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ABSTRACT

Over the years, the number of educated women who join the workforce and hold top
executive positions in the organisations they serve has increased rapidly. The
representation of women on boards affects the firm’s performance, thereby drawing
attention to the proportion of women directors seated on the board and how they might
influence the firm’s performance. In 2011, the Malaysian cabinet approved the policy
that all board of directors of companies listed in Malaysia should consist of 30 per
cent women members by 2016. This study therefore examines the association between
the presence of women on the board and firms’ performance following the
introduction of the diversity policy and the moderating effect that accounting
academic qualifications could have on the association between women on board and
firms’ performance by applying resource dependence theory. To this end, this study
formulates two hypotheses relating to the women board of director members. The
analysis used publicly available information of the top 200 Malaysian public listed
companies for the financial year 2011 to 2013 in order to determine the early adopters
of the diversity policy. This study investigates the effects of different aspects of
corporate governance mechanisms involving women participation on boards, board
composition including gender diversity, and the academic background of the women
directors on boards on firm performance (ROA). The firm characteristics, the
ownership type of the firm (family-owned and government-owned firm), board size,
firm size, firm industry and year were controlled for. The multiple regressions analysis
was used to estimate the relationship between the firm performance (ROA) as the
dependent variable and the independent variables. The research concludes that there is
a significant relationship between women board representation and firm performance
though the direction coefficient is negative. This study contributes to the rising
literature on women board member representation in effecting the firm performance of
the top 200 listed companies in Malaysia. The findings encourage public listed
companies to appoint women as members of the board of directors and to analyse the
effects of the diversity policy introduced by the government.
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CHAPTER ONE
INTRODUCTION

1.0 INTRODUCTION

This section presents an overview of the research as a whole and serves as the
introductory chapter for the study. This chapter comprises the background of the
study, followed by the statement of research problem. The research objective, which is
followed by the research questions, motivation and significance of the study are then
discussed. Lastly, this chapter presents the methodology and data sources for this

study and ends with the organisation of chapters.

1.1 BACKGROUND

Women are growing in their involvement in the education sector as well as
employment opportunities. This growth does not limit women to participate as
ordinary employees, but offers them the opportunity to join top management. Before
this, men had been dominating these sectors and were awarded most opportunities for
growth. This situation was particularly apparent in top management whereby men
dominated the boards of major firms (Singh & Vinnicombe, 2004).

Certain factors contributed towards the rising of women involvement in these
sectors. Women are said to be more patient and tolerant as compared to men, have
multi-tasking skills and have high educational levels. According to Swamy et al.
(2001), women also tend to be more honest or more risk averse as they are more
involved in raising children. Therefore, women tend to practice honesty so that they
can teach their children the appropriate values. Furthermore, women compared to men

who are physically stronger than women, make laws exist to protect women and thus



women tend to be more willing in following rules. As such, with these characteristics
and uniqueness of women may lead them to perform well in organisation that they
served and contribute in improving corporate governance practices. As supported by
Knorr (2011), women have a different personality compared to men in such a way that
women looked at themselves as being extremely positive, high achievers, hard
workers, flexible, and risk takers.

Jacob (2013) claimed that women were dominating men at the higher levels of
education. This paved the road for the promotion of women to top positions in an
organisation. Despite this growth, generally the appointment of women in top
management remained restricted (Stssmuth-Dyckerhoff et al., 2012). Hillman et al.
(2007) stated that in 2005, only 37 per cent of women participated in the US labour
force even though there is a policy that announced an increased in diversity on
corporate boards (Blackman, 2004; Singh, 2005). In another study, Marlin (2012) and
Dreher et al. (2011) found that women in top positions and executive positions in the
boardrooms of public firms are underrepresented compared to men.

Government in countries like the US, Australia and China have passed laws or
policies regarding quota or percentages for women on boards. In Norway, a legislation
was passed in 2003 that require all public companies to have 40 per cent women
representation on their boards of directors. Since then, the percentage of women
board members in Norway has increase from 6 per cent to 37 per cent (Becker-Blease
et al., 2009).

The introduction on women on board policy in developed countries has
attracted many studies and most of the findings show a positive relationship between
the presence of women on boards and firm performance (Fagan et al., 2012). Studies

in the US provided evidence of a close association between gender diversity and firm



performance (Carter et al., 2003; Erhard et al., 2003). However, a study by Carter et
al. (2010) concluded that board gender diversity had no significant relationship with
firm performance. A study by Ferrell and Hersch (2005) also provided empirical
evidence that women appointment on board have no impact on market reaction.
Research on UK firms during their financial downturn showed that English firms took
the initiative to appoint women directors that resulted in increase of the share price as
reported by Ryan and Haslam (2005).

Furthermore, Gavious et al. (2012) stated that firms with a higher women
representation on board may improve the corporate governance in such a way that it
may leads to improve the firms’ performance. This is supported by Abdullah et al.
(2012) whereby women’s presence on board positively affects the firms’ performance.
Therefore, the gender of directors has value implications; specifically, there is a
positive relation between the proportion of women directors and the firm’s value.

Since there are many studies in the developed countries that show positive
relationship between the presence of women in top management and firm financial
performance, this has created awareness in the Malaysian government of the positive
effects of this policy. The policy on women on boards was then introduced by the
Malaysian government in 2011 whereby women employed must comprise a minimum
of 30 per cent in decision making positions by 2016.

To date, there still remains a shortage of women in top positions. Therefore, it
is important to conduct further studies on the effect of women on boards and firm
financial performance. The role played by the boards is fundamental to the corporate
governance arrangements as it is one of the factors that influence efficiency and
effectiveness of business operations. The board needs to justify the best criteria in the

appointment of women on the board, in order to have a good quality board member.



Carter and Zamora (2009) stated that the relationship between firm
performance and directors’ abilities (e.g. academic background, skills and
experiences) will motivate the board of directors to achieve their firms’ target. As a
result, the board must be extra careful in making decisions concerning directors’
appointment. As stated by Singh et al., (2008), companies must ensure that, to be
considered for appointment, the board members must have a successful academic
background and related experience to manage and monitor their business operations.
Additionally, companies should examine its strategy and objectives before recruiting
any new directors. For example, a company looking to expand the business
internationally may want someone that has experience and expertise abroad. For board
size, the number of board members should be limited to the size of the organisation
and the type of industry that they are in. Too little or too many directors on the board

may cause problems for valuable decision making.

1.2 STATEMENT OF RESEARCH PROBLEM

Recently, research efforts have shifted towards examining the impact of board
diversity (Campbell & Minguez-Vera, 2008), which has been defined group inherent
in the board’s composition, on corporate performance (Carter, D'Souza, Simkins, &
Simpson, 2010). This group has been surrogated by previous studies on a number of
dimensions: gender, age, ethnicity, nationality, educational background, industrial
experience and organizational membership (e.g., Campbell & Minguez-Vera, 2008;
Carter et al.,, 2010; Johanne, Stephen & Bruce, 2007). Meanwhile, issue of board
gender diversity has attracted growing research interest in recent years, most empirical
results are based developed market (Carter et al., 2010; Erhardt, Werbel, & Shrader,

2003; Johanne et al.,, 2007) due to level of education, societal orientation and



demographic composition among other in those countries (Gallego-Alvarez, Garcia-
Sanchez, & Rodriguez-Dominguez, 2010; Pletzer, Nikolova, Kedzior, & Voelpel,
2015).

Consequently, it is important to have a well-structured board membership in
order to achieve the companies’ target and objectives which normally aim at stability
and growth. However, the appointment of women on boards is still in a worrying
state. Boards are still dominated by men even though there are many studies
concluding the positive effect of women directors on corporate performance. The
involvement of women on boards in listed companies also has not been explored and
researched in-depth, particularly in developing markets.

However, since the gender is not issue concerning with the developed nations
only, it is pertinent to extend the frontier of knowledge on this phenomenon to
emerging market which are characterized with cultural and religion believe regarding
women. More importantly, the present study examines link between the gender
diversity of the board and firm financial performance in Malaysia, a country which
historically has had minimal women member in the board room (Ahmad-Zaluki,
2012) and the issue of gender equality has risen up the political agenda in recent years.

In order to address this gender composition, the Malaysian federal cabinet has
recently approved the decision to appoint a minimum of 30 per cent of women in
decision-making positions in the corporate sector by 2016 for greater gender equality
(Ahmad-Zaluki, 2012). This policy was considered to increase the involvement of
women on boards among Malaysian companies based on the belief that women’s
presence on boards positively affects management practices and creates economic

value (Abdullah et al., 2012). As supported by Terjesen and Singh (2008), women are



significantly positive in bringing the diversity into the boardroom to positively
influenced firm performance.

Though, based on social and ethic premises, it may be assumed that a balanced
presence of both genders on boards, it is generally believed that gender diversity does
not necessarily result into better corporate performance. Prior study has actually
produced mixed results, given that the link between gender diversity and financial
performance in a firm is both theoretically and empirically complex (Carter et al.,
2010; Gallego-Alvarez et al., 2010; Pletzer et al., 2015). In order to determine the
significance or otherwise of the new policy of Malaysian government concerning
percentages of women composition in board room, this study focuses on the influence
of women directorship and its quality on the financial performance of public listed
companies in Malaysia.

Since the implementation of the policy is only effective in 2016, the early
adopters of the policy can be identified and examined. It is hoped that the listed
companies may increase their concern regarding the appointment of women board of
directors of their respective organisations since the Malaysian government had
approved the policy related to percentages of women composition. Problem arises as
how to evaluate the effects of the policy and whether it is necessary to be imposed, as
most firms have not fulfilled the requirement. For this reason, women on boards have
become a subject of extensive research due to its potential on firm performance

(Abdullah et al., 2012; Ahmad-Zaluki, 2012).



1.3 RESEARCH OBJECTIVES

The core objective for this study is to examine the influence of women board member
representation and their academic background on the financial performance of the top
200 Malaysian public listed companies. Specifically, this study aims to accomplish the
following objectives:

1- To examine the association between the presence of women on the board

and firms’ performance following the introduction of the diversity policy.

2- To examine the moderating effect that academic qualifications could have

on the association between women on board and firms’ performance.

This study extends the literature by including board members with an
accounting background (e.g. Diploma, Bachelor, Master, professional qualifications
and etc.) in developing the hypotheses related to women board members’ quality and
its impact on firm performance. In relation to that, the study assumes that women
board of directors have the ability and potential to improve the firm’s financial
performance.

The other rationale of this study is that the trend and impact of women policy
on board and company performance over a three-year period (2011-2013) can be
examined. It is believed that the company’s performance will improve when the
company supports and follows the gender policy approved by the government. In
addition, as mentioned earlier, the early adopters of the diversity policy can also be
determined since the implementation of the policy is only effective in 2016.

Other than that, the study seeks to ascertain whether a number of variables
such as (1) the representation of women on the board, (2) academic qualification of
women on board; (women directors with accounting background - as a moderating

variable) affects the firm performance in the early adopters of the diversity policy. The



control variables were also included (e.g. firm ownership type; family-owned and
government-owned, board size, firm size, firm industry and year).

The other objective of this study is to provide additional support to the policy
makers in terms of providing evidence since the exposure or literature regarding
women board of directors has not been widely discussed by researchers and
academicians in Malaysia. This can help relate the importance of having women board
members in improving the firm performance in Malaysian public listed companies.
This is an ongoing issue that is becoming more controversial. It is hoped that this
study will provide more evidence that women are important for a company to drive its

management towards better performance.

1.4 RESEARCH QUESTIONS

In order to attain the research objectives, the following research questions need to be
answered. The research questions of this study are:
1. Does the presence of women on board be associated with high firms’
performance?
2. Does the accounting academic qualifications of women board of directors
have any moderating effect on a firms’ performance?
These questions are important for examining the women board of directors’

influences and their accounting background on firm performance.

1.5 MOTIVATION OF THE STUDY

The motivations for examining these issues are numerous. First, there is an increasing
awareness regarding women leadership abilities and potentials that offer positive

values to firms. Furthermore, in June 2011, the Malaysian government approved its 30



per cent women decision making gender policy. This motivates the researcher to study
this area as this study will enable the public listed companies and regulators in
Malaysia to observe the impact of appointing women directors on firm performance.
Participation of women on boards has become an issue of discussion among
shareholders as well as stakeholders, media, academicians and policymakers. It is
crucial for regulators as well as academicians to understand the appointment of
women on boards and how they may affect firm’s financial performance. Consistent
with women participation and qualification, resource dependence theory may provide

a suitable underlying theory to investigate the issue above.

1.6 SIGNIFICANCE OF THE STUDY

The first significance of this study is its concentration on a new context whereby the
case of Malaysia is examined as opposed to the commonly investigated nations such
as Australia, the UK and US. The results of the study will provide some insights
towards the financial perspective of women appointment as board members in
Malaysian public listed companies. It is hoped that this study will create public
awareness on the importance of having women as board of directors in regard to their
influences on the firm financial performance, hence encouraging more firms to
appoint women employees on the board of directors.

Secondly, as a lesson from the previous research, the positive results on impact
of women involvement on boards on firm performance support the gender policy
approved by the government that aims to encourage women’s appointment on board.
This study may extend the literature supporting the early adopters of gender policy.

Thirdly, firms can reflect on key characteristics before the appointment of

board of directors that require prerequisites such as their qualifications and academic



backgrounds in order to gain the features of the financial experts thus increasing the
quality of financial statements.

Lastly, the study observes the effect of the government policy on firms’
appointment of women directors. It investigates whether the gender policy has some
impact in the growth of women on boards thereby helping the Malaysian government

to identify the policy’s shortcomings.

1.7 METHODOLOGY AND DATA SOURCES

The scope of this study is the 200 companies listed on Bursa Malaysia based on
market capitalisation. Secondary data were collected from the annual reports of the
public listed companies published in 2011, 2012 and 2013. The annual reports were
downloaded directly from the Bursa Malaysia website (www.bursamalaysia.com).
This sample was chosen to provide evidence concerning how the governance structure
affects the firm performance of the top 200 companies in Malaysia.

This study used return on assets (ROA) to measure the firms’ financial
performance as the dependent variable while the independent variables are women
presence on board (proportion). Women members with an accounting background will
be the moderating variable. Additionally, this study used firm ownership (e.g. family
and non-family owned; government and non-government owned), board size, firm

size, firm industry and year, as control variables.

1.8 ORGANISATION OF CHAPTERS

This study is organised into six chapters. The first chapter comprises the background
of the study, the problem statement, the research objectives, the research questions

followed by the methodology and the data sources for this study. It also outlines the
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motivation and significance for this research and ends with a discussion of the
structure of the study.

The second chapter reviews the literature on women as board members,
women on board and performance internationally and in Malaysia and the impact of
women directors with accounting qualifications on firm performance. This is followed
by the gap in the literature. The aim for this chapter is to clear the gap in women board
of directors’ research and rationalise the research questions for the study.

The third chapter articulates the theoretical framework from which the
research hypotheses are examined. The first section utilises the resource dependence
theory to explain women board of directors’ influence on the firm financial
performance. The next section highlights the research framework followed by
hypotheses development of the study.

The fourth chapter discusses the research design adopted in the study and the
applied methodology. It explains the methodologies which include sample selection,
data collection and its procedure, and the sample size. In addition, the chapter
provides data definitions and how the data are measured. It also discusses the
regression models used to analyse the data.

The fifth chapter shows the outcome of the data analysis and presents the
findings of the research. The representation of the results consists of descriptive
statistics, correlations analysis, and multiple regressions. All the results are shown in
table structure for easy understanding and to provide a clear explanation of the
research results.

The sixth and final chapter presents the conclusions, limitations and
recommendations. This chapter sums up all the results of the study as well as the

implications of the study involving the top 200 public listed companies in Malaysia.
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