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1. Introduction

The “stock disaster” occurred in China in 2015, making firms’ fundamentals be-
come the focus. New Institutional Economics argues the institution is critical to
the performance of economic organizations, and that the improvement in cor-
porate performance requires a better design of corporate governance structures.
So it is inevitable to answer how the company’s performance measures.

Based on the Friedman equity maximization theory, traditional corporate
finance argues that firm performance is to maximum the residual claim of stock-
holders, which has been questioned by follow-up scholars [1] [2]. They point out
the enterprise is “a nexus of contracts”, it is an economic network grouped by

creditors, employees, suppliers and other stakeholders, so corporate perfor-
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mance should reflect the common interests of stakeholders. Then, Siegel (2007)
points out that Corporate Social Responsibility is a natural tool to measure
common interests of stakeholders [3], which makes us available to use CSR to
measure firm performance.

In practice, CSRC, SSE and SZSE have promulgated laws and regulations to
require enterprises to disclose social responsibility information, at the same
time, the BCC, Sinopec and Baidu Group have begun to set up social responsi-
bility committee. All these facts undoubtedly show that corporate social respon-
sibility, as a basic principle of the distribution of internal rights within the com-
pany, have begun to be concerned by the Chinese government and business
managers.

Therefore, the incorporation of corporate social responsibility into the study
of corporate performance is of great significance to the practical and theoretical
circles. But the fulfillment of CSR ultimately requires the decision-making of the
board, and the decision-making depends on the constitute structure of the board
members. So it is of practical significance to examine the relationship between
the structure of the board members and corporate social responsibility. This pa-
per intends to examine the impact of the age diversity of board on corporate so-
cial responsibility.

The rest of this paper is organized in the following structure. In the next sec-
tion, we discuss the existing literature about board diversity and CSR and devel-
op our hypotheses. In the following section, we discuss our data and sample sta-
tistics. Then, we conduct and discuss our empirical research and robustness

checks. Finally, we summary the main findings and provide some suggestions.

2. Literature Review and Hypotheses

2.1. Literature Review

The impact of corporate governance on corporate performance has been the fo-
cus of multi-parties. In the study of corporate governance, most scholars believe
its core is to design corporate governance structure with minimal agency costs to
constrain managers to achieve corporate value creation [4]. The board is a kind
of institute with the type of feature, so the existing of board is critical to corpo-
rate performance. And the power of board depends on its constitution, it is ne-
cessary to investigate the relationship between board diversity and corporate
performance. Erhardt (2003) pointed out the gender diversity can improve cor-
porate financial performance [5]; Adams (2009) pointed out if using the ROA as
a measure of corporate performance, the gender diversity will significantly re-
duce corporate performance [6]; Francoeur (2008) analyzed the effect between
the gender diversity and corporate performance based on the Fama & French
Valuation Model, and pointed out that no having significant relationship be-
tween gender diversity and corporate performance [7].

Domestic scholars also use the data of Chinese listed companies to study the
impact of board diversity on corporate performance. Kuang (2012) found that

gender diversity is negatively associated with corporate performance [8]; Huang
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(2015) pointed out that the proportion of female directors in the board can sig-
nificantly affect firms’ supervision, and thus improve corporate performance [9].

By combing the literatures in this field, we find the effect of board diversity on
corporate performance is still in dispute. This controversy stems from two rea-
sons: the measurement of board diversity and corporate performance. The ex-
isting literatures mainly adopt gender diversity in measuring board diversity,
and the measurement of firm performance is mainly based on the Shareholder
Wealth Maximization Theory.

Follow-up scholars launch discussion around these two defects. The amend-
ment to the second defect comes from the Stakeholder’s presentation. Based on
the theory, corporate performance is no longer just to maximize shareholder
wealth, but to balance the interests of various stakeholders, namely to optimize
CSR management [10] [11]. And the amendment for the first aspect is mainly
seen in some sporadic empirical research. Harjoto (2015) introduced compre-
hensive diversity to measure the board diversity [12].

Sorting out the literatures, this paper will continue to examine the impact of
board diversity on corporate performance. We will use age diversity to measure

board diversity, and adopt CSR to measure corporate performance.

2.2. Hypotheses

The Social Psychology argues that people tend to hate people or things that are
different from their own, and when anybody who is different from them enters
the group, the group will show a process of resistance. People in the organization
will be less communication and cooperation with new comers, they will shield
information and knowledge from new entrants, and they will also intensify the
conflict with the entrants, so as to achieve the purpose of isolating entrants. Fi-
nally, it will lead to higher turnover and inefficiency in organizations with a
higher degree of diversity.

When age diversity is higher in board, the heterogeneity between the mem-
bers will become more serious, the degree of recognition and integration be-
tween members will be deepened, the controversy over the board issues will be
intensified, and the compromise will be impossible. Corporate social responsi-
bility is a new type of corporate governance objectives, because of its immaturi-
ty, board members will have more disputes at the beginning of its implementa-
tion, bur the age diversity among members deepened the initial dispute, it will
delay the implementation and management of CSR finally. So age diversity will
reduce the CSR performance.

Hypothesis Ceteris paribus, age diversity in corporate board is negatively as-

sociated with CSR performance.

3. Data and Sample
3.1. Sample Construction

The sample for this paper utilizes the CSMAR database from 2010 to 2014, we
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select 305 A-share listed firm’s annual data to construct AGE and CSR. During
the selecting, we exclude following sample firms: 1) ST and ST*; 2) financial in-
dicators are missed in sample area; 3) companies in the integrated industry, in-
strumentation, and radio and television and audio and video industries; 4)
companies that are delisted in the sample area; 5) financial companies. Even-
tually, we gather 1520 observations from 2010 to 2014, since we use a 1-year lag
on the diversity and CSR measures to account for serial correlation, our final

sample consists of 1215 observations across 305 firms from 2010 to 2014.

3.2. Constructing Age Diversity and CSR Measures

We use Blau’s index of heterogeneity, calculated as 1-" Pi2 , where P is the
proportion of directors in a category and 7is the number of categories, to calcu-
late the age diversity (AGE). AGE is the index of heterogeneity for director age
with four categories: 35 to 45, 45 to 55, 55 to 65 and 65-years old and older.

AGE index takes on values between zero and one. As index has a value of zero
when there is only category within age dimension, suggesting that group is per-
fectly heterogeneous. Age index value closer to one suggests a more heterogene-
ous group.

We use index method to measure CSR. Based on CSMAR, it divide corpo-
rate’s social responsibility into twelve categories, then assign value to each item,
if some an item exists, assign one to it, otherwise 0. Eventually summary these
values to calculate CSR. But we partly modify the calculation by introducing
other two numerical indicators on the basis of CSMAR: social contribution value
of each equity and social donation (assign 2 to it if existing, otherwise 0), then

we summary fourteen item to get overall CSR index.

3.3. Control Variables

We run several regressions of CSR on AGE and a set of control variables that
have been found significantly affecting firms’ CSR on the existing literatures.
Based on McWilliams and Siegel [13], we control ASSET; Jo (2011) finds that
CSR is affected by SALEGRW [14]; Campbell (2007) argues that firms’ CSR is
negatively associated with firms’ risk (TOTRISK) [15]; Zhang (2013) points out
that Tobin’s Q is an important factor for CSR [11]; Harjoto (2015) also finds that
RET is necessary to CSR. Table 1 demonstrates these control variables and their
definitions [12].

3.4. Sample Statistics

Table 2 presents the descriptive statistics for our sample. Our sample firms have
an average CSR score of 9.31, which is at the middle level relative to the total
score, suggesting the implementation of CSR in domestic enterprises is relatively
lack. And the AGE average score is 0.57, which suggests diversity is more ho-
mogeneous in age.

The average firm in our sample has an ASSET value of 10.10 or about 2.4 bil-
lion Yuan, and has a sales growth (SALEGRW) of 0.46 percent of net sales. The
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average firm has a Tobin Q of 1.23, suggesting that its market value is higher than
their book value. During our sample period, the average annual stock return
(RET) is 9.12%, and has an average volatility of daily stock return (TOT-RISK).
Table 3 provides the correlations of CSR, AGE and control variables. We find
the AGE is negatively associated with CSR, and the signs between CSR and other
control variables are not consistent with we expected, we will continue to ex-

amine it.

Table 1. Control variables definitions.

Variables Expected signs on CSR Definitions
ASSET + Natural log of total asset
SALEGRW ? Annual growth of the sales

Tobin’s Q ratio calculated as the book value of
assets minus the book value of equities plus the

TOBIN
Q * market value of equities, divided by the book
value of assets
TOTRISK — Standard deviation of daily stock return in 1 year
RET + Annual stock return during the year

Table 2. Descriptive statistics.

Variables Obs. Mean Std. dev. Min Medium Max
CSR 1215 9.31 2.04 2.00 9.00 15.00
AGE 1215 0.57 0.13 0.00 0.59 0.81

ASSET 1215 10.10 0.67 8.49 10.04 12.38
SALEGRW 1215 0.46 1.70 -0.86 0.09 22.74

TOBINQ 1215 1.23 1.15 0.09 0.85 8.20
RET 1215 9.12 44.80 -64.42 -1.11 254.94

TOTRISK 1215 2.47 1.48 0.84 2.38 47.86

Table 3. Correlation coefficients.

No. Variables 1 2 3 4 5 6 7
1 CSR 1.00
2 AGE —-0.08* 1.00
3 ASSET 0.17* 0.05 1.00
4 SALEGRW —-0.08* 0.03 0.02* 1.00
5 TOBINQ -0.03* -0.03* —-0.55* —-0.05* 1.00
6 RET —-0.06 0.13 0.09 0.07* 0.10* 1.00
7 TOTRISK —-0.00* -0.14 0.06 —-0.02* 0.00* 0.01* 1.00

* Statistically significant at 10% level or less.
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4. Result and Analysis

4.1. Regression and Analysis

We examine the impact of AGE on CSR using the multivariate regression analy-
sis and controlling for other factors that have been found significantly affecting
CSR in prior research. Since CSR tends to be unchanged over time, there is a
potential serial correlation between the current CSR and the previous CSR. We
include the lag effect of CSR (CSR_, ) to control for the potential serial correla-
tion.

Table 4 reports the regression results based on the ordinary least square
(OLS) and two-stage least square. We find a serial correlation between the cur-
rent CSR and the previous period CSR. The coefficients of the lag effect of the
CSR measures are statistically significant and close to one during OLS regres-
sion. In the first three columns of Table 4, we examine the impact of the AGE
on CSR based on the OLS regression. We find that AGE is negatively associated
with CSR, and the coefficient is significant, which is consistent with the analysis
based on the social psychology, and supports the Hypothesis.

In the last three columns of Table 4, we examine the impact of the AGE on
CSR based on the two-stage least square regression. We find the result between
AGE and CSR is consistent with OLS regression, which further confirms our
Hypothesis.

We find the impacts of control variables are generally consistent with the
findings in existing studies. Total assets (ASSET) and stock return (RET) are po-
sitively associates with CSR because larger and more profitable firms have more
resources available to engage in CSR activities. We also find that firms with
higher volatility stock returns (TOTRISK) have lower CSR. Consistent with
Zhang (2013), we find that Tobin’s Q has a positively correlation with CSR.

4.2. Robustness Tests

We conduct several robustness tests. First, we examine whether our results hold
using different measures of CSR, we adopt the CSR based on CSMAR database
to conduct the test. Second, we examine whether our results hold using a differ-
ent sample, we divide our sample into two group based on HHI to conduct the
test.

Table 5 presents the robustness tests results, the first two columns report the
result based on CSMAR database’s CSR, the middle two columns analyze the ef-
fect in high HHI industry, and the last two columns report the results from low
HHI industry. We find all the results are consistent with our OLS and two-stage

least square regression results, which suggest our analysis is robust.

5. Conclusions

Board diversity and CSR have become two pressing issues for publicly held cor-
porations. Regulators are urging companies to improve board diversity, at the

same time, stakeholder and public are demanding companies to undertake more
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Table 4. Regression results.

CSR
Variables Model (1) Model (2)
Coefficient t-value P-value Coefficient t-value P-value

CSR, 0.65%** 30.03 0.00 0.16%** 29.31 0.00
AGE —0.89** -2.65 0.01 —1.09** -3.05 0.00
ASSET 0.31+* 3.91 0.00 0.29** 2.32 0.02
SALEGRW —0.09*** -3.37 0.00 —0.09*** -3.35 0.00
TOBINQ 0.08* 1.67 0.10 0.10* 1.81 0.07
TOTRISK -0.04 -1.56 0.14 —-0.06* -1.66 0.10
RET -0.00 -0.6 0.59 0.03* -1.72 0.09
Constant 0.85 1.00 0.32 2.12%* 2.32 0.03

R? 0.46 0.19

Observations 1215 1215

# Firms 305 305

Model (1) represents the OLS regressions, and Model (2) indicates the Two-Stage Least Square regression.
All regressions include the CSEC 51 industries and year fixed effects. *, **, *** indicate statistically signifi-
cant at 10, 5 and 1 %, respectively.

Table 5. Robustness Tests.

CSR

Variables Test 1 Test 2 Test 3

Coefficient t-value  Coefficient t-value Coefficient t-value

CSR.
AGE -0.15* -1.67 —-0.66 -1.30 —1.09** -2.47

0.79*** 50.80 0.62*** 19.31 0.67*** 22.55

1

Constant 1.19%%* 2.66 2.87** 2.15 -0.30 0.51

Control
Variables

R? 0.69 0.42 0.51

Yes Yes Yes

Observations 1215 602 613

Test 1 presents the Robustness test by adjusting CSR’s measurement, Test 2 and Test 3 test High HHI in-
dustry as well as Low HHI industry respectively. All regressions include the CSEC 51 industries and year
fixed effects, *, **, *** indicate statistically significant at 10, 5 and 1 %, respectively.

social responsibility. Our study examines the impact of age diversity on CSR, we
find age diversity will reduce the implementation of CSR, which is consistent
with the analysis based on the social psychology. So it is necessary to neutralize
the age gap between the board members in the process of board diversity re-
forms.

Our study contributes to the greater understanding of the role of board diver-
sity in overseeing management performance. However, we only examine the ef-
fects of age diversity, it is necessary to introduce a more comprehensive board

diversity induce to conduct further research.
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