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ABSTRACT 

This article critically reviews literature on the relationship between board diversity and corporate financial 

sustainability (CFS) in global markets. A systematic search of the Scopus database resulted in 119 peer-reviewed 

articles published between 2020 and 2025. The review develops a comprehensive conceptual framework 

consisting of five independent variables (board gender diversity, board cultural diversity, board independence, 

board skills, and board tenure), three mediators (ESG performance, carbon emissions performance, and 

sustainability reporting), three moderators (firm size, industry sensitivity, and national culture), and four control 

variables (firm leverage, profitability, ownership structure, and firm age). The synthesis shows that while board 

diversity generally has a positive effect on CFS through improved ESG outcomes, this relationship depends on 

reaching a critical mass of female directors and is significantly influenced by contextual factors. The review 

critically assesses the main theoretical foundations, agency, resource dependence, stakeholder, and critical mass 

theories, and highlights ongoing methodological limitations, especially the predominance of quantitative 

archival research that treats boardroom dynamics as a black box. The findings suggest that translating diversity 

into better financial sustainability is neither automatic nor consistent, but rather relies on a complex interaction 

between internal governance structures and external institutional environments. The article concludes by 

proposing a future research agenda that emphasizes methodological diversification, the investigation of 

intersecting dimensions of diversity, and an increased focus on under-researched geographical regions. 

Keywords: Board Diversity, Critical Literature Review, Corporate Financial Sustainability, Corporate 

Governance, ESG Performance 

INTRODUCTION 

The convergence of corporate governance and sustainability has become one of the most important themes in 

modern business research. Over the past decade, stakeholders ranging from institutional investors to regulators 

have increasingly required that corporations demonstrate not only financial profitability but also environmental 

responsibility, social accountability, and strong governance practices. This shift has highlighted the concept of 

CFS, which involves a company's ability to create long-term value while managing environmental, social, and 

governance (ESG) risks and opportunities. In this evolving environment, the composition of corporate boards, 

especially the representation of women, has gained significant scholarly and policy focus. The core idea is that 

board diversity, including gender, cultural background, skills, and independence, improves decision-making, 

enhances risk oversight, and promotes a long-term strategic outlook, all of which are vital for sustainable 

financial success. This belief has driven regulatory actions in many regions, such as gender quota laws in Europe 

and voluntary target-setting in markets like Australia and Malaysia. 

Despite the growth of empirical research, the exact nature of the link between board diversity and CFS remains 

debated and fragmented. Early studies often sought direct, linear relationships between the percentage of female 

directors and traditional financial metrics such as return on assets or Tobin’s Q, yielding inconsistent and 

sometimes conflicting results. More recent research has shifted towards more detailed models that see ESG 

performance as a key mediator, indicating that board diversity mainly affects CFS through its influence on 

sustainability practices. Additionally, the relationship is increasingly recognized as context-dependent, 
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influenced by firm-specific traits, governance structures, and broader institutional settings. This review fills an 

important gap by systematically synthesizing this complex and rapidly growing body of evidence. This review 

highlights key mechanisms, conditions that influence results, and methodological hurdles, thus providing a clear 

framework for understanding how board diversity relates to CFS and guiding future research. 

LITERATURE REVIEW 

Theoretical Framework 

The scholarly discussion on board diversity and CFS draws on multiple theories, with researchers often using 

different perspectives to explain how board composition influences sustainability outcomes. 

Agency theory offers a key perspective, suggesting that conflicts of interest between managers and shareholders 

can lead to poor corporate decisions. From this angle, board diversity, especially gender diversity, is seen as a 

governance tool that improves oversight. Female directors are often believed to be more independent, risk-

averse, and less tolerant of opportunistic managerial behavior, which helps lower agency costs and supports 

decisions focused on long-term value (Primacintya & Kusuma, 2025; Gull et al., 2025; Issa & Hanaysha, 2023). 

Resource dependence theory provides an additional perspective, highlighting the board’s role in managing 

external dependencies and securing vital resources. Diversity, including gender and cultural diversity, broadens 

the range of skills, experiences, and networks available to the company. Directors from diverse backgrounds can 

offer unique viewpoints, connections to various stakeholder groups, and legitimacy that help firms navigate 

complex social and environmental expectations (Alawadi et al., 2025, 2024; Putri et al., 2025). 

Stakeholder theory broadens the focus from shareholders to include a wider range of groups whose interests are 

vital to corporate sustainability. It suggests that companies that effectively manage relationships with employees, 

communities, and the environment will perform better over the long term. Board diversity is believed to promote 

a more inclusive and empathetic boardroom environment, making companies more attentive to the concerns of 

diverse stakeholders (Al-Sarraf et al., 2025; Kampoowale et al., 2025). 

Critical mass theory addresses the detail that a single female director may have limited influence due to tokenism. 

It argues that a minimum threshold, often conceptualized as three or more female directors or roughly thirty 

percent representation, is necessary for women to exert meaningful influence, challenge groupthink, and reshape 

board decisions (Rahi, 2025; Khatri, 2023; Yadav & Prashar, 2023). 

Conceptual Framework 

Synthesizing the theoretical perspectives and empirical findings from the reviewed literature, this study proposes 

a comprehensive conceptual framework. This framework outlines the complex pathways through which board 

diversity affects CFS, including multiple independent variables, mediators, moderators, and control variables as 

specified. 

The dependent variable in this framework is CFS, which is measured in the literature using accounting-based 

measures (return on assets, return on equity), market-based measures (Tobin’s Q, stock price volatility), and 

risk-based measures (cost of debt, systematic risk). The independent variables consist of five different board-

related constructs: board gender diversity (percentage of women on the board, presence of a female chair), board 

cultural diversity (presence of foreign directors), board independence (proportion of non-executive 

directors), board skills (educational and occupational expertise), and board tenure (length of director service). 

The framework identifies three main mediating mechanisms through which board diversity influences CFS. ESG 

performance (composite scores or individual pillar scores) is the most commonly examined mediator, 

representing a company’s sustainability practices. Carbon emissions performance acts as a specific 

environmental mediator, reflecting the success of climate-related strategies. Sustainability reporting functions 

as a disclosure-based mediator, showing how transparently firms communicate their sustainability efforts. 
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The relationship between board diversity and CFS depends on several moderating factors. Firm size affects the 

resources available for implementing diversity initiatives and sustainability strategies. Industry 

sensitivity determines the level of stakeholder pressure for environmental and social performance, with firms in 

sensitive industries feeling stronger impacts. National culture influences societal expectations regarding gender 

roles and corporate responsibility, thereby moderating the effectiveness of board diversity. 

Finally, the framework includes four control variables commonly used in empirical studies to isolate the unique 

effects of board diversity: firm leverage, profitability, ownership structure (e.g., family ownership, institutional 

ownership), and firm age. These factors are known to independently influence both board composition and 

sustainability outcomes, in addition to diversity. Figure 1 illustrates the proposed conceptual framework linking 

board diversity to CFS.  

Figure 1: A Conceptual Framework for Board Diversity and Corporate Financial Sustainability 

 

Summary of Key Variables 

The following table offers a clear overview of how the key constructs in the conceptual framework have been 

operationalized across the reviewed studies, highlighting the variety of measurement approaches used in the 

literature. 

Table 1. Operationalization of Key Constructs in the Board Diversity-CFS Literature 

Category Variable Operationalization (Related Studies) 

Dependent Corporate Financial 

Sustainability 

Return on assets (Kampoowale et al., 2025); Tobin’s Q (Kampoowale et 

al., 2025); systematic risk (Shakil, 2021); cost of debt (Zhu et al., 2024); 

economic value added (Makhija et al., 2025). 

Independent Board Gender 

Diversity 

Percentage of women on board (Al-Sarraf et al., 2025); presence of at 

least three female directors (Yadav & Prashar, 2023); female board chair 

(Słomka-Gołębiowska et al., 2023). 

 
Board Cultural 

Diversity 

Percentage of foreign directors (Paolone et al., 2024); presence of 

directors with international experience (Alawadi et al., 2025). 

 
Board Independence Proportion of non-executive directors (Pandey & Sharma, 2025); 

percentage of independent directors (Agnese et al., 2024). 
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Board Skills Directors with sustainability expertise (Abed et al., 2025); educational 

background (Arhinful et al., 2024); functional experience (Alawadi et al., 

2025). 

 
Board Tenure Average years of director service (Piñeiro Chousa et al., 2025); tenure of 

female directors (Abdelkader et al., 2024). 

Mediator ESG Performance Composite ESG scores from Refinitiv (Aladwan et al., 2025); individual 

pillar scores (Sandretto et al., 2025); ESG disclosure scores (Moussa & 

Elmarzouky, 2023); ESG disclosure quality (Baharom, 2025). 

 
Carbon Emissions 

Performance 

Total carbon emissions (Fan et al., 2023); carbon intensity (Alkurdi et al., 

2024); carbon disclosure (Yulianti & Waworuntu, 2025). 

 
Sustainability 

Reporting 

Sustainability report issuance (Hasan et al., 2022); disclosure index 

(Hossain et al., 2025); integrated reporting practices (Grassa et al., 2025). 

Moderator Firm Size Logarithm of total assets (Al-Sarraf et al., 2025); market capitalization 

(Arora & Sharma, 2022). 

 
Industry Sensitivity Classification as an environmentally sensitive industry (Amin et al., 

2025; Khatri, 2023); energy sector (Gidage & Bhide, 2025). 

 
National Culture Hofstede cultural dimensions (Fathoni et al., 2025); gender parity index 

(Grau-Grau et al., 2025). 

Control Leverage Debt-to-assets ratio (Aljammaz et al., 2025); debt-to-equity ratio (Arora 

& Sharma, 2022). 

 
Profitability Return on equity (Alahdal et al., 2024); return on assets (Vitale et al., 

2025). 

 
Ownership Structure Family ownership percentage (Aziz et al., 2025); institutional ownership 

(Hasan et al., 2022); government ownership (Aljammaz et al., 2025). 

 
Firm Age Years since incorporation (Hipólito et al., 2025); age categorization (Zhu 

& Chen, 2025). 

METHODOLOGY 

This review used a systematic and critical approach to synthesize the literature. The main data source was the 

Scopus database, which offers comprehensive coverage of peer-reviewed academic journals in business, 

economics, and related fields. The search was performed on February 11, 2026, using a refined Boolean search 

string developed from the original query. The search string combined terms related to board diversity with terms 

related to CFS and corporate governance, and was limited to titles, abstracts, and keywords. 

The initial search yielded 239 articles. These were then filtered using specific inclusion criteria. Only peer-

reviewed articles and reviews from academic journals were selected to ensure scholarly integrity. The focus was 

limited to the fields of Business, Management, and Accounting, as well as Economics, Econometrics, and 

Finance, to maintain consistency in the subject area. Publications were restricted to final versions, and only 

English-language articles published from 2020 to 2025 were included to reflect the latest advances in this fast-

changing domain. This period underscores the most recent developments. After applying these criteria, a final 

collection of 119 articles was chosen, forming the foundation of this critical review. 
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The analysis used a thematic synthesis method. Each article was carefully read, and important information was 

extracted, including theoretical frameworks, research questions, methods, key variables, and main findings. The 

synthesis involved finding common themes, patterns of agreement and disagreement, and trends in methodology. 

The analysis was not just descriptive; it also critically assessed the quality of evidence, identified gaps, and 

examined the assumptions behind existing research. This critical approach shapes the structure of the results 

section, which focuses on key synthesized findings rather than merely listing study outcomes. This review does 

not include meta-analysis or statistical synthesis, which may limit the precision of effect size estimates across 

studies. 

FINDINGS 

The analysis of the 119 reviewed articles uncovers a rich and increasingly advanced body of literature. The 

results are presented as five synthesized findings that highlight the main themes and key insights emerging from 

the collection. 

Finding 1: The relationship between board diversity and ESG performance is predominantly positive but 

exhibits significant nuance. 

Board diversity, especially gender diversity, positively links to ESG performance. This pattern is observed across 

various regions, including Europe (Grau-Grau et al., 2025; Odriozola Zamanillo et al., 2024), Asia (Kampoowale 

et al., 2025; Zhu & Chen, 2025), the Middle East (Aljammaz et al., 2025; Alahdal et al., 2024), and Africa 

(Agnese et al., 2024). However, the relationship is not the same everywhere. Critical mass theory is well 

supported, with studies showing that the positive influence of board gender diversity on ESG performance 

depends on reaching a threshold of at least three female directors or about 30% representation (Rahi, 2025; 

Khatri, 2023; Yadav & Prashar, 2023). Additionally, the impact differs across ESG pillars; gender diversity is 

most consistently and positively linked to governance performance, while its effect on environmental and social 

areas is often affected by other board traits or contextual factors (Grau-Grau et al., 2025; Sandretto et al., 2025; 

Odriozola Zamanillo et al., 2024). The influence of female directors also varies by executive status, with female 

executive directors sometimes exerting a stronger influence than their non-executive counterparts (Gull et al., 

2025; Cambrea et al., 2023). 

Finding 2: ESG performance functions as a critical mediating mechanism linking board diversity to CFS. 

ESG performance mediates the relationship between board diversity and CFS. Studies using mediation analysis 

show that while board gender diversity can directly affect financial outcomes, a large part of this effect is 

attributable to the improved sustainability practices promoted by diverse boards. For example, board gender 

diversity was found to enhance financial performance through improved ESG ratings (Kampoowale et al., 2025; 

Nguyen et al., 2023), to lower firm risk by superior ESG performance (Shakil, 2021), and to decrease debt costs 

by signaling stronger sustainability credentials (Zhu et al., 2025). This pattern of mediation highlights the idea 

that diversity creates value not through immediate financial gains but by influencing the strategic direction and 

governance processes that support long-term sustainability. 

Finding 3: The relationship between board diversity and CFS is contingent on a complex set of moderating 

factors. 

A key insight from the synthesis is the high level of context dependence that characterizes the board diversity-

CFS nexus. The effect of board diversity is greatly amplified or reduced by various moderators acting at multiple 

levels. At the governance level, the presence of supporting mechanisms such as independent audit committees 

(Samsudin et al., 2025), CSR committees (Agnese et al., 2024; Cosma et al., 2022), and board independence 

(Bukari et al., 2024) enhances the positive impact of diversity. Conversely, CEO duality can weaken this 

relationship (Bel-Oms et al., 2025). At the firm level, industry sensitivity emerges as a strong moderator, with 

the influence of board gender diversity on ESG being more significant in environmentally sensitive industries 

(Amin et al., 2025; Khatri, 2023). Family ownership, on the other hand, tends to lessen the positive effects of 

diversity (Aziz et al., 2025; Augustina & Barokah, 2024). At the institutional level, national culture (Fathoni et 
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al., 2025) and the broader regulatory environment, including gender parity and mandatory sustainability 

reporting, shape the effectiveness of board diversity (Grau-Grau et al., 2025; Vitale et al., 2025). 

Finding 4: The literature exhibits a pronounced methodological dominance of quantitative archival 

research. 

A majority of the reviewed studies (over 90%) use quantitative methods and data from commercial databases 

such as Refinitiv Eikon, Bloomberg, and Thomson Reuters. These studies commonly apply panel data regression 

techniques, including ordinary least squares, fixed-effects models, and system generalized method of moments 

estimators, to address endogeneity. Although this approach allows for large-sample analysis and causal 

inference, it often treats boardroom dynamics as a black box. Qualitative research remains limited but offers 

valuable insights. For instance, interview-based studies by Islam et al. (2022) and Alawadi et al. (2025) shed 

light on how board diversity influences sustainability outcomes, highlighting the roles of organizational culture, 

boardroom interactions, and the subtle use of social and skill resources. The lack of more qualitative work 

represents a significant gap in understanding the micro-foundations of the board diversity-CFS relationship. 

Finding 5: Persistent contradictions and significant geographical gaps characterize the current state of 

knowledge. 

Despite widespread agreement on the positive relationship between board gender diversity and ESG 

performance, some contradictions persist. Some studies report insignificant or even negative effects of board 

gender diversity on ESG performance (Najaf et al., 2025; Arhinful et al., 2024), which may stem from differences 

across national contexts, measurement methods, or a lack of critical mass. Additionally, the research is 

geographically biased. While there is considerable focus on European, North American, and select Asian markets 

(notably China, Malaysia, and Indonesia), other regions are underrepresented. Research on Africa (Agnese et 

al., 2024), the Middle East (Abed et al., 2025), and Latin America remains limited relative to market size. 

Comparative studies across these regions are virtually absent, leaving institutional contingencies poorly 

understood. 

DISCUSSION 

Theoretical Implications 

The synthesized findings have important theoretical implications for understanding the relationship between 

board diversity and CFS. The review supports the multi-theoretical approach that characterizes the field, showing 

that agency, resource dependence, stakeholder, and critical mass theories are not mutually exclusive but provide 

complementary perspectives. Agency theory is supported by evidence that board gender diversity reduces 

managerial opportunism, earnings management, and ESG controversies (Gull et al., 2025; Primacintya & 

Kusuma, 2025). Resource dependence theory is strengthened by findings that board diversity grants access to 

valuable networks and legitimacy, helping firms better manage stakeholder relationships (Alawadi et al., 2025; 

Putri et al., 2025). Stakeholder theory is supported by the consistent link between board gender diversity and 

improved ESG performance, reflecting a more balanced consideration of diverse stakeholder interests (Al-Sarraf 

et al., 2025). 

Importantly, the review emphasizes the key role of critical mass theory in explaining the non-linear relationship. 

The evidence clearly shows that token representation alone is inadequate and that having at least three female 

directors is crucial for achieving meaningful board gender diversity influence on sustainability outcomes. This 

has significant implications for theory development, indicating that future research should go beyond linear 

models to examine the conditions under which critical mass functions. Some studies suggest that the threshold 

may vary with other board characteristics, such as the presence of a female chair (Słomka-Gołębiowska et al., 

2023) or the board's overall size, highlighting the need for more detailed configurational theorizing. 

The findings also support a configurational perspective, as advanced by Lewellyn and Muller-Kahle (2024), 

which argues that high ESG performance can be achieved through multiple equifinal combinations of board 

features and institutional factors. This view shifts the literature away from a simple “more is better” narrative 

http://www.rsisinternational.org/


INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (IJRISS) 

ISSN No. 2454-6186 | DOI: 10.47772/IJRISS | Volume X Issue III March 2026 
 

Page 7948 

www.rsisinternational.org 

 

  

 

 

toward a more nuanced understanding where the alignment between board diversity and other governance 

mechanisms influences outcomes. This configurational approach encourages researchers to explore how 

different types of diversity interact, such as the finding that the combined effect of gender and cultural diversity 

can sometimes negatively affect ESG performance (Paolone et al., 2024), indicating possible tensions that 

warrant further investigation. 

Practical Implications 

The findings of this review provide practical insights for practitioners and policymakers. For investors, the 

evidence indicates that evaluating board diversity involves more than just counting female directors. Investors 

should determine whether a board has reached a critical mass of female representation and whether this diversity 

is supported by other strong governance structures, such as independent audit committees and dedicated 

sustainability committees. Companies with these setups are more likely to demonstrate strong ESG performance, 

which is associated with lower risk and greater long-term value. 

For corporate boards, the review emphasizes that simply appointing female directors is not a cure-all. The 

success of board diversity relies on the organizational context and the support systems in place. Boards should 

look beyond appointing female directors and focus on their roles, ensuring women hold executive positions or 

serve on key committees where they can influence decision-making (Gull et al., 2025; Cambrea et al., 2023). 

For example, a manufacturing firm with three female directors on its sustainability committee is better positioned 

to reduce carbon emissions and improve ESG ratings than a firm with one female director serving only on the 

audit committee. Additionally, the findings point to the strategic value of ESG performance in enabling diversity 

to create financial benefits. Companies should therefore incorporate ESG into their overall strategy and use board 

diversity to strengthen these efforts, rather than viewing sustainability as a separate or minor issue. 

For policymakers, the findings support implementing gender quotas to reach a critical mass but also warn against 

a one-size-fits-all approach. The effectiveness of such regulations depends on the broader institutional context, 

as shown by the varying impacts of quotas across European countries (Méndez et al., 2025). For instance, 

Norway's gender quota law (requiring 40% female board representation) succeeded partly because it was 

accompanied by mandatory ESG disclosure requirements, whereas Italy's 2011 quota law showed weaker effects 

without complementary reporting mandates. Policymakers should therefore consider complementary policies 

that promote other boardroom qualities, such as independence and the formation of CSR committees, to foster 

an environment where diversity can flourish. Additionally, evidence that mandatory sustainability reporting 

strengthens the link between board diversity and ESG performance (Vitale et al., 2025) suggests that 

transparency requirements can amplify the benefits of board diversity. 

Recommendations for Future Research 

The findings of this review, along with the identified gaps, lay a solid foundation for further research on board 

diversity and CFS. Several areas deserve special focus in future studies. 

First, there is a pressing need for qualitative and mixed-methods studies to reveal the complexities of boardroom 

dynamics. The dominance of quantitative archival research has largely left unexplored the processes, 

interactions, and power relations through which diverse directors influence sustainability decisions. In-depth 

interviews, ethnographic observations, and process tracing can shed light on how directors navigate boardroom 

hierarchies, build coalitions, and turn their perspectives into tangible sustainability strategies (Alawadi et al., 

2025; Islam et al., 2022). Such work would complement existing large-sample studies by offering insights into 

the micro-foundations of the board diversity–CFS relationship. 

Second, future research should systematically examine how gender diversity intersects with other aspects of 

board composition. Early studies examining cultural diversity, age diversity, and functional expertise alongside 

gender diversity reveal complex interaction effects that challenge simple additive models (Alawadi et al., 2025; 

Paolone et al., 2024). Instead of considering gender diversity alone, scholars need to explore how different types 

of diversity interact, complement, or potentially conflict to influence sustainability outcomes. Such intersectional 
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approaches would provide a deeper and more nuanced understanding of how board composition affects 

outcomes. 

Third, scholars should broaden the geographic scope of research to include underrepresented regions. Although 

the literature provides substantial coverage of Europe, North America, and selected Asian markets, developing 

economies in Africa, Latin America, the Middle East, and parts of South and Southeast Asia remain relatively 

underexplored. Comparative studies that analyze how different institutional contexts, such as varying regulatory 

frameworks, cultural norms, and levels of economic development, affect the relationship between board diversity 

and performance would be especially valuable (Abed et al., 2025; Agnese et al., 2024). 

Fourth, longitudinal research designs that follow firms over long periods are necessary to understand the long-

term, delayed effects of changes in board composition on sustainability and financial results. While many studies 

use panel data, few have looked at how the impact of board diversity shifts over time or how ongoing diversity 

interacts with organizational learning and strategic adaptation. Such designs would also help clarify causality 

versus correlation, which remains a common challenge in this field. 

Finally, future studies should include emerging contextual factors in their analytical frameworks. Early research 

on economic policy uncertainty (Qureshi et al., 2024), digital transformation (Zhang et al., 2024), and climate 

transition risk (Chen et al., 2025) shows that these factors significantly impact how board diversity affects 

corporate outcomes. Specifically, digital governance mechanisms (such as algorithmic board monitoring and 

AI-assisted decision-making) and climate risk exposure (both physical and transition risks) remain unstudied as 

possible moderators of the board diversity–CFS relationship. As the business environment evolves, research 

should examine how board diversity helps firms adapt to new challenges and sustain financial performance. 

CONCLUSION 

This critical review synthesizes 119 articles to map the complex landscape of research on board diversity and 

CFS. The analysis shows that the literature has shifted from examining simple direct effects to more advanced 

models that include mediation, moderation, and non-linearity. The main conclusion is that board diversity 

positively affects CFS mainly through its impact on ESG performance, but this relationship depends on reaching 

a critical mass of female directors and is significantly influenced by governance structures, firm characteristics, 

and institutional contexts. 

Despite notable progress, the review highlights ongoing gaps that need attention. The absence of meta-analytic 

synthesis means the magnitude of observed effects remains unquantified. The dominance of quantitative archival 

research has left the processes and dynamics through which board diversity affects decisions largely unexplored. 

Geographic coverage remains uneven, with significant underrepresentation of developing economies. The 

intersection of gender diversity with other forms of diversity is only beginning to be studied, and emerging 

contextual factors, such as digital transformation and climate transition risk, remain underexplored. By 

addressing these gaps through the research directions outlined, future studies can enhance understanding of how 

board diversity contributes to sustainable corporate performance, thereby informing evidence-based policy and 

practice. 
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