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Abstract: This paper examines the relationship between the ratio of independent board member to the financial
performance of the company under the mediation of the three pillars of environment, society, and governance
(ESG) in Taiwan. The study addresses a research gap between independent directors and corporate financial
performance, an issue that is rarely discussed today. The author develops the hypotheses and tests them by
applying panel data regression to the data tables taken from the Thomson Reuters Eikon database to analyze
data on 173 Taiwanese companies that reported ESG from 2009 to 2021. The results show that the relationship
between the ratio of independent directors and financial performance has a positive relationship. At the same
time, the 3 pillars of ESG also clearly show the intermediary role in this relationship. Finally, this study provides
additional insights into the relationship between the ratio of independent directors and financial performance
in the Taiwan context.

Keywords: independent board member; financial performance; ESG

1. Introduction

Our study is based on two factors. First, the company's board of directors (including
independent board members) has an influence on the financial performance of the company. Second,
the role of the three ESG pillars, namely the environmental pillar, the social pillar, and the governance
pillar, and how they affect the above relationship has become the subject of debate among many
researchers. In recent years, many authors have noticed the influence of board diversity on ESG
practice (Boukattaya et al., 2022; Kahloul et al., 2022; Veltri et al., 2021). Independent directors have
an important role in corporate governance (Eeckloo et al, 2004) because it helps firms improve
oversight (Fama & Jensen, 1983) and reduce agency costs (Naciti, 2019). Independent directors are
expected to expand the debate on the board, helping to increase creativity and innovation; improved
problem-solving ability; promote the exchange of ideas, bringing to the board new knowledge and
perspectives (Carter et al., 2003; Deloitte, 2019). Therefore, the relationship between independent
board members and business performance has become a research issue of interest to many scholars.

Board diversity is classified into structural type, i.e. board independence (Aggarwal et al., 2019),
and demographic type, i.e. gender, age, education level, nationality, and tenure (Ben-Amar et al.,
2013). The role of the board includes supervisory, advisory, and advisory responsibilities that are
relevant to improving business performance from both an agency and resource base perspective
(Isidro & Sobral, 2015). In addition, the board of directors has enough dependent and independent
directors, which allows them to exercise oversight responsibilities, deal with agency issues, and
protect minority shareholders from major shareholders' appropriation (Villalonga et al., 2015).
Therefore, board independence can sometimes be a useful complement to diversity and a necessary
condition for effective governance (van Essen et al., 2012; Pandey et al, 2022). This helps
independent board members which will improve the financial performance of the business.

© 2023 by the author(s). Distributed under a Creative Commons CC BY license.
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Environment, Society, and Governance (ESG) is an investment philosophy and evaluation
standard that derives from environmental protection, responsibility, and corporate governance
rather than financial focus. It arose from corporate social responsibility (CSR), and was initially
promoted by the voluntary movement of the public and non-profit organizations (Mar Miralles-
Quiros et al., 2019). An ESG (Refinitiv) performance and disclosure assessment system has been
steadily developed by Thomson Reuters. These assessments are usually performed by third-party
rating agencies (Wong et al., 2021). It represents the company's level of involvement and performance
in CSR activities. With increased regulatory enforcement and increased consumer awareness of
environmental and social issues, ESG has become an important indicator of market participation.
However, in previous studies, the relationship between ESG and firm performance presented
different evidence (Gillan et al, 2021), mainly focusing on the causes and effects of ESG (Xu et al, 2021;
Zhang et al, 2022). Studies on the mediating role of ESG in the relationship between independent
board members and financial performance are relatively limited.

Therefore, this study focuses on providing theoretical and empirical support for the influence of
independent board membership on financial performance under the mediation of three ESG
components (environmental pillar, social pillar, and governance pillar). Previous research has largely
ignored the mediating effects of ESG disclosure on the relationship between the independent
director's ratio and financial performance, which has become increasingly important in a period
where sustainability is the target of all businesses and countries around the world. This study
attempts to contribute further insights by empirically investigating the mediating effects of the 3 ESG
pillars on the relationship between board independence and the financial performance of the
company.

Our experimental part is based on a sample of data from 173 Taiwanese companies that
announced ESG from 2009 to 2021. We collect data from the Refinitiv Eikon data system designed by
the Thomson Reuters organization. The results indicate that companies with a high percentage of
independent directors have better financial performance. Furthermore, when viewed through the
theoretical lens of stakeholders, the findings indicate that the three environmental, social, and
governance pillars of the ESG between a mediating role in the relationship between the independent
board member and the company's financial performance.

The author's research implies some refinement. First, the author is only interested in companies
that have ESG disclosure because these companies are likely to be more sustainable than companies
that do not. Second, the author examines the independence of the board of directors from the
perspective of stakeholders and representatives to explain the impact of independent board members
on the financial performance of the company. Third, the study shows the mediating role of ESG's
three environmental, social, and governance pillars in relation to the company, thereby providing a
deeper insight into sustainable development approaches for the company. Finally, the results and
arguments of the study complement the academic contributions and encourage policymakers and
board businesses to determine the proportion of independent board members in a manner that
develops sustainably and improves the financial performance of the company.

The remainder of the research paper is organized as follows. Section 2 provides the theoretical
framework and hypothesis development. Section 3 describes the research methods, data, techniques,
and analysis in detail. Section 4 reports the research results, section 5 is the discussion, and finally,
section 6 is the conclusion.

2. Literature Review

2.1. Independent Board Member and ESG

Stakeholder theory indicates that independent board members can represent stakeholders and
will not be driven by interests within the organization (Kaymak & Bektas, 2017). In addition, the
independence of the board of directors discourages behaviors that are not socially beneficial (Naciti,
2019), and encourages companies to fulfill environmental and social responsibilities. According to
Foote et al. (2010), a company can succeed by practicing good governance principles and maintaining
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close relationships with society and the environment. Many previous studies have documented an
effective corporate governance mechanism (including an independent board of directors) that
encourages companies to engage in CSR practices and reporting (Cucari et al., 2018; Gallego- Alvarez
& Pucheta-Martinez, 2020; Jizi, 2017; Pucheta-Martinez & Gallego- Alvarez, 2019), thus, positively
affects CSR performance. Environmental, social, and governance scores have emerged as an
important pillar of CSR in developing sustainable strategies that affect the financial performance of
multinational companies (Eccles and Serafeim 2013). Consistent with the theory and previous studies,
we propose the following hypothesis:

H1a. Board independence is positively related to the environmental pillar

H1b. Board independence is positively related to the social pillar

H1c. Board independence is positively related to the governance pillar

2.2. Independent Board Member and Financial Performance

Eeckloo et al., (2004) indicate that the proportion of independent (non-executive) board members
in the board of directors plays an important role in corporate governance. Regulators, researchers,
and investors agree that increasing the number of independent directors on the board will objectively
monitor management while pursuing the best interests of shareholders (Brandes et al., 2022). Agency
theory suggests that the board of directors should include more independent directors to minimize
management opportunism and agency conflicts (Shaukat et al., 2016). Consistent with agency theory,
most governance rules also dictate that the board of directors should consist mostly of independent
directors who do not hold managerial roles within the organization and its subsidiaries (Eeckloo et
al, 2004). Fama & Jensen (1983) also believe that more independent board members will improve
the firm's oversight and reduce agency costs (Naciti, 2019). Empirical evidence on the effectiveness
of independent boards of directors is inconsistent. Some studies suggest that the more independent
boards are present, the more effective oversight can be (Core et al., 1999; Goranova et al., 2010;
Knyazeva et al., 2013; Liu et al., 2016; Nguyen & Nielsen, 2010; Souther, 2021). For example, Knyazeva
et al., (2013) suggest that there is a positive association between board independence and firm value.
Board independence can increase firm value when taking into account endogenous factors and
improve the accuracy of the firm value variable (Souther, 2021). Authors such as (Hamdan & Al
Mubarak, 2017; Kumar & Sivaramakrishnan, 2008; Singh & Gaur, 2009) find a negative relationship
between board independence and firm performance. Contrary to most assumptions about board
independence, firm value can actually decrease as board independence increases (Kumar &
Sivaramakrishnan, 2008). Board independence has a negative relationship with operating
performance (Singh & Gaur, 2009) as well as with return on assets and return on equity based on
accounting (Hamdan & Al Mubarak, 2017). However, other studies have not found evidence of a
relationship between board independence and firm performance (Dalton et al., 1998; Bhagat & Black,
2001; Hermalin & Weisbach), 1991; Yer-mack, 1996).

In general, most of the previous studies have relatively comprehensively studied the
independence of the board of directors. However, there is very little research on the relationship of
independent directors to the financial performance of firms. Among the documents that the author
found, only 7 documents study this relationship, only 3 documents show that the independence of
management activities has a negative relationship with the company's performance, and the
remaining 4 documents indicate no relationship. Therefore, to improve the missing research gap, the
author believes that companies with a high percentage of independent directors on the board of
directors will ensure the company's governance system works effectively, thereby improving the
quality of the board's decisions, helping them to save costs and improve financial performance better,
we develop the following hypothesis:
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H2. Independent Board Member is positively associated with financial performance.

2.3. The relationship between ESG practices and financial performance

ESG scores are classified as the added value of CSR practices in environmental, social, and
governance activities. Since Taiwan has different conditions than other countries in the world,
companies with high ESG levels require more investment. Therefore companies in Taiwan must
allocate significant financial resources to practice ESG and improve their own capacity to achieve
corporate efficiency. However, the costs associated with ESG enhancement are often not reflected in
the financial performance of the business, which may not be carried out in the most efficient manner;
it is not visible and the stakeholders of the company often do not really take it seriously.

According to Semenova and Hassel (2008), when an enterprise invests in ESG activities, it will
create additional costs, which will affect the financial performance of the business. For example,
excessive investments in reducing emissions or improving the use of natural resources (Rassier and
Earnhart 2010), and some companies use outdated production technology, leading to the cost of
switching to clean technologies being quite high. As a result, when these enterprises decide to invest
in environmental initiatives, they find their economic resources compromised and their performance
reduced because their environmental and social goals are not their primary goal (Duque-Grisales, E.,
& Aguilera-Caracuel, J. 2021).

In addition, high levels of corruption in countries (political scandals and information
manipulation) lead to a lack of trust among stakeholders in the corporate environment (Zhang et al.
2013), which forces businesses to invest more in corporate governance (e.g. hiring external auditors,
amending regulations or creating more independence for the board) to demonstrate legitimacy in
stakeholder questions (Reimann et al. 2012). In general, these initiatives are short-term and have high
costs that will affect the company's performance.

Fiaschi et al. (2017) indicate that while companies have made efforts to improve social issues,
they have not yet won the trust and loyalty of employees, consumers, and society. This can happen,
when companies lack legitimacy due to operating in countries with poor institutions and poor
reputations (Fiaschi et al. 2017). Therefore, the interests of enterprises are not recognized, as their
socially beneficial activities are little known to the general public (Vives 2012). These activities do not
attract stakeholders, do not improve the company's brand image, or provide incentives for companies
to participate in this field.

The ESG score of an enterprise is evaluated based on 3 components: environment, society, and
governance. Each of these sub-points has a relationship with the firm's FP, which is a subject of much
interest in the literature. Friede et al. (2015) showed that ESG is determined by several components,
each of which can have different relationships and effects on FP. But what aspect of this ESG score
affects its relationship with FP? There is no consistency in the actual impact of ESG on FP. Several
studies show that investing in ESG activities improves FP (Cahan et al 2015; Eccles et al 2014; Fatemi
et al 2015; Rodriguez-Fernandez 2016; Wang and Sarkis, 2017), researchers Other studies have found
negative effects (Branco and Rodrigues 2008; Brammer et al 2006; Lee et al 2009). For example, Lee et
al. (2009) found that investing in ESG worsens FP and suggested that this may indicate a lower cost
of equity for firms with high ESG scores. The third group of authors concluded that there was, in fact,
no association between ESG scores and FP (Galema et al. 2008; Statman 2006; Horvathova 2010).
Based on the above assertions, the author proposes the following hypotheses:

H3a: environmental pillar has an impact on financial performance

H3b: governance pillar has an impact on financial performance

H3c: social pillar has an impact on financial performance
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2.4. Mediating effects of ESG

Feng and Wu, (2021) point out that the risk of climate change is increasing, and the stakeholder
needs for sustainability and corporate social responsibility are also increasing, so ESG is essential to
businesses can improve their value. From the people's point of view, businesses with high ESG
efficiency will have the right perception of green and low-carbon production, helping to reduce
material consumption in the production or recycling process of used materials (Chouaibi et al., 2022).
In this case, people will be more inclined to support businesses that protect their living environment,
so the business value will increase in their eyes. Jun et al., (2022) believe that CSR programs can
promote intangible assets, attract potential customers, capture more market share, and create a good
social image.

By moving from shareholder-centered governance towards stakeholder-centric governance, the
interests of investors and non-investors are balanced, the level of risk is limited, and the firm's
intrinsic value is protected (Di Tommaso and Thornton, 2020). Stemming from investor (Gregory,
2022) indicates that ESG enables people to understand CSR performance and sustainability prospects,
which reduces ambiguity about the company's future. Focusing on ESG can attract investors and
innovation stakeholders that provide competitive advantages for businesses such as cost savings and
brand differentiation (Vadakkepatt et al., 2021)., which gives companies price and brand advantages.

Regarding corporate performance, Broadstock et al., (2021) recommend that ESG can improve a
firm's performance in management and reduce portfolio risk. Because ESG is a soft control
mechanism that influences risk-taking decisions in improving firm value by limiting undue risk.
Pedersen et al.,, (2021) argue that firms with better ESG performance are more likely to reduce
operational risks and are more likely to survive a crisis, which in turn protects reputations better. of
the company. Therefore, from a risk perspective, ESG ensures that the business value does not
collapse during the economic crisis, bringing life to the business. The lack of capital for business
development has the root cause of asymmetric information between investors and enterprises (Chen
and Yang, 2020). ESG has a significant impact on the cost of debt and reduces the cost of debt for the
firm (Abdi and Omri, 2020). Furthermore, Christensen et al., (2022) reveal that ESG increases with
higher volatility of returns and lower difficulty of obtaining external funding. Therefore, ESG will
protect and enhance the business value in terms of solvency and profitability. Moreover, ESG can
help the company to be valued higher and reduce the burden when the company is undervalued
(Bofinger et al., 2022). Through this amplification effect, ESG can more effectively deliver business
value. Together with the assumption of board membership independent of the ESG in section 2.1,
this leads to the author's fourth hypothesis about the mediating mechanism of ESG performance.

H4. Independent members of the board of directors can positively influence the financial performance of an
enterprise through the three pillars of ESG: the environmental pillar, the social pillar, and the governance pillar.

3. Methodology

3.1. The Refinitiv database

The author collects data from Refinitiv also known as Refinitiv Eikon designed by the Thomson
Reuters organization. The author chose Refinitiv because it is one of the most reliable international
databases in the world. It contains one of the most comprehensive ESG databases in the industry,
including over 450 different ESG indicators. This database is often used by researchers because it has
a clear and transparent calculation method for the data.

The authors used ten data parameters in this study detailed in Table 1. These data are
independent board members; environmental pillar points; social pillar points; governance pillar
points; boar size; total assets; market to book value; return on assets; return on equity; earnings per
share. The data collected for this study was based on the latest Refinitiv framework as of June 2023.
Refinitiv database (formerly Thomson Reuters) was used in previous research: banking sector
(Esteban- Sanchez et al., 2017; Gangi et al., 2019; Miralles-Quir os et al., 2019; Batae et al, 2021) or in
other fields (Utz, 2017; Chollet and Sandwidi, 2018; Dorfleitner et al, 2015).
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Table 1. Variables and their definitions.

Variables Abbreviation Explanation
Dependent variables
Expresses the profitability of total assets and is calculated as

Return on assets ROA net income after tax divided by total assets.
Represents the return on invested equity from an accounting
Return on equity ROE perspective and is calculated as net income after tax divided
by total equity.
Earnings per share EPS Calculated as a company's. profit divided by the outstanding
shares of its common stock.
Independent variable
Independent board IBM Percentage of independent board members as reported by the
members company.

Mediation variables
The weighted average relative rating of a company based on
Environment Pillar Score EnPS the reported environmental information and the resulting
three environmental category scores.
The weighted average relative rating of a company based on
Governance Pillar Score GPS the reported governance information and the resulting three
governance category scores.
The weighted average relative rating of a company based on
Social Pillar Score SPS the reported social information and the resulting four social
category scores.
Control variables
measured by logarithm of total assets (total assets are the
Logarithm of total assets LA representation of the worth of everything a person or
company owns).
This is defined as the market value of the ordinary (common)
Market to book value MBV equity divided by the balance sheet value of the ordinary
(common) equity in the company.
The total number of board members at the end of the fiscal
year.

Board size BS

3.2. Sample

Our dataset contains 173 different Taiwanese companies that have ESG reports on The Refinitiv
database between 2002 and 2022, however, when retrieving the data, most of the ESG data of the
companies for the period from 2002-2007 is not available (NA), further the year 2007-2008 took place
the global financial crisis so these years' data may not reflect the actual performance of the company.
To ensure the balance and completeness of data, the author chooses 2009-2021 as the longest possible
time period to perform data analysis (Data for 2022 has largely not been updated).

3.3. Statistical models and methods

Figure 1 shows the proposed model, including control variables to study the influence of
independent board members on financial performance, in which 3 dimensions of ESG play an
intermediary role. The equations of the models were estimated using the static panel data method
using the Stata 14 software. The results for the static panel came from the xtgls command. Panel data
often provide researchers with a large number of data points, increasing degrees of freedom and
reducing multicollinearity between the independent variables. The advantage of fixed and random
effects specifications is that they can control for unobserved heterogeneity without having to pinpoint
the source of that heterogeneity.


https://doi.org/10.20944/preprints202308.1542.v1

Preprints (www.preprints.org) | NOT PEER-REVIEWED | Posted: 22 August 2023 do0i:10.20944/preprints202308.1542.v1

- Lnassest
- Markettobookvalue
- -Board size
Environmental
Score
v
Independence board Social Score Financial Performance
> —_—
member (ROA,ROE,EPS)
A
Governance
Score

Figure 1. Research model.

The author uses a static panel data model for estimation after solving the problems of variable
variance and autocorrelation using feasible generalized least squares (FGLS) estimates. The Hausman
test is used to decide whether a fixed-effects or random-effects model is more appropriate.
Experiments show that the fixed effects model is the best estimate.

3.4. Control variables

The author controls for a number of variables that can affect the financial performance of a firm
such as firm size, market-to-book ratio, and board size. First, the author controls for firm size as
measured by the natural logarithm of total assets (Hasan et al., 2018; Benlemlih et al., 2018). The writer
expects a positive relationship between firm size and financial performance (Siueia et al,.2019).
Previous studies have shown that large companies perform better financially than they have better
management. Second, the author also controls for financial performance as measured by the market-
to-book (MTB) ratio. Lewellen (1999) argues that low-growth firms are characterized by low stock
prices and low market-to-book ratios. In addition, Bouslah et al (2013) consider companies with poor
growth prospects (low MTB) to be more susceptible to market volatility. As a result, the author
expects a positive relationship between financial performance and MTB. Finally, board size is
measured by the total number of board members at the end of the financial year. Previous evidence
suggests that firms with large boards will not achieve financial performance (Compton et al,.2019).
Therefore, a negative relationship is expected between board size and financial performance.

4. Results

Tables 2 and 3 have shown descriptive statistics and correlations of the variables in the research
model. The coefficients of the model are estimated using the static panel data method for the research
period 2009 to 2021.
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Variable Obs Mean Std. Dev. Min Max
ROA 2,046 6.205894 7.818644 -88.09 58.23
ROE 2,046 15.00965 148.6969 -888.35 6620.58
EPS 2,072 5.178219 13.66453 -82.925 210.698
IBM 1,667 26.54602 14.43207 0 80
EnPS 1,670 44.31274 27.4732 0 98.7
GPS 1,670 47.71417 23.88783 7 95.22
SPS 1,670 44.61356 28.91025 .15 97
LA 2,073 18.38158 1.708222 12.52441 23.16735
MBV 2,069 2.023958 1.909692 -4.26 24.31
BS 1,670 10.32455 3.512376 1 28
Source: Authors’calculation.
Table 3. Correlation Matrix.
Variable ROA ROE EP IBM EnPS GPS SPS LA MBV BS

ROA  1.0000

ROE 0.1526***  1.0000

EPS  0.4979** 0.0507**  1.0000

IBM  0.0678*** 0.0665*** 0.0283 1.0000

EnPS -0.1060*** -0.0712*** -0.0980*** 0.3439*** 1.0000

GPS -0.1054*** -0.0242 -0.0677*** 0.3571*** 0.5078*** 1.0000

SPS -0.0683*** -0.0250 -0.0238 0.3804*** (0.8191*** 0.5406*** 1.0000

LA  -0.3045*** -0.0388* -0.0198 0.0501** 0.3852*** (.3425*** 0.3990 ***  1.0000

MBV  0.4956*** 0.2853*** 0.2960***  0.0307 -0.0481* -0.0222 -0.0618** -0.3011*** 1.0000

BS  -0.1799*** -0.0871*** -0.1105*** -0.2056*** 0.1382*** 0.0163 0.0698*** 0.3810*** -0.1060*** 1.0000

Note: The Pearson correlation coefficients are presented. ***,** and * denote statistical significance at 1,5 and 10%

levels, respectively. Source: Authors’calculation.

The results show that the percentage of independent board members has an impact on the three
pillars of the ESG score and on the financial performance variables (Table 4). In which, environmental,
governance, and social pillars are dependent variables in model 1, model 2, and model 3, respectively.
Financial performance variables such as ROA, ROE, and EPS are dependent variables, respectively
in the model from 4 to 9. The role of the bridge between the independent variable and the dependent
variable of the 3 ESG pillars is also shown very clearly in models 7, 8, and 9.

Table 4. Mediation Results.

EnPS GPS SPS ROA ROE EPS ROA ROE EPS
Model1l Model2 Model3 Model4 Model5 Model6 Model 7 Model 8 Model 9
Coef. (se) Coef. (se) Coef. (se) Coef. (se) Coef. (se) Coef. (se) Coef. (se) Coef. (se) Coef. (se)
Independent Variable
IBM .208%** .366%** 2627%%* 0171%** .059%** .031%**
(.022) (.019) (.027) (.003) (.006) (.004)
Mediation Variables
EnPS 013 % 054 -, 022%** -.012%** -072%% - 025%**
(.003) (.007) (.004) (.003) (.006) (.004)
GPS -013%* - 033 - 012%** -.017%** -.045%* - 014
(.002) (.004) (.003) (.002) (.004) (.003)
SPS .020%** .036%** .024%** .018*** .051%** .024%**
(.002) (.006) (.003) (.002) (.005) (.003)
Control Variables
LA -.665%** .872%** .584%** -.651%** 757%** A8T***
(.066) (.095) (.076) (.063) (.110) (.069)
MBV 1.356***  3.131**  1.791*** 1.412%** 3.004***  1.859***
(.066) (.116) (.076) (.061) (.113) (.075)
BS =094 _266%**  -208*** -.082%** -245%%  _D14%*
(.020) (.032) (.023) (.019) (.034) (.022)
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38.869*** 38.454*** 40.048*** 16.490*** -5972*%** -7911**  15905**  -4.483**  -6.443***
(1.006) (.838) (1.200) (1.141) (1.763) (1.335) (1.082) (2.108) (1.198)
Hausman chi2 14.13*** 1.88 11.21%%*  33.72%*  39.74***  73.37*** 29.74%** 34.35%**  159.77***
Modified Wald (He)
chi2
Breusch and Pagan
Lagrangian
multiplier(he)
chibar2
Wooldridge (AR1)F 481219 140990  667.541 14.978 84.035 11.581 14.941 83.585 11.551
Observation/subject 1,656/162 1,656/162 1,656/162 1,568 /156 1,580 /156 1,580 /156 1,564/155 1,576/155 1,576/155
Wald chi2 83.67**  347.68**  93.31*** 1201.60 *** 1913.91*** 703.13***  1531.44** 8698.49*** 873.37***

Note: The Pearson correlation coefficients are presented. ***,** and * denote statistical significance at 1,5 and 10%

Constant

3.9e+33*** 2.2e+317* 8.9e+34*** 1.2e+35*** 1.4e+35"** 9.7e+34*** 5.3e+34™* 4.6e+34***

3196.83***

levels, respectively. Source: Authors’calculation.

First of all, the author presents the results of the main effect of the independent variable to test
hypotheses Hla, H1b, H1C, and H2. Then, the author presents the impact of the three environmental,
governance, and social pillars related to hypothesis H3a, H3b, and H3c. Finally, the author analyzes
the mediating role related to hypotheses H4c.

Table 4 shows us that the coefficient of the independent board member variable (IBM) is
statistically significant, showing a positive impact on the environmental pillar, governance pillar, and
social pillar score, and financial performance of the business. Therefore, we can confirm the
hypothesis Hla, H1b, Hlc and H2, consistent with previous studies that correspond to the hypothesis
H1la, H1b and Hlc (Cucari et al., 2018; Gallego- Alvarez & Pucheta-Martinez, 2020; Jizi, 2017; Pucheta-
Martinez & Gallego- Alvarez, 2019) ) and H2 is (Pucheta-Mar-tinez & Gallego-Alvarez, 2020; Wahid,
2019). The higher the proportion of independent members on the board of directors, the higher will
help the company performs the function of monitoring and organizing to exercise control over the
management in a better way. This will increase ESG practices in the business, which will help
businesses reduce risks in the long term, promote innovation and improve efficiency in sustainable
and cost-effective operations, strengthen their reputable brand, and attract loyal customers.

Regarding the influence of the three pillars of environment, governance, and society on the
financial performance of the enterprise, the coefficients are statistically significant, but only the
coefficient of the social pillar has a positive coefficient and the other two coefficients have negative
coefficients. This helps us to confirm the hypothesis H3a, H3b and H3c consistent with previous
studies (Wang and Sarkis, 2017; Lee et al 2009). The results show that the practice of ESG standards
in enterprises has an impact on the financial performance of enterprises.

Models 1, 2, and 3 show the regression results of the board member variable for 3 pillars,
environmental, governance, and social (intermediate variables of the model). Models 4, 5, and 6 show
the impact of 3 pillars of ESG with financial performance variables ROA, ROE, and EPS. Finally,
models 7, 8, and 9 show the regression results of the combined impact of IBM, EnPS, GPS, LA, MBV,
and BS on the financial performance of the business. The results of these 1, 2 and 3 regression models
show that the coefficients of the IBM variable are quite positive, respectively 31=0.208, 32=0.366, and
[33=0.262, respectively. However, compared with the coefficients of IBM in models 7 (37=0.011), 8
(B8=0.059) and 9 ($9=0.031) it has been weakened. Therefore, when the impact of the 3 pillars of ESG
on the model, the influence of IBM on ROA, ROE, and EPS is reduced, indicating that the performance
of the 3 pillars (environment, governance, and society) plays a role part of the relationship between
IBM and financial performance, which corroborates hypothesis H4.

5. Discussion

5.1. Academic Implications

This study has the following implications. The findings of this study focus on companies that
report on the environmental pillar, social pillar, and governance pillar of Taiwanese companies,
implying that the independent board member has an important role in corporate governance Eeckloo
et al., (2004). Because the author's study only focuses on Taiwanese ESG reporting companies, it is
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questionable whether this holds true for Taiwanese ESG non-reporting companies. And the role of
the independent director must be true for other countries or regions in the world. The implication is
that scientists can do more research on the independent member of the board because it is really
important. In addition, it is necessary to be more specific because previous empirical studies have
shown that there are divergent results between the proportion of independent board members and
CSR practices and financial performance, which is a positive relationship, a negative relationship,
and no relationship at all. So what percentage of independent directors on the board is good, to what
extent has a negative impact, has a positive impact, and is not related to corporate social responsibility
practices and financial performance? This is a problem that needs to be studied more deeply by
scientists.

5.2. Practical Implication

For the company, the independent director is always an indispensable part. So how to make use
of it is a very important thing in corporate governance. The independent director can be said to be a
double-edged sword for the development of the company. It can help the company to grow quickly
and sustainably because it increases the monitoring capacity of the company (Knyazeva et al., 2013;
Liu et al.,, 2016; Nguyen & Nielsen, 2010; Souther, 2021), reduces agency costs (Naciti, 2019) and
improve corporate governance (Aboody and Lev 2000; Johnson and Greening 1999; Fombrun and
Shanley 1990). Also, independent directors can improve CSR practices in enterprises (Cucari et al.,
2018; Gallego- Alvarez & Pucheta-Martinez, 2020; Jizi, 2017; Pucheta-Martinez & Gallego- Alvarez,
2019) and bring in significant external resources, such as external networking, expertise, and political
connections (e.g. Carpenter and Westphal 2001; Hillman et al. 2009). This helps to improve the
reputation and trust of the public and the state of the company.

However, the independent director, if used improperly, can waste resources and have negative
effects on the business. Kumar & Sivaramakrishnan, (2008) say that increased board independence
can reduce the value of the company. Pathan and Faff (2013) also find evidence against board
independence, reporting that small boards and in-house directors perform better in US banks' parent
companies. In addition, it has a negative relationship with firm performance (Singh & Gaur, 2009),
and ROA and ROE (Hamdan & Al Mubarak, 2017).

5.3. Government Policy Implication

The important role of board independence has been proven. A question arises, what the state
and managers will have to do to maximize the role of the company's independent director? There are
up to set some standards, regulations, or standards for members who can become independent
directors of the company. For example, the independent director of an enterprise has at least one
person from a government agency, or these people may be people with good reputations in society
or these people must have how specific expertise, to help businesses while helping the government
and society. It is a difficult question for regulators, but much of this will bring positive effects to a
country if it is studied carefully and properly.

5.4. Limitations and Future Recommendations

This study may also have some limitations. First, it is likely that I have overlooked a few aspects
that, according to previous experimental and theoretical research, could change a firm's performance.
Second, in this study, we only consider companies that report Taiwan's ESG on the Refinitiv data
system. In the future, other studies can be extended to companies in major economies around the
world, to make the study more generalizable. Finally, we only use ROA, ROE, and EPS as metrics for
financial performance, which leads to limitations for the study of non-publicly traded companies. In
further studies, the researchers may use a more diverse approach to data analysis, to investigate how
independent board members interact with ESG and financial performance.

In addition, the author identifies potential future research directions. First, we only focused on
ESG reporting companies in Taiwan, this study may in the future examine other board compositions
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under ESG regulation in relation to financial performance, and in the broader world economy.
Because similar findings may be true for one country, but not for another. In addition, we also
recommend that it is possible to further study the dimensions that make up the environmental pillar,
the social pillar, and the governance pillar, in order to identify more accurately and specifically each
factor that is related to financial performance.

6. Conclusion

The author investigates the relationship between board membership ratio and corporate
financial performance, as well as the impact of the three ESG pillars on this process. We examine the
role of independent board members in affecting corporate financial performance using a sample of
Taiwanese firms currently reporting ESG from 2009 to 2020. Based on agency theory and related party
theory, the author shows that independent board members have a significant influence on the
financial performance of the business. We discover a positive and meaningful relationship between
independent board membership and financial performance. It shows that the board of directors,
especially the independent board of directors, has a positive impact on corporate performance
(Aggarwal et al., 2019). A panel consisting of more independent members has more cognitive abilities
thus making better decisions (Adams et al., 2015). It is also believed that more independent members
of the board of directors will improve corporate oversight and reduce agency costs (Naciti, 2019).
This will improve the financial performance of the company. In addition, ESG disclosure has a
moderating and partial effect on the relationship between Independent Directors Ratio and financial
performance.
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