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Abstract
The aim of this study is to investigate the relationship between board diversity, financial performance and
disclosure of corporate social responsibility (CSR) information of the Malaysian listed companies. Different
from prior literature, board diversity is viewed from the perspective of gender, age, tenure, educational level,
professional membership and functional background. We used one explanation i.e. diversity as variety, out of
three explanations from a typology in social psychological and organizational management fields. The sample
consists of 205 companies listed on Bursa Malaysia. Using regression analysis, a significant positive
relationship was noted between the functional backgrounds of directors and the companies’ financial
performance. The result shows that boards should have diversity in their functional background. The other forms
of board diversity such as gender, age, tenure, educational level and professional membership have been found
not to influence companies’ financial performance. Board professional membership diversity was found to
significantly increase the CSR information disclosure. However, other forms of board diversity were found not
to influence the CSR information disclosure. These findings may suggest that corporate boards should have
diversity in their functional background and professional membership in order to enhance companies’ financial
performance and CSR information disclosure.
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INTRODUCTION
Corporate social responsibility (CSR) information disclosure attracts an ethical investment
funds (Adams, 2002) and institutional investors (Saleh et al., 2010). Despite the importance
of CSR (Adams and Zutshi, 2004; Galbreath, 2009; Ting et al., 2010), the disclosure level
was low in early millennium especially in the developing countries (Abdul Rashid and
Ibrahim, 2002; Muhammad Jamil et al., 2002; Nik Ahmad and Sulaiman, 2004; Ramasamy
and Ting, 2004; Mohamed Zain and Janggu, 2006; Tee et al., 2007; Bursa Malaysia CSR
2007 Status Report). However, based on a survey in 2017, about 97 percent of the top onehundred companies in Malaysia reported sustainability performance that includes CSR
activities, which is higher than the global standard (72 percent). This high level of disclosure
of CSR activities was recorded after the disclosure was made mandatory by Bursa Malaysia
in 2015 (Lo, 2018). To make sure that the provision of information is sustainable in the
future, it is still important to understand the reasons why companies provide voluntary
disclosure on CSR activities. Prior literature suggests that the provision of CSR information
is driven significantly by gender diversity on board. This is following the variety of views
within a gender diverse board. It is also understood from the literature that diversity aspects
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of a board lead to superior economic, environmental and social performance (Harjoto &
Rossi, 2019). Nevertheless, not much is understood on a variety perspectives brought in by
diversity in board characteristics such as age, tenure, educational level, professional
membership and functional background on CSR disclosure. Thus, the aim of this paper is to
investigate the role of board diversity on (CSR) disclosure.
It is acknowledged that the board of directors (BOD) becomes the monitoring
mechanism for reviewing corporate policy, and approving strategic plans (Chobpichien et al.,
2008) to achieve financial and social performance. Thus, it is wise to study board
demography factors that might contribute to such decisions. The majority of prior literature
that analyse BOD role on corporate disclosure focus on agency perspective of BOD i.e. BOD
and its committee’s independence or resource dependence perspective i.e. structure,
competencies and experience (Chobpichien et al., 2008; Gul and Leung, 2004; Kaymak and
Bektas, 2017). Different than others, Huse et al. (2009) have argued that the quality of a
board’s decision will be higher if the members have diversity in terms of knowledge and
expertise compared to decisions made by people with homogeneous backgrounds. It is
expected that members of a board of directors will share their diverse knowledge through
board discussion (Huse et al., 2009) and this knowledge can be converted into new products,
processes and services, which will enhance the company’s financial performance (Jiang and
Li, 2008). This diversity factor is of particular importance especially in CSR disclosure since
a broad understanding of the market demand from different perspectives is apparent. It can
also be expected that the diverse backgrounds of the BOD such as gender, age, tenure,
educational level, professional membership and functional background may bring in different
perceptions towards CSR in BOD discussions and might influence the board to disclose more
CSR information. A number of prior studies associate gender diversity to CSR information
disclosure (Barako and Brown, 2008; Mun and Jung, 2018; Post et al., 2011). However, not
much coverage on a relatively broader board diversity perspective on CSR information
disclosure provided by prior literature. Therefore, different than the majority of prior
literature, we question whether BOD diversity affects CSR information disclosure positively?
This study is also interested in analysing the effect of board diversity on companies’financial
performance, because diversity in knowledge should lead to better decisions and strategies
and how company performance could drive CSR disclosure. To this end, we believe that the
mediating effect of company performance on the relationship between board diversity and
CSR disclosure has not been investigated in prior literature. In essence, we argue that the
effect of board diversity on CSR disclosure could be achieved more effectively through
increasing company performance. Past studies have empirically proven that profitable
companies were those that mostly disclosed CSR information (Haniffa and Cooke, 2005;
Janggu et al., 2007; Scholtens, 2008; Menassa, 2010). Therefore, it is important to recognise
the effect of company performance on the disclosure of CSR information.
Consistent with prior studies, we are taking the view from legitimacy theory, whereby
companies disclose CSR information to show compliance with societal expectations (Newson
and Deegan, 2002). Companies should be aware that society has the power to negatively
affect, even terminate, their business operations (Janggu et al., 2007). The awareness about
demands from the diverse society segments is better if the BOD is also diverse. Monitoring
the legitimacy gap between companies and stakeholders by disclosing CSR information
(Wallen and Wasserfaller, 2008) is the responsibility of the BOD. Consistent with the upper
echelon theory (Hambrick and Mason, 1984), director’s demographic factors are expected to
be important to company’s strategic choices and performance. In addition to these
perspectives, we are motivated to contribute to the literature by injecting diversity perspective
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into upper echelon theory. We bring in diversity perspective which has been predominantly
studied in social, organizational and management fields. Nevertheless, results in prior
literature are mixed and inconclusive regarding the diversity-performance relationship and
more research is needed in this area. While diversity increases creativity and innovative ideas
in teams, diversity could result in increased conflict, less commitment and cohesion among
team members (McLeod et al. 1996; McGrath et al., 2000). As such, deviating from prior
literature, we venture into examining the effect of diversity in the BOD on one particular case
of disclosure i.e. CSR disclosure. To date, not much is understood on the effect of diverse
BOD measures (including gender, age, tenure, educational level, professional membership
and functional background) on information disclosure and we address this void in this paper.
Most prior literature that focused on understanding the role of each of these factors on either
company’s performance or information disclosure have neglected the effect of diversity of
each factor.1 To this end, we believe our study could shed some light on the BOD diversity
perspectives and their impact on performance and information disclosure. This study is
significant as it is capable of revealing which form of board diversity that can influence
company’s financial performance and CSR information disclosure.
Malaysia is selected as a case to study this issue based on several grounds. First, as
part of developing countries, the increase in CSR disclosure has been tremendous (as
compared with other developing and developed countries). As described above, the increase
could come from external pressure i.e. mandatory requirement of disclosure or internal
pressure such as from the board of directors, which become the focus of this study. Second,
Malaysia has been considered as a country with strong cultural resistance. Appointment of
female directors to just to fulfill positions and meet the target quota may not be a good
strategy to improve performance (Low et al., 2015) and disclosure. Malaysia is also among
the first country that introduced a quota for women on board (Kent Baker et al., 2020).
This paper is organised as follows. The subsequent section provides the theoretical
framework, develops the hypotheses while at the same time reviews the relevant empirical
studies on board diversity, a company’s financial performance and CSR information
disclosure. Then, the research methodology will be explained and followed by a section on
the results and data analysis. The final section contains the conclusion, discussion, research
limitations, and future research recommendations.

THEORY, LITERATURE AND HYPOTHESES
Diversity refers to the heterogeneity, dissimilarity or dispersion (in short, for the purpose of
this study, differences) in the composition of a group of people, often teams, in terms of
demographic, values, skills or psychological attributes (Harrison and Klein, 2007; Li et al.,
2018). While diversity may have positive effects such as increased integrative insights,
creativity and more innovative ideas, it may also be detrimental to companies when conflicts
arise among the members (McLeod et al., 1996; McGrath et al., 2000). The effect of diverse
team members especially the BOD in companies, may also contingent on other important
aspects such as leadership styles, and members' attitudes towards diversity (Wegge et al.,
2008; Van Knippenberg et al., 2013).

1
Abdul Wahab et al. (2018) provide analysis of the effect of the board’s diversity in age, tenure and
education on book-tax difference in Malaysia using psychological and socially inspired upper echelon theory.
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Diversity as a construct can be viewed as separation, variety or disparity functions
within an organization (Harrison and Klein, 2007). First, diversity as separation. Adapted
from theories of similarity attraction (Byrne, 1971) and social categorization (Tafjel, 1981;
Turner, 1985), diversity may limit integration and raises conflicts. Here it promotes
separation. Second, diversity as variety. This view uses argument from ecological and
cognitive models of variation (Campbell, 1960), information processing or cybernetic theory
(Ashby, 1956), that diversity may enrich the supply of information, ideas and improve
decision making. Third, diversity as disparity function. This is based on distributive justice
theory (Adams, 1963; Deutsch, 1985), tournament theory (Lazear and Rosen, 1981) and
stratification status theory (Blau, 1960) which refer to diversity in prestige or power within
the group that may affect internal competition and reduced the quality of communication. We
examine our data using the second type i.e. between unit variance in the amounts of within
unit diversity. The first and third views are regarded as competing explanations to the results.
Therefore, in this study, diversity is viewed as “composition of differences in kind, source, or
category of relevant knowledge or experience among all unit members…” (Harrison and
Klein, 1997, page 1203). Here, we predict “uniform distribution with even spread of
members across all possible categories of variety.” (Harrison and Klein, 1997).
Based on variety argument, we test whether diversity and company performance can
affect disclosure. Companies’ performance can be represented by its turnover, productivity,
financial (including profit), market, employee, innovation, or employee relations (Tseng and
Lee, 2009). As management decides in which direction an organisation should go (Anthony
and Govindarajan, 2007), the board of directors becomes the monitoring mechanism for
corporate policy, and approving strategic plans (Chobpichien et al., 2008) to achieve
financial and social performance. Since CSR disclosure initiative is very much driven by
company’s management, it is wise to study board demographic diversity factor that might
contribute to the decision.
Huse et al. (2009) have argued that the quality of a board’s decision will be higher if
the members have diversity in terms of knowledge and expertise compared to decisions made
by people with homogeneous backgrounds. Different backgrounds create a unique package
an organisation can use to develop an innovative business strategy, new innovations and a
comprehensive mission and vision that potentially can enhance the company’s financial
performance. The diverse knowledge gained from the members’ education and work
experience that is blended into a board’s discussion could positively affect a company’s
performance and its CSR disclosure. Consistent with the above argument, the prior literature
found that there is a positive relationship between highly educated workers who are diverse in
their educational background and the likelihood to innovate (Østergaard et al., 2011). It is
expected that members of a board of directors (BOD) will share their diverse knowledge
through board discussion (Huse et al., 2009) and this knowledge can be converted into new
products, processes and services, which will enhance the company’s financial performance
(Jiang and Li, 2008).
The argument based on variety perspective is actually jives with Slack Resources
Theory. Past studies have proven a positive relationship between corporate financial
performance (CFP) and corporate social performance (CSP) under the slack resources theory
(Waddock and Graves, 1997; Orlitzky et al. 2003; Fauzi and Idris, 2009). Companies with
strong financial performance may have better opportunities to invest in innovative projects
that increase the companies’ CSP (Waddock and Graves, 1997; Scholtens, 2008), which leads
to better disclosure of CSR information (Belkaoui and Karpik, 1989). This study regards
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slack resources as extra resources that companies uses invest in any innovation projects that
might bring a good reputation and enhance long-term performance, as well as improve their
CSR activities (Abdul Rashid and Ibrahim, 2002; Elias, 2004) and CSR information
disclosure (Van der Laan Smith et al., 2010). Similarly, the diversity may also be viewed as
resources that a company has in terms of richness of idea which may affect financial
performance and CSR disclosure positively. The relationship between board demographic
diversity and financial performance also consistent with Upper Echelon Theory proposed by
Hambrick and Mason (1984). This study extends our understanding by establishing
relationship between diversity of demographic factors and disclosure of information. This
relathionship can be explained by legitimacy theory that companies’ disclosure is managed in
a way to meet societal expectations (Newson and Deegan, 2002). Therefore, the research
framework is suggested as Figure 1.

Financial Performance
Board Diversity
- Gender
- Age
- Tenure
- Educational Level
- Professional membership
- Functional background

CSR information
disclosure

Figure 1: Research framework

Diversity and Performance
Past studies suggest that female directors influence board decision and hence financial
performance by introducing more creative and innovative ideas (McInerny-Lacomb et al.,
2008; Huse et al., 2009; Faes et al., 2010), lead to rational decision (McColl-Kennedy and
Anderson, 2005) and avoid overaggressive (less risk taking) decision making (Lepine et al.,
2002), which might be harmful to the company. It is also expected that a board consisting of
young and old directors will be more effective in exchanging their strategies and ideas during
board discussions. The older directors are mature and confident in making business strategies
(Cheng et al., 2010) while the young directors produce more new innovative ideas that can be
transformed into business strategies that might influence company performance (Cheng et al.,
2010). However, a board with long tenure members can become homogeneous due to their
close working relationship. It has been acknowledged that the close working relationship may
give opportunities to the board directors to exchange knowledge, expertise, skills, talents, and
experiences and the directors can contribute to sound business strategies based on their indepth industry knowledge and experiences in the company (Hambrick and Mason, 1984; He,
2008). Nevertheless, the role of shorter tenure directors should not be undermined. Shorter
tenure directors are still fresh as board members and might have high enthusiasm, trying to
prove to the board members that they have the ability to manage the company. The
combination of experience from the longer tenure and enthusiasm from short tenure directors
is expected to enhance a company’s financial performance.
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Cheng et al. (2010) advocated that a chairman’s demographic background (i.e.
educational level) significantly influenced financial performance. Prior literature found that
competent directors (not necessarily their education level) increase shareholder value and
performance because they have better information about the quality of projects (Wagner et
al., 2009), knowledge and expertise (Barringer et al., 2005) and prior knowledge important in
recognising opportunities (Sambasivan et al., 2009). Thus far, investigation into the
influence of directors’ diversity in terms of educational level on company’s performance is
lacking. It is expected that a board with a higher educational diversity would lead to better
performance. A director who is a member of a professional body is expected to have more
social capital than non-members. A mixture of professionals (for examples, accountant,
lawyer, engineers or others, depending on the needs of the company) on a board could be
better because they will have wider range of experience, way of thinking or techniques to
solve problems (Huse et al., 2009) and subsequently change ideas into innovation, and that
innovation might impact the company’s performance positively (Jiménez-Jiménez and SanzValle, 2011). Functional areas of the board and top management team which include
marketing, research and development, production, engineering, accounting, law, and finance
(Jiang and Li, 2008) could affect firm performance (Hambrick and Mason, 1984). Therefore,
diversity in functional background is also expected to enhance a company’s financial
performance.
Based on the above discussion, the first hypothesis is as follow:
H1: Each board diversity factor i.e. (a) gender, (b) age, (c) tenure, (d) educational
level, (e) professional membership and (f) functional background is positively related to
company’s financial performance.
Diversity and CSR information disclosure
In line with diversity will bring in variety explanation, this study expects that board gender
(Barako and Brown, 2008; Carter et al., 2007), age (Dusuki and Yusof, 2008; Post et al.,
2011), tenure (Finkelstein and Hambrick, 1990; Kruger, 2010; Harjoto et al., 2015),
educational level (Abdul Rashid and Ibrahim, 2002; Chobpichien et al., 2008; Elias, 2004;
Dusuki and Yusof, 2008; Post et al. 2011), professional membership (Chobpichien et al.,
2008; Janggu et al., 2014) and functional background diversity (McInerny-Lacomb et al.,
2008; Huse et al., 2009; Faes et al., 2010) can increase CSR information disclosure. This
expectation is guided by the argument that greater diversity means more diversity in terms of
knowledge, values, perception, intention and preference.
Hence, this study has developed a second hypothesis as follow:
H2 (a): Each board diversity factor i.e. (a) gender, (b) age, (c) tenure, (d) educational
level, (e) professional membership and (f) functional background is positively related to CSR
information disclosure.
Financial Performance-CSR Information Disclosure
Past studies revealed profitable companies report their corporate social responsibility
activities in their annual reports (Gul and Leung, 2004; Haniffa and Cooke, 2005; Mohd
Ghazali and Weetman, 2006; Janggu et al., 2007; Chobpichien et al., 2008; Menassa, 2010;
Yusoff et al., 2013). This evidence is supported by the slack resources theory, whereby big
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companies spend money to disclose CSR information to reduce agency cost (Wallen and
Wasserfaller, 2008), to legitimate their business activities (Newson and Deegan, 2002), or
support long-term performance (Abdul Rashid and Ibrahim, 2002; Elias, 2004). As such, this
study believes that a company’s financial performance will enhance CSR information
disclosure. Hence this study has formed the hypothesis of:
H3: Company’s financial performance is positively related to CSR information
disclosure.

RESEARCH METHODOLOGY
This is a cross-sectional study of non-financial Malaysian listed companies for the year 2009.
The year was selected since it is after financial subprime crisis that can affect company
performance. The selected year is also after corporate governance code revision in 2007 but
before the new corporate governance blueprint issued by the Securities Commission in 2012
that have significant effect on corporate governance practices in terms of composition of the
board and its relationships. Later, sustainability reporting which include economic,
environment, and social aspects was made mandatory by Bursa Malaysia in 2015. As such, in
order to provide sufficient variability in the data, a period before 2015 was selected. In
examining the relationship between board diversity and a company’s financial performance,
this study referred to the studies by Bear et al. (2010), Kim and Lim (2010), Talke et al.
(2010), and Rivas (2012). This study uses the Blau’s index (1977) to measure heterogeneity
in board. This study also referred to the work of Carter et al. (2007), Adams and Ferreira
(2009), and Abdullah and Ku Ismail (2013), that have examined the relationship between
gender diversity and financial performance.
To measure CSR information disclosure, this study began with a pilot study. Fourteen
listed companies were selected randomly that represent each sector in Malaysia. A CSR
disclosure index consisting of 87 items at first, which combined the CSR index disclosure
designed by Haniffa and Cooke (2005), Nik Ahmad and Sulaiman (2004), Mohd Ghazali and
Weetman (2006), Barako and Brown (2008), and Post et al. (2011). The 2009 annual reports
were read thoroughly and checked for every single item of the CSR index disclosure. Each
observed disclosure was assigned a tick. After checking all the companies, the study
eliminated 42 unticked items because they were not being practiced in Malaysia in 2009.
Hence, the study used 45 items (See Appendix A) to check for every single occurance
of the companies’ CSR information disclosure. A dichotomous procedure was applied in
which the item scored 1 if it was disclosed, and 0 if the item was not disclosed. The score of
each item was added to get the total disclosure score for each company. This total score was
divided by the maximum possible score (45) to get the disclosure index:∑𝑛𝑗 𝑋𝑖𝑗
𝐶𝑆𝐷𝐼𝑗 =
𝑛𝑗
where,
CSDIj = corporate social disclosure index
nj
= number of maximum items expected applicable for jth firm, nj ≤ 45
Xij
= 0 if ith item not disclosed
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The sample was selected randomly across all non-financial companies listed in the
Bursa Malaysia for the year 2009. We purposely select this year based on several reasons.
First, year 2009 was the first year of Malaysian Code on Corporate Governance (MCCG)
2007 revised version, while considering year 2008 as transition year. The revision strengthens
the roles and responsibilities of the board of directors, audit committee and the internal audit
function as compared to the previous version in year 2000. Secondly, when MCCG was
revised again in 2012, board structure and composition were strengthened and directors are
recognised as active and responsible fiduciaries (MCCG, 2012). The new MCCG 2012 also
introduced cap on director’s tenure to 9 years and suggestion on the balance of power
between independent and non-independent directors. More stringent requirements are
introduced in the latest 2017 version of MCCG such as introducing a minimum level of 30%
of women on board for large companies. While it is interesting to see the dynamic of
corporate governance requirements and its impact post revision year, the newly introduced
requirements may also reduce the variation of diversity within the board. This could affect
the study to a great extent.
Data was collected from the companies’ annual reports on the Bursa Malaysia
website. Random sampling was applied to make sure the results could be generalised to the
population (Hair et al., 2007). In determining the sample size, this study adopted the formula
applied by Godden (2004).i Therefore, a sample of 270 companies were selected and fairly
representing all industries i.e. construction, consumer products, hotels, infrastructure,
industrial products, mining, properties, plantation, technology, and trading/services. Only
companies with a complete set of data including all variables were selected as part of the
sample. For the multivariate outliers, Mahalanobis distance has been applied. From the
findings, there were companies with multivariate outliers that exceed 20.515 value and thus,
omitted. There were companies with univariate outliers and missing data (mostly company
age). For these reasons 65 companies were excluded from the sample because they might
distort the result. Therefore, the final sample for analysis is 205.
For the independent variables, the directors’ background (i.e. the independent
variables) data was obtained from the PLCs’ annual reports under the Director’s Profile. The
financial data used for company financial performance were retrieved from the financial
database, Osiris, and were double checked with the corresponding annual report. The items
for CSR disclosure index were obtained by reading thoroughly through each entire annual
report (Haniffa and Cooke, 2005) searching especially under the Chairman’s Statement,
Financial Statements, Director’s Report in the form of narrative information (Muhammad
Jamil et al., 2002) and under the CSR statement.
GENDER refers to the proportion of female directors (in percentage) to the total
directors on board (Carter et al., 2007; Adams and Ferreira, 2009; Abdullah and Ku Ismail,
2013). AGE refers to the average of board members’ ages. Then, the standard deviation was
determined, based on the mean and later, the coefficient of variation was calculated. Board
tenure (TENURE) represents skill and expertise development and is measured by averaging
all directors’ tenure years for each company. The coefficient of variation was also calculated.
Director’s education (EDU) indicates the highest education level each board director
achieved i.e. undergraduate (i.e. bachelor’s degree), or postgraduate (i.e. master’s degree,
doctoral degree). Professional membership title (PROFMEM) has been identified to be
divided into four categories: lawyer, accountant, engineer, and others (Abdullah and Ku
Ismail, 2013). If the company has no directors that fall into any of these categories, or all
directors have the same professional titles, then the value equals zero (Kim and Lim, 2010).
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Director’s functional background (FUNCTIONAL) was assessed through the function/area
the director works. In this study the eleven functions/areas were accounting/finance,
information system, customer service, human resources, sales and marketing, engineering,
purchasing/procurement, legal and operations, management, production technical (R&D), and
other. Many researchers who studied group heterogeneity (Bear, 2010; Kim and Lim, 2010;
Talke et al., 2010; Chau and Gray, 2010; Rivas, 2012) have used the Blau’s index (1977) to
measure diversity. Therefore, Blau’s index is used to measure the estimation degree of team
heterogeneity with respect to directors’ education (EDU), professional membership
(PROFMEM) and and their functional areas (FUNCTIONAL) variables.ii The index scores
theoretically range from 0 to 0.80 (Richard et al., 2004).
This study includes some control variables that are predicted to be significant in
influencing the CSR information disclosure and company’s financial performance according
to past studies. Control variables included in this study were CEO duality, board size,
company age, company size, leverage, audit quality and industries.
Following are the regression equations that were applied in this study. The first
equation is used to determine the relationship between the independent variables (gender,
age, tenure, educational level, professional membership and functional background) and the
dependent variable (company financial performance). The second equation is used to
determine the relationship between the independent variables (gender, age, tenure,
educational level, professional membership and functional background) and the dependent
variable (CSR information disclosure). The third equation is used to determine the
relationship between the company’s financial performance and CSR information disclosure.
The equations are:
CFP = 𝛽0 + 𝛽 1 𝐺𝐸𝑁𝐷𝐸𝑅𝑖 + 𝛽2 𝐴𝐺𝐸𝐶𝑉𝑖 + 𝛽3 𝐵𝐷𝑇𝐶𝑉𝑖 + 𝛽4 𝐸𝐷𝑈𝑖 + 𝛽5 𝑃𝑅𝑂𝐹𝑀𝐸𝑀𝑖 +
𝛽6 𝐹𝑈𝑁𝐶𝑇𝐼𝑂𝑁𝑖 + 𝛽7 𝐷𝑈𝐴𝐿𝐼𝑇𝑌𝑖 + 𝛽8 𝐵𝐷𝑆𝐼𝑍𝐸𝑖 + 𝛽9 𝐶𝑂𝑀𝑃𝐴𝐺𝐸𝑖 + 𝛽10 𝐶𝑂𝑀𝑃𝑆𝐼𝑍𝐸𝑖 +
𝛽11 𝐷𝐸𝐵𝑇𝐸𝑄𝑈𝐼𝑇𝑌𝑖 + 𝛽12 𝐴𝑈𝐷𝐼𝑇𝑄𝑖 + ∑91 𝐼𝑁𝐷 +
𝜖𝑖
…………………….… (1)
CSRDISC = 𝛽0 + 𝛽 1 𝐺𝐸𝑁𝐷𝐸𝑅𝑖 + 𝛽2 𝐴𝐺𝐸𝐶𝑉𝑖 + 𝛽3 𝐵𝐷𝑇𝐶𝑉𝑖 + 𝛽4 𝐸𝐷𝑈𝑖 +
𝛽5 𝑃𝑅𝑂𝐹𝑀𝐸𝑀𝑖 + 𝛽6 𝐹𝑈𝑁𝐶𝑇𝐼𝑂𝑁𝑖 + 𝛽7 𝐷𝑈𝐴𝐿𝐼𝑇𝑌𝑖 + 𝛽8 𝐵𝐷𝑆𝐼𝑍𝐸𝑖 + 𝛽9 𝐶𝑂𝑀𝑃𝐴𝐺𝐸𝑖 +
𝛽10 𝐶𝑂𝑀𝑃𝑆𝐼𝑍𝐸𝑖 + 𝛽11 𝐷𝐸𝐵𝑇𝐸𝑄𝑈𝐼𝑇𝑌𝑖 + 𝛽12 𝐴𝑈𝐷𝐼𝑇𝑄𝑖 + ∑91 𝐼𝑁𝐷 + 𝜖𝑖
………………… (2)
CSRDISC = 𝛽0 + 𝛽 1 𝐶𝐻𝑅𝑂𝐴𝑖 + 𝛽2 𝐷𝑈𝐴𝐿𝐼𝑇𝑌𝑖 + 𝛽3 𝐵𝐷𝑆𝐼𝑍𝐸𝑖 + 𝛽4 𝐶𝑂𝑀𝑃𝐴𝐺𝐸𝑖 +
𝛽5 𝐶𝑂𝑀𝑃𝑆𝐼𝑍𝐸𝑖 + 𝛽6 𝐷𝐸𝐵𝑇𝐸𝑄𝑈𝐼𝑇𝑌𝑖 + 𝛽7 𝐴𝑈𝐷𝐼𝑇𝑄𝑖 + ∑91 𝐼𝑁𝐷 + εi

..……………....... (3)
where,
CFP = a company’s financial performance as measured by changes in ROA for each
company
CSRDISC = corporate social disclosure index
GENDER = proportion of female directors to male directors in a company’s board
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AGECV = coefficient of variance for age of directors in a company’s board
BDTCV = coefficient of variance for tenure of directors in a company’s board
EDU = Blau’s index of board of director’s educational level
PROFMEM = Blau’s index of board of director’s professional membership
FUNCTION = Blau’s index of board of director’s functional background
DUALITY = chairperson with multiple directorships on board, 1 = board contains
chairperson with multiple directorships and 0 = otherwise
BDSIZE = natural log of directors on board
COMPAGE = age of the company at year 2009
COMPSIZE = size of company based on log value of total assets
DEBTEQUITY = ratio of total equity to debts
AUDITQ = 1 if type of audit firm is Big 4; otherwise = 0
IND = ten type of industries
β0, ……., β12 = coefficients
𝜖 = disturbance term
i = company

FINDINGS AND DISCUSSION
Table 1 presents the average of changes in ROA (CHROA) recorded a decrease by 155%,
average of companies disclosed 16% level of CSR information (CSRDISC), and about 18%
of board members are female directors which is still far from the target of 30%. The
distribution of firms across industries, in general, resembles the distribution of the population
of listed companies.
A multicollinearity test has been done on the independent variables to find the
correlations among them and the findings show, there is no VIF value that exceeds 10.
Therefore, multicollinearity is not a serious problem. Table 2 shows the highest correlation is
between company’s size and audit quality (33.2%) i.e. larger companies have greater
probability to hire ‘Big 4’ audit firms. There is a positive correlation between functional
background and board size (23%), which as expected. There is also positive correlation
between functional background diversity and changes in ROA (15.9%), as predicted in this
study.
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Variable

Mean

Table 1: Descriptive statistics
Std.
Median Mode
Deviation
0.000
0.000
0.100
0.171
0.075
0.063
0.555
0.000
0.283
0.611
0.611
0.124
0.500
0.571
0.153
0.660
0.667
0.096
0.133
0.067
0.111
-0.570
0.340
8.342

GENDER
AGECV
BDTCV
EDU
PROFMEM
FUNCTION
CSRDISC
CHROA

0.087
0.180
0.556
0.568
0.500
0.648
0.162
-1.547

DUALITY
BDSIZE
COMPAGE
COMPSIZE

0.112
1.972
12.516
5.420

0.000
1.946
12.000
5.389

0.000
1.946
23.000
3.243

DEBTEQUITY

1.118

0.651

AUDITQ

0.541

1.000

ISSN 1985 2126

Min

Max

0.000
0.037
0.000
0.219
0.165
0.406
0.022
-41.240

0.400
0.332
1.488
0.861
0.917
0.816
0.444
28.750

0.316
0.246
7.684
0.642

0.000
1.386
0.300
3.243

1.000
2.890
49.000
7.570

-1.635

2.511

-1.635

28.805

1.000

0.499

0.000

1.000
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Table 2: Pearson correlations among variables

1
2
3
4
5
6
7
8
9
10
11
12
13
14

Variable
CSRDISC
GENDER
AGECV
PROFMEM
FUNCTION
BDTCV
EDU
DUALITY
BDSIZE
COMPAGE
CHROA
COMPSIZE
DEBTEQUITY
AUDITQ

1
1.000

Note:
CSRDISC
GENDER
AGECV
PROFMEM
FUNCTION
BDTCV

=
=
=
=
=
=

EDU

=

ISSN 1985 2126

2
-0.067
1.000

3
-0.069
0.186
1.000

4
0.127
-0.110
-0.151

CSR disclosure index
Gender
Age coefficient of variance
Professional membership
Functional background
Board tenure coefficient of
variance
Educational level

5
-0.046
-0.036
0.145
-0.066
1.000

6
0.070
0.050
-0.079
0.079
-0.097
1.000

7
0.078
0.063
-0.008
0.016
0.012
-0.040
1.000

8
0.059
0.110
0.074
-0.081
0.056
-0.065
0.043
1.000

9
0.102
0.035
0.046
-0.035
0.230
0.051
0.144
0.026
1.000

DUALITY
BDSIZE
COMPAGE
CHROA
COMPSIZE
DEBTEQUITY

=
=
=
=
=
=

duality
Board size
Company’s age
Changes in ROA
Company’s size
Debt to equity

AUDITQ

=

Audit quality

34

10
0.097
-0.047
-0.077
0.067
-0.294
0.325
0.007
-0.206
0.064
1.000

11
0.099
0.076
-0.034
-0.040
0.159
-0.133
0.015
0.001
0.047
0.053
1.000

12
0.315
0.006
-0.062
0.092
-0.114
0.170
0.072
-0.109
0.339
0.371
0.064
1.000

13
-0.019
-0.056
-0.002
0.045
0.019
0.101
0.062
-0.060
0.036
-0.006
0.118
0.207
1.000

14
0.155
-0.038
-0.018
0.036
0.002
0.050
-0.010
-0.027
0.143
0.135
0.058
0.332
0.041
1.000
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Hypothesis 1 tests the relationship between board diversity (of which the characteristcs are
gender, age, tenure, educational level, professional membership, and functional background)
and the company’s financial performance represented by change in return on assets
(CHROA).
Table 3: Regression analysis among variables for testing Hypothesis 1 and 2
DV= CHROA
Variable
(Constant)
GENDER
AGECV
BDTCV
EDU
PROFMEM
FUNCTION
DUALITY
BDSIZE
COMPAGE
COMPSIZE
DEBTEQUITY
AUDITQ
IND1
IND2
IND3
IND4
IND6
IND7
IND8
IND9
IND10

DV=CSRDISC
t

𝛽
0.081
-0.053
-0.170***
0.008
-0.057
0.182***
0.009
-0.010
0.171**
0.021
0.123**
0.078
0.028
0.031
0.003
-0.132**
-0.310
0.075
-0.094*
0.011
0.058

𝛽
-1.461
1.144
-0.760
-2.360
0.114
-0.817
2.419
0.132
-0.132
2.094
0.238
1.796
1.107
0.377
0.408
0.046
-1.900
-4.588
1.013
-1.322
0.146
0.735

-0.079
0.002
0.061
0.057
0.125**
-0.028
0.080
-0.020
-0.027
0.329***
-0.101*
0.040
-0.093
0.057
-0.063
-0.035
-0.060
-0.109*
0.038
-0.056
0.036

t
-1.646
-1.075
0.027
0.807
0.815
1.726
-0.355
1.152
-0.251
-0.320
3.570
-1.411
0.556
-1.209
0.737
-0.921
-0.479
-0.812
-1.420
0.514
-0.693
0.446

R2 =0.231 Adjusted R2=0.142
R2 =0.189 Adjusted R2=0.090
F=2.597 Anova sig. =0.000
F=1.918 Anova sig.=0.011
*,**, *** significant at 10%, 5% and 1% levels, respectively

This study found that functional background is significantly related to a company’s
financial performance at p<0.01. This result shows that functional background diversity is
important in increasing a company’s financial performance. This finding seems to be
consistent with Hambrick and Mason (1984) which posits that board characteristics can
predict organisational outcomes. Board tenure diversity was found to be significant at p<0.01,
but in a negative direction. It seems that the as the board tenure becomes more diverse, the
ROA will derail.
Control variables such as the company’s age and debt to equity ratio were found to be
significantly related to changes in ROA at p<0.05. This finding indicates that the older the
company, and the higher the leverage, the better its performance. The model was significant
at the 0.000 level and the R2 was 0.231. Contrary to expectations, this study did not find a
significant relationship for gender, age, education, and professional membership diversity.
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Gender diversity was found not to be related to company’s financial performance.
This finding is consistent with past studies (Marinova et al., 2010; Abdullah and Ku Ismail,
2013; Rachagan et al., 2014). Abdullah and Ku Ismail (2013) explained that having females
in top management among Malaysian corporations is still new. This study agrees with
Abdullah and Ku Ismail (2013), because there was only 8.7% gender diversity on the
Malaysian corporate boards. The insufficient number of female directors (at least three) was
not enough to influence board decision making (Post et al., 2011; Joecks et al., 2013). The
majority of males, who can be more aggressive compared to females, can dominate board
discussions. The aggressiveness of male directors might generate a feeling of inferiority
among the female directors or hinder females from fully participating in board discussions.
However, this reason is subject to investigation utilising a different theoretical framework.
We did not find any positive relationship between age diversity and a company’s
financial performance. This finding contradicts with the study by Hassan and Marimuthu
(2016). In this study, the evidence shows that there is 18.2% age diversity among the
Malaysian corporations. This percentage reflects that age among the directors on board is not
adequately diverse. Past studies posit that young directors are innovative, risk takers and
focus more on long term performance. A young director, however, might feel inadequate
when dealing with the senior directors. The imbalance might distort an open board
discussion. Many innovative ideas might be missed which could contribute to lower
performance. At the same time, the senior directors may hold their positions, looking for
short term performance achievement as they get older (Abdullah and Ku Ismail, 2013).
In this study, board tenure diversity was found to be related to a company’s financial
performance. However, the relationship is in the opposite way. This finding is consistent with
Cheng et al. (2010) which found that board tenure had a weak effect on most of the
performance levels in their study. This study revealed that when board tenure diversity
increased, the company’s performance decreased. It is difficult to explain this finding, but it
might be related to the directors’ behaviour. Short tenure directors may find themselves
struggling to enhance the company’s performance for long term goals due to their lack of
experience. However, the longer tenure directors who are already undertand the company
inside out, may have less difficulty in enhancing company performance. However, this study
did not examine the director’s behaviour towards performance because it is outside the scope
of study.
This study also did not find any significant relationship between educational diversity
and a company’s financial performance. The evidence shows that there was 56.8% of
educational diversity. This shows that almost all of the Malaysian corporations are led by
well educated directors and there are good combinations of educational levels on boards.
However, the educational diversity was not important in determining the company’s financial
performance. This result does not contradict with the study by Rachagan et al. (2014). They
found that a CEO’s qualifications are positively related to the level of organizational
commitment, which in turn mediates the relationship between the CEO’s qualifications and
the company’s performance. Diversity in education may not lead to creative discussion,
competitiveness, innovation, and strategic business decisions. Less educated directors may
feel less able to influence the board discussion. However, this study did not investigate this
effect because it is beyond the scope of this study.
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This study revealed that half of the Malaysian board members have professional
membership, as the evidence shows 50% professional membership diversity. This study did
not find any significant relationship between professional membership diversity and a
company’s financial performance. Consistent with Wu et al. (2007) those professional
employees might feel reluctant to accept knowledge from other non-professionals because
they feel they are higher achievers in their domains.
It is interesting to note that of all six variables in this study, functional background
diversity most significantly enhanced financial performance. This finding is consistent with
the prior studies that emphasized the importance of functional background in enhancing a
company’s financial performance (Barringer et al., 2005; Wu et al., 2007; Bennour and
Crestani, 2007; Kim and Lim, 2010). The different functions of directors are expected to
blend when there is strong integration among them. Board members are expected to
communicate with each other and share their knowledge, skills, and experience in their
functional areas to develop business strategies (Van Ees et al., 2008). Having diverse
functional backgrounds, the board members may have different perspectives in discussions
that lead to an increase in firm’s financial performance (Huse et al., 2009; Faes et al., 2010).
Hypothesis 2 tests the impact of board diversity (of which the characteristics are
gender, age, tenure, educational level, professional membership, and functional background)
on CSR information disclosure, which is represented by the CSR information disclosure
index score (CSRDISC).
Table 3 shows the relationship between the board diversity (in terms of gender, age,
tenure, educational level, professional membership, and functional background) and CSR
information disclosure. This study confirms that diversity in professional membership is
positively related to CSR information disclosure (significant at p<0.05). The finding enriches
our understanding from previous study done by Chobpichien et al. (2008) that not only board
members with a CPA qualification (professional membership) could influence voluntary
disclosure, but diversity in professional membership could have an impact. This finding is
consistent with the prior study by Janggu et al. (2014). A possible explanation for this might
be that board members with professional memberships especially in law, engineering, and
accounting, due to their training, have strong CSR perceptions (Kim and Reber, 2009). No
significant relationship was found in gender, age, functional background, board tenure and
educational diversity.
Hypothesis 3 tests the relationship between company’s financial performance and
CSR information disclosure. Table 4 shows that financial performance (represented by
CHROA) is not significantly related to CSR information disclosure. This finding is consistent
with prior studies (Post et al., 2011; Ahmed Haji and Mohd Ghazali, 2013). However, this
result contradicts with the finding of Madi et al. (2013). Madi et al. used 146 Malaysian
listed companies for the year 2006 before the economic recession of 2007. This current study
is based on Malaysian listed companies in 2009, during a period of economic recovery.
Therefore, listed companies in 2009 were cautious in taking on any costly projects, such as
CSR information disclosure. They might have been concerned that any extra costs may
reduce the next year’s performance. This finding is supported by Arora and Dharwadkar
(2011) who found that when a company’s performance is bad, there will be no CSR
investment as expected by the shareholders. The effect of good governance and CSR
information disclosure depends on the level of slack resources (high or low).
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Furthermore, most of the government-linked companies (Said et al., 2009) and
politically visible entities (Belkaoui and Karpik, 1989) disclosed CSR information, regardless
of profit. The company’s size, which was measured by the log value of total assets, was found
to be positively related to CSR information disclosure. Thus, as the result indicates, big
companies with excess free cash flow may have slack resources to disclose CSR information.
However, this study did not directly investigate the government intervention effects and the
companies’ free cash flow as slack resources.
Table 4: Regression analysis among variables for testing Hypothesis 3
Variable
(Constant)
DUALITY
BDSIZE
COMPAGE
CHROA
COMPSIZE
DEBTEQUITY
AUDITQ
IND1
IND2
IND3
IND4
IND6
IND7
IND8
IND9
IND10

Beta
0.073
-0.033
0.014
0.072
0.341***
-0.087
0.044
-0.071
0.036
-0.064
-0.028
-0.072
-0.120*
0.041
-0.045
0.048

t
-1.443
1.055
-0.444
0.179
0.983
3.760
-1.225
0.608
-0.938
0.473
-0.933
-0.395
-0.988
-1.602
0.566
-0.607
0.626

2

=0.161 Adjusted R2=0.090
F=2.251 Anova sig.=0.005

Additional analyses were conducted using stepwise regression to try to get a suitable
combination of board diversity. This study used this procedure in which the independent
variables (GENDER, AGECV, PROFMEM, FUNCTION, BDTCV, and EDU) were entered
into the regression one by one. The result suggests that board diversity in functional
background is important to influencing a company’s financial performance
(coefficient=13.846, t=2.29 p<0.05).

CONCLUSIONS
The objective of this paper is to investigate the role of board diversity (gender, age,
professional membership, functional background, board tenure and educational diversity) and
company performance on corporate social responsibility (CSR) disclosure. Board diversity
could provide a different perspective on CSR information disclosure (Barako and Brown,
2008; Meriac et al., 2009; Post et al., 2011). Different gender roles (Singh and Vinnicombe,
2000; Lepine et al., 2002; McColl-Kennedy and Anderson, 2005) could encourage creative
discussion (Huse et al., 2009; Faes et al., 2010) that leads to innovation (Østergaard et al.,
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2011) and better business strategies (Kang et al., 2010). Hence, this study argues that board
diversity may increase company’s financial performance and CSR information disclosure.
The results revealed that most of the forms of board diversities did not have any
relationship to CSR information disclosure, except for professional membership diversity.
Those professionals who are expert in their jobs may have diverse CSR skills according to
their respective disciplines that can be implemented by the business. These professional traits
will become a strong motivation among the board members in influencing CSR information
disclosure. This finding is consistent with the Bursa Malaysia CSR (2007) Status Report
which advised Malaysian companies to have diversity in their board in order to improve CSR
information disclosure levels.
This study found that functional background diversity is important to enhance
company’s financial performance. It can be implied that members from different functional
backgrounds bring their competencies in specific areas into the board process and combine
their industrial knowledge (theoretical and practical) with others (Bennour and Crestani,
2007).
These findings are consistent with the MCCG (Revised 2007) recommendations that
emphasise diversity of board composition; that is, the board should be comprised of members
with mixed skills, experience, education, expertise, and competencies to gain financial and
social performance. Overall, this study revealed that functional background diversity can be a
predictor of financial performance and professional membership diversity can be a predictor
of CSR information disclosure of Malaysian companies. Hopefully, with this findings,
companies see that it is beneficial to put more emphasis on ensuring board diversity in both
functional background and professional membership.
The result implicitly suggests that not all diversity factors are aligned to “variety”
explanation. Some diversity factors might be more aligned to “separation” and/or disparity
function as suggested in Harrison and Klein (2007). Diversity in some factors may results in
conflicts within an organization, or a combination of both. A comprehensive study that
investigates these alternative explanations might be needed.
This study did not investigate any endogeneity problems that may arise, especially
when regressing the relationship between company’s financial performance and CSR
information disclosure, due to data limitation. This study only applied linear regression,
which may not show any causality effect among the variables (Tabachnick and Fidell, 2007).
The other limitation of this study is about generalisation of the data set. This study only
applies to a single year data set. The findings only give a picture of events in one year and
may not be comparable to other years before or after the sample year.
This study also suggests future research to further investigate other perspectives of
diversity typology i.e. diversity as separation and diversity as functional disparity. Feelings of
inferiority that might affect the relationship between board diversity and financial
performance and also the relationship between board diversity and CSR information
disclosure. Inferiority in a certain member might hinder creative discussion among the board
members with diversified backgrounds. Future research also can test the proportion of inside
directors with long tenure to outside directors with long tenure, because evidence shows that
inside directors with long tenure influence CSR (Kruger, 2010).
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APPENDIX A
COMPANY NAME:
I. COMMUNITY INVOLVEMENT
1. General philanthropy
2. Participation in government social campaigns
3. Community programs (health & education)
4. Funding scholarship program
5. Contribution towards national problems/issues (e.g. famine relief, people
affected by wars)

ITEMS
(1 OR 0)

II. ENVIRONMENTAL
1. Environmental policies
2. Raw materials conservation & recycling
3. Environmental protection program
4. Support for public/private action designed to protect the environment
5. Environmental audit
6. Environmental-product and process-related
7. Statement of internal control CSR
8. Has ISO 14001 been implemented at the plant and/or firm level?
9. Is the stakeholder involved in setting corporate environmental policies?
10. If the company does not have an ER, but has a CSR: Does the CSR have a
section on environmental responsibility?
11. If the company does not have an ER, but has a CSR: Does the company have
a CSR report?
12. Does the company disclose its energy use (in reduction or absolute
numbers)?
13. Does the company disclose its water use (in reduction or absolute numbers)?
14. Does the company disclose its electricity use (in reduction or absolute
numbers)?
III. ENERGY
1. Conservation of energy in the conduct of business operations
2. Disclosing energy savings resulting from product recycling
3. Discussing the company's effort to reduce energy consumption
IV. EMPLOYEE INFORMATION
1. Employees appreciation
2. Discussion of ways to overcome recruitment problems
3. Picture of employees welfare
4. Discussion of employees welfare
5. Profit sharing schemes policy
6. Cost of safety measures
7. Health & safety standards (policy-Nik)
8. Corporate policy on employee training
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9. Nature of training
10. Breakdown of employees by level of qualification/exec vs. non-execs CSR
11. Supporting nation pride (e.g. sponsorship for Formula 1, SUKMA, national
soccer team)
12. No discrimination against race, gender, age and minorities
V. PRODUCT OR SERVICE INFORMATION
1. Discussion of major types of products
2. Pictures of major types of products
3. Improvement in product quality
4. Improvement in customer services
5. Distribution of marketing network for finished products-foreign market
6. Customer awards/ratings received
7. Product development
8. Consumer information
VI. VALUE-ADDED INFORMATION
1. Value-added statement
2. Qualitative value-added statement
3. Value-added data/ratios
TOTAL
INDEX SCORE (over 45 items)

i

Sample size, ss =

𝑍 2 ∗(𝑝)∗(1−𝑝)
𝐶2

where, Z = Z-value (e.g., 1.96 for a 95 percent confidence level),

p = Percentage of population picking a choice, expressed as decimal (0.5) and C = Confidence interval,
expressed as decimal (e.g. 0.05 = +5)
ii

2
Heterogeneity index = 1 − ∑ 𝑃𝑖−𝑛
where, P = proportion of group members in the category, i

= each different category represented on a team, n = total number of categories
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