
 

 

ISSN (Print)  

ISSN (Online)  

Advances in Business and Commerce (ABC) 

Spring 2022, Volume 1, No.1, pp 01-08 

 

 

 

 

Effect of Board Gender Diversity on Corporate Performance and Risk in Pakistan 

Mian Sajid Nazir1, Saima Zareen2 

Abstract: The present study attempts to analyze the impact of board gender diversity on firm 

performance and financial risk. For this purpose, the data of 42 listed financial companies have been 

collected from the year 2010 to 2018. The data was analyzed using the panels regression model. 

The aim of this research is to determine the impact of female presence in the board on the risk and 

performance of firms. Results showed that gender diversity significantly impacts the risk of non-

financial companies while it also has a negative impact on return on assets but insignificant impact 

of return on equity. 
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1. Introduction 

At par with signaling theory, gender diversity acts as a signal for the investors and other stakeholders 

regarding firm performance (Zhang, 2017). Existing literature however, shows mixed and often time 

inconclusive result regarding the impact of female on board on firm performance. Researchers report both 

positive and negative impacts of female participation in corporate decision making on firm performance. 

Positive impacts include increase in innovation, knowledge sharing, transfers and knowledge width while 

negative consequences are that gender diversity can disrupt social cohesion (Yang & Konrad, 2011). Some 

studies also suggest a negative consequence of the women leadership roles in organizations and that gender 

stereotyping can also produce the negative reactions in the markets if the women hold top executive positions 

(Ahern & Dittmar, 2012). Negative vibes are created in the market if the CEO or other top positions 

(Directors) are acquired by the women (Dobbin & Jung, 2011) 

The gender diversified boards usually promote better corporate governance practices. The enhance practices, 

in turn help to achieve profitable business (Carter et al., 2010). The firms that have more female 

representation experiences fewer agency costs and the firms that have low percentages of female members in 

boardrooms have high agency cost. This inverse association does not always hold true if the endogeneity of 

gender is considered. The firms in which external governance is not that strong, gender diversity can affect 

the agency costs and performance (Jurkus et al., 2011). Norway is the very first country in which women were 

given 40% seats in board rooms of all listed companies as per the law introduced in 2006 (Ahern & Dittmar, 

2012). After Norway, several other European countries like France and Spain also passed legislation for 

female board of directors in order to encourage the gender diversity in board rooms. Germany also has fixed 

the 30% quota for females in board of directors (Copley, 2015). However, in later years women representation 

in the corporate governance is the issue that has been reported in several Asian countries. India is among the 

lowest rank countries in which only 4.7% women working as directors in companies (Corporate Gender Gap 

Report, 2010). This percentage is much less as compared to other major Asian countries in which the women 

representation in companies is somewhat higher (Yi, 2011). Usually women do not get enough representation 

when it comes to board of director’s appointments. Any board that have female board of directors in more 

proportion than male directors can take riskier decisions and this board cannot be considered as risk averse as 

compared to board that have male members (Sila et al., 2016). There are two main viewpoints in this debate. 

One says that women deserve equal rights to enter and dominate boardrooms as men because they are equally 

capable and competent and hence, they have all the rights on all opportunities. Second viewpoint is that 

companies should only increase the female quotas in boardrooms if the services and contribution can make a 

difference in the firm’s performance. If it is not adding any additional value for the interests of shareholders, 

the case of bringing gender diversity becomes weaker (Carter et al., 2010).  

Female board members, contrary to their male counterparts, are more concerned with cooperation, 

interpersonal skills and communication. While male boards of directors are usually rational, tough, 

aggressive, risk lovers and dominating (Mohan, 2014). Gender diversity also promotes the performance and 

decision-making as well. Taking the riskier decisions can be easy when there are more females in 

boardrooms. Not every time women are risk aversive. Risky decisions taken by female board of directors also 

improve the team dynamics and risk tolerance (Apesteguia et al., 2012). The resource-based view also 

explains the gender diversity and risk tolerance (Schwartz-Ziv, 2013). The lack of females in the top 

management of corporate entities inside Pakistan is associated with various misconceptions. It is considered 

that women are more aggressive, mentally unstable, emotionally over-reactive, lack confidence and does not 

have the ability to perform well under pressure. This has led to a point where less than 10% of the companies 

in Pakistan have females in their top management hence has sidelined over half of the population which is one 

of the major factors that are keeping is economically weak. However, there is a need to analyze the 

performance of multiple firms in comparison to the presence of females in the respective firm. Present study 

therefore, attempts to fill this gap by analyzing the impact of female participation in board of directors on firm 

performance and risk.  
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The remainder of the paper is organized as follows: section 2  deals  with  review  of  the  literature,  section  

3  provides methodology,  section  4  discusses  the  estimated results,  while  section  5  presents  the  

conclusion  and direction for future researchers. 

2. Literature Review  

In the last couple of decades, the gender diversity has been the topic of interest for several researchers and a 

lot of research is done on the impact of gender diversity on performance of the firm. There are different 

studies that are context-based which were conducted to examine the effect of gender diversity on performance 

of the firm. Results are not conclusive, and researchers do not seem to have consensus whether gender 

diversity has a positive or negative impact on performance of the firms (see for instance: Carter, Simkins, & 

Simpson, 2003; De Andres et al., 2005; Erhardt, Werbel &Shrader, 2003). Studies have shown that there were 

abnormal returns when the board announced the female members as a board of directors. The demand for 

female members in boardrooms is usually performance based but usually there is an external or internal need 

for the gender diversity (Farrell & Hersch, 2005). In a study of 2500 Danish firms over the period 1993-2001, 

it is revealed that more qualified female board members tend to have more positive impact on the firm’s 

performance (Nina Smith et al., 2005).  Kusumastuti, Supatmi, & Sastra (2007) in their study found that there 

is no significant impact of female board directors on financial performance of the financial sector. Whereas, 

Sitthipongpanich & Polsiri (2013), and Marimuthu & Kolandaisamy (2009) revealed that gender diversity has 

no impact on the value of a firm. Moreover, results of the current research study from the theoretical 

perspective does not support the agency theory as well as resource dependency theory which states a 

significant impact of board diversity on financial performance of banks (Chandani, Mabood, & Mahmood, 

2018). 

Hillman et al., (2007) studied the impact of gender diversity on the firm’s performance. The data 14 airlines 

was collected from 1968-1988. Their results showed that female board members significantly and positively 

affect the firm’s performance. Deszo and Ross (2008) suggested that female managerial talent must be 

identified and developed so that competitive advantage can be gained. Adams and Ferreira (2009) argued that 

board inputs and firm performance are significantly impacted by the gender diversity in boardrooms. Their 

results showed that boards that are more diverse usually have better governance and monitoring because 

punctuality and regularity are basic traits of women as compared to men.  

Many researchers have investigated the relationship amid gender diversity and financial performance (see for 

example: Peni, 2012; Cardillo, Onali, & Torluccio, 2020) and risk factor (see for example: Khan, 2014). 

Peni(2012) and Khan(2014) argued that firms with more women in their corporate board over perform the 

ones with male dominant corporate board because of their risk avoiding, confident and tolerating nature. 

However, their studies are done in western countries and therefore the results showed more significant impact 

than the results of developing countries like Pakistan where female participation on board is not a dominant 

corporate trait.  

Researchers tried to study the differences of performance of the ventures owned by male board of directors 

and ventures owned by female directors. Sharp ratio, univariate and multivariate tests were used to conclude 

that there is no significant difference in the firms having female board members as compared to firms that 

have male board of directors (Robb & Watson, 2011). The relationship of female board members and 

performance of the firm was also studied in the Pakistani context and 395 non-financial firms listed on 

Karachi Stock Exchange was the sample. The results showed that there is an inverse relationship between the 

female board members and firm performance (Mirza et al., 2012). Another research has shown that if the 

female top managers have a close communication and interaction with the female employees of their firms, 

the firm’s performance tends to get better with time. This is because whenever there is not enough 

representation of the women in the boardrooms, it has some costs associated with it like agency costs and 

operational costs (Flabbi et al., 2014). There is an inverse relationship between some establishment outcomes 

and female representation in the top management. These establishment outcomes can be investment, 

employment, turnover, bill of wages (per worker) and volume of business. However, there is also a 

conclusion that says if the women representation in the top layers is high then the wages and employment 
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decreases. This is not gender specific and holds true for a full time and part-time jobs (Gagliarducci & 

September, 2014). A study in Finland also shows the impact of gender diversity in boards on the financial 

performance of the firms. Study was conducted in 2013 and Finnish firms listed on stock exchange were the 

sample. Results show that if there is already an under-representation of the women in the board rooms then 

giving women a chance can impact the performance positively. Results also showed a relationship of risk 

tolerance and gender diversity in the firms. Women representation also affects the capital structure of the 

firms. This is because women when take big investment decisions are risk averse. This is a natural trait that 

men are risk lovers and women tend to be less risk taking. Therefore, women will definitely resist the big 

investment decisions that are riskier. In such scenarios the balance sheets are less tilted towards debts and 

more towards the equity financing (Pentitilia, 2016).  

Gender diversity is very important indicator to predict the risk behavior and performance of the firms 

(Chandani, Mabood, & Mahmood, 2018; Cardillo, Onali, & Torluccio, 2020). However, in developing 

economies, this gender diversity is not given too much importance and unfortunately in developing countries 

(Chandani, Mabood, & Mahmood, 2018), the gender diversity is not a known phenomenon because of the 

gender discrimination. The research on risk tolerance and gender diversity is very rare in countries like 

Pakistan. So, this study is an attempt to fill this gap and present a contextual analysis for Pakistan.  

3. Methodology  

The data set used in present study is unbalanced panel including financial information from 42 financial 

companies and sample period is seven years (2010-2016). ROA (return on assets) and ROE (return on equity) 

have been used for measuring firm performance, Atman z-score as risk factors, risk can be measured either by 

focusing on stock returns’ volatility, non-performing loans or Altman Z Score model. Altman Z Score model 

has more prescribed ability to evaluate financial position more clearly. On the other hand, independent 

variables are (i) board size; (ii) presence of women board members; (iii) duality of the CEO; (vi) independent 

directors (v) Female CEO. Panel regression analysis has been used for testing the significance of the whole 

model (F-test) and the significance of individual parameters (t-test). Based on the equation above, the 

regression equation for this study can be formulated as follows. 

𝑅𝑂𝐴𝑖𝑡 =  𝛽0 + 𝛽1𝐵𝑆𝑖𝑡 + 𝛽2𝑊𝐵𝑖𝑡 + 𝛽3𝐶𝐷𝑖𝑡 + 𝛽4𝐼𝐷𝑖𝑡 + 𝛽5𝐶𝐺𝑖𝑡 + 𝜀𝑖𝑡 …….. (1) 

𝑅𝑂𝐸𝑖𝑡 =  𝛽0 + 𝛽1𝐵𝑆𝑖𝑡 + 𝛽2𝑊𝐵𝑖𝑡 + 𝛽3𝐶𝐷𝑖𝑡 + 𝛽4𝐼𝐷𝑖𝑡 + 𝛽5𝐶𝐺𝑖𝑡 + 𝜀𝑖𝑡 …….. (2) 

The β0 is the intercept and it can be explained as the value of dependent variable if all independent variables 

become zero. Error term in the model is Epsilon (ε) and it incorporates all the effects that are not caused by 

the independent variables but some other factors outside the model. The variable β1 – β4 are the independent 

variable effects that cause changes in the dependent variables. These are known as regression coefficients in 

case of ceteris paribus (all other factors held constant). Dependent variable which is the performance of the 

firm & Independent variables are gender diversity and women representation in board and control variables 

that are firm specific.  

The second part of study focuses on analyzing corporate risk tolerance levels that if women tend to increase in 

number in management roles or as BOD then what effect the firm’s balance sheet will have. 

𝑍𝑖𝑡 =  𝛽0 + 𝛽1𝐵𝑆𝑖𝑡 + 𝛽2𝑊𝐵𝑖𝑡 + 𝛽3𝐶𝐷𝑖𝑡 + 𝛽4𝐼𝐷𝑖𝑡 + 𝛽5𝐶𝐺𝑖𝑡 + 𝜀𝑖𝑡…….. (3) 

 

The Altman Z-score is the output of a credit-strength test that gauges a publicly traded manufacturing 

company's likelihood of bankruptcy. The Altman Z-score is based on five financial ratios that can be 

calculated from data found on a company's annual report. The formula is: 

𝑍 = 1.2𝐴 + 1.4𝐵 + 3.3𝐶 + 0.6𝐷 + 1.0𝐸 
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Here, in this formula  

A = Working Capital/Total Assets 

B = Retained Earnings/Total Assets 

C = Earnings before Interest & Tax/Total Assets 

D = Market Value of Equity/Total Liabilities 

E = Sales/Total Assets 

 

Z-score mean value is 1.274 and it deviates to 7.856. Below the 1.8 z-score value posits the more chances of 

bankruptcy while above 1.8 z-score value posits financial stability. However, in financial sector bankruptcy 

risk is high owing to the mean value of z-score 1.274. Return on assets mean value is 4.512 and it deviates to 

9.087. On the other hand, return on equity mean value is 10.846 and it deviates to 28.331. Results posit 

further that board size mean value is 8.069 and it deviates to 1.599. While minimum and maximum board 

members are 4 and 13 respectively. Mean value of independent directors is 0.869 and it deviates to the 1.385. 

Women directors on board have mean value 0.180 and standard deviation value 0.580. Female CEO has only 

0.03 mean value which is quite low percentage of female CEOs in the financial sector. 

 

 

4. Results & Discussion 

Table1:  Descriptive Statics 

  Mean Median Maximum Minimum Std. Dev. Skewness Kurtosis 

Z-score 1.274 1.482 7.856 -15.389 2.457 -1.658 12.416 

ROA 4.512 1.463 29.96 -59 9.087 -0.649 12.775 

ROE 10.846 13.29 89.9 -204.51 28.331 -2.192 18.38 

BS 8.069 8 13 4 1.599 0.465 4.003 

CEOD 0.927 1 1 0 0.261 -3.27 11.69 

FCEO 0.033 0 1 0 0.178 5.259 28.659 

ID 0.869 0 5 0 1.385 1.367 3.544 

WBM 0.18 0 5 0 0.58 4.763 31.67 

 

Table 2: Correlation Statics 

 Z ROA ROE BS CEOD FCEO ID 

Z        

ROA 0.508       

ROE 0.473 0.383      

BS -0.019 0.248 0.110     

CEOD -0.055 -0.173 -0.035 -0.174    

FCEO -0.083 -0.039 -0.071 -0.037 0.052   

ID -0.004 0.086 0.046 0.099 -0.038 -0.066  

WBM -0.069 -0.070 -0.071 -0.071 0.087 0.776 -0.098 

 

Risk measure Z-score is positively correlated with board size and negatively correlated with female CEO, 

independent directors, CEO duality and women board members. ROA and ROE also are positively correlated 

with board size and independent directors and negatively correlated with CEO duality and women board 

members, female CEO. Correlation values vary from 24.8 percent to -17.3 percent.   
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Table 3: OLS Regression 

 

Model Z-score ROA ROE  

Predictors Β T value β T value β T value 

BS 0.087 0.772 1.305 3.98** 1.795 1.547 

CEOD 0.126 0.177 -3.954 -1.96** -1.237 -0.175 

FCEO -0.752 -0.458 1.415 0.297 -7.132 -0.441 

ID 0.171 1.349 0.493 1.339 0.623 0.471 

WBM -0.278 -0.550 -1.117 -0.762 -1.232 -0.246 

       

Adjusted R2 0.018 

1.06(0.36) 

 

0.071 

5.53*** 

 

0.017 

0.87 (0.50) F-Static (Sig) 

 

Adjusted R square value is 0.071 or 7.1 percent it shows the percentage of variance in ROA owing to the five 

predictors including CEO duality, female CEO, independent directors on board, women board members and 

overall board size.  On the other hand, no variance is assumed in Z score and ROE owing to the insignificant 

F values 1.06 (sig. > 0.05) & 0.87 (sig. > 0.05) respectively.  

Table 4: Random Effect 

 

Model  Z-score ROA ROE  

Predictors   Β T value  β T value  β  T value  

BS -0.016 -0.113 0.437  1.084  1.487  0.937 

CEOD  0.230  0.411 0.727  0.439  5.164  0.712 

FCEO  0.506  0.317 1.879  0.400 -5.731 -0.309 

ID  0.450  2.904** 0.678  1.490  0.524  0.268 

WBM -0.775 -2.016* -2.234 -1.964* -1.366 -0.276 

       

Adjusted R2 0.040 

2.40(0.03) 

11.41(0.00) 

0.006 

1.39(0.22) 

5.32(0.01) 

0.007 

0.370 (0.868) 

09.02(0.00) 
F-Static (Sig) 

Hausman Test 

Adjusted R square value is 0.04 or 4.0 percent which shows the percentage of variance in Z-score owing to 

the five predictors including CEO duality, female CEO, independent directors on board, women board 

members and overall board size.  On the other hand, no variance is assumed in ROA and ROE owing to the 

insignificant F values 1.097 (sig. > 0.05) & 0.854 (sig. > 0.05) respectively. For all constructs LM values are 

significant as p values are less than 0.05. However, it provides confidence that panel effect is assumed 

Therefore, fixed effect or random effect tests are appropriate to interpret the outcomes.  

Table 6 Fixed Effect Model 

Model  Z-score ROA ROE 

Predictors   Β T value  β T value  β  T value  

BS -0.054 -0.341 -0.015 -0.032  0.582  0.261 

CEOD  0.301  0.519  1.801  1.045  8.816  1.104 

FCEO  0.509  0.273  0.705  0.127 -2.436 -0.095 

ID  0.568  3.209*  0.839  1.594  0.307  0.102 

WBM -0.871 -2.123* -2.240 -1.963* -0.315 -0.055 

       

Adjusted R2 0.653 

13.02*** 

11.41*** 

0.662 

13.50*** 

5.32*** 

0.320 

3.50 *** 

09.02*** 
F-Static (Sig) 

Hausman Test 
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Adjusted R (i.e. 0.653) shows the percentage of variance in Z-score owing to the five predictors, adjusted R 

square value is 0.662 or 66.2 percent it shows the percentage of variance in ROA owing to the five predictors 

and adjusted R square value is 0.320 or 32.0 percent which shows the percentage of variance in ROE owing to 

the five predictors including CEO duality, female CEO, independent directors on board, women board 

members and overall board size. Coefficient value of independent directors show 3.209 units positive change 

in Z-score when independent directors change by one unit. Coefficient value of women board members show 

2.123 units negative change in Z-score when women board members change by one unit. None of the other 

predictors posit significant variation in dependent variables ROA, ROE and Z-score.   

5. Conclusion 

Results show that many countries have a very low percentage of gender diversity. According to a report of the 

World Bank, the participation of female in top management is below 3 percent. It is asserted that the reason 

behind this can be the less experience of women directors as compared to more experienced male 

management. In addition, women are also found to be distressing, unhelpful, avoid taking risks, not well 

educated, emotionally unstable, and have patience issues which results in low participation of females in 

board room. In countries where the trend of women leadership in organizations is less, the government should 

implement regulations in this regard and the shareholders and governing bodies of industries with a low ratio 

of female board members should develop measures in terms of appropriate policies to form relevant 

framework to enhance board diversity by elevating proportion of foreign directors’ independent board 

members to enhance financial returns in firms in Pakistani companies.  
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