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Abstract This study investigates the link between female board directors and
company financial performance and agency costs in Sri Lanka's publicly listed
companies. In order to investigate the impact of board gender diversity on firm
financial performance, a dynamic panel generalised method of moment estimation
is applied. Three variables are used as proxies for gender diversity of the board of
directors, namely the percentage of women on the board, a dichotomous dummy and
the Blau index. A Tobit model with endogenous regressors is used to investigate the
impact of female board members on agency cost, using growth opportunities as a
measure of agency cost. After controlling for size, industry and other corporate
governance measures, this study finds a significant negative relationship between
the proportion of women on boards and firm value along with an increase in company
agency cost. This evidence provides insights for governments and academic institu-
tions in their efforts to provide resources that will help enhance women's leadership
skills.
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Introduction

This paper investigates women in the Sri Lankan boardroom and their effect on
the financial performance and agency costs of local public companies (LPCs).
Over the last decade, the issue of gender diversity in boardrooms and top
management has received increasing attention in the academic literature and
popular press. Recent studies have investigated the ‘glass ceiling’ that stops the
progress of more qualified females within the hierarchy of an organisation
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because of some form of discrimination. Corporate boardrooms are still not
very diverse in terms of gender. According to the Boards in Turbulent Times
Report (Hedrick & Struggles International, Inc. 2009), one in three European
companies had no women board members (against 46 % in 2005 and 54 % in 2003).
According to the New Zealand Census of Women's Participation (Human Rights
Commission 2008)], 60 of top 100 companies on the New Zealand Stock Market
have no women on their boards. Asian countries are even further behind their male
counterparts in the board directorships. According to recent surveys in China and
India, women in top companies hold a mere 5 % of board seats. Although women
made up 33.7 % (Ministry of Finance and Planning 2009) of the Sri Lankan
workforce in 2009 (excluding northern and eastern provinces)', there are only 1 %
or fewer females in higher management positions in Sri Lanka's top corporations
(Tudawe 2010).

However, the situation has started to change. The existing literature reveals a
slow but steady rise in female presence on boards of directors in companies
across the globe. The German Institute for Economic Research pointed to
legislation as being the key factor for attracting women to board membership
(King 2010). For example, in Norway, federal legislation requires all boards to have
at least 40 % female representation on the company board. Before Norway's law in
2003, only 7 % of publicly listed Norwegian companies' board members were female,
but after the enactment of the law, Norway had the highest proportion of women on
corporate boards in the world with an average of 44.2 %. Similar laws have since
been passed in the Netherlands and Sweden. Women occupy 23 % of the listed
Swedish companies' board seats in 2011. Following the Nordic countries, most of the
European countries support board gender quota. In France, a new law was adopted in
early 2011, which requires a 40 % female presence in boardrooms by 2017. Quotas
for public limited companies are also being discussed in Belgium, Canada and Italy,
where laws are at different stages of the ratification process. The issue of women on
corporate boards of directors has clearly received considerable attention in the last
two decades, thus the central question is whether the presence of women on a board
contributes to positive board and corporate performance.

This paper makes a number of contributions to the literature. First, it adds to
the empirical evidence on the relationship of female directors and firm financial
performance and agency costs. Most existing studies use data from developed
countries with western cultures. Cultural differences influence individual behav-
iours, leadership and management activities. Also, management and leadership
philosophies typically develop in synchronisation with the culture. This paper
provides evidence from Sri Lanka, a developing country with a male-dominated
society similar to most other Asian countries. Third, this paper undertakes the
first direct study of company financial performance/agency costs and gender
diversity in Sri Lankan companies' board. Fourth, the econometric analysis is more
robust than prior research due to the use of generalised method of moment (GMM)
dynamic panel technique to control the endogeneity effect and the panel Tobit
regression.

! Sri Lankan Labour Force Survey statistics excluding northern and eastern provinces.
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Gender diversity in the boardroom and the Sri Lankan context

Sri Lanka is a lower-middle-income island, located in the Indian Ocean, and has made
considerable progress in terms of literacy levels, life expectancy and so-called
development. However, Human Development Report (UNDP 1998) indicates that
though the level of gender development in Sri Lanka is higher than average for an
Asian country, gender empowerment is relatively low.

Around the world, companies are facing increasing pressure to appoint females to
senior officer and management positions. Many recent proposals for governance
reform explicitly stress the importance of gender diversity in the boardroom. How-
ever, gender diversity is still low in Sri Lanka compared to the USA and other
developed countries. Figure 1 shows female senior officials and managers in Sri
Lankan companies since 2006. In 2009, male representation was twice as high as
female representation in senior managerial positions. Figure 2 shows female board
directors' presence in Sri Lankan listed companies (excluding banking and finance
sectors). This figure is roughly constant and has stayed less than 1 % since 2007.

Due to high existence of family businesses in Sri Lankan listed companies (Masulis et
al. 2009), the founder will include all family members on the board. Most of the time,
founding female family members are inactive, uninvolved in the day to day running
of the business and are there only to increase board numbers. It must be noted that
less than 1 % female representation includes women who are involved in family
business and are silent members. Another reason for this under-performance is that
most of women in Sri Lankan companies are inactive representatives. In a male-
dominant society, women are silent members on the board. Female directors are
chosen merely because of tokenism; their impact is likely to be minimal. Sri Lankan
women are the primary caregivers for their families. The unpaid work of bringing up
children, preparing food and maintaining the household are the main duties of all Sri
Lankan women. The biggest barriers to women accessing leadership positions as
identified by the respondents are these ‘general norms and cultural practices in the
country’. According to Tudawe (2010), ‘masculine or patriarchal corporate culture’
and ‘lack of role models’ are the barriers to women accessing leadership in Sri Lanka.
Therefore, if there is a female representative on a board, her main duty is still family
unpaid work rather than performing on the corporate board. So, she gives priority to
family tasks and becomes a silent representative on the board.

It has been suggest that although females in Sri Lanka have equal access to
education at all levels, education has not adequately empowered women to be aware
of and assert their rights, and that women are still unable to resist the social
imposition of practices that inhibit their personal development. The University of
Colombo statistics (1993—-1996) indicate that postgraduate entry for female students
is significantly less than their male counterparts for all subject streams. In vocational
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training institutes, the majority of students are male. Therefore, the probability of
unspecialised female directors serving on boards is higher than for males. The non-
specialisation could have a negative effect on the financial performance for a
company.

The next sections review prior research, present the hypotheses and discuss data,
variables, method and procedures used in the study. The results and conclusion then
follow.

Literature review
Board diversity and performance

Board composition affects company performance in two ways. First, the board is
highly influential in a company's strategic decision-making. Secondly, the board
plays a supervisory and monitory role in the company, representing shareholders
and responding to takeovers and the threats (Finkelstein and Hambrick 1996). Exist-
ing literature suggests that boards with balance of men and women where individuals
have different characteristics, qualities and experience lead to be more creative,
innovative and make quality decision-making. There is a normative rationalisation
that greater gender diversity in the boardroom results in well-rounded decision-
making, problem-solving and, hence, better results. Furthermore, Nowell and Tinkler
(1994) found that women are more cooperative than men and they increase firm
value. The fact that women drive more than 80 % of consumer decisions in house-
holds indicates the depth of customer understanding that women can bring commer-
cial needs (Hudson 2007). Women are more altruistic than male, and their altruistic
behaviour may enhance firm financial performance. Moreover, a firm with more
female board directors may increase firm competitive advantages because gender
diversity improves the image of the firm. Further, Women on Board (2008) shows
that having women on boards leads to improve firm financial performance because
women tend to consider a wide range of issues and options that are more in touch
with stakeholders' need. However, evidence suggests that women typically face an
invisible obstacle, the glass ceiling, which prevents their climb up leadership ladders,
and conversely, men are more likely to rise up into management positions (Kanter
1977; Williams 1992).

In recent years, board gender diversity has become the subject of number of
empirical studies, though the results are mixed. In an investigation into Spain's listed
firms, Campbell and Minguez-Vera (2007) found a positive significant relationship
with female proportion on the board and the company's Tobin's Q value. Erhardt et al.
(2003) found that the percentage of female directors' is positively related to the larger
US firms' two accounting measures: return on assets and return on investments. In
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addition to this, recent research in the UK has found that the presence of at least one
female board director reduces company bankruptcy costs (Wilson and Altanlar 2009).
Jurkus et al. (2008) provide evidence that the proportion of female directors on boards
is related to a firm's financial performance as measured by Tobin's Q and agency cost
measured as free cash flow. Their findings suggest that the positive effects of gender
diversity exist only in women-exclusive work environments, suggesting that the
benefit of gender diversity would be more effective in environments where this
resource is relatively scarce. However, Carter et al. (2003) found that gender diversity
on a board of directors has a positive effect only when firms have a weak governance
structure. While bringing benefits, board diversification might have high communi-
cation costs to a company. Earley and Mosakowski (2000) argue that members of a
homogeneous group face fewer emotional conflicts and tend to communicate more
frequently than heterogeneous groups. A study by Jude (2003) suggests that compa-
nies with female directors tend to perform less well than companies with all male
boards. Using an index compiled by the Cranfield School of Management, she reports
that after female board directors were recruited, of the top ten companies in the index,
six under-performed. But rather than the female board directors being responsible for
the drop in company financial performance, it is equally possible that the company's
poor performance was the reason for appointing women to the board. Therefore, it is
important to consider circumstances surrounding female directors' appointments and
not to focus solely on female board directors' company performance. Testable
hypothesis regarding the board gender diversification and financial performance in
Sri Lankan companies is: (H;) The gender diversifications of board have a positive
impact on the firms' financial performance.

From the agency perspective, Adams et al. (2009) find that female board directors
reduce agency conflicts in their study of US data because they are always monitored
on board top compared to their male counterparts. Jurkus et al. (2008) find similar
results and explain an inverse relationship between female board directors' percentage
and agency costs proxy as free cash flow. This greater gender diversification among
board members may tend to increase board monitoring and reduce misalignments.
Carter et al. (2003) examined board diversity and firm value in the context of agency
theory and found a significant negative relationship between the fraction of women
on a board and company agency costs for Fortune 100 firms. They posited that gender
diversity can enhance the monitoring and controlling of managers while increasing
the independence of board directors. This may be because of women are more
inclined to ask questions that would not be ask by male board members. Testable
hypothesis regarding the board gender diversification and agency costs in Sri Lankan
companies is: (H,) The gender diversification of board will negatively impact on the
firms' agency costs.

Data

The sample for the panel data analysis embraces non-financial firms listed on the
Colombo Stock Exchange (CSE) during the period from 2006 to 2010. The data are
gathered from CSE publications and individual companies' audited annual reports.
On 2010, the CSE had 151 listed non-financial companies representing 18 business
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sectors. From that 151, only 88 companies were statutory domiciled in Sri Lanka and
categorised as LPC; this study sample consists of 88 LPCs.

Dependent variables

Firm financial performance is measured by the approximation of Tobin's Q (Q). Brav
et al. (2008) defined Tobin's Q as the market value of equity plus book value of debt,
all divided by book value of debt plus book value of equity.

The agency cost proxy is represented as a measure of free cash flow into O dummy
(QFCF) of the company. Free cash flow represents the cash that the company is able to
generate after laying out the all positive net percent value projects when discounted at
the relevant cost of capital. Jensen (1986) explains that when the company generates a
considerable amount of free cash flow, it increases the conflict between managers and
shareholders because managers tend to invest money, not maximise shareholder value.

Following the methods adopted by McKnight and Weir (2009) and McConnell and
Servaes (1990), growth opportunities are measured by Tobin's O dummy. Growth
dummy takes 1 if the firm's Tobin's Q is less than 1 (indicating poorly managed firms)
and 0 otherwise. Creating dummy variables for growth prospect is consistent with
Doukas et al. (2000).

Explanatory variables

Three variables were used as proxies for the gender diversity of the board of directors.
The first variable is the percentage of women (PWOMEN) on the board. This is
calculated as the number of female directors divided by the total number of board
directors. The dummy variable (DWOMEN) takes a value of 1 when at least one
woman is present on the board and 0 otherwise. The third variable measures board
diversity (DIVERSITYT), which is Blau index,” a measure widely used in ecology,
genetics, linguistics and economics. The Blau index is calculated by 1—-X",—; pzi,
where p is the proportion of board members in each category and # is the total number
of board members. The Blau index value range for diversity is 0 from 0.5, which can be
achieved only when a board has equal numbers of female and male directors. The
following corporate governance variables are included in this study. Board size
(BOARD), defined as logarithm of the total number of directors. Ownership type
(OWNER) is dummy variable 1 if the ownership type is institutional, 0 otherwise.
Moreover, following control variables were also included: Leverage is calculated as the
ratio of total debts to total assets (DEBT); firm size (LNSALES), defined as logarithm of
the total sales of the company. As a performance measure, the return on assets (ROA)
and firm maturity (AGE) are measured by the number of years operating in the industry.
Descriptive statistics for all variables are presented in Table 1.

The approximation of mean value of Tobin's O (Q) figures is greater than 1. This is
consistent with values obtained by Campbell and Minguez-Vera (2007) for the
Spanish market, Demsetz and Villalonga (2002) for the US market and Hillier and
McColgan (2001) for the UK market are all greater than 1. Furthermore, Table 1

2 This index quantifies the diversity of a group with regard to nominal features, such as ethnicity, gender, or
education; they usually employ the Blau Index (Blau, 1977).
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Table 1 Descriptive statistics

Variable Obs Mean LPC Median LPC SD LPC Min LPC Max LPC
0 440 1.27883 1.220105 0.8342578 0.003066 5.904162
QFCF 440 2.56E + 07 0 7.82¢ + 08 —9.99E + 09 1.03E + 10
PWOMEN 440 7.366154 0 0.4556309 0 50
DWOMEN 440 0.3789174 0 0.48581 0 1
DIVERSITY 440 0.1122643 0 0.1562995 0 0.5
BOARDSIZE 440 7.330484 7 1.972427 3 13
BOARD 440 1.946985 1.94591 0.2948054 0.90309 2.564949
DEBT 440 0.4349127 0.428605 0.3620992 —0.1422054 4.866148
LNSALES 440 20.22173 20.58729 1.83413 15.67536 24.77827
OWNER 440 0.809117 0 0.3935582 0 1

ROA 440 0.064051 0.061117 0.0808455 —0.2063499 0.4666106
AGE 440 3.246535 3.295837 0.5333405 1.146128 4.787492

indicates that only 37.8 % of Sri Lankan listed companies have one or more female
directors on their boards. The incorporation of women into the workplace has been
higher in Sri Lanka than some developed countries like France, USA and Australia
(Hausmann et al. 2009), a fact reflected in the descriptive statistics. The mean
percentage of female directors (PWOMEN) is 7.5. This is lower than the numbers
reported from the European average (10 %) in 2009 (Hedrick & Struggles Interna-
tional, Inc. 2009). In Sri Lanka, the highest percentage of women on a board is 50 %
in LPCs and the lowest female representation is 0 %. Therefore, total female boards
do not exist in Sri Lanka. The mean value of board size is 7. This is smaller than the
average European board size of 11.8 as recorded in 2009 (Hedrick & Struggles
International, Inc. 2009). But the average board size of Sri Lankan companies is
consistent with the recommendations of the European and US codes for ideal board
size between 5 and 15 members.

The correlation matrix shown as Table 2 indicates that board diversification
variables are significantly correlated with the level of Tobin's O and QFCF, which
offers tentative support for the claim that board diversity interacts with firm financial
performance and agency costs.

Method
T test

The ¢ test is used to investigate whether highly diversified boards' company perfor-
mance and less diversified boards' company performance are the same over time. The
testable hypothesis for the proposed ¢ test is: Hy = There are no differences in the
mean performance of less diversified companies and highly diversified companies.
A relatively straightforward two-tailed ¢ test is required to test this hypothesis.
Based on the Blau index, the highly diversified firms' index values are greater than 0
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Table 2 Correlation matrix

Tobin's Q  QFCF PWOMEN DWOMEN DIVERSITY BOARD OWNER
Tobin's O 1.0000
QFCF —0.0265 1.0000
PWOMEN  —0.4292*** 0.0437 1.0000
DWOMEN  —0.4181*** 0.0658* 0.8670***  1.0000
DIVERSITY -0.3816*%** 0.0434 0.7549%**  0.8444*** 1.0000
BOARD 0.0314 0.0186 0.0665 0.0496 0.0263 1.0000
OWNER —0.1271*%*%  0.0088 0.2005%**  0.1794***  (0.1770%** 0.2181*** 1.0000
DEBT 0.1081* 0.4518%** —0.1232%* —0.1132** —0.1060*** —0.0610  0.0508
LNSALES  —0.0553 0.0283 —0.1745%*%* —0.0684 —0.0802 0.1599*** (0.0528
ROA —0.0003 0.0486 —0.0112 —0.0304 0.0050 0.0569 0.0706
AGE —0.2464*** (0.0009 0.0506 0.0594 0.0779 0.0650 0.1292%*
DEBT LNSALES ROA AGE
DEBT 1.0000
LNSALES  0.3079***  1.0000
ROA —0.0238 0.2507*** 1.0000
AGE —0.0194 0.0041 —0.0418 1.0000

*** Significant at 10% level
** Significant at 5% level

* Significant at 1% level

and low diversified firms' index values are equal to 0. In Table 3, the ¢ test result is
reported. Table 3 reports that for two sets of companies P(7<¢) two-tailed value (2.3E-
51) is less than the alpha (0.05) value. Therefore, null hypothesis is not accepted,
suggesting that there are differences in the performance of less diversified companies
and high diversified companies. This suggests that there may be a link between financial
performance and diversification, which will want further investigations.

Panel data analysis is the most efficient statistical method, widely used in econo-
metrics and social science Maddala (2001). The panel data structure allows for taking

Table 3 T test: two-sample
assuming unequal variances
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No diversity 1~ Diversity 2
Mean 0.853135158 0.657036553
Variance 0.839868668 0.440660106
Observations 218 133
Hypothesised mean difference 0
df 339
t Stat 2.316545716
P(T<t) one tail 0.010562108
t Critical one tail 1.649360905
P(T<t) two tail 0.021124215

t Critical two tail

1.966986392
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into account the unobservable and consistent heterogeneity. However, Hermalin et al.
(2003), Carter et al. (2003), Campbell and Minguez-Vera (2007) and Marinova et al.
(2010) show that problems arise with OLS regression if two or more variables are
jointly endogenous. To control the effect of inverse causality, most previous studies
use a two-stage least squares (2SLS) regression technique. However, 2SLS requires
the identification of instruments that are correlated with the endogenous variables and
are uncorrelated with the error term of the model. Researchers sometimes resist
identifying possible instruments that are uncorrelated with the error term and correlated
with an endogenous variable. This weak instrument can lead to misinterpretation of
coefficients.

Dynamic panel GMM estimator

To obtain robust estimates, a GMM panel estimator is used to estimate the
relationship between board diversity and financial performance. Using the
GMM method can build up instrumental variables for potential endogenous
variables. First-differencing removes potential unobservable heterogeneity bias.
After, first-differencing estimates are obtained via GMM using lagged values of the
explanatory variables as instruments for the explanatory variables. An important aspect
of the dynamic panel estimator is its use the company's history as instruments for
explanatory variables.

Arellano and Bover (1995) and Blundell and Bond (1998) further develop the
GMM estimator using first differenced variables as instruments for the equations in a
stacked system of equations that include the equations in both levels and differences.
However, the equations in the stacks may include unobservable heterogeneity. To
deal with this problem, it is assumed that the diversity and other control variables
exhibit a constant correlation over time. This assumption leads to additional set of
orthogonality condition. A Hansan/Sargan overidentification test for serial correlation
indicates the validity of this model specification.

Panel Tobit model

Following Cameron and Trivedi (2009), this study uses Tobit regression model
because the sample of observation is a mixture of zero and positive values. The
random effect panel Tobit model specifies the latent variable y*; to depend on
regressors, an idiosyncratic error and an individual specific error, so

v, =XB+a+ €, (1)

where o; ~ N(0,02) and €; ~ N(0,02) and the regressor vectors .X; includes an
intercept.
For left censoring at L, we observe the y;, variable, where

_ Vi it
Yit = {f l-fyi<L}' (2)
The random effects Tobit estimator has following advantages. First, time-invariant,
time-varying and time-dummies variables can be incorporated in the model and they
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can be estimated constantly using a simulation estimator. Secondly, this method
allows for complicated dynamic panels, possibly with more than one lag variable.
Thirdly, it is straightforward and easy to accommodate serial correlation errors
(Chang 2002a, b).

Results
Female board directors effect on financial performance

The regression analysis is undertaken in three steps using the panel data. The results of
LPC financial performance and PWOMEN are presented in Table 4 column 2. Table 4
columns 3 and 4 presented the results of LPC financial performance and presence of
women (DWOMEN) and board gender diversity (DIVERSITY), respectively.

The results indicate that the coefficient of PWOMEN variable is negative and
statistically significant at the 1 % level for Tobin's Q. This finding is consistent with
Adams et al. (2009) who posit a strong negative relationship between female repre-
sentation on the board and stock return. Moreover, Table 4 column 3 indicates that the
presence of women on board (DWOMEN) variable is negatively and statistically
significant at 1 % level for LPCs' Tobin's Q. According to Andreoni and Vesterlund
(2001), this may be because female board directors are less altruistic than male board
directors. Therefore, boardroom conflicts may increase at the female directors' pres-
ence. This leads to low financial performance. The DIVERSITY variable is negatively
and statistically significant at 1 % level for LPC Tobin's Q value and indicates that
highly gender diversified company boards destroys LPCs' financial performance.
This is consistent with Hambrick et al. (1996) and Knight et al. (1999) who find a
significant negative impact on board diversity and company financial performance.
The one possible explanation is that greater time and effort are required for different
gender group decision-making. Hence, companies may lose their competitive edge.
This is in line with Cox et al. (1991) who explain gender diversity within top
management brings potential costs to an organisation due to interpersonal conflicts
and communication problems. Hence, the above findings reject this study hypothesis
1 and suggest that more gender diversification leads to reduced financial performance
of Sri Lankan companies.

Concerning the corporate governance variables, this study reports institutional
ownership (OWNER) has a positive impact on firm value. This finding is consistent
with Allen et al. (2000) who explain with better information gathering, higher
dividend payouts and better monitoring, which reduces the agency conflicts. Institu-
tional ownership is predominant in the Sri Lankan stock market. Manawaduge et al.
(2009) suggest that a very high percentage of shares on the Sri Lankan stock market
are owned by institutional investors. Lee (2010) explains that due to the undeveloped
equity market and weak investor protection, domestic investors are reluctant to invest
in emerging markets with low levels of corporate governance reform. This may be
one reason why institutional ownership is dominant in Sri Lanka. Next, it is noted that
firm size and firm age have a negatively effect on firm financial performance, at 5 %
significance level, suggesting large older firms are less efficient than smaller younger
firms. Moreover, the leverage ratio is positively related to Tobin's Q ratio, at the 1 %
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Table 4 Dynamic panel GMM regression results

Variables Dynamic panel Dynamic panel Dynamic panel
regression (I) regression (II) regression (III)

Number of Obs* 362 362 362

Number of groups 88 88 88

Tobin's O (Q) —0.0981025¢ —0.0395615 —0.0604981°

L1 (0.0374954) (0.0383777) (0.0452414)

Board diversity variables —7.327957¢

Percentage of women on board (PWOMEN) (1.086828)

Presence of women on board (DWOMEN) —0.7533326°

(0.110381)
Diversity on board (DIVERSITY) —1.718234¢
(0.3983142)

Corporate governance variables 0.1224062 0.0439769 0.1772963

Board size (BOARD) (0.1516487) (0.1645501) (0.1715334)

Ownership type (OWNER) 0.0963754° 0.123628° 0.09863"
(0.1212371) (0.1080649) (0.107032)

Control variables

Firm size (LNSALES) —-0.0693623¢ -0.0454531°¢ —0.0584996°
(0.0367704) (0.0264185) (0.0294273)

Leverage (DEBT) 0.6006679¢ 0.4331728¢ 0.6589007¢
(0.2027412) (0.158358) (0.1824419)

Firm maturity (AGE) —0.2059798° —0.2479098¢ —0.2760065¢
(0.0950655) (0.1082902) (0.1125913)

Firm performance (ROA) 0.6710561 0.2513665 0.6211451
(0.7084714) (0.6391701) (0.6957944)

Wald chi? 0.2201 0.2201 0.2201

Hansan/Sargan test 12.96965 12.42518 12.42518

5.2 Female board directors effect of agency cost. This model provides standard errors which are in
parentheses

#Unbalanced panel
® Significant at 10 % level
¢ Significant at 5 % level

9 Significant at 1 % level

significance level, indicating that with more debt, there is a greater increase in
company financial performance.

Female board directors effect on agency performance
Female board directors and their effect on QO dummy free cash flow measure of
agency costs are reported in Table 5. Within this measure, a positive coefficient

means high agency costs and a negative one implies low agency costs. Table 5
column 2 reports that the percentage for female directors (PWOMEN) does not have
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a significant impact on agency cost. However, column 3 and column 4 reported that the
presence of women on a board (DWOMEN) and board gender diversity (DIVERSITY)
have a 5 % significant positive impact on agency cost proxy (QFCF). This may be the
group in whihc heterogeneity increases communication, managerial and coordination
costs and misalignment with owners' interests. Further, greater gender diversity among
board members generates more critical questions and, thus, more conflicts; decision-
making will be more time-consuming and less effective. This result coincides with
several previous studies that demonstrate the gender diversity increases firm agency
cost (Jurkus et al. 2008, 2011). This result leads to reject hypothesis 2 and indicates
that board gender diversity increases agency problem of Sri Lankan firms.
Consideration of the corporate governance variables in Table 5 reveals institute
ownership is negatively related with Tobin's Q at the 1 % significance level, indicat-
ing institutional ownership decreases LPCs' agency conflicts. Moreover, this finding
is in line with Shleifer and Vishny (1997). Based on the efficient monitoring
hypothesis, when the percentage of institutional owners increases, there is a decrease

Table 5 Panel data Tobit regression analysis results of agency cost

Variables QFCF (1) QFCF (2) QFCF (3)

Cons 6.13e + 08 6.20e + 08 6.44e + 08
(8.39¢ + 08) (7.98¢ + 08) (8.05¢ + 08)

Board diversity variables 2.45e + 09

Percentage of women on board (PWOMEN) (1.85¢ + 09)

Presence of the women on board (DWOMEN) 2.45e + 08**

(1.32¢ + 08)
Diversity on board (DIVERSITY) 7.32¢ + 08**
(4.03¢ + 08)

Corporate governance variables 3.59¢ + 08* 3.45¢ + 08** 3.67¢ + 08**

Board size (BOARD) (2.06e + 08) (2.02e + 08) (2.04¢ + 08)

Ownership type (OWNER) —3.97¢ + 08** —3.76e + 08** —3.76e + 08**
(1.84¢ + 08) (1.78e + 08) (—3.76¢ + 08)

Control variables

Firm size (LNSALES) —7.13e + 07** —7.51e + 07** —7.67e + 07**
(3.67¢ + 07) (3.52e + 07) (3.53¢ + 07)

Leverage (DEBT) 2.07e + 09*** 2.07e + 09*** 2.07e + 09***
(1.40¢ + 08) (1.41e + 08) (1.38¢ + 08)

Firm maturity (AGE) —5.24e + 08***  —5.0le + 08***  —5.13e + 08***
(1.28¢ + 08) (1.27¢ + 08) (1.26e + 08)

Firm performance (ROA) 6.32e + 08 7.41e + 08 6.28¢ + 08
(7.63¢ + 08) (7.67¢ + 08) (7.65¢ + 08)

Wald chi® (8) 112.97 221.48 227.14

Log likelihood —1,458.0995 —1,458.8664 —1,457.9937

***Significant at 10% level
** Significant at 5% level

* Significant at 1% level
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in LPC agency conflicts. Furthermore, the coefficient of BOARD variable is posi-
tively and statistically significant at 5 % level for LPCs' agency costs, which indicates
large boards increase LPCs' agency conflicts. The sign on debt in the result indicates
that an increase in debt is associated with an increase in agency costs for LPCs. This
finding is in line with Singh and Davidson (2003) who find a significant positive
relationship for leverage in their study of larger companies. A negative relationship is
evident between firm size (LNSALES) and firm age (AGE) and firm free cash flow
growth dummy agency cost proxy. This result suggests that larger and mature LPCs may
be subject to fewer agency costs.

Conclusion and discussion

This study indicates that gender board diversity has an effect on Sri Lankan listed
companies' financial performance and agency costs. While most studies of board
gender diversification are based on data from developed economies, it is widely
accepted that because of individual, cultural and institutional characteristics, caution
should be exercised in the generalisation of results. This study indicates that board
gender diversity increases firm agency conflict while decreasing firm financial
performance. This may be due to the environment of Sri Lanka where there is a
preference for homogeneous board. Though there has recently been an increase in
female representation in the workforce, Sri Lanka still has very few female representa-
tives on its company boards or in higher managerial positions. There is potential merit in
introducing more opportunities for female education, management and leadership
training to enhance their skills.

Furthermore, flexible working arrangements along with training would give
more opportunities for increasing female board representation and their contri-
bution to the company. Upskilling of women in governance through education
initiatives is likely to be beneficial. A scheme along these lines has recently
been introduced in Australia. However, for a country with a male-dominant
society, like Sri Lanka, it would be necessary implement social programmes in
place to reduce the effect of being ‘female’ in a social group. Such programmes
could decrease boundary heightening and exaggeration by dominant male of the
difference between male (dominant group) and female (minority group) in the
workplace. This would reduce negative workplace experiences for female
groups, to reduce the ‘token’ experience of them and hence improve monitoring and
reduce agency costs. Strengthening country institutional structure would also be needed.
This would reduce the high uncertainty of country, information asymmetry problem,
political influence and government expropriation. This raises female board member
performance.

Finally, this study has addressed the endogeneity of gender diversity in
performance regression and agency costs regression. Although a positive rela-
tionship between gender diversity in the boardroom and firm financial perfor-
mance is often cited in the previous literature and popular press, some of early
studies are not robust in addressing the endogeneity of gender diversity. There-
fore, the actual relationship between gender diversity and firm financial performance is
still unsolved.
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Limitations

Notwithstanding the findings, the current study does have limitations, which point to
potentially fruitful further research opportunities. First, the current study used only
few aspects of gender diversity (female percentage, diversity or not and female
presence or not). Further studies could consider other aspects of female board
directors, such as their education level, years of experience, age and more demo-
graphic factors. Second, the findings are based on research in a single country and
may not be generalisable.
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