H Business and Economic Research
A\\Mac.rOtthl,;'k ISSN 2162-4860
Institute 2020, Vol. 10, No. 3

Boards’ Gender Diversity and Firms’ Financial and
Ethical Performance in Pakistan: A Comparative
Analysis

Hafiz Muhammad Awais (Corresponding author)
Research Scholar, Karachi University Business School, University of Karachi, Pakistan

awaisjanjua3194@gmail.com

Dr. Danish Ahmed Siddiqui
Associate Professor, Karachi University Business School, University of Karachi, Pakistan

daanish79@hotmail.com

Received: July 6, 2020  Accepted: August 5, 2020  Published: August 20, 2020
doi:10.5296/ber.v10i3.17309 URL: https://doi.org/10.5296/ber.v10i3.17309

Abstract

Board diversity has lately being a heavily contested topic of research. Women, having a
unique pool of resources and human capital, bring unique and diverse skills to the board that
could improve board performance which positively impacts firm value. This study aims to
investigate board gender diversity and its impact on firms’ performance in Pakistan. More
specifically, this study compares different performance characteristic of firms with and
without gender diversity in boards. We also analyzed the effect of women on board (WOB)
on different performance measures in the presence of control variables. These measures
included Return to assets, equity and sales, TOBIN Q, and Ethical and Social Compliance
(ESCC). For this, panel data of 4 years from 2015 to 2018 were collected from 100
companies, and ANOVA and regression analysis were performed. The comparative analysis
showed that non-women component has a significantly higher ROA than women, whereas
ROE is higher for women. Moreover, non-women board companies seem to take a higher
financial risk by taking more leverage. Surprisingly, the ESCC factor seems to be
significantly higher for non-women board companies showing better social compliance.
Evidence from regression found remains inconclusive. In fact, the performance measures like
Tobin Q, and ROA seems to be negatively affected by WOB, whereas ROE was positively
and significantly affected. ESCC seems to have a strong and positive effect on Tobin Q in
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companies with WOB, as well as ROA in overall companies. Evidence also suggested that
WOB also seems to have a negative effect on ESCC. Hence, in the case of Pakistan, the
findings remained inconclusive because women representation on board is not enough to
have an influencing role in the board. The size of the female representation on the board
needs to be sufficiently large to have an influencing role on corporate boards.

Keywords: Firm Value, Financial performance, Board of Directors, Ethical and social
compliance, Tobin’s Q, ROA, ROE, ROS

1. Introduction
1.1 Background of the Study

Variety of people with different culture and background can enhance the higher quality
absorption of the marketplace, just because the marketplace is also having a variety of people
who have cultural differences and different mindsets (Carter et al., 2003). Boards with
females indicate that a company is well placed to evaluate the needs of a diverse market and
competitive business conditions (Miller and Triana, 2009).

Women represent almost 49% population of the world so firms have to provide an equal
opportunity to females at the workplace and also give them the chances to work on corporate
board where they utilize their skills, education and abilities for the betterment of the company.
The researcher argued that the women's representation at the business board is slowly but
steadily move towards the rising trend (Pathan and Faff, 2013). Some of the firms making
mandatory have at least one woman in the board room as director. For example, Norway
making compulsory for their companies making sure that 40 percent of the members of board
rooms must be females.

Variety of people working as a corporate board members leads to heterogeneity, which can be
indicated with either insight attributes for example race, age, gender, etc or Invisible
attributes like education, occupational background, etc (Rao and Tilt, 2016). Furthermore,
when there is more number of women directors including in the board room it can also
increase the innovative and creative ideas by imparting new opinions, perspectives,
backgrounds, skills and abilities into the boardroom (Burke, 1994); (Miller and Triana, 2009).

Effective corporate governance deals with the creation and execution of a process that
ensures company management's transparency and improves the company's efficiency
(Brammer et al., 2007). Females on corporate board are one of the essential governance
issues and are taking into consideration to be an inherent part of good corporate governance
(Gallego-Alvarez et al., 2010). The board of directors is the most important board of a firm's
management and portrays, explain its objectives, code of conduct, practices, action plan and
strategies, and keep an eye on higher management. It is clear that the attributes of the
members of its firm board, such as education, history, age, gender, etc., may influence
performance (Mart hez and Rambaud, 2019).

And the diverse corporate board will improve Board members' capacity and expertise to be
mindful of the needs of various stakeholder groups (Harjoto et al., 2014). A diverse board can
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also help companies to take advantage through the expertise of different individuals who can
provide different resources like financing, knowledge, status, authenticity, and heterogeneity
(Terjesen et al., 2009).

The literature indicates that corporate board diversity appears to give rise to more creativity ,
innovation, and improve organizational quality decision-making at the individual and
community level. Researchers summarize two key functions for boards in this scenario,
which are extremely linked to the organization's performance. First, boards are usually the
most authoritative actors in their structural position who establish strategic direction and
decision-making that is innate. Secondly, the boards have a monitoring function which may
include: representing shareholders and monitoring the proper use of company resources,
reacting to threats and retaining good people, properly compensating and empowering
workers and monitoring top management behavior (Erhardt et al., 2003).

Variety of people in corporate board increases the potency of board actions which enhances
the effectiveness and productivity of the corporation which ultimately increase the
profitability and sharcholder’s wealth (Stephenson, 2004); (Robinson and Dechant, 1997).

In some countries specific laws have enacted by the government to eliminate the gender
inequalities, either female on corporate board are necessary or not, whilst the others have just
executed some advice or disclosure necessities to firms (Mart nez and Rambaud, 2019).

Some view pints in previous studies encourage the definite effect of women directors on firm
performance. First, gender diversity indicates that diversity of directors in corporate board
rooms will improve their business' competitiveness and reputation by incorporating distinct
qualities, expertise and talents to boardrooms. Secondly, females on corporate board can
increase the problem-solving capacity of board room by including different opinions into
board discussions. Within this concern, a variety of views can offer decision-makers choices
and make it more alert about considerations of such choices. Consequently, a board of
directors with various skills, different cultural backgrounds and gender generates a strategic
resource that ultimately increases firm performance (Kilig and Kuzey, 2016). Many of the
businesses included women in their board rooms to foster good ties with their female
customers or clients (Kili¢ and Kuzey, 2016).

A diverse corporate board having different people who understand the environment of
business in a better way (Shaer and Zaman, 2016). Women directors have different types of
leadership than men and are more supportive of a community group and social responsibility
initiatives (Shaer and Zaman, 2016). Female executives on corporate boards can introduce
stakeholder engagement strategies and increase the reliability of corporate reports (Shaer and
Zaman, 2016). Women directors have different backgrounds in education, communication
skills, professional experience and temperament than men (Liao, et al., 2015). Female
directors fight litigation and loss of credibility (Srinidhi et al., 2011).

The researcher provides some other practical explanations why businesses have to have the
eligible female on the company board. He noted there aren't usually enough talented directors
to go around recently. CEOs are declining invitations to join boards at higher levels. And
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male people serve on corporate boards lately, so they have little time for additional
responsibilities. It leaves board members increasingly dependent on male CEOs who are less
rational and theoretically lower in quality. Therefore businesses will widen their efforts and
open their doors to people outside the conventional talent pool. He also noted that having a
woman on a corporate board might add considerable symbolic value both within and outside
the organization, which connects the business with other constituencies (Burke 2000b).

Applied to the theoretical relationship of gender identity, in a particular viewpoint, females
are distinct from their men counterparts. For e.g., women are less risk-taker and less vigilant
in the decision-making process than men (Croson and Gneezy, 2009); (Jianokoplos and
Bernasek, 1998).

Researcher reports that women have different ethical behaviour than men, and female
directors are more stakeholders oriented than male directors and have different values
(Adams, 2015).

The arguments support the inclusion of women on corporate boards can be divided into two
broad categories: ethical and economic (Pletzer et al., 2015).

From an ethical point of view, the elimination of gender inequality takes into account as a
goal itself, for instance, if the number of female members on the corporate board increases,
the goal is achieved, autonomously from the profit of the firm. From an economic point of
view, the proportion of women based on the law has been widely studied, arguing that women
need to be improved on the basis of their technical and educational experience, because, on
the other hand, a business may bear a loss in profitability (Mart nez and Rambaud, 2019).

Not only are female directors portrayed, they are different from their male counterparts and
have different goals (Adams and Ferreira, 2009); (Adams and Funk, 2012). The researcher
found that of the top 100 US companies in terms of profitability, of which 97 US companies
had at least one female member on board (Catalyst, 1995). Likewise, the researcher
interviewed top U.S Companies female board members and notes that by including women in
the firms and their corporate boards, they quickly integrated diversity into their perceptions
and values. She found that having a female on a board of directors would positively influence
a board's "questioning culture" (Selby, 2000).

We are living in an age of modernity right now. Companies should provide equal
opportunities for the female workforce; they must include in their boardrooms female
representation which has a positive impact on their firm value, financial performance, and
ethical and social compliance. And this representation of female on boards is beneficial as
they help in coming up with more innovative and creative ideas by imparting new opinions,
perspectives, educational backgrounds, skills and abilities all of this act as a game-changer
for organizations in a favourable manner as it is seen in developed countries. Companies with
no female representation on board are seen that they are less progressive. Companies must
have females on corporate board that will contribute to heterogeneity, diverse individuals
proposed variety of opinions produced by a variety of abilities, talents and experiences they
carried that ultimately enhance the firm's value. This study tries to determine the role of
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women on the corporate board with respect to firm interest, financial results and ethical and
social compliance with Pakistan.

\\ Mac rOth i “k Business and Economic Research

1.2 Problem Statement

The Board plays an important role in the company. A board is responsible for defining,
articulating and transmitting the principles and practices of the company and ensuring that the
policies , processes and controls in place serve to embed, rather than obstruct, ethical values
within the company.Boards take actions that have far-reaching effects and directly impact the
lives of their workers and other stakeholders, with tax avoidance being a recent example.
There is no way the company will be prosecuted or kept responsible for criminal activity. A
company feels no shame or regret for hurting its staff or clients. Hence, the corporate board
can play their role in this regards. As board size has been found to have a positive relationship
with firm results. Larger board size facilitates strategic decision taking that in effect impacts
company efficiency (Gomez et al., 2017). Larger board size allows the company to create a
separate ethics and social responsibility committee. Larger board size providing more
opportunities to females working as corporate board members.

There are several good reasons on boards to improve gender diversity: improved decision
making, better results and better customer base representation. Women have a better chance
of maintaining relationships than men, and feeling responsible for the needs of others. Of this
reason, female directors can only add value if they have an active position within the board
and are not merely present to fulfill female quota requirements for corporate boards, either
for political or legal purposes. Second, the size of the female quota needs to be sufficiently
high to impact corporate boards.

Given all this, there's insufficient representation of women on board. The smaller number of
women on the corporate board can be regarded as sexism in the light of an ethical perspective.
This view holds that the absence of women directors from the business world's top level is
largely due to gender biases (Brammer et al., 2007); (Campbell and Minguez-Vera, 2008).
The negligible number of females working as corporate board members just because of the
alleged glass ceiling, that is, an intangible cultural hurdle which stays away from the capable,
deserving and trained females from hold on the authority in company’s top positions. Similar
changes in all the societal and economical areas of life are the primary right of humans. In
addition, the coherent elimination of women, who make up half of society, leads to
sub-optimal boards of directors (Mart mez and Rambaud, 2019).

1.3 Gap Analysis

Throughout previous studies, the majority of primary issues were examined for the impact of
gender diversity on the company's CSR and financial results and most notably for developing
countries, as analyzed throughout various papers (Mart mez and Rambaud, 2019); (Isidro and
Sobral, 2015);(Carter et al., 2008); (Richard, 2000); (Galbreath, 2016); (Hyun et al., 2016);
(Kilig and Kuzey, 2016); (Erhardt et al., 2003); (Shaer and Zaman, 2016); (Sajjad and Rashid,
2015); (Webb, 2004).

Most of the arguments on boards in favor of gender diversity rely on the idea that greater
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female representation enhances firm value. Academic research, however, provide mixed
conclusions about the Board 's relationship with firm value among women. Some studies
have found that companies with gender boards perform better because of the unique pool of
resources and human capital that women bring to the business (Campbell and M1'nguez-Vera,
2008); (Erhardt et al., 2003), whereas other studies have the opposite effect (Bohren and
Strom, 2010); (Adams and Ferreira, 2009), And some still don't consider any valuation
implications (Carter et al., 2010); (Rose, 2007). Hence, the evidence largely remained
inconclusive. However, these studies were limited to firms’ financial performance. They fall
short in explaining how they affect performance. One theory is that gender diversity brings
more social and ethical compliance, this would, in turn, increase firms’ value. Ethical and
social also seem to directly impact firm value (Rodgers et al., 2013); (Jo and Harjoto2011);
(Donker et al., 2008).

In this regards, Isidro and Sobral (2015) model the direct but also indirect effect on firm
value of women on board. They indicated that the indirect effects of valuation derive from
changes in financial performance and improvements in the business' non-financial aspects,
which included compliance with ethical and social standards by the company. However, their
study was limited to European firms operating in 16 European countries. These countries face
different regulatory regimes, as well as culture and demographics, which are different from
developing countries.

This research makes various contributions to previous studies. First, there is insufficiency of
evidence-based studies that support the association of female directors in developing
countries with firm value , financial performance, and ethical and social compliance. Most of
the researchers have done their researches on this topic on the data from developed countries.
In Pakistan there is only one study conducted on this issue for the banking industry of
Pakistan (Sajjad and Rashid, 2015), that too directly related to performance. The current
paper is developed on the basis of finding the gap that no literate found in Pakistan that works
on multi sectors regarding this issue.

This study fills this void in the literature by defining the relationship between a female's
presence on corporate board and firm value, financial results, and ethical and social
compliance with the Pakistani industries. And also research the indirect impact of women on
corporate board on financial results by having a positive effect on ethical and social policy.

1.4 Research Objective

Women have been included on the corporate board in recent past years for many different
reasons in developed and developing countries. For example, females have different skills,
abilities and different educational background.

The aim of this paper is to examine the impact of female inclusion on the corporate board on
the firm value calculated as Tobin's Q, financial performance as measured by asset return
(ROA), equity return (ROE) and sales return (ROS), and ethical and social compliance.

On the corporate board, we make the proportion of women an independent variable and the
rest of all three and also the control variables as dependent variables.
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This research is collected top 100 companies’ data of “PSX” from 2015 to 2018 (4 years) to
identify the relationship between females on corporate board and firm value, financial
performance, and CSR. This paper covers the impact of women on corporate board on firm
value, financial performance and ethical and social compliance. The main objective of this
study is to investigate whether the no of women on Pakistani companies' corporate boards has
increased which ultimately leads to higher firm value , financial performance, and increased
CSR rate. If so, a business case may be claimed to legislate gender laws that are more
immediately and effectively recognized to achieve gender homogeneity.

1.5 Research Question

1) Does the inclusion of females on corporate board improve the firm value?

2) Does the inclusion of females on corporate board improve the firm’s financial
performance?

3) Inclusion of females on corporate board is in the best interest of ethical and social
compliance?

1.6 Significance

This research aims to examine elements and their consequences for the inclusion of women
on the corporate board. At the end, this will help firms to improve their decision in the
formation of a corporate board. This will be a superior sign for society. Whether the no of
females on corporate boards increased firms will have the capacity to earn higher profits and
this will attract most of the investors. And also making the firm more towards the corporate
CSR that will attract the customers which ultimately increase the firm profitability. This study
focuses in particular on the role of women on Pakistani companies' corporate board, but
general conclusions can be drawn for the worldwide companies.

1.7 Definition of Terms

Firm Value: “The value of a firm can be defined as the amount of utility/benefits can be
derived from the shares of a firm by the shareholders” (Rashid and Islam, 2008).

Various definitions of a firm's worth such as intrinsic value, social value, and hedonic value
exist. Due to market imperfection, global markets and diseconomies and market non-existence,
social value may be different from the consumer value of an item.

“Tobin’s Q is widely used to value a firm in both developing and developed financial markets.
The variable shows the financial strength of the company and serves as a proxy for a
company’s performance in the financial market. Tobin’s Q is defined as the ratio of the market
value of assets (Equity & Debt) to the replacement value of assets” (Rashid and Islam, 2008).

ROA: “The return on assets (ROA) compares income with total assets (equivalently, total
liabilities and equity capital). It can be interpreted in two ways. First, it measures the
management’s ability and efficiency in using the firm’s assets to generate (operating) profits.
Second, it reports total return accruing to all providers of capital (debt and equity)” (White et
al., 2003).
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ROE: “Ultimately the most important or ‘bottom line’ accounting ratio is the ratio of net
income to common equity, which measures the return on equity. Shareholders invest to get a

return on their money and this ratio tells how well they are doing in the accounting sense”
(Brigham and Ehrhardt, 2013).

ROS: “One measure of profitability is the relationship between the firm’s costs and its sales.
The ability to control costs in relation to revenue enhances earnings power” (White et al.,
2003).

Ethics: According to Philip Wheel Wright “Ethics is the branch of philosophy which is the
systematic study of selective choice, of the standards of right and wrong and by which it may
ultimately be directed” (Paliwal, 2006).

2. Literature Review

Numerous scholars have highlighted the importance of a female's role in corporate boards on
firm value, financial performance, and ethical and social compliance in their study work
around the developed world over the decades. This relationship between women on the
corporate board and firm value has been the focus of remarkable, theoretically and in
empirical study, level-headed debate.

2.1 Females on Corporate Boardroom and Firm Value and Financial Performance

In the banking industry reference frame the relation between company-wide diversity,
corporate strategy, and firm efficiency was challenged. The performance of the company as
calculated in this study by profitability return on equity ( ROE), and business performance
calculated from sixty-four banks in three states. Findings have shown that diversity on the
corporate board is positively linked to firm profitability and has been seen as a relative
competitive advantage for banks (Richard, 2000). Some researchers find that businesses that
have women in their corporate boards are superior because businesses have a range of tools
that are special in nature and human capital that women bring to the firm (Campbell and
Minguez-Vera, 2008); (Erhardt et al., 2003), Whereas other researchers find the opposite
relationship that is the involvement of women on the company board negatively affects the
company's performance (Bohren and Strom, 2010); (Adams and Ferreira, 2009). And the
research finds no connection between on-board females and firm value (Carter et al., 2010);
(Rose, 2007). Diverse corporate boards can affect decision-making, since diverse people have
different viewpoints and non-traditional approaches to problem solving (Adams et al., 2015).

Burke (2000a) found a substantial relationship for Canadian companies between the number
of women on the corporate board and their sales, assets, number of employees and profit
margins. Consequently, the findings of the above section suggest that successful companies
can be correlated with different appointments to the director.

The researcher concludes that there is a surprisingly positive relationship between women's
presence in the business board room and firm value (Carter et al., 2003). Ultimately, the
findings show that the positive effect on financial performance and ethical and social
compliance of the inclusion of women on the corporate board has an indirect influence on
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firm valuation. Conclusively, the findings indicated that by having more women on the
company board, firm value could be improved through better financial performance and
greater ethical and social compliance (Isidro and Sobral, 2015). The researcher also reported
a positive correlation between female directors and firm value with the Spanish business
sample (Campbell and Minguez-Vera, 2008). Studies investigating the effect of gender
diversity on financial performance at the firm level such as stock price informativeness,
earnings management, earnings efficiency and earnings accuracy forecast by analysts indicate
that board diversity brings clarity to financial reporting and eliminates knowledge asymmetry
(Shaer and Zaman, 2016).

The researcher examined that the presence of women in senior management has a positive
impact on firm results with the Danish business sample; thus, this positive correlation relies
heavily on the female directors' expertise, qualifications and abilities (Smith et al., 2006).

The researcher found that there is no correlation between the proportion of female corporate
board members and the profit margin, (ROA, or ROE) (Shrader et al., 1997). There is no
clear positive correlation between social diversity and firm performance, according to
researchers (Richard, 2000).

2.2 Females on Corporate Board and Firm'’s CSR

Therefore, women are more mindful of social and ethical problems (Shaer and Zaman, 2016).
More stakeholders are the female directors; they are more concerned with socially
responsible actions and ethical practices and are often prepared to take steps to reduce
potential risks (Carter et al., 2003); (Adams and Ferreira, 2009).

Research shows that, more female directors on corporate board companies perform better in
CSR compared to their competitors with fewer women in the room. The findings of this
research indicate that the proportion of female independent directors is positively linked to
the CSR ratings of a business, and support the argument that female directorship improves
the CSR efficiency of a organization (Hyun et al., 2016). Other researchers have indicated
that there is a positive correlation between gender diversity and CSR performance at the
board (Webb, 2004); (Bernardi et al., 2006). A researcher found an inverse association
between performance of CSR and diversity of gender (Molz, 1995); (Zahra and Stanton,
1988). A researcher found no CSR success and diversity in gender relationships (Stanwick
and Stanwick, 1998).

2.3 Theories on the Relationship between Women on Corporate Board and Firm Value
2.3.1 Agency Theory

Within the contemporary firm described by (Bearle and Means, 1932) the division of
ownership and control is the basis of the theory of agencies. The theory takes the company's
contractual view: shareholders and managers sign a contract defining how shareholder funds
will be used by managers and how turns are divided between them (Jensen and Meckling,
1976). Yet as contracts are incomplete the contractor ends up with considerable rights of
residual power. The board of directors plays the vital role of supervisory managers in
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preventing undue residual ownership rights (Fama and Jensen, 1983). Effective control by the
board will reduce the misallocation of funds and thereby increase the value of the shareholder.
The positive influence of successful board monitoring on firm value was recorded in large
part in academic literature (for a review see, for example, Gillan, 2006).

The theory of agencies is the main theory used to explain the positive relationship on
corporate board between females and firm performance. Gender diversity in the boardroom,
in the light of agency theory, is the most relevant corporate governance tool for companies
(Gallego-Alvarez et al., 2010). The theory of the agencies anticipates that strengthening
control can lead to improved organizational behaviour. As the involvement of individual
ethics and social responsibility committees reflects the extraordinary monitoring of ethical
and social values, we expect that firms with that committee will comply with the criteria
more ethically and socially (Isidro and Sobral, 2015).

2.3.2 Resource Dependence Theory

The theory of resource dependency indicates that boards have the essential task of promoting
access to resources which are critical to the company's success (Pfeffer and Salancik, 1978).
The primary roles of the Board are: (a) providing guidance and counsel, (b) establishing
credibility for the company in the external world, (c) developing lines of contact between the
company and external bodies, and (d) establishing preferential access to commitments or
assistance from important elements outside the company. To maximize the performance of
these functions.

The corporate board reflects as an significant link between the company and the compulsory
tools that contribute to its financial performance (Aldrich and Pfeffer, 1976); (Johnson et al.,
1996); (Pfeffer, 1973). Diverse people in the corporate board will add more resources to the
business, such as wider consumer and industry knowledge, different credit sources, etc,
which results in the better organizational performance (Stiles, 2001).

Hillman and Dalziel (2003) consider that the female directors offer varied skills and expertise
to the boardrooms in top US firms. Bilimoria (2000) suggests that having a diverse gender
board shows that the company respects the success of its women workers.

2.3.3 Human Capital Theory

The theory explores how the information and skills stock of the employee will support the
organization (Becker, 1964). Because women historically have less education and work
experience than men, board selectors (often male) believe that women lack adequate human
resources to serve as members of the board (Burke, 2000). But empirical evidence does not
substantiate the point. Singh et al . ( 2008) are researching UK boards and finding that female
directors are giving the board more foreign experience and are more likely to have an MBA.
Although male directors typically have more board experience, female directors have more
experience on boards of smaller companies. Overall, the evidence shows that women and
men are equally eligible for board roles, and that women are giving the board a valuable pool
of resources. The theory of human capital assumes that board performance will be influenced
by board diversity as a result of the varied and special human capital each person has, and

264 http://ber.macrothink.org



ISSN 2162-4860

\ MacrOthi“k Business and Economic Research
A Institute ™ 2020, Vol. 10, No. 3

that board performance changes are likely to have a positive effect on firm value.
2.3.4 Social Psychology Theory

Social psychology acknowledges that minority group status and effects depend on the social
context and community dynamics. That is, the Board's diversity can have positive or negative
consequences depending on the board's dynamics (Westphal and Milton, 2000). Some
research indicates that members of minority boards, such as women executives, promote
divergent thought and inspire other board members to explore a broader variety of potential
solutions (Moscovici and Faucheux, 1972); (Nemeth, 1986). Yet the viewpoint of social
psychology often predicts that members of the majority party can exert undue control on
decision taking and frequently resist the control of minority members (Tanford and Penrod,
1984). Tsui et al. (1992), for example, found that gender and race diversity are related to
lower group participation and greater absence. Earley and Mosakowski (2000 ) suggest that
there is less contact between groups with more minority members because they don't share
similar ideas. Williams and O'Reilly (1998) say less cooperation between members of
heterogeneous groups and witness more emotional disputes. These claims indicate that the
presence of minority female directors on the board makes board decision making more
time-consuming and less efficient, with potentially negative effects on firm value. Generally,
the theory of social psychology suggests that women on the board will positively or
negatively impact firm interest, depending on the nature of the board. For example, Westphal
and Milton (2000 ) argue that minority directors have more control than majority directors on
board decisions, but only if they have minority experience on other boards or if they have
good social ties with majority directors.

2.3.5 Stakeholder Theory

The theory of stakeholders suggests that the business should not only consider the interests of
the shareholder, but that the business must pay heed to the needs of other stakeholders, as
well as suppliers, clients, staff, banks and, generally speaking, others who interact with the
company in some way, as they are all committed to building firm value (Hillman and Keim,
2001); (Huse, 2003). In this context, the internalization of females in higher management is
considered as an integrative signal which increases the tendency of the firm to societal
obligations, which enhances its value (Kaufman and Englander, 2011); (Oakley, 2000).

Females are more focused on a relationship that creates confidence than males and can
therefore pay more attention to a greater engagement with stakeholders and to the knowledge
imbalance (Gul et al., 2013). A better and more systematic decision-making process for
companies is created by the participation of women directors as women typically expend
more time on their tasks compared to men. In fact, the presence of female directors in the
board rooms and their appearance in the board room has a significant and remarkable effect
on the role of male directors (Dang et al., 2013).

3. Model

Our analysis clearly shows that if women are included on the corporate board then a shift in
firm value, financial performance, and ethical and social compliance will occur, the
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dependent variables will respond to those changes with respect to Pakistani industries. How
will firm value, financial performance, and ethical and social compliance (either increase or
decrease) respond? What will be the nature of that relationship (either positive/negative)? To
clarify whether or not women at the corporate board have an indirect impact on the firm's
value? All of these questions will be tested and answered in the later analysis and concluding
sections of this research report.

H Business and Economic Research
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Following framework explains the entire subject and was taken from past work performed on
the same subject in the context of different European Union companies by (Isidro and Sobral,
2015).

[ Financial
=L Performance

! ‘ [ Firm Value
Roard J ‘—-l

Women on }

—.

[ Ethical and
- Social
l Compliance

3.1 Variables

There are different variables which have been included for conducting this research which is
as follows.

3.1.1 Independent Variable

The independent variable is the number of the female directors; the women on board are
calculated in two ways: Firstly, an indicator variable (dummy variable) is used which is
coded as 1 when at least one female director is present on the corporate board and when there
is no female director on the corporate board coded as 0 and secondly the percentage of female
directors. The proportion of women on board is an indicator widely used in literature (e.g.,
Isidro and Sobral, 2015; Kili¢ and Kuzey, 2016 Hafsi and Turgut, 2013; Adams and Ferreira
2009).
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3.1.2 Dependent Variables

Firm value is calculated as Tobin's Q is defined as the sum of the stock market value (share
price multiplied by the number of common shares issued at the end of the fiscal year) and the
debt book value divided by the total asset book value. In economics Tobin's Q was widely
used as a proxy for firm value (e.g., Isidro and Sobral, 2015; Carter et al., 2010; Adams and
Ferreira, 2009)

Three accounting-based ratios are calculated for the financial performance: (i) ROA: “The

ratio of net income to total assets measures the return on total assets”, (ii) ROS: “Profit

margin on sales calculated by dividing net income by sales, gives the profit per dollar of sales”
(Brigham and Ehrhardt, 2013) and (iii) ROE: “The return on total shareholder’s equity (ROE)

excludes debt in the denominator and uses either pretax income (after interest cost) or net

income as nominator” (White et al., 2003).

Ethical and social compliance is measured as an indicator variable coded 1 if the organization
has a separate ethics or social responsibility committee and if the organization has no separate
committee then the variable is coded as 0.

3.1.3 Control Variables
Within this study we also provide the following control variables which are as follows.
Size is defined as the natural logarithm of total assets.

Leverage is the ratio between the long-term debt and total assets. Debt is an important way of
pressuring managers to collect cash flows to pay finance cost and its principal, (Shleifer and
Vishny, 1997). Therefore we expect the leverage to be negatively connected to firm value and
firm financial performance (Campbell and M1 nguez-Vera, 2008).

Age of the firm is measured as the Company's average logarithm of years. Organizations like
humans will lose their ability to compete and evolve over time.

The Size of the board is the normal logarithm for number of board members. We believe
companies with larger boards would have a better chance of getting separate ethics or social
responsibility committee.

4. Methodology
4.1 Sample Size

Pakistan Stock Exchange (PSE). Probability sampling technique has been used in this
research. | have chosen this study based on the sample size of top 100 Pakistani firms which
are listed on the sample size by using convenience sampling method in this research. This
research is mainly focused on Pakistan.

4.2 Source of Data Collection

This report has focused on the presence of a female on corporate board, firm value, and
financial performance, ethical and social compliance and also included some other control
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variables as well in Pakistan and I’ll pick top 100 listed companies of Pakistan. Data was
collected from the annual reports of the firm sourced from the websites of the firm and “PSX”
for a time of four years 2015 to 2018.

5. Results Analysis

5.1 Descriptive Statistics

N Minimum | Maximum | Mean Std. Deviation
ROA 400 | -122.74 53.10 6.2901 13.67151
ROS 400 | -144.45 415.81 15.4574 35.61426
ROE 400 | -402.660 | 1037.160 | 2.27036E1 | 84.406053
TQ 400 | -4.212 1258.620 | 1.01622E1 | 85.360703
ESCC 400 | O 1 .83 376
TA 400 | 112832 3.E9 1.77E8 4.239E8
Size of Board 400 | 5 15 8.45 1.859
Age of Company 400 | 3 158 35.82 22.972
L 400 | -5.799 3.835 54330 531984
Presence of women on Board | 400 | O 57 8.63 11.917
5.2 Comparative Analysis
N Mean Std. Deviation | Std. Error | Test of Difference of Mean
ROA Non Women | 200 | 7.6483 8.10864 57337 F (Sig.)
Women 200 | 4.9319 17.47288 1.23552 | Welch (Sig.)
ROS Non Women | 200 | 17.5799 35.76306 2.52883 | F(Sig.)
Women 200 | 13.3348 35.42700 2.50507 | Welch (Sig.)
ROE Non Women | 200 | 1.6879E1 | 20.727144 1.465630 | F (Sig.)
Women 200 | 2.8527E1 | 117.417060 8.302640 | Welch (Sig.)
Tobin Q Non Women | 200 | 1.85148E1 | 120.271820 8.504502 | F (Sig.)
Women 200 | 1.80958 1.992508 140892 | Welch (Sig.)
ESCC Non Women | 200 | .82 272 .019 F (Sig.)
Women 200 | .74 440 .031 Welch (Sig.)
TA Non Women | 200 | 1.71E8 3.700E8 2.617E7 | F(Sig.)
Women 200 | 1.84E8 4.725E8 3.341E7 | Welch (Sig.)
L Non Women | 200 | .57202 .336296 023780 | F (Sig.)
Women 200 | .51459 .672818 047575 | Welch (Sig.)
BS Non Women | 200 | 8.44 1.850 131 F (Sig.)
Women 200 | 8.46 1.872 132 Welch (Sig.)
AF Non Women | 200 | 36.90 20.915 1.479 F (Sig.)
Women 200 | 34.75 24.866 1.758 Welch (Sig.)
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The table shows that sig values of ROA and ROE are less than 0.05 which means values for
ROA and ROE are different for both categories of firms either firms with women on board
and firms with no women on corporate board. Similarly, the table shows that sig value of
Tobin’s Q, ethical and social compliance and leverage are also less than 0.05 which means
values for these variables are different for both categories of firms either firms with women
on board and firms with no women on corporate board. Sig value of ROS as well as total
assets, board size and age of firm is greater than 0.05, meaning no significant difference
among women and non-women category in these variables.

The results suggested that non-women component have a significantly higher ROA than
women, whereas ROE is higher for women. Moreover, non-women board companies seem to
take a higher financial risk by taking more leverage. This could result in higher ROE,
however, women on board companies seem to have significantly better performance (ROA).
Mean value shows that Tobin’s Q for a firm with no women on board is greater so we can say
that women on board have an impact on firm value Tobin’s Q is the indicator of firm value.
Surprisingly, the ESCC factor seems to be significantly higher for non-women board
companies showing better social compliance. Hence, we can say that presence of women on a
corporate board can impact the ethical and social compliance negatively.

This is the correlation analysis in which we are checking the relationship of the presence of
women on the corporate board with other variables. The table shows that ROA, ROS and
ROE have a significant relationship with the presence of women on the corporate board.
ROA and ROS are weekly and negatively correlated with women on corporate board but
ROE has a weekly positive relationship with women on the corporate board. Tobin’s Q which
is the indicator of firm value has a significant negative relationship with women on board.
The table also shows that ethical and social compliance has a significant negative relationship
with women on board. Significance values showed total assets, the board size, age of firm
and leverage have a significant relationship with women on board. The table shows that ROA,
ROS, ROE and ethical and social compliance have an insignificant relationship with Tobin’s
Q. Ethical and social compliance has significant but weekly positive relationship with women
on board.

5.3. Correlations

ROA ROS ROE TQ ESCC | TA Size of Board | Age of Firm | L WOB

ROA

ROS 393*%* | 1

ROE .125* J19* |1

TQ 0.006 -0.026 | -0.011 |1

ESCC .230** | 0.082 | -0.079 | 0.047 |1

TA -101* | .147** | -0.034 | -0.043 | .165** |1

Size of Board | 0.04 0.078 | 0.002 | -0.075 | .138** | .102* |1

Age of Firm | .131** | 0.051 | -0.002 | -0.059 | .232** | .229** | 0.059 1

L .209** | 0.02 0.006 | -0.057 | .169** | .218** | .154** 0.052 1

WOB -181** | -.108* | .141** | -0.072 | -.336** | -.099* | -.219** -127* -106* | 1
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**_Correlation is significant at the 0.01 level (2-tailed).

*. Correlation is significant at the 0.05 level (2-tailed).

5.4 Regression Analysis

We employ panel least square regression in this research and the data values we take for
checking the relationship dependent and independent variables and the results are as follows.

MODEL 1: These are the results of those 50 firms which have women on their corporate
board. The table indicates that ROA, ROE, and ROS have a significant impact on firm value
and coefficient values show that ROA and ROE have a positive relationship with firm value
but ROS has a negative relationship with firm value. ROA, ROE and ROS are the indicators
of financial performance so, on the basis of ROA and ROE, we can say that financial
performance has a positive impact on firm value. This table also shows that firm value has a
significant relationship with ethical and social compliance, total assets and age of firm and
coefficient values show that ethical and social compliance and age of firm have a positive
relationship with firm value and total assets have a negative relationship with firm value. This
table also shows that leverage and board size have an insignificant relationship with firm
value.

MODEL 2: These are the results of those 50 firms which have no women on their corporate
board. The table that ROA, ROE, and ROS have an insignificant impact on firm value. This
table also shows that firm value has an insignificant relationship with ethical and social
compliance, total assets, board size and age of the firm. However, leverage has a significant
effect on firm value and coefficient value shows that leverage has a negative relationship with
firm value in the absence of women on the corporate board.

Companies | Companies .
with WOB | without WOB All Companies
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 | Model 7
Dependent Variable: TQ TQ TQ ROA ROE ROS ESCC
Coefficient -0.653807 | -0.130738 | 0.972295 | -0.2241 | -0.00903
WOB t-Statistic -1.654419 | -2.245644 | 2.541654 | -1.39728 | -6.04998
Prob. 0.0988 0.0253 0.0114 0.1631 0
Coefficient | 0.049974 | -1.323516 0.068504
ROA t-Statistic | 5.838482 | -0.653771 0.182722
Prob. 0 0.514 0.8551
Coefficient | 0.005481 | 0.125861 0.009041
ROE t-Statistic | 5.622472 | 0.174349 0.173531
Prob. 0 0.8618 0.8623
Coefficient | -0.011794 | -0.095718 -0.076525
ROS t-Statistic | -3.02145 -0.369061 -0.563861
Prob. 0.0029 0.7125 0.5732
270 http://ber.macrothink.org




\ Mac_rOthi“k Business and Eco?gg?\}czzzg;?zggg
A Institute ™ 2020, Vol. 10, No. 3
Coefficient | 0.58762 30.92067 13.19175 | 6.081557 | -10.19286 | 3.608044
ESCC t-Statistic | 2.058863 0.924182 1.034024 | 3.229831 | -0.823834 | 0.695568
Prob. 0.0409 0.3566 0.3018 0.0013 0.4105 0.4871
Coefficient | -5.83E-10 | -1.21E-08 -3.50E-09 | -6.78E-09 | -5.86E-09 | 1.14E-08 | 6.06E-11
TA t-Statistic | -2.100332 | -0.471908 -0.312344 | -4.23989 | -0.557855 | 2.583497 | 1.420236
Prob. 0.037 0.6375 0.7549 0 0.5773 0.0101 0.1563
Coefficient | 0.288949 -60.8593 -9.18723 | 5.444513 | 4.398725 | -2.23127 | 0.078703
L t-Statistic | 1.533347 -2.094489 -1.060359 | 4.328921 | 0.532263 | -0.64399 | 2.352214
Prob. 0.1269 0.0375 0.2896 0 0.5948 0.52 0.0192
Coefficient | 0.00637 -6.901712 -3.96623 | -0.190596 | 1.590584 | 0.954918 | 0.007698
BS t-Statistic | 0.100748 -1.449783 -1.657563 | -0.532832 | 0.676726 | 0.969051 | 0.804013
Prob. 0.9199 0.1488 0.0982 0.5945 0.499 0.3331 0.4219
Coefficient | 0.010803 -0.61547 -0.26675 | 0.069123 | 0.106172 | 0.004796 | 0.002743
AF t-Statistic | 2.21322 -1.464736 -1.352893 | 2.357738 | 0.55114 0.059376 | 3.547783
Prab. 0.0281 0.1446 0.1769 0.0189 0.5819 0.9527 0.0004
Coefficient | 0.657921 117.7858 54.09111 | -0.253649 | 4.228808 | 5.257583 | 0.692856
C t-Statistic 1.170949 2.191155 2.253361 | -0.070499 | 0.178873 | 0.530441 | 7.713151
Prob. 0.2431 0.0297 0.0248 0.9438 0.8581 0.5961 0
R-squared 0.393666 0.055333 0.024857 | 0.138386 | 0.02415 0.034977 | 0.170814
Adjusted R-squared 0.368136 0.015558 0.002296 | 0.125198 | 0.009213 | 0.020206 | 0.160264
F-statistic ‘ 15.41981 1.391139 1.101757 | 10.49338 | 1.616844 | 2.367987 | 16.19174
Prob(F-statistic) 0 0.202574 0.360349 | 0 0.141044 | 0.029332 | O
Durbin-Watson stat 0.918308 1.055626 0.946442 | 0.970041 | 1.725634 | 1.927273 | 0.538952

Method: Panel Least Squares, for years (2015-18), 50 companies with women on board
(WOB), and 50 without women on board, Total 100 Companies

MODEL 3: These are the results of all 100 firms including firms with and without women on
their corporate board. This model indicates that women onboard have a significant negative
impact on firm value. This model shows the other independent variables i.e. ROA, ROE, and
ROS have an insignificant relationship. This model also shows that firm value has an
insignificant relationship with ethical and social compliance. This model also shows the
relationship of total assets, leverage and age of firm have an insignificant relationship. The
board size, however, has a significance but negative relation to firm value.

MODEL 4: This model indicates that women on board have a significant negative impact on
ROA. ROA has a significant and positive relationship with ethical and social compliance.
The model also shows that total assets have a significant negative relationship with ROA.
Whereas, leverage and age of the firm has a significant positive impact on ROA. The effect
of Board size remained insignificant.

MODEL 5: Model 5 shows the relationship among ROE which is dependent variable with
other independent variables which indicate that women on board have a significant and
positive impact on ROE. Other predictors remained insignificant in explaining ROE.
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MODEL 6: Model also shows that total assets have a significant but negative relationship
with ROS. The effect of all other variables remained insignificant.

\ MacrOthi“k Business and Economic Research

MODEL 7: Model7 shows the relationship between ethical and social compliance which is
the dependent variable with other independent variables. Women on board have a significant
but negative impact on compliance with ethical and social standards. Whereas leverage and
age of the firm has a significant impact on compliance with ethical and social standards.
Coefficient values show that these relationships are positive with ethical and social
compliance.

5.5 Discussions

Some researchers have found in previous studies a positive relationship between on-board
women and firm value, financial performance and ethical and social compliance (Carter et al.,
2003); (Kilig and Kuzey, 2016); (Campbell and Minguez-Vera, 2008); (Erhardt et al., 2003);
(Hyun et al., 2016). Several studies have found that women on board have an inverse
association with firm value, financial performance and ethical and social compliance (Bohren
and Strom, 2010); (Adams and Ferreira, 2009); (Molz, 1995); (Zahra and Stanton, 1988). And
some researcher found no relationship (Carter et al., 2010); (Rose, 2007); (Stanwick and
Stanwick, 1998). Women on board indirectly affect firm value through financial performance
and ethical and social compliance (Isidro and Sobral, 2015).

The findings indicate that women's participation on a corporate board has a detrimental effect
on firm value and compliance with ethical and social norms. It may be that some businesses
have fewer women on board. There is maximum 1 or 2 females are part of the board of the
sample firms that have been included in this study, which is almost 10 to 20 percent
representation of the board which is not enough to have an influencing role in the board.
Therefore, even if female directors continue to control positions within the board, the size of
the female quota needs to be high enough to be effective on corporate boards, will add value.
It is suggested that the mere presence of a single female director may not be sufficient to
directly influence firm performance, as the minority group member is often seen as a token
and may find it harder to speak out and be heard (Konrad et al., 2008). In this study, women
on board model (I) showed that women on the company board had an indirect impact on firm
value through the positive effect of financial performance and ethical and social compliance,
but the combined data model (I11) described women on the company board that had no
indirect impact on firm value.

6. Conclusion

The present paper presents the idea of women's direct effect on corporate board (WOB) in the
context of control variables on firm value, financial performance and ethical and social
compliance. The current paper also offers some concepts of the indirect impact women have
on corporate board on firm value through financial performance and ethical and social
compliance that have never been previously studied, and shares the results of recent female
presence on corporate board in Pakistan. Previous studies on female presence were limited to
the banking industry of Pakistan. This paper investigates on larger parameters to provide
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different concepts regarding multiple industries of Pakistan.

\ MacrOthi“k Business and Economic Research

This study will help companies improve their corporate board decision making. If the number
of women is increased on corporate boards companies would have the capacity to earn higher
profits and this would draw more investors. And also making the firm more towards the
corporate CSR that will attract the customers which ultimately increase the firm profitability.
This study focuses in particular on the presence of women on Pakistani firms' corporate board,
however broad conclusions will be drawn for the worldwide firms. For this reason, panel data
of 4 years were collected from 100 companies from 2015 to 2018, and ANOVA and
regression analysis were performed. After completion of this study, we find that comparative
analysis showed performance measures like Tobin Q and ROA seems to be negatively
affected but ROE is positively affected and ethical and social compliance (ESCC) also
negatively affected by the presence of women on corporate board, women on board have an
insignificant impact on total assets, the board size, and age of firm but having a negative
relationship with leverage. Evidence from regression analysis found Tobin Q, and ROA
seems to be negatively affected by women on board (WOB). Whereas ROE was positively
and significantly affected. Ethical and social compliance also seems to be negatively affected.
As far as the WOB model is concerned, ROA, ROE and ESCC have a positive influence on
the Tobin Q which means that women on board have an indirect impact on firm value through
the positive effect of financial performance and ethical and social compliance. Ethical and
social compliance have a positive and significant impact on the ROA but have a negligible
impact on ROE and ROS, meaning that women on board have no indirect impact on financial
performance through ethical and social compliance. Leverage and age of firm tend to have a
positive impact on both ROA and ESCC.

Overall evidence remained inconclusive as women's representation on the corporate board is
not sufficient to play an influential role in the board, the size of the female representation on
board needs to be sufficiently large to have an influential role on the board of directors. There
is maximum 1 or 2 females are part of the board of these sample firms which is almost 10 to
20 percent representation of the board which is not enough to have an influencing role in the
board. Consequently, female directors will only add value if they control positions within the
board.

Gender diversity can impact social and ethical performance either positively or negatively. It
IS proposed that the mere existence of a single female director may not be enough to directly
influence firm outcomes. Female directors may be more concerned with issues related to the
social dimension of CSR than with other performance aspects or environmental and business
dimensions.
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