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ABSTRACT
Sustainability-related human rights risks, including forced labour, labour exploitation and other forms of human rights abuse, 
remain persistent challenges across countries, particularly where corporate accountability and national institutional frameworks 
are weak. Drawing on institutional theory, this study examines whether informal institutions (i.e., corporate ethical behaviour 
and board governance efficacy) and formal institutions (i.e., national governance quality) are associated with sustainability-
related human rights exploitation risks. Using a longitudinal cross-national dataset covering 167 countries across the 2014, 2016 
and 2018 waves, the study analyses two dimensions of human rights risk: exploitation prevalence and structural vulnerability to 
exploitation. Fixed-effects regressions and two-stage least squares robustness specifications show that corporate ethical behav-
iour, board governance efficacy and national governance quality are negatively and significantly associated with sustainability-
related human rights risks. Additional analyses indicate that the associations between corporate ethical behaviour, board 
governance efficacy and lower human rights risks are more pronounced in countries with stronger national governance qual-
ity. In contexts with weak national governance, voluntary corporate actions may be insufficient to support substantive human 
rights–related outcomes. The findings extend institutional theory by showing that sustainability-related human rights risks are 
shaped not by isolated governance mechanisms alone but by the broader alignment between country-level corporate governance 
environments and national institutional systems. The study contributes to debates on sustainability governance, human rights 
accountability and ESG regulation and offers implications for policymakers, regulators and organisations seeking to strengthen 
institutional accountability, address human rights exploitation risks and support progress towards SDGs 8, 12 and 16.

1   |   Introduction

Sustainability risks in global supply chains, including labour 
exploitation, human rights abuses and unethical procure-
ment practices, continue to pose complex challenges for firms 
operating across increasingly interconnected and opaque 

production networks. Despite the adoption of legal frame-
works and global reporting initiatives, exploitative conditions 
remain pervasive, often concentrated in countries marked by 
weak institutional enforcement, corruption and poverty (e.g., 
Han et  al.  2024; Mehmood et  al.  2023). The International 
Labour Organization (ILO  2022) reports that more than 50 
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million people are affected globally by forced labour and re-
lated practices, with the number growing due to global cri-
ses such as the COVID-19 pandemic, political instability and 
climate-induced migration.

Recent literature highlights the need to reframe human rights 
abuses not only as ethical failures but also as material busi-
ness risks tied to environmental, social and governance (ESG) 
performance (e.g., Allam, Moussa, and Elmarzouky  2024). 
Corporate strategies that prioritise cost minimisation and 
global outsourcing can increase exposure to reputational 
and regulatory risks, particularly when firms operate in in-
stitutional environments with inadequate transparency or 
enforcement capacity (Pinnington et  al.  2023). While legis-
lative responses such as the UK Modern Slavery Act (2015), 
Australia's Modern Slavery Act (2018) and the California 
Transparency in Supply Chains Act (2010) have promoted 
disclosure-based mechanisms, scholars argue that these in-
struments often result in symbolic compliance, with lim-
ited practical impact (e.g., Flynn and Walker  2021; Islam 
and Van Staden  2022; Moussa et  al.  2023; Neokleous and 
Elmarzouky 2026).

Institutional theory provides a useful lens for understand-
ing why sustainability-related human rights risks (HRRs) 
differ across countries. According to this theory, organisa-
tional practices are shaped by both informal and formal in-
stitutions, including social norms, governance expectations, 
legal enforcement and regulatory systems (DiMaggio and 
Powell 1983; Scott 1995). Recent studies suggest that human 
rights governance depends not only on corporate governance 
environments but also on macro-level institutional quality, 
including political stability, corruption control and regula-
tory enforcement (Han et  al.  2024; Mehmood et  al.  2023). 
However, existing empirical evidence remains concentrated 
in single-country or sector-specific settings, limiting under-
standing of how governance environments are associated 
with sustainability-related HRRs across countries (e.g., Christ 
et al. 2019; Islam and Van Staden 2022; LeBaron 2021; Moussa 
et al. 2023).

In this context, Moussa et al. (2022) and Mehmood et al. (2023) 
call for further research on the influence of institutional infra-
structure on sustainability-related HRRs. In response to these 
calls, we draw on institutional theory and explore whether, and 
if so how, informal institutions (i.e., corporate ethical behaviour 
[CEB] and board governance efficacy [BOE]) and formal insti-
tutions (i.e., national governance quality [NGQ]) are associated 
with sustainability-related HRRs across the world. Consistent 
with institutional theory, we argue that country-level corporate 
governance environments are more likely to be associated with 
lower HRRs when embedded within stronger national institu-
tional systems.

The study is grounded within the broader policy framework 
of the United Nations Sustainable Development Goals (SDGs) 
(UNDP 2015), particularly SDG 8, which calls for the eradica-
tion of forced labour and modern slavery; SDG 12, which pro-
motes responsible production and consumption; and SDG 16, 
which emphasises the importance of strong institutions and ac-
cess to justice. These goals are mutually reinforcing: Effective 

governance can support decent work, responsible business con-
duct and institutional accountability, highlighting the need for 
robust corporate and national governance mechanisms to ad-
dress the systemic roots of sustainability-related exploitation.

This policy relevance is reinforced by the global move towards 
mandatory sustainability disclosures, including International 
Financial Reporting Standards (IFRS) S1 and S2 (ISSB 2023a, 
2023b) and the European Sustainability Reporting Standards 
(ESRS) (European Commission  2023). These frameworks sig-
nal a shift from voluntary to more regulated sustainability ac-
countability, compelling firms to integrate human rights due 
diligence and sustainability risk management into their core 
reporting and governance obligations. ESRS S2, Workers in 
the Value Chain, explicitly requires firms to identify, assess 
and disclose material HRRs across their value chains, includ-
ing forced labour, modern slavery and other coercive practices. 
More broadly, IFRS S1, General Requirements for Disclosure 
of Sustainability-Related Financial Information, establishes a 
principles-based framework requiring disclosure of all material 
sustainability-related risks, under which human rights exploita-
tion risks would be reportable where financially material. These 
developments strengthen the need for evidence on the gover-
nance environments associated with HRRs across countries.

This study contributes to the literature in several ways. First, 
although a growing body of research examines firm-level re-
sponses to modern slavery, human rights due diligence and 
sustainability disclosure, evidence on the country-level drivers 
of sustainability-related human rights exploitation risks re-
mains limited. Prior studies have largely focused on corporate 
disclosure practices, regulatory compliance or sector-specific 
responses (Allam, Moussa, and Elmarzouky  2024; Christ 
et al. 2019; Islam and Van Staden 2022; LeBaron 2021; Moussa 
et al. 2023). This study extends this literature by examining how 
CEB, BOE and NGQ are associated with human rights exploita-
tion prevalence and structural vulnerability across countries.

Second, most empirical evidence on modern slavery and 
HRRs has come from single-country cases, particularly the 
United Kingdom and Australia, or from specific sectors such 
as garments and agriculture (Christ et al. 2019; Islam and Van 
Staden  2022; LeBaron  2021; Moussa et  al.  2023). The current 
study extends and complements prior research by providing em-
pirical evidence on the relationship between governance envi-
ronments and sustainability-related human rights exploitation 
risks in a worldwide setting covering 167 countries.

Third, this study adds to the literature by examining the gover-
nance of sustainability-related human rights exploitation risks 
from an institutional perspective rather than focusing only 
on firm-level disclosure practices or individual corporate re-
sponses. It advances institutional theory by operationalising a 
multilevel governance framework that captures the relationship 
between country-level corporate governance environments and 
formal national institutional contexts, including regulatory en-
forcement and corruption control (DiMaggio and Powell 1983; 
Scott 1995). Rather than treating institutional pressures as iso-
lated external conditions, the study shows that CEB, BOE and 
NGQ operate within a broader multilevel governance system 
associated with sustainability-related human rights outcomes.
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Fourth, this study takes a multilevel governance approach by 
examining whether the relationship between country-level 
corporate governance environments and HRRs differs across 
strong and weak national governance contexts. The findings 
suggest that the associations between CEB, BOE and lower 
HRRs are more pronounced in countries with stronger NGQ 
than in countries with weaker institutional environments. 
Overall, the study suggests that addressing sustainability-
related human rights exploitation is not a unilateral task. It 
requires coordinated governance arrangements in which cor-
porate ethical conduct, effective board governance environ-
ments and strong national institutional accountability operate 
together.

The remainder of this paper is structured as follows. Section 2 
outlines the theoretical framework, followed by Section 3, which 
presents the hypothesis development. Section  4 details the re-
search design and methodology. Section 5 reports the empirical 
findings. Finally, Section 6 provides a discussion of policy and 
managerial implications, concludes the study and offers direc-
tions for future research.

2   |   Theoretical Framework

Institutional theory offers a compelling foundation for under-
standing how external and internal governance structures 
shape organisational responses to sustainability risks in global 
supply chains. The theory posits that organisations are driven 
not solely by efficiency motives but also by the imperative to 
achieve legitimacy within their institutional environments 
(DiMaggio and Powell  1983; Scott  1995). These environments 
exert three types of isomorphic pressures: coercive, normative 
and mimetic. Coercive pressures arise from legal and regulatory 
mandates; normative pressures, from industry and societal ex-
pectations; and mimetic pressures, from imitation of peers or 
leading organisations.

In the context of supply chains, institutional theory helps ex-
plain the diffusion of sustainability norms and the adoption of 
ethical practices as firms respond to regulatory frameworks, 
social expectations and reputational pressures (Campbell 2007). 
For example, coercive pressures are evident in the proliferation 
of disclosure regulations such as the UK Modern Slavery Act 
(2015), Australia's Modern Slavery Act (2018) and the ESRS. 
These laws compel firms to assess and disclose human rights 
practices across their supply chains.

Normative pressures stem from stakeholders such as NGOs, in-
vestors and consumers who expect firms to adopt sustainable 
and ethical supply chain practices. Firms that seek to build legit-
imacy in these environments often integrate sustainability into 
their corporate governance and ethical frameworks (Pinnington 
et al. 2023). Mimetic pressures occur as firms imitate leading or-
ganisations that have successfully embedded sustainability into 
their strategies, especially when facing institutional uncertainty 
(Flynn and Walker 2021).

In sustainability contexts, the application of institutional the-
ory has evolved to reflect the role of multilevel governance. 
Prior studies have extended this theory by incorporating both 

macro-level factors, such as NGQ, and meso-level corporate 
governance structures, such as board oversight, to better explain 
firm-level variation in sustainability performance (Mehmood 
et  al.  2023). This integrated framework recognises that firm-
level governance does not operate independently of the broader 
institutional environment.

NGQ, including regulatory enforcement, rule of law, corrup-
tion control and political stability, constitutes a foundational 
institutional layer that sets the context for corporate behaviour 
(Kaufmann et  al.  2011; Cuesta  2013). In high-quality gover-
nance environments, firms are more likely to face meaningful 
enforcement, effective legal systems and active civil societies, 
collectively reinforcing the effectiveness of internal ethical gov-
ernance. Conversely, weak governance contexts can neutralise 
even the most well-intentioned corporate efforts by undermin-
ing accountability mechanisms (Crane et  al. 2019; Islam and 
Van Staden 2022).

Building on institutional theory, this study conceptualises 
sustainability-related HRR as part of a multilevel governance 
process in which country-level corporate governance mecha-
nisms interact with broader institutional environments. CEB 
reflects normative internalisation of ethical standards, while 
BOE represents the organisational oversight mechanism that 
translates these norms into strategic governance actions. 
NGQ, in turn, shapes the broader coercive institutional en-
vironment within which firms operate. The effectiveness of 
corporate ethical practices and board monitoring therefore 
depends on the strength of national institutions that provide 
regulatory enforcement, legal certainty and societal account-
ability. Consequently, sustainability outcomes emerge not 
from isolated governance mechanisms but from the interac-
tion between corporate-level and country-level governance 
structures.

Accordingly, this study operationalises institutional theory by 
positioning sustainability-related human rights exploitation 
risks in global supply chains as the empirical outcome through 
which these multilevel governance interactions are examined. 
The study distinguishes between informal institutions (i.e., CEB 
and BOE) and formal institutions (i.e., NGQ). In this frame-
work, CEB captures normative compliance pressures, BOE re-
flects organisational oversight capacity, and NGQ represents 
the coercive institutional context. Taken together, these three 
governance dimensions show how informal and formal insti-
tutions operate within a broader multilevel governance system 
associated with sustainability-related HRRs. This provides the 
theoretical foundation for the hypothesis developed in the fol-
lowing section.

3   |   Hypothesis Development

The hypotheses are developed around three theoretically 
grounded governance layers that reflect the multilevel in-
stitutional framework adopted in this study. The first layer, 
CEB, captures the normative dimension of institutional pres-
sure, reflecting the extent to which firms internalise ethical 
standards in their operations and supply chains. The second 
layer, BOE, represents the meso-level oversight mechanism 
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through which institutional pressures are translated into stra-
tegic governance actions. The third layer, NGQ, constitutes 
the coercive institutional environment that conditions the ef-
fectiveness of firm-level governance measured at the country 
level. Together, these three layers enable a theoretically co-
herent and empirically testable account of how governance 
structures at different levels influence sustainability-related 
human rights exploitation risks.

3.1   |   CEB

CEB refers to a firm's adherence to socially accepted standards 
of fairness, transparency and human rights in its operations 
and supply chains. Within the institutional theory frame-
work, such behaviour is influenced by normative pressures, 
such as societal expectations, media scrutiny and stakeholder 
activism, and coercive pressures, such as legislation and reg-
ulation, that shape corporate legitimacy (Campbell  2007; 
DiMaggio and Powell  1983). Firms that internalise ethi-
cal norms are more likely to incorporate sustainability into 
strategic decision-making and adopt sustainability commit-
ments that extend beyond minimum regulatory compliance 
(Sendlhofer 2020).

Empirical studies reveal that ethical firms adopt stronger due 
diligence processes, avoid exploitative labour and align supply 
chain practices with global human rights standards (e.g., Gold 
et al. 2015; Shukla et al. 2019; Pinnington et al. 2023). They are 
more likely to develop supplier codes of conduct, promote fair 
labour certification and engage transparently with stakeholders 
(Allam, Moussa, and Elmarzouky 2024). These proactive prac-
tices reduce the risk of human rights violations and enhance 
ESG performance (Moussa et al. 2024).

However, the impact of ethical behaviour is contingent on the 
external institutional context. In high-governance settings, 
ethical actions are reinforced by civil society engagement, 
public oversight and enforcement mechanisms (Mehmood 
et  al.  2023). In contrast, in low-governance environments, 
firms may be incentivised to engage in symbolic or superficial 
compliance due to weak enforcement and limited legal risk 
(Islam and Van Staden 2022). Thus, ethical behaviour may fail 
to translate into improved sustainability outcomes in contexts 
where institutional accountability remains weak. Based on 
this reasoning and supporting empirical evidence, we hypoth-
esise the following:

H1.  CEB is negatively associated with sustainability-related 
human rights exploitation risks.

3.2   |   BOE

Boards of directors play a central role in shaping strategic pri-
orities, enforcing compliance and ensuring ethical oversight 
in response to institutional demands. Institutional theory 
posits that boards are both recipients and transmitters of co-
ercive and normative pressures, mediating between external 
expectations and internal governance outcomes (Scott  1995; 
DiMaggio and Powell 1983). Boards that function effectively 

tend to incorporate ESG considerations into decision-making 
and align corporate behaviour with stakeholder expectations 
and regulatory standards (Young and Thyil  2008; García-
Sánchez et al. 2015).

BOE is typically characterised by independence, expertise, di-
versity and active engagement in sustainability matters. Boards 
that possess these features are more likely to support robust 
risk management systems, conduct human rights due diligence 
and ensure transparency in supply chain practices (Shohaieb 
et al. 2022; Mintah et al. 2026; Monciardini et al. 2021). Effective 
boards are better positioned to resist the mimetic isomorphism 
that drives superficial sustainability reporting and instead foster 
substantive ethical accountability grounded in genuine due dili-
gence (Neokleous and Elmarzouky 2026).

While capable boards thus serve as a critical internal gover-
nance mechanism, weak board structures may lack the capacity 
or willingness to challenge exploitative practices or prioritise 
long-term social risks. When boards are disengaged, underqual-
ified or captured by managerial interests, their role in advancing 
sustainability becomes diminished, even in environments with 
high external pressure. Drawing on this theoretical and empiri-
cal foundation, we propose the following hypothesis:

H2.  BOE is negatively associated with sustainability-related 
human rights exploitation risks.

3.3   |   NGQ

NGQ encompasses the institutional strength of a country to up-
hold legal norms, promote accountability and deter corruption. 
From an institutional theory perspective, NGQ represents a crit-
ical source of coercive pressure that shapes the formal and infor-
mal rules governing corporate conduct (Kaufmann et al. 2011; 
Landman and Silverman  2019). Elements such as rule of law, 
regulatory quality, control of corruption and political stability 
influence firms' willingness and ability to comply with sustain-
ability expectations (Cuesta 2013; Mehmood et al. 2023).

Empirical studies, such as Han et al. (2024), consistently show 
that firms operating in countries with strong governance face 
higher transparency demands, greater enforcement of labour 
standards and stronger stakeholder activism. These institutional 
features reduce the space for exploitative practices and enhance 
the credibility of corporate sustainability initiatives.

In contrast, weak governance environments create institutional 
voids where human rights abuses are more likely to occur. In 
such contexts, even firms with internal ethical commitments 
may be discouraged or unable to act effectively due to the ab-
sence of enforcement, judicial inefficiencies and systemic cor-
ruption (Crane et al. 2019; Islam and Van Staden 2022). Thus, 
NGQ influences the behaviour of firms by shaping the institu-
tional environment in which corporate accountability operates. 
Based on this logic and empirical support, we hypothesise the 
following:

H3.  NGQ is negatively associated with sustainability-related 
human rights exploitation risks.
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4   |   Research Design

4.1   |   Sample and Data Sources

This study employs a longitudinal, cross-national dataset to 
examine the association between country-level governance 
environments and sustainability-related HRRs. The sample 
covers 167 countries across the 2014, 2016 and 2018 waves, 
reflecting the availability of harmonised data across key 
variables.

The HRR indicators are drawn from the Global Slavery Index 
(GSI), published by the Walk Free Foundation in collaboration 
with the ILO. The GSI provides country-level estimates for two 
dimensions of HRR: the prevalence of exploitation, including 
forced labour, trafficking and coercive practices, and vulnera-
bility to such abuses based on structural risk factors. These data 
are compiled using representative sample surveys and validated 
secondary sources, including reports from international organ-
isations, national governments and civil society groups. Given 
the covert and illegal nature of modern slavery, consistent data 
collection across all years is challenging. In line with previous 
studies (Moussa et al. 2022), we restrict the analysis to the years 
for which GSI data are available, generating an initial analytical 
panel of 501 country-year observations, based on 167 countries 
observed across three waves.

After accounting for missing values across the explanatory 
and control variables, the final sample comprises 421 country-
year observations. As reported in Table  1, the reduction from 
501 to 421 observations reflects missing data in the Global 
Competitiveness Index (GCI), World Development Indicators 
(WDI) and NGQ variables. The overall attrition rate is 15.97%, 
with year-specific attrition rates of 16.77% in 2014, 16.17% in 
2016 and 14.97% in 2018. Missing observations arise mainly 
from uneven coverage across international databases, partic-
ularly the GCI and WDI, rather than from missing HRR data. 
This pattern is consistent with data availability constraints 
across international sources, rather than systematic missing-
ness in the dependent variables (Rubin  1976). Listwise dele-
tion is therefore applied. Variables are harmonised across the 
three waves by applying the variable definitions and scaling 

conventions published by each original data source for the cor-
responding year. These sources comprise the GCI, the World 
Bank Worldwide Governance Indicators (WGIs), the Walk Free 
Foundation GSI and the World Bank's WDI.

The governance variables are drawn from two main sources. 
The country-level corporate governance environment variables, 
namely, CEB and BOE, are obtained from the GCI, published 
by the World Economic Forum (World Economic Forum 2018). 
NGQ data are drawn from the WGIs developed by the World Bank 
(Kaufmann et al. 2011). Macroeconomic and demographic control 
variables are obtained from the World Bank's WDI (2022). These 
sources are widely used in cross-country research and provide 
comparable country-level data across the study period.

4.2   |   Empirical Model

To examine the association between country-level governance 
environments and sustainability-related HRRs, this study em-
ploys panel regression models with country fixed effects and 
year fixed effects. Country fixed effects control for unobserved 
time-invariant heterogeneity across countries, including his-
torical, legal, cultural, geographic and structural differences, 
while country-clustered standard errors account for hetero-
scedasticity and serial correlation within countries over time 
(Wooldridge  2010; Cameron and Miller  2015). Year fixed ef-
fects capture global shocks and period-specific influences, 
such as macroeconomic instability, regulatory developments 
or changes in international policy attention. The main anal-
ysis adopts a sequential modelling strategy. Each governance 
variable is entered separately across distinct model specifica-
tions, alongside the same set of country-level controls. The 
main estimation equation is defined as follows:

where HRRit represents HRR in country i at time t. HRR is 
measured using two dependent variables: the prevalence of ex-
ploitation (PREV) and structural vulnerability to exploitation 
(VULN). GOVit refers separately to one of the three governance 

(1)HRRit = �0 + �1GOVit + γ CONTROLSit + �i + λt + �it

TABLE 1    |    Sample composition and attrition by year.

Year 2014 2016 2018
Country-year 
observations

Total observations with available HRR data from the Global Slavery 
Index

167 167 167 501

Less: observations with missing GCI data 20 21 17 58

Less: observations with missing WDI data 8 5 8 21

Less: observations with missing NGQ data 0 1 0 1

Final country-year observations 139 140 142 421

Attrition rate 16.77% 16.17% 14.97% 15.97%

Note: This table reports the construction of the final estimation sample by year. The initial sample comprises country-year observations with available human rights 
risk (HRR) data from the Global Slavery Index. Observations are then excluded where data are missing for the Global Competitiveness Index (GCI) variables, World 
Development Indicators (WDI) control variables or national governance quality (NGQ). The final sample comprises 421 country-year observations across the 2014, 
2016 and 2018 waves.
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variables: CEB, BOE or NGQ. CONTROLSit represents the vec-
tor of macroeconomic and demographic control variables. �i 
denotes country fixed effects, which account for time-invariant 
country-specific characteristics, while λt denotes year fixed ef-
fects, which account for common shocks across years. �it is the 
error term. Table 2 provides the full definitions and sources of 
all variables used in the regression models.

4.3   |   Variable Measurement

4.3.1   |   Sustainability-Related HRR

The dependent variable in this study is sustainability-related 
HRR, operationalised using two measures obtained from the 
GSI. The first measure, prevalence (PREV), captures the esti-
mated percentage of a country's population subjected to forced 
labour, human trafficking or other forms of exploitation. It re-
flects the estimated occurrence of exploitation within a given 
national context. The second measure, vulnerability (VULN), 
captures the structural susceptibility of a population to human 
rights violations. This score ranges from 0 to 100 and is based 

on 23 indicators distributed across five thematic dimensions: 
inadequate access to basic needs, systemic inequality, exclu-
sion of marginalised groups, institutional weakness and ex-
posure to conflict. Together, these two variables capture both 
observed exploitation and the broader structural conditions 
that may enable such exploitation. Because VULN captures 
broader structural susceptibility and includes an institutional 
weakness dimension, we distinguish it from PREV through-
out the analysis, particularly when examining associations 
involving NGQ. PREV captures estimated exploitation prev-
alence, whereas VULN captures wider structural exposure to 
exploitation.

4.3.2   |   Governance Measures

The independent variables include CEB, BOE, and NGQ. CEB 
and BOE are used as country-level proxies for the prevailing 
corporate governance environment. These indicators have 
been widely used in cross-country research on business ethics, 
governance and sustainability (Kılıç et  al.  2020; Benkraiem 
et al. 2021).

TABLE 2    |    Variable definitions.

Variables Symbols Definitions

Human rights exploitation 
prevalence

PREV This metric represents the estimated proportion of a country's population 
subjected to exploitative practices such as forced labour, child labour, commercial 

sexual exploitation, human trafficking and coercive marriage. This metric 
reflects the extent of observed exploitation within a national context.

Human rights exploitation 
structural vulnerability

VULN A composite index ranging from 0 to 100 that captures the structural 
susceptibility of populations to human rights abuses. It incorporates 23 

risk factors across five domains: limited access to basic needs, inequality, 
marginalisation of specific groups, governance weaknesses and conflict 

exposure. Higher scores indicate greater vulnerability to systemic exploitation.

Corporate ethical 
behaviour

CEB This measures the ethical practices of companies, evaluated through 
survey responses to the question: ‘In your country, how would you 

assess the ethical standards of companies in their dealings with public 
officials, politicians, and other businesses?’ The scale ranges from 1, 
indicating very poor standards, to 7, representing excellent standards.

Board efficacy BOE This measures the effectiveness of corporate boards based on the 
accountability of management to the board of directors and investors, 

assessed through responses to the following question: ‘How accountable is 
management to the board of directors and investors?’ The scale runs from 

1, signifying no accountability, to 7, indicating high accountability.

National governance 
quality

NGQ This composite measure evaluates the quality of national 
governance across six dimensions: voice and accountability (VA), 
political stability (PS), government effectiveness (GE), regulatory 

quality (RQ), rule of law (RL) and corruption control (CC).

Economic development ECD This is measured by the annual growth rate of the gross domestic product (GDP).

Unemployment rate UNEM This represents the proportion of the workforce that is unemployed.

Inflation INF This is gauged by the rate of increase in consumer prices, 
as indicated by the consumer price index.

Export EXP This is the value of all goods and services sold abroad 
as a percentage of the country's total GDP.

Gender FEM This represents the percentage of the population that is female.

 10990836, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/bse.71124 by T

antaw
y M

oussa - U
niversity O

f W
estm

inster , W
iley O

nline L
ibrary on [09/06/2026]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



7Business Strategy and the Environment, 2026

The CEB is based on respondents' perceptions of the ethical 
standards of companies in their interactions with public of-
ficials, politicians and other businesses. It is scored on a scale 
from 1 to 7, with higher scores indicating stronger perceived eth-
ical conduct. The BOE variable measures the perceived effec-
tiveness of corporate boards in exercising oversight and holding 
management accountable for performance, risk management 
and ethical practices. This indicator is also scored from 1 to 7, 
with higher values indicating stronger perceived board efficacy.

To measure NGQ, we employ the WGIs developed by the World 
Bank, which provide a comprehensive and multidimensional 
assessment of country-level institutional quality (Kaufmann 
et al. 2011; Moussa et al. 2026). The WGI framework consists 
of six governance dimensions: voice and accountability (VA), 
political stability and absence of violence/terrorism (PS), gov-
ernment effectiveness (GE), regulatory quality (RQ), rule of 
law (RL) and control of corruption (CC). These dimensions 
capture the broader political, regulatory and legal environ-
ment within which country-level corporate governance en-
vironments and sustainability-related HRRs are embedded. 
Higher values of the underlying WGI indicators indicate 
stronger governance quality.

The use of the WGIs is appropriate for this study for three rea-
sons. First, the WGIs are widely used in cross-country gover-
nance research and provide comparable country-level measures 
across a large number of jurisdictions. Second, unlike narrower 
governance proxies, the WGIs capture multiple dimensions of in-
stitutional quality, including accountability, regulatory capacity, 
legal enforcement and corruption control. Third, prior research 
has validated the reliability and usefulness of these indicators 
in examining institutional environments and sustainability-
related outcomes (Allam, Abou-El-Sood, et  al.  2024; Daniel 
et al. 2012; Kaufmann et al. 2011; Moussa et al. 2022; Moussa 
et al. 2026; Yamen et al. 2018).

To assess the internal consistency and suitability of the six 
WGI dimensions, we conducted several diagnostic checks. 
First, following Hair et  al.  (2018), we performed a Pearson 
correlation analysis. As reported in Table  3, all six WGI di-
mensions are positively and significantly correlated, suggest-
ing that they capture related aspects of a broader national 
governance construct. This supports the use of a composite 
measure of NGQ rather than treating the six dimensions as 
unrelated governance indicators.

Next, we applied principal component analysis (PCA) to con-
struct a composite measure that captures the six dimensions 
of NGQ (Allam et al. 2023). PCA reduces data complexity and 
improves interpretability by identifying the common compo-
nent underlying the six governance indicators. Consistent with 
prior cross-country governance research, PCA is appropri-
ate because the WGI dimensions are conceptually related and 
empirically highly correlated (Elamer et al. 2020; Elmarzouky 
et  al.  2025; Allam et  al.  2023). To clarify the factor structure, 
we used varimax rotation, a standard technique that maximises 
the variance of squared loadings and minimises cross-loadings, 
ensuring that the factors are well differentiated. According to 
Hair et  al.  (2018), varimax rotation is particularly effective in 
simplifying complex datasets, making it an appropriate choice 
for this study.

Table 4 presents the PCA results, including component load-
ings, eigenvalues, explained variance and the Kaiser–Meyer–
Olkin (KMO) measure of sampling adequacy. The results show 
that all six WGI dimensions load strongly onto the first prin-
cipal component, accounting for 85.1% of the total variance. 
This high percentage of explained variance supports the use of 
a composite measure to capture the multidimensional aspects 
of NGQ. Moreover, the KMO measure of sampling adequacy 
is 0.897, exceeding the recommended threshold of 0.50 (Cerny 
and Kaiser 1977), confirming the dataset's suitability for PCA.

Finally, we created the composite NGQ index as a PCA-based 
factor score using the first principal component. This approach 
ensures that the composite measure reflects the shared vari-
ation across the six WGI dimensions while maintaining the 
multidimensional nature of the NGQ construct. Because all six 
dimensions load positively on Component 1, higher NGQ scores 
consistently indicate stronger NGQ. Since PCA-based factor 
scores are linear combinations of standardised variables, the re-
sulting NGQ values may extend beyond the original WGI scale. 
This is a standard feature of PCA-based index construction and 
reflects the statistical nature of the factor score, rather than a 
measurement inconsistency.

4.3.3   |   Control Variables

Following previous studies (e.g., Allam et al. 2023; Benamraoui 
et al. 2023; ILO 2017; Lochner 2020; Lucas and Landman 2021; 
Such et  al.  2020; Moussa et  al.  2026), this study incorporates 

TABLE 3    |    Correlation analysis of the NGQ measures.

Variable (1) (2) (3) (4) (5) (6)

(1) VA 1.000

(2) PS 0.669*** 1.000

(3) GE 0.728*** 0.739*** 1.000

(4) RQ 0.768*** 0.687*** 0.938*** 1.000

(5) RL 0.788*** 0.761*** 0.951*** 0.934*** 1.000

(6) CC 0.766*** 0.752*** 0.925*** 0.890*** 0.955*** 1.000

Note: Definitions for all variables are provided in Table 2.
***, ** and * denote statistical significance at the 1%, 5% and 10% levels, respectively.
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8 Business Strategy and the Environment, 2026

macroeconomic and demographic control variables to account for 
country-level characteristics that may influence sustainability-
related HRRs. Economic development (ECD) is measured using 
annual GDP growth. Unemployment (UNEM) is measured as 
the percentage of the total labour force without work. Inflation 
(INF) is measured using annual changes in the consumer price 
index. Export activity (EXP) is measured as exports as a percent-
age of GDP. Gender composition is measured as the percentage 
of the population that is female. All control variables are sourced 
from the World Bank's WDI.

5   |   Results and Discussion

5.1   |   Descriptive Statistics and Correlation 
Analysis

Table 5 presents the descriptive statistics for all key variables. The 
average human rights exploitation prevalence (PREV) is 4.717%, 
with a standard deviation of 3.177%, indicating substantial vari-
ation across the 167 countries in the sample. The prevalence 
values range from 0.180% to 11.410%, showing that exposure to 
exploitative practices differs considerably across national con-
texts. Similarly, structural vulnerability (VULN) has a mean score 
of 44.275 on a 0–100 scale, with a standard deviation of 16.463. 
This suggests considerable variation in the socio-institutional 
conditions associated with vulnerability to exploitation, including 
conflict exposure, limited access to public services and margin-
alisation of vulnerable populations (Walk Free Foundation 2018).

The country-level corporate governance environment vari-
ables also show meaningful variation. CEB has a mean value 
of 4.101, while BOE has a mean value of 4.716, both mea-
sured on a 1–7 scale. These averages suggest moderate per-
ceived CEB and BOE across the countries in the sample, with 
clear room for improvement in many national contexts. This 
result is consistent with prior cross-country governance re-
search, which shows that ethical business conduct and BOE 
differ substantially across institutional settings (Benkraiem 
et al. 2021). NGQ has a mean of 0.000 and a standard devia-
tion of 2.259, with values ranging from −5.159 to 4.774. This 

wide dispersion reflects large cross-country differences in in-
stitutional integrity, regulatory enforcement, rule of law and 
political stability (Kaufmann et al. 2011; Han et al. 2024).

The control variables also display considerable variation. ECD, 
measured by annual GDP growth, has a mean of 3.210%, rang-
ing from −6.360% to 10.300%. This range reflects differences in 
macroeconomic conditions across countries. UNEM and INF 
average 7.538% and 3.864%, respectively, indicating varying de-
grees of labour-market and price instability across the sample. 
These macroeconomic conditions may be associated with HRRs 
by shaping economic vulnerability and labour-market pressures 
(ILO  2022; Lucas and Landman  2021). EXP, with a mean of 
42.839% of GDP, indicates considerable variation in trade open-
ness. The average female population share (FEM) is 49.984%, 
suggesting broadly balanced gender composition across the 
sample.

Table  6 reports the pairwise correlations among the study 
variables. The positive and statistically significant correlation 
between PREV and VULN (r = 0.654, p < 0.001) indicates that 

TABLE 4    |    Principal component analysis (PCA) of the NGQ measures.

Variable Comp1 Comp2 Comp3 Comp4 Comp5 Comp6 Unexplained KMO

(1) VA 0.376 0.206 0.892 −0.002 0.136 0.034 0 0.925

(2) PS 0.366 0.850 −0.341 0.147 −0.066 0.030 0 0.950

(3) GE 0.425 −0.256 −0.248 0.171 0.799 0.157 0 0.881

(4) RQ 0.420 −0.346 −0.025 0.625 −0.517 0.214 0 0.881

(5) RL 0.433 −0.171 −0.095 −0.186 −0.107 −0.854 0 0.871

(6) CC 0.425 −0.143 −0.128 −0.724 −0.243 0.446 0 0.903

Eigenvalue 5.103 0.380 0.328 0.107 0.047 0.034 — —

Proportion 0.851 0.063 0.055 0.018 0.008 0.006 — —

KMO — — — — — — — 0.897

Note: Definitions for all variables are provided in Table 2. Component 1 is used to construct the NGQ composite index. It has uniformly positive loadings across all 
six WGI dimensions, ranging from 0.366 to 0.433, and explains 85.1% of the total variance, with an eigenvalue of 5.103. The KMO statistic is 0.897, confirming the 
suitability of the data for PCA. Higher NGQ scores indicate stronger national governance quality.

TABLE 5    |    Descriptive statistics.

Variables Obs. Mean SD Min Max

PREV 421 4.717 3.177 0.180 11.410

VULN 421 44.275 16.463 14.900 73.059

CEB 421 4.101 0.910 2.402 6.565

BOE 421 4.716 0.673 2.300 6.267

NGQ 421 0.000 2.259 −5.159 4.774

ECD 421 3.210 2.854 −6.360 10.300

UNEM 421 7.538 5.595 0.510 25.410

INF 421 3.864 6.287 −1.600 47.800

EXP 421 42.839 30.702 8.150 191.950

FEM 421 49.984 3.025 30.640 53.980

Note: Definitions for all variables are provided in Table 2.
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9Business Strategy and the Environment, 2026

countries with higher estimated exploitation prevalence also 
tend to exhibit higher structural vulnerability to exploitation. 
This is consistent with the conceptual link between observed 
exploitation and the wider socio-institutional conditions that in-
crease exposure to human rights abuses (Mehmood et al. 2023; 
Walk Free Foundation 2018).

The correlation results also show negative and statistically sig-
nificant associations between both dependent variables and the 
key governance variables. CEB is negatively correlated with 
PREV (r = −0.424) and VULN (r = −0.577), while BOE is nega-
tively correlated with PREV (r = −0.415) and VULN (r = −0.539). 
NGQ is also negatively correlated with PREV (r = −0.636) and 
VULN (r = −0.851). These correlations provide preliminary 
evidence that stronger country-level CEB, BOE and NGQ are 
associated with lower sustainability-related HRRs (Flynn and 
Walker 2021; Islam and Van Staden 2022).

Table  6 also shows the correlations among the independent 
and control variables. The correlations among CEB, BOE and 
NGQ are relatively high, which is expected because these vari-
ables capture related dimensions of country-level governance 
environments. However, the correlations remain below the 
commonly cited threshold of 0.80 for serious multicollinearity 
concerns (Gujarati 2009). To further assess potential multicol-
linearity, variance inflation factor (VIF) tests were conducted 
for all explanatory variables. The VIF values range between 
1.12 and 2.84, below both the conventional threshold of 10 

and the more conservative threshold of 3, suggesting that 
multicollinearity is unlikely to materially distort the reported 
estimates.

Given the correlations among CEB, BOE and NGQ, the main 
regression analysis adopts a sequential modelling strategy. Each 
governance variable is entered separately across distinct model 
specifications, alongside the same set of control variables. This 
approach reduces within-model collinearity concerns and al-
lows each governance variable's association with HRR outcomes 
to be assessed separately. This modelling strategy is consistent 
with related cross-national governance studies (e.g., Moussa 
et al. 2022).

5.2   |   Multivariate Regression Results

Table 7 reports the fixed-effects regression results examining the 
association between the three country-level governance mea-
sures, namely CEB, BOE and NGQ, and sustainability-related 
HRRs, measured using PREV and VULN. Consistent with the 
sequential modelling strategy, the table reports the individual 
association of each governance measure with the two HRR out-
comes. Models 1 and 2 examine CEB, Models 3 and 4 examine 
BOE, and Models 5 and 6 examine NGQ.

Models 1 and 2 of Table 7 show that CEB is negatively and statis-
tically significantly associated with both PREV (−1.275, p < 0.01) 

TABLE 6    |    Pearson correlation matrix.

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

(1) PREV 1.000

(2) VULN 0.654 1.000

(0.000)

(3) CEB −0.424 −0.577 1.000

(0.000) (0.000)

(4) BOE −0.415 −0.539 0.754 1.000

(0.000) (0.000) (0.000)

(5) NGQ −0.636 −0.851 0.791 0.662 1.000

(0.000) (0.000) (0.000) (0.000)

(6) UNEM −0.022 −0.008 −0.111 −0.184 0.020 1.000

(0.631) (0.856) (0.024) (0.000) (0.648)

(7) INF 0.231 0.286 −0.274 −0.189 −0.327 0.037 1.000

(0.000) (0.000) (0.000) (0.000) (0.000) (0.419)

(8) ECD 0.169 0.164 −0.066 −0.046 −0.086 −0.266 −0.171 1.000

(0.000) (0.000) (0.182) (0.354) (0.053) (0.000) (0.000)

(9) EXP −0.201 −0.336 0.399 0.267 0.426 −0.033 −0.223 0.021 1.000

(0.000) (0.000) (0.000) (0.000) (0.000) (0.474) (0.000) (0.638)

(10) FEM −0.078 −0.085 −0.257 −0.102 0.013 0.177 0.055 0.006 −0.151 1.000

(0.086) (0.062) (0.000) (0.038) (0.777) (0.000) (0.225) (0.897) (0.001)

Note: Definitions for all variables are provided in Table 2.
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10 Business Strategy and the Environment, 2026

and VULN (−8.656, p < 0.01), supporting Hypothesis  1. These 
findings indicate that countries characterised by stronger pre-
vailing corporate ethical conduct environments tend to exhibit 
lower sustainability-related HRRs. This result is consistent with 
institutional theory, which suggests that ethical norms and in-
formal institutional expectations shape organisational conduct 
by increasing legitimacy pressures and reducing tolerance for 
human rights exploitative practices (DiMaggio and Powell 1983; 
Scott 1995). More specifically, national business environments 
perceived as more ethical are associated with lower human 
rights exploitation prevalence and lower structural vulnerabil-
ity to exploitation. This evidence is consistent with prior cross-
country evidence showing that country-level ethical conduct 
environments are linked to lower levels of harmful or non-
compliant business practices (Benkraiem et al. 2021; Simte and 
Singh 2022; Lång and Ivanova-Gongne 2019).

Models 3 and 4 of Table  7 show a similar pattern for BOE. 
The coefficient on BOE is negative and statistically significant 
for both PREV (−1.714, p < 0.01) and VULN (−9.207, p < 0.01), 

supporting Hypothesis 2. These results suggest that countries 
with stronger BOE environments are associated with lower 
sustainability-related HRRs. From an institutional perspec-
tive, BOE reflects the perceived strength of oversight and ac-
countability norms within the national corporate sector. Such 
governance environments may support stronger expectations 
around monitoring, accountability and ethical conduct, which 
are central to lower exposure to human rights exploitative 
practices. This is consistent with prior research suggesting 
that board governance and monitoring norms are import-
ant components of the broader governance environment in 
which sustainability and ethical conduct are shaped (Young 
and Thyil  2008; García-Sánchez et  al.  2015; Monciardini 
et al. 2021).

Models 5 and 6 of Table  7 show that NGQ is negatively and 
significantly associated with both PREV (−0.830, p < 0.01) 
and VULN (−6.048, p < 0.01), supporting Hypothesis 3. These 
findings indicate that stronger NGQ is associated with lower 
human rights exploitation prevalence and lower structural 

TABLE 7    |    Fixed-effects regressions of human rights risk on corporate ethical behaviour, board governance efficacy and national governance 
quality.

Variables PREV VULN PREV VULN PREV VULN

(Model) (1) (2) (3) (4) (5) (6)

CEB −1.275*** −8.656***

(0.158) (0.666)

BOE −1.714*** −9.207***

(0.202) (0.917)

NGQ −0.830*** −6.048***

(0.0610) (0.194)

UNEM 0.006 −0.036 −0.010 −0.093 0.033 0.104

(0.024) (0.100) (0.024) (0.108) (0.021) (0.067)

INF 0.102*** 0.693*** 0.111*** 0.805*** 0.043* 0.080

(0.028) (0.120) (0.028) (0.127) (0.022) (0.071)

ECD 0.242*** 1.046*** 0.240*** 1.1460*** 0.187*** 0.496***

(0.054) (0.228) (0.054) (0.244) (0.044) (0.140)

EXP −0.002 −0.083*** −0.006 −0.122*** 0.008** −0.002

(0.005) (0.019) (0.004) (0.020) (0.004) (0.013)

FEM −0.177*** −1.113*** −0.123*** −0.739*** −0.0720** −0.407***

(0.039) (0.162) (0.038) (0.170) (0.035) (0.111)

Constant 17.140*** 130.300*** 17.580*** 120.700*** 6.896*** 61.970***

(2.167) (9.126) (2.156) (9.776) (1.763) (5.606)

Country FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Observations 389 389 389 389 421 421

Adjusted R2 0.292 0.537 0.302 0.471 0.416 0.777

Note: Definitions for all variables are provided in Table 2. Robust standard errors are shown in parentheses.
***, ** and * denote statistical significance at the 1%, 5% and 10% levels, respectively.
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11Business Strategy and the Environment, 2026

vulnerability to exploitation. This result is consistent with 
institutional theory, which views rule of law, regulatory 
quality, corruption control and political stability as formal in-
stitutional mechanisms that shape accountability and are ex-
pected to be associated with lower exposure to human rights 
exploitative practices (Kaufmann et  al.  2011; Landman and 
Silverman  2019; Han et  al.  2024). The finding also supports 
the argument that national institutional quality may provide 
the formal governance infrastructure within which ethical 
conduct and accountability norms become more credible and 
enforceable.

Several control variables also show statistically significant as-
sociations. ECD and INF are positively associated with both 
PREV and VULN, suggesting that periods of economic transi-
tion, inflationary pressure and macroeconomic instability may 
be linked to greater exposure to exploitation risks (Lucas and 
Landman 2021; ILO 2022). By contrast, FEM is negatively as-
sociated with both outcomes, consistent with studies linking 
gender inclusion, social capital and lower systemic vulnerability 
(Such et al. 2020; Moussa et al. 2023). These results suggest that 
macroeconomic and demographic conditions remain important 
contextual factors in understanding cross-country variation in 
sustainability-related HRRs.

Overall, the baseline results provide empirical support for the 
argument that country-level corporate governance environ-
ments and national institutional quality are associated with 
sustainability-related HRRs. The findings are consistent with 
the institutional theory view that informal ethical norms, BOE, 
and formal NGQ jointly shape the conditions under which ex-
ploitation risks are more or less likely to emerge in global sup-
ply chains. This reinforces the study's multilevel governance 
argument: country-level corporate governance environments 
matter, but their relevance is embedded within broader in-
stitutional systems of accountability, enforcement and social 
protection.

5.3   |   Additional Analyses

Table  8 reports additional analyses based on countries with 
strong and weak national governance environments. This anal-
ysis provides further insight into whether the associations be-
tween country-level corporate governance environments and 
HRRs vary across institutional contexts. Countries are classified 
according to the strength of their NGQ, and the baseline mod-
els are re-estimated separately for strong and weak governance 
settings.

TABLE 8    |    Regressions of human rights risk by country governance quality.

Variables (model)

Strongly governed environment Poorly governed environment

PREV (1) VULN (2) PREV (3) VULN (4) PREV (5) VULN (6) PREV (7) VULN (8)

CEB −1.202*** −4.289*** −0.251 −0.888

(0.202) (0.871) (0.357) (1.397)

BOE −1.142*** −7.036*** −1.092*** −2.418

(0.240) (1.055) (0.380) (1.501)

UNEM 0.0298 0.443** 0.071** 0.464*** −0.021 −0.168 −0.026 −0.156

(0.041) (0.178) (0.029) (0.128) (0.029) (0.115) (0.040) (0.157)

INF 0.110 0.541 0.155*** 1.107*** 0.064** 0.407*** 0.024 0.237*

(0.099) (0.426) (0.055) (0.244) (0.032) (0.127) (0.036) (0.141)

ECD 0.105 0.320 0.522*** 1.594*** 0.178*** 0.612** 0.040 0.336

(0.101) (0.438) (0.078) (0.345) (0.066) (0.258) (0.074) (0.292)

EXP 0.0061 0.012 −0.001 −0.046** −0.006 −0.141*** −0.018 −0.120**

(0.004) (0.018) (0.004) (0.019) (0.011) (0.043) (0.013) (0.052)

FEM −0.319*** −0.904*** −0.188*** −1.050*** 0.060 −0.374 0.172 −1.188*

(0.045) (0.184) (0.035) (0.153) (0.066) (0.257) (0.157) (0.619)

Constant 23.280*** 86.440*** 15.710*** 110.900*** 2.532 73.300*** 2.092 125.300***

(2.626) (11.320) (2.085) (9.179) (4.025) (15.750) (7.997) (31.600)

Country FE Yes Yes Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes Yes Yes

Observations 141 141 221 221 248 248 168 168

Adjusted R2 0.402 0.308 0.364 0.462 0.071 0.141 0.068 0.114

Note: Definitions for all variables are provided in Table 2. Robust standard errors are shown in parentheses.
***, ** and * denote statistical significance at the 1%, 5% and 10% levels, respectively.

 10990836, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/bse.71124 by T

antaw
y M

oussa - U
niversity O

f W
estm

inster , W
iley O

nline L
ibrary on [09/06/2026]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



12 Business Strategy and the Environment, 2026

In strongly governed environments, Models 1–4 of Table 8 show 
that both CEB and BOE are negatively and significantly asso-
ciated with PREV and VULN. Specifically, CEB is associated 
with lower PREV (−1.202, p < 0.01) and lower VULN (−4.289, 
p < 0.01). Similarly, BOE is negatively associated with PREV 
(−1.142, p < 0.01) and VULN (−7.036, p < 0.01). These results 
suggest that both country-level corporate governance factors, 
CEB and BOE, are more strongly associated with lower HRRs 
when national institutions provide stronger legal certainty, reg-
ulatory enforcement and civic accountability. This is consistent 
with institutional theory, which suggests that informal and cor-
porate governance norms are more likely to be associated with 
favourable outcomes when supported by strong formal institu-
tions (Scott 1995; Campbell 2007). This is also consistent with 
Islam and Van Staden (2022), who show that ESG outcomes are 
more likely to be realised in jurisdictions with high institutional 
quality.

In weakly governed environments, Models 5–8 of Table 8 show 
that the associations are less consistent. CEB is not signifi-
cantly associated with either PREV (−0.251) or VULN (−0.888), 

suggesting that CEB may be less strongly linked to human rights 
outcomes where legal enforcement, civic accountability and 
regulatory capacity are weak. This finding is consistent with 
prior research arguing that weak institutional settings may en-
able symbolic compliance or decoupled sustainability practices 
(Christ et al. 2019; Islam and Van Staden 2022).

Interestingly, BOE remains negatively and significantly associ-
ated with PREV (−1.092, p < 0.01) in weak governance settings, 
although its association with VULN (−2.418) is not statistically 
significant. This suggests that stronger BOE may still be linked 
to lower exploitation prevalence, even where broader national 
governance systems are weaker. However, the lack of signifi-
cance for VULN indicates that BOE alone may be insufficiently 
associated with deeper structural vulnerability to exploitation. 
This result is consistent with the view that governance mecha-
nisms are more strongly linked to human rights outcomes when 
supported by broader institutional capacity. It is also consistent 
with Young and Thyil (2008) and García-Sánchez et al. (2015), 
who highlight the role of board governance in embedding ethi-
cal accountability and monitoring social risks.

TABLE 9    |    2SLS regressions.

Variables PREV VULN PREV VULN PREV VULN

(Model) (1) (2) (3) (4) (5) (6)

CEB −1.275*** −8.656***

(0.156) (0.658)

BOE −1.584*** −9.654***

(0.198) (0.922)

NGQ −0.829*** −4.588***

(0.061) (0.275)

UNEM 0.006 −0.036 −0.012 −0.094 0.031 0.135

(0.024) (0.099) (0.024) (0.111) (0.021) (0.094)

INF 0.102*** 0.693*** 0.110*** 0.839*** 0.042* −0.081

(0.028) (0.118) (0.028) (0.130) (0.022) (0.100)

ECD 0.242*** 1.046*** 0.239*** 1.181*** 0.180*** 0.262

(0.054) (0.226) (0.054) (0.250) (0.044) (0.197)

EXP −0.002 −0.083*** −0.007 −0.114*** 0.008* −0.103***

(0.004) (0.019) (0.004) (0.020) (0.004) (0.018)

FEM −0.177*** −1.113*** −0.122*** −0.738*** −0.072** 0.510***

(0.038) (0.160) (0.038) (0.175) (0.035) (0.156)

Constant 16.920*** 135.200*** 16.990*** 122.200*** 6.949*** 17.260**

(2.154) (9.071) (2.151) (10.000) (1.754) (7.850)

Country FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Observations 389 389 389 389 421 421

Adjusted R2 0.294 0.567 0.285 0.465 0.412 0.460

Note: Definitions for all variables are provided in Table 2. Robust standard errors are shown in parentheses.
***, ** and * denote statistical significance at the 1%, 5% and 10% levels, respectively.
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Taken together, the stratified analysis suggests that the relation-
ship between country-level corporate governance environments 
and HRRs is conditioned by the strength of national institutions. 
The findings support a multilevel governance perspective in 
which CEB and BOE matter, but their associations with human 
rights outcomes are stronger when embedded in a supportive 
institutional context shaped by NGQ (Flynn and Walker 2021; 
Monciardini et al. 2021).

As an additional robustness check, we apply a two-stage least 
squares (2SLS) instrumental-variable approach to address po-
tential endogeneity concerns arising from reverse causality and 
omitted variables. This approach is widely used in panel data 
research to reduce concerns that the explanatory variables may 
be correlated with the error term (Wooldridge  2010). In this 
study, one potential concern is that countries with higher expo-
sure to human rights exploitative practices may subsequently 
face stronger pressure to improve CEB, BOE or NGQ, creating 
a potential reverse-causality issue. To address this concern, we 
ran 2SLS estimations using lagged values of the explanatory 
variables as instruments, following prior studies that use lagged 
explanatory variables to address potential endogeneity concerns 
(Bellemare et al. 2017; Benkraiem et al. 2021; Moussa et al. 2026; 
Reed 2015).

The 2SLS results reported in Table 9 are broadly consistent with 
the baseline fixed-effects results, indicating that the associa-
tions between CEB, BOE, NGQ and sustainability-related HRRs 
remain stable under this alternative specification. Overall, the 
2SLS analysis supports the stability of the baseline results under 
an alternative specification.

6   |   Conclusion and Implications

This study examines whether country-level corporate gover-
nance environments and national institutional quality are as-
sociated with sustainability-related human rights exploitation 
risks across countries. By analysing data from 167 countries 
using fixed-effects and instrumental-variable robustness spec-
ifications, we find that CEB, BOE and NGQ are associated 
with significantly lower prevalence and structural vulnerabil-
ity to exploitation. The associations between CEB, BOE and 
lower human rights exploitation risks are more pronounced in 
countries with stronger NGQ than in countries with weaker 
institutional environments. These findings are consistent with 
institutional theory, which emphasises that organisational 
practices are shaped by regulatory, normative and cultural-
cognitive pressures. Overall, the evidence suggests that human 
rights exploitation risks are not shaped by isolated governance 
mechanisms alone, but by the wider institutional environments 
in which corporate conduct and accountability norms are 
embedded.

Theoretically, our results extend institutional theory by provid-
ing cross-national, longitudinal evidence on how institutional 
quality conditions the association between country-level cor-
porate governance environments and human rights outcomes. 
While previous studies have highlighted the role of corporate 
governance in addressing sustainability risks, the findings 
suggest that country-level governance environments are most 

consequential when embedded within strong national institu-
tional systems. In environments characterised by weak legal 
enforcement and regulatory opacity, the association between 
CEB, BOE and exploitation risk is markedly weaker. This in-
stitutional asymmetry reinforces the need for coherent gov-
ernance across both state and corporate actors to strengthen 
accountability and support compliance with international 
human rights standards.

The current study has implications for policymakers, regulators 
and organisations. For policymakers and regulators, the results 
highlight the importance of strengthening national institutional 
frameworks, particularly in countries with elevated HRRs. 
Policy tools such as mandatory human rights due diligence, 
ESG disclosure mandates and cross-border enforcement mech-
anisms may help reinforce country-level governance environ-
ments. Governments should also invest in institutional capacity 
building to enhance rule of law, transparency and access to jus-
tice, as these conditions are central to addressing exploitation 
risks. International institutions and development agencies could 
support such reforms by providing technical assistance, mon-
itoring mechanisms and incentives for improved governance 
performance.

These findings are particularly relevant in light of emerging 
regulatory initiatives such as the European Union's Corporate 
Sustainability Due Diligence Directive (CSDDD), which aims 
to strengthen corporate accountability for human rights viola-
tions linked to business activity. The findings suggest that such 
regulatory frameworks can play an important role in reinforc-
ing prevailing corporate governance norms and strengthening 
accountability at the national level. Although the empirical 
analysis operates at the country level, the findings also point 
to the relevance of corporate governance reforms, including 
ESG committees, enhanced board independence and greater 
gender diversity, as mechanisms through which firms may 
strengthen oversight of sustainability risks and improve corpo-
rate accountability.

From a corporate perspective, the findings suggest the im-
portance of embedding ethical considerations into strategic 
decision-making, particularly in high-risk jurisdictions where 
national institutional accountability may be weaker. Boards 
play a pivotal role in this process by shaping corporate values, 
overseeing sustainability initiatives and supporting compliance 
with global norms. However, the findings also suggest that CEB 
and BOE are unlikely to be sufficient where national institutions 
are weak. This reinforces the importance of alignment between 
internal governance practices and external institutional ac-
countability. Strengthening governance frameworks, fostering 
board diversity and independence and adopting transparent 
ESG policies may be associated with lower HRRs and stronger 
stakeholder trust. These implications are consistent with and 
supportive of the global agenda articulated in the SDGs, espe-
cially SDGs 8, 12 and 16, which collectively call for the elim-
ination of exploitative practices, promotion of ethical business 
conduct and strengthening of institutional frameworks.

This study, however, has some limitations and avenues for fu-
ture research. The results should be considered in light of the 
time period and sample of countries covered. The analysis 
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is restricted to the years 2014, 2016 and 2018 because of the 
availability of harmonised cross-national data from the GSI. 
Although this dataset provides valuable comparative evidence 
across countries, the limited number of time periods may con-
strain the ability to capture longer term institutional dynamics. 
Moreover, sustainability-related HRR is measured using both a 
proportional measure and a bounded composite index. While 
the linear fixed-effects specifications employed in this study 
are commonly used in cross-national panel research, future re-
search could examine alternative functional forms, such as frac-
tional logit models and log-transformed specifications. Further 
research might also consider other institutional, economic, 
cultural and regulatory factors that may provide additional 
insights into human rights exploitation risks across countries. 
Qualitative research using interviews or case studies could also 
explore how governance environments and organisational cul-
ture are linked to ethical outcomes in practice.

Overall, the results of this study highlight that tackling modern 
slavery and human rights exploitation requires more than iso-
lated corporate initiatives. It demands coordinated, multilevel 
governance responses that integrate ethical business practices 
with sustained institutional accountability. Bridging the gap 
between corporate responsibility and state capacity remains a 
fundamental step towards building more just and sustainable 
economic systems.
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