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CEO Characteristics and Environmental Decoupling: Does Personality Matter?

Since the outbreak of COVID-19 in 2019, sustainability, social value, and ethical behavior have become
major government priorities and, as part of the UN Sustainable Development Goals, the social responsibility
of firms and investors has become a main concern [1]. Consequently, firms face increased pressure to make
their operations more socially responsible and prioritize environmental well-being. Nevertheless, some
companies resort to false communication with stakeholders to gain legitimacy and maximize short-term
profits, which has resulted in the phenomenon of environmental decoupling [2]. Environmental decoupling
occurs when firms overstate their environmental performance to gain social legitimacy [2][3].

The motivation for firms to engage in environmental decoupling can stem from external as well as internal
pressures [4]. For instance, the Volkswagen Dieselgate scandal, in which the automaker misreported vehicle
emissions to meet regulatory standards, is a classic example of environmental decoupling in response to
external pressures [5]. Research suggests that engaging in decoupling practices can also be triggered by
internal stakeholders, particularly executive management. This can be the case, when a portion of CEOs'
pay is tied to environmental performance, creating an incentive for CEOs to engage in environmental
decoupling to maximize their pay. Extant literature shows that overconfident and more powerful CEOs are
more likely to engage in environmental decoupling [4][2]. This indicates that the CEO's characteristics and
personality traits may play a critical role in shaping the level of environmental decoupling within the
organization.

This paper explores how CEO characteristics, specifically, the Big-Five personality traits, affect the level
of environmental decoupling for publicly traded Canadian firms listed on the TSX Composite Index during
2010 — 2022. The Big-Five personality model incorporates five broad personality constructs:
Consciousness, Emotional Stability, Agreeableness, Extraversion, and Openness to Experience. It is a
widely accepted model for assessing personality and offers a strong framework to grasp essential
distinctions in the personalities of high-level executives [6][7]. In the corporate governance literature, the
model has been employed to study the effects of CEO personality on organizational culture [8], ethical
misconduct [9], and firm performance [7].

The presence of environmental decoupling raises questions on the legitimacy of organizational claims to
be socially responsible and challenges the effectiveness of corporate governance. Environmental
decoupling undermines transparency, and, accountability, thereby weakening the principles of good
governance [10]. Given the influence of executive management on environmental decoupling within an
organization, it is important to explore how CEO characteristics affect the level of environmental
decoupling. This research will provide unique insights into how CEO characteristics shape the
environmental decoupling practices in Canada and inform stakeholders about the leadership traits that tend
to be associated with higher instances of environmental decoupling. By linking leadership traits to
environmental decoupling, the research will assist boards in selecting CEOs with strong ethical values and
a genuine commitment to sustainability.

Using content analysis of earnings conference calls and a personality recognizer model [11][12][13], I will
create a novel database of personality insights for Canadian CEOs. Environmental decoupling will be
operationalized using the difference between the environmental disclosure score and the environmental
performance score (as reported by the Bloomberg and Refinitiv databases) of sample firms [2]. Taking TSX
Composite index as a sample and adopting a multiple linear regression approach, this will be the first study
to explore the relationship between CEO characteristics and environmental decoupling in the Canadian
context. Other CEO characteristics such as gender and education will also be examined.
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