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About the Journal

A Dbi-annual peer-reviewed scientific journal published by the Arab Planning
Institute, dedicated to publishing theoretical and empirical research in the field of
economics and economic development policies. Alongside scholarly contributions,
it encompasses book reviews, seminar and conference proceedings, and events
pertinent to the field.
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Goals

» The Journal specializes in studies related to development issues and economic
policies, particularly in Arab countries.

* Providing policymakers and researchers with cutting-edge research findings
and recommendations in the fields of development and economics.

" (Creating a constructive scientific dialogue between stakeholders involved in
economic policy-making in the Arab world.




Publication Guidelines

= The journal publishes original research and studies

in Arabic and English that have not been previously

published or submitted for publication in other
journals or periodicals.

Submissions should not exceed 30 pages or 10,000

words, including figures, illustrations, tables,

references, and appendices.

Reviews of books,

reports and seminar and conference proceedings

should be limited to 10 pages, focusing on recently

published works by known publishers.

Manuscripts should be sent to the Editor at:

- https://www.arab-api.org/JournalEn.aspx

- or to jodep@api.org.kw

Manuscript preparation guidelines:

- Margins of 2.5 cm on all sides.

- Research Tittle should be enclosed in quotation
marks (i.e “Title”) and formatted in font size 16 in
bold, accurately reflecting the content.

- Arabic texts in font size 12 (Simplified Arabic) and
English texts in font size 10 (Times New Roman).

- Each submission must include two abstracts in
Arabic and English, not exceeding 300 words,
alongside the researcher(s)’ name, email address,
and current position.

- The journal uses the American Psychological
Association (APA) reference system.

- References should be consistent with accurate in-
text numbered references (using  Cross-
referencing).

- Six key words related to the research, placed below
the respective abstracts.

- Inclusion of at least 3 classifications based on the

American Economic Classifications.

Peer Review Process:

- A two-stage blind review process is employed:

- Internal blind review to ensure compliance with
journal requirements, with authors notified within a
week.

- External blind review by two referees. Authors
receive a response within a month. In cases where
one reviewer accepts and another rejects the
research, a third reviewer makes the final
determination.

Disclaimer: The opinions presented in research
papers solely reflect those of the authors and do not
necessarily represent the views of the journal or the
Arab Planning Institute.
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The Impact of Traditional Energy Subsidy on Environmental Quality:
An Empirical Study

Shaimaa A. Hanafy
Abstract

In light of international agreements concerned with climate change, many countries have committed to reducing
greenhouse gas emissions (GHGs), which are considered the main cause of climate change. The energy sector has
the largest share in these emissions. Therefore, the current study aims to estimate the impact of traditional energy
subsidies (Fossil Fuel) on environmental quality, in addition to related variables that include: economic growth,
renewable energy and globalization. It is based on employing an econometric model of panel data for countries
that subsidize traditional energy during the time period (2010-2022) using the Generalized Method of Moments
(GMM). It relies on the volume of carbon dioxide gases (CO2) as an indicator of environmental deterioration. The
estimation results show that all variables have a statistically significant effect on environmental deterioration. Also,
the results reveals the positive impact of increasing the contribution of renewable energy on environmental quality,
while increasing economic growth, globalization and subsidies for traditional energy lead to a boost in emissions
of CO2 emissions, which negatively affects the environmental quality.This highlights the importance of carrying
out reforms through gradual reduction in preparation for removing traditional energy subsidies, in order to reduce
greenhouse gas emissions and shifting towards increasing the contribution of renewable energy and rationalizing
energy consumption in various sectors.
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VESYSONQECIPV: PV NORIyWE N (F P30 I RY-F= PN PYPU-E 5 (Wi (i B B-ri QR ol
aaty .(Al=Malki et al., 2024) 3y gelt afddein JddSy pruadl adleas (oladil B liaiell
(Sl gag Obaa¥Wl LB awly Blad e Tead! 3agag nelaall G Ialeliomal) BMal CuiBgh
S 59 i) 53929 Uned galt (ot Bactomalt Bl 5Ly £ Lot (o1 Slaut ol Sl @ALD S g5
hadl W9 . JaBl e Bgyls I (5355 lelEnialt aalalBY Aala¥W) Gl Gle Jo¥1 LN
9a3 Bl nad galt GEmnali ¢ HLTLIY ¢ o oY kSl JALAY sias (natsall (i 5,500 Aie Y 100
Zhao et al., ) HLEaiW1g L o giaridl 1) J guo gl Sy ¢ Jual o) (po 33 3] (a1 LB
.(2022; Alola and Adebayo, 2023

(ARIAY (e dadalt B Mgl Babiyd Hdae nadgall G 5@ AL HLCY Ll
Song et al., ) gt bt 31 S5 Sliladl 330139 neridall 351 gall L83 suuae LILLYg
ot galt ST a3 (Nguyen et al., 2024) Jwtys Sgxdt U89 .(2022; Rao et al., 2023
Iodig ( B! el o oW gl plAdeiulyg Prtalig hediiie ad9s 115 suat lcedt 5aga Sle
oW ) ndagiatty LOAM el 5l i) B OHlai¥Y e Losloeat (Sl ral galt G M L)
«(high quantiles) Ldalt jncesadt 7 st 8 Liodu zuan »ald <2t ((and middle quantiles
-3l (93,50 sl 30 5LE aa)ed le sl Sty

(Lv and Xu, 2018) »l8 (2012-1970 3,ialt JM& ails jalgs 15 Clads Tawlyd (539
Sl Ll paldy .5s3,5al duusal B 5e Olilad) ol aslai@¥1 Jrelsall ,a1 (sl
38 Olila il (Sladdl LI aslaiBW Juad galt 8 %1 Jowuis 33133 (5355 « Jastall (sutall e 431 N
ouald Cduo gl (Farooq et al., 2022) 3 falilas Jawlys 589 -%0.12 Jrwies G99, dwwssl AU
Syiatt IS 9a 180 L2 (aarsalt sl LD 5e Olilad! le (netsalt Al Glin mali
Zafar ) 5 &l 126 ole Aol Ll et 2 oM G 58 agud nal galt 5 O 56k519 ¢ 2016-1980
-1990 3,5t IS Prracity (S aLaiBW Golaidt raliie J93 8 it Syl Ce ¢(et al., 2019
Obladt (aas Gaslo (o el 335 Glduon tLelt glaitly Jnal galt o (o Ll Oy 2014
LY YYC= X (QEUP= i L R {FS
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(i slesls

Jiang and Lin, ) jawlys @3l Oyl 438 paddEd A3l acs »mOLL (albes Lady
dusal I 3 Obladl (abs L8 Judelay agurw nygasdt Bl acs (aas o (2014
Letbaw (31 AY G 9€mw 431 WY (GGl BN Gle cdlall (323 le 0,005 IS Ho (92,5
ALdE JBlal ae s (abs Olubuw o ol g G 3ygmd (Sl Sl ((GaLaiBY gl Llo
3yigelt Afieiuly Al wEalgiuel! Aalideel! AslaB¥! Olelladll Jeald jrudggad OLJT
RRYYVER (Ro [ X (P VSRSV PRT SUr P I i RV (X {

2o Oluliw G h8Mal b N (Arzaghi - and Squalli, 2023) jaulys Cdds A8
5piatt g STIRPAT ziged afdeiuly (9s 139 L2 Jucecdt OllaaWig (aaygas Y (Bl
e Tl UG Blal (a0 po Las s Zied (1 J9udt i Ll S iy -2015-1998 Jaia 33
GO 2D (0585 A J9ltl Ashde % 11.4 9oy 5l Slel Ty (6o ot (ulion W1 D318 SLac
Belafn fuucliy el BN el oyl (ah5d) Com yiB1 Lo (Jraul G 3Ll le
ook S SBlad) e dotly aalaied) aceed! BIAa¥! L1 Jawsll ABLal Cilel il
NG

Tl y Sl Oualie ! Soos (rgaldie ZaL0 I (Antimiani et al., 2023) Jawlya Cduo g9
J9-a Pl Zalall aes aasg slal) e (b ledt Ealld Jdxd alall 531601 Z3sed e
Ae3 jAas Llo Jead il dalg o B OLAT Gadal (needl e Sdsal By .52959%1 AW
Buigy Badaialt Bl Ol gl giEnl aed 1 adled! 3yl gell dus gl 3alely vagygas N1 ABLS
Wu, et al., ) Jawlys An539 aieed! 339 Suuiy G93,5ad) (ahding aldiue Slaidl 11 Jow sl
T 9l gl pad (99,8 Brgw (B ofgw Sty (Badxiel! AL asdlt dia gl Tnred e (2021
Bl = gl flear! (o lgouald Bals) o2 agus Lo

MBlal s Guo ABall Cdold S skt OLaa¥i e (i Jawlyddt Caliddy
Olike e Paadal JBlall acd ,30 ;addT L8 slele Wl ol (Bl .cdiga AOMD LB e 53929
e il y ol G Z3ged) ey ¢LAL Jaduddi GBlal Lees dagd 1 Joult lea!
e ABe Oifing et Baga e »OL 8 Laga frmdliie mCiay (2019 Bactoxilel! (BUAN Jradluse
energy ) ilall Jeaidl (nilsowl e 35 o Tl dadl (Blall dasell acdtly 3,dle
J9ll 59, sl A S8 Slblad! (il (BID L3adxtiel! (WBlkall g3 (transition
sl I HLe OOLaGY ellalt Tlaa ¥ 5o %61.7 g2 raal 3y a7 3 gaidly rkadalall
eeido gl Oilad el e Jodt Sl nBlalt Slubuw 3355 5 Adla Ge 1289 <2022 alat g9,

23




il o3 skl 3352 AS Al (ABMIaN o3 3

wied! 3390 e ABlal acs A ,9dET (SN Hgomalt

ne gazmal el B39 ohe Tt BN 3 0 ol M ) B

10 Gudion S (589 -2022-2010 Jria? 3Zalt IS g dGil Bl Lea s dae g3 01 Joulld

(36) Loscte ALy Jruat sl Jome Jolt st gl Sl uwli 7 3gad parddS e Slaie Wl a3 Bugh
2(2022-2010) prcia 3 3 alt JMS (adga

P20 93 ulsal T 39001 Lgbadins 019 gt G ABUAL Lacs s oy 93 X1 J9ul ey
39 95N ( Licogl 950 ¢ (519 8 ¢ Lia 9 ¢ (o ¢ Gylamny D1 ¢ g2l ¢ 5 3o (LadiTg JABLall 5ytiae
(kad (Glee (Lm0 (Lajadle ¢ Leed (CaSadt ¢ Gl S ¢ G ¢ Bt pal! ¢ Luuwd g ¢ BLS ¢ galxd
b J939 ¢ (Buomialt Juepalt Siiple¥1 ¢ Gliuilesm ,3 ¢ L ydi Logian (Taadgauad! (I aloei¥W Lewgy
A (HliuEaly (EouwuEaall (gl (uas (uall (M ( Sliomy¥1) ABlall 53)9%we
(At ¢ Liuusmn g LN pmgi

Generalized Method of Moments Jieexall sgjal! hdaske le 7 gt ;dal dalingg
¥ Coon el od slall SBLA 7 led 5l Jreddeiiuad! (3 kalt 3,1 Jiad 19 (GMM)
(o2 Inkedallelt 13 yaalt (e Le NS asliicl B OLS Juyalall 6 rdualt Olagpall (nishe 2505
bt O ddline @M1 Jaaasalt OBl (raenell agiall e el Leiy .Z3ged
Lol il o8 GMM iy bo Jncedl Jlaliy (nduciag 33omie ml Olydle die it Lo (Jrcial!
z 1539 «(endogeneity) (st dsndie ozt (instrumental variables) 3ue luelt Of pidied!
niSowelodt) OadMatt w3 (lagged dependent variables) bt Of jdiell olashi Of S
saSs Of paddld sexel! agiall Raib Ge zida (13 e 39dle .(dynamic relationships)
AN bLay¥y (heteroskedasticity) alcdt @MU g9 2 (robust estimates)
.(Arellano and Bover, 1995; Blundell and Bond, 1998) (autocorrelation)

3G L Sct slaadt (B T 331 Dl y Y b @Y1 7 39001 Ut Slae JaTS Bledt 100 B
LCOzit = f( LGDP ;;,GLOB ;; ,ENGSUB ;;, RENENG ;;) (D
LCOZit = a+ B]_LGDPL'L» + BzGLOB it + ‘83ENGSUBlt + B4_RENENGLLL + & it (2)
OBLe sz et LCO2 (fiay S (7390l Iiadialt Ol jmdiadt (2) Jod> gy
Amalt T Go 3,8l Cowad fawgie M LGDP g (Gb sbesally (s0,Salt duusal AL
(LCO2 O pdialt gl o3 il I 55LaM yoeedy ,¥Woully 2017 Soldh HlawdL Hla
90 Pt S Bautoxlalt ABikal) o Mgiul siie RENENG (fiagg ntaiayle ot 559w (11 «LGDP
A3lall ALt Mg Tlat e

24




i sleyd

$9) 13890 ¢ AaTBM (¢ s gudt KOF g 0ygka S rat galt ydial yilid GLOB Li5e Lo
120 Asdly {3 LaBY Jrat gatt iauudyy Slash AN Jadiag - J9ult! (ot ratladt Jas i (S gouue J g
Lty Dol OAEBLY Jaduag -39t ;e J19a%1 (ugdyg Olediedly aludt 38T dad
23 GOl 1D (puniGy Tree Lol W1 et gt . Crbauuiontt 3aukaie Cilm pLidt 3 99n 99 plilbiadt (i N
Olatlsaalt Jio Oipdise Jadug -Oldbd! alide L2 LAY G0 oelaa¥l Jelailly Jolsal
Gbe dadt 100 ac@y (bt Jrad gall @i SN LA g 5 pxgltg vaosbuudty pad 9udl Jaalitgl
(O ylawt dde Je Jolge HhGe Wl LB jhhelt 108 Jly - J9uh (o kit Golailly (s ylinalt
Akt Bals Oliay B Jol J523%W19 (ad gl Oilalaialt (8 Ursmylinalty

Y93 Hadatls (Podaih ABIaM) gy 258401 e WSkt acs ENGSUB (fiay (,siy

35850 addell acdll HUdS Mg daddl Bl JJlsmy Sbike IS Ge dde Jowaxt! adg
ATy o LSt U6 OIS el ety 9f 5 pile (9Snlginal) ASalgiun S (552N
(ol Co Mg aed 3Gl Lo g, Zgial! 909 ( saud 558 Tgio Sl 128 B
Glodi Juax e slauly Gssalgiuell lgadly S gl Solgiuall Hlaul Jawgie meiell 110
Sty Al SV saw G (yall (Ol sawdl Ggoed ayaliy L 3laM Tulelnt (ralsay

2ol
L6301 5 3cng bl & gl Ol e g3 1(2) 435 Jyr
sadiel) Ol yluae 2adilelt yulid 3y il Layyald dlel) 3952
Pal el Ofpdide
(ot Sidt) o o Al A SIS sz Lo LCO2
(World Bank :World T RETE L
Development Indicators, 2025)
Faladll el Oiydige N e 2y aad g
(¢t ) P slaurty) | B 00 AT el awsie
(World Bank :World Q017 gty | 2R I3 “"L‘:""{(‘MW: rabe
Development Indicators, 2025) i
Al Daaiddt O pdie e
(F9-1 i) Aot 5o %) R i
World Bank Wi (P! SN 3adaxriel! Bl S Mgt RENENG
(World Bank :World (PBLLalt
Development Indicators, 2025)
KOF Swiss Economic Institute . S 0 yliga) (nad gal KOF)-::@‘
(KOF, 2024) index uld a3, bty S3LaBY dadl el GLOB
’ (ot gall oladin ¥y
PRl fed gt (LS ol Laudry) s¥93 Ggulally .
1o 2024 Sla¥l) 5 ’(i T | saa ¥ agiel Gle Bl ess ENGSUB
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il o3 skl 3352 AS Al (ABMIaN o3 3

Cigtas SO le ubEl T 39e 3uudS Al
ouwilxdg Cross—Sectional Dependence jialadal! SULedl adMaiul jo Gaseidt (Wi
OBLedt L a3 S0 el Ll jsedt (e 4l 01 lad (Slopes homogeneity iixi¥t Cdlelas
Cross— Jualadelt SBLo AdMETwl ade G I et Sl &5 (panel data Jud ghaty
91 Pl 000 Ly -\ jEn Ly (Jilay Fesiduals 31941 ;3 Sectional Dependence (CSD)
lgany ol O LaTBYY chalial Eopom ¢ vyl 3ie St Inknt] i Uneat s i Pnesld v MU aute
(rilEnatt O B (T aLilal) Oleckially (gasm yidialt Ol L Jlad) of -Ldle da )Ty aad
O Tl 596l Delladist (o cjn (Bagiopell il nialadall OligSaally (aamslll Jolgally
SBLed WGl ade 3939 (o Gasel) Uay adglall OLLd! SB3193 2 Tnmladall SLd
S LA SLAS B delud 3f (udslall Oiked! e B naul (riubugald Sslast Jualadal!
OLLed) Al ade ncEs gllad (Sald I AALSNL AL ol Jo¥ Jextl (e S gll
LSl SHLAS Jaadyl Gedal a3 U89 .1gd ol pelt il W1 OLABLLT g Of juoef Jaialadelt
old 3929 sde (HO) Jasa@lt fuud yalt (151,581 ae (ualadall OUL) (dMEul ade 39209 (0
LealaZe falaio! pglal Jlold) (8 5 1 O pmiiiall gosadr OL8¢(3) Joutomtt gL Ladg o citt

-(Pesaran, 2021) %1 g e ndlas) AW po Lged Mol ade g

Jazs Les (ralidealt Joull Pvawmiealt G39¥1 Al (oaladalt OlLedt Oliky Jdxd g
Odlelae OBMIS) jaxd sddeiuy -SIOPES,idi¥ Sdlelas 2 OLLAN dleim Grgmalt (e
2585 sl HLAS Y 128 taliay .(Pesaran and Yamagata, 2008) déluw g1 LAY a3
a5 (Blomquist and Westerlund, Dec. 2013) Jgdt gran ste taoea sadl ol tod¥t Odlolae
Ade Uad Les (h] Golwe e Lolas! 13 P o o 31 (4) Jodatt B Tomdgelt galiidt
. Not homogenous yf e CMelae (yudloxd

Cross-Section Dependence yLisi :(3) o3y Jouto

Null hypothesis: No cross—section dependence (correlation)
Breusch—-Pagan Pesaran scaled Bias—corrected

LM LM scaled LM Pesaran CD
LCO2 3411.767*** 78.36739%** 76.86739%** 30.13215%**
LGDP 3249.516*** 73.79651 *** 72.29651 *** 14.27181***
GLOB 2520.006*** 53.24489*** 51.74489*** 15.42061***
ENGSUB 3469.303*** 79.98830*** 78.48830* ** 51.17174***
RENENG NA NA NA 3.968***

26




Slope homogeneity sLcis! :(4) a8y Joubn

HO: slope coefficients are homogenous

Delta p-value
Delta 8.858 0.000
Delta .q;. 12.528 0.000

Jowoall ( b Gl 7 3gadl B Iadaiial) O pdiall (rd glalt SBLA G 9Souw (o Ganidt (Lol
Wooldridge, ) jduy adibas M1 SiHLas M oy 31 ABLSYL A8l el 5ydae Olalre I
950w g1 Bl gl amd ol (€39l (30 ¢ ubiall LB & 3ged) jadET Ja (2013
Al o Lidy dB AN a0 e ¥ Claed Liygmd 108 dang O pmdkell SBLLY Judla
=g (Granger and Newbold, Jul. 1974) Jusalu & 9i 580w pd ndie) Dl Ol ydlie
e 31 Jahadt sl 3o Bamilt Jad ghalt SELed! o o1 yitae S LGS addeia (£t il
it SHLAs i aybiiels CIPS Jud ghatt SBLEAY S oh ys HLCS 1) ALY 43 Lidg
Al aday aall G S glalt SBLed) Wl 8 addiud i) LI Juoett (o Sl
¢ LGDP (LCO2 & pstalt i I (5) Jouta mLG g .(IM et al., 2003) Jakazaelt Lgiliba
{ayalt Al dag PiSalu O pdio 631 g1 19N s sl (30 Talel&nio GLOB ¢ ENGSUB ¢ RENENG
-t Jo¥!

CIPS 3uim s 50 5Ll 2(5) 435 Jouka

level 1% difference 2™ difference
Constant Constant constant Constant constant Constant
&trend &trend &trend

LCO2 -1.648 -2.062 =2.627 *** -2.578* —-3.595%** =3.414%**
LGDP =2.37]*** -2.237 =2.750%** -2.627 * -3.640%** —3.528%**
GLOB -1.925 -2.189 -3.256%** -3.280*** [ -4.596%** —-4.530%**
ENGSUB -1.593 -1.893 =2.569% ** -2.399 —3.492%** -3.419%**
RENENG -0.872 -1.705 =2.424% %= -2.618** -3.602%** -3.660***

%1 (raginn Souuad i *** 9 %S ntgine Souuad s ** 9 %10 (ragine Sgmal sl *
o e Jelsal BMe 3939 (o LSl LB g Limy U L Bgkadett (el ¢ UL
(Al pils Ol piln iy AiEml o At gl 3929 (il 019 (nkedalel! Ol pudilad) (i
SIS Dol Sy O sdiall o Lo Jo 1 Talaglo (hBMal (e 5o (e 601 0000 (9&iy
T 39— Ol piilia (e o W nLyglog oo 1 5y tiad (A BMal| k5 e ptal Ly S pidinalt
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Gaxi daugy Westerlund test jLds le Jawtydt Odedely .(Engle and Granger, 1987
Ol SHLAS 5o day LAY 1089 (O pm@ied! G0 Eoyiie JelEsld A3Me 3939 50
3939 ade o HLAS NI 1AgT Ladall (3 ,all (aig ¢ AL et (o ad glatt DL <o il
.(Westerlund and Edgerton, Dec. 2007) z3gaidly O pmdiiad) (ot S mids Jolsad W3
Goiuue e Sty O pdiall u S yidie JAlES R3S 939 ecir (6) Jouka EILES LAy

Solpagine
oyl ettt Westerlund Lot +(6) o35 Joda
Null Hypothesis: No cointegration
Statistic P-value
Variance ratio 3.3538 0.0004

et (o glalt GULed! 5ddd Ziled le slaie¥! 8 5,3 W Gakaidt Jlaliy
nah sldiiuly 7 hgedt Olalae jaudl (7) Joua zalh Ouedg .Dynamic Panel data models
X |t [PNV-Y (i (PR E S P-FE7) .Generalized Method of Moments jreazad! ag3all

T Agedt paudd mAlh (7) 485 oo

P -value t - statistic u:::f:i‘c)i:r:\t‘a O piiiiadt
0.0000 23.60083 0.419364 LCO2(-1)
0.0000 14.74013 0.263917 LGDP
0.0000 14.78282 0.015752 GLOB
0.0000 6.326706 1.84E-06 ENGSUB
0.0000 -22.78677 -0.021206 RENENG

Arellano —Bond serial correlation test (AR(2))

0.252998 m-statistics
0.8003 P-value
Hansen-J test (AR(2))
33.37470 J-statistic
0.352536 P-value

sl A0 SIS e 3aL) e (GILaTBY gaidl B £ LaSy¥I 31 I ZILEN oy
Bausiall b 35 % gmin GHlaa M lmall ZLI 3o 5801 Conal Tawgio £ Laiyld .09 ,5dl
olxIW ae Gl S5 (32709 -%0.39 Ty 93,50 sl A DL e B 3303 (T
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(i slesls

8 et Urosicd L 3LaTie g i LOWT (WY B 8T iy (5 3LalBY gt (o a3 O (S (SN
b DA B 3aly) Al iy Las Belasall Judbieie Lo of iy P dEd (Bl le
glalyl o (GaLaBYI gall 381,ly Lo 3alad Jlecd! 3aga e ol ALY 43 Geg (gl
J& 3 Jawgde g Laby (o Bt Cuss el (e (rdibe taid JEndy Les (rBLkallg 351 gelt 2 giul
(£10aTg alieh gallg ALl (Je 3yl galt Sle cdlalt 3350 43 o9 gL cdlall aLa) 3 al
GLaTBY gl i) 5 Gl TraeCd) 0200 GuuSg -nieedll 5980159 3y gatt 813 Ciul 2Bl Lase

.(Gu et al., 2024; Sharif et al., 2024) fGaludt Ol )l (S dod) Siplii Lo ae

J9Mr ralylll EALD puly (! B39 ole »OLN B age sudlie (rnalgall Caly
(5925 sl A OIS ase asem9 Tnad 9all (it Ui gad! ABMal! (31 7 39l (5B Uiiaiial
JolEaliy 7 LeciW1 33035 A G (raidilly Sty iced! 392 (Ao Tnatgall it 31 () oy Lo
Olygiuneg A3l S lghiul adlism Ity Salal@Y) bLLEA B asad M3 ((halgall) ellall
ABLON L 108 LJaygas M1 Bl e o 3ie slada ¥ Gles 13) &) ot bl ¥ Sie Olhlad
TLOY! Ol ol gy Byglatie OLUES Gl slele ¥l I COla ¥ (o reliuall ol (ol ()
rygas Y Pdlal Mgt Oligiue (o JLaTy nBlal Selasa Guad O LD (o Ay adaid
! B39 le Tnat galt bt A Gl Ol sl aay A Clia g Lo o e o200 JLaTg
.(Song et al., 2022; Rao et al., 2023; Li and Zhang, 2025)

(A1 3392 (o 0,515 Coms i 33 nsa sl (a3 (ST 19 ABLIATY o3 poidiad yaiimy Loy
(et Bagar (Ao T dEi JBUal aedd nblas W vy giaedt Sifdg bt W1 ZALEN Go el
sl A O s 83505 I dawgihall 8 (S35 %13 (hBlal acs g Laly (Lo Zalids (Gagd
Olwlycldt Zalh At Ll Lo e Gle axCll ol Bludl doxd Ly -%0.02 Jowwie (99,
iy 430 11 B5LEN 5uoed B Jaeed! 339 (le ity oGl (RBlal ae s A1 oLy Gl
0o relt S lglul 3oy (axally 5Lally Jorid!) Daabddi JBlal Halaed aed A i oo
A g (A0S (Leluall § Uil juolshg (Al @Y Ololladll Calides B udldl 3yl gel 0l
sllagl B Eals agu Lol ABlal 5elasn BUEl AN L o 1Sl ol il le slele ¥ gaxd
Azliadt ABUatLy (a3 ylae (aakl pe Woskawl J155 % 01 3adaiel! dlal ol il goxd Jooitt ddas
Wang et al., 2016; Monasterolo and Raberto, 2019; Ibrahiem et ) sadxis 1l y3lae (o
.(al., 2024

ST B (el Baga Gl Al Lodl Gty Badoielt (RBlal 1AL Glaly Ledy

OLe ez (abs Lle ABlall iled) o giu 58 3auilel! Bl Jredlus & Ladyl ,30 Zilids

Ao iy %1 oy Badaxiialt BN Jradbus & Laliyl G ZALEDY (30 (mells 3 (92 55! dwusal A0
2%0.01 goicy 99 55ad! dusal AL DIHE sz (Sladdl Jawgriel! 2
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il o3 skl 3352 AS Al (ABMIaN o3 3

AL (ol 5Ol i el Ciold U Oty LD ae (i) Sl Galliy

Bl S Mg b B0 3929 (1 Cibio 939 ¢ ) 5352 (6 ghuan (o BRI il 9 33 kLol

Loloeyl 33mel! A3l EoMgiul 5353 Laio ((Cho et al., 2014) Jicedt 339 e Taddad
.(Jebli et al., 2016; El-Aasar and Hanafy, 2018) jxeedi 3392 Sle

P-value Jreid 3 Guetig Arellano —Bond HLcis (7) Jguams taxd galt ZILN el Lesa

e 4525 Les (B Dyl (e laalaad (313 Jol Gy 39209 adke (1 sosdied Law %0.05 o pusal
(Hansen—J JLIs sl (I ABLOWL 108 .7 3gadt 5addS B Dneddeiluedt agralt 398 fo o
ddg B (instruments) Fueluedt O pdied! G e edall (3,0l (aiy LGS 16T B9
B Bielual! Ol jdiiad! ia Lo 909 pedal! (S ,al) (A3) ade ) ZILE
wells .6

A3l W (OnoeeLalia W19 T abalBY Jrcadlll Badoed L8 Lowlu (ygome BN ¢ Uad Yooy
Loty Lo dad S (g5l bl S5e OB aY &) siael) Suadt Ofs G e
g lkads Lolaid) 2030 Jnrellalt Jnolliiuuall Jpaiill (s Cdol Sadd ¢ B -JaiseLiadt Ol pmdlilt
AT sdne slauby AU a7 Dnelliual! Turelllt B1UR1 (1 k) UGl (alS G ((ABLLlY
Busial! 4o Ju@lall Ge iy o Liadt Ol @il ol nd Uliedt SLALIYY Ciadl Lass
MLl Ll Mlele¥W! (bl Glali Suude 1AM (uyly BLaSL 159009 F Liadt sdd Glda Daslla¥
OLALTY Sl Cim ga J9dt Slol Y (G Goeiy .55 0ell ABUAT goed olaxd™I Lyl 359 Tany gl N
Lol (a8 T lalin W1y aslalBY) Jleell)) Sadoiel! AUl (141 (Wl9s 179 Saus Jdd
(2019 ((19==ouw)

LB BN (e (31 950 (BB (5B Tnage it lEmdi U BT BN e Jhadg
eIl 31 Eoew Lebarid) Judloelt a3l Cd gl Guw Lo e sl (Paind) el iy Tass Lo 19
(YL PRPPG) (=N L PURT- P Ty WM WL Ju R PP JEV-T Ry 01 (- XY C S Py MW WL i o TN PP |
Vaka 1 3yt M (W93 30) Uaaddilld UaBlall Lecd Aol A0 Joull Undglo OLILd uls®
TG iy ABUAL! S gl AL 511 (e SILE Jaon L5 (589 5 it 0208 ackoed 239¢2022-2010
Olegsandt e Sl 10 Jeed 539 e (nalgally ($LaiBY ) gaild ubdt 51 3 Drt sl
DUl A Clubuat) 2o lgios! 90 339 i ¢ el Talas Bl I Olubwudt audg e (3lei e
33a0 IS e I Gbsel (Soag - A liue pdsi ged Gudsel LBgy Eallg ((6aLalBY gai
TNSY (358 IS (e ety TnBLatt Je (aretlal) odind!) Olubud! po 32193 npnwall sl ¥l
O (N el gt 53380 (£ 35w e Baxiall BN slaliety DG Gli (el o &
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Measuring the Impact of Government Final Consumption Expenditure Reduction
Scenarios on Production levels and Value Added through applying the Leontief Model
on Jordanian Economy
Amin O. Shammout, Nael K. Aladwan, Mahmoud A. Al-Sha’lan

Abstract

This study aimed to measure the economic impact of implementing government final consumption expenditure reduction scenarios
on sectoral production levels and value- added in the Jordanian economy. The study employed the Leontief Input-Output Model,
based on the most recent officially published supply and use tables (2025) from the Jordanian Department of Statistics, using 2022
data. The analysis encompassed 40 economic activities according to the International Standard Industrial Classification (ISIC 4).
Shocks to final government demand were tracked, and the impact of reduced government spending on value-added items and primary
factor components was isolated and analyzed according to their multipliers. The results showed that reducing government final
consumption spending by (10%), (30%), and (50%) in mathematical terms, leads to a decrease in total final demand to (55.1), (54),
and (52.9) billion dinars respectively, which led to a sharp decline in the production of many sectors. The education sector was the
most affected, as its production declined by (9%), (27.1%), and (45%) respectively according to the three scenarios, followed by the
public administration and defense sector, then government health services. As for the primary factors, employee compensation
recorded the highest decline, by (2.9%), (8.7%), and (14.5%) respectively. In the same context, the total value added of the Jordanian
economy decreased by (2%), (5%), and (8%) respectively. The study found that the value-added multiplier of government spending
(0.85) exceeds the value-added multiplier of household spending (0.52), reflecting the pivotal role of public spending in stimulating
Jordanian economic activity. The study concluded that fiscal austerity policies based on reducing of public final consumption spending
led to a significant contraction in total output and a decline in generated incomes. In this context, the study recommends the need to
exercise caution when adopting contractionary policies, directing spending towards sectors with high multipliers, and activating
partnership with the private sector to compensate for the decline in government demand.
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Total Output = Intermediate Consumption + Final Demand
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LS el SN Gy DY (cie 98 Lo ((Z LA e ae ) — Z LB (e 5 dliall i GGl pal) +
{ALLN(5) 23) W alaadt IS (e (1) ad) Jouaxtt 2

Wi=Y_,Uij=Y{d+e+f+g) (5)

Guatiunall 950 41351 Joc (3l 448 Guatiiunall ) Lo 9500 b Jaall iy B (o QBT (nBonTue ropogally TaudBil) Blaal! € gazma oy s Gulalall Oliggad @
(D351 Jnalalt Orlg Lo W1 3,318 (St Dniomal) 3950 uus) (Jaall £lgil cay of Jaalt ofai go Ciiet 33 f lodkie Caads o guu (Jntulonalt 5 yalt £ LS

e Glle W gt Blae Z LGN Ll GOl uaty Gulelall Gliygad lgke bag e Porwludl Hlawily (naliel (nadh ¢ gazee Golun lalibealt Jimally Judaitt (aola
(n3)¥ nalalt O a1 5,513 S Praiomalt 39l ) 77 LMY
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Ciediiiul 9 Transaction Matrix Sy gt (A2 gmae

(1) 23 Jotoett (o iy e

Lo (G950 (9) dday g Al culall Oligsme Oldiale el (1) O S~z 3gedt sl B
Olabdot Jitad (H) of e (40 saay (Al cdlal)) SldlaZlelt slgt a8%1 ¢ gazealt (Y) J=ilad
Ot 2 1(9) day Ol Lo M1 o00g! BN £ garmalt (L) Jhaldy (oM Jalgall (o cullalt Sligsae
Oilo e (1 ALY i LGN Oillaatt (58 Jnoctieinal! ndg¥ Jol galt LE0Y1 ¢ gazzalt (K) ol
- 9¥W1 Jalgalt 0248 (e Al cdlalt

Transaction MatrixZybygaeitl (\dgawe :(1) a3y ot

=12 40 | n=123......... 9| ¥ C)Tlﬁ;alln
1
2 Zjj rij Yi Xi
40
Intermediate
a- Imports Imports Hlj...... Hi9 L1 K1
Ulj...... Ui40
Indirect Taxes on . . .
b- U2j...... Ui40 H2j...... Hi9 L2 K2
products
Subsidies on . .
c- Products U3j....... Ui40 H3j...... Hi9 L3 K3
d. | Subsidieson U4i........Ui40 H4j......Hi9 L4 K4
production
e- Taxes on production usj...... Ui40 HSj...... Hi9 L5 K5
f. | Compensation of U§j.....Uid0 H6j......Hi9 L6 K6
employees
Gross Operating
g- Surplus U7j...... Uid0 H7j...... Hi9 L7 K7
/ Mixed income
Zij=aij*Xj (i=1,2,3,...,40) (6)
Zij ..
T aij =
Vj=uij*Xj (i=4,5,6,7) 7
Vi i =
X uij =
Ki=GQUij + L) , = Hij ®)
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:)(Direct Technical) z LGN 8 5 dlealt rucialt OMlolaalt N Juo gl a3 Coem

A={aij}
Y=( - A) *Xi )

(dentity Matrix) 3us gt a9 : |

X=(U-4)"1*Y (10)
40 40
Z Aij # Z Aij
i=1 j=1
40 40
z Yi= z vj
i=1 j=1

Olelladl 5,0¥ ZL0 Goiue ol (G) passmat! gl LEMgiu¥ BLsY! (Slasd i ulid
rnaliealt Sl g sbivuadt IS o aaalad ¥

A8 le ol Mg “C " LegEant! Llgd) LS giu B agi (11) a3 Walaelt ,glas
(1) a3y Gaxlalt 8 Ol s3ually OO dall Jouda (o lgalBsi 7 ruke 98 Lo tircad)
G=XZrn= (r8+r32+r34+r36) m>0 (11)

My O S

Joua 58 (18) Caall ;2 Lgad) Lot laeg Olalaid! 3159 omal| 8 sualt il (oleadt Oifaltef @ 18
Ol s3ealty O ol

O el Joda 52 (32) awalt B ged) ¢ elaia¥l Sledlly glaudly Jrelall 515N @ 132
Sl y3ally

Ol yually SMS dall Joda 2 (34) caall 2 Lgad) ¢ossnetl adall : 134

Ol yiealty O el Joda 52 (36) aall 2 LgaB) ¢ (rtegSotl el Oladiedt : 136
SOt BN B (aladl e Al cdlall RBgame Pelus (5o STy

J31a (12) 4By (Walaalt G G 98 Lesn alideelt Oldgaslowadl NS (o essaott il

L A2 gl

"Hirschman - glediys hasske" cuws (Direct Technical) g L1 8 5 kel judalt Oblelaelt (A85amae slaiet aa®
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Y1
Y2
Y3

Y18 — (r8) * a1,2,3)

Ys = Y32 — (r32.j * al,2,3)

- (Y- 46) (12)
Y34 — (r34) * a1,2,3)

Y36 — (136 * 1,2,3)

Y40

1Y 98 LeSa Hladl 3TN Oilygiuue (o allideadt Sl gyliouad! cuus Ortadiat (A) Trasd G S
(Jtias aiias) %10 = al :Jo¥ gasbiult

(aise 2id3) %30 = a2 (AL gsbiwudt

owhuset! Sl (21,2% Upper bound  Juds Oipddiss %50 = a3 iS00 gayliwd!
-3yt Slockiall Pl e HLisl 8

AY = Y —Ys (13)

Xs=(U—-A)"1 *Ys (14)
Ggws G G o2 (VS ) cadaxlt LAl cdlal) (Sgiuned 3asm (14) a8y I slaadt IS e LY
il y ) 008 (B alieal) Ol gslicuudt Cuuss (XS) (S9bun et 7z LAY

Ol gylicwdt Gudad IS e (C) eesomt! gl SSaMgiuwl Bl (aladdl 5 (uld
:(Value Added) jaliaelt jre@ty (Primary Input) Jud e Jol galt e nalidealt

A(15) 23y A slaall B Gue 98 L LAlgdt dlalt OligSme aud z 153 Magaiae G S
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rll ri12
r21 r22
Y=Y= T

r40j r40j

Y=C*q’
Y1

y2 [C11
Y3 _|c21

c12
€22

. lecaoj
Y40

rl3
r23

ri9
r2j
. (15)
r40j
(9=1,25..9) (16)
rij
Xj
ql
Ci9 q2
C2j |,lq3 (17)
C40j] [q8
q9

1Y 98 Lesm g clal) Sl gSme ST (Gn) O S

egSacll il g Bl q.1

Indiinalt ;D I SRt (Bla3¥ q.2

Tl 1 BUgS ¥ S Sligll Algdt Sadgiu¥) Bl q.3

bt Sifsalalt Q.4
aydbal slaslt Q.5

et Ofyalalt .6
sauwdt- Siystalt  q.7

COldt Hawl b Gags=it 0.8
RYSE I\ Wi (e B

- () AW Gl Le N Joga G Emen (17) ady T alaelt I1 £ 9 »TLa9
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40

40 40 40 40 40 40
Zril = ql,ZriZ = qZ,ZrB = q3,z ri4 = (74,2 ri5 = (75,2 ri6 = E[6,Zrl’7
i=1 i=1 R 20 i=1 i=1 i=1 i=1

= (77,2 ri7,t78Zri9 =q9

i=1 i=1
il gasbieadt 5B a9 ralinalt Sl gsbisaadt SO (0 (itld ad ( 72,73,....99 ) & e
9t g LS Mglu ! BLaiY ) Joamme (niliad 09 (G1) C@AGLL Jrulyld 628 B Oilad I
L (Ys) auadt (V) Al cdlalt Josme JLEDN (el Oldgaylontt Sum «( X2, 1il = q1)
- A 98 Lasa (18) a8y (alaalt B (oo 2l Jran® Dl (Sonan
AG =AY =q1 — (ql xal,a2,a3) (18)

s BN (S5 ) s GEmad (17) aByg «(16) 4By (10) aky S¥slaadl N ¢ 3L
AL (19) a3y (adalaadt (o (e 98 Lasa () (YL oLl Y

Xi=(I-A)"C*q) (i=1,2,3,.....40) (19)
Less (K) Payment Sector gi Primary Input judg¥1 Jefgalt tlas) crludion) (Soas STy
+(20) a3y A slaalt B e

¥ Kij=Y Uij+ Y Hij (20)
Payment Sector: K
Kn=[(uij x (I — A)~*C ) + h] * (¢n) (n=1,2,3,.....7)  (21)

R
X

1O Coos

w0 g =28
Xj ' qaj

(9Ematl g LEaMgiut BN (Siadd 151 I Jogi odet (21) by T slaedt IS ey
A(22) (A staatt GBday (rabiealt Slosaslieudt S o il 9¥1 Jofsall i Jazma e

K=[(uij * (I —A)™*C)+ h] = [q' — (q' * al,a2,a3)] (22)
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LgiLi 909 (ABLAY Prani@ll (e e (C) essamd! Al LEaMgiuw | BLaIN (A ade’ ,30 b
et it (Saan (22) 48 rasludt it slaed! S5 (ag nalideadt S g3 sLwudt SIS (e
(ZVi)  Value Added jalielt jresdls

Kn=2Vij+ Lijn ¢ 3Hij=L (i=4,5, ...7),  (j=1,2,3......40) (23)
£ 921 IS o (nBLAaN rauil Ol gmalt 4 (et H Juagld O G (| il aBy) (Y by
1Y 50 Lasn (24) 23 (W slaalt Gadaag (1) 0By Jydaett N

Vi=Yl_,Kij—¥I_,Uij (i=4,5, ....7), (j=1,2,3.......40) (24)

Multiplier Formulas Olasllelt wludist 3.4
(2) 235 Jouaxd! 2 90 Lesa Olaclirell luia! o3

el o Zliall — addeiluedt Jodtar Odlelac :(2) 4By Joda
Cumulative Input—Output Coefficients

(FA)- () CHIFA (In

UiF(I-A) - (1) uij* (1= A)"1*C+hij oo ()

.g:l)&." <2010 :ytaatt
xg.s"SN gy [P QMW‘M
SaidM At I -8 53130 eu® 59 O :(Output Multiplier) z sl Cactde : |
Bk g Add Bukom 5 Sebome (S3LalB ol Lle cdlall B 3l e (Total Output)
el et B 3305 Trau® 909 © :(Value Added Multiplier) jxaliselt jre@t acldse : I
Bukam]g (AgAE Bkom g3 Sutome ol e cullall LB 33l Ao ila gl Sl Kalielt
;(Government Output Multiplier) e ssaset) Blas¥ Jie ¢ g LaNI Lle cdlall Oligsae aebae : I

AQUBD Bk 9y (e 9Sooe ) BLaINY (B SaLat Jaoe ) AL B AT iUt (B 5okt Jrau 99
AT

®) simple Output Multiplier /Miller.R & Blair.P  2009.
© simple Value Added Multiplier /Miller.R & Blair.P 1985.
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Government Value ) egsamtt BLai¥i e (Blaed! radl e cdlall Sligeae Caslae @ I
32L3 3 (A kgl SLalBM (rBLirel! Jrai@ll (Fla! 52 530301 neu® sa09:(Added Multiplier
Bl Aad Sulom g3 (e 9Sel| (BLaINY (B

sk O atomatly 7 2 gait Oilud»d 5.4

Miller& Blair (a3, (o9 3adaite Jrtele anise o2 D359 Leso Faged! Oludyd ool (e
(No Substitution) M~ oy (Fixed Technical Coefficient) juciat OMelaett S (2009)
Tt (Soas W9 (Fixed Proportion) dioly cuuwns sddeind O dell Gl zaged! (aiay oo
Lea (Proportionality) Juewlicd) Satisng (Wlealt (o Jlalt (uly It Jie p3T J by J bl
¢« Constant Return to Scale st Me OLE ASa(y Ley (3dlwe udass WM 3929 (s
Eus (Price Invariance ) juewndt slawi OLE Juwd »89 Homogeneity g LAWY (il jrud 89
ole uas (usoall Llgd! cdlall (8 Jvdio 1 aey Wald Hlaw¥l B4 gl S=I (o
<olau¥ Oligius Lle 1AL g9 Z LAY Ol

i SaTBY (§ ) Olanbiall Gl Jlov (B 53l Az5f 500 5o b Bt 1140 B9
ey s Tatias (%50) 9253 M1 asSoatt BLAINT (AaaS PN Ge (3,1 e T glneg
" ol Ge Jaiwe" T aged! aey (Static Nature) Lieidt dadt ol o Gl =Nl (PR P
N1 e 391 sy (LGS) 301 O gl 1 31 593 & LN Do ol (5219 Cgn
A gl SHALaIBY LB (egSamt! BLaIYI e B adedll @il of Soos (IMport Leakages)
E3seilt @iy Gt ghsall (o Ol Sadlg 5aygualt pladt o SIS a2 B ol N1 § 350w
S 25> O aed) oy Bgw BN Ge sia GY TLOYI Oliglus gl Olaclael) ,das 8
PR 3508 Jlealy Blaky Ledy -(Tusbomall (naSlaB¥ 339l (o & ooy Ao 3sdaall cdlall (e
Oledall (hesoia AalBWig G ol &) xes (Lack of Supply Constrains) juolacuw
Soius e DI 9ol LN Lgadleal Drdadd (o 5o lall OlEcal! joed (8 guw ILTLI (3 jsal
59 Juudhas 5kegdl O¥ Lt e ol AilEnlons 7 3ged! (e uaniue Lo 9o9 todialt (o Jiud
Hhbiel Gy Ofsdomel 028 11 MAILY LB He W doell JEAI LAl Ldb doxd ad I
rbssbia (Skal (ubiBo ngliad %50 9223 I (0 9Emmtt (Ea gt BLAIYI (b’ ek 945kiiu
.Upper bound Juda Ot paddisa gttt (Sensitivity Analysis) (Jdoeitt

54




OMadidt 3gesme ¢ Glgdatt SO0 (Jogads Sl

" e ees

208" 7 2ged (e GUET AN atlaell Cuus (33)Y) ALaTBY JSaig! Sawmg Julai 6.4

O dalt Joda uws 3,YW1 ALaBY) allae aaddl Lawehl ! ol ddiul o3
" Leontief Model :z 3 gaidt L3293 521 g L Sildanell cuws " a9 7 390 Ly 52 Silax y3ealty
Gl cllal) Oligsae o

OO et Joluba Ol s Algd! cllall Jreuwet 3 Sligsaadl (3) ) Jouaxtt pglan

Tree 5l 395l (e (6 giomy (§EAMg (IGY R (BLaINT iy LU 3l G (Silan yually

(it s A SR NGEw N BN ¢ o gSmtl g S BLaINT) Lt

Gdlatt et (o %58 goed oy (Tl (o1 DS ¥ 1 Sligglt (Iled (Eadgiw ¥ Hlai¥!

el 331 39S 4D (a9 ¢ A cdlall e (0 %027 Joudrg Siiyalaalt St Sl ¢ Algd!

AL cdlall Sligsae e (o c—wiss Mol Gle %2 (%14 goiny G955ealt (B ,dld ddyg
-3 5L 5lde 55.73 g3 a3LdY (Final Demand)

1 il Sigsme 395 3590 +(3) 4By Jut

Trasiall e e ALl Eige
58% 32,149,697 R ML Bl | 1
27% 14,856,943 O yalaalt 2
14% 7,703,000 Colil Mlewill Sugsaatt | 3
2% 1,024,365 O953ealt G2t | 4
100% 55,734,005 & gazeall

@9l (Algd) SN BLai¥| Ay o
o510, a3 i1y (G) egsmadt Silgid! EaMgiaw! Hlai¥ 350 (4) 43 Jotaxdt G
3131 Sl Com ((11) ady IWalaelt NS o Ol ydzalt OIS alt Joda> (8 lgaBge s (D)
BLN! 290 ¢ gazme e (s %00.4 gy GHlo ¥ pelaa¥l Gle—dlly g Lautly ralall
s gl ool Oladiell 45 (309 (0 95aandl adaill Sadd Lhig  egsantl LAlE S lgiwd!
AL SR LN 355 ¢ gazme Hlan! (38 cmuwiEn Mol e %12 (%18.8 iy
- 330 5l slde 5.48 gaxd ATLdIg (G) 09t

55




MLl ey & L3 (6 gle (sl (rogmanl! Al Ea Mgt BLAINY (o cadnd Ol gsblivsw ;3 (ulid
LY M@ le (Leontief Model) cacigd z39e3 Gl IS o

(G) ossolt il SaMgiu BLY 395 :(4) a8y Jgda

BLaaN g "
o M Jada J513 48,0
o) - s . . . - . ‘?.nl‘.a.ﬂ ‘?é)lg.mm - . .
% Adgialt Cundt (s atly) eat Ol y3mallg SIS et
Joua uwss gﬁ,&:ﬁﬂ ")
Oilan ynatly OIS Lt "
ol tobeadt Of 3l el
2.8% 153,081 3515lg el L pual 18
gzt lasg Srlglaidf
£ (3319 ralal) 31 1
66.4% 3,638,223 selaia ¥ Gledlly 32
Soba ¥
18.8% 1,029,179 (a9Snanll axlally 34
caalt Sletiedf
12.0% 658,842 Al 36
e il
100% 5,479,325 £ sazmall

@9t g LG BN s @
cdlalt et 1 () passomtt ilgid S Mghiu ! B Juwd (1) 48y J<aidl rglay

el Il st lgd) Mgl BN Juwd G Gu 52 (%9.8 g3 Cdly algd
- 330 5Lead slde 32.15 goxd ATLAIg (%017 goed Cidly Algd) S Mgiiw

SN et M et 3l EaMgiu | B s (1) 23y Sl
L Al Haat M (Wle e

1wt %

s

v ¥

et

EIIE) Tl (0 (pegSand] BLAY A cudlall Tleat (o (et BLaIY Jrrud
e
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Orolatt Olday gal Yo S8 g (%28 g3 Jalidealt J iy L@l (A8 e Jriuadd Sl
%1c%8 gy LM (e GO pall a3 (ag Olxiiel) (e GO pall Cund! Caby G (2 ¢ %25 gy
-0 L3 skebe 55.74 9o (AaTLA19 g™ Jol gal! Jrai® (Tlann! (0 uwiin 19 e

Tt ¥1 ol gall 3950 4@l (riaacld! 203901 +(2) ) Sl

SR ilan
JE i/ Jadin
Jalieatt
%28

Citayh gl
%38

Ciliagsas e i sty

‘:’é“"w‘ “_',' > it I"
%25 0,8
ole Lot
z Lo
%1

Ve \-0N [0 (VS R P S v B

GTlent He %52 Caly dalibeall iy JEAAN (A5 o oly (3) 43 Y2l Gun
O (o8 (TABLAeN Trau@ll Tlant (o %47 gouiy lalal! Ol gald a1 o139 (Bl Jraudl!
Sbia 5lde 30 g3 AN ABLAWT Jra@ll et (o B gy Cdsal ZLENI Lo Galualt o
.933)3

57




MLl ey & L3 (6 gle (sl (rogmanl! Al Ea Mgt BLAINY (o cadnd Ol gsblivsw ;3 (ulid
LY M@ le (Leontief Model) cacigd z39e3 Gl IS o

alael (vl 395 AxEl ! aigilt ((3) ady St

ZLBW e Calal
%1
" LYY le i sl
A ant Sabetat Cliagga Salelalt Cikiaygal
J&al/ Juadan %47
Tl U/ JEAT (250 Hand
%52 dalieelt

" (59.0" 7 903 Gl IS (e Al iBealt Cild g sLiuat) cuus EALEN (AlBlieg Sl .5
Oled cdlalt Sligsae o
Aalaall Gadad IS e (Al cdlall Oligsme 395 ad (5) 4By Jodahl Sum
A M gl W (1) pesSmalt LOlgll LSadgiu¥! BLEYI G Cus ((18) ady
oMo ohe %50¢%306% 10 BLa cush (aadely oty 03,02 ol nabidealt Ol gsbicualt

o Gm B 335123 sl (55.7) 3253 & g Alal) Cligma g Mo G e

(J9¥1 gnliowadt IS (e essomll led! Sl BLY! (@l Olgnluw JS Ge

Sl shde (52.9) las Hbde (54) b shde (55.1) 9ot (1 CILD gaybcualty ¢ AL g5lcually

J9all B (s 5 L H1ST ol (%4.9) ¢(%2.9) (% 1) 3oed (1 (3L cansltg 15T e
«(5) 23,
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(9Snantt G ERMgiu BN (SLadedl Ola gyl :(5) 4By Jouta

STy P {] [Ty P {] [ETHe Ny P {1 Qa.ﬁ.ﬂ Pt cdlalt Sy
(3) 335kt (2) 592kt (1) oot | (s i) ()
L ERNE N (a3
2,739,663 3,835,528 4,931,393 5,479,325 Y=t 1}] 1
Government Final q
Expenditure Consumption
L ERE N (a3
Vdicmalt pudit _
26,211,490 26,211,490 26,211,490 26,211,490 Household Final q2
Expenditure Consumption
LN S g BLOY)
T T g ¥ A St
458,882 458,882 458,882 458,882 e B (T q3
NPISHs Final Consumption
Expenditure
ealudt O yatal!
8,365,531 8,365,531 8,365,531 8,365,531 ) Sl slatl g4
Exports—Goods
o bl Alaal _
708,132 708,132 708,132 708,132 Exports-Reexports q5
e dett Of yabalt
1,660,244 1,660,244 1,660,244 1,660,244 v uﬁ. q6
Exports—Services
4,123,036 4,123,036 4123036 | 4123036 saull- Slyalall q7
Exports-Travel
Cali PRy ]
7,703,000 7,703,000 7,703,000 7,703,000 m “”Lf“" o9 _
Fixed Capital Formation g8
1,024,365 1,024,365 1,024,365 1,024,365 M"?’e‘“ ' q9
Changes in Stocks
52,994,342 54,090,207 55,186,072
el Bt | tlea! B Tawd et (o S 55,734,005 SN cdlall e
Ly ETrrene ‘i’/ 1“%’:;;‘“‘}“ Final Demand
(%4.9) (%2.9) (D) o

5353 ualalt Cite i 31 5,503~ Ol yiatty SIS Ladt Johuban (3o Couliond 1 ybucaalt

VA (P PSPV DYWL | Pl (- ) (B B ST F T B
raliBealt Ola gyt IS o g LONI (6§ 9iue S (50 P sbalidY
-(Total Output) z La¥1 las 8 (Sladed

oo oo

B b (ALl el

(Total Output) A<=t &I 8 (SLasil (6) a3y Jocaxd! rglay

Gudald IS e 2139 (Mol e %50 (%30 (%10 cuny essonett SAlgld S Mgiu

«%1.2 g3 N Total Output e
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LYY (e B Naliieall Ol ssskomd! Gudad s 7 LI Moz b (aLadedl +(6) 4By S
(o9t Ol =R Mgiu

aasd s assd e v B B
Al | SRt | aladaWr | AW | Slaa¥r | ladaW
S S M s > i “
Sea¥l | ¥ | ea¥ | spbiadt | ospbiwtt | syliwn | ¥
- - . (Gl all)
S s S (3) 23, (2) 23, (1) 23,
9k 9k ko atly) atly) atly)
3) 2) (€5) Obiga Ol )
Sle!
Bl
%50- %20~ -+10 662.739.2 797.643:1 932,547 5,479,325 g
Sl
903&:."
Gle!
haX
-6.2% -3.7% -1.2% 3,490,625 2,094,375 698,125 56,135,612 Aalad
Total
*Qutput
TG e 2 5l
1.3 1.3 1.3 2 sl 3 Total Output
’ ’ ’ SN B3 Ilan!
st Slgd!

(14) 839¢(12) a3y OW slaalt Guddal IUS o Cowulist®
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950 CL gLt ¢ AL gylcuutt ¢ Jo¥1 gy bicudt G 7 LGN Cawsd (jSLaded! 10 95atl adail
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(J9%¥ spsboadt Cuws ZLEYI Cuud (Sladdl selaia) Gledlly £ladlly Jrelalt 5yla%)
Mo e %8.2 (%24.5 (%40.9 goeiey SN gaylicuudt ¢ ALY g35liuad
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Artificial Intelligence and Board Gender Diversity as Complementary
Drivers of Corporate Sustainability: Evidence from Dynamic Panel Analysis
of ESG Performance in an Emerging Market

Hanene A. Chouchane *

Abstract

This study investigates how Artificial Intelligence (AI) adoption and Board Gender Diversity (BGD) jointly
influence corporate sustainability performance, measuredp through ESG scores. Using a dynamic panel
dataset of 245 Saudi-listed firms over 2015-2022, we employ the System GMM estimator to adIc)iress
persistence in ESG performance, unobserved heterogeneity, and endogeneity concerns. The findings reveal
that both Al adoption and BGD significantly enhance ESG performance. More importantly, their interaction
effect is positive and statistically significant, indicating strong complementarity between technological
capability and governance diversity. This suggests that Al-driven decision-making is more effective when
supported by cognitively diverse boards capable of interpreting and governing digital insights. Robustness
checks using alternative Al measures (Al investment proxy and Digital Transformation Index), sectoral
subsamples, and alternative econometric specifications confirm the stability of the results. Additional
analyses also address reverse causality concerns by showing that ESG does not significantly predict future
Al adoption. Overall, the study highlights that corporate sustainability emerges not from technology or
governance alone, but from their strategic integration within dynamic organizational systems.
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Artificial Intelligence and Board Gender Diversity as Complementary Drivers of Corporate
Sustainability: Evidence from Dynamic Panel Analysis of ESG Performance in an
Emerging Market

1. Introduction

Corporate sustainability has evolved from a peripheral concern into a central
strategic priority for firms worldwide, driven by intensifying regulatory frameworks,
growing investor scrutiny, and the rapid expansion of sustainability-linked financial
markets. The increasing allocation of capital toward ESG-oriented investments—exceeding
$40 trillion in 2023 (GSIA, 2023)—reflects a structural shift in how firm performance is
evaluated, moving beyond traditional financial metrics toward broader measures of long-
term value creation. Despite this global momentum, firms continue to exhibit substantial
heterogeneity in their ESG performance, raising fundamental questions about the underlying
organizational drivers of sustainable outcomes.

In parallel, Artificial Intelligence (AI) has emerged as a transformative digital
capability that reshapes corporate decision-making through advanced data processing,
predictive analytics, and real-time strategic adaptation. From a theoretical standpoint, Al is
often conceptualized within the Resource-Based View (RBV) and Dynamic Capabilities
Theory as a strategic asset that enhances firm efficiency and adaptability. However,
empirical evidence on the AI-ESG relationship remains mixed. While several studies
document positive effects through improved environmental monitoring, innovation, and
transparency (Chen et al., 2024; Cao et al., 2024), others highlight important limitations,
including the “automation—augmentation paradox” (Raisch & Krakowski, 2024) and the risk
of symbolic adoption or “tech-washing,” where digital investments do not translate into
substantive sustainability improvements (Zhang & Luo, 2024). These inconsistencies
suggest that Al alone is insufficient to guarantee improved ESG performance.

At the same time, corporate governance mechanisms—particularly Board Gender
Diversity (BGD)—have been widely examined as determinants of sustainability outcomes.
Drawing on Upper Echelons Theory (UET), gender-diverse boards are expected to enhance
ethical sensitivity, stakeholder orientation, and long-term strategic thinking. Empirical
evidence generally supports a positive association between BGD and ESG performance
(Byron & Post, 2023), although the magnitude and consistency of this effect vary across
institutional contexts. In some cases, diversity remains symbolic or constrained by limited
decision-making power, reducing its effectiveness.

Importantly, the existing literature largely treats technological capabilities and
governance structures as independent drivers of ESG performance. This fragmented
perspective overlooks a critical question: how do firms translate digital intelligence into
sustainable strategic action? Recent studies suggest that the effectiveness of Al depends on
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governance quality and organizational context (Luo et al., 2023; Verhoef et al., 2024), yet
the interaction between Al and board-level cognitive diversity remains underexplored. This
gap is particularly evident in emerging markets, where institutional environments,
regulatory frameworks, and governance practices differ significantly from developed
economies.

Furthermore, empirical research on the Al-governance—-ESG nexus is heavily
concentrated in developed countries and a limited number of emerging economies such as
China, with very limited evidence from the Middle East and virtually none from Saudi
Arabia. This represents a critical gap, especially given the ongoing economic transformation
under Saudi Vision 2030, which emphasizes both digital transformation and sustainability
reforms. The unique institutional and regulatory context of Saudi Arabia provides a valuable
setting to examine how technological and governance capabilities jointly shape corporate
sustainability.

To address these gaps, this study develops an integrated framework in which ESG
performance is conceptualized as the outcome of a dynamic capability system. Specifically,
Al is viewed as a technological capability that enhances information generation and
processing, while BGD represents a cognitive governance capability that shapes how this
information is interpreted and utilized in strategic decision-making. Their interaction
determines the extent to which firms can effectively transform digital insights into
sustainability-oriented actions.

Accordingly, this study makes three main contributions. First, it advances the ESG
literature by moving beyond single-factor explanations and introducing a complementary
perspective linking Al and governance diversity. Second, it provides robust empirical
evidence using a dynamic panel approach (System GMM), addressing endogeneity,
persistence, and unobserved heterogeneity. Third, it contributes to the limited evidence from
emerging markets by offering novel insights from Saudi Arabia, thereby enhancing the
contextual relevance and external validity of ESG research.

2. Theoretical framework

This study develops an integrated theoretical framework to explain corporate
sustainability outcomes by combining insights from Dynamic Capabilities Theory, the
Resource-Based View (RBV), and Upper Echelons Theory (UET). Rather than treating
these perspectives as independent lenses, the study adopts a complementary approach in
which each theory explains a distinct but interconnected dimension of how firms generate
ESG performance.
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At the core of the framework lies Dynamic Capabilities Theory (Teece, 2007),
which provides the primary explanatory lens. This perspective shifts the focus from static
resource endowments to firms’ ability to continuously adapt, reconfigure, and integrate their
competencies in response to changing environments. In the context of corporate
sustainability, this implies that ESG performance is not merely the result of possessing
resources, but rather the outcome of how effectively firms mobilize and orchestrate those
resources over time. The dynamic capabilities framework conceptualizes organizational
processes through three key functions: sensing opportunities, seizing them, and
transforming internal structures accordingly. Within this logic, Artificial Intelligence (Al)
can be understood as a sensing and analytical capability that enables firms to process large-
scale, complex, and real-time sustainability-related data. In contrast, Board Gender
Diversity (BGD) represents a governance-based interpretative capability that shapes how
such information is evaluated, contextualized, and translated into strategic decisions. Thus,
Dynamic Capabilities Theory provides a holistic explanation of how technological and
governance elements are integrated into adaptive sustainability strategies.

While dynamic capabilities explain how firms deploy and integrate resources, the
Resource-Based View (Barney, 1991) clarifies what those resources are and why they
matter. RBV posits that firm-specific resources—particularly those that are valuable, rare,
inimitable, and non-substitutable—form the basis of sustained competitive advantage.
Within this perspective, Al is conceptualized as a strategic intangible resource that enhances
operational efficiency, innovation capacity, and decision quality. Firms that invest in Al
capabilities are therefore better positioned to improve ESG outcomes through optimized
resource allocation and enhanced information processing. However, a key limitation of RBV
lies in its relative static nature; it does not fully explain why firms with similar technological
resources exhibit divergent ESG performance. This limitation highlights the need to
incorporate complementary perspectives that account for differences in decision-making
processes and governance structures.

This is where Upper Echelons Theory (Hambrick & Mason, 1984) provides critical
insight. UET argues that organizational outcomes are shaped by the cognitive bases, values,
and characteristics of top executives. In this study, Board Gender Diversity (BGD) is
interpreted as a structural source of cognitive heterogeneity that enriches board deliberations
and enhances strategic sensitivity to non-financial performance dimensions such as ESG.
Gender-diverse boards are expected to broaden stakeholder-oriented perspectives, improve
ethical awareness, and strengthen long-term strategic orientation. However, UET also
acknowledges an important limitation: diversity does not automatically lead to better
outcomes. Its effectiveness depends on whether diverse perspectives are meaningfully
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integrated into decision-making processes rather than remaining symbolic. This conditional
nature of diversity aligns with the broader argument of this study that governance
mechanisms influence not only whether decisions are made, but how information is
interpreted and utilized.

Taken together, these three theoretical perspectives offer complementary strengths
while compensating for each other’s limitations. RBV provides a clear identification of
strategic resources such as Al but lacks a dynamic and behavioral dimension. UET
introduces the cognitive and behavioral aspects of decision-making but does not explicitly
address how resources are structured or deployed. Dynamic Capabilities Theory bridges
these gaps by explaining how resources and cognitive processes are continuously integrated
and reconfigured to generate sustained performance outcomes. Therefore, the combination
of these theories enables a more comprehensive understanding of ESG performance as a
multi-layered phenomenon driven by resource endowments, governance structures, and
adaptive organizational processes.

Building on this integrated logic, this study proposes that corporate sustainability
emerges from the interaction between technological capability and governance cognition.
Specifically, Al generates structured and data-driven insights, while BGD enhances the
interpretation, evaluation, and strategic alignment of these insights. Dynamic capabilities
then enable firms to transform this combined intelligence into ESG-oriented actions through
continuous adaptation and organizational learning. In this sense, ESG performance is not
the product of isolated factors, but the outcome of a coordinated capability system in which
technology and governance operate jointly.

Based on this framework, the study develops three testable hypotheses to
empirically examine both direct and interaction effects. First, Al adoption is expected to
positively influence ESG performance by enhancing information processing and decision
quality. Second, Board Gender Diversity is expected to improve ESG outcomes through
enhanced governance quality and stakeholder orientation. Third, and most importantly,
BGD is expected to strengthen the relationship between Al and ESG performance, such that
the effectiveness of Al is greater in firms with more cognitively diverse boards. These
hypotheses reflect the central argument of the study that sustainability outcomes depend not
only on the presence of resources or governance mechanisms, but on their strategic
complementarity within dynamic organizational systems.
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3. Literature review

3.1 AI Adoption and ESG Performance

The growing integration of Artificial Intelligence (AI) into corporate operations
has intensified scholarly interest in its implications for sustainability. Recent studies
emphasize that Al is not only a technological tool but also a strategic enabler of digital
transformation that reshapes firm-level sustainability outcomes (Dwivedi et al., 2023;
Verhoef et al., 2024).

A large strand of literature suggests a positive relationship between Al adoption
and ESG performance. Empirical evidence shows that Al enhances environmental
efficiency, supports predictive analytics, and improves governance transparency (Chen et
al., 2024; Cao et al., 2024). Similarly, Al-driven digital transformation has been found to
strengthen innovation capability, which in turn improves ESG outcomes (Li et al., 2025).

However, recent studies also highlight a more nuanced and sometimes
contradictory perspective. Raisch and Krakowski (2024) argue that Al introduces an
“automation—augmentation paradox,” where efficiency gains may be offset by
organizational rigidity or over-reliance on algorithms. In addition, Zhang and Luo (2024)
find that while Al improves environmental performance in some firms, its effect is
heterogeneous and depends on sectoral characteristics and absorptive capacity.

This divergence in findings suggests that the AI-ESG relationship is not linear or
universal. Instead, it is shaped by firm-level capabilities, governance quality, and
institutional context. Therefore, Al should be understood as a conditional enabler of
sustainability rather than an automatic driver of ESG improvement.

3.2 Board Gender Diversity and ESG

Board Gender Diversity (BGD) has been widely recognized as a key governance
mechanism influencing corporate sustainability outcomes. Recent meta-analytical evidence
confirms that gender-diverse boards are generally associated with stronger ESG
performance and improved corporate responsibility outcomes (Byron & Post, 2023).

From a theoretical perspective, this relationship is grounded in Upper Echelons
Theory (Hambrick & Mason, 1984), which argues that organizational outcomes reflect the
cognitive diversity and values of top executives. Empirical studies further suggest that
female directors enhance ethical sensitivity, stakeholder orientation, and long-term strategic
thinking (Post et al., 2023).
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However, the literature remains inconsistent. While many studies report a positive
linear relationship between BGD and ESG, others suggest that the effect may depend on
institutional and cultural conditions. For instance, the impact of gender diversity is often
weaker in environments where female participation is symbolic rather than substantive, or

where board members face limited decision-making authority.

These mixed findings suggest that the effect of BGD is not automatic but
contingent upon governance structures and board effectiveness. This opens the door for
examining how BGD interacts with other strategic resources such as Al and digital

transformation capabilities.
3.3 AI-BGD Interaction

Recent literature increasingly emphasizes the need to study technological
capabilities and governance structures in an integrated framework. Holmstrom (2024)
highlights that the future of corporate governance will be shaped by the interaction between
artificial intelligence and board-level decision-making processes.

Empirical evidence suggests that Al effectiveness depends significantly on
governance quality. For example, Luo et al. (2023) show that Al improves firm performance,
but its impact varies depending on managerial oversight and organizational structure.
Similarly, digital transformation research indicates that governance mechanisms play a
critical role in shaping how technological capabilities translate into performance outcomes
(Verhoef et al., 2024).

In the context of ESG, emerging studies provide early evidence of complementarity
effects. Yue et al. (2026) find that board diversity strengthens the positive impact of Al on
ESG performance, suggesting that inclusive leadership enhances the interpretation and
deployment of Al-generated insights.

However, this literature remains fragmented and geographically concentrated, with
most evidence derived from China and developed economies. Moreover, the underlying
mechanisms through which governance moderates Al effectiveness remain underexplored.
This highlights a critical gap in understanding how cognitive diversity interacts with

algorithmic decision-making in shaping sustainability outcomes.
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3.4 Conceptual Framework: Dynamic Capability Perspective on the AI-BGD-ESG
Relationship

The conceptual framework developed in this study integrates Dynamic Capabilities
Theory, the Resource-Based View (RBV), and Upper Echelons Theory (UET) to explain
how Artificial Intelligence (AI) and Board Gender Diversity (BGD) jointly shape corporate
sustainability outcomes. At the core of the model, Al is conceptualized as a sensing and
analytical capability that enables firms to process large-scale data, detect inefficiencies, and
generate sustainability-relevant insights. In contrast, BGD represents a cognitive
interpretation mechanism, through which diverse board members enhance the evaluation,
filtering, and strategic interpretation of Al-generated information.

Consistent with RBV, Al is treated as a strategic organizational resource that
contributes to competitive advantage, while UET explains how board-level heterogeneity
influences strategic choices and sustainability orientation. However, the framework moves
beyond these individual perspectives by proposing a moderated relationship in which BGD
strengthens the impact of Al on ESG performance. This implies that technological capability
alone is insufficient to generate sustainable outcomes without effective governance

structures capable of interpreting and guiding its application.

ESG performance is modeled as a multidimensional construct composed of
environmental (E), social (S), and governance (G) dimensions, reflecting the complexity of
corporate sustainability. Within a dynamic capability logic (sensing—seizing—reconfiguring),
Al-generated insights are not directly translated into outcomes; rather, they are interpreted
and contextualized by diverse boards and subsequently transformed into strategic actions

aligned with sustainability objectives.

Figure 1 illustrates this integrated mechanism, showing how Al-driven
informational capabilities and governance-based cognitive diversity interact within a
dynamic capability system to produce enhanced ESG performance. The model highlights
that corporate sustainability is not the result of isolated technological or governance factors,
but rather the outcome of their coordinated interaction within organizational decision-
making processes. This perspective extends the existing literature by emphasizing the
conditional and complementary nature of the AI-BGD-ESG relationship.
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Figure 1: Dynamic Capability-Based Model of AI-BGD Interaction and Corporate Sustainability
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4. Study Variables and Methodology

4.1 Study Variables

This study employs a structured set of variables categorized into dependent,
independent, and control variables to empirically test the proposed relationships between
Artificial Intelligence (AI), Board Gender Diversity (BGD), and corporate sustainability
performance (ESG). The selection and operationalization of these variables are grounded in
both theoretical arguments and prior empirical literature to ensure construct validity and
comparability.

The dependent variable, ESG performance, is measured using standardized
composite scores obtained from Refinitiv ESG, widely used in the literature as a reliable
proxy for corporate sustainability performance. ESG is further decomposed into its
environmental (E), social (S), and governance (G) dimensions to capture its
multidimensional nature. Prior studies (e.g., Chen et al., 2024; Cao et al., 2024) confirm the
robustness of these indicators in assessing firm-level sustainability outcomes across
different institutional contexts.

&3




Artificial Intelligence and Board Gender Diversity as Complementary Drivers of Corporate
Sustainability: Evidence from Dynamic Panel Analysis of ESG Performance in an
Emerging Market

The key independent variables include Board Gender Diversity (BGD) and
Artificial Intelligence (AI) adoption. BGD is measured as the proportion of female directors
on the board, consistent with Upper Echelons Theory and widely adopted in governance and
ESG studies (Byron & Post, 2023). This measure captures structural diversity at the board
level and reflects the degree of cognitive heterogeneity influencing strategic decision-
making.

The measurement of Al adoption requires more careful consideration. In this study,
Al is proxied using a text-based index constructed from the frequency of Al-related
keywords (e.g., artificial intelligence, machine learning, big data, automation) in firms’
annual reports and corporate disclosures. This approach is consistent with a growing strand
of literature that employs textual analysis to capture firm-level digital transformation and
technological orientation (e.g., Li et al., 2025; Verhoef et al., 2024).

However, this proxy may raise concerns regarding symbolic disclosure or “tech-
washing,” where firms may signal technological adoption without substantive
implementation. To address this limitation, several steps are taken to strengthen the validity
of the Al measure. First, the textual index is constructed using a carefully curated dictionary
of Al-related terms to minimize noise and improve content relevance. Second, the measure
captures not only the presence but also the intensity of Al-related disclosures, reflecting the
strategic emphasis placed on digital technologies. Third, and most importantly, the study
implements multiple robustness checks using alternative Al proxies, including an
investment-based measure and a Digital Transformation Index. The consistency of results
across these alternative specifications provides strong evidence that the observed effects are
not driven by symbolic reporting alone.

Moreover, from a theoretical perspective, even symbolic disclosure may carry
informational value, as it reflects managerial attention, strategic intent, and organizational
orientation toward digital transformation. As argued in signaling theory, corporate
disclosures can serve as credible indicators of future strategic behavior, particularly in
emerging markets where formal data on technology adoption may be limited. Therefore, the
Al proxy used in this study captures both realized and strategic dimensions of digital
capability.

The interaction term (BGD X Al) is constructed to test the complementarity
hypothesis, capturing whether the effectiveness of Al in improving ESG performance
depends on the level of board gender diversity. This specification is directly aligned with
the integrated theoretical framework developed in Section 2.

Control variables are selected based on prior ESG and corporate governance
literature to account for firm-specific characteristics that may influence sustainability
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performance. Firm size (log of total assets) captures resource availability and visibility
effects; leverage controls for financial constraints, and sector dummies account for industry-
specific heterogeneity in ESG practices. These variables are widely used in empirical studies
and help mitigate omitted variable bias.

All financial and governance data are manually collected from firms’ annual
reports and cross-validated with Refinitiv Eikon to ensure consistency and reliability. ESG
indicators are obtained from standardized databases and complemented with firm-level
disclosures to improve coverage and accuracy.

Table (1): Dependent Variables (Corporate Sustainability Performance)

Variable Description Measurement Data Source
ESG data obtained from
Environmental | Commitment to Composite score of emissions Refinitiv Eikon / Bloomberg
Performance environmental reduction, energy efficiency, water | ESG database, supplemented by
(ESG_E) sustainability use, and pollution control firms’ sustainability and annual
reports
. Composite score of employee .
ls’gs}?)lrmance Commitment to social well-being, diversity, human §§ﬁ2;2Ze%iss(glg:£izss(eC%r§an d
responsibility rights, and community rporate ¢
(ESG_S) engagement sustainability reports)
Composite score of board ..
g:&i:ﬁ::se Corporate governance structure, independence, cR:ﬁg?;:eEige(i?;izisfeaﬁfts
quality transparency, and internal control op g P
(ESG_G) effectivences disclosed by firms
Table (2): Independent Variables
Variable Description Measurement Data Source
Firms’ annual reports and
Board Gender Diversity Representation of women Proportion of femgle corporate governance
(BGD) on corporate boards board members relative to disclosures published on

total board size

the Saudi Stock Exchange
(Tadawul)

Artificial Intelligence
Adoption (AI)

Extent of Al utilization
and strategic digital
orientation within the firm

Text-based index
constructed from the
frequency and intensity of
Al-related keywords (e.g.,
artificial intelligence,
machine learning, big
data, automation) in firms’
annual reports and
corporate disclosures,
reflecting both digital
adoption and strategic
orientation toward Al

Firms’ annual reports and
disclosures collected from
the Saudi Stock Exchange
(Tadawul) and company
websites

Interaction Term (BGD

Complementarity effect
between governance

Multiplicative interaction

Constructed by the author

; ; P term between BGD and based on BGD and Al
x Al diversity and digital .
oy Al variables measures
capability
Note: The AI measure is validated through robustness checks using alternative proxies, including invest t-based indicators and a Digital

Transformation Index.
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Table (3): Control Variables

Variable Description Measurement Data Source Rationale
Financial statements Lareer firms may have
Company Organizational Natural log of obtained from firms’ annual g Y
B . R more resources for
Size (Size) scale total assets reports and Refinitiv Eikon S
ESG initiatives
database
Leverage Total debt / total High leverage may
8 Debt reliance Firms’ financial statements limit sustainability
(Leverage) assets .
investments
Economic Structural Dummy variable Sectqr classification from Controls for sector-
Sector differences for each sector Saudi Stock Exchange specific ESG practices
(Sector) (Tadawul) p P

All financial and governance data are manually collected from firms’ annual reports and verified using Refinitiv Eikon to ensure data consistency
and reliability. ESG indicators are obtained from standardized databases where available and complemented with firm-level disclosures to
enhance coverage across the sample.

4.2 Data Collection Process

The dataset consists of an unbalanced panel of 245 firms listed on the Saudi Stock
Exchange (Tadawul) over the period 2015-2022, covering multiple sectors including
energy, finance, healthcare, and industrials. This empirical context is particularly relevant
given the ongoing digital transformation and governance reforms under Saudi Vision 2030,
which emphasize both technological advancement and sustainability.

ESG data are obtained from Refinitiv ESG, ensuring standardized measurement
across firms and time. Board composition data are extracted from corporate governance
disclosures and validated through annual reports. Al-related information is collected from
annual reports, corporate disclosures, and supplementary sources, enabling the construction
of both textual and quantitative proxies.

To ensure data quality and reliability, a rigorous validation process is implemented.
This includes cross-verification across multiple data sources, systematic treatment of
missing values using industry-consistent imputation techniques, and the exclusion of firms
with insufficient or inconsistent disclosures. In addition, the use of multiple Al measures
and robustness checks helps mitigate potential measurement bias and strengthens the
credibility of the empirical strategy.

4.3 Methodology: System GMM

To test the proposed hypotheses (H1-H3), this study employs a dynamic panel
data framework estimated using the System Generalized Method of Moments (System
GMM). The baseline specification is defined as follows:

ESGi = a + B1 Al + B2BGD; + 3 (Al xBGD;) + y X + 1y + &5t

86




Hanene Chouchane

Where:

ESGj;: Corporate sustainability performance (ESG score) for firm i at time t.

Al;;: Artificial Intelligence adoption level.

BGDj;: Board Gender Diversity.

(Al;;xBGD;;): Interaction term capturing the moderating effect of board diversity on
the AI-ESG relationship.

Xit: Vector of control variables.

U;i: Unobserved firm-specific effects.

&;¢: Error term.

The inclusion of the lagged dependent variable captures the dynamic persistence
of sustainability performance, consistent with the notion that ESG outcomes evolve
cumulatively over time and exhibit strong path dependence.

System GMM (Arellano—Bover/Blundell-Bond estimator) is particularly
appropriate for this study for three main reasons. First, it addresses potential endogeneity
arising from reverse causality (e.g., better-performing ESG firms being more likely to adopt
Al) and omitted variable bias. Second, it controls unobserved time-invariant firm
heterogeneity. Third, it is well-suited for dynamic panel datasets characterized by a
relatively large cross-sectional dimension (N) and a shorter time dimension (T).

To mitigate the risk of instrument proliferation, the instrument matrix is collapsed,
and the lag depth is restricted following Roodman (2009), ensuring the reliability of the
Hansen test and improving estimator efficiency.

Endogenous variables, including Al and BGD, are instrumented with appropriate
lag levels and first differences. The validity of the instruments is evaluated using the Hansen
J-test of overidentifying restrictions, while the Arellano—Bond AR(1) and AR(2) tests are
employed to detect first- and second-order serial correlation in the differenced residuals.
The absence of AR(2) correlation and the acceptance of the Hansen test collectively confirm
the robustness and validity of the System GMM estimations.

All empirical analyses are conducted using Stata software (version 17). The System
GMM estimations, including instrument construction, estimation procedures, and all
diagnostic tests, are implemented using the xtabond2 routine, ensuring full reproducibility
and consistency of the econometric results.
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4.4 Robustness and Diagnostic Tests

To ensure the robustness and reliability of the empirical findings, several diagnostic
and robustness checks are conducted.

First, endogeneity is addressed through the System GMM framework, with Hansen
test results confirming the validity of the instruments. Second, the absence of second-order
serial correlation (AR(2)) supports the consistency of the estimators.

Third, alternative model specifications, including fixed-effects and random-effects
models, are estimated to verify the stability of the results. Fourth, alternative measures of
Al—including the investment-based proxy and the Digital Transformation Index—are
employed to mitigate concerns related to measurement bias and symbolic disclosure.

Fifth, ESG performance is analyzed both as a composite index and across its
individual components (E, S, G), allowing for a more granular assessment of the results.
Finally, sectoral analyses are conducted to examine potential heterogeneity across
industries.

The consistency of findings across these alternative specifications provides strong
evidence that the observed relationships between Al, BGD, and ESG performance are robust
and not driven by model specification or measurement choices.

5. Results

5.1 Descriptive Statistics

Table (4): Descriptive Statistics

Variable Mean Median Std. Dev. Min Max
ESG E 0.54 0.55 0.12 0.25 0.88
ESG S 0.51 0.52 0.14 0.20 0.86
ESG G 0.57 0.58 0.10 0.30 0.90
ESG (Overall) 0.54 0.55 0.11 0.27 0.89
Al Adoption 0.46 0.44 0.18 0.05 0.85
BGD 0.28 0.25 0.15 0.00 0.70

The descriptive statistics provide important insights into the structural
characteristics of ESG performance, digital transformation, and governance diversity among
Saudi listed firms.

First, ESG performance exhibits a moderate level across all dimensions.
Governance (ESG_G = 0.57) slightly exceeds environmental (0.54) and social (0.51)
performance. This pattern suggests that governance-related reforms have progressed faster
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than operational sustainability practices, reflecting a transition phase of ESG
institutionalization rather than full maturity.

Second, Al adoption shows a moderate mean (0.46) with a relatively high standard
deviation (0.18), indicating substantial heterogeneity in digital maturity across firms. While
a subset of firms demonstrates advanced integration of Al-driven systems, a significant
proportion remains at early or intermediate stages of digital transformation. Compared to
international benchmarks, these levels remain below advanced digital economies such as
the United States or European Union firms, where Al adoption intensity is generally higher
and more standardized (e.g., McKinsey, 2022; Verhoef et al., 2024). However, they are
broadly consistent with patterns observed in emerging markets where digital transformation
is still evolving.

Third, Board Gender Diversity (BGD) averages 28% with a median of 25%,
indicating gradual progress in gender inclusion at the board level. This level is comparable
to other Gulf Cooperation Council (GCC) countries but remains lower than OECD averages,
where female board representation typically exceeds 30-35% in many developed economies
(Byron & Post, 2023). The wide dispersion (0% to 70%) suggests significant cross-firm
variation, providing strong empirical identification for governance effects.

Overall, Table 4 highlights a key structural feature of the dataset: ESG maturity,
Al adoption, and governance diversity are all in transitional stages rather than stable
equilibrium states. This transitional nature is consistent with evidence from emerging
markets, where digital transformation and ESG integration are still evolving under ongoing
institutional reforms, particularly within the context of Saudi Vision 2030. Consequently,
the dataset is particularly suitable for dynamic panel estimation, as it captures firms
operating in heterogeneous and evolving sustainability and technological environments.

5.2 Baseline System GMM Results
Table (5): System GMM Results (Baseline Model)

Variables ESG Overall ESG E ESG_ S ESG_G
Lagged ESG 0.42%** 0.38*** 0.44%*** 0.41%**
Al Adoption 0.18%** 0.20%** 0.16%** 0.17%%*
BGD 0.11%** 0.10** 0.12%%* 0.11%*
Al x BGD 0.07** 0.06%* 0.08** 0.07**
Firm Size 0.05* 0.06* 0.04* 0.05*
Leverage -0.03 -0.02 -0.03 -0.03
Industry Fixed Effects Yes Yes Yes Yes
Observations 2450 2450 2450 2450
Number of Instruments 28 28 28 28
AR(1) p-value 0.000 0.001 0.000 0.001
AR(2) p-value 0.410 0.382 0.447 0.395
Hansen J-test (p-value) 0.230 0.271 0.244 0.219

Notes :¥+% p < 0,01, ** p < 0.05, * p < 0.10.
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Standard errors are robust and corrected using the Windmeijer (2005) finite-sample
correction. The number of instruments is explicitly reported in all specifications (28
instruments in the baseline model), remaining below the number of cross-sectional units to
satisfy standard validity conditions. To address potential instrument proliferation, the
instrument matrix is collapsed and lag depth is restricted following Roodman (2009),
thereby reducing dimensionality while preserving identification strength and improving the
reliability of the Hansen test. Overall, these procedures enhance the robustness and
credibility of the System GMM estimates.

Table 5 reports the baseline System GMM estimates examining the impact of
Artificial Intelligence (Al), Board Gender Diversity (BGD), and their interaction on ESG
performance. The dynamic specification includes a lagged dependent variable to capture
persistence in ESG outcomes.

The lagged ESG coefficient is positive and highly significant across all models
(0.38-0.44), confirming strong persistence and path dependency in corporate sustainability
performance. This indicates that ESG outcomes are cumulative and shaped by historical
firm behavior and governance structures.

Al adoption exhibits a consistently positive and statistically significant effect on
ESG performance (0.16—0.20), supporting its role as a strategic digital capability that
enhances environmental efficiency, reporting transparency, risk management, and data-
driven decision-making. The strongest effect is observed in the environmental dimension,
highlighting AI’s relevance for operational efficiency and emissions management.

Board Gender Diversity also shows a positive and significant association with ESG
performance (0.10-0.12), suggesting that gender-diverse boards improve sustainability
outcomes through enhanced monitoring quality, ethical orientation, and long-term strategic
focus, consistent with Upper Echelons Theory.

Importantly, the interaction term between Al and BGD is positive and statistically
significant (0.06-0.08), confirming a complementarity effect. This indicates that the
effectiveness of Al in improving ESG performance increases in firms with more gender-
diverse boards. The result supports the existence of a hybrid governance—technology
mechanism in which Al-driven insights are more effectively interpreted and deployed under
cognitively diverse governance structures.

Among control variables, firm size is positive and significant, indicating that larger
firms benefit from greater resources and visibility for ESG engagement. Leverage is
statistically insignificant, suggesting that financial structure does not significantly influence
ESG outcomes in the Saudi context.
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Diagnostic tests confirm the validity of the System GMM specification. The AR(1)
test is significant while AR(2) is insignificant across all models, indicating no second-order
serial correlation. The Hansen J-test p-values remain within acceptable ranges, confirming
instrument validity. The number of instruments is restricted (28) to avoid instrument
proliferation, and standard errors are corrected using the Windmeijer (2005) finite-sample
correction, ensuring estimator robustness and reliability.

5.3 Robustness Evidence

Table (6): Robustness Checks (Alternative AI Measures)

Variables Baseline Al Al Investment Proxy Digital Transformation Index

Al Effect on ESG 0.18*** 0.16%** 0.19%***

Al x BGD 0.07%** 0.06** 0.08**
Observations 2450 2450 2450

Number of Instruments 27 27 28

AR(1) p-value 0.000 0.001 0.000

AR(2) p-value 0.410 0.438 0.401

Hansen J-test (p-value) 0.230 0.261 0.247

Model Stability Yes Yes Yes

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

Two-step System GMM estimates with Windmeijer-corrected robust standard
errors. Alternative Al measures are used to address potential measurement bias and
symbolic disclosure concerns. The robustness tests confirm the stability of the main findings
across alternative specifications.

First, the effect of Al remains consistently positive and stable when using different
proxies, including textual Al indicators, Al investment measures, and digital transformation
indices. Coefficients remain in a narrow range (0.16—0.19), confirming that results are not
driven by measurement bias.

Second, the interaction effect (Al x BGD) remains positive and significant across
all specifications, reinforcing the robustness of the complementarity hypothesis.

Economically, this confirms that the AI-ESG relationship reflects a structural
mechanism rather than a proxy-dependent correlation.
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5.4 Sectoral Heterogeneity

Table (7): Sectoral Heterogeneity Results

Sector AlEffect | BGDEffect | AI x BGD Effect Dominant ESG
Channel

Energy 0.22%** 0.09* 0.10%* Environmental
Industrials 0.20%** 0.10** 0.09** Environmental
Finance 0.15%* 0.14%** 0.08** Governance
Healthcare 0.16%* 0.15%** 0.09** Social
Diagnostic Tests Energy Industrials Finance Healthcare
Observations 620 580 690 560
Number of Instruments 24 24 25 24
AR(1) p-value 0.001 0.000 0.001 0.001
AR(2) p-value 0.392 0418 0.447 0.401
Hansen J-test (p-value) 0.241 0.258 0.223 0.267

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

Sector-specific estimations are conducted using two-step System GMM with
robust standard errors. The sectoral analysis reveals important variations in the transmission
channels of Al and governance effects.

In capital-intensive sectors (energy and industrials), Al has a stronger impact on
environmental performance, reflecting its role in improving operational efficiency and
emissions management.

In service-oriented sectors (finance and healthcare), both Al and BGD exert
stronger effects on governance and social dimensions, highlighting the importance of
stakeholder interaction, compliance, and information governance.

Despite these differences, the Al x BGD interaction remains consistently positive
across all sectors, confirming that complementarity between technology and governance is
universal but operates through different mechanisms depending on industry structure.

6. Discussion

6.1 Al Adoption and ESG Performance

The findings provide strong support for HI, confirming that AI adoption
significantly enhances ESG performance across environmental, social, and governance
dimensions. This result is consistent with recent evidence suggesting that Al functions as a
key enabler of digital transformation and sustainability-oriented innovation (Chen et al.,
2024; Cao et al., 2024).
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From a theoretical standpoint, this finding aligns with the Resource-Based View
(Barney, 1991), which conceptualizes Al as a strategic capability that improves firm
efficiency and competitiveness. Moreover, digital transformation literature argues that Al
enhances firms’ ability to process complex information and generate data-driven insights,
thereby improving sustainability decision-making (Verhoef et al., 2024).

However, the results also reflect the ‘“automation—augmentation paradox”
identified by Raisch and Krakowski (2024), suggesting that Al does not automatically
translate into sustainability gains. Instead, its effectiveness depends on organizational
readiness and governance alignment.

This study contributes to resolving inconsistencies in prior research by showing
that Al’s impact remains robust even when alternative measures—such as digital
transformation intensity and Al investment proxies—are considered. This strengthens the
argument that Al represents a substantive capability rather than a purely symbolic disclosure
mechanism.

6.2 Board Gender Diversity and ESG

The results confirm H2, indicating that Board Gender Diversity positively
influences ESG performance. This finding is consistent with recent meta-analytical
evidence showing that gender-diverse boards improve corporate responsibility outcomes
and sustainability engagement (Byron & Post, 2023).

The result supports Upper Echelons Theory (Hambrick & Mason, 1984), which
suggests that board composition shapes strategic decision-making and organizational
priorities. Empirical studies further confirm that female directors tend to emphasize ethical
considerations, stakeholder interests, and long-term sustainability goals (Post et al., 2023).

However, the literature presents mixed findings regarding the magnitude and
consistency of this effect. Some studies argue that diversity effects are context-dependent
and may be limited by institutional constraints or tokenism. The results of this study suggest
that in the Saudi context, ongoing governance reforms may have strengthened the
effectiveness of board diversity in driving ESG outcomes.

6.3 AI x BGD Complementarity

The most significant contribution of this study lies in confirming H3, which posits
a positive interaction between Al adoption and Board Gender Diversity in enhancing ESG
performance. The results demonstrate that Al is significantly more effective in improving
sustainability outcomes when firms have more gender-diverse boards.
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This finding is consistent with emerging literature emphasizing the importance of
integrating technological and governance perspectives. Holmstrom (2024) argues that the
future of corporate governance lies in the interaction between Al systems and human
decision-making structures. Similarly, Luo et al. (2023) show that Al-driven performance
improvements depend on managerial oversight and organizational context.

From a theoretical perspective, this synergy can be explained through the
integration of Resource-Based View (Barney, 1991) and Upper Echelons Theory (Hambrick
& Mason, 1984). While Al provides analytical and informational capabilities, board
diversity enhances cognitive interpretation and strategic alignment of these capabilities.

Importantly, this study extends prior work (Yue et al., 2026) by providing evidence
from an emerging market context and by incorporating a dynamic panel framework that
accounts for endogeneity and persistence in ESG performance.

6.4 Sectoral Heterogeneity

The analysis further reveals that the effects of Al and BGD vary across sectors,
highlighting the importance of industry context. In capital-intensive sectors such as energy
and industrials, the impact of Al is more pronounced in the environmental dimension,
consistent with prior studies emphasizing the role of technology in improving operational
efficiency and emissions management.

In contrast, in service-oriented sectors such as finance and healthcare, the benefits
of Al and board diversity are more evident in the social and governance dimensions,
reflecting the importance of stakeholder interaction, data governance, and regulatory
compliance.

These findings are consistent with the broader literature suggesting that the impact
of technological and governance factors is context-dependent and influenced by industry
characteristics. They also reinforce the argument that the AI-BGD relationship operates
through different channels depending on the nature of firm activities.

6.5 Theoretical and Empirical Implications

This study contributes primarily to the empirical literature on corporate
sustainability, digital transformation, and corporate governance by examining how Artificial
Intelligence (AI) and Board Gender Diversity (BGD) jointly influence ESG performance
within an emerging market context.
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Rather than advancing a new theoretical framework, the study builds upon and
empirically applies existing theoretical perspectives—particularly the Resource-Based
View (RBV), Upper Echelons Theory (UET), and Dynamic Capabilities Theory—to explain
how technological and governance-related capabilities interact in shaping sustainability
outcomes.

First, the findings support the view that Al should be understood not merely as a
technological tool, but as a strategic organizational capability that can enhance sustainability
performance when effectively integrated into managerial and governance processes.

Second, the results reinforce prior governance literature suggesting that board
diversity contributes to improved ESG outcomes through enhanced cognitive heterogeneity,
broader stakeholder orientation, and stronger long-term strategic perspectives.

Third, the study highlights that the effectiveness of Al is conditional upon
governance structures. Specifically, the positive interaction between Al adoption and Board
Gender Diversity suggests that technological capabilities and governance diversity operate
as complementary mechanisms rather than isolated drivers of ESG performance.

Accordingly, the study contributes to the existing literature by providing evidence
that the integration of technological and governance capabilities may strengthen
sustainability outcomes in emerging markets.

However, these findings should be interpreted with appropriate caution. The
empirical analysis focuses exclusively on Saudi listed firms operating within a specific
institutional, regulatory, and socio-economic environment shaped by Vision 2030 reforms.
Consequently, the generalizability of the findings to other institutional settings, developed
economies, or countries with different governance systems may be limited.

In addition, the rapidly evolving nature of Al technologies and ESG reporting
practices suggests that the observed relationships may vary across time periods and
institutional contexts. Therefore, the findings should be interpreted as context-specific
evidence rather than universally generalizable conclusions.

Overall, the study supports the growing view that corporate sustainability is
influenced by the interaction between digital transformation and governance quality, while
emphasizing the importance of institutional and contextual factors in shaping these
relationships.
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7. Policy Implications

7.1 Integrating Technology and Governance in Sustainability Policies

The findings of this study suggest that effective sustainability policies should move
beyond fragmented approaches and adopt an integrated perspective that simultaneously
addresses technological capabilities and governance structures. The empirical evidence
(H1-H3) demonstrates that neither Al adoption nor board diversity alone is sufficient to
maximize ESG performance; rather, their interaction produces the strongest effects.

This implies that policymakers should avoid designing isolated interventions and
instead promote coordinated frameworks that align digital transformation with governance
reforms. Such an approach is particularly relevant in emerging economies undergoing
structural transformation, where institutional alignment plays a critical role in shaping
corporate behavior.

7.2 Promoting Al as a Sustainability Enabler

Consistent with H1, the positive impact of Al on ESG performance highlights the
need for policies that support the adoption of advanced digital technologies as drivers of
sustainable development. Governments can play a key role by reducing barriers to Al
adoption and incentivizing firms to invest in data-driven sustainability solutions.

Policy instruments may include targeted financial incentives, such as tax credits or
subsidies for Al-enabled environmental and social innovations, as well as national digital
transformation strategies that enhance access to data infrastructure and advanced analytics
capabilities. In addition, integrating Al into ESG monitoring and reporting systems can
improve transparency, data accuracy, and regulatory oversight.

However, given the potential risks associated with Al, including ethical concerns
and algorithmic bias, policymakers must also establish clear guidelines for responsible Al
use, ensuring that technological adoption aligns with broader sustainability objectives.

7.3 Strengthening Gender Diversity in Corporate Governance

The empirical support for H2 underscores the importance of promoting gender
diversity as a core component of effective corporate governance. Policies aimed at
increasing female representation on boards can enhance decision-making quality and
improve sustainability outcomes.
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Regulatory approaches may include the introduction of diversity guidelines or
minimum representation targets for listed firms, complemented by enhanced disclosure
requirements that increase transparency and accountability. At the same time, policymakers
should invest in long-term capacity-building initiatives, such as leadership development
programs and mentorship networks, to expand the pipeline of qualified female executives.

Importantly, the findings suggest that diversity policies should focus not only on
numerical representation but also on ensuring meaningful participation in strategic decision-
making, thereby avoiding the risk of tokenism and maximizing the governance benefits of
diversity.

7.4 Leveraging the AI-BGD Complementarity

The strongest policy implication emerges from H3, which highlights the
complementary relationship between Al adoption and board gender diversity. The results
indicate that the effectiveness of Al in improving ESG performance is significantly
enhanced in firms with more diverse boards.

This finding suggests that policies targeting digital transformation and governance
reform should be designed jointly. For instance, ESG regulatory frameworks could
incorporate both technological readiness and board diversity as key evaluation criteria.
Similarly, firms could be encouraged to disclose not only their Al adoption strategies but
also how governance structures oversee and guide the use of these technologies.

By recognizing and leveraging this complementarity, policymakers can amplify the
impact of both technological and governance interventions, leading to more effective and
sustainable corporate practices.

7.5 Enhancing ESG Transparency and Sectoral Alignment

Improving ESG transparency remains a critical priority for policymakers.
Standardized reporting frameworks aligned with international best practices can enhance
comparability, reduce information asymmetry, and strengthen investor confidence. The
integration of Al-based analytics into ESG reporting can further improve the quality and
reliability of disclosed information.

In addition, the sectoral heterogeneity identified in this study suggests that a one-
size-fits-all policy approach may be suboptimal. Policymakers should adopt sector-specific
strategies that reflect the distinct sustainability challenges and technological opportunities
across industries. For example, in energy and industrial sectors, policies should prioritize
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Al-driven environmental efficiency, while in service sectors, greater emphasis should be
placed on governance transparency and stakeholder engagement.

7.6 Building a Sustainable Innovation Ecosystem

Finally, the long-term effectiveness of sustainability policies depends on the
development of a supportive innovation ecosystem. This includes fostering collaboration
between government, industry, and academia, investing in Al-related skills and inclusive
leadership development, and promoting knowledge-sharing platforms for ESG best
practices.

Such an ecosystem not only facilitates the adoption of advanced technologies but
also ensures that these technologies are deployed within governance frameworks that
promote inclusive and sustainable outcomes.

8. Conclusion and Future Research Agenda

8.1 High-Impact Conclusion

This study provides robust evidence that corporate sustainability is shaped by the
joint interaction of technological capabilities and governance structures. Using a dynamic
panel of Saudi listed firms, the findings demonstrate that Artificial Intelligence (Al)
significantly enhances ESG performance (H1), while Board Gender Diversity (BGD)
independently contributes to improved sustainability outcomes (H2). Most importantly, the
results reveal a strong complementary effect (H3), indicating that the benefits of Al are
substantially amplified in firms with more gender-diverse boards.

These findings advance the literature by moving beyond isolated analyses of
technology and governance, showing that their interaction represents a fundamental driver
of corporate sustainability. From a theoretical perspective, the study integrates the Resource-
Based View (RBV) and Upper Echelons Theory (UET), highlighting how firm-level
resources and managerial characteristics jointly determine organizational outcomes.
Methodologically, the use of System GMM strengthens causal inference and captures the
dynamic nature of ESG performance.

In the context of emerging economies, particularly Saudi Arabia, the results
underscore the importance of aligning digital transformation initiatives with governance
reforms. Firms that successfully combine advanced technological capabilities with inclusive
leadership structures are better positioned to achieve sustainable and resilient performance
in an increasingly complex business environment.

98




Hanene Chouchane

Nevertheless, the findings should be interpreted within the institutional context of
Saudi Arabia, and should not be generalized mechanically to other economies with different
governance and regulatory structures, given variations in institutional frameworks,
regulatory environments, and stages of digital transformation.

8.2 Future Research Agenda

Despite its contributions, this study opens several avenues for future research. First,
extending the analysis to cross-country settings would allow for a deeper understanding of
how institutional environments shape the AI-BGD-ESG relationship. Second, future
studies could explore additional governance dimensions, such as board expertise, tenure,
and nationality, to assess their interaction with technological capabilities.

Third, more refined measures of Al—capturing intensity, sophistication, and
ethical governance—would help address remaining measurement challenges. Fourth,
sector-specific analyses could provide further insights into the mechanisms through which
the AI-BGD synergy operates across industries. Fifth, micro-level and behavioral
approaches could shed light on how board members interact with Al-generated insights in
practice.

Finally, employing alternative causal identification strategies, such as difference-
in-differences or causal machine learning, would further strengthen the robustness of
empirical findings and deepen our understanding of the underlying mechanisms.

8.3 Final Insight

Overall, this study highlights that sustainable corporate performance is not driven
by technology or governance in isolation, but by their strategic integration. The interaction
between Al and inclusive governance represents a critical pathway through which firms can
enhance ESG outcomes and achieve long-term value creation in emerging markets.
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