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board of directors plays a critical role in driving them, this study examines how board quality
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depending on whether the achieved performance falls below or exceeds the performance aspiration
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The Relationship between Board Quality and

Performance Feedback in Driving Social Performance

Abstract

Based on the consideration that social activities have gained increasing prominence and that the
board of directors plays a critical role in driving them, this study examines how board quality
influences social performance. Board quality is assessed through three dimensions: board
structure encompasses board independence, the presence of a CSR committee, CEO non-
duality, and the existence of a board structure policy; board composition is defined by board
gender diversity; and board functioning refers to board meeting frequency and board meeting
attendance. Moreover, this study investigates how the relationship between board quality and
social performance is influenced by the type of performance feedback received since the board
of directors responds differently depending on whether the achieved performance falls below
or exceeds the performance aspiration level. A multivariate panel regression analysis on an
unbalanced dataset of 7,221 firms over the period 2014-2023 suggests that board quality
enhances social performance. Negative performance feedback exerts a U-shaped effect, while
positive performance feedback enhances social performance. Moreover, board quality mitigates
the negative effect of severe negative performance feedback while amplifies the positive effect
of minor negative performance feedback. Board quality diminishes the positive effect of

positive performance feedback on social performance.
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INTRODUCTION

In recent years, a heightened awareness of environmental and social issues has prompted firms
to adopt sustainable practices, integrating environmental and societal values into their business
operations (Ananzeh, Al Amosh, & Albitar, 2022; Kyaw, Olugbode, & Petracci, 2017;
Shahbaz, Karaman, Kilic, & Uyar, 2020). To meet stakeholders’ expectations while maximising
shareholder value, firms must implement Corporate Social Responsibility (CSR) initiatives
(Ananzeh et al., 2022; Kyaw et al., 2017). This approach is crucial for fostering strong
stakeholder relationships, enhancing legitimacy, improving organizational performance, and
mitigating firm-specific risks (Govindan, Kilic, Uyar, & Karaman, 2021; Mallin & Michelon,
2011). As a result, CSR has garnered significant attention in both academic research and
managerial practice (Lin & Nguyen, 2022). Among the various dimensions of CSR, social
activities have gained increasing prominence (Arayakarnkul, Chatjuthamard, &
Treepongkaruna, 2022; Mallin & Michelon, 2011; Rubino & Mastrorocco, 2024). These
activities stem from the firm’s engagement with external stakeholders and encompass practices
designed to build trust and loyalty, enhance employee satisfaction, promote safe and healthy
workplaces, respect human rights, adhere to ethical business standards, and offer products and
services that prioritise customer health and safety (Arayakarnkul et al., 2022; Baraibar-Diez &
Odriozola, 2019; Kyaw et al., 2017).

The board of directors plays a critical role in addressing social issues and driving social
initiatives (Dwekat, Segui-Mas, Zaid, & Tormo-Carbd, 2022; Govindan et al., 2021).
Specifically, the board is responsible for understanding stakeholders’ expectations, developing
strategies to address social concerns, balancing profit-driven activities with social objectives,
and overseeing top management in the execution of these strategies (Arayakarnkul et al., 2022;
Giannarakis, Mallidis, Sariannidis, & Konteos, 2023; Walls, Berrone, & Phan, 2012). As such,

the board is a key determinant of social performance (Disli, Yilmaz, & Mohamed, 2022).



Consequently, existing literature has extensively explored how specific board characteristics—
such as board independence, the presence of a CSR committee, and board gender diversity—
impact social performance (Govindan et al., 2021; Kwarteng, Appiah, & Addai, 2023).

Given the complexity of social activities, we agree with the statement that “boards should be
formed in such a way that they put environmental and social concerns high on the priority list
of the corporate agenda” (Uyar, Kilic, Koseoglu, Kuzey, & Karaman, 2020: 1). Drawing on
agency theory (Jensen & Meckling, 1976), stakeholder theory (Freeman, 1984), resource
dependence theory (Hillman & Dalziel, 2003), and upper echelons theory (Hambrick & Mason,
1984), we propose that fostering social performance requires more than the presence of specific
board characteristics. Instead, these traits must be effectively combined, and overall board
quality must be pursued. Thus, the first objective of this study is to examine whether board
quality enhances social performance. Board quality is defined as effective board structure,
composition and functioning, which are assessed as follows: board structure encompasses board
independence, the presence of a CSR committee, CEO non-duality, and the existence of a board
structure policy; board composition is defined by board gender diversity; and board functioning
refers to board meeting frequency and board meeting attendance.

Furthermore, we integrate the behavioural theory of the firm (Cyert & March, 1963), which
posits that a firm’s strategy is influenced by the performance feedback, i.e., by the difference
between the performance achieved and the performance aspiration level (Cyert & March, 1963).
Prior research suggests that the board of directors responds differently depending on whether
the achieved performance falls below or exceeds the performance aspiration level, i.e., whether
negative or positive performance feedback arises (Greve, 2003, 2008). Accordingly, the second
objective of this study is to investigate how the relationship between board quality and social
performance is influenced by the type of performance feedback received.

To achieve these objectives, we conducted a multivariate panel regression analysis using an



unbalanced dataset of 7,221 firms over the period 2014-2023. Our results show that board
quality enhances social performance. Negative performance feedback exerts a U-shaped effect,
while positive performance feedback enhances social performance. Moreover, board quality
mitigates the negative effect of severe negative performance feedback while amplifies the
positive effect of minor negative performance feedback. Board quality diminishes the positive
effect of positive performance feedback on social performance.

This study contributes to the literature on board of directors’ characteristics and social
performance (Cabral & Sasidharan, 2021; Disli et al., 2022; Fernandes, Kuzey, Uyar, &
Karaman, 2023) in four ways. First, it investigates how board quality—defined as the effective
board structure, composition, and functioning as evidenced by various board of directors’
characteristics—affects social performance and suggests plausible mechanisms that lead to a
positive contribution. Second, it demonstrates how this relationship is moderated by
performance feedback, bridging the behavioural theory of the firm with other theoretical
frameworks usually employed to explore the relationship between the board of directors and
social performance, i.e., agency theory, stakeholder theory, resource dependence theory, and
upper echelons theory. Thus, this study contributes to the limited body of research (Hu, Chen,
Liu, & Dai, 2023; Kim & Kim, 2020; Lee & Yang, 2022; Saridakis, Angelidou, & Woodside,
2023; Xu & Zeng, 2021; Zhu & Zhang, 2024) that examines social issues from a behavioural
perspective. Third, by integrating various theories and focusing on social performance, it
extends the behavioural theory and applies it to a novel context where external factors,
particularly stakeholders’ expectations, significantly influence firm behaviour (Ananzeh et al.,
2022; Shahbaz et al., 2020). Fourth, the study narrows its focus to the social dimension of CSR,
rather than addressing CSR as a whole or jointly examining environmental and social
performance. Social and environmental issues often differ, requiring the board of directors to

adopt distinct approaches to address each effectively (Radu, Smaili, & Constantinescu, 2022).



LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

Board quality and the impact on social performance

The firm’s engagement in CSR stems from the values, motivations, and decisions of its directors
(Ardito, Dangelico, & Messeni Petruzzelli, 2020). Consequently, the board of directors plays a
pivotal role in CSR matters (Disli et al., 2022), particularly in addressing social issues
(Arayakarnkul et al., 2022). Specifically, the board of directors is tasked with formulating and
implementing strategies related to social issues, approving the annual budget, and overseeing
top management during the execution of these strategies (Giannarakis et al., 2023; Walls et al.,
2012). Additionally, the board of directors is responsible for understanding and addressing the
expectations of stakeholders (e.g., employees, consumers, and the community), engaging with
them, and achieving a balance between profit-maximising activities and social initiatives
(Arayakarnkul et al., 2022). The board of directors is thus a crucial determinant of social
performance (Disli et al., 2022).

Several theoretical frameworks have been employed to explore the relationship between the
board of directors and social performance. Given the complexity of this issue, no single theory
provides a comprehensive explanation (Ananzeh et al., 2022; Orazalin, 2020). Therefore, this
study draws on multiple theories, i.e., agency theory, stakeholder theory, resource dependence
theory, and upper echelons theory. According to the agency theory, when ownership and control
are separated, the management (i.e., the agent) has more information than shareholders (i.e., the
principal), creating a conflict of interest between them (Jensen & Meckling, 1976). This
situation may induce opportunistic behaviour from the management, which might prioritise
profit maximisation at the expense of shareholders’ wealth maximisation (Jensen & Meckling,
1976). Regarding social performance, some managers may acknowledge their importance and
advocate for it, while others may neglect related activities even if they provide long-term

benefits to shareholders (Arayakarnkul et al., 2022). Alternatively, managers might prioritise



investing in social activities more than shareholders would prefer (Cabral & Sasidharan, 2021).
In these situations, the board of directors is central to promoting social activities (Michelon &
Parbonetti, 2012). Stakeholder theory posits that firms must address stakeholders’ needs and
expectations (Freeman, 1984). Managers should thus move beyond profit maximisation to
consider the interests of non-shareholder groups (Mitchell, Agle, & Wood, 1997). Firms should
engage in social activities to secure stakeholder support, enhance legitimacy and reputation,
gain competitive advantages, access greater resources, and create shareholder value (Ananzeh
et al., 2022; Lin, Liu, Huang, & Chen, 2018; Michelon & Parbonetti, 2012; Shahbaz et al.,
2020). The board of directors plays an essential role in resolving possible conflicts between the
management and non-investing stakeholders (Freeman, 1984). Moreover, regarding social
issues, the board of directors maintains good relationships with stakeholders by implementing
social initiatives and addressing stakeholders’ demands (Ben Selma, Yan, & Hafsi, 2022;
Orazalin, 2020).

Board composition is also significant in promoting social activities, as explained by the resource
dependence theory and the upper echelons theory. Resource dependence theory emphasises the
role of the board of directors in providing critical resources to the firm’s success, including
advice and counsel, access to external sources of information, preferential access to resources,
legitimacy, and connections with stakeholders and the external environment (Hillman &
Dalziel, 2003; Pfeffer & Salancik, 1978). These resources derive from directors’ diverse values,
expertise, competencies, and networks (Bussoli, Conte, & Barone, 2023). Directors equipped
with such resources can enhance decision-making, support strategy formulation for the firm’s
survival and growth, improve responsiveness to stakeholders’ needs, and strengthen legitimacy
(Abdullah, Yamak, Korzhenitskaya, Rahimi, & McClellan, 2024; Ben Selma et al., 2022;
Bussoli et al., 2023; Orazalin, 2020). This in turn may improve social performance (Abdullah

et al., 2024). Meanwhile, the upper echelons theory argues that directors’ background



characteristics (e.g., gender, age, education, experiences) shape their perceptions and decision
making, influencing the firm’s decisions, strategies, and performance (Hambrick & Mason,
1984). These characteristics enhance the formulation and execution of social strategies and, in
turn, increase social performance (Biswas, Mansi, & Pandey, 2018; Shahbaz et al., 2020).

In line with cited theories, board quality—defined as effective board structure, composition and
functioning—is associated with stronger social commitment and better stakeholder engagement
(Govindan et al., 2021; Hafsi & Turgut, 2013; Kwarteng et al., 2023). In this study, board
quality is assessed through the following dimensions: (1) board structure encompasses board
independence, the presence of a CSR committee, CEO non-duality, and the existence of a board
structure policy; (2) board composition is defined by board gender diversity; (3) board
functioning refers to board meeting frequency and board meeting attendance.

In the following, each characteristic is defined and its effect on social performance is examined.
Board independence. Independent directors—i.e., those who are not employed by the firm and
lack significant business ties to it (Disli et al., 2022)—hold a pivotal role. They contribute
valuable experience, knowledge, and other resources that enrich strategic decision making
(Abdullah et al., 2024; Hafsi & Turgut, 2013; Kwarteng et al., 2023). They provide more
objective recommendations to the board of directors (Biswas et al., 2018; Michelon &
Parbonetti, 2012), minimise agency costs, and enhance effective monitoring by mitigating the
risk of managerial opportunism (Beji, Yousfi, Loukil, & Omri, 2021; Disli et al., 2022).

The unique attributes of independent directors are especially crucial for advancing social
initiatives (Hafsi & Turgut, 2013; Mallin & Michelon, 2011; Uyar, Kuzey, Kilic, & Karaman,
2021). They prioritise social concerns and are more committed to addressing stakeholders’
expectations, alleviating conflicts of interest among stakeholders (Abdullah et al., 2024; Biswas
et al., 2018; Cabral & Sasidharan, 2021; Dwekat et al., 2022; Endrikat, De Villiers, Guenther,

& Guenther, 2021). Their greater stakeholder orientation arises from the reduced pressures they



face compared to internal directors, whether from management or shareholders (Hussain,
Rigoni, & Orij, 2018). Additionally, independent directors bring specialised knowledge and
networks relevant to social issues (Endrikat et al., 2021). They recognise the long-term benefits
of social activities (Biswas et al., 2018; Endrikat et al., 2021) and can balance financial and
non-financial objectives effectively (Kwarteng et al., 2023). Thanks to these characteristics,
independent directors enhance social performance (Biswas et al., 2018; Hussain et al., 2018;
Islam, Ali, & French, 2023; Mallin & Michelon, 2011; Shaukat, Qiu, & Trojanowski, 2016).
Board independence is also linked to increased charitable contributions (Ananzeh et al., 2022)
and a positive impact on community well-being (Lin & Nguyen, 2022). However, other studies
challenge these results finding no significant relationship between board independence and
social performance (Beji et al., 2021; Disli et al., 2022; Govindan et al., 2021; Kwarteng et al.,
2023; Uyar et al., 2020, 2021). Notably, in environmentally sensitive industries, board
independence even harms social performance (Radu et al., 2022).

CSR committee. As part of their CSR strategy, firms can adopt various programs and activities,
with the establishment of a CSR committee being a common choice (Abdullah et al., 2024;
Mallin & Michelon, 2011; Michelon & Parbonetti, 2012). A CSR committee provides the firm
with specialised knowledge (Giannarakis et al., 2023) and fulfils several responsibilities in the
social domain: it identifies stakeholders’ needs and addresses them, thereby enhancing their
engagement (Ananzeh et al., 2022; Michelon & Parbonetti, 2012); it advises on social issues,
identifying opportunities and contributing to the development of the CSR strategy (Abdullah et
al., 2024; Ananzeh et al., 2022; Shaukat et al., 2016); it strengthens the management of social
issues by overseeing social activities (Abdullah et al., 2024; Michelon & Parbonetti, 2012); it
evaluates the outcomes achieved and monitors compliance with CSR policies (Baraibar-Diez
& Odriozola, 2019). By performing these functions, the CSR committee raises awareness of

potential social risks and manages them to mitigate any negative impact on the firm, CSR



performance, and the firm’s stakeholders (Abdullah et al., 2024; Shahbaz et al., 2020).
Additionally, the CSR committee generates shareholder value and safeguards it against the
consequences of irresponsible behaviour (Endrikat et al., 2021). For these reasons, the presence
of a CSR committee is regarded as a hallmark of good corporate governance, signifying the
firm’s commitment to addressing the interests of a broad range of stakeholders (Ananzeh et al.,
2022; Baraibar-Diez & Odriozola, 2019; Biswas et al., 2018; Hussain et al., 2018).

Most studies report a positive relationship between the presence of a CSR committee and social
performance (Biswas et al., 2018; Giannarakis et al., 2023; Govindan et al., 2021; Hussain et
al., 2018; Orazalin, 2020; Uyar et al., 2020, 2021). The establishment of a CSR committee is
also linked to increased corporate donations (Ananzeh et al., 2022) and enhanced specific
aspects of social performance, such as community involvement and human rights protection
(Mallin & Michelon, 2011). Furthermore, the characteristics of the CSR committee play a
significant role: while its presence, size, and tenure positively influence social performance, its
independence appears to have no discernible impact (Saeed, Noreen, Azam, & Tahir, 2021).
However, a few studies suggest that the presence of a CSR committee does not affect social
performance (Abdullah et al., 2024; Mallin & Michelon, 2011).

CEO non-duality. CEO duality occurs when the same person simultaneously serves as the CEO
and the chairman of the board of directors of the same firm (Finkelstein & D’Aveni, 1994).
This arrangement is considered suboptimal for several reasons: it centralises power and decision
making in a single person, increases the likelihood of conflicts, exacerbates information
asymmetry between the CEO and the board of directors, weakens the board of directors’
monitoring function, and undermines its effectiveness, independence, and accountability
(Cabral & Sasidharan, 2021; Dwekat et al., 2022; Endrikat et al., 2021; Michelon & Parbonetti,
2012). Additionally, CEO duality may lead to a lack of trust from shareholders due to the risks

of management entrenchment and CEO opportunism, i.e., where a profit-driven CEO prioritises



personal agendas at the expense of the firm (Endrikat et al., 2021; Finkelstein & D’Aveni,
1994). Stakeholders may also distrust the CEO because of potential conflicts of interest and a
perceived disregard for their concerns (Govindan et al., 2021; Uyar et al., 2021). CEO non-
duality is thus recommended (Cabral & Sasidharan, 2021; Giannarakis et al., 2023).
Concerning social issues, CEO duality can impede the promotion of social activities (Cabral &
Sasidharan, 2021; Govindan et al., 2021) and negatively affect social performance overall
(Mallin & Michelon, 2011; Uyar et al., 2021), including specific dimensions such as workforce
management, community involvement, or the respect of human rights (Beji et al., 2021; Rubino
& Mastrorocco, 2024). This may occur because a CEO with dual roles might prioritise short-
term financial gains to satisfy shareholder demands rather than pursuing long-term value-
creating initiatives like social activities (Beji et al., 2021). Furthermore, in the presence of CEO
duality, the firm may struggle to address social challenges effectively (Rubino & Mastrorocco,
2024). However, some studies suggest that CEO duality does not affect social performance (Lin
& Nguyen, 2022; Uyar et al., 2020). Conversely, CEO non-duality fosters greater engagement
in social activities as it facilitates consideration of stakeholders’ interests (Govindan et al.,
2021; Rubino & Mastrorocco, 2024). Additionally, in the presence of CEO non-duality, the
CEO finds it harder to divert attention from social issues (Endrikat et al., 2021).

Board structure policies. Board structure policies outline the overall configuration of the board
of directors, addressing board composition and diversity, criteria for selecting directors,
directors’ qualifications and experience, and the creation of a nomination committee for
recruiting directors (Fernandes et al., 2023). Since board structure policies directly influence
board structure, their existence fosters social performance (Fernandes et al., 2023).

Board gender diversity. The inclusion of women directors is widely regarded as a key aspect
of diversity (Abdullah et al., 2024; Hafsi & Turgut, 2013). Women directors are socially and

culturally different from men (Biswas et al., 2018) and offer unique skills, knowledge,
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viewpoints, and information to the board (Nielsen & Huse, 2010). They generally possess
superior communication skills and are more democratic than men (Biswas et al., 2018; Nielsen
& Huse, 2010), promoting open, participative dialogue and stronger cooperation among
directors (Arayakarnkul et al., 2022; Ben Selma et al., 2022; Lin & Nguyen, 2022).
Consequently, gender-diverse boards of directors make better decisions, enhancing their overall
effectiveness and efficiency (Alazzani, Hassanein, & Aljanadi, 2017; Ananzeh et al., 2022;
Shahbaz et al., 2020). Furthermore, women directors improve board accountability and help
reduce agency costs, information asymmetries, and opportunistic behaviour (Arayakarnkul et
al., 2022; Giannarakis et al., 2023; Lin & Nguyen, 2022). As a result, board gender diversity
enables firms to achieve better outcomes (Abdullah et al., 2024).

Women directors heighten firms’ focus on social issues (Alazzani et al., 2017; Zhu & Zhang,
2024). Their ethical and communal traits make them more attuned to ethical and social concerns
(Ardito et al., 2020; Beji et al., 2021; Nielsen & Huse, 2010). Their presence enhances the board
of directors’ awareness of social issues and its ability to address the needs of a broader range
of stakeholders (Cabral & Sasidharan, 2021; Shahbaz et al., 2020). This increased awareness
ensures that social issues are better integrated into firm strategies (Arayakarnkul et al., 2022),
while also mitigating the risk of missteps (Galbreath, 2011). Numerous studies highlight that
board gender diversity significantly enhances social performance (Alazzani et al., 2017; Biswas
etal., 2018; Disli et al., 2022; Galbreath, 2011; Giannarakis et al., 2023; Govindan et al., 2021;
Hafsi & Turgut, 2013; Hussain et al., 2018; Mallin & Michelon, 2011; Radu et al., 2022; Uyar
et al., 2020, 2021). This impact is particularly pronounced in firms operating in emerging
markets and remains consistent regardless of the level of social challenges faced by the industry
(Kyaw et al., 2017). Women directors are also instrumental in addressing specific social issues,
including community engagement, employee relations, human rights, product responsibility,

and customer relationships (Arayakarnkul et al., 2022; Ardito et al., 2020; Beji et al., 2021;

11



Fernandes et al., 2023; Mallin & Michelon, 2011; Rubino & Mastrorocco, 2024). Moreover,
the presence of women directors increases corporate philanthropy (Alfiero, Cane, Bernardi, &
Venuti, 2016; Ananzeh et al., 2022; Ben Selma et al., 2022; Cha & Abebe, 2016; Lin et al.,
2018; Zhang, Han, & Yin, 2018), especially in situations where the firm is underperforming
(Zhang et al., 2018). Furthermore, gender-diverse boards of directors are more likely to lead
firms to achieve recognition on corporate recognition lists (Landry, Bernardi, & Bosco, 2016).
However, some studies present contrasting evidence, suggesting that board gender diversity
does not significantly impact social performance (Kwarteng et al., 2023; Lin & Nguyen, 2022;
Shahbaz et al., 2020; Yilmaz, Hacioglu, Tatoglu, Aksoy, & Duran, 2023) or may even harms
employees’ well-being (Ardito et al., 2020).

Board meeting frequency. Although some authors argue that frequent board meetings signal
board inefficiency and can negatively impact firm performance (Vafeas, 1999), other studies
emphasise how they improve board effectiveness and demonstrate assiduity and meticulousness
(Dwekat et al., 2022; Hussain et al., 2018; Kwarteng et al., 2023; Lipton & Lorsch, 1992).
Frequent board meetings facilitate information sharing, encourage the exchange and discussion
of ideas, and enhance board accountability and transparency (Giannarakis et al., 2023; Yakob
& Abu Hasan, 2021). Additionally, frequent board meetings improve the board capacity to
provide effective advice to management and to monitor its activities (Dube & Jaiswal, 2015;
Giannarakis et al., 2023; Lipton & Lorsch, 1992).

Frequent board meetings foster greater attention to ethical issues (Disli et al., 2022), enabling
the board of directors to better address stakeholders’ needs and concerns, improve oversight of
social activities, and assess social-related risks more effectively (Kwarteng et al., 2023). As a
result, frequent board meetings are associated with increased social performance (Hussain et
al., 2018; Kwarteng et al., 2023) and improvements in workforce conditions (Giannarakis et al.,

2023). However, frequent board meetings may not affect social performance (Disli et al., 2022).
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Board meeting attendance. Board meeting attendance significantly impacts strategy
formulation and implementation (Uyar et al., 2020). It also enhances directors’ ability to better
monitor and advise management, reducing the risk of opportunistic behaviours (Nowland &
Simon, 2018). Consistent with these effects, higher board meeting attendance positively
influences social performance (Shahbaz et al., 2020; Uyar et al., 2020) and promotes respect
for human rights (Rubino & Mastrorocco, 2024). However, other studies suggest that higher

board meeting attendance does not affect social performance (Giannarakis et al., 2023).

Given the positive impact of board independence, the presence of a CSR committee, CEO non-
duality, the establishment of a board structure policy, board gender diversity, the frequency of
board meetings, and board meeting attendance on social performance, we propose that board
quality—defined as the effective board structure, composition, and functioning as evidenced by
these characteristics—enhances social performance. We thus advance the following hypothesis:

Hypothesis 1: Board quality increases social performance.

Negative and positive performance feedback and the impact on social performance

The behavioural theory of the firm (Cyert & March, 1963) is widely adopted to understand firm
performance (Lee & Yang, 2022). This theory posits that a firm’s strategy or behaviour is
influenced by attainment discrepancy, i.e., the difference between the performance achieved
and the performance aspiration level (Cyert & March, 1963). The performance aspiration level
represents the desired performance for organisational goals (Cyert & March, 1963; Gavetti,
Greve, Levinthal, & Ocasio, 2012). It consists of two components: the historical aspiration
level, derived from the firm’s past performance, and the social aspiration level, determined
based on the performance of similar peer firms (the reference group) (Greve, 2003; Lant, 1992).
The performance aspiration level—set by the firm’s decision makers, specifically, the board of

directors—serves as a benchmark to guide actions aimed at achieving the target performance
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(Cyert & March, 1963), improving performance (Hamel & Prahalad, 1989), and assessing
whether the attained performance is satisfactory or not (Simon, 1955).

The board of directors is driven to adapt strategies to reach the desired performance (Cyert &
March, 1963), with responses varying depending on whether the achieved performance falls
below or exceeds the performance aspiration level, i.e., whether the board of directors receives
negative or positive performance feedback (Greve, 2003, 2008).

Negative performance feedback. When the achieved performance is lower than the
performance aspiration level, the board of directors interprets this as a signal of a problem and
experiences performance pressure (Cyert & March, 1963). This prompts them to take action to
improve performance, often initiating a “problemistic search,” which involves seeking
solutions tailored to the specific issue (Cyert & March, 1963). These solutions may include
organisational changes and even risk-taking behaviours (Bromiley, 1991; Cyert & March,
1963). During the problemistic search, it is crucial to consider the magnitude of the negative
performance feedback, differentiating between severe and minor negative performance
feedback, as this influences the type of response (Audia & Greve, 2006).

Severe negative performance feedback. When the achieved performance falls significantly

below the performance aspiration level, the resulting attainment discrepancy is perceived as a
threat to the firm’s survival (Audia & Greve, 2006). The firm is under pressure because its
legitimacy is undermined, necessitating immediate action to restore it and secure the firm’s
survival and growth (Du & Vieira, 2012). However, such perceptions of threat trigger
psychological stress and anxiety, which diminish behavioural flexibility and hinder the ability
to process information effectively (Audia & Greve, 2006). Consequently, the board of directors
adopts a more rigid and risk-averse approach: it prioritises security, seeks to preserve existing
resources, relies heavily on past actions, and favours low-risk choices to avoid further losses

and adverse outcomes (Audia & Greve, 2006; Staw, Sandelands, & Dutton, 1981). In this
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context, the board of directors is inclined to reduce investments in social activities (Zhong, Ren,
& Song, 2022) for two primary reasons (Zhong et al., 2022): social activities divert resources
away from core business functions, potentially weakening the firm’s financial performance
(Price & Sun, 2017); their benefits are often intangible and materialise over the long term, but
their costs are immediate and highly visible (McWilliams & Siegel, 2011).

Minor negative performance feedback. When the achieved performance falls slightly below the

performance aspiration level, the attainment discrepancy is perceived as a reparable gap (Audia
& Greve, 2006). The board of directors is driven to intensify efforts and takes corrective actions
to reach the performance aspiration level (Greve, 2008) as the small discrepancy provides a
sense of security, increases the probability of success and amplifies the perceived effects of
achieving the goal (Audia & Greve, 2006). Minor negative performance feedback thus
encourages the board of directors to enhance the involvement in strategic initiatives that yield
immediate returns and increase performance (Rudy & Johnson, 2016; Saridakis et al., 2023). In
such cases, the board of directors is more inclined to invest in social activities since these
activities bolster the firms’ legitimacy, strengthen resources, alleviate stakeholders’ concerns,
and build stakeholders’ trust in the firm board (Lee & Yang, 2022; Zhu & Zhang, 2024).
Through these efforts, the firm restores its performance (Saridakis et al., 2023).
Based on the above, the following hypothesis is advanced:
Hypothesis 2: Negative performance feedback has a U-shaped effect on social
performance.
Positive performance feedback. When the achieved performance exceeds the performance
aspiration level, a negative or positive effect on performance emerges (Saridakis et al., 2023).

Negative effect on performance. Positive performance feedback signals to the board of directors

that there is no immediate need for change (Cyert & March, 1963; Greve, 2008). The board of

directors is satisfied with the current performance and is less motivated to pursue further
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performance improvement (Hu et al., 2023). Moreover, the board of directors becomes more
confident in the current course of action (Saridakis et al., 2023). Consequently, the likelihood
of initiating a “problemistic search” decreases due to organisational inertia (Greve, 2003).

Alternatively, positive performance feedback may prompt the board of directors to engage in a
“slack search,” reallocating surplus resources to activities that are deprioritised under scarcity
(Greve, 2003; Kim & Rhee, 2017). These activities might involve exploiting untapped
opportunities or secondary initiatives (Greve, 2008; Rudy & Johnson, 2016; Saridakis et al.,
2023). The emergence of “slack search” is facilitated by the board of directors’ strong
understanding of the processes and resources that drove positive feedback (Kim, Finkelstein, &
Haleblian, 2015) and its knowledge in effectively allocating resources (Saridakis et al., 2023).
Concerning social activities, positive performance feedback suggests that existing initiatives
were optimal, carrying minimal risk of stakeholder criticism (Xu & Zeng, 2021). Moreover,
social activities can detract from financial performance (Price & Sun, 2017) and their benefits
tend to materialise over the long term (McWilliams & Siegel, 2011). As such, positive
performance feedback may lead the board of directors to curtail investments in social activities
(Saridakis et al., 2023; Xu & Zeng, 2021). Based on this, the following hypothesis is advanced:

Hypothesis 3a: Positive performance feedback decreases social performance.

Positive effect on performance. Instead of reducing performance, positive performance

feedback may drive its enhancement. Achieving a performance higher than the performance
aspiration level serves as a significant motivational factor (Saridakis et al., 2023).
Consequently, the board of directors is likely to set higher future expectations and elevate the
performance aspiration level (Kim et al., 2015). The current course of action is further
intensified to strive for even better results (Saridakis et al., 2023).

Regarding social activities, the board of directors must also account for stakeholders’ reactions.

With positive performance feedback, stakeholders place greater trust in the board of directors
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and become sceptical if the firm reduces its commitment to social activities (Lee & Yang, 2022).
Thus, the board of directors needs to sustain these initiatives and aims for high social
performance to ensure legitimacy and enhance corporate image (Lee & Yang, 2022). Based on
this, the following hypothesis is advanced:

Hypothesis 3b: Positive performance feedback increases social performance.

The interplay between board quality and (negative or positive) performance feedback
Drawing on the effect of board quality—defined as the effectiveness of the board’s structure,
composition, and functions—on social performance (Biswas et al., 2018; Giannarakis et al.,
2023; Govindan et al., 2021; Hussain et al., 2018; Uyar et al., 2020), and considering the distinct
effect of negative and positive performance feedback on social performance (Kim & Kim, 2020;
Lee & Yang, 2022; Saridakis et al., 2023; Xu & Zeng, 2021), we propose that the relationship
between board quality and social performance depends on the type of performance feedback
received by the board of directors. Specifically, we argue that when confronted with either
negative or positive performance feedback, high-quality board of directors exhibit superior
capabilities in three essential areas: (1) comprehensive situational assessment, since high-
quality board of directors are better equipped to thoroughly analyse performance feedback,
understand its implications, and, when necessary, recognise the need for corrective or proactive
measures; (2) decision making and strategy formulation, as high-quality board of directors excel
in fostering robust discussions and crafting well-rounded strategies tailored to address the
challenges or opportunities highlighted by performance feedback; (3) execution facilitation and
monitoring, as high-quality board of directors ensure that strategies are effectively implemented
and meticulously monitored, aligning them with financial and social performance goals.

By highlighting the positive impact of board quality on each of these areas, we emphasise its

critical role in enhancing the board of directors’ responsiveness and effectiveness in addressing
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both negative and positive performance feedback.

Negative performance feedback. Negative performance feedback generates performance
pressure and triggers a “problemistic search” (Cyert & March, 1963), prompting varying
responses based on the severity of the feedback (Audia & Greve, 2006).

Severe negative performance feedback. Severe negative performance feedback threatens the

firm’s survival and legitimacy, demanding immediate action (Audia & Greve, 2006; Du &
Vieira, 2012). This scenario typically induces psychological stress, anxiety, and a rigid, risk-
averse approach that prioritises stability and favours low-risk choices to avoid further losses
and adverse outcomes (Audia & Greve, 2006; Staw et al., 1981). As a result, investments in
social activities are curtailed (Zhong et al., 2022), as they can potentially hinder financial
performance (Price & Sun, 2017), imposing short-term costs while yielding benefits only in the
long term (McWilliams & Siegel, 2011). However, we argue that high-quality board of directors
counteract these tendencies by enabling a nuanced understanding of the situation and
facilitating prompt, balanced decisions. In response to severe negative performance feedback,
the CSR committee acts swiftly to safeguard shareholder value by addressing the repercussions
of irresponsible behaviour and poor social performance (Endrikat et al., 2021). Simultaneously,
women directors contribute by mitigating the risk of strategic missteps (Galbreath, 2011). These
actions prompt the board of directors to engage in discussions aimed at identifying effective
solutions, with board quality enhancing both decision-making processes and strategy
formulation. Women directors, frequent board meetings, and high board meeting attendance
foster information sharing, encourage the exchange of ideas, and promote collaboration among
directors (Arayakarnkul et al., 2022; Ben Selma et al., 2022; Giannarakis et al., 2023).
Additionally, independent directors and women directors utilise their expertise to provide
informed recommendations (Abdullah et al., 2024; Alazzani et al., 2017; Hafsi & Turgut, 2013;

Shahbaz et al., 2020). The CSR committee and CEO non-duality further contribute by ensuring
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stakeholders’ interests are considered and by identifying strategic opportunities (Ananzeh et al.,
2022; Govindan et al., 2021; Shaukat et al., 2016). Moreover, independent directors and the
CSR committee work together to strike a balance between financial and non-financial goals
while safeguarding shareholder value (Endrikat et al., 2021; Kwarteng et al., 2023). Through
the influence of board quality, severe negative performance feedback is thus effectively
managed, thereby mitigating its adverse impact on social performance.

Minor negative performance feedback. Minor negative performance feedback is viewed as a

reparable gap (Audia & Greve, 2006), prompting the board of directors to intensify efforts to
meet goals (Greve, 2008) and fostering greater willingness to invest in social activities due to
their beneficial impact on the firm’s legitimacy and stakeholders’ trust (Lee & Yang, 2022; Zhu
& Zhang, 2024). We argue that in such cases, board quality plays a pivotal role in ensuring the
effective execution and monitoring of social initiatives aimed at reaching performance
aspiration levels. Independent directors, women directors, and CEO non-duality collectively
help mitigate the risk of managerial opportunism (Beji et al., 2021; Disli et al., 2022; Lin &
Nguyen, 2022). Concurrently, the presence of a CSR committee, frequent board meetings, and
high board meeting attendance enhance the implementation and oversight of social activities
(Abdullah et al., 2024; Kwarteng et al., 2023; Michelon & Parbonetti, 2012; Uyar et al., 2020).
The CSR committee also continuously assesses the outcomes achieved and ensures adherence
to CSR policies (Baraibar-Diez & Odriozola, 2019). By leveraging board quality, board of
directors are thus better equipped to address minor negative performance feedback, effectively
compensating for it while amplifying its positive impact on social performance.
Based on the above, the following hypothesis is advanced:

Hypothesis 4: Board quality mitigates the negative effect of severe negative

performance feedback on social performance while amplifies the positive effect of

minor negative performance feedback.
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Positive performance feedback. Considering that positive performance feedback can either
reduce or enhance social performance (Saridakis et al., 2023), we argue that board quality exerts
a varying effect depending on the specific situation that emerges.

Negative effect on performance. Positive performance feedback indicates that immediate

changes are not necessary (Cyert & March, 1963). The board of directors is satisfied with the
current performance (Hu et al., 2023), perceiving the existing course of action as sufficient
without needing modifications (Greve, 2003; Saridakis et al., 2023). As a result, the board of
directors may choose to reallocate surplus resources to untapped opportunities or secondary
activities (Greve, 2008; Rudy & Johnson, 2016; Saridakis et al., 2023). Investments in social
initiatives, which are deemed optimal (Xu & Zeng, 2021), are reduced due to potential negative
impacts on financial performance and immediate costs (McWilliams & Siegel, 2011; Price &
Sun, 2017). However, we argue that board quality ensures the continued commitment to social
activities, even in the presence of positive performance feedback. It facilitates a deeper
understanding of the situation (specifically, stakeholders’ needs and expectations) and induces
the board of directors to maintain social activities. Specifically, independent directors and
women directors are highly committed to addressing stakeholders’ concerns, ensuring the board
of directors remains attentive to social issues regardless of positive performance feedback
(Abdullah et al., 2024; Cabral & Sasidharan, 2021; Shahbaz et al., 2020). Discussions on social
initiatives are driven by independent and women directors, while CEO non-duality and frequent
board meetings promote the consideration of stakeholders’ interests during board discussions
(Disli et al., 2022; Govindan et al., 2021; Rubino & Mastrorocco, 2024). As discussed above,
board quality supports decision-making and strategy formulation that maintains social
investments, with independent directors highlighting the long-term benefits of such activities
(Biswas et al., 2018; Endrikat et al., 2021), and the CSR committee safeguarding shareholder

value through the implementation of impactful social initiatives (Endrikat et al., 2021). Thus,
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board quality is expected to mitigate any negative effect on social performance associated with

positive performance feedback. Based on this, the following hypothesis is advanced:
Hypothesis 5a: Board quality mitigates the negative effect of positive performance
feedback on social performance.

Positive effect on performance. Positive performance feedback can act as a significant

motivational factor (Saridakis et al., 2023), encouraging the board of directors to elevate
performance aspirations (Kim et al., 2015) and achieve superior outcomes (Saridakis et al.,
2023). Consequently, the board of directors sustains and even enhances social activities to
maintain stakeholder trust, the firm’s legitimacy, and a positive corporate image (Lee & Yang,
2022). We argue that in this scenario, board quality plays a crucial role in further enhancing
social performance. As discussed earlier, board quality supports the execution and monitoring
of social activities. Independent directors, women directors, and CEO non-duality help reduce
risks associated with managerial opportunism (Disli et al., 2022; Lin & Nguyen, 2022).
Additionally, the CSR committee, frequent board meetings, and high board meeting attendance
facilitate effective oversight of social initiatives (Kwarteng et al., 2023; Uyar et al., 2020).
Furthermore, the CSR committee helps in identifying new opportunities for social initiatives
that yield long-term benefits (Abdullah et al., 2024; Ananzeh et al., 2022; Shaukat et al., 2016).
Hence, board quality is expected to further enhance social performance in the presence of
positive performance feedback. Based on this, the following hypothesis is advanced:
Hypothesis 5b: Board quality amplifies the positive effect of positive performance

feedback on social performance.

METHOD
Data

This study utilises data sourced from LSEG Data & Analytics, formerly known as Refinitiv
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Eikon Datastream, a leading database on social, environmental, and corporate governance
widely employed by professional investors and academic researchers (Fernandes et al., 2023;
Giannarakis et al., 2023; Govindan et al., 2021). LSEG Data & Analytics LSEG Data &
Analytics offers information on over 15,500 public and private companies worldwide, covering
more than 90% of global market capitalisation, with records dating back to 2002 (LSEG Data
& Analytics, 2023). It is recognised as the largest systematic, comparable, deep, and auditable
database on CSR issues (Saeed et al., 2021; Uyar et al., 2020). The CSR data are derived from
publicly accessible sources, including CSR and annual reports, company websites, stock
exchange filings, and news outlets (LSEG Data & Analytics, 2023) and have been regarded as
transparent, accurate, and comparable (Giannarakis et al., 2023). This database is used to gather
data on social performance, board characteristics, and firm-specific attributes. Our dataset is
unbalanced, encompassing data from 7,221 firms across 38 countries and 18 industries, for a

total of 37,616 firm-year observations spanning the period from 2014 to 2023.

Model

To test our hypotheses, we conducted a multivariate panel regression analysis. Initially, we
assessed the distinct effects of board quality, negative performance feedback, and positive
performance feedback on social performance, while controlling for board size, firm size, firm
age, ROE, leverage, industry-fixed effects, country-fixed effects, and year-fixed effects (Model
1). Subsequently, we extended the baseline model to incorporate the moderation effect,
enabling the examination of the interaction effect between board quality and both negative and
positive performance feedback on social performance (Model 2).

We employed the spline function approach to differentiate the effects of negative and positive
performance feedback (Greve, 2003). This method involves the use of distinct variables for

negative and positive performance feedback, thereby allowing the evaluation of structural
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differences in their effects under various conditions and testing the related hypotheses (Hu et
al., 2023; Lee & Yang, 2022; Zhu & Zhang, 2024). Furthermore, we explored the curvilinear
effect of negative performance feedback by including a quadratic term (Xu & Zeng, 2021).
Before conducting the regression analysis, we undertook three preliminary tests. First, the
Breusch-Pagan Lagrangian multiplier test was performed to determine whether pooled data or
panel data methods were more appropriate. The result indicated that the panel data method was
preferable. Second, the Hausman specification test (Hausman, 1978) was conducted to decide
between random effects and fixed effects estimators. The result supported the use of fixed
effects. Third, the presence of heteroskedasticity was tested and confirmed by the results.

We lagged all explanatory variables by one year to address potential endogeneity issues and to
capture the lagged effects of explanatory variables on social performance (Ben Selma et al.,
2022; Biswas et al., 2018; Xu & Zeng, 2021). Finally, we included fixed effects for industry,
country, and year to control for unobserved and time-invariant heterogeneity (Cabral &
Sasidharan, 2021; Hu et al., 2023). As a result, the empirical models estimated are as follows:

Model 1:

Social pillar score,; = f ( Board quality index,_1;, Negative performance feedback,_ 1,
Negative performance feedback?_lli, Positive per formance feedback,_1;, Board size,_,
, Firmsize,_q;, Firmagey,_1;, ROE,_1;, Leverage,_, ;, Industry, Country,Year)

Model 2:

Social pillar score,; = f ( Board quality index,_1;, Negative performance feedback,_1;,
Negative per formance feedback?_l'i, Positive per formance feedback,_1;,

Board quality index,_1; X Negative performance feedback,_,;, Board quality index,_1;
X Negative performance feedback%_lli , Board quality index,_1; X

Positive performance feedback,_1;, Board size,_y;, Firm size,_1;, Firmage,_1;,
ROE;_1;, Leverage,_1;, Industry, Country,Year)

where t, t — 1, and i represent the i-th firm of the sample at time t or t — 1.

Variable definition

Variables used in the analysis are explained in the following (Table 1).
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Insert Table 1 about here

Social pillar score. Social performance is measured with the Social pillar score provided by
LSEG Data & Analytics. This variable “measures a company’s capacity to generate trust and
loyalty with its workforce, customers and society, through its use of best management
practices” (LSEG Data & Analytics, 2023). The social pillar score assesses performance in the
four areas: workforce, human rights, community, and product responsibility (LSEG Data &
Analytics, 2023). Social pillar score ranges from 0 (indicating the poorest performance) to 100
(indicating the best performance) and is calculated using a percentile ranking methodology. For
each dimension of social performance (i.e., workforce, human rights, community, and product
responsibility), the firm’s score is calculated by considering the number of firms with a lower
value than the firm in question, the number of firms with an identical value, and the total number
of firms for which data is available. The overall social pillar score is then derived as a weighted
sum of the scores across these four dimensions.

Board quality index. Board quality is measured using the Board quality index developed by the
authors. Initially, we evaluated whether each firm met the following board quality criteria: (1)
sufficient board independence, defined as having at least 50% of independent directors out of
the total number of directors (Abdullah et al., 2024); (2) a CSR committee; (3) CEO non-
duality; (4) an established board structure policy; (5) adequate board gender diversity, with at
least 33,33% of directors being women, reflecting the need to achieve a critical mass that
enables women to gain trust, obtain consideration, and contribute effectively to board
discussions and decisions (Kanter, 1977); (6) sufficient board meeting frequency, with a
minimum of 10 meetings per year, exceeding the sample average; (7) high board meeting
attendance, with an average participation rate of at least 90% annually, exceeding the sample

average. Subsequently, based on previous literature (Fernandes et al., 2023), we computed the
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Board quality index as follows:

BQCy;
Ny

Board quality index, ; =

where BQC,; represents the number of board quality characteristics that the firm possesses,
while N ; denotes the number of board quality characteristics for which relevant information is
available in LSEG Data & Analytics. By design, Board quality index ranges from 0 (indicating
poor board quality) to 1 (indicating excellent board quality).
Negative performance feedback and Positive performance feedback. Negative performance
feedback and Positive performance feedback are defined as the difference between the achieved
performance and the performance aspiration level (Hu et al., 2023; Kim & Kim, 2020). The
variable Social pillar score 1s used to measure the achieved performance.
To calculate the negative and positive performance feedback, we adopted a two-step approach.
In the first step, we estimated the performance aspiration level using a weighted-average model
(Greve, 2003) and incorporating two components: the social aspiration level, based on the
performance of similar peer firms (the reference group); the historical aspiration level, derived
from the firm’s past performance (Greve, 2003; Lant, 1992). Specifically, for a given firm, the
social aspiration level is defined as the average social performance of other firms in the same
industry during a specific year, while the historical aspiration level is a combination of the
firm’s past historical aspiration level and its past social performance (Greve, 2003). Formally,
the performance aspiration level is calculated as follows:

Performance aspiration,; = a; * Social aspiration,; + (1 — ay) * Historical aspiration,;
where:

Zj _; Performance,;

Social aspiration;; =
n,.—1
Historical aspiration;; = a, x Historical aspiration,_1; + (1 — ay) * Performance,_4 ;

with i and j representing firms and n, denoting the number of firms in the sample during year

t. Equal weights are assigned to the social aspiration level and the historical aspiration level,
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setting aqy = 0.5. For the historical aspiration level, a higher weight is assigned to the firm’s
past social performance compared to its past historical aspiration level, setting a, = 0.25.

In the second step, we defined the performance feedback as a spline function, allowing the
separation of its negative and positive components to examine their different effects on social
performance (Lee & Yang, 2022; Xu & Zeng, 2021; Zhu & Zhang, 2024). Formally, Negative

performance feedback and Positive performance feedback are computed as follows:

Negative per formance feedback;; =
= Performance aspiration,; ; — Performance,; if Performance;; < Performance aspiration;;
= 0 if Performance;; = Performance aspiration;

Positive performance feedback;; =

= Performance.; — Performance aspiration,; if Performance;; > Performance aspiration;;
= 0if Performance;; < Performance aspiration;;

where i represents the firm and t the year.

Control variables. Board size is measured as the logarithm of the total number of directors
(Arayakarnkul et al., 2022; Disli et al., 2022) and is added since it positively influences social
performance (Ananzeh et al., 2022; Beji et al., 2021). Firm size, measured as the logarithm of
total assets, accounts for the tendency of larger firms to be more attuned to social issues: larger
firms often face greater stakeholder pressure, exhibit better social activities, and achieve higher
social performance (Cabral & Sasidharan, 2021; Orazalin, 2020). Firm age is calculated as the
logarithm of years since firm foundation and is included since firm maturity positively affects
social performance (Arayakarnkul et al., 2022; Biswas et al., 2018). ROE, defined as the ratio
of net income on equity, is included since it influences the firm’s financial capability to invest
in social activities and, in turn, social performance (Ananzeh et al., 2022; Mallin & Michelon,
2011; Zhang et al., 2018). Similarly, Leverage, measured as the ratio of debt to total equity, is
included because more indebted firms typically have fewer resources available for social
investments, potentially worsening their social performance (Baraibar-Diez & Odriozola,

2019). Industry, a dummy variable indicating the sector to which the firm belongs, is included
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since industry characteristics can potentially drive social performance (Giannarakis et al., 2023;
Hafsi & Turgut, 2013; Mallin & Michelon, 2011). Country, a dummy variable indicating the
firm’s location, is added to capture the influence of national context on social performance
(Ardito et al., 2020). Year, a dummy variable for each year of the sample period from 2014 to

2023, is included to control for time-specific effects (Biswas et al., 2018; Kyaw et al., 2017).

RESULTS AND DISCUSSION
Descriptive results
The descriptive statistics indicate that the average social performance is approximately 49 out
of 100, with significant variance across firms (Table 2). On average, firms achieve social
performance levels close to their performance aspiration levels, as reflected in the small
negative and positive performance feedback. Overall, board quality appears to be strong,

although substantial variability among firms emerges.

Insert Table 2 about here

Empirical results

Table 3 presents regression results for Models 1-2, while Figure 1 shows the interaction plot.

Insert Table 3 and Figure 1 about here

In Model 1 (baseline model), the coefficient for Board quality index is positive and significant,
indicating that board quality enhances social performance. Hypothesis 1—which posits that
board quality increases social performance—is thus supported. This result aligns with our
argument that board quality—defined as effective board structure, composition and functioning

and assessed through board independence, the presence of a CSR committee, CEO non-duality,
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the existence of a board structure policy, board gender diversity, board meeting frequency, and
board meeting attendance—contributes to improved social performance (Govindan et al., 2021;
Hafsi & Turgut, 2013; Kwarteng et al., 2023; Shahbaz et al., 2020). Specifically, our result is
consistent with previous studies showing that various board characteristics positively influence
social performance. For instance, independent directors and women directors are particularly
dedicated to meeting stakeholders’ needs and expectations (Biswas et al., 2018; Cabral &
Sasidharan, 2021; Shahbaz et al., 2020), bringing specialised expertise, valuable information,
and networks relevant to addressing social issues (Endrikat et al., 2021; Nielsen & Huse, 2010).
The presence of a CSR committee and CEO non-duality further supports the integration of
stakeholders’ interests into decision-making processes (Ananzeh et al., 2022; Govindan et al.,
2021; Michelon & Parbonetti, 2012). Moreover, frequent board meetings promote heightened
attention to ethical concerns (Disli et al., 2022) and, combined with high board meeting
attendance, ensure diligent oversight of social activities (Kwarteng et al., 2023; Nowland &
Simon, 2018). Finally, the presence of board structure policies enhances social performance
(Fernandes et al., 2023).

The coefficient for Negative performance feedback is negative and significant, while the
coefficient for its quadratic term is positive and significant, indicating that negative
performance feedback exerts a U-shaped effect on social performance. Hypothesis 2—which
posits that negative performance feedback has a U-shaped effect on social performance—is
thus supported. This result aligns with prior research. Severe negative performance feedback
prompts the board of directors to adopt a more rigid and risk-averse approach (Audia & Greve,
2006), leading to reduced investments in social activities due to their high costs and potential
to compromise financial performance (McWilliams & Siegel, 2011; Price & Sun, 2017; Zhong
etal., 2022). Conversely, minor negative performance feedback motivates the board of directors

to intensify its involvement in strategic initiatives, as these can enhance financial performance,
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strengthen the firm’s legitimacy, and build stakeholders’ trust (Saridakis et al., 2023; Zhu &
Zhang, 2024).

The coefficient for Positive performance feedback is positive and significant, indicating that
positive performance feedback enhances social performance. Hypothesis 3b—according to
which positive performance feedback increases social performance—is thus supported, while
Hypothesis 3a—according to which positive performance feedback decreases social
performance—is rejected. Consistent with previous literature, our results confirm that positive
performance feedback motivates the board of directors to continue supporting social initiatives
and pursue high social performance to align with stakeholders’ expectations (Lee & Yang,
2022). Instead, our results challenge the perspective that positive performance feedback
diminishes attention to social as prior efforts are deemed sufficient and performance levels
satisfactory (Hu et al., 2023; Saridakis et al., 2023).

The results of Model 2, including the moderation effect, are illustrated through the interaction
plots in Figure 1. Our results suggest that when confronted with negative performance feedback,
board quality positively influences social performance, regardless of the severity of the
feedback. Hypothesis 4—according to which board quality mitigates the negative effect of
severe negative performance feedback on social performance while amplifies the positive effect
of minor negative performance feedback—is thus supported. Our results diverge from prior
literature in two significant ways. First, the interaction effect between board quality and
negative performance feedback does not confirm the idea that responses to negative
performance feedback always differ depending on whether the firm receives severe or minor
negative performance feedback (Audia & Greve, 2006). Instead, board quality consistently
enhances social performance, irrespective of the severity of the feedback. Second, the idea that
severe negative performance feedback leads to risk-averse behaviours and reduced investments

in social initiatives (Audia & Greve, 2006; Zhong et al., 2022) is not confirmed. On the contrary,
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our results indicate that high-quality boards of directors enable firms to better address severe
negative performance feedback. This is achieved through a more comprehensive understanding
of the situation, prompt decision-making, and effective execution and monitoring of social
initiatives. Specifically, when facing severe negative performance feedback, CSR committees
and women directors drive the board to identify actionable solutions (Endrikat et al., 2021;
Galbreath, 2011). The board of directors’ characteristics—specifically, board independency,
the presence of a CSR committee, CEO non-duality, board gender diversity, frequent board
meetings, and board meeting attendance—are instrumental in prioritising stakeholders’
interests and devising effective strategies (Alazzani et al., 2017; Govindan et al., 2021; Hafsi &
Turgut, 2013). Similarly, in response to minor negative performance feedback, board quality
ensures the successful execution and monitoring of social activities, facilitating the attainment
of performance goals (Disli et al., 2022; Lin & Nguyen, 2022; Mallin & Michelon, 2011).

Finally, when confronted with positive performance feedback, board quality diminishes the
positive effect of this feedback on social performance. Both Hypotheses Sa—according to
which board quality mitigates the negative effect of positive performance feedback on social
performance—and Hypothesis Sb—according to which board quality amplifies the positive
effect of positive performance feedback on social performance—are thus rejected. Our results
suggest that the motivational impetus associated with positive performance feedback, which
typically drives the board of directors to sustain social initiatives and strive for higher social
performance (Lee & Yang, 2022), is not heightened in the presence of a high-quality board of
directors. A plausible explanation is that a high-quality board of directors approaches positive
performance feedback with greater rationality. The motivational push to intensify investments
in social activities and set higher aspirations (Kim et al., 2015; Saridakis et al., 2023) may be
tempered by the board of directors’ assessment that previous investments in social initiatives

were optimal (Xu & Zeng, 2021) as they have already satisfied stakeholders’ needs and
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expectations. Additionally, a high-quality board of directors may prefer reallocating surplus
resources to explore opportunities beyond social initiatives (Greve, 2008; Rudy & Johnson,
2016; Saridakis et al., 2023), deeming this a more optimal use of resources.

On the complex, our results support our argument that, when dealing with either negative or
positive performance feedback, board quality enhances the board of directors’ capacity in three
key areas—comprehensive situational assessment, strategic decision-making, and effective
execution and monitoring. This improved capacity bolsters the board of directors’

responsiveness and effectiveness in addressing negative and positive performance feedback.

Robustness checks

To further validate our results, we conducted four additional analyses. First, we extended the
lag of all explanatory variables to two years to account for the potentially slower effects of these
variables on social performance. The results align with our main findings (see Models 3 and 4
in Table 3), with only some minor differences observed. Second, we repeated the analysis after
removing U.S. firms to eliminate potential bias arising from the overrepresentation of these
firms in our dataset and to enhance the generalisability of our results. The results remain
consistent with the main findings (see Models 5 and 6 in Table 3). Third, for similar reasons,
we repeated the analysis after excluding manufacturing and financial firms from the sample.
The results are consistent with the main findings (see Models 7 and 8 in Table 3), with few
exceptions. Finally, we assessed the impact of each board characteristic considered as an
indicator of board quality. The results, available upon request, align with our main findings,

except for frequent board meetings, for which the results are not statistically significant.

CONCLUSIONS

This study investigated the impact of board quality on social performance and how this
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relationship is moderated by the type of performance feedback received. The findings indicate
that board quality enhances social performance. Additionally, board quality mitigates the
negative impact of severe negative performance feedback on social performance while
amplifying the positive effects of minor negative feedback. Conversely, board quality reduces
the positive impact of positive performance feedback on social performance.

The study offers important managerial and policy implications. Considering growing attention
to social issues and stakeholders’ expectations, firms should prioritise social initiatives and aim
for robust social performance. Our results confirm the crucial role of the board of directors in
driving social performance and highlight the necessity of a high-quality board of directors for
managing situations where performance either exceeds or falls short of aspirations. A high-
quality board of directors is essential for discerning when critical action and improved
management of social activities are required, as well as for recognising when further social
initiatives are unnecessary. To this end, firms should be supported in establishing a high-quality
board of directors, with policymakers playing a key role in providing guidance and assistance.
This study has certain limitations. Board quality was measured using the ratio of board quality
characteristics present in a firm to the total number of characteristics for which data was
available. Future research should employ more sophisticated quantitative techniques, such as
principal component analysis, to develop a more refined measure. Incorporating both
quantitative and qualitative information is also strongly recommended. Second, this study did
not explore the specific mechanisms through which board quality enables effective responses
to both negative and positive performance feedback. Future research, particularly qualitative
studies, should delve deeper into this area. Finally, this research relied on a single data source
(LSEG Data & Analytics) to assess social performance. Future studies should validate our

findings by using alternative datasets that employ more comprehensive measures.
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Figure 1. Interaction plots. Source: Our elaboration
TABLES
Table 1 Variables definitions and sources
Variable Definition Source
Dependent variable
Social pillar score Score ranging from 0 to 100, it measures how the firm performs Refinitiv
regarding workforce, human rights, community, and product

responsibility
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Variable Definition Source
Independent variables
Board quality index  Ratio of the number of board quality characteristics that the firm Our elaboration

Negative performance
feedback

Positive performance
feedback

Control variables

possesses on the number of board quality characteristics for which
relevant information is available, where board quality characteristics
include sufficient board independence, a CSR committee, CEO non-
duality, an established board structure policy, adequate board gender
diversity, sufficient board meeting frequency, and high board meeting
attendance

Difference between performance aspiration and performance
achieved if performance achieved is lower than performance
aspiration; 0 otherwise

Difference between performance achieved and performance
aspiration and if performance achieved is higher than performance
aspiration; 0 otherwise

Our elaboration

Our elaboration

Board size Logarithm of the total number of directors Refinitiv
Firm size Logarithm of total assets Refinitiv
Firm age Logarithm of years since firm foundation Refinitiv
ROE Return on equity, defined as the ratio of net income on equity Refinitiv
Leverage Ratio of debt to total equity Refinitiv
Industry Dummy variable equal to 1 if the firm belongs to a specific sector, and Refinitiv

0 otherwise. Industries: Agriculture, forestry and fishing; Mining and

quarrying; Manufacturing; Electricity, gas, steam and air conditioning

supply; Water supply; sewerage, waste management and remediation

activities; Construction; Wholesale and retail trade; repair of motor

vehicles and motorcycles;  Transportation and  storage;

Accommodation and food service activities; Information and

communication; Financial and insurance activities; Real estate

activities; Professional, scientific and technical activities;

Administrative and support service activities; Education; Human

health and social work activities; Arts, entertainment and recreation;

Other service activities
Country Dummy variable equal to 1 if the firm is located in a specific country, Refinitiv

and 0 otherwise. Countries: Australia, Austria, Belgium, Canada,

Chile, China, Colombia, Costa Rica, Cyprus, Czech Republic,

Denmark, Finland, France, Germany, Greece, Hungary, Iceland,

Ireland, Israel, Italy, Japan, Luxembourg, Malta, Mexico,

Netherlands, New Zealand, Norway, Poland, Portugal, Romania,

Slovenia, South Korea, Spain, Sweden, Switzerland, Turkey, United

Kingdom, United States
Year Dummy variable for each year of the sample period from 2014 to 2023

Source: Our elaboration
Table 2. Descriptive statistics

Variable Mean St. dev. Min Max
Social pillar score 49.029 23.471 0.235 98.374
Board quality index 0.599 0.189 0.000 1.000
Negative performance feedback 3.590 5.764 0.000 60.737
Positive performance feedback 7.755 9.088 0.000 66.201
Board size 2.2143 0.337 0.000 3.951
Firm size 22.170 1.966 0.000 29.311
Firm age 1.482 0.331 0.477 2.481
ROE 0.048 2.021 -102.335 111.528
Leverage 1.571 20.957 0.000 1826.414
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Variable Mean St. dev. Min Max
Agriculture, forestry and fishing 0.338% 0.058 0 1
Mining and quarrying 6.601% 0.248 0 1
Manufacturing 34.605% 0.476 0 1
Electricity, gas, steam and air conditioning supply 3.299% 0.179 0 1
Water .su.pply; sewerage, waste management and 0.627% 0.079 0 1
remediation activities

Construction 3.358% 0.180 0 1
Wholesale and retail trade; repair of motor vehicles 7781% 0.268 0 |
and motorcycles

Transportation and storage 3.735% 0.190 0 1
Accommodation and food service activities 1.212% 0.109 0 1
Information and communication 8.704% 0.281 0 1
Financial and insurance activities 16.137% 0.368 0 1
Real estate activities 5.155% 0.221 0 1
Professional, scientific and technical activities 4.238% 0.201 0 1
Administrative and support service activities 1.933% 0.138 0 1
Education 0.033% 0.057 0 1
Human health and social work activities 0.109% 0.104 0 1
Arts, entertainment and recreation 0.595% 0.077 0 1
Other service activities 0.263% 0.051 0 1
Australia 5.995% 0.237 0 1
Austria 0.508% 0.071 0 1
Belgium 0.742% 0.086 0 1
Canada 5.476% 0.228 0 1
Chile 0.742% 0.086 0 1
China 8.265% 0.275 0 1
Colombia 0.346% 0.059 0 1
Costa Rica 0.003% 0.005 0 1
Cyprus 0.008% 0.028 0 1
Czech Republic 0.058% 0.024 0 1
Denmark 0.803% 0.089 0 1
Finland 0.755% 0.087 0 1
France 2.353% 0.152 0 1
Germany 2.589% 0.159 0 1
Greece 0.479% 0.069 0 1
Hungary 0.106% 0.033 0 1
Iceland 0.019% 0.014 0 1
Ireland 0.824% 0.090 0 1
Israel 0.425% 0.065 0 1
Italy 1.239% 0.111 0 1
Japan 9.653% 0.295 0 1
Luxembourg 0.354% 0.059 0 1
Malta 0.045% 0.021 0 1
Mexico 0.856% 0.092 0 1
Netherlands 1.039% 0.101 0 1
New Zealand 0.893% 0.094 0 1
Norway 0.747% 0.086 0 1
Poland 0.689% 0.083 0 1
Portugal 0.226% 0.048 0 1
Romania 0.019% 0.014 0 1
Slovenia 0.011% 0.010 0 1
South Korea 2.757% 0.164 0 1
Spain 1.111% 0.105 0 1
Sweden 2.318% 0.150 0 1
Switzerland 2.164% 0.146 0 1
Turkey 0.806% 0.089 0 1
United Kingdom 7.207% 0.259 0 1
United States 37.301% 0.484 0 1

Source: Our elaboration
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Table 3. Regression results
Model 7 Model 8
Independent variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Non-manufac. Non-manufac.
Baseline model Baseline model 2-years lag 2-years lag Non-US firms  Non-US firms and non- and non-
financial firms  financial firms
Board quality index 2.892%%* 4.44]1%%* 1.127 2.847H** 2.409%** 3.420%** 2.732%%* 3.468%**
(0.567) (0.763) (0.757) (1.014) (0.705) (0.995) (0.824) (1.055)
Negative performance feedback -0.730%** -0.750%** -0.376%** -0.413%** -0.863%** -0.984*** -0.757%** -0.792%**
(0.060) (0.124) (0.058) (0.128) (0.067) (0.144) (0.0719) (0.124)
(Negative performance feedback)? 0.007* 0.013* 0.001 0.005 0.007* 0.0134* 0.009%* 0.0160%**
(0.004) (0.007) (0.003) (0.006) (0.004) (0.007) (0.004) (0.006)
Positive performance feedback 0.594#%*%* 0.687%** 0.307%%* 0.432%** 0.588%*%** 0.683%** 0.598%*** 0.641%**
(0.010) (0.028) (0.011) (0.032) (0.012) (0.039) (0.014) (0.039)
Board quality index x Negative perf. feedback 0.120 0.129 0.243 0.207
(0.236) (0.250) (0.247) (0.232)
Board quality index x (Negative perf. feedback)? -0.018 -0.010 -0.014 -0.022*
(0.014) (0.014) (0.014) (0.012)
Board quality index x Positive perf. feedback -0.148%*** -0.203%%%* -0.141%%* -0.063
(0.043) (0.050) (0.054) (0.059)
Board size 0.438 0.420 1.106** 1.102** 0.548 0.575 1.021* 1.012%*
(0.405) (0.407) (0.547) (0.549) (0.487) (0.489) (0.606) (0.610)
Firm size 1.807%** 1.794%** 1.927%** 1.916*** 2. 116%** 2.107*** 1.931%** 1.916***
(0.199) (0.199) (0.302) (0.302) (0.260) (0.260) (0.275) (0.275)
Firm age 5.539%** 5.358*** 4.330% 4.076* 4.619%* 4.406** 5.780%* 5.677**
(1.697) (1.701) (2.405) (2411 (2.078) (2.084) (2.376) (2.378)
ROE -0.024 -0.025 0.034 0.032 -0.025 -0.021 -0.025 -0.025
(0.028) (0.027) (0.053) (0.053) (0.241) (0.241) (0.033) (0.033)
Leverage -0.000 -0.000 0.000 0.000 0.018*** 0.018%** -0.002 -0.002
(0.001) (0.001) (0.001) (0.001) (0.006) (0.006) (0.012) (0.011)
Constant -15.180%** -15.540%** -12.640% -13.060%* -19.550%** -19.800%** -19.400%** -19.430%**
(4.875) (4.904) (7.322) (7.339) (6.407) (6.444) (6.621) (6.641)
Industry fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Observations 37,616 37,616 30,411 30,411 23,585 23,585 18,529 18,529
R-squared 0.526 0.526 0.367 0.368 0.550 0.550 0.514 0.514
Number of firms 7,221 7,221 6,201 6,201 4,546 4,546 3,560 3,560

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. Source: Our elaboration
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