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Abstract

This research verifies the relationships between gender diversity in the boardroom, firm size, and
debt. The research was conducted based on panel data from non-financial enterprise listed on the
Indonesia Stock Exchange for the 2015-2020 period. Our study results propose that board gender
diversity has a negative impact on capital structure. However, the relation between gender
diversity on board and the size of a firm is significantly positive for capital structure. This paper
is different from prior studies in that it uses a contingency theory to research the connection
between gender diversity in the boardroom and debt. The current paper's result sheds light on
the reference in the emerging market.
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Introduction

In the world, the female workforce is
approximately 49 percent. In Indonesia, the
female workforce rate rises over time (Klasen
etal,, 2020). Yet, there are under-presentation
females on company boards in emerging and
advanced countries (Darmadi, 2013). This
phenomenon is called the “glass ceiling”
(Bertrand et al., 2018).

The firm faces decisions that impact financing
and investment policies (Rossi et al., 2017).
The board of directors’ role monitors
opportunistic managerial behavior (Fama &
Jensen, 1983; Jensen & Meckling, 1976).
Gender diversity supports decision-making
because of preference viewpoints (Zahra &
Pearce, 1989). Women directors have
perspectives and skills of problem-solving
that are diverse from men (Tanaka, 2014).
The controversy as to whether board gender
diversity influences debt. At the same time,
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several studies propose that board gender
diversity positively correlates with debt (e.g.,
Rossi etal.,, 2017; Mehedi et al.,, 2020). Several
other studies show a negative connection
(e.g., Huang & Kisgen, 2013; Briozzo, 2019;
Faccio et al., 2016; Adusei, 2018; Elmagrhi et
al,, 2018).

Contingency theory states that the effect
characteristics of the board may be limited or
amplified relying on the contexts of the
organization (Boyd et al, 2011). Van
Knippenberg et al. (2004) suggested
moderating variables to examine the impact
of diversity on the firm decision. Contingency
variables of firm size influence decision-
making (Hannan & Freeman, 1984).

Literature review and hypothesis
development

Gender diversity of board and leverage

Derived from agency theory, separating a
firm’s control and ownership increases
conflicts of interest (Berle & Means, 1932).
Agency theory states board's role is to control
and monitor managers (Fama & Jensen, 1983;
Jensen & Meckling, 1976). The board serves as
monitoring to preserve the behalf of
shareholders and managers (Hillman &
Dalziel, 2003). Diversity of the board
increases transparent information, therefore
supporting corporate governance (Upadhyay
& Zeng, 2014).

Board gender diversity can be a mechanism
to minimize agency costs (Hillman and Dalziel
2003). Gender diversity in the boardroom
enhances monitoring functions (Adams &
Ferreira, 2009). Board diversity generates
more independence of the board, increases
effective problem-solving, and diversity of
perspectives to assess more preferences and
more  conscientiously investigate the
consequences of this preference (Carter et al.,
2003). In turn, board gender diversity
exacerbates decision-making from more
alternative angles (Zahra & Pearce, 1989).
From the decision-making perspective,
different groups should perform better than

homogeneous groups. Diverse groups have
broader distance skills, knowledge, and
opinion (Van Knippenberg et al., 2004).

The resource dependence theory by Hillman
& Dalziel (2003) states that the board
provides (1) counsel and advice, (2) a link
between the company and outboard firms, (3)
legitimacy, and (4) a preferable link to
support from necessary factors outside the
company. Pfeffer and Salancik (1978) stated
that resources minimize dependency among
the firm and outboard contingencies and
alleviate unpredictability for a company
(Pfeffer, 1972). Board provision of resources
embraces a particular activity, for instance,
providing the enterprise's legitimacy
(Selznick, 1949), ease of obtaining funds
(Mizruchi & Stearns, 1988). Board's ability to
bring resources to the enterprise becomes a
weakness or strength of the firm (Wernerfelt,
1984: 172). Diversity in the boardroom
increases networks, communication channels,
and corporate links (Kilic, 2015). The
presence of females in the boardroom
increases obtaining the enterprise debt
(Reguera-Alvarado et al,, 2017).

Trade-Off theory with tax states debt increase
enterprise value (Modigliani & Miller, 1963).
Debt benefit is a tax shield (Miller, 1977). Debt
cost is the cost of financial distress (Kraus &
Litzenberger, 1973). Gender diversity on
board minimizes debt costs by alleviating
agency conflict among managers and lenders
(Pandey et al., 2019).

Free cash flow theory proposes that
enterprise cash flow in excess increases
conflicts of interest among agents and
shareholders (Jensen, 1986). A manager could
participate in an inefficient project (Jensen
and Meckling, 1976). Debt as managers
incentivize to minimize abuse of resources
and create preferable investment decisions
(Elmaghri et al, 2018).

The presence of women directors increases
attendance at the meetings of the board
(Adams and Ferreira, 2009). Because of its
advising capability, effective monitoring role,
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and strategic orientation from the board with
gender diversity minimize default risk. In
turn, creditors charge less for a firm's debt
(Usman et al, 2019). Consequently, a firm
with board gender diversity tends to increase
debt (Rossi, 2018). Board gender diversity is
an accelerated factor in getting more debt
(Zaid et al., 2020).

H1: Gender diversity on board increases the
enterprise debt level.

Firm size moderating role

Prior research on the effect of gender
diversity in the boardroom and leverage has
generated mixed results.

Contingency theory proposes that the size of
an enterprise is the contingency
organizational factor. Firm size is a
moderating variable that facilitates or
constrains a company’s decision-making
(Zona et al., 2013; Child, 1975). The influence
of board gender diversity on enterprise
decision-making is connected with enterprise
size (Nahavandi et al, 1993). A larger
company has a broader distribution of power
and decentralized structure, which minimizes
the influence of gender diversity of the board
on enterprise decision-making. Small firms
have more leveraged than larger firms
because it is more expensive to issue new
equity and less asymmetric information
(Smith, 1977; Rajan et al., 1995).

It is plausible to assume that the firm size
moderates the influence of gender diversity
on the boardroom and debt.

H2: The impact of gender diversity on the
board on debt is moderated by firm size

Research Methods
Sample and data collection

This paper’s population consists of non-
financial enterprises listed on the Indonesia
Stock Exchange. Secondary data were
acquired from a company's yearly report
period 2015 to 2020.

Companies have to fulfill the following criteria
to be entered into the ending sample:

- annual reports of companies are provided
for the entire sample period;

- companies’ annual reports can be accessed
for the entire sample period;

- companies have to be persistently listed on
the Indonesia Stock Exchange period 2015 to
2020.

This paper uses data from 83 non-financial
enterprises in Indonesia-listed firms from
2015 to 2020, so 498 observations are
obtained. This study used a purposive
sampling method.

Table 1. Sample selection

Bursa Efek Indonesia as at 31 December 2015

Companies listed 498
Finance I 88
Board gender diversity not available 327
sample 83
Observation (83 X 6) 498

Variable Definitions

The dependent variable debt to asset (DTA) is
the ratio of total debt to total asset. In prior
studies (Detthamrong et al., 2017; Garcia et

al, 2021), DTA has been widely used to
measure financial leverage. Accordingly, DTA
has been adopted in this paper as the variable
of a dependent.
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This paper has preferred one of the most
general dimensions of board diversity. Gender
diversity of board (BGEN) is the explanatory
variable. It measured the sum of women
directors as a proportion of total directors
(Usmanetal,, 2019; Rossi etal., 2017; Dwaikat
etal, 2021).

We made a difference between indirect and
direct methods to analyze the effect of gender
diversity in the boardroom and debt.
Enterprise size has been verified as a
moderator variable on such a link. Firm size
(FZ) is measured as a logarithm of total assets
(Mishra et al., 2018; Tariq et al., 2019).

Empirical Model Of Research

To explore the influence of gender diversity in
the boardroom on debt, panel regression is
used.

Control variables are board size and board
independence. Bigger boards are positively
associated with monitoring effectiveness
(Adams and Mehran, 2003). The size of the
board is a negative link with the enterprise
cost of debt (Lorca et al.,2011). The size of the
board (BZ) is the total number of the firm’s
directors (Bansal et al., 2021).

The high proportion of independent directors
allows monitoring agents more effectively
(Ahmed Sheikh et al, 2012). Lorca et al.
(2011) stated that boards with a high level of
independent directors have less cost of debt.
Board independence (BIND) is the sum of
independent directors divided by the sum of
directors (Kao et al,, 2019).

The paper regression equation is modeled as
follows:

DTAit = Bo + B1 BGENit + B2 BGEN X FZit + 33 BZit + B4 BINDit + € ocvvvvviiiiiicicevrcvceenn (1)
Results
Table 2. Descriptive Statistics
Descriptive Statistics DTA BGEN FZ BZ BIND
Min 0,010 0,083 25,000 2,000 0,143
Max 1,430 1,000 33,000 12,000 0,750
Mean 0,492 0,343 29,070 4,739 0,388
Std. Deviation 0,231 0,166 1,589 1,794 0,090

Source: Processing results by STATA software

Table 1 exhibits that the maximum value of

DTAis 1,430, while the minimum value of DTA
is 0,010. The mean DTA is 0,492. Also, BGEN is

0,343. Therefore FZ is 29,070. The next BZ is
4,739. Additionally, BIND is 0,388.
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Table 3: Panel Data Regression
Commor(lcfgﬁ)c t Model Fixed Effect Model (FEM) Random Effect Model (REM)
Variable : . -
Regression p Regression p Regression p
Coefficient Coefficient Coefficient
BGEN -0,47518 0,443 -1,661899 0,009 -1,434197 0,013
BGEN * FZ 0,0157884 0,478 0,0564476 0,013 0,0486194 0,019
BZ -0,008735 0,188 -0,007258 0,225 -0,008074 0,148
BIND 0,1166963 0,319 0,0147999 0,859 0,0219401 0,784
Constant
(Intercept) 0,4953156 0,000 0,5338904 0,000 0,5340906 0,000
r-square = 0,0061 r-square = 0,0231 r-square = (0,0228
Prob >F =0,5518 Prob > F =0,0472 Prob > F =0,0567

Source: Processing results by STATA software

Based on the results shown in Table 2, the
common effect model (CEM) results show that
all variables, namely BGEN, BGEN*FZ, BZ, and
BIND, each has no significant effect on DTA,
with all p values > 0.05. Meanwhile, in the
fixed effect model (FEM), BGEN and BGEN*FZ
variables have a significant effect on DTA,
with each a probability value of p = 0.009 <
0.05 and p = 0.013 < 0.05. In the random-
effects model (REM), the variables BGEN and
BGEN*FZ, each has a significant effect on DTA,
with the respective probability values p =
0.013 < 0.05 and p = 0.019 < 0.05. The model
of fixed effect (FEM) and the model of random
effect (REM) gave better results compared to
the model of common effect (CEM) because

the model of fixed effect (FEM) and the model
of random effect (REM) gave two significant
results. However, statistical testing was
necessary to determine which model was
appropriate. To determine the estimation
model with the Chow test, CEM or FEM would
be used to form the regression model. The
hypotheses tested were as follows.

H,: the model of CEM is better than the model
of FEM.

H;: The model of FEM is better than the model
of CEM.

Below are the results based on the Chow test
using STATA.

Table 4. Results of the Chow Test

Model Selection

P

CEM vs. FEM

p=0,000

Source: Processing results by STATA software

The rules for making decisions are as follows.

If the Chow test results are below 0.05, Hi1 is
accepted, and Ho is rejected.
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If the Chow test results are above or equal to
0.05, HO is accepted, and H1 is rejected.

Based on the value of the Chow test presented

in Table 3, the Chow test results are less than
0.05. Therefore, the approximation model
used was the fixed effect model (FEM). Next, it
was tested again to select between FEM and
REM. The test was carried out using the
Hausman test.

Table 5. The results of the Hausman test

Model Selection

P

FEM vs REM

p=0,9061

Source: Processing results by STATA software

The value of the Hausman test shown in Table
4 was 0.9061 > 0.05, so the model elected was
the random effect model (REM). The random-

effect model (REM) was selected as the model.
Based on statistical tests, the selected model
was the random effect model (REM).

Table 6. Selected Model: Random Effect Model (REM)

Random Effect Model (REM)
Variable
Regression Coefficient P
BGEN -1,434197 0,013
BGEN*FZ 0,0486194 0,019
BZ -0,0080736 0,148
BIND 0,0219401 0,784
Constant (Intercept) 0,5340906 0
r-square = 0,0228
Prob > F =0,0567

Source: Processing results by STATA software

Based on the random effect model (REM)
results presented in Table 5, BGEN has a
significant negative effect on DTA, with p =
0.013 <0.05. BGEN*FZ has a significant
positive effect on DTA, with p-value = 0.019 <
0.05. This means that FZ significantly
moderates the effect of BGEN on DTA. While

Conclusion

Our study considers if diversity of the board
affects the capital structure and examines
whether firm size transforms this connection.
The size of an enterprise may provide a

BZ and BIND, each has no significant effect on
DTA, with each a probability value of p = 0.148
> 0.05 and p = 0.784 > 0.05. It is known that
the value of r-square = 0.0228, which means
that BGEN, BGEN*FZ, BZ, and BIND, together,
can explain DTA by 2.28%.

moderating role based on contingency theory
in the link between gender diversity of the
board and leverage.
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This study supports gender diversity in the
boardroom literature by serving a preferable
concept of enterprise size, moderating the
connection between gender diversity in the
boardroom and capital structure. Prior
studies on this connection have found positive
results (e.g., Rossi et al,, 2017; Mehedi et al,,
2020), negative results (e.g., Garcia et al,
2021; Adusei et al,, 2018; Alves et al., 2015),
no link (e.g., Detthamrong et al., 2017).

The study finds evidence size of the firm is a
moderating factor in the gender diversity of
the board and capital structure, which might
explain the inconsistent result in the effect of
gender diversity of the board on leverage,
also, enrich the concept impact of gender
diversity in the boardroom and capital
structure in emerging economies. This
research examines how gender diversity in
the boardroom may increase debt. Based on a
sample of 83 Indonesia-listed firms from 2015
to 2020, our study results propose that board
gender diversity positively impacts the capital
structure under variable moderating. Small
firms have more leveraged than larger firms
because it is more expensive to issue new
equity and less asymmetric information
(Smith, 1977; Rajan et al., 1995). This finding
inline with agency theory states that gender
diversity in the boardroom increases
monitoring role (Adams & Ferreira, 2009).
Consequently, borrowers charge cheap for
debt (Usman et al, 2019); In turn, this
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