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Abstract

Introduction: Today, the role of women managers in the board and
key decisions of companies is increasing. One of these key decisions
is labor decisions. Accordingly, this paper investigates the effect of
board gender diversity on firm labor investment efficiency with the
considering role of internal and external monitoring.

Methods: The methodology of this study is a quantitative and ex-
post and labor investment efficiency was measured using the
Pinnuck and Lillis model. The sample of this research is related to
122 companies on Tehran Stock Exchange from 2008 to 2020. Also,
multivariate linear regression analysis and the Paternoster’s test
were used to test the research hypotheses.

Findings: The results of research regression analysis showed that
there is a positive and significant relationship between board gender
diversity and firms’ labor investment efficiency. Also, the evidence
showed that the relationship between board gender diversity and the
amount of over- or under-investment in labor is negative and
significant. In addition, evidence shows that when firms have weak
internal and external monitoring a stronger positive relationship
between board gender diversity and labor investment efficiency
exists. Based on the evidence obtained from the research, it is
suggested to the shareholders of companies that in the choice of
board members, the presence of Women and their choice as
members of the board should be given special attention. Also, the
Tehran Stock Exchange and Securities Organization, the institutions
in charge of employment in Iran and other relevant institutions are
suggested to interact with each other to improve the efficiency of
investment in companies to enact laws that the company Have a legal
obligation to elect female board members.
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Extended Abstract
Introduction

With the increasing participation of
female directors in the board in recent
years (1), the role of board gender
diversity on finance outcomes and
policies has attracted substantial
attention in corporate finance and
accounting research. Empirical evidence
have shown that the representation of
female directors has profound impact on
firm financial performance (2, 3), stock
price informativeness (4), specific
corporate policies (5, 6, 7), risk-taking
activities (8, 9), corporate governance
quality (10, 11), and information
asymmetry (12). In fact, the growing
literature on gender study highlights the
role of female executives on corporate
policies and financial outcomes.
However, in Iran, no previous study has
examined whether board gender
diversity improves labour investment
efficiency in firms.

Most studies on corporate gender
diversity, including those mentioned
above, emphasize the role of female
executives in disciplining managerial
opportunisms and strengthening
corporate governance through their
monitoring. Therefore, this paper
investigates the effect of board gender
diversity on firm labor investment
efficiency with the considering role of
internal and external monitoring. [ posit
that board gender diversity may affect
firm labor investment by mitigating
agency conflicts and improving
monitoring by shareholders. Market
frictions and agency issues stemmed
from information asymmetry can lead to
suboptimal labor investment decisions
in the form of both over- and
underinvestment. The agency theory
states that, under market imperfection
with information asymmetry and poor
governance, managers are motivated to
act in their own interests at the cost of
shareholders (24). Prior studies

document that managers engage in
empire building when governance is
weak (25). In the context of labor
investment, managers may overinvest
and hire more employees than needed to
implement non-value-maximizing
projects. In contrast, agency issues may
also lead to inefficiencies in the form of
labor underinvestment.

Methods

The methodology of this study is a
quantitative and ex-post. The sample of
this research is related to 122 companies
on Tehran Stock Exchange from 2008 to
2020. Also, based on the theoretical
literature and the conducted studies,
research hypotheses were developed as
follows:

First hypothesis: The board gender
diversity has positive and significant
effects on the labor investment
efficiency.

Second hypothesis: In the context of
weaker external monitoring, the effects
of board gender diversity on the labor
investment efficiency are stronger.
Third hypothesis: In the context of
weaker internal monitoring, the effects
of board gender diversity on the labor
investment efficiency are stronger.

My measure of board gender diversity
(Gender) is similar to previous studies, it
is measured through a dummy variable if
there are female managers on the board
(13); Thus, if female executives are on
the board, this variable takes the number
one, otherwise, the number zero. Also,
my proxies for labor investment
efficiency is constructed based on the
method of Pinnuck and Lillis model (28).
The model takes the following form:
Net-Hiring = o + PiSales_Growthit +
B2Sales_Growthit1 + B3ROAit + B4AROA
+ BsAROAit+1 + BsReturnir + B7Sizeit1 +
BsQuickit-1 + BoAQuickit + B10AQuickit1 +
BiiLevit1 + le(zlskLOSS_Bil’li,t-lk +
Industry Dummies + €t (1)

Where Net Hiring -denoting a firm's
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net hiring- measures labor investments
and is calculated as the percentage
change in the number of employees. To
estimate expected labor investment, the
model includes a series of firm-specific
characteristics, including sales growth
(Sales_Growth); return on assets (ROA);
annual stock return (Return); firm size
(Size); quick ratio (Quick); leverage ratio
(Lev); loss interval indicators (Loss_Bin);
and industry dummies.

To investigate whether board gender
diversity improves labor investment
efficiency (first hypothesis), I estimate
the following regression:
|Ab_Net_Hiring|ic = ao + PiGenderit1 +
B2MTBVit-1 + [sSizei-1 + Palevie:1 +
BsQuickit-1 + BeDiv_Payerit-1 +
B7Tangibleit-1 + BsLossit-1 + B9CFO_Volit-1
+ B1oSales_Volit-1 + B1110it-1 + B12HHIit-1 +
B13AQit-1  + PusNet_Hiring Volit:1 +
BisLabour_Intensityit-1 + Eit
(2)

Where |Ab_Net_Hiring| and Gender are
labor investment efficiency and board
gender diversity measures, as defined
above. Motivated by prior literature (23,
33, 34, 35, 36), I include a number of
firm- and industry-level controls in my
model and define them in the paper. In
addition, to testing of the second and
third hypothesis, I have used the
subgroup method and the Paternoster’s
test.

Findings

I present the descriptive statistics of
variables in the paper. According to the
descriptive statistics of the paper, the
mean (median) variable of investment
inefficiency in the labour force indicates
the values of 0.141 (0.068). Evidence of
this variable in our country compared to
research conducted abroad indicates a
greater inefficiency of investment in
labour; For example, Taylor et al.
reported the mean (median) of this
variable as 0.129 (0.074) and Jung et al.
reported the numbers as 0.127 (0.070)

(21, 39). Moreover, the results of
research regression analysis showed
that there is a positive and significant
relationship between board gender
diversity and firms’ labour investment
efficiency. Also, the evidence showed
that the relationship between board
gender diversity and over- or under-
investment in labour is negative and
significant. In addition, evidence shows
that when firms have weak internal and
external monitoring a stronger positive
relationship between board gender
diversity and labour investment
efficiency exists.

Discussion

As mentioned before, prior studies on
executive gender find that female
executives significantly affect corporate
policies and finance outcomes (5, 9). In
this paper, I provide evidence that the
representation of female directors is also
associated with one important factor in
production, that is, labour investment.
Specifically, I show that higher board
gender diversity (i.e., high presence of
female directors in the board) leads to
less deviation in net hiring and higher
labour investment efficiency of a firm.
Specifically, female directors help
improve firm efficiency in labour
investment through mitigating both
over- and under-investment issues in
labour.

Conclusion

Based on the evidence obtained from
the research, it is suggested to the
shareholders of companies, especially
companies that do not meet the criteria
of internal and external monitoring, that
in the choice of board members, the
presence of Women and their choice as
members of the board should be given
special attention. Also, the Tehran Stock
Exchange and Securities Organization,
the institutions in charge of employment
in Iran and other relevant institutions
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are suggested to interact with each other
to improve the efficiency of investment
in companies to enact laws that the
company Have a legal obligation to elect
female board members.
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