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Abstract: The purpose of our study is to investigate the impact of women and independent directors
on corporate social responsibility and financial performance. We use the fixed effect regression model
as a baseline methodology. The data set includes information from 2010 to 2019 regarding Chinese
non-financial companies, from which we use yearly information. The RSK rating is used for the
assessment of corporate social responsibility reporting, ranging from 0 to 100, and other data are
taken from the China stock market and accounting research (CSMAR) database. We use a two-stage
least square (TSLS) regression model to control the possible problem of endogeneity. The empirical
results show that gender diversity in boards significantly and positively affects CSR reporting. We
do not find an effect due to non-executive directors on CSR reporting. The presence of non-executive
directors on a board is mostly trivial in the case of China, as they do not have much influence with
regard to decision making, especially related to CSR reporting. The control variables, such as board
size, board member meeting frequency and leverage, are also found to have a significant effect on
CSR reporting. Therefore, our results add a new aspect to the emerging literature on CSR reporting,
especially in China. Furthermore, our results are robust with regard to the alternative variables
under consideration. Our study has important implications. Our research enriches the existing
literature on CSR and highlights the importance of female and independent directors having an
impact on decisions related to the increased reporting of CSR activities. Our study contributes to the
existing literature by presenting a pioneering investigation of the effect of female and independent
directors on CSR reporting, as well as shedding light on the relationship in the context of an emerging
economy.

Keywords: female directors; independent directors; CSR reporting; corporate governance; China

1. Introduction

The main aim of this empirical study is to add to the available literature on CSR
reporting by studying the effect of female and independent directors on company boards
on CSR reporting by Chinese companies. More precisely, the research paper examines
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whether female and independent directors on boards influence the CSR reporting of
Chinese firms.

The recent trends in valuation practices around the world include the evaluation of
both financial and non-financial aspects, such as CSR disclosures. Thus, CSR activities and
their disclosures have now become an integral part of company policies around the world.
Thus, organizations are forced to consider CSR activities as part of their business strategies.

The rapid growth of the Chinese economy in the last few decades has shone a spotlight
on the practices of CSR in China. According to Shin [1], with the advent of international
investment and globalization, the Chinese corporate sector has rapidly adopted the inter-
national standards of CSR. One of the main pillars in this regard has been the inclusion of
female directors and independent directors on company boards. The inclusion of women
in such a role has been increasing with time. Two of the most important questions that
we plan to explore mainly relate to the effectiveness and improvement of CSR reporting
as the Chinese corporate sector continues to evolve with time: the first question mainly
relates to improvements in social reporting with the improvement in the representation
of female directors in the Chinese corporate sector [2] and whether the CSR scores of
Chinese companies following this pattern have improved [3]; the second question mainly
relates to the role of independent directors in improving overall CSR awareness within the
Chinese corporate sector. Both questions are addressed using the RKS ratings for Chinese
non-financial companies for the period of 2009 to 2019.

CSR has been the subject of academic debate for a long time, as it has been linked
directly to the public interest. In the case of China, it is a legal requirement and can be
summarized as follows: during business operation, a company has to abide by the local
laws, regulations, follow the ethical and social considerations set out by law, observe moral
principles and ethics and make decisions in good faith. The level to which a company
abides by these regulations is dependent upon many factors. Bernardi and Bosco [4] state
that one of the important factors is gender diversity amongst the directors of a company;
Landry et al. (2016) also support this notion. Over time, gender diversity has become the
norm rather than the exception, as increasing numbers of females are holding top-level
offices; thus, it has also become the subject of various academic studies. This research aims
to explore the impact of female and independent directors on the behavior of firms towards
CSR reporting in the Chinese corporate context.

Importance of Women and Independent Directors

The board of directors is one of the most powerful entities within an organization, as
it determines the direction of the organization’s policies. These policies may be centered
around the sole protection of shareholders’ interests. Jiang and Kim [5] state that the board
of directors is also responsible for the performance of the organization in terms of financial
and social performance and is held accountable for decisions that affect the shareholders’
interests. The level of CSR activities and disclosure is also dependent upon the decisions
of the board of directors. Personal wealth consideration mainly influences their decisions
regarding social activities and their disclosure [6]. Jensen and Meckling [7] relate this to the
separation of management and ownership; as the board of directors has the control, they
are tempted to increase their wealth and power at the cost of shareholders. This also causes
information asymmetry between the board and the shareholders. This leads to questions
being raised by the public about the monitoring aspect of the board of directors. The
independence of the board usually leads to failures of the monitoring aspect. According to
Buniamin and Alrazi [8], such issues need to be analyzed by taking the internal working
mechanism of the board into account, as only the shareholders and other stakeholders will
be able to gain insights into the corporate decisions that directly impact them.

The role and responsibilities of the board of directors are to ensure not only the
optimum utilization of available resources, but also to value creation by following the
rules, regulations and corporate code of ethics [9]. Corporate scandals such as ENRON
and WorldCom in the USA and One. Tel and HIH insurance in Australia have led to
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increasing security regarding the supervisory and oversight roles of boards of directors
around the world.

The majority of previous studies have been centered around the economic aspect of
gender diversity and has explored the impact of the inclusion of women on the board of
directors on the financial performance of the firms [10]. The results are inconclusive, which
to some extent weakens the case for gender diversity in the board of directors. Robinson
and Dechant [11] have stressed that researchers need to treat it as a corporate initiative
so that the organizations can in letter and spirit follow the policies set out by regulators
regarding gender diversity. Meanwhile, Ferreira [12] has also criticized the economic
aspect, as gender diversity is not solely responsible for financial performance, as many
other factors play a vital role in this respect.

One of the main mechanisms for ensuring that the board of directors does not de-
viate from their stated objectives and does not pursue personal objectives at the cost of
shareholders is the presence of independent directors in the board of directors (Khan et al.,
2013). Their presence ensures that the supervisory function of the board is fulfilled [13] and
decision-making is effective [14], and they ensure transparency in the functioning of the
corporate system [15]. Their main function is to guarantee that the shareholders have been
appropriately looked after in such a way that the organization follows the law and also
protects the minority shareholding groups and other stakeholders [16]. According to de
Oliveira, Espindola [13], their inclusion reduced the agency conflicts and costs associated
with such conflicts. Since they are not employed by the organization they are better able to
perform their supervisory duties, and they also tend toward good relationships with other
stakeholders, so they are in a better position to understand their fears and expectations [17].

Meanwhile, Haniffa and Cooke [18] associate their presence with improvement in
CSR activities as well. Khan [19] states that they are much more inclined to follow the
norms and cultural practices of the general society with such knowledge, and they are
better able to perform their duties independently and impartially [20], thus they improve
the overall reputation of the organizations. The independent directors are usually more
interested in improving not only the corporate setup, but also pay close attention to social
activities and thus can improve the social image and behavior of the organization [21]. Rao
and Tilt [15] link their presence on the board of directors with positive changes that are not
only social, but also the environmental conduct of the organizations.

Our study contributes to the existing literature in many ways. First, the inclusion of
women on the board of directors is a subject of debate not only in academic circles, but also
in media and for policymakers, especially in the past few decades around the globe. It has
been considered as one of the most important factors in changing corporate setups around
the world, and [22] also links it to tackling the existence of friction amongst the general
society and markets. Many European countries such as Germany and Norway have made
mandatory quotas for women on the board of directors, while countries like the USA and
UK mainly rely on voluntary actions by companies based upon gender equality principles
in this regard. Campbell and Minguez-Vera [23] also state that inclusion of women in the
board is not only linked to ethics, but also has strong economic relations as well, and the
majority of the studies are carried out in developed economies based in western countries.
Their findings cannot be generalized and applied to economies of developing countries
like China. The study on the female and independent directors in the Chinese market
provides a unique opportunity to study their motivations and actions in the context of
developing countries.

Second, the role played by the board of directors is of utmost importance as far
as corporate decision-making is concerned, as they are responsible for formulating and
finalizing the corporate strategies along with management of resources available to a
corporate entity [24]. The role of independent directors becomes vital, as they hold similar
powers as the board of directors and also occupy the key positions within the board’s
power structure to ensure that no corporate governance issue arises. This issue gained more
importance with the advent of corporate scandals, which were caused mainly by corporate
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governance issues. With the appearance of such scandals, many campaigns organized
by civil societies around the world gained momentum as they demanded transparent
corporate governance systems and business practices in line with accepted norms of social
responsibilities [25]. The focus of the past and present research seems to determine the
factors influencing CSR activities. With exception of Peters and Romi [26], who discussed
the importance of the position of Chief Sustainability Officer and also highlighted the
importance of environmental committee most of the researchers have not focused their
attention on the impact of actions of the board of directors on the activities of firms related
to corporate social responsibility (CSR) reporting. Third, the present study contributes to
the existing literature as this study focuses on China, and most of the related studies on
the topic are conducted in the context of developed countries, so the studies in Asian or
developing countries are very limited. Our study bridges the gap by focusing on Chinese
corporate sectors, which are suffering from both environmental and social issues as most
of the companies focused on the rapid growth, and social, along with environmental issues
associated with such a high growth rate were largely ignored.

The results of the study show that female directors on the board have a significantly
positive effect on CSR reporting. We do not find the effect of independent directors on CSR
reporting. Our results are in line with the findings of [27], who had earlier concluded that
the presence of independent directors in the board is mostly trivial in the case of China as
they do not have much influence when it comes to decision making, especially related to
CSR activities. Regarding control variables board size, board member meeting frequency,
and leverage also have a significant effect on CSR reporting. Therefore, the present research
study adds to the literature on CSR reporting by giving some empirical picture about the
gender diversity and independent directors in the board, which is a very crucial corporate
governance aspect and the extent of CSR reporting in the developing economies context,
like China. More specifically, it is the very pioneer attempt that only targeting empirically
and testing the influence of female and independent directors on CSR reporting.

The rest of the paper is organized as follows. Section 2 represents the theoretical
framework, literature review, and hypotheses; Section 3 relates to research methodology;
Section 4 describes empirical results and discussions, and the last part, Section 5, gives a
conclusion with implications for further research in the future.

2. Theoretical Background, Literature Review, and Hypothesis Development
2.1. Theoretical Background

The corporate governance issues related to the governance of companies come under
the framework of “agency theory”, which surfaced in the 1970s. This theory tends to explain
the underlying conflicts of interest that exist between owners of companies (shareholders
also known as principals) and the people running the companies (managers also known as
agents) and also describes the possible solution of such conflicts. This theory states that
conflict arises when shareholders feel that they are losing control of their business while
managers are increasing their control, thus with an increase in control they might increase
their financial incentives at the expense of shareholders. Jensen and Meckling [7] describe
this relationship as a contractual relationship under which one or more agents act on the
best of owners or shareholders and make corporate decisions on their behalf. According
to this theory, the main issue is caused when owners are not involved in running of the
business, the control over business decisions cause the agency conflicts.

The main issue relates to the excessive risk-taking by agents once they get control of the
company at the cost of owners or principals. Such activities usually relate to investments
in ill-perceived and non-profitable projects, along with un-productive use of cashflows, see
Fama and Jensen [16]. These conflicts are a common sight in developed western economies.
While in the case of developing countries, the ownership is usually concentrated amongst
a few people, another form of such conflict arises, known as “principal-principal agency
conflicts” [28,29]. This mainly relates to conflict of interest with the groups of shareholders,
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in which the majority shareholders tend to exploit the minority shareholding group, with
help of agents, as these are also mainly appointed by the majority shareholding group.

Even if the system of corporate governance favors the supremacy of the shareholders,
the managers or agents tend to undertake activities leading to CSR on grounds of self-
interest, to enhance their reputation. The difference in perception in this regard usually
results in conflict and agency issues. In the case of developing countries, the issue takes
form contour, as in these countries, the main issue is the existence of the “principal-
principal agency conflicts”, as the string affiliation of the managers with the controlling
group of shareholders results in managers transferring the existing wealth to the majority
shareholding group at the expense of minority shareholders, by enacting policies that favor
them over minority shareholders. Chang and Chen [30] state that in the case of Malaysia,
the managers refrain from spending on CSR activities, as this tends to increase the overall
profitability of companies, and this increases the wealth of controlling shareholders, which
usually are a close family group and are lauded and rewarded for their negative actions,
despite the pressure put on them by regulators and minority shareholders. In a sense, they
only watch out for the interest of majority shareholders.

The agency conflict also has a cost associated with all other corporate actions, and
eliminating such conflicts leads to reducing such costs. This way includes improving gender
diversity within the board, especially amongst the independent directors [16,31]. Female
and independent directors tend to prove more impartial, and thus help in improving overall
transparency in strategic decisions, not to mention improving the reputation of companies.
One of the reasons sighted for such outcomes by Michelon and Parbonetti [32] relates to
the sensitivity of female and independent directors for all stakeholders, including minority
shareholders and non-shareholding stakeholders. According to Donnelly and Mulcahy [33],
voluntary CSR-based disclosures tend to reduce the level of asymmetric information
amongst the different stakeholders of the company, and female and independent directors
tend to ensure this as they are better able to align the objectives of organizations with those
of stakeholders. This not only reduces the agency costs, but also helps in attaining the
basic objective wealth maximization for existing shareholders by improving the monitoring
function [29,31,34-371].

2.2. Literature Review and Hypothesis Development
2.2.1. Female Directors and CSR Reporting

On average, the female directors are involved in more diverse roles in organizational
setups as compared to men as they work in both corporate and social organizations such
as NGOs, while men tend to specialize in a narrow field of expertise [38]. They tend to be
more inclined towards the social aspects such as CSR when compared to men [39]. Hillman
and Keim [38] note that the paths of women leaders are usually more long and arduous
as compared to their male colleagues, and this notion is also backed by [40—-42]. The main
limitations in this respect are mostly with the cultural norms and gender discrimination.
Physical traits such as appearance and type dressing are also scrutinized when they appear
for higher job positions. They usually face discrimination, as many roles are considered to
be only for men, which leads them to develop more sympathy towards social considerations
such as fair treatment, transparency of systems, and social activities, which benefits a wide
range of stakeholders [43,44] such type of actions also strengthens the CSR performance of
the organizations in which they work. The presence of women in power positions such
as the board of directors also allows them to be more objective towards the existing CSR
activities of the organization and they tend to be more scrutinizing towards the general
CSR activities, and thus they are better able to root out any negative CSR activities. Thus,
the improvement in gender diversity may improve not only the level of CSR activities, but
also improve the overall positive impact of such activities.

It is evident from the study of literature that the inclusion of women in the board im-
proves the overall performance of the corporate setup in general, and thus it has become an
integral part of a corporate mechanism. The increase in gender diversity greatly improves
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the social performance of the companies [45]. Gender diversity is also supported by Carter
and D’Souza [46], as according to the majority of times, opposite genders do not tend to
question the ethnic, social, and cultural backgrounds of each other, which might be raised
against people of the same gender by coming from traditional backgrounds. They also
prove that companies with gender-diverse boards tend to be more profitable and are better
able to maximize the wealth of shareholders.

Previous studies such as Williams [47], followed by Galbreath and Shum [48], favor
the presence of women on the board of directors, as their presence tends to have a positive
impact on the level of social disclosures; [49] also endorses the findings of these studies.
Hafsi and Turgut [50] also add that gender-diverse boards significantly improve the social
performance of companies. Earlier, Boyd [51] linked it to the resource dependency theory,
as people from diverse backgrounds improve the quality of decision making, as they tend
to respond in a much better way to the environmental and social effects of their business
activities. Moreover, they realize the consequences much earlier and in a better manner,
thus their response is also more effective.

Gender diversity is considered one of the most important aspects of corporate gover-
nance, and related literature scholars have argued in favor of gender-diverse boards as it
improves the overall human capital, which leads to improved understanding of complex
corporate issues as compared to a homogenous board of directors [52]. In the Pakistani
context, Ikram and Su [53] held that female entrepreneurs at all levels play a vital role in
economic activities. Thus, one must consider gender diversity on boards. The number
of women directors present on the board is used as a representation of not only gender
diversity, but also diversity within the board [52]. The support for the notion that gender
diversity on the board improves CSR disclosure is at best unsatisfactory. Daily and Dal-
ton [54] held that the presence of women on the board might force directors to look into
the expectations of stakeholders, and Zhang and Zhu [55] also support this and add that in
such a scenario, the fulfillment of CSR activities and disclosure becomes more viable. In
light of this brief review, our first hypothesis can be formulated as follows:

Hypothesis 1 (H1). Female directors affect CSR reporting.

2.2.2. Independent Directors and CSR Reporting

The research on the impact of the independence of the board on CSR around the
world has yielded mixed results. The reason could be attributed to many moderating
factors such as the structure of corporate setups, regimes of corporate governance, nature
of the organization, and corporate and legal requirements of specific countries. Along
with this, the cultural and social norms specific to the region also play a major role in
determining such impacts. Along these, the choice of variables used by researchers also
have a great impact on the results. To improve transparency and protect the shareholders’
interests along with those of other stakeholders, the concept of independent variables was
introduced in western economies in the middle of the 1980s [56]. In the Asian context, this
innovation was mainly adopted after the advent of the southeast Asian financial crises
in the closing years of the 1990s and the start of the 2000s. With the passage of time and
the evolution of these economies, it gained importance for researchers and regulators.
However, people still differ over their usefulness, and their effectiveness is still questioned
by many researchers via the results of their research studies. The idea of a board of
directors comprising a majority of independent directors in the Asian context is still new as
compared to developed western economies. Our study comes at a time when this topic has
gained prominence, as independent directors have been proven to be a valuable control
mechanism for effective corporate governance.

Leung and Snell [57] concluded the presence of constructive association amongst the
voluntary CSR disclosure and independence of boards in Hong Kong-listed companies.
Similar relations and conclusions were held by [58] when they analyzed a sample of 104
companies listed in Singapore. Cheng and Courtenay [58] document a positive relationship
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between board independence and voluntary disclosure for 104 Singapore companies.
Cerbioni and Parbonetti [59] also back their finding as they conducted their research on
biotechnology-based companies in Europe. Rao and Tilt [15] conducted similar research
on Australian banks, followed by [60], who researched Malaysian banks, and all held the
same conclusions in general. Later, Jizi and Salama [61] also found a positive relationship
between the independence of the board and CSR-based voluntary disclosures. The studies
of Barako and Brown [62,63], followed by those of Akhtaruddin and Hossain [64], and
Chau and Gray [65], also reported similar findings.

On the other hand, Eng and Mak [66] negate this notion, as they found a negative
relationship between the number of independent directors and voluntary CSR reporting in
a sample of 158 Singapore-listed companies, followed by Gul and Leung [67] and Ahmad
and Rashid [68], who endorsed their findings. Abdullah and Mohamed [69] state that
independent directors prove to be a hindrance in such voluntary disclosures, as they can
influence the decision of the board due to their numbers.

Many scholars have also pointed to the absence of any significant relationship between
the independent directors and voluntary CSR disclosures, and these mainly include [14,70,71].
The main reason attributed by Michelon and Parbonetti [32] is the fact that the main reason
for the presence of independent directors on the board is to ensure the protection of rights
of all stakeholders and to reduce the agency issues and associated cost. Therefore, most of
the time, the voluntary reporting mechanism might be overlooked as it is mostly considered
as an indirect mechanism of monitoring. At the same time, one cannot ignore the fact that
the majority of studies have pointed out the existence of some sort of relationship between
the independence of the board and CSR reporting. However, the focus of these studies
is developed economies and Asia-based studies are very limited. We aim to examine the
impact of the effect of independent directors on the CSR reporting of listed companies
in China.

Scholars such as Adams, Hermalin [72] have discussed the reasons for the presence
of independent directors on the board. They state that their presence not only ensures
the reduction and even elimination of agency conflicts, but also ensures the effective
monitoring of corporate decision-making processes, thus their presence improves the
overall quality of management within the organization. The solution to attendance issues
has also been pointed out by [73]. Fama and Jensen [16] followed by Ho and Shun Wong
endorse their presence, as it ensures the improvement in the quality of CSR disclosure. Such
findings are also validated by those of [74]. De Villiers and Naiker [75] highlighted that the
presence of independent directors improves the environmental performance of companies
as these directors collectively increase the knowledge pool, and thus the monitoring
and oversight function improves. To conclude, we can safely say that the presence of
independent directors improves the CSR performance of the companies. Therefore, our
second hypothesis can be formulated as follows:

Hypothesis 2 (H2). Independent directors affect CSR reporting.

3. Research Methodology
3.1. Sample and Data

Our study is based on the data of Chinese listed companies starting from 2010 to 2019.
Our data consists of 6029 annual observations of the listed Chinese companies, for testing
our earlier held research hypotheses. Our sample companies only include non-financial
companies as the requirement for financial companies greatly differs, and regulations
regarding them are much more stringent. The panel data was considered for our statistical
analysis. The sources of our data are CSR rating by RKS, which are considered to be one of
the most reliable databases in terms of CSR ranking for Chinese companies, and other data
taken from the China stock market and accounting research (CSMAR) database, CSMAR
provides comprehensive information on both financial and non-financial aspects of Chinese
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companies. At the same time, RKS concentrates on the CSR ranking based upon GRI 3.0
(Global Reporting Initiative) for Chinese listed companies, and their credibility can be
assessed from the fact that most of the past researchers have relied upon data provided by
them in terms of CSR ratings [76].

3.2. Selection of the Model

We used regression-based analysis to test our hypotheses and to establish the pres-
ence and magnitude of the relationship amongst the independent and dependent vari-
ables. The research model was tested by conducting a Hausman test, and the resulting
p-value was held to be less than 0.001, thus we adopted the fixed effect model to conduct
further analysis.

3.3. Measurement of Dependent and Independent Variable
3.3.1. Measuring CSR Reporting

We have used the RSK, CSR ranking information for purpose of this study, which
ranges from 0 to 100, and since it has been validated as a legitimate tool by [76]. They
conducted the reliability of the ranking by conducting a robustness check. The independent
variables of the study include female directors and independent directors on the board.

3.3.2. Measuring Female and Independent Directors

We measure the female directors by using the Blau index (BI) by using this formula as
1 — Y | P? where P; is the percent of women and male on the board and 7 is 2 describing
the number of categories (women and male). The number of independent directors within
the board is measured as a percentage of independent directors on the board. The data for
these variables have been obtained from the CSMAR database.

3.3.3. Measurement of Control Variables

The previous studies show that board size, board member meeting frequency, leverage,
big4, and SOE have influenced the extent of CSR reporting (e.g., [77-79]. According to
previous studies [80-82], a large board can be more flexible and efficient than a large
board, as it is associated with fewer bureaucratic problems. Thus, we predict a positive
correlation between board size and CSR reporting. Board meetings are an important factor
for directors to carry out their duties and monitoring functions on management (Conger
et al., 1998). Therefore, it is suggested that directors who meet more frequently are more
likely to perform their duties well. Thus, we are expecting a positive relationship between
board member meetings and CSR reporting. We follow Larcker and Richardson [83] and
measure board member meeting frequency by the total number of meetings conducted in
one year.

3.4. Model Estimation

We tested the effect of female and independent directors on CSR reporting by using
the below regression equations. By following Sial et al., 2018, we used the fixed effect
regression model as a baseline methodology to estimate the below regression equation.

CSRR;; = Bo + p1Female Dyy + BaInd Dy + Y " | BuCVis + €t (1)

In Equation (1), CSRR is the proxy to measure corporate social responsibility. Female
D represents the female director’s diversity on the board. g is the intercept of firm CSR
reporting, Ind D represents the independent directors in the board. 1 and B, are the
coefficients of the independent variable, and Y/ ; ,,CV}; represents all control variables
related to CSR reporting. ¢;; represents the standard error. For the descriptions of variables,
see Table 1.



Sustainability 2021, 13, 6053

9o0f 16

Table 1. Descriptive statistics.

Variable Obs Mean Std,Dev
CSRR 6029 0.4534 1.471
Female.D 6029 0.164 0.478
Ind.D 6029 0.369 1.485
BS 6029 9.103 1.913
BMME 6029 8.874 2.739
Big4 6029 0.175 0.827
SOE 6029 0.597 0.327
Lev 6029 0.495 0.818

Note: Dependent variable is CSR reporting (CSRR, measured by using the rating score of the RKS rating agency.
We measure the female directors (Female.D, by using the proxy of Blau index (BI) by using this formula as
1— Y, P? where P; is the percent of women and men on the board and n is 2 describing the number of categories
women and men). Independent directors (Ind.D, measured as a percentage of independent directors on the
board). Board size (BS, the total number of directors in the board), board member meeting frequency (BMMF,
measured by the total number of meeting in one year), big 4 (Big4, if the firm audited their reports from big4, then
equal to one, otherwise equal to zero), state-owned enterprises (SOE, if the firm is government-controlled the
equal to one, otherwise equal to zero), leverage (Lev, measured by total debt divided by total assets).

4. Empirical Results
4.1. Descriptive Statistics

Table 2 represents the descriptive statistics. The mean value of CSR reporting is 0.4534
with standard deviation descriptive statistics. The average value of female directors is 0.164
with a standard deviation of 0.478. The mean value of independent directors is 0.369 with
a standard deviation of 1.485. It means, on average, 36 percent of independent directors
exist on the Chinese board. The average value of board size is 09.103 with a standard
deviation of 1.913. It means, on average, 9 board members exist on the Chinese board. The
mean value of board member meeting frequency and leverage are 8.874 9.8666 and 0.495,
respectively. The descriptive statistics can be found in Table 1.

Table 2. Pearson correlation.

Variables CSRR Female.D Ind.D BS BMMF Bigd SOE Lev VIF
CSRR 1.000
Female.D  0.0627 ** 1.000 2.614
Ind.D 0.0618 ** 0.0549 ** 1.000 3.852
BS 0.5282 ** 0.1527 ** 0.0255 ** 1.000 1.466
BMMF 0.5464 * 0.0579 * 0.6871 *** 0.5567 * 1.000 2.272
Big4 0.0857 ** 0.0858 **  0.6482 ***  (0.3445** 0.6362 ** 1.000 4.825
SOE 0.0568 0.5797 ***  0.0438 ** 0.5678 0.0372 ** 0.0363 1.000 2.726
Lev 0.0468 ** 0.5747 * 0.0467 * 0.4345* 0.2839 **  0.7372 *** 0.3838 * 1.000 2.654

Note: Dependent variable is CSR reporting (CSRR, measured by using the rating score of the RKS rating agency. We measure the female
directors (Female.D, by using the proxy of Blau index (BI) by using this formulaas 1 — Y} ; Pl.2 where P; is the percent of women and men
on the board and n is 2 describing the number of categories women and men). Independent directors (Ind.D, measured as the percentage of
independent directors on the board. Board size (BS, the total number of directors in the board), board member meeting frequency (BMME,
measured by the total number of meeting in one year), big 4 (Big4, if firm audited their reports from big4 then equal to one, otherwise
equal to zero), state-owned enterprises (SOE, if the firm is government-controlled the equal to one, otherwise equal to zero), leverage (Lev,
measured by total debt divided by total assets), ***, **, * represent p < 0.01, p < 0.05, p <0.1.

4.2. Correlation Matrix

Table 2 shows the correlation matrix. The correlation coefficients of all variables are less
than 0.80. Therefore, there are no multicollinearity problems. The variance inflation factor
(VIF) is also less than the thumb of the role of 10, which lessens multicollinearity concerns.

4.3. Multivariate Analysis

Table 3 represents the results. Model 1 shows the regression results of female directors
on CSR reporting, suggests that female directors in the board (Blau Index) in model 1
(B8 =1.864, p < 0.05) are positively related to CSR reporting. Thus, our first hypothesis
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is accepted that female directors have a positive effect on CSR reporting. Moreover, the
results are also totally aligned with [15,84], who found the same relationship between
female directors and CSR reporting. It also supports agency theory.

Table 3. Impact of female and independent directors on CSR reporting and financial performance.

Variables Model 1 (CSRR) Model 2 (CSRR) Model 3 (ROA) Model 4 (ROA)
Coef. p-Value Coef p-Value p-Value Coef p-Value Coef
Female.D (BI) 1.864 ** 0.045 - 1.324 ** 0.021
Ind.D 1.322 0.213 1.432 0.235
BS 0.065 *** 0.001 0.067 *** 0.007 0.052 *** 0.002 0.062 *** 0.005
BMMF 0.063 *** 0.000 0.059 *** 0.000 0.034 *** 0.000 0.043 *** 0.000
Big4 0.076 0.687 0.087 0.902 0.063 0.687 0.082 0.902
SOE 0.047 0.431 0.048 0.423 0.038 0.431 0.043 0.423
Lev —0.432 ** 0.046 —0.145 ** 0.049 —0.324 ** 0.046 —0.134 ** 0.049
YEAR YES YES YES YES
INDUSTRY YES YES YES YES
No of Obs 6029 6029 6029 6029
R? 27.74 28.57 2447 25.65

Note: Dependent variable is CSR reporting (CSRR, measured by using the rating score of the RKS rating agency. We measure the female
directors (Female.D, by using the proxy of Blau index (BI) by using this formulaas 1 — Y} Pl.2 where P; is the percent of women and men
on the board and n is 2 describing the number of categories women and men). Independent directors (Ind.D, measured as the percentage of
independent directors on the board. Board size (BS, the total number of directors in the board), Board member meeting frequency (BMME,
measured by the total number of meeting in one year), Big 4 (Big4, if the firm audited their reports from big4 then equal to one, otherwise
equal to zero), State-owned enterprises (SOE, if the firm is government-controlled the equal to one, otherwise equal to zero), Leverage (Lev,
measured by total debt divided by total assets), ***, **, represents p < 0.01, p < 0.05.

Model 2 shows the regression results of independent directors on CSR reporting,
suggesting that independent directors had no significant impact on the decision regarding
CSR reporting by firms, as the results indicated that the role of these independent directors
had insignificant p-values of 0.213. This supports the findings of [85], which applies that
they have trivial roles and powers when it comes to decision making. Therefore, we reject
H2 based on the results. Our results (model 3) present that there is a positive relationship
between women directors and financial performance (8, = 01.324, p-value = 0.021). Our
results in (model 4) show the insignificant relationship between independent directors and
financial performance.

The Chinese corporate culture is not well suited for non-executive directorship, as
most of such directors occupy multiple positions, as in 2009, almost 75% of the non-
executive directors of the supervisory board were occupying multiple directorships. Such a
high percentage is itself unique, and [86] researched the given data to assess whether they
were able to execute their responsibilities. As it is commonly associated with reputation, a
person with a high reputation is perceived to be a professional of the highest caliber, and
thus would also have multiple supervisory directorships. This is the case in China, where
the multiple directorships are favored by the corporate job market [87].

Regarding control variables, results show that the board’s size and board mem-
ber meeting frequency have a direct and significant relationship (p value= 0.001 and
p-value= 0.000) with CSR reporting. It also clearly indicates that larger boards and more
meetings of board members have more probability of providing higher CSR disclosures
than smaller boards. This is consistent with the results found by other prior studies
like [61,70,88,89]. We found a negative relationship between leverage and CSR report-
ing [90,91], because firms with high leverage always focus on short-term goals, instead
of the long-term social goals of the corporation. Big4 and state-owned enterprises do not
have any significant effect on CSR reporting.

4.4. Discussion of Results

The present study tends to explain the impact of female directors on CSR reporting.
Our findings can be considered important since they tend to lend support to the positive
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impact of female directors on the level of CSR reporting. As it is commonly held that
female directors, in general, tend to improve the level of CSR reporting. Our contribution
mainly relates to testing of earlier held research hypotheses on a large data set and hold
great importance for policymakers, practitioners, and top-level executives of companies
and provides an in-depth understanding of the inclusion of females on the board as well
as independent directors to improve the level of CSR reporting. Our study provides an
opportunity for future researchers by explaining the impact of female directors on CSR
reporting. Meanwhile, it will help the top-level executives to formulate the necessary
policies for the improvement of gender diversity and CSR reporting mechanism, which
in turn will be reflected in their valuation and improvement of the overall performance
of their companies. Second, one of the main issues related to independent directors is
the absence of financial benefits as compared to the other members of the board. They
are elected by the board of directors, and most of them are serving as directors in other
companies as well, even though they have in-depth knowledge of the mechanism, but due
to lack of benefits and existing job responsibilities, they are mostly unable to execute the
supervisory role. They usually rely on the information provided by the board of directors
for their decision making, thus their effectiveness is mostly compromised.

In many cases, independent directors may lack the detailed knowledge of the company
as well, but this can be improved if they regularly attend the board meetings, so they can
familiarize themselves with the affairs of the company. If independent directors regularly
attend the meetings, they are in a better position to analyze the information provided
to them, and this can improve their decision-making. Another main issue related to the
appointment of independent directors pointed out by Sartawi and Hindawi [71] is the
selection based upon personal or family connections with the board of directors. Such issues
greatly compromise the effectiveness of the supervisory role of their decisions. One of the
major issues in China relates to state ownership of the majority of the corporations. The
state ownership applies that the majority of the independent directors are appointed by the
state based upon their political and personal connections and loyalty towards the political
ideology. This, coupled with earlier identified problems, severely hinders the independent
role, which independent directors are supposed to perform, leading to principal-principal
agency issues within the state-owned and operated organization. Such problems can only
be eliminated by the effectiveness of independent directors. Even though all these issues
are present in the Chinese context, still no one can deny the importance of independent
directors on the board. The results of current research partially lend support to agency
theory, but also support the gender diversity within the board and independent directors
and how this impacts the level of CSR reporting.

4.5. Robustness Tests
4.5.1. An Alternative Measure of Boardroom Gender Diversity

Table 4 shows the alternative measures of female directors for the robustness of our
findings. We used two alternative measures of female directors, the number of proportions
of female directors (PFD) and Shannon index. Coefficients of the PFD and Shannon index
remain significantly positive at a 5 percent level (8 = 1.735, p < 0.05, 3 = 2.544, p < 0.05).
These results confirm our main findings in Table 3.

4.5.2. Problem of Endogeneity

To resolve the problem of endogeneity by following previous studies [36], we used
two-stage least square (TSLS) regression. Table 5 model 1 represents the result of the female
director proxy (Blau index) on CSR reporting. The coefficient of the Blau index remains
positive and significant at a 5 percent level (8 = 1.767, p < 0.05) and the coefficient of
independent directors remains insignificant at 5 percent level (8 = 1.752, p > 0.05) The
results of the two-stage least square model validate our main findings.
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Table 4. Robustness tests: Alternative measures of female directors.

Variables Model 1 (CSRR) Model 2 (CSRR)
Coef. p-Value Coef p-Value

Female.D (PFD) 1.735 ** 0.012 _— _

Female.D (Shannon.I) — _ 2.544 ** 0.0434

Ind.D 1.357 0.112 1.726 0.146

BS 0.076 ** 0.030 0.079 ** 0.056

BMMF 0.075 *** 0.000 0.065 *** 0.000

Big4 0.087 0.575 0.090 0.129

SOE 0.079 0.521 0.068 0.496

Lev —0.460 ** 0.038 —0.075 ** 0.049
YEAR YES YES
INDUSTRY YES YES
No of Obs 6029 6029
R? 24.72 25.50

Note: Dependent variable is CSR reporting (CSRR, measured by using the rating score of the RKS rating agency.
We measure the female directors by taking the proportion of female directors on the board. The second proxy
used to measure the female directors is the Shannon index (1948), it is represented by the equation -}/ ; P;,InP; in
this P; represents the composition of the board of directors based upon gender and n is 2 indicating classifications
of male & female. Independent directors (Ind.D, measured as the percentage of independent directors on the
board. Board size (BS, the total number of directors in the board), board member meeting frequency (BMME,
measured by the total number of meeting in one year), big 4 (Big4, if the firm audited their reports from big4
then equal to one, otherwise equal to zero), state-owned enterprises (SOE, if the firm is government-controlled
the equal to one, otherwise equal to zero), leverage (Lev, measured by total debt divided by total assets), ***, **,
represents p < 0.01, p < 0.05.

Table 5. Robustness tests: Problem of endogeneity.

Variables Model 1 (CSRR) Model 2 (CSRR)
Coef. p-Value Coef p-Value
Female.D (BI) 1.767 ** 0.019 S S
Ind.D — S 1.752 0.163
BS 0.078 ** 0.051 0.068 ** 0.021
BMMF 0.034 *** 0.001 0.067 *** 0.006
Big4 0.075 0.171 0.060 0.863
SOE 0.080 0.523 0.054 0.312
Lev —0.417 ** 0.013 —0.406 ** 0.048
No of Obs 6029 6029 6029 6029
WaldCh? 957.91 808.20
R? 26.70 27.47

Note: Dependent variable is CSR reporting (CSRR, measured by using the rating score of the RKS rating agency.
We measure the female directors (Female.D, by using the proxy of Blau index (BI) by using this formula as
1-y0, P,-2 where P; is the percent of women and men on the board and n is 2 describing the number of categories
women and men). Independent directors (Ind.D, measured as the percentage of independent directors on the
board. Board size (BS, the total number of directors in the board), board member meeting frequency (BMME,
measured by the total number of meeting in one year), big 4 (Big4, if the firm audited their reports from big4
then equal to one, otherwise equal to zero), state-owned enterprises (SOE, if the firm is government-controlled
the equal to one, otherwise equal to zero), leverage (Lev, measured by total debt divided by total assets), ***, **,
represents p < 0.01, p < 0.05.

5. Conclusions and Future Research

The purpose of our study is to examine the impact of female and independent directors
on the CSR reporting within the non-financial Chinese listed companies. The period of the
study ranged from 2010 to 2019. As per our results, female directors significantly affect CSR
reporting, but we did not find any significant relationship between independent directors
with CSR reporting.

In short, female directors on boards can help to enhance organization reporting related
to CSR. The findings of this have a look at the result in numerous useful summaries. First
of all, listed organizations, the growing diversity of gender may improve the level of orga-
nizations CSR reporting. As already mentioned in the discussion above, this can be due
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to the various factors, which encompass better information of CSR at the organizational
level and personal attributes of female directors. The existing studies provide beneficial
insight for policymakers and regulators alike concerning how they can improve the ef-
fectiveness of the female directors and independent directors in terms of CSR reporting.
The establishment of CSR-based ranking and its use as part of the valuation mechanism
for companies can prompt independent directors and female directors to fulfill their roles
more effectively. Our results also support the notion that improvement in the level of CSR
reporting also holds reputational incentives for female and independent directors within
the Chinese corporate sector. The results of our study are valuable contributions to the
existing literature on general topics of CSR and females with independent directors.

Practical Implications and Limitations

To summarize, our study is useful for practitioners, educationists and managers of
companies, as it helps in explaining the potential impacts of female directors within the
board and the role of independent directors in improving the overall performance of the
companies via improving the CSR performance of the companies. The results of our study
are indicative of the importance of the inclusion of women in leading roles and will also
serve to provide a legitimate base for their hiring at top levels of companies, as it helps to
improve the performance of companies via improvement in CSR related disclosures.

Our study has some limitations. First, our study relates to only included Chinese
listed companies and due to differences in the legislation, corporate culture, and social
norms, the findings might not apply to other countries or regions. Future researchers can
conduct cross-sectional studies to generalize the findings using a similar set of variables.
Second, future researchers can add other variables with different aspects of organizational
behavior, behavioral aspects of management at individual organizations and industrial
levels. Third, they can also conduct cross-sectional studies using regional economies with
similar socio-economic setups. The room for research in CSR-related areas is great specially
in developing economies. In the Chinese context, researchers can explore the impact of
behavioral aspects of the board of directors on CSR reporting.
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