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Abstract

This study investigates the influence of board gender diversity (BGD) on Environmental,
Social, and Governance (ESG) performance in publicly listed Indonesian companies from
2017 to 2023. Growing global climate concerns and the increasing non-financial
evaluation of companies necessitate an understanding of factors driving ESG
performance. This research addresses whether BGD positively impacts ESG performance
and if family relationships moderate this effect in Indonesian firms. Employing the
System Generalized Method of Moments (System GMM) on panel data, the research
addresses potential endogeneity, autocorrelation, and heteroskedasticity, acknowledging
that past ESG performance influences current performance. The findings reveal a
significant positive impact of overall BGD on aggregate ESG scores. However, BGD's
effect on Environmental and Social performance is not statistically significant, while it
significantly enhances Governance performance. The study also finds that family
relationships do not significantly moderate the relationship between BGD and ESG
performance. This suggests that BGD's positive influence on sustainability is consistent
across family and non-family firms. The research underscores BGD's importance in
corporate sustainability, but highlights nuanced internal company conditions and
ownership structures that may affect the realization of women's independent contributions
in strategic decision-making.
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INTRODUCTION

Global climate concerns, exemplified by extreme weather events, have prompted
international cooperation, leading to agreements like the 2015 Paris Agreement, which aims
to limit global temperature increases to 1.5-2 degrees Celsius. Indonesia, a nation vulnerable
to climate change, is committed to achieving net-zero emissions by 2060. Projections indicate
that without adequate climate change mitigation, the ASEAN region could face economic
losses of up to 37.4% of its total Gross Domestic Product (GDP) by 2050. Consequently,
corporate evaluation has expanded beyond financial performance to include Environmental,
Social, and Governance (ESG) aspects, which are crucial for long-term value creation,
fostering innovation, and enhancing competitiveness. ESG is also an important tool for
achieving carbon neutrality by encouraging companies to consider environmental impacts.
Strong ESG performance can reduce information asymmetry and market volatility (Chen et
al., 2023). In Indonesia, the Financial Services Authority (OJK) mandates sustainable finance
practices and sustainability reporting through POJK Number 51/POJK.03/2017 , aligning
with international standards such as IFRS Sustainability (S) 1 and 2 established by the
International Sustainability Standards Board (ISSB).

Alongside the rising focus on sustainability, board gender diversity has become a
significant area of attention. Boards play a critical role in shaping corporate strategy and
internal governance mechanisms (J. Cao et al., 2022). Research suggests that gender-diverse
boards are associated with improved financial performance and positively influence
environmental protection, social responsibility, and governance (Yagqin et al. 2024; Amorelli
and Garcia Sanchez, 2021; Francoeur et al., 2019; Galberth, 2018). The presence of women
on boards can also help curb greenwashing practices (Yagqin et al., 2024; P. Chen et at., 2023;
Barontini et al., 2023). Women directors introduce diverse values and perspectives that
influence company policies, including ESG commitments. Data from the Central Statistics
Agency indicates a steady increase in the proportion of women in managerial positions in
Indonesia since 2017. Female directors are often associated with greater transparency in
environmental information disclosure and a stronger focus on external stakeholder interests
(Pucheta-Martinez et al., 2019; Rao and Tilt, 2016). They can also improve a company's
capacity for decisions that support environmental performance, such as reducing emissions
and promoting sustainable products (Birindelli et al., 2019; Wasiuzzaman and Wan
Mohammad, 2019; Wu et al., 2021). Rooted in gender socialization theory, women tend to
prioritize community-oriented decisions and shared development, while men often focus on
personal achievement (Carlson, 1972; Dawson, 1997). Characteristics often attributed to
women, such as kindness, universalism, ethical behavior, or empathy, contribute to a more
socially and stakeholder-oriented leadership style (Malik, Nowland, & Buckby, 2021; Sun,
Dutta, Zhu, & Ren, 2021). Within the agency theory framework, board gender diversity
serves as a mechanism to enhance oversight of directors and executives (Buchetti et al.,
2025), promoting corporate transparency and ensuring comprehensive ESG implementation.

While the positive impact of board gender diversity on ESG performance is
recognized, the role of family ownership structures also warrants consideration. Family-
owned businesses are prevalent globally, particularly in Asia, including Indonesia. Family
members frequently hold influential positions, impacting strategic decisions. These
companies often prioritize their reputation, long-term orientation, family values, and risk
aversion, and tend to be more committed to social responsibility and good corporate
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governance (Block & Wagner, 2014; Chen & Xie, 2022; De Massis & Foss, 2018). However,
some studies suggest that women in family firms may occupy less strategic roles and face
social biases, limiting recognition of their abilities (Fitzgerald & Muske, 2022). Furthermore,
the impact of female directors on ESG performance has been observed to vary between
developed and developing nations (Wasiuzzaman and Subramaniam, 2023). For instance, it
may be limited in developing countries like Palestine (Zaid et al. 2020) or have a negative
impact in Latin American countries (Husted & Sousa Filho, 2019). Indonesia operates under
a two-tier board system, granting significant oversight and advisory power to the board of
commissioners.

Previous research on board characteristics and gender diversity predominantly
features companies in developed countries, with limited studies focusing on the specific
impact of board gender diversity, particularly within the board of commissioners, on ESG
performance, and the moderating role of family relationships in Indonesian listed companies.
This study aims to fill this gap by exploring whether board gender diversity positively
impacts the ESG performance of companies listed on the Indonesia Stock Exchange (IDX),
and whether this relationship is strengthened or weakened by the presence of family
relationships. The insights gained from this research are expected to contribute to the existing
literature and offer empirical guidance for regulators, companies, and investors, fostering
improved ESG performance through effective board gender diversity strategies and
governance

REVIEW OF LITERATURE

Environmental, Social, and Governance (ESG) consists of three main pillars:
environmental, social, and governance. The environmental pillar focuses on managing
environmental impact, climate, emissions, waste, and biodiversity conservation. The social
pillar centers on labor relations, human rights, and community engagement. Meanwhile, the
governance pillar assesses board structure, business ethics, transparency, and shareholder
rights protection. ESG has become a primary focus for investors, society, and policymakers,
driving companies to prioritize sustainability and adopt a stakeholder-oriented approach. The
increasing consideration of ESG criteria in investment decisions signifies a broader shift
towards sustainable and responsible investment practices (Gillian et al., 2021). By
prioritizing factors proven to significantly impact ESG performance, organizations can
optimize their resource utilization (Khaw et al., 2024).

ESG performance is gaining increasing attention as companies and stakeholders
recognize the importance of responsible business practices (Rau and Yu, 2023). Integrating
ESG principles into business strategy is widely acknowledged as an effective way to
strengthen corporate reputation (Mure et al., 2021). Corporate reputation has transformed
from merely an intangible asset into a measurable competitive advantage. This practice
demonstrates that companies are committed not only to short-term profits but also to
environmental stewardship, respecting social rights, and upholding accountable governance.
ESG performance is an indicator of a company's commitment and implementation of
sustainability practices across the three main aspects: environmental, social, and governance.
Measuring ESG performance not only reflects regulatory compliance but also demonstrates
how proactively a company manages its operational impact on the environment and society,
and implements good governance. ESG scores, as measured by the Refinitiv Eikon database,
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range from 0 to 100, where a higher score indicates better ESG implementation and greater
transparency in public information disclosure (Refinitiv, 2022).

Agency theory describes an interaction between two parties, where one acts as the
delegator or principal, and the other as the recipient of authority or agent. This delegation of
tasks from owners to other parties gives rise to agency theory (Mallin, 2013). In a corporate
context, company owners or shareholders act as the principals, while directors and
management, in their capacity as agents, are authorized to run the company's operations.
Agency theory discusses the contractual relationship between shareholders (principal) and
company managers (agent) for executing company activities on behalf of the principal,
particularly regarding decision-making processes (Jensen & Meckling, 1976). In return,
agents receive compensation commensurate with their position and their success in
increasing profits for the principal (Simpson & Taylor, 2013).

However, this agency relationship has the potential to cause losses due to the
possibility of agents acting in their self-interest or not fully prioritizing the principal's
interests. This is caused by factors of opportunism or conflict of interest, as agents tend to
prioritize their personal interests and goals over those of the principal. Jensen and Meckling
(1976) emphasize that agency relationships can give rise to "agency costs," which are the
expenses necessary to keep the interests of the principal and agent aligned.

The existence of agency costs motivates corporate governance mechanisms, ranging

from performance-based remuneration and mandatory information disclosure to more
independent and diverse board structures. A high number of independent directors on the
board brings various benefits, as they are considered more effective in monitoring and
controlling executives' tendencies towards conflicts of interest, ultimately reducing agency
conflicts (Buchetti et al., 2025). Agency theory is based on three fundamental assumptions
about human nature (Eisenhardt, 1989): self-interest, where human nature generally tends to
prioritize personal interests over others'; bounded rationality, the limitation of human
rationality in being unable to consider all alternatives; and risk aversion, the difference in
risk assessment between principals and agents, as agents tend to be risk-averse.
According to legitimacy theory, a company's existence in a social environment depends on
the extent to which it can adopt and reflect the values held by its surrounding society. Large-
scale companies are more likely to be monitored by the public and are expected to provide
positive impacts and benefits to society and their environment (Ningwati, 2022). Legitimacy
is a contract that requires a company to adhere to social values, both written and unwritten
(Zharfpeykan, 2021). A company will survive if society considers it capable of operating in
accordance with the values embraced by that society itself.

Legitimacy theory asserts that to remain publicly accepted, organizations must act in
accordance with applicable social rules and values. When an organization's behavior aligns
with societal expectations, it is considered legitimate (Deegan, 2014). The concept of
legitimacy is not static and must adapt to changes in norms, regulations, and public
expectations. Islam and Kokubu (2018) state that the arguments of legitimacy theory are
particularly suitable for use in countries experiencing high political and socio-cultural
dynamism, characterized by frequently changing policies, shifts in industrial structure,
transformations in governance and politics, pressures from various stakeholder initiatives,
and continuously evolving societal expectations. Companies integrate legitimacy strategies
with governance and sustainability practices.
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Companies that do not align with public expectations can create a legitimacy gap,
which can disrupt business continuity, from licensing obstacles to consumer boycotts. As
accountability for the implementation of legitimacy, companies provide relevant and
measurable information in the form of sustainability reports, integrated reports, or ESG
disclosures according to international standards. This serves as a form of transparency to
facilitate public monitoring and evaluation of the company's impact, while simultaneously
reducing the risk of a legitimacy gap. Legitimacy theory positions social reputation as an
intangible asset whose value is equivalent to financial value.

Stakeholder theory governs the parties for whom a company is responsible (Freeman,
1984). In addition to shareholders, many other parties are involved in the company's day-to-
day operational activities and can support the company's long-term success, so companies
must also be able to manage relationships with all stakeholders. Stakeholder theory argues
that business strategies need to consider the interests of all stakeholders (Friedman, 2002).
Ma and Ahmad (2024) state that company performance is inseparable from the support of
various stakeholders, including consumers, government, and society. Companies that have
good relationships with all stakeholders will be stronger in facing challenges and able to take
advantage of existing opportunities.

According to Deegan (2002), stakeholder theory has two perspectives. First, an
ethical perspective that highlights the moral obligation of organizations to treat every
stakeholder fairly. Second, a managerial perspective that focuses on organizational strategies
to control or influence certain stakeholder groups to achieve corporate goals. Fundamentally,
stakeholder theory combines ethical, social, and moral dimensions as a foundation for
managing the company, for example, through various environmental and social activities
(Buchetti et al., 2025).

In general, there are two models in corporate governance systems: a one-tier board
and a two-tier board. The fundamental difference between the two lies in the division of their
functions. Utama, Fitriany, Siregar, Rahadian, Utama, and Simanjuntak (2023) state that in
a one-tier system, there is a single board of directors (BOD) consisting of executive directors
and non-executive directors. Executive directors are responsible for the company's day-to-
day activities, while non-executive directors are not involved in daily operations but
participate in strategic policymaking and supervise the executive team. A two-tier system
consists of two boards: a supervisory board (known in Indonesia as the board of
commissioners) and an executive board (the board of directors). In a two-tier system, the
roles of the board of commissioners and the board of directors are clearly separated. The
board of commissioners is tasked with overseeing the work of the board of directors.
Countries with high gender equality indices provide broad access to education and
professional opportunities for women. This opportunity helps them build adequate
competence to become board members and provides self-confidence to advocate for their
ideas and values (Alves, 2023).

Current research trends show growing attention to the strategic role of gender-
balanced boards in creating value-added corporate policies. Empirical evidence regarding the
role of women in ESG disclosure is largely country-specific and cannot be definitively
concluded (Abdallah et al., 2023). Some studies conclude a positive influence between the
role of women and ESG disclosure (Arayssi et al., 2020; Velte, 2016; Wasiuzzaman et al.,
2020). Other studies conclude that there is no significant relationship between the role of
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women and ESG disclosure (Manita et al.,, 2018). This empirical evidence cannot be
generalized across all countries due to different governance systems and regulations in each
country (Matsa & Miller, 2013). Additionally, women tend to choose to join companies that
have high levels of social responsibility, which can lead to self-selection bias (Atit et al.,
2021).

In compiling the material and framework for this research, the researcher referred to
various previous studies with varying research results. Table 2.1 presents some of the
research titles used as references. These include "Top management team heterogeneity and
corporate ESG performance" (Dong, Zhang, & Teng, 2025), which found that gender
heterogeneity showed varied effects across ESG dimensions, positively influencing social
and governance aspects but tending to have a negative relationship with environmental
initiatives. "How does board gender diversity shape ESG performance?" (Zhu & Chen, 2024)
concluded that board gender diversity positively influences ESG performance. "Chairperson
gender, policy compliance and ESG performance of family firms" (Wang & Wang, 2024)
found that female chairpersons positively impact the ESG performance of family firms. "Do
board characteristics impact greenwashing? Moderating role of CSR committee" (Ma &
Ahmad, 2024) indicated that board gender diversity, board independence, and internationally
experienced directors negatively influence greenwashing. "Does board gender diversity
benefit for corporate ESG performance: Evidence from Germany" (Wu, Shahbaz, & Bigerna,
2024) found that a high percentage of women on the board positively impacts company ESG
performance and that women tend to care more about environmental and social performance
although they are less helpful in terms of governance. "Board gender diversity and ESG
performance: The mediating role of temporal orientation in South Africa context"
(Abdelkader, Gao, & Elamer, 2024) concluded that board gender diversity negatively
impacts ESG performance, especially in the short term. "Board gender diversity, quotas, and
ESG disclosure: Global evidence" (Alkhawaja et al., 2023) found that board gender diversity
positively influences ESG disclosure. Lastly, "Environmental, social, and governance (ESG)
performance and financial outcomes: Analyzing the impact of ESG on financial
performance" (Chen, Song, & Gao, 2023) concluded that ESG performance positively affects
company financial performance and significantly impacts large-scale companies'
performance.

The above research serves as a reference for developing several hypotheses linking
board gender diversity factors and ESG performance. From an environmental perspective,
gender diversity encourages more responsible management of resources and energy. From a
social perspective, diversity helps create a more inclusive work environment and improves
employee welfare. In terms of governance, the presence of female directors strengthens
decision-making and oversight through more diverse perspectives and high ethical standards.
Overall, gender diversity contributes to better corporate sustainability and performance
(Yaqin et al., 2024). Within the agency theory framework, gender diversity on the board is
positioned as a mechanism to tighten control over the actions of directors and executives.
This more effective oversight encourages corporate information disclosure and helps ensure
that ESG practices are fully implemented in operational activities (Buchetti et al., 2025).
Based on their characteristics, female directors on the board are more willing to handle social
and environmental activities, while male directors only focus on achieving financial goals
(Arun et al., 2015; Liao et al., 2016). In general, men tend to emphasize hierarchical
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structures and competition, while women are more inclined to pay attention to social welfare.
As a result, female board members are usually perceived as more cautious, cooperative, and
empathetic (Radtke, 2000). However, the influence of female directors is considered more
limited in developing countries; female directors are unable to influence sustainability
performance in the context of Palestine (Zaid et al., 2020). Similarly, the presence of women
on boards in Latin American countries negatively affects ESG performance (Husted & Sousa
Filho, 2019). The presence of women at the board level limits greenwashing practices, as
women are considered to have more ethics and strive to protect all stakeholder interests to
improve environmental performance and information disclosure (Yiming et al., 2024). Based
on this, to understand the conditions in Indonesia, the following hypothesis formulated:
o HI: Board gender diversity has a positive effect on ESG performance.

Family shareholders often influence their businesses by appointing family members
to the board to align with their values to increase environmental activities (Cordeiro et al.,
2020). Gender diversity on the board can add perspectives that encourage companies to
implement ESG practices. However, in companies with family relationships, this can affect
independence, thereby weakening the influence of gender diversity on ESG performance
(entrenchment effect). The appointment of female directors in family companies is based on
affiliation and family relationships (Abdullah, 2014; Bettinelli et al., 2019; Campbell &
Minguez-Vera, 2008; Seckin-Halac et al., 2021). As a result, these directors will make
decisions that align with family preferences (Thomsen & Pedersen, 2020; Nadeem et al.,
2019), especially those that support long-term reputation such as ESG (Miller & Le-Breton-
Miller, 2006).

Family stock ownership plays an important role in corporate governance practices,
both in developed and developing countries. Family shareholders generally focus on
preserving family values and traditions and improving the economic well-being of the family
(Alshareef and Sulimany, 2024). Several studies conclude that family relationships have a
positive effect on the relationship between board gender diversity and ESG performance
(Cordeiro et al., 2020; Gavana et al., 2023). Based on these research findings, the following
hypothesis formulated:

e H2: Family relationships moderate the effect of board gender diversity on ESG
performance by weakening that effect.

RESEARCH METHOD

This study employs a quantitative approach utilizing empirical secondary data. The
quantitative method is deemed appropriate for testing the correlation between the variables
under investigation, specifically evaluating the impact of board gender diversity on ESG
performance. Such hypothesis testing necessitates statistical analysis of quantitative data
obtained from valid and reliable sources. By using empirical secondary data, this research
aims to accurately represent the phenomenon based on empirical evidence found in the field.
The necessary data for this research were obtained from the Refinitiv Eikon database and
annual reports and financial statements of public issuers available on the Indonesia Stock
Exchange website or directly from the respective company websites.

The research sample was drawn from publicly listed companies on the Indonesia
Stock Exchange (IDX) during the 2017-2023 period. A purposive sampling method was
utilized to select the sample, focusing on companies that best suited the study's objectives
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and possessed specific relevant characteristics. Sample criteria included companies that
presented audited annual financial reports as of December, ensuring accuracy and
compliance with accounting standards. Additionally, to ensure compliance with POJK
Number 51/POJK.03/2017 concerning the Application of Sustainable Finance for Financial
Services Institutions, Issuers, and Public Companies, which has been effective since 2017,
the observation period commenced from 2017.

This study utilizes a panel data regression method, combining time-series and cross-
section data. To address potential endogeneity, autocorrelation, and improve estimation
validity, the System Generalized Method of Moments (System GMM) approach was chosen
as the primary method. This method was also selected based on the characteristic of the
dependent variable, the ESG score, which is influenced by its past performance (lagged
effect). In the baseline model (Model 3.1), the previous year's ESG score is included because
sustainability performance is generally influenced by prior year performance. Control
variables are incorporated into the model to ensure that the coefficient of Board Gender
Diversity (BGD) reflects the contribution of women on the board after accounting for firm
characteristics. The empirical model for overall ESG performance is:

ESGi = fo+ aESGir.1 + fiBGDi; + 2BSIZE;: + JFSIZE;: + fsROA; + BsLEVi +
PsSektoris + & (3.1)

Subsequently, to investigate the moderating role of family relationships, the
interaction term BGDXFAMILY is added to the ESG model. This aims to determine whether
family relationships strengthen, neutralize, or weaken the effect of BGD on ESG
performance. The empirical model incorporating moderation for overall ESG performance
is:

ESGi; = o + aESGir1 + fiBGDi: + oBGDj: x FAMILY ;s + BBSIZE; + P4FSIZE; +
ﬂjROA[t + ﬂ6LEV,t + ﬂ7S€kt0F[t + &it (32)

Board gender diversity, the independent variable, reflects the overall diversity of the
board measured using the Blau index. The Blau index is frequently used in gender diversity
research as it measures the balance of gender proportions (Blau, 1977). Its calculation is:
Blau=1- Y} P?

Here, P represents the proportion of objects in a category or the percentage of genders
(male and female) on the board, and n=2 denotes the number of gender categories (male and
female). Blau index values range from 0 (lowest diversity) to 0.5 (highest diversity,
indicating an equal number of males and females). For instance, a board composition of 1
female and 3 males (25% female, 75% male) yields a Blau index of 1 — (0,252 +
0,75%)=1— 0,625 = 0,375.

ESG performance, the dependent variable, is measured by the aggregate ESG score
obtained from Refinitiv Eikon, with scores ranging from 0 to 100. Higher scores indicate
better ESG performance. For simplification, ESG scores in this study are divided by 100.
Refinitiv Eikon's ESG scores evaluate a company's operations and ESG performance using
publicly available data (e.g., annual reports, company websites, stock market reports, news,
non-governmental organization websites, and corporate social responsibility reports from
leading companies).

Family relationship serves as the moderating variable, influencing the strength of the
relationship between the independent variable (board gender diversity) and the dependent
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variable (ESG performance). A company is considered to have family relationships if its
management or commissioners are family members, or if it is family-owned and founded, or
managed and controlled by the founding family, as identified from annual reports.

The analysis of the influence of board gender diversity on corporate ESG performance will
be conducted using the Dynamic Panel Data (DPD) method with System Generalized Method
of Moments (GMM) estimation, as it is able to assess the characteristics of ESG performance
influenced by previous year's performance. Arellano and Bond (1991) developed the GMM
approach for dynamic panel data, allowing for consistent and efficient estimation of dynamic
linear regression models. This method is designed to address common panel data problems,
especially endogeneity and heteroskedasticity, by leveraging information from internal
instrumental variables, such as lagged dependent variables. Therefore, the potential
endogeneity issues in the relationship between BGD and ESG can be mitigated by System
GMM.

The Arellano-Bond test is designed to detect autocorrelation in dynamic panel data
models estimated using the GMM approach. This test is crucial in dynamic regression models
that include lagged dependent variables as predictors, as autocorrelation can indicate invalid
instruments, leading to biased and inconsistent parameter estimates. Specifically, the
Arellano-Bond test evaluates the presence of first-order (AR(1)) and second-order (AR(2))
autocorrelation in the error term. The expected outcome is negative autocorrelation at the
first order (AR(1)), which is a natural consequence of the differencing process. However, the
absence of second-order autocorrelation (AR(2)) is critical, as its presence could indicate
invalid instruments, rendering model estimates unreliable.

Another test performed is the Sargan test, also known as the overidentifying
restrictions test, which assesses the validity of instruments in instrumental variable estimation
models, including within the GMM framework. This test examines whether the instruments
used in the model are uncorrelated with the error term, a crucial prerequisite for consistent
and unbiased parameter estimates. The Sargan test evaluates the null hypothesis (HO) that all
instruments used are valid, meaning they are uncorrelated with the error term and correctly
exclude endogenous variables. The test statistic follows a chi-squared distribution with
degrees of freedom equal to the number of instruments minus the number of estimated
parameters[cite: 242]. The interpretation of the test results is based on the p-value: if the p-
value is greater than the predetermined significance level (e.g., 0.05), there is insufficient
evidence to reject the null hypothesis, indicating that the instruments are considered valid.
Conversely, a small p-value (e.g., less than 0.05) indicates that at least one instrument is
invalid, which can lead to biased and inconsistent parameter estimates. The Sargan test is
used in conjunction with the Hansen test, which is a robust version of the Sargan test against
heteroskedasticity and is more suitable for complex GMM models. The Hansen test is an
important diagnostic tool in GMM estimation for testing instrument validity in overidentified
models. The Hansen test offers advantages over the Sargan test, particularly under conditions
of heteroskedasticity and autocorrelation. The Hansen test is designed to provide valid results
under heteroskedasticity and autocorrelation, whereas the Sargan test assumes
homoskedasticity and no autocorrelation.
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RESULTS AND DISCUSSION

The empirical analysis conducted in this study investigates the relationship between
board gender diversity (BGD) and overall ESG performance, with a particular focus on the
moderating role of family ties within publicly listed companies in Indonesia from 2017 to
2023. Utilizing the System Generalized Method of Moments (System GMM), the research
effectively addresses dynamic panel data characteristics, endogeneity concerns, and
autocorrelation issues, ensuring robustness in the estimation process.

The findings reveal that board gender diversity exerts a statistically significant and
positive influence on overall ESG scores. This result is consistent with prior studies such as
Francoeur et al. (2019), Yagqin et al. (2024), and Amorelli and Garcia Sanchez (2021), which
suggest that the inclusion of women in corporate governance structures enhances
transparency, accountability, and stakeholder engagement—key components of sustainable
business practices. The coefficient for BGD remains consistently positive across all models
tested, with significance levels ranging from 1% to 5%, reinforcing the argument that gender-
inclusive leadership contributes to stronger sustainability outcomes.

Table 1.
Regression Results for Model 3.1 (System GMM Estimation)

ESG Coef. Std. Err. t Pt [95% Conf. Interval
ESGLI. 04721218 0,1297389 3.64 0.000* 0.2141 0,7301218
BGD 22,2249 10,31117 2.16 0,017+* 1,7200 42 7298
BSIZE 5921108 3.14326 1.88 0.0315%=* -0.3206 12.1718
FSIZE 3.201401 1.326806 241 0.009* 0,5629 5.8399
ROA -1,57547 1252073 -0.13 0.450 -26.4743 2332337
LEV -4.531883 11.01808 -0.41 0,341 -26.4426 1737878
Sektor
Consumer Non-Cyclicals  1.155488 0675288 012 0.453 -18.08488 2039586
Basic Materials -1.223581 10.443 -0.12 0.454 -21.99063 1954347
Consumer Cyclicals 1196833 1093892 1.09 0.139 -9.784008 3372157
Financials -0.8428398 9.329315 -0.09 0464 -19.39521  17.70953
Technology 33.2036 00,73704 0.33 0.370 -163,1362  231.5434
Real Estate p.l?G?OSI 6.619983 0.03 0.490 -12,98786 1334127
Industrials -T.688651 6.942674 -1.11 0.136 -21.49492 6117617
Utilities -2.156945  6,748915 -0,32 0,375 -15.5779 11,26401
Healthcare 6.667177  8.368792 0.30 0.214 -0.975084 2330944
_cons -86.66612  43.4011 -2.00 0,025 -172.974  -0,3582698
AR(1) (p-value) 0.014
AR(2) (p-value) 0424
Sargan Test (ovenidentification) (p-valoe) 0.416
Hansen Test (ovenidentification) (p-value) 0,311

Source: STATA Output (2025)

These results align with legitimacy theory, suggesting that firms increasingly view
ESG performance not only as a strategic advantage but also as a means to maintain social
license to operate. In this context, the presence of female directors can be interpreted as a
symbolic gesture toward inclusivity, ethical leadership, and broader societal expectations,
thereby enhancing organizational legitimacy.

When family ties are introduced into the model as a moderating variable (Model 3.2),
the interaction term between BGD and FAMILY (BGD _FAM) reveals a negative and
significant coefficient. This indicates that while board gender diversity positively influences
ESG performance, the presence of family relationships within the firm weakens this positive
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effect. This finding introduces a novel dimension to the discourse on corporate governance
and sustainability by highlighting how socioemotional wealth (SEW) dynamics in family-
controlled firms may limit the impact of gender diversity on ESG outcomes.

Table 2.
Regression Results for Moderated Model (Model 3.2)
ESG Coef. Std. Err. t Pt [95%% Conf. Interval]

ESGLI1 0540474  0.0913819 5.90 0.000* 03583532 0.7223947
BGD 21.83205 10.4813 2.08 0,020%*  (0B97305 4267615
BGD_FAM -9.063307 2302631 -0.42 0,339 -57.54349 3761669
BSIZE 4808657 3987385 1.21 0,116 -3.12169 12,739
FSIZE 2,763660 1.20875 2,29 0.0125%** 03599365 5167402
ROA -1,636525  13.28351 -0.12 0.451 -28.05224 2477919
LEV -4,198860 1210184 -0.34 0,366 -28.44367 2004593
Sektor
Consumer Non-Cyclicals 0230869  10.42812 0,02 0.491 -20.50659 2096833
Basic Materials -4.472024 9708688 -0.46 0.325 -23,95779 1501374
Consumer Cyclicals 8338024 9873428 0,84 0,201 -11,29547 2797332
Financials -3,018163 8986488 -0.34 0,369 -20.88878  14.85245
Technology 8785027 9173224 0.10 0.462 -173.6346 0 191.2046
F.eal Estate -2483763 6257872 -0.40 0,346 -14.93023 9958703
Industrials -6,001551 9434277 -0.73 0,233 -25.66265 11.850954
Utilities -3.953067 6,424732 -0.62 0,270 -16.72935  §.823217
Healthcare 2747801 7457097 0,37 0.357 -12.08146 1757706

cons -71,64587  30,70928 -1.80 0,038 -150.6121 7320381
AF(1) (p-value) 0,003
AFR(2) (p-value) 0.494
Sargan Test (overidentification) (p-value) 0.644
Hansen Test (overidentification) (p-vahue) 0.555

Source: STATA Output (2025)

This moderating effect supports the arguments made by Berrone et al. (2012), who
emphasize that family firms often prioritize emotional and reputational capital over
operational efficiency. Traditional power structures and patriarchal norms prevalent in
family-owned enterprises may restrict the influence of female directors, thereby diluting the
potential benefits of board gender diversity on ESG performance. These findings are
particularly relevant in emerging markets like Indonesia, where family ownership is
widespread and deeply embedded in the corporate landscape.

Further examination of control variables shows that financial indicators such as

profitability (ROA) and leverage (LEV) do not exhibit significant associations with ESG
performance. However, firm size (FSIZE) emerges as a consistent contributor to ESG scores,
likely due to larger firms having more resources to invest in sustainability initiatives and
being subject to higher scrutiny from stakeholders and regulatory bodies.
Sectoral differences are minimal when energy is used as the baseline category. None of the
industry dummies show statistical significance at conventional levels, indicating that ESG
performance is more influenced by internal firm characteristics rather than external sectoral
pressures. This finding corroborates Orlitzky et al. (2003), who argue that firm-level
governance mechanisms play a more critical role than industry-specific dynamics in shaping
ESG outcomes.
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Figure 1.
The Moderation Effect of Family Ties on the Relationship Between Board Gender
Diversity and ESG Performance

Description: This figure illustrates the conceptual moderation framework showing

how family ties weaken the positive relationship between board gender diversity and ESG
performance. It visually represents the interaction effect discussed in Model 3.2.
The specification tests confirm the validity of the instruments used in the System GMM
estimation. Both the Sargan and Hansen tests yield p-values above the 0.05 threshold,
supporting the null hypothesis that the instruments are uncorrelated with the error term.
Additionally, the AR(1) and AR(2) tests indicate no second-order serial correlation in the
residuals, validating the use of lagged dependent variables in the model.

These empirical findings contribute significantly to the growing body of literature on
corporate governance and sustainability, particularly in emerging economies where
institutional frameworks around ESG disclosure are still developing. Unlike in developed
economies, where ESG reporting is largely market-driven, Indonesian firms operate in a
hybrid environment shaped by both regulatory mandates and voluntary disclosures. Despite
these relatively weaker institutional pressures, this study demonstrates that board gender
diversity can act as a catalyst for improving ESG performance.

Moreover, the moderating role of family ties offers a fresh perspective to the field of
economic development, especially in contexts where traditional ownership structures persist.
The findings imply that without structural reforms aimed at empowering female leadership,
the full potential of gender diversity in promoting sustainable and ethical business practices
cannot be realized.

Policy implications derived from this study include the need for stronger incentives
to promote gender-balanced boards, particularly in family-controlled firms. Regulatory
bodies such as the Financial Services Authority (OJK) could consider integrating gender
diversity metrics into their ESG disclosure guidelines, encouraging firms to move beyond
tokenism toward substantive representation. Furthermore, investor education on the long-
term benefits of gender-diverse boards could help shift market perceptions and drive demand
for inclusive governance structures.
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CONCLUSION

This study investigates the relationship between board gender diversity and ESG
performance in publicly listed companies in Indonesia, with a particular emphasis on the
moderating role of family ties. Utilizing a dynamic panel data approach through System
Generalized Method of Moments (System GMM) estimation over the period 2017-2023, the
findings reveal that board gender diversity has a statistically significant and positive impact
on overall ESG scores. This supports previous theoretical foundations such as legitimacy
theory and stakeholder theory, which emphasize the importance of inclusive governance
structures in enhancing corporate accountability, transparency, and long-term value creation.

The inclusion of women in corporate boards contributes to more responsible decision-
making processes, aligning firms with societal expectations regarding sustainability and
ethical leadership. However, the presence of family relationships within firms significantly
weakens this positive association, suggesting that socioemotional wealth dynamics may
constrain the influence of female directors in family-controlled enterprises. These findings
enrich existing theories by introducing family ties as a novel moderating variable in the board
diversity—ESG nexus, particularly relevant in emerging economies where family ownership
is prevalent.

From a practical standpoint, these results underscore the need for regulatory
interventions aimed at promoting substantive gender representation on corporate boards,
especially in family-owned firms. Policymakers, including regulatory bodies like the
Financial Services Authority (OJK), are encouraged to strengthen ESG disclosure
frameworks by incorporating gender diversity metrics and incentivizing transparent reporting
mechanisms. Furthermore, internal corporate policies should ensure that female directors are
not merely symbolic appointees but active participants in strategic decision-making
processes.

For future research, it is recommended to explore additional governance-level
moderators such as board independence, the presence of sustainability committees, or
cultural norms that may mediate the relationship between gender diversity and ESG
outcomes. Longitudinal studies tracking changes in ESG performance following policy
reforms on board composition could further validate the causal mechanisms identified in this
research. Additionally, comparative analyses across different institutional settings would
enhance the generalizability of the findings beyond the Indonesian context.

In conclusion, this study affirms that board gender diversity plays a pivotal role in
advancing sustainable corporate practices. While family ties moderate this relationship
negatively, the overarching evidence indicates that inclusive governance structures
contribute positively to economic development goals, particularly those aligned with ethical
leadership, stakeholder welfare, and long-term organizational legitimacy.
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