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Abstract 
 

This study analyzes how board gender diversity mediates the link between Environmental, Social, and Governance Disclosure (ESGD) 

and financial performance. We examined 540 observations from 135 Saudi non-financial listed firms. ESGD is monitored across 

environmental, governance, and social pillars, while financial success is measured by ROA and ROE. Structural equation modeling as-

sessed mediation after direct and mediating effect models in panel data analysis. Higher ESGD disclosure lowers company performance 

by lowering ROA and ROE. Board gender diversity improves financial performance, but not significantly. Financial performance is greater 

for larger enterprises, although leverage lowers ROA but not ROE. Audit committee expertise and CSR sustainability committee ratings 

also lower financial performance. However, board gender diversity may mediate whether ESGD disclosure openness improves long-term 

financial success. Policymakers, investors, and board members may learn about board success in sustainable company initiatives. For ESG 

and financial balance, firms should have gender-diverse leadership. This study examines board gender diversity as a mediator of the ESGD-

performance link, filling a vacuum in corporate governance and sustainability literature. This emphasizes gender diversity in business 

sustainability. 
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1. Introduction 

Corporate disclosures have historically focused on financial performance, although ESG reporting has gained in importance. This tendency 

is supported by increased institutional and global transparency about social and environmental impacts. The demand for sustainable busi-

ness strategies has enhanced the importance of non-financial disclosures. Over the last two decades, there has been an increasing demand 

for sustainability in business operations, particularly among publicly traded enterprises.  

CSR has progressed from individual involvement to a collaborative response to global concerns such as social inequality and climate 

change. ESG issues must be addressed by executives, politicians, investors, and researchers. Environmental responsibility (climate action 

and emissions management), social issues (employee welfare, diversity, ethical practices, and supply chain accountability), and governance 

are all addressed in ESG reporting.  

Companies are reporting more ESG since it reduces capital expenses and improves financial performance. Financial institutions and asset 

owners expect extensive ESG disclosures from firms. Strong ESG disclosures boost equity capital, demonstrating how environmental 

openness benefits enterprises (Cao et al., 2023; Aladwey & Alsudays, 2023; Matar & Saeed, 2022). However, uniform reporting and 

selective disclosures diminish comparability and reliability (Aladwey & Alsudays, 2023; Park et al., 2021). 

Several variables contribute to discrepancies. Standardised ESG reporting precludes comparisons, making business sustainability ratings 

less accurate. Some firms use ESG reports to conceal their true behaviour, undermining trust and transparency. Stakeholders struggle to 

determine data availability and consistency. Selective ESG disclosure lowers reliability and widens reporting gaps (Aladwey & Alsudays, 

2023; Li & Zhang, 2022). Academics continue to investigate internal and external ESG disclosure factors. Internal governance and mana-

gerial objectives influence disclosure practices just as much as external regulation and stakeholder pressure (Aladwey & Diab, 2023; 

Alsudays, 2023; Ramcharran et al., 2022). 

Gender diversity on boards varies. Some studies imply that female board representation increases ESG transparency and corporate respon-

sibility, while others say it is dependent on company culture and governance. Gender diversity, particularly ESG and sustainability, has 

dominated corporate governance discourse. Female directors are occasionally associated with increased corporate disclosure, but increasing 

gender representation without removing structural impediments to meaningful participation is unlikely (Bear et al., 2022; Perez, 2021; 

Hillman, 2023). 

Women on boards are considered positive governance indicators in Europe and the United States. The discussion asks for additional ESG 

disclosure and boardroom diversity research. Saudi Arabia significantly supports such research. Vision 2030 promoted gender equality in 

leadership and sustainability. Despite the unknown impact of gender diversity on ESG disclosure, female board representation has increased 

(Aladwey and Alsudays, 2023; Yasser and Iqbal, 2021; Matar and Saeed, 2022). Cultural and legislative changes influence how women 
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make environmental project business decisions. Gender diversity on Saudi boards has the potential to impact worldwide company sustain-

ability, governance, and culture. Board gender diversity is favourably connected to ESG disclosures. Companies' sustainability reporting 

became more transparent as more women joined boards. This demonstrates how gender diversity promotes corporate responsibility and 

ESG (Aladwey & Alsudays, 2023; Alsaadi & Ahmed, 2022; Gupta & Arora, 2023; Matar & Saeed, 2022) 

This study broadens non-financial disclosure studies by assessing board gender diversity and ESG reporting. Corporate governance con-

siderations such as independence, scale, and leadership duality have received greater attention than female directors' ESG disclosure im-

pact. Data from a rising market indicate that social and environmental sustainability is receiving global attention (Hassan et al., 2022; Wang 

et al., 2022; Matar & Saeed, 2022). The majority of ESG research is conducted in industrialised nations such as the United States, the 

United Kingdom, and Canada. Western results may not apply to Saudi Arabia due to economic, political, and regulatory variations between 

established and emerging markets. This study looks at Saudi ESG disclosure policies and how governance changes impact corporate sus-

tainability programs (Tayeb et al., 2021; Aladwey & Alsudays, 2023). 

Finally, Bloomberg and Refinitiv are examples of modern ESG grading techniques that use public data to assess transparency. Evaluation 

standards influence ESG ratings, reducing their reliability. These challenges inspired this study to develop a bespoke ESG disclosure index 

based on global and Saudi laws. This method improves the accuracy and application of ESG evaluations in business sustainability assess-

ments (Aladwey & Alsudays, 2023; Alsaadi & Ahmed, 2022; Matar & Saeed, 2022). 

2. Institutional Background in Saudi Arabia 

Saudi Arabia has one of the most prosperous economies in the Middle East, relying heavily on oil and gas. Since its inception, the Kingdom 

has been a significant energy player and OPEC member. Oil has increased GDP, government revenues, and exports. However, global oil 

price volatility and a growing emphasis on renewable energy and sustainability have compelled Saudi Arabia to diversify its economy 

(Aladwey and Alsudays, 2023; Khan et al., 2021). The 2016 development plan, Vision 2030, launched this economic revolution. Vision 

2030 aims to expand the Kingdom's economy beyond oil by promoting tourism, finance, renewable energy, and manufacturing (Matar and 

Saeed, 2022; Al-Ghamdi & Al-Juhani, 2022). Saudi Arabia's culture values hierarchical enterprises, low female representation, and share-

holder-centric governance. ESG reporting has declined as firms focus on financial and non-financial disclosures (Chambers & Partners, 

2024; Aladwey & Diab, 2023). However, Vision 2030 prioritises inclusivity, sustainability, and openness, resulting in new ESG disclosure 

concerns and opportunities in gender diversity, stakeholder involvement, and CSR activities (Aladwey & Alsudays, 2023; Al-Ghamdi & 

Al-Juhani, 2022). 

Saudi Arabia's regulatory measures have codified ESG reporting and tied business operations to global sustainability norms. The Saudi 

Stock Exchange's (Tadawul) ESG Disclosure Guidelines are a significant legislative milestone that requires firms to declare their ESG 

performance. Listed companies must disclose ESG data to ensure corporate reporting uniformity, comparability, and transparency (Saudi 

Exchange). The Saudi Capital Market Authority's (CMA) Corporate Governance Regulations require sustainability risk disclosure, gov-

ernance frameworks, and board diversity. To build investor trust, companies must provide the CMA with comprehensive ESG disclosures 

that accurately reflect their sustainability plan (Aladwey & Diab, 2023). ESG disclosures are overseen by the Saudi Central Bank (SAMA) 

in accordance with ESG Risk Management guidelines. These standards require financial institutions to report on climate risk, corporate 

governance, and ethical investing. Finally, Saudi Arabia's ESG disclosure regulations have evolved in response to political and cultural 

changes. Vision 2030 supports economic diversification and sustainability; yet, the CMA Corporate Governance Regulations, Tadawul 

ESG Guidelines, and SAMA ESG Risk Management Guidelines all have an impact on business ESG disclosure. Saudi corporate govern-

ance is evolving as a result of institutional ownership and regulatory restrictions that encourage gender diversity and sustainability. 

3. Theoretical Framework and Hypotheses Development 

Freeman's 1984 stakeholder theory provides a detailed understanding of organizational management and business ethics. According to the 

theory, stakeholders should consider morality when making organizational decisions. This is critical for investigating ESGD aspects used 

in investment decisions (Donaldson and Preston, 1995; Freudenreich et al., 2020). Donaldson and Preston (1995) divide this theory into 

three perspectives: normative, instrumental, and descriptive. While stakeholders may have an impact on company value, the normative 

approach views them as goals in themselves, emphasizing their inherent value and rights. However, the instrumental approach suggests 

that stakeholders may assist a company in achieving its objectives and that stakeholder management can improve strategic and financial 

outcomes. The descriptive technique understands that ESGD has a demonstrable impact on corporate operations and financial performance. 

According to stakeholders, businesses that avoid ESGD risks and focus on possibilities perform better financially. 

Agency theory, which investigates principal-agent connections (Fama & Jensen, 1983; Jensen & Meckling, 1976), provides insight into 

how board gender diversity influences business financial performance. BGD may assist the board in effectively controlling management, 

lowering agency costs, and improving firm performance (Bathala & Rao, 1995; Hillman & Dalziel, 2003). ESGD influences FP and is 

described by stakeholder theory. To argue that BGD mediates the relationship between ESGD and FP, this study employs stakeholder and 

agency theory. This study examines ESGD transparency, board gender diversity, and business performance using the arguments. When 

these interactions are combined into a more comprehensive model, BGD may operate as a mediator between ESGD disclosure and business 

performance. This study is noteworthy since it incorporates empirical research and the development of mediation models. 

3.1. ESGD disclosure and firm performance 

Studies have yielded mixed results regarding the correlation between Environmental, Social, and Governance Disclosure (ESGD) and firm 

performance (FP). Qiu et al. (2016) saw no significant effect; however, Yoon et al. (2018) propose that ESGD may elevate expenses, hence 

undermining a firm's competitive edge. Conversely, value-enhancing theory posits that ESGD enhances company performance, competi-

tiveness, and shareholder value (Bernardi & Stark, 2018; Li et al., 2018). According to Yoon and Li (2018), ESGD has the potential to 

enhance operational efficiency and capital market performance. Stakeholder theory suggests that effective ESGD practices may fulfil the 

needs of investors, employees, consumers, and regulators, hence enhancing corporate success (Tantalo & Priem, 2016). Effective govern-

ance and ESGD practices enable organisations to fulfil stakeholder expectations and enhance performance (Aboud & Diab, 2018). Stake-

holder theory endorses the favourable correlation between ESGD and corporate success (Aboud & Diab, 2018; Yoon et al., 2018); however, 

certain studies suggest neutral or adverse consequences attributable to costs (Qiu et al., 2016). 
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Research indicates both positive and negative relationships between ESGD and financial performance. Enhanced reputation, stakeholder 

contentment, and sustained financial performance are frequently referenced. Additional studies indicate that ESGD may elevate operational 

expenses, particularly in smaller businesses or sectors with constrained resources (Qiu et al., 2016; Yoon et al., 2018). Management may 

promote ESGD for personal reputation rather than long-term shareholder gain, hence impacting profitability, as per agency theory. ESGD 

and FP in Saudi Arabia may vary due to cultural, legislative, and commercial influences. The economy of Arabia is influenced by state-

owned enterprises and the oil sector, in contrast to Western markets, where investor expectations and regulatory mechanisms govern ESGD. 

Saudi Vision 2030 promotes sustainability; nonetheless, the adoption of ESGD is inferior to that in Western economies, potentially im-

pacting outcomes. 

This study posits that effective ESGD practices confer a competitive advantage, enhance reputation, and augment corporate success, 

grounded in stakeholder and agency theories. Owing to its distinctive market attributes, ESGD may influence business success in Saudi 

Arabia differently than in Western markets. The hypothesis posits that organisations practicing ESGD exhibit superior business success, 

competitive advantages, and enhanced reputation. Owing to cultural, regulatory, and commercial disparities, ESGD may influence corpo-

rate performance in Saudi Arabia distinctively compared to Western economies. 

H1: There is a significant positive relationship between ESGD disclosure and firm performance 

3.2. ESGD Disclosure and board gender diversity 

The association between ESGD and corporate performance is ambiguous. According to Yoon et al. (2018), ESGD may elevate expenses, 

hence diminishing a firm's competitive edge. Qiu et al. (2016) noted no substantial effect. Conversely, value-enhancing theory posits that 

ESGD enhances corporate performance, competitiveness, and shareholder value (Bernardi & Stark, 2018; Li et al., 2018). According to 

Yoon and Li (2018), ESGD has the potential to enhance operational efficiency and capital market performance. Stakeholder theory posits 

that effective ESGD practices fulfil the expectations of investors, employees, consumers, and regulators, hence enhancing organizational 

performance (Tantalo & Priem, 2016). ESGD and effective governance assist organizations in fulfilling stakeholder expectations and en-

hancing performance (Aboud & Diab, 2018). Stakeholder theory associates ESGD with company success (Aboud & Diab, 2018; Yoon et 

al., 2018); however, several studies indicate that costs may yield neutral or adverse effects (Qiu et al., 2016). 

Agency theory elucidates the impact of ESGD on business performance by analysing principals (shareholders) and agents (managers). 

Agency theory posits that managers may prioritize ESGD for reputational enhancement or stakeholder contentment rather than shareholder 

advantage. The implementation of ESGD may be motivated by corporate social responsibility rather than by long-term profitability (Jensen 

& Meckling, 1976). Agency theory elucidates the potential tension between managers pursuing non-financial objectives through ESGD 

and shareholder value. 

Stakeholder theory emphasizes a firm's obligations to employees, customers, suppliers, and the community, in contrast to shareholder 

theory. By satisfying various stakeholders, firms can enhance their reputation, foster stakeholder loyalty, and achieve long-term success 

(Freeman, 1984). Stakeholder theory posits that ESGD transparency enables organizations to generate value for all stakeholders, rather 

than solely for shareholders. ESGD can enhance stakeholder engagement, corporate reputation, employee productivity, and overall perfor-

mance (Tantalo & Priem, 2016). 

Research indicates both favorable and unfavorable relationships between ESGD and FP. Numerous individuals cite enhanced reputation, 

stakeholder contentment, and sustained financial performance. Additional research suggests that ESGD may elevate operating expenses, 

particularly in smaller enterprises or sectors with constrained resources (Qiu et al., 2016; Yoon, 2018). Agency theory posits that manage-

ment may prioritize ESGD for personal prestige at the expense of long-term shareholder value, hence jeopardizing profitability. The Saudi 

ESGD and FP may vary owing to cultural, regulatory, and commercial factors. In Saudi Arabia, state-owned firms and the oil sector propel 

ESGD, in contrast to investor expectations and legal frameworks prevalent in Western economies. Saudi Vision 2030 advocates for sus-

tainability; yet the adoption of ESGD is inferior to that in Western economies, thereby hindering success. This study posits that robust 

ESGD practices enhance business performance, reputation, and competitiveness, grounded in stakeholder theory and agency theory. Due 

to its unique market characteristics, ESGD may influence company performance in Saudi Arabia differently than in Western markets. 

Consequently, the hypothesis: 

Hypothesis 2. There is a significant positive relationship between ESGD disclosure and board gender diversity 

3.3. BGD and firm performance 

Several studies have demonstrated that gender diversity promotes organisational performance. Duppati et al. (2020) discovered that gender-

diverse boards benefit Indian and Singaporean companies. Before the 2008 financial crisis, Agyemang-Mintah and Schadewitz (2017) 

found a link between female board members and UK banking sector performance. Women on boards had a positive impact throughout the 

crisis, particularly in finance. Ullah et al. (2019) discovered that gender diversity increases corporate governance and business success in 

Pakistan by boosting client communication and board effectiveness. Sori (2012) discovered that gender-diverse boards, particularly those 

with two or more female directors, performed better financially and made sound decisions. Tleubayev et al. (2019) discovered that three 

or more female directors improve firm performance.  

Morenogómez et al. (2018) proposed that having more women in leadership positions boosts organisational success by boosting decision-

making and performance. Not all evidence is positive. Some studies show that gender diversity has little or no impact on financial success, 

depending on industry, board structure, and business size. Gender diversity on boards may reduce agency costs by improving oversight 

and decision-making, according to agency theory. According to agent theory, managers may act in their own best interests rather than those 

of their shareholders. Diverse perspectives on boards may reduce managerial misalignment and encourage more responsible governance, 

resulting in improved business performance. However, stakeholder theory emphasises that companies should satisfy all stakeholders, not 

just shareholders. Employees, clients, vendors, and communities. Gender diversity on boards advances stakeholder theory by boosting 

representation and allowing for more informed decision-making.  

Companies that prioritise different stakeholder groups have better relationships, reputations, and long-term success. Stakeholder theory 

highlights that effective governance, including gender diversity, aids organisational success by satisfying stakeholder needs. Gender diver-

sity in Saudi Arabia may be influenced by cultural, legal, and economic factors. Saudi Arabia's Vision 2030 encourages gender equality; 

however, gender-diverse boards may take longer to implement than in Western markets, impacting the relationship between female board 

participation and corporate performance. Agency and stakeholder theories could explain the disparity. According to agency theory, Saudi 

enterprises may confront specific managerial obstacles while integrating gender diversity, whereas stakeholder theory focuses on cultural 

transformations and evolving stakeholder expectations. 
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Hypothesis 3. There is a significant positive relationship between the BGD and firm performance 

3.4. BGD mediates the relationship between ESGD disclosure and FP 

There is no existing research that connects ESGD and FP. The observed mismatch resulted from the study's emphasis on the direct con-

nection while neglecting other variables (Rahman et al., 2023b). This limited focus has overlooked other factors that may influence the 

ESGD-FP relationship. Consequently, BGD may play a significant role in the interaction between ESGD and FP. The perspectives, expe-

riences, and knowledge of board gender diversity highlight concerns related to ESGD (Freeman et al., 2018; Hillman & Dalziel, 2003). 

Diversity on boards enhances stakeholder knowledge and the response to Environmental, Social, and Governance Disclosures (Bear et al., 

2010; Islam, 2022). Moreover, diversity and inclusion within the boardroom can enhance ESGD outcomes, which have a substantial impact 

on FP (Dong et al., 2023). Empirical studies regarding the connections between BGD and ESGD have yielded inconsistent results. Diverse 

boards exhibit a greater utilisation of ESGD (Islam et al., 2022; Katmon, 2019; Post, 2011). Context, institutional frameworks, and assess-

ment significantly influence board diversity (Calabrese and Manello, 2021). According to Dong et al. (2023), diverse boards implement 

policies related to environmental sustainability and gender diversity. Diverse boards promote robust environmental, social, and governance 

norms. RDT indicates that BGD enhances the connection between ESGD and firm success (Dong et al., 2023; Hillman & Dalziel, 2003; 

Islam, 2022). Diverse boardrooms facilitate connections between companies and external resources (Pfeffer & Salancik, 1978). Increased 

boardroom resources enhance ESGD and contribute to business success (Dong et al., 2023; Freeman, 2018; Hillman and Dalziel, 2003). 

Agency theory posits that BGD mitigates management and large shareholder opportunism while enhancing supervisory efficiency, thereby 

reducing agency costs (Bathala & Rao, 1995). Leading monitoring firms will favour ESGD rather than engaging in greenwashing. BGD 

assists companies in utilising ESGD to meet stakeholder expectations, enhance relationships, and gain a competitive advantage (Hillman 

& Dalziel, 2003). Stakeholder theory posits that ESGD investment prioritises the interests of stakeholders over those of shareholders 

(Barnes & Rubin, 2010). According to Barnca and Rubin (2010), ESGD overinvestment has an impact on corporate value. Excessive 

investment in ESGD enhances the credibility of managers among stakeholders. Overinvestment incurs significant costs (Krüger, 2015). 

Excessive investment negatively impacts markets, companies, and overall investment outcomes (Li Li Wang & Xa 2000). 

Arouri et al. (2019), Brance and Rodrigues (2008), and Nguyen (2022) provide evidence that ESG policies enhance financial performance. 

ESG practices mitigate corporate risks, researcher forecast inaccuracies, and organisational information asymmetry (Dhaliwal et al., 2011). 

It diminishes equity, debt, and resource expenditures (Dhaliwal et al., 2011; Bhuiyan & Nguyen, 2020; Amel-Zadeh & Serafeim, 2018). 

According to Fatemi et al. (2015), ESGD enhances corporate value by securing cash flow and ensuring survival. Nguyen et al. (2022) 

demonstrated that ESGD enhances both financial and competitive performance in firms. The advantages of ESGD will eventually offset 

initial investment costs. Liang and Vansteenkiste (2022) suggest investigating the relationship between board gender diversity and profit-

ability. Limited research has examined the effects of BGD on ESGD/FP. This study examines BGD's role in mediating ESGD-FP. This 

study investigates the impact of BGD performance on ESGD and overall company performance through the use of sustainability metrics. 

A diverse board comprising women enhances ESG performance and contributes to overall company success. The hypothesis of the study 

is as follows: 

Hypothesis 4. BGD mediates the relationship between ESGD disclosure and fFP 

4.1. Data collection and sampling 

Saudi Arabia is a central hub for ESGD research due to the establishment of its inaugural Corporate Social Reporting (CSR) Framework 

by Malaysian corporations in 2006 (Mohammad & Wasiuzzaman). This study examines the correlation between ESGD disclosure and 

financial performance, as well as the mediating effect of board gender diversity, across 135 publicly listed financial businesses in Saudi 

Arabia from 2019 to 2022, encompassing 540 firm-year data. The exclusion criteria encompassed financial organizations owing to their 

unique capital structure and legal constraints, along with corporations possessing inadequate data. The chosen years succeeded the imple-

mentation of obligatory ESGD reporting by the categorization system of the Saudi Exchange. This selection enables academics to analyse 

the effects of these policies after adoption, focusing on recent years to identify trends and corporate reactions to ESGD reporting mandates. 

The chosen era aligns with the evolution and maturation of ESGD disclosure procedures, providing an in-depth analysis of the mediating 

effect of board gender diversity on the link between ESGD disclosure and financial success within the Saudi context. 

This strategy was selected to focus on businesses most pertinent to the study aims, enabling a more concentrated and significant investiga-

tion of ESG disclosure procedures. The interval from 2019 to 2023 signifies a pivotal stage in the execution of Saudi Vision 2030, initiated 

in 2016. By 2019, preliminary changes and policies had been enacted, enabling a more substantive evaluation of their impacts. This chro-

nology reflects the expedited changes, especially concerning women's empowerment and corporate governance, which intensified in the 

years subsequent to the Vision 2030 declaration. This study utilizes secondary data from the annual reports of 200 publicly listed Saudi 

companies to evaluate the influence of female board involvement on ESG disclosure using content analysis. Content analysis, extensively 

utilized in non-financial disclosure research, facilitates the systematic and impartial evaluation of textual data, identifying essential disclo-

sure patterns while accounting for context, intents, and meanings. This study employed a coding technique derived from Sharma et al. 

(2020) to enhance dependability. The initial sample for this research consists of 540 firm-year observations from 135 publicly listed busi-

nesses. Sixty observations were excluded due to the lack of annual reports, resulting in inadequate data. Information on gender diversity 

and ESG disclosure was manually extracted from the public annual reports of firms. Table 1 presents a detailed makeup of the research 

sample. 

 
Table 1: Sample Composition 

Sample selection Number of firms Total observations/ years 

Total number of firms extracted from the Saudi Exchange (Tadawul) as of December 31, 2023 235 600 
Less   

Firms with missing data 100 60 

Final sample size 135 540 

4.2. Data analysis procedures 

The current study employed statistical analysis for data characterization. We subsequently analysed the correlation matrix, which evaluated 

the relationships among each variable in the model. Subsequent to a fundamental introduction to the data's validity, the model was subjected 
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to multiple regression analysis to ascertain the pattern and amplitude of the relationships, followed by a series of robustness evaluations to 

confirm the resilience of the results. 

4.3. Operational definition of variables 

4.3.1. Predicted variables 

For measuring firm performance, we selected two key financial metrics: Return on Assets (ROA) and Return on Equity (ROE). ROA is 

calculated by comparing the income after taxes to the average total assets over a given fiscal period, and is expressed as a percentage. The 

average total assets are determined by taking the mean of the total assets at the beginning and end of the year. On the other hand, ROE 

assesses the income available to common shareholders, excluding extraordinary items, over the past twelve months, relative to the average 

common equity during that period. It is also expressed as a percentage, with the average common equity being the mean value at the start 

and end of the twelve months. 

4.3.2. Explanatory variables 

We used the Environmental, Social, and Governance (ESGD) score to represent the level of ESGD disclosure. In addition, we separately 

assessed the scores for each of the three ESGD pillars: Environmental (ENV), Social (SOC), and Governance (GOV). 

• The ESGD score is an overall rating that combines self-reported data across the environmental, social, and governance aspects to 

provide a comprehensive view of a company's performance. 

• The Environmental Pillar score evaluates how a company impacts both living and non-living natural systems, including elements like 

water, air, land, and ecosystems. This score reflects the company's effectiveness in managing environmental risks and exploiting op-

portunities to create long-term value for shareholders. 

• The Social Pillar score assesses how well a company fosters trust and loyalty among its employees, customers, and the wider society 

through effective management practices. It serves as a gauge of the company’s reputation and operational license, both of which are 

essential for sustaining long-term shareholder value. 

• The Governance Pillar score examines the company's governance structures and processes to ensure that board members and executives 

act in the best interest of long-term shareholders. This score reflects the company’s ability to manage its rights and obligations, imple-

ment proper incentives, and maintain checks and balances, all of which contribute to increasing shareholder value. 

4.3.3. Mediating variables 

Board gender diversity (BGD): Board gender diversity is assessed by the share of women on the board. 

4.3.4. Control variables 

• Audit Committee Expertise (ACEXP): Does the company possess an audit committee consisting of a minimum of three members, 

including at least one individual meeting the criteria of a "financial expert" as defined by Sarbanes-Oxley? 

• Board-specific skills, percent (BEXP): Board expertise is gauged by the percentage of board members who have either industry-specific 

experience or significant financial acumen. 

• CSR Sustainability Committee Score (SUSCSCORE): Is there a committee or senior management team at either the board level or 

within senior management responsible for making decisions regarding the company's CSR strategy? 

• Firm size (FSIZE): The size of the firm is indicated by the natural logarithm of its combined assets. 

• Leverage (LEV): The leverage of firms is determined by the ratio of total debt to total assets. 

4.3.5. Econometric tools and model specification 

This study followed a thorough methodology to derive its findings, utilizing several analytical steps such as hierarchical regression and 

panel data analysis. The analysis was carried out in two stages using hierarchical regression. The first stage involved testing the direct 

impact of the predictors, including board gender diversity, on ESGD disclosures. The second stage focused on estimating the mediating 

role of board gender diversity in the relationship between ESGD disclosure and financial performance. To further validate these results, 

structural equation modelling (SEM) was used as an additional test to assess both direct and indirect effects simultaneously. Lastly, a 

sensitivity analysis was performed to ensure the robustness of the findings, confirming that the results were not overly reliant on specific 

assumptions. As a result, the following research models were developed: 

 

FPit =  α +  β1 ESGit + β2 BGNDit + β3 ACEXPit + β4 BEXPit + β5 SUSCit + β6 FSIZEit +  β7 LEV + +εit                                            (1) 

 

Where; 

 

FPit =  α +  β1 ENVit + β2 BGNDit + β3 ACEXPit + β4 BEXPit + β5 SUSCit + β6 FSIZEit + β7 LEV + +εit                                            (2) 

 

FPit =  α +  β1 GOVit + β2 BGNDit + β3 ACEXPit + β4 BEXPit + β5 SUSCit + β6 FSIZEit + β7 LEV +  +εit                                            (3) 

 

FPit =  α +  β1 SOCit + β2 BGNDit + β3 ACEXPit + β4 BEXPit + β5 SUSCit + β6 FSIZEit + β7 LEV +  +εit                                            (4) 
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4. Empirical Results and Discussion 

5.1. Descriptive statistics 

Table 1 presents the descriptive statistics for all variables used in the study based on 540 firm-year observations. The mean ESG disclosure 

score (ESGD) is 45.82, indicating a moderate level of sustainability disclosure among the sampled firms, with values ranging from 5.00 to 

90.50, showing substantial variation in ESG practices. 

Among the sub-dimensions of ESG, the social (SOC) and governance (GOV) scores show relatively higher means (47.32 and 44.10, re-

spectively), suggesting that firms are more active in social and governance initiatives compared to environmental (ENV) disclosure, which 

has the lowest mean (34.65). The financial performance indicators, ROA (mean = 0.072) and ROE (mean = 0.131), display wide dispersion, 

as reflected by their standard deviations, implying varying profitability levels across firms. 

The board gender diversity (BGD) averages around 22.18%, signifying limited female representation on boards, though some firms report 

more than 50%. The audit committee expertise (ACEXP) and board expertise (BEXP) show mean values of 0.63 and 0.65, indicating that 

a majority of firms possess experienced members in governance structures. The sustainability score (SUSCSCORE) has a mean of 48.62, 

reflecting moderate sustainability performance across the sample. Firm size (FSIZE) averages 9.52, while leverage (LEV) has a mean 

of 0.24, showing that most firms maintain a relatively balanced capital structure with moderate debt dependence. 

Overall, the data suggest noticeable variability among firms in ESG engagement, financial outcomes, and governance characteristics, 

providing a robust foundation for further regression and mediation analyses. 

 
Table 2: Descriptive Statistics 

Variable  Obs  Mean  Std. Dev.  Min  Max 

 ESGD 540 45.82 18.94 5.00 90.50 

 ENV 540 34.65 22.73 0.00 91.20 

 GOV 540 44.10 21.85 0.00 96.80 
 SOC 539 47.32 21.54 1.00 95.70 

 ROA 540 0.072 0.098 -0.450 0.820 

 ROE 540 0.131 0.285 -2.980 2.020 
 BGD 539 22.18 11.45 0.00 55.00 

 ACEXP 540 0.63 0.48 0 1 

 BEXP 540 0.65 0.48 0 1 
 SUSCSCORE 540 48.62 22.94 0.00 72.00 

 FSIZE 540 9.52 0.71 7.40 11.30 

 LEV 540 0.24 0.18 0.00 0.90 

5.2. Correlation analysis 

Table 3 presents the Pearson correlation coefficients among the study variables, highlighting the relationships between ESG disclosure, 

firm performance, board characteristics, and control variables. 

The results show that ESG disclosure (ESGD) is strongly and positively correlated with its three sub-dimensions: environmental (ENV) (r 

= 0.818, p < 0.001), governance (GOV) (r = 0.668, p < 0.001), and social (SOC) (r = 0.789, p < 0.001). This indicates internal consistency 

and a high degree of interdependence among the ESG components. 

Regarding firm performance, both return on assets (ROA) and return on equity (ROE) show weak but positive correlations with ESGD (r 

= 0.085 and r = 0.157, respectively). The relationship between ROE and ESGD is statistically significant at the 1% level, suggesting that 

higher ESG engagement may contribute to improved equity returns, though its impact on asset efficiency remains modest. 

Board gender diversity (BGD) is moderately and positively correlated with ESGD (r = 0.345, p < 0.001) and all its dimensions (ENV, 

SOC, and GOV), implying that gender-diverse boards may encourage stronger ESG practices. Additionally, BGD is positively related to 

firm performance indicators ROA (r = 0.102, p < 0.05) and ROE (r = 0.182, p < 0.001), reflecting that firms with more female representa-

tion on boards tend to perform better financially. 

The control variables also show meaningful associations. Audit committee expertise (ACEXP) and board expertise (BEXP) are highly cor-

related with each other (r = 0.953, p < 0.001), suggesting overlap in their composition or skill sets. Both ACEXP and BEXP are positively 

linked with ESGD and its sub-dimensions, indicating that more expert boards are likely to promote sustainability disclosures. Firm size 

(FSIZE) exhibits a positive relationship with ESGD (r = 0.476, p < 0.001), implying that larger firms disclose more ESG information, 

while leverage (LEV) is positively but weakly correlated with ESGD (r = 0.137, p < 0.001), suggesting that firms with higher debt levels 

may still engage in ESG activities. 

Finally, ROA and ROE are strongly correlated (r = 0.712, p < 0.001), confirming that both metrics capture related aspects of profitability. 

Negative correlations between FSIZE and ROA (r = -0.212, p < 0.001) and between LEV and ROA (r = -0.386, p < 0.001) imply that larger 

and more leveraged firms may face efficiency challenges in asset utilization. 

Overall, the correlation results suggest that ESG practices are positively associated with firm performance and board diversity, highlighting 

the interconnection between governance quality, sustainability engagement, and financial outcomes. 

 
Table 3: Correlation Matrix 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 
(12
) 

 ESGD ENV GOV SOC 
RO

A 
ROE BGD 

ACEX

P 
BEXP 

SUSCSCO

RE 
FSIZE 

LE

V 

ESGD 1            

ENV 
0.818*

** 
1           

GOV 
0.668*

** 

0.448**

* 
1          

SOC 
0.789*
** 

0.705**
* 

0.515**
* 

1         

ROA 0.085 0.041 0.069 0.079 1        
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ROE 
0.157*

** 
0.117** 0.112** 

0.133**

* 
0.712*** 1       

BGD 
0.345*

** 

0.294**

* 

0.308**

* 

0.316**

* 
0.102* 

0.182*

** 
1      

ACEXP 
0.556*
** 

0.518**
* 

0.525**
* 

0.563**
* 

0.013 0.054 
0.299*
** 

1     

BEXP 
0.545*

** 

0.507**

* 

0.516**

* 

0.549**

* 
0.026 0.064 

0.284*

** 

0.953*

** 
1    

SUSCSCO

RE 

0.392*

** 

0.359**

* 

0.262**

* 

0.346**

* 
0.046 0.071 

0.159*

** 

0.289*

** 

0.283*

** 
1   

FSIZE 
0.476*
** 

0.557**
* 

0.319**
* 

0.397**
* 

0.212*** 

-

0.108*

* 

0.208*
** 

0.432*
** 

0.417*
** 

0.209*** 1  

LEV 
0.137*
** 

0.243**
* 

0.087* 0.092* 0.386*** 

-

0.134*

** 

0.049 
0.172*
** 

0.158*
** 

0.031 
0.524*
** 

1 

* p < 0.05, ** p < 0.01, *** p < 0.001. 

 

The findings show that ESGD disclosure is positively associated with most of the control variables, suggesting that companies with well-

qualified audit committees tend to make better ESGD disclosures. Boards with diverse skills and backgrounds are more likely to foster 

accountability and transparency, which results in more comprehensive ESGD reporting. Additionally, businesses that prioritize sustaina-

bility are more inclined to keep their ESGD disclosures clear and transparent. Larger companies are also more likely to provide detailed 

information about their environmental, social, and governance activities. Similarly, financially stable firms tend to allocate more resources 

to ESGD disclosure efforts. 

Furthermore, the environmental, social, and governance pillars of ESGD, scoring 0.82, 0.80, and 0.69, respectively, show a strong positive 

relationship with overall ESGD, emphasizing that these pillars collectively contribute to the quality of ESGD disclosures. On the other 

hand, firm size (FSIZE) and leverage (LEV) have a negative association with ROA and ROE, indicating that smaller firms tend to achieve 

higher ROA and ROE. Similarly, firms with lower financial stability or insufficient assets relative to their equity may experience higher 

ROA and ROE. In our analysis, we examined each variable individually to avoid potential multicollinearity issues, as very few correlations 

exceeded the threshold of 70. 

5.3. Regression analysis 

Table 3 presents the results of the hierarchical regression analysis, which was conducted to examine how various independent variables 

influence both return on assets (ROA) and return on equity (ROE). The analysis is broken down into two stages. In the first stage, the direct 

effects of variables, including board gender diversity (BGD), on firm performance (FP) are estimated. This is represented by eight models, 

with models 1 to 4 corresponding to ROA and models 5 to 8 associated with ROE. The findings show that ESGD has a negative and 

significant impact on both ROA and ROE, suggesting that greater ESGD disclosure is linked to lower profitability and returns. Similarly, 

when looking at the environmental, social, and governance (ESG) pillars separately, each factor also shows a negative but statistically 

insignificant impact on ROA. 

The analysis further supports the widely accepted idea that a higher representation of women on boards could lead to better financial 

performance, as BGD has a positive, though insignificant, impact across all models. Additionally, the firm size (FSIZE) is found to have a 

significant positive impact on both ROA and ROE, with larger companies showing higher profitability and returns. This could be attributed 

to their operational efficiencies, economies of scale, and larger resources. On the other hand, leverage negatively affects ROA but only has 

an insignificant impact on ROE. This suggests that firms need to manage their leverage carefully to improve financial efficiency and sustain 

positive returns. Board expertise (BEXP) also shows a positive impact on both ROA and ROE, implying that boards with diverse skills 

and expertise can lead to better financial outcomes. However, the results show unexpected findings, with audit committee expertise and 

CSR sustainability committee scores having a negative effect on ROA and ROE, indicating that higher scores in these areas may not 

necessarily be linked to improved financial performance. 

In Table 4, the second stage of the hierarchical regression analysis examines the role of BGD as a mediating factor in the relationship 

between ESGD disclosure and firm performance. Here, BGD is found to have a positive and significant effect on both ROA and ROE. 

Unlike in Table 3, where BGD as an independent variable had no significant impact, when BGD is considered as a mediating variable, it 

significantly improves both ROA and ROE, highlighting its crucial role in enhancing firm performance. 

The empirical results reveal an apparent inconsistency between the direct and indirect effects of ESGD on firm performance. The hierar-

chical regression shows that ESGD has a negative direct effect on ROA and ROE, whereas the mediation model indicates that ESGD has 

a positive indirect effect on performance through board gender diversity (BGD). These findings are not contradictory; instead, they high-

light two different mechanisms through which ESG disclosure affects firm outcomes. 

The negative direct effect suggests that ESGD may impose short-term costs such as compliance expenditures, reporting burdens, and 

investments in sustainability initiatives that reduce immediate profitability. This pattern aligns with prior research indicating that ESG 

activities often require upfront resource commitments, especially in emerging markets where ESG systems are still developing. 

In contrast, the mediation results show that ESGD can enhance performance indirectly by promoting greater female representation on 

boards, which improves monitoring quality, stakeholder engagement, and strategic decision-making. Through this governance channel, 

ESGD contributes to long-term value creation, offsetting the short-term costs captured in the direct models. 

Therefore, the combined findings indicate that the direct effect: ESGD can reduce short-term financial performance due to increased costs. 

Indirect (mediated) effect: ESGD strengthens governance structures, particularly via BGD, which improves performance over the long 

term. By explicitly distinguishing these mechanisms, the results show that ESGD is a dual-impact process: it may lower immediate profit-

ability but simultaneously enhances governance quality that ultimately supports improved firm performance through board gender diver-

sity. 
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Table 4: Hierarchical Regression – Step 1 - Direct Effect Model 

 (1) (2) (3) (4) (5) (6) (7) (8) 

 ROA ROA ROA ROA ROE ROE ROE ROE 
BGD 0.000 0.000 0.000 0.000 0.001 0.001 0.000 0.001 

 (0.972) (0.926) (0.833) (0.859) (0.491) (0.498) (0.274) (0.474) 

         
ESGD -0.001**    -0.001***    

 (-1.328)    (-0.430)    

ACEXP -0.054 -0.051 -0.051 -0.048 -0.060 -0.056 -0.060 -0.052 
 (-1.578) (-1.485) (-1.473) (-1.404) (-0.558) (-0.525) (-0.567) (-0.490) 

BEXP 0.057 0.054 0.051 0.050 0.072 0.071 0.053 0.066 
 (1.611) (1.553) (1.466) (1.452) (0.656) (0.656) (0.485) (0.613) 

SUSCSCORE -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

 (-0.317) (-0.375) (-0.525) (-0.359) (-0.226) (-0.222) (-0.423) (-0.204) 
FSIZE 0.247*** 0.245*** 0.243*** 0.244*** 0.218** 0.218** 0.205* 0.217** 

 (7.204) (7.209) (7.104) (7.155) (2.047) (2.060) (1.932) (2.041) 

LEV -0.341*** -0.343*** -0.338*** -0.341*** -0.244 -0.249 -0.247 -0.245 
 (-6.388) (-6.439) (-6.324) (-6.386) (-1.473) (-1.497) (-1.488) (-1.477) 

         

ENV  -0.001    -0.001   

  (-1.611)    (-0.694)   

GOV   -0.000    0.001  

   (-0.632)    (0.784)  
SOC    -0.000    -0.001 

    (-1.225)    (-0.533) 

_cons -2.186*** -2.172*** -2.154*** -2.163*** -1.887* -1.885* -1.785* -1.872* 
 (-6.782) (-6.774) (-6.695) (-6.729) (-1.882) (-1.888) (-1.787) (-1.872) 

N 539.000 539.000 539.000 538.000 539.000 539.000 539.000 538.000 

r2 0.210 0.212 0.208 0.210 0.021 0.022 0.022 0.021 
r2_a -0.070 -0.068 -0.074 -0.072 -0.327 -0.326 -0.325 -0.327 

F 15.108 15.257 14.862 15.021 1.209 1.252 1.271 1.221 

p 0.000 0.000 0.000 0.000 0.080 0.048 0.037 0.069 

Note: t-statistics in parentheses, * p<0.10, ** p<0.05, *** p<0.01. 

 

In a similar vein, ESGD and its individual pillars are environmental, social, and governance. Demonstrate a strong positive effect on both 

ROA and ROE, suggesting that greater transparency in ESGD disclosure can potentially improve these financial metrics. By focusing on 

ESGD disclosure, companies are more likely to adopt a long-term strategy that addresses environmental issues, promotes social well-being, 

and strengthens governance, all of which help sustain firm performance over time. On the other hand, larger firm sizes (FSIZE) hurt ROA 

and ROE across all models, indicating that bigger companies tend to experience lower profitability and returns. While the CSR sustaina-

bility committee score (SUSCSCORE) does show a positive relationship with ROA and ROE, this effect is not statistically significant, 

meaning that a higher score in corporate social responsibility may not necessarily translate into improved financial performance. 

 
Table 5: Hierarchical Regression – Step 2 - Mediating Effect Model 

Variable (1) ROA (2) ROA (3) ROA (4) ROA (5) ROE (6) ROE (7) ROE (8) ROE 

BGD 0.001*** 0.001*** 0.001*** 0.001*** 0.004*** 0.005*** 0.005*** 0.005*** 

 -2.588 -2.814 -2.952 -2.912 -3.855 -4.217 -4.333 -4.305 
ESGD 0.001**    0.004***    

 -2.51    -4.224    

ACEXP -0.041 -0.039 -0.039 -0.044 -0.05 -0.037 -0.044 -0.067 
 (-1.213) (-1.135) (-1.140) (-1.281) (-0.495) (-0.366) (-0.430) (-0.649) 

BEXP 0.048 0.048 0.053 0.053 0.043 0.045 0.064 0.067 

 -1.419 -1.431 -1.551 -1.567 -0.426 -0.445 -0.623 -0.66 
SUSCSCORE 0 0 0 0 0 0 0.001 0 

 -0.248 -0.358 -0.846 -0.633 -0.185 -0.356 -1.116 -0.734 

FSIZE -0.019** -0.020** -0.014* -0.016** -0.101*** -0.107*** -0.074*** -0.087*** 

 (-2.316) (-2.376) (-1.696) (-1.993) (-4.082) (-4.192) (-3.083) (-3.566) 

LEV -0.220*** -0.226*** -0.226*** -0.222*** -0.105 -0.136 -0.131 -0.11 

 (-7.760) (-8.007) (-7.948) (-7.774) (-1.236) (-1.602) (-1.531) (-1.278) 
ENV  0.001**    0.003***   

  -2.28    -3.886   

GOV   0    0.001*  
   -0.803    -1.904  

SOC    0.000*    0.002*** 

    -1.747    -3.175 
_cons 0.240*** 0.262*** 0.200*** 0.217*** 0.849*** 0.968*** 0.653*** 0.742*** 

 -3.405 -3.539 -2.905 -3.127 -4.025 -4.351 -3.147 -3.553 

N 539 539 539 538 539 539 539 538 
r² 0.205 0.203 0.196 0.201 0.113 0.108 0.089 0.101 

r²_a 0.194 0.193 0.186 0.191 0.101 0.097 0.077 0.089 

F 19.546 19.351 18.542 19.057 9.654 9.226 7.438 8.521 

Notes: t-statistics in parentheses* p<0.10, ** p<0.05, *** p<0.01. 

 

Table 6 presents the findings from the structural equation modelling (SEM) analysis, which was conducted to explore the mediating effect 

of board gender diversity (BGD) in the relationship between ESGD disclosure and firm performance. The results indicate that BGD has a 

positive and significant effect on firm performance in all models, demonstrating the reliability of the findings. Additionally, the analysis 

highlights how the independent variables influence return on assets (ROA) and return on equity (ROE) through the mediating role of BGD. 
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Table 6: Structural Equation Modelling (ROA) 

Variable (1) (2) (3) (4) (1) (2) (3) (4) 

BGD 0.259*** 0.220*** 0.309*** 0.227*** 0.259*** 0.220*** 0.309*** 0.227*** 
 (4.807) (3.236) (4.210) (3.377) (4.807) (3.236) (4.210) (3.377) 

ACEXP 6.003 3.503 13.255** 16.900*** 6.003 3.503 13.255** 16.900*** 
 (1.240) (0.573) (2.008) (2.806) (1.240) (0.573) (2.008) (2.806) 

BEXP 7.992* 10.215* 7.674 3.226 7.992* 10.215* 7.674 3.226 
 (1.665) (1.685) (1.173) (0.540) (1.665) (1.685) (1.173) (0.540) 

SUSCSCORE 0.172*** 0.200*** 0.093** 0.157*** 0.172*** 0.200*** 0.093** 0.157*** 
 (6.347) (5.831) (2.510) (4.643) (6.347) (5.831) (2.510) (4.643) 

FSIZE 8.369*** 13.688*** 3.866** 7.473*** 8.369*** 13.688*** 3.866** 7.473*** 
 (7.438) (9.633) (2.520) (5.337) (7.438) (9.633) (2.520) (5.337) 

LEV -9.486** -1.984 -7.757 -14.836*** -9.486** -1.984 -7.757 -14.836*** 
 (-2.355) (-0.390) (-1.413) (-2.957) (-2.355) (-0.390) (-1.413) (-2.957) 

_cons -56.718*** -120.495*** -16.410 -46.683*** -56.718*** -120.495*** -16.410 -46.683*** 
 (-5.821) (-9.792) (-1.235) (-3.851) (-5.821) (-9.792) (-1.235) (-3.851) 

Notes: t-statistics in parentheses* p<0.10, ** p<0.05, *** p<0.01. 

 

Models 1 and 4 indicate that ESGD has a significant and positive effect (p<0.05) on board gender diversity (BGD), with a value of 197.087. 

Similarly, models 2 through 4 and 6 through 8 show that environmental, social, and governance factors also have a positive and significant 

impact on BGD, with values of 314.311, 305.009, and 366.319, respectively. Additionally, return on assets (ROA) and return on equity 

(ROE) both have a positive and significant effect on BGD. However, audit committee expertise (ACEXP), board expertise (BEXP), and 

CSR sustainability committee scores (SUSCSCORE) did not show significant effects on BGD. Firm size (FSIZE) demonstrated a positive 

and significant influence on BGD across all models. Furthermore, BGD significantly impacts ROA and ROE, highlighting its role as a 

mediator in the relationship between ESGD disclosure and firm performance. More effective ESGD disclosure promotes the inclusion of 

women on boards, which, in turn, contributes to improved firm performance. Additionally, both ESGD disclosure and board gender diver-

sity work together to enhance performance through the involvement of women in decision-making at the board level. Companies with 

strong ESGD disclosure practices can secure their long-term sustainability and success. 

5.3. Sensitivity analysis 

5.3.1. Robustness analysis 

The sensitivity analysis results, presented in Table 7, were conducted to assess the reliability of the findings. The analysis reveals that board 

gender diversity (BGD) has a positive and significant impact on firm performance in all models. Moreover, ESGD disclosure, along with 

its three pillars, positively and significantly influences BGD. This suggests that BGD effectively mediates the relationship between ESGD 

and firm performance. Overall, the sensitivity analysis results align with the findings from the structural equation modelling (SEM) anal-

ysis. 

 
Table 7: Sensitivity Analysis 

 (1) (2) (3) (4) (5) (6) (7) (8) 

 ROA ROA ROA ROA ROE ROE ROE ROE 

main         
BGD 0.598*** 0.640*** 0.653*** 0.625*** 0.598*** 0.640*** 0.653*** 0.625*** 

 (9.155) (7.613) (8.148) (7.919) (9.155) (7.613) (8.148) (7.919) 

         
_cons 30.347*** 18.328*** 28.824*** 32.434*** 30.347*** 18.328*** 28.824*** 32.434*** 

 (18.882) (8.869) (14.615) (16.682) (18.882) (8.869) (14.615) (16.682) 
ROA         

BGD 0.001*** 0.001*** 0.001*** 0.001***     

 (2.759) (2.759) (2.759) (2.747)     
         

_cons 0.043*** 0.043*** 0.043*** 0.043***     

 (4.515) (4.515) (4.515) (4.495)     
ESGD         

_cons 329.033***    329.033***    

 (16.416)    (16.416)    
ROA         

_cons 0.012*** 0.012*** 0.012*** 0.012***     

 (16.416) (16.416) (16.416) (16.401)     
ENV         

_cons  544.053***    544.053***   

  (16.416)    (16.416)   
GOV         

_cons   495.516***    495.516***  

   (16.416)    (16.416)  
SOC         

_cons    477.781***    477.781*** 

    (16.401)    (16.401) 
ROE         

BGD     0.005*** 0.005*** 0.005*** 0.005*** 

     (4.763) (4.763) (4.763) (4.769) 
         

_cons     0.012 0.012 0.012 0.011 

     (0.432) (0.432) (0.432) (0.402) 
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ROE         

_cons     0.093*** 0.093*** 0.093*** 0.093*** 

     (16.416) (16.416) (16.416) (16.401) 

Notes: t-statistics in parentheses* p<0.10, ** p<0.05, *** p<0.01. 

5. Discussion 

The study explores the relationship between Environmental, Social, and Governance Disclosure (ESGD) and Financial Performance (FP) 

in Saudi Arabian firms, with a specific focus on the mediating role of Board Gender Diversity (BGD). The findings reveal a complex 

interplay between ESGD and FP, particularly in the short term, while highlighting the significant positive role of BGD in enhancing 

financial outcomes. 

6.1. ESGD and FP 

The study found a negative association between increased ESGD and short-term financial performance indicators such as Return on Assets 

(ROA) and Return on Equity (ROE). This relationship suggests that while firms are investing in ESG strategies to improve sustainability, 

these efforts may involve substantial upfront costs, such as additional reporting and compliance requirements. Consequently, these costs 

may reduce immediate profitability, which is particularly relevant in Saudi Arabian firms that are still transitioning to fully integrate ESG 

practices into their operations. 

The negative impact on FP can be attributed to the trade-off between short-term financial costs and the long-term benefits associated with 

ESGD. The study implies that ESGD, though essential for long-term sustainability and corporate reputation, can create a short-term finan-

cial burden as firms allocate resources to ESG initiatives. 

6.2. The mediating role of board gender diversity (BGD) 

A key finding is the significant role of Board Gender Diversity (BGD) as a mediator in the relationship between ESGD and financial 

performance. The presence of women on corporate boards positively impacts financial performance, particularly in terms of ROA and 

ROE. Women contribute actively to shaping and implementing ESG strategies, thus enhancing the financial outcomes of firms. The study 

emphasizes that diverse boards improve decision-making processes, with female directors playing a crucial role in integrating sustainability 

goals with corporate strategies. This mediation effect suggests that BGD is not merely a governance feature but an active driver of both 

ESG and financial performance. 

In contrast, male board members seem to focus more on governance oversight, and the positive effects of BGD are largely attributed to the 

dynamic contributions of women directors. Therefore, gender diversity appears to enhance the effectiveness of ESGD practices, which in 

turn contributes to better financial performance. 

6.3. Practical implications 

Companies should prioritize increasing female representation on boards to improve both financial performance and the effectiveness of 

ESGD practices. Gender-diverse boards can better handle risks and ensure decisions are aligned with long-term sustainability goals. While 

ESG disclosure may result in short-term financial strain, companies should view this as an investment in long-term sustainability. Managers 

should take this transitional period as an opportunity to strengthen both their ESG practices and profitability over time. 

6.4. Policy implications 

Policymakers in Saudi Arabia should consider incentivizing or mandating gender diversity on corporate boards to foster more inclusive 

and sustainable business practices. This would align with broader governance reforms under Saudi Arabia's Vision 2030, aiming to improve 

corporate environments. Policymakers should focus on developing frameworks that encourage ESGD while accounting for financial con-

straints that firms may face during the implementation phase. Supporting firms with clear guidelines and incentives can ease the transition 

to sustainability practices.  

6.5. Policy recommendations 

Encourage policies that ensure gender-diverse boards, which could lead to improved financial performance and better ESGD practices. 

Develop incentives for firms to disclose ESG information and adopt sustainable practices, while considering their potential short-term 

financial challenges. Explore how ESGD can be integrated into Saudi Arabia's Vision 2030 goals, ensuring a long-term approach to cor-

porate sustainability and profitability. Investors should consider the gender diversity of corporate boards and the extent of ESGD practices 

when evaluating a firm’s long-term prospects. Companies with gender-diverse boards and robust ESG strategies may be better equipped 

to tackle sustainability challenges, leading to stronger financial outcomes in the future. 

6. Conclusion 

This study contributes significantly to understanding the complex dynamics between ESGD, financial performance, and Board Gender 

Diversity. The findings suggest that while ESGD may negatively affect short-term profitability, the presence of women on boards has a 

positive mediating effect, improving financial outcomes. This highlights the importance of gender diversity in corporate decision-making, 

particularly in the context of sustainability practices. Firms that manage this balance well may position themselves for greater long-term 

success. 

 

 

 

 



International Journal of Accounting and Economics Studies 669 

 
7.1. Limitations and future research 

Future studies should explore how industry-specific factors and regulatory environments in Saudi Arabia impact the relationship between 

ESGD and financial performance. Further research could investigate how broader macroeconomic trends and cultural elements influence 

ESGD practices and financial outcomes in Saudi Arabia. The initial costs of implementing ESG strategies should be further examined to 

understand the reasons behind the negative impact of ESGD on short-term financial performance. Overall, the study provides valuable 

insights for companies, policymakers, and investors, highlighting the importance of board diversity and ESG practices in achieving sus-

tainable financial performance. 
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