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GENDER-DIVERSE BOARDS
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Do female directors keep confidential information?
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tion, Dharmendra Naidu and

Kumari Ranjeeni find results
suggesting that “firms with gen-
der-diverse boards, which initially
experience higher adverse selec-
tion in a competitive environment,
are rewarded with a net gain of
about 10 per cent of their stock
price in three years”.

Their research specifically show
that compared with firms with an
all-male board, firms with gender
diverse board experience higher
adverse selection costs in the short
term when they face high product
market competition.

The authors attribute the results
to gender diverse boards redact-
ing proprietary information when
their firm faces high competition.

However, in the long run they
find that firms with gender diverse
boards earn higher buy and hold
abnormal stock returns.

In a recent research publica-
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The full paper is available for free
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023-05553-3
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Our research inspiration

Ms Ranjeeni has been working
in the area of board gender diver-
sity since her Honours studies at
Monash University where she was
awarded the highest achieving stu-
dent in Accounting Honours pro-
gram (GPA 4.0/4.0) in 2015. After
her PhD, she joined The University
of the South Pacific but returned
to Melbourne as COVID-19 started,
when she collaborated with Mr
Naidu on this research.

As a female, she was motivated to
do this research because she has
been experiencing stereotypes or
incorrect perceptions from others.

Many times, she found that others
were wrongly perceiving her either
because they did not have complete
information about her or because
she ethically withheld proprietary
information for confidentiality rea-
sons.

Given her accounting and finance
background, she was interested in

learning whether female directors
experience adverse perceptions
from investors in capital markets.

Mr Naidu believes that many peo-
ple tend to make judgement of oth-
ers without understanding the con-
text and history.

Hence, he was particularly inter-
ested in learning a potential reason
why wrong perceptions may occur.

Given his background in account-
ing and interests in corporate gov-
ernance, he was interested in find-
ing what actions female directors
take that leads to wrong percep-
tions by investors.

Interestingly, they find that fe-
male directors are doing something
right (by keeping proprietary in-
formation confidential) and yet are
adversely perceived because out-
siders (that is investors) lack infor-
mation to understand them better.

The following is an extract from
their study:

“An important fiduciary duty of
the board, which is related to loy-
alty, is the confidentiality of infor-
mation (Kenton, 2023).

“We argue that corporate boards
can benefit from female directors
when proprietary costs are high be-
cause their personality traits are dif-
ferent from those of male directors.

“More specifically women are
more ethical (Arlow, 1991; Desh-
pande, 1997) and risk-averse (Riley
Jrand Chow 1992; Sunden & Surette,
1998) than men. Thus, we argue
based on the theory of groupthink
(Janis, 1972) that gender-diverse
boards limit groupthink in the de-
cision-making processes of corpo-
rate boards (Kamalnath, 2017).

“We predict that gender-diverse
boards ethically and carefully re-
dact or reduce the disclosure of
proprietary information when
proprietary costs are high in the
following ways: (1) they ethically
use CT orders to redact proprietary
information that must be disclosed
and (2) voluntarily disclose lower
levels of proprietary information
than all-male boards.

“In the short term, this would re-
sult in higher adverse selection for
firms with gender-diverse boards.
Nevertheless, adverse selection
problems will presumably be re-
solved in the longer run when non-
disclosures report superior perfor-

Female directors contribute to ethical corporate disclosures or gender diverse boards are an antecedent for the ethical redaction of proprietary information.

mance as a result of their enhanced
competitive advantage.” (Naidu
and Ranjeeni, 2023)

Our Research Implications

They say that their findings sup-
port regulators in some countries
that have and are considering man-
dating board gender quotas.

This is because although some
firms and investors may not see the
benefits of female directors in the
short term, over the long term fe-
male directors contribute to firms
and shareholder wealth.

Also, female directors contribute
to ethical corporate disclosures or
gender diverse boards are an ante-
cedent for the ethical redaction of
proprietary information.

Their findings also inform compa-
nies and shareholders that gender
diverse boards create competitive
advantage or preserve competitive
edge by prioritising product mar-
ket concerns over short-term capi-
tal market incentives.

Hence, “reducing board gender
diversity will be counterproductive
for firms in highly competitive set-
tings” (Naidu and Ranjeeni, 2023).

Their results also inform regu-
lators and firms on how gender-
diverse boards can minimise the
concern that firms may redact in-
formation to hide bad news.

Gender-diverse boards can ethi-
cally and carefully redact propri-
etary information.

Our Research Conclusion

In sum, Mr Naidu’s and MsRan-
jeeni’s research concludes as fol-
lows:

“The inferences that we draw from
our analyses largely suggest that
gender-diverse boards strategically
prioritize product market concerns
over short-term capital market in-
centives when proprietary costs
are high.

“Collectively, our findings suggest
that gender-diverse boards ethical-
ly and carefully maintain the con-
fidentiality of proprietary informa-
tion for proprietary cost reasons as
opposed to opportunistic reasons.

“As such, firms experience short-
term adverse selection costs in the
capital markets.

“Nevertheless, firms benefit in
the long run through shareholder
wealth maximisation, as board

gender diversity helps create and
maintain competitive advantage.

“Our research, therefore, advo-
cates the importance of board
gender diversity in creating com-
petitive advantage by prioritis-
ing product market concerns over
short-term capital market incen-
tives.

“This suggests that any reduc-
tion in board gender diversity will
be counterproductive for firms in
highly competitive settings.”
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