four 
alternative meanings. Used in this sense, capital is synonymous with wealth, assets, property and resources 
(Chambers, 1995, para. 467). In summary, capital can mean resources, property or assets (the common usage) 
or it can mean claims to resources, property or assets (a specific accounting usage). The ambivalence of 
accounting usage between these two meanings reflects the interrelatedness between the two, illustrated by 
Irving Fisher's 1906 assertion: "Wealth is the concrete thing owned; property is the abstract right of 
ownership. The two concepts mutually imply each other" (quoted in Samuelson, 1996, p. 149). Capital implies 
assets and the recognition of assets requires:-  

Future economic benefits,  

Probability that the future benefits will eventuate,  

Control by the entity,   

Resulting from past transactions or events, and  

Value that can be measured reliably in financial terms.  

Question 5 in IIRC (2013b) asks “Is the term capitals appropriate relative to terms like resources or 
relationships? The answer is yes as that term emphasizes “that all capitals, not just financial capital, are stocks 
of value, [which] produce a flow of benefits...” Human capital is a new term, if not a new concept. In the IIRC 
schema it means “People’s competencies, capabilities and experience, and their motivations to innovate, 
including their alignment with and support for an organization’s governance framework, risk management 
approach, and ethical values; their ability to understand, develop and implement an organization’s strategy; 
and their loyalties and motivations for improving processes, goods and services, including their ability to lead, 
manage and collaborate.” This definition includes skill, loyalty, leadership and capacity for development – four 
somewhat different dimensions which are hard to capture, harder still to measure even on an ordinal scale.  
 
Human capital overlaps the next capital, Social and Relationship, which “includes shared norms, and common 
values and behaviours; key stakeholder relationships, and the trust and willingness to engage that an 
organization has developed and strives to build and protect with external stakeholders; intangibles associated 
with the brand and reputation that an organization has developed; and an organization’s social licence to 
operate. Westall (2009) suggests the quality of associational cohesion needs to be captured, represented and 
in some way measured for multi-stakeholder value creation. Given the fuzziness of the boundaries between 
Human, Social and Natural capitals, it is sensible that IIRC (2013b) section 2.18 allows organizations to 
categorize the capitals differently. “For example, relationships with external stakeholders and the intangibles 
associated with brand and reputation  ... might be considered by some organizations to be separate capitals, 
part of other capitals or cutting across a number of other individual capitals”. 

2.2 What is the value in value creation? 

Woodall (2003) cites 18 synonyms by 18 writers in the marketing literature for demand side value such as 
'customer value', 'perceived value',  'perceived value for money' , 'consumer surplus' and 'expected value' 
even:-all being -synonyms for value to the customer. Shillito and DeMarle (1992) propose that value "... is 
dichotomous, centred in people and the objects they desire. Value is a potential energy field between us and 
objects we need" (p. 3, 4). This suggests that value can perhaps be conceptualized as a gestalt property; one 
that has totality, wholeness, and unity. That, in turn, legitimates the <IR> use of the word “value” as a concept 
that includes but transcends stock market value, even though it may be anchored to that narrower definition 
of value since <IR> is aimed at suppliers of financial capital.  
 
The very frequently seen statement in large Western-based, publicly listed, corporations' annual reports is that 
"people are our most valuable resource", yet firms facing economic difficulties tend to reduce their training 
programs and/or reduce employee numbers as a cost-cutting exercise. It is notable that the majority of 
Western corporations remunerate top management on the basis of financial measures, such as share-market 
performance, rather than by less quantifiable intangible aspects, such as quality of decision making or 
protection of its stock of intellectual capital. (Steen, Welch  & McCormack, 2011). 
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2.3 HRA 

<IR> is not the first attempt to capitalise labour. For several decades now, writers on Human Resource 
Accounting have tackled the issue. 
 
Lev (2001) in his book, 'Intangibles', talks about human capital as being one amongst several intangibles, that 
maybe the most difficult to calculate. Intangibles frequently have constructive response impacts, that is, 
employing them in one field could in reality augment benefits in another area. For instance, the personnel who 
currently get training may eventually train others. Nevertheless, the worth of intangibles in common and 
human capital in specific is hard to calculate owing to difficulty in being purchased and sold and the absence of 
control over advantages in the years to come. The personnel oriented by one firm might eventually seek 
employment in another firm. In the event of this taking place the value generated by orienting the employee is 
not attained totally by the first firm that trains the employee. The value "spills over", as it is termed, as the 
investment in training the employee goes to the second firm that employs him. Nevertheless, 'spill over' 
setback offers human resource managers with a distinctive chance to augment company value. If human 
resource strategies are built to decrease spill over, additional value from orientation is effectively held within 
the establishment. (Cherian & Farouq 2013). 
 
Flamholtz (1999, p160) stated that similar to all resources classified as assets, individuals have value as they 
have the capacity to offer services in the years to come. Therefore, a person's worth to an establishment could 
be described as the current worth of the potential services the person is anticipated to offer for the time frame 
the person is projected to stay in the establishment. It could almost be called a person’s “level three fair value” 
to the firm. Lev & Schwartz (1971) propose human resource valuation should be implemented by “measuring” 
the current worth of an individual's earning capacity in the years to come, level three fair value to the owner of 
the labour power.  
 
Lev and Schwartz (1971) and Flamholtz et al. (2002) both note that items are expensed rather than capitalised, 
because of measurement difficulties. These measurement difficulties emanate from the uncertainty of the 
future benefits from the investment and the inability of the organisation to exclude others from these benefits 
- e.g. expenditures for employee training are expensed because the organisation does not have a legal claim to 
the employee's future (Steen & Welch, 2011). 
 
The human element is usually a significant part of any goodwill. However, IAS38 explicitly prohibits internally 
generated (non-purchased) goodwill for reporting purposes - the argument being that the purchase crystallizes 
the value via the transaction, in line with the realization principle. (Steen, Welch, and McCormack, 2011). 
Indeed it is the realisation principle within the conceptual framework of accounting that explains why most 
intangible assets and all human capital has not so far been recognised in the annual accounts. <IR> provides 
such recognition and grasps the quantification and valuation difficulties by explicitly opting not to model the 
monetisation of human capital, or social capital or natural capital. The announcement of Bill Gates retirement 
from the Microsoft Corporation drastically reduced the share price of the company. But, firm's conventional 
accounting method suggests no such impact on the financial aspect of the company while in reality the 
situation is completely different from what is claimed. (Cherian and Farouq, 2013). That the voluntary 
disclosure of human capital has stock market value has been verified in several studies, which are reviewed 
and extended by Motokawa (2015).  
 
Some have proposed that, despite problems associated with measurement, the act of measurement of itself is 
important. "The notion that what gets measured gets attention has long been noted in the literature" 
(Ridgway 1956 as cited in Berry et al. 2009, p5). Flamholtz et al. (2002) and Scarborough and Elias (2002) note 
that the process of measuring sends a message that people are valuable organisational resources and should 
be managed as such. Of course, there is some evidence that the act of measuring performance might have 
negative consequences on those being measured such as lowering morale, affecting team solidarity. (Kluger & 
DeNisi 1996) 
 
Commensurability appears as a problem of not how two unlike things can be made equal, but how individuals 
can effect exchange as a collective activity. If use value were not present, or rather, if it were not precisely 
defined and functional for each party in the other's commodity, there would be no transaction (Lapavitsas 
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2011). This insight does not however explain how to conceptualise value when there is no directly traceable 
transaction, such as with unpaid self education in a business relevant skill or knowledge area. 
March (2006) argues that variables that cannot be measured may be more valuable than those that can. In a 
similar vein, Godfrey and Hill (1995, p.531) recognise the danger of conveniently ignoring "un-observables", 
which they define as resources relevant in explanation but not directly measurable. They use the term 
"scientistic error" to describe the disregard of what cannot be observed and therefore measured empirically; 
this error is to equate "measurability of a construct with its relevance in explanation" (their emphasis). As 
Lewis and Heckman (2006) point out, a fixation with elegant analyses and exacting measures that fail to 
address decision-makers' needs may be counterproductive, neglecting the balance between precision and 
usefulness. (Steen & Welch, 2011). 

2.4 The Issue of Ownership and Commonality of Labour Power 

Individuals trade their human capital for employment and rewards such as career advancement. Generally 
speaking, individuals can decide how, when and where they utilise their human capital: socialising the costs to 
the employer while privatising the gains. These features differentiate human capital from nonhuman capital 
and fixed assets. (Steen and Welch 2011). 
 
Accounting and HR scholars are cognisant that "in a free society, the enterprise cannot own, only rent, its 
human capital" (Wiig 1997, p.401). This characteristic of human capital means the firm will suffer a capital loss 
- in the form of a cost (employment and training of replacement) or a lost opportunity (such as utilizing 
specialist expertise in a new way) - when employees leave at the height of their abilities (Penrose 1959). 
Much physical property is, or was once, common property. Similarly, much of the accumulated knowledge of 
mankind is common property (Thomson, 1999). The progressive development and annexation of specialist 
forms of knowledge by professional groups can be likened to the progressive annexation or privatization of 
more and more physical property through history. Against the tide of privatization in recent years stands much 
public property. For example, parks and reserves, heritage sites, and public museums preserve communal 
physical property. Similarly, public schools, universities, research institutions and museums preserve 
communal intellectual capital. Galbraith (1958, p. 222) comments: “Nearly all of the investment in individuals 
is in the public domain. And virtually all of it is outside the market system. It is the state which, through 
primary and secondary schools, and through the colleges and universities, makes the largest investment in 
individuals ... Investment in individuals is in the public domain; this investment has become increasingly 
essential with the advance of science and technology; and there is no machinery for automatically allocating 
resources as between material and human investment." The commonality issue is addressed within <IR> by 
allowing for overlap to exist across the capitals and, implicitly at least, allowing for reports to record capital 
changes affecting the firm without filtering ownership of, or title to, the assets concerned. 

2.5 Valuing valuable employees 

Freeman (1998, 34) mentions three examples of US companies treating employees especially well as part of an 
argument that employers could treat employees as stakeholders without necessarily being legally compelled 
to do so. For the most enlightened companies, that has always been true. For the arguably more numerous 
unenlightened companies, it has perhaps been false. The list of the 100 best companies to work for that was 
published by Fortune magazine on February 3rd, 2014, contains a large variety of benefit stories from direct 
employee ownership of the firm (Buns and McDonnell, Ultimate Software, Publix Super Markets), to allowing 
employees to give lectures at local schools (National Instruments), via gifting every employee with a replica of 
the founder’s favourite sculpture (Boston Consulting Group), and even appointing a Vice President of Fun to 
arrange parties (Kimley Horn and Associates). This is not a picture of general employee empowerment. 
 
Organizations that earn a place on this "100 Best Places to Work" (BPTW) list receive a great deal of national 
publicity, and some report that job applications soar once a high ranking is achieved. (Gropper and Jahera, 
2005). 
 
An earlier study by Filbeck and Preece (2003) examines the market reaction to the announcement of the 
Fortune BPTW rankings using standard event study methodology. They find significant abnormal stock returns 
on the date of the announcement of the Fortune rankings and further find a price run-up in the immediately 
preceding two weeks. Overall, Filbeck and Preece conclude that any higher personnel costs related to 
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employee benefits, training, and other elements appear to be outweighed by the market in terms of the higher 
returns. Simply speaking, they conclude that shareholders can indeed benefit from firms with a high level of 
employee satisfaction. 

3. Empirical Examples of Human Capital Accounting 

South Africa was the only country for many years to make value added statements in annual corporate reports 
in the eighties. It is the only country so far to make integrated reporting mandatory for its listed companies. It 
therefore provides a reservoir of reports superior to those of other jurisdictions where integrated reporting 
remains voluntary, so that any disclosures in them are more likely to selection bias whether to acquire some 
type of legitimacy or other financial PR reasons. This is important when the main purpose in trawling the 
reports is to investigate how human capital had been addressed. 
 
Already there is an acknowledgment that the new accounting for human capital may reflect business pressures 
and the differential salience of the workforce in different industries. Mining companies, for example, now pay 
closer attention to human, social and natural capital due to heightened industrial action and social unrest, and 
IR has helped the industry handle them, according to the South Africa Institiute of Chartered Accounatnts 
(SAICA 2014). 
 
The <IR> Banking Network report of August 2015 from the IIRC reinforces the notion that human capital 
includes management and leadership, and lists a wide range of relevant KPIs including number of employee 
training hours, number attending leadership programs, OHS statistics, disciplinary and grievance statistics, staff 
dollar cost, surveyed employee satisfaction, employee tenure in years and number of merits and promotions. 
(p9). A little confusingly though, social and relationship capital (p10), includes number of employees who 
attended trainings on information security, fraud prevention etc., number of volunteers and ethical loans and 
investments. The human social overlap is likely to impede the ascent of these two capitals to the staus enjoyed 
by the more traditional financial, manufactured and intellectual capitals where overlap is less likely because 
root definitions are tighter. 
 
We now consider the rather few <IR> examples, all South African, where human capital is thoughtfully 
identified, scoped and where possible measured. 
 
Libert Holdings Integrated Report 2014’s remuneration section analyses coverage of incentive schemes. It 
asserts:-“Strategy becomes reality through the day to day activity of our employees. Skill shortages make 
attracting and retaining high calibre employees essential to the group’s strategy.” They look to fill vacancies 
internally first if possible. (p50) and this is a good example of respecting their human capital. They soon add:- 
“We focus on employee engagement, performance management, remuneration and change management” to 
create environment of high performance, but note that 360 degree assessment is in place for all senior 
management (p51).  
 
Libert’s report coins the phrase, as part of its identifying and nurturing talent, “job architecture.” (p.52) 
Its policy is to align remuneration practices with shareholders long term objectives.(p54)  
 
Its policy includes not encouraging excessive risk taking and encouraging behaviour consistent with the group’s 
vision, purpose and values. (p55)  
 
The firm claims a strong correlation between performance objectively measured and remuneration.(p56) 
 
Barclays Africa 2014 Integrated Report  
Page 27 is headed “Colleague” commitments such as HR service ‘with our customers at the heart of what we 
do”, “developing a pipeline of successors for critical leadership and business roles and fast track their 
development”, and the commitment to “implement an executive led mentoring programme for high potential 
women across the continent”. 
 
Page76 shows the bank uses a balanced scorecard approach in performance assessment. 
 
Redefine Integrated Report for 2014.  
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Redefine is committed “to providing a working environment which is stimulating and challenging, giving 
employees opportunities to reach both personal and professional goals whilst developing business 
objectives.”(p68)  
 
Its training budget is 3% of annual salary bill and it aims to get 80% of employees to at least one training event 
a year (p69). This is quite close to quantifiying one dimension of human capital. 
 
The employee engagement survey on commitment is benchmarked against 180 firms of similar size and 
includes discretionary effort above and beyond the call of duty and intention to stay with the firm (p70). Here 
again we are close to quantification 
 
Redefine ranks stakeholders by the level of involvement required to achieve the firm’s strategy. Employees 
come first among stakeholders here because the involvement level here is the highest and is characterised by 
the word “collaboration”. Investors and funders come next and their word is “involve”. Other stakeholders 
outside the firm such as the public and media rank last with the word “consult” (p73). 
 
Royal Bafokeng Platinum Integrated Annual Report 2013.  
Key material issues in the human capital section of the report were labour and trade union stability, suitable 
and acceptable remuneration structures linked to performance, stakeholder engagement and responsiveness, 
availability of adequate and appropriate skills. 15% of payroll invested in training and development (p66). 
Key stakeholders in terms of human resources are noted to be employees, union representatives and the 
communities in which the group operates (p68).  
 
A breakdown in relationships with the workforce is identified as a potential key risk (p70). This is rarely seen in 
other firms’ <IR>s. 
 
The above examples are the best as regards the development of the disclosure of human capital. Much less 
progressively, SASOL is typical of many groups in seeing human capital as centring on skills, seeing relationship 
as prioritising markets, and having intellectual capital include “procedures and protocols”. In other countries it 
is rare so far to see human capital accounted in any depth. Typical perhaps is Australia’s own CPAA whose 
2014 integrated report on page 48 has the headline “Our People” with the sub-head, “a stable and motivated 
workforce that is passionate about what CPA Australia does”. Its values are clarified further on page 50 thus:- 
“CPA Australia is a performance based workplace where employment promotion and remuneration are based 
on meeting the required skill sets and KPIs. Our people come from diverse backgrounds and we are committed 
to local hiring in our overseas offices. As such we do not report, or record, diversity measures such as religion 
or racial background, and we do not ask people to disclose this information.” Not much explicit valuation of 
human capital evident in that discourse, and CPAA is at the forefront of the <IR> wave. 

4. Future Work 

Integrated reporting will not change the structure of labour capital or labour management relations that 
capitalism has developed over three centuries, but the South African examples do suggest that the valuing of 
employees is certainly facilitated by the new framework, at least by firms willing to do it. 
 
The bookkeeping penumbra of the integrated reporting umbra has yet to be developed, and accounting 
scholars can readily do this and thereby increase the meaningfulness of integrated accounts and help embed 
the integrated thinking that IIRC values as a key result of the adoption of <IR>. Such integrated thinking is likely 
to benefit employees, even if it results in their being “aligned’ more efficiently and cheaply with the firm’s 
mission than hitherto – for there will be a greater transparency about the managerial reasoning behind such 
decisions. There is not enough room in this paper to begin this effort which is deferred to a subsequent paper 
with regret. 
 
Although the Integrated Report expressly recognises the value of human and social capital, does not address 
the employee information needs if such needs actually exist. Empirical work by McCartney (2004), Young 
(2006) and Cole (2012) leads us to doubt if there is any evidence that accounting reports meet the actual 
information needs even of investors, let alone of anyone else. Mainstream event studies load earnings 
response coefficients with a significance that is increasingly problematic given the continuing scarcity of lens 
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model and verbal protocol studies of actual users actually using accounting reports. This is therefore a task for 
future research into both <IR> and the existence and nature of real employees’ real information needs.  Those 
needs may include information about job security, pay sensitive factors and internal bonding patterns but so 
far <IR> examples show them to be addressed obliquely, tangentially and verbally. Future work is needed to 
make inroads on verifying the existence of these needs and then actually addressing them. 
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Abstract: A major priority of the Reserve Bank of Fiji (RBF) is to increase financial inclusion of rural peoples – i.e. provide 
rural dwellers with improved access to financial services. This issue is important because rural Fijians, who account for 
49.2% of Fiji’s population, rely significantly on remittances from family and relatives working in urban areas or foreign 
countries. Indeed, these remittances may be the only source of income for some rural dwellers. Improving financial 
inclusion can reduce poverty and improve social welfare. While much has been written on financial inclusion in developed 
countries, scant literature exists regarding the success and efficacy of financial inclusion strategies in Pacific Islands 
Countries. This study contributes to the limited but growing literature on financial inclusion in the Pacific by examining 
rural dwellers’ perceptions of rural banking and Digital Financial Services in Fiji and identifying factors which enhance or 
impeded their uptake of these services. It will also examine how these services complement or substitute household 
accounting systems. The first stage of the study involved interviews with the Central Bank, Mobile Network Operators, 
Commercial Banks and other stakeholders. The second stage involves a survey and subsequent follow-up interviews in 
rural areas of Vanua Levu. The findings may assist commercial banks and MNOs in designing DFS that better meet the 
needs of those living on Fiji’s outer margins. They may also inform government and the regulators on potential revisions to 
regulatory mechanisms for financial inclusion. 

Keywords: Digital financial services, Financial Inclusion, Fiji, Rural and remote areas 

1. Introduction 
This study focuses on household accounting in rural Fiji to examine the impact of digital financial services (DFS) 
or mobile money, which are designed to improve financial inclusion. Financial inclusion is defined as the 
provision of basic financial services at affordable costs to disadvantaged and low income segments of the 
community (Dev 2006). According to a survey conducted by the Global Findex, approximately 2.5 billion adults 
lack a formal bank account, mostly in developing economies (Demirgüç-Kunt and Klapper 2012).   

Financial inclusion is seen as instrumental in the global drive to alleviate poverty (Mohan 2006). While various 
policies and strategies have been designed to empower rural dwellers, rural banking presents an important 
strategy for rural development in developing economies. Rural banking is closely linked to microfinancing, 
which is defined as the “provision of relevant and affordable financial services to poor households with the 
overall objective of empowering the poor to manage their financial resources effectively” (Mathison, 2007). 
Most developing economies have introduced regulations which strongly encourage traditional participants in 
the finance industry to develop innovative financial systems that can empower and include the poor in the 
broader financial systems within an economy. To date, such strategies have produced mixed results. Bouman 
and Houtman (1988) predicted that at most, such systems will fail because of the high transaction costs 
incurred by banks and the difficulty in managing logistics. However, recent technological advances, especially 
the pervasive use of mobile technology, are expected to dramatically reduce the cost of providing banking 
services to rural areas thus enhancing the penetration rate of such services. 

Approximately 411,937 (49.2%) of Fiji’s total population (837,271) live in rural areas (Narsey 2014). Inadequate 
access to banking facilities is one of the main difficulties hindering rural dwellers from participating in the 
financial economy. Rural dwellers rely significantly on remittances from family and relatives working in urban 
areas or foreign countries. Indeed, these remittances are the only source of income for some rural dwellers 
and a recent survey reports that rural poverty increased from 30% to 55% between 2004 and 2011 (ibid). In 
light of these issues, the government and the Reserve Bank of Fiji (RBF) have prioritized financial inclusion and 
introduced a series of innovative regulations. Commercial banks have rolled out their own initiatives such as 
rural banking and also partnered with Mobile Network Operators (MNOs) to provide digital financial services. 
At a regional level, the Pacific Financial Inclusion Programme (PFIP) has been established with the goal of 
improving financial inclusion and financial literacy in Pacific countries. 
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This study contributes to the limited but growing literature on financial inclusion in the Pacific by examining 
rural dwellers’ perceptions of rural banking and digital financial services in Fiji. It will also examine how 
banking services complement or substitute household accounting systems. The study of accounting at home 
could assist in furthering our understanding of both accounting and culture and what part these calculative 
technologies may play in cultural shifts and transformations (Jeacle 2009). Both accounting and the accountant 
have wider cultural and interpretative contexts (Hopwood 1994). The lay conceptions and discussions of 
accounting require more attention since these shape the practices and processes of daily life that infuse and 
shape the operation and claims of accounting (Hopwood 1994). Investigating accounting practices in 
developing countries will extend the literature through greater understanding of accounting practices in 
various societies. 

This study will involve an initial survey and subsequent follow-up interviews in rural areas of Vanua Levu. The 
findings will inform government, RBF and PFIP on potential revisions to regulatory mechanisms for financial 
inclusion. The findings can also assist commercial banks and mobile network operators in designing digital 
financial services that better meet the needs of those living on Fiji’s outer margins.  

2. Fiji’s Efforts to Increase Financial Inclusiveness
Fiji, a small developing island economy in the Pacific has also implemented national policies that promote rural 
banking and financial inclusion. The rural banking initiative was launched in 2004 and spearheaded by the 
Australia and New Zealand (ANZ) Banking Corporation, the largest bank in Fiji. A major economic objective of 
this initiative was to formalize unbanked remittances (Prakash and Gounder 2007) and “deepen” the financial 
sector (Jayarman 1996). Prior to 2004, banking services were largely concentrated in Fiji’s major urban centers 
due to the infant stage of Fiji’s capital market (Jayaraman et al., 2011). Banks were reluctant to provide 
services in rural areas because of various price and non-price barriers. As a consequence, a large proportion of 
Fiji’s rural population was excluded from the formal financial sector. This hindered the poor and disadvantaged 
from pursuing micro-enterprise opportunities which could contribute to economic growth and development 
(World Bank 2007). 

The initial method adopted by ANZ to “bank the un-banked” in Fiji took the form of mobile van facilities. Under 
this strategy, the bank physically visited rural areas to conduct basic banking operations (savings and time 
deposits) and financial out-reach programmes. However, this delivery method changed drastically as a result 
of the mobile technology revolution currently experienced in the Pacific. According to a report by the Lowy 
Institute, Fiji is among the fastest countries to adopt mobile technologies with a penetration rate of 
approximately 80 percent (Cave 2012). Surveys indicate that the number of Fiji citizens who own a mobile 
phone greatly outnumber those who have a bank account. More importantly, mobile technology has 
prompted other banks to start providing rural banking facilities (Prakash and Gounder, 2007). As first mover in 
this business segment, ANZ has been able to provide personal banking services in more than 470 rural 
communities as well as micro-loans for small enterprises in some areas. These services have significantly 
enhanced and empowered 300 Fijian communities (Wilson 2007). 

Both of Fiji’s major mobile network operators (MNOs) (i.e. Digicel and Vodafone) have entered the financial 
industry in what is seen as a positive sign for the future of rural banking services. They are the major 
facilitators of mobile money. Banks in Fiji are leveraging the ‘reach’ of MNOs to enhance their own banking 
services to rural areas via mobile technology. Rural banking is expected to improve significantly following the 
latest upgrade of telecommunication infrastructure to 4G standard. This advancement is expected to facilitate 
the transition to internet banking, enabling rural communities to experience the full benefits of the formal 
banking sector. 

Fiji is the second largest economy in the South Pacific and one of the first countries in the region to introduce 
mobile money. Unlike other developing countries where mobile money has been studied previously, including 
Kenya and Haiti (Hughes and Lonie 2007, Horst and Taylor 2014, Singh 2013), Fiji has a well-developed banking 
infrastructure which includes six commercial banks, five of which are multi-nationals. Most of these banks 
already have or are in the process of implementing mobile banking initiatives. Fiji’s central bank, the Reserve 
Bank of Fiji (RBF), has been the key advocate for mobile money. As part of its financial inclusion agenda, the 
RBF has developed strong relationships with commercial banks and MNOs to deploy mobile money initiatives 
for unbanked rural dwellers. 

Mobile money in its simplest term can be defined as the use of mobile devices to provide financial services. 
Mobile wallets (m-wallets) are mobile phones that can store money either on the mobile sim or linked to a 

20



 

Glen Finau, Jale Samuwai, Nacanieli Rika et al 

bank account. While it relies on mobile technology, mobile money also requires an infrastructure to enable 
users to cash-in and cash-out, that is convert their electronic value to cash and vice versa. This is facilitated by 
a network of mobile money agents who receive commissions for providing this service. Mobile money can 
assist those in remote areas who do not have access to banking facilities providing a low cost means of 
receiving and sending money. This is important because the World Bank estimates that Fijians received 
remittances of nearly 200 million Fiji dollars in 2013. 

The Fiji Financial Services Sector Assessment indicated that only 35 to 40% of Fiji’s population has financial 
access while 63% of economically active households remain excluded (PFIP 2010). In 2011, AusAID provided FJ 
$720,000 to further extend the mobile money agent network across Fiji. AusAID provided these funds through 
its co-funded Pacific Financial Inclusion Program (PFIP) to allow Digicel Fiji and Vodafone Fiji to train and set up 
over 150 agents in rural and maritime areas including the Lau Group and the Yasawa Islands. However, 
anecdotal evidence and studies suggest that activity rates remain quite low (Sathye et al. 2014). 

3. Literature Review 
According to a World Bank Study 2.7 billion – approximately 70 per cent of the world’s adult population do not 
have a formal bank account (World Bank Group 2009). Financial inclusion is a relatively new phenomenon but 
has been receiving greater attention and involves providing easy, secure and affordable access to basic and 
essential financial services to every segment of an economy (Marshall 2004). Financial inclusion has become an 
imperative in the alleviation of global poverty (Chibba 2009). The provision of these essential financial services 
to the poor can help develop their financial capability to save, borrow and also insure against risks (Dev 2006). 
This is vital to help the poor break free from the cycle of poverty. While seen as a necessary component for 
development, the path to financial inclusion has many obstacles (Mohan 2006). 

A global survey conducted by Demirgüç-Kunt and Klapper (2012) aimed at measuring financial inclusion found 
that 65% of the “unbanked” claim that they did not possess enough money to open an account, while 25% 
claimed that having a bank account was too expensive. Some of the unbanked also do not hold bank accounts 
because banks are too far. Commercial banks are reluctant to build banks in areas where populations are too 
small to sustain the bank’s operations. In many countries financial inclusion policies are driven by the 
Government who must work in conjunction with the private sector to bank the unbanked (Marshall 2004). 

One of the most innovative solutions to the financial inclusion dilemma is the use of mobile phones to deliver 
financial services (Donovan 2012). Mobile phones were originally designed for communication purposes and 
while once a luxury has now become ubiquitous and affect almost every aspect of our lives (Katz and Aakhus 
2002). With the advancement of technology, mobile phones are now a platform that facilitates financial 
transactions between parties. The currency used on mobile platforms is referred to as mobile money or m-
money (Hughes and Lonie, 2007). M-money enables people to store electronic value on their mobile phones. 
In fact, mobile phones now function as a mobile wallet. Today, mobile subscribers in markets such as South 
Africa, Kenya, the Philippines, and Japan are beginning to use m-money for transactions and services including 
domestic and international remittances, bill payments, payroll deposits, loan receipts and repayments, and 
purchases of goods and services ranging from prepaid airtime to groceries to bus tickets to micro-insurance 
(Jenkins, 2008). For developing economies mobile phones now offer an affordable means for the rural 
communities to access formal financial services (Hughes and Lonie, 2007). 

The most successful mobile money system in the world is Kenya’s M-Pesa (Kendall et al., 2011). The system is 
popular because it is cheap, convenient and a safe method for urban migrants to transfer money to rural 
family members. M-Pesa is used by 60% (13.3 million) of Kenya’s population and the M-Pesa network handles 
more transactions in a year than Western Union does globally (ibid). M-Pesa has also been launched in 
Tanzania, Afghanistan, South Africa, India and Eastern Europe with varying degrees of success (ibid).  

Extant literature in m-money has primarily investigated consumer adoption (Mas and Morawczynski, 2009; 
Medhi et al., 2009; Duane et al., 2014; Jaradat and Al-Mashaqba, 2014), the nexus between m-money and 
economic development (Aker and Mbiti, 2010; Abraham, 2006; Jack and Suri, 2011) legal, security and 
regulatory issues (Maurer 2008; Hughes and Lonie, 2007; Chatain et al., 2011) and m-money ecosystems 
(Jenkins, 2008).  

The majority of these studies have been conducted in emerging economies in Africa and Asia. Few studies 
have examined m-money in other contexts such as the Pacific—one of the fastest adopters of digital 
technology (Cave, 2012).  To date, very few studies have examined mobile money in Fiji. Sathye et al.’s (2014) 
study of female micro entrepreneurs in Fiji found the uptake of Mobile Value Added Services has been 
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hindered by the lack of an appropriate policy framework to support the infrastructure and ecosystem. Low 
activity rates of digital financial services among users were also identified as an issue requiring further analysis.  

This study seeks to address the gap in the literature by investigating the m-money environment and the uptake 
of digital financial services in the Pacific context. The study also seeks to investigate how, if at all, the adoption 
of mobile money is changing the nature of household accounting practices in Fiji. Households are regarded as 
the driving force of the economy (Boulding 1972). They not only mediate the economic relations of the outside 
world but also construct internal social hierarchies (Froud et al. 2000). Societies have developed systems of 
accounting and accountability for the production and consumption of resources. These systems vary across 
countries and time (Walker and Llewellyn 2000), ranging from: the recall of records from memory; to more 
sophisticated systems that employ software packages. However extant research has not provided a complete 
taxonomy of the level of household accounting (Walker and Llewellyn 2000). 

Accounting at home has been investigated in various countries including Japan (Komori 2012), Germany 
(Piorkowsky 2000), New Zealand (Northcott and Doolin 2000) and the United Kingdom (Froud et al. 2000). 
However Komori and Humphrey (2000) suggest there is a general paucity of studies on accounting at home 
from other cultural contexts. More importantly, Walker and Llewellyn (2000) assert that accounting in 
developing countries is likely to manifest significant differences from developed countries due to underlying 
differences in economic, cultural, legal and social institutions.  

4. Methodology
This study investigates the impact of financial inclusion technologies on household systems of accounting. 
These technologies provide a form of account of cash flows from and to the household. These new electronic 
and paper records might give rise to new systems of accounting within the household. As not much is known, 
the study explores the accounting systems, if any, these households employ and the impact of financial 
inclusion technologies on these systems. 

The first stage of the research involved the administration of surveys. Surveys were used to initially explore 
how mobile money was being used as very little is known about mobile money usage in Fiji. Survey questions 
sought to obtain data on the household perceptions on the deterrents and the incentives for using mobile 
money. Questions also sought to elicit views on the impact of mobile money on household accounting 
practices such as budgeting, financial planning and recording. General household demographic data was also 
collected. 

Using the survey instrument and follow-up interviews, the study will address the following research questions: 

Q1 How are rural banking and mobile money services currently being used by rural dwellers?  

Q2 What do rural users perceive as the main benefits of using digital financial services?  

Q3 What do rural users perceive as the main challenges of using digital financial services?  

Q4 How do digital financial services complement or replace household accounting systems for rural 
dwellers?  

Two research assistants travelled to the island of Vanua Levu to collect the survey data and also conduct semi-
structured interviews with users and mobile money agents. 
 
Fiji consists of many islands, with their own economic and social characteristics. Interviews and focus group 
discussions were conducted with 100 participants from the island of Vanua Levu. Fiji has two major islands: Viti 
Levu and Vanu Levu. Most economic activity is concentrated on Viti Levu. Vanua Levu is quite underdeveloped 
in comparison and most on the island live in rural communities and rely heavily on subsistence. The 100 
participants for the study were drawn from the three provinces of Vanua Levu. Figure 1 below provides a map 
of Vanua Levu and its 3 provinces.  
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Figure 1: Map of Vanua Levu

iTaukei (indigenous population) are the largest ethnic group in Fiji. However, there are also pockets of Indo-
Fijians (Fijians of Indian descent) within these provinces.  

The surveys were entered into Microsoft Excel and subsequently analysed using SPSS software. Follow up 
interviews were conducted with participants. Interviews were also conducted with MNOs, Mobile Money 
Agents and representatives from the Reserve Bank of Fiji.  Interviews were transcribed, coded thematically and 
analyzed using NVivo. 5.  Analysis and Discussion 

 

The demographic details of the participants are presented in Table 1 below: 

Table 1: Demographic Information 

In terms of ethnicity, the majority of rural dwellers were the indigenous (i.e. the iTaukeis). iTaukeis have a 
communal lifestyle and generally lived in villages where the main economic activities are subsistence to small 
scale farming. Agriculture and fisheries are the two main income sources of such rural communities. Indo-
Fijians lived primarily in nuclear family groupings in informal settlements and largely relied on the sugar cane 
industry.  

Most of the participants were at the most productive age range—between 31-50. We found that most of the 
income earners in rural Fijian communities were females. In terms of Education, 33% of the participants are 
undertaking or have completed tertiary level studies. This indicates that most of our participants are 
competent enough to use the DFS available through their network provider.  
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Table 2 Household Income Information 

Table 2 presents information on Household Income. The average number of people per household is 5. Half of 

Fiji’s minimum wage of FJD $2.33 per hour. The majority of respondents (47%) relied heavily on primary 
industries to generate income. For the 30% that were employed, a majority of them are civil servants posted in 
these rural areas. Remittances were mainly sent and received locally within Fiji. Money transfers through the 
postal services is still the preferred mode of transactions (83%) compared to the use of DFS (5%). 

 
Table 3: Household Financial Services 

Table 3 presents information on the mobile financial services and products used. While all the households 
surveyed have mobile phones, only 33% have a bank and only 9% are using some form of DFS on their mobile 
phones. Most bank accounts are managed co-jointly by couples (59%) while 37% preferred to have their own 
bank accounts. 47% of the participants indicated that they are using the rural banking services while 53% do 
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not. Included within this 53% are the households that have withdrawn from using the services due to the 
infrequency of the bank visits and the charges associated with operating a bank account.

Data on the reasons that deterred participants from using DFS are as illustrated in Figure 2. 

 
Figure 2 Deterrents to Mobile Banking Use 

The study found that language (i.e. English) of instructions used and the usability of mobile phones were not 
the major deterrent. Perceived security risks and costs were identified as the major reasons why participants 
do not use DFS.  This finding again points to the ineffective awareness programs undertaken by MNOs as well 
the RBF as using mobile phones for DFS is relatively secure and cheaper than traditional modes. Most 
participants were uncomfortable storing money on their mobile phones due to fear of the phones being stolen 
or lost. This was despite the two point security system with mobile phones. The first point of security relates to 
individuals being able to add their own Personal Identification Number (PIN) on their mobile phones. The 
second point of security relates to the DFS, where the MNO requires the user to have another PIN to use the 
service. Again, lack of awareness is still a major issue. Even consumers who are aware of DFS are still reluctant 
to use the services due to security concerns. 

Figure 3 presents the major incentives to mobile banking use.  

 
Figure 3: Incentives to Mobile Banking Use 

With respect to incentives for mobile use, time saving was the major incentive for using DFS, followed by 
convenience and lastly cost. One participant stated the following: 

“We stay too far away from town. Going to town takes hours by bus and is very expensive. Mobile 
banking has made things easier as I have been able to receive money and make payments for bills 
and for loans using my mobile phone.” 

However not all participants see the value of using mobile phones for DFS. A participant pointed out 
that it was irrelevant for her to use phones for making payments. She argued that; 
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“To me, going to town is a “big thing”. Why should I do all those things on my phone?”

This respondent perceives going to town as a treat in that they can escape the mundane life of the village. 
Going town and paying bills also entails the socializing aspect of meeting friends and relatives. This highlights 
that at the community level there is still a mixed perception on the relevance of the services in the day-to-day 
operations of rural households. Generally there was a very low uptake of DFS in Vanua Levu. To most, mobile 
phones were still a luxury. Furthermore, most were living from day to day on the little they earned and they 
could hardly save enough to deposit it in a bank. In fact, for most, money was used as fast as it is received. 
Thus highlighting that access to financial services is important but financial literacy is also crucial to encourage 
savings. 

We also compared the impact of DFS on household accounting practices of the participants as is shown on 
Figure 4 (Before Mobile Money) and Figure 5 (After Mobile Money). Before DFS, participants generally 
prepared budgets and some maintained records however, long-term financial planning was rare. After mobile 
money all three aspects of household accounting improved, with record keeping improving the most. 
Disaggregating the data revealed that most of the improvements related to those who had their own 
businesses, especially the women who had received loans from the South Pacific Business Development 
(SPBD). For those who used DFS to receive remittances, there was not a significant improvement in their 
household accounting practices.  

 
Figure 4 - Before Mobile Money

 
Figure 5 - After Mobile Money 

 

5. Conclusion
The study finds that there is a significant lack of awareness of DFS and this is one of the major factors for the 
low uptake of DFS in Fiji. There is an urgent need to re-evaluate the current approaches being adopted by the 
suppliers of the services in how they engage the rural communities. In some instances, participants were not 
even aware who the DFS agents in their area despite these agents operating so closely in their vicinity. For 
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those that were aware of such services, the purchasing of phone credits was the main product they were 
utilizing rather than the broader DFS that were available. 

The reasons of low uptake in Fiji were generally attributed to lack of awareness of such services. Participants 
were using mobile phones for the purposes of communication and entertainment such as Facebook but not for 
financial services. We also found that users were not using their m-wallets as a savings platform. Most still had 
a ‘traditional’ mentality where all the monies are withdrawn from their mobile accounts as soon as they are 
received. The concept of using their mobile phones as a wallet is still relatively new. Focus and targeted 
literacy programs is critical if this weakness is to be addressed as rural households lack the knowledge on the 
concept of savings and to be able to use their financial resources wisely. 

Another major contributing factor to the low uptake was the non-existence of a mobile money ecosystem in 
Fiji. Cash is still the preferred mode of transactions in the rural communities. For mobile money to work in Fiji 
as it did in Kenya, the government must create the necessary environment. This ecosystem could include the 
implementation of relevant policies that gives strong recognition to the use of e or m currency as a widely 
acceptable medium of exchange. We found that most rural households are still finding it difficult to 
understand such concepts because they cannot physically ‘see or touch’ such currency.  

Moreover, we found that there is a general lack of agents in the rural areas. Agents are mainly small business 
owners and we found that some of these agents actually require a minimum in-shopping amounts before 
agents hands the remaining cash over to the customer. This could be another reason why customers are 
discouraged to use mobile phones to send and receive money as they are deprived of the full value of their 
money. 

Lastly the study found that the household accounting practices of rural dwellers significantly improved after 
the use of mobile money. The disaggregated data found that the greatest improvement was in the group of 
women who are part of a regional micro-finance institution that disbursed loans using mobile money. These 
loans were provided to assist the women in establishing businesses. Whereas there was little improvement 
observed in individuals who used mobile money primarily for receiving remittances. The reasons for the 
differences in these two groups could be attributable to the nature of how mobile money was being used. For 
the business women, the preparation of budgets and maintenance of accounting records was necessary to 
assist them in managing their business and also repaying their loans. However, for those receiving remittances, 
there was no perceived need to account for the money received as it was sent by the urban relatives to help 
their rural relatives meet their day-to-day expenses or to fulfil traditional obligations. The lack of a system of 
accountability also led to a lack of accounting for the funds received.  

Overall, the paper highlights the increasing challenges that exist in promoting financial inclusion in a 
developing country such as Fiji. The challenges are geographic, technological, supplier-related and also 
consumer-related. While the Government is emphasizing mobile money and the private sector is also doing its 
part to promote mobile money, the complexity of the various stakeholder relationships and the lack of the 
necessary infrastructure are major impediments in realizing the potential of mobile money in deepening 
financial inclusion in Fiji.  
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Abstract: A major priority of the Reserve Bank of Fiji (RBF) is to increase financial inclusion of rural peoples – i.e. provide 
rural dwellers with improved access to financial services. This issue is important because rural Fijians, who account for 
49.2% of Fiji’s population, rely significantly on remittances from family and relatives working in urban areas or foreign 
countries. Indeed, these remittances may be the only source of income for some rural dwellers. Improving financial 
inclusion can reduce poverty and improve social welfare. While much has been written on financial inclusion in developed 
countries, scant literature exists regarding the success and efficacy of financial inclusion strategies in Pacific Islands 
Countries. This study contributes to the limited but growing literature on financial inclusion in the Pacific by examining 
rural dwellers’ perceptions of rural banking and Digital Financial Services in Fiji and identifying factors which enhance or 
impeded their uptake of these services. It will also examine how these services complement or substitute household 
accounting systems. The first stage of the study involved interviews with the Central Bank, Mobile Network Operators, 
Commercial Banks and other stakeholders. The second stage involves a survey and subsequent follow-up interviews in 
rural areas of Vanua Levu. The findings may assist commercial banks and MNOs in designing DFS that better meet the 
needs of those living on Fiji’s outer margins. They may also inform government and the regulators on potential revisions to 
regulatory mechanisms for financial inclusion. 

Keywords: Digital financial services, Financial Inclusion, Fiji, Rural and remote areas 

1. Introduction 
This study focuses on household accounting in rural Fiji to examine the impact of digital financial services (DFS) 
or mobile money, which are designed to improve financial inclusion. Financial inclusion is defined as the 
provision of basic financial services at affordable costs to disadvantaged and low income segments of the 
community (Dev 2006). According to a survey conducted by the Global Findex, approximately 2.5 billion adults 
lack a formal bank account, mostly in developing economies (Demirgüç-Kunt and Klapper 2012).   

Financial inclusion is seen as instrumental in the global drive to alleviate poverty (Mohan 2006). While various 
policies and strategies have been designed to empower rural dwellers, rural banking presents an important 
strategy for rural development in developing economies. Rural banking is closely linked to microfinancing, 
which is defined as the “provision of relevant and affordable financial services to poor households with the 
overall objective of empowering the poor to manage their financial resources effectively” (Mathison, 2007). 
Most developing economies have introduced regulations which strongly encourage traditional participants in 
the finance industry to develop innovative financial systems that can empower and include the poor in the 
broader financial systems within an economy. To date, such strategies have produced mixed results. Bouman 
and Houtman (1988) predicted that at most, such systems will fail because of the high transaction costs 
incurred by banks and the difficulty in managing logistics. However, recent technological advances, especially 
the pervasive use of mobile technology, are expected to dramatically reduce the cost of providing banking 
services to rural areas thus enhancing the penetration rate of such services. 

Approximately 411,937 (49.2%) of Fiji’s total population (837,271) live in rural areas (Narsey 2014). Inadequate 
access to banking facilities is one of the main difficulties hindering rural dwellers from participating in the 
financial economy. Rural dwellers rely significantly on remittances from family and relatives working in urban 
areas or foreign countries. Indeed, these remittances are the only source of income for some rural dwellers 
and a recent survey reports that rural poverty increased from 30% to 55% between 2004 and 2011 (ibid). In 
light of these issues, the government and the Reserve Bank of Fiji (RBF) have prioritized financial inclusion and 
introduced a series of innovative regulations. Commercial banks have rolled out their own initiatives such as 
rural banking and also partnered with Mobile Network Operators (MNOs) to provide digital financial services. 
At a regional level, the Pacific Financial Inclusion Programme (PFIP) has been established with the goal of 
improving financial inclusion and financial literacy in Pacific countries. 
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This study contributes to the limited but growing literature on financial inclusion in the Pacific by examining 
rural dwellers’ perceptions of rural banking and digital financial services in Fiji. It will also examine how 
banking services complement or substitute household accounting systems. The study of accounting at home 
could assist in furthering our understanding of both accounting and culture and what part these calculative 
technologies may play in cultural shifts and transformations (Jeacle 2009). Both accounting and the accountant 
have wider cultural and interpretative contexts (Hopwood 1994). The lay conceptions and discussions of 
accounting require more attention since these shape the practices and processes of daily life that infuse and 
shape the operation and claims of accounting (Hopwood 1994). Investigating accounting practices in 
developing countries will extend the literature through greater understanding of accounting practices in 
various societies. 

This study will involve an initial survey and subsequent follow-up interviews in rural areas of Vanua Levu. The 
findings will inform government, RBF and PFIP on potential revisions to regulatory mechanisms for financial 
inclusion. The findings can also assist commercial banks and mobile network operators in designing digital 
financial services that better meet the needs of those living on Fiji’s outer margins.  

2. Fiji’s Efforts to Increase Financial Inclusiveness
Fiji, a small developing island economy in the Pacific has also implemented national policies that promote rural 
banking and financial inclusion. The rural banking initiative was launched in 2004 and spearheaded by the 
Australia and New Zealand (ANZ) Banking Corporation, the largest bank in Fiji. A major economic objective of 
this initiative was to formalize unbanked remittances (Prakash and Gounder 2007) and “deepen” the financial 
sector (Jayarman 1996). Prior to 2004, banking services were largely concentrated in Fiji’s major urban centers 
due to the infant stage of Fiji’s capital market (Jayaraman et al., 2011). Banks were reluctant to provide 
services in rural areas because of various price and non-price barriers. As a consequence, a large proportion of 
Fiji’s rural population was excluded from the formal financial sector. This hindered the poor and disadvantaged 
from pursuing micro-enterprise opportunities which could contribute to economic growth and development 
(World Bank 2007). 

The initial method adopted by ANZ to “bank the un-banked” in Fiji took the form of mobile van facilities. Under 
this strategy, the bank physically visited rural areas to conduct basic banking operations (savings and time 
deposits) and financial out-reach programmes. However, this delivery method changed drastically as a result 
of the mobile technology revolution currently experienced in the Pacific. According to a report by the Lowy 
Institute, Fiji is among the fastest countries to adopt mobile technologies with a penetration rate of 
approximately 80 percent (Cave 2012). Surveys indicate that the number of Fiji citizens who own a mobile 
phone greatly outnumber those who have a bank account. More importantly, mobile technology has 
prompted other banks to start providing rural banking facilities (Prakash and Gounder, 2007). As first mover in 
this business segment, ANZ has been able to provide personal banking services in more than 470 rural 
communities as well as micro-loans for small enterprises in some areas. These services have significantly 
enhanced and empowered 300 Fijian communities (Wilson 2007). 

Both of Fiji’s major mobile network operators (MNOs) (i.e. Digicel and Vodafone) have entered the financial 
industry in what is seen as a positive sign for the future of rural banking services. They are the major 
facilitators of mobile money. Banks in Fiji are leveraging the ‘reach’ of MNOs to enhance their own banking 
services to rural areas via mobile technology. Rural banking is expected to improve significantly following the 
latest upgrade of telecommunication infrastructure to 4G standard. This advancement is expected to facilitate 
the transition to internet banking, enabling rural communities to experience the full benefits of the formal 
banking sector. 

Fiji is the second largest economy in the South Pacific and one of the first countries in the region to introduce 
mobile money. Unlike other developing countries where mobile money has been studied previously, including 
Kenya and Haiti (Hughes and Lonie 2007, Horst and Taylor 2014, Singh 2013), Fiji has a well-developed banking 
infrastructure which includes six commercial banks, five of which are multi-nationals. Most of these banks 
already have or are in the process of implementing mobile banking initiatives. Fiji’s central bank, the Reserve 
Bank of Fiji (RBF), has been the key advocate for mobile money. As part of its financial inclusion agenda, the 
RBF has developed strong relationships with commercial banks and MNOs to deploy mobile money initiatives 
for unbanked rural dwellers. 

Mobile money in its simplest term can be defined as the use of mobile devices to provide financial services. 
Mobile wallets (m-wallets) are mobile phones that can store money either on the mobile sim or linked to a 
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bank account. While it relies on mobile technology, mobile money also requires an infrastructure to enable 
users to cash-in and cash-out, that is convert their electronic value to cash and vice versa. This is facilitated by 
a network of mobile money agents who receive commissions for providing this service. Mobile money can 
assist those in remote areas who do not have access to banking facilities providing a low cost means of 
receiving and sending money. This is important because the World Bank estimates that Fijians received 
remittances of nearly 200 million Fiji dollars in 2013. 

The Fiji Financial Services Sector Assessment indicated that only 35 to 40% of Fiji’s population has financial 
access while 63% of economically active households remain excluded (PFIP 2010). In 2011, AusAID provided FJ 
$720,000 to further extend the mobile money agent network across Fiji. AusAID provided these funds through 
its co-funded Pacific Financial Inclusion Program (PFIP) to allow Digicel Fiji and Vodafone Fiji to train and set up 
over 150 agents in rural and maritime areas including the Lau Group and the Yasawa Islands. However, 
anecdotal evidence and studies suggest that activity rates remain quite low (Sathye et al. 2014). 

3. Literature Review 
According to a World Bank Study 2.7 billion – approximately 70 per cent of the world’s adult population do not 
have a formal bank account (World Bank Group 2009). Financial inclusion is a relatively new phenomenon but 
has been receiving greater attention and involves providing easy, secure and affordable access to basic and 
essential financial services to every segment of an economy (Marshall 2004). Financial inclusion has become an 
imperative in the alleviation of global poverty (Chibba 2009). The provision of these essential financial services 
to the poor can help develop their financial capability to save, borrow and also insure against risks (Dev 2006). 
This is vital to help the poor break free from the cycle of poverty. While seen as a necessary component for 
development, the path to financial inclusion has many obstacles (Mohan 2006). 

A global survey conducted by Demirgüç-Kunt and Klapper (2012) aimed at measuring financial inclusion found 
that 65% of the “unbanked” claim that they did not possess enough money to open an account, while 25% 
claimed that having a bank account was too expensive. Some of the unbanked also do not hold bank accounts 
because banks are too far. Commercial banks are reluctant to build banks in areas where populations are too 
small to sustain the bank’s operations. In many countries financial inclusion policies are driven by the 
Government who must work in conjunction with the private sector to bank the unbanked (Marshall 2004). 

One of the most innovative solutions to the financial inclusion dilemma is the use of mobile phones to deliver 
financial services (Donovan 2012). Mobile phones were originally designed for communication purposes and 
while once a luxury has now become ubiquitous and affect almost every aspect of our lives (Katz and Aakhus 
2002). With the advancement of technology, mobile phones are now a platform that facilitates financial 
transactions between parties. The currency used on mobile platforms is referred to as mobile money or m-
money (Hughes and Lonie, 2007). M-money enables people to store electronic value on their mobile phones. 
In fact, mobile phones now function as a mobile wallet. Today, mobile subscribers in markets such as South 
Africa, Kenya, the Philippines, and Japan are beginning to use m-money for transactions and services including 
domestic and international remittances, bill payments, payroll deposits, loan receipts and repayments, and 
purchases of goods and services ranging from prepaid airtime to groceries to bus tickets to micro-insurance 
(Jenkins, 2008). For developing economies mobile phones now offer an affordable means for the rural 
communities to access formal financial services (Hughes and Lonie, 2007). 

The most successful mobile money system in the world is Kenya’s M-Pesa (Kendall et al., 2011). The system is 
popular because it is cheap, convenient and a safe method for urban migrants to transfer money to rural 
family members. M-Pesa is used by 60% (13.3 million) of Kenya’s population and the M-Pesa network handles 
more transactions in a year than Western Union does globally (ibid). M-Pesa has also been launched in 
Tanzania, Afghanistan, South Africa, India and Eastern Europe with varying degrees of success (ibid).  

Extant literature in m-money has primarily investigated consumer adoption (Mas and Morawczynski, 2009; 
Medhi et al., 2009; Duane et al., 2014; Jaradat and Al-Mashaqba, 2014), the nexus between m-money and 
economic development (Aker and Mbiti, 2010; Abraham, 2006; Jack and Suri, 2011) legal, security and 
regulatory issues (Maurer 2008; Hughes and Lonie, 2007; Chatain et al., 2011) and m-money ecosystems 
(Jenkins, 2008).  

The majority of these studies have been conducted in emerging economies in Africa and Asia. Few studies 
have examined m-money in other contexts such as the Pacific—one of the fastest adopters of digital 
technology (Cave, 2012).  To date, very few studies have examined mobile money in Fiji. Sathye et al.’s (2014) 
study of female micro entrepreneurs in Fiji found the uptake of Mobile Value Added Services has been 
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hindered by the lack of an appropriate policy framework to support the infrastructure and ecosystem. Low 
activity rates of digital financial services among users were also identified as an issue requiring further analysis.  

This study seeks to address the gap in the literature by investigating the m-money environment and the uptake 
of digital financial services in the Pacific context. The study also seeks to investigate how, if at all, the adoption 
of mobile money is changing the nature of household accounting practices in Fiji. Households are regarded as 
the driving force of the economy (Boulding 1972). They not only mediate the economic relations of the outside 
world but also construct internal social hierarchies (Froud et al. 2000). Societies have developed systems of 
accounting and accountability for the production and consumption of resources. These systems vary across 
countries and time (Walker and Llewellyn 2000), ranging from: the recall of records from memory; to more 
sophisticated systems that employ software packages. However extant research has not provided a complete 
taxonomy of the level of household accounting (Walker and Llewellyn 2000). 

Accounting at home has been investigated in various countries including Japan (Komori 2012), Germany 
(Piorkowsky 2000), New Zealand (Northcott and Doolin 2000) and the United Kingdom (Froud et al. 2000). 
However Komori and Humphrey (2000) suggest there is a general paucity of studies on accounting at home 
from other cultural contexts. More importantly, Walker and Llewellyn (2000) assert that accounting in 
developing countries is likely to manifest significant differences from developed countries due to underlying 
differences in economic, cultural, legal and social institutions.  

4. Methodology
This study investigates the impact of financial inclusion technologies on household systems of accounting. 
These technologies provide a form of account of cash flows from and to the household. These new electronic 
and paper records might give rise to new systems of accounting within the household. As not much is known, 
the study explores the accounting systems, if any, these households employ and the impact of financial 
inclusion technologies on these systems. 

The first stage of the research involved the administration of surveys. Surveys were used to initially explore 
how mobile money was being used as very little is known about mobile money usage in Fiji. Survey questions 
sought to obtain data on the household perceptions on the deterrents and the incentives for using mobile 
money. Questions also sought to elicit views on the impact of mobile money on household accounting 
practices such as budgeting, financial planning and recording. General household demographic data was also 
collected. 

Using the survey instrument and follow-up interviews, the study will address the following research questions: 

Q1 How are rural banking and mobile money services currently being used by rural 
dwellers?  

Q2 What do rural users perceive as the main benefits of using digital financial services?  

Q3 What do rural users perceive as the main challenges of using digital financial services?  

Q4 How do digital financial services complement or replace household accounting systems 
for rural dwellers?  

Two research assistants travelled to the island of Vanua Levu to collect the survey data and also conduct semi-
structured interviews with users and mobile money agents. 
 
Fiji consists of many islands, with their own economic and social characteristics. Interviews and focus group 
discussions were conducted with 100 participants from the island of Vanua Levu. Fiji has two major islands: Viti 
Levu and Vanu Levu. Most economic activity is concentrated on Viti Levu. Vanua Levu is quite underdeveloped 
in comparison and most on the island live in rural communities and rely heavily on subsistence. The 100 
participants for the study were drawn from the three provinces of Vanua Levu. Figure 1 below provides a map 
of Vanua Levu and its 3 provinces.  
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Figure 1: Map of Vanua Levu 

iTaukei (indigenous population) are the largest ethnic group in Fiji. However, there are also pockets of Indo-
Fijians (Fijians of Indian descent) within these provinces.  

The surveys were entered into Microsoft Excel and subsequently analysed using SPSS software. Follow up 
interviews were conducted with participants. Interviews were also conducted with MNOs, Mobile Money 
Agents and representatives from the Reserve Bank of Fiji.  Interviews were transcribed, coded thematically and 
analyzed using NVivo. 5.  Analysis and Discussion 

The demographic details of the participants are presented in Table 1 below: 

 
Table 1: Demographic Information 

In terms of ethnicity, the majority of rural dwellers were the indigenous (i.e. the iTaukeis). iTaukeis have a 
communal lifestyle and generally lived in villages where the main economic activities are subsistence to small 
scale farming. Agriculture and fisheries are the two main income sources of such rural communities. Indo-
Fijians lived primarily in nuclear family groupings in informal settlements and largely relied on the sugar cane 
industry.  

Most of the participants were at the most productive age range—between 31-50. We found that most of the 
income earners in rural Fijian communities were females. In terms of Education, 33% of the participants are 
undertaking or have completed tertiary level studies. This indicates that most of our participants are 
competent enough to use the DFS available through their network provider.  
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Table 2: Household Income Information 

Table 2 presents information on Household Income. The average number of people per household is 5. Half of 

Fiji’s minimum wage of FJD $2.33 per hour. The majority of respondents (47%) relied heavily on primary 
industries to generate income. For the 30% that were employed, a majority of them are civil servants posted in 
these rural areas. Remittances were mainly sent and received locally within Fiji. Money transfers through the 
postal services is still the preferred mode of transactions (83%) compared to the use of DFS (5%). 

Management of household bank account   Frequency of Using mobile banking*  

Individual 37% Weekly 12% 

Shared with spouse 59% Fortnightly 73% 

Shared with children 1% Monthly 15% 

Other 3% 

Rural banking Services used*     Mobile banking Services Used!* 

Savings 47% Purchase Phone Credits 82% 

Loans 0% Transfer funds between accounts 0% 

Other 0% Bill Payments 10% 

None 53% Check balances 84% 

Platform for mobile banking!* 

M-Paisa 8% Awareness of Mobile Banking 

Digi-Money 1% Yes 23% 

ANZ Internet Banking  0% No 77% 

Westpac Internet Banking 0% 

BSP Internet banking  0% 

BSP SMS banking 9% 

None 91% 

!More than one can be applicable 

*Only those that use Mobile Banking 

Table 3: Household Financial Services 

Table 3 presents information on the mobile financial services and products used. While all the households 
surveyed have mobile phones, only 33% have a bank and only 9% are using some form of DFS on their mobile 
phones. Most bank accounts are managed co-jointly by couples (59%) while 37% preferred to have their own 
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bank accounts. 47% of the participants indicated that they are using the rural banking services while 53% do 
not. Included within this 53% are the households that have withdrawn from using the services due to the 
infrequency of the bank visits and the charges associated with operating a bank account. 

Data on the reasons that deterred participants from using DFS are as illustrated in Figure 2. 

Figure 2: Deterrents to Mobile Banking Use

The study found that language (i.e. English) of instructions used and the usability of mobile phones were not 
the major deterrent. Perceived security risks and costs were identified as the major reasons why participants 
do not use DFS.  This finding again points to the ineffective awareness programs undertaken by MNOs as well 
the RBF as using mobile phones for DFS is relatively secure and cheaper than traditional modes. Most 
participants were uncomfortable storing money on their mobile phones due to fear of the phones being stolen 
or lost. This was despite the two point security system with mobile phones. The first point of security relates to 
individuals being able to add their own Personal Identification Number (PIN) on their mobile phones. The 
second point of security relates to the DFS, where the MNO requires the user to have another PIN to use the 
service. Again, lack of awareness is still a major issue. Even consumers who are aware of DFS are still reluctant 
to use the services due to security concerns. 

 
Figure 3: Incentives to Mobile Banking Use 

With respect to incentives for mobile use, time saving was the major incentive for using DFS, followed by 
convenience and lastly cost. One participant stated the following: 

“We stay too far away from town. Going to town takes hours by bus and is very expensive. Mobile 
banking has made things easier as I have been able to receive money and make payments for bills 
and for loans using my mobile phone.” 

However not all participants see the value of using mobile phones for DFS. A participant pointed out 
that it was irrelevant for her to use phones for making payments. She argued that; 

“To me, going to town is a “big thing”. Why should I do all those things on my phone?” 

This respondent perceives going to town as a treat in that they can escape the mundane life of the village. 
Going town and paying bills also entails the socializing aspect of meeting friends and relatives. This highlights 
that at the community level there is still a mixed perception on the relevance of the services in the day-to-day 
operations of rural households. Generally there was a very low uptake of DFS in Vanua Levu. To most, mobile 
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phones were still a luxury. Furthermore, most were living from day to day on the little they earned and they 
could hardly save enough to deposit it in a bank. In fact, for most, money was used as fast as it is received. 
Thus highlighting that access to financial services is important but financial literacy is also crucial to encourage 
savings. 

We also compared the impact of DFS on household accounting practices of the participants as is shown on 
Figure 4 (Before Mobile Money) and Figure 5 (After Mobile Money). Before DFS, participants generally 
prepared budgets and some maintained records however, long-term financial planning was rare. After mobile 
money all three aspects of household accounting improved, with record keeping improving the most. 
Disaggregating the data revealed that most of the improvements related to those who had their own 
businesses, especially the women who had received loans from the South Pacific Business Development 
(SPBD). For those who used DFS to receive remittances, there was not a significant improvement in their 
household accounting practices.  

 
Figure 4: Before Mobile Money

 
Figure 5: After Mobile Money 

5. Conclusion 
The study finds that there is a significant lack of awareness of DFS and this is one of the major factors for the 
low uptake of DFS in Fiji. There is an urgent need to re-evaluate the current approaches being adopted by the 
suppliers of the services in how they engage the rural communities. In some instances, participants were not 
even aware who the DFS agents in their area despite these agents operating so closely in their vicinity. For 
those that were aware of such services, the purchasing of phone credits was the main product they were 
utilizing rather than the broader DFS that were available.

The reasons of low uptake in Fiji were generally attributed to lack of awareness of such services. Participants 
were using mobile phones for the purposes of communication and entertainment such as Facebook but not for 
financial services. We also found that users were not using their m-wallets as a savings platform. Most still had 
a ‘traditional’ mentality where all the monies are withdrawn from their mobile accounts as soon as they are 
received. The concept of using their mobile phones as a wallet is still relatively new. Focus and targeted 
literacy programs is critical if this weakness is to be addressed as rural households lack the knowledge on the 
concept of savings and to be able to use their financial resources wisely. 
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Another major contributing factor to the low uptake was the non-existence of a mobile money ecosystem in 
Fiji. Cash is still the preferred mode of transactions in the rural communities. For mobile money to work in Fiji 
as it did in Kenya, the government must create the necessary environment. This ecosystem could include the 
implementation of relevant policies that gives strong recognition to the use of e or m currency as a widely 
acceptable medium of exchange. We found that most rural households are still finding it difficult to 
understand such concepts because they cannot physically ‘see or touch’ such currency.  

Moreover, we found that there is a general lack of agents in the rural areas. Agents are mainly small business 
owners and we found that some of these agents actually require a minimum in-shopping amounts before 
agents hands the remaining cash over to the customer. This could be another reason why customers are 
discouraged to use mobile phones to send and receive money as they are deprived of the full value of their 
money. 

Lastly the study found that the household accounting practices of rural dwellers significantly improved after 
the use of mobile money. The disaggregated data found that the greatest improvement was in the group of 
women who are part of a regional micro-finance institution that disbursed loans using mobile money. These 
loans were provided to assist the women in establishing businesses. Whereas there was little improvement 
observed in individuals who used mobile money primarily for receiving remittances. The reasons for the 
differences in these two groups could be attributable to the nature of how mobile money was being used. For 
the business women, the preparation of budgets and maintenance of accounting records was necessary to 
assist them in managing their business and also repaying their loans. However, for those receiving remittances, 
there was no perceived need to account for the money received as it was sent by the urban relatives to help 
their rural relatives meet their day-to-day expenses or to fulfil traditional obligations. The lack of a system of 
accountability also led to a lack of accounting for the funds received.  

Overall, the paper highlights the increasing challenges that exist in promoting financial inclusion in a 
developing country such as Fiji. The challenges are geographic, technological, supplier-related and also 
consumer-related. While the Government is emphasizing mobile money and the private sector is also doing its 
part to promote mobile money, the complexity of the various stakeholder relationships and the lack of the 
necessary infrastructure are major impediments in realizing the potential of mobile money in deepening 
financial inclusion in Fiji. 
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Abstract: Previous disclosure studies of social and environmental reporting have tended to focus on the frame 
work or guidelines being used or the quantity of disclosure. However, few studies have examined the level of 
performance indicators disclosed. The paper aims to answer the following research question: what is the level 
of disclosure of GRI performance indicators used and how has the disclosure changed over time? The purpose 
is to explore aspects of the development of social and environmental reporting in one of the largest Italian 
banks, considering its level of performance indicator disclosure and the changes over time in performance 
indicator disclosure. Content analysis is applied to the six social reports. The coding instrument covers seven 
categories, highlighting their level of disclosure. For the analysis, the performance indicators have been also 
subdivided into five groups, and a measure of the level of disclosure constructed. This study illustrates that in 
the six-year period studied several changes in social reports are highlighted. The first major finding is that the 
number of performance indicators disclosed increases over time. We conclude that the bank has engaged in a 
process of continuing development in the information content of the social report performance indicator.  
 
Keywords: Social Report Disclosures, social and environmental 

1. Introduction 
Interest in social and environmental reporting (SER) has grown rapidly in recent decades. In 2012, almost three 
quarters of the biggest firms in industrialised countries published a form of SER (KPMG, 2013). 
 
Fifka (2012 p.) reviewed nearly 200 empirical SER papers and found a trend towards global frameworks was 
visible, but a consensus on the nature and content of SER is far from being found “SER has become a certain 
standard in large companies nowadays, and the publication of a sustainability report can be considered a 
common business practice among multinational corporations”. However, the intensity and scope of attention 
to the impacts of business activities on social and environmental issues have waxed and waned over the past 
40 years (Gray, 2006).  
 
The aim of this study is to contribute to empirical research on SER. This has been the subject of analysis in the 
Italian context previously (Secchi, 2006) and on the Italian banking sector (e.g., Calabrese and Lancioni, 2008; 
Romolini et al., 2012; Manetti and Bagnoli, 2013). This sector is worthy of further study as the financial and 
banking sectors are a particularly important driver of the SER movement in Italy (Mullerat, 2013) and this 
study, unlike the previous literature, particularly focuses on the level of disclosure of performance indicators 
and how these have changed over time. 
 
This study finds that in the six-year period of the study several changes in social report of the case study bank 
are highlighted. We conclude that the bank has engaged in a process of continuing development in the 
information content of the social report performance indicator. Recently, if not able to provide full information 
as per the guidelines, it has stated that the performance indicator is only partially disclosed, as required by the 
GRI. 
 
The study proceeds as follows. In Section 2, we briefly explore the development, of SER, focusing on several 
main themes. Also, it explores a major global standardisation initiative, the Global Reporting Initiative (GRI). 
The research method is introduced in Section 3 and the study uses the GRI Performance Indicators G3 version 
and the Financial Services Sector Supplements (FSSS) for the analysis. Section 4 is devoted to the analysis of 
the six social reports, from 2007 to 2012. Section 5 concludes this paper. 
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2. Background and guidelines  
Fifka (2012), in his review of the literature, considers a geographical analysis. He observed that the Anglo-
Saxon regions are those where the first empirical SER studies were published, and in particular the US. They 
date back to the early 1970s. The author notes that in the 1980s, there was an increase in SER studies in 
Europe, when compared to the US. 
 
In particular, in Europe the distinction is mainly between Southern and Northern. In fact, empirical research 
based in Southern Europe appeared in the 1990s. Later also academics in Portugal, Italy and Spain began to 
undertake analysis and studies of social reports. Continuity of empirical SER research is mostly seen in the UK 
and Scandinavia. Studies are emerging in African and Asian countries, and also in China and Bangladesh with 
several recent empirical studies.  
 
Fifka (2012) also provides a detailed analysis of research methods (e.g., content analysis) used for the period 
analysed, and forms several important conclusions. First, in recent years the media analysed are mainly stand-
alone reports, compared to the past where traditional annual reports were subject to analysis. This means that 
businesses are increasingly using specific reports to disclose social and environmental issues. Second, Fifka 
(2012) highlights a gap due to the lack of empirical SER studies in specific industries (e.g., banking, 
pharmaceutical, agricultural). He indicates that further studies on specific industries should be conducted. 
Third, he highlights that further empirical research is required about to what extent businesses disclose.  
 
Therefore, our paper will focus on a European context, a specific sector (banking) and also a standalone social 
report. It aims to fill the further gap identified by Fifka (2012), that is, to what extent does the case study bank 
disclose social and environmental performance indicators. 
 
A range of guidelines are used by organisation, in particular, by banks, for SER. There is no consensus or a 
shared, internationally accepted standard for SER (e.g., Deegan, 2002; Tencati et al., 2004; Fortanier et al., 
2011). Ligteringen and Zadek (2005) identified more than 300 global corporate guidelines, each with its own 
history and criteria. Since that research several guidelines have become popular, including the Global 
Reporting Initiative (GRI).  
 
KPMG (2013) found that the largest 250 global companies in 41 countries report social and environmental 
activities, with 82% using the GRI Guidelines (KPMG, 2013, p.11). The GRI approach is focused on the 
measurement of variables related to the company, both traditional economic as well as environmental and 
social factors, as defined in the 1990s by the Triple Bottom Line model (Elkington, 1997). The GRI encourages 
organisations to adopt the framework as a basis for reporting and supports an incremental approach to 
disclosing sustainability performance (Farneti and Guthrie, 2009). 

2.1 GRI G3 Framework 

In 2006, the GRI released version 3 of the Guidelines. This model consists essentially of three parts, created for 
different purposes: the Reporting Principles and Guidance; the Protocols; and the Standard Disclosures (GRI, 
2008). In addition, different Sector Supplements were published thereafter. 
 
Standard Disclosures (SDs) are included in the issue “What to report”, which defines the boundaries of the 
social report and tests the quality of the information. The GRI identifies three categories of SDs that should be 
included: (1) Strategy and Profile (SP) or Profile Disclosures, dealing with the general profile of the company 
and relating to organisation, strategies and governance (GRI, 2006); (2) Disclosure on Management Approach 
(DMA), in which companies are required to provide narratives about specific issues (GRI, 2006), and which 
allows for a greater understanding of performance indicators; and (3) Performance Indicators (PI), both metric 
and narrative.  This allows comparability (GRI, 2006) and is global, including economic, environment and social 
data. 
 
The DMA and performance indicators are both subdivided into seven categories, each of which is in turn 
divided into ‘aspects’ (i.e., topics that relate to a specific category). The first two categories are: Economic (EC) 
including nine performance indicators and Environmental (EN) – 30 performance indicators. Social is divided 
into four further categories: Labor practices and decent work (LA) – 14 performance indicators, Human rights 
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(HR) – nine performance indicators, Society (SO) – eight performance indicators and Product responsibility (PR) 
– nine performance indicators (GRI, 2008). Each performance indicator belongs to a certain aspect, and every 
aspect can include more than one performance indicator.  
 
The performance indicators can be core or additional. They are core when they are generally applicable for all 
organisations, because this category of performance indicators is considered relevant and relates to 
established SER practices; if not, performance indicators are considered additional (GRI, 2008).  Level of 
disclosure in SD is important to determine the application level, which consists of a self-declaration attesting to 
the level of adherence to the GRI Reporting Framework. A plus will be added if the organisation decides to 
make use of external assurance (GRI, 2008). 

2.2  Financial service sector supplement (FSSS) 

According to the GRI, the FSSS consists of four categories: retail banking; commercial and corporate banking; 
asset management; and insurance. The final version of the Supplement was released in 2008 (GRI, 2008). The 
FSSS was intended to supplement the existing reporting framework, through both new indicators and 
specifications regarding existing indicators (GRI, 2008). 
 
More specifically, this supplement requires additional DMA, new PI and commentary on existent performance 
indicators of the G3 Guidelines. Specific DMA relates to four different aspects: Product and Services Impact, 
Economic Performance, Occupational Health and Safety, Product and Service Labelling. The supplement 
includes ten new PIs relating to Product Portfolio, Audit, Active Ownership, Community and Product and 
Service Labelling. Finally, the FSSS requires specific commentary on three PIs: Economic Performance, 
Emissions, Effluents and Waste, Investment and Procurement Practices. 
 
In recent years, there have been several studies on the application of the GRI Guidelines in Italian and 
European banks (e.g., Secchi, 2006; Brown et al., 2009; Boolaky, 2011; Romolini et al., 2012; Birindelli et al., 
2013). For instance, Boolaky (2011) found that European countries using G3 and FSSS have the highest level of 
compliance with the framework, compared to Asian and other countries.  
 
In summary, this section has described the GRI guideline and its FSSS. This framework requires reporting on 
economic, social and environmental issues. Organisations have to follow principles and guidance to define the 
content of their social reports. Then they are required to provide narratives and metrics about social, 
environmental and economic performance. Finally, the GRI allows organisations to self-assess, through the 
Application Level, and a voluntary certification of external parties. This framework is used globally, as KMPG’s 
research (2013) highlights, finding that more than 82% of large global companies use the GRI Guidelines. 

3. Research methods 
This section focuses our analysis of a case study organization, referred to in this study as The Bank. It describes 
the development of The Bank’s social reports since its inception. This section also presents the research 
method used to analyse the development of disclosures in The Bank’s social reports,that is content analysis. 
This particular method is applied to the case study organisation’s six social reports and introduces the coding 
instrument used to develop the analysis undertaken in this study.  
 
Guthrie and Abeysekera (2006, 15) state that content analysis “is a technique for gathering data that uses a set 
of procedures to make valid inferences from text” and “involves codifying qualitative and quantitative 
information into pre-defined categories in order to derive patterns in the presentation and reporting of 
information” grounded on chosen conditions. Content analysis has to meet certain requirements (e.g., Guthrie 
et al., 2004, 287; Guthrie and Abeysekera, 2006, 16) and we describe four such requirements. The first 
requirement is that the category of classification must be clearly and operationally defined. There is no 
common agreement on the choice of the most appropriate unit of analysis. For the purposes of this study we 
concentrated only on the presence, or lack, of performance indicators contained in the GRI G3 framework and 
the sector supplement. Those performance indicators make up our coding instrument. The second 
requirement is that data capture must be systematic. To be systematic it has to be clear that “an item either 
belongs or does not belong to a particular category” (Guthrie and Abeysekera, 2006, 16). The third 
requirement is that the information needs to be able to be quantified and fourth that content analysis must 
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demonstrate some characteristic for reliability and validity. Guthrie and Abeysekera (2006) argue that when 
content analysis is performed its reliability has to be proven. Milne and Adler (1999) state that to have a 
reliable analysis two conditions have to be met. First the coded data set obtained from the analysis has to be 
trustworthy. This can be easily obtained by using more than one coder and by disclosing any discrepancy 
between the two. The second condition is the reliability associated with the coding instruments. In this respect 
Guthrie et al (2004, 289) suggest the selection of “well specified decision category with well specified decision 
rules”.  
 
Also it is important to analyse several possible limitations of the research. The first limitation identified by 
Guthrie and Abeysekera (2006, 19) is that content analysis “captures quantity of disclosure rather than quality 
characteristics”. The second limitation identified by Guthrie and Abeysekera (2006, 19) is the subjectivity of 
the analysis. In this respect it is emphasised that the subjectivity of the coding instrument may infer meaning 
from the data as well as the bias of who is performing the analysis. In our case study we had only one recorder 
and the coding instrument was pre-tested with the other authors. To analyse the disclosure of the social 
reports, the study makes use of documents that The Bank published. Since the publication of its first social 
report in 2007, The Bank has used various GRI guidelines.  
 
In 2011, the GRI G3 guidelines were updated with 3.1 version, and this version was created with the purpose 
of a “bridge” toward the G4 version, released in May 2013. The Bank chose to keep the application of G3 
indicators. Adherence to the same guideline in the time period analysed is an advantage for this study, 
because it enables a comparison over time of disclosure. 
 
The degree of disclosure within each social report published will be identified, using the G3 Guidelines, (GRI, 
2008). This framework is divided into three parts (GRI, 2008): Strategy and Profile (SP), Disclosure on 
Management Approach (DMA) and Performance Indicators (performance indicator). For the purposes of this 
study, neither the SP nor the DMA will be analysed. Table 1 summarises the classification of GRI and identifies 
89 performance indicators that can be disclosed. 

Table 1: Classification of performance indicators in the G3 Guidelines and FSSS 

 

GRI Categories 

Number of 
performance 

indicators 
included 

1) Economic 9 
2) Environmental 30 
3) Labor practices and decent work 14 
4) Human rights 9 
5) Society 8 
6) Product Responsibility 9 
7) Financial and banking perspective 
(from 2009) 10 

TOTAL performance indicators 89 
 

FSSS performance indicators are important for our study because these deal with specific issues exclusively 
from a financial and banking perspective. All FSSS PIs are considered Core (GRI, 2008, p. 2). Indicators from FS1 
to FS5 are part of the DMA, so they are not included in our analysis. From FS6 to FS12, seven performance 
indicators belong to a specific Category, “Product and Service Impact”. These performance indicators are 
broken down into three Aspects: “Product Portfolio”, “Audit” and “Active Ownership”. From 2010, this 
Category in the social report is located at the beginning of the section of the performance indicators. FSSS 
performance indicators FS13 and FS14 are in the Society Category, and this is included in Community. Indeed, 
FS13 requires reporting on “Access points in low-populated or economically disadvantaged areas by type”, 
whereas FS14 requires disclosure on “Initiatives to improve access to financial services for disadvantages 
people”. Finally, FS16 is part of the Product Responsibility Category, and this is “Product and service labelling”. 
This performance indicator requires reporting about “Initiatives to enhance financial literacy by type of 
beneficiary”. 
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For the years 2007 and 2008, the Sector Supplement was not considered because it had not yet been released. 
It is important to remember that each Category, according to the GRI guidelines, is in turn divided into 
‘Aspects’, (i.e., topics that relate to a specific Category). Each performance indicator belongs to a certain 
Aspect, and every Aspect can include more than one performance indicator. This arrangement of Categories 
and Aspects is useful for a review of performance indicators reported. Therefore, in order to conduct the  
analysis of The Bank social reports over the six years, we identify a five point classification of performance 
indicators by level of disclosure. 
 
We focus only on the performance indicators. We use two classifications (see, Table 2); the first classification 
from the G3 framework considers matters of disclosure (i.e., economic, environmental, labor, human rights, 
society, product responsibility and financial). All performance indicators are subdivided into these seven 
categories. The second classification analyses the level of disclosure. Here, all performance indicators have 
been classified if they are Core or Additional and their level of disclosure (i.e., total, partial, not disclosed). In 
this the performance indicators are subdivided into five different groups (i.e., performance indicators 
disclosed; Core performance indicators not disclosed; Additional performance indicators not disclosed; 
performance indicators not disclosed explaining why; and performance indicators partially disclosed). 
 
Six social reports issued by The Bank, a total of 900 pages, form the basis for the anlysis. From  2010, the 
graphics and photos in The Bank’s social reports have been substantially amended. This change affected both 
the mode of reporting and the orientation of the document, which is now landscape. From 2012, The Bank 
changed the name of its social report from Social Report to Sustainability Report. 

4. Findings and discussion  
The aim of this section is to illustrate performance indicator disclosures using the classification illustrated in 
Table 2. The six social reports are divided into the two groups discussed above:  Group A, that includes social 
reports from 2007 and 2008; Group B, that includes the social reports 2009-2012. This subdivision is used as 
several significant changes in the structure of disclosure have been observed.  

Table 2: Development of disclosure on performance indicators  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table 2 highlights an illustration of an increase in performance indicators disclosed, over time. In Group A, the 
number of indicators disclosed is over 60%, and this percentage changes in Group B. Social report (2009) has a 
higher number of performance indicators disclosed and the  number of performance indicators ‘not disclosed 
explaining why’ was high.  
 
The continuous change in performance indicator disclosure is interesting because it highlights The Bank's 
commitment to an improvement in reporting of GRI performance indicators as per the guidelines. It would 

Group A Group B

43



 

Sara Garavini, Daniela Sangiorgi and James Guthrie 

appear that The Bank has continued to refine the level of disclosure over the six periods, by associating each 
performance indicator with corresponding data. 
 
We now provide an analysis of the disclosure for several selected GRI categories; this apporach allows us to 
provide an overview the disclosures of The Bank. Particularly, we select two Categories in order to answer our 
research question: what is the level of disclosure of performance indicators and how has the disclosure 
changed over time?  

5. Environmental Category 
“The environmental dimension of sustainability concerns an organisation’s impacts on living and non-living 
natural systems, including ecosystems, land, air, and water” (GRI, 2008, p. 31). This Category of performance 
indicators is complex, for several reasons. First, the number of performance indicators is high (30) and a 
significant amount of complex information is required for reporting. Second, a large amount of metrics and 
narratives is required. This Category includes 30 performance indicators subdivided into nine Aspects: 
Materials; Energy; Water; Biodiversity; Emissions; Effluents and waste; Product and services; Compliance; and 
Transport. Overall, 17 performance indicators are Core and 13 performance indicators are Additional, 
therefore we exanimated the 30 environmental performance indicators. A summary is provided in Table 3. 

Table 3: Level of disclosure of Environmental performance indicators from 2007 to 2012  

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

In Group A, The Bank reports a limited number of environmental performance indicators, as illustrated in Table 
3. In fact, in this Group, nine Core performance indicators were not disclosed. In Group B, environmental 
performance indicators disclosed are greater, but decrease overtime. As observed in Group B Core 
performance indicators are all disclosed, or if this is not possible, The Bank explains why. We observe that the 
number of performance indicators not disclosed stating the reason decreases from ten in 2009 to seven in 
2012. 
 
From 2010, certain stability is observed in all subdivisions. In fact, observing the last three columns of Table 3, 
performance indicators are divided into three parts: 1) disclosure; 3) no disclosure of Additional performance 
indicators; 4) no disclosure, explaining why. Out of the nine Aspects, in the entire period consistent levels of 
reporting are observed in: Materials (EN1, EN2), Energy (from EN4 to EN7), Water (EN8, EN9), Emissions, 
Effluents and Waste (EN16, EN18) Products and Services (EN26), Compliance (EN28), Transport (EN29) and 
Overall (EN30). Environmental reporting by The Bank in the six years involves almost all Aspects (eight of nine). 
 
The Bank’s report is characterised by a high level of disclosure in this Category. In fact, 20 performance 
indicators are disclosed. As illustrated, in 2009 all performance indicators of this Category are listed. Of ten 
performance indicators not reported with explanation in Table 4, The Bank states that nine of these are “not 
material for The Bank’s activities” (Social Report 2009, p. 185). About performance indicator EN17, The Bank 
states that “no other significant green-house gas emissions” exist (Social Report 2009, p. 185). 
 

Group A Group B
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In summary, disclosure of Environmental performance indicators is varied because of the high number of 
performance indicators and the information required. In addition, the level of disclosure has varied every year. 
Nevertheless, we observe certain stability in Group B. 

6. Labor practices and decent work Category 
“The specific Aspects under the Category of Labor Practices are based on internationally recognised universal 
standards, including: United Nations Universal Declaration of Human Rights and its Protocols; United Nations 
Convention: International Covenant on Civil and Political Rights; United Nations Convention: International 
Covenant on Economic, Social, and Cultural Rights; ILO Declaration on Fundamental Principles and Rights at 
Work of 1998 (in particular the eight core conventions of the ILO); and The Vienna Declaration and Programme 
of Action” (GRI, 2008, p. 34). 
 
This Category is constituted by 14 performance indicators, nine Core and five Additional, belonging to five 
different Aspects: Employment; Labor/management relations; Occupational health and safety; Training and 
education; Diversity and equal opportunity. 
 
This Category highlights stability and full disclosure, even in Group A. Table 4 highlights that reporting is 
complete during the entire period. GRI specifies that the references for the definition of the Aspects of this 
Category are the most known Conventions and Declarations, listed in the definition.  

Table 4: Level of disclosure of Labor practices and decent work performance indicators from 2007 to 2012. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This Category, Labor practices and decent work is reported with metrics and narratives within each social 
report. In Group A, to disclose on performance indicators concerning industrial relations (LA5), and safety and 
health at work (LA6), The Bank refers to the Italian legislation and internal regulations. Since Social Report 
(2010), other documents of The Bank contribute to reporting in this Category, such as specific publications: 
“Health and Safety” and “Training”. Examining the “Labor/management relation” Aspect in more detail, we 
find this is composed of two performance indicators and facilitates comparison over six years of reporting. The 
performance indicators are LA4 (Percentage of employees covered by collective bargaining agreements) and 
LA5 (Minimum notice period (s) regarding significant operational changes, including whether it is specified in 
collective agreements). 
 
In Social Report (2007), The Bank discloses on this Aspect with a section devoted to Industrial relations. 
Disclosure is narrative and concerns relations with trade unions and agreements reached. In addition, about 
performance indicator LA5 The Bank states that “In Italy Collective bargaining (Art. 14-17-18 CCNL 12/2/2005) 
indicates precisely the minimum period of notice required to proceed with restructuring/reorganisation and 
the relative information and consultancy procedures for worker representatives” (Social Report 2007, p. 167). 
The structure of reporting in Social Report (2008) has not significantly changed. 
 
We observed for this disclosure the Aspect is the same in the last three years, with changes in reporting 
starting from Social Report (2009), where some metrics have been provided. Also, disclosure in social report 
(2009) is more complete because disclosures on performance indicator LA5 is done by narratives. Disclosure in 

Group A Group B
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Category Labor has slightly changed over time, as seen for the Aspect “Labor/Management relations”. Finally, 
the inclusion in the disclosure of external documents, from Social Report (2010), implies an extensive, other 
reporting and denotes greater attention to these issues. 

7. Conclusion 
The paper aimed to answer the research question: what is the level of disclosure of performance indicators 
used and how has the disclosure changed over time? The paper explored aspects of the development of social 
and environmental reporting in one of the largest Italian banks, considering its level of performance indicator 
disclosure and the changes over time in performance indicator disclosure. 

Our study relied on content analysis, applied to the six social reports. The coding instrument covers seven 
categories, highlighting their level of disclosure.  This study illustrates that in the six-year period studied 
several changes in social reports are highlighted. The first major finding is that the number of performance 
indicators disclosed increases over time. We conclude that the bank has engaged in a process of continuing 
development in the information content of the social report performance indicator. 
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Abstract: By focusing on major Australian aid not-for-profits (NFPs) organizations, this study has found that the 
NFPs’ public disclosures lack appropriate coverage relating to anti-corruption measures. This is likely due to 
the failure of the NFP regulatory bodies to provide adequate oversight by disseminating mandatory reporting 
standards for the sector. The finding reminds us that we might experience similar problems to those in UK 
based NFPs in terms of addressing anti-corruption issues. The key lesson is that there is a need for significant 
improvement in the anti-corruption disclosure practices within the NFPs sector. 

Keywords: Not-for-profits; corruption; disclosure; regulation 

1. Introduction 

This paper reports the findings of an investigation which examined the anti-corruption disclosures made by a 
sample of major Not-for-profit (NFP) organizations in Australia. Recent initiatives by Australian Institute of 
Company Directors (AICD) (2014), the Australian Council for International Development (ACFID) (2014), and  
the Australian Charities and Not-For-Profits Commission (ACNC) (2015) combined with new legislative 
requirements associated with the establishment of the ACNC, have sought to promote greater transparency of 
NFPs across Australia. This paper examines the responses of a group of NFPs to such disclosure pressures 
relating to perceived disclosure expectations and makes some observations regarding the current policy 
settings associated with this area of reporting. 
 
Prior research focusing on NFP reporting and transparency concerned sustainability reporting (Maddocks, 
2011), broad accountability and associated reporting (Gurd, 2013 Flack and Ryan, 2003), and quality 
management and reporting as a response to pressures from funders (Morris and Ogden, 2011). While this 
prior research generally shows NFP organizations are subject to pressures from stakeholders wishing them to 
demonstrate accountability and discusses, to some extent, their response to these pressures, there remains a 
significant gap in the literature. By and large, the research has not yet investigated how NFP sector reporting 
entities or disclosures relating to accountability and transparency respond to these broader community 
expectations in Australia. Further, and germane to this paper, there is a complete lack of research 
documenting the extent to which NFPs report in relation to their anti-corruption transparency practices with 
respect to policy prescriptions in this area.   
 
There are number of sustainability reporting standards available which guide disclosures and accountability 
practices within NFPs both in the UK and Australia. For example, the UK Treasury’s (2010) guidelines for NFPs 
provide minimum requirements for producing sustainability reports (Maddocks, 2011). In Australia, along with 
sustainability reporting requirements, Australian bodies such as AICD, ACFID and ACNC provide good 
governance principles and ethical codes for NFPs which emphasise a level of transparency and accountability 
reporting.  Globally, in recent years, anti-corruption has become an important part of sustainability reporting 
practices (see GRI G4, https://www.globalreporting.org/reporting/g4/Pages/default.aspx). Whether relating to 
sustainability disclosures or anti-corruption disclosures, NFPs in Australia have historically been subject to a 
minimal level of scrutiny and external reporting (Gurd, 2013). While all of the available reporting guidance is 
largely voluntary, we echo the similar question put by Maddocks (2011, p. 158): “is this voluntary reporting 
guidance on anti-corruption enough to ensure that NFP organizations appropriately report or disclose?” In 
particular, we are interested to know whether regulatory attempts via voluntary codes and principles 
encourage NFPs sufficiently to report anti-corruption measures, as a part of their broader sustainability 
initiatives and related accountability. 
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This study examines 20 major Australian international aid NFP organizations’ disclosure practices via a content 
analysis of their annual reports, corporate social responsibility reports and websites. The study found that anti-
corruption disclosures made by the sample organizations were poor. Overall, this study shows that external 
voluntary codes or principles, as soft regulation, are not sufficient to ensure corporate transparency and 
accountability in relation to corruption within the NFP sector. The paper argues that whilst the adoption of 
anti-corruption disclosure practices might improve perceptions of improved accountability, such practices may 
have some deleterious effects upon the preparedness of members, supporters, volunteers and donors to 
participate. Therefore, reporting entities may be choosing not to report such things in order to ensure 
supporters retain confidence in the entity and, thus, continue to support it. 

2. Nature of NFP Corruption and Fraud in Australia  

Stakeholder concerns over fraud and corruption within the NFP sector in Australia have been raised in the past 
(ICAC, 2012; BDO, 2014). Every year the government of New South Wales (NSW) alone purchases billions of 
dollars worth of services from over 2,000 NFPs via more than 7,000 different agreements while the 
Commonwealth government purchases about $28 billion worth of services from the sector (Knight and 
Gilchrist, 2014, 2015; ICAC, 2012).  While the vast majority of NFPs and staff are dedicated to helping others, 
there is some evidence that a small number of NFPs can see government money as an opportunity for 
pursuing self-interest. Similar to every other sector of the economy, the potential behavioural problems 
engendered include: NFP staff using government monies and resources for their own benefit;, NFP 
management using funds to deliver a different service from the one contracted; collusion between 
government frontline staff and NFP staff leading to poor outcomes; and false reporting to government that 
services have been delivered when in fact they have not (ICAC, 2012). 
 
The extent to which such corrupt activities may be a problem in Australia is difficult to gauge. However, 
according to a survey report prepared by BDO Australia in 2014, 90% of a total of 436 respondents from 
Australia and New Zealand perceive fraud as a problem for the NPF sector. The report indicates that the sector 
is becoming increasingly aware of fraud threats and vulnerabilities.  The main factors contributing to fraud 
were reported to include breaches of trust, the overriding of internal controls and management ignoring the 
detrimental impacts of fraud (BDO, 2014).  
 
The impact of corruption or fraud on NFP organizations can be severe. It can result in reduced resourcing, 
reputational damage and, perhaps most insidiously, considerable pain to those who are supported by the 
sector and who are often the most vulnerable people in Australia. To limit the possibility that fraud or 
corruption can occur, continuous supervision, intensive internal control and adequate disclosure provisions are 
suggested by the existing NFP regulatory and industry bodies in Australia.  

3. Applied Good Governance and Anti-corruption Transparency Models 

Albrecht et al (2014) define corruption to include the illegitimate use of public power to gain preferential 
treatment perpetrated by public officials, company insiders or NFP executives. It includes: (1) bribery; (2) 
conflict of interest schemes; (3) economic distortion; and (4) illegal gratuities (Albrecht et al., 2014). 
Corruption can be a major barrier to the achievement of NFP organizational objectives. As a result, initiatives 
undertaken by major Australian industry and government bodies seek greater transparency in reporting by 
NFPs. In order to reduce the possibility of fraud and corruption, good Governance Principles and Guidance for 
NFPs published by AICD and ethical codes of conduct by ACFID, endorsed by the ACNC, have been introduced. 
This guidance and the principles are only voluntary but have been identified as effective measures to curb 
corruption and fraud via the increased application of transparency to ensure accountability relating to 
corruption within the NFPs sector. We examine these models here in order to describe the elements of the 
research framework we have used in the study itself. 

3.1 Good Governance Principles & Guidelines by AICD 

In 2013, AICD introduced its good governance principles and guidelines. Although these guidelines are 
considered by the AICD to be general guidelines and not specific rules, the body considers that adherence 
would greatly assist in maintaining good governance (AICD, 2013). The framework is broken down into ten 
principles. Importantly for this study, two principles focus on integrity, accountability and ethics. Further, the 
AICD’s (2013) Integrity and Accountability principles prescribe that a system needs to be in place to ensure 
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documentation of the flow of information so that there is transparency and accountability to external 
stakeholders. This ensures that the integrity of financial statements and other material information is safe-
guarded. AICD’s (2013) Ethics principles identify that the Board should regard itself as a leader which sets the 
ethical tone when undertaking its decision making responsibility. 
 
Prior research suggests that good governance practices, including ethical guidelines or disclosure practices, are 
effective in dealing with fraud (Greenlee et al., 2006; and Reddy et al., 2013).  In this respect, AICD’s (2013) 
Guidelines recommend that the board should shoulder the responsibility of overseeing the fraud issues. 

3.2 ACFID Code of conduct/ ACNC governance standards  

ACFID is the peak body of Australian NFPs which seeks to strengthen members’ collective impact against 
poverty by uniting Australia’s non-government aid and internationally focused NFPs (see 
http://www.acfid.asn.au). It devotes itself to support its members pursue the eradication of gross social 
inequality and extreme poverty around the world. Its objective is to provide leadership and co-ordination to 
the NFP overseas aid and development sector in Australia. In addition, it also seeks to represent and articulate 
the views and interests of its members (ACFID, 2014). The ACFID Code of Conduct (ACFID code) is a voluntary, 
self-regulated sector code of good practice that aims to improve international development outcomes and 
increase stakeholder trust by enhancing the transparency and accountability of signatory organizations. It was 
developed in 1997 and comprehensively revised in 2010. Recently the ACFID Council adopted some minor 
changes in the context of the establishment of the ACNC’s governance requirements 
(http://www.acfid.asn.au/code-of-conduct/code-of-conduct). 
 
The ACFID code is endorsed by the ACNC, the Commonwealth government agency responsible for, among 
other things, the supervision and regulation of the Australian NFP sector1. Because 97% of ACFID members are 
also registered charities with ACNC, the ACNC now recognises compliance with the ACFID code as being 
sufficient for their regulatory and supervisory purposes. In fact, the ACNC’s adoption of the ACFID code as 
standards for NFPs has been crucial in providing a framework for operating practices of relevant charities in 
Australia. In other words, if one complies with the ACFID code, then it will meet the ACNC governance 
standards. From that perspective the ACFID code is vital. 
 
Importantly for this paper, the ACFID code addresses concerns over corruption in the NFP international aid 
sector. ACFID code D.2.3 Anti-fraud and anti-corruption (ACFID, 2013) provides that: signatory organizations 
have obligations to minimise any risk of corruption, fraud or bribery within its governing body, in relation to 
paid staff, contractors, volunteers and partner organizations. The governing bodies of signatory organizations 
should ensure that their organizations articulate their attitude against any risk of corruption, fraud or bribery 
(ACFID, 2013).  They should provide internal and external processes in order to report fraud safely2 and the 
signatories should prohibit their staff from accepting inappropriate gifts (ACFID, 2013). After identifying any 
fraud, they should take appropriate action to correct wrongdoing (ACFID, 2013).  
 
Specific requirements within the ACFID code relating to fraud are likely to represent a sound response to both 
the threat and the requirement for transparency relating to fraud and corrution. The broader ACFID code also 
supports these specific prescriptions. For instance, C.1 Integrity in marketing and reporting requires signatories 
to provide accurate, accessible and timely information to stakeholders. While C.2 Annual reporting, prescribes 
that organizations should prepare their financial statements in accordance with the requirements of the code 
and provide significant disclosures pertaining to related party transactions as well as their impact. In addition, 
organizations should contain an audit report as a part of their financial report (ACFID, 2014). ACFID codes D.2 
Integrity and ethics and D.3 Governance requires member organizations to meet a range of obligations in order 
to further reduce the risk of fraud, corruption and bribery within the organization. Taken together, these 

1 We note here that the Australian charities sector is a subset of Australian NFP sector (See Knight and Gilchrist 2014) 

2 The issue of materiality here is also important but we do not propose to discuss it due to space constraints. See, Pilcher et al. (2013) for a 
discussion regarding qualitative materiality in the public sphere. 
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general and specific prescriptions describe the principles and processes an organization should adopt and 
increases the reliability and comparability of reported information. 

4. Anti-corruption Principles and Guidelines as Soft Regulation 

The codes of conduct and principles established by AICD and ACFID are considered to be soft regulations 
because there is no legal requirement for NFPs to meet them. Kuruvilla and Verma (2006) argue that, because 
of their voluntary nature, soft regulations are difficult to evaluate while violations of such regulations are 
easier. Soft regulation is commonly used in trying to control international corruption and bribery as, by 
definition, organizations operate across jurisdictions and do not often attain local government co-operation. 
Soft regulation can enable NFPs and the state to overlook the socially constructed beliefs, norms and rules of 
the community in which they operate.  
 
Soft regulation has developed out of the moral or normative aspirations of regulators which can be discussed 
through the lens of moral legitimacy. Suchman (1995) argues that moral legitimacy rests on judgments about 
whether an action is "the right thing to do". At its core, moral legitimacy reflects a pro-social logic that differs 
fundamentally from narrow self-interest (Suchman, 1995). As moral legitimacy rests on judgements, 
organizations can often achieve moral legitimacy by enunciating principled ideals (which are usually expected 
by the broader community)  rather than purely instrumental demands or requirements (Suchman, 1995).  
From a moral legitimacy perspective, soft regulations such as codes and principles initiated by Australian 
regulatory bodies for the NFP sector establish a need to provide a commitment to maintain high standards of 
public management, integrity and morality. The view is that if a NFP organization seeks to conform to the 
expectations of the broader community, it needs to adopt disclosure practices in line with the guidelines and 
principles set by bodies such as the AICD, ACFID and the ACNC.  

5. Research Methodology 

This paper documents the anti-corruption disclosure practices undertaken by  the 20 largest members  (based 
their revenue) out of the ninety four ACFID members as at December 2013 (ACFID, 2014).  While access to all 
publicly available and relevant documents and reports was made via the NFPs’ own websites, the lead author’s 
university has a Memorandum of Understanding with ACFID allowing it to access relevant data for research 
purposes. The annual reports, stand-alone sustainability reports and websites of each NFP organization for the 
year 2013/2014 were reviewed to identify and map disclosure practices related to corruption. Our sample 
appears in the Appendix. With confidentiality in mind, the organizations are referred to within the text by a 
coded number, the order of which does not reflect the order in which they appear in the Appendix. Based on 
national guidelines such as standards and codes provided within AICD, the ethical codes of conduct by ACFID, 
international guidelines, such as the United Nation Convention Against Corruption (UNCAC), and principles 
established by Transparency International (TI 2009), we developed the following nine specific disclosure items 
as a framework for analysing the annual reports: 
 

i. Board and management demonstrate visible and active commitment (via mission or vision statement 
to an anti-bribery/anti-corruption/anti-fraud policy and Program. 

ii. The NFP  has a clear policy of prohibiting its employees from soliciting, arranging or accepting bribes 
directly or through third parties intended for the employee’s benefit or that of the employee’s family, 
friends, associates or acquaintances 

iii. The NFP prohibits all forms of bribery/ corruption/fraud whether they take place directly or through 
third parties 

iv. Disclose the number of violations in relation to bribery/corruption fraud. 
v. Disclose the percentage/number of employees trained in the organization’s anti-corruption/anti-

fraud program and policies 
vi. The NFP has  no  “off the books” or secret accounts3  
vii. Disclose external assurance statement relating to anti-corruption/anti-fraud  management 

effectiveness 

3 Obviously, this is a difficult element to test for by its very nature.  
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viii. The NFP discloses that it has internal control systems, in particular accounting and record keeping 
practices and regular review and audit to provide assurance on their design, implementation and 
effectiveness of anti-corruption/anti-fraud program. 

ix. Disclosure of ethical codes of conducts as suggested by eternal body such as ACFID 
 
This study evaluated the presence or absence of disclosure in each of these categories via content analysis. 
Content analysis is a well-recognised, powerful tool in social science research (Krippendorff, 2013). It has been 
used in many prior studies (Ryan, Stanley & Morton, 2002; Adams and Frost 2007; Haque and Deegan 2010; 
Islam and McPhail 2011) and enables measurement of the quality of disclosure (Haque and Deegan 2010). Our 
approach is also consistent with Ryan, Stanley & Morton (2002) who looked at the quality of annual reporting 
by local governments in Queensland, Australia.  
 
The current annual reports and websites of the organizations were read and reviewed to document disclosures 
against the nine disclosure elements highlighted above. To corroborate the coding process, one of the co-
authors also used key search words including ‘accountability’; ‘values’; ‘fraud’; ‘corruption’; ‘bribe’, ‘bribery’; 
‘audit’; ‘assurance’; ‘policy’; ‘training’; ‘external auditor’; ‘internal control’ and ‘ethics’ to document disclosures 
for five organizations included in our sample.  
 
Like any other study relying on content analysis, the limitations of this study include the potential for not 
detecting anti-corruption disclosures. There is always a possibility that organizations may be complying with 
voluntary anti-corruption protocols without disclosing such compliance as disclosure is not legally mandated. 
These organizations might, therefore, appear in any such research as non-compliant.  

6. Findings 

Table 1 shows a summary of each of the nine Anti-corruption transparency disclosures made by major 
Australian NFP organizations. 
 
As shown in Table 1, fourteen out of twenty NFPs (70%) referred to the disclosure item (i) i.e. ‘Board and 
management demonstrate visible and active commitment (via mission or vision statement) to an anti-
bribery/anti-corruption/anti-fraud/transparency/integrity policy and Program’.  For example NFP G stated in 
its value statements that it was ‘Committed to using resources with transparency, accountability and integrity’.  
In relation to item (ii) ‘The NFP  has a clear policy of prohibiting its employees from soliciting, arranging or 
accepting bribes directly or through third parties intended for the employee’s benefit or that of the employee’s 
family, friends, associates or acquaintances’, only three out of twenty organizations (15%) addressed this issue. 
On its website, for example, NFP O stated that it has ‘zero tolerance in relation to fraud’. Surprisingly none of 
the organizations reviewed disclosed the issues in relation to item (iii) ‘The NFP prohibits all forms of bribery/ 
corruption/fraud whether they take place directly or through third parties’, item (iv) ‘Disclose the number of 
violations in relation to bribery/corruption fraud’ and item (vi). ‘The NFP has no “off the books” or secret 
accounts’. .  
 
In relation to item (v) ‘Discloses the percentage/number of employees trained in the organization’s anti-
corruption/anti-fraud program and policies’, only two organizations (10%) disclosed the item. NFP O alone 
demonstrated a strong focus on fraud in their induction program. In relation to item (vii) Disclose external 
assurance statement relating to anti-corruption/anti-fraud management effectiveness’, eight organizations 
(40%) disclosed the item directly or indirectly. NFP G included an affirming statement made by the external 
auditor; ‘nothing has come to our attention which would cause us to believe that the internal controls over 
income and donations by the association are not appropriate’. All other statements by external auditors in 
relation to possible corruption could be described as ‘non-committal’. In relation to item (viii) ‘NFP discloses 
that it  has internal control systems, in particular the accounting and record keeping practices, to regular 
review and audit to provide assurance on their design, implementation and effectiveness of anti-
corruption/anti-fraud program’, thirteen organizations (65%) included references to some type of internal 
control systems in the form of audit committees. Finally in relation to item (ix) ‘Disclose ethical codes of 
conducts as suggested by eternal body such as ACFID’, fifteen organizations disclose this item and seven of 
them specifically referred to their adherence to ACFIDs Code of Conduct. 
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Table1: Summary of Anti-corruption transparency disclosures by Australian NFP organizations  

NFP organization Code i ii iii iv v vi vii viii ix 

A No No No No No No 
 

No No 
 

Yes 

B Yes No No No No No No No 
 

Yes 

C Yes 
 

No 
 

No 
 

No 
 

No 
 

No 
 

No 
 

No 
 

Yes 

D 
 

No 
 

No 
 

No 
 

No 
 

No 
 

No 
 

Yes 
 

No 
 

No 

E 
 

Yes 
 

No 
 

No 
 

No 
 

No 
 

No 
 

No 
 

No 
 

Yes 

F 
 

No 
 

No 
 

No 
 

No 
 

No 
 

No 
 

Yes 
 

Yes 
 

Yes 

G Yes No No No No No Yes Yes No 
H No No No No No No Yes Yes No 

I Yes No No No No No No yes No 

J Yes No No No No No Yes Yes Yes 

K Yes No No No No No Yes Yes Yes 

L No No No No No No Yes Yes No 
M Yes Yes No No Yes No No No Yes 
N Yes Yes No No No No Yes Yes Yes 

O Yes Yes No No Yes No No Yes Yes 

P No No No No No No Yes Yes Yes 
Q Yes No No No No No No Yes Yes 
R Yes No No No No No No Yes Yes 
S Yes No No No No No No Yes Yes 

T 
 

Yes 
 

No 
 

No 
 

No 
 

No 
 

No 
 

No Yes 
 

Yes 
 
Three out of nine items (33%) were not disclosed by any organizations. That is, no organizations disclosed their 
dedication to prohibit all forms of fraud (iii), the number of violations in relation to corruption (iv) or in relation 
to secret accounts (vi).  Only three out of nine items (33%) were disclosed by more than ten organizations 
(50%). Very few organizations (two) disclosed information about having a clear fraud policy (item ii). To sum 
up, the information gleaned from this sample indicates that the coverage and focus on anti-corruption 
measures in terms of policy, training, violations and assurance are lacking. Further, NFPs appear to make little 
disclosure effort in order to demonstrate accountability to the wider community. Therefore, voluntary 
guidelines and principles appear to have less impact on anti-corruption transparency disclosures. Positive 
regulatory effort is necessary to make NFPs more transparent in relation to anti-corruption efforts 

7. Discussion  

This study found that NFP organizations’ anti-corruption disclosures are largely not in line with the institutional 
soft regulations described above. This finding is likely to have two major implications. First, such strategy by 
present NFP organizations could assist with making it more difficult for them to justify their actions and, 
therefore, to rationalise. The present non-disclosure strategy resulting in deviations between the expectations 
of stakeholders and organizational practices may create scepticism among donors who financially support 
these NFP organizations. We consider that these transparency disclosures will become increasingly essential as 
many donors are increasingly eager to know how efficiently grants and donations have been used and to 
ensure financial and other resources are appropriately and efficiently deployed.  
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As NFP organizations use donations to provide a variety of public services, from health care and education to 
poverty alleviation in developing nations, the existence of fraud, corruption and unethical behaviour is 
increasingly likely to severely damage their reputation and ultimately their achievements as donors are likely to 
become increasingly reluctant to continue their support. Morris and Ogden (2011) examined the challenges of, 
and responses to, pressures from funders undertaken by NFPs in Scotland for improved quality management 
within a NFP infrastructure network. They found that while the expectations of funders can be a catalyst for a 
more proactive and strategic approach to quality management, external pressure such as cynical responses do 
little to promote learning and improvement in the NFP sector. In our paper we examined the quality of 
transparency disclosures on anti-corruption and related accountabilities as a response to external pressures 
from external bodies that largely protect funders and the community’s interest. We found that organizational 
responses via disclosures are do not heed these growing community concerns despite the fact that there are 
increasingly severe fraud or corruption issues occurring in NFP organizations (Devaney and Tenenbaum, 2011; 
BDO, 2014) with the main factors contributing to fraud occurring being breaches in trust and the overriding of 
internal controls.  As we have seen above, in order to reduce the possibility of fraud and corruption, Good 
Governance Principles and Guidance by the regulatory bodies including ACFID and the AICD for NFP 
organizations have been introduced.  Transparency, accountability and disclosures have been an essential part 
of these prescriptions. If we consider that transparency disclosures are examples of ‘good governance’, based 
on our findings we argue that NFPs’ existing practices are not in line with the notion of ‘good governance’, or 
moral aspiration/legitimacy.  
 
Disclosure is one of the many tools used to control opportunities to commit bribery or corruption.  Other tools, 
such as a sound internal control system and the existence of an effective audit committee, need to be 
synchronised with the transparency disclosure provisions. There needs to be more research undertaken in 
order to understand how effective transparency and good governance can be established. Of the good 
governance guidelines, one specific governance guideline which targets corruption is culture and ethics where 
it focuses on improving the critical elements needed for reducing the level of corruption. These include 
creating a positive work environment, communicating expectations throughout the organization and having 
top management set the tone and appropriate behaviour for the whole organization (Albrecht et al., 2014). All 
of these need to be integrated within the reporting provisions for NFPs.  
 
Myint (2000) claims that improving accountability lessens the risks of corruption. If transparency disclosures 
are an essential part of the good governance system, this will likely increase accountability and reduce the 
opportunity for fraud and corruption as stakeholders and boards have their attention focused upon this issue. 
Gurd (2013) indicates that government can increase the regulatory impact by introducing regulatory 
requirements with legislative force rather than relying upon voluntary codes. To be fair, the Commonwealth 
has done this with the ACNC requirements. However these do not codify reporting requirements associated 
with corruption and fraud specifically but, rather, make general requirements.  
 
In the case of   Australian non-government schools, Gurd (2013) found that performance reporting 
requirements was mandated and that such reporting needed to be made available in several forms so that 
parents had ready access. At the same time, Commonwealth government was able to effect governance 
improvement because, if NGO schools wanted funding, they were required to become more transparent about 
what was achieved for the money received (Gurd, 2013).  Interestingly, Gurd (2013)  also found that, despite 
the reporting requirements within the NGO school, the reporting mechanism was relatively weak with schools 
reporting against their own strategic aims and only producing the data they wanted to (Gurd, 2013).  Our 
findings also echo Gurd’s (2013).  
 
When we examine the regulatory frameworks, we also need to bear in mind the weak influence of the current 
regulatory framework. The current guidelines might not be applied to all organizations within NFP sector 
because not all NFP organizations are the same and some NFPs will require more governance controls than 
others due to their nature and size. Therefore it should be up to the organization to tailor these governance 
guidelines so that it suits the organizational model in order to benefit from using this framework. Should the 
organization not adopt such principles, perhaps an explanation of why they did not implement the governance 
principle will be sufficient as for smaller NFPs having all good governance guidelines may be too costly to 
adopt. 
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8. Conclusion 

This study investigated anti-corruption transparency disclosures made by 20 major international aid NFP 
organizations based in Australia. This study reviewed the reporting practices of the NFPs via their annual 
reports, stand-alone sustainability reports and websites. We found that the number of organizations disclosing 
anti-corruption information under each of the 9 specific items remained low. This research suggests that the 
soft regulation initiated by industry association and regulatory bodies had low impact on NFPs’ disclosures. 
Organizations are reluctant to disclose their corruption records, anti-corruption policies and procedures they 
have in place to preserve transparency and good governance. Such behaviour contrasts with the notion of 
‘doing the right thing' by organizations. We argue that without mandatory anti-corruption disclosure 
regulations, Australian organizations will remain reluctant to present anti-corruption transparency and 
accountability to the wider community. 
 
As there are similarities between Australian NFPs and those in the UK in terms of government funding and 
meeting the national standards (Gurd, 2013), this finding has practical implications. It reminds us that we 
might experience similar problems to those in UK based NFPs in terms of addressing anti-corruption issues. But 
unlike Australia, the UK introduced the Bribery Act of 2010 which appears to have greater implication and one 
might be interested to see how UK NFPs run in the new regulatory environment. Overall, we have found there 
to be a need for significant improvement in the disclosure practices of NFPs in Australia in the context of fraud 
and corruption reporting practices. 
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Appendix: List of 20 International aid NFPs in Australia  

 
Action Aid 

ADRA 

Anglican Board of Mission Australia Ltd 

ASHM 

Australian Conservation Foundation 

Australian Red Cross 

Baptist World Aid Australia 

Caritus Australia 

CBM 

 ChildFund Australia 

Fred Hollow Foundation  

Médecins Sans Frontières Australia   

Oxfam Australia 

PLAN Australia  

Salvation Army 

RedR Australia 

Save the Children 

UNHCR Australia 

TEAR Australia 

World Wildlife Fund 

Note: as indicated within the text, to maintain anonymity NFPs  labels A-T within the text do not apply in the 
order in which the NFPs  appear in the appendix. 
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Abstract: The use of management accounting practices in mitigating companies’ carbon emissions and related 
risks could be a powerful tool in managing climate change issues. Prior research finds corporate environmental 
behaviour to be a function of stakeholder pressure, which makes a significant impact on organisational 
strategies and internal management practices relating to environmental issues. This study utilised Freeman’s 
(1984) propositions on stakeholder management and corporate strategies in attempting to comprehend the 
relationship among stakeholder pressure, companies’ climate change risk management strategies and 
management accounting practices. The interview evidence provided by 39 managers provided evidence that 
companies used different strategies in accordance with relative cooperative potential and the relative 
competitive threats posed by stakeholders in managing carbon emissions issues. This investigation provides 
insights into how stakeholder pressure on climate change issues influences companies’ climate change 
strategies and, in consequence, the use of management accounting practices.  
 
Keywords:  climate change; carbon emissions; management accounting; stakeholder pressure; strategies 

 

1. Introduction  
Climate change is one of the major strategic risks faced by modern corporations (Subramaniam et al., 2015). It 
has been reported that corporations globally generate about 70 per cent of total global emissions (CDP, 2013). 
Given this, governments around the world have attempted to drive organisational responses to climate change 
through the introduction of emission trading schemes with or without taxes, abatement and disclosure 
regulations.  

Stakeholder pressure has been identified as one of the most influential factors on organisational strategies and 
management practices (Alrazi et al. 2015). This may be due to the fact that organisations operate within a 
social framework of norms and values (Deegan 2014).  It is believed that the institutional environment makes a 
significant impact on organisational designs (Roberts and Greenwood, 1997) and the adoption of management 
practices (Carpenter and Feroz, 2001). In relation to organisational strategies, Freeman (1984) argued that 
corporate strategies needed to be assessed as functions of the relative cooperative potential and relative 
competitive threat posed by stakeholders.  It is believed that managers use different strategies in managing 
different stakeholder groups according to the stakeholders’ relative cooperative potential and relative 
competitive threats (Freeman 1994).  

During the period of 2007 to 2014 there were significant regulatory changes relating to carbon emissions 
management for Australian companies [i.e. The National Greenhouse and Energy Reporting Act (NGER) 2007 
and Carbon Tax]. These regulatory pressures should have an impact on climate change strategies and 
management control systems of Australian companies. On the other hand, greater awareness of climate 
change issues possessed by the public may pressurise companies to be environmentally responsible in 
conducting their business activities (Alrazi et al. 2015). It would be interesting and important to investigate 
how these external pressures influenced corporate strategies and internal management accounting practices 
in relation to emissions management of Australian companies.   

Previous studies that examined the role of management accounting in enhancing environmental performance 
have found that management accounting could play a significant role in mitigating risks associated with 
climate change (Burritt et al. 2011;Contrafatto and Burns 2013). Therefore, the benefits that companies could 
gain from using management accounting practices in managing risks associated with climate change appears 
significant. The objective of current study is to gain some understanding of the implications of stakeholder 
pressure on climate change strategies and the use of management accounting practices of Australian large 
companies. This aim leads to the following two research questions: (1) How does stakeholder pressure on 
climate change issues impact on risk management strategies within Australian companies be they High Carbon 
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Intensive or Low Carbon Intensive? (ii) What are the implications of climate change risk management 
strategies on the implementation and use of management accounting practices within these companies?. The 
current study considers Freeman’s (1984) stakeholder strategic formulation model as the conceptual 
underpinning to provide a comprehensive understanding of how companies respond to pressure exerted by 
stakeholders on climate change issues.   

The remainder of the paper is structured as follows: Section 2 reviews the relevant literature and builds the 
theoretical foundation for the study. Section 3 describes the sample, data and research methods. Section 4 
present the findings and discussion of the study.  The last section offers conclusions. 

2. Relevant Literature and Theoretical Framework 

2.1 Overview of Relevant Literature  

Studies that examine the benefits that companies could gain from implementation of management accounting 
practices in environmental performance found that those practices facilitate enhancement of companies’ 
environmental performance (Perez et al., 2007; Henri and Journeault, 2008). Hoffman (2007) found that 
strategic planning, target setting, measurement of carbon emissions and, evaluation of emissions performance 
are essential aspects of an effective climate change management system. Hoffman (2007) stated the main 
motivational factors that drive companies’ actions on climate change issues comprise the potential benefits for 
cost reductions, reputational benefits and the discharge of social responsibility. Epstein and Buhovac (2014) 
classified environmental and social risk into four broader categories: strategic risk, operational risk, reporting 
risk and compliance risk. There is mounting evidence to suggest that increasing concern among salient 
corporate stakeholders over climate change issues creates demand for companies to address or plan to 
address the challenges associated with climate change (Rankin et al 2011; Solomon, et al. 2011;Subramaniam 
et al. 2015).  

It is inevitable that there is a tendency for managers to identify and prioritise the demands of their most 
influential stakeholders (Agle et al., 1999). The way that companies respond to different stakeholders depends 
upon the “power” exerted by each stakeholder group (Mitchell et al., 1997; Deegan and Blomquist, 2006). 
Based on resource dependence theory, Ullmann (1985) argued that the power of a stakeholder group depends 
upon the amount of control that group has over a company’s resource requirements. The more dependent a 
company is on a stakeholder group for its critical resources, the greater the extent to which that stakeholder 
group can influence that company’s actions (Salancik and Pfeffer, 1978). Therefore, managers pay more 
attention to the demands of stakeholder groups that control resources critical to the survival of a company. 
Thus, a positive relationship between stakeholder power and strategic posture of a company can be identified 
(Ullmann 1985). For example, Wahyuni and Ratnatunga (2015) found that regulatory pressure and the 
increased carbon-consciousness from stakeholders had direct influence on the formulation of carbon 
strategies of companies.  

In considering corporate actions in relation to environmental issues, prior studies found that industry 
membership was an essential factor associated with companies’ environmental activities (Hrasky 2012; 
Wahyuni and Ratnatunga 2015). Hrasky (2012) observed that the disclosures by companies in more carbon 
intensive sectors have shifted from symbolic disclosure strategies towards moral legitimacy strategies 
grounded by substantive actions. Disclosures by companies in less carbon intensive sectors appear to exhibit a 
symbolic disclosure strategy. Therefore, the current study expected to investigate whether Australian 
companies in the High Carbon Intensive (HCI) sector use strategies in a different manner from firms in the Low 
Carbon Intensive (LCI) sector and whether such differences were reflected in the use of management 
accounting practices in mitigating carbon emissions risk. HCI sector includes companies in the utilities; 
chemicals; construction materials; oil, gas, and consumable fuels; metals and mining; and transportation 
industries. LCI sector includes companies in the industries such as the property; food and beverage; finance; 
pharmaceutical wholesalers; media providers; and telecommunication service providers. 

The Australian government has implemented the NGER Act in 2007. The Act requires high emitters to report 
their carbon dioxide emission volumes to government, with subsequent release to the public of these 
numbers. In 2012, a fixed price carbon tax was implemented with plans to proceed subsequently to an 
emissions trading scheme by 2015. In July 2014, the carbon tax was repealed after a change of government. As 
such, during the period of this study (December 2012 to June 2013) companies operating in Australia expected 
tighter regulations on their activities having direct consequences for the environment than had been the case 
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previously. Thus, the Australian context provides a rich source of insights into understanding companies’ 
actions on emissions management in response to high regulatory pressure. In this regard, the study draws 
upon from Freeman (1984) in formulating strategies for stakeholder management to guide the investigation. 
The theoretical background is discussed below. 

2.2 Theoretical Background 

The basic premise of stakeholder theory is that the firm’s success depends upon the successful management of 
its relationships with stakeholders (Freeman, 1984). In this respect, the conventional view that the success of 
the firm is dependent solely upon maximizing shareholders’ wealth is not sufficient, because the entity is 
perceived to be a nexus of explicit and implicit contracts between the firm and its various stakeholders (Jensen 
and Meckling 1976; Islam and Deegan 2008; Hrasky 2012). In relation to strategic posture, Freeman (1984) 
argued that corporate strategies needed to be assessed as  functions of stakeholders’ relative cooperative 
potential and relative threats. Relative cooperative potential is assessed based on a particular stakeholder 
group’s ability to help the company in achieving its objectives. Conversely, the relative threat of a particular 
stakeholder group is assessed based on that particular stakeholder group’s ability to prevent the company 
from achieving its objectives. As explained by Freeman (1984), company managers use different strategies in 
managing different stakeholder groups. The particular strategy that managers use depended on the 
stakeholder groups’ ability to influence corporate actions.  

Swing stakeholders constituted the group which has the highest influence in relation to their cooperation and 
threat potential while Hold stakeholders constituted the group with the lowest threat and cooperation 
potential (Freeman, 1984). Offensive stakeholders can support a great deal in achieving organizational 
objectives, but pose little relative threat while Defensive stakeholders provided low cooperative potential, but 
possessed high threat potential (Freeman, 1984). Freeman (1994) claimed that managers use different 
strategies to manage different stakeholder groups. In managing the most important and powerful stakeholder 
group - Swing stakeholders - managers used strategies to ensure that they were able to have a strong 
collaboration with these stakeholders. As such, managers were likely to adopt strategies that attempted to 
“change the rules of the game”. On the other hand, the Hold stakeholder group, having the lowest cooperation 
and threat potential, was managed with strategies that “hold” the companies’ current strategic position.  
Offensive stakeholders, who pose relatively little threat but have the potential to help a great deal in achieving 
organizational objectives, are managed by using “exploit” strategies. Conversely, in managing defensive 
stakeholders, managers used “defensive” strategies that encouraged stakeholders to see things more 
positively. Figure 1 shows some possible strategies suggested by Freeman (1984) for each of the stakeholder 
groups.   

Figure 1:  Generic Stakeholder Strategies 

      Source: Developed from Freeman (1984), Exhibit 5.5 Generic Stakeholder Strategies, p.143

Freeman’s (1984) strategic formulation has been employed by many studies to investigate the relationship 
among strategic formulation, environmental performance and stakeholder pressure (Meznar et al. 1991; 
Buysse and Verbeke, 2003; Elijido–Ten 2011).  Moreover, Meznar et al. (1991) emphasised that “Freeman's use 
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of the stakeholder model has been useful in shedding light on the groups to be seriously considered in 
enterprise strategy (p.47). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2 illustrated the conceptual framework developed for the current study. Arising from the literature 
review, four factors such as (i) regulatory compliance; (ii) cost; (iii) reputation; and (iv) discharge of social 
responsibility are considered as main influence factors that drive emissions management actions of 
companies. Thereby, the current study investigates how managers perceive these four factors in relation to 
climate change actions of companies. Additionally, to extend our understanding of the relationship between 
stakeholder management and managerial actions on emissions management, the study utilises Freeman 
(1984). Thus, the study seeks to enhance our understanding of why companies prioritise some stakeholders’ 
demands over others and to propose possible explanations for different carbon emissions management 
strategies. 

3. Sample, Data and Research Method 
From December 2012 to June 2013, semi-structured interviews were conducted with 39 executives involved 
directly in carbon emissions management activities.  Australia’s largest listed companies were represented, 
with nine companies (18 interviews) from the HCI sector and nine companies (21 interviews) from the LCI 
sector. The average interview length was 40 minutes and ranged between 25 to 50 minutes. The coding 
scheme used to identify the quotations provided as evidence to test the predictions noted the carbon 
intensity category of the company and the professional background of the interviewee as per Table 1. 
Interviews were numbered from 1 for each sector. 

 

 

 

 

 

 

 

 

 

 

 

Figure 2:  Stakeholder pressure, strategies and use of management accounting 
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Table 1 

Interviewee Demographics (N=39) 

Professional 
Qualifications 

Coding Low Carbon Intensive 
Sector Companies(HCI) 

Carbon Intensive 
Sector Companies 

(LCI) 

Number of 
Interviewees 

Accounting  A 
 

3 5 8  

Environmental 
Sustainability  

S 6 3 9  

Engineering  E 
 

4 9 13 

Other  O 
 

8 1  9 

Total   21  
 

18  
 

39 

 

4. Findings and Discussion  

4.1 Strategic Approach and Use of Management Accounting practices  

The analysis of interview data evident that the introduction of the Carbon Tax was the most influential factor 
that forced CI sector companies to take actions on emissions management.  

“…there’s a carbon price - or a Carbon Tax - being put in place, and the threat is our operating 
costs will increase, and we won't be able to pass that cost on through to our customers, and, 
therefore, our earnings suffer as a result”. [HCI(A)9] 

In addition, the increase in electricity and energy prices as a result of the Carbon Tax was also seen as another 
influential factor that brought cost threat to HCI sector companies.   

 “But the cost impetus of the cost of energy has certainly pushed us to try and reduce that 
energy/carbon footprint, because, well, energy prices have been going up”. [HCI(S)4] 

It clearly indicative that the Australian government used the carbon tax as a mechanism to influence HCI sector 
companies to act upon the government’s wishes. Thus, in line with Freeman (1984) categorisation of 
stakeholders, Australian government can be identified as a Swing stakeholder with high influence in relation to 
their cooperation and threat potential to HCI sector companies.  

Conversely, the Government does not appear to be as salient to LCI sector companies as it is to HCI sector 
firms with reference to carbon emissions issues. For example, even though there were some regulatory 
reporting obligations under the NGER and EEO Acts, LCI sector companies did not see these as threats. 

“So it's [regulatory reporting requirements] not too much of a concern at the moment.  I mean 
the main problem I do with the regulatory environment is just the time spent in 
reporting.”[LCII(E)18] 

Even though the carbon tax may not have affected LCI sector companies directly, these firms were affected 
indirectly through increased energy prices, driving some to monitor their energy consumption closely.  

“in terms of rising [energy] cost…. we're just going through a process now - kicking off in about 
a week and a half - where we'll use our finance team to help develop all the ROI and NPV 
calculations associated with each of the opportunities in relation to energy - potential 
opportunities in relation to energy reduction.”[LCI(O)11]  

Based on an analysis of the interview information provided by the LCI sector representatives, it is clear that, 
although the government had some influence, it did not enforce the same level of pressure over LCI sector 
companies as HCI sector companies in managing emissions. It could therefore be argued that the government 
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was seen by LCI sector managers as a “offensive” stakeholder (i.e. relatively little threat but had the potential 
to help a great deal in achieving organizational objectives). 

For LCI sector companies communities seem to be a salient stakeholder group, as they could exert reputational 
pressure to threaten a company’s legitimacy. As one interviewee explained:  

“We identified that with greater community concern around the issue of climate change that 
there were risks of negative brand perception for companies who were not seen to be proactive in 
relation to climate change and their emissions.  So that's part of the reason to put in place 
emission reduction targets and to also move ultimately, as the group did from last year, to carbon 
neutrality”. [LCIF(O)1] 

Although communities have an influence on legitimacy, they do not possess the same power held by the 
government over HCI sector companies.  For instance, communities cannot exert the same financial pressure 
as government in the form of taxes and sanctions. Therefore, it could be argued that communities act as an 
“offensive” stakeholder group that can help a great deal in achieving companies’ objectives but pose little 
relative threat (Freeman, 1984). Interestingly, no HCI sector company representative perceived community 
concern as a driver to use accounting practices in emissions management. This may be due to the fact that HCI 
sector companies had already been driven by regulatory requirements to use accounting practices and, 
therefore, incremental community pressure was not needed. 

As explained earlier, the government, being a swing stakeholder, brought direct financial threats to HCI sector 
companies. It is argued that when the political cost of government intervention for companies through fines 
and taxes is high, management is likely to attempt to minimize such political costs by altering its investment or 
production decisions (Watts and Zimmerman 1978). In line with the above argument, Roberts (1992) found 
that a higher level of perceived government influence on companies’ actions lead to greater effort by 
management to meet the expectations of government. These assertions were clearly visible from the following 
explanation from one HCI sector company that indicates how government intervention influenced companies 
to change their internal business processes: 

“The carbon price is a good driver for our company to look to focus resources on reductions in 
emissions because while there is the ability to do it, the company hasn't focused on it to the 
extent that it has since there's been a dollar value attached to it.”. [HCI(S)7] 

Based on the information provided by executives, it could be argued that due to high government intervention 
in the HCI sector in terms of carbon reporting requirements and the Carbon Tax, greater effort is expected 
from HCI sector companies to organize their business activities to minimize or avoid these political costs.   

On the other hand, the potential for the government to cooperate is high through the provision of financial 
incentives to induce low energy investment. For example, the Energy Efficiency Program (EEP) is run by Low 
Carbon Australia on behalf of the Australian Government. EEP provides financial assistance for Australian 
companies to invest in energy efficiency projects (Low Carbon Australia Annual Report 2012).As such, HCI 
sector managers see the government as a stakeholder possessing high potential to cooperate while having an 
equally high potential to threaten their firms’ stability. Therefore, in line with Freeman’s (1984) model, it is 
evident that the HCI sector representatives’ responses resemble an attempt to “change the rules of the game” 
by changing their internal and external management practices. For example, the following explanation provide 
evidence on how companies responded positively and acted upon the government’s wishes to reduce carbon 
emissions: 

“I think it's (Carbon Tax) has accelerated projects, which have a large impact or a large carbon 
reduction. I think it's certainly accelerated that, because it's brought those in line with a lot of 
companies' payback periods and financial hurdles.”[HCI(E) 12] 

In supporting their strategy to reduce emissions (i.e. to achieve companies’ objective of reducing energy cost 
and satisfying government objective of emissions reduction), it is seen that the HCI sector companies use 
management accounting practices as a decision support system to facilitate their climate change strategies. 
For example, setting targets on emissions management, emissions measurements and provision of energy 
reduction incentives by HCI sector companies appeared to have been adopted mainly in order to facilitate 
effective implementation of their climate change strategies, as reflected in the following quotes.   
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“The history of the manufacturing operations is very energy intensive. So managing energy 
use, energy consumption, has been a key focus of the business since it started ... In terms of 
managing carbon…  [they] weren’t fully captured before; only since Carbon Tax comes in”. 
[HCI(E)8] 

It was also seen that some HCI sector companies were planning to implement incentive schemes in response 
to regulatory requirements. 

“I will have a target around reducing greenhouse gases and also some targets around meeting 
legislation.  If I hit all those targets then I will achieve a financial bonus at the end of the year”. 
[HCI(S)7] 

However, none of the sample companies had emissions reduction incentives in place. Instead, they used 
incentives for energy efficiency, which they believed influenced carbon emissions management indirectly.  

 “We don't [have] separate carbon emissions [incentives] because over 90 per cent of our 
emissions come from gas and then we have emissions associated with diesel, electricity. It 
comes back to work the people have done to save energy. It's the same for us as work to save 
emissions and also I think politically, across the globe, people understand and there's no - 
what's the word - there's no political commentary attached to saving energy. There can be 
some political commentary attached to saving greenhouse gas. What we're after is the result; 
however we get there.” [HCI(A)6] 

This use of various management accounting practices, such as planning and target setting, measurements and 
performance evaluation, could be interpreted as a risk management exercise used to “change the rules of the 
game”  in order to better manage both financial and compliance risks imposed by the Government.  

Conversely, reputational pressure exerted by communities seemed to be the main motivational factor, which 
encouraged LCI sector companies to use accounting practices in emissions management. However, 
communities lack the power to exert significant financial pressure on companies given the significant costs in 
organizing collective action against companies. It seemed that LCI sector managers see communities as a group 
with relatively low threat potential (i.e. in terms of financial threat), but with high relative cooperative 
potential; that is, an offensive stakeholder.  

Consequently, LCI sector companies used “exploit” strategies to manage the pressure exerted by communities. 
It was observed that some LCI sector companies used accounting practices as a “guise” to portray their 
proactive strategies for carbon emissions management to create or maintain a good image. For example, as 
captured by the following explanation, carbon emission target setting was motivated primarily by the desire to 
enhance reputation.  

“I guess to give us something operational to aim for… It's something to talk to our customers 
about; it's something to talk to our shareholders about.  It's more of a PR thing… obviously 
we're reducing our emissions where possible, so the targets probably aren't going to change 
that…” [LCI(E)14] 

It is also evident from interviews with financial sector representatives that emissions measurement and 
external reporting were used to manage reputational risk.  

 “…reporting to Carbon Disclosure Project and Dow Jones Sustainability Index…  a large 
component of those surveys is talking about your approach to measuring and managing your 
emissions. I think it's - to be seen not to be doing otherwise, it probably a bigger threat, than 
to be doing it”. [LCIF(O) 4]  

This may be because the financial pressure exerted on financial sector companies by increased energy prices 
induced by the carbon tax may not be as significant as for other LCI firms, such as retailers. These symbolic 
behaviors by financial sector companies resonate with findings from previous studies, which examined 
environmental accounting (Hrasky 2012). As explained by Owen et al. (1997), stakeholder exploitation could 
be minimized by empowering stakeholders to engage with more participatory forms of corporate governance.  

Here again, it is seen that LCI sector managers do not perceive the government as a stakeholder with relatively 
high cooperative or threat potential in relation to emissions management. However, the increase in energy 
prices resulting from government action put pressure on some LCI sector companies to take action on 
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managing energy costs, particularly retailers. It is clear that the financial threat resulting from energy price 
increases persuaded some LCI sector companies to use accounting practices to gain a clear understanding of 
their energy costs and how these costs could be managed effectively.  

“We have almost finished a very structured detailed plan…- specifically in relation to energy - 
about how to manage energy across the organization better, which would be the introduction of 
some measures and some active tracking against the measures…”[LCI(O)15] 

In that context, it can be said that some LCI sector managers used accounting practices not merely to portray 
their proactive stance, but also to monitor in order to take corrective actions in managing energy costs. Thus, 
consistent with Freeman’s model (1984), it appears that some LCI sector companies chose the “hold” strategy 
as a means to control the issue of increasing energy costs rather than attempting to “change the rules of the 
game”. In this manner, some LCI sector companies used management accounting practices as facilitators to 
support successful achievement of energy cost management strategies.  

 “The company is a lot closer to its power charges, forecasting, usage and measurements than it 
ever has been in the past. As energy is a large cost component to the company it becomes a far 
greater focus. Using the management accounting system and tools at our disposal it enables 
the company to understand its cost structures better and try and minimize it.” [LCI(A)13] 

On the other hand, it was evident that like HCI sector firms, the LCI sector companies used energy incentives to 
encourage employees to reduce energy consumption and enhance other environmental friendly actions. The 
reason for using energy incentives instead of emissions reduction incentives was explained by one LCI sector 
representative as follows:    

“… if I were to call it a carbon emissions management [incentive scheme], no, because they 
wouldn't get it.  If I were to say this is an energy - or reducing energy, increased recycling, 
reduced gas emissions - they would get it, because it's more hands on.” [LCI(E)1]  

In summary, it was observed that even though climate change risks influenced companies to use accounting 
practices for emissions management, the way in which companies utilized these practices was dependent on 
the carbon emissions management strategies that are adopted, which in turn is driven by companies’ 
responses to the demands of their salient stakeholders. Irrespective of whether it was motivated by 
regulatory, financial or reputational pressure, it was clearly evident that, consistent with O’Dwyer’s (2003) 
findings, organizational actions were driven primarily by the “business case” for protecting their economic 
interests.  

Figure 3 depicts the connections between the action drivers, use of management accounting and the outcome 
of the use of such practices as discussed in the paper. 
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5. Concluding Remarks 
Drawing from the propositions and arguments developed Freeman (1984) under stakeholder management, 
this study attempted to enhance our understanding of the reasons behind the different strategic approaches 
adopted by LCI and HCI sector companies and their implication on the use of management accounting 
practices in managing carbon emissions and the associated risks. By acknowledging the different motives 
behind the use of management accounting practices between the two sectors, deep insights were unraveled in 
considering the factors that drive companies’ climate change actions. The study was conducted at a time when 
an important piece of regulation on climate change risk (i.e. the Carbon Tax) was implemented in Australia. 
This environment provided an ideal setting to investigate how stakeholder pressure influence strategic 
formulation and use of management accounting practices.  

 

 

 

 

 

     

 

 

Figure 3:  Stakeholder pressure, strategies and use of management accounting 
i

Driver Strategy  Use of Management 
Accounting Practices 

Outcome Carbon 
Intensity 
Sector 

H
igh Carbon Intensive (H

CI) 
 

Low
 Carbon Intensive (LCI) 

 

Regulatory Risk- 
Reporting Obligation 
through NGER & EEO 
Acts    
Financial Risk- through 
Carbon Tax  

 
Australian Government   
(Swing stakeholder) 

Reputational Risk 

Community 
(Offensive stakeholder group) 

  
Financial Risk- through 
Increase in energy prices  

 
Regulatory Risk- 
Reporting Obligation 
through NGER & EEO Acts   

Australian Government 
(Offensive stakeholder) 

 

Change the 
Rules of the 

Game 

Exploit 

Hold 

 
 
 
 
Planning & 
Target setting 
 
 
 
 
Performance 
Measuring 
 
   
 
 
 
 Incentivisation 
       

As decision 
support 
system to 
manage 
financial and 
compliance 
risk

 

As decision 
support system 
to manage 
financial risk  

As a guise to 
portray proactive 
stance to 
mitigate 
reputational risk 

To fulfil NGER 
reporting 
obligations  

 

 

64



 

Jayanthi Kumarasiri 

The analysis showed that the main drivers for sample companies to start measuring, target setting, and 
reporting on carbon emissions were regulatory reporting requirements, enforcement of a carbon tax and the 
need for reputational risk management. It was evident that companies’ use of accounting practices was 
brought about by the increasing risks associated with carbon emissions issues. It was also found that the 
motives behind the use of management accounting by the two carbon intensity sectors were different, 
depending on the climate change risks encountered. For example, it was evident that the HCI sector uses 
accounting practices mainly in managing financial and regulatory risks, whereas for LCI sector companies it is 
driven mainly by the necessity to manage both reputational and financial risks. 

This study contributes to the body of literature in two main ways. First, it provides insights into how climate 
change strategies influence management accounting use, not only through its presence but also through how 
it is mobilized by corporate strategic decision-makers in managing their stakeholders’ demands. In considering 
the way in which accounting is used, it is revealed that some LCI sector companies used accounting practices 
symbolically for the sake of portraying a proactive image. As emphasized previously, this misuse of accounting 
practices to manage stakeholders is not only disadvantageous to the broader community but also to 
companies’ internal decision processes. The lack of power held by stakeholders could provide opportunities for 
companies to exploit their stakeholders (Owen et al. 1997). Empowering stakeholders to influence better 
corporate governance could minimize such exploitation.  

Second, the findings of the current study will enhance our understanding of whether management accounting 
is used and how it has been used by the companies in managing climate change risks. There has been 
considerable empirical research on how companies’ respond to climate change issues. However, the empirical 
research that looks into how management accounting is used as a tool in managing risk associated with 
climate change issues is limited.  The study contributes to existing research on climate change and broader 
management accounting research in gaining some insights into how climate change risks influence 
management accounting use, and how it is used by corporate strategic decision-makers in managing such 
risks.  

Finally, it is evident from the interviews that managers use emissions data for internal decision making only 
after they saw a financial risk coming from the Carbon Tax. Therefore, it is a responsibility of the current 
government to fill the climate change policy vacuum created by the withdrawal of Carbon Tax and introduce 
effective legislation that could drive climate change actions by companies.  Without these types of 
intervention, the emergence of effective self-motivated actions by companies in emission management is 
questionable.  
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Abstract: This paper is devoted to test the relevancy of hedging (a linguistic phenomenon) to corporate social 
disclosure. The analysed materials are the corporate social responsibility (CSR) reports disclosed by Foxconn. 
The study then used legitimacy theory to interpret the changes in linguistic hedging identified in CSR reports. 
The overall results are mixed, suggesting that more studies on linguistic hedging and preparation of social 
responsibility reports are needed.  
 
Keywords: corporate social disclosure, hedging, labour practice.     

1. Introduction 
In the extant corporate social disclosure (CSD) literature, much research uses content analysis method (e.g. 
Patten 1991, 1992; Deegan and Rankin 1996; Deegan, Rankin, and Voght 2000; Cho and Patten 2007; Islam 
and Deegan 2010). In particular, the predominant form used in CSD studies is quantitative content analysis 
which, according to Beattie (2014, p. 114), “entails the transformation of text into numbers and offers a 
summary description of the text which can subsequently be related to other numbers (representing 
determinants or consequences)”. As a key method adopted in the research on social disclosure, the 
quantitative content analysis is defined as: “assigning content to specific categories and counting frequencies 
with the aim of describing the manifest content” (Bos and Tarnai 1999, p. 662). But this method has its own 
limitation (Guthrie, Petty, Yongvanich, & Ricceri, 2004) that encourages accounting researchers to welcome 
complementary methods such as linguistic hedging (Beattie, 2014).  
 
Beattie (2014) encourages the use of linguistic knowledge in analysing accounting narratives, and specifically 
mentions the potentials of linguistic hedging in delivering additional insights. As a phenomenon identified by 
linguists, hedging is defined as “the expression of tentativeness and possibility” (Hyland 1996, p. 433). As a 
response to the proposal mentioned by Beattie (2014), this paper looks into how linguistic hedging is used in 
the corporate social responsibility reports disclosed by Foxconn, which is an international IT hardware 
manufacturer comes from Taiwan yet operates in China. The time period selected in this paper is a crisis 
period for the organisational legitimacy of Foxconn, a period expected to observe some changes in disclosure 
practice. The primary objective of this attempt is to check to what extent linguistic hedging is relevant to social 
disclosure made by Foxconn. The literature and the theory about CSD are discussed in the next section. The 
issues around linguistic hedging are discussed in the section 3. Detailed information about Foxconn and its 
legitimacy crisis can be found in the section 4. Section 5 presents the research method. Section 6 presents the 
results of the analysis, with concluding comments in Section 7.  

2. Prior Research on CSD Made in Pre-and Post-Legitimacy Crisis 
As one of several popular theories used in CSD studies, the legitimacy theory has been used to interpret the 
changes in disclosure practice. The case of Foxconn during the period between 2010 and 2011 is a good 
example that a firm faces a legitimacy crisis. Because the primary goal of this paper is to “put” linguistic 
hedging on the field, a comprehensive review on the social disclosure papers and a detailed explanation on the 
legitimacy theory are not in the priority list. However, a basic understanding that how firms react to legitimacy 
crisis in theory is necessary to clarify how to interpret the roles played by linguistic hedgers in corporate social 
responsibility reports.  
 
Because legitimacy is a resource (O’Donovan, 2002; Suchman, 1995), when the legitimacy of a firm is perceived 
to be damaged (the appearance of legitimacy crisis) because of any strikes, which can be indicated by a rise of 
criticisms on mass media specifically targeting at the firm (Brown & Deegan, 1998), its managers are expected 
to take actions to repair its organizational legitimacy. Logically, the study on social disclosure can use the 
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occurrence of strikes on organizational legitimacy, for example, environmental damages due to corporate 
actions or lack of appropriate actions, as a chance to observe the corresponding changes in social disclosure, 
using the legitimacy theory to interpret these changes in disclosure practice. 
 
Regarding the empirical studies in the literature, the papers of negative event study largely select some high-
profiled environmental damages as background and use conventional quantitative content analysis to assess 
corporate disclosure, such as annual reports and other forms of reports. Their findings are consistent with the 
theoretical deduction: in the timeline, the happening of negative events attributed to firms precedes that the 
firms responsible for these damages disclose more information about improvements in their own 
environmental performance. As a pioneer in the negative event study, Patten (1992) measured the changes in 
social disclosure made by firms responsible for the Alaskan oil spill event and used the legitimacy theory to 
interpret the changes. Patten’s study confirmed a statistically significant relationship between the involvement 
in negative event and the amount of disclosure. Later, Deegan, et al. (2000) conducted a similar test, but on a 
larger scale: five high-profiled environmental accidents are selected as the foci, and Australian public firms in 
sectors that are related to these accidents are used as the subjects of analysis. The results confirm that the 
effects of these negative events on the corporate social disclosure are statistically significant. Thus, the studies 
focusing on legitimacy crisis, such as Patten (1991, 1992) and Deegan, et al. (2000), are usually based on 
unexpected shock events, such as the Exxon Valdez oil spill in 1989 and the Moura Mine disaster in 
Queensland. The unpredictable nature of these events ensures that the legitimacy crisis study is closer to a 
stimulus- response scenario: the publicity of a negative event, for example, pollution in open water due to 
corporate negligence in oil tank safety inspection, will spur the relevant firm to repair its damaged legitimacy. 
Although the probable reactions are many, Deegan (2002) considers that the corresponding disclosure is 
necessary, because the disclosure helps inform the society that the previous irresponsible actions have been 
corrected so that the society may again confer legitimacy upon the firm. 

3. The Linguistic Hedging 
Since this study primarily aims to introduce a new theory into the research on social disclosure, a detailed 
explanation on linguistic hedging is necessary. Although as a linguistic phenomenon it has been discussed in 
almost four decades, more efforts on this topic are still required (Taweel, Saidat, Hussein, & Saidat, 2011). 
Some linguists, such as Hyland (1994, 1996), Clemen (1997), Crompton (1997, 1998), Schröder and Zimmer 
(1997), Varttala (1999), , Taweel, et al. (2011), and Resche (2015), have examined linguistic 
hedging. This phenomenon will be explained from three aspects: definition, function and measurement. 

3.1 Definitions: Hedging and Hedges 

Hedges are the tools of hedging. In the early days, hedges were once defined as: “lexical units whose job is to 
make things fuzzier or less fuzzy” (Lakoff in Clemen 1997: 235). Crompton (1997, p. 281) proposed a more 
comprehensive definition of hedge: “an item of language which a speaker uses to explicitly qualify his/her lack 
of commitment to the truth of a proposition he/she utters”. This new opinion effectively enlarges the scope of 
hedges, from only words (e.g. may, possible, and would) to other linguistic phenomena (e.g. passive voice). 
This definition of hedges is also closely related to how to determine whether a proposition is hedged: “can the 
propositions be restated in such a way that it is not changed but that the author’s commitment to it is greater 
than at present? If ‘yes’, the proposition is hedged” (Crompton 1997, p. 282). In a more recent paper, 

hedges as: “mitigating devices which tone down utterances and 
statements reduce the riskiness of what one says and mitigating what might……seem too forceful”.  
 
In terms of the linguistic hedging, Schröder and Zimmer (1997, p. 249) defined hedging: “the strategies of 
using linguistic means as hedges in a certain context for specific communicative purpose, such as politeness, 
vagueness, mitigation”. Moreover, Lauri
hedging: “mitigation; avoidance of unnecessary risks; considering a possible objection; avoidance of absolute 
statements; striving for vagueness; expression of uncertainty, doubt, scepticism and open-mindness; 
expression of different degrees of probability”. 
 
Overall, the definitions on linguistic hedging highlight the pragmatic nature of this phenomenon (i.e. hedges 
are used on purpose) and the relevancy of hedging to social disclosure (i.e. hedging is a phenomenon in 
communication). In addition, the definitions on hedges imply different ways of measurement. For example, if 
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hedges are treated as only lexical items, such as can, might, potential and probable, they can be counted (i.e. a 
quantitative approach). But if they are not limited to lexical units, they can only be analysed by a qualitative 
method proposed in Crompton (1997). 

3.2 The Dual Functions of Linguistic Hedging 

In the literature, two conflicting views on the effects of linguistic hedging exist. Hyland (1994, p. 241) clearly 
reflected the contradictory functions: “it allows claims to be made with due caution, modesty, and humility, 
and the status of such claims to be diplomatically negotiated”; however, “such tentativeness avoids personal 
accountability for statements, reducing the author’s ‘degree of liability’” (Huebler in Hyland 1994: 240). Some 
researchers, such as Salager-Meyer (1994), Hyland (1994, 1996), Varttala (1999), Vold (2006), and Vázquez 
Orta and Giner (2008), address the positive side of linguistic hedging more: it conveyed the purposive 
tentativeness and vagueness, signalling a desire of accuracy (Salager-Meyer 1994). On contrary, the other 
researchers, such as , , Taweel, et al. (2011), and Resche (2015), focus on 
more the dark side of hedging: how it is used to reduce the speaker’s degree of liability. 
 
The discrepancy of views may be reconciled by type of text analysed. The former group discuss the functions 
of linguistic hedging in academic papers: the articles on academic journals need to express scientific 
uncertainty by using hedges (Salager-Meyer, 1994). But the latter group look into hedging in non-academic 
contexts, such as newspapers and political speech. Thus, to some extent, which side of linguistic hedging is 
prevalent really depends on the type of text analysed (Salager-Meyer, 2000).  
 
The social disclosure made by Foxconn is, arguably, much closer to the non-academic type of text: the contents 
disclosed in social reports are totally determined by Foxconn; in contrast, the papers published in academic 
journals are influenced by academic writing rules. Thus, it is reasonable to hold that the hedging in the social 
disclosure is designated to protect firms from criticisms of false statements being made and escaping the 
degree of liability of information providers. Moreover, a higher frequency of hedges in text signals that 
information providers are less insecure about the reliability of information.  

3.3 The Measurement Method: Quantitative versus Qualitative 

Crompton (1997) and Clemen (1997) criticize a quantitative approach, because two authors hold that hedges 
are not only words and phrases: some lexical items labelled as hedges can perform multiple non-hedging 
functions, but lexical items that are not labelled as hedges may deliver the effects of hedging. Laurin
(2011, p. 30) addresses the foundation of qualitative approach: “it depends on the context whether a linguistic 
item can be considered functioning as a hedge”. In the literature, many researchers, such as , 
Taweel, et al. (2011), and Rabab'ah (2013), explore linguistic hedging by adopting a qualitative approach, “a 
contextual analysis accompanied by introspection” (Salager-Meyer 1998, p. 300). 
 
But the qualitative approach has two limitations on practice. First, the results given are overly subjective. For 

epistemic modality or not is quite a difficult task”. Salager-Meyer (1998, p. 300) also described it as “difficult 
and unfortunately not error-free”. Thus, even though it is theoretically superior, the outcomes produced may 
be not better than the results of a quantitative approach. Second, qualitative methods are time-consuming 
and require coders to have linguistic expertise (Salager-Meyer, 1998, 2000). The above two weaknesses of 
qualitative approach to a certain extent indicate that its usage in the social disclosure area may be limited. 
 
In fact, how to measure linguistic hedging is still unsettled. For example, Salager-Meyer (2000) argued that 
hedges should not be treated as physical objects that were concrete. On contrary, they should be considered 
as: “like a faceless person who uses many different masks; to try to remove the masks in order to see the real 
face is mere ingenuousness” (Salager-Meyer 1998, p. 301). The author further argued: “any attempt to limit 
the concept of hedges would very likely facilitate their identification by, by facilitating it, it would also 
impoverish the very concept of hedges” (Salager-Meyer 1998, p. 299). Thus, Salager-Meyer’s (1998; 2000) 
arguments challenge both quantitative and qualitative approaches. Trying to defend his position and reacting 
to the above criticisms, Crompton (1998, pp. 308-309) emphasizes: “someone who hedges is concealing the 
truth, lying by omission rather than by commission in that they are saying less than they know to be true 
rather than something they know to be untrue……we must restrict ourselves to the issue of degree of speaker 
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commitment, which is in principle quantifiable”. However, Lewin (2005) gave the results backing up Salager-
Meyer’s (1998; 2000) position: there was a huge gap among authors, readers and linguists in identifying the 
hedges used by authors. In other words, the current ways adopted by linguists, either quantitative or 
qualitative, cannot accurately measure the degree of commitment made by speakers. Therefore, whether the 
linguistic hedging can be determined by people who are not users and which way is better to measure the use 
of hedges are still unclear.   

3.4 The Blueprint Resche (2015) 

Resche (2015) is chosen as a blueprint for three reasons. First, the literature on linguistic hedging focuses on 
either academic writing, such as Vold (2006) and Vázquez Orta and Giner (2008), or political discourse, such as 

 and Taweel, et al. (2011). In contrast, Resche (2015) examines the talks given by central 
bank governors, a context relatively closer to business. Second, this paper has been named in Beattie (2014) as 
an example that applies linguistic knowledge in the research on narratives. Third, the list of hedges in this 
paper is fully disclosed so that the approach used in Resche (2015) is at least repeatable. 
 
In Resche (2015), the speech given by chairpersons of the US, the UK, the EU, and Canada central banks is 
collected, and the sample period of these talks is limited between January 2008 and July 2013, the period of 
global financial crisis. The selection of this economic crisis period is important for Resche’s (2015) theoretical 
basis: the author disagrees with the traditional view on hedging (i.e. the function of hedging is either convey of 
politeness or scientific uncertainty or an attempt to reduce speakers’ degree of liability), and emphasizes a 
different angle that “hedging as a much broader concept, which implies understanding……in a given situation” 
(Resche 2015, p. 7). Thus, the author proposed that the goal of linguistic hedging in speech during this period 
is to earn trust from audience, a different and also context-specific function of hedging. 
 
The total sample is up to 210, 915 words, and is first processed by a software, called ANTCONC. The author 
found out that about 5% of total words from the transcripts are the lexical units in the list of hedges. Then, 
Resche (2015) summarized how these linguistic hedges have been used to earn trust from audience: for 
example, hedging is used to convince the audience that the global financial crisis is not a threat to the central 
banks, because the banks have successfully coped with all the past economic crises. Finally, the author 
concludes that in these talks addressed by central bank governors, the hedging takes advantage of the 
information asymmetry between speakers and their audience, and proposes that “researchers should consider 
not only semantics, but also rhetoric, pragmatics, logic, stylistics and psycholinguistics” (Resche 2015, p. 8) in 
the qualitative approach.  

4. The Research Case and Proposition 
Foxconn was a small IT hardware manufacturer in Taiwan, before it entered into China. But with the economic 
transformation in China, Foxconn (also called Hong Hai in Taiwan and China) started to grow. Nowadays, 
Foxconn is the biggest IT hardware manufacturer, and is a supplier of many high-profiled US firms, such as 
Apple, HP, Amazon, and Dell (see Wang 2014, Ngai and Chan 2012, and Lüthje 2002). As a manufacturer 
heavily relying on labours, this firm faced several social incidents in 2010 and 2011: from February to October 
2010, a series of worker suicides happened in the factory located in Shen Zhen, and in the year of 2011, the 
main factory located in Chen Du exploded (Chan & Pun, 2010; Ngai & Chan, 2012). All these social incidents of 
Foxconn attract criticisms not only at the domestic level, but also at the international level (Chan & Pun, 2010; 
Heffernan, 2010; Journal, 2010; Ngai & Chan, 2012; Sabapathy, 2012).  
 
Because the unpredictable nature of these negative events, the Foxconn case clearly falls within the scenario 
of legitimacy crisis. The publicity of labour suicides and the plant explosion struck the organizational legitimacy 
of Foxconn. Consistent with legitimacy theory (as discussed in section 2), the firm would adjust its disclosure 
practice to resolve its perceived legitimacy threat which leads us to the following proposition: 
 
Proposition: due to the perceived legitimacy threat, arising from the negative social incidents, Foxconn may 
change the use of linguistic hedging as part of the overall adjustment in its corporate social disclosure practice.  
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5. Research Design 

5.1 Sample Selection 

Until the 1st June, 2015, the publicly available corporate social responsibility reports of Foxconn cover from 
2008 to 2013. In this paper, only the stand-alone corporate social responsibility reports are included for two 
practical reasons. First, the annual reports of Foxconn are published only in traditional Chinese. But Schröder 
and Zimmer (1997) report that more than 98% of research on hedging was based on English or German text so 
that almost no research on hedging has been performed on the Chinese (either traditional or simplified) text. 
In fact, only one paper about linguistic hedging in the Chinese text, Hu and Cao (2011), has been found in the 
literature. However, the context studied in this article, education, is not relevant to business or commerce. 
Thus, the annual reports are excluded. Second, the information disclosed in other channels, such as press and 
the corporate website, is also excluded, because either contents may be written by someone unrelated to 
Foxconn (articles published in newspapers) or contents are not followed over time (the changes in web pages 
cannot be retrospectively traced by outsiders). Thus, only the corporate social responsibility reports are 
available. But the limited scope of sample does not diminish the significance of research: the goal of this study 
is to introduce linguistic hedging into the analysis on corporate social disclosure, rather than to 
comprehensively review changes in corporate social disclosure made by Foxconn. In other words, the objective 
of this paper is to answer to what extent the linguistic hedging is relevant to the corporate social disclosure. To 
better analyse the relevancy of hedging, the corporate social responsibility reports are analysed at both full 
scale level and only-relevant-section level. The relevant sections are the parts directly related to labour 
practice, such as workplace safety, labour practice of suppliers, and mental health. The details can be found in 
Table 1.  
 

 Publication Date Length of Full Report  
(measured in words) 

Length of Relevant Sections 
(measured in words) 

2008 Unidentified in the report 13, 747 5, 286 
2009 August 2010 16, 516 6, 525 
2010 September 2011 15, 545 4, 821 
2011 June 2012 11, 431 4, 534 
2012 July 2013 13, 459 4, 683 
2013 June 2014 10, 453 2, 704 

Table 1 Publication dates and lengths of the reports 

5.2 The List of Linguistic Hedges 

Resche’s (2015) classification is based on the functions of linguistic hedges in text. The hedges are classified 
into six groups: approximators and vague quantifiers, conjuncts, logic/ justification and value, truth 
judgements/ intensifiers, modality/ probability/ uncertainty and time references. The details of this taxonomy 
can be found in Table 2.  
 

Panels Names The meanings of each panel The number of 
hedges in each 

panel 
A Approximators and vague 

quantifiers 
Adverbs and verbs express degree, quantity, 
frequency and vagueness or uncertainty. 

41 

B Time references Hedges that limit the period when the claims made 
are valid. 

12 

C Modality/ probability/ 
uncertainty 

Adjectives, adverbs, modal lexical verbs, and nouns 
express probability or possibility. 

24 

D Conjuncts Conjuncts assert the veracity of what is being said or 
the logic behind the reasoning. 

22 

E Logic and justification Hedges help clarify the train of thought. 30 
F Value and truth 

judgements/intensifiers  
Hedges help state personal conviction. 23 

Table 2 The list of hedges 

Adopted from Appendix B, Resche (2015) 
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6. Results and Discussions 
Each linguistic hedge in Resche (2015) is used as an input into the search function of Word 2010 to search for 
the corresponding units in text. The same step is repeated to process the reports of all six years. The results 
can be found in Table 3 and Table 4. In the two tables, all figures have been converted to the percentage of 
hedges of total words counted. Except for the above results based on count, some sentences in reports will be 
extracted to show how hedges actually perform hedging in text. The examples all come from the main body of 
corporate social responsibility reports. Details can be found in Table 5.  
 

 2008 2009 2010 2011 2012 2013 
Panel A .37% .28% .35% .31% .25% .61% 
Panel B .10% .13% .12% .10% .10% .12% 
Panel C .32% .28% .27% .24% .29% .33% 
Panel D .25% .16% .23% .19% .22% .28% 
Panel E .38% .40% .50% .41% .17% .23% 
Panel F .36% .30% .17% .23% .20% .30% 
Total 1.79% 1.56% 1.63% 1.49% 1.23% 1.87% 

Table 3 The percentages of hedges in each report 

 2008 2009 2010 2011 2012 2013 
Panel A .40% .34% .29% .18% .26% .30% 
Panel B .09% .20% .10% .04% .06% .04% 
Panel C .32% .21% .17% .24% .36% .52% 
Panel D .32% .18% .27% .22% .32% .41% 
Panel E .42% .43% .62% .37% .19% .41% 
Panel F .38% .25% .06% .04% .06% .11% 
Total 1.93% 1.61% 1.51% 1.10% 1.26% 1.78% 

Table 4 The percentages of hedges in the labour-practice-relevant sections extracted from six reports 
 
Panel Sentence of each panel Analysis on how hedge performs hedging 

A Among these suppliers, 141 have received verification 
statements from third parties, with the suppliers having 
combined carbon emissions of approximately 50 million 
tons of carbon dioxide in the base year (extracted from the 
2011 report, p. 37). 

“Approximately” expresses the level of uncertainty 
about the figure reported.  

B From November 23 to 27, 2009, the Safety Department held 
two separate seminars for 1,076 employees on firefighting 
techniques and issued certifications to qualified candidates 
who are now properly trained to perform the work on fire 
prevention (extracted from the 2009 report, p. 32). 

The phrase “from November 23 to 27, 2009” and 
the word “now” refine the time period when the 
claims are made.  

C Board members must recuse themselves from discussing 
any issue when there may be a conflict of interest (extracted 
from the 2008 report, p. 14). 

“May” indicates that conflicts are not facts, but 
just possibilities.  

D To be caring about employees is to be caring about their 
health and therefore a company’s primary mission is to 
prevent occupational diseases (extracted from the 2012 
report, p. 19). 

The word “therefore” links two parts together and 
makes readers understand the line of reasoning in 
this sentence.  

E As a result of economic development, social advancement, 
and the high regard for environmental awareness, 
environmental laws have become more stringent (extracted 
from the 2013 report, p. 27). 

The phrase “as a result of” clarifies the logic 
behind the components of this sentence.   

F Many company-wide seminars on stress management were 
organized to which employees responded with much zeal 
and enthusiasm (extracted from the 2009 report, p. 28). 
 
Each billboard clearly states the respective labour union, 
administrative office, and contact information (extracted 
from the 2013 report, p. 16). 

In the two sentences, readers actually cannot 
verify whether employees really responded with 
zeal and cannot ensure whether the billboard 
clearly stated the information about each office. 
However, “much” and “clearly” show the level of 
commitment made by Foxconn to the claims it 
made in reports.   

Table 5 The examples of hedges extracted from reports 
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The analysis on full-scale reports shows that the incidence rate of hedges is quite low, less than 2% of total 
words, in each corporate social responsibility report. In addition, the incidence rate of Panel B hedges is in a 
relatively low percentage, about .10%. This result may be not surprising, because only 12 linguistic hedges are 
given for this panel. Moreover, 2012 saw a limited use of hedges related to logic and justification (the Panel E), 
and 2010 saw a reduced appearance of hedges related to value and truth judgements/intensifiers (the Panel 
F). But because the above two changes are isolated and no other related patterns are spotted, it is difficult to 
interpret these changes, and they may be just random phenomena.  
 
The analysis on labour-practice-relevant sections extracted from these reports largely confirms what we have 
observed in full-scale reports. First, the incidence rate of hedges is still lower than 2%. Second, the incidence 
rate of Panel B hedges is still the lowest among the rates of six panels. But 2009 saw a rise in the relative use of 
time reference hedgers. Third, the use of hedges in the panel A (approximators and vague quantifiers) dropped 
in 2011. Again, the two changes may be just random and completely unrelated to strikes on the legitimacy of 
Foxconn. 
 
From one side, among the six corporate social responsibility reports, the use of hedges measured in 
percentage of total words indeed has some changes during post-legitimacy-crisis period. From the other side, 
whether linguistic hedging is actually relevant to the CSD made by Foxconn is still unclear. Thus, the extant 
evidence can neither approve nor disapprove the proposition. In terms of interpretations, the low frequency of 
hedges in text can be interpreted in at least three different ways: first, linguistic hedging may be largely 
irrelevant to the corporate social disclosure made by Foxconn during the period between 2008 and 2013; 
second, Foxconn is so confident in the reliability and credibility of information disclosed in reports that it 
barely uses hedges to shift its degree of liability; third, the firm might perceive that the information disclosed 
in reports cannot be disapproved, because the power of stakeholders is too weak to refute its claims made in 
reports.  
 
But changes in relative use of Panel F hedges (value and truth judgements/intensifiers) in the labour-practice-
relevant sections may be well interpreted by the legitimacy theory. The results in Table 4 show that the hedges 
related to value and truth judgements/intensifiers were used less infrequently in the reports of 2010, 2011, 
and 2012 than they were in the reports of 2008, 2009, and 2013.  A lower frequency of hedges in panel F 
indicates that the firm may be unconfident about the reliability and credibility of its information in reports. The 
background clearly suggests that in 2010, 2011, and 2012, Foxconn would try to repair its already damaged 
legitimacy by adjusting the contents disclosed in labour-practice-related sections. But the linguistic hedging 
gives us a different view on the disclosure adjustment made during the crisis period: the firm attempted to 
disguise its presence in text and weakens the lineage between itself and its claims made in these reports. If this 
disclosure choice is interpreted from the legitimacy theory perspective, it is clear that such choice is motivated 
by pragmatism and self-interest. Although the firm still discloses information of its labour practice during the 
crisis period, it tried to protect its (remaining) organizational legitimacy by limiting the possible strikes from 
unpredictable negative events that would contradict or even disapprove the claims made in reports. Thus, this 
result can be considered as a support to the proposition.  

7. Conclusions and Contributions 
Admittedly, the overall results show that the linguistic hedging may be irrelevant to the corporate social 
disclosure: the incidence rates of hedges in both full-scale reports and labour-practice-relevant sections are 
below 2%; in contrast, Resche (2015) reported an incidence rate of about 5%. However, this low frequency can 
be attributed to two reasons. First, the materials analysed are different from the materials examined in Resche 
(2015). The corporate social responsibility reports used are more standardized in nature than the talks given 
by central bank governors are. While it is reasonable to assume that these talks are also based on prepared 
transcripts, the nature of speech is still more flexible and closer to daily spoken language. Second, to what 
extent Resche’s (2015) list of hedges is relevant to CSD is another concern.   
 
But the changes spotted in the incidence rate of Panel F hedges in the labour-practice-relevant parts extracted 
from the 2010, 2011, and 2012 reports may suggest that after all, the linguistic hedging still has some value. 
The decrease in the relative use of hedges related to value and truth judgements/intensifiers (the panel F) can 
be interpreted by the legitimacy theory: during the crisis period, the firm strategically limited the presence of 
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firm in the disclosure related to labour rights to buffer negative effects from unpredictable negative events, a 
classical shift of degree of liability.  
 
Retrospectively, the most important lesson learned will be that a careful selection of materials is the key. A 
more standardized style of writing, such as a corporate social responsibility report, clearly removes many 
features observed in speaking. Thus, if materials analysed were talks or interviews given by Foxconn managers, 
the findings may be more significant. However, no such materials are available in either the Internet or the 
corporate website. Although few articles have interviews with the chairperson of Foxconn, very few sentences 
given by the chairperson are put into these articles.   
 
The second part will answer how this paper contributes to the literature and how the use of linguistic hedging 
may add a new dimension: the conventional content analysis largely misses “the effect of texts on the reader” 
(Bos and Tarnai 1999, p. 662). For example, the prior work on negative event study reports changes in the 
amount of disclosure, but to some extent omits changes in the tones of reports: whether a report conveys a 
certain tone or uncertainty and lack of confidence. This question is critical because tones affect how readers 
process reports. Thus, the linguistic hedging may give us an additional dimension and make us better 
understand how disclosure practice will change pre- and post- the occurrence of legitimacy crisis.  
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Abstract: This paper examines the financial market reactions related to the key events leading to the passage 
of Australia’s carbon-price (i.e. tax) legislation. Using the return of the largest listed firms in Australia and the 
return on foreign markets as proxies for investor expectations, we document strong and consistent evidence 
of an overall negative market reaction. However, firms that are able to pass on compliance costs can avoid 
such impact. In addition, although heavy carbon polluters are penalized, there is weak evidence that investors 
have started to reward the firms in the clean-energy business. Finally, we find little support for the concern 
that the legislation will make Australian firms globally uncompetitive. Although the carbon price or tax has 
been introduced in many jurisdictions, little is known about its impact on capital markets. Our study fills this 
gap and finds that firms need more proactive strategies to tackle the challenges that will arise from 
forthcoming and inevitably more stringent climate-change regulations.  

Keywords: climate change, carbon price, capital market reaction 

1. Introduction 
As its landmark movement in the anti-global warming campaign, the Australia Parliament passed the ‘Clean Energy 
Bill’ (‘the Bill’) in 2011. Based on global experience, the Bill not only introduced a carbon pricing (tax) scheme which 
required large CO2-e GHG emitters to have emission permits, but also provided incentives for firms to switch to 
the use of clean energy. The scheme became effective on 1 July 2012, and was in operation until it was repealed by 
the Australian senate on 17 July 2014.  

While more queries center on how the emitting firms are affected by the regulatory change and whether the Bill 
has been effective in curbing the climate change, little is known about investors’ perception of the proposed 
legislation. This is important because the perception of the investors and the reaction of investors to carbon tax 
will send a strong message to management who will make a decision of how to respond to the pressure from 
carbon legislation. We investigate this issue by examining the effect of the legislation on firm return and market 
valuation.  

When a country moves towards a low-carbon economy, firms act either proactively by having strategies before the 
relevant regulations are in place or reactively by the ‘wait and see’ approach. Due to the enormous uncertainty and 
unpredictability in government policy, many firms may prefer taking no action until carbon regulation was 
implemented. However, because strategies (reactive or proactive) are endogenous decisions made by managers 
and shareholders, the value-maximizing choices for one firm may be very different from those for another. At 
equilibrium, the relationship between climate-change strategy choices and shareholder value is therefore 
ambiguous. The recent carbon regulations in Australia represent an exogenous shock to equilibrium carbon 
practices. Thus, the market’s reaction provides an ideal setting to examine the relation between firm strategy and 
shareholder value that is less subject to the endogeneity. If current practices characterized by the reactive 
approach are deemed to be suboptimal, we expect to see negative reaction, on average. This may be due to 
unbooked liabilities associated with future compliance and/or abatement costs, or influenced by factors related to 
diminishing future profitability. In contrast, if the existing carbon practices of Australian firms are value-maximizing, 
carbon regulation should increase return and shareholder value. 

Using a sample of the largest 500 firms listed in Australia, we conduct an event study focusing on seven distinct 
events that may have influenced the likelihood of having the carbon regulation. If investors perceive that the 
carbon tax is bad news and a legislative event increases the probability of having such tax, we should be able to 
observe a decrease in the Australian market index, and vice versa. However, although the carbon provisions affect 
almost every listed Australian firm, changes in the index capture not only the impact of carbon events but also that 
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of other contemporaneous news. To control for normal market returns absent carbon regulation, we follow prior 
studies (Zhang 2007) by using the returns of major foreign stock markets as a benchmark in our investigation.  

Our findings show that the equity market does price the proposed legislation, with Australian firms experiencing a 
statistically significant negative abnormal return for key carbon-price events. Such evidence suggests that investors 
are sensitive; the observed differences in abnormal returns are consistent with changes in investors’ perceptions of 
the probability distributions of the sample firms’ future cash flows when carbon-regulation information is released.  

We also perform further tests that complement the event-study results and, more importantly, yield insights into 
the capital market’s assessment of the magnitude of the economic effect for firms in different sectors, with 
different characteristics and carbon profiles. Such effects often are subject to debate because regulation provides 
economic rents to existing firms, or imposes extra costs beyond what can be passed onto consumers. Evidences 
show that investors use carbon-regulation information to discriminate between firms with different pollution 
profiles. More carbon-intensive firms in the sample recorded more severe decrease in returns, and the cross-
sectional variation in the returns of these firms is consistent with net costs from excessive carbon emissions. 
However, firms are expected to pass on compliance costs, or, in the clean-energy industry, to avoid such negative 
impacts, because the Bill provides these firms with incentive. Finally, we find no significant association between the 
level of foreign sales and changes in abnormal returns; this does not support the claim that a carbon tax will lower 
the competitiveness of Australian firms. 

The paper makes several contributions in the literature. First, carbon taxes have been proposed or adopted by 
many governments, but there is little evidence of their impact on financial markets. Luo and Tang (2013) document 
evidence of the reaction of market participants to carbon tax. But they do not consider firm’s ability to pass on the 
carbon cost on customers and the effect of the proposed carbon tax on firm’s international competitiveness. 
Second, this study documents that investor reactions are sensitive not only to carbon risk but also to carbon 
opportunity, which supports the results of the previous studies(Luo and Tang, 2013). Third, although previous 
research has suggested that reduced firm values represent compliance costs or unbooked liabilities, our evidence 
shows that investors also consider firms’ (in) ability to pass on costs to end-customers. Finally, many Australian 
firms have adopted a reactive approach and the market reaction is generally   unfavorable. This suggests that 
investors do not consider it to be an optimal strategy. In sum, our findings on the carbon price in an Australian 
setting contradict the conclusions of general environmental research typically conducted in the United States or in 
an international setting. 

Carbon tax is an environmental tax levied on the carbon content of fuels and is a form of carbon pricing. The 
Australian Carbon Tax Legislation symbolizes a new era in the transition towards the low-carbon economy. By 
levying the tax on the largest 500 emitters and passing the tax on to ordinary customers, the legislation ensures 
that everyone pays the price of carbon and therefore mobilizes all members of the community to make a 
contribution. Global warming is a serious threat to the entire international community and all the jurisdictions will 
be affected in one way or another. Many countries have adopted or are planning to introduce a carbon tax or an 
emissions-trading scheme (ETS), so the Australian experience has enormous implications for practices in other 
countries and provides a research opportunity in international accounting and taxation. 

The remainder of the paper is organized as follows: Section 2 provides a literature review and hypothesis 
development, which is followed by research methodology and empirical results in Section 3. Conclusions and 
recommendations for future research are discussed in Section 4.  

2. Literature Review and Hypothesis Development 
We adopt an event-study approach to investigate the relation between legislative events and 
contemporaneous responses by investors. The association between firm market value, economic performance 
and environmental performance and disclosure is documented in the literature (Barth and McNichols, 1994; 
Al-Tuwaijri, et al., 2004) and firm environmental information is value-relevant (Grahan et al., 2001; Griffin et 
al., 2011; Hughes, 2000; Johnston et al., 2008; King and Lenox, 2001; Konar and Cohen, 2001; Schneider, T. E., 
2010). In addition, empirical studies suggest that the market prices forthcoming environmental regulations. 
For example, for high-intensity firms, Chapple et al. (2011) report a market decrement of between 7 and 10% 
of the market capitalization around the legislation events of the proposed Australian ETS. The adverse stock-
price reaction increases with the degree of exposure to regulation costs, but can be mitigated with more 
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extensive environmental disclosures (Blacconiere and Patten, 1994; Blacconiere and Northcut, 1997). Other 
=investigations focusing on the investor response to environmental disasters (Bowen et al., 1983; Hill and 
Schneeweis, 1983; Patten and Nance, 1998; Dowdell et al., 1992, pp. 286–287) provide similar results. For 
example, Blacconiere and Patten (1994) examine the price reaction of other chemical firms to the catastrophic 
chemical leak of Union Carbide in India and show a significant and negative intra-industry response, which is 
consistent with the notion that the threat of increasing regulatory costs decreases firm value.  Based on a 
sample of 64 worldwide explosions (i.e. industrial disasters) for 1990–2005, Capelle-Blancard and Laguna 
(2010) found that petrochemical firms experienced a 1.3% drop in their market value over the 2 days 
immediately following the disaster; the loss was significantly linked to the seriousness of the accident as 
measured by the number of casualties and by chemical pollution.  

Our examnination extends the scope of prior event studies. We expect that the Australian equity market 
would react negatively towards the carbon regulations for three reasons. First, the adoption of the carbon tax 
will immediately increase the cost to firms. Although the government allows most business to pass on the 
price to customers (Australian Government, 2011), there is considerable uncertainty regarding firms’ ability to 
do so. Second, while benefits are possible, they are most likely long term. Therefore, the short-term effect 
could still be a net cost. Third, the carbon regulation is highly controversial and is strongly opposed by 
Australia’s Opposition Party. Such opposition may adversely influence the perception of investors. As a result, 
we expect a decrease, on average, in the Australian market return related to the key events of the Bill. The 
alternative hypothesis is stated as:  

Hypothesis: The Australian equity market reacts negatively to the key legislative events leading to the passage 
of the Bill.  

3. Empirical tests and results 

3.1 Overall market reaction to the key events of the Bill 

3.1.1 Research design 
 
We use the ASX300 Index return to measure the overall reactions of Australian investors to the seven events 
that had important effects on the passage of the Bill (see Table 3). As none of these event fall on the common 
financial reporting dates (i.e. June 30 or December 31), we are able to segregate their impact from those of 
earnings.However, since the changes of the market index capture the impact of the Bill as well as other 
contemporaneous global news, it is necessary to control or at least mitigate potentially confounding effects 
(Campbell, Lo, and MacKinlay 1997; Armstrong et al. 2010). Zhang (2007) contends that, because foreign firms 
are not exposed to local legislation, the median level of impact on the foreign market can be used as a proxy 
for the expectations of local market participants. We therefore choose the returns of the S&P 500 Composite 
Index, the FTSE 100 Index, the Tokyo SE Index and the New Zealand 50CAP Index during the study period to 
adjust the reactions of Australian investors to worldwide news. In addition, because of the complications of 
time-zone differences, we use a lead–lag structure between Australian and American and European returns 
(Zhang 2007). The following model is adopted to estimate the expected return of the Australian firms using 
2010 daily returns. 

1 2 3

4 1 5 6 1

_ 300 * _ 50 * _ * _ &
* _ & * _ 100 * _ 100

t t t t

t t t t

Ret asx Ret nz Ret tokyo Ret s p
Ret s p Ret ftse Ret ftse  (1) 

Table 1 reports the correlations of the daily returns of the different stock markets and suggests that a relation 
exists between the Australian and foreign returns. The regression in Table 2 is estimated using all of the 261 
available daily returns in 2010. The adjusted R square is 62% consistent with prior findings, showing that 
national stock markets are highly correlated (Zhang 2007). 
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Table 1: Correlation between returns of Australian firms and returns of non-Australian-traded foreign firms 

 Ret_asx300t Ret_nz50t Ret_tokyot Ret_s&pt Ret_s&pt-1 Ret_ftse100t 

Ret_nz50t 0.548***      

Ret_tokyot 0.683*** 0.482***     

Ret_s&pt 0.274*** 0.083 0.214***    

Ret_s&pt-1 0.586*** 0.543*** 0.530*** -0.042   

Ret_ftse100t 0.486*** 0.308*** 0.317*** 0.677*** 0.164***  

Ret_ftse100t-1 0.373*** 0.361*** 0.388*** 0.116* 0.677*** 0.034 

Ret_asx300t, Ret_nz50t, Ret_tokyot, Ret_s&pt and Ret_ftse100t are the ASX300 Index return, New Zealand 50CAP Index return, 
Tokyo SE Index return, S&P 500 Composite Index return and London FTSE 100 Index return on day t, respectively, whereas Ret_s&pt-1 and 
Ret_ftse100t-1 are the S&P 500 Composite Index return and London FTSE 100 Index return on day t-1, respectively.  

Table 2: Regression of returns of Australian firms on returns of non-Australian-traded foreign firms 

Ret_asx300t Estimate T-stat 

Ret_nz50t 0.229** (2.43) 

Ret_tokyot 0.358*** (7.38) 

Ret_s&pt 0.014 (0.26) 

Ret_s&pt-1 0.245*** (4.11) 

Ret_ftse100t 0.237*** (4.27) 

Ret_ftse100t-1 -0.027 (-0.46) 

Constant -0.000 (-0.63) 

N 261  

adj. R2 0.620  

t statistics in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01.  

3.1.2  Results  
 
Table 3 presents the market reaction to the seven legislative events, using Model (1) to calculate AR. If 
investors believe the Bill will have an overall adverse impact and they perceive that an event will increase the 
probability that the Bill will pass, we should observe a decrease in return, and vice versa. The first event was 
on February 24, 2011, when Australian Prime Minister Julia Gillard (Labour Government) announced that the 
carbon-price scheme would be rolled out starting in July 2012. The market reacted negatively (the raw index 
return is -0.737% and AR is -0.078%). On March 8, 2011, Newspoll showed that 11% more people oppose a 
carbon price than favour it, and the number of people who would cast their first vote for Labour had fallen to 
30%. This reflected the opposition party’s efforts to veto, weaken, dilute or repeal the Bill, suggesting that the 
probability of passage of the Bill had decreased and the market reacted positively (the raw index return is 
0.202% and the AR is 0.584%). On July 10, 2011, Prime Minister Gillard revealed the details of the carbon price, 
which caused a negative market response (the raw index return is -1.529% and the AR is -0.779%). On August 
23, 2011, a senior member of the Labour Party resigned as chair of the House of Representatives Standing 
Committee on Economics due to a credit-card scandal that threatened to bring down the one-seat majority of 
the Labour government and decreased the Bill’s chance of passage; this triggered a positive reaction from the 
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market (the raw index return is 2.217% and the AR is 1.732%). On October 12, 2011, Australia’s Lower House 
of Parliament narrowly passed the Bill. The market responded negatively, with a -0.544% raw return and a -
0.199% AR. The last event occurred on November 8, 2011, when the Bill was passed by the Senate and the 
carbon price was formally approved. The market reacted positively to this news (the raw return is 0.499% and 
the AR is 0.631%). In sum, the market reacted negatively to all but the last event.  

To compute the mean of the seven event-day returns (at the bottom of Table 3), we multiply by -1 the returns 
associated with events that decrease the likelihood of passage. The mean raw return associated with the seven 
events is -0.899% and the AR is -0.545%, which is significantly different from zero (t-statisticsvs0 = -1.89) and 
from the average return of the non-event return (t-statisticsvs261 = -2.44). Collectively, the results show that 
investors’ responses to the Bill generally are negative, which is consistent with our hypothesis that investors 
perceive that the Bill will impose a net cost for their firms.  

However, the market reacted positively to the last event, when the Bill was officially adopted, which 
contrasted sharply with the earlier responses. There are a number of possible reasons for this result. First, it is 
possible that the outcome of the final vote for the Bill in the Senate was largely anticipated. Binder (1985) 
argues that tests have little ability to detect the effects of regulation if formal announcements are generally 
predicted. Second, the results may imply that the market values of the firms revert to their perceived 
underlying value when there is no more news about carbon-control legislation. Third, investors might have 
changed their attitude toward the Bill, and became more positive and confident. As a matter of fact, during the 
entire period, the Government spent a huge amount of money to promote the Bill and to persuade people 
that carbon regulation would help Australia move to a more prosperous future. The positive market reaction 
could reflect the effect of this campaign. Fourth, there may have been a change in market expectations due to 
the possible replacement of the Kyoto Protocol, which was expected at the United Nations Climate Change 
Conference towards the end of 2011. If market participants anticipated that a globally binding deal  would be 
made right after the last event date, they might interpret the Bill as good news, because such an international 
agreement should boost the competitiveness of the Australian economy within a proactive clean-energy 
regulatory framework. However in this study, we are unable to determine which reason is more prominent 
and probable. 

Mean return across events is computed as the mean of the individual event returns after multiplying by -1 the 
returns from events with a positive predicted sign. T-statisticvs0 assesses whether or not the mean return 
differs from 0. T-statisticsvs261 assesses whether or not the mean return differs from the mean return for 261 
non-overlapping non-events, chosen in 2010. * p < 0.10, ** p < 0.05, *** p < 0.01. Abnormal returns are 
estimated using equation (1) 

3.2 Cross-sectional analysis 
The impact of the carbon price may not be homogeneous across firms and industries. For example, firms 
investing in clean energy or less carbon-intensive firms would be less affected. The idea that firms in 
emissions-intense sectors (such as the energy, materials and utility industries) are most prone to risk is 
appealing intuitively. Moreover, the product prices of many firms are determined in international markets 
where foreign competitors may not face the same stringent carbon regulations. As such, the Bill would 
potentially jeopardise the international competitiveness of these firms. To alleviate the imposed economic 
burden, the Bill has provisions to protect affected businesses (via tax exemption, cost pass-through or 
otherwise). Alternatively, however, these provisions could result in a multitude of future liabilities that would 
depress earnings and profitability (and ultimately valuation). Existing literature (e.g. Clarkson et al., 2011) 
points out that a cost pass-through provision is unlikely to fully shelter even those firms receiving some form 
of compensation for adverse financial consequences. These considerations motivate us to further investigate 
the differential effects of the carbon-price regulation.  
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Table 3 Legislative Events and market reaction 

 Overall Market Reaction to 2011 Clean Energy Bill in Australia 

Event 
Date  

(2011) 

Description Predicted 
Sign 

Raw 
Return 

Abnormal 
Return 

February 
24 

Prime Minister Julia Gillard said the Government’s carbon-
price scheme would be rolled out from July 2012. 

negative -0.737% -0.078% 

March 8 Newspoll showed 11% more people were against a carbon 
price than were for it, and the number who would cast their 
first vote for Labour had fallen to 30%. 

positive 0.202% 0.584% 

July 10 Prime Minister Julia Gillard announced details of the carbon 
tax in Canberra. 

negative -1.529% -0.779% 

July 25 Newspoll showed backing for the Government’s carbon price 
plan had jumped by 6%. 

negative -1.562% -1.075% 

August 23 Thomson resigned as chair of the House of Representatives 
Standing Committee on Economics. His sex scandal 
threatened to bring down the one-seat majority government 
of Julia Gillard. 

positive 2.217% 1.732% 

October 
12 

Australia’s lower house of parliament narrowly passed the 
Bill.  

negative -0.544% -0.199% 

November 
8 

The Clean Energy Legislative Package is passed by the Senate. negative 0.499% 0.631% 

 Mean return across events negative -0.899% -0.545% 

 t-statisticsvs0   -1.89* 

 t-statisticsvs261   -2.44** 

 

3.2.1 Sample selection 
 
We start with all of the firms in the ASX300 Index as a primary sample. Then, we remove firms with missing 
data regarding the financial variables used in the cross-sectional regression. Next, we exclude firms with fewer 
than 200 trading returns in 2010 to estimate the expected return on event days. The final sample has 173 firms 
in seven industries and 1211 observations (see Table 4). We adopt the following Model (2) to estimate the 
coefficients for each firm with year 2010 daily return data and then calculate each firm’s AR on the seven 
event days. For events with a positive predicted sign, we multiply the return by -1.  

1 2 3

4 1 5 6 1

* _ 50 * _ * _ &
* _ & * _ 100 * _ 100

it i t i t i t

i t i t i t it

Ret Ret nz Ret tokyo Ret s p
Ret s p Ret ftse Ret ftse . (2) 
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Table 4 Industry distribution of the final sample 

Industry Firms Observations 

Industrial 81 567 

Mining 37 259 

Energy 14 98 

Alternative Energy 1 7 

Financial 26 182 

Utility 10 70 

Transportation 4 28 

Total 173 1,211 

3.2.2 Market reactions in different industries 
 
We posit that the effect of carbon regulation is conditional on a firm’s industry specialisation; Table 5 shows 
that most of the industries in our sample have a negative AR. The transportation industry suffered most, as its 
mean AR (= -0.01, p < 0.01) is much lower than that of the energy, mining and industrial sectors, despite 
transportation fuel being excluded from the carbon-tax scheme . Surprisingly, financial firms also showed a 
significantly negative AR (-0.0069). As financial firms are not considered carbon-intensity firms, they are not 
expected to be significantly and directly affected. One possibility is that these firms may provide loans to 
carbon-intensity firms, and thus the carbon price augments their default risk and, in turn, indirectly affects the 
financial institution’s profitability and cash flow. In addition, the mean AR in the utility (carbon intensity) 
industry is negative but not significant, which suggests that the impact on the industry is limited. Utility firms 
probably would be able to pass on the cost of the carbon price to end-customers (who, in turn, receive 
compensation from the government in one way or another), because these firms are operating largely in 
domestic markets and do not face direct international competition. Finally, for the seven industries, only the 
AR in alternative energy is positive and significantly different from zero, suggesting that investors expect an 
increase in the market demand for non-fossil fuels and consider the Bill to be an opportunity for these firms. 

Table 5 Market reactions to different industries 

Industry Mean AR T-statistics 

Industrial -0.0057 -6.9*** 

Mining -0.0052 -3.29*** 

Energy -0.0077 -3.08*** 

Alternative Energy 0.0583 1.73* 

Financial -0.0069 -7.06*** 

Utility -0.0035 -1.47 

Transportation -0.01 -3.4*** 

* p < 0.10, ** p < 0.05, *** p < 0.01 
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3.2.3 Market reaction and firm characteristics 
 
To extract more insights, we herein test whether firm characteristics other than industry membership are 
associated with market reactions. First, firms with higher growth potential are more likely to adopt new 
technology and to use clean energy; thus, they would be less negatively affected. Second, we expect that firms 
with the capacity to pass on the carbon price would avoid unfavourable consequences. For this purpose, we 
use the utility industry as a benchmark and create six industry dummies in the regression to see whether or 
not these industries have different market reactions relative to the utility sector. Third, because the Bill targets 
large emitters and large firms emit more, they would be affected more severely. Fourth, there is hot debate 
about whether or not the Bill would reduce the competitiveness of Australian firms that have a substantial 
amount of foreign sales and cannot easily offset the extra costs incurred by increasing sale prices in an 
international market. However, it can be argued that the Bill emboldens firms to make low-carbon products 
that should be more competitive in domestic as well as international markets. To test this effect, we calculate 
the percentage of foreign sales to total sales (FSALES) as a proxy, and hypothesise a null effect of the Bill; thus, 
the coefficient of the variable is expected to be insignificant. Based on previous studies, we also control for 
ownership structure (CLOSEHELD), profitability (LOSS), investment in fixed assets (INVEST) and price-to-book 
ratio (PTB), which potentially are correlated with AR. Our regression model is: 

1 2 3 4 5 6 7

8 9 10 11 12 13_
AR GROWTH INVEST LOSS PTB SIZE CLOSEHELD FSALES

Mining Energy Alter Energy Financial Transport Industrial .(3) 

Table 6 provides the definitions and measurements and Tables 7 and 8 present the descriptive statistics and 
the Pearson correlation statistics of the variables in Model (3) , respectively.  

Table 6 Definitions of variables used in the regression equation (3) 

Variable Definition 

AR Abnormal return of firms on event dates. For events with a positive predicted sign, the return is 
multiplied by -1. 

GROWTH Yearly sales growth in 2010. 

INVEST Change of PPE to beginning PPE in 2010. 

LOSS Dummy variable, which equals one if EBIT is less than zero in 2010. 

SIZE Ln(market value). Market value equals stock price times the number of shares outstanding. 

CLOSEHELD Number of closely held shares divided by common shares outstanding on December 31, 2010. 

FRSALES International sales divided by net sales or revenues in 2010 

PTB Price-to-book ratio, which equals the market price at year end divided by book value per share on 
December 31, 2010. 

Note: Our regression equation uses AR as a dependent variable calculated from Model 2. Others are 
independent variables that capture various aspects of firm characteristics that might be related to a carbon-
price effect. Data for independent variables are obtained from WorldScope.  
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Table 7 Descriptive statistics 
Variable N Mean Median Standard deviation 5th percentile 95th percentile 

AR 1211 -0.006 -0.005 0.022 -0.038 0.025 

GROWTH 1211 0.204 0.037 0.921 -0.255 0.959 

INVEST 1211 0.15 0.116 0.443 -0.695 0.739 

LOSS 1211 0.185 0 0.388 0 1 

CLOSEHELD 1211 0.402 0.453 0.219 0.002 0.689 

FRSALES 1211 0.375 0.215 0.373 0 1 

PTB 1211 2.243 1.802 3.807 0.585 8.409 

SIZE 1211 7.194 7.054 1.505 5.203 10.257 

Table 8 Correlation statistics 

 AR GROWTH INVEST LOSS CLOSEHELD FRSALES PTB 

GROWTH 0.059**       

INVEST 0.013 0.203***      

LOSS 0.028 -0.028 -0.000     

CLOSEHELD -0.017 -0.159*** 0.004 -0.139***   

FRSALES 0.017 0.187*** 0.053* 0.097*** 0.050*   

PTB 0.052* 0.016 0.226*** -0.211*** 0.125*** 0.001  

SIZE -0.056** -0.191*** -0.066** -0.199*** 0.098*** 0.120*** 0.021 

* p < 0.10, ** p < 0.05, *** p < 0.01. 

Table 9 presents the regression summary statistics for Model (3). First, we observe that the coefficient on 
GROWTH is positive and significant (coefficient = 0.001, t-statistics = 1.85, Table 9), which corroborates the 
result in Table 8. Second, the coefficient of SIZE is still negative, but not significant. Third, the coefficient on 
foreign sales (FSALES) becomes negative after controlling for other influences, but remains insignificant, as 
shown in Table 8. Taken together, these findings fail to reject the null hypothesis of no or a negligible effect of 
the Bill. This is contrary to the widely held criticism of the Bill and suggests that market participants do not 
perceive that the Bill, which restricts fossil fuels and facilitates a gradual transition to a clean-energy future, 
would seriously impair the international competitiveness of Australian firms. Fourth, the coefficient of the 
alternative energy dummy is positive and significant, although this evidence may be less salient because to the 
extremely small sample size. Fifth, the coefficient on the transportation industry is negative and significant, 
which implies that this industry suffered more than the utility industry, because its firms are less likely to pass 
on higher costs to customers.  
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Table 9 Cross-sectional analysis 
AR (1) (2) 

Constant -0.002 -0.002 

 (-0.42) (-0.54) 

GROWTH 0.001* 0.002* 

 (1.85) (1.92) 

INVEST -0.000 -0.000 

 (-0.13) (-0.19) 

LOSS 0.000 0.000 

 (0.06) (0.13) 

PTB 0.000 0.000 

 (1.14) (1.07) 

SIZE -0.000 -0.000 

 (-0.86) (-0.75) 

CLOSEHELD  0.002 

  (0.65) 

FRSALES  -0.001 

  (-0.31) 

Mining -0.002 -0.002 

 (-0.77) (-0.77) 

Energy -0.005 -0.005 

 (-1.46) (-1.41) 

Alternative energy 0.060* 0.061* 

 (1.90) (1.93) 

Financial -0.003 -0.003 

 (-1.01) (-1.12) 

Transportation -0.006* -0.006* 

 (-1.69) (-1.67) 

Industrial -0.002 -0.003 

 (-0.91) (-0.99) 

N 1211 1211 

R2 0.057 0.057 

adj. R2 0.048 0.047 

* p < 0.10, ** p < 0.05, *** p < 0.01. t-statistics are based on heteroskedasticity-consistent standard errors and 
presented beneath the coefficients within parenthesis. 
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4. Conclusions and recommendations for future research 
Extant literature has highlighted the overwhelming and unequivocal evidence that climate change could cause 
serious consequences. One of the primary recommendations to mitigate this issue is to price carbon through 
taxes or ETSs. Commercial organisations face enormous regulatory risks and it is important to understand how 
firms will tackle such challenges. According to the literature, firms respond to the demands of stakeholders 
and particularly to shareholders, who have a direct financial interest. By examining how investors perceive the 
impact of carbon regulation, we provide suggestions on how firms should act. The impending development of 
the Australian carbon tax provides an ideal setting to investigate investor perceptions. Before the general 
election, the Australian Prime Minister promised not to introduce a carbon tax. Thus, the announcement of 
the carbon tax was a shock to the market and most firms had not prepared for the change. Therefore, it is not 
surprising that our study finds initial evidence of a negative investor reaction. The results also suggest that 
daily stock returns can be used to detect and measure the effects of carbon legislation on the decisions of 
investors. Since proposed format of the national carbon-price model matches schemes have been established 
in other jurisdictions, the market problems and valuation effects in Australia can be translated easily to a 
global context.  

As investors send a clear message, via market mechanisms, regarding their concerns about the consequences 
of climate change, the price signal will trigger a response by firms. Although a firm’s compliance to the myriad 
environmental and carbon requirements and its protection of the environment from imminent threat remains 
sine qua non elements, stakeholders have increasingly higher expectations for corporate performance; these 
expectations include reducing risks exposure to, mitigating emissions and preserving energy resources. If 
managers want to be more accountable to their constituent groups, part of this accountability should include 
minimising environmental degradation through more proactive initiatives.  

This study is preliminary and has limitations (e.g. it covers large firms only). We believe that there are plenty of 
opportunities for future research. For example, further studies may consider the impact of internal carbon 
management on the perceptions of investors. Carbon-management systems consist of essential elements, 
including a climate-change committee, incentive mechanisms to encourage emissions reduction, procedures to 
identify and manage carbon risk, carbon-mitigation targets and carbon accounting and auditing. Thus, further 
research may explore whether or not the robustness of the system are correlated with firm value. Another 
issue is our use of industry membership. This only captures a firm’s exposure to carbon risk but does not serve 
as proxy for carbon-reduction performance, which is arguably connected with the market reaction. In addition, 
there is an interesting but unexplored question of whether—and how—firms communicate information (i.e. 
disclosure) about their carbon activity, and whether this is related to decisions of investors. These projects are 
expected to provide fresh insights. Last but not least, since the tax was repealed by the Australian senate on 17 
July 2014, future study may consider how market reacted to its scrapping. 

Moreover, researchers should consider the role of accountants in the development of climate-change strategy. 
Many firms already have initiated discretionary projects that go beyond minimum requirements. From the 
shareholder value-maximisation perspective, green projects are subject to return-on-investment hurdles. 
However, given the current accounting system, how much do specific low-carbon products and processes 
contribute to costs? Additionally, the environment not only affects the cost side of the profit equation but has 
an impact on the revenue side. Customers recognise improvements in carbon performance and give 
preference to the products of these firms. Although carbon reduction may create higher short-term costs, it 
could also lessen the risk of litigation, reduce capital costs and foster a positive social image that will 
eventually attract and retain customers and quality employees, for example. In this respect, we believe that 
accounting should and can make a difference in climate-change decisions and will improve firm performance, 
both financially and environmentally.  
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Abstract: Japanese companies have increasingly published integrated reports following the release of 
International Integrated Reporting Council (IIRC) reports in 2011 and 2013. IIRC (2013a) states that the 
integrated reporting framework requires companies to disclose information that contributes to “value 
creation” and defines this term to include both positive and negative aspects of corporate value. It is therefore 
understood that corporate activities or incidents relating to negative value creation should be explained in the 
company’s integrated report. As such, companies publishing an integrated report that combines sustainability 
report with an annual report might be reluctant to disclose negative information because negative 
information, in general, would not be expected to create positive value for the company. This study clarified 
the present state of disclosure of negative information in integrated reports. Specifically, we qualitatively 
analyzed the content of 29 integrated reports issued by Japanese companies. The companies involved had 
published integrated reports by the end of December 2014 and were chosen because they integrated a 
sustainability report with an annual report and no longer published a sustainability report after issuing an 
integrate report. Analysis revealed that the volume of negative information disclosed in integrated reports 
tended to be less than that in sustainability reports published in the previous year. In line with this result, it is 
suggested that companies actively disclose negative information because this information might affect 
corporate value. Furthermore, it is suggested that companies that do not disclose negative information 
actively do not explain their value creation processes transparently. These companies might consider the 
publication of an integrate report as an opportunity to reduce their communication expenses. 

Keywords: Integrated report, Negative information, Sustainability report, Japanese companies, Legitimacy 

1. Introduction 
Companies have increasingly been publishing integrated reports globally since the International Integrated 
Reporting Council (IIRC) published a discussion paper (IIRC 2011) and an international integrated reporting 
framework (IIRF) (IIRC 2013a). In line with this global trend, Japanese companies have begun publishing 
integrated reports (Shindo et al 2013; ESG Communication Forum 2013). 

The importance of an integrated report has been stressed because the information disclosed by companies 
varies across each area of sustainability— the economy, environment and society. It is thus difficult for 
information users to assess the corporate value of companies. To overcome this shortcoming of disclosure or 
reporting, and to uncover the processes of value creation, the IIRC (2013a) considers financial capital providers 
as a primary information user and the other stakeholders as secondary users (IIRC 2013a: par. 1.7, 1.8). 

The IIRF defines an integrated report as “a concise communication about how an organization’s strategy, 
governance, performance and prospects, in the context of its external environment, lead to the creation of 
value over the short, medium and long term.”(IIRC 2013a: par. 1.1). The IIRF focuses attention on six capitals—
financial, manufactured, intellectual, human, social and relationship, and natural capital— and requests 
companies to explain how these six capitals contribute to create corporate value by constructing business 
models. Value creation “(i)ncludes instances when value is preserved and when it is diminished” (IIRC 2013a: 
par.1.6). Hence, it can be considered that the IIRF asks companies to report incidents that affect corporate 
value negatively. Furthermore, the term “value” includes the value created for the organization itself and that 
created for others (IIRC 2013b: par. 5.2). Therefore, the “value creation” includes the creation of both positive 
and negative value, and it might be important that negative information relating to possible damage to 
corporate value should be presented in an integrated report. 
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As is well known, in addition to publishing an annual financial report, many companies have voluntarily been
issuing a sustainability report, which includes information on environmental and social sustainability (KPMG 
International 2013). In general, negative information related to environmental and social matters is often 
disclosed in a sustainability report; however, some studies found that negative information has not been fully 
disclosed (Boiral 2013; Lougee and Wallace 2008; Holder-Webb et al 2009). 

Against the background discussed above, it is necessary to consider whether the recent trends of integrated 
reporting promote the voluntary disclosure of negative information, in order to elucidate the present 
situations of the practices of disclosures related to corporate value creation. Hence, this study investigated 
how much and what sort of negative information is disclosed by Japanese companies. In particular, this study 
selected 29 integrated reports issued by firms listed on the Nikkei 225. These 29 reports were selected 
because the companies involved integrated a sustainability report and an annual report into a single 
integrated report. It is pointed out that a company issuing a single integrated report might omit the reporting 
of negative information in consideration of the materiality and conciseness prescribed in the IIRF (Kozuma 
2012; Mukoyama 2015; Flower 2015). Past studies on social and environmental reporting have discussed and 
analyzed the disclosure of negative information in this area. As Flower (2015) suggested, the final IIRF 
described in IIRC (2013a) omitted the notion of sustainability, which is a major concept in the discussion paper 
(IIRC, 2011) and the former draft of the IIRF. This study also revealed shortcomings of the IIRF from the 
viewpoint of negative information disclosures.  

The remainder of the paper is structured as follows. Section 2 considers the terms “value” and “negative 
information” prescribed in the IIRF and the Global Reporting Initiative (GRI) guidelines, and then provides a 
tentative definition of negative information. This section also reviews former studies on negative information 
disclosures. Research methodologies employed in this study are explained in Section 3. Section 4 provides the 
results of the content analysis of 29 integrated reports, and is followed by a discussion in Section 5. Finally, 
conclusions to and limitations of this study are presented in Section 6. 

2. Important concepts of this paper and literature review 

2.1  “Value” described in an integrated report and its consideration of negative information 

While “the primary purpose of an integrated report is to explain to providers of financial capital how an 
organization creates value over time” (IIRC 2013a: par. 1.7), the integrated report also “benefits all 
stakeholders interested in an organization’s ability to create value over time, including employees, 
customers, suppliers, business partners, local communities, legislators, regulators and policy-makers” (IIRC 
2013: par. 1.8). While the terms “value” and “value creation” are a major key concept in the IIRF, the IIRF 
distinguishes value created for the “organization itself” and that created for “others” (IIRC 2013a: par. 2.4). 
The former relates to financial gain returned to the providers of financial capital, while the latter relates to 
stakeholders other than the organization (IIRC 2013a: par. 2.4). However, value created for others is 
restricted to the case that the value “affects the ability of the organization to create value for itself”, or 
“relates to a stated objective of the organization that affects their assessment” (IIRC 2013a: par. 2.5). 

 
(Source: Yagi, 2015, p. 56 with slight modification by the authors.) 

Figure 1: Relationship between corporate social responsibility activities and value creation
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Figure 1 illustrates the relationship between many sorts of corporate social responsibility (CSR) activities and 
value creation from the perspectives of economic and social value creations (Yagi 2015). As the social value 
or the value creation for others or society is restricted to the value contributed to the economic value for the 
organization itself, it can be considered that the CSR activities targeted in an integrated report are Creating 
Shared Value (CSV)-type, Cause Related Marketing (CRM)-type, and cost-reduction-oriented CSR activities. It 
is expected that compliance-oriented and social-contribution-oriented CSR activities might be neglected in an 
organizations’ business model because these CSR activities will be considered to reduce the economic value 
in the short term. As a result, such CSR information might not be reported if the organization’s sustainability 
report is integrated into an integrated report; we refer to this type of integrated report as a “one-report-type 
report” (Konishi 2015). As Mukoyama (2015) suggested, when the six types of capital prescribed in the IIRF 
have the potential to increase corporate value, there is an incentive for management to disclose information 
voluntarily; however, in the opposite case, the incentive for voluntary disclosure is weakened. Therefore, 
when an organization employs the one-report-type integrated report, negative information for the 
organization, as well as compliance- and social-contribution-oriented CSR activities, will be omitted. 

Further, when we consider conciseness, which is one of the important guiding principle of the IIRF, it requires 
organizations to prepare a simple and concise integrated report. Hence, when an organization fully complies 
with this principle, detailed information should be disclosed in another voluntary report (Flower 2015). 
However, if an organization choose to publish a one-report-type integrated report, a major concern is the 
omission of information. 

For the reasons stated above, this study conducts exploratory research to elucidate how much negative 
information is disclosed in a one-report-type integrated report. 
 
2.2 Meaning of negative information 

As only a few studies have defined negative information clearly, this study does not define this term strictly. 
However, we need to consider the meaning of negative information. 

The GRI guidelines (GRI 2013a; 2013b), which are considered a de facto standard of a sustainability report 
(KPMG International 2013), refer to negative information as a “balance principle”, which is one of the 
principles for defining reporting quality, as follows (GRI 2013a: 17): 

“The report should reflect positive and negative aspects of the organization’s performance to enable 
a reasoned assessment of overall performance.” 

As described by the sentence extracted above, the GRI guidelines request organizations to disclose negative 
aspect for the companies; however, there is no guidance related to concrete negative incidents for 
companies. 

Although it is difficult to define negative information unambiguously, Hahn and Lülfs (2013: 404) tentatively 
defined negative information stating “(n)egative aspects in sustainability reporting include any corporate 
statement referring to factual and/or potential corporate conduct that had or has a (potentially) negative 
impact on the realization of sustainability.” Hence, they presented negative information in terms of the 
concrete aspects of environmental and social sustainability, and did not consider economic aspects of 
negative information. Furthermore, Deegan and Gordon (1996) referenced the definition of “bad news” given 
by Hogner (1982) to define negative information as “information about activities having a negative, 
deleterious impact on society, or failures in attempts to overcome social problems” (Deegan and Gordon 
1996: 189).  

This study considers negative information in line with the abovementioned studies. Furthermore, this study 
does not consider negative information of an economic aspect, but analyzes negative information of both 
environmental and social aspects disclosed in an integrated report. 

2.3 Literature review 

There have been a number of studies on an integrated reports in recent years, but few studies on negative 
information in integrated reports. Hence, studies on negative information in sustainability reports or annual 
reports are briefly reviewed here. 
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2.3.1 Negative information in an annual report 

Negative information disclosures in an annual report have been investigated since the relatively early studies 
of social and environmental reporting. Guthrie and Parker (1990) conducted one of the first studies on 
negative information disclosures. They selected annual reports from the 50 largest companies in each of the 
United States, United Kingdom and Australia, and analyzed the content to determine what kind of 
environmental and social information was disclosed in the annual reports. They found that about 20% of the 
sampled firms disclosed negative information in their annual reports, with the United States having the 
highest percentage of such firms. Furthermore, the negative topics of sustainability incidents that were most 
disclosed related to human resources. 

Next, Deegan and Gordon (1996) conducted a content analysis of the annual reports of the 197 largest 
Australian companies, and showed that most companies tended to disclose positive information rather than 
negative information. Furthermore, they selected 25 annual reports from the total of 197 samples, and 
analyzed the volume of positive and negative information in a time series. Contrary to the result of Guthrie 
and Parker (1990), they found that only a few companies disclosed negative information in their annual 
reports for the 1993 fiscal year. 

Deegan and Rankin (1996) followed up and updated the study of Deegan and Gordon (1996), and made a 
content analysis of 20 Australian annual reports. They found that no sample disclosed negative information 
even if the company had been prosecuted by the environmental protection agency of the state. Furthermore, 
prosecuted companies tended to disclose positive information to secure legitimacy in the eyes of society. 

Other studies also found that many companies are reluctant to disclose negative information. Holder-Webb 
et al. (2008) found that only 1.1% of all identified information— 357 infromation— from a sample 25 
companies in the United States disclosed negative information, whereas the majority of the sample disclosed 
positive information. Niskanen and Nieminen (2001) examined the present state of both positive and 
negative information disclosures in annual reports issued by Finnish companies. They found that the ratio of 
the disclosure of positive information is higher than that of negative information. The same results were 
found by focusing on sustainability information other than environmental information. Kent and Zunker 
(2013) examined the annual reports of 124 companies and found that only two companies disclosed negative 
information, even though the press had reported negative information about some of those companies. 

The former studies mentioned above reveal that companies do not willing to disclose negative information, 
even if there are social pressures requiring companies to disclose sustainability information. From this point 
of view, we mention that “annual reports can be thought of as painting an overly positive self-portrait of the 
company.” (Cho et al 2009: 36). 
 
2.3.2 Negative information in a sustainability report 

In line with the former studies mentioned in the previous section, overall, studies of negative information in a 
sustainability report have found that many companies tend to disclose positive information rather than 
negative information. In a representative study, Boiral (2013) conducted content analysis of the sustainability 
reports of 23 energy and mining companies, which were fully in compliance with the GRI guidelines. Boiral 
(2013) collected 116 newspaper articles reporting negative information of the selected companies, and found 
that only 12 incidents in the 116 articles were explicitly explained in the sustainability reports and the 
majority of the sample did not explain anything related to the articles or incidents. These results show that 
companies are reluctant to explain negative incidents in a sustainability report, even if companies publish 
high-quality sustainability reports. Furthermore, Boiral (2013) summarized three characteristics of the 
relationship between actual issues facing a company and the information disclosed by the company: (i) 
emphasis of the firm’s positive achievements, (ii) emphasis of virtuous statements and commitments, and (iii) 
showcasing outside awards and distinctions (Boiral 2013: 1055). These characteristics are collectively referred 
to as “organizational narcissism”, and similar concerns have been pointed out in other studies (e.g., Comyns 
et al 2013; Deegan and Gordon 1996; Islam and Deegan 2010). 

Hahn and Lülfs (2014) investigated the strategy adopted by a company to disclose negative information in a 
sustainability report, and selected the sustainability reports of large German and United States companies for 
content analysis. Their results identified six different ways of disclosing negative information, namely (i) 
marginalization, (ii) abstraction, (iii) presenting facts, (iv) rationalization, (v) authorization, and (vi) corrective 
action (Hahn and Lülfs 2014: 410-412), and showed that companies tried to legitimize their negative aspects 
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using those six strategies. They also proposed desirable processes for disclosures of negative information, 
and asked that the GRI use their recommendations in amending the GRI guidelines. In line with the study of 
Boiral (2013), Hahn and Lülfs (2014) pointed out the information disclosed by corporations overemphasizes 
positive aspects of activities, and thus does not contribute to corporate accountability in terms of non-
financial performance. 

2.3.3 Theoretical bases of the disclosure of negative information from the literature review 

A literature review reveals that legitimacy theory is employed as a theoretical base of the disclosure of 
negative information. Deegan (2002) employed the definition proposed by Lindblom (1994) and prescribed 
legitimacy as “a condition or status which exists when an entity’s value system is congruent with the value 
system of the larger social system of which the entity is a part. When a disparity, actual or potential, exists 
between the two value systems, there is a threat to the entity’s legitimacy.” (Lindblom 1994 in Deegan 2002: 
293). According to a literature review, it is considered that organizations try to secure organizational 
legitimacy by generating positive impressions related to sustainability performances in eyes of society (Hahn 
and Lülfs 2013). Islam and Deegan (2010) employed media agenda setting theory, which is one kind of 
legitimacy theory, and found correlation between media coverage of a companies’ negative aspects and 
positive information related to environmental and social performance in the cases of two global 
textile/apparel companies.  

This section reviewed former studies on the disclosures of negative information in annual reports and 
sustainability reports; however, few studies have elucidated the present state of the disclosure of negative 
information in integrated reports. As pointed out in this section, it can be inferred that disclosures of positive 
information in integrated reports will accelerate in a near future, because the notion of the IIRF of the 
creation of corporate value will be overemphasized if a company integrates a sustainability report with an 
annual report. This will generate suspicion that the company is reluctant to disclose negative information 
voluntarily, even if the quality and quantity of disclosures of negative information are lower in conventional 
reports. 

As mentioned above, since the IIRF positions providers of financial capital as a major user of integrated 
reporting, it can be considered that negative information, which is considered an important component of a 
sustainability report, will be omitted when the company issues a one-report-type integrated report. The 
present work is an explorative study of this issue. 

3. Research methodologies 

3.1 Data collections 

The number of Japanese companies publishing an integrated report has increased, although the actual count 
of integrated reports remains low. This study selected companies that are listed on the Nikkei 225 and that 
issued a one-report-type integrated report, and made a qualitative content analysis of their sustainability 
reports and integrated reports. 

The first procedure was to make a list of companies that published an integrated report on their web sites. We 
found that 55 companies published an integrated report, with 17 companies publishing both a sustainability 
report and an integrated report and the remaining 38 companies issuing a one-report-type integrated report, 
which means they replaced the sustainability report that they previously published with an integrated report. 
We selected integrated reports according to the criterion that a company stated they had integrated a 
sustainability report with an annual report. The objective of this study is to elucidate the differences in quality 
and quantity of the negative information disclosures between a sustainability report and an integrated report. 
Therefore, our analysis focused on only a one-report-type integrated report. Nine of the 38 reports were 
omitted from the sample because the companies involved published “integrated reports” before the issuance 
of the IIRC’s discussion paper (IIRC 2011). Finally, the sustainability reports and integrated reports (published 
the previous year) of the remaining 29 companies were selected for analysis (Table 1). 

Furthermore, the accounting terms of the selected sustainability reports and integrated reports differ from 
each other, because the timing of the initial publication of an integrated report varied across the sample. We 
therefore analyzed the integrated report that was first published and the final publication of a sustainability 
report. 
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3.2 Analysis 

The present study conducted a qualitative content analysis of sustainability reports and integrated reports. 
Qualitative content analysis is an effective method of analyzing text or picture data that are difficult to 
quantify, and therefore allows researchers to analyze company reports, newspaper articles, and other kinds of 
media coverage data (Zhang and Wildemuth 2009; Hsieh and Shannon 2005). We used NVivo10 software, 
which is known as a useful analysis tool for qualitative information, such as various text, voice and video 
information. (Bazeley and Jackson 2013; Bazeley 2013). 

To conduct the content analysis, we first downloaded the sustainability reports and integrated reports of the 
selected 29 companies, and counted negative information included in those reports. We applied the same 
methodology for counting negative information employed by Hahn and Lülfs (2014). In short, a text search was 
conducted using key words, such as “negative”, “incident”, “accident”, “adverse”, “harm”, “risk”, “conflict”, 
“spill”, “child labor”, and “discrimination”. Furthermore, we searched for the concrete keywords 
“contamination”, “harassment”, “death”, “illegal”, “quality”, “complaint”, “accident”, ”inappropriateness” 
“serious”, “violation” and potential synonyms because they represent negative aspects of organizations in the 
Japanese context.  

Table 1: Details of the sample 

Company name Industry First year of 
issuance of IR. 

Number of pages. 

SR IR 

Asahi Kasei Corp. Chemicals 2014 73 75 

Asahi Glass Co., Ltd. Glass & Ceramics 2012 61 68 

Oji Holdings Corp. Pulp & Paper 2013 71 83 

Obayashi Corp. Construction 2012 58 88 

Kajima Corp. Construction 2014 51 53 

Kawasaki Kisen Kaisha, Ltd. Marine Transport 2014 38 57 

Kawasaki Heavy Industries, Ltd. Shipbuilding 2013 57 90 

The Kansai Electric Power Co., Inc. Electric Power 2013 76 119 

Kyowa Hakko Kirin Co., Ltd. Pharmaceuticals 2013 34 85 

Kubota Corp. Machinery 2011 44 54 

Shiseido Co., Ltd. Chemicals 2011 159 105 

Sumitomo Corp. Trading Company 2013 62 101 

Sompo Japan Nipponkoa Insurance Inc. Insurance 2014 70 54 

Daiichi Sankyo Co., Ltd. Pharmaceuticals 2013 80 97 

Taisei Corp. Construction 2012 39 50 

Chugai Pharmaceutical Co., Ltd. Pharmaceuticals 2012 33 133 

Chubu Electric Power Co., Ltd. Electric Power 2012 65 91 

NEC Corp. Electric Machinery 2013 25 60 

Nippon Yusen Kabushiki Kaisha Marine Transport 2013 47 99 

Nomura Holdings Inc. Securities 2012 48 74 

Hitachi Construction Machinery Co., 
Ltd. 

Machinery 2012 42 66 

Fuji Electric Co., Ltd. Electric Machinery 2011 60 64 
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Furukawa Electric Co. Ltd. Nonferrous Metals 2012 42 45 

Hokuetsu Kishu Paper Co., Ltd. Pulp & Paper 2014 39 59 

Marubeni Corp. Trading Company 2013 34 133 

Mitsubishi Corp. Trading Company 2011 30 107 

Meidensha Corp. Electric Machinery 2013 36 58 

Yaskawa Electric Corp. Electric Machinery 2012 43 49 

Ricoh Co., Ltd. Electric Machinery 2012 60 100 

(IR: Integrated report, SR: Sustainability report) 

During the text search, synonyms of the searched keywords were also extracted. An extracted sentence or 
paragraph relating to a negative event was identified as a negative event, and the label “CSR negative” was 
coded to an instance of negative information in a sustainability report, and “IR negative” to an instance of 
negative information in an integrated report. We then counted the number of coded negative incidents. 
Incidentally, we counted multiple references to the same negative event as one instance of negative 
information. Furthermore, to identify the nature of negative information, we set seven additional codes, 
namely “safeness”, “environment”, “compliance”, “human rights”, information security “customer 
satisfaction”, product quality. These seven codes were then allocated to each instance of identified negative 
information. 

To ensure reliability and objectivity in the counting of negative information, and to ensure the reproducibility 
and robustness of the study, two authors independently coded negative information and then checked the 
results against each other.  

4. Results 
Table 2 gives areas of disclosed negative information by types. When we compare the types of negative 
information in a sustainability report with those in an integrated report, it is observed that there trends to be 
fewer instances of negative information in integrated reports than in sustainability reports. Many previous 
studies have reported the trend of fewer disclosures of negative information; however, as described in Table 
2, the number of instances of negative information disclosed in integrated reports is about 15% less than that 
in sustainability reports. This result suggests that a one-report-type integrated report might discourage 
companies from disclosing negative information.  

Table 2: Negative information in SR and IR by type 

Types SR negative IR negative 

Safeness 43 (38%) 34 (36%) 

Environment 32 (29%) 25 (26%) 

Compliance 18 (16%) 15 (16%) 

Human rights 7 (6%) 12 (13%) 

Information security 6 (5%) 4 (4%) 

Customer satisfaction 4 (4%) 4 (4%) 

Product quality 2 (2%) 1 (1%) 

Total 112 (100%) 95 (100%) 

Integrated reports tend to comprise a greater number of pages than sustainability reports (Table 1), but have 
fewer disclosures of negative information. The IIRF requests an organization to disclose or explain a reduction 
in the organization’s value (IIRC 2013a), but organizations are not motivated to disclose negative information 
in practice when issuing a one-report-type integrated report. 
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In terms of the types of negative information disclosed (Table 2), negative information related to safety, such 
as accidents occurring on site, is the item most disclosed in both types of reports. The second most disclosed 
item relates to the environment. This type includes contamination of the environment or natural resources 
and the emission of wastes, air pollutants and water pollutants. On the other hand, there are more disclosure 
related to compliance in an integrated report than in a sustainability report. 

Also, we conducted additional exploratory analysis to confirm the trend of fewer disclosure negative 
information. First we counted the articles about negative events of each company by using database of 
Nikkei-Shinbun, which is one of the most popular economics newspaper in Japan. Second, we analyzed to 
what extent the negative events were reported on each SR and IR. We found 21 negative events out of 40 
articles referring 15 sampled firms. However only 5 firms referred to the negative events in their IR. 

5. Discussion and recommendations 
Our analysis reveals that negative information is not fully disclosed in the integrated reports. The content 
analysis showed that the integrated reports of sampled companies tend to disclose negative information 
especially in the area of safety, such as “the number of accidents in general” and “the number of industrial 
accidents”. When we consider compliance-oriented CSR, article 97 of the Ordinance on Industrial Safety and 
Health prescribes “(t)he employer shall, when a worker was killed or suspended from work due to industrial 
accident or injury, suffocation or acute poisoning suffered during employment in work, or within the 
workplace or building attached thereto, submit a report by Form No. 23 to the Chief of the competent Labour 
Standards Inspection Office without delay.” Therefore, companies disclosed more negative information in 
relation to accidents. However, as our survey shows that the other types of negative information have not 
been fully disclosed, even if the media reported the negative events for the companies. 

When an organization is involved in an incident that affects society, the organization will face a crisis of 
legitimacy (Deegan, 2002). In this case, former studies found that the organization tends to stress positive 
information and not to disclose negative information in order to restore their legitimacy in the eyes of 
society. This trend is facilitated by a companies’ consideration that the disclosure of negative information will 
result in the loss of the organizational reputation and finally reduce the stock price (Reimsbach and Hahn, 
2015). It is inferred that the organization tends to describe only an incident regulated by an authority, even if 
the organization fails to comply with the law, and the organization does not include concrete descriptions of 
the incident. 

Here we suggest that companies are reluctant to disclose negative information because the IIRF does not 
prescribe a way of disclosing negative information concretely. In short, it can be said that the IIRF employs a 
management approach and concrete items to be disclosed are left largely to the discretion of the people 
preparing the information. This contrasts sharply with the notion of the GRI guidelines. Of course, the drivers 
of the creation of negative organizational value vary across companies, because each company faces a 
different situations. It is pointed out that the failure to fully disclose negative information might be 
connected to the burden of preparing such information, and the absence of information may lead to 
erroneous decision-making by information users. It is necessary to consider and construct a system that 
actively motivates organizations to disclose negative information, especially that relating to an incident that 
will adversely and seriously affect corporate value. In the present situation, it is difficult to promote the 
voluntary disclosure of negative information because the IIRF employs principle-based prescriptions (Cheng 
et al 2014). It is thus recommended that the IIRF present clearer disclosure items, such as Key Performance 
Indicators (KPI) proposed in the GRI guidelines (GRI 2013a). 

Finally, the fact that companies are reluctant to disclose negative information in periods of transition of the 
media of disclosure possibly leads to companies pursuing to reduce publicity costs. This completely differs 
from the ideal notion of value creation process proposed in the IIRF.  

6. Conclusion and issues 
This study investigated the adverse effects of a one-report-type integrated report in terms of a lack of 
disclosure of negative information. It was found that the volume of negative information was slightly less 
than that in sustainability reports, as we expected. Further, our additional survey revealed that the most of 
the companies with negative events broadcasted by the media did not fully disclosed the events in their IR. 
Therefore, we can conclude that the companies surveyed did not try to legitimate their operation, but to 
cover up the negative events. 
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There were four limitations to the present study. 

First, the study conducted an explorative study and thus analyzed reports from only 29 sample firms. To 
enhance the validity of the results and apply this study’s contribution to integrated reporting practices, the 
number of sample reports must be increased. However, it will take a few more years to collect a relatively 
large sample because the integrated reporting practices are still in an early stage of dissemination. 

Second, the initial publication of an integrated report and a sustainability report published in the previous 
period for each company were selected as the sample reports. However, the sample reports should be taken 
from the same period. We would thus like to wait for an increase in the issuance of integrated reports to 
collect a large enough volume of samples to analyze. 

Third, although this study analyzed the presence or absence of the disclosure of negative information itself, it 
is also useful to focus on qualitative aspects of the disclosure of negative information. For example, Cho 
(2009) identified three organizational strategies for disclosing negative information: (i) image enhancement, 
(ii) avoidance/ deflection, and (iii) disclaimer strategies. Additionally, Hahn and Lülfs (2014) identified six 
different disclosure strategies for negative information. Such studies on the quality of disclosures of negative 
information are important but require us to wait for the further dissemination of integrated reporting 
practices. 

Fourth, this study focused solely on negative information. However, former studies based on legitimacy 
theory showed that an organization tends to assert on their fairness or honesty and disclose positive 
information actively when facing a crisis of their legitimacy. Future research needs to examine whether 
organizations overemphasize their positive disclosure. 
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Abstract: This study investigates the impact of the two Australian environment-related legislations namely, the National 
Greenhouse and Energy Reporting (NGER) Act 2007 and the Clean Energy Act 2011 on corporate greenhouse gas (GHG) 
disclosure practices.  This is a longitudinal study involving the analyses of corporate annual reports for the years 2006 to 
2013. Content analysis technique has been used to identify and locate GHG-related disclosures in the corporate annual 
reports and legitimacy theory has been adopted to analyse the corporate motives for discretionary GHG disclosures. 
Statistical techniques have been employed to assess significance of the level of GHG disclosures before and after the NGER 
and the Clean Energy legislations. The paper provides empirical evidence that there is a significant increase in the volume 
of GHG-related disclosures following the enactment of the both of the legislations.  This study also finds that GHG-specific 
information has become more prominent and occupies greater overall proportion of the reported environmental 
information of the sampled companies between 2006 and 2013. Findings of this study enriches the legitimacy theory 
through providing empirical evidence that companies will attempt to legitimise their activities through increasing their 
discretionary environmental disclosures when they are compelled to respond to the environmental regulations introduced 
by governments. Although the Clean Energy Act was subsequently repealed in Australia in July 2014, the empirical 
evidence provided in the study supports the claim that government regulations via environmental legislations are effective 
in influencing corporate environmental related disclosure behaviours positively. This is a seminal study that has 
investigated the direct impact of legislations on corporate GHG-related discretionary disclosure practices. Hence, the study 
contributes to the limited but growing literature on carbon emission reporting. 
 
Keywords: Environmental disclosure, greenhouse gas disclosure, voluntary disclosure, legitimacy theory  

1. Introduction 
This aim of this study is to explore the impact of the two Australian environment-related legislations on 
corporate greenhouse gas (GHG) disclosure practices. Corporations make a major contribution to economic 
development and the mitigation of poverty. At the same time, their activities are also responsible for GHG 
emissions. It is reported that industries consume 37 percent of the world’s energy and emit 50 percent of its 
carbon dioxide (CO2), 90 percent of its sulphur dioxide (SO2) (UNEP 2001). GHG emissions have increased 
significantly in the atmosphere since the Industrial Revolution and are primarily responsible for global warming 
and climate change (Freedman and Jaggi 2004). It is predicted that a large proportion of global biodiversity will 
be extinct before the end of this century due to climate change (Bellard et al. 2012). According to Bose (2010, 
p.16) this leads to drought, increases in the numbers of hurricanes, tornadoes and floods, causes the spread of 
diseases and has the potential to bring “tremendous unrest in the world”.  
 
GHG emissions have become a topic of keen interest for policy makers around the world including Australia. 
Climate change mitigation is the dominant theme in the Australian public policy debate due to their 
detrimental impact  (Akter and Bennett 2011; Perry et al. 2013). It is expected that GHG emissions-related 
global warming could increase Australia’s annual average temperature by 20c by 2030 and 50c by 2100, as  
compared to the base year (1990) (Garnaut 2008). This country might face lower annual average rainfall in the 
future, a longer and more intense bushfire season. Despite the potentially deleterious environmental impact 
of GHG emissions, it is difficult for Australia to make a commitment to reduce them, because its economy is 
highly dependent on fossil fuels. Nonetheless, Australia has developed and introduced a range of regulations 
and policy interventions aimed at mitigating carbon emissions, which were expected to increase the pressure 
on the top GHG emitting companies by placing a financial burden on them and threatening their legitimacy by 
disclosing their names to the public.  Legitimacy theory posits that, in order to legitimise their operations, one 
of the responses would be to increase their voluntarily disclosure of environmental information (Deegan et al. 
2002; Suchman 1995; Tilling and Tilt 2010). Against such a backdrop, the main objective of this study, 
therefore, is to investigate the impact of the two key pieces of Australian GHG legislation on corporate 
environmental, in particular, GHG disclosure practices.  
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2. Literature Review  
Social and environmental reporting in corporates’ annual reports can be traced back to the 1960s, and it 
became an active research field after 1970 (Deegan and Gordon 1996; Guthrie and Parker 1989). It is also 
apparent from prior research that environmental and ethical issues were very often embedded within social 
reporting. Although social, environmental and ethical disclosures continued to increase in the 1980s, 
environmental issues began to gain prominence in the 1990s (Eugénio 2009), leading to many corporations 
placing a greater focus on them (Adams 2004; Gray and Laughlin 2012). Moreover, as corporate activities very 
often contribute to environmental damage which could reduce public trust, companies are expected to 
improve their environmental performances and disclose relevant information to the public (Schaltegger and 
Burritt 2000). In addition, environmental information is deemed necessary for investors (Epstein and 
Freedman 1994; Tilt 1994). Researchers have studied annual reports and other reporting media to understand 
the way in which organisations disseminate environmental information to manage the pressures applied by 
various stakeholders and legitimise their corporate actions (Guthrie and Parker 1990; Burritt 1997; Deegan and 
Rankin 1996; Deegan et al. 2002).  
 
Prior studies have shown that companies extend the scope of environmental information by including forests, 
protection of the ozone layer, climate change, water, energy and natural resources, and biodiversity in their 
annual reports (Prado-Lorenzo et al., 2009). However, it is apparent from recent research the climate change 
issue has received priority attention and generated special expectations (Prado-Lorenzo et al., 2009; McCright 
and Dunlap 2011). It has received overwhelming interest from world leaders, national and international 
organisations (UN), researchers, corporations and the public. Over the last few years, carbon pollution has 
become a hot topic in many disciplines, including environmental science (Kar et al. 2012), public health 
(Kjellstrom and Weaver 2009) and accounting (Engels 2009; MacKenzie 2009), and has been receiving ongoing 
attention within the research community. It is also argued that  governmental regulations and policies may 
influence companies to provide more environmental information (Frost 2007). Therefore, it is expected that 
Australian companies will do so following the introduction of GHG-related legislations, a key question 
addressed by this study. 
 
Although public pressure and investor demand for GHG-specific information are high (UNEP 2013), to date, 
only a few studies have examined corporate GHG disclosures (Pellegrino and Lodhia 2012; Haque and Deegan 
2010; Rankin et al. 2011). Reporting GHG-specific information in corporate annual reports is still voluntary and 
research related to its disclosure is still in its early stage. However, this has attracted more public attention 
following the Kyoto Protocol (Rankin et al. 2011); for example, Freedman and Jaggi (2005) findings suggest that 
global policy has had an influence on the level of GHG disclosures. They compared the pollution and GHG-
specific disclosures provided by the world’s largest public companies from 2000 to 2002, including in both 
Kyoto Protocol-ratified and -non-ratified countries, and found that companies domiciled in the former had 
higher levels of GHG-specific disclosure. Freedman and Jaggi (2011) subsequently conducted the same study 
with a larger sample size and obtained the same results, as did Prado-Lorenzo et al., (2009).  
 
GHG emissions-related disclosure is comparatively newer for Australian corporations than for the United 
Kingdom (UK), Denmark and other European countries. Furthermore, Australian corporations are well behind 
their counterparts in Europe regarding reporting emissions-related risks (Cowan and Deegan 2011). Therefore, 
it is commonly agreed that it is important for Australian companies to increase the level of their 
communication and reporting to stakeholders (PricewaterhouseCoopers 2009). However, to date, there have 
been a limited number of studies conducted in Australia to investigate the corporates carbon disclosure, with 
most undertaken before actual regulations, such as the National Greenhouse and Energy Reporting (NGER) Act 
2007 and Clean Energy Act 2011, being in place (Cowan and Deegan 2011). Simnett and Nugent (2007) 
investigate the levels of carbon emissions-related disclosure of Australia’s listed companies in 2005, and found 
that less than 10 percent of Australia’s listed companies mentioned GHG-specific information in their annual 
reports, with only 7 of 1485 including a full carbon disclosure. Therefore, it can be argued that before the 
introduction of the NGER legislation and Clean Energy Act, Australian companies provided very little carbon-
related disclosure. The main contribution of the current study is that it investigates the impacts of these two 
key pieces of Australian GHG legislations on corporate environmental, particularly, GHG disclosure practices. 
Perera and Jubb (2010) relate their study to the NGER legislation to identify whether there is a relationship 
between corporations’ voluntary carbon disclosures made in their annual and sustainability reports and their 
reporting of carbon emissions to the Commonwealth Government of Australia. Although they found no 
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associative externalities, their study did not explore whether the level of GHG-specific information changed 
after the implementation of the NGER and Clean Energy Acts, a gap this study aims to fill. 

3. Policies for Mitigating Carbon Emissions and the Issue of Legitimacy  
Several high-profile environmental disasters, such as the Bhopal disaster (1984), the Chernobyl disaster (1986), 
the Alaska oil spill (1989), the Deepwater Horizon oil spill (2010) and, more recently, the climate change 
debate has led many researchers and social commentators startled public environmental attention and 
recently climate change has emerged as a key contemporary environmental issue (Roper 2012). At the 
international level, the UN has been concerned with the potential impact of GHG emissions since the 1970s 
and, in 1988, the Intergovernmental Panel on Climate Change (IPCC) was established to tackle the problem 
(Peters et al. 2011). Thus, the importance of tackling GHG emissions has received a great deal of international 
attention from leading international organisations, non-government organisations (NGOs), community interest 
groups, business and government policy makers and researchers (Kolk and Levy 2001; Kolk and Pinkse 2004; 
Cowan and Deegan 2011). 
 
Whilst the debate continues, as to whether government should intervene by developing policies that would 
contribute to reducing GHG emissions through regulating corporate environmental management activities, the 
alternative would appear to leave business to self-regulate in this area. However, most of the world’s most 
powerful companies are in the fossil fuel sector and various studies suggest that they have a vested interest in 
undermining the impact of GHG emissions and lobbying to prevent the introduction of stricter government 
regulations (Kolk and Levy 2003; Grubb 2005). Despite strong lobbying by these giant corporations, many 
international agreements and collaborations have nonetheless been established over the years to 
acknowledge the consequences of GHG emissions. Undeniably, the Kyoto Protocol is the most important 
international agreement addressing the problem of GHG emissions at the international level by establishing 
legally binding emissions targets for industrialised countries (UN 2012). In addition, the adoption of the Kyoto 
Protocol has motivated some countries to develop their own regulations and requirements. To date, in tandem 
with the Kyoto Protocol, 90 countries which together have over 80 percent of global emissions, have made 
international pledges to limit their emissions under the UN Framework Convention on Climate Change-
UNFCCC (Australian Governemnt: Department of Environment 2014). 
 
Australia ratified the Kyoto Protocol in 2008 and developed a national policy for reducing carbon emissions 
(Haque and Deegan 2010). Since then, the Australian government has moved forward with its Australian 
Emission Trading Scheme (AUETS) and plans to implement comprehensive climate change strategies, including 
GHG mitigation (Maraseni et al. 2009). It has committed to reducing GHG emissions by up to 15 percent by 
2020 and to 60 percent by 2050 compared with 2000 levels (Australian Government: Department of Climate 
Change 2008). Earlier, in 2007, it introduced the first GHG-specific legislation, the NGER Act, which established 
a national reporting framework requiring, among other things, that Australian companies report GHG 
emissions and projects, energy consumption and production-related information to the Australian 
government. 
 
In 2011, the Labor government introduced the second piece of GHG-specific legislation, the Clean Energy Act 
to set up a carbon-pricing mechanism to support the transition to a low-carbon economy and was effective 
from 1 July 2012 until 1 July 2014, when it was repealed by the incoming Liberal government (Australian 
Governemnt: Clean Energy Regulator 2012). Both the NGER Act and the Clean Energy Act aimed to regulate 
the carbon emission through the introduction of a legislative framework (Australian Governemnt: Clean Energy 
Regulator 2012). None of these legislations require corporations to report their GHG emissions related 
information in their annual report. However, one of the aims of these legislations was to revealing the GHG 
emissions related information of the top GHG emitters to the public to boost the public concerns regarding the 
GHG emissions related performance of these emitters. This could put especially high polluting corporations’ 
legitimacy in risk and is expected to persuade Australian companies to report publicly about their GHG 
emissions. 
 
As a result of these policy interventions, the visible performance of GHG emitters is now subject to public 
scrutiny under the monitoring eyes of various stakeholders. If a firm cannot change its operational strategy to 
suit a lower carbon economy, its legitimacy could be under threat.  According to legitimacy theory, in such 
circumstances, companies will provide more environmental information in order to legitimise their operations 
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(Deegan et al. 2002; Suchman 1995; Tilling and Tilt 2010). In addition, evidence from various prior studies 
indicates that the level of environmental disclosure increases following major environmental events or 
legislative changes (Patten 1992). Therefore, it is expected that Australian companies will disclose more 
environmental information, particularly GHG-specific disclosures, following the introduction of the two key 
pieces of GHG legislation under consideration in this study. 

4. Theoretical Framework 
The dominant theoretical framework underpinning research on environmental and GHG reporting is legitimacy 
theory (Guthrie and Parker 1989; Suchman 1995; O’Donovan 2002; Tilling 2004; Deegan 2002; Cowan and 
Deegan 2011), which posits that the purpose of providing social and environmental information is to legitimise 
the activities undertaken by corporations. Legitimacy theorists consider social norms, values, customs, beliefs 
and attitudes in order to understand corporate disclosure behaviours and rely on the notion that “there is a 
social contract between an organisation and the society in which it operates” (Guthrie et al. 2006, p.256).  
 
Legitimacy is a “generalized perception or assumption that the actions of an entity are desirable, proper, or 
appropriate within some socially constructed system of norms, values, beliefs, and definitions” (Suchman 
1995, 574). Legitimacy is like a resource that a corporation requires to run. Certain actions and events can 
increase this legitimacy and others can decrease it (Tilling 2004).  This theory is a powerful mechanism to 
understand the voluntary environmental disclosures of major corporations (Tilling 2004). Many researchers 
adopt legitimacy theory to explain the practice of social and environmental disclosures (Cowan and Deegan 
2011; Deegan and Rankin 1996; Tilling 2004).  
 
Legitimacy theory posits that if an organisation’s adopted values are commensurate with its society’s own 
value system, an organisation can continue to exist within that society (Gray et al. 1996; Branco et al. 2008). 
Therefore, it is imperative that corporations act within the framework of socially acceptable behaviour, as they 
consistently need to convince the public that their activities are harmonious with society’s values. Thus, it can 
be argued that an organisation´s activities and behaviour need to be in line with society’s expectations; 
otherwise, a legitimacy gap will arise. For example, situation like social and environmental incidents, or  
fraudulent or unethical management behaviour may put corporate legitimacy under threat (Branco et al. 
2008). Corporations may also lose their legitimacy even if their operations have not changed. According to 
O’Donovan (2002, 348), this can happen due to changes in social awareness, media influences, and/or 
pressures from lobby groups and/or regulatory or institutional sources. Corporations may also lose their 
legitimacy when new information is disseminated to the relevant public (Milne and Patten 2002).   

This study examines a situation where the level of social awareness changed due to publicly available 
information. The NGER Act and Clean Energy Act create a platform to get (new) information regarding 
corporate GHG emissions that is now easily accessible to the public which may have been difficult to obtain 
before these legislations. The NGER Act forces Australian corporations to provide GHG emissions related 
information to the government.  Likewise, the Clean Energy Act focused a spotlight on major polluters by 
disclosing their name and required them to pay a price for their carbon emissions. These two pieces of 
legislation placed major GHG emitters squarely in the public eye. Therefore, it is argued that the availability of 
this information put corporate legitimacy in threat.  
 
Corporations use various strategies, such as public disclosure, to close their legitimacy gap with the public 
(Lindblom, 1994). One such public disclosure is annual report. This report is the primary communication 
medium used to legitimate corporate activity (Lang and Lundholm 1993). Therefore, drawing on legitimacy 
theory, this study hypothesises that there will be an increase in GHG disclosures in selected companies annual 
report following the implementation of the NGER Act in 2007 and Clean Energy Act in 2011 and tests the 
following two hypotheses. 

Hypothesis 1 (H1): there will be an increase in the volume of GHG-specific disclosures by 
Australian companies after the enactment of the NGER Act 2007. 

Hypothesis 2 (H2): there will be an increase in the volume of GHG-specific disclosures by 
Australian companies following the enactment of the Clean Energy Act 2011. 
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5. Research Design and Method 

5.1 Sampling 

Very often, social and environmental reporting research using content analysis as a technique takes some large 
companies, particular industry groups, or a specific company as the sample, rather than attempting to draw a 
sample which is representative of the population (see, for example, Gray et al. 1995; Haque and Deegan 2010; 
Deegan et al. 2002; Guthrie and Parker 1990). It is also popular in environmental reporting research to select 
companies with a specific purpose in mind (see: Cowan and Deegan 2011; Patten 2002; Rankin et al. 2011). 
Likewise, this study used a purposive sampling technique in order to obtain knowledge about the behaviours 
of the selected companies regarding their GHG disclosure practices. This study selected Australian ASX-listed 
companies which are required to report their emissions levels under the NGER Act 2007 and were also 
potentially liable for the 2013 carbon price under the Clean Energy Act 2011. 
 
The first emission reporting period commenced on 1st July 2008 (Rankin et al. 2011). In October 2012, the 
Clean Energy Regulator (2012) identified 316 companies as potentially liable to pay the carbon tax in 2013 
based on their emissions. The years 2006, 2009 and 2013 were selected as the period of investigation for this 
study, on the basis that 2006 is the baseline year prior to the commencement of the NGER Act, while 2009 is a 
proxy for the following year and represents the baseline for the introduction of the Clean Energy Act in 2011, 
while 2013 is the year after the introduction of the price on carbon. Of 316 companies, 71 were found to be 
listed in 2006, 2009 and 2013. As, in 2013, only annual reports of 55 companies were available during the 
research period, a smaller sample size was included in the paired t-test for the years related to the Clean 
Energy Act. 

5.2 Content analysis 

Research data was collected from the selected companies’ annual report through the content analysis 
technique. The field of corporate social and environmental accounting research overwhelmingly uses this 
technique to investigate social and environmental reporting (Gray et al. 1995; Tilling and Tilt 2010). Buniamin 
argues that the content analysis method is the “most suitable method to explore the environmental 
information in the annual report” (Buniamin 2012, 120). Therefore, this study applied content analysis 
technique to collect GHG-specific data from annual reports of the sampled companies. As prior studies in the 
corporate environmental reporting area have used company annual reports as the major source of corporate 
environmental information (see for example: Tilt 2001; Guthrie and Parker 1989, 1990; O’Donovan 2002; Buhr 
1998; Buniamin 2012), this study did also. In content analysis, it is important to identify what needs to be 
researched and analysed, the definition of which should be precise and unique (Gray et al. 1995). GHG 
disclosure is considered the main theme for this content analysis (see Appendix) and the number of words 
used to measure the volume / level of GHG-specific information.  

6. Data Analysis and Hypotheses Testing 
Hypothesis (H1) states that “there will be an increase in the volume of GHG-specific disclosures by Australian 
companies after the enactment of the NGER Act 2007”. The annual reports of 71 companies were analysed and 
it was observed that 53 provided GHG-specific information both before and after the enactment of the NGER 
Act for the years 2006 and 2009, as summarised in Table 1. In 2006 and 2009, 6,812 and 18,841 GHG-specific 
words respectively were reported, an increase of almost 171 percent or 12,029 words.  

Table 1: Summary of statistics for GHG Words before and after NGER Act 2007 and Clean Energy Act 2011 

 
 N Min Max Sum Mean Std. Deviation 
GHGWord 2006 (before NGER 
Act) 

53 0 1199 6,812 128.53 251.000 

GHGWord 2009 (after NGER 
Act) 

53 0 1804 18,841 355.49 328.069 

GHGWord 2009 (before Clean 
Energy Act) 

39 0 1000 9294 238.31 240.766 

GHGWord 2013 (after Clean 
Energy Act) 

39 0 1606 13988 358.67 393.867 
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Summary statistics show that the average number of GHG-specific words was higher after the enactment of 
the NGER Act (mean = 355.5, s = 328.1) compared with the previous period (mean = 128.5, s = 251). A paired t-
test was conducted to check whether there was a statistically significant increase in the volume of GHG-related 
information after the enactment NGER Act, the results of which are provided in Table 2. 

Table 2: Paired samples T-test for GHG Words before and after NGER Act 2007, Paired Samples T-Test for GHG 
words before and after Clean Energy Act 2011 

 
In Table 2, the mean difference (increase) was 227 (rounded) and the standard deviation was 226 (rounded). 
As there was an increase in GHG-specific words after the enactment of the NGER Act which was statistically 
significant (t (52) = 7.29, p = 0.000), the test results provide sufficient evidence to support research hypothesis 
1 (H1). 
 
Hypothesis (H2) states that “there will be an increase in the volume of GHG-specific disclosures by Australian 
companies following the enactment of the Clean Energy Act 2011”. In order to test this hypothesis, the annual 
reports of 55 companies were analysed before and after the enactment of the Clean Energy Act. Of them, 16 
were removed from the sample as they did not provide any GHG-specific information in 2009 and 2013, which 
resulted in a sample size of 39 companies. As the summary statistics in Table 1 show that the total number of 
GHG-specific words for the 39 sampled companies was 9,294 in 2009 and 13,988 in 2013. GHG-specific 
disclosures increased by approximately 51 percent, that is, by 4,694 words from 2009 to 2013. Also, the 
average number of GHG-specific words was higher after the enactment of the Clean Energy Act (mean = 
358.67, s = 393.87) than prior to it (mean = 238.31, s = 240.77). A sample paired t-test was run to check 
whether this increase was statistically significant.  Table 2 also presents the results of the paired sample t-test, 
which shows that the mean difference (increase) of GHG-specific words was 120 (rounded) and the standard 
deviation 273 (rounded), which confirms that this rise was significant (t (38) = 2.75, p = 0.004). Therefore, 
hypothesis 2 (H2) can be supported.  
 
This study also compared the total reported GHG disclosures of the 53 and 39 sampled corporations against 
the total reported environmental information by the same corporations before and after the enactment of the 
NGER Act and Clean Energy Act. The results show that GHG information occupied approximately 19 percent 
and 39 percent of environmental information in the annual reports of selected corporations before the 
enactment of the NGER and Clean Energy Acts respectively and this increased to 38 percent and 44.22 percent 
respectively afterwards. This change may reflect that GHG information became more strategically important 
for corporate legitimacy following the introduction of these two key pieces of legislation. 

7. Conclusions 
The findings of the study support both the hypotheses 1 and 2 and conclude that selected Australian 
companies have significantly increased the volume of their voluntary GHG-related disclosures after the 
enactment of the NGER Act 2007 and the Clean Energy Act 2011. The findings support the claims of prior 
research, which identified a significantly higher level of voluntary environmental disclosure amongst 
corporations that had experienced negative environmental events, threats to their legitimacy, regulatory 
burdens and/or the publication of environmental information that could be perceived as negative (see for 
example: Cowan and Deegan 2011; Deegan and Rankin 1996; Deegan et al. 2002; Rankin et al. 2011). 
Furthermore, this study observes the emergence of an interesting pattern of GHG-specific disclosure in 
Australia, whereby GHG-specific information has become more prominent and occupied a greater overall 
proportion of the reported environmental information between 2006 and 2013. This does not necessarily 
translate into a reduction in carbon emissions. However, the trend indicates that companies will attempt to 
legitimise their activities through increasing their discretionary environmental disclosures when environmental 
regulations introduced by governments disseminate corporate GHG-related information to the public. While 

 
 Paired Differences t df Sig. 

(one-
tailed) 

Mean Std. 
Deviation 

Std. 
Error 
Mean 

95% Confidence 
Interval of Difference 
Lower Upper 

NGER Act 2007 226.962 226.877 31.16 164.427 289.497 7.283 52 .000 
Clean Energy Act 
2011 

120.359 273.250 43.75 31.782 208.936 2.751 38 .0045 
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the Clean Energy Act was subsequently repealed in Australia in July 2014, the study supports the claim through 
providing empirical evidence that legislative interventions do change how corporations report environmental 
and GHG-related information. Therefore, the findings of study will benefit the legislators concerning their 
legislative policy directions. Being a seminal study on the direct implications of corporate discretionary GHG-
related disclosure, the study also contributes to the limited but growing literature on carbon emission 
reporting. However, the study only uses corporate annual reports to investigate GHG-related disclosure and 
the study could be expanded or replicated through incorporating other non-annual report corporate disclosure 
instruments with bigger sample size. 
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APPENDIX 
Criteria used to gather GHG-specific information from annual reports 

1. Stated or discussed information about GHG/carbon emissions/emission trading scheme, carbon 
pricing mechanism 

2. Provided information related to NGER legislation, Clean Energy Act and carbon tax 
3. Discussed action to reduce GHG emissions (see note )  
4. Provided information about fuel efficiency, energy efficiency and renewable energy 
5. Presented statements indicating that the company’s operations are non-polluting or are in 

compliance with pollution laws and regulations (including the NGER and carbon tax) 
Note: Action could be due, but not limited, to the use of new technologies, redesigning 
products/processes/services, GHG certifications, energy conservation (consumption reductions), use of 
renewable energy, energy and fuel efficiency, refrigeration and air-conditioning improvements, transport use, 
e.g., travel reductions, use of alternative types of transport, training/research sponsorship, partnerships with 
external organisations, carbon offset and emission trading 
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Abstract: The increase of corporate social and environmental disclosures has been phenomenal in the past decade, 
particularly in developing countries recently. This rapid increase has been viewed as a practical response to stakeholder 
demand and pressure within and outside the boundaries of business operations. While the empirical research of corporate 
disclosure practice in developing countries is of significant growth, questions such as how business uses reporting to 
manage stakeholder relationships and balance stakeholder interest and power in a particular institutional context of 
developing countries remain unanswered. The focus of this study is on China, a country that is experiencing the largest 
transformation and growth in corporate social and environmental reporting. Based on Mitchell et al.’s (1997) stakeholder 
salience theory, this study explores the role of stakeholder salience and the dynamics of such salience in the decision of 
environmental disclosure in a large leading mining company in China. The preliminary results reveal that environmental 
reports are responses to the demand of stakeholders in a salience hierarchy and these responses have increased and 
reinforced rather than reduced the power difference between stakeholders, especially between definitive (e.g. regulatory 
agencies, creditors) and expectant/latent stakeholders (e.g. community, employee and the public). However, when there is 
a real environmental issue of concern, the media as a less salient stakeholder is likely to change the entire paradigm of 
stakeholder relationship and power difference.  
 
Keywords: Environmental disclosure, stakeholder theory, stakeholder salience, China 

1. Introduction 

Over the past two decades, social and environmental sustainability has become a topical area that receives 
growing attention from government, investors, customers, media and the community. Businesses today can no 
longer act with little regard or concern for their organisations’ impacts on the environment and society. Their 
commitment to social and environmental responsibility has not only legal, but also political and economic 
implications (Schaltegger and Burritt 2000; Cho and Patten 2007; Burritt and Schaltegger 2010). This has led to 
a world-wide increase of corporate social and environmental disclosures, particularly in the western developed 
nations. These disclosures are interchangeably known as terms such as sustainability reports, corporate 
responsibility reports, corporate social and environmental reports, etc. 
 
KPMG (2005; 2008; 2011) reports that the increase of corporate disclosure in the past decade is phenomenal, 
with over 95% of the world leading companies producing corporate responsibility reports, increasing from 80% 
in 2008 and 64% in 2005. More recently, such phenomenon has started to spread over developing countries. 
Asia-pacific regions have observed an exceptional growth in corporate sustainability reporting. The latest 
KPMG survey (2013) finds that nearly 71% companies in the Asia-Pacific area publish sustainability reports in 
2013, while this figure was only 49% in 2011. 
 
The soaring social and environmental disclosures have been viewed as a positive and practical response to the 
public call for corporate responsibility for sustainable development (Azzone et al. 1997; Burritt and Schaltegger 
2010). There is a growing consensus that companies should take wider responsibilities than simply make 
money for their shareholders. This is because corporations operate within a wider value system encompassing 
a wide range of stakeholders who can influence or be influenced by them (Freeman 1984; Clarkson 1995). In 
order to survive and grow, business corporations have to react to environmental and sustainability challenges 
expressed by stakeholders within and outside the boundaries of business operations in this wider system 
(Dowling and Pfeffer, 1975; Deegan, 2002). As such, corporate disclosures have gone beyond the traditional 
role of providing a financial account to the owners of capital or shareholders (Maunders and Burritt 1991). 
Disclosures has been used as an instrument to communicate much broader social, environmental and 
sustainability information to stakeholders, which help demonstrate that the company has fulfilled or attempts 
to fulfil the societal willing, thereby to be seen as legitimate and acceptable to society (Lindblom 1994; 
Deegan, 2002). Based on the system view of disclosure, previous researchers argue that companies increase 
their disclosure of social and environmental information in order to reply to increasing social and institutional 
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demands and stakeholder pressures (Deegan, 2002; Branco and Rodrigues, 2008; Cormier et al., 2004). This 
echoes the KPMG’s survey results revealing that more than half of the world leading companies consider 
improving stakeholder relationships as a motivation for sustainability reporting (KPMG 2008).  
However, what we need to have in mind is that majority of the companies studied in previous literature are 
within the western context. In developing countries where the concepts of legitimacy and stakeholders are 
being embraced more widely these days, their meaning and influence remain elusive not only to business 
organisations but also to government policy makers themselves. This is due to many differences in developing 
nations in terms of their regulatory systems and implementation mechanisms, institutional and political 
environments, and economic development levels and ambitions, to name but a few (Liu and Anbumozhi 2009;  
Marquis and Qian 2014). In emerging markets where laws and regulations are usually weaker and often 
tangled with political interests and economic imbalances, corporate reactions to government rules and 
stakeholder pressures deem to be different and bounded by their unique legal, political and societal settings 
(Marquis and Qian 2014). It is these differences and the implications of these differences on corporate 
disclosure environments that make the study of social and environmental reporting in a developing context 
particularly interesting and important. While the empirical research of corporate disclosure practice in 
developing countries is of significant growth recently (see e.g. Kimber and Lipton 2005; Weber 2014; He and 
Loftus 2014), many questions remain unanswered. For example, whether the increased sustainability 
disclosures have any impact on stakeholder communication, whether stakeholder demands and their 
importance influence the disclosure processes or decisions, and more specifically, whether increased 
environmental disclosures and more stringent environmental disclosure regulations have empowered 
stakeholders and enhanced social value. 
 
To understand the complexities involved in the above questions, we adopt a stakeholder salience lens to guide 
our exploration of corporate responsibility disclosure practices, motivations and effectiveness in this study. 
Stemming fundamentally from legitimacy and stakeholder theories, stakeholder salience provides a unique 
perspective on the attributes of stakeholders and differentiates stakeholder interest and importance according 
to their power and legitimacy (Mitchell et al. 1997). The stakeholder salience perspective is particularly 
relevant to the context of developing nations for two reasons. First, this context often presents highly 
hierarchical features, culturally and institutionally, in its societal and political structure. The actors or 
stakeholders in such structure tend to possess significantly different power and relational bases (Kimber and 
Lipton 2005). Different dimensions and attributes explicated in stakeholder salience theory provides an 
opportunity to obtain a deeper understanding of the stakeholder relationships and influences in this particular 
context. Second, as Parent and Deephouse (2007) and Magness (2008) observe, stakeholder salience is a 
dynamic notion open to evolving over time. The dynamic features of stakeholder attributes enable the 
exploration of the extent to which corporate disclosures are used to manage dynamic stakeholder 
relationships and balance the rapidly changing stakeholder interest and power in the context of developing 
countries. 
 
The focus of our empirical study is in China. Among the Asian emerging economies, China is obviously the 
fastest growing developing country. In the past few years, China has experienced the largest transformation 
and increase in corporate social and environmental reporting, growing from less than 100 reports before 2006 
to over 1500 reports since 2012 (China Corporate Social Responsibility Research Report from 2009 to 2013, 
CSRC). Previous studies of this substantive movement in China have placed considerable emphasis on the 
disclosure volume and the effect of firm characteristics on disclosure behaviour (see e.g. Liu and Anbumozhi, 
2009; Liu et al. 2010; Weber 2014). They are either descriptive in nature (e.g. focusing on reporting practices 
or the role of regulations, etc.) or based on large scale public data. The depth of understanding the actual 
quality and motivation of such disclosures and their linkage with stakeholder relationships is clearly lacking in 
these archival studies. The latest KPMG survey (2013) of the quality of corporate responsibility reveals that 
despite fast growing reports, China has below average reporting quality. China’s disclosure quality scores are 
only 39 out of 100, compared to 85 in Italy, 79 in Spain and 76 in the UK. This is in spite of mounting 
regulations and guidelines of social and environmental disclosures by the government and stock exchanges in 
the past few years in China, particularly for high polluting State-owned companies. For the purpose of this 
study, we chose a large mining company for the field investigation. The company is one of the largest mining 
companies listed in ShangHai Stock Exchange. Its high environmental sensitivity, the State-owned status and 
the domestic market orientated feature all make the company a representative case for large polluting 
companies in China. Based on Mitchell et al.’s (1997) stakeholder salience attributes, we explored the role of 
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stakeholder salience and the dynamics of such salience in the decision of environmental disclosure in this large 
leading mining company. 
 
The remainder of the paper is structured as follows. The next section sets out the literature review with a 
particular focus on stakeholder salience and relationships. Section 3 provides an overview of the case study 
context and method, which is followed by an analysis of data and results for the study in Section 4. Section 5 
contains the conclusion and limitations of the study. 

2. Literature review  

With increased awareness and visibility of social and environmental problems caused by industry 
development, social and environmental issues have been of greater than ever concern to a variety of actors in 
society (Harvey and Schaefer 2001). This requires corporate managers to be responsive and responsible to 
more than conventional shareholders and investors who have direct financial interests in the company. Rather, 
the importance of other stakeholders and managing relationships with them has become widely accepted 
(Donaldson and Preston 1995; Agle et al. 1999; Laplume et al. 2008; Spitzeck and Hansen 2010). Freeman's 
(1984) seminal work provides a solid and lasting foundation for many continuing efforts to define and build 
stakeholder models, frameworks, and theories. In his definition, a stakeholder is a group or individual who can 
affect or is affected by the achievement of the organization’s objectives (Freeman 1984, p.46). More 
comprehensively, Clarkson (1995) defines stakeholders as persons or groups that have or claim ownership, 
rights or interests in a corporation and its activities, past, present or future. These claimed rights or interests 
may be legal or moral, individual or collective (Clarkson 1995).  
 
As a theory that has “moved” academic research and business practice for decades (Laplume et al. 2008, p. 1), 
stakeholder theory originates from and relies on its normative core and moral focus (Freeman 1984; Phillips 
2003; Donaldson and Preston 1995). The legitimacy or normative validity aspect of stakeholder theory is 
regarded as fundamental to the theory (Donaldson and Preston 1995). Stakeholders and stakeholder groups 
have “legitimate interests in procedural and/or substantive aspects of corporate activity” and they are 
“identified by their interest regardless whether the company has any corresponding interest in them” 
(Donaldson and Preston 1995, p. 67). Nonetheless, although companies are characterized by relationships with 
many stakeholders, each with the power to affect the firm’s performance and/or having a stake/interest in the 
firm's performance, when managers actually embark on the huge process of stakeholder management, they 
tend to prioritise stakeholders’ interests and demands, and respond to their requests differently. Stakeholder 
relationships have varying degree of importance to corporate managers regardless whether stakeholders have 
highly legitimate, relevant or critical voices (Frooman 1999). As Clarkson (1995) claimed, companies do not 
simply handle social responsibility issues as such. They have to respond more competently to a whole range of 
stakeholder issues (Clarkson 1995; Frooman, J. 1999). In the normal course of conducting business, “corporate 
managers do not think or act in terms of the concepts of corporate social responsibilities and responsiveness, 
nor of social issues and performance” (Clarkson 1995, p.98). In light of this argument, stakeholder theory is 
also instrumental as well as managerial. Research has found that corporations practicing stakeholder 
management are likely to be more successful in conventional performance terms such as profitability, stability, 
growth, etc. (Donaldson and Preston 1995). This vein of arguments supports the positive connections between 
the practice of stakeholder management and the achievement of various corporate performance goals as well 
as improving the levels and quality of responsibility disclosures (Waddock and Graves 1997; Smith et al. 2005).  
 
The academic debate over the rationale of managing and balancing stakeholder interests has been well 
recognised in the extant literature (Laplume et al., 2008). Much attention has been given to the characteristics 
or categorisation of stakeholders and their interests. Stakeholders with similar interests, claims, or rights are 
viewed as belonging to the same group. Clarkson (1995) broadly differentiates primary and secondary 
stakeholder groups based on whether the stakeholder has a formal contractual bond with the firm (such as 
shareholders and employees) or direct legal authority over the firm (such as government regulators). A 
primary stakeholder group is one without whose continuing participation the corporation cannot survive, 
whereas a secondary stakeholder group is one that influences or affects, or is influenced or affected by, the 
corporation, but it is not bounded by any contractual relationship with the corporation so that it may not be 
essential for the corporation’s survival (Clarkson 1995, p.106). More deeply, Mitchell et al. (1997) provide a 
theoretical foundation examining the differences of stakeholders based on three distinctive attributes that 
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define stakeholder salience. These attributes are power, legitimacy and urgency. According to Mitchell et al. 
(1997, pp.865-868), power reflects the ability of a stakeholder to force their point of view or desires in a 
particular relationship; Legitimacy refers to the appropriateness of stakeholders’ actions and their relationship 
with the organisation; Urgency incorporates a temporal dimension of the relationship by measuring the time 
sensitivity of the stakeholders’ claims on the organisation. These attributes collectively enable managers to 
evaluate the importance/salience of a stakeholder (group). It is assumed that the greater the power, 
legitimacy and urgency that a stakeholder possesses, the more likely their claims or needs will be responded 
and possibly responded in a swifter and more visible way. Consequently, stakeholders who possess all three 
attributes are regarded as definitive stakeholders and those that possess two and one attribute(s) are viewed 
as expectant and latent stakeholders respectively. Based on these conceptual propositions, Parent and 
Deephouse (2007) provide empirical evidence confirming the positive relationship between the numbers of 
stakeholder attributes and perceived stakeholder salience. 
 
There are obviously some analogies in Clarkson (1995) and Mitchell et al.’s (1997) categorisation of 
stakeholders. Government authorities that stipulate laws that companies have to obey are clearly primary 
stakeholders without whose support companies may cease existence. Also, they are definitive stakeholders 
whose claims are perceived as powerful, legitimate and urgent. This may reflect that power could override 
other attributes in terms of its effectiveness. For example, Parent and Deephouse (2007) find that power has 
the most important effect on perceived salience, followed by urgency and legitimacy. In the context of green 
stakeholders, Harvey and Schaefer (2001) reveal that environmental stakeholders with an institutional power 
base, such as government via legislation or environmental and industry regulators are perceived as the most 
immediately influential stakeholders. However, some primary or definitive stakeholders such as economic 
stakeholders are generally considered not very interested in corporate social and environmental performance 
despite their possession of power and legitimacy. 
 
As a subject of study in this research, environmental reporting is clearly a subjective and socially constructed 
process. Despite the increasing research using corporate social and environmental disclosures as objective 
data source to test the role of stakeholders and their salience (e.g. Dong et al., 2014; Lu and Abeysekera, 
2014), empirical studies involving the field and real cases to investigate the actually subjective reporting 
process are still lacking. This is particularly the case in developing countries where different cultural, 
development, market and political contexts play important roles in determining stakeholder relationships and 
corporate activities such as environmental reporting (Jennings and Zandbergen 1995; Husted and Allen 2006). 
We follow the guidance of the previous literature and arguments about stakeholder attributes and 
characteristics and set up our investigation and observation in a large mining company in China. 

3. Research method 

The case study method was employed to explore the subject issue for this study. The qualitative case based 
research method enables the complexity of inter-related influences which shape practices in individual 
organisations to be understood (Scapens 2004). The empirical inquiry set out in a case study investigates a 
phenomenon within its natural and real-life context, therefore  a rich set of information that provides in-depth 
understanding of the processes, issues and perceptions can be generated (Creswell 2003; Yin 2013). We 
approached the anonymous company, referred to as "CHXZ" in this study, one of the leading mining and 
metallurgical companies listed in Shanghai Stock Exchange in China, and conducted an exploratory case study 
of the company. CHXZ is a large SOE (state controls 52.74% of its total share capital) and employs over 10,000 
people, excluding part time contractual factory workers. By the end of 2014, total assets of CHXZ were over 
RMB 32.8 billion (US $ 5.3 billion). While CHXZ ranks among the top 10-20% listed companies in China, its 
main market shares and business operations are domestic orientated with a few subsidiary companies and 
branches in Canada, Australia, Bolivia, etc.   
 
In our case study, interviews are used as the major method to obtain data. Interviews are considered a useful 
way to generate a source of rich data consistent with the nature of the phenomena studied (Yin 2013). 
Through an interview process, relevant information about the thinking, perceptions and thought processes of 
research subjects/participants is likely to be discovered. Valid and credible themes in relation to the questions 
explored can come to light. A total of sixteen interviews was conducted with the company senior management 
group. The interviews encompass three major p arts. The first part was the introduction of the interview 
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process and interviewees. This introductory part helped us understand the contextual environment of the 
reporting process and the role of personnel in preparing environmental reports. The second part explored the 
essential questions about the aim of environmental reporting and the role and involvement of various 
stakeholders in report preparation and decisions. The third part of the interviews is a probing process 
attempting to understand how and why different stakeholders have involved in the reporting process and 
influenced the reporting decisions. 
 
Complementing the formal interviews is the use of field observation and the access to all available reports and 
policy documents to support the exploration. The field study was carried out in late 2014 till April 2015. 
Informal discussion with staff and employees and meeting attendance and observation were frequently used 
during the time of study. Secondary documents assessed include all annual reports, environmental reports, 
social responsibility reports and company strategic development plans in the past five years, supplemented 
with information from corporate website and accessible internal documents. 

4. Preliminary results  

While the data analysis is still in process, we have obtained several preliminary results from the case study. 
Over the past five years, the company’s disclosure practices seem to become more mature. It has strived to 
enrich the content of reports with the length extending from the initial 9 pages to 34 pages in 2014. While the 
text, tables and structural diagrams have increased, the largest increase is photos, including many field photos 
and photos of award and certificates (government award and certificate photos account for nearly 40% of total 
numbers of photos).  
 
The purpose of environmental disclosures seems consistent in all interviews. The importance of community, 
people and the public has been firmly assured by report preparers. Examples include “…to provide timely 
environmental information to the public…”;  “…to make community informed of our environmental activities”; 
“…as a responsible mining company, it is important to disclose environmental information to the public”; 
“environmental report is to serve the society, the public, the investors, and local community and residents. 
This is a fundamental principle of environmental reporting.” 
 
Nevertheless, what have been reported appear to be less related to the demand directly from the community. 
In addition to the excessive increase of pictures and photos of government certificates in the reports, the 
length increase of the reports also involves the compliance with more policy guidelines, more messages from 
the board and more positive environmental performance and activities in the factory field. The decoupling of 
the purpose reports and what is actually reported may be attributed to the asymmetries of power between 
stakeholders, which leads to our main question explored. 
 
The interviews did reveal diverse stakeholders (and/or groups) of environmental reporting, although the 
commonly accepted primary stakeholders were a few only. The stakeholders mentioned include the 
government and its agency bodies (including governmental environment protection department, stock 
exchanges), residents and communities surrounding the company, shareholders and investors, banks and 
other creditors, corporate employees and the media. Other stakeholders which may be important to the 
company’s economic standing such as suppliers and customers, and non-governmental environmental 
organizations are not considered involved in corporate environmental reporting. 
 
In a stable environment, the salience hierarchy is clearly presented. The government and its associated 
regulatory agencies are influential and the most salient stakeholder, because of their absolute power 
manifested through rules/guidelines, their demand urgency due to the time sensitivity of compliance, and the 
legitimacy of their order as legal authorities. This is consistent with prior literature arguing that pressures from 
regulatory bodies are the most powerful and widespread stimulus for improvements in environmental 
management (e.g., Newman and Breeden, 1992; William et al., 1993; Baylis et al., 1998). Jennings and 
Zandbergen (1995) indicate that although the widespread acceptance of sustainable values and the rate at 
which sustainable development practices spread across organisations depend on the real understanding of the 
meaning or value of sustainability, organisations are more likely to follow regulatory rules before the content 
and meaning of sustainable practices are understood and adopted. For example, in the case study of 
environmental accounting in Japan, Burritt and Saka (2006) indicated that the regulatory pressure from the 
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Japanese Ministry of Environment is perhaps the most important motivation for environmental accounting 
applications. 
 
Shareholders and investors are no doubt important stakeholders because of their economic power in business 
transactions and legitimate interest in company. However, senior management perceived little environmental 
demand or claims from this salient stakeholder group, although it has been agreed that their economic 
interest could be significantly affected by environmental impacts and risk. Likewise, the environmental 
demand from bank and creditors is indirect. Banks ’s assessment of corporate environmental performance is 
highly reliant upon the company’s compliance with government policies and guidelines for environmental 
management. This perhaps more or less explains why the company has presented many awards and 
compliance certificates in its reports. In this regard, these important economic stakeholders are less salient 
stakeholders to the company when it comes down to environmental responsibility and reporting.  
 
To a large national company, the influence from local government and community is somehow limited. There 
is still lack of direct rules or guidelines in terms of environmental disclosures at the local level. The claims from 
local government and community lack the power and urgency base, making them a latent or at most a weak 
expectant stakeholder. Compared with local community, employees are more directly affected by the 
company’s environmental activities and impacts in their workplaces. However, the lack of power and urgent 
claims often place them in the lower level of the salience hierarchy.  
 
The media has frequently been mentioned as an important stakeholder that possesses exceptional power to 
press government and the general public. In the stable environment, it does not directly affect or is affected by 
the company, thereby imposing little threat to company performance and reputation. As such, the media is 
perceived as a latent stakeholder in the normal course of business operations.  
 
As mentioned above, the purpose of environmental reports is claimed as meeting the public and community 
information needs. However, the rhetoric aim seems to decouple with what has been and can be achieved in 
reality. There is little chance that latent stakeholders could be more informed and empowered. Instead of 
reducing the power difference between stakeholders, especially between definitive (e.g. regulatory agencies, 
creditors) and expectant/latent stakeholders (e.g. community, employee and the public), reporting has led to 
further increase and reinforce the power asymmetry or imbalance. For example, several claims and statements 
have implied this aspect as follows: “what stakeholders want to know is whether we are compliant with 
government regulations”; “we do not particularly engage stakeholders… if they have feedbacks or comments 
on our environmental reports, they can tell us”; “we do not have any direct communication with local 
residents. Local people are not very keen to know our environmental disclosures. We release environmental 
reports on the corporate website. If they are concerned, they just go to the internet and read them”; “There is 
no government requirement to seek feedbacks from the community. They care whether we comply with laws, 
which we have all disclosed publicly on the website”. 
 
However, stakeholder salience hierarchy is dynamic rather than being stable. When urgent claim did present 
itself to the company, it is likely less salient stakeholders such as the media may be able to change their 
stakeholder attributes and relationships, power differences and asymmetry being readdressed. For example, it 
has been claimed that “if there is a real environmental issue, we will solve the problem overnight, must 
immediately communicate with relevant stakeholders. We cannot wait till it goes overnight.”; “if any 
environmental accident goes to the media, that will cause an immediate loss, shareholders will pay more 
attention, our share price will be largely and negatively impacted”; “if local residents report any impact of 
waste water, waste gas, etc. from us to local government, if that goes to the media, it is the worst scenario for 
our business operation and environmental management.” “Media has various channel, sources and 
mechanisms to collect a company’s environmental information. They don’t look at our environmental reports. 
They look for problems and accidents to create their legitimate story and news topics.” “they are sitting there 
waiting for “good” news…”; “What happened to Zijin Mining group was a good lesson for us. Once the media 
reported the environmental pollution incident, that attracted great attention from the government at every 
level, the public and the competitors too, like us. You know the Ministry of Environmental Protection even 
organised special training classes and required us to study. What we learned from Zijin Mining was enormous.” 
The entire paradigm of the stakeholder relationship has been changed to represent a new salience hierarchy 
to the company.   
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5. Concluding remarks 

This study explores how business uses reporting to manage stakeholder relationships and balance stakeholder 
interest and power in a particular institutional context of developing countries. Based on a stakeholder 
salience lens, this study examines the role of stakeholder salience and the dynamics of such salience in the 
decisions for the decision of environmental disclosure in a large leading mining company in China. The 
preliminary results reveal that environmental reports are responses to the demand of stakeholders in a 
salience hierarchy and these responses have increased and reinforced rather than reduced the power 
asymmetry between powerful stakeholders and latent stakeholders. However, when there is a real 
environmental issue of concern, the media as a less salient stakeholder is likely to change the entire paradigm 
of stakeholder relationship and power difference.  
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Abstract: The paper aims to examine the relationship between corporate governance, in particular board diversity, and 
Corporate Social Responsibility (CSR) reporting among the top 150 Australian companies over a three year period.  The 
quantitative analysis involving a longitudinal study is used where content analysis is undertaken to analyse the extent of 
CSR disclosures in annual reports. Regression analysis using panel data is used in order to analyse the potential association 
between CSR disclosure and five important board diversity measures, specifically independence, tenure, gender, multiple 
directorships and an overall diversity measure.  The results based on the regression analysis reveal that three of the board 
diversity attributes (gender, tenure and multiple directorships) and the overall diversity measure have the potential to 
influence CSR reporting.  The relationship between independent/non-executive directors and CSR disclosure however is 
not clear.  In addition three of the control variables (firm size, Industry and CEO duality) are found to have some influence 
on CSR disclosure whereas board size and profitability are found to be insignificant.  The results also indicate the existence 
of some possible interaction effects between gender and multiple directorships.  The findings are limited to the Australian 
context and to Australian publicly listed companies from 2009-2011.  The study has implications for companies, policy 
makers and for the professional development needs of board members.    Moreover, given there is such limited research 
linking board diversity and CSR disclosure, the results of this study provide scope for further research.   

Keywords: Board diversity, Corporate Social Responsibility (CSR), CSR reporting, CSR disclosure, Gender diversity, Australia 

1. Introduction
The issues of corporate social responsibility (CSR) and CSR disclosure are becoming important both at national 
and global levels (Golob and Bartlett 2007). Researchers and practitioners strongly believe that corporations 
should not be judged just on their economic success (Shahin and Zairi 2007; Carroll 1979) because they are “… 
no longer expected to be mere contributors to the global economy, but rather to reconcile and skillfully 
balance multiple bottom lines and manage the interests of multiple stakeholders” (Jamali, Safieddine, and 
Rabbath 2008, p.443). Despite its importance, recently CSR disclosure by organisations in Australia has been 
minimal.  Hence it is important to identify the major barriers for Australian companies to engage in CSR 
disclosure.  Even though there is a reasonable consensus in the literature suggesting that corporate 
governance, in particular, boards of directors play an important role in ensuring that companies meet CSR 
objectives (Mackenzie 2007), research on board composition has mainly focused on its effect on corporate 
performance/financial reporting and much less attention has been given to how specific board attributes 
influence CSR disclosure.  

This paper extends traditional board composition research and provides a preliminary snapshot of the 
potential association between board diversity and CSR disclosure in large Australian firms, through the 
presentation of panel data regression analyses of a sample of listed companies over the a three year period. 
This is important because stakeholders increasingly expect companies to be transparent about their CSR 
activities and boards are notes as having the overall responsibility for CSR.  Hence, the relationship between 
the two needs to be studied in order to understand and improve CSR outcomes and reporting.   

The paper is structured as follows.  A review of the board diversity and CSR disclosure literature, including the 
development of hypotheses is provided next.  This is followed by the theoretical framework adopted in this 
study and the methods employed.  Finally results, conclusions and areas identified for further research are 
outlined.  

2. Literature review

2.1 Board diversity and CSR reporting 

Diversity among board members is an emerging issue in corporate governance research (Catanzariti and Lo 
2011).  Boards generally work in a group and “... variation in group composition leads to an increase in the 
skills, abilities, knowledge and information of the team as a whole” (Nielsen and Huse 2010, p.17) which 
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enhances group performance and discussion (Van Knippenberg, De Dreu, and Homan 2004).  Homogeneous 
boards, on the other hand, are likely to have similar perspectives and opinions and a high level of cohesion or 
unity among them tends to increase pressure towards conformity (Miller and del Carmen Triana 2009), 
thereby weakening the quality and variety of boardroom debate (Grady 1999).   Alternative perspectives and 
in-depth discussion, facilitated by diversity, are likely to be more beneficial when it comes to uncertain and 
complex decisions, such as those about CSR disclosure.  In fact, empirical research shows that, under high 
environmental uncertainty, heterogeneous top management teams achieve better performance, whereas less 
heterogeneous teams will be more successful in stable contexts (Nielsen 2010).  The recent turbulence in the 
economic climate, in conjunction with uncertainty around social and environmental issues such as the impact 
of climate change and the introduction of new initiatives such as Integrated Reporting (Atkins et al. 2015), 
would suggest that uncertainty is the more common scenario.   

A recent review paper by Rao and Tilt (2015) identifies some important gaps in the research on the 
relationships between board diversity and: CSR performance, CSR decisions and, most notably, CSR reporting 
(Barako and Brown 2008; Jizi et al. 2014; Fernandez-Feijoo, Romero, and Ruiz-Blanco 2014; Said, Zainuddin, 
and Haron 2009).  Although the majority of these studies seem to indicate some influence of board diversity 
attributes on CSR reporting, results are mixed and inconclusive and warrant further research (Rao and Tilt 
2015). 

2.2 Hypotheses 

Based on the literature on board diversity and CSR disclosure, the following five hypotheses were developed in 
order to test the relationship between CSR reporting and four individual board diversity characteristics 
(independence, tenure, multiple directorships and gender) plus an overall measure of diversity.  

H1:  There is a positive association between the proportion of independent directors on the board and the 
level of CSR reporting 

H2:  There is a positive association between the length of directors’ tenure and the level of CSR reporting 
H3:  There is a positive association between the number of multiple directorships on a board and the level of 

CSR reporting 
H4:  There is a positive association between the proportion of women on a board on a board and the level of 

CSR reporting 
H5:  There is a positive association between overall diversity on a board and the level of CSR reporting 

3. Theoretical framework
The paper uses stakeholder theory and resource dependency theory to explain the board diversity and CSR 
reporting relationship.  Stakeholder theory explains that boards of directors, being major control mechanisms 
in the corporation, are both responsible and accountable to a wider group of stakeholders, but does not 
consider how other factors, such as diversity, impact on their decisions about responding to those 
stakeholders.  Therefore in addition to stakeholder theory, resource dependency theory (Pfeffer and Salancik 
1978) is used.  The resource dependency theory highlights that board diversity enhances understanding, 
problem solving skills as well as network connections and thereby helps the corporation in understanding and 
responding to its environment (Bear, Rahman, and Post 2010).  In this sense, the diverse board has the 
potential to enhance board effectiveness and thereby influence the performance, in this case, CSR disclosure 
which is presented below. 

Figure 1: Theoretical framework: Diversity in the boardroom and CSR disclosure 
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4. Research design and methodology  
The paper uses quantitative analysis which involves a longitudinal study where a content analysis is 
undertaken to analyse the extent of CSR disclosures in the annual reports and results are then linked with 
various board diversity characteristics to see whether board diversity has any influence on quantity of CSR 
reporting.  

4.1 Sample 

A sample of the top 150 (based on market capitalisation) Australian firms’ annual reports listed on Australian 
Stock Exchange (ASX) over three years is examined for various diversity measures, and then compared with the 
amount of CSR disclosure produced.  In addition, companies which were delisted during this period (due to 
bankruptcy, merger, take-overs etc.) are excluded from the sample.  Subsequently, 35 companies were 
eliminated out of 150 companies.  Therefore the final sample comprised 115 companies over a three-year 
period (2009-2011) which resulted in 345 firm-observations. 

4.2 Data collection  
An electronic database, Connect 4 (Available at www.connect4.com.au), was used to obtain the annual reports 
for the years 2009, 2010 and 2011 for the selected sample companies in order to examine the extent of their 
CSR disclosures. The other variables for the Australian companies in the sample size were obtained from the 
OSIRIS database (Available at www.osiris.bvdep.com) as well as annual reports and company websites.   

4.2 Measurement of quantity of disclosure 

Content analysis: Content analysis (Krippendorff 2013) is used to determine the extent of CSR reporting 
provided in the annual report.  The content analysis assumes that the amount of information disclosed reflects 
the importance of the information attached by a reporting entity (Krippendorff 2004) and is considered as a 
reasonable measure of management’s willingness to provide social responsibility information in general 
(Branco and Rodrigues 2006).  One of the essential stages in any content analysis study is deciding which 
documents are to be analysed (Krippendorff 2013). Although researchers have recently made calls to perform 
content analysis using various reporting mediums including annual reports, stand-alone reports, media 
releases and newsletters (Dumay and Cai 2014), this paper uses the annual reports of Australian listed 
companies as the sole source of measurement of CSR disclosure for a number of reasons.  Specifically, the 
contents of annual reports tends to be audited which is less likely in other mediums (Pflugrath, Roebuck, and 
Simnett 2011), suggesting greater reliability (Jizi et al. 2014).  Further, top level management and directors 
seem to have more editorial control on the information contained in the annual report than information for 
the press or interest groups, which many CSR ratings agencies rely on (Barnea and Rubin 2010; Bear, Rahman, 
and Post 2010).  In this sense disclosure of CSR-related information in annual reports may be a better 
indication of how boards of directors balance financial and social objectives (Gray, Kouhy, and Lavers 1995) 
and hence becomes particularly important in answering the major objective of the paper, that is, boards’ 
influence on CSR reporting.   

The extent of CSR disclosure is measured by the number of words dedicated to CSR issues in their annual 
report by each sample company.  Finally in order to establish the categories of social and environmental 
information to be examined in the annual reports analysed, a research instrument containing six major themes 
(Governance, Environmental, Employee, Community, Product and Others) was adapted from previous studies 
on CSR disclosure (Gray, Kouhy, and Lavers 1995; Hackston and Milne 1996; Haniffa and Cooke 2005; Williams 
1999; Campbell 2000).   

Further recently researchers have criticised the studies using content analysis lacking reliability tests (Dumay 
and Cai 2015; Dumay 2014) and suggest that they “ensure data reliability” (Dumay 2014, p.1261). As such, this 
study uses Krippendorff’s Alpha (Krippendorff 2013) to test the inter-coder reliability of the coding instrument.  
After two rounds of pre-testing, inter-coder reliability was measured at 95%, confirming the reliability of the 
instrument for measuring quantity of CSR disclosure. 
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4.3 Measurement of explanatory variables  

Board diversity characteristics 
The variables used in this paper include four board diversity measures: independence, board tenure, gender 
and multiple directorships, plus an overall measure of diversity; the measurement of which is specified below.   

Percentage of independent directors: The percentage of independent directors is measured as the proportion 
of independent/non-executive/outside directors on the board to the total number of directors on board 
(Donnelly and Mulcahy 2008).  

Director tenure: Board tenure is the number of years each board member has been employed as a director by 
their current company (Knight et al. 1999).   

Percentage of female directors: The percentage of female directors is measured as the proportion of female 
directors on the board to the total number of directors on the board (Adams and Ferreira 2009). 

Percentage of directors with multiple directorships: The percentage of directors with multiple directorships is 
calculated as the proportion of directors holding multiple directorships to the total directors on the board. 

Overall diversity (Blau Index): The Blau Index (Blau 1977) is used as a composite board diversity index to 
compute the variation in overall diversity, and is generated by adding the standardised Blau indices for each of 
the four board attributes mentioned above. 

Other variables 
Since boards’ decision making may be determined by more than just diversity, five control variables (firm size, 
profitability, industry, board size and CEO duality) are included in this study.  

5. Results: Descriptive analysis 

5.1 Overview 

As shown in Table 1 below, firms in the sample are large with an average company size in terms of market 
capitalisation (mkt_cap) of over $8million.  In addition the sample companies have a mean of total assets 
(tot_asset) of almost $30 million which shows listed companies are able to maintain a high level of net worth 
of their assets over the 3-year sample period.  With regard to profitability (ret_equity), there is a large 
variation in return on equity with a minimum of -255 and maximum of 100. 

Table 1: Overview of Sample 

N Minimum Maximum Mean Std. Deviation 
mkt_cap 333 25309.37 146660763.98 8307079.48 17260846.22 
tot_asset 345 26975.00 685952000.00 29853944.00 106867558.18 
ret_equity 340 -255.34 100.86 11.48 29.82 

5.2 CSR reporting  

The graphs below show that disclosure with regard to CSR is increasing across all the themes except for 
environmental disclosure which is slightly lower in both 2010 and 2011 compared to 2009.  When comparing 
various themes, it is noted that information regarding total governance disclosure accounts for the highest 
volume of information within the remuneration report, governance statement and board of directors’ 
information.  With regard to social and environmental issues, companies seems to disclose more on 
environment and employee issues and the lowest disclosure (other than the ‘other’ category) is seen in the 
product and community issues category.    
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5.3 Board diversity characteristics  

Table 2 illustrates the descriptive statistics of the board diversity characteristics for the whole sample period of 
2009-2011.  

Table 2: Board diversity for the whole sample period 

N Minimum Maximum Mean Std. Deviation 
no_femdir 345 0 3 0.77 0.83 
perc_femdir 344 0 42.86 9.31 10.08 
no_inddir 345 0 12 5.88 2.17 
perc_inddir 345 0 100 77.56 14.10 
ten_to5 345 0 11 4.02 2.34 
ten_5to10 345 0 8 2.22 1.79 
ten_over10 344 0 7 1.10 1.60 
perc_multdir 345 0 100 73.94 22.77 
tot_dir 345 1 15 7.47 2.24 

Tenure diversity: With regard to tenure, it seems that Australian board members serve only a few years on the 
same board.  
 

 

Non-executive/independent directors: The mean number of independent directors (no_inddir) is 5.88 with a 
range of 0 to 12 independent directors across the sample indicating that the majority of directors on Australian 
boards are independent (i.e. average independent directors of 5.8 out of an average board size of 7.4).  

Figure 2: Trends in CSR disclosure Figure 3: Trends in environmental and social disclosure 

Figure 4: Trends in governance disclosure Figure 5: Trends in board diversity disclosure 

Figure 6: Variation in tenure from 2009-2011 Figure 7: variation in board independence 
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Gender: In terms of gender diversity, the descriptive statistics in Table 2 confirm that boards of directors in 
Australia are male dominated. It can be seen from the table that the percentage of female directors 
(perc_femdir) in Australia’s top companies for the whole sample period is only 9.3%.  In addition, on average, 
less than one (mean of 0.77) female director exists in the top ASX listed companies with a range of minimum 0 
and maximum of 3.  
 

 
 

Multiple directorships: With regard to multiple directorships, the results indicated that the majority of 
directors in Australian top 100 companies hold multiple directorships (Approximately 74% as shown in Table 2) 
which is consistent with the Kiel and Nicholson (2006) study.  

6. Results: Panel modelling  
The hypotheses are tested using longitudinal or panel data regression analysis produced with STATA, which is 
an integrated statistical software package.  In order to test the hypotheses, a model was developed which 
regresses the four independent variables, plus an overall measure of diversity and five control variables, 
against one dependent variable: Total CSR disclosure.  In addition two interaction terms (Interact_fem_multiD 
& Interact_fem_ind) were also added in order to test the possible interaction effects between independent 
variables.  The model is presented below: 

 

Where,  
total_csrr_Ln = total words dedicated to corporate social responsibility information
perc_femdir = percentage of female directors
perc_inddir = percentage of independent directors
perc_multdir = percentage of directors with multiple directorships
tenperc_5to10 = percentage of directors with 5-10 years tenure
tenperc_over10 = percentage of directors with tenure > 10 years
BlauIndex = overall diversity 
mkt_cap_Ln = market capitalisation 
tot_asset_Ln= total asset 
ret_equity_Ln = profitability
Energy, Materials, Finance and Consumer = industry categories
tot_dir_Ln = board size
ceo_duality = CEO duality
interact_fem_ind = interaction effect between gender and independence
interact_fem_multiD = interaction effect between gender and multiple directorship

 

 

 

 

Figure 8: Variation in gender Figure 9: Trend in directors’ multiple directorships 
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Table 3: Panel Data Results (N=331) 

Variables total_csrr_Ln (Total CSR disclosure) 
1.Explanatory variables  
perc_femdir 0.0134* 
perc_inddir -0.0003 
perc_multdir 0.0020** 
tenperc_5to10 -0.0006 
tenperc_over10 -0.0041*** 
2.Index and interaction variables  
BlauIndex 0.3036* 
interact_fem_ind -0.0017 
interact_fem_multiD -0.0141** 
3.Control variables  
mkt_cap_Ln -0.0285 
tot_asset_Ln 0.1451*** 
ret_equity_Ln -0.0257 
Energy 0.2574* 
Consumer 0.2271* 
Finance 0.0763 
Materials 0.2186 
totdir_Ln -0.1192 
ceo_duality -0.1588** 

*p<.1 (significant at the 10% level); ** p<.05 (Significant at the 5% level); *** p<.01 (Significant at the 1% level) 
 
Results of the hypothesis testing shows that board tenure, board directorships, gender and overall diversity 
are positively related to CSR reporting, while board independence is not significant. The results are further 
discussed below.  

6.1 Board independence 

The results from the Table 3 indicate that the percentage of non-executive/independent directors on the 
board (perc_inddir) is not significantly associated with CSR reporting (total_csrr_Ln) (t=-0.0003). Thus, H1 is 
not supported.  Even though limited, the result seems to be consistent with other studies which recently 
provided evidence that board independence does not have any effect on CSR disclosure (Handajani et al. 2014; 
Said et al. 2009).  Overall the findings indicate the presence of independent directors may not matter in 
making decisions with regard to stakeholders or CSR and hence is unlikely to influence CSR disclosure in the 
annual reports of Australian companies.   

6.2 Board tenure 

With regard to board tenure and CSR reporting (H2), the hypothesis posits that boards with more diversity in 
board tenure (i.e. a mix of both long and short tenured directors) are likely to make higher quality decisions 
with regard to CSR and thereby resulting in a high level of CSR disclosure.  The results indicate that the firms 
with boards that have a majority of long tenured directors (over ten years of tenure) (tenperc_over10) tend to 
produce a lower level of CSR disclosure (total_csrr_Ln) (t = -0.0041). The results therefore partly support the 
hypothesis of the study suggesting that a mix of both longer tenured and shorter tenured directors would be 
more able to make quality decisions with regard to CSR issues.   

6.3 Board multiple directorships 

Consistent with H3, the results shows that a high proportion of directors with multiple directorships in 
Australian listed companies seem to have a significant positive effect on CSR disclosure.  Such effect is similar 
to many prior studies which argue that gross directorships have an important positive implication for CSR 
practice as they are able to obtain greater access to information in more than one company (Hashim, Rahman, 
and Alam 2010), are associated with firm transparency (Ho and Wong 2001), as well as related to various 
disclosures including CSR disclosure (Rupley, Brown, and Marshall 2012; Razek 2014).   The result of this study 
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confirms that directors with experience, knowledge and information gained by sitting on multiple boards may 
be better able to make decisions which benefit the stakeholders and can potentially influence CSR disclosure.   

6.4 Gender diversity 

With regard to the percentage of women on the board and CSR reporting (H4), the result is consistent with 
many earlier studies that document evidence that the presence of women directors is associated with higher 
level of CSR reporting (Barako and Brown 2008; Liao, Luo, and Tang 2014; Fernandez-Feijoo, Romero, and Ruiz 
2012; Rao, Tilt, and Lester 2012).  The findings seem to suggest that women and men differ in values when it 
comes to social responsibility (Post, Rahman, and Rubow 2011).    Despite the small percentage of women 
directors, having more female directors on Australian boards still appears to have a positive effect on CSR 
disclosures. 

6.5 Overall diversity   

With regard to an aggregate index measure, the results from the panel data analysis indicated that the 
relationship between the Blau Index (BlauIndex) and CSR disclosure (total_csrr_Ln) is significant (0.3036) and 
positive at the 10% level. This means that the more diverse the board of the firm (in terms of mixture of 
gender, multiple directorship, tenure and independence), the more effective their decision regarding CSR may 
be, and thus they exhibit higher CSR disclosure.   

6.6 Control variables 

With regard to control variables firm size, industry and CEO duality found to have some influence on CSR 
reporting whereas board size and profitability were found to be insignificant. 

6.7 Interaction effects 

Only the interaction between females and multiple directorships was negative and significant at the 5% level.  
The finding indicates that having females that also hold multiple directorships mediates the impact of the 
female director on CSR reporting.  Figure 10 (below) indicates that as the percentage of female director 
increases there is an increase in the log of total CSR, that is, the five lines slope upwards. 

 

 

 

 

 

 

 

 

After including the interaction term, the lines in Figure 11 shift upwards but rotate downwards (because the 
interaction term is negative).  Adding female directors increases total CSR (the lines shift upwards), but the 
interaction means that the increase in total CSR is smaller than it would be without the interaction. This finding 
may indicate that females with more directorships tend to become busy, thus, their focus on social and 
environmental issues is reduced.  Since there is a low number of female directors on board, it is possible that 
they are likely to sit on many boards and therefore could devote less time to the company’s strategic issues 
like CSR. 

7. Conclusions 
This paper investigates the influence of board diversity attributes on the level of CSR information reported by 
Australian firms in their annual reports for the period 2009-2011.   Specifically with regard to the association 
between board diversity and CSR disclosure, preliminary results from the regression analysis demonstrate that 
most of the diversity variables: gender, tenure and percentage of multiple directorship influences the level of 
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CSR reporting in Australian firms.  With regard to board independence, the result however is not consistent 
with previous empirical evidence showing an insignificant relationship. There are some important implications 
of these findings.  First, the interaction of stakeholder theory and resource dependency theory suggests that a 
more diverse board is more likely to represent diverse stakeholders, which should lead to better CSR.  There is 
some support for this as overall diversity is linked to higher levels of reporting, but the nuances of this 
relationship are beyond the scope of a quantitative study and an important area for qualitative follow up. 
Second, the significance of the interaction between female directors and multiple directorships, something not 
considered in previous literature, is extremely important as it suggests that increased pressure of female 
directors to serve on more boards, is likely to have a negative impact on CSR.  This has implications for 
companies, and for professional associations, in providing more training and incentives for women to become 
involved in firm governance.  Finally, policy makers need to be more cognisant of this barrier to achieving 
diverse boards, and the results suggest that greater resources may be needed for companies to meet the ASX 
corporate governance goals.  

This paper contributes to the literature in three ways. First, the paper extends the topic of prior studies 
regarding traditional board composition by extending the literature to board diversity.  Second, the findings 
are not limited to individual diversity characteristics, it but also includes an overall diversity index to examine 
the combined effect of overall diversity on CSR disclosure which provides further strength to the relationship 
between the two and provides a method for assessing the role of multidimensional diversity.  Finally, by 
conducting a longitudinal study, the paper contributes to the methodological strength of the existing literature 
in the field of corporate governance.  

While this paper does provide some preliminary evidence that diversity has a positive effect on CSR disclosure, 
the results should be considered as providing introductory or preliminary insight only, and further research is 
needed to assess how board diversity affects the decision making processes around CSR issues including CSR 
disclosure.  Moreover, further work involving qualitative analysis may help to provide a more in-depth 
understanding of the influence of board diversity on CSR reporting. 
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Abstract: Recently, the move to integrated reporting (IR) has resulted in a focus on sustainability-related 
capitals in corporate value creation. An important part of IR is the business model built on managerial ability to 
integrate the multiple, and sometimes competing, capitals into one report. Integrated thinking is a leadership 
quality and overall proxy for the quality of management, particularly for sustainable business (Churet & Eccles 
2014). This paper draws on integrated thinking themes to investigate the extent to which integrated thinking is 
permeating business practices and external disclosures. In this study, a content analysis of qualitative data 
from an IR pilot company, bankmecu, found that sustainability was an important part of art of bankmecu’s 
philosophy and organizational processes. This was examined through the devolution of sustainability into 
formal and informal controls and confirmed with interviews with senior management. This framework 
contributes to the limited literature and invites discussion on what integrated thinking means for the 
management of sustainability in accounting practice. 

Keywords: integrated thinking, management control system, integrated reporting, sustainability 

1. Introduction 

Over the past decade, organizations have prepared reports, such as corporate social responsibility (CSR) and 
Global Reporting Initiative (GRI), to provide stakeholders details of their environmental and social governance 
(ESG). Comments in relation to the overwhelming quantity of information (Cheng et al. 2014, p. 91), objectivity 
and materiality (Beck et al. 2014) has resulted in the move toward one single integrated report. Integrated 
reporting <IR> provides financial providers with details of the value creation activities involving multiple 
capitals, not just financial capital. An important part of <IR> is integrated thinking, the “active consideration of 
the relationships between its various operating and functional units and the capitals that the organization uses 
or affects” (IIRC 2013b, p. 7). Integrated thinking is linked to a sustainability philosophy whereby sustainability 
factors should be included in financial, environmental, and social contexts, leading to long-term business 
success (Giovannoni & Fabietti 2013; WICI 2013). It is argued that integrated thinking will ensure sustainability 
impacts form part of organisation-wide systems approach to decision making (Vesty, Brooks & Oliver 2015).  

There is an emerging literature on <IR> practices (Busco 2013; Dumitru et al. 2013; Jensen & Berg 2012; 
Mertins, Kohl & Orth 2012). However, there is limited discussion of the concept of integrated thinking (Eccles 
& Krzus 2010; Eccles & Saltzman 2011). This paper is motivated by calls to investigate how integrated thinking 
is internalized into sustainable business management practices (De Villiers, Rinaldi & Unerman 2014; Oliver, 
Vesty & Brooks 2015). The particular issue this paper addresses relates to finding evidence of integrated 
thinking in sustainability management control practices.  

This paper draws on integrated thinking themes and management accounting control literature to explore 
integrated thinking in bankmecu, an Australian customer-owned <IR> pilot company. In this organization, 
practices are underpinned by well-entrenched sustainability management (De Villiers, Rinaldi & Unerman 
2014; Oliver, Vesty & Brooks 2015). Further contributions can advance understanding of integrated thinking 
and the role of management accounting systems in advancing accounting for sustainability.  

The contributions of this paper are twofold and provide a basis for future research on how integrated thinking 
enables effective sustainable business practices. Theoretically, a combination of prior literature with the case 
findings extends the present theorization for integrated thinking. The integrated thinking field instrument can 
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be further adapted and used for future data collection. Practically, this paper provides practitioners and 
external stakeholders with a framework to evaluate the extent to which sustainability practices within the 
organization are being expressed. This is particularly important for stakeholders concerned about whether 
organizations are “greenwashing” the reports.  

The remainder of this paper is organized as follows. The next section reviews the literature concerning the 
main concepts in integrated thinking and sustainability management accounting. This is followed by discussion 
of the research framework and methodology employed. The case findings with detailed discussions and areas 
for further research are provided in the remaining sections. 

2. Literature Review 

2.1 Integrated reporting, integrated thinking and the business model 

Integrated Reporting Initiative and <IR> was launched by the Prince of Wales’s Accounting for Sustainability’s 
project (A4S) in 2010 (IIRC 2013a). Notably, <IR> is not just a way of combining sustainability reports with the 
annual financial reports (Brown et al. 2014) but aims to close the gap between providing details of past 
performance with forward-looking information and thought (Adams 2013a; Cheng et al. 2014; Hanks 2012; 
James 2013). 

The business model is the heart of the organization and underpins <IR> and value creation activities (Barnabe 
& Giorgino 2013). Integrated thinking is defined as the management capability to take into account the 
interdependencies of six capitals (financial, manufactured, intellectual, human, social, and natural capital) and 
linkages that affect value creation (Adams 2013a; IIRC 2013a). Articulation of this management trait helps to 
demonstrate corporate sustainability values so <IR> can be interpreted more systematically by stakeholders 
via a inputs-internal processes-output-outcomes approach (Barnabe & Giorgino 2013). Taking an integrated 
life-cycle sustainability assessment of corporate activities underpins integrated thinking (Churet & Eccles 
2014).  

While offering a fresh agenda for businesses to articulate the broader enterprise governance approach (Beck 
et al. 2014; Brown et al. 2014), extant literature on integrative thinking is fragmentary (Barnabe & Giorgino 
2013; Churet & Eccles 2014; García-Sánchez, Rodríguez-Ariza & Frías-Aceituno 2013). Empirical findings thus 
far suggest integrated thinking is aligned with internal governance mechanism for better articulation of 
corporate strategy and performance (WICI 2013), demonstration of communications between divisions 
(Blacksun 2012), as well as the ability to reflect sustainability on capital investment appraisal (Vesty, Brooks & 
Oliver 2015). With reference to the emerging integrated thinking literature three broad integrative 
sustainability philosophy themes are identified: “senior management commitment to sustainability; 
sustainability devolved throughout the organization; and sustainability embedded in management control 
systems designs” (Oliver, Vesty & Brooks 2015, p. 3). 

However, encompassing all spheres of sustainability performance is challenging (Adams, Grag & Owen 2014). 
For management accountants, the difficulties lie in how to integrate sustainability-related considerations into 
control mechanisms, particularly when the measurements of natural and social capitals are not well developed 
(Petcharat & Mula 2012; Simnett & Huggins 2015). Given the lack of knowledge in this area, this integrative 
sustainability philosophy calls for a clear knowledge of sustainability-focused management controls.  

2.2 Sustainability and formal and informal management accounting controls 

Formal management controls facilitate strategic intent by the inclusion of ESG into business practices (Albelda 
2011, p. 79; Arjaliès & Mundy 2013; Hubbard & Beamish 2011). Having a sustainability governance and 
leadership structure (a board, a sustainability committee, a designated role for sustainability or reference 
group) is essential in the transition to sustainability (Adams & McNicholas 2007). Among these, senior 
management accountability is highlighted in formulating CSR policies, agenda, and performance 
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measurements and builds a shared culture of social responsibility (Darnall & Edwards 2006; Haque & Deegan 
2009; Riccaboni & Leone 2010).  

Management accounting tools, such as budgeting and multidimensional performance models, play an 
important role in accounting for environmental and social impacts (Eldenburg 2011). The process of identifying 
key sustainability performance drivers in financial and non-financial contexts is a critical step in long term 
value creation (Epstein & Buhovac 2014; Epstein, Buhovac & Yuthas 2010; Simnett & Huggins 2015). The short-
term measurement of inputs, processes, and outputs support sustainable cost allocation (Petcharat & Mula 
2010) and formalized through environmental management accounting systems (Brown et al. 2014); (Perotto et 
al. 2008). Management accounting controls are also formalized with environmental certification programs, 
International Standard 14001 certification standard (ISO), ecological approaches under ISO 14031 (ÁngelDel 
Brío & Junquera 2003) and Eco-Management and Audit Schemes (EMAS), and, ISO 26000 (Guidance on Social 
Responsibility) to provide guidance to enhance social performance within and beyond the business case 
(Biondi, Frey & Iraldo 2000). Similarly, carbon footprint reductions and efficiency improvements are important 
part of formal environmental accounting controls (Greenhouse Gas Protocol 2014). Activity-based costing or 
product life-cycle costing help to make the social costs or benefits visible ensuring adverse impacts can be 
managed effectively (Burnett & Hansen 2007). These approaches help to overcome the weakness of 
conventional practice where externalities are uncounted or concealed in overhead accounts (Petcharat & Mula 
2010). They also assist organizations to recognize their responsibility for supply chain impacts both upstream 
side (suppliers) and downstream side (customers) (Reefke & Trocchi 2013; Seuring 2004; Simpson & Power 
2005; Vachon 2007). For example, a focus on reducing emissions requires entities to switch to alternative 
sources (Thorme 2008), and to cooperate with suppliers to minimize the emission profile (see, for example, 
Liu, Kasturiratne & Moizer 2012). Integrative performance measurement system, such as the balanced 
scorecard help to infuse sustainability into business practices (Figge et al. 2002) as well as cascade control to 
individual business unit performance (Brown et al. 2014).  

Informal mechanisms also help to moderate the influence of formal controls on the achievement of a 
company’s sustainable development (McKeiver & Gadenne 2005; Prajogo, Tang & Lai 2014). Establishment and 
reinenforcement of a sustainability culture ensures that knowledge of sustainability management, and 
associated boundaries of acceptable practice, is communicated to employees (Arjaliès & Mundy 2013). 
Cultural controls can be exercised in either a “top-down” or “bottom-up” approach. Personnel controls, such 
as training, employment criteria and empowerment, facilitate the internalization of corporate sustainability in 
daily practices (Abernethy & Brownell 1997; Das 2010; Riccaboni & Leone 2010). Interactive collaboration and 
interdisciplinary engagement further connect otherwise siloed departments to form a common value and 
foster sustainable business practices to be enacted more easily (Haque & Deegan 2009).  

3. Research framework and methodology 

A research framework, developed from the literature is used to explore integrated thinking in management 
accounting and control practice. The framework (Figure 1) is developed from the literature and highlights the 
linkages between integrated thinking and sustainability management control.   

 

 

 

 

 

Figure 1: The imbedding of integrated thinking in MCS development  
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A single exploratory case study method is adopted to test the framework and to provide more detailed 
understanding of how integrated thinking takes places in a specific context. It is proposed that a content 
analysis of publicly accessible data will provide a starting point for examining the extent to which integrated 
thinking is permeating actual management practices (Krippendorff 1980). This unobtrusive qualitative 
approach for initial description allows further discovery (Marshall & Rossman 2011). The analytical constructs, 
were further developed and classified into “Strategy and governance,” “formal controls,” and “informal 
controls” themes.  

An IR pilot company in Australia, bankmecu, was selected for undertaking a detailed content analysis. It is 
expected that “companies who have embraced IR are more likely than others to manage sustainability issues 
on a strategic level and in their daily operations” (Churet & Eccles 2014, p. 60). Data was collected from 
bankmecu’s past annual reports; external website (“central at bankmecu”); social media (CEO Blog), where 
comments and feedback are collected from customers and online news. In-depth interviews were also held 
with bankmecu managers on site. In total, five managers were interviewed over a period of 12 months.  

Analysis involved searching for patterns in the secondary data that reflected integrated thinking framework 
constructs (Marshall & Rossman 2011) which were then contrasted with interview data. Since most 
documentary records were written for a specific objective, care was taken to avoid subjective inferring 
reasoning. Interviews with senior management confirmed the interview thinking themes.  

4. Integrated thinking in practice 

4.1 bankmecu: strategy and governance 

Bankmecu (mecu) is the first “responsible” bank fully owned by customers in Australia (mecu 2013a). Founded 
in 1957 by a merger of many credit unions in Australia, bankmecu offers highly differentiated retailing of 
financial products and services to those unable to acquire them through normal banks. To date, bankmecu is 
the only member of the Global Alliance for Banking on Values in Australia and has an asset worth of 
approximately $3.041 billion (bankmecu 2014b). It employs 348 staff, and is engaged with 750 community and 
school customers.  

bankmecu has released annual stand-alone sustainability reports since 2005 (mecu 2013e). These reports have 
been recognized by the public and won many awards for sustainability and social responsibility reporting, 
including the annual Australian Sustainability Reporting Awards in 2010 (Adams 2013b). In 2011 there was a 
transformational change in bankmecu’s corporate reporting format, as it engaged in IIRC’s pilot program and 
issued IR. This made it the only Australian customer-owned business to publish integrated reports (bankmecu 
2013a). A general manager of development explained that: 

“Producing an integrated report taught us to be more integrated in the way we thought of the parts of the 
business and the stakeholders that might be interested in that corporate reporting, and also the way we did 
materiality assessment to identify those parts of the business that were relevant” (Alembakis 2013). 

Bankmecu realized that its value is not created by customers alone, but is also influenced by other 
stakeholders, including communities and society. This is why they decided to become an <IR> pilot. Through 
their central business model that considers six capitals (customer funds, manufactured resources, business 
development,  employees, communities and customers as well as natural resources) as material inputs in 
organisational activities, bankmecu aims to create long-term stakeholder value (see Figure 2). 
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Figure 2: bankmecu’s business model  

Source: mecu (2013a) 

bankmecu’s corporate strategies are articulated in its vision to “enhance the financial wellbeing of our 
customers in responsible ways” (mecu 2013b). Its approach is built around a value-based strategy and is 
further developed as “creating value for its customers in responsible ways,” and “building a sustainable and 
socially responsible approach to banking” on the agenda (mecu 2013b). “Bank for community and 
government,” “satisfied and engaged customers,” “engaged employees,” and “social and environmental 
benefits” are the top priorities identified from external, internal, human, and business contexts in bankmecu. 
Examples of sustainable product development include goGreen® Home Loan to support affordable housing; 
goGreen® Car Loan, where customers under 25 years old are eligible to apply for a $200 rebate if they have 
taken a driver training program (mecu 2013f); and “responsible investment and lending practice,” where 
bankmecu refuses to offer loans to any industries that are perceived as having sustainability-related issues, 
including the fossil fuel industry and coal seam gas projects (bankmecu 2013d; mecu 2013b). Examples were 
provided of the types of loan requests that were debated upon by senior managers and the reasons for their 
refusal.

As part of the sustainability philosophy, bankmecu has embraced a broader social responsibility agenda 
through external commitment in communities (bankmecu 2013a). Each year, bankmecu reinvests “up to 4% of 
after-tax profits bank into the community” (mecu 2013a). Of particular relevance is Social and environmental 
loans, which are viewed as benefits delivered to people, communities, and society, such as building 
environmentally friendly houses and purchasing fuel-efficient vehicles (bankmecu 2011a). 

In 2008, bankmecu began to counterbalance biodiversity losses and GHG (greenhouse gas)emissions associated 
with products by placing a physical value on ecosystem services (mecu 2013g). This effort resulted in 
Conservation Landbank. Carbon sequestrations and biodiversity losses are measured and offset by carbon 
dioxide equivalents (CO2-e tons) and the amount of land used for re-vegetation (m2). At the same time, 
bankmecu devotes certain amount of resources to community groups, school and educational associations, 
and international social work to achieve sustainable development. Its Community Investment Program in terms 
of Resilient Communities, Forester Community Finance Community Asset Building Program, Reconciliation 
Action Plan, and international development, largely supports social groups at all stages with a combination of 
financial and non-financial aid (see for example bankmecu 2014a; mecu 2013c, 2013d). These approaches 
were confirmed in management interviews where their lending philosophy was explained in more detail.  
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With an increase of external sustainability commitment, bankmecu management has an explicit oversight 
responsibility (bankmecu 2013f). The chief executive officer takes a lead role in supporting the integration of 
sustainability-related considerations into the business model. Top management endorsement is reflected in 
coordinating sustainability activities throughout all hierarchical levels (bankmecu 2014c). Each general 
manager is then assigned a duty with specific sustainable aspects (bankmecu 2013f). An ad-hoc team, 
“Footprint,” drawn from functional dimensions, is responsible for the implementation of sustainability projects 
(bankmecu 2013f). With the collaboration of service center managers, it fosters internal sustainability 
integration on a daily basis (bankmecu 2013f).   

4.2 Embedding sustainability through formal controls  

The sustainability manager interviewed confirmed the use of the environmental management system (EMS) 
and described the way the system worked. Environmental management is integral element in daily operations 
since bankmecu became a signatory to the “Greenhouse Gas Protocol Initiative” in 2005 (bankmecu 2013e). 
Under EMS, identification and quantification of ecological priorities relating to physical footprint are prioritized, 
including carbon emission, energy, water, and waste (bankmecu 2013e), even printed materials are printed on 
ENVI 100% carbon-neutral material, along with recycled stationery (bankmecu 2013e). Carbon emissions 
originating from paper have been offset by its new supplier, Print Media Group (bankmecu 2013e). While 
providing customers the opportunity to offset their car and house loans, bankmecu also purchases certified 
carbon offsets from the Community Climate Chest (C3) in order to achieve carbon neutrality (bankmecu 
2013e). Physical amounts are accounted into budgets, forecasts, and performance evaluations, instead of just 
bundling them into overhead accounts. Further examples were provided to the researchers including its 
sustainable supply chain management policy to ensure sustainable practices are consistent across intra-
organizations (such as equipment supply chain partners) (bankmecu 2013e). The selected criteria include 
“Suppliers’ Profile and Governance”, “Capacity and Continuity”, and “Environmental and Social Impact” 
(bankmecu 2013e). Such a “push down” approach ensures that SCMS is appropriately implemented, thereby 
leading to greater alignment and lower risks throughout the network.  

Embedding sustainability through informal controls  

Although the bank adopts a formal Organizational Effectiveness Survey to assess staff satisfaction, employee 
organizational commitment, and employer choice (bankmecu 2014f), bankmecu does not offer tangible or 
monetary performance benchmarks against employee sustainability commitment (Dumay 2014). Rather, 
bankmecu captures sustainable outcomes through recording how employees observe, discuss and report, 
because the emphasis is on building a shared workforce. Instead of solely incorporating financial performance 
criteria into reward systems, a range of intangible benefits are available. For instance, a recognition system 
acknowledges employee social and environmental performance (bankmecu 2014f). These standards reinforce 
a workplace culture of responsibility and respect that bankmecu is moving towards. In interviews, managers 
confirmed that this culture was important in maintaining valuable employees and was reflected in their ability 
to attract new customers.   

As further confirmed a shared responsibility culture allows employees to participate in sustainability decisions. 
This cultural approach is designed deliberatrely to break down silos across units and departments. Our 
interviewees explained that while they (the senior management team) debated on the strategic decisions and 
large, or irregular lending requests, individual employees were largely empowered to make decisions. Actions 
were in line with the broad social and environmental strategies and employees we were introduced to 
acknowledged this role. We were able to witness the informal controls that resulted in a strong sustainability 
culture on several occasions and in different interview situations, including email correspondence. This 
enabled us to corroborate the documentary evidence expressed in the formal reports.  

5. Discussions and conclusions 

Evidence has shown that senior management plays a major role in support a sustainability transition, with 
greater emphasis on embedding sustainability into business practices. Its commitment is not only limited to 
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formulating sustainability control systems, but also breaking down soils and feeding organizational culture 
down into day-to-day activities.  

As part of bankmecu’s integrative sustainability philosophy, sustainability has implications across the bank’s 
sustainable product development to organizational processes (i.e. investment proposals and procurement 
decisions). Notably, their strategic intent around financial and accounting aspects of management process was 
currently going beyond financial accounting focus. The development of new group of formal accounting tools 
helped to expand management attention on capturing different sustainability elements on processes (social 
and environmental benefits and costs), thereby facilitating sustainability performance monitoring and 
reporting. Particularly, we found that social and environmental considerations were the key inputs considered 
in the early stages of the decision process (Vesty, Brooks & Oliver 2015). By aligning these sustainability 
strategies, an integrative sustainability-based performance measurement system helped to ensure non-
financial performance was included in the business model (Brown et al. 2014).  

The concept of sustainability or social responsibility appeared to have become a term familiar to most staff 
through building these concepts into employee philosophy and informal controls. In a culture that promotes a 
broad approach to social responsibility allows freedom for employee to pursue the broad objectives of the 
bank. A multidisciplinary engagement and reference team further builds sustainability thinking into employee 
operational work and encourages them to perform at their best in line with CSR goals in order to avoid 
dysfunctional effects on the organization’s performance (Arjaliès & Mundy 2013; Ogbor 2001). As a result of 
opening and supportive culture, systems level thinking is evident. Whether this leads to innovation where all 
employees could share and accumulate knowledge across departmental boundaries needs further exploration 
(Epstein, Buhovac & Yuthas 2010; Jamali 2006).  

Furthermore, it can be argued that bankmecu’s philosophy and core values underpin <IR>, whereby the 
reporting mechanism is a formal reflection of cooperative thinking. However, it was noted by the researchers 
that the disclosures and internal practices moved beyond the formalised boundaries called for by <IR>. It could 
be argued that the organisational management would continue to pursue a sustainability strategy through 
both formal and informal controls, as this is strongly embedded in their mission. And that this integrated 
thinking philosophy would continue to exist with or without the formalised structure offered by <IR>. It also 
appeared that social media (such as website blogs, discussion boards and word of mouth) further 
differentiated the bank from other competitors and helped them recruit future customers, which are the 
potential providers of capital for bankmecu. It is interesting to note that these communication channels sit 
outside the formal reporting mechanisms, such as <IR> which might result in cost benefit decisions in relation 
to the future use of <IR>.       

This paper offers a research instrument for use in extended research designs (i.e. future survey or field-based 
studies) and in other case settings. While this particular setting provided a glimpse of an organisation expected 
to be well-entrenched in integrated thinking, it would be interesting to explore the integrated thinking themes 
in other organisations where sustainability is not a key strategic priority or market differentiator. Further 
research could examine the link between the extent of integrated thinking and the use of <IR> and other 
means of communicating a sustainability strategy to future providers of capital. Examining the differences in 
sustainable management practices and integrated thinking before and after the adoption of <IR> is a further 
area to explore given the minimal contributions thus far. 
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Abstract: Purpose - This paper provides evidence of inequities for Indigenous peoples in Australia arising from 
governments’ tools and technologies in the form of accounting and accountability language and concepts.  Language and 
concepts used by government in funding documentation have strong proscriptive tones of regulation, rather than 
emphasising support and partnership towards healthy and sustainable communities. This investigation was part of a 
broader qualitative study that provides insights into the cultural differences that prevent government funding from 
achieving legitimacy in remote Aboriginal communities. Design/methodology/approach – An intensive text analysis of 
government funded programs and related documentation was undertaken utilising a qualitative analysis tool. This mode 
of analysis enabled an understanding of the intent and focus of the documentation.  Findings - The underlying intent 
behind the use of such documentation becomes evident and manifests itself in a language style that prescribes a 
regulative-based accountability.  Indigenous people are faced with a daunting challenge of coming to terms with heavily 
Westernised and institutionalised fields such as accounting.  Findings demonstrate the utilisation of accounting jargon, 
practices and accountability expectations that restrict and limit Indigenous people. Research limitations/implications – 
The study examined funding documentation pertaining to ten funding programs only.  These programs target Aboriginal 
and Torres Strait Islander peoples, groups, organisations and communities.  To a small degree the findings from this 
research created changes to government funding documentation for specific art and culture related funding programs in 
the Northern Territory of Australia. Originality/value – The analysis of government funding documentation allows for a 
further dimension of understanding of accountability and government’s acting at a distance to impose its standards of 
practice. This is compared to and contrasted with the derived notions of accountability from an Aboriginal perspective.  
This type of examination is a first in the field of accounting and accountability in Australia for programs intended for 
Aboriginal communities and organisations.  
  
Keywords – Accounting language, Indigenous accountability, symbolic violence 

1. Background 

The cultural differences that play a key role in preventing the attainment of legitimacy in remote Aboriginal 
communities are explored in this paper by examining the intent of government funding program 
documentation.  This paper highlights the need for intercultural partnerships between remote Aboriginal 
communities and governments to achieve an ‘accountability’ that has a shared meaning and greater local 
legitimacy to close the gap on Indigenous disadvantage (Cornell, Jorgenson and Kalt, 2007).  
 
This paper contributes analysis in the tradition of Chew and Greer (1997), Neu (2000), Gallhofer et al. (2000), 
Gibson (2000), Neu and Heincke (2004) and Greer (2009) and shows how governments’ tools and 
technologies in the form of accounting and accountability directs behaviour to the detriment of Indigenous 
people. Analysis of the language contained in funding documentation highlights governments’ regulative 
approach and the inherent issues that such a language style poses for Indigenous peoples, groups, 
organisations and communities.  
 
Aboriginal people represent around thirty percent of the Northern Territory population, with many living in 
remote or very remote communities. Aboriginal languages are the primary means of communication in 
these remote Communities.  Considering their limited English literacy, Indigenous people are faced with a 
daunting challenge of coming to terms with accounting and law or other heavily Westernised and 
institutionalised fields. Indigenous Australians are given the impression that there is an expectation by 
government that they are intending to break the rules. 

2. Literature 

Governments’ notions of accountability are conveyed through its technical and complex language that 
regulates, directs and disempowers Indigenous people (Greer and Patel, 2000; Gibson, 2000, Rossingh, 
2012). As a result of analysing the language contained in the funding documentation, this paper reveals that 
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governments’ regulative approach demonstrates a further dimension to this theory and provides evidence 
of the underlying intent of government concerning funding programs intended for Indigenous communities. 
 
Chew and Greer (1997) discuss the role of trust and how mutual trust is the heart of Indigenous society.  
They state that non-financial and social values need to be the emphasis for accountability and until such 
change is initiated the process of Indigenous dispossession is likely to continue.  This insight is shared by 
many authors (Gallhofer et al., 2000; Gibson, 2000; Greer and Patel, 2000; Jacobs, 2000; Neu, 2000), who 
have expressed the need to consider a more appropriate method for evaluating accountability and 
accounting measurement for the Indigenous peoples of Australia and other nations.   
 
The message of the authors’ above is that Westernised accounting concepts are not useful or meaningful for 
Indigenous societies and that accountability regimes imposed by government are complex and unreasonable 
and contribute to failure at all levels in Indigenous societies.  The difficulties and frustration relating to the 
systemic expectations of formal accounting and accountability has produced an ongoing lack of trust (Chew 
and Greer, 1997; Neu, 2000; Sullivan, 2009).  This lack of trust goes two ways – government does not trust 
Indigenous people with funding and self-management and Indigenous people find it hard to trust 
government where it has intervened without effective consultation.   
 
Oakes and Young (2010) analyse the shapes and forms of what Bourdieu refers to as symbolic capital and it’s 
power in the form of symbolic violence that government uses against Indigenous people to maintain its 
position of control through accounting based mechanisms.  In their case study it is argued that millions of 
dollars owed to American Indian land holders was never collected or properly accounted for due to the 
special deals done by the federal government in the early 1900s regarding large land parcels that were being 
leased to mining, oil and timber companies (Oakes and Young, 2010, p.66).  According to these authors, the 
federal government published a brochure to allay concerns about it being under investigation due to 
allegations about its lack of complete accounting records relating to monies owed to compensate for loss of 
land.  The pre-emptive nature of the brochure represents the cultural capital that acts as an authority.  The 
American Indians lacked symbolic capital as the brochure eroded their position of power, which was to 
expose the lack of the federal government’s accountability that prevented them from accessing their trust 
accounts. The management of these trust funds by the federal government highlights marginalisation, 
racism and colonialism from much earlier times, which continues to be played out today via blurring the 
truth and preventing rightful payments.  
 
In another study Oakes et al. (1998), use Bourdieu's concepts to focus on fields, capital, and pedagogy to 
demonstrate how institutional theory can be enriched by exploring multiple, hierarchically structured fields.  
This study was based on provincial museums and cultural heritage sites in Alberta, Canada.  These authors 
determined that the symbolic violence of the business planning process permanently changes the identity of 
producers and the capital of the field.  The apparent force of economic value in the business planning 
process renders the historian’s view of authentic culture and artefacts as a means only to generate revenue, 
therefore losing the power to be a force themselves.  The consequent language used, based on economic 
principles such as revenue generation, products and customers; overshadows the underlying culture and 
history in the transformation process to economic capital.  The language becomes an integral part of the 
field and the process of ‘monopolising of legitimate naming’ becomes an exclusive preoccupation (Oakes et 
al., 1998, p.272).   
 
Oakes et al. (1998) found that the business planning process was an act of symbolic violence resulting from a 
process of naming, categorising and regularising that replaced the set of meanings that previously existed in 
the field.  Oakes et al. refer to business planning as a ‘discursive consecration’ that only appears to be a 
neutral planning device.  The emergent field that arose out of the business planning process displays 
characteristics of ‘large-scale cultural production’ that has an economic focus, as opposed to ‘restricted 
production’ which preserves cultural capital (Oakes et al., 1998, p. 285). 
 
According to Bourdieu (1985, p.732) the ‘monopoly of legitimate naming’ refers to the language that has 
backing by the collective by virtue of its imposed viewpoint being made explicit by a delegated agent of the 
state.  Hence the viewpoint becomes the accepted norm and the language of the process represents the 
monopoly of legitimate symbolic violence.  
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It is interesting to contrast the above with the funding process that impacts Australian Indigenous groups, 
organisations and communities; the focus in this paper.  Although the business planning process is focussed 
on a structured mechanism for the organisation to achieve its aims and objectives, it also dictates a process 
that does not connect with the ‘on the ground’ mechanisms or thinking.  Similarly, in Aboriginal 
communities, government employs mechanisms that are developed with the intention of helping to ‘close 
the gap’ on Indigenous disadvantage, but these mechanisms do not connect with the notions of 
accountability or the immediate socio-cultural rationales practiced in communities.   
 
According to Folds (2001), Aboriginal people still contend with the expectation that they will adopt the 
models and strategies of government.  The unfortunate consequence of this is that the meanings of 
interventions are not shared between government and Aboriginal people.  This is still the case today.  The 
language and intent of the funding forms uncovered in this study continues the unfathomable, 
unpredictable and inconsistent rules which Folds refers to, based on his work in the 1970s. 

3. Method and Methodology 

This paper represents a portion only of a broader study.  The initial stages of the broader study included 
data arising from workshops and ongoing engagement with Indigenous people about government funding 
programs.  There was ample evidence about the lack of a shared meaning concerning the language used in 
the funding program documentation from the perspective of Aboriginal people but there was little data or 
evidence that depicted why governments used such technical language.  The need to explore the funding 
documentation became a key component of the study to identify the underlying sentiment of governments’ 
communication utilised in the documentation that would be accessed and read by Indigenous community 
organisations and groups. 
 
Ten funding program application forms and associated guidelines were analysed using a qualitative analysis 
tool.  These funding programs directly related to the provision of services for remote Indigenous 
communities and people. A majority of the organisations being funded to provide the services are located 
within Indigenous communities or in remote regional centres and are formally coordinated, owned or 
managed by Aboriginal councils and people. 
 
Funding documentation was imported into a qualitative software application and word frequency reports 
were run for each of the ten programs.  A table was then developed sorting words by most frequent 
occurrence for each program and then consolidated for all programs.  Analysis of the frequency of the words 
revealed the predominant language used in the forms both individually and collectively.  The most frequent 
words were then analysed individually, using text searches to refer back to the source documents to analyse 
the context of the words concerned.  Extracts were then copied and pasted into tables against the chosen 
words and sorted into the emerging criteria or themes.  Two themes arose, based on the overriding 
sentiments of the text analysis process, as follows:   
 

1 Regulative Accounting Language 
2 Regulative Legal Language 

 
This process enabled the key theme of ‘regulation’ to arise as the predominant theme throughout the 
documentation.  This was an important finding, because accounting literature (discussed earlier) refers to 
the underlying financial accountability and control that government imposes on Indigenous people.  Direct 
evidence of this type in relation to funding documentation has not been analysed and presented in this way 
previously.  The evidence from findings below demonstrates that regulation is embedded in present day 
government funding documentation.  This then explains how government emphasises financial 
accountability and that its concern for tax payers’ funds often overrides its concern for successful program 
outcomes.   
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4. Findings from the Text Analysis 

Funding documentation is a major part of the communication process between government and funded 
organisations.  The funding process is a laborious process from the initial application stage through to the 
final acquittal stage.  A majority of the organisations being funded to provide the services are located within 
Indigenous communities or in remote regional centres and are coordinated, owned or managed by 
Indigenous councils and people.  Thus government funding documentation remains central in regards to 
understanding and fulfilling funding obligations for Indigenous people. 

5. Accounting Based Language 

The textual analysis process enabled this important theme to be discerned.  From reading these verbose 
documents it was obvious that the forms over-used technical accounting and accountability concepts and 
jargon.  The text search process revealed the repetitive and regulative nature of the accounting and 
accountability based language used in the documents.  Table One below depicts some extracts from the ten 
funded programs analysed as part of this study, relating to the use of regulative accounting language and its 
associated contexts. 

Table 1: accounting and accountability terms  

Challenging 
Words  

Examples of Extracts of Actual Wording from Funding Documentation 
(Frequency) 

Accounts  You must keep accurate records and accounts (including receipts, proof of 
purchase and invoices), to show how you spend the Funding (12) 

Accountability  accountability to Government and members of the organisation (12) 
Accounting   Are these statements fully compliant with Australian accounting standards?  If 

“No” what is your rationale for preparation of Financial Statements which are 
not fully compliant with Australian Accounting Standards (15) 

Acquittal  Financial acquittal, clearly setting out how the funding was expended; A 
financial acquittal report must be in accordance with the Agreement, 
Applicable Australian Accounting Standards and based on proper accounts and 
records (25) 

Assessments 
 

be subject to due diligence assessments, financial viability assessments, and 
other assessments (33) 

Asset ensure that Assets are used only for performance of this Agreement and for 
the Intended Purpose for that Asset during the Retention Period for that 
Asset. The Participant must not use Assets or permit Assets to be used other 
than for their Intended Purpose during any applicable Retention Period 
without first obtaining the written consent of the Commonwealth (76) 

Budget an income and expense budget, for the financial year for which funding is 
sought. Excluding the funding being applied for in this Application. (85) 
 

Commercial-
isation  

Indigenous participants and custodians sharing in the benefits from any 
commercialisation of their cultural material (18) 

Compliancy  provision of your financial status is mandatory and a compliancy issue (97) 
Depreciated  
 

‘Depreciated’ means the amount representing the same reduced value of an 
Asset as calculated for income tax purposes under, and in accordance with, 
the Income Tax Assessment Act (6) 

Disposal of  the 
Asset 

sell the Asset for the best price reasonably obtainable and pay to the 
Commonwealth within 20 Business Days of the date of sale the proceeds of 
sale, less an amount equal to the sum of the Participant’s proportionate 
contribution to the purchase price of the Asset and the Participant’s 
reasonable costs of disposal of the Asset (3) 

Equity  the potential capacity to attract equity contributions from other participants 
(8) 

Financial Viability  The Department may not fund applicants that are assessed as high-risk in 
terms of financial viability  (36) 
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Insolvency  Any significant financial matter which may impact on the organisation, e.g. 
insolvency or voluntary administration (3) 

Interest you must pay interest on the amount from the end of the 20 Business Days 
until the date of repayment (and interest is calculated at the general interest 
charge rate as specified in section 8AAD of the Taxation Administration Act 
1953 on a daily compounding basis) (44) 

Investments  support small and medium-sized business investments which foster wealth-
creation (16) 

Leverage Where possible, funding should leverage investment from other sources, 
including the private sector. (3) 

Liability  The Funding under this Agreement includes an amount in respect of your GST 
liability (33) 

Minimisation  also underpins their respective fraud and risk minimisation responsibilities (3) 
Obligations held liable for all obligations contained in the terms and conditions of the 

funding agreement (68) 
Outcomes  specific project objectives, measurable outcomes and a defined timeframe 

(99) 
Remuneration Have you provided for remuneration for the appropriate Indigenous 

participants and custodians including for cultural elements of any works? (3) 
Risk  Triennial funding applicants should provide a brief outline of key risks here 

and include a detailed risk assessment as part of your Strategic Business Plan 
(132) 

Verification  As a part of our financial viability verification process (9) 
Viability  undertaking a consultancy and community/stakeholder consultations to assist 

the development of appropriate health service delivery models to address 
community needs and to enhance the long term viability of the services (38) 

Some terms above were used in the context of how to fill in the application form and budget, others based 
on the self-evaluation of an organisation’s financial capability, or some related to a government’s 
assessment of an organisation’s capability.   
 
The term ‘financial’ was used 211 times across the documentation. In the broader study, it was found that 
the word ‘financial’ was not understood and often left out of the translation and interpretation process. This 
was a pertinent finding during the field research phase where a key set of common English words used by 
Indigenous people living in remote communities were revealed, for example, money or cash. 
 
The word ‘asset’ was used 126 times overall and 76 times in the remote health funding program referred to 
above.  Asset is a word that takes on a different meaning in an Indigenous context.  Ownership of assets 
(custodianship) represents obligations but does not exclude others, as does the Western concept of an asset 
(Rossingh, 2012). Ownership is a notion that pertains more often to cultural elements, such as song or 
dance.  Even then this is merely respect and acknowledgement of custodianship rather than denoting 
exclusive use (Rossingh, 2014).   
 
Folds (2001, p. 62) refers to the behaviour of Aboriginal people from the western desert regions in relation 
to material goods.  He describes how after an old woman passed away, her priceless art work painted on the 
walls of a school were removed and her other possessions were destroyed.  This story further reinforces the 
cultural foundations regarding ownership.  Folds further states, that even though some Aboriginal people 
purchase material goods such as cars and televisions, they do not place the same value on these goods as 
they do on their culture. 
 
In the documentation analysed above, reference to the term ’business plan’ occurred 169 times overall and 
67 times in an Indigenous culture support program.  Many Aboriginal people from remote communities who 
represent Councils or other organisations have a fundamental understanding of a business plan.  However, 
this does not mean that they could develop one, read and understand fully or ‘expand on the contextual 
analysis of the business plan’, as is required of them in the funding documents.  Business plans do not have a 
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common template in non-Indigenous arenas and take many different forms.  The number of times that this 
concept was referred to in the documentation demonstrates an emphasis by government on potential 
recipients taking responsibility at a higher level than just stating that they can manage the funding, as is 
required in the body of most of the funding documentation.  The underlying expectation of government 
concerning the reference to business plans shows a lack of understanding and connection with the skill 
levels of the target recipients.  It imposes a level of responsibility on the recipients that is not aligned to the 
risk levels of the funding program.  
 
Lastly the word ‘budget’ was mentioned 153 times overall and 36 times in one program relating to remote 
health. This word was used consistently over twenty times in each program.  Reference to ‘realistic and 
sound project-based budget’, or ‘evidence of sound financial and project management’ may seem relatively 
simple language for accountants to understand.  Notwithstanding that, the word ‘sound’ in the context of 
being ‘accurate’ is not easily understood by Indigenous people and is more likely to be interpreted as ‘music’ 
or related to music, as the findings presented in the broader study demonstrate (Rossingh, 2014).  Aboriginal 
groups and organisations situated in remote communities are constantly exposed to budget processes, 
arising from managing their own households mostly on welfare based income, or are involved with 
committees, councils or boards that are funded or deriving enterprise based income relating to their 
community.  Hence the use of the word ‘budget’ is not the problem.  The problem is the way the sentences 
are worded and constructed and the repetitive use of the word. 

6. Legal Based Language 

Many legal terms are used regularly around communities and over time these words have become more 
familiar.  This is not to say that they are understood properly, or that there are equivalent words in 
Indigenous languages.  In a research project undertaken in Arnhem Land in the NT (ARDS, 2008) it was found 
that Yolngu people (an Aboriginal person from North East Arnhem Land) have misunderstandings, 
knowledge gaps and different perceptions concerning the Australian legal system.  Thirty legal terms were 
explored, including terms such as ‘accused’, ‘alleged’, ‘charge’ and ‘offend’. It was found that these terms 
were either not understood at all or not correctly understood.  It was found that the word ‘charge’ had a 
number of different meanings, like the bull charging, being charged for purchases at the supermarket or 
charging a car battery.   People were not aware of the less used meaning of the word, when one is charged 
for an offence.  It was also found that even Yolngu interpreters who spoke English well, often made mistakes 
in explaining legal terms in their own language.  The unfortunate consequence of this lack of understanding 
of complex terms used in such a formal or professional manner is that Indigenous people suffer unnecessary 
stress. This makes Indigenous people vulnerable and places them at risk, which can lead to further offences 
as they do not understand their rights or what the process or system entails (ARDS, 2008). 
 
Table Two below presents legal based language which represents a further formal or professional language.  
The table below is an extract only of the terminology data collected. 

Table 2: legal based accountability terms  

Challenging Words Extracts of actual wording from Funding Documentation 
 

Appropriation No misrepresentation or appropriation of Indigenous Cultures 
Binding  binding obligations between the Department and an applicant 
Indemnify, Indemnity  Your liability to indemnify us under this clause 20 is reduced 

proportionately to the extent that our own fault caused our loss. 
Intellectual Property ‘Intellectual Property’ means all copyright (including rights in relation 

to phonograms and broadcasts), all rights in relation to inventions 
(including patent rights) plant varieties, registered and unregistered 
trade marks (including service marks), registered and unregistered 
designs, circuit layouts, know-how and all other rights resulting from 
intellectual activity in the industrial, scientific, literary or artistic fields 

Irrevocable The Participant grants to the Commonwealth a perpetual, irrevocable, 
royalty-free and licence fee-free, world-wide, non-exclusive licence to 
use, reproduce, modify, adapt, publish, perform, broadcast, 
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communicate, commercialise and exploit the Intellectual Property in 
the Project Material.  

Liable Funder is not liable to the applicant in relation to the assessment of 
its application, including without limitation, when Funder does any of 
the following: varies or terminates all or any part of the Application 
Process or any negotiations with the Applicant whether it is successful 
or not;  

Pertaining the nature of the offence pertaining to the Serious Record, Criminal or 
Court Record and the circumstances in which it occurred;  

Prosecution Applications that are knowingly false or misleading will not be 
considered and may be subject to criminal prosecution 

Precedence The funding agreement takes precedence if there is any inconsistency 
between the funding agreement and the guidelines 

Restorative Early resolution of disputes, including through restorative justice 
practices 

Tortious Participant’s liability to indemnify the Commonwealth under clause 
20.2 will be reduced proportionately to the extent that any negligent 
or other tortious act 

Unfettered For the avoidance of doubt, the Commonwealth has an unfettered 
discretion to terminate this Agreement in accordance with clause 
18.1(i) 

 
Disclaiming government’s liability was a predominant tone asserted throughout the documents, as was the 
onus on recipients to indemnify government against various liabilities.  Unfortunately, this emphasis by 
government only serves to confuse a government’s role in the minds of applicants.  Indigenous people feel 
confused and disempowered by the language used in funding documentation.  The feeling that one is always 
justifying and defending themselves, or that government does not trust them were important emotions 
arising from discussions and workshops with Aboriginal groups as part of the broader study.  

7. Discussion Regarding Text Analysis 

As demonstrated above, the potential for confusion and trepidation that such language use brings about is 
extensive.  Funding documentation continues to follow the same formulation, regardless of the level of skill 
and understanding of the targeted recipients. The documents remain difficult to interpret because of the 
constant repetition of wordy clauses and regulative jargon, which are essentially there to protect 
government and its fiscal resources.  Recipients feel that they are already guilty of misappropriation before 
they get to spend the first dollar.  Thus a paradox exists – government is funding remote communities to 
address Indigenous disadvantage, while disadvantage continues to result through the very system that is 
supposed to relieve it. 
 
Unfortunately, accountability in the shape of compliance is a priority for government.  As a result, funding 
documentation has become over-complicated, and constrains those who need to understand it.  Thus it 
does not contribute to the fundamental need to achieve sustainable outcomes in the context of remote 
communities.   
 
Funding documents are not written for the recipients of the funding, nor their managing entities. Utilising 
formal jargon, rather than more common usage, perpetuates a syntax that bestows an intention to control 
and assert influence.  According to Meucke (2005), transgression followed by punishment describes the 
legislative discourse to which Indigenous people are subjected. It is recommended that a referential 
discourse, along the lines of having a conversation, is needed rather than over-emphasis on legal procedure.  
Muecke undertook work for the Australian Law Reform Commission to take formal written English and 
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translate it into spoken Aboriginal English1. Meucke suggests that Western law fosters a sense of silence and 
denial; a more suitable linguistic form would go a long way to bridge the communication gap. 
 
To demonstrate the underlying feelings arising from government’s strict funding requirements, the following 
statement was made during a field trip meeting with a traditional owner who is a leader of his clan in the 
Alice Springs region (Rossingh, 2014): 
 

…why does Indigenous funding have higher accountability requirements – comes down to 
perception and lack of trust.  Can Indigenous people be trusted with money?  According to the 
funding agencies, no! 

 
One key Commonwealth public servant stated that the legal clauses in funding agreements and contracts 
enabled government to take action if any breaches occurred.  He also stated that the clauses can be relied 
upon as a ‘back stop’ in case a breach hit the newspapers, and that this would then imply that ‘government 
has got it all covered’ to avoid any back lash (even if there was no intention to pursue perceived breaches).   
 
In a submission to the Senate Select Committee (Trudgeon, 2008, p. 1) the following points were raised: 
 

Australian governments at all levels have failed to recognize the role language plays in 
communicating adequately with the original citizens of the land. This has produced the very 
conditions on Aboriginal communities that created the need for the Australian government led 
intervention.  

 
Aboriginal people will remain the most severely economically, socially and informationally 
marginalized people in Australia, displaying all the negative social indicators now evident, until 
the failure to communicate is adequately addressed.  

 
Nakata (2002a; 2002b) emphasises the way that Indigenous people operate at the interface of two different 
cultures with different world views.  Nakata states that Indigenous people are constantly engaging with 
changing ideas and knowledge external to their communities, as they shape and reshape both worlds.  He 
sees the issues as being much deeper than just language.  Cultural context adds further complexities and the 
challenge is to learn the language of such complexities.  He calls for future education frameworks to cater to 
and consider this reality. 
 
As per Saussure (1959), significations do not connect with the underlying concepts, so care must be taken 
when removing the linguistic difficulty by using terminology that is simpler.  Simplification may not 
necessarily give rise to meaning.  Nevertheless, culling out the many repeated technically-based words and 
utilising connections to culture would go a long way towards removing the Western cultural baggage to 
which Morphy (2005) refers. Her reference to ‘baggage’ relates to the complexity of the concepts that are 
embedded in English terms that make understanding difficult for non-English first language speakers. 
 
It is important to understand that the funding documentation analysed for the purposes of this study was 
intended for Indigenous communities and organisations. For example the word ‘Indigenous’ was used 521 
times and the word ‘Aboriginal’ was used 1042 times across the documentation of the ten programs.  It is 
remiss of government to think that Aboriginal people are not faced or challenged by funding documentation 
and associated accountability processes.   
 

1 Aboriginal English – The name given to dialects of English spoken by Aboriginal people throughout Australia.  A tool of communication 
that expresses and maintains Aboriginal identity that is considered to be a sustainable form of communication by non-Aboriginal people 
(Eades, 1993). 
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8. Conclusion 

The area of language and communication regarding Indigenous societies has been topical for many years 
now. Meucke formulated phrasing of Australian law in spoken Aboriginal English back in 1981.  It was 
recognised then, by the Australian Law Reform Commission, that communication of legal language to 
Indigenous people was a major issue.  
 
Evidence from this research demonstrates that there is a direct and negative impact on Aboriginal people in 
communities arising from the funding documentation.   For government officers and policy makers, it may 
be a matter of seeing for oneself how the system works in reality, as opposed to the second guessing that 
goes on from within well-serviced major cities and behind the confines of office walls. 
 
In line with Oakes and Young (2010) accountability has been studied from every conceivable angle over 
many years.  These authors suggest it is paramount for the concept of accountability to be seen as a 
relational, negotiable and flexible concept that shifts its shape depending on its environment.  The findings, 
as discussed in this paper, highlight this precise point by demonstrating accountability notions of 
government through its documentation.  Rudimentary data analysis techniques have been used in this study 
to demonstrate the significant patterns of regulative accountability and technical accounting practice. From 
this analysis Governments’ representation of accountability is fixed and rigid in nature no matter how 
distinctly different accountability can be.  This is a disregard for contextuality and a disregard for the 
culturally embedded environment.  The challenges that are presented in this paper underlie a number of the 
same concepts that Neu (2000) analyses relating to accounting tools and techniques that continue to 
produce and reproduce colonial practices of domination. 
 
Indigenous people from remote communities want to share their story about cultural importance in the 
context of their lives and the future of their young people.  They seek culturally legitimate accountability but 
the funding process does not allow them to achieve this, from their own perspective.  Flexibility is required 
in the funding process so it can incorporate their culturally based needs.  Language does not present an 
insurmountable barrier; the barrier arises from the deeply ingrained stance of government that is constantly 
acted out as authority, regulation and a lack of trust, all from a distance.  This distance provides a barrier 
that prevents government from understanding the potential and potency of the intercultural domain.  
  
A system could be developed that works from either perspective, as long as the point of intersection is 
captured within the scope of an intercultural view. The cultural links that Indigenous community people live 
by provides an important resource for government to utilise, for achievement of successful program 
outcomes that must connect with the people that the funding programs target.   
 
This research has attracted interest from some departments in the Northern Territory Government that are 
keen to develop simple and easily understood funding documents and processes for a system of meaningful 
accountability.  Given the Northern Territory Government’s close proximity to, and potential to understand 
communities, it would seem that working towards a shared meaning of accountability is possible to realise 
legitimate and culturally acceptable ways to operate.  There is a need for further research to seek equitable 
ways to communicate accounting and accountability language that respects and enables the Indigenous 
voice and acknowledges Indigenous knowledge systems so there can be positive steps towards achieving 
sustainable outcomes arising from government funded programs. 
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Abstract: Publication of corporate social responsibility (CSR) reports by large corporations from around the world has 
witnessed explosive growth over the last few years. Corporations have used these reports to disseminate information for 
the impact of their normal business practices on larger public concerns dealing with issues of economic, socio-political, and 
governance (ESG). The voluntary nature of CSR reports, and their lack of standardization, allow companies to present a 
positive picture of ESG issues pertaining to the company’s operations. Conversely, these factors also raise the bar with 
regard to the quality and accuracy of CSR reports among the report’s intended audiences. To date, two independent 
external organizations, ISO 26000 and Global Reporting Indicative (GRI), provide a process-oriented approach toward 
standardization of CSR reports’ content. However, they do not provide any independent external evaluation system to 
ensure their effective implementation by the companies.  Our paper describes a new analytical framework called the CSR-
Sustainability Monitor®, which attempts to achieve the afore-mentioned twin objectives, i.e., contextual standardization 
and quality assurance. This system does not a priori set independent criteria for content classification and evaluation. 
Instead, it creates objective measures to analyze content and rank reports in a manner that allows for comparisons of an 
individual report with any other report or group of reports of an industry, region or any other aggregation criteria.  

Keywords: Corporate Social Responsibility Reports (CSR); Environmental, Social, and Governance (ESG) Issues; ISO 26000; 
Global Reporting Initiative (GRI); CSR-S Monitor 

1. Introduction – Growth of CSR Reports 
Publishing corporate social responsibility reports by large corporations has become a high growth industry.  
For example, among the S&P 500 companies, 72%  published some form of CSR report in 2013, an increase 
from 52% in 2010 (Governance and Accountability Institute, Inc., 2014). The growth in the quantity—and to 
some extent—the quality of these reports, has had two positive impacts. First, reports are increasingly being 
scrutinized by institutional investors, and other important stakeholders—to gauge future risks, which the 
company may have down-played or ignored in their external communications (SIF, US, 2014).  Companies also 
risk adverse public reaction when CSR reports by their peers are viewed in a more favorable light. 
 
A primary focus of these reports is to draw attention to the factors that companies have used to reduce, if not 
eliminate, negative externalities, or harm to the “commons” that might accrue from the business operations. 
They also highlight the actions they take to improve their operations and respond to public’s concerns in a 
manner that would engender greater public trust and build corporate reputation (Ellerup Nielsen and 
Thomsen, 2007). In this study, we provide a framework, the Corporate Social Responsibility-Sustainability 
Monitor (The CSR-S Monitor), which enables us to assess the content of a CSR report along with the 
accompanying third-party integrity assurance in considerable detail and depth with regard to the appropriate 
disclosure of relevant risks, impacts, and actions related to environmental, social, and governance (ESG) issues 
taken by the company. 
 
In one sense, corporate efforts to inform and engage general public about the positive aspects of their 
business has a long tradition. Corporations and industry groups have always sought to influence public opinion 
through a variety of news media in favor of capitalism, private enterprise, and unhindered movement of trade 
and investments around the world (Sethi, 1976; Sethi, 1977a, Sethi, 1977b; Sethi, 1979). In the past, 
corporations have used a variety of communication approaches and taken public policy stances to address 
public concerns, which they consider based on (i) poor information, and (ii) a misunderstanding of their 
activities and positive contributions to the economic and social well-being of the relevant communities. An 
important element of this strategy has been the publication of CSR reports. With these reports, companies 
voluntarily undertake to provide information about their operations in a manner that better address 
environmental and societal concerns and discuss corporate contribution to the "common good" that goes 
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above and beyond the efficient and productive use of corporate resources and generation of economic wealth. 
The voluntary nature of these reports, and the fact that their contents are entirely controlled by the sponsors, 
have their own merits as well as drawbacks. It allows companies to highlight the positive ESG elements 
pertaining to their operations in a manner most favorable to them (Deegan, 2002). Moreover, when a 
company’s ESG issues have a negative public impact, the company’s CSR report can play a critical role in 
presenting the company’s response in a more favorable and balanced context (Bebbington et al., 2008; 
Deegan et al., 2000; Deegan et al., 2002; Friedman and Miles, 2001; Patten, 1992) . It should, however, be 
noted that the voluntary character of CSR reports places a heavy burden on the companies to ensure that 
these reports are accurate, objective, and the information provided is relevant and verifiable for its accuracy 
(Sethi et al., 2015). Otherwise, it runs the risk of losing credibility and being dismissed by the very stakeholders 
that a company is trying to reach and convince of the veracity of its position (Delmas and Burbano, 2011; 
Marquis and Toffel, 2012).  

2. Process-Oriented pproaches to Improving the Quality of CSR Reports 
Currently, there are two major frameworks, i.e., Global Reporting Initiative (GRI) (Global Reporting Initiative, 
2014), and ISO 26000 (Moratis and Cochius, 2011; Murphy and Yates, 2009; International Standards 
organization, 2010), that have focused on developing systems and procedures to assist and guide corporations 
in preparing CSR reports. GRI provides specific guidelines for reporting on ESG impacts and risks of 
organizations.  Unlike GRI, ISO 26000 does not specifically set out guidelines for CSR reporting but rather 
provides guidance to organizations on organizing their ESG activities. While both GRI and ISO 26000 
underscore the need for comparability of reporting over time as well as among peer organizations and aim to 
achieve this through standardization, they lack any mechanism to monitor and assess the extent to which 
organizations follow procedures outlined in these frameworks. Nevertheless, GRI and ISO 26000 emphasize 
strengthening the credibility of the CSR reporting and encourage attaining some measure of quality assurance 
in the CSR reports. The CSR-S Monitor used in our analysis aims to fill this gap.  It enables the report’s readers 
to assess the scope of coverage and depth of information provided in a CSR report along with the quality of the 
accompanying third-party integrity assurance. 

3. The CSR-S Monitor 
Our objective in this paper is to present a detailed description of the analytical structure developed in the CSR-
S Monitor. It is designed to: 

(a) Address and minimize the problems of data incompatibility and thereby facilitate comparison 
between different types of CSR reports.  The scoring framework of the CSR-S Monitor, offers an 
analytical approach that would allow a company’s report to be objectively analyzed and compared 
with any report published by another company, or with the average scores of all companies sorted by 
country, region, or industry, and 

(b) Improve the quality of information available in the public domain, and, thereby help important 
stakeholders make informed judgments on a company’s ESG performance.  
To the best of our knowledge, this analytical framework and scoring system for contextual elements is 

the first of its kind in the world.  The CSR-S Monitor: 
Offers a range of objective measures for comparing reports in terms of their comprehensiveness, 
specificity of detail, quality, and accuracy of reporting, 
Provides internal corporate accountability officers with an external and independent evaluation tool, 
and provides guidance for companies initiating their own CSR reporting, 
Enables companies to compare their reports across their industry, region, and market capitalization, 
Minimizes the “free rider” problem; the facilitated comparison of report quality will induce all 
companies - both those currently publishing corporate social responsibility reports and those planning 
to do so in the future - to create high quality reports, and 
Creates a market-driven incentive for companies to improve their CSR reporting to gain competitive 
advantage, as an alternative to greater regulation in this area. 

3.1 Sample Selection 

The list of companies are selected based on three criteria, which were chosen in order to forward the goals of 
tracking trends in CSR reporting over time as well as ensuring that many of the world’s largest companies are 
covered. The sample is carefully selected to capture the wide variation in and gain insight into CSR reporting 
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worldwide. This further allows comparisons with other similar yet geographically more restricted studies (e.g. 
Chau and Gray (2002) who examine Singapore and Hong Kong; Aerts, Cormier, and Magnan (2006) who 
examine Canada, France, and Germany; Beck, Campbell, and Shrives (2010) analyzing disclosures in the UK and 
Germany). Accordingly, the sample of companies are selected from the Fortune 250® and Global 250® indices 
for 2012, and from those that were scored in the previous edition of the CSR-S Monitor. The number of 
companies that met at least one of the three criteria was 758, and those companies constitute the initial 
sample.                  

3.2 Selection of Contextual Elements 

A two-step approach is followed to identify the list of contextual elements: The first step includes a thorough 
analysis of the current literature on CSR disclosure to identify the most common issues covered in these 
reports. An initial list of CSR-related categories is composed from previous studies including Beck et al. (2010), 
Cormier and Gordon (2001), and Gray et al., (1995). Other sources such as Global Reporting Initiative, KLD 
(currently MSCI), and Thomson Reuters ASSET4 are also reviewed to extend coverage of the scoring framework 
as to reflect as complete a picture of the disclosure content of CSR reports as possible.  
 
The second step includes an initial review of a large number of CSR reports (a pilot study) from a cross section 
of industries, countries, and corporate size, and other related categories. This extensive analysis of the actual 
CSR reports examines and identifies the key topics generally covered in these reports, the amount and quality 
of information provided for individual elements, and the relevance of this information to the type of business 
activities conducted by the company. A sample list of content categories (or contextual elements) is developed 
through this initial review, which is consistent with Deegan and Gordon (1996) and Patten and Zhao (2014). 
The two lists are then merged together to form a final list of possible CSR-related categories and key topics. A 
similar criterion is used in assigning numerical scores (weights) to various contextual elements. 

3.3 Contextual Elements 

Based on the aforementioned analyses, we identify ten (10) different contextual elements.  These are: 
Chair/executive message, environment, philanthropy, external stakeholder engagement, supply chain, labor 
relations, governance, anti-corruption, human rights, and codes of conduct. Due to the growing concerns over 
the credibility of CSR reports, companies have become increasingly willing to seek external verification to 
establish and enhance credibility of their CSR disclosures (O’Dwyer and Owen, 2005; Sethi et al., 2015). 
Accordingly, we include a measure for evaluating the scope and quality of integrity assurance as a contextual 
element and thereby making a total of eleven (11) contextual elements to be used in the scoring scheme. 
Ultimately, the final list of potential CSR disclosure categories reflects a combination of the outcomes of an 
objective survey of the literature on CSR disclosure, actual published CSR reports, and a perception of what the 
CSR-S Monitor perceives to be an important category, albeit not very common in actual reports.  
 
The number and definition of 11 contextual elements, and their relative weights, were determined based on 
the information contained in a large cross-section of CSR reports, i.e. initial pilot study. The significance of this 
approach rests on the primary objective of the CSR-S Monitor, i.e. to compare and analyze the information 
that is currently contained in the CSR reports, and not what should be contained in these reports and 
prescribed by someone other than the corporations preparing these reports. The individual components and 
their weights are: Integrity Assurance (15); Environment (10); Philanthropy & Community Involvement (10); 
External Stakeholder Engagement (10); Supply-Chain Management (10); Labor Relations (10); Corporate 
Governance (5); Bribery and Corruption (5); Human Rights (5); Codes of Conduct (15): Company (5), Industry 
(5), and Universal Codes (5); Executive/Chairman’s Message (5). 
 
The CSR-S Monitor provides a total score for the CSR report as well as scores for each of the eleven (11) 
contextual elements.  The overall score for the entire report is 100 points.  A company’s report can achieve 
total overall scores ranging from 0 to 100 with a higher score indicating higher quality of reporting. The scoring 
methodology takes into account variations in CSR practices and related disclosures across a variety of 
countries and regions, industry sectors, and, legal and regulatory systems. This approach facilitates objective 
comparisons among different reports or groups of reports and thereby identify emerging trends in the quality 
of reports from various clusters of company types or groups of companies.  
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The coverage rates for the 11 broad categories in the reports are shown in Table 1.These statistics show that 
the list of 11 contextual elements adequately captures the totality of CSR reports’ contents with a median 
coverage ratio of 95% (7 out of 11 of the Contextual Elements). It confirms that these contextual elements are 
the topics considered most relevant by the vast majority of companies producing CSR reports.  
 

Table 1: Number of CSR Reports with a Non-Zero Score by Contextual Element out of 614 Analyzed Reports 

Individual CSR-S Monitor  
Contextual Elements 

Number of Reports 
Covering the Element Percentage 

Environment  612 99.7% 
Human Rights  604 98.4% 
Voluntary Codes of Conduct  596 97.1% 
External Stakeholder Engagement 595 96.9% 

Philanthropy & Community Involvement  592 96.4% 

Labor Relations  583 95.0% 
Executive/Chairman’s Message  568 92.5% 

Integrity Assurance  530 86.3% 

Supply-Chain Management  514 83.7% 
Bribery & Corruption  508 82.7% 
Corporate Governance  426 69.4% 

          Source: www.csrsmonitor.org 
 

4. Identifying and Scoring of CSR Reports 
In identifying eligible CSR disclosure documents for scoring, the Monitor focuses on the CSR report as a single 
unit, which allows for fair and consistent comparisons between CSR reports and other types of CSR 
information publications. A multi-criteria selection method is used to ensure all disclosures that reveal relevant 
piece of information about the company’s CSR activities is captured.  In order for a report to qualify as valid 
and be scored, it must have been: (a) published during calendar year 2012 with a defined reporting period 
(usually but not exclusively the company’s fiscal year 2011),; (b) written in English (or have an English 
translation available); and (c) information is presented as a cohesive unit. This multi-step procedure resulted in 
614 CSR reports that are eligible for scoring. 

5. The CSR-S Monitor Scoring Methodology 

5.1 Scorer Training  

All relevant information in each of the 614 CSR reports is scored. In order to establish the reliability of the 
coding procedure, the principal coder coordinated several pilot-tests of the rubric with the analysts and 
assisted them with regard to resolving any ambiguities in the questions asked and instructions given in the 
rubric. Analysts in training were provided with the scoring framework and a selection of reports (the reliability 
sample), and were assigned to code them. The work of each analyst is also independently verified to ensure 
the evaluation metric is consistently employed. The scores are then analyzed to enhance consistency in the 
scoring system.  
 
The inter-rater reliability was assessed based on a percent agreement index. Analysts’ (coders’) scoring was 
compared to the scores found by the researchers (supervisors), discrepancies were identified and discussed, 
and analysts were given more reports, until everyone’s scores were consistent (excellent agreement beyond 
chance, i.e. a percent agreement statistic of 85% or higher). Despite the lack of consensus for the percent 
agreement statistic, a cut-off figure of .75 to .80 is used for acceptable reliability; others also consider a value 
of .70 reasonably reliable (Neuendorf, 2002).  
 
The rubric categorizes the content of each CSR report into 11 sections called “Contextual Elements,” which 
cover the most common relevant areas of CSR and sustainability issues. Such disaggregation of the content 
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increases the effectiveness of the framework in capturing all relevant information (Beck et al. 2010; Cormier 
and Gordon, 2001; Gray et al. 1995).  

5.2 Scoring 

The unit of analysis to perform content analysis is chosen as a consistent “theme” in a CSR report. This choice 
is driven by the contextual element selection process described above. In particular, this first step helps us in 
determining the granularity, i.e., fine detail of the descriptive narrative in a CSR report. We observe in the 
analysis of CSR reports that the information presented therein usually spans over several paragraphs, and 
most commonly, several pages making it difficult to capture the broader concept using a smaller unit than a 
“theme” such as a sentence. This fragmented information led us to choose “thematic units” over other more 
granular methods such as sentences, paragraphs, or pages as the unit of analysis. Coding conducted at the 
theme level outperforms other more granular level of analysis (e.g. phrase, clause, or sentence) as it better 
captures the totality of the relevant narrative that is frequently explained in multiple and tightly-connected 
sentences (a coherent text), which are commonly located at separate places in a CSR report (Beattie et al., 
2004; Beattie and Thomson, 2007; Beck et al., 2010; Holsti, 1969).  The overall score as well as the scores on 
each contextual element reflect the breadth (scope of coverage) and depth (level of specificity) of information 
disclosed in a company’s CSR report.  
 
The content of disclosure is analyzed using five different coding categories. An illustrative example as to the 
types of disclosures on environmental activities is presented in Table 2.  
Table 2: Sample Scoring Criteria – Environment 
 

Level Criteria Illustrative Examples 
 0 Report does not discuss activities toward 

reducing/mitigating the environmental 
impacts of the company’s business in a 
meaningful way.  

“The Group has three specific sustainability management 
goals which are: being wise, being smart and being 
sustainable… We endeavor to minimize social and 
environmental risks through green management… KB 
Financial Group has been dedicated to resolving global 
environmental issues which are becoming increasingly more 
serious…” (KB Financial Group Inc., 2014) 

 Report provides minimal depth of 
information on the scope of coverage of the 
company’s activities toward 
reducing/mitigating the environmental 
impacts of the company’s business. 
Discussion categorized as vague and 
incomplete. 

“Johnson Controls generally remained on track to achieve 
our 10-year greenhouse gas, energy, water and waste 
intensity goals in 2013. We are committed to an annual 1 
percent absolute reduction of greenhouse gas emissions 
across all our businesses. The improvements we make also 
enhance our financial results. Over the past 10 years, 
revenue has increased 78 percent while our carbon 
footprint has increased only 10 percent…” (Johnson 
Controls, Inc., 2014) 

 Report provides fair depth of information on 
the scope of coverage of the company’s 
activities toward reducing/mitigating the 
environmental impacts of the company’s 
business, including measurable results. 
Discussion categorized as reasonably 
detailed and comprehensive. 

“Freescale established a goal in 2010 to reduce our water 
consumption by our manufacturing operations by 50% over 
our 2008 baseline. In 2013, we had a significant production 
increase over 2012, increasing our absolute water 
consumption amount; however, we still hope to achieve this 
2015 goal… We implemented conservation projects that 
saved more than 42 million gallons of water and 14.9 million 
kWh per year…” (Freescale Semiconductor, Ltd., 2014). 
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 Report provides good depth of information 
on the scope of coverage of the company’s 
activities toward reducing/mitigating the 
environmental impacts of the company’s 
business, including measurable results and 
comparisons of outcomes at a company or 
industry level. Discussion categorized as 
detailed and comprehensive. 

“In 2013, the total extrapolated amount of carbon emissions 
from our business operations decreased from 209 to 169 
kilotons compared to 2012 and per FTE from 2.4 to 2.2 
tons… In the spring of 2012, we partnered with an electric 
taxi service to support the transportation needs of 
employees in the Netherlands. Through this initiative, we 
have ‘greened’ 18,000 kilometers of journeys up to year-
end 2013... Our Sustainable Procurement program, which 
began in the Netherlands in 2012, takes this a step further 
by embedding ING’s procurement policy towards suppliers 
into our processes…” (ING Groep N.V., 2014) 

 Report provides excellent depth of 
information on the scope of coverage of the 
company’s activities toward 
reducing/mitigating the environmental 
impacts of the company’s business, 
including measurable results and 
comparisons of outcomes at the company or 
industry level. Discussion categorized as 
detailed and comprehensive, and is noted 
for reaching an exceptional level of 
disclosure. 

“Since fiscal 2009, we have decreased our total water use by 
44.8% and achieved a one-year reduction of nearly 9.8% in 
fiscal 2012. Over the past four years, we have lowered 
water use by more than 2,750 million liters... Hazardous 
waste makes up only 0.04% of our total waste output. In 
fiscal 2013, our volume of waste produced rose by 44% 
from the previous year. This increase was due to activities 
relating to cleaning out an old fuel oil tank at one of our 
distilleries, which caused 30 tons of redundant fuel to be 
sent to a facility to be filtered and then blended as fuel for a 
power plant… Three major air pollutants are sulfur dioxide 
(SO2), nitrogen oxides (NOX) and particulate matter (PM). 
These emissions increased by nearly 12% in fiscal 2013, 
from 1,010 metric tons to 1,134 metric tons, primarily due 
to our burning a greater amount of heavy fuel oil to 
compensate for our decreased biogas generation…” 
(Bacardi Limited, 2014) 

Source: Weissman Center for International Business (2014)                   
 

6. Analysis of Data and Overall Findings 
Our analysis of CSR reports (Figure 1) suggests considerable variation in the overall CSR report quality. There 
were only 26 companies (4.23%) with overall scores ranging between 71 and 90. Conversely, there were 113 
companies (18.4%) with scores ranging between 11 and 30. 

Figure 1: Distribution of CSR-S Monitor Scores 

 

 
*Numbers between ranges are rounded up, e.g., 10.25 falls in the 11-20 range.  

In term of geographical concentration (Table 3), North America, Western Europe, and East Asia, lead the 
sample with 92% of the analyzed reports published by companies headquartered in these regions. Among 
these top three regions, Western Europe has the highest median score and the most companies in the Top 25 
ranks overall, despite having fewer reports analyzed compared to North America. Western Europe also stands 
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out in that CSR reporting in this region is not concentrated to a few countries, but is dispersed across the 
region, unlike North America and East Asia (not reported).  

Table 3: CSR-S Monitor Scores by Region (Large Sample Size) of Company Headquarters 

Region of Company Headquarters Reports 
Analyzed 

Median CSR-S 
Monitor Score 

Standard 
Deviation 

Number of 
Reports in 
Top 25 

Number of 
Reports in  
Bottom 25 

North America 239 41.75 15.21 8 13 

Western Europe 215 51.50 15.79 11 6 

East Asia 113 44.75 13.68 4 3 

Oceania 16 41.88 15.86 0 1 

Latin America & the Caribbean 8 63.75 8.98 1 0 

Sub-Saharan Africa 8 61.13 13.46 1 0 

Eastern Europe & Central Asia 6 47.88 14.84 0 0 

Middle East & North Africa 6 31.00 13.32 0 2 

South Asia 3 62.00 15.92 0 0 

 
Countries included in the East Asian region are much more diverse in terms of economic development than 
those in the other two top regions, which has implications for their CSR reporting patterns; e.g. our sample 
includes Japan (highest frequency of reports scored), China (with its many large, state-owned enterprises) and 
other emerging economies such as Thailand, Indonesia, and Malaysia. Despite this variety, East Asia scored a 
reasonably high overall median of 45.13 and a standard deviation of 14.06 among the top three regions. 
 
An interesting observation worth noting is that North American companies have yet to reach the level of their 
Western European and East Asian counterparts in terms of the overall CSR report quality. Six North American 
companies ranked in the Top 25 (including the highest-scoring company of the sample (Barrick Gold, Canada). 
While the United States has the most companies in the Top 25 list, it also has 13 companies in the Bottom 25 
list. Overall, these numbers underscore a lack of standardization in CSR reporting as the main driver of this 
disparity in reporting, which we expect would change for the better given the increasing number of CSR 
reports with competitive pressures among companies and industry groups. 

7. Inter-Industry and Intra-Industry Variations in the Quality of CSR Reports 
We categorize our sample of companies by their primary North American Industry Classification System 
(NAICS) codes at the 2-digit level. We have also divided the results between Goods-Producing and Service-
Providing industries, known as “Supersector Groups” (US Bureau of Labor, 2013). Overall, our sample 
contained companies from 20 different sectors.  However, for purposes of this analysis, we have selected 12 
industry groups, which have a reasonable sample size of 10 or more CSR reports. We provide the summary 
statistics in Tables 4-A and 4-B for goods-producing and service-providing industries, respectively. 

Table 4-A. CSR-S Monitor Scores for Goods-Producing Industries (Primary NAICS Code, 2-Digit Level) 

Industry Reports 
Analyzed 

Median 
Score 

St. 
dev. 

Number of 
Reports in  

Top 25 

Number of 
Reports in  
Bottom 25 

Manufacturing-33 123 48.75 17.27 10 4 
Manufacturing-32 77 53.50 14.72 5 2 
Mining, Quarrying, and Oil and Gas 
Extraction-21 48 57.25 15.39 3 0 

Manufacturing-31 34 48.38 15.54 2 2 

Construction-23 12 41.13 12.72 0 0 
 

All Goods-Producing Industries  296 49.88 16.04 20 8 
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Table 4-B:  CSR-S Monitor Scores for Service-Providing Industries (Primary NAICS Code, 2-Digit Level) 

 
Goods-Producing companies tend to have higher scores in general, with Mining, Quarrying, and Oil and Gas 
Extraction (“Extraction”) and Manufacturing-32 (which includes mainly chemical and pharmaceutical 
manufacturing and some other non-metallic manufacturing) having the two highest median scores across all 
industries, with other manufacturing industries not far behind. Goods-Producing companies also dominate the 
Top 25 overall rankings. Service-Providing companies tend to have somewhat lower scores, with the exception 
of the Information industry companies. 
 
At first glance, these findings may seem counter-intuitive.  Extraction and manufacturing companies often 
receive negative attention for their environmental and social practices. However, CSR reports are scored based 
on the scope of coverage and depth of information provided in a CSR report, and not on the public’s 
perception of the company’s actions on various issues.  It is also possible that where companies are subject to 
increased scrutiny in both the regulatory and reputational sense, they would have greater incentive to provide 
more information in their CSR reports (Deegan, 2002; Rogers, 2013). 

8. Case Study: Financial Services Industry 
To illustrate the application of the CSR-S Monitor, we focus on finance and insurance industry and the top 
scoring company in this industry, Aviva plc.  Our results are presented in Table 5. They show that despite 
having the second-highest number of companies, the Finance and Insurance industry has no companies in the 
Top 10.  The industry median is almost 8 points lower than the Full Sample median (38.63 compared to 46.50). 
In terms of the individual Contextual Elements, the Finance & Insurance industry only outperforms the full 
sample on Philanthropy (7.50/10.00 compared to 7.00/10.00) and Governance (1.50/5.00 compared to 
1.25/5.00).  

8.1.1 Top Scoring Company: Aviva plc 

Aviva plc, is the top-ranking company in the finance industry, while it only ranked 32nd overall. In particular, 
Aviva owes its high ranking to its exceptional disclosure quality (a median of 71 points versus 46.50 overall 
median and 38.63 finance industry median) in all but philanthropy and external stakeholder engagement 
element. Aviva discloses at a considerably higher quality especially on Supply Chain, Labor Relations, Anti-
corruption, Human rights, Codes of Conduct, and Assurance. It is worth also mentioning that these are areas 
where the industry as a whole is particularly weak, yet the top company reports clearly show that there are 
still companies in the Finance & Insurance industry that offer a high quality of disclosure across all Contextual 
Elements. It is also interesting to note that the Philanthropy section, a strong area for this particular industry 
as a whole, is a weak point for Aviva as well. Overall, the median CSR reporting quality for the finance industry 
is quite low, which underscores a potential for a company in this particular industry to really separate itself 
from the pack with a good showing in future reports. 
 

 
 

153



 

Prakash Sethi, Terrence Martell and Mert Demir 

Table 5: CSR-S Monitor Contextual Elements: Top Scorer, Aviva plc 

 

9. Direction for Future Research and Professional Applications 
1) The CSR-S Monitor provides an invaluable source of information to establish benchmarks for 

evaluating CSR reports for individual companies and industry groups. 
2) Companies can make good use of the descriptive aspects of a given contextual element to include 

more relevant information that would enhance its scored value. 
3) A fertile area of research lies in comparing information contained in CSR reports with other 

information that might be available through independent external sources. These findings may be 
analyzed in the content of credibility gap, corporation reputation, and potential positive-negative 
impact on other aspects of a company’s business activities. 

4) A hitherto unexplored avenue of research would be to find relationships between CSR score and 
other exogenous factor that might be of interest to a given company, industry group, geographical 
region, etc.  Examples of these variables might include corporate size and market capitalization; 
degree of regulatory oversight; stock ownership by hedge funds, and institutional investors; location 
of company’s major operations, to name a few.
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Abstract: In order to categorise business as “good” one must choose what characterises “Good Business”.  Some argue 
that any profitable business is good business, but profitable business sometimes creates social and environmental 
problems.  Anyone can list what good business characteristics are, but the list will not be acceptable to everyone.  We 
argue that, over the past sixty years, many business students and managers have been prepared to accept unquestioningly 
what they are told good business characteristics are, without relating those characteristics to societal and environmental 
wellbeing.  Some decision makers have been persuaded that ethical norms associated with good living are not relevant to 
business decisions, except when imposed by law.  Business has created many problems in society.  The Ancient Greeks 
chose to think carefully about the characteristics that should be encouraged in society.  The results were sometimes 
questionable: women were not given a voice in societal decisions; the owning of slaves was acceptable.  Nevertheless the 
decision makers of the time were required to build ethical arguments in to their decision making.  In recent times business 
leaders have obtained huge power in society, but they have been excused building ethical considerations in to their 
decision models.  Consequently our world is in jeopardy.  Unless we build ethical considerations in to our deliberations, the 
world as we know it may collapse due to failures in the ecosystems, or rebellion from the huge number of intolerably poor 
people.  We don’t believe it is possible to instruct future managers how to make correct ethical decisions, but we 
encourage them not to accept any extant decision model unquestioningly.  Managers must install ethical considerations of 
their own choosing in to their decision models. Those responsible for management education must help future managers 
recognise the need for self-constructed ethical decision models in society.   

Keywords: sustainability, ethics, business, modernity, neoclassical economics, accounting education 

1. Introduction

It is not possible to decide upon a role for business in society before deciding upon the purpose(s) of society. 
The purpose(s) of society are not known in any irrefutable manner.  Different societies have different main 
purposes, for examples: 

To maximise the average wealth of members.

To maximise the wealth of the most powerful members.

To provide the best environment in which to practice a religious ideal.

To allow every member to influence adopted purposes.
The list is endless but it is impossible to defend a role for business in society unless one adopts an opinion of 
what the purpose(s) of that society is.  The role for business in society can be argued on the premise that the 
purpose of society should be, best to allow members of that society to live a “good life” (Sharma & Kelly, 2015; 
Tinker, 2004). 

Aristotle (384-322 BC) argued that the function of people is to reason how to be happy; happiness being the 
final target for all human endeavours.  The on-going good performance of this function results in the good life 
(Vesey & Foulkes, 1990).   Aristotle argued that to live the good life requires ethical reasoning. 

This paper discusses how “modernity” and “scientific reasoning” have encouraged many individuals to move 
away from ethical reasoning.  This has affected what is taught in many business schools, which is often a 
narrow and amoral approach to decision making.  This has resulted in societal and environmental problems.  In 
recent decades these problems have become more visible.  This paper suggests how we might adopt business 
practices which encourage citizens to live good lives. 
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2. The rise of modernity 

The rise of modernity started with the renaissance in 14/15th centuries.  Modernity involves a belief in 
rationality and the triumph of truth and science over ignorance (Jary & Jary, 1991).  Since the renaissance, the 
natural sciences have allowed us to make huge improvements in the control of our environment, and our 
material well-being (aeroplanes, computers, health care, etc.).  However, “Business” is a social construct and a 
search for scientific rules controlling its functioning is inappropriate.  As Ghoshal (2005) explains, adopting 
beliefs in the natural sciences may be wrong e.g. the world is flat, or the sun circles the earth every day; but 
such incorrect understandings will not affect the true state of affairs. Misunderstandings can be corrected in 
the longer term.  However, if we ‘discover’ scientific rules that govern business in society, and everyone is 
persuaded to accept the rules, they will become true when everyone adopts them (e.g. agency theory).   

The accounting scandals occurring earlier this century provide many examples of meticulous rule-following to 
attain corporate goals, but ultimate failures because of the inadequacy of the goals and the associated rules.  
Transactions designed to achieve particular accounting results (e.g., transforming financing cash inflows into 
operating cash flows) were justified as ‘consistent with accounting rules at the time’ (Young & Annisette, 2009, 
p.99).  Employees at Enron and other energy companies developed highly favourable pricing methodologies to 
record ‘gains’ on energy derivatives (Young & Annisette, 2009).  By contrast, both Aristotelian and Confucian 
traditions are sceptical – if not hostile – towards actions motivated by commercial gain (Tweedie et al., 2013).  
Such traditions question the extent to which action motivated by commercial gain is beneficial to either the 
individual or society (ibid).  For some, the parade of accounting scandals and unexpected company collapses in 
recent years has been, at least partly attributed to, the inadequacy of university curricula in accounting and 
business education (Amernic & Craig, 2004). 

It was recognised by some that a new ‘sustainable’ way of business decision making needs to evolve.  Although 
there is no universally accepted definition of sustainable development, probably the most quoted definition is 
supplied by the Brundtland Commission (1987), “humanity has the ability to make development sustainable to 
ensure that it meets the needs of the present without comprising the ability of future generations to meet 
their own needs.” 

The recent financial crisis was shaped by over-zealous short term profit maximisation.  Short-term profitability 
is not a sensible measure of a company’s underlying health.  However, the 20th Century global economy 
evolved to encourage companies to focus further on short-term profitability.  As Stead and Stead (2004) 
report: 

The current economic wealth framework grew out of the Scientific and Industrial revolution that 
began in the seventeenth century and has since come to dominate all of society’s institutions, 
whether they are political, religious, educational or economic….. [it] is both inaccurate and 
inadequate for human kind’s survival (p.29). 

The mental pictures that our ancestors used to comprehend their environment were developed in 
a very different type of world than the one that exists today… human beings developed cognitive 
processes that focused on the short term… For most of human history these short term mental 
processes were adequate for survival….. Unfortunately human perceptual processes are still tied 
to the old world of short-term dramatic change (p.130). 

More and more commentators are recognising that changes in the business decision making model are 
necessary:  

The commitment to creating organisational wealth in a manner that is economically, 
technologically, and socially sustainable challenges conventional thinking about the nature and 
sources of corporate success (Post et al., 2002, p.241). 

Some managers continue to think in stockholder terms because this is easier.  To think in 
stakeholder terms increases the complexity of decision making, and it is overly taxing to some 
managers to determine which stakeholders’ claims take priority in a given situation.  Despite its 
complexity, however, the stakeholder management view is most consistent with the environment 
that business faces today (Caroll & Buchholtz, 2000, p.86). 
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The corporate form of business needs to be redesigned to achieve greater sustainability in society (Metcalf & 
Benn, 2012; Sharma & Kelly, 2014).  In 1995, the Academy of Management published a special issue that 
warned of the unsustainable nature of the present philosophies of business (ibid).  It provided a discussion of 
an alternative paradigm for business, and a shift in operating practices.  The objective is to develop 
simultaneous social, economic and ecological value creation (ibid).  Since that special issue, the call for change 
has become more emphatic, with numerous management scholars advocating a shift in the role of business 
(Sharma, 2013a; Sharma & Henriques, 2005).  Contemporary accounting theory and practice depend heavily 
on neoclassical economics thought (Tinker, 1980).  Very few scholars would deny that marginalist economics 
has had a significant impact on shaping accounting theory.  Scholars such a Tinker (1980) and Bhaduri (1969) 
call for an alternative framework of political economy.  Political economy differs from neo-classical 
(marginalist) thought in that it requires two (not one) dimensions of capital: firstly a (physical) involvement of 
production, and secondly a relationship amongst people in asocial organisation (Bhaduri, 1969).  The first 
dimension involves economic forces of production, the second the social relations of production (Tinker, 1980; 
Metcalf & Benn, 2012).  Neoclassical economics tells only part of the story (Tinker at al., 1991).  The General 
Motors studies (Neimark & Tinker, 1986) focus on the various ways the company uses its annual report as an 
ideological weapon.  The study was based on a content analysis of annual reports over 60 years; it provides a 
“between –the-lines” reading that uncovers the conflicting and antagonistic situation that embroiled General 
Motors over the period.  The analysis also shows the way the firm’s reports were used to modify and 
ameliorate these conflicts.  Neoclassical economics refuses to examine basic contradictions and antinomies of 
the social system under investigation (Tinker et al., 1991). 

Many, both inside and outside the accounting community, believe that accounting is independent and neutral 
in situations of conflict (Tinker et al., 1982).  However, Accountants are often far from neutral in such matters 
(Tinker et al., 1982).  Accounting has attempted to preserve objectivity and independence by shunning 
‘subjective’ questions of value.  It confines accounting data to ‘objective’ market price ‘facts’ (historical and 
current) (Tinker et al., 1982, p.188).  This enables accountants to claim that they merely record- not partake in 
social conflicts.  According to Tinker (2004) money seems to assume a presence that is synonymous with 
wealth and power; it overshadows all other qualities that may be essential to a fully-lived experience.  The 
emphasis on profit in financial statements is a means by which capital accumulation subordinates labour. 

According to Amernic and Craig (2004) accounting seems to be a language of dogmatism, class privilege; a 
secret society inhabited by a cognoscenti who are the only ones able to cut through the technical jargon 
employed (p.352).  Kelly (2003) suggests we consider an alternative world without such ‘class privileging’- one 
in which employees and stockholders change places: where labour rights are primary and explicit, and where 
employees make up the board of directors and nominate new members on such boards.  Such employee 
perspective would feature wage and benefit data on a daily basis (an increase would be seen as a good sign; a 
decrease would signal a national economic downturn) (Amernic & Craig, 2004, p.352).  Share prices would not 
be publicly disclosed as individual shareholders would bargain for a price without knowledge of what other 
shareholders were paying for their shares.  According to Amernic & Craig (2004) shareholders would 
sometimes get no dividend and sometimes go for years without increases in dividends.  This would be seen as 
a good thing for a company because wages would then go up more (Amernic & Craig, 2004). 

Sikka and Willmott (2002, p.194) note about accounting education: 

Accounting is central to the working of capitalism.  It prioritises property rights (as in a balance 
sheet), celebrates the supremacy of capital over labour (as in the income statement) and 
encourages belief in efficiency, private profits and competition….. Emphasis on its technical 
aspects tends to displace consideration of accounting’s role in representing social conflict.  
Instead of posing questions about the role of education in legitimising practices that result in 
exploitation, poverty wages, environmental degradations and fraud, the issues become those of 
following the right techniques and/or accounting/auditing standards.  In this way the social core 
of accounting becomes hidden from scrutiny. 

Accounting curricula needs to encourage critique, and be served with healthy portions of scepticism (Amernic 
& Craig, 2004).  Accounting education needs to promote a scholarly environment in which the freedom to be 
critical and sceptical of conventional wisdom is encouraged. 
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One truth in business that scholars have been asked to realise is that managers are rational profit maximisers.  
This ‘truth’ has been repeated for many years, most persuasively by Milton Friedman (1962) and others at the 
Chicago Business School; many still accept it.  However, as long ago as 1959 Simon, after observing how 
business people actually behave, introduced the concept of “bounded rationality”, whereby managers are 
forced to impose boundaries on their decision areas because of the complexity of attempting to think 
holistically about problems.  Such boundaries may prevent ‘optimal’ decisions being made, however “optimal” 
is defined.  This rarely matters because managers will normally be safe provided their performances are 
considered ‘satisfactory’.  Thus managers “satisfice” rather than “maximise”.  Argyris (1990) went further in 
suggesting that maximisation is made even more difficult because business information is often purposely 
distorted by unethical individuals for their personal benefit.  Baker and Bettner (1997) suggest that: 

The scientific method - wherein relationships among naturally occurring phenomena are assumed 
to be enduring, quantifiable, and objectively determinable - is an incorrect paradigm that limits 
the perspectives for doing accounting [or business] research (p. 304). 

The scientific approach to understanding business in society requires decision models to be quantified.  The 
resultant numbers, are often based on discretionary assumptions which determine what is to be measured.  
They are manipulated with precise mathematical accuracy to ‘prove’ the correct answers to the chosen 
problems.  Such pretence at scientific precision is foolish when the natural scientists recognise that, for 
example, it is impossible to know both the position and the momentum of a particle at the same time (the 
“Uncertainty Principle”, Gribbin, 1984).  The certainty sought by the ‘modern’ business managers is not 
available.  Managers cannot obtain all the valid information necessary for them to make ‘correct’ decisions.  
Even if they were able to, they would generally not be able to process it all in the time available for decision 
making.  Nonetheless those employing a scientific approach to business research have continued to recite 
rules for determining proper business behaviour, for example those contained in ‘Agency Theory’.  If enough 
people come to believe that all individuals in business seek to maximise their own wealth and are prepared to 
cheat others in order to achieve this, then business will demonstrate this awful behaviour (Ghoshal 2005).  

It has been difficult for some individuals brought up in a modern society to recognise that certain behaviour in 
business situations is determined by human inputs coming from: intuition, spiritual beliefs, emotion and other 
factors.  The scientific approach to business decision making requires a “calculative rationality” to be employed 
to ensure that businesses achieve the largest possible wealth creation.  The decision makers are excused any 
need to employ ethical reasoning in their decision making, but they are expected to comply with the extant 
laws of the land.  Maximising wealth becomes the only social responsibility of business managers; wealth 
creation is recognised as good business.  Society as a whole, it is argued, can ensure that the wealth created is 
used to produce the best of societies for all, by distributing the created wealth appropriately.  The mechanism 
by which this “appropriate” behaviour is governed is not well explained.  However, it is explained that good 
business: creates employment, ensures high production of goods and services, and increases the tax take in 
society.  

Such ‘good’ business, using calculative rationality, has resulted in managers behaving efficiently over many 
decades (Degos & Mattesich, 2003; Sharma, 2013; Sharma & Davey, 2013).  Managers ensure that measured 
outputs greatly exceed measured inputs in many large corporations.  The corporations, and the managers, 
have grown wealthy as a result of the measured efficiencies.  Students in Business Schools have been educated 
to replicate such efficient behaviour and, some would argue, continue with good business practices that 
benefit society.   

Decision makers in the resultant societies make, and justify, decisions that are judged through a very narrow 
lens; only ‘that-which-can-be-measured’ matters.  “Externalities” often can be measured but because these 
costs are not met directly by business, they too are ignored.  Furthermore, in an environment freed from 
ethical considerations, when business models provide evidence that is unwelcome, it is possible to obtain 
temporary relief from the ‘truth’ simply by publishing evidence that is untrue.  Unfortunately there have been 
numerous examples of such behaviour this century, see for example the numerous post-collapse articles on 
Enron, and the Volkswagen carbon emissions scandal exposed in 2015.  Thus the models used for business 
decision making do not properly reflect the proper state of corporations within society.  The IIRC (2011) 
commenting of the growing failure of the largest 500 US corporations to produce figures in their published 
accounts which fully explain their market value stated:   
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The need for a broader information set is clearly demonstrated by the small percentage of market 
value now explained by physical and financial assets – down to only 19% in 2009 from 83% in 
1975. The remainder represents intangible factors, some of which are explained within financial 
statements, but many of which are not (p. 4). 

Managers within wealthy corporations, that have huge asset bases, are able to conduct business efficiently.  
Whether their business decisions are effective in promoting a good society is questionable.  To give meaning to 
such considerations we need to question how to measure properly the broad effectiveness of business 
operations in society; what is the purpose of business in society?  The failure of business reports to provide an 
adequate basis on which to judge whether “Profitable Business” has been “Good Business” is clear; many 
business practices have created social and environmental problems.  This matter is discussed in the following 
section. 

3. The recognition of business created problems in society 

In the second half of the 20th century many people were recovering from two “World Wars”.  These wars had 
brought terrible hardships for many and the European nations had determined to do everything possible to 
prevent them waging war on each other ever again.  Business thrived in the 1950s and 1960s.  Many in the 
Western World believed that, “they had never had it so good”.  In this period the wealth and power of 
corporations grew substantially.  Utting (2000, p. 1) reports that, “The revenues of just five corporations are 
more than double the GDP of the poorest 100 countries”.  The directors of large corporations gained more 
power to assign global assets to whatever purposes, than most politicians in the world have.  Some individuals 
realised that business activities were harming the world.  ‘Social and Environmental Research in Business’ 
commenced in the 1970s.  It grew in strength from the 1980s onwards (Owen, 2008).   

In 1983 the UN created the ‘World Commission on Environment and Development’ (WCED).  WCED published, 
‘Our Common Future’ in 1987.  It makes the case for a paradigm shift in the way that business is carried out, in 
order that the viability of our world is sustained.  The report developed around three central pillars: social 
equity, environmental protection and economic prosperity.  It helped launch ‘The Sustainable Business 
Movement’. Business Managers were accused of damaging the planet, and its people.  In 1992 the UN 
organised an ‘Earth Summit’ in Rio de Janeiro.  The summit attracted representatives from 172 governments 
and they signed up to ‘Agenda 21’, a document describing how business practices must change in order to aid 
the development of a healthier planet.  It was agreed that a massive educational programme was required to 
alert the world’s population to the threats being created by ‘poor’ business decision making, directed at 
immediate ‘value creation’ in economic terms.  In 2002 a further ‘Earth Summit’ took place in Johannesburg.  A 
scientific report produced for the Johannesburg Summit, Doering et al., (2002), evidenced many on-going 
problems.  The report was extensive but the following brief excerpts illustrate its ‘mood’: 

The world is 78% poor, 11% middle income and 11% rich (p. 13). 

Nearly 26,000 plant species, more than 1,100 mammals and 1200 birds, 700 freshwater fish, and 
hundreds of reptiles and amphibians are threatened with extinction (p. 33). 

The UN commissioned further scientific research at the start of the 21st Century.  ‘The Millennium Ecosystem 
Assessment Report’, completed in 2005, reported that: 

Over the past 50 years, humans have changed ecosystems more rapidly and extensively than in 
any comparable period of time in human history, largely to meet rapidly growing demands for 
food, fresh water, timber, fiber and fuel. This has resulted in a substantial and largely irreversible 
loss in the diversity of life on Earth….. The changes that have been made to ecosystems have 
contributed to substantial net gains in human well-being and economic development, but these 
gains have been achieved at growing costs in the form of the degradation of many ecosystem 
services, increased risks of nonlinear changes, and the exacerbation of poverty for some groups of 
people. These problems, unless addressed, will substantially diminish the benefits that future 
generations obtain from ecosystems. 

Problems in society are not emerging without reason.  There are copious accounts of corporate misbehaviour 
in the literature.  These provide examples of deficiencies in business reasoning.  Corporations have long 
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histories of poor ethical performance (Metcalf & Benn, 2012; Lawrence et al., 2009; Sharma et al., 2013).  
Corporations were banned in England in 1720, and experienced a large public backlash in 1890, (Zerk, 2006).  
In modern times, corporations have committed crimes under international law, and created large scale 
environmental disasters (ibid).  The recent global financial crisis provided further evidence of corporate 
misconduct.  Companies collapsed due to a focus on short term profits, rather than longer-term ethically 
sound strategies.  Companies involved included major financial institutions such as: Northern Rock, Lehman 
Brothers, Merrill Lynch, Fannie Mae, Freddie Mac, Merrill Lynch, Wachovia and American International Group.  
Critics such as Metcalf and Benn (2012) have used such examples of unethical or irresponsible practice to 
argue that, in its current form, the corporation is completely ‘self-interested’ and unable to occupy a 
reasonable position in a healthy society.  The ‘Too Big to fail’ argument, whereby policy makers perceive the 
costs of bailout justifiable to maintain stability, actually supports bad corporate behaviour.  Such bailouts 
evidence societal support for destructive corporate power (Metcalf & Benn, 2012).  The ridiculous nature of 
such support is obvious, and alarming.  We wonder why it is tolerated. 

We provide two examples of corporations’ unethical practices.  Firstly, the synopsis of the film The Corporation 
(Copyright 2003 - 2005, Big Picture Media Corporation):  

The operational principles of the corporation give it a highly anti-social  

"personality": It is self-interested, inherently amoral, callous and  

deceitful; it breaches social and legal standards to get its way; it  

does not suffer from guilt, yet it can mimic the human qualities of  

empathy, caring and altruism… a disturbing diagnosis is delivered: the  

institutional embodiment of laissez-faire capitalism fully meets the  

diagnostic criteria of a "psychopath."  

The film provides evidence to support the claims.  Illustrations of the absences of ethical considerations in 
several real corporate decision scenarios are provided.  Although most commentators believe that 
Corporations should operate within the law, the film suggest that many corporations are prepared to break 
the law on a cost/benefit basis.  Given that breaches of the law do not always end in detection and 
prosecution, it is possible to estimate the likely cost of being prosecuted and set this against the proposed 
profit to be made from breaking the law.  A huge number of large fines that have been paid by US corporations 
for transgressions of the law are reported.  Presumably there have been many further undetected 
transgressions of the law that resulted in no fines, and even the large fines shown do not appear very large to 
the managers of wealthy corporations.   

Our second example is provided by Longstaff (1992).  He describes an example of decision making based on 
‘calculative rationality’.  It illustrates that such behaviour is ethically dangerous.  The example involves the Ford 
Motor company in the 1970s: 

...the company conducted a cost-benefit analysis to determine whether or not to rectify a design 
fault in a vehicle.  The Ford Pinto was known to be susceptible to exploding when rammed from 
behind.  Executives sought to calculate the cost of paying damages for loss of life and for injury 
and then compare it with that of giving effect to a new, and safer, design (p. 7). 

We trust that few in our audience would employ a calculative rationality in such a ‘life-and-death’ situations.  
Education involving ethical and professional responsibilities is needed to ensure tomorrow’s business leaders 
develop a framework of professional values… for exercising professional judgement and for acting in an ethical 
manner that is in the best interest of the public and profession (Young & Annisette, 2009). 

A related problem is that many accounting teaching staff are not formally trained in the teaching of 
sustainable development and ethical reasoning.  They don’t accept such matters as part of their teaching 
responsibility in their already full curricula.  Despite such matters belonging at the heart of business decision 
making processes, many educators exclude them from their teaching programs (Tweedie et al., 2013). 
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4. Where to from here? 

If social business is to become good business the hegemony of the calculative rationality imposed on business 
from an economic perspective must be challenged.  Students have the right to live good human lives as 
decided by themselves.  They must decide what will be a life worth living.  In doing this they will influence 
others in society and, we hope, encourage the adoption of good business practices that benefit society.   

Rather than adopting a particular decision context and accepting what choices to make, and what rules to 
follow, students should learn to ask questions such as: ‘who am I becoming?’; ‘what does it mean to live well?’  
Such an alternative perspective necessitates a consideration of ethics and morality and a realisation of how 
they are linked to the conduct of our lives.   We must encourage an ongoing and unending examination of the 
values we express in maintaining our daily lives (Young & Annisette, 2009). 

We argue that accounting educationalists should reject the increasingly technical/ vocational curricula that are 
being adopted by contemporary accounting departments (Young & Annisette, 2009).  We are convinced of the 
need for a fundamental restructuring not only of accounting education but business education more generally.   
A greater emphasis on ethics and sustainable development, should lead to classroom dialogue and critical re-
examination of recent business education and managerial practices.  Programmes which promote a ‘deep’ 
learning experience in accounting practice are required.  Such programmes should be: interpretive, critical and 
analytical (Tweedie et al., 2013). 

Encouraging a social view in accounting education and encouraging critique, will bring accounting from out of 
the shadows (Amernic & Craig, 2004).  Such changes will encourage changes in the worldview of students.  
Attention needs to be directed to a form of pedagogy that will help foster a new agenda for reform.  Educators 
must be persuaded to become more open to new ways of thinking (Amernic & Craig, 2004). 

Critical accounting research is essential to reflect the limitations of neoclassical economic thought.  While 
managers have become rigorous in their application of economic reasoning, more rigour is required in relation 
to social and environmental thinking.  Persistently privileging the shareholder group above all other 
stakeholder groups is not socially just.  It will encourage continuing social unrest.  Future decision makers must 
be aware of the holistic consequences that their decision will deliver.  It is imperative that business managers 
broaden their perspectives when making business decisions; they must ensure that ethical considerations are 
always present in the business decision making arena.  If senior managers, and educationalists, do not realise 
their responsibilities in this area, the world as we know it, will be in danger.  It existed for millions of years 
without humankind; it may return to this state again soon. 
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Abstract: While studies have found that the trend of Chinese CER is increasing, motivations behind the increasing trend of 
CER in China are still under-investigated. This study attempts to fill this gap by exploring the motivations of Chinese CER 
from a stakeholder perspective. Particular attention is paid to the Chinese government and the West as the two major 
stakeholders. Panel data (Annual reports and CSR reports of the same SSE 180 companies for the period 2007 – 2011) are 
used to test the influences of the State and the West on Chinese CER over time. A descriptive and comparative analysis 
showing trends and associations is undertaken. In addition, Probit regression is run to test the influence of the Chinese 
government on the Chinese companies’ CER decisions. The findings show that the Chinese government is still a very 
important facilitator of CER, and the role of Chinese government in influencing CER is multiple. However, along with the 
fact that the Chinese market is becoming more and more open, the West appears to be another important stakeholder. 
This suggests that western influence, such as registering with the GRI, could promote more Chinese CER. 

Keywords: Environmental reporting, china, state-owned enterprise, western influence, stakeholder theory 

1. Introduction 

In recent years, Chinese firms have been increasingly practicing corporate environmental reporting (CER) (Gao, 
2011; Situ & Tilt, 2012; Situ, Tilt, Pi-Shen, & Max, 2013). However, motivations behind the increasing trend are 
not clear. In particular, stakeholders of the reporting are under-explored (Moon & Shen, 2010). Therefore, this 
study aims to investigate the motivations for Chinese CER by using a stakeholder perspective.  Moreover, 
previous studies in developed countries have found that stakeholders of CER are diverse and competitive in 
terms of the resources they demand from companies. However, China is a developing country and is 
traditionally a highly centralized country where stakeholder influence is limited (Lu & Abeysekera, 2014).  
Therefore, the results of this study extend the current understanding of stakeholder power on CER in a state 
capitalist country.  

China has traditionally been highly centralized and, as such, the Chinese government plays a very important 
role in Chinese economics. However, in terms of CER, previous studies have provided different results. In a 
study of stakeholder power on Chinese CER, Lu and Abeysekera (2014) investigated the influence on listed 
firms identified by a social responsibility ranking list, and found that various stakeholders’ power on CER is 
generally weak. Unexpectedly, the listed State owned enterprises (SOEs) did not show a substantial difference 
in CER compared to non-SOEs. However, contradictory evidence was found by Dong, Burritt, and Qian (2014), 
who examined the influence of key stakeholder groups on CER by Chinese mining companies, and found that 
Chinese government and international consumers appear to be the salient stakeholders. Moreover, previous 
studies on the Chinese government’s power on CER use state ownership as a proxy to examine the influence of 
the Chinese government, without considering the complex role of the Chinese government within the current 
social and political context of the country. In order to better understand, and potentially improve, CER in China 
it is important to understand the complexities of State power. In addition, while some studies have considered 
the influence of the State, few have considered the potential competing influences in the growing Chinese 
economy. Therefore, this study attempts to further investigate two major stakeholders of Chinese CER: the 
Chinese government and the West influence. 

In contrast to previous research that has largely focused on the Chinese government’s voting power (that is, 
state ownership), the results of this study show that the Chinese government can influence CER using its 
different powers, that is, political power, voting power and economic power. In addition, the study shows that 
the State is not the only influence on CER, and that influences from the West are emerging, suggesting 
potential changes to CER may appear in the future. 
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2. Managerial stakeholder theory  

In previous studies (Tilling & Tilt, 2010; Van der Laan, 2009), Legitimacy theory and stakeholder theory are 
commonly used in explaining CER practice. The two theories are seen as overlapping theories as they both 
involve attempts to legitimise the firm's behaviour through disclosure, but Legitimacy theory has a societal 
focus, while Stakeholder theory focuses on satisfying their particular stakeholders (Tilling & Tilt 2010). This 
study specifically considers whether the Chinese government is the important stakeholder influencing 
corporate environmental reporting in China, and investigates different dimensions of that influence. In 
addition, Taylor and Shan (2007), when investigating Social and Environmental Reporting by Chinese 
Companies Listed in Hong Kong, conclude that Stakeholder Theory is better than Legitimacy Theory in 
explaining Corporate Social Reporting in China. Therefore, Stakeholder Theory is used in this study to examine 
the motivations behind the increasing trend of Chinese environmental reporting.  

According to Donaldson and Preston (1995), there are different views of Stakeholder Theory, and these can be 
summarized into three types (Descriptive, Instrumental and Normative). They argue that the three views are 
very different, but mutually supportive, and Stakeholder Theory is ultimately grounded on a normative basis, 
as the interests of all stakeholders have intrinsic value.  

This normative, or ethical, view of Stakeholder Theory considers that all stakeholders should be treated 
equally. However, this study argues that the normative view only attempts to offer guidance about how 
corporates should operate on a moral basis, and it is seldom used to test and interpret the observed facts. 
Therefore, rather than embracing Ethical Stakeholder Theory, most researchers use Managerial Stakeholder 
Theory. Similarly, this study examines if, and how, firms react to the influence of a major stakeholder, 
consequently, Managerial Stakeholder Theory is applied in this study. 

Managerial Stakeholder Theory argues that different stakeholder groups will not be treated equally; the 
expectations or demands from the more powerful stakeholder groups will be addressed first (Deegan, 2009). 
According to Clarkson (1995), stakeholders can be divided into primary and secondary stakeholders. Primary 
stakeholders are those who have direct impacts on the corporation’s survival, while secondary stakeholders 
are those “who are not engaged in transactions with the corporate and are not essential for the corporate’s 
survival” (Clarkson, 1995, p106). From the view of corporate governance, “the behavior of various stakeholder 
groups is considered a constraint on the strategy that is developed by management to match corporate 
resources as best it can with its environment” (Deegan, 2009, p351), and “a major role of the corporate 
management is to assess the importance of meeting stakeholder demands in order to achieve the strategic 
objectives of the firm” (Roberts, 1992, p598). As primary stakeholders are more powerful in controlling the 
corporation’s resources, their requirements are the priorities of corporate management. In order to “gain the 
support and approval, or to distract opposition and disapproval” (Gray, Owen, & Adams, 1996, p46) from the 
stakeholders, the corporation will provide voluntary information about how their operations impact the 
environment, and the more powerful the stakeholders are, the more particular information is provided to 
comply with their expectations. This study specifically considers whether the Chinese central government and 
the West are the important stakeholders influencing CER in China. Therefore, Managerial Stakeholder Theory 
is used in this study to explore stakeholders’ power on Chinese CER.  

Yamak and Suer (2005) argued that the State is a major stakeholder in shaping the corporate social and 
environmental responsibility practices of Turkish firms. Similarly in China, extreme environmental concerns 
impel the Chinese government to pay more attention to environmental issues. Previous studies (Guo, 2005; Lu, 
2008; Situ & Tilt, 2012) show that the Chinese government is one of the major stakeholders of CER. In general, 
the State as a stakeholder influences CER in China in two direct ways: by issuing regulations and guidelines; 
and by owning the enterprises. The State also has indirect influence through its expression of political power; 
appeal to cultural and nationalist tendencies, and through doctrine and propaganda. This study will only focus 
on the direct influence from Chinese government. The indirect influence is an important are for further 
research.  

In addition, some Western stakeholders, such as international organizations, are seen to have influence 
globally, also foreign partners of Chinese companies, and overseas stock markets have been noted as being 
influential. These are referred to collectively in this study as the stakeholder group ‘the West’. As the Chinese 
economic involves more and more in global market, ‘the West’ is another important stakeholders of CER that 
is examined in this study. 
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3. Research method 

A longitudinal sample of Chinese companies was coded using content analysis to determine the quantity of 
CER.  Standard content analysis technique was applied - a set of decision rules was developed and multiple 
coders were used to ensure reliability.  For analysis, panel modelling is undertaken to examine the influence of 
the State.  The study uses foreign investment and international organizations to measure the influence from 
the West, and these influences are examined using a comparative analysis as they cannot be included in the 
panel model (see section 3.2 below).  

3.1 Sample 

Shan (2009, p168) argues that “panel data frequently are useful in situations where the population can be 
divided into various groups or strata”. Therefore, in this study, panel data are used to test the influences of the 
State and the West on Chinese CER over time. The term panel data in this study refers to the same SSE 180 
companies for the period 2007 – 2011. Annual reports and stand-alone CSR reports in Chinese version are 
collected for data analysis. Totally, there are 815 observations. 

3.2 Descriptive and comparative analysis  

Data about whether a company trades internationally are not readily available and when running the probit 
regression, it was found that the GRI (a measure of the influence from overseas organizations) and dual-listed 
(a measure of the influence from overseas investment), cannot be included in the model as they all “predict 
success perfectly”. Therefore, a descriptive and comparative analysis showing trends and associations is 
undertaken examining disclosures for the influence of the West.  

3.3 Probit regression model  

Probit regression is run to test the influence of the Chinese government on the Chinese companies’ decision 
about whether to disclose environmental information or not. Because this study examines both Annual reports 
and CSR reports, three regression models are estimated as follows: 

Probit (Total) = f (staownedC, staownedL, stashareD, envgraD, totgraD, loglagtotass, lagroa, highprofile) 

Probit (AR) = f (staownedC, staownedL, stashareD, envgraD, totgraD, loglagtotass, lagroa, highprofile) 

Probit (CSR) = f (staownedC, staownedL, stashareD, envgraD, totgraD, loglagtotass, lagroa, highprofile) 

These variables are defined below.  

Dependent variables 

Dependent variables refer to the probability that Chinese companies disclosed environmental information in 
their reports. There are three dependent variables used to measure the probability that a company selected to 
disclose CER in different reports. 

Total: 1 refers to companies that have CER in their Annual reports or CSR reports, 0 otherwise. 

AR: 1 refers to companies that have CER in their Annual reports, 0 otherwise.  

CSR: 1 refers to companies that have CER in their CSR reports, 0 otherwise. 

Independent variables 

In China, extreme environmental concerns have impelled the Chinese government to pay more attention to 
environmental issues. Previous studies (Guo, 2005; Lu, 2008) show that Chinese CER is promoted by the 
Chinese government. In this study, governmental influences on CER are classified into voting power, political 
power and economic power. The following measurements are used to represent State influence.  

Voting power: The Chinese government is likely the major promoter of CER in China. As a shareholder of SOEs, 
the Chinese government may exert more influence on SOE’s CER activity. Therefore, state ownership is 
considered as a dummy variable to measure the voting power of the Chinese government. Moreover, in China, 
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the government has multi layers, and previous studies argue that there is conflict between local benefit and 
the central government’s policy, and the central government’s environmental protection policy is difficult to 
enforce at the local level, so it is proposed that SOEs’ CER performance will be different at the central level and 
the local level. As a result, SOEs is divided into Central SOE and Local SOE.   

A Central SOE is a company that is realistically controlled by the State-owned Assets Supervision and 
Administration Commission of State Council (SASAC), the Ministry of Finance or other ministry, 
administrations, bureaus and governmental institutes at the central level. A company is a Local SOE if it is 
finally controlled by the local SASAC, local municipal government or administrations, or bureaus and 
governmental institutes at the local level.  

Non-tradable shares held by the State is another variable adopted to measure the voting power of the Chinese 
government. One of the objectives  of  economic  reform  in  China  is  to  allow  former  SOEs  autonomy  in  
order  to achieve  high  efficiency  and  productivity,  and  to  improve  the  effectiveness  of  corporate 
governance  through  the  involvement  of  domestic  and  international  share  markets  (Ferguson,  Lam  and  
Lee  2002;  Wang et al.  2008). However, in order not to lose the control of the company, the Chinese 
government (both central and local) or its controlled entities will hold a certain amount of shares of the 
company, and these are non-tradable in the share market. In summary, three explanatory variables included in 
the model are:  

staownedC: 1 refers to central SOEs, 0 otherwise. 

staownedL: 1refers to local SOEs, 0 otherwise. 

stashareD: 1 refers to companies that have non-tradable share held by the state, 0 otherwise. 

Economic power: In addition to issuing more and more rigorous laws and regulations to urge Chinese 
companies to take their social and environmental responsibilities seriously, the Chinese government increased 
funding for environmental issues, especially in clean energy investment. According to the MDEI, companies 
who are willing to provide voluntary environmental information could be given priority in gaining government 
funded environmental protection projects, other government funded projects and other rewards. It is 
proposed that the more government grants the company has, the more environmental information is 
disclosed by the company.  

This power is measured by two variables: the total amount of government grants received by companies, and 
the amount of government grants received by companies on environmental issues: 

totgraD: 1 refers to companies that received government grant, 0 otherwise. 

envgraD: 1 refers to companies that received government grant related to environmental issue, 0 otherwise. 

Control variables 

Several control variables are included in the study that have consistently been shown to be related to CER 
performance in prior literature. They include company size, financial performance and industry. While the 
natural logarithm total assets lagged by one year (loglagtotass) is used to measure the firm size, financial 
performance is measured by one-year lag Return on Assets (lagroa). Moreover, consistent with past studies 
(such as Faisal, Tower, & Rusmin, 2012; Hackston & Milne, 1996), this study classified sample companies into 
high profile industries and low profile industries. The explanatory variable in the model is:  

highprofile: 1 refers to high profile industries, and 0 refers to low profile industries.  

The same companies over 5 years are used in the panel model, therefore, each sample year is included as a 
dummy variable.  In addition, Mundlak corrections are included when running the regression, because the 
inclusion of the Mundlak corrections resolves the issue of potential correlation between the individual effect 
(the unobserved heterogeneity) and the explanatory variables (by assuming a relationship between the 
individual effect and the means of the time-varying variables for individuals). Moreover, some companies have 
CER only in the Annual report or CSR report. Therefore, an AR dummy is used as control variable when running 
the regression on probit (CSR), and a CSR dummy is used as a control variable when running regression on 
probit (AR). 
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4. Results and discussion  

4.1 Trends over time  

Generally, environmental disclosure by Chinese companies shows on increasing trend, in terms of the number 
of Chinese companies that disclosed environmental information and the number of environmental words 
disclosed by the Chinese companies. 

Figure 1 below shows the trends for the number of Chinese companies that disclosed environmental 
information. The number of companies that have some environmental information in their annual reports or 
stand-alone social and environmental reports (CSR reports), showed a dramatic increase in 2008 from 52% in 
2007 to 85% in 2008, but then showing little further change.  

When broken down into annual reports and CSR reports, we can see that CSR reports contribute most to the 
total increase. In 2008, there were 62% companies that have a CSR report, compared to 6% in 2007, an 
increase of 933%.  After that, the increase was slower, in three years it increased by 10% only from 62% in 
2008 to 68% in 2011.   

 
Figure 1: Number of disclosing Companies. 

The above results show that the number of disclosing companies significantly increased in 2008. As discussed 
earlier, the government implemented a series of regulations, policies and programs to enhance companies’ 
green performance in the mid-2000s, and it reached a peak at 2008, as MDEI enacted in 2008. Thus, the results 
suggest that the Chinese government significantly influenced the decision to produce CER in China at that 
time. 

4.2 Comparative analysis  

To further examine the influence of the Chinese government and the West on Chinese CER, the next section 
discusses the descriptive results by breaking it down into different state ownership types to examine the 
influence from the Chinese government, and then discusses the descriptive results by comparing the dual-listed 
Chinese companies with non-dual-listed Chinese companies.   

4.2.1 Comparative analysis by state ownership 

Table 4.1 shows that many more SOEs decided to disclose environmental information in their CSR report or 
annual report than non-SOEs, which indicates the Chinese government does influence Chinese CER. The 
government is the controlling shareholder of SOE, so not surprisingly the Chinese government has more 
influence on the companies’ decision making. As Green reporting is one of the programs to show commitment 
to Chinese government’s Green policy, SOEs are more willing to disclose environmental information.  

As discussed previously, there are conflicting benefits between central SOEs and local SOEs. From Table 1, we 
can see that central SOEs outperformed the others, especially for CSR reports. While there are 71.7% of central 
SOEs that have CSR reports, there are only 46.8% local SOEs and 42.9% non SOEs that have CSR reports. 
However, there are slightly more local SOEs than central SOEs that decided to disclose environmental 
information in their annual reports.  

Table 1: Number of disclosing companies by state ownership 
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* Total refers to the number of companies that have CER in either CSR report or Annual report; Non refers to non-SOE; 
Central refers to central SOE; Local refers to Local SOE. 
 
In general, central SOEs disclose the most environmental information, followed by local SOEs, while non-state-
owned enterprises disclose the least. The above results confirm the argument that the Chinese government 
can influence Chinese CER with its voting power. Moreover, as central SOEs perform better CER than local 
SOEs, it confirms previous literature that states, in China, the commitment to green development is high, while 
the implementation is low. This is because the local government will not fully implement the central 
government’s policies, as there are conflicting benefits between local and central.  

4.2.2 Comparative analysis by dual listing  

As discussed in the previous section, the West is likely another of the important stakeholder of Chinese CER. 
Therefore, the number of disclosing companies and the volume of environmental disclosing words are broken 
into dual-listed and non-dual-listed companies. 

Table 2: The number of disclosing companies by dual-listing 

 
Table 2 above shows that non-dual listed companies lag behind dual listed companies, especially in terms of 
CSR, as there are 88% of dual-listed companies that have stand-alone CSR reports, compared to less than half 
of the non-dual-listed companies. In total, compared to non-dual-listed companies, there are 24% more dual-
listed companies that disclose environmental information in their annual reports or CSR reports.  

In summary, dual-listed companies produce better CER than non-dual-listed companies, which provides 
preliminary evidence that Chinese CER is influenced by the West.  

4.3 Regression results  

The probit regression model is employed in this study. The results are presented in Table 3: 

Table 3: Results of probit regression model 

 
Table 3 presents the empirical findings for the Probit regression analyses. The result in Total (i.e. the 
probability that company decided to disclose CER in AR or CSR) shows that staownedC, staownedL and 
envgraD and totgraD have the expected sign. The positive coefficients in staownedC and staownedL indicate 
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that the SOEs are more likely to disclose CER than non-SOEs. The significance level of staownedC is 10%, 
compared to that of staownedL (which is only significant at 20% level). This indicates that a central SOE is more 
likely than a local SOE to make the decision to disclose CER but both have strong impact. Moreover, positive 
coefficients appear for envgraD and totgraD, that is, companies that received government grants are more 
likely to disclose CER than those without government grants. Compared to totgraD, the higher significance 
level of envgraD indicates that companies received government grants that relate to environmental issues are 
more likely to disclose CER. A negative coefficient appears for stashareD, which is unexpected, however, it is 
insignificant. Therefore, there is weak evidence that companies that have non-tradable state-owned shares are 
less likely to disclose CER. The results for AR (i.e. the probability that a company decided to disclose CER in the 
AR) are similar to those for Total, except that the significance level of staownedC, staownedL and envgraD are 
all at the 5% level, which indicates a stronger relationship between those explanatory variables and the 
decision to disclose CER. However, the positive yet insignificant coefficient for totgraD shows that receiving a 
government grant may not influence the companies’ decision to disclose CER in their Annual report. Regarding 
CSR, an expected positive yet insignificant coefficient appears in staownedC and envgraD, while an unexpected 
negative and insignificant coefficient appears in staownedL, stashare and totgraD. 

In summary, the results of the model show that the Chinese government tends to have a positive influence on 
the Chinese companies’ decision to disclose CER in their annual reports, but not in the CSR reports. However, 
the more non-tradable state shares a company has, the less likely the company will decide to disclose CER.  

5. Implications and conclusions  

This study examines annual reports and CSR reports of SSE180 companies from 2007 to 2011.  The results 
show more and more Chinese companies have adopted CER. There is evidence of a leap-frog occurrence in 
2008, when the MDEI was enacted. The comparative analysis shows that SOEs, especially central SOEs, 
perform better CER than non-SOEs. The analysis also shows that dual-listed companies are much more 
advanced in disclosing environmental information. Finally, the probit modelling shows evidence that the 
Chinese government influences Chinese companies’ decision about whether to include CER in their annual 
reports. The findings of the study provide limited evidence that both the government and the West influence 
Chinese CER.  

5.1 Implications 

Managerial Stakeholder Theory suggest that when a stakeholder’s power is weak, that is, when the firm has a 
low level of dependence on the stakeholder, the firm need not be as responsive to stakeholder demands. 
Conversely, when a stakeholder’s power is strong, that is, when the firm depends heavily on the stakeholder 
for survival, stakeholders can express their demands directly to the firm (Elijido-Ten, Kloot, & Clarkson, 2010). 
Thus, power is a central theme in arguing firms’ strategy choice. Applying the theory to CER, the more 
powerful the stakeholders are, the more the CER will address their specific requirements. With regard to CER 
in China, as discussed earlier, the power of the Chinese government on the economy is strong. As green 
development is now the whole state’s priority, to be able to survive Chinese companies would likely disclose 
environmental information in their reports.  

This study examined the Chinese government’s influence on CER by Chinese companies. The Chinese 
government issued a series of regulations and guidelines in the mid-2000s, and it reached a peak in 2008, 
when the MDEI was enacted. The results show a dramatic increase took place in 2008, and then became flat. 
This indicates that the Chinese government does influence Chinese companies through its political power.  

Consist with a previous study (Situ & Tilt 2012), the comparative analysis shows that SOEs, especially central 
SOEs perform better CER than non SOEs in both annual reports and CSR reports. However, the results of the 
probit regression model only support that being an SOE increases the likelihood that the company will have 
CER in their annual reports. A negative yet insignificant relationship was found between the non-tradable 
state-owned shares and the selection of CER, therefore, there is only limited evidence that the Chinese 
government influences CER using its voting power.  

The Chinese government can also influence Chinese CER by directing money to its favoured industries. The 
debt market and stock market are underdeveloped in China, and thus the Chinese government is the major 
avenue for firms to mobilize external finance (Du & Wang, 2013). As a result, the Chinese companies will try to 
fulfil the Chinese government’s objectives when making decisions. The results of the probit regression show 
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that if a company received an environmental grant from the government, it is more likely the company would 
disclose CER in their Annual report. However the relationship between them in CSR reports is not strong. 
Hence, there is again limited evidence that the Chinese government influences CER using its economic power. 

Regarding the influence of the West, along with the open policy, the Chinese economy is involved more in 
globalization. CER is now part of modern corporate governance, and therefore the West could play a major 
role in promoting CER in China. As suggested by Managerial Stakeholder Theory, the West could significantly 
influence Chinese CER. Our comparative analysis shows that there are substantially more dual-listed 
companies that provide CER, which supports the theory. Although when running the probit regression, 
overseas shares could not be included in the model, because all dual-listed companies have CER in their annual 
reports or CSR reports, the comparative analysis findings confirm that the West is one of the important 
stakeholders of Chinese CER. 

6. Conclusions 

As discussed above, in China, the government is still a very important facilitator of CER. The role of 
government in encouraging Chinese CER is multiple; it can exert its political power, voting power and 
economic power to promote CER. However, along with the fact that the Chinese market is becoming more and 
more open, the West appears to be another important stakeholder. This suggests that western influence, such 
as registering with the GRI, could promote and improve Chinese CER.  

The major contribution of this study is that there is preliminary evidence that the State and the West are both 
important stakeholders of Chinese CER. Notwithstanding this confirmation, the study also adds value to the 
current literature that uses state ownership as a proxy to examine the power of Chinese government is 
insufficient. As a state capitalist country, the Chinese government plays different role in influencing Chinese 
CER. This study was limited to modeling only the decision to adopt any CER and the influence of the State on 
that decision. The influence of the West on the level of CER needs to be considered through further modeling. 
Finally, the influence of both the State and the West on the amount of CER is required to confirm or refute this 
preliminary evidence.  
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Abstract: As an emerging economy (and BRICS nation), economic development is crucial to Brazil, and consequently, it 
measures economic growth as a measure of success. However, advanced technologies such as sustainability, raise 
significant challenges to Brazil threatening the hegemony of economic growth. Consequently, this results in a contested 
discourse concerning sustainability and this paper understands the discursive constructions of social and environmental 
accounting [SEA] in Brazil by examining the interrelationship between extant academic research and sustainability 
disclosures by an airline company in Brazil (TAM) due to the contested disclosures of its industry. A post-structural, 
discourse theory-informed approach provides a framework to analyse five years of the SEA disclosures of TAM. In 
particular, we focus on identifying the hegemonic and rhetorical devices employed in SEA disclosures by the company. The 
construction of SEA focuses narrowly on financial benefits of disclosures, principally to the company, rather than engage in 
unpacking the complexity of sustainability. However, we argued that this reflects the Brazilian SEA academy, as the 
complexity of sustainability is largely ignored, with little questioning of what is signified by sustainability or SEA. Thus, we 
argue that the focus of the Brazilian academy, which tends to pertain to the measurement of sustainability, legitimates the 
disclosures of organisations like TAM. That is, the focus on measurements ignores or avoids critical questions concerning 
the social, cultural and political implications of SEA, sustainability, and limitations of measurement. The consequent impact 
is the reification of the measurement of something called ‘sustainability’, but this focuses little on the purpose of such 
measurement, reifying liberal economic conceptions of value at the expense of broader social, cultural and political 
interests. We present three main contributions: First, it develops limited critical research on sustainability in the Brazilian 
context; secondly, it It examines the hegemonic relationship between the academic community and corporate disclosure in 
relation to SEA, and finally, it examines the clash, in the emerging economy context, of the discourses of development and 
sustainability. The purpose of this intervention is to deconstruct existing SEA and sustainability discourses in Brazil, with a 
focus on empowerment, to engender substantive social, cultural and political engagement in understanding sustainability. 

Keywords: Social and environmental accounting; Sustainability; Post-structuralism; Discourse theory; Hegemony; Political 
Philosophy. 

1. Introduction 
The United Nations (UN, 2012) suggests that “progress towards sustainable development” concerns 
understanding interconnections between the economy, society and the natural environment, which is aligned 
with powerful drivers of change in achieving dynamic processes of adaptation in sustainable development. 
Elements considered important in the adaptation process include changes to consumption patterns, resource 
scarcity, demographics, green growth, inequality and urbanisation (UN, 2012: 6). We believe, though, that this 
constitutes a deeper level of change than a focus on measurement statistics, especially as measurement is a 
rhetorical device. For example, proponents of sustainable development ‘success’ highlight that the proportion 
of the world’s population living in absolute poverty has reduced from 46% in 1990 to 27% in 2005 (UN, 2012: 
16). However, critically, should we be celebrating 27%? This simply suggests the degree of change required 
and fundamentally, should any person be subjected to a state of absolute poverty, especially, when we 
provide human rights, such as the ‘right to life’. More importantly, proportionate measurements hide real 
numbers, and, for example, the UN reports that “[t]he number of undernourished people in developing 
countries increased by about 20 million between 2000 and 2008” (UN, 2012: 17). Furthermore, “around 13 
million hectares of forest were converted to other uses or lost each year from 2000 to 2010” (UN, 2012: 17). 
Thus, we hold that the politics of sustainability is real, but furthermore, we are concerned that the battle is lost 
in the name of eco-efficiency, economic sustainability and traditional capital interests. This reinforces the 
fundamental debate about who controls whom and that society should actively sanction and control business 
(Brown and Fraser, 2006).   

Social and environmental accounting [SEA] as a notion has increasingly gained rhetorical traction in the 
accounting academy. Gray et al (1988) characterise traditional accounting as ‘extremist’ with respect to social 
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issues, due to its liberal economic foundations. Similarly, Tinker et al (1991) reinforce the “extreme” position 
for agents in accounting considering the interrelationship between ‘social’ and ‘business’. Consequently, 
despite the potential for substantive critique with SEA (Brown and Fraser, 2006), SEA proponents that 
challenge capitalist hegemony are ‘extreme’. As such, the SEA agenda is seemingly required to ‘fit’ within, 
comply with and assist the capitalist system, despite the opportunity for substantive systemic critique (Spence, 
2007; Gray, 2010; Moneva et al, 2006). 

Brazil provides an appropriate context in which to examine the interplay between capitalism, development 
and discourses constructed in SEA. Brazil, rhetorically, is driven by economic development, and the 
Government reaffirms this by reflecting on the growing middle classes and through the growth of the Brazilian 
economy to the World’s fifth largest. However, what makes this interesting is that development, as 
understood through the narrow lens of capital, might be challengeable by the substantive discourse of SEA. 
However, what we argue in this paper is that the dominance of the discourse of development co-opts and co-
produces a form of ‘acceptable’ SEA that operates to sustain traditional development economic logics. We 
situate this analysis in a critical reading of the airline industry, for three reasons: a) Howarth and Griggs (2006), 
for example, examine aviation policy in the UK and demonstrate the shifting of aviation policy to a discourse of 
growth that rhetorically co-opts sustainability in support of aviation expansion.  While the airline industry 
contributes significant fossil fuel pollution, airlines resist many SEA initiatives by passing on the environmental 
costs to customers (such as carbon offsets) or by claiming that improved fuel efficiency (to their fiscal benefit) 
is environmentally positive, which reifies the traditional business case approach to SEA (Brown and Fraser, 
2006). Consequently, this study investigates TAM S.A., a Brazilian airline. Consequently, the focusing research 
question is what are the hegemonic and rhetoric employed in the contestation between development and SEA 
in TAMs financial reports. The focus is on identifying the impact of the class of hegemony between 
development, capitalism and SEA and the employment of rhetoric. These elements are detailed in the 
following section. 

2. A brief note of discourse, hegemony and rhetoric 
Discourse is a political construction. Laclau and Mouffe (2001) argue that discourse constitutes society, and 
thus, the conceptualisation of discourse is a conceptualisation of society. Of importance to discourse, is the 
logic that discourse is incomplete and contingent. Hegemony is central to post-structural politics, and, we 
argue, reflective of the discursive tension concerning sustainability, given no consensus on meaning, but a 
practical environment filled with articulated interpretations of the concept (when a company acts in the name 
of sustainability, it defines the concept) (Spence, 2007; Howarth and Griggs, 2006; Spence et al, 2010). We 
suggest that the role of Brazilian academic research helps to maintain the power imbalance towards 
corporations at the expense of society, as research reifies the status quo and capitalist hegemony. This 
operates to legitimate narrow interpretations of SEA as ‘business as usual’ so as not to expose the inherent 
contingency of capital and development. Hegemony emerges when one signifier takes universal significance, 
and that signifier takes the place of meaning (Laclau, 2005: 70). To illustrate, the Figure 1 shows that SEA is 
constantly interpreted to reify the capitalist and development logics: 

 

Development

Social and 
environmental 

accounting

Capital

 
Figure 1 - Social and environmental accounting interpreted as capital and development. Source: Authors. 
 
For Laclau and Mouffe (2001: 7), a concept of hegemony does not define new relations but it operates to fill a 
gap or cover over a contingency. This reflects Spence (2007) who traces the hegemonic movement from 
sustainability to corporate social responsibility [CSR], as in the sense of Howarth and Griggs (2006, p. 23), SEA 
and CSR operate as a form of ideological cover: hegemony covers over an absence and names a social lack 
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(Laclau, 2005: 71). This is further reinforced by the substantive problem of definition concerning SEA (Cintra 
and Carter, 2012).  

This constitutes a fundamental re-development of hegemony, in the Gramscian sense. As a critique of the 
systematicity of systems, hegemony (as lack) demonstrates the limits of the system by providing the system 
with identity (Laclau, 1996a, pp. 90-92). As Carter (2008, p. 156) argues:  

Antagonism names the societal lack, defining the political frontier (Laclau & Mouffe, 2001, p. 
125), while identifying and naming of equivalences leads to the system naming the antagonism 
(Laclau & Mouffe, 2001, p. 128)… Gramsci presents hegemony as static (Howarth et al., 2000, p. 
15). Laclau and Mouffe argue that given the fluidity of antagonisms and equivalences, the 
political frontier must logically be capable of movement and social actors must be able to take 
various positions. Consequently, hegemony is a flexible concept. 

Thus, we examine the co-option of SEA through the logic of equivalence with capital and development: this 
involves a critical reading of SEA research in Brazil; and this examines how this legitimates the SEA 
interpretations of TAM in Brazil. Frezatti et al., (2014, p. 443) draw on Suddaby and Greenwood (2005) to 
argue:  

This is also a narrative of legitimacy…these discourses must acquire legitimacy, primarily through 
rhetoric. These discourses did not emerge to ‘fill latent resource opportunities’, so to speak. 
Rather, these discourses were negotiated, contingent, and as such, emerged as legitimate 
discourses.  

The idea of hegemony in SEA is discussed to understand how meanings are negotiated in the political field, the 
impact of those meaning, and how certain meanings become hegemonic. This application of hegemony in an 
emerging economy (Brazil) evidences the role of politics in accounting, which invokes the imagery of rhetoric, 
as the art of persuasion.  

Martin (2013: 1) affirms that rhetoric is central politics. Frezatti et al., (2014, p. 434) argue that ‘[r]hetoric 
operates ontologically as hegemonic interventions. Thus, discourses and discursive artefacts operate as 
different rhetorical tropes – ways of expressing, construing and capturing meaning’. We argue that the 
research of Brazilian academics serves the interests of dominant capital interests, by maintaining the status 
quo, through a preoccupation with measurement. In short, for Laclau, politics is attempts to articulate and ‘fix’ 
meanings, and this is best examined through the interplay between hegemony and rhetoric: 

The practice of articulation, therefore, consists in the construction of nodal points [rhetoric] which 
partially fix meaning; and the partial character of this fixation proceeds from the openness of the 
social, a result, in its turn, of the constant overflowing of every discourse by the infinitude of the 
field of discursivity (Laclau and Mouffe, 2001, p. 113).   

Agents of politics and hegemony contest meanings. Here, we argue that the debate in Brazil of what is meant 
by sustainability takes place within the capitalist, development context and academic research operates 
rhetorically to legitimate this discourse.  

3. Brazilian SEA literature  
The nature of Brazilian SEA literature has not been subjected to critical analysis. While most readers are 
unfamiliar with the Brazilian SEA context, the dominance of the ‘business case’ approach to sustainability is 
concerning: SEA research concentrates on analysing (primarily) environmental disclosures and quantitatively 
determining variables that measure disclosure (Braga et al, 2009; Murcia and Santos, 2012; Oliveira et al, 
2012). These studies focus on what is disclosed and factors explaining disclosure levels (in a positivistic sense), 
rather than the effect of disclosure (Andrade et al,  2013; Braga et al,  2009; Colares et al,  2012; Grecco et al,  
2013; Lazzarotti et al,  2014; Macedo et al,  2011 ; Mazzioni et al,  2013; Murcia and Santos, 2012;  Nobre and 
Ribeiro, 2013; Rocha et al, 2013; Voss et al,  2013). In direct contrast to these Brazilian studies, Cintra and 
Carter (2012) present a critical view of the Brazilian case in relation to sustainability by studying the 
understandings of sustainability, CSR and SEA in Brazilian organisations. While organisations attempt to 
‘internalise’ sustainability for the purpose of managerial control, these entities interpret sustainability as 
control and measurement. However, the companies do not define or understand the issue of sustainability, 
pointing to a fundamental lack of education. Consequently, companies articulated a discourse of sustainability 
(to speak), but they had not changed their traditional business practices.  
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There is no consensus on what is meant by sustainability and its derivatives (SEA, CSR and sustainable 
development). In “Our Common Future”, sustainable development was presented as a politics (Brundtland, 
1987: 4), but raises more questions than it solves. First, what are ‘the needs’ and ‘aspirations’ of ‘the present 
generation’ and ‘future generations’? Secondly, are these concepts dynamic? How is it demonstrable or 
measurable? As a notion, it raises interminable questions (Cintra and Carter, 2012). Not only that, but with 
large parts of the SEA project concerned with measurement, there is a problem. If the object is unstable, then 
what is being measured? Or, if the object of measurement is unclear, how can it be measured? For this, it is 
vital to examine what is being said and for what purpose: hence, the core focus is on what are the impacts of 
the discursive constructions of SEA, as each articulation (SEA as practice) is an articulation of definition of SEA. 
Many Brazilian studies focus on economic value, and ignore debates about what sustainability signifies (or they 
rhetorically equate sustainability with economic sustainability).  

The fundamental critique of these theoretical approaches is that they place the organisation at the centre of 
disclosure, because that provides organisations with opportunities to control disclosure in their interest. 
Parker (2005: 846) critiques legitimacy by illustrating that SEA disclosure may be part of capitalist strategy, 
which would rhetorically redescribe ‘transparency’ and ‘accountability’. Spence et al. (2010) argue that 
commonly-employed SEA theories such as legitimacy, stakeholder and political economy, are contradictory, as 
they manifest at the micro-level (inside institutions) and, as such, fail to capture the ‘realistic political 
demands’ of accountability at the macro-social level (Spence et al, 2010: 83). Such disclosure operates to 
perfect the ‘status quo’ of ‘business as usual’, as they reify organisational self-interest without engaging with 
broader sustainability politics. 

In conclusion, Brazilian studies largely ignored questioning interpretation of sustainability, SEA and CSR. For us, 
this results in Brazilian research reifying the status quo and measuring SEA without engaging in the politics of 
sustainability. This functions to legitimate the disclosures of organisations (Suddaby and Greenwood, 2005). 
Crucially, what this leads to is the hegemonic equivalence of capitalist development politics with SEA, which 
places the organisation in a position of power, as the pursuit of profit and growth come to represent 
sustainability. This reifies developmental capitalism to the detriment of environmental and social resources. 
Techniques measuring SEA and CSR tend to place economic value at the centre of the measurement exercise 
and disclosure as impacting on financial performance of the company or shares. Consequently, these 
techniques ignore alternative social and environmental values (reifying economic measurement of the social 
and environment). The next section interrogates the sustainability reporting of TAM, a Brazilian airline, in 
illustration of the legitimating role of the Brazilian academy. 

4. Methods 
We analyse the SEA disclosures of TAM to examine the equivalency drawn between development, capital and 
SEA. TAM is one of the biggest Brazilian airlines, operating domestically and internationally. According to the 
Brazilian Government,i demand for flights has steadily increased since 2004, as bus transportation was 
considered common for people travelling distances longer than 75 km. With increased competition and price 
reductions, this dramatically changed domestic travel. TAM S.A. was funded privately and expanded until they 
merged into LATAM (LAN + TAM) in 2012, and combines companies in Chile, Brazil, Ecuador, Colombia, 
Paraguay, Argentina and Peru. Figure 1 shows a summary of LATAM’s history of expansion and development: 

 
Figure 2 - History of LATAM Airlines Group. Source: Adapted from LATAM website 
(http://www.latamairlinesgroup.net/phoenix.zhtml?c=81136andp=irol-history) on 25th November, 2014. 
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We analysed annual and sustainability reports from 2009 to 2013, which includes separate TAM reports in 
2009, 2010 and a combined 2011/2012 report, but 2013 included analysis of the LATAM report. We analysed 
three sustainability reports of TAM (2009, 2010, 2011/2012), one report of LATAM in 2013 and the LATAM 
website concerning TAM in 2012, as TAM did not report in 2012.  We analysed both the Portuguese and 
English versions of reports and compared the two versions to identify any differences (inclusions or exclusions) 
in disclosure, and we concluded that there versions were not significantly different. In the final analysis, we 
used the English version of three reports and the webpage and we translated the 2011/2012 report from 
Portugueseii. 

We employ discourse analysis informed by Laclau and Mouffe. We drew on Milne et al.’s (2009) examination 
of public documents of a New Zealand organisation in interpreting sustainable development disclosures. 
Equally, Howarth and Griggs (2006) examination of the rhetorical construction of Freedom to Fly in the UK was 
informative. In our case, we collected sustainability reports as articulating, rhetorically, TAM’s conceptions of 
sustainability. We employed free coding to identify emergent themes related to SEA, so as to analyse 
hegemonic and rhetorical devices employed. We read all documents closely, as discourse includes the process 
of interpretation and re-interpretation, decontextualisation and recontextualistion: ‘It is never a question of 
“authenticity”; it is always a question of creating an impression of authenticity, of recontextualisation that is 
interesting (“novel”), credible and respectful’ (Czarniawska, 2000, p. 19). In this phase, the main idea is to 
identify themes (Milne et al, 2009). To do this, we examined the reports to look for words associated with 
social, environment, sustainability and responsibility because SEA research focuses on ‘sustainable 
development’, ‘sustainability’, ‘CSR’ and social and environmental disclosures (see Brown and Fraser, 2006). 
From the perspective of multiple voices, Frezatti et al. (2014: 438) argue that this central to interpreting 
‘organisational discourses’. This is a justification that discourses in the organisational space are political and 
contestable with certain meanings become hegemonic. The analysis of text is a task that involves 
considerations of what text means in context, considering the messages that organisations want to send to 
certain stakeholders. While we aim to understand discursive constructions, we interpret meanings used by 
organisations: our interpretation is a re-interpretation of that which happened in context, which is a re-
contextualization (Czarniawska, 2000). 

5. Discussions 
In rhetorical terms, a key signifier in TAM’s sustainability reports is equating sustainability with cost-benefit 
analysis. “We have as a guideline the development of a sustainable culture that integrates the economic 
aspects into the social and environmental issues” 1(TAM, 2012, p. 12). According to Wolcher (2007, p. 147), 
cost-benefit analysis celebrates individual preference and reifies ‘rational deliberation’, transforming 
transaction costs concerning SEA into an individualist language that suggests that such disclosures reflects 
what society wants (as reflected by the business case). Thus, this rhetorical redescription of sustainability 
operates to avoid substantive engagement with community and social needs (Skinner, 2002). This rational 
economic articulation of sustainability was reinforced rhetorically with words such as ‘sustainable 
management’, ‘cost’ and ‘consumption’. TAM claims that ‘environmental investment’ is not a ‘resources 
donation’, but a comprehensive element of their business. In that sense, SEA for TAM is attached to cost-
benefit analysis, which reinforces capitalist principles.  

As an act of hegemony, TAM persuade their stakeholders by drawing an equivalence between SEA and the 
practice of ‘sustainable management’ (TAM, 2010, p. 6). However, as Brown and Fraser (2006) argue, business 
seeks to manage and align stakeholder expectations with their own self-interest in defining sustainability in 
economic terms, as an equivalency with the capitalist business case. The President of TAM in relation to 
environmental investments, comments: 

From 2011, our socio-environmental investments will be focused in projects helping tourism 
development and environment preservation. We support actions led by competent and active 
persons, in projects from North to South Brazil and in other counties, which is an example of how 
socio-environmental furtherance can be more than just resources donation (TAM, 2010: 7). 

This paragraph signals an intent for TAM to develop tourism and preservation projects. For us, though, there 
are two central issues here: First, the President draws an equivalency between SEA and economic investment, 

1 Original quotation translated by the authors:  “Temos como diretriz o desenvolvimento de uma cultura sustentável, que integre os 
aspectos econômicos às questões sociais e ambientais”. 
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by invoking an imagery of ‘return’: the president explicitly critiques the idea of donations (as gifts). The logic of 
investment in SEA, as Brown and Fraser (2006) suggest, is crucial to the business case, as it constructs SEA as 
requiring economic return, which has the effect of reinforcing the equivalency of sustainability with the 
developmental economics. Second, the President is presenting future actions in the 2010 report. This provides 
an opportunity for TAM to claim credit for future actions, despite there being no certainty that these 
environmental investments will occur. This reinforces the economic: as donation is the antithesis of the capital 
motive of economic growth and investment will follow appropriate ‘cost-benefit analyses’. The employment of 
the tourism trope reinforces the economic further as increased tourism opportunities simply serves to increase 
demand for flights, and thus, TAM equates the environment as part of their growth strategy. This rhetorical 
presentation constrains the meaning of CSR/SEA as economic, which illustrates how businesses re-describe 
sustainability without changing traditional business attitudes (Brown and Fraser, 2006). This reflects Brazilian 
research, as the focus is on measuring disclosure and its economic impact: this has the effect of equating 
SEA/CSR as within traditional capital. This quote reinforces that company thinks of environmental investment 
as no act of Samaritanism (the donation of resources), but as central to the business of business: TAM will not 
support tourism or environmental preservation activities if those activities does not add to their business. This 
is hegemonic, as SEA is captured within traditional capitalist rhetoric with no substantive business change. SEA 
generates economic value for the business. 

The company defines sustainable development as a constant mission for the company. In particular, TAM 
suggests that this mission includes employee education, aircraft management, mitigation of ‘environmental 
impacts’, ‘social investment’ and ‘socio-economic development’. In the Brundtland Report’s (1987) explanation 
of sustainable development, the report focuses on poverty eradication and environmental protection (not 
mitigation). Thus, TAM articulation of meanings of sustainability operates to reinforce the status quo and 
TAM’s self-interest. This is reinforced through the invocation of economic sustainability: ‘Corporate behaviour: 
attributes related to the corporate behaviour of the brand. For example, a brand that may be identified with 
honesty, sustainability or loyalty’ (TAM, 2009: 15). Sustainability for TAM relates to ‘mitigation’ of impact and 
not the elimination or eradication of environmental degradation. This recognises that company activities affect 
the environment negatively, but they do not seek to eradicate such impacts, but reduce their seriousness. This 
is rhetoric in action, as associating the TAM brand with sustainability sounds positive, but is largely absent of 
substantive supporting action: it would be too expensive to eliminate environmental impact (Brown and 
Fraser, 2006). TAM’s biofuel projects and fuel consumption in 2008-2013 are examples of mitigation without 
protection. TAM reinforces the economic interpretation of sustainability in discussing the success of adopting 
sustainability:  

This is a business in which optimization and cost reduction became decisive for the survival of a 
company. In this scenario, questions such as return to shareholders, capital gain and market 
share retention or gain may imply the success or failure in sustainability adoption (TAM, 2009: 
23). 

Sustainability for TAM will ultimately be successfully integrated into the company if it does not interfere or 
threaten ‘return to shareholders’, ‘capital gain’ and ‘market share retention’. In this sense, the environment is 
to serve the economic actions of the company; this is further reinforced by the trope of ‘social investment’. 
While the company uses the phrase, there is no information disclosed in the report as to the money invested 
socially although the company does emphasise volunteering. This is interesting as the company does not 
disclose its own financial commitments, but takes credit for ‘volunteering’ its employee time for social acts. All 
of this is a rhetorical device to build the brand-value and improve economic results. Furthermore, logics of 
development are invoked in the equivalency, in 2013, of ‘sustainability’ and ‘tourism’: “Sustainability – To 
promote sustainable tourism as a pillar for the development of the region” (LATAM, 2013: 66). LATAM 
associates sustainability with ‘economic and financial sustainability’ and the ‘promotion of sustainable tourism’ 
(LATAM, 2013: 29). 

This analysis demonstrates that the airline company is predominantly concerned with economic results, cost 
and the financial benefit of environmental disclosures, which reflects the agenda of the Brazilian academy who 
are interested in the measurement of disclosures and its consequent economic impact. The cost-benefit 
analysis characterises sustainability as an economic trade-off. The hegemonic meaning of SEA demonstrates 
the company’s pursuit of economic growth: phrases including ‘cost reduction’, ‘environmental management’, 
‘sustainable tourism’, ‘economic and financial sustainability’ and ‘sustainable management’ emphasise 
development and growth as central pillars of the capitalist system. This illustrates the degree to which TAM co-
opts and co-produces sustainability as fundamentally an equivalence of capital development. In TAM’s case, 
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the company reifies the economic value of sustainability. This demonstrates how alternative, competing and 
contingent components of sustainability were excluded from articulations of the meaning of sustainability. 
Unfortunately, Brazilian SEA research reinforces the logic of economic growth as sustainability. We hope that a 
deeper, critical engagement with a politics of sustainability might move the academic focus to a debate 
considering the implications of ignoring the contingency of sustainability, the intentionality of organisational 
discourses on SEA and the politics of sustainability. Very few Brazilian studies focus on what is disclosed or 
reported and the effect of this communication. In fact, most Brazilian studies accept and reify disclosures as 
taken-for-granted. For us, disclosure is part of a dialogue and is open to analysis and contestations (Boyce, 
2000). A Deloitte (2007) report discloses fraud and crime committed by large corporations in the British 
aviation industry, and this provides evidence of how airlines play with a field of fallacies regarding SEA 
disclosures. This is relevant to TAM, because despite the obvious (the airline industry in its current form has a 
significant negative social and environmental impact), is comfortable to employ the rhetoric that it is 
economically sustainable.  
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Abstract: Purpose: The purpose of this paper is to illustrate the nature and extent of voluntary corporate social 
responsibility (CSR) disclosure in ten Malaysian listed companies. The application of self-constructed disclosure index to an 
exemplar organisations identifies the level of voluntary CSR disclosure perceived, and the pattern of the information 
provided. The paper aims to establish whether the CSR disclosures made by the exemplar are meeting with the 
stakeholders’ perspective. Design/methodological approach: This paper is developed within a voluntary disclosure 
framework established through a Delphi technique approach, and employed a detailed content analysis of the CSR 
disclosures contained in the annual reports of ten listed companies in Malaysia. Using the framework developed in this 
paper, the CSR disclosures related text units were identified and allocated to three (3) main categories, social, 
environmental and employee, and then 16 subcategories. The CSR disclosure of the sample are compared with forty 
participants’ respond in a Delphi process conducted prior to the pilot study.Findings: Drawing on a pilot study, the paper 
revealed the majority of annual reports disclosure focused on presenting brief implementation information. The study also 
found that employees’ related information is the most focused area in CSR. Originality/value: The introduction of this study 
methodologies to evaluate the significance of CSR disclosure addresses an important approach in the literature. The 
methods will be particularly useful for those studying CSR disclosure in nature. 

Keywords: CSR, disclosure, content analysis 

1. Introduction 
The interest in sustainability reporting or corporate social responsibility (CSR) is consistent with the increasing 
demand imposed on organisations to be held accountable for delivering economical values through social and 
environmental concern (Brammer, Jackson, & Matten, 2012; Campbell, 2007; European Communities, 2002; 
Guthrie & Parker, 1989). Environmental and social plays vital role in the business growth and survival as well as 
a country’s economy sustainability (Branco & Rodrigues, 2006; Li, Luo, Wang, & Wu, 2013; Lim & Tsutsui, 
2012). In spite of this, the mixed perceptions and acceptance for corporate social responsibility information 
and reporting have contributed to imbalance CSR reporting particularly in the annual reports. 

A number of international voluntary disclosure reporting guidelines have been developed to address the 
importance of environmental and social issues. The underlying principles of sustainable development lie in 
three aspects: social, environment and employees. This notion is a central tenet of a number of international 
sustainability or CSR guidelines and frameworks (such as triple bottom line and Global Reporting Initiative 
(GRI)) that focus on the content and scope of CSR disclosure. From a national perspective, the CSR framework 
for Malaysian public listed companies specifically recognises the CSR disclosure to strengthen companies’ 
economic benefits. Bursa Malaysia also acknowledged that CSR activities and reporting are not about 
compliance and/or public relations but the practices also concern on the ethical and cultural values instil in a 
company.  

Despite the merits of CSR disclosure found from previous research, the perceived importance of corporate 
social responsibility among stakeholders remains questionable. The majority of studies in this area focus on 
what is being reported by organisation, and its association with the firms’ performance (see for example, 
Guthrie & Abeysekera, 2006; Thompson & Zakaria, 2004; Vicente Lima, Fátima de Souza, & Felipe Cortes de, 
2011). As an alternative for CSR direction, several research studies have been carried out to investigate the 
value of CSR information that goes beyond its content. For instance, Sen and Bhattacharya’s (2001) survey on 
consumers’ personal support for the CSR and their beliefs about CSR offer empirical evidence to support their 
proposition that CSR creates a relationship and bonding between consumers and organisations.  

A recent review of the CSR literature has revealed that scholars in accounting in both developing and 
developed countries have conducted a large number of empirical studies on the subject of CSR practices and 
reporting and its association with corporate characteristics, but the majority of these studies have focused on 
companies listed on the stock market in general. To date, less attention has been paid by scholars to CSR 
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practices by listed family-controlled companies in particular, despite the fact that this type of ownership plays 
a major role in the economic growth of countries.  

Empirical grounding for some of the arguments in this paper is drawn from observations made from a pilot 
content analysis study on annual reports of ten top companies listed on the Malaysia stock exchange. This 
paper acknowledges the various streams of research and the array of research methods being employed in the 
field of CSR. The measurement of CSR and perceptions of its importance is a diverse and expansive area and 
there is room for many different approaches. This paper adopts a mixed methods exploratory approach for 
studying CSR reporting in order to improve voluntary disclosure of Malaysian companies. Since family-
controlled companies is recognised as part of major contribution to Malaysia economy, a comparative 
approach is made between family-controlled companies and others to investigate the level of CSR disclosure in 
their annual reports. Additionally, this paper also provides further insight about the attitudes of the Malaysian 
executives, who is also preparers as well as users of annual reports, towards CSR disclosure. This paper also 
examine the differences in the perceptions towards CSR between managers working in different sectors of 
economy.  

The status of CSR disclosure in Malaysia is important for two reasons: First, the growth of globalisation and the 
capital markets of emerging economy provide a platform for organisations to create value for long term 
sustainability. Second, the current state of accounting knowledge in Malaysia can influence the levels of CSR 
information disclosed in company’s annual reports.  

This study’s findings contribute to CSR reporting in Malaysia in two ways. First, this research contributes to the 
literature by investigating the extent of CSR disclosure in Malaysia, and managers’ attitudes towards CSR in an 
emerging economy like Malaysia. Second, this research identifies some implications on the concept and 
meaning of CSR disclosure in Malaysia. It has been argued that corporate social responsibility may have 
different meanings to different communities and countries.  

2. Corporate social responsibility (CSR) 
The underlying principle of corporate social responsibility (CSR) is related to ethical and moral issues 
concerning managers’ decision-making and behaviour. CSR is related to complex issues such as environmental 
protection, human resources management, and relations with suppliers and consumers. A much cited 
definition (see. for example Adams, 2002; Bebbington, Larrinaga, & Moneva, 2008) of CSR  often refers it to an 
organisation responsibility to contribute to sustainable economic advancement, and carry out an open and 
transparent business practice within ethical values and respect to the employees, the environment, local 
communities and society at large to recuperate the overall quality of life. This practice has an intrinsic value, 
which can be seen as the business contribution to sustainable development (European Communities, 2002, p. 
8).  

As noted earlier, research on managers’ or preparers’ attitudes has appeared in recent years. Much of this has 
employed survey questionnaires and interview based methods to identify the rationale and factors 
determining managers’ attitudes towards CSR disclosure. Deegan and Gordon (1996) suggested that threats 
and competition between organisations, as well as to improve the firms’ image and branding have become the 
main pressure for these organisations to incorporate and improve their CSR ‘appearance’. Using a 
questionnaire administered to environmental lobby groups, Deegan and Gordon (1996) examined the 
corporate environmental disclosure practices of Australian corporations over a period of ten years (1980 to 
1991). The results showed that accountants in Australia did not perceive environmental reporting part of their 
task. The results also indicated that the level of awareness of environmental lobby groups was positively 
associated within particular industries. In contrast, a study on the attitudes of practitioners in Thailand, 
conducted by Kuasirikun (2005) found an overall positive attitude towards social and environmental 
accounting among them. The results of the questionnaires and semi-structured interviews demonstrate a 
latent attitude to social and environmental accounting among Thai accounting professionals. They believe that 
the accounting professionals could contribute their knowledge to improve CSR reporting. However, the 
majority of the respondents agreed the main drive in shaping ‘social’ disclosure or reporting is the company’s 
board of directors’ commitment. A similar finding was made by Md Zabid and Ibrahim (2002). Their study 
examining the management attitudes towards CSR, and factors determining the managers’ attitudes in 
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Malaysia found that the majority of only disclosed CSR information in response to consumers’ complaints (i.e. 
83 per cent), and to maintain their product/service quality (77 per cent). 

Disclosure of CSR information is linked closely to the acknowledgment of every party in a business 
environment. This party includes people in the organisation, the preparers, (such as Board of directors, 
management team and accounting professionals), and external stakeholders such as policy makers, 
professional bodies, government agencies, and media. It is vital for these parties to understand the importance 
of CSR disclosure in order to integrate social and environmental concerns, not only for an organisation 
sustainability but also the development of the country. The rationale for sustainability is to enhance economic 
growth and competitiveness whilst ensuring that stakeholders’ interests on social and environmental are 
safeguarded.  

In this context, a number of scholars have found that CSR information is increasing. There is large consensus in 
scholars (see, for example Bebbington et al., 2008; Belal & Owen, 2007; Campbell, 2007; Nikolaeva & Bicho, 
2011) noted that voluntary disclosure is has positive influence on the stakeholders’ long-term interest. This 
stakeholders’ long-term interest has an impact in the organisation’s overall business activities. In a globalised 
economy, image, reputation, risk factors inherent in a company, and knowledge and innovation are 
increasingly important for competitiveness. Due to these external factors organisations often take the 
opportunity to response the public at large in order to develop and expand their business world-wide. 

One way to improve the level of CSR disclosure is through education and training of managers, employees, and 
other players. The education system, at all levels, has a vital role to play in the fostering of social responsibility 
for various stakeholders, either in the world of business or outside. Within the education system, knowledge 
about the impact of CSR on business and society can strengthen the relationship between organisations and 
society, and thus create an atmosphere of trust within companies. More specifically, through CSR practices, 
organisations can play important role in several aspects such as facilitating a good governance system in a 
country (i.e. preventing corruption, bribery and money laundering), boost the societal benefits in relation to 
innovation (i.e. employee-friendly workplaces, gender mainstreaming and the innovation of technology), and 
improve the company’s risk management (i.e. by complying to social and environmental norms – ethical 
business operation) (see, for example Bebbington et al., 2008; Belal & Owen, 2007; David, Barrie, & Philip, 
2003; Islam & Deegan, 2008).  

3. The role of Delphi technique in the investigation of attitudes towards CSR 
The focus of this paper is to investigate the level of the CSR disclosure in Malaysian companies’ annual reports. 
Similar to prior scholars (see Campbell & Abdul Rahman, 2010; Coy & Dixon, 2004; Guthrie, Petty, Yongvanich, 
& Ricceri, 2004; Hooks, Coy, & Davey, 2002) this study used the Delphi technique to develop a disclosure index 
with a part of the method involving a questionnaire study conducted with panel experts. According to Hasson, 
Keeney, and McKenna (2000, p. 1010), Delphi technique is used in a research in order to gain information from 
individuals who have knowledge of the topic being investigated, and this individual is defined as a ‘panel 
expert’. The advantage of this approach is it brings panellists towards group consensus on a topic being 
investigated. In this study the technique involve with forty (40) panel experts (also known as panel members) 
who are familiar with and use annual reports in their daily work. 

The selection of panel members were not selected randomly, instead selected for a purpose, to apply their 
knowledge to a certain issue on the basis of criteria with regard to the topic under investigation (Hasson et al., 
2000). In this study, 25 per cent of the panel are services provider, 18 per cent are analysts, 13 per cent were 
from regulatory bodies/agencies, 10 per cent from banking industries, and 10 per cent are researchers. The 
remaining panel members were from other industry such as government agencies, the media, trading 
companies and providers of goods and services. In terms of job title, 5 percent of the total panels were Chief 
Executive Officer (CEO), 10 percent were general managers, 30 percent were directors, and 43 per cent were 
managers. The remaining 13 percent were senior executives. 

The initial list of CSR voluntary disclosure items was obtained from a review of previous studies, an 
examination of prevailing Malaysian companies’ annual reports and had undergone a pre-consultative process 
with twelve stakeholders. The refined list was then included in a questionnaire form to be presented to the 
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Delphi panellists for scoring the level of importance of each item listed (Coy & Dixon, 2004; Hooks, Coy, & 
Davey, 2001; Hooks et al., 2002).  

The panels were selected based on their reporting knowledge, professional backgrounds, and their familiarity 
and engagement with preparing and/or analysing annual reports in their work over a period of at least ten 
years. Each panellist was asked to take their knowledge, usage of and need for CSR voluntary disclosure in a 
company’s annual report, as well to indicate what perceptions they are taking when assessing the voluntary 
items. This Likert-type rating scale presents the preference continuum of the stakeholders on the disclosure 
items. Items could be ranked from 1-5, with 1 is the least favoura

(Noguchi, Ueshima, & Wakita, 2012). 

A 5 point Likert-type rating scale was used. Respondents had the option of choosing ‘not applicable’ (N/A) if 
they had no opinion about the item. The purpose of using a 5 point Likert-type rating scale were (a) to present 
the items absolutely symmetrically, whereby the scale is balanced on both sides of a neutral option, creating a 
less biased measurement; and (b) to help the researcher in the process of filtering and adding relevant 
information as necessary. The panel members were required to rank the items and categories in order to 
derive the average weighted score. All scores were calculated on the ranking given to each item in its category. 
Borrowing from Coy and Dixon’s (2004), work, the scoring calculation process involved two steps, namely:  

(a) identifying the importance score of an item in different sections of categories, and 
(b) identifying the importance category score 

 
The Delphi process involved two rounds. Data from the first round of Delphi approach were recorded in a 
spreadsheet to calculate the average weightage score for each item. Once all of the items had been refined, a 
second round of Delphi was carried out. All the Delphi panellists were sent the aggregate list for approval. The 
refined items were laid out as a questionnaire form (i.e. similar to the first round), and panellists were asked to 
apply a similar scoring concept by adding comments and suggestions if they had changed their opinions after 
considered the refined items. The result from the second round was recorded on a spreadsheet and 
transferred to the SPSS program to calculate the average weighted scores for each item. The final items were 
then used for content analysis. 

4. Content analysis  
Previous work on disclosure reporting has utilised content analysis as a research method. The advantage of 
content analysis is it is a less obtrusive method in capturing managerial cognition than other techniques 
(Smith, 2000; Steenkamp & Northcott, 2007). For the purpose of this paper, a pilot study was conducted to 
ensure the reliability of the CSR voluntary disclosure index in the annual reports.  

In order to have an effective content analysis instrument, certain technical requirements were implemented. 
According to Guthrie et al. (2004) the unit of measurement, both qualitative and quantitative, and the basis of 
the categories must be clearly defined. In this paper an interpretative approach was used to provide greater 
understanding and clarification of what and how information is communicated to its readers. An interpretative 
analysis approach was used in order to capture the meaning of the particular disclosure. It involved 
disaggregating the narrative into several components and then describing the content of each component (for 
example, Beck, Campbell, & Shrives, 2010; Milne, Tregidga, & Walton, 2003; Raar, 2002). 

Ten top 100 listed companies on the Malaysia Stock Exchange (Bursa Malaysia) as at 2013 were chosen as the 
pilot sample for the content analysis. The implementation of the disclosure scoring focused on three sections, 
namely (1) Chairman’s Statement or Statement to shareholders, (2) CEO’s Review of Operation or Business 
review, and (3) Management Discussions and Analysis. These sections, beginning with the 2013 reporting 
period were read in their entirety to identify voluntary disclosure. All information related to social, 
environmental, and employees was captured.  

4.1 Unit of analysis 

The level of each CSR voluntary disclosure item was assessed by scoring relevant sentences within the 
paragraph of selected sections using a CSR voluntary disclosure index (see Table 1) developed for the purpose 
of this study. The scoring scale was applied as follows: 0 for no discussion about the items, 1, for descriptive in 
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nature, merely mentioned about the information, and no discussion being made; 2, for intermediate detailed 
(including narrative, monetary and non-monetary such as percentage, proportion and statistic descriptions); 3, 
is for detailed description (including narrative, monetary and nonmonetary such as percentage, proportion and 
statistic description), and the impact of the issue being discussed; 4, highly detailed disclosure, where 
discussion appears to be more than one paragraph (including discussion on impact, monetary and 
nonmonetary such as percentage, proportion and statistic description, and diagram, table, chart or picture). 
The 5 point scale was deemed fit for a total of 16 CSR disclosure items as data were obtained from annual 
reports of top the 100 companies. This scale was constructed by adapting previous scales used by Beattie, 
McInnes, and Fearnley (2004); Beattie and Thomson (2007); Campbell and Abdul Rahman (2010); Coy and 
Dixon (2004) for measuring disclosure level.  

Each paragraph in the focus sections was initially studied in order to understand the content of the message 
being conveyed. The coders had to decide whether the content would relate to one of the categories of CSR 
disclosure, i.e. Social, Environmental and Employees. Once the category had been decided on the items then 
they had to decide which sub-category the sentence would fit in. Finally, the sentence(s) or voluntary items 
were coded in accordance with the disclosure scoring scale. These steps were performed for every paragraph 
in the document. As noted earlier, to ensure the coders were properly guided, all categories and items were 
clearly defined. 

Within the scoring phase, each sentence was read for meaningful information and related to the CSR 
disclosure items established from the Delphi technique. Some sentences in a paragraph may indicate different 
CSR information. Therefore, several guidelines were established between coders for scoring consistency, for 
example, when determining whether a part of a compound sentence can be regarded as meaningful. These 
guidelines were: 

a. An introductory statement of two or three words is not regarded as a separate sentence, and is added to the 
next sentence that it introduces. 
b. If the majority of sentences in a summation can be regarded as ‘meaningful’ sentences in themselves, each 
statement is treated as a separate item.  
c. If the majority of sentences in a summation cannot be regarded as ‘meaningful’ sentences in themselves, all 
statements are treated as one item/category. 
 
Once a decision has been made on the sentence and/or paragraph with regards to the given CSR categories, 
the sentences and/or paragraph are highlighted and their score noted. 

Table 1: CSR voluntary disclosure index used in this study 
Social Environmental Employees/Human capital 
1. A statement of compliance 
2. Discussion of involvement in community 
programs (health/education/charity) 
3. Sadaqa/Donation (description on the 
recipients and objective(s))  
4.Waqf (description on the policy and 
amount spent) 
 

1.Discussion of environmental protection 
program implemented 
2.Discussion of involvement in 
public/private action designed to protect 
the environment 
 

1. Corporate policy on employee’s benefits 
2. Corporate policy on employees’ training  
3.Discussion of employees’ benefits 
4.Discussion of employees’ training 
5. Breakdown of workforce by line of 
business distribution and/or categories of 
employees by level of qualifications 
6. Amount spent on employees’ benefits 
and training 
7.Retrenchment/redundancy information 
8. Information about employee workplace 
safety 
9. Discussion of health and safety 
standards 
10. Retirement scheme through 
foundation or other means 

4.2 Reliability and validity of content analysis 

When using the content analysis approach, it is important to establish a reliable instrument for data collection 
as to ensure reproducible or replicable, and valid guidelines (Coy & Dixon, 2004; Guthrie et al., 2004). Two 
rounds of pilot tests were carried out by two independent coders in order to establish the content analysis 
instrument. During the first round of pilot tests, several limitations and issues were found and addressed. 
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Some of the technical guidelines were improved in order to overcome the issues that had arisen during 
content analysis process. A second round of pilot tests were carried out to ensure between the coders’ scores. 
Both pilot tests were analysed using the Krippendorff analysis technique to check for discrepancies between 
coders’ scores, and this step established the reliability of the coding scheme.  

5. Results and discussion 

5.1 Results 

The results presented in this section were obtained from the pilot test carried out to establish a reliability 
content analysis coding instrument. As mentioned previously, the results from this pilot study showed the level 
of CSR disclosure was provided by the Malaysian listed companies. Based on the CSR voluntary disclosure 
index developed from the Delphi technique, and the associated coding scheme established for the purpose of 
this study, the findings for CSR voluntary disclosure are presented and discussed as follows. 

The extent of CSR voluntary disclosure by categories 

 

Figure 1: CSR disclosure by categories 

The pie chart above compares the extent of disclosure by category between ten annual reports on three 
sections (i.e., Chairman’s statement, CEO review on operation, and Management discussions and analysis 
section), and 16 CSR voluntary disclosure items.  

The chart shows that CSR regarding employees is the main information that listed companies disclosed. The 
figure also indicates a lower percentage of organisations disclosed information about the environmental. 
Turning to the amount of frequency distribution among items under CSR information, majority of the 
companies provide information relating to CSR statement of undertaking or compliance by them. In addition, 
majority of the companies discussed their involvement in community programs such as education, charity and 
health activities.  

In response to comparative analysis of the level of voluntary disclosure based on industry, Figure 2 shows the 
relevant differences between the companies being observed.   

a. The total CSR disclosure of listed companies by industries 
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Figure 2: The total CSR voluntary disclosure of listed companies by industries 

According to Petty and Guthrie (2000) and Bozzolan, Favotto, and Ricceri (2003), industry is one of the factors 
that can explain different voluntary disclosure practices.  All sample companies were clustered into their 
relevant industry for comparative purposes. The overview for the level of CSR voluntary disclosure for the 
three categories for six industries in 2013 is presented in Figure 2. There are two findings. First, the bar graph 
demonstrates that the amount of disclosure on environmental matters is still small in comparison with the 
automotive industry disclosing the least. Second, diversified and consumer product industry indicate the 
highest score for social disclosure, whilst plantation industry reported the highest count for employees’ 
voluntary disclosure.   

To gain further insight of the total level of CSR disclosure being disclosed, a comparative analysis between 
company’s ownership is presented in Figure 3.  

The level of CSR voluntary disclosure by listed companies  

 

Figure 3: The level of CSR voluntary disclosure by listed companies 

Figure 3 above shows the level of CSR voluntary disclosure between family controlled and nonfamily 
companies. Two findings stand out. First, nonfamily companies tend to provide more CSR voluntary disclosure 
than family-controlled companies. Second, employees’ category indicates the highest level of information 
disclosed (52%), followed by social category (30%), and environmental (18%). A comparison of the two results 
reveals that non family companies have a more positive attitude towards CSR disclosure. The above findings 
also demonstrate that the levels of social and environmental disclosure between companies are within an 
acceptable range. In contrast, family controlled companies disclosed less information about their employee.  
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5.2 Discussion and conclusions 

The aim of this paper was to report findings from a pilot study carried out on the development of voluntary 
disclosure index scoring scheme. This paper presents CSR disclosure practices for ten top companies listed on 
the Malaysia stock exchange as at 31 December 2013. The observation period cover is 2013. Content analysis 
of annual reports was used as methodological tool. The analysis reveals that the level of CSR voluntary 
disclosure in the annual reports is small. Although it can be seen that all the samples companies provided CSR 
disclosure in their annual reports in meeting the stakeholders’ expectation, the environmental category 
recorded low disclosure for the year. In contrast, the employee category appears to be the largest area of 
voluntary disclosure. The finding also indicates despite the type of ownership, these companies are more 
incline to disclose information about employees matters. For example, family controlled companies tended to 
disclose more on the employee category compared to the social and environmental categories. Although the 
amount of disclosure is lower compared to nonfamily organisations, the result shows that family-controlled 
companies are also aware about the importance of employees’ matters. Furthermore, the finding seemed to 
fit with Beattie and Smith’s (2010) study on the value creation in the organisation to enhance capital market 
participants expectations and decisions about the company long-term growth. In particular, Beattie and Smith 
(2010) suggest that employees information has a profound effect on the company’s future position.   

From the analysis, majority of the companies disclosed information relating to employees issues or human 
capital focuses more on labour safety measures in the workplace, benefits and activities carried out in terms of 
company/employee relationship. Most organisations issued their reports through narratives, merely describing 
their policies and/or frameworks implemented, method of execution, participation and benefits. The study 
found that most organisations did not provide the quantitative facts such as monetary and nonmonetary effect 
of the programmes carried out for the employees. In addition, the analysis reveals that none of the 
organisations categorised the workforce based on qualifications or positions, nor did they report on retirement 
scheme or benefits for the employees, and policies on retrench or restructuring issues. In addition, this study 
also found that these organisation did not disclose the possible risk or uncertainty in relation to employees’ 
issues.  

Overall items disclosed were mostly are expressed in general terms reflecting the companies’ commitment to 
meeting CSR voluntary disclosure guidelines. Majority of the companies showed less diversity in content, with 
similar issues being addressed. At the same time, the analysis reveals similar disclosure content patterns, with 
similar issues being addressed.  

Based on the results shown in Figure 2, one unanticipated finding was that the automotive industry disclosed 
little information on environmental items (5%). The automotive industry would be expected to be conscious 
about the effect of their products could have on the environment. However, there are several possible 
explanations for this result. It may be that the companies are environmentally responsible but disclose such 
information in another report, such as sustainability report.  Second, it may be the organisation perceive that 
environmental disclosure has little or no benefit to the company as the organisation does not have an 
environmental impact. Thirdly, as noted earlier, the organisation may reported CSR in general terms merely 
describing and contains less meaningful information.  

This study has its limitations. First this study recognises that the small sample size of CSR voluntary disclosure 
representing listed companies in Malaysia and analysis of one year annual report has a risk of aberrance. 
Second, one can assumed that the low level of disclosure recorded may be associated with the stringent 
scoring scale as all organisations failed to meet the maximum score of 4 under the coding scheme scale. 

The results provide an initial platform for future research. Future research could explore the CSR voluntary 
disclosure in the companies’ annual reports. First, future research could explore the CSR voluntary disclosure 
trend by expanding the current CSR categories to include items such as biodiversity issues, and stakeholders’ 
attitude towards CSR reporting in companies’ annual reports. Second, future research could shed light on the 
measurement of CSR reporting of a single country, and the influence of cultural background on voluntary 
disclosure. Future research could also explore the influence of ownership specific characteristics such as 
numbers of family members on the board of directors, age of family members on the board and their ethnicity. 
Third, given that information disseminated is not limited to printed material, CSR disclosure studies can 
enhanced by seeking the views of a wider range of stakeholders and extending the range of documents 
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examined to include communication channels used by companies to disclose information to stakeholders, such 
as websites and social media.  
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