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Abstract

Governance mechanisms of religion-adhering firms offer a great debate topic in contemporary
business and finance research. Though at nascent stages, yet there exists a growing body of
knowledge regarding Islamic corporate finance. With an emphasis on this body of knowledge,
the current study aims at examining the relationship between gender diversity in corporate sector
boards on corporate choices of Shariah compliant firms. Specifically, this study examines
whether gender diverse boards of Shariah compliant firms have any influence towards business
diversification, dividend pay-out, and firm’s financial performance or not? Study used data from
Karachi-Meezan Index (KMI-30) of Shariah compliant firms and employed panel data analysis
technique. Results of the study show that gender diversity does matter for Shariah compliant
firms too. Representation of women on boards of Shariah compliant firms results in more
business diversification, dividend pay-out and better financial performance. The results are
robust and carry crucial implications for policy makers of the Shariah compliant firms, regulators
and the government. Results of the study suggest that efforts should be deliberated to enhance
women’s inclusion in boards of Shariah compliant firms. Our results must be interpreted with
caution as they only relate to a specific type of stocks i.e. Islamic stocks and specific country i.e.
an Islamic Republic of Pakistan.
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Introduction

In empirical research on corporate finance, focus of researchers has recently shifted towards the
examination of relationship between board gender diversity and strategic corporate choices. One
stream of such research has examined relationship between gender diversity on board and
performance of firm including both financial performance (Campbell & Mi1'nguez-Vera, 2008;
Erhardt, Werbel & Shrader, 2003; Siciliano, 1996) and social performance of the firm (Alazzani,
Wan-Hussain & Jones, 2019; Alazzani, Hassanein & Al-Janadi, 2017; Shaukat, Qiu &
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Trojanowski, 2016; Rao & Tilt, 2014). Despite high volume of research in this area, researchers
have yet to reach any consensus regarding the direction of the relationship. Researchers have
suggested that the inconclusiveness of the results is because of the difference in countries used
for data analyses (Byron & Post, 2016; Campbell, & Minguez-Vera, 2008).

Similarly, board gender diversity has been found to be associated with corporate sustainability
(Galbreath, 2011), risk aversion and better decision making (Bernile, Bhagwat & Yonker, 2017).
Studies have also shown that stock prices of firm with diverse board reflect more information
than those who don’t have a diverse board (Gul, Srinidhi & Ng, 2011). Despite the recent studies
on board gender diversity and different corporate decisions, the research is still at nascent stage
and researchers are calling for more research on the area.

The Upper Echelon theory (Hambrick & Mason, 1984) provides framework for the relationship
between board gender diversity and corporate choices. Theory argues that organizational choices
are the reflections of cognitive bases and values of the top management team. One of the basic
premises of the theory is that corporate choices are dependent on personal values of decision
makers. Though gender was not identified as an important characteristic in initial upper echelon
framework, a recent consensus has been developed among researchers that gender is an
important variable which influences values and decision-making processes of top managers
(Parola, Ellis & Golden, 2015). Upper echelon perspective has also been found to be consistent
in explaining board gender diversity (Byron & Post, 2016; Post & Byron, 2015).

Religion is an important characteristic that influences one’s values and perceptions and
ultimately the decision making. Religious values of board can have an influence on corporate
decision making (Alazzani & Wan-Hussain, 2019). One of the most dominant religions in world
is Islam and the concept of Islamic finance is widely evolving. Firms adhering to the tenets of
Islam (called as Shariah) are collectively termed as Shariah compliant firms. Though there is a
consistent increase in research on Shariah compliant firms, the central issue that remains
concerning to these firms is the reliance of researchers on Shariah indexes. The problem is that
merely fetching inferences from Shariah indexes doesn’t allow measuring the distinctness of
Shariah principles in corporate decision making (Hooy & Ali, 2017). Firm level research on
Shariah compliant firms has remained focused on financial management practices of these firms.
There is lack of empirical research that examines managerial attributes in relation to the
corporate choices within the context of Shariah compliant firms with exception of Hooy and Ali
(2017).

Using upper echelon theory (Hambrick & Mason, 1984) and institution-based view of a firm
(Aguilera & Jackson, 2003), this study aims at examining the relationship between board gender
diversity and corporate choices pertaining to business diversification, dividend pay-out, and
financial performance among Shariah compliant firms. The reason for selection of these
corporate choices is that these are fundamental choices and have been extensively studied in
conventional finance research. This study is also a response to the calls for future work by recent
studies (e.g. Alazzani & Wan-Hussain, 2019; Hooy & Ali, 2017; Hashmi, Gulzar, Khan &
Akhtar, 2018).

We Dbelieve that the relationships will be different in Shariah compliant firms as institution-based
view suggests that country-level institutions can influence corporate governance practices (e.qg.,
female board representation) and corporate choices. Islam’s consultative system promotes
equality in opportunities to all and diversity ensuring representation of all segments in a society.



It relates to the matter under discussion. Islam asks its followers to promote and practice equality
and diversity. Allah (SWT) says, “And whoever does righteous deeds, whether male or female,
while being a believer - those will enter Paradise and will not be wronged, [even as much as] the
speck on a date seed” (Quran, 4:124).

This shows that Islam treats everyone equally and thus any Shariah compliant firms shall have
diverse boards. Further, there exists a broad body of knowledge that has examined the feminist
perspectives in Islam (e.g. see Seedat, 2013) and argues that Islam promotes economic freedom
of women. Inclusion of women on board can also be seen in that way. Thus, Shariah compliant
firms are expected to have gender diverse boards. Further, in line with Hooy and Ali (2017), we
believe that management and governance practices of Shariah compliant firms are important in
explanation of the corporate choices (business diversification, dividend pay-out and financial
performance). Thus, we aim to fulfil this existing research gap by examining gender diversity on
board (a governance practice) with different corporate choices in Shariah compliant firms.

This study contributes to the growing body of research on Islamic corporate finance and research
on finance and religion in certain ways. Firstly, this study is the first attempt to establish firm-
level corporate choices in context of board gender diversity in Shariah compliant firms.
Secondly, it contributes in the stream of research exploring the insights as to how Shariah
principles may be reflected in firm’s management and governance and not just in the scope of
business. Thirdly, provided that the relationship between women on board of Shariah compliant
firms and corporate choices is an under researched area, this study adds to the scarce empirical
evidence on the said relation. Fourth, the study has comprehensively taken three corporate
choices and though there is empirical evidence on the relationship of gender diversity and
performance of a firm, the empirical evidence on relationship between gender diversity and
business diversification and gender diversity and dividend policy remains scarce.

The next section of the paper summarizes the literature and developing the hypotheses; then
methodology and estimation models along with estimation techniques employed in the study
have been explained. Results and discussions along with implications, limitations and future
directions are summarized at the end of the paper.

Literature Review
Board gender diversity and business diversification in Shariah compliant firms

Diversification has long been an area of interest for strategy researchers. The central question in
diversification decision is that whether a company should remain in one business or it may
decide to expand its operations in different business lines? (Kim & Rasheed, 2014). Board of
directors (BOD) needs to be vigilant regarding the corporate diversification initiatives as
diversification can be profitable, yet risky. Managers who want to grow the business always look
towards the BOD to get advice and resources (McDonald, Westphal & Graebner, 2008).

It has previously been established that heterogeneous boards are better for corporate strategic
decision making as compared to homogenous boards. Gender diversity on boards is one way to
achieve heterogeneity and hence better decision making regarding strategic choice like
diversification. Presence of women on board could help the organization to assess the
diversification related choices in a better way as women are known to be more considerate to
others (Jaffee & Hyde, 2000), yet are more aggressive, self-confident, daring and competitive



(Neilsen & Huse, 2010). Further, women are known to be more creative than men. Thus, it can
be argued that these traits of women would enable them to think of bringing more diversification
in business line.

Likewise, women perceive that power comes with knowledge and information (Triana, Miller &
Trzebiatowski, 2014). Presence of women on board will thus increase the knowledge capability
of the organization (Ruiz-Jiménez, Fuentes & Ruiz-Arroyo, 2014). This along with increase of
diversity in thoughts with presence of women on board enhances innovation within organization
(Torchia et al., 2011). So, women on board will enhance innovative thinking and one way of
innovation is diversification. So, it can be argued that gender diversity on board will have a
positive relationship with the business diversification.

The same can be explained with the framework of upper echelon theory (Hambrick & Mason,
1984) which states that corporate strategic choices are based on top management team’s personal
characteristics. So, the characteristics of women as stated above would make them decide to
diversify in business segments. Thus, we hypothesize that

H1: Gender diversity on board is positively related with business diversification of Shariah
compliant firms

Board gender diversity and dividend policy in Shariah compliant firms

Another important strategic choice that top management of any organization has to take is
dividend pay-out. Dividend policy of any firm revolves around the key decision of whether to
pay dividend or not? (Ranti, 2013). Signaling theory (Spence, 1973; Ross, 1977) suggests that
dividend pay-out is considered as one of the important signals to the market regarding financial
health of any firm. Investors perceive dividend as an indicator of firm’s performance, growth and
stability (Naser et al, 2013). Similarly, ‘bird in hand’ view of dividend suggests that investors
prefer dividend to avoid risk and dividend helps in reduction of agency problem. Likewise,
minority shareholders also see dividend as a protective shield.

Though it can be argued that dividend pay-out is more dependent on fundamentals and
performance of firm. However, using upper echelon framework (Hambrick & Mason, 1984) it
can be asserted that manager’s (top management team’s) predispositions and their thoughts
regarding dividend are also important in deciding about dividend pay-outs. Women are known to
be more communal than men as they are more helpful, empathetic, kind, sympathetic, sensitive
and mild than men (Eagly & Carli, 2003; Neilsen & Huse, 2010). Thus, women will be more
considerate towards needs of investors especially minority shareholders and this will make
heterogeneous board to decide in favour of more and consistent dividend payments as compared
to homogenous board.

Female directors bring a broader perspective to board and help in better assessment of the needs
of firm’s diverse stakeholders (Hillman, Cannella & Harris, 2002). Thus, the presence of female
directors makes BOD more sensitive towards communal issues (Bear, Rahman & Post, 2010).
This enables a heterogeneous board to decide in favour of more dividend pay-out. Further, as
women are more risk averse than men (Borghans, Heckman, Golstyen & Meijers, 2009; Watson
& McNaughton, 2007; Jianakoplos & Bernasek, 2007), they would decide to go for dividend
pay-out to avoid agency conflict. Similarly, being risk averse, they would decide more in favour
of risk averse investors who want dividend for their protection.



Previous research has also shown that board gender diversity has a positive relationship with
cash policy (Van-Uytbergen & Schoubben, 2015). It has been suggested that gender diversity on
board can have a positive influence towards dividend pay-out (Al-Rahahleh, 2017; Pucheta-
Martinez & Bel-Oms, 2015). However, the recent evidence is still scare and is from conventional
firms not religion-driven firms. Thus, based on above arguments and previous research studies,
we hypothesize that

H2: Board gender diversity has positive relationship with dividend pay-out of Shariah compliant
firms.

Board gender diversity and firm performance in Shariah compliant firms

Financial performance of firm is the most important factor for any organization as it affects a lot
of other strategic corporate decisions. Performance can be defined as the return for any
organization on its investments. Researchers have argued that gender diversity helps in
achievement of better business results (Herring, 2009). From perspective of agency theory
(Meckling & Jensen, 1976), gender diversity on board is an important mechanism for
governance of firms (Gallego-Alvarez et al., 2010). Board gender diversity can help in reduction
of agency cost (Reguera-Alvarado et al., 2015) which can actually lead to improved financial
performance of a firm (Liu et al., 2015).

Resource Based View of firm (RBV) (Barney, 1991) suggests that firms can achieve sustainable
competitive advantage via internal resources i.e. human resources. Using the framework of RBV
it can be argued that diverse directors can enhance firm’s value/ profits because of diversity in
their unique characteristics. Prior research also suggests that board gender diversity provides a
strategic resource for organizations to enhance performance of firms (Carter et al., 2003).

Regarding the relationship between board gender diversity and firm’s performance, some
researchers have reported a positive relationship (Erhardt, Werbel & Shrader, 2003), others have
reported a negative (Bo hren and Stro'm, 2010), while some others have reported no relationship
between the two (Du Rietz & Henrekson, 2000). The inconclusiveness of the results can be
attributed to the fact that different studies have been conducted in respect of different countries
(Byron & Post, 2016; Campbell, & Minguez-Vera, 2008). At the same time, these results may be
dependent on the use of proxy for measuring firm’s performance. In order to cater that, we have
incorporated two different proxies to measure financial performance.

Despite that there is no consensus in the existing literature, recent literature suggests a positive
relationship between gender diversity and firm’s performance (Conyon & He, 2017; Kilic &
Kuzey, 2016; Sanan, 2016; Zhang, 2020). We thus also expect that same relationship will hold in
Shariah compliant firms. Diversity on board might serve as a positive signal for market in a way
that investors would perceive organization as compliant to governance standards. Investors
would place a high value to the firm that would ultimately enhance the market value of Shariah
compliant firms thus enhancing performance of these firms. Thus we hypothesize:

H3: Board gender diversity is positively related to financial performance in Sahriah compliant
firms



Methodology
Data

As the study involves Islamic stocks commonly termed as Shariah compliant stocks, data were
collected from Shariah compliant stocks of Pakistan. This study used all firms in Karachi
Meezan Index (KMI -30) as it is only index of the Shariah compliant firms in Pakistan. The
KMI, introduced in 2008, uses six different screens to classify stocks as Shariah compliant.
These screens include: engagement of business in “halal” activities, maximum debt to asset ratio
of 37%, non-compliant investments to total assets, not more than 33%, a maximum 5% of non-
compliant income to total assets, illiquid assets must not be more than 25% of total assets, and
finally, the net liquid asset per share must be less than the market price of share (Derigs &
Marzban, 2008). Data from all 30 firms in KMI-30 index were collected over a period of 10
years i.e. 2009-2018. The reason for using KMI-30 index is that the stocks in KMI-30 index are
the most liquid Shariah compliant stocks in Pakistan. All data pertaining to independent variable
(Gender diversity on board) and dependent variables (dividend pay-out, business diversification
and firm performance) were extracted from annual reports of the companies.

Measures

In order to measure gender diversity on the BOD, we used the number of female directors on
board, as has previously been well established. In order to measure dividend pay-out, we used
the numerical value of pay-out in a specific year. For firm’s performance, we used two measures
namely return on equity (ROE) and Tobin’s Q. The reason for using two different measures is
that while one measure uses book value, the other uses market value. So, in order to make our
results more robust we used both of these measures. For business diversification, we used
number of business segments a firm is operating in as a proxy. The selection of these measures is
in line with Dang et al., (2018) and Hashmi et al., (2018). The measures employed in the study
are summarized below in table-1.

Table-1: Summary of measures

Variable Measure/Proxy

Gender diversity on board Number of female directors on
board

Business diversification Number of business segments

Dividend policy Amount of dividend paid

Financial Performance ROE and Tobin’s Q

Estimation Models
Given below are the estimation models used in the study



BDi,t = ,Bo +ﬂ1(SGi,t) +ﬂ2 (CAPEXi,t) +ﬂ3(ROEi,t)+:84(InTA,t)+IB5(BGDi,t) +/ui,t __(i)
Divpay,, = 5, + B, (INTA ) + 5,(CAPEX; ) + 5,(BGD, ) + 1y, —— ——————————— (i)

ROE,, = B, + B,(INTA ) + B,(MVE, ) + B,(inddir, ) + B,(BGD, ) + g4, ———————— i
TQ, =B, + A.(INTA ) + B,(MVE, ) + B,(inddir, ) + 8,(BGD, ) + g4, ————————~—

Here, BD= Business diversification, SG= Stock growth, CAPEX= Capital expenditure, ROE=
Return on equity, InTA= natural log of total assets, BGD=Board gender diversity, MVE= Market
value of equity, TQ=Tobin’s Q, inddir= independent directors, Divpay=dividend paid, u =error
term, i=cross-section, t=time period.

In above equations, equation-1 represents the model for hypothesis-1; equation-2 for hypothesis-
2 while equations-3 and 4 represent models for hypothesis-3. Control variables, as identified
from literature, are also mentioned in equation for each model. We followed Mehran (1995) and
Coles, Daniel and Naveen (2006) for identification of control variables. For the relationship of
board gender diversity and business diversification; stock growth, capital expenditure,
performance and tangibility have been considered as control variables. For dividend pay-out,
tangibility and capital expenditure whereas for performance; tangibility, firm size (market value
of equity) and independent directors on board are used as control variables. Though, total assets
are also used as a proxy of firm size in literature, but taking it alongside market value of equity
can result in multicollinearity. However, recent studies have proposed that both these variables
capture different aspects of a firm and must be treated as separate variables. For detailed
discussion, see Dang, Li and Yang (2018), Hashmi et al, (2018) and Hashmi, Gulzar, Ghafoor
and Naz (2020).

Analysis Technique

AS the data used in the study is panel data, so panel data regression analysis has been employed
to test the models. Firstly, pooled OLS (POLS) regression has been applied for analysis purpose.
Secondly, Hasuman test has been used to decide between fixed effect regression analysis (FEM)
and random effect regression. Following the convention of reporting results, study reports both
results of POLS and fixed or random effect models (whichever is appropriate as per Hausman
test criteria). We also applied generalized methods of moment (GMM) approach to test for
likelihood of dynamic modelling, while the tests of endogenity have also been conducted.

Results
Descriptive Statistics and Correlation Analysis
Descriptive statistics and correlation analysis for the study are depicted below in table-2.

Table-2: Descriptive Statistics and Correlation Analysis

Mean S.D. 1 2 3 4 5
1. Dividend Pay-out 6.77 220 1.00
2. Tobin Q 133 276 .102 1.00
3. ROE 0.20 093  .365* 444*  1.00

4. Business diversification 2.44 1.71 .058 -039 -.125* 1.00




5. Board gender diversity  0.29 0.64  .160* 250*  .151*  141*  1.00

*=correlation is significant at p<0.05

The mean and standard deviation as well as correlation coefficient between the study variables
are presented in the table 2. Reported descriptive statistics for dividend pay-out are of the natural
log of dividend paid. It is important to note that out of 30 Shariah compliant firms in data, 13
firms had no female on board of directors for the entire study period i.e. 2009-2018. That is why,
the mean value of the variable is very low i.e. 0.29. In the entire dataset, highest number of
female directors was 3. Likewise, for business diversification it is the number of business
segments, for ROE and Tobin Q it is the exact ratio.

Correlation analysis shows that board gender diversity as measured by female directors on board
is significantly and positively related with dividend pay-out (r= 0.160, p<0.05), business
diversification (r=0.141, p<0.05) and both measures of financial performance i.e. ROE (r=0.250,
p<0.05) and Tobin’s Q (r=0.151, p<0.05). These results provide initial support for all hypotheses
of the study.

Regression Analysis

We used panel data regression analysis for the estimation of our hypothesized models. Results of
panel data estimation for model-1 are shown below in table-3.

Table-3: Results of panel data analysis for board gender diversity and business diversification

1) )
Pooled OLS Fixed effect regression
Stock growth -0.006 -0.002
(0.003) (0.005)
CAPEX 0.001*** 0.001**
(0.005) (0.000)
ROE 0.163 0.164
(0.117) (0.117)
Total Assets 0.172%** 0.182***
(0.038) (0.039)
Board gender diversity 0.195*** 0.189**
(0.074) (0.075)
Constant 0.660 0.653
(0.538) (0.464)
Observations 300 300
Number of cross-sections 30 30
R? 0.11 0.12
F-stat=6.81
P-value=0.000

Result of Hausman Test for decision between fixed v/s random effect
regression
Chi-sqaure=1.72




P-value=0.088
Standard errors in parentheses

*** n<0.01, ** p<0.05, * p<0.1

The results for pooled OLS regression and fixed effect regression for model-1 of the study are
shown in table 3. Pooled OLS regression results show that board gender diversity in Shariah
compliant firms is significant predictor of business diversification (B= 0.195, p<0.01). In order
to decide between fixed and random effect regression model, Hausman test was conducted. It
showed that fixed effect regression is more appropriate. Results of fixed effect regression model
also show board gender diversity in Shariah compliant firms as predictor of business
diversification (B=0.189, p<0.01). The results show that the presence of female directors on
board has a positive influence on diversification of business. These results support hypothesis H1
of the study. F-stat shows that overall model is good fit. Results for panel data estimation of
model-2 are shown in table-4.

Table-4: Results of panel data analysis for board gender diversity and dividend pay-out

Dividend Pay-out 1) (2)
Pooled OLS Fixed effect regression
Tangibility 0.726*** 0.818***
(0.121) (0.131)
CAPEX 0.00517*** 0.00545***
(0.000985) (0.00103)
Board gender diversity 0.483** 0.637***
(0.195) (0.202)
Constant -1.191 -2.058
(1.312) (1.372)
Observations 230 230
Number of cross-sections 30 30
R? 0.210 0.212
F-stat=11.42
P-value=0.000

Result of Hausman Test for decision between fixed v/s
random effect regression
Chi-sgaure= 22.06
P-value=0.000

Standard errors in parentheses

Hkk p<0.01’ Hok p<0.05’ * p<0.1

Results of pooled OLS as depicted in table-4 show that gender diversity on boards of Shariah
compliant firms has significant positive effect on dividend pay-out of firms (B=0.483, p<0.05).
To decide between fixed and random effect regression model, Hausman test was employed.
Results of Hausman test show that fixed effect regression is appropriate for this model. Fixed
effect regression also shows that board gender diversity has significant positive relationship with



dividend pay-out (B=0.637, p<0.05). It implies that presence of female directors increases
dividend pay-out of firms. This result is consistent with hypothesis H2, which is thus supported
from data. Results for model-3 are shown below in table-5.

Table-5: Results of panel data analysis for board gender diversity and performance (ROE)

1) (2)
Pooled OLS Fixed effect regression
Tangibility -0.0453*** 0.00173
(0.0121) (0.0170)
Firm Size 3.26e-07 3.17e-07
(2.28e-07) (2.53e-07)
Independent directors on board 0.0194 0.0410**
(0.0138) (0.0172)
Board gender diversity 0.0365* 0.0763*
(0.0318) (0.0389)
Constant 0.610*** 0.110**
(0.118) (0.166)
Observations 300 300
Number of cross-sections 30 30
R-squared 0.15 0.22
F=15.61
P=0.000
Result of Hausman Test for decision between fixed v/s random effect
regression
Chi-sgaure= 18.16
P-value=0.000

Standard errors in parentheses
**% p<0.01, ** p<0.05, * p<0.1

Results of pooled OLS regression show that board gender diversity in Shariah compliant
firms is significantly related to the firm performance as measured by return on equity (ROE)
(B=0.0365, p<0.10). Similarly, results of fixed effect regression also show the same (B=0.0763,
p<0.10). Though beta co-efficient are low in both cases and we are forced to use 10%
significance level. However, f-test shows that overall model is good fit. These results may be
attributed to the nature of proxy used to measure firm performance i.e. ROE. In order to check
for robustness of these results, dynamic model estimation was thus conducted, and results have
been summarized in later part of the paper. Results for model-4 are shown in table-6.

Table-6: Results of panel data analysis for board gender diversity and performance (Tobin’s

Q)

Tobin’s Q (1) (@)
Pooled OLS Fixed effect regression
Tangibility -0.004** -0.005**




(0.002) (0.002)

Firm size 0.353** 0.840**
(0.120) (0.155)
Independent directors on board 0.064 0.004
(0.134) (0.157)
Board gender diversity 0.372** 0.405**
(0.309) (0.356)
Constant -1.79** -6.78***
(1.18) (1.524)
Observations 300 300
Number of cross-sections 30 30
R? 0.18 0.22
F-stat=7.98
P-value=0.000
Result of Hausman Test for decision between fixed v/s random effect
regression
Chi-sgaure= 44.41
P-value=0.000

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Results for the relationship of board gender diversity and firm performance using Tobin’s Q as
measure of performance are shown above. Results of pooled OLS shows that board gender
diversity is positively and significantly related to performance as measured by Tobin’s Q
(B=0.372, p<0.05). Results of fixed effect regression also show the same (B=0.405, p<0.05).
These results along with those shown in table-5 i.e. relationship between gender diversity on
board and ROE, support the hypothesis H3. It must also be noted that both beta values and level
of significance is better when Tobin’s Q is considered as proxy of performance. This also points
that different measures of a same construct have different sensitivities towards a same area. This
problem of sensitivity of measures in empirical corporate finance has been well noted now (e.g.
see, Dang et al, 2018; Hashmi et al, 2018 and Hashmi et al, 2020). Further, it has also been noted
previously that preference of women on board increases market value of a firm (Nguyen & Faff,
2007). That is why, the relationship between board gender diversity and Tobin’s Q is better as
compared to ROE.

Robustness Check

While dealing with panel data, one of the main problems that researchers may encounter is the
issue of endogeneity. Researchers have proposed that endogeneity can be resolved by using the
fixed effect regression as it controls time-invariant firm specific information (e.g. see, Dang, Li
and Yang, 2018). In line with this, we employed firm fixed effect regression analysis in all of our
models as depicted through table-3 to table-6.

Similarly, it is also possible that some of the estimations might not be static, rather may be
dynamic. Thus, in order to check for the robustness of our estimates we employed generalized
method of moment (GMM) approach. For all our models, the Arellano-Bond dynamic estimation
as shown in table-7 shows that our original estimators are robust. We also employed Sargan test



for testing over identifying restrictions. The results of Sargan test for all models show that our
models and instruments are valid.

Table-7: Results of Arellano & Bond test and Sargan test of over identified restrictions

Model-1 Model-2 Model-3 Model-4
BhZ  p- BlZ  p- BhZ  p- Bl p-
value value value value
Arellano Bond test (L1) 0.12 0.71 0.24 0.088 -0.22 0.31 0.06 0.22

Sargan test of overid. 22.77 0.88 31.25 0.64 16.37 0.21 415 0.09
Restrictions

HO for Arellano Bond= no autocorrelation, HO for sargan test=over identified restrictions exists,

A is for Arellano bond estimation (L1), %2 is for Sargan test.

Discussion

This study aimed to examine corporate choices of Shariah compliant firms from the lens of
gender diversity on the BOD of these firms. Using Upper-Echelon theory (Hambrick & Mason,
1984) and arguments presented by Hooy and Ali (2017) regarding Shariah compliant firms, we
hypothesized that gender diversity on board of Shariah compliant firms would enhance business
diversification, dividend pay-out and financial performance of these firms. Our results support
the formulated hypotheses. These results will be discussed below, in light of the theory.

First hypothesis of the study was that board gender diversity has positive relationship with
business diversification of Shariah compliant firms. Results support this hypothesis. Literature
shows that women tends to be risk averse than men (Borghans et al., 2009; Watson &
McNaughton, 2007; Jianakoplos & Bernasek, 2007). It is also well established that gender
diversity on board decreases corporate risk raking (Loukil & Yousfi, 2015). It is also shown in
previous research that corporate risk decreases with business diversification. Thus, when board is
more diversified, there are more chances of business diversification as women directors might
use it as a tool to diversify risk. Upper-Echelon framework also indicates that corporate decisions
are dependent on personal traits of top management team. Risk aversion trait of women as
directors can lead to enhanced diversification of business operations.

Second hypothesis of the study was that board gender diversity has a positive relationship with
dividend pay-out of the Shariah compliant firms. Women are known to be more sensitive than
men. They are also considered as more human oriented and considerate towards feelings of
others (Bear et al., 2010). This trait of women directors would make them considerate towards
shareholders too, specifically towards minority shareholders (generally termed as orphans and
widows). Dividend pay-out is a good way to protect them and women directors on board of
Shariah compliant firms would thus tend to pay more dividend. Further, as women are risk
averse, diverse boards are likely to induce in more dividend payments in order to avoid agency
conflict too. Our results are in line with the previous research which shows that gender diversity
on board leads to high dividend payments (Al-Rahahleh, 2017; Pucheta-Martinez & Bel-Oms,
2015).

Third hypothesis of the study was related to relationship of board gender diversity with another
important corporate choice i.e. financial performance. Our formulated hypothesis was that board



gender diversity enhances financial performance of firms which has been supported by our
results too. Our result is in line with the extant research that supports the same view between the
two variables (e.g. see, Chalres, Dang & Redor, 2018; Conyon & He, 2017; Kilic & Kuzey,
2016; Sanan, 2016; Zhang, 2020). Previously Alazzani et al. (2017) have also noted that gender
diversity on board leads to better financial performance in Islamic stocks/ Muslim countries.
Board diversity brings diverse opinions on board, while diverse decision making helps in
achieving better financial performance. We used two different measures of financial
performance, namely ROE and Tobin’s Q. While our results for both, as shown in model-3 and
model-4 of study are supported, results for using Tobin’s Q as measure of performance are
better.

Conclusion

This study was conducted with the aim to enhance the existing body of knowledge of Islamic
corporate finance. It examined the relationship between board gender diversity and corporate
choices of Shariah compliant firms. The results show that gender diverse boards result in better
dividend pay-out, financial performance and business diversification. Overall, these results carry
important implications for managers and policy makers of Shariah compliant firms and the
regulators. Managers and policy makers of Shariah compliant firms must device such policies
that ensure presence of female directors on board. Female directors bring diversity of thoughts
and could help in ending monotony in decision making. Our results show that gender diversity
on boards is beneficial for both management and shareholders of firm. As presence of female
directors on board enhances firm’s performance as well as dividend pay-out, so diverse boards
are beneficial for the management of the Shariah compliant firms as their salaries and incentives
are based on performance, and also for shareholders who may get higher dividends.

Government and the regulator should take measures to ensure that firms shall induct more
females to their BODs. Government may come up with legislations like those in many other non-
Muslim countries that make it mandatory for organizations to have a specific percentage of
female directors on board. Despite of growing trend of inducting females in board worldwide,
the situation is not good in Pakistan. Women on Boards Report (2018) reveals that only 3.99% of
directors of PSX-100 index companies are female. The situation is even bad in case of Shariah
compliant firms for which our data shows that 13 out of 30 companies had no female board
member in last 10 years and the maximum number ever for any company has been 3 directors.
Our results thus serve as evidence that the female directors on board bring efficiency which
results in better decision making. By doing so, we may also be contributing towards a greater
universal objective of women empowerment, as stated in United Nations sustainable
development goals (SDGs) No. 5.

Like every study, our study has some limitations too. These include: use of data from stocks of
one Islamic index only and use of only three corporate choices. For generalization of results,
future researchers may conduct studies using data from different Muslim countries and other
indices of Shariah compliant firms. Another important study can be conducted by comparing the
results of Shariah and non-Sharaih compliant firms operating in Muslim countries to see whether
the relationship between gender diversity on boards and corporate choices is uniform or not.
Future researchers can also enhance this work by examining gender diversity on board in relation
to other corporate choices like managerial incentives and compensations. There can be another
important dimension to investigate corporate choices of both Shariah and non-Shariah compliant
firms and that is gender diversity in top management team. It would be worthy to note whether



gender diversity in top management team including CEO and senior managers, hold same results
with corporate choices i.e. results in better corporate choices or not.
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