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ABSTRACT: Though the previous literature exhibits wide theoretical as well as empirical contradictions
regarding the relationship between boardroom diversity and firms’ financial performance, the regulators
and policy makers still believe that firms’ performance is positively correlated with greater boardroom di-
versity. Subsequently, the newly introduced Malaysian Code on Corporate Governance (MCCG 2012) in
March, 2012 recommended boardroom diversity among others for improving firms’ conformance and fi-
nancial performance. However, the role of regulatory intervention for improving firms’ conformance and
performance is also contradictory and controversial. Keeping in view all of these diverse arguments, the
paper proposes further investigation of the relationship between boardroom diversity (gender & age) and
financial performance (ROE & EPS) of the listed companies in Malaysia from 2010-2013 in pre and post
context of the code. The proposed period explicitly represents 2 years pre and 2 years post enactment peri-

od of the new code.
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1.0 INTRODUCTION

The practice of Corporate Governance (CG) is as old as the
existence of corporations. Its history can be traced back to
the establishment of East India Company, Hudson Bay
Company, Levant Company and other companies chartered
in sixteenth and seventeenth centuries [1]. However, the
practice became more popular after the corporate failures of
Enron Corp. (2001), WorldCom Inc. (2002), and Global
Crossing Ltd. in the USA [2]. These corporate demises
proved as a wakeup call for the improvement of corporate
governance structure around the world. Consequently, many
countries in the world introduced CG legislations and
regulations to strengthen CG structure and improve firm
performance. It is argued that CG ensures economic
sustainability of the firms [3]. Economic sustainability
supports diversity (age, gender, ethnicity etc.) in the firm
(www.globalreporting.org). CG also advocates boardroom
diversity for improving firms® performance. Many
established CG theories such as upper echelon, agency,
resource dependency, stakeholder, and signaling theories
support boardroom diversity [3, 4,6]. However, in contrast,
the organizational theory negates these theories by opposing
boardroom diversity [4]. The empirical studies also lack
uniformity by showing incongruous findings and mixed
results. These studies exhibit that boardroom diversity has
positive, negative or even no association with firms’
financial performance [4,5,10,11]

However, MCCG 2012 has focused boardroom diversity to
improve financial performance of the listed companies in
Malaysia. The recommendation of MCCG 2012 is in
accordance to the argument that the regulations not only
enhance CG level of compliance but also improve firms’
financial performance [12,13]. However, in contrast it has

also been argued that regulatory interventions for improving
firm performance are ambiguous and inconclusive [14], [15].
There is a wide contradiction as evidenced by conflicting
arguments on either side of the relationship between
boardroom diversity and firms’ financial performance in
theory as well as in practice. Furthermore, the regulatory
intervention for improving firms’ financial performance also
lacks unanimity by exhibiting conflicting arguments. Hence,
this paper proposes to investigate the impact of boardroom
diversity (Gender and age) as a recommendation of MCCG
2012 (regulatory intervention) on financial performance
(ROE & EPS) of the listed companies in Malaysia. The
proposed period of analysis is from 2010 to 2013 which
clearly shows two year pre (2010-11) and two years post
(2012-13) enactment periods of the code. The pre and post
comparison of the relationship will highlight the impact of
the code (if any) more distinctively.

2.0 LITERATURE REVIEW

The upper echelon theory postulates that heterogeneity like
age and gender in board not only avoid group thinking but
also improves dynamic discussion [16, [6-8, 16,17]. The
proponents of agency theory argue that diverse corporate
boards strengthens independence of the board which
ultimately improves monitoring role of board [18,4], [5].
The theory of resources dependency also supports
boardroom diversity on account that it helps firms link to the
resources exist in external environment [4]. The signaling
theory favors boardroom diversity since it earns better image
for firm by signaling the balanced composition of board to
current as well potential investors and society [9]. The
stakeholder theory also purports diversity in corporate
boards as it develops long term durable relations with all
stakeholders [19]. A survey results in the USA endorsed
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these theoretical postulations by documenting that 75% of
the US boards had been improving boardroom diversity for
the last three years [20]. In accordance, the commentary #
2.2 of the MCCG 2012 describes that nomination committee
on behalf of board should improve boardroom diversity [21].
However, it is also argued that current status of boardroom
diversity has no real association with firms’ financial
performance since it is a cosmetic and mere compliance to
the relative legislation and regulation [9]. The organizational
theory also opposes boardroom diversity on account that it
discourages unity of the board and slow down the pace of
decision making which in response restricts strategic
changes in the firms [4]. The diverse boards might have
issues of directors’ personal or geographical interests which
might jeopardizes consistency of the board [22]. Many
researchers found that firm performance has no relation with
boardroom diversity [10,11, 23]. Thus, due to theoretical
disagreement, this paper proposes further investigation of
the relationship between boardroom diversity and firms’
financial performance.
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Gender Diversity in /
the Board
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Figure 1: Proposed Conceptual Framework
3.0 STUDY OBJECTIVES
Following are main objectives of the study:

1. To measure the distinct impact of MCCG 2012 on
the level of compliance of boardroom diversity (age
and gender) in Malaysian listed companies by
comparing pre and post context of the code.

2. To measure the impact of age diversity on financial
performance of Malaysian listed companies before
and after MCCG 2012.

3. To measure the impact of gender diversity on
financial performance of Malaysian listed
companies before and after MCCG 2012.

4. To measure the impact of Malaysian Government
announcement in 2011 for improving women
representation in corporate boards up to 30 % by
2016, on level of compliance and firms’ financial
performance of Malaysian listed companies.

4.0 RESEARCH QUESTIONS
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1. What is the impact of MCCG 2012 on level of
compliance of boardroom diversity (age and
gender) in Malaysian listed companies by
comparing pre post context of the code?

2. What is the impact of age diversity on financial
performances of Malaysian listed companies before
and after MCCG 2012?

3. What is the impact of gender diversity on financial
performance of Malaysian listed companies before
and after MCCG 2012?

4. What is the impact of Malaysian Government
announcement in 2011 for improving women
representation in corporate boards up to 30 % by
2016, on level of compliance and financial
performance of Malaysian listed companies?

5.0 PROPOSED HYPOTHESES

5.1 Age Diversity and Firms’ Financial Performance

Apart from the theoretical wiles and recommendation of
MCCG 2012 as discussed earlier, the empirical findings
regarding the relationship between age diversity and firms’
financial performance are also contradictory. Some studies
show positive while other no or even negative relation
between age diversity and firms’ financial performance. The
relationship is inconclusive and unpredictable as age
diversity might be good or bad for firms’ financial
performance [24]. For example, it is argued that age
diversity encourages creative thinking and improve
problems solving approach of the board [25, 26] which in
turn, positively impacts firms’ financial performance [26].
The boards with homogenous ages of directors have low
performance but by including a couple of young directors
the performance of firms can be improved [27].

In contrast, many studies found that age diversity has no
link with firms’ financial performance[28,29]. Furthermore,
it has been documented that average age of directors has
negative association with firm performance [30]. The
literature regarding the relationship between age diversity
and firm performance is not only limited but also diverse
[27]. Hence this paper proposes further investigation of the
relationship between age diversity and firms’ financial
performance. The proposed hypothesis on the basis of upper
echelon theory is:

s

H1 (a): The age diversity has positive impact on firms
financial performance before MCCG 2012.

H1 (b): The age diversity has positive impact on firms’
financial performance after MCCG 2012.

5.2 Gender Diversity and Firms’ Financial Performance

Gender diversity is an important element of boardroom
diversity as evidenced by the previous literature [30] [7],
[16]. Apart from different theoretical view points and
positive anticipation of MCCG 2012, the empirical
evidences depict mixed and indecisive findings regarding the
relationship between gender diversity and firms’ financial
performance. For example, some studies show that the
relationship is positive while many other documented no or
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even negative relationship between gender diversity and
firms’ financial performance.

Many researchers found that women on board has positive
association with firms’ financial performance [31,5]. It has
been found that women board members have better
understanding of market and external environment which
has positive impact on firms® financial performance [31].
The greater number of women in board improves firms’
financial performance [27]. Hence, many countries had
introduced legislations to improve women representation in
boards. The Norway stood first in this race by passing an act
in 2003 to increase women representation up to 40 percent
by 2008 [32]. The Government of Malaysia like many other
countries had also declared in June 2011 that women
representation in corporate boards must be increased up to
30 % by 2016 [33].

However, in contrast, many investigations found that gender
diversity has no impact on firms’ financial performance [19]
[35]. Moreover, many other studies found that women
representation in corporate boards negatively impacts firm
performance [10,28], and lowers down firms’ financial
performance [35].The literature examining the relation
between gender diversity and firms’ financial performance is
not only limited but also contradictory [7]. Hence, this
paper proposes further investigation of the relationship
between gender diversity and firms’ financial performance.
The proposed hypothesis on the basis of upper echelon
theory is:

H2 (a): The gender diversity has positive impact on firms’
financial performance before MCCG 2012.

H2 (b): The gender diversity has positive impact on firms’
financial performance after MCCG 2012.

6.0 MEASUREMENT OF FIRMS’
PERFORMANCE

This paper proposes return on equity (ROE) [36, 37] and
earnings per share (EPS) [38, 39] for measuring firms’
financial performance. The measurement proxies will help
identify that how boardroom diversity i.e. gender and age
diversity impacts firms’ financial performance.

FINANCIAL

7.0 SCOPE AND METHODOLOGY OF THE STUDY

The proposed data of boardroom diversity (gender and age)
can be collected from annual reports of Malaysian listed
companies from 2010 to 2013. The financial data regarding
ROE and EPS of the companies listed in Malaysia can be
extracted from DATASTREAM. The proposed period of
study will be divided into two sub periods representing 2
years pre and 2 years post enactment period of MCCG 2012.
The paper proposes using bivariate (multiple) regression
analysis for both sub periods separately and then comparing
their results. The comparison of results for pre and post
periods will show the distinct impact of the code (if any) on
firms® conformance and financial performance. The
proposed sample size is 300 companies using stratified
random sampling. The proposed sample will represent all
sectors of Malaysian economy except finance, banks and
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insurance companies as they have different governance
requirements. The total number of companies listed on Bursa
Malaysia was 823 at the end of financial year 2009
(www.bursamalaysia.com).

8.0 SIGNIFICANCE AND CONTRIBUTIONS OF THE
PROPOSED STUDY

Apart from theoretical contradictions, there are many other
reasons that explain the significance and contribution of the
proposed study. First, the relationship between boardroom
diversity and firms’ financial performance is an inconclusive
debate. Thus the proposed study will empirically examine
that how boardroom diversity impacted financial
performance of the listed companies in Malaysia. Second,
the proposed study will investigate that how the
recommendation of MCCG 2012 regarding boardroom
diversity has impacted firms’ financial performance by
comparing the results of pre and post periods of the code’s
enactment. Third, the proposed study will investigate that
how the Malaysian Government announcement of increasing
women representation up to 30 % in corporate boards by
2016, has been impacted gender diversity and financial
performance of the listed companies. Fourth, the proposed
study will provide an empirical insight into the inconclusive
and controversial debate regarding the role of regulatory
intervention for improving firms’ conformance and financial
performance [12,13, 15]. Fifth, boardroom diversity had less
explored area in the CG literature of developing countries
[5] and most of the previous studies had targeted US boards
which had produced conflicting results [5, 19, [40]. Thus,
this proposed study will contribute to the CG literature
regarding boardroom diversity and firm financial
performance in a developing country like Malaysia.

Finally, many studies in the past had examined the pre post
impacts of the previous CG codes i. e. MCCG 2000 and
MCCG 2007 in Malaysia [41-45] which necessitates similar
investigation of this new code (MCCG 2012) in a similar
context. Hence, this paper proposes to examine the impact of
boardroom diversity (gender and age) on firms’ financial
performance in pre (2010-2011) and post (2012-2013)
context of the code for more distinct impact of the code and
filling the exhibited literature gap. Moreover, the results of
proposed study will help Government, regulators, policy
makers, board of directors, Bursa Malaysia and Securities
Commission of Malaysia in further improvement of the
relevant policies and regulations in future.

REFNERECES

[1] B. Cheffins, “The History of Modern US Corporate
Governance - Introduction,” Legal Studies Research
Paper Series, University Of Cambridge, vol. 1-22, no.
29, pp. x—xli, 2012.

[2] S. T. Petra, “Do outside independent directors
strengthen corporate boards?,” Emerald Group
Publishing Limited, ISSN 1472-0701, vol. 5, no. 1, pp.
55-64, 2005.


http://www.bursamalaysia.com/

1474

[3]

[4]

[5]

[6]

[7]

[8]

[9]

[10]

[11]

[12]

[13]

[14]

[15]

[16]

International Symposium on Research in Innovation and Sustainability 2014 (ISoRIS “14) 15-16 October 2014, Malacca, Malaysia
Special Issue

ISSN 1013-5316; CODEN: SINTE 8

S. F. Lo and H. J. Sheu, “Is Corporate Sustainability a
Value- Increasing Strategy for Business?,” Journal of
Compilation, vol. 15, no. 2, pp. 345-358, 2007.

J. Goodstein, M. E. Gautum, and W. Boeker, “The
Effect of Board Size and Diversity on Strategic
Change,” Strategic Management Journal, vol. 15, no.
1, pp. 241-250, 1994.

D. A. Carter, B. J. Simkins, and W. G. Simpson,
“Corporate governance, board diversity, and firm
value,” The Financial Review, vol. 38, no. 1, pp. 33—
53, 2003.

D. C. Hambrick and P. A. Mason, “Upper Echelons:
The organization as a reflection of its top Managers,”
The Academy of Management Review,, vol. 9, no. 2,
pp. 1-15, 1984.

S. Dwyer, O. C. Richard, and K. Chadwick, “Gender
diversity in management and firm performance: the
influence of growth orientation and organizational
culture,” Journal of Business Research, vol. 56, no. 12,
pp. 1009-1019, Dec. 2003.

S. Finkelstein and D. C. Hambrick, “Strategic
Leadership: Top Executives and Their Effects on
Organizations,” The Academy of Management Journal,
vol. 22, no. 3, pp. 802-805, 1996.

C. Rose, “Does female board representation influence
firm performance? The Danish evidence.,” Corporate
Governance, vol. 15, no. 2, pp. 404-413, 2007.

K. A. Jehn, “A Multimethod Examination of the Benefi
ts and Detriments of Intragroup Conflict.,”
Administrative Science Quarterly, vol. 40, no. 2, pp.
256-82., 1995.

J. A. Chatman and F. J. Flynn, “The Influence of
Demographic Composition on the Emergence and
Consequences of Cooperative Norms in Groups.,”
Academy of Management Journal, vol. 40, no. 5, pp.
956-74, 2001.

S. Bhagat and B. Bolton, “Corporate Governance and
Firm Performance: Recent Evidence,” Electronic copy
available at: http://ssrn.com/abstract=1361815, no.
May, pp. 1-57, 20009.

T. B. Lama, “Empirical Evidence on the Link Between
Compliance with Governance of Best Practice and
Firms * Operating Results Empirical Evidence on the
Link Between Compliance with Governance of,”
Australasian  Accounting Business and Finance
Journal, vol. 6, no. 5, pp. 63-80, 2013.

N. Vafeas and E. Theodorou, “the Relationship
Between Board Structure and Firm Performance in the
UK,” The British Accounting Review, vol. 30, no. 4,
pp. 383-407, Dec. 1998.

K. Keasey, S. Thompson, and M. Wright, Corporate
Governance : Economic and Financial Issues. 1997,
pp. 1-16 (320).

F. J. Milliken and L. Martins, “Searching for Common
Threads: Understanding the Multiple Effects of
Diversity in Organizational Groups.,” Academy of
Management Review, vol. 21, no. 2, pp. 402-433,
1996.

[17]

[18]

[19]

[20]
[21]

[22]

[23]

[24]

[25]

[26]

[27]

[28]

[29]

[30]

[31]

Sci.Int.(Lahore),26(4),1471-1475,2014
J. G. Michel and D. C. Hambrick, “Diversification
Posture and Top Management Team Characteristics,”
The Academy of Management Journal, vol. 35, no. 1,
pp. 9-37, 1992.

N. van der Walt and C. Ingley, “Board Dynamics and
the Influence of Professional Background, Gender and
Ethnic Diversity of Directors,” Corporate Governance:
An International Review, vol. 11, no. 3, pp. 218-234,
2003.

C. B. Shrader, V. B. Blackburn, and P. Iles, “Women
in Management and Firm Financial Performance: An
Exploratory Study.,” Journal of Managerial Issues,
vol. 9, no. 1, pp. 355-372, 1997.

S. Stuart, “spencer stuart board index,” 2012.

MCCG, Malaysian Corporate Code on Governance.
2012, pp. 1-31.

B. D. Baysinger and H. N. Butler, “Corporate
Governance and the Board of Directors: Performance
Effects of Changes in Board Composition,” Journal of
Law, Economics and Organization, vol. 1, no. 1, pp.
101-124., 1985.

N. Letting’, E. Aosa, and V. Machuki, “Board
Diversity and Performance of Companies Listed in
Nairobi Stock Exchange,” International Journal of
Humanities and Social Science, vol. 2, no. 11, pp. 172—
182, 2012.

S. E. Jackson, A. Joshi, and N. L. Erhardt, “Recent
research on team and organizational diversity: SWOT
analysis and Implications.,” Journal of Management,
vol. 29, no. 1, pp. 801-830, 2003.

H. Kang, M. Cheng, and S. J. Gray, “Corporate
governance and board composition: diversity and
independence of Australian boards.,” Corporate
Governance, vol. 15, no. 1, pp. 194-207, 2007.

W.-C. Poon, A. K.-H. Yap, and T.-H. Lee, “The
Outcome of Politically Connected Boards on
Commercial Bank Performance in Malaysia,” Modern
Applied Science, vol. 7, no. 1, pp. 35-50, Dec. 2012.
M. Ali and Y. L. Ng, “Board AGE and Gender
Diversity:A Test of Competing Linear and Curvilinear
Predictions,” in Capitalism in Question, 2013, pp. 1-7.
M. Bar, A. Niessen, and S. Ruenzi, “The Impact of
Work Group Diversity on Performance: Large Sample
Evidence from the Mutual Fund Industry,” 2007.

R. K. Van Ness, P. Miesing, and J. Kang, “‘ Board of
Director Composition and Financial Performance in a
Sarbanes-Oxley World ,”” Academy of Business and
Economics Journal, vol. 10, no. 5, pp. 5674, 2010.

M. F. Wiersema and K. A. Bantel, ““Top Management
Team Demography and Corporate Strategic Change.,””
The Academy of Management Journal, vol. 35, no. 1,
pp. 91-121, 1992,

N. Smith, V. Smith, and M. Verner, “Do Women in
Top Management Affect Firm Performance? A Panel
Study of 2500 Danish Firms.,” International Journal of
Productivity and Performance Management, vol. 55,
no. 1, pp. 569-593, 2006.



Sci.Int.(Lahore),26(4),1471-1475,2014

[32]

[33]

[34]

[35]

[36]

[37]

[38]

International Symposium on Research in Innovation and Sustainability 2014 (ISoRIS “14) 15-16 October 2014, Malacca, Malaysia
Special Issue

K. R. Ahern and A. K. Dittmar, “The changing of the
boards: The impact on firm valuation of mandated
female board representation,” The Quarterly Journal of
Economics, vol. 127, no. 1, pp. 137-197, 2012.
Deloitte, “Women in the boardroom: A global
perspective,” 2011.

S. N. Shukeri, O. W. Shin, and M. S. Shaari, “Does
Board of Director’s Characteristics Affect Firm
Performance? Evidence from Malaysian Public Listed
Companies,” International Business Research, vol. 5,
no. 9, pp. 120-127, Sep. 2012.

F. Fauzi and S. Locke, “Board Structure, Ownership
Stucture and Firm Performance: A Study Of New
Zealand,” Academy of Management Journal of
Accounting and Finance, vol. Vol. 8, no. No. 2, pp.
43-67, 2012.

R. Kajananthan, “Corporate Governance Practices and
Its Impact on firm Performance : Special Reference to
Listed Banking Institutionsin Sri Lanka,” Global
Journal of Management and Business Research, vol.
12, no. 21, 2012.

C. H. Ponnu and S. Ramthandin, “Governance and
Performance : Publicly Listed Companies in Malaysia,”
Journal of Business Sytems, Governance and Ethics,
vol. 3, no. 1, pp. 35-53, 2008.

V. Karpagam, “Impact of Corporate Governance
Factors on the Firm Performance of NSE Listed
Companies in India,” SMART Journal of Business
Management Studies, vol. 9, no. 2, pp. 72-83, 2013.

ISSN 1013-5316; CODEN: SINTE 8

[39]

[40]

[41]

[42]

[43]

[44]

[45]

1475
W. F. W. Yusoff and I. A. Alhaji, “Corporate
Governance and Firm Performance of Listed
Companies in Malaysia,” Trends and Development in
Management Studies, vol. 1, no. 1, pp. 43-65, 2012.

C. Francoeur, R. Labelle, and B. Sinclair-Desgagné,
“Gender Diversity in Corporate Governance and Top
Management,” Journal of Business Ethics, vol. 81, no.
1, pp. 83-95., 2008.

M. A. M. Noor and F. H. Fadzil, “Board
Characteristics and Performance from Perspective of
Governance Code in Malaysia,” World Review of
Business Research, vol. 3, no. 3, pp. 191-206, 2013.

N. M. Saad, “Corporate Governance Compliance and
the Effects to Capital Structure in Malaysia,”
International Journal of Economics and Finance, vol.
2, no. 1, pp. 105-114, 2010.

M. A. M. Noor and F. H. bt Fadzil, “Influence of
Corporate Governance attributes on firms’ financial
performance in Malaysia,” in Annual Summit on
Business and Entrepreneurial Studies Proceeding,
2011, pp. 512-530.

A. Hamid and R. Aziz, “Impact of the Amendments of
Malaysian Code of Corporate Governance ( 2007 ) on
Governance of GLCs and Performance,” no. 2007, pp.
1622-1627, 2012.

Hussin and Othman, “Code of Corporate Governance
and Firm Performance,” British Journal of Economics,
Finance and Management Sciences, vol. 6, no. 2(1),
pp. 1-22, 2012.



