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What Types of Company Have Female and Foreign Directors?

1. Introduction

Given the rapidly declining trend in population, the increase in female labor participation is
regarded as one of the pillars of growth-promotion policy. The labor force of Japan is predicted
to decrease by 0.8% on an annual basis until the year 2030, which will negatively contribute to
the annual real GDP growth rate by 0.5%. To mitigate this negative effect, the Japan
Revitalization Strategy in 2013 set a target for the labor participation rate of females aged
between 25 and 44 of 73% by 2020. Because the labor participation rate of females aged 25 to
44 in 2012 was 68%, the target of 73% means 5 percentage points increase.! Meanwhile Japan
is known as its low level of female engagement in senior positions (e.g., OECD, 2012).2 To
address this problem, the strategy encourages companies to employ more females in director
and managerial positions: For example, the strategy states that listed companies should have at
least one female director on the board.

According to the 2010 Population Census, the number of female directors is approximately
765 thousand (23.2% of the total number of company directors) in Japan. Although the figure is
far smaller than the number of male directors, the absolute number of more than 700 thousand is
not negligible. To establish effective policy measures, it is essential for policymakers to have
detailed evidence of the types of companies that employ female directors, but the subject has not
been well researched. While it is not difficult to identify the female directors in public (listed)
companies from the financial statements, the majority of the female directors are employed
outside of the listed companies. Government official statistics covering small- and
medium-sized companies do not have sufficient information about the attributes of company
directors or the detailed company characteristics. For example, the Basic Survey of Japanese
Business Structure and Activities (Ministry of Economy, Trade and Industry: METI) and the
Financial Statements Statistics of Corporations (Ministry of Finance) do not have information
about demographic characteristics such as the gender and age of managers and directors. The
Economic Census for Business Activity and its predecessor the Establishment and Enterprise
Census (Ministry of Internal Affairs and Communications: MIAC) collect information about the
number of male/female paid directors. As a result, the basic characteristics of establishments

! The labor participation rate had increased by 6 percentage points from 2002 to 2012. The
contribution of the stated increase in female labor force to GDP growth by 2020 is similar in
magnitude with that of the past ten years.

2 For example, according to the Global Gender Gap Index (World Economic Forum, 2013), Japan is
ranked 105th among the 136 countries.



and companies such as the industry and number of female directors can be identified, but the
information for the company characteristics is limited in these censuses. For example, These
censuses do not have information about performance measures (e.g., profitability and
productivity) and the governance structure (e.g., composition of shareholders).?

Given the globalizing trend in business activities, foreign directors also attract attention from
the viewpoint of board diversity. Even in Japan, some large listed companies have recently
started to appoint foreign nationals as chief executive officers (CEOSs) or directors. However, the
empirical studies on foreign directors are nearly nonexistent, partly because the government
statistics generally do not have information regarding the nationality of directors.

Against this background, this paper, using an original company survey linked with the
government statistics, presents empirical findings about the relationship between various
company characteristics and the diversity of board structure. The purpose of this study is to
identify what types of company have female/foreign directors in Japan. Specifically, we use the
Survey of Corporate Management and Economic Policy (Research Institute of Economy, Trade
and Industry: RIETI) and the Basic Survey of Japanese Business Structure and Activities
(MET!]) for the fiscal year 2011. The gender of CEOs and the number of directors by gender and
nationality (Japanese/non-Japanese) are available from the Survey of Corporate Management
and Economic Policy. A variety of company characteristics such as industry, the number of
employees, the ratio of foreign shareholdings, sales, and profit can be obtained from the Basic
Survey of Japanese Business Structure and Activities. The number of sample companies in this
matched data set is approximately 3,200. The detail of the data will be explained in Section 3.

To preview the major findings of this paper, first, the listed and long-established companies,
subsidiaries of parents, and unionized companies are less likely to have female directors. On the
other hand, owner-managed companies tend to have female directors and CEOs. Company age
is negatively related to the presence of female directors: Females have a higher chance to
become a director in younger companies. Second, while some past studies in the United States
and European countries find evidence of “tokenism,” whereby female-led companies do not
appoint additional females as directors, we do not find such evidence among Japanese
companies. Third, foreign directors are extremely rare. While foreign-owned companies and
companies engaged in overseas activities tend to have foreign directors, other company
characteristics, such as size and listing status, do not have systematic relationships with the
presence of foreign directors.

The rest of this paper is structured as follows. Section 2 briefly reviews the literature. Section

® Siegel and Kodama (2011) partially overcome the data limitation by linking the data from the
Establishment and Enterprise Census with the Basic Survey of Japanese Business Structure and
Activities to analyze the relationship between the female director/manager and company
performance.



3 explains the method of analysis and the data used in this paper. Section 4 reports and
interprets the results, and Section 5 concludes with policy implications.

2. Literature Review

Recently, the gender of CEOs and the board diversity have attracted attention from
researchers, and a relatively large number of studies on the subject have been conducted in the
field of labor economics and financial economics.* Studies from the viewpoint of female labor
mainly focus on the issue of the gender gap in compensation (e.g., Bell, 2005; Elkinawy and
Stater, 2011; Bugeja et al., 2012) and discrimination in promotion by gender (Bertrand and
Hallock, 2001; Elkinawy and Stater, 2011; Matsa and Miller, 2011; Gayle et al., 2012; Smith, et
al., 2013; Conyon, 2014).> On the other hand, the major interests of the studies in the field of
finance and corporate governance are the effect of the female director on company performance
(e.g., Carter et al., 2003; Wolfers, 2006; Adams and Ferreira, 2009; Gul et al., 2011; Ahern and
Dittmar, 2012; Dezs6é and Ross, 2012; Pathan and Faff, 2013; Matsa and Miller, 2013;
Gregory-Smith et al., 2014) and the different management styles of female leaders (e.g., Gul et
al., 2011; Huang and Kisgen, 2013; Matsa and Miller, 2014).

In these studies, the company characteristics that appoint female CEOs/directors are not
necessarily the main focus of the analyses, but a few of them present descriptive statistics on
the relationship between the company characteristics (industry, size, age, etc.) and the existence
of female CEOs or the number of female directors. In terms of industry, past studies in the U.S.
indicate that female CEQOs and directors are likely to be in companies operating in the service
(especially health and social services) and retail industries (Bertrand and Hallock, 2001;
Wolfers, 2006; Gul et al., 2011; Bugeja et al., 2012; Huang and Kisgen, 2013). In terms of
company size, studies in the U.S. generally find that the company size is positively associated
with the number of female directors (Carter et al. 2003; Farrell and Hirsch, 2005; Adams and
Ferreira, 2009; Gul et al., 2011), with the exception of Bertrand and Hallock (2001), which
indicates that the size of companies with female directors is relatively small. Regarding female
CEOs, Wolfers (2006) suggests that the size of the companies with female CEOs is somewhat
smaller than the male counterparts. Studies reporting company age are scarce, but Gul et al.
(2011) indicate that older companies are more likely to have female directors than younger
companies in the sample of U.S. listed companies.

* Terjesen et al. (2009) present a comprehensive survey of this topic covering studies in sociology.

> It should be noted that as opposed to the majority of Japanese companies, for which the board of
directors and executives of the companies are not separated, these are often separated in companies
in the U.S. and certain European countries.



While the main interest of the studies mentioned above is not the determinants of female
directors, Farrell and Hersch (2005) and Parrotta and Smith (2013) are examples of studies that
focus on the determinants for the appointment of female directors. Farrell and Hersch (2005)
analyze the determinants and the effects of the appointment of females as new board members
in the U.S. They indicate that institutional ownership and profitability (ROA) are positively
related to the likelihood of adding a female to the board and that the percentage of females
already on the board has a negative relationship with the likelihood of a female being added to
the corporate board. Parrotta and Smith (2013), using a panel of Danish companies, analyze the
determinants of the presence of females on the board of directors. They find that the companies
with a female director on the board have a significantly lower probability of having another
female on the board of directors. They interpret the result as evidence of the tokenism
hypothesis.

In Japan, empirical studies on the relationship between the share of females in the workforce
and company performance have been increasing recently (e.g., Kodama et al., 2005; Kawaguchi,
2007), but the analysis on female CEOs and directors has been scarce. A notable exception is
Siegel and Kodama (2011). They construct a large data set by linking three government
statistics — the Basic Survey of Japanese Business Structure and Activities (METI), the
Establishment and Enterprise Census (MIAC), and the Basic Survey on Wage Structure
(Ministry of Health, Labor and Welfare: MHLW) — and analyze the effects of female
representation at various levels of the organization on the profitability of companies. They
report that the presence and the number of female directors have a positive effect on
profitability (ROA) within the manufacturing industry; however, such an effect cannot be
observed in the service industry, in which the female participation in the workforce is relatively
well advanced. According to the descriptive statistics of their study, the ratio of female directors
is higher in the service industry compared to the manufacturing industry.

Regarding foreign directors, while the relationships between workforce diversity in
nationality and the various measures of company performance have been actively studied (e.g.,
Parrotta et al. 20144, b), analysis of the diversity at the board level has been limited. Oxelheima
and Randgy (2003) and Masulis et al. (2012) are the rare examples. Oxelheima and Randgy
(2003) analyze the effect of foreign (Anglo-American) board membership (AABM) on the
Tobin’s q for a sample of companies headquartered in Norway and Sweden. They find that the
market value of companies having AABM is significantly higher than that of the companies
without AABM. According to their descriptive statistics, several company characteristics such
as foreign ownership, company size, company age, and board size are positively related to the
presence of AABM. Masulis et al. (2012), using a sample of S&P 1500 companies, analyze the
effects of foreign independent directors (FIDs) on corporate governance and company



performance. According to their results, approximately 13% of the sample companies have
FIDs, and the companies with FIDs make more profitable cross-border acquisitions when the
targets are the home regions of the FIDs. However, the overall performance (ROA, Tobin’s q)
of the companies with FIDs is significantly lower. With regard to the company characteristics
associated with having FIDs, the company size, R&D intensity, foreign sales ratio, and board
size have a positive association with the existence of FIDs.

To summarize, although an increasing number of studies have presented several interesting
findings about the company characteristics related to the appointment of female directors and
CEOs, the stylized facts have not been established, and the studies on Japanese companies have
been scarce. Furthermore, studies on the diversity in nationality at the board level have been
rare. Evidence on the diversity of boards and its relationship with company characteristics in
Japan will contribute to deepening our understandings of this issue. The advantages of this
paper are the use of data covering a large number of both public (listed) and private (unlisted)
companies and the inclusion of a wide range of variables related to corporate governance, such
as the structure of shareholdings, the listing status, and the existence of labor unions.

3. Data and Methodology

The data used in this paper is from the Survey of Corporate Management and Economic
Policy (RIETI) and is linked with the Basic Survey of Japanese Business Structure and
Activities (MET]I) for the fiscal year 2011.

The Survey of Corporate Management and Economic Policy is an original survey conducted
by the RIETI from December 2011 to February 2012. The questionnaire was sent to 15,500
Japanese companies representing the manufacturing and service industries, and a total of 3,444
companies responded to the survey. The survey questionnaires include the managerial objectives,
composition of shareholders, and internal organizations. In this paper, we use questions about
the gender of CEOs, the background of CEOs (promoted from within as an employee, founder
of the company, a member of the founder’s family, and other backgrounds), the number of
directors including outside directors by gender and by nationality (Japanese or non-Japanese),
listing status, whether the company is owner-managed, and the existence of a labor union.
Among these survey items, some explanation about the “owner-managed” company may be
necessary. In the survey, an “owner” is defined as “a founder, a member of the founding group,
a descendant of a founder, and those who have a blood relation with the founder’s family.” An
“owner-managed company” is “a company for which the owner is working as the chief
executive or chairperson or a company in which the owner has substantial decision-making



rights.” This definition of the owner-managed company is similar to the family-controlled
company in the literature.

The Basic Survey of Japanese Business Structure and Activities, an annual survey begun in
1992, is a representative survey of the government statistics on Japanese companies with 50 or
more regular employees, including those engaged in mining, manufacturing, electricity and gas,
wholesale, retail, and several service industries. The purpose of this survey is to capture a
comprehensive picture of Japanese companies, including their basic financial information (sales,
costs, profits, book value of capital, etc.), the number of employees, R&D expenditure, IT usage,
exports, and foreign direct investment. In this paper, we use the data from the survey for the
fiscal year 2011 (conducted in 2012). The survey items used in this paper include the industry
classification, foreign ownership ratio, existence of a parent company®, number of regular
employees, year of establishment, holdings in foreign subsidiaries, exports, and profit. In
addition, financial information including the sales, labor cost, and book value of tangible assets
are used to estimate the total factor productivity (TFP).

We matched these two surveys at the company level to construct the final data set. The
number of matched companies is 3,198, of which 1,546 companies (48.3%) are classified in the
manufacturing industry.

Using the data set, we analyze the determinants of female directors and CEOs. We estimate
a Probit model for which the existence of female directors and female CEOs are used as the
dependent dummy variables. In parallel, we employ a Tobit model to explain the ratio of female
directors on the board. The reason for using the Tobit model is to avoid bias from censoring
because a large number of companies do not have female directors as indicated later. The
explanatory variables in the baseline estimations are the company size (log regular employees),
age (years since the year of establishment), the industry dummies (1 digit), the foreign
ownership ratio, the dummy for having a parent company, the dummy for a listed company, the
owner-management dummy, the labor union dummy, and the total number of directors. For the
Probit analysis, it is preferable to include the total number of directors as a control variable. The
reason for this is that even if the directors are appointed randomly, companies with large board
members are more likely to have at least one female on their board. For the Tobit model to
explain the ratio of female directors, it is not essential to use this control variable. However, it is
informative to include this variable, as past studies indicate that the total number of directors
has a positive relationship with the number of female directors and the ratio of females on the
board (Terjesen et al., 2009).

As mentioned in section 2, some studies suggest that companies with better performance

® The “parent company” is defined as a company holding more than 50% of the decision rights or a
company having substantial controlling power.



tend to appoint female directors (e.g., Farrell and Hersch, 2005), but other studies do not find a
significant relationship between performance and the presence of females on the board (e.g.,
Gregory-Smith et al., 2014). We use the ROA and TFP as additional explanatory variables to
investigate this relationship in Japan. The ROA is calculated as the current profit divided by the
book value of tangible assets. The TFP is calculated in a nonparametric manner by the index
number formula that uses a hypothetical representative company as reference.” This calculation
of TFP is frequently employed in productivity studies using data from the Basic Survey of
Japanese Business Structure and Activities (e.g., Nishimura et al., 2005; Fukao and Kwon,
2006; Morikawa, 2010, 2013).

Further, we use a female CEO dummy as an additional explanatory variable in the
estimations for the determinants of female directors. As mentioned in the previous section, the
effect of female leaders on the appointment of another female on the board is an important
research topic; however, the results have been divided into positive (e.g., Matsa and Miller,
2011) and negative (e.g., Farrell and Hersch, 2005; Parrotta and Smith, 2013). In these
estimations, the dependent variables — the existence of a female director and the ratio of female
directors — are constructed by excluding the female CEO herself.

We conduct similar estimations for the foreign directors. However, because our data set does
not have information about the nationality of the CEOs, we restrict the analysis to the
determinants of foreign directors. We use the indexes of globalization, specifically the dummies
for FDI (holding foreign subsidiaries) and exports, as additional explanatory variables.

The major variables and the summary statistics are presented in Table 1. The share of
companies with female directors is 19.0%, and the mean ratio of female directors is 5.4%. The
number of companies that have a female CEO is very small (1.2%). The share of companies
with foreign directors is only 1.3%.

4, Results

4.1 Female Directors

We begin by presenting the distribution of the number of female directors in the sample
companies (Table 2). The majority (81%) of companies has no female director, 14.3% have one

” The value added is used as the output, and labor (hours) and tangible capital stock are used as
inputs. The input and output of a hypothetical representative company are calculated as the
geometric means of those of all companies, and the cost shares of labor and capital are calculated as
the arithmetic means. The TFP for each company is calculated relative to the hypothetical
representative company.



female director, and 4.7% have two or more female directors.

Column (1) of Table 3 presents the Probit estimation results on the determinants for the
presence of female directors. The figures are the marginal effects of the explanatory variables
with the robust standard errors corrected for heteroskedsticity in parentheses. Owner-managed
companies tend to have females on their board, and the magnitude is economically significant:
Owner-managed companies are 15.8% more likely to have a female director. On the other hand,
companies controlled by a parent company, listed companies, and companies with labor unions
are less likely to have a female director on the board (marginal effects are -12.8%, -10.3%, and
-8.1%, respectively). The coefficient for company size is negative but statistically insignificant,
meaning that the larger companies do not necessarily tend to have female directors on the board.
Studies in the U.S. generally find a positive association between company size and the
likelihood of the presence of a female on the board (Carter et al. 2003; Farrell and Hirsch, 2005;
Adams and Ferreira, 2009; Gul et al., 2011); however, the result for the Japanese companies is
different. Even when we restrict the sample to listed companies, the coefficient for company
size is insignificant. ® The coefficient for company age is negative and significant, indicating,
other things being equal, that younger companies are more likely to have female directors. One
standard deviation (19.5 years) younger in age is associated with a 2.8% higher probability of
having a female on the board. In the U.S., Gul et al. (2011), for example, report that the mean
age of companies with female directors is higher than companies without female directors, but
the result here is the opposite. Even when we restrict the sample to listed companies, the
coefficient for company age is negative and significant at the 5% level. The coefficient for the
ratio of foreign shareholdings is insignificant, meaning that the probability of having female
directors is unaffected by foreign ownership. As expected, the coefficient for the number of total
directors on the board is positive and significant; that is, after controlling for company size and
other characteristics, the larger the board size, the higher is the probability of having at least one
female director. While the coefficients for industry dummies are not reported in the table, the
dummies for retail industry and the information and communications industry are positive and
significant (the manufacturing industry is the reference).

The Tobit estimation result for which the ratio of female directors is used as the dependent
variable is reported in column (2) of Table 3. The sign of the estimated coefficients for
owner-management, parent company, listed company, labor union, and company age are the
same as the results of the Probit estimation, and all of them are statistically significant at the 1%
level. The coefficients for company size and foreign ownership are both insignificant, which is
the same as the Probit estimation results.

The Probit estimation results for the determinants of a female CEO are presented in column

® The number of listed companies in our sample is 206.

.9.



(3) of Table 3. Because companies with female CEOs are rare, the majority of the variables are
insignificant. However, the coefficient for owner-management is positive and significant at the
1% level. The coefficient for company age is negative and significant at the 10% level,
suggesting that after controlling for the other company characteristics, female CEOs are more
likely to be in relatively young companies.

Studies outside Japan generally indicate that better performing companies tend to appoint
female directors to their board (e.g., Adams and Ferreira, 2009; Gul et al., 2011; Huang and
Kisgen, 2013). We analyze this point using the ROA and TFP as additional dependent variables
(not reported in the table). When adding the ROA as the performance measure, the coefficient is
positive and insignificant. On the other hand, when we add the TFP as the explanatory variable,
the coefficient for TFP is negative and significant at the 5% level for the presence and the
number of female directors. These results suggest that in Japan, companies that perform well do
not necessarily appoint female directors to the board.

As referenced in section 2, some studies in the U.S. and Europe present evidence supporting
the tokenism hypothesis that companies with a female director on the board have a significantly
lower probability of appointing another female to the board of directors (Farrell and Hersch,
2005; Parrotta and Smith, 2013; Smith et al., 2013). Furthermore, Smith et al. (2013) indicate
that a female chairman on the board of directors has a negative effect on the chances for the
promotion of a female to CEO. On the other hand, Matsa and Miller (2011) and Elkinawy and
Stater (2011) find a positive spillover effect of the presence of female board members on the
probability of having female top executives among the listed U.S. companies. To address this
issue, we use the female CEO dummy as an additional explanatory variable in the estimations
for the presence and the ratio of female directors. In these estimations, the dependent variables
are constructed by excluding the female CEO herself. The coefficients for the other explanatory
variables are not fundamentally affected by the inclusion of this variable. The coefficients for
female CEO are negative and insignificant for both the Probit and Tobit models (Table 4). That
is, among Japanese companies, we do not find strong evidence of the tokenism exhibited by
female-led companies not appointing additional females as directors.

In the empirical studies of corporate governance, reverse causality is often a difficult
problem to resolve.® However, the purpose of this paper is to identify the company
characteristics that determine the presence of female directors. Although we cannot completely
eliminate the possibility of reverse causality, it is unlikely that the presence of female directors
causes the fundamental company characteristics such as size, age, and composition of
shareholdings.

° Roberts and Whited (2013) survey the problems of endogeneity related to the empirical studies on
corporate governance.
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Table 5 is the tabulation of the background of CEQOs by gender. The data are taken from the
Survey of Corporate Management and Economic Policy. The questionnaire for the survey
inquired about the background of the CEOs using the following choices: 1) employee (clerical),
2) employee (engineering), 3) founder, 4) founder’s family, 5) parent company, 6) financial
companies, and 7) others. We combine choices 1) and 2) for the category “employee,” and
choices 5), 6) and 7) for the category “others.” It is obvious that the dominant background of
female CEOs is founder’s family (74.4%), and the percentage of CEOs promoted from the
employees is relatively small (9.3%).

To summarize, the results presented above indicate that it is difficult for females to become
directors or CEOs in listed long-established companies and their subsidiaries, suggesting the
existence of the “glass ceiling.” On the other hand, in the owner-managed companies, those
from the founder’s family including spouse and daughter have a greater chance to become
director, and in some cases they are promoted to CEO through the succession among family
members. In addition, younger companies provide greater opportunities for females to have
roles on the board. Recent studies in the field of corporate governance have indicated the
distinct characteristics of family-controlled companies compared with the companies
characterized by dispersed ownership (Morck et al. 2005; Mehrotra and Morck, 2013, for
surveys).”® The findings of this paper confirm the distinct nature of family-controlled

companies in the context of female representation.

4.2 Foreign Directors

In parallel with female representation on the board, that of foreign nationals also attracts
attention from the viewpoint of greater board diversity. Table 2 displays the distribution of the
number of foreign directors in the sample companies. The media reports the appointments of
non-Japanese as CEQOs or directors to large listed companies, but in our sample of a large
number of unlisted companies, the vast majority of companies (98.7%) do not have a foreign
director on the board.

Columns (1) and (3) of Table 7 present the baseline Probit and Tobit estimation results to
explain the presence and the ratio of foreign directors. For both estimations, the coefficients for
the ratio of foreign shareholding are positive and highly significant: Foreign ownership has a
positive association with the presence of foreign directors. However, other variables including

the company size and owner-management dummy are generally insignificant, with the

19 saito (2008), Mehrotra, et al. (2013), and Morikawa (2013) are examples of the empirical studies
on family-controlled companies in Japan.

.11.



exception of the board size. Apart from the foreign-owned companies, listed large companies do
not necessarily use non-natives as board members.™*

Columns (2) and (4) of Table 7 are the results reflecting the use of dummies for FDI
(holding foreign subsidiaries) and exporting as additional explanatory variables. The
coefficients for FDI are positive and significant at the 5% level in both the Probit and Tobit
estimations, and the coefficients for exporting have a positive association (the significance level
is 10%) with the presence of foreign directors. These results suggest that the expansion of
overseas activities contributes positively to greater diversity in the nationality of boards. When
adding the ROA or TFP as explanatory variables, the coefficients for these performance
measures are insignificant (not reported in the table), indicating that profitability and
productivity are not related to the presence of foreign directors.

5. Conclusion

This paper, using a linked data set of more than 3,000 Japanese companies in the fiscal year
2011 from the Survey of Corporate Management and Economic Policy and the Basic Survey of
Japanese Business Structure and Activities, empirically analyzes the determinants of the
presence and the number of female and foreign directors among Japanese companies. The major
findings can be summarized as follows. First, the likelihood of having a female director is
smaller for listed and long-established companies, subsidiaries, and unionized companies. On
the other hand, owner-managed companies are more likely to have female directors and female
CEOs. Second, we do not find evidence of tokenism — whereby female-led companies not
appointing additional females as directors — among Japanese companies. Third, foreign
directors are extremely rare. While foreign-owned companies and companies engaged in
overseas activities tend to have foreign directors, other company characteristics, such as size
and listing status, do not exhibit systematic relationships with the presence of foreign directors.

Notwithstanding the increasing pressure from the public and the institutional investors to
diversify the composition of board members, the boards of the listed large companies do not
necessarily exhibit greater diversity. In contrast, the boards of owner-managed companies and
young companies are more likely to be diverse in gender. Based on the findings of this paper, to
increase the number of female executives and directors substantially, it is necessary to take
comprehensive approaches without being limited to measures targeted to long-term employees
at listed large companies. “The Japan Revitalization Strategy” refers to the creation of new
businesses as an important challenge, aiming to achieve a business startup rate of 10%.

1 Even if we restrict the sample to listed companies, both size and age are insignificant.
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Although this program is not mentioned in the context of female directors, new businesses
started by females would directly lead to an increase in the number of female directors. In
addition, even for new businesses started by males, young and growing companies are likely to
appoint females as directors. The strategy also states that the government will “encourage new
businesses by females.” Policies to enhance female willingness to start new businesses will have
a consequent effect on increasing the number of female CEOs and directors. ** With regard to
board diversity in nationality, policies to increase inward FDI and to expand the overseas
businesses of domestic companies will contribute to board diversity. The fact that board size has
a positive association with the presence of female and foreign directors suggests that an increase
in the board size can be an option to diversify the composition of the board. Earlier studies
suggest that board size has a negative association with the market valuation of a company (e.g.,
Yermack, 1996), but more recent studies indicate that the optimal board size depends on various
business characteristics and that the reduction of the board size does not assure better company
performance (e.g., Boone et al., 2007; Coles et al., 2008; Linck et al., 2008; Wintoki et al.,
2012). For some companies, the benefit of diversifying the board composition may outweigh the
cost of increasing the board members. In such cases, appointing female/foreign directors in
parallel with expanding the board size is a practical solution.

12 Koellinger et al. (2013), using population surveys in 17 countries including Japan, find that the
lower rate of female business ownership is primarily due to their lower propensity to start businesses.
Higuchi and Kodama (2014), using the panel data for start-up businesses in Japan, find that the
probability of female-owned start-ups obtaining loans is not significantly different with that of
male-owned ones but that females tend to give up on obtaining loans before applying.
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Table 1 Summary Statistics

Obs Mean  Std. Dev. Min Max
Female director (dummy) 3,390 0.190 0.393 0 1
Ratio of female directors 3,389 0.054 0.128 0 1
Female CEO (dummy) 3,444 0.012 0.111 0 1
Foreign director (dummy) 3,444 0.012 0.111 0 1
Ratio of foreign directors 3,389 0.005 0.057 0 1
Company size (log employee) 3,198 5.245 1.031 3.912 11.249
Company age 3,198 43.726 19.456 0 167
Ratio of foreign shareholdings 3,198 1.377 9.714 0 100
Subsidiary (dummy) 3,444 0.329 0.470 0 1
Listed company (dummy) 3,412 0.060 0.238 0 1
Owner-managed (dummy) 3,392 0.569 0.495 0 1
Labor union (dummy) 3,384 0.297 0.457 0 1
Number of directors 3,389 5.272 2.638 1 25

Note: The figures are calculated from the Survey of Corporate Management and Economic Policy
(RIETI).

Table 2 Distribution of the Number of Female Directors

Companies %
0 2,745 81.0%
1 484 14.3%
2 126 3.7%
3 22 0.7%
4 9 0.3%
5o0r more 4 0.1%
Total 3,390 100.0%

Note: The figures are calculated from the Survey of Corporate Management and Economic Policy
(RIETI).

-18-



Table 3 Female Directors/CEO and Company Characteristics

(2) Ratio of female

(1) Female director (3) Female CEO

directors
Probit Tobit Probit
dF/dx Coef. dF/dx
Company size -0.0098 -0.0190 0.0022
i (0.0080) i (0.0137) i (0.0019)
Company age -0.0014 *** -0.0026 *** -0.0002 *
i (0.0004) i (0.0007) i (0.0001)
Ratio of foreign shareholdings 0.0002 0.0000 -
i (0.0009) i (0.0017) -
Subsidiary -0.1279 *** -0.2682 *** -0.0046
[ (0.0153) i (0.0345) i (0.0042)
Listed company -0.1030 *** -0.2572 *** -0.0076
i (0.0170) i (0.0666) i (0.0033)
Owner-managed company 0.1582 *** 0.2933 *** 0.0108 ***
i (0.0148) i (0.0299) i (0.0040)
Labor union -0.0810 *** -0.1523 *** -0.0005
i (0.0141) i (0.0297) i (0.0040)
Number of directors 0.0139 *** 0.0150 *** -
i (0.0026) f (0.0047) -
Industry dummies yes yes yes
Nobs. 3,057 3,057 3,049
Pseudo R2 0.1548 0.1858 0.0315

Notes: Estimated from data from the Survey of Corporate Management and Economic Policy (RIETI)
linked with the Basic Survey of Japanese Business Structure and Activities METI). Probit and Tobit
estimates with robust standard errors in parentheses. ***, ** and * indicate statistical significance at

the 1%, 5%, and 10% levels, respectively.
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Table 4 Female CEO and Other Female Directors

(1) Female director

(2) Ratio of female

(except CEO) directors (except CEO)
Probit Tobit
dF/dx Coef.

Company size -0.0157 ** -0.0340 *

i (0.0076) (0.0196)
Company age -0.0013 *** -0.0033 ***

i (0.0004) (0.0010)
Ratio of foreign shareholdings 0.0002 0.0000

i (0.0009) (0.0024)
Subsidiary -0.1233 *** -0.3871 ***

[ (0.0146) (0.0508)
Listed company -0.0870 *** -0.3064 ***

i (0.0176) (0.0906)
Owner-managed company 0.1480 *** 0.3997 ***

i (0.0143) (0.0432)
Labor union -0.0799 *** -0.2246 ***

[ (0.0134) (0.0427)
Number of directors 0.0144 *** 0.0094

i (0.0025) (0.0075)
Female CEO -0.0378 -0.1547

i (0.0407) (0.1329)
Industry dummies yes yes
Nobs. 3,057 2,956
Pseudo R2 0.1576 0.1643

Notes: Estimated from data from the Survey of Corporate Management and Economic Policy (RIETI)

linked with the Basic Survey of Japanese Business Structure and Activities METI). Probit and Tobit

estimates with robust standard errors in parentheses. ***, ** and * indicate statistical significance at

the 1%, 5%, and 10% levels, respectively.

Table 5 Background of Male/Female CEOs

Background (1) Male CEO (2) Female CEO
Employee 18.8% 9.3%
Founder 10.0% 0.0% **
Founder's family 40.3% 74.4% ***
Others 31.0% 16.3% **

Notes: The figures are calculated from the Survey of Corporate Management and Economic Policy

(RIETI). *** ** and * indicate the statistically significant differences between male and female

CEOs at the 1%, 5%, and 10% level, respectively. “Others” are the sum of “parent company”,

“financial institution”, and “others.”
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Table 6 Distribution of the Number of Foreign Directors

Companies
0 3,349 98.7%
1 16 0.5%
2 12 0.4%
3 9 0.3%
4 2 0.1%
5o0r more 4 0.1%
Total 3,392 100.0%

Note: The figures are calculated from the Survey of Corporate Management and Economic Policy

(RIETI).

Table 7 Foreign Directors and Company characteristics

F

F

() @ ®) @
Foreign director Ratio of foreign directors
Probit Probit Tobit Tobit
dF/dx dF/dx Coef. Coef.
Company size 0.0001 -0.0005 -0.0023 -0.0357
(00013) " (©oo11) " (©O0643) " (0.0642)
Company age 0.0000 0.0000 -0.0010 -0.0013
(©oo01) " (0ooo0) " 00027y " (0.0027)
Ratio of foreign shareholdings 0.0004 *** 0.0003 *** 0.0211 *** 0.0210 ***
(o0001) " (©ooo1) " (©o0027) 7 (0.0029)
Subsidiary 0.0016 0.0022 0.0681 0.1257
(0.003) " (00030) " (01514) 7  (0.1498)
Listed company 0.0040 -0.0001 0.1312 -0.0244
(©o0079) " (00039) " (02382) "  (0.2406)
Owner-managed company 0.0043 0.0034 0.2260 0.2277
(0027 7 (0o021) " (01440) " (0.1434)
Labor union 0.0010 0.0005 0.0618 0.0453
(0031) " (00025) " (01423) " (0.1511)
Number of directors 0.0008 ** 0.0005 * 0.0336 ** 0.0281 *
(0004 " (00003) " (00149) " (0.0166)
Foreign subsidiaries 0.0075 ** 0.2931 **
" (0.0050) " (0.1450)
Exporter 0.0057 0.2492
" (0.0042) * " (0.1543)
Industry dummies yes yes yes yes
Nobs. 3,004 3,057 3,057 3,057
Pseudo R2 0.2623 0.2948 0.2693 0.2956

Notes: Estimated from data from the Survey of Corporate Management and Economic Policy (RIETI)

linked with the Basic Survey of Japanese Business Structure and Activities METI). Probit and Tobit

estimates with robust standard errors in parentheses. ***, ** and * indicate statistical significance at

the 1%, 5%, and 10% levels, respectively.
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