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Impact of Gender Diversity on Social and Environmental Performance:

Evidence from Malaysia

Abstract

Purpose - This study is guided by the upper echelon theory and argues that the role of females
on boards of directors may differ between cultures. In a culture where the community has a
significant humane orientation, female directors may pay much more attention to the social
issues of corporate sustainability rather than environmental issues. Therefore, this study
differentiates between the social and environmental performances of companies to examine
whether the presence of females on the boards of directors of Malaysian firms could affect social
and environmental performances differently.

Design/methodology/approach - This study uses a sample of firms listed in Bursa Malaysia and
develops two disclosure indices to measure social and environmental performances. Three
proxies of female directors are used in the empirical models. The ordinary Least Square is used
to test the hypothesis.

Findings - The empirical results suggest a positive association between social performance and
the presence of female directors on the board of directors of Malaysian firms. However, no
association was found between environmental performance and the presence of female directors
on those boards. These results confirm the prediction of this study that the female directors of
Malaysian firms pay more attention to social issues than to environmental ones.

Originality/value - This is the first study to examine the effects of the presence of female
directors on Malaysian firms’ boards of directors on social and environmental performance. It
also contributes to the upper echelon theory by illuminating the importance of gender diversity
in influencing the social and environmental behaviors of corporate leaders. The results provide
the important implication that the association between a firm’s social and environmental
performance and gender diversity depends on the culture within which the company operates.

Keywords: Women directors; Social responsibility; Environmental sustainability
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1. Introduction

Prior research on gender diversity in terms of decision making shows that it can either improve
the quality of decisions by introducing new perspectives and enriching the information available
to the team, or hinder effective team performance by increasing divisiveness and conflict (Gilbert
and Ivancevich, 2000; Kravitz, 2003; Boone and Hendriks, 2009). This may be because women
and men have different leadership styles, and female directors are more participative and
democratic than men (Ray, 2005). Landry et al. (2014) found that the higher the percentage of
women on a firm’s board of directors, the more likely the company is to appear on lists of the
most admired companies, the most ethical companies, the best companies to work for, and the
best corporate citizens. Harjoto ef al. (2015) found that gender is consistently one of the driving

factors of a firm’s corporate social responsibility (CSR) performance.

The upper echelon theory suggests that a manager’s demographic characteristics (such as age,
education, organizational tenure, and functional background) and psychological characteristics —

particularly their personal values — have an impact on organizational outcomes.

Therefore, this study argues that the role of women on boards of directors may differ between
cultures. In a culture where the community has a significant humane orientation', female
directors have been found to pay much more attention to social rather than environmental issues.
Social issues are related to donations, supporting education, and supporting non-governmental
organizations (NGOs), whereas environmental issues include recycling, waste management,
water efficiency, and reduction of pollution (Rahman and Post, 2012). Some prior research (e.g.,
Samdahl and Robertson, 1989; Grunert and Kristensen, 1992; Diamantopoulos et al., 2003) has
found that men are more concerned with environmental issues than women. Other research (e.g.,
Betz et al., 1989; Bernardi and Arnold, 1997) found that women are comfortable and engaged in
social activities, while men are more engaged in environmental and economic activities. In
interviews with Australian board members, male directors stated that they tend to welcome

female directors’ input on so-called “soft issues” (such as human resources, occupational health

' “Humane orientation” is defined as “the degree to which an organization or society encourages and rewards
individuals for being fair, altruistic, friendly, generous, caring, and kind to others” (House et al., 2004, p. 569).
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and safety, corporate donations, and ethics), but usually discount their input on technical issues

(such as engineering) (EOWA, 2008).

This study, therefore, differentiates between social and environmental performance to examine
whether the presence of women on Malaysian firms’ boards of directors affects social and
environmental performance differently. In particular, the study aims to examine the impact of the

presence of a female director in Malaysian firms on environmental and social performance.

Malaysia has a relatively high collectivist culture, and has the highest score in the power distance
index (Hofstede, 1994). Furthermore, within its collectivistic culture, harmony and unity are
considered to be more socially desirable (Hofstede, 1991). Malaysia is also ranked first in
humane orientation in the GLOBE study of 18,000 managers in 62 countries (Javidan and House,

2001).

This study offers three distinct contributions to firm performance literature in general and gender
diversity research in particular. First, to the best of our knowledge, this is the first study to
examine the effect of the presence of female directors on Malaysian firms’ boards of directors on
social and environmental performance. It adds to the literature and provides new evidence
regarding the effect of gender diversity in Muslim-dominated countries (e.g., Malaysia). Second,
this study reports that female directors have a better impact on social performance, but not
environmental performance. This result provides additional insight on the impact of gender-
diversity on firm performance; it complements the findings of other prior research on gender
diversity (e.g., Adams and Ferreira, 2009; Ahern and Dittmar, 2012; Matsa and Miller, 2013).
The results provide the important implication that the association between firm performance and
gender diversity depends on the culture within which the company operates. This supports prior
research on optimal board composition (e.g., Balsam et al., 2012). Third, other studies have
found female directors to have a positive association with corporate social performance (e.g.,
Manner, 2010; Mallin and Michelon, 2011; Boulouta, 2013; Hafsi and Turgut, 2013; Zhang et
al., 2013). However, these studies are predominantly US-centric, as they rely on the KLD’s
SOCRATES database that generates CSR ratings for US firms.
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The rest of this paper is organized as follows: Section 2 reviews the relevant literature and
formulates the research hypothesis; Section 3 details the research design; Section 4 presents the

findings; and Section 5 concludes.
2. Literature review and hypothesis development

Gender diversity is one aspect of board diversity. Recently, board gender diversity has become a
noteworthy issue in firms. It is argued that the values of men and women differ regarding social
responsibility (Post et al., 2011). Jaffee and Hyde (2000) conducted a meta-analysis research on
gender differences using 160 independent samples. They found that women are more likely than
men to maintain their relationships and feel responsible for others’ needs. Consistently, Smith
and Rogers (2000) report that women are more likely than men to act ethically and avoid
violations of organizational policy. Moreover, it is suggested that women are more concerned

about perceived health and environmental risks than men (Wehrymeyer and McNeil, 2000).

The US and European countries have highlighted that adding more female directors to corporate
boards is regarded as an indicator of better corporate governance. In the US, the Interfaith Center
on Corporate Responsibility (ICCR) and the National Association of Corporate Directors
(NACD) recommend board gender quotas and racial diversity. Consistently, the Norwegian
government introduced quota legislation that required both public and state owned companies to
have 40% female board representation by January 2008 (Matsa and Miller, 2013). Likewise,
Spain mandated a 40% female quota for company boards to be effective by 2015 (Campbell and
Vera, 2010). Moreover, the UK, France, Germany, The Netherlands, Belgium, and Sweden are
all considering the importance of mandating a gender quota in their corporate boards (Gregory-

Smith et al., 2014).

Empirically, extensive research has been conducted in the US to examine the association
between board gender diversity and firm performance. In 2009, the Securities Exchange
Commission (SEC) in the US mandated new disclosure rules requiring listed firms to disclose
whether they consider diversity when recruiting new directors. Despite this trend, prior research
in the US reports mixed results, finding that female board directors are associated with positive,
neutral, or negative firm performance. For instance, Adams and Ferreira (2009) reported that

boards with female directors suffer lower director attendance problems, while also finding a
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negative association between females on the board and firm performance. Conversely, some
prior research (e.g., Carter et al., 2003; Erhardt et al., 2003) has found a positive association
between the percentage of female directors on the board and firm performance. However, Farrell

and Hersch (2005) found that director gender has no impact on the performance of US firms.

Aside from the US, other prior research focuses on European countries. Green and Homroy
(2015) used a sample from 11 European countries (Belgium, Denmark, France, Germany, Italy,
The Netherlands, Norway, Spain, Sweden, Switzerland, and the UK) to examine the impact of
female representation on corporate boards on firm performance. They found a positive
association between percentage of female directors on the European firms’ boards and firm
performance. Furthermore, European countries have been investigated separately. For instance,
despite the trend towards greater representation of women on corporate boards in Norway, Ahern
and Dittmar (2012) found that Norwegian firms with higher female representation on corporate
boards suffer losses. Similarly, Matsa and Miller (2013) found reductions in the profits of
Norwegian firms with a higher female quota on corporate boards. Meanwhile, in Spain,
Campbell and Vera (2010) found a significant positive relationship between board gender
diversity and firm value. However, for the UK, Gregory-Smith et al. (2014) found no association

between board gender diversity and firm performance.

The insignificant relationship between board gender diversity and firm performance may be
rationalized on the following bases. First, for directors to add value, they should be appointed to
positions in which they can influence governance and, subsequently, firm performance (Green
and Homroy, 2015). Therefore, female directors can add value only if they have influencing
roles within the board and are not, due to political or legal reasons, simply present to meet
female quota requirements concerning corporate boards. Second, the size of the female quota
needs to be sufficiently large to be influential on corporate boards. It is suggested that the mere
presence of a single female director may not be sufficient to directly influence firm performance,
because the minority group member is often considered as a token and may find it more difficult

to speak out and be heard (Konrad ef al., 2008).

In addition to the studies examining gender diversity and firm performance, there is growing
research on gender diversity and corporate decision making. Based on literature on gender-based

differences, women and men have different leadership styles, with female directors being more
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participative and democratic than men (Ray, 2005). Therefore, having more females on a board
could encourage more open conversations and stimulate more participative communication
among board members (e.g., Eagly and Johnson, 1990; Eagly et al., 2003; Nielsen and Huse,
2010). Furthermore, women are more likely than men to possess communal attributes, such as
empathy with the welfare of other people, helpfulness, kindness, sympathy, sensitivity,
nurturing, and gentleness (Bear et al., 2010). However, characteristics such as being assertive,
ambitious, aggressive, self-confident, daring, and competitive are ascribed more strongly to men

(Rudman and Glick, 2001; Nielsen and Huse, 2010).

The participative management style of female directors, combined with their attention to and
consideration of the needs of others, may lead to the active involvement of women in issues of a
strategic nature that concern the firm and its myriad stakeholders, such as CSR (Nielsen and
Huse, 2010). Female directors are also more likely to bring a broader perspective and enable a
board to better assess the needs of the firm’s diverse stakeholders (Hillman et al., 2002).
Therefore, having female directors may sensitize boards to CSR initiatives, and provide
perspectives that can be helpful in addressing CSR issues (Bear et al., 2010). Moreover, prior
research (e.g., Ibrahim and Angelidis, 1994; Williams, 2003; Marquis and Lee, 2013) contends
that women are more oriented towards philanthropic performance compared to their male
colleagues, who are economically oriented. Kabongo ef al. (2013) demonstrate that the existence
of operational diversity programs in companies is a better indicator for predicting future
corporate giving than board diversity alone. Harjoto et al. (2015) found that gender is one of the
driving factors of a firm's CSR performance. Post et al. (2014) found that the greater the
representation of women on a firm’s board, the more likely the firm is to form sustainability-
themed alliances. Landry et al. (2014) found that the higher the percentage of women on a
company’s board of directors, the more likely the company is to appear on the most admired
companies, the most ethical companies, the best companies to work for, and the best corporate

citizens lists.

Post et al. (2011) examined the influence of women on corporate boards through the social and
environmental reporting of 78 Fortune 1000 companies. They found that a board with three or
more female directors is positively associated with social and environmental reporting. In an

Islamic country, Kilic et al. (2015) examined the association of women on the board with the
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level of CSR reporting in Turkish banks. They found a positive association between women on
the board and CSR reporting. Similarly, Dienes and Velte (2016), focusing on Germany, found a
positive relationship between women on the board and CSR disclosure. Ben-Amer et al. (2015)
examined the impact of female representation on the board through greenhouse gas emissions
disclosure. Using the critical mass of women on the boards in Canadian listed companies, they
found that the GHG emission disclosure is positively increased when there are at least three
women on the board. From the above studies, it can be concluded that there is a positive

association between women on the board and CSR reporting.

In the Malaysian context, several studies have examined the level of CSR reporting. These
studies have found different levels of CSR disclosure. For example, Esa and Ghazali (2012)
found that the level of CSR in Malaysian government-linked companies for 2007 was 27%,
while Othman et al. (2011) found that industrial and plantations Malaysian listed companies had
only 16% reported CSR for the same year. Furthermore, Ahmed Haji (2013) found that the level
of CSR disclosure in the Malaysian listed companies for 2006 was 18%, which then increased to
32% in 2009 In terms of environmental reporting, Sundarasen ef al. (2016) found that the level
of environmental reporting is 3.631 points out of 9 points: around 40%. They also found that
Malaysian companies employ social reporting, with 9.432 points out of 15 points: around 62%.
Furthermore, Othman et al. (2011) found that the environmental reporting reputation for
Malaysian listed firms in 2007 was only 15%, which indicates that companies’ concerns over
disclosing environmental information remain low. On a related topic, a study conducted by Nazli
Nik Ahmed and Sulaiman (2004) examined environmental reporting in the construction and
industrial sector of Malaysian listed companies for 2000. They found that the level of
environmental reporting was around 28%. Based on the above discussion, it can be concluded
that the level of CSR reporting is low in Malaysian listed companies. However, this level of
reporting has increased to some extent, especially since CSR reporting became compulsory in

Malaysian listed companies in 2007 (Glass et al., 2015).

Theoretically, the upper echelon theory explicates how a manager’s cognitive base influences the
perceptual processes underlying their decision making (Hambrick and Mason, 1984). This theory
suggests that a board of directors exercise a fundamental influence on strategic choices in their

organizations and, hence, upon their outcomes (Finkelstein and Hambrick, 1990; Wiersema and
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Bantel, 1992). This theory is supported in prior research (e.g., Cyert and March, 1963; Hambrick
and Mason, 1984), which reports that complex decisions are largely the outcome of behavioral

factors, rather than a mechanical quest for economic optimization.

Furthermore, the upper echelon theory argues that if strategic choices have a large behavioral
component, they reflect the decision-maker’s cognitive base and values. Consistently, Hambrick
and Mason (1984: p. 195) stated, “the manager’s eventual perception of the situation combines
with his/her values to provide the basis for strategic choice”. Moreover, performance quality is
the product of individual characteristics congruent with a quality-oriented culture (Miron et al.,

2004).

This study argues that in a culture, such as that of Malaysia, where social performance has a
significant humane orientation, female directors may pay more attention to issues related to the
social dimension of CSR than to other performance aspects or environmental and market place
dimensions. Malaysia has a relatively high collectivist culture, and has the highest score in the
power distance index (Hofstede, 1994). Furthermore, within its collectivistic cultures, harmony

and unity are considered to be more socially desirable (Hofstede, 1991).

Consistent with Malaysian culture, Choi (2005) found that caring for family and friends are
identified as the most important social aspects affecting women in Malaysia. Therefore, we may
expect female directors in Malaysian firms to be more concerned with social issues than with
environmental issues. Moreover, we can expect Malaysian firms’ female directors to be more
concerned with social issues than environmental issues due to the argument that sex-based biases
or stereotyping by male directors might be inhibiting female directors’ voices on environmental
issues. Consistently, Galbreath (2011) found that women on boards are likely to encounter some

resistance in decision-making processes that could limit their influence on sustainable outcomes.

To conclude, in line with the upper echelon theory, coupled with the gender-related culture of
Malaysia — where women are more responsive to ethical and social issues that affect multiple
stakeholders — we expect that Malaysian firms’ female directors will be more concerned about

social issues than environmental issues. Therefore, the following hypothesis is proposed:

H,: Female directors in Malaysian firms are more likely to be concerned with

social performance than environmental performance.

8
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3. Research design
3.1 Measuring environmental (ENVI) and social (SOCIAL) performance

Two indices are developed to measure environmental (ENVI) and social (SOCIAL)
performance. Appendix A describes the procedure used to measure the environmental and social
performances that are practiced by Malaysian firms. The two indices are developed based on an
extensive review of relevant sources, such as KLD, GRI-G33, a CSR booklet issued by Bursa
Malaysia, and some prior research (e.g., Greening and Turban, 2000; Rahman and Post, 2012).
The two indices consider the popular disclosure items that are assumed to be disclosed by any
company in any industry, and use of the scale appears to be a common practice. They could also
be replicated easily because they focus on meaningful environmental and social practices. In our
scoring approach, a zero value is given for a firm not disclosing information about its social and
environmental performances, and a score of 1 is given for a firm disclosing specific information
about its social and environmental performances. For instance, if a company discloses
information about the existence of donation in general, a score of 1 is given to this company;
consequently, scores are added as the amount of donation is disclosed. Furthermore, a score of 1
is given where a company discloses general information about its engagement with stakeholders;
consequently, other scores are added if the company specifies the types of stakeholders and the

ways of engagement.

To assess the reliability of the coding methodology, all the coding steps were repeated eight
months after scoring all the sample companies. The coding steps are repeated for 30% of the
sample and we obtained above 90% score consistency. Furthermore, the current study adopts an
analytical analysis methodology to validate the scores of social and environmental
performances.” The study, therefore, empirically examined the association between social and
environment performance scores and several factors that have been identified in prior research as
determinates of social and environmental performances. The current study, as reported in the

empirical analysis in section 4.3, finds that associations exist between social and environmental

* The analytical validity method suggests that the score is considered valid if it is associated with several firm-
specific characteristics identified in prior research (Botosan, 1997; Hassanein and Hussainey, 2015).
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performance scores and several determinates of social and environmental performances. These
factors include: firm size, size of the board of directors, and the percentage of institutional

ownership. This result adds validity to the social and environmental performance scores.
3.2 Empirical models

To test our hypothesis, the study used three different measures to represent the gender of female
directors. First, GENDER, a dummy variable that takes the value of 1 if there is female director
in the board and 0 otherwise. Second, GENDERPCT, the percentage of female directors on the
corporate board. Third, BLAU, the Blau’s (1977) index of heterogeneity (1 - Yp i*2), where
p_1"2 is the proportion of group members in each of the i number of categories, which are female
or male. The range of the index is dependent upon the number of categories, where the number

ranges from 0 to (1 - 1)/ i}

Furthermore, the study controls for some firm-specific characteristics that have been identified as
determinants of social and environmental performances in prior research (e.g., Amran and Devi,
2008; Esa and Ghazali, 2012; Boulouta, 2013; Rebeiz, 2015). These variables include: firm size
(SIZE), measured as the natural logarithm of market capitalization at the end of the year; firm
leverage (LEVERAGE), measured as ratio of total debt to total assets; firm profitability (ROA),
measured as return on assets ratio; board size (BOARDN), measured as the number of directors
on the board; auditor type (AUDITOR), which takes the value of 1 if the company is audited by
one of the Big Four audit firms and 0 otherwise®; book to market value (BTM), measured as the
ratio of book value of firm equity to its market value at year-end; and, finally, institutional
ownership (IO), measured as the percentage of institutional ownership. Moreover, the study uses
industry-fixed effects to control for industry specific characteristics that may affect
environmental and social performances (Clements ef al., 2015; Hassanein and Hussaieny, 2015).
Equations (1) & (2) summarize the empirical models. Table 1 elaborates the definitions of

variables.

* In our sample, Blau index values for gender ranged from 0 to 0.48, reflecting the entire feasible range. Although
we do not explicitly categorize index values into “low”, “moderate”, and “high” heterogeneity here. The index
values represented a continuous measure. Blau index values of 0.20 or above would reflect relatively high
heterogeneity for this sample.

* The Big Four are the four largest international professional services networks, offering audit, assurance, tax,
consulting, advisory, actuarial, corporate finance, and legal services, comprising PwC, Deloitte, Ernst & Young, and

KPMG.

10
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ENVI= po+ BiFEMALE DIRECTORS + B,SIZE + ;LEVERAGE + 4;ROA + s BOARDN
11 + BeAUDITOR + ;BTM + BglO +Industry-fixed effect + ¢ 2)

13 Where:

16 Bo The regression intercept
17 Bi-----Bg The regression coefficients
£ The error term

[Insert Table I here]

24 3.3 Sample selection and data collection

27 This study aims to examine the impact of the presence of female directors on environmental and
social performances. The sample comprises firms listed on the main market in Bursa Malaysia
30 during 2009. The analysis focuses on these companies because data was available for a large
32 number of firms that have analyst coverage. Following prior research (Hussainey et al., 2003),
34 companies under analysts’ coverage disclose more social and environmental information. In
36 2005, Bursa Malaysia launched the Capital Market Development Fund-Bursa Research Scheme
37 (CBRS) reports. In June 2008, a total of 303 listed firms participated in the CBRS. The main aim
39 of the CBRS is to enhance research analysts’ coverage of stocks listed on Bursa Malaysia and to
41 provide investors with more information to facilitate their investment decisions. Thus, the sample
43 for this study was compiled from companies that are included in the CBRS, which are under

analysts’ coverage, and that also have data that fulfills the purposes of this study.

47 The annual reports were read carefully to identify the environmental and social performance
49 items. Annual reports were collected from companies’ official websites. The number of female
51 directors, auditor type, and total number of board representatives were collected manually from
companies’ annual reports. All financial data was collected from the DataStream Thomson

54 Reuters database.

60 11
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4. Findings
4.1 Descriptive statistics

The descriptive statistics of the variables are exhibited in Table 2. The ENVI score ranges from 0
to 7 points, with an average value of 1.414 (approximately 20%). This is similar to the level of
environmental reporting in 2006 (Ahmed Haji, 2013). The SOCIAL score ranges from 0 to 5
points, with an average value of 1.361 points (approximately 27%). These scores are low
compared to the maximum scores. These average scores of ENVI and SOCIAL are consistent
with a Bursa Malaysia study conducted in 2007, which finds in CSR whereby two thirds were
rated as average, below average, or poor (less than 15% according to Othman et al., 2011).
However, it is argued that the level of environmental reporting is increasing over time

(Sundarasen et al., 2016).

The descriptive statistics also indicate that 45.9% of Malaysian companies have at least one
female director. Slightly more than two-thirds of the sample firms are audited by one of the Big
Four auditing firms. The average BTM is 1.5 times. On average, the sample firms have a 22%
debt to asset ratio, and an ROA of approximately 7% in the fiscal year 2009. The average
number of board members is eight, and the average percentage of institutional ownership is

around 22%.

[Insert Table 2 here]
4.2 Correlation analysis

The Pearson correlation matrix is used to measure the direction of the linear association between
any pair of variables. Table 3 shows the correlation matrix for all variables. It provides
preliminary evidence that female director measures (GENDERN, GENDERPCT and BLAU)
are not statistically correlated with environmental performance (ENVI), However, GENDERN

is statistically positively correlated with social performance (SOCIAL).

In addition, the ENVI score is statistically correlated with firm size (SIZE), size of the board of
directors (BOARDN), firm profitability (ROA), and auditor type (AUDITOR). Furthermore,
the SOCIAL score is statistically correlated with firm size (SIZE), size of the board of directors

12
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(BOARDN), and institutional ownership (IO). Following prior research on disclosure (e.g.,
Hassanein and Hussainey, 2015), these results ensure the validity of the ENVI and SOCIAL

SCOrces.

In addition to measuring the strength and direction of the linear association between any pair of
variables, the Pearson coefficient may also be used to diagnose multi-collinearity among
independent variables. Table 3 demonstrates that the Pearson correlation coefficients among all
independent variables are relatively low: less than 0.80,” suggesting that there is no concern over

multi-collinearity.

[Insert Table 3 here]
4.3 Empirical results

Multivariate analysis was conducted for Models 1 & 2 using three different measures of female
representatives in each model. Table 4 reports the multivariate results of Models 1 & 2 using the
three proxies of female representative. Columns 1, 2, and 3 provide the estimation of Model 1;
the effect of a female representative (using the three proxies) on social performance (SOCIAL).
However, columns 4, 5, and 6 provide the estimation of Model 2; the effect of a female
representatives (using the three proxies) on environmental performance (ENVI). The P-

statistical values are presented in parentheses and are based on industry-fixed effect.

The proposed models are statistically significant at 1% significance level (p-value <.01) and the
adjusted R” values range between 19.5% and 22.8%. These values imply a good overall fit of the
models, which indicates that the models explain some variations in social and environmental
performances. The low values of adjusted R” are the norm in similar disclosure studies (see, for

example, Gul and Leung, 2004; Amran ef al., 2014; Hassanein and Hussainey, 2015).

The coefficients of the three proxies of female director are 0.445 (p-value = 0.006), 1.51 (p-value
=0.033), and 0.772 (p-value = 0.100) respectively. These results suggest a statistically positive

> Tabachnick and Fidell (2007) stated that multi-collinearity among independent variables results in the problem of
assessing the importance of each variable in the regression. Therefore, it is necessary to compare the total
relationship of the independent variables with the dependent variable (correlation) and the correlations of the
independent variables with each other (in the correlation matrix) (Tabachnick and Fidell, 2007). The Pearson
correlation matrix is the initial tool to detect multi-collinearity. Gujarati and Porter (2009) indicated that variables
are highly correlated if the correlation is > 0.80.

13
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relationship between social performance and the three proxies of female directors, meaning that
social performance is positively associated with the presence of female directors on Malaysian
firms’ board of directors. The results are consistent with the arguments that there is a link
between presence of female directors and social initiatives, and that females are more likely to be
more sensitive to social needs. Ibrahim and Angelidis (1994) reported that women are less
economically driven and more philanthropically oriented than men. They are also consistent with
Jia and Zhang (2012), who found that there is a positive relationship between ratios of female

directors and philanthropic disaster response.

Conversely, the coefficients of the three proxies of female director on environmental
performance (ENVI) are -.175 (p-value = .446), -.177 (p-value = .264), and -1.205 (p-value =
.108). These results suggest that there is no relationship between environmental performance and
proxies of female directors, meaning that environmental performance is not associated with the
presence of female directors on Malaysian firms’ boards of directors. These results are consistent
with the study of Amran et al. (2014) that was conducted in Asian countries: it found no
significant relationship between sustainability reporting quality and female directors. They are
also consistent with Galbreath (2011), who found that female directors are not significantly
associated with environmental quality. However, these results are not consistent with Braun
(2010), who reported that women have a stronger environmental attitude and commitment to

green entrepreneurship programs then men.

Theoretically, the results are line with our prediction and argument that in a culture such as that
in Malaysia, where social performance has a significant humane orientation, female directors pay
much more attention to issues related to the social aspect of CSR than to other performance
dimensions, such as environmental and market place dimensions. These results may be
rationalized from three different perspectives. First, Malaysia is ranked first in humane
orientation (Javidan and House, 2001), and is considered to be socially desirable (Hofstede,
1991). Thus, Malaysian women are much more concerned with social issues than environmental
issues. Second, Galbreath (2011) argued that sex-based biases or stereotyping by male directors
might be inhibiting female directors’ voices on environmental issues. Consistently, he found that
women on boards are likely to encounter some resistance in decision-making processes that

could limit their influence on sustainable outcomes. Thus, Malaysian female directors may face

14
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this problem, and, consequently, may be more concerned with social issues than environmental
issues. Another explanation might be that in countries (such as Malaysia) that are experiencing
higher growth rates in their GDP, the female directors are more likely to provide priority to

social needs than to environmental ones (Beckerman, 1992).

Overall, the results of this study support the current study’s expectation based on the upper
echelon theory. Specifically, they support the idea that organizational outcomes are reflections of

the culture, values, and cognitive biases of powerful actors within the organization.

In terms of control variables, the study finds that social performance (SOCIAL) is positively
associated with firm size (SIZE), size of board of directors (BOARDN)®, and institutional
ownership (IO). However, the study also finds that environmental performance (ENVI) is
positively (negatively) associated with firm size, size of board of directors, and 10. These results
suggest that firm performances — e.g., social and environmental — are associated with its

characteristics and its corporate governance mechanisms.

[Insert Table 4 here]
5. Conclusion

This study is the first to examine the effect of the presence of females on Malaysian firms’
boards of directors on social and environmental performances. The study is based on the
expectation of the upper echelon theory that organizational outcomes are reflections of the values
and cognitive biases of powerful actors within the organization. In particular, this study argues
that in a culture such as that in Malaysia, where social performance has a significant humane
orientation, female directors may pay much more attention to issues related to the social aspect
of CSR than to other performance dimensions, such as economic, environmental, and market

place dimensions.

The study uses a sample from Malaysian firms and develops two disclosure indices to measure
social and environmental performances. The empirical results suggest a positive association

between social performance and the presence of female directors on the board of directors in

® The study finds that size of board of directors (BOARDN) is not positively associated with women in the board
when of the board are measured as dummy variables. However, the results are statistically significant under the
two other proxies.

15



©CoO~NOUTA,WNPE

Corporate Governance Page 16 of 30

Malaysian firms. However, no association exists between environmental performance and the
presence of female directors in Malaysian firms. Overall, the results support the theoretical
expectation based on the upper echelon theory, that organizational outcomes are reflections of

the culture, values, and cognitive biases of powerful actors within the organization.

The study provides implications for enforcing female quotas on corporate boards of directors.
Moreover, the study’s results provide useful insight into the impact of female directors on social
performance. Consequently, in firms with strong governance, enforcing gender quotas on the
board of directors could ultimately enhance social performance. This may be because greater
gender diversity on the board leads to greater monitoring of the firm. Furthermore, the results
provide the important implication that the association between social and environmental
performances and gender diversity depends on the culture within which the company operates.
Therefore, the study’s results call for more research to facilitate understanding of whether culture
affects the orientation of female directors on the board of directors. The results also suggest that,
in Malaysia, female directors may pay much more attention to social performance than to
environmental performance. Therefore, future case studies could reveal more interesting insights

into the nature and factors that influence the decision-making process of the board of directors.

This study has some limitations that have to be considered as potential avenues for future
research. First, the study focuses only on Malaysian firms. Other countries, however, could have
different cultures that may affect the results. Therefore, it would be interesting to expand into
other countries worldwide (e.g., Gulf countries). Second, extending the current research design
to include other countries may be an area of interest for future research. This may help in
observing the impact of country characteristics (e.g., inflation, legal system, and political factors)
on gender diversity. Third, the study focuses on two dimensions of CSR: social and
environmental. Future research may focus on other comprehensive dimensions of performance.
Fourth, in terms of measurement of social and environmental disclosure, the environmental and
social index captures useful information to that similarly used in prior research, and is
based on unsubstantiated CSR information provided in annual reports: i.e., there is no third-
party assurance. Moreover, the disclosures in the annual reports may not capture all of the facets
of CSR performance undertaken by the firm. Finally, future research could investigate whether

the proportion of women on the board of directors could affect the decision-making process.
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Table 1.

Summary of variables: Definitions and measurements

Definition Acronym Operationalization

Environmental . . .
ENVI Environmental performance as measured in appendix A

performance

Social performance  SOCIAL

GENDER
Female directors GENDERPCT
BLAU
Firm size ($) SIZE

Firm leverage (%) LEVERAGE

Firm profitability

ROA
(%)
Board size BOARDN
Auditor type AUDITOR
Book to Market

BTM
value (%)
Instituti |
nstitutiona 0

ownership (%)

Social performance as measured in appendix A

Three measures are used: First: GENDER, a dummy
variable that takes the value of 1 if there is female director
in the board and 0 otherwise. Second: GENDERPCT,
percentage of female directors in the corporate board.
Third: BLAU, the Blau’s (1977) index of heterogeneity (1 -

Yp i2).

Is the log of Market capitalization at the end of the year.
Market capitalization is calculated as the number of
outstanding shares at the year-end multiplied by the
average market value of the share over 12 months.

Total debt to total assets ratio.

Return on assets ratio.

Number of directors on the corporate board

Dummy variable that equals 1 if the company is audited by
one of the Big Four audit firms and 0 otherwise.

The ratio book value of firm equity to its market value.

The percentage of total shares held by institutional
investor.
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Industry-fixed

Industry fixed effect
ndustry fixed effect ..

Dummy variable for each industry in the sample.

This table provides the definitions and measurements of variables in Models (1) & (2).
Manual content analysis technique is used to identify social and environmental performance items. The number of
10 female directors, auditor type, and total number of board representatives are collected manually from companies’
11 annual reports. All financial data is collected from the DataStream Thomson Reuters database.

©CoO~NOUTA,WNPE

17 Table 2.
Descriptive statistics

20 Minimum Maximum Mean Std. Deviation

22 ENVI (scores) 0.000 7.000 1.414 1.706

23 SOCIAL (scores) 0.000 5.000 1.361 1.117
24 GENDER (Dummy) 0.000 1.000 0.459 0.500

25 GENDERPCT (%) 0.000 0.500 0.084 0.111
27 BLAU (Index) 0.000 0.480 0.131 0.148
28 SIZE (Log) 2.415 7.541 5.501 0.726
BOARDN (N) 3.000 14.000 8.135 1.972
31 LEVERAGE (%) 0.000 0.645 0.218 0.167
32 ROA (%) -0.139 0.528 0.066 0.074
2 AUDITOR (Dummy) 0.000 1.000 0.699 0.460

35 BTM (%) -0.045 12.831 1.504 1.540
36 10 (%) 0.000 92.000 21.859 24.424

38 N 133

39 This table reports the descriptive statistics of all variables.
40 Table (1) provides the definitions and measurements of all variables.
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1
2
jTable3.
5 Pearson Correlation Matrix
? @ ) 3) “4) &) (6) @) (t)) () 10) an) 12)
8 (1) ENVI looo
9 ' ¥k
10 462 1
17 (2) SOCIAL 000
12 -0.017 1917 1
13 (3) GENDERN 947 028
14 ) ) o
ig (4) GENDERPCT ';)‘6018 ol.gz ‘ggé !
17 -.063 064 -127 -.156 1
18 (5) BLAU 468 462 145 072
19 369" 3197 0.136 0.078 -0.55 1
3‘1) (6) SIZE 000 1000 120 370 526
3217 174" 0.049 -203" 0.152 208" 1
22
23 (7) BOARDN .000 046 578 019 .080 016
24 0.068 0.132 -0.102  -0.084  0.068 0.083 -0.043 1
25 (8) LEVERAGE 15 129 241 339 438 344 621
g? (9) ROA 190" 0.024 -0.095 -0.09 -0.140 277 0.018 -0.133 1
o8 .030 789 282 304 110 001 837 128
29 (10) BTM -0.146 -0.07 -0.037  -0.017  -0.085  -332"  -0.034  -0.003  -3107 1
30 094 426 672 849 328 .000 697 972 .000
31 179" 0.154 0.031 0.014 -0.071 2437 0.095 0.078 -0.084 0.029 1
3?; (1) AUDITOR 5 077 723 877 414 .005 276 372 338 739
34 (12) 10 0.147 386 0.141 0.048 -0.105 505 275 0.043 -0.008  -0.087 261 1
35 093 .000 108 588 231 .000 .001 623 932 324 .003

36 ** & *indicates that Correlation is significant at the 0.01 & 0.05 levels (2-tailed).
37 This table reports the Pearson Correlation Matrix.
3g Table (1) provides the definitions and measurements of all variables.

39
40
41
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1
2
; Table 4.
5 Regression results
s Social performance Environment performance
8 @ 2 3 ) (&) (6)
9 Variables Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient
10 (P-Value) (P-Value) (P-Value) (P-Value) (P-Value) (P-Value)
11 _3.075% %% 2 95w 762 621 1%+ _6.104% %% _6.206%%*
12 CONSTANT (0.003) (0.005) (0.005) (.000) (.000) (.000)
" GENDER 0.445%%* _175
e (0.006) (.446)
16 Female 1.51%* -177
17 director GENDERPCT (0.033) (264)
18 772 -1.205
1 BLAU (0.100) (.108)
o Firm sive SIZE 0.628 %% 0.592%# 0.608* % 979H** 973 HH+ 99D HH
2 (0.001) (0.001) (0.001) (.001) (.001) (.000)
23 Board of BOARDN 0.055 0.072* 0.038 235k 236%H* 255k
24 directors size (0.114) (0.068) (0.210) (.001) (.001) (.000)
25 . 0.661 0.661 0.485 644 607 728
26 Firm leverage  LEVERAGE 4 (0.108) (0.182) (221) (234) (.190)
58 Firm ROA -0.402 -0.391 -0.337 2.196 2.120 1.695
29 profitability (0.379) (0.384) (0.402) (.147) (.155) (211)
30 Book to BTM 0.069 0.063 0.071 027 024 010
3 market value (0.137) (0.163) (0.137) (.392) (.405) (.459)
. -0.068 -0.079 -0.066 325 320 300
33 Auditor type - AUDITOR (0.366) (0.348) (0.374) (.154) (157) (172)
3c Institutional 0.006* 0.008** 0.009%* _012%* _011% 0.013%*
36 ownership (0.093) (0.049) (0.029) (.047) (.060) (.033)
37 Fixed effect Industry Industry Industry Industry Industry Industry
38 F- Value 5.202%% 477 4 487w 4478k 4491 4.706%
s u (.000) (.000) (.000) (.000) (.000) (.000)
1 Adjusted R-Squared 22.7% 20.8% 20% 19.5% 19.6% 21%
42 N 133 133 133 130 130 130
43
44 27
45
46
47
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* Rk & *** Indicate significance at 0.1, 0.05 &0.01, respectively.
This table reports the regression results for Models 1 & 2. Three measures are used for female directors.
Table (1) provides the definitions and measurements of all variables.
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1

2

2 Appendix A

g The environmental and social index and scoring procedures

7 The paper relies on an index we developed by using a dichotomous scoring methodology. We

g follow most of the research in the stream of disclosure studies that employ a similar

ig methodology. Moreover, we ensured that the items were very common practices that no firm can

ig avoid and we provide appropriate justification for using these items in the same section. In

14 section 3.1, we provide more elaboration.

ig Score of 1 is given if company
g disclosed that

19 Environment (1) ISO 14001 or EMS Company has Environmental
3(1) performance Management Systems (EMS) or ISO
5:2% 14001.

24 (2) Greenhouse gas emission Company has taken action towards
gg reducing CO,

% (3) Energy efficiency or investing in Company has taken  significant
ég renewable technology measures to reduce its impact on
31 climate change and air pollution
gé through use of renewable energy and
gg clean fuels or through energy
g? efficiency.

gg (4) Water efficiency Company has accomplished a function,
40 task, process, or result with the minimal
j; amount of water usage.

ji (5) Waste management Company treated all materials as a
jg single class, whether solid, liquid,
j; gaseous, or radioactive substances, and
49 tried to reduce the  harmful
22 environmental impacts of each through
gg different methods.

gg (6) Recycling Company is either a substantial user of
56 recycled materials as raw materials in
ot

59

60 29
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its manufacturing processes, or a major

factor in the recycling industry

(7) New green products

Company developed new products with
low energy consumption or it has
developed innovative products with

environmental benefits.

Social

performance

(8) Education programs

Company provided education and

training to its employees.

(9) Donation (existence)

Company provided donation and any
financial support for community or any

NGO.

(10) Donation (material amount

disclosed)

Company's donation exceeds 1.5% of

income before tax.

(11) Community investment initiatives

Company conducted any community

investment projects.

(12) Employees volunteering

Employees were involved in the
community with the company’s
encouragement and  support by
contributing their time and skills. It is a
three-way partnership between the
employer, the employee, and the

beneficiary.
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