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Chapter 1. Introduction 

 

1.1       Moving Towards a Stakeholder Model of Corporate Governance 

Corporate governance deals with the mechanisms that oversee decision making within firms 

(Hambrick, Werder, & Zajac, 2008). As shown in Figure 1.1, corporate governance 

mechanisms exist at multiple levels, ranging from board structures, ownership structures, and 

corporate governance policies that are more to the micro direction (internal to the firm) to 

legislative, cultural, and economic institutions that are more to the macro direction (external 

to the firm) (Aguilera, Desender, Bednar, & Lee, 2015; Hambrick et al., 2008). Through these 

mechanisms, corporate governance determines what firms can do and how the risks and 

returns from firm activities are allocated among the parties with a stake in the firm (Aguilera 

& Jackson, 2010; Filatotchev & Nakajima, 2014). Therefore, the quality of corporate 

governance is of profound significance to various corporate actors, as well as to the economic 

system as a whole (Aguilera et al., 2015; Hambrick et al., 2008). 

 

 

The idea of what constitutes good governance is closely tied to how one 

conceptualizes corporations (Aguilera & Jackson, 2010). As the concept of corporations has 

 

Internal 

to the Firm 

Board Structures 

Ownership Structures 

Corporate Governance Policies 

 

Other Internal 

Governance Mechanisms 

External 

to the Firm 

Legislative, Cultural, and Economic 

Institutions 

Corporate Governance Mechanisms 

Figure 1. 1 Corporate governance mechanisms 
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evolved in the past decades, so have the boundaries and goals of corporate governance 

(Aguilera et al., 2015; Hambrick et al., 2008; Walls, Berrone, & Phan, 2012). The traditional 

model of corporate governance takes an agency perspective (Fama & Jensen, 1983; Jensen & 

Meckling, 1976), viewing corporations as a nexus of contracts between shareholders and 

management, defining the goal of corporations merely as maximizing shareholder value, and 

focusing on mechanisms to mitigate the principle-agent problem caused by the separation of 

ownership and control (Adams, Hermalin, & Weisbach, 2010; Dalton, Hitt, Certo, & Dalton, 

2007; Hambrick et al., 2008). 

However, since the 1990s, the scope of corporate governance has broadened to 

encompass multiple stakeholders who can affect or are affected by a firm’s operations 

(Aguilera et al., 2015; Hambrick et al., 2008; Walls et al., 2012). Stakeholder theory 

(Freeman, 1984) has been the most preferred lens for understanding the rise of the stakeholder 

model of corporate governance. This theory views corporations as a set of relationships 

among stakeholders, including not only shareholders, but also creditors, employees, 

customers, suppliers, the community, the environment, and ultimately society at large 

(Aguilera & Jackson, 2010; Parmar et al., 2010). According to the tenets of stakeholder 

theory, maintaining a good relationship with stakeholders is essential for firms to secure long-

term survival and success (Freeman, 1984; Laplume, Sonpar, & Litz, 2008). 

As the field of corporate governance moves towards a stakeholder model, it has also 

increasingly recognized corporate social responsibility (CSR)—the responsibility of firms to 

actively serve the interests of a broader set of stakeholders beyond their shareholders—as an 

important part of the corporate goal (Walls et al., 2012; Wang, Tong, Takeuchi, & George, 

2016). This trend is well illustrated in the “Davos Manifesto 2020” from World Economic 

Forum, which redefine the purpose of a corporation as to engage all its stakeholders in shared 

and sustained value creation. The “Davos Manifesto 2020” argues that companies should no 
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longer serve only the interests of their shareholders, they must also commit to satisfying the 

needs of customers, treating employees with dignity and respect, forstering diversity and 

inclusion at work, dealing with suppliers ethically, supporting the community, protecting the 

environment, and improving the state of the world.1   

At the same time, various corporate governance mechanisms that aim at fostering CSR 

have emerged in response to calls from the public, policymakers, and researchers. For 

instance, internal to the firm, we have seen the diffusion of CSR contracting to enhance 

managerial commitment to CSR (Flammer, Hong, & Minor, 2019) and board gender diversity 

policies to advance gender equality at the top (Klettner, Clarke, & Boersma, 2016). External 

to the firm, for example, a growing number of countries have established CEO-to-worker pay 

ratio disclosure requirements to reduce income inequality and board gender quotas to promote 

more gender-balanced boards (Terjesen, Aguilera, & Lorenz, 2015). 

 

1.2       Corporate Governance and CSR 

CSR reflects the extent to which a firm actively engage in satisfying a broader range of 

stakeholder demands (Jamali, Safieddine, & Rabbath, 2008; Tang, Qian, Chen, & Shen, 

2015). Corporate governance plays an important role in CSR to the extent that it shapes the 

structure of rights and responsibilities among stakeholders and thus, the importance of CSR in 

firm resource allocation (Aguilera & Jackson, 2003; Devinney, Schwalbach, & Williams, 

2013; Hambrick et al., 2008; Jain & Jamali, 2016). The move from a shareholder model 

towards a stakeholder model of corporate governance reflects the growing demand for firms 

to engage in CSR and respect the rights of non-shareholder stakeholders (Aguilera, Florackis, 

& Kim, 2016; Bundy, Shropshire, & Buchholtz, 2013). Specifically, firms are increasingly 

 
1 https://www.weforum.org/agenda/2019/12/davos-manifesto-2020-the-universal-purpose-of-a-company-in-the-

fourth-industrial-revolution/, Davos Manifesto 2020: The Universal Purpose of a Company in the Fourth 

Industrial Revolution, Accessed February 16, 2020. 
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expected to be actively involved not only in managing the negative externalities of their 

operations, but also in addressing the world’s most pressing societal challenges such as 

climate change, poverty, data fraud/theft, income inequality, and gender disparity (Wang et 

al., 2016).  

Advocates of CSR have long argued for the business case for CSR, namely, a positive 

relationship between CSR and firm performance. The theoretical foundation of the business 

case for CSR lies in stakeholder theory (Freeman, 1984), which emphasizes the 

interdependence between firms and their stakeholders (Laplume et al., 2008; Parmar et al., 

2010). According to stakeholder theory, CSR creates value for firms by improving 

stakeholder relationships (e.g. developing trust and cooperative relationships with 

stakeholders) that reduce the firms’ transaction costs and risks and increase the firms’ 

competitive advantages, reputation, and legitimacy (Barnett & Salomon, 2012; Hillman & 

Keim, 2001; Kurucz, Colbert, & Wheeler, 2008). Not only do these benefits associated with 

CSR and good stakeholder relations enable firms to gain and sustain superior financial 

performance, they also help firms temper punitive stakeholder sanctions when negative events 

occur (Godfrey, Merrill, & Hansen, 2009; Lins, Servaes, & Tamayo, 2017) and recover more 

quickly from inferior performance (Choi & Wang, 2009). 

Although, as discussed above, a positive relationship between CSR and firm 

performance can be expected through improved stakeholder relations, improving these 

relations is a slow and time-consuming process (Brammer & Millington, 2008; Freeman, 

1984; Godfrey et al., 2009; Gupta & Misangyi, 2018; Kacperczyk, 2009; Kang, 2016; Ogden 

& Watson, 1999; Servaes & Tamayo, 2013). Therefore, it is widely acknowledged that the 

financial benefits from investing in CSR are more likely to materialize in the long term 

(Berrone & Gomez-Mejia, 2009; Deckop, Merriman, & Gupta, 2006; Dyck, Lins, Roth, & 

Wagner, 2019; Kang, 2016; Oh, Chang, & Cheng, 2016). In the short term, however, firms 
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often have to endure financial sacrifices when they commit resources to CSR, because 

advancing CSR is costly in terms of both finance and managerial attention (Barnett & 

Salomon, 2012; Dorobantu & Odziemkowska, 2017; Gupta & Misangyi, 2018; Kock, 

Santaló, & Diestre, 2012; Surroca, Tribó, & Zahra, 2013). 

Given the long-term nature of CSR, which brings uncertainty, and the short-term 

performance implications of CSR, it is reasonable to expect that many firms may avoid CSR 

and allocate resources to more conservative investments (Berrone & Gomez-Mejia, 2009; 

Campbell, 2018). The ignorance of CSR has resulted in systematic corporate misconduct in 

the past, such as the Enron and WorldCom accounting scandals, the Exxon Valdez and BP oil 

spills, and the 2007-2008 global financial crisis, which has caused significant damages to both 

the economy and society. 

Moreover, due to their profound influence on society, corporations play a vital role in 

addressing the most pressing challenges facing the world such as climate change, income 

inequality, and gender disparity (George, Howard-Grenville, Joshi, & Tihanyi, 2016; Joshi, 

Neely, Emrich, Griffiths, & George, 2015; Tsui, Enderle, & Jiang, 2018). Failing to tackle 

these challenges may be costly: climate change threatens human health and sustainability,2 

income inequality erodes a country’s social fabric,3 and gender disparity impedes the full 

development and appropriate deployment of half the world’s total talent pool.4 Corporations 

can prevent climate change by mobilizing substantial resources to improve energy efficiency 

and advance renewable energy.5 They can reduce income inequality by narrowing the pay gap 

between top executives and rank-and-file employees (Tsui et al., 2018) and investing in 

 
2 https://climate.nasa.gov/effects/, NASA: The Effects of Climate Change, Accessed September 18, 2019. 

https://ec.europa.eu/clima/change/consequences_en, European Commission: Climate Change Consequences, 

Accessed September 18, 2019. 
3 https://wir2018.wid.world/files/download/wir2018-full-report-english.pdf, World Inequality Lab: World 

Inequality Report, Accessed September 18, 2019. 
4 https://www.weforum.org/reports/the-global-gender-gap-report-2018, World Economic Forum: Global Gender 

Gap Report, Accessed September 18, 2019. 
5 https://www.businessroundtable.org/policy-perspectives/energy-environment, Business Roundtable: Energy 

and Environment, Accessed September 18, 2019. 

https://climate.nasa.gov/effects/
https://ec.europa.eu/clima/change/consequences_en
https://wir2018.wid.world/files/download/wir2018-full-report-english.pdf
https://www.weforum.org/reports/the-global-gender-gap-report-2018
https://www.businessroundtable.org/policy-perspectives/energy-environment
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employee professional development.6 As employers, corporations are also influential in 

mitigating gender disparity by promoting diversity and inclusion in the work place.7  

Recognizing the power of corporations to impose damages on society and to address 

societal challenges, both academics and policymakers have been keen on understanding the 

effectiveness of different corporate governance mechanisms in enhancing firm 

commitment to CSR (Devinney et al., 2013; Jain & Jamali, 2016; Ryan, Buchholtz, & Kolb, 

2010; Walls et al., 2012). This also forms the main research question of my dissertation. 

 

1.3       Research Gaps 

The question which corporate governance mechanisms can positively contribute to CSR has 

become a burgeoning field of study in the past two decades (Oh, Chang, & Kim, 2018). With 

internal corporate governance mechanisms as the focus, this stream of research has linked 

CSR to traditional good governance practices such as board independence, board gender 

diversity, CSR committees, long-term incentives, institutional ownership, and shareholder 

activism (for reviews, see Jain & Jamali, 2016; Walls et al., 2012). Regarding external 

corporate governance mechanisms, a number of studies have examined how legal, cultural, 

and economic institutions influence a firm’s CSR commitment (for reviews, see Aguinis & 

Glavas, 2012; Jain & Jamali, 2016). Notably, the role of corporate governance in encouraging 

firms to address societal grand challenges such as climate change, income inequality, and 

gender disparity has received growing attention in the literature (Berrone & Gomez-Mejia, 

2009; Connelly, Haynes, Tihanyi, Gamache, & Devers, 2016; Iannotta, Gatti, & Huse, 2016; 

Kogut, Colomer, & Belinky, 2014; Tsui et al., 2018; Walls et al., 2012). 

 
6 https://www.businessroundtable.org/policy-perspectives/building-americas-tomorrow-ready-

workforce/workforce-development, Business Roundtable: Workforce Development, Accessed September 18, 

2019. 
7 https://www.businessroundtable.org/policy-perspectives/diversity, Business Roundtable: Advancing Diversity 

and Inclusion, Accessed September 18, 2019. 

https://www.businessroundtable.org/policy-perspectives/building-americas-tomorrow-ready-workforce/workforce-development
https://www.businessroundtable.org/policy-perspectives/building-americas-tomorrow-ready-workforce/workforce-development
https://www.businessroundtable.org/policy-perspectives/diversity
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Notwithstanding the progress that has been made in understanding the effects of 

different corporate governance mechanisms on CSR, several opportunities exist to further 

explore this relationship. First, the effects of internal and external corporate governance 

mechanisms on CSR are examined separately. Studies on internal corporate governance 

mechanisms frequently take the agency or resource dependence perspectives, focusing on 

mechanisms that may better monitor management or enhance firm awareness of non-

shareholder stakeholders’ interests (e.g. Berrone & Gomez-Mejia, 2009; Deckop et al., 2006; 

Graves & Waddock, 1994; Hillman, Keim, & Luce, 2001; Johnson & Greening, 1999; Kock 

et al., 2012; Neubaum & Zahra, 2006; Walls et al., 2012). Yet, these studies have provided 

mixed empirical evidence (Oh et al., 2018; Walls et al., 2012), which may be partially 

attributed to the ignorance of a firm’s external governance environment (Aguilera et al., 

2015). Studies on external corporate governance mechanisms generally draw upon 

institutional theory to examine the direct effect of these mechanisms on CSR (e.g. Campbell, 

2007; Hartmann & Uhlenbruck, 2015; Ioannou & Serafeim, 2012; Keig, Brouthers, & 

Marshall, 2015). Nevertheless, our knowledge of how external corporate governance 

mechanisms affect CSR indirectly through shaping the effectiveness of internal corporate 

governance mechanisms is limited (Aguilera et al., 2015). 

Second, few studies have considered whether the relationship between a specific 

corporate governance mechanism and CSR varies in different temporal contexts. The 

corporate governance system is composed of human actors whose preferences and behavior 

are deeply influenced by the larger environment they are embedded in. Hence, as the market 

conditions and social norms evolve over time, corporate governance actors may adjust their 

behavior accordingly, which may change their impact on CSR. For example, quasi-indexers, a 
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group of institutional investors who are characterized as passive monitors of firm activities, 

have become more active in promoting CSR among firms in which they hold shares.8 

Third, most studies have investigated how certain corporate governance mechanisms 

affect a firm’s involvement in CSR (for reviews, see Jain & Jamali, 2016; Walls et al., 2012), 

whereas less attention has been directed to how a firm makes use of socially responsible 

governance structures. This begs the questions whether some socially responsible governance 

mechanisms are adopted merely for symbolic reasons and what kind of firms are more likely 

to commit symbolic adoption of socially responsible governance structures. These questions 

are essential for understanding the relationship between corporate governance and CSR. 

 

1.4       An Overview of the Dissertation 

This dissertation contains three empirical studies that are designed to advance our knowledge 

about the effectiveness of different corporate governance mechanisms in enhancing CSR, 

with a focus on addressing the above three research gaps. Specifically, Chapter 2 addresses 

the third research gap by exploring what kind of firms are more likely to have NGO directors 

on boards for symbolic reasons, Chapter 3 deals with the second research gap by examining 

whether institutional investors’ influence over a firm’s executive-to-worker pay dispersion 

has changed since the 2007-2008 financial crisis, and Chapter 4 tackles the first research gap 

by taking a holistic perspective to investigate how the effect of firm-level board gender 

diversity policies on women representation on boards is moderated by country-level legal, 

cultural, and economic institutions. As one may notice and as will be explained later, the three 

empirical chapters approach CSR differently to facilitate theory building and testing. Each 

chapter is written as an independent paper and therefore can be read separately from the rest 

 
8 https://www.blackrock.com/corporate/investor-relations/larry-fink-ceo-letter, Larry Fink’s 2019 letter to CEOs, 

Accessed September 18, 2019. https://www.ft.com/content/a28203d8-067d-11e8-9650-9c0ad2d7c5b5, Financial 

Times: In the Vanguard: Fund giants urge CEOs to be ‘Force for Good’, Accessed September 18, 2019. 

https://www.blackrock.com/corporate/investor-relations/larry-fink-ceo-letter
https://www.ft.com/content/a28203d8-067d-11e8-9650-9c0ad2d7c5b5
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of the dissertation. At the end of the dissertation is a general conclusion—Chapter 5—which 

discusses the dissertation’s main findings, contributions, and avenues for future research. In 

the following sections, I introduce each chapter briefly.  

 

1.4.1    A Summary of Chapter 2: Corporate Social Responsibility and NGO Directors on 

Boards 

Chapter 2 examines the symbolic presence of NGO directors on corporate boards. We9 define 

NGOs as private, not-for-profit organizations that “aim to serve particular societal interests by 

focusing advocacy and/or operational efforts on social, political and economic goals, 

including equity, education, health, environmental protection, and human rights” (Teegen, 

Doh, & Vachani, 2004: 4). Examples of NGOs include the National Association for the 

Advancement of Colored People, the AmeriCares Foundation, the Bill & Melinda Gates 

Foundation, and the World Wildlife Fund. NGO directors are directors who have work 

experience as executives of NGOs. We focus on NGO directors because they possess CSR-

related expertise and connections that other directors may not have and thus their presence on 

boards provides significant symbolic value for firms by signaling the firms’ social awareness 

and credibility (Krause, Wu, Bruton, & Carter, 2019; Yaziji, 2004). 

This study consists of two related parts. First, we explore what predicts the presence of 

NGO directors on boards. Specifically, we expect firms with poor CSR performance in the 

past to be more likely to have NGO directors on their boards because these firms face a higher 

risk of losing legitimacy, which makes them benefit more from the presence of NGO 

directors. Then we examine the effect of the presence of NGO directors on CSR performance. 

We argue that NGO directors may not enhance CSR performance as firms may appoint such 

directors merely for their symbolic value.  

 
9 Since the underlying papers of Chapter 2-4 are joint work, I use “we” instead of “I” to acknowledge the 

contribution of the co-authors. 
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Results from an analysis of 157 S&P firms between 2012-2014 show that NGO 

directors are more prevalent among firms with worse CSR records as compared to peers. We 

also find that the presence of NGO directors on boards is not associated with subsequent 

improvements in CSR performance. Our findings suggest that the presence of NGO directors 

on boards may play a merely symbolic role. 

 

1.4.2    A Summary of Chapter 3: Institutional Investor Influence on Executive-to-Worker 

Pay Dispersion after the Financial Crisis 

Whereas Chapter 2 looks at a firm’s overall CSR profile, Chapter 3 considers a specific CSR 

issue, namely executive-to-worker pay dispersion. As worries about income inequality keep 

growing, public outrage over the large pay gap between top executives and rank and file 

employees has crested after the 2007-2008 financial crisis (Dillon, 2009; Kaplan, 2013). 

Corporations play an essential role in reducing income inequality because how they 

compensate their employees represents one of the main sources of income inequality (Tsui et 

al., 2018). 

We link executive-to-worker pay dispersion to institutional ownership, which provides 

a perfect context for investigating how the effect of corporate governance mechanisms 

changes in different time periods for two reasons. First, the issue salience of executive-to-

worker pay dispersion has intensified dramatically since 2007 in the US as a result of the 

2007-2008 global financial crisis, which increases public fury over income inequality, and the 

2010 Dodd-Frank Wall Street Reform and Consumer Protection Act, which requires listed 

firms to disclose the ratio of their CEO to median worker pay. Second, the market share of 

different types of institutional investors (i.e. transient investors, dedicated investors, and 

quasi-indexers) has changed significantly in the past years, with quasi-indexers growing to be 

the largest institutional investors in the US. In August 2019, assets under management by 
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index funds have exceeded those managed by active funds, granting quasi-indexers 

considerable power to determine firm actions.10 These two trends may have changed how 

different types of institutional investors perceive the risks associated with large executive-to-

worker pay dispersion and thus their impact on corporate pay practice. 

Therefore, the purpose of Chapter 3 is to examine whether the influence of different 

types of institutional investors on executive-to-worker pay dispersion has changed since the 

2007-2008 financial crisis. We do so by replicating and extending Connelly, Haynes, Tihanyi, 

Gamache, and Devers (2016). Using a sample of S&P 1500 firms in the period of 1996-2006, 

the original study reports that transient institutional investors positively affect executive-to-

worker pay dispersion, while dedicated institutional investors negatively affect executive-to-

worker pay dispersion. Our replication considers whether these relationships remain 

consistent over time and whether quasi-indexers, which make up the largest group of 

institutional investors yet are ignored by the original study, play a role in shaping executive-

to-worker pay dispersion. 

Whereas we are able to reproduce Connelly et al.’s (2016) findings for the period they 

focus on, our results show that the impact of transient institutional investors on executive-to-

worker pay dispersion turns negative during 2007-2017. We also find that quasi-indexers 

function as a key force in reducing executive-to-worker pay dispersion during 2007-2017, 

though their impact is insignificant before this period. Our findings highlight the importance 

of temporal context as a boundary condition in understanding institutional investor influence 

over executive-to-worker pay dispersion. Moreover, we demonstrate that quasi-indexers’ 

influence over corporate governance outcomes should not be overlooked. 

 

 
10 https://www.wsj.com/articles/index-funds-are-the-new-kings-of-wall-street-11568799004, The Wall Street 

Journal: Index Funds Are the New Kings of Wall Street, Accessed September 22, 2019. 

https://www.wsj.com/articles/index-funds-are-the-new-kings-of-wall-street-11568799004
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1.4.3    A Summary of Chapter 4: Board Gender Diversity Policies and Women on Boards 

around the World 

In Chapter 4, we study another burgeoning CSR issue in the field of corporate governance—

board gender diversity (Kirsch, 2018; Mun & Jung, 2018). Board gender diversity has 

captured worldwide attention among academics, the media, and policymakers since the mid-

2000s for both utility and justice reasons (Seierstad, 2016; Terjesen, Sealy, & Singh, 2009). 

At the same time, governments and corporations have taken many actions to increase the 

representation of women on boards (Sojo, Wood, Wood, & Wheeler, 2016). For example, by 

the end of 2018, eleven countries have passed board gender quotas for listed firms11 and over 

forty countries have incorporated best practice provisions for board gender diversity into their 

corporate governance codes or disclosure regulations. At the firm level, board gender 

diversity policy (BGDP), a formal policy developed by individual firms with the goal of 

promoting board gender diversity, has diffused around the globe. 

The development of corporate governance mechanisms related to board gender 

diversity at both the firm- and country-levels provides an ideal setting to examine how 

external corporate governance mechanisms interact—support, constrain, or substitute —with 

their internal counterparts to shape a firm’s CSR outcomes. In Chapter 4, we investigate how 

the effectiveness of firm-level BGDPs in enhancing women on boards is contingent on the 

country-level governance environment in which the firm operates. Regarding the country-

level governance environment, we consider not only board gender quotas and gendered 

corporate governance code provisions, but also other gender-related factors such as cultural 

gender role bias and the supply of female directors. 

Based on a sample of 23,476 firm-year observations from 33 countries over the period 

2003–2014, we find a positive and statistically significant association between BGDP and the 

 
11 Countries with board gender quotas for listed firms: Belgium, France, Germany, Iceland, India, Italy, Israel, Malaysia, The 

Netherlands, Norway, and Spain. 
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proportion of women on boards. We further show that the extent to which BGDP is effective 

in increasing women on boards depends on the firm’s governance environment. Specifically, 

we find that board gender diversity provisions in corporate governance codes act as 

substitutes for BGDP. Gender role bias and a tight supply of female directors weaken the 

relationship between BGDP and the representation of women on boards. 

This paper contributes to the literature on board gender diversity by extending our 

understanding of the effectiveness of firm-level BGDP in increasing women on boards around 

the world. Moreover, we contribute to corporate governance research by exploring the 

interplay between internal and external corporate governance mechanisms. Our findings also 

provide important insights for policymakers by suggesting that there is no one-size-fits-all 

approach to creating a more gender-balanced board. 

In sum, the three empirical chapters in this book take different perspectives to explore 

the intersection between corporate governance and CSR. As illustrated in Figure 1.2, Chapter 

2 explores the symbolic role of board structures (i.e. NGO directors on boards) in CSR. 

Chapter 3 examines the effect of ownership structure (i.e. institutional investors) on a firm’s 

CSR practices regarding executive-to-worker pay dispersion, focusing on whether this 

relationship varies in different temporal contexts. Chapter 4 investigates the effectiveness of a 

firm’s policy regarding its board gender diversity in increasing women representation on 

boards, emphasizing the moderating role of the external governance environment. 
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1.4.4    A Summary of Chapter 5: Conclusion 

Chapter 5 provides a general conclusion of the three empirical chapters. In addition to a 

review of the main findings, Chapter 5 stresses the theoretical implications of these findings 

to the literature on the relationship between corporate governance and CSR, offers practical 

suggestions for policymakers, investors, and managers to foster socially responsible firm 

practice or improve stakeholder relations, reflects on the limitations of our studies, and 

discusses directions for future research. Chapter 5 ends with a few concluding remarks. 
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Figure 1. 2 Corporate governance and corporate social responsibility 
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Chapter 2. Corporate Social Responsibility and NGO Directors on 

Corporate Boards 12 

 

2.1       Introduction 

Resource dependence theory suggests that the board of directors serves functions beyond 

monitoring management on behalf of shareholders (Pfeffer & Salancik, 1978). By providing 

advice and counsel to management and linking the firm to external contingencies, directors 

play a critical role in strategic decision making (Adams et al., 2010; Baysinger & Butler, 

1985; Daily, Dalton, & Cannella, 2003; Hillman & Dalziel, 2003). Moreover, the prestige of 

directors within the business and/or social world helps to enhance firm legitimacy by 

signifying the firm’s stature or quality (Certo, 2003; Hambrick, Misangyi, & Park, 2015; 

Hillman, Cannella, & Paetzold, 2000; Zahra & Pearce, 1989). 

In line with the resource dependence logic, prior research has examined what predicts 

who sits on the board of a firm and how board composition affects strategic outcomes, with a 

focus on the resources provided by CEOs of other firms (Dalton, Daily, Johnson, & Ellstrand, 

1999; Kroll, Walters, & Le, 2007), bankers (Dittmann, Maug, & Schneider, 2009; Stearns & 

Mizruchi, 1993), lawyers (Agrawal & Knoeber, 2001; de Villiers, Naiker, & van Staden, 

2011), politicians (Hillman, 2005; Lester, Hillman, Zardkoohi, & Cannella, 2008), and 

professors (Francis, Hasan, & Wu, 2015; White, Woidtke, Black, & Schweitzer, 2014). 

Our study adds to this emerging stream of research in the corporate governance 

literature by focusing on directors with a professional background in NGOs (hereafter NGO 

directors). NGOs are private, not-for-profit organizations that “aim to serve particular societal 

interests by focusing advocacy and/or operational efforts on social, political and economic 

goals, including equity, education, health, environmental protection, and human rights” 

 
12 This paper is a joint work of Shili Chen, Niels Hermes, and Reggy Hooghiemstra. 
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(Teegen et al., 2004: 4). Examples of NGOs include the National Association for the 

Advancement of Colored People, the AmeriCares Foundation, the Bill & Melinda Gates 

Foundation, and the World Wildlife Fund. A better knowledge of what kind of firms are more 

likely to have NGO directors on their boards and what are the effect of NGO directors on firm 

strategic outcomes is crucial for understanding board effectiveness given the prevalence of 

this type of directors among large firms. According to our data, in the years 2012-2014, 

approximately 33% of S&P 500 firms had at least one NGO director in their boardrooms. 

Our study consists of two related parts. First, we investigate what kind of firms are 

more likely to have NGO directors on their boards and, second, how NGO directors are 

associated with firm strategic outcomes. Both research questions are examined in the context 

of corporate social responsibility (CSR), which refers to firm actions to serve the interest of a 

broader set of stakeholders beyond its shareholders (Tang et al., 2015; Wang et al., 2016). We 

choose CSR because NGO directors are experts in CSR issues and they possess connections 

to various stakeholders in society that other directors may not have (Yaziji, 2004). In this 

regard, not only can NGO directors assist firms in making more effective CSR decisions, they 

also lend legitimacy to firms by signaling the firms’ social awareness and credibility (Hillman 

et al., 2001; Krause et al., 2019; Mitchell, Agle, & Wood, 1997). 

As a first step, we explore what predicts the presence of NGO directors on boards. 

Specifically, we expect firms with worse CSR performance records than their peers to be 

more likely to have NGO directors on their boards, because these firms face a higher risk of 

losing legitimacy, which makes them benefit more from the presence of NGO directors. Next, 

we examine the effects of the presence of NGO directors on CSR performance. We argue that 

NGO directors may not increase CSR performance as firms may appoint such directors 

merely for their symbolic value rather than for improving CSR decisions. 
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Our analysis is based on a sample of 157 S&P firms for the years 2012-2014. The 

results of our analysis support the predictions outlined above. We find that NGO directors are 

more prevalent in firms with lower CSR performance in the past than their peers. However, 

we find no evidence that the presence of NGO leaders on boards increases CSR performance. 

Our paper makes three contributions to the literature. First, we add new insights to 

research on corporate governance and board composition by focusing on NGO directors. To 

our knowledge, ours is the first to study NGO directors as a separate group of directors. Our 

analysis suggests that firms have NGO directors on their boards primarily for symbolic 

reasons. This finding is important because CSR has become an essential avenue for firms to 

achieve sustained competitive advantages and firms ignoring CSR may experience difficulties 

in maintaining their success in the long run (Wang et al., 2016). Our findings should therefore 

be of interest to investors in general, and to socially responsible investors in particular, by 

demonstrating that investors should be cautious in interpreting the implications of NGO 

directors on boards. 

Second, this study enriches resource dependence research by providing additional 

evidence of directors’ role in providing legitimacy. Prior studies have examined directors’ 

legitimacy role in contexts such as initial public offerings (Certo, 2003; Kroll et al., 2007; 

Pollock, Chen, Jackson, & Hambrick, 2010), legitimacy crises (Arthaud-Day, Certo, Dalton, 

& Dalton, 2006), and institutional transitions (Peng, 2004). These studies mostly focus on 

how directors’ experience and reputation in the business world benefit firm performance. We 

pay special attention to NGO directors, whose expertise and reputation stem from their 

experience in the not-for-profit sector, and extend research on directors’ legitimacy role to the 

CSR context.  

Third, we contribute to resource dependence theory by suggesting that what matters is 

not only what resources flow into a firm. Even though NGO directors can provide advice and 
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counsel and networks that will help the firm make more effective CSR decisions, our findings 

reveal that firms do not materialize the full capacity of NGO directors. Instead, they seem to 

appoint NGO directors mainly for symbolic reasons. Future research may integrate resource 

dependence theory with other theoretical perspectives to explore the boundary conditions of 

the relationship between board composition and corporate strategic outcomes. 

 

2.2       Theory and Hypotheses 

2.2.1    Resource Dependence Theory, CSR, and the Board of Directors 

Resource dependence theory describes firms as an open system and stresses their 

interdependence on external and internal contingencies (stakeholders) that control important 

resources (Hillman, Withers, & Collins, 2009; Pfeffer & Salancik, 1978). This perspective 

corresponds to stakeholder theory, which suggests that stakeholders contribute resources to 

firm operations, and a firm’s success and survival depend on how properly it responds to 

stakeholder demands (Freeman, 1984; Hillman et al., 2009). 

Firms are facing growing demands from stakeholders to actively commit to CSR, 

namely the responsibility of firms to serve the interests of a broader set of stakeholders 

beyond their shareholders (Wang et al., 2016). Specifically, firms are increasingly expected to 

engage not only in managing the negative externalities they may cause in the process of 

achieving economic goals, but also in addressing larger societal challenges such as climate 

change, human rights violations, inequality, and poverty. Both anecdotal evidence and 

research indicate that it has become more and more risky for firms to neglect CSR (de Villiers 

et al., 2011). One of the major risks facing firms with poor CSR performance is the threat of 

losing legitimacy, that is, the ongoing acceptance of a firm’s operations by its stakeholders, or 

the “social license to operate” (DiMaggio & Powell, 1983; Freeman, 1984; Hawn & Ioannou, 

2016; Meyer & Rowan, 1977; Pfeffer & Salancik, 1978; Scott, 1995; Suchman, 1995). 
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A key insight of resource dependence theory is that firms take actions to manage their 

dependency on stakeholders (Pfeffer & Salancik, 1978). In this regard, the board of directors 

serves an important function of providing resources that help reduce the firm’s risk of losing 

legitimacy among stakeholders (Hillman & Dalziel, 2003). First of all, directors can help 

firms improving CSR performance and better satisfy stakeholder demands by providing two 

kinds of resources. They are advice and counsel with respect to CSR issues and channels for 

communicating information or obtaining commitments from important stakeholders. Second, 

directors lend legitimacy to firms in the sense that their expertise, work experience, networks, 

and reputation send signals to stakeholders about the firms’ willingness and ability to act 

responsibly and meet stakeholder expectations. 

 

2.2.2    The Benefits of NGO Directors on Boards 

After having explained how the board of directors may reduce the firms’ risk of losing 

legitimacy among stakeholders by helping them enhance CSR performance and/or providing 

legitimacy, we next discuss how NGO directors may contribute to this board task. 

NGO directors have the potential to increase CSR performance by virtue of their 

experience in managing the daily operations of NGOs. Aiming to serve societal interests, the 

mission of NGOs largely overlaps with the goals and content of CSR. In this sense, NGO 

directors accumulate specialized expertise and networks that may assist firms in making more 

effective CSR decisions. NGO directors are also likely to be better informed on (shifts in) 

social expectations and the newest technologies for improving CSR performance (Yaziji, 

2004). Moreover, they are linked to a broader spectrum of stakeholders beyond the firm’s 

immediate competitive environment, including other NGOs, benefactors, regulators, 

legislators, local communities, and public-interest lobbyists (Teegen et al., 2004). Such 

linkages are vital for enhancing CSR performance as they facilitate the firm’s communication 
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with stakeholders and help in acquiring commitment and support from stakeholders (Bear, 

Rahman, & Post, 2010).  

Given their distinct expertise and networks, NGO directors also provide legitimacy 

that is particularly relevant for CSR (Hillman et al., 2000). Specifically, the presence of NGO 

directors on a firm’s board signals the firm’s social awareness, its goodwill to be responsive 

to stakeholders, and its ability to address CSR issues, thereby helping the firm garner 

acceptance from important stakeholders (Hillman et al., 2001; Krause et al., 2019; Mitchell et 

al., 1997). 

 

2.2.3    Which Firms are More Likely to Have NGO Directors? 

Viewing the board of directors as a mechanism for obtaining resources, resource 

dependence theory implies that NGO directors should be more prevalent among firms that 

benefit more from the resources they offer (Diestre, Rajagopalan, & Dutta, 2015; Hillman, 

Shropshire, & Cannella, 2007; Pfeffer & Salancik, 1978). In other words, board composition 

should reflect firm dependencies (Daily et al., 2003; Dalton et al., 1999; Hillman et al., 2000). 

Consistent with this logic, we theorize that firms with worse CSR performance records are 

more likely to have NGO directors on their boards because they face a higher risk of losing 

legitimacy. 

Firms risk losing legitimacy if they do not meet stakeholder expectations (Bansal & 

Roth, 2000; Suchman, 1995). As discussed earlier, stakeholders are increasingly demanding 

firms to engage in CSR by actively managing the negative externalities of their operations and 

addressing broader social challenges (Wang et al., 2016). In this sense, firms with poor CSR 

performance are more likely to be perceived by stakeholders as inappropriate and 

unacceptable. These firms are more likely to provoke stakeholder dissent and lose stakeholder 

support, which undermines the flow of resources and threats the firms’ long-term survival 
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(Pfeffer & Salancik, 1978; Suchman, 1995). Prior research has shown that firms with poor 

CSR performance often incur negative media reports, activist campaigns, reduced customer 

loyalty, lower employee satisfaction, and legal sanctions (de Villiers et al., 2011; Hong & 

Kacperczyk, 2009; Kölbel, Busch, & Jancso, 2017; Lange & Washburn, 2012). In contrast, 

firms with better CSR performance enjoy better exchange relationships with their 

stakeholders (Aguinis & Glavas, 2012; Cheng, Ioannou, & Serafeim, 2014; Dorobantu & 

Odziemkowska, 2017; Farooq, Rupp, & Farooq, 2017; Flammer, 2018). 

The higher risk of losing legitimacy implies that firms with poor CSR performance can 

benefit more from NGO directors’ capability of increasing CSR performance or providing 

legitimacy. For firms with better CSR performance, NGO directors may be less valuable as 

these firms are exposed to a lower risk of losing legitimacy. Therefore, 

Hypothesis 1. Ceteris paribus, firms with worse CSR performance records than their 

peers are more likely to have NGO directors on their boards. 

2.2.4    Do NGO Directors Increase CSR Performance? 

Previous studies frequently rely on resource dependence theory to argue that boards with 

relevant resources provide better advice and counsel, enhance information flows, and 

stakeholder support, which ultimately results in superior strategic outcomes (Carpenter & 

Westphal, 2001; Haynes & Hillman, 2010; Hillman & Dalziel, 2003; Kroll, Walters, & 

Wright, 2008; McDonald, Westphal, & Graebner, 2008). This logic implies that the presence 

of NGO directors on boards should help firms improve the effectiveness of CSR decisions 

and ensure stakeholder commitment, thereby increasing CSR performance. 

However, research in symbolic management suggests that NGO directors may be 

appointed to corporate boards simply for their symbolic values rather than for improving CSR 

decisions (Meyer & Rowan, 1977; Oliver, 1991). Even though CSR is vital for firms to gain 

legitimacy from stakeholders and ensure the firms’ long-term success, improving CSR 
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performance is expensive in terms of the resources and managerial attention needed and the 

opportunity costs (Barnett & Salomon, 2006; Dorobantu & Odziemkowska, 2017; Gupta & 

Misangyi, 2018; Surroca et al., 2013). The tension between conformity to stakeholder 

demands for CSR and profit maximization often leads firms to commit symbolic 

management, namely showing symbolic gestures of compliance without substantive 

commitment to CSR (Loughran, McDonald, & Yun, 2009). Whereas symbolic management 

can take many forms, a common one is using externally visible structures, such as board 

compositions, that formally meet stakeholder demands (Westphal & Graebner, 2010). We 

argue that having NGO directors sitting on a firm’s board is an effective symbolic 

management tool to the extent that it can relieve stakeholder pressures for CSR by signaling 

the firm’s willingness and ability to act responsibly (Krause et al., 2019; Yaziji, 2004). 

If NGO directors are appointed merely for their symbolic values, the presence of NGO 

directors may not lead to increased CSR performance. Specifically, NGO directors’ 

knowledge, experience, and values may not be valued by other board members. Their CSR-

related concerns and suggestions on the proposed corporate strategies may be ignored in 

board decisions. This phenomenon has been discussed in the literature of women on boards, 

which suggests that the diversity benefits of having female directors on corporate boards are 

difficult to be realized because female directors are often appointed for symbolic rather than 

substantive reasons (King, Hebl, George, & Matusik, 2010; Post & Byron, 2015). In sum, 

although NGO directors possess resources that can help the firm improve CSR, the symbolic 

management argument indicates that firms may not utilize these resources. Simply put, 

Hypothesis 2. Ceteris paribus, the presence of NGO directors on boards is not 

associated with subsequent improvement in CSR performance. 
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2.3       Methods 

2.3.1    Sample and Data 

Because of the need to manually collect biographical data on directors for this study, we 

limited our sample to 200 firms randomly selected from the S&P 500 index in 2012 (Haynes 

& Hillman, 2010; Hillman & Keim, 2001; Wowak, Mannor, Arrfelt, & McNamara, 2016). 

Two coders manually coded the professional backgrounds of directors sitting on the boards 

our sample firms during 2012-2014 based on a number of data sources: MSCI GMI Ratings 

(formerly Corporate Library’s Board Analyst database), BoardEx, proxy statements, Who’s 

Who database, Bloomberg Profile & Biography, and LinkedIn (Haynes & Hillman, 2010; 

Hillman et al., 2000; Kroll et al., 2007). The authors set an initial guideline to help the coders 

identify NGO directors. The first round of trial coding was followed by a discussion 

comparing, resolving, and documenting cases that the coders interpreted differently.13 

Data for the firms’ CSR performance is collected from the MSCI ESG KLD STATS 

database (formerly KLD database) in the period 2011-2015 (Chin, Hambrick, & Treviño, 

2013; Kang, 2016). Our annual financial and corporate data comes from COMPUSTAT 

Fundamental Annual databases. Information about the presence of a CSR committee is 

obtained from Thomson Reuters Asset4 database. 

We drop observations if complete data are not available, resulting in a balanced final 

sample of 157 firms across three years (i.e. 471 firm-year observations). Sample t-tests reveal 

no significant differences between our final sample and the initial sample of S&P 500 firms in 

terms of firm size (measured by total assets, total sales, and total number of employees) and 

 
13 Examples of controversial cases: We were confused about whether to classify a non-profit research 

organization like RAND as an NGO. In the end, we decided that RAND is an NGO because it is private and not-

for-profit, and it serves a social purpose. In contrast, industry and business associations like Gas Processors 

Association and Chamber of Commerce are not classified as NGOs because they do not represent societal 

interests. 
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performance (measured by return on assets), suggesting that our sample well represents S&P 

500 firms. 

 

2.3.2    Measures 

NGO directors are defined as directors with experience as executives of NGOs. The presence 

of NGO directors is a dummy, which takes the value “1” if a firm has at least one NGO 

director on its board, and “0” otherwise (NGO Dir). 

We use KLD ratings to measure each firm’s CSR performance. The KLD ratings, now 

offered by the MSCI ESG KLD STATS database, have been widely used in the literature and 

are generally considered the best available data for comprehensively measuring CSR 

performance of US firms (Chin et al., 2013; Godfrey et al., 2009; Hillman & Keim, 2001; 

Kang, 2016; Wowak et al., 2016). KLD ratings evaluate all firms listed in the S&P 500 index 

along a number of categories pertaining to different stakeholder groups based on extensive 

research by independent analysts. These categories include product quality and safety, 

employee relations, community, human rights, environment, corporate governance, and 

diversity. Under each of these categories, KLD annually rates each firm for the presence (or 

absence, hence a binary indicator) of several specific “strengths” (exemplary qualities) and for 

the presence (or absence) of several specific “concerns” (problematic issues). For example, 

under the environmental category, one of the strengths items deals with renewable energy 

development, and one of the concerns items deals with toxic spills and releases. 

We include all seven KLD categories to measure CSR performance. In addition, since 

previous research suggests that CSR strengths and concerns may be driven by different factors 

or lead to different outcomes (Mattingly & Berman, 2006; Strike, Gao, & Bansal, 2006), we 

measure CSR performance via three approaches: overall CSR performance is measured as the 

sum of all KLD strengths items minus the sum of all KLD concerns items (Overall CSR); 
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CSR strengths is the sum of all KLD strengths items (CSR Strengths); CSR concerns is the 

sum of all KLD concerns items (CSR Concerns). We mean center each measure of CSR by 

industry based on Fama-French’s 12 industry classification for each year because stakeholders 

typically compare the CSR profile of firms within the same industry. 

We control for an array of potentially confounding factors. At the firm level, we 

control for firm size using the natural log of total assets (Firm Size) since larger firms are 

under greater public scrutiny than their smaller counterparts (Godfrey et al., 2009). Older 

firms are more likely to possess the necessary infrastructure to manage CSR at a lower cost 

(de Villiers et al., 2011). Thus, we incorporate firm age as a control variable, measured as the 

natural log of the number of years a firm has been publicly traded (Firm Age). Firm 

profitability and financial slack are included in the regression because firms with higher 

profitability and larger slack have greater ability to divert resources toward CSR investments 

(Wang & Qian, 2011). Firm profitability is measured by return on assets calculated by 

dividing a firm’s net income by its total assets (ROA), and by Tobin’s Q, which is measured 

as the ratio of the market value of total assets (obtained by adding up the market value of 

common stock and the book value of liabilities) to the book value of total assets (Tobin’s Q). 

Financial slack is measured as the total cash flow from a firm’s operations, financing, and 

investing activities, scaled by its total assets (Slack). We control for industry by adding 11 

industry dummies based on Fama-French’s 12 industry classification. We control for time by 

including two year dummies. 

We also control for several corporate governance factors based on prior studies on 

governance and CSR (de Villiers et al., 2011; Matten & Moon, 2008; Walls et al., 2012). We 

include board size, measured as the natural log of the total number of directors on the board 

(Board Size) because larger boards are more likely to have CSR experts. We control for board 

independence and CEO duality, which influence board monitoring capability, governance 
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effectiveness and hence CSR performance. Board independence is measured as the proportion 

of outside-unrelated directors (Board Independence). CEO duality is measured as a dummy, 

which is equal to 1 if the CEO is also the chairman and 0 otherwise (CEO Duality). Director 

interlocks, measured as the average number of directorships held by all board members 

(Director Interlocks), is added to the model because directors with more affiliations with 

external organizations are able to provide better strategic guidelines on how to manage the 

social impact of corporate activities. The presence of a CSR committee can assist the firm to 

better manage its CSR practices, which is why we control for the presence of such a 

committee, measured as a dummy that equals to 1 if the firm has a CSR committee and 0 

otherwise (CSR Committee). Research has shown that female directors are associated with 

greater consideration of CSR in board discussions (Byron & Post, 2016). Therefore, we add 

the proportion of female directors on boards as a control to our model (Female Dir).  

Finally, in models that test whether the presence of NGO directors affects CSR 

performance, we control for each company’s CSR performance in the past year as CSR 

investment may be path dependent (Petrenko, Aime, Ridge, & Hill, 2016; Tang, Mack, & 

Chen, 2018). 

 

2.3.3    Estimation Methods 

Because of the longitudinal nature of our sample, we perform population-averaged regression  

models with firm as the cross-sectional and year as the temporal unit (Hillman et al., 2007). 

We do not use fixed effects model as the presence of NGO directors on boards is relatively 

stable over time. Population-averaged regression models help us control for unobserved 

differences across firms while taking into account intertemporal correlations among outcomes 

within firms (Hillman et al., 2007).  
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For models testing the effect of CSR on the presence of NGO directors, we perform 

population-averaged logistic regressions to account for the binary nature of the presence of 

NGO directors. For models testing whether the presence of NGO directors affects CSR, we 

conduct population-averaged linear regressions. All right-hand-side variables are lagged by 

one year to reduce reverse causality concerns. Huber–White robust standard errors are used in 

all models. 

 

2.4       Results 

2.4.1    Descriptive Statistics 

We report means, standard deviations, and minimum/maximum values for our variables along 

with the Pearson correlation matrix in Table 2.1. As shown in the table, 33% of our sample 

firms have at least one NGO directors on their boards during 2012-2014. The largest 

correlation coefficient across all right-hand-side variables is between ROA and Tobin’s Q 

(correlation coefficient = 0.69). The mean VIF of all right-hand-side variables is 1.40, well 

below the rule-of-thumb cutoff of 10 for regression models. These statistics suggest that 

multicollinearity is not a concern for our regression analysis. 

 

2.4.2    Regression Results 

Table 2.2 presents the population-averaged logistic regression results for testing hypothesis 1, 

which predicts that firms with lower CSR performance in the past are more likely to have 

NGO directors on their boards. We report odds ratios, which represent the change in the 

likelihood of the dependent variable arising from a one-unit change in the independent 

variable. An odds ratio of 1 indicates no effect; an odds ratio greater than 1 indicates positive 

effect; and an odds ratio smaller than 1 indicates negative effect. 
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Table 2. 1   Descriptive statistics 

    Mean S.D. Min Max 1 2 3 4 5 6 7 8 9 10 11 12 13 14 

1 Overall CSR 0.00 3.55 -11.60 15.26                
2 CSR Strengths 0.00 3.70 -8.60 16.20 0.88              
3 CSR Concerns 0.00 1.81 -4.38 8.90 -0.17 0.32             
4 NGO Dir 0.33 0.47 0.00 1.00 -0.06 0.05 0.21            
5 Firm Size 9.87 1.35 7.18 13.75 0.24 0.44 0.45 0.15           
6 Firm Age 3.53 0.78 0.00 5.21 0.14 0.16 0.06 -0.02 0.00          
7 ROA 0.07 0.06 -0.27 0.35 0.01 0.00 -0.04 -0.04 -0.39 0.01         
8 Tobin's Q 2.00 1.17 0.69 8.55 0.00 -0.07 -0.14 -0.07 -0.49 -0.04 0.69        
9 Slack 0.00 0.05 -0.38 0.52 -0.02 -0.03 -0.02 -0.03 0.00 -0.06 0.08 0.09       

10 Board Size 2.37 0.21 1.61 3.53 0.24 0.29 0.12 0.23 0.44 0.12 -0.21 -0.27 -0.01      
11 Board Independence 0.75 0.17 0.07 1.00 0.10 0.13 0.08 -0.02 0.14 0.11 -0.02 -0.01 0.07 0.05     
12 CEO Duality 0.56 0.50 0.00 1.00 0.00 0.05 0.12 -0.05 0.16 0.16 -0.03 -0.01 0.00 -0.02 0.15    
13 Board Interlocks 1.95 0.46 1.00 6.15 0.13 0.18 0.13 -0.08 0.15 -0.04 -0.09 -0.15 -0.02 -0.02 0.22 0.12   
14 CSR Committee 0.66 0.47 0.00 1.00 0.39 0.44 0.15 0.10 0.21 0.16 -0.07 -0.13 -0.01 0.20 0.15 0.00 0.19  
15 Female Dir 0.17 0.10 0.00 0.64 0.32 0.29 -0.03 -0.04 0.15 0.23 -0.07 0.08 0.00 0.12 0.22 0.17 0.12 0.28 
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Table 2. 2   Population-averaged logistic regression results for the presence of NGO directors on boards 

Dependent variable = NGO Dir t (1)  (2)  (3)  (4) 

 odds ratio p-value  odds ratio p-value  odds ratio p-value  odds ratio p-value 

Constant 0.01* 0.025  0.00** 0.010  0.00** 0.010  0.01* 0.031 

            

Control Variables            

  Firm Size t-1 1.45* 0.020  1.50* 0.011  1.56** 0.007  1.38+ 0.055 

  Firm Age t-1 1.09 0.723  1.15 0.581  1.14 0.604  1.10 0.695 

  ROA t-1 0.18 0.135  0.18 0.109  0.19 0.118  0.17 0.123 

  Tobin’s Q t-1 1.14 0.368  1.17 0.298  1.16 0.328  1.15 0.329 

  Slack t-1 0.85 0.668  0.82 0.604  0.82 0.589  0.86 0.689 

  Board Size t-1 2.25+ 0.097  2.51+ 0.063  2.32+ 0.088  2.48+ 0.069 

  Board Independence t-1 1.36 0.389  1.34 0.402  1.36 0.380  1.33 0.415 

  CEO Duality t-1 0.52* 0.012  0.50** 0.008  0.50** 0.008  0.51* 0.010 

  Board Interlocks t-1 0.72** 0.009  0.74* 0.013  0.74* 0.015  0.73** 0.008 

  CSR Committee t-1 1.36 0.138  1.50+ 0.064  1.49+ 0.064  1.37 0.137 

  Female Dir t-1 0.34 0.353  0.42 0.424  0.38 0.385  0.39 0.416 

  Year Fixed Effects Included   Included   Included   Included  

  Industry Fixed Effects Included   Included   Included   Included  

            

Predictors            

  Overall CSR t-1    0.95* 0.021       

  CSR Strengths t-1       0.95* 0.042    

  CSR Concerns t-1          1.07 0.140 

            

Wald χ2 36.66* 0.047  39.56* 0.032  38.66* 0.040  40.31* 0.027 

Number of Unique Firms 157   157   157   157  

Number of Observations 471   471   471   471  

Note: This table presents the population-averaged logistic regression results for the presence of NGO executives on boards (NGO Dir). Stata command: xtlogit, pa. Odds ratios are reported. 

Huber–White standard errors are used to calculate p-values. ***, **, *, and + represent significance levels at 0.1%, 1%, 5%, and 10%, respectively. 
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Table 2. 3   Population-averaged regression results for CSR 

 (1)  (2)  (3) 

Dependent Variable = Overall CSR t  CSR Strengths t  CSR Concerns t 

 coef. p-value  coef. p-value  coef. p-value 

Constant -0.53 0.672  -4.60*** 0.001  -2.13*** 0.000 

         

Control Variables         

  Overall CSR t-1 0.76*** 0.000       

  CSR Strengths t-1    0.70*** 0.000    

  CSR Concerns t-1       0.82*** 0.000 

  Firm Size t-1 0.08 0.318  0.32*** 0.001  0.10* 0.019 

  Firm Age t-1 -0.21* 0.023  -0.09 0.337  0.09+ 0.053 

  ROA t-1 3.44* 0.018  4.62** 0.003  0.69 0.306 

  Tobin’s Q t-1 -0.06 0.545  0.02 0.841  0.04 0.138 

  Slack t-1 -4.71* 0.040  -2.61 0.210  2.04** 0.006 

  Board Size t-1 -0.21 0.562  0.29 0.425  0.39* 0.041 

  Board Independence t-1 -0.26 0.656  0.06 0.911  0.23 0.352 

  CEO Duality t-1 -0.19 0.183  -0.28* 0.049  -0.06 0.375 

  Board Interlocks t-1 0.12 0.466  0.10 0.563  -0.02 0.782 

  CSR Committee t-1 0.46** 0.007  0.55*** 0.001  -0.07 0.401 

  Female Dir t-1 1.76* 0.019  2.34*** 0.001  0.39 0.207 

  Year Fixed Effects Included   Included   Included  

  Industry Fixed Effects Included   Included   Included  

         

Predictor         

  NGO Dir t-1 0.01 0.934  -0.09 0.590  -0.08 0.263 

         

Wald χ2 1465.92*** 0.000  1798.75*** 0.000  1196.56*** 0.000 

Number of Unique Firms 157   157   157  

Number of Observations 471   471   471  

Note: This table presents the population-averaged regression results for CSR, measured by overall CSR, CSR strengths, and CSR concerns. Stata command: xtreg, pa. Huber–White standard 

errors are used to calculate p-values. ***, **, *, and + represent significance levels at 0.1%, 1%, 5%, and 10%, respectively. 
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Model 1 includes only control variables. Model 2-4 examine the effects of overall 

CSR, CSR strengths, and CSR concerns respectively. Model 2 reports a negative relationship 

between overall CSR and the presence of NGO directors on boards (odds ratio=0.95, 

p=0.021), indicating that one unit decrease in a firm’s CSR performance as compared to the 

industry mean increases the likelihood of the firm to have NGO directors by five percent. 

Model 3 reports a negative relationship between CSR strengths and the presence of NGO 

directors on boards (odds ratio=0.95, p=0.042), suggesting that one unite decrease in a firm’s 

CSR strengths as compared to the industry mean increases the likelihood of the firm to have 

NGO directors by five percent. Model 4 shows no effect between CSR concerns and the 

presence of NGO directors (odds ratio=1.07, p=0.140). Overall, these results support 

hypothesis 1. In particular, the results reveal that only (the absence of) CSR strengths affect(s) 

the likelihood of a firm to have NGO directors. 

With respect to the control variables, the likelihood of a firm to have NGO directors 

on their boards is positively related to firm size (odds ratio=1.45, p=0.020) and board size 

(odds ratio=2.25, p=0.097), whereas it is negatively related to CEO duality (odds ratio=0.52, 

p=0.012) and board interlocks (odds ratio=0.72, p=0.009). 

Table 2.3 demonstrates the population-averaged logistic regression results for testing 

hypothesis 2, which predicts that the presence of NGO directors on boards does not increase 

CSR performance. Overall CSR is the dependent variable of Model 1, and CSR strengths and 

CSR concerns of Model 2-3 respectively. Consistent with our prediction, the presence of 

NGO directors is not associated with overall CSR, CSR strengths, or CSR concerns. These 

results support hypothesis 2, suggesting that firms have NGO directors on their boards merely 

for symbolic reasons. 

The results for the control variables do report some predictors of CSR that echo 

previous studies. For example, not only are larger firms more likely to engage in CSR 
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strengths (β=0.32, p=0.001), they are also more likely to be involved in CSR concerns 

(β=0.10, p=0.019). In addition, both CSR committees and female directors improve CSR 

through enhancing CSR strengths (β=0.55, p=0.001 and β=2.34, p=0.001). 

 

2.5       Discussion 

NGO directors are prevalent on the boards of large firms. However, we know little about what 

type of firms are more likely to have NGO directors on their boards, nor do we know how 

these directors affect firm strategic outcomes. Our study explores these questions in the 

context of CSR. We find that firms with inferior CSR performance in the past as compared to 

peers are more likely to have NGO directors on their boards, and that performing bad in terms 

of CSR strengths is the main driver of having NGO directors. Furthermore, we show that the 

presence of NGO directors on boards does not improve CSR, suggesting that NGO directors 

may be appointed to corporate boards mainly for symbolic reasons. 

Our study enriches the literature on board composition by focusing on NGO directors. 

The increasing corporate scandals and the introduction of the 2002 Sarbanes Oxley Act have 

held the board of directors more accountable for cultivating responsible corporate behavior 

(Adams et al., 2010; de Villiers et al., 2011; Walls et al., 2012). To date, most studies focus 

on the importance of board independence or board diversity in enhancing CSR (e.g. Byron & 

Post, 2016; Johnson & Greening, 1999), emphasizing the broader perspectives brought about 

by board independence or diversity. NGO directors are special in that their experience, 

expertise, and reputation are particularly relevant for CSR. Nevertheless, our analysis 

suggests that NGO directors are not associated with better CSR. Rather, they are sitting on 

corporate boards primarily because of their symbolic values. 

We also provide additional evidence on the difference between CSR strengths and 

CSR concerns. Our results reveal that whereas firms engaging in less CSR strengths are more 
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likely to have NGO directors on their boards, those involving in more CSR concerns are not 

more likely to have NGO directors. A possible explanation may be that NGO directors tend to 

distance themselves from firms with considerable CSR concerns to avoid reputation 

deterioration (Boivie, Graffin, & Pollock, 2012). Thus, our findings highlight the importance 

of distinguishing between CSR strengths and CSR concerns. 

This study offers important practical implications to analysts, investors, employees, 

regulators, NGOs, and other stakeholders. Research has shown that firms engage in symbolic 

legitimation tactics to manage stakeholder impressions of CSR (Berrone & Gomez-Mejia, 

2009; Crilly, Hansen, & Zollo, 2016). In the face of such symbolic management behavior, 

stakeholders are tasked with the challenge of evaluating a firm’s actual CSR engagement 

(Peters, Romi, & Sanchez, 2019). Whereas the presence of NGO directors on boards may 

appear to be a commitment to future CSR performance, our results indicate that NGO 

directors on boards are largely ceremonial. Furthermore, the presence of NGO directors may 

impede a firm’s improvements in CSR performance by helping the firm reduce the threat of 

losing legitimacy. 

Future research may investigate the roles of NGO directors in other strategic contexts. 

For example, because NGO directors may have knowledge about the social expectations of 

the countries they have worked in, they may contribute to a firm’s foreign direct investment, 

purchasing, or sale activities in those countries (Teegen et al., 2004). As another example, 

NGO directors with experience in international NGOs may bring value to a firm’s global CSR 

strategy. In addition, it may be interesting for future research to establish a stronger causal 

link between NGO directors and CSR by considering the addition of NGO directors rather 

than the presence of NGO directors on boards. Studies on who are willing to sit on the boards 

of firms involved in CSR scandals can be another fruitful direction of future research. 
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Chapter 3. Institutional Investor Influence on Executive-to-Worker Pay 

Dispersion after the Financial Crisis: A Replication and Extension of 

Connelly, Haynes, Tihanyi, Gamache, and Devers 14 

 

“Given the growing income inequality in the country, we see increased reputational risk 

arising from the high quantum of pay to C-Suite executives.” 

State Street Global Advisors 

 

3.1       Introduction 

Institutional investor influence is of great interest to both researchers and practitioners due to 

its critical implications for corporate strategies and governance practices (Connelly, Shi, 

Hoskisson, & Koka, 2018; Connelly, Tihanyi, Certo, & Hitt, 2010; David, Bloom, & Hillman, 

2007; David, Hitt, & Gimeno, 2001; Humphery-Jenner, Sautner, & Suchard, 2017; Shi, 

Connelly, & Hoskisson, 2017). As defined by the Securities and Exchange Commission 

(SEC) in rule 13-F, institutional investors are a class of equity holders such as mutual funds, 

hedge funds, pension funds, banks, insurance companies, foundations, and endowments that 

manage more than $100 million in equity and must disclose all their holdings in excess of 

10,000 shares or $200,000. According to agency theory, institutional investor monitoring is 

part of the governance mechanisms that shape firm activities to mitigate the problems inherent 

in the separation of ownership and control (Boyd & Solarino, 2016; Connelly, Hoskisson, 

Tihanyi, & Certo, 2010; Jensen & Meckling, 1976; Johnson, Schnatterly, Johnson, & Chiu, 

2010). Research shows that one particularly important governance issue institutional investors 

 
14 This paper is a joint work of Shili Chen, Niels Hermes, and Reggy Hooghiemstra. It has been presented at the 

19th Annual Meeting of the European Academy of Management and the 79th Annual Meeting of the Academy 

of Management. It obtained the “Best Paper Award” from the Corporate Governance SIG of the European 

Academy of Management in 2019. 
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focus on is executive compensation (McCahery, Sautner, & Starks, 2016). Whereas most 

prior studies focus on the role of institutional investors in limiting excessive CEO pay and 

ensuring that CEO pay is linked to firm performance (e.g. Bell & Van Reenen, 2013; David, 

Kochhar, & Levitas, 1998; Dharwadkar, Goranova, Brandes, & Khan, 2008; Krause, Whitler, 

& Semadeni, 2014; Sauerwald, Lin, & Peng, 2016; Shin & Seo, 2011), a recent study by 

Connelly, Haynes, Tihanyi, Gamache, and Devers (2016; henceforth CHTGD) examines the 

influence of institutional investors on executive-to-worker pay dispersion. 

CHTGD’s work is valuable because on the one hand, the literature has recognized that 

the pay gap between executives and rank and file employees has an important impact on 

employee behavior, firm performance, and social outcomes (Bloom, 1999; Cowherd & 

Levine, 1992; Kaplan, 2013; Shaw, 2014; TenhiäLä & Laamanen, 2018; Tsui et al., 2018; 

Wade, O’Reilly, & Pollock, 2006). On the other hand, with few exceptions (e.g. Greckhamer, 

2016; Shin, 2014; Tosi & Greckhamer, 2004), little attention has been paid to the antecedents 

of executive-to-worker pay dispersion (Tsui et al., 2018). Being the first to investigate how 

institutional investors affect executive-to-worker pay dispersion, CHTGD serve as a pivotal 

reference for research on both the governance implications of institutional investor influence 

and the determinants of executive-to-worker pay dispersion (Connelly, Lee, Tihanyi, Certo, & 

Johnson, 2018; Tsui et al., 2018). CHTGD’s study has significant practical implications as 

well. In particular, their findings about institutional investor influence on executive-to-worker 

pay dispersion may motivate regulatory bodies to establish public policies that encourage 

institutional investor commitment to reducing executive-to-worker pay dispersion in firms 

they own. 

By theorizing and empirically showing that high executive-to-worker pay dispersion 

generates short-term benefits while undermining long-term firm performance, CHTGD argue 

and find that (1) transient institutional investors, who have short investment time horizons and 
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equity stakes in a wide range of firms, positively affect executive-to-worker pay dispersion, 

and (2) dedicated institutional investors, who have longer investment time horizon and 

maintain concentrated holding in a small number of firms, negatively influence executive-to-

worker pay dispersion. 

We suggest that a reexamination of CHTGD’s findings of institutional investor 

influence over executive-to-worker pay dispersion may offer important new insights to 

management research for two reasons. First, CHTGD’s sampling period is 1996 to 2006. Yet, 

a financial crisis took place right after 2006, stimulating a series of events that have 

significantly changed the corporate governance landscape in the US (Kaplan, 2013). As stated 

by Whetten (1989: 492), “theorists should be encouraged to think about whether their 

theoretical effects vary over time, either because other time-dependent variables are 

theoretically important or because the theoretical effect is unstable for some reason.”  

Following this insight, we consider examining whether the relationships between different 

types of institutional ownership and executive-to-worker pay dispersion remain consistent 

after the financial crisis. To do so, we replicate the research design described in CHTGD to 

perform separate analyses for three samples: the original CHTGD sample (1996-2006), the 

post-CHTGD sample (2007-2017), and the full sample (1996-2017) (Bettis, Ethiraj, 

Gambardella, Helfat, & Mitchell, 2016; Gupta, Mortal, & Guo, 2018; Howard, Withers, 

Carnes, & Hillman, 2016).  

The second reason why reexamining CHTGD’s work adds value is that CHTGD 

exclude a key component of institutional investors—quasi indexers—from their study. Similar 

to dedicated institutional investors, quasi-indexers are long-term oriented, trading 

infrequently. Unlike dedicated institutional investors, quasi-indexers hold highly diversified 

portfolios and employ a strategy of indexing in investing (i.e. closely mimic an index) 

(Bushee, 1998). The impact of quasi-indexers on firm outcomes has consistently been 
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overlooked in the management literature as these investors lack a traditional governance tool 

to influence firms—the ability to accumulate or exit positions in individual firms. However, 

financial scholars have demonstrated that, via proxy votes and direct engagement with 

management, quasi-indexers can and do affect corporate governance practices such as board 

independence, disclosure level, anti-takeover provisions, and dividend payout policies (Appel, 

Gormley, & Keim, 2016; Boone & White, 2015; Bushee, Carter, & Gerakos, 2014; Chen, 

Huang, Li, & Shevlin, 2019; Crane, Michenaud, & Weston, 2016). Anecdotal evidence also 

suggests that quasi-indexers are concerned with executive-to-worker pay dispersion in their 

portfolio firms.15 Therefore, we think it is crucial not to overlook the role of quasi-indexers in 

shaping executive-to-worker pay dispersion. 

Our direct replication of CHTGD in the time frame of 1996-2006 yields findings 

similar to the original study. That is, transient institutional ownership increases executive-to-

worker pay dispersion, while dedicated institutional ownership reduces executive-to-worker 

pay dispersion. Yet, we do observe some important difference during 2007-2017 as compared 

to the previous period. Specifically, the effect of transient institutional ownership on 

executive-to-worker pay dispersion has shifted from positive to negative. Moreover, the 

negative relationship between dedicated institutional ownership and executive-to-worker pay 

dispersion becomes insignificant. Lastly, quasi-indexers function as a key force in reducing 

executive-to-worker pay dispersion during 2007-2017, though their impact is insignificant 

before this period.16 

 
15 For example, State Street Global Advisors recently filed a report on the reputational risks arising from 

excessive executive pay versus low employee wages: https://www.ssga.com/investment-topics/general-

investing/2016/Guidelines-for-Mitigating-Reputational-Risk-in-C-Suite-Pay.pdf, Accessed January 2, 2019.  
16 In addition to institutional investor influence on executive-to-worker pay dispersion, CHTGD examine the 

effect of executive-to-worker pay dispersion on short- and long-term firm performance. They show that 

executive-to-worker pay dispersion increases short-term performance but reduces long-term performance. We 

are able to reproduce their findings with all our samples. The complete replication results are available from us. 

https://www.ssga.com/investment-topics/general-investing/2016/Guidelines-for-Mitigating-Reputational-Risk-in-C-Suite-Pay.pdf
https://www.ssga.com/investment-topics/general-investing/2016/Guidelines-for-Mitigating-Reputational-Risk-in-C-Suite-Pay.pdf
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Our paper makes several contributions to the literature. First, by replicating and 

extending the original work, we provide additional empirical evidence to elucidate the impact 

of institutional ownership on executive-to-worker pay dispersion. This is important given the 

prominent role institutional investors play in the capital market (Boyd & Solarino, 2016; 

Goranova & Ryan, 2014) and the critical economic and social implications of executive-to-

worker pay dispersion (Tsui et al., 2018). Second, doubling the sample period to 22 years 

introduces temporal contextualization to CHTGD’s findings. We show that institutional 

investor influences over executive-to-worker pay dispersion are different between the pre-

crisis (i.e. 1996-2006) and post-crisis (i.e. 2007-2017) periods, thus enriching research on the 

contingency role time plays. Finally, by demonstrating that quasi-indexer ownership is 

negatively associated with executive-to-worker pay dispersion during 2007-2017, our study 

contributes to research on quasi-indexer influence over corporate governance outcomes. As 

quasi-indexers’ stock ownership has grown dramatically over the past two decades and they 

are fast becoming the largest institutional investors in the US economy (Appel et al., 2016; 

Bogle, 2018; Chen et al., 2018; Tu, Adeyemi, Karambelas, Callagy, & Pinto, 2017), 

understanding the implications of quasi-indexer ownership have become increasingly 

important. 

 

3.2       CHTGD Summary 

3.2.1    Executive-to-Worker Pay Dispersion and Firm Performance: A Temporal 

Perspective 

The question whether vertical pay dispersion, including executive-to-worker pay dispersion, 

is beneficial or detrimental to firm performance has spurred theoretical disagreement among 

researchers. On the one hand, tournament theorists suggest that a large spread of pay across 

corporate hierarchical levels motivates employees to compete for promotion and higher pay 
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by putting in more efforts, which translates into higher firm performance (DeVaro, 2006; 

Lazear & Rosen, 1981; Wade et al., 2006). On the other hand, equity theorists argue that large 

pay dispersion may cause feelings of inequity and relative deprivation among lower-level 

employees, reducing their efforts, cooperation, productivity, commitment to organizational 

goals, and retention, ultimately resulting in poor firm performance (Bloom, 1999; Siegel & 

Hambrick, 2005). Both perspectives have gained empirical support in the literature (Cowherd 

& Levine, 1992; Henderson & Fredrickson, 2001; Messersmith, Kim, & Patel, 2018). To the 

extent that the literature does not provide a well-defined conceptual or observed empirical 

relationship between vertical pay dispersion and firm performance, Shaw (2014) concludes 

that the impact of executive-to-worker pay dispersion on firm performance is difficult to 

predict in advance. 

To resolve the above theoretical and empirical inconsistencies, CHTGD introduce a 

time dimension to the executive-to-worker pay dispersion—firm performance relationship by 

distinguishing between short- and long-term performance. On the one hand, CHTGD suggest 

a positive relationship between executive-to-worker pay dispersion and short-term firm 

performance as research on tournament theory shows that pay dispersion encourages a sharp 

focus on short-term outcomes. That is, since promotion decisions are often made on the basis 

of short-term outputs, pay dispersion may motivate employees to engage in things that offer 

relatively fast paybacks to enhance their potential for promotion. On the other hand, CHTGD 

argue that executive-to-worker pay dispersion is negatively associated with long-term firm 

performance because wide executive-to-worker pay gaps can result in employee commitment 

to activities that increase short-term benefits at the expense of the firm’s long-term growth 

capability. Moreover, large executive-to-worker pay dispersion can lead to employee shirking, 

uncooperativeness, and turnover, whose negative impacts may not be observable immediately 

but will take hold over time. 
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3.2.2    Institutional Investor Time Horizons and Executive-to-Worker Pay Dispersion 

Grounded on the idea that executive-to-worker pay dispersion is positively (negatively) 

related with short-term (long-term) firm performance, CHTGD developed a theory about 

institutional investors with different investment time horizons and their varied influence on 

executive-to-worker pay dispersion. 

It has been established in the literature that not all institutional investors are alike, nor 

do they have similar effects on firms (Borochin & Yang, 2017; Boyd & Solarino, 2016; 

Connelly et al., 2010; Goranova & Ryan, 2014). A common approach to distinguish 

institutional investors is Porter’s (1992) classification, which assigns institutional investors 

into three categories – transient, dedicated, and quasi-index – based on two fundamental 

characteristics of their trading behavior (i.e. portfolio turnover and holdings concentration). 

Transient institutional investors are characterized by fragmented holdings in numerous 

firms and high portfolio turnover (Porter, 1992). These investors favor stock value gains 

resulting from short-term performance improvements, trading frequently in and out of stocks 

based on the firm’s short-term earnings expectations (Bushee, 2001). Dedicated institutional 

investors seek for long-term appreciation in firms they own, maintaining concentrated 

holdings in a small number of firms for a long time (Bushee, 1998). Quasi-indexers make 

buy-and-hold investments in a broad set of firms (Bushee, 2004). The investment objective of 

such investors is to deliver the return of a market index (e.g. S&P 500) with minimal costs, 

and their investment decisions follow broad indexes regardless of the strategies adopted by 

particular firms within those indexes (Appel et al., 2016). 

CHTGD theorize that transient institutional investors are less concerned about the 

long-term risks associated with executive-to-worker pay dispersion because these risks are 

mitigated by their diversified and fast-moving holdings. Meanwhile, the high likelihood that 

transient institutional investors will sell a firm’s stock in the event of near-term earnings 
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disappointment creates pressures on firms to adopt strategies that yield short-term benefits, 

including greater executive-to-worker pay dispersion. Hence, transient institutional ownership 

is positively related executive-to-worker pay dispersion. CHTGD also theorize that dedicated 

institutional investors are more susceptible to the negative long-term consequence of high 

executive-to-worker pay dispersion given their long-term and concentrated holdings. As a 

result, dedicated institutional investors are more likely to engage in lowering executive-to-

worker pay dispersion in firms they own.17 CHTGD do not include quasi-indexers in their 

theory considering that these investors are less likely to make trading decisions based on 

specific firm actions. 

CHTGD find general support for their theory using a sample of S&P 1500 firms 

throughout 1996 and 2006. Their results showed that transient institutional ownership is 

positively related to executive-to-worker pay dispersion (β=25.79, one-tailed p<0.05, two-

tailed p<0.05),18 while dedicated institutional ownership negatively affects executive-to-

worker pay dispersion (β=-31.88, one-tailed p<0.05. two-tailed p<0.1). 

 

3.3       Reexamining CHTGD 

Institutional theory suggests that shareholder influence over corporate governance practices 

should be understood by considering the formal and informal institutional environment in 

which the shareholder and the firm are embedded (North, 1991; Schnatterly & Johnson, 

2014). In light of this embeddedness perspective, CHTGD’s sample context (i.e. 1996-2006) 

may reflect temporal boundary conditions that may directly affect how different types of 

institutional investors influence executive-to-worker pay dispersion. Importantly, the 

 
17 In addition to the threat of exit, dedicated institutional investors often use more sophisticated tactics to 

influence a firm’s compensation policies, including private meetings with management, voting during 

shareholder meetings, submitting shareholder proposals, organizing and supporting hostile media campaigns, 

and launching proxy contests. 
18 We report both one- and two-tail p-values because the original study present results using one-tail p-values. 
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landscape of corporate governance has seen dramatic change since the 2007-2008 financial 

crisis. For example, although executive compensation and its relation to that of lower level 

employees has long been a hot-button topic, it is only since the 2007-2008 financial crisis that 

the regulatory body and the public have intensified their scrutiny on executive-to-worker pay 

dispersion (Wowak, Gomez-Mejia, & Steinbach, 2017). The financial crisis prompted the 

passage, in 2010, of the Dodd-Frank Wall Street Reform and Consumer Protection Act, which 

includes a requirement for listed firms to disclose the ratio of their CEO pay to median worker 

pay (Kaplan, 2013). In 2013, SEC proposed amendments to Item 402 of Regulation S-K to 

implement this requirement, and the final rule was adopted in 2015, stipulating that listed 

firms must disclose this ratio since 2017.19 In addition to the enhanced legislative supervision, 

the financial crisis has increased public attention to the issue of executive-to-worker pay 

dispersion, with more intensive media coverage,20 NGO monitoring, and protests against 

firms with large pay gaps between executives and average employees (Leana & Meuris, 2015; 

Shin, 2014). Given the above changes concerning the formal and informal institutions in the 

US, it is useful to replicate CHTGD using an extended sampling time frame to see whether 

the relationships between different types of institutional ownership and executive-to-worker 

pay dispersion remain consistent over time. 

CHTGD explore two types of institutional investors, transient and dedicated, which 

are clearly differentiated in their trading behavior. Extending their study to include the 

“middle” group—quasi-indexers—may add value because these investors are growing to be 

the largest institutional investors in the US and they are increasingly taking an active role in 

monitoring firm practices (Appel et al., 2016; Chen et al., 2018). According to research firm 

Morningstar Inc., assets under management by passive index funds is rapidly expanding over 

 
19 https://www.sec.gov/spotlight/dodd-frank-section.shtml#953, Accessed January 2, 2019. 
20 We search all articles about executive-to-worker pay dispersion in major US newspapers from LexisNexis 

database and find that there are only 15 articles during 1996-2006 as compared to 276 articles during 2007-2017. 

https://www.sec.gov/spotlight/dodd-frank-section.shtml#953
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the past two decades and have exceeded those managed by active funds in August 2019.21 

Quasi-indexers that offer these funds, like Vanguard, Blackrock, and State Street Global, are 

now often the largest shareholders of US firms (Kempf, Manconi, & Spalt, 2016). The huge 

stakes held by quasi-indexers in individual firms not only render them greater voting power, 

but also incentivize them to actively monitor firm actions to avoid investment risks. Indeed, a 

growing number of studies show that quasi-indexers influence a firm’s governance choices 

(Appel et al., 2016; Boone & White, 2015; Bushee et al., 2014; Chen et al., 2018; Crane et al., 

2016). This stream of research finds quasi-indexers to be active monitors despite their 

indexing strategy—although being unable to “vote with their feet”, quasi-indexers can 

influence firm practices through multiple channels, such as proxy voting and direct 

engagement with the management. 

In sum, we extend CHTGD’s study in two ways: first, we reexamine CHTGD’s 

findings across a broader temporal context; and second, we incorporate quasi-indexers into 

the analyses. 

 

3.4       Methods 

3.4.1    Sample and Data Sources 

Our reexamination takes a sequential approach (Bettis et al., 2016; Gupta et al., 2018; Howard 

et al., 2016). In the first step, we focus on the same time period as CHTGD (that is 1996-

2006, we call it the “restricted sample”). Then we conduct the same tests for a sample from 

the period after CHTGD (2007-2017, we call it the “post-CHTGD sample”). Finally, we redo 

the analyses for a sample spanning the beginning of CHTGD’s observation window through 

the end of our data collection (1996-2017, we call it the “full sample”). For each sample, we 

perform two regressions: one with and the other without quasi-indexer ownership. 

 
21 https://www.wsj.com/articles/index-funds-are-the-new-kings-of-wall-street-11568799004, The Wall Street 

Journal: Index Funds Are the New Kings of Wall Street, Accessed September 18, 2019. 

https://www.wsj.com/articles/index-funds-are-the-new-kings-of-wall-street-11568799004
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We follow the original work as closely as possible with respect to all assumptions and 

aspects of data structure. Following CHTGD, we collect executive compensation data from 

ExecuComp database, firm-level characteristics and industry-level trends from Compustat 

Fundamentals Annual database, product and geographic diversification data from Compustat 

Segments database, institutional ownership from Thomson Reuters Institutional (13F) 

Holdings database,22 and shares outstanding from CRSP. We rely on Bushee’s Institutional 

Investor Classification Data to assign institutional investors into transient, dedicated, and 

quasi-index institutional investors.23 Using the same approach as CHTGD, we adopt Bushee’s 

non-permanent classification,24 which categorizes institutional investors annually to capture 

changes in their trading behavior over time. 

After omitting observations with missing data, our restricted sample (1996-2006) 

includes 2,278 firm-year observations from 403 unique firms. The number of firm-year 

observations is slightly lower than CHTGD’s sample of 2,292 firm-year observations. Our 

post-CHTGD sample (2007-2017) consists of 2,949 firm-year observations from 380 unique 

firms. In total, our full sample (1996-2017) covers 5,227 firm-year observations from 595 

unique firms. 

 

3.4.2    Measures 

We follow CHTGD in constructing our variables. The dependent variable executive-to-

worker pay dispersion is measured as the ratio of average TMT compensation to average 

employee compensation. Average employee compensation is calculated by dividing the total 

labor expenses (excluding total TMT compensation) by the number of employees. We 

 
22 These databases cover the S&P 1500 firms plus actively traded firms that were once part of the S&P 1500 but 

have since been removed, and a few other large publicly traded firms that were added to the databases by client 

request. 
23 http://acct.wharton.upenn.edu/faculty/bushee/IIclass.html, Accessed January 2, 2019. 
24 The results are qualitatively consistent if we use Bushee’s permanent classification of institutional investors. 

http://acct.wharton.upenn.edu/faculty/bushee/IIclass.html
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winsorize executive-to-worker pay dispersion at the top and bottom 1% by the restricted and 

post-CHTGD sample separately to reduce the effect of outliers, and more importantly, to yield 

similar standard deviations as CHTGD’s.25 

The independent variables—transient institutional ownership, dedicated institutional 

ownership, and quasi-indexer ownership—are operationalized as the number of shares owned 

by dedicated/transient/quasi-index institutional investors in a given firm divided by the total 

number of shares outstanding of that firm. Consistent with CHTGD, we apply a 1% cut-off 

criterion to remove owners with marginal equity positions. This approach yields transient 

institutional ownership ranging from 0% to 68.62% and dedicated institutional ownership 

ranging from 0% to 66.49% for our restricted sample (1996-2006), which is a bit different 

from CHTGD’s data (0%-62.57% for transient and 0%-74.71% for dedicated institutional 

ownership). 

We include the same set of control variables as CHTGD’s. Prior year executive-to-

worker pay dispersion is the one-year lag of executive-to-worker pay dispersion. Return on 

assets (ROA) is measured as the ratio of net income to total assets. Product and international 

diversification are operationalized with the inverse Herfindahl indices, namely one minus the 

sum of squares of the proportion of total sales from each business or geographic segment in 

which the firm operates.26 Industry munificence is calculated as the slope of the regression of 

industry sales over time27 divided by mean industry sales, using a 5-year window (Time t-5 to 

Time t). Industry dynamism is the standard error of the slope of the prior regression divided 

by mean industry sales. Industry complexity is measured as the Herfindahl index calculated as 

the sum of squares of market shares of all firms in each four-digit SIC category. Year 

 
25 The results are qualitatively consistent if we winsorize all firm-level continuous variables. 
26 We replace missing values in product and international diversification with zeros if the firm has sales data in 

Compustat Fundamentals Annual database, because the number of firm-year observations will drop by a half if 

we don’t do this. The results remain consistent if we exclude these two variables from the regressions. 
27 Dependent variable is industry sales, and independent variable is time. 
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dummies are included to control for temporal effects. Appendix 3.1 details the sources used to 

calculate our variables and how we merge different databases. 

 

3.5       Results 

3.5.1    Main Results  

In line with CHTGD, we estimate the models using fixed effects regression with robust 

standard errors. All the right-hand-side variables are lagged by one year except for industry 

conditions, which are in the same year as the dependent variable. Table 3.1 presents summary 

statistics.28 As shown in Table 3.1, the CHTGD sample and our restricted sample are similar 

in most variables, but we do note some differences in the means of product diversification, 

dedicated institutional ownership, and transient institutional ownership. The differences in 

institutional ownership may be attributed to the fact that Thomson Reuters Institutional (13F) 

Holdings database and Bushee’s Institutional Investor Classification database keep refining 

their data. 

We also observe substantive differences between the restricted and post-CHTGD 

samples. Specifically, executive-to-worker pay dispersion is smaller (i.e. 41.62 versus 52.46) 

in the post-CHTGD sample (i.e. 2007-2017) as compared to that in the restricted sample (i.e. 

1996-2006); ROA is also lower (i.e. 2.77 versus 3.82); industry munificence, which reflects 

the capability of an industry to support sustained growth, decreases (i.e. 0.02 versus 0.09); and 

quasi-indexer ownership amplifies (i.e. 33.56 versus 22.27). To visualize these differences, 

we plot the trend of our variables over time in Figure 3.1-3.3. These differences are consistent 

with the idea of a dynamic institutional environment, its interplay with firm strategic actions 

 
28 We note that the number of observations in Table 1 is slightly larger than those in the regressions. This is 

because CHTGD’s summary statistics reflect observations in the regressions of short-term firm performance 

over executive-to-worker pay dispersion, and we take the same approach to obtain the samples for summary 

statistics to allow for direct comparison. Specifically, different from how we yield the samples for regressions, 

we do not exclude observations with missing data in prior year institutional ownership when producing the 

summary statistics. 
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Table 3. 1   Summary statistics for CHTGD’s sample and our samples 

    CHTGD’s Sample   Ristricted Sample   Post-CHTGD Sample   Full Sample 

  (1996-2006)  (1996-2006)  (2007-2017)  (1996-2017) 

  Mean S.D.  Mean S.D.  Mean S.D.  Mean S.D. 

1 Executive-Worker Pay Dispersion 49.45 69.07  52.46 62.16  41.62 59.25  46.34 60.77 

2 Return on Assetsa 3.60 6.76  3.82 8.05  2.77 7.54  3.23 7.79 

3 Product Diversification 0.23 0.28  0.13 0.23  0.10 0.20  0.12 0.21 

4 International Diversification 0.10 0.20  0.08 0.16  0.08 0.17  0.08 0.16 

5 Complexity 0.14 0.15  0.14 0.14  0.14 0.15  0.14 0.15 

6 Dynamism 0.03 0.03  0.02 0.02  0.02 0.02  0.02 0.02 

7 Munificence 0.09 0.08  0.09 0.08  0.02 0.08  0.05 0.09 

8 Dedicated Ownershipa 6.13 8.57  7.11 8.56  5.84 8.05  6.39 8.30 

9 Transient Ownershipa 5.97 8.21   7.31 8.47   9.52 8.21   8.56 8.40 

10 Quasi-indexer Ownershipa    22.27 14.78  33.56 15.33  28.65 16.09 

11 TMT Size 5.87   6.06 1.37  5.48 1.03  5.73 1.22 

12 Observationsb 2,410   2,299   2,982   5,282  
13 Max Dedicated Ownershipa 74.71   66.49   64.34   66.49  
14 Max Transient Ownershipa 62.57     68.62     58.11     68.62   

15 Max Quasi-indexer Ownershipa      93.91     90.11     93.91   
a Expressed as a percentage. 
b More observations than those in the regressions, see page 14 for explanations. 
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Figure 3. 1   Average executive-to-worker pay dispersion of our sample firms 

Figure 3. 2   Average percentage of transient/dedicated/quasi-indexer ownership of our sample firms 

Figure 3. 3   Average ROA, complexity, dynamism, and munificence of our sample firms 
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Table 3. 2   Fixed effects panel regression of executive-to-worker pay dispersion over institutional ownership 

Dependent variable = Exe-to-Worker Pay Dispersion t 

  Restricted Sample 1996-2006  Post-CHTGD Sample 2007-2017  Full Sample 1996-2017 

Variables CHTGD (1) (2)  (3) (4)  (5) (6) 

Constant -2702.03* 24.83*** 24.69***  31.73*** 40.92***  26.46*** 29.70*** 

 (p<0.05) (0.000) (0.000)  (0.000) (0.000)  (0.000) (0.000) 

Control variables          

  Exe-Worker Pay Dispersion t-1 -0.04 0.11+ 0.11+  0.15* 0.15*  0.19*** 0.19*** 

 (p>0.1) (0.062) (0.062)  (0.022) (0.021)  (0.000) (0.000) 

  ROA t-1 57.31* 30.09* 30.08*  8.64 9.57  20.04* 20.35* 

 (p<0.05) (0.039) (0.039)  (0.392) (0.346)  (0.031) (0.028) 

  Product Diversification t-1 -17.33* -2.27 -2.24  -10.78+ -10.39+  -4.85 -5.07 

 (p<0.05) (0.788) (0.791)  (0.068) (0.081)  (0.354) (0.330) 

  Geographic Diversification t-1 -9.10 -23.58 -23.64  5.69 4.46  3.43 3.29 

 (p>0.1) (0.204) (0.201)  (0.410) (0.510)  (0.616) (0.630) 

  Complexity 60.54 76.03* 76.02*  21.56 21.02  28.90* 28.07* 

 (P>0.1) (0.050) (0.050)  (0.132) (0.142)  (0.031) (0.036) 

  Dynamism -22.11 -92.25 -92.18  24.21 6.65  -17.92 -23.56 

 (p>0.1) (0.154) (0.154)  (0.566) (0.882)  (0.513) (0.398) 

  Munificence 19.76 34.01* 34.03*  24.70* 21.48*  13.81+ 12.46 

 (p>0.1) (0.033) (0.033)  (0.040) (0.050)  (0.080) (0.101) 

  Year (effects coded) Included Included Included  Included Included  Included Included 

          

Independent variables          

  Transient Ownership t-1 25.79* 23.68+ 23.91  -22.11+ -24.32+  -7.49 -9.91 

 (p<0.05) (0.092) (0.107)  (0.086) (0.070)  (0.404) (0.300) 

  Dedicated Ownership t-1 -31.88+ -16.38 -16.07  5.02 -2.40  -7.61 -12.58 

 (p<0.1) (0.151) (0.202)  (0.731) (0.880)  (0.338) (0.152) 

  Quasi-indexer Ownership t-1   0.64   -20.73*   -14.21+ 

   (0.950)   (0.044)   (0.068) 

Observations 2,292 2,278 2,278  2,949 2,949  5,227 5,227 

Number of firmID  403 403  380 380  595 595 

Adjusted R-squared  0.05 0.05  0.05 0.06  0.07 0.07 

Note: Two-tailed p-values calculated based on robust standard errors are in the parentheses, *** p<0.001, ** p<0.01, * p<0.05, + p<0.1. 
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and outcomes, and the need to examine whether a relationship varies over time (Adams, 2016; 

Gupta et al., 2018; Hambrick et al., 2008; Howard et al., 2016; Whetten, 1989). Notably, as 

shown in Figure 3.2, which illustrates the average transient/dedicated/quasi-indexer 

ownership of our sample firms over time, quasi-indexer ownership is much larger than 

transient or dedicated institutional ownership and it is growing rapidly, suggesting that it is 

indeed important to consider quasi-indexers’ role in shaping executive-to-worker pay 

dispersion. 

Table 3.2 reports the regression results. The first column (shaded grey) presents results 

as reported by CHTGD for comparison. Regressions (1)-(2) contain results for our restricted 

sample, regression (3)-(4) for our post-CHTGD sample, and regression (5)-(6) for the full 

sample. Regressions (2), (4), and (6) are different from regressions (1), (3), and (5) in that 

quasi-indexer ownership is included in the analyses. Our restricted sample produces results 

that are qualitatively consistent with CHTGD’s findings: transient ownership is positively 

associated with executive-to-worker pay dispersion (β=23.91, one-tailed p<0.1, two-tailed 

p=0.107); dedicated ownership is negatively linked to executive-to-worker pay dispersion 

(β=-16.07, one-tailed p=0.101, two-tailed p=0.202). Our results also demonstrate that quasi-

indexer ownership is not related to executive-to-worker pay dispersion during 1996-2006 

(β=0.64, one-tailed p=0.475, two-tailed p=0.950). The results of the direct replication 

provide evidence that we are indeed following a similar empirical approach to CHTGD’s.  

Yet, the effects of transient/dedicated/quasi-indexer ownership on executive-to-worker 

pay dispersion change during the post-CHTGD period. The relationship between transient 

ownership and executive-to-worker pay dispersion turns negative (β=-24.32, one-tailed 

p<0.05, two-tailed p<0.1); the relationship between dedicated ownership and executive-to-

worker pay dispersion becomes insignificant (β=-2.40, one-tailed p=0.440, two-tailed 
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p=0.880); and the relationship between quasi-indexer ownership and executive-to-worker pay 

dispersion becomes negatively significant (β=-20.73, one-tailed p<0.05, two-tailed p<0.05). 

Results of the full sample reflect the inconsistent findings between our restricted and 

post-CHTGD samples: the coefficient of transient ownership is insignificant (β=-9.91, one-

tailed p=0.150, two-tailed p=0.300); the coefficient of dedicated ownership is negative (β=-

12.58, one-tailed p<0.1, two-tailed p=0.152); the coefficient of quasi-indexer ownership is 

negative (β=-14.21, one-tailed p<0.05, two-tailed p<0.1). 

Overall, our direct replication reaffirms the original findings of CHTGD within the 

1996-2006 time frame. Our replication in a later and broader time frame suggests that 

temporal effects appear to change how different types of institutional ownership shape a 

firm’s executive-to-worker pay dispersion. Specifically, quasi-indexer ownership, rather than 

dedicated ownership, have become more important in reducing executive-to-worker pay 

dispersion since the 2007-2008 financial crisis. Moreover, the effect of transient institutional 

ownership on executive-to-worker pay dispersion has switched from positive to negative 

during 2007-2017. 

 

3.5.2    Robustness Check Using a Regression Model with Interaction Terms 

In the above analyses, we do not test whether the different results generated from the 

restricted sample and the post-CHTGD sample are empirically significant as it is impossible 

to perform coefficient difference tests using STATA command suest for fixed effects 

regression models. In this section, we construct a regression model with interaction terms to 

empirically test the changes in institutional investor influence. This model is tested using the 

full sample (i.e. 1996-2017). We create a dummy variable Post-CHTGD, which equals to 1 

from the year 2007 to 2017 and 0 otherwise, and examine the moderating effect of Post-

CHTGD on the relationships between transient/dedicated/quasi-indexer ownership and 
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Table 3. 3   Robustness check: The moderating role of Post-CHTGD 

Dependent variable = Exe-to-Worker Pay Dispersion t 

 (1) (2) (3) 

Constant 34.98*** 40.10*** 38.39*** 

 (0.000) (0.000) (0.000) 

Control variables    

  Exe-Worker Pay Dispersion t-1 0.20*** 0.20*** 0.20*** 

 (0.000) (0.000) (0.000) 

  ROA t-1 21.67* 22.29* 21.73* 

 (0.020) (0.016) (0.017) 

  Product Diversification t-1 -1.08 -1.46 -1.93 

 (0.837) (0.779) (0.713) 

  Geographic Diversification t-1 5.76 5.51 4.79 

 (0.395) (0.413) (0.480) 

  Complexity 32.54* 31.78* 30.59* 

 (0.014) (0.016) (0.019) 

  Dynamism -57.69* -64.72* -56.52* 

 (0.017) (0.012) (0.033) 

  Munificence 8.57 6.28 8.22 

 (0.210) (0.328) (0.201) 

  Post-CHTGD -4.96** -3.80* -0.28 

 (0.001) (0.047) (0.946) 

Independent variables    

  Transient Ownership t-1  -10.47 -11.95 

  (0.216) (0.313) 

  Dedicated Ownership t-1  -16.83* -23.27* 

  (0.045) (0.012) 

  Quasi-indexer Ownership t-1  -12.23+ -1.41 

  (0.071) (0.842) 

  Transient Ownership t-1 × Post-CHTGD   3.14 

   (0.807) 

  Dedicated Ownership t-1 × Post-CHTGD   16.26 

   (0.226) 

  Quasi-indexer Ownership t-1 × Post-CHTGD   -17.01+ 

   (0.054) 

Observations 5,227 5,227 5,227 

Number of firmID 595 595 595 

Adjusted R-squared 0.06 0.06 0.06 

Note: Two-tailed p-values calculated based on robust standard errors are in the parentheses, *** p<0.001, ** p<0.01, * 

p<0.05, + p<0.1. 

 

executive-to-worker pay dispersion. In this set of regressions, we exclude year dummies to 

avoid multicollinearity problems. Table 3.3 presents the regression results. The coefficients of 

both the interaction terms “Transient Ownership × Post-CHTGD” and “Dedicated Ownership 

× Post-CHTGD” are insignificant, suggesting that there may not be significant changes in the 

relationships between transient/dedicated ownership and executive-to-worker pay dispersion. 

Consistent with the results in Table 2, Post-CHTGD negatively moderates the effect of quasi-

indexers on executive-to-worker pay dispersion, indicating that quasi-indexers have become 

more active in reducing executive-to-worker pay dispersion in their portfolio firms since the 

2007-2008 financial crisis. 
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3.5.3    Robustness Check on the Role of Position in the Industry  

If the changes in institutional investor influence on executive-to-worker pay dispersion are 

caused by the heightened regulatory and public attention to executive-to-worker pay 

dispersion, the extent to which these investors will pressure a firm to lower its executive-to-

worker pay dispersion may depend on the firm’s position within the industry. Specifically, 

when a firm’s executive-to-worker pay dispersion is higher than average firms in its industry, 

it is more likely that this firm will experience negative publicity and shares plunges. Hence, 

institutional investors are more likely to demand this firm to narrow its executive-to-worker 

pay dispersion. Conversely, firms with a below average level of executive-to-worker pay 

dispersion will be less likely to go through negative outcomes, and thus institutional investors 

will be less concerned about executive-to-worker pay dispersion in such firms. To test these 

ideas, we first construct a dummy variable High Dispersion, which equals to 1 if the firm’s 

executive-to-worker pay dispersion is greater than the industry average in a given year, and 0 

otherwise. Then, we examine how High Dispersion moderates the relationships between 

transient/dedicated/quasi-index ownership and executive-to-worker pay dispersion. The 

regression results are illustrated in Table 3.4. As predicted, the coefficients of all the three the 

interaction terms are negatively significant in the Post-CHTGD sample (2007-2017), but they 

are not significant in the restricted sample (1996-2006). These findings may suggest that 

institutional investors, no matter what their types are, tend to prefer lower executive-to-

worker pay dispersion since the 2007-2008 financial crisis. 

 

3.6       Discussion 

Using a similarly constructed sample of S&P 1500 firms, but across a longer time period, we 

replicate CHTGD’s work on institutional investor influence over executive-to-worker pay 

dispersion. The results of our direct replication of CHTGD in the time frame of 1996-2006 
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Table 3. 4   Robustness check: The moderating role of position in the industry 

Dependent variable = Exe-to-Worker Pay Dispersion t 

 Restricted Sample 1996-2006  Post-CHTGD Sample 2007-2017  Full Sample 1996-2017 

Variables (1) (2)  (3) (4)  (5) (6) 

Constant 25.84*** 27.26***  29.61*** 35.36***  26.28*** 27.82*** 

 (0.000) (0.000)  (0.000) (0.000)  (0.000) (0.000) 

Control variables         

  Exe-Worker Pay Dispersion t-1 0.13* 0.13*  0.14* 0.14*  0.20*** 0.20*** 

 (0.049) (0.047)  (0.044) (0.040)  (0.000) (0.000) 

  ROA t-1 30.05* 30.32*  10.26 10.95  20.43* 20.73* 

 (0.037) (0.038)  (0.309) (0.285)  (0.028) (0.025) 

  Product Diversification t-1 -2.04 -1.54  -10.75+ -10.95+  -4.54 -5.30 

 (0.810) (0.857)  (0.066) (0.070)  (0.388) (0.308) 

  Geographic Diversification t-1 -23.47 -23.13  7.67 4.77  3.31 2.64 

 (0.205) (0.212)  (0.296) (0.497)  (0.630) (0.701) 

  Complexity 76.16* 75.74*  20.68 19.72  28.62* 27.43* 

 (0.046) (0.045)  (0.144) (0.169)  (0.033) (0.043) 

  Dynamism -92.08 -88.76  28.72 6.45  -17.91 -24.28 

 (0.157) (0.171)  (0.490) (0.882)  (0.515) (0.379) 

  Munificence 33.88* 34.00*  25.32* 20.30+  13.29+ 11.38 

 (0.033) (0.033)  (0.039) (0.058)  (0.095) (0.127) 

  High Dispersion t-1 -5.37 -10.71+  7.78* 24.14*  -0.06 6.67 

 (0.240) (0.083)  (0.041) (0.022)  (0.983) (0.246) 

  Year (effects coded) Included Included  Included Included  Included Included 

Independent variables         

  Transient Ownership t-1 22.06+ 21.54  -12.60 -14.85  -5.00 -7.81 

 (0.094) (0.116)  (0.254) (0.198)  (0.536) (0.358) 

  Transient Ownership t-1 × High Dispersion t-1 7.70 11.61  -47.77+ -51.19*  -10.78 -11.84 

 (0.775) (0.663)  (0.057) (0.039)  (0.530) (0.499) 

  Dedicated Ownership t-1 -17.67 -19.15  15.84 12.85  -2.46 -4.98 

 (0.148) (0.145)  (0.273) (0.402)  (0.777) (0.589) 

  Dedicated Ownership t-1 × High Dispersion t-1 3.29 11.38  -42.36* -67.98**  -16.81 -28.93 

 (0.896) (0.662)  (0.010) (0.006)  (0.254) (0.115) 

  Quasi-indexer Ownership t-1  -5.48   -10.03   -9.04 

  (0.599)   (0.163)   (0.158) 

  Quasi-indexer Ownership t-1 × High Dispersion t-1  21.28   -42.35*   -20.47+ 

  (0.173)   (0.047)   (0.092) 

Observations 2,278 2,278  2,949 2,949  5,227 5,227 

Number of firmID 403 403  380 380  595 595 

Adjusted R-squared 0.05 0.05  0.05 0.07  0.07 0.07 

Note: Two-tailed p-values calculated based on robust standard errors are in the parentheses, *** p<0.001, ** p<0.01, * p<0.05, + p<0.1. 
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match closely with the original findings, however, our analyses across a longer sampling 

period produce different results. Overall, CHTGD propose that transient ownership is 

positively related to executive-to-worker pay dispersion, while dedicated ownership 

negatively affects executive-to-worker pay dispersion. Our replication finds that, during the 

post-CHTGD period (i.e. 2007-2017), the relationship between transient ownership and 

executive-to-worker pay dispersion turns negative, and the effect of dedicated ownership on 

executive-to-worker pay dispersion becomes less negative. We also examine the impact of 

quasi-indexer ownership on executive-to-worker pay dispersion, though CHTGD expect 

quasi-indexers to have less influence on firm outcomes. Our results suggest an insignificant 

relationship between quasi-indexer ownership and executive-to-worker pay dispersion in the 

time frame of the original study (i.e. 1996-2006), providing evidence to corroborate 

CHTGD’s statement about quasi-indexers within that sample time period. Interestingly, quasi-

indexer ownership has a significant negative effect on executive-to-worker pay dispersion in 

the 2007-2017 time frame, indicating that quasi-indexers may have become more active in 

monitoring firm compensation policies over the past decade. 

Recent research suggests that the landscape of corporate governance in the US has 

changed dramatically since the financial crisis, with the issue of executive-to-worker pay 

dispersion attracting heightened Congressional and public scrutiny (Kaplan, 2013; Wowak et 

al., 2017) and the market share of quasi-indexers expanding rapidly (Appel et al., 2016; Chen 

et al., 2018). Our findings imply that, under such circumstance, transient institutional 

investors and quasi-indexers are more likely to engage in reducing executive-to-worker pay 

dispersion in firms they own, especially in those with above industry level pay dispersion. 

Our findings may be due to several potential reasons. First, with the issue of executive-to-

worker pay dispersion being increasingly salient to the regulatory bodies and the public, 

transient institutional investors and quasi-indexers may be warier of the potential shares 
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plunge in their portfolio firms caused by high executive-to-worker pay dispersion, as well as 

the potential reputational risk associated with investing in irresponsible firms. Second, 

consistent with research showing that institutional investors increasingly find CSR important 

in fulfilling client demands, attracting fund flows, and reducing investment risks (Chen, 

Dong, & Lin, 2019), it is possible that institutional investors also increasingly find a large pay 

gap between executives and employees unsustainable. This change in institutional investors’ 

perceptions may be more profound for quasi indexers as they are long-term universal owners, 

which makes them expose to risks from corporate negative externalities inevitably. 

 

3.6.1    Theoretical Implications 

Our replication study suggests that temporal settings may be an important boundary condition 

to understand how institutional investors affect executive-to-worker pay dispersion. It is 

recognized in the literature that institutional investor behaviors and preferences can change 

over time, which in turn may affect their impact on firm practices (Bushee, 1998; Connelly et 

al., 2010). Research also shows that institutional investors make decisions within the formal 

and informal institutional constraints in a given institutional framework (Schnatterly & 

Johnson, 2014). We draw on these insights to show that along with the stricter supervision 

from the legislative body and the public over executive-to-worker pay dispersion after the 

financial crisis, transient institutional investors and quasi-indexers have become more likely 

to engage in reducing executive-to-worker pay dispersion in their portfolio firms. Future 

research on institutional investor influence may attach more importance to the temporal 

context of their theory. 

Our findings also demonstrate that quasi-indexers do influence corporate governance 

outcomes under certain circumstance. Quasi-indexers have long been overlooked in the 

management literature as the indexing strategy largely attenuates their ability to “vote with 
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their feet” and their diversified holdings make firm-specific information gathering costly. 

Nevertheless, quasi-indexers may be interested in promoting the “best” corporate governance 

practices proposed by the regulatory body in their portfolio firms to reduce investment risks 

and monitoring costs (Appel et al., 2016). With their rapid expanding market shares, quasi-

indexers also become more capable of enforcing their demands through voice such as private 

discussions and proxy votes. Future research should pay more attention to this fast-growing 

group of institutional investors. 

 

3.6.2    Practical Implications 

CHTGD state that their findings about institutional investor influence on executive-to-worker 

pay dispersion may motivate regulatory bodies to develop policies that force influential 

investors to support lower executive-to-worker pay dispersion. Changes in the impact of 

transient institutional ownership and quasi-indexer ownership on executive-to-worker pay 

dispersion during 2007-2017 may lend support to CHTGD’s idea that the regulatory bodies 

can, via public policies, mobilize institutional investors to engage in reducing executive-to-

worker pay dispersion. 

CHTGD also suggest executives to consider what kind of owners they wish to attract 

when developing compensation policies based on their findings about the heterogeneous 

institutional investor preferences of executive-to-worker pay dispersion. Our replication study 

provides additional insights for executives by showing that institutional investor preferences 

change over time. In order to track and respond quickly to investor concerns and preferences, 

executives may need to communicate regularly with their important investors. 
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3.6.3    Limitations, Future Research, and Conclusion 

In this replication study, we show that compared to the period of 1996-2006, the relationship 

between transient institutional ownership and executive-to-worker pay dispersion has changed 

from positive to negative during 2007-2017, and similarly, the relationship between quasi-

index ownership and executive-to-worker pay dispersion has changed from insignificant to 

negative. We propose that these changes may be a result of the increased regulatory and 

public scrutiny on executive-to-worker pay dispersion since the financial crisis. However, we 

do not empirically prove this argument. Future work on institutional investor influence on 

firm outcomes may look for ways to examine the moderating effects of institutional-level 

factors. Delving into this type of question may require researchers to find adequate proxies for 

these institutional-level factors. For example, using content analysis of newspapers, one can 

measure the extent to which the issue of executive-to-worker pay dispersion is salient to the 

public in a given time. 

In conclusion, through our replication and extension of CHTGD’s work on 

institutional investor influence on executive-to-worker pay dispersion, we highlight that 

temporal settings may represent an important boundary condition in this relationship. 

Moreover, we provide evidence that quasi-indexers, despite their indexing strategy, may 

actively monitor corporate governance practices. Given that the economic power of 

institutional investors, especially quasi-indexers, has risen rapidly (Chen et al., 2018; 

Connelly et al., 2018), and that executive-to-worker pay dispersion could have important 

long-term implications on firm performance and societal-level income equality (Tsui et al., 

2018), our findings offers insights for policymakers and managers about how to manage 

institutional investors to promote corporate responsibility and sustainable growth. 
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Appendix 3. 1 Details on our measures 

Panel A. Variable Description 

 Variable Measure Data Item and Source 

1 Executive-to-worker pay dispersion average TMT compensation/average employee compensation tdc1 from Execucomp for executive compensation; 

xlr and emp from Compustat for labor expenses and total number 

of employees 

2 Dedicated/Transient/Quasi-indexer Ownershipa the number of shares owned by each type of institutional investors at 

the end of the year/the total number of shares outstanding at the end of 

the year 

shares from Thomson Reuters Institutional (13F) Holdings for 

shares owned by institutional investors; 

shrout from CRSP for shares outstanding; 

Transient/Quasi-indexer/Dedicated classification ($3.) from 

Bushee’s Institutional Investor Classification for categorizing 

institutional investors 

3 ROA net income / total assets ni and at from Compustat Fundamental for net income and total 

assets 

4 Complexity the sum of squares of the market shares of all firms in each four-digit 

SIC category 

sale and sic from Compustat Fundamental for sales and industry 

5 Munificence the slope of the regression of industry sales over time divided by mean 

industry sales (5-year window with the focal year as the last year) 

sale and sic from Compustat Fundamental for sales and industry 

6 Dynamism standard error of the prior regression divided by mean industry sales sale and sic from Compustat Fundamental for sales and industry 

7 Product Diversificationa 1 - the sum of squares of the proportion of total sales from each 

business section 

sales and sid from Compustat Segments for sales and business 

sections 

8 International Diversificationa 1 - the sum of squares of the proportion of total sales from each 

geographic section 

sales and geotp from Compustat Segments for sales and 

geographic sections 
a We follow the guidelines in WRDS to deal with duplicate observations. 

 

Panel B. Matching Criteria 

  Matching Criteria 

1 Execucomp and Compustat Fundamental are matched based on GVKEY 

2 Thomson Reuters Institutional (13f) Holdings and Bushee’s Institutional Investor Classification are matched based on mgrno 

3 Thomson Reuters Institutional (13f) Holding and CRSP are matched based on cusip from the former and ncusip from the later 

4 CRSP and Compustat Fundamental are matched based on cusip 

5 Compustat Segments and Compustat Fundamental are matched base on GVKEY 
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Chapter 4. Board Gender Diversity Policies and Women on Boards Around 

the World: An Institution-Based View 29 

 

4.1       Introduction 

Placed at the top of the corporate governance agenda, board gender diversity has captured 

worldwide attention of academics, the media, and policymakers. While to date the evidence 

supporting the “business case” of having more women on a firm’s board is ambivalent 

(Adams, 2016; Hoobler, Masterson, Nkomo, & Michel, 2018; Post & Byron, 2015), 

arguments related to equal opportunities and social justice to break the “glass ceiling” have 

put considerable pressure on firms to make progress in appointing women to their boards 

(Gregorič, Oxelheim, Randøy, & Thomsen, 2017; Knippen, Shen, & Zhu, 2019). Lobbying 

groups like Catalyst and the Professional Women’s Network add to this pressure through their 

campaigns that raise public awareness of women underrepresentation on boards (Dobbin, 

Kim, & Kalev, 2011; Hill, Upadhyay, & Beekun, 2015; Seierstad, Gabaldon, & Mensi-

Klarbach, 2017). Despite these pressures, progress has been slow and female representation 

on corporate boards around the world remains low. 

Setting up a board gender diversity policy (hereafter BGDP) has been advocated by 

scholars and policymakers as a pathway to achieve a more gender-balanced board (Joshi et 

al., 2015; Klettner et al., 2016; Kossek, Su, & Wu, 2017). BGDP refers to a firm-level 

corporate policy that aims to increase gender diversity in the boardroom. Data from Thomson 

Reuters suggest worldwide proliferation of BGDPs. By the end of 2013, about 29% of the 

largest firms globally had a BGDP, although, as suggested by Figure 4.1, there is considerable 

 
29 This paper is a joint work of Shili Chen, Shibashish Mukherjee, Niels Hermes, and Reggy Hooghiemstra. An 

earlier version of the paper was presented at the 18th Annual Meeting of the European Academy of 

Management, the 78th Annual Meeting of the Academy of Management, and the University of Agder, Norway. 

An earlier version of this paper received the “Best Transnational Research Paper Award” from the Gender and 

Diversity Division of the Academy of Management in 2018. 
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variation across countries. Our knowledge about the effectiveness of these firm-level policies 

in promoting a more gender-balanced board is surprisingly limited, however. What seems 

particularly puzzling is that, as shown in Figure 4.1 and 4.2, the number of firms in a country 

having a BGDP does not necessarily correspond with the country’s degree of board gender 

diversity. This suggests cross-country variation with respect to the effectiveness of BGDPs in 

promoting the representation of women on boards. Accordingly, we focus our attention on 

two research questions. First, what is the relationship between BGDPs and the representation 

of women on corporate boards? Second, what country-level institutions condition the 

effectiveness in promoting women representation on boards? 
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Figure 4. 1   Percentage of firms with board gender diversity policies (BGDPs) in 2013 in our sample countries 

Figure 4. 2   Percentage of women on boards (WOB) in 2014 in our sample countries 
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To address these questions, we combine the literature on diversity programs (Dobbin, 

Schrage, & Kalev, 2015; Leslie, 2019; Nishii, Khattab, Shemla, & Paluch, 2018) and on the 

institution-based view (Peng, Sun, Pinkham, & Chen, 2009; Peng, Wang, & Jiang, 2008; van 

Essen, Heugens, Otten, & van Oosterhout, 2012). We start by arguing that a BGDP is 

positively associated with women on boards because not only are firms with a BGDP more 

likely to select directors from a gender diversity point of view, but also these firms may be 

more attractive to potential female director candidates. Subsequently, we draw on the ideas 

advanced by the institution-based view to argue that the influence of BGDP on the 

representation of women on boards is conditioned by legislative, cultural, and economic 

institutions prevailing in a country (Lel, Miller, & Reisel, 2019; Miletkov, Poulsen, & 

Wintoki, 2017; van Essen et al., 2012). 

We focus on three institutions that either enable or constrain (Duran, van Essen, 

Heugens, Kostova, & Peng, 2019; Mathias, Lux, Crook, Autry, & Zaretzki, 2015) the 

effectiveness of BGDPs in promoting representation of women on boards. First, we focus on 

regulatory prescriptions regarding some target percentage of female directors (i.e., quota or 

gender-specific provisions in corporate governance codes). On the one hand, these regulatory 

prescriptions may enable BGDPs’ effectiveness by providing support from a higher authority 

(e.g., government, stock exchange, or some other regulator) for the goals expressed in a 

BGDP. On the other hand, they may constrain it as the presence of nation-wide prescriptions 

in terms of a desired or targeted percentage of women on boards makes the added value of a 

BGDP in creating a more gender-balanced board less obvious. 

Second, we gauge the effects of the prevailing cultural norms about the roles men and 

women have in society. In countries with a strong gender role bias, women are expected to be 

concerned with taking care of the family rather than with work and achieving success. As a 

result, “the legitimacy of female directors may be more questionable” (Post & Byron 2015: 



 

63 
 

1550) in these countries. Accordingly, we expect that in these countries the effectiveness of 

BGDPs in promoting women on boards is constrained.  

Third, we focus on the role of the market for female directors as an institution. Both 

academics and the media have advanced the view that the limited supply of high-quality 

female candidates may restrict the ability of firms to make progress in creating more gender-

balanced boards (Adams & Kirchmaier, 2015; Terjesen et al., 2015). We argue that the tighter 

the market for female directors is in a country, the more constraining it will be for the 

effectiveness of BGDPs in promoting the representation of women on boards. 

Our analysis, which is based on a sample of 23,476 firm-year observations from 33 

countries over the period 2003–2014, provides support for the expectations outlined above. 

We find a positive and statistically significant association between BGDPs and women on 

boards. We also find support for the view that institutions matter. Specifically, we find that 

provisions in corporate governance codes work as substitutes for BGDPs. At the same time, 

we do not find evidence that quota complement nor substitute for BGDPs. Our analysis 

further suggests that the other two institutions act as constraining factors in the sense that a 

strong gender role bias or tight market for female directors attenuates the positive effects of 

BGDPs on the representation of women on boards. 

Our study makes three important contributions. First, we extend current understanding 

of the effectiveness of firm-level BGDPs (and diversity programs in general) around the 

world. We show that the effectiveness of BGDPs is conditioned by legislative, cultural, and 

economic institutions prevailing in a country. This is potentially important as gender 

composition at the top of the firm is highly visible to the firm’s stakeholders. A lack of 

progress in creating a gender-balanced board may induce adverse perceptions about the firm’s 

priorities to stimulate women’s career equality (Kossek et al., 2017; Nishii, 2013). It may also 

negatively affect the firm’s reputation and competitive advantages (Hillman et al., 2007; 
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Knippen et al., 2019; Leslie, Manchester, & Dahm, 2017; Nishii et al., 2018; Post & Byron, 

2015). As such, our study has clear policy implications, because the findings suggest that 

there is no one-size-fits-all approach to creating a more gender-balanced board.  

Second, this study adds to the emerging, yet until now still under-researched literature 

that focuses on the importance of national context to explain women representation on 

corporate boards (Chizema, Kamuriwo, & Shinozawa, 2015; Grosvold & Brammer, 2011; 

Terjesen & Singh, 2008). Almost all previous studies have focused on single country-level 

determinants such as female representation in official positions (e.g., in the parliament, in 

legislature, in the executive office), the gender pay gap (Terjesen & Singh, 2008), and the role 

of religiosity (Chizema et al., 2015) in addressing cross-country variation in board gender 

diversity. In this study, we focus on three more fundamental institutions—regulatory 

prescriptions, gender role bias and supply of female directors—that can either enable or 

constrain a firm-level policy in advancing women to the boardroom.  

Finally, our study contributes to the international business literature in general and the 

literature on comparative corporate governance in particular (Aguilera & Jackson, 2003; Lel 

et al., 2019; van Essen et al., 2012). Most of these studies focus on how country-level 

institutions directly affect corporate governance outcomes (e.g., board structure and executive 

compensation), while “the interplay between country- and firm-level governance tends to be 

disregarded” (Schiehll & Martins, 2016: 181). In this study, we provide evidence of 

substitutive and complementary effects between a firm-level mechanism (BGDP) and 

country-level legislative, cultural, and economic institutions in bringing about more gender-

balanced boards. By considering cultural as well as economic institutions, we complement the 

few studies that focused on the interplay between countries’ legal systems and firm-level 

governance mechanisms in explaining firm outcomes, like IPO valuation (Bell, Filatotchev, & 
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Aguilera, 2014) and shareholder voting (Sauerwald, van Oosterhout, van Essen, & Peng, 

2018). 

 

4.2       Theory and Hypotheses 

4.2.1    BGDPs and Women on Boards 

Director recruitment usually involves a process biased by social contacts and based on a 

choice from within the bounds of existing social networks (Withers, Hillman, & Cannella, 

2012). This may explain why it is difficult for women to enter the boardroom (Kirsch, 2018; 

Leslie et al., 2017; Terjesen et al., 2015). To level the playing field, an increasing number of 

firms around the world have formulated and implemented firm-level BGDPs. A BGDP is an 

important element of a firm’s diversity program, particularly aimed at increasing women 

representation on the board (Dobbin & Kalev, 2016; Leslie et al., 2017; Nishii et al., 2018). In 

a BGDP, the firm addresses the strategic importance of board gender diversity, communicates 

what are the targets, how to accomplish those targets, and who is responsible for 

implementing the policy. As such, a BGDP is a targeted recruitment policy (Dobbin & Kalev, 

2016; Nishii et al., 2018), and its intended outcome is to promote that the firm’s board 

becomes more gender-balanced and when balance is achieved, remains so.  

We argue that during the recruitment and appointment process, a BGDP is not only 

important for targeting and selecting female candidates, it also helps persuading female 

candidates to join the board. First, from the firms’ perspective we expect that firms with a 

BGDP are more likely to actively seek for, and ultimately appoint, female directors. The 

presence of a BGDP signals that board gender diversity is a strategic priority for the firm. Its 

presence likely focuses directors’ attention on gender diversity issues when evaluating board 

composition and candidates for a director position (Leslie et al., 2017). Moreover, since a 

BGDP is publicly released, the ensuing accountability vis-à-vis the firm’s stakeholders (e.g., 
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employees, specific interest groups, the media, and investors) likely incentivizes directors of 

firms with a BGDP to seriously engage with the policy and actively seek for female directors 

(Nishii et al., 2018).  

Second, from the perspective of potential female candidates we argue that these 

candidates are more likely to be attracted to firms with a BGDP (Kossek et al., 2017). A 

BGDP signals a firm’s commitment to leveraging women’s talents and to supporting their 

interests and needs in a visible way (Kossek et al., 2017). In this sense, potential female 

directors may view firms with a BGDP as more comfortable to work for and more 

instrumental in obtaining their valued outcomes (Nishii, 2013; Terjesen et al., 2009). Hence, 

they may be more willing to accept appointments of, and remain in, such firms. Accordingly, 

we expect firms with a BGDP to have more women on the board than those without and 

hypothesize: 

Hypothesis 1: Firms with a BGDP will have a higher proportion of women on their 

boards. 

4.2.2    The Moderating Effect of Country-Level Institutions 

An important strand in the governance literature shows that country-level institutions affect 

firm-level policies and may amplify or attenuate the impact of these policies on firm-level 

outcomes (Bell et al., 2014; Sauerwald et al., 2018). The starting point of these studies is the 

institution-based view (Peng et al., 2009, 2008), which draws on North’s (1990) institutional 

theory. The institution-based view highlights the importance of context when examining firm 

strategies, policies, and their outcomes (Aguilera & Grøgaard, 2019). While the focus within 

this framework is predominantly on the role of formal institutions (i.e., codified laws, rules, 

and regulations) and informal institutions (i.e., unwritten habits, conventions, and norms), it 

does not rule out the effects of market conditions (or economic institutions) as they also likely 

enable or constrain firms’ strategies, policies, and outcomes (Duran et al., 2019; Mathias et 



 

67 
 

al., 2015). Accordingly, in our analysis we focus on a diverse set of institutional conditions 

that either enable or constrain the effectiveness of BGDPs in promoting a more gender-

balanced board, that is, we investigate the role of regulatory prescriptions regarding women 

on boards, cultural beliefs regarding gender roles, and the market for female directors.  

Regulatory prescriptions regarding women on the board. Many regulators around the 

world have followed the Norwegian initiative and introduced female board quotas and/or 

amended their corporate governance codes to incentivize firms to create a more gender-

balanced board (Klettner et al., 2016; Kogut et al., 2014). Despite the differences in approach, 

both quotas and codes are part of a country’s formal institutions, which broadly speaking refer 

to codified rules, laws, and regulations aimed at coordinating activities of firms embedded in 

a country. By providing written guidelines about desirable or undesirable behavior, these 

regulatory prescriptions create powerful pressures for firms to behave in a certain way (Peng 

et al., 2008; van Essen et al., 2012). Firms are likely to comply with them because they want 

to avoid monetary and/or regulatory penalties or more soft sanctions such as reputational 

damage that non-compliance may bring (Aguilera & Cuervo-Cazurra, 2004). 

A key question obviously is whether regulatory prescriptions regarding women on 

boards amplify or attenuate the effectiveness of BGDPs in promoting the representation of 

women on boards. A priori, there is no clear-cut answer as these mechanisms can either 

complement or substitute each other in affecting the representation of women on boards. 

Focusing on the representation of women on boards, the joint presence of BGDPs and 

regulatory prescriptions regarding women on boards may be conducive to promoting more 

gender-balanced boards. Country-level regulatory prescriptions create powerful pressures by 

explicitly or implicitly sanctioning non-compliance (Gregorič et al., 2017; Seierstad et al., 

2017), and since these prescriptions originate from a higher authority (e.g., government, stock 

exchange, or some other regulator), they accentuate the importance of the goals formulated in 
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a firm’s BGDP. Consequently, their combination results in a mutual enhancement effect (Oh 

et al., 2018), implying that they amplify each other’s impact on promoting the representation 

of women on boards.  

Alternatively, it is possible that BGDPs and regulatory prescriptions regarding women 

on boards substitute for each other. That is, in the presence of country-level prescriptions 

regarding women on boards, there may be diminishing returns of having a BGDP at the firm-

level in promoting a gender-balanced board. The intuition informing this alternative view is 

that as country-level regulatory prescriptions have such profound impact on firm behavior, 

having a BGDP at the firm-level may not really add any incremental value in increasing 

female representation on the firm’s board (Dobbin et al., 2011; Kalev, Dobbin, & Kelly, 

2006). As a priori it is unclear whether BGDPs and regulatory prescriptions act as substitutes 

or complements, we formulate the following non-directional hypothesis: 

Hypothesis 2a: The positive relationship between BGDP and women on boards is 

moderated by country-level regulatory prescriptions regarding women on boards. 

Gender role bias. A key premise of the institution-based view is that informal 

institutions, similar to formal institutions, promote or constrain behaviors of firms embedded 

in these countries (Peng et al., 2008, 2009). While formal institutions refer to codified rules, 

informal institutions refer to unwritten norms, shared beliefs, and cultural values that have 

evolved in a society over time. These informal institutions have profound impact on what 

represents (un)acceptable behaviors in a society (North, 1990).  

In this study we focus on gender role bias, which is widely recognized as one of the 

most important cultural barriers to advancing women’s careers (Hermans et al., 2017; 

Parboteeah, Hoegl, & Cullen, 2008) and creating gender-balanced boards (Kossek et al., 

2017; Terjesen & Singh, 2008). Broadly defined, gender role bias refers to the “enduring 

beliefs about the characteristics, attributes, and behaviors of members of gender groups” 
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(Kossek et al., 2017: 234). These beliefs lead to expectations about how women and men 

should typically behave (Heilman, 2012). In countries with strong gender role bias such as 

China, India, and Turkey, powerful positions such as the board of directors are perceived as 

less suitable for women (Post & Byron, 2015). This is because, in these countries, women are 

expected to be concerned with taking care of the family rather than with work and achieving 

success (Adams & Kirchmaier, 2015; Brandl, Mayrhofer, & Reichel, 2008). Women in these 

countries are also expected to show communal traits such as being helpful and compassionate, 

instead of having agentic traits—traits that are more associated with leaders—such as being 

assertive, dominant, and competitive (Kossek et al., 2017). These prevailing beliefs about 

women’s stereotypical qualities may unconsciously feed ideas that women are perceived as 

less suitable for leadership positions (Heilman, 2012; Hermans et al., 2017; Hill et al., 2015; 

Kossek et al., 2017). In contrast, in countries with weak gender role bias such as Canada, 

Sweden, and the United Kingdom, men and women share various responsibilities and traits, 

including being able to act as powerful decision-makers within the firm (Parboteeah et al., 

2008).  

We posit that the existence of strong gender role biases may constrain the 

effectiveness of BGDPs in two ways. First, research suggests that in countries with strong 

gender role bias, members of selection committees are more likely to resist appointments of 

female managers since they are more likely to (unconsciously) discriminate women as 

inappropriate or lacking adequate skills and/or personality traits to be a leader (Brandl et al., 

2008; Knippen et al., 2019; Kossek et al., 2017). As leadership is an important quality boards 

look for (Withers et al., 2012) and given the innate character of cultural beliefs, it is likely that 

individuals involved in the selection of new board members will perceive female candidates 

as less (or not) suitable to serve as director. These biases are pervasive and individuals 

generally are not aware of being prone to such biases (Knippen et al., 2019), making it 
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unlikely that BGDPs will be effective in promoting gender-balanced boards. Second, while 

BGDPs are intended to stimulate women’s advancement to the boardroom, they may also 

backfire by working against achieving the goals expressed in BGDPs as research shows that 

diversity programs unintentionally reinforce stereotyping of women (Heilman, 2012; Nishii et 

al., 2018). We argue that such a backfiring effect is more likely to take place in countries with 

strong gender role bias. Accordingly, we hypothesize: 

Hypothesis 2b: The positive relationship between BGDP and women on boards is 

negatively moderated by the country-level degree of gender role bias. 

Market for female directors. A fundamental institution in promoting the 

representation of women on boards is the market for female directors. This refers to the pool 

of female candidates from which directors can be selected. This pool consists of all available 

female individuals with the required skills and network to be appointed as a director. Both 

practitioners and academics mention the limited supply of female directors as an important 

barrier to effectively promote board gender diversity (Adams & Kirchmaier, 2015; Ahern & 

Dittmar, 2012; Leslie et al., 2017). For instance, in a recent report published by Spencer 

Stuart, a lack of qualified female candidates is frequently mentioned (especially by men) as an 

explanation for why the number of women on boards remains stagnant. 

We posit that the extent to which the supply of female directors within a country is 

limited will be a constraint weakening the positive effect of BGDPs on women on boards. We 

focus on within country supply of female directors since research suggests that the 

recruitment of directors is to a large extent network-based (Terjesen & Singh, 2008; Withers 

et al., 2012) and the market for female directors is mostly affected by the local (i.e. within 

country) supply of female directors (Adams & Kirchmaier, 2015; Knyazeva, Knyazeva, & 

Masulis, 2013; Miletkov et al., 2017). A limited supply of female directors makes it more 

difficult for firms to find appropriate female candidates to serve on their boards (Adams & 



 

71 
 

Kirchmaier, 2015; Ahern & Dittmar, 2012; Leslie et al., 2017). As a result, although BGDPs 

may prompt firms to actively seek for female directors, these policies are more likely to 

successfully enhance women representation on boards in countries with a larger supply of 

female directors. Similarly, the benefit of BGDPs in attracting potential female directors is 

more likely to take hold when the market for female directors is not too tight. Accordingly, 

we hypothesize: 

Hypothesis 2c: The positive relationship between BGDP and women on boards is 

negatively moderated by the limited supply of female directors at the country-level. 

 

4.3       Sample, Data, and Methods 

4.3.1    Sample and Data Collection 

Our sampling starts with the widely used ASSET4 database. ASSET4 provides objective, 

auditable, and systematic information on firms’ environmental, social, and governance (ESG) 

policies and practices for over 6,500 listed companies worldwide going back to fiscal year 

2002. ASSET4 is our main source to obtain information on firms’ BGDPs and governance for 

the period 2003–2014.30 

Firm financial data are from Thomson Reuters’ Worldscope database. Data on 

regulatory prescriptions regarding women on boards (i.e. quotas and corporate governance 

codes) are hand-collected and come from a variety of sources, including Catalyst, ECGI’s 

index of codes, and several academic papers published on this topic (Adams, 2016; Seierstad 

et al., 2017; Terjesen et al., 2015). Data regarding the other country-level institutions are from 

the GLOBE project (House, Hanges, Javidan, Dorfman, & Gupta, 2004), BoardEx, and World 

Bank’s World Development Indicators.  

 
30 We start the sample in 2003 to allow for a one-year lag of the independent variable BGDP. We end the sample 

in 2014 because ASSET4 only tracks a firm’s BGDP until 2013. Since 2014, ASSET4 provides data on board 

diversity policy in general. 
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Combining data from these sources yields a total of 24,279 firm-year observations. We 

exclude firms with less than three firm-year observations, resulting in a final sample of 23,476 

firm-year observations representing 3,383 unique firms across 33 countries. Table 4.1 shows 

the breakdown of the sample by country. 

 

4.3.2    Dependent Variable 

Our dependent variable is women on boards (WOB), which is the percentage of women on 

the firm’s board of directors (i) in a certain year (t).    

 

4.3.3    Independent Variables  

The main predictor of WOB is BGDP, which is a dummy variable that takes a value of “1” if 

the firm has a policy regarding the gender diversity of its board, and “0” otherwise. Data on 

BGDP come from ASSET4 and are based on the item “Does the company have a policy 

regarding the gender diversity of its board?” 

To proxy for regulatory prescriptions regarding women on boards, we include two 

variables, that is, one variable measuring whether a country has a board gender quota 

(reflecting hard law) and one variable measuring whether a country’s corporate governance 

codes recommend board gender diversity (reflecting soft law). We include these two variables 

separately as prior research indicates that hard and soft law may incentivize firms differently 

(Adams, 2016; Haxhi & van Ees, 2010; Klettner et al., 2016; Terjesen et al., 2015). Quota is 

measured as a dummy that takes the value “1” if the country in which the firm is 

headquartered has passed a quota for board gender diversity and “0” otherwise. Similarly, 

CGC is a dummy that takes the value of “1” if the country in which the firm is headquartered 

has incorporated board gender diversity provisions into its corporate governance codes, and 

“0” otherwise. Appendix 4.1 outlines details on Quotas and CGC of our sample countries. 
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Drawing on prior literature (Hermans et al., 2017; Parboteeah et al., 2008), we focus 

on House et al.’s (2004) gender egalitarianism dimension to derive the country’s degree of 

gender role bias (GRB). The gender egalitarianism score indicates (on a 1 to 7 scale) to what 

extent individuals in a country believe that there should be more women in positions of 

authority and less occupational sex segregation, males and females should receive similar 

levels of educational attachment, and women should be afforded a greater decision-making 

role in community affairs. A higher value on gender egalitarianism implies a society in which 

men and women are perceived as more equal. Hence, we measure GRB as seven minus the 

gender egalitarianism score, such that higher values of GRB represent societies in which men 

and women are considered as less equal.  

To operationalize the supply for female directors (SUPPLY), we rely on information 

from the BoardEx database, which records the biographical profile and employment history of 

corporate directors. Specifically, we determine the annual net inflow of female directors into 

the labor market for board of directors for each country by dividing the difference between the 

total number of new female director entry31 and the total number of female director drop-out32 

by the total number of board seats available in a country (in a year). A higher number for the 

variable SUPPLY implies a less tight market for female directors. 

 

4.3.4    Control Variables  

We include several firm-level control variables that may be associated with WOB. First, 

because the current level of women on board (WOBt) may depend on its past values (Terjesen 

et al., 2009), we control for women on the firm’s board in the prior year (WOBt-1). We also 

 
31 New female directors can only be female directors who have been appointed to the boards of listed firms for 

the very first time. This also requires that these directors have never held a board position in the BoardEx 

universal database before the focal year in any of the countries represented in the database. 
32 Consistent with new entry, a female director drops out in a given year if she falls out of the BoardEx universal 

database in year t+1 and never re-enters the market in any of the listed firms anywhere in the world (this process 

was performed until 2016). 



 

74 
 

control for board size and board independence as research shows that board structures 

influence the appointment of female directors (Hillman et al., 2007; Terjesen et al., 2009). 

Board size is measured as the natural log of the total number of board members, and board 

independence is the proportion of independent outside directors on the board. Furthermore, 

since larger firms experience higher pressures to comply with societal expectations for board 

gender diversity (Hillman et al., 2007), we control for firm size using the natural log of the 

number of employees in the firm. The resource dependence literature (Hillman et al., 2007; 

Kirsch, 2018) indicates that firm performance is a determinant of board gender diversity. 

Therefore, we include accounting- and market-based performance as control variables into 

our analyses. Specifically, return on assets (ROA) is calculated as net income over total 

assets, and Tobin’s Q is measured as the ratio of the market value of total assets (obtained by 

adding up the market value of common stock and the book value of liabilities) to the book 

value of total assets. 

At the country level, we control for women in the labor force (measured as the 

percentage of women in the total labor force) and women in the parliament (measured as the 

proportion of seats held by women in the national parliament), both of which have been found 

to be positively related to WOB (Adams & Kirchmaier, 2015; Terjesen & Singh, 2008).  

As our data cover twelve years (from 2003 to 2014), we include year fixed effects in 

all analyses. We measure our independent and control variables at time t-1 and our dependent 

variable at time t to mitigate potential reverse causality issues. In Appendix 4.2, we provide 

variable definitions. 

 

4.3.5    Estimation Approach 

Our empirical model to analyze the effect of BGDP on WOB is as follows: 
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𝑊𝑂𝐵𝑖𝑗𝑡 =  𝛽0 + 𝛽1 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 + 𝛽2 𝑄𝑢𝑜𝑡𝑎𝑗𝑡−1 + 𝛽3 𝐶𝐺𝐶𝑗𝑡−1 +  𝛽4 𝐺𝑅𝐵𝑗 +

 𝛽5 𝑆𝑈𝑃𝑃𝐿𝑌𝑗𝑡−1 +  𝛽6 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝑄𝑢𝑜𝑡𝑎𝑗𝑡−1 + 𝛽7 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝐶𝐺𝐶𝑗𝑡−1 +

𝛽8 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝐺𝑅𝐵𝑗 + 𝛽9 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝑆𝑈𝑃𝑃𝐿𝑌𝑗𝑡−1 + 𝛽10 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑗𝑡−1 +  𝜇𝑖𝑗𝑡.    (1) 

where the subscript 𝑖 identifies firms, 𝑗 identifies countries, and 𝑡 identifies years. 

Controls is a vector of both firm- and country-level controls. The coefficient of the interaction 

terms provides us with information whether a country-level institutional variable enables 

(shown as a positive coefficient on the interaction effect) or constrains (shown as a negative 

coefficient on the interaction effect) the effects of BGDPs on promoting more women on 

boards.  

Our data are longitudinal in nature with repeated measures for each firm across 

multiple years. Panel data regression is more appropriate than ordinary least squares (OLS) 

regression to estimate our model as it helps with addressing heteroscedasticity and 

autocorrelation. The Hausman test indicates that the fixed-effects model is more appropriate 

than the random-effects model (χ2 = 4296.76, p<0.001). Yet, since one of the country-level 

variables (i.e., GRB) is time invariant we use the Mundlak approach. This approach divides 

individual firm fixed-effects into two components: means of all time-varying variables 

(𝑚𝑒𝑎𝑛𝑠𝑖) and an unobserved individual effect (𝜔𝑖), where the unobserved individual effect is 

assumed to be uncorrelated with the error terms. The new model is as follows: 

𝑊𝑜𝐵𝑖𝑗𝑡 =  𝛽0 + 𝛽1 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 + 𝛽2 𝑄𝑢𝑜𝑡𝑎𝑗𝑡−1 + 𝛽3 𝐶𝐺𝐶𝑗𝑡−1 + 𝛽4 𝐺𝑅𝐵𝑗 +

 𝛽5 𝑆𝑈𝑃𝑃𝐿𝑌𝑗𝑡−1 +  𝛽6 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝑄𝑢𝑜𝑡𝑎𝑗𝑡−1 + 𝛽7 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝐶𝐺𝐶𝑗𝑡−1 +

𝛽8 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝐺𝑅𝐵𝑗 + 𝛽9 𝐵𝐺𝐷𝑃𝑖𝑗𝑡−1 × 𝑆𝑈𝑃𝑃𝐿𝑌𝑗𝑡−1 + 𝛽10 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑗𝑡−1 + 𝛽11 𝑀𝑒𝑎𝑛𝑠𝑖 +

 𝜔𝑖 +   𝜇𝑖𝑗𝑡.                                                                                                                            (2) 
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where 𝑀𝑒𝑎𝑛𝑠𝑖 is a (27 × 1)-vector of the means of all time-varying variables, and 𝜔𝑖 

is the exogenous unobserved individual effect. All other variables in this new model are the 

same as those presented in model (1).  

 

4.4       Results 

4.4.1    Descriptive Statistics 

Table 4.1 provides descriptive statistics for our dependent (WOB) and main 

independent (BGDP) variable. The mean value of WOB is 0.11, indicating that the average 

women representation on boards of our sample firms during 2003–2014 is 11%. The mean 

value of BGDP is 0.17, suggesting that for 17% of our firm-year observations we record a 

BGDP. We find strong indications of heterogeneity across countries regarding the mean 

values of WOB (ranging from 0% to 26%) and BGDP (ranging from 0% to 44%). As can be 

seen from Figure 4.3, BGDP has increased dramatically since 2006. In contrast, WOB has 

experienced a slow growth over time. 

In Table 4.2, we report the descriptive statistics for all variables included in our 

estimations in Panel A, along with the Pearson correlation matrix in Panel B. The highest 

correlation coefficient between our right-hand-side variables is |0.47|. We also compute the 

variance inflation factors (VIFs). All VIFs for our right-hand-side variables are less than 2 and 

the average VIF is 1.29. These statistics suggest that multicollinearity is not a serious concern. 

 

4.4.2    Main Results 

Table 4.3 presents the regression results of the relationship between BGDP on WOB. 

Column (1) of Table 4.3 tests our first hypothesis, which predicts a positive relationship 

between BGDP and WOB. The coefficient of BGDP is significantly positive (β=0.005, 

p=0.001), suggesting that on average, establishing a BGDP increases WOB by 0.5%. 



 

77 
 

Table 4. 1   Summary of WOB and BGDP by country 

        WOB2003–2014   BGDP2002–2013 

Country No. of Observations No. of Firms   Mean SD Min Max   Mean SD Min Max 

Australia 797 142  0.13 0.11 0 0.57  0.16 0.37 0 1 

Austria 133 17  0.09 0.10 0 0.33  0.14 0.35 0 1 

Brazil 210 48  0.07 0.08 0 0.33  0 0 0 0 

Canada 1,440 237  0.12 0.11 0 0.55  0.12 0.32 0 1 

China 410 83  0.08 0.08 0 0.36  0.01 0.11 0 1 

Denmark 198 25  0.15 0.12 0 0.58  0.20 0.40 0 1 

Finland 243 27  0.22 0.12 0 0.50  0.02 0.16 0 1 

France 855 101  0.17 0.13 0 0.67  0.11 0.31 0 1 

Germany 504 81  0.12 0.10 0 0.50  0.35 0.48 0 1 

Greece 171 22  0.08 0.09 0 0.42  0.02 0.13 0 1 

India 282 64  0.07 0.07 0 0.29  0.01 0.08 0 1 

Indonesia 119 25  0.05 0.08 0 0.33  0 0 0 0 

Ireland 137 15  0.09 0.08 0 0.36  0.05 0.22 0 1 

Israel 58 11  0.17 0.09 0.07 0.46  0 0 0 0 

Italy 408 52  0.10 0.11 0 0.54  0.11 0.31 0 1 

Japan 2,379 400  0.01 0.04 0 0.30  0.00 0.05 0 1 

South Korea 363 93  0.00 0.01 0 0.11  0 0 0 0 

Malaysia 58 14  0.07 0.08 0 0.25  0.19 0.40 0 1 

Mexico 109 23  0.06 0.08 0 0.36  0.04 0.19 0 1 

Netherlands 327 41  0.13 0.12 0 0.57  0.33 0.47 0 1 

New Zealand 34 7  0.14 0.11 0 0.29  0.06 0.24 0 1 

Philippines 63 16  0.08 0.09 0 0.31  0.02 0.13 0 1 

Poland 106 24  0.13 0.13 0 0.60  0.04 0.19 0 1 

Portugal 101 12  0.03 0.05 0 0.28  0 0 0 0 

Russia 60 13  0.07 0.06 0 0.18  0 0 0 0 

Singapore 189 31  0.07 0.08 0 0.30  0.03 0.18 0 1 

South Africa 247 62  0.19 0.09 0 0.46  0.21 0.41 0 1 

Spain 409 53  0.10 0.09 0 0.45  0.44 0.50 0 1 

Sweden 361 52  0.26 0.12 0 0.60  0.13 0.33 0 1 

Switzerland 486 64  0.09 0.09 0 0.50  0.04 0.19 0 1 

Turkey 118 24  0.09 0.11 0 0.36  0 0 0 0 

United Kingdom 3,103 375  0.11 0.10 0 0.63  0.15 0.36 0 1 

United States 8,998 1,129  0.14 0.09 0 0.67  0.26 0.44 0 1 

Total 23,476 3,383   0.11 0.11 0 0.67   0.17 0.37 0 1 
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Figure 4. 3   Percentage of WOB and firms with BGDPs over time 
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Table 4. 2   Descriptive statistics and correlations 

Panel A. Descriptive statistics 

    Mean S.D. Min Max 

1 WOBt+1 0.11 0.11 0.00 0.67 

2 WOBt 0.10 0.10 0.00 0.67 

3 Board size 2.31 0.33 0.00 3.64 

4 Board independence 0.59 0.28 0.00 1.00 

5 Firm size 9.15 1.74 0.00 14.60 

6 ROA 0.04 0.11 -3.59 3.36 

7 Tobin’s Q 1.39 1.51 0.02 83.77 

8 Women in the labor force 0.45 0.03 0.24 0.49 

9 Women in the parliament 0.20 0.08 0.07 0.47 

10 BGDP 0.17 0.37 0.00 1.00 

11 Quota 0.04 0.19 0.00 1.00 

12 CGC 0.39 0.49 0.00 1.00 

13 GRB 3.62 0.25 2.93 4.50 

14 SUPPLY -0.0002 0.0039 -0.01 0.02 

 

Panel B. Correlation matrix 

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

1 WOBt+1                           

2 WOB 0.89             
3 Board size 0.14 0.14            
4 Board independence 0.33 0.33 -0.10           
5 Firm size 0.17 0.18 0.37 0.01          
6 ROA 0.05 0.04 -0.04 0.03 0.05         
7 Tobin’s Q 0.01 0.01 -0.17 0.06 -0.14 0.38        
8 Women in the labor force 0.27 0.26 -0.09 0.37 -0.06 -0.02 0.02       
9 Women in the parliament 0.27 0.25 -0.02 0.13 -0.05 0.02 0.00 0.32      

10 BGDP 0.20 0.19 0.07 0.19 0.07 0.01 0.00 0.15 0.12     
11 Quota 0.14 0.11 0.15 -0.08 0.04 -0.02 -0.04 -0.10 0.18 0.11    
12 CGC 0.32 0.30 0.00 0.22 -0.03 0.01 0.01 0.27 0.31 0.36 0.19   
13 GRB -0.20 -0.18 0.08 -0.15 0.10 -0.01 -0.02 -0.47 -0.26 -0.02 0.08 -0.11  
14 SUPPLY 0.12 0.07 0.06 -0.07 0.03 -0.02 -0.01 0.01 0.09 0.08 0.33 0.12 -0.05 

Note: Correlations greater than or equal to 0.02 are significant at the 0.05 level. 



 

79 
 

Hence, hypothesis 1 is supported. Turning our attention to the control variables, Table 4.3, 

column (1) shows that WOBt-1, firm size, women in the labor force, women in the parliament, 

quota, corporate governance code (CGC), gender role bias (GBR), and the supply of female 

directors (SUPPLY) are all significantly related to WOBt. These results are largely consistent 

with prior studies focusing on the drivers of women on boards (Adams & Kirchmaier, 2015; 

Hillman et al., 2007; Terjesen & Singh, 2008). 

Columns (2) to (5) examine the moderating effects of our country-level institutional 

variables, namely regulatory prescriptions (i.e. quota and codes), gender role bias, and the 

market for female directors, respectively. In columns (2) and (3), we test the moderating 

effects of quota and codes separately. Column (2) shows that the coefficient of the interaction 

term BGDP×Quota is insignificant. Column (3) reports that the coefficient of the interaction 

term BGDP×CGC is significantly negative (β=-0.004, p=0.092). We interpret the outcome for 

the coefficient on BGDP×CGC as providing support for the view that the effectiveness of 

BGDP in promoting board gender diversity is attenuated in the presence of a corporate 

governance code. To facilitate the interpretation of this negative interaction effect, we present 

the interaction plot in Figure 4.4. As the figure shows, the line representing a situation in 

which the country’s corporate governance code does not contain provisions regarding board 

gender diversity is below the line representing a situation in which the country’s corporate 

governance code does contain such provisions. More importantly, however, the slope of the 

line representing a situation in which the country’s corporate governance code does not 

contain board gender diversity provisions is also steeper. This suggests that a corporate 

governance code acts as a substitute for a BGDP, providing support for hypothesis 2a.  

The results in column (4) of Table 4.3 provide support for hypothesis 2b, suggesting 

that the positive relationship between BGDP and women on boards is negatively moderated 

by country-level gender role bias. Specifically, the coefficient of the interaction term 
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BGDP×GRB is significantly negative (β=-0.023, p=0.002). Figure 4.5 presents the interaction 

plot and suggests that if gender role bias in a country is high (i.e., at a level of the average 

plus one times the standard deviation), BGDPs are not effective in promoting a gender-

balanced board.33 

Hypothesis 2c states that the positive relationship between BGDP and women on 

boards is negatively moderated by the limited supply of female directors at the country-level. 

Table 4.3, column (5) lends support to this hypothesis. Specifically, the coefficient of 

BGDP×SUPPLY is positive and significant (β=0.961, p=0.001), suggesting that if the supply 

of female directors is less tight, BGDPs are more effective in bringing about a gender-

balanced board. This interpretation is also confirmed by Figure 4.6.  

We note that the incremental R2 of the models with interaction terms (i.e. Model 2-4) 

does not increase as compared to the base model (i.e. Model 1). Similar to Kang (2016), we 

therefore perform likelihood ratio tests to check whether the addition of interaction effects add 

to the explanatory power of the model. We find they do as the tests are statistically significant 

when we include the interaction term BGDP×CGC (likelihood ratio 𝜒2 =3.78, p=0.050), 

BGDP×GRB (likelihood ratio 𝜒2 =18.06, p=0.000), and BGDP×SUPPLY (likelihood ratio 𝜒2 

= 18.73, p=0.000). In contrast, including the interaction term BGDP×Quota does not add to 

the explanatory power of the model (likelihood ratio 𝜒2 = 1.28, p=0.260).  

 
33 Indeed, a simple slope test shows that the effect of BGDP on WOB is significantly positive (p=0.000) for low 

values of GRB (i.e., mean minus one standard deviation) and when GRB is at its mean (p=0.005). However, this 

effect is insignificant for high GRB (i.e., mean plus one standard deviation, p=0.600). 
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Table 4. 3   Regression results of the effect of BGDP on WOB 

Dependent Variable = WoB t (1) (2) (3) (4) (5) 

 Coef. p-value Coef. p-value Coef. p-value Coef. p-value Coef. p-value 

Constant 0.020 0.190 0.019 0.207 0.020 0.186 0.016 0.314 0.022 0.155 

Control variables           

  WOB t-1 0.533*** 0.000 0.533*** 0.000 0.533*** 0.000 0.532*** 0.000 0.532*** 0.000 

  Board size t-1 -0.002 0.300 -0.002 0.300 -0.002 0.295 -0.002 0.328 -0.002 0.305 

  Board independence t-1 -0.004 0.196 -0.004 0.201 -0.004 0.189 -0.004 0.156 -0.004 0.208 

  Firm size t-1 0.002* 0.049 0.002* 0.049 0.002+ 0.052 0.002+ 0.053 0.002* 0.047 

  ROA t-1 0.008* 0.031 0.008* 0.030 0.008* 0.031 0.008* 0.032 0.008* 0.027 

  Tobin’s Q t-1 0.001** 0.009 0.001** 0.008 0.001** 0.008 0.001** 0.010 0.001** 0.010 

  Women in the labor force t-1 0.332** 0.007 0.311* 0.014 0.329** 0.007 0.382** 0.002 0.336** 0.006 

  Women in the parliament t-1 0.246*** 0.000 0.247*** 0.000 0.244*** 0.000 0.236*** 0.000 0.244*** 0.000 

  Year fixed effects Included  Included  Included  Included  Included  

           

Predictors           

  BGDP t-1 0.005*** 0.001 0.005** 0.003 0.008*** 0.000 0.086** 0.001 0.004** 0.005 

  Quota t-1 0.025*** 0.000 0.024*** 0.000 0.025*** 0.000 0.026*** 0.000 0.024*** 0.000 

  CGC t-1 0.008*** 0.000 0.009*** 0.000 0.009*** 0.000 0.008*** 0.000 0.009*** 0.000 

  GRB -0.008*** 0.000 -0.008*** 0.000 -0.008*** 0.000 -0.008*** 0.000 -0.008*** 0.000 

  SUPPLY t-1 1.130*** 0.000 1.130*** 0.000 1.124*** 0.000 1.102*** 0.000 0.991*** 0.000 

           

Interaction terms           

  BGDP t-1 × Quota t-1   0.005 0.419       

  BGDP t-1 × CGC t-1     -0.004+ 0.092     

  BGDP t-1 × GRB       -0.023** 0.002   

  BGDP t-1 × SUPPLY t-1         0.961*** 0.001 

           

Overall R2 0.722  0.722  0.722  0.722  0.721  

Number of firms 3,383  3,383  3,383  3,383  3,383  

Number of observations 23,476  23,476  23,476  23,476  23,476  

Note: This table presents the regression results for the effects of BGDP on WOB. The models are estimated using the Mundlak approach, which produces the same results as the fixed effects 

model does, while reporting the coefficients of time-invariant variables (in our case: GRB). Year fixed effects are included in the regressions. Standard errors are clustered at the firm level. ***, 

**, *, and + represent significance levels at 0.1%, 1%, 5%, and 10%, respectively. Overall R2 are based on the fixed effects regression results. 
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Figure 4. 4   The moderating effect of corporate governance codes (CGC) on the BGDP-WOB relationship 
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Figure 4. 5   The moderating effect of the gender role bias (GRB) on the BGDP-WOB relationship 

Figure 4. 6   The moderating effect of the supply of female directors (SUPPLY) on the BGDP-WOB relationship 
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4.4.3    Robustness Checks 

Endogeneity of BGDPs. Our main results are consistent with the idea that BGDPs promote 

the representation of women on boards. Although in our main analyses we have lagged all 

right-hand-side variables by one year and included one-year lagged WOB as a control, the 

results may be subject to the criticism that firms with more women on their boards are more 

likely to adopt a BGDP, raising reverse causality concerns. Moreover, it cannot be ruled out 

that some unobserved, omitted variables may affect both the presence of a firm’s BGDP and 

the representation of women on its board. To alleviate these endogeneity concerns, we 

conduct a two-stage least square regression (2SLS) and propensity score matching (PSM). 

To identify the effects of BGDPs on women on boards using the 2SLS approach, we 

need an instrumental (exogenous) variable that is highly correlated with BGDP but is not 

directly affecting WOB. Consistent with prior research we use the industry-level adoption rate 

of BGDP as our instrumental variable (Ye, Deng, Liu, Szewczyk, & Chen, 2019). The notion 

underlying this instrumental variable is that a firm’s decision to adopt a policy is affected by 

the practices at peer firms in the same industry (Okhmatovskiy & David, 2012). Equally 

important, while industry-level adoption of BGDPs directly affects the likelihood of having 

adopted a BGDP of each firm in an industry, it is unlikely that industry-level adoption of 

BGDPs directly affects all other firms’ WOB in the same industry. Table 4.4 reports the 

results of the 2SLS regressions and provides results consistent with Hypothesis 1.34 

The idea of PSM is to correct the estimation of the treatment effect (i.e., adopting a 

BGDP) for omitted variable bias by constructing matched pairs that are as similar as possible 

on observable characteristics. Ultimately, the idea is to match firms that have BGDPs with 

those that have the closest propensity to adopt BGDPs but do not actually have it. To do so, 

 
34 The results reported in Table 4.4 are based on the Fama-French 12 industry classification. The results are 

consistent if we define industry based on the Fama-French 48 industry classification or two-/three-/four-digit 

SIC codes. 
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we take a nearest-neighbor matching approach with a caliper constraint (≤ 0.01) (without 

replacement). Table 4.5 reports the results and indicates that all significant pre-PSM 

differences in firm-level characteristics between firms with and without BGDPs (Panel A) 

disappear with the propensity-score matched pairs (Panel B). More importantly, paired t-tests 

and Wilcoxon signed-rank tests show that firms with BGDPs have a significantly higher 

proportion of women on their boards than their matched firms. The results are consistent with 

our expectation about the positive effect of BGDP on women on boards.  

Unequal representation of firms from different countries. As shown in Table 4.1, the 

distribution of our sample firms is not balanced across countries, with the United States, the 

United Kingdom, Japan, and Canada accounting for 38%, 13%, 10%, and 6% of all firm-year 

observations, respectively. To reduce concerns that this unequal representation of firms from 

different countries is driving the results, we test whether the positive effect of BGDP on 

women on boards is robust to multi-level regression models. Multi-level regression models 

reduce the influence of unequal sample size by allowing intercepts and/or slopes to vary 

across groups. We perform multi-level regressions using the mixed routine in Stata, allowing 

for random intercepts at both firm- and country-levels, and fitting the models via maximum 

likelihood approach. The results of these analyses (not tabulated) indicate that the multi-level 

regression results are consistent with the main results.  
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Table 4. 4   2SLS regression results of the effect of BGDP on WOB 

 First-stage  Second-stage 

 Dependent Variable = BGDP t-1  Dependent Variable = WoB t 

 Coef. p-value  Coef. p-value 

Control variables      

  WOB t-1 0.044 0.412  0.522*** 0.000 

  Board size t-1 0.005 0.733  -0.003 0.220 

  Board independence t-1 -0.123 0.455  -0.003 0.369 

  Firm size t-1 -0.007 0.444  0.003* 0.040 

  ROA t-1 -0.021 0.374  0.008* 0.031 

  Tobin’s Q t-1 0.002 0.377  0.001+ 0.076 

  Women in the labor force t-1 1.568+ 0.099  0.353** 0.010 

  Women in the parliament t-1 -0.145 0.356  0.288*** 0.000 

  Quota t-1 0.023 0.409  0.022*** 0.000 

  CGC t-1 0.090*** 0.000  0.001 0.699 

  SUPPLY t-1 0.916 0.143  1.139*** 0.000 

  Year fixed effects Included   Included  

  Firm fixed effects Included   Included  

      

Main variable of interest      

  Industry-level adoption rate of BGDP 0.480*** 0.000    

  Predicted BGDP t-1    0.049*** 0.000 

      

Within R2 0.254   0.438  

Partial R2 0.036     

Kleinbergen-Paap rk Wald F statistic 193.429*** 0.000    

Endogeneity test of BGDP    25.307*** 0.000 

Number of firms 3,317   3,317  

Number of observations 22,803   22,803  

Note: This table presents the 2SLS regression results for the effect of BGDP on WOB. Year and firm fixed effects are 

included in the regressions. Standard errors are clustered at the firm level. ***, **, *, and + represent significance levels at 

0.1%, 1%, 5%, and 10%, respectively.  

 

 



 

86 
 

Table 4. 5   Comparison between firms with and without BGDP before and after propensity score matching 

Panel A. Before propensity score matching, differences in the dependent and control variables between firms with versus without BGDPs 

  BGDP=1 (N=3,899)  BGDP=0 (N=19,577)  Standardized differences  Differences (1–0) 

Variables Mean Median Std. Dev.  Mean Median Std. Dev.  (%)  Mean Median 

WoBt+1 0.161 0.154 0.100  0.105 0.100 0.104  55.72  0.057*** 0.054*** 

WoB 0.148 0.143 0.099  0.096 0.091 0.100  51.53  0.051*** 0.052*** 

Board size 2.362 2.398 0.281  2.302 2.303 0.338  19.17  0.060*** 0.095*** 

Board independence 0.714 0.778 0.223  0.566 0.615 0.289  57.31  0.148*** 0.162*** 

Firm size 9.411 9.473 1.690  9.100 9.199 1.745  18.13  0.311*** 0.273*** 

ROA 0.047 0.044 0.083  0.045 0.040 0.112  2.50  0.002 0.004* 

Tobin’s Q 1.391 1.076 1.176  1.394 1.023 1.568  -0.24  -0.003 0.053* 

 

Panel B. After propensity score matching, differences in the dependent and control variables between firms with versus without BGDPs 

  BGDP=1 (N=3,667)  BGDP=0 (N=3,667)  Standardized differences  Differences (1–0) 

Variables Mean Median Std. Dev.  Mean Median Std. Dev.  (%)  Mean Median 

WoBt+1 0.160 0.154 0.101  0.151 0.143 0.101  8.94  0.009*** 0.011*** 

WoB 0.146 0.143 0.099  0.140 0.133 0.100  6.03  0.006** 0.010* 

Board size 2.352 2.398 0.278  2.353 2.398 0.284  -0.18  -0.001 0.000 

Board independence 0.715 0.778 0.218  0.721 0.778 0.212  -2.53  -0.005 0.000 

Firm size 9.357 9.425 1.690  9.348 9.433 1.662  0.51  0.009 -0.008 

ROA 0.048 0.045 0.083  0.050 0.044 0.101  -1.83  -0.002 0.001 

Tobin's Q 1.406 1.083 1.187  1.435 1.061 1.982  -1.75  -0.029 0.022 

Note: In both panels the standardized difference in percent is 100(𝑥𝐵𝐺𝐷𝑃1 − 𝑥𝐵𝐺𝐷𝑃0)/√(𝑠𝐵𝐺𝐷𝑃1
2 + 𝑠𝐵𝐺𝐷𝑃0

2 )/2, where 𝑥𝐵𝐺𝐷𝑃1 and 𝑥𝐵𝐺𝐷𝑃0 (𝑠𝐵𝐺𝐷𝑃1
2  and 𝑠𝐵𝐺𝐷𝑃0

2 ) are the sample mean (variance), 

where group 0 (1) refers to firms without (with) a BGDP. After PSM, standardized differences in covariates between treated and control groups in the range of [-20, 20] indicate a good match. 

Paired t-tests are used to test the differences in means and Wilcoxon signed-rank tests to test differences in medians. ∗∗∗, ∗∗, ∗, and + indicate significance at the 0.1%, 1%, 5%, and 10% levels, 

respectively. 
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4.5       Discussion, Limitation, and Future Research 

Despite their increasing numbers in the workforce, women are still underrepresented in the 

boardroom. Policymakers and researchers have advocated BGDPs as a remedy for the 

enduring gender inequality on corporate boards (Klettner et al., 2016). Along with the 

diffusion of BGDPs around the world, it is important to examine whether or not BGDPs are 

effective in promoting women on boards. We find a statistically significant positive effect of 

BGDP on the percentage of women on the firm’s board of directors. Furthermore, we provide 

evidence that country-level institutions moderate the relationship between BGDP and the 

percentage of women on the firm’s board of directors, suggesting that institutions matter. We 

show that provisions in corporate governance codes act as substitutes for BGDP; in contrast, 

quotas do not affect the relationship between BGDP and women on boards. Finally, we find 

that a stronger gender role bias and a tight supply of female directors weaken the relationship 

between BGDP and women on boards. 

We extend the emerging literature that focuses on the importance of national context 

to explain women on boards (Chizema et al., 2015; Grosvold & Brammer, 2011; Terjesen & 

Singh, 2008). Prior studies only consider the direct effects of country-level institutions, 

ignoring the effects of a firm-level policy that is aimed at stimulating women’s advancement 

to the boardroom. At the same time, our study advances ideas about the effectiveness of  

diversity programs (Dobbin et al., 2011; Leslie, 2019; Leslie et al., 2017; Nishii et al., 2018). 

To date, the large majority of these studies focus on the U.S. context and, consequently, their 

findings may not be generalizable to other countries, with different institutional settings. Our 

study provides a first glimpse regarding their effectiveness outside the U.S. At the same time, 

we acknowledge there is still much to gain in understanding the determinants of effective 

BGDPs.  
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Our study also adds to the institution-based view by showing that similar country-level 

institutions may differently affect firm-level outcomes. Specifically, while quotas and 

corporate governance codes are both elements of formal institutions, which provide written 

guidelines about (un)desirable behaviors and create powerful pressures for firms to behave in 

a certain way, our study reveals that they have different effects in terms of supporting a firm-

level policy. We show that whereas the presence of corporate governance codes reduces the 

effectiveness of BGDPs, the presence of quotas does not have any effect on the outcomes of 

BGDPs. A possible explanation is that quotas are legal rules (hard law) that require firms to 

meet a certain target (i.e., minimum percentage of female directors) by a certain date (Ahern 

& Dittmar, 2012; Kogut et al., 2014; Terjesen et al., 2015). They also frequently include 

legally enforceable sanctions (e.g., financial penalties, dissolving of the firm, etc.) if the firm 

does not meet the specified target by a certain date (Kirsch, 2018). Corporate governance 

codes, by contrast, are considered soft law as most of them are applied on a comply-or-

explain basis (Haxhi & van Ees, 2010). Hence, they provide firms with more flexibility 

regarding board gender diversity. The findings of our study suggest that it is important to 

disentangle formal institutions by considering the degree of enforcement or flexibility offered. 

Our findings have practical implications as well. First, in a period during which 

policymakers are increasingly recognizing the economic and social benefits of improving 

women on boards (Adams, 2016), our finding that BGDP can enhance board gender diversity 

provides a compelling rationale for continuing to encourage firm adoption of BGDPs. 

However, our findings also suggest that the institutional environment in which firms operate 

should be carefully considered when evaluating the effectiveness of BGDPs in promoting 

women on boards, illustrating that there is no one-size-fits-all approach. With a better 

understanding of when and where BGDPs are more likely to succeed or fail, policymakers, as 

well as other stakeholders (e.g., women’s associations and the media), could develop more 
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realistic expectations about the impact of BGDPs and utilize appropriate governance 

instruments to ensure substantive commitments from firms to increase women on boards. At 

the same time, our results indicate that the adoption of BGDP itself may not be sufficient to 

generate a substantive increase in the percentage of women on boards. One possible solution 

for policymakers might be to set up formal authorities to monitor the adoption and 

implementation of BGDP. A firm is more likely to act consistently with its BGDP when the 

authorities will regularly question the firm’s real practices (Dobbin & Kalev, 2016).  

Second, our research shows that in countries with strong gender role bias, firms may 

be more likely to adopt BGDP as a symbolic response to societal demands for board gender 

diversity, while leaving women on boards unchanged. This would correspond to the 

institution-based view that the success of any formal institutional change requires not only an 

appropriate design of the formal institutions, but also support from informal cultural values 

(Kim, Kim, & Hoskisson, 2010). Thus, in addition to designing formal institutions, 

policymakers should engage in public discourse by framing and making sense of the board 

gender diversity issue so as to enhance the pragmatic, moral, and cognitive legitimacy for 

improving women on boards (Seierstad et al., 2017). International organizations, women’s 

champions, and researchers can also help accelerate the institutionalization of board gender 

diversity in countries with strong gender role bias by paying more attention to these countries.  

Like any other study, our study is subject to caveats that have to be acknowledged. In 

this study, we focus on the presence of BGDP and not on its content. This is because the 

ASSET4 database does not provide details about the content of BGDPs. An interesting 

avenue for future research would be utilizing a content analysis approach to investigate 

whether the framing of BGDP predicts its effectiveness in promoting women on boards. For 

example, a BGDP using language similar to the corporate governance codes may be less 
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likely to lead to a more gender-balanced board than a BGDP using specific language that fits 

better with firm specificities. 

Another interesting direction for future research is whether a BGDP contributes to 

increasing women representation in low, middle, and top levels of managerial positions. 

Because corporate executives form the basis of director pool, keeping women in the pipeline 

to executive positions is essential for the long-term success of BGDP (Klettner et al., 2016). 

With a firm-level policy that signals a high demand of female at the apex of the firm, 

managers could become keener to recruit women (Ferreira, 2015; Leslie et al., 2017). Women 

may also become more enthusiastic to accept the challenging task of climbing the corporate 

ladder (Kossek et al., 2017). 
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Appendix 4. 1 Quotas and corporate governance codes 

Countrya Quota Passed Year and Goal Corporate Governance Codeb Issuance Organization of Corporate Governance Code 

Australia 
 

Marked-Up Amendments Dated 30 June 2010 to the Second Edition August 2007 

of the Corporate Governance Principles and Recommendations (2010) 

ASX Corporate Governance Council 

Austria 
 

Austrian Code of Corporate Governance (2009) Austrian Working Group for Corporate Governance 

Belgium 2011, 33% The Belgian Code on Corporate Governance  (2009) Belgium Corporate Governance Committee  

Brazil 
 

Code of Best Practices of Corporate Governance (2009) Brazilian Institute of Corporate Governance 

Canada 
 

Best Practices for Proxy Circular Disclosure (2015)c Canadian Coalition of Good Governance 

Denmark 
 

Recommendations for Corporate Governance of August 15, 2005; Sections III 

and V Revised by December 10, 2008 (2008) 

Copenhagen Stock Exchange Committee on Corporate Governance 

Finland 
 

Finnish Corporate Governance Code (2008) Securities Market Association 

France 2011, 40% Corporate Governance Code of Listed Corporations (2010) Association Française des Entreprises Privées and  

Mouvement des Entreprises de France 

Germany 2015, 30% German Corporate Governance Code (2009) Government Commission on the German Corporate Governance Code 

Greece 
 

Hellenic Corporate Governance Code for Listed Companies (2013) Hellenic Corporate Governance Council 

Hong Kong 
 

Amendments to the Main Board Rules: Corporate Governance Code and 

Corporate Governance Report (2013) 

Stock Exchange of Hong Kong 

India 2013, at least 1 woman Securities and Exchange Board of India (Listing Obligations and Disclosure 

Requirements) Regulations (2015)c 

Securities and Exchange Board of India 

Italy 2011, 33% Corporate Governance Code (2011) Corporate Governance Committee 

Japan 
 

Japan’s Corporate Governance Code (2015) Tokyo Stock Exchange 

Malaysia 2011, 30% Malaysian Code on Corporate Governance (2012) Securities Commission Malaysia 

Netherlands 2013, 30% Dutch Corporate Governance Code (2008) The Dutch Corporate Governance Code Monitoring Committee 

New Zealand 
 

NZSX/NZDX Listing Rules (2012)c New Zealand Exchange 

Norway 2003, 40% The Norwegian Code of Practice for Corporate Governance (2004) Norwegian Corporate Governance Board 

Singapore 
 

Code of Corporate Governance (2012) Corporate Governance Council of the Monetary Authority of Singapore 

South Africa 
 

King Code of Governance for South Africa (2009) Institute of Directors in Southern Africa  

Spain 2007, 40% Unified Good Governance Code (2006) National Securities Market Commission 

Sweden 
 

Swedish Code of Corporate Governance (2004) The Swedish Code Group 

Switzerland 
 

Swiss Code of Best Practice for Corporate Governance (2014) Economiesuisse 

Thailand 
 

The Principles of Good Corporate Governance for Listed Companies (2012) Stock Exchange of Thailand 

Turkey 
 

Principles of Corporate Governance (2014) Capital Markets Board of Turkey 

United Kingdom 
 

The UK Corporate Governance Code (2010) Financial Reporting Council 

United States   Sec Proxy Disclosure Enhancements (2009)c Securities and Exchange Commission 

a. China, Indonesia, Ireland, Mexico, Russia, South Korea, and Taiwan are not present in this table as these countries/regions have not established any quotas or corporate governance codes for WoB for listed firms. 

b. Corporate governance codes or disclosure regulations that introduce board gender diversity provisions for the first time. 

c. Disclosure regulations. 
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Appendix 4. 2 Details on our measures 

Variable Name Definition Source 

Firm-Level Variables 

WoB Number of Female Board Members/Total Number of Board Members ASSET4 

BGDP A dummy that takes a value of “1” if the firm has a policy regarding the gender diversity of its board, and “0” otherwise ASSET4 

Board Size Natural logarithm of the total number of board members ASSET4 

Independence Number of Independent Board Members/Total Number of Board Members ASSET4 

Firm Size Natural logarithm of the total number of employees Worldscope 

ROA Net Income/Total Assets Worldscope 

Tobin’s Q (Market Capitallisation + Total Liabilities)/Total Assets Worldscope 

Country-Level Variables 

Quota A dummy that takes a value of “1” if the country a firm locates has passed a quota for board gender diversity and “0” otherwise  

CGC A dummy that takes a value of “1” if the country a firm locates has incorporated board gender diversity provisions into its corporate 

governance code or disclosure regulations ecgi.org, etc. 

Women in the Labor Force Female Labor Force/Total Labor Force WorldBank 

Women in the Parliaments Number of Seats Held by Women in National Parliaments/Total Number of Seats in National Parliaments WorldBank 

Gender Role Bias 7 - The Original Values of GLOBE Project’s Gender Egalitarianism Practice GLOBE Project 

The Supply of Female Directors (Total New Female Director Entry – Total Female Director Dropout)/Total Number of Board Seats in a Country BoardEx 
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Chapter 5. Conclusion 

 

Corporate governance plays a crucial role in inducing firms to internalize the welfare of not 

only shareholders but also non-shareholder stakeholders (Aguilera et al., 2015). Since the turn 

of the twenty-first century, the stakeholder approach to corporate governance has also become 

more prominent, resulting in regulatory changes, increased media attention, shift in investor 

preferences, and the rise of socially responsible governance mechanisms within firms 

(Hambrick et al., 2008; Walls et al., 2012). The common goal of the three empirical chapters 

in this dissertation is to investigate the effectiveness of different corporate governance 

mechanisms in fostering socially responsible firm practices. In particular, these chapters relate 

to different aspects of the relationship between corporate governance and CSR. Chapter 2 

focuses on the symbolic adoption of socially responsible governance mechanisms by firms. 

Chapter 3 and 4 explore how institutions matter by examining the corporate governance—

CSR relationship across different temporal and geographical contexts respectively. 

In the next sections, I will briefly summarize the main findings of the empirical 

chapters, discuss their contribution to the literature, and propose directions for future research. 

  

5.1       Summary of the Main Findings 

Chapter 2 investigates the symbolic adoption of socially responsible mechanisms, focusing on 

the presence of NGO directors on boards. As CSR becomes more prominent in the corporate 

world, firms are facing tight governmental regulations, increased media attention, and strong 

social activism for advancing CSR. Resource dependence theory indicates that NGO directors 

can help firms address these external pressures in two ways: (1) improving CSR decision by 

offering CSR related expertise and connections and (2) providing legitimacy by signaling the 

firms’ social awareness and credibility. By examining what type of firms are more likely to 
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have NGO directors on their boards and whether the presence of NGO directors enhances 

CSR, Chapter 2 shows that firms have NGO directors on their boards merely for their 

symbolic value rather than for enhancing CSR performance. Specifically, using a sample of 

157 firms listed on the S&P 500 index between 2012-2014, Chapter 2 reports that firms with 

lower CSR performance in the past than their peers are more likely to have NGO directors on 

their boards, whereas the presence of NGO directors does not increase CSR. 

Chapter 3 highlights the role of temporal context in shaping how institutional investors 

affect executive-to-worker pay dispersion by replicating and extending Connelly et al. (2016). 

The original study, based on data from a sample of 1,500 S&P firms between 1996-2006, 

reports that transient institutional investors positively affect executive-to-worker pay 

dispersion, while dedicated institutional investors negatively affect executive-to-worker pay 

dispersion. With an extended dataset, which includes information for 1996-2017, Chapter 3 

demonstrates that in contrast to Connelly et al. (2016), the impact of transient institutional 

investors on executive-to-worker pay dispersion turns negative after 2006. Moreover, quasi-

indexers, which make up the largest group of institutional investors but are ignored in the 

original study, also have changed their behavior over time. Whereas quasi-indexers do not 

affect executive-to-worker pay dispersion during 1996-2006, they become a key force in 

reducing executive-to-worker pay dispersion during 2007-2017. These findings provide a 

qualification of institutional theory by showing that transient institutional investors and quasi-

indexers have become more sensitive to executive-to-worker pay dispersion as this issue 

grows to be more salient since the 2007-2008 financial crisis.  

Chapter 4 discusses how institutions matter by considering the geographical diversity 

of the corporate governance—CSR relationship. Focusing on the issue of board gender 

diversity, it provides insights for the effectiveness of firm-level BGDP in increasing women 

on boards across countries. It emphasizes that the extent to which BGDP is effective in 
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bringing more women to corporate boards depends on the institutional environment in which 

the firm operates. The results presented in Chapter 4, which are based on an analysis of 

23,476 firm-year observations from 33 countries over the period 2003–2014, reveal a 

marginal positive relationship between BGDP and women on boards in general and that 

institutions matter. Specifically, BGDP is less effective in increasing women on boards in 

countries with strong gender role bias or a tight supply of female directors. Moreover, board 

gender diversity provisions in a country’s corporate governance codes act as substitutes for 

BGDP, while gender quotas neither amplify nor weaken the relationship between BGDP and 

women on boards.  

 

5.2       Theoretical Implications 

The three empirical studies in this dissertation offer two theoretical implications for studying 

the relationship between corporate governance and CSR. The first theoretical implication 

concerns the relationship between board composition and CSR. Resource dependence theory 

outlines four benefits directors can bring to the firm, namely advice and counsel, channels for 

communicating information with external organizations, commitment and support from 

important elements outside the firm, and legitimacy (Pfeffer & Salancik, 1978). Previous 

studies frequently emphasize the former three benefits, based on which directors with CSR-

related expertise and/or connections are expected to improve CSR (Bai, 2013; Dixon-Fowler, 

Ellstrand, & Johnson, 2017; Hillman et al., 2001; Johnson & Greening, 1999; Jones & 

Goldberg, 1982; Kock et al., 2012; Luoma & Goodstein, 1999; Mallin & Michelon, 2011). 

Chapter 2 extends this line of research by considering the legitimacy role of NGO directors. 

By showing that NGO directors are more prevalent in firms with poor CSR records and that 

the presence of NGO directors does not increase CSR, Chapter 2 suggests that firms may have 



 

96 
 

NGO directors only for improving legitimacy rather than to utilize their knowledge or 

connections. 

The second theoretical implication relates to how institutions matter. Aguilera et al. 

(2010: 290) state that “most scholars interested in cross-nationally comparative corporate 

governance now agree that ‘institutions matter’ for corporate governance, but how they matter 

remains a hotly contested question”. Chapter 3 and 4 provide insights into how institutions 

matter by examining the role of the institutional environment in shaping the relationship 

between firm-level governance mechanisms and CSR (Aguilera et al., 2015). 

Institutions determine the effect of corporate governance mechanisms on CSR by 

influencing the preferences of corporate governance actors. As demonstrated in Chapter 3, 

transient institutional investors and quasi-indexers become active in reducing the executive-

to-worker pay dispersion of their portfolio firms since the 2007-2008 financial crisis, when 

the large pay gap between top executives and average workers started to provoke public 

outcry and government actions. Chapter 4 shows that cultural gender role bias weakens the 

effectiveness of BGDP in promoting women on boards. We argue that in countries with 

strong gender role bias, firms may experience more resistance from their employees and 

shareholders while implementing BGDP and firm deviations from their BGDP are less likely 

to less likely to be questioned by the public. 

Institutions also shape the extent to which a corporate governance mechanism can 

achieve the desired results by creating a facilitating or constraining environment. For 

example, one important finding of Chapter 4 is that BGDP becomes more effective in 

increasing women on boards when the labor market for female directors is expanding because 

it becomes easier for firms to find appropriate female director candidates. Moreover, the 

finding of Chapter 4 regarding gender role bias indicates that a culture of strong gender role 
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bias constrains the effectiveness of BGDP by creating more barriers to the implementation of 

BGDP. 

Finally, institutional level governance mechanisms may act as complements or 

substitutes for their firm-level counterparts to affect CSR. Previous research has investigated 

the effect of the bundle of corporate governance mechanisms at either the institutional level 

(Iannotta et al., 2016) or the firm level (Oh et al., 2018), providing evidence for 

complementary effect at the institutional level and substitution effect at the firm level. 

Chapter 4 adds to this stream of research by looking at governance mechanisms across levels. 

Theoretically, one may expect institutional-level regulatory prescriptions for board gender 

diversity (i.e., quota or gender-specific provisions in corporate governance codes) to serve as 

both complements and substitutes for firm-level BGDP because these regulatory prescriptions 

support the goals of BGDP from a higher authority on the one hand, and make the added 

value of BGDP less obvious on the other hand. Empirically, Chapter 4 reveals that 

institutional-level regulatory prescriptions and firm-level policies for board gender diversity 

mainly act as substitutes. However, whether such a substitution effect exists depends on the 

nature of the regulatory prescriptions. Whereas gender-specific provisions in corporate 

governance codes and BGDP can substitute each other, gender quotas and BGDP are not 

substitutes. We propose this is because quotas are less flexible than corporate governance 

codes. 

 

5.3       Practical Implications 

This dissertation offers several practical implications as well. First, Chapter 2 indicates that 

firms that are unwilling to make CSR investments may instead change board compositions to 

signal their awareness of CSR issues and appear to be taking right steps to address these 

issues. Such symbolic actions are more likely if firms perform bad in terms of CSR strengths. 
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By understanding which firms are more likely to have NGO directors on their boards for 

symbolic reasons, policymakers, investors, and NGOs can better evaluate firms’ CSR 

commitment and encourage them to make full use of NGO directors’ expertise.   

Second, Chapter 3 demonstrates that quasi-indexers are responsive to institutional 

pressures, which may be attribute to the fact that their universal and long-term ownership 

makes them to be exposed to risks of corporate negative externalities inevitably (Chen, Dong, 

& Lin, 2019). As quasi-indexers growing in their market shares and influence over firm 

decisions, policymakers and the media may be more powerful in fostering socially responsible 

firm practices via issue framing. In addition, as quasi-indexers have increasingly become the 

largest shareholders of US firms, managers may be more proactive in observing changes in 

public policies and norms in the capital market. In this way, managers can better predict and 

react to their investors’ demands and voting behavior. 

Third, although policymakers have advocated BGDP as a remedy for the enduring 

gender inequality on corporate boards, Chapter 4 shows that promoting firm adoption of 

BGDP itself may not be sufficient to substantively increase women on boards. BGDP may fail 

in countries with strong gender role bias because of increased resistance from the firm’s 

managers and investors. It can also fail in countries with limited supply of female directors, 

which makes it difficult for firms to find appropriate female director candidates. To enhance 

the effectiveness of BGDP, policymakers should engage in public discourse by framing and 

making sense of the board gender diversity issue to enhance the pragmatic, moral, and 

cognitive legitimacy for improving women on boards. Moreover, women’s organizations and 

executive search corporations can help improve the effectiveness of BGDP by creating a 

database of or connecting firms to potential female director candidates. 
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5.4       Limitations and Directions for Future Research 

This dissertation includes three empirical studies on the relationship between corporate 

governance and CSR. The three empirical studies tackle different aspects of the focal 

relationship to offer insights into symbolic socially responsible governance structures and 

how institutions shape the effect of corporate governance mechanisms on CSR. Despite the 

contributions made, our studies have some limitations that need to be addressed. This section 

reflects limitations and future research directions that are more generally applicable to all the 

three empirical studies in addition to those discussed each empirical chapter. 

 

5.4.1    Look Beyond Board Demographic Characteristics 

Chapter 2 and 4 focus on board demographic characteristics such as professional background 

and gender, while they ignore board behavioral structures and processes. Behavioral 

structures deal with the power dynamics within boards, emphasizing the similarity between 

boards and other social entities in terms of status and power gradations (Hambrick et al., 

2008; Veltrop, Molleman, Hooghiemstra, & van Ees, 2017; Westphal & Zajac, 2013). Power 

differentials within boards have substantial influence on board decisions. For instance, despite 

often being appointed for symbolic reasons, NGO directors may improve CSR if their status 

on boards increases. Behavioral processes question the rationality of board decision making, 

highlighting that directors, just like any other humans, are influenced by their own preferences 

and bias (Hambrick et al., 2008; Hillman, Nicholson, & Shropshire, 2008; Westphal & Zajac, 

2013). As a result, focusing on increasing the percentage of female directors alone may not 

benefit firm performance because these female directors’ voices are often overlooked in 

traditionally male-dominant boards. We thus call for more behavioral oriented studies to open 

the black box of board decision making process. For example, how power differentials within 

boards moderate the relationship between board demographic attributes and decisions. 
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Another example is how to foster an inclusive and open discussion culture within 

boardrooms, which allows the benefits of diversity to be realized. Methodologically, archival 

data is not appropriate for conducting behavioral oriented studies anymore. Behavioral 

oriented studies rely on surveys, interviews, or the video-based psychometric approach to 

measure individual directors’ psychological attributes, mental capabilities, status, and 

behavioral style. This requires efforts from researchers to access boards. 

 

5.4.2    Meso-Level Institutions 

Chapter 3 and 4 explore how the relationship between firm-level governance mechanisms and 

CSR is conditioned on country-level institutions. Yet, industries, states, and cities as the 

contexts in which a firm is embedded may also moderate the effect of corporate governance 

mechanisms on CSR. For example, BGDP may be more effective in increasing women on 

boards in the information technology industry, which is exposed to greater global competition 

and thus stronger pressure to comply with the global norms of board gender diversity (Khanna 

& Palepu, 2004). Firms in environmentally sensitive industries may be more likely to have 

NGO directors on their boards to avoid legitimacy risk since they are subject to heightened 

public scrutiny (Slawinski & Bansal, 2015). Institutional investors may be keener to reduce 

executive-to-worker pay dispersion of firms from the highly regulated financial industry, 

where the legislative risk of large executive-to-worker pay dispersion is higher (Krainer, 

2012).  

Researchers should also pay attention to a firm’s state/provincial context, especially 

for studying large countries such as the US, Canada, and China. Different states may vary in 

their stakeholder orientation (Flammer, 2013), institutional development (Luo, Wang, & 

Zhang, 2017), and political ideology (Gupta & Wowak, 2017). These elements can affect the 
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corporate governance—CSR relationship by shaping governance actors’ preferences for CSR 

and creating a facilitating or constraining environment. 

City location is another underestimated factor in our studies and in management 

research in general. As proximity facilitates the flow of information, resource, values, and 

norms, city location may have a significant effect on corporate governance and CSR (Hoi, 

Wu, & Zhang, 2018; Husted, Jamali, & Saffar, 2016; Marquis, Glynn, & Davis, 2007). 

Different from other levels of institutions, the focus here is shifted to the actions of co-located 

organizations. As such, a firm is less likely to commit symbolic adoption of socially 

responsible governance structures if other local corporations headquartered in the same city 

tend to make substantive CSR investment. BGDP may be more successful if the firm locates 

in major cities where the sources for identifying appropriate female director candidates are 

more abundant. In sum, it would be fruitful for future research to investigate the role of meso-

level institutions (including but not limited to industry, state, and city) in corporate 

governance and CSR. A greater awareness of the effect of meso-level institutions also 

enhances our understanding the nuance between corporate governance and CSR. 

 

5.5       Concluding Remarks 

The purpose of this dissertation is to examine the effectiveness of different corporate 

governance mechanisms in enhancing CSR. Findings from this dissertation highlight two 

issues in the intersection between corporate governance and CSR: symbolic adoption of 

socially responsible governance mechanisms and the role of institutions. Chapter 2 

demonstrates that NGO directors mainly play a symbolic role in CSR and that firms with poor 

CSR records, especially in terms of CSR strengths, are more likely to have NGO directors on 

their boards for symbolic reasons. Chapter 3 and 4 illustrate that institutions manifest their 

influence on the relationship between corporate governance and CSR over time and across 
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space, by changing governance actors’ preferences, creating a facilitating or constraining 

environment, and complementing or substituting for their firm-level counterparts. 

Specifically, Chapter 3 reports that transient institutional investors and quasi-indexers have 

become more active in reducing executive-to-worker pay dispersion as public outcry and 

government regulation on this issue intensified since the 2007-2008 financial crisis. Chapter 4 

shows that the positive effect of BGDP in increasing women on boards is weakened in 

countries with gender-specific provisions in their corporate governance codes, with a stronger 

gender role bias, and with a tight supply of female directors. As a stakeholder model of 

corporate governance become more prominent in the corporate world, this dissertation 

provides important insights for managers and policymakers into what governance 

mechanisms work (or do not work), how they work, and when they work to foster socially 

responsible firm practices. 
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Nederlandse Samenvatting (Dutch Summary) 

Veel landen hebben te maken met grote uitdagingen, zoals klimaatverandering, 

inkomensongelijkheid en genderongelijkheid. Van bedrijven wordt steeds meer verwacht dat 

ze een businessmodel ontwikkelen dat niet alleen rekening houdt met aandeelhouders, maar 

ook met werknemers, klanten, leveranciers, het milieu en de samenleving als geheel, om zo 

een bijdrage te leveren aan de inperking van klimaatverandering, inkomensongelijkheid en 

genderongelijkheid. Het idee dat bedrijven verantwoordelijk zijn voor een grotere groep 

belanghebbenden dan alleen de eigen aandeelhouders vormt de basis van maatschappelijk 

verantwoord ondernemen (in het vervolg aangeduid als MVO). Over het algemeen is men het 

erover eens dat MVO essentieel is voor bedrijven vanwege het in stand houden van een 

gezonde relatie tussen bedrijven en hun belanghebbenden. Daarnaast bevordert MVO de 

toegang tot de middelen van deze belanghebbenden die belangrijk zijn voor de activiteiten 

van de onderneming en die innovatie kunnen om daarmee uiteindelijk een 

concurrentievoorsprong te creëren. Toch kan het zijn dat bedrijven zich minder bezighouden 

met MVO omdat MVO-investeringen onzeker zijn en pas na langere tijd resultaten opleveren, 

terwijl de aanzienlijke kosten van deze investeringen op de korte termijn moeten worden 

betaald. 

 Het doel van dit proefschrift is om de rol van corporate governance in het vormgeven 

van de MVO-investeringen van een bedrijf te bestuderen. Corporate governance verwijst naar 

de mechanismen en processen die toezien op de besluitvorming binnen bedrijven. Deze 

mechanismen en processen bestaan op verschillende niveaus, variërend van het microniveau 

(binnen het bedrijf), zoals board-structuren de vormgeving van het remuneratiepakket voor 

bestuurders en eigendomsstructuren, tot het macroniveau (buiten het bedrijf), zoals 

wetgevende, culturele en economische instituties. Op basis van deze mechanismen en 

processen bepaalt corporate governance hoe de risico’s verbonden aan en het rendement uit 
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bedrijfsactiviteiten worden verdeeld over de partijen die een belang hebben in het bedrijf. 

Corporate governance bepaalt dus ook hoe belangrijk MVO is bij het alloceren van de 

middelen van het bedrijf. 

Dit proefschrift bestaat uit drie empirische onderzoeken. In hoofdstuk 2 

beargumenteren we op basis van de resource dependence-theorie en op basis van de literatuur 

over symbolisch versus inhoudelijk management dat board-leden met ervaring in particuliere, 

non-profitorganisaties (NGOs), zoals de AmeriCares Foundation en het Wereldnatuurfonds, 

vaker voorkomen bij bedrijven met slechtere resultaten op het gebied van MVO in het 

voorgaande jaar. Hun aanwezigheid als lid van een board leidt echter niet automatisch tot een 

verbetering op het gebied van MVO. Onze voorspelling wordt ondersteund door de resultaten 

van een analyse op basis van gegevens van 157 bedrijven die tussen 2012 en 2014 deel 

uitmaakten van de S&P 500-index. Uit onze bevindingen kan worden opgemaakt dat 

bedrijven vooral om symbolische redenen kiezen voor bestuursleden met een NGO-

achtergrond, en niet met als doel de MVO-prestaties daadwerkelijk te verbeteren. 

In hoofdstuk 3 gaan we in op een specifiek aspect van MVO dat nauw gerelateerd is 

aan inkomensongelijkheid, namelijk de verschillen in lonen tussen managers en werknemers. 

In dit hoofdstuk besteden we aandacht aan de mate waarin en wijze waarop institutionele 

investeerders invloed uitoefenen op de loonverschillen tussen managers en werknemers. Meer 

in het bijzonder tonen we aan dat de invloed van institutionele investeerders die in veel 

bedrijven tegelijk investeren en vooral snel financiële resultaten willen zien (de zogenaamde 

transient institutionele investeerders) op de loonverschillen is veranderd van positief in de 

periode 1996-2006 naar negatief in de periode 2007-2017. Bovendien zijn zogenaamde quasi-

indexeerders (institutionele investeerders met zeer diverse portfolio’s die een 

indexeringsstrategie volgen) in de periode 2007-2017 een essentiële rol zijn gaan spelen in het 

beperken van de loonverschillen, terwijl zij in de periode 1996-2006 geen invloed hadden op 
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de loonverschillen. Deze ontwikkelingen worden gedreven door het feit dat de loonverschillen 

tussen managers en werknemers actueler zijn geworden sinds de financiële crisis van 2007-

2008. 

Hoofdstuk 4 gaat over genderdiversiteit in boards. In dit hoofdstuk onderzoeken we of 

het genderdiversiteitsbeleid van een bedrijf ertoe leidt dat er meer vrouwen in boards zitten en 

of dit verband wordt beïnvloed door de instituties van een land. Op basis van de zogeheten 

institutions-based view stellen we dat de invloed van genderdiversiteitsbeleid op het aantal 

vrouwen in boards wordt bepaald door in een land heersende geschreven en ongeschreven 

regels en/of door de werking van de arbeidsmarkt. De resultaten in hoofdstuk 4, die zijn 

gebaseerd op een analyse van 23.476 bedrijfsjaarobservaties uit 33 landen in de periode 2003-

2014, laten een marginaal positieve relatie zien tussen genderdiversiteitsbeleid en het aantal 

vrouwen in boards. Uit de resultaten blijkt daarnaast vooral dat de eerdergenoemde instituties 

belangrijk zijn. Specifiek zien we dat genderdiversiteitsbeleid minder effectief is om meer 

vrouwen in boards te krijgen in landen met sterke vooroordelen over genderrollen, dan wel 

wanneer er sprake is van een krappe markt voor vrouwelijke bestuurders. Daarnaast fungeren 

genderdiversiteitsbepalingen in landelijke wetgeving op het gebied van corporate governance 

vaak als vervanging voor een genderdiversiteitsbeleid. Uit onze resultaten blijkt dat er geen 

kant-en-klare oplossing is om meer genderdiverse boards te creëren. 

Samengevat laat dit proefschrift twee kwesties zien op het snijpunt van corporate 

governance en MVO. Op de eerste plaats spelen corporate-governance-processen die MVO 

zouden moeten stimuleren soms slechts een symbolische rol (hoofdstuk 2). Op de tweede 

plaats zijn de gevolgen van instituties op de relatie tussen corporate-governance-processen en 

MVO vaak pas merkbaar na verloop van tijd (hoofdstuk 3) en verschilt het effect van 

instituties op de relatie tussen corporate governance en MVO tussen landen (hoofdstuk 4). Dit 

proefschrift analyseert welke corporate-governance-processen werken (of niet werken), hoe 
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deze processen werken en wanneer ze effectief zijn in het stimuleren van MVO-investeringen 

van bedrijven. Daarmee biedt dit proefschrift belangrijke inzichten voor managers en 

beleidsmakers. 

 

 

 

 

 

 




