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Abstract

We investigate the relationship between board diversity (relation-oriented diversity,
task-oriented diversity, and overall board diversity) and financial statement compara-
bility. We find that diverse boards are positively associated with financial statement
comparability, suggesting that board diversity improves governance mechanisms
by alleviating agency conflicts, leading to higher comparability than homogenous
boards. We also find that institutional ownership positively affects the association
between board diversity and financial statement comparability. Furthermore, the
positive effect of diversity, institutional ownership, and comparability are more pro-
nounced in non-state-owned firms and non-crisis periods. Our findings remain con-
sistent with a battery of econometric techniques and measures of comparability. This
study provides new insights regarding the role of boardroom diversity in shaping the
qualitative aspect of financial reporting, i.e., financial statement comparability.
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1 Introduction

Corporate boards influence all the organizational outcomes because of the stra-
tegic nature of their decisions. The idea of diversity has gained attention over
the last two decades after the extraordinary governance failures and increasing
demand from investors and regulators for improved monitoring (Ararat et al.,
2015). Since then, the opportunities and challenges presented by board diversity
have long fascinated the researchers. Diversity has various facets, such as age,
gender, technical expertise, and experience of running a business. Earlier studies
suggest that diversity affects firms in many ways. For instance, board diversity
has a significant effect on a firm’s stock price crash risk (Jebran et al., 2020), cash
holding (Atif et al., 2019), asset prices (Li and Zeng, 2019), firm performance
(Aggarwal et al., 2019; Carter et al., 2010), corporate investment (Harjoto et al.,
2018), financial frauds (Xu et al., 2018), earnings management (Bilal et al., 2018;
Hoang et al., 2017; Labelle et al., 2010; Park & Shin, 2004), corporate social
responsibility (Harjoto et al., 2015) and corporate risk-taking (Serfling, 2014),
etc. All these prior research have explored the effect of board diversity on various
corporate dimensions, including earnings management and financial fraud (Bilal
et al., 2018; Hoang et al., 2017; Labelle et al., 2010; Park & Shin, 2004; Xu et al.,
2018). However, these studies ignored the qualitative facets of financial reporting,
i.e., financial statement comparability (comparability hereafter). Using a compre-
hensive measure of diversity includes relation diversity which comprises demo-
graphic characteristics such as gender and age; task diversity which contains job-
related attributes such as tenure, education, and expertise; and overall diversity to
study the impact of diversity on comparability.

Comparability is an important and one of the most desired characteristics of
financial reporting (International Accounting Standard Board, 2010). Compara-
bility is beneficial for the users of financial statements as it aids in appraising true
firm performance and facilitates making informed decisions as it aids in interpret-
ing accounting information. Comparability, according to archival research, improves
the accuracy (quality) of accounting information while minimizing the cost of
its acquisition and processing (Barth et al., 2012; De Franco et al., 2011; Zhang,
2018). Comparability curtails information asymmetry leading to increased trans-
parency which results in higher innovation efficiency (Chircop et al., 2020), effi-
cient allocation of resources (Kim et al., 2020), higher stock price informativeness
(Choi et al., 2019), lower tax avoidance (Majeed & Yan, 2019), superior acquisitions
(Chen et al., 2018), greater relevance of accounting information (Kim et al., 2018),
decrease the cost of capital (Imhof et al., 2017), minimize credit risk (Kim et al.,
2013), lower stock price crash risk (Kim et al., 2016), and forecast accuracy (De
Franco et al., 2011). However, there are various benefits linked with comparabil-
ity in the literature (e.g., Chen et al., 2018; Chircop et al., 2020; Choi et al., 2019;
Kim et al., 2018, 2020; Zhang et al., 2020), only a handful of studies focused on the
determinants of comparability (Cao et al., 2016; Dhole et al., 2021; Francis et al.,
2014; Imhof et al., 2018; Lee et al., 2016; Majeed et al., 2018). We bridge this gap
and provide new insights on the determinants of comparability.
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We argue that higher diversity would improve comparability. We consider board
heterogeneity a multi-facet intricate phenomenon encompassing the directors’ gen-
der, age, education, expertise, and tenure. Following the extant literature (Harjoto
et al., 2018; Jebran et al., 2020), we classified these characteristics into relation-ori-
ented (RD), task-diversity (TD), and overall board diversity (BD) categories. RD
comprises members’ distinctive features such as age and gender. In contrast, TD
consists of directors’ job-related learned attributes like education, experience and
tenure, and board (overall) diversity (BD), equal to the RD and TD’s sum. The inter-
group contact hypothesis can explain the effect of relation diversity (Allport, 1954).
Under optimal circumstances, the impact of diversity on board performance (i.e.,
with similar tasks, equal status, and shared goals) may help overcome the conflict
of interest and stereotypes (Pettigrew & Tropp, 2006), resulting in improved per-
formance or higher quality governance leading to higher comparability. However,
agency theory (Jensen & Meckling, 1976) suggests that higher quality governance
mechanisms may help mitigate agency problems, enhancing transparency leading
to lower information asymmetry (Chung et al., 2010). When there is more gender
diversity on the board, it leads to better managerial oversight and less opportunism,
resulting in higher-quality financial disclosure (Abad et al., 2017; Carter et al., 2003;
Cumming et al., 2015; Terjesen et al., 2016; Ullah et al., 2019; Wahid, 2019). Since
greater gender diversity improves financial reporting quality, we anticipate that
greater gender diversity will improve comparability. Similarly, age plays a significant
effect in decision-making. Previous research has found a substantial significant asso-
ciation between age and financial reporting and a lower likelihood of fraud (Huang
et al., 2012; Troy et al., 2011; Xu et al., 2018). These studies posit that the age of
the top management mitigates managerial opportunisms, thus, affecting (reducing)
information asymmetry. Consequently, we conclude a strong correlation between
board age and comparability. Similarly, task-related diversity (tenure, expertise, and
education) also increases the cognitive abilities of the board, improves board perfor-
mance, and makes monitoring of managers (Harjoto et al., 2018; Webber & Dona-
hue, 2001). Improved board performance, as a result of tenure and board diversity,
increases the financial reporting quality and transparency (Bedard et al., 2004; Bilal
et al., 2018; Li & Wahid, 2018; Liu & Sun, 2010; Jebran et al., 2020; Zalata et al.,
2018). Therefore, we anticipate that higher TD would strengthen the monitoring of
management, and superior board performance would enhance the qualitative facet
of financial reporting quality, i.e., comparability. Based on these arguments, we fur-
ther argue that overall diversity improves organizational resources, cognitive abili-
ties, monitoring capabilities, and firm reputation as well. Such benefits decrease the
incentives for information opacity and asymmetry, leading to higher quality finan-
cial reporting. The governance view further strengthens this argument and suggests
that higher-quality governance mechanisms result from diversity and lower agency
problems and facilitate information dissemination. Since higher comparability
improves information quality and information asymmetry, therefore we reason that
higher diversity would enhance comparability.

China is unique in the sense that even with the absence of an environment which
supports market-based institutions, China has been growing at an unprecedented
rate. China is the second largest economy in the world, but it suffers from a poor
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corporate information environment (Allen et al., 2012) which makes it vital to study
the factors that could improve the information environment and alleviate informa-
tion asymmetry. Furthermore, weak governance, and less developed legal setting,
direct and indirect government intervention to achieve socio-political goals, lack of
capital market pressure for higher quality financial reporting also affect the financial
reporting practices in China (Berger et al., 2009; Faccio, 2006; Firth et al., 2016).
Another unique aspect of Chinese setting is the large number of SOEs (Lin et al.,
2020). Ownership concertation, which leads to agency conflict between major-
ity and minority shareholders (type II agency conflict) (Claessens et al., 2002), is
an important aspect of a corporate environment. Such uniqueness of the Chinese
environment provides a rich environment for studying the effect of board diversity.
Moreover, China is a developing economy, so the study’s findings provide implica-
tions for other developing countries as well.

Our sample comprises of China’s A-listed firms registered on Shanghai and
Shenzhen Stock Exchanges for the period from 2005 to 2020. Our results posit that
whether RD, TD, or BD, significantly influences comparability. These findings sug-
gest that greater board diversity strengthens the monitoring of managerial resources,
reduces agency conflict, and result in higher comparability. The findings also
exhibit that greater diversity increases the collective knowledge, cognitive abilities,
and enhances the board functionality, improving monitoring and leading to higher
comparability. We also find that institutional ownership positively affects the nexus
between board diversity and comparability. The monitoring induced by the institu-
tional investors strengthens the association of board diversity with comparability.
Our study further documents that the impacts of all three dimensions of diversity
and institutional ownership on comparability are insignificant for state-owned enter-
prises (SOEs) and non-crisis periods. We established the robustness of our results
through a battery of econometric models and alternative comparability proxies.

This study contributes to the comparability literature in the following ways. First,
this study demonstrates strong empirical evidence on board diversity as a determi-
nant of a firm’s comparability and contributes to the accounting literature. Previous
studies documented the role of economic policy uncertainty (Dhole et al., 2021),
corporate social responsibility (Wang et al., 2020), competitive environment (Imhof
et al., 2018), audit committee (Endrawes et al., 2018), related party transactions (Lee
et al., 2016) auditor style (Francis et al., 2014) and financial reporting standards
(Barth et al., 2012). However, the preceding literature ignored the role of corporate
boards in shaping financial statement comparability. We fill this gap and document
the association between diversity and comparability. To the best of our knowledge,
none of the existing studies has examined the effect of board diversity on compara-
bility. Thus, we enrich the extant literature on determinants of comparability. Sec-
ond, the findings suggest that board diversity improves the corporate information
environment by improving comparability. Our study is different from earlier studies
in two ways. First, we consider various aspects of diversity (i.e., RD, TD, and BD)
to examine their effect on comparability, while prior studies focused on either one
or two aspects only. Second, previous literature on diversity and accounting qual-
ity focused on financial fraud (Wahid, 2019; Xu et al., 2018) earnings management
(Bilal et al., 2018; Hoang et al., 2017; Srinidhi et al., 2011), while we explore the
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impact of diversity on comparability (the qualitative aspect of financial reporting).
Third, our study enhances the understanding of the effects of board diversity from
an emerging economy, i.e., China. China is the second-largest emerging economy
in the world. Though, the Chinese institutional environment shares various features
with other emerging economies, it also has its unique facets. Therefore, the study
of board diversity and comparability in Chinese institutional settings can provide
substantial insights as other studies only focus on developed economies. Moreover, a
poor corporate information environment is particularly a problem in emerging mar-
kets. Therefore, the study of determinants of comparability which improve corporate
information environment is critical.

The rest of our study is as follow: Sect. 2 reports literature and hypotheses;
Sect. 3 covers the methodology we followed; Sect. 4 depicts the results; robustness
and endogeneity tests are discussed in Sect. 5; Sect. 6 comprises of additional analy-
sis of the study, and Sect. 7 concludes the study.

2 Literature review and hypotheses development

Traditional construct suggests that a board of directors is a group of homogene-
ous elites with similar educational, social, economic, and professional backgrounds
and share similar business views or practices (Westphal & Milton, 2000). However,
today’s world is more multicultural, has greater gender sensitivity, and encourages
more diverse backgrounds (Van der Walt & Ingley, 2003). Therefore, firms face
an intricate situation with globalization, technological advancements, and organi-
zational de-centralization (Chambers et al., 1998). In this rapidly changing world,
the firms have recognized the value of diversity in their board of directors since the
monoculture boards do not fit in today’s business setting where heterogeneous views
are an asset. The value and demand of diversity particularly surged after the global
financial crisis of 2008. Regulators promoted and, in some cases, made it manda-
tory! to enhance the diversity in board of directors (Milliken & Martins, 1996;
Smith, 2001). Diversity of perspectives brought by heterogeneous group increase
knowledge and wisdom of group may lead to informed decision making and
enhances the monitoring of managerial activities (Adams & Ferreira, 2009; Srinidhi
et al., 2011; Ullah et al., 2020). This view is reinforced by the cognitive resource
view, which suggests that a diverse group brings a broad knowledge base, social
networks, skills, and enhanced analytical capabilities resulting in a greater ability
to deal with complex situations (Webber & Donahue, 2001). From a societal stand-
point, the boards are the reflections of society, and increasing participation of the
minority groups in social settings should also be reflected in the organizational gov-
ernance. So, contemporary social settings that advocate for democracy and greater
inclusion of minority groups intensify the demand for board diversity.

U Certain European countries introduced gender-based quotes and non-compliance could result in del-
isting. However, in US companies are required to define the diversity where some firms may consider
gender, age and race as diversity and others may consider tenure and expertise as diversity.
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The impact of board diversity on corporate decisions may be explained through
resource dependence theory (RTD) and agency theory (governance view). RTD
(Salancik & Pfeffer, 1979) suggests that organizations must have various (hetero-
geneous) resources to assert their influence, obtain power, and seek stability in the
operating environment. So, the availability of diverse perspectives from stakeholders
is necessary for the functioning and critical for survival (Pfeffer, 1973). Board het-
erogeneity means board members are from different walks of life and diverse in their
attributes. The boards would be different in terms of age, gender, race, educational
background, experience, etc. This diverse group would bring an understanding of
various cultures, experiences of life, access to social networks, and technical exper-
tise, which facilitates informed decision making and problem-solving capability of
the boards (Davis & Cobb, 2010; Gruenfeld et al., 1996). Agency theory (Jensen &
Meckling, 1976) suggests that the conflict of interest arises between the agents and
principals (i.e., manager and shareholders, respectively), and heterogeneous boards
may provide a mitigation mechanism. Furthermore, firms with diverse boards facili-
tate the dissemination of relevant information, which improves the monitoring,
decreases agency issues, and enhances corporate reputation (Adams & Ferreira,
2009; Gul et al., 2011; Khan et al., 2021; Mirza et al., 2020; Upadhyay & Zeng,
2014).

Extant studies take into account various features of the boards to define diver-
sity. The board’s diversity considers multiple social and demographic factors such
as gender, race, and nationality as well as structural and task-oriented aspects such
as expertise, industry experience, education—organizational outcomes, etc. (Hoang
et al., 2017; Upadhyay & Zeng, 2014). We classify diversity into three aspects, i.e.,
RD, TD, and BD, as described in recent literature (e.g., Harjoto et al., 2018). RD
includes demographic and social features such as gender and age factors, while TD
represents the features of the diversity related to the functions or responsibilities of
the boards, such as education, expertise, and tenure. BD combines all the attributes
of RD and TD.

2.1 Financial statement comparability

The value of comparable accounting information is vital in accounting and finance
literature. Regulators, standard setters, and academics have highlighted the value
of comparability (FINANCIAL ACCOUNTING STANDARDS BOARD (FASB),
2010; Phillips et al., 2013). When comparable information is available, it leads to
efficient decision-making since it helps identify similarities and differences. Greater
comparability leads to greater availability of information (to creditors, investors, and
regulators), resulting in lower information asymmetry (De Franco et al., 2011). Ear-
lier research documented that comparability is negatively associated with the cost
of capital (Imhof et al., 2017; Kim et al., 2013; Majeed & Yan, 2021), stock price
crash risk (Kim et al., 2016), and enhances the flow of information (Choi et al.,
2015), facilitates in the efficient deployment of cash, capital and labor and research
resources (Chircop et al., 2020; Kim et al., 2020; Zhang et al., 2020), reduces tax
avoidance (Majeed & Yan, 2019), aids investors in decision making (Chen & Gong,
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2019; Young & Zeng, 2015) and curbs risk-taking by financial institutions (Hasan
et al., 2020) leading to higher firm value (Neel, 2017). Such benefits of comparabil-
ity motivate to study the governance, institutional, and business factors that nurture
this qualitative feature of financial reporting. However, despite such great benefits of
comparability, archival studies on the determinants of comparability are quite lim-
ited. Some of the earlier studies in this domain fixated the role of reporting stand-
ards in shaping the comparability (Cascino & Gassen, 2015; Lang et al., 2010), and
only a few considered the governance and institutional factors. Earlier studies have
documented the effect of competitive pressure, strategic orientation, corporate social
performance, auditor style, and audit committee features on comparability (e.g.,
Endrawes et al., 2018; Majeed et al., 2018; Wang et al., 2020). However, extant stud-
ies have ignored the influence of governance brought by diverse boards in improving
the comparability and reducing information opacity of the firms.

2.2 Relation oriented diversity and comparability

We argue that RD is associated with comparability. RD consists of two aspects,
i.e., gender and age. The intergroup contact hypothesis (Allport, 1954), put forth by
social psychologists, can help explain the effects of diversity on board performance.
The intergroup contact may decrease prejudice, under optimal circumstances, when-
ever the group is assigned similar tasks, have equal status, and (or) share common
goals. Such intergroup contacts enhance the harmony among group members, which
may help overcome the conflict of interest and other stereotypes (Pettigrew & Tropp,
2006), leading to higher board performance, i.e., improved monitoring of manage-
ment. Moreover, the experience of the group members (Dovidio et al., 2003) makes
the group members reconsider the precision of the decision leading the corrections
as required resulting in higher quality governance of the firm.

The Agency theory framework (Jensen & Meckling, 1976) also suggests that
higher quality governance mechanisms may enhance transparency leading to lower
information asymmetry (Chung et al., 2010). Carter et al. (2003) documented that
a greater number of females on the boards result in enhanced monitoring of man-
agement, decreased opportunistic inclination, and increased independence of the
boards (Terjesen et al., 2016). Hence, improved monitoring and greater autonomy of
the boards can lead to better quality financial disclosure (Abad et al., 2017). Earlier
studies provide empirical evidence to this notion that greater board gender diversity
(i.e., greater number of female directors) may lead to lower information asymme-
try, increase informativeness of stock prices, increase public disclosure and result
in higher informational transparency (Abad et al., 2017; Gul et al., 2011). Moreo-
ver, women are associated with lesser overconfidence (Lundeberg et al., 1994) and
higher moral values (Pan & Sparks, 2012). Women are also regarded as risk-averse
and conservative in their decisions (Powell & Ansic, 1997). Earlier studies sug-
gested that women in the corporate boardroom are associated with higher quality
of financial reporting and superior auditing standards to enhance the reputation and
lessen litigation risk (Ali et al., 2020; Gul et al., 2011). Thus, gender diversity may
be regarded as an indication of superior governance mechanisms and higher quality
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financial disclosure (Brammer et al., 2009). Preceding literature also documented
that greater board gender diversity is negatively associated with earnings manage-
ment, securities fraud, and accounting manipulation (Cumming et al., 2015; Kyaw
et al., 2015; Wahid, 2019). Since greater gender diversity improves, financial report-
ing would improve comparability to enhance transparency and reduce information
asymmetry.

Age is another crucial factor that influences the behavior and decisions of indi-
viduals. It is essential to note reputational and financial security concerns become
important for the individuals (Hambrick & Mason, 1984). As people age, they
become risk-averse and conservative in their decisions (Serfling, 2014). People may
lose a lot at the career stage if they do not make the correct decisions. Thus, an aged
person tends to be more prudent, which may be reflected in his risk-taking capacity
and resistance to change at the time of decision making. The age of the corporate
upper management team members has a vital role in curtailing managerial opportun-
ism and influencing financial reporting. Huang et al. (2012) suggested that the CEO
age significantly affects the firm’s financial reporting quality. Earlier studies indicate
that younger CEOs are more vulnerable to engaging in financial fraud (Troy et al.,
2011), and the older CEOs have fewer incentives to withhold adverse information,
which increases the probability of stock price crash risk (Andreou et al., 2017). Xu
et al. (2018) documented that as the board age (i.e., average age of board members)
increases, the probability of accounting fraud decreases. These previous studies sug-
gested that older top management teams have greater life experience, avoid reckless
and risky investment decisions, and have greater reputational concerns. Therefore,
we argue that older board members are more likely to curb managerial opportunism
and promote informational transparency. The young board members would bring
new ideas, broaden the group’s perspective, and improve the problem-solving capa-
bilities of the boards, increasing the team’s monitoring capabilities (Li & Wahid,
2018). Such members would be more likely to increase the comparability to improve
transparency and reduce information asymmetry to curb opportunism and increase
corporate reputation. Hence, the RD has a greater resource like fresh ideas, unnec-
essary risk avoidance, life experiences, and reputational concerns, which motivate
informational transparency and curbs opportunism leading to higher comparability.
Hence, we put forth flowing hypothesis:

H1 Greater relation-oriented diversity increases comparability.

2.3 Task-oriented diversity and comparability

We also posit that TD of the board, which consists of tenure and education, influ-
ence corporate financial reporting decisions and affect comparability. When board
members have diverse experiences or education, it increases their cognitive abilities,
increasing collective knowledge and improved team skills. Such resources enrich
the processing and exchange of information and provide a broader board perspec-
tive (Pelled et al., 1999). Task or functional diversity increases the knowledge and
(industry) expertise which is helpful in the performance of tasks leading to superior
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team performance (Milliken & Martins, 1996; Simons et al., 1999). Furthermore,
from the social categorization perspective, groups with diverse functional attrib-
utes (experience/tenure) would help them understand group members’ cognitive
resources like talents and knowledge. Such understanding would improve the uti-
lization of such abilities and skills, leading to superior board performance (Har-
joto et al., 2018). Higher functional diversity would enhance the performance of
the firms, which increases the incentives to increase transparency leading to higher
comparability.

Although less tenure diverse groups are cohesive but too friendly, boards
decrease the boards’ effectiveness (O’Reilly III et al., 1989). Therefore, TD is criti-
cal for corporate boards to improve the effectiveness of monitoring. TD brings rela-
tively greater independence (Li & Wahid, 2018; Vafeas, 2003). The basic argument
in favor of TD is that junior and senior board members improve the boards’ prob-
lem-solving ability and enhance board performance (Arnaboldi et al., 2020). Jebran
et al. (2020) argued that greater diversity improves the transparency of the informa-
tion by reducing the suppression of negative news. Earlier studies also suggested
that higher tenure diversity improves financial reporting quality (Li & Wahid, 2018).
Since tenure diversity improves monitoring and increases information transparency,
we expect that higher tenure diversity would increase comparability.

Earlier studies have documented the effect of board members’ education on
financial reporting practices (Sanchez et al., 2017; Zalata et al., 2018). The impact
of the financial expertise of the board members increases the quality of financial
information (Bedard et al., 2004; Bilal et al., 2018). Similarly, the board members
with industry experience and legal knowledge are negatively related to the firm’s
earnings management leading to higher financial reporting quality (Krishnan et al.,
2011; Wang et al., 2015). The arguments presented by these studies suggest that
education background in finance or accounting, legal matters, and industry knowl-
edge increases the monitoring ability of the boards and quality of financial informa-
tion leading to higher quality financial reporting and lower information asymmetry.
Based on these arguments, we posit that higher education diversity would increase
financial reporting quality by enhancing the comparability of accounting informa-
tion. Building on this discussion, we argue that higher TD would improve the moni-
toring of managerial activities, reduce information opacity, and enhance transpar-
ency, resulting in higher accounting comparability.

H2 Greater task-oriented board diversity (education and tenure) increases account-
ing comparability.

2.4 Overall diversity and comparability

The overall diversity (BD) of the board includes both RD and TD. The board’s com-
bined thinking and decisions shape the strategic organizational decisions (Yeung &
Lento, 2018). Hence, overall diversity is vital when considering organizational out-
comes. The resource dependence perspective also suggested that overall board exper-
tise facilitates the firm in dealing with uncertainties (Boyd, 1990). Greater diversity
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gives an organization wide-ranging skills, knowledge, and expertise, improving firm
reputation, financial performance, investment decisions, and investor confidence
(Jebran et al., 2020). Such benefits decrease the incentives for an opaque information
environment and information asymmetry. The governance view suggested that higher
diversity leads to higher-quality governance mechanisms and lower agency problems,
and lower managerial opportunism, which facilitates disseminating information and
reducing information asymmetry. Since higher comparability improves information
quality and information asymmetry, therefore we argue that higher diversity would
enhance comparability. Based on this argument, we argue that greater board diversity
would enhance comparability to reduce information asymmetry and improve the infor-
mation environment. This leads to our third hypothesis.

H3 The higher overall board diversity (gender, age, education, tenure, and expertise)
increases accounting comparability.

2.5 Moderating impact of institutional ownership

Institutional investors play a significant role in corporate governance (Huang & Zhu,
2015) by monitoring and influencing managerial behavior like cash management,
diversification, tax avoidance, risk-taking, organizational culture, philanthropic deci-
sions, corporate leverage adjustment, corporate innovation, CSR, and investment effi-
ciency (Ameer, 2010; An et al., 2021; Andreou et al., 2021; Cao et al., 2020; Cheng
et al., 2021; Fu & Qin, 2021; Garcia-Sanchez et al., 2020; Hartzell et al., 2014; Jiang
et al., 2021; Sakawa et al., 2021). This role helps mitigate agency issues between prin-
cipals and agents and improve the firm’s performance (Shleifer & Vishny, 1986). Insti-
tutional investors have a fiduciary duty to their stockholders to protect their interests,
which is why they prefer to invest in companies with effective governance (Chung &
Zhang, 2011). Governance role of the institutional ownership improves the corporate
information environment by decreasing earnings management, improving earnings
quality, increasing analyst following, enhancing the flow of firm-specific informa-
tion, and curtails the withholding of negative information (Chung et al., 2002; Cornett
et al., 2007; How et al., 2014; Velury & Jenkins, 2006). We argue that monitoring by
institutional investors disciplines the management and would enhance the comparabil-
ity. Investors would be particularly interested in comparability since it would improve
their ability to compare the investment avenues and make the best decisions. Keeping
in view the positive effect of institutional ownership, we expect that when institutional
ownership is high, the impact of board diversity on comparability becomes more pro-
nounced. Based on this discussion, we propose the following hypothesis:

H4 The effect of board diversity on comparability is more pronounced when
institutional ownership is higher.
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3 Methodology
3.1 Sample and data

Our sample comprises Chinese A-share (listed) firms registered on Shenzhen and
Shanghai Stock Exchanges for a period spanning 2005-2020. We exclude ST and
PT designated firms? from our sample. Consistent with earlier studies (e.g., Ji et al.,
2021; Luo et al., 2021), the financial firms are not part of this study. These firms are
quite different from non-financial institutions since they operate in different regula-
tory environments. Our sample comprises 32,122 observations. However, the total
number of observations in regression is relatively less since some variables have
missing values. To exclude the unwarranted influence of extreme values of certain
variables in our sample, we winsorized all continuous variables at 99 percentiles.
Appendix A provides definitions of all the variables.

3.2 Measurement of board diversity

This study uses board diversity (RD, TD, BD) as the key independent variable. We
employed the model proposed by Blau (2000) to calculate the diversity index. The
equation for the above model is given as;

D=1~ P )

where “D” refers to diversity index; “P” signifies the proportion (%) of members in
each group (category); “i” denotes the total number of groups. The diversity index
has a value between 0 and 1. A larger value denotes complete heterogeneity, whereas
a smaller value signifies complete homogeneity. The diversity of the index increases
with the increase in the number of categories.

For the calculation of board diversity, we first measured five diversity indexes.
These indexes include gender, age, tenure, education, and expertise. For gender
diversity, we used two groups, i.e., male and female; Age diversity index is grouped
into five categories, 40 (and younger), 41-49, 50-59, 60-69, 70 years (and above);
tenure index is divided into four categories, i.e., 3 years (and less), 4 years, and
5 years (more than 5 years); education diversity has five facets, i.e., (1)—Technical
secondary school (and below), (2)—Associate degree, (3)—Bachelor, (4)—Master
degree, and (5)—PhD degree; and expertise diversity are grouped into five catego-
ries such as (1)—financial; (2)—consulting; (3)—legal; (4)—management (execu-
tives); and (5)—other expertise (i.e., medical, research, etc.,).

Following Harjoto et al. (2018) and Jebran et al. (2020), we compute relation
diversity which includes demographic characteristics such as age and gender (rela-
tion diversity=sum of gender and age diversities), task-oriented diversity, which

2 ST and PT refers to special treatment and particular treatment firms. The firm is labeled as ST if its
recent financial profit is negative for two consecutive years. ST firms will be relabeled as PT if it is una-
ble to be revived within two years.
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includes characteristics related to jobs such as tenure, education, and expertise (task
diversity = sum of tenure, education, and expert diversities), and overall board diver-
sity (overall diversity =sum of education diversity, expert diversity, tenure diversity,
gender diversity, and age diversity).

3.3 Institutional ownership

Institutional ownership is the moderator variable in this study. Institutional owner-
ship (InsOwn) is calculated as the percentage of a company’s shares held by institu-
tional investors.

3.4 Measurement of financial statement comparability

Following Majeed & Yan (2022), we develop a firm-specific, output-based compa-
rability measure. This measure considers firms to be comparable if they generate
similar financial statements in response to a certain economic event. De Franco et al.
(2011) defined their accounting system as “mapping from economic events (meas-
ured by stock returns) into financial statements (earnings)”:

Financail Statement; = f; (Economic Event[) , )

[T

where, “f;” signifies the firm’s accounting system “i,” and the economic event is
shown by stock returns. For two firms to have comparable accounting systems, their
economic events must be mapped similarly. According to De Franco et al. (2011),
we assume “f;” is a linear function, as illustrated in the above equation [1]. To meas-

ure the accounting function of a specific firm “i” in each year, we estimate the fol-
lowing time-series regression (using 16 previous quarters of data):

Earnings;, = p; + 6;Return;, + €. 3)

where, in Eq. (2), Earnings is used as a proxy for financial statement outcomes,
which is measured as quarterly net income before extraordinary items deflated by
the beginning — of — period market value of equity and Return (quarterly stock
returns during quarter t) is used as a proxy for economic events. We estimate the
accounting function for firm “7” and accounting function for firm “j”” for a given fis-
cal year. Comparability between two firms increases with the closeness of the func-
tions between the two firms. The estimated accounting functions of firm ‘7" and
firm “j” are employed to predict their respective earnings, assuming that they have
experienced the same economic event (i.e., return of firm “i”):

Firm i : E(Earnings);, = & + f;Returns,,. 4)
Firmj : E(Earnings);, = &; + ,B}Returnsit. 5)

In Egs. (3) and (4), E(Earnings);;,. represents the predicted earnings of firm i and

E(Earnings);, is the predicted earnings of firm j, with the stock return of firm i in
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period ¢ as the same economic event. When firms employ comparable accounting
systems, the difference between two predicted earnings is smaller. Accordingly, we
use the following equation to estimate comparability.

t
1 . .
CompAcy, = <_E> X Z |E(Earmngil-,) - E(Earnmg[j[)l. 6)
—15
The CompAcijl (comparability) between two firms, i.e., firm i’s and firm j's

accounting system is estimated as the absolute difference between the predicted
earnings (using firm i’s and firm j's) accounting functions multiplied by — 1. There-
fore, the proxy for the comparability (CompAc;,) has nonpositive values. Higher val-
ues indicate higher comparability. The comparability is higher between firm “7”” and
firm “j” when the comparability measure, i.e., CompAc;, has higher values because
it represents a smaller absolute difference between E(Earnings);;, and E(Earnings);,.

To get the firm-year level of the comparability measures, we rank all the values
of CompAc;;, for each firm i from the highest to lowest within an industry. Our meas-
ures for firm-year level of comparability F.SC4;, or FSC10;, are the mean value of
the four or ten largest comparability scores (CompAcy,) of firm *4” in year “4” in the
same industry, respectively. And FSCInd is the median of all of the comparability

scores of firm “7” in the industry for year “r”.

3.5 Control variables

Following prior comparability literature (e.g., Dhole et al., 2021; Francis et al.,
2014), we control for a vector of firm characteristics that have been shown to affect
comparability. First, we add size (Size: defined as the natural log of the firm’s total
assets) and market to book ratio (MB: market value of equity deflated by the book
value of equity) to control for the firm’s unobservable attributes. Second, follow-
ing Dhole et al. (2021) and Francis et al. (2014), we control for operating cash flow
(OCF: cash flow from operation scaled by total assets), sales growth (Growth: meas-
ured as current year sales minus previous year sales divided by sales in the previous
year), and leverage (Lev: firm’s total liability divided by total assets). We use these
variables to view that both firm’s business environment and manager’s inclination
to change financial reports could affect comparability. Third, we include return on
assets (ROA: net income divided by total assets), since ROA could affect compara-
bility (Sohn, 2016). Fourth, we also control the firm age (FAge: measured as natural
log of the number of years of the firm since its inception), board size (BSize: equals
to number of board members), board independence (BIND: number of independent
directors on the board), and duality (Dual: indicator variable equals to 1 if the CEOs
also serve as board chair, and O otherwise). These variables help in controlling simi-
larities and differences in economic fundamentals and managers’ inclination towards
earnings management (Francis et al., 2014). We add absolute discretionary accru-
als (AQ: followed the Kothari et al. (2005) model). Finally, we add board audit
committee expertise (ACEXP: the proportion of audit committee financial exper-
tise directors) and board audit committee gender diversity in our study (ACGD: the
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gender diversity in the audit committee followed Blau, (2000) index). We also use
moderator variable in our additional analysis, i.e., state-owned enterprises (SOEs:
dummy variable that takes the value of one if the firm is owned by the state and zero
otherwise).

3.6 Regression model

We employed a panel data regression model to estimate the effect of board diversity
on firm’s comparability.

CompAc;, = 65+ 6,(RD;,, TD;,, BD;,) + 6,Size;, + 6;MB;; + 6,0CF,,
+ 65Growth;, + 66AQ;, + 6;Lev;, + 63ROA;, + 64FAge;, @)
+ 6,¢BSize;, + 6,,BIND;, + 6,,Dual;, + Firm + Year + y;,
CompAc;, = 6y + 6,(RD;,, TD;;, BD;,) * InsOwn,, + 6,Size;, + 6;MB;, + 6,0CF;,
+ 65Growth;, + 6¢AQ;, + 6,Lev;, + 6gROA;, + 69FAge;, + 6,(,BSize,,
+ 6,,BIND;, + 6,,Dual;, + Firm + Year +y,,
®)
where CompAc;, represents proxies for comparability (i.e., FSC4, FSC10, and
FSCInd, discussed in Sect. 3.3), RD,,, TD,,, and BD,, represent relation diversity,
task diversity, and overall board diversity, respectively. InsOwn,, represents the insti-

tutional ownership while the rest are the control variables that were discussed in
Sect. 3.4.

4 Summary statistics and Pearson correlation

Table 1 depicts summary statistics of variables predicted in the regression model.
The mean (median) of the comparability measures i.e., FSC4, FSCI0, and FSCInd
are — 0.530 (— 0.203), — 0.736 (— 0.325), and — 1.654 (— 1.201), respectively.
These values are closed to those reported in the study of Majeed and Yuan (2019).
The mean (standard deviation) values of the board diversity variables i.e., RD, TD,
and BD are 0.853 (0.161), 0.815 (0.290), and 1.668 (0.343), respectively. These val-
ues are congruent with previous research (e.g., Jebran et al., 2020). Similarly, the
mean (SD) of InsOwn is 0.038 (0.106).

In terms of control variables, the average size of the firms in our sample is 22.236,
MB of 2.088, OCF of 0.046, Growth of 0.131, AQ of 0.095, Lev of 0.467, ROA of
0.033, and FAge of 2.801. In addition, the mean (SD) values of BSIZE, BIND, Dual,
ACEXP, and ACGD are 0.413 (0.492), 0.411 (0.492), 0.206 (0.405), 0.202 (0.135),
and 0.195 (0.208), respectively.
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Table 1 Descriptive statistics

Variables Mean SD Min P50 Max N

FSC4 —-0.530 1.341 -12.756 -0.203 0.000 24,104
FSC10 —-0.736 1.584 —14.645 -0.325 0.000 24,104
FSCIND -1.654 2.076 -17.809 -1.201 0.000 24,104
RD 0.853 0.161 0.105 0.861 1.247 24,104
TD 0.815 0.290 0.000 0.869  1.430 24,091
BD 1.668 0.343 0.249 1.711  2.551 24,091
InsOwn 0.038 0.106 0.000 0.016 11.706 22,923
Size 22236 1276  19.156 22.087 25.818 24,104
MB 2.088 1.203 —4.252 2.128 10.085 24,100
OCF 0.046 0.070 -0.184 0.044 0260 24,104
Growth 0.131 0.388 —6.591 0.108  9.608 23,300
AQ 0.095 0.276 0.000 0.057 16.787 23,026
Lev 0.467 0.207 0.017 0468  3.805 24,104
ROA 0.033 0.074 -3.043 0.031  0.863 24,104
FAge 2.801 0.335 1.098 2.833  3.480 24,104
BSIZE 0413 0492 0.000 0.000  1.000 24,104
BIND 0411 0492 0.000 0.000  1.000 24,104
Dual 0.206  0.405 0.000 0.000  1.000 23,640

ACEXP 0.202  0.135 0.000 0.000  0.600 24,104
ACGD 0.195 0.208 0.000 0.000  0.500 24,104

This table reports the summary statistics of variable used in the
study. Refers to Appendix 1 for variable definitions

Table 2 depicts the findings of the Pearson correlation matrix. We find that the
board diversity indexes, i.e., RD, TD, and BD, and InsOwn are significantly and
positively correlated with all measures of comparability. These statistics preliminary
provide support for our core hypotheses. The correlation between our independent
variables and control variables is low. The unreported results of VIF show no multi-
collinearity issues among variables, as values of VIF are all below 5.

5 Results
5.1 Board diversity and financial statement comparability

Table 3 shows the findings of our regression analysis. From columns (1) to (3), we
report the results of H1, where the explanatory variable is RD. The coefficients
(t-statistics) for comparability measures i.e., FSC4, FSCI0, FSCInd are 0.269
(4.348), 0.362 (4.992), and 0.509 (5.519), respectively. These findings advocate
that an increase of 1 standard deviation in the RD is linked with a 26.9%, 36.2%,
and 50.9% rise in the degree of comparability. These results strongly suggest
that RD is a significant determinant of comparability. The findings are congruent
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with the notion that RD has a greater resource like fresh ideas, unnecessary risk
avoidance, life experiences, and reputational concerns, improving informational
transparency and curbing opportunism, leading to higher comparability. Thus,
supporting H1. In Table 3, from columns (4) to (6), the results of H2 are shown,
where the regressor is 7D (sum of tenure, education, experience diversity). The
coefficients for comparability proxies (FCS4, FSCI0, and FSCInd) are 0.447
(t=10.940), 0.606 (t=12.795), and 1.029 (t=17.620), respectively. The results
are positive and significant, revealing that TD enhances comparability in Chi-
nese firms. The results are consistent with the arguments that higher 7D increases
the monitoring of managerial activities, reduces information opaqueness, and
enhances transparency, resulting in higher comparability. Therefore, H2 stands.

Similarly, in Table 3, columns (7) to (9), the results of overall board diversity
(H3) are reported. The results are positively significant with all the comparability
measures. The results confirm the argument that higher board diversity improves
firms’ information environment, reduces agency issues, and facilitates the dissemi-
nation of information, thus leading to higher comparability. Therefore, H3 stands.
For control variables, in Table 3, in all three hypotheses, the coefficients of Size,
ROA, FAge, and Dual are positive and significant at 1%. The coefficients of OCF,
AQ, Lev, BSize, and BIND are significantly negative at the 1% level. However, MB,
Growth, and ACEXP have no significant relationship with comparability in all three
regression results. These findings support the results reported in earlier studies (Cao
et al., 2016; Dhole et al., 2021; Francis et al., 2014).

5.2 Moderating impact of institutional ownership

Table 4 reports the results of H4. Columns (1) to (9) report the results of the mod-
erating effect of InsOwn, where the independent variables are RD, TD, and BD,
respectively. It is evident from the results that board diversity has a positive impact
on comparability in all models, and the impact of diversity on comparability is con-
tingent on the presence of institutional ownership. In other words, the study suggests
that board diversity has a greater effect on comparability in the presence of institu-
tional ownership in Chinese listed firms. The results are consistent with the argu-
ments that institutional investors help to mitigate agency issues and lower informa-
tion opacity, thus leading to higher comparability. Regarding control variables, the
coefficients of Size, ROA, FAge, and Dual are positive and significant at 1% level.
The coefficients of OCF, AQ, Lev, BSIZE, and BIND are negative. However, the rest
of the variables are insignificant.
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6 Robustness test
6.1 Alternative measures of comparability

Following previous research (e.g., Campbell & Yeung, 2016; Chircop et al., 2020),
we employ additional methods to measure comparability. Comparability refers to
estimating firm X’s earnings with the conjecture that firm X would face the same
business shock as faced by peer firm Y. To achieve this, basic business shocks for
both firms are held constant. Following the methodology of De Franco et al. (2011),
stock returns are employed as a proxy for business shocks, and the mapping between
profits and business shocks is estimated using linear regression (piecewise) over
the course of 16 quarterly periods. It is expected that the link between earnings and
returns is not identical when firms incur loss compared to the years in which they
generate profits (i.e., "the relationship between earnings and stock returns is asym-
metrical whether firms have positive or negative returns") (Chircop et al., 2020).
Thus, we adapt Basu’s (1997)* model, and an indicator variable (D) is added for
negative returns. In addition, an interaction term between “D” and “Return” is also
introduced. Therefore, the impact that business shocks have on firm X’s and firm Y’s
earnings is estimated by coefficient as indicated in the following equations:

Earningy;, = 6x + P;Returny;, + nyDy;, + yxDy;j, X Returny;, + €, 9)

Earningy;, = 6y + p;Returny;, + n;Dy;, + v,Dy;, X Returny,, + €y;,,  (10)

where Returnsy;, represents the quarterly stock returns, and “D” is set to 1 for nega-
tive Returnsqu, and otherwise 0. The influence of business shocks on firm X’s and
firm Y’s earnings is reflected by the estimated coefficients vector (6y, fy, 71y, ¥x) and
(6, B m; v;)- The rest of the method is the same as in Sect. 3.4. We begin by calcu-
lating conditional earnings and then estimating the mean difference between quar-
terly conditional earnings, which are expressed in absolute terms. These values are
then multiplied by — 1, so the higher values represent higher comparability and vice
versa. FSC4_ADJ, FSC10, and FSCInd_ADJ are the revised comparability proxies
based on this model.

Tables 5 and 6 reports the findings using this new comparability measure. The
coefficients on RD, TD and BD (RD*InsOwn, TD*InsOwn, and BD*InsOwn) are
statistically significant and positive in all cases.

Second, following De Franco et al. (2011), in Eq. 3, we employ lagged stock
returns while estimating the comparability measures so that accounting earnings are
tied to lagged stock returns. Collins et al. (1994) argue that stock prices incorporate

3 Although not primarily, De Franco et al. (2011) incorporate losses for computing earnings compa-
rability as discussed in their study in Footnote 11. They justify the addition of this “piece-wise linear
regression technique” by saying that ‘‘asymmetric earnings timeliness [is] a potential source of bias
in our comparability measure (Ball et al., 2000; Basu, 1997).”” We choose this De Franco et al. version
since it better depicts comparability in our context. Our focus is on a situation in which significant eco-
nomic losses occur (i.e., large negative stock returns).
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firm-specific news before they are reported in accounting earnings, which means
that “price lead earnings” (PLA). Using the following equation, we use the lagged
price changes into our model and re-estimate comparability.

Earnings;, = p, + p,Return;, + p,Return;,_, + €;,, (11)

where Return;,_, is the quarterly lagged stock returns. FSC4_Lag, FSC10_Lag, and
FSCInd_Lag are the revised firm-year proxies of comparability based on this model.

Tables 7 and 8 show the results using these alternative proxies of comparability,
which remain consistent, supporting our hypotheses. Overall, these measures (alter-
native) of comparability provide supporting arguments that board diversity is posi-
tively associated with comparability. We also find that InsOwn positively moderates
boardroom diversity-comparability relationship.

6.2 Using firm fixed effect model

We employ an additional technique, i.e., fixed effect model (FEM),4 to find the board
diversity-comparability nexus. FEM is used to control for issues that may happen
due to omitting time-invariant firm-specific attributes that may affect both compara-
bility and the likelihood of hiring diverse directors. The results are reported in Panel
A and B of Table 9. These results imply that board diversity enhances comparabil-
ity, and InsOwn positively moderates diversity-comparability relationship. This sug-
gests that time-invariant firm-specific factors do not influence our findings.

6.3 Endogeneity check

In previous sections, we examine that board diversity enhances comparability, how-
ever, it is difficult to find and detect the direct impact of board diversity on compara-
bility. In this context, an ideal experimental design would need the random assign-
ment of firms to treatment and control groups, which is unlikely and unattainable.
The presence of directors with diverse characteristics is assumed to be exogenous in
the preceding assumptions. However, it is likely to be endogenous and depends on
the firm’s demand for diverse boards. We apply four additional analyses in the fol-
lowing sections to account for these endogeneity concerns: (1) GMM; (2) PSM; (3)
2SLS; and (4) change analysis.

First, we use GMM to cater endogeneity issues. The GMM techniques offer
potential instruments that deal with the unobserved heterogeneity, which is essen-
tial to mitigate any endogeneity concerns (Wintoki et al., 2012). Panel A and B of
Table 10 show the results. The results confirm that board diversity enhances compa-
rability. Additionally, we find that InsOwn moderates (positively) the link between
board diversity and comparability. Thus, our results are not driven by any unob-
served heterogeneity.

* We use Hausman test to make a choice between fixed and random effect model. The test reveals that
FEM is an appropriate choice for our estimation analyses.

@ Springer
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Although we use an important technique (GMM) to remove endogeneity concerns,
however, there is still a possibility that some unobservable heterogeneity may affect
our results. For this purpose, we employ instrumental variable (IV) regression with a
2SLS estimator. We use industry mean of the board diversity (i.e., IndMeanRD, Ind-
MeanTD, and IndMeanBD)’ as the IVs.® Leary and Roberts (2014) posit that firms
emulated one another’s financial decisions and were significantly influenced by their
peers’ financial decisions. For instance, Faccio et al. (2016) use the proportion of peer
firms with female CEO as the instrumental variable (IV) for the firm CEOs. Huang
and Mazouz (2018) conjecture that, in the same industry, firms tend to implement
comparable corporate strategies and thus use the log of industry mean of the excess
cash as the IV of the firm’s excess cash. Similarly, Eom (2018) also uses industry aver-
age (log of industry mean of oversubscription in the five most recent IPOs) as the IV
in his research. Hasan and Cheung (2018) take the industry-level average firm capi-
tal in each year as an IV. Meanwhile, Ye et al. (2019) imply the industry average of
the female directors as IV. Following these studies, we believe that IndMeanRD, Ind-
MeanTD, and IndMeanBD are appropriate as our paper’s instruments: “board diversity
of firms in the same industry may be similar and closely related with the industry-level
of board diversity.” The industry level board diversity directly impacts the board diver-
sity of each firm in this industry but can not directly affect comparability.

We use the endogenous variables (RD, TD, and BD) as a dependent variable in
the first stage while treating the other variables and IV (IndMeanRD, IndMeanTD,
and IndMeanBD) as independent variables.” Then we estimate the “fitted values” of
endogenous variables. After that, in the second stage, we then substitute the endoge-
nous variables with the fitted values generated in the first-stage regression. We present
the results in Table 10. Panel C of Table 10 presents the findings of H1, H2, and H3,
while Panel D shows the results of H4. We find that board diversity increases compa-
rability. We, therefore, conclude that our main results are robust across the endogene-
ity issues since our 2SLS regressions demonstrate similar results to our OLS findings.

To address the endogeneity problem in our research, we acknowledge the impor-
tance of a strong and valid instrumental variable. As a result, we run multiple post-
estimation methods to check the validity of our instrumental variables. First, we test
for the F-statistics in the first-stage regressions. The un-tabulated results show that
F-statistics for our first stage regressions are higher than the cutoff points suggested
by Staiger and Stock (1997). Secondly, we also check the t-statistics for each of our
instrumental variables. Similarly, the un-tabulated results show that the t-statistics
for each instrumental variable are higher than the cutoff point suggested by Adkins
and Hill (2008). Thus, we conclude that our IVs are valid, reliable, and sufficiently
strong to mitigate the endogeneity bias in our 2SLS regressions.

In previous sections, we used different methods to address endogeneity issues,
however, the impact of board diversity on comparability can still be subject to some

5 IndMeanRD, IndMeanTD, and IndMeanBD are the industry mean of relation diversity, task diversity,
and overall board diversity, respectively.
6 Also see Lin et al. (2013), An et al. (2016), Jiang and Yuan (2018), and Chen (2015).

7 We do not report the results of the first stage regressions due to brevity.
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unobserved firms’ characteristics. To address this issue, we compare firms with
higher board diversity® (treatment firms) to a sample of control firms with lower
board diversity (control firms) matched on the propensity for a firm to hire directors
with diverse backgrounds. The core benefit of using control sample matched on pro-
pensity scores is that it allows us to attribute any unobserved effects more clearly to
the hiring of directors with diverse backgrounds itself, rather than to the firm char-
acteristics associated with the hiring of directors with diverse backgrounds (Bowen
et al., 2010). We re-estimate the models [7] and [8] using treatment and matched
control samples and report the results in Panel E and F of Table 10. The results posit
that the coefficients on all the board diversity indexes and interaction terms (i.e.,
RD*InsOwn, TD*InsOwn, and BD*InsOwn) are significantly positive, suggesting
that board diversity enhances comparability, and InsOwn positively moderate the
diversity-comparability nexus.

In the previous section, we document substantial evidence that comparability
is high for firms with higher diversity on board. Therefore, an essential concern is
that firms with greater comparability in their earlier periods may be likely to attract
board members with a diverse background relative to firms with lower compara-
bility. Consequently, if it is true, the causality may spread from the opposite side.
To address this issue, reverse causality concerns do not influence our findings; we
use change analysis following previous studies (Aggarwal et al., 2011; Jebran et al.,
2020). This technique also caters the impact of time-invariant unobservable firm
characteristics.

Panel G and H of Table 10 show the findings of change estimation. The explained
variables (AFSC4, AFSC10,andAFSCInd) are calculated as the change from pre-
vious period, i.e., time # — 1. Our primary test variables (ARD, ATD, and ABD, A
RD*InsOwn, ATD*InsOwn, and ABD*InsOwn) and control variables are also com-
puted as the change from time ¢ — 1 to 7. Consistent with our expectations, the find-
ings show positive and statistically significant coefficients on ARD, ATD, ABD, A
RD*InsOwn, ATD*InsOwn, and ABD*InsOwn, which support our hypotheses.

7 Additional analyses
7.1 State and non-state-owned firms

SOEs have an important role in a country’s economic growth and development. In
emerging economies, i.e., China, SOEs offer a higher probability of agency concerns
due to their close contact with the state. SOEs have various objectives, systems of
governance, and reporting procedures (Allen et al., 2012). They are dominating in
industries that directly affect people’s livelihoods, such as water utilities, postal ser-
vice, and electricity generating and distribution. As a result, their performance crite-
ria are more social than economic (Faccio, 2006). Thus, SOEs in China face agency

8 We change our board diversity indexes to dummy variables and define higher (lower) board diversity
on the board. RD_dummy is the indicator variable equaling one if the board has higher relation diver-
sity, otherwise zero. We repeat the same process for task diversity (TD_dummy) and overall board diver-
sity (BD_dummy).
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conflicts between management and shareholders (both minority and majority share-
holders) (Ali et al., 2020; Jensen & Meckling, 1976). Further, Chen et al. (2010)
argue that SOEs, as compared to NSOEs, are less riskier because they get support
from the state during their financial distress. Shen and Lin (2009) also posit that
government ownership and informal networks are the potential governance tools in
China. Such variations also highlight that the financial reporting of SOEs is different
from NSOEs. Consequently, we argue that board diversity in SOE:s is less likely to
enhance comparability than those in NSOEs.

We construct new interaction variables, i.e., RD*SOEs, TD*SOEs, and
BD*SOEs, and find their impact on comparability. We report the results in Table 11,
which highlights significant differences in the results of SOEs and Non-SOEs. Spe-
cifically, we find that board diversity has no significant impact on comparability in
SOEs because the main aim of the SOEs is to fulfill the socio-political goals of the
firms rather than increasing comparability.

7.2 Board diversity and financial statement comparability: crisis vs non-crisis
periods

Furthermore, we investigate the association between board diversity and compara-
bility in the global financial crisis. The 2008 global financial crisis has seriously
impacted the Chinese economy and industries. Financial crisis plays a major part
in the reshaping of the business world. The crisis significantly shocked investor
confidence globally and raised serious concerns about the quality of the reporting.
Chinese firms also face the same issues regarding reporting quality during crisis
periods. However, most Chinese firms are under the control of the state, and the
state work as an insurer for these firms; thus, we may predict no effect of board
diversity on the comparability in crisis periods. Keeping in view the concerns
about the quality of reporting in Chinese firms, we examine whether and how board
diversity influences comparability during the global financial crisis. We divide our
sample into two sub-periods for this reason, the crisis period (2008-2010) and the
non-crisis periods (2005-2007 and 2011-2020).” We report the results in Table 12.
Our findings indicate that board diversity during the recission periods does not sub-
stantially affect comparability. However, RD, TD, BD, and interaction terms (i.e.,
RD*InsOwn, TD*InsOwn, and BD*InsOwn) improve comparability in the non-
financial crisis periods.

8 Conclusion

The study investigates the effect of board diversity on financial statement compa-
rability in China settings. We divide board diversity characteristics into three cat-
egories: relation-oriented diversity (i.e., gender and age), task-oriented diversity

 We also find the impact of board diversity for Covid-19 (2020). The un-tabulated results show that
board diversity has no effect on comparability during Covid-19.
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(i.e., experience, education, and tenure), and overall board diversity (sum of task
and relation diversity). We find a positive relationship between board diversity and
financial statements comparability. The magnitude is significant, both statistically
and economically. These findings suggest that greater board diversity improves the
monitoring of managerial resources, reduces agency conflict, and result in higher
comparability. The findings also exhibit collective knowledge, increase cognitive
abilities, improve board functionality, improve the monitoring of managerial activi-
ties and lead to higher comparability. We also document that institutional owner-
ship positively affects the relationship between board diversity and comparability.
The monitoring effect of institutional investors boosts the effect of board diver-
sity on comparability. The results reveal that diversity reduces incentives for an
opaque information environment, enhances monitoring of managerial activities, and
increases transparency resulting in higher comparability.

The findings remain robust after controlling for potential endogeneity. Furthermore,
our additional analysis reveals that the effect is more pronounced in NSOEs than
SOEs. We further document that the effect of board diversity and comparability is sig-
nificant only for non-crisis periods only. Furthermore, the effect of institutional owner-
ship on board diversity and comparability is also significant only for non-crisis period.

Our results offer several implications. First, related to corporate governance lit-
erature, this study provides valuable insight that board diversity is one of the impor-
tant attributes of corporate board, which has been ignored in the extant literature.
While many researchers (Ain et al., 2020; Arena et al., 2015; Kyaw et al., 2015) have
considered a single facet (mostly, gender) of the board diversity and overlooked its
multi-facet nature. We take into account various diversity attributes such as gender,
age, education, experience, and tenure and group them in relation and task-oriented
categories. Considering these important attributes of boardroom diversity, we report
how a diverse board increases comparability. The regulators and policymakers may
consider board diversity an important determinant affecting comparability. Second,
our results help shareholders, both current and potential, by providing insights from
the board’s composition. The shareholders may consider various attributes of board
diversity important for superior firm performance. This study exploits Chinese insti-
tutional environment, which is unique and a transition economy. The emerging-
market settings and unique business/cultural environment impose limitations on the
generalizability of the study. However, these limitations also provide an opportunity
to study the relationship in the developed economic environment.

Appendix 1: Variable definitions

Variable Definition

Panel A: Financial statement comparability variables

FSC4 Is the mean of the four highest comparability scores of firm “i” in
period “t” in the same industry

FSC10 Is the mean of the comparability scores of the top 10 firm within the
industry
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Variable

Definition

FSCInd

Panel B: Board diversity variables

Gender
Age

Experience

Tenure

RD
TD
BD

InsOwn

Panel C: Control variables

Size
MB
OCF
Growth

AQ

Lev
ROA
FAge
BSIZE

BIND

Dual

ACEXP
ACGD

Panel D: Other variables
SOEs

Is the median of all of the comparability scores of firm “i” in the
industry for period “t”

Index of diversity for gender with two categories: males and females

Index of diversity for age with five types: 40 and younger, 4049,
50-59, 60-69, 70 years and older

Index of diversity for directors expertise with five groups: financial,
consulting, legal, management, and other expertise (i.e. research,
technology, medical, etc.)

Index of diversity for director tenure, measured by the number of
terms served on the board. On average, a director serves a term
of 3 years. This variable contains six categories: 1 (i.e., 3 years or
less), 2, 3,4, 5, and more than 5 (i.e., more than 15 years) terms

The sum of gender and age diversities
The sum of experience, education and tenure diversities
The sum of both relation and task diversities

Number of shares owned by the institutional shareholders

Natural log of the firm’s total assets
Market value of equity divided by book value of equity
Operating cash flow scaled by total assets

Equals to sales in current year minus sales in previous year divided
by sales in previous year

Absolute value of discretionary accruals calculated using the Jones
(1991) model, as modified by Kothari et al. (2005)

Total liability divided by total assets
Net income scaled by total assets
The natural logarithm of the number of years since the listing date

The indicator variable equal to one if the board size (the number of
board members) is smaller than the median of board size of the
sample firms in the year t

The indicator variable equals to one if the proportion of independent
directors who serve on the board is lower than the median of the
independent directors of the sample firms in the year t

Equals to 1 if the CEOs also serve as chairman of the board, and 0
otherwise

The proportion of audit committee financial expertise directors

Audit committee gender diversity, refers to the gender diversity in
the audit committee measured through the Blau index

Equals to 1 if the firm is owned by the state, and 0 otherwise
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