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Abstract 
This paper examines the relationship between the economic determinants of board 
composition and the presence of insiders, business experts, support specialists, or 
community influential. Utilising a sample of 225 US firms from one broad industrial 
category, equipment manufacturers, and after classifying 7416 directors to one of our 
board categories, multivariate results confirm conjectures that the economic determinants 
of board size and composition affects differently the presence of one of previous 
mentioned directors’ categories. This study adds to a small but growing literature that 
examines the economic determinants of board structure (Boone et al., 2007; Coles et al., 
2008; Gillan et al., 2003; Linck et al., 2009), by providing a unique lens in examining 
board characteristics that goes beyond the traditional insider/independent  
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1. Introduction 
 

The composition of the board has been a hot topic for a while now. Despite the large 

body of research, the calls for governance reform, and codes of best practices the notion 

of an “optimal board structure” is still far from being clear (for recent studies, see Adams 

and Ferreira, 2007, Boone et al., 2007; Lynall et al.,2003; Raheja, 2005). Institutional 

Shareholder Services and the Council of Institutional Investors have called for US 

corporations to have independent boards. The movement toward independent boards is 

also a characteristic of many countries (Markarian et al. 2007). Moreover, the jury is still 

out as to what are the economic drivers of board composition, but more importantly few 

studies go beyond the examination of board independence and board size. Raheja (2005) 

pointed out that despite the importance of corporate governance in the financial markets, 

academics have not yet reached definite conclusions regarding the factors determining 

board size and composition . The recent literature considering board size and 

independence as endogenous variables (Adams and Ferreira, 2007; Harris and Raviv, 

2008) gives evidence relating the economic determinants of the above mentioned board 

characteristics (Boone et al., 2007; Coles et al., 2008; Linck et al. 2008). 

Following in this vein we examine the determinants of board composition using the board 

of director typology advanced by Baysinger and Zardkoohi (1986), and Hillman et al. 

(2000), that classifies board members as insiders, business experts, support specialists, 

and community influentials. We examine the determinants of board composition due to 

firm internal and external factors. Boards of directors perform two broad functions 

(Zahara and Pearce, 1989). First, directors support managers relating the firm’s business 

strategy (Fama and Jensen, 1983; Rindova, 1999), and this is known as the strategic or 

advisory function of boards. Second, boards perform a monitoring function which 
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consists in scrutinizing managerial performance (Jensen and Meckling, 1976; Fama, 

1980). We claim that boards perform the advisory and monitoring functions differently in 

different companies. Following Lehn et al. (2009, p. 748) we posit that “the costs and 

benefits of the two functions are likely to vary across firms in ways that result in 

systematic associations between the attributes of firms and the […] composition of their 

boards”. In this vein we develop and test hypotheses on how internal and external factors 

affect board composition, taking into consideration functional differences in directors 

backgrounds.  

We use a methodology similar to Boone et al. (2007), who examine the relationship 

between economic factors and board size and composition.  

Their study hypothesizes that board composition (size and board independence) is a 

function of the scope of operations of the firm, the monitoring needed, and the 

negotiation between management and shareholders. Instead, our study empirically 

examines the economic determinants mentioned above, plus the effect of the strategic 

pattern followed by firms as determinants of board composition, in relation to the above-

mentions board subcategories of business experts, support specialists, and community 

influential. 

We analyse the effect of internal and external environmental condition on board 

composition. To do this we test 4 mutually non-exclusive hypothesis.  

The first hypothesis, the Scope of operations hypothesis, argues that board composition is 

a function of the scope and complexity of the organization (Coles et al., 2007; Fama and 

Jensen, 1983; Lehn et al., 2009). Boone et al. (2007) show that larger and more complex 

firms need more independent directors, building on previous studies we try to document 

the effect of size and scope of operation on board sub categories. 
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The monitoring hypothesis argues that board composition is influenced by information 

availability and business environment (Raheja, 2005; Harris and Raviv, 2007, Demsetz 

and Lehn, 1985; Gillan et al., 2004).   

The third hypothesis, the negotiation hypothesis: implies that board composition is 

affected by negotiations between the CEO and shareholders (Hermalin and Weisbach, 

1998; Baker and Gompers, 2003).  

The fourth hypothesis, the strategic contingency hypothesis, basing on ideas by ( 

Rindova, 1999; Westphal and Fredrickson, 2001), which posits that board composition is 

affected by the unique strategic path followed by the firm.  

We draw our data from one broad industrial category: equipment manufacturers.  

This is done in order to minimize extra-industry variation. From this perspective, when 

examining our hypotheses that are external to the firm, we would like to keep the 

regulatory, industrial life cycle, and other industry specific idiosyncracies constant. 

Concentrating on a broad industrial category (equipment manufacturers), we draw upon 

data collected from 3 sub-categories (medical equipment, large scale electronic 

equipment and telecommunication products, and household electronic equipment), hence 

we keep  broad industrial variation constant  and are able to vary finer firms’ 

characteristics, such as competitive forces, R&D intensity , etc.   

This research design will increase the power of the tests, but there are some doubts on the 

possibility to generalize the results, although we examine issues that face all publicly held 

firms. 

The sample is composed of 225 firms drawn over the period 2004-2007 (2-digit SIC 

firms 35, 36, & 38). The firms are generally large firms, where the mean firm size is over 

$3 billion. 
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The firms included in the study range from well known companies such as Palm and 

Cisco, to lesser known names such as Egenera. There is large variability in firm size, with 

the highest quintile having a market value exceeding $20billion, and the smallest quintile 

just above $100million.   

Our results provide partial support for our hypotheses.  

For the scope of operations hypothesis, we find that operationally diverse firms employ 

less support specialists, that are possibly replaced by business experts and community 

influential. 

We also find that large and old firms have more community influential.  For the 

monitoring hypothesis, we do two sets of analysis: one examining the private benefits to 

the CEO,  another set examining the firm-specific costs of monitoring to outside 

shareholders. For tests examining the private benefits to the CEO, results indicate that 

firms operating in more concentrate sectors (FirmConc) have less business expert and 

community influential, while the proportion of insiders increases. Moreover more free 

cash flow positively affected the presence of community influential, while as the 

percentage of property, plant and equipment over equity (InvestedCap) increases the 

proportion of community influential decreases. Finally the presence of a separation 

between voting rights and cash flow rights positively affect the proportion of insiders. For 

tests examining the firm-specific costs of monitoring, results indicate that R&D intensive 

firms employ more support specialists, that perhaps replace business experts. Firms 

characterized by higher levels of market risk, calculated as the standard deviation of 

market share, have lower levels of community influential, that are perhaps replaced by 

the three other board sub-categories. Finally, industrial risk predicts higher proportion of 

community influential. 
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We test the negotiation hypothesis considering factors that enhance the CEO power, 

controlling for factors which curtail it (percentage of shares held by institutional owners, 

and firm leverage). The results indicate that as the firm’s share held by the CEO 

(CEOshare) and the CEO tenure (CEOtenure) increase the incidence of business experts 

decreases,  replaced by insiders. Results also indicate that entrenchment indexes are 

positively related to business experts, which substitute support specialist and insiders on 

the board.  

The results of the Strategic contingency hypothesis show that firms engaging in 

restructuring activities employ less business experts, which are replaced by community 

influential. Moreover R&D intensive firms employ more support specialists and less 

business experts, while advertising intensive firms have more business expert, probably 

replacing support specialists and community influential. 

Our results indicate that economic determinants of board  composition are not only 

related to board independence and board size, as examined in prior research, but are also 

related to a finer partition of board members, their functions, and the contributions they 

bring to the firm. However, our panel data regressions leave a lot of variation in board 

composition unexplained. Although we find partial support for our hypotheses, and we 

find firm/environmental/industrial characteristics that explain variation in board structure, 

much of the variation remains idiosyncratic. Whereas other studies have examined 

variations in governance structure using traditional empirical proxies of governance, such 

as the separation of the CEO/chairmanship positions, board independence, presence of 

committees, or board charters and poison pills; this study uses a relatively novel board 

typology based on identifying board member’s unique capabilities, where board structure 

is examined as a function of firm and industry characteristics. 
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This study is not implied to shed light on debates concerning “an optimal board 

composition.” Although our study provides results on the determinants of board structure 

due to economic characteristics, the research design does not examine how the different 

board subcategories relate to firm performance. From this perspective, our study is 

exploratory. 

Our study proceeds as follows, the next section explains the board sub-categories used in 

our analysis. Section 3 presents the hypothesis, and Section 4 presents the statistical 

methods. Section 5 is the results and section 6 is the conclusion.  

 

2. Explaining the sub-categories of the board of directors 
 
 2.1 Board of director roles and composition 

Regulators and practitioners alike predominantly regard boards as a binary function of 

either being independent or controlled by managers, and academic studies mentioned 

previously have mainly examined board structure in terms of independence, size, and 

power structure.  

This distinction between insiders and independent directors is important to analyze the 

oversight function of the board; but since the board simultaneously performs control, and 

strategic functions (Zahra and Pearce, 1989), a thorough analysis of board roles and 

function needs to go beyond an independent/non-independent distinction.  

In this study to examine board of director composition, three pivotal ideas are assumed as 

a starting point: i) first, corporate boards perform different tasks at the same time (Zahra 

and Pearce, 1989; Rindova, 1999); ii) second, each director plays a role within the board 

by providing skills, knowledge, and ties to the environment; iii) and third, corporate 
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boards perform their tasks according to the characteristics of the companies and of their 

environment (Hillman et al. 2000). 

Since boards perform along with the monitoring function an advisory function the 

distinction between insiders and outsiders independent directors is naïve in explain board 

composition. Outsider independent directors are not identical in terms of resources, 

knowledge and business ties. As a result of their professional experiences, problem 

solving skills and business exposures, there is large variability of the capabilities that 

each board member brings to the firm (Hillman et al. 2000). Consequently, board 

members bring great variety to a firm in terms of choice in strategic decision making. 

This diversity, combined with the expertise and experiences of the firm’s managers, 

produces a mosaic of decision making structures and subsequent firm behaviour. 

A broader understanding of board structure and function, and how it relates to protecting 

shareholder interests, necessitates re-examining the underlying assumptions for board 

effectiveness. As a consequence, the role played by the board of directors as a whole is a 

mosaic of the individual roles of each director, regarding both the internal, and external, 

environments (see Branson, 2003; Gillan et al., 2003; Hillman et al, 2000; Lehn et al., 

2009; Zahra and Pearce, 1989). Therefore, this study examines how costs and benefits 

associates with the advisory and monitoring functions shape board composition in terms 

of functional differences of directors, using the above mentioned classification. 

 
 2.2 The board sub-categories 

Directors come from diverse backgrounds, former CEOs, CFOs, or COOs, retired 

politicians, lawyers, business professionals, or academics (Korn/Ferry International, 

1996). Therefore, independent directors offer great diversity in terms of knowledge, 

expertise, and resources. Hillman et al. (2000), and Baysinger and Zardkoohi (1986), 
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distinguish between four categories of directors: insiders, business experts, support 

specialists, and community influentials.  

Insiders are directors who have served or currently serve as managers, employees, or 

owners of the company.  

Business experts are active or retired executives from other companies, they provide 

expertise and knowledge which are related to strategic decision-making. Furthermore, 

business experts supply alternative viewpoints about internal issues, and expertise that is 

related to the markets and the competitive environment (Booth and Deli, 1996; Fich, 

2005)). Firms can benefit from the expert advice of CEOs of other companies and the 

market seems to evaluate such expertise (Fich, 2005). For example, the stock of Sunbeam 

Corporation gained $6.125, closing at $18.625, a 49% increase, on news that the former 

chief at Scott Paper Company, Albert Dunlap, had been hired to recharge the consumer 

products and appliance maker. Similarly, Antilla (1993) reports the abrupt market 

reaction to the appointment of John Sculley, a former chairman for Apple Computer Inc., 

to the board of Spectrum Inc. Shares of Spectrum soared by $3.50, to $11.125, giving 

Spectrum a market valuation of $789 million by the end of the day, even though the 

company had never closed a fiscal year with a gain since its founding in 1984” (Fich, 

2005). 

Support specialists provide companies with expertise and knowledge that support strategy 

formulation, providing expertise in law, capital markets, insurance, public relations, 

technological know-how, industrial knowledge, etc. Support specialists differ from 

business experts in terms of lacking general management expertise (Hillman et al. 2000; 

Baysinger and Zardkoohi (1986).Their role is primarily to meet the need for specialized 

expertise, such as in law, science, finance, or environmental matters.  For example, sitting 
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on the board of Alcoa is Ms Judith Gueron, a sustainability expert. Alongside, in the 

same board, is Joseph Gorman, a prominent lawyer, both are classified as support 

specialists.  

Community influential are support directors that provide service to the firm in terms of 

networking and reputation. They supply linkages with the general environment of the 

firm, examples being retired politicians, academics, member of social organizations, etc. 

“For example, in the defence industry, John Shalikashvili, the retired Chairman of the 

Joint Chiefs of Staff, and Rozanne Ridgway, formerly Assistant Secretary of State for 

Europe and Canada, are both in the board of Boeing. Similarly, the board of Gulfstream 

Aerospace at one time included Henry Kissinger, Donald Rumsfeald, and Colin Powell as 

directors. Most likely these directors were selected not for monitoring, but for their 

ability to provide “advice” in obtaining defence contracts. (Coles et al. 2008). 

 
3. Hypotheses 

3.1  The scope of operations hypothesis (H1) 

Klein (1998) suggests that complex firms have greater advisor needs. Firms can be 

complex along different dimension such as scope of operation and size. The size of the 

firm and the complexity of its operations have been shown to affect board composition 

(Crutchley et al., 2004; Lehn et al., 2005; Boone et al., 2007). Firms characterized by a 

wide scope of operations, have to cope with rapid changes in customers and competitive 

environments (Nolle 1994; Nadler and Tushman, 1992; Thompson and Strickland 1990). 

Moreover, large firms and firms characterized by a wide scope of operations, by 

definition, are likely to be engaged in a greater diversity of activities, such as operating in 

different geographic markets, engaging in more merger and acquisition activity, using 

more sophisticated financial and marketing techniques. 
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As a consequence of the higher volume and greater diversity of activities companies face 

a greater external complexity (Lowendahl and Revang 1998) and because of that 

organizations need information about the external environment. 

As a firm growth in size and in diversity has to cope with high level of complexity that 

derive from heterogeneous cultural, institutional and competitive environments, thus  

CEO of diversified firm have a greater need for advice (Hermalin and Weisbach, 1998). 

Fich (2005) suggest that CEO of other companies (i.e. business expert) may convey 

‘unique expertise, industry contacts and business acumen’ (p. 1969). Companies may 

have a greater need of such expertise when operates in multi-geographical settings with 

different products. In such cases companies may benefit the advice and the expertise of 

valuable CEOs. They can provide information about the markets and the evolution of 

specific segments, thus scanning the environment and supporting top management team 

to set the strategy. Hence, we hypothesize that the scope of operations positively affect 

the proportion of business expert 

H1a: Ceteris Paribus, the scope of operations is positively related to the incidence of 

business experts on the board 

 

Firms characterized by a wide scope of operations face a wide and multidimensional 

external environment, along with a complexity that arise from operating in different 

markets with different products such companies have to cope with an external 

environment characterized by multiple institutions and stakeholders. Pfeffer and Salancik 

(1978) pointed out that boards of directors may aids in obtaining commitment or support 

from external organization, social institutions and stakeholders. 
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As the scale of operation increase a firm needs to gain more legitimacy and to convey the 

message that he ‘is acting on collectively valued purposes in a proper and adequate 

manner’ (Meyer and Rowan, 1991: 50). Luoma and Goodstein (1999) suggest that board 

composition through stakeholder representation (i.e. community influential) ensures 

legitimacy and provide non-business point of view on proposed actions and strategies, 

thus improving decision-making process quality. In the same vein Hillman et al. (2005) 

suggest that retired politicians and members of the armed forces, ex-regulators (i.e. 

community influential) whether belonging to the banking, utility, transportation, 

education, accounting, and other regulated industries, are essential players in forming 

firm strategies (Dick Cheney and Haliburton ringing the most bells in the public’s mind).  

This stems from the simple reason that firm activities are heavily affected by decisions 

made at the federal, or state, level. Politics is a major source of uncertainty in the external 

environment of a firm (Hillman, 2005; Hillman, Zardkoohi, Bierman, 1999; Mahon  

Murray, 1981; Marsh, 1998; Shaffer, 1995). Hillman (2005) finds that the more a firm is 

diversified, more likely the firm is involved in corporate political activity. Hence we 

predict that the scope of operation of firms positively affect the presence of community 

influential.  

H1b: Ceteris paribus, the scope of operation of the firm is positively related to the 

incidence of community influentials on the board of directors 

 

  3.1.2 The Monitoring hypothesis H2 
 

The oversight function relates to protecting shareholder interests, and monitoring 

managerial and company performance (Jensen, Mecking, 1979; Carpenter, 1988; Chapin, 
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1986; Ewing, 1979; Linck et al. 2005; Mattar and Ball, 1985; Mueller, 1979; Vance, 

1983; Zahra and Pearce, 1989). 

The relationship between board composition and the oversight function have been 

addressed by two distinct viewpoints the organizational and the economic one. Baysinger 

and Hoskisson (1990) suggest that boards might reflect the specific monitoring 

requirements of the firm’s business activity. 

Demsetz and Lehn (1985) argue that the firm’s internal and external environment will 

affect a firm’s monitoring costs.The first analyzes such relationship by considering the 

different ability of each director to properly oversight top management team while the 

second one takes into consideration the trade-off between the cost and benefit of 

monitoring. 

Therefore we examine two sub-categories related to the monitoring hypothesis, that 

depict the trade-off between the costs and benefits of monitoring, and the differential 

ability of board members to monitor.  

The effect of such trade-off on board composition have been expressed in many papers 

(Demsetz and Lehn, 1985; Gillan et al., 2004;  Lehn et al. 2005) and formalized in the 

theoretical models of board composition developed by Raheja (2005) and Harris and 

Raviv (2007). Demsetz and Lehn (1985) suggest that the noisiness of a firm's operating 

environment will affect monitoring costs. In this vein Gillan, et al. (2004) argue that 

boards will monitor less in noisy environment. Baysinger and Hoskisson (1990) suggest 

that when companies invest in high-risk projects outsiders lack information and 

knowledge to evaluate the ex-ante desiderability of the investments. In the same vein 

Coles et al.(2008) suggest that the proportion of inside directors will be positively related 

to the firm's R&D expenditures because outsiders directors are ineffective in monitoring 
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firms with high growth potential and this prediction is consistent with the empirical 

findings of Hill and Snell (1988). Maug (1994) argues that it is sub-optimal for firms with 

large information asymmetries, to appoint independent directors, due to the difficulties 

related to transferring firm-specific information (see also Adams and Ferreira, 2007). 

Raheja (2005) analytically shows that the number of outsiders decrease as monitoring 

costs increase. Hence we predict that as the costs of monitoring increase the proportion of 

insiders increases as well. 

H2a: The costs of monitoring is positively related to the presence of insiders 

 

In their theoretical models Raheja (2005) and Harris and Raviv (2007) suggest that 

optimal boards will employ large numbers of outside directors, and be larger in overall 

size, when managers’ private benefits are high and the cost of monitoring is low.  

When the managers private benefits are high, monitoring mechanisms provide the highest 

rewards to shareholders. Such monitoring can be done through multiple mechanisms. As 

suggested by Baysinger and Hoskisson (1990) the ability to oversight top managers are 

not uniform across outsider directors. High ranking executives from other companies (i.e. 

business experts) could evaluate the investments and strategic decisions taken by the 

CEO and executive team.  

In this vein Byrd and Mizruchi (2005) analyzing the role of bankers (executives of banks 

holding a position in the board of non financial firm) suggest that they play a monitoring role.  

Moreover, community influential, through their reputation and public visibility, could 

provide for a deterrent effect on unruly CEO and executive team behavior. Finally, the 

presence of community influential could provide an indirect certification role for the 

disciplinary role on management.  
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H2b: Ceteris paribus, business experts are positively related to the incidence of CEO 

private benefits 

H2c: Ceteris paribus, community influential are positively related to the incidence of 

CEO private benefits 

 
 3.2 Firm Internal contingencies and board composition  

  3.2.1 The negotiation hypothesis 

Hermalin and Weisbach (1998) argue that board composition is a result of negotiations 

between the CEO and outside directors. 

In their model board composition is the result of an internal bargaining process between 

the CEO and the rest of the board. Powerful CEO may wish to reduce the monitoring 

ability of the board. Shivdasani and Yermack (1999) show that as the CEO involvement 

in the appointment of new directors grows the independence of board members 

decreases. Moreover, Bathala and Rao (1995) report a negative association between CEO 

power, measured by CEO tenure, and board independence, thus confirming the idea that 

powerful CEO may prefer less independent board.  

We examine the negotiation hypothesis by considering the power of outside parties (debt 

holders, shareholders).Consistent with Boone et al. (2007) we predict CEO power to 

result into more insiders on the board, and this increase would equally predict decreases 

in the other board categories.  

Moreover CEO preferences are not clear as to what type of outsider independent director 

he would prefer. CEOs could prevent the appointment of business experts (ie, high 

ranking business figures), as that would be curtailing to their power. Other CEOs and 

high ranking officials of other firms are more likely to interfere with CEO functions 

(Fich, 2005; Byrd and Mizruchi, 2005).However, some CEO have good relationships 
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with other CEOs and view them as allies. This is also opposed by the fact that the CEO 

could be in favor of a friendly “business expert” with whom the firm has ties, or the CEO 

interlocks with. Therefore, there is no clear ex-ante prediction in this regard, hence we 

present the hypothesis about business expert it in null form.  

No predictions regarding CEO negotiating power and support specialists: these are purely 

dependant on the scope of operations, monitoring, and the strategic contingencies of the 

firm. We do not expect the negotiation hypothesis to affect the incidence of support 

specialists. W.r.t. community influential, we expect that the more the CEO power, the 

more likely to have community influential appointed. The assumption is that community 

influential have no knowledge about the management process. Because of that lack they 

are not able to actively oversee the CEO. Therefore powerful CEOs that would like to 

escape control have the incentive to appoint respectable outsiders independent directors 

that do not have the ability to oversight them. In the same vein, we argue that powerful 

CEO that would like to escape control prefer to reduce independent business experts. As 

CEOs those board members are able to monitor. It is worth to notice that the SOX force 

companies to appoint directors that are able to control. As for the CEO negotiation power 

we set the following three hypotheses. 

 

H3a: CEO power is positively related to the incidence of insiders on the board 

H3b: CEO power is negatively related to the incidence of business experts on the board 

H3c: CEO power is positively related to the incidence of community influential on the 

board 

We test previous hypotheses taking also into consideration the forces that curtail CEO 

power. These are expected to run contrary to CEO preferences. 
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  3.2.2 The Strategic contingency hypothesis 
 

Advising executives and strategic decision making has been identified as a key role for 

board members (Lehn et al., 2009;  Zahra and Pearce, 1989). Andrews (1980) argue that 

board members participate in the strategic decision making process for two reasons: first, 

because they possess the requisite knowledge and judgement, and second, participating in 

the strategic decision making improves their oversight function.  

Directors incorporate their expertise into firm functions by environmental scanning, 

interpretation and strategy formulation (Milliken and Vollrath, 1991; Rindova, 1999). 

Barney and Lee (1998) argue against the notion of a universal governance template and 

suggest that the firm's choices of corporate governance parameters may be linked to 

strategic 'thresholds' or transitions from one stage to another in the firm's life cycle. In 

this vein our pivotal idea is that the strategic path followed by a firm shape board 

composition. 

The strategic management literature has identified two different processes for the 

acquisition of competitive advantages: resource picking and capability building 

(Makadok, 2001). Resource picking relies on the ability of obtaining information from 

the environment, where companies obtain a competitive advantage when the price of 

resources is lower than their marginal productivity. 

The capability-building process emphasizes the ability to internally build resources and 

competencies needed by companies for competitive purposes (Amit and Schoemaker, 

1993; Hamel and Prahalad, 1990; Teece, Pisano and Shuen, 1997), and the development 

of such capabilities is a critical organizational outcome (see Makadok, 2001). We argue 
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that board functions are different between companies that pursue a resource picking 

strategy, and companies that try to internally build competencies and capabilities. 

Boards made up of directors well connected with other companies, institutions, and 

geographic locations increase the ability of a company to pick up valuable resources. The 

resource picking ability of board members is emphasized by having independent board 

members who are business experts, and who are involved in strategic decision making 

regarding a firm’s external environment. This can be through such experts’ identification 

of new geographic segments, new product markets, the identification of synergistic 

merger targets, understanding customer needs, and assessing business opportunities. 

Previous researches (Davis 1991; Haunshild 1993) suggest that information from fellow 

corporate leaders is particularly influential because it comes from a trusted source. As 

reported by Haspeslagh and Jemison (1991) a senior manager of one firm stated, “the role 

of outside board members is very active. No acquisition over 20 million-for us not a very 

big amount- will be approved without them getting seriously involved”.   

Summing up the overall resource picking ability of a company is strengthened by the 

presence in the board of CEO of other companies. Hence we hypothesize that ceteris 

paribus the more the resource picking activity, the more the outsides in all the categories, 

especially business experts (understand the business)  

H4a: The more the resource picking activity the more the number of business expert 

 
Paralleling hypothesis 4a we argue that companies that rely on a process of resource 

picking need to establish link with both the business and social environment and in that 

perspective the role of community influential could be relevant. The presence of 

community influential enhance firm’s ability to attract resources through an increased 

level of legitimacy, and through a direct interactions with regulators, Federal Agency, 
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government that convey unique information into the firms. Hence we hypothesize that the 

more the resource picking activity the more the presence of community influential. 

H4b: The more the resource picking activity the more the number of community 

influential 

 

In a capability building process, on the other hand, the primary task of the board is the 

ability to provide specific knowledge in creating a competitive advantage. Capability 

building is especially important in firms that relay on their intellectual capital, 

technological know-how, and R&D capabilities, to create and maintain a competitive 

advantage. Cohen and Levinthal (1990: 128) suggest that “prior related knowledge 

confers an ability to recognize the value of new information, assimilate it, and apply it to 

commercial ends. These abilities collectively constitute what we call a firm’s “absorptive 

capacity”. They also pointed out that “diversity of knowledge plays an important role” (p. 

128). In a setting in which there is uncertainty about the knowledge domains from which 

potentially useful information may emerge, a diverse background provides a more robust 

basis for learning because it increases the prospect that incoming information will relate 

to what is already known.  

Moreover Cohen and Levinthal (1990: 131) suggest that “an organization’s absorptive 

capacity will depend on the absorptive capacities of its individual members”.  

Zahra and Filatotchev (2004) suggest that the board of directors can play an important 

role in prompting the firm to seek diverse knowledge and expand its absorptive capacity. 

In this case, support specialists can help capability building through their knowledge 

related to specific area unfamiliar for other directors. 



 21 

Support specialist board members, while with no formal business training and 

knowledge, are specialists in specific areas of knowledge, because of that they can advice 

top management and help them to acquire resources and incorporate knowledge to the 

internal processes of the firm. By bringing new knowledge support specialists  can help 

firms to ameliorate internal processes that are essential to firms that relay on their ability 

to internally build new capability,  this could be done through helping the knowledge 

spillover process (Zahra and Filatotchev, 2004), or advising joint venture formations, and 

the acquisition of knowledge resources (Kogut, 2000; Oliver, 2001). 

Hence companies that pursue a capability building approach have an higher proportion of 

support specialist 

H4c: companies that pursue a capability building strategy have an higher proportion of 

support specialist 

 

According to Makadok (2001: 390) ‘if capability building is the primary mechanism for 

creating rents, then managers make their contribution largely through architecting and 

constructing capabilities internally’.  As a consequence the interaction between support 

specialist and insiders is quite important to ensure the needed exchange of knowledge in 

order to create capability. Hence we suggest that companies that pursue a capability 

building process have an higher proportion of insiders. 

H4d: companies that pursue a capability building strategy have an higher proportion of 

insiders. 

4. Method 

4.1 Sample 
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We draw our data from one broad industrial category: equipment manufacturers. This is 

done in order to minimize extra-industry variation. From this perspective, when 

examining our hypotheses that are external to the firm, we would like to keep the 

regulatory, industrial life cycle, and other industry specific idiosyncracies constant. 

Concentrating on a broad industrial category (equipment manufacturers), we are able to 

draw upon data collected from 3 sub-categories (medical equipment, large scale 

electronic equipment and telecommunication products, and household electronic 

equipment), hence, keeping broad industrial variation constant. As named above, we are 

able to vary finer characteristics, such as competitive forces, R&D intensity, and industry 

specific risks, etc. The sample is composed of 225 firms drawn over the period 2004-

2007 (SIC firms 35, 36, & 38). The firms are generally large, where the mean firm size is 

over $3 billion. The firms included in the study range from well known companies such 

as Palm and Cisco, to lesser known names such as Egenera. There is large variability in 

firm size, with the highest quintile having a market value exceeding $20billion, and the 

smallest quintile just above $100million.  Our panel data research design controls for the 

endogeneity of board composition. 

4.2 Measures  

Dependent variable. Prior studies on board composition analyze board in terms of 

insiders and independent directors. We rely on Hillmann et al. (2000) and classify board 

in business expert, support specialist, community influentials and insiders. 

Our dependent variable are the proportion of business expert (BE); the proportion of 

support specialist (SS); the proportion of community influentials (CI); the proportion of 

insiders (Ins).  
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Data from proxy statement (DEF 14 a) were used to obtain the biography of each 

director.  A author classify each board member, cross checked by the other author.  The 

authors agreed on more than 95% of classification, they discuss the remaining cases until 

a similar conclusion was reached. 

Independent variable. Variables used for the tests of the hypotheses, all variables 

winsorized at 1%, since we are examining board structure as it relates to its economic 

determinants, all economic determinants are lagged by one year. 

For the scope of operations hypothesis, we use: i) Size, the market value of equity, 

calculated as the number of shares outstanding multiplied by the end of the year share 

price. Since this variable is right skewed we use its logarithmic form; ii) Age, the age of 

the firm, calculated as when the firm enters the CRSP files; iii) Diversity, calculated as 

the firm’s geographic segments multiplied by its business segments. The rationale is that 

a firm having 3 business segments and 4 geographic segments, is more complicated in its 

scope of operations than a firm with one segment in each category. This data is right 

skewed hence we normalize it by taking the logarithmic form.  

For the Monitoring hypothesis, we use four variables which measure the private benefits 

enjoyed by the CEO: i) FreeCash, we consider the free cash available to the firm and it is 

calculated as cash flow from operations minus investments; ii) InvestedCap, this is the 

percentage of capital invested in property plant and equipment (PPE), it is calculated as 

PPP over equity. The variable proxy for the amount of equity that in case of liquidation 

can be recovered. Moreover, it is a measure of “asset tangibility”, where the more the 

PPE in a firm, the easier it is to monitor; iii) FirmConc which is the Herfindahl Index of 

industry concentration in terms of sales; iv) Dual, measures whether the firm has a dual 

share structure, where cash flow rights are not the same as voting rights. In order to take 
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into consideration the cost of monitoring  we use the following four variables: i) RDhigh, 

this is a dummy variable taking the value of 1 if the firm’s R&D activities are in the top 

quartile of the sample, zero otherwise; ii) Risk,  measured as the standard deviation of the 

firm’s share price, calculated over a one year period; iii) Ind_Risk, this is a measure of the 

competitive risk in the industry, calculated as the standard deviation of the market share 

of the industry’s top 5 firms. 

To test the  negotiation hypothesis, we consider proxies for CEO power controlling for 

factors that curtail it. Particularly we utilize the following three variables to proxy for the 

CEO power: i) CEOshares, which is measured by the percentage of the firm’s shares held 

by the CEO; ii) Entrenchment,  which is an aggregation of governance indexes as utilized 

by Gompers et al. (2003); iii) CEOtenure, measured as the number of years the CEO has 

been in his current position; iv) CEOduality, it is a dummy variable taking the value of 1 

if the CEO is also the Chairman of the board of directors. To control for factors that 

curtail CEO power we consider: i) Institutions, the percentage of shares held by 

institutions1

To test the strategic contingency hypothesis we utilize: i) R&Dhigh, as in Coles et al. 

(2008) is a dummy variable that take the value of 1 if the firm is in the top quartile of 

R&D expenditures relative to firm size; ii) Advhigh, is a dummy variable taking the value 

of 1 if the company is in the top quartile of advertising expenditure relative to firm size; 

iii) Acquisitions as a proxy for M&A activity, measures the amount spent on acquisitions, 

as a percentage of assets, over the past three years; iv) SpecialItems, measures the amount 

; ii) Leverage, debt-to-assets ratio of the company, measuring the bargaining 

power of debt holders. 

                                                 
1 Since some institutions are not involved in monitoring (insurance, banks, etc), we also calculate, 
following Almazan et al. (2005), the percentage of shareholdings by the top 5 monitoring institutions, 
including this variable the results remain unchanged.  
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of special items booked over the prior three years, as a percentage of assets. More special 

items would indicate a higher incidence of restructuring charges. 

Following previous researches we use a set of control variables for all regressions. Since 

increases in firm size signify changes in board structure (Yermack, 1996) we include 

AssetGr which measures the increase in the assets of the firm over the prior 3 fiscal years. 

In previous research (Boone et al. 2007; Fich, 2005) profitability has shown to be related 

to board structure, therefore we control for ROA calculated as net income before 

extraordinary items divided by total assets. To check for profitability we include also the 

variable Return, which is three year raw share returns. It is used in conjunction with 

ROA, since share price performance provides a different aspect to firm performance as 

compared to accounting performance (Hermalin, Weisbach, 1988; Klein 1998). We add 

as control variable MB, it measures the firm’s growth opportunities, and it is calculated as 

the firm’s market value of equity divided by its book value. This variable is right skewed 

hence we normalize it by taking the logarithmic form. 

Finally we add two governance related variables. The first refers to the change in board 

size, BoardSizeCh; the second one refers to board independence, Independence, and it is 

calculated as the number of independent directors over the total number of board 

members. Since firm size is an important determinant of board structure, after testing the 

first hypothesis, the logarithm of the market value of equity (Size) is retained for the rest 

of the statistical analysis. 

Insert Table 1 around here 

 

4.3 Statistical Methods 
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The empirical tests utilize OLS regressions, where the panel data is clustered by firms, 

and standard errors are calculated using the White (1980) estimator. This method is 

advantageous in a panel data setting because we utilize both the cross-sectional and time 

series properties of the data. We also control the firm-level serial correlation that is 

present in the time series of observations. We also control for the fact that board 

independence, and hence, the board sub-categories, are endogenous to the firm’s 

economic environment. We use an instrumental variable for the proportion of outsiders 

on the board. Similar to Boone et al. (2007) we use the lagged value for board size, as an 

instrument for board independence. The rationale beyond the use of such instrumental 

variable is that as firms pass through its lifecycle, more independent directors are hired, 

and the board grows in size. Hence, the size of the board is a good instrument for board 

independence (see Boone et al., 2007). Nevertheless, not including the instrumental 

variable does not substantially change the results. 

 
5. RESULTS 

5.1 Descriptives 

 Table 2 presents descriptives regarding our sample firms. We see that the largest 

board sub-category is comprised of business experts (mean BE = 0.38), followed by 

insiders (insider = 0.19). Support specialists have a mean of  0.17, while the smallest 

subcategory is comprised of community influentials (mean = 0.13). Two other board 

subcategoriesexternal directors who are affiliated to the company, such as consultants, 

past executive – about 12%; and bankers, about 2%, do not enter our analysis. We have 

difficulties interpreting the presence of affiliated directors in relation to economic 

theories, and the presence of bankers on the board has already been analyzed in a number 

of studies Booth and Deli, 1996; Byrd and Mizruchi 2005). Firms are generally 
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independent, with Independence having a mean of 0.70, our sample firms have boards 

composed of 8.44 directors on average, with an average market value of equity 

amounting to $3.32 billion. The sample consists of mature firms with an average age of 

18 years (the 5th percentile is 5 years), having a self reported average of 2.74 business 

segments and 4.33 geographic segments. The firms are profitable (mean ROA = 1.8%, 

while median 4.6%) and finally, institutional holdings are at 72%.  

(Insert Table 2 about here) 

 
5.2  Univariate Results 

To provide an initial assessment of our hypothesis, we compare board composition across 

various sub-samples of firms. Table 3 presents the results. Panel A indicate that younger 

companies have more support specialist (17%) and more insiders (12%) than older 

companies, while the proportion of community influential is higher (32%) in older 

companies. Almost she same results we obtain splitting our sample according size. In 

companies with high level of diversity the proportion of business expert and community 

influential is higher in companies characterized by a high level of diversity, while the 

proportion of  support specialist and insiders is higher in companies with a low level of 

diversity. Overall the results support our scope and complexity hypotheses  

(Insert table 3 panel A about here) 

Hypotheses 2 a, b, and c predict higher the cost of monitoring higher the proportion of 

insiders, while as the private benefits of CEO increase the proportion of community 

influential and business expert increase too.   

Panel B of table 2 show the results of univariate analysis for the monitoring hypotheses, 

considering both the cost of monitoring and the private benefit of CEO. To capture the 

cost of monitoring we use RDhigh, Risk and Ind_Risk . 
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We define all firms that have RDhigh equal 1, and Risk and Ind_Risk greater than 50th 

percentile as firms with high level of cost of monitoring.  

The results show that companies with a high level of Risk and research and development 

costs  have a lower proportion of business expert and community influential but a higher 

proportion of insiders and support specialist. No differences between firm with a high or 

low level of  Ind_Risk there exists. 

(Insert table 3 panel B about here) 

To capture the private benefit of CEO we use the FreeCash, InvestedCap and the 

presence or not of a dual share structure. We define all firms that have a dual share 

structure and that have FreeCash, InvestedCap greater than 50th percentile as firms with 

high level of private benefit. The results are controversial because firms with a high level 

of free cash flow have a greater proportion of business expert and community influential, 

but contrary to the expectation firms with a dual share structure and a high level of 

InvestedCap have a lower proportion of business expert and community influential. 

Hypotheses 3 a, b, and c predict that as the CEO power increases the proportion of 

insiders increases too. Table 2 Panel C report the results for the CEO power hypotheses. 

To capture the CEO power we consider factors that enhance its power – share owned by 

the CEO, the Gompers entrenchment index, the CEO tenure and CEOduality . As the 

CEO tenure and shareholdings growth the proportion of insiders increases, thus 

confirming our Hypothesis. The results are controversial because a greater value of 

Gompers entrenchment index predict a lower proportion of insiders, but following the 

expectation as the Gompers entrenchment index growths the proportion of community 

influential growths. 

 (Insert table 3 panel C about here) 
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Hypotheses 4 a, b, c, and d predict that more the resource picking activities the more the 

proportion of business expert and community influential, while as the capability building 

activities increases the proportion of support specialist and insiders increases too. 

To capture the resource picking activities we use SpecialItems, Acquisition and Advhigh. 

We proxies for the capability building activities by using RDhigh. 

We define all firms with high advertising cost, SpecialItems and Acquisition greater than 

50th percentile as firms involved in resource picking activities, while all firms that have 

high research and development costs as involved in capability building process. 

The results reported in table 3 panel D confirm our hypotheses. Firms having high 

research and development costs have a higher proportion of support specialist, while no 

statistical significative differences exist in the proportion of insiders. 

Moreover as the advertising costs and SpecialItems increases the proportion of business 

expert increases too.  

(Insert table 3 panel D about here) 

5.3  Multivariate Results  

While the above results are partially consistent with our hypotheses, previous analysis 

does not control for other determinants of board structure. 

In this section, we extend our analysis to multivariate setting. We rely on important prior 

contribution of Coles et al. (2008), Boone et al. (2007), Linck et al. (2008) for guidance 

on statistical methods and control variables. 

Table 4 examines the scope of operations hypothesis (H1), where we predict a positive 

relationship between the scope of operations of the firm and the incidence of business 

experts (H1a), and community influential (H1b). Results in table 4 find partial support for 

our hypotheses. We see that in model (1),  none of our variables influence the presence of 
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business expert. However H1b is supported where in model (3) firm size and age are 

positively related to the incidence of community influential.  

Although we had no predictions regarding the incidence of support specialists, we see 

that in model (2), the incidence of support specialists is negatively related to the scope of 

operations of the firm (firm diversity is negatively related to SS).   

(Insert Table 4 About Here) 

 

Table 5 examines the monitoring hypothesis, specifically, the private benefits of the CEO 

and its relationship to board composition (H2a, H2b, H2c).  

We predict that the more the private benefits to the CEO, the more the outsiders in all the 

categories, especially business experts (understand the business) and community 

influential. 

Models (1) and (2) indicate that various measures of CEO private benefits  are neither 

related to the incidence of business experts, or support specialists, with the only 

exception of FirmConc which negatively affects the presence of business expert.  

However, in Model (3) we see that invested capital and FirmConc are negatively related 

to the incidence of community influential (contrary to H2c), but in Model (3) the free 

cash flow is positively related to the proportion of community influential, thus partially 

supporting hypothesis H2c. 

Finally, in Model (4) we see that the presence of a dual share structure as well as 

FirmConc are positively related to the incidence of insiders on the board. 

There is little support for the hypotheses that board structures are designed to curtail CEO 

consumption of private benefits. On the other side, a variable that measure the private 

benefits of the CEO is positively related to the incidence of insiders on the board. This 
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sheds some light on the much discussed notion that powerful CEOs control the 

appointment of directors on the board, and given their private benefits, have incentives to 

appoint independent directors accordingly. In this case, the more the private benefits, the 

less the incidence of monitoring independent directors. 

 (Insert Table 5 About Here) 

 

Table 6 examines the monitoring hypothesis, and board composition, in terms of the costs 

of monitoring. Predictions are that the costs of monitoring is positively related to the 

presence of insiders (H2d), and the costs of monitoring is positively related to the 

incidence of support specialists (H2e). Regarding results on the board subcategories, 

business experts are not related to R&D intensity, firm risk, and industry risk. Support 

specialists are positively related to R&D intensity, as predicted by H2e. However, we 

have to note that this relationship can be also explained by a resource dependence 

perspective, where support specialists provide resources to R&D intensive firms.  

Firm risk (as operationalized by the standard deviation of returns) is negatively related to 

the incidence of community influential. This could mean that in high risk firms, 

community influential are substituted by the other board categories, such as support 

specialists, insiders, and business experts (all have positive coefficients), but this 

substitution effect is not systematic, hence, none of the coefficients are significant.  This 

could reflect the reputational desires of community influential in not sitting in risky 

boards. 

Industrial risk is positively related to the presence of community influential, thus 

providing mixed results. 
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The results partial support the hypothesis, where some measures of the costs of 

monitoring are positively related to the incidence of support specialists.  

(Insert Table 6 About Here) 

 
Table 7 examines firm internal contingencies and board composition, specifically looking 

at the negotiating power of the CEO. We predict CEO power to result into more insiders 

on the board, and this increase would equally predict decreases in the other board 

categories. Results in model (4) indicate that the shares owned by the CEO are positively 

related to the presence of insiders on the board. CEO tenure is marginally related to the 

incidence of insiders. In contrast, CEO duality and the level of Entrenchment negatively 

affect the presence of insiders on the board.  

Regarding results on the other board categories, we see that the shares owned by the CEO 

is related to a lower incidence of business experts on the board, where it seems that 

insiders substitute business experts. Additionally, the tenure of the CEO is marginally and 

negatively related to the incidence of business experts. This result is interesting because it 

sheds some light on CEO preferences: the more shares held by the CEO, and the more 

control he has over firm affairs, the less likely that business experts (CEOs and high 

ranking executives of other companies) are presented on the board. 

Additionally, Entrenchment is  positively related to the incidence of business experts 

(substituting insiders): this substitutive effect with respect to anti-takeover indexes is 

interesting. If governance structures are complementary then entrenched CEOs seem to 

be complemented with a strong external mechanism of control (high ranking executives 

from other companies (business experts)). 

It is interesting to see that the presence of business experts is related to our negotiating 

hypothesis (as business experts do not load in tests of the other hypotheses). It is also 
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interesting to see that in Model (1) of table 6 R-squared is 0.17, compared to 0.04 – 0.05 

in the other specifications. 

It provides some glimpse into the preferences of CEOs and shareholders w.r.t. board 

members, where standard economic factors provide almost for no explanatory power for 

the presence of business experts (firm size, performance, acquisition activity). However, 

the negotiating power of the CEO is almost the only determinant of the presence of 

business experts.   

(Insert Table 7 About Here) 

Table 8 examines the Strategic contingency hypothesis. The predictions are that resource 

picking activity the more the business expert and community influential, while the more 

the capability building activity the more the support specialist who bring specific 

knowledge and insiders. Results provide partial support for our hypotheses. The 

coefficient of the reporting of special items (possibly restructuring charges) is positively 

related to the incidence of community influential. It confirms hypothesis H4b, but 

contrary to the expectation (H4a) is negatively related to the proportion of business 

expert.  

This result could indicate self selection: community influential are appointed to newly 

restructured firms, perhaps to add legitimacy. Moreover the coefficient of advertising 

cost is positive and significant in Model 1, thus confirming the idea that more the more 

the resource picking activity, the more the presence of business experts.  

The coefficient of the research and development costs, which proxies for capability 

building activity2

                                                 
2 Using research and development over total assets the results do not change. 

, is positively related to the proportion of support specialist, which 
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confirm H4c, while the proportion of insiders is not affected by the research and 

development activities. 

(Insert Table 8 About Here) 

 
5.5. Robustness Tests 

First of all we run our models using the total number of directors for each category and 

the results are qualitatively the same. 

In the robustness tests, we turn our attention to examine in greater detail, the composition 

of two of our board sub-categories: business experts, and support specialists. 

We dig deeper and isolate one prevalent type of business expert: the outside CEO sitting 

on the board. As for support specialists, we look at the incidence of MDs and Ph.D.s on 

the board.  

We use the same hypotheses, and sequentially test each one for the incidence of board 

members.  

Untabulated results show indicate that firms having outside CEOs on the board are older 

firms, have a lower level of Risk. The CEOs of such firms have lower share ownership, 

and are more entrenched.   

We analyze  the presence of support specialist having  M.D.s and PhDs on the board of 

directors. We find that firms that have high level support specialists are younger firms, in 

less concentrated industries. There is some evidence that they charge more special items 

(i.e. restructurings) and are in high-growth environments, however, they undertake lower 

R&D and are in less competitive industrial environments.  

  
6. Conclusions 
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This study examines board composition using the board of director typology advanced by 

Baysinger and Zardkoohi (1986), and Hillman et al. (2000), that classifies board 

members as insiders, business experts, support specialists, and community influentials, 

We examine the determinants of board composition due to firm internal and external 

factors, using a methodology similar to Boone et al. (2007).  

We examine 4 distinct hypotheses: board composition as a function of the scope of 

operations of the firm, the monitoring needed, the negotiation between management and 

shareholders, and strategic contingencies. Our results broadly support our hypotheses. 

Overall the results show that there exist a large variability in board composition never 

studied before. Boards seem to be nested structures performing many functions at the 

same time affected by many economic determinants. This shows that although there are 

many limitations our approach could be useful to a deep understand of board composition 

The study suffers many limitations:   

The coding of the data: sometimes there were difficulties in coding the data. Some 

directors were borderline between being 2 or more board. 

Moreover  some variables could signify a number of different things. For example, we 

control for difficulties in monitoring by utilizing RDhigh/assets, as used in prior studies 

(see Boone et al., 2007). However, this could also proxy for the need to have technical 

experts to aid in the intangible asset development. Since support specialists are positively 

related to the incidence of R&D activities, we are not able to distinguish whether they are 

present to provide for specialized monitoring, or to provide for intangible resources and 

know how. This ambiguities in interpretation can be also extended to other variables 

utilized.  
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The explanatory power is low in our tests. Where R-squared does not exceed 18% in the 

most robust specifications. This leaves much of board variation unexplained (which in 

effect, is similar to other studies in the field). This signifies that much of board 

composition is idionsyncratic, i.e. non-economic factors explain board composition: 

unobserved CEO preferences, unobserved powerful shareholder preferences, etc. 
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Figure 1: Synopsis of predictions  
 BE SS CI Ins 
Scope of Operation Hypothesis     
Size + ? + ? 

Age + ? + ? 
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Monitoring Hypothesis     

Measures of private benefits     

FreeCash + ? + ? 

InvestedCap + ? + ? 

FirmConc + ? + ? 

Dual + ? + ? 

Measures of monitoring costs     

R&Dhigh ? ? ? + 

Risk ? ? ? + 

Ind_Risk ? ? ? + 

     

Negotiation Hypothesis     

Measures of CEO power     

CEOshares ? ? + + 

Entrenchment ? ? + + 

CEOtenure ? ? + + 

     

Strategic Contingency Hypothesis     

Capability Building     

R&Dhigh ? + ? + 
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Resource Picking     

Advhigh + ? + ? 

Acquisitions + ? + ? 

SpecialItems + ? + ? 
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Table 1: Variable Definitions 
Research Variables: 
BE = proportion of business expert 

SS = proportion of support specialist 

CI = proportion of community influential 

Ins = proportion of Insiders 

Size = logarithm of the market value of equity 

Age = the age of the firm, calculated as when the firm enters the CRSP files 

Diversity = the firm’s geographic segments multiplied by its business segments 

FreeCash = the free cash available to the firm calculated as cash flow operations minus 
investments 
 
InvestedCap = percentage of invested capital calculated as PPE/Equity 
 

FirmConc = The Herfindahl Index of industry concentration in terms of sales 

Dual =dummy variable taking the value of 1 if the firm has a dual share structure, 0 
otherwise 
 
RDhigh = dummy variable taking the value of 1 if the firm’s R&D activities are in the top 

quartile of the sample, zero otherwise; 

Risk = the standard deviation of the firm’s share price, calculated over a one year period 

Ind_Risk = the competitive risk in the industry, calculated as the standard deviation of the 
market share 
 
CEOshares = the percentage of the firm’s shares held by the CEO 

Entrenchment = an aggregation of governance indexes as utilized by Gompers et al. 
(2003) 
 
CEOtenure = the number of years the CEO has been in his current position 

CEOduality = dummy variable taking the value of 1 if the CEO is also the Chairman of 
the board of directors 
 
Institutions = the percentage of shares held by institutional owners 
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Leverage = debt-to-assets ratio of the company 

Advhigh = dummy variable taking the value of 1 if the company is in the top quartile of 
advertising expenditure relative to firm size 
 
Acquisitions = the amount spent on acquisitions, as a percentage of assets, over the past 
three years 
 
SpecialItems = the amount of special items booked over the prior three years, as a 
percentage of assets 
 
Control Variables: 
AssetGr = the increase in the assets of the firm over the prior 3 fiscal years 

ROA = net income before extraordinary items divided by total assets 

Return = three year raw share returns 

MB = logarithm of firm’s market value of equity divided by its book value 

BoardSizeCh = the change in board size 

Independence = the number of independent directors over the total number of board 
members 
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Table 2: Descriptive Statistics 
Variable N       mean p50 sd p5 p25 p75 p95 

         BE 908  0.381 0.375 0.204 0.000 0.222 0.500 0.727 
SS 908  0.166 0.143 0.145 0.000 0.000 0.250 0.429 
CI 908  0.128 0.125 0.136 0.000 0.000 0.200 0.400 
Ins 908  0.190 0.143 0.098 0.091 0.125 0.250 0.400 
Size 887 3317.721 1108.281 6310.759 159.308 511.933 2948.061 16707.65 
Age 860 17.754 16.000 9.275 4 10 28 31 
Diversity 880 2.056 2.079 0.956 0.693 1.386 2.708 3.584 
FreeCash 886 350.232 123.308 694.732 -53.486 33.093 305.319 1,758.000 
InvestedCap 889 7.034 5.055 6.914 1.819 3.224 7.760 19.195 
FirmConc 889   0.019 0.019 0.001 0.018 0.018 0.020 0.020 
Dual 823  0.066 0.000 0.248 0.000 0.000 0.000 1.000 
Rdhigh 889 0.108 0.000 0.311 0.000 0.000 0.000 1.000 
Risk 860 0.125 0.108 0.066 0.051 0.076 0.160 0.254 
Ind_Risk 889  0.007 0.008 0.002 0.004 0.006 0.009 0.009 
CEOshares 860 0.023 0.003 0.061 0.000 0.001 0.011 0.123 
CEOtenure 812 2.007 2.079 0.856 0.000 1.609 2.639 3.258 
Entrenchment 823 8.987 9.000 2.672 4.000 7.000 11.000 13.000 
CEOduality 822 0.681 1.000 0.466 0.000 0.000 1.000 1.000 
Institutions 863 72.441 75.906 19.556 36.640 61.426 85.742 99.154 
Leverage 889 0.135 0.110 0.135 0.000 0.000 0.243 0.379 
Advhigh 908  0.267 0.000 0.442 0.000 0.000 1.000 1.000 
SpecialItems 862 -0.105 -0.031 0.397 -0.356 -0.096 -0.006 0.014 
Acquisitions 843  0.034 0.002 0.072 0.000 0.000 0.029 0.200 
AssetGr 889 0.219 0.129 0.513 -0.321 -0.017 0.338 1.045 
ROA 889  0.018 0.046 0.126 -0.227 0.001 0.083 0.144 
Return 853 4.345 5.938 25.736 -40.419 -11.871 20.727 44.368 
MB 886 0.877 0.851 0.598 -0.058 0.490 1.254 1.938 
BoardSizeCh 845 2.095 2.079 0.255 1.609 1.946 2.303 2.565 
Independence 908 0.702 0.830 0.327 0.141 0.366 0.902 0.959 
For variable definition please see Table 1 



 46 



 47 

 
Table 2 

Panel A Scope and Complexity Hypothesis 

    
BE SS CI Ins 

Age Young 0.397 0.182 0.102 0.203 
Old 0.404 0.151 0.151 0.178 

t-statistic (0.49) (3.26)* (5.50)* (3.82)* 
      

Diversity Low 0.375 0.184 0.116 0.201 
High 0.429 0.145 0.140 0.178 

t-statistic (4.03)* (4.03)* (2.66)* (3.51)* 
      

Size Small 0.398 0.185 0.092 0.202 
Big 0.404 0.144 0.168 0.177  

t-statistic (0.42) (4.24)* (8.86)* (3.89)* 
* p<0.01, ** p<0.05, *** p<0.1 
For variable definition please see Table 1 
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Table 2 

Panel B Monitoring Hypothesis 

Private benefit of 
CEO  

BE SS CI Ins 

FreeCash  
Low 0.386 0.188 0.095 0.208 
High 0.414 0.144 0.158 0.173 

t-statistic (2.14)* (4.61)* (7.16)* (5.46)* 
      

InvestedCap Low  0.415 0.147 0.136 0.182 
High  0.386 0.184 0.120 0.198 

t-statistic (2.13)* (3.83)* (1.83)* (2.50)* 
      

FirmConc Low 0.402 0.162 0.128 0.190 
High 0.398 0.169 0.127  0.190 

t-statistic (0.29)  (0.73) (0.17)  (0.09) 
      

Dual  No 0.405 0.163  0.133 0.188 
Yes 0.374 0.178 0.098  0.198 

t-statistic (1.65)*** (1.09) (2.83)* (1.10) 
      
Cost of Monitoring          
      

Ind_Risk Low 0.410 0.166 0.124 0.186 
High 0.391 0.166 0.131 0.194 

t-statistic (1.36) (0.00) (0.74) (1.20) 
      

Risk Low 0.417 0.140  0.153 0.177 
High 0.385 0.188  0.105 0.202 

t-statistic (2.36)** (5.05)* (5.39)* (3.88)* 
      

RDhigh Low 0.407 0.153 0.131 0.190 
High 0.360 0.250 0.093 0.191 

t-statistic (2.16)** (6.40)* (2.59)* (0.049) 
* p<0.01, ** p<0.05, *** p<0.1 
For variable definition please see Table 1 
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Table 2 
Panel C Negotiation Hypothesis  

CEO Power   
BE SS CI Ins 

CEOshare  
Low 0.422 0.147 0.142 0.180 
High 0.381 0.182 0.115 0.199 

t-statistic (3.09)* (3.71)* (2.96)* (2.10)** 
      

Entrenchment 
Low 0.364 0.184 0.116 0.212 
High  0.445 0.143 0.142 0.162 

t-statistic (6.03)* (4.19)* (2.88)* (7.93)* 
      

CEOtenure 
Low 0.431  0.155 0.127 0.166 
High 0.370 0.176  0.129 0.213 

t-statistic (4.52)* (2.12)**  (0.22) (7.49)* 
      

CEOduality 
No 0.361 0.161 0.110 0.197 
Yes 0.386 0.165 0.137 0.184 

t-statistic (1.64) (0.44) (2.68)* (1.77)*** 
* p<0.01, ** p<0.05, *** p<0.1 
For variable definition please see Table 1 
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Table 2 
Panel D Strategic Contingency Hypothesis     

    
BE SS CI Ins 

RDhigh Low 0.407 0.153 0.131 0.190 
High 0.360 0.250 0.093 0.191 

t-statistic (2.16)** (6.40)* (2.59)* (0.049) 
      

AdvHigh 
Low  0.371 0.168 0.130 0.190 
High 0.408 0.159 0.121 0.190 

t-statistic (2.41)** (0.87) (0.90) (0.03) 
      

SpecialItems 
Low 0.378 0.185 0.126 0.197 
High 0.421 0.148  0.130 0.183 

t-statistic (3.21)* (3.93)* (0.45) (2.00)** 
      

Acquisitions 
Low 0.389 0.172 0.120 0.201 
High 0.409 0.161 0.133 0.182 

t-statistic (1.44) (1.07) (1.43)  (2.93)* 
* p<0.01, ** p<0.05, *** p<0.1 
For variable definition please see Table 1 
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Table 3: Tests of the Scope of operations Hypothesis (H1) 
 (1) (2) (3) (4) 
 BE  SS CI Ins 
Intercept -0.46*** 0.27*** -0.51*** 0.41*** 
 (3.64) (2.90) (6.00) (7.71) 
Size -0.01 -0.01 0.03*** -4.00e-05 

 (0.98) (0.77) (3.29) (0.01) 
Age -0.01 -0.01 0.03* -0.01 
 (0.49) (0.29) (1.84) (0.82) 
Diversity 0.02 -0.02** 0.01 -0.01 
 (1.51) (2.10) (0.88) (1.07) 
AssetGr -0.02 0.01 0.02 -0.01 
 (0.69) (0.70) (1.14) (0.93) 
ROA -0.06 0.08 -0.02 0.03 
 (0.85) (1.45) (0.46) (0.87) 
Return 9.50e-04** -7.10e-04** -1.50e-04 1.50e-04 

 (2.13) (2.40) (0.61) (0.63) 
MB 0.01 -0.01 2.20e-04 -0.03*** 
 (0.31) (-0.24) (0.02) (2.73) 
BoardSizeCh 0.29*** -0.05 0.13*** -0.07*** 
 (4.90) (1.27) (3.20) (3.03) 
Independence 3.60*** 1.10*** 1.10***  
 (7.68) (2.93) (3.73)  
R2 20.68 13.84 19.05 9.04 
N. of cases 780 780 780 780 
Std. Err. adjusted for clusters. Absolute value of t-statistics in parentheses. 
* p<0.10, ** p<0.05, *** p<0.01 
For variable definition please see Table 1 
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Table 4 Test of the Monitoring hypothesis,  Private Benefit  
 (1) (2) (3) (4) 
 BE  SS CI Ins 
Intercept -0.28** 0.15 -0.18** 0.27*** 
 (2.09) (1.57) (2.02) (4.43) 
FreeCash -1.00e-05 -1.50e-05 2.80e-05** -3.60e-06 
 (0.47) (1.08) (2.34) (0.37) 
InvestedCap 4.80e-05 9.20e-04 -0.01* 9.30e-04 
 (0.03) (0.63) (1.91) (1.30) 
FirmConc -15.00** 2.80 -9.10** 5.80** 
 (2.32) (0.62) (2.11) (2.37) 
Dual 0.01 0.01 -0.03 0.076** 
 (0.26) (0.39) (0.78) (2.49) 
AssetGr -0.02 0.01 0.01 -0.01 
 (1.10) (0.70) (1.23) (1.01) 
ROA -0.07 0.10* -0.02 0.03 
 (0.85) (1.88) (0.36) (0.85) 
Return 8.90e-04** -7.30e-04** 6.80e-05 1.90e-04 

 (2.01) (-2.40) (0.26) (0.72) 
MB -6.00e-04 -0.01 0.01 -0.03** 
 (0.03) (0.09) (0.29) (2.35) 
BoardSizeCh 0.32*** -0.06 0.13*** -0.08*** 
 (5.30) (1.51) (3.27) (3.24) 
Independence 3.80*** 1.10*** 0.96***  
 (7.92) (2.92) (2.99)  
Size -0.01 -0.01 0.02 -0.01 
 (0.45) (0.16) (1.57) (0.17) 
R2 20.82 12.58 18.80 12.49 
N. of cases 774 774 774 774 
Std. Err. adjusted for clusters. Absolute value of t-statistics in parentheses. 
* p<0.10, ** p<0.05, *** p<0.01 
For variable definition please see Table 1 
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Table 5: Tests of the Monitoring hypothesis, Costs of monitoring  
 (1) (2) (3) (4) 
 BE  SS CI Ins 
Intercept -0.45*** 0.24** -0.45*** 0.36*** 
 (3.41) (2.51) (5.15) (6.07) 
RDhigh -0.05 0.07** -0.01 -0.02 
 (1.53) (2.17) (0.34) (0.94) 
Risk -0.01 0.14 -0.21* 0.18 
 (0.00) (1.00) (1.67) (1.61) 
Ind_Risk -4.10 -3.70 4.3** 2.30 
 (1.32) (1.57) (2.24) (1.33) 
AssetGr -0.02 0.02 0.01 -0.01 
 (1.21) (1.17) (1.00) (0.85) 
ROA -0.13 0.18*** -0.05 0.05 
 (1.60) (2.94) (1.08) (1.19) 
Return 8.50e-04* -7.30e-04** -1.50e-04 1.50e-04 
 (1.74) (2.38) (0.56) (1.22) 
MB 0.01 -0.01 -0.02 -0.03** 
 (0.56) (0.57) (0.15) (2.53) 
BoardSizeCh 0.29*** -0.04 0.14*** -0.09*** 
 (5.04) (1.19) (3.48) (3.34) 
Independence 3.70*** 0.98*** 1.10***  
 (7.51) (2.61) (3.71)  
Size -0.01 -0.01 0.03** 0.01 
 (0.77) (1.18) (3.49) (0.06) 
R2 20.64 14.50 18.43 9.43 
N. of cases 780 780 780 780 
Std. Err. adjusted for clusters. Absolute value of t-statistics in parentheses. 
* p<0.10, ** p<0.05, *** p<0.01 
For variable definition please see Table 1 
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Table 6: Tests of the Negotiation hypothesis, CEO power 
 (1) (2) (3) (4) 
 BE  SS CI Ins 
Intercept -0.28** 0.20* -0.55*** 0.33*** 
 (2.01) (1.87) (5.84) (4.85) 
CEOshare -0.42** 0.12 0.22 0.42*** 
 (2.01) (0.78) (1.07) (4.14) 
CEOtenure -0.03* 0.01 0.01 0.02** 
 (1.86) (0.16) (0.60) (2.10) 
Entrenchment 0.01*** -0.01** -0.01 -0.01*** 
 (3.05) (2.00) (0.13) (2.66) 
CEOduality 0.03 -0.01 0.01 -0.03** 
 (1.01) (0.63) (0.35) (2.31) 
Institutions 4.80e-04 -3.30e-04 3.50e-04 -5.90e-04 

 (0.76) (0.72) (0.91) (1.65) 
Leverage 0.02 -0.01 0.06 -0.06 
 (0.27) (0.15) (1.05) (1.34) 
AssetGr -0.03* 0.019 0.014 0.0075 
 (1.95) (1.27) (1.23) (0.95) 
ROA -0.07 0.11* 3.30e-04 0.01 
 (0.78) (1.71) (0.01) (0.08) 
Return 5.40 -7.10e-04** 2.70e-05 3.20e-04 

 (1.23) (2.19) (0.10) (1.07) 
MB 0.01 -0.01 -0.01 -0.03*** 
 (0.43) (0.27) (0.48) (2.82) 
BoardSizeCh 0.18*** -0.01 0.15*** -0.03 
 (3.12) (0.07) (3.23) (1.08) 
Independence 3.00*** 1.40*** 1.10***  
 (5.74) (3.55) (3.09)  
Size -0.01 -0.01 0.03*** 0.01 
 (1.13) (1.06) (3.55) (0.52) 
R2 27.78 14.76 19.42 28.64 
N. of cases 664 664 664 664 
Std. Err. adjusted for clusters. Absolute value of t-statistics in parentheses. 
* p<0.10, ** p<0.05, *** p<0.01 
For variable definition please see Table 1 
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Table 7: Tests of the Strategic Contingency hypothesis 
 (1) (2) (3) (4) 
 BE  SS CI Ins 
Intercept -0.55*** 0.24** -0.39*** 0.41*** 
 (4.50) (2.43) (5.06) (6.61) 
R&Dhigh -0.06* 0.08** -0.02 -0.01 
 (1.68) (2.48) (1.15) (0.44) 
Advhigh 0.05** -0.03 -0.02 0.01 
 (2.01) (1.34) (1.10) (0.49) 
SpecialItems -0.04*** 0.01 0.04*** -0.01 
 (3.93) (0.25) (5.52) (1.51) 
Acquisitions 0.04 -0.05 0.01 -0.06 
 (0.40) (0.58) (0.01) (1.05) 
AssetGr -0.02 0.02 0.01 -0.01 
 (0.93) (1.08) (0.48) (0.62) 
ROA -0.05 0.16** -0.11** 0.03 
 (0.55) (2.44) (2.37) (0.87) 
Return 7.80e-04* -5.70e-04* -9.20e-05 2.30e-04 

 (1.77) (1.82) (0.37) (0.92) 
MB -0.01 -0.01 0.01 -0.03** 
 (0.53) (0.43) (1.09) (2.49) 
BoardSizeCh 0.30*** -0.04 0.13*** -0.09*** 
 (5.26) (1.10) (3.75) (3.29) 
Independence 4.00*** 1.10*** 0.73***  
 (8.18) (2.62) (2.73)  
Size -0.01 -0.01 0.02*** -7.20e-04 

 (0.41) (1.15) (3.17) (0.13) 
R2 25.38 14.76 17.89 8.58 
N. of cases 739 739 739 739 
Std. Err. adjusted for clusters. Absolute value of t-statistics in parentheses. 
* p<0.10, ** p<0.05, *** p<0.01 
For variable definition please see Table 1 
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