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Following the emphasis on board diversity and its roles on firm performance, an examination on the relationship
between board diversity and firm performance in the lodging industry is conducted. Further, this study employs
internationalization, a moderator, to more comprehensively investigate the board diversity-firm performance
relationship. This study found that gender diversity shows a positive and significant effect on firm performance
while age diversity has an insignificant effect on firm performance. Regarding the moderating effect of inter-
nationalization, the degree of internationalization significantly magnifies the effect of gender diversity on firm

performance but insignificantly moderates the effect of age diversity on firm performance. This study attempts to
contribute to the hospitality and tourism literature by examining the topic that has been rarely dealt with and
provide practical guidelines for stakeholders of a lodging firm especially when selecting board members.

1. Introduction

In accordance with a pivotal role of a board of directors on corpo-
rate governance and firm performance, shareholders need to consider
various factors including work experience and compensation of candi-
date board members while composing a board (Milliken and Martins,
1996). Particularly, board diversity, defined as “variety in the compo-
sition of a board of directors” (Kang et al., 2007, p.2) has been one of
the most critical issues associated with the effectiveness of the board
and its influence on firm performance (Milliken and Martins, 1996). For
example, National Association of Corporate Directors (NACD, 2012)
supported shareholders’ assertion that demographic factors, such as
gender and age should be evaluated in the selection of directors for
corporate growth and better performance. And, Morgan Stanley Capital
International industry reports covering 6,500 firms revealed that a firm
with more diversified board is less likely to be damaged by corporate
scandals including bribery and fraud of executive managers (Grene and
Newlands, 2015). Similarly, the importance of board diversity has been
enlarged in the hospitality industry. For example, in an annual report,
InterContinental Hotels Group underscored various dimensions of di-
versity in a board for ensuring long-term and sustainable valuate
creation (IHG, 2019).

Following the emphasis on board diversity, to date, while multiple
studies have explored the board diversity-firm performance relation-
ship, empirical results have been inconclusive (Erhardt et al., 2003). A

* Corresponding author.

stream of researchers, based on the resource dependence theory and the
human capital theory, found that board diversity has a positive effect
on firm performance (Joecks et al., 2012; Erhardt et al., 2003; Kim
et al., 2013). Contrarily, other studies, grounded on the social identity
theory and the similarity-attraction paradigm, found a negative re-
lationship between board diversity and firm performance (Treichler,
1995; Arena et al., 2015).

Inconsistent empirical results may be attributable to multiple fac-
tors, such as industry-specific characteristics and operationalization of
board diversity (e.g., gender, nationality, and age) (Jackson and
Schuler, 1995; Oliver, 1997). Particularly, according to Guillen (2000),
appropriate systems of corporate governance differ, contingent on in-
dustries, thus, the effect of board diversity on firm performance should
be developed in the consideration of industry-specific characteristics.
Given the lodging industry-specific characteristics such as separation of
property ownership and management, which leads to conflicts of in-
terests between agents and owners (Guilding, 2003), high level of op-
erational risks due to capital intensity in real estate components
(Defranco and Lattin, 2007), and severe sensitivity to external factors
and customers' discretionary spending (Huse, 2007), the functions and
roles of a diversified board may be more important than ones in other
industries.

Further, although a board of directors are involved in strategic
management process of a firm and affected firm performance to some
extent, the board does not intervene in every managerial situation
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(Finkelstein et al., 2009; Barroso-Castro et al., 2017). Thus, to more
specifically capture the effect of board diversity on firm performance,
certain managerial situations and strategies (e.g., internationalization
and acquisition) the board vigorously participate in should be con-
templated. This study proposes that internationalization is one of key
contingent factors, which should be considered to comprehensively
understand the board diversity-firm performance relationship, given
that managerial complexity and challenges generated in accordance
with internationalization may necessitate a more effective and di-
versified board that appropriately provides resources and monitors top
executives (Carpenter and Westphal, 2001; Van der Walt et al., 2006).
Specifically, when a firm adopts internationalization, management
process becomes more demanding, which requires substantial energy
and efforts, thereby triggering high initial costs with significant risks
(Forbes and Milliken, 1999; Carter and Lorsch, 2004). Thus, CEO and
other top executives may not afford all tasks and challenges occurred in
the process of internationalization, solely relying upon their capabilities
and resources (Barroso et al., 2011). In this regard, values of a di-
versified board owning different perspectives, experience, and know-
how may be critical as a firm calls for the diversified board members’
resources and capital for resolving operational challenges and reducing
managerial complexity in the process of international expansion (Hitt
et al.,, 1994). Likewise, taking advantage of mutually exclusive and
comprehensive knowledge and know-how offered by diverse members
in a board, the board may be able to more effectively monitor top ex-
ecutives’ management in multipoint international markets, which re-
sults in a reduction in agency costs and better market evaluation
(Carpenter and Westphal, 2001; Haynes and Hillman, 2010). Con-
sidering that internationalization has been adopted as a core expansion
strategy by lodging firms for decades (Palich et al., 2000; Kim and
Mathur, 2008), the importance of the contingent role of inter-
nationalization on the relationship between board diversity and firm
performance seems conspicuous. However, there has been no attempt
to employ internationalization as a moderating factor for more pre-
cisely examining the relationship between board diversity and firm
performance in the literature.

Accordingly, motivated by the inconsistent viewpoints and em-
pirical results of the board diversity-firm performance relationship and
idiosyncratic characteristics of the lodging industry related to the
functions and consequences of board diversity, this study attempts to
examine the relationship between board diversity and firm performance
in the lodging industry first. And then, as the primary purpose, this
study examines the moderating effect of internationalization on the
relationship between board diversity and firm performance. More
specifically, this study attempts to examine the effect of gender and age
diversity, respectively, on Tobin’s q, a financial market-based measure
of firm performance, and then, investigate the moderating effect of
internationalization by including the interaction term between gender
(and age) diversity and the degree of internationalization measured by
the Berry-Herfindahl index.

This study expects to contribute to the corporate governance literature
by examining the board diversity-firm performance relationship, in-
corporating idiosyncratic characteristics of the lodging industry. Because
the sample of this study encompasses the most up-to-date information on
the lodging industry’s board composition and other industry-specific
characteristics (e.g., firm size, leverage ratio, and internationalization),
results of this study expect to strengthen external validity of the board
diversity-firm performance relationship. Additionally, to the best knowl-
edge, since this study is the first one exploring the relationship between
board diversity and firm performance by incorporating the intervention of
internationalization, this study expects to offer a unique dimension that
the effect of board diversity may depend on a firm’s specific strategy,
which offers new perspectives on relevant theories. Additionally, results of
this study expect to provide implications for shareholders, legislators, and
other stakeholders of lodging firms regarding diversity representation in a
boardroom.
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2. Literature review and hypotheses development
2.1. The effect of board diversity on firm performance

The board diversity-firm performance relationship has been ex-
amined extensively in the literature, regarded as a controversial issue in
the corporate governance context of modern corporations (Mahadeo
et al.,, 2012). The literature provides two conflicting perspectives re-
garding the board diversity-firm performance relationship.

On the one hand, the resource dependence theory and the human
capital theory mainly explain benefits from board diversity (Carter
et al., 2003; Hillman and Dalziel, 2003). First, the resource dependence
theorists maintain that board diversity enables a firm to secure re-
sources which are vital to reduce risks and improve operational out-
comes (Taljaard et al., 2015). Specifically, business activities of a firm
are contingent on environments and obtaining appropriate resources
from the environments are crucial to achieve competitive advantage
(Pfeffer, 1972). According to Hillman and Dalziel (2003), a board of
directors provides diverse service (e.g., advice, counsel, and legitimacy)
to a firm, utilizing valuable resources gained from external environ-
ments. A diversified board provides much more varied and crucial re-
sources for better decision makings, resulting in better firm perfor-
mance (Hillman et al., 2000). Next, the human capital theorists contend
that accumulated human capital (e.g., skills, knowledge, and other at-
tributes of individuals) from board diversity improves decision-making
process with unique knowledge and perspectives from each differ-
entiated board member (Carter et al., 2010).

Similarly, the agency theory and the stakeholder theory which are
mainly adopted in corporate governance literature may support bene-
fits of board diversity. Based on the agency theory, board diversity is
likely to increase board independence since different characteristics
and backgrounds of members in a diversified board facilitate the cap-
ability of the board to question the original system, whereas common
traits in a traditional board may not. That is, differentiated perspectives
in a diversified board may result in effective monitoring, which de-
creases agency costs (Carter et al., 2003; Bear et al., 2010). In addition,
research grounded on the stakeholder theory argues that a firm’s suc-
cess relies on satisfying the needs of diverse stakeholders, which may be
relevantly accomplished by a diversified board with different back-
grounds and capabilities. In addition, since a diversified board offers
symbolic values to stakeholders of a firm, there may be a higher chance
for a firm to build a beneficial relationship with its stakeholders, which
may increase firm value (Hillman et al., 2001; Liickerath-Rovers, 2013).

Contrastingly, another stream of researchers asserts costs of board
diversity, relied upon the social identity theory and the similarity-at-
traction paradigm in the social psychology literature (Tajfel et al., 1979;
Williams and O’Reilly, 1998). Social identity theorists contend that
individuals are likely to associate themselves with other people who
resemble them in social category memberships. Similarly, the similar-
attraction paradigm indicates that individuals are likely to build and
preserve relationships with others who share common demographic
characteristics. Heterogeneity in a group often results in conflicts be-
tween individuals along with problems of communication since in-
dividuals from diverse backgrounds may not fully comprehend others’
perspectives and trust each other (Richard et al., 2003). In spite of the
importance of board diversity in corporate governance context, the
board diversity-firm performance relationship has been scarcely dealt
with in the hospitality industry. Although Hambrick et al. (1996) and
Singal (2014) examined the effect of diversity management (i.e., top
management team and other dimensions of management) on firm
performance in the hospitality industry context, to the best knowledge,
none have focused on the impact of board diversity on firm perfor-
mance in the hospitality industry context. Thus, for examining the
board diversity-firm performance relationship in the lodging industry,
this study uses gender and age diversity as proxies for board diversity
which clearly represents different individuals’ characteristics and are
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the most frequently validated attributes in previous literature (Kilduff
et al., 2000; Hillman et al., 2000).

2.2. The effect of gender diversity on firm performance

A stream of researchers suggests that gender diversity generates
several advantages due to the following reasons. First, female board
members are likely to have a cognitive style focusing on harmony in a
group (Hurst et al., 1989) and capacity for effective dissemination of
information (Earley and Mosakowski, 2000). Given that a lodging firm
should swiftly react to diverse external factors such as economic con-
ditions and changes in trends of customers (Kang and Lee, 2014), the
female board members’ capabilities for harmonizing each individual
board members’ perspectives may facilitate communication and in-
formation processing in an organization, which leads to more swift and
appropriate strategic decision making for coping with volatile changes
in business environment at a right time.

Second, compared to male board members, female board members
have to face various types of challenges prior to holding the position of
a board of directors, thereby building up differentiated human capital
to handle operational problems and providing useful external resources
which are obtained from previous experiences (Krishnan and Park,
2005; Rose, 2007). Thus, especially for the lodging industry case where
multiple types of managerial problems occurred in varied locations
where a firm operates its properties, gender diversity formed from an
increase in the portion of female directors possibly enhance the quan-
tity and quality of alternatives for appropriate strategic choices by
virtue of fluent and unique experience.

Third, gender diversity in a board signals positive intention and
image of workforce diversity, which may result in better firm perfor-
mance (Rose, 2007). Since a lodging firm needs to provide sentimental
service to customers who have various needs (Tepeci, 1999), more
qualified employees captured by better corporate image from board
diversity may result in an improvement in operational outcomes. Fur-
ther, gender diversity’s positive signals may seem as a firm’s effort to
care about various stakeholders by securing board seats for relatively
minority groups, thereby leading to better market evaluation and fi-
nancial performance in the end (Liickerath-Rovers, 2013).

Lastly, due to separation of property ownership and management in
the lodging industry, management groups may be more likely to seek
for own interests, utilizing information asymmetries (Guilding, 2003).
Based on the agency theory, female directors who are relatively a new
group different from traditional male directors may increase board in-
dependence and effectively monitor management groups, alleviating
agency costs.

Contrastingly, similar to overall arguments on costs of board di-
versity, researchers maintain that an increase in the level of gender
diversity in a boardroom may escalate conflicts and delays in strategic
decisions (Richard et al., 2003; Hambrick et al., 1996).

However, considering that the lodging industry needs to provide
emotional and sentimental service to customers and female workers’
roles are highlighted in the process of management, accounting for high
portion of total employment (Burke et al., 2008a), homogeneity and
harmony between male and female workers may relatively well diffuse
throughout an organization as corporate culture. In this regard, even in
a boardroom, conflicts and communication problems between male and
female directors possibly caused by gender difference may be margin-
alized due to the harmonized corporate culture in a lodging firm. Thus,
this study, grounded on the theoretical supports regarding benefits from
gender diversity, hypothesizes that benefits from board diversity ex-
ceeds costs in the lodging industry, thereby affecting positively firm
performance as follows:

H1. The effect of gender diversity on firm performance in the US
lodging industry is significant and positive.
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2.3. The effect of age diversity on firm performance

According to Herrmann and Datta (2005), age diversity within a
firm can be deemed as a proxy for risk-taking manners and the extent of
experience. That is, young managers and board members are more in-
clined to take risks on strategic changes, expecting high growth in firm
performance (Wiersema and Bantel, 1992). In addition, according to
Cheng et al. (2010), young members in an organization are more likely
to have the ability to devise creative ideas, fewer interests in stability of
career, and lower willingness to accept current situations. On the other
hands, older executive managers and board members have richer work
experience, accumulated managerial knowledge, and better under-
standings of diverse market conditions than young ones, which may
result in proper decision-making and initiatives (Reed and Defillippi,
1990). Thus, considering different strengths and weaknesses of each
group in the board, which present separate implications in decision
makings and strategic implementations, an amalgam of young and old
board members obtained by age diversity may generate synergetic ef-
fects by actively collaborating with each other while complementing
each other’s drawbacks.

On the other hands, conflicts between young and old members may
exist similar as other attributes of diversity (e.g., gender and race),
which brings about conflicts between subgroups and delays in con-
sensus for decision makings (Hagendorff and Keasey, 2012). Dissimilar
to other attributes of board members, however, clear distinction be-
tween young and old board members is ambiguous, thus, heterogeneity
among subgroups may seem relatively weak.

A lodging firm frequently expands its business activities into other
regions to benefit from economies of scope, economies of scale, an in-
creased market power, and risk reduction by utilizing location-specific
advantages and internal resources (Palich et al., 2000; Kim and Mathur,
2008). In this context, young directors’ characteristics may be helpful
for a lodging firm to actively enter new markets and successfully cope
with external changes and competitors’ strategies in each market since
young board members, compared to old board members, tend to be
bold and creative in decision makings for the growth of a firm. At the
same time, conventional old members’ plentiful managerial knowhow,
wisdom, and understandings of marketplaces gained from diverse work
experience may be helpful a lodging firm to make prudent decisions and
reduce mistakes, playing a pivotal role in lodging property operations.
In sum, age diversity in the board with a combination of young and old
directors may generate a synergetic effect, which may outweigh costs
from age diversity and leads to better outcomes. Accordingly, this study
hypothesizes that:

H2. The effect of age diversity on firm performance in the US lodging
industry is significant and positive.

2.4. The moderating role of internationalization

Internationalization has been a widely adopted expansion strategy
for firms in varied industries, including the lodging industry (Kim and
Mathur, 2008). It is attributable that a highly saturated market condi-
tion in the base country motivates lodging firms to expand their busi-
ness activities internationally in order to exploit benefits from foreign
markets (e.g., reduction of business risks, increase in market share, and
enhancement of brand recognition) (Lee et al., 2010). Based on the
imperfect capital theory, internationalization offers diversified portfo-
lios to shareholders, thereby ultimately improving a firm’s market
evaluation (Doukas and Travlos, 1988). Additionally, while adopting
and implementing internationalization, a firm enables to use new en-
vironments and resources from foreign markets, which makes the firm
adapt to volatile market changes effectively (Lu and Beamish, 2004).
Contrastingly, as a firm internationally expands its business activities,
the level of operational complexity and uncertainty a firm faces in-
creases (Kogut, 1989). That is, external environments including
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diversity of cultures, customers, regulations, and competitors may be at
odd with the domestic operational situation, which generates tasks with
high information processing demands executive managers should
handle (Brahm, 1994).

A stream of researchers contends that contribution and values of
diversity in a board are not determined by itself, but hinge on strategic
environments and complexity a firm’s operations associate with (Van
der Walt et al., 2006; Carpenter and Westphal, 2001). Carpenter and
Westphal (2001) found that strategic complexity significantly affects
corporate governance and functions of a board of directors. Similarly,
Van der Walt et al. (2006) examined the interaction effect between
board diversity and strategic complexity on a firm’s profits and growth
and found that there is a negative and significant association between
the interaction and firm performance. That is, strategic complexity
caused by a firm’s expansion strategies and changes in external en-
vironments intervenes in the effect of board diversity on firm perfor-
mance. In this regard, incorporating environments and managerial
complexity a firm faces with into the board diversity-firm performance
relationship seems necessary for a more comprehensive examination.

This study employs the degree of internationalization as a proxy re-
flecting managerial complexity and external environments which may
intervene the board diversity-firm performance relationship in the lodging
industry since internationalization may generate greater managerial
complexity from turbulent environments due to each foreign region’s
distinctive market situation, cultural difference, and seasonality (Palich
et al., 2000). In the lodging industry, turbulent external conditions and
managerial complexity occurred by internationalization may magnify
benefits of board diversity, thereby positively moderating board diversity’s
values and consequences on firm performance. More specifically, turbulent
operational complexity may provide opportunities for board members to
act as boundary spanners who offer appropriate external resources and
strategic guidance and links with internal resource and capabilities, which
may be helpful for a firms’ survival in competitive environments. For ex-
ample, as a lodging firm actively internationalizes its businesses, female
directors’ expertise in facilitating communication and diffusing informa-
tion in a board become more salient while reconciling various properties’
management dynamics and formulating tactical strategies. Similarly, in the
process of internationalization, values from an appropriate mixture of
young and old members from age diversity may be enlarged by virtue of
young directors’ swift reactions to changing trends on international mar-
kets and old directors’ plentiful managerial knowhows and external ties
accumulated from relatively longer industrial experience (Cheng et al.,
2010).

Besides, based on the agency theory, an increase in managerial
complexity and uncertainty will generate a higher probability of man-
agerial entrenchments (Kang and Lee, 2014; Lee et al., 2014). In this
managerial situation, a monitoring role of a board may be underscored,
and shareholders of a firm may require a diversified board with plen-
tiful business experience and different perspectives to more effectively
monitor top executives’ potential entrenchments and protect the
shareholders’ wealth (Finkelstein et al., 2009; Lee, 2014). Accordingly,
this study postulates that internationalization may enlarge values ob-
tained from board diversity, thereby leading to a positive moderating
effect on the board diversity-firm performance relationship as below:

H3. Internationalization positively moderates the effect of gender
diversity on firm performance in the US lodging industry.

H4. Internationalization positively moderates the effect of age diversity
on firm performance in the US lodging industry.

3. Methodology

3.1. Data

The sample of the current study includes publicly traded US lodging
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firms, following the North American Industry Classification System
code 721110 (hotels except casino hotels and motels). Data for board
diversity (i.e., gender diversity and age diversity) is collected from
DEF14A (other definitive proxy statements). And, 10-Ks (firms’ annual
reports) provide information regarding firm performance, inter-
nationalization and other control variables. The sample period spans
1993-2018 to contain all publicly traded firms filing 10-Ks and DEF14A
in the Electronic Data Gathering, Analysis, and Retrieval system
(EDGAR).

Prior to running main analysis, this study checked some assump-
tions of panel regression models. Specifically, for checking multi-
collinearity, this study employed variance inflation factor (VIF) and
found that all value of VIF is between 1 and 10, indicating that there
exists no severe multicollinearity among variables. Using studentized
residuals plot along with Durbin-Watson d test, this study detected
autocorrelation and heteroscedasticity of all models, thus, this study
decided to use Newey-West standard errors to address the auto-
correlation and heteroscedasticity issue (Gujarati, 2009; Hoechle,
2007). And, we conducted Fisher-type unit-root test for checking sta-
tionarity for unbalanced panel data (Hurlin and Mignon, 2007) and the
result indicates that all panels contain unit roots (p-value = 0.296) at
the 5% significance level over the sample period. For improving con-
ditions of independence and linearity, this study detected and elimi-
nated outliers and influential cases, using studentized residuals and
Cook’s distance. Observations whose absolute values of studentized
residual are larger than 3 were deleted as potential outliers. And, in-
fluential cases with the Cook’s distance larger than 1 were eliminated
(Anderson et al., 2016; Chatterjee and Hadi, 1986). As the final sample,
this study obtained 320 firm-year observations for both gender di-
versity and age diversity.

3.2. Estimation methods and models

For examining the impact of board diversity and the moderating
role of internationalization on the board diversity-firm performance
relationship, panel regression models are employed. For oper-
ationalizing firm performance, Tobin’s q, a financial market-based
measure is used as a dependent variable (Choi et al., 2011). And, in
order to measure board diversity, this study employs gender diversity
and age diversity. For measuring the degree of internationalization, this
study uses the Berry-Herfindahl index. All models contain relevant
control variables which possibly confounds the board diversity-firm
performance relationship. Models for analyses are as follows:

H1. Tobin’s q = ag+ a;GD + o,INT + a3SIZE + a4LEV + asGO
+ GGBS + &,
H2. Tobin’s q = ag+ a;AD + o,INT + a3SIZE + a4LEV + asGO
+ (XﬁBS + ¢,

H3. Tobin’s ¢ = ag + a;GD + o,INT + a3GDXINT + a4SIZE + asLEV
+ aGGO + a7BS + g,

H4. Tobin’s q = ag + a;AD + a,INT + a3ADXINT + a4SIZE + asLEV
+ G6GO + a7BS + g,

where Tobin’s q represents firm performance measured by market
value to book value ratio; GD represents the degree of gender diversity
measured by the Blau (1977) index of heterogeneity (1-ZPi%); AD re-
presents the degree of age diversity measured by standard deviation of
board members’ age; INT represents the degree of internationalization
using the Berry-Herfindahl index (1-2S;?); SIZE represents a firm’s size
measured by the log of total assets; LEV represents firm’s leverage
measured by debt-to-asset ratio; GO represents growth opportunity
measured by capital expenditure divided by sales; BS represents the
number of a board of directors in a firm.

For the coefficient estimation, either the fixed effects or random
effects method should be employed in panel data setting because an
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omitted variable bias caused by unobservable time-specific and firm-
specific heterogeneities may result in biased and inconsistent estima-
tion when using the pooled OLS estimation method (Gujarati, 2009).
This study conducted the Hausman test to select either the fixed effects
method or random effects method. Since there was a significant dif-
ference in coefficient estimations between the fixed effects and random
effects method (p-value < 0.05), this study determined to adopt the
fixed effects method for testing all hypotheses.

In addition, considering that there may be an endogeneity issue,
particularly a causality problem, in the relationship between board
diversity and firm performance (Adams and Ferreira, 2009; Vafaei
et al., 2015), the two-stage least squares (2SLS) estimator with instru-
mental variables is employed with the fixed effects method. Regarding
instrumental variables, previous studies argue that a valid instrument is
difficult to obtain in the context of corporate governance structure since
firm-specific characteristics correlated with board diversity are in-
evitably correlated with firm performance (and error terms) and in-
cluded as control variables already in models (e.g., firm size, leverage,
and board number) (Adams and Ferreira, 2009; Jurkus et al., 2011).
Nevertheless, considering the significance of the possible causality
problem that may compromises the valid estimation, referring to the
previous literature, this study adopted two significantly valid instru-
mental variables which are the industry average of gender and age
diversity, and the average age of board members of a firm (Cater et al.,
2003; Liu et al., 2014). Specifically, grounded on the board diversity
literature, the industry proclivity of increasing diversity in a board
possibly influences the diversity (e.g., gender and age diversity) of a
board in a firm (Liu et al., 2014). Likewise, given that board seats have
been traditionally taken by old male directors, as directors’ average age
becomes younger, the firm tends to increase the overall diversity (e.g.,
gender, race, and nationality), expecting changes in the board (Cater
et al., 2003). For checking whether the adopted instrumental variables
meet exogeneity conditions, this study employed the Sargan-Hansen
instrument test (Davidson and MacKinnon, 1993). Under the null hy-
pothesis that the instrumental variables are not correlated with the
error terms, the results of the test showed insignificant statistics (p-
values of two models with gender and age diversity are 0.1405 and
0.6639, respectively), which indicates that the two instrumental vari-
ables are valid, statistically satisfying the exogeneity conditions.

For detecting the endogeneity, this study conducted the Durbin-Wu-
Hausman test with the two adopted instrumental variables
(Wooldridge, 2010). The results of the Durbin-Wu-Hausman test
showed the significant difference between the 2SLS estimation and the
OLS estimation (p-values of two models with gender and age diversity
are 0.001 and 0.002, respectively), implying that there is a significant
endogeneity problem between board diversity and firm performance.
Thus, this study determined to adopt the fixed effects method with the
instrumental variables. As the first step of 2SLS estimation, this study
regressed the endogenous variable (i.e., gender diversity and age di-
versity) on exogenous variables including the newly added two in-
strumental variables along with original control variables to obtain
fitted values. As the second step, to estimate coefficients for hypotheses
testing, Tobin’s q, a dependent variable, was regressed on the fitted
values drawn from the first step and other original control variables
(Wooldridge, 2010).

Additionally, to check robustness, this study additionally performed
analyses, employing generalized estimating equations (GEE) method, a
different statistical technique of coefficient estimation that provides
maximum likelihood estimates and addresses non-independent firm-
year observations with cross-sectional time series data (Liang and
Zeger, 1986; Hambrick and Cannella, 2004).

3.3. Firm performance measure

To measure firm performance, the current study employs Tobin’s q,
a financial market-based measure of firm performance, as a dependent
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variable. A group of researchers contends that Tobin’s q is better for
measuring firm performance than accounting-based measures (e.g.,
return on equity and return on assets) and stock return measures (e.g.,
stock growth rate) since Tobin’s provides an unbiased estimate of firm
value, addressing a firm’s cash flow relative to the replacement costs of
assets (Wernerfelt and Montgomery, 1988). Specifically, while ac-
counting-based measures and stock return measures are ex post ap-
proaches over sample periods which require the adjustment for risks
and may not address unexpected changes appropriately, Tobin’s q is a
measure at a point in time, undisturbed by unexpected changes and the
impacts of risks over the sample period (Lang and Stulz, 1994).

This study uses the approximate Tobin’s q proposed by Chung and
Pruitt (1994). The approximate Tobin’s q is calculated by
(MVE + PS + DEBT)/TA, where MVE is a firm’s stock price multiplied
by the number of common shares outstanding; PS is referred to the
liquidating value of outstanding preferred stock; DEBT represents short-
term liabilities, composed of sum of short-term assets and the book
value of long-term debt; and TA represents total assets of a firm.

3.4. Board diversity measure

This study uses the Blau’s (1997) index (1-2P) of heterogeneity to
measure gender diversity, considering that the index has been ex-
tensively validated in multiple studies with regard to diversity man-
agement (Richard et al., 2003). The index is calculated by subtracting
¥P;? from 1, where P; represents the proportion of subgroup members in
category i. For example, when measuring gender diversity using the
Blau’s index, the value takes on a range from 0 to 0.50. While an index
of 0 indicates that there is only one gender (i.e., historically all-male
board members), a value of 0.5 suggest that each gender has the equal
number of board members. When measuring age diversity, since in-
consistent criteria for dividing age subgroups may exist when em-
ploying heterogeneity index, this study uses standard deviation of
board members’ age within a firm, following previous literature
(Tihanyi et al., 2000).

3.5. Other explanatory variables

For internationalization, a moderator, the Berry-Herfindahl index
(1-3S;%) is adopted since the index considering the number along with
the weight of each entity is widely accepted as an appropriate measure
of the degree of internationalization in the literature (Denis et al.,
2002). S; indicates the number of lodging properties in each country to
the total number of properties ratio. In order to examine the moderating
effect, this study contained an interaction term between board diversity
and the degree of internationalization.

This study uses four relevant control variables which have been
commonly included in previous literature to address probable con-
founding effects on the board diversity-firm performance relationship
(Erhardt et al., 2003; Carter et al., 2003). First, this study includes firm
size (SIZE) because as firm size increases, there is a higher chance of
increasing the level of board diversity and firm performance at the same
time, which may confound a pure effect of board diversity on firm
performance (Carter et al., 2003). Second, a firm’s leverage (LEV) is
included since leverage possibly affects both firm performance and the
monitoring role of a diversified board towards executive managers. For
example, while leverage may affect firm value due to the tax shield
effect and financial distress costs (Modigliani and Miller, 1958), higher
leverage improves a diversified board’ power to control managers’
discretion, which leads to a decrease in potential agency costs (Harford
et al., 2007). Third, a firm with greater growth opportunity is more
likely to have information asymmetries between executive managers
and shareholders including a board of directors, which increases the
agency problem. Thus, this study includes growth opportunity as a
control variable to address the confounding effect on the relationship
between board diversity and firm performance (Mak and Li, 2001). In
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addition, according to previous literature about corporate governance,
since board size may have a negative impact on firm performance due
to problems of poor communication and decision-making, board size
(BS) is included in this study as a control variable (Guest, 2009).

4. Analyses and results
4.1. Descriptive statistics

Table 1 represents descriptive statistics of variables included in the
main analyses. Since firm-year observations for investigating the impact
of gender diversity and age diversity are different, Table 1 contains two
separate sections. First, the gender diversity sample is comprised of 320
firm-year observations. Tobin’s q, a dependent variable in models, has a
mean of 1.056 and a standard deviation of 0.486, ranging from 0.010 to
2.741. The degree of gender diversity (GD) has a mean of 0.119, ran-
ging from 0.000 to 0.571. For the degree of internationalization (INT),
the sample has a mean of 0.097 and standard deviation of 0.222. Board
size (BS) of sampled lodging firms ranges from 2.000-19.000 with a
mean of 7.478. Other control variables including firm size (SIZE), a
firm’s leverage (LEV), and growth opportunity (GO) show notable
variations for explaining factors in the main analyses.

Next, in the age diversity sample with 320 firm-year observations,
the degree of age diversity (AD) has a mean of 4.199 along with a
standard deviation of 0.934. The age composition of directors in the
sample has a mean of 57.55 with a range from 22 to 88. Directors’ age
over 60 accounts for 90% of observations, while age under 60 accounts
for 10% of the sample. Variables including Tobin’s q, the degree of
internationalization (INT), and other control variables has same de-
scriptive statistics as ones in gender diversity sample.

Tables 2 and 3 provide the results of Pearson’s correlation analyses
of variables. In Table 2 representing the results for gender diversity
sample, the degree of gender diversity (GD) correlates positively and
significantly with Tobin’s q at the 5% significance level. The moder-
ating variable, the degree of internationalization (INT), and the de-
pendent variable, Tobin’s q, are correlated positively and significantly
with each other. And, the degree of gender diversity (GD) is positively
correlated with the degree of internationalization (INT). Control vari-
ables including a firm’s size (SIZE), leverage ratio (LEV), and the
number of board members (BN) shows a positive and significant cor-
relation with a dependent variable, Tobin’s q at the 5% significance

Table 1

Summary of Descriptive Statistics.’
Variable N Mean Std. Dev. Min Max
Panel A: Gender Diversity Sample
Tobin’s q 320 1.056 0.486 0.010 2.741
GD 320 0.119 0.151 0.000 0.571
INT 320 0.097 0.222 0.000 0.879
SIZE 320 6.026 1.994 0.553 10.187
LEV 320 0.506 0.314 0.000 1.829
GO 320 0.185 0.443 —0.110 4.646
BS 320 7.478 3.041 2.000 19.000
Panel B: Age Diversity Sample
Tobin’s q 320 1.056 0.486 0.010 2.741
AD 320 4.199 0.934 2.175 6.277
INT 320 0.097 0.222 0.000 0.879
SIZE 320 6.026 1.994 0.553 10.187
LEV 320 0.506 0.314 0.000 1.829
GO 320 0.185 0.443 —0.110 4.646
BS 320 7.478 3.041 2.000 19.000

* Tobin’s q represents financial market-based measure of firm performance;
GD represents the degree of gender diversity; AD represents the degree of age
diversity; INT represents the degree of internationalization; SIZE represents
firm size; LEV represents a firm’s leverage; GO represents growth opportunity;
BS represents the number of a board of directors.
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level while only growth opportunity insignificantly correlates with
Tobin’s q.

Regarding the results of age diversity sample in Table 3, while the
degree of age diversity (AD) has a negative correlation with Tobin’s q,
other explanatory variables including the degree of internationalization
(INT), firm size (SIZE), leverage ratio (LEV), and board size (BS) show
positive and significant correlations with Tobin’s q at the 5% sig-
nificance level. However, growth opportunity (GO) insignificantly
correlate with Tobin’s q.

4.2. Main analyses and hypotheses testing

Table 4 presents results of the two-stage least squares (2SLS) esti-
mation with the fixed effects model using gender diversity sample. As
clearly presented in Table 4, there is a positive and significant re-
lationship between gender diversity (GD) and Tobin’s q, supporting H1
(p-value = 0.011). That is, on average, a unit increase in gender di-
versity leads to 1.548 increases in Tobin’s q. More specifically, the
enhancement of the even distribution of male and female members in a
board leads to better market value, compared to the assets’ replacement
cost. For control variables, while firm size (SIZE) negatively associates
with Tobin’s q, leverage ratio (LEV) has a positive and significant effect
on Tobin’s q. And, growth opportunity (GO) and board size (BS) shows
an insignificant impact on Tobin’s q.

Regarding the moderating effect of internationalization, the inter-
action term (GD x INT) shows a significantly positive impact on Tobin’s
q (p-value = 0.001), which supports H3. That is, on average, a unit
increase in degree of internationalization (INT), measured by the Berry-
Herfindahl index, magnifies the influence of gender diversity (GD) on
better market value relative to a firm’s replacement cost of total assets.
Leverage ratio (LEV) affects positively Tobin’s q at the 1% significance
level, while a firm’s size (SIZE) has a negative impact on Tobin’s q.
Additionally, growth opportunity (GO) and the number of board
members (BN) insignificantly associates with Tobin’s q.

With age diversity sample, we attempt to test the individual effect of
age diversity (AD) (H2) and the moderating effect of the degree of in-
ternationalization (INT) (H4). According to the first column in Table 5,
age diversity (AD) shows an insignificant effect on Tobin’s q, not sup-
porting H2. And, INT has also an insignificant effect on Tobin’s q at the
5% significance level. For control variables, while LEV positively affects
Tobin’s q, SIZE adversely influences financial performance, Tobin’s q.

From estimations for investigating the moderating role of INT, the
interaction term (AD x INT) does not show a significant association with
Tobin’s q, which does not support H4. And, SIZE adversely affects
Tobin’s q whereas LEV appears to have a positive and significant effect
on Tobin’s q at the 1% significance level.

To summarize, as gender diversity in a board increases, a lodging
firm expects to achieve better financial performance. Further, a positive
effect of gender diversity on financial performance become magnified
in a managerial situation where the firm actively internationalizes its
business activities. Contrarily, age diversity has no significant impact
on Tobin’s q and internationalization does not significantly moderate
the effect of age diversity on firm performance.

Results of estimations when using generalized estimating equations
(GEE) method are consistent with the main results, which confirmed
the validation of the main results for hypotheses testing. Similar with
the main results, the results from additional analyses showed a positive
and significant effect of gender diversity and the interaction term (GD x
INT), while showing an insignificant effect of age diversity and the
interaction term (AD x INT).

5. Discussions and conclusions
This study aims to propose and examine the contingent role of in-

ternationalization on the relationship between board diversity and firm
performance in the lodging industry. Prior to examining the moderating
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Table 2
Summary of Pearson’s correlations for gender diversity sample.”
Variable Tobin’s q GD INT SIZE LEV GO BN
Tobin’s q 1.000
GD 0.245%**
INT 1.000
SIZE 0.642%** 1.000
LEV —0.223%* —0.288** 1.000
GO —0.129%* 0.016 —0.081 1.000
BS 0.425%** 0.654*** —0.304%** —0.080 1.000
T #* and *** denote the 5% and 1% significance level, respectively.
effect of internationalization, this study examines the individual effect Table 4
of board diversity (i.e., gender diversity and age diversity) on financial Summary of the results from main analysis for gender diversity sample.”
performance first. The positive effect of gender diversity on firm per- Estimation FE-2SLS FE-2SLS
formance in the US lodging industry is consistent with empirical find-
ings of previous studies in varied industries (Erhardt et al., 2003; Joecks Variable Tobin’s q Tobin’s q
et al., 2012). The results may suggest that benefits from the diversified GD 1.548" 0.287
gender composition in the board (e.g., creativity, innovation, and a INT E)(_).gz(;g) (B.17.2(2))0**
more conscious and effective problem-solving) outweighs costs of (0.362) (0.536)
gender diversity (e.g., communication problems and a lack of cohe- GD x INT 4238+
sion). Especially, for lodging firms, a proper level of involvement of (1.437)
. L .o . SIZE —0.217%%* —0.255%**
women board members with proficient intuition for satisfying volatile 0.051) (0.043)
customer needs may contribute to achieving competitive advantage in LEV 1.133%%* 1.134%%%
highly competitive markets (Kang et al., 2007). In addition, since (0.096) (0.076)
women are likely to be independent from “old boys” network and GO 0.032 0.045
proficient in fostering harmony, based on the agency theory, female BN (B.(;)g;‘)s (B'(;)ﬁ)g
board members may perform a pivotal and catalytic role for monitoring (0.0'1 6 (0.0'1 3
managers along with providing unique perspectives which facilitate an Constant 1.647%%% 2.123%%*
improvement of executive mangers’ strategic decisions (Farrell and (0.312) (0.312)
Hersch, 2005). And, another possible benefit from gender diversity in Observations 320 320
Wald chi2 424.35%** 5469.08***

the board is to captivate and retain more qualified female workers. That
is, as the high degree of gender diversity in the board comes to light, it
may cause an improvement of corporate image in community and act as
a potent driver to attract more skillful female workers. Accordingly, a
firm may expect that female human capital (i.e., female board members
and employees) provide more emotional and touching products and
service to customers who are crucial stakeholders of a firm’s operational
success, which results in customer satisfaction and positive outcomes in
the end (Fondas, 2000).

According to the results of the analysis examining the moderating
effect of internationalization, as the degree of internationalization of a
lodging firm increases, a positive effect of gender diversity on firm
performance appears to be enlarged. The results indicate that con-
tribution and values of board diversity may vary, contingent on external
environments and operational complexity derived from inter-
nationalization (Carpenter and Westphal, 2001). In other words, a
lodging firm’s incremental operational complexity from inter-
nationalization provides expanded opportunities for female board
members to display their differentiated abilities of swiftly capturing
customers’ demands and harmonizing different perspectives of each
board member for optimal decision making. Additionally, as a lodging
firm is exposed to diverse market environments while expanding its

T #* and *** denote the 5% and 1% significance level, respectively.

businesses internationally, an access to external resources which may
be connected to board members’ previous work experiences are more
likely occur. Particularly, operating properties in foreign regions tend to
make a firm rely more on male and female board members’ connections
with external resources in markets. Since both male and female board
members may be likely to bring valuable and unique resources from
external markets into the organization, based on their human capital
accumulated by previous work experience and knowhow, the value of
this strengthened gender diversity may be magnified in the situation of
internationalization. And, in the process of internationalization man-
agerial entrenchment and the escalation of irrational commitment of
managers may occur due to information asymmetry between top ex-
ecutives and shareholders (Lee et al., 2014). When a board is diversified
with an appropriate blend of male and female directors owning dif-
ferent human and relational capital, the board can more effectively
evaluate and monitor top executives, compared to a board having re-
latively unified characteristics (Hillman and Dalziel, 2003). In this re-
gard, board diversity may alleviate the agency problems (e.g.,

Table 3
Summary of Pearson’s correlations for age diversity sample.’
Variable Tobin’s q AD INT SIZE LEV GO BN
Tobin’s q 1.000
AD —0.143** 1.000
INT 0.338%** —0.097 1.000
SIZE 0.367*** —0.125%* 0.642%** 1.000
LEV 0.221%*** —0.052 —0.288%*** 1.000
GO —0.073 0.037 0.016 —0.081 1.000
BS 0.150%** 0.126%** 0.425%** 0.654*** —0.304%** —0.080 1.000

T ok

and *** denote the 5% and 1% significance level, respectively.
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Table 5
Summary of the results from main analysis for age diversity sample."
Estimation FE-2SLS FE-2SLS
Variable Tobin’s q Tobin’s q
AD —-0.623 0.427
(0.457) (0.404)
INT 0.350 2.745
(0.753) (3.890)
AD x INT —0.586
(0.978)
SIZE —0.246%** —0.201**
(0.096) (0.096)
LEV 1.139%** 1.134%**
(0.154) (0.114)
GO 0.069%** 0.062%**
(0.020) (0.022)
BN 0.047 0.033
(0.053) (0.043)
Constant 4.185%** 3.181%*
(1.490) (1.546)
Observations 320 320
Wald chi2 133.75%** 206.48%***

T =% and *** denote the 5% and 1% significance level, respectively.

managerial entrenchment and the escalation of commitment) by ap-
propriately monitoring executives and narrowing the information gap
between managers and shareholders. Accordingly, in the context of
internationalization, the roles of resource provision and monitoring of
the diversified board may become more valuable, which, in turn, may
magnify the positive effect of board diversity on firm performance.

On the other hand, regarding an insignificant effect of age diversity,
roles of age in the board room may be ambiguous in the lodging in-
dustry. In other words, board members’ inclination and acts relying on
age show unclear distinctions in the lodging industry. For example, the
lodging industry, a capital-based service industry, accompanies high
initial investments and operational costs along with high exit cost. In
this context, a board of directors of a lodging firm may tend to show
risk-averse attitudes regardless of age when making strategic decisions,
which diminishes the risk-taking propensity (and the advantage of risk
taking, accordingly) of young board members. In addition, considering
that the lodging industry needs to respond to fast-changing customer
demand on trendy products and services, not only young board mem-
bers but also old members may be likely to focus on devising responsive
strategies, which attenuates the idiosyncratic advantages of old board
members, such as prudence and dignity.

This study expects to contribute to the corporate governance lit-
erature by examining the board diversity-firm performance relation-
ship, reflecting idiosyncratic characteristics of the lodging industry.
Specifically, corporate governance is the complex and dynamic process
that is interrelated with firm-specific and industry-specific contingent
factors (e.g., CEO/board relations within a firm, strategies, external
environmental characteristics of the industry) (Finkelstein et al., 2009).
Due to the interrelated and complex contingent factors, an effective
board structure in one firm or industry context may not be applied to
other ones. By focusing on the lodging industry, this study found the
positive effect of gender diversity on firm performance, which confirms
the relevant theories, including the human capital theory, the resource
dependence theory, the agency theory, and the stakeholder theory,
enhancing the external validity of the relationship.

And, as the primary purpose, this study expects to bring the value
and originality into the corporate governance literature by in-
corporating internationalization as a key contingent factor in the board
diversity-firm performance relationship. Since a board does not engage
in every single management activity in strategic processes of a firm,
specific contexts and strategic situations that magnifies the vigorous
involvement of a board should be considered for more comprehensively
and precisely examining the effect of board diversity. Given that
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internationalization generates different contingencies and operational
complexity of a lodging firm, this study enriches theories pertaining to
board diversity by providing empirical evidence that the effect of board
diversity on firm performance may be accelerated in the context of
internationalization, one of key corporate strategies.

For practical implications, as board diversity is currently a critical
issue in the lodging industry, results of the study serve as practical
guidelines for shareholders of a firm when selecting board members.
That is, when a lodging firm attempts to select new nominees of a board
of directors, more elaborate decision-making is required while con-
sidering the effect of board diversity on firm performance. Particularly,
in terms of gender diversity, shareholders of a firm should consider the
balance between male and female board members to obtain benefits
from a diversified and accumulated human capital (knowledge, per-
spectives, ideas, and knowhow) of both male and female board mem-
bers. Specifically, shareholders of a firm are recommended to add cri-
teria for evaluating qualifications and gender composition of new board
nominees. And, shareholders need to inspect whether female and male
board members effectively cooperate by relevantly blending each
gender group’s different roles at annual meetings. This improved bal-
ance and synergy from gender diversity may act as a catalyst for sa-
tisfying other stakeholder groups of a firm, including employees, cus-
tomers, and even community. Especially, in complex managerial
situation of a firm by operating its business activities in multiple lo-
cations in global markets, a firm expect strengthened values and con-
tribution of gender diversity on firm performance. If mutual trust and
interpersonal interactions between male and female board members
build extensive and solid integration in a board, this costly-to-duplicate
gender diversity with social complexity and causal ambiguity may be a
critical source of sustainable competitive advantage.

Next, findings of this study may provide meaningful insights to state
legislators regarding female board representation. As multiple
European countries (e.g., Norway and Finland) already have regulated
the minimum number or percentage of female directors of firms
(Marinova et al., 2016), this study’s findings of a positive impact of
gender diversity on firm performance may offer guidelines for devising
regulation for securing appropriate female directors’ seats.

Further, a firm may be able to obtain better market evaluation by
underscoring information on gender diversity in a board. In addition,
publicly disclosing the information through annual reports and proxy
statements enables for a lodging firm to strengthen a positive re-
lationship with their stakeholders.

Several limitations remain in this study. Specifically, since this
study employs secondary data for analyses, only publicly traded US
lodging firms are included in the sample. When applying findings this
study to privately-owned lodging firms or firms in other countries, a
generalizability issue should be carefully considered. For enhancing
external validity, employing more samples from different countries and
privately-owned lodging firms are recommended for future studies.

Second, the measure of board diversity, the Blau’s index for mea-
suring gender diversity and standard deviation for measuring age di-
versity may not comprehensively contain information of diversity of the
board. In order to enhance construct validity, other types of measures of
board diversity (e.g., variation, proportion, and the existence of board
members with unique characteristics using a dummy variable) need to
be used simultaneously in future studies.

Third, although this study used gender and age for measuring board
diversity, which have been extensively validated measures in the lit-
erature, cognitive attributes such as previous work experience, educa-
tion level, and cultural backgrounds may be proper proxies for more
deeply investigating the effect of board diversity on firm performance.
Thus, employing other attributes of board members for examining the
relationship between board diversity and firm performance is en-
couraged for future studies.

Next, this study independently examines the effect of gender and
age diversity on firm performance with different sample size. However,
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an interaction between different types of diversity may exist. For ex-
ample, according to the results of the study, although there is no re-
lationship between age diversity and firm performance, an interaction
between age diversity and gender diversity may show a significant
impact on firm performance. Accordingly, in future studies, in-
corporating distinct types of board diversity is suggested by examining
the interaction effect on firm performance.

Lastly, there might be more intervening factors such as firm-specific
and industry-specific characteristics influencing the relationship be-
tween board diversity and firm performance. To more comprehensively
examine the relationship between board diversity and firm perfor-
mance, future studies need to ponder over other possible intervening
factors by incorporating a moderator or a mediator.
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