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Abstract

This paper theoretically investigates the link between corporate board characteristics and
firm performance before and during the COVID-19 pandemic. Underpinned by the upper
echelon theory, this paper examines the potential interaction terms and moderating variables
that may influence their relationship. This paper adds to the existing literature by presenting
the effect of board characteristics presently demonstrated and shedding light on their
relationship in the context of an emerging economy. Ultimately, this paper offers investors,
shareholders, and management insights into embracing board diversity to reap its full
benefits in enhancing firm performance. Additionally, this paper imparts valuable input for
the corporation, particularly the management, in their continuous effort to remain
competitive and protect stakeholders’ interests during uncertain times.
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Introduction

A corporate board’s diversity has garnered colossal attention from academicians and
practitioners. The immense attention given to the diversity domain of the corporate board is
warranted, given that good corporate governance can generate and preserve value for
investors. Good corporate governance exercise is broadly acknowledged by a mass of
corporations, predominantly publicly listed firms, to boost transparency, captivate new
investments, induce great corporate culture, restrain misconduct, encourage parity and
equality, and eventually improve performance.

Subsequence to an elevated level of influence and materiality impact that the corporate
boards have on investors, it is clear why corporate leaders, financial analysts, institutional
investors, and other stakeholders dedicate so much time and attention to the configuration
of the corporate board, including the diversity of board members. Albeit diversity greatly
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manifolds, several of which are ready for analysis, substantial awareness has fixated on
corporate board diversity as constituted by the gender composition of board directors.
Although there is an ethical and moral argument for board diversity in equity, inclusion, and
social justice, researchers and practitioners concentrate on the business case of gender
diversity in corporate boards.

Firms regularly encounter calamities, but the COVID-19 pandemic may be distinctive given its
speed of change and its influence on the economy’s private and public segments (e.g., Kells,
2020; Mather et al.,, 2021). The widespread of the lethal coronavirus worldwide, the
implementation of severe approaches concerning social distancing, stay-at-home advisories
(if not orders), community quarantine, and such impose distressing impacts on every single
market worldwide, particularly for the operational of publicly listed firms on the share market
of a country (e.g., Jebran & Chen, 2023; Shen et al., 2020). This crisis signifies the worst global
downturn after the Second World War (e.g., Ellul et al., 2020). In other words, constraints led
to afallin gross domestic product (GDP) and severe unemployment approaching levels poorer
than the Great Depression (e.g., Gelter & Puaschunder, 2021), and numerous countries
endured serious corporate bankruptcies (e.g., Fu & Shen, 2020).

The COVID-19 pandemic negatively affects firm performance (FP) by reducing the total
investment, including each firm's total revenue, correspondingly (e.g., Makni, 2023). The
negative impact is more prominent for firms with smaller investment sizes or sales revenues,
particularly those in serious-impact areas and industries (e.g., Shaik, 2021; Rababah et al.,
2020; Shen et al., 2020). The negative impacts of COVID-19 on FP are less pronounced in
countries with better healthcare systems, better advanced financial systems, and better
institutions (e.g., Hu & Zhang, 2021). Further, COVID-19 pandemic-related restrictions have
heightened the proceeds of big technological and pharmaceutical firms while ruining or
bankrupting many smaller firms more dependent on the conventional economy (e.g., Levy,
2021).

The COVID-19 pandemic has driven numerous media channels to assert that female leaders
around the globe have demonstrated superior crisis management capabilities compared to
their male counterparts, evidenced by faster responses and more effective communication
regarding pandemic policies (e.g., Aldrich & Lotito, 2020). Although much of this reporting
relies on anecdotal evidence, empirical research indicates that females may approach
decision-making in crises differently from men. Females are generally recognized for their
greater risk aversion (e.g., Dawson, 2023), which can lead to a more cautious attitude toward
health risks and a propensity for swift action.

Before the COVID-19 pandemic, researchers argued that gender-diverse boards had a notable
impact on FP, although the empirical findings are mixed. On one hand, empirical works, such
as those by Hoobler et al. (2018) identify a strong positive correlation. On the other hand, the
theoretical framework by Soare et al. (2022) indicates either a detrimental or non-existent
relationship. Furthermore, discrepancies in outcomes emerge when varying FP measures are
employed, as demonstrated by (Bennouri et al., 2018).

Peteghem et al. (2018), argue that increasing board diversity without taking other
characteristics of board members may lead to inefficiencies in board dynamics. Thus, in
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addition to the impact of female directors on the boardroom, it is worth examining the
influence of ethnicity on Malaysian corporate boards. In Malaysia, the corporate boards have
displayed progress in female directors occupying the corporate board seats over the years
but have made far less progress in improving cultural/ethnic representation in the
boardrooms.

A study based on 312 Bursa-listed firms sampled in 2019 shows that 14% of the board
comprises one ethnicity. 52% of the board comprises two ethnicities, and 26% consists of
three ethnicities in Malaysia’s top 100 publicly listed boards (ICDM & WTW, 2021). The
influence of ethnicity may be substantial in a multicultural society such as Malaysia. To a
certain extent, Malaysia has been labeled as an ethnic salad bowl instead of a melting pot as
a genuinely multicultural society because every ethnic group in the country favors retaining
the group’s distinct ethnic identity (e.g., Goh & Teh, 2022).

Additionally, it is important to investigate how foreign directors influence the FP association
in Malaysia as board members are becoming more international following globalization. As
the business world’s border faded and people from various cultures started forming closer
connections, the engagement of foreign directors on the corporate board is among common
internationalization traits. As board members from diverse backgrounds, foreign directors
may offer plenty of advantages, including costs to firms. Thus, this has triggered a growing
literature research on the function of foreign directors on firm behaviors lately.

Foreign directors may have good networks and expertise and can impart good strategic
direction (e.g., Hooghiemstra et al., 2019). Foreign directors, markedly those with adequate
experience, are linked with more remarkable strategic change in firms, with the impact
intensity depending on FP (e.g., Samara & Yousef, 2023). Board cultural diversity influenced
by foreign directors has a positive link with FP, with diversity in masculinity, ambiguity
averting, and long-term orientation dimensions being remarkably significant (e.g., Dodd &
Zheng, 2022). Furthermore, a board of directors with foreign experience gained in highly
innovative countries promotes firm innovation, especially in highly innovative industries (e.g.,
Xiang & Yi, 2022).

This paper is structured as follows: The paper begins with an overview of the literature on
board characteristics and their impact on FP. Then, this paper discusses the theoretical
background, identifies the research gap, and outlines the directions for future research. Next,
the paper presents the research frameworks and hypotheses. Finally, the paper outlines the
research methodology.

Board Characteristics and Firm Performance

Females occupying board seats have been the focus of intense disputes worldwide (e.g.,
Nkomo et al., 2019) that draw prominent researchers’ attention. Initiatives towards
enhancing the number of female directors occupying corporate board seats have gained
traction in numerous parts of the world, including Malaysia. The commitment of firms to
boost female representation on the corporate board continues to ascend as multiple
corporations promote gender diversity. In this country, the average percentage of females
occupying publicly listed corporate board seats stands at approximately 22% as of 1 May 2023
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(Bursa Malaysia, 2023). Changes in demographics in the workplace and changes in the law
are the major influences shaping this outcome (e.g., Deloitte, 2019).

Policymakers, investors, activists, and corporate governance consultants support gender
diversity to improve board effectiveness, yet frictions persist. To manage these frictions,
governments all over the world began adopting quotas. In Malaysia, for instance, federal law
demands all publicly listed firms in Bursa Malaysia to achieve at least 30% of females
occupying board seats. However, empirical research by Hwang et al. (2018) argues that there
is a limited supply of female director candidates and that supply-side restrictions can reduce
the positive impact of government mandates to increase gender diversity in the corporate
boardroom.

Empirical works (e.g., Tleubayev et al., 2020) find that opinions on risk and opportunity differ
between males and females. The traits required to climb the upper echelons, such as
boldness, toughness, and leadership capability, are closer to those typically correlated with
males, not females (e.g., Heilman et al., 1989). As an outcome, females are regularly perceived
not to possess the attributes required to thrive at the upper echelons. This lack of unity
between the stereotypical features of females and professional obligations leads to the
inference that females are less competent to manage professions that males typically
dominate. These stereotypes can deter females’ careers in the upper echelon seats.

There is a broad consensus that societies frequently presume that males are inclined to be
more competitive, possess great self-confidence, and are bolder in confronting risks (e.g.,
Poletti-Hughes & Briano-Turrent, 2019). Conversely, female directors tend to consider risk
from a more broad and controlled perspective, especially when uncertain investments give
straightforward positive returns (e.g., Zampone et al., 2024). Further, female directors might
gather exclusive human capital that benefits the firm, which may enhance FP via groupthink
reduction, etc. (e.g., Wahid, 2019). They are less bold in investing during economic crises, thus
inclined to decrease cash expenditures, such as dividend payments and holding firm cash,
during financial crises (e.g., Ngo et al., 2019). However, female directors also have an
advantage in constructing communication channels that create alignment with external
stakeholders to resolve agency issues and aid access to resources (e.g., Khan et al., 2023).
Furthermore, Pidani et al. (2020) accentuate that female directors can make distinctive
contributions with higher social expertise, permitting them to establish better connections
with outside stakeholders.

In contrast, Sattar et al. (2022), observe an inverse connection between gender-diverse
boards and firm profitability. Overall, while the fraction of female board members may bring
substantial benefits in the form of more excellent financial performance and innovation, the
influence can differ depending on the specific context of the firm and other aspects, such as
the strength of shareholder rights, including the capability of board members to contribute
distinctively. Moreover, the effect of gender-diverse boards may be enhanced or hampered
depending on the firm's organizational structure, organizational culture, and growth
orientation (e.g., Li & Chen, 2018). As such, the approach of simply incorporating female
directors to the board without safeguarding equal access to information may reduce the
advantages of gender diverse board and even heightened inefficiencies, which may
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underwrite the inconclusive or even downright contradictory empirical results on the
advantages of gender-diverse corporate boards.

Malaysia is a unique country with a heritage of diverse cultures, including a lengthy era of
British colonial rule. The population in Malaysia in the first quarter of 2024 is estimated at
34.0 million. It comprises three main ethnicities, which are Malay (57.9 percent), Chinese
(22.6 percent), and Indian (6.6 percent) (Department of Statistics Malaysia, 2024). People of
Malay and Indigenous ethnicity are collectively known as Bumiputera, and the rest of the
population is known as non-Bumiputera (e.g., Paoliello, 2019). There is a broad consensus
that ethnic/cultural diversity occurs due to migration among different economies (e.g.,
Alhendi et al., 2021). Ethnic backgrounds and values shape individuals’ perceptions and
behavior.

The origin of Malaysia’s multiethnic groups may be traced back to British colonialism in
Malaysia. Under British rule, laborers from India, referred to as “coolies”, the British name for
indentured laborers (e.g., Hoefte, 2017) migrated to Malaysia to work in the rubber
plantations. Meanwhile, laborers from China (e.g., Kaur, 2012) migrated to Malaysia to work
in the tin mines. These migrations turned Malaysia into a multicultural society of diverse
ethnic groups with heterogeneous relationships and cultures. Each ethnic group upholds and
exercises its separate cultural values and religious beliefs regardless of the blurring of racial
lines via modernism and education (e.g., Mohd Iskandar & Pourjalali, 2000). The influence of
ethnicity may be substantial in a multicultural society such as Malaysia.

Recently, board members are becoming more international. Following globalization, the
business world’s border faded, and people from various cultures started forming closer
connections. Board diversity contributed by foreign directors may enhance the merit of
decision-making undertaken by the boards. The improved merit contributed by board
directors from different backgrounds may produce a more extensive range of experiences,
knowledge, and views for the board, enhancing assessments and discussions during the
decision-making course (e.g., Conyon et al., 2019; Handa, 2021). Corporate board directors
with international experience may present several advantages to firms, such as improving
firm profitability (e.g., Joenoes & Rokhim, 2019; Sarhan et al., 2019), firm learning (e.g., lliev
& Roth, 2018), and corporate governance practices transfer between countries (e.g., Handa,
2021; lliev & Roth, 2018).

Foreign directors, as advisors to top executives, may use their information on global markets
to deliver beneficial inputs and positively affect firm decisions. Existing literature argues that
corporate boards comprise foreign directors with international experience who have valuable
foreign networks and expertise, which may ease entry to distinctive networks and enhance a
firm’s competitive advantage. Enhancing foreign involvement may improve the board’s ability
to assess strategic direction, introduce novel ideas and perspectives, supply access to global
networking prospects, and safeguard transparency and accountability on strategic decisions
(e.g., Conyon et al., 2019).

In foreign countries where they serve, board directors must persistently create novel

solutions that may contrast with their responses in their home country. This situation permits
them to become more alert and creative, increasing their proficiency in efficiently handling
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numerous courses of strategic action. In conclusion, foreign directors may hold a wide range
of general competencies that give them a valuable edge in initiating and executing strategic
change within a firm. Regarding resource obligation, corporate boards with a high degree of
foreign director fraction may aid the exploration of growth prospects by incorporating a more
comprehensive range of products or markets.

Board of directors related to foreign markets can heighten the prospects in this field, including
providing inimitable skills, vision, and information about handling numerous constituencies
and taking advantage of prospects in untested investment fields. For instance, in a
progressively globalized world, a board of directors from diverse cultural and political
backgrounds may impart beneficial information about prospective synergies in both supplier
and customer markets. Nevertheless, it is vital to note that boards of directors from other
countries and cultures will have beliefs, norms, and values that contrast with the substantial
attributes of national directors to varying levels. Granting foreign director fractions in the
boardroom has a positive and detrimental effect, but the association between foreign
director fractions and firm profitability is still questionable with mixed empirical results (e.g.,
Dodd & Zheng, 2022).

Emphasis of the Study

There is heightened concern regarding board characteristics, precisely the inclusion of female
directors, which has triggered the enactment of numerous rules and policies designed to
bolster the fraction of female board members occupying board seats around the globe.
Numerous empirical literature has associated board characteristics, which may be
represented by gender diversity, ethnic diversity, and foreign directors with FP (e.g., Garcia
Martin & Herrero, 2018). A well-constituted board will assist the board in discharging its
stewardship responsibilities to attain sustainable FP across main FP measures, implying a
correlation between board diversity and FP. Higher adoption of diversity attributes over
different dimensions correlates with better FP (e.g., Bennouri et al., 2018; Green & Homroy,
2018).

Although numerous empirical works (e.g., Nguyen & Muniandy, 2021) observe a connection
between board diversity and FP, the empirical evidence also shows that a moderating variable
might modify the association. Additional studies are essential to clarify existing outcomes and
explicitly analyze differences in board diversity attributes’ influences that may link with firm
profitability. Thus, this study will examine the board characteristics (gender, ethnicity, foreign
director, and board independence) and their impact on FP empirically. This study diverges
further by examining interaction terms between board characteristics and the moderating
impact of a moderator variable on their relationship.

Theoretical Clarification and Gap

Most of the existing empirical works focusing on the influence of board characteristics on FP
relationships have relied on data from developed markets, mainly from Europe and North
America. Nonetheless, there is growing attention on emerging markets, particularly large
ones such as China, India, and Turkey. Despite this, limited studies focus on publicly listed
firms in emerging economies such as Malaysia. Thus, emerging economies may offer a
different perspective, which is different in numerous aspects and impart a better
comprehension of the extent of FP.
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Researchers may adopt numerous theories to examine FP, such as agency theory (e.g., Kabir
et al., 2023) and resource dependence (e.g., Winkler et al., 2020; Yang et al., 2019). Besides
these theories, this study’s adoption of upper echelons theory further provides additional
theoretical ground when studying the function of board characteristics on FP. Thus, this study
is contributory across the border as limited empirical frameworks analyze the moderating
influence of a moderator variable on the connection between board characteristics and FP in
an emerging market such as Malaysia. Furthermore, in terms of methodology, this study
employs panel data regression, which can impart better definite results and may control
specific obscured heterogeneities in the cross-sections.

This study’s outcomes have excellent policy and market inferences and set the foundation for
future empirical works. Thus, to widen the angle of this study, researchers may study subjects
regarding the board age, ownership concentration, and ESG and its role in diverse boards and
FP relationships. These subjects have substantial potential in academic and practical fields to
further expand this body of literature, specifically in emerging economies such as Malaysia.

Research Framework

Drawing from the existing empirical research, this study establishes the fundamental
construct and builds the conceptual research framework, delineated in Figure 3.1, with an
understanding. Perceptions of corporate governance mechanisms and their applications in
corporations may affect FP positively. Thus, this study constructs the conceptual framework
to look into the connection between board characteristics and FP, including the moderating
role of a moderator in their relationship. This inter-relationship will be theoretically
conceptualized in this study framework to examine the impact of those attributes in the
Malaysian context.
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Independent Firm Size Dependent
Variables Variables
Board v Financial Performance
Characteristics (ROA, ROE, and Tobin’s
Q)
Interaction Variables /
Firm Age

Financial Leverage

Control Variables

Board Size

The proposed research framework is shown in Figure 1.

Figure 1 Relationship between Board Characteristics, Interaction Variables and Firm
Performance

Hypotheses

Referring to the existing works (e.g., Ararat & Yurtoglu, 2021; Nguyen & Muniandy, 2021;
Pucheta-Martinez & Gallego-Alvarez, 2020) on the corporate governance domain, strategic
and diversity management, the empirical findings infer that an interaction approach amongst
independent variables will likely be used to investigate their combined effects on dependent
variables. Therefore, this study will integrate interactive variables to examine the diversity
issues further.

Although researchers expect diverse boards theoretically to add to FP underpinned by their
quality decision-making, skillsets, and advisory capacities, the link between diverse boards
and the FP is complex. Numerous empirical works (e.g., Ozdemir, 2020; Sarhan et al., 2019)
observe a connection between board diversity and FP; the empirical evidence also shows that
moderating variables might modify the association. Consistent with the above suggestion, this
study introduces moderators into the model because this study predicts the variable will
affect the connection between board characteristics and FP.

This study’s subsequent hypotheses are proposed after considering the theoretical arguments
and prior research results.
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Hypothesis 1:

Board Characteristics will have a significant and positive impact on Firm Performance.
Hypothesis 2:

Interaction between Board Characteristics will have a significant and positive impact on Firm
Performance.

Hypothesis 3:

Moderator Variable moderates the relationship between Board Characteristics and Firm
Performance.

Method and Measure

This study will investigate publicly listed non-financial firms in Bursa Malaysia. The sample
will be selected based on the largest to the lowest market capital hierarchy. The sample
selection will be based on a judgmental approach or non-probability sampling. The final
sample will be free of firms with incomplete and missing information on critical explanatory
variables of the study. This study will mine the information on demographic diversity from the
annual reports of sampled firms published on the legitimate website of Bursa Malaysia. This
study will employ multiple regression of panel data to examine board characteristics and FP
nexus.

The independent variables of this study are demographic characteristics and interaction
terms, while the dependent variable is firm financial performance (ROA, ROE, Tobin’s Q). The
regression model will integrate firm age, financial leverage, and board size as the control
variables into the analysis to account for other possible impacts on the mathematical models
of this study.

Model
Firm Performance Y = a + BBoard Characteristics + ZBInteraction Variables + Z2BModerating
Variables + 2BControl Variables + €
ROA = o+ BBoard Characteristics + 2BInteraction Variables + 2BModerating Variables
+ 2BControl Variables + €

ROE = a+ BBoard Characteristics + 2BInteraction Variables + 2BModerating Variables
+ 2BControl Variables + €

Tobin’s o + BBoard Characteristics + ZBInteraction Variables + ZBModerating Variables

Q + 2BControl Variables + €

This study will define firm age as the natural logarithm of the years since the firm was
incorporated following Brahma et al. (2021) to minimize the effect of outliers. Following
Mastella et al. (2021), this study will calculate leverage as the total debt/the total assets.
Additionally, this study calculates board size as the total number of board members following
Brahma et al. (2021).

Conclusion

Numerous existing empirical frameworks (e.g., Belaounia et al., 2020; Nguyen, 2023; Soare et
al., 2022) examine the association between board characteristics and FP, but the outcomes
are mixed. This study will demonstrate that firm size (FSIZE) is a positive and significant
moderator in the board characteristics and FP nexus because the markets perceive diverse
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boards in larger firms as more capable of achieving superior performance than smaller firms.
Additionally, larger firms are generally more recognized, which facilitates their attraction and
retention of highly skilled board members compared to smaller firms. Further, larger firms
tend to be more well-established than smaller ones and pose more resilience to unexpected
market disruptions such as those triggered by the COVID-19 pandemic.

This study’s outcomes are substantial in understanding whether FSIZE moderates the
connection between board characteristics and FP, which has not been thoroughly examined
in prior empirical research, including the Malaysian perspective. Further, by adopting the
Malaysian dataset, this study bridges the cultural differences of world markets regarding
board characteristics and FP nexus, in contrast to data from ethnically homogeneous
economies. Moreover, empirical evidence on gender-diverse boards and FP association for
firms in emerging economies is scarce (e.g., Li & Chen, 2018).

This study concentrates solely on Malaysian firm-level data. A valuable avenue for further
research is conducting comparative empirical studies in neighboring countries such as
Singapore, China, Thailand, and Indonesia. These countries exhibit distinct corporate
governance structures and regulatory frameworks, and examining them will provide critical
insight. Such empirical works will effectively reveal the similarities and differences in how
these countries mold the corporate board to enhance FP.
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